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InNovember 2013, the club published a bulletin outlining its underwriting
methodology. The principles remain largely unchanged, but efforts have been made
to make cost allocation more accurate and easier to understand.

Underwriting approach
Historically, The Standard Club enjoyed very good investment returns, which allowed underwriters to operate to a small deficit.
Theinvestment marketsinrecent years have become volatile and a decentinvestment returnis harder to achieve. The club’s

investment strategy has moved towards capital preservation and, accordingly, the approach of underwriters has been to focus
the club's efforts on breakeven underwriting.

Key financials
* Growthinfreereservesinline with tonnage Freereserves
* Nounbudgeted calls for over 20 years

* Arated (strong) by S&P 400
* Releasecallsamongstthelowestinthe International

Group (IG)

» Combinedratio for year ending Feb 2015: 100%
+ Projected combined ratio for year ending Feb 2016: 98% 300
* Projection of small negative investment return for year

ending Feb 2016.
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Underwriting principles

¢ Theclubisamutual, with the aim that each member should
payinwhatit costs the clubin claims and overheads overa
six-year record period.

¢ Theclubbelievesthat to consistently generate surpluses
isinappropriate and that the provision of high limit cover
forabreakeven costis the correct aim.

Value for money
$ per GT
5

2011 2012 2013
— Standard Club ~ ==I|G Average

2014

Sustainable breakeven underwriting: key principles

* Disciplined underwriting to align member premiums with
claims andrisk. Use of tools for:
— assessment of risk profile
— assessmentofpricing
Continuousimprovement in the efficiency of the
underwriting and claims functions to minimise rate
increases.

Focus on quality of operations
* Focusonoperating quality supported by technical experts
attheclub
Assessment of member and ship risk profile via:
— desktopriskassessment system
— memberriskreview
— shipriskreview
Safety and Loss Advisory committee

The club selects and manages risks based on operating
quality and at renewal aims to improve operating quality by
the non-renewal of some members where standards failed to
be maintained.

Key components of P&l coverage
and costs

Club retention and ‘abatement’

Forthe 2016/17 policy year, the individual club retention will
be $10m ($9m for 2015/16). The club divides the retention
into two layers. The working layer of claimsisup to $2.5m for
the 2016/17 year, although at this renewal historical levels will
stillapply ($2m for 2015/16 and previously $1.5m). The club
looks to individual members to bear the cost of their claims
within this layer over the usual record period. Claims excess of
abatementat $2.5mup to the top of the club retention are
mutualised across the membership asawhole. Theincrease
inthe level of the abatement layer should reduce the
overhead costs going forward.

The club recognises that ships are increasingin size and, for
the 2015/16 policy year, has changed the allocation of the
element of costs applied to tonnage fromactual GT toa
calculation based on the square root of a ship's GT in order to
mitigate the costs for larger ships and to better reflect risk.
This approachis applicable both for the abatement layer and
alsofor the poollayer.

The club has made two further amendments for the 2016/17

policy year:

» Historically, the club hasrelied uponaprojectionat the
beginning of the policy year both for abatement claims and
pool costs. The club hasamended all back years onthe
recordtoreflect actual costs rather thanaprojection, the
only exceptionbeingthe current policy year and the most
recent finished year. This policy will continue for the
foreseeable future.

Historically, the club only allowed one abated claim per
membership group. Going forward, all claims will be
abated.

Group general excess of loss (GXL) costs

* Theclubpassesonthe cost of the general excess of loss
cover whichis purchased by the IG up to $2bn, with an
additional overspill layer of $1bn and a separate tower of
cover for pollution of $1bn.

What the club does not fully charge for

The club, in common with most other IG P&l clubs, has
considered management costs to be covered by investment
income and therefore not part of the rate calculation. Whilst
historically this was the case, thisis not currently true, but the
club continues to discount members’ rates by management
costs. Unlike the majority of IG P&l clubs, the club publishes
management costsinits Annual Report.

The club does not currently show on the front page of the
record either an allowance for claims deterioration (IBNR) or
inflation.

Defence
The club provides anumber of members with defence cover
splitbetween advice and the cost of defending claims.

Forthe 2016/17 policy year, the cost of managing this class
and the cost of reinsurance are incorporatedin the front page
oftherecord. This allocation of these costsisan
amalgamation of a percentage of premiumand anamount per
ship.

Time charterers P&l and Damage to Hull cover

Charterers P&l and DTH operate on a similar basis to owned,
pooled cover.Inthe case of the club, it bears aretention of
$5m and abates claims as with owned entries at $2.5m. In
excess of the club retention, the cost of the club’s reinsurance
programme is passed onto members as a percentage of
premium.




Pro-rata Number of Ships/ Pro-rataEntered GXL/Pool/Abatement costs Policy Year Sub-Total

Entered Tonnage-NAV Tonnage-LUR Thesearethe GXL Thetotal of the previous
The number of navigating The amount oflaid up reinsurance costsplus sixyears
shipsandtonnage entered tonnage contributions to the

ineach policyyear abatementand pool

claims layers

EXPERIENCE RECORD The Standard @

ABC Shipping Company Allfigures showninUSD

Sub-Total

Pro-rata Number of Ships
-NAV .55 10.04 12.88 12.00 69.60 12.00 81.60

Pro-rata Entered Tonnage
-NAV 67,670 91,495 72,081 70,657 434,251 70,657 504,908

Pro-rata Entered Tonnage
-LUR 0 0 0 0 0 0 (0] 0

| ,Mutual Premiums 854,392 776,941 801,601 1,206,289 1,251,323 1,282,603 6,173,149 1,314,668 7,487,817
Paid Claims 67,180 3,105,620 127,395 246,468 670,000 315,895 4,532,558 125,683 4,658,241
Estimated Claims 0 0 15,000 30,000 189,000 325,642 559,642 284,596 844,238
Total Claims 67,180 3,105,620 142,395 276,468 859,000 641,537 5,092,200 410,279 5,502,479
Abated Claims 0 -1,000,000 0 0« 0 0 -1,000,000 0 -1,000,000

Total Claims Net of
Abatement 67,180 2,105,620 142,395 276,468 859,000 641,537 4,092,200 — 410,279 4,502,479

GXL/Pool/Abatement
costs 202,903 184,430 — 346,519 229,486 405,073 361,545 1,729,956 336,511 2,066,467

Total Costs 270,083 2,290,050 488,914 505,954 | 1,264,073 1,003,082 5,822,156 746,790 6,568,946

Premiums Per Pro-rata
Ship 68,079 76,697 79,841 93,656 104,277 106,884 88,695 109,556 91,762

Premiums Per Pro-rata
Entered Ton 12.63 12.59 8.76 16.74 17.71 18.15 14.22 18.61 14.83

Claims Per Pro-rata Ship 21,521 226,066 48,697 39,282 105,339 83,590 83,652 62,233 80,502

Claims Per Pro-rata
Entered Ton 3.99 37.12 5.34 7.02 17.89 14.20 13.41 10.57 13.01

Policy Year Loss Ratio 32% 295% 61% 42% 101% 78% 94% 57% 88%
Cumulative Loss Ratio 32% 157% 125% 98% 99% 94% 94% 88% 88%

Notes
Mutual Premiumis ETP (Estimated Total Premium) plus any other mutual premiumincluding Supplementary Call/Release Call;
GXL/Pool/Abatement costs comprises GXL costs plus anallowance for Pooland Abatement dosts within the clubretention;
No claimsintherecordperiod are abated;
Management costs are excluded;

The aboverecord shows actualincurred claims without inflation or expected deterioration (IBNR).
Company and figures are fictitious and not based on any existing client company.

Mutual Premiums Abated Claims Total Claims Net
Thisincludesallthe Thevalue ofany claim of Abatement
instalments of estimated excessUS$1.5m($2m for Total claims excludingany
total premiums 2015/16) removed from amounts abated. Claims
therecord figuresdonotincludeany
allowanceforIBNR or
inflation




Web alerts The Standard Club issues a variety of publications and web alerts on topical issues and club updates.
Keep up-to-date by visiting the News section on our website www.standard-club.com

@StandardPandl
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This Standard Bulletin is published on behalf of

The Standard Club Ltd by the managers’ London agents:
Charles Taylor & Co. Limited Standard House,

12-13 Essex Street, London, WC2R 3AA, UK

Registered in England No. 2561548

The information and commentary herein are not intended to
amount to legal or technical advice to any person in general or
about a specific case. Every effort is made to make them accurate
and up-to-date. However, no responsibility is assumed for their
accuracy nor for the views or opinions expressed, nor for

any consequence of or reliance on them. You are advised to seek
specific legal or technical advice from your usual advisers about
any specific matter.

Telephone: +44 20 3320 8888 Emergency mobile:
+447932 113573 E-mail: pandi.london@ctplc.com
Website: www.standard-club.com

Please send any comments to John Reily.
E:john.reily@ctplc.com T:+44 2033208838

The Standard Club Ltd isregulated by the Bermuda Monetary
Authority. The Standard Club Ltd is the holding company of
the Standard Club Europe Ltd and the Standard Club Asia Ltd.
The Standard Club Europe Ltd is authorised by the Prudential
Regulation Authority and regulated by the Financial Conduct
Authority and the Prudential Regulation Authority.

The Standard Club Asia Ltd is regulated by the Monetary
Authority of Singapore.
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