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Puzzle about damage to a 
dreamboat

One of the special attractions at an amusement park in

Mexico was a motorised swing called Dreamboat.

One day the operating company contacted its insurance
company and reported a mechanical breakdown involving
this 16-year-old ride. The swing was insured for about 
US$ 12m, but the policyholder’s claim was for US$ 15.2m:
the new replacement value following a total loss. In the
light of the consequent underinsurance and depreciation,
the insurer initially offered indemnification of US$ 8.3m. 
In the further course of settlement, however, it became ap-
parent that the claim was a case of attempted insurance
fraud.

The circumstances of the loss

According to the policyholder, a drive shaft on one of the
motors in the rotation hub fractured while in operation so
that even when the brakes were applied, the Dreamboat –
and the passengers it was carrying – continued swinging
until it finally came to a stop by itself. The unbalanced
forces that were generated in the process and the resulting
vibrations had bent and twisted the steel structure so
badly that the ride was no longer considered safe to oper-
ate.

Loss assessment

As there were a few dates coming up soon which prom-
ised particularly good business at the amusement park,
like 1 May and Mother’s Day, the claims inspector repre-
senting the insurer could not survey the loss with any
great degree of precision. This would have required using
a mobile crane and cordoning off part of the site. So it was
quite some time before the damaged engine could be in-
spected at its height of about 13 m and measurements
taken to find out how badly the frame was distorted.

Extent of loss

After the inspection the policyholder claimed the ride was
a total loss. He could not obtain a comparable used swing
and as he needed this special ride at his amusement park,
he had to replace it with a new one.

In the meantime the manufacturing company had trans-
ferred the licence for building the ride to one of its main-
tenance firms. According to the claims inspector, the main-
tenance firm had put the service life of this make of ride at
50 years (!), which was why the depreciation was so low.

On the strength of the records he had received, the claims
inspector decided in the policyholder’s favour and pro-
posed the above-mentioned amount of US$ 8.3m in settle-
ment of the claim. 
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01  Dreamboat – Capacity: 40 passengers.
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Doubts about the loss assessment emerge

Before the claim could finally be paid, however, doubts
emerged regarding the policyholder’s statements, so that
the maintenance company was consulted. It came to light
that the claims inspector had not been provided with all
the records he would have needed to make a thorough as-
sessment of the loss. He was not aware, for instance, of an
inspection that had been carried out about six weeks be-
fore the alleged date of the loss or of the ensuing written
protocol. This report drew attention to major defects in the
steel structure. It also issued an urgent recommendation
that the ride cease operating because it would not have
been economical to carry out repairs.

The loss was foreseeable

In spite of this warning and the foreseeable occurrence of
a loss, the operator kept the ride running. The only thing
he did – about a week after the inspection – was to extend
the electronic equipment insurance policy he had taken
out on the amusement park so that it now included the
risk of machinery breakdown for all his rides. Five weeks
later, the inevitable happened.

The decisive factor is the time of occurrence

The reinsurer therefore recommended the insurer not to
pay the claim on the grounds that the loss had actually oc-
curred before the commencement of the policy period and
that appropriate repairs had not been performed prior to
the date of the loss.

Although the policyholder attempted to prove that repairs
had indeed been carried out by presenting records of work
performed by his technicians, this work was by no means
on the scale called for by the maintenance firm.

The claim is withdrawn

Some time later the amusement park was sold in its en-
tirety. At this opportune moment the policyholder with-
drew his claim. 

Attempted insurance fraud

In the course of settling the claim the suspicion grew that
this ultimately had to be a case of insurance fraud – a sus-
picion that was confirmed, at the latest, when the main-
tenance company’s inspection report became known. The
final proof was provided by a newspaper article which re-
ported that the ride had already been out of operation be-
fore the date of loss specified by the policyholder and that
a serious accident had already taken place five months
prior to that in which two people had been injured. The
reason: damage to one of the four motors.

Conclusion

This incident shows that insurance fraud also occurs in
engineering insurance and is often only discovered by
chance.

In this case, it was an advantage that Munich Re – through
its international offices – established contact with the manu-
facturer and received important information relating to 
the loss which eventually led to the irregularities being
discovered.

Josef Probst, Munich

Klaus Wenselowski, Mexico City

02  Top right: The rotation hub and the drive motors.
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Toulouse: Catastrophic explosion 
in a fertiliser plant
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The following loss involves an explosion at a fertiliser

plant in France which attracted great attention worldwide

in the media, in political circles, and among the general

public. Various aspects of the event have been examined

in numerous trade journals and analyses. This article fo-

cuses on the underwriting aspects.

On 21 September 2001 – just ten days after the attack on
the World Trade Center in New York – there was a serious
accident at a fertiliser plant (La Grande Paroisse – AZF) in
the immediate vicinity of Toulouse, in which TotalFinaElf
(TFE) had a majority holding: a chemical product (ammo-
nium nitrate) that was in intermediate storage in a ware-
house exploded.

The effects of the accident

The manufacturing plant is located only about 5 km from
the centre of Toulouse, so that the effects of the explosion
were felt there too. Busy motorways and streets pass 
by the plant. The force of the detonation was roughly
equivalent to 70 t of TNT. 30 people were killed and some
4,500 injured, 34 of them seriously. The crater caused by
the explosion was huge, measuring 65 x 54 m. It was the
largest industrial loss in France since World War II.

The production facilities were very badly damaged. Third-
party property also suffered extensive and severe damage
over a wide area: in particular, two neighbouring industrial
enterprises in which very sensitive chemicals are pro-
duced. The authorities ordered the temporary closure of
these two plants.

There was also substantial damage to public facilities, in-
cluding schools, kindergartens, hospitals, university insti-
tutes, church facilities, traffic and sports installations, and
to private residential property, businesses, office buildings,
and numerous vehicles, which were either completely des-
troyed or badly damaged. 

A considerable number of buildings had to be demolished.
About 10,000 families were made homeless and had to be
put up in emergency accommodation. The operations of
the city’s only metro line were restricted.

The site debate

The event triggered a controversial discussion on the loca-
tion of industrial enterprises of this hazard class (Seveso II)
in the immediate vicinity of large cities. The question was
also raised as to whether this facility, whose origins go 
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02  The explosion caused extensive and severe damage.



back to the year 1928, should be rebuilt at the same place.
Latest reports indicate that operations will not be resumed
at the plant in fact. The owner, TFE, has decided to close
the factory because it would no longer be economically vi-
able to continue operations on account of the special con-
ditions imposed by the authorities.

Loss amount

The incident impacts not only a number of French insur-
ance companies but also the international insurance mar-
kets. The estimated loss amount is roughly €1.8bn. There
are many cases in which, besides the property loss itself,
business interruption plays a major role.

The very large number of major, moderate, and minor
losses were a major challenge to the insurance markets in-
volved. This huge complex of losses altogether required a
structured and coordinated approach by those handling
the case at the affected insurance companies – i.e. harmon-
ising the work of national and international loss adjusters,
technical and legal experts, and the companies charged
with making repairs, clearing away the debris, and gener-
ally restoring the damage.
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Topical term: Ammonium nitrate

Ammonium nitrate (NH4NO3) is easily produced by adding
gaseous ammonia (NH3) to approx. 50–60% nitric acid
(HNO3). Pure ammonium nitrate – colourless, transparent
crystals – is a very powerful oxidising agent and can even
be used as an explosive.

The use of ammonium nitrate (mixed with organic sub-
stances) as an explosive is especially common in mining
and quarrying.

However, over 90% of the world’s total production of am-
monium nitrate is used as a fertiliser because it contains
the nitrogen needed by plants in a high concentration and
in the required composition.

Ammonium-nitrate-based fertilisers, e.g. NPK fertilisers,
must contain other mineral salts (at least 35%) as inert
substances to ensure that they are not explosive and can
be sold and used without any danger.
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Cause of loss, liability, recourse

According to the latest information, the public prosecutors
are of the opinion that the explosion was caused by omis-
sions on the part of the plant operator when storing the
ammonium nitrate (see “Topical term”). Under French law
this factual position makes the operator liable for damage
caused to third-party property. The property insurers thus
affected can therefore have their claims payments reim-
bursed by taking recourse to the factory’s liability insurer. 

As soon as it became clear that the property insurers
would endeavour to recover their claims payments from
the company that caused the loss, this was an aspect that
particularly called for decisive planning and meticulous
coordination. This task was assumed in France by the two
insurance associations FFSA and GEMA. An agreement
was reached on a generally binding procedure for settling
the property losses and taking recourse action. To this ex-
tent, the loss exemplifies the capability of insurance struc-
tures not only in France itself but also across national bor-
ders in the other markets that were affected. Major legal
clashes have thus been avoided so far.

The problem of extensions in the cover 

The affected plant was insured under an extended offshore
energy package policy, which to a certain degree also al-
lows for the coverage of onshore facilities. The package
policy contains both a property cover and BI and some as-
pects of liability cover. Incidentally, the liability programme
is composed of nine layers, which were placed in full with
several renowned European insurance and reinsurance
companies – including Lloyd’s of London. The third-party
losses are so extensive that they far exceed the available
limit of indemnity of approx. €806m. The amount above
this limit will be funded by TotalFinaElf from its own re-
sources. 

The facts of this case demonstrate how risky such exten-
sions in the cover provided by an offshore energy policy
can be. The conclusion to be drawn from this loss event is
that such extensions must be avoided in the future – even
if they are standard practice in some major energy mar-
kets.

The fundamental problem of including onshore exposures
in offshore energy policies becomes even clearer when
one considers some of the figures from the year 2001. The
total premium volume for the offshore energy market
worldwide is estimated to be around €850m. However, a
mere five large onshore events caused losses amounting
to an estimated €2.4bn, i.e. roughly three times the annual
premium volume – and that for a risk element that is not
really within the scope of offshore cover. If the only “real”
offshore energy large loss from the year 2001 is counted
as well – Petrobras 36 at €500m – the dramatic situation in
this line of business becomes even more apparent.

After the soft market conditions of the late 1990s had more
or less prevented the attainment of any onshore limits, the
refinery exclusion clause (REC 93), which had originally
been conceived for the purpose of excluding onshore risks
from the offshore market, i.e. the transit and marine insur-
ance market, is now standard practice again. On closer ex-
amination, however, it will become apparent that this
clause may only be regarded to a limited degree as an ex-
clusion clause, as it only excludes a narrowly defined
range of risks.

05  Firemen in action.

06  Residents in the neighbourhood clearing up two days after the explosion.
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Conclusion

The only way to make sure that no onshore risks are
covered in an offshore energy account is to specify one’s
own clearly defined exclusions. The devastating results in
this market segment give every reason to do so. 

Thomas Artmann, Bernd Hoffmann, Günther Hofmann, 

Dr. Klaus Schumann, all Munich

2000 Florida, USA Road transport Fire

1998 Kentucky, USA Storage Fire

1997 Brazil Road transport Fire/explosion

1988 Yugoslavia Storage Chemical reaction

1987 France Storage Chemical reaction

1982 UK Storage Fire

1978 USA Storage Fire

1975 Germany Storage Chemical reaction

1973 USA Storage Fire/explosion

1972 Australia Road transport Fire/explosion

1972 France Road transport Explosion

1967 USA Rail transport Fire

1966 USA Storage Fire/explosion

1965 Atlantic Water transport Chemical reaction

1963 Netherlands Storage Chemical reaction

1963 Traskwood, USA Rail transport –

1960 Traskwood, USA Rail transport Fire/explosion

1954 Red Sea Water transport Fire/explosion

1947 Brest, France Water transport Fire/explosion

1947 Texas City, USA Water transport Fire/explosion

1921 Oppau, Germany Manufacturing plant Fire/explosion

Major accidents caused by ammonium nitrate
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07  Taking stock of the damage.



01  Microscopic examination of isolated mould cultures.
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Any internet search on the word “mould” will bring up
numerous articles testifying to the fact that mould – toxic
mould – is becoming a major concern for the insurance in-
dustry, with headlines such as “Invisible Killer”, “Haunted
by Mold”1 reflecting a level of attention verging on hys-
teria. How is it that mould, which has been present
throughout human history, is viewed by some industry
experts in the United States as the “next asbestos”?

Mould is everywhere 

Moulds are simple microscopic fungi organisms found vir-
tually everywhere, which reproduce themselves through
spores. There are more than 100,000 known species of
mould, of which at least 1,000 are common in the United
States. Many moulds are vital to our everyday life and can
have beneficial uses; penicillin, for example, is an antibi-
otic that is made from Penicillium and certain moulds are
used to ripen some cheeses.

Mould can live and grow on almost anything, given the
proper amount of moisture, the correct temperature and
nutrients. Most moulds are classified as “saprophytes”,
which means they do not produce chlorophyll and there-
fore do not photosynthesise; they are thus dependent on
the food energy they absorb from organic materials. In a
building, such organic materials include wallpaper and
many high-cellulose common building materials (e.g.
wood, fibreboard).

1 This article relates to the problem of mould in the United States.

Mould becomes an issue when there are chronic moisture
problems, due typically to either improper building design
(e.g. inadequate ventilation) or water damage (e.g. burst
pipes, leaky roofs). Moulds thrive in a warm damp environ-
ment. It is likely that the recent rise of mould claims can 
be traced back to the trend since the 1970s energy crisis
towards more energy-efficient sealed construction, as well
as new building-related products such as synthetic stucco,
and dry walls which help trap moisture and thus create an
environment suitable for mould growth. In addition, central
heating, ventilation, and air conditioning (HVAC) systems
may spread and circulate mould spores. Another factor
may be the 1978 ban on the use of lead-based paint, lead
being a natural mould inhibitor.

What is toxic mould?

Everyone is exposed to mould on a daily basis but few
people ever develop health problems because of this
exposure. Some individuals, generally those that are
genetically predispositioned, may experience allergic
responses from the inhalation of the mould spore itself,
which can be an allergen. In addition, inhalation of some
mould spores may cause an infectious response such as
aspergillosis or histoplasmosis. However, these infectious
responses are rare and occur primarily in individuals al-
ready suffering from a weakened immune system (i.e.
HIV/AIDS patients and the elderly). Some moulds (e.g.
Penicillium) can produce potent toxic chemicals commonly
referred to as “mycotoxins” (“myco” = “fungal origin”),
which have been linked to health effects.

The growing phenomenon of toxic
mould claims – A major challenge
for the insurance industry? 
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Stachybotrys, commonly referred to as “black mould” be-
cause of its black colour, is considered the most potentially
dangerous of the toxic moulds and allegedly can cause
acute or chronic adverse health effects such as severe
neurological disorders, bleeding lungs, and death. How-
ever, the most common alleged effects are headache,
cough, sore throat, dizziness, fatigue, and other allergy-like
symptoms. Many such symptoms associated with mould
exposure are common symptoms of other widespread
common illnesses such as colds, influenza, and other aller-
gies. Thus, it is almost impossible to attribute these symp-
toms to just one individual cause. It is worth noting that
there is a surprising lack of scientific evidence establishing
a direct causal connection between toxic mould contamin-
ation and health effects.

Claims/litigation activity in the United States

Historical claims trends specific to mould are difficult to
establish because many mould-related claims were and
are often still presented and processed as water damage
claims, “sick building claims”, or construction defect
claims. Insurance companies have quite simply not seen
many claims that are unequivocally linked to mould. Dur-
ing the 1990s, however, mould litigation began gaining
momentum. Based on the limited information that exists,
it appears that mould-related claims and litigation in-
creased dramatically in frequency and severity through
2001 and 2002.

Toxic mould litigation typically involves plaintiffs seeking
recovery for repair and remediation of damaged property
and for personal injury. Mould remediation is very expen-
sive – buildings may have to be demolished and rebuilt at
costs that can exceed the original building costs. When
larger buildings such as apartment complexes and schools
are involved, the costs can therefore be significant.

A “mould economy” has grown and is profiting from the
mould phenomenon. “Mould economy” occupations in-
clude mould litigation attorneys, expert witnesses, remedi-
ation experts, and claims adjusters. For instance, in 2002
two Alabama law firms joined forces to create a “Mould
Litigation Group LLC”, a joint venture having the sole pur-
pose of handling homeowner mould-related claims against
their insurers.

Industry experts expect significant claim and litigation ac-
tivity to continue, due in large part to the aforementioned
“mould economy”. Those involved in the “mould econ-
omy” assist in keeping the toxic mould phenomenon pres-
ent in the minds of the public through their advertising
campaigns and solicitations, which can sometimes be sen-

sationalised and alarming. Moreover, as the media also
continue to publicise and sensationalise the newly dis-
covered “dangers” of “toxic mould”, there is every reason
to believe that claims and lawsuits will continue to rise.

Mould claims have most likely increased in recent years as
a result of more energy-efficient construction techniques.
Sealed building construction with insufficient fresh air-
flows and reduced moisture evaporation, condensation,
and “sweating” help create breeding grounds for certain
types of mould which thrive in warm moist conditions.
Although mould-related claims and litigation continue to
have the potential to impact all states, the warm weather
jurisdictions Texas and California remain the number one
and two states for mould-related claims and litigation.

Mould growing in buildings almost always indicates the
presence of excessive moisture. Potential defendants in-
clude almost any persons or entities that can be causally
linked to the water intrusion or conditions that caused the
mould to develop. Defendants are typically companies in-
volved in the ownership, design, or construction of build-
ings (e.g. landlords, construction companies, architects,
engineers, and air-conditioning contractors) and com-
panies involved in the manufacture of building-related
products (e.g. roofing materials, wall board, stucco prod-
ucts, paints, and sealants).

Insurance companies not only provide coverage to the
aforementioned defendants; they are in fact themselves
deep-pocket defendants for alleged failure to pay water
damage claims quickly enough to prevent mould from de-
veloping. The largest “toxic mould verdicts” to date have
involved “bad faith” refusals to provide first-party cover-
age relating to water damage, which resulted in ongoing
exposure of the insured to mould. In the June 2001 Ballard
case, a Texas jury awarded US$ 32m in such a mould cov-
erage action. In this regard, insurers should be exceed-
ingly careful in handling first-party water damage claims.
In light of potential bad faith claims, insurers are also care-
fully managing the claims process when allegations of
mould damage or injury are made. In addition to steps
such as improved response and investigation time, some
insurers are paying significantly increased expenses when
allegations of mould damage are made. Whereas previ-
ously insurers paid for clean-up and repair, some are now
paying for a comprehensive environmental remediation
effort.

The basis of the claims is not unlike traditional toxic torts
such as asbestos where claimants allege personal injury
and damage to their property. Some observers view
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mould as the “next asbestos”. However, a number of as-
pects of mould claims indicate they are very different to
and much less dangerous than asbestos claims.

– First and foremost, there is a lack of scientific evidence
about the health effects of mould exposure – it is difficult
for mould claimants to establish medical causation.
Mould litigation typically involves an expensive “battle
of the experts”. In stark contrast , asbestos claimants can
show a direct correlation between exposure and bodily
injury.

– Secondly, the alleged mould-related illnesses appear to
be less severe and less permanent than asbestos ex-
posure injuries.

– Thirdly, the existence of mould is usually quickly appar-
ent, and thus, people are potentially exposed to mould
over shorter time periods. Assuming that the causal con-
nection between mould and personal injury can be es-
tablished, it is likely that there will be a short trigger
period for both personal injury and property damage
coverage purposes – and only a single year of coverage
might be triggered. The available insurance dollars in the
mould claims arena should be less than that available for
asbestos.

– Fourthly, mould defendants are not usually the manufac-
turer of man-made products containing a harmful toxin,
which the defendant manufactured and distributed
nationwide. Thus, unlike asbestos (which involves thou-
sands of claims being handled en masse) mould is much
more likely to be litigated on a case-by-case basis.

Insurer/market (re)actions

The full effect of mould claims is still uncertain and will
vary throughout specific lines, classes, or regions. Insurers
have recognised mould as a serious issue and have taken
action to limit their exposure. Insurer reactions are not uni-
form, ranging broadly from the application of exclusions
and sublimit endorsements to the implementation of an
active underwriting approach with underwriting guidelines
that help underwriters properly evaluate the level of risk
and price adequately for the exposure. With regards to an
active underwriting approach, there are certain lines of
business and classes which probably require extra under-
writing diligence. Specifically, there are a number of defen-
dants with special exposure, including hospitals, schools,
and public entities. Firstly, healthcare facilities such as hos-
pitals treat immune-compromised people who may be at
higher risk to mould than the normal populace. Secondly,
public entities, in their capacity as building owners and in
their responsibility to oversee public health risks in public 
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02  In many a case there is no need to look for hidden mould growth.
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buildings, may also be at increased risk. Thirdly, schools
could be at special risk because children may be more sus-
ceptible to mould-related illnesses as their lungs are devel-
oping.

The best long-term solution from the insurance industry’s
perspective is the incorporation (where permitted) of a
“mould exclusion” endorsement (or, in the first-party
context, the clarification and/or extension of the existing
mould exclusion), which expressly sets forth the intent of
the underwriter. It is worth noting that such attempts have
already met with vigorous resistance from consumer
groups and lawyer associations. The incorporation of a
mould exclusion may not be approved if it is held to be
against public policy – many insurers need to seek ap-
proval from state insurance commissioners. Moreover,
despite its name, the “mould exclusion” should not be
viewed as a “silver bullet” that will preclude coverage in
all cases of mould damage. The success of separate mould
exclusion endorsements will have to be proven over time
as courts in different jurisdictions determine whether a
specific mould exclusion bars coverage in a particular
case. What makes matters more complicated is that there
is very little mould-related case law, and this unsettled
area of the law is just developing.

Conclusion

The ubiquitous nature of moulds suggests that mould
contamination is not a new problem. However, increased
public awareness of the newly discovered “dangers” of
“toxic mould”, assisted by the related “mould economy”,
indicate that there is every reason to believe the mould
claims phenomenon will continue to grow. Mould is a
major challenge for the insurance industry; however, it
should not prove to be the “next asbestos”.

Andrew Koegel, Munich

03  Mould remediation: Protective suits and masks are disposed of after work

has ended to prevent the spores from spreading.
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Oil rig sinks at sea

Driven by the growing shortage of oil resources through-
out the world and the constant increase in consumption,
oil companies are continually developing new technol-
ogies and methods of exploiting the remaining reserves
with optimum efficiency. In the offshore sector this also
means that drilling and production is carried out at greater
and greater depths. 

Brazil has immense reserves of deep-sea oil. It has in-
vested large amounts of money in the further develop-
ment of offshore technology and has earned a good
reputation internationally. Oil deposits in the Roncador
Field off the Brazilian coast are exploited at water depths
of up to 1,800 m.

Background

The oil rig Spirit of Columbus was a semi-submersible that
had been built in Italy between 1984 and 1994 for use as a
floating drilling rig at water depths of up to 500 m. For
commercial reasons, however, it was not employed in the
offshore oil field originally envisaged. Eventually, it was
sold and between 1997 and 1999 underwent modifications
which upgraded it to a deep-water production platform.
These modifications to the semi-submersible, which had
two pontoons and four columns, increased the deck load,
so that two further stability boxes were added. 

In May 2000 the converted oil rig, which was now de-
signed to produce a maximum of 180,000 barrels of 
oil and 7.2 million m2 of gas a day, commenced operations
in the Roncador Field. When it sank on 15 March 2001, 
it had only attained an output of 84,000 barrels and
1.3 million m3 of gas.

Summary of the events

At 00.22 on 15 March 2001 the crew felt a thud and heard 
a sound like a muffled explosion or a large component
falling heavily on the oil rig. 

On account of the automatic alarm messages sent to the
control system, the oil rig was put in emergency shutdown
mode and isolated from production. At the same time the
crew members that were trained and assigned for fire-

Dimensions 

Length: 112.7m
Width: 77m
Height: 118.7m
Tonnage: 32,767t
Processing capacity:
Oil 180,000 barrels/day
Gas 7.2 million m3/day
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fighting operations were sent to the presumed site of the
occurrence – the emergency drain tank (EDT) in the star-
board aft column – to find out what had happened. Just as
they arrived there was a second explosion, which cost the
lives of eleven firemen. 

From that time on, the oil rig progressively flooded. Res-
cue attempts went on for almost a week but without avail,
and finally on 21 March 2001 the oil rig sank. The insur-
ance industry had to pay a property claim of US$ 496m.

Determining the cause of loss

The precision with which investigations may be performed
on the cause of this loss is limited because the most im-
portant piece of evidence – the oil rig itself – is lying irre-
trievably on the sea bed at a depth of 1,400 m. The inquiry
commission therefore had to rely on a large amount of
secondary information. This was provided by analyses of
computer data recovered from the oil rig, photos and
video recordings, eye-witness accounts, and the design
plans of the oil rig. Finally, trials were undertaken in an at-
tempt to support or reject various hypotheses as to the
cause of loss and the course of the accident.

Results of the inquiry

For safety reasons it must be possible, under certain cir-
cumstances, for any oil rig to be isolated from the produc-
tion process. It must also be possible for any process

fluids that may be trapped and under pressure to be re-
leased in a controlled process. For the intermediate stor-
age of the fluids that accumulate during the releasing
process (e.g. oil-gas mixtures from production processes),
there are special emergency drain tanks (EDTs) usually
located on the bottom deck of the oil rig. To save space
and money, the EDTs in this case had been installed in the
two aft columns – a factor which largely contributed to the
complete loss of the oil rig.

The sequence of events was reconstructed as follows: 
In February 2001 the pump on the starboard EDT was
removed in order to carry out some repairs. The pump
connections were sealed with blind flanges and the pro-
duction header valve to the tank was closed. The ventila-
tion pipe was shared by the EDT that collected fluids
accumulating on deck, and to prevent it from filling up the
tank, it was also sealed with a blind flange (9 March).

On 14 March the operation of emptying the port EDT and
forcing the water from there into the production cycle be-
gan. On the production side there is a pressure of around
10 bar, which must be overcome using a pump. Before the
connection to the production cycle was established, the
pipe to the tank was closed. The corresponding valve on
the starboard EDT was checked again and reported shut.
When the pipe to the production manifold was opened, an
oil-gas mixture from the production cycle flowed into the
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01  Two days after the accident the starboard aft column is already completely under water.



pipes and pushed up against the pump and the closed
valve of the starboard EDT. An attempt was made to start
the pump, but it took about 54 minutes for this to succeed.
Then water was pumped upwards out of the tank at a
pressure of up to 19 bar. 

The first explosion occurred after 1 hour 17 minutes. For
unknown reasons, the valve on the starboard EDT had let
fluid through, as a result of which there was a continuous
rise in pressure in the completely isolated tank. At around
7 bar the tank became severely distorted and at about 10
bar it finally burst. The gas that had accumulated in the
tank (approx. 1,300 m3) was now able to escape upwards
and collected probably on the second or third level of the
column – the site of the explosion that killed the firemen.
The two explosions alone would not have caused the oil
rig to sink, however. This required a further unfortunate
circumstance:

The distortion and explosion of the EDT also affected the
pipes installed in the column for tank ventilation, fire hy-
drants, and seawater supply. When the fire alarm was
sounded on the oil rig after the first explosion, the four
seawater pumps in the columns automatically started to
pump water into the fire-fighting system – at a rate of up
to 1,500 m3 an hour. The column into which the oil-gas
mixture from the EDT had already flowed was therefore
also pumped full with seawater from the ruptured riser.

When the pump came to a standstill as a result of a short
circuit, the valves in the seawater service pipe remained
open, so that water was able to get in without hindrance.
Gradually the water line also reached other openings like
the chain lockers, through which more and more water
was able to flood into the pontoon without hindrance by
way of the ventilation system and the bulkheads in other
tanks installed in the column that had been opened for in-
spection. 

Although it was possible to isolate the defective fire-fight-
ing system in this sector, and although several attempts
were made to bring the oil rig back to an even keel using
the stabilisation systems and to discharge the water from
the pontoon with compressed air and nitrogen, there was
in effect no chance of controlling the flooding of the col-
umn at any time. 

At about 0.30 on 21 March the listing suddenly increased,
and just under eleven hours later the oil rig sank.
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02  The oil rig is beyond help.



Conclusions

As in almost every accident of this dimension, it was a
chain of unfortunate circumstances that led to the catas-
trophe. Neither the crew’s inadequate training, which
came in for criticism in the media, nor the oil rig’s uncon-
ventional design would in themselves have resulted in the
entire structure sinking in a “normal” accident of this kind.

The operating company may possibly be blamed for the
fact that because of its design – like the installation of the
EDTs in the deck-supporting columns and the alignment of
the EDTs to the production manifold – the oil rig was ex-
posed to hazards that are not usually encountered on pro-
duction platforms. These hazards should also have been
counteracted by providing the crew with special training
both for daily routine work and for emergencies and by
careful record-keeping and ongoing updating of emer-
gency measures.

The inquiry commission and an investigating panel set up
by the company each produced – independently of one
another – a catalogue of measures. These measures in-
cluded the above points and must be put into practice by 
31 December 2002. This has already been done in some
areas.

Felix Vogler, Munich 
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03  The moment of defeat: Five days after the explosion the largest oil rig in the world sinks completely in the Atlantic off the coast of Brazil.



Flooding in downtown Houston
from Tropical Storm Allison

Just days into the 2001 Atlantic Hurricane Season, an area

of low pressure in the Gulf of Mexico developed into

Tropical Storm Allison. A weak, poorly defined tropical cyc-

lone, Allison’s winds reached a peak intensity of 95 km/h.

The peak winds associated with Allison occurred that af-

ternoon, with hurricane hunter aircraft surveillance finding

sustained winds of 95 km/h within thunderstorms to the

north and east of Allison’s centre of circulation. A few

hours later, Allison’s winds weakened to 80 km/h as the

centre of circulation moved ashore near Galveston. Once

ashore, Allison soon weakened into a tropical depression.

While Allison’s winds quickly subsided after landfall, the
rain did not. From 5–7 June, heavy rains fell over south-
east Texas and Louisiana as Allison moved inland. Some
areas, including Houston, received 6–10 inches of rain in
just five hours. During this time, Allison was moving
slowly northward, and its rains shifted away from Houston
into northern Texas. However, by 8 June, the centre of Al-
lison began to drift back towards Houston. As Allison
moved closer to the coast, the system began to draw in
moisture from the Gulf of Mexico, and rainfall intensified. 

The intense rain developed directly over the eastern sec-
tions of Houston. For the second time in four days, the city
faced torrential rainfall, with some areas receiving an add-
itional 20 inches of rain in just a twelve-hour period. The
ground, rivers, and bayous around Houston, already satur-

ated from Allison’s first visit, could not handle this second
inundation, and the result was severe flooding throughout
the region. By the time Allison drifted eastward from Texas
the next day, many locations in Houston had received over
30 inches of rain in just five days.

One problematic scenario with regard to inland flooding
would be for a tropical system to stall over a low-lying 
major metropolitan area. The intense rainfall, coupled with
extensive amounts of paved surfaces that prevent proper
drainage, would rapidly create serious flooding conditions.
The large inventory of insured property in the region
would in turn create the potential for large economic and
insured losses.

This is exactly what happened, however, when the rem-
nants of Tropical Storm Allison flooded southeast Texas
over the course of four days in early June 2001, subse-
quently creating the largest losses ever incurred by a trop-
ical storm. The weak tropical system ended up causing
over US$ 5bn in economic losses (over US$ 2.2bn in-
sured), primarily in the Houston metropolitan area. After
leaving Texas, Allison’s remnants also caused flooding and
wind damage in five other states, adding another US$ 1bn
to the total loss (US$ 300m insured), making Allison the
fifth most costly natural disaster in US history. 
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01  Torrential rain puts Highway 59 in Houston under water.
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The losses stemming from Allison’s flooding came as a
surprise to the commercial and industrial property insur-
ance industry. This is because weak and/or decaying trop-
ical systems were not considered by the industry as a 
potential source of catastrophic loss of this magnitude, 
because the flooding would have to occur in the commer-
cial or industrial sections of a major city, an unlikely scen-
ario. Allison, however, demonstrated that weak storms
could indeed cause catastrophic flooding and highlights
the need to re-evaluate underwriting practices when deal-
ing with flood. What follows is a detailed look at Tropical
Storm Allison, its impact on Houston, and what can be
learned from this record-breaking event. 

Storm history

Wind damage

Winds associated with Allison’s circulation were generally
too light to cause any significant damage to buildings.
There were sporadic reports of lost shingles and downed
signs, particularly in Galveston. A thunderstorm within Al-
lison’s circulation also spawned a tornado, which touched
down in Manvel, Texas, damaging one home. Other wind-
related losses due to Allison’s winds were caused by rain-
fall penetrating walls and roofs. The intrusion of rainwater
into buildings caused damage to wiring and insulation,
minor structural damage to wood-frame homes, and
eventually damage to the content of these structures. 

Flood damage

Allison flooded over 67,000 homes in southeast Texas, pri-
marily in the Houston metropolitan area. Of the affected
homes, over 3,500 were beyond repair, and another 10,000
had major damage. Automobile losses were very high,
with an estimated 105,000 motor vehicles submerged by
the flood, many of them abandoned on interstate high-
ways running through downtown Houston. 

Commercial and industrial flood losses due to Allison were
very high due to flooding in downtown Houston, with at
least 526 commercial and industrial properties receiving
flood damage. Several skyscrapers had their ground floors
and basements flooded, the water submerging cars, inven-
tory, and electronic equipment. Floodwaters also filled the
basements of hospitals within the Texas Medical Center,
one of the largest medical complexes in the world, des-
troying sophisticated medical equipment, records, and 
laboratories. Some buildings suffered roof collapses due
to the weight of rainwater on top of them. Underground
tunnels lined with restaurants and shops, designed to keep
Houston residents out of the muggy summer air, filled
with water. The Houston theatre district and adjacent
symphony hall flooded, resulting in the destruction of
costumes and sets, as well as irreplaceable musical instru-
ments and manuscripts. Houston bus stations and light rail
lines were damaged. Barges and ships broke from their 
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moorings in the Houston Ship Channel, while sediments
from flood runoff filled in dredged ship channels. 

This extensive commercial and industrial property flooding
in turn caused significant business interruption expenses.
One notable instance is the Texas Medical Center, which
was forced to shut down two hospitals for several months.
The destruction of diagnostic equipment such as magnetic
resonance imaging (MRI) machines and other medical labs
located in hospital basements delayed thousands of med-
ical tests and scans. Other examples of business interrup-
tion in the Houston area include the port of Houston need-
ing to be re-dredged before returning to full operation and
the cancellation of over 1,000 commercial flights at Bush
Intercontinental Airport, primarily caused by the inability
of employees to get to work.

Loss summary

Overall loss due to Tropical Storm Allison is estimated at
US$ 4–5bn, and could increase as losses continue to de-
velop. The Houston Chronicle reports economic losses of
US$ 4.88bn in Houston alone, which includes US$ 2.04bn
in losses affecting public facilities (mostly the Texas Med-
ical Center), US$ 1.08bn in commercial and industrial
losses, and US$ 1.76bn in residential losses. The National
Flood Insurance Program has received about 23,000 claims
related to Allison and has estimated a loss of US$ 400m to
the Program. 

Flood losses to commercial properties and automobiles in
Texas were the main source behind losses due to Allison.
Over 100,000 automobile claims were filed in the state,
amounting to an estimated payout of over US$ 500m.
Meanwhile, about ten thousand commercial property
claims amount to a loss of US$ 1.6bn, with payouts aver-
aging hundreds of thousands of dollars per claim. This
amount of loss per claim is unprecedented and is due to
the flooding of a concentrated area of expensive commer-
cial properties in downtown Houston. In comparison, Hur-
ricane Floyd in 1999 caused widespread flooding from
South Carolina to Maine, generating ten times as many
commercial claims as Allison. However, commercial losses
from Floyd only amounted to US$ 1.16bn, an average pay-
out of around US$ 10,000 per claim, an order of magni-
tude less than Allison. The lower loss is due to Floyd pri-
marily flooding buildings designed for light commercial
use, not skyscrapers with hundreds of millions of dollars
of property in their basements.

Discussion

Tropical Storm Allison demonstrated the potential of se-
vere flooding stemming from tropical systems, as well as
the need to consider this peril when assessing catastrophe
reinsurance opportunities. Major floods from tropical sys-
tems in the United States occur about three times a
decade, though insured losses will vary widely depending
on the location of the flooding. Due to limited amounts of
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private-sector flood insurance for residential properties,
large insured flood losses will typically originate from 
major cities with large industrial and commercial com-
plexes. Cities at high risk to inland flooding in the south
include Houston, New Orleans, Tampa, Miami, Jackson-
ville, Orlando, and Atlanta. However, as Allison’s later
flooding in the Philadelphia metropolitan area demon-
strated, northern cities can be at risk as well.

Particularly at risk in these major cities are losses occur-
ring in the basements of large commercial and industrial
structures in low-lying areas. Basements of large commer-
cial or industrial structures typically are used as parking
garages, storage areas for electronics and equipment, and
computer network hubs, leaving large amounts of prop-
erty exposed to flood hazard. As witnessed in Allison, tor-
rential rain can overwhelm pumps and drains, rendering
engineered mitigation devices ineffective. This was the
case in many skyscrapers, as well as the Texas Medical
Center. Thus, exposure in a structure’s basement, as well
as preventative measures such as floor drains and emer-
gency pumps, should be considered when writing faculta-
tive certificates that include flood. Proper care and mainten-
ance of pumps and drainage systems should be evaluated
as well. People underwriting business interruption should
consider the amount of inventory and equipment exposed
to flood risk and the location of back-up power generators,
if any. When treaties contain geographically close locations,

the underwriter should be wary of flood risk as well. If one
location gets flooded, there is a good chance that other
nearby properties will flood as well, creating a high ac-
cumulation risk. 

Though insured flood losses from tropical systems can
equal or exceed losses from weak hurricanes, stochastic
hurricane models typically do not include inland flood
damage in their loss calculations, though some modelling
companies are now considering modelling inland flood
risk because of Allison’s impacts. Whether or not inland
flood is included in future hazard models, floods from
tropical systems should be seriously considered when
evaluating and pricing commercial and industrial risks. 

Mark Bove, Princeton

Note
The major floods that hit central Europe in August 2002 generated what were in

many respects similar losses, and we shall be reporting on them in one of the

next issues of Schadenspiegel. 
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02  After Allison weakened, heavy rain flooded this parking lot on Interstate 10 in Houston.
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Farm livestock throughout the world is threatened by nu-

merous sicknesses and diseases. Britain in particular has

been at the centre of public attention in recent times. Fol-

lowing the BSE catastrophe in beef cattle farming in the

mid-1990s, the nation was hit by an outbreak of foot and

mouth disease (FMD) in the year 2001, which caused the

severest loss ever incurred by the economy of any one

country as a result of a livestock epidemic.

FMD is considered to be the most dangerous epidemic for
cloven-hoofed animals in agricultural business worldwide.
The reasons for this are not only the particular epidemi-
ological features exhibited by FMD but also the increasing
concentration in animal husbandry and the conditions pre-
vailing in international agricultural trade.

Tremendous growth in the size of stocks – the result of
specialisation and intensification in the field of livestock
improvement – increase the exposure and the danger of
accumulation. The rural district of Vechta, for example, has
the highest density of animals in the whole of Germany,
with more than 1,000 pigs per square kilometre. In the last
30 years, the average number of pigs per farm there has
increased threefold to 730.

Losses resulting from livestock epidemics are not only re-
stricted to the agricultural sector. On account of changes 
in consumer attitudes and official policies on fighting epi-
demics, large parts of the economy are affected – from the
food industry to tourism. In order to protect important
markets like the EU from these repercussions, trade re-
strictions are imposed whenever epidemics break out.
These may even have a major impact on markets in coun-
tries which have not been hit by an outbreak of the dis-
ease.

The FMD epidemic in Britain

The last of the 2,030 cases of FMD recorded during the
2001 epidemic in Britain was diagnosed on 30 September
2001. On more than twice as many farms (5,195), almost
four million animals were slaughtered from February 2001
onwards in a widespread state-ordered culling pro-
gramme. Some two million animals in protection zones
were also slaughtered under what was called the Animal
Welfare Disposal Scheme.

As a result of the death of their animals British farmers
suffered a loss totalling about €1.1bn, for which they re-
ceived state compensation. Only about 4% of Britain’s live-
stock farmers had insured any of their livestock values
against epidemics. The losses incurred by the insurance
industry in all lines of business taken together came to
some €80m, while experts estimate the loss to the econ-
omy as a whole to have reached at least €15bn. This
shows that the much higher loss potential involves not the
value of the animals themselves but business interruption
and consequential losses. These include the quarantining
of infected herds, shortfalls in the meat and dairy process-
ing industry, restrictions on tourism, the cancellation of all
kinds of events, export bans, and prolonged problems with
the sales of animals and animal products.

The outbreak of the disease in Britain is most likely attrib-
utable to animals being fed with the remains of infected
food illegally imported from southeast Asia. The fact that
the disease spread across the country, to Ireland (one FMD
case), and over the Channel to France (two FMD cases)
and the Netherlands (26 FMD cases) was mainly due to the
transportation of live animals.

It is also theoretically conceivable that the disease was car-
ried across the Channel by the wind or infected foodstuffs.
The disease was prevented from spreading to further
countries – probably thanks to the immediate ban on im-
ports of live cattle, meat, and dairy products, the impos-
ition of additional trade restrictions, and the comprehen-
sive control measures that were introduced.

The pathogen and its hazardous nature

Foot and mouth disease is caused by viruses of the Pi-
corna group. Altogether seven types have been discovered
with more than sixty subtypes, and mutations of the
viruses lead to more and more new subtypes. Widespread
vaccination against all types of virus is therefore practic-
ally impossible. The FMD virus can attack cloven-hoofed
animals (sheep, pigs, cows, etc.), elephants, and even
humans. Red deer, roe deer, fallow deer, and wild boar 
are other possible carriers. 

The symptoms displayed by infected animals vary, de-
pending on the type of animal, and include fever, reduced 

Foot and mouth disease – A peak
risk in the livestock industry

01 Excessive drooling in an infected cow.

02 FMD in pigs.

03 Culled animals are incinerated in England.
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milk production, and lesions in the mucous membrane of
the mouth, the teats, and the hoofs. The death rate is
around 5% in adult animals and – again depending on the
type of animal – up to 75% in young animals. 

As the path of infection runs via the throat into the blood,
milk, sperm, and saliva, the virus is secreted before the ini-
tial symptoms appear. This is why the virus spreads so
quickly. It settles in the infected body in the udder and
teats, the hoofs, the mouth, the snout (in pigs), and some-
times on the heart muscle.

The FMD virus is dangerous above all because it spreads
extremely easily and is very persistent. There is evidence
of the virus being conveyed a distance of several hundred
kilometres by the wind. It may be spread by the trans-
portation of live animals, the virus being carried typically
by excrement, saliva, and breath. As the virus is able to
cling to tyres and shoe soles, disinfecting baths are in-
stalled for vehicles at border crossings and mats are put
down for passengers at airports. Meat, milk, and sperm
may contain the virus. In view of these mechanisms, it is
obvious that worldwide trade in foodstuffs and the in-
creasing mobility of goods and humans multiplies the dan-
gerousness of the FMD virus.

The virus can survive for several years in frozen meat and
for many months on clothing, in liquid manure, and in the
ground. Direct UV light radiation and heat lower the per-
sistence of the virus. The frequency of infection therefore
decreases as the summer approaches. Changes in the pH
value of the flesh lead to the virus dying.

Fighting an epidemic

FMD has to be reported in the majority of countries; fight-
ing an epidemic is usually handled by the veterinary
authorities. In the EU this is governed by Directive
85/511/EEC. Once the disease has broken out, it can only

be prevented from spreading if effective anti-epidemic
measures are taken soon after the primary outbreak. These
measures begin with the immediate killing of animals on
infected farms and nearby contact farms and the safe dis-
posal of the cadavers in carcass disposal plants. Farms on
which culling takes place are closed, their sheds and
ground disinfected. The degree of culling varies, depend-
ing on the epidemic control strategy that is adopted. In
2001 there was an unprecedented amount of culling, par-
ticularly in Britain and the Netherlands.

A protection zone is created around the infected farm with
a minimum radius of – in Germany – 3 km. All farms
within this zone must provide information on their animal
stocks; no animals may be removed from the herd; after a
period of 15 days transportation is only possible with a
permit issued by the authorities. Events involving cloven-
hoofed animals (e.g. cattle markets) are forbidden.

A surveillance zone is designated within a radius of at
least 10 km; a permit is required to transport animals from
this area during the restriction period of at least 15 days.
When all the animals on an infected farm have been
slaughtered and safely disposed of, all the farms in the
surveillance zone must take rodent control measures; they
are first disinfected and then have to be approved by the
veterinary authorities. After a waiting period, the surveil-
lance zone is lifted.

These measures may be supplemented by immediate ring
vaccination around the infected herd in order to prevent
the disease from spreading. Vaccinations were not carried
out during the 2001 FMD outbreaks in Europe, however –
on the same grounds as in 1991 when the compulsory 
prophylactic vaccination of all cattle against FMD through-
out the EU was abolished: the antibodies in the blood after
vaccination cannot be distinguished from those of latently
infected animals, so the majority of countries prohibited

Foot and mouth disease

04  Foot and mouth disease occurs all over the world. Outbreaks in the last ten years. 
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the import of vaccinated animals. The use of FMD vaccina-
tion thus resulted in major losses for export-oriented meat
producers. Since then, new vaccines with markers and
new methods of identification have been developed that
make such a differentiation possible, but they have not
been officially introduced yet.

Insuring against livestock epidemics

As the example of Britain shows, the agricultural sector
may suffer considerable losses as a result of foot and
mouth disease, although a distinction must be made be-
tween losses involving animal stocks and business inter-
ruption losses. In Germany the epidemic disease laws
provide the framework for state control of livestock
epidemics. Epidemic funds have been established in the
various federal states and are entrusted with the task of
collecting contributions and paying compensation. This 
focuses on the reimbursement of the live animal value,
which is oriented towards the cost of replacing the slaugh-
tered animal at the current market price and is thus limited
by a cap. As a rule, the cost of disinfecting sheds under a
compulsory order is reimbursed too. All livestock farmers
are compulsory members of the epidemic funds.

Losses due to culling at infected farms are only one aspect
of the costs incurred by livestock farmers in an epidemic.
The epidemic funds do not make any reimbursement for
loss of income resulting from the implementation of re-
strictions. So even if farms – in surveillance zones, for in-
stance – do not lose any animals themselves, they may
suffer considerable losses all the same, including the cost
of feeding and accommodating animals that are ready for
slaughter and the cost of lost sales (of animals for slaugh-
ter, milk revenues). For example, a three-month ban on op-
erations at an average German dairy farm can cause a loss
of income of €1,000 per milk cow. In order to close gaps
like this, the private insurance industry offers livestock
farmers in Germany – as a supplement to the security
provided by the epidemic funds – special loss of income
covers for notifiable animal diseases. These provide com-
pensation for losses incurred on the basis of flat-rate sums
insured or individual sums insured based on the livestock
farm’s own productivity parameters. Livestock farmers are
only entitled to compensation if the losses are incurred in
connection with state-ordered control measures. 

Conclusion

In view of the enormous impact on the economy, a risk
partnership is called for in which the state, along with the
farmers and the private insurance industry, assumes an
important role in terms of risk and loss minimisation. Risk
minimisation primarily entails measures aimed at prevent-
ing the introduction and spread of FMD, efficient veterin-
ary and marketing structures, and effective control mech-
anisms. Loss minimisation is also influenced to a large
degree by the state insofar as it is the state’s epidemic

control policy that determines both the effectiveness and
the economic consequences of the measures adopted.
Changes in epidemic control policy therefore have an im-
mediate effect on the size of losses and represent a signifi-
cant risk of change. 

Consequently, the private insurance industry has only
made a limited amount of capacity available for livestock
epidemic products. Loss of income insurance is only of-
fered in Germany, for instance, and only by specialist in-
surance companies. Current developments regarding an
EU-wide agriculture insurance model are therefore geared
to involving the state from the very start in a risk partner-
ship with livestock farmers and the private insurance in-
dustry.

CUGC2.5 (Agro) – Munich Re’s department for agricultural
risks – provides support in the development of agricultural
livestock insurance solutions with particular regard to epi-
demic law, risk-related aspects, and underwriting. Also, in
joint projects with universities, it addresses special risk-
related aspects in the fields of scenario building, loss mod-
elling, and risk management systems in the agricultural
sector.

Dr. Christoph Löwer, Dr. Lambert Muhr, 

both Munich 
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0101 Waiting holidaymakers: Who will fly us home?
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Tour operator insolvent – Holidays
rescued by insurer
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It is holiday time – and time to travel. You have booked

your well-earned vacation and everything is paid up. You

are almost due to set off. But then the tour operator goes

bust. What happens to the trip you have planned? How do

you get back home from your holiday resort? Who pays

for the taxi, the flight, the hotel? Question upon question

that many a holidaymaker has been obliged to ask.

In the case described here, the loss management proce-
dures resolutely implemented by our client succeeded in
substantially reducing the original loss and at the same
time made sure that the affected consumers were able to
enjoy or look forward to their holidays untroubled.

A well-known tour operator was forced to cease trading
because it had run up millions of dollars in debt and had
to file for insolvency. The travel operator’s financial diffi-
culties emerged suddenly and unexpectedly after auditors
had discovered that the figures in the balance sheet did
not correspond to the true position and that – out of the
blue – the company was operating at a deficit. 

The insurance company has for decades been providing
cover for the trip price in the event of a trip being can-
celled due to the tour operator’s insolvency. Munich Re
had been the sole reinsurer for many years, giving protec-
tion within the framework of its surety business. 

When the tour operator filed for insolvency, an overall loss
of about €16m was initially expected. As the operator was
a direct seller – meaning that it did not sell via travel
agents – it was up to our client to step in immediately and
meet the many different obligations owed by the insolvent
tour operator. Our client’s performance in this connection
was not only of a material nature, however.

As soon as it became known that the tour operator was in-
solvent, intensive and effective loss adjustment and loss
minimisation measures were initiated.

First the insurer sent a team to the tour operator in order
to save all the relevant data and ascertain the current pos-
ition. Then there were various questions that had to be
asked and action to be taken:

– Which holidaymakers were stranded and where? Who
would be able to bring them back?

– Who was due to go on holiday in a matter of days, and
who would be going in a few weeks’ time?

– Which service providers (airlines, hoteliers, bus com-
panies, car hire firms) had to be contacted in the holiday
regions so that unpaid invoices could be settled? The
original contracts revealed which bills the tour operator 
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had already paid in full, which only in part, and which not
at all.

– For which return journeys did aircraft have to be char-
tered? 

– For which holidaymakers did invoices need to be settled
so that they could continue their holidays in peace?

– Letters were immediately sent to the people that were
still at home. Provision was made so that those who
were due to be travelling soon could do so. The price of
the holiday was refunded to those who were not due to
leave until later. 

The insurer’s team soon managed to get an overall view of
the situation. By keeping a firm hold on the reins in its loss
management activities, our client was able to take advan-
tage of its own close contacts and perform numerous
individual steps to great effect and with a minimum of
bureaucracy. In this way it was possible to overcome time
differences and language difficulties and to transfer monies
at short notice from one end of the world to the other. As
this type of situation has a major publicity impact, our
client attached great importance to its press work and in-
vested a lot of time in it.

Thanks to the (exceptional) measures that were taken, pri-
marily as a result of the personal involvement of the in-
surer’s staff, it was possible to save most of the holidays.
The final cost of this typical surety insurance loss was
reduced substantially – to about €8m. 

Alexandra Köller, Munich 
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