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Engineering risk under the microscope

The recent IMIA (engineering underwriters) conference considered a
number of topical risks. Although they did so from the underwriter’s
perspective, their findings have considerable relevance to risk managers.
Amanda Williamson reports

IMIA used the event to issue a paper describing the risks associated with commercial solar energy
installations, known technically as photovoltaic parks. It is one of the fastest growing insurance market
segments with generation capacity increasing by nearly 50% annually, but also one where
underwriters are feeling their way and frequently have limited loss data to guide them. With some
construction projects costing €1 billion or more, potential exposures are substantial.

The paper identifies theft as one of the risks that are often overlooked or under-estimated. Because of
the very high price of raw materials involved in constructing panels, solar energy has attracted the
attention of organised gangs, and some sites have inadequate security.

Heavy exposure to financial risk is another factor as many photovoltaic parks are indebted to banks
and require high output to enable them to repay their loans. Any setback, for example low levels of
sunshine, technical problems or conventional natural hazards, could jeopardise their cashflow and
ability to continue. Exposure to business continuity losses can also be considerable.

Although no global figures exist for the insurance of photovoltaic parks, statistics from Germany show
that more than 250,000 policies were issued in 2009, generating nearly 7,000 claims. The German
market is by far the largest because of the well developed nature of the commercial solar power sector
in the country, where it has considerable government support.

How the wrong jurisdiction can significantly increase loss experience

The wrong jurisdiction can severely increase potential claims costs because of legal systems or
insurance regulations, the conference heard.

“Underwriters generally conduct an appropriate and detailed analysis when considering the acceptance
or otherwise of technical risk and developing pricing structures to support, but often ignore the legal
aspects such as where a dispute over a claim would be heard. Choosing the wrong jurisdiction can
result in an increase in ultimate loss ratios. ‘It is the forgotten risk factor,” Mike Robertson, senior
vice-president at Liberty International Underwriters, told delegates. Many countries demand that
disputes should be heard by their own courts regardless of competency. In the ideal world, said
Robertson, all engineering insurance contracts would lay down a dependable jurisdiction in the event
of legal action.

IMIA has produced a matrix, describing five different categories of jurisdiction ranging from “clear
and mature’ to ‘repressive or completely ineffective’. A big question, he said, is how a jurisdiction
might be affected by its position on the IMIA scale and what impact that might have. In the long term
such questions could help put pressure on countries with low scores to improve their systems.

These and other papers discussed at the conference can be downloaded from
www.imia.com
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THE WEEK AHEAD

Promoting future best practice

The engineering insurance field faces challenges acr oss
the globe

By Neil Clutterbuck, outgoing IMIA chairman

Each year, the International Association of Engineering Insurers’ annual
conference draws together a range of experts to promote best practice in the
field of engineering insurance and to discuss the challenges the industry is
facing across the globe.

Insurers, reinsurers, brokers and loss adjusters meet to share
experiences, discuss trends and develop new ideas on emerging and critical
issues relevant to the industry.

The annual conference provides a forum for members to present papers
on research that has been conducted during the year in order to inform
delegates and the wider industry.

Several key issues came under the spotlight in Amsterdam and we hope
the outcomes will influence the work of the engineering sector moving
forwards.

One key growing risk established by IMIA members is associated with
the insurance of commercial solar energy installations, known technically as
photovoltaic parks.

This is one of the fastest-growing market segments, with generation
capacity increasing by nearly 50%annually, but also one where underwriters
frequently have limited loss data to guide them. With some construction
projects costing hundreds of millions of Euros, potential exposures are
substantial. IMIA research discovered that is one of the risks often
overlooked or underestimated. As a result, some forms of cover may have to
be limited or, in extreme cases, refused altogether.

Another key issue highlighted at the conference related to the law and
jurisdiction of engineering policies, specifically how jurisdiction plays a vital
part in both client and insurer understanding of how claims will be interpreted
by the local legislature.

The paper highlighted underwriters generally conduct an appropriate and
detailed analysis when considering the acceptance or otherwise of technical
risk and developing pricing structures, but often ignore the legal aspects such
as where a dispute over a claim would be heard. The study showed
assessment of the risk presented from a jurisdiction perspective should be
taken into account just as much as the technical factors when setting rates
and terms. This can be to the benefit of both client and insurer.

As well as providing a forum to review current trends and developments,
the annual conference gives an opportunity for the organisation to set its
priorities for the year ahead. IMIA already has several project groups
underway examining the very latest topics of interest. These include power
purchase agreements, modern skyscraper construction and insurance and
construction of new nuclear power plant projects, to name a few.

In addition, sub-committees have been formed to assess how IMIA can
better share knowledge and data and grow its existing membership. The
expansion of IMIA is based on our ability to assess the future needs of
members, ensure we can identify critical success factors of other similar
associations and, most importantly, continue to deliver tangible benefits to
our associates. The organisation has grown its membership base by a third
in the last year alone — proving interest in its work remains higher than ever.

The engineering insurance sector has some big issues on the horizon,
which will become major factors in all insurers’ decision-making — particularly
when dealing in diverse and volatile markets.

The growth in representation from emerging markets, including Brazil,
Russia, India and China, means IMIA remains best-placed to inform and
share knowledge across the engineering insurance spectrum.

The truly global nature of IMIA attendees in Amsterdam last month is a
clear indication the organisation has a bright future and will continue to
deliver best practice guidance on the most complex and diverse risks, as and
when they emerge.






Press Release on the IMIA Conference Amsterdam 2011

IMIA, The International Association of Engineering Insurers held its
44™ Annual Conference from 19" to 215 September 2011 in Amsterdam,
The Netherlands.

Michel Vilijn, (Amlin Netherlands), the President of this year's conference, welcomed the 105
Delegates from 33 countries on behalf of the Dutch Insurance Association to the Amsterdam
conference. Neil Clutterbuck (Allianz UK), Chairman of IMIA opened the three days meeting
referring to the work done during the year and the progress of IMIA made enjoying a further
growth of membership from 90 attending Delegates in 2010 to 105 in 2011.

P —
CLUTTERBUCK

VILIJN
CHAIRMAN
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The main topics of the conference were the presentation of the four new IMIA Working Group
papers which were on Completed Civil Engineering Risks Insurance, Law and Jurisdiction of
Engineering policies, Insurance of Photovoltaic Parks and Reserving of an Engineering
Portfolio. These papers can now be seen on the IMIA internet website
http://www.imia.com/library.php

Besides the presentations of the IMIA working group papers other topics of this year's
conference were concentrating on tunnelling risks, experience, losses and risk management:

e One of the first presentations demonstrated the
difficulties of the tunnelling works under the
historical Town of Amsterdam. This project
could even be inspected on site, as organised
by the Dutch Host. The presentation given by
Freek Schipper, Allianz NL and Rémy Wiggers,
HDI NL covered the project itself, its outlay, the
difficult ground conditions, the legal back-
ground and construction methods using e.g.
diaphragm




http://www.imia.com/library.php



walls, tunnel drilling with TBMs and floating assembly of large prefab caissons under the
central Station. The sophisticated project monitoring and permanent control of soll
movements includes the use of laser control with some 5000 prisms installed around the
tunnelling area of the town. In the second part, the risk management and insurance details
were explaned and important special clauses presented which had to be tailor-made
individually considering the particularities of this project. So far this project is on time and
will be operational as per 2016.

¢ David McGhie and Oliver Thoma (Avanta Global, UK) commented on “Design Considerations
for Tunnel Construction Risks”. After introductory observations of individual methods used in
tunnels and their highly varying ground conditions, commonly applied design exclusion
clauses, their intentions and current understanding were discussed, using three case studies
from Czech Republic, Spain and Brazil. These case examples made the uncertainties of
varying interpretations evident including how these clauses should apply to complex tunnelling
losses.

e Hartmut Reiner (Munich Re) gave an overview of the application of Tunnelling Code of
Practice (TCoP) and the experience made so far. Statistics cannot prove the
improvements of risks yet, but undoubtedly awareness of the industry and better risk
management makes the Tunnel Code of Practice a success.

Another topic referred to the Rotterdam
Harbour Extension “ The Maasvlakte Project”.
The expansion of the Port of Rotterdam is
designed to take care of capacity projected to
2030. Jaap Dekker - Projectdirecteur PUMA
(Maasvlakte) and Maarten Keuning - Senior
Underwriter Construction, Delta Lloyd gave an .
interesting overview of what is an excellent
example of Dutch wet risk expertise and of
tailoring insurance cover to the needs of the
project. The design and protection measures
focus on a 1 in 10,000 years’ storm / flood
event.

This year’s Breakout Sessions
were dedicated to various
Engineering topics. Seven groups
focussed their thoughts and ideas
on these topics.

For next year’s IMIA working group
papers five new groups were
formed who had their kickoff
meetings in the afternoon of the
first day of the conference.






A panel discussion took place on the topic “Opportunities for Engineering Insurers in a
Changing World”. It was moderated by Neil Clutterbuck, and the participants were Richard
Radevsky (Charles Taylor Adjusting), Christoph Hoch (Munich RE), Christian Hertenberger
(HDI-Gerling), Prijat Dutta (New India) and Jeremy Terndrup (Willis). The panel outlined various
current important global changes such as new technologies, ever growing size of projects and
risks, global expansion of infrastructure, developing economies, more severe Nat Cat events.
In essence it was concluded that Insureres can only benefit from these developments if they
keep expert knowledge of their staff at a very high level to understand and evaluate the growing
complexity and exposures of risks and resulting losses and to professionally handle changing
insurance requirements. IMIA is seen as an important forum for developing and providing this
knowledge, and is required to develop further.

In this regard a brief report on the development of the IMIA website www.imia.com proved how
successfully IMIA is moving on. The number of papers and publications has been growing
constantly, the quality is being highly appreciated as can be seen from the steep increase in the
number of website users and papers seen and downloaded each month.

The next annual IMIA conference will be held in Rio de Janeiro from 22™ to 26™ September
2012.

HM/UG Oct. 2011
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SETTING
THE AGENDA

With Amsterdam playing host next week to the
44th International Association of Engineering
Insurers annual conference, IMIA chairman
Neil Clutterbuck previews the event

ach autumn, the International
Association of Engineering Insur-
ers — known as IMIA — holds
its annual conference, drawing
together a range of experts to

promote best practice in the field of engineer- :

ing insurance and to discuss the challenges
the industry is facing across the globe. Insurers,

reinsurers, brokers and loss adjusters meet to |
share experiences, discuss trends and develop |

new ideas on emerging and critical issues
relevant to the industry.

Among the main topics for discussion this year
is the development of new technology; keeping
abreast of the latest advances is essential for
all parties. Not only does it enable insurers to
underwrite successfully, and thereby protect
their reserves, but without insurance, many
of the research and development projects that
lead to significant and highly beneficial tech-

nological advances would be unable to attract :

the necessary investment.

High on the agenda
In addition, solar energy insurance will be high
on the agenda. IMIA members will present a

paper outlining the risks associated with the :
insurance of commercial solar energy instal-
lations, known technically as photovoltaic |
parks. This is one of the fastest-growing market |
segments, with generation capacity increasing
- when they emerge

underwriters frequently have limited loss data

by nearly 50% annually, but also one where

i to guide them. With some construction projects i

costing hundreds of millions of euros or more,
potential exposures are substantial. The paper

identifies theft as one of the risks that is often !
. overlooked or underestimated, stating that |
some forms of cover may have to be limited or, |

in extreme cases, refused altogether.

A second IMIA paper entitled Law and Jurisdic-
The Underestimated
Risk will reveal how the wrong jurisdiction can
severely erode profit margins of engineering '
insurers. IMIA research will show that un-

tion of Engineering Policies —

derwriters generally conduct an appropriate
and detailed analysis when considering the

acceptance or otherwise of technical risk and |
developing pricing structures, but often ignore |
the legal aspects such as where a dispute over |
a claim would be heard. The paper argues

€€ The organisation

will continue to deliver

best practice guidance
on the complex and
diverse risks, as and

that assessment of the risk presented from a
jurisdiction perspective should be taken into
account just as much as the technical factors
when setting rates and terms — or even in
deciding whether to accept a risk at all.
Solvency II has been a subject of serious
debate over the past few years and the IMIA
conference is no different. Following detailed
research, IMIA delegates will hear how the
directive will impact on the engineering in-

surance sector. The associated paper outlines
i the potential changes to capital requirements
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for engineering lines and assesses the need
for increased transparency via development
of disclosure strategies for key stakeholders.
Delegates will hear how stricter legislative
procedures could lead to increased administra-

tive costs as insurers are required to meet stricter |

reporting protocols, and how this may impact
upon cost structures — potentially prompting
rises in prices to reinstate profit margins. The
paper also considers the need for greater data

consistency and integrity as a result of Solvency i
II. This will include an overview of the internal

| processes and systems required to produce these

reports for public disclosure.

Big issues on the horizon

The engineering insurance sector has some big
issues on the horizon, which will become major
factors in all insurers’ decision making — par-
ticularly when dealing in diverse and volatile
markets. The growth in representation from
emerging markets, including Brazil, Russia, India
and China, means that IMIA remains best-placed
to inform and share knowledge across the engi-

neering insurance spectrum. The truly global
nature of IMIA attendees in Amsterdam next
i week is a clear indication that the organisation
has a bright future and will continue to deliver
best practice guidance on the most complex
and diverse risks, as and when they emerge. &

Neil Clutterbuck

Director of underwriting & technical
at Allianz Cormmercial and chairman
of the International Association of
Engineering Insurers
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