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EXECUTIVE SUMMARY:
LOWER PRICES, HIGHER RISKS

Most businesses buying marine insurance have enjoyed yet another year of very competitive rates and

can generally look forward to more of the same in 2008. This positive outlook is due to a plentiful supply
of capacity combined with a low level of claims creating fierce competition between underwriters. The
relatively benign claims environment reflects major advances in recent years in ship design, cargo handling
and general maritime safety.

However, insurance is a classic cyclical market, so not surprisingly the first signs that prices will eventually
turn are already apparent in some quarters, notably P&I (protection & indemnity). In response to a surge in
the size of large claims in 2006, the mutual P&l clubs have announced big rate increases for 2008.

Elsewhere, though, we expect rates for well managed risks to continue falling throughout 2008 and in some
cases beyond. The cargo and liability markets in particular offer a win-win situation to insureds and insurers
alike. Clients are paying less but underwriters remain profitable — for the time being at least.

The situation is not quite so rosy in hull and machinery, where losses are starting to impact the accounts of
many insurers, although not to the same extent as in P&l. However, many underwriters are able to subsidise
their pure hull accounts with profits from other lines of business, so rate reductions are still available and the
market remains competitive.

The relatively small super yacht market is growing apace and after several years of rate rises could be about
to see some softening during 2008. Interestingly, although a small market, yachts are becoming steadily
bigger and more expensive with the result that some already have an insured hull value well above that of
the average bulk carrier.

In the wider context, marine insurance is becoming steadily more global, as the emergence of Asian markets
highlighted in this report demonstrates. Not only are Asian insurers meeting local demand for all but the most
complex local risks, they are also vying for international business. Lloyd’s insurers in particular are responding
to this new breed of competitor by setting up shop in centres such as Singapore and Hong Kong.

Making insurance documents readily accessible anywhere in the world is vital in this evolving global market,
so we believe the time is now right for the marine market to embrace electronic trading. As other financial
markets have shown, electronic trading is the most effective method for recording and storing the details
of a transaction. Electronic trading avoids double-keying, simplifies document production, ensures contract
certainty and eliminates much of the potential for errors and omissions.

Ongoing concerns

For the shipping industry two issues we highlighted last year — crew shortages and bigger ships creating
bigger concentrations of risk — remain serious sources of concern. The majority of shipowners, including
super yacht owners, continue to warn of difficulties in finding suitably experienced crew.

At the same time, shipyards are working at full capacity on new builds and bulging order books promise

a steady increase in the world fleet for the foreseeable future. These additional ships will exacerbate the
existing crew shortage, especially for complex vessels such as the new generation of LNG tankers. It is hard
to see how the crew shortage problem will end, other than through an increase in training capacity or a fall
in demand due to an economic downturn.
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World merchant fleet of ships of 300GT and over
Evolution of the growth rates (GT, DWT, and number of ships) between 1995 and 2007
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As well as the number of ships, their increasing size remains a big worry, particularly for insurers. Even
compared with a year ago, shipyards are building bigger container ships, tankers and dredgers. This
magnifies the potential scale of disaster for P&l, liability and cargo insurers as well as hull underwriters.
And for this potential problem, there is probably no solution other than continued vigilance.

So, although the short term prospects for insurers and shipowners are generally very favourable, the
combination of falling premiums and rising risk does ultimately hold the potential to destroy this equilibrium.
And, as we are seeing in the P&l market, that could provoke a dramatic response from insurers as they try to
restore the balance between premiums and claims.

r \ \
Marine insurance highlights Shipping industry highlights
m Industry largely profitable m World trade booming
m More capacity fuels competitive prices m Safer operating environment
m Pollution claims hit P&l m Shipyards at full tilt
m Hull losses starting to bite m Ship size continues to grow
m Super yacht market growing fast m Risk of experienced crew

shortages increases
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HULL: Conflicting concerns

Two big concerns continue to dog the hull market and most of the marine insurance industry besides: the
growing scale of exposures and the increasing scarcity of experienced crew. These concerns are even greater
for specialist vessels such as LNG (Liquefied Natural Gas) tankers. The LNG tankers due for delivery in the
next few years are larger than ever before (in excess of 250,000 cubic metre capacity) and require specialist
crew to operate them.

In terms of value, specialist vessels can cost upwards of US$200 million, compared with an average value per
vessel across a fleet of US$30-50 million. They therefore represent a much greater concentration of risk, as
the loss of the dredger WD Fairway off China in early 2007 demonstrated. Hull insurers are beginning to feel
the pain of large claims but capacity remains readily available for these risks.

The crewing problem is set to grow as more vessels come into service over the next few years. All our
clients report difficulties in obtaining enough qualified crew and warn that they see no end in sight to
this shortage. Insurers share this concern but can do little other than seek assurances from owners about
crewing level and experience.

What really worries hull insurers, though, is that their premiums are falling at exactly the same time as risks
are increasing.
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Rates

Hull and machinery accounts on their own are unlikely to be profitable due to the combination of falling
rates and emerging losses. Most insurers are now subsidising this side of their business with profits from
elsewhere. In London for example this will typically be with short tail war risk business, while Norwegian
insurers rely heavily on profits from loss of hire.

Consequently, although rates are generally still coming down, reductions are proving harder to come by and
some insurers are making efforts to push rates higher. Nonetheless for a well managed account with a good
loss record, reductions of 5-10% are still available, although not necessarily from the existing insurer.

The reinsurance market too is continuing to soften and become more competitive, reflecting another
year free of major catastrophe losses. One change we have seen during 2007 is the greater availability of
catastrophe energy capacity, which was previously in short supply.

Capacity

The main reason the market remains soft, despite poor profitability, is competition driven by additional
capacity. Contrary to expectations, hurricanes Katrina and Wilma in 2005 did not prompt the wholesale
departure of capital providers from marine hull in search of better returns in the property and energy
markets. Instead, existing players are staying in the market while new ones, particularly in London, are
setting up. Several Lloyd’s syndicates entered the marine market during 2007 and more are on the way.

The key attractions of marine hull for both insurance companies and Lloyd’s syndicates are diversity and
mobility. Adding marine hull to a portfolio gives capital providers greater flexibility if returns in another class
of business deteriorate. They also see an advantage in ships being constantly on the move, in comparison
with the fixed exposure concentrations that can accumulate in property and energy portfolios. This means
that, unlike drilling platforms for example, ships can easily steer away from the path of a hurricane.

Outside London, markets are either maintaining or growing their capacity too. Asian markets are becoming
noticeably more aggressive. Insurers in Singapore and Hong Kong are competitive, big and financially secure
enough to meet most local needs. As a result, very little Asian business now leaves the region. One sign

of how far Asian markets have advanced is their growing appetite for international business. Korean and
Japanese insurers led the way in this respect and are now being followed by Singapore aggressively writing
international tonnage.

Norway has seen the arrival of a new insurer specialising in oil based business. However, some Norwegian
insurers’ dependence on marine is putting them under pressure because of losses on the hull side. So far,
they have not generally diversified into associated areas such as onshore energy to offset losses elsewhere.

In contrast, French marine insurance operations are part of large composite insurers such as Axa and
Groupama. They continue to use this diversity to maintain an aggressive underwriting stance on the marine
hull side.

Most US marine insurers are also reasonably diverse. As for the few specialist markets there, they are
not pulling out, but in general they have limited the capacity they dedicate to international business.
Consequently, they have not suffered badly from the losses reported in 2007.
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Claims

The first four months of 2007 provide a useful snapshot of how fewer ships are being lost but the average
size of each claim tends to be higher. Major losses totalled US$600 million in that period alone and included
the MSC Napoli, the dredger WD Fairway and the rig supply vessel Bourbon Dolphin. At 33,423 tons the
WD Fairway was the world’s largest hopper dredger. In another sign of the times, her owners have ordered
an even bigger vessel to replace her.

Losses from machinery damage are rising significantly too. Many of these claims are due to crew negligence
or human error, so shipowners are looking for ways to reduce these incidents. However, as with hull claims,
it is the quantum rather than the frequency of machinery claims which is worrying underwriters. Overall,
accidents are down thanks to the risk management measures introduced since the start of the decade. As
yet, there is no evidence to link crew shortage to machinery accidents but it is a concern for the future.

Underwriters are also being hit by higher repair costs. Ship construction is more lucrative than repair work
and - given the high demand for new vessels — shipyards tend to push repairs to the end of the queue. The
resultant delays and sometimes longer journeys to more distant shipyards inflate the eventual cost of the
claim. On top of these factors, the cost of steel is rising due to increased demand, notably from China.

As a result, underwriters are starting to be squeezed on the one hand by stable or lower premiums and
on the other by higher claims costs. Although there is no immediate prospect of any easing of these twin
pressures, so far no insurers have pulled out of the market.

Outlook

Given these sometimes conflicting influences, the outlook for marine hull remains mixed. Business volumes
should remain strong — barring a global economic downturn — as China and India continue to grow rapidly
and suck in vast quantities of raw materials. They will be followed by Indonesia and Malaysia, thus ensuring
strong demand for shipping for the foreseeable future.

The challenge for marine insurers will be to exploit this continuing boom and make money out of it. They
have shown that through a combination of better risk management and higher rates they can turn around
shipyard business, which was until recently loss making. The pure hull account may prove more difficult,
especially while underwriters are willing to subsidise it from other classes of business. For shipowners,
though, the prospects remain very positive.

Highlights

Scale of exposures growing

Increasing shortage of experienced crew

m Premiums are falling

Risks are getting bigger

m |nsurers beginning to feel the pinch
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CARGO: Set fair

Generally speaking, cargo — the largest market globally within marine — is at the optimum point in the
insurance cycle. Cargo owners are benefiting from falling rates. Underwriters are making profits. And the
current claims situation gives no indication of disturbing this equilibrium.

Rates

On average, an account which has experienced few claims during 2007 has comfortably achieved - and

will continue to achieve — savings of around 10% at renewal. Bigger savings are possible where insurers are
competing for a well risk managed account but loss making accounts may have to renew on the same terms
as before or, in rare circumstances, pay a higher rate.

Even at these lower rates, underwriters continue to make money out of cargo insurance. With no serious
losses from the 2007 hurricane season, we see no reason for the situation to change in 2008 and remain
confident that owners will continue to benefit from the soft market.

One area where markets are adopting different approaches is deductibles. London underwriters in particular
are holding the line and refusing to make any reductions. However, in other markets, insurers are willing to
tempt clients with offers of much lower deductibles.

Capacity

The cargo market has ample capacity and more insurers are either establishing or expanding cargo
operations, among them Ark and Cathedral. In addition, Singapore is emerging as an international force.
Insurers in Singapore are already well established on local business and are now offering capacity to
underwrite international business as well. The decision by several large Lloyd’s managing agencies to set up
offices in Singapore is reinforcing this trend, with Talbot and Canopius to follow.

This increase in competition is, of course, excellent news for cargo owners in a market that is already awash
with capacity for straightforward risks. However, we still sometimes need to draw on a wider pool of insurers
than normal when placing either a very large risk or one with difficult elements.

Although not as dominant as it once was, London is still central to the global cargo market thanks to its
willingness to provide very large amounts of capacity for difficult risks. This central position is underlined by
London maintaining the role of leading rate setter on the majority of complex global placements. However,
other markets are showing greater willingness to follow, while several big US and mainland European
insurers are increasingly prepared to rate large non-domestic global risks.

Innovation

One innovation which should benefit clients — as well as brokers and insurers — in 2008 is more widespread
use of electronic placing in support of insurance contracts. Aon as a whole is rolling out the RI3K online
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broking system for the administration and handling of business. Among the benefits RI3K brings for
cargo owners are: speedier transactions, greater certainty, greater transparency and a clear audit trail of
documentation and processes.

The online system will enable brokers to spend more time on the technical and commercial aspects of
insurance by streamlining administrative tasks and processes. Negotiations and deal making will still be
conducted face to face as before, but most routine tasks will be carried out more quickly and efficiently online.

Concerns

Last year, we highlighted the market’s concerns about the steady increase in the size of the next generation
of container ships. Then we talked about ships capable of carrying upwards of 14,000 TEU. Now shipowners
are looking at 15,000 to 16,000 TEU vessels, creating the potential for even greater exposures in the event
of loss or damage to a single ship.

Orderbook:
Evolution by ship
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Insurers are also under pressure from global economic forces, including record high oil prices and the weaker
US dollar. The surging price of oil, which rose by 58% and reached US$100 a barrel in 2007 is the source of
two problems for underwriters. Firstly, sharp price movements make it harder to price risk. Secondly, rising
oil prices create very large concentrations of risk.
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At the same time, the weaker US dollar is squeezing the income of insurers and brokers outside the US. They
earn much of their premium in dollars but that is now worth less when converted into sterling, euros and
other currencies. As a result, non-US business is looking more attractive than ever to insurers outside the USA.

Lurking behind these global economic pressures is the credit crunch triggered by the US sub-prime
mortgage crisis. What if any impact the credit crunch will have on the cargo market is impossible to say at
this point, but we are alert to the risks.

Future

Despite these concerns, we should not lose sight of the fact that the cargo insurance market is currently very
favourable for owners and looks set to remain that way for the immediate future.

Both cargo owners and underwriters are benefiting from the very low incidence of claims in recent years.
The virtual absence of any big claims demonstrates how much safer global trade has become, especially in
view of the increase in the volume of goods transported by sea. This benign claims environment is the result
of considerable advances in ship design, international regulation and cargo handling processes.

In insurance terms, safer seas mean that clients can maintain wide areas of cover at a relatively low
proportion of their overall budget — as long as they follow good risk management practices. Owners should
take every advantage of this opportunity, since the steady decline in rates is gradually chipping away at
insurers’ premium pool, a trend which must eventually reverse.

In the meantime, there are a number of ways to get the best out of the markets for the benefit of owners.
We look to maintain optimum pricing through the stability of a long term relationship with underwriters. We
also work with the market to maintain a book of business that is both profitable and attractive to the cargo
underwriters in London who serve our global network.

Highlights

Falling rates but underwriters still profitable

Ample capacity

Electronic placing gaining ground

Low incidence of claims

m Weaker dollar squeezing insurer income
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P&l: Spiralling claims

Being the bearer of bad news is never a pleasant task. Our analysis of the severe deterioration in claims
experience is based on a close relationship with the markets at a global level.

We take the view that forewarned is forearmed. Times are set to become more expensive for anyone
attracting a liability in the shipping world. Vigilance and loss prevention measures remain vital to prevent
avoidable claims. But they cannot prevent the big accident which can affect any shipowner at random.

The mutual P&l clubs offer an effective way to protect against such events. Unfortunately for our clients,
such protection is going to become more expensive. Paying more is very frustrating, especially if your
company is lucky enough to avoid the worst accidents. But one day it could be you with the pollution spill
resulting in a multi-million dollar fine and clean-up bill.

Claims and concerns

As we predicted last year, claims costs have increased sharply and are forcing P&l clubs to undertake a
fundamental review of the exposures they face. By the end of 2007, the combined value of large claims
(those above US$6 million) had already reached US$580 million (see table). This is double the US$280
million value of such losses in 2004 which was viewed as a claims anomaly at the time.

Paid and estimated pool claims 2002-2007
Figures in US$ (m)

Six monthly progression 2002 2003 2004 2005 2006 2007
1 0 42 21 5 57 84
2 97 104 144 54 304
3 144 132 208 180 560
4 174 137 270 207
5 170 138 276 210
6 174 141 276
7 176 137 280
8 170 139
9 177 139
10 184
11 184

Figures taken at six monthly stops from policy year inception 2005 to 2007 years include Hydra. Latest figures in each column as at 20 August 2007

Source: Aon’s P&l Pre-Renewal Report 2007
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Significantly, it is not the number of large claims that is causing the increase in costs, but their average

size. In 2006, there were 32 claims over US$6 million which is only slightly above the annual average of
25-30. Any claims exceeding US$6 million (US$7 million for 2007) are shared among all 13 P&l clubs in the
International Group pool.

The main drivers behind the rise in the value of large claims are new legislation and tougher regulation,
particularly on environmental liability. The average large claim has jumped from around US$9 million to over
US$18 million, mainly as a result of larger fines and bigger pollution clean-up bills.

For example, tougher regulations now mean that it is almost mandatory after a marine accident to remove a
wreck to prevent further pollution. These changes coincide with advances in technology which make wreck
removal far more feasible than it was even a decade ago. As a result, such clean-up operations are more
common and inevitably come with a hefty price tag.

As explained elsewhere in this report, secondary factors behind the spiralling cost of claims are the size,
number and value of ships and their cargoes. Today’s big ships mean proportionately larger claims when
they are involved in collisions. Similarly, the volumes of high value cargoes are also pushing up the cost of
claims. And the continued worldwide boom in shipping means that there is unlikely to be any let-up in the
number of accidents.

Several other factors are adding to the pressure on clubs’ finances and underlining the need for a new
approach to budgeting. Shipyard repair costs are rising, since yards are busy with lucrative construction
work and can therefore often afford to turn away repair jobs if the price does not suit them. We see some
evidence that small day to day claims are increasing too, although that could simply reflect the level of
shipping activity.

Nor can P&l clubs look to their investment operations to offset underwriting losses. Global investment
markets have been extremely volatile for some time and look set to remain so with the impact of the US
sub-prime crisis still unclear and oil touching US$100 a barrel.

Over the last decade the shipping industry has made great strides in improving loss prevention and overall
standards through initiatives such as the ISM (International Safety Management) Code. The success of these
measures is confirmed by the fact that there is no evidence that general operational issues, such as age or
type of vessel, are behind the increase in claims costs.

So, in contrast to some previous spikes in claims patterns, there appears to be no quick fix to the challenges
now facing P&l clubs. The current increase in claims is due to global trends and is not limited to any one
area or type of business. Apart from maintaining vigilance and keeping up with the latest developments, it is
hard to see how safety regimes can be improved much further.

The P&l market is also, like the rest of the marine insurance world, concerned about the impending shortage
of experienced crew. The boom in world trade and the accompanying expansion in shipping mean that this
problem is likely to grow in the immediate future. No one has established a link between the large value
claims and the crew issue. But it remains a concern and one that shipowners can do something to remedy
by investing in the training of future crew.

The P&l clubs have made one significant change to their pooling arrangements during the past year.
Passenger claims are now limited to US$2 billion per claim, while combined passenger and crew claims are
limited to US$3 billion. These changes reflect two concerns: firstly that forthcoming passenger legislation
could add further pressure to P&l costs. Secondly, that the cruise passenger sector is a very small part of the
shipping industry and therefore very few owners would benefit from this cover. A similar cap is in place on
the oil tanker sector for the same reasons.



MARINE INSURANCE || MARKET REVIEW || 2008 12

Rates

The only sensible response to the surge in claims is for the P&l market to increase its rates. Not surprisingly,
therefore, most clubs will be asking for increases in the 15-20% range at the February 2008 renewal. The UK
Club, the biggest P&I club, has gone further than others and asked for a specific amount for high value claims.

Even clubs which have budgeted conservatively will have to look at their figures again and increase

their rates, since this inflationary trend is almost certain to continue into 2008 and possibly beyond. The
legislation driving the higher pollution claims is relatively new and it will be several years before its full effects
are clear.

Although rate increases are unwelcome for shipowners, the clubs are behaving rationally in calling for
rises now to deal with what appears to be a fundamental shift in the long term pattern of P&l claims. We
certainly do not anticipate any relaxation in the environmental and social forces fuelling these higher claims.

For shipowners, it is unfortunate that this spike in claims coincides with the tougher stance taken by financial
regulators in recent years, particularly the UK’s FSA (Financial Services Authority). This means that clubs

will from now on have to budget in advance for the worst case scenario just when losses are deteriorating
rapidly. This forward looking approach is in contrast to the clubs’ traditional system of raising a levy after an
event if the scale of claims warranted it.

As well as higher rates, shipowners should also prepare for the possibility of higher deductibles. Again we
believe that this is a sensible measure, since it will allow P&I insurers to focus premium on paying for large
claims instead of on small, attritional claims.

The increased size of claims has not yet affected the higher levels of P&l protection, so reinsurance costs
are likely to remain stable in 2008. P&I clubs purchase reinsurance cover for all claims in excess of US$50
million. However, although the average claim size is increasing, there is no significant rise in the number of
claims breaching the US$50 million threshold.

On a more positive note, the club system has been robust in dealing with similar trends in the past. So
we believe that by taking the appropriate steps now, the P&l market will be able to handle the current
escalation in claims cost effectively in the interest of shipowners.

Highlights

m Claims costs spiral as new legislation and
tougher regulation bites

m P&l clubs undertaking fundamental review
of exposures

m P&l clubs likely to increase rates at
2008 renewal
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LIABILITY: Satisfied customers

The normally profitable marine liability market is on the downhill stretch of a classic insurance cycle, making
it a very positive time for businesses. The lack of major losses means that the market also remains attractive
to capital providers. They continue to bankroll additional capacity, thereby increasing competition and
exerting further downward pressure on rates.

Rates

Rates have eased by an average of 5-10% annually for the last two years and we expect this trend to
continue, although we are approaching the bottom of the cycle. However, the cycle will only turn when
the market is hit by catastrophic losses or rates reach a point where underwriting becomes unprofitable and
capacity is withdrawn.

For the time being, we are still readily obtaining rate reductions in the order of 5-10%, especially on longer
established accounts. But new business is attracting particularly keen offers from underwriters around the
world too. Moreover, since liability rates are soft in the US and the rest of Europe as well as London, there is
no shortage of choice when looking for competitive terms.

Reinsurance rates are generally in line with those in the primary market, although they may become more
competitive in the year ahead. If that happens, it will further reinforce the downward pressure on the prices
paid by businesses.

Strong upward rating pressures are starting to emerge in the P&l market, but we do not expect this trend
to spill over into general marine liability. The P&I clubs are very much a class apart and insure different
risks from the general liability market. Also, because of their mutual status, the clubs face different financial
pressures to insurance companies in the liability market.

Capacity

The Lloyd’s Argenta syndicate gave a significant boost to capacity in time for the start of 2007 and other
insurers have maintained the momentum since then. Several insurers, including AIG, have targeted the ports
and liabilities sector with new products and programmes.

As well as increasing in volume terms, capacity is also becoming more global. More and more insurers are
opening offices in leading trade centres around the world, notably in the Asian hubs of Singapore and Hong
Kong. Catlin is an example of one Lloyd’s marine liability insurer which has led the way east and others are
following with good reason.

The Chinese economy is achieving very high growth rates, bringing big increases in maritime trading.
Interestingly, as well as rising demand for marine liability insurance, more Asian countries are starting to set
up and develop their own insurance markets, further adding to global competitiveness.



MARINE INSURANCE || MARKET REVIEW || 2008 14

Global marine premium 2000-2006
(US$ million), as reported
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Cover

One positive trend in terms of cover is that liability deductibles are fairly stable after years of increases to
stay ahead of rapidly rising litigation costs. It will be interesting to see whether they remain stable given the
steady spread of the blame culture around the globe. Otherwise, any developments are largely limited to
small changes in policy wordings.

Long term agreements (LTAs) are available on the bigger accounts but insurers are often reluctant or unable
to enter into them for liability risks. Within Lloyd’s for example, anything beyond a 12 month policy must be
signed off by senior management. Moreover, businesses may be better off renewing annually and making
the most of likely rate reductions — barring unforeseen events — during 2008 and 2009.

On the other hand, when considering LTAs, organisations have to weigh the advantage of budgeting
certainty over a two to three year period against the possibility of attractive annual savings. Whatever course
of action they choose now, all businesses — irrespective of their loss record — should be prepared for rate rises
when the market does eventually turn.

Highlights
m Rates have eased

m Capacity growing and becoming
more global

m Liability deductibles fairly stable
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YACHTS: Booming market

Insuring super yachts is a small but rapidly expanding market with most of the underwriters situated in
London, mainland Europe and the US. In 2004 the world population of super yachts (30 metres plus) was
around 4,000. It now stands close to 7,000 and boat builders are struggling to keep pace with demand.
The insurance industry too is having to evolve rapidly to meet the needs of this fascinating and fast
moving market.

Rates and capacity

After several years when annual increases were in the region of 10-15%, rates began to level off in 2006/7.
By the end of 2007 early signs of softening had begun to emerge, but were generally limited to newly
built vessels. Rates may come under slight pressure during 2008 simply because of the amount of capacity
entering the market.

As well as most existing specialist yacht insurers increasing their capacity, we expect to see several
newcomers in the market in 2008. In some cases these will be marine insurers who have previously written
small amounts of yacht business almost as a sideline and now plan to develop a fully fledged book.

Although there is no shortage of capacity, some of the increased supply will be soaked up by rising demand.
In 2008 alone, close on 480 new builds went in the water globally, while very few existing boats are being
taken out of circulation.

Bigger values

As well as increasing in numbers, the size and value of super yachts is also trending higher. We typically
arrange insurance for boats starting with a price tag of €10 million ranging up to €100 million and above.
However, several super yachts now under construction will have completed values anywhere between €350
million and €500 million. This surge in value is due to a combination of bigger vessels, high quality fittings
and very strong demand.

The order pipeline is so strong that someone ordering a 50 metre boat now may well have to wait until
2013 to take delivery. Some would-be owners are not prepared to wait that long and are paying a premium
to buy a boat immediately. This has prompted several new owners to sell their yachts and make a 20% plus
return on their initial investment within a few weeks of delivery.

Surging demand has also led to innovative attempts by builders to speed up supply. Increasingly, the basic
steelwork is being completed in eastern Europe, China, Turkey or Australia. The hulls are then moved to the
traditional, sought after boat builders for completion.

Although quite separate in many respects from the rest of the maritime world, yachts do share one concern
with the commercial shipping sector, namely crew shortage. Hardly surprisingly given the surge in sales,
yacht owners too are struggling to attract captains, engineers and other qualified crew members.
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Claims

The yacht market has received very few claims. But quite separately, the combination of booming super
yacht sales and spiralling values is starting to bring with it an increased potential for risk aggregation. The
2004 Athens Olympics and the Americas Cup in Valencia in 2007 both attracted reasonable concentrations
of yachts. Insurers are aware of the potential for a single incident involving several super yachts and are
considering ways to mitigate this risk in the longer term.

Largely because of the lifestyle and wealth of their owners, super yachts require a wider range of covers than
most commercial vessels. Taking cover beyond the conventional hull policy, protection will also include crew
welfare through personal accident and medical cover, employers’ liability and pollution. Arranging cover for
over-side risks, such as submarines, helicopters or water-sports involving jet skis or speed boats, is another
important aspect of super yacht insurance for many owners.

Highlights

m No shortage of capacity

Value of super yachts growing

Crew shortages

Increased potential for risk aggregation
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CONCLUSION:
ECONOMIC CONUNDRUM

At the moment, the outlook for the shipping industry appears to be broadly positive thanks to flourishing
world trade and the continuing rise in demand from China, India and other developing nations. On the
demand side then, most indicators suggest that world trade will grow hugely in the next three years.

World seaborne trade volume
Development 1996-2006 (in million tonnes). Growth rate in 2006
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Source: IUMI - International Union of Marine Insurance

However, as we enter 2008, at least three potentially negative factors cast a shadow over the world
economy. They are the credit squeeze triggered by the US sub-prime mortgage crisis, the rising price of
oil and doubts about the position of the US dollar as the world’s reserve currency. Any one of these factors
could wreck the predictions for surging global trade. Alternatively, all three risk factors may sink without
trace, leaving the global economy to power ahead.

For the time being, no such conundrum faces businesses in terms of buying insurance. In that respect at
least the outlook is much clearer and generally encouraging. Most will see further price cuts and some will
be able to obtain wider cover or negotiate favourable long term agreements. Even P&l clients have the
consolation that the mutual clubs provide an efficient way of managing the escalating wave of claims.
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