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IN BRIEF

Climate change has become a prudential risk for Canadian insurance companies , requiring

their attention as a fundamental business issue . Climate change creates multiple risks in
respect of product design and delivery, expected loss coverage, underwriting services,
investment portfolios, and management of assets. The insurance sector is important to

effective management of climate - related financial risks because it provides the financial
safety net for many Canadians suffering losses associated with climate impacts .

Insurance companies are somewhat unique intha  tthey have to manage climate - related risks
on both sides of the balance sheet. On the asset side, insurance companies are significant
investors and there are numerous risks to their portfolios a S countries transition to net - zero
emissions. On the liabilit ies side, more frequent and severe  wildfires, flooding and other
acute and chronic events are increasing claims volumes while the probabilities of occurrence

are becoming harder to predict and price. Directors should ensure that the insurer is
assessing cl imate - related risks and opportunities across all product lines, services, and
operations. Canadian insurers have a critically important role in the management of climate -
related risks in their capacity as risk managers, risk carriers, and investors. They a Iso need
to be aware that prudential supervisors now consider cli mate change a prudential risk to
CanadaQ@ financial system and are heightening oversight of the board @ actions in this regard.

Canadian insur ers are at different stages of addressing clima  te- related risks. Key to fulfilling
their duties, directors should ensure that the board has in place effective governance
mechanisms to oversee and manage climate - related risks and opportunities. Oversight of
climate risk is both immediate and long er term, and actions taken now could significantly
mitigate adverse impacts later.

This guide discusses what directors in the Canadian insurance sector should be considering

as they engage with climate - related risks and opportunities and develop strategic plans to
address climate change. It offers an overview of the risks that insurers face due to climate

change on both the liability and asset sides of the balance sheet , Separated into a discussion
of the different types of risks for non - life and life and health insurers . It sets out the legal
duties of directors of insurers in terms of their obligations to engage in effective oversight

and disclosure of material climate - related financial risks. It offers insights into best practice S
in climate governance, includ ing offering guidance as to how directors of insurance
companies can begin to implement effective governance, strategies, risk management, and
targets and metrics , aligned with the Taskforce on Climate - related Financial Disclosures
(TCFD) framework . The bo ard s hould develop an action plan to decarbonize, setting clear
goals that can be immediately acted on and that will have measurable results over the next

five years.
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GLOSSARY OF TERMS

AMF I"Autorit é des march és financiers
CSA Canadian Securities Administrators
D&O director and officer

GDP gross domestic product

GHG  greenhouse gas

IAA International Actuarial Association

IAS International Accounting Standards

IAIS International Association of Insurance Supervisors
IBC Insurance Bureau of Canada

IFRS International Financial Reporting Standards

IPCC Intergovernmental Panel on  Climate Change
MD&A management discussion and analysis

NatCat natural catastrophe

ORSA Own Risk and Solvency Assessment

OSFI  Office of the Superintendent of Financial Services
P&C property and casualty

SASB Sustainability Accounting Standards Board

SIF Sustainable Insurance Forum

SCC Supreme Court of Canada

TCFD Taskforce on Climate - related Financial Disclosures
TFCRAII Task Force on Climate Risk Assessment for the Insurance Industry

UN PRI United Nations Principles for Responsible Investing
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I. INTRODUCTION

Climate change has become a prudential risk for Canadian insurance companies , requiring
their attention as a core businessissue . Canadian appellate courts have observed that climate
change poses an existential threat  to human civilization and the global ecosystem, with
considerable economic and human costs. ! Forinsur ers, climate change creates multiple risks

in respect of product design a nd delivery, expected loss coverage, underwriting services,
investment portfolios, and management of assets. The insurance sector is important to
effective management of financial risks because it provides the financial safety net for many
Canadians suffer ing losses associated with climate - related events.

Mean global temperatures are already 1  'C higher that pre - industrial temperatures .? Canada
is warming at twice the global rate, and the Canadian Arctic at almost three times the rate  .°
If the current warming rate continues, the world could reach human - induced global warming
of 1.5'C as early as ten years from now, with serious consequences for economic activity,

water and food security, and the health and well - being of countless individuals .* In Canada,
increasing temperature and precipitation extremes are already contributing to the frequency
and intensity of acute eventssuchas  floods, wildfires, windstorms, heatwaves, and droughts. °
Severe weather damage in Canada caused CA$2.4 billion in insured losses in 2020.  °

Insurance companies are somewhat unique in that they have to manage climate - related risks

on both sides of the balance sheet. On the liabilities side, more frequent and severe events
are increas ing claims volumes whil e the probabilities of occurrence are becoming harder to
predict and price. ' On the asset side, insurance companies are large investors facing growing
risks to their investment portfolios.

Prudential supervisors have also recognized that ¢ limate change is a prudential risk to the
safety and soundness of Canada ~s financial system. The Bank of Canada observes that
climate change ~ looms as a potentially large structural change affecting the economy and the
financial system * . The Office of the Superintendent of Financial Institutions (OSFI) reports
that climate change may result in unexpected re - evaluation of assets in debt and equity
securities held by insurers and increased probability of default due to pressures to devalue

assets, which could lead to higher capital requirements for insurance companies in order to

Y Reference re Greenhouse Gas Pollution Pricing Act , 2019 ONCA 544 (Ont CA) at paras 3,6, 15, 16. Reference re
Greenhouse Gas Pollution Pricing Act, 2019 SKCA 40 (Sask CA).

2 Intergovernmental Panel on Climate Change (IPCC) Intergovernmental Panel on Climate Change (IPCC), Special
Report on the impacts of global warming of 1.5  6C above pre - industrial levels and related global greenhouse gas (
GHG' ) emi ssion pathways, https://www.ipcc.ch/sr15/ (hereafter IPCC 2018).

3 Government of Canada, Canada’s Changing Climate, (2019), at 84, 125, Canada’s Changing Climate Report
(hereafter Canada’s Changing Climate ).

4 IPCC 2018, note 2 at 81.

® Canada’s Changing Climate . note 3 at 119.

® Insurance Bureau of Canada, ~Severe Weather Caused $2.4 Billion in Insured Damage in 2020 ~ (18 January 2021),
http://www _.ibc.ca/on/resources/media - centre/media - releases/severe - weather - caused- $2- 4- billion - in- insured -
damage- in- 2020.

" BlackRock, 7o what degree? A climate scenario analysis of US insurers ~portfolios (2019), to- what- degree.pdf
(blackrock.com) (hereafter BlackRock 2019).

8 Miguel Molico, ~Researching the Economic Impacts of Climate Change, Implications for monetary policy

and financial stability ~, Bank of Canada (19 November 2019), at 1, Researching the Economic Impacts of Climate
Change - Bank of Canada (hereafter Bank of Canada).
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meet federal liquidity and safety and soundness obligations. ° The International Association

of Insurance Supervisors (IAIS) and the Sustainable Insurance Forum (SIF) observe: " The
insurance industry plays a critical role in the management of climate - related risks in its
capacity as a risk manager, risk carrier , and investor . *°

Assessing, managing , and underwriting risk is at the heart of the insurance business. As risk
underwriters, insurance companies offer protection to people, businesses, and governments

by assessing, pricing, assuming, carrying, and transferring risks to the insurer in return f or
a premium from policyholders. ! Insurance coverage is the guarantee that ~ policyholder losses
will be indemnified, insurers relying on pooling of risks; retrocession, whereby c umulative
and peak risks can be capped by transferring a certain portion to re insurance companies;
and securitization, in terms of  insurers packaging and selling the risks in financial markets. 12
Insurance is a broad category. It includes public and private insurance programs in health

and dental insurance, car insurance, agricultur  al insurance, annuities , and protection of
property and life. This guide focuses on the private sector.

In order to stabilize climate change and have any chance that the Earth will not heat up
beyond the capacity of humans to thrive, Canada and the rest of the world  need to move from
current greenhouse gas (GHG) emissions to net - zero emissions. ** "Net- zero emissions ~
means shifting to technolog ies and energy systems that do not produce carbon emissions,
and balancing any remaining emissions by absorbing an equivalent amount from the
atmosphere. * A recent scientific study reports that the net - zero emissions needed to
stabilize the climate requir  es both acceleration in  the use of non - carbon energy sources and
a rapid decline in the global share of fossil fuels in the energy mix. 15 Failure to effectively
manage the transition to net - zero carbon emissions could affect the solvency of some
insurers . Given the broad scientific consensus that unabated climate change poses an
existential threat to human existence, there is considerable urgency that insurers act now to
contribute to the mitigation and adaption needed. It requires a significant shift in capital and
infrastructure investments, and the directors of insurers need to have the skills and
information to manage this transition.

While CanadaQ insur ers have commenced climate - related risk management, and some are
undertaking  strategic planning to capture the upside potential of climate - related
opportunities, most insurers do not yet have the data , modelling or mechanismsto understand

® OSFI, Navigating Uncertainty in Climate Change, Promoting Preparedness and Resilience to Climate - related
Risks (January 2021), atfigure 4, Navigating Uncertainty in Climate Change - Promoting Preparedness and
Resilience to Climate - Related Risks (osfi_- bsif.gc.ca) (hereafter OSFI 2021).

9 International Association of Insurance Supervisors ( IAIS) and Sustainable Insurance Forum  (SIF),” Draft
Application Paper on the Supervision of Climate - related Risks in the Insurance Sector 7, (13 October 2020), at 16,
www.iaisweb.org  (hereafte r IAIS & SIF 2020).

™ Maryam Golnaraghi, Climate Change and the Insurance Industry: Taking Action as Risk Managers and Investors
(2018), The Geneva Association, at 16, Climate Change and the Insurance Industry: Taking Action as Risk
Managers and Investors | Geneva Association (hereafter Golnaraghi).

2 Ibid at 16, 40.

13 Energy and Climate Intelligence Unit,  “Net zero, why is it necessary? ~ (2019), Net zero: why is it necessary? |
Energy & Climate Intelligence Unit (eciu.net)

14 Janis Sarra, From ldeas to Action, Governance Paths to Net Zero (Oxford, 2020, Oxford university Press) at 16
(hereafter Sarra, From ldeas to Action ).

5 Science Advisory Group of the UN Climate Action Summit 2019, United in Science, World Meteorological
Organization (22 September 2019), United in Science 2020 | World Meteorological Organization (wmo.int)
(hereafter United in Science ).
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the long - term impacts of climate change on morbidity, mortality , and the value of investment
assets. Many Canadian insurers have not yet embedded climate - related risks into their
financial statements or business plan s. Yet given the acceleration in climate - related impacts,
insurers will have to build the actuarial and risk assessment models even as they are trying
to manage the risks. It requires effective governance by directors in their oversight of
insurers.

This guide offers an introduction to  what directors in the Canadian insurance sector should

be considering as they engage with climate - related risks and opportunities and develop
strategic plans to address climate change. It commences in part Il with a discussion of the
legal duties of direct ors of insurers in terms of their obligations to engage in effective
oversight of climate - related financial risks.  Parts lll and IV then consider th e types of risks
that insurers face due to climate change on both the liabilities and assets sides of the ba lance
sheet. These risks will manifest over different time horizons and in different ways across
Canada’s diverse geographical landscape. The discussion is divided into a n analysis of
property and casualty (P&C) and other non - life insurers Qrisks first, and then risks faced by
life and hea Ith insurers. While there are a few multiline insurers in Canada, most of the market
is segregated into life and non - life and they face different issues in respect of managing
climate - related risks. PartVturnst o a discussion of effective climate governance, including
governance, risk management, strategy , targets, and metrics. It offers directors questions
they should be asking their managers, accountants , and actuaries in order to start to shift
towards effecti ve climate governance.
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I1. Directors’ Duties of Oversight and
Management of Climate-Related Financial Risks




Il. DIRECTORS™ DUTIES OF OVERSIGHT AND MANAGEMENT OF CLIMATE - RELATED
FINANCIAL RISKS

Directors and officers of insurance companies have essentially the same duties as all
corporate directors and officers. They have both a duty of care and a duty of loyalty, often
referred to collectively as their fiduciary obligations, to act in the best interests of the
company. ** These common law obligations have been enshrined and strengthened in statutes
across Canada, requiring directo rs to discharge their duties honestly and in good faith, and

to exercise care, diligence, and skill with a view to the best interests of the co mpany.*” Under
financial services legislation, that duty is also viewed as a prudential duty " directors have
an obligation to ensure the company is managed prudently so that there is sufficient capital

that the promises to insurance policyholders and to annuities and pension beneficiaries can

be met.

For example, the federal  /nsurance Companies Act *® specifies:

166 (1) Every director and officer of a company in exercising any of the
powers of a director or an officer and discharging any of the duties of a
director or an officer shall
() act honestly and in good faith with a view to the best interests o f
the company; and
(b) exercise the care, diligence and skill that a reasonably prudent
person would exercise in comparable circumstances.
(2) Every director, officer and employee of a company shall comply with this
Act, the regulations, the company s incorp orating instrument and the by - laws
of the company.
(3) No provision in any contract, in any resolution or in the by - laws of a
company relieves any director, officer or employee of the company from the
duty to act in accordance with this Act and the regulat ions or relieves a
director, officer or employee from liability for a breach thereof. 19

As section 166 specifies, the standard expected of directors is that of a reasonably prudent

person in terms of the care, diligence, and skill that they would exercis e in comparable
circumstances. Directors also have a duty to ensure the insurer is meeting the capital and
liquidity requirements set by prudential regulators.

The /nsurance Companies Act also specifies that directors must, among a number of
responsibilities, manage or supervise the management of the business and affairs of the
company; establish procedures to provide statutorily required disclosure of information to
customers of the compan y and for dealing with complaints; designate a committee of the
board of directors to monitor compliance with the procedures; and establish investment and
lending policies, standards, and procedures in accordance with the Act’s requirements.
These duties require directors to consider any material risks to the best interests of the

20

% yalden et al, Business Organizations: Practice, Theory and Emerging Challenges . Toronto: Emond, 2017).
17 See for example, Section 122(1), Canada Business Corporations Act .

8 Insurance Companies Act, SC 1991, ¢ 47, as amended.

¥ Ibid, s 166.

2 Jbid, ss 165(1) and (2).
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company, to assess their investment policies against the risks, and to devise strategies to
manage the risks.

Provincial insurance statutes mirror these provisions. For example, the Ontario  /nsurance
Act offers directors protection from liability if they have exercised the care, diligence, and

skill that a reasonably prudent person would have exercised in comparable circumstances,
including reliance in good faith on f  inancial statements of the insurer that were represented

to them by an officer of the insurer or in a written report of an auditor of the insurer fairly

to reflect the financial condition of the insurer. 2L Directors have an obligation to be duly
diligenti n oversight of climate - related financial risks, but they can rely on outside expertise
where that expertise is not on the board.

The Qu ébec Lorsur les assureurs (Insurers Act)  specifies that directors must ensure that the
insurer adheres to sound commer cial practices and sound and prudent management
practices. # Directors of Qu ébec insurers have protection from liability where they have acted

with a reasonable degree of prudence and diligence in the circumstances. 23 L~Autorit é des
march és financiers de Q uébec (AMF) has issued an Integrated Risk Management Guideline
for insurers governed by Qu  ébec legislation, which sets out its expectation that insurers will

carry out integrated risk management that is supported by strategies, policies , and
procedures that enable them to identify, assess, quantify, control, mitigate , and carefully
monitor material risks. ?* It specifies that the board s mandate requires the directors to have
knowledge and understanding of the risks to which the financial institution is exposed. ?°

The Geneva Association has observed that insurers have a fiduciary duty to enhance the
value of their assets so that they remain solvent and can make payouts to the ir policyholders
with the highest probability at any time; and that these fiduciary duties pose constraints on

the industry s investment strategies. 2°

1. The Court “s Expectation of Directors

The Supreme Court of Canada (SCC) has been clear that where cases alleging breach of
directors ~ duties come before it, the court will assess the decisions and conduct of directors
against an objective standard of what a reasonably prudent person would do in comparable
circumstances. 2’ This objective standard means  that a director “s personal views on climate
change areirrelevant. Given thatclimate - related risks are widely recognized by the scientific

2 Ontario /nsurance Act, RSO 1990, c | 8, as amended, s 437.22(9).

2 q UV Cdumrs Act, SQ chapter A-32.1, s 94.

3 Ibid, ss 88, 505, 522, 523,

2qUT cERHUDOxT UT dEE@d O&x El T dhiedrdted Risk BanAged@entl Guidekne) (2615), Les lignes
directrices de | ™ U U O xLighe$ directrices - Assureurs | AMF (lautorite.qc.ca) , including An Act respecting
insurance , CQLR, ¢ A - 32; An Act respecting financial services cooperatives, CQLR, c C-67.3;and AnAct
respecting trust companies and savings companies, ~ CQLR,c¢S-v}rtur d, EEdZANZOdTUT CEEd! UUOxT UT dEE@c
financiers, Governance Guideline (2016 ), Ligne directrice sur la gouvernance (lautorite.qc.ca)

% AMF, Integrated Risk Management Guideline,  ibid at 4.

% Golnaraghi, note 11 at 16.

2" peoples Department Stores Inc (Trustee of) v Wise ~ ,[2004] 3 SCR 461 (SCC) at 491;  BCE Inc v 1976
Debentureholders , [2008] 3 SCR 560 (SCC) at paras 36  _8 (hereafter BCE).
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community, the courts, and governments, directors have a duty to identify and ensure
effective oversight of manageme  nt of the company s exposure to those risks. 2

The SCC has held that, from an economic perspective, the best interests of the corporation

means the maximization of the value of the corporation. % 1t has held that directors can take
into consideration the prevailing socio - economic conditions and that the ~ establishment of
good corporate governance rules should be a shield that protects directors from allegations

that they have breached their duty o f care.” *° In BCE Inc v 1976 Debentureholders, the SCC
held that it will assess whether directors acted in the best interests of the corporation, having

regard to all relevant considerations:

[81] As discussed, conflicts may arise between the interests of corporate
stakeholders /nter se and between stakeholders and the corporation. Where the
conflict involves the interests of the corporation, it falls to the directors of the
corporation to resolve them in accordance with their fiduciary duty to act in the

best interests of the corporation, viewed as a good corporate citizen.

[82] The cases on oppression, taken as a whole, confirm that the duty of the
directors to act in the best interests of the corporation comprehends a duty to
treat individual stakeholde rs affected by corporate actions equitably and
fairly. There are no absolute rules. In each case, the question is whether, in all
the circumstances, the directors acted in the best interests of the corporation,
having regard to all relevant consideration s, including, but not confined to, the
need to treat affected stakeholders in a fair manner, commensurate with the
corporation @ duties as a responsible corporate citizen ~ .**

Thus, directors have an obligation to treat stakeholders fairly, commensurate with the
company Q duties as a responsible citizen, which could be held to relate directly to exercising

a duty of care in respect of climate - related risks. As stewards of governance, directors and
officers of insurer s have a duty to be proact ive, and to critically evaluate and address the
material financial risks and opportunities associated with climate change. %2 Boards must
ensure their managers are giving them the most effective information on these risks and
opportunities, to allow them to devise short -, medium- and long - term strategies for the
business. * Balancing these different time horizons, risk factors , and different stakeholders
is a key responsibility of directors and officers, and as information on climate risk continues

to becom e available, these decisions can be complex.  3*

Failure to act on both material risks and opportunities from climate change leaves insurers
and their fiduciaries vulnerable to charges that they have breached their duties to the
company. %

% Janis Sarra, "~Duty to Protect: Corporate Directors and Climate - Related Financial Risk ~, CD Howe Institute E -
brief, (Toronto: CD Howe Institute, 2020) at 3, citing a number of studies (hereafter Sarra, CD Howe).

2 peoples Department Stores Inc (Trustee of) v Wise, note 27 at para 42.

%0 Ibid at para 64.

81 BCE, note 27, at paras 81 - 82.

%2 sarra, CD Howe, note 28 at 4.

% Ibid.

* Ibid.

* Ibid.
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vr d ©1 x DEteurddrSdcurities Laws and Accounting Standards in Canada
i. Securities Law and Material Climate - related Risk

Canadian securities regulators have stated that climate change is now a mainstream business
issue, and publicly - listed insur ers and other companies must disclose material climate risks
and how they are managing them.*® They have cautioned that boilerplate disclosure is no
longer acceptable. Directors should be asking their managers for financial metrics that allow
them to measure and disclose material risks and opportunities. *’ Securities regulators have
stated that even if the company is only beginning to develop a capacity to measure carbon
emissions, it must disclose material risks identified and its efforts to measure and manage
them. *®

The scope and content of continuous disclosure obligations of publicly - listed companies in
Canada is set by National Instrument 51 - 102 Continuous Disclosure Obligations .3 The
objective of the continuous disclosure requirements is to improve the quality, reliability, and
transparency of annual filings, interim filings, and other materials that insurers and other
issuers file under securities legislation %% The Canadian Securities Administrators (CSA) Staff
Notice 51 - 358 Reporting of Climate Change - related Risks specifies that the audit committee

is required to r eview an issuer s financial statements and MD&A, as well as its continuous
disclosures such as material change reports, before the issuer publicly discloses this
information. ** Directors must be satisfied that adequate procedures are in place for the
revie w of the insurer @ public disclosure of financial information extracted or derived from

its financial statements, and must periodically assess the adequacy of the company s
procedures. *

The CSA states that omitting or misstating material information in required continuous
disclosure documents can lead to the board, management, and the company itself facing
potential risks, including litigation, enforcement, or other regulatory actions such as an order

to refile continuous disclosure docume nts.** As Hansell has observed, directors should be
aware that their decisions about disclosure under securities law are not protected by the
business judgment rule. **

Privately - held Canadian insurance companies do not have to meet these securities law
disclosure requirements ; however, they are required to disclose material information to their

% bid.

37 CSA Staff Notice 51 - 358 Reporting of Climate Change - Related Risks (2019), CSA Staff Notice 51 - 358
Reporting of Climate Change - related Risks - (gov.on.ca) (hereafter CSA SN 51 - 358)

% Ibid.

39 NI 51 - 102 Continuous Disclosure Obligations, (6 June 2018), 51- 102 Continuous Disclosure Obligations | BCSC.
0T EO0T @d, Exx £pd- 000 Ad oMgad, and RatEigaliBarG d AuBik Golnittees and Effective Climate
Governance, A Guide for Boards of Directors ~ , (December 2020), Canada Climate Law Initiative, at 10, https://law_-
ccli - 2019.sites.olt.ubc.calfiles/2020/12/CCLI - Guide- for - Audit - Committees - on- Effective - Climate -
Governance.pdf (hereafter Audit Committees ).

41 CSA SN 51- 358, note 37 at 4.

42 Audit Committees, note 40 at 11.

43 CSA SN 51- 358, note 37 at 7.

4 Hansell LLP legal opinion, “Putting Climate Change Risk on the = Boardroom Table ~, (June 2020), Hansell -
Climate - Change- Opinion.pdf (ubc.ca) (hereafter Hansell).
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shareholders on an annual basis , and given the growing materiality of climate risk, such
financial information is increa  singly material.

ii. Accounting Standards and Climate Change

All Canadian federally - regulated financial institutions, including insurance companies, must
comply with International Financial Reporting Standards (IFRS) in their financial reporting. *
Most other Canadian insurers have adopted IFRS. The IFRS make clear that the standards
require disclosure of material climate - related risks d&when the effect of those matters is
material in the context of the financial statements taken as a whole €; advising that
dgnformation about how management has considered climate - related matters in preparing a
company’s financial statements may be material with respect to the most significant

judgments and estimates that management has made.  £*

5

The IF RS Foundation published specific guidance in 2020 on climate disclosure across 11
international accounting standards (IAS): IAS 1 Presentation of Financial Statements, IAS 36
Impairment of Assets, IAS 2 Inventories, IAS 12 Income Taxes, IAS 16 Property, PI ant and
Equipment, IAS 38 Intangible Assets, IAS 37 Provisions, Contingent Liabilities and Contingent
Assets, IFRS 7 Financial Instruments: Disclosures, IFRS 9 Financial Instruments, IFRS 13

Fair Value Measurement, and IFRS 17 Insurance Contracts. *’ The IF RS Foundation reports
that:

Climate - related matters may increase the frequency or magnitude of insured events

or may accelerate the timing of their occurrence. Examples of insured events that

could be affected by climate - related matters include business interruption, property
damage, illness and death. Climate -related matters may, therefore, affect the
assumptions used to measure insurance contract liabilities applying IFRS 17. Climate -
related matters may also affect required disclosures about (a ) the significant
judgments and changes in judgments made in applying IFRS 17, and (b) a company s
exposure to risks, concentrations of risk, how it manages risks and sensitivity
analysis showing the effect of changes in risk variables. 48

It means that in ternal accounting and audit functions of insurers and their client companies
already need to identify and account for material climate - related risk, and it is only a matter
of time before external auditors will raise climate issues as a “key audit matter ~. In turn, this
requirement to measure and disclos e climate - related risks may lead companies to shift some

of their priorities for insurance coverage, pricing, and carrier, in turn impacting insurers.

% Government of Canada, ~International Financial Reporting Standards (IFRS) 7, (2020),
https://www.canada.ca/en/reven ue- agency/services/tax/businesses/topics/international - financial - reporting -
standards - ifrs.html  (hereafter Government of Canada, IFRS). IFRS Foundation, “Canada’, (2020),
https://www.ifrs.org/use - around - the - world/use - of - ifrs - standards - byjurisdiction/canada .

“ |FRS, Effects of climate - related matters on financial statements, https://cdn.ifrs.org/ -
/media/feature/supporting - implementation/documents/effects - of- climate - related - matters - on- financial -
statements.pdf?la=en (hereafter IFRS 2020). See also Internati onal Accounting Standards Board, “IFRS Standards
and Climate - related Disclosures ~ (2019), IFRS, Nick Anderson, IFRS Standards and climate - related disclosures,
https://cdn.ifrs.org/ - /media/feature/news/2019/november/in - brief - climate - change - nick - anderson.pdf?la=en
4T IFRS 2020, /bid at 2- 6.

“ Ibid at 6.
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When IFRS 17 comes into force, some of its key principl es, such as identifying as insurance
contracts those contracts under which the entity accepts significant insurance risk from the

policyholder, and its requirement to recognize and measure a risk - adjusted present value of
the future cash flows that incorpo rates all of the available information in a way that is
consistent with observable market information, will necessitate careful assessment of how

these requirements relate to climate risks. ~ *°

IFRS are principles - based, which leaves room for companies to determine what is material
to their business. The disclosure standards under IFRS and Canadian securities laws align in
specify ing that dinformation is material if omitting, misstating or obscuring it could reasonably
be expected to influence decisions of the primary users of financial statements  €.°° Thus,
directors of insurance companies need to be aware of the company "s obligations under these
accounting standards, as well as the market challenges that might arise from their
policyholders , clients , and investors .

“® |FRS Foundation, ~About IFRS 17 ~, (2020), IFRS - IFRS 17 Insurance Contracts .
%0 |FRS 2020, note 46 at 6.
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lll. CLIMATE - RELATED FINANCIAL RISKS TO PROPERTY, CASUALTY , AND OTHER
NON- LIFE INSURERS IN CANADA

Non- life insurers in Canada cover P&C insurance for homes and businesses , car insurance,
agricultural insurance, director and officer (D&O ) liability insurance, professional errors and
omissions (E&O) insurance , and other types of non - life general insurance. Federally, there
are 149 P&C insurers regulated by OSFI. > Many other companies are regulated by provincial
financial services authorities.

Climate - related financial risks have now been well - documented by scientists, accounting
and actuarial organizations. 2 New claims risks are arising from unexpected confluence of
extreme events such as closely sequential hurricanes or concurrent tropical storms. PwC
reports that anthropogenic (human - caused) climate change is the biggestlong - term risk for
insurers, posinga ~ very large, even existential, threat to the insurance industry £€.°% McKinsey
reports that insurers ~ concerns no longer comprise only particular acute events; rather, they
are the interactions between the global climate and human systems, finding that " because its
effects are systemic, climate risk is likely to stress local economies and . more grimly
cause market failures that affect both consumers and insurers. "% It observes that:

As the frequency and severity of tail events . formerly thoughttobe low probability
increase, so do changes to the balance sheet, including higher capital requirements

for reinsurance consumption. Financial markets can rapidly reprice assets that are
exposed to climate risk, affecting insurers ~ investment portfolios and th eir own
market valuations negatively X Some historically stable premium and profit pools will
shrink, and possibly disappear, in places and industries that are exposed to climate

risk while assets will become harder to insure X the industry should develop pr  oducts
that cover climate - related risk specifically and should revisit its (potentially carbon -
intensive) investment strategies.  >°

The G20 countries commissioned the Financial Stability Board Taskforce on Climate - related
Financial Disclosures (TCFD) to ex amine how to address climate - related financial risks. The
TCFD reports two primary types of climate - related risks * physical risks and transition
risks. *° It observes that emissions @are a prime driver of rising global temperatures and, as

1 OSFI, Who We Regulate, (2021), Who We Regulate (osfi - bsif.gc.ca) .

%2 See for example, IPCC 2018, note 2; World Economic Forum, Deloitte, EY, KPMG and PwC, ~ Measuring
Stakeholder Capitalism: Towards Common Metrics and Consistent Reporting of Sustainable Value Creation ", White
Paper, (22 September 2020), https://www.weforum.org/reports/measuring - stakeholder - capitalism -
towardscommonmetrics - and- consistent - reporting - of- sustainable - value - creation (hereafter Towards Common
Metrics); and International Actuarial Association, Importance of Climate - Related Risks fo r Actuaries (September
2020), Climate Risk Task Force, (hereafter IAA).

8 PwC, “Insurance Banana Skins ~, (2019) at 32, Insurance Banana Skins 2019: Fin _ancial services: PwC ..
 McKinsey & Company, Climate change and P&C insurance. The threat and opportunity (19 November 2020), at

2, https://lwww.mckinsey.com/industries/financial - services/our - insights/climate - change- and- p- and- c-
insurance - the - threat - and- opportunity# (hereafter McKinsey).
%5 bid at 4. See also ~Climate risk and response: Physical hazards and socioeconomic impacts ", McKinsey Global

Institute, (16 January 2020), Climate risk and response | McKinsey

% Task Force on Climate - related Financial Disclosures,  Final Report: Recommendations of the

Task Force on Climate - related Financial Disclosures , Financial Stability Board, (June 2017), https://www.fsb -
tcfd.org/publications/final - recommendations - report (hereafter TCFD Final Report ).
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such, are a key focal point of regulatory, market, and technology responses ~ %" More than
1,500 organizations have expressed their support for the TCFD recommendations and over
120 countries have now committed to net- zero carbon emissions by 2050 .

1. Physical Risks of Climate Change and Implications for P&C and Other Non- life Insurers

Physical climate risks represent both foreseeable and unforeseeable financial risks to the
insurance sector .>° Insurers ~ underwriting activities are highly exposed to physical acute or
catastrophic climate risks.  Since underwriting such risks is their core business, non - life
insurers have been modelling risks of acute catastrophic events for decades, aimed at
ensuring that they are sufficiently capitalized to cover policyholders ~ claims when such
events occur. ® It is the increasing frequency and intensity of climate - related events and
their non - linearity that pose new challenges.

Physical risks can be broadly categorized into acute and chronicrisks.  Acute or ¢ atastrophic
risks refer to risks that are event - driven, including increased severity of extreme weather
events such as cyclones or hurricanes. ® The insurance sector uses the term catastrophic
events to refer to large , unforeseen events.® Chronic physical risks refer to longer - term
shifts in climate patterns, such as sus tained higher temperatures that cause chronic
heatwaves and sea level rise. ® Both acute and chronic physical risks have financial

implications for insurers on both the assets and liabilities side of the balance sheet. Physical
risks also interplay with transition risks in that they will each affect the trajectory of the
other.

i. On the Liabilities Side ofthe ® O @ U xBalaricaZStheet

Insurers are particularly exposed to physical risks through insurable catastrophic events.

More frequent and severe weather events result in claims for losses due to damaged
property. Wildfires, windstorms, hurricanes, tropical storms, extreme rainfall, and flooding
attributable to climate change are already disrupting manufacturing operations and supply
chains in Canada. ® Repeated acute events in some regions, such as both wildfires and
extreme flooding in Fort McMurray, have rendered some residential and business properties
uninsurable or insurable only at a cost that is becoming prohibitive for policyholders. For
example, the 2017 Fort McMurray wildfire resulted in total insured damage of CA$4.5

5 TCFD, “Task Force on Climate - related Financial Disclosures Forward - Looking Financial Sector Metrics 7,
(2020), https://assets.bbhub.io/company/sites/60/202 0/09/2020 - TCFD_Consultation - Forward - Looking - Financial -
Sector - Metrics.pdf .

%8 Jbid.

% Audit Committees , note 40 at 30 - 33.

 The Geneva Association, Climate Change Risk Assessment for the Insurance Industry: A holistic decision -
making framework and key  considerations for both sides of the balance sheet . Golnaraghi et al, First Report of
the Geneva Association Task Force on Climate Risk Assessment for the Insurance Industry (25 February 2021) at

6 (hereafter TFCRAII).

®1 Sarra, From Ideas to Action , note 14 at 47.

82 \pCC, Climate Change.: New Dimensions in Disaster Risk, Exposure, Vulnerability, and Resilience (2012), 1 -
Climate Change: New Dimensions in Disaster Ri sk, Exposure, Vulnerability, and Resilience (ipcc.ch)

8 /bid. See also TCFD Final Report, note 56 at 6.

% Sarra, From ldeas to Action , note 14 at 47.
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