SUBJECT | Swift action needed to address fossil fuel risks to financial stability

Brussels, 12 February 2025
Dear Commissioner Albuguerque,

On 7 November 2024, EIOPA submitted its final report on the prudential treatment of
sustainability risks to the European Commission. The report recognises that the financial risks
of fossil fuel investments are underestimated and recommends adjustments to solvency capital
requirements for insurers. Without swift action, these risks will keep building up, threatening not
only Europe’s insurance sector but the stability of the entire financial system.

We urge you to prioritise a targeted review of Solvency Il requirements in 2025 to address
EIOPA's findings. While this was not included in the Commission Work Programme published
today. a review remains essential. In line with your commitment to ensure financial stability, we
ask you to promptly address this and to confirm that a targeted review will take place this year to
introduce the necessary adjustments to the Solvency Il framework, based on EIOPA's
recommendations and in line with Member States’ votes and empirical findings. This would also
be fully consistent with your commitment to respect the Level 1 agreement on Solvency I, which
called for EIOPA to work on a report and make recommendations if needed- which they have now
done.

As policyholders and taxpayers, European citizens expect insurance companies to protect
them from current and future risks, including climate change, and they trust you as a
legislator to guarantee the safety and soundness of the undertakings you regulate. This
trust depends on ensuring that the regulation is based on solid empirical findings and a rigorous
assessment of current and emerging risks. EIOPA's findings clearly demonstrate the materially
higher financial risk of fossil fuels.

If transition risks related to fossil fuels are left underpriced, investment decisions of
insurers will be distorted towards a high share of fossil fuels, leading to a growing risk of
disorderly transition and a growing physical risk of climate change. As recognised by the
supervisory community, most recently in the report of the Financial Stability Board from 16
January 2025, both of these could lead to spill-over effects and potentially have far larger
implications for financial stability than is reflected in the size of fossil assets in insurers’
investment portfolios. The Network for Greening the Financial System’s (NGFS) has also recently
tripled the prediction of the economic damage from climate change, even if the most devastating
impacts are still to be incorporated. This confirms the analysis that climate risks have been
underestimated so far.

Financial stability frameworks face unprecedented emerging risks and need reinforcing to
protect us from the challenges of the transition to a sustainable economy. Many civil society
organisations and citizens have responded to consultations on EIOPA's work and are now closely
monitoring the outcome of this process, expecting their concerns to be taken into account.



https://www.eiopa.europa.eu/publications/final-report-prudential-treatment-sustainability-risks-insurers_en

Timely amendments to Solvency Il can address the problem while it is still manageable and avoid
huge costs for both taxpayers and insurers down the line.

We would be pleased to discuss this with you further at your earliest convenience.

Yours sincerely,
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