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WELCOME ANTHROPOCENE ACTUARIES

Planetary boundaries are not threatened by human activity

Greater wealth leads to improved quality of life

Financial services focused on positive economic outcomes
(generating wealth) serves society well.

A number of planetary boundaries have been breached
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1 Focus on economic outcomes will lead to severe detrimental

|

1 impacts to quality of life

|

: Financial services must now focus on wealth and positive real
1 . .

1 world impact to serve society well.



AGENDA

Agenda item

1. Exploring the drivers of change

2. Deciphering the sustainable finance lexicon

3. Decomposing the elements of E, S and G

4. How is this relevant to the actuarial profession?




1. Exploring the drivers
of change



What is driving action globally?

. Climate change Stock exchanges .
~connection most talked mandating
with weather events and climate change has a bO ut tOpiC at Davos in 2020

become mainstream

Legal rulings
setting new precedents

Regulator
responses

shareholder
/ WEF's 2020 resolutions
“The Global Risk regarding environment and
;§ Report” climate change (e.g. ExxonMobil)
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. Global risks
5 (both in terms of likelihood and impact)
} are climate change related

US rejoins

the Paris Agreement
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central banks

‘Climate mandating climate change policy
emergency’ climate risk or regulation

movement stress testing



A range of regulatory drivers of change
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TCFD recommendations on
climate-related financial risk
disclosures

Paris Agreement
on Climate Change

Broader
ESGfocus

Voluntary

Proposal
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Companies

Miscellaneous

FRC / Wates

UK Government launches Green
Finance Strategy (07/2019)

FRC: Changesto
the Stewardship

Code (01/2020)

TCFD reporting announced to be
mandatory for FTSE from April 22

EU Sustainable Finance
Taxonomy enteredinto
force (07/2020)

. FCA Discussion Paper Principles _ .
Reporting Tl am : ljlt PRA Supervisory _DWP:ESG factors to be
: 5 ng Intend to included in Statement of
Regulations 2018: - = . Statement :
Launch ofthe UN Updated fai GreenFinance’ improve 553/19 Investment Principle
Sustainable peated jair B TETEE focusing on pension corporate on 5
treatment of include a statementin - [ enhancing banks’ (10/2019)
Development 5 investments, governance :
customers regulation the strategic report " - and insurers. B
Goals o e disclosure to investors. standards Stresstests:
(FCA).Fairtreatment setting out how AT o approaches to - ’
- porting among . . Inclusion of climate risks &
of customersis atthe directors have had | : managing climate- :
- N equirements. private - opportunities in
heart of business. regard to stakeholder (10/2018) companies related financial supervisory stress tests
031 3y . 2 isks( 2 )
models. (02/2018) impact (06/2018) 1/2019) risks (04/2019) (10/2019)
2018 = * 3010 12020 g
EC Legislative Proposals Report on Climate- N
on unified taxonomy, ESG disclosure related Disclosures é?zengrzg}ro;‘
obligations and benchmarking on (01/2019) U 20 Bond
carbon impact levels (05/2018) s
EU Sustainable Finance
ESMA Consultations on 10SCO Statementon CRpEREY Taxonomy approved by
measures to integrate Disclosure of ESG the EU(12/2019)
sustainability into MIFID I, Mal@ers by Iss_uers
EC Action Plan for AIFMD, UCITS (01/201%
Sustainable Finance (12/2018)
proposing unified taxonomy, EIOPA Consultation on the Consultation on the
ESG dlsclosure_obllgatlons, integration of sustainability risks ESMA Guidelines on update of the non-binding Sl::gg:;r';{a;?op:gtnotféhe
and benchmarking on carbon and factorsinto Level 2 Disclosure Requirements quidelines on non- update of the NFRD
impact levels. (03/2018) regulations (IDD. Solvency I1) Applicable to Credit Ratings financial reporting (12/2019)

(11/2018)

(12/2018)

02/2019)

1 2021 1#

FRC: Stewardship

Code in force
requiring annual
stewardship
report (03/2021



Net-zero as an emerging theme in financial services

Net-Zero Banking Alliance

Asset Owners Banks

37 institutional investors; ~$5.7t AuM 43 banks from 23 countries

Net-Zero A Man r .
SIrZElo .s'se't anagers Net-Zero Insurance Alliance
Initiative
Insurers

.Asset Managers Expected to launch at COP26
87 signatories; ~$36t AuM




How does this transpose to a company level?

The Board:

Is climate change a threat or
an opportunity - and how
much are we spending?

Chief Investment Officer:

How do | incorporate climate into our
investment strategy and position for
the upside opportunities?

Chief Compliance Officer:

How do | know we will be
compliant with the PRA and
other requirements?

Head of Sustainability:

How aligned are our business
activities with the objectives of the
jParis Agreement?

N

Chief Executive Officer:

How are we leveraging climate as a Al
source of competitive advantage?

Who has ownership and
accountability for climate risk
reporting?

Chief Underwriting Officer

How does climate change impact
assumptions and how do we

quantify our climate exposure to
risk?

Chief Finance Officer:

What is the financial implication
of climate change and how do we
quantify our climate exposure to
risk?

Chief Risk Officer:

What are our key climate risks and can we
mitigate them?

Are senior stakeholders aligned on these
risks?

Chief Actuary:
How will climate change impact

our asset and liability projections —
do we need to reconsider our
assumptions?




2. Deciphering the sustainable
finance lexicon



Beginning with broad umbrella terms

Sustainability

Meeting present needs without compromising the ability of future
generations to meet their own needs

Sustainable finance
The application of financial services to achieve the goal of

sustainability, including the integration of ESG practices into business or
investment decisions




Diving into the next layer of detail

ESG

Understanding how ESG (environmental, social and governance) factors impact fund
performance and underwriting activities, now and in the future

Impact investing
Investing with the intentfion to generate positive, measurable social and
environmental impact alongside a financial return

Climate risk

Results from the effects of global warming and society’s response. It
gives rise to three types of financial risks:

1. Physical risk

2. Transition risk

3. Litigation risk




3. Decomposing the
elements of E, Sand G



Decomposing the elements of ESG - Environmental

Environmental criteria relate to any impacts from the operation of a company on the environment.

Examples of environmental criteria include:

Climate change

Resource scarcity / efficiency

Air and water pollution Waste management

Biodiversity Deforestation



Decomposing the elements of ESG - Social

Social criteria fundamentally relate to how the business impacts and interacts with it's employees as well
as wider society.

Examples of social criteria include:

Internal External

Mission statement

Diversity/inclusion
Customer relationships

Health and safety

Employee pay and benefits Supply chain

Charity involvement

Staff turnover



Decomposing the elements of ESG - Governance

Governance criteria relate to the way a company is overseen and managed by its executives, and the
clarity of the rights and responsibilities of stakeholders.

Board governance:

Are governance structures robust and does the
Board exercise effective oversighte

Executive compensation: Business ethics and cyber security:

Is the pay package for executives in keeping with What policies and systems are in place to mitigate
the long term profitability and financial health of business ethics risks (e.g. bribery, corruption, etc.)?
the company?¢




Piecing the jigsaw together to form an ESG rating

TESLA, INC.

MSCI

(TSLA)
ESG RATINGS
Industry: Automobiles ccc | B BE | BER AR | ARA
Country/Region: United States of America
Tesla's rating remains unchanged since April, 2018, Tesla is among 41 companies in the

ESG Rating history

automobiles industry.

ESG Rating distribution

MSCI ESG Rafing history data over the last five years or since
records began.

ARA AAA
Ar AA AA

EEE
EB

ccc

Universe: MSCI ACW! Index constituents automaobiles, n=41

Jul-17 Apr-18  Aug-18 Apr-19 Apr-20

We focus on the key issues material to the automobiles industry. Here is how Tesla compares to industry peers.
MSCI also evaluates companies on their controversial business activities (weapons, fobacco, gambling, global
norms and principles etc) and sustainable impact solutions (renewable energy, health, education etc). This
information i only factored into the MSCI ESG Ratings from a financial risk perspective. For more details, visit the

ESG investing page.
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4. How is this relevant to
the actuarial profession?



The future of the financial system is under threat

AXA: 4C warming makes the
world uninsurable
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Insurance giant AXA has announced a
quadrupling of its 2020 green investment
target from $3.53 billion to $14.13 billion as
the company's CEO warned more than 4
degrees Celsius of warming this century would

make the world "uninsurable." B

Lex in depth: the $900bn cost of
‘stranded energy assets’

According to Lex estimates, around $900bn —
or one-third of the current value of big oil and
gas companies — would evaporate if
governments more aggressively attempted to
restrict the rise in temperatures to 1.5C above
pre-industrial levels for the rest of this century.




Where does it come in to actuarial world?

Impact Area

f . .
Changes to economic growth and performance in

wider economies, and the effects of these on the

L demand for insurance products and their pricing.

(Changes to investment over or underperformance:
whether due to direct climate impacts on specific
assets, regulation or restrictions leading to ‘stranded

kin’rensive climate change mitigation or transitions

assets’, longer term investment opportunities in capital

~N

J

[ Changes to current mortality and morbidity and
. uncertainty around future trends

\

Changes to insurance regulatory environment

[ Overall uncertainty around timing, magnitude and
| response to climate change
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Area of actuarial work

Financial / Strategic PIanningT
Product Design

Investment advice

Reserving
Investment
Governance

Risk Management/ORSA

Al
Ly dreds




Thank you



