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Protection & Indemnity Clubs
(First Episode)

Most of commercial relationships on the international level are mainly based on maritime shipping and it is also known that three quarters of the world trade are seaborne. It is also worth-mentioning that oil transportation constitutes solely half the volume of maritime transportation. Maritime transportation has kept up with the huge technological leap in Shipbuilding industry as realized in building huge tankers and container and carriage ships.
Undoubtedly, all those working in industrial and agricultural production and those in charge of maritime shipping affairs would not have made their great achievements and risked their money and interests against the sea horrors unless being backed by Marine Insurance; such type of insurance has been existing ever since the appearance of sailboats, preceding by that all other types of insurance.
Maritime shipping and trade are based on three integrated and inseparable pillars of marine insurance; namely, insuring the ship, the sea cargo, and insuring the liability of the marine carrier. The third pillar is mainly based on Protection and Indemnity Clubs, known in brief as P&I Clubs.
Background on Historical Development:

Grasping the historical development of Protection and Indemnity Clubs is not unnecessary or marginal, because the matter takes us to get to know the roots of the establishment of P&I Clubs in order to understand several rules of insurance coverage introduced by such Clubs and their financial system. Furthermore, the image shall not be clear in our minds about the situation of P&I Clubs, their locations and headquarters unless we are briefed on their history and creation. Having an overview on the P&I Clubs, we shall realize their development that shows the characteristic that distinguish them, namely, their vitality and flexibility in containing risks and covering of the same on the spot, and how such clubs gained credit amid the Marine Insurance Sectors in spite of the slow and hesitant steps on the part of the traditional marine insurers.
At the beginning of the Nineteenth Century, burdens of marine insurance on English Ships were very heavy for Ship Owners, let alone the insurance being insufficient for covering the marine risks. Some Ship Owners started individually to agree on mutual insurance coverage for them together against dangers related to ships and freight. In England, there were about twenty groups who practiced the traditional insurance operations along with subscribers of LLOYD’s in London which date back to the end of the Seventeenth Century.

Such groups started to attract Ship Owners by providing Insurance Coverage more than that provided by traditional insurance policies. By joining such groups, Insurance burden would become less than premiums of traditional, because such groups were not seeking profit which is sought by traditional professional insurer, in addition to its being unofficial. The old Shipmasters, in-charge of such groups, used to inspect ships, supervise the repair of such ships, issue necessary instructions and determine marine safety rules, and even installing marine lights on the Port and Starboard of ships was originally the idea of one of the groups registered in the authority of (Tyne) and then they introduced it to the British Navy in 1847.
Since the middle of the ninetieth century, new developments happened in the commercial shipping, which could not be contained by the traditional insurance that was less interactive with it.  Thus, mutual insurance groups distinguished by flexibility to maintain insurance coverage for the marine staff of the ship after the increase the risks of shipping by steam ships and providing insurance coverage for ship’s staff as well as passengers, especially after the increase of the number of immigrants from Britain to America and Australia in hundreds of thousands annually. Also, there was insurance against liability before other ships in marine collisions, where the traditional insurance was not covering the same and even in case of acceptance of coverage, Traditional Insurers would receive extra insurance premiums and, however, they used to cover only three quarters of the other due compensation. For protection and indemnity groups to include these new risks, they had their own distinguished style and had not only become insurance groups to cover the body of the ships and freight as they started, rather, they provided mutual insurance for the liabilities of their member Ship Owners, and with the name known at this time Protection Associations which means protecting and compensating them for sailors and passengers' claims resulting from marine transportation.

In the year (1855), Peter Tindall and John Riley from Yorkshire established the first of these associations, later on called Britannia Steaming Insurance Association Ltd. In the same year John Holman established another under the name of Ship Owners Protection Ass. which was succeeded by West Of England Shipowners Protection & Indemnity Association and in (1869) United Kingdom Mutual Steam Ship Assurance Association Limited. Then many protection and indemnity associations were formed and varied in other countries such as the Scandinavian SKULD in Oslo, Stockholm and Copenhagen. There is also the Norwegian association (GARD), the Japanese Protection and Indemnity Association, protection and indemnity in the United States. Furthermore, protection and indemnity associations, in terms of insurance, cover (90%) of the ships in the world with no discrimination among ships’ flags or nationalities of its owners.

Since the end of the Nineteenth Century, mutual insurance associations were established for shipowners known as (Defence Clubs) whose purpose was to provide legal assistance for its members through defending them, Shipmasters and agents in lawsuits brought against them or whatever procedures initiated and does not come under the usual coverage of protection and indemnity. Also, such Defence Clubs used to handle procedures of claiming and litigation for what is deserved for shipowners of freight, delay penalties or indemnity of ships’ delay. The association bears the judicial and legal expenditures resulting from such procedures and claims on behalf of shipowners.

Characteristics of Protection and Indemnity :

The most distinguished characteristic of protection and indemnity associations is mutual insurance system among its member shipowners; they share together mutual relationship in covering risks and liabilities incurred by such ships. It can be said that every member shipowner is considered an insurer and insured with the value of the coverage on his liability for the ship or ships owned by him. At the same time, he is an insurer for the rest of member shipowners, with the amounts he contributes to covering the indemnities provided by the association to them. On such bases, protection and indemnity association is not an insurance company, has no capital and seeks no profit, far from insurance companies that seek profit, has capital, and gives its shareholders a return representing the profit of every share of its shares like every commercial company. The protection and indemnity association has a legal personality, according to the English Companies Code, it is registered only to establish the legal personality. In this respect, the association litigates its members to fulfill their commitments and they litigate it by litigating its board of directors for the faults determined in its Articles of Association and regulations. It is worth-mentioning that there were attempts in England to deem protection and indemnity association as insurer for shipowners’ liabilities, so it can be jointly litigated with them to oblige it to pay the due and deserved indemnities for its claimers such as insurance companies. Nevertheless, such attempts ended up with a well-known Verdict for the English House of Lords which decided that in such cases it is not allowed to have recourse against protection and indemnity associations and that insurance relation between shipowners and protection and indemnity associations is limited to its two parties and no other.

Protection and indemnity associations have important side activities, such as they have technical and financial huge abilities, not available to shipowners. Thus, such associations do important researches on different fields of shipping whether technical or legal, and they supply their members with such continuously taking into consideration the interest of shipowners and avoidance of loss and risks in all types of marine transportation. Also, such associations participate in international conferences concerning marine transportation and marine accidents, as they express the interests of shipowners during discussion and drafting of international marine conventions, agreements and the amendments of which from time to time. Since the year (1967) the biggest registered protection and indemnity associations in Britain have agreed to establish the so-called London Group, where they participate in POOL union and cooperate in covering the huge claims that any association may required to pay. This International Group of Protection and Indemnity Clubs (P&I Clubs), and now it combines (17) of protection and indemnity associations which belong to Britain, Sweden, Norway, the United States and Japan.

According to its rules, every association undertakes to cover the indemnity for its member shipowners which belong to it with an amount of two million US dollars for each claim. In case the claim exceeds this amount and up till Fifteen Million US Dollar, the group associations share together to cover the difference jointly, according to the rate of the total capacities of ships that belong to every association. Further, the group covers insurance with international traditional insurers for any claim exceeding Fifteen Million US Dollars and till one Billion US Dollar, except for claim resulting from oil Pollution where the maximum is Five Hundred Million US Dollars, which is also the maximum for coverage in any association of protection and indemnity of group members. The above confirms confidence and the financial support enjoyed by Protection and Indemnity Associations and shows the importance of the mission it undertakes to serve marine Shipowners and protecting them against financial disasters resulted from marine accidents and risks which have now became very gross, and this, in fact, can totally rave any company of maritime shipping companies in the event that such shipping companies depend on traditional insurance.
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