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We are pleased to issue our first Energy and Power
Insurance Quarterly Newsletter of 2021.

The energy and power insurance market provides
solutions for companies operating within upstream,
downstream, casualty, traditional power, and
renewable energy. In this publication, we talk about
the nuances and trends being experienced across
the various sectors.

We hope you find this newsletter interesting and
informative, and we welcome your feedback about
insights you would like to see in future editions.
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Energy and Power
Insurance Market
Update

General Backdrop

Generally, all energy and power insurance sectors continue to experience
contracting capacity, increasing rates, and tightening of conditions. The
exception is the upstream sector that continues to lag because of excess
capacity remaining for all but a few, very large value projects. Insurers have
some common concerns, which may affect coverage - including COVID-19 or
communicable disease exclusions, and restrictions on cyber cover.

The drivers from the wider insurance sector, and indeed the wider economy,
all have an impact on the energy and power sector. Two such drivers are

the impact of COVID-19 losses, and the attraction of new capacity to the
(re)insurance market.

According to Moody’s, global property and casualty insurance claims

from COVID-19 will exceed US $22 billion, but the sector’s capitalization is
solid, with carriers set to absorb these commercial claims from earnings.
Moody’s noted that COVID-19 claims “remain manageable” with reinsurance
mitigating the impact of business interruption claims. In addition, the
frequency of personal lines claims reduced during the pandemic.

According to Guy Carpenter data, there has been over US $43.5 billion of
capital raises in the insurance/reinsurance sector since the beginning of
2020. This capital has entered the industry looking to take advantage of an
improving trading position for insurers. This is a substantial amount of capital,
however, the amount is relatively modest in the context of available insurance
market capacity.
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Upstream Energy

Year-end has seen insurers forming a pyramid of attitude
towards renewals. At the base, small businesses (paying below
US $250,000 in premium) have continued to experience market
tightening as minimum premium amounts continue to come
under pressure. Increased management oversight of quotations
has further reduced the cost effectiveness with a further impact
on capacity.

For midsized companies (paying premium between US $250,000
and US $10 million) who have not experienced claims, lead
insurers are on average looking to increase rates by around 5%
or more. While average rate increases were 2.5% in the third
quarter of 2020, in the fourth quarter of 2020 increases of 7.5%
to 10% were more common.

Insurers are still actively looking to provide capacity for larger
insureds, and so they have not been subject to the same rating
pressure, although reductions on like-for-like programs are rare.

Currently 58 markets make up the core capital deployed across
the upstream energy sector. Of these, 32 have capacity of

US $100 million or more. The buoyant markets that previously
existed in Singapore and Dubai have matured somewhat and
are more disciplined in their deployment of capacity. Around
the world, many of the larger carriers have migrated authority
back to London.

The most distressed part of the upstream book is the offshore
drilling contractor segment. In a sector with fewer insureds,
and smaller insured values, there is still the possibility of
significant losses. As a result, there is the potential that rates
may increase. This is evident in North America where the sector
has experienced average price rises of 10% as well as increased
deductibles and coverage constraints.

Similarly, offshore construction is a class that underwriters

are wary of — completion of larger projects is increasingly
challenging and often requires participation of the oil company’s
captive (where available).

In a year where loss activity has been relatively benign, there

have been three high profile upstream energy claims in 2020: a
fire in an LNG plant in Northern Norway; a US $120 million loss of
contract claim in Angola due to a dropped blowout preventer; and
areported US $100 million offshore construction incident in Qatar.

One of the biggest issues currently facing underwriters is the rise
in reinsurance costs; for the first time in three years, costs have
risen by close to 10% and reinsurers are reducing the amount

of cyber protection available. COVID-19 and cyber losses borne
by the large European reinsurers, who fuel the energy market
capacities, have reduced treaty competition which is affecting
insurers’ cost of capital.

At the same time, the exposure basis is shrinking - there are less
wells to insure within the industry, fewer construction projects,
and constrained rig activity. As a result, insurers compete to
participate on preferred risks and maintain the portfolios they
have developed over the last five years. This has meant that
significantly less premium is flowing in the system; it seems
inevitable that, at some point, insurers may be forced to
respond to the economic transition now occurring in the oil

and gas industry.

Itis expected that 2021 will accentuate the contrast of upstream
energy with other specialty sectors such as onshore property,
casualty, directors and officers, hull, and cargo, where increases
to date have been much higher. As confidence in the upstream
class reduces, management goodwill from past profits is
expected to be tested; environmental, social, and governance
(ESG) pressures may intensify this pressure.
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Downstream Energy

Customers have been trading through the most challenging
times and insurers have continued their focus on rate correction
within the sector. The good news is that global losses have

been within expected tolerance levels and are currently
trending below US $2 billion. The largest individual losses have
fallen between South Korea and South Africa and relate to
petrochemical and refining.

2020 has also seen an active Gulf of Mexico windstorm season.
Although claims are now manifesting and escalating from
Hurricane Laura, overall energy infrastructure has been only
mildly impacted. Some deterioration of prior year losses are
now being realized however, based on industry indicators, 2020
is expected to provide good returns to most downstream and
midstream insurers.

During the fourth quarter, increased differentiation from insurers
when assessing customers’ risk quality and rating adequacy,
coupled with the prior market correction, has reduced rate
increases. Nevertheless, average rate increases over the quarter
trended on average at 25% on downstream, with the range for
midstream continuing to be plus 12.5% to 17.5%.

In addition to the new clauses that are making headlines - being
communicable disease, resultant physical damage from cyber
events, and business interruption volatility clauses - some lead
markets are conducting in-depth reviews of policy wordings.
This may result in further coverage restrictions, in addition to
rate increases, being sought by insurers. Nevertheless, one
insurer is offering pricing incentives for “clarifications” and “tidy
ups” of policy wordings — a positive step as clarity of contractis in
the interests of all parties.

Rating deviation has continued between insurers within
geographies, and between geographies required to complete
major placements. For example, terms are more closely aligned
on Asia Pacific and MENA placements that include London market
support than North American risks which come to London.

In terms of the 2020 headline clauses, the Lloyd’s Market
Association (LMA) has been particularly busy. It has been
approximately 18 months since insurers made a serious

push towards capping the volatility of business interruption
exposures; version 12 of the LMA business interruption
volatility clause is now being attached to customers’ policies.

It is necessary to develop such clauses as part of a continuous
improvement process, but given there are hybrid versions of
each LMA version it can lead to confusion, especially in the
event of a loss. Nevertheless, it is clear that although midstream
earning structures have insulated the sector somewhat,
downstream earnings were significantly depressed during

the pandemic; many companies have experienced estimated
gross earnings for 2021 which are muted in relation to initial
2020 projections. The business interruption volatility clause
has been less of a concern due to impact of the pandemic,

but it is expected to become a more important issue as the
energy market begins its return to pre-COVID-19 normality

and commodity prices rise, especially with earning projections
starting from a lower base with an opportunity of higher upside.

The COVID-19 impact saw a variety of communicable disease
exclusion clauses introduced, which are now being mandated on
policies. Insurers appear to have achieved close to a consensus,
and settled on one clause for downstream risks. We continue to
work with markets to address some elements of the language
used within the agreed wording to provide increased clarity

on intended coverage for non-physical damage events. For
midstream business, an alternative clause can be adopted from
a more established clause in the upstream market. Aside from
sensitivities on coverage scope, consideration should be given
to ensure policy sub limits for expenses incurred as a result of

a communicable disease are sufficient to support continuity of
operations and the asset integrity that goes with it.

Another “living” clause meriting specific interest relates to
resultant physical damage from a cyber event. This is a different
but equally complex issue, as there is debate as to where this
specific element of coverage should sit. Customers regard the
exposure as forming part of their standard property policy, while
the developing cyber market includes it as an element within
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the cyber scope. The downstream market has recently shifted to
either exclude resultant damage from a cyber event, or provide
very limited coverage as a result of excluding malicious acts. The
impact of this is that the traditional cyber market may not be in

a position to provide appropriately priced capacity for midsized
or larger customers. To date, there is no substantive evidence of
physical damage, fire, or explosion to currently available policy
limits which are the result of cyber-attacks on downstream
energy facilities. For this reason, downstream insurers will
consider including a broader fire and explosion write back within
the policy. There remain additional potential workarounds within
the terrorism markets, although the scope of cover varies.

Perhaps the most challenging clause to come out of the LMA
recently is a valuation and average clause. The intent of this
clause is to ensure declared insurable values fairly represent

the actual asset replacement costs, to allow for appropriate
rating as well as the correct risk correlation to the estimated or
probable maximum loss scenarios. While it is in the interest of
both parties that a fair representation of the values at risk are
established, both in assessing the risk transfer and expediting
claims payments, there are significant challenges with this
clause. Average clauses are not standard within general property
markets, particularly for full value policies. Where they fall down
within downstream energy is the multi-locational complexity
and the scale of the asset base. Generally, most customers retain
significant risk, both in retention levels and above “first loss”
program limits, which are often based on estimated maximum
loss calculations. It is in the customer’s interest to ensure values
are correct. On the other side, most insurers have engineering
capability and a significant database across their entire portfolio
to understand the asset value weighting of risks. Although there
remains the possibility that insurers will make an allowance

for the cost of an independent valuation out of the premium,

the ultimate cost will be borne (directly or indirectly) by the
customer. The fundamental difficulty however is that until the
re-valuation is finalized, average applies to the policy, and the
process to agree and finalize values can be time consuming. If
aloss occurs before valuations are finalized, there is enormous
potential for dispute, delay, breaches of lenders’ covenants,

and the like. To add to this, any adjustment to values originally
declared at inception resulting from the valuation report applies
from policy inception, which should be taken into account if
there has been a loss during the intervening time. Given the
relative scale and value of the assets, such premium adjustment
can have a significant impact on budgets and cash flows; the
clause results in volatility that should be avoided. Fortunately,
the vast majority of insurers look for alternative ways to ensure
a commercial solution in relation to valuations, but clients and
brokers should strongly resist the imposition of this punitive
clause, or look to replace the security proposing to impose it.

Where there is underlying substance to these clauses, the 2019
and 2020 market conditions have not always allowed for clients
and brokers to look to balance some of the excesses within the
clauses, we expect this to change in 2021. As further capacity
enters the sector, these clauses will inevitably find an appropriate
balance, which increases the certainty for insureds.

In terms of market conditions in 2021, pandemic pain looks set
to continue through the first quarter and, although improving,
may remain challenging for customers throughout the remainder
of the year. It should be expected that customers will increase
their focus on eliminating speculative cost from their businesses,
and this will include finding solutions to mitigate rising insurance
premiums. At this point, there appears to be limited new capital
coming to the downstream market, but it is anticipated that a
number of insurers may look to release further capacity to take
advantage of the pricing increases, and anticipated enhanced
returns on their capital. Insurers may also look to mitigate the
significant level of return premium related to adjustments in
business interruption values as a result of the COVID-19 induced
downturn. Capacity remains generally adequate for midstream
requirements, and we expect appetite to remain strong.

Itis also expected that insurers who offer outlying pricing
and/or conditions will not achieve a share of programs, as
customers will have more choice. There has been a trend for
customers to mitigate premium spend by retaining more risk, or
by mutualization. It is notable that additional retentions taken
by customers are often in response to mitigating elements

of aggressive insurer pricing or restrictions, and they are not
looking to make general concessions on retention levels. We
expect that the result of this will be a further flattening of the
rating increases from the first to second quarter. Midstream
clients are expected to experience lower rate increases. In
summary, there remains material uncertainty and obstacles
in 2021, but there is significant potential to find a sustainable
balance that provides stability in the marketplace.

In 2021, pandemic pain looks
set to continue through the
first quarter and, although
improving, may remain
challenging for customers
throughout the remainder

of the year.
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Power

Traditional

At the end of 2020, the market remained challenging.
Restructuring of programs is now commonplace, with many
vertical placements being used to mitigate the impact of

the hardening market conditions. The placement process is
taking longer as incumbent carriers reduce their lines, and
some lead markets delay the quotation stage. Road shows,
recent engineering reports, and the ability to demonstrate a
commitment to continual improvement to risk management, are
crucial to avoid the worst of challenging market conditions.

With the continued firming of the market, renewals with a clean
loss record and no natural catastrophe (NatCat) exposures have
on average experienced 15% to 20% price increases. Accounts
that have NatCat exposure, or those that have experienced
claims, are generally subject to larger increases, reduced policy
coverage, and increased deductible levels. Due to market exits
over the last 12 months, each renewal often starts with reduced
capacity, meaning alternative insurers must be considered when
designing placement strategies.

Insurers continue to announce that they will phase out
participation on insurance programs that include thermal coal-
fired power plants with a view to transition away from these
assets, the most recent being Lloyd’s of London (refer p. 19).
Further announcements are expected to continue into 2021.

COVID-19 continues to have a significant impact on the power
market. Insurers are looking to limit exposure, with the inclusion
of specific London Market Association (LMA) clauses on all
placements. Plants are taking extensive action to ensure they
remain operational, especially throughout maintenance periods.
With on-site risk engineering surveys not as feasible, there is a
much higher importance placed on virtual risk engineering. This
has generally been well received, and is playing a vital role in
many placements.

What was looking to be a positive year for most going into the
fourth quarter, has actually resulted in an uptick in large losses,
particularly in the US, including another turbulent wildfire
season. Despite a full renewal cycle since significant premium
increases began, the trend looks set to continue its momentum
into 2021, as results are hampered by the challenging year-end.

Renewable Energy

The fourth quarter in the renewable energy insurance market
can be characterized in a similar fashion to those that came
before. In what is an exciting time of significant growth and
opportunity for the renewable energy industry at large, London’s
onshore and offshore underwriting teams have been stretched
by a considerable flow of new business submissions from around
the globe.



While the workload has increased for underwriters, internal
scrutiny on underwriting performance remains ever-present

as insurers look to reverse a number of years of unsatisfactory
results. The unwelcome product of this is a difference in terms and
conditions and/or pricing across a placement, which has become
increasingly commonplace in both the onshore and the offshore
market. The placement process itself continues to take more

time, with lengthy review processes and the increased volume of
submissions leading to longer waiting periods for clients.

To achieve the best result, we recommend clients engage

their broker at the earliest opportunity ahead of their renewal
date. This allows the necessary time to begin the information
gathering process, and allows early engagement of the markets.
The level of detail contained in the underwriting submission

is more important than ever in achieving optimum treatment
from insurers. We continue to recommend engineering reports
as a differentiator for all clients, along with pre-renewal virtual
roadshows, which are of particular importance for clients with
larger asset portfolios.

On arelated note, early engagement ahead of the expiration date
of construction insurances is also vital. This allows increased time
for negotiation and market engagement in a class that continues
to be a particular challenge as a result of the shift in underwriting
philosophy. During the construction phase, regular reporting
and updates are critical to ensure that underwriters have a

full understanding of a given project’s progress and

subsequent exposure.

On average, minimum rating uplifts to renewal business have
continued to stabilize at around 20% to 30%, though larger
increases may be experienced on programs with loss activity
and/or significant NatCat exposure. As we look ahead, 2020 and
2019 underwriting performance is likely to dictate whether the
market seeks further increases, or if pricing stabilizes after the
significant focus on pricing adjustment in 2020. Deductibles
continue to be in-line with current market conditions, where
minimum self-insured retentions are generally driven by the size
of project (or turbine in the case of wind) and NatCat exposure
(where relevant).

Technology has continued to evolve rapidly during 2020 as
increasing investment capital enters the industry, and equipment
manufacturers grow in experience and technical expertise. As
new technologies emerge and develop, the market has tended

to tread carefully. As a result, we have seen limited coverage
provided for prototypical technologies with exclusions in respect
of manufacturing defects for unproven technologies, and/or
higher deductibles until the relevant components are tried and
tested in a fully operational environment.

Placement of projects in NatCat-exposed areas remains a major
challenge, and we have seen pricing for clients with assets in these
locations increase dramatically. Meanwhile, many new projects are
impacted by reduced levels of cover in respect of natural perils as
the industry continues to expand its global footprint, and owners

and developers are forced to enter new, unexplored territories.
The emergence of non-traditional NatCat perils such as wildfire,
hail, and lightning continue to impact the market.

Positively, we have seen manufacturers react to the challenges
around extreme weather, and its impact on renewable energy
projects. The emergence of widespread deployment of specific
engineering and design methods, which assist in managing the
impact of extreme weather events, can greatly assist in obtaining
the maximum coverage available. Again, early engagement is
crucial to achieve the optimal coverage and pricing results.

Finally, we have seen renewable energy markets continue to focus
almost exclusively on wind and solar, meaning capacity from

the traditional renewable energy markets for hydro, biomass or
biofuels, and geothermal is incredibly limited; indeed many have
exited these classes entirely. This is a symptom of poor historical
performance coupled with the rapid growth of wind and solar.
While coverage for these asset types remains available from the
property and power markets, the withdrawal of capacity has led to
particular pressure on pricing for these asset classes.

@ﬁ?

We continue to recommend
engineering reports as

a differentiator for all

clients, along with pre-renewal
virtual roadshows, which are
of particular importance for
clients with larger

asset portfolios.
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Terrorism

The terrorism market remains a profitable class for insurers,
therefore the rating environment for assets in benign areas has
hovered around the flat to plus 5% during 2020. However, there
have been significant localized rate increases in parts of the
world where the damage to property, often from riots and civil
commotion as opposed to terrorism, has been substantial, for
example in Chile and Hong Kong.

Energy Casualty

2020 continued the trend for upheaval in the third party liability
market. We are experiencing a hardening market, although it

is by no means manifesting evenly across all areas, with most
carriers seeking a correction after many consecutive years of
reduction, and widening of terms and conditions.

Although there have not been any market-turning energy liability
losses in the past few years, there have been some meaningful
claims and incidents arising from the energy and non-energy
sector that have resulted in loss making years for many insurers.
Underwriter caution has been accentuated by increasing costs
of remediation and clean-up in various jurisdictions, especially
the US where ‘social inflation” has given way to ‘nuclear verdicts’,
which even if appealed successfully are exponentially raising
defense costs.

Itis possible we will see further market contraction in the next

two quarters. This is in addition to the numerous markets that
exited the liability market in the last 18 months, which has reduced
available capacity in London to date by around US $200 million.

Underwriters are under greater pressure to justify every risk that
they write, and for that reason market focus continues on areas
such as pipeline integrity and risk management, US auto, drones,
cyber (no more silence as respects cyber coverage), and wildfire.
Peer review prior to binding, and the multiplying of management
sign-off layers, continue to result in a challenging and elongated
broking process.

One of the responses from the insurance market to these losses
has been the exclusion of certain strike, riot, and civil commotion
(SRCC) perils from property policies, with coverage more widely
available under terrorism policies.

Numerous new markets are expected to begin writing

political violence and terrorism insurance in 2021, which should
have a positive outcome for clients and minimize the likelihood
of rate rises.

Market Specifics:
International Downstream/Power/Mining/Midstream:

This has become the most difficult class to place. Many years
of depressed pricing, and poor loss experience, have resulted
in rate increases. The wildly varied starting points mean that
average premium percentage increases are challenging to
predict as many insurers look to correct perceived previous
pricing inadequacy on an account-by-account basis.

International Upstream:

A very positive few years in this class continued in 2020, and
there have been almost no meaningful losses. Unlike the
downstream sector, however, the property part of this class
has also run very well, so there is far less pressure on cross-
class companies to impose increases on their liability book.
Reductions are highly unlikely as small rises are generally being
imposed on this class.

Integrated upstream and downstream accounts are the hardest
to place, especially if significant limits are being bought. The
pricing patterns follow that of the international downstream/
power/mining/midstream sector.

North American Downstream/Power/Mining/
Utilities/Midstream:

Utilities remain very challenging, and even though the wildfire
losses in California (currently estimated at approximately
US $11 billion) mean this coverage is approaching uninsurable,
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many insurers are re-evaluating their view of US utility accounts
in general, irrespective of their exposure to wildfire. Canadian
wildfire is starting to be investigated and capacity withdrawn,
though not to the extent experienced for US or Australian
wildfire risks.

North American Upstream and Contractors:

Excellent loss experience means rates are not increasing
significantly. It is rare to find markets solely exposed to this class,
or that do not have other lines of business that have suffered
losses (marine, cargo, downstream energy), however, there is
tangibly less pressure on this class. US auto continues to concern
many insurers, because of some extraordinary court awards and
settlements in the past 24 months. Canadian contractors with
cross border exposure are becoming very challenging to place,
with some insurers only participating on auto programs in excess
of between US/CA $10 million to US/CA $25 million. Tolerance
for “incidental US exposure” on Canadian risks is much lower,
and insurers are more likely to decline these risks. Offshore
contractors are faring a little better than most, with there being
some sympathy for the many players who find themselves at the
breakeven point, or below, as Chapter 11 entrants are no longer
ararity.

Latin American business is currently being treated the most
harshly; what has historically been a fantastically competitive
region is now experiencing extraordinary rate increases, with
few alternatives available for clients. Coverage for force majeure
and illegal tapping are a focus of insurers and typically excluded,
especially on midstream or transmission risks.

Attitude of buyers

While the long tail nature means it is too early to identify a trend
for 2020, there have been instances where clients who buy

mega towers — US $750 million and above - and are involved

in composite (upstream and downstream) business or have a
particularly difficult risk aspect (mining, wildfire, North American
pipelines), have been prepared to walk away from purchasing
insurance above a certain level. The rationale of this approach for
several buyers has been that the extra limit, above that assessed
as prudent for the business and which was bought in the past few
years as a result of the low price of capacity (US $1,000- US $3,000
per mile) is no longer cost effective. Therefore, companies are
reverting to previously accepted policy limits and/or reconsidering
the limit that required for the business today.

Summary

We find ourselves in a hardening market, and the
deepening capacity crunch seems to be gathering

pace with options significantly reduced. Terms and
conditions are being reviewed, as are capacity, pricing,
and retentions. Early premium estimates are increasingly
difficult and unreliable. Starting the placement process
early is key; information requirements and short
timeframes of previous years are no longer available.
Complete underwriting submissions which include

full schedules of assets, turnover, throughput, payroll,
employees, maps, and locations of risk are now required
for almost all accounts. Claims experience is being
scrutinized more closely, so details of risk management
and remediation actions taken to address previous losses
can help reduce the likelihood of insurers declining

to provide cover. Ultimately, for the first time in many
years, insurers are reconsidering their portfolios and as
a result are prepared not to renew accounts if they are
not satisfied with the risk profile as well as policy terms,
conditions, and pricing.

Bermuda Casualty

The Bermuda casualty market continued to be challenging in the
fourth quarter with a continued push on increasing premium levels.

The total capacity being deployed by each insurer is being
reviewed, and in many cases reduced. This is being driven by
internal management review, comparisons of line sizes of other
insurers on the program, and/or desired premium increases not
being achieved.

We expect to see a continued tightening, with both premium and
limit implications continuing into 2021.

There are some promising signs with new capacity potentially
entering the Bermuda market in 2021; we will continue to explore
this once capacity becomes available.

We find ourselves in a hardening market, and the deepening capacity
crunch seems to be gathering pace with options significantly reduced.
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Anticipated increases
on upcoming 2021
reinsurance renewals
are expected to further
strengthen insurers’
resolve to hold firm on
pricing and terms.

Marine Exposures

The worldwide economy has struggled to regain the stability
and steady growth that existed before COVID-19. The rolling
lockdowns of many key western trading nations, as they have
fought to control their respective pandemic problems, have
continued to dampen many segments of the maritime sector.
Reduced economic activity, and resultant lower demand for
consumer products and raw materials, have prevented the
marine industry’s return to an even keel.

Within the marine insurance market, the firming trends
established in 2019 continued throughout 2020 as insurers
looked to reverse the long-term pattern of unprofitable
underwriting results. The result was a contraction in capacity,
insurer closures, and job losses in many regional markets.
International competition between markets has notably
diminished, as many regional insurers focus on stabilizing
domestic accounts.

The marine cargo market has seen the highest level of increases

with average rate rises of 15% to 35%, capacity falling, and some
businesses that are looking to purchase high limits struggling to
complete their programs.
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In the hull market, double-digit rate increases of 10% or more
have been maintained throughout the year with all clients with
hull fleets experiencing some form of increase. The pricing
difference between quality fleets which have a long-term
relationship with their insurers and those operators who have
less than perfect claims record with a tendency to shift between
insurers has widened. Insurers are willing to walk away from
business that does not meet their rating criteria or minimum
premium requirements.

2020 was the second year of continued pricing increases, a trend
that seems set to continue for the near term. Despite decreased
shipping activity, there has still been a number of sizeable

losses that have hampered some insurers return to profitability.
Anticipated increases on upcoming 2021 reinsurance renewals
are expected to further strengthen insurers’ resolve to hold

firm on pricing and terms, for the time being. Cyber and
communicable disease exclusion clauses are increasingly
common, although there is still no adoption of a standard market
exclusion clause for communicable disease.

Worldwide, hull market capacity remains more than adequate
for most classes of shipping. New market entrants have replaced
much of the capacity that withdrew in 2019/2020. This is
expected to help stabilize the market as results improve and an
eventual recovery in economic activity takes place in 2021.



Onshore Construction

The onshore construction market’s dynamics have changed
significantly in the last 12-18 months, where we have seen a
significant number of insurers/reinsurers exiting this class of
business. Many carriers have placed their construction books
into run-off; we estimate almost US $1 billion of capacity has
been withdrawn from the market. Despite market moves to
increase rating levels, to date we have not seen any major new
entrants as the returns are not currently sufficient to attract
such capital.

A series of high profile power, hydroelectric, and oil/gas project
failures have intersected with a number of natural catastrophes,
including active hurricane and typhoon seasons, flash floods,
and landslides. This has further impacted a market which

has experienced a period of continuous decline in rate and
numerous construction claims which resulted in significant
losses globally. Such market defining losses have demonstrated
that the construction sector is not immune to major events,

and consequently several markets have withdrawn from the
construction sector altogether. For others, the major market
centers are once again regaining control, and underwriting
authority is returning from regional offices to the chief insurance
market hubs or insurers’ head offices.

A significant reduction in investment income also caused a
further deterioration in the London market results. There has
been poor performance by equity and bond portfolios due to
rising interest rates in the US, geopolitical uncertainty, and a
slowing global economy. This has added to the challenging
landscape for major insurance markets to navigate.

The factors above, coupled with the increased cost and limited
availability of reinsurance capacity, continue to push the

market into a state of transition. Market conditions have been
deteriorating over the course of the last 12-18 months and this will
present challenges for insurance buyers. The COVID-19 pandemic
has only exacerbated the drive of insurers to push pricing levels
higher, and force policy coverage restrictions further.

Through 2020, we saw a rating increase on average of around
10% to 20%. We saw some reinsurers withdrawing previously
offered capacity from the sector, while others withdrew

the widest defects covers for oil and gas projects; requiring
alternative capacity to be found. This demonstrates a shift from

a buyer’s market to a seller’s market. Extensions of period for
existing projects remain difficult on even the best projects, and
mid-term replacement of markets in run-off remains a protracted
or, for some projects, impossible task.

The outlook for London is more of the same - a steady increase
in rates and deductibles (albeit possibly at a slowing rate

of increase), and a heightened awareness by construction
underwriters that ‘Black Swan’ events do occur within the class
of business and impact underwriting results. Elsewhere, North
American, Latin American, Middle Eastern, and Asian markets
have lagged behind London’s rate of change during the past

18 months. This, coupled with the return of decision making to
principal market centers, should result in a narrowing of the gap
around adequacy of underwriting and in the difference of terms
between the global hubs and London. The focus on defects
coverage and natural hazard exposures continues.
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Regional Updates

Latin America

Capacity for the power business has remained relatively stable despite additional insurer office
closures in 2020. With approximately US $500 million of working capacity available, Latin
American markets can write quota-share and non-proportional placements, which suits the
majority of accounts and limits within the region. A key factor in 2020 was the crucial role played
by managing general agents (MGAs), who provided capacity for large and complex risks. MGA’s
mainly participate in short primary lines of business with high premium rates, or on the upper
lines of an insurance placement where the risk of loss is lower.

Capacity for energy programs is not as robust in Latin America, and is still mainly dependent
on the international hubs. For this reason, the market follows global trends, with high rate
increases in downstream and lower rate increases in midstream and upstream businesses.

Generally, reinsurance prices have continued to trend upwards. When a reinsurer underwrites
one risk from the region, itis not looking at the risk in isolation, but considering its global
portfolio and catastrophic exposure. 2020 has proven to be a relatively benign season in the
Caribbean, however, this was not the case for the continental Americas with multiple hurricanes
impacting the US Gulf Coast, fires in California, and recent severe hurricanes in Central
America. The fact that underwriting teams are connected, and portfolio terms and results

are shared, means underwriters are under pressure to ensure that same base rates apply to
similar assets regardless of their location (for example in Latin America and in Europe). Risks
with similarities are monitored and cross-checked for rating consistency. There is pressure on
reinsurers to balance rates, considered below underwriting guidelines, while at the same time
there is a certain level of opportunism.

Many markets rely heavily on retrocessions to provide capacity for large lines, in particular for
NatCat exposed areas. Retrocession cost has generally experienced double digit increases,
contributing significantly to the overall price. The market signals are that reinsurance rates
will continue trending upwards, and capacity will be more restrictive, and carefully deployed
on certain risks and coverages. Sub limits, for example, often have not been considered for
some time, resulting in some large exposures; it is expected that Latin American markets
will pay particular attention to not only price and deductibles, but also overall exposures
and the applicable sub limits. Other policy conditions - such as non-claim bonus, long-term
agreements, or even 18-month policy periods — have been a challenge to obtain or are not
available. Some markets are also looking to include business interruption caps, or introduce
business interruption volatility clauses to limit coverage for this exposure. Without regular
business interruption declarations, markets will look to mitigate the seasonality of the
exposure and are looking to introduce caps per month and on an annual basis.

This current insurance environment has also seen the introduction of different versions of
pandemic exclusions, cyber exclusions, and the exclusion of strikes, riots, and civil commotions
(SRCC) exposure. For SRCC, following a series of unexpected losses, insurers are looking to
apply a total exclusion, with coverage then purchased in the specialized market.

2020 put clients under more pressure to find efficiencies in their insurance programs. Options
to reduce limits, increase deductibles, or even include a self-insured retention has become
increasingly common. In the context of changing market conditions, companies need to
ensure they purchase adequate insurance limits to cover their estimated maximum losses, and
deductibles that protect the cash flow and their bottom line. The analyses of risk appetite, and
the early discussions with insurers to obtain a balanced result, has been challenging.

As experienced globally, Latin America moved quickly to virtual interactions in response
to COVID-19, including for client roadshows. This has generally been well received by the
local markets where a larger number of participants have had the opportunity to participate.



Although the majority of the Latin American market and decision
makers (particularly for the power sector) are based in Miami,
there are key markets and engineering teams in the region that
have been able take part in client presentations. The virtual
connection does not fully replace face-to-face contact and the
value of in-person conversation, this year clients have sought to
capitalize on the strength of existing personal relationships as
well as the introduction of new techniques for client meetings,
group forums, one-to-ones, and even deep dive inspections

Middle East

Against a backdrop of increased global volatility, it is not
surprising that the Middle East market has seen further changes
in its profile. Despite these changes, the region’s mix of carriers,
and its breadth of products, means it continues to be a credible
marketplace for many buyers.

The focus of the reinsurance markets in the Middle East,
centered in Dubai, remain the specialty classes of energy,
power, construction and financial lines. Global changes in these
sectors continue to force the large corporate insurers to realign
their international investments and, following the decision of a
carrier in the first quarter of 2020, we have seen another large
international carrier close its Dubai branch office at the end of
2020. Despite the departure of a few global players in the last
18 months, the Dubai International Financial Center (DIFC)
remains the home of a number of global insurers/reinsurers. The
impact of the recent changes to buyers is difficult to quantify,
although we would comment positively on the continuation of
relationships offered to some buyers when underwriting has
switched back to London. Other carriers have approached the
situation differently keeping their branch offices open, while
relocating certain classes of business including energy, power,
and construction back to global hubs.

There is no doubt that, from an international market standpoint,
the Middle East is on a low ebb, but there are positive signs
from other markets — both well-established and newer market
entrants — with underwriting teams expanding and, in some
instances, the Dubai hub taking on underwriting responsibility
for their London and European teams. The impact of the shifts in
the international markets has caused a reduction in the number
of viable leaders — especially in downstream energy and power.
Conversely, those leaders that remain are more consistent in
their approach than their peers.

One of the defining features of the Middle East market continues
to be the vibrant mix of carriers, and while the international
markets are important, it’s the locally-based carriers and MGAs
that give the region its profile. In these areas, we have also seen
some changes - there are shifting appetites within the sub-
sectors with the internationally-focused arms of the established
cedants taking more conservative positions on energy risks.

with engineers. The crucial factors, given the market context,
for achieving the best results are the quality of the information
and allowing sufficient time for a full analysis. Information on
maintenance during COVID-19 has been a high priority, as

well as information on risk management and loss control. The
new normal means that underwriters require internal referrals,
modelling, and peer reviews before they provide their quotation,
and in many cases, there is in-depth negotiation before the final
agreed terms are reached.

Conversely, we have seen growing appetite from some Abu
Dhabi based cedants for international risks, when traditionally
they focused on domestic business. Added to this positive trend
is the credibility of the MGAs who, despite challenges, have
prevailed with growing capacities or new underwriting teams,
showing them to be more robust than many thought. In some
instances, we have also witnessed a growing appetite from local
insurers to increase their net and treaty positions on downstream
risks in view of the general improvement in terms, and the
continuing support from their established treaty reinsurers.

2020 has been a year of unprecedented challenges, and yet in
many areas we have witnessed a reduction in the level of price
volatility for regional buyers. While the Middle East market is in
line with global market trends, which continue to push pricing up
for most sectors, there are signs that the proliferation of insurer
opinion on pricing and coverage, witnessed in 2019, can be
drawn closer together through an inclusive, consensus-based
approach to marketing insurance programs. We are optimistic
that 2021 will offer more opportunities for stabilization, and are
confident the regional markets in the Middle East will have an
important part to play.

Despite the departure of a
few global players in the
last 18 months, the Dubai
International Financial
Center (DIFC) remains the
home of a number of global
insurers/reinsurers.
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Asia

The Asia downstream market tends to react more slowly to
changes in market dynamics, certainly compared to London, and
that was once again the case with the initial and sustained rate
movement currently being experience, which only began locally
towards the end of 2019.

Historically we have not seen the significant loss profiles in Asia

that are experienced elsewhere globally, and the market traded on
the back of this factor as a way of rationalizing premium, and rating
levels that in the main have been lower than most other territories.

However, at the start of 2020, the market in Asia started to
respond more forcefully, with rate increases applied across the
board. Some of the percentage increases have been sizeable but
these are also being applied to rates which are starting at a lower
base than would usually be the case (elsewhere in the world),

as such the premium pools and renewal rates applied are often
competitive and remain challenging for London markets

to support.

The Asia capacity pool, in excess of US $2 billion, has meant

that the majority of downstream operations remain (re)insured
in the Asian market, with only the larger operations generally
requiring London and/or global market support. In addition,
within Asia the combination of both international carriers and
more indigenous regional carriers offering capacity are reasons
why there has been a more competitive premium environment
historically. While Singapore remains the hub, there are also
pockets of capacity offered from several other territories, which
combine to increase the levels of available capacity in the region.

However, this year we have seen a sea change in the Asia market.
Significant losses have hit the region during 2020; regional and
head office management of the underwriters are reacting by
questioning historic premium rates, and taking immediate steps
to change tack as they seek to bring their Asia portfolios rating in
line with the rest of the world.

In addition, the balance in underwriters’ portfolios is being
reviewed, with subsequent steps often involving reduced
lines and/or a more cautious approach to natural catastrophe
elements of risk. There is a particular focus on business
interruption exposures, and the increasing percentage of
overall claims settlements which are attributable to business
interruption. Silent cyber exposures, and the approach to
COVID-19 (and general pandemic factors) is aligned to the
London marketplace.

Despite these market dynamics, we still see the Asia market
offering attractive capacity to regional clients. Markets in the
region benefit from a closer relationship and understanding of the
Asian risk environment specifically, and this allows underwriters
to take a more pragmatic and supportive approach with regional
clients. Traditionally the Asia energy market has been consistently
profitable, so while 2020 presented challenges, and we have seen
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premium corrections, the rating base remains commercially driven
and reflective of the region’s past profitability.

Outside of the property and business interruption covers, we
are seeing developments in the Asia liability market sector
as well, with premium rates correcting; reflecting in part the
loss experience seen in the region, as well as concerns for an
increasingly litigious environment in Asia.

As with the property related sector, Asian energy clients

have in the past benefitted from both wider cover and more
commercially-driven premiums than available elsewhere in

the global marketplace. (Re)Insurers are still looking to support
their insureds, but only where they consider the pricing levels

to be acceptable and in-line with the more liability prone
environment. As such, current market conditions will likely
continue through 2021 — with strict underwriting discipline
enforced, and underwriters moving closer to what they consider
their technical price.

The upstream market in Asia has followed the example set by
their peers in London in seeking some form of rate increases
and/or coverage restrictions across their respective portfolios.

In terms of leadership in the region, the usual players have been
stepping up on both operational and construction business. That
said, the panel of leaders in Asia does seem to be shrinking and
overall capacity has somewhat reduced with some Lloyd’s markets
moving authority for their energy accounts back to London.

Across the upstream market in Asia, we have seen underwriters
remain steadfast, maintaining minimum single digit rate rises on
clean operational renewal business.

Liabilities have been more volatile with up to 50% to 60% rate
increases generally experienced, and higher retentions.

Itis increasingly common that, where possible, credits such

as prompt pay discounts, renewal incentive bonuses, and no
claims bonuses achieved in softer market conditions, are being
removed as underwriters focus more on their acquisition costs.

There is also a tougher stance from markets with regard to
requests such as extension of quote validity periods, period
extensions, and premium payment terms. Lead markets are

now issuing notices of cancellation should they not receive
premium in the stipulated timeframe. Achieving contract/period
extensions is also challenging, with underwriters now reticent to
offer extensions at pro rata rates.

The change in market appetite has been more prevalentin the
offshore construction arena, with some carriers now having

an aversion for writing pure subsea risks, and some pulling

out of the class altogether. While deductibles show a level of
consistency, ratings have increased when compared to 18
months ago, with small projects quoted at around 1.5% net and
larger projects at approximately 1.0%.



The Asia region can still be a competitive area for construction liability
with certain lead markets, but often there is a disparity in pricing.

Power clients in Asia have also faced one of the most challenging
insurance markets for decades. When the market began hardening in
2018, the impacts on Asian clients were relatively modest when compared
to other regions. This changed in 2020 as local underwriters gained more
confidence in their ability to request, and achieve, the increases required
by their management. There was a drive by insurers to achieve technical
pricing, and a focus on offering smaller line sizes to reduce aggregation
exposures. This was coupled with a tightening facultative reinsurance
market, which reduced the ability of insurers to reduce and/or offload any
unwanted exposures.

Clients with challenging risk profiles, or natural catastrophe exposures,
were impacted more significantly. The market also reacted swiftly to
insureds with losses, in certain cases imposing triple digit increases and
often restricting coverage by higher deductibles or lower sub limits in an
attempt to recoup the losses instantly.

The Asia market is expected to harden again in 2021 given the
performance of the insurance market in 2020. The major contributor to
this will be COVID-19, but power clients in the region have also suffered a
number of large losses that will continue to bring focus on underwriting
performance. The level of increases should begin to moderate, otherwise
insurers risk a withdrawal of premium as clients look to alternative
mechanisms to transfer risk. As the market continues its current state,
insurers are expected to change their focus from pricing increases to
coverage restrictions.

Traditionally the Asia energy
market has been consistently
profitable, so while 2020 has
presented challenges, and we have
seen premium corrections, the
rating base remains commercially
driven and reflective of the region’s
past profitability.
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What Insurers Said

The following are ‘sound bites’ taken from speeches, statements, or articles by
prominent market figures about the insurance market. While we have tried not to
take their words out of context, the excerpt may not be the entire speech or article.

Q0

Q0

Evan Greenberg, Chubb CEO

“You have a loss cost environment that is not
benign. And you have an industry that, in my
judgment, fell behind on pricing, quite a bit behind.
The [pricing increase] momentum is very good, but
it’s got ways to go. | don’t see it as the early 2000s,
but it’s a very healthy trend, and we are in a real
hard market, and it needs to sustain itself.”

Paul Brand, Convex deputy CEO

“Focusing on rate adequacy is a blind alley and
more attention should be paid to improving
portfolio resilience. The reason prices are going
up so quickly is that people have not thought
carefully enough about their portfolio resilience.
So, they’ve had a lot of bad things happen and
they’re continuing to see bad things happen
across the entirety of their portfolios. That’s
much more complex than any individual risk rate
adequacy. | think the world has changed very
rapidly and London hasn’t changed that rapidly.
If I think over my career, there are still some bits
that feel very similar to all the way back in the 80s,
and some is good and worth keeping but some,
especially around expense management and the
client focus, could do with improving.”
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Q0

David Croom-Johnson, Aegis
London managing director

“We’ve got to absolutely understand and
appreciate better the unit of rate that we require
for the exposure that we are putting out there,
and there will be winners and losers in carriers
that get that right and carriers that get that
wrong. Underperformers in the Lloyd’s market
should be placed under increased scrutiny, a
Lloyd’s combined ratio of above 100 for the past
few years has not been good for any of us. | think
the boards of those companies need to be doing
more. | think they cannot expect to deliver losses
to their capital for a prolonged period of time and
I’m quite tough on the fact that | would love for
some of these businesses just to go away because
| care about the whole. | care about our brand and
our reputation and we can’t deliver that unless
we’ve got businesses that are run well.”



Q0

Andrew Horton, Beazley CEO

“| expect rate momentum to slow in 2021, with
aggregate rate increases falling below double
digits. Rate rises this year had been especially
positive in D&O, property, marine and aviation,
but the pace of growth is likely to slow next year.
However, the [insurance] industry needs to tread
carefully as it helps struggling clients obtain the
cover they need during the economic downturn.
It’s unusual having a hardening market into

a recession. We have to help them [insureds]
structure their programs where we can get the
right rate for the exposure and they can still get
the cover they need. Economic conditions mean
itis likely clients will begin purchasing lower
overall limits, and may scale back new buying
plans in emerging markets such as cyber. Whilst
|l acknowledge the positive timing of start-ups
entering the market without a legacy, the total
capital raised in the grand scheme of things isn’t
that much and | am not sure it is going to have a
major impact on current players.”

Q0

John Neale, Lloyd’s CEO

“Performance will always be the corporation’s
number one priority even as rate momentum
continues and profitability improves, in order to
futureproof the marketplace. The performance
actions must continue, forever. It is an every-
year process. We will maintain a focus on profit
over growth - surely, that is just the normal
rhythm of running a good business. The market
now has the right mind-set as to what good
performance management looked like and that
even though previous planning seasons had been
tough for syndicates, each year had become
gradually easier. | think we have become a lot
more proficient in what a good plan looks like.
2017 we were way too short tail, too CAT-heavy,
and therefore encountered a mass difficulty in
performance. Those corrective actions were for
the long term and shouldn’t repeat, though there
will always be new challenges — 2021 and 2022
will present very real challenges in a recessionary
environment, so we have to stay alert. Lloyd’s is
benefitting from continued rate momentum -
with the market due to see its fifth consecutive
year of rate increase - and there is the hope that
it will return to strong profitability in 2021. But
that does not give rise to exponential growth - it
must be the right growth at the right price. There
is a proportion of the market which has more
work to do — we... and they are determined that
they must use 2021 to demonstrate a satisfactory
underwriting return.”

The quotes referenced above are included herein to provide readers with a broad overview and insight into what is currently being said in the

marketplace however, the inclusion of such does not mean Marsh or any of its affiliates endorse or agree with any of the foregoing.
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Insurance Industry People Moves

Mike Kolodner is to take on the
role of Marsh JLT Specialty US
Power and Renewables Leader,
with Dan McGarvey fulfilling the
role of Chairman of US Power and
Renewables.

Demian Smith, ex-StarStone CEO, has
joined Guy Carpenter to head its new
marine and energy mutual, agency,
and captive reinsurance solutions
practice.

Tariq Al-Salihi will join Sompo
International to begin writing a
terrorism book.

Shazia Aslam Rafique was promoted
within Liberty Specialty Markets to a
newly created role of regional product
line manager for downstream in
London, Europe, and Dubai.

Manuela Baroncini has resigned

as head of construction at Zurich in
London to take up a role of global head
of construction at Swiss Re, replacing
Guido Benz.

Oliver Brown is leaving AXA XL to join
Berkshire Hathaway in London where
he will write a UK/Europe energy
casualty book.

Alberth Gutierrez (ex-Swiss Re
Corporate Solutions) has joined Elseco
in Dubai as a downstream underwriter.

Lesley Harding will return to the
insurance market from BP to lead the
energy practice of Liberty Specialty
Markets.

Nicola Harris has been promoted to
head of energy, UK & Lloyd’s market at
AXA XL, succeeding Peter Welton, who
was promoted to the newly created
role of chief underwriting officer (CUO)
for marine, energy, and aerospace, UK
& Lloyd’s market at AXA XL.

Matt Holmes and Sarah Warren,
who left Elseco, have joined the
Dale Syndicate to write an upstream
energy book.
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Milan Kosorin has resigned from
Generali to join Allianz as senior
engineering all risk (EAR) underwriter.

Paul Latimer has left his role as head
of construction and specialty risks at
Travelers Syndicate 5000 as part of the
firm’s restructuring.

Brian Lewis has joined Travelers as a
senior construction underwriter.

Tom Macfarlane has joined Berkshire
Hathaway Specialty Insurance (BHSI)
in London.

Zoe Massie, former Allianz Global
Corporate & Specialty’s (AGCS)
offshore energy underwriter has
been hired by Tokio Marine HCC'’s
renewable energy managing general
agent (MGA) GCube. Joshua
Cantwell, Talbot’s former interim
energy head, has also joined GCube.

Pat Milner is leaving Navigators in
London (who were acquired by the
Hartford in 2019). Milner is currently
president of Navigators global energy,
power, construction, and technical
business unit NavTech, though the
company recently announced it would
stop writing downstream energy and
power business.

Maarten Mulder, Martijn Meijboom,
Bart Leijssen, and Arnout Bijl have
left Canopius’ Netherlands-based
renewable energy team to join MGA
Qilfield Insurance Agencies.

Colin O’Farrel, QBE International’s
CUQ, retired at the end of 2020 (after
34 years with the firm); deputy CUO
Nick Hankin is stepping into the role
on an interim basis.

Jason Page, ex-Markel International
marine underwriter, has joined Arch
Insurance International as a senior
marine hull and war underwriter.

Suzan Pardesi has joined Africa
Specialty Risk as its head of energy.
Pardesi was a senior energy
underwriter at Navigators before it

ceased writing downstream energy
and power accounts in 2020.

Phavinder Poonian is leaving the
downstream/power team at AXA XL to
join Travelers.

James Power is leaving AXA XL to join
Lloyd’s start-up Inigo as head of marine
and energy, where he will focus on
marine and energy liability risks.

Nick Rnjak, Travelers Syndicate
5000 active underwriter, is to leave
the business at the end of 2020, with
deputy active underwriter and CUO
Chris Allison stepping into the role
next year.

Paul Smith has announced his
retirement from AGCS at the end of
2020. Jonathan Tabor will take over as
interim head of construction for AGCS
in London.

Steve Tebbutt, Talbot’s global head of
political violence and war, is to join ERS
as the head of specialty.

Siobhan Walshe and Natalie
Bresnihan have left Markel Company
Dublin/London, where they wrote a US
casualty book, to join Arcadia (a new
MGA set up by an ex-Markel colleague
John Boylan).

Sandy Warne, Navigators’
international head of political risk, is
to join Lloyd’s start-up Inigo to run its
terrorism and political violence book.

Peter Zaffino, president and COO of
AlG, is to succeed Brian Duperrault as
CEO. Duperreault will take on

the post of executive chairman

from March 1, 2021, with

Douglas Steenland

becoming lead

independent director.




The UK Oil and Gas Authority (OGA) has worked
with The Crown Estate (TCE) and Crown Estate
Scotland (CES) to create a new interactive mapping

app that reveals the location of every energy-related
site in the UK Continental Shelf (UKCS). Described
by the OGA as game changing, the app is expected
to bring real benefits for exploration and the search
for carbon storage locations. The app lists over 60
in-construction or active wind, wave, and tidal sites on
the UKCS, as well as recently awarded CCS licenses,
and 489 petroleum licenses. It is automatically
updated as new information is logged, and marks
the first time that the locations of all oil, gas, and
renewables sites have been presented together.

The UK OGA has additionally launched one
centralized location for well data related to
decommissioning. The data, which is already publicly
available, has been consolidated for the first time
to help raise awareness about suspended wells in
the UKCS that are awaiting decommissioning. The
organization said the data will allow the supply
chain, and operators, to identify wells that would be
suitable for decommissioning through a campaign
approach, aggregating individual projects together
into a larger program of work. Campaign-based
well decommissioning projects, as opposed to
decommissioning wells individually, can result in
substantial cost savings, especially when multiple
operators engage together, the OGA noted. A
culture shift to campaign-based decommissioning
has the potential to significantly reduce the cost of
decommissioning overall, according to the OGA.
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New Briefs

Alliance Global Corporate Specialty
(AGCS) has launched a report, Trends in
Cyber Risk 2020. The report states that
business interruption (Bl) is the main cost
driver for cyber claims, making up around
60% of the value of claims. It said that the
Bl can be due to ransomware, human error
or a technical fault, loss of critical systems
or data, but noted that fallout from the loss
of data or business intelligence was the
major cause of loss. The report continues
that digital supply chains also could be
aconcern, as they could create a “chain
reaction” where Bl travels through the
value chain and brings large Bl losses

to multiple companies. The report
analyzed more than 1,736 cyber claims
worth around EUR660 million (US $770
million) involving AGCS and other insurers
between 2015 and 2020.

Swiss Re’s Sigma unit preliminary
research shows estimated global insured
losses from catastrophes in 2020 to be
US $83 billion, the fifth-highest figure
since 1970 and an increase of 32% from
last year, largely driven by convective
storms and wildfires. Natural catastrophe
(NatCat) losses accounted for US $76
billion of the total figure, an increase of
40% from 2019, when losses stood at

US $54 billion. Manmade catastrophe
insured losses were at US $7 billion,
down year-on-year from US $9 billion.
NatCat insured losses were 7% above
the 10-year average of US $71 billion.
The report, which excludes COVID-19
losses, found that the record number

of severe convective storms, such as
thunderstorms with tornadoes, floods
and hail, as well as wildfires in the US and
smaller natural disasters, drove 70% of
the NatCat losses. Economic losses

were up nearly 26% year-on-year in 2020
to US $187 billion, from US $149 billion
in 2019.

Lloyd'’s released its 2020 Environmental

Social and Governance Report. The report

documents the commitments Lloyd’s

has developed to align with the United
Nation’s Sustainable Development Goals,
and support of the principles set out in
the Paris Agreement.

The report details commitments across
seven key areas:

1. Aresponsible market.
People and culture.
Sustainable insurance.
Responsible investment.
Responsible operations.

Customers.

N o o op W

The community.
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US Courts Definition
of Seaman

We have previously reported on the decision from the US
Court of Appeals for the Fifth Circuit concerning the test for
seaman’s status. The case involved a land-based welder who
worked aboard a jack-up drilling rig next to an inland pier
and who the district court determined was not a seaman. On
appeal, the Fifth Circuit held that the welder was a seaman
based on precedent within the circuit.

However, in the concurring opinion, the Circuit Judge stated
that the Fifth Circuit’s precedent did not correctly apply the
US Supreme Court’s authority and urged the court to rehear
the case en banc to clarify inconsistencies between Fifth
Circuit precedent and that of the Supreme Court. The Fifth
Circuit has now ordered that this case be reheard by the
court en banc with oral argument.

In law, an en banc session (French for "in bench") is a session
in which a case is heard before all the judges of a court (before
the entire bench) rather than by one judge or a panel of judges
selected from them.

This case will prove to be significant, as it may limit seaman
status to individuals that are exposed to the perils of

sea by regularly working aboard vessels that sail. The
significance of being classed a seaman is that it allows a suit
to be brought under The Jones Act, which allows for much
higher settlements than those available under workers’
compensation laws available to workers other than seamen.
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Demystifying Common Clauses

In this regular feature, we look at common clauses found in energy insurance that are often
not well understood, consider what their intentions are, and what they cover or exclude.

In this article, we look at Political Violence. Many readers will
have heard of political violence coverage, but what does it mean
and what are the perils covered? Political violence is essentially
an expanded terrorism policy. While terrorism coverage is often
bought within a property ‘all risks’ policy, political violence
insurance is generally written as a standalone policy by
specialistinsurers.

What are the additional coverages in a political
violence policy?

Terrorism insurance typically provides coverage for the resultant
physical damage (and business interruption if purchased) from
acts that are motivated by politics, religion, or ideology, often
including sabotage for the same motivation.

Political violence policies typically include such acts of terrorism,
and provide coverage related to war, civil war, revolution, rebellion,
mutiny, insurrection, coup d’état, strikes, riots, civil commotions,
sabotage, malicious damage, and consequential looting.

Coup d’état (French for “blow of state”) is the ousting,

overthrow, takeover, or removal of an existing government from
power, usually through violent means. Typically, it is an illegal,
unconstitutional seizure of power by a political faction, the military,
or adictator. It is often thought that a coup d’état is successful
when the usurpers seize and hold power for at least seven days.

One of the benefits of purchasing a political violence policy is
that it eliminates the potential dispute inherent with a standard
terrorism policy when a terrorism type event occurs that appears
to be backed by a government - and it is unclear whether the act
isin fact terrorism or war.
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An example of this is the 2019 drone attacks on Saudi oil
facilities. If, as the Saudi government referenced, the attacks
were an act of ‘terrorist aggression’, or if the attack came from
Houthi rebels in Yemen (as they claimed), a standard terrorism
policy should have responded.

However if, as the US claimed, the attack came from Iran, then
that is likely to be excluded by any war exclusion which generally
excludes “war...acts of foreign enemies, hostilities (whether war
be declared or not)...” and would only be covered if a political
violence policy was purchased.

The above is provided as a general overview of some
of the coverage often provided by the aforementioned
clauses. This is not intended to be an extensive and
exhaustive analysis of the insurance coverage provided
by such clauses. The comments above are the opinion
of the Marsh JLT Specialty only and should not be relied
on as a definitive or legal interpretation. We would
encourage you to read the terms and conditions of

your particular policy and seek professional advice if in
any doubt.

CONTACT US

If readers have particular clauses they would like us to
consider including in this newsletter in the future, or
have any comments on the above, please contact
john.cooper@marsh.com
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Energy & Power Claims Update

2020 has without doubt been an extraordinary year for many reasons. Some events, such
as the COVID-19 pandemic, will live long in our memories, and will potentially change
the way in which we all live and work. The pandemic and other events also will have a
notable impact on how claims are brought, managed, and recovered within the energy

and power insurance markets.

The Financial Conduct Authority (FCA) brought a test case in

the UK High Court to determine if certain UK property damage/
business interruption insurance policies should respond to
COVID-19 claims. The High Court found for insureds on a
number of the issues. Certain insurers have now elected to

pay as valid claims while other have filed an appeal. We have

not seen many energy or power claims submitted as a direct
impact of COVID-19, probably due to the policy language or
small sub-limited extensions. What we have seen is an impact on
existing claims, where there have been delays in reinstatement of
damage due to quarantine restrictions on workforce and delays
in obtaining replacement equipment. It remains to be seen
whether insurers will take a pragmatic or hardline approach to
such issues, like the public authority extension time limit.

The markets also lived through the seesaw pricing of crude

oil, at a time when demand for product fell significantly due

in part to worldwide quarantine restrictions. For more than
three quarters of 2020, the world mostly stopped flying, and
significantly reduced driving their cars. While many businesses
saw a significant reduction in expenses, there was also a major
impact on growth plans, capex investments, and maintenance
regimes. On existing claims, we saw some unusual patterns
where margins and losses were larger than expected in the initial
lockdown period. This was primarily due to low crude prices
and high demand as customers took advantage by stockpiling
finished product.

We also witnessed another record hurricane season in the Gulf
of Mexico and US, highlighting the change in global weather
patterns. The onshore energy market continued to see some
significant market losses during the year, which has reinforced
the increase in premium rates and stricter insurer policy
interpretation of claims issues.

Delivering Value During the Pandemic

To November 2020, our specialist Energy & Power claims

team had collected and paid over US $1.5 billion to clients
around the world. This compares to average yearly settlements
of around US $1.25 billion over the previous four years. In 2020
the team managed nearly 2,000 new claims, and over 8,000
claims transactions.

There are some notable individual claim outcomes worth
mentioning.

We successfully negotiated one of the largest, most complex
energy claims ever seen in the market. We engaged the breadth
of Marsh’s global experience and expertise, including claims
preparation and advocacy, to drive an optimal final settlement
of in excess of US $1 billion for our client. COVID-19 restrictions
meant that final settlement meetings were held virtually

with participants from several countries using multiple zoom
breakout rooms, while in lockdown.

Despite lockdown restrictions, our claims advocates were able
to deliver a speedy final settlement of over US $300 million for
a client. Again, Marsh JLT Specialty leveraged its global claims
capabilities available to present the final claim, and avoid
insurers delaying a final resolution until after lockdown. Zoom
and Microsoft Teams were used to present and negotiate the
final settlement, with multiple parties and countries being
involved.

On the above claims, we were engaged to provide optional
claims advocacy service in addition to our general service
offering. The claims preparation team was engaged to project
manage the claims resolution to ensure all parties were aligned
with the agreed strategy and the best outcome was achieved.

It has been reported* that London market based insurers have
seen a double-digit percentage improvement in the payment of
claims during lockdown. However, our operational review seems
to point to a downturn of overall claims volumes in 2020 due

to the pandemic. While the market appears to have used this
opportunity to finalize numerous small value, straightforward
claims, and close off some older outstanding claims, we believe
there is still opportunity to challenge the market to find new and
improved ways to provide the best claims solutions for clients.

*Insurance Insider, December 3, 2020.
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Engineering Update

At the start of a new year, we reflect on the unprecedented disruption for our clients during
2020, and the difficulties that the risk engineering community has faced in providing
indispensable underwriting information to support the insurance placement process.

With an innovation mindset, Marsh JLT Specialty risk engineers,
together with colleagues from the insurance markets, safely
conducted over 450 virtual inspection survey activities during
2020. We also piloted a technology solution that further
enhances the field-inspection element of these surveys through
utilization of augmented reality (AR) headsets to livestream video
and audio content from an on-site host engineer.

The technology, which enables risk engineers to view a site
remotely via laptop or mobile device, also has the following
advantages:

¢ Already in use by a number of large energy and power
companies.

e Intrinsically safe for the host engineer.
¢ Allows safe, hands-free operation.

¢ Enables helmet mounting of the camera, which does not
impair a user’s vision.

e Supported by all major video feed applications such as Zoom,
Microsoft Teams, and Cisco WebEx.

The technology has been used with a number of Marsh JLT
Specialty clients throughout North America, Europe, and the
Middle East; further trials are continuing in other regions.
Feedback from both clients and market risk engineers has

been very encouraging, and this virtual capability is a valuable
addition to the risk engineering toolbox. We will continue to
engage with clients and markets about the lessons learned, and
the best ways to incorporate these tools and methods into our
service framework of the future.
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In the fourth quarter, we also extended our risk engineering
offering to clients in the power sector by launching a new suite
of deep dive services. These analytical reports are designed to
provide clients with an in-depth understanding of risk quality,
and considered risk improvement advice tailored to power
generation companies across both conventional and renewable
segments.

We have recently completed deep dive reviews across a number
of key focus areas, including:

e Emergency systems (emergency power systems).

e Asset integrity management (electrical machines).
¢ Management of technical information letters (TILs).
e Process safety management.

e Emergency systems (plant safety systems and contingency
planning).

Disruption to business-as-usual is difficult. However, the
technological advances and achievements noted above
demonstrate the resilience and focus of our colleagues,
clients, and industry associates and reinforce that innovation is
sometimes as simple as being able to adapt quickly.



Marsh & McLennan Publications

The following are publications that we think will be of interest to our

Energy and Power clients.

2020 Marsh & McLennan Climate
Resilience Handbook presents a
selection of perspectives from our
businesses offering insights from their
work helping clients confront climate
change and navigate a course through
risk to opportunity. Our businesses’
expertise — spanning insurance, risk
management, strategy, investment, and
people — makes us uniquely positioned
to do so.

https://www.mmc.com/insights
publications/2020/september/climate-

With all of the P&l clubs in the International
Group having announced their 2021
renewal policies as of December 7, 2020,
Marsh JLT Specialty has published our
P&I Club Renewal 2021/22: General
Increase Update. The report findings
indicate that the average general increase
is 6.5% for the 12 P&l clubs in the 2021/22
renewal year (Skuld is excluded, as they do
not report this figure).

https://www.marsh.com/uk/insights/

research/protection-indemnity-club-

renewal-2021-22-general-increase-

resilience-handbook.html

The fifth edition of the Oliver Wyman
Energy Journal considers issues in
relation to the decades-long transition that
will require companies to simultaneously
embrace and nurture environmentally-
friendly sources of energy like renewables,
while still depending on traditional
sources like oil and gas to fund low-carbon
innovation. The Energy Journal reflects
our thinking about the challenges and
opportunities ahead with useful ideas

for companies embarking on the global
energy transition.

https://www.oliverwyman.com/our-
expertise/insights/2020/dec/energys-
eleventh-hour.html

update.html

The Mercer Point of View article Have
you started building your energy
workforce for the future? considers
the early stages of the industry’s digital
transformation and how those who fail to
adapt, redesign, hire the right talent, and
upskill current employees may be

left behind.

https://www.mercer.com/our-thinking

career/have-you-started-building-your-

energy-workforce-for-the-future.html

The Marsh & McLennan Cyber
Handbook 2021 explores significant
cyber trends, industry-specific
implications, emerging regulatory
challenges, and strategic considerations
from business leaders across Marsh &
McLennan, and our strategic partners,
to help companies better manage their
cyber risk.

https://www.mmc.com/insights

publications/2020/october/mmc-cyber-

handbook-2021-.html
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The 2020 Atlantic hurricane season officially ended on December 1.

The chart below plots the season’s activity against forecasts from
Tropical Storm Risk (TSR), the National Oceanic and Atmospheric
Administration (NOAA), Colorado State University (CSU), as well
as the 70 and 10 year averages.

On November 24, 2020, NOAA said the 2020 Atlantic hurricane
season set multiple records while producing a record 30 named
storms. The number was so high that the Greek alphabet was
used for naming for only the second time. The season also saw
the second highest number of hurricanes on record, after 13

of the named storms reached hurricane status. There were six
major hurricanes with top winds of 111 mph (178 kph) or greater.
In the same press release, NOAA said an average season has

12 named storms, six hurricanes of which three become major
hurricanes. This season also set a record for the number of
storms that made landfall in the continental US with 12 named
storms. Of those, six made landfall at hurricane strength, tying
the record set in 1886 and 1985. NOAA said this was the fifth

consecutive year with an above normal Atlantic hurricane season,

with 18 above normal seasons out of the past 26.

2021 Forecasts

TSR predicts North Atlantic hurricane activity in 2021 will be
above the long-term norm, but lower than the hyperactive 2020
hurricane season. However, uncertainties associated with this
outlook are large and the forecast skill at this extended range is
historically low.

TSR’s extended range forecast for North Atlantic hurricane
activity in 2021 anticipates a season with activity approximately
20% above the long-term norm, and close to the 2011-2020 10
year norm level. TSR’s main predictor at this extended lead (6
months before the 2021 hurricane season starts) is the forecast
July-September trade wind speed over the Caribbean Sea and
tropical North Atlantic. This parameter influences cyclonic
vorticity (the spinning up of storms) and vertical wind shear in
the main hurricane track region. At present TSR anticipates that
the July-September 2021 trade wind speed will be slightly weaker
than normal - due mainly to the expectation for weak La Nifia
conditions to occur at this time — and therefore the expectation
is an enhancing effect on North Atlantic hurricane activity in
2021. TSR has stated that its real-time December outlook for the
upcoming North Atlantic hurricane activity between 1980 and
2020 is low.

Finally, TSR is predicting 16 tropical storms in 2021, seven of
which will become hurricanes, of which three are predicted to
become intense hurricanes (category 3 and above).

FIGURE 1
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MARSH JLT SPECIALTY ENERGY & POWER

We work in partnership with energy and power companies globally,
supporting clients to accurately assess their global risks, minimize
uncertainty, and design and implement a risk and insurance
strategy which protects their business today - and into the future.

The Marsh JLT Specialty Energy & Power practice is a globally
integrated team united by a determination to bring the most
experienced and relevant specialist resources to our clients,
regardless of location. Together we to deliver solutions, backed by
data driven insights, and specialized industry knowledge.

Exceptional service combined with transparency, integrity, and
accessibility underpins our partnerships with clients.

At Marsh JLT Specialty we work with clients to help them

understand, and achieve, what is possible.




For further information, please contact:

John Cooper ACII
Global Chief Client Officer,

Marsh JLT Specialty | Energy & Power
+44 (0)20 7466 6510

john.cooper@marsh.com
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