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Claims costs continued to soar with claims
frequency increasing

In light of this pivotal year, CEFOR is paying
relatively more attention to the most recent
figures in the 2008 annual report in order to

Partial and total claim amount per vessel (USD)
as reported per 4th quarter each year, by date of loss

. . . 100 000
identify any early trend shifts due to the
lummeting financial and shipping markets.
P 9 ppIng /— — Claim per vessel
All figures are thus reported as per date of 80 000 as reported by
loss", as opposed to the normal underwriting end of 4th
. . quarter
year perspective.To illustrate the most recent
developments, we compare figures reported per 60000 — Partial claim per
. vessel as reported
4th quarter 2008 with the figures reported per by end of 4th
4th quarter of previous years in the first graph. O quarter
The overall conclusion is that the claims trend
appears to be continuing at an historically high
i 20 000 : : r r r . . .
level also in the later part of 2008. S = S 2 3 " S 5 % Date of loss
o o o o o o o o o
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Cost of repairs reaches new heights in 2008
The average total claim per vessel as reported
per 4th quarter 2008 continued to show an
historically high level of claims cost for hull and
machinery (H&M) insurance.When looking at Ultimate partial and total claim amount per vessel (USD)
the whole year, the partial claim? per vessel is by date of loss
expected to reach a new record in both 5- and 120000
10-year perspectives.
/- - = Ultimate claim per
100000 / vessel incl. IBNR*
80000 p — Ultimate partial
claim per vessel
incl. IBNR*
60 000 \/A\/
" All claims data (numbers/cost) in this report is allocated to 40 000 /
the calendar year in which the claim incurred.
20000 +— e T T a e = Date of |
2“Partial claim” means any claim which is not a total or S S S S S S S S S BB CIfless
o~ o~ o~ o~ ~N ~N o~ o~ o~
constructive total loss. For the purpose of this report, partial
claims are defined as claims with an amount less than or * IBNR ="Incurred but not reported” = reserve for claims adjustments and
equal to 75% of the insured value. registration backlog
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Increased frequency of smaller claims Average claim amount per individual claim,
smoothens the average claim cost by date of loss (USD)
The average cost of a claim occurring in 2008 gooty
was USD 330 000, down from USD 380 000 in 350 000
2007.This in itself is positive, but a significant

increase in the frequency of smaller claims has
been identified as one of the main reasons for 250000 1
this trend. When reporting by date of loss, we get 200000 -
more updated figures with regard to frequency,
but the cost estimates in USD may on average

be influenced. 100000 -

300 000

The average cost of a claim incurred in 2007
developed worse than anticipated throughout
2008, bringing the 2007 claim amount to a record
level. However, for 2008 claims we assume a more
normal development.
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Reduced severity of claims larger than

USD 10 million

Large claims are traditionally not very stable on
a year by year basis, and the severity of claims
larger than USD 10 million showed a positive
development in 2008 compared to 2007.

Total costs estimated for claims larger than

USD 10 million in 2008 are approximately 50%
lower in USD than 2007 figures. Although, in the
longer term, there is an increasing trend also USD claim per vessel,
for these larger claims. It is difficult to draw any by date of loss
conclusions as to whether 2007 was particularly 20000
negative or 2008 particularly positive, but the
outcome is a positive effect on the average claim
amount for 2008.

100 000

M IBNR
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= 10-30 MUSD
5-10 MUSD
M 1-5MUSD
M <=1MUSD

80000

Major claims are still the major concern

The frequency of claims larger than USD 10 000

is 14% for the five-year period 2003-2007.This
means that 86% of the insured vessels do not
have a claim larger than USD 10 000.The statistics
also show that 97% of the vessels insured will not
have a claim larger than USD 500 000.0n average,
a vessel will have a claim larger than USD 2 million
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every 144 years.Nevertheless, these claims
accounted for 57% of total claims costs over the
past five years. A claim of USD 2 million is twice as
likely today as compared to 2003.This illustrates
the importance of portfolio view and the major
claims element in the premium, as only a few
vessels contribute to the claims result each year.

With regard to types of claims exceeding USD

10 million we have looked at 2008 and compared
with the 10-year average (figures in brackets).
Approximately 35% (24%) are fire and explosions,
30% (39%) groundings, 10% (5%) heavy weather,
0% (14%) collision and 25% (18%) due to other
causes. All vessel types get their share of claims
greater than USD 10 million. General cargo vessels
get a relatively smaller share, whereas passenger
vessels get a relatively higher share.

Development per claims type

The continued negative development in the claims
picture is particularly visible for engine claims.
Here, we see an increase both in the average size

of the claim and in frequency, when comparing
figures per 4th quarter 2008 with earlier years.
Engine claims as reported per 4th quarter were
34% higher per vessel than the corresponding
figure for 2007. Frequency increased by 20%.

The 2008 results for nautical claims were more
positive. Insurers experienced some very expensive
nautical claims in 2007.This development did not
continue in 2008. However, excluding the claims
greater than USD 10 million, we saw an increase

in the cost of the average nautical claim also
confirming a new trend starting in 2007 of
increased claims frequency.

While nautical claims were more positive than
feared, fire and explosions have regrettably
returned to previous levels.We experienced some
very positive years with few fires and explosions.
However, 2008 was a negative year in this respect
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with fire and explosions accounting for 13% of the
total costs compared to only 4% in 2007.

It is also worth noting that the average ice claim
cost has shown a steady increase in recent years,
even though we have had fairly mild winters over
the past five years. Insurers face an increased
interest in trade in the Baltic, to the Arctic and the
Antarctic. Experience shows that the increased
costs for the two latter areas lie not so much in the
claim itself, but in the remoteness. A small incident
may become a major claim due to extra expenses
incurring in the form of salvage, lack of repair
facilities,and development of the claim due to
time elapsing, to name some issues.

Increase in frequency can no longer be denied
Frequency reports show an increase in the number
of claims.This is new compared to the last 10-15
year period where CEFOR has reported a flat or
reduced frequency. Focus has thus shifted from
increased severity to increased frequency. This
trend is true for all types of claims and vessels.

Claims frequency reported per 4th quarter 2008
was 15% higher than for the same period in 2007.
Earlier predictions of increased claims frequency
due to the lack of experienced seafarers, especially
for nautical claims, are now evident in both 2007
and 2008 figures. Another reason for increased
frequency seems to be a higher level of repair
costs combined with a stable deductible level.

Increase in values and claims per sum insured
When looking at ship values compared to claims
costs over the past five-year period we see that
claims costs have increased in proportion to ship
values.This indicates that the increase in values
is to a large extent driven by an increase in most
of the underlying cost factors. Yard capacity, cost
of experienced personnel, raw materials, engines
and parts all contribute to the higher cost of the
vessels. In the graph to the right, we can see that
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the premium adjustment for the increased values
should have been based on the full H&M rate to
fully compensate for the increased risk.

Decreasing ship values - a new challenge
When value adjustments become significant,

it is necessary for the insurer to do a full risk
evaluation also mid-period. Towards the end of
2008, we experienced a major fall in ship values,
especially for bulk and container vessels.This was
a consequence of plummeting freight rates. The
fall in market values was followed by a demand
for a reduction in the USD premium amount,
representing a new challenge for insurers. How
much premium reduction should be allowed
when reducing value? How can insurers make
sure that there is still enough premium to pay
for the residual risk carried? For some segments
with low values there is now an increased risk of
a CTL (Constructive Total Loss). Prices of repairs
and availability of spares are improving, but not
nearly at the same speed or significance as the
reduction in the market value of vessels.

Update on distribution of claims by type of
casualty

In terms of frequency, engine-related claims

are still the single most frequent type of claim,
accounting for 39% of the overall figure. Nautical-
related claims (grounding, collision, striking, ice)
account for another 42% of the number of claims.
In terms of claims cost, the split between types

is more volatile.Engine-related claims include a
number of minor claims, whereas fire, explosions
and groundings represent few but costly claims.
In 2008, fire and explosions showed the most
significant development, representing 13% of
the total claims cost.This is a significant increase
compared to the previous 5-year period, but is
back to “normal”levels seen over a longer
perspective.
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Average change in sum insured for all renewals in respective month,

compared to previous underwriting year

LI B e e e e e e e e e e e e e s e e s e e e s e |

<
o
o
~N

Inner ring: 2004-2008 (Outer ring: 2008)

P\

2005

2006

2007

2008

Distribution of claims by type of casualty

Engine - 39% (39%)

M Fire and explosion - 2% (2%)

W Collision - 13% (13%)

M Contact-21% (18%)
Grounding - 11% (11%)
Heavy weather - 3% (4%)

M Ice-0.1% (0.3%)

Other - 10% (14%)

Engine - 29% (33%)

M Fire and explosion - 9% (13%)

W Collision - 14% (12%)

B Contact - 8% (5%)
Grounding - 24% (20%)
Heavy weather - 4% (4%)

M Ice-0.2% (0.2%)

Other - 11% (13%)

Numbers (%)

Costs (%)
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Nordic Marine Insurance Statistics (NoMIS)
Portfolio characteristics

Since 1985, leading members of CEFOR have
compiled and analysed statistical information
relevant to their hull & machinery insurance
portfolio. By the end of 2008, the Nordic Marine
Insurance Statistics (NoMIS) database comprised
134 076 vessel years (vessels with IMO number)
and 40 613 claims.These figures encompass the
underwriting years 1985 through 2008.

The CEFOR members underwrite a wide range of
tonnage.In addition to the conventional segments,
the portfolio contains specialised tonnage, such
as car carriers and energy-related units.In 2008,
NoMIS members covered 9 907 vessels, which is a
decrease in relation to the all-time high number
of 12 185 vessels covered in underwriting year
2007.0ne reason for the decline is the withdrawal
of Bluewater Insurance from the marine insurance
market mid 2008.But NoMIS members also
responded individually and changed their under-
writing in reaction to increasing claims costs and
unfavourable market conditions.

Excluding vessels below 300 GT and vessels in
the“Other” group, this leaves 9 664 vessels

with a total of 312.8 mGT and 453.3 mDWT.

This represents 21% of the 2008 world fleet in
terms of the number of vessels,and 40% in terms
of GT and DWT".

"'World Merchant Fleet above 300 GT by January 2009:46 155
vessels with 788.2 GT and 1 152.9 DWT. Source:ISL Bremen.The
NoMIS portfolio does contain some US and Canadian Lakers,
not included in the world fleet. On the other hand, the world
figures include some of the specialised tonnage excluded in

the above comparison.

Number of vessels per type of vessel,

B Container 22.5%
W Cargo 12.7%
Bulk 18.9%
Il OBO 0.5%
Tank 9.0%
Chem./Prod 11.6%
LNG/LPG 3.8%
Supply/Off.8.3%
M Car/RoRo 4.7%
M Passenger 3.4%
M Other4.7%

underwriting year 2008
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Data

To increase the reliability of the results, vessels
without valid IMO number are excluded from the
statistics. This excludes the risk of counting some
vessels twice, and improves the quality of vessel
specifications (age, tonnage etc.).

100% shares: In the tables and graphs, all claim

and premium information is based on 100% shares.

This approach gives representative statistical key
figures for hull business, but can be misleading
regarding the technical results of the contributing
companies. Normally, not all companies participate
in one specific vessel,and the written share on
each vessel can have a large impact on the results.
Thus, the result of one contributing company can
deviate substantially from the average for 100%
values shown in this report.

Date of loss perspective: All claims graphs

are shown from the date-of-loss perspective,
i.e.the year in which the loss occurred.This allows
us to present the most up-to-date picture of the
most recent claims trends possible. A further ad-
vantage, compared to the previously used under-
writing-year approach, is that the estimation of the
ultimate expected claims amount for the latest
year is more exact.Therefore “IBNR"adjustments
represent the expected adjustment of outstanding
claims reserves for claims registered as of

31 December, as well as any registration backlog
of claims incurred, but not yet registered. In
contrast to the underwriting-year approach they
do not include additional reserves for claims first
incurring in 2009, but attaching to underwriting
year 2008.

Exchange rate impact: The USD strengthened
substantially in 2008 against major European and
international currencies. Outstanding claims
reserves are converted into USD with the exchange
rate as of December 2008.Thus, compared to the
CEFOR Annual Report 2007, the same outstanding

NoMIS and the CEFOR Statistics Forum
Nordic Marine Insurance Statistics (NoMIS) as shown in this report
comprise data from:

CEFOR member Joined NoMIS in:
Bluewater Insurance 2004
Codan Insurance 2005

Gard Co-founder of NoMIS
(as Storebrand, Vesta)

Gjensidige Forsikring Co-founder of NoMIS

If 2008
NEMI 2004
Norwegian Hull Club 2003
Swedish Club 2006

Zurich Protector Forsikring ~ Co-founder of NoMIS

CEFOR Statistics Forum 2008

Reidun Haahjem, Gard (Chair)

Mats Lindau, Swedish Club (Vice Chair)
Christian Irgens, Norwegian Hull Club
Erik Lund, Bluewater

Henrik Pilegaard, Codan

Jan-Inge Walen, NEMI

Robert Skar, Gjensidige

Jonny Gangstad, If

Astrid Seltmann, CEFOR Analyst

claims amount converted as of December 2008 results in a lesser
USD amount as compared to December 2007.This may lead to
some underestimation of the claims cost in 2008 compared to the
cost in the original currencies as well as figures shown in last year’s
CEFOR Annual Report.

Data reported for
Underwriting years:
2002 - 2008

2001 - 2008

1985 - 2008

1985 — 2001 (run-off)

1996 - 2008

2002 - 2008

1995 - 2008

1995 - 2008

1985 - spring 2002 (run-off)

Traditionally, the database only contained vessels written from
Norway. In recent years, the number of vessels written from other
Nordic countries has increased steadily.

Further statistics: In addition to the statistics presented in this
report, CEFOR publishes an annual statistics report (“The 2008 CEFOR
NoMIS Report”) at www.cefor.no.This report shows breakdowns of
many statistics by vessel type and age group on an underwriting-year
basis.





