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MARINE ENERGY (Offshore Energy)
by Single Market share - 2016

Total estimated 
US $ 3,600m

“Ocean Ranger” (1980)

Semi-submersible self-propelled drilling rig 
(the largest in the World), operated by Mobil Oil in Canada.

- Severe weather conditions; - a flawed rig design;
- inadequate emergency training; - inadequate life saving equipment; 
- poorly enforced safety regulations.    

A month after the rig capsized, the federal and provincial governments jointly appointed a Royal 
Commission on the Ocean Ranger Marine Disaster. 

The federal government responded quickly to the Commission’s reports and by July 1985
had acted on 90 of the 136 recommendations. 

Lloyd’s of London share US$ 76.5m International Market share US$ 25.5m

On 14 February 1982 it reported storm seas of 17 metres, with waves 
up to 20 metres. On 15 February, with a severe list to the port side, a 
Mayday was sent out, with a request for immediate assistance.

She then sank, with the loss of the whole crew (84).

MAJOR LOSSES - 1
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“Piper Alpha” (North Sea - Jul ‘88)

(operated by Occidental Petroleum)

… A pump was turned on while it was in the 
process of  being fixed: subsequent gas explosion
…    … in just a few hours, this marvel of engineering 

was reduced to a blackened, smoking  stump … 
Most of the rig melted and fell away into the sea … 

Expected Financial Loss : $800m Physical damage, $20m Control of well, $50m 
wreck removal, $7m Seepage and Pollution, $10m Casing and tubing, $8m Pipeline 
loss, $2m loss of product,  $50m re-drill. Total: $ 947m. Casualty claims not included.

… Lord Cullen's report: … these incidents … nearly always 
the problem comes to down to poor management …

… Of the 225 men on board 167 died …

(from the BBC:)

Actual insured loss: US$ 3,400m

Memorial to the disaster

MAJOR LOSSES - 2

“Exxon Valdez”
(Mar.’89)

Killed:  350,000 sea birds,  3,500 sea otters,  250 bald eagles, 
200 seals,  14 killer whales  and countless fish.

1994: Punitive Damages: $ 5,000,000,000 (the largest 
punitive damages award in American history)

Financial loss:      $2,300m for clean-up, 
$1,000m settlement to Federal Government, 

$300m compensation to local people.    Total $ 3,600,000,000

Nov.  2001 Supreme Court decision: 4-1 ratio between punitive damages and actual 
damages is “close to the line” between a “constitutionally acceptable” and a 
“constitutionally unacceptable” jury verdict.

US Federal Appeal Court: the fine for punitive damages was excessive. The 17-1 ratio must be reduced.

In June 2008 the Supreme Court capped the punitive damages to $507m. 

In 2009 an additional $ 480m (interest on the delayed damages) was added

She struck Bligh Reef, Prince William Sound, Alaska, spilling 11m gallons of oil.

MAJOR LOSSES - 3
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The largest 
offshore oil platform 

in the world.

Dec. 1999

“Petrobras P-36”

MAJOR LOSSES - 4 Petrobras P-36 - 1

Some Energy underwriters 
withdrew from the market.

Petrobras premium went from 
US$ 7.5m to US$ 48.8m.

Expected claims US.$ 650,000,000.

She sank five days later

15-3-2001: 
three gas 
explosions. 
11 workers 
dead.

The “Petrobras P-36”
has now been replaced 

by and FPSO (Floating 

Production Storage Offloading)

After significant improvements in safety and environmental record, 
in 2003 premium was reduced to US$27m

MAJOR LOSSES - 5 Petrobras P-36 - 2
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MAJOR LOSSES - 6

Drilling rig “Deepwater Horizon”
Nine-year old, semi-submersible, 
dynamically positioned. 
Owned by Transocean (the world’s 
largest offshore drilling rig fleet).
On lease to BP. “Strong” safety record.

A violent explosion (methane gas) on 
the 20th April 2010: 11 men killed and 
17 injured.

Gulf of Mexico, 41 miles off Louisiana. 

They tried to place a containment dome over the leak, to pipe the oil to a vessel.

MAJOR LOSSES - 7

Finally they managed to position into the burst pipe a special tube 
which diverted the flow. The leak was stopped on the 15th July 2010.

Failed

It cost BP over $ 3,000m. BP agreed to create a $20,000m fund. 

The salvors tried to close the well valves by using an ROV. 

They tried to pump in heavy fluids.

Failed

Failed

After burning for 36 hours, 
the “Deepwater Horizon”
sank, causing the largest 
offshore oil spill in US history (5m barrels escaped from the 
well over a period of 3 months).

“Deepwater Horizon”
20th April 2010

The total losses could reach $ 30,000m. It could take 20 years to find out.

9th April 2011: 90% of the affected shoreline has been cleaned

Many experts deemed the largest environmental disaster in history

In Jan. 2018
BP announced it was 
nearing the end of the 
“Deepwater Horizon”
compensation process, 

culminating in a 
total payout of about 
$65,000 million from 

the disaster. 
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MARINE  LIABILITIES

The “Titanic” (1912) resulted in the International 

Convention for Safety of Life at Sea (SOLAS).

Four main categories of marine liabilities: oil pollution

damage,  damage caused by the carriage of hazardous 

cargoes, injury or loss of life to passengers; wreck removal.

The “Estonia” and the “Erika” (in the 1990s) triggered 
the review of existing compensation regimes.

The “Torrey Canyon” (Scilly Isles - 1967) resulted in 
the existing compensation regime 
regarding oil pollution from tankers.

SHIP DISASTERS OFTEN LEAD TO NEW LEGISLATION

Recovered by Salvors 

in just ONE year

(2007)

The 3 largest losses 

in FOURTEEN years 
(1989-2002)

POLLUTION - 1
24.3.1989 

Alaska

14.11.2002
Spain-France

15/2/1996 
Milford Haven

14 years
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POLLUTION 
- 2 -

2012

2016:  213 salvage operations - Total 2,683,899 tonnes

The International Group Reinsurance Protection
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“Overspill claims”
$3,100m to $7,600m
fall back to the IG

(the Group and the single 
clubs have various 

reinsurance protections)

Beyond $7,600m
shipowners

are on their own.

The International Group 
Reinsurance Protection - 2

P. & I. CLUBS - 2

US$ 3,100m
(see preceding slide)

2018
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MARINE LIABILITIES - A “REAL” EXAMPLE - 1

Bright Field Accident
14 Dec 96: bulk carrier “Bright Field” (68,000 
GRT) struck a dock housing a Riverwalk mall 
and hotel complex in New Orleans, on the 
Mississippi River.

116 people were injured 
15 shops and                                                                                                                 

456 hotel rooms of the Hilton Hotel were destroyed

The vessel lost an engine oil pump which automatically 

shut down an engine at a very bad time (3 minutes till 

impact). 

Manual over-rides (to the shutdown) were available but 

not used. 

That would have restored full power within 10 seconds.

It was reported there may have been a communication 
problem with the mostly non-English speaking crew.
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How often ?

French Quarter

50 similar incidents in 13 years

MARINE LIABILITIES - A “REAL” EXAMPLE - 2

... Product tanker “Castor” (1977, Cyprus, class withdrawn by 
ABS) (20 m crack on the ship’s deck following extreme weather …), now 9 days 
into the high-seas drama which has seen three countries deny her refuge (Spain, 
Gibraltar and Morocco) … for fear that her cargo of 29,500 tonnes of unleaded 
gasoline might ignite and cause the ship to explode …

“NOT IN MY BACK YARD” - 1

… European Commission : we are proposing a network of ports of refuge … 
Salvage, shiprepair and anti-pollution facilities could be concentrated at such centres. 
… Risk of loss or pollution could be reduced ... 

But at the end of the day … it comes down to individual 
governments being willing to confront the rage of their own 
citizens who will fight to prevent a port being nominated an 
“official” port of refuge. 

The “not in my back yard” factor remains both live and 
potent.…owners are now seeking assistance from France, 
Italy, Tunisia and Malta ...

France and Italy never gave any answer …
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…… The unwillingness of Morocco, Spain, Algeria, Gibraltar, Greece, 

Tunisia and Malta to grant the vessel access to sheltered coastal waters turned the 

tanker into a pariah, buffeted by gale force winds while waiting calm weather to 

undertake a ship to ship transfer of cargo

“NOT IN MY BACK YARD” - 2

From ABS 
internet site

… the states that denied access to their territorial waters did so from a belief that the 

vessel posed an unacceptable hazard, either from explosion or cargo spill. 

Independent scientific analysis … clearly showed that the risk of an explosion was 

minimal and that the potential pollution was far worse if the vessel was to sink in 

deep water.

“Since suffering the initial heavy weather damage this vessel has been subjected to 

an extreme Force 12 gale with wave in excess of 8 meters without any further 

deterioration in its structural condition …

Only a remarkably robust, well maintained vessel in stout structural condition

could withstand such a beating and still deliver its cargo safely”

You can be lucky but not all the time

13th Nov. 2002 - Galicia, NW Spain
The “Prestige” (1976 - 42,820 GRT - ABS), a tanker carrying 77,000 tons of fuel oil, 
requests assistance after running into trouble in heavy seas: over 24 hours with gale 
force 10 and 11 and waves up to 20 ft. She suffers damage to her side plating. 

Spanish and Portuguese authorities rule out requests 
from Smit Salvage to find a place of refuge close 
to the coast and deny the ship entry into their coastal 
waters  (remember the “Castor” ?). 

“NOT IN MY BACK YARD” - 3

She might have been holed by one of 200 logs lost by another vessel in the vicinity, just 
hours before the captain issued a distress call. Crewmembers had stated they had heard a 
loud bang, like an explosion. 

Spanish officials order the ship to be towed 120 
miles offshore and say they are “optimistic” of 
avoiding a major environmental disaster. 

Same treatment from France. 



10

Ecological catastrophe. Largest spill ever, twice the size of the “Exxon 
Valdez” (Alaska 1989). 

You can be lucky but not all the time

19-11 the “Prestige” breaks in two and sinks. 

Many feel that authorities should allow the vessel into a port or a bay and - if necessary -
sacrifice a small area to prevent a more widespread disaster.

“NOT IN MY BACK YARD” - 4

MD of Smit Salvage: calls for safe havens to be designated were “falling 
on deaf ears”. “All governments say it is important, but 
they also say   ‘not in my back yard’ ”.

Nov. 2002: John Lillie, MD of the London Salvage Association“: 
we have no reason to believe the “Prestige” wasn’t in first class conditions”.

July 2002: IMO agrees a draft resolution on guidelines on places of refuge. 
When a ship has suffered an incident, the best way of preventing damage 
or pollution is to transfer its cargo and bunkers, and to repair the casualty. 

“NOT IN MY BACK YARD” - 5

Joop Timmermans, President of the ISU: Estimated loss (WWF) : € 5,000m.
The Salvage Award - had the salvor been granted a place of refuge - would have been in the order of € 
5m/15m. Some pollution would have been inevitable. The cost would probably have been € 20m-30m.



11

MARINE REINSURANCE

(Not very nice and not appreciated ...)

Reinsurers give their capacity to:

- operators who prefer to get rid of their bad risks by passing
them to someone else (“rubbish dumping”).

- operators who are faced with unknown (or known too late) 
accumulations;

- larger operators who must sometimes write very large “lines”,
which could not be easily balanced in their account;

- smaller operators who do not have enough capital to 
participate effectively in their market;

OUTGOING - INCOMING

OUTGOING REINSURANCE

Business “ceded” by an Insurance Company (the “Ceding 

Company” or the “Reassured”), in various forms, to another 

Insurance Company:  the “Reinsurer”.

INCOMING REINSURANCE

Business “written” by an Insurance Company (the “Reinsurer”),    

in various forms, from a “Ceding Company”.

Professional Reinsurers: Insurance Companies which write only

(and specialize in) Reinsurance business.



12

MOST IMPORTANT  REINSURERS

Insurance and ReinsuranceProfessional Reinsurers

FACULTATIVE - TREATY

FACULTATIVE REINSURANCE

Single piece of business (one shipment or one cover)

e.g.   - one shipment of Machinery to Papua New Guinea

- one annual cover for British Petroleum

TREATY REINSURANCE

All business of a specific type 

e.g.  - Marine Treaty (all Marine business is ceded)

- Cargo Treaty (all Cargo business is ceded)

- Hull Treaty  (all Hull business is ceded)
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TREATY REINSURANCE - PROPORTIONAL

- SURPLUS TREATY (100% of all risks above a certain limit)

Examples: First Surplus   - US$ 2,000,000 surplus to US$ 2,000,000

2nd Surplus    - US$ 4,000,000 surplus to US$ 4,000,000

- FACULTATIVE/OBLIGATORY TREATY

Example: US$ 2,000,000 

(like a “Cover”, but with no control from the Reinsurer) 

- QUOTA SHARE TREATY (fixed percentage of all risks)

Example: 50% Quota Share - Limit US $ 2,000,000

TREATY REINSURANCE (R/I) - 1

50% Quota Share - Limit US$ 2,000,000

1.3

77/23

1.5

67/33

Year 1

TREATY REINSURANCE - 2“Cession”“Retention”

solution
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Effects of the 
50% Quota Share - Limit US$ 2,000,000

“Cession”

“Retention”

Year 2

TREATY REINSURANCE - 3

First Surplus
Limit :      US$ 2,000,000 
surplus to US$ 2,000,000

50% Quota Share 
Limit : US$ 2,000,000

Year 3

Cession under the Surplus Treaty

“Retention” of the Ceding Company

Cession under the Quota Share Treaty

TREATY REINSURANCE - 4
Important
Within a single original policy giving an 
annual cover, a surplus treaty works like 
a quota share treaty.

S.I. of a single shipment or 
limit in an annual cover



15

50% Quota Share 
Limit : US$ 2,000,000

First Surplus
Limit :      US$ 2,000,000 
surplus to US$ 2,000,000

Second Surplus
Limit :      US$ 4,000,000 
surplus to US$ 4,000,000

Year 4

TREATY REINSURANCE - 5

Second Surplus

Limit :      US$ 4,000,000 

surplus to US$ 4,000,000

First Surplus
Limit :      US$ 2,000,000 
surplus to US$ 2,000,000

50% Quota Share 
Limit : US$ 2,000,000

Year 5

TREATY REINSURANCE - 6

Facultative Obligatory Treaty
Limit : US$ 2,000,000

Facultative Reinsurance, if necessary
Or a bigger “Facoblig”
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TREATY REINSURANCE - 7 

A MARINE QUOTA SHARE R/I SLIP - 1

TREATY REINSURANCE - 8 

A MARINE QUOTA SHARE R/I SLIP - 2
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TREATY REINSURANCE - NON PROPORTIONAL

- EXCESS OF LOSS (XL)
Reinsurer pays all claims above a certain level
Examples: First XL     US$   2,500,000 excess of (x) US$ 1,000,000

Second XL US$   5,000,000    x   US$ 3,500,000
Third XL    US$ 10,000,000    x   US$ 8,500,000

- STOP LOSS
Reinsurer pays all claims above a certain loss (to an overall Account) 
Example: US$ 10,000,000 x 105% of P.I. (Premium Income) = 
after the Reassured has paid losses of 105% of all his premiums.

( That is: after he has already suffered a 5% “technical loss”
(before expenses) on his, say, Cargo account )

TREATY REINSURANCE - 9

PROFESSIONAL REINSURANCE 

PROFESSIONAL REINSURER

>>> Better view of the overall general market

In Italy : Unione Italiana di Riassicurazione (Uniorias).
Bought by Swiss Re in 1997. 

MARINE UNDERWRITER (specialist reinsurer)

>>> Better knowledge of the Marine market
>>> Better knowledge of the single original risks, therefore:

> better understanding between “partners” (same “language”)
> better assistance in case of problems
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INTERNATIONAL PROGRAM - 1

Company in 
Australia

Company in 
Argentina

Company in 
Sri Lanka

Company in 
Turkey

Company in 
Perù

Company in 
Angola

Main Reinsurer / Co-ordinator of the R/I Program
(he issues the Master Policy including cover for contingency + differences in conditions)

100%

100% 100%

90%

95%

95%

OUR INVENTED INTERNATIONAL CLIENT HAS A

Main
Reinsurer /

Co-ordinator

Reinsurer
X

Reinsurer
Z

Main Reinsurer / Co-ordinator of the R/I Program

30%

Captive Insurance Company
(Internal consultant - Self Insurance - Tax benefits)

Reinsurer
Y

Reinsurer
W

20% 20% 10% 10%

10% retention 

(of premiums  
received)

100%

INTERNATIONAL PROGRAM - 2
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CONSORTIUM TRAGAZ

Consortium: Nuovo Pignone (formerly ENI Group, now General Electric), 
Snamprogetti (ENI Group), Gazprom (Russian Gas Co.), Gazexport (Gazprom Group). 

Gazprom is the “buyer" (but with western financial help), therefore our Client. 

Transport of various materials (pipes, machinery, etc.) to build a 
gas duct from the CIS to Western Europe, including Italy.

Sum Insured: over US.$ 1,800m      - Limit a.o.v. US.$ 75m 

Premiums: over US.$12m - Very good results for all parties involved                                                

Assicurazioni 
Generali 50%

Padana Assicurazioni 30%
(captive of the ENI Group)

SOVAG, Hamburg
50% owned by Ingosstrakh, Russian State Co. 

50% owned by Gazprom, therefore a  “Captive”

25% 15% 10%

London Market, which participated in the quotation 

15%

Further 
reinsurance needs: 

to their treaties

6%

(Example of an International Program)

Navale Assicurazioni 20% 

(Generali Group)

READING SUGGESTIONS - 1

Marine Insurance - Volume 1 - Principles & Basic Practice

Marine Insurance - Volume 2 - Cargo Practice 

Marine Insurance - Volume 3 - Hull Practice

R.H.Brown

Analysis of Marine Insurance Clauses

Book One: The Institute Cargo Clauses

Analysis of Marine Insurance Clauses

Book Two: The Institute Hull Clauses

R.H.Brown
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A Handbook to Marine Insurance

“The Bible” 

Victor Dover (revised by R.H. Brown) 

Lloyd’s Survey Handbook

Dictionary of Marine Insurance Terms and Clauses,

R.H. Brown

Marine Insurance Claims 

J. Kenneth Goodacre

READING SUGGESTIONS - 2

READING SUGGESTIONS - 3

Reinsurance in Practice
Robert J. Kiln

Reinsurance Underwriting
Robert J. Kiln

When I was in London (1974-86) I used to go to the “Lunchtime 
Lectures for the Under Thirties”. I was actually “over”, but the 
lectures were very interesting and they were always open to 
everybody. I remember many over 60s who went regularly. 

REINSURANCE

Having had the great pleasure of listening to Bob many times at his Lunchtime 
Lectures (e.g. “The need for better long tail liability reserving”) I strongly
suggest you read the following books:

The Kiln Syndicate (510) is now owned by Tokio Marine

Bob used to call it 
“The Art of Underwriting people”
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In my research I have used abstracts of articles and pictures 
found in various publications and internet sites, and I am 
grateful to all of them, among which: 

- Lloyd’s of London - IUA
- London Salvage Association - Business Insurance
- Lloyd’s List - IUMI
- Insurance Day - Marsh
- Fairplay - AON
- International Tug & Salvage - Willis
- International Salvage Union - LMA
- The Law Offices of Countryman - AM Best

& McDaniel

ACKNOWLEDGEMENTS

IF YOU’RE GOOD ... AND LUCKY  

The Underwriter who missed the total loss
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IF YOU ARE VERY UNLUCKY

The Underwriter who never missed a Total Loss


