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Forewortd

The Environmental, Social and Governance (ESG) agenda is a key
priority for the financial services sector. What was traditionally
limited to charitable donations and community engagement under
the corporate social responsibility umbrella, is now a boardroom
agenda driving and shaping the business strategy at the highest
echelons of the organisation. Insurers are able to lead the ESG
agenda in the financial services sector and drive positive change
by virtue of providing cover against risks as well as being some of
the largest asset owners.

Insurers are increasingly recognising their role in advancing the
ESG agenda, not only within their own businesses, but also among
their customers and their broader ecosystem. However, there is
still more to be done and requires insurers to develop an
overarching ESG strategy and transformation plan — one that
articulates their ESG ambition, works to a clear set of ESG values,
and cascades to every division and function.

It is in this context, that it becomes important for insurers to answer
key questions such as:

*  Whatis their current ESG ambition and maturity?

* How do they ensure that their ESG strategy is aligned with
their business strategy?

*  What are the potential ESG opportunities and risks for their
business?

* How can they configure an appropriate ESG strategy? What is
the sequence of activity and steps?

* How do they ensure their ESG strategy encompasses all
aspects of their business?

KPMG firms are working with clients across a plethora of ESG
issues helping them prepare for the future. Our suite of services
includes ESG Strategy and Transformation, ESG Reporting and
Controls, ESG Data & Analytics, Climate Risk Modeling and
Financed and Insured Emissions. We will produce a series of
White Papers against each of these ESG propositions. This
inaugural edition of the White Paper series puts the spotlight on
ESG Strategy and Transformation.

| sincerely hope you find these papers insightful and actionable.

Warm regards,

Jacques

Jacques Gornic

Head of Insurance,
EMA Region and Partner,
KPMG in France

© 2022 Copyright owned by one or more of the KPMG International entities.
KPMG International entities provide no services to clients. All rights reserved.

ESG is the all-encompassing lens
through which businesses should
take every decision to be fit for the
future and thrive. Examples of
topics under ‘E’, ‘S’ and ‘G’ include:

Environmental @

* Air and water pollution
» Biodiversity @Zﬁ

» Climate change
» Deforestation

» Ecosystems services
» Energy efficiency

* Hazardous materials
* Land degradation

» Resource depletion

* Waste management
» Water scarcity

Social

€
« Customer satisfaction ‘@
O

» Data protection @
and privacy

» Diversity and equal opportunities

« Employee attraction and retention

* Employee engagement

* Human capital management

» Supply chain management

* Indigenous rights

* Labour standards

Governance

* Accounting standards .‘Q‘.
A s -.0‘-

* Audit committee structure

* Board composition

* Bribery and corruption

* Business ethics

» Executive remuneration

* Lobbying

» Political contributions

* Risk management

» Separation of chairman and CEO

» Succession planning

*  Whistle blower schemes

not exhaustive




The needtohavean

enterprise wide ESG strategy

ESG principles have risen to the top of the agenda for many insures. This is against the backdrop of COP 26 and various
commitments made on decarbonisation, net zero, etc. The following figures best illustrate this point:’

1%

© O

CEOs admitted that they
may struggle to meet
expectations on
inclusion, diversity and
equity

CEOs will be
increasingly held
personally responsible
for driving progress in

CEOs are planning to
invest more than 10
percent of their revenues
in becoming more
sustainable

Source: KPMG CEO Outlook survey 2022

The ESG world is complex, and many insurers are grappling with multiple topics and challenges — from understanding
the impact on climate and biodiversity to figuring out how they are portraying their gender balance to identifying data they

addressing social issues

w— 8%

CEOs say that world

leaders at COP26 must

inject the necessary
urgency to drive the

have access to for their ESG reporting. Numerous insurers have undertaken such initiatives at a localised level.

Evolutionofinsurable risks

employees, and suppliers

Some insurers are also

Leading insurance companies

are recognising the magnitude
of biodiversity loss and
configuring innovative policies
aimed at protecting diverse

natural biomes such as
mangroves, coral reefs,
wetlands, etc. from the
aftermath of a storm or a
flood.

expressing increasing interest
in covering the risk of possible
loss of carbon credits due to
natural events like wildfires,

which could help spur the
growth of carbon credits
market.

1“KPMG 2021 CEO Outlook”, KPMG International, September 2021, Link; accessed on 22 September 2022

KPMG

ESG has spurred new risks that require insurers, without the presence of historic data, to adapt and innovate on
how they insure those risks. From the examples below, it is clear to see how the industry is evolving and
companies are adapting to address emerging ESG risks and striving to stay relevant and attract clients,

Within the larger realm of the
energy markets, some
insurers are coming up with
innovative ways of providing
insurance cover to hydrogen

projects, off-shore wind farms,
hydropower and solar
projects, etc. all of which can
help to stimulate the usage of
renewable sources of energy.
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https://assets.kpmg/content/dam/kpmg/xx/pdf/2021/09/kpmg-2021-ceo-outlook.pdf

However, market leaders, both inside and outside of insurance, take a more joined-up approach to ESG. They have a
clear ESG ambition and ESG is fundamental to their vision and mission. Their ESG strategy cascades throughout
functions, including proposition development, claims, HR and finance (to name a few) and their values are bought into by
all employees and impact the way in which they work.

While organisations are at different stages in their development, it is becoming increasingly important for insurers to think
about their ESG strategy at two levels:

How are insurers conducting their own business How are insurers helping their clients in their
operations e.g, evaluation of their current business ESG transition journeys - their product

and operating models, their carbon footprint, how portfolio (product and proposition and

are they managing their workforce, their strategy development), their claims and UW

with respect to their supply chain partners, their I&D processes, and so on.

frameworks, etc.

In order to he Whilst an ESG strategy is pivotal, it needs to augment and be embedded within the
wider business strategy. It is equally important to get the organisation and people

successful i onboard. Securing the organisation’s commitment is only half the battle. It is critical
’ to embed this change across the entire organisation; and execute it in a consistent

is imnortant way across different levels. Consequently, what is needed is not a piecemeal

change but a holistic transformation entailing a paradigm shift.
that the ESG
strategyis

Any discussion around ESG tends to coalesce around the ‘E’. However, ESG
topics are inter-linked and having a standardised, ‘one-size-fits-all' approach may
not yield the best results. For instance, an ‘E’ decision to not insure a particular

authentlc’ group or industry might trigger unintended (possibly adverse) ‘S’ consequences.
= For example, the decision by insurers to reduce / withdraw insurance coverage to
Integrateu' coal power plants could adversely impact the company’s operations leading to

possible losses, large scale layoffs, etc. Therefore, when setting priorities, insurers

commercial, need to consider the impacts across each of the ‘E’, ‘S’ and ‘G’ elements.
pragmatic

and Cost of not doing the ‘right thing’ could be catastrophic — both from a financial and
= reputational perspective. This could also translate to insurance companies losing
actlonahle. out on their competitive advantage and customers, failing to capitalise on new

. opportunities, losing out on talent, not being able to expand into new geographies
However, thls and markets, attracting increased regulatory scrutiny, and so on.

is eaSier said m Following the signing of the Paris Agreement, the last few years have witnessed a

slew of ESG regulations. The UK and Europe are leading the way with other
tnan ﬂone. countries likely to follow suit. Further, there are also a host of requirements and
standards that are in the pipeline. While a jurisdictional working group to align the
frameworks from the EU, SEC and ISSB has been setup to reduce the reporting
burden, the current ESG reporting landscape remains complex and in a state of flux

A snapshot of regulations across ‘E’ and ‘S’

Jurisdictions Regulations with respect to E Regulations with respect to S

The UK Climate Financial Risk Forum — Series Il Guides Reporting/statement requirements for: Gender
(Oct. 2021) pay gap, Modern Slavery, Human Rights
TCFD for the largest UK companies and statement
financial institutions (April 2022) Reporting on Diversity and Inclusion

PRA Supervisory Engagement — 2022 onwards  Sustainability Disclosure Requirements

EU/ EU Taxonomy (from January 2022) EU Taxonomy — PSF Reporting on ‘S’ Taxonomy

International Taskforce for Nature Related Financial
Disclosures (March 2022)

QRT Reporting Amendments

m KPMG Confidential ‘ 4



Several insurance companies have taken their first steps on their ESG journeys and there are clearly some industry examples
that can be mentioned. The following table illustrates some of the initiatives undertaken by different insurers across different
themes ranging from talent management to product and propositions.

#)

>

Diversified revenue streams -

embracing ESG related initiatives could open
additional revenue streams

Industry example:

In 2021, aleading German insurer generated
revenues totaling € 1,484.7 million from 1,623
sustainable solutions through their Sustainable
Solutions program. 3

Product and propositions -

developing innovative products and solutions
catering to the broad ESG agenda

Industry example:

Another Swiss based insurer is offering
standalone and traditional motor insurance
solutions for hydrogen trucks supporting
environment friendly transportation.

Asset management -

defining a product strategy for ESG, building
smart ESG data solutions and in-house
methodologies for assessing ESG risks and
opportunities for investment purposes,
Industry example:

A leading Swiss insurance major has been
assimilating sustainability risks and
opportunities in its investment decisions. They
have integrated ESG data on its internal
systems, to aid investment decisions and
monitor portfolio performance basis ESG
parameters. Their overall strategy also
includes upskilling its portfolio managers to
strengthen their expertise around ESG factors
and assess their economic impacts.”

2. *Aviva introduces electric vehicle scheme for UK colleagues”, Aviva, 7 December 2021, Link; accessed on 22 September 2022
3, “Allianz Group Sustainability Report 2021, Allianz, Link; accessed on 22 September 2022

4. “Climate Change 2021”, Zurich Insurance Group, Link; accessed on 22 September 2022

5. “ESG Integration Framework’, Allianz, 29 Mar ; accessed on 22 September 2022

6.2021 ESG Impact Report: Environmental”, Aon, Link; accessed on 22 September 2022

7. “Integrating Environmental, Social and Governance factors”, Zurich, Link; accessed on 22 September 2022

KPMG

B3

Talent management -

attracting and retaining talent by
walking the talk

» Industry example:
With the aim of empowering its employees, a
leading UK based insurer has introduced the
EV Salary Sacrifice Scheme which allows
employees to drive electric vehicles by
sacrificing part of their salary. In return, the
employees will receive a host of benefits such
as maintenance, insurance, etc. paid for by the
company.z

Governance -

putting adequate mechanisms in place to
measure and review progress

» Industry example:

A leading German insurer has formed ESG task
forces led by senior executives and team from
different business units for ensuring ESG is
embedded across the entire organisation and
the business. This reports directly into the C-
Suite.s

Dataand Technology -

embedding ESG elements with existing models
to develop a consistent framework to underwrite
new risks.

» Industry example:

A leading UK based insurer has incubated a
catastrophe model COE which helps clients
understand their climate risk through physical
and financial risk modeling. To make the
process truly objective, this COE includes a
wide array of specialists such as seismologists,
meteorologists, hydrologists, engineers,
mathematicians, geographic risk experts,
geographers, in addition to actuarial and
insurance professionals. ¢

© 2022 Copyright owned by one or more of the KPMG International entities. KPMG KPMG Confidential | 5
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https://www.aviva.com/newsroom/news-releases/2021/12/aviva-introduces-electric-vehicle-scheme-for-UK-colleagues/
https://www.allianz.com/content/dam/onemarketing/azcom/Allianz_com/sustainability/documents/Allianz_Group_Sustainability_Report_2021-web.pdf
https://www.zurich.com/-/media/project/zurich/dotcom/sustainability/docs/zurich-insurance-group-climate-change-2021.pdf?rev=224ee76a1ab24608a002bfdba15789e9&hash=609F3758CB5A973DC43AA522D3A9A3BA
https://www.allianz.com/content/dam/onemarketing/azcom/Allianz_com/sustainability/documents/Allianz_ESG_Integration_Framework.pdf
https://www.aon.com/about-us/impact/environmental/accelerating-resiliency-and-response
https://www.zurich.com/en/sustainability/responsible-investment/esg-integration

How to configure

aholistic ESG strategy

A holistic ESG strategy begins with identifying the material ESG factors and incorporates having a suitable roadmap
underpinned by measurable KPIs which help to ensure progress. Needless to say, securing commitment from the Board
is crucial to having a successful ESG strategy.

The following depicts a five-pronged analytical framework that insurers can consider while developing a holistic,

enterprise-wide ESG strategy.

Recommended steps

n
c
(1]
(7]
£
&
=
=
-
]
=

Identification of
material ESG
factors

* Determining the
material factors
that impact the
business that
the business
impacts.
Typically a
materiality
assessment
includes
engaging with
internal and
external
stakeholders to
devise a list of
topics for
consideration
and then
prioritising those
topics

Ambition-
setting

» Setting an

ambition level;
i.e. where do
you want to be
compared to
peers and
market good
practices

This helps
shape the
parameters of
an ESG Strategy

ESG
maturity

* Understanding

where you are
currently on
your ESG
journey i.e. what
progress has
been made and
identifying gaps
that exist
compared to
your stated
ambition level.
Then, where are
the gaps, and
how does this
compares with
your ambition
level

Strategic
options

Identifying and
prioritising
potential ESG
initiatives for (i)
strategic fit with
your overall
growth strategy,
and (ii) value
creation
potential

©

Roadmap

+ Creating a high

level roadmap
of actions,
supported by a
suitable
framework and
measurable
KPIs

These
communicate
where you are
now and where
you would like to
get to, with a
view to building
a more detailed
transition plan

The EST strategy depends on the on the ESG ambition. While achieving regulatory compliance and reporting is a vital
baseline, it is also equally important to identify priority areas where the insurer wants to make an impact across the E, S,
and G. The ambition does not have to be all-encompassing; it is perfectly reasonable to have a higher ambition for some

topics.

KPMG
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Examples of how insurers define ESG targets and initiatives

/‘ Committingtoachievingnetzero Iz SUIJIJ(_lr_tillg suppliers
@ Developing and implementing a Net Zero % transmﬂn tﬂ net Zero

carbon emission strategy across the

S : Assisting insureds and suppliers transition
organisation’s operations

towards decarbonisation, reducing overall

Industry example: emissions

A leading insurer has announced its climate Industry example:
transition goals which includes becoming a net
zero company by 2040, reducing the carbon
intensity of assets to 60 percent and have net

A leading insurer has asked 100 percent of its
global suppliers to have a public commitment

to net-zero GHG emissi inli ith 1.5°C
zero operations and supply chain by 2030.8 path b; 2025.9 =Rl

Committing to D&l

Building a fairer & more inclusive workplace. Create an equitable environment for all employees across
diverse backgrounds.

Industry example: A leading insurer leverages a forecasting model (underpinned by people analytics) to
identify hiring needs and thus increase the ratio of female executives. The company has also set new targets
and ambitions for December 2024 that extend beyond gender representation and covers other dimensions
such as nationality and ethnicity, LGBTQ+ and disability. 1

Route to value creation from ESG

Prioritising a number of key ESG themes based on capabilities and aspiration could enable insurers to create tangible
value from the emerging ESG opportunities.

Generate further results Expand proposition with Develop offerings for new . .

L S . Adopt new business models underpinned
from the existing new products and and emerging industries & by technolody e.a. risk management
business e.g. assisting services e.g. reputation ecosystems e.g. smart o¥ferin s eng{)leg.b bi dataganalytics
energy companies for insurance, voluntary cities, electric car charging embedgded insurange 3 namic pricin ’
climate transition carbon offset insurance networks, 10T el pricing

\ (7]
o R

Current Growth from New products & New industries New business Future target
business current proposition services models
® Future growth opportunities >

As insurers increase their maturity over what ESG data they have, what ESG skillsets, knowledge, and expertise they
house, and what they want to be known for in the ESG context, they will possess the right toolkit to take advantage of
product innovation in the market. This could help in increasing revenue potential and elevating themselves to be in a
stronger position to augment traditional revenue streams.

KPMG firms have expertise in helping clients embark upon and deliver on a successful ESG strategic program. KPMG
professionals’ knowledge of the insurance sector, understanding of the broader ESG ecosystem, access to an extensive
range and depth of tools and technology and finally KPMG firms’ Global ESG Hub comprising a network of hundreds of
specialists delivering ESG engagements has helped to deliver value to clients.

8. “Aviva Sustainability Report 2021”, Aviva, 2 March 2022, Link; accessed on 22 September 2022
9. “Allianz reinforces its commitment to net-zero strategy”, Allianz, 29 April 2022, Link; accessed on 22 September 2022
10.“Allianz Group Sustainability Report 2021, Allianz, 29 April 2022, Link; accessed on 22 September 2022

m © 2022 Copyright owned by one or more of the KPMG International entities. KPMG KPMG Confidential | 7
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https://static.aviva.io/content/dam/aviva-corporate/documents/socialpurpose/pdfs/2021-aviva-sustainability-report.pdf
https://www.allianz.com/en/press/news/commitment/environment/220429_Allianz-reinforces-its-commitment-to-net-zero-strategy.html
https://www.allianz.com/content/dam/onemarketing/azcom/Allianz_com/sustainability/documents/Allianz_Group_Sustainability_Report_2021-web.pdf

way forward

ESG is the definitive issue of our generation and is becoming even more critical in the short-term and has significant
long-term implications for insurance companies. Insurers that do this thoughtfully can add value to their business and can
expect stronger competitive positioning and market perception. The ESG journey starts with an ESG strategy and

transformation plan, which articulates ‘what you want to be known for’, ‘where are you heading’ and sets out an
actionable plan. In this context, insurers need to answer some significant questions that can help drive their overall
strategy and transformation agenda..

01

03

05

Call to action: questions for GEOS torefiect on

What are the ESG factors that have the
biggest impact on my business and how 02
do | prioritise amongst them?

How do | ensure that ESG is
embedded throughout by business, 04
divisions, and departments?

How do | ensure that my culture,
communication strategy and 06
branding align with my ESG related
commitments and goals?

a subsidiary of KP

n of independe:

il v

r By .
Holdifig AG, which.is a . . — -
KPS e Yy ¥
ee. Allrights reserved. 4 :

Do | have access to the right data set
and the optimal analytical tools to gather
actionable insights?

ESG is a journey and not a destination.
This transition may drive disruption in
the near term. |s my business resilient?

Finally, what should be the governance
framework | need to incorporate to
measure progress, drive accountability
and ensure transparency?

Clearly ESGis not something you do but everything you do-
andthetimetoactisNOWl
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