
Even though the beneficial
ownership of a vessel is
sometimes concealed be-
hind a brass plate, the

shipping industry operates in a
pretty transparent market, where
the cost of newbuildings, second-
hand vessels, shipfinance,
bunkers, repairs and crew are no
secret.

However, insurance costs are
an exception, with figures much
harder to get a handle on. Under-
writers are fearful they will face
downward pressure on rates if
premium levels become too
widely known.

Owners getting a good deal
want to keep their cost advantage
and refrain from provoking un-
derwriters to hike rates. Those
owners paying high rates may
have a casualty record they
would rather not advertise.

The renewals that become talk-
ing points in the market are often

rather out of the ordinary with
rates that provide little guidance
to the insurance costs of typical
vessels.

Shipping and insurance ac-
countancy firm Moore Stephens
has been looking at ship-operat-
ing costs over the last few years
and created a database of operat-
ing-cost benchmarks.

The insurance figures that
come out of the database appear
quite realistic and a good guide to
premium levels for mainstream
vessel types. There are, however,
no figures for a number of the
more specialised types of ships
such as gas carriers — whether
LPG or LNG —, cruiseships, pas-
senger ferries and car carriers.

Insurance costs amount to an
average of 10.1% of operating
costs across the 823 vessels in
Moore Stephens’s OpCost data-
base, although the range was be-
low 5% for small coastal tankers

and up to nearly 17% for VLCCs.
Hull has traditionally been a

significantly more expensive
product than protection-and-in-
demnity (P&I) but rates for the
two major classes of marine in-
surance are now broadly compa-
rable. 

This perhaps reflects the P&I
clubs’ ability to push through rate
increases in successive years on a
scale beyond that of the more
competitive hull market.

P&I insurance for crude tankers
is generally more costly than
hull, which is no great bombshell
considering the major risk expo-
sure of an oil spill. More surpris-
ingly, P&I is more costly than hull

for handymax, panamax and
capesize bulk carriers and for ro-
ros, containerships and coastal
vessels.

The figures given in the accom-
panying table do not represent
the insurance costs of any indi-
vidual vessel but are an average
for a number of similar vessels in
the database. 

For VLCCs, for example, the
rates are averaged across 31 ves-
sels of between 250,000 dwt and
320,000 dwt — which represent-
ing 7.5% of the world fleet in this
size range. For suezmaxes there
are 29 vessels of between 120,000
dwt and 200,000 dwt represent-
ing 10% of the world fleet.

The figures are based on costs
in the 2002 insurance year so are
probably marginally cheaper
than rates an owner could expect
to pay in the current year.

The level of deductible taken
by the shipowner is not indicated
in the OpCost figures but it could
be about $100,000 for most of the
vessels, although significantly
lower for the smaller vessels. 

Although not part of the Op-
Cost database, a recently deliv-
ered 140,000-cbm LNG carrier
has been insured for $150m by a
first-class owner, who is under-
stood to be paying a little over
$200,000 for hull cover. This rate
is regarded as highly competitive.

Desks in marine-under-
writing rooms and in-
surance-broking hous-
es around the world are

strewn with paper.
It is December and the most

hectic time of the year with the 1
January hull renewals imminent
and February’s protection-and-
indemnity (P&I) negotiations not
too far behind.

Owners are going to pay more
for both hull and P&I cover but
the indications are that it is not
going to be that tough a renewal.

Rates are still going up for both
hull and P&I insurance but at a
somewhat gentler gradient that in
the last two years, which suggests
that the current cycle will turn at
a significantly lower level than
when it peaked last time in 1994.  

Increases averaging around
20% are being sought in the key
London and Norwegian hull mar-
kets. 

But an owner’s record is every-
thing and the range will be from
renewal on expiry terms for those

who have not made claims but
paid sizeable increases in previ-
ous years, to a doubling of cost for
those with claims, especially if
they are coming out of long-term
deals and have therefore escaped
recent rate hikes.

Rate rises on this scale are
nowhere near enough, according
to underwriters, who say there is
a serious risk of capital flight fol-
lowing $1bn-a-year insurance
losses on ships’ hull and machin-
ery over the last six years. But
hikes appear to be as stiff as a
still-competitive market will al-
low this year.

Brokers suggest that hull-insur-
ance rates may have increased by
about 50% over the last three

years but underwriters point out
that they are still only a fraction
of the levels in 1994, which natu-
rally tends to be the underwriters’
point of comparison.

The average increase in P&I
cover looks to be about 12% to
15%, although the range is from
renewal on expiry terms at the
Shipowners’ Club to rate hikes of

20% at the Standard and Steam-
ship Mutual.

The rate hikes are lower than in
February this year and last year
but they still mean that shipown-
ers will on average be paying
nearly double the P&I premiums
they paid at the end of the 1990s. 

The P&I clubs that rang up a
deficit of $60m last year are now
looking to increase premiums by
four or five times this figure to
help rebuild reserves after cumu-
lative losses of some $735m since
1999.

The good news about the losses
is that the clubs should be back in
the black this year, or at the latest
next year, as a result of the higher

premiums shipowners are paying
and the revival of equity markets,
which has led to investment
gains.

The clubs are, however, taking
a cautious attitude to see if stock
markets continue to perform.
Consequently there is a reluc-
tance to bet that investment in-
come will be sufficient to allow a
return to the tradition of deficit
underwriting.

There is also no sign of a return
to the heavy cash-calls that dam-
aged club reputations at the turn
of the 1990s, although Steamship
Mutual, Skuld and the American
Club have blotted the clubs’ oth-
erwise clean record.

T he question of the pro-
tection-and-indemnity
(P&I) clubs being able
to continue to cover the

huge liabilities of cruiseships and
ferries under a revised Athens
convention is proving to be the
most contentious issue since an
alliance of Greek shipowners and
the European Commission forced
acceptance of a $4.25bn overall
limit of cover in 1997.

Passengerships account for
well under 1% of world dwt but
some owners and club managers
are concerned that the huge
claims from another Titanic
could sink the P&I clubs’ ability
to cover cargoship owners.

Fears have been prompted by a
new protocol to the Athens con-
vention that will boost the limit
of compensation to SDR 400,000
($570,000) per passenger. This
raises the threat of a $1.75bn
claim if the biggest of the current
generation of cruiseships were to
be lost with its human cargo.

It may be linked to the nature of
liability, as compared to property

risks, but the P&I clubs always
seem to have a few tricky issues
on the go and the current period
is certainly no exception.

Some owners take the view that
it is not viable for the clubs to ex-
pose so much of their own finan-
cial resources and reinsurance
capacity to a risk that concerns
only a modest number of owners
outside the shipping mainstream
who are essentially players in the
tourism/entertainment industry.
They would rather see cruiseship
owners source cover elsewhere or
accept a lower limit of cover such
as the $1bn restriction on oil pol-
lution.

Feelings about ferries are less
polarised, even though there are
some large-capacity ships around

and they have figured in previous
disasters. But the Athens proto-
col does not distinguish between
the two types of vessels. It is pos-
sible the cruise industry could or-
ganise an excess-liability club of
its own or find some alternative
way of covering the risk but it
will probably prove expensive.

A number of the clubs, particu-
larly those who insure the high-
premium cruise fleets, want to
maintain an inclusive approach
and they point out that if cover
for passengerships is excluded or
restricted, similar arguments
could be raised about other types
of tonnage that might pose spe-
cial risks — LNG carriers, for in-
stance.

The P&I clubs still have a little

time to resolve the matter, al-
though the European Union has
proposed that all member states
should become parties to the
Athens protocol by the end of
2005. A move by such a large
block of countries will be suffi-
cient to start the clock ticking to-
wards the protocol coming into
force.

The shipowner directors of P&I
clubs have been debating
whether a lower limit should be
introduced for passengerships
and if so, should it be limited to
the reinsurance cover of a little
more than $2bn or some lower
figure?

It looks as if the first round of
the debate has failed to produce a
clear-cut conclusion. 
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INSURANCE: ATHENS CONVENTION

� Keynotes by European Maritime
Safety Authority, IMO Environment

Protection Committee

� Making tanker safety financially
viable - Univan Ship Management,
First International, Unicom, ISMA /

Eurasia

� Improving the image of shipping -
Concordia Maritime,  Andrew Craig-

Bennett, MTI Network 

� Ship financing: Eurofin Group, 
Baltic Exchange, Clarkson Capital 

� Keynotes by Paris Memorandum
of Understanding on Port State Con-

trol, European Union, IACS

� Ship security and the ISPS code: 
IMO, Maritime and Underwater

Security Consultants, Tecto

� Criminalisation of shipowners

Early bird discount : £100 off delegate booking fee if booking
received before 19th December 2003

Enquiries: Amelia Perrottet, email:

conferences@tankeroperator.com, Tel: +44 (0)20 7510 4934

Register online at www.tankeroperatorlondon.com

Delegate fee: £595 (Euro 950) + 17.5% UK sales tax (VAT)

Subsequent delegates from the same company will receive a 25% discount. 

2nd Annual TankerOperator
conference and exhibition

3rd & 4th February, 2004, Chelsea Old Town Hall, London

� Safety, transparency and quality in tanker operations 
� Making sense of international shipping policy

COMPLIANCE
OPA 90 Vessel Response Plan

California Vessel Response Plan

To tap the power of our alliance, contact Jeff Taylor at Marine Response Alliance:
(206) 332-8076, or via e-mail: MRALLC@crowley.com

Rescue Towing

Lightering

Fendering

Salvage

Firefighting

All U.S. Captain of the Port Zones
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Reasonable renewals on the horizon

Through 
a glass,
darkly
Assessing insurance costs is a grey area but
one new database is giving added insight.

Risky business
Insuring cruiseships
against disaster is
proving to be a very
thorny issue.

General increase 2004 (%)  17.5  8.5 7.5 0 15 17.5 0 15 20 20 15 17.5 15

Cumulative increase since 2000 (%)  114  77 78 31 112  98 38  105 101 116 93 89 107

Free Reserves ($m)  20  116 276 55 83  80 61  53 105 89 59 179 125

Free reserves per gt ($)  1.1  1.3 2.4 1.0 2.8  2.3 6.9  0.9 2.0 1.5 3.9 1.5 2.0

Gross tonnage  19  89 116 53 30  34 9  59 51 58 15 120 64

Tonnage growth over decade (%)  414  56 74 13 -5  210 66  31 76 5 63 17 52

Free-reserve growth over decade (%)  34  -3 179 11 947  185 164  49 36 178 0 24 119

Average Expense Ratio   9.0  9.0 8.4 6.5 9.0  9.0 20.0  10.5 7.8 9.7 10.0  10.6 10.7

P&I CLUBS IN THE INTERNATIONAL GROUP COMPARED
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*Swedish Club free reserves include hull class    

CONTENTIOUS ISSUE: Some traditional
owners would rather see cruise lines
source cover for their giant ships and
human cargoes elsewhere than the P&I
clubs. Photo: Camerapress

 Size Built Value Hull P&I Total ins % Total* Sample size

Bulkers  (dwt)
Dry cargo 10,721 1987 3 36,861 34,845 71,706 7.1 64
Handysize 27,708 1986 6 59,961 52,563 112,524 10.2 104
Handymax 46,562 1992 10 51,367 57,492 108,859 9.1 38
Panamax 69,740 1991 10 68,212 72,431 140,643 10.2 82
Capesize 151,527 1991 20 65,163 105,285 170,448 10.3 31
Products  (dwt)
Handysize 23,053 1986 10 69,585 50,528 120,113 8.2 72
Handymax 42,290 1989 12 77,830 73,218 151,048 8.6 93
Crude  (dwt)
Panamax 68,185 1983 6 93,817 111,957 205,774 9.7 43
Aframax 97,954 1990 25 98,908 122,207 221,115 10.5 38
Suezmax 146,959 1993 25 131,601 100,031 231,632 11.2 29
VLCC 299,775 1994 45 192,805 202,789 395,594 16.7 31
Coasters  (dwt)
Dry cargo 3,506 1987 2 19,584 31,062 50,645 8.0 49
Tanker 2,867 1987 1.6 15,376 23,232 38,608 4.9 40
Boxships  (teu)       
Feeder 511 1986 2.5 43,508 44,979 88,487 8.3 15
Handysize 1,275 1990 8 56,765 53,666 110,431 8.9 31
Panamax 3,179 1991 15 50,945 91,381 142,326 9.8 13
Others 
Reefer 394,535 cbf 1985 3 42,182 36,046 78,228 7.2 24
Ro-ro 12,515 dwt 1985 7 76,234 90,256 166,490 12.2 26

AVERAGE INSURANCE COSTS

Source: Moore Stephens

*Insurance as a percentage of total operating cost

Owners are going to pay more for both
hull and P&I cover but the indications are
that it is not going to be that tough a
renewal.


