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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  
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THE CLUB HOLDS FREE 
RESERVES OF $458 MILLION 
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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Principal activities
The principal activities of the Club, 
including its subsidiary companies, 
during the year were the insurance 
and reinsurance of marine protecting 
and indemnity risks on behalf of the 
Members.

At 20th February 2017 the owned 
tonnage entered on mutual terms in the 
Club through its subsidiary, The United 
Kingdom Mutual Steam Ship Assurance 
Association (Europe) Limited (“UKE”), 
totalled approximately 139 million 
gt (135 million in 2016). In addition, 
approximately 100 million gt of chartered 
tonnage was entered in UKE at any time 
during the year.

Direction and management
Control over the Club’s affairs rests 
with the regulated Board of Directors. 
The Board is elected by the Members’ 
Committee which is in turn elected by 
the Members of the Club.

The Members’ Committee, which 
provides input to the Board on matters 
within its terms of reference and is 
entrusted with decisions on discretionary 
claims, was constituted at the Annual 
General Meeting of the Club in 
November 2016. 

The regulated Board met on five 
occasions during the year and a 
commentary on the matters considered 
by the Board during the past year is 
contained in the Review that follows. 

Most of the Directors are active 
shipowners, and are restricted in the 
amount of time that they can make 
available to running the Club’s affairs. 
The day to day running of the Club is 
delegated to the Managers, Thomas 
Miller (Bermuda) Ltd (and Thomas Miller 
P&I (Europe) Ltd for UKE).

The Managers, through a network of 
offices in Europe, Asia and America, form 
the principal contact between the Club 
and the Members. In addition to carrying 
out the policies laid down by the Boards, 
they also act as a conduit for feedback of 
the Members’ views. 

At Board meetings, the Directors receive 
reports from the Managers on all areas 
of the Club’s operations in accordance 
with an agreed schedule of reports. 
The Chairman and Deputy Chairmen 
meet regularly with the Managers to 
discuss current developments and the 
preparation of matters for consideration 
and decision by the Board, many of 
which are also subjects for consideration 
by the newly established Members’ 
Committee, meeting alongside the 
regulated Boards three times a year. 

Report of the Directors

THE DIRECTORS HAVE PLEASURE IN  
PRESENTING THEIR REVIEW OF THE YEAR  
AND FINANCIAL STATEMENTS OF THE CLUB  
FOR THE YEAR ENDED 20TH FEBRUARY 2017.
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The Club’s wholly owned subsidiary 
(“UK (Europe)”) underwrites the 
business accepted by the group. UK 
(Europe)’s Board, which met seven 
times in 2016, is comprised largely of 
the same shipowners as those who sit 
on the UKB Board, plus two directors 
who are employees of the Managers and 
two directors providing a specialism in 
accounting and reinsurance.

The work of the regulated Boards is 
supported by a number of functional 
committees.

The Group Audit & Risk Committee 
of the Board (GARCO) met five times 
during the year. Its current Chairman is 
Nigel Smith who provides accounting 
expertise to the Board in the insurance 
and shipping sectors. In addition to 
seven Club Directors on the Committee, 
there is an independent Member - Robert 
Quayle, a director of the Club’s former 
captive reinsurer IPIR. 

Nigel Smith has specific responsibility for 
liaison, on behalf of the Committee, with 
the head of internal assurance of Thomas 
Miller. The Committee has wide ranging 
responsibilities including reviewing of 
reserving, Report and Accounts, internal 
audits and the oversight of regulatory 
matters worldwide. Over the past year 
the Committee has been particularly 
active in the work relating to Solvency 
2 and governance of the Club and its 
subsidiaries. The Committee reports 
to the Board on all of these issues to 
enable the Club to take key decisions. 

The Nominations Committee makes 
recommendations to the Board and to 
the Members’ Committee regarding 
the appointment of new Directors. 
It also makes recommendations on 
the composition of committees and 
subsidiary boards. 

The Ship and Membership Quality 
Committee in addition to advising on 
the ship inspection and condition survey 
schemes, provides the Board with advice 
on the criteria used to set the standards 
for membership of the Club and the 
direction of the Club’s loss prevention 
initiatives. The Committee is chaired by 
the Club Chairman and includes six other 
Directors.

The Investment Committee (IVCO) 
advises the Board on investment strategy 
and policy. The Committee also monitors 
the performance of the investment 
portfolio. Currently there are eight 
shipowners’ representatives serving on 
IVCO, supported by three investment 
specialists.

Other committees of the Board are 
formed, as needed, in order to review 
specific issues as delegated by the 
Board, or to take decisions on behalf of 
the Board, for instance regarding the 
operation of the Club’s war risks cover 
where urgent decisions may be required.

Directors 
The present Directors of the Club are 
shown on page 10. Also shown are 
those who have retired from the Board 
since 20th February 2016. The Board 
wishes to record its thanks to those 
Directors for the contribution they have 
made to the work of the Board and the 
affairs of the Club. 

In November 2016, Mr A.K. Olivier was 
re-elected as Chairman of the Board 
of Directors and Messrs O. Gast, N.G. 
Inglessis and M. Morooka were re-
elected as Deputy Chairmen.

Members’ Committee
The Members’ Committee, comprised 
solely of elected representatives of the 
Members, was constituted at the Annual 
General Meeting in November 2016. Mr 
A.K. Olivier was appointed as the first 
Chairman of the Committee. 

The current Members’ Committee is 
shown on page 11.
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CHAIRMAN & PRESIDENT   
A.K. Olivier  Grindrod Limited

DEPUTY CHAIRMEN  
AND VICE-PRESIDENTS   
O. Gast  Hamburg Südamerikanische 

Dampfschifffahrts-Gesellschaft K.G.
N.G. Inglessis  Samos Steamship Co.
M. Morooka  Nippon Yusen Kaisha

OTHER STATUTORY DIRECTORS 
R. Chen  Wan Hai Lines Ltd
H.V. Franco  Harley Marine Services, Inc
R.C. Gillett  Hamilton, Bermuda
A.C. Margaronis Diana Shipping Inc
N.H. Schües  Reederei F. Laeisz GmbH
A.E. Sodergren*  Bermuda

* New Director elected in November 2016 
 

The following Directors have left the Board since 20th February 2016  
and no longer participate in the Club’s governing bodies: 

Messrs S.L. Ghomri,  
C. Kertsikoff,  
Y.C. Ng,  
P. Pathy,  
H. Takahashi  
and Mrs K. Siggins

The following Directors resigned from the Board in November 2016  
following their election to the newly formed Members’ Committee:

Sheikh Talal Khaled Al Ahmad Al Sabah,  
Messrs E.N. Ambrosov,  
P. Bagh,  
I. Güngen,  
P. Hajioannou,  
G. Henderson,  
E. Louis-Dreyfus,  
N. Mukae, 
M. Nomikos,  
N. Nunes, 
Sun Jiakang,  
N.P. Tsakos, 
J.M. Valkier, 
P. Wogan, 
Y.C. Yee, 
R. Zein, 
Ms A. Chao, 
Ms A. Frangou  
and Ms A.M. Gibson  

Board of Directors
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Members’ Committee

CHAIRMAN  
A.K. Olivier Grindrod Limited 

T. Al-Junaidi * Oman Ship Management Company  
S.A.O.C.

Sheikh Talal Khaled Al Ahmad Al Sabah  Kuwait Oil Tanker Co SAK  
E.N. Ambrosov  OAO Sovcomflot 
P. Bagh  Oldendorff Carriers GmbH & Co, KG 
A. Chao  Foremost Group 
R. Chen  Wan Hai Lines Ltd
H.V. Franco  Harley Marine Services, Inc
A. Frangou  Navios Maritime Holdings Inc
O. Gast  Hamburg Südamerikanische 

Dampfschifffahrts-Gesellschaft KG 
A.M. Gibson  Royal Caribbean Cruises Ltd 
I. Güngen Güngen Maritime & Trading A/S 
A. Hadjipateras * Dorian LPG
P. Hajioannou  Safe Bulkers, Inc 
G. Henderson  Shell International Trading and Shipping 

Company Ltd
N.G. Inglessis  Samos Steamship Co
E. Louis-Dreyfus  Louis Dreyfus Armateurs S.A.S 
A.C. Margaronis Diana Shipping Inc 
S. Messina * Gruppo Messina SpA
M. Morooka  Nippon Yusen Kaisha
N. Mukae  Kumiai Senpaku Co., Ltd 
M. Nomikos Nomikos A.M. Transworld Maritime 

Agencies SA  
N. Nunes  Petrobras Transporte S/A Transpetro  
D. Ofer * Zodiac Maritime Limited 
M.H. Ross * Chevron Shipping LLC
N.H. Schües  Reederei F. Laeisz GmbH 
Sun Jiakang  China COSCO Shipping 

Corporation Limited 
N.P. Tsakos  Tsakos Energy Navigation Limited 
J.M. Valkier Anthony Veder Group N.V 
P.A. Wogan  GasLog Ltd 
Y.C. Yee  MISC Berhad 
R. Zein  Naftomar Shipping and Trading Co Ltd 
 

* Directors who were not serving on the Regulated Board prior to November 2016.
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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

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. 

0

50

100

200

150

20162015201420132012201120102009

Total net notified claims
(For policy years 2009-2016 at 12 months by size)

N
et

 N
ot

ifi
ed

 c
la

im
s 

$
m

Attritional (Non-Pool)
Large (Non-Pool)
Pool

Policy year

17



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

2929

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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Independent auditor’s report 

Report on the Financial Statements
We have audited the financial 
statements of The United Kingdom 
Mutual Steam Ship Assurance 
Association (Bermuda) Limited, 
which comprise the consolidated 
statement of financial position as at 20 
February 2017 and the consolidated 
statement of comprehensive income, 
consolidated statement of changes in 
reserves and consolidated statement 
of cash flows for the year then 
ended, and notes to the financial 
statements, including a summary of 
significant accounting policies. 

In our opinion, the accompanying 
consolidated financial statements 
present fairly, in all material respects, 
the financial position of The United 
Kingdom Mutual Steam Ship 
Assurance Association (Bermuda) 
Limited as at 20 February 2017, and 
of its financial performance and its 
cash flows for the year then ended 
in accordance with International 
Financial Reporting Standards.

This report is made solely to the 
Association’s members, as a body, 
in accordance with our terms of 
engagement. Our audit work has been 
undertaken so that we might state 
to the Association’s members those 
matters we are required to state to 
them in an auditor’s report and for no 
other purpose. To the fullest extent 
permitted by law, we do not accept 
or assume responsibility to anyone 
other than the Association and the 
Association’s members as a body, 
for our audit work, for this report, or 
for the opinions we have formed.

Basis for Opinion
We conducted our audit in accordance 
with International Standards on Auditing 
(ISAs). Our responsibilities under those 
standards are further described in the 
Auditor’s Responsibilities for the Audit 
of the Financial Statements section 
of our report. We are independent 
of the Association in accordance 
with the ethical requirements that 

are relevant to our audit of the 
consolidated financial statements in 
Bermuda, and we have fulfilled our 
ethical responsibilities in accordance 
with these requirements. We believe 
that the audit evidence we have 
obtained is sufficient and appropriate 
to provide a basis for our opinion. 

Responsibilities of Management and 
Those Charged with Governance 
for the Financial Statements
Management is responsible for the 
preparation and fair presentation of 
these consolidated financial statements 
in accordance with International 
Financial Reporting Standards, and for 
such internal control as management 
determines is necessary to enable the 
preparation of financial statements that 
are free from material misstatement, 
whether due to fraud or error.

In preparing the consolidated financial 
statements, management is responsible 
for assessing the Association’s ability to 
continue as a going concern, disclosing, 
as applicable, matters related to going 
concern and using the going concern 
basis of accounting unless management 
either intends to liquidate the 
Association or to cease operations, or 
has no realistic alternative but to do so.

Those charged with governance 
are responsible for overseeing 
the Association’s financial 
reporting process. 

Auditor’s responsibilities for 
the Audit of the Consolidated 
Financial Statements
Our objectives are to obtain reasonable 
assurance about whether the 
consolidated financial statements 
as a whole are free from material 
misstatement whether due to fraud or 
error, and to issue an auditor’s report 
that includes our opinion. Reasonable 
assurance is a high level of assurance, 
but is not a guarantee that an audit 
conducted in accordance with ISAs will 
always detect a material misstatement 
when it exists. Misstatements can 
arise from fraud or error and are 
considered material if, individually or in 
the aggregate, they could reasonably 
be expected to influence the economic 
decisions of users taken on the basis 
of these financial statements. 

INDEPENDENT AUDITOR’S REPORT  
TO THE MEMBERS OF THE UNITED KINGDOM  
MUTUAL STEAM SHIP ASSURANCE ASSOCIATION 
(BERMUDA) LIMITED
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As part of an audit in accordance with 
ISAs, we exercise professional judgment 
and maintain professional scepticism 
throughout the audit. We also:

• Identify and assess the risks of 
material misstatement of the financial 
statements, whether due to fraud 
or error, design and perform audit 
procedures responsive to those risks, 
and obtain audit evidence that is 
sufficient and appropriate to provide 
a basis for our opinion. The risk of 
not detecting a material misstatement 
resulting from fraud is higher than for 
one resulting from error as fraud may 
involve collusion, forgery, intentional 
omissions, misrepresentations, or 
the override of internal control

• Obtain an understanding of internal 
control relevant to the audit in order 
to design procedures that are 
appropriate in the circumstances, 
but not for the purpose of expressing 
an opinion on the effectiveness 
of the group’s internal control

• Evaluate the appropriateness off 
accounting policies used and the 
reasonableness of accounting 
estimates and related disclosures 
made by management

• Conclude on the appropriateness 
of management’s use of the going 
concern basis of accounting 
and based on the audit evidence 
obtained, whether a material 
uncertainty exists related to events  
or conditions that may cause 

significant doubt on the group’s 
ability to continue as a going 
concern. If we conclude that a 
material uncertainty exists, we 
are required to draw attention 
in our auditor’s report to the 
related disclosures in the financial 
statements or, if such disclosures 
are inadequate, to modify our 
opinion. Our conclusions are based 
on the audit evidence obtained up 
to the date of our auditor’s report. 
However future events or conditions 
may cause the group to cease to 
continue as a going concern.

We communicate with those charged 
with governance regarding, among 
other matters, the planned scope 
and timing of the audit and significant 
audit findings, including any significant 
deficiencies in internal control that 
we identify during our audit. 

Moore Stephens LLP
150 Aldersgate Street
London   
EC1A 4AB

May 2017

Note: The maintenance and integrity of the Association’s website is the responsibility of the Directors; the work carried out by the auditors does not involve 
consideration of these matters and, accordingly, the auditors accept no responsibility for any changes that may have occurred to the financial statements 
since they were initially presented on the website

Independent auditor’s report 
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Consolidated Income Statement 
for the year ended 20th February 2017

Notes 2017 
$000

2016 
$000

Income

Gross earned premium 13 386,166 393,613

Mutual premium discount 13 (9,996) (8,253)

376,170 385,360

Premium ceded to reinsurers 13  (81,082) (81,414)

Net earned premium 295,088 303,946

Net investment return 14 51,774 (9,052)

Total net income 346,862 294,894

Expenses

Claims and claims adjustment expenses net of reinsurance 10 (273,619) (241,252)

Expenses for the acquisition of insurance contracts  (20,299) (20,962)

Net operating expenses 15 (23,296) (23,912)

Foreign exchange gains/(losses) (7,715) 1,496

Total expenses (324,929) (284,630)

Results from operating activities 21,933 10,264

Finance costs 12 (7,500) (7,500)

Surplus before tax 14,433 2,764

Income tax expense 16 (417) (1,017)

Surplus for the year attributable to members 14,016 1,747

Accounts
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Notes 2017 
$000

2016 
$000

Surplus for the year 14,016 1,747

Other comprehensive income

 - Amounts recycled to surplus 4,215 (251)

 - Fair value gain (7,698) (2,721)

Other comprehensive income for the year net of tax (3,483) (2,972)

Total comprehensive income for the year attributable to members (10,533) (1,225)

The notes on pages 40 to 68 are an integral part of these consolidated financial statements.

Accounts

Consolidated Statement of Comprehensive Income 
for the year ended 20th February 2017
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Notes 2017 
$000

2016 
$000

Assets

Investments 6 1,080,601 1,078,340

Loans and receivables including insurance receivables 7 103,738 111,092

Derivative financial instruments 8 11 604

Reinsurance assets 10 213,798 267,963

Cash and cash equivalents 9 115,486 87,242

Current income tax credit 959 -

Accrued interest 675 5,221

Total assets 1,515,268 1,550,462

Reserves and liabilities

Capital and reserves attributable to members

Free reserves 465,069 451,053

Cash flow hedging reserve 8 (6,932) (3,449)

Other reserves 240 240

Total 458,377 447,844

Financial liabilities - Perpetual subordinated capital securities 12 99,440 99,069

Total 557,817 546,913

Other liabilities

Insurance liabilities 10 924,537 969,305

Derivative financial instruments 8 6.943 4,089

Trade and other payables 11 25.971 29,942

Current income tax - 213

Total 957,451 1,003,549

Total reserves and liabilities 1,515,268 1,550,462

The notes on pages 40 to 68 form an integral part of these consolidated 
financial statements.

The consolidated financial statements were approved by the Board of Directors on  
8th May 2017 and were signed on its behalf

Alan Olivier Director

Ottmar Gast Director

Hugo Wynn-Williams Manager

Consolidated Statement of Financial Position 
as at 20th February 2017

Accounts
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Attributable to members

Free  
reserves  

$000

Cash flow 
hedging 
reserve  

$000

Other  
reserves  

$000
Total  
$000

Balance at 20th February 2015 449,306 (477) 240 449,069

Surplus for the year 1,747 - - 1,747

Other comprehensive income - (2,972) - (2,972)

Total comprehensive income for the year 1,747 (2,972) - (1,225)

Balance at 20th February 2016 451,053 (3,449) 240 447,844

Surplus for the year 14,016 - - 14,016

Other comprehensive income - (3,483) - (3,483)

Total comprehensive income for the year 14,016 (3,483) - 10,533

Balance at 20th February 2017 465,069 (6,932) 240 458,377

The notes on pages 40 to 68 form an integral part of these consolidated financial statements.

Accounts

Consolidated Statement of Changes in Reserves
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Notes 2017 
$000

2016 
$000

Operating activities

Calls and premiums received 374,489 395,518

Receipts from reinsurance recoveries 44,544 39,339

Interest and dividends received 21,211 19,751

440,244 454,608

Claims paid 273,985 293,051

Acquisition costs 20,299 20,962

Operating expenses paid 39,931 22,892

Reinsurance premiums paid 82,553 85,561

Taxation paid 1,592 1,061

418,360 423,527

Net cash provided/(used) by operating activities 21,884 31,081

Investing activities

Purchase of investments (1,632,218) (473,945)

Sale of investments 1,646,471 489,212

Net cash provided by/( used in) investing activities 14,253 15,267

Financing activities

Interest paid on perpetual subordinated securities (7,500) (7,500)

Net cash used in financing activities (7,500) (7,500)

Net decrease in cash and cash equivalents 28,637 38,848

Effect of exchange rate fluctuations on cash and cash equivalents (393) (368)

Cash and cash equivalents at the beginning of the year 9 87,242 48,762

Cash and cash equivalents at the end of the year 9 115,486 87,242

The notes on pages 40 to 68 form an integral part of these consolidated financial statements.

Accounts

Consolidated Statement of Cash Flow
for the year ended 20th February 2017
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Notes

Note 1
General Information

The United Kingdom Mutual Steam Ship Assurance Association (Bermuda) Limited (“the Association”) is incorporated  
in Bermuda as a company limited by guarantee and having a statutory reserve but not share capital. The principal activities 
of the Association are the insurance and reinsurance of marine protection and indemnity risks on behalf of the Members. 
The liability of the Members is limited to the calls and supplementary premiums set by the Directors and in the event of 
its liquidation, any net assets of the Association (including the Statutory Reserve) are to be returned equitably to those 
Members insured by it during the final five underwriting years.

The Association is unlisted, has no share capital and is controlled by the Members who are also the insured policy holders. 

These consolidated financial statements have been authorised for issue by the Board of Directors on 8th May 2017.

Note 2
Summary of significant accounting policies

The principal accounting policies applied in the preparation of these consolidated financial statements are set out below.  
These policies have been consistently applied to each of the years presented, unless otherwise stated.

2.1 Basis of presentation

These consolidated financial statements are prepared in accordance with International Financial Reporting Standards 
(“IFRS”) as defined by International Accounting Standard 1 (“IAS 1”). They have been prepared under the historical cost 
convention, as modified by the recording of financial assets and financial liabilities (including derivative instruments) at fair 
value through profit and loss.

The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting estimates.  
It also requires management to exercise its judgement in the process of applying the Association’s accounting policies.  
The areas involving a higher degree of judgement or complexity, or areas where assumptions and estimates are significant  
to the consolidated financial statements are disclosed in Note 3.

The Association has issued tradable securities on the London Stock Exchange. The Association is however not required  
to comply with the full disclosure requirements of the exchange since the securities are debt in nature.

Standards, amendments to published standards and interpretations to existing standards that are not yet effective  
and have not been early adopted by the Association

IFRS 9: Financial Instruments: Classification and Measurement
IFRS 9 as issued reflects the International Accounting Standards Board’s (“IASB”) work on the replacement of IAS 39 
Financial Instruments: recognition and measurement. The standard is effective for annual periods beginning on or after 
1 January 2018. The adoption of IFRS 9 may have an effect on the classification and measurement of the Association’s 
financial assets but will have no impact on classification and measurements of financial liabilities, nor is it expected to have 
a significant impact on the valuation of financial instruments.

Note to the Consolidated Financial Statements
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2.2 Consolidation

Subsidiaries
Subsidiaries are all entities (including special purpose entities) where the Association is exposed or has rights to variable 
returns from its involvement with the subsidiary, and has the ability to affect those returns through its power over the 
subsidiary. The Association is considered to have power over a subsidiary when existing rights give the Association the 
ability to direct the activities that significantly affect the subsidiary’s return. Subsidiaries are fully consolidated from the 
date on which control is transferred to the Association and de-consolidated from the date on which control ceases.

The Association uses the acquisition method of accounting to account for the purchase of subsidiaries. The cost of an 
acquisition is measured as the fair value of the assets given, equity instruments issued and liabilities incurred or assumed 
at the date of exchange. Identifiable assets acquired, liabilities and contingent liabilities assumed in a business combination 
are measured initially at their fair values at the acquisition date, irrespective of the extent of any non-controlling interest.  
The excess of the cost of acquisition over the fair value of the Association’s share of the identifiable net assets acquired  
is recorded as goodwill. If the cost of acquisition is less than the fair value of the net assets of the subsidiary acquired, the 
difference is recognised directly in the consolidated income statement. Acquisition related costs are expensed in the year 
of acquisition.

Intra-group transactions, balances and gains and losses on intra-group transactions are eliminated upon consolidation. 
Subsidiaries’ accounting policies have been changed where necessary to ensure consistency with the policies adopted  
by the Association.

The Association accounts for its investment in Hydra Insurance Company Limited (“Hydra”) as a special purpose entity.  
Hydra is a Bermudian segregated cell captive established by the International Group of P&I clubs to reinsure part of the risk 
which clubs that are party to the Pooling Agreement previously reinsured in the market. Under the terms of Hydra’s byelaws,  
the governing instrument assets are segregated in separate cells in such a way that they can be used only to satisfy the 
liabilities of the “owning” club. The results of the separate cell “owned” by the Association are consolidated within the 
consolidated financial statements; with all intercompany transactions eliminated on consolidation.

2.3 Segment reporting

The Board of Directors, which is responsible for allocating resources and assessing performance of the operating segments, 
has been identified as the body that makes strategic decisions. All business written by the Association relates to protection  
and indemnity risks of its Members. Internal reporting to the Board of Directors covers this single segment and, consistent  
with the internal reporting, no further segmental reporting is presented apart from the geographical disclosure as presented  
in Note 5.

2.4 Annual accounting

The consolidated income statement is prepared on an annual accounting basis and includes all the premiums for policies 
incepting in the year, the cost of claims incurred and reinsurance for the current year, and any adjustments relating to earlier 
years together with operating expenses and investment income. All revenue transactions appear in the consolidated income 
statement and are allocated to a policy year or to a reserve.

2.5 Policy year accounting 

The calls and premiums, reinsurance premiums payable, claims paid and related expenses, reinsurance recoveries and 
outstanding claims are all allocated to the policy years to which they relate. Return on investments is allocated proportionately 
to the average balance of funds on each policy year or other funds. Operating expenses are allocated to the current policy year.

Note to the Consolidated Financial Statements
(continued)

Notes
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Notes

2.6 Foreign currency

(a) Functional currency presentation
Items included in the financial statements of the Association’s entities are measured using the currency of the primary economic 
environment in which the entity operates (the “functional currency”). These consolidated financial statements are presented in 
U.S. dollars, being the Association’s presentation and functional currency.

(b) Transactions and balances
Revenue transactions in foreign currencies have been translated into U.S. dollars at rates revised at monthly intervals. All 
exchange gains and losses, whether realised or unrealised, are included in the consolidated income statement. Foreign 
currency assets and liabilities are translated into US dollars at the rates of exchange ruling at the end of the reporting period. 
The resulting difference is included in foreign exchange gains and losses in the consolidated income statement. 

2.7 Financial assets

2.7.1 Classification

The classification of financial assets is determined by management at initial recognition and depends on the purpose for which 
the investments were acquired. 

(a) Financial assets at fair value through profit and loss
The Association has designated its financial assets as at fair value through profit and loss, as the Association manages and 
evaluates the performance of its financial assets on a fair value basis in accordance with a documented investment strategy. 
Derivatives are also classified as in this category unless they are designated as hedges.

(b) Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active 
market. Receivables arising from insurance contracts are also classified in this category and are reviewed for impairment as 
part of the impairment review of loans and receivables.

2.7.2 Recognition and measurement

Purchases and sales of financial assets are recognised on trade-date which is the date on which the Association commits to 
purchase or sell the asset.

Financial assets carried at fair value through profit and loss are initially recognised at fair value, and transaction costs are 
expensed in the consolidated income statement.

Financial assets are derecognised when the rights to receive cash flows from them have expired or where they have been 
transferred and the Association has also transferred substantially all risks and rewards of ownership.

Note to the Consolidated Financial Statements
(continued)
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2.7.3 Determination of fair value

Fair values of investments traded in active markets are measured at bid price. Where there is no active market, fair value is 
measured by reference to other factors such as independent valuation reports.

A financial instrument is regarded as quoted in an active market if quoted prices are readily and regularly available from an 
exchange, dealer, broker, industry group, pricing service or regulatory agency, and those prices represent actual and regularly 
occurring market transactions on an arm’s length basis. If the above criteria are not met, the market is regarded as being inactive.

The fair value of foreign exchange forward contracts is based on current forward exchange rates. 

When a financial asset is impaired, the Association reduces the carrying amount to its recoverable amount, being the estimated 
future cash flow discounted at the original effective interest rate of the instrument, and continues unwinding the discount as 
interest income.

The carrying value less impairment provision of trade receivables and payables are assumed to approximate their fair values. 

2.8 Derivative financial instruments

Derivatives are initially recognised at fair value on the date on which a derivative contract is entered into and are subsequently 
re-measured at their fair value. The method of recognising the resulting fair value gain or loss depends on whether the derivative 
is designated as a hedging instrument, and if so, the nature of the item being hedged. All derivatives are carried as assets when 
the fair value is positive and as liabilities when the fair value is negative.

The Association designates derivatives as either: hedges of highly probable forecast transactions (cash flow hedges); or non-
hedge derivatives.

(a) Cash flow hedges
The effective portion of changes in the fair value of derivatives that are designated and qualify as cash flow hedges is 
recognised in other comprehensive income. The gain or loss relating to any ineffective portion is recognised immediately in the 
consolidated income statement income within investment return.

Amounts accumulated in reserves are recycled to income in the periods in which the hedged item affects profit or loss (for 
example, when the hedged forecast transaction takes place). 

When a hedging instrument expires or is sold, or when a hedge no longer meets the criteria for hedge accounting, any 
cumulative gain or loss existing in equity at that time remains in equity and is recognised when the forecast transaction is 
ultimately recognised in the consolidated income statement. However, when a forecast transaction is no longer expected to 
occur, the cumulative gain or loss that was reported in equity is immediately transferred to the consolidated income statement.

The Association documents at the inception of the transaction the relationship between hedging instruments and hedged 
items, as well as its risk management objective and strategy for undertaking various hedging transactions. The Association 
also documents its assessment, both at hedge inception and on an on-going basis, of whether the derivatives that are used 
in hedging transactions are expected to be and have been highly effective in offsetting changes in fair values or cash flows of 
hedged items. The fair values of various derivative instruments used for hedging purposes are disclosed in Note 8. Movements 
on the hedging reserve are shown in the consolidated statement of changes in reserves.

(b) Derivatives that do not qualify for hedge accounting
Changes in the fair value of all derivative instruments that do not qualify for hedge accounting are recognised immediately within 
the consolidated income statement.

Note to the Consolidated Financial Statements
(continued)
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Notes

2.9 Financial liabilities

Financial liabilities are recognised initially at fair value, net of transaction costs. Financial liabilities are subsequently stated  
at amortised cost; any difference between the proceeds (net of transaction costs) and the redemption value is recognised  
in the consolidated income statement over the period of the financial liability applying the effective interest method.

2.10 Offsetting of financial instruments

Financial assets and liabilities are offset and the net amount reported in the consolidated statement of financial position only 
when there is a legally enforceable right to offset the recognised amounts and there is an intention to settle on a net basis,  
or to realise the asset and settle the liability simultaneously.

2.11 Cash and cash equivalents

Cash and cash equivalents are defined as cash on hand, demand deposits and short-term, highly liquid investments readily 
convertible to known amounts of cash and which are subject to insignificant risk of changes in value. Cash equivalents are 
investments with original maturity of three months or less from the date of acquisition.

2.12 Insurance contracts 

Insurance contracts are those contracts that transfer significant insurance risk. 

Provision for outstanding claims
Provision for the liabilities of insurance contracts is made for outstanding claims and settlement expenses incurred at the 
consolidated statement of financial position date including an estimate for IBNR. Included in the provision is an estimate for internal 
and external costs of handling the outstanding claims. Individual claims estimates are made on a most likely outcome basis.

The risks associated with insurance contracts are complex and subject to a number of variables. The Association uses several 
statistical and actuarial techniques based on past claims development experience. This includes indications such as average 
claims cost and ultimate claims numbers. The key methods used by the Association in estimating liabilities are:

- Chain ladder
- Bornhuetter-Ferguson
- Other statistical and benchmarking techniques

Significant delays are experienced in the notification and settlement of certain types of insurance claims, the ultimate cost  
of which may vary from the original assessment. Adjustments to claims provisions established in previous years are reflected  
in the consolidated financial statements for the period in which the adjustments are made.

Insurance receivables and payables
Receivables and payables arising under insurance contracts are recognised when due and measured at cost less provision  
for impairment, which approximate fair value. 

Note to the Consolidated Financial Statements
(continued)
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2.13 Reinsurance

The Association enters into reinsurance contracts in the normal course of business in order to limit potential losses arising from 
certain exposures. Outward reinsurance premiums are accounted for in the same period as the related premiums for the direct 
or inwards reinsurance business being reinsured.

Reinsurance assets include balances due from reinsurance companies for paid and unpaid losses. Reinsurance assets are 
measured consistently with the amounts associated with the underlying insurance contracts and in accordance with the terms 
of the reinsurance contract. Reinsurance is recorded as an asset unless a right of set-off exists, in which case the associated 
liabilities are reduced to take account of reinsurance.

2.14 Current and deferred income tax

The charge for taxation is shown in the consolidated income statement. Management periodically evaluates positions taken in 
tax returns with respect to situations in which applicable tax regulation is subject to interpretation and establishes provisions 
where appropriate.

The tax effects of carry-forwards of unused losses or unused tax credits are recognised as an asset when it is probable that 
future taxable profits will be available against which these losses can be utilised.

2.15 Revenue recognition

Insurance premium revenue
Calls and premiums include gross calls, less return premiums, release charges and provisions for cancellations. These calls  
and premiums are the total receivable for the whole period of cover provided by the contracts incepting during the accounting 
period together with any premium adjustments relating to prior accounting periods. 

Premiums are recognised as revenue (premiums earned) proportionally over the period of coverage. The portion of  
premium received on in-force contracts that relates to unexpired risks at the balance sheet date is reported as the unearned 
premium liability.

The Directors retain the power to levy supplementary premiums, or give discounts on mutual premiums on open policy years. 
These are recognised when the Board of the Association approves the supplementary premium or the discount.

Investment income
(a) Interest income and expenses
Interest income and expenses for all interest-bearing financial instruments, including financial instruments measured at fair value 
through profit and loss, are recognised within investment return and finance costs in the consolidated income statement using 
the effective interest rate method.

(b) Dividend income
Dividend income is recognised when the right to receive payment is established – this is the ex dividend date for equity 
securities. Dividends are recognised within investment return.

(c) Fair value and realised gains and losses
Fair value gains and losses on investments recorded in the consolidated income statement include gains and losses on financial 
assets that relate to the movement in the market value of financial assets compared to the cost. Realised gains and losses on 
the sale of investments are calculated as the difference between net sales proceeds and the original or amortised cost and are 
recorded on occurrence of the sale transaction.
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Note 3
Critical Accounting estimates and judgements

The Association makes estimates and assumptions that affect the reported amounts of assets and liabilities. Estimates and 
judgements are continually evaluated and based on historical experience and other factors, including expectations of future 
events that are believed to be reasonable under the circumstances. Actual results may differ from these estimates.

The ultimate liability arising from claims made under insurance contracts
The estimation of the ultimate liability arising from claims made under insurance contracts is the Association’s most critical 
accounting estimate. There are several sources of uncertainty that need to be considered in the estimate of the liability that the 
Association will ultimately pay for such claims. Estimates are made for the expected ultimate cost of claims, whether reported 
or unreported, at the end of the reporting period. The estimate of IBNR is generally subject to a greater degree of uncertainty 
than that for reported claims. In calculating the estimated liability, the Association uses a variety of estimation techniques based 
upon statistical analyses of historical experience which assumes past trends can be used to project future developments.

Note 4
Management of risk

The Association is governed by the Board of Directors which holds responsibility for the direction and activities of the 
Association. The Board has formalised its appetite for risk at both the strategic and operational level.

The Board has established a framework of governance through which risk is managed. This framework operates through a 
number of sub committees, being:

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

2.  The Strategy Committee assists the Board in formulating strategic direction across the business including risk, investment 
and reinsurance strategy. 

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

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

In addition further committees, which report to the Audit and Risk Committee, have been established by the Managers to 
support operational decision making:

1.  The Reinsurance Committee considers the optimal reinsurance structure for the Association and the security of the 
counterparties to the programme.

2.  The Reserving Committee considers appropriate provision against unpaid claims.
3.  The Finance Committee considers the financial position of the Association including the risk of counterparty default.
4. The Risk Committee considers the business risk log and emerging risks of the Association.

The Association is focussed on the identification and management of potential risks. This covers all aspects of risk management 
including that to which the Association is exposed through its core activity as a provider of insurance services, and the broader 
range of risks. The key areas of risk impairing the Association can be classified as follows:

1.  Insurance risk – incorporating underwriting and reserving risk
2.  Market risk – incorporating investment risk, interest rate risk and currency rate risk
3.  Credit risk – being the risk that a counterparty is unable to pay amounts in full when due
4.  Liquidity risk – being the risk that cash may not be available to pay obligations as they fall due
5.  Operational risk – being the risk of failure of internal processes or controls

The Board has established its appetite for risk in relation to its business strategy and available resources. The Board seek to 
maximise their resources by effective risk management techniques. Therefore a risk management system has been developed to 
identify and mitigate risk. 
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As part of the risk management system, the Board have developed an internal model to cover underwriting risk. The model is 
tailored specifically to the underwriting risk accepted by the Association and therefore provides the Board with the expected 
outcome of a given scenario.

This allows the Board to consider more accurately the effectiveness and efficiency of risk mitigation techniques such as 
reinsurance. The model is designed to encompass the full spectrum of underwriting risks to which the Association is exposed. 

The Board and Managers have sought to establish and embed risk management procedures within the business through a 
Compliance manual, an internal quality management system and a risk management framework which considers and logs 
potential risks and how they are to be managed. The Board monitors the development and operation of risk management 
policies and controls in place to mitigate risk through a governance structure which includes an internal audit function and 
various committees noted above.

The Association manages the risks relating to the operations of the Association through internal risk reports which analyse 
exposures by degree and magnitude of risk. These risks include market risk, credit risk and liquidity risk.

4.1 Insurance risk

The Association is a mono-line insurer, underwriting only protection and indemnity insurance for the shipping community. 

Underwriting risk is the risk that the Association’s net insurance obligations (i.e. claims less premiums) are different to 
expectations. The Association considers the risk of existing obligations (Reserve Risk) separately to the risk of future 
obligations (Premium Risk).

Reserve risk is managed by the Association’s reserving policy. The Association establishes provisions for unpaid claims, both 
reported and unreported, and related expenses to cover its expected ultimate liability. These provisions are established through the 
application of actuarial techniques and assumptions. In order to minimise the risk of understating these provisions the assumptions 
made and actuarial techniques employed are reviewed in detail by management and the Audit and Risk Committees.

Premium risk is managed by an underwriting policy which establishes robust underwriting practices in order to meet business 
needs and satisfy regulatory control. This is supplemented with a robust forecasting approach undertaken as part of the 
Association’s ORSA process.

The underwriting process is based on a thorough understanding of the risk accepted. This understanding is enhanced as:

• The Association is a mono line insurer and has provided broadly the same cover for many years. 
• The Boards and Members Committee of the Association include representatives from a full cross section of the shipping 

community so giving insight into changes in the risk accepted by the Association over time.
• Underwriting authority is delegated to specific individuals who operate under set underwriting parameters and the ongoing 

guidance and review of senior management.

Underwriting Risk is mitigated via the Association’s reinsurance programme. The programme comprises excess of loss 
reinsurance cover purchased jointly with other members of the International Group, the International Group Pooling agreement 
and reinsurance of claims within the claims retained by the Association within the Pool deductible.

The excess of loss reinsurance cover purchased jointly with other members of the International Group provides cover for large 
claims arising from mutual business. The International Group Pooling agreement provides a sharing of claims costs between 
thirteen member Clubs. The share attributable to each member is calculated for each policy year on an agreed formula including 
an adjustment for each Club’s historic loss record on the Pool. 

The Association considers that the liability for insurance claims recognised in the consolidated statement of financial position is 
adequate. However, actual experience will differ from the expected outcome.
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Some results of sensitivity testing are set out below, showing the impact on surplus before tax and equity, gross and net of 
reinsurance. For each sensitivity, the impact of a change in a single factor is shown, with other assumptions unchanged. The 
sensitivity analysis assumes that a change in loss ratio is driven by a change in claims incurred.

2017 
$000

2016 
$000

Increase in loss ratio by 5 percentage points    

Gross (18,808) (19,268)

Net (14,754) (15,197)

A 5 percent decrease in loss ratios would have an equal and opposite effect.

4.2 Market risk

Market risk arises through fluctuations in market valuations, interest rates, corporate bond spreads and foreign currency 
exchange rates.

The Association’s investment policy is reviewed by the Investment Committee and approved by the Board. The policy manages 
exposure to investment risk which is monitored by regular reports from the investment managers. Further discussion of this 
arrangement is provided below under the “prudent person principle”.

The prudent person principle        
Under the Association’s investment policy, all of the Association’s investments are invested and managed in accordance with 
the ‘prudent person principle’, meaning that duties of the Investment Managers are discharged with the care, skill, prudence 
and diligence that a prudent person acting in a like capacity would use in the conduct of an enterprise of like character and 
aims. More specifically the portfolio:

• is invested in assets and instruments whose risk can properly be identified, measured, monitored, managed, controlled 
and reported; 

• ensures the security, quality and liquidity of the portfolio as a whole. 
• Is appropriate to the nature, currency and duration of the Association’s insurance liabilities. 
• Includes derivative instruments only where they contribute to a reduction of risks or efficient portfolio management;
• Includes only a prudent level of unlisted investments and assets;
• is diversified to avoid excessive reliance on any asset, issuer or group, or geographical area    

 
The Association’s funds are invested by the Investment Managers in accordance with parameters set by an Investment 
Mandate. The Investment Mandate provides a framework to the Investment Managers for the management and stewardship of  
the Association’s investment assets in conformity with the business and investment objectives and sets the parameters within 
which the Association’s assets may be invested. It is considered and approved by the Board on an annual basis and ad hoc as 
required and is subject to the Association’s Investment Policy. The Investment Managers report to the Board at each meeting.

Foreign currency risk management
The Association is exposed to currency risk in respect of liabilities under policies of insurance denominated in currencies 
other than US dollars. The most significant currencies to which the Association is exposed are Sterling and the Euro. In 
order to manage this risk, the Association holds a proportion of its investments in each currency at a level to match expected 
future claim payments in that currency. In addition, from time to time, the Association uses forward currency contracts to 
protect currency exposures and maintain investment policy benchmarks. The Association does not enter into trade financial 
instruments, including derivative financial instruments, for speculative purposes.

The profile of the Association’s assets and liabilities, categorised by settlement currency, at their translated carrying amount,  
is set out below. Certain amounts, either due to their nature, notably reinsurer’s share of outstanding claims, or the existence  
of forward contracts, may depend on a different underlying currency.
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Note to the Consolidated Financial Statements
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As at 20th February 2017

 US Dollar  
$000

Sterling  
$000

Euro  
$000

Other  
$000

Total  
$000

Debt securities 648,911 96,722 65,165 1,767 812,565

Alternative Investments 35,765 - - - 35,765

Equities 206,453 25,789 - - 232,242

Absolute return funds 29 - - - 29

UCITS 29,567 574 - - 30,141

Derivative financial instruments (76,240) 69,308 - - (6,932)

Cash balances 79,068 2,056 3,064 1,157 85,345

Amounts due from members 79,100 208 390 - 79,698

Reinsurers’ share of outstanding claims 213,798 - - - 213,798

Accrued interest 675 - - - 675

Sundry debtors 24,039 - - - 24,039

Gross outstanding claims (705,599) (104,041) (70,988) (43,909) (924,537)

Other liabilities (24,311) (700) - - (25,011)

511,255 89,916 (2,369) (40,985) 557,817

The table above identifies the underlying investments held within mutual funds in order to provide a better indication of the  
risk. Total debt securities of $496 million, equities of $206 million and alternative investments of $36 million are held within 
mutual funds.

As at 20th February 2016

US Dollar 
$000

Sterling 
$000

Euro 
$000

Other 
$000

Total 
$000

Debt securities 600,479 70,961 76,251 8,585 756,276

Equities 239,732 41,842 40,461 - 322,035

Absolute return funds 29 - - - 29

UCITS 49,952 13,726 - - 63,678

Derivative financial instruments 4,946 44,635 (53,066) - (3,485)

Cash balances 22,024 1,058 482 - 23,564

Amounts due from members 77,249 307 411 - 77,967

Reinsurers’ share of outstanding claims 267,963 - - - 267,963

Accrued interest 3,343 1,020 613 245 5,221

Sundry debtors 33,125 - - - 33,125

Gross outstanding claims (766,350) (88,663) (74,284) (40,008) (969,305)

Other liabilities (28,465) (1,690) - - (30,155)

504,027 83,196 (9,132) (31,178) 546,913

In addition a liability of $99.4 million (2016: $99.1 million) relating to perpetual subordinated capital securities is denominated 
in US dollars.
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Foreign currency sensitivity analysis
A 5 percent strengthening of the following currencies against the US dollar would be estimated to have increased/(decreased) 
the surplus before tax and reserves at the year end by the following amounts:

As at 20th February 2017

    Effect on 
reserves 

$000

Effect on 
surplus 

$000

Sterling    (347) 1,961

Euro    - 280

A 5 percent weakening of these currencies against the US dollar would have an equal and opposite effect.

Interest rate risk management
Interest rate risk is the risk that the value of future cash flows of a financial instrument will fluctuate because of the changes in 
market interest rates.

Interest rate risk arises primarily from investments in fixed interest securities the value of which is inversely correlated to 
movements in market interest rates. In addition, to the extent that claims inflation is correlated to interest rates, liabilities to 
Members are exposed to interest rate risk.

Interest rate risk is managed through the investment strategy and accordingly debt and fixed interest securities are 
predominantly invested in high quality corporate and government backed bonds. The maturity profile of these investments is 
typically shorter than the profile of claims liabilities. The Association’s financing structure also includes perpetual subordinated 
capital securities which pay a fixed interest rate. The Association has no debt with interest payments that vary with changes in 
interest rate.

Interest rate sensitivity analysis
It is estimated that the value of the Association’s investments would decrease for the following amounts if market interest rates 
had increased by 100 basis points at the consolidated statement of financial position dates and all assumptions had remained 
unchanged. The sensitivity analysis is limited to the effect of changes in interest rates on debt securities.

Effect on investment valuation 
$000

As at 20th February 2017   34,681

As at 20th February 2016   32,711

A decrease of 100 basis points would have an equal and opposite effect.
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Note to the Consolidated Financial Statements
(continued)

4.3 Credit risk

Credit risk is the risk of loss in the value of financial assets due to counterparties failing to meet all or part of their obligations. 

The Association is exposed to credit risk from a counterparty failing to comply with their obligations under a contract of 
reinsurance. In order to manage this risk the Boards consider the financial position of significant counterparties on a regular 
basis, the Reinsurance committee monitors aggregate exposure to each reinsurer and the Association has set selection criteria 
whereby each reinsurer is required to hold a credit rating greater than or equal to “A” at the time the contract is made.
   
Amounts due from members represents premium owing to the Association in respect of insurance business written. The 
Association manages the risk of member default through a screening process to ensure the quality of new entrants to the 
Association and the ability to cancel cover and outstanding claims to members that fail to settle amounts payable. The 
Association limits its reliance on any single member.

The investment policy manages the risk of default by limiting investment in instruments with a credit rating below “A” whilst also 
ensuring a diversification of the portfolio by asset, currency, geography, market and counterparty. The policy allows for a limited 
investment in equities, the majority of investments being in fixed interest securities and UCITS. Within these, most investments 
are at least A rated with many relating to Government or Supranational bodies.

The following tables provide information regarding aggregate credit risk exposure for financial assets with external credit ratings.

The credit rating bands are provided by independent ratings agencies:

As at 20th February 2017

 
 

 
 

AAA 
$000

 
 

AA 
$000

 
 

A 
$000

Not readily 
available/ 
not rated 

$000 

 
 

Total 
$000

Debt securities 186,674 466,679 1,767 157,445 812,565

Alternative Investments - - - 35,765 35,765

UCITS 30,141 - - - 30,141

Derivative financial instruments - - 11 - 11

Cash balances - - 85,345 - 85,345

Amounts due from members - - - 79,698 79,698

Amounts due from group pooling arrangement - - 21,708 7,974 29,682

Amounts due from Reinsurers - 128,258 55,271 587 184,116

Accrued interest - - 675 - 675

Sundry debtors - - - 24,999 24,999

Total of assets subject to credit risk 216,815 594,937 164,777 306,468 1,282,997

Other Assets      

Equities - - - 232,242 232,242

Absolute return funds - - - 29 29

Total assets 216,815 594,937 164,777 538,739 1,515,268

The table above identifies the underlying investments held within mutual funds in order to provide a better indication of the risk. 
Total debt securities of $496 million, equities of $206 million and alternative investments of $36 million are held within  
mutual funds.
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As at 20th February 2016

 
 

 
 

AAA 
$000

 
 

AA 
$000

 
 

A 
$000

Not readily 
available/ 
not rated  

$000

 
 

Total 
$000

Debt securities 452,384 105,604 155,691 42,597 756,276

UCITS 63,678 - - - 63,678

Derivative financial instruments - - 604 - 604

Cash balances - - 23,564 - 23,564

Amounts due from members - - - 77,967 77,967

Amounts due from group pooling arrangement - - 35,374 12,918 48,292

Amounts due from Reinsurers - 137,205 81,582 884 219,671

Accrued interest - - 5,221 - 5,221

Sundry debtors - - - 33,125 33,125

Total of assets subject to credit risk 516,062 242,809 302,036 167,491 1,228,398

Other Assets      

Equities - - - 322,035 322,035

Absolute return funds - - - 29 29

Total assets 516,062 242,809 302,036 489,555 1,550,462
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4.4 Liquidity risk

Liquidity risk is the risk that cash may not be available to pay obligations as they fall due. The Association has adopted an 
investment policy which requires the maintenance of significant holdings in short term deposits to ensure sufficient funds are 
available to cover anticipated liabilities and unexpected levels of demand. Short term cash needs are monitored to ensure the 
most efficient investment of cash balances.

The following table provides a maturity analysis of the Association’s financial assets representing the date that a contract will 
mature, amounts are due for payment or the asset could be realised without significant additional cost:

As at 20th February 2017

 Short term 
assets 

$000

Within  
1 year 
$000

 
1-2 years 

$000

 
2-5 years 

$000

Over 
5 years 

$000

 
Total 
$000

Debt securities - 43,168 38,286 228,284 502,827 812,565

Alternative investments 35,765 - - - - 35,765

Equities 232,055 187 - - - 232,242

Absolute return funds 29 - - - - 29

UCITS 30,141 - - - - 30,141

Derivative financial instruments - 11 - - - 11

Cash balances 85,345 - - - - 85,345

Amounts due from members 2,299 77,399 - - - 79,698

Accrued interest 675 - - - - 675

Sundry debtors - 24,999 - - - 24,999

Reinsurers share of outstanding claims - 138,644 18,487 27,460 29,207 213,798

Total assets 386,309 284,408 56,773 255,744 532,034 1,515,268

The table above identifies the underlying investments held within mutual funds in order to provide a better indication of the  
risk. Total debt securities of $496 million, equities of $206 million and alternative investments of $36 million are held within 
mutual funds.

As at 20th February 2016

 
Amounts in US$000

Short term 
assets 

$000

Within  
1 year 
$000

 
1-2 years 

$000

 
2-5 years 

$000

Over 
5 years 

$000

 
Total 
$000

Debt securities - 57,087 169,163 184,773 345,253 756,276

Equities 322,035 - - - - 322,035

Absolute return funds 29 - - - - 29

UCITS 63,678 - - - - 63,678

Derivative financial instruments - 604 - - - 604

Cash balances 23,564 - - - - 23,564

Amounts due from members 1,134 76,833 - - - 77,967

Accrued interest 5,221 - - - - 5,221

Sundry debtors - 33,125 - - - 33,125

Reinsurers share of outstanding claims - 45,279 137,359 40,029 45,296 267,963

Total assets 415,661 212,928 306,522 224,802 390.549 1,550,462
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The following is an analysis of the estimated timings of net cash flows by financial liability. The timing of cash flows are based on 
current estimates and historic trends. The actual timings of cash flows may be materially different from those disclosed below:

As at 20th February 2017

 Within 
1 year 
$000

 
1-2 years 

$000

 
2-5 years 

$000

Over 
5 years 

$000

Gross outstanding claims (299,560) (154,034) (228,798) (272,263)

Derivative contracts (6,943) - - -

Other liabilities (25,971) - - -

Total other liabilities (332,474) (154,034) (228,798) (272,263)

 
As at 20th February 2016

 Within 
1 year 
$000

 
1-2 years 

$000

 
2-5 years 

$000

Over 
5 years 

$000

Gross outstanding claims (303,491) (161,653) (236,519) (321,172)

Derivative contracts (4,089) - - -

Other liabilities (30,155) - - -

Total other liabilities (337,735) (161,653) (236,519) (321,172)

For contractual amounts payable on perpetual subordinated capital securities refer to Note 12.

4.5 Operational risk

Operational risks relate to the failure of internal processes, systems or controls due to human or other error. In order to mitigate 
such risks the Association has engaged Thomas Miller (Bermuda) Limited as managers to document all key processes and 
controls in a procedural manual. This manual is embedded into the organisation and available to all staff. Compliance with 
the procedures and controls documented within the manual is audited on a regular basis through quality control checks and 
the internal audit function which is directed and reviewed by the Audit and Risk Committee. A human resource manual and 
including all key policies have also been documented.

4.6 Limitation of the sensitivity analyses

The sensitivity analyses in sections 4.1, 4.2 above show the impact of a change in one input assumption with other assumptions 
remaining unchanged. In reality, there is normally correlation between the change in certain assumptions and other factors 
which would potentially have a significant impact on the effect noted above.

There have been no changes to methods and assumptions used in the calculation of sensitivity analyses from the previous year.
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Note to the Consolidated Financial Statements
(continued)

4.7 Capital management

The Association maintains an efficient capital structure from a combination of Members’ funds (reserves) and long term 
funding (Perpetual Subordinated Capital Securities), consistent with the Association’s risk profile. The Association’s objective 
is to maintain sufficient capital to ensure it is able to continue to meet regulatory requirements and maintain an “A” rating with 
Standard and Poor’s, with a substantial margin in each case. The Association manages its capital requirement by utilising risk 
management techniques.

The Association monitors available capital and its funding structure in the light of the prevailing economic environment, the risk 
associated with its asset holdings, and regulatory developments impacting on the Association.

The Association’s principal direct insurer continues to be regulated in the United Kingdom by the Prudential Regulation 
Authority (“PRA”) and Financial Conduct Authority (“FCA”). Under the Solvency 2 regime the Association is obliged to assess 
and maintain the amount of capital required to meet the risks that it faces based on a 99.5 percent confidence level of solvency 
over one year time frame. Throughout the period the Association complied with the regulators capital requirements and the 
requirements in the other countries in which it operates. The Group has developed a Partial Internal Model which is already 
being used for capital and business decision making. 

The issue of Perpetual Subordinated Capital Securities allowed the Association to strengthen its capital base in line with its 
objectives. The capital issued qualifies as tier one capital for the purposes of the existing regulatory requirements. Its purpose is 
to provide long term capital without forming part of on-going operational cash requirements.
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4.8 Fair value hierarchy 

IFRS 13, ‘Fair value measurement’, requires enhanced disclosures about fair value measurement and liquidity risk.  
This requires disclosure of fair value measurements by level of the following fair value measurement hierarchy:

-  Quoted prices (unadjusted) in active markets for identical assets or liabilities (Level 1).
-  Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly  

(that is, as prices) or indirectly (that is, derived from prices) (Level 2).
-  Inputs for the asset or liability that are not based on observable market data (that is, unobservable inputs) (Level 3).

The following table presents the Association’s assets and liabilities measured at fair value:

As at 20th February 2017

Level 1 
$000

Level 2s 
$000

Level 3 
$000

Level 4 
$000

Financial assets at fair value through profit and loss     

- Equity securities - 206,483 25,788 232,271

- Debt securities 316,436 496,129 - 812,565

- Alternative investments - 35,765 - 35,765

Derivative financial instruments - (6,932) - (6,932)

Total 316,437 731,444 25,788 1,073,669

The table above identifies the underlying investments held within mutual funds in order to provide a better indication of the  
risk. Total debt securities of $496 million, equities of $206 million and alternative investments of $36 million are held within 
mutual funds.

As at 20th February 2016

 Level 1 
$000

Level 2s 
$000

Level 3 
$000

Level 4 
$000

Financial assets at fair value through profit and loss     

- Equity securities 297,167 29 24,868 322,064

- Debt securities 397,646 358,630 - 756,276

Derivative financial instruments - (3,485) - (3,485)

Total 694,813 355,174 24,868 1,074,855

In relation to level 3 securities, fair value gains of $5.4 million have been recognised in net investment return and foreign 
exchange losses of $3.4 million in foreign exchange losses in the consolidated income statement. 
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Note 5
Segment information 

The Association only provides protection and indemnity risk cover to its Members and as a result, no concentration analysis of 
risks by cover can be performed. As this cover applies to ships at sea it is not feasible to measure geographical concentration of 
insurance liabilities. Consequently, the Association has identified protection and indemnity risk to be the only reportable segment.

The surplus amount reported in the consolidated income statement is similar to the amount reported to the Board of Directors 
for allocating resources and assessing performance of the operating segment. Consequently, for the results of the operating 
segment protection and indemnity risks refer to the consolidated income statement.

The entity is domiciled in Bermuda. The result of its revenue from Members by geographical area is as follows:

2017 
$000

2016 
$000

USA    76,515 72,736

Greece    67,884 71,780

Japan 50,471 54,118

Germany 29,942 32,200

United Kingdom 12,308 12,055

China 20,268 21,023

Other 118,782 121,448

Total 376,170 385,360

In the analysis above, revenue is allocated based on the country in which the Member is located.
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Note 6
Financial assets

The Association’s financial assets are summarised by measurement category in the table below.

2017 
$000

2016 
$000

Financial assets at fair value through profit and loss 1,080,601 1,078,340

Loans and receivables including insurance receivables (note 7) 103,738 111,092

Total financial assets 1,184,339 1,189,432

The assets comprised in each of the categories above are detailed in the tables below:

Financial assets at fair value through profit and loss

2017 
$000

2016 
$000

Equity securities and Absolute return funds 25,817 322,064

Mutual funds 738,348 -

Debt securities 316,436 756,276

Total financial assets 1,080,601 1,078,340

Within the mutual funds above, there is an underlying investment in debt securities equities and alternative investments are 
detailed in the table below:

Mutual funds

2017 
$000

2016 
$000

Equity securities and Absolute return funds 206,454 -

Debt securities 496,129 -

Alternative investments 35,765 -

Total financial assets 738,348 -
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The movement in the Association’s financial assets (excluding loans and receivables – see Note 7) are summarised in the table 
below by measurement category:

Fair value through 
profit and loss 

$000

 
Total 
$000

At the end of 2015 1,133,071 1,133,071

Exchange differences on monetary assets (11,135) (11,135)

Additions (473,945) (473,945)

Disposals (489,212) (489,212)

Fair net gains

- Designated at fair value through income on initial recognition (44,831) (44,831)

Profit on slae of investments

- Designated at fair value through income on initial recognition 16,502 16,502

At the end of 2016 1,078,340 1,078,340

Exchange differences on monetary assets (18,595) (18,595)

Additions 1,632,218 1,632,218

Disposals (1,646,471) (1,646,471)

Fair net gains

- Designated at fair value through income on initial recognition 26,865 26,865

Profit on slae of investments

- Designated at fair value through income on initial recognition 8,244 8,244

At the end of 2017 1,080,601 1,080,601

Note 7
Loans and receivables 

2017 
$000

2016 
$000

Insurance receivables:

- Due from contract holders 81,582 81,031

- Less provision for doubtful debts (1,884) (3,064)

- Due from reinsurers 3,888 21,176

83,586 99,143

Other loans and receivables

- Prepayments 11,540 6,587

- Sundry receivables 8,612 5,362

20,152 11,949

Total loans and receivables including insurance receivables 103,738 111,092

Current portion 103,738 111,092

There is no concentration of credit risk with respect to loans and receivables, as the Association has a large number of 
internationally dispersed debtors.
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Note 8
Derivative financial instruments

(a) Cash flow hedges
The Association uses forward currency contracts to hedge the foreign exchange risks that it is exposed to as a result of future 
operating expenses being payable in sterling.

Gains and losses in reserves on forward foreign exchange contracts as at 20th February 2017 will be released to the 
consolidated income statement in future periods.

There was no ineffective portion attributable to cash flow hedges.

(b) Non hedge derivatives
Forward currency contracts are entered into in order to manage the currency exposure of the investment portfolio. The 
contracts are for the forward sale of currencies which are matched by holdings of those currencies. The open contracts have 
been re-valued at year-end rates of exchange. The profit or loss on exchange on these contracts is included within exchange 
gains and losses. These are economic hedges, but do not meet the hedge accounting criteria.

The table below analyses all derivative positions:

Forward currency contracts 2017 2016

 
 
Amounts in $000

Contract/ 
notional 
amount

 
Fair value 

asset

 
Fair value 

liability

Contact/ 
notional 
amount

 
Fair value 

asset

 
Fair value 

liability

Cash flow hedge 69,308 11 (6,943) 62,201 - (3,449)

Non hedge derivatives - - - 121,635 604 (640)

Total 69,308 11 (6,943) 183,836 604 (4,089)

Note 9
Cash and cash equivalents

Amounts in US$000 2017 2016

Cash at bank and in hand    55,114 11,177

Short-term bank deposits    60,372 76,065

Total 115,486 87,242

Note to the Consolidated Financial Statements
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Note 10
Insurance liabilities and reinsurance assets 

2017 
$000

2016 
$000

Gross outstanding claims

- Members’ claims    844,355 887,791

- Other clubs’ pool claims    79,282 80,664

923,637 968,455

Reinsurer’s share of gross outstanding claims

- Group excess of loss and market reinsurance 73,947 109,471

- Pool recoveries 29,681 48,292

- Other reinsurers 110,000 110,000

213,628 267,763

Provision for unearned premium 900 850

Provision for unearned reinsurance premium (170) (200)

Total insurance liabilities, net 710,739 701,342

Current 160,916 258,221

Non-current 549,823 443,781

Claims outstanding includes provision for IBNR claims which is set by reference to, amongst other factors, standard actuarial 
techniques and projections. The IBNR reserve includes an amount for Occupational Disease claims amounting to a discounted 
value of $64 million (2016: $65 million). Occupational Disease claims have a significant latency period making them particularly 
uncertain for reserving purposes. The reserve has been set with reference to industry studies and the Association’s historical 
experience. These studies include a projection of the number of deaths expected, the probability of claims being made and the 
expected cost of those claims. Other reinsurers include the recovery of $110 million (2016: $110 million) relating to a multi-year 
reinsurance policy. 
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10.1 Development claim tables

The development of insurance liabilities provides a measure of the Association’s ability to estimate the ultimate value of claims. 
The top half of each table below illustrates how the Association’s estimate of total claims outstanding for each accident year 
has changed at successive year-ends. The bottom half of the table reconciles the cumulative claims to the amount appearing in 
the consolidated statement of financial position.

Insurance claims - gross
Estimate of ultimate claims cost attributable to the policy year

Reporting year 2007/08 
$000

2008/09 
$000

2009/10 
$000

2010/11 
$000

2011/12 
$000

2012/13 
$000

2013/14 
$000

2014/15 
$000

2015/16 
$000

2016/17 
$000

- End of reporting year 337,008 329,208 355,573 311,727 241,341 275,765 340,169 250,715 284,788 259,872

- One year later 365,443 297,658 327,240 358,772 226,792 285,365 352,655 229,089 271,752

- Two years later 370,243 286,252 309,713 369,809 209,766 280,149 356,187 222,165

- Three years later 365,084 275,825 295,195 338,631 209,870 281,221 346,093

- Four years later 365,421 262,373 299,227 314,882 203,828 259,179

- Five years later 357,704 262,743 294,255 310,649 202,660

- Six years later 347,759 262,234 275,595 288,092

- Seven years later 344,414 257,550 273,280

- Eight years later 340,399 256,707

- Nine years later 340,059

Current estimate of 
ultimate claims

340,059 256,707 273,280 288,092 202,660 259,179 346,093 222,165 271,752 259,872

Cumulative payments 
to date

326,688 246,306 250,106 251,432 187,232 217,021 249,773 137,995 84,374 45,500

Liability recognised 
in the consolidated 
statement of  
financial position

13,371 10,401 23,174 36,660 15,428 42,158 96,320 84,170 187,378 214,372

Total liability relating to 
last ten policy years

723,432

Other claims liabilities 200,205

Total reserve included in the consolidated statement of financial position 923,637
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Insurance claims - net
Estimate of ultimate claims cost attributable to the policy year

Reporting year 2007/08 
$000

2008/09 
$000

2009/10 
$000

2010/11 
$000

2011/12 
$000

2012/13 
$000

2013/14 
$000

2014/15 
$000

2015/16 
$000

2016/17 
$000

- End of reporting year 315,000 312,461 275,533 273,754 236,292 271,408 281,504 250,715 233,062 250,534

- One year later 329,721 288,704 240,488 257,209 207,605 251,787 280,894 222,322 222,591

- Two years later 312,721 271,734 227,620 253,353 191,576 252,845 271,002 217,495

- Three years later 309,729 262,857 218,443 232,102 189,979 248,843 267,683

- Four years later 317,832 251,214 222,048 219,291 181,884 238,469

- Five years later 310,789 249,062 219,276 214,684 180,605

- Six years later 303,384 250,277 215,977 212,669

- Seven years later 299,793 245,342 214,435

- Eight years later 295,854 245,370

- Nine years later 295,029

Current estimate of 
ultimate claims

295,029 245,370 214,435 212,669 180,605 238,469 267,683 217,495 222,591 250,534

Cumulative payments 
to date

284,200 235,274 197,116 184,764 167,272 206,919 203,958 138,055 84,367 45,506

Liability recognised 
in the consolidated 
statement of financial 
position

10,829 10,096 17,319 27,905 13,333 31,550 63,725 79,440 138,224 205,028

Total liability relating to 
last ten policy years

597,449

Other claims liabilities 112,560

Total reserve included in the consolidated statement of financial position 710,009
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10.2 Movement in insurance liabilities and reinsurance assets
Claims and loss adjustment expenses

2017 
$000

2016 
$000

Gross RI Net Gross RI Net

Outstanding claims brought forward 968,455 (267,763) 700,692 978,081 (263,652) 714,429

Cash paid for claims settled in the year (280,284) 27,256 (253,028) (299,461) 57,472 (241,989)

Claims incurred in the current year 246,740 26,879 273,619 302,835 (61,583) 241,252

Exchange movements on claims liabilities (11,274) - (11,274) (13,000) - (13,000)

Outstanding claims carried forward 923,637 (213,628) 710,009 968,455 (267,763) 700,692

The Association seeks to minimise foreign exchange risk by holding investments in non US dollar currencies to match claims exposure. 

The impact of foreign currency exchange movement on claims liabilities is recognised in foreign exchange gains and losses 
in the consolidated income statement rather than claims incurred. The corresponding exchange movement in respect of the 
investment portfolio is also recognised in exchange gains and losses in the consolidated income statement.

Note 11
Trade and other payables

2017 
$000

2016 
$000

Reinsurance premium payable  11,582 12,587

Claims payable  6,712 5,378

Trade payables and accrued expenses 7,677 11,977

Total 25,971 29,942

The fair value of these balances approximates their carrying value.

Note 12
Perpetual subordinated capital securities

2017 
$000

2016 
$000

Financial liabilities at amortised cost:

Perpetual subordinated capital securities 99,440 99,069

The securities, which have a principal amount of $100 million, were issued on 20th August 2008 and are listed for trading on 
the London Stock Exchange. In August 2013 the Association obtained consent from investors to extend the period in which the 
securities cannot be redeemed until 2018. The Association has accounted for the transaction as a modification of the terms of 
the securities and as a result capitalised $1.8m of costs associated with the transaction.

The securities are classified as financial liabilities at amortised cost under IAS 32, however for the purposes of PRA 
requirements the securities qualify as tier one capital.

A coupon interest of $7.5 million (2016:$7.5 million) was paid during the year.
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Note 13
Net earned premium

2017 
$000

2016 
$000

Mutual

Mutual premium 334,236 338,160

Return premium (2,574) (3,006)

Release charges 1,370 (6)

FDD Mutual premium 200 -

333,232 335,148

Fixed premium

Chartered vessels 43,301 47,571

Owned vessels 9,059 10,894

FDD Chartered vessels 624 -

52,984 58,465

Gross written premium 386,216 393,613

Change in unearned premium provision (50) -

Gross earned premium 386,166 393,613

Premium ceded to reinsurers

Reinsurance purchased collectively within the International Group (48,403) (46,974)

Other market reinsurance (31,824) (34,440)

FDD Reinsurance premium (825) -

(81,052) (81,414)

Changes in unearned reinsurance premium provision (30) -

Total premium ceded to reinsurers (81,082) (81,414)

Net insurance premium (before discounts) 305,084 312,199

Mutual premium discounts (9,996) (8,253)

Total Net earned premium 295,088 303,946

Notes
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Note 14
Investment return

2017 
$000

2016 
$000

Investment income

Dividend income 8,692 7,445

Interest on fixed income securities 14,683 18,334

Bank deposit interest 72 26

Other investment charges (6,782) (6,528)

Total investment income 16,665 19,277

Net realised gains on financial assets at fair value through profit and loss

 - Debt securities (6,156) (1,621)

 - Equity securities 14,400 18,123

Total net realised gains on financial assets 8,244 16,502

Net fair value gains on financial assets through profit and loss

 - Debt securities (8,652) 2,623

 - Equity securities 35,517 (47,454)

Total 26,865 (44,831)

Total investment return 51,774 (9,052)

Net fair value gains on financial assets at fair value through profit and loss relate entirely to assets designated to be in this 
category upon initial recognition.

Note 15
Net operating expenses

2017 
$000

2016 
$000

Residual management fee 12,503 14,086

Directors’ Meetings 2,665 2,690

Managers / Agent travel 325 403

Sales and marketing 1,077 1,097

Legal and professional expenses 2,623 1,781

Bank and financial expenses 660 654

Loss prevention and Ship inspection initiatives 659 526

Audit fee 357 354

Other expenses 2,427 2,321

Total operating expenses 23,296 23,912
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Note 16
Income tax expense

2017 
$000

2016 
$000

Current taxes on income for the reporting period

Adjustment in respect of prior periods 42 (26)

Overseas taxation (459) (991)

Total income tax expense (417) (1,017)

The weighted average applicable tax rate was 5 percent (2016: 5 percent).

Tax on the Association’s surplus before tax differs from the theoretical amount that would arise using the weighted average tax 
rate applicable to profits of the consolidated companies as follows:

2017 
$000

2016 
$000

Surplus before tax 14,433 2,764

Non-taxable transactions (14,433) (2,764)

Tax calculated at domestic tax rates applicable to profits in the respective countries

Effects of

- Overseas taxation (459) (991)

- Net adjustment in respect of prior periods 42 (26)

Total (417) (1,017)

Note 17
Principal subsidiaries and associates

 
Name

Country of 
incorporation

Nature of  
Business

Proportion of 
shareholding

International P&I Reinsurance Company Limited Isle of Man Reinsurance 100 percent

The United Kingdom Mutual Steam Ship Assurance 
Association (Europe) Limited

United Kingdom Insurance 100 percent

Hydra Insurance Company Limited Bermuda Reinsurance 100 percent  
of owned cell

The United Kingdom Mutual Steam Ship  
Assurance Association (London) Limited 

United Kingdom Insurance 100 percent

All subsidiary undertakings are included in the consolidation. The United Kingdom Mutual Steam Ship Assurance Association 
(London) Limited became a subsidiary of the Group on 13th December, 2016.
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Note 18
Contingencies

The Association like all other insurers is subject to litigation in the normal course of its business. The Association does not 
believe that such litigation will have a material effect on its profit or loss and financial condition.

Note 19
Average expense ratio

In accordance with Schedule 3 of the International Group Agreement, the Association is required to disclose its Average 
Expense Ratio, being the ratio of operating expenses to income, including premium and investment return. 

The operating expenses include all expenditure incurred in operating the Association, excluding expenditure incurred in dealing 
with claims. The premium income includes all premiums and calls. The investment return includes all income and gains whether 
realised or unrealised, exchange gains and losses less tax, custodial fees and internal and external investment management costs.

For the five years ended 20th February 2017, the ratio of 10.22 (2016: 10.28) has been calculated in accordance with the 
Schedule and the guideline issued by the International Group and is consistent with the relevant financial statements.

Note 20
Related party transactions

The Association has no share capital and is controlled by the Members who are also the insured. The insurance transactions 
are deemed to be between related parties but these are the only transactions between the Association and the Members.

All of the Directors (except two who are Bermuda residents) are representatives or agents of member companies and other than 
the insurance and membership interests of the Directors’ companies, the Directors have no financial interests in the Association. 

Thomas Miller (Bermuda) Limited provides management services to the Association. This company is a subsidiary of Thomas 
Miller Holdings Limited in which the Association holds an investment of $24.9 million. The Association has a contract with 
Thomas Miller (Bermuda) Limited which contains a one year termination clause.

2017 
$000

2016 
$000

Key management compensation

Short term employee benefits - Directors’ fees 998 887
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Appendix

Appendix (Unaudited)

2016  
$000

2015 
$000

2014 
$000

Closed years 
$000

Premium debited in this financial year 384,672 (8,193) (926)

Premium debited in previous financial years - 391,876 397,186

Reinsurance premium (79,432) (77,426) (89,546)

Net premium income 305,240 306,257 306,714

Net paid claims and expenses (128,440) (164,667) (221,129)

Investment income 10,672 (7) 7,491

Funds Available 187,472 141,583 93,076 258,283

Gross Outstanding Claims (including IBNR)

     Members’ claims (178,294) (158,212) (74,213) (384,784)

     Pool claims (26,778) (22,287) (5,244) (44,527)

(205,072) (180,499) (79,457) (429,311)

Reinsurance Recoveries

     Pool recoveries - - - 29,681

     Group excess of loss - - - 11,373

     Other market recoveries 50 42,531 20 129,974

50 42,531 20 171,028

Net outstanding claims (205,022) (137,968) (79,437) (258,283)

(Deficit)/Surplus (17,550) 3,615 13,639 -

Future investment income 10,000 4,000 5,000

Anticipated Surplus/(Deficit) (7,550) 7,615 18,639

Notes:
(a) The approximate yield of a 10 percent supplementary premium on the open policy years would be $33 million (2016),  

$34 million (2015) and $34 million (2014).

(b) Net outstanding claims include estimates for unreported claims.

(c) Future investment income reflects the investment income expected in respect of policy year funds.

(d) Any significant deficits on open policy years will be funded by transfers from reserves, or by raising a supplementary premium.
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