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Key take-aways from FY2021 reporting cycle by insurers – early experience

Insurance underwriters and reinsurers in scope of the publication of EU Taxonomy Article 8 Disclosures Delegated Act (Disclosures DA) disclosures have published the relevant EU Taxonomy-eligibility data in their reports for the fiscal year 2021.
As previously highlighted during the regulatory development process, the FY 2021 reporting cycle was very challenging given the short implementation timeline after final adoption of Art. 8 TR DA and the two EU COM FAQ documents that were released in December 2021 and February 2022 respectively. Despite the challenges of a very limited implementation timeframe and lack of clarity on a number of provisions, insurers successfully delivered on the requirements and made use of qualitative/descriptive information to complete the quantitative data. 
Overall, (re)insurers understand that sustainability reporting is a journey in which Taxonomy-eligibility is a first phase. With time, experience and availability of data will lead to better quality and accuracy of public reporting. This is ultimately in line with policymakers’ objective.
Regarding the presentation of the mandatory disclosure information requested from Article 10 (3) of the Disclosures Delegated act, a number of approaches have been identified by (re)insurers as appropriate for meeting disclosure obligations in this first phase of reporting, eg.:
The Lines of Business (LoBs) that insurers have considered as eligible (all eligible LoBs as per the Climate DA vs. a subset thereof, depending on implicit vs. explicit coverage).
The investments KPIs disclosed where the (insurance) parent is conducting one financial business activity (i.e. insurance) but one or more material subsidiaries of the Group conduct another (material) financial business activity (e.g. asset management).
Provisions of simple percentage breakdown or provisions of a table specifying all of the relevant information or indicating the results within the text.
The late introduction of a distinction between mandatory vs. voluntary disclosure based on the source of data being used created confusion for the preparers but also for users of the disclosures
As internal implementation work is transitioning from eligibility to alignment, there are still open questions, both on the underwriting and investments KPIs (see below).
2022 will be essential to ensure that any remaining unclarities on Art. 8 TR for insurers are resolved in order to:
ensure:
· certainty from a compliance perspective; and
· consistency / comparability across insurers; and
allow for systems and products to be adapted before 1 Jan 2023 as a preparation of Taxonomy alignment reporting from 1 Jan 2024 for FY 2023.



Open questions on Article 8 Taxonomy Regulation for reporting by insurers (note: most relevant questions considered by the PSF as most relevant are marked in yellow)

Underwriting

Taxonomy eligibility

Insurers have already reported the eligibility of their underwriting activities for the year 2021, and implementation and efforts will now move into considering approaches for alignment. 

1. What is the approach to take to define whether climate-related perils are covered in LoBs? Are explicit terms needed or is non-exclusion of coverage for climate-related perils sufficient?

Emerging views of the (re)insurance sector
This question has been addressed by the EC’s second FAQ-16 (“the insurance line of business must contain a policy with terms related to the treatment of ‘climate perils’ in view of Appendix A to Annex II to the Climate Delegated Act in order to be counted for Taxonomy-eligibility”) and it has been seen individually by insurers with their auditors.

2. How to treat health insurance (i.e. non-life) with an investments-based structure in analogy to life insurance – is the fact that it is non-life decisive (i.e. eligible) or the fact that it follows the approach of life insurance (i.e. non-eligible).


Taxonomy alignment

3. For Taxonomy alignment, where NatCat cover is embedded in another wider product, should insurers disclose only the relevant share of premium or the full premium for the product? How do you then define the relevant share eg in a home insurance covering NatCat as well as other non-climate relate perils?

Emerging views of the (re)insurance sector
In line with the Climate Delegated Act Annex II’s description of the eligible non-life insurance activity, there should be some climate-related cover in the LoBs. Following the Article 8 Delegated Act objective to facilitate reporting during the first two years (eligibility reporting), once the LoB-level analysis confirms there is climate-related coverage, the full GWP for that LoB should be the starting point for reporting.
 
Furthermore, the taxonomy alignment should:
· Clearly distinguish the TSC for insurers and those for reinsurers
· Consider that reporting on taxonomy-alignment will require reinsurers to gather information from insurers not subject to the NFRD. To facilitate this process, the interpretation of the TSC for insurers should therefore be as simple and business-relevant as much as possible.


4. In case the NatCat perils are not explicitly priced within the different LoBs in a given product, is it possible to use (supported/justified) proxies, based upon the charge of Nat Cat incurred cost of claims for a given LoB? For what period would the usage of supported/justified proxies be allowed? Or could products where NatCat risks are not priced anyway not qualify as Taxonomy-aligned?

Emerging views of the (re)insurance sector
The use of proxies should be allowed to avoid excessively restricting the scope of reporting and to facilitate a proper set-up of the processes and procedures. The methodology to be used will depend on the LoB/geography/type of coverage provided. The charge of NatCat gross incurred cost of claims for a given LoB (not just the part exceeding the reinsurance thresholds for this protection) can be considered as one of the possible methodologies to be used. 

5. Do no Significant Harm (DNSH):
a. To be applied in entirety (e.g. DNSH not fulfilled because insured activity relates to fossil fuels to some extent, irrespective of extent, e.g. also if there is just one truck insured that transports fossil fuels, everything else fulfills DNSH) or based on materiality threshold (e.g. DNSH not fulfilled if XX % of insured activity relates to fossil fuels)? 
b. To be applied at the level of entire insured party (e.g. DNSH not fulfilled because insured party as part of one activity stores fossil fuels, although this activity is not covered by the insurance contract) or at the level of the insured activity?

Emerging views of the (re)insurance sector
Insurers take the approach of an activity-by-activity assessment building on NACE codes and the use of the NACE codes related to the fossil fuel value chain proposed by SBTi. With regard to other elements of the value chain, an insurer can decide whether to include them or not (as coverage of the commercial fleet /additional services). Insurers should be transparent about the key assumptions made in the qualitative information that supports the quantitative KPI.
Looking at reinsurance, the approaches based on activity-by-activity assessment and value chain are often not possible for some products. This is particularly true due to the required granularity of required information.


Investment

Taxonomy eligibility and Taxonomy alignment

6. It is unclear which KPI should be used by an investor for insurer investees with life and non-life business ("for investees that are insurance or reinsurance undertakings, investments, gross premiums written or, as applicable, total insurance revenue, as resulting from the calculation either of the turnover-based and CapEx based investments KPI (…) combined, where applicable, with the underwriting KPI of the non-life investee insurance and reinsurance undertakings").


7. Which KPIs for which business activities need to be disclosed on group level, if the parent is conducting one financial business activity (e.g. insurance) but one or more material subsidiaries of the Group conduct another (material) financial business activity (e.g. asset management); are different sets of KPIs necessary (e.g. underwriting KPI and proprietary investments KPI subject to guidance for insurers, investments KPI for third-party assets subject to guidance for asset managers) and, if so, which ones shall be considered by investors into such companies?

Emerging views of the (re)insurance sector
Insurers with for example an asset management business are required to report Art. 8 data on both insurance and asset management using the two different templates, respectively. The information would need to be provided at activity-level and not entity-level from a Group perspective (eg. if different asset management entities are active under the umbrella of an insurance undertaking, only one template for the asset management activity would need to be disclosed in addition to the templates applying for insurers).

8. As a look-through shall apply as per FAQ I, as long as underlying investments within a fund are in the NFRD scope, they can be considered by the investor in the fund; however, the question is how investors should get fund-level data as funds are not required to report the Art. 8 TR KPIs at product-level so that they would need to be approached directly to get the look-through information. In any case, while the fund’s information could (and should) rely on reported data, the investor’s data could not (as the fund is not required to disclose the information under Art. 8 publicly; if at all, it would provide the information to the investor voluntarily); would this then count as an estimate from the investor’s perspective or could it be included in the investor’s mandatory KPI? In other words, how shall investors get the look-through Art. 8 TR data for investments into externally managed funds (is the EET an option or not, does not seem to include fields for Art. 8 TR at this stage) in a way to be able to consider them in their mandatory KPI (although the fund-level information will not be data provided under Art. 8 TR as funds are not in scope of the NFRD/CSRD)?

9. How to treat real estate held for own use which is not per se an investment, are they part of total investments and can be screened for Taxonomy eligibility / alignment or not?

Emerging views of the (re)insurance sector
Among other things, the exercise of ownership of real estate is described as an activity in the screening criteria for both the environmental goal of climate change mitigation and the environmental goal of adaptation to climate change and is thus taxonomy eligible. Where such assets form part of the general account, they should be considered in the ratio (both in the numerator and the denominator).

10. Do eligible and non-eligible investments add up to 100% or is there a 3rd category (for investments not in scope, eg. non-CSRD undertakings, central governments)? Would investments in non-EU undertakings be qualified “non-eligible” or as “not covered”?
Emerging views of the (re)insurance sector
There should be a third category “not covered” where “non-eligible” should only be the “non-eligible” part of the investments covered by the TR (NFRD) as taking everything (incl. non-covered investments such as derivatives and non-EU exposure which are by nature non-eligible) does not result in a meaningful value for users of the disclosed KPI. This is a key question for the insurance industry and would have a significant impact on the “non-eligible” ratio which could mitigate concerns as regards adverse impacts on the industry’s reputation. 

Taxonomy alignment

11. From the FAQ II, we understand that mortgages are Taxonomy-eligible. However, how would the Taxonomy alignment assessment work (e.g. how to gather the data and at which level)?

12. For structured products (e.g. ABS), how would the Taxonomy alignment assessment work (e.g. how to gather the data and at which level)?

Areas for future consideration

Climate Change Mitigation – Should and if yes, how could insurance underwriting be considered as contributing to Climate Change Mitigation? – i.e. not (only) considering the products provided but (also) the activities/objects insured. 

Emerging views of the (re)insurance sector
Yes, insurers can also contribute to CCM, e.g. by incentivizing lower GHG emissions (e.g. via incentives in prices) or as an enabler by insuring e.g. wind parks. However, we caution against an approach that would compel insurers to screen their insurance contracts to check policyholders’ taxonomy-alignment. This would be operationally very complicated and burdensome. We would rather favour an approach focused on insurance products offered: products that enable better energy performance, reduced GHG emissions etc., especially through claim management.

Other environmental objectives – In analogy to climate change mitigation (see above), if a different rationale was applied (i.e. insurers enabling via activities/objects insured), could insurance underwriting be considered as contributing to e.g. biodiversity (e.g. via insuring a policyholder driving biodiversity)?

Emerging views of the (re)insurance sector
As above, insurers can act as enabler also for the other environmental objectives. However, to determine the insurance contribution, we should rather look at specific products (eg. environmental liability for biodiversity) or the insurers action in claim management.
Having an approach for a similar approach for underwriting as the one for investment makes sense theoretically but would be incredibly burdensome from an operational point of view. Insurers do not have the tools to check if policyholders comply with taxonomy criteria.

Life insurance – Could life insurance underwriting contribute to climate change adaptation objectives? If so, how? What should be the screening criteria? – e.g. Incentives to adapt to disability / morbidity caused by heatwaves resulting from climate change.

Emerging views of the (re)insurance sector
Priority should go to climate change mitigation. 
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