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Sustainable revolution
creates superpower
RAPID GROWTH PUTS ASIA
AT FOREFRONT OF THE
RENEWABLE ENERGY MARKET

T

he future of renewables lies
in Asia.
All across the region,
countries are pumping money
into sustainable technology
to meet a rapidly growing
demand for electricity driven by
a burgeoning middle class that
is increasingly concerned about
pollution and an over-reliance on
fossil fuels.
“The opportunity for
renewables in Asia is huge, there
is a fundamental shortage of
power generation capacity in
Asia and infrastructure is old and
inadequate for current, let alone
future needs,” says Peter Jackson,
director, Asia region multinational clients, Lockton Wattana
Insurance Brokers (Thailand).
Although it was Europe which
fostered the fledgling renewable
energy sectors of wind and solar
power, it is now Asia which is
taking the lead.
“I foresee tremendous growth
in renewable energy, with the
advancement of technology
driving costs down and
efficiencies up,” says Sean Chan,
general manager, regulation
& risk management, Keppel
Corporation. “For example, in
Singapore, the installed capacity
of solar energy has grown
exponentially.” Up from 0.3MW in
2008 to 76.5MW in 2016 – and the
trend continues.
This increase in Singapore
has been driven mainly by
government support. There
have been important initiatives,
such as installing solar panels on
the rooftops of public housing,
building a sixth waste-toenergy plant and planning for a
seventh, as well as research and
development funding to boost
offshore tidal and wind energy
projects, according to Chan.
“I hope these set an example
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for government agencies in the
region to follow,” he says.
The signs are it will. In 2014
nearby China was already the
world’s leading market for
renewable power, investing US
$83.3billion – 33 per cent more
than in 2013. In comparison,
Europe invested US $57.5billion in
renewables.
Japan is in third place for
renewables investment globally,
India is in the top 10 and
Indonesia invested US $1billion,
according to a report for the
United Nations Environment
Programme.
The International Energy
Agency anticipates around US
$700billion in energy investment
through to 2035 – and renewables
will be taking the lead.
“In general, there are many
opportunities, particularly in solar,
due to the promising change in
economics over the past several
years,” says Anil Kumar, insurance
manager Asia-Pacific, Energy
Asia-Pacific. “Having said that,
competition for projects is intense
– with the barriers for entry lower
than traditional large centralised
generation.
“More and more governments
are going towards incentives.
Though as seen in recent projects
in India, the Middle East, and Chile
there is a significant drop in tariffs
at which companies are willing to
build utility scale solar PV parks.”
Major projects are springing up
across the region. A former quarry
on Geogeum Island in South
Korea has been developed into a
massive 25MW solar energy park
by covering more than 660,000m2
with solar panels.
The Welspun Energy solar farm
in India’s Madhya Pradesh state
is one of the world’s largest –
generating an enormous 151MW
that could supply up to 720,000
households with electricity.
The project is part of a drive
to renewables by the Indian
government that aims to boost
energy capacity to 100GW by
2022.
“In general, technical risks
tend to be lower for solar,” says
Kumar. “Though other risks such

as evacuation issues stemming
from intermittency combined
with insufficient transmission and
distribution infrastructure can
be significant. Changing weather
patterns can also be a source
of significant risk, for example
typhoons in the Philippines.”
The case is particularly
strong for investment where
countries can leapfrog old “dirty”
technology, such as oil, gas and
coal power generation, and
go straight to renewables. “We
certainly see evidence of this with
projects to generate and consume
renewable energy on a local
basis,” says Jackson. “We also
see governments with ambitious
targets in this area such as
Indonesia and in the Philippines.
“Projects are happening and
capacity is gradually coming on
stream. But there are a number of
factors holding back much greater

TECHNICAL RISKS
TEND TO BE LOWER
FOR SOLAR
investment in renewable energy
in the region, including political
risk [SEE BOX].”
For risk managers operating
in this burgeoning sector, the
insurance environment is good.
The Asian powergen insurance
market is fairly competitive,
generating significant rate and
premium reductions for clients
with good loss records and/
or proactive risk management
policies, according to research by
brokers Marsh.
The firm believes that capacity
continues to hold around
US $2billion and the market
frequently accommodates varying
premium reductions to retain
or win business, despite clients’
loss records. The offer of two or
three-year long-term agreement
deals with loss ratio benefits and
penalties would represent the
best opportunity for significant
rate reductions.
It is time to move fast - the
renewables revolution is
gathering pace. SR

What does COP 21 mean for Asia
Pacific’s powergen industry?
THOSE LOOKING FOR EVIDENCE OF ASIA’S ASCENDENCY IN
RENEWABLES WILL FIND FEW BETTER EXAMPLES THAN THE
CHANGING ROLE OF CHINA AT THE COP TALKS

G

o back a few years and the
regional powerhouse of
China was widely criticised
for its refusal to act; for derailing
talks, for dragging its heels and
slowing down progress.
But when COP 21 was ratified
in autumn 2016 and US President
Barack Obama praised the
accord as the “moment we finally
decided to save our planet”, he was
standing shoulder to shoulder with
his Chinese counterpart Xi Jinping
in the Chinese city of Hangzhou.
This huge turnaround in attitude
has been pushed forward from two
directions.
First, Chinese citizens are
getting increasingly worried
about the effects of air pollution
on their health. In many cities
life expectancy is being reduced
by smog-like conditions and
parents are reluctant to let their
children play outside. In Beijing
the authorities have been forced to
issue “red alerts” closing schools,
factories and construction sites,
and ordering half of all private cars
off the road.
Second, increasingly extreme
weather events, such as typhoons,
are highlighting how bad things
might get if action is not taken to
cut carbon emissions.
Similar pressure is being exerted
on other governments across the
region.
China has pledged to cut its
carbon emissions per unit of GDP
by 60-65 per cent from 2005 levels
by 2030 and increase non-fossil
fuel sources in primary energy
consumption to about 20 per
cent – and that will require some
significant investment.
“COP 21 is certainly giving
momentum to renewables and
hence investment,” says Sean
Chan, general manager, regulation
& risk management, Keppel
Corporation.
The result is a huge spend on

renewables. Elsewhere, Thailand,a
rapidly developing nation hooked
on fossil fuels, is planning to
reduce its emissions by 20 per cent
over the next 15 years. It expects
to double renewable energy
production by 2040. The solar
sector alone has grown by more
than 2000 per cent in the last four
years, thanks to a boom in both
public and private investment.
“Financiers play a key role
in filling the gap of mitigating
the renewable risks which are
perceived very differently by
consumers who are not willing
to take such political and
technological risks,” says Chan.
In tandem, this new, concerted
focus on the environment is likely
to put the brake on the expansion
of hydrocarbon power generation.
“The carbon intensity concern
and investment shift to
renewables will make existing
fossil fuel power generation
focus on efficiency improvement
and cost reduction rather than
expansion,” says Chan.
COP 21 has given a spur
to a sector that was already
demonstrating huge growth. It
has reassured investors and gone
some way to mitigating political
risk by proving government
commitment just as the
technology is becoming cheaper
and more efficient.
Of course, there is still a long
way to go and some of this could
be undermined following Donald
Trump’s US election victory.
Trump has been dismissive of
climate change issues and has
threatened to withdraw the US
from the Paris Agreement to
reduce greenhouse gas emissions.
Precisely what Trump will
do about this when he takes
office remains unclear.
Nonetheless, Asia has just taken a
huge step closer to a cleaner and
greener future.SR
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Power diversity: An Asian super grid
INFRASTRUCTURE INVESTMENT IS CRUCIAL TO
REGIONAL CONNECTIVITY

I

t’s an old problem: how do you
make sure you have the power
you need, where you need it,
when you need it?
Linking up generation and
distribution has been a challenge
throughout the electricity age. But
renewables add a new level of
complexity.
Some places may have lots of
sun, or wind, or a high tidal range
– or the right levels of investment.
But they are not necessarily near
the growing centres of population
with the fridges, air conditioning
units and televisions that need
power.
The solution is in developing an
infrastructure that can provide an
effective link.
Already India is rapidly scaling
up its power generating capacity,
including from renewable sources
like solar, and some regions have
surplus energy that is being sold
across the border to an energypoor Bangladesh.
Thanks to a US $120million
loan from the Asian Development
Bank it is hoped new transmission
capacity will eventually rise from
500MW to 1000MW.
A logical extension of this idea
is the creation of an Asian super
grid – a project that will allow the
trading of electricity throughout
the region by linking countries
to one another and enabling ondemand power sharing.
With such a scheme in place,
the vast sun-drenched plains
of central India could help
power not only Bangladesh,
but also Thailand and further
afield. This will meet both their
demand for electricity and save
billions of dollars at the same
time, according to the Asian
Development Bank.
But such a complex project is
a risk management nightmare.

3

“The Asian grid is one of those
topics that has been on the table
whenever Asian countries have
met over the last few years,” says
Sean Chan.
“Unfortunately it has made
little progress thus far, mainly due
to significant disparity of political
will and economic progress
among the countries.”
The risks – political, financial
and operational – are sky high.
“The practicalities straddling
international relations,
economic distributions, and
technical challenges imply that
interconnections – particularly
across borders – will not
significantly expand beyond
current levels,” says Anil Kumar.
But some see hope in Chinese
leadership on the issue.
“China’s ‘One Belt One Road’
initiative may help expedite the
progress in respect of energy
trades and grid interconnection,”
says Chan.
This scheme is a centrepiece
of China’s economic diplomacy
and aims to promote regional and
cross-continental connectivity
between China and Eurasia.

POLITICAL RISK
Political risk is a significant factor to consider in Asian
renewables. “It’s perhaps top of the list,” says Peter
Jackson, director, Asia region multi-national clients,
Lockton Wattana Insurance Brokers (Thailand). “[It’s
important to consider] the volatility that comes with any
change of government, the risk of expropriation of assets,
either explicitly or by stealth, the cancellation of contracts
or closure for breaches of arcane rules.
“The political environment in many countries is fluid
and not helped that much of Asia scores badly on the
Transparency International Corruption Index. Allied to this,
there is often a Byzantine bureaucracy, complex local
and national approvals and planning procedures that can
contradict each other and add greatly to the time and
expense in getting products to launch.
“Furthermore a lack of coherent energy policy that has
a reasonable chance of being implemented over the mid
to long term is another limiting factor in many cases. All
of these issues make investors wary about committing
capital on a larger scale.”

The “One Belt” being proposed
is China’s “Silk Road Economic
Belt” and the “One Road” is its
“Maritime Silk Road”. It covers
policy coordination, trade,
financial integration, cultural
ties and, critically, infrastructure
construction.
Already China has built an
oil pipeline from Kazakhstan,
a gas pipeline that allowed

Turkmenistan to break free
of its politically problematic
dependence on Russia for fuel
and another pipeline to bring
Russian oil into China.
Chinese leadership has
already accelerated the drive to
renewables across Asia – and
if the region’s biggest power
commits to a super grid, it may
just happen. SR

CONSTRUCTION RISK: CHINA’S THREE GORGES DAM
Massive renewables projects can present significant risks and these complex
construction projects are hard to manage.
China’s Three Gorges Dam has been beset with problems. Around 1.4 million people had
to be relocated – more than initially hoped after rising water levels caused unforeseen
landslides – resulting in significant social unrest and reputational damage around the
world. In addition, the massive dam has been blamed for causing thousands of small
earthquakes, damaging the environment along the Yangtze River and destroying many
archaeological sites.
Costs also spiralled above US $37billion – the precise figure is not known. When
completed, the dam was producing 200 billion KWH in 2014.
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MARKET
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ALASTAIR BAKER, Practice Leader,
Infrastructure, AXA Corporate Solutions

How can insurers help Asia Pacific to meet its renewable
energy potential?

CYBER RISK
As a high-profile strategic asset, power
generation is a potential target for cyber
attack – as the December 2015 hacking of
the power grid in Ukraine demonstrated.
“It is particularly exposed to cyber risks
such as hacking into a control system to
shutdown or improperly operate particular
equipment that may cause machinery
damage and/or business interruption,”
says Sean Chan.
Despite this, risk management around
the issue is still in its infancy. “We can
expect a lot more focus on such risks in
the very near future,” says Anil Kumar.
“Off-the-shelf protection is available in
the insurance market place and I believe
risk managers can play a bigger role in
the risk assessment area, especially
understanding the real exposures verses
perceived ones.”
The risk manager should also work with
the site operator and IT staff to tighten
IT security policy and procedures, such
isolating vital functions from the internet
connection and restricting connectivity to
external handheld devices.
“A concerted effort is required with
relevant authorities and industry players
co-operating to identify, alert and share
their discoveries of cyber incidents, as
well as appropriate mitigating measures,”
says Chan.

T

he growth of the renewable energy sector in Asia Pacific is widely celebrated,
and rightly so. China and India are leading investors globally and there are
many other innovative Asia Pacific nations that are well ahead of their
European counterparts.
If we look specifically at the ASEAN, according to an IEA publication, electricity
demand increased 50 per cent between 2000 and 2013. The installation of new
renewables capacity has not however matched this demand. In fact the share of coal
generation in the electrical generation mix is actually forecast to increase from 32 per
cent now to 50 per cent by 2040.
Given the extremely high growth rates of the Asia Pacific renewable energy sector,
can we expect renewables energy investment figures to peak over the next few years
or start to tail off due to lower coal and gas prices? What can the risk and insurance
industry do to help sustain the renewable energy transition?
Insurance companies play several key roles, both as large investors and as risk
transfer partners. Some insurers such as AXA are actively influencing the global energy
markets by investing in green energy, helping to tip the balance towards renewables.
We are also seeing a huge expansion in the Green Bond market in which insurers are
heavily involved.
From a developer and financier’s point of view project safeguards and income
security are fundamental to obtaining investment. In line with these needs, the range of
insurance products has never been so wide or indeed affordable.
One example of an innovative insurance product is combined construction to
operation cover with integrated ALOP and BI. In essence, the ALOP element covers
clients against lost revenue following a physical loss under a construction policy.
Furthermore combining construction and operational coverage removes the
uncertainty that can arise between two separate construction and property covers at
the project’s practical completion. Finally, BI offers financial indemnity against loss of
earnings should something go wrong during the operational phase.
These covers must be designed well, cognisant of the differences between the risk
profile of renewables projects and traditional power generation. For renewables we
are generally seeing more issues with serial losses, fire, design issues, cabling defects/
damage and natural catastrophe risk, while in traditional power generation boiler
explosion and turbine over-speed risks are more relevant.
Another solution is parametric risk transfer. This cover can help to smooth revenues
from inherently variable energy production by quickly paying out a fixed sum against,
for example, an unseasonal drop in wind speeds.
Combining these innovative solutions provides a good level of financial security
across the chain of risks.
Renewable energy technologies such as on/offshore wind and solar concentrators
are constantly pushing technological boundaries to maximise output while
minimising capital expenditure. This “boundary-pushing” is an inherent part of the
commercialisation of the sector, but rapid technological advancement comes with a
price- increased risk potential.
There is scope for insurers to partner in a more collaborative way with developers to
help manage and mitigate construction and operational risk through risk consulting.
At present insurers are engaged late in the process and therefore the opportunity to
influence project design based on loss intelligence is extremely limited. We hope that
this model will change over the coming years.
We have no doubt that Asia-Pacific has the innovative flair to show the rest of
the world how it’s done and rewrite the projections on
renewable energy capacity. APAC based companies
as well as some large European utilities are leading the
charge and we are here to support them.
For information on our new line of business supporting
the power generation and renewables sectors visit:
https://www.axa-corporatesolutions.com/energy-and-chemicals
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