[image: image1.jpg]International Union Inland Hull, Fishing
of Marine Insurance Vessels and Yachting
Committee





IUMI CONFERENCE - SINGAPORE
SEPTEMBER 2004
CHAIRMAN’S REPORT

Mr. President,

Members of the Executive Committee,

Honorary Members,

Ladies and Gentlemen

Good afternoon. I guess they saved the best for last. Seriously, I will keep my comments short as I know this has been a long day.

We have all heard, through the many speeches today, interesting views on “Navigating to Sustained Profitability”. The theme of the conference will be reinforced through the various workshops and open forums.

At the Spring meeting, the IFY Committee discussed this theme and I would like to share with all of you our interpretation. Profitability will show up in many shapes and sizes. To sustain profitability, underwriters must be innovative and understand the new necessities being demanded. For example, innovation can take the form of new products tailored to specific industries or segments of business. Our challenge is to be more specialized than the broker. We must work hard on our image and even harder to satisfy our clients. We must provide superior service since rates alone are not a distinguishing characteristic. 
Automation is a key to gaining a leg up on the competition and staying ahead of the curve. We have legacy systems that are outdated and obsolete. Our industry as a whole pushes far too much paper. Automation will reduce the amount of paperwork. A concerted effort by management to do away with the status quo is a necessity along with the appropriate resources.

Sustaining profitability will be achievable with an investment in new, young professionals and education. We cannot afford to continue the practice of absorbing headcount and dividing the 
work amongst those that remain. Recruitment of young professionals is a priority. Once recruited, every effort should be made to provide the proper incentives, educate, and train  these individuals in order to perpetuate our industry.

Managing the underwriting cycle and proper pricing are crucial. As we go into a market (how should I say, more forgiving than the past few years), we must all remember that underwriting comes first. Capital providers demand that specialty lines outperform commercial lines. As I stated last year, marine underwriters must deliver an ROE (Return on Equity) of 5-10 points better than our property/casualty brethren lest we risk the capital being diverted elsewhere. I do not think everyone sitting here can boast that they have achieved this ROE. It is incumbent upon all of us to fully understand all the elements that go into the ROE calculation. Expenses vary by line of business and company. It is not sufficient to say I can make money writing to a 60% loss ratio. In a lot of cases, 60% is inadequate. 
Pricing and risk selection are critical areas that must be controlled to sustain profitability. Over the past few years marine rates for classes of business coming within the purview of the IFY Committee have enjoyed increases ranging from the high single digit to healthy double digit. It is beginning to look like we cannot stand prosperity and have decided to share the wealth. Keep in mind, the rate increases that were achieved the past few years, while certainly helpful to the bottom line, have not paid for past sins. Surpluses still require strengthening.
A quick poll of my colleagues on the IFY Committee suggests the market is softening with respect to inland hull, fishing vessels, and yachts.

Inland Hull:

Most markets have reported that midsized accounts with clean records will take flat renewals to slight increases for inflation. Larger accounts are looking for relief or being marketed. Last year this class was able to attain high single digit increases.
	 
	Premium $x1000
	
	 
	  Claims $x1000
	
	 
	Claim  Ratio
	
	 

	Country
	2001
	2002
	2003
	2001
	2002
	2003
	2001
	2002
	2003

	France
	17,888
	22,925
	27,539
	 
	 
	 
	 
	 
	 

	Germany
	34,730
	39,239
	28,166
	45,631
	45,454
	28,683
	131%
	116%
	84%

	Malaysia
	22,125
	25,984
	 
	16,022
	16,075
	 
	72%
	62%
	 

	Netherlands
	59,000
	62,000
	64,000
	48,000
	54,000
	54,000
	81%
	87%
	84%

	Portugal
	 
	4,816
	6,253
	 
	1,651
	1,204
	 
	34%
	19%

	USA
	135,513
	160,866
	152,569
	108,410
	99,737
	94,593
	80%
	62%
	62%


The above is a recap of the results provided by members in response to our questionnaire. Granted, while it represents a small sampling, it does include a few major markets. If you take a close look at the statistics, the figures do not support the market pricing strategy. These figures do not include expenses. Except for Portugal, no market has made money the last few years. My question to all of you in the audience-Why is the market willing to settle for, at best, inflation increases?

Fishing Vessels:

Rate increases still possible due to reduced capacity and poor loss record. Having said that, price increase ranges from 5-10%. In a few areas of the world, deductible increases can still be attained.
Yachts:

Similar to last year, this line of business is subject to very keen competition.  Most markets report minimal increases to rate maintenance.  Mega-Yachts are still able to command higher price increase due to capacity shortages.
Results for 2003 show a 1 point deterioration from 2002.

2003 Year

	
	Premium
	Claims
	Claims

	Country
	x $ 1000
	x $ 1000
	Ratio %

	Germany
	76,570
	48,199
	63%

	Italy
	32,552
	22,046
	68%

	Netherlands
	67,000
	56,000
	84%

	Norway
	62,010
	39,039
	63%

	Portugal
	6,067
	6,732
	111%

	Slovenia
	1,100
	1,300
	118%

	USA
	236,886
	132,656
	56%

	Total
	482,185
	305,972
	63%


Three Year results for Yachts can be found on the IFY Questionnaire. Suffice it to say, a 63% loss ratio will not help us “sustain profitability”. 
Exposure aggregation is one area that, if not given a high priority within an organization, will have a negative impact on results. We have seen this once with the WTC loss. At the time of this writing, the state of Florida has just sustained a Category 4 hit from Hurricane Charley. The magnitude of the loss is yet to be determined. The reality of a Category 4 or 5 hurricane making landfall in an area such as Florida, and it’s devastating result should shock all of us into a reality mode with respect to exposure aggregation. If we guess wrong (and it is a guess as there are no accepted models available to track marine exposures) with respect to a Probable Maximum Loss (PML’s), reinsurance will not be enough to cover the loss, we will have cost our capital providers a lot of money, and we could be looking for new employment. I just hope it is not as fishing guide (slide in presentation).
Composition of Committee

I am pleased to report that at the Spring meeting, Mr. Harry Mulder of the Netherlands agreed to become Vice-Chairman of the committee.

The IFY Committee lost two members this past year. Mr. Marko Pavliha of Slovenia has stepped down due to a change in occupation. Mr. Pavliha was elected as Minister of Transport of the Republic of Slovenia. We all wish him good luck in his new position. Isn’t it amazing the heights you can attain by being a member of the IFY Committee? Mr. John Lucas of New Zealand is no longer an observer to the committee.
Going forward, the makeup of the committee is as follows:

Mr. Omar Bourhabi



Morocco

Mr. Paolo Cerni



Italy

Mr. Vianney de Chalus


France

Mr. Robert Gallagher     Chairman

USA

Mr. Sven Gerhard



Germany

Mr. Eric Heymans



Belgium

Mr. Harry Mulder
   Vice-Chairman
Netherlands

Mr. Geoffrey Parkinson


UK

Mr. Joaquim Simplicio


Portugal

Mr. Harald Teige



Norway

We would like to expand the committee to 12 member countries and would encourage anyone interested to get in touch with a member of the Executive or IFY Committee.

Terrorism

USA TRIA Legislation has been extended another year with effect from 1/1/05. There have been no new major developments with respect to terrorism coverage for classes of business coming within the purview of the IFY Committee.  

Questionnaire 2004
The IFY Committee received responses from 24 countries. We use a longer survey than other committees due to the fact this committee encompasses three different lines of business. The country response this year is the lowest in the past three years. We understand that the questionnaire cannot be completed in its entirety by all members. We would appreciate each member country taking the time to complete any section that applies. This is particularly true for the larger members of IUMI.
A few of the highlights include:

Fishing Vessels:

· 13 of the 24 member countries were able to provide information on the type of vessel that makes up the fishing fleet.

· 4 countries were able to provide claim statistics.

	 
	Premium $x1000
	
	 
	  Claims $x1000
	
	 
	Claim  Ratio
	
	 

	Country
	2001
	2002
	2003
	2001
	2002
	2003
	2001
	2002
	2003

	Morocco
	12,648
	13,832
	 
	5,354
	11,483
	 
	39%
	83%
	 

	Norway
	34,632
	38,097
	37,047
	24,039
	56,944
	30,576
	69%
	149%
	83%

	Portugal
	 
	4,420
	4,777
	 
	2,515
	2,989
	 
	57%
	63%

	Slovenia
	31
	39
	 
	61
	69
	 
	200%
	176%
	 


The record as all of you can see is unacceptable. I would speculate that if the countries with large fleets such as the USA, UK, Canada, and Spain supplied information it would not differ dramatically from these figures. It is hoped that next year, these and other member countries will be able to provide premium and loss statistics.

· 7 countries responded to details of loss of life to fishing vessel crews by total loss of the vessel or by vessel accident.


Cyprus 

no such cases have been reported


France

8 by total loss, 12 by vessel accident


Morocco
70 by total loss, 201 by vessel accident


Norway

7 deaths due to drowning


Portugal
3 due to vessel accident


South Africa
total loss of fishing vessels: 2001-22; 2002-49; 2003-55




due to accidents on board:   2001-4; 2002-8; 2003-12 


USA

explosion on board led to sinking and three lost lives; one crew member pulled




overboard after being tangled in fishing gear

It is a well known fact that fishing vessels have the highest incidence of casualties and loss of life in the maritime industry. Most of these incidents are due to human factors rather than mechanical. Millions of dollars have been expended on technology to improve fishing techniques with much less spent on human safety. With crew deaths mounting, the IMO adopted the 1993 Torremolinos Protocol and the 1995 STCW-F Convention. Both are aimed at addressing the human element in the fishing industry by developing globally accepted instruments regulating the safety of fishing vessels and also to introduce standards for training and demonstration of competence for fishing vessel personnel. Four workshops were held in 2003. The final four seminars will be held in 2004.
The aim of the workshops is to stimulate public discussion and create a greater awareness of the requirements of the STCW-F Convention and the benefits that education and training will reduce casualty incidents and loss of life. It is important that all of us support IMO in their efforts on fishing vessel safety.

Inland Hull

· France noted that over the last 5 years the number of inland hull insurers operating in France has decreased which has resulted in a higher premium per insurer while the overall premium has been stagnating.
· Greece commented that smaller vessels, which are typically family owned and were uninsured in the past, now require hull and machinery. Also, due to recently introduced legislation concerning compulsory liability coverage, there is an increase demand for PandI and Pollution coverage.
· Barge operators in the United States continue to build double hull tank barges which have increased fleet values. This has lead to a switch back to subscription policies.

The US has a growing fast ferry industry. This has resulted in the need of underwriters to become familiar with the new technology aboard the vessels along with the added risks posed by these vessels.  

Pleasure Craft

· Results were mentioned earlier.

· 12 of 18 countries reported registration of vessel/license is compulsory.
· We asked a question about the split between motor and sailing yachts. There is no surprise here, the majority of pleasure craft are motorized.
	     Country
	          % Motor
	     % Sailing

	  Albania
	               73%
	            2%

	  Finland
	               75%
	          25%

	  France
	               77%
	          23%

	  Germany
	               80%
	          20%

	  Greece
	               88%
	          12%

	  Italy
	               70%
	          30%

	  Netherlands
	               50%
	          50%

	  Slovenia
	               60%
	          40%

	  South Africa
	               60%
	          40%

	  USA
	               89%
	          11%


· Theft of motors and smaller craft continue to be a problem throughout the world.

The complete questionnaire and answers from all countries can be found on the conference website.
Committee Workshop and Open Forum
The IFY Committee is scheduled to present a workshop and open forum tomorrow afternoon, beginning at 2:30 in the afternoon. Our program will start off with a presentation by Mr. Maup Hoppzak on the development of the 135m inland vessel.

This presentation will be immediately followed by our workshop on Machinery Damage-Loss Prevention. We have four highly qualified speakers lined up for this presentation. Topics that will be discussed are the complexity of modern marine diesels and the costs of repair, repair yards in Singapore, tendering and managing repair overrun, supply vessel design-how to prevent machinery losses. Our workshop will conclude with machinery damage statistics complied by the IVR. 

I would encourage everyone to review the agenda which lists the individual speakers and our committee looks forward to seeing you in attendance.
Mr. President, ladies and gentlemen, this brings my presentation to an end. Thank you for your attention.
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