Finance option eases owner cash flow worries
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MANY ship owners are facing a challenging cash flow situation and are looking at options for easing their cash outgoings. A new and possibly unique finance scheme has been set up that offers owners a facility to spread their annual insurance premiums evenly throughout the year, writes Steve Matthews .

Traditionally, owners pay premiums upfront from their own cash or with external finance. Many insurers offer deferred payments, usually up to a maximum of quarterly. 

However, new UK-based venture Insurance Premium Finance is offering owners the option to spread premium payments over 10 instalments. 

The scheme covers hull & machinery, P&I, cargo and other marine risks, including war risk insurance, and is available to owners, charterers and cargo owners that pay at least $75,000 for their annual insurance premium.

Director Neil Barlow said: “Our research showed financing of premiums has until now been unavailable for cross-border transactions. For example, a Greek shipowner arranging cover in the global marine insurance market in US dollars would not be able to obtain finance to spread the cost of the insurances over multiple instalments, other than using the existing limited facilities granted by the insurance companies themselves.”

He told Lloyd’s List that IPFL had secured a credit facility from a major non-UK international bank to finance the scheme. This is a considerable achievement in the present financial situation.

Several layers of security are in place to protect against default. The main security is through underwriters, and IPFL will only do business if underwriters agree a cancellation clause to be exercised in case of default by owner. The scheme is regulated by the UK’s Financial Services Authority.

[this is incorrect – our scheme is not regulated by the FSA – IPFL].

Mr Barlow, who is chairman of insurance broker Harbour, said IPFL pays the insurers upfront with the normal 60-day payment period. This means the insurer gets its cash quickly and the benefit of any prompt payment discount can be obtained. For owners obtaining their own finance to pay premiums it is likely that the total cost will be lower using this scheme, Mr Barlow said.

“I believe this scheme is unique in the maritime business,” he said, adding that the scheme was aimed mainly at fleet business rather than for individual vessels, as this spreads the risk. Although cash-rich owners may not see any advantage in such a scheme, it could assist many others’ cash flow profile and help them trade through a difficult period.

“The benefits include improved cash flow for reinvestment in the business, avoiding surprise premium demands and borrowings from their own bank, clearer budgeting and the ability to claim tax relief in some jurisdictions on the finance charges. Payment of claims should also be easier as there will be no premium outstanding at an early stage,” Mr Barlow said.

