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Preamble

The expression 'Guarantee' implies an undertaking t o compensate

the purchaser of goods or services in the event of default by

the supplier of the goods or services. This undertaking may be

provided by the supplier or by an independent organisation

which is not otherwise involved in the contract between the

supplier and purchaser.

Insurance companies offer to pr ovide polic ies which, in the

event of a successful claim agains t the supplier , wi l l

indemnify the supplier or under some pol i cies wi l l indemnify

the purchaser di r ec t l y .- - - - -'-- ,." ' - '- ,.'

Examples of po licies which provide these forms of i ndemni t y may

be found in the engineering insurance market and in the

liability i ns ur ance market. Product Liability i ns ur ance , also

known as Product Guarantee, is underwritten in the liability

insurance market and, falling outside the tradit i ona l scope of

engineering insurance, is not examined in this paper .

The engineering insurance market offers many forms of cover

generically described as Guarantee Insurance and having thei r

own particular characteristics . Indeed , one common form of

cover provided within the engineering insurance market is

offered specifical ly to meet some of the needs of manufacturer s

but remains distinct from the Product Liability or Product

Guarantee insurances which are found within the liabi l i ty

market.
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Evidently a r i s i ng from the wide variety of meanings imparted by

the ex pression ' Guarant ee Insurance', a s t r ong i nt er es t was

expressed at the 1991 I MIA Confe rence in a number of t op ics

relating to Guarantee I nsurance for discussion a t this

subsequent Conference in 1992 .

The t opic t i tles were :

Different t ypes of Gua rantee Ins urances

I nvent or y of different types of Guarant ees

Under wri ting cons i der a tions in Maker s ' Guarantee I ns ur ance

Contrac t ua l requirement s fo r Extended Guar antee

Construc tion Guar ant ee Insurances

Contractors' All Risks Guarantee 10-30 year s

Update of experience in Decepna le in France

These t opics fell into two groups under the broad headings of

Mechan i cal & Electr ical Engineer ing, and Construc t i on Works .

Assignments under these same broad headings we r e undertaken by

t he Bri t ish del ega t ion and t he Swedish delegation respect i ve l y .

Based on a survey by ques t i onna i re t o IMI A members and analys i s

of t he responses, thi s paper reports upon the first of these

assignments , Mechanica l & El ectr i cal Engineering, and some

general conc lus ions are drawn for this class of ins ur ance

bus ines s which fal ls within t he recognised engineering

i ns ur ance market and i s descr i bed as Guarantee Insurance.
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2 Introduction

The pr eamble has al r eady shown t ha t t he term Guarantee

I ns ur an ce can have many meanings . When used as the main tit le

of this paper , clearly i t is be i ng used i n an all embrac ing

manner for this class of business .

However t he same expr ess i on Guarantee Insurance i s a lso applied

to a spec i f i c major category of t hi s class of bus i nes s in

mechan ical and electrical engi neer i ng , whereby insur er s provi de

i ndemni t y t o manufacturers f or defects i n their pr oduc t s .-
Less conf us i ngly, the same category is bet t er known as

Manufacturers' Guarantee or sometimes as Makers' Guarantee.

Some variations in descript i on have been r eported by member s ,

such as Supplier s' Guarante~, Mach inery Guarantee Ins ur ance and

Machi ne ry Brea kdown Guarantee Insurance.

Another specific and di stinctive major ca t egory is associated
~-

~i th Erect i on All Ri sk s policies and f or ms the second category

under whi ch fu r t her consideration is given in t hi s part of t he

paper . Some of t hese covers are also issued under the t itle of

Guarantee Insurance and, t o add t o the complicat i on, other

similar covers in this category are i s sued under t he policy

t i t l e of Manuf ac tur er s ' Guarantee.

These two major categories, and s ome variant s , emerged f rom the

ana l ys i s of t he responses by IMIA members to a ques t i onna i re ,

and the surve y results obtai ned are set out in the fo l lowi ng

section .
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3 Survey Results

When considering the results of the responses to the

questionnaire , it must be borne in mind that it has not been

possible to allow for differing sizes of the market represented

by each response, and that the individual responses, by the

very nature of some of the questions, must be subjective to a

greater or lesser extent .

However , t he analys is i s helpf ul i n i denti f yi ng the ma i n

categories of Guarantee I nsurance in mechanical and elec t r ical

engineering , the dominant features of each of thes e main

categories, and in demonstra ting t he spread and s igni f i cance of

t he other fea tures .

The results of the responses are set out i n t he same f or ma t as

the original questionnaire, except that t he bracket s on t he

left hand side of each question contain the number of replies

which have been i ndicated posit ively for that que s t i on .

The survey results are presented for the two ca tegor ies

i nt r oduced in t he previous section, namely Manufacturers'

Guarantee and covers associated with Erection Al l Risks

(E .A.R .l policies and their extensions. However, whilst not

directly evident from the survey results, some interchange may

be possible between t he two categories .

Some helpful supplementary comments accompanied t he replies to

the quest ionnaire , and t hi s information has assisted in t he

preparation of the text which follows the survey r es ults .

4

op



Manufacturers ' Guarantee Covers

1 . Type of policy or cover .
Please enter ( in Engl ish ) the ti t l e of thi s type of pol i c y or
the name by whi ch t hi s t ype of cover is known.

( 4) Manufactur ers ' Guarantee
( 1 ) Maker s ' Guar antee
(1) Suppl iers ' Guar antee
(2) Guarant ee Insurance
( 1) Machi ner y Guarantee Insurance
( 1) Machi ner y Breakdown Guarantee Insurance
(1 ) Performance Guarantee

2 . Type of proper t y cover ed

(8 ) restricted to a single t ype specif ied in the pol i cy
( 6) restr icted to a range oE t ypes speciE i ed i n t he policy
(0 ) without r estr i c tion (bl anke t cove r)
(0) other

3 . Type oE pOlicy hol der

(1 1) manuEac turers
(2) reEurbishers and overhaulers
(2) erect or s and installers ,
(1) projec t cl i en t s and purchasers
(0 ) a combinat ion oE t he above
( 0 ) other

4 . Under l ying r eason Eor t he cover

( 1 )
(9 )
( 0 )
( 2 )
( 3 )

s tatut or y requirement s
contractua l requi rements
associated C.A.R. pol i cy
associated E.A.R . policy
other

5 . Principal Eeatur es oE the cover

(9) desi gn , wor kmans hi p, mate rials empl oyed at t he
manufacturing premi ses

(4 ) des ign , workmanship, materials empl oyed during
construction/erection at s ite

( 3) machinery breakdown , explos i on
(1 ) performance at ta i nment
(0) l i qu i da t ed damag es, fi nes and pena l t i es f or delays
(0 ) conseque ntial f i nanc ial los s
( 1) retent i on of subrogation right s
( 0) other
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6 . Exclusions

( 3 )
---- ( 2)

( 6 )
( 6 )
( 0 )
( 0 )

loss or damage due to defective design
costs of repairing or replacing the def icient item itself
- al though covering resultant da mage to other items
series losses
prototypes
new application of proven components
other

7 . Period of cover normally sought

( 1) 6 mont hs
(8 ) 12 months
(4) 2 years
(2) abo ve 2 years

8 . Is there pressure on Insurers to provide longer periods of
insurance?

(1) never
(4) seldom
(6) s ometimes
(0) frequently

9 . What are the reasons for longer periods of i nsur ance being
sought ?

( 0) statutory requirements
( 6 ) contractual r espons ibilities
( 4) contractual insurance obl iga t i ons
(8) commercial advantage to guarantor
( 0) other reasons

10. Typi ca l mInImum and maximum percentages of sel f- i nsurance
( i e excesses or deduct i bl es) , expressed as a per cent ag e of t he
los s . Please circle t wo letters to i ndicate t he range between
the minimum and maxi mum percentages.

( 5 )
( 5 )
(0 )
(0 )
(0 )

0 - 19%
20 - 39%
40 - 59%
60 - 79%
80 - 99 %
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11. Typ i cal minimum and maximum pr emi um level , expressed as a
percentage of likel y prem.iU!1LcQrresponding _to .machi ner y

'breakdown--c~r-for similar property. Please circle two
'lLEfCEer:S-f o-in d t ca t e the r ange between the minimum and maximum
percentages .

(0) 0 - 25%
(2) 26 - 50%
(3) 51 - 75%
(4) 76 - 99%
(3) 100% of machinery breakdown premium
(0) 101 - 125%
(0) 126 - 150%
(0) 151% and above .

12 . Typical minimum and maximum loss ratios for th i s type of cover .
Please circle two letters to indicate the range between the
minimum and maximum percentages .

(4) 0 - 50%
(2) 51 - 75%
(4) 76 - 99%
(0) 100%
(2 ) 101% - 150%
(2 ) 15 1% and above

13. Is there pressure on Insurers to provide this type of cover as
an accommoda tion for other classes of business?

(4) never
(3 ) s eldom
( 4) some t imes
( 0) frequent ly

14. If the above pressure is experienced , how i n t ens e is t he
pressure?

(2) insignificant
(0) slight
( 4) moderate
(0) heavy
(0) severe

15 . To what extent is the issue of this type of cover encouraged or
discouraged by Insurers?

(1 ) strongly discouraged
( 6 ) discouraged
(3) neutral
(0 ) encouraged
(0 ) strongly encouraged

7
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16 . What spec ial risk aSSeSsment procedures are employed when
considering t hi s type of cover ?

(0 ) none
(1) scrut iny by underwriters i n greater detail t han usual
(6) scrutiny by a senior underwri ter /manager
( 7) examina tion of the case by a specialist
( 0) other

8
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Covers associated wi t h E.A. R. Policies

1. Type of po licy or cover .

Please enter ( i n English) t he title of this t ype of policy or
the name by which this type of cover is known.

(1 4 ) Extension to EAR
includ ing vi s i t s ma intenance, extended maintenance ,
guarantee , guarantee maintenance , maintenance guarantee,
full guarantee

( 4) Guarantee Insurance
( 2) Manuf actur er s ' Guar antee

2 . Type of property covered

( 9 )
( 11 )
( 6 )
( 0 )

restric ted to a singl e type specified i n the policy
restric ted to a range of types speci f i ed i n the po l i cy
wi t hout restr iction (blanke t cover)
other

3 . Type of po l icyholder

( 6 ) manu facturers
(2) r e fur bi shers and overhaulers
(9) erectors and installers
( 3) pro jec t clients and purchasers
( 11) a combi nation of the above
( 0) other

4 . Underl ying r eas on for the cover

( 1 )
( 12 )
(3 )
( 13 )
( 1 )

s t a t u t ory r equi r ements
co n t r ac tual requirements
associated C.A. R. policy
ass oc iated E.A. R. policy
other

5. Pr i ncipal features of t he cover

( 8 ) design , workmanship , materia l s employed at the
manufactur ing premises

(17 ) design, workmanship , materials employed during
construct ion/erection at site

( 5 ) machinery breakdown , explosion
(0) perfo rmance attainment
(0) liquida ted damages, fines and penalties f or delays
(2) co ns equent ia l f i nancial l oss
(2 ) r etention of subrogat ion rights
(0 ) other

9
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6 . Exclusions

(2 ) loss or damage due to defective design
( 10 ) costs of repairing or replacing the deficient item itself

- although covering resultant damage to other items
( 7 ) series losses
(7) prototypes
(1 ) new application of proven components
( 4 ) other

7 . Period of cover normally sought

(1 ) 6 months
(18 ) 12 months
(9 ) 2 years
( 1) above 2 years

8 . Is there pressure on Insurers to provide l onger per i ods of
insurance?

(0) never
(7) seldom
( 10 ) sometimes
(3) frequently

9 . What are the reasons for longer periods of insuranc e being
sought ?

(0 ) statutory requirements
(9) contractual responsibilities
(8) contractual insurance obligations
(9) commercial advantage to guarantor
(2) other reasons

10. Typical minimum and max imum percentages of self-insurance
(ie excesses or deductibles) , expressed as a percentage of t he
loss . Please circle two letters to indicate the range between
the minimum and maximum percentages .

( 14 ) 0 - 19%
( 10 ) 20 - 39%
( 1 ) 40 - 59%
(0 ) 60 - 79%
(0 ) 80 - 99%
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11. Typical mlnlmum and maximum premium l eve l , expres sed as a
pe rcentage of likely premium corresponding to machinery
breakdown cover fo r similar property . Please circle two
letters to indicate the range between the mini mum and maxi mum
percentages.

( 6) 0 -25%
( 9) 26 - 50%
( 9) 51 - 75 %
( 5) 76 - 99%
( 2) 100% of machinery breakdown premium
( 2 ) 101 - 125%
( 1 ) 126 - 150%
( 0 ) 15 1% and above.

12 . Typical m,n,mum and maximum loss r a t i os fo r this t ype of co ver .
Please circle t wo letters to i nd ica t e the range between the
min imum and maximum percentages .

(13) 0 - 50%
(4 ) 51 - 75%
(4 ) 76 - 99%
(1) 100%
( 3) 10 1% - 150%
(2) 151% and above

13 . Is there pressur e on Insurer s to provide this type of cover as
an accommodation for other c l asses of bus iness ?

( 3) never
( 7) seldom
(8) sometimes
(3) frequently

14 . If the abo ve pressure is experienced, how intense is the
pressure ?

( 3 ) insignificant
( 3) sl ight
(9 ) moderate
( 3) heavy
( 0 ) sever e

15. To what extent is the i s s ue of this type of cover encouraged or
di scouraged by Insurer s?

( 1) strongly discour aged
(5 ) discouraged
( 11 ) neutral
( 5) encour aged
(0) s t r ongl y encour aged

1 1
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16 . what special r isk assessment procedures are employed when
considering thi s t ype of cover?

(2 ) none
( 8 ) scrutiny by underwri ters i n gr eat er de t a i l t han us ua l
( 11) scrutiny by a senior under wr i t er/manager
(7 ) examination of the case by a specialist
( 0) other

12
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4 Manufacturers' Guarantee Policies

The analysis identified a major category of Guarantee Insurance

characterised by insurers indemnifying manufacturers for

defects originating in their own manufacturing premises .

Variously described as Manufacturers' Guarantee, Makers'

Guarantee, Suppliers' Guarantee, Machinery Guarantee Insurance,

Machinery Breakdown Guarantee Insurance , or even simply as

Guarantee Insurance , these policies have all been grouped into

one category and for t he purpose of cl ar i ty t he expr es s i on

Manufactur ers ' Guarantee wil l be us ed i n the subsequent

sections of t hi s paper to represent t his group of pol i ci es ,

unless the context indicates otherwise .

From the responses to the qu~stionnaire, the sal ient

characteristics of these policies have been synthe s i s ed into a

model of a typical Manufacturers' Guarantee policy .
~_ .._~ .. ..----------

The typical pol icyholder is a manufacturer who has ob t a ined

cover for one or more specific types of his produc t declared in

the policy whi ch he has obtained in vi ew of t he impos ition of

his contractual obl igations to remedy defects originating at

hi s manufacturing premises, and possibly also at sites where

the manufacturer has contracted to erect his products .

The policy probably excludes series losses and pr o t ot ypes; but

may also exclude defective design and/or t he cost of repa i r i ng

or replacing t he defective item itself . The policy i s usua l l y

applicable for 12 months , although a two year period is of t en

sought to meet contractual obligations or where this is

perceived by the manufacturer to give him a competi tive edge

for hi s act ivi ties.

13
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Insurers impose a deductible up t o 20% or of t en up to 40% of

the loss and charge a premium anywhere between 25% and 100% of

the premium for a compar able convent ional Machinery Breakdown

risk . Loss ratios can be lower than 50% but are more likely to

approach 100% or higher i n some cases exceeding 150% .

Whils t ther e i s seldom any signif i cant pressure on insurers to

provide t his type of cover, ins urers do not we lcome this

c at egory of bus iness , whi ch is nor ma l l y accepted onl y after

scrutiny by a senior underwri ter , manager or spec ialist .

The extent and manner in which policies are likely to vary from

the typical model descr ibed above can be assessed f rom a

perusal of the questionnair~ analys is i n Sec tion 3 .

Performance Guar an t ee

Associated wi t h the category of Manufacturers' Guarantee

policies the survey includes a radically different pol icy

variant, Performance Guar antee. Having many of the features

ascribed to Manufacturers' Guarantee, t he Performance Guar an t ee

policy uniquely indemnifies the manufact urer against fa ilure to

attain the per f or mance he has contracted to deliver . This is

regarded" as di f f er i ng radically f r om t he concepts previous l y

discussed and therefore Performance Guarantee is deemed t o fall

outside the category of Manufacturers' Guarantee .

14
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5 Covers associated with E.A.R. Policies

The an alysi s i denti f i ed a second major category of Guarantee

I nsurance i nhe rent ly associa ted with E.A.R . policies . Mos t

of ten t hese cover s were issued in the form of extens ions to

E. A.R. po l i cies, a l though in a few cases i ndependent policies

were ava ilable to close a gap whi ch mi ght otherwise occur in

t he over a l l insur ance cove r provided for a projec t .

A range of familiar exp ressions appeared descr ibing differ ent

types of cover which ar e provided in the form of extens i ons t o

E. A.R. policies . These covers were de scribed as visi t s

maintenance , extended maintenance , guarantee, guarantee

maintenance, maint enance gua rantee and f ull guarantee .

A f ew independent pol icies , either direct ly or indi r ec t l y

associat ed with E.A.R. polic ies , prov ided cover fo r

manufac t ur er s ' products which f or med par t of an erec t i on

cont ract , and either carried t he tit l e of Guarantee Insurance

or t he title Manuf ac t ur er s' Guarantee .

These policies aptly demonstra te t he scope f or a poss ible

mi sunder standing . In t he preceding par agraph the expression

Manufactur ers ' Guar ant ee is t he t i t l e of a policy having

cruc ial ly differ ent fea tures compar ed t o the Manufactur e r s'

Guarant ee policies di scus sed i n Section 4 . Similarly, in

contras t to its use in Section 4, the express ion Gua r ant ee

I nsuranc e i s seen here as the ti t le of a distinct ive type of

polic y associated with E. A.R. covers , in addit ion t o Guarantee

Insurance being the al l embracing ti t l e f or the class of

eng ineering insurance whi ch is the subject of t his paper .
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E.A.R . Extensions

From the responses to the questionnaire, the salient

characterist ics of the covers provided by the extensions t o t he

E.A .R. policies have been s ynt hes ised into a model of a typical

E. A.R. policy extension cover.

The typical pol i cyhol der i s a manuf acturer and/or erector who

has obtained cover for a declared r ange of types of hi s

products , al t hough this may be restricted to a singl e type, or

at the other extreme may be wit hout restr i c t i on , providi ng a

blanket cover fo r the pol icyholde r ' S product s . The policy has

been obtained in view of t he impos ition of the pol icyholder' s

contractual obligati ons under an erec tion contract to remedy

def ec t s or i gi nat i ng at si te our i ng erect i on or during

ma i ntenan ce, or i n many instances to remedy defec t s or iginating

at hi s manufactur ing premises a l so.

The policy probably exc ludes costs of repa i r i ng or r eplacing

the deficient item i t se lf (al t hough covering resultant damage

to other i tems ) and may al so exclude seri es los ses and

prototypes.

The policy is usually appl i cabl e f or 12 months although a t wo

year period is often sought to meet contractual obligat ions or

where this i s perceived by the manufacturer /erector to give him

a competitive edge for hi s ac tivities .
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Insurer s impose a deductible up to 20% or of t en up to 40% of

the loss and charge a premium from below 25% to above 75% of

the premium for a comparable conventional Machinery Breakdown

risk, or even above the Machinery Breakdown premium in a few

isolated cases. Los s ratios are l ikely to be below 50%, but

may reach anywhere up to 150% or above .

Insurers do not generally feel subjected to any s igni f i cant

pres sure to accept this bus iness, and their a ttitude is one of

being moderate ly receptive to this class of business , whi ch may

be accepted either af t er scrut i ny by the norma l under wr i t er s in

greater detail t han usua l or poss ibly af ter referring t he case

f or s crut iny by a senior underwriter , manager or s pecial i s t .

E.A.R. as sociated Policies

Six r e sponses t o the questionnaire gave informat i on on

i ndepende nt policies di r ec t l y associated with E.A .R . policies ,

namel y Guarantee Insurance and Manuf act ur er s ' Guarant ee of the

E.A.R. associated type. For these policies , the pr of i l e of

sal ient characteristics i s similar to those described for

E. A.R . extension covers . However, there are a few

i dent i fi able differences which reflect t he emphasis on other

features of t hese policies, directed more towards the

pol i cyholder's i nt er es t in his ma i n activity located at his own

manufact uring premises, whi l st providing the cover needed f or

his site act ivity .

17
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In these cases t he policyholder is a lmost certainly a

manuf ac t ur er (a l t hough he may be included with others i nvol ved

in the same project), and the cover required is almost

certainly restricted to a single type of his product declared

in the policy.

It is interesting to note that thes e po l i cies pr oduced a rare

example among the responses to the questionnaire of a policy

being required by statute .

Quite unlike the E.A .R . extension covers , t hes e pol i c i e s

indemnify the costs of repair ing or replacing the def i c i en t

item itself which has caused damage at si te, maki ng thi s type

of policy ·an attractive com?lement to an E.A .R . po l i cy .

The deductibles, premium levels and loss ratios ar e similar for

these policies as for the E.A .R . extension covers previ ous ly

described. However, some firm shades of difference emerged for

these policies . The deductibles imposed by t he insurer s ar e

most unlikely to exceed 20% . Higher premiums are obtained ,

never less than 25% of the comparable conventional Machinery

Breakdown premium and very likely to approach , equa l, or exceed

it . Perhaps on account of these higher premiums, or possibly

for other reasons, the loss ratios are most probably below 50%

and in any event below 100%, signiciantly better than for t he

E.A.R. extension covers .

18
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Patent Defect Guar an tee

One respondent reported t ha t for international projects

requests wer e frequent l y received f or Patent De f ect Guarantees

of fi ve years, but such requests were always declined. Since,

ev identl y, pol i c i es of t hi s type are not issued, t he analys is

makes no reference t o Patent Defect Guarantee be yond recording

a posit i ve indica tion of frequent pr essure on i ns ur er s t o

provide a longer period of i nsu r ance .

For al l t ypes of covers associated with E.A. R. po l i c i es , the

extent and manne r i n which they are likely t o vary from the

t ypica l mode l s described can be assessed from a perusal of t he

ques t ionnaire ana lys i s in Sec tion 3.
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6 Conclusions

By their participation in the survey, IMIA members have

revealed the scope for misunderstandings over the t itles used

for different types of Guarantee Insurance covers ava ilable in

mechanical and e lectrical engineering business . Thi s paper may

help t o resolve some of those potential misunders t andings. It

, may also cont ribute towards i mproved accur ac y when members

r eport the ir premiums and claims under the headi ng of Guarantee

Insurance for inclusion in the I MIA annual statistics .

Over the years , the nat iona l repor t s appearing in the IMIA

Conference documents have shown that Guarantee Insurance forms

a very s ma l l proportion of t he tota l business volume.
underwritten in the engineering insurance mar ket. Indeed , the

IMIA ana lys i s of annua l figures combines Guarantee Insur ance

into one group con taining C. A.R. /E. A.R./Guarantee f or the

pur pose of global s t a t i s t i cal presentation . Thi s grouping of

Guarantee Insurance with E. A.R . certainly appear s l ogica l in

t he light of the survey results repor ted i n this paper , with so

many examples of this type of business either be ing extensions

t o or associat ed with E.A.R . policies . Furthermore , some of

t he Manuf ac tur er s' Guarantee pol icies may also have a distant

(or not so dis t ant) origin in t he manufacturers ' obl i ga t i ons

withi n actua l or potential erection projects incor porating hi s

pr oduc t s.

I ns ur er s are seen to t ake a fai rly r elaxed view of Guar ant ee

Insurance business i n the form of covers which ar e extens i ons

to or associa ted wi th E. A.R . policies , producing acceptable

results genera l l y. For Manufacturers' Guarantee, how~~"

adverse resul ts are not uncommon and many insurers discourage

t he development of t hi s type of business .
-~ --------- -- -----
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TYPICAL E.A.R. POLICY EXTENSION COVER

";1 "" ' t - v'p ~ ~cu

tvl- ;:.u I~ Co fl . "Le ~

Policyholder

Property covered

Reason for cover

Features of cover

Exclusions

Period of cover

Deductible

Premium Rate

Loss Ratio

Pressures on Insurer

Insurers' reacti ons

r
f·" ' ...,

('S' f • .

manufacturer and/or erec tor

a specific type or range of products (possibly blanket cover)

erection contract obligations to complement EA R.policy

remedy defects originating at site during erection and maintenance
(often at manulacturing premi ses also)

repair of defective component (often series losses, prototypes also)

12months (often 24 months)

between 0-40%of loss

between 25-100%of machinery breakdown rate I1...

(possibly lower,occasion ally up to 150%)

below 50% (sometimes up to 150%or more)

sometimes to extend period
sometimes as accommodation business

(i) discouraging/ neutral/encouraging
(iI) acceptance by usual underwriter or after scru tiny by senior

and / or specialist
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TYPICAL E.A.R. ASSOCIATED POLICY

Policyholder

Property covered

Reason for cover

Features of cover

Exclus ions

Per iod of cover

Deductible

Premium Rate

Loss Ratio

Pressures on Insurer

Insurers' reactions

manufacturer
(possibly jointl y with other project participants)

a specific type of product

erection contract obligations to compleme nt EA R.policy

remedy defects originating at site during erect ion and maintenance
(often at manufacturin g premises also)

often series losses,prototyp es

12 months (often 24 months)

between 0-20%of loss

between 25- 100%of machinery breakdown rate
(often higher,occasionally up to 150%)

below 50%(sometimes up to 100%)

sometimes to extend period
sometimes as accommo dation business

(i) disco uraging / neut ral/ encou raging
(ii) acceptance by usual underwriter or after sc rutiny by senior

and/or specialist
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ALL CLASSES OF INSURANCE
I

PROPERTY
INSURANCE

LIA BILITY
INSURANCE

OTHE R CLASSES
OF INSURANCE

OTHERPROPERTY
INSURANCE

ENGINEERING
INSURANCE

OTHER LIABILIT Y
INSURANCE

PRODUCT
LIABI LITY

CONSTRUCTION WORKS
INSURANCE

I

ENGINEERING
INSURANCE

(BUILDING & CIVIL
ENGINEERING)

(MECHANICAL &
ELECTRICAL)

PRODUCT
GUARANTEE

MANU FACTURERS'
GUARANTEE

INDEPENDENT POLICIES
ASSOCIATED WITH EAR.

COVERS ASSOCIATED WITH
EA R. POLICIES

I
I

EXTENSIONS TO
EA R. POLICIES
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TYPICAL MANUFACTURERS' GUARANTEE POLICY

Policyholder

Property covered

Reasonlorcover

Features 01 cover

Exclusions

Period 01cover

Deductib le

Premium Rate

Loss Rati o

Pressures on Insurer

Insurers' reactions

manufacturer

one specific typ e of product (possi bly a range of products)

contract ual requirements

remedy defects or iginating at manufacturing premises
(possibly at erection site also)

series losses. prototy pes
(possibly defective design and/or defective component also)

12 months (poss ibly 24 months)

between 0-40% of loss

between 25-100%of machinery breakdown rate

between 0-100%(sometimes up to 150% or more)

sometimes to extend period
som etimes as accommodation business

(i) discouraging
(ii) acceptance only after scrutiny by senior and/or specialist
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