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An erosion of mutuality may be
changing the protection-and-in-
demnity (P&I) market to the dis-
advantage of shipowners, accord-
ing to top broker Jerry Westmore
of Marsh.

He labelled the trend as “creep-
ing unmutuality” at the annual
Marsh P&I seminar held in New
York this week.

Westmore notes that cash calls
are being demonised by rating
agencies and regulators, who
largely judge the P&I mutuals by
their free reserves.

One effect of this is that clubs
are becoming more conservative
in their investment policies, with
the use of equities and hedge
funds declining, as there is a re-
treat to the worse-performing but
more stable bond market.

Westmore says the focus on
capital preservation rather than
investment gain has perhaps
gone too far as the average return
from club portfolios was 6.5%
last year, as compared with the
more than 10% that could have
been achieved by even a simple
tracker fund following the Lon-
don or New York bourses.

The former Steamship Mutual
underwriter, who now heads the
P&I operation of the biggest
broking group, also questions
whether the mutuality of the
clubs is being further under-
mined by their business strate-
gies.

Many clubs are currently keen
to attract both LPG and LNG new-
buildings and are quoting rates so
low there is minimal premium re-
tention. This may be good for gas-
carrier owners but the other side
of the deal is that other shipown-
ers are being discriminated
against to support these low rates.

The clubs’ continued use of
general increases, which last year
averaged 7.5% and ran as high as
12.5%, also came under fire.

The unmutual reality is that

better-performing shipowners are
able to negotiate away a good part
of the general increase and West-
more makes the marketing pitch
that Marsh has got the average in-
crease made by its clients down
to just 1.5%.

Westmore says he could accept
that a general increase of perhaps
2.5% is needed to cover inflation
but large double-digit increases
are really down to lack of invest-
ment income, rising operating
costs and poor underwriting.

Despite the West of England
Club announcing cash calls of as
much as $122m, Westmore sug-
gests most clubs are currently not
far off their target of at least a
break-even technical-underwrit-
ing result.

He views predictions by some
soothsayers of double-digit in-
creases at the February 2007 re-
newal as excessively pessimistic
and says they will only be seen in
a minority of cases.

Westmore suggests that club
mergers — such as that of Skuld
and the Swedish Club currently
under negotiation — could be
driven by pressure from some of

the larger clubs to raise the
amount of risk retained by indi-
vidual mutuals.

“Is there a need for higher re-
tentions to concentrate the mind
of underwriters and drive out
substandard vessels, or is it a case
of the bigger players flexing cor-
porate muscle to drive out weaker
clubs?” Westmore asked.

At the catastrophe end of the li-
ability spectrum, there is also de-
bate over reducing the maximum
overspill cover available from the
clubs as growth of the world fleet
has driven the maximum cover
available from the P&I mutuals to
around $5bn.

The upper limit of cover is
based on 2.5% of the limitation
value of the world fleet under the
1976 Limitation Convention but
this could be cut to 1.5% if some
clubs get their way.

Westmore also notes that,
against the background of the in-
creased liabilities of the Athens
protocol, there is heated debate
on whether cover for passenger
claims should be limited to a
maximum of $2bn.

But if passenger claims should

be limited because of the huge li-
abilities they pose, what about
mega-containerships or gas carri-
ers that could also be the cause of
a hugely expensive catastrophe?

Westmore also points out that
lowly general cargoships contin-
ue to be lost in large numbers,
cost the lives of more seafarers
than all other vessel types com-
bined and account for many port-
state-control detentions.

The Marsh seminar was attend-
ed by 115 shipowners and man-
agers who are clients or prospec-
tive clients of the broker.
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A change of underwriter is in
prospect for the valuable SBM
Offshore storage-tanker fleet, al-
though long-term broker Marsh
beat off a challenge from rivals
Willis and Benfield for the busi-
ness.

It looks as if Colin O’Farrell of
Limit’s Lloyd’s of London syndi-
cate 1036 will no longer lead the
SBM placing as Marsh’s winning
bid was based on alternative un-

derwriters. The SBM fleet con-
sists of some 16 mostly geriatric
single-skin tankers dating from
the 1970s but it is a highly
sought-after account in insurance
terms, with a combined value of
some $2.5bn.

This puts the average value of a
ship at around $160m, although
market sources say the fleet in-
cludes units insured for well
over $300m.

The conversion of elderly
tankers such as the 315,000-dwt

Alexander S Onassis (built 1977)
and 304,000-dwt Moscliff (built
1974) into the floating produc-
tion, storage and offloading
(FPSO) vessel Brasil and FPSO
Marlim Sul, respectively, ac-
counts for the high value.

SBM is the biggest owner of FP-
SOs, with units on charter to the
oil majors in areas including West
Africa, Brazil and the Far East.

The SBM hulls may often be
well into their third decade afloat
but they have been fitted with ex-

pensive topside gear and process-
ing equipment that makes them
more valuable than a newly de-
livered VLCC.

SBM says the outcome of its in-
vitation to tender (ITT) has not
been finalised but market sources
tell TradeWinds that the deal is
done with Marsh, the victor.

There was underwriter talk at
the International Union of Ma-
rine Insurance conference in
Tokyo last week that Willis was
set to win, while others expected

that Fabian Moralee and Martin
Drinkwater, who handled the
SBM account at Marsh before
moving to Benfield, would be
able to capture it.

Marsh now has to deliver on
the deal, which kept the SBM
business out of rival hands, with
renewal of the hull and related
risks due in December.

Most of SBM’s protection-and-
indemnity (P&I) cover is with the
Standard Club and this is not ex-
pected to change.

Marsh touted as winning high-value business of FPSO owner

A leading broker
says owners could
suffer as a result of
pressure on clubs.

Mutuals losing
their mutuality
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Cash calls that could cost mem-
bers of the West of England Ship
Owners Mutual Insurance Asso-
ciation as much as $122m are go-
ing down badly in the market.

There is talk of some owners
challenging the calls, although
the record of protection-and-in-
demnity (P&I) clubs in persuad-
ing shipowners to dip into their
pockets, however reluctantly, is
good.

But brokers point out some key
differences between what the
West of England Club is currently
doing and the cash calls other
clubs have made in the past.

Calls are usually a response to
the need to replenish reserves de-
pleted by claims or other unfortu-
nate and unforeseen events dur-
ing the years in which
shipowners were members.

But the West of England is pre-
senting the calls it is making on
members in the 2006, 2005 and

2004 years as arising from a need
to double free reserves in the run-
up to 2010, when new European
capital-adequacy rules known as
“Solvency 2” come into force.

So it is pre-emptive refinancing
that arguably should be collected
from the advance premiums of
the members of future underwrit-
ing years rather than be lifted
from the pockets of members in
past years.

The members being asked to
fund the future refinancing in-
clude more than 20 mainly Greek
owners who were controversially
pushed out of the West of Eng-
land at last February’s renewal.
They gain no benefit from the re-
financing.

There are also some prominent
US owners such as OMI Corp,
Liberty Maritime, Ocean
Shipholdings and Great Lakes
Dock & Dredge, which fled to the
West of England from other clubs
that had earlier made cash calls.

OMI, for example, having al-

ready funded the recapitalisation
of Steamship Mutual ahead of the
2004 renewal, now faces a payout
a second time around to the West
of England.

There is also some dissent
about the way the West of Eng-
land call was sprung and present-
ed as being somehow related to
release calls, although these are
payments made when a shipown-
er departs from a club to be freed
from future liability, rather than
some alternative terminology for
unforecast calls.

Other clubs have been speak-
ing of developing financial mod-
els and their focus on risk-based
capital for at least a couple of
years.

The advent of Solvency 2
should also be no surprise to the
West of England as its 2005 annu-
al report notes that it will require
significantly increased capitalisa-
tion. In May 2005, club directors
reviewed the solvency situation
and “decided that appropriate

steps would be taken to meet
these challenges”.

In a circular to members, the
West of England says claims are
stable but 15% release calls on
the three open underwriting
years of 2004, 2005 and 2006 will
become additional calls, raising a
total of $66.8m.

Club directors headed by veter-
an US owner Stephen Van Dyck
are also warning that a further
$55m will have to be called to
meet Solvency 2, although col-
lecting this cash — which will
not be needed until 2010 — will
be deferred and periodically re-
viewed in the light of future fi-
nancial performance.

The cash call is the first time
the West of England has exceeded
its premium estimates since
1991, when most of the P&I clubs
were caught in financial crisis.

“The board has decided that a
policy of wait and see will be nei-
ther effective nor appropriate in
addressing the new regulatory re-

quirements in the two or three
years that remain before they ap-
ply,” said West of England man-
aging director Peter Spendlove.

“This is a very strong decisive
step that will give our members a
great deal of confidence about the
long-term future,” he added.

Spendlove says the extent of
the Solvency 2 requirements
have only become clear relatively
recently so could not have been
anticipated. But he is reluctant to
speculate if cash calls could also
be required at other clubs.

Spendlove is hopeful that AM
Best rating agency, which down-
graded the West of England’s A-
from an A in the spring, will take
a positive view of the club’s move
to boost its long-term solvency.

The West of England has set
hefty 12.5% general increases in
each of the past two years, with
the current financial situation
suggesting that future rate rises
will also be above industry aver-
ages.

Market takes dim view of West of England cash calls of $122m
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