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01  Some 11,000 larger objects in 
orbit are routinely tracked. It is 
estimated that there are also
more than 100,000 smaller objects
and several million objects be-
tween 0.1 and 1 cm currently in
orbit around the earth.

US regulation aims to mitigate the
danger due to space debris
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Vast amounts of orbital debris have accumulated since
the beginning of the space age and now orbit the earth.
These uncontrollable objects include expended rocket 
upper stages, defunct satellites, ejected bolts, solid
rocket motor slag and paint flakes.

The United States Federal Communications Commission
(FCC) has issued an order1 to mitigate the dangers due to
space or orbital debris. This regulation will have far-reach-
ing consequences, especially for commercial satellite 
operators, as it aims to reduce the volume of space debris.

Due to the destructive effect produced by the extremely
high-impact velocity of these uncontrollable objects, they
pose a serious risk to space-based services. Objects in
low earth orbit travel at velocities of around 7–8 km per
second. Impact from debris measuring just 1 mm in diam-
eter can consequently cause severe structural damage to
a satellite or even disable it completely.

The US Department of Defense’s Space Surveillance 
Network routinely tracks more than 11,000 objects in orbit
sized 10 cm or more. It is estimated that there are also
more than 100,000 objects measuring between 1 and 
10 cm and several million objects between 0.1 and 1 cm 
currently in orbit around the earth. 

Since space debris is man-made, it not surprisingly accu-
mulates in those areas of space in which human space 
activity occurs. 

Two areas are affected in particular:

– Low earth orbits (LEO)
These are orbits up to 2,000 km from the earth’s surface
which are commonly used for earth observation satel-
lites and manned spaceflight, such as the Space Shuttle
and International Space Station (ISS).

– Geostationary earth orbit (GEO)
This orbit is 35,786 km above the equator. At this height,
the earth’s gravitational force combines with the centri-
fugal force acting on a satellite to maintain it in a 24-hour
orbit. Thus, satellites circling the earth in this orbit ap-
pear “fixed” in relation to the earth. For telecommunica-
tions and broadcasting satellites, this means that the 
antennas on earth need not track them in order to receive
their signals.

Mitigating the dangers
Measures to mitigate the dangers posed by space debris
have been under consideration and development for some
time by individual space-faring nations and international 

02  Computer-animated illustration of the catalogued space debris in
low earth orbits.

1 Federal Communications Commission (Ed.): In the Matter of Mitigation 
of Orbital Debris (IB Docket No. 02-54), Washington DC, 2004.
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organisations, such as the United Nations Committee on
the Peaceful Uses of Outer Space (UN COPUOS), the In-
ternational Telecommunication Union (ITU) and the Inter-
Agency Space Debris Coordination Committee (IADC)2.
Until recently, however, these organisations merely is-
sued recommendations or non-binding guidelines which
essentially focused on the activities of national space
agencies. The growing number of commercial satellite 
operators were left to undertake their own steps to mitigate
the problem of space debris with due regard for economic
and operational aspects. A satellite operator, for example,
would balance the robustness of its satellite to compon-
ent failure and damage by space debris gained by redun-
dancy and shielding of critical components against the 
additional costs involved in developing, installing and op-
erating them. The FCC regulation consequently represents
an important first step towards the introduction of obliga-
tory responsibilities for commercial satellite operators.

According to the new regulation, satellite operators are
required to submit a space debris mitigation plan in con-
junction with their satellite design and operation when
they apply for licences for orbital positions or permission
to operate satellite services with non-US satellites in the
United States. With very few exceptions (e.g. a reference
to NASA safety standards), the FCC has not specified any 

detailed criteria for such plans. It has merely indicated
that they could be relevant in the case-by-case determina-
tion of whether to grant such a licence.

Plans for preventing space debris and mitigating the 
associated dangers should include the following measures:

– Protection strategies, such as satellite manoeuvres in 
orbit, to prevent collisions with space debris; additional
shielding to protect personnel and critical components
in space; and the design and installation of redundant
satellite subsystems.

– Strategies to reduce or prevent space debris such as re-
taining or capturing objects like fasteners and explosive
bolts which are normally released into space when
launching a satellite as well as during deployment oper-
ations; reduction of the risk of a satellite self-destructing
by disposal of its stored energy and residual propellant
at the end of a mission; and removal of defunct space-
craft from those orbits in which human space activity is
to be expected in future.

03  Computer-animated illustration of the catalogued space debris in
low earth orbits and in geostationary orbit.

2 The IADC is an international commitee which shares information on 
current orbital debris research, identifies measures to mitigate this 
debris and facilitates international cooperation. 
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Removal of space debris
Removal of space debris by direct retrieval is extremely
difficult and exorbitantly expensive at present. Only a few
attempts have been made so far to retrieve a satellite and
only at low earth orbits. For example, in 1984 the telecom-
munications satellites Palapa B2 and Westar 6 were both
retrieved from their incorrect orbits and brought back to
earth by astronauts on board the shuttle Discovery.

Atmospheric re-entry is a more efficient means of remov-
ing space debris from low earth orbit. The earth’s gravita-
tional force and atmospheric drag slow the objects down
and bring them ever closer to the earth. They are usually
burned up as they enter the earth’s atmosphere, although,
very rarely, certain large objects do reach the earth’s sur-
face.3 There have been more than 16,000 known re-entries
of catalogued space objects since Sputnik I was launched
in 1957 and there have been no reports of significant
damage or injury. This is mainly attributable to the large
expanse of ocean surface and the sparse human popula-
tion in many parts of the earth. NASA Safety Standard
1740.14 (August 1995) expects human casualties in the
order of 10-4 per re-entry.

In its consideration of removal of space debris from low
earth orbit by re-entry into the earth’s atmosphere, the
FCC referenced the IADC guideline which recommends
that satellites should remain in orbit for not more than 
25 years following the end of their mission. This period
ensures an acceptable collision risk in low earth orbit. 

The FCC specified that this recommendation should be
maintained. However, the FCC also appreciated that com-
plying with this 25-year maximum requirement could
have a significant cost in fuel and consequently the life of
certain satellites, depending on the nature and altitude of
their orbits. For this reason, the FCC indicated that li-
cences would be granted on the basis of a case-by-case 
assessment of adequacy rather than enforcing strict com-
pliance with the re-entry principle. However, it left open
the possibility of imposing more specific requirements in
future – for instance, in the light of new developments in
possible space debris mitigation measures.

Because of their great distance from the earth, re-entry
into the earth’s atmosphere of geostationary satellites at
the end of their life is not feasible. The current alternative
is to remove these satellites into an orbit in which a colli-
sion with other spacecraft in or en route to geostationary
orbit is unlikely. The IADC therefore recommends that
they be removed to a so-called “graveyard” orbit several
100 km above the geostationary earth orbit. This recom-
mendation has been adopted by the FCC in specific re-
quirements for all those satellites which it licenses and
which have been or will be launched into geostationary
orbit after 18 March 2002.

04  Dale Gardner, an astronaut on
board the shuttle Discovery 
retrieved the telecommunica-
tions satellite Westar 6 in 1984.
The satellite had been unable
to reach its intended orbit due
to failure of the rocket engines.
The shuttle brought Westar 6
back to earth.

3 It is estimated that between 20 and 25 tonnes of un-burnt structural 
elements survived when the Russian space station MIR re-entered the
earth’s athmosphere on 23 March 2001.
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Conclusion
For insurers of commercial space projects like Munich Re,
the new FCC regulation has various implications. A con-
siderable number of the largest commercial satellite 
operators are already subject to licensing by the FCC. In
addition, it is probable that similar measures will also be
introduced by other countries which cooperate with the
USA on the subject of space debris within the IADC and
other fora. It is therefore highly likely that many of our
customers will be required to comply with these require-
ments in future. In the long term, satellite operators and
their insurers will indisputably benefit from a safer envir-
onment for their space activities through the mitigation 
of space debris. Furthermore, measures to improve the
satellites’ robustness as part of the operators’ space debris
mitigation plans and the additional FCC monitoring also
coincide with the insurers’ interests. However, the fact
must not be overlooked that these measures will also af-
fect the cost of space projects. For example, additional
fuel will be needed to move a geostationary satellite to its
graveyard orbit – that fuel consumption would shorten
the satellite’s life by several months, which in turn trans-
lates into several million US dollars of lost revenues.4

Additional shielding and design changes will likewise re-
sult in higher manufacturing and launching costs. Conse-
quently, the sums to be insured for commercial satellite
launches may increase – in a market which is already
barely able to accommodate the currently required capacity
of US$ 250m–350m. The FCC regulation will also have 

an effect on the handling and assessment of claims if an
insured satellite fails – the nature and limitations of any
possible salvage will have to be determined. Insurers will
have to work together with their customers to take account
of the implications of the FCC regulation in the design of
coverage and the re-establishment of appropriate fuel
margins in their policies.

Philip Ruari McDougall, Christian Riedl,
both Munich
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Fire and ice – 
Major fire in a cold store

A major fire in a cold store caused a loss of over €2.6m.
The absence of structural fire compartments helped the
fire to spread. Flames destroyed the building and 1,300
tonnes of frozen food.

The cold store in the Riga Commercial Free Port had only
been in operation for five years. Up to 5,000 tonnes of
frozen meat and other frozen produce from the countries
of the European Union were stored in the building with its
state-of-the-art refrigeration, waiting to be exported to
eastern Europe and central Asia.

Circumstances of the loss
In the early hours of 3 May 2003, a power failure struck
the cold store’s control room, which was located in an
older warehouse building. The lights went out and a loud
explosion was heard. The security guard on duty immedi-
ately stepped outside and saw smoke rising behind the
cold store. His attempts to fight the fire with a portable
fire extinguisher proved unsuccessful.

Around 5 a.m. – roughly thirty minutes after the guard
discovered the fire – security staff at the entrance gates to
the port saw flames shooting out of the cold store. They
immediately called in the fire brigade, which arrived on
the scene 20 minutes later and began to fight the blaze.

The cold store, with a base area of more than 3,000 m2

and a height of 10 m, had a robust sectional steel frame,
but without fire-resistant lining. The outside walls of gal-
vanised aluminium sheeting were bolted to the steel
frame. By the time the firemen arrived, most of the build-
ing was already in flames. The fire had spread to the cold-
rooms and ignited cardboard boxes, as well as polyethyl-
ene packaging film. Frozen products fuelled the fire still
further, as the animal fat contained in these products and
frozen butter stored in large quantities melted and leaked
through every crack, causing the fire to spread much
more rapidly.

In the meantime, the flames had also spread to the insu-
lating panels separating the individual coldrooms and
sealing them off from the outside. These so-called sand-
wich panels comprised a steel carrier panel with a layer 
of polyester to minimise the cold loss and a core of rigid
expanded polyurethane insulating material. When the
ceiling collapsed in the central and southern part of the
building, the insurge of air was so great that the mass of
refrigerated product finally burst into flames. The fire 
was able to spread unchecked, as there were no robust
partition walls or doors anywhere in the building. The 
immense heat caused the unprotected steel girders in 
the cold store to collapse and damaged the 1.3-m-thick
baseplate of reinforced concrete insulated with two 
layers of polystyrene slabs each 10 cm thick.
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The firemen were unable to save the cold store and concen-
trated their efforts on preventing the flames spreading to
adjacent warehouses. It was only after more than seven
hours that the fire was finally extinguished – 1,300 tonnes
of frozen meat and other foods having been consumed by
the flames.

Inadequate fire protection
The cold store was equipped with a combined burglar and
fire alarm system; smoke and heat detectors were installed
in each cold room. However, the alarm was not forwarded
automatically to the fire brigade, but to the control room
where a guard first had to check the signal. If a fire had 
indeed broken out, he then had to call the fire brigade. 
According to the security guard’s own statement, how-
ever, he was unable to call the fire brigade at the time of
the fire because of the power failure in the control room.

Moreover, the warehouse did not have structural fire com-
partments, such as robust partition walls and doors which
could have delayed the spread of fire. A sprinkler system
and hydrants were not installed either. Only large portable
fire extinguishers were present in all rooms, but their in-
spection dates had all expired.

Three months before the fire, an expert report had among
other things drawn the policyholder’s attention to the fact
that there were no structural fire compartments. The
expert also noted that wooden pallets were stacked several
metres high along the outside and on the loading ramp 
of the cold store, but did not recommend that they be 
removed without delay.

Cause of the loss
The alarm signals logged by the automatic fire detectors
indicate that the fire broke out simultaneously in at least
five places: arson was the only possible cause of the fire.
It may be assumed that the arsonists set fire to the stacked
wooden pallets. Since the fire brigade only arrived on the
scene much later, the flames were able to spread un-
checked to the insulating panels, which are designed to
withstand fire for 60 minutes, and to the floor inside the
building.

01 The cold store was totally destroyed by the fire.
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04  1,300 tonnes of frozen 
meat and other foods were 
destroyed by the fire.

02  Inside the building, the 
flames spread unchecked to
the insulating panels with
their core of rigid expanded
polyurethane.

03  Wooden pallets were stacked
several metres high along the
outside of the cold store.
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Fly ash very probably entered the cold store through vari-
ous openings, such as through a gap under the roof or
through a door, and set fire to the packaging material. The
fats melted, caught fire spontaneously and spread burn-
ing through the rooms of the cold store, generally igniting
the polyurethane insulation of the panels.

Settlement of the loss
At first, insurers were not clear whether the loss was actu-
ally covered by the policy. There were indications that the
fire had been laid by the policyholder himself. Cover could
therefore have been refused totally on account of wilful
intent. According to the policy, any loss due to a grossly
negligent violation of duty was similarly not covered. Such
a violation was perfectly conceivable in the present case,
as the security staff on duty did not call the fire brigade
until 30 minutes after discovering the fire, by which time
the smoke had already been visible for some time.

The insurers therefore decided to refuse indemnification
of the loss. The policyholder thereupon brought action
against them in the court of arbitration responsible under
the arbitration clause. The court of arbitration did not 
consider the policyholder to be guilty of gross negligence
and held that the evidence was inadequate – the policy-
holder consequently prevailed. 

Since both parties were bound by the decision of the arbi-
trators, the insurers were forced to indemnify the loss. 
In addition to the cost of purchasing fresh foods, they also
bore the demolition costs and the cost of removing the
rubble and rebuilding the cold store. The total loss ultim-
ately amounted to more than €2.6m.

Dieter Ackermann, Elke Gunsenheimer,
both Munich

Editor’s note
Munich Re’s fire protection experts will gladly advise ceding companies
with regard to risk selection and loss prevention, also on site if applicable.
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A luxurious exhibition of antiques and jewellery in 2004
ended with a spectacular theft: on the second-last day of
the exhibition, unidentified thieves stole two diamonds
worth a total of US$ 8.5m. Within seconds, the jewels
had been pocketed by the thieves.

This diamond theft is one of the biggest cases in French
criminal history. The thieves were able to prise open the
showcase in a flash and make off with two diamonds, one
16 and one 40 carats. Although the serious crimes squad
were relatively quickly on the scene and conducted their
investigations through Interpol, the thieves are still at
large.

A professionally planned heist
The thieves went about their business with utmost preci-
sion. There were few visitors to the 20-m2 booth in the
early afternoon of the second-last day of the exhibition,
but around 3 p.m. three groups of between three and five
people each as well as a number of individuals showed an
interest in the impressive display of jewels at an interna-
tionally renowned jeweller. The four employees and two
security guards hired by the jewellers were fully occupied
with the visitors. Two of the employees presented a jewel
from one of the six showcases to potential customers,
while the other two answered lots of detailed questions
by the other visitors. The various visitors, numbering at
least twelve people, remained in the sales booth for
roughly 15 minutes and then gradually departed.

Their visit was immediately followed by one from a VIP
delegation of six to eight people, including the wife of the
French President. When the President’s wife asked to be
shown a number of jewels, one of the employees dis-
covered that two of the four diamonds were missing from
one of the locked showcases. To avoid any fuss, they did
not inform the police until after the VIP delegation had left
the booth.

Jewellers’ block 
The sales booth and the goods were originally insured
under a so-called jewellers’ block policy, an all-risks insur-
ance specifically for the jewellery business. Trade fairs
and exhibitions can be included in the cover in return for
an additional premium. Special security requirements
apply on account of the substandard risk exposure com-
monly associated with such events. The goods must be
kept exclusively in locked showcases during the exhib-
ition, remain under permanent supervision and be kept in
a safe outside normal exhibition hours. One basic require-
ment is that the level of security must always correspond
with the value of the goods concerned. To ensure that this
is the case, security experts who specialise in this line of
business are normally requested to take the necessary
measures on site. In this particular case, it was found that
the showcase was not suitable for the goods it contained.
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The showcase was broken into
The stolen diamonds were contained in a standard show-
case comprising a wooden pillar with a glass case on top.
The glass top was secured by a hinge at the back of the
showcase and secured by a simple lock.

The thieves had evidently first attempted in vain to pry
open the showcase. Then they presumably inserted a
knife blade between the wooden frame and the glass top,
thus breaking off a chip so that they could open the lock
and lift off the top.

Conclusion
Although the theft was planned and executed in an 
extremely professional manner, it could have been pre-
vented by an adequate security concept commensurate
with the risk. A general concept should be devised in 
advance by a specialist security expert and tailored to 
the specific situation and goods concerned, taking into 
account not only mechanical but also electronic and 
organisational measures. The following security meas-
ures should have been taken:

– Valuable jewels to be distributed over several show-
cases

– Showcases connected to an alarm system, with burglar-
proof glass and sophisticated locks, such as electronic
security locks with a special numerical combination and
delayed opening

– 24-hour video surveillance of the sales booth (with a
clearly visible sign indicating this)

– Alarm and video surveillance linked to a security com-
pany

– Controlled access, for instance with barrier posts and
cordons in order to keep the number of visitors in line
with the size of the booth

Such security measures are often burdensome for the pol-
icyholder, but they are indispensable if such highly ex-
posed risks are to be insured. Jewels and diamonds are
highly coveted on account of their considerable material
value, and organised crime is burgeoning in this sector.
The next thieves are patiently waiting for the next oppor-
tunity to present itself.

Beate Hitzler, Günter Wichmann, 
both Munich

Editor’s note
Further information on the subject of jewellers’ block can be found in a
brochure entitled “Jewellers’ block – Pooling knowledge. Identifying
risks. Protecting valuables.” which is published by our centre of compe-
tence and can be ordered at our website.

01  Diamonds – Valuable and a thief’s best friend.
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Dust disease or silicosis has been known for centuries, yet
today, at the beginning of the 21st century, it is considered
an “emerging risk” in the US. Food for thought: what is
“new” here, and for whom? We cannot simply refer to an
old or new health risk without specifying exactly what in-
surance is involved (disability, health, workers’ compen-
sation) and whether it relates to liabilities or liability insur-
ance. The occupational health hazards discussed in the
following two articles affect workers in the mining, quar-
rying, construction and metalworking industries through-
out the world. Such risks are covered by the insurance
markets in different ways (Fig. 01).

First-party insurance cover through disability, health and
workers’ compensation insurance (social security or private
insurance) covers worldwide occupational diseases but in
different ways: sometimes by non-specific systems, such
as health and disability insurance in the Netherlands re-
gardless of whether the disease is related to employment
or not. In the majority of countries, however, specific
workers’ compensation systems cover occupational dis-
eases to varying extents.

Old occupational diseases as new
risks in liability insurance

01  The international insurance markets cover the risk of occupational
disease in different ways.

Occupational diseases

Liability lawFirst-party cover 

Disability

Health 

Employers’ 
liability

Product
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liabilities
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Workers’ 
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Occupational disease risks
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In addition to impacting first-party insurance, occupa-
tional diseases also create liabilities and affect liability
insurance, such as the product liability of manufacturers
of hazardous materials. Another aspect that varies from
one country to the next is how far negligent employers
are liable for their employees’ occupational diseases (in-
stead of or in addition to the workers’ compensation or
general social security systems). Such liabilities exist in
the majority of countries, with the exception of Germany,
Belgium and Austria in Europe, the USA, Canada and
Mexico, as well as the Philippines in Asia and since 1996
Argentina in South America.

The next two articles specifically refer to the US insurance
market, where occupational disease is subject to specific,
historically evolved mechanisms. As with Germany in
1884, employers’ liability in the USA has been replaced 
by a first-party workers’ compensation system. This was
done in connection with occupational accidents at the
start of last century. As far as occupational disease was
concerned, however, liability initially remained with the
employers.

In 1930, one million workers were exposed to the risk of
silicosis in the USA. Only in six states were benefits for
these workers provided under the workers’ compensation
insurance laws. In 1933, the sums claimed under employ-
ers’ liability on account of silicosis (including undetected
cases of asbestos-related illness) amounted to US$ 100m;
in 1934, that figure tripled to US$ 300m. Employers con-
sidered the trend to be a product of economic conditions

and referred to it as “depression disease”. Between 1930
and 1932, a tunnel almost four miles long was driven at
Hawks Nest, West Virginia for a hydroelectric power plant
operated by Union Carbide & Carbon Company. A total of
2,000 Americans (mostly blacks) worked on the project,
using modern pneumatic percussion drills. The state min-
ing authority had recommended wet drilling on account
of the dust generated, but this was not done. A quarter of
the workers has died at the end of the project and three-
quarters were incurably sick. A headline in the People’s
Press, Chicago, in December 1935 read: “476 dead, 1,500
doomed, in West Virginia tunnel catastrophe”.

As a result, occupational diseases were included in the
workers’ compensation catalogue of benefits. The remain-
ing employers’ liability for occupational disease was elim-
inated – in some states, as in Ohio, explicitly regardless of
the duty to compensate under the workers’ compensation
system (“… whether or not compensable under the act”).

Compensation of occupational diseases continued to be 
a problem due to the low benefits paid under workers’
compensation and the short periods specified under the
statute of limitations. This explains the importance of
product liability for occupational diseases in the USA – 
especially in conjunction with asbestos – and provides the
historical background to the present debate over liability
in relation to silicosis and other occupation-related 
diseases.

Christian Lahnstein, Munich

02  Exposure to silica and manganese: The number of court cases has
risen significantly over the past few years.
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Silicosis – A new claims complex in
liability insurance?

US insurers have for some time been observing an in-
crease in silica-related claims. Around 70,000 claims have
been filed against US firms in recent years. What makes
silicosis (dust disease) stand out from other topical sub-
jects, such as electromagnetic fields and mould, is that
the relationship between the illness and well-defined
medical symptoms has been clearly and scientifically es-
tablished. However, in view of the parallels between sili-
cosis and the lung disease asbestosis, insurers, plaintiffs’
lawyers and the press are asking whether this could be a
new “asbestos-style” claims complex.

Relatively little is known at present about silica as an in-
surance issue. It is by no means clear whether the infer-
ences drawn in connection with asbestos – while certainly
valid given the similarities between the two lung diseases
– will hold true in the future. All concerned appear to
agree, however, that the insurance industry’s exposure to
silicosis cannot be compared with its asbestos exposure.1

Silicosis – An airborne hazard
Every cubic metre of air contains millions of dust par-
ticles. Silicosis can develop when fine dust containing
crystalline silica (silicid acid) is inhaled and accumulates
in the lungs. A basic component of sand, sandstone and
granite, silica is ubiquitous. Only the crystalline form,
however, poses a threat to human health. When inhaled,
the fine dust (silicogenic dust) settles in the alveoli. 

Dust disease
Silicosis is one of the oldest occupational diseases
known to mankind. Its history is directly related to the
emergence of rock and coal mining. An ancient Egypt-
ian papyrus referred to silicosis as stone-cutters’ lung;
it was also known to the Greek physician Hippocrates
in antiquity. The Swiss physician Paracelsus reported
in detail on “Miners’ phthisis and other miners’ dis-
eases” in the 16th century. Today, silicosis primarily
affects workers in the sandblasting, quarrying, mining
and construction industries.

Occupational disease risks

01  Silicogenic dust – Particularly
workers in the quarrying, 
mining and construction 
industries are exposed to the
risk of damage to health.

1 The insurance industry’s exposure is probably greatest in the industri-
alised countries, but it must be remembered that silicosis occurs
worldwide. In Vietnam, for instance, it accounts for 90% of all compen-
sated occupational diseases. More than 500,000 cases of silicosis were
recorded in China between 1991 and 1995, with 6,000 new cases and
24,000 deaths annually.
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Over-exposure for many years can lead to the formation
of fibrotic nodules and scar tissue in the lungs, destroying
the special breathing tissue and replacing it with connec-
tive tissue. The lung’s ability to extract oxygen from the
air is reduced.

There are three distinct forms of silicosis:

– Chronic silicosis
This form can develop when silicogenic dust is inhaled
in low concentrations over a period of more than ten
years.

– Accelerated silicosis
This form can arise when someone has been exposed to
highly concentrated silica for a period of between four
and nine years.

– Acute silicosis
Acute silicosis can occur when large and extremely con-
centrated quantities of crystalline silica enter the lungs
within a short space of time. The symptoms of this form
of the disease can develop within a few weeks.

Recent studies indicate that a causal connection exists be-
tween exposure to silicogenic dust and a higher incidence
of chronic obstructive pulmonary disease (COPD), tuber-
culosis, lung cancer, emphysema, lupus, scleroderma and
rheumatoid arthritis.

There is no treatment for silicosis. Once contracted, only
minor pulmonary changes can be brought to a halt; in se-
vere cases, the change in tissue continues inexorably. The
disease can even break out several years after exposure
to the dust has ended. The latency period is between ten
and 40 years.

Silicosis can only be prevented by appropriate precaution-
ary measures, such as protective clothing and respiratory
protection.

Health impairment and litigation in the USA
Workers in the mining, quarrying and construction indus-
tries are most likely to suffer health impairment. They are
exposed to the dust almost daily. Plaintiffs also include
workers engaged in blasting, rock drilling and sandblast-
ing. According to the US governmental agency OSHA 
(Occupational Safety and Health Administration), the fol-
lowing industries are most heavily exposed to litigation:

– Construction and road building
– Mining
– Iron and steel
– Abrasives production

The plaintiffs
Since the physical injuries caused by silicosis resemble
those of asbestosis, plaintiffs’ lawyers in the USA are
using the same litigation techniques as were originally
developed in the asbestos arena. The same law firms that 

02  Rock drilling workers are exposed to the dust almost daily.
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led the asbestos litigation are now playing a vanguard
role in silicosis litigation. They organise mass X-ray
screenings of potentially exposed workers, consulting the
same doctors as for asbestosis and asking them to com-
pile reports on silicosis. There are indications that previ-
ous asbestos cases are being re-opened and relabelled as
silicosis cases. Liability in particular will play an important
part in the litigation. In addition to seeking remuneration
under workers’ compensation, it is anticipated that plain-
tiffs will attempt to circumvent workers’ compensation.
This would mean placing the blame squarely on the em-
ployers’ shoulders by charging them with negligently
harming their employees by deliberately exposing them
to a known and serious danger. With precisely this argu-
mentation, liability was shifted from the workers’ com-
pensation system to the general liability arena in asbestos
litigation. Juries consequently awarded much higher
sums, as liability also allows for pain and suffering as well
as punitive damages.

It may also be assumed that plaintiffs will not only bring
action against employers, but also against other groups.
An estimated 25,000 silica-related claims are pending
against US Silica Company, the leading US producer of
silica sand; the energy and oil corporation Halliburton has
reported 21,000 pending claims. 3M, which mainly pro-
duces industrial and household articles, currently faces
more than 54,000 claimants alleging that 3M’s respiratory
equipment was inadequate. Settlements have averaged
around US$ 1,000 to date, but these amounts are expected

to increase substantially. In fact, 3M has increased its 
reserves for claims by US$ 100m to US$ 231m.

The defendants
The suppliers of products containing silica can assert the
so-called sophisticated purchaser/user defence, according
to which it is argued that large industrial employers know
of the health hazards presented by silica and should have
taken appropriate protective measures. If the plaintiffs
were to address their claims to bulk suppliers, the latter
can assert that they have drawn attention to the danger
on their packaging in recent decades and that, as bulk
suppliers, they are not obliged to warn individuals directly
or to advise their customers to pass the warnings on to
their employees.

Employers could also use compliance with OSHA stand-
ards as a defence. However, they could be held liable if
the plaintiffs were to prove that the concentrations of
crystalline silica defined by OSHA to prevent health im-
pairment are inadequate and that the employers were
aware of this fact but chose to ignore it.

Where silica exposure is being blamed for other condi-
tions, there is almost always another factor at work as
well. It will usually be smoking, which invariably raises
the question of the plaintiff’s contribution to the develop-
ment of the condition. This could substantially reduce the
size of any award.
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Aspects for the insurance industry
Future trends in US jurisdiction will play a key part in de-
termining the order of magnitude of silicosis as a claims
complex for the insurance industry. It is difficult at present
to judge whether the number of plaintiffs will continue to
increase or whether the trend in recent years was merely
a temporary phenomenon triggered by fears of impend-
ing tort reform among the plaintiffs’ lawyers. The size of
any future awards for pain and suffering as well as puni-
tive damages will also decide how much is spent on the
subject of silicosis.

The ruling in the case Campbell versus State Farm Mutual
Automobile Insurance Co. indicates a trend towards
awarding lower punitive damages. The case involved a
private motor loss in Utah. The US Supreme Court re-
duced the punitive damages from US$ 145m to US$ 25m.
However, there have also been a number of more troub-
ling recent court rulings: 

– In the case of Tompkins versus US Silica Company,
which was upheld on appeal, the plaintiff was awarded
US$ 7.6m. The court ruled that Tompkins, a sandblaster,
had contracted silicosis by inhaling silicogenic dust.

– In the case of Gomez versus Humble Sand & Gravel Inc.,
the plaintiff was awarded US$ 1.9m because his asymp-
tomatic silicosis had reduced his life expectancy by 
20 to 25 years. The award was upheld on appeal and is
subject to review by the Texas Supreme Court.

– In the case of Altvater versus Claycraft Company, a 
deceased employee’s widow was awarded US$ 1.3m
following her husband’s death from obstructive pul-
monary disease caused by occupational exposure to
crystalline silica in a brick factory for 40 years.

Comparison of lung diseases

– Both silicosis and asbestosis are caused by the
inhalation and accumulation of dust containing silica
or asbestos. The first symptoms may not appear for
between ten and 40 years.

– In both cases, there is an enormous pool of potential
plaintiffs and this litigation is extremely lucrative for
US attorneys.

– Although millions of people may be or have been 
exposed to crystalline silica, the chances of silicosis
developing and killing someone are lower than in 
the case of asbestos.

– While the number of silicosis claims is rising strongly,
the number of deaths from silicosis is declining
steadily. Asbestos deaths are still increasing.

– Silicosis has been included in the list of occupational
diseases since 1929. Unlike the case with asbestos,
OSHA has – in conjunction with the handling of crys-
talline silica – demanded increased workplace safe-
guards and warnings on packaging since the early
1970s. The steady decrease in annual deaths attribut-
able to silicosis shows that these measures have
been implemented effectively.
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The interplay between product and general liability vis-a-
vis the worker’s compensation system will also play a key
role. If the litigation remains limited to workers’ compen-
sation, then the insurance industry’s financial exposure
should in all probability also remain limited.

However, if strict liability were to be introduced as the
standard, as in the case of asbestos, then plaintiffs would
not have to prove that their disease was caused by expo-
sure to a particular product. Instead, they would merely
have to prove that they were exposed to crystalline silica.
This would in turn increase the pool of potential defendants.
While the possibility of applying strict liability for crystal-
line silica remains, most experts believe this is unlikely.

Conclusion
Insurers, reinsurers and analysts consider the liability risk
posed by diseases due to crystalline silica to be serious,
but not disastrous. 

This belief is based on four factors:

– Firstly, mortality rates for silicosis and asbestosis are
moving in opposite directions.

– Secondly, the tort environment is showing signs of
change. This is indicated, for example, by a bill passed
by the Ohio state legislature on 24 May 2004 limiting the
group of people who may sue for silica exposure. “Silica
exposure” as a cause of action only accrues when the
“competent medical authorities” inform the plaintiff that
he/she has contracted a disease related to exposure.

– Thirdly, insurers have gained valuable knowledge in the
asbestos arena (such as the so-called “documentation
requirements”) which they can use to defend silica
claims.

– Fourthly, it is presumed that the workers’ compensation
system will remain the focus of jurisdiction for the ma-
jority of claims.

Nevertheless, US litigation raises a number of risk man-
agement issues which must be monitored closely. Accord-
ing to the latest study by the Insurance Information Insti-
tute (III), silica-related diseases are normally not excluded
from general liability, product liability and commercial
umbrella policies. Since the use of crystalline silica will
continue in the USA and many other parts of the world,
insurers and reinsurers should carefully check whether
such conditions should be explicitly excluded in the policy
wording.

Michal Mekota, Munich
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Health damage due to welding 
rod fumes – A new subject for 
litigation in the USA

A number of recent court cases in the USA have renewed
interest in the damage to health caused by toxic quanti-
ties of manganese, a heavy metal contained in welding
rod fumes. The claims filed allege manganese exposure
which can lead to neurological injuries such as the early
onset of Parkinson’s Disease, the “shaking palsy” first 
described by the English physician James Parkinson in
1817.

For decades, defendants successfully rebuffed plaintiffs in
court, but then – in 2003 – a jury awarded US$ 1m to a
man who alleged that he had developed Parkinson’s Dis-
ease from years of inhaling the fumes from welding rods.
Is this an anomaly or is it the first in a series of plaintiff
verdicts? Several thousand claims alleging manganese
exposure were filed last year and could be followed by
thousands more.

Welding fumes and damage to health
Welding rods, welding electrodes and welding wire melt
when metals are welded together. The fumes which are
released in the process contain a number of elements.
One of the commonest is manganese, a heavy metal that
is found in almost all types of steel and most welding ma-
terials. In small amounts, manganese is a necessary trace
element for maintaining good health and important for
proper growth in children. In large quantities, however, it
becomes toxic, and exposure to high concentrations is

suspected of causing severe negative effects on the cen-
tral nervous system. Constant excessive exposure to man-
ganese can lead to a disorder known as Manganism or
Parkinsonism, with symptoms similar to Parkinson’s Dis-
ease.

These neurological disorders are diseases affecting a cer-
tain part of the human brain cell known as basal ganglia.
Parkinson’s Disease, for instance, is caused by the loss of
brain cells that produce a chemical messenger or neuro-
transmitter known as dopamine, which transmits com-
mands from the central nervous system to the muscles.
Without this chemical messenger, the nerve cells fire hap-
hazardly and the sufferer is no longer able to control cer-
tain movements. All these disorders are progressive,
meaning that symptoms such as slow and decreased
movement, muscular rigidity, tremor and postural insta-
bility persist and worsen, even after the exposure to man-
ganese has ceased.

01  During welding operations, 
substances are released from the
welding rod in gaseous form. 

Occupational disease risks
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The plaintiffs now allege a causal link between exposure
to welding fumes and the occurrence of Manganism,
Parkinsonism and Parkinson’s Disease. The US National
Institute for Occupational Safety and Health, however,
states that there are no case studies conclusively proving
that manganese in welding fumes has any effect on the
central nervous system. Moreover, some studies indicate
that regular welding operations do not result in a suffi-
ciently high exposure to cause manganese-induced
Parkinsonism. However, there are no true epidemiological
studies on the relationship between manganese in weld-
ing fumes and Parkinson’s Disease.

Protective measures
Welders can help to protect themselves against manganese
in welding fumes, as well as against other gases, by 
ensuring good ventilation. Local exhaust ventilation at the
point of origin is the most effective control: an exhaust
hood near the welding arc or flame draws the contaminants
away from the welder’s breathing zone. If such facilities
are not available, care should be taken to ensure that
proper respiratory protection is worn.

Litigation and liability
In 2003, seven trials in which plaintiffs alleged manganese
exposure due to welding fumes ended with verdicts for
the defendants. However, Larry Elam, a 65-year-old 
maintenance worker from Illinois who rarely welded but
worked around the fumes, won his suit against three weld-
ing equipment manufacturers and was awarded US$ 1m. 
The trial took place in Madison County, Illinois, which is
known as a plaintiff-friendly venue; the defendants are 
appealing the verdict.

In the past 20 years, plaintiffs alleging a link between the
exposure to welding fumes and the development of
Parkinson’s Disease have primarily sued the manufactur-
ers of welding rods. According to the plaintiffs’ lawyers,
these manufacturers’ liability is essentially based on the
following factors:

02  These fumes contain innumerable elements, one of the commonest
being manganese, which is toxic in high concentrations.
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– As manufacturers, they knew or should have known of
the hazards associated with manganese in welding
fumes.

– They did not warn users accordingly.

The situation appears to be changing now, with the result
that manufacturers of respiratory equipment, distributors
of welding equipment and other companies are being in-
cluded in the litigation as defendants.

Some plaintiff lawyers even draw parallels between weld-
ing rod claims and the asbestos claims complex, but there
is a key difference between the two: in the mid-1960s,
welding rod manufacturers warned workers of the dan-
gers of inhaling manganese and admonished them to en-
sure adequate ventilation. They also began to place warn-
ings on rods in 1967, although without mentioning
Parkinson’s Disease. The warnings have been stepped up
in the last thirty years, becoming more visible and moving
from material safety data sheets distributed with the rods
to warnings on the actual packaging. Warnings linking
manganese with damage to the central nervous system
first appeared in 1996.

Evaluation
The factor of paramount importance in the future will be
whether medical studies are able to prove a causal link
between manganese exposure or welding fumes and
neurological injuries. It will also be important to monitor
the sums awarded to plaintiffs by juries. Prior to the Elam
verdict, most of the defendants were able to settle the
cases with nominal amounts because the plaintiffs were
unable to prove any causal link. It is too early to judge the
verdict’s impact on the insurance industry, but it is already
clear that the award of US$ 1m has led to an increase in
the number of claims filed. Several thousand individual
claims were filed last year from a potential pool of at least
35,000 to 70,000 current or former welders. The costs of
litigation and defence are increasing. Even if a causal link
cannot be established, the insurance industry could well
face not inconsiderable costs for warding off losses.

Andrew Koegel, Munich
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Hail destroys fruit harvest

A hailstorm in spring 2004 caused serious damage to the
fruit harvest in northern Israel and even destroyed it in
some areas. The insured loss totalled roughly US$ 7.5m.
Insurance cover is provided by the semi-private, semi-
state-owned agricultural insurance company KANAT
within the framework of a risk partnership.

Climatic conditions in the northern part of Israel are par-
ticularly suitable for growing fruit. Most of the people in
the region earn their living from the production of fruit,
which accounts for roughly 40% of the entire fruit produc-
tion in Israel. The short, mild winter of 2003/2004 and the
exceptionally high temperatures last March caused the
fruit trees to flower early, with the result that even late 
varieties were already bearing fruit by the beginning of
April. Hail poses a particular threat to fruit trees in this
phase.

The hailstorm on 16 April therefore damaged almost all
the cultivated varieties of apples, pears, cherries, 
nectarines, peaches, plums and grapes.

More than a fifth of the insured farmland was affected by
the loss – roughly 2,500 hectares. Many uninsured fruit
farmers lost their entire expected income in the hailstorm
or sustained considerable financial losses. The fruit dam-
aged by the hail could only be sold at a lower price or
used for making juice.

The insured loss totalled roughly US$ 7.5m; the conse-
quential loss suffered by the regional economy, the fruit-
processing industry, packaging companies and ware-
houses was many times that sum.

Risk partnership between the state and insurance industry
Risks for the agricultural sector such as natural hazards
are insured by KANAT in Israel. This special company in-
suring agricultural harvests and animals was set up in
1967 as the Insurance Fund for Natural Risks in Agricul-
ture Ltd. One half is held by the state of Israel, the other
half by agricultural institutions for the production and dis-
tribution of farm produce.

The following covers are offered in conjunction with 
natural hazard insurance:

– Basic insurance
This cover is offered to fruit growers through various
channels, such as the Fruit Marketing Board. KANAT 
has concluded basic agreements defining the terms 
and conditions of the insurance cover with such sales 
companies.

– Extended cover
This insurance product supplements the basic cover and
is sold by KANAT directly to the producers.
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While the basic insurance refers to the production costs,
the extended cover permits individual stipulation of the
quantity insured for each cultivated area, as well as of the
bulk price for each crop, within specified options. Experi-
ence has shown that, due to the state subsidy equal to
25% of the insurance premium, most producers buy the
more comprehensive cover provided by the extended
cover.

This risk partnership between the state and the agricul-
tural industry, as embodied in KANAT, provides farmers
with a risk management instrument for numerous prod-
ucts. Arable crops and special crops like citrus fruits, wine
or cotton, as well as animal-based production such as
dairy cattle and fish farms, can be insured against a whole
variety of natural hazards, including hailstorm, frost,
windstorm, flooding, heat and animal disease. In many
European countries such a risk management tool, based
on a risk partnership between private industry and the
state, is actively shaped by Munich Re.

Johannes Assfalg, Munich

02  Like other fruits, nectarines damaged by hailstorms can only be sold
at very much lower prices.

01  The hailstones struck the young fruits of the nectarine trees with
great force.
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Construction of the high-rise building was almost com-
plete when the owners of neighbouring buildings filed
the first claims for damage: cracks had appeared in walls
and floors; dust had damaged computers and furnishings.

With three underground floors and 12 floors above
ground level, the high-rise building in San José, Costa
Rica, now provides parking space, offices and business
premises in a modern setting. A period of eighteen
months was scheduled for the construction work. Sheet
pile walls were erected to safeguard the 12-m-deep pit
and stabilise the surrounding soil.

The construction project was covered by contractors’ all
risks insurance from Munich Re. Risk analysis and pricing
were based on a questionnaire in which the policyholder
specified that the adjacent third-party property involved
business premises and private homes. Since, according to
the questionnaire, these buildings were located between
15 and 75 m from the site, the potential risk exposure was
considered “moderate”.

The damage caused
When construction of the high-rise building was almost
complete, attorneys representing the adjacent property
owners first reported property damage to the project’s in-
surer: cracks had appeared in the floors and walls of five
residential buildings, a school and a car salesroom; clouds
of dust had damaged computers and interior furnishings;
medical expenses had been incurred on account of the
noise and dust caused by the construction work. 
Moreover, damaged buildings had to be evacuated and 
alternative accommodation rented; the owners had 
suffered a loss of income from rent. The attorneys claimed
that the damage had been caused by construction of the
high-rise building.

Closer inspection of the damage revealed that some of
the surrounding buildings were considerably closer to the
building site than the 15 metres stated in the question-
naire, yet liability was not denied following a detailed ex-
amination. When processing the claims, however, the in-
surer made a distinction between damage caused by
continuous vibrations (such as drilling or pump opera-
tions) and damage due to unexpected, abrupt ground
motion (such as that associated with blasting).

Construction of a high-rise building
causes damage to neighbouring
buildings
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In accordance with the wording of the policy, it was sub-
sequently ruled that damage due to ground motion was
covered by the insurance. Damage attributable to vibra-
tion, dust and noise, however, was not covered as it did
not jeopardise the stability of the buildings. This exclu-
sion was justified among other things by arguing that
such nuisances and damage must always be expected
near building sites. They consequently did not constitute
any unexpected or sudden occurrences.

It proved difficult at first to assign the various instances of
damage to the different causes, and the size of the claim
had to be corrected several times. Each correction led to
changes in the previous correlation, leading to additional
problems and debates. This was one of the reasons why it
took almost two-and-a-half years to settle the claims. The
cost of the damage claimed in seven buildings on account
of ground motion was ultimately settled at the equivalent
of €145,000. Claims for damage due to vibrations, dust
and noise in the amount of €15,000 were rejected.

Conclusion
This case illustrates the frequently underestimated threat
to adjacent buildings associated with construction work.
As a general rule, it may be said that the threat to sur-
rounding properties increases the closer they are to the
construction site. Underwriters must therefore analyse the
risk with particular care.

A scale drawing of the surrounding area is urgently recom-
mended, so that the distance between adjacent properties
and the construction site can be determined and com-
pared with the answers given in the questionnaire. The
supplementary cover required can be priced when the
actual distance has been established and a special clause
stipulated if necessary. The same also applies with regard
to supplementary cover for the owner’s property or the
property of the contractors involved. Munich Re’s con-
tractors’ all risks insurance does not cover such property
as third-party property; it must be insured separately.

Losses due to ground motion caused by the excavation 
of building pits are already generally excluded in some
markets.

Klaus Wenselowski, Munich 

01  Damage to paving stones at one of the neighbouring residences
was covered by the insurance. 
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Loss prevention and burglary

The number of burglaries committed in Germany remains
frighteningly high. Statistically speaking, someone
breaks into a private home, business or factory roughly
every three to five minutes. Security and loss prevention
experts in insurance companies draw up individual tech-
nical safety measures and precautions for their cus-
tomers and help to develop an optimum insurance cover.

“Security before insurance”: loss prevention is a particu-
larly important aspect of burglary insurance. For some
time, insurance companies have employed security advis-
ers and loss prevention experts to evaluate and assess
burglary risks and to help avoid the risk of burglary. Not
uncommonly, these experts find themselves caught be-
tween the interests of the policyholder and those of the
insurer. Ultimately, however, a balanced risk-specific 
acceptance policy can demonstrably help to reduce or
even prevent losses due to burglary.

The following examples show just how successful profes-
sional loss prevention can be.

Lock out thieves
In conjunction with the increase in sums insured under
householders’ insurance, a security adviser demanded
that locks be retrofitted on the balcony door. The sum 
insured was in the region of roughly €175,000 including
€75,000 for two oriental carpets in the living room. 

The policyholder’s commonhold flat was located on the
first floor, but the balcony was easily reached via a 
pergola. Since the adviser considered all other security
measures to be adequate and commensurate with the
risk, the expense for the customer amounted to €600.
Only after protracted negotiations did he agree to let a
specialist firm install special locks to prevent the door 
being levered out of its frame.

Some eight weeks later, the customer indignantly com-
plained that the locks had already blocked. When the 
security adviser called round, he also found that the locks
were immobile; it was no longer possible to step out onto
the balcony from the living room. The adviser conse-
quently climbed up onto the balcony via the pergola and
discovered around 40 indentations in the balcony door
where someone had attempted to lever it open – the locks
had clearly done their job. Afterwards, the customer
thanked the expert for his advice. Instead of €75,000, the
loss amounted to just €734.45 – the sum remitted by the
insurer for the damage to the balcony door.

Security for burglar alarms
A tobacco wholesaler with stocks worth €900,000 moved
into a rented property. The firm had been insured with
the same company for over 30 years. The new premises
complied with all the security requirements, even a burglar 
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alarm conforming to the standards of VdS Schadenver-
hütung1 was installed. However, the security adviser 
objected that the system’s activation was not sufficiently
protected against sabotage. The customer refused to im-
plement the necessary measures at a cost of €900. Des-
pite the long-standing business relations, the insurer was
not able to accept the risk and terminated the insurance
cover.

The adviser’s security standpoint was criticised more than
once in the subsequent period. Seven months later, per-
sons unknown broke into the tobacco wholesaler’s prem-
ises. According to police records, “persons unknown had
tampered with the system’s activation and deactivated the
burglar alarm.” The insurer would have had to settle the
loss in the amount of €750,000.

A bolt to keep out burglars
Referring to the flexible and unbureaucratic approach
taken by a competing insurer, the owner of a boutique in
a city centre pedestrian precinct refused to take the pre-
ventive technical precautions demanded by a security ex-
pert. The latter had strongly advised the owner to install a
VdS-approved burglar alarm and to fix mechanical locks
in order to secure the side entrance to the stairwell.

The expert considered the risk to be too great without
these security measures and the insurance contract was
not signed. Just six weeks later, burglars took advantage
of precisely this security weakness and broke in through
the side door. The burglary loss cost the other insurer
€650,000. Despite the insurance, however, the burglary
dealt the boutique a severe blow, for a new collection
could not be ordered at such short notice. The owner sub-
sequently returned to the previous insurance company
and adopted the recommended precautionary measures.

Safeguard alarm signals
During a risk inspection of a warehouse, the loss preven-
tion expert found that the security precautions were inad-
equate despite the installation of a VdS-approved burglar
alarm. The store contained radiophones, personal com-
puters and laptops altogether worth €900,000. The expert
noted that the telephone line which silently forwarded any
alarms to the security service was unprotected in one
area. If burglars were to cut this line, the security service
would only discover the sabotage during a routine call. 
A permanently monitored line (formerly known as a
leased line) was therefore demanded.

01  Window handle with additional lock – The
massive steel latch prevents the door from
being levered open.

02  Anti-lift devices like window rim locks (arrow) are essential components in a security concept
for windows or balcony doors. (Demonstration in Munich Re’s burglary and theft laboratory) 

1 VdS Schadenverhütung GmbH is a company set up by the German 
Insurance Association (Gesamtverband der Deutschen Versicherungs-
wirtschaft – GDV) to audit and certify products and service providers 
in the security market.
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Negotiations with the policyholder proved difficult, as
leasing such a dedicated line would entail considerable
monthly costs. The customer sought to circumvent the
additional costs with reference to the long-standing busi-
ness relationship. Finally, however, the customer agreed
to install a dedicated line so that the burglar alarm could
be considered adequate and commensurate with the risk.

Roughly one year later, burglars with the appropriate
technical know-how cut the telephone line in precisely
this unprotected area. Since the dedicated line was active,
the security service and police were instantly informed of
the sabotage. The burglars escaped unidentified when the
security forces arrived just nine minutes later, leaving be-
hind only a stolen truck with a payload of 16 tonnes which
had already been loaded with stolen goods worth €75,000.
The insurer was saved a potential loss of €900,000.

Combination of security measures
An auction firm wanted burglary insurance. An alarm sys-
tem was already installed and active glass breakage de-
tectors protected the display windows. Unlike passive de-
tectors which merely register that the glass has broken,
active detectors emit a high-frequency signal over the
glass; if the signal is not reflected, the detector assumes
that the glass is damaged and triggers an alarm. There
were no further mechanical precautions installed.

The contents of the display windows were to be insured
for €50,000. However, the insurance company contacted
only agreed to accept the risk if the security of the display
were improved. This condition was rejected by the 
customer and the insurance contract was won by a more 
flexible competitor.

Shortly afterwards, the press reported that “persons 
unknown stole paintings and porcelain figurines from an
auction firm. The burglars shattered the firm’s display
window and picked out the most valuable items before
escaping on foot. The total loss is in the order of
€50,000.”

No insurance without security
An expert was called in to assess the insurance risk for a
hi-fi shop with goods worth €325,000. The expert’s survey
revealed that insurance cover could not be offered with-
out additional mechanical protection for the back door
and a VdS-approved burglar alarm. The applicant refused
to install the required equipment, claiming that the secur-
ity precautions were excessive and out of all proportion to
the risk.

Several months later, the daily press reported that per-
sons unknown had broken into the shop through the back
door and stolen hi-fi equipment worth €180,000.
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Reasonable risk assessment
A shop selling sports articles had been insured with the
same insurer for over 20 years. The sum insured had long
ceased to keep up with the actual value of the goods.

When burglars broke in through a shop window, the shop
incurred a loss of €3,000. The insurer then sent a security
adviser round to assess the overall risk. At the time of the
loss, the sum insured amounted to €50,000 although the
actual insurance value was in excess of €250,000. Due to
this underinsurance, the indemnity was reduced by the
same proportion, i.e. to 20%.

In his assessment, the adviser drew up a list of security
requirements and ordered that the policy be terminated
on account of the loss so that it could be reorganised. In
his opinion, the insurance cover could only be continued
following the implementation of corresponding security
concepts. However, the letter of termination was never
mailed by the insurance company’s sales department.

Three months later, burglars stole goods worth €195,000.
This unnecessary and to a certain extent foreseeable loss
cost the insurance company €40,000 as it was still on risk
without improvements in security.

Conclusion
These examples show that a certain “benefit” can still be
achieved, even when a risk is turned down. A third of all
attempted break-ins nationwide fail on account of security
measures – which clearly shows how important the work
of security advisers and loss prevention experts is, even
for the insurance industry.

Heinz-Rudi Heydt, Munich

Editor’s note
We wish to thank Mr. Ralf Pauel, Gothaer Allgemeine Versicherung,
Cologne, for his contribution to this article.
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03  A professionally installed intruder and burglary alarm protects
buildings and inventories.
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The defrauded lawyer

An Israeli lawyer was deceived by a forged power of 
attorney and sold a property that was not for sale.

The lawyer was retained to handle the sale of a property
in Israel. He was informed that the owner of the property
lived in the USA and was sent a certified power of attor-
ney issued by an American notary. The document bore an
official authentication in accordance with the Hague Con-
vention confirming its authenticity. The lawyer found a
buyer and transferred the sum of roughly US$ 1m to the
specified account upon conclusion of the contract of sale.

Such a procedure is not unusual. In the case of the Israeli
lawyer, however, the power of attorney had been forged,
for the owner never intended to sell the property. The
lawyer was the victim of a clever fraud while the swindlers
made off with the money and were never seen again.

When the original owner of the property learned what 
had happened, he immediately enforced the return of his
property in court. At the same time, the buyer who had
gone empty-handed sued the lawyer for reimbursement
of the purchase price.

The country’s Supreme Court ruled that the lawyer must
repay the purchase price on the basis of strict liability 
(liability regardless of fault).

The professional indemnity insurer, however, was of the
opinion that the lawyer’s insurance merely covered 
tortious losses, i.e. those due to a violation of his profes-
sional duty. This marked the beginning of a legal dispute
between lawyer and insurer.

After years of litigation, the insurer was ordered to pay
the sum of US$ 900,000 plus the interest accumulated in
the meantime – making a total of roughly US$ 1.5m – to
the buyer.

Conclusion
– Liability insurers and reinsurers regularly also cover 

exceptional cases of professional indemnity.

– A degree in law is no safeguard against an audacious
scam.

Dr. Andreas Bösl, Munich

01  The court ruled that the
insurer must indemnify
the liability loss.
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