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A SLIDE TOWARDS A SOFTER MARKET?
In ThE AbSEncE OF FuRThER MAjOR LOSSES, pRESSuRES On 
SIgnIngS WILL cOnTInuE TO FORcE InSuRERS TO cOMpETE MORE 
vIgOROuSLy In bOTh MARKETS FOR pREFERRED buSInESS

It’s the time of year when the website of the National Hurricane Center in Miami receives a 
disproportionate amount of hits from the global insurance community. By this stage in the 
hurricane season, we have often had at least one major storm at least flirt with the energy 
infrastructure in the Gulf of Mexico; however, at the time of writing the website has recorded 
only four Tropical Storms (Andrea, Barry, Chantel and Dorian) so far in 2013, none of which 
have featured wind speeds in excess of 65 mph. So for the fifth year in succession, we may 
be looking at another year free of Gulf of Mexico windstorm loses for the energy insurance 
markets; however, this would do nothing to promote the harder market conditions that 
insurers are looking for.

The problem that insurers in both the upstream and downstream markets face is the 
besetting but simple one of too much capacity chasing an insufficient amount of premium. 
With tough premium income targets to meet, pressures on underwriter participation 
“signings” has increased, with virtually all the major insurers intent on one objective – to 
maintain (and if possible enhance) their overall premium income from this class.

DOWnSTREAM MARKET DynAMIcS – An IncREASIng SpLIT  
bETWEEn “ThE cREAM” AnD ThE REST

In our Energy Market Review published in April we pointed out that the Downstream 
market was possibly on the cusp of a major withdrawal of capacity. At the time, we 
anticipated that the reinsurance market would take a pessimistic view of the recent 
downstream portfolio performance, and insist on more aggressive terms and conditions at 
the July 1 reinsurance renewal season. However, competitive pressures in the reinsurance 
market – still seen as a safe harbour for capital in today’s business environment – have 
resulted in a less punitive reinsurance renewal season than expected. As a result, with 
reinsurance protection secured for another 12 months the likelihood of any major market 
withdrawal at January 1 2014 has now diminished. 



Be that as it may, we are now aware of several 
significant potential losses in 2013 to the Downstream 
market, some of which have yet to make their way onto 
our Willis Energy Loss Database. These include:
•	 An	explosion	at	a	refinery	in	the	UK,	estimated	at		
	 approximately	USD75	million
•	 A	flood	at	a	refinery	in	Argentina	–	no	reserve	has		
 yet been set but market sources suggest a figure  
	 of		USD400-800	million
•	 A	fire	at	a	refinery	in	France,	currently	estimated	at		
	 USD300	million
•	 A	fire	at	a	refinery	in	Oman,	estimated	at	 
	 USD250	million
•	 An	explosion	at	a	plant	in	Chile,	where	the	loss		
 quantum is yet to be established

These losses have provided insurers with the 
rationale to maintain the modest hardening that was 
becoming evident by mid-April for the majority of 
the downstream portfolio. However, with available 
capacity remaining significant, we still detect 
competition for the choicest business. Regardless of 
the losses that are being reported, premium income 
targets still need to be met and insurers are focusing on 
preferred programmes in order to do so. Most of these 
programmes feature a wide spread of risk, a benign loss 
record and plentiful premium income in areas free of 
natural catastrophe risk. 

Competition for this business has therefore actually 
intensified, as insurers look to maintain their 
market share. Today, we are finding that significant 
underwriter signings are not uncommon for these 
more attractive risks; whereas last year insurers held 
back from such programmes until the eleventh hour in 
the hope of securing more attractive terms, today the 
reverse often seems to be the case. At the end of last 
year several major energy companies discarded those 
insurers who had held back as the overall initiative 
passed from seller to buyer; now we are finding that 
an increasing number of insurers have been keen to 
subscribe to attractive placements early, in an attempt 
to guarantee preferential signings.

Should capacity levels remain buoyant - and to date 
there are no signs of any withdrawals from the market 
at the end of 2013 - it may be the case later in the year 
that, faced with the need to maintain premium income 
targets, insurers may be forced to compete once again 
even for the less attractive parts of the portfolio. It is 
of course possible that a major series of catastrophic 
losses might change the situation in the Downstream 
market, but if the last two years are anything to go by 
we would suggest that a general softening in the fourth 
quarter is a far more likely scenario.

upSTREAM – cOnSTRucTIOn IncOME 
OFFSETS OvERALL SOFTEnIng DynAMIc 

A glance at the chart on the next page shows, for the 
moment, a similar benign major loss pattern in the 
Upstream	market.	In	2011	-	when	the	market	generally	
recorded overall underwriting profits – no less than 15 
losses	in	excess	of	USD100	million	were	recorded	in	our	
database, which then reduced to five during the course 
of 2012, another profitable year for upstream insurers.  

Although the loss of a jack up in the Gulf of Mexico 
is likely to result in a significant loss, the only other 
loss	recorded	so	far	in	2013	excess	of	USD100	million	
is a significant damage to a rig offshore Angola. At 
the moment it is far too early to come to any final 
conclusions but for the moment we can say that so far 
this year there has been nothing from the current loss 
record to give insurers any serious cause for alarm.  
(The reader should also note that as our Database 
includes both insured and uninsured losses, some 
of these amounts are being retained, either as self-
insurance or by captive insurance companies.)

By this stage of the year - a traditionally quiet quarter - 
most	upstream	insurers	will	have	written	75%	of	their	
portfolio, in this year generally at relatively modest 
reductions. These insurers can therefore now afford  
to sit back and decline to compete for the less 
commercial areas of the book.  However, while other 
parts of the market are also sitting tight for the present, 
these insurers still have premium income targets to 
match and will therefore be are hoping that additional 
sources of income, such as new Construction business, 
will materialise within the next few weeks. 

There have indeed been more Construction All Risks 
programmes coming into the market in recent months, 
although rating levels in this sub-class have also 
continued to reduce in light of the recent favourable 
loss record.  Indeed, some Construction leaders have 
appreciated that, following a review of the portfolio, they 
could have written some business that they declined to 
write in recent years at an underwriting profit.

However, if any additional business that these insurers 
receive	from	either	Construction	or	Operating	
business remains insufficient to match their income 
targets, then we may well see a renewed competition 
for new business in the final quarter of 2013. Indeed, 
this may be the case for two reasons:
•	 If	another	Gulf	of	Mexico	windstorm	season	comes	

and goes without a major energy loss, insurers 
are likely to record another highly profitable year 
in 2013 – this will naturally increase competitive 
pressures across the sector.



•	 The	pressure	on	insurer	“signings”	continues,	 
which may also exacerbate the current softening 
dynamic. Such has been the interest of the majority 
of	the	Upstream	market	in	increasing	their	market	
share of this class that a significant number of the 
choicest	Upstream	programmes	have	been	heavily	
oversubscribed.  As a result, the actual “signed” 
lines that some insurers have received have 
been considerably reduced.  This issue has been 
increasingly frustrating for insurers as they seek  
to keep their income targets on track.

However, it is also important to point out that 
the general softening dynamic is continuing to be 
tempered by the high capacity requirements for 
certain types of risk, where demand still exceeds 
supply. This is predominantly the case in respect of 
some major North Sea platforms and for the larger 
Construction All Risks programmes that have recently 
been introduced to the market.

Aside from these major programmes, for the reasons 
highlighted above it is certainly possible that the latter 
part of 2013 may see the softening process intensify 
once more for rest of the portfolio, although we do 
continue to observe that market discipline, fuelled 
perhaps by increased management focus, is much 
tighter than at the same stage in previous market cycles.  

Upstream losses excess of USD100 million, 2011-13 (to date)

Year Type Cause Country Land / Offshore PD  USD OEE  USD BI  USD Total  USD

2011 MOPU Heavy weather UK Offshore 534,000,000 500,000,000 1,034,000,000

2011 MOPU Heavy weather UK Offshore 193,000,000 227,000,000 420,000,000

2011 Rig Capsize Mexico Offshore 230,000,000 230,000,000

2011 SSCS Unknown Nigeria Offshore 230,000,000 230,000,000

2011 MOPU Faulty design Brazil Offshore 200,000,000 200,000,000

2011 Well Blowout Israel Offshore 200,000,000 200,000,000

2011 Rig Collision Venezuela Offshore 25,000,000 124,200,000 47,250,000 196,450,000

2011 Well Faulty work/op. error Brazil Offshore 155,000,000 155,000,000

2011 MOPU Mechanical failure USA Offshore 150,000,000 150,000,000

2011 MOPU Corrosion Nigeria Offshore 120,000,000 120,000,000

2011 Well Blowout Australia Offshore 119,250,000 119,250,000

2011 Well Faulty design Norway Offshore 115,000,000 115,000,000

2011 Well Subsidence/landslide Israel Offshore 115,000,000 115,000,000

2011 Platform Unknown China Offshore 106,000,000 106,000,000

2011 Rig Heavy weather Russia Offshore 100,000,000 100,000,000

2012 Rig Blowout Nigeria Offshore 175,000,000 277,000,000 452,000,000

2012 Well Blowout UK Offshore 450,000,000 450,000,000

2012 Well Blowout Nigeria Land 200,000,000 200,000,000

2012 Well Blowout India Offshore 150,000,000 150,000,000

2012 Pipeline Unknown Nigeria Offshore 119,700,000 119,700,000

2013 Rig Leg punch through Angola Offshore 235,200,000 235,200,000

Source - Willis Energy Loss Database as at September 6 2013

With the portfolio looking as profitable as ever, if 
insurers’ premium income forecasts are not met, due 
to signings problems and renewed competition for 
business, then they will have little choice but to find 
other ways to increase their premium income.

Where will this process end?  We have said in the past 
that the new market “floor” is higher than in previous 
eras.  Perhaps we won’t know where this floor actually 
is until the profitability of the class is once more 
threatened, and that is still some way off.  Meanwhile, 
the market will have to absorb additional capacity in 
the form of Endurance at the beginning of 2014, as 
well as smaller increases of from existing participants, 
mainly from the smaller Lloyd’s syndicates; we 
therefore expect the upwards trend in capacity to 
continue once again next year.

In the absence of another major loss along the same 
lines as Hurricane Sandy, which effectively acted as a 
brake on the overall softening process at the beginning 
of the year, there are therefore excellent opportunities 
in the months ahead for upstream buyers to leverage 
their position more favourably with the market.



ExcESS EnERgy LIAbILITIES –  
STILL nO LIghT On ThE hORIzOn 

The Excess Energy liability market place is now in its 
fourth full year of trying to extract large increases in  
premium from clients, with insurers still maintaining 
that current rating levels remain inadequate, given the 
exposures that they are covering.  Losses from 2005 
forward have altered the way the market is treating 
its clients, and while 2012 was certainly a quiet year 
for Excess Energy liability losses, the continued 
deterioration of certain losses is confounding insurers.  
In addition to this, the Marine and Energy marketplace 
(including certain Bermuda insurers) continue to be 
plagued by the immensity of the Costa Concordia loss, 
now	rumoured	to	exceed	USD1.4	billion.		

Indeed, as recent entrants into the IGA reinsurance 
scheme, the Bermuda liability market must be 
wondering what they have got themselves into.  
Despite the passing of time, the events of Macondo, 
Sempra and Costa Concordia, together with pipeline 
liability losses from a variety of sources have had 
a lasting effect on underwriting decisions.  The 
catastrophes have been shouldered by Marine, 
Offshore	Energy	and	Bermuda	based	markets,	despite	
the onshore element of some of these losses, as the 
same companies and syndicates who focus their 
attention on offshore risks also provided capacity for 
energy related onshore risks.   

The steady increases in premiums experienced by 
many buyers may have one silver lining – insurers  
who had either exited the Energy Liability arena or  
had watched from the side-lines now believe that  
rates and premiums have reached a level requiring  
re-examination and selective participation.  

As we move towards the fourth quarter of 2013, the 
market attitude towards the transaction process 
continues to challenge the buyer.  This is reflected 
in the scrutiny of exposures and conditions, as well 
as decreases in individual market capacities for their 
energy portfolio and a continued aversion to lower 
attachment points.  
Some of the key features of this market now include:
•	 A	continued	market	hardening	for	large	excess	

programmes, albeit less dramatically than the 
previous three years

•	 A	more	in-depth	focus	on	pipeline	operations	and	
high risk drilling - while not necessitating any 
additional focus, buyers with “fracking” exposures 
will need to identify areas of operations, interests, 
contractor and contractual regime, and best 
practices

•	 A	reduction	in	capacity,	or	at	least	a	or	
redeployment of capacity within existing 
programme structures

•	 A	review	of	policy	wording	conditions	relating	
to pollution and cyber risk, as well as the issue 
of joint venture/overall insured clashes and the 
applicability of underlying insurance layers

•	 Where	there	is	a	significant	London	market	
presence on a given programme, we are finding 
that there is still an inadequate differentiation 
being made by insurers between various Liability 
programmes in terms of quality and location, 
as London is not currently subject to as much 
competitive pressure as other parts of the global 
market  – it may be that this approach may prove to 
be a little short sighted in the long term

For	the	larger	buyers	of	market	capacity,	the	following	
points should be noted for the coverage in the 
structures purchased:
•	 Individual	markets	have	migrated	to	the	capacity	

levels and attachment points at which they are 
 most comfortable

•	 The	relative	rating	of	each	layer	of	coverage	to	its	
adjacent layer flattens out at each renewal as the 
spectrum of coverage in question becomes more 
primary in nature

•	 The	significance	and	consequence	of	the	loss	related	
reference points - retro dates, knowledge dates, etc.  
- seem oddly minimalized as certain markets reduce 
capacity or insist on different attachment points at 
anniversary dates



Andrew Jackson 
WIillis UK

pIpER ALphA: TWEnTy FIvE yEARS On
In juLy 1988 ThE EnERgy InSuRAncE MARKET WAS ROcKED TO ITS FOunDATIOnS 
WhEn ThE pIpER ALphA pLATFORM In ThE uK SEcTOR OF ThE nORTh SEA ExpLODED, 
AT A cOST OF 167 LIvES AnD A uSD1.48 bILLIOn LOSS TO ThE InSuRAncE MARKET.  
      

Willis’ Andrew Jackson, who was personally  
responsible for negotiating and collecting the 
most significant Piper Alpha claims following  
the tragedy, reflects on the lessons learned and 
how the upstream market has changed over  
the last 25 years. 

WE (Willis Energy)   Andrew, to what extent did the 
tragedy come as a shock to the market, and what was 
shocking about it?
AJ   The most shocking aspect of it from an 
underwriting perspective was that the major insurers 
had no idea what their aggregate exposures on the 
platform were. The loss was passed around the market 
to the point where even one of the most sophisticated 
underwriters in the Lloyd’s energy market came to me 
because he needed a steer as to the full extent of his 
syndicate’s liability - he feared having to explain to his 
Lloyd’s “names” that the syndicate was way through its 
reinsurance covers. 

I advised that all he could go on were the numbers 
that had been recommended and established by loss 
adjusters as reserves, the proper numbers. I had the 
statistics he needed at my fingertips and he walked 
out of that meeting grateful that he now knew that the 
syndicate was within its reinsurance protection - it 
seems incredible now that he simply would not have 
had a clue otherwise.  

We at Willis knew the full picture – but I have to say 
that some of the other brokers involved in the loss did 
not. Indeed I was getting phone calls from a whole 
range of people at the time asking me where their 
reinsurances fitted in - I had to turn them down or I 
would	have	been	doing	nothing	else.	One	reinsurer	
even received a Piper Alpha claim through a Middle 
Eastern	Fire	Treaty!

WE   Perhaps it was fortunate that not all the co-
venturers had bought Business Interruption (BI) cover.
AJ   Some of them had done so in the past, indeed some 
had bought BI at relatively high limits right up until  
December	1987.	But	they	had	never	had	a	claim,	so	they	
decided it was too expensive and elected not to renew. 
On	reflection,	perhaps	not	the	best	risk	management	
decision	ever	made!

WE   Looking at the figures, maybe the overall loss 
 to the market would have doubled if they had all  
bought BI?
AJ   Well, it would have been even higher than that 
because of the high limits that used to be bought  
by some of the co-venturers. So the bill to the  
market would have exceeded three billion dollars  
in	1988	money.

WE   In those days the London Master Drilling Rig  
Line Slip was still very much active?
AJ   Yes indeed, and one must remember that in those 
days the market did not have weekly settlements, 
only monthly settlements. The only way around this 
arrangement was a special settlement, which meant 
negotiating with over 200 insurers to obtain their 
agreement. It got to the point where the Committee of 
Lloyd’s approached Willis and asked whether weekly 
settlements would be a better idea - in the end it was 
the reinsurance market that insisted that weekly 
settlements were introduced. 

WE   What are your memories of the first day after 
the loss?
AJ   I remember working as hard as possible to get all 
these disparate parties and placements together to 
agree to just one loss adjuster, Bateman Chapman, to 
act on behalf of all the property placements - and we 
did – but the market would never do that now. What 
was different about Piper Alpha was that for the first 
time we had an Actual Total Loss of a platform, and we 
also engaged all the different sections of the package 
policy;	the	platform	itself,	OEE,	Removal	of	Wreck,	



Sue	&	Labour,	Oil	in	Line,	all	the	Liabilities	–	indeed,	
every single aspect except for War and Terrorism. 
Nowadays separate Loss Adjusters would be appointed 
for	the	Physical	Damage	and	OEE	elements	of	the	
loss - our clients quite naturally would rather share 
confidential data with as few a number of parties as 
possible, so being able to avoid multiple Loss Adjuster 
appointments was very good news for them.

WE   What do you think was the lasting legacy of  
Piper Alpha?
AJ   Beyond doubt, underwriters learned how to assess 
and manage their exposures and their reinsurance 
covers.	Furthermore,	the	majority	of	people	who	
lost their lives were in the accommodation module 
– when the platform exploded, the accommodation 
module dropped to the floor. There was a great deal of 
interest from the families of the deceased to recover 
the module and the bodies within it. Each of the oil 
companies came to me and said: if you can get insurers 
to contribute towards it, we would be grateful. As it 
was there was no trigger under the contractual legal 
liability of Removal of Wreck. 

This was a critical factor as these costs were only going 
to be payable under a Removal of Wreck additional 
sub-limit. So I went to see the underwriters - I only had 
to see five or six people - and made the case that their 
lawyers would use the fact that they did not have to 
pay to recover the remains, but that if insurers did, this 
could be factored into the discussions and negotiations 
on the settlements on the liability side. In the event, 
insurers	agreed	to	pay	100%	of	these	costs	and	the	oil	
companies	were	very	happy.	It	cost	USD18	million	to	
manufacture a special cradle and they sent divers down 
to weld up the doors and the windows so nothing was 
lost when it was brought to the surface.  

Ever since then Social Responsibility Costs have been 
included the policy.

WE   And the effect of the Cullen report?
AJ   I think it changed the regulatory environment to 
the point where the risk of such an accident happening 
again is now much reduced. To illustrate, when the 
Macondo well blew out in 2010 there was no change 
in	the	regulations	in	the	UK	sector	of	the	North	Sea	
in its aftermath - the Cullen report made any further 
changes unnecessary.

25 years on, What lessons have been learnt by the insurance industry?
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unDERWRITER MOvEMEnTS, 2013 (TO DATE)
DOWNSTREAM

UnderWriter From to
Peter Bitterlin  Returning to market at Q-Re	-	Zurich	
James Boyle  Returning to market at Swiss Re - London 
Doug Davies CV Starr Houston Speciality Company – Houston 
Salil	Deshmukh	 QIC	 Asia	Capital	Re	–	Dubai	
Kurt	Falk		 Swiss	Re	–	Houston	 Swiss	Re	-	Zurich
Robert	Fellowes	 QBE	 Unknown
Savita Gorasia Swiss Re – London Swiss Re - Houston
Alex	Howell	 Ace	 Unknown	
James	Johnson	 Zurich	 CV	Starr
Ash	Khan	 Talbot	Singapore	 QBE	Singapore
Manuel	Roman	 																														 Returning	to	market	at	Partner	Re	-	Zurich

UpSTREAM/MARINE LIAbILITIES

UnderWriter From to
Laura	Bewers									 	Zurich																				 	Ironshore	
Varian Bush  Aon Aegis 
Ed Carey             Beazley Navigators 
Doug Charman        Aon AIG
Tim Culhane          Willis  Navigators 
Richard	Dare										 QBE	Singapore													 	Watkins
Jennifer Davies  Watkins Singapore  Watkins London
Rowan Davies  Markel Singapore Markel London 
Phil	Furlong																							 	Tyser																																						 	Hiscox
May	Hleileh													 Allianz	Singapore															 	Zurich	Dubai	
Andrew Lindsay  Aspen Apollo 
Simon Mason Aspen Apollo
Christian Platusich ANV  Tower
Matt Rose  AIG  CV Starr
Vera Schneider  Munich Re Liability  Chaucer
John Spenceley  Arch London  Altos
Mat Stubbings Aspen Apollo


