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The CO m pEtltlve — the state of competing

D | ff e r e n C e — the element or factor that

Marine insurance. The source of com-
petitive difference is found firstly in the
ability of a marine insurance market to
differentiate itself, in the eyes of the
customer, from its competition and
secondly by conducting business
according to principles of integrity and
the best interests of the client.

Historically, intermediaries have not
played a part in Norwegian insurance.
This has caused insurers to be more
receptive to the clients’ needs, probably
more so than if the clients’ concerns
were voiced through the mouthpiece of
a clever and professional insurance
broker.

The negotiation process through which
the Norwegian Marine Insurance Plan
has been formulated clearly illustrates
this point. Face to face, shipowners and
insurers have drafted a unique set of
insurance conditions which affords the
shipowner an extensive cover to all
marine insurance requirements. The
Plan clearly states the rights and
obligations between the parties. It
avoids the quasi-legal jargon which
often makes insurance clauses obscure
and ambiguous.

The process of handling and settling
marine and energy insurance claims

separates or distinguishes one from another

or from the average

is another competitive difference
distinguishing the Norwegian market
from its competition. When a loss
occurs we take an active part in claims
handling, providing the assured with
valuable assistance and expertise
during a difficult time. We realize that a
client relationship is at stake and want
to be directly involved in the settlement
process. We pride ourselves in not just
being another claims person in an
institution where each claim is just
another routine case.

We view business as relationship-
oriented more than transaction-oriented.
Long-term personal relationships with
clients grant a comprehensive under-
standing of the business, the specific
insurance requirement and the risk at
hand. In face-to-face dealings with our
clients, we develop a basis of mutual
confidence where the high risks and
large amounts involved in marine and
energy insurance can be handled swiftly
and efficiently.



Chairman’s message

A true professional insurance company does not engage in short-term solutions, but is
committed to provide a business environment that promotes the best long-term interest

of the client

Professional insurance:
no short-term solutions

he ocean hull and offshore market

has witnessed decreasing premi-

ums and deteriorating results for
the fifth consecutive year. Severe under-
writing losses, previously considered to be
a possible consequence of a competitive
international market, have now become a
present reality.

In the cargo market, and to a certain extent
coastal and fishing, Norwegian companies
are showing sound market discipline and
exercising solid underwriting principles.

Substantial price increases, restrictions in
the scope of cover — e.g. higher deductibles
in hull insurance, and increased efforts by
the assureds to reduce claims — are posi-
tive market initiatives. But unfortunately,
these measures have been undermined by
underwriters. Many underwriters have
jumped the gun by prematurely awarding
premium discounts for improved short-
term results, despite a client’s persistently
bad loss ratio.

Two ingredients are essential for a success-
ful insurance operation — risk capital and
technical competence. Many underwriters
consider risk capital and price to be their
sole product, but these are minor factors
in comparison to technical experience and
skills, innovation and rapid claims han-
dling service. A true professional insur-
ance company does not engage in short-
term solutions, but is committed to pro-
vide a business environment that pro-
motes the best long-term interest of the
client.

For proactive underwriters not wishing to
continue promoting a soft market, the
choice is simple. They can decide to reject

bad risks or increase premiums to reflect
the risks underwritten. It is unlikely that
CEFOR members will actively pursue new
business under the present market condi-
tions.

Since 1985, CEFOR has built an extensive,
detailed database of ocean hull underwrit-
ing information for its member compa-
nies. This informative market tool gives
each user detailed statistics and under-
standing of the global blue water insur-
ance business.

Norway’s focus and goal has been to
reverse negative market trends by rejecting
terms unlikely to grant minimum econom-
ical return. Though a competitive market,
underwriters must be given the opportu-
nity to pay attention to risk management
and loss prevention. By doing so, the posi-
tive trend of risk improvement, which has
been seen through most of this decade,
will continue into the next century.

This annual report focuses on our com-
petetive differences, of which the Norwe-
gian Marine Insurance Plan plays an
important role. The Plan has been contin-
ually upgraded in close cooperation with
the Norwegian maritime cluster during
this century. The Plan reflects the close
relationship between shipowners and the
insurers. It is an agreed document and as
a model clause it is subject to flexible
amendments. The Plan provides an all risk
cover, with no warranties. This means that
the underwriter, normally, has to prove
that a claim is not recoverable, if this is an
issue.

The Plan provides full collision liability,
covering losses to both fixed and floating
objects. The standard loss and hire condi-
tions are extensive covering delays due to
physical blocking and trapping of the ves-
sel while in harbour.

The assured is entitled to interest on the
compensation.

The Plan is only an example of how an
integrated cooperation between the insurer
and the insured works in the Norwegian
market. In this respect it is of great impor-
tance to emphasize the service provided by
the insurers regarding risk assessment,
loss prevention and claims handling,
including necessary guarantees in respect
of salvage and repair work. Norwegian
insurers run their business in recognition
of the fact that a long-term relationship
with quality conscious clients is the real
challenge.

G Caansl,

Bjarne Krokeide,
chairman
CEFOR
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Competence,

1I through 1998 the international
financial and insurance markets
ave seen new mergers and acquisi-

tions; some were expected and others have
been more or less surprises. Even though
the consolidation process of the global insur-
ance industry may seem to have little direct
and immediate effect on CEFOR, it will nev-
ertheless implicate necessary changes in any
market organisation. The decision to relocate
CEFOR to new offices in late 1997 had been
on the agenda for quite some time and
reflected the continuous cost/benefit focus
Dby the organisation and its membership.

Last year our members decided to discon-
tinue their cargo insurance cooperation
within CEFOR. In an international perspec-
tive, the Norwegian cargo insurance market
is comparatively small, and this particular
business line is increasingly being defined
among CEFOR members as non-marine
insurance.

The Norwegian Marine Insurance Statistics
(NoMIS) program continued its advance-
ment toward final implementation this year.
We are moving away from the paper collec-
tion of facultative reinsurance data into elec-
tronic and internet-based reporting systems.
The objective is to have underwriters online
with the NoMIS database in CEFOR. With
this electronic tool in place, we can provide
updated premium and claims figures right
up to the insurance transaction.

With improved quality and integrity of the
database, the underwriter will have access
to timely and accurate information, a vital
decision-making factor.

The millennium bug issue (Y2K) and how
to adequately handle the risk from a

Managing director’s report

Norwegian marine insurance is gradually evolving from a domestic market into a league
of global insurance players... which will implicate necessary changes

consolidation,

marine insurance viewpoint was a main
focus throughout 1998. The longstanding
position of CEFOR members is to work
with clients in order to find the best solu-
tion and cover. The market Y2K position
on ocean hull insurance was launched in
June and was well received by both
shipowners and re-insurers. Needless to
say, Y2K will continue to be a priority issue
in our agenda during the months to come.

The ISM Code has been the buzz topic for
the last two years. Numerous activities were
initiated to secure the Code’s timely imple-
mentation, and efforts by owners, adminis-
trations and classification societies were
supported by underwriters. CEFOR mem-
bers took a firm stand against non-compli-
ant vessels as early as 1997. After last July,
one might ask whether the ISM Code has
become the forgotten issue. The Interna-
tional Association of Classification Societies
(IACS) announced that the implementation
of the Code was not an end but rather a
beginning. For a while the IACS ISM Code
“White List” was scrutinised by most
industry players. These days hardly a word
is being uttered by class or administrations
on the results and impact of the ISM Code
implementation. CEFOR members have
certainly not forgotten the issue and will
continue to closely follow the Code and it’s
implementation in the future.

Just prior to the publication of this annual
report, Storebrand and Skandia broke the
news about their plans for a joint property
casualty insurance company. It remains to
be seen what effects this combined marine
and energy line will have on the Norwe-
gian and international marine insurance
markets, including CEFOR and its role as
a Norwegian market association.

and capital

Norwegian marine insurance is gradually
evolving from a domestic market into a
league of global insurance players, though
the competence base will continue to be in
Norway. Competence, in every aspect of
the word, will continue to be the competi-
tive advantage of our underwriting com-
munity, reflecting CEFOR members as
well as mutual hull and P&I clubs.

Strengthening ties between the company
market and the mutual clubs has been an
ongoing and central activity in 1998 and will
continue into 1999. In time we will see the
erosion of traditional boundaries between
companies and mutual clubs, as well as the
division between liability, property damage
and business interruption.  The ability to
provide added value to customers through
competence, close business relationships,
claims and advisory services and a sound
capital base will, however, prevail.

The horizon is filled with exciting new devel-
opments, opportunities and challenges.
CEFOR will continue to provide established
and new services needed to further these
developments and accurately respond to the
changing needs of our members.

After all, the essence of a healthy and com-
petent market organisation lies in creativ-
ity and innovation. Or in the words of Ayn
Rand : “Creation comes before distribution
— or there will be nothing to distribute.”

Tore Forsmo
managing director
CEFOR



Don’t blame the brokers, it is not their job to maintain underwriting standards

Leaders step forward!

n the global marine and energy mar-

ket, there are leaders, and there are fol-

lowers. Traditionally, leaders gained
their position because of higher profes-
sional skills, product innovation and
underwriting capacity. Other underwriters
were prepared to follow because they had
confidence in the business judgement of
the leaders, even if they did not always
understand or agree with their decisions.

In the midst of a soft market, respect for
these leaders is quickly waning. And not
just because market discipline in general
is being eroded, but because so many lead-
ers seem to allow their professional stan-
dards to drop.

We all accept that commercial pressures
are greater when the market is saturated
with capacity. The broker is probably right
in saying that other underwriters are
standing in line to commit the folly which
he invites the leader to do to save the
account. So why should the leader not do it
himself rather than risk losing the busi-
ness only to maintain his professional
standard and save his reputation by saying
no? Do we care at all about such moral
issues in today’s ruthless business com-
munity?

For those who have a greater perspective
than the case at hand, this apparent moral
question is really a business issue in dis-
guise. Because so many of the leaders fail
to stand up to the pressure, we find our-
selves in a “free for all” environment,
where mutual distrust and frustration
drive us all into despair, and where there

are no winners. Don’t blame the brokers, it
is not their job to maintain underwriting
standards. It is our responsibility to create
a viable business environment where we
observe certain rules and minimum levels
of professionalism in competing for com-
mercial success.

The miserable market environment in
which we find ourselves at present does
not serve the interests of any of the stake-
holders, clients, brokers or underwriters.
We shall only succeed in pulling ourselves
out of this quagmire when the true market
leaders have the courage to face up to their
responsibility by refusing to compromise
professional standards any longer. Will the
rest of the pack follow? Probably yes,
because financially they have very little
choice. But more importantly, the market
is in desperate need of true leaders who
are prepared to re-establish sound under-
writing practices and restore the self-
esteem and confidence which are funda-
mental values of a professional market.



The Norwegian Marine Insurance Market

Intense competition between the Norwegian companies for domestic and foreign clients

pressured premiums and weakened results

Strong global

ross premium income for direct

marine insurance written in the

Norwegian market in 1998 totalled
USD 671 million (NOK 5,060.6 m), com-
pared with USD 736 million (NOK 5,203.4
m) in 1997. In US dollars this represents a
drop of about 9 %, since premiums for
marine hull, energy and P&I insurance are
paid in USD, which gained strength
against the NOK throughout 1998.

In the past five years, premium income
has declined by around 30 %. The Norwe-
gian premium figures reflect the general
fall in international marine insurance pre-
mium income in recent years. Despite this
decline, however, the Norwegian marine
insurance market has maintained a strong
global position.

Work on the Norwegian Marine Insurance
Plan 1996, which was printed and pub-
lished by Det Norske Veritas in 1997, was
completed in 1998 with the addition of
Chapter 19 on builders’ risks insurance.
The Plan was also revised slightly to
include, among other things, a clause
relating to failure to recognise the millen-

position

nium date change. A 1999 Version of the
Plan is published.

Ocean Hull

Premium income in the Norwegian mar-
ket for 1998 amounted to USD 288.1 mil-
lion (NOK 1,719.9 m), compared to USD
250 million (NOK 1,767.5 m) in 1997. The
CEFOR companies accounted for 65.5 %
of premium income and the mutual hull
clubs accounted for 29.6 %. Norwegian
hull insurers continue to maintain a high
international profile. Around 8o % of the
CEFOR companies’ premium income is
derived from foreign shipowners.

1998 was yet another year marked by
strong competition in the international
market and significant overcapacity. The
fight for market shares and premium vol-
ume continued to press premiums down-
ward throughout 1998. By the end of the
year, premiums were on par with the low-
est international levels since 1990. Compe-
tition between the Norwegian companies
was intense, and the fight for Norwegian
and foreign shipowner clients pressured
premiums and weakened results. However,

The Norwegian Marine Insurance Market
Gross written premiums, direct insurance 1998: USD 671.1m

1 USD =NOK 7.54

Pél Hul

Cargo

Energy

USDm %
1. Hull 295.9 44.1
2. Energy 69.9 10.4
3. Cargo 53.0 7.9
4. P&l 252.3 37.6
Total 671.1 100.0

there are signs that the international mar-
ket is hardening and that Norwegian
marine insurers will place more emphasis
on quality shipping companies than vol-
ume.

CEFOR companies continue to emphasise
the importance of compiling statistics for
profitability and loss analyses through the
Norwegian Marine Insurance Statistics
(NoMIS) database.

Energy

The Norwegian energy insurance market
experienced a decline in premium income
of 29.4 % from 1997 to 1998. Premium
income totalled USD 69.9 million (NOK
527 m) in 1998, compared to USD 99 mil-
lion (NOK 699.9 m) in 1997. This decline
reflects the international situation, as the
international energy insurance market is
still affected by substantial overcapacity,
resulting in low premiums. Due to low oil
prices and declining offshore activity, oil
companies purchased less insurance than
in previous years. The international mar-
ket has not suffered any major losses in
recent years, and has therefore maintained
acceptable results. This also applies to Nor-
wegian energy insurers.

P&l

The Norwegian P&I clubs, Gard and
Skuld, ended the 1998/99 policy year
with a moderate increase in entered ton-
nage. The premium level remained rela-
tively stable despite a long period of
intense competition in the international
marine insurance market. On 20 February



1999, at the end of the policy year, the two
clubs had owners’ entries totalling 93 mil-
lion gross tonnes. They also had approxi-
mately 4 million gross tonnes of rigs and
other floating installations entered and
over 52 million gross tonnes of charterers’
entries on average for the year.

Despite the generally low premium level in
marine insurance, a slight rise in overall
premium income for own account was
reported, from a total of about USD 230
million as of 20 February 1998 to about
USD 252 million at the end of the policy
year.

While the volume of claims (excluding
Pool) fell in 1997, it rose by just under

10 % for both clubs in 1998. Financial
income, which was weak at the start of the
year, gradually edged up to finish with
profit on par with 1997. Overall, this
resulted in an increase in the clubs’ provi-
sions for outstanding and unreported
claims for own account. Reinsurance pre-
miums dropped by about 20 %.

An important issue in 1998 was the nego-
tiations conducted by the international P&l
clubs with the EU Commission concern-
ing renewal of the clubs’ International
Group Agreement and Pooling Agree-
ment. The negotiations ended in a com-
promise and the agreements were renewed
for another ten-year period.

Coastal and Fishing Vessels

Coastal and fishing vessel insurance basi-
cally applies to vessels trading along the
Norwegian coast and in “limited North Sea

trade.” This insurance portfolio includes
freighters, passenger ships, ferries, supply
vessels operating in the North Sea and
barges, as well as fishing vessels of all
kinds and sizes, including industrial
trawlers operating worldwide.

Gross premium income in this sector
amounted to USD 66.4 million (NOK
500.5 m) in 1998, compared to USD 0.2
million (NOK 496.3 m) in 1997. (The fig-
ures in USD show a decline in premium,
because USD gained strength against the
NOK throughout 1998.) Strong competi-
tion for all types of vessels put pressure on
premiums and profit for most companies
in 1998.

The CEFOR companies accounted for

57 % of premium income, while the
Coastal Marine Clubs’ Mutual Company
(SGS) and the participating coastal marine
clubs accounted for 41 %. The coastal and
fishing market is particularly exposed to
total losses, and this type of loss and large

particular average claims have a significant

impact on the profit of the individual com-
pany. Two of the largest companies in the
market suffered several substantial total
losses and other major claims in 1998,
while other players were almost unaf-
fected.

Cargo

Premium income for cargo insurance
totalled USD 52.7 million (NOK 397.5 m)
in 1998, up slightly from 1997. As strong
competition kept premiums low through-
out 1998, the increase in total premium
volume was due to a continued rise in
exports and imports in 1998. Unfortu-
nately, several companies suffered a num-
ber of major claims and the loss of entire

consignments. Furthermore, the number
of medium-sized claims increased consid-
erably in 1998. The results of the various
companies varied significantly, therefore,
and on the whole the companies are dis-
satisfied with the results for 1998.



Teekay Shipping

It has been our experience that Norwegian underwriters go beyond the usual statistical
analysis, and take a real interest in their clients’ operations, management, and loss con-

trol strategies

First choice shipping company demands
first-class insurance coverage

comprehensive marine insurance

policy is part of Teekay Shipping

Corporation’s dedication to being
the first choice for quality conscious ship-
ping customers.Dev Hildebrand, manager
of marine insurance and claims, talks
about why Teekay Shipping Corporation —
owners and managers of the world's
largest and most modern fleet of medium-
sized tankers, operating primarily in the
Indo-Pacific Basin — has opted for the new
Norwegian Plan.

The main advantage to the Norwegian
Plan in my opinion is the “all risks” princi-
ple. While I receive fully satisfactory ser-
vice from other reputable underwriters
writing on ITC conditions, there is a fun-
damental difference in approach between
the two sets of conditions.

Under ITC, it is the burden of the assured
to prove that a loss is due to a named peril,
whereas under the Norwegian Plan, the
underwriter shoulders the burden of prov-
ing that a loss is specifically excluded.

In practice we find that, although much
depends on the individual underwriter’s
approach (no matter what the terms), the
Norwegian system encourages underwrit-
ers to take a cooperative stance with own-
ers in resolving claims. We have also
found that good brokers add value in this
area of claims resolution.

Another advantage seems to be the effi-
cient coverage of such varied items as the
ISM Code and Y2K bug through Sec 3-24
“Safety Regulations”. While other markets
develop convoluted terms and conditions
to cover each eventuality as it arises, the
Norwegian Plan generally already covers

these items or can be easily amended.
Focus is normally on the due diligence of
the assured and cover can only be denied if
there is a causal link between a breach of
cover and subsequent casualty.

Why has Teekay chosen

the Norwegian Plan?

Teekay Shipping Corporation currently
procures hull & machinery marine
risks/war risks cover in various markets on
both Norwegian Plan and ITC conditions.
While satisfied with claims handling under
ITC conditions, Teekay was initially
attracted to the Norwegian Plan by the “all
risks” nature of the cover and the unique
approach of underwriters in dealing with
their clients. It has been our experience
that Norwegian underwriters go beyond
the usual statistical analysis, taking a real
interest in their clients’ operations, man-
agement, and loss control strategies with
the goal of continuous improvement. This
practical approach is consistent with
Teekay’s goals and objectives.

Is the new Norwegian Plan
shipowner friendly?

It has been our experience that with good
underwriters and brokers, the new Norwe-
gian Plan is shipowner friendly. Under-
writers are keen not only to sell their prod-
uct, but to work with owners in under-
standing the nature of the risk and
improving the odds. I believe that this
interaction between interested parties
works to the benefit of both owners and
underwriters. During the change from the
1964 Plan to the 1996 Plan, it was evident
that much experience on the part of vari-
ous industry sectors was incorporated into
improving the Plan.

What area of the Plan is most
advantageous for your specific
operation?

It is difficult to identify which part of a
comprehensive whole is most beneficial. I
believe that it is the end result of the Plan
which really matters. In our experience,
Norwegian underwriters try to find ways to
overcome difficulties which may arise in
order to fulfill the intent of the Plan, which
is to provide an “all risks” type cover.



The Norwegian Ocean Hull Market

Either you believe in your financial stamina to weather the storm or you decide that
there are other more profitable investment alternatives...if you pull out, there is no way
back, as buyers and brokers show no mercy for defectors

Strong domestic market:

new international expansion

hroughout 1998, the global hull

market has been characterised by

a vast amount of excess capacity
which caused a further erosion of hull pre-
miums. Why does capacity still pour into
the world marine insurance market when
it is obvious to any intelligent observer that
today’s hull rates cannot give the investors
an adequate return on the risk capital?
One likely explanation is that capital mar-
kets are deceived by the fact that marine
insurers still report good results. Insiders
know that this does not reflect the quality
of business written in 1998. Low claims
ratios appear because IBNR reserves from
the excellent years in the mid 199os can
now be dissolved as claims ratios for those
years turn out far better than expected.

A more probable scenario is that we are
seeing a perseverance test where small and
medium-sized players are being squeezed
out by the larger players. We may accuse

The Norwegian Ocean Hull Market*

competitors of being more concerned with
maintaining market share and premium
volume at the expense of accepted under-
writing standards. But this is all part of the
game in a market with too many players.
Either you believe in your financial sta-
mina to weather the storm, having pre-
pared your investors for a rough ride
through the downcycle, or you decide that
there are other more profitable investment
alternatives. If you pull out, there is no
way back, as buyers and brokers show no
mercy for defectors.

What is the recipe for survival in
this market situation?

One indispensable ingredient is a strong
capital base. Market consolidation is going
on at an unprecedented pace, as it is obvi-
ous that the 80/20 rule will apply. 8o % of
the risk capital will be managed by 20 %
of the present number of players. Shortage
of risk capital in the marine hull market is

Gross written premiums, direct insurance 1998: USD 228.1m
Market share for CEFOR members USD 149.4m/65.5 %

*Hull, Machinery, Hull Interest, Loss of Hire etc., Norwegian and International business

1USD = NOK 7.54

USDm %

»| 1. Gjensidige 17.4 7.6

é 2. Industriforsikring 0.9 0.4

% 3. Storebrand 48.4 21.2

6 2 4. Vesta 49.1 215

| 5. zurich Protector 33.6 14.8

6. Bergen Hull Club 46.3 20.3

7. Unitas 21.3 9.3

8. Fender 8.0 &5

9. Gerling 3.2 1.4

Total 228.1 100.0
War Risks 14

a past phenomenon. Do not expect to see a
return to the rate levels of the early 1990s
when the market hardens.

Another vital qualification is risk assess-
ment competence. You need to know how
well the various segments or risks in the
portfolio can sustain the depressed rate
levels of the downcycle. Do you have the
underwriting tools required to distinguish
a quality shipowner from a less profes-
sional operator?

A third and more important requirement is
that you have a sufficiently strong market
position to actually have a chance to write
the higher quality risks, if you know how to
spot them. A portfolio with adverse selec-
tion could quickly put you out of business.

Finally, the ability to design a reinsurance
program which gives you adequate protec-
tion against unwanted loss experience is a
prerequisite for survival. London under-
writers are masters at this part of the
game, and they also have the support of
equally creative brokers.

How do the companies in the Nor-
wegian marine hull market match
these qualifications?

All companies have an A-rating or better,
which denotes good security. Even more
important; there is a serious commitment
from top management to maintain busi-
ness relations with Norwegian shipowners.
Our home market represents one of the
largest merchant fleets in the world.

Underwriting and claims handling skills
have always been a vital asset of this mar-
ket. An extensive statistical data base and
sophisticated underwriting tools should



give us a competitive edge in risk assess-
ment.

A large and demanding home market pro-
vides a solid base for international expan-
sion; Norwegian hull underwriters lead a
considerable portion of the world’s ocean-
going tonnage. The Norwegian Marine
Insurance Plan offers very attractive cover-
age, and our claims handling and settle-
ment receive top marks from the interna-
tional shipping community.

We may lack the ready access to a creative
reinsurance market which our competitors
in London enjoy and need, instead, to

adopt an approach where net and gross
results differ less, which demands a more
disciplined risk selection. This, however,
secures continuous support from the rein-

surance market.

It can therefore be concluded that Norwegian
hull insurers are well prepared to survive the
present difficult market and eventually enjoy
the benefits of improved conditions.

How do we view the market going forward
into a new millennium?

We will see a continuous market consolida-
tion where the number of players will be
greatly reduced. Market capacity will hardly
Dbe affected as the remaining players will be
strongly capitalised. We shall probably see
upward rate adjustments for individual
risks or segments which have clearly been
underpriced. But violent cyclical rate move-
ments will belong to the past. Profit mar-
gins will be thin, and enjoyed by those who
have the ability to select a portfolio where
there is a margin between the rather imper-
fect market rate and the “technical rate” for

The Competitive

Difference

I'he Norwegian Marine Insurance Plan

A

A comprehensive set of insurance conditions

Think about it. A comprehensive
set of insurance conditions offering
integrated insurance solutions,
strictly suited for the commercial
shipping industry. This is the
Norwegian Marine Insurance Plan
in a nutshell.

Designed to limit the chance of
"holes" appearing in a multiple
cover, the new Norwegian Marine
Insurance Plan is a proactive
process taking into consideration
the strengths and weaknesses
of both the Norwegian Marine
Insurance Plan of 1930 and 1964
and forthcoming quality iniatives
(the ISM Code) introduced by
international maritime organisa-
tions.

To offer shipowners clarity,

the Norwegian Marine Insurance
Plan comes with a 548 page
comprehensive commentary fully
explaining general and more
specific clauses. The commentary
gives concrete information about
each rule, enabling the user to fully
comprehend the insurance
coverage. Market observers state
that this Plan, in comparison to

other competing conditions,
comprises a complete and updated
set of rules which cover most
insurance requirements as
demanded by international
shipowners. The Plan adequately
covers some of the most complex
marine insurance niches to be
found in shipping.

The Norwegian Marine Insurance
Plan of 1996 (version 1999) has
been developed by leading
shipping professionals within the
Norwegian maritime community
and legal expertise of the
University of Oslo.

Though a Norwegian initiative, the
Norwegian Marine Insurance Plan
is highly international, written in
English and available on the Inter-
net. For the English version see:
http://exchange.dnv.com/NMIP/



that particular risk or portfolio segment.
Multi-year policies will prevail as hull insur-
ers will need to invest more time and
expense in investigating the quality of their
clients’ operations, and offering advice in
loss prevention and control.

The major change will occur on the prod-
uct side. The archaic split of the insured
value into hull and “hull interest” or
“increased value” will disappear, and “one
stop shopping,” where a shipowner will be
able to buy comprehensive coverage
against all insurable risks from a single
supplier, will be on the market shortly.

Captive solutions and “mutualisation” may
prove to be the best financial solution at
the lower end of the scale of risks. As hull
insurers develop better statistics and pric-
ing models, shipowners will soon discover
that it is not economical to trade relatively
small claims with their insurance carrier.
They will also discover that their P&I
insurer is basically an agent for handling
and settling small contractual trading
claims. The sophisticated reinsurance pool
of the international group of P&I insurers
will find itself under increasing strain
from outside competition. The commercial
marine insurance market will be engaged
in financing the less manageable risks and
business exposures of the shipping com-
munity. As insurance increasingly takes
the shape of risk financing, shipowners
will want insurers to cover trading risks
not traditionally covered by the insurance
market.

The distribution chain is long overdue for a
major overhaul. The largely manual rou-
tines and practices of passing information
and funds from the assured to the risk car-
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rier are glaringly inefficient, and will have
to be extensively computerised. We shall
rely on the managers of the merging mega-
brokers to remove all internal roadblocks to
this rationalisation process, and the marine
insurance industry also needs to contribute.

The human and financial resources
required to implement these changes are
considerable. This is the driving force
behind the consolidations we now witness
in our industry. Only the larger players will
be able to deploy these resources, and
compete successfully to meet the ever
changing demand of our clients as we
enter a new millennium.

ISM Code

Last year the ISM Code was a major focus
in global shipping circles. CEFOR compa-
nies held a firm and proactive approach not
to underwrite relevant new risks without
valid ISM Code certification. The world cer-
tification situation suggested a gloomy out-
look just a few months prior to the enforce-
ment date of 1 July. As late as April of last
year, it was reported that only approximately
60 % of the relevant ships were ISM Code
compliant. Reaching this level had taken
some 4 years, ever since the ISM Code was
introduced in 1994 as part of the SOLAS
Convention.

With the capacity of classification societies
and maritime authorities severely strained,
scenarios with huge lay ups of ships or mas-
sive denial of entry to ports were predicted.
It seemed the shipping world was waiting
for calamity to strike on the first day of July.

However, in the first days and weeks after
the crucial date, things turned unexpectedly
quiet. No massive detention rates, no ban-

ning of vessels from ports and most hull
and P&I underwriters confirming their port-
folio fleets to be in the clear. IACS and IMO
announced the implementation status for
July to be somewhere around 87 %. Too
good to be true, the critics uttered. In hind-
sight, it may be questioned whether what
happened was good or bad news for the suc-
cessful implementation of the ISM Code
and the battle against sub-standard ship-

ping.

Has ISM Code certification become another
IMO paper exercise, or does the situation
accurately reflect a general rise in safety
management consciousness? Continued
weak freight markets and increased scrutiny
and pressure on maintenance costs may
actually counteract the wanted ISM Code
effects in terms of loss reduction.

In a press statement last year, CEFOR
expressed doubt as to whether the ISM
Code will produce a substantial positive
effect on claims volumes in the next three-
to-five years. The quality conscious opera-
tors who started their ISM Code process a
number of years ago have already capi-
talised on their investments, whereas those
who just started and barely made the fin-
ish line in time last year still have a long
way to go. Eventually, only time will tell.
What will be important in the time to
come is to continue focusing on the effects
of the ISM Code through meticulously
measuring the performance of ship own-
ers with a view to improve loss records and
reduce claims. For CEFOR and the Norwe-
gian marine insurance market, the priority
of 1999 will be to verify implementation
and not certification, as for last year. To
this end, we have initiated a project involv-
ing the Norwegian Maritime Directorate,



the Norwegian Shipowners’ Association
and Det Norske Veritas to look at ISM
Code implementation with a view to estab-
lish whether the effects, so far, have been
as laid out in the objectives of the Code.

Millennium — The Right Approach
The Norwegian Ocean Hull market
launched its Millennium (Y2K) Clause in
June 1998.

The Clause simply states that in order to
secure coverage against possible computer
malfunction, owners must show due dili-
gence. In this respect, the owner must
ensure that manufacturers of computers,
electronic equipment and electronic com-
ponents on board the ship give a written
confirmation that the said objects will
function properly in relation to the millen-

nium date change.

If the manufacturers cannot or will not
give such confirmations, the owner must
ensure that the equipment is tested in
order to determine whether it, separately
or in combination with other equipment,
will function properly in relation to the

millennium date change. Should confirma-

tions and/or tests indicate possible errors
or malfunctions, the assured is obliged to
take necessary steps to solve the problem.

Consequently, shipowners, who have con-
scientiously taken steps as outlined above
to prevent functional problems, will have
their insurance cover intact.

The clause is, in fact, an inclusion rather
than an exclusion clause and thus repre-
sents a fundamentally different approach to
the Y2K issue than most other international
markets. Developed within the Norwegian

The Competitive

Difference

The Norwegian Magine Insurance Plan

o,

A flexible, all-risk cover

The 1964 version of the Norwegian
Marine Insurance Plan was quickly
recognised by international
shipowners to be a competitive
insurance coverage. The new and
improved version 1999 is said to be
even more comprehensive, likely to
secure a greater shipowner follow-

ing.

The Plan is a flexible, all risk cover.
And it is user friendly. Under the
so-called ‘model clause’ users can
modify aspects of the Plan —
subject to risk approval by the lead
underwriter - to best cover specific
shipping risk.

As a starting point, the Plan
provides an all risk cover, and as a
consequence the Insurer must
normally prove that damage is not
recoverable- if this is an issue. The
proof of claim lies with the under-
writer, not the shipowner.

As an all-risk cover, the Plan covers
the unforeseen or unkown peril,
whereas the Institute Hull Clauses
provides a named risks cover. The
difference is that under an all risk
cover, the assured may report a

claim without having to prove that
the risk the claim is based on is
covered by the insurance.

If the insurer wants to reject the
claim, sufficient information must
be presented to prove that the
claim is based on a risk that is
excluded by the insurance.

If the assured is in breach of regu-
lations imposed by the Insurer, but
the policy is still in force, the
Norwegian Marine Insurance Plan
will cover subsequent damage in
the normal manner, provided that
there was no causation between
the infringement and the damage.
Under the "warranty-system" used
in other jurisdictions, such claims
may sometimes be rejected, even if
there was no causation between
the infringement of the warranty
and the damage.
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maritime industry and issued as an agreed
document, the clause was noted by interna-
tional marine insurance markets and
shipowners as “owner-friendly,” compared
with other available millennium-clauses in
the marine insurance market in 1998.

One may also note that the Clause has
remained unaltered since it was introduced
to the market in June 1998 and has been
integrated in the 1999 Version of the Nor-
wegian Marine Insurance Plan.

Amongst the plethora of millennium-
clauses that are available internationally,
most have been issued in various versions,
and still new varieties and wordings are
issued together with data enquiry sheets.
Considering the fact that the year 2000 is
only around the next corner, the variety of
ever-changing clauses is bound to confuse
shipowners. The legal value of data
enquiry sheets duly completed by
shipowners is also unclear. This should be
a reason to turn to the Norwegian Millen-
nium Clause. Another reason is the man-
ner in which the Clause was drafted. This
is worth recapturing.

In 1997, CEFOR hull underwriters began
discussions with the Norwegian Shipown-
ers’ Association and Det Norske Veritas
about how to deal with the millennium
problem. Risk areas were defined and eval-
uated. DNV had already addressed the
problem with owners of ships classed by
DNV and over 400 suppliers of ship
equipment. In view of the long tradition of
co-operation between Norwegian marine
underwriters and shipowners when draft-
ing hull insurance clauses, the easy
approach of excluding millennium risks or
drafting a warranty clause was anathema.
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The question was raised during the discus-
sions about whether a millennium clause
was necessary. The general rules of the
Plan about the assured’s duties of care of
the ship would in most cases provide a
solution to the issue on the insurer’s liabil-
ity for millennium losses. In view of the
attention which the Y2K problem had
received, one considered the assured to
have the duty to take the necessary steps to
deal with the problem.

However, developments in the international
insurance markets had shown that there
was a need for a special regulation of this
problem in the insurance conditions. Inter-
national insurance markets could not be
expected to accept that the provisions of the
Plan actually did solve “millennium-losses.”

The discussions between underwriters,
shipowners and DNV concluded that a
millennium clause should be drafted by
the permanent Committee for the revision
of the Plan.

No other millennium-clauses have been
subject to such thorough drafting process
as the Norwegian Clause. The result is a
balanced clause that favours quality-ori-
ented shipowners. That is why the Norwe-
gian Clause is the best offer to shipowners
internationally. The good news is also that
a shipowner is not bound to obtain cover
under the Plan in order to use the Clause.
The Scandinavian Market Association
(SMA) has adopted the Clause in a word-
ing that may be applied to other hull cov-
ers available in the international markets.
Internationally, a number of quality-ori-
ented shipowners have become aware of
this possibility. Norwegian hull underwrit-
ers hope that this competitive edge will

attract even more quality shipowners in
the months to come.

ISME - Launching insurance
transactions

The development of an information stan-
dard for insurance transactions has been
an important part of the ISME (Informa-
tion Solution Marine and Energy) project.
In 1998, ISME was adjusted to the needs
of multiple user tasks and to interface pro-
duction systems. As part of the implemen-
tation project, ISME is being thoroughly
tested by brokers and insurers to fit the
market business processes. The project
plan presents an electronic launch of
insurance transactions by the end of sum-

mer 1999.

Underwriters on their way to the
Wizard of Oz?

Toward the end of last year, CEFOR went
public with a word of warning. This was
based on the market claims/premiums
results over the past couple of underwriting
years, together with the forecast for the
years to come. The purpose being not only
to highlight the situation in our market,
but even more to send a signal to corporate
investors as to the sorry state of any inter-
national marine insurance market.

The metaphor used to communicate the
message was that of the scarecrow who
went to the Wizard of Oz for some brains.
Similarly, marine underwriters have in the
past seemed to be lacking the brains to dif-
ferentiate between good and bad risks and
act accordingly. Our advice for 1999, as a
result of severe losses in all insurance mar-
kets, was to pull out or increase premiums
to accurately reflect the risks underwritten.



Based on analysis carried out on data from
our Norwegian Marine Insurance Statistics

(NoMIS), the underwriting year 1997 will

eventually produce a loss ratio of approxi-
mately 100 %, and the forecasts for under-
writing years 1998 and 1999 look even
more bleak, with loss ratios in the vicinity
of 120 % and 135 % respectively.

The positive drive by the shipping industry
in the gos to reduce claims and improve
safety performance was to a large degree
overcompensated by marine underwriters.

Good performance records by quality oper-
ators gave premium reductions also for
clients with persistently bad loss ratios.
Those days are past.

The Competitive

Difference

The Norwegian WH g Insurance Plan

Full coverage: increased collision
liability but not increased premium

A hull insurance on ‘full conditions’
covers total loss of and damage to
the vessel, as well as collision
liability and the cost of measures
to avert or minimise the loss,
including general average.

What some shipowners do not
know:

One The Norwegian Insurance Plan
provides, at no extra premium cost,
full (4/4) collision liability, covering
damage to both fixed and floating
objects, whereas the Institute Hull
Clauses provide 3/4 collision
liability and only cover liability
pertaining to other vessels.

Two Salvage companies and P&l
Clubs accept and approve
guarantees for collision liability
provided by Norwegian marine
insurance companies.
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Thome Ship Management

... decisions and recommendations in the ITC revision, in my opinion, did not include
the shipowners’ view ... wasted time and wasted effort

Asian drive and enterprise

home Ship Management’s quality

track record is impressive. In 1993

it achieved ISO 9oo02 accredita-
tion and Det Norske Veritas Safety and
Environmental Protection Management
System (SEP) Certification. In May 1994, it
was awarded the most demanding quality
assurance code for ship management, the
International Ship Managers Association’s
(ISMA) Code of Ship Management Certifi-
cate. In 1996, Thome became the first
company in Singapore to receive the Inter-
national Safety Management (ISM) Code
Document of Compliance issued by Det
Norske Veritas and authorised by the
Marine and Port Authority of Singapore.

Quality is more than just a quest for
Thome Ship Management — it is a reality.
According to Olav Eek Thorstensen, man-
aging director and ceo of Thome Ship
Management, the company’s main aim is
to provide professional, first class mar-
itime services to owners and operators —
with cost effectiveness as a main objective.
Insurance still represents a signficant part
of a ship’s total operational cost and, there-
fore, it is important to choose an insurance
policy that grants the best coverage for the
shipping risk.

Thome, since its inception in 1963, has
been covering all their vessels under the
Norwegian Marine Insurance Plan. Mr.
Thorstensen maintains that the Norwegian
Plan provides a wider cover (all risk)
unless specifically excluded, and it was,
and still is, an owners-friendly type of
cover, with flexibility being one of its main
advantages.

Another main competitive difference of
the Norwegian Marine Insurance Plan is
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underwriters have to prove that a casualty
falls outside the cover, whereas the ITC is
the opposite.

“The Plan has several differences (all risk
and flexible) that are important to the
shipowner who, when faced with a casu-
alty and unexpected financial distress, does
not need any additional pressure, such as
having to prove the loss,” he says.

Under the Norwegian Marine Insurance
Plan, “an accident is an accident” and
there is no gray claims area, argues Mr.
Thorstensen. “As a shipowner or manager
of a vessel, there needs to be no doubt that
an unexpected accident will be covered and
that all energy will be toward fast claim
handling.”

The Thome managing director considers
the Plan to be shipowner-friendly. “The
Norwegian Marine Insurance Plan has
been revised in close consultation with
shipowners. This is a major benefit. Deci-
sions and recommendations in the ITC
revision, in my opinion, did not include
the shipowners' view: there was strong
opposition after implementation. Wasted
time and wasted effort.”

He believes that most shipowners consider
the Loss of Hire insurance coverage under
the Plan to be a solid comprehensive pol-

icy.

“I tend to agree with one marine insurance
executive who said that if a shipowner
approaches a broker for LOH insurance
cover and the Plan is not recommended,
then that broker is not giving the best
cover available,” said Mr. Thorstensen.

This is the Thome Ship
Management Group

The TSM Group was founded in Singa-
pore in 1963. Thome Ship Manage-
ment Pte Ltd was established in 1976
and today has approximately 75
employees in Singapore and another
60 in Manila.

— provides ship management, crew
management, crew agency, newbuild-
ing and technical consultancy, ship
conversion project management,
ship lay-up maintenance and reacti-
vation, ship inspections, voyage
repairs and ship agency

— main principals and clients are from
Japan, Europe, America, Indonesia,
Hong Kong, Australia and Singapore

— operates 48 vessels under full man-
agement

— operates 31 vessels under crew man-
agement

— has a personnel pool in excess of
2,600 officers and ratings



The Competitive
Difference

The Norwegian ' ne Insurance Plan

Widest loss of hire cover

It is true. No one has been able to
clearly prove that the Plan is better
than other conditions, but there is
no doubt that the Plan takes into
consideration the best interests of
the shipowner; such is true of the
Plan's loss of hire coverage.

The Plan's loss of hire cover
provides the widest cover of this
kind in the international insurance
market. A normal loss of hire policy
covers delay due to damage
suffered by the vessel. The Plan's
standard loss of hire conditions
cover losses from vessels being
stranded or delayed due to
physical blocking and trapping in

a harbour, or other limited areas.
Conditions also cover loss as a
consequence of measures taken to
salvage or remove damaged cargo.

In the new Plan, there is a provision
regulating the insurer’s liability for
time lost after completion of
repairs, and this clause will in some
instances extend the cover.
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Norwegian Marine Insurance Statistics (NoMIS)

Once underwriting losses rise above what equivalent interest payments on debt would

be, insurance as a business no longer pays

NoMIS: Shipping’s private eye

ince 1985, CEFOR members writing

ocean hull risks have jointly com-

piled and processed statistical infor-
mation on hull and machinery insurance
premium and claims figures.

The data is forwarded to CEFOR and
matched with specific vessel information
received from Lloyd’s Maritime Informa-
tion Services Ltd. The purpose of Norwe-
gian Marine Insurance Statistics (NoMIS)
is to provide more reliable data and under-
writing support to member companies.
NoMIS acts at present as a facultative rein-
surer to which member companies cede
o.1 percent of their hull and machinery
insurance. In 1998 NoMIS membership
was comprised of: Gjensidige Marine &
Energy Insurance AS, Zurich Protector
Forsikring AS, Storebrand Skadeforsikring
AS and Vesta Forsikring AS.

By the end of 1998, including the insur-

Table 1
A typical Vessel

ance 1997 year, NoMIS database had regis-
tered approximately 28,500 vessel-years
and 12,500 claims.

Fleet characteristics

The number of fleets reported by the Nor-
wegian market in 1997 was 471, com-
prised of 4,520 ships and 225,7 million
dwt. This represents a 48.1% and 26.9%
fleet (153) and ship (958) increase, respec-
tively, from 1996.

Bulk, tank and dry-cargo ships comprise
nearly 66% of the portfolio. 68% of the
total number of ships (74% when mea-
sured in terms of dwt) was classed by Det
Norske Veritas, Lloyds Register and Ameri-
can Bureau of Shipping. Each classifica-
tion society had more or less equal shares.
40% of the total number of ships (45% of
the total dwt) sail under Norwegian, Pana-
manian or Liberian flag.

Average age is roughly unchanged from
last year at a little under 14 years.

Tank and bulk tonnage have a lower aver-
age age than the total portfolio and are still
at 12 and 13 years respectively.

Table 1 presents a general outline of key
factors for the average ship in the 1990 to
1997 period. As was shown last year, the
quality of insured ships has been main-
tained with claims remaining at a low
level. It should be mentioned that all
claims-related data for recent years will be
subject to further adjustments. We do not,
however, foresee large variations from the
already reported figures. This is by and
large due to the strong market focus on
quality conscious ship operators. As early
as 1993, quality and safety management
monitoring activities were implemented
among CEFOR members. We believe the
visible effects of this work can be seen,

Underwriting Year 1990 1991 1992 1993 1994 1995 1996 1997
Number of Fleets 307 285 274 244 247 257 318 471
Number of Vessels 2337 2 356 2 455 2332 2500 2725 3562 4520
(F) DWT (millions) 117.9 136.0 143.1 1435 151.9 169.4 188.0 225.7
Number of Claims 1879 1506 837 703 670 639 767 815
Average

Size (F)DWT 50 031 56 590 58 157 61 231 60 409 60 997 52192 48 894
Age (years) 13 12 13 13 12 12 14 14
Value USDm 14.2 15.6 15.9 18.3 21.7 21.9 19.6 18.2
Deductible USD 39279 55 779 100 588 134 203 213571 211623 193 076 155 808
Premium USD 82 365 100 675 138 657 164 337 159 725 134 265 94 161 67 574
Claim USD 187 785 128 082 91 441 82 897 71858 80 127 55 655 58 172
Claim frequency 0.88 0.69 0.39 0.33 0.29 0.26 0.23 0.19
Loss Ratio (%) 228 127 66 50 45 60 59 86
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Table 2
Underwriting results as of 31-12-1998

Total results for all risks registered by NoMIS

Bl Gross premium M Paid claims
USDm
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inter alia, in the continued reduced claims

frequency over the past five years.

Furthermore, the shown reduction of aver-
age standard deductibles of 20 percent
should be examined in respect to the sub-
stantial increase in number of ships in the
portfolio. A large flux of new risks may
tend to reduce average deductibles and

1994 1995 1996 1997
premiums, but the main cause is still, in
our assessment, a general adjustment of
initially very high levels. However, should
deductibles continue to fall, the claims sit-

uation may deteriorate rapidly.

Underwriting results in Table 2 illustrate
that 1997 will, at present, barely be a prof-
itable underwriting year. And, the results

may deteriorate even further due to
changes in the general claims picture, i.e.
claims incurred but not reported (IBNR).

The shown increase in total claims is
largely the result of fleet growth in the
market. In addition, the average claims
cost seems to be slightly increasing,
notwithstanding the fact that the claims
frequency is on a falling curve. Even
though the market has seen a large growth
in number of vessels, income has reduced
compared to 1996 figures.

Table 3 shows the trend following the pro-
longed rate reductions and the adjust-
ments in deductibles. The premium reduc-
tion described previously is still the most
important factor in the reduced rating
quality over the 1994 to 1997 period,
whereas the strong increase in rating qual-
ity from 1991 was mainly a result of a
deductible upswing due to heavy losses
suffered in all markets in the 1988 to 1991
period. The loss ratio index will continue
to deteriorate as a consequence of a stable
claims situation and falling premiums and
deductibles.

Forecast

Based on the statistical information pre-
sented through NoMIS, combined with a
general outlook for the shipping industry,
it is possible to estimate future market
results as pictured in Table 4. However,
forecasting still entails some uncertainty.
Although demand for insurance services is
relatively stable, the supply side is more
difficult to estimate.

The driving force behind the fall in premi-

ums has until now been the global finan-
cial “bull market.” And even though there

7



have been minor setbacks over the last
year, and markets now may be moving
sideways, we are still far from “bear-mar-
ket” days. The new capital pouring into the
markets in the 'gos will definitely not
remain there for sentimental reasons only.
Ultimately, however, insurers do not need
to make profit on their underwriting. But
once underwriting losses rise above what
equivalent interest payments on debt
would be, insurance as a business no
longer pays. Through claims analysis on
historical data, NoMIS is also in a position
to estimate future developments. In addi-
tion, forecasts such as these will have to
take into consideration the general state of
shipping markets such as freight rates,
repair capacity, maintenance costs and new
international regulations.

The ISM Code in this respect is not likely
to be a short—term rescue operation. It
would be surprising if the ISM Code,
which came into force by mid 1998, pro-
duces a substantial positive effect on claims
volumes in the next three or even five
years. The quality conscious operators who
started their ISM process many years ago
have already capitalised on their invest-
ments, whereas those who just started and
barely made the finish line in time will still
have a long way to go. Weak freight mar-
kets and increased scrutiny and pressure
on maintenance costs may actually counter-
act the wanted ISM Code effects in terms
of loss reduction. A general increase in
claims volumes may also be brought about
by a slow erosion of deductibles.

Since rate reductions continued through-
out 1998, the market index for ocean hull
business will show a reduction of approxi-
mately 15%. This does not differentiate,
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Table 4
Estimated loss ratios 1996 - 2000

Bl Premiums [l Total claims Loss ratio
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Table 5

Number of claims per type of casualty
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Ice damage
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though, between new and old risks, and
between long term and short term con-
tracts. It is further estimated that the rate
in reductions has now started to level out.
NoMIS forecasts this development to con-
tinue into the next couple years. The loss
ratio for 1997, as predicted when all claims
have been settled, seems to end up close to
100 percent. For 1998 and 1999, the pic-
ture seems even more bleak with what we

750 1000 1250 1500
Number of casualities

1750

know so far. Estimates are in the vicinity of
120% and 135% respectively. In the year
2000, we may even see international mar-
kets produce ratios close to 150% if the
current market prerequisites remain
unchanged.

Claims analysis
As can be seen from Table 5 and Table 6, the
claims situation shows little change from



Table 6
Claims 1997

Il Machinery Damage Il Collision Striking Fire and explosion

Il Grounding M Heavy weather damage [l Ice damage Il Other types of damage

Costs
%

Numbers
%

2.06 3.28

19.62

16.93 6.38

Total 253 USDm

13.42

4.43

13.55

17.36

Total 815 claims

previous years. Even though the claims fre-
quency fell in 1997, the cost of an average
claim rose from 1996 to 1997. However, the
sharp increase in loss ratio is less likely to be
related to the increase in average cost, but
more as a consequence of rate reductions.

Looking at the total claims picture in 1997,
the relative ratio of number of claims to
type of claims remained mostly
unchanged. Machinery still comprises the
greatest number (34%) of all claims.
Although such claims are high-frequent,
the cost of each claim is relatively modest.
In total, however, machinery damages
amounted to some 24% of all claims costs
in 1997. Striking is similarly represented
by 17% of all reported claims in 1997,
whereas the costs of these damages
amount to only 6%. Grounding, on the
other hand, represents 13% of all reported
claims, but corresponding total cost is

close to 20%. It is fair to suggest that the
latter two claims categories are the result
of operational errors. With improved focus
on crew and operational aspects, e.g. with
the ISM Code and the revised STCW Con-
vention, we expect these results to improve
in the medium to long range future.
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Pushing for professionalism

20

Osprey Maritime Limited

The Plan is ideal for high quality operators,where the penalty for low quality operation

could materialise in a claim not being covered

ew believed it was possible, but in

1997 it went down as one of the

largest shipping deals the maritime
industry has ever witnessed. The happen-
ing, of course, was the Gotaas-Larsen
takeover (US$750 milion) by Singapore-
based Osprey Maritime Limited. The
acquisition, which brought five LNG ves-
sels and four VLCCs as well as third-party
LNG management contracts into the com-
pany, significantly boosted Osprey’s posi-
tion as a leading international energy
transportation group.

The takeover was followed by several signif-
icant achievements: the establishment of a
joint venture with Chinese Petroleum Cor-
poration involving an 18 year time charter
for a 135,000 cbm newbuilding LNG car-
rier; and, a joint venture with Qatar Ship-
ping and Mobil Shipping & Transportation
to develop LNG shipping capacity for the
Palangan and Rasgas LNG export schemes.

The legal, corporate and insurance duties
arising from the Gotaas-Larsen takeover
were extensive. The company successfully
executed a programme of rearrangement
of insurance placement which encom-
passed both the pre-existing Osprey and
the newly acquired Gotaas-Larsen fleets. It
culminated in substantial savings of nearly
US$2 million per year with no reduction
in the quality of security and maintaining
improvements in the scope of the cover.

“Prior to acquiring Gotaas-Larsen, we
decided to handle all insurance require-
ments inhouse and to build up a qualified,
professional marine insurance team that
combined the strengths of both compa-
nies,” said Tom Helleboe, insurance man-
ager at Osprey.

This decision initiated a purchasing policy
based on active Osprey engagement in the
various markets, but with a strong empha-
sis on creating a direct dialogue with local
underwriters and selected brokers.

“It was evident that the current market
conditions required a larger share placing
with a limited amount of insurers. To meet
our daily insurance demands, especially in
the direct handling of claims matters, it
was important to allign ourselves with
local insurance partners, both in under-
writing and broking,” says Mr Helleboe.

Osprey’s insurance cover is based on the
Norwegian Marine Insurance Plan. The
reasons for doing so are many, says Mr.
Helleboe who admits that his company
appreciates the Plan’s guidelines regulat-
ing the relationship between the parties
when the insurance is placed through a
broker.

“The Plan encourages direct dialogue
which is vital in most insurance matters.”

Osprey believes that the Norwegian Marine
Marine Insurance Plan gives competent
shipowners a better cover — in that it
rewards companies who focus on planned
maintenance and qualified staff — but
stresses that greater risk differentiation on
the premium and deductible side is also
highly overdue in today’s market.

“The Plan is ideal for high quality opera-
tors,where the penalty for low quality oper-
ation could materialise in a claim not
being covered,” says Mr. Helleboe.



The Norwegian Marine Insurance Plan is
an agreed document — a basic part of the
traditionally strong partnership between
the assured and the underwriter — and is
quite unique compared to other market
conditions.

“As an agreed document, the Plan takes
into consideration the viewpoints of
shipowners and addresses the key issues
in day to day ship operation,” says Mr.
Helleboe. “Shipowner’s feel that they are
an integral part of the Norwegian Marine
Insurance Plan and are more likely to
accept its required stipulations.”

According to Mr Helleboe, the Plan’s “all
risk” principle and the Norwegian under-
writers’ attitude have eased Osprey’s
apprehension on key issues (Y2K and ISM
Code) when dealing with financiers and
charterers.

“The Norwegian Marine Insurance Plan is
one part of an integrated service package
the Norwegian market can offer its clients.
Osprey endeavours to create its own com-
petitive difference and exceed our competi-
tors not only in our service to charterers,
but also via our insurance placement,” says
Mr. Helleboe.

The Competitive

Difference

he Norwegian WMagihe Insurance Plan

Balanced insurance solutions
& shipowner responsibility

Simple and to the point. The

Plan offers balanced insurance
solutions, being a result of close
cooperation between the shipping
industry and marine underwriters.

A main advantage of the Plan is

its unique ability to offer wider
protection for current shipowner
risks. Each revision takes into
consideration important changes
which have taken place in the
industry. But some revisions are
placing greater responsibilty on the
shipowner.

The Plan assumes each insured
ship is well maintained and
operated and has little flexibility for
shipowners which have avoided
necessary quality investments.

Shipowners themselves have
contributed to the high standards
demanded by the Plan, which
seeks to honour top-standard
shipping companies exhibiting
responsible operation and
maintenance programs. In a claims
situation, these shipowners are
granted quick decisions and settle-

ment. The Plan has little room for
the substandard operator. These
shipowners are easily discovered
and accidents resulting from poor
maintenance are meticously
evaluated.

One example of a balanced
insurance solution is the revision
work regarding structural ship
defects such as errors in design.
If a classification society has
approved the part in question, the
insurer will cover the repair
expenses relating to the specified
damage. It is difficult to see that
other competing conditions have
such extensive structural defect
coverage as the Norwegian Plan.
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The insurance industry is one of the most inefficient industries of the world. The syndi-
cation of an insurance risk costs seven times that of a transfer by a financial services

company.

- Howard Green, J&H Marsh & McLennan

Marine underwriting — retail or die

he developments on the interna-

tional insurance scene certainly

brings about thoughts as to the
future of the industry. The general megalo-
mania seen on both the broker as well as
the underwriter side will impose changes
also for the whole industry.

There should be no illusions; marine
insurance follows in the footsteps of the
non-marine business lines, like it or not. A
strong focus on bringing down distribu-
tion costs has been the main drive behind
the mergers and acquisitions seen over the
past decade. For marine underwriters the
strategy for future existence will have to be
based on either wholesale or retail.

Wholesale marine underwriters, deciding
for a subscription or distribution strategy,
will find their products increasingly in com-
petition with non-marine business lines.
There are no clear signs showing a dramatic
change of the "modus operandi" for the
world insurance markets and according to
"The Economist", the financial over-capacity

The UWR-picture

must be expected for quite a number of
years. With price as the only competitive
advantage, chances are such marine under-
writers will have problems surviving for
long in the current insurance world.

From the Norwegian market perspective,
the only feasible survival strategy will be to
focus on customers’ needs and value chain
enhancement. This will be a niche market,
with a somewhat more limited dependence
on distribution than the subscription mar-
ket. The reason for such a strategy lies with
the fact that we are, in geographic and dis-
tribution terms, operating on the periphery
of the world financial and trade centres.
The financial muscles are not comparable
to those, of say, London. Thus the volume
or prescription market is not for Norwegian
marine underwriters to engage in. The
competitive difference lies with our mar-
itime and insurance competence. Being a
part of the Norwegian marine cluster, Nor-
wegian underwriters have a unique oppor-
tunity to work in close affiliation with their
clients. Product development and close

“Risk Management”

Risk Financing

Advisory Services

Delivery

Claims assistance

Product Tailoring

Distribution/Matketing

Low

“Write the Market”

Distribution Reliance HIGH
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contact service will be our edge on the
international competition. Clients and
underwriters will be working in close col-
laboration in developing appropriate risk
profiles through services such as insurance
product tailoring, claims assistance, finan-
cial and insurance advisory services, risk
financing and ultimately total risk manage-
ment. Marine underwriters deciding to go
both ways, i.e. write the market as well as
attempting to provide niche services, will
end up as the losers, or as one time heavy
weight champion Joe Louis put it: "You can
run, but you can't hide."

From the brokers’ point of view, chances
are a similar development is to be
expected. One major broking house has
signalled for 1999 a consolidation of activi-
ties with a view to increase efficiency and
to also increase the fee based side of the
business through organic growth.

With enhanced focus on risk consulting,
risk technical services and claims manage-
ment services, brokers have declared the
consulting business as a target for strategic
growth. Such initiatives will enable marine
brokers to give much better quality offer-
ing to the marketplace, while at the same
time improving the cost efficiency of the
business. Thus, marine insurance brokers
will find themselves to be increasingly
competing with underwriters in providing
services enhancing the value chain of the
clients. The subscription market, focusing
on distribution, will become extremely
competitive with narrow margins and a
choice of production channels. Retail bro-
kers will be the winners in such a competi-
tive environment. In fact, both for under-
writers and brokers, the credo by which to
live could be "retail or die".



The Norwegian Energy Insurance Market

The fundamental problem is caused by too many underwriters and too much risk

capacity chasing too little business

Recipe for survival:
long-term management commitment

Ithough results do vary between

companies, there is little doubt

that underwriting results for the
1998 year for Norwegian energy insurers
as a whole show red figures. We have
recorded the first loss year since 1991.

There has only been one market loss in
excess of USD 50 million, but a large
number of losses in the USD 10 to 50 mil-
lion range. When combining these losses
with another year of decreased rate levels
of between 15 and 30 % — depending on
market segment — we rapidly approach a
loss position, which comes as no surprise.
Red figures have been looming on the
horizon for some time. There are few
signs of a market turnaround in the imme-
diate future, and we predict that it is going
to get worse before getting better.

The Energy market

It is tempting to sum up our market com-
ments in one word: frustration. Taking a
more analytical approach, we can only reit-
erate our comments from previous years.
The fundamental problem is caused by too
many underwriters and too much risk
capacity chasing too little business.

The Norwegian Energy Market

We see few opportunities for creating a
growing demand for conventional energy
insurance, which means that something
has to be done to curb the supply side to
achieve a better market balance and put an
end to the fierce competition which pro-
motes a continued erosion of rates.

Judging from past experience, the most
effective — and most painful — way to reach
market balance is when the players have
seen a few years of red figures. At the end of
1998, two companies in the London market
decided to throw in the towel. We expect to
see — and need to see — a fairly large num-
ber of companies following suit before mar-
ket equilibrium is restored. In contrast to
the latest market consolidation in 1990/91,
the next tier of companies, which have to
make the painful decision to withdraw, are
companies which may have a number of
specialist energy staff who need to be
retrained or made redundant. The survivors
in the next round of consolidation must
have an enduring commitment from top
management to maintain a strong presence
in the international energy market, with a
realistic attitude to the cyclical nature of this
business, and the need to take a long-term

Gross written premiums direct insurance USD 69.9m

USD 1 =NOK 7.54

UsDm %
1. Gjensidige 16.2 23.1
2. Storebrand 26.6 38.0
3. Vesta 20.5 29.4
4. Zurich Protector 6.6 9.5
Total 69.9 100.0

view of the rate of return on the capital allo-
cated to this business area.

When the market turns, we do not expect
to see the large rate increases which
occurred after the 1990/91 consolidation.
There is probably only room for around 15
— 20 significant players in the energy mar-
ket, and these companies will have suffi-
cient aggregate capacity to absorb even the
highest valued risks in the market. Thus,
there will be no shortage of risk capacity to
drive rates up beyond the appropriate level,
but we assume that the market will penal-
ize clients and segments which have pro-
duced large losses. We can only hope that
the small number of large, and assumingly
more professional companies who survive,
will be able to apply a higher degree of
competence in their risk assessment and
pricing. However, judging the current
behaviour of some of the larger players,
this is perhaps too much to expect.

Norwegian underwriters do not favour the
cyclical “knee-jerk” price fluctuations, which
are a pure reflection of market capacity. The
market invariably seems to overreact in both
directions, and opportunistic elements tend
to override any risk-based pricing considera-
tions. By trying to emphasize professional
service, efficient claims handling, and conti-
nuity in the relationship, we would like to
shift the focus away from pure price consid-
erations. We fully realize that we have to be
competitive on product and price, but if we
get to a stage where price is the only thing
that counts for our clients, it means that
they consider energy insurance to be a mere
commodity. This strongly contradicts our
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business values. Our market is “relation-
ship-oriented” rather than “transaction-ori-
ented,” one reason why we quickly
embraced the concept of long-term agree-
ments.

A year ago, CEFOR reported that the over-
capacity situation and consequent price
competition was largely caused by the exis-
tence of a two-tier market. This trend is
continuing. A number of the placings have
been concluded at totally unrealistic prices
because brokers have arranged a faculta-
tive reinsurance placing which will take
the leader out of the most unwanted part
of the risk at a very low portion of the orig-
inal premium. We assume that the compa-
nies who make up this second-tier faculta-
tive market are unaware of the adverse
selection to which they are exposed. They
may be writing the risk in the mistaken
belief that they are following the terms of a
recognized leader, and that they are being
shown some of the more prestiguous
accounts in the market. A thorough knowl-
edge of how the market operates, and the
ability to avoid the worst pitfalls, is an
essential part of an energy underwriter’s
survival kit.

Last year, CEFOR presented a separate arti-
cle on premium differentiation. It warned
against the dangers of failing to identify
market segments with a high loss potential
and the importance of applying appropri-
ate risk prizing models to such segments.

During 1998, the validity of this statement
was particularly illustrated in the area of
construction risks. Most sensible under-
writers have realized that the premiums
quoted for construction projects during the
last 3 years were totally inadequate in rela-
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tion to historic loss records for this particu-
lar segment. And yet these projects, with
one or two exceptions, have been placed
quite easily because the amounts involved
have been nowhere near the total market

capacity.

If we estimate that world-wide marine
energy premiums in 1998 reached USD
750 million, probably not more than 3 % of
this relates to construction risks. Construc-
tion losses posted during 1998 for the
marine portfolio are already in excess of
USD 300 million, and six of these exceed
the total annual premium estimate of
around USD 25 million. Underwriters who
have written these sophisticated offshore
construction risks at rates of 2-3 per mille
deserve to find themselves where they
rightly belong; on the street looking for a
new job which does not require even a
basic knowledge of arithmetic.

Consolidation in the

oil and gas industry

The present wave of mergers and acquisi-
tions is not restricted to the financial mar-
kets. The low price of oil has led to a wave
of consolidation in the oil and gas indus-
try, which greatly affects the insurance
market. We are not only witnessing merg-
ers between the very large companies like
Amoco-BP and Exxon—Mobil, but an
accelerating acquisition and merger trend
among the small and medium sized com-
panies. The purpose is to create stronger
entities with a larger capital base, and the
ability to finance a larger share of their
risks, and buy less insurance in the com-
mercial market. As insurers, we can there-
fore expect to see a reducing premium
base from traditional energy insurance.

The past year has shown a trend towards a
more “holistic” attitude to risk manage-
ment, where clients look to the insurance
industry to provide a larger range of prod-
ucts, and to offer protection against losses
not traditionally covered by insurance. The
once distinct borderline between financial
and insurance products is getting blurred,
and this may require a different composi-
tion of skills in future underwriting. Risk
managers in the oil and gas industry are
very sophisticated insurance buyers. Insur-
ers who are focusing their marketing efforts
on this sector need to have a keen eye on
the full scale of their clients’ risk financing
requirements in order to play a part.

The need to improve efficiency in
the distribution channels

Few sectors have witnessed consolidation
anywhere near the pace we see among
insurance intermediaries. The two large
powerhouses, J&H Marsh& McLennan and
AON Group, are gobbling up their com-
petitors at an unprecedented rate. At both
ends of the distribution chain, clients and
insurers are watching this process with
keen interest. We may have mixed feelings
about the concentration of power these
mega brokers represent, but we certainly
hope that the increased efficiency and
reduction of “frictional costs,” which
according to the press releases is a driving
force behind these mergers, will material-
ize.

As said many times before, there is a huge
potential for improving the cost efficiency
in the distribution of marine and energy
insurance. The current routines and prac-
tices — and here brokers and insurers are
equally to be blamed — are horribly ineffi-
cient, and seem to serve employment



agencies and the paper industry rather
than our clients who are paying for it all —
a fact that we seem to forget.

It is blatantly inefficient that information
and money have to pass through 3 — 4
links in the distribution chain between
client and risk carrier. The last link in the
chain, which is the one providing the
information to the insurer, normally has
the lowest level of knowledge about the
client’s business. When funds have to pass
through the same stop-overs, and with
banking routines seemingly set up to slow
down the process even further, much
energy is spent purely chasing money and
risk data in the distribution channel.

It should not come as a surprise that the
conversion to electronic trading is proceed-
ing at such a slow pace when we consider
the number of people who seem to have a
vested interest in conserving status quo.
Not only does this present a road block
against the introduction of electronic net-
works as such, but the development of
these systems is also vastly complicated by
the fact that people insist on computeriz-
ing archaic manual routines which should
have been discarded years ago.

Long-term agreements - hon-
ourable intentions or clever timing?
The Norwegian energy insurers were quick
to embrace the concept of “long-term
agreements” when this was introduced
two-three years ago. It was very much in
line with our general philosophy of conti-
nuity in our client relationship. We were
quite aware at the time of entering into
this deal that the market would probably
continue to fall, and in many cases agreed
to renegotiate rates on existing agreements

The Competitive
Difference

The Norwegian Energy Insurance Marker

The need to provide stability and continuity

The Norwegian energy insurance
market was quick to adopt the
concept of long-term agreements,
because we always try to maintain
stable and long-lasting relation-
ships. Energy insurance is a high-
risk and cyclical business, where
the large losses can only be
absorbed over a longer period. We
need to invest time and money in
understanding our client’s
business, in order to properly
assess the exposures and meet his
insurance requirements. Energy
claims often have a “long tail”,
taking years before a final settle-
ment can be reached. A long-term
relationship takes into account the
interest of both parties; it is the
best way to achieve a balanced
business approach.

Energy insurance is
a “people’s business”
The principle of “utmost good

faith” is basic to marine and energy

insurance. There are few other
industries where large risks are
transferred, and major financial
exposures are negotiated without
the presence of lawyers. Mutual
confidence between the

contracting parties acts as an
essential lubricant in the machinery.
Our tradition of entertaining direct
personal relationship with our
clients - not to the exclusion of, but
in addition to, the role of the
brokers - serves to enhance this
confidence level . We also feel that
good personal relationships are
important in an industry which
basically deals with intangibles; it is
the people involved which create
the bonds, not signatures on a
piece of paper.
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to better reflect the current market situa-
tion. We have objected strongly when
some clients have been persuaded to “can-
cel and rewrite” such programs to take
advantage of better deals offered by alter-
native markets. It is felt that such clients
show a disregard for mutually agreed con-
tract terms which are fundamental to any
business relationship.

CEFOR members are quite prepared to
negotiate new or continue long-term agree-
ments even in today’s market, when fore-
casts are that rates will most likely go up.
We wish to invest time and money in
order to gain a better understanding of our
clients’ operations. The timing aspect
should be less of a concern to both parties
as long as both parties feel that the price is
fair, and that the agreement leaves room
for adjustments should circumstances
materially change. Mutual confidence is
fundamental to any succesful business
relationship, not least in energy insurance.

The Millennium Bug Issue

The oil and gas industry quickly realized
that the so-called “Y2K” (Year 2000) haz-
ard is not a computer problem - itis a
major risk management challenge. This
technologically advanced industry will face
huge setbacks if companies fail to address
this issue. The obvious question is: to what
extent will any Y2K losses be covered by
insurance? Although the energy market
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has yet to agree on a common approach,
the general understanding is that a failure
in a computer system due to a Y2K-related
incident does not constitute a physical loss
recoverable under an energy policy. Insur-
ers should not be expected to pay for repair
or reconstitution of software or hardware
due to a pure malfunction in a computer,
nor for any consequential delays or busi-
ness interruption losses. However, if such
malfunction leads to a physical loss other-
wise recoverable under the policy terms,
insurers are prepared to cover such losses.
Y2K clauses also provide that each such
loss will be considered a separate event so
that an assured will not be able to apply
one deductible for all his Y2K-related
losses. It looks as if both the assureds and
the insurers agree that this is a reasonable
solution to a unique problem.

Norwegian insurers have spent consi-
derable time and effort communicating
with their clients to verify their Y2K status.
We do not favour the widespread practice
of “questionnaires” as it would place an
intolerable burden on our clients to com-
plete a multitude of such documents from
all their various business relations. A large
number of our clients take a pro-active role
in providing information about their Y2K
projects to insurers, either by inviting us to
participate in extensive presentations by

their staff, or by otherwise keeping us
updated about the status of their projects.
In general, the oil and gas industry
appears to be well prepared for the poten-
tial problems related to the millennium
change, which is not surprising as their
health, safety and environmental prepared-
ness require extensive loss prevention rou-
tines. In this respect, the Y2K problem
represents a unique challenge, but a chal-
lenge they simply cannot afford to mis-
manage.



Phillips Petroleum

The greatest attribute | have seen from this market is its philosophy of taking a prag-
matic view toward the resolution of difficult or complex claims which tend to occur from

time to time in this business

Cornerstone insurance providers

n an era when the “bigger is better”
I belief is firmly embedded in most

minds, Phillips Petroleum has chosen
to continue its reliance on the Norwegian
energy insurance market as one of its cor-
nerstone insurance providers for one sim-
ple reason: It is a reliable and responsive
partner which Phillips has been able to

depend on through thick and thin.

“Qualities which distinguish one company
from another, one market from another, do
not necessarily have anything to do with
size, clout or capacity,” says Phillips Petro-
leum Risk Manager Colin Barnes. The
Norwegian market has repeatedly proven
itself to Phillips through its continuous
commitment and contribution to the com-
pany’s corporate insurance programme for
more than twenty years.

“The greatest attribute I have seen from
this market is its philosophy of taking a
pragmatic view toward the resolution of
difficult or complex claims which tend to
occur from time to time in this business.
This businesslike approach to claims reso-
lution stems from the Norwegian market’s
belief in taking a long-term perspective on
the value of given client relationships,”
Barnes says.

Through such performance, the market
has characterised itself, in the eyes of
Phillips, as second to none.

As is expected with any successful partner-
ship, Phillips shares with the Norwegian
market a like philosophy concerning its
approach to insurance decisions. Both take
a long-term view in regard to the design
and performance of insurance programmes
and the selection of contractual partners to
the insurance contract. In fact, Phillips has
entered into a unique agreement that takes
the idea of long-term commitment one step
further. As expected, their Norwegian part-
ners embraced the programme proclaiming
it as synonymous with their own perspec-
tive regarding client relationships and
client-focused insurance programmes.

According to Barnes, the afforementioned
contract is really nothing more than an
intellectually honest approach to forming
and entering into a long-term business
relationship with a few select insurers.

“This multi-line contract commits both
parties to a long-term insurance contract
that operates, from a pricing standpoint,
independently of the traditional market
rating and capacity cycle,” said Barnes.
“Perhaps of most note, this programme
contractually discourages a party on either
side from a mid-term change of heart.”

Phillips has broken with tradition and
altered its use of insurance intermediaries.
“We determined that in our case, with very
high onshore and offshore exposures rela-
tive to our balance sheet strength, it was
important that underwriters should negoti-
ate directly with us as to minimise the
chance of miscommunication. Also, we
believe firmly in principal-to-principal
negotiations in terms of maximising the
opportunity for a mutually beneficial deal,”
said Barnes.

Though the role of the brokers has shifted
to more of a consultant position, they con-
tinue to supply Phillips with a great deal of
value added services. And with the role
change, Barnes says their value in relation
to the company will only be enhanced over
the long term.

When it comes to business partnering,
Phillips demands the highest standard of
professionalism. And this standard is yet
another area where the company considers
the Norwegian market to represent a com-
petitive difference when it comes to their
partnering decisions.
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Energy Statistics

arket statistics include the

results of the four CEFOR

members writing energy insur-
ance. The figures comprise gross pre-
mium, commission and reported claims
paid and outstanding (not IBNR) for
underwriting years 1990 to 1998 as of 31
December 1998.

Underwriting results

Table 1 shows the underwriting results for
all offshore policies written. Underwriting
results reached a profitable peak in 1994,
prior to a significant decline in the years
following. Underwriting results from 1991
to 1995 will most likely be profitable, while
red figures will be appearing from 1996
and onward, as more claims are reported.

1998 still shows a profit after 12 months, but
characteristic to the historical run off for this
class of business, underwriting results could
deteriorate for at least two-to-four years. The
underwriting years of 1997 and 1998 will
likely be worse than 1996 and produce sig-
nificant losses to the CEFOR members.

It is interesting to see how rapid the mar-
ket has turned. From achieving the best
results ever in 1994, it (the market) took
only two years to produce red results, a
trend that is still continuing. The reasons
for this rapid change is declining premium
levels since 1995 combined with a substan-
tial rise in the frequency of claims.

The offshore market has not been hit by
major losses in recent years. The expected
hardening of the market has been further
delayed by the absence of catastrophic losses.

The rise in claims is largely due to a signif-
icant increase in the number of losses due
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Table 1
Total underwriting results for all offshore policies 1990 — 1998

Il Gross premium Il Paid claims Outstanding claims === Total claims Net Result === Commission

Table 2
Construction risks - loss ratio developments (%)

150

1990 1991 1992 1993 1994 1995 1996 1997

e 1990 === 1991 1992 === 1993 mmm 1994 m== 1905 mm= 1996 === 1997 @ 1998

1998

125 / / — /
100 / / 4/
75
50
25

| [ [ Il
0 1 1 1 1

4th 5th 6th 7th 8th oth

Table 3

Operational risks - loss ratio developments (%)

120

mem 1990 == 1991 1992 === 1993 mmm 1994 we= 1905 mm= 1906 === 1997 @ 1998

100
80 / //
60 / ~—
w0 | e —
w S S
0 —
1st 2nd 3rd 4th 5th 6th 7th 8th 9th



to attrition, caused by increased oil drilling

and exploration activity.

Loss ratios - construction risks
Table 2 shows the development of con-
struction risks’ loss ratios. With the excep-
tion of 1991, 1992 and 1994, the market
has suffered a series of net losses. The dev-
astating loss ratio increase is evident from
1995 to 1997. With the build up of expo-
sure — bearing in mind the much longer
insurance periods for construction busi-
ness — final losses are expected to be much
higher than shown in the table for incur-
red loss per 31 December 1998. After a few
profitable years, void of over-capacity and
cheap reinsurance, the market is now wit-
nessing a trend toward a more normal
construction business. Hopefully this class
of business will produce realistic price lev-
els in the future.

Loss ratios — operational risks

Table 3 shows the development of the vari-
ous loss ratios for operational risks. Unlike
construction risks, operational risk under-
writing peaks after the third year, thus
enabling a more solid prediction of the
final run off or loss.

The graph clearly depicts the rate reduc-
tion given after 1994 and is indicative of a
market that needs a significant rate
increase in order to survive. It will be very
interesting to monitor the development of
1997 and 1998 throughout 1999. The
increase of ‘control of well’ claims con-
tributed significantly to poor results in
1996 and 1997. The activity dropped dur-
ing 1998, and we expect to see fewer
claims in this segment for that underwrit-
ing period.

The Competitive

Difference

The Morwegian Energy Insurance Market

Our way of doing business:
a distinguishing difference

There are several factors and
elements which distinguishes the
Norwegian energy insurance mar-
ket from other national markets.

Energy insurers are an integral
part of an industrial environment
There is a large and very advanced
industry in Norway which provides
services to the international oil and
gas industry. With its proximity to
the oil and gas fields in the North
Sea, this industry is mainly oriented
towards the offshore sector, but
there are also a number of compa-
nies engaged in downstream oper-
ations on an advanced level in
Norway. As energy insurers, we
communicate with and draw on the
expertise of people in this industry,
and this gives us a better basis for
understanding the financial and
technical challenges that the oll
and gas industry is faced with.

15 % of Norway’s GDP is related
to oil and gas, and the industry
accounts for almost 40 % of our
export revenue. 33 % of the total
value of stocks traded on the Oslo
Stock Exchange relate to compa-
nies involved in the oil and gas
business. A great deal of attention,
politically and financially, is focused
on this industry. All financial institu-
tions in Norway, not least the major
insurance companies, are keen to
have a strong and continuous
association with an industry which
is so vital to our national economy.

Claims handling and settlement
in close cooperation with the
client

In any class of insurance, the real
proof of the insurer’s service level
is when you have a claim. An acci-
dent or an incident which leads to
a claim should create minimal dis-
turbance to the client’s operations.
Immediate attention and quick
response from loss adjusters and
claims handlers may save valuable
time. Norwegian insurers want to
take part from the start, whereas in
other markets, the insurer com-
monly takes a back seat, with no
involvement until a settlement is
proposed. In dealing directly with
the assured, our claims people
know that a client relationship is at
stake. How can you get a similar
commitment if you leave claims
handling to a third party or a
market institution ?

We also believe that lawyers should
preferably not be involved in a
claims settlement. Policy terms in
energy insurance are unnecessarily
intricate and lacking in clarity.

If a dispute arises about the intre-
pretation of the policy terms, the
quickest and cheapest way to
solve it is for the client and the
insurer to sit down and discuss the
matter face to face. We have also
strongly advocated the introduction
of an “Arbitration Clause” in energy
policies in order to minimize costly
litigation.
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The Norwegian Coastal and Fishing Vessel Market

Despite increased market shares for the CEFOR members as a whole, the companies are

not satisfied with their results, although the individual results vary considerably

Strong competition:
the pressure continues

The market

The strong competition which began in
the second half of 1996 continued
throughout 1998. Despite market efforts to
increase rates during the second half of
1998, the pressure remained on rates in
all segments of the market.

Competition in the fishing vessel segment
is still fierce. Although rates are pressed,
gross written premiums show a slight
increase from NOK 496.3m (USD 770.2m)
in 1997 to NOK 500.5m (USD 66.4) in
1998. (The figures in USD show a decline
in premium, because USD gained strength
against the NOK throughout 1998.) The
CEFOR members’ market share has also
increased slightly from 55% in 1997 to
57% in 1998.

Despite increased market shares for the
CEFOR members as a whole, the compa-
nies are not satisfied with their results,
although the individual results vary consid-
erably. Storebrand and Vesta suffered sev-
eral large total losses and other large
claims, whereas Gjensidige and

Sjetrygdgruppen had no total losses. The
average loss ratio for all CEFOR members
was 120% in 1998, slightly better than the
1997 result of 132.6%.

Freighters and large fishing vessels such as
trawlers and pursers have shown negative
loss ratios for several years. 1998 was a
disastrous year for our members who
insured freighters. One member’s loss
ratio on this segment reached 250 %.
There is bound to be an increase in rates
for freighters and large fishing vessels in
1999. On the other hand, small and
medium sized fishing vessels still seem to
be profitable business.

Losses

The largest total loss in 1998 amounted to

NOK 33.8m when a fishing vessel capsized

and sank. There were also other large total

losses:

— NOK 10.2m when a fishing vessel col-
lided with a floating object and sank,

— NOK 8.7m when a fishing vessel sank
during heavy weather,

— NOK 5.1m when a freighter sank.

The Norwegian Coastal and Fishing Vessel Market
Gross written premiums, direct insurance 1998: USD 66.4m (NOK 500.5m)
Market share for Cefor members USD 37.9m (NOK 285.5m)/57 %

USD 1 =NOK 7.54

CEFOR Members

NOKm | USDm %
1. Gjensidige 68.0 9.0 136
2. Storebrand 121.2 16.1 | 24.2
3. Vesta 929 | 12.3| 186
4. Var 3.4 0.5 0.7
5. Sjgtrygdgruppen 205.0 27.2| 41.0
6. Bergen Hull Club 10.0 1.3 2.0
Total 500.5| 66.4 [100.0
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The largest particular average claim in
1998 amounted to NOK 12.5m from dam-
age to a freighter’s cargo-handling appli-
ance. Fire in the machinery of a trawler
amounted to NOK 6.2m, and damage to
the hull of a grounded purser amounted to
NOK 5.5m.

New Clauses

The CEFOR Coastal and Fishing Vessels
Committee had an active year of issuing
new clauses in 1998. Safety regulations
and special clauses for lighters and float-
ing docks were introduced as an addition
to the provisions of the Norwegian Marine
Insurance Plan of 1996 (the Plan). The
safety regulations and clauses have been
published as “Conditions for hull insur-
ance of lighters, pontoons and similar
floating objects,” CEFOR Form No. 257.

Revised insurance conditions for commer-
cial vessels smaller than 15 meters or 25
gross tons were also introduced (CEFOR
Form No. 258). The most important revi-
sion is a new safety regulation that obliges
the assured to ensure that the vessel is sea-
worthy by continuous maintenance and by
conducting semi-annual surveys of the ves-
sel in general and on certain specified
parts of the vessel that are exposed to wear
and tear, corrosion and rot. Insurers hope
that this new clause will increase the level
of maintenance and thereby reduce losses
that initially arise from inadequate mainte-
nance. Insurance contracts for vessels
smaller than 15 meters are governed by the
Norwegian Insurance Contracts Act. Insur-
ance conditions for such vessels were
issued when the new Insurance Contracts
Act entered into force in 1990, because the



provisions of the Plan were not fully
applicable within the frame of this law.
Commercial vessels smaller than 15 meters
or 25 gross tons account for approximately
75% of the Norwegian coastal and fishing
vessel fleet. Nearly 9o% of these vessels
are fishing boats.

The Plan contains provisions for liability
insurance for coastal and fishing vessels
(Chapter 17, paragraphs 6 and 7). The
scope of this liability insurance has been
extended to cover liability for special sal-
vage compensation by a new clause,
17-40A, which is included in the 1999 ver-
sion of the Plan. According to this provi-
sion, the insurer is required to cover the
assured’s liability for special compensation
to the salvor where the assured is required
to pay such compensation under the rules
of section 449 of the Maritime Code of
1994 or other rules of law or contract rules
which are based on article 14 of the Inter-
national Convention on Salvage of 1989.

The Plan’s Millennium Clause (3 — 24A)
applies to coastal and fishing vessels. An
identical clause is included in the above-
mentioned insurance conditions for com-
mercial vessels smaller than 15 meters or
25 gross tons.

Insurance Products

Types of insurances written in the Nor-

wegian coastal and fishing vessel mar-

ket:

— hull and machinery insurance,
including collision liability to third
party;

— shipowner’s insurance for third party
liability and liability for the crew’s
wages and loss of personal effects;

— fishing insurance, covering catch,
outfit, nets, gear, tools, instruments
and dinghies,

— war risk insurance.

Types of Vessels

The Norwegian coastal and fishing ves-

sel insurance market includes the fol-

lowing types of vessels:

— fishing vessels of all kinds and sizes,
from small coastal fishing boats to
large industrial trawlers operating
worldwide;

— freighters, tugs, and other small
ships trading in the coastal waters
between Norway, Denmark and
Sweden;

— ferries serving the Norwegian coast
and fjords;

— smaller offshore supply vessels;

— lighters, pontoons and similar float-
ing objects which are not mechani-
cally selfpropelled.
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The Norwegian Cargo Insurance Market

Premium rates continue to be pressed by strong market competition and results will

vary for the individual insurers

Increased Norwegian trade:
Increased gross premiums

The Norwegian cargo insurance market

Gross written premiums, direct insurance 1998: USD 52.7m (NOK 397.5m)
Norwegian State War Risk Cargo Insurance: USD 0.3m (NOK 2.2m)

Total gross written premiums Cargo Sector: USD 53m

USD 1= NOK 7.54

The Market

Exports and imports of goods and com-
modities increased in 1998. However,
exports to Russia practically halted during
1998. The growth in Norwegian trade is
reflected by an increase of gross premiums
by Norwegian cargo insurers. Gross writ-
ten premiums in 1998 amounted to NOK
397.5m (USD 52.7m) compared to NOK
374m (USD 52.9m) in 1997 — the figures
in USD show a decline in premium,
because USD gained strength against the
NOK throughout 1998.

Premium rates continue to be pressed by
strong market competition and results will

vary for the individual insurers. Current
premium levels are so low that a few large
casualties and total losses could seriously
affect individual results.

Several of our members suffered a number
of heavy losses in 1998. There were costly
losses of general cargo and total losses of a
number of shipments. Medium-sized
claims have increased significantly for the
period. Cargo insurers will have to analyse
the sudden rise in casualties and losses in

1998.

The Norwegian Cargo Market — Premiums 1991 — 1998

Gross written premiums (mill. NOK)
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CEFOR - organization and staff

Secretarial functions

Tore Forsmo

Master of Science in Naval Architecture

and Marine Engineering
Managing Director
e-mail: tore.forsmo@cefor.no

Viggo Ths. Kristensen
Attorney-at-law, Legal advice,
clause drafting and revision
e-mail: viggo.kristensen@ cefor.no

Olav Midtsian Salater
Master of Political Science,
Statistical analysis

e-mail: olav.m.salater@ cefor.no

Walborg Hegland Svendsen
Executive Secretary
e-mail: walborg.h.svendsen@ cefor.no

Bernhard von Krogh
Administration and accounts
e-mail: bernhard.von.krogh@ cefor.no



Board of Directors 1998

Tom E. Midttun,
Deputy Chairman
Vice-President
Vesta Forsikring AS

Bjarne Krokeide, Chairman
President / CEO

Gjensidige Marine

& Energy Insurance AS

Pal Benjaminsen
Morten Hjemseeter CEO / Managing Director
Executive Vice-President

Storebrand Skadeforsikring AS

Zurich Protector Forsikring AS

Tore Forsmo
Managing Director
CEFOR

Per Arne Myklebost
Managing Director
Industriforsikring a.s
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CEFOR Committees 1998

Norwegian Joint Hull Committee
Gunnar von Krogh, Storebrand, Chairman
Ivar S. Williksen, Gjensidige

Marine & Energy

Kari Svenke, Vesta

Ole Wikborg, Zurich Protector

Hull Claims Committee

Geirr Holten, Storebrand, Chairman
Torkild Dahl, Industriforsikring
Edgar Werner Hansen,

Gjensidige Marine & Energy

Kitty Kendel, Vesta

Olaf Rgnneberg, Zurich Protector

Norwegian Marine

Insurance Statistics (NoMIS)
Dagfinn Schijelde,

Gjensidige Marine & Energy, Chairman
Reidun Haahjem, Vesta

Ole Wikborg, Zurich Protector

John J. @yaas, Storebrand

Energy Committee

Rolf L. Berentzen, Gjensidige

Marine & Energy, Chairman

Ole Haaland, Vesta

Jan A. Oksnes, Vesta

Jean-Paul Rochette, Industriforsikring
Werner Werenskiold, Zurich Protector
Gunnar Aasberg, Storebrand

Coastal and Fishing

Vessels Committee

Danckert Krohn Eeg, Vesta, Chairman
Normann Megster, Storebrand

Harald Teige, Gjensidige Marine & Energy
Ellinor Westli, Vir

Quality Underwriting Committee
Peter Hirdén, Storebrand, Chairman
Petter Skalstad, Zurich Protector
Remi Skjegstad, Vesta

Ole-Jakob Skyttern, Gjensidige
Marine & Energy
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The CEFOR members 1999

NORWEGIAN COMPANIES

Gjensidige Marine

& Energy Insurance AS

P.O.B. 276, N-1324 Lysaker, Norway
Telephone:  +47 22 96 80 00
Telefax: +47 22 96 82 80
Coastal and Fishing Vessels:

Telefax: +47 22 96 82 96
Visiting address: Drammensveien 288
http://www.gjensidige.no/produkter_tjenester/

marine_energy/

Industriforsikring a.s

N-0240 Oslo, Norway

Telephone:  +47 22 43 21 00
Telefax: +47 22 43 21 27
Visiting address: Drammensveien 40

KLP Skadeforsikring AS

P.0.B. 1733 Vika, N-0121 Oslo, Norway
Telephone:  +47 22 03 35 00

Telefax: +47 22 03 39 41

Visiting address: Karl Johans gate 41 B
http://www.klp.no/skade.html

Storebrand Skadeforsikring AS
P.0O.B. 1380 Vika, N-0114 Oslo, Norway

Telephone:  +47 22 31 50 50
Marine:

Telefax: +47 22 31 28 81
Marine Claims:

Telefax: +47 22 31 23 60
Energy:

Telefax: +47 22 31 29 41

Coastal and Fishing Vessels

Telefax: +47 22 31 28 81
Cargo:
Telefax: +47 22311759

Visiting address: Filipstadveien 1,
Filipstad Brygge

http://www.storebrand.no/marine
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Vesta Forsikring AS
N-5020 Bergen, Norway

Telephone:  +47 55 17 10 00
Telefax: +47 5517 18 98
Marine & Energy:

Telefax: +47 5517 18 99
Claims:

Telefax: +47 5517 12 18

Cargo & Coastal and Fishing Vessels:
Telefax: +47 5517 13 28

Visiting address: Folke Bernadottes vei 50
http://www.vesta.no/vestamarine/

VAR Skadeforsikring AS

P.0O.B. 778 Sentrum, N-0106 Oslo, Norway

Telephone:  +47 23 06 66 66
Telefax: +47 23 06 62 00
Marine (fishing vessels):

Telefax: +47 23 06 62 23
Cargo:
Telefax: +47 23 06 62 03

Visiting address: Henrik Ibsens gate 9
http://www.var.no/

Zurich Protector Forsikring AS
P.0.B. 1907 Vika, N-0124 Oslo, Norway
Telephone: +47 22 87 90 00

Telefax: +47 22 87 91 10

Cargo:

Telefax: +47 22 87 91 30

Marine & Energy:

Telefax. +47 22 87 91 40

Visiting address: Olav V’s gate 5

http://www.zurich.no/

FOREIGN COMPANIES OPERATING
IN NORWAY THROUGH GENERAL
AGENTS

AIG Europe

c/o Bjorn Arnesen

P.0O.B. 1588 Vika, N-0118 Oslo, Norway
Telephone +47 22 41 69 00

Telefax +47 22 41 98 09

Visiting adress: Klingenberggaten 4
http://www.aig.com/

ASSOCIATE MEMBER

AS Forsikringsselskabet Codan
Gammel Kongevej 60,

DK-1790 Kegbenhavn V,

Denmark

Telephone: +45 31 21 21 21

Telefax: +45 31 21 21 22
http://www.codan.dk/






Sjeassurandgrernes Centralforening
The Central Union of Marine Underwriters
Oslo — Norway

Postal address: P.O.Box 2550 Solli, N-0202 Oslo, Norway
Visiting address: Drammensveien 30

Phone: +47 23 08 65 50 « Fax: +47 22 56 10 77
http://www.cefor.no
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