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Editorial
In our daily lives, we sometimes appreciate ancient sayings such as “good
things come in threes” – even without
consulting our actuaries for verification. Three good things definitely happened for our professional insurance
sector in the second quarter of 2015:
the ACAL-GAIF Oil and Gas Conference, the election of the Association’s
new board of directors, and, last but
not least, the release of positive sector
data for the first three months in the
Quarterly Report.
The ACAL-GAIF conference in early
June attracted not only 250 participants
and guests, the vast majority of whom
stayed for the entire duration of the
event, but its importance was underscored impressively by the presence
of three government ministers in the
opening session: Minister of Economy
and Trade the Minister of Environment
, and the Minister of Energy and Water.
The Association is greatly encouraged
by this excellent attendance and it is
my privilege to thank all ACAL members and staff who invested themselves
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into the preparation of this landmark conference
for our industry.
In result of the
event, we have
a clear target in
our negotiations
with public sector
authorities. We
furthermore are
vigorously pursuing the establishment of an energy
insurance pool managed by ACAL under the vision of providing all member
companies with significant business
opportunities in joint carriage of oil
and gas risks.
Just a short while before the ACALGAIF conference convened with such
success, the Association saw an orderly and amicable changing of the guard
as Max Zaccar was elected as new
ACAL President. He succeeds Assaad
Mirza who had served ACAL for the
last 4 years.
In several meetings in June, the Association’s new board discussed its priorities for the coming period. On top
of the agenda are new and continued
efforts to improve the perception of
the insurance industry on all levels of
Lebanon’s business community, public
sector, and retail insurance customers.
This will include new, budget-savvy
programs to communicate with the
public but also entail initiatives to
enhance communication between the
ACAL board and member companies, and among member companies.
One additional project here will be the

adoption of a Code of Ethics for ACAL
members.
According to the board’s agenda for
action, the work of board committees will become more targeted and
expanded, including creation of new
committees where such needs exist. In
continuation of the previous board’s
strong efforts, the ACAL President and
board will focus on generating fruitful collaborations with the relevant
ministries and administrative units.
The board will press on toward finding
solutions to pending legal and judicial
matters.
For the third good thing, the health of
our industry remains strong in challenging times, with 6 percent yearon-year growth in gross written premiums during the first quarter of 2015.
I thank all member companies for their
willingness to engage with the Quarterly Report and for their readiness to
contribute to the important upcoming
issues that are as diverse as adopting
the Code of Ethics and developing the
Oil & Gas Pool.

Insuring Lebanon

Jamil Harb
secretary general - ACAL

Insuring Lebanon
23/07/2015 11:52:49

ACAL-GAIF Oil & Gas Conference
Opening a new dimension
ACAL and the General Arab Insurance
Federation (GAIF) held Lebanon’s first
international conference on insurance for
the oil and gas industry on June 3 and
4, with outstanding attendance by local,
regional and international stakeholders.
After more than a year of preparations by
the ACAL Board and the relevant GAIF
committees, the groundbreaking event
linked insurance providers with presence
in Lebanon to the process of exploring
and extracting offshore and onshore oil
and gas resources in the country.
Responsible mobilization of hydrocarbon wealth in connection with development of the entire industry required
for exploration, extraction, operational
logistics, transportation, and storage of
hydrocarbons and all auxiliary manufacturing and services are vital issues for
Lebanon’s economy and society.
Oil and gas reserves in Lebanese territorial waters and onshore have been
recently documented through a growing
number of surveys. As the process for
tapping into and developing these mineral reserves has begun and is making its
way through the institutions and stakeholder debates, the ACAL-GAIF conference presents an important new building
block in the creation of the Lebanese oil
and gas industry.
In the conference’s opening session,
GAIF Secretary General Abdul Khaliq

Khalil discussed the role of regional insurance companies in energy projects and
ACAL President Max Zaccar presented
an overview of the Lebanese insurance
industry to the benefit of regional and international delegates. Mr. Assaad Mirza
the former ACAL president highlighted
on the earlier discussions with the Lebanese authorities on ascertaining that the
decree on oil & gas risks should be modified in order to insure all related risks
with local companies. . The importance of
the conference topic was underscored by
interventions from the Ministry of Energy
and Water and from the Ministry of Economy and Trade in the opening session.
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More than 250 participants attended
the ACAL-GAIF conference over two
consecutive mornings at the Phoenicia
Hotel in Beirut. Speakers addressed both
technical risks specific to the energy insurance business and macroeconomic challenges such as sustainable development
and the need to avoid distortions of the
economy through what is called the “oil
curse” of inabilities in managing sudden
resource wealth.
Managers of Lebanese insurance companies and other sector companies told
Assure during the event that they expect
business opportunities to arise not just
from the big-ticket insurance needs of
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operators and conglomerates but from a
whole range of new services companies
and their needs ranging from property
covers to third-party administration of
health covers for their employees. Managers of smaller insurance companies
commented to Assure that they expected a great deal from the creation of an
ACAL Oil & Gas insurance pool, which
would enable insurers of all sizes to participate in the new business.
A pool will be instrumental in mitigating the capacity limitations of Lebanese
insurance companies, international speakers at the conference agreed. Pooling of
resources might enable providers to “start
retaining perhaps five or six percent of
the risk, and then build your retention so
in the next year, you can retain 7.5 and
in the year after, 10 [percent],” opined
George Kabban, the CEO of United Insurance Brokers.

Development of a pool in this sense
would be a precondition for ACAL member companies to avert the insurance industry version of the oil curse, whereby
local providers in producing countries elsewhere in the Middle East only retained

minuscule portions of risk over very long
periods and didn’t develop their retentions and capabilities.
Such old behavior on the part of the Lebanese insurance industry would deprive
them of any real profit from the emergence of oil & gas projects, Kabban warned in the closing discussion round of the
ACAL- GAIF conference. Now would
be the time to act otherwise and work on
what is needed, he said. “You can build
retention over a period of time but now is
the time to build both human capital and
financial capital to be prepared for the
next phase.”
Before the conference drew to a close
on June 4 with a lunch hosted by sponsor
Chedid Re, ACAL President Zaccar marveled at the participants’ relentless interest in the conference proceedings. He
told Assure, “We at the association are
happy because preparation of this conference took one year of work and now we
see proof that this was justified by the fact
that we had so many people attend right
until the end of the last session.”
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The Public Sector Perspective on Oil and Gas
The Lebanese state has a crucial role in guarding and developing the national oil and gas industry to the maximum benefit
for the economy and all domestic stakeholders. Experts from
the Lebanese Petroleum Administration n (LPA) and from the
Ministry of Finance showed in their presentations how the administrative authorities have been approaching the topic and shared the current perspective on the role of the insurance sector.
LPA board member Wissam Zahabi walked conference participants through the legal and regulatory environment for the
emerging oil and gas industry. The process of developing the industry in Lebanese territorial waters and the country’s Exclusive
Economic Zone is governed by the 2010 Offshore Petroleum
Resources Law and supervised by the LPA, whose numerous
responsibilities are distributed over six departments.
Zahabi told Assure that the LPA is still in an early phase of
dealing with the specialized insurance aspects of oil and gas
exploration in Lebanon. “I am the head of the economic and finance department in the LPA. Looking at insurance is an obligation for the Lebanese Petroleum Administration.” he explained.
While the LPA does not currently have expertise on insurance
per se and did hitherto not look at the Lebanese insurance sector’s capabilities for covering oil and gas risks, he said, “This
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is the first conference and it is promising. We are interested to
maximize the economic value for Lebanon and have the insurance companies involved in retaining a percentage [of oil and
gas premiums] via doing the fronting of companies. We are working with ACAL to ensure that insurers have solvency and the
capacity to understand that this is an industry which has a huge
application.”
Putting the role of Lebanon’s oil and gas exploration into
macroeconomic context, Ministry of Finance official Fadia Sakr
focused her presentation on the importance of collecting and utilizing the nation’s oil and gas revenues in such a way that Lebanon will not fall victim to the “oil curse” or “Dutch disease”,
which are popular terms to describe the risk that a resource-rich
country or country with a sudden revenue upswing due to resource discoveries will fall behind in its general economic development and competitiveness.
In this context, Sakr described the Ministry’s role as first collecting and auditing government petroleum revenues through
both taxes and fees, “with the help of other ministries and directorates”. For the utilization of the new revenues, the Ministry
of Finance is seeking to “secure oil blessing through ensuring
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macroeconomic stability, monitoring and assessing the impact
of oil and gas revenues on the economy,” she said.

a multinational oil company’s purchase of insurance from a corporate insurance unit located elsewhere, at an inflated premium.

One of the tasks involved in revenue collection and management is to make sure that oil field operators and energy firms in
general do not artificially inflate costs and/or transfer profits in
ways that unduly reduce or even eliminate their tax obligations,
Sakr pointed out. This process of transfer mispricing can involve

Emphasizing the importance of public sector diligence in managing the hoped-for financial Lebanese oil and gas wealth and
the many economic aspects of oil exploration, Sakr concluded
by saying, “A country will be cursed only when it becomes oilexport dependent before accountable and democratic state institutions are established and consolidated.”
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Oil and Gas
Operational & Insurance Wording
Technical presentations at the GAIFACAL conference elaborated on the nature and the sizes of risks for underwriters in the industry. Experts representing
Swiss Re, Munich Re, Allianz, United
Insurance Brokers, Chedid Re and Trust
Re all discussed issues of technical importance in coverage and claims management, emphasizing the importance of assessing risks properly and understanding
their potentially extreme consequences
for insurance providers.

An overview of the risk landscape in
the offshore and onshore energy fields
was delivered by George Kabban, chairman and chief executive of United Insurance Brokers. After touching on the
geo-historic formation of hydrocarbons
and the various processes of seismic surveying, Kabban discussed major risks. He
elaborated on issues of well control and
different types of blowouts. Emphasizing that blowouts can cause catastrophic
loss, Kabban said insurers can use several
checks to ensure that operators improve
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their risk profiles but noted also that underwriters view well control covers as a
loss leader among insurance lines, with a
toxic track record.
Talking to Assure about the prospects
for oil and gas insurance premiums in the
Lebanese market, Kabban said the total
gross premiums volume would be very
difficult to predict at the current time.”But
the more important issue for me is the net
premiums, meaning the locally retained
premiums. In this regard, scenarios in the
other markets of the region have sadly
shown that only tiny premium amounts
were retained when compared with what
could have been retained,” he said.
Achieving increasing retention rates is
important for the insurance industry, because this would demonstrate the health
of the insurance industry, he added, arguing that “having a healthy insurance
industry will fuel investments in the stock
market, investments in other financial
services. Then bit by bit will the nation
start to build its capacity and eventually
will become an exporter of insurance risk
transfer capacity.”
Enrique Gonzalez of Swiss Re distinguished five upstream perils or areas of
risks, namely perils arising during the
drilling phase (blowouts) and production
phase (fire, leakage etc) alongside natural
catastrophe risks (storms, earthquakes),
marine perils (collisions, seafloor risks
etc), and political risks (war, terrorism).
Correspondingly, the four sections of an
Offshore Energy Package policy specify
covers for Physical Damage, Operator
Extra Expenses, Business Interruption,
and Third Party Liability.
Known in the industry as Energy Explo-

ration and Development (EED), the policy according to Gonzalez Perez provides
a risk transfer structure that is sound,
reasonable and fair for both insurer and
insured. The insured parties accept responsibilities to install safeguards such as
blowout preventers and will make every
endeavor to comply with regulations and,
in any event of losing well control, regain
control of the well.
Loss of well control via a blowout is a
key risk in energy exploration and development. As Gonzalez Perez explained,
insurers accept clearly defined responsibilities for covering costs related to regaining well control in an insured case and
for costs of re-drilling a well if necessary,
usually to the depth at which control was
lost. A further aspect of the covered cost
associated with loss of well control is responsibility for clean-up of pollution and
contamination plus legal defense costs in
such an incident.
Due to the enormous size of risks in the
area of Operator Extra Expenses, underwriters of EED policies have to consider
both past and future, meaning they need
to examine the insured client’s loss history for the past five years just as they need
to examine the exposure outlook in terms
of market trends, state of equipment,
technological developments, and surveys
or reports, Gonzalez Perez said.
In his depiction of the global oil and gas
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insurance market, Munich Re expert Ton
van Everdink said that the total loss experience of the chemical and petrochemical
industry over the past 25 years reached
$51,000 million, with explosions and
fires accounting for approximately two
thirds of total losses by type of incident.
By place of incident, refineries topped
the risk list with 33 percent of all incident
locations.

When asked by Assure if he could put
an estimate to the future oil and gas premiums in the still nascent Lebanese energy market, Everdink said these would
be substantial but he was in no position
to estimate how large premium volumes
could be. Premiums from the actual
drilling and exploration risks might not
contribute greatly to the local industry, he
added, but oil and gas would likely trigger significant business for local providers in the coverage of follow-on economic activities. “The thing is that you get
a lot of additional economic activity once
you start drilling and exploring,” he said.
“You have to build your infrastructure,
you have to build your ports or extend
your ports, you have to build tankage,
and you have to build maintenance facilities. I think you will derive additional
premiums from the additional industry

and from the additional work that is being
generated.”
Jalal Tabaja of Beirut-headquartered
Chedid Re gave conference participants
an overview of offshore structures and
policy covers. Given the wide range of
fixed drilling platforms and semi-submersible or ship-based floating platforms,
typical costs per platform type vary from
$5 for a shallow-water jack-up drilling
rig to $800 million for a drilling ship and
well over $1 billion for a semi-submersible platform, according to Tabaja’s presentation.
He outlined important offshore risks
as entailing blowout, storm damage, and
sinking of a platform. Tabaja further described standard covers for offshore and
discussed the London Standard Platform
Form (LSPF) policy wording that is used
for both fixed and floating platforms.
As for main and additional exclusions
from offshore policies, he mentioned,
among others, onshore property, certain
emergency measures such as seeking to
control a blowout, and several natural
catastrophe exclusions as well as war and
civil unrest risks such as riots and strikes.
Kumail Maki of Bahrain-based reinsurance group Trust Re highlighted that
the insurance period of offshore oil or gas
projects covers all project phases from
design over installation and pipe laying
to maintenance. With multiple parties
involved in a project, insurance can be
bought separately by each party for the
risks that affect them in the project or by
the project’s principal or main contractor
as joint cover for all activities. The latter one-policy-for-all option has advantages because of easier administration,
oversight, bulk purchasing and control of
financial security rating, Maki said.
Nicola Harris of Allianz Global Corporate & Specialty explained that onshore risks in the petrochemical industry
are widely spread and just as significant

as offshore risks. Tank farms and pipelines obviously need to be covered for
physical damages but so do refineries,
gas gathering and petrochemical plants.
All representing large risks under natural
catastrophe and man-made catastrophe
scenarios, facilities in this petrochemicals
industry have to be analyzed according to
hazard score ratings for more than a dozen NatCat vulnerabilities, ranging from
earthquakes to various types of floods.
Harris cited examples of nationwide
NatCat damages such as the $15.3 billion
insured losses from Thailand’s devastating floods in 2011. Only accumulation
models can show the real potential extend
of catastrophe exposure risks for insurance providers involved in this business.
On top of that, business interruption and
contingent business interruption covers
add another multiplier to the risk calculation. According to Harris, the Allianz
Risk Consulting unit in Allianz Group
analyzed 24 Business Interruption (BI)
claims that occurred in the energy sector over the past three years and found
that the average BI claims size was 3.4
times larger than the average Physical
Damages claim in the energy business.
Claims amounts in the energy BI category stretched from $3.5 million to $730
million, she said.
As per data compiled by Willis, the
total claims volume in the past five years
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Munich Re
MIRA seminar in Beirut

exceeded $48 billion, distributed to 55
percent on physical damages claims and
to 45 percent on claims for business interruption and contingent business interruption. Contingent BI according to Harris’
presentation is defined as an insured’s
loss of income when a named or unnamed supplier or customer suffers a physical loss that results in loss of income for
the insured.
“Energy is a risky business and anything you do in hydrocarbons can go
wrong,” Harris told Assure after her presentation. She added that the first GAIFACAL oil & gas conference was a good
chance for the Lebanese insurance industry to start an important conversation.
“I would say there are several levels of
conversation to start and evolve, be it on
insurance, reinsurance, regulatory side
of things, the technical expertise and its
development in the country, [as well as]
local content. Those are many discussion
points and I think there are some very
good examples of what can be done right
and some valid examples of what is being
done badly,” she said, adding, “I think the
trick is to take those examples and discuss and debate them in a healthy fashion
and decide what is right for the Lebanese
environment. Every oil and gas nation
has its own unique features that must be
accommodated.”
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Advanced claims management and newly refined underwriting tools
for life insurance were the topics of a seminar which a team of reinsurance firm Munich Re convened for its Lebanese insurance partners.
Held in mid May at the ACAL auditorium, the event was part of preparations for the regional rollout of the Munich Re Internet Risk Assessor, or
MIRA in a new version that incorporates insights from a vastly expanded
information base on medical health indicators.
Munich Re worked for about two years on a fundamental upgrade of
the MIRA system and its risk calculator. Inclusion of new data sets dialed
the risk assessment process to a higher level of accuracy, said Dr. Leila
Neuthor, Munich Re’s head of client management in the life business for
the Middle East as well as countries in Central, Eastern and Northern
Europe.
Having access to an improved assessment tool will enable underwriters at partner companies “to arrive at more risk-adequate pricing”, she
told Assure, emphasizing that this does not mean more expensive life
insurance for customers but an enhanced ability of Munich Re partner
companies to assess risks more accurately and thus be more competitive.
The seminar that Neuthor and her colleagues organized at ACAL had a
twofold agenda as part of the Munich Re team’s visit to partner companies in Lebanon. The presentations dealt with underwriting topics in the
first part of the seminar and with claims in the second part, Neuthor said,
“Because it is very important for us to highlight both things, and especially show the connection between the underwriting side and the claims
side. Being mindful of both sides is key to take risks on in the right way
so that one will be able to handle claims properly when they come up,
and they will.”
Munich Re included Lebanon in its visit to the region because it scheduled the MIRA rollout here for this summer, in parallel to rollouts in
numerous other countries around the world. “We are doing this in Lebanon because we think it is a very professional market and a market that
can digest this information,” Neuthor said, adding that she expects gradual development of the life insurance penetration in Lebanon from its
still, in international comparison, somewhat low penetration rate. “The
question of course is how fast this is going to happen but we see a lot of
activities. We have been in the Lebanese market for a long time and stood
by clients in good and bad times; we want to develop with the market,”
she concluded.
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ACAL
1st Quarter 2015 Report
In a national economic environment where signs
of improvement remain feeble and the economic
growth continues to lag behind debt growth, ACAL
member companies reported $417.7 million in
gross written premiums by the end of Q1 2015. This
represents a rise of 6
percent when compared
with the end of Q1 2014.
The year-on-year growth
leader in both absolute and relative terms
was medical insurance,
based on a 15 percent increase to $162.3 million.
Life insurance providers
reported 5 percent premiums growth to $102
million, placing life in

second place among the
big insurance lines of
the Q1 growth chart.
With a drop of 1 percent, not too much
changed in Public Liability premiums; motor and workmen business lines showed small
increases in premiums
at 1 percent each. Demand for fire covers
was marginally better at
2 percent growth. Other
positive underwriting news in general insurance
comes from the engineering business line where
companies reported a 25 percent leap in premiums,
paired with an 18 percent increase in the number of
subject matters (contracts). Cargo was the period’s
least performing line, showing year-on-year contractions of 16 percent in premiums and 5 percent
in the number of contracts.
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Ambiguous moments
However, the year was still relatively young when
the first-quarter report data were compiled and the
results of the period appear to contain some ambiguities, making them only thinly indicative of the
market’s direction in 2015. While the premiums
growth in medical insurance was high when
compared with the sector’s total growth of 6
percent, the Quarterly
Report shows growth in
the number of subject
matters only for expatriate policies, which
contribute less than 2
percent to the line’s total
premiums. In the dominant segment of non-ex-
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pat medical covers, the
number of contracts fell
by 8 percent.
In motor insurance,
compulsory third-party
liability showed evenly
negative growth in premiums and in number
of subject matters at respective -6 and -5 percent. Previous quarters
had shown compulsory insurance as a growth business. In the non-compulsory motor business, the
number of subject matters increased significantly
faster than the premiums also for the first quarter
in 2015, speaking to the continuation of a trend
whereby new car buyers opt for more budget cars
and fewer up-market vehicles.
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ACAL 1st quarterly report

and fire lines and by double digits in public liability,
cargo, and “other” business.

Stability of shares

Claims payments
regress
Settled claims amounted
to $179.2 million in the
first quarter of 2015,
representing a year-onyear decrease by 1 percent. Life insurers paid
out $30.1 million in benefits; the fluctuation of
-30 percent in life payouts from the first quarter of 2014 very likely
must again be attributed to cyclicality in the maturing of unit-linked contracts.

With non-life accounting for 75.6 percent and life
for 24.4 percent of total premiums, the distribution of shares in the two
overarching categories
was within the margins
that have been typical
for the Lebanese market
in the past few years.
The market share of
medical
insurance,
while expanding from
36 percent in Q1 2014
to 38.9 percent in Q1
2015, still remains

However, with the exception of medical insurance,
where claims grew 21 percent to $85.4 million by
end of March, claims settlements were down across
all general insurance lines. Payments dropped by
single digit percentages in workmen, motor, cargo
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within familiar margins. Although dropping by one
percentage point year-on-year to 18.9 percent in Q1
2105, motor insurance also reported a market share
in well-known territory, at near 20 percent.
The market shares for
the remaining business
lines likewise fluctuated
within the ranges that are
known for the Lebanese
market, indicating the
overall stability of insurance needs and continuity in market coverage.

at $28.8 million, representing growth of 4
percent when compared
with the first quarter in
2015. Net income of
life-related investments
reached $22.4 million
(+9 percent).

The insurers’ net investment returns for the
first quarter came in
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