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Executive summary

The current landscape of insurance for transition-related risks remains largely unchanged since
FERMA's 2022 Insuring the Transition white paper. As European companies are increasingly
under pressure — from regulatory obligations, societal expectations, and their own strategic
imperatives — to transition towards net-zero, critical gaps persist in the availability and suitability
of insurance coverage necessary to support this transition.

FERMA continues to observe that insurers are withdrawing or limiting coverage in ways that
hamper the transition efforts of their corporate clients. The insurance industry often cites data
scarcity as a justification for its cautious stance. While data limitations are real, we note that this
is compounded by a lack of internal technical and actuarial expertise to effectively assess and
underwrite transition-related risks, which may then in turn lead to a low appetite from insures in
assuming such risks.

This results in overly conservative or indiscriminate exclusions — especially in sectors like recycling,
renewable energy, and Engineering, Procurement and Construction (EPC) with respect to net-
zero transition-related technologies — which fail to recognize the specific risk management
measures individual companies may have implemented. Moreover, innovation risks, are poorly
accommodated within current, backwards-looking underwriting practices, which stifles the
adoption and scaling-up of essential climate technologies.

To address these gaps, FERMA proposes a comprehensive approach focused on two key pillars:

1. Improve risk data collection and expertise. Insurers, brokers, and corporate clients should
collaborate early in project development to gather transition risk data. This data needs to be
aggregated and shared through industry-specific platforms, while ensuring confidentiality.
Insurers must also invest in technical talent—engineers and specialists—to build the expertise
necessary to assess new risks. A continuous technical dialogue between insurers and clients
is essential to improve mutual understanding and risk management.

2. Adopt a constructive and forward-looking approach to insuring transition risks. The
insurance industry should move away from blanket exclusions and adopt underwriting that
considers individual company risk profiles. Risk management efforts should be rewarded
through differentiated pricing models, such as bonus/malus systems. Insurers should aim to
say “yes, if’ rather than “no” by working with clients to improve risk mitigation. In turn, risk
managers must be transparent and cooperative to build trust.

FERMA remains committed to fostering collaboration among insurers, brokers, corporates, and
public authorities to make transition risks more insurable and to ensure that the insurance sector
becomes a catalyst rather than a barrier to sustainable progress.
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1.1

1.2
1.2.1

Transition insurance protection gaps trends

General observations

FERMA's overall assessment is that the situation regarding transition-related insurance
protection gaps has remained relatively unchanged since the publication of our 2022 “Insuring
the Transition” white paper. We therefore stand by the diagnosis formulated then, namely that:

1. Insurers’ underwriting activities are guided by pressure from regulations and/or civil society
rather than their clients’ needs, leading to a reduction in capacity for transition-related risks.
Companies with links with ‘brown’ industries (i.e. coal, mining etc.) continue to experience
restricted coverage, thus hampering their capacity to transition towards a more sustainable
business model.

2. There is a lack of capacity for specific “new” technologies, material or methods, such as
(offshore) solar panels and wind farms, lithium batteries, hydrogen fuels etc,, although these
technologies have in some cases now be deployed at a large-scale and underpin much of the
net-zero transition.

3. Insurers continue to cite a lack of data to justify their low appetite for insuring transition-
related risks. However, we find that additionally insurers often lack the actuarial, technical and
engineering capacity to assess risks based on the existing data. While we acknowledge that
limited information of various transition-related risks makes risk modelling and pricing more
challenging, we believe that insurers have the ability to provide more capacity than they
currently do by developing the necessary expertise.

Areas of particular concern

Indiscriminate industry-wide exclusions

Insurers tend to limit or withdraw coverage for entire sectors of the economy, with little
consideration for the specific risk profile of a particular company.

For example, companies operating in the recycling industry struggle to find adequate insurance
coverage for their activities, due to an increase in fire hazards, caused by the multiplication of
lithium battery-powered devices ending up in recycling plants. Not only is this hampering a
sector that is indispensable to the transition towards a more circular economy for a wider societal
trend, but the risk prevention and mitigation measures put in place in recycling plants are
insufficiently considered in the risk assessment of insurers. This means that only the largest and
more risk-mature businesses can find insurance coverage, at an inflated price due to a lack of
competition between the few insurance firms willing to consider allocating capacity to this
industry.

A similar situation is experienced by companies in the Engineering, Procurement and
Construction (EPC) industry involved with net-zero transition-related technologies, including,
among others, the construction of offshore infrastructure such as wind farms, solar plants,
carbon capture plants etc. Indeed, such projects face exclusions in Contractor All Risks (CAR)
policies, such as the exclusion of the LEG3/06 “Model Improvement Defects wording” or the
application of the “Loss Series” clause.
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Lastly, the renewables energy sector struggles to find coverage. As it is progressively scaling-up
electricity production, solar and wind farms must grow larger, but they find themselves more
exposed to extreme weather events, such as strong winds or hailstorms. According to Reuters,
policyholders have had to pay between 20% to 40% more for their renewables insurance
coverage in 2024 compared to the previous year, as the private insurance markets recovers from
events that are becoming more frequent and costly.

The problem is not the existence of exclusions in themselves, but their indiscriminate nature. The
risk profile of individual companies can vary considerably within the same sector depending on
the risk management measures they implement, and risks that must be excluded in one may be
insurable in another. The perspective of our members is that insurance providers are not
necessarily doing this differentiation exercise in their underwriting choices.

1.2.2Low capacity for innovation risks

Insurance is by its nature a backwards-looking activity, considering past loss events to assess
future risks; however, this means that there is insufficient capacity to cover for innovation risks.
This is especially problematic as innovative technologies and methods are necessary to enable
the net-zero transition. For example, contractors face insurance exclusions when a project
involves innovative technologies that are past the prototype stage and are ready to be scaled up,
such as carbon capture plants: indeed, their clients and the project’s lenders may find insurance
coverage, but contractors find themselves excluded from such schemes. Similarly, coverage for
property damage may be excluded on the ground of innovation risks.

This problem is further complicated by how insurers define “new” technologies or methods,
often expecting innovations to have been successfully deployed at least three times (not
including the protype stage) before considering insuring the associated risks — even if the
innovation in question builds on another well-established technology or method. This
expectation is particularly unrealistic in the EPC sector, where a single project can last years and
whose viability depends on the obtention of insurance coverage.

1.3 Why does this matter?

European companies are scaling up their efforts to transition to more sustainable businesses
models, under the combined influence of regulatory pressure, the rising economic and
reputational cost of inaction, and a genuine willingness to have a lasting positive impact on the
world. But without the safety net provided by insurance coverage, this virtuous dynamic is under
threat. Businesses need to know that their transition risks can be transferred at a fair price in
order to confidently go forward on their path to net-zero.

Innovative, more sustainable solutions are indeed often more risky than well-established, less
sustainable ones. However, investing in them is necessary if our economies are to succeed in
their green transition. This is precisely the reason why it is crucial to address the transition risk
insurance protection gaps. Large corporates can — to a certain extent — retain a part of the
transition risks associated with their activities or transfer them to a captive. Those options are not
available to most small and medium-sized enterprises (SMEs) and start-ups, which are thus put
in a situation where they are forced to choose between their financial viability and their
sustainability targets.

Risk and insurance managers are aware that the insurance industry is aiming to align their
underwriting activities with more ambitious ESG goals. However, those efforts have until today
been framed in the negative - i.e., declining to insure fossil fuels, rather than providing capacity
for renewable energy. FERMA firmly believes that (re)insurers can play a crucial role in driving the
net-zero transition of the European economy, by working together with their clients, brokers and
public authorities in order to improve the insurability of transition-related risks.
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Recommendations

Improve the collection and processing of risk data

We have identified access to relevant and actionable risk data as the most pressing issue
preventing the private insurance market from providing coverage for transition-related risks. This
is caused by deficiencies in the collection, availability and assessment of transition risk data.

First, insurers and their corporate clients need to collaborate closely and start the collection of
risk data at the earliest possible point in the development and deployment of an innovation. This
would contribute to reducing the delay for an innovative solution to become sufficiently well
understood to be insurable.

Second, the collected data needs to be aggregated and be made more readily available. This
could be done through industry-specific information sharing schemes, involving corporate
insurance buyers, (re)insurers and brokers, and where possible building on existing initiatives. The
governance structure and membership conditions of such schemes need to be defined in a
manner balancing their effectiveness and the legitimate interests of its participants, notably as
concerns the confidentiality of business data.

Third, insurers need to develop their expertise to better understand innovation and transition risk
data. On the one hand, this means investing in technical capabilities, notably by hiring engineers
and other industry specialists and pooling resources, in order to be able to properly assess the
insurability of transition-related projects. On the other hand, insurers and insured need to
engage in technical dialogue to build a shared understanding of the risks of specific projects and
activities. These efforts could be complemented by industry-specific information sharing
schemes or forums, which would contribute to the diffusion of best practices in risk assessment
and risk management practices.

Adopt a constructive and forward-looking approach

In order to account for the challenges of transition related risks, the insurance industry needs to
change its paradigm and adopt a forward-looking and constructive approach to insurance.

On the one hand, insurers should develop technical and engineering capabilities to be able to
assess transition risks before they materialize, in cooperation with their corporate clients (see
previous section).

On the other hand, insurance providers should refrain from imposing blanket exclusions or on-
size-fits-all pricing. It is undeniable that certain sectors, technologies or activities are more
exposed to transition risks than others. However, risk exposure can vary considerably between
different companies and projects, depending on the prevention and mitigations measures
implemented.

Effective risk management benefits everyone involved, insurer and insured, but it needs to be
rewarded in order to be incentivized. Insurance providers need therefore to apply a bonus/malus
system in their pricing, individually considering the specific risk exposure of their clients.

Where risk management measures are found insufficient, the response of the insurance provider
should go from “no, period” to “yes, if", working constructively with the insured to develop a risk
prevention and mitigation plan addressing their concerns. Brokers can play a role to facilitate this
dialogue.
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Risk and insurance managers need in turn to be as transparent as they possibly can and fully
cooperate with insurance providers to reduce moral hazard. Fostering a relation based on trust
with one’s insurance provider(s) is essential for the long-term insurability of transition risks.

Conclusion

Addressing transition-risk insurance protection gaps is essential to unlocking the full potential of
the net-zero transition. Without adequate and accessible insurance coverage, companies face
mounting uncertainty and financial barriers that could delay or derail critical investments in
climate technologies and sustainable business models. Current market practices are no longer fit
for purpose, but we firmly believe that the insurance sector can become a key enabler of the
transition by adopting a more constructive and forward-looking approach to insurance. FERMA is
committed to supporting these efforts and urges all stakeholders to work collaboratively to
ensure that transition risks are not only manageable but insurable, so that the path to net-zero
can be both resilient and inclusive.
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FERMA Contacts

The Federation of European Risk Management Associations brings Adrien Boudet
together 23 risk management associations in 22 European countries,  .4rien.boudet@ferma.cu
representing over 5600 risk managers active in a wide range of
organisations. FERMA provides the means of co-ordinating risk
management and optimising the impact of these associations
outside their national boundaries on a European level.

Axel Crislin

axel.grislin@ferma.eu

www.ferma.eu
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