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Rising power demand is boost for energy insurers, Hartwig tells AEGIS
conference

Madrid, Friday 3 April 2009 — Energy insurance is a solid place to be right now:
that was the conclusion drawn by Dr Robert Hartwig, Economist and President of
the US Insurance Information Institute in his keynote address to the 2009 AEGIS

European energy conference.

Dr Hartwig told an invited audience of power and insurance professionals in
Madrid that insurers are set to benefit from a projected 50% increase in energy
demand by 2030 which will follow the current short-term dip in power usage
caused by the recession. Emerging economies such as China and India will drive

demand for electricity as their industrial bases expand.

Much of that new power will be generated by burning coal which, Dr Hartwig
warned, will make it virtually impossible to meet current targets for controlling and
reducing carbon emissions unless dramatic action is taken. Dr Hartwig estimated

that the percentage of electricity generated from coal will rise from 41% to 47%.

Examining the present, Dr Hartwig noted that energy spend as a share of US
gross domestic product had dropped from 10% to 7%. This was due primarily to
reduced industrial demand for power because of the recession. Changes in
energy demand in the US, UK and Western Europe is driven primarily by

industrial use rather than retail or residential.
Dr Hartwig said:

“Countries trying to spend their way out of recession are going to need more
energy and more insurance. As demand for insurance is going to rise in line with
that increased energy consumption, right now energy insurance is one of the

more solid places to be.



“Global industrial production has been in a tailspin reducing the need for energy.
But energy demand is a leading indicator of global economic activity and already
it's starting to grow again. Qil prices are, even now, starting to move back up.
The impact of the current crisis on energy prices is going to be fleeting in the

great scheme of things.

“Oil consumption is likely to drop in Europe and the US, but over the next decade
it will increase in China, the Middle East and India. There will be a shift in global

fuel consumption patterns.”

Turning to the health of the energy insurance market, Dr Hartwig commented:

“2009 should see a stable and profitable energy sector for the most part —
particularly in the low ‘nat cat’ business — but movement towards disciplined

underwriting is still necessary.

“Overall, capacity fell sharply in 2008 due to high underwriting losses and lower
investment returns. In energy markets, we're now seeing some increase in
capacity. As less construction is taking place, this has allowed some capacity to
be freed up. On the reinsurance side, capacity has reduced by 17% and prices

are up.

“Onshore capacity is increasing and there’s been some rating improvement;
liability capacity is moving up a bit too. We've also seen an extraordinary volatility
of losses in the energy sector but with no commensurate increase in premiums.

This is an issue that needs to be addressed by the market.

“Overall, the energy sector remains vulnerable to increased natural catastrophe
activity as there’s a slow but discernible trend for the number of nat cats
worldwide to rise — but with a lot of volatility built into that trend. The future is one
in which losses from nat cats will grow more expensive and more volatile. As
demand increases, there will be more exposure. Lots of new power infrastructure

will need to be built in areas vulnerable to catastrophes like South East Asia.”

Dr Hartwig noted that relatively little of the money being spent globally on

economic stimulus packages was going to the energy sector (5% in the US).



Where it is spent on energy, the money is primarily being used to fund green and
alternative power generation. But the amounts being invested globally are

insufficient to meet predicted demand.

In his presentation, Dr Hartwig also compared and contrasted the performance of

the insurance and investment markets in the current economic crisis:

“Of all financial services segments, it is nonlife or P&C insurers who are faring
best. This is because of the superior risk management that is deeply embedded

in the management philosophy of these insurance businesses.

“Insurance markets continue to operate normally. Their basic function to transfer
risk is operating uninterrupted. Insurers continue to pay claims and renew
existing policies; banks are reducing exposures and scaling back. It's a very stark

contrast. We are not immune, but we are very resilient.”

AEGIS’s second European energy conference took place at the Intercontinental
Hotel, Madrid over 1-2 April. It was officially opened by AEGIS’s CEO and
President Alan Maguire. Attendees included representatives of European power

generators, insurance brokers and related industries.
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Notes to Editors

AEGIS London

AEGIS London is the UK-based subsidiary of AEGIS (Associated Electric & Gas
Insurance Services Limited). It operates AEGIS Syndicate 1225 at Lloyd's which has
a capacity of £200 million for 2009.


mailto:adrian.beeby@fwdpr.co.uk

AEGIS London was originally created to provide global insurance facilities for AEGIS
members. Today it is a well diversified business, leading and participating in a wide
range of onshore and offshore energy risks, as well as a number of other classes
traditionally written in the Lloyd's market. As a result of this success the AEGIS

London team has expanded to 80 people over the past five years.

AEGIS London continues to offer specialist expertise and leadership to clients in

the global energy market, including:

¢ Indigenous utilities in various countries, including the United States

¢ Owners of international power projects

e Oil and gas businesses, including all aspects of oil and gas exploration,
production, storage, transmission and processing

e Various contractors serving these market sectors

In addition, we work with a broad client base across a range of insurance

classes. The main areas of coverage we provide are:

e Utility property

e Energy exploration and production
e Non-marine property

e UK leisure (property and casualty)
e Energy casualty

e Marine liability

e International casualty

e Marine cargo

e War and Terrorism

o Contingency

AEGIS

(Associated Electric & Gas Insurance Services Limited)

AEGIS is a mutual insurance company owned by its policyholder members, with
surplus of US $750 million. It was established in Bermuda in 1975, and is an eligible

surplus lines insurer in most jurisdictions in the United States.


http://www.aegislink.com/portal/london/products_services/products/utility_property.do
http://www.aegislink.com/portal/london/products_services/products/offshore_energy.do
http://www.aegislink.com/portal/london/products_services/products/non-marine_property.do
http://www.aegislink.com/portal/london/products_services/products/energy_casualty.do
http://www.aegislink.com/portal/london/products_services/products/marine_liability.do
http://www.aegislink.com/portal/london/products_services/products/international_casualty.do
http://www.aegislink.com/portal/london/products_services/products/marine_cargo.do
http://www.aegislink.com/portal/london/products_services/products/war_terrorism.do

AEGIS aims to provide its members with superior insurance and risk management
products through a secure and stable market to enable members to achieve the
lowest overall long-term cost of risk. Industry sectors covered include gas and
electric utilities, related energy companies, water utilities, pipeline companies,
transmission & distribution companies, and oil and gas exploration and production
companies.



