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Winds of Change—Developments in Climate Change
and Insurance Industry Resiliency
Over the past five years, the topic of climate change
and insurance industry resiliency has been
increasingly prioritized as an item of concern by
both international and US insurance regulatory
authorities. At the international level, management
of climate-related risk continues to receive
significant attention from the International
Association of Insurance Supervisors (“IAIS”) and
similar organizations. In the US, 2021 saw a number
of specific steps taken by the Federal government,
the NAIC and the New York Department of
Financial Services (“NYDFS”) to provide guidance
regarding their expectations for the insurance
industry with regard to the incorporation of climate
change risk into governance, enterprise risk
management and business strategies. Further, the
process by which the Federal government, the
NAIC and the NYDFS have produced their guidance
has been closely watched by other US state
insurance regulatory authorities, and it is likely that
similar guidance will begin to be issued by such
authorities in the near future.

Developments at the International Level
In late 2021, a number of international insurance
supervisory organizations emphasized the
importance of environmental issues. For example, in
November 2021, the IAIS held its annual conference
in which it included a panel focused on emerging
good practices in climate risk scenario analysis for
insurers and steps, which insurance supervisors can
take, to advance scenario analysis as an effective
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risk assessment tool for insurers. In addition, the
IAIS created a Climate Risk Steering Group which
has three workstreams: (1) the development of a gap
analysis of the IAIS global standards for insurance
supervision to consider whether changes are
needed to account for climate-related risk; (2) the
gathering and sharing of examples of effective
practices for developing climate scenario analysis in
the insurance sector; and (3) the consideration of
how to integrate climate related financial risks in the
annual data collected as part of the Global
Monitoring Exercise.
Further, in October 2021, the Sustainable Insurance Forum
met to discuss several topics, including: (1) the impacts of
climate-related risks on the insurability of assets; (2)
broader sustainability issues (including its scoping study
Nature-Related Risks in the Global Insurance Sector); and
(3) climate risks in the actuarial process.
Also in October 2021, the EU-US Insurance Dialogue
Project held a public virtual meeting, where two
working groups on climate-related topics were
developed to focus on: (1) climate risk financial
oversight, including climate risk disclosures,
supervisory reporting and other financial
surveillance; and (2) climate risk and resilience,
including innovative technology, pre-disaster
mitigation and adaptation efforts and modeling.

Developments at the Federal Level
Over the course of 2021, the Federal government took
a number of steps with respect to climate change,
which will directly impact the insurance industry.

The most important of these steps was the issuance
by President Biden in May 2021 of an executive order
on climate-related financial risk, which mandated a
range of federal studies to analyze the risks that
climate change poses to the US financial system and
lays the groundwork for eventual policy changes in
this space. The order specifically directs the FIO to
assess climate-related issues or gaps in insurance
supervision and the potential for major disruptions
of insurance coverage in regions of the country
particularly vulnerable to climate-related impacts. In
connection with this directive, the NAIC submitted a
comment letter in response to the FIO’s request for
information, which underscored the long history of
state insurance regulators working to assist
consumers and protect policyholders while
maintaining well-functioning markets.
Further, certain Federal agencies have been
particularly focused on climate-related risks and
attendant disclosures. For example, in October 2021,
the Financial Stability Oversight Council (“FSOC”)
released its Report on Climate-Related Financial
Risk, which included several policy recommendations
to build capacity and expand efforts to address
climate-related financial risks, fill data gaps, enhance
public climate-related disclosures and assess
climate-related risks to financial stability. In
connection with these recommendations, the FSOC
intends to form two new committees to help
financial regulators better understand climaterelated risks to the financial system. In addition, the
Securities and Exchange Commission (“SEC”)
remains focused on climate risk disclosure, and the
chair of the SEC has directed the agency’s staff to
develop a mandatory climate risk disclosure
proposal for consideration by early 2022.

Finally, several bills are currently being considered
by the US Congress which address climate-related
risk, including (1) the Build Back Better
reconciliation bill, which includes President Biden’s
policy priorities, including the $555 billion for
initiatives to combat climate change and promote
clean energy production and resilience investments 2
and (2) the Disaster Mitigation and Tax Parity Act,
which, if enacted, would ensure that state-based
disaster mitigation grants receive the same federal
tax exemptions as federal mitigation grants. 3

Developments at the NAIC
At the NAIC’s Fall National Meeting in December
2021, the Climate and Resiliency (EX) Task Force
(“C&R Task Force”) met and, among other
topics, discussed two particularly potentially
impactful developments in the space of climaterelated risk management and disclosure.
First, the Technology Workstream of the Committee
exposed a proposal for the Center for Insurance
Policy and Research (“CIPR”) to create a
Catastrophe Model Center of Excellence (“COE”).
The proposed COE would function as a permanent
support group to provide the NAIC and state
insurance regulators with the necessary technical
expertise, tools and information necessary to
effectively regulate insurers and reinsurers that
exposed to catastrophic events in order to promote
a secure and stable insurance marketplace.

2

The Build Back Better Reconciliation bill has passed the US
House of Representatives but not the US Senate.

3

The Disaster Mitigation and Tax Parity Act was introduced by
Senator Dianne Feinstein (D-CA) and Representative Mike
Thompson (D-CA) in July 2021.
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If adopted, the COE would: (1) facilitate insurance
regulator access to catastrophe modeling
documentation and provide assistance in distilling
the technical information received; (2) provide
general technical education and training materials
on the mechanics of commercial models and
treatment of perils and risk exposures; and (3)
conduct applied research analysis using various
model platforms to proactively answer the
regulatory “so what” questions that may need to be
addressed for regulatory resilience priorities.
The support services offered through the COE are
not intended to take the place of individual state
insurance department activities involving
catastrophe models, such as model and rate filing
review, nor would the COE approve vendor
models. Rather, the COE will engage with all
vendors willing to participate for all perils with
technical documentation available for state
insurance regulators. The COE will establish a
governance structure to ensure that the COE
remains transparent and impartial. The COE will
periodically report to relevant NAIC committees
(including the Technology Workstream of the C&R
Task Force and the Catastrophe Insurance (C)
Working Group of the Property and Casualty
Insurance (C) Committee.
Further, the COE will only provide fact-based
information and relevant objective analysis, as and
when requested. The COE will conduct research using
catastrophe models to support risk mitigation and
resilience efforts, critical for reducing future probable
losses. In addition, the COE will safeguard information
received from participating catastrophe modeling
vendors through legally binding data-use agreements.
The Technology Workstream recommended the
adoption of the proposal for the COE, which the C&R
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Task Force will consider during an interim meeting
before the NAIC’s 2022 Spring National Meeting.
Second, at the Fall National Meeting, the C&R Task
Force exposed for comment a proposal from the
Climate Risk Disclosure Workstream for a
redesigned NAIC Climate Risk Disclosure Survey.
The Workstream had been asked to redesign the
survey by taking into account appropriate climate
risk disclosures within the insurance sector and
evaluating the existing survey in terms of alignment
with other sectors and international standards.
Prior to the redesign project, the survey included
eight questions regarding how insurers consider
climate-related risks in their risk and investment
management practices, including how insurers
identify and assess climate-related risks and their
potential impact to the insurer’s business strategies.
In addition, the survey considers how insurers
engage with stakeholders on the topic of risk
management. For the past several years, six states
participated in the survey, representing nearly 70%
of the market measured by direct written premium.
In 2021, fifteen states participated in the survey,
representing nearly 80% of the market. All insurers
writing at least $100 million in direct written
premium in any participating state were required to
complete the survey annually. For the past two
years, insurers were allowed to utilize the reporting
system of the Task Force on Climate-Related
Financial Disclosure (“TCFD”) of the Financial
Stability Board (“FSB”) in lieu of the NAIC survey
questions. The TCFD includes four themes: (1)
governance, (2) strategy, (3) risk management and (4)
metrics and targets. In October 2021, the FSOC, as
part of its Report on Climate-Related Financial Risk,
recommended that climate-related disclosure tools
build upon the four core elements of the TCFD.

The redesigned version of the survey exposed at
the Fall National Meeting has been revised to
closely align with the TCFD model and incorporates
insurance-specific questions. Comments were due
on the proposed survey by January 10, 2022, and
the Workstream intends to report its final
recommendation to the Task Force before the 2022
Spring National Meeting.

NYDFS Issues Guidance for New York
Domestic Insurers on Managing Climate
Change-Related Financial Risks
On November 15, 2021, the NYDFS issued its Final
Guidance for New York Domestic Insurers on
Managing Financial Risks of Climate Change (the
“Guidance”). The Guidance states that it is
intended to support New York domestic insurers in
managing the financial risks from climate changes
(referred to in the Guidance as “climate risks”) and
expands on the NYDFS Circular Letter No. 15 from
2020. The Guidance is informed by the NYDFS’s
review of insurers’ enterprise risk reports, Own Risk
and Solvency Assessment (“ORSA”) Summary
Reports, NAIC Climate Risk Disclosure Survey
responses and other voluntarily filed disclosure
materials, including TCFD reports, sustainability
reports and disclosure questionnaires. Based on
that review, the NYDFS noted that it found a wide
range of levels of maturation and sophistication
among insurers in terms of understanding and
managing climate risks, with larger insurers typically
more advanced than smaller ones, which, in some
cases have not thought about the issue.

Taking a Proportionate Approach
As noted in the Guidance, the NYDFS expects each
New York domestic insurer to take a proportionate

approach to managing climate risks that reflects its
exposure to climate risks and the nature, scale and
complexity of its business. Further, the NYDFS
expects that as an insurer’s expertise and
understanding of climate risks develops, its
approach to managing these risks will also mature.
Over time, an insurer’s analysis of climate risks and
assessment of their materiality for its business
should shift from a qualitative approach to an
approach that is both qualitative and quantitative
for risks that can be quantified. While a qualitative
assessment may be based on simple models and a
small set of risk factors, a quantitative assessment
should rely on increasingly sophisticated tools like
geospatial data and climate modeling and a
broader set of relevant risk factors, including those
described in the NAIC Financial Condition
Examiners Handbook: credit, legal, liquidity,
market, operational, pricing and underwriting,
reputational and strategic risks.

Self-Assessment Process Addressing
Alternative Scenarios
Also, the Guidance notes that an insurer that is
developing a climate risk approach or model may
need more time to incorporate it into its risk
management function or to establish an adequate
control environment. Such an insurer should start
by qualitatively analyzing the impact of climate
risks on the branded risk factors for its business
lines and assets. In addition, it should assess how
its business (both assets and liabilities) will
perform under various scenarios, such as (1) an
orderly transition that phases out fossil fuel-based
energy and transportation with minimum financial
market disruption and a limited increase in natural
disasters, (2) a disorderly transition with a large
financial market disruption and a limited increase
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in natural disasters, (3) a disorderly transition with
a drastic increase in natural disasters and (4) no
transition (as the economy continues to use the
same amount of fossil fuel) with a drastic increase
in natural disasters.

Group-Level Approach Is Acceptable
The Guidance notes that an insurer that is part of a
group can utilize policies, procedures and
processes developed at the group level for
managing climate risks if: (1) the risks considered at
the group level include those facing the insurer; (2)
the policies, procedures and processes developed
at the group level are implemented at the level of
the insurer and address the insurer’s material
climate risks; and (3) the insurer has appropriate
access to relevant climate-related resources and
expertise centralized at the group level.

Taking a Longer-Term View
In the Guidance, the NYDFS states that, in its view,
a strategic response to climate change requires a
longer-term view than the typical business planning
horizon of three to five years. Instead the horizon for
analyzing financial risks and opportunities related to
climate change should expand over time to a
medium-term (e.g., 10 years) and ultimately longterm (e.g., 30 years) view. The NYDFS’s expectation
for the timing of this progression will depend on the
situation of each insurer, with insurers with the most
developed climate-related risk profiles expected to
start experimenting with the long-term horizon now,
and other insurers expected to do so in the next
two to three years. The NYDFS notes, though, that
when making specific business decisions, each
insurer should consider climate risks based on a
time horizon that is tailored to its business and
activities and the nature of that decision.
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While the NYDFS acknowledges that many
aspects of climate change (and governmental
and societal responses to such changes) remain
unknown, its position is that uncertainty and data
gaps do not justify inaction. The NYDFS
specifically calls upon insurers to adapt their
traditional tools for identifying, monitoring and
managing risks.

Attention at the Board and Senior
Management Level
The NYDFS emphasizes the importance of climate
risks receiving attention at the board and senior
management level. Accordingly, the Guidance
requires the designation of: (1) a board member or
board committee (at either the individual insurer
level or the group level) to be responsible for
overseeing climate risks (even if climate risks are not
considered to be material currently) and (2) a
member of senior management as responsible for
the management of climate risks. The Guidelines
also require, with respect to an insurer’s
organizational structure: (a) management of climate
risks through existing enterprise risk management
functions; (b) the clear definition and articulation of
roles and functions, processes and procedures
pertaining the management of climate risks; (c)
objective, independent and regularly conducted
internal reviews; (d) the development of climate risk
expertise at the board and employee levels; and
(e) the consideration of remuneration to align
incentives with strategy for managing climate risks
and with performance against climate metrics.

Adopting a Written Risk Policy
In addition, the Guidance requires a New York
domestic insurer to have a written risk policy
adopted by its board, governing how it manages
material climate risks. Factors to be considered in

that policy should include: (1) the long-term
financial interests of the insurer and how current
decisions impact future financial risks; (2) results of
scenario analysis and potential stress testing for
different time horizons; (3) uncertainty around the
timing and channels through which climate risks
may materialize; and (4) sensitivity of both sides of
the balance sheet to changes in key climate risk
drivers and external conditions. The NYDFS further
notes that the impact of climate change on the
insurer’s risk tolerance levels and limits can be
reflected in existing risk factors.

Identifying Material Considerations
Under the Guidance, over the next two to three
years, insurers should start specifying key
considerations that inform their assessment of the
materiality of climate risks for their businesses. They
should pay attention not only to internal factors,
such as their business models, long-term strategies
and overall risk profiles, but also to external factors,
such as the economic and political environment, the
different information needs of different users of the
disclosure and recent developments in risks and
disclosure requirements. If an insurer deems climate
risks to be immaterial, the insurer is expected to
disclose this assessment, along with the qualitative
and quantitative basis for it. If an insurer deems
climate risks to be material, the insurer is expected
to disclose related figures, metrics and targets as
well as the methodologies, definitions and criteria
used to make that determination.

Integration of Control Functions
The NYDFS further emphasizes that it expects an
insurer’s control functions, including risk

management, information technology, compliance,
internal audit and actuarial functions to be
integrated for purposes of managing climate risks,
to report climate risk issues in a coordinated
manner and to have the appropriate resources and
expertise to support their consideration of climate
risk. The control functions should identify, measure,
monitor and report on the insurer’s climate risks,
assess the effectiveness of the insurer’s risk
management and internal controls and determine
whether the insurer’s operations, business results
and climate risk exposures are consistent with the
risk appetite statement approved by the insurer’s
board. Further, insurers’ enterprise risk
management functions must provide for the
identification and measurement of risk under a
sufficiently wide range of outcomes, using
techniques that are appropriate to the nature, scale
and complexity of the insurer’s risks, and must use
prospective solvency assessments, including
scenario analysis and stress testing.

What To Do Now
The NYDFS expects insurers to make use of the
TCFD framework and other similar initiatives,
including the tools and case studies that they
provide, in developing their approach to climaterelated financial disclosures. With respect to
timing, the NYDFS expects insurers to implement
the expectations in the Guidance relating to
board governance and to have specific plans in
place relating to organizational structure by
August 15, 2022. More complex expectations may
take longer to implement, but the NYDFS expects
insurers to start working on them now.

—

M AY E R B R O W N

|

7

I N S U R A N C E R E G U L AT O R Y

|

US/NAIC

Authors
Lawrence R. Hamilton
Partner, Chicago
+1 312 701 7055
lhamilton@mayerbrown.com

Sanjiv J. Tata
Partner, New York
+1 212 506 2205
stata@mayerbrown.com

Yuliya Feldman
Senior Associate, New York
+1 212 506 2274
yfeldman@mayerbrown.com

F U L L R E P O R T >>
View the Global Insurance
Industry 2021 Year in Review

8

|

Global Insurance Industr y Year in Review 2021

Americas | Asia | Europe | Middle East

mayerbrown.com

Mayer Brown is a global services provider comprising associated legal practices that are separate entities, including Mayer Brown LLP (Illinois, USA), Mayer Brown International LLP (England), Mayer Brown
(a Hong Kong partnership) and Tauil & Chequer Advogados (a Brazilian law partnership) (collectively the “Mayer Brown Practices”) and non-legal service providers, which provide consultancy services (the
“Mayer Brown Consultancies”). The Mayer Brown Practices and Mayer Brown Consultancies are established in various jurisdictions and may be a legal person or a partnership. Details of the individual Mayer
Brown Practices and Mayer Brown Consultancies can be found in the Legal Notices section of our website. “Mayer Brown” and the Mayer Brown logo are the trademarks of Mayer Brown.
© 2022 Mayer Brown. All rights reserved. Attorney Advertising. Prior results do not guarantee a similar outcome.

