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CLIMATE RISK:

AN OPPORTUNITY FOR INSURANCE SECTOR

Antonios Koumbarakis.
head strategic regulatory
& sustainability services,
legal, PwC Switzerland.
tells MAG his participation
in a related project which
involves a pilot group
consisting of 22 of the
world's largest insurers
and reinsurers.
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«With climate change becoming
concrete, the climate risk needs
to be addressed also in a legal

perspective. In defining the risk,

it's interesting to notice how
this may affect asset, results
and reputation. That's why this
pilot project is crucial in the
current times. « At PwC it has
been a pleasure to be part of
this exciting project and to have
had the chance to contribute
to the continuous efforts
towards understanding and
assessing climate risk impact

and ultimately towards a more
resilient insurance industry»,
Koumbarakis says.

First of all, could you tell us in
detail the pilot project youre
working on?

The pilot project is an initiative by
the United Nations Environment
Programme Finance Initiative
(Unep Fi) Principles for Insurance
(Psi) on developing sound
methodologies and piloting a
climate risk assessment approach
for insurance companies. PwC

is supporting a group of leading
insurers and reinsurers from
across the globe, which are
collaborating to explore and pilot
methodologies that insurers can
use towards implementing the
recommendations of the FSB's
Task Force on Climate-related
Financial Disclosure.

What's the overall aim?

The pilot project aims to
contribute to the development
of consistent and transparent
analytical approaches that can
be used to identify, assess and
disclose climate change-related
risks and opportunities in
insurance portfolios in a forward-
looking, scenario-based manner.
This PSI-TCED pilot project
focuses on the assessment of
climate change-related physical,
transition and litigation risks in
the insurance context.

In what areas PwC is supporting
the project?

Leveraging on our experience
and strong network, PwC is
supporting the pilot group in the
role of advisor on developing the
analytical tools and frameworks
to test innovative approaches to
climate risk analysis. Our support
includes advising on the selection
of relevant climate scenarios and
definition of project priorities,
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«CERTAIN REAL ECONOMY
SECTORS SUCH AS ENERGY AND
AGRICULTURE ARE ESPECIALLY
EXPOSED T0 CLIMATE RISK. THE
INSURANCE SECTOR WILL ALSO
BE DIRECTLY AND INDIRECTLY
IMPACTED BY CLIMATE RISKS,
FOR EXAMPLE WITHIN THE
UNDERWRITING BUSINESS>.

is head strategic regulatory

& sustainability services,

legal, PwC Switzerland.

He is leading the strategic
regulatory, sustainability and
macroprudential team. In this
context, he advises financial
institutions, requlatory
authorities, central banks and
governments in Switzerland,
Europe, Asia and Middle East
in the area of bank requlation,
sustainable finance and
financial stability.

«CLIMATE RISK CAN BE DEFINED
AS ANY EVENT RELATED TO
CLIMATE CHANGE THAT, IF [T
OCCURS. MAY POTENTIALLY HAVE
A CONSIDERABLE MATERIAL
IMPACT ON THE VALUE OF AN
ASSET, FINANCIAL RETURN AND
RESULTS OR REPUTATIONAL
DAMAGE».
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consultancy for the development
of heat maps, description of cause
and effect mechanisms.

From alegal perspective, how
could be defined the “climate
risk"?

Climate risk can be defined as
any event related to climate
change that, if it occurs, may
potentially have a considerable
material impact on the value of
an asset, financial return and
results or reputational damage.
It is considered as part of the
broader ESG risk or sustainability
risk, which consists of other
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environmental risks (such as
biodiversity risk), social and
governance risks. As climate
risk can have significant
implications for the financial
industry, it needs to be
identified, assessed, managed,
monitored and reported
accordingly.

What are the key indicators to
identify the climate risks?
Climate risks can take the
form of physical, transitional
and litigation risks. Moreover,
climate risks materialize as one
of the established risk types

within the financial risk
management framework
such as market risk,
insurance risk or credit risk.
Identifying climate risks

is key to ensure its proper
management and pricing.
Key factors to consider for
the identification of climate
risks include assessing

risk materiality, analysing
possibly impacted locations
and jurisdictions, defining
different time horizons and
modelling performance under
scientifically based future
scenarios.




(Unep Fi) is a global partnership established between the United
Nations Environment Program (Unep) and the financial sector. It
consists of 215 members (bank, investors, insurance companies) from
financial institutions and 41 supporting institutions. Unep Fi aims at
engaging the private sector and the global financial sector, as well as
encouraging the better implementation of sustainability principles at
all levels of operations in financial institutions.

«TISALSO A QUESTION OF
WHAT WILL BE INSURABLE IN
THE FUTURE - A QUESTION
THAT THE FINANCIAL INDUSTRY
IS URGED TO ADDRESS TODAY.
THIS INCLUDES ALSO CLIMATE-
RELATED OPPORTUNITIES TO
BE SEIZED BY THE INSURANCE
INDUSTRY, SUCH AS ENHANCED
RESILIENCE AND THE CREATION
OF NEW SERVICES AND
PRODUCTS».

And in what areas do the risks
apply?

Climate risks have significant
implications for a variety of
areas and sectors and can
potentially materialize to
substantial financial losses.
Certain real economy sectors
such as energy and agriculture
are especially exposed to
climate risk. The insurance
sector will also be directly and
indirectly impacted by climate
risks, for example within the
underwriting business, but
also on corporate level such as

through its own disclosures and
duties towards investors.

Why do you think sustainability
is gaining more and more
attention of insurance
companies?

In fact, sustainability has always
been a fundamental part of the
insurance industry as insurance
companies are required to think
long-term by nature. Now, with
climate change becoming more
and more apparent, the insurance
industry is among the first ones
having to deal directly with

the consequences. Whether it

is increasing severe physical
damage due to extreme weather
events, risks coming with the
transition to a low-carbon
economy, or the rise of climate-
related litigation risks, the proper
management of sustainability
risks has long since ceased to be a
mere “nice to have” for insurance
companies...

So, what's next?

It is also a question of what

will be insurable in the future
—a question that the financial
industry is urged to address
today. This includes also climate-
related opportunities to be seized
by the insurance industry, such
as enhanced resilience and the
creation of new services and
products. Therefore, insurance
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companies can only benefit from
approaching sustainability topics
comprehensively

As PwC, what will be the key
points to support the ESG
transformation?

Our goal is to not only to help

our financial clients to be
compliant with the increasingly
emerging regulation on
Sustainable Finance, but also

to seize the enormous strategic
opportunities it brings. We
further aim to support our
clients in understanding also

the indirect implications and
interconnectedness of the diverse
sustainability aspects in order to
approach ESG topics strategically
so it can unfold its full, real-world
impact. In addition, we at PwC
also want to assume our role as

a corporate citizen aiming to
actively shape the future of our
planet and society.

What will happen once the pilot
will be completed?

Once the pilot is completed, a
final report will be published
containing the key findings and
insights, including the results of
the financial analysis on the case
studies and more insights.

What results do you expect?
We hope the report will encourage
a further discussion on climate
risk assessment in the insurance
industry and continuous
development of the presented
methods and frameworks. In
particular, as assessing litigation
risk exposures is currently still
at an early stage, the project
aims to contribute to the further
development of the presented
results and to provide insurers
with beneficial insights on
approaching this highly
important topic.
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