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ESG and Insurance:
A chance to
rethink strategy

I I Insurers must assess their strategies in the
DeSpIte d grOWIng context of ESG, to transform themselves
and Significant bOdy and reaffirm their purpose in society

. This report intends to resolve that challenge, bridging the
Of thoug ht |eaderSh | p gap between high-level ESG thinking and more technical
. literature. It offers a framework to think through and put
On EnV| ron men‘tal in place business initiatives to address ESG and identify
. ? growth opportunities.
Social and Governance

Authors: Christine Korwin-Szymanowska,

(ESG), |-t remalns an j::qgilgir;sr,s)-(avier Crépon, Andrew McDowell,
area many executives
are grappling with.
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Why is ESG
important?

44

Considerations on the sustainability of businesses have a long history. :
The current interest in ESG can be traced to the political and social upheavals BUSIHGSS leaders

of the 1960s which promoted the formation of ethical banks. This was followed by ShOUld COIlSidel‘
the emergence of Corporate Social Responsibility (CSR) in the 1980s and the

launch of the first sustainability-linked mutual funds and financial products in their level Of ESG
the 1990s. But the dramatic acceleration of interest in ESG over the past 18 .. .
months has increased awareness of the impact of companies on the environment ambltlon agalnst
and society. Insurers can no longer ignore it, especially given the impact of the

pandemic on insurers’ reputations. the eXpeCtatiOIlS Of

The importance of defining ESG those stakeholders

At its simplest, ESG provides an umbrella framework to consider a company’s WhO matter to the
impact and dependencies on the environment and society, as well as the quality

of its corporate governance. long-term Vlablllty
of their businesses.”

Figure 1 — Environmental, Social and Governance (ESG) definition

ESG provides an umbrella framework to consider a company’s impact and dependencies
on the environment and society, as well as the quality of its corporate governance

Environmental ¢ Includes controls of: carbon emissions, impact on deforestation and nature loss,
Minimising the impact of over-consumption of non-renewable resources, and production of waste products
a company on nature e Also incorporates positive contributions such as the financing of environmental
improvements (e.g. green finance initiatives)

Social ¢ Considers contributions to equality, trust and welfare in society (including improving
Contributions of a company to labour rights and diversity and inclusion) within a company's workforce, and across its

" fairness in society supply chain and distribution
¢ Also includes product safety, respect for privacy and data security

Governance ® Focuses on the quality and scope of reporting, the nature and type of accountability,

Processes for decision making, level of independent oversight, and ethical behaviours in a firm — on both ESG

reporting and ethical behaviours [IREUCSLIEURSEICINEREE

* Considers elements such as board structure, director and audit independence and
executive compensation

Source: Strategy& analysis
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But there are no official, comprehensive definitions beyond those being
developed by the European Commission. What if a significant percentage
of what we are calling ESG today was not ESG tomorrow under country and
regional taxonomies? We detail below the next level down of each element of
E, S and G, and have laid out an innovative approach for developing a broad
corporate ESG strategy.

Companies can no longer ignore ESG

Driven by factors such as climate change, social inequality and the impact of
COVID-19, and amplified through social media platforms, ESG has become
front of mind for all. PwC UK’s 24th Annual CEO Survey shows organisations
are increasingly focusing on sustainability. This year, 70% of UK CEOs told
us they are concerned about climate change, compared to just 44% in 2019.

And there are already positive signs of change, with 60% of UK CEOs planning

to increase their investment in sustainability and other ESG initiatives over the

next three years. Around a third also noted they should be doing more to report

on their organisation’s impact on its wider communities.

These concerns are further reflected in a PwC survey of UK consumers
which found 67% of respondents want businesses to operate sustainably,
by minimising their environmental and social impact. Contrary to popular belief,
older consumers are more concerned than millennials, demonstrating that ESG
worries are not limited to younger generations.
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What if a significant
percentage of what
we are calling ESG
today was not

ESG tomorrow
under country

and regional
taxonomies?”


https://www.pwc.co.uk/ceo-survey.html#purpose-sustainability

Figure 2 - Views on the importance of businesses operating in a
sustainable way, by age group

Question: When considering the role of business in society, how important is it
that business operates in a sustainable way (e.g. minimises its environmental
impact, supports diversity, behaves ethically)?

100%

83%

71% 70%

N 61%
I57 A) 54% I
Total 18-24 25-34 35-44 45-54 55-64 65+

B Neither/Don'tknow [l Notimportant [l Important

Source: Nationally representative survey of UK consumers, PwC UK, February 2021

%

of respondents
want businesses to
operate sustainably

Source: Nationally representative survey
of UK consumers, PwC UK,
February 2021
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More stakeholders to manage

Companies are no longer answerable just to shareholders but also to a new set
of stakeholders: customers, employees, suppliers, communities, the press and
regulators. These broader and more vocal groups are increasingly interested

in how ESG drives corporate performance. Other topics on the corporate
agenda, such as Brexit, while complex and important, are focused on narrower
stakeholder sets.

Below, we summarise the breadth of stakeholders that companies need to
consider when addressing ESG.

Figure 3 - ESG stakeholder environment - Insurance example

® Personal lines customers increasingly ¢ Fund Managers are putting pressure
consider ESG impact when on companies to act on climate
purchasing products and services change (e.g. Blackrock)

e Companies with environmentally- ¢ Investor demand for ESG-linked
friendly and renewable assets assets has increased significantly
increasingly demand coverage over past decade, linking insurer’s
at preferential rates ESG actions to access to capital

Value chain partners Communities / press

* Brokers and reinsurers increasingly e Executive remuneration is increasingly e |nsurers are held to higher
assess insurers’ ESG exposure, linked to ESG outcomes standards in community engagement
and vice versa, as part of partnership (e.g. advertising protections for

P * Boards are requesting executives to
due diligence checks q 9 vulnerable customers)

incorporate ESG into firm strategy

* Awareness of offshore labour and decision making ¢ Press reporting on weather events
standards pressures insurers requires insurers to respond to
to consider their own outsourced describe how they addressing
arrangements (e.g. call centres) environmental concerns

Employees / unions Regulators
* Employees are increasingly considering ® Regulators now require insurers to
a company’s record on environmental embed climate-related risks in
and social issues when making their risk management frameworks (e.g.
employment decisions Bank of England climate stress tests)
* Unions and employee organisations * Regulators are increasingly compelling
are increasingly pressuring insurers insurers to disclose climate risks,
to improve workplace equality gender pay gaps and to improve
and diversity accounting standards (e.g. IFRS17)

B Intemal stakeholders [l External stakeholders

Source: Strategy&
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How should
companies think
about ESG? Break
it down and choose
where to participate

ESG addresses a broad spectrum of topics and can affect all components of a
company'’s strategy, operating model and execution. To make it easier to tackle,
executives should first think through the three elements of ESG separately,

and do so at the next level down, with the five or six sub-elements of E, S,

and G (for instance, ‘E’ would include the impact from an insurer’s buildings
and footprint, its products and services, as well as its value-chain operations
and partners). Figure 4 provides a framework for breaking down ESG into more
structured and manageable sub-elements.

44

First, think through the three elements
of ESG separately...”
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Figure 4 - ESG framework for companies - insurer example

Dimensions Examples

Ellw-qun.mental Operations e Carbon emissions from offices and data centres

Minimising the ¢ Waste to landfill and incineration e.g. non-recycled computers, servers, photocopiers
impact of a and general office waste

company ¢ Business travel including emissions from flight and train travel and vehicle fleets

on nature Products & services * Underwriting to support development of renewable energy assets (e.g. solar and wind
farms) and companies reducing emissions (e.g. providing specialised D&O cover for
renewable energy companies)

¢ Financing such as issuing green bonds

Supply chain ¢ Non-renewable resource use for electronics and office materials (e.g. minerals used in
& distribution computer and server production, paper and office consumables)
Social Workforce * Diversity & inclusion across employee categories (e.g. gender, BAME), social mobility,
Contributions of and pay equality
a company to ¢ Health & safety and wellbeing — programmes to support health & wellbeing, including

employee mental health programs
* Human capital development, including upskilling of employees and training provided,
such as digital analytics training for experienced employees

fairness in society

Products & services e Customer privacy & data security e.g. investing in personal data protection for
customer data
* Underwriting to support social services, such as by providing preferential rates to
not-for-profit enterprises

Supply chain ¢ Diversity & inclusion in supplier base, such as through office supply and professional
& distribution services contracts (e.g., catering and events)
Gov?ma"ce Transparency * Providing accurate and timely reporting to stakeholders vs. recognised standards —
Quality of processes on corporate purpose, strategy, financial performance, and ESG tax benefits — e.g.
for decision making, implications from investments in ESG initiatives
replorting and. Accountability ¢ Ensuring leaders are accountable for performance and risk management, across both
ethical behaviours ESG and other decisions, and pay is aligned to ESG-outcomes within company
Independence ¢ Ensuring appropriate independent oversight, incl. board composition, diversity,

remuneration, and limiting controlling shareholders and concentrated voting rights

Ethical behaviour ¢ Corporate governance: undertaking business in an ethical manner (e.g. avoiding
bribery and corruption)

Source: Strategy&

Business leaders should then consider their level of ESG ambition, overall and
for each chosen sub-element, against the expectations of those stakeholders
who matter most to the long-term viability of their businesses and the ESG
dependencies for corporate strategy and financial performance. Will just
keeping up with evolving regulations be enough (for instance, for insurers in
the middle of a significant turnaround programme which might prevent them
launching bold ESG initiatives immediately)? Or should they view ESG as

an opportunity to realign their market-participation strategy with major
long-term customer trends (for example, a broker seeking to enter new
markets would have a ‘greenfield’ opportunity to do so while being ESG
aligned from the start)?

An insurer’s ambition will determine whether they develop an ESG strategy

that sits on the side of their existing corporate strategy; or whether they
develop a new, ESG-aligned corporate strategy.
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Taking action
on ESG

To avoid ending up with a long list of disjointed initiatives, executives should assess
how impactful potential ESG actions are, versus their ambitions, stakeholder
expectations, importance to business and risk management, and how easy they
are to implement, including how ‘doable’ ESG innovations are. While businesses
will want to estimate the return on investment of potential initiatives, there is still a
lot to do to narrow the gap between the historical way of measuring performance
(such as return on equity, or revenue growth) and the new, longer-term concepts
coming with ESG.

The illustration on the next page shows a prioritisation exercise for an
insurer. In this example, the company faces pressure from its customers
and distributors to incorporate ESG into some of its investment offerings.
By incorporating ESG into its product strategies, it plans to grow new
customer segments and increase its reputation with existing customers.

0%

of UK CEQOs
are concerned
about climate
change

Source: PwC UK’s 24th Annual
CEO Survey
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Figure 5 - Strategic ESG opportunities assessment framework

Example ESG opportunity set for a potential insurer (lllustrative)

Environmental @ Stop underwriting carbon-intensive _ A Opportunities above
S assets (e.g. coal mines) 0] the second dotted line
Minimising the c .
. RN Stop underwriting should generally
impact of a @ Grow investment in green financial % TESG carbon-intensive be prioritised
company products (e.g. green bonds and ILSs) reporting assets
on nature @ Commit to net zero across the business
Grow green
@ Reduce electronic waste to landfill g anem;o);e e Increase BAME fmancigal
ender pay workforce
(e.g. computers) gap in firm products
6 Include climate impact in corporate el
risk models and pricing Disclose N
7777777777777777777777777777777777 © offshore @ Align LTIPs
Social @ Increase BAME workforce representation g entities . @ with ESG L Underwrite
Gami e B era by 10% in graduate intake in 2 years £ - ment\alhhealth
— N charities
company CRETGIESSNN @ Remove gender pay gap across g Commit Include climate Data 4
in society EERElY [ D e L to net |mpact in clients’ protection
risk UndeKertln
@ Provide digital analytics upskilling training zero ° software L
for employees .
Consider
© Invest in leading personal data prioritising Board @
protection software higher ROI Third-party gender par|ty
{® Underwrite property, liability and D&O bribery controls .
cover for mental health charities
P —
””””” e O Reduce electronic : .
Governance @ Voluntarily f:ommlt to higher-standard % waste to landfill _Potentially
P f ESG reporting, such as SASB Standards Employee prioritise in early
rocesses for v upskilling years given ease
decision making, (B Disclose offshore entities to increase
reporting and tax transparency - . . . >
p g Lower Ease of implementation / Higher

ethical behaviours

@ Realise gender parity in Board
membership

@ Implement third party controls,
databases and monitoring to reduce
potential bribery

@ Align executive LTIPs with corporate
ESG outcomes

feasibility of innovation
(based on capabilities)

@ Social

@ Environmental @ Governance  Bubble size indicates ROI'

Note: 1) Return on Investment
Source: Strategy&
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A call to action

Having considered the multiple ESG dimensions, companies should decide how
to integrate ESG into their strategies and operating model. To do so effectively,
there are a number of steps to take.

First, they should confirm their ESG ambition, assess strategic options and
align with their corporate strategy or create a new, ESG-coherent strategy.
Where required (for example, if new resources, assets and capabilities are

needed) they may have to redesign their business or operating model.

44

Success in

execution will be
influenced by the
tone at the top of

L] L] ,’
Next, they must execute these changes and transform, rolling out the chosen Organlsatlons,
initiatives backed by the support of strong senior sponsorship.
Finally, to ensure success, organisations should set targets, and track and
report these back to stakeholders.
These last two factors are critical. Success in execution will be influenced by
the tone at the top of organisations. It is hard for an executive to divorce their
own attitude to ESG from their corporate role. If feasible, they should set an
ESG persona for their company that reflects their ESG beliefs and commitment.
Figure 6 — Spectrum of ESG adoption
A High

Pragmatist Strategist

Deploys targeted ESG quick wins Integrates ESG opportunities which

which align with overall strategy align with its corporate strategy

Commitment

to ESG Low

Sceptic Zealot

High

Rejects ESG as a strategic priority, Views ESG as the main driver of the
integrating minimum regulatory standards company’s purpose and focuses on
e.g. reinsurer who believes they are one-step business which aligns to this (even if

removed from ESG scrutiny it is at odds with the corporate strategy)

v Low

Coherence with strategy

Source: Strategy& analysis
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Being aware of one’s persona can help determine how the company
responds. ‘Sceptics’ with a low level of commitment may choose to
focus on minimum regulatory requirements. ‘Strategists’ may have a high
level of belief in ESG principles, incorporating actions fully into strategies
and changing their organisations more fundamentally. But ultimately,
companies need to decide their corporate ESG persona if they are to
form a collective ambition and strategy.

On reporting, more needs to be done to bridge the gap between historical ways
of measuring performance and new, longer-term concepts coming with ESG.

A practical way to do this is ‘integrated reporting’. This combines historical
metrics and ESG indicators (starting with business indicators such as revenues
from ESG-compliant products) and integrates ESG factors with corporate
strategy, informing stakeholders on both elements at the same time.
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What does ESG
mean for Insurers?

Founded on the ability to understand risks and find solutions to manage them,
the insurance sector has rarely been unsettled by emerging risks and trends in
the industries they underwrite. ESG is no different for insurers, presenting both
challenges and opportunities.

Climate-related risk is one area that comes to mind. Physical risk, such as
changes in the frequency and severity of extreme weather events, as well as
chronic climate factors, may mean larger losses. Many insurers may find it
more difficult in the medium-term to underwrite certain classes accurately,
and prices for coverage may increase to compensate for the uncertainty.
Transition risk, driven, for example, by changes in regulation, technologies and
market demand, may lead to changing business dynamics in the short-term,
and are much harder to identify, measure and manage.

There are also broader environmental and social challenges that go to the
heart of the insurance sector’s role in society. Insurance plays a key role in
supporting the operations of many industries which, for instance, emit large
volumes of carbon dioxide, or those that face challenges in meeting modern
labour standards, such as the shipping industry. As awareness of the insurers’
role in underwriting these sectors increases they are likely to face renewed
pressures from stakeholders to demonstrate how they are contributing to
changing industry practices.

44

On reporting, more
needs to be done

to bridge the gap
between historical
ways of measuring
performance and
new ESG concepts.”
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Figure 7 - Spectrum of ESG ambition - Commercial Insurance product example

Minimum requirement Emerging Mature Leading

N R —E—

Environmental Review product portfolio Provide consulting

; Tactically offer green Offer new products and -
: to ensure it meets - - . : services to support
The impact of minimum requirements products an(_i mce_ntlves =S Wh'(.;h. s_eek transition to greener
a company on for prioritised (e.g. electric vehicle to_actlvely minimise ETEEs fGe L
the environment stakeholders’ fleet coverage, environmental impact (i.e. carbon emissions
environmental concerns prefefr ent|a(; premiums acroES.thEa aiille 2l assessment paired
] or reducing chain (e.g. energy ;
() ey e environmental liability) efficient insurance) with energy

risk management) efficient insurance)

Pro-actively develop

Social Deploy tactical changes Subsidise existing products to support Provide consulting
Contribution of a to meet minimum products to support emerging risk areas and services to advance
company to fairness requirements for emerging businesses underserved markets (e.g. to social development
in society stakeholders’ social that further social property coverage for social goals for insureds
concerns (e.g. amending welfare (e.g. to support enterprises such as adult (e.g. increasing gender
product branding) an adult training start-up) training and employment equality in workforce)

not-for-profits)

Sovernance Provide summary I?:z‘\_/iq'i:‘nga:?r%r;s 2:52?'2 Providing data to Lte actijing i|n pld gr:) ur:s
vide su individu u ] o develop consisten
k Sk olicyholders on ESG P
Processes for reports of ESG impact contributing to ESG p’:odu{:t performance,  aPProaches to reporting
decision making across of all product objectives (e.g., focusing ) ; "y and providing full
; . . : to assist and incentivise
and reporting and lines at a high-level on electric fleet their own ESG objectives transparency of ESG

ethical behaviours insurance products) impact of all products

Source: Strategy&

Changes in industries provide product innovation opportunities for insurers
as illustrated in the chart above. By thinking through ESG ambitions and
commitment levels, insurers are starting to manage their transition to
supporting businesses that have a positive impact.

The current focus on ESG also provides an opportunity for insurers to highlight
their societal role. Climate change provides opportunities for insurers to use
their risk and underwriting expertise to manage and minimise risks for society
as a whole.

Additionally, the disproportionate impact of COVID-19 on minorities and
smaller companies has highlighted the importance of life protection, particularly
for minority groups, exposed individuals and more vulnerable companies.
Improving access to certain products, especially if they offer tangible value
to the insured, will allow insurers to reach broader customer segments,
while also improving social inclusion by serving more vulnerable customers.
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A good thing for insurers
ESG presents transition challenges and opportunities to insurers. Narrowly defined,

the transition to a low-carbon economy presents risks for insurers who do not adapt . .
their business model and products. But it also provides significant opportunities for leen thelr I‘Ole

those in the insurance sector that address these topics. . ..

in underwriting,
Given their role in underwriting the activities of other corporates, and in .
addition to considering their own firms’ responses to ESG, insurers are well Imsurers are Well
placed to influence how others respond. They have a unique responsibility in

considering if and how they should influence behaviours and help accelerate placed tO lnﬂuence
ESG outcomes. By doing so, they can reaffirm their role as an essential link h
ow corporates

in society.
behave.”

For insurers, ESG can only be a good thing.

Who to contact

Christine Korwin-Szymanowska (UK)
ﬁ Strategy& Partner,
(= & Insurance Strategy Leader,

= UK Insurance ESG Leader

christine.korwin-szymanowska@pwc.com
Jon Williams (UK)
PwC Partner, Financial Services Leader
for Sustainability & Climate Change

jon.d.williams@pwc.com




This insight is brought to you using the capability of Strategy&, PwC’s global
strategy house, alongside our PwC industry experts. Together, we transform
organisations by developing actionable strategies that deliver results.

We are uniquely placed to combine strategy with technical, industry and
execution expertise. We embed our strategy capabilities with expert teams
across our PwC network, to show you where you need to go, the choices
you’ll need to make to get there, and how to get it right.

The result is an authentic strategy process powerful enough to capture
possibility, while pragmatic enough to ensure effective delivery. It’s the
strategy that turns vision into reality. It’s strategy, made real.

www.strategyand.pwc.com
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