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COP26 climate conference in Glasgow

International Sustainability Standards Board

| Climate Disclosure Standards Board (CDSB)

‘ B (S
i IFRS &
World Economic Forum (WEF) ‘ N
| Task Force for Climate-related Disclosures (TCFD) ‘ - r
ISSB !

| Value Reporting Foundation (VRF)

Business must remain

ambitious in line with 1.5 . .
Alignment of regulations and

standards

A blended finance model will
be required to fund the
transition

Commitment and transparency are
important but need to be followed
LA i by action
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Taking action: industry initiatives around climate and net zero
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Developing climate practice amongst insurance market participants
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Clear leadership

C-suite ownership and
responsibility, supporting a
cultural change and deeper
understanding of climate
change throughout the
organisation. This is
supported by structured
training and the inclusion of
climate/ESG in incentives.

External engagement

A high level of external
engagement at a policy level, in

leadership of industry initiatives
and in active ownership
(stewardship).

Net zero actuaries

New investment and
underwriting strategies

Developing clear investment
strategies, which are linked to
global climate change
objectives, driven by science and
include supporting net zero
objectives.

Developing metrics
and targets

including both financial risk
metrics and greenhouse gas
reduction metrics at portfolio
levels, supported by the
development of climate scenario
modelling capability.

Transparency

A high level of transparency
including publication of clear
disclosures in line with TCFD.

EY




Summary of insurance market practice

Key: —

Direction of Travel showing range observed in benchmarked companies

The graphic below positions a client relative to average climate change market practice assessment score (for each dimension) against the peer group’s range. High level graphic is underpinned
by detailed analysis resulting in granular sub-dimension and a comparison against each peer assessed.

Governance:
Leading insurers further incorporate climate change goals into incentive structures and identify skills gaps
within the organisational structure to improve governance on climate change risks.

Strategy:
Advanced ir- Lo <l log ik hkanloo Nl oL — [ YaY ol ahklo d "

change strategy execution is underway.

Risk management:
Advanced insurers perferrrregataforwart-oTiEassessTTeTtUfTisieorertifferemttrmeframresdefire a
climate risk appetite and consider net-zero alignment.

Metrics and Targets:
More advanced and leading.nsucershave defined shact/medium/long term cleacmeasicable targets
with detailed plans on how they will be achieved.

Investment Strategy:

Leading insurers consider climatedcaplicationcacpactof aach inuastmont docicionand maalke oxioncivg
use of climate solutions.

Engagement:
Pioneering insurassdriva.changathraugh aogagamantioocdacioalignthe poctfliowith oat.zaco
targets.

Scenario analysis:
Advanced insurers have=smeensteleenseemens: e e e e o e
the shelf scenarios.

=+
—-

Disclosure:

Leading insurersfarterimiote st o Ty s St e P rep Tt e poT o T iTTate=re lated
financial impacts, which are subject to third party assurance.
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Strategy

Metrics and
Targets

Engagement

Disclosures

LEADING PIONEERING
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Regulatory expectations

PRA SS3/19, Supervisory Statement, Enhancing banks’ and insurers’ approaches to managing the financial risks from climate change (April 2019)

Summary expectation

&
®-®

Governance

Risk
Management

N

Scenario
analysis

Disclosure

25 November 2021

Clear allocation of responsibility to an SMF holder
Associated governance structure to cascade strategy

Board oversees development and implementation

Explicit consideration of impact on profitability and strategy

Credible plan for managing exposure by end 2021

Estimation of potential financial loss (even if crude)
Alignment across identification, measurement, reporting and
management, supporting decision making

Client engagement re potential risks and mitigants

Requires investment of time irrespective of firm size, and can be both
qualitative and quantitative

Consider a range of scenarios, including reverse stress test

Use to inform risk and strategy decisions

Develop decision-useful disclosures

Build capability and accelerate progress

Monitor industry developments and areas of evolving standards and
harmonisation

Net zero actuaries

Considerations

Roles and responsibilities across all three lines of defence

Board has been trained and is updated on implementation plans
Strategy explicitly considers impact of climate risk

Client engagement and product and services review

Understand current and forward risks

Alignment of risk appetite and strategy, and supporting control framework
Supporting ICAAP and broader disclosures

Proportionality of approach and expectation of evolution

Leverage standard, reference scenarios
Explore scenarios relevant to current balance sheet and forward strategy
Balance qualitative assessment and drive for quantitative impact estimates

Specific audience
Peer practice and developing standards




Regulatory expectations

PRA SS3/19, Supervisory Statement, Enhancing banks’ and insurers’ approaches to managing the financial risks from climate change (April 2019)

The Dear CEO letter highlights the findings from the PRA thematic review of plans to address SS3/19. It provides clarification on the timeline for compliance and highlights
areas of focus and examples of good practice

Thematic

Review

I?ut.)lic disclosures re.main -------------- ® The PRA expects that firms will have fully embedded
limited to large UK firms their approach to managing climate-related financial
risks by the end of 2021

Signifi . . I. ---------------- ® A need for material increases in capabilities
igni |f:§r.1t gaps in scenario analysis ol (R
capabilities, data and tools

o Risk management processes are
still at very early stages of
development

Next steps:
* The PRA notes that there will continue to be ongoing engagement on development of implementation and progress plans
* There is the expectation that firms will continue to provide updates to Boards on the progress towards implementation

Page 9 25 November 2021 Presentation title




Regulatory expectations

PRA Observations of good practice in managing climate-related financial risks (from dear CEO letter)

Board oversight
Provided training for their board to enable them to oversee this risk appropriately.
/®\ Demonstrated that the skills required throughout the organisation have been identified, evaluated
@_@ and a plan made and resourced to close any gaps.

Is effective in cascading the strategy throughout the firm, promoting a strong understanding of the

Governance S S :
risks (financial, reputational and CSR)

Incorporate climate risk in incentive structures, in order to drive the right progress in the firm. This

provides incentives for decision-makers to weigh various considerations around climate risk against

other factors when setting strategy.

Risk identification and measurement

Model potential impact on capital, and associated sensitivities, by using a climate value-at-risk,
warming potentials (e.g. Paris Agreement alignment), and (in banking) climate-adjusted probability
of default and/or loss given default, for example.

Risk One firm have embedded the use of an internal climate impact risk-weight.
Management

I

Scenario
analysis

Disclosure

25 November 2021 Net zero actuaries

SMR
Able to describe clear allocation of responsibility below the SMF(s) and clear
roles and responsibilities across all three lines of defence.

Strategy
Considered their role in supporting their clients and counterparties to meet the
UK’s target to achieve net zero emissions by 2050

Risk management and mitigation
Gather relevant data during client on-boarding and at annual reviews to
develop their own management information framework.
Provide training to relevant staff (e.g. those involved in client on-boarding or
conducting credit risk assessments).




Typical work programme and implication for actuaries

Many insurers have set out structured multi-year programmes of work on climate and ESG...

> So actuaries need to evolve their skillsets to remain relevant

2021 Programme
Strategy and vision,
quick wins:

Become a leader on sustainability and
meet reg expectations (PRA)

Set insurer’s expectations on ESG, net
zero, and stewardship

Prioritize climate action, net zero
commitments

Begin climate scenario analysis

Building internal capability — including
education and training

+ Implications for actuaries?
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2022 Programme

Moving forwards:

Detailed net zero transition plan and
2025 targets

Scope 3 financed emissions calculations
across balance sheet

Become signatories of FRC Stewardship
code

Embed sustainability and stewardship
capability

Customer engagement
Sustainable illiquid allocation

Develop TCFD and Sustainability
reporting

Implications for actuaries?

2023 Programme

Achieving ambition:

Insure Co recognised for a leading insurer
on sustainability

Expand to cover full set of issues, eg
emerging social concerns and biodiversity

Full ESG integration, across asset classes,
with ESG culturally embedded

Extensive and transparent stewardship
and engagement activities

Transparent and comprehensive
reporting

Innovative digital customer engagement
on ESG

Implications for actuaries?
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EY | Building a better working world

EY exists to build a better working world, helping to create long-term value
for clients, people and society and build trust in the capital markets.

Enabled by data and technology, diverse EY teams in over 150 countries
provide trust through assurance and help clients grow, transform and
operate.

Working across assurance, consulting, law, strategy, tax and transactions,
EY teams ask better questions to find new answers for the complex issues
facing our world today.

EY refers to the global organisation, and may refer to one or more, of the member firms of Ernst & Young
Global Limited, each of which is a separate legal entity. Ernst & Young Global Limited, a UK company
limited by guarantee, does not provide services to clients. Information about how EY collects and uses
personal data and a description of the rights individuals have under data protection legislation are
available via ey.com/privacy. EY member firms do not practice law where prohibited by local laws. For
more information about our organisation, please visit ey.com.

© 2021 Ernst & Young. All Rights Reserved.

The Irish firm Ernst & Young is a member practice of Ernst & Young Global Limited. It is authorised by the
Institute of Chartered Accountants in Ireland to carry on investment business in the Republic of Ireland.

Ernst & Young, Harcourt Centre, Harcourt Street, Dublin 2, Ireland.

Information in this publication is intended to provide only a general outline of the subjects covered. It
rehensive nor sufficient for making decisions, nor should it be used in
ung accepts no responsibility for any loss arising from any action




