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MOODY'S ANALYTICS

Integrating ESG into portfolio management
and underwriting workflows: the state of the
market

As insurers move towards automation and further digitization of their underwriting processes,
accurate data and sophisticated analytics are becoming increasingly important. One area in
which this is particularly important is Environment, Social, and Governance (ESG). ESG factors
and scores offer insurers new insights into risk and decision-making, but they also bring new
data integration challenges. Insurers that meet these challenges can benefit from considerable
competitive advantage.

To understand more about the Commercial Property and Casualty (P&C) Insurance industry's
journey to implement ESG scores, Moody's Analytics and RMS, a Moody's Analytics Company
has undertaken a comprehensive, independently run market survey. The results of this survey,
alongside insights from our experts, help validate the current state of the market and identify
any pain points.

Taking the temperature of the market's progress on ESG implementation

Our survey received 36 responses from Commercial P&C (re)insurers, all from individuals
engaged with portfolio management and underwriting functions. The respondents were from
a broad range of institutions with Gross Written Premiums (GWP) ranging from $100m to
more than £5bn. Almost 80% of the individuals who responded were Directors or more
senior, including 14% at C Level. The survey was global with most respondents having
operations in North America.
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Why integrate ESG into your business?

The survey results present some interesting data on the key drivers for Commercial P&C insurers to integrate ESG into their
business. As we can see from Figure 1, 65% of respondents identified risk management as a key driver with 81% identifying
managing reputational risk in particular. While we expected this given where many insurers are in their ESG journey, we were
encouraged to see that one in three respondents also saw potential for unlocking new revenue opportunities. We believe that this
number is likely to increase as insurers start to realize value and see the opportunities that they can derive from using ESG as an
additional risk factor in risk selection, pricing, and product development. Survey respondents were asked about the key drivers for
integrating ESG into their business and were able to select more than one answer.

Figure1 The key drivers for integrating ESG data
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Plans for ESG integration: speed is of the essence

These survey results offer a valuable insight into the importance insurers place on integrating ESG into the business. As seen in
Figure 2, a clear majority are, at minimum, making progress on their ESG strategy.

This aligns with our observations from our wide market engagement of the speed of change in the industry. We have noted a
significant increase in the number of insurers looking to obtain data and analytical platforms in order to integrate ESG into
underwriting over the last 12 months. In addition, insurers have also started to move beyond crude exclusionary approaches to
more holistic, balanced approaches to sustainability.
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Figure 2  Status of ESG strategy

[l Not yet started

I Defined, or are in the process of defining

Taking a phased approach to provide solid foundations for an ESG-centric business model

Our conversations in the market suggest insurers have appetite for rapid progress in integrating ESG into the business. However it
is imperative that insurers take an iterative, phased approach, rather than rushing towards full integration.

The first phase involves defining an insurer’s vision for sustainability and creating a strategy that, importantly, includes
sustainability targets or commitments. Defining targets is critical to creating a vision that can be deployed throughout the
business. Insurers need rigor around any new data sets and to be able to understand the scores and data sets they use to build the
scores.

The second phase requires companies to understand their current ESG footprint by performing an analysis of their insurance
portfolio and measuring against a set of ESG metrics. Through this, they can identify areas of concern and develop strategies to
improve the overall ESG performance of the portfolio. At this stage they can also start the first iterations of defining ESG risk
appetite and tolerances for the short and medium term.

Insurers can use portfolio heatmaps to start reporting to stakeholders on the current position and the gap to the targets defined in
phase 1. They can then communicate the strategy for achieving those targets and commitments. What-if scenarios on the
portfolio, for example non-renewal of accounts, run-offs of business lines can help identify the best strategy.

They can also leverage these heatmaps to start thinking about their ‘own view’ of ESG risk, which utilizes third party and
proprietary data, but reweights metrics based on the insurer’s own sensitivities and view around ESG risk. An insurer’s own view of
risk is central to its strategy and the development of this is crucial to its success.

At this stage, insurers can start investigating correlations between ESG risk and various other performance metrics, such as loss
ratios and claims data. Should correlations be identified, ESG factors can then be incorporated into pricing models, creating a new
risk dimension for underwriters.

Once companies have understood their current ESG footprint and defined targets and tolerance, they can then start integrating
ESG risk at the point of underwriting including marginal impact of new or renewed accounts. This will also include engagement
with insureds regarding their plans to improve ESG scores, and the support the insurer can provide on this journey.

MOODY'S ANALYTICS INTEGRATING ESG INTO PORTFOLIO MANAGEMENT AND UNDERWRITING WORKFLOWS: THE STATE OF THE MARKET



The importance of understanding correlations

Figure 3 demonstrates how important understanding correlations between metrics are to the market. Survey respondents were
asked which correlations they wanted to understand further and could select more than one answer. We can see that three
quarters of respondents want to understand correlations between ESG risk and claims, almost two thirds want to understand
correlation between ESG risk, and premiums, and more than half want to understand ESG risk against Nat Cat model results.

Figure 3 Appetite for understanding correlations
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This is consistent with a broader, emerging theme around correlations with performance metrics. Insurers may find they have
multiple exposures around the same event, for example a Nat Cat event caused by heavy pollution may then incur litigation as
well as the impact of the event itself. It is important here to take a holistic view of ESG. The initial focus has often been on
environmental factors and carbon reduction. Insurers should make sure that they are also considering Social and Governance
factors. For example, there are clear correlations between poor governance and claims. Diversity and Inclusion should also be
carefully considered when looking at 'S’ scores. A low ‘S’ score can correlate to poor results as it can be an indication of how a
company treats people and therefore how many claims they may receive. Transition plans are also important in creating a
nuanced assessment and consistency with an institution’s risk appetite.

The opportunity to personalize the view of ESG risk

We can see in Figure 4 that 52% of respondents are considering whether to personalize the view of ESG risk. This could include
blending multiple data sources or weighting data elements important to the strategy and vision. We expect this figure to increase
as insurers get ahead of the problem, develop frameworks, assign responsibilities, and include ESG into their decision-making

process.
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Figure 4  Personalizing the view of ESG risk
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Following consistent market standards

The Commercial P&C market often exhibits an approach where there is safety in numbers. The direction of travel is likely to be
similar for many participants. As Figure 5 shows, almost two thirds of the respondents indicated that they would like to be able to
leverage a market standard ESG framework which further supports the peer consistency which is important in the Commercial
P&C market. This confirms our observations that insurers would welcome a standard framework that helps formalize the
assessment process, but crucially still allows them to impose their unique view of the risk. This is ‘own view" of risk is critical for
competitive purposes. We believe that the market standard should be consistent across the insurance value chain, including
brokers, carriers, reinsurance brokers, and reinsurers as well as retro capacity providers.

Figure 5 Market standard ESG framework
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Highlighting the need for accurate and reliable data

It is clear that to achieve the aims uncovered by the survey, insurers need accurate data that they can rely on. Good quality data
on the insured is key for insurers to achieve their aims, and ESG is no different. Insurers need to understand more about who their
insured are and where they are based, as well as more about other risk dimensions particularly when reputational risk is such a
priority. Gaps in coverage need to be identified and filled as a priority.

Taking stock of progress on the journey to integrating ESG scores

We can see that Commercial P&C insurers have aims of full integration of ESG scores, and most of them are making progress. To
achieve these aims of integrating ESG into their portfolio management and underwriting workflows, insurers first need to take
stock of exactly where they are on the journey. Then they can assess the challenges they are facing now which may become
blockers in the future and develop a plan to overcome them. For any insurers who have not yet started, or who have severe
budgetary constraints, it would be prudent to look carefully at their objectives and make a realistic assessment of how they can
start working towards these aims.

We have been engaging with the market and taking a partnership approach with our commercial P&C customers to develop a

solution that considers ESG in the risk selection process. To find out more about how Moody's ESG Insurance Underwriting
solution can help your business, contact us today.

MOODY'S ANALYTICS INTEGRATING ESG INTO PORTFOLIO MANAGEMENT AND UNDERWRITING WORKFLOWS: THE STATE OF THE MARKET



© 2022 Moody's Corporation, Moody's Investors Service, Inc., Moody's Analytics, Inc. and/or their licensors and affiliates (collectively, “MOODY'S"). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S CREDIT RATINGS AFFILIATES ARE THEIR CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND MATERIALS, PRODUCTS, SERVICES AND INFORMATION PUBLISHED BY MOODY'S (COLLECTIVELY,
“PUBLICATIONS") MAY INCLUDE SUCH CURRENT OPINIONS. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL
FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT OR IMPAIRMENT. SEE APPLICABLE MOODY'S
RATING SYMBOLS AND DEFINITIONS PUBLICATION FOR INFORMATION ON THE TYPES OF CONTRACTUAL FINANCIAL OBLIGATIONS ADDRESSED BY MOODY'S
CREDIT RATINGS. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY. CREDIT RATINGS, NON-CREDIT ASSESSMENTS (“ASSESSMENTS"), AND OTHER OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT
STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY'S PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND
RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY'S ANALYTICS, INC. AND/OR ITS AFFILIATES. MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER
OPINIONS AND PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND MOODY'S CREDIT RATINGS, ASSESSMENTS,
OTHER OPINIONS AND PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES.
MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS DO NOT COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY
PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS, ASSESSMENTS AND OTHER OPINIONS AND PUBLISHES ITS PUBLICATIONS WITH THE
EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS
UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS, AND PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS
AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS OR PUBLICATIONS WHEN MAKING AN
INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE
COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR
SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT
MOODY'S PRIOR WRITTEN CONSENT.

MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS ARE NOT INTENDED FOR USE BY ANY PERSON AS A BENCHMARK AS THAT TERM IS
DEFINED FOR REGULATORY PURPOSES AND MUST NOT BE USED IN ANY WAY THAT COULD RESULT IN THEM BEING CONSIDERED A BENCHMARK.

All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as
well as other factors, however, all information contained herein is provided “AS IS" without warranty of any kind. MOODY'S adopts all necessary measures so that the
information it uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be reliable including, when appropriate, independent third-party
sources. However, MOODY'S is not an auditor and cannot in every instance independently verify or validate information received in the rating process or in preparing its
Publications.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any person or entity for
any indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information contained herein or the use of or inability to
use any such information, even if MOODY'S or any of its directors, officers, employees, agents, representatives, licensors or suppliers is advised in advance of the possibility of
such losses or damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial instrument is
not the subject of a particular credit rating assigned by MOODY'S.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any direct or
compensatory losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of
liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the control of, MOODY'S or any of its directors,
officers, employees, agents, representatives, licensors or suppliers, arising from or in connection with the information contained herein or the use of or inability to use any such
information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY
CREDIT RATING, ASSESSMENT, OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER.

Moody's Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody's Corporation (“MCO"), hereby discloses that most issuers of debt securities
(including corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by Moody's Investors Service, Inc. have, prior to assignment of
any credit rating, agreed to pay to Moody's Investors Service, Inc. for credit ratings opinions and services rendered by it fees ranging from $1,000 to approximately $5,000,000.
MCO and Moody's Investors Service also maintain policies and procedures to address the independence of Moody's Investors Service credit ratings and credit rating processes.
Information regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities who hold credit ratings from Moody's Investors
Service and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at www.moodys.com under the heading “Investor
Relations — Corporate Governance — Director and Shareholder Affiliation Policy.”

Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY'S affiliate, Moody's
Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody'’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document
is intended to be provided only to “wholesale clients” within the meaning of section 761G of the Corporations Act 2001. By continuing to access this document from within
Australia, you represent to MOODY'S that you are, or are accessing the document as a representative of, a “wholesale client” and that neither you nor the entity you represent
will directly or indirectly disseminate this document or its contents to “retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY'S credit rating
is an opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to retail investors.

Additional terms for Japan only: Moody's Japan K.K. (“MJKK") is a wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly-owned by
Moody's Overseas Holdings Inc., a wholly-owned subsidiary of MCO. Moody's SF Japan K.K. (“MSFJ") is a wholly-owned credit rating agency subsidiary of MJKK. MSF] is not a
Nationally Recognized Statistical Rating Organization (“NRSRO"). Therefore, credit ratings assigned by MSF] are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are
assigned by an entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSF] are credit
rating agencies registered with the Japan Financial Services Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJKK or MSF] (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and
preferred stock rated by MJKK or MSF] (as applicable) have, prior to assignment of any credit rating, agreed to pay to MJKK or MSF] (as applicable) for credit ratings opinions
and services rendered by it fees ranging from JPY100,000 to approximately JPY550,000,000.

MJKK and MSF] also maintain policies and procedures to address Japanese regulatory requirements.

MOODY'S ANALYTICS INTEGRATING ESG INTO PORTFOLIO MANAGEMENT AND UNDERWRITING WORKFLOWS: THE STATE OF THE MARKET BP14700


http://www.moodys.com/

	Taking the temperature of the market’s progress on ESG implementation
	Why integrate ESG into your business?
	Plans for ESG integration: speed is of the essence
	Taking a phased approach to provide solid foundations for an ESG-centric business model
	The importance of understanding correlations
	The opportunity to personalize the view of ESG risk
	Following consistent market standards
	Highlighting the need for accurate and reliable data
	Taking stock of progress on the journey to integrating ESG scores

