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Embracing blockchain technology in shipping industry: Motivators

and Challenges

Carmen Sum / Helen Wong / Kenneth Lo

Blockchain Technology

The technological industry keeps
launching innovations to enhance
business operations and improve people’s
quality of life. Blockchain technology is
one of the creations receiving attention
from governments and enterprises. It is
a distributed ledger technology (DLT)
involving computational techniques
linking and storing digital information in a

database.

Blockchain technology was used
initially in the financial industry. Its first
generation works well for the digital
currency, and its applications are evolving.
The second generation focuses on assets
and trust agreement — smart contract.
The next revolution will emphasise on
the criticism about scaling, transaction
processing time, and bottlenecking issues.
The potential and benefits of blockchain
technology are enormous and expected
to contribute to the business processes
for various industries. This technology is
penetrating other sectors, and the shipping

industry is the early adopter.

Blockchain Technology and Shipping
Industry

The shipping industry is taking the
second lead to the adoption of blockchain
technology in operations. Maersk Group
and IBM cooperated and developed a
blockchain platform, TradeLens, which is
used as the foundation for digital supply
chains. It establishes a single shared view
of each transaction with details, data
privacy, and confidentiality for the trading
parties to access and collaborate. More than
a hundred organisations from third-party
logistics, inland and intermodal providers,
ports, terminals, and ocean carriers, are
involved or participated in this platform.
They could interact efficiently with real-time
access to accurate shipping documents.
Modern Terminals Limited, Hong Kong’s
second-largest container terminal, is one of

the network members of TradeLens.

PSA International also joined the
TradeLens network, while it has developed
a rival Global eTrade Services (GeTS)
blockchain platform after acquiring
Crimson Logic. Some port operators and

global carriers also signed a shareholders
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agreement, Global Shipping Business
Network (GSBN), to develop blockchain
technology in the shipping industry.
Involved parties include CMA CGM,
COSCO Shipping Lines, DP World, Hapag-
Lloyd, OOCL, COSCO Shipping Ports,
Hutchison Ports, Port of Qingdao, and
Shanghai International Port Group (SIPG).
CargoSmart and Kerry Logistics also
worked with Deloitte to employ blockchain
technology to facilitate the documentation
process. A blockchain platform, BDTS,
was also developed by CargoX to enhance
traffic-related documentations by smart
contracts. Mercuria, likewise, partnered
with ING and Societe Genarale to develop
blockchain technology for the shipping

business.

Pull and Push Motivators

The blockchain technology evolves as
a gamechanger to transform the shipping
industry efficiently and responsibly.
Employing this initiative will generate
substantial administrative savings, improve
operational efficiency, increase the
documents and transaction processing time,
enable real-time updates, enhance trust and
transparency, and facilitate authentication
for avoiding fraud and counterfeits.

When some key industrial players adopt

blockchain technology in the shipping
industry, other channel parties may have
the interest to follow the norm and join
the network. They are kinds of pull factors
attracting the adoption of blockchain

technology in the shipping sector.

Another appealing factor is
government support. Blockchain
technology was proposed as one of the
project initiatives under “Smart Living”
in the Hong Kong Smart City Blueprint
drafted in 2017. At this moment, the
focus of the blueprint is placed on its
implementation in cryptocurrency and
the financial industry. The Government of
Hong Kong Special Administrative Region
(The HKSAR Government) is exploring the
adoption of blockchain technology in the
public sectors with some pilot projects and
initiatives. The Innovation and Technology
Commission is supporting the research and
development work in DLTs and blockchain
through various funding schemes under
the Innovation and Technology Fund (ITF).
Moreover, Cyberport keeps organising
workshops and talks about blockchain for
start-ups, students, and industry parties.
The Hong Kong Blockchain Week 2020
will be organised with NexChange as well.
All these initiatives would encourage the

industrial parties to adopt.
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On the other hand, climate change
and coronavirus outbreak are pushing
the industry to leverage technological
innovations to adapt to the new normal.
For overcoming the unpredictable
challenge, the industry players have to
stay undisrupted to transport medical
supplies, food, health protection goods,
and energy to keep the wheels turning for
the community. They have to be adaptable
and agile in uncharted waters meanwhile
be responsible for climate change, which
calls for for a revolution in the global
shipping industry. Blockchain is one of
the innovations contributing to this move.
However, not all industrial players are

heading to this technology.

Challenges

The shipping industry welcomes
the adoption of blockchain technology
in business, but some industrial players
hesitate to embrace it in place because
of the regulatory issues. An effective
regulatory regime or legislation is critical to
the successful application of technological
innovation like blockchain. However, there
is currently no legal framework on DLTs or
blockchain in Hong Kong. The legislative
council has yet to pass any laws to govern
the adoption of blockchain in any industries

and protect user rights in using it. As a kind

of innovation, blockchain technology will
also undergo an iterative process. A clearer
picture of the development is needed for
any authority or council to take a stance
and plan ahead. The governance issues

may include:

e the number of participants in the

blockchain network
e the consistency in the validation of
transaction records and the encryption

process

e the trusted portals for presenting

trades

e the basic requirements for transaction

information

e the technical and security standard for

encryption

e the obligations to the security and

technological capabilities

e the regulations on information and

content publications

e the property rights and tax regulations

Although regulation is recommended,

the industry is fearful of overregulation,
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and that hinders the investment and
deployment of blockchain technology. It is
also a dilemma to the regulatory authority
to find a balance that could encourage
blockchain adoption while regulating the
market. China, Japan, US, UK, Singapore,
and South Korea have taken different
approaches to regulating DLTs and its
adoption in the market, which could be a
reference to the HKSAR Government for

consideration.

The Way Forward

The successful adoption of an
innovation in business needs the
involvement of different parties, for
instance, industrial parties, technology
firms, final users, the government
and regulatory departments, research
institutions and universities. Their voice
and suggestions have to be taken into
consideration for facilitating the adoption
of blockchain technology in the shipping
industry. Using cases from other sectors,
countries, or regions can be referenced
for fostering the adopting of blockchain
technology in the industry.

(Carmen Sum:
Division of Business and Hospitality

Management, College of Professional and

Continuing Education, The Hong Kong
Polytechnic University

Helen Wong:

Division of Business and Hospitality
Management, College of Professional and
Continuing Education, The Hong Kong
Polytechnic University

Kenneth Lo:

Division of Science, Engineering and
Health Studies, College of Professional and
Continuing Education, The Hong Kong
Polytechnic University)
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Cancellation of Crew Change Policy is good for Maritime Industry in

COVID-19?

Yui-yip Lau / Helen Wong

COVID-19 is the infectious disease
produced by the coronavirus, SAR-CoV-2,
which is a respiratory pathogen. Since 31
December 2019, COVID-19 has spread
rapidly and widely throughout different
parts of the world. As of 27 October 2020,
the World Health Organization (WHO) has
discovered almost 44 million confirmed
cases of COVID-19, resulting in around 1.2
million deaths.

COVID-19 spreads easily when
people are physically close via social
gathering, working, studying, travelling,
dining, to name but a few. An infected
person spreads the disease very easily
via aerosols or small droplets. In the
maritime industry, seafarers are readily
affected by the COVID-19 pandemic due
to the following reasons. Firstly, seafarers
are highly mobile in that they perform
sailing duties in different parts of the
world. Secondly, some port authorities and
shipping firms have a low awareness of the
COVID-19 pandemic. The loose regulations
and practices fail to detect the sources
of COVID-19. Thirdly, the seafarers lack
knowledge and experience in response to
infectious diseases. In other words, they
have taken relatively low preventive action
against COVID-19.

In the recent months, governments
and port authorities adopted cancellation of
crew change policy. As a result, seafarers
suffered depression and mental injury.
Their safety and mental health have been
under threat. Worse still, some seafarers
incline towards suicide, refuse to perform
sailing duties, and ending their seagoing
careers. Maritime transport is one of the
the key pillars of the global economy and
international trade. More than 80% of global
trade volume and 70% of global trade
value are supported by seaborne trade.
As expected, the shortage of seafarers
adversely affects the vessel’s normal
operations and as a result of that, the
global supply chain system ranging from
medical goods and food, to raw materials
and energy. Clearly, the cancellation of
crew change policy not only affects global
economic development, but also impacts

on the local communities.

Obviously, cancellation of crew
change policy only generates a short
term solution in response to COVID-19.
In the long-term, we suggest abolishing
the cancellation of crew change policy.
We suggest some measures to tackle this

chaotic situation:
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>  Governments need to find solutions
of crew change from the International
Maritime Organization (IMO).
There are various professionals
and policymakers working in IMO
who can generate a framework for
solutions;

>  Digital medical check solutions which
can track crew when disembarking
and monitoring big data. It can adopt
an Internet of Things (IoT) under
Industry 4.0 idea;

»  Vessels may remain idle until a peak
demand season. Thus, vessels can
avoid sailing due to insufficient cargo.
In other words, there will be a fewer
chance of crew members sailing at sea

and go different parts of the world;
and

»  Ports may consider assigning medical
teams including doctors, nurses, and
health professionals in response to
vessels arriving at a port.

(Yui-yip Lau:

Division of Business and Hospitality
Management, College of Professional and
Continuing Education, The Hong Kong
Polytechnic University

Helen Wong:

Division of Business and Hospitality
Management, College of Professional and
Continuing Education, The Hong Kong
Polytechnic University)

CRUMP
& CO
B Al AT
INTERNATIONAL

MARITIME AN AME
LAWYERS

~ establish

www.crump-co.com.hk

35+ years Hong Kong and Regional Experience
* Insurance Claims * Risk Management & Casualty
* Personal Injury & Life e Dispute Resolution
¢ Ship & Aircraft Transactions

Chris POTTS:
Peter LAU:

chris.potts@crumpslaw.com  M: (852) 9461 4377

M: (852) 9683 7439

peter.lau@crumpslaw.com

1103 Jubilee Centre, 18 Fenwick St., Wan Chai, Hong Kong
Tel: +852 2537 7000 Fax: +852 2804 6615

Admiralty Firm with broad and deep knowledge and experience in Transport Law and Civil
Dispute Resolution and strong network of Correspondents Worldwide.

14 SEAVIEW 132 Issue Winter, 2020 Journal of the Institute of Seatransport



WHRNBEETBAE GRS

HSERT

2019 9] > R ARBUSEM T (&
HEEAE R R ) - ERE SRR
ISR~ WOE ~ B B LR HIRT - FHUEEE
B E R ~ R bR R L R
i BRIV PG M - BB REEH RV
WS — o P s B A & H A i SE ]
I~ ANRFEE - BEE M - BREGETTS
HAESS - HREEIRIRHIE -« BERA
FRRE RS A ~ HH e IR S R A e Y
EARIHELRRE ~ R INEE S ERIEE S
P DU BB T 00 RAF B S o B
R TS 6 1 H B 2 38 H SRRk i e A 22 Bl
IR LSRR o E BB RN A
farh AR A A -

PSRN W AR T R = I R T
EARANIET 22 - e A E R
B P R W HLARR TR S 1 - AR
Ry » ZELAE He 2 r Um 20  RBE Al o
A EH RS TS AR RIS S E
AR A N A K 18 i i T AE T 5 =
i BUE F R T T A B AS RE T R  R
R TTHIRAE SR

e SR AT - B2 2019
K - I 2596 #G A (FLEE 2387 #5E
FEMSA) TETHEEEM - L5 1.27 fefing -
A2t FURATE 2 E] A B E A
A v i AR S A W B AR B s A
SR 0 R RERE FEEHEIRS -

HER A VBT 15 S R AE SR B
B A BYRTER — B S S R AT H 2t
ECHIRE - Bk T A 5 2 4 2K
A B AP -

TERBIEHES L - FAEA LR
FHGFREREABREEERNTER < F
R A AR BT A ~ B~ EE
FIHMEZREA S - FrELm AT e
RS ER S R EHZEAR © A0 - R
ZIN: SIS DN S EEN RTINS RGE ot g NS
Ao A g B A 25T B R R4
e o EEMUEESEAG ISR R R
BRI A B TR AAZAYZEBR © 1 fE R
1 B P P A v it i = 2 DAY
ANA M2 AR -

P PR i B R SE SR 2 42k — HEB
A B A PRI R A R ER A TATRE - G HE AR
JERBCRATET & - SCRAGESERF A A
A Hrhi EEE 2014 FEEOZHES K
PR ZERIR A B - IR SCRFA I o R B
ZERGIRIECR -

SRR B R FE A — e R B T
T2 MRS A R R RE - (EAD3e 2 A RE
T SES B » (EARE LA - A
P G S8 e B YY) A8 A B R R - (5
ARH AA A ATREHAE — BRI - 5K - K
Z WIS R B st A AN B A G A ]
Wi B AR H BIS)

Py HEAS AR A0 AU 1 3 B
BEAE R TAEEREEA R BRI ZRE B AT SE Y
BT o WIS ZORTE S TIEM AR
IR B - Bl — R E 2
$2 = 1S A [ O el WK (5 S T =)
FHE ~ ik ATHE S AE N R AR TS AR A 52
IRARHIFRGIMIFZ2E - DIUER T AR B
FEtHA EAEBRES - 2R -INA

SEAVIEW 132 Issue Winter, 2020 Journal of the Institute of Seatransport 15



a1 TSR 2 A= TR £ 2 E)
J1 e BRI W51 B Ry LR B A
AT SEAHLLIE A DA T ES - E i
AIRAE T TH AU R A T RE S A Ui -

FIBHEA RPN Rt g $
REEE N - A S W RS IR A B -
EREARHKE ~ iRk G SR &
T P F AR iba T meyEsll - =
AL S HCE I (1 728 SRR LR Y A i 52 A
3 T T B PR - 5 26 R B S A =R
IS AR AR AR - &2 2019 4
5 HE - Ba il ORI B B AR R UL
BT - (55 23 ARE MR
B RIEE 20 T BN A BT R

& o

SR E RS A E RS EA
s REVEE K8 ot AT MR 3 R BT s A
GRS REERR - RIFEEEASR
HEE NI - R A EHESERES - SR
[ 5 i o 20 JRR RS ] A v A TR B
N ] e Ho A A AU R Rl B A
fife PRECH B AT I B TS A BT B AV ZR
YIS o Rkl R R sy S22 4
ST UL PRI - [RIHRF n] DL B B (A S O i
FREGIE  FEH G TREMEE A7 H
TR S ERIGER] o thAh - w] LB HE A
RIS S - S RARCES - SR
B ) R AR 2 DA
FHE R EEAB - IR AE R B R
A B A S - ]y TR
AR R A - A R B WA oAt
AL E IHLE N FIRES - AR RGTE
A 1 FL B O R SR A PR R
$HE » [R5 R BRI 22 i3S - R
A BRI & T SR HE R R B 1T S 2
Ko BRT RiEvrig ARSI - AR
filE n] Ry i v B AR iy B A7 g2
fhraits - DUt R B B S %RIEE

P B R Bl s AL B G 2
38 52 H AT AT o g e A AT A B i A #5301
it o thA] USRS B i ORI s B 2 Al
A EfefHERRE - LIRS ENGESR
SRHTERE R -

Ko 7 STRFA HE A BRI 38 o
(LRI 228 e v B I v o v o R 255 1 B
W - AT T B SR AR S T
HUE AR RARIGEANL - FEA
A AR - RHEPEREER - (HAE
R A R R BAM B Bt 1 — (8 S Ao B a2k
L E (AR - E RS AR
filsth A B - AR R SRR ST e A
T W UG B i SRS 5 R SCRE T~ -
FEREE T RR G TR BT R - 1
A HEME B LM AR RRR
SR ] DB R B A SEN TR 18 1 FL A
SIS o R LLR A R E A R R
PRI » ot — 2 S [ T 38 Fre A v R S
DAL ©

(GIELS : BB R B alfaET ~ Byl
JFELTIFFIZE A & 2017-2020 F/E 37 )

16 SEAVIEW 132 Issue Winter, 2020 Journal of the Institute of Seatransport



7

N

TCC GROUP

Tai Chong Cheang Steamship Co. (H.K.) Ltd.
REFBM(TEE)ERAFA

Suite 1308, Two Pacific Place, T E 88 75

88 Queensway, Hong Kong KT 1308 =
Tel : (852) 2522 5171 HEeh 1 (852) 25225171
Fax:(852) 2845 9307 HE : (852) 2845 9307

J

\_

w B P A o 3
HUNG YUEN PRINTING PRESS

WE DO ALL KINDS OF PRINTING MATTERS AT LOW PRICE & GOOD QUALITY:
Catalogues o Brochure, Pamphlet
Poster, Label o Shipping Documents
Offset & Digital Printing

(8]

Design Services
Computer Forms o Corporate Newsletter, Magazine

Name Cards, Letter Head & Envelopes

o

Calendar, Paper Bags
BETANEDH IR ERAF2E 164 O0-PF

16-O-P, Block 2, Kingley Industrial Building, 33-35, Yip Kan Street, Wong Chuk Hang, H K.
Tel: (852) 2552 7008 Fax: (852) 2552 6384

E-mail: hungyuenprinting@gmail.com /

SEAVIEW 132 Issue Winter, 2020 Journal of the Institute of Seatransport

17



FEhE B LB R Z B

A5

PAIEA SRR 1 1 Fr
FIRFRE] - MRS BE 77k <l DUERHEY -
Al Sy SR B BB TR |, SE AR, 3
AEBEATS - IS AR —EiR 2wy
Eik o HNE®R)—/ N BIREEAL
PRk SUE B - His RIS SEmE - 22
HAR > ARG

EOMGEIEEA - EIAREAE - 1F
FEHAITHE - REAEHUE T — AR T -
SREN TR R - B A R B R e
(Quarantine), & M i E A B i >
Efits AR A EIYRECE R - HRYRN R
A S E AT EHTEDTE R TITN
WIRAE ~ BELF - REAIRACAEE 1 - i b
JEFFH A /@ FREEEHFE (Ship Sanitary
Certificate ) * FEFAMY LI G B ERAYENY)
B~ WIRBYRA - HpZEE 5
PR ZER - B BZ
fisfate e s - —AlREEe WO
2" (Port Health ) -- 572 S5 E N RH AR
17 2 ERT » I EEAR FiR B EEYR
JRBE » BT LA+ MR A PRI R R

RASEERT RRET - MYEEEIEE - ANSEANS
UH - R AT R ERE e B
% (Rat Guard) ° fEHANS i > Biil&
B BERAYE - 2P B i e 2
LRt E - Pt ERIRR A TREZ T
IEZE By EE R RIEE BRI E B
-FERAK » BETZHEET - i
VERLEZERGHRTERE % - ATDL - BB EE 3R
MF R LRERN | {HiF 2 B & E]
EHHE -

ML > TR Bl 1 A e B
& AR L

FERERTEL - A DB S BRI B
Tt - BIANTEAEAY B 5T R ity S AE L
FATRRRIEE AT R - AR EEEREGE
B, A 2 B TG ? HEE ]

BIZR © BIAN5 RAFEMN I AS Fed i B
AE BB B Aty - s TN - ARG
THIEFERE "R GREEE - 2200
FRIBER] -

e R - HEEA AN HAL - 55
T RITER 53— EE 7 HRER R T At ARy
NSttt - < MM BUALE - EAIZ
W ATRIRER T AYRTRE

fﬁ'u

et IALL » ANEFAEA e
EREHCCFHE - SHERE 1 it SRk
fity 22 b R o R AE IR AN & R
PHERTHIRE (B2 - Rt TSR IAEER T -
HRLe— BT 2 AR &R X F 1T 2
RELEG EE i 2 b Bl B PR B I - B
fERRE R EHIE - iy SASEEAER "k
i CRMEEA L kE T

e - fEA A REE HEATRT—E
T REMARAIRIEE  “EY (Cargo)”
BRAE  ATLUBR SR YRR @ -

F it —HLUACR (E PR i - R
AR IR ~ Pl > B3 - 38
R | R A E RS T IR
B, Bl ARSI

18 SEAVIEW 132 Issue Winter, 2020 Journal of the Institute of Seatransport



EE2YN RIS TR E S 2 ]
DUNHIE S - B h—fi & 4ae - fRa] 2L
HHEREY) - BREY - K- iEE - &
%§& wiki, merriam-webster ¥f cargo HIfi#
B BRIFBUF S B EHETERESE - ATDU
frskEscENiE  BEYT R — o fEHR
TS - MMFEE e EYr I
e SR 5N -

A ETHS SR AE AR iy o i 1 5
HEBHSE R A TE TR - S dthufity & FB A S
BSantk - & e o AREA DT
JHIRSHR T R AR - B B R i
JE - JEHZR AR B

ANSRE WA - BN R 5
o HERERIE L > A2 e R L
SR BT - FRvHE S L H A
12 _FoE - AR B R o R
it iR o LR B - R
PRI Bl - AR S Pl - LS RE(E
EIRZ -

TEHRME ~ RSERTTHINE R - sk
PR TE ] bt e — Rt 20l -

I ER 5 e e A A A AR R
Bl ERVERIERHERIN S Ade—EE
Yy BIARE3 LY Bill of Lading & & >
Mate Receipt 48 3 A EAFRIIE K - A
e 2BERY SRS - BN &H E ]
PRI - AR B R Lfi s EERG B A
BB AR T ARZPRE

P9 B\ ATEIE T EGR = % G511y
HERE . AN e B R JE B
A B R = e AT A B 2 e R e
(FE I« A58 71+ BSEBE AR EE A - 7
LR AEZE BAM S BURFAY professional officer
A G VPR Rl HEn 1T Foifit - SRR PRTE
R ST I

i
(1) # - FEELEESTH— RN

(2) APRIZEEHE - WA ZFESF B 14
Ko Bl 14 XA FEIAISF SR (b0
A B EH MM ) - #
W 14 KIFLIFA L HEE T —{d
RG], WAEE T G - ARIES
HEIRA L

( KE#E © peter@southexpress.hk)

SEAVIEW 132 Issue Winter, 2020 Journal of the Institute of Seatransport 19



—

HosTMosT Hostmost Engineering Ltd JRC
Innaspec Marine Fuel Specialties
* The leading dedicated manufacturer and supplier of fuel additives and solutions that \IomGAWA ‘

help improve fuel efficiency, boost engine performance and reduce harmful emissions

VLSFO FAULT DISTRIBUTION

innospech

Blocked filters

Seperation failure

Storage tank solid

Liner wear

Piston ring breakage

Wax formation in fuel tanks Scavenge ports after
switch to VLSFO

F.. ¥

Cold flow

Innospec IMO 2020 VLSFO Additives
¥ Octamar™ HF-10 PLUS
¥ maximise fleet performance
v stabilise VLSFO blends
¥ reduce sludge formation
v" Octamar™ Ultra HF
+ provides a complete solution for VLSFO
v keeps your engine running by improving fuel
blend stability and combustion while reducing

Deposits behind piston rings

Add: 12/F., Yan's Tower,
Burr on liner surface 27 Wong Chuk Hang Road, HK
' Email: globalservice@hostmostgroup.com
saot formation Tel: (852) 2554 9207 Fax: [852) 2554 5152

THE INSTITUTE OF CHARTERED SHIPBROKERS

(REPRESENTING SHIPBROKERS, AGENTS AND MANAGERS)
FOUNDED 1911 : INCORPORATED BY ROYAL CHARTER 21 JANUARY 1920/ SUPPLEMENTAL CHARTER 1984

“Setting the highest standards of professional service to the
shipping industry worldwide through education and example”.

Membership Qualifying Examinations are held in Hong Kong every April.
Exemptions from some exams are available.
Distance learning support via text book and
online tutoring is available to students.
Contact the Branch to register as a student.

Contact :
Honorary Secretary, Hong Kong Branch
Telephone: (852) 2866 1488

E-mail : examination@ics.org.hk
Website : www.ics.org.hk also www.ics.org.uk
FAQ : http://www.ics.org.hk/Examination 9.htm

20

SEAVIEW 132 Issue Winter, 2020 Journal of the Institute of Seatransport




AA TAIK

Insured Perils (II)

N

HULL INSURANCE CLAUSES -

Raymond Wong

(As noted in Issue 122 the Editor of
this column advised he would visit ITC-
Hulls 1/10/83 with the assistance of the book
“ITC HULLS 1.10.83” which was written by
Mr. D. Jobn Wilson who kindly allowed the
Editor copyright on bis book for any future
editions.)

Clause 6 PERILS (Cont'd from Issue 219)

We come now to another group of
perils insured against with the classification
6.2, and it is worth mentioning immediately
that loss or damage caused by this
particular group of perils is covered only
provided such loss or damage has not
resulted from want of due diligence by the
Assured, Owners or Managers.

It is thought that perils in Group
6.1 are largely beyond the control of the
Shipowner, but that he can do much to
prevent the operation of perils in this
Group 6.2.

The particular perils in this group are:

6.2.1 “ Accidents in loading discharging
or shifting cargo or fuel”

This particular wording owed its
origin to the case of Stott (Baltic) Steamers
Ltd. v. Marten (1916), where three heavy
boilers were being loaded into a vessel as
part of her cargo and one of the boilers

caught on the hatch coaming and fell into
the hold of the ship, causing considerable
damage. It was held that this damage was
not covered under the main body of the
policy, nor under the then Inchmaree
Clause, whereupon underwriters introduced
this particular wording.

6.2.2 “Bursting of boilers breakage of
shafts or any latent defect in the
machinery or hull”

“Bursting of boilers breakage of shafts

The important thing to note about
these two phrases is that if a boiler bursts
or a shaft breaks, only the damage resulting
to other parts of the ship as a result of the
bursting of the boiler or breakage of the
shaft is covered. If a claim is to be made for
the boiler itself, or the shaft, regard must
be had to what was the cause of the boiler
bursting or the shaft breaking, and to see
whether the cause is covered elsewhere in
the policy wording.

This construction was confirmed in
the case of Scindia Steamships (London)
Ltd. v. London Assurance (1936), where the
propeller of a ship was being wedged off
the tailshaft in drydock, when the tailshaft
broke owing to a latent defect in the shatft,
and the propeller fell into the drydock.
The cost of repairing the damage to the
propeller was held to be recoverable as a
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loss consequent on “breakage of shafts”,
but the cost of renewing the tailshaft itself
was not recoverable because it was latently
defective and, if the defect had been
discovered before the actual breakage, the
shaft would have been condemned on that
account alone.

“or any latent defect in the machinery or
bhull”

This expression proved extremely
troublesome for a great many years (and
perhaps it still does!) and a considerable
number of important legal cases have been
fought to decide exactly what is covered by
the expression, (and by the policy).

The word “latent” means concealed,
dormant, existing but not developed or
manifest, and in the context of the clause,
a latent defect is generally regarded as
meaning a defect of material in respect
either of its original or after acquired
condition, and which could not be
discovered by a person of competent skill
and using ordinary care; alternatively, “a
defect or flaw, generally in the metal itself,
which could not be discovered by any
known and customary test” (Parente v.
Bayville Marine Inc. & General Insce. Co.
of America - 1975).

A brief resume of some of the
important legal cases may give a better idea
of what is, and what is not, covered by the
expression:

Oceanic Steamship Co. v. Faber (1906)

On drawing the tailshaft of a vessel
for examination, a flaw was found, this

being the result of an imperfect weld
during manufacture. As a result, the shaft
was condemned. It was held that there
was no claim for the cost of renewing the
shaft as the insurance did not cover the
mere discovery of a latent defect and the
defect had caused no consequential loss.
(This construction is identical with that
mentioned above under 6.2.2 in respect
of “bursting of boilers and breakage of
shafts”.)

Hutchins Brothers v. Royal Exchange

Assurance Corp. (1911)

A vessel drydocked and, during
the course of painting, the stern frame
was found to be cracked. This crack had
occurred during building but had been
concealed by the makers by filling it up
with metal and welding, and then covering
with a steel wash. The stern frame was
condemned but, again, no claim arose on
the policy, effectively because there was no
consequential damage; the stern frame was
in precisely the same condition as when it
was installed, and the only change was that
a latent defect had become patent.

C. J. Wills & Sons v. World Marine

Insurance Co., Ltd. (1911)

Considerable damage to the hull and
machinery of a dredger was caused when
the hoisting chain for the buckets broke
owing to a latent defect in the weld of one
of the links of the chain. The consequential
damage to the dredger caused by the
falling buckets was recoverable as a loss
resulting from a latent defect, though there
would be no claim, of course, for the
latently defective chain itself.
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Stott (Baltic) Steamers Ltd. v. Marten (1916)

This case has been mentioned earlier
above under 6.2.1.

Scindia Steamships (London) Ltd. v. London

and tear and therefore was not excluded
under section 55 of the Marine Insurance
Act 1906.

Promet Engineering (Singapore) v. Nichols

Colwyn Sturge - 1997

Assurance (1936)

This case has been mentioned earlier
above under 6.2.2.

Prudent Tankers v. Dominion Insurance -
1980

In the “Caribbean Sea”, which was
considering the assured’s claim for a total
loss following the sinking of the vessel, the
Court found as a question of fact that the
cause of the fatal ingress of sea water was
the existence of fatigue cracks in a wedge
shaped nozzle between a sea valve and
the shell plating. The presence of these
cracks was attributed to two factors - the
manner in which the ship was designed
(viz., the welding of gussets to the nozzle
in proximity to another circumferential
weld) and the effect upon the nozzle of the
ordinary working of the ship. The Court
also found that these fractures must have
been in existence at the inception of the
policies current at the time of the total loss.
In considering whether there was a defect
in the hull and machinery which directly
caused the loss, the judge held that the
Court is concerned with the actual state of
the hull and machinery and not with the
historical reason it has come about that
the hull and machinery is in that state. He
also held that the condition of the nozzle,
which had arisen in part from the ordinary
working of the ship, was not ordinary wear

In the “NUKILA” case, in the Court
of first instance, there was much debate
about what was the latently defective part,
and what, if any, was the consequential
damage. The case concerned a mobile,
self-elevating accommodation and work
platform supported on three tubular leg
columns. To stop the legs sinking into the
seabed there was connected to the bottom
end of each leg a 28" square spudcan -
effectively a large steel box. The spudcans
were welded circumferentially at top and
bottom to the steel legs.

It was in the welds attaching the top
plates of the spudcans to the legs that the
latent defect existed, the welds had not
been properly profiled. The weld was in
a location where there was a high stress
concentration and an inadequately profiled
weld would increase the concentration
excessively and be likely to shorten the
fatigue life of the structure and lead to
fatigue cracking.

For several years from 1983 when she
was built the “NUKILA” operated without
incident but in 1987 during a routine
inspection of the legs and spudcans carried
out by divers, serious cracks were noted in
the top plates of all three of the spudcans.
Closer examination revealed that the metal
of the legs themselves also contained
serious cracks as did some of the internal
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bulkheads of the spudcans. Extensive
repairs had to be carried out which were
the subject of the claim against insurers on
the basis that the cracking in the legs and
spudcans was damage caused by a latent
defect in the welds.

It was agreed that the welds did
constitute a latent defect but Underwriters
denied liability on the grounds that there
was no consequential damage. The Court
of first instance agreed with this view.

The Court of Appeal, however,
rejected the arguments put forward in the
lower Court, and reversed the decision
relying partly on principle but partly also
on the authority of previous case law.

According to Lord Justice Hobhouse.
there were three questions that needed to
be asked:

1.  Was there damage to the subject
matter insured?

2. Did that damage occur during the
period covered by the policy?

3. Was that damage caused by a latent
defect in the machinery or hull?

Justice Lord Hobhouse said:

“In my judgement the application
of the language of the Inchmaree
clause to the facts of the present case is
straightforward. At the commencement
of the period of cover there was a latent
defect in the welds joining the underside
of the top-plate of each spudcan to the

external surface of the leg tube. By that
time that latent defect had also given rise
to minute fatigue cracks in the surface of
the tube in the way of the weld which
could also properly be described as latent
defects. Those features during the period
of cover caused extensive fractures in the
full thickness of the tube extending in
places both above and below the defective
weld, extensive fractures in the metal of the
top-plating and bulkheads of the spudcans
and other fractures at other locations.
This was on any ordinary use of language
damage to the subject matter insured, the
hull etc of the Nukila. It was, as the Judge
found, caused by the condition of the
Nukila at the commencement of the period,
that is to say by the latent detects I have
identified. Therefore, subject to authority,
the arguments of the owner should be
accepted and the claims should succeed.”

Lord Justice Hobhouse felt that the
discussion about separate parts disclosed

“a confusion both of thought and
language”

He pointed out that the Inchmaree
clause does not itself refer to the word
“part”'

He went on to say that whilst the
word “part” is referred to in the Additional
Perils Clauses, it is used only in a context
which does not affect the primary question
of whether or not there has been damage
to the subject matter of the insurance.

After dealing with the principles
Lord Justice Hobhouse then proceeded to
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demonstrate that the authorities supported
him - citing all the preceding leading cases
on the subject.

The decision is an important one.
Reverting to the example given at the
beginning of this subject herein, we have
explained what the practice was when
a tailshaft broke in two as a result of a
latent defect causing the loss of a propeller
- the propeller was recoverable but the
tailshaft was not since the latter was the
latently defective part. This practice was
probably based on the decision in Scindia
vs. London Assurance Co. - 1937 the last
(prior to the “NIIKIL.A”) in a line of cases
on the latent defect cover in the Inchmaree

clause. That case which actually involved a
tailshaft breaking in drydock due to a latent
defect as per the example was carefully
analysed by the Court of Appeal, and in
particular, by Lord Justice Hobhouse. Lord
Justice Hobhouse pointed out that in that
case the rationale was not that the tailshaft
was a separate part from the propeller but
that there was no damage to the tailshaft
during the currency of the policy. This was
because the latent defect in the shaft had
progressed to such an extent prior to the
inception of the policy that the shaft was
already condemnable and therefore, worth
no more than scrap at the inception of the
policy. It, therefore, fell foul of the second
of the three questions referred to by Lord
Justice Hobhouse earlier above.

However, on Lord Justice Hobhouse’s
analysis there would be a claim for the
tailshaft if, at the inception of the policy,
the latent defect had not developed to an
extent where the shaft was condemnable.

If for example, at inception there was a
minor crack on the shaft that, if it had
been known about, could have been the
subject of a minor repair then the ensuing
condemnation of the shaft as a result of the
crack developing during the currency of the
policy could be characterised as damage.
In some cases there will undoubtedly be
problems in showing on the balance of
probabilities that the damage was sustained
during the insured period.

It is, of course, implicit in the decision
that the defect must still be latent (i.e. not
discoverable by due diligence on the part
of the assured) at the inception of the
policy but subject to that and provided the
criteria set out in the three questions posed
by Lord Justice Hobhouse are answered
in the affirmative, the Appeal Court in
the “NUKILA” case does appear to have
extended the cover beyond the practice
as it existed in the 60 years prior to this
decision.

6.2.3. “Negligence of Master Officers Crew
or Pilots”

Negligence has been defined in the
case of Blyth v. Birmingham Waterworks

(1856) as:

“Doing something which ought to
be done in a different way or not at all, or
omitting to do something which ought to
be done.”

Were an investigation in depth
to be held, it is probable that almost
every accident which occurs to a ship
could be traced to negligence on the
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part of somebody. Most fires result from
negligence, e. g. in carelessly disposing
of lighted matches or cigarette ends; and
most strandings and collisions etc. are the
result of negligence on the part of those
navigating the ship.

In the particular examples quoted,
however, the fire, stranding, or collision is
regarded as being the Proximate cause of
the Loss (and recoverable as a loss by fire
or by perils of the seas) and any negligence
is regarded as being only the indirect cause
of the casualty, and is accordingly ignored.
This is in accordance with Section 55(2) (a)
of the Marine Insurance Act 1906, where it
is stated:

“The insurer.... is liable for any loss
proximately caused by a peril insured
against, even though the loss would not
have happened but for the.... negligence of
the master or crew.”

The wording under present discussion
in 6.2.3 is intended to cover, therefore,
losses which are proximately caused by
negligence of the Master, officers, Crew
or Pilots, i.e. where negligence is the only
effective cause of the loss, and no other
casualty named elsewhere in the policy
operates, or results.

The most common examples of claims
for negligence occur in the engine-room
of the ship and, for instance, the engineers
may fail to keep the boilers properly
topped up with water, such that they
overheat and the furnace crown collapses;
or the engineers fail to lubricate machinery
adequately such that the bearings and
moving parts etc. seize up and are
damaged.

Purely for the sake of interest, in
the old days, there were few claims for
negligence damage. In the first place, the
machinery on board ships was far less
sophisticated, it ran much more slowly, and
had much greater areas of bearing surface;
in the second place, no self-respecting
shipowner would expect or be prepared
to admit that the engineers he employed
could be negligent! If they were negligent,
their employment was quickly terminated.

In later years, however, attitudes
changed and claims for negligence - real
or supposed - multiplied to such an extent
that, for a number of years, there used
to be a stipulation in the policy that 10%
of such claims had to be borne by the
Shipowners themselves. Only since this
set of Institute Time Clauses (1983) has this
10% deduction been withdrawn.

6.2.4  “Negligence of repairers or charterers
provided such repairers or charterers
are not an Assured hereunder”

A number of claims for damage,
particularly to machinery, also arise owing
to faulty workmanship on the part of shore
repairers etc., and additional cover for this
risk is provided here.

6.2.5 “Barratry of Master Officer or Crew”

Rule of Construction No.11 of the
Marine Insurance Act 1906 provides that:

“The term ‘barratry’ includes every
wrongful act wilfully committed by
the master or crew to the prejudice of
the owner, or, as the case may be, the
charterer.”
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Crews have been known to make off
with and sell the ships in which they sail
(e. g. Marstrand Fishing Co., Ltd. v. Beer -
1936), or their cargoes, and provided such
acts are committed without the connivance
or privity of the owner, they constitute
barratry and the loss is recoverable under
the policy.

“provided such loss or damage has
not resulted from want of due diligence by
the Assured, Owners or Managers”

As already mentioned, loss or damage
caused by any of the perils detailed in
Group 6.2 is recoverable only provided
such loss of damage has not resulted from
want of due diligence by the Assured,
Owners or Managers.

“Want of due diligence” is a term that
would rarely be used in everyday English
speech, and its use is probably confined
solely to legal circles. However, and purely
for the purpose of this simple Clause
Analysis, “lack of care” might be a suitable
translation.

It would seem to mean that the
assured must, in the management of his
vessels, exercise that degree of diligence
which might reasonably be expected
of him having regard to the nature of
the voyage, the cargo to be carried, and
the circumstances known or fairly to be
expected.

The due diligence requirement in the
policy of insurance is included to protect
the insurers in those cases where the vessel
has been flagrantly mismanaged to such
an extent as to render the vessel grossly
unseaworthy.

Thus — and to take an extreme
example — if the owner of an elderly ship:

a) failed to change engine parts at
the intervals recommended by the
makers,

b) employed only 3 inferior engineers
when the age and condition of the
engine probably required the regular
attention of four or five competent
engineers,

¢) supplied those engineers with the
engine builders’ instruction books in a
language quite foreign to them,

Underwriters might reasonably suggest
that the shipowner had failed to exercise
due diligence and that they were not liable
for certain types of damage occurring in
the engineroom, even if the apparent cause
could nominally be attributed to one of
those specified in Clause 6.2.

Who are the Assured, Owners or
Managers?

The assured is clearly the person or
company named in the policy as the one
entitled to indemnify in case of loss. The
owners may well be the same persons, but
not necessarily. In the case a vessel under
demise charter it is usual for the charterer
to insure the vessel. He will then be the
assured but not the owner.

Management of vessels is frequently
carried out by a company which is not
the owning company but which has the
day-to-day responsibility of dealing with
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the organisation of trading, repairing,
maintaining and insuring the vessels under
its management contract. The purpose
of the proviso is to bring such companies
within the scope of the Clause.

Whether it is the assured, owners
or managers in any particular case, the
exercise of due diligence must be that of
the executive officer of the company, its
alter ego, its directing mind. The obligation
does not extend to servants or employees
below the level of management. While
this concept is more applicable to the
expression “fault or privity” it is thought
that it would equally apply to the concept
of due diligence.

Upon whom does the onus of proof fall
to show that due diligence has or has not
been exercised?

In relating this general principle to
claims under the Institute Time Clauses,
it is necessary to ask whether an assured
making a claim under Clause 6.2 has to
show, not only that the loss was caused
by one of the named perils, but also that
the loss has not resulted from want of due
diligence within the terms of the proviso.

Once the assured has raised a
prima facie case that, on a balance of
probabilities, the loss has been caused by
one of the named perils in Clause 6.2, the
onus shifts to the underwriters to show
that the loss has resulted from lack of due
diligence within the terms of the proviso.

6.3 Master Officers Crew or Pilots not
to be considered Owners within the
meaning of the Clause 6 should they
hold shares in the Vessel

It sometime happens that the Master
other officers of the vessel will hold shares
in the ship and the clause ends by stating
that they shall not be considered as part
owners within the meaning of the clause
should they so hold shares in the vessel.
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