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Objectives for today

* Provide an update on latest developments
« Understand what good practice looks like

« Opportunity for guestions and discussion
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Agenda

How to Model Climate Briefing your Board
Reserves Writing your Report

Climate related litigation: Where to focus your
D&O insurance attention
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Insurance Litigation




Litigation Update

« Climate change litigation and
Insurance

* Things to look out for in 2025

CCRWRP Discussion Paper - Climate
Change key litigation summary -
November 2024

gﬂbg Institut
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Litigation Update
Climate change and insurance

« Steadfast Insurance Co. vs. AES Corp. (2008 — 2012)
- Exclusion of intentional acts.

- No accident or occurrence.

ezone/ - https://www flickr.com/photos/shorezone/11471418433, CC BY
2.0, https://commons.wikimedia.org/w/index.php?curid=64385875
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Litigation Update
Climate change and insurance

® Arkema Chem|Ca| faC'[OFy eXpIOS|On (2017) Source: csb_arkema_exc_summau_OS.pdf U.S. Cheﬁical Safety and Hazard

Investigation Board - https://csb.gov/arkema-inc-chemical-plant-fire-, Public
Domain.

- Cause was flooding of site following Hurricane Harvey.

- Flood risks identified by insurer’s inspection report but not acted upon.
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Litigation Update
Climate change and insurance
« Steadfast Insurance Co. vs. AES Corp. (2008 — 2012)

- Exclusion of intentional acts.

- No accident or occurrence.

* Arkema chemical factory explosion (2017)

Honolulu by Nick Youngson CC BY-SA 3.0 Alpha Stock Images

- Cause was flooding of site following Hurricane Harvey.

- Flood risks identified by insurer’s inspection report but not acted upon.

 Aloha Petroleum, Inc. vs. NUFIC and American Home (Ongoing)

- Linked to Honolulu/Sunoco case

- Existence, timing and effectiveness of pollution exclusions; alleged “bad faith” denial of claims.
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Litigation Update
Things to look out for in 2025

* Ongoing cases:
- Federal vs. State jurisdiction in Honolulu/Sunoco; will this be the end of the matter?

- Arguments and expert evidence on Lliuya/RWE.

« Wordings and interpretations:

- Is CO, a pollutant?

- Exclusion of intended acts — but what about their unintended consequences?

- Emerging litigation types and targets:
- Counter claims — ESG Backlash and SLAPPs.

- Green on Green litigation — Whales or Windmills?

IFOA GIRO Conference 2024
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How to Model Climate
Reserves




Is there a magic bullet?

Unfortunately, there is no one-size-fits-all allowance for climate change reserves.
Climate change risk is ever evolving and so it is impossible to say what the impact will be.
Different classes will be impacted different

The same risk in the same class will impact different portfolios differently.
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How to approach reserve setting for climate change

At the moment, the best thing to do is a qualitative assessment of your lines of business and
exposures that may impact your book. The best way we found to do this is to split climate change
Into different categories of risk and then consider the impact of each on each LoB.

-

&

If this is a

large driver of

claims, split

Physical Risks

further into
Acute and
Chronic

J

Physical risk

Changing climate conditions

Extreme weather events

Direct damage

to assets
or property

s Lower asset values
« Increased insurance claims

« Supply chain disruption

Transition risk

Policy changes

Technological innovation
Social adaptation

Mo,

> Disruption from
adjustment to
low-emissions
economy

« Impacts on pricing and demand
« Stranded assets

« Defaults on loans

Liability risk

Stakeholder litigation

Regulatory enforcement

A

=

» Business disruption resulting
from litigation

Not considering or
responding to the
impacts of

climate change

« Penalties resulting from litigation

If this is a \
large driver of
claims, split
Liability Risks
further into
Mitigation,
Adaption and
Regulatory /
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How to approach reserve setting for climate change

Use a rating system to make it clear if there is any impact, and for some the answer may be no
Idea.

It will also be useful to add any comments e.g.
« Claims made so think about expiring risk.
« May come in as a latent claim

« Listing sectors or geographies that may be more at risk

We have done this for a few lines of business in this blog post:

CCRWP Discussion paper - Modelling Climate Reserves - November 2024
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https://vle.actuaries.org.uk/pluginfile.php/155898/mod_resource/content/1/CCRWP%20Discussion%20paper%20-%20Modelling%20Climate%20Reserves%20-%20November%202024.pdf?redirect=1

_ Climate Litigation Risks
General/public Post-event blame? Unclear.
liability

Exclusionary language? Pollution definition? Monitor regulatory change
I|ab|I|ty

Professional Unclear. Silent climate claims. Unclear
indemnit

Product liability “Failure to warn” litigation Monitor active claims. Unclear
exposures.

Workers Unclear Failure to adapt Regulatory action associated with
Comp/Employer’s workplace/practices failure to adapt workplace or
liability working practices.
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Next steps

 For classes which are high risk, look in more detail at your portfolio. For example, if considering
risk drivers and how they impact both frequency and severity of claims.

« Be aware that different classes may require different types of modelling. Some might require a
tail factor to be included, some may require general/specific loads and others will be the result

of stress testing.

* There is a chance that the insurer could be targeted as the financier of climate change.

. Martin Lockman, Modelling Climate Litigation Risk for (Re)Insurers, Sabin Center for Climate g%g netitut
Eammgm  Change Law (July 18, 2023) IFoA GIRO Conference 2024 I ;}E& R
-- Available at: https://scholarship.law.columbia.edu/sabin_climate_change/201 18 — 20 November, ICC, Birmingham 85 | of Actuaries
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Briefing your Board
Writing your Report




Briefing your Board — Writing your Report
Overview

« What are you hoping to achieve?

« A useful reserving paper on climate change for 2024 year-end.

« Framing uncertainty in your reserving report.

IFOA GIRO Conference 2024
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Briefing your Board — Writing your Report

A useful reserving paper on climate change (2024 YE)
Structure around the following headings:

a) Describing the risks

b) Assessing risk by line of business

c) Assessing the current state of knowledge

d) Performing detailed analysis for high-risk classes

e) Developing risk metrics

f) Determining next steps

CCRWP Discussion paper - Board Reporting - November 2024
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Briefing your Board — Writing your Report
Framing uncertainty in your reserving report

CC-BY-SA-3.0/Matt H. Wade at Wikipedia http://www.defenceimagery.mod. uk/fotoweb/fwbin/download.dll/45153802.jpg
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Briefing your Board — Writing your Report
Framing uncertainty in your reserving report

General uncertainties: Specific uncertainties:

Future climate pathways, and impact on Who and what lines of business have you
your insureds and/or those suing them. iInsured in the past?

Adaptation, mitigation and other costs. What coverage wordings, exclusions and

: . - E 2
Attribution of responsibility (including write-backs did you have in place*

changing social and legal attitudes). Where are climate claims emerging? How
easily can you identify them?
Defence costs.

Policy and insurer identification.
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Market survey results




Survey Overview

Over 60 respondents

43% from London Market and Reinsurance
companies

- 37% from other Commercial and Personal Lines
- rest did not work for (re)insurers (consultant/regulators)

36% with net reserves greater than a billion,
30% with net reserves less than a billion

Property, Casualty and Motor were the largest
classes for respondents (by reserve size)

Most respondents consider themselves to be
aware of and somewhat informed on the latest
research and publications

80%

70%

60%

50%

40%

30%

20%

10%

0%

How would you evaluate your
current understanding of climate

iIssues?

Informed on latest Aware of and read some Not well-informed on the
technical research and of the latest publications  latest research and

publications

publications

m 2022 Survey m2024 Survey
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Expected Climate Related Reserving Challenges

Classes of Business Territories
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Reserving Concerns

Top three thoughts or concerns as to how climate change will impact
reserving

Changing frequency

Changing severity of claims

New claims types because of
transition/liability risks

New perils

Second order impacts

Latent claims

Changing development

New classes of business

0% 10% 20% 30% 40% 50% 60% 70% 80%

B Next 5 years ® Next 20 years
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Action taken to date

How big is your current best estimate climate
change allowance as a percentage of net reserves?

>=2.5 and <5.0%

>=0.5 and <1.0%

> <0.59 i
0 and <0.5% Considered but

no allowance
made

Not considered and no
allowance made

Most common actions currently taken within
reserving:

+ 39% are “starting to consider through looking
at potential scenarios”

* 14% are making expert judgement loadings —
e.g. allowing for a higher return period for
certain events

* 8% are making implicit allowances

« 27% aren’t yet making any allowance but are
considering the impact of climate change on
their reserves

185,
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‘We need to consider the moral hazard on liability of potential
Wh at n eXt P, encouragement of !ega} action where we would be better to

. invest those funds in climate change research”...”The climate
doesn't actually listen to courts, it responds to our collective day-
to-day actions.”

“This issue is currently marginal from a \_
reserving perspective and there are far - ~
reater near term risks to settin : «
J ; J What IFoA climate related content would be the most Good work. It has
adequate reserves. helped to start brin
helpful? o Y
. P . some order to a
80% previously pretty
70% opaque issue.” )
60% V
50%
0,
“Climate change is a very 40% > \
good example on emerging 30% | suspect most )
trends, but not the only one 20% ‘r:eS_pohdentS are”...
... emerging trends 10% thinking about it but
invalidating the core 0% no explicit reserving
re_servmg assump_Uon of Heatmaps of  Climate risk  Market insight Analysisand  Summary of Materials to allo.wance'. It WOUIdk
"history may predict the climate risk by scenarios on what others quatification of and references support _be mter_estlng tO_ as
future" could be an class are doing key climate to existing ~ management | if there is a particular
interesting consideration” litigations materials and board trigger Wh?ch WO_L{Id
K / papers change this position,
e e . : and what that trigger
Existing publications are relatively vague

might be.”
or focused on large loss wording (which K J /
feels more about how to caveat and cover
oneself than actually being proactive)’

|
IFoA GIRO Conference 2024 ’;%SB%
L

Institute
o N\ | and Faculty 28
18 — 20 November, ICC, Birmingham gz | of Actuaries




Climate related litigation:
D&O Insurance




Setting the context

* GIRO 2023 - Heatmaps developed for D&O and Property classes of business as a framework
for reserving actuaries to assess the impact of climate risks on reserves?.

« D&O policies are affected by climate change. Why?

- Inaction or failure by company directors or officers to adequately address climate related obligations
could be classified as a breach of fiduciary duties. This leads to increased risk of climate litigation.

« The five main causes of D&O policy claim (Triggers):
A. Climate attribution for past emitters
Failure to adapt / continued inaction

Failure to comply with regulations (breach of duty)

mo o w

Misleading information / greenwashing
===
P
* ~ https://actuaries.org.uk/media/cthhpdtf/reserving-for-climate-change.pdf

Blow to airline environmental claims as
Virgin Atlantic's first transatlantic
sustainable aviation fuel ad banned

Use of SAF is key, but the Advertising Standards Authority said it still generates
'significant’ emissions and its production can have "wider environmental costs and trade-
offs'.

X Sarah Taaffe-Maguire
Business reporter @taaffems

Misrepresentation of exposures / disclosures / greenhushing

IFOA GIRO Conference 2024
18 — 20 November, ICC, Birmingham

INVESTORS ' REGULATORS

Australia Court Fines Vanguard
Record $12.9 Million Over
Misleading Sustainable Investing
Claims

@ Mark Segal September 25, 2024
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Climate litigation trends — Research Methodology

* Objective — Provide further insights into climate litigation trends.

 Methodology:
- Reviewed sources of climate litigation cases from the Columbia Sabin Center for Climate Change
Law, Global Climate litigation databases, https://climatecasechart.com.

- Non-US cases against corporations were mapped to D&O Triggers.

« Assumptions and limitations:
- The information sourced as at 10 May 2024 has been treated as accurate.

- Correct mapping of the database case categories.
- No further detailed legal scrutiny of the individual cases was performed.

|
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Key findings — Cases split by filing year

Global climate change litigation cases against corporations (exc. US) 2018 to 2023

2018 2019 2020 2021 2022 2023
Climate change litigation case filing year

E(A) Climate attribution for past emitters @ (B) Failure to adapt / continued inaction

O(C) Failure to comply with regulations (breach of duty) B (D) Misrepresentation of exposures / disclosures / greenhushing

E(E) Misleading information / greenwashing

| —— ] =] eS| IFOA GIRO Conterence 2024
--- 18 — 20 November, ICC, Birmingham

Increasing trend in
climate related litigation
cases against
corporations.

Misleading information
/ greenwashing cases
were the largest
Trigger (E) for cases
filed in 2022 & 2023.

Cases filed for failure
to adapt are the 2@
largest Trigger (B).

Climate inaction / past
emitter cases reducing
over time — Trigger (A).
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Key findings — Top ten countries and GDP per capita

Global climate litigation cases (exc. US) 2018 to 2023 for top ten countries & 2023 GDP per capita « Brazil and UK

35 120,000 .
have the highest
climate litigation
30 100,000 :
R cases (excluding
(m]
25 @ the US).
80,000 .
" & ¢ Correlation
Q
o 20 7 between GDP per
o e .
< 60,000 2 capita and D&O
o 15 « :
Z o Triggers.
40,000 &
10 %
o
| I I .
: E E _
Brazil United Australia Germany France  Netherlands Italy Switzerland  Belgium Canada
Kingdom
Country Name
mm(A) Climate attribution for past emitters @ (B) Failure to adapt / continued inaction
—3(C) Failure to comply with regulations (breach of duty) @ (D) Misrepresentation of exposures / disclosures / greenhushing
@ (E) Misleading information / greenwashing ——2023 GDP per capita (USD)
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Key findings — Cases by year and status

Global climate litigation cases (exc. US) 2018 to 2023: case status by year of filing

Decided Pending Decided Pending Decided Pending Decided Dismissed Pending Withdrawn Decided Dismissed Pending Decided Pending

30

25

No of cases
-— — N
()] (o] w o

(=]

2018 2019 2020

@(A) Climate attribution for past emitters
O(C) Failure to comply with regulations (breach of duty)
@ (E) Misleading information / greenwashing

2021 2022 2023
Case Status and Year of filing

= (B) Failure to adapt / continued inaction
m (D) Misrepresentation of exposures / disclosures / greenhushing

IFOA GIRO Conference 2024
18 — 20 November, ICC, Birmingham

Cases filed against
corporations
between 2018 —
2023 - circa 34%
have been decided

62% are still

pending.
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Key findings - Feedback from a leading D&O underwriter

Validation of the D&O heatmap.

D&O litigation growth trends will be climate related from European jurisdictions.

Litigation _concerns relate to Trigger (C) - failure to meet local legislation and inability to
evidence progress in transition plans.

Underwriters’ concerns about future uncertainty associated with litigation against companies
who made climate commitments from 2030.

Underwriters’ actions: from 2029 - respond by focusing on risk selection and management of
portfolio risks.

Underwriting strategy: develop more stringent underwriting criteria and greater customer
engagement. §
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Considerations for reserving actuaries

Understand the D&O Triggers and ongoing claim trends across jurisdictions.
Monitor recent trends in claim frequency / severity and shifts in claims payment patterns.

Review back-book liability policies written and any ongoing litigation to assess future potential
exposures, particularly for high emitting companies and sectors.

Be aware of underwriters’ concerns in relation to future uncertainty and potential changes in
their D&O strategy e.g. future climate exclusions.

Consider allowance for uncertainty in D&O claims reserves.

Communicate with key stakeholders in the organisation and across the insurance sector.
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Where to focus your
attention




Expressions of individual views by members of the Institute and Faculty of Actuaries and its staff
are encouraged.

The views expressed in this presentation are those of the presenters.
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Takeaway Actions




Takeaway actions

It's time to get started...

Have a nominated climate change specialist within your reserving team

Ensure you have agreed with your Board a clearly articulated reserving philosophy

Implement a more granular reserving taxonomy
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