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THE BROKERS' ROLE IN

ENGINEERING INSURANCE

1 . I NTRODUCTION

ThlS paper has b e e n i s s ue d wlth a Vlew to stimul a t i ng

contributions to a d iscussion following a brief p r e s e ntat i o n on

the brokers ' role in Engineer ing Insura nce at the 27th IMIA

Con f e r e nc e . In this c o n t ext Eng i ne e r i ng Insurance lncludes a l l

c l a s s e s of traditional engine ering insuranc e and al l c l a s ses of

c o ns truct i on i nsu r ance.

, .

I t is then hope d t ha t t he ma~n subs tance on this topic wi l l

e me r g e from t h e d ele gates' par t ic i pation i n t h e discu s sio n , for--_.._-_.._~~
summa ry and i nc l u s i o n in t h e Confe rence Mi nu tes.

The paper sets ou t s ome t ho ugh t s o n curre n t c hanges in the

b rok e rs' role, how Engineer i ng Insurance particular l y i s

affected, and the s cope f o r e ng i n e e r i ng i n s u r e r s to influence

the b rokers ' r ole f o r t he be nefi t o f engine e r i n g i nsu r ers and

t he wi der i n s u ra nc e communi t y general ly .
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2_ THE BROKERS' TRADITIONAL ROLE

Expr e s s e d i n its simples t t e r ms t he role of t he broke r ha s been

def i ne d as t he p lacement of insurance at the l owes t p remium for. ~

a n ade quate c over to me et the i nsur anc e requ irement s of his

clie nt, whil s t mak ing a prof it f or himse lf i n t he c onduc t of

t he bus iness .

Certai n l y brokers often (some might say always!) act as if

pursui t o f the lowest premium is t he i r only mission. Some

c l i e n t s concentrate bro kers' determinat ion to seek t h e lowest

pre mi um by offering t he business to more t han one braking f i rm,

a nd then awa r ding the placement o f the business to t he br a k i ng

f i r m whic h p r oduc e s the lowest quotation f r om insure r s .,

Mor e sophistica t ed clients, hopefully t o be found in the

Engineering Ins uranc e marke t , r e cog nis e that a goo d broker does

far mor e than simply place bus i ne s s a t the l owe st premium. The

sole appointment of a single braking firm a t the outset should

be t he reward of those which have firstl y demons t ra t ed their

competence and p r ofessional ism in the cla s s es of bus iness to be

c o nduc t ed. This requires an investment by braki ng f i rms o f

time, effort and resources - an e xpe ns ive s t r a t e g y which wi l l

d i scourage those f i r ms whi c h realise they a r e unlike l y t o be

given t he busines s to plac e in the f ace o f t he cornpe t it l o n f o r

t he segmen t of bu s iness on offer.

Pe r hap s the most tradi tiona l cri terion on wh i ch c lients s elect

thei r broker s is t he braking f i r ms ' r epu t at ions for their

~gotiat~ng power based o n t he volumes oi-pus~nes~__ih~Y

transac t .
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To a greater or lesser e xtent , the pers onal c ontac t a nd

con f ide nc e shared by the broker's r e p r e s e nta tive a nd the

client's key insurance personne l i s a f urthe r f actor, a lthough

un qua nti fi a ble , which i nte r mi ngle s wit h t he o t her mor e tangible

r e a sons f or a broker' s appointment to cond uc t buslnes s o n his

c lient ' s beha l f .
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3 . BROKERS AND BUSI NESS VOLUMES

There is a f ami liar max ~m tha t it is better for an i nsured to

be t he t hird most important client to a medium- s i z e d broker

rathe r than the hu ndred and thi rd mos t important client to a

maj o r broker . Some r e c ently p ublished i n f o r mat i o n f o r 1992

illustrates the mu tua l a f f ini t y be tween the ma j o r bro kers and

-------t he major corpo r a t i o ns . One major broker acted for 165

c ommercial c l~ents who together had an a g g reg a t e a nnua l

turnover of near ly US$ 1 50 billion (US ) . Such client s h a d on

ave r age an annual t u rnov er o f about US$ 90 0 mill ion , a fairly

typical f igure for clients of t h e top five b r o k i n g firms.

These t o p five firms were the broke r s f o r more t h a n ha l f o f t h e

corpora tions having a nnual ' t ur nove r s exceeding US$ 1.5 billio n
I

(US) each.

At the other end o f t he sca le, for clients ha v i ng annual

tur novers belo w US$ 30 million each, t he s a me t o p fi ve brok~ng

firms we re t he brokers :or about a t hird o f these smaller

c orpor a tions .

Cl e a r l y , t he major braking firms are powerful and impor tan t

institutions , particularly in the conduct of insurance busine s s

f o r t he major corporat~ons a mong who m engineering i ns ur e r s will

find their princ ipa l marke t s .

Re verting to t he t ypical large corporation with an annual

tur nove r of US$ 900 million. its annual e xpe nd itur e o n premiums

f or all c las s e s of insurance may range up to about US$ ten

mill i o n , rewarding it s brokers with a commission between

US$ 1 million and US $ 2 mil lion .
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4 _ ENG INEERI NG INSURANCE BROKING

One leading engineering insurer has stated that, on average,

only t h r e e per cent of a broker's time is spent on dealing with

engineering insurance. On a proportional basis , the typical

large corporation would pay premiums of about US$ 0 .3 million

for its engineering insurance . Na t ur a l l y , many i n d i v i d ua l

repr ese n t a t i ve s of the major braki n g firms are spec i a l i s t s in

the i r own fi elds, con c erne d o nly wit h the tra di t ional

e n g i n e e ri ng a nd/ o r c o n s t ruc tion classes of bus i ness . Ot h e rs

a re multi-disc i pl i n e represen tat i ves of the broker , u s u a l ly

with a main i n t e r e s t in fire insurance and s omet imes other

classes of insurance also , especial ly a mong t h e smalle r

national or provincial brokers. In suc h c ases , it often f alls,
on the sho ulders of the engineering i n s u rer t o i n j e c t t h e

necessary expertise t o determine t h e de ta i ls o f the c over to

b e st mee t t he needs of the insured and i n some coun tries to

a dvise o n t h e associated plant i n s p e c t i o n s req u i r e d . However ,

it i s no t un k nown for major broking houses t o see k simlla r

a ssistanc e from e ng i ne e r i ng insurers.

Th e multi-disc i p l i ne pattern of some brokers' c ommercia l

representa t ives is even more pronounced among t he brokers'

t e c h ni c al personnel . The braking firms with t he b e s t resour c e s

e mp l o y t e c hn i c al specialists with expertise i n the main_._-_._--
i n d u s t rial s ectors where the broking firm has a l a r g e volume o f

busin e s s , i n a ddi t i o n to a fine-mesh network of specialis t f l r e

s u r v e yors s e r v i n g each major c i ty and beyond. Proceedin g d own

a t a bula tion of braking f i rms from the l a r g e s t to the s ma lles t ,

the r e is a rapid decline i n the number s of fir e surveyors

employed in r e l a t i on to the brokers' volumes o f fir e b usiness .

For their Engineering I n s ur a n c e business, the decl ine in the

numbers of engineering technical specialists are f ound t o

plummet by c ompar ison.
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Even some of t he major i n t e rna t ional brok i ng fi rms have to scan

thei r global resour c e s t o seek an engineer i ng techn ical

s pecialist with t he specif ic expert i se reqUired . It seems that

s uc h s e a rc hes are very often unf r u it ful, to judg e from the

brokers' fr e quen t invi tations t o i n s u r ers , propose r s and

sometime s independen t consultan ts t o a s sist with the

preparat ion of underwriting informa t i o n prior to t he business

being offered to the Engineer i ng Insurance market.
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5 . CHANGES I N THE BROKERS' ROLE

There is l i t t l e evidenc e to suggest t hat changes are o c cur r i n g ,

o r are likely to occur , in the broker's central f unction - the

p lacement of insurance as defined at the beginning of

Sect ion 2 .

Th e recent c hanges in brokers ' ac t ivi t ies there f o r e are t o be

found as addi tiona l s erv ices to their clients beyond t h e

placement of insura nce . Some examples f o l l ow ~n the next f o u r

sec tions of t h i s p aper . They a re :

Risk Management

New Types of Cover

Nove l Extensions of Cover

Supplementary Services.
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6 . RISK MANAGEMENT

Risk Management services have become a p r inc i p a l g rowth area of

brokers' activities , with significa nt cha nges in the scope,

timing and remuneration bas is fo r the services p r o v i d e d to

clients.

Risk Management has been forma lly def ined as an a naly tic al

me t hod by whic h exposures t o risk a re identifie d , the pote n t i a l

f r e que n c y a nd severity of i ncide nts are assessed , lead i n g to

controls to reduce r i sk being put in place through appropria t e

precau tions and procedures, with the c onsequenc es of a n y

subsequent loss b e i n g met by the client or/ a nd by insurance.

At one time , b rokers' underwri ting information for an

engineering r i sk was l it t le more than a schedule of the

property propos ed f or fi r e insurance . Nowadays , eng inee rin g

~ L';! - --
q~ t ~"",o.A:,J / .::.~,::::::.t r~~~..:.::.s a nd as s e~ are no longe r rare ,

although no t yet common , for the larger l n dus t r l a l case s. Some

o f the major braking firms have taken their i n vo l v e men t s ti ll

f ur t her by undertaki ng a f ul l r isk management s ervice f o r t h e i r

major client s a n d by pre s e nting insurers with un de r wr i t i n g
-----_._- -_..

information which i nclu des the substance of their risk
~._---_._ -

management activit i es .

Hence, t h e sequence of b rok e r s' act ivities for t h e larger

engineer ing risks i s gradually changing from:

o r

I

I

receive copy of fire insurance schedule

(ii ) p rep a r e inven tor y of p l a nt and mac hinery

II ( i ) r e c e i ve c l ient r e quest o n e x tent of cover

or 11 (i i ) discu ss and de f i ne s cope a nd ex t e nt of cover

I I I deter mine adequacy o f market capac ity

IV val i dation o f s ecur i ty

V n e got iat ion o f p r emium price

VI placeme nt of i nsurance
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VII ( i ) service the account

or VII (i i ) s e rv i c e the account, i ncludin g offering to t he
c lie n t t h e broke r's ri sk manag ement services i f
ava ilable . possib l y f o l l owi n g a large claim .

For the future , it i s increa singly likely that the seque nce of

brok e r s' ac t~vi t ies f o r the larger industrial c ases will be :

I secure appointment as t h e c lient' s s o l e broker

IT conduct a full risk managemen t service f or the
client's asse ts and earnings , d e f i n i n g the optimum
scope and extent of insura nc e cov e r

lIT determine adequacy of marke t capacity

I V va l i d a t i on of security

V negotiation of premium p r ice

VI placement of i nsurance

VI I service t h e acc ount , including the con t i n u e d
a pplication o f t he broker's risk man a g e me n t
se r vice s.

Some b raking firms estimate that more than 6 0% of the~r

op e r a t i ng c osts are incur red i n initial client disc uss10n s and

the ri§~_ assessment phase of their activi t ies . Th e r est of the

b r o k i n g fi r ms ' opera t ing cos ts are incurred on p r e mium

negotiatio n, placeme nt , policy amendments (cover , t e r ms ,

c ondi tions ). p remium collection and c laims handling .

As the l imi t e d risk assessment practice expands into a f u l l y

d e v e loped risk management approach, the balance of the broke r s '

o p e r a t ing cos t s wi ll SWing ever more heavily t owards the c o s t s

incurred prior to placement o f i nsu rance. Fo r this and o t her

reasons, t h e t rend i s f o r the f ul ly deve loped risk management

s e r v i ce to b e paid by the clie n t on a fee b a s i s - a

p ro f e s siona l f ee for a p rofessional service .
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The provision of an effective comprehensive risk management

resource incurs operating costs which produce a

disproportionate fi nancia l burden on the smaller and medium-

sized broking firms. Th i s may be one of the factors

contributing to the recent crop of amalgamations among braking

firms, evidenced by the national braking firms' acquisitions of

regional brokers in the provinces a nd by the rec e n t

amalgamations on an internationa l scale . This agg l o me r a t i o n of

b r o klng s treng t h provides a mor e v l a b l e ba s is for the

e mployment o f t e c hnic a l exper t s in the clas ses of ins u r a nc e

with a rela tively low business vo l ume . The servicing of

Engineer i ng Insurance should impro ve accordingly.

As an example,_ one major broking firm has recru ited four power
t

station engineers to its UK staff , each with a lmos t a

lifetime's experience in power generation, to pro v i d e technical

k expert ise in~~~ :.. <.sector of the business. From an Engineering

Insurance viewpoint, the risk assessment studie s produced by

that f i r m are a huge improvement on the earlier e ffor t s , with a

corresponding advantage over its competitors .

Similar developments had already taken place i n the pet ro-

chemical sector, long considered to warrant the provision o f

technica l specialists within the major broking f i r ms handling

thls business . The philosophy is now s e e n to be spreading t o

other sectors of Engineering Insurance .
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7 . NEW TYPES OF COVER

The ever increasing international nature of the major braking

firms has promoted the spread of s ome classes of insurance from

the l r indigenous countries of origin across frontiers to create

new markets. One recent example is the classic decennale

insur a nc e , devised and developed i n France , wh i ch n ow appears

in va rio us form s in many count r i e s . The paper pres e n t e d b y t h e

Swedish deleg a tion at the 25 t h IMIA Conference two years ago

prov i de d a thorough a nd de ta i l e d de scription o f t h e s e

d evelopments .

At the inst i gat i o n of brokers, s ome engineering insurer s now

off er a supp l e me n t a r y medium-term cover f o r t h e bUi l d i n g,
s ervices pla nt and machinery.
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8 _ NOVEL EXTENSIONS OF COVER

En g ine e r i n g i n s u rers , like other lnsu r ers, face request s f r o m

brokers to e xtend cove r beyond t he customary mar ke t practice

cur r e n t at t h e t i me .

For example . not long ago t he ma r ke t nor m for ma in t e na nc e cover

o n e rect ion policies was limited to one year . Increa s i n g l y,

t wo years of ma intenance cover is n ow being granted . al though

t he mo r e f a nciful requests f or up to f i ve y e a r s main t e n a n c e

cover do not f ind acceptance from engineering ins u r e r s

gen e ral ly _

Resistance h a s also bee n a r ous e d among some engine e r i ng,
insurers agains t t h e i mp o s i tion of a non- invalidat ~on clause i V-
ere c t ion and ma chinery brea kdown ~olicies which brokers h a v e

sought to ~nclude at t he b e he s t of the f unding b ankers _ Whilst

- ~

such c lauses are not u nc ommon f o r cons truct i o n po l i c ies , the

dif f e rent nat ure o f t he risks on engineering e rec t i o n p rojects

and s u bsequent operation r e nde r s the insurer much more

vulnerable to a la r ge l oss unde r a n o n -in v a l i d a t i o n clause.

From a small pocke t o f resi s tanc e t wo years ago, the major UK

engineer i ng insurers now have i n sight t h e c o mmo n goal of

r ej e c t ing non-inva l i d a t i on c lauses in e n g ine e ring erection a nd

conc e r ted b rok e r p ressure .
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The principa l i tems in mode rn power pla n t s are l arge a nd

e xpens ive gas turb ines , of ten o f an unpr oven prototype s tatus .

I n s uch cases t he ri s ks aris ing from the de v e l opme n t a l nat u re

o f the gas tur b i ne s a re inappropriate fo r t h e conventional

c over of engineer ing po l icies . Brok e r s have joined forc e s wi t h

manufacturers a nd p roj ect sponsor s t o p res s t hei r opposit ion to-.-- . . -~-

the s t a nce taken by the major engineering i n s urers a nd-re - insurers . For the moment, the b roking firms have come to-accep t the situation with reluctance and d ismay . Some braki n g

firms ' most recent stratagem on this i ssue has b e e n a far

gentler approach , s e e kin g to inform and r eassure, a nd appealing

fo r s u pp o r t.
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9 • SUPPLEMENTARY SERVICES

The advancement of information technology s ystems has given

braking f i r ms the oppor t unity to improve their traditional

serv~ces o f premium col lection and claims handling. Some have

extended t h e i r services b y offering their clients computer

sys tems t o record all aspects o f plant and machin e r y i ncluding

i n s p e ct i o n s , tes t s , ma intena n c e and repairs , also the wr itten

sch eme of examina t i on for pressure sys tems togethe r wi th

r e levan t p rep a r a t i o n a nd examinat i o n schedu l e s. Re c o r d s c a n be

k e p t on i nsp e c t i o n author i t i e s , a nd o n accredi t ed exa min e r s a nd

t he i r qu a l i f ica t ions .

Some ma jor brak i n g firms are taking an i n i t i at i v e in us i n g,
t h e i r techni c a l specialis ts to develop con c e p t s fundamen t a l to

t he c ond u c t o f Engineering Insurance . For e xamp l e , in

\

conjunc t ion wi th industrial research organ i s at i o n s , a broking

f irm h a s de ve l o ped a new method for the es t i ma t i o n of probable
_____ .' . ",.. ' __• A_ __ .-

ma ximum l o s s in the petro-chemical sec t or .--
Of t e n as p a rt o f their risk management s ervic e s , b r oki ng fi rms

o ff e r t o advise their clients on t he estab lishmen t and

operat~on of captive ins u r a nc e companies, s ome t ime s second i n g

membe r s of t he bro k e r s ' staff for t h i s p urpo s e or assist~ng

the i r clients with the recrui tment of s taff f or t h e new cap t i v e

insur ance comp a n i e s . This service may be e x ten ded t o

a s s i s tan ce wi t h the recrui tment and selection o f personn e l

n e eded by t he client's i nsurance depa r tment for t he con d u c t of

the dep ar tmen t 's normal activities.
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1 0 _ BROKERS AND ENGINEERING I NSURERS

When engineering insurers mai n t ain t heir underwrit ing

d i scipline i n t h e face of broker p r e s sur e . t hey are able t o

control the s i tua t ion, es t a b l i shin g a p rudent pos~ t ion which is

e ventually accep ted b y the b roker , albe~ t with reluctance .

Some examples have been give n in Sect10n 8 of t h i s paper .

However. it wo uld be a distortion t o o ver -empha s 1ze the p o i n t s

of differe nce b e t we e n t h e views and ac t i o n s of broke r s and

engineering i nsure r s . They al l share severa l common objectives,

and t h e recent changes i n t he b r oke r s ' role s hould produce net

b e n e f i ts to a ll involve d, i nc luding eng i ne e r i n g insurers.

A h i g her qua l i ty of r i sk i nformation presented by a b roker will

b e t t e r enable eng i n e er i n g underwriters t o determin e the most

a p p ropriate t e rms and c o n d i t i ons when a p r oposal is subm~tted_

The involvement o f t h e technical specia lis t s among t h e s t a f f o f

the brok~ng f irm s houl d cont r ibute to more ef ficie n t c l a i ms

handling _

These improvements wil l be mos t we lcome d b y i nsure r s lacking

the 1r o~~ t e c hn i c a l spe c i a l ists t o participate in the c ondu c t

of Engineering I n s u r a n c e . Al though h aving their own extens i v e

resources o f technical s pec i a l is ts . t esting equipment and

l a b o r ator i e s . the Engineering Insurance companies may a lso

welcome t he incoming new sty le o f par t ic i pa tio n by the major

braking firms , u s i ng the i nsur e r s' own engineers t o c a r r y o ut- - - - --- - -_.. -
more detailed e xaminatio ns into aspects o f particular i nterest

to the i ns u r e r s .

- 17-



Fro m a b roker ' s v i ewpo i n t , t hei r ri s k manageme n t activ~t ies

will s tre n g then c o n tact and r e l at i onshi ps wi t h t h e i r c l ient s ,

provide a publ ic re l a t i o ns oppo rtun i ty to r a i se t h e p r o f i le o f

t he b roking fi rm a nd make availabl e a use f u l s o u r ce o f loca l

ma r k e t i n te l l i g e nc e . In those countries where e ngine ering

i nsur a nce c ompanie s h a ve engine e r s urv e y o r s c arrying ou t

periodic p lant inspect i ons , they are better p lac e d t o mainta in

recognit ion of their services to the insure d, d e spi t e the

rising profi le of the broker i n the e yes of his c lien t .

Lik e the major b raking f irms , the major insur e r s h a v e t h e i r own

r i s k management resource , e i ther i n t he form of a separate

d ivision o r a sepa r ate s ubs i d i a r y c omp a n y . Clearly these

b rokers a nd i ns urers a re in compet ition f or r i s k manageme n t,
bus i n ess , a nd insurers may wish to c ons i d e r e xpandi ng t h e i r

risk management resources by including t echn i c a l specialists to

cove r t he engineering sec t o r . Th is should e nable insurers to

e njoy similar benefi ts from the i r risk ma n a g e me n t activity, as

a l r e a dy r ecognised by b r oke r s a nd describ e d i n the p r eceding

p a r agr a ph .

Virtua lly al l ins ure r s i ssue pub lications which are dis tribut e d

to t he braking f irms f o r market ing purposes . Some publ icat10 ns

cove r the r a nge o f i n s ura nce clas s e s o f fer ed by a c omposi t e

insurer, with r e f ere nc e s to Eng i nee ring Insura nce o ft en

c omparatively s ubdue d, some t 1mes doing li t t le more than to

r e mi n d the b roke r tha t t he c ompany u nde rwri t e s Engi n e e r ing

Insur ance . The e ng i n e e r i ng insuranc e c ompan i es pro d u c e

app ropriately focuss e d publica tio ns in wh i c h t h e re is a mple

s pace t o i nclud e t echnic a l a rt icle s aimed a t info rm i n g the

rec ipients , a nd with a n y marketing mi ssio n subtly mut e d .
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Ot he r insure rs ha ve be g u n to follow a sim1 l a r phi losophy ,

d i s t r i b u t i ng publ i cations s pe c i f ica l ly produced to help brokers

be come mo re awa r e, knowledgea ble , con fident and compe tent in an

ec lectic sec tor o f bus 1ne s s. Among t he categories of

Eng1ne e r 1ng I nsura nce, examp l e s o f recen t publications have

included comme r c i a l b Ui l d i ng const ruct 10n a nd engineering

man ufacturing . The publ i cations are dev i s e d solely t o inform

b roke r s a nd are devoid of marketing matter.

To conclud e , brokers and engineering insurers are a l l part of

a n insura nce i ndus try which will bet ter prosper when there is

t rus t , conf i dence a nd ha rmony among the pa r ticipa n t s .------- - ..~...----.'
Engineering i nsure r s can help t o promo t e a hea l thy mar ket ethos

b y t h e c u l ti vation o f good 7bus i ne s s re l a t i o ns h i p s w1th brokers,
•

and by s upporting those brokers who conduc t t he i r bus i ne s s i n a

tru l y p ro f e s sional manne r. Brokers a re the custome r s in the1r

r elat ionship wi th engine e r ing~nsurer s , w~ould ensure that

brokers receive t he service t he y d e s e rve .
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