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ANNEX

INSURANCE MECHANISM

1. . The Parties recognize that:

(1) There should be established, as an integral part of the Framework
.Convention on Climate Change, an International Climate Fund to
finance measures to counter the adverse consequences of climate
change, and a separate International Insurance Pool to pfovide

financial insurance against the consequences of sea level rise;

(2) Revenue for the Insurance Pool should be drawn from mandatory

sources, in particular, developed country assessments:

(3) The financial resources of the Insurance Pool should be new,

additional and adequate;

(4) The Insurance Pool should be under the control and direction of the

conference of the Parties.

(5) The resources of the Insurance pool should be used to compensate the
most vulnerable small island and low—-lying coastal developing

countries for loss and damage resulting from sea level rise.
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The Parties Further recognize that the Formulation of an Insurance pool

scheme involves consideration of the following main questions:

Methods of funding an International Insurance Pool;

classification of the types of loss to be covered by the Insurance

-

pool: -
criteria for establishing entitlement tfo claim against the Pool:
Methods of evaluating loss resulting from sea level rise;

Limitations on the amount of compensation payable by the Pool.

The Parties accordingly agree as follows:

(1)

(2)

(3)

(4)

The financial burden of loss and damage suffered by the most
vulnerable small island and low—lying developing countzries (Group 1
countries) as a result of sea level rise shall be distributed in an
equitable manner amongst the industrialized developed countries

(Group 2 countries) by means of an Insurance Pool.

The Insurance Pool shall ne funded by contributlons levied on Group

2 countries.

The administrating authority ("the authority™) for the scheme shall
be a body controlled on an equitable basls by the Group 1 and Group

2 countries within the framework of the Conference of the Parties.

The contributions referred to in paragraph 2 shall be calculated
according to a formula modelled on the 1963 Brussels Supplementary
convention on Third Party tiability in the field of Nuclear Enerdy.

as follows:

(a) As to 50%, on the pasis of the ratlo between the gross
national product at current prices of each Group 2 country and
the total of the gross naticnal products of all Group 2
countries in the Yyear prior to the year in which the

contribucion was levied (“"the contribution year"):



(3)

(6)

(7

-4 -

(b) as to S0%, on the basis of the ratio between the total
emissions of CO2 of each Group 2 country and the total CO,
emissions of all Group 2 countries in the year prior to the

contribution year;-

Ten years from the date on which the Conventlion enters into ﬁorce
the Group 2 countries shall contribute to the Insurance pool-an”™
agreed percentage of the total of the gross national products of
all Group 2 countries in the year prior to the contribution year,
apportioned as in paragraph 4. provided that over the l0-year
period the rate of global mean sea level rise will have reache? an
agreed figure. If the rate of global mean sea level rise has not
reached the agreed figure by the end of the l0-year period, a
review shall thereafter be carried out at five-yearly intervals and
the obligation of the Group 2 countries to contribute to the
Insurance Pcol will not arise until the year following the review
in which 1t is established to the satisfaction of the Authority
that the rate of global mean sea level rise has reached the agreed
figure or that absolute global mean sea level rise has reached an

agreed figure.

The insurance fund so constituted shall be invested by the
Authority in interest-bearing securities as determined by the

conference of the Partles.

No right to claim against the Pool in respect of loss or damage in

any area of a Group 1 country shall arise until:

(a) It shall have been established to the satisfaction of the
Aauthority that the rate of global mean sea level rise and the
absolute level of global mean sea level rise has reached

aqreed flgures:

(b) It shall have been established to the satlsfaction of the
Authority that the relative mean sea level rise for any .
insured area in a Group 1 country has reached an agreed level
above base levels determined for each area insured (such
relative mean sea level figures having been determined within

10 years of the Convention coming into force): and
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(¢c) One year shall have elapsed from the date upon which the
figures referred to in sub-paragraph {a) shall have been
established as having been reached fthat date plus one Yyear

being “the inception date"J.-

In the first instance those areas of Group l countries which would
be directly affected by sea level rise to a level of an agreed
number of centimetres above the base levels referred to in
paragraph 7(b) shall be valued for insurance. Marketed assets
shall be valued on the basis of gross domestic preduct for the

insured area in question. Non-marketed interests shall be valued

~on the basis of formulae to be agreed.

The insured values covered shall be negotiated between the
Authority and the Government of each Group 1 country in accordance
with valuation principles to be agqgreed. The same “policy

conditions™ shall be applicable to all Group 1 countries.

all assets and interests jntended to be insured under the scheme
shall be listed by Group 1 countries for registration with the
Authority. Records of assets and interests registered shall be
xept up to date. valuations of assets and interests registered for
insurance shall be carried out in accordance with the agreed
formulae and shall be assessed as soon as possible after the
setting—up of the Authority and in any event within 10 years of the
convention coming into force. Revaluations shall be carried out

periodically as appropriate.

The first pericd of insurance shall commence on the inception date
as defined in paragraph 7{c) and shall cover an agreed period
following the inception date.> Loss or damage occurring within the
first and each following pericd of insurance. if acéepted as a
valid claim by the Authority. shall be paid out of the Insurance

Pool as accumulated at the closing date of the period of insurance.

1f the Funds in the Pool are insufficient to meet all valid claims,
the claims shall be paid out on an equitable basis. 1E, after
payment out of all valid claims in full, any surplus shall remain

in the Pool, the surplus shall be carried over to the credit of the

Folleowing insurance pericd.
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prior to the closing date of the first period of insurance and of
each subsequent pericd, the conference of the Parties shall, after

consultation with the authority:
(a) f£ix the length of the next period of insurance:

(b) estimate the probable extent of claims on the Pool during the

next insurance period:

(¢} determine the level of contributions to be levied on Group 2
countries sufficient to meet the estimated claims, after
taking account of any surplus carried forward from the

prgceding pericd.

Claims against the Insurance Pool in respect of insured assets and
interests shall be dealt with by the Authority. The Authority
shall investigate the cause of any claimed loss, prepare estlmates,
determine whether the claim comes within the terms of the
insurance, evaluate the extent of loss and assess the amount of the
claim recoverable by reference to the insured value of the asset or

interest and any applicable limits.

All assets in insured areas of Group 1l countries, whether
commercially insured or not. shall in the first instance Dbe valued
for insurance, but no claims shall be accepted by the Pool in
respect of property which at the time loss or damage OCcurs is
insured commercially, whether by a private insurance company or

otherwise.

In assessing claims agailnst the Pool, the Authority shall determine
whether the loss or damage claimed could have been avoided or
mitigated by measures which might reasonably have been taken at an
earlier stage. In determining whether measures could or could not
reasonably have been taken at an partler stage, account shall be
taken. amongst other things., of the availabtility of funds. both |
domestic and international. which would have enabled mitigatcing or
preventative measures to have been taken, and the avallability of

commercial insurance on reasonaple terms.
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{17} 1f differences of opinlon arise between the Authority and the
participating countries, every effort shall be made to negotiate a
resolution. but if this 1s not achievable disputes shall be
submitted to an [the] arbitraticn-tribunal under a special

arbitration scheme [the Convention].
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Explanatory Notes on Insurance Annex

(a) The Ministerial peclaration of the Second World Climate Conference
identified small island and low-lying coastal developing countries and
developing countries particularly vulnerable to desertification and
drought as the two groups of cbuntries whose survival was most threatened
by the adverse consequences of climate change. The proposed insurance
scheme is directed towards the consequences of sea level rise, but it
might serve as a model for a parallel insurance scheme for those

developing countries most vulnerable to desertification and drought.

(b) Under the Insuranée scheme no contributions would become payable by the
industrialized developed countries for at least 10 years — the period
within which, 1t has often been stated, 1t would be possible to establish
with more certainty the extent to which global warming and sea level rise

will increase if greenhouse gas emission policies remain unchanged.

(¢) No claims on the Insurance Pool would arise unless the rate of global
mean sea level rise and the absolute increase in global mean sea level
were to reach certain figqures. Theée figures might be set to reflect a
rate of increase beyond which the vulnerable ecosystems of the insured
countries could not easily adapt and an absolute rise beyond which

significant damage to small islands and low-lying coastal areas would

occur.
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It has been suggested that the method of funding the International
Insurance Pool should be along lines similar to those adopted in the
Nuclear Damagde Conventiohs and that in the context of global warning and
sea level rise this should be by reference to GNP and total CO2

emission levels of the jndustrialized developed countries.

The scheme would therefore offé? incentives to the industrialized

developed countries to l1imit their CO2 emissions so as to mitlgate the
rate and extent of global warming and consegquent sea level rise.

After a minimum of 10 vears a single contribution of a percentage of GNP
(adiusted to reflect respective CO2 emissions) would be made by the
industrialized developed countries. 1f any contributing country
preferred to put aside and invest 1its contribution in, for example, 1992,
it could, at real rates of interest of 5%, produce its estimated
contribution for 2002 by putting aside three—fifths of that estimated
fFigqure in 1992.

Depending upcn the rate of global mean sea level rise and absolute global
mean sea level rise. no claim on the Pool might arise for several
decades, even on a "business as usual” scenario. A fund of Us$x billion
established in 2002 and invested at real rates of interest of 5%, would

produce a fund of S4.3i billion in 30 years and $7x billion in 40 years.

The Working Group set up by the Intergdyernméntal panel on Climate Change
to conslider Response strategiles {Working Groﬁp TIT}, and in particular
the Coastal Zone Management Subgroup set up by Working Group IIZ,
categorized the responses to sea ievel rise under three broad headings,

namely “Retreat”, "accommedation” and "protection”. To quote the CIM

Ssubgroup's report., page iv:

“retreat invoclves no effort to protect the land from the
sea. The coastal zone 1s abandoned and ecosystems shift landward.
This cholice can be motivated by excessive economic or environmental -
impacts of protection. In the extreme case, an entire area may be

abandoned.

Accommodation implies that people continue to use the land at
risk but do not attempt to prevent the land from being flooded.
This option includes erecting emergency flood shelters., elevating
puildings on piles. converting agriculture to fish farming. or
growling flood—- or salt—tolerant crops.

protection involves nard structures such as sea walls and
dikes, as well as soft solutions such as dunes and vegetation., to
protect the land from the sea SO that exlsting land uses can

continue.”
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In general losses resulting f£rom the “"Retreat” option would seem to fall
naturally within the scope of the Insurance Pool, whilst expenditure
incurred in implementing “protection" responses would fall within the
proposed International Climate Fund. More difficult is the question
whether, and to what extent, losses or expenditure resulting from the
adoption of "Accommodation® responses should be covered by the Insurance
pool or should be dealt with in the context of tﬁe Climate Pund, but it
{s suggested that much of the loss or expenditure falling within this
category should be covered by the Insurance Pool. This would accord with
ordinary commercial insurance principles that expenditure incurred or
loss suffered in responding to an immediate threat of the insured peril
should be treated as a loss by that peril. Measures taken in advance of
any immediate threat. even if taken on reasonable grounds, would not
nowever be covered by the Insurance Pool, but would be dealt with in the

context of the Climate Fund.

In principle the main criterion for entitlement to claim should be proved
loss attributable to sea level rise. apart from inundatiocn and flccding.,
the most widely predicted consequences of climate change so far as small
islands and low—-lying coastal countries are concerned are increased
incidence and intensity of hurricanes, typhoons and severe STOIR surges
and coral bleaching. It may not yet be possible to prove conclusively
that such events are attributable to climate change consegquent upon
global warming. It is suggested therefore that claims against the
Insurance Pool should include, at a minimum, loss or damage resulting
from sea level rise, together with expenditure incurred in connection
with immediate "Accommodation” responses. and that the criteria for
entitlement to claim against rhe Pool should be set by reference to the
rate of global mean sea level rise over a given pericd and to total

global mean sea level rise from a given date.

For many developing countries traditional insurance definitions of
physical and economic loss would in no way reflect the impact of sea
level rise. For example,. the totalvinundation of a small island with a
minimal economic life of its own would result in the inhabitants' loss of
thelr home land (quite apart from the Costs of resettlement). It might
also involve loss of development potentlal and even loss of the potential
economic benefit of its surrounding 200-mile Exclusive Econcmic Zone.
Losses suffered by small i{sland and low—lying coastal countries should
therefore be assessed by reference to "Total Economlc Values" — that is

to say, values arrived at not only by reference to actual use value, but

also to option value and existence value.
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Consideration has been given to the necessity for setting an overall
limit to the liability of the Insurance Pool and to the necessity to
structure an equitable'system of distribution Such.that the resources of
the Pool are not completely absorbed by a single massive loss suffered by
one large country. In addition consideration has been given to the
question whether losses suffered, which might otherwise be claimable

against the Pool, could have been mitigated by measures which could --

reasonably have been taken by the claimant country at an earlier stage.

Loss or damage to commercially insured property would not be recoverable
under the scheme. but it is not thought that this would discourage
insured countries from arranging commercial insurance where avallable at

reasonable rates, because:

(i) Claims would not be recoverable in Full where the totality of claims
against the Pool in any one insurance period exceeded the funds in

the Pool: and

(1i) In assessing claims, the Authority wouid take into account whether
steps could have been taken at an earlier stage to avoid or mitigate

the loss and this would include taking out commercial insurance if

it could have been obtained at reasonable rates of premium.

The reasons listed in (1) would encourage insured countries to take
preventative or mitigating measures where possible, even wiere no

commercial insurance was availlable.



