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MEMORANDUM

TO: Susan Bernard, Chair of the Financial Examiners Handbook (E) Technical Group
FROM: Commissioner Birrane, Co-Chair of the Climate Resiliency (EX) Task Force leading the Solvency Workstream
DATE: May 23, 2022

RE: Referral on Proposed Climate Risk Enhancements

The NAIC’s Climate Resiliency (EX) Task Force is charged with evaluating financial regulatory approaches to climate risk
and resiliency in coordination with other relevant committees, task forces and working groups, including those under the
Financial Condition (E) Committee. As part of its efforts to address this charge, the Task Force designated a Solvency
Workstream to explore potential enhancements to existing solvency monitoring processes in this area.

During 2021, the Solvency Workstream held a series of public panels on various climate solvency related topics which included
among other things, a high-level summary of existing regulatory tools in the space. Near the end of 2021, the Solvency
Workstream released a series of questions intended to solicit input on potential enhancements to the existing regulatory tools.
As a result of comments received, and a general support for enhancements to the NAIC’s Financial Condition Examiners
Handbook, the following list of proposed enhancements to the NAIC’s Financial Condition Examiners Handbook is being
referred to the Technical Group to consider.

Financial Condition Examiners Handbook

Planning Phase of the Examination:
e Exhibit B — Exam Planning Questionnaire: Consider updating the information requested at the onset of an exam to
gain an understanding of the insurer’s exposure to and management of climate change risks
e  Exhibit Y — Examination Interviews: Consider additional sample interview questions related to climate change risks
for the various “C-Level” executive and board member positions
e Implement a means to ensure that climate-related risks are considered as part of every financial condition examination,
which may be achieved through the addition of “Climate Change” as a new critical risk category in Exhibit DD

Fieldwork Phase of the Examination:

e Investments Repository: Consider enhancements to repository risks to encourage consideration of both energy
transition and physical risks on an insurer’s investment portfolio and strategy (generally related to all lines of
insurance)

e  Underwriting Repository: Consider enhancements to existing repository risks to encourage consideration of both
energy transition and physical risks in underwriting processes, as well as a new risk focused on the medium and longer-
term impacts of climate change on the insurer’s prospective underwriting and business strategy (generally related to
Property and Casualty lines of insurance)

e Reinsurance Assuming Repository (Only Applicable to Assuming Reinsurers): Consider enhancements to repository
risks to address the extent to which reinsurers are measuring and monitoring their exposure to climate change risks
and using that information to set risk exposure limits and make retrocession decisions

e Reinsurance Ceding Repository: Consider enhancements to repository risks to address how the insurer has integrated
climate change assumptions into its catastrophic modelling processes and how the results of modelling are used in
making reinsurance coverage decisions

The proposed enhancements are presented as high-level principles for the Technical Group to consider and develop as
appropriate for inclusion in the Handbook. In addition to these high-level principles, attached are comments received from the
New York Department of Financial Services, American Property Casualty Insurance Association, American Council of Life
Insurers and Public Citizen. If there are any questions regarding the proposed referral, please feel free to contact me or NAIC
staff (Dan Daveline at ddaveline@naic.org) for clarification. Thank you for your consideration of this request.



