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: the chairman’s address
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The hype?

In many ways, the start of the new millennium
signalled a fresh new start for the Norwegian marine
insurance market as well. A number of important
changes took place; during the summer and early
autumn Vesta, Storebrand and Gard merged their
marine, energy and P&l activities to form Gard
Services, while Unitas and Bergen Skibsassurance
joined forces to create the Norwegian Hull Club. This
then sparked a process leading to the finalisation of
the much debated, long discussed merger of the two
marine insurance organisations GSK and CEFOR. The
new business organisation, which continues to trade
under the well known CEFOR name and logo, has 11
active members that together represent the second
largest marine insurance market in the world with a
combined marine and P&l market share of 20 %.

More importantly, the market finally turned at the
end of the year and increases are now being reported
in all lines of business. The upturn appears to be
gradual and therefore slow, and further withdrawals
must be expected in 2001 as the inability to drive
rates up at the same pace as rising reinsurance
costs takes its toll.

Seeing some of the foregoing factors in conjunction
with one another, it is clear that they occur against

a backdrop of an industry in a permanent state of
restructuring. This shake-up is not over - it has just
begun. What is more, we can expect the pace of
change to quicken. Throughout the year we have
seen clubs, commercial insurers and reinsurers
around the world form alliances, while others are
separating out management operations (the “compe-
tence/capital issue”) in preparation for changes that
have yet to transpire. On the other hand, the merger
mania in the broking and reinsurance arena seems
to have abated somewhat. Following a year of weak
financial returns, exotic and under-performing class-
es such as marine and P&l come under additional
scrutiny as combined ratio remains unsatisfactorily
high, due entirely to low premium bases. The
answers: discontinue operations, merge or outsource
to lower operating costs. More than ever, critical
mass is an issue!

As the industry grapples with these problems, it
faces the threat of being overrun by the technological
revolution. The marine insurance industry is very
cost-ineffective and thus far has not made serious
efforts to transform its core business processes to
take advantage of the opportunities offered by the
new technologies. To reap the benefits of new infor-
mation technology, marine insurance practitioners
must be willing to

= Consider changes in roles/responsibilities (our 1999
Annual Report addressed “Changing Roles ....").
Ultimately, the new technology will not limit itself
to an automation of the old processes; it will bring
about a redesign of these processes. Notably
between broker and underwriter, but also in clients’
relationship with the two.

= Agree on standards, protocols and formats for elec-
tronic exchange of structured information. Only
when this is achieved will we be able to move
beyond the e-mail stage, and begin to realise sig-
nificant benefits. Norwegian insurers have con-
tributed towards attaining this objective through the
ISME project.

Finally, our shipowner clients themselves are not
unaffected by structural change. Shipping companies
are merging, specialising and, to a larger degree
than ever before, integrating themselves into their
clients’ value chains. As a consequence of this, the
complexity of their businesses and their risk land-
scapes increase. New products are sought.

To discuss the foregoing issues we have invited four
prominent writers from the broking, consulting,
shipowning and underwriting sectors of the industry
to express their views.

We hope that their contributions and this annual
report will assist you in assessing the present and
future impact of e-business on your business. In the
words of Anatole France; “To know is nothing at all;
to imagine is everything.”

Tom Midttun
Chairman, CEFOR, 2000
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Innovative change and e-commerce

Last year's annual report was focusing on the marine
insurance world and the changing roles of our indus-
try, the “change without”. This year we are focusing
on “e-commerce” and its impact and implications for
the shipping sector, the “change within”. Some still
argue that we have already witnessed the rise and
fall of the “new economy”, all during the relative
short time span of the past twelve months, so why
then make a fuss of it now ?

| believe that the “catharsis” we have just been
through is a necessary means for global financial
markets to pave the way for the more substantial,
traditional economies to enter the new business
scene. The development of the new economy and e-
commerce has so far been technology driven and not
necessarily based on sound commercial principles
and customer orientation. The more traditionally ori-
ented companies have been reluctant to enter the
scene but they will undoubtedly be the prime movers
in the process ahead. It's time to put substance and
good business practices in the driver’s seat.

Last year’s changes in the Norwegian marine insur-
ance market were many and have major strategic
importance. Gard Services, comprising the former
hull and machinery lines of Vesta and Storebrand
and the P&l activities of the mutual club Gard,
became operative from 1 July. Only a month later,
the merger between Bergen Hull Club and Unitas
was announced, effective from 1 January 2001. Skuld
restructured its organisation based on self-support-
ing syndicates. In December, the merger between
CEFOR and the Mutual Marine Insurers’ Committee
was announced.

With this merger, the Norwegian marine insurance
market will be further consolidated with an all
encompassing market organisation for the insurance
lines hull and machinery (blue water and coastal,
P&I, war risks and legal defence.

The areas of focus for the new organisation will be
developing and expanding insurance conditions,
mainly the Norwegian Marine Insurance Plan, fur-
ther strengthening and developing of market (claims
and premiums) statistics, co-operation on claims

handling and practices in addition to market promo-
tion and general policy issues.

The Norwegian market’s present international posi-
tion is the result of sustained growth during the four
business cycles since 1970. Norwegian insurers have
secured their present market share in competition
with leading international markets such as Lloyd’s,
and view the growth as related to the market’s inher-
ent structural advantages.

The strength of the Norwegian marine insurance
market is a combination of world-wide shipping expe-
rience and market professionalism: innovative
shipowners, highly qualified shipyards and equipment
manufacturers, leading suppliers, motivated seafar-
ers and distinguished technological, maritime, finan-
cial and underwriting expertise. All these factors put
together and the mutual dependency among the dif-
ferent players, provide the industry with a unique
ability to withstand tough international competition,
adapt to changes and exploit new market niches.

Norwegian underwriters are well positioned and have
products and services that are well adapted to ship-
ping clients’ needs. Integrated claims products, cost
efficient and knowledgeable organisations, co-ordinat-
ed and comprehensive Norwegian policy wordings and
an active attitude towards loss prevention, all these
contribute to an aim of a 25 % share of the global
marine insurance market within a frame of ten years.

Niccolo Machiavelli, in his 1532 book “Il Principe”,
stated that “.. the innovator has for enemies all those
who derived advantages from the old order of things,
whilst those who expect to be benefited by the new
institutions will be but lukewarm defenders..”. The
move toward electronic marketplaces and distribu-
tion of goods and services, with its organisational
implications, is thus something that will be time-
consuming, cumbersome and fiercely opposed by the
many affected. Still, it will happen and those who are
unwilling or unable to walk the distance will find
themselves on the loosing end at the outset of the
new millennium.

Tore Forsmo, Managing Director, CEFOR




: Where the rubber meets the road

“Martini Banking”

— anytime, anyplace, anywhere.

Dennis Mahoney, Chairman and CEO of Aon Limited.

Attacking frictional costs in
the marine & energy insurance
sector

You have previously expressed views on the cost
efficiency of the property and casualty insurance busi-
ness. This presumably also includes the marine &
energy sector. Can you briefly summarise these views?

According to McKinsey the total frictional costs of the
global non-life industry is an amazing USD 140 bil-
lion. 30 % of brokers’ costs are administrative and
process related. This cost-inefficiency also very
clearly applies in the Marine & Energy industry.
There is an unnecessary overlap of services and
administrative tasks, and we cannot in future expect
clients to continue to pay for these redundant costs.

Due to insufficient rates, combined ratios throughout
the industry are unacceptable, but before any knee
jerk reactions, the industry urgently needs to address
its cost base - and particularly its costs related to
distribution. Failing to do so, will cause sophisticated
clients to look for other options or substitutes.

There has to be a cohesive approach to bringing back
the equilibrium in Marine insurance - simply upping
rates will maintain the existing very volatile market -
a situation not desired either by clients’ or insurers’
shareholders.

In addition to attacking the industry’s cost base, the
solution involves developing products and services to
a point where a less volatile market can be estab-
lished. There must be an increased readiness to dif-
ferentiate by price and to commit.

How can the Marine & Energy insurance industry im-
prove its position to meet with its clients expectations?
First of all, frankly, wake up to the technological
revolution. Insurance products will be traded elec-
tronically. If you do not meet the challenges this
new market poses, someone else will do it for you.
Insurers have been amazingly slow in embracing
the new technology and the opportunities it repre-
sents.

The industry seems intent on continuing to trade in
the way they have for decades or even for centuries.
The few half-hearted attempts that have been made
at trading electronically, have to a high degree simply
automated the old process. At Aon we believe the
industry will undergo a number of significant
changes following the emergence of e-commerce
channels where at best the industry is at present.
Development is likely to be via process integration
through to industry transformation and convergence.
In this process overall costs will be reduced, but the
process can also involve a re-engineering of the
whole business, so that costs and functions are
moved from one party to another.

Against this background Aon have developed
AonLine, a multi purpose extranet that provides
interactive and information services, and AME, which
is aimed at trading and processing Marine & Energy
and other risks.

Disappointingly, however, we have been finding that
insurers are not at all ready to commit to the trading
opportunities these technologies represent. At the
same time we as brokers come under attack for
unnecessarily adding to the frictional costs. This is
clearly not the case. We have developed the tech-
nologies that will increase the efficiency of both the
trading and processing of insurance products. It is
now up to underwriters to make their contribution
and work with us to reduce frictional costs.

You have often referred to the “Risk Management
Client”. Who is he?

The RMC is a customer who focuses on all risks
associated with his business. Through the emergence
of integrated or enterprise risk management (ERM)
correlations across assets and liabilities can be man-
aged under one risk portfolio. The Risk Management
Client will use these tools to optimally deploy their
capital across the company. Often he will have
appointed a Chief Risk Officer (CRO). The CRQ'’s pri-
mary role is to provide the board with integrated risk
management information in a format that enables it
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Degree of change to business model

to make strategic decisions aimed at optimising the
company'’s risk/return ratio. The board of a Risk
Management Client can readily list the top ten risks
facing the company, and its senior managers receive
concise and reliable trend reports on the company’s
exposure to market, credit and other risks.

How well, would you say the M&E industry is adapted
to the Risk Management Client’s requirements?

Not very well at all, | am afraid. In a recent study we
learnt that risk managers found risks such as envi-
ronmental, business interruption, reputation or
brand protection, professional indemnity and com-
puter crime could not be sufficiently protected.

Physical risks insured by the P&C industry more
often than not figure very low on his list of risks, but
in the Marine market, H&M accounts for probably
two-thirds of the industry’s income.

As shipping companies more and more see them-
selves as part of their clients’ logistical chain, there
will be an emphasis away from physical damage
towards loss of revenue solutions often triggered by
events away from the ship itself. The cruise industry,
which provides a door-to-door service to their
clients, is very typically a segment that is undergoing
this change in requirement.

The marine & energy industry needs to respond to
clients’ risk needs, it needs to embrace new risks. If
it fails to do so both underwriters and brokers will
become rationalised and redundant.

Do the two issues of frictional costs and the chang-
ing needs of the Risk Management client converge?
In which way do these factors alter the operation, the
services and the products provided by the successful
marine & energy insurer of tomorrow?

Role of E-business
(based on PwC diagram]

To be successful in an e-commerce marketplace as
well as with Risk Management, clients” underwriters
need to standardise and simplify their products at
the same time as they acquire specialist focus and
the ability to provide bespoke products. By this, |
mean that insurers must standardise both their more
basic products, and their computer language to
access middle-range clients and make products
tradable. On the other hand this will increase the
need for specialised and tailored products for their
major RMC clients. A successful underwriter is one
who has removed redundant costs and has the com-
petence to deliver the new products and services an
ERM strategy requires.

There are trends towards globalisation aimed at
making the most efficient use of capital. Capital will
be allocated to whatever location is optimal. Capital
and capital rating is also becoming more important -
the minimum capital required to "play” is constantly
increasing. The underwriting operation and servicing
of clients can be in a different location from the capi-
tal. Outsourcing of functions is becoming a realistic
alternative.

There is globally a convergence of risk management
capital and service providers. P&C insurers working
with Mutual Clubs, banks and insurers as risk takers.
There is also a convergence of client risk manage-
ment functions through the integration of insurable
with financial and operational risks.

The new technology and globalisation of the market
makes all this possible - also in the Marine & Energy
Insurance industry.

The phases of
industry e-volution
Insurance industry still on first base!

[l




. E-business update on the shipping industry
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The development of electronic communications

is revolutionizing the shipping industry, lowering
overhead costs, reducing delays in completing and
fulfilling transactions and modernizing cumbersome
procedures often rooted in historic traditions.

Although shipping and marine insurance are very
complex industries and personal relationships are
very important, shipping, like every other industry, is
changing the way it does business. Thanks to global
communication and IT networks, ships at sea can
now be wired, enabling more data to be transferred
between sea and shore. Ships are being incorporated
into the network, allowing personnel both on board
and ashore to be involved fully in management and
decision-making processes in day-to-day operations.

E-commerce is rapidly gaining ground, steadily
extending into more and more sectors, from routine
provisions and supply purchasing to chartering and
sale and purchase of vessels.

Portals

There has been a sudden proliferation this year

from a few providers of marine E-commerce internet
portals to more than 70 services of this kind, such as
OneSea.com, a Norwegian based initiative compris-
ing R S Platou, Bergesen, V Ships, A P Mgller,
Teekay, Worldwide, Acomarit, Leif Hgegh and KG
Jebsen and involving more than 1,200 ships. The por-
tal provides news, analyses and commentaries and
enables online purchase of supplies and provisions.
Bolero.net, the electronic trade community, has
recently expanded the number of its banking and
logistics partners to 14 and estimates their total

market to be worth $5.4 billion over the next two
years - Mitsui, Marubeni, K Line, Cosco and
Evergreen are all members. Nedlloyd and Regional
Container Line are working together with
Asiaship.com, to offer online, real time booking and
communication between shipping lines and shippers.

In May, ShipDesk launched an online chartering serv-
ice. Smartbunkers, an online trading portal for
marine fuels, was introduced in July. ShipServ.com,
which also began operating in July, is an independent
E-procurement service for both shipowners and sup-
pliers. CargoSmart, operated by OOCL, was launched
in September and is aimed at the container industry,
offering access to shipment details, cargo tracking,
milestone details and bill of lading processing.

It is expected that within a short time a few major
portals will be dominating the market, their success
depending on volume, market penetration and evolv-
ing standardization, leaving behind many e-com-
merce portal initiatives.

Logistics

Today, almost every major carrier offers its cus-
tomers the possibility of logging onto its website to
make bookings or to track and trace shipments. APL
uses wireless technology (WAP) to supplement its
customer support services, allowing customers to
check on shipments when away from their offices.

As a result, cycle times have been reduced leading to
real-time service needs - customers are demanding
online access to information, advice and claims files.
Locating precise, valid and up-to-date information fast

is a commercial necessity, particularly since the ship-
ping and insurance industries are paper-intensive.
E-commerce allows carriers to expand their busi-
ness to cover a greater part of the supply chain, i.e.
beyond port-to-port shipment. Through Maersk
Logistics, Marsk has developed from its liner origins
to offer a growing range of consultancy services
focusing on supply chain management as well as for-
warding and multimodal transport. Hanjin Shipping
has formed an information and communications sub-
sidiary called CyberLogictec and has teamed up with
other Korean companies to establish an E-commerce
shipping website.

Insurance distribution
channels and products

The London insurance market has been relatively
slow to take advantage of the opportunities created
by E-commerce. This is probably due to the nature of
the products (insurance of complex risks) and the
business culture the market has enjoyed for genera-
tions, based on the special relationship between bro-
kers and underwriters.

Some online products and solutions have also been
developed: Fusion Underwriting Services, part of
Lloyd’s, is a virtual insurer that uses an extranet to
offer a range of products to brokers. Cargolnsure,

launched in 1998 and underwritten by four Lloyd’s
syndicates, uses Lloyd's claims office, payment sys-
tem and agency network system to provide a full
service.

The Nordic market has made progress through the
Nordic Insurance Network in developing a broker and
underwriter distribution channel based on the infor-
mation standard developed in the Norwegian market.
This channel helps to increase efficiency and reduce
documentation costs.

As the industrial carriers change to a supply chain
focused business, the demand for supply chain ori-
ented insurance products increases. Examples of the
market’s adaptation to this trend are the mergers of
If...Marine & Energy and Gard, Thomas Miller & Dex
and Allianz & Britannia. However, it remains to be
seen whether these new entities can deliver a truly
professional seamless product.

The cost/benefit of e-commerce
Real progress in exploiting the cost/benefit potential
will take time. Global standards need to be developed
to enable each link of the supply chain to be seam-
lessly integrated. The synergy potential is consider-
able, opening up many possibilities.

Li



: The Norwegian Marine Insurance Market 2000
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Gross written premiums,
direct insurance 2000:

USD 589 m /
USD 1=NOK 8.80
NOK usD

Hull 2082.6 236.7 40.2 %

P&l 2058.3 233.9 39.7 %

Energy 656.7 74.6 12.7 % \

Cargo 385.7 43.8 7.4 %

Total 5183.3  589.0 100 %
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Summary

Gross premium income for direct marine insurance
written in the Norwegian market in 2000 totalled
USD 589 million (NOK 5183.3 millon], compared with
USD 602.4 million (NOK 4745 million] in 1999.
(Premiums for marine hull, energy and P&I insur-
ance are paid in USD, which gained strength against
NOK throughout 2000).

The steady decline in premium income in the
Norwegian and international marine insurance mar-
kets in the past six years continued in 2000, but the
end of the downcycle now seems to have been
reached. There is still considerable overcapacity in
the international market although a large number of
marginal insurers withdrew in the course of 2000.

2000 was a year of restructuring and consolidation in
the Norwegian marine insurance market. Gard
Services emerged as a powerful new player in the
market, providing P&, hull and machinery, energy
and special risks covers. Bergen Hull Club and
Unitas Hull Club decided to merge. The combined
association was named the Norwegian Hull Club and
the merger was effective as of 1 January 2001. Skuld
restructured to become a syndicate-based P&l club.

The members of CEFOR and the Mutual Marine
Insurers’ Committee (6SK) decided to merge their
activities with effect from 1 January 2001. For practi-
cal purposes, the merger was implemented by the
mutual clubs becoming CEFOR members.

In autumn 1999 the Norwegian Shipowners'
Association, the Central Union of Marine
Underwriters, the Mutual Marine Insurers’
Committee and the Norwegian Insurance Brokers'
Association decided to develop a standard version for
a Broker's letter of Authority. A special group of
experienced lawyers drafted a template, the final
version of which was accepted by all four associa-
tions and has thus the status of an “agreed docu-
ment”. All associations recommend their members
to use it as template and guideline for their future
business agreements. Further information on the
Broker Agreement is available on Cefor's website.

Ocean Hull

Premium income in the Norwegian market for 2000
amounted to USD 177.6 million (NOK 1,562.9 million),
compared with USD 189.2 million (NOK 1,462.6 mil-
lion) in 1999.

Premiums in USD dropped only 6 % from 1999 to
2000, which is an improvement compared with the
drop of 17 % from 1998 to 1999. The end of the
downcycle was reached during 2000 and rates and
deductibles are going up. In a situation with over-
capacity and strong competition in the international
market, Norwegian hull and machinery insurers
managed to maintain their high international profile.
The percentage of business derived from foreign
shipowners is still around 80 %. Although low rates
and losses still had a negative impact on results in
2000, most Norwegian insurers enter the 2001 scene
with sound strategies for improving results.
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P&l

The Norwegian P&I Clubs, Gard and Skuld, ended the
2000/2001 policy year with a combination of a rise in
entered tonnage and a significant reduction in premi-
um income, reflecting the continuing weak premium
level in the international marine insurance market.
On 20 February 2001 at the end of the policy year, the
two clubs together had owners’ entries totalling 100
million gross tonnes. They also reported nearly 6.5
million gross tonnes of rigs and other mobile offshore
units and an average of over 57 million gross tonnes
of charterers’ entries during the year.

Due to the generally low premium level, overall pre-
miums for own account declined from a total of
about USD 235 million as of 20 February 2000 to
about USD 185 million at the end of the policy year.

The claims trend (excluding Pool) was about the
same as for the previous year. Given the reduced
financial income and premiums, however, it resulted
in a marked deficit in the Clubs’ technical and finan-
cial results.

Reinsurance premiums continued to decline in 2000,
but not to the same extent as in previous years.

Energy

The Norwegian energy insurance market wrote a
total energy premium of USD 74.6 million in 2000, of
which about USD 26 million was related to non-
marine downstream risks. Both Gjensidige and
Zirich Protector have scaled down their energy book
considerably, whereas Gard Services AS, as agent for
If P & C Insurance Ltd., (the previous marine and
energy divisions of Storebrand and Vesta) continues
to write a comprehensive book of international
marine and non-marine energy insurance.

The international energy insurance market hit the
bottom of the downcycle during 2000. A large num-
ber of companies decided to exit the market as they

saw no way of writing a profitable energy book at the
then prevailing rate levels and with glaring red fig-
ures appearing in their accounts.

This led to a long-awaited consolidation in the mar-
ket and a better balance between supply and demand
for risk capital. A dramatic withdrawal of reinsurance
capacity for energy risks put an effective end to the
recycling of business which had sustained the less
viable players in the market. As the 2001 renewal
season got under way, rates started to go up for
clients with a less satisfactory loss record. For class-
es of business which had been performing poorly,
e.g. construction risks and control of well, rates had
already been rising earlier in the year, as the softer
part of the market which had led these risks were
the first to pull out.

The considerably reduced number of energy insurers
who have survived the downcycle can look forward to
much better trading conditions going into 2001.

Coastal and Fishing Vessels
Gross premium income amounted to USD 57.6 mil-
lion (NOK 506.6 million) in 2000, compared with USD
63.4 million (NOK 490 million) in 1999. (Premiums for
coastal and fishing vessels are mostly paid in NOK,
which weakened against USD throughout 2000).

Coastal and fishing vessel insurance basically applies
to vessels trading along the Norwegian coast and in
“limited North Sea trade”, such as freighters, pas-
senger vessels, ferries, supply vessels operating in
the Norwegian sector of the North Sea and barges, as
well as fishing vessels of all kinds and sizes, includ-
ing industrial trawlers operating worldwide.

The strong competition that has characterized the
market for the last six years continued throughout
2000. However, the general trend of steadily falling
rates has reached its end. From rates being at a bot-
tom level, underwriters note rising rates in some

ii



segments. Freighter accounts were renewed at high-
er rates than in 1999. However, most freighter
accounts were not renewed in the Norwegian market
in 2000 due to disastrously high loss ratios over sev-
eral years.

Despite low rates in 2000, most companies can
report acceptable results. This is due to an overall
decrease in losses and costs of losses.

Cargo

Premium income for cargo insurance, excluding war
risks, totalled USD 43.6 million (NOK 383.7 million)
in 2000, which was about the same level as in 1999.
(Premiums for cargo insurance are mostly paid in

: Balancing the risks of e-business

“What is unique about the Internet
is that it allows companies of

any size affordable access to the
global marketplace.”

Terje Sunde Johnsen, Director, PricewaterhouseCoopers

NOK, which weakened against USD throughout 2000).

Market shares, all sectors

Overall, losses were moderate in 2000 as well.

Gross written premiums, direct insurance 2000: USD 589 m
USD 1= NOK 8.80

Vigorous competition amongst Norwegian cargo
underwriters continues to put pressure on premium

levels. Consequently, a much wanted general
increase in premium levels has yet to occur. Many

accounts are unbalanced with little premium volume

to buffer large losses, which colours the results for
some insurers. Underwriters are also experiencing

pressure from customers to extend the scope of the

cargo insurance, for instance to include consignment

or buffer terminals abroad. The market did not note

any new loss trend in 2000. Saltwater damage is still
the most frequent type of claim for cargo carried by

ships. There were also occasional thefts and rob-

beries of consignments by road of salted and dried
fish in Italy.

1. Ocean Hull NOK mill. USD mill %
Gard 626.0 71.1 401 %
Gjensidige* 179.0 203 11.5%
Industriforsikring 4.1 0.5 0.3 %
Norwegian Hull Club 511.6 58.1 32.7%
Zurich 128.5 14.6 8.2%
Gerling 75.0 85 48%
Fender 38.7 4.4 25 %
Total 1562.9 177.6 100 %
War Risks 13.1 1.5

* Including marine offshore

2. Coastal and fishing

Gjensidige 105.0 11.9 20.7%
If 118.0 13.4 23.3%
Vesta 55.0 63 10.9%
Norwegian Hull Club 15.7 1.8 3.1 %
Coastal Marine Clubs* 209.6 238 41.4%
Sparebank 1 Forsikring 3.3 0.4 0.7%
Total 506.6 57.6 100%

* Coastal Marine Club’s Mutual Company and the coastal marine clubs

3. P&I

Gard 1091.2 124.0 53.0%
Skuld 967.1 109.9 47.0%
Total 2058.3 233.9 100 %
4. Energy

Gard 545.6 62.0 83.1%
Gjensidige 57.3 65 87%
Zurich 53.8 6.1 8.2%
Total 656.7 74.6 100%
5. Cargo

All Insurers 383.7 43.6

War Risks 2.0 0.2

Total 385.7 43.8
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While most agree that maritime e-business will have
a significant impact on the shipping industry, many
ship owners, suppliers, underwriters and brokers
aren’t sure how — or when - to invest resources in e-
business solutions.

According to Terje Sunde Johnsen, Director
PricewaterhouseCoopers (Norway), companies oper-
ating in the shipping sector must evaluate multiple
risks before jumping into any e-business venture.
“The costs, complexity and uncertainty of implement-
ing unproven IT systems is a risk for companies
investing too much too early,” he says. “Failing to
keep pace with technological change is a risk for
companies that move too cautiously.”

Middleware

So far, the shipping industry has been unable to
agree on a standard protocol for web portals, making
it difficult for shipping companies and suppliers to
operate compatible IT systems. It is this “middle-
ware”, or the compatible software than lies between
ship owners and suppliers, which will be the key to
successful maritime e-business ventures.
“Standardisation is one of the most effective tools for
companies seeking to gain market share,” Johnsen
says.

But Johnsen warns that implementing such systems
is often more difficult than many companies realise.
“We find that companies vastly underestimate the
time, complexity and costs of upgrading internal IT
systems.” Johnsen adds that even if IT systems are
successfully upgraded internally, such systems may
not be compatible with other players in the market.
In such cases, companies are forced to start over
from scratch.

E-business advantage

But for all the risks companies face implementing
new systems, Johnsen insists that no company in the
shipping industry can afford to ignore e-business.
“What is unique about the Internet is that it allows
companies of any size affordable access to the global
marketplace,” he says. Johnsen explains that ship-
ping companies will have more control of purchasing,
have access to different pricing models and benefit
from cost reductions associated with administration.
Suppliers share many of the same benefits, with the
added advantage of higher visibility and lower distri-
bution costs.

For service providers, such as brokers or underwrit-
ers, understanding the technology will be key.
Underwriters will be able to cut administration costs,
offer their customers the ability to track claims via
the Internet, and provide updated information.
Furthermore, digital imaging will allow claims
adjusters to inspect damage from their desktops.
Johnsen believes that while some insurance agree-
ments can be negotiated on the Internet, tailor-made
solutions will continue to be negotiated in person.
And once underwriters are fully integrated with their
customers, shipping companies may not be as
tempted to seek service agreements with competing
insurers with different system.

Pilot testing

So how do companies in the shipping sector manage
the risks of e-business? “Shipping companies should
invest in individual pilot projects to test out possible
solutions before attempting to overhaul their entire
internal IT system,” he says. Johnsen also advises
insurance companies and brokers to learn the tech-
nology - and quickly. “If you don’t offer your cus-
tomers effective web-related services, someone else
will,” he says.
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Ocean Hull

The end of the downcycle

During the year 2000 we have seen the long-awaited
end of the downcycle. Rates and deductibles are
going up and market discipline has greatly improved.
Market forces have done their job by forcing a large
number of marginal players to withdraw, and instill-
ing a stronger market discipline among the survivors.

Hull insurers will have to come to terms with the fact
that there will be a permanent state of overcapacity
in the market. This class of insurance is not very
capital intensive, and the majority of survivors are
strong companies which can utilize their capital very
efficiently. It is a fact, however, that many financially
strong companies have left the marine insurance
market, having decided that this class is outside
their core business.

The driving force behind the market change is an
aggravating underwriting loss over the last 4 years.
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The outcome has been predicted, but it looks as if
the fear of losing market share has been greater
than the fear of losing money. As the cost of main-
taining market share has risen to unsustainable lev-
els, companies have either cut back or pulled out.

Consolidation is the key word to describe the present
market state. In a market which for many years has
been marred by too many players, there is a small
hope of improving professional standards as with-
drawals and mergers transform the market into
fewer, stronger - and hopefully - more professional
players. One of the fundamental deficiencies of the
hull insurance market has been the lack of proper
risk assessment by most hull underwriters. This can
only be done by people who have a sound practical
knowledge of ships and shipping operations, and
they are few and far between in the pin-stripe suited
assembly of hull underwriters. A few larger compa-
nies have seen the need to recruit technical experts

USD 1=NOK 8.80

NOK usD
Gard 626.0 71.1 40.1 %
B Gjensidige* 179.0 20.3 11.5 %
M Industriforsikring 4.1 0.5 0.3%
Norwegian Hull Club 511.6 58.1 32.7%
Zurich 128.5 14.6 8.2 %
M Gerling 75.0 8.5 4.8 %
Fender 38.7 4.4 2.5%
Total 1562.9 177.6 100 %
War Risks 13.1 1.5
*Including marine offshore I:'

who can assist underwriters in vetting the opera-
tional quality of their clients, and give advice in loss
prevention and control. Hull insurers whose sole
product is providing risk capacity in a market flush
with capital are the sub-standard operators in our
arena, and the main reason for our past problems is
that there have been too many of them.

How can we create a sustain-
able trading environment ?

If hull insurers continue to “commoditize” their prod-
uct by essentially providing risk capital at market
price, the much needed premium increase is
dependent on disciplined behaviour on the part of
hull underwriters, as overcapacity will still prevail.
This is a fragile market balance which could quickly
be toppled should a few large player