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 2009  2008

 us$m  us$m

results for the financial year ended 20 February 2009

Calls and premiums net of reinsurance 174 132 

total claims net of reinsurance and operating expenses  (132) (152)

Balance of technical account for general business  42  (20)

net investment income  (92)  29 

(Shortfall)/excess of income over expenditure for the year  (50)  9 

   

outstanding claims liabilities   

estimated known outstanding claims net of all recoveries  282  284 

incurred but not reported claims (ibnr)  110  118 

Total estimated claims liabilities  392  402 

   

Funds available for claims   

Open policy years  192  189 

Closed policy years  200  213 

Free reserves  176  226 

Total balance sheet funds  568  628 

   

Financial highlights 2009  
COMBInED P&I anD DEfEnCE ClaSSES
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Free reserves

these represent the surpluses built up out of open and closed 
policy years and represent the core capital of the club. the 
club’s free reserves reduced from $226m to $176m at the 
year end, reflecting the deficit on the income and expenditure 
account for the year, and in turn reflecting investment losses, 
offset to some extent by an underwriting surplus. 

it is the intention of the board that the free reserves be available 
to be used for a number of purposes, including smoothing 
out the financial performance between policy years, absorbing 
deterioration beyond the ibnr allowed for in closed years and 
contributing towards catastrophe claims. the board is mindful of 
the level of free reserves required to maintain adequate capital 
to allow the club to operate prudently and to meet regulatory 
solvency requirements. the board will keep the reserves at a 
level that it believes provides adequate cover for unexpected 
liabilities and comfortably satisfies the required level of solvency. 
the board also keeps under regular review the correct 
relationship between the club’s size and its reserves. 

needless to say, during the year and in light of the reduction 
in the free reserves through investment losses, the board has 
considered whether a supplementary call was necessary or 
advisable. the board has previously set guideline tests for 
when a supplementary call should be levied. these tests 
relate to the levels of outstanding claims, premium income 
and claims paid, and during the year, the club’s reserves 
have not breached the tests. while financial strength is a key 
requirement for the club, the board’s view is that financial 
stability is also important to members, for whom unbudgeted 
calls are always unwelcome, particularly in such difficult freight 
markets. the board has taken the view that the current level of 
reserves means that the club can afford to continue to operate 
without additional funding through supplementary calls. it 
would, however, like to see the reserves increase to a level that 
bears a similar relationship to the volume of the club’s business 
as existed last year, once the financial crisis is behind us.

Income and expenditure account

revenue from calls, premiums and releases amounted to 
$205m, compared with $169m in the previous year. paid claims, 
net of reinsurance recoveries, amounted to $125m, compared 
with $159m in the previous year. pool and reinsurance recoveries 
amounted to $28m, compared with $22m in the previous year.

Average expense ratio 

the average expense ratio for the club’s p&i business for the 
five years ended 20 February 2009 is 13.6%. this has increased 
from 10.6% last year as a result of the significant investment 
loss, which is included within total income. the ratio has been 
calculated in accordance with the schedule and Guidelines 
issued by the international Group pursuant to the international 
Group agreement and is consistent with the relevant financial 
statements. the ratio expresses the club’s expenses as a 
percentage of its total income. although members’ brokerage is 
not an expense of the club, for the sake of consistency, the ratio 
includes members’ brokerage fees paid by members to their 
brokers through the agency of the club.

Balance sheet

the amount available to meet outstanding claims and ibnr was 
$568m at 20 February 2009, compared with $628m last year.

Appendices to the report – P&I class

the appendices to the report set out details of the open policy 
years together with the closed policy year balances. the board 
closed the 2006/07 policy year at its meeting on 15 may 2009 
on the basis of the financial position at 20 February 2009. the 
total open policy year balance at 20 February 2009 amounted 
to $184m after closure of the 2006/07 policy year. estimated 
reinsurance recoveries of $17m have been incorporated in the 
figures to arrive at the projected surplus at the closure of each 
open policy year. the estimate of net outstanding claims liabilities 
for the closed years amounted to $197m (including liabilities for 
the 2006/07 policy year).
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Liquidity risk

the risk is that cash may not be available to pay obligations 
when due. the club maintains sufficient liquid securities to pay 
reasonably foreseeable claims payments. the club also reviews, 
on a regular basis, the time period required to liquidate the entire 
investment portfolio.

Future outlook

although the club experienced losses in its investment portfolio 
during the past year, reflecting the risks identified previously and 
set out above, the club’s financial position means that it is well 
positioned to continue to offer the full range of p&i and related 
covers to its members.

Key performance indicators

the board monitors the progress of the club by reference to the 
following Kpis:
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2009 2008

tonnage gt m 83 73  

Gross premium $m 205 169

Free reserves $m 176 226

Claims cover1 1.45 1.56

solvency ratio %2 235 288

Combined ratio %3 76 115

investment return %4 -17.4 8.6

Credit risk

the risk is that a counterparty will be unable to pay amounts in 
full when due.

Key areas where the club is exposed to credit risk are:

• members
• reinsurers
• intermediaries
• third-party guarantee providers
• banks and deposit takers
• corporate bond risk within the investment portfolio
•  counterparty risk with respect to derivative transactions

member debts are low and the club has a number of ways to 
ensure that premiums are paid in a timely manner.

reinsurance is used to manage insurance risk. this does not, 
however, discharge the club’s liability as primary insurer. if a 
reinsurer fails to pay a claim, the club remains liable for the 
payment to the member. the creditworthiness of reinsurers 
is considered on an annual basis by reviewing their financial 
strength prior to finalisation of any contract. 

the creditworthiness of banks and deposit takers is kept under 
review. deposits are spread across a number of institutions. 
the club has focused on counterparty risk within both the 
investment portfolio and operating accounts during the year.

included within other debtors is $15.6m (2008: nil), being the 
estimated current value of the net amount expected to be 
recovered from the club’s investment in the taylor hedge Fund. 
the board has taken legal advice which confirms that the assets 
are recoverable, in the first instance by the administrators of 
lehman brothers who acted as prime brokers to the fund, 
and failing that from CapCO, a third party insurer. the ability of 
CapCO to respond to any shortfall is being monitored by the 
board on an ongoing basis.

*1. ratio of net assets to outstanding claims

*2. ratio of admissible reserves to required capital

*3.  the ratio of total expenditure to total income, as set out 
in the technical account/general business section of the 
income and expenditure account. a ratio below 100% 
indicates an underwriting surplus.

*4. return for 12 months to end of February
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the managers have procedures to prevent the club being 
involved unwittingly in money laundering or in inappropriate 
payments. they also have in place whistle-blowing procedures 
to ensure that members of their staff can raise matters of 
concern confidentially so that they may be appropriately 
investigated. the managers also have full business continuity 
contingency plans, which they regularly test, to ensure that the 
club can continue to operate in the event of a serious incident 
such as, for example, a terrorist event in london.

Environmental policy

the board has reaffirmed its formal environmental policy, and 
the managers, by whom all of the day-to-day work of the club 
is carried out, and who are themselves part of a publicly listed 
group, have also implemented an environmental policy. 

the club is committed to the protection of the environment.  
to that end, it seeks to minimise the impact of its business  
on the environment and to develop the business in ways that 
are sustainable. 

the club requires its members to comply with all relevant 
environmental regulations, standards and laws, and supports 
them in developing and maintaining best practice in their 
operating procedures and practices in order to minimise the 
impact of their businesses on the environment.

the club translates environmental policy into practical guidelines 
that assist implementation of responsible operating procedures 
amongst its membership. it regularly audits members’ ships 
and management to monitor regulatory compliance, and to 
evaluate and encourage their implementation of good operating 
procedures. the club encourages members to be ‘best in 
class’ and looks at initiatives to help them achieve this. it 
will not accept for entry or continue to insure members who 
consistently fail to comply with regulations or who fall below 
acceptable standards of responsible operation.

the club is proactive in promoting and communicating loss 
prevention initiatives designed to reduce the impact of its 
members’ ships on the environment.

the day-to-day business of the club is carried out by its 
managers, who are committed to minimising the impact on 
the environment of their business operations and to achieving 

best practice in areas in which they do have an environmental 
impact. the managers have taken steps to reduce their carbon 
footprint, and strive to minimise their energy consumption 
through their energy management policy and by encouraging 
staff to use energy thoughtfully. where possible, the managers 
use energy-efficient business appliances and computers, 
thereby giving rise to energy savings and a reduction in 
emissions. electronic document management systems have 
been implemented to reduce paper usage. where practicable, 
the managers source their supplies from local businesses so 
as to minimise distribution and transport-related emissions. 
suppliers are required, as far as possible, to have an appropriate 
environmental policy. in order to reduce travel-related emissions, 
the company has invested in video-conferencing facilities. 
as part of their environmental policy, the managers have also 
implemented recycling programmes.

Ethical policy

the club is committed to conducting its business affairs in a fair, 
proper and ethical manner, and in compliance with all applicable 
laws, regulations and professional standards. the club’s 
managers have adopted a set of corporate values, which have 
been communicated to all staff.

Market environment

during the year, the board considered an overall review of the 
club’s business and the market in which it operates. the shape 
and outlook of the marine insurance market, and the club’s 
position in it, are kept under constant review. the board believes 
that the club can continue to operate successfully in its chosen 
field, and continues to provide a good and valued service to 
its members. Our club aims to set the standard for service and 
security, and excels at providing cover for specialist trades and 
ships. while valuing the traditions of p&i insurance, which have 
stood the test of time well, the club is always open to new ways 
of operating, and new aspects of the shipping business in which 
to offer insurance, in the interests of the membership, and the 
board will keep under review all options for the club’s future.













Hydra

hydra has continued to operate satisfactorily during the 
year. hydra remains a valuable tool within the club system 
for retaining risk to the extent appropriate to do so. a lower 
incidence of large claims has led to a quieter year in 2008. 
hydra decided to appoint a new reinsurance broker to assist 
it in its purchase of stop-loss reinsurance and will keep under 
review the efficacy of buying reinsurance at a high level.

The International Group reinsurance 
programme

the club’s reinsurance programme has three aspects. the first 
is the club’s participation in the international Group’s pooling and 
excess of loss reinsurance programme. this programme continues 
to be the single biggest contract placed in the marine market, and 
virtually all of the world’s reinsurers that have an appetite for this 
class of insurance participate in one way or another. 

there was no change to the structure of the programme this year, 
although there was again an overall cost increase, more significant 
than last year, as a result of claims activity in the reinsurance layer. 
individual ship type rates were also adjusted this year to allocate 
a slightly higher proportion of the cost to dry cargo ships, in 
line with their claims performance. this is always a contentious 
area with interest groups, and those that represent them, quite 
understandably lobbying before and commenting afterwards on 
the precise treatment. we can only say that, while it is always 
unpalatable for any shipowner to be asked to bear more cost, and 
the system can never be perfect, the Group does its very best to 
ensure fairness between different ship types.

Non-Pool reinsurance programme

the second aspect of the club’s reinsurance programme is for 
those claims that fall outside the international Group’s pool and 
excess of loss contract. these non-poolable claims can arise on 
all ship types and in all trades because of the exclusions in the 
international Group contract, and a large proportion of the club’s 
members benefit from the club’s non-poolable covers. the heaviest 
users of the non-pool programme are those involved in the offshore 
energy and specialist sectors, whose risks are largely excluded 
from the pool. the club’s reinsurance programme provides limits of 
up to $1bn as well as great flexibility of cover. this year’s renewal 
was completed on satisfactory terms, and we are grateful for the 
support shown by our brokers and our reinsurers. we believe that 
the partnership works well.

Retention reinsurance

the third aspect of the club’s reinsurance is in respect of claims 
within the club’s retention. traditionally, the club’s philosophy has 
not been to rely on extensive reinsurance protection, preferring to 
rely principally on the club’s reserves to smooth out underwriting 
results. however, for a number of years, the club has had some 
protection against the larger claims within its retention. this 
protection has been useful in some of the more volatile recent 
years. as a general principle, our preference is to buy reinsurance 
that will respond in the short term – i.e. high-level excess of loss for 
large claims – rather than covers that will only mature into payable 
claims from reinsurers in many years’ time, such as low-level  
stop-loss.

in any event, it is not our approach to rely on reinsurance to 
compensate for underwriting indiscipline, and we will keep under 
review the value and structure of the current programme.

Certification, Bunkers Convention and war and 
terrorism cover

this year has seen the entry into force of the bunkers Convention. 
this has been relatively smooth but has caused a considerable 
amount of work through the issuance, both in november on first 
entry into force of the convention, and during renewal, of blue 
cards, i.e. certificates evidencing insurance by the club, submitted 
to states so that they in turn can issue certificates as required 
under the convention.

a technically difficult issue arose in relation to bunkers Convention 
blue cards for certain ship types in the offshore energy sector, 
owing to a mismatch between the bunkers and limitation 
Conventions. the club has been instrumental in finding a 
pragmatic and cost-effective solution for members, which should 
avoid them bearing unnecessary additional certification costs. this 
is discussed in more detail below in the standard Offshore section.

members may recall that it was decided that the international 
Group clubs would issue certificates even though they did not 
exclude terrorism coverage, which the clubs only provide on an 
excess basis. the clubs are continuing to discuss to what extent 
they should assume primary war and terrorism risks as part of 
club cover, and there are delicately balanced arguments. the 
debate has continued this year and at the present time. there is 
not a sufficient majority within the international Group to make a 
change. the matter will be kept under review.
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Ship quality, operational standards and loss 
prevention

the club remains committed to quality over quantity: a policy 
which has served us well for many years and which pre-dated 
many of the international initiatives that have contributed to an 
improvement in the quality of world shipping. we aim to attract 
shipowners to the club whose standards of operation are 
complementary to those of our existing members and to weed 
out those who, for whatever reason, fail to measure up.

the club continues to develop its condition survey programme 
both on entry and on a routine basis for existing members. 
in 2008/09, a total of 313 condition surveys were carried out 
and the data collected provides a useful way of assessing risk. 
approximately half of these condition surveys are conducted by 
in-house surveyors.

the club continues to experience preventable claims caused 
by human error and a failure to follow procedures. these claims 
often arise from poor navigational practices or poor personal 
safety procedures. all are preventable and often relate to failure 
on the part of shoreside management to create an effective 
safety culture onboard. 

we have introduced a new member risk review designed 
principally to assist the managers in assessing the suitability 
of shipowners for membership and improve structure in the 
underwriting process. in addition, it will provide useful  
feedback to members on ways to enhance loss prevention  
and risk management. 

the club's safety and loss advisory committee continues to 
make a strong contribution to the club’s risk management and 
educational work. it is composed of technical representatives 
from a broad spectrum of the club's members, and we are 
grateful to them for the time that they devote to the club. the 
committee meets three times a year to review the causes of the 
large claims that the club has experienced, so that lessons can 
be learnt for the future. safety initiatives are also discussed and 
an appropriate plan of action agreed, whether this is in the form 
of consultation with industry figures or organisations, regulators 
or equipment manufacturers. 

during the past year, the committee’s work on lifeboat launching 
and drills, pre-employment medical screening of crew for 
pre-existing diseases and safe anchoring has come to fruition. 
Current work includes updating existing masters’ Guides, and 
further masters’ Guides on carriage of coal and steel cargoes 
and maintenance of ballast tanks are planned. a series of short 
videos on basic safety issues are being produced, which will 
have a strong visual impact in bringing safety concerns to the 
attention of crewmembers.

the managers continue to work with individual members, and 
groups of members, on ship-board safety and loss prevention 
through presentations and participation in seminars, often in 
conjunction with members’ own crew education programmes. 

website bulletins on standard-club.com, for example on the 
current issues of piracy and environmental changes in the 
united states, have been issued to keep members updated and 
provided with the latest advice.

“the club remains committed 
to quality over quantity: a policy 
which has served us well for 
many years and which pre-
dated many of the international 
initiatives that have contributed 
to an improvement in the quality 
of world shipping. we aim to 
attract shipowners to the club 
whose standards of operation are 
complementary to those of our 
existing members.”
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Tokio Marine and Nichido Fire

Our joint venture with tokio marine continues to develop well. 
we have added more tonnage to the club at each renewal since 
the joint venture began in 2001, and we value the members who 
have joined the club through this arrangement. we are pleased 
to report that further tonnage was entered in the club at the 
latest renewal. Choice is important in a competitive world and 
this arrangement provides it.

Revised rules

the new modernised rules were approved by the members 
during 2008 and entered into force on 20 February 2009. this 
was the first substantial overhaul in living memory and the new 
rules have received widespread praise from members.

IT

the managers have continued to enhance the club’s it systems 
during the year and inevitably most of these improvements 
happen behind the scenes. the core system, which was 
brought on line in 2006, has proved both robust and versatile, 
enabling the managers to respond to or implement change more 
effectively than they would otherwise have been able to. the 
entry into force of the bunkers Convention required bunker blue 
cards to be issued for all ships entered in the club over 1,000gt. 

Completely new rules were introduced this year, and the additional 
flexibility offered by the new system enabled incorporation of 
the rules and clause revisions into certificate production at the 
2009 policy year renewal without inconveniencing members. 
the managers are conscious that efficient documentation is an 
essential part of the club’s service provision.

the club’s website standard-club.com was relaunched this 
year. the new website incorporates better functionality than its 
predecessor and a gateway for members and their brokers to 
access their own account information online. this member area 
enables a range of processes to be carried out on the internet. 
the aim is to save time and money for members and their 
brokers and allow instantaneous access to key information in a 
secure, protected environment.
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independent auditors’ report

independent auditors’ report to the members of the 
standard steamship owners’ protection and indemnity 
association (bermuda) limited

we have audited the financial statements of standard steamship 
Owners’ protection and indemnity association (bermuda) limited 
(‘the club’) for the year ended 20 February 2009 which comprise 
the income and expenditure account, the balance sheet, the Cash 
Flow statement and the related notes. these financial statements 
have been prepared under the accounting policies set out therein.

Respective responsibilities of directors and auditors

the directors’ responsibilities for preparing the annual report and 
the financial statements in accordance with applicable law and 
united Kingdom accounting standards (united Kingdom Generally 
accepted accounting practice) are set out in the statement of 
directors’ responsibilities.

Our responsibility is to audit the financial statements in accordance 
with relevant legal and regulatory requirements and international 
standards on auditing (uK and ireland). this report, including the 
opinion, has been prepared for and only for the club’s members as 
a body in accordance with section 235 of the Companies act 1985 
and for no other purpose. we do not, in giving this opinion, accept 
or assume responsibility for any other purpose or to any other 
person to whom this report is shown or into whose hands it may 
come save where expressly agreed by our prior consent in writing.

we report to you our opinion as to whether the financial statements 
give a true and fair view and are properly prepared in accordance 
with the Companies act 1985. we also report to you whether in our 
opinion the information given in the directors’ report is consistent 
with the financial statements. 

 in addition we report to you if, in our opinion, the club has not 
kept proper accounting records, if we have not received all 
the information and explanations we require for our audit, or if 
information specified by law regarding directors’ remuneration and 
other transactions is not disclosed.

we read other information contained in the annual report, 
and consider whether it is consistent with the audited financial 
statements. this other information comprises only the directors’ 
report, the Chairman’s statement, Financial highlights, 

directors listing, managers and Officers listing and all of the 
other information listed on the contents page. we consider the 
implications for our report if we become aware of any apparent 
misstatements or material inconsistencies with the financial 
statements. Our responsibilities do not extend to any other 
information.

Basis of audit opinion

we conducted our audit in accordance with international standards 
on auditing (uK and ireland) issued by the auditing practices 
board. an audit includes examination, on a test basis, of evidence 
relevant to the amounts and disclosures in the financial statements. 
it also includes an assessment of the significant estimates and 
judgments made by the directors in the preparation of the financial 
statements, and of whether the accounting policies are appropriate 
to the club’s circumstances, consistently applied and adequately 
disclosed.

we planned and performed our audit so as to obtain all the 
information and explanations which we considered necessary 
in order to provide us with sufficient evidence to give reasonable 
assurance that the financial statements are free from material 
misstatement, whether caused by fraud or other irregularity or error. 
in forming our opinion we also evaluated the overall adequacy of 
the presentation of information in the financial statements.

Opinion

in our opinion:

•  the financial statements give a true and fair view, in accordance 
with united Kingdom Generally accepted accounting practice, 
of the state of the company’s affairs as at 20 February 2009 and 
of its shortfall of income over expenditure and cash flows for the 
year then ended;

•  the financial statements have been properly prepared in 
accordance with the Companies act 1985; and

•  the information given in the Directors’ Report is consistent with 
the financial statements.

pricewaterhousecoopers llp
Chartered accountants and registered auditors
london                                                                                          
15 may 2009
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consoliDateD income anD expenDiture account
for the year ended 20 February 2009

 Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

 Notes

technical account – general business

income

Gross premiums written including calls 3 205,065 168,869 196,794 162,745 8,271       6,124 

Outward reinsurance premiums 4  (31,225) (36,461) (30,535) (36,028) (690) (433)

earned calls, net of reinsurance  173,840  132,408  166,259  126,717 7,581       5,691 

Total income  173,840  132,408  166,259  126,717  7,581       5,691 

expenditure        

Claims paid 6  152,595  181,095  146,998  175,964     5,597        5,131

reinsurers’ share 7  (27,628) (22,207) (27,109) (21,280) (519) (927)

net claims paid  124,967  158,888  119,889  154,684  5,078        4,204

Change in provision for claims  (22,951) (14,322) (27,628) (10,726) 4,677  (3,596)

reinsurers’ share  12,476  (9,944) 15,224  (10,071) (2,748) 127 

Change in net provision for claims  (10,475) (24,266) (12,404) (20,797) 1,929  (3,469)

Claims incurred, net of reinsurance  114,492  134,622  107,485  133,887  7,007  735 

net operating expenses 8  17,490  17,842  17,163  17,491  327  351 

Total expenditure  131,982  152,464  124,648  151,378 7,334       1,086 

Balance on the technical account for general business  41,858  (20,056) 41,611  (24,661) 247       4,605 

non-technical account

balance on the technical account for general business  41,858  (20,056) 41,611 (24,661)  247        4,605

investment income 5  51,384  76,330  48,474  74,209  2,910 2,121 

investment expenses and charges        

   investment management expenses 5  (2,490) (4,170) (2,467) (4,145) (23) (25)

   losses on realisation of investments 5  (22,484) (4,624) (22,045) (4,624) (439) – 

unrealised losses on investments 5  (110,278) (43,521) (102,038) (41,874) (8,240) (1,647)

exchange (losses)/gains  (10,222) 6,195  (9,861) 5,804  (361) 391 

(shortfall)/excess of income over expenditure before tax  (52,232) 10,154  (46,326) 4,709  (5,906) 5,445 

tax credit/(charge) 9  568  (1,478) 561  (1,430) 7  (48)

(shortfall)/excess of income over expenditure after tax  (51,664) 8,676  (45,765) 3,279  (5,899) 5,397 

minority interest  1,214  51  1,214  51  –  – 

(Shortfall)/excess of income over expenditure for the  

financial year transferred (from)/to contingency reserve  (50,450) 8,727  (44,551) 3,330  (5,899) 5,397  

there are no recognised gains or losses other than those included in the income and expenditure account.

the income, expenditure and results for the year are wholly derived from continuing activities.

the notes on pages 30 to 43 form part of the accounts.
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consoliDateD balance sHeet
at 20 February 2009

 Total Class 1 – P&I Class 2 – Defence

   2009 2008 2009 2008 2009 2008

   US$000 us$000 US$000 us$000 US$000 us$000

  Notes

assets

investments

Other financial investments 12  431,681  471,111  409,628  444,641 22,053  26,470  

reinsurers’ share of technical provisions 

Claims outstanding 11  68,132  80,608  63,579  78,803  4,553  1,805 

Debtors

debtors arising out of direct insurance operations 16  47,562  42,688  46,181  41,658  1,381  1,030 

Other debtors 17 76,459  80,501  69,741  80,490  6,718  11  

   124,021  123,189  115,922  122,148  8,099  1,041   

other assets

tangible assets 14  27,186  6,075  27,186  6,075  –  –  

Cash at bank and in hand  43,190  115,226  39,406  111,361  3,784  3,865  

prepayments and accrued income  18,661  18,620  18,088  18,225  573  395  

   89,037  139,921  84,680  135,661  4,357  4,260  

Total assets  712,871  814,829  673,809  781,253  39,062  33,576 

liabilities

reserves

statutory reserve   240  240 240  240  –  – 

Contingency reserve 18  175,432  225,882  160,908  205,459  14,524  20,423  

   175,672  226,122  161,148  205,699  14,524  20,423  

minority interest  1,454  2,668  1,454  2,668   – –

technical provisions   

Gross claims outstanding 11  459,757  482,708  444,200  471,828  15,557  10,880   

creditors

Creditors arising out of direct insurance operations  21,173  14,384  20,346  13,794  827  590  

Other creditors including taxation  54,287  88,089  47,437  88,010  6,850  79  

   75,460  102,473  67,783  101,804  7,677  669  

accruals  217  430  205  419  12  11  

deferred tax  10 311  428  237  356  74  72 

Current account between classes  – – (1,218) (1,521) 1,218  1,521  

   75,988  103,331  67,007  101,058  8,981  2,273 

Total liabilities  712,871  814,829  673,809  781,253  39,062  33,576 

the financial statements on pages 26 to 43 were approved by the board of directors on 15 may 2009 and were signed on its behalf by:

R Menendez Ross Director

15 may 2009

the notes on pages 30 to 43 form part of the accounts. 
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 Total Class 1 – P&I Class 2 – Defence

   2009 2008 2009 2008 2009 2008

   US$000 us$000 US$000 us$000 US$000 us$000

  Notes

assets

investments

investments in group undertakings and participating interests 15  8,650  8,650  8,650  8,650  –  – 

Other financial investments 12  5,771  22,890  4,217  20,660  1,554  2,230  

   14,421  31,540  12,867  29,310  1,554  2,230 

reinsurers’ share of technical provisions 

Claims outstanding 11  296,594  328,511  289,904  321,549  6,690  6,962 

Debtors

debtors arising out of direct insurance operations 16  21,531  22,583  21,198  22,162  333  421  

amounts due from group undertakings  19,752  5,287  19,422  5,175  330  112  

Other debtors  5,586  37,637  5,579  37,637  7  –

   46,869  65,507  46,199  64,974  670  533 

other assets

tangible assets 14  5,353  6,075  5,353  6,075  –  – 

Cash at bank and in hand  6,449  28,840  6,100  27,931  349  909  

prepayments and accrued income  10,364  19,331  10,202  19,299  162  32  

   22,166  54,246  21,655  53,305  511  941  

Total assets  380,050  479,804  370,625  469,138  9,425  10,666 

liabilities

reserves

statutory reserve   240  240 240  240  –  – 

Contingency reserve 18  28,471  43,288  28,041  42,281  430  1,007   

   28,711  43,528  28,281  42,521  430  1,007 

technical provisions   

Gross claims outstanding 11  324,046  360,939  316,926  353,401  7,120  7,538   

creditors

Creditors arising out of direct insurance operations  14,261  3,582  13,786  3,636  475  (54) 

Other creditors including taxation  2,192  38,587  2,100  38,587  92  – 

amounts due to group undertakings  10,490  32,562  9,206  30,428  1,284  2,134  

deferred tax  249  337  231  302  18  35  

accruals  101  269  95  263  6  6  

   27,293  75,337  25,418  73,216  1,875  2,121  

Total liabilities  380,050  479,804  370,625  469,138  9,425  10,666

the financial statements on pages 26 to 43 were approved by the board of directors on 15 may 2009 and were signed on its behalf by:

R Menendez Ross Director

15 may 2009

the notes on pages 30 to 43 form part of the accounts. 
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consoliDateD casH FloW statement 
for the year ended 20 February 2009

 Total Class 1 – P&I Class 2 – Defence

   2009 2008 2009 2008 2009 2008

   US$000 us$000 US$000 us$000 US$000 us$000

  Notes

net cash flow from operating activities 19  (33,379) (41,260) (35,488) (42,110) 2,109  850  

taxation

united Kingdom Corporation tax paid  (1,479) (1,086) (1,408) (1,035) (71) (51)

net (outflow)/inflow  (34,858) (42,346) (36,896) (43,145) 2,038  799 

cash flows were (applied)/invested as follows

(decrease)/increase in cash holdings  (72,036) 33,476  (71,955) 33,412  (81) 64 

net portfolio investments

   purchase of fixed-income securities  519,781  222,109  501,491  217,083  18,290  5,026  

   purchase of equities  76,027  16,913  72,220  16,866  3,807  47  

   sale of fixed-income securities  (466,831) (187,102) (449,994) (185,181) (16,837) (1,921)

   sale of equities  (91,799) (127,742) (88,658) (125,325) (3,141) (2,417)

net cash flow from investing activities  37,178  (75,822) 35,059  (76,557) 2,119  735 

net (application)/investment of cash flows  (34,858) (42,346) (36,896) (43,145) 2,038  799 

       

the notes on pages 30 to 43 form part of the accounts. 
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notes to tHe Financial statements

1. constitution

the club is incorporated in bermuda as 
a company limited by guarantee and 
has a statutory reserve but no share 
capital. the members of the club are 
liable for their rateable proportion of any 
deficiency of claims and expenses in 
excess of contributions and the board of 
directors decides whether any surplus is 
retained in the contingency reserve for 
the purposes of the club or returned to 
members.

2. accounting policies

(a) basis of presentation

the group financial statements have 
been prepared in accordance with:

•  applicable accounting standards in the 
united Kingdom

•  section 255a of, and schedule 9a to, 
the uK Companies act 1985

•  the statement of recommended 
practice on accounting for insurance 
business issued by the association 
of british insurers (‘the abi sOrp’) 
dated december 2005 (and amended 
december 2006).

the balance sheet of the holding 
company has been prepared in 
accordance with section 226 of, and 
schedule 9a to, the uK Companies  
act 1985.

the uK Companies act 1985 (insurance 
Companies accounts) regulations 1993 
(‘the regulations’) use ‘profit and loss 
account’ as a heading, which is replaced 
by ‘income and expenditure account’ 
throughout these financial statements 
consistent with the mutual status of 
the club. all references to income and 
expenditure account in these financial 
statements have the same meaning 
as profit and loss account in the 
regulations. 

the contingency reserve represents 
the free reserves of the club and is 
established in accordance with rule 20.6 
of the rules of the club. the statutory 
reserve is established in accordance with 
bermudian law. Once a year the directors 
review and adopt the accounting policies 
that are most appropriate for the club. 
a summary of the more important 
accounting policies, which have been 
applied consistently, is set out below.

(b) basis of consolidation

the consolidated financial statements 
incorporate the assets, liabilities and 
results of the association and its 
subsidiary undertakings.

(c) annual basis of accounting

the transfer to or from the contingency 
reserve is determined using an annual 
basis of accounting.

For the purpose of reporting to mutual 
members, all transactions are allocated 
to individual policy years. the result of the 
policy year is determined and reported 
when it is closed after three years of 
development in accordance with rule 21, 
which requires policy years to be held 
open for three years. at the end of each 
financial year, any anticipated surplus or 
deficit arising on open years is transferred 
to or from the contingency reserve.

(d) Calls and premiums

Calls and premiums are credited to 
the income and expenditure account 
as and when charged to members. 
Contributions for periods after the 
balance sheet date are treated as prepaid 
and are not included in the income and 
expenditure account.

(e) Claims incurred

Claims incurred comprise all claims 
passed by the board, advances made 
on account of claims and related 
expenses paid in the year, and changes 
in provisions for outstanding claims, 
including provisions for claims incurred 
but not reported (ibnr) and related 
expenses.

(f) reinsurance recoveries

the liabilities of the club are reinsured 
above certain levels with similar 
associations under the international 
Group’s pooling agreement and with 
market underwriters. the figures in the 
consolidated statement of operations 
relate to recoveries on claims incurred 
during the year. Outstanding claims in the 
balance sheet are shown gross and the 
reinsurance recoveries are shown as an 
asset. 

(g) Claims provisions and related 
reinsurance recoveries

the estimated cost of claims includes 
expenses to be incurred in settling claims 
and a deduction for the expected value 
of salvage and other recoveries. the 
estimation of claims incurred but not 
reported (ibnr) is generally subject to 
a greater degree of uncertainty than the 
estimation of the cost of settling claims 
already notified to the club. the club 
takes all reasonable steps to ensure 
that it has appropriate information 
regarding its claims exposure. however, 
given the uncertainty in establishing 
claims provisions, it is likely that the final 
outcome will prove to be different from 
the original liability established.

liability and marine claims are long tail so 
a large element of the claims provision 
relates to ibnr. Claims estimates for the 
club are derived from a combination of 
loss ratio-based estimates and a variety 
of estimation techniques. these are 
generally based upon statistical analyses 
of historical experience, which assume 
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that the development pattern of the 
current claims will be consistent with 
past experience. however, allowance is 
made for changes or uncertainties that 
may create distortions in the underlying 
statistics or that may cause the cost 
of unsettled claims to increase or 
reduce when compared with the cost of 
previously settled claims, including: 

•  changes in club processes that 
might accelerate or slow down the 
development and/or recording of paid 
or incurred claims compared with the 
statistics from previous periods

•  changes in the legal environment

•  the effects of inflation

•  changes in the mix of business

• the impact of large losses

• movements in industry benchmarks

the variety of estimation techniques 
assists in giving greater understanding 
of the trends inherent in the data being 
projected and in setting the range of 
possible outcomes. the most appropriate 
estimation technique is selected taking 
into account the characteristics of the 
business class and the extent of the 
development of each policy year.

large claims impacting each relevant 
business class are generally assessed 
separately, being measured on a case-
by-case basis or projected separately in 
order to allow for the possible distortive 
effect of the development and incidence 
of these large claims.

pollution and asbestosis claims can have 
a long delay between the occurrence 
and notification. in estimating the cost 
of these claims, the club considers the 
type of risks written historically that may 
give rise to exposure to these liabilities, 
notifications received from policyholders, 
the nature and extent of the cover 
provided, the current legal environment, 
changes in the effectiveness of clean-up 
techniques and industry benchmarks of 
the typical cost of such claims.

provisions are calculated gross of any 
reinsurance recoveries. a separate 
estimate is made of the amounts that 
will be recoverable from reinsurers based 
upon the gross provisions and having 
due regard to collectability.

reinsurance recoveries in respect 
of estimated claims incurred but not 
reported are assumed to be consistent 
with the historical pattern of such 
recoveries, and are adjusted to reflect 
changes in the nature and extent of 
the club’s reinsurance programme over 
time. an assessment is also made of the 
recoverability of reinsurance with regard 
to market data on the financial strength of 
each of the reinsurance companies.

(h) reinsurance premiums

reinsurance premiums include premiums 
paid in respect of the reinsurance 
agreement with market underwriters and 
a quota-share reinsurance agreement 
with standard reinsurance (bermuda) 
limited.

(i) investment return

investment return comprises all 
investment income, realised investment 
gains and losses, and movements in 
unrealised gains and losses, net of 
investment expenses, charges and 
interest. dividends are recorded on the 
date on which the shares are quoted 
ex-dividend and include the imputed 
tax credits. interest and expenses 
are accounted for on an accruals 
basis. realised gains and losses on 
investments carried at market value are 
calculated as the difference between 
net sales proceeds and purchase price. 
movements in unrealised gains and 
losses on investments represent the 
difference between the valuation at the 
balance sheet date and their purchase 
price or, if they have been previously 
valued, their valuation at the last balance 
sheet date, together with the reversal of 
unrealised gains and losses recognised 
in earlier accounting periods in respect 
of investment disposals in the current 
period. the investment return is reported 
in the non-technical account.

(j) investments

the investments held by the club 
are shown at market value in the 
balance sheet. in the balance sheet 
of the company investments in group 
undertakings and participating interests 
are stated at cost, unless their value has 
been impaired, in which case, they are 
valued at their realisable value in use, as 
appropriate.

(k) tangible assets

tangible assets are capitalised and 
depreciated by equal annual installments 
over their estimated useful lives. the 
cost of the club’s business systems has 
been capitalised as computer software. 
the original cost and any enhancements 
are written off over a ten-year period 
following installation. assets in the 
course of construction are included in the 
balance sheet at their cost at the balance 
sheet date. Once completed, they are 
recategorised as investment property and 
included at their open market value at the 
balance sheet date. no depreciation is 
provided for.

(l) Foreign currencies

assets and liabilities in foreign currencies 
are translated at the us dollar rate 
of exchange at the balance sheet 
date. revenue transactions in foreign 
currencies are translated into us dollars 
at the rate applicable for the week in 
which the transaction takes place. 
exchange differences are reported in the 
non-technical account.

(m) General administration expenses

General administration expenses, 
including managers’ remuneration, are 
included on an accruals basis.

(n) taxation

taxation provided is that which became 
chargeable during the year. provision is 
made for deferred tax liabilities, using 
the liability method, on all material timing 
differences, including revaluation gains 
and losses on investments recognised 
in the income and expenditure account. 
deferred tax is calculated at the rates at 
which it is expected that the tax will arise. 
deferred tax is recognised in the income 
and expenditure account for the period, 
except to the extent that it is attributable 
to a gain or loss that is recognised 
directly in the statement of total 
recognised gains and losses. deferred 
tax balances are not discounted.
deferred tax assets are recognised to 
the extent that they are regarded as 
recoverable. assets are regarded as 
recoverable when it is regarded as more 
likely than not that there will be suitable 
net taxable income from which the 
future reversal of the underlying timing 
differences can be deducted.
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3. gross premiums written including calls Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

estimated total premium, other premiums and releases

2008/09 (2007/08)  203,576  165,031  196,146  159,677  7,430  5,354

adjustment for previous policy years   1,489  3,838  648  3,068  841  770 

Total calls and premiums  205,065  168,869  196,794  162,745  8,271  6,124    

4. outward reinsurance premiums Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

international Group excess of loss   14,642  26,911  14,642  26,911  –  –

   adjustment to prior years   (3,323) 1,338  (3,323) 1,338  –  –

Other premiums   21,872  18,915  21,015  18,247  857  668

   adjustment to prior years   1,488  (7,838) 1,363  (7,603) 125  (235)  

Commissions   (3,454) (2,865) (3,162) (2,865) (292)  –

Reinsurance premiums paid  31,225  36,461  30,535  36,028  690  433 

5. investment return Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

investment income

income from equities  2,032  3,966  1,950  3,872  82  94 

income from fixed-income securities  8,572  10,305  7,978  9,691  594  614  

deposit interest  1,993  3,950  1,905  3,806  88  144 

Gains arising on realisation of investments  38,787  58,109  36,641  56,840  2,146  1,269 

  51,384  76,330  48,474  74,209  2,910  2,121  

investment expenses and charges  

investment management expenses  (2,490) (4,170) (2,467) (4,145) (23) (25) 

losses on realisation of investments  (22,484) (4,624) (22,045) (4,624) (439) –

  (24,974) (8,794) (24,512) (8,769) (462) (25)

unrealised losses on investments  (110,278) (43,521)  (102,038) (41,874) (8,240) (1,647)

Total investment return  (83,868) 24,015  (78,076) 23,566  (5,792) 449   

6. claims Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

members’ claims  136,780  157,627  131,183  152,496  5,597  5,131  

Other p&i clubs’ pool claims  15,815  23,468  15,815  23,468    –  – 

Gross claims paid  152,595  181,095  146,998  175,964  5,597  5,131    
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7. reinsurers’ share of claims paid Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

Claims recoverable from reinsurers  (22,425) (20,284) (21,906) (19,357) (519) (927)

Claims recoverable from pool  (5,203) (1,923) (5,203) (1,923) –  – 

Reinsurers’ share of claims paid  (27,628) (22,207) (27,109) (21,280) (519) (927)

8. net operating expenses  Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

acquisition costs           

   management fee  5,527  6,051  5,363  5,873  164  178  

   General expenses  1,503  1,408  1,503  1,408  –  – 

General administration costs      

   management fee  5,751  5,772  5,596  5,605  155  167  

   General expenses  2,312  2,281  2,308  2,278  4  3  

depreciation  722  722  722  722  –  – 

safety and loss control  1,030  814  1,030  814  –  –   

directors’ fees  263  266  263  266   –  – 

auditors’ remuneration for audit services  206  202  203  200  3  2  

auditors’ remuneration for non-audit services  176  326  175  325  1  1  

Net operating expenses  17,490  17,842  17,163  17,491  327  351  

during the year the group (including its overseas subsidiaries) obtained the following services from the group’s auditor as detailed below:  

     

 Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

audit services      

Fees payable to the club’s auditor for the 

audit of the parent company and consolidated accounts  87  99  85  97  2  2 

the audit of the club’s subsidiaries, pursuant to legislation  84  63  83  63  1  – 

non-audit services        

Fees payable to the club’s auditor and its associates  

for other services:

   (a)  Other services pursuant to legislation, including the 

        audit of the regulatory return   17  17  16  17  1  –

   (b) tax services  159  309  159  308  –  1 

  347  488  343  485  4  3  

Other auditors  35  40  35  40  – – 
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9. tax (credit)/charge  Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

analysis of (credit)/charge in the period

Current tax

Corporation tax at 28% (2008 30%)  15  2,035  15  1,952  –  83  

Prior year    

(Over)/under provision for prior years  (467) 186  (458) 185  (9) 1  

Deferred tax

Origination and reversal of timing differences  (116) (743) (118) (707) 2  (36)

total tax (credit)/charge  (568) 1,478  (561) 1,430  (7) 48  

Factors affecting tax (credit)/charge for the period

(shortfall)/excess of income over expenditure before tax  (52,232) 10,154  (46,326) 4,709  (5,906) 5,445  

multiplied by the standard rate of tax at 28% (2008 30%)  (14,625) 3,047  (12,971) 1,413  (1,654) 1,634  

expenses/(income) not assessable for tax purposes  13,908  (1,089) 12,506  463  1,402  (1,552)

unrealised gains spread for tax purposes  72  77 56  76 16  1

tax losses carried forward   660 – 424 – 236 –

prior year tax (credit)/charge  (467) 186 (458) 185 (9) 1

Current tax  (452) 2,221  (443) 2,137  (9) 84 

Corporation tax is charged on a proportion of the club’s consolidated investment income. the mutual activities of the club are not 

subject to corporation tax.

10. deferred tax Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

unrecognised       

unrecognised deferred tax asset at 21 February 2008   –     –    –     –     –     –   

unrecognised deferred tax movement   660   –     424 –     236   –   

Unrecognised deferred tax asset at 20 February 2009  660  –     424 –     236   –   

tax losses carried forward   660   –     424   –     236   –   

   660   –     424   –     236   –   

recognised

recognised deferred tax liability at 21 February 2008  (428) (1,170) (356) (1,062) (72) (108)

recognised deferred tax movement  117  742  119  706  (2)  36 

Recognised deferred tax liability at 20 February 2009  (311) (428) (237) (356) (74) (72)

unrealised gains on investments revalued every year  (311) (154) (237)  (46) (74) (108)

timing differences  – (274) – (310) –  36 

  (311) (428) (237) (356) (74) (72) 

tax losses are held in respect of unrealised losses on the investment portfolio. these losses are only relievable against future 

investment profits and, consequently, no deferred tax asset has been recognised.
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11. claims outstanding                                                                                                                                      
the board closed the 2006/07 policy year at its meeting on 15 may 2009.  

the table below provides the position after closure.

 Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

group

Open years

Claims  211,697  223,193  201,233  217,233  10,464  5,960 

reinsurance recoveries  (19,785) (33,820) (17,286) (33,575) (2,499) (245)

Net claims provision for open years  191,912  189,373  183,947  183,658  7,965  5,715  

Closed years

Claims  248,060  259,515  242,967  254,595  5,093  4,920  

reinsurance recoveries  (48,347) (46,788) (46,293) (45,228) (2,054) (1,560)

Net claims provision for closed years  199,713  212,727 196,674  209,367  3,039  3,360  

Total

Claims  459,757  482,708  444,200  471,828  15,557  10,880  

reinsurance recoveries  (68,132) (80,608) (63,579) (78,803) (4,553) (1,805)

Net claims provision  391,625  402,100  380,621  393,025 11,004  9,075  

company

Open years

Claims  120,340  166,324  117,696  163,207  2,644  3,117 

reinsurance recoveries        

   – external  (13,612) (31,241) (12,852) (30,996) (760) (245)

   – group  (96,056) (121,574) (94,360) (118,989) (1,696) (2,585)

Net claims provision for open years  10,672  13,509  10,484  13,222  188  287  

Closed years        

Claims  203,706  194,615  199,230  190,194  4,476  4,421 

reinsurance recoveries        

   – external  (35,910) (5,432) (33,855) (3,896) (2,055) (1,536) 

   – group  (151,016) (170,264) (148,837) (167,668) (2,179) (2,596)

Net claims provision for closed years  16,780  18,919  16,538  18,630  242  289  

Total        

Claims  324,046  360,939  316,926  353,401  7,120  7,538  

reinsurance recoveries        

   – external  (49,522) (36,673) (46,707) (34,892) (2,815) (1,781)

   – group  (247,072) (291,838) (243,197) (286,657) (3,875) (5,181)

Net claims provision  27,452  32,428  27,022  31,852  430  576 
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12. other financial investments Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

group

At market value

debt securities and other fixed-income securities  272,815  240,938  257,954  225,481  14,861  15,457 

shares and other variable-yield securities and unit trusts  158,866  230,173  151,674  219,160  7,192  11,013 

Total investments at market value  431,681  471,111  409,628  444,641  22,053  26,470 

At cost        

debt securities and other fixed-income securities  279,247  229,396  262,921  215,499  16,326 13,897  

shares and other variable-yield securities and unit trusts  183,649  166,643  173,747  158,135  9,902  8,508 

Total investments at cost  462,896  396,039  436,668  373,634  26,228  22,405 

company

At market value

debt securities and other fixed-income securities  3,935  19,205  2,442  17,551  1,493  1,654 

shares and other variable-yield securities and unit trusts  1,836  3,685  1,775  3,109  61  576 

Total investments at market value  5,771  22,890  4,217  20,660  1,554  2,230 

At cost        

debt securities and other fixed-income securities  4,052  17,899  2,421  16,387  1,631  1,512 

shares and other variable-yield securities and unit trusts  2,774  2,640 2,274  2,140  500  500 

Total investments at cost  6,826  20,539  4,695  18,527  2,131  2,012 

13. management of financial risk
the following table reconciles the balance sheet to the  

categories used in the Group’s alm framework:  Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

shares and other variable yield securities and units in unit trusts, 

at fair value through profit and loss: 

   – listed securities  125,191  166,516  122,844  163,524  2,347  2,992  

   – unlisted securities  33,675  63,657  28,830  55,636 4,845  8,021  

derivative financial instruments, at fair value through profit or loss  50,213  65,025  43,503  65,025   6,710  –

debt securities and other fixed income securities:                                                         

   – listed securities  138,721  128,088  127,677  117,320  11,044  10,768    

   – unlisted securities  134,093  112,849  130,277  108,160  3,816  4,689 

loans and receivables  72,938  58,164  71,550  57,123  1,388  1,041  

reinsurance assets  69,002  84,020  64,448  82,046  4,554  1,974  

Other assets  89,038  136,510  84,680  132,419  4,358 4,091  

Total assets  712,871  814,829  673,809  781,253  39,062  33,576 

Claims outstanding  459,757  482,708  444,200  471,828  15,557  10,880 

Financial liabilities under investment contracts  46,487  65,521  39,826  65,521  6,661  – 

provisions for other risks and charges  311  428  237  356  74  72  

Other liabilities  29,190  37,382  26,944  35,181  2,246  2,201 

Total liabilities  535,745  586,039  511,207  572,886  24,538  13,153
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13. management of financial risk continued

credit risk

the assets bearing credit risk are summarised below, 

together with an analysis by credit rating:  Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

derivative financial instruments  50,213  65,025  43,503  65,025   6,710  – 

debt securities  272,815  240,938  257,954  225,481  14,861  15,457  

loans and receivables  72,938  54,752  71,550  53,880  1,388  872  

assets arising from reinsurance contracts held  870  3,412  869  3,243  1  169  

Cash at bank and in hand  43,190  115,226  39,406  111,361  3,784  3,865   

Total assets bearing credit risk  440,026  479,353  413,282  458,990  26,744  20,363  

aaa  254,225  241,148  238,474  225,691  15,751  15,457 

aa  46,797  44,831  44,444  43,127  2,353  1,704 

a  60,501  137,551  53,250  135,390  7,251  2,161

bbb  4,661 –  4,661 – – –

below bbb or not rated  73,842  55,823  72,453  54,782  1,389  1,041 

Total assets bearing credit risk  440,026  479,353  413,282  458,990  26,744  20,363

the concentration of credit risk is substantially unchanged compared to prior year. no credit limits were exceeded during the 

period. no financial assets are past due or impaired at the reporting date and management expects no significant losses from non- 

performance by these counterparties.       

liquidity risk

the table below provides a contractual maturity 

analysis of the group’s financial liabilities: < 6 months or 

 on demand > 6 months Total

  Class 1 Class 2 Class 1 Class 2 Class 1 Class 2

  us$000 us$000 us$000 us$000 US$000 US$000

At 20 February 2009

Financial liabilities under investment contracts  39,826   6,661  –  –  39,826  6,661

Creditors  27,957   1,016   –  –  27,957  1,016  

  67,783  7,677   –  –  67,783 7,677  

At 21 February 2008

Financial liabilities under investment contracts  65,521   –  –  –  65,521  –  

Creditors  36,283   669  –  –  36,283  669 

  101,804   669  –  –  101,804  669
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notes to tHe Financial statements continueD

14. tangible assets        Assets in  
       the course
                                                                                                                          Total           Computer software of construction    

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

group

Book cost

At 21 February 2008  7,218 7,218 7,218 7,218 – –

additions  21,833  – – – 21,833  –

At 20 February 2009  29,051  7,218  7,218  7,218  21,833   –

Depreciation

At 21 February 2008   1,143  421 1,143  421 – –

Charge for the year  722 722 722 722 – –

At 20 February 2009  1,865  1,143 1,865  1,143 – –

net book value   27,186  6,075 5,353  6,075 21,833  –

company 

Book cost

At 21 February 2008  7,218  7,218 7,218  7,218 – –

At 20 February 2009  7,218  7,218 7,218  7,218 – –

Depreciation

At 21 February 2008  1,143  421 1,143  421  – –

Charge for the year  722  722 722  722 – –

at 20 February 2009  1,865  1,143 1,865  1,143 – –

net book value  5,353  6,075 5,353  6,075 – –
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15. investment in group undertakings and participating interests                  

                  % holding 

 shares held Year end Principal business        Group Company

standard reinsurance (bermuda) limited, 

    incorporated in bermuda Ordinary 20 Feb reinsurance 100  100 

the standard steamship Owners’ protection and indemnity 

    association (europe) limited, incorporated in the united Kingdom1 Ordinary 20 Feb marine mutual 75  75 

the standard steamship Owners’ protection and indemnity 

    association (asia) limited, incorporated in singapore Ordinary 20 Feb marine mutual 100  20 

poseidon insurance Company pty limited, incorporated in australia2 Ordinary 30 Jun insurance 100  100 

srb limited, incorporated in bermuda Ordinary 20 Feb broker 80  80 

taylor hedge Fund, incorporated in bermuda3 Ordinary      31 dec equity investment 95  –

hydra insurance Company limited (standard Cell)4 Ordinary 20 Feb                 reinsurance 100  100   

essex house limited Ordinary 20 Feb      property investment 100  –

1  75% of voting control, no participating interest.  no minority interest is shown in the group accounts because the affairs of each 

class are managed on a unified basis throughout the group.
2  the results of poseidon insurance Company are included up to its most recent year end, 30 June 2008. since that date, there have 

been no material changes to its net assets.
3 the results of the taylor hedge Fund have been rolled forward from its most recent year end, 31 december 2008 to 20 February 2009.
4 the results of hydra insurance Company are included up to its most recent year end, 20 February 2009. 

all subsidiary undertakings are consolidated in the financial statements.

Classes of
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16.   debtors arising out of direct  
insurance operations Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

group

members  46,026   39,077  44,722   38,276  1,304   801

intermediaries  666   199  590   139  76   60

reinsurers  870   3,412  869   3,243  1   169

Debtors arising out of direct insurance operations  47,562   42,688  46,181   41,658 1,381   1,030 

company

members  20,102   16,899 19,823   16,707 279   192 

intermediaries  639   193  586   133  53  60 

reinsurers  790   5,491 789   5,322   1  169 

Debtors arising out of direct insurance operations  21,531   22,583  21,198   22,162  333   421 

                

17. other debtors Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

Other debtors  76,459   80,501 69,741   80,490  6,718   11 

included within other debtors is $15.6m (2008 nil), being the estimated current value of the net amount expected to be recovered from 

the club’s investment in the taylor hedge Fund. the board has taken legal advice which confirms that the assets are recoverable, in 

the first instance by the administrators of lehman brothers who acted as prime brokers to the fund, and failing that from CapCO, a 

third party insurer. the ability of CapCO to respond to any shortfall is being monitored by the board on an ongoing basis.

18. contingency reserve Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

group

balance at beginning of year  225,882   217,155 205,459   202,129  20,423   15,026 

transfer (to)/from non-technical account  (50,450)  8,727  (44,551) 3,330  (5,899) 5,397 

Balance on contingency reserve at end of year  175,432   225,882  160,908   205,459  14,524   20,423

company

balance at beginning of year  43,288   48,839  42,281   48,438  1,007   401 

transfer (to)/from non-technical account  (14,817)  (5,551) (14,240)  (6,157) (577) 606

Balance on contingency reserve at end of year  28,471  43,288  28,041   42,281  430  1,007 
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19.   reconciliation of operating  
 (deficit)/surplus to net cash  
flow from operating activities Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

(shortfall)/excess of income over expenditure before tax  (52,232)  10,154  (46,326)  4,709  (5,906) 5,445 

Gains arising on realisation of investments  (38,787) (58,109) (36,641) (56,840) (2,146) (1,269)

losses arising on realisation of investments  22,484  4,624  22,045   4,624 439 – 

unrealised losses on revaluation of investments  110,278 43,521 102,038 41,874 8,240 1,647

depreciation  722  722  722  722 – – 

decrease/(increase) in debtors  4,307 (27,109) 12,927 (26,380) (8,620) (729) 

(decrease)/increase in net claims provision  (10,475)  (24,266) (12,404)  (20,797)  1,929  (3,469)

(decrease)/increase in creditors  (69,676) 9,203 (77,849) 9,978  8,173  (775)

Net cash flow from operating activities  (33,379) (41,260)  (35,488) (42,110)  2,109  850

       

20.  movement in opening and closing  

portfolio investments Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

net cash flow for the year  (72,036)  33,476  (71,955)  33,412 (81)  64 

portfolio investments  37,178  (75,822) 35,059 (76,557) 2,119  735

movement arising from cash flows  (34,858) (42,346) (36,896) (43,145)  2,038  799 

Change in market value  (76,608)  24,112  (70,072)  24,491  (6,536)  (379) 

Total movement in portfolio investments  (111,466)  (18,234) (106,968)  (18,654)  (4,498)  420 

portfolio investments at 21 February 2008  586,337   604,571 556,002  574,656  30,335  29,915 

portfolio investments at 20 February 2009  474,871  586,337  449,034  556,002  25,837  30,335 

Total movement in portfolio investments  (111,466)  (18,234) (106,968)  (18,654)  (4,498)  420 
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21.  movements in cash and  
portfolio investments Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

At 21 February 2008

Cash at bank and in hand  115,226  81,750 111,361  77,949  3,865  3,801

shares and other variable-yield securities and unit trusts  230,173  300,452  219,160  286,817  11,013  13,635

debt securities and other fixed-income securities  240,938  222,369 225,481  209,890  15,457  12,479 

Total balance at 21 February 2008  586,337  604,571  556,002  574,656 30,335  29,915

Cash flow        

Cash at bank and in hand  (72,036)  33,476 (71,955)  33,412  (81)  64 

shares and other variable-yield securities and unit trusts  (15,772)  (110,829) (16,438)  (108,459) 666  (2,370)

debt securities and other fixed-income securities  52,950 35,007  51,497 31,902  1,453 3,105 

Cash flow for year  (34,858) (42,346)  (36,896) (43,145)  2,038  799

Changes in market value        

shares and other variable-yield securities and unit trusts  (55,535)  40,550  (51,048)  40,802  (4,487)  (252) 

debt securities and other fixed-income securities  (21,073)  (16,438)  (19,024)  (16,311)   (2,049) (127) 

Changes in market value for year  (76,608)  24,112 (70,072)  24,491  (6,536)  (379)

At 20 February 2009        

Cash at bank and in hand  43,190  115,226  39,406  111,361  3,784   3,865 

shares and other variable-yield securities and unit trusts  158,866  230,173  151,674  219,160  7,192  11,013 

debt securities and other fixed-income securities  272,815  240,938  257,954  225,481  14,861  15,457 

Total balance at 20 February 2009  474,871  586,337  449,034  556,002  25,837  30,335 

22.  movement in prior years’ provision  
for claims outstanding                                                                    Total Class 1 – P&I Class 2 – Defence

  2009 2008 2009 2008 2009 2008

  US$000 us$000 US$000 us$000 US$000 us$000

improvement in respect of prior years  50,007  40,090 49,475  35,650 532   4,440 

notes to tHe Financial statements continueD
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23. open forward exchange contracts
 

the net book cost of forward exchange transactions at the year end amounted to $nil (2008 $0.1) million. the value of these transactions at the 

year end market rates amounted to $3.7 (2008 $0.5) million. these contracts have been entered into to protect the assets of the club. the total of 

the open forward contracts at any one time is limited by guidelines set by the board of directors and matched against currency and asset holdings 

in excess of the amount of the contracts.

24. letters of credit, bail bonds and guarantees

in connection with its commitments to other members of the international Group and its guarantees on behalf of its members, the club has provided 

letters of credit, bail bonds and guarantees which are secured by investments lodged with the issuer amounting to $75 (2008 $84) million.  

      

25. rates of exchange
    2009  2008

the following rates of exchange were applicable to us$1 at 20 February 2009 (2008)      

australian dollars     1.51    1.10

bermudan dollars     1.00   1.00  

Canadian dollars     1.24    1.00  

euro     0.77    0.68  

Japanese yen     91.97   107.62  

singapore dollars     1.51    1.41   

swiss francs     1.16    1.09   

uK sterling     0.69    0.51
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appenDices (unauDiteD)

appenDices  
(unauDiteD)

the following appendices are provided 
to show the movement in the club’s p&i 
Class reserves during the year, and the 
progress and likely outcome of the open 
policy years. these appendices are not 
part of the audited accounts. 

the figures are prepared under the 
accounting policies used within the 
financial statements. the estimates for 
known outstanding claims are based 
on the best estimates and judgement 
of the managers of the likely final cost 
of individual cases. these estimates 
are as accurate as possible and take 
into account all the current information. 

individual estimates are reviewed 
regularly and include the club’s share
of other international Group members’ 
pool claims.

the forecast of incurred but not reported 
claims (ibnr) is based on the amount 
that should be provided for the estimated 
ultimate cost of claims arising out of 
events that have occurred before the 
end of the accounting period but that 
have not been reported. it also covers 
deterioration in the estimates of claims 
that have already been reported. the 
estimate for ibnr is calculated by 
comparing the pattern of both incurred 
and paid claims in current policy years 
with earlier policy years, and then 
projecting the likely outcome of the more 

recent years. these forecasts of ibnr are 
subject to regular review during the life of 
a policy year.

the total of outstanding claims of $392m 
includes a forecast for ibnr of $110m on 
open and closed policy years. the known 
outstanding claims of $282m are net of 
all reinsurance recoveries.

the board closed the 2006/07 policy 
year at its meeting on 15 may 2009 on 
the basis of the financial position as at 
20 February 2009. the appendices show 
the position after this closure.
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appenDix i (unauDiteD)

Funds available for outstanding and unreported claims
class 1 – p&i summary  
     Funds available Estimated net claims

     and estimated future and forecast of

   Appendix supplementary calls unreported claims

  reference  US$000  US$000

At 20 February 2009

total closed policy years   iii  196,674   196,674     

open policy years                                                                                                                                                                       

2008/09   ii  115,375    115,375

2007/08   ii  68,572    68,572  

Total of open policy years     183,947    183,947 

reserves     

Contingency reserve   iii  160,908    – 

statutory reserve     240  – 

     161,148    –

Future funds and liabilities     541,769   380,621 

these appendices should be read in conjunction with the notes on the preceding pages. 
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appenDix ii (unauDiteD)

Funds available for outstanding and unreported claims
class 1 – p&i open policy years
  2008 2007 2006 

  One year  Two years  Three years

  from inception from inception from inception

   US$000  US$000 US$000

At 20 February 2009     

Calls and premiums   196,146   160,650   152,018  

less: claims, reinsurance premiums, administration expenses and tax  (89,096)  (122,541)  (142,730)

   107,050   38,109  9,288 

investment income to date   (87,376)  27,940   62,817 

Funds available  a  19,674   66,049  72,105

estimated known outstanding claims and forecast of unreported claims  128,064   73,172  55,172 

estimated reinsurance recoveries   (12,689)  (4,600)  (8,982)

 b  115,375   68,572   46,190  

anticipated deficit at closure  a-b  (95,701)  (2,523)  – 

surplus on closure of 2006/07 year   –  –  25,915 

transferred from/(to) contingency reserve at 20 February 2008                     –  29,626  (15,102)

transferred from/(to) contingency reserve at 20 February 2009   95,701   (27,103)  (10,813)

   –  – –

 product of a 10% supplementary call   13,950   11,770   –

notes

estimated known outstanding claims and the forecast of unreported claims of open years include pool claims amounting  

to $26.6 million.

estimated reinsurance recoveries show the reinsurance recoveries to be made on reinsurance contracts net of provision for doubtful 

recoveries, and include anticipated pool recoveries of $8.5 million and anticipated recoveries from excess of loss reinsurers of $2.6m.

investment income

all investment income received in the year has been allocated to the 2008/09 policy year.
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appenDix iii (unauDiteD)

Funds available for outstanding and unreported claims
class 1 - p&i closed policy years and contingency reserve
    Closed policy years  Contingency reserve

    2009 2008 2009 2008

    US$000 us$000 US$000    us$000 

At 20 February 2009       

balance available at 20 February 2008 (2007)    209,367   220,743  205,459   202,129 

transfers on closure of 2006/07 (2005/06) policy year    46,190   52,859  10,813   2,585

premium adjustment    –  –  (483)   217 

Claims paid net of reinsurance recoveries    (46,380) (43,291) – – 

    209,177   230,311  215,789   204,931 

transfer of anticipated deficit on open years    –  –  (68,598) (20,467) 

minority interest    –  –  1,214  51

(improvement)/deterioration of claims in closed policy years    (12,503)  (20,944) 12,503  20,944 

balance available at 20 February 2009 (2008)    196,674   209,367 160,908 205,459 

   

closed policy years

the balance available for outstanding claims of closed policy years includes a provision for incurred but not reported claims (ibnr) of 

$36.3 (2008: $34.1) million and is shown net of pool recoveries of $12.5 (2008: $7.3) million and excess of loss recoveries and other 

non-Group reinsurance recoveries which amount to $33.8 (2008: $39.3) million. the balance available including ibnr, includes $33.7 

(2008: $20.5) million in respect of outstanding pool claims.



NOTICE OF ANNuAL 
GENERAL mEETING

The Standard Steamship Owners’ Protection  
& Indemnity Association (Bermuda) Limited

notice is hereby given that the 38th annual General meeting  
of the members will be held at shangri la hotel, singapore  
on Friday 9 October 2009 at 9am.

Ordinary business 

to consider and, if thought fit, pass the following ordinary 
resolutions:

1)  to receive and adopt the report and accounts for the  
year ended 20 February 2009

2)  that G bozzini, b Chan, Jn das, ma Ghannam and  
dCC Koo be elected as directors

3)   that n aksoy, F blanchelande, C peraticos, ss teo,  
w thompson, F tsai and t bernardino be re-elected  
as directors

4)   that pricewaterhouseCoopers llp be re-appointed 
as auditors, and to authorise the directors to fix their 
remuneration

by order of the board, 

Charles taylor & Co (bermuda)  
secretary
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