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Antitrust Notice

The Casualty Actuarial Society is committed to adhering strictly
to the letter and spirit of the antitrust laws. Seminars conducted
under the auspices of the CAS are designed solely to provide a
forum for the expression of various points of view on topics
described in the programs or agendas for such meetings.

Under no circumstances shall CAS seminars be used as a
means for competing companies or firms to reach any
understanding — expressed or implied - that restricts
competition or in any way impairs the ability of members to
exercise independent business judgment regarding matters
affecting competition.

It is the responsibility of all seminar participants to be aware of
antitrust regulations, to prevent any written or verbal
discussions that appear to violate these laws, and to adhere in
every respect to the CAS antitrust compliance policy.

The Role of Private Insurance In Promoting
Sustainability

James Jones, Executive Director of the Katie School of Insurance and Financial
Services, Illinois State University, Normal, Illinois, U.S

What is Sustainability?

“The capacity to maintain a certain
process or state indefinitely”

“Sustainable development” meets the
needs of the present without
compromising the ability of future
generations to meet their own needs”

Envi (
“Being fit for the future” nvironment | .,

“Triple Bottom Line: People, Planet,
Profits”
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What Are the Causes of Unsustainable Practices?

Failure to account for externalities

— Leading to under accounting of costs and underpricing risks

Inadequate feedback loop

Lack of transparency

Overly discounting future (and tail risks)

— Leading to inaction regarding future risks

Irrational risk taking because gains are privatized and losses are socialized

Agency factors within firms (The risk manager gets trumped by business unit
heads)
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Role of Private Insurance

Address Causes of Unsustainable Practices
— More accurate risk assessment
— More timely and accurate risk pricing

Provide Incentives to Undertake Rational Risk Taking
Behavior

Promote Sustainability Through Investment Strategy
Promote Public-Private Partnerships
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Insurance Addresses “Sustainability Risks” (the
only business whose purpose is to increase rational risk taking)

> Facilitates sustainable behaviors and rational risk-taking through
Insurance underwriting, pricing, surcharges, and discounts

> Insurers have conservative accounting requirement for liabilities including
those that remote and far into the future

> The tax benefits of insurance change the value for firms (M&M Theorem)

» Can act on sustainability risk that individual businesses may not because
of “agency factors” and lack of actuarial capacity

> Have many financial interests aligned with future risks related to
unsustainable practices

» Supports new products that promote sustainability

» Support public-private sustainability initiatives

> Can “vote for sustainability” through their investments
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Risk Management Feedback Loop

Insurers have role in
keeping risk
management feedback
loop effective and
addressing

unsustainable issues
that slow down or
thwart feedback
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of “fracking” via
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Insurance issues loom over shale gas
development
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nada train crash company shut down

Insurance
underwriting
decisions can
be quicker
than
government

responses to
safety issues
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National Commissions Report to President Obama

“Agency Factor”
aﬂgctegBP risk Report’s Findings On Causes of Poor

management Risk Assessment:

decision-making

* Most significant failure at Macondo and clearly
the root cause of the blowout was a failure of
industry management. ( p. 123 )
BP"s management process did not adequately
identify or address risks created by late changes
to well design and procedures. ( p.123)
Decision making process at Macondo did not
adequately ensure that personnel fully
considered the risks created by time and money
saving decisions. ( p.125)

Insurers Interest Aligned Well With Sustainability

Insurance Promotes General Sustainability
- The only business that accounts for future uncertain costs today
Insurers Affected By Sustainability Risks Like:

— Property Damage from Climate Change Due to Hurricanes, Tornados,
Floods, Droughts, Hail

— Changes in Mortality and Morbidity Risks Due to Climate Change

— Insurer Investments Affected by Climate Change

— Energy Risks Underwriting Changes

— Pension System Sustainability
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American West Becoming Increasingly Dusty
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Billion-Dollar U.S. Weather Disasters, 1980 - 2013
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Where and When Carbon Emissions Occurs.

Carbon IS related to Industrialization!
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http://www.fox5vegas.com/story/22562041/dust-storm-causes-27-car-pileup-in-northern-nv
http://www.fox5vegas.com/story/22562041/dust-storm-causes-27-car-pileup-in-northern-nv
http://www.fox5vegas.com/story/22562041/dust-storm-causes-27-car-pileup-in-northern-nv
http://www.fox5vegas.com/story/22562041/dust-storm-causes-27-car-pileup-in-northern-nv
http://www.cdc.gov/media/releases/2013/p0328_valley_fever.html
http://www.cdc.gov/media/releases/2013/p0328_valley_fever.html
https://www.youtube.com/watch?v=x1SgmFa0r04&spfreload=10
https://www.youtube.com/watch?v=x1SgmFa0r04&spfreload=10
https://www.youtube.com/watch?v=x1SgmFa0r04&spfreload=10
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State and local bonds

CASE STUDIES: ASSESSING ~ ferresentes softoal

Linear Model is NOT Sustainable

As this linear material system for

production of physical goods changes

to one that is cyclical, and more

efficient at every point it will

1) Introduce New Risks for Insurers

2) Introduce New Opportunities for
Insurers
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Private Insurers Can Facilitate Sustainability

« Loss Control Requirements for Insurability
« New Products
« Discounts and Incentives
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Consumer Alert Insurers have role in providing
incentives for policyholders to make

risk mitigation and better decisions
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Insurers have role in providing
incentives for policyholders to
build more sustainable homes
and commercial businesses

Safer Homes through Sustainable

Building Practices

m
Welcome to the Florida Wind Insurance Savings gb
Calculator!

Insurers have role in providing
This onling tool provides homeowners and bullders with a general : . -
Indication of the types of wind Insurance savings avallable from incentives for policyholders to

Florida Insurance companies for bullding features  that - reduce " e
damage during high wind events like hurricanes. Building features make risk mitigation and more
that reduce wind damage and can kower wind insurance premiums

Include sustainable decision on how
buildings are constructed
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Insurers have role in providing incentives for
policyholders to make risk mitigation and more
sustainable decisions on what cars they drive

TRaveLeRsT

Compare Now and SAVE! “
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Energy and carbon emissions O

# Energy policy and technology lead to a slow-down in the growth of
CO2 emissions from energy use - but not fast enough to put the
world on a safe carbon trajectory. —————————————————

rowth decelerates from 1.9% p.a. in 1990-2010
2% p.a. for 2010-30; OECD emissions are lower in 2030 than
2010, but thiz decline is more than offset by the growth In non-
OECD emissions.
More aggressive policies could see CO2 emissions from energy
arting 1o fall after 2020, with richer countries cutting
loping countries more likely to reduce carbon

Globally. the grestest scope for emission reduction remains in
power generation
Excerpted from BP Energy Outlook Presentation,
London, 2011

Insurers have role in
facilitating sustainable
markets by reducing
8 e risks to participants

Insurance covers invalidation of Calif. carbon
offset credits
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Incorporating
Risk Mansgement

Into the investment Processif

REGISTER TO WATCH
THIS FREE WEBINAR ¥




Business Insurance

Three U.S. states to require insurer disclosure on climate
Feruy 3, 20125 d5am
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Example- Government Attempts To Provide Insurance Solution to

Sustainability Are Often Thwarted By Politics
&1 CENTER
jor INSURANCE
PoLICY
and RESEARCH

ert-Waters Flood Insurance Reform and Modernization Act of 2012

On July 6, 2012, President Obama signed into law the “Biggert-Waters Flood Insurance Reform
ct of 2012,” which reauthorizes and reforms the National Flood Insurance Program (NFIP) for
five years through September 30, 2017. A comprehensive overview is provided below
* Premium Rate Structure Reforms
o Phases out subsidies for second homes, business properties, severe repetitive loss
properties, or substantially improved/damaged properties. Rates for these
properties will increase by 25 percent per year until premiums meet the full

Requires that any premiums for a new flood insurance policy for a property not
currently covered must be based on actuarial rates.
Kz Raises The anmuatcapon-¢ - +c Ay
ScH¢ subject to the phase-out) from 10 percent to 20 percent
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Government Challenges To The Effectiveness of Insurance Solutions Addressing
Sustainability
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Palazzo talks about stopping flood Insurance rate
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Outrage as Homeowners Prepare for Substant
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Sustainable \
Business Strategies
“Simply put,
no business will

survive unless it takes into -

consideration the community in which it

operates, delivers consistent value to

customers, maintains the highest standards

of governance and ethics, and

mitigates its overall impact on the

environment.” James Strong, Chairman
Insurance Australia Group
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