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INSURANCE

Nightmare claim
worries owners
Revisions to the
Athens Convention
are giving Greek
owners the jitters.
Jim Mulrenan

London

Fresh concerns over the huge liabilities facing the protection-andindemnity (P&I) clubs under a revised Athens Convention are
threatening to unravel efforts to
bring in much higher compensation for passengership disasters.
Influential Greek shipowners,
including some who are P&I club
directors, are becoming increasingly worried about the threat
that a payout, which could run to
several billion dollars, would
mean for the future of P&I cover
for cargoships.
A key concern is that the solvency of clubs could be threatened by clubs becoming direct insurers of passenger liabilities
under the new Athens Convention protocol.
Club directors fear they could
even be caught up in litigation
personally and be accused of failing to fulfil their fiduciary duty to
the mutual and other shipowners.
The doomsday scenario is of a
cruiseship or ferry catastrophe,
with the loss of up to 3,600 passengers and 1,500 crew, and oilpollution and wreck-removal
claims on top.
The crew, pollution and wreckremoval claims would fall on
some unfortunate shipowner,
who would ask his P&I club to
take over the claim under the normal pay-to-be-paid rules of the
P&I club.
But P&I clubs would have given a guarantee that passenger
claims would be paid. Consequently they would be exposed to
direct action in respect of those
killed or injured.
The P&I clubs have reinsurance
of up to a little over $2bn but
could attempt to collect up to
$3.5bn more from the world’s
shipowners in the form of an

DOOMSDAY SCENARIO: Owners are increasingly worried about the consequences of, say, a major cruiseship disaster
and, among other issues, the danger of themselves being held personally responsible.
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overspill levy. However, the problem a number of shipowners are
concerned about is that liability
to pay claims at stratospheric
overspill levels is limited under
the arrangements of the International Group P&I cartel by the
clubs’ ability to collect the levy
from shipowners.
But there is no priority to such
claims, with compensation normally paid on a first-come-firstserved basis.
Payouts to crew members, for
oil pollution and for wreck removal, might mean the clubs are
unable to raise sufficient funds
from the overspill levy to pay all
passenger claims.
But the club that insured the
tragedy ship would not be able to
rely on the fact that funds are exhausted as they will have given
guarantees to governments that
precisely these claims would be
paid.
Of course, the threat of claims

running to billions of dollars
from a passengership disaster is
very low but there is an argument
that the Athens protocol threatens at least the theoretical solvency of P&I clubs and exposes their
directors to lawsuits.
A number of other issues are
also shaping up to prove controversial as P&I club boards meet
over the next few months ahead
of a key October International
Maritime Organisation (IMO) legal-committee meeting on implementation of the Athens protocol.
But the P&I clubs have a powerful incentive to try to make the
Athens protocol workable as the
European Commission will likely
impose a solution of its own if the
IMO convention fails.
Other issues include Royal
Caribbean’s order earlier this year
of the first of a new series of
5,400-passenger Project Genesis
cruiseships that dramatically
changes previous assumptions

that the biggest vessels would be
the same owner’s 3,600-passenger Freedom of the Seas class.
Greek shipowners who were
instrumental in driving down the
limit of P&I cover to $4.25bn
some years ago are also concerned that the limit has now
crept up to about $5.5bn.
The upper limit of P&I cover is
calculated from property-damage
liabilities under the 1976 Limitation Convention but this is tonnage-related and calculated in
special drawing rights (SDRs).
The growth of the world fleet and
the relative strength of the US
dollar against SDRs has produced
the 30% rise.
There is also continuing concern about exactly how a scheme
put forward by megabroker
Marsh to separately guarantee
terrorism risks will work as there
is an absence of detailed information, including an indication of
the likely cost.

Top UK mutual
cashing in big
Jim Mulrenan

London

Free reserves at the North of England Club have risen by $25.7m
following another successful year
for one of the fastest-growing protection-and-indemnity (P&I) mutuals.
The Newcastle-based club
made a small underwriting loss of
$800,000 but there was a healthy
investment gain of $26m —
equivalent to a 5.86% return.
The key benchmark of free reserves rose from $142.3m to
$168m, while net P&I assets rose
$54m to $504m.
Chairman Bill Thomson of
Scottish
shipowner
Forth
Tankers says the board is very encouraged by the result, which
shows the club has retained its
position as one of the more financially strong and stable clubs.
The North of England covers
some 2,850 vessels owned by 300
shipowning groups. Owned tonnage amounts to 52 million gt,
with 13 million gt of charterers’
entries on top.
The American Club, which is
making a 30% cash call on the
2003 underwriting year, has,
meanwhile, confirmed that its
2005 policy year is still showing a
15% deficit, although it hopes
that this may reflect a conservative estimate of incurred but not
reported (IBNR) claims and, with
a contribution from investment
income, the situation should be
much better when the account
comes up to be closed in the third
year.
Free Reserves at the American
Club are believed to have more
than halved, to below $15m, confirming its position as by far the
weakest of the P&I mutuals.
Chief executive, Joe Hughes,
however, argued in a recent circular to members that the club’s financial condition is more robust
than it might appear and that neither the shipowner board or managers are complacent about the
current circumstances.
Greek shipowner Victor Restis
stepped down as a director of the
American Club at its annual
meeting in New York last week
but his older sister, Katia Restis,
who is on the board of Enterprises Shipping & Trading, was elected instead.
Paul Sa of Standard Shipping
Inc was re-elected as chairman,
with no other changes made to
the board.

Gard hands out weighty tome on risks of marine pollution
Jim Mulrenan

London

If your ship has just run aground
and is about to spill oil, it would
be a good idea to have a new Gard
tome on the marine environment
and the consequences of pollu-

tion at hand to consult. At the
same time, you had better hope
that nothing happens too quickly
because the Gard Handbook on
Protection of the Marine Environment weighs nearly 2.7 kilograms
and runs to 946 pages.

The objective of the volume,
written principally by former
Canadian seafarer and mastermariner-turned-academic lawyer
Professor Edgar Gold is to help
Gard members identify environmental risks to prevent and reduce ship-source pollution.
The book argues that with
crude prices at close to $70 a barrel, and expected to move higher,
spilling oil is not only damaging
to the environment but doubly inappropriate as a waste of a valuable resource.
“Marine pollution, no matter
how it is caused or who is ultimately responsible, is simply bad
business,” Gold wrote.

Even though ship-source pollution comprises less than 10% of
total marine pollution, it can be
further reduced and almost eliminated, Gold says. This is not an
esoteric or philosophical goal but
a realistic one that requires a professional response from the shipping industry, the book points
out.
Gold highlights the fact that
booming freight markets have led
to extraordinary shipping-industry wealth creation — estimated
to exceed $80bn over the past few
years.
But substandard ships survive
and in a busy competitive market
are able to undercut freight rates,

with too many bottom-line-orientated charterers ready to fix the
cheapest vessels available.
Such a comprehensive work
naturally includes information
on intentional discharges and the
potential problems that can arise
from oily-water separators and
the risk that even a post-discharge cover-up by a ship’s master or chief engineer will vicariously expose a shipping
company to the serious consequences arising from an obstruction of justice charge.
Gard members will soon be getting a weighty parcel through the
post for free but others can buy
the book for $120.

