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Erik Winkler works full-time at Liberty Mutual Re in the
London Market Risk Underwriting of Marine & Energy
Risks. In addition, he is a member of academic staff at
the Cologne Research Centre for Reinsurance at the
Cologne University of Applied Sciences, where his
research concerns the influence of ESG factors on the
reinsurance of marine and energy risks. Above and
beyond his master’s thesis, within the Researchers’
Corner framework, Mr Winkler conducted an in-depth
investigation of the challenges involved in reinsuring

renewable energies.

In its Renewables 2022 Report, the International Energy Agency (IEA) projects that
the share of renewable energies in the global energy mix will increase from 22.8% in
2015 to 38.1% in 2027 (cf. IEA, 2023). This trend goes hand-in-hand with increasing
construction of plants for the generation of renewable energies, leading to increased
demand for (re)insurance. Comparable to the development of traditional energy
sources, the hedging of current risks is a key element in the further development of
renewable energies (cf. Sharp, 2009, p. 1 f.). According to projections by the IEA, by
2027 most of the energy from renewable sources will be generated using
photovoltaics or solar as well as onshore and offshore wind.

What follows is an outline of six of the challenges involved in reinsuring renewable
energies; these challenges have emerged specifically from market research and from
discussions with customers and brokers.

The first challenge involves the requirements placed on underwriters. Like the
traditional extraction of energy from its sources, the production of renewable energies
involves complex technical processes that must be analysed in an effort to
understand and assess the risks they involve. In the traditional sector, the
(re)insurance industry has managed to build expertise over time. Typically, however,
this expertise cannot be transferred over to the extraction of renewable energies.
Consequently, an underwriter in the traditional sector will not become an underwriter
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of renewable energies in the short term. Nevertheless, policyholders and cedants
usually insist on a holistic service, as their programmes entail the risks associated
with both traditional and renewable forms of energy. In addition to expertise in the
traditional field, (re)insurance firms must amass the necessary expertise in assessing
the risks of renewable energies and compile this information for the customer. The
emphasis has been on the differences between traditional and renewable energy
sources, but it warrants pointing out that similarities exist as well, particularly between
traditional offshore business and the offshore business in wind (cf. Casey, 2023).

The second challenge is the fact that (re)insurers are increasingly incorporating ESG
factors into their underwriting. The result of this is that more capacity tends to flow
from the hedging of traditional energies and into the hedging of renewable energies.
One example of this is the exit by Munich Re Syndicates from the traditional offshore
business and the future aim of pioneering the development of (re)insurance solutions
in the renewables sector. Capacity will flow specifically into areas that resemble the
hedging of traditional business. As already pointed out, this applies to the offshore
wind business (cf. Sketcher, 2023 p. 44 and Casey, 2023).

The third challenge is expressed in the fact that reinsurance underwriters must
assess cedants regarding their underwriting policy. On the one hand, the market
features cedants that have already had experience with claims and terms &
conditions in the renewable-energies field. On the other hand, there are also cedants
that are currently battling for market share through pricing and terms & conditions
and still have no claims experience. The increased flow of capacity places great
pressure on prices, terms & conditions and on cedants’ appetite for risk, particularly
in the offshore wind business. For reinsurance underwriters, this involves
familiarising themselves with cedants in the best possible way, in an effort to develop
a sense for the underwriting policy and their relationships with the respective
customers.

The fourth challenge consists of the current lack of claims experience and a realistic
consideration of possible claims scenarios. Hence, a USD 300 million claim for hail
damage to a solar farm in the USA is the largest known claim in the renewable-energy
field (cf. Song, Kyoung-son, 2022). Apart from this, claims are confined to attritional
losses at the moment. When compared to claims in the traditional onshore business
(approx. USD 1 billion with some regularity), claims in the renewable-energy sector
would appear to be minor. In future, claims scenarios involving not only physical
damage but damage due to business interruption should not be disregarded.
Particularly as a result of competition in the production of the most powerful and
efficient wind turbines possible, there is doubt as to whether the infrastructure can
develop in a similar fashion. If not, this could result in challenges not only in the
construction of wind farms, but also in their repair in the event of damage. For
example, the number of ships that can perform repairs is currently already limited
and are subject to further limitations through local regulations such as the Jones Act
in the USA. There are also supply-chain issues with impacts on a possible business-
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interruption scenario (Splawn, 2023, p. 20). Among other things, the introduction of
risk codes R1 through R4 to cover risks in renewables promises to improve claims
recording and hence more reliable conclusions about realistic claims scenarios. It is
assumed that it will be another five years before underwriters will have incorporated
this claims experience as an integral part of their assessment and pricing of risks.

The fifth challenge consists of renewable energies’ NatCat exposure. While it must
be pointed out that a large proportion of offshore wind energy is generated in the
North Sea, other forms of renewable energy are being built in more regions that are
certainly more exposed. Accordingly, based on the largest claim observed to date in
the renewable-energies class, it should be pointed out, for example, that solar
projects are being constructed in ‘high-risk hail areas’ in the USA. The objective
pursued is to make production as efficient as possible within one’s own territory.
However, it must be assumed that this project will lead to a total loss in the
foreseeable future. Consequently, underwriters are already responding by issuing a
strong restriction on the issued limit and setting a high price for this limit. It can also
be observed that the aggregates are detected in different (NatCat-exposed) zones
and, where appropriate, restricted.

The sixth challenge consists in the suitability of the reinsurance form. At the moment,
classic excess-of-loss reinsurance seems still to lack specificity around the size of
the claims and the total volume of the projects. Renewables risks are currently often
ceded in a whole account and receive far less attention in valuation than in the case
of classic marine & energy risks. This could change in future, however, due to the
increasing volumes of individual projects and the potential for increase in the size of
the claims. The classic quota share, on the other hand, is already suitable as a
reinsurance solution for ceding the high number of attritional losses. A combination
of quota share, and excess-of-loss reinsurance could grow more attractive as the
volumes and magnitudes of claims increase. Optional reinsurance, on the other
hand, already works for large individual risks, such as large-scale solar projects in
the Middle East. Detailed information about exposure is already available there,
permitting the underwriter to perform a corresponding risk assessment, although
there can be no reference to in-depth claims experience.

It remains to be pointed out that an underwriter for traditional risks is not automatically
an underwriter for risks involving renewables. In future, it will be important for
(re)insurance firms and their underwriters to accumulate expertise in the field of
renewable energies and to combine this with existing expertise from traditional
business. Particularly in business with offshore wind, it can be assumed that there
will be pronounced pressure on prices, terms & conditions and on the appetite for
risk. In future, it will be indispensable to assess possible claims scenarios based on
a history of claims experience. In addition to claims for physical damage, claims for
business interruption in particular will play an overriding role. Furthermore, it will be
important to monitor NatCat exposure, reducing aggregates in certain regions as
indicated.



Discussion

Could the dismantling of a wind farm because it interferes with the natural habitat
of moose in Norway constitute an insurance claim?

In principle, this depends on the terms & conditions of the underlying contracts.
However, it should be noted that if the wind farm has been officially approved, a
liability claim can be lodged against the licensing authority. Hence, the initial
assumption is that this scenario will materialise into a (re)insurance claim.

To what extent does comparability between traditional offshore and renewable
offshore wind business transfer over to an entire portfolio of the respective risks?

It remains to be pointed out that comparability always exists between the two
classes and materialises in an increased flow of capacity into offshore wind
business. Where individual risks are concerned, it becomes clear that, given their
use in shallow and calm waters with a shallow depth, mobile offshore units such
as jack-up rigs and barges have a certain similarity to wind turbines firmly fixed in
the ground near the coast. Considering the form of the offshore floating wind, in
which wind turbines in deep water are held in place using ropes and anchors,
some parallels can be drawn here as well. But if oil and gas production using
deep-sea platform complexes is included, there is no comparison to the offshore
wind business.

To what degree do rising energy prices affect Bl limits?

The greatest benefit is transparency around how the supply and demand sides
interact, but this is only the case with the heavily standardised products, such as
industry loss warranties. It was pointed out, however, that there are currently no
convincing arguments for the use of auctions for the vast majority of classic
reinsurance contracts.

With a view to the discussion, it is clear that while such issues are highly relevant,
they are not yet reflected in research. This underscores the fact that that a large
share of reinsurance transactions in the years to come will still be conducted
within the confines of the traditional reinsurance process, with no certainty
whatsoever about interactions between rules and practices and the objectives of
the reinsurance market. The same applies to the emerging alternatives.
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