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President since 1998

Previously lawyer with LBP
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367’ Mothership Excellence
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EXCELLENCE is not an F/T but takes deliveries from smaller C/V in Bering Sea


Perspective

Vessel Owner and Operator, not an Underwriter
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In preparation for talk, met with UW’s, brokers and F/T owners

Drank some good beverages and had some good discussions regarding the issues

My presentation is made from that of a vessel owner and operator, not an underwriter and reflects my views after own experience and after talks with others



U.S. factory trawlers’ insured
values are rapidly escalating.
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Why was I asked to talk today?

Values are rapidly escalating which has raised the eyebrows and awareness of some UW’s

What is the issue?

Change Slide


Current Challenge

x Older tonnage = decreasing value

» U.S. Factory trawlers = increasing
value

x WWhat Is the explanation?
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The American Fisheries Act

« Established 1998
to rationalize
fisheries of the
Bering Sea
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In order to evaluate the explanation, must understand the regulations that apply to US F/T’s

AFA was major legislation introduced in 1998 in order to reduce overcapitalization of the Bering Sea pollock fishery

The AFA also established new citizenship requirements, increasing us ownership from 51-75%
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The American Fisheries Act
Section 208 (e)

» Selected 20 eligible participants to form fishery
cooperatives

» Cooperative contracts = pseudo property right to
fish allocations

» Places limitations on ability to replace vessels
and on use of vessels outside of Bering Sea
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Click through slide

20 named vessels
	only 19 remaining

Click slide

Established a fisheries cooperative
	Pollock Conservation Cooperative

Through contracts divided pollock allocation amongst members

Click Slide

AFA placed limitations on vessel’s ability to be replaced and on vessels use outside of the Bering Sea
	limitation on outside use effectively 	makes vessels unmarketable outside BS 

Next slide


Limitations to Replacement

= Constructive or actual total 1oss

» Vessel must be built or rebullt in US yard
» Hard to find existing eligible replacement vessel

» Only option Is to replace with new construction
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Click
Limits replacement to events of ctl or atl
	is however legislation pending which 	would allow for any reason
Click
Requires vessel be built or rebuilt in US yard
	Closed loophole of the prior anti-	reflagging act which allowed vessels to 	be built in foreign yards

Click

Problem is, even if ctl or atl which allows replacement, there is no inventory of comparable vessels or hulls to purchase

Click
Vessel owners only option is to replace with new construction
Click


Coverage and Value

» Typical H&M coverages at “Market Value’

x NoO Inventory In
market = no ability to
assess ‘Market Value’

« No Market w/o quota =~
« Recent sales not \ =3
Indicative of true e e =

market value
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Click
Although policies are Agreed Value, typically, H&M is at market value
Click
However, without inventory and sales, surveyor’s estimate of market value lacks credibility
Click
In part this is because without quota there is no market

And, any time there is a sale, it includes the quota making it difficult to establish value of vessel versus value of quota

For that reason, recent sales are not necessarily indicative of true market values

$177 M  ALASKA OCEAN
$100-120 M for HIGHLAND LIGHT/Tracy Anne

In fact could be argued value of vessel in tx was $0
Click



Trend since 2005 toward
Increasing Insured Values

» \essel owners shifting toward Replacement Values
» Banks want security

» Escalating replacement costs
» Commodity prices
s Yard space availability/cost

» Health of industry allows owner to buy additional
coverage

» Higher Values Cost no more in Soft Market
» Awareness following major casualties
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So why in the face of this are values increasing?

Pending replacement legislation has owners looking at cost to build new
	finding 100-150 Million
Click
Banks are loaning substantial amounts of money and seeking security/insurance covenants
Click
Read
Click
Read
Click
Read
Add- due to inability to replace, owners are investing substantial amounts in capital improvements for new technology in old platform

Next
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In my discussions with brokers, surveyors and underwriters there seems to be concern about rapidly increasing values and whether they are overinsuring, insuring fishing rights or providing balance sheet protections to vessel owners

On other hand, every vessel owner I spoke with (myself included) feels they are evaluating a risk tolerance for underinsuring

Based on estimates of cost to build a new small F/T for $100 M and a large for $150 M, most owners feel they are insuring for about 50% or less of the costs for a new build

In spite of these two positions, it seems that UW and Vos have always been able to achieve an ageement on values
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Increasing insured values reflect a changing economy and changing attitude toward insurance

Uws must adapt to this changing environment in reaching agreements with vos on agreed values

Understanding the legal and economic issues confronting vessel owners when making their decision on an appropriate level of insurance is critical to underwriters confidence that vessel owners are not overinsuring or insuring something other than the vessel

In this changing environment, Uws should focus their surveys on replacement costs rather than trying to ascertain a market value, since this is nearly impossible following the AFA
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