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In 2022, | was proud to become the Chair of
ClimateWise, as | believe that the challenges of
climate change require urgent action that the
insurance industry can help address.

As expert managers of risk and volatility, members of the
insurance industry are in a unique position to understand
and mitigate the potential impact of climate change on
society and seek out opportunities to develop innovative
products, such as nature-based solutions. Additionally,
as managers of material investment portfolios, we can
help facilitate and finance the transition to net zero.

| believe that ClimateWise provides a robust forum for
the insurance industry to coordinate these activities in

a collective response to climate change. For example,
the ClimateWise Principles Independent Review is

an important mechanism through which members
share best practices and outline the ways that they are
employing their risk management expertise and assets
to drive forward the transition to a climate-resilient
future. Given the essential value of industry coordination,
we were delighted to see ClimateWise membership and
member reporting reach an all-time high in 2022, as
even more of the industry can benefit from the wealth of
knowledge and learning shared by ClimateWise.

Importantly, the collaboration of ClimateWise members
extends to other insurance industry forums where our
members made meaningful contributions. It is exactly
this kind of wider collaboration with society that the
Principles review calls out as a key task for the industry.
These forums include the Sustainable Markets Initiative
Insurance Task Force, Insurance Development

Forum’s Global Risk Modelling Alliance and the
Net-Zero Insurance Alliance. We look forward to

deepening membership engagement across these
bodies to develop partnerships and further facilitate
innovation within the industry.

ClimateWise members are committed to understanding
and managing the physical impacts of climate change as
well as promoting societal resilience, a focus reflected in
the recent papers ‘The coming deluge: Scenario analysis
for underwriting in a changing climate’ and the UNEP FI
collaboration ‘Climate Tango: Principles for integrating
physical and transition climate risk assessment with
sectoral examples’. In addition, the ClimateWise

paper ‘Why nature matters: Nature-related risks and
opportunities for insurance underwriting’ explored the
increasingly important theme of nature for the insurance
industry, noting the need for data, methodologies and
collaboration to enable action.

| am proud of the collective actions that the ClimateWise
membership is taking to address the challenges of
climate change. At the same time, we must recognise
that additional decisive and rapid action is needed and
therefore remain committed to advancing the insurance
industry’s response.

Kevin O’Donnell
Chair, ClimateWise
President and Chief Executive Officer, RenaissanceRe
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The United Nations Environment Programme (UNEP) describes action on
climate change to date as ‘woefully insufficient’ (UNEP, 2022). Current global
commitments set us on an estimated warming pathway of 2.7 degrees Celsius
above pre-industrial levels, and the current gap in climate financing required
annually between now and 2050 to meet a Paris-aligned target sits at

USD$4.3 trillion (Climate Analytics and NewClimate Institute, 2022). The need for
more decisive and rapid action has never been clearer. The insurance industry
must use its extensive risk management expertise and trillions of assets under
management to both mitigate the risks and help facilitate the capital flows
desperately needed to accelerate action on climate change.

In the face of these enormous challenges, and in light

of raised ambition across the insurance industry,
ClimateWise is delighted to publish this report. In total,
37 members submitted a ClimateWise Principles Report
for independent review this year — the highest ever
number — with the average year-on-year member score
increasing from 68 per cent to 69 per cent in 2022.
Top-performing members are consistently exceeding

90 per cent, demonstrating meaningful progress against
the current set of ClimateWise Principles and paving

the way for future conversations about how to further
enhance the ClimateWise Principles to ensure adaptation,
competitiveness and application. As the insurance
industry’s role in climate action becomes rapidly more
sophisticated and ambitious, the role of transparent

and consistent reporting to support this role cannot be
underestimated.

The challenges do not end with insurance organisations’
own emissions and impacts. The clear themes in this
year’s review and report focus on the role of insurers,
reinsurers and brokers as long-term partners and
essential enablers of enhanced climate financing, climate
resilience-building and climate solutions. Florida’s
Hurricane lan, the US heatwave, estimated to have caused
$20 billion in damage, drought in Europe and devastating
floods in Pakistan are examples of disastrous climate
impacts experienced across the world in 2022 (United
Nations Office for Disaster Risk Reduction (UNDRR),
2022). Climate change is no longer just a long-term risk.
The ClimateWise membership and wider insurance
industry recognise the important role they can play as
managers and mitigators of climate risk as well as leading
facilitators and financers of the net-zero transition (CISL,
2021). Despite increasing signs of progress towards
decarbonisation, the number of global insurers with net
zero-aligned policies on thermal coal and/or oil and gas is
still below 50 per cent; where there are policies in place,
moreover, they often lack ambition and contain significant
exceptions (ShareAction, 2022).

To support the needed change, the ClimateWise
membership and broader insurance industry must both
accelerate and expand the actions they are taking to
shape their own climate trajectory and enhance their role
as long-term partners to clients and the wider economy
in the journey to a net-zero and climate-resilient future.
This work includes encouraging the development and
publication of detailed transition plans from insurers,
reinsurers and brokers as well as ensuring products,
services and tools meet the needs of society today and in
the future.

The rapid expansion of the ClimateWise membership,
which has now grown to over 40 members —an 18

per cent increase year on year - reflects the growing
concern within the industry over the climate emergency.
ClimateWise members continue to embed climate change
in their governance and risk management frameworks,
as evidenced by improved scoring against ClimateWise
Principle 1 (‘Be accountable’). The industry has also
improved its embedding of climate change risk into its
business practice. In line with the observations of the
Taskforce on Climate-Related Financial Disclosures’
(TCFD) 2022 Status Report, the insurance industry has
continued to outperform other sectors in disclosure of
these risk management processes (TCFD, 2022).

However, as the Bank of England (BoE) notes, there
remains significant work to do to further embed climate
change risk management practices into business
operations (Prudential Regulation Authority (PRA), BoE,
2022). The findings from the PRA’'s thematic feedback

on climate-related financial risk and the Climate Biennial
Exploratory Scenario (CBES) exercise echo findings

in this year’s ClimateWise Principles Review report,
particularly on embedding the outputs of scenario analysis
and translating these into strategic business decisions.
Nevertheless, the membership continues to demonstrate
best practice across several key areas, with the vast
majority of members comprehensively integrating climate
change risk management and setting a record score of
77 per cent for Principle 3 (‘Lead in the identification,
understanding and management of climate risk’).

_
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Performance in Principle 4 (‘Reducing the environmental
impact of our business’) also showed improvement, with
members continuing to work to reduce their negative
environmental impacts and disclose operational data on
both greenhouse gas (GHG) and non-GHG emissions.
Financed and insured emissions continue to be the most
challenging for insurers to measure and disclose. While
initial steps and pilot exercises are being carried out by
some insurers to disclose insured emissions, they have
been limited in scope and impact, due largely to a lack
of consistent methodology and issues with data. The
Partnership for Carbon Accounting Financials’ (PCAF)
recently published insured emissions standard will

help firms accelerate measurement (PCAF, 2022) and
enhance reporting across the industry.

ClimateWise members continue to participate in and
lead industry forums as well as to engage policy makers
on a local, regional and global scale. The delivery of a
UK-based COP26 in Glasgow in December 2021, which
featured private finance in a more meaningful way than
ever before, was likely a key driver for the enhanced
climate-related activities visible across the membership.
Members participated and demonstrated concrete
contributions in newly set-up organisations such as the
Net-Zero Insurance Alliance (NZIA), Glasgow Financial
Alliance for Net Zero (GFANZ) and Sustainable Markets
Initiative (SMI) Insurance Task Force (ITF).

As outlined in this year’s ClimateWise whitepaper,
Modelling it all: Secondary Perils in a warming world,
the industry still grapples with significant challenges
with reliable, consistent and accurate data for asset and
underwriting portfolios (CISL, 2022). Lack of agreement
over tools, frameworks and data sharing continues to
be a barrier to progress to long-term strategic thinking
and action. Work on assessing the impact of broader
sustainability issues, such as nature degradation,
biodiversity loss and the social implications of a ‘just
transition’, remain important issues, but action is still
relatively nascent for the industry and membership,
again in part due to an absence of the requisite data and
methodologies.

Supporting clients and customers to improve their
resilience to physical and transition risks over the
short, medium and long term presents significant
operational and strategic challenges for the industry
whilst also representing a major opportunity. Members
are evidencing key leadership roles, spurring product
innovation and delivering engagement across a wide
variety of stakeholders on climate risk. That said, and
as we outline in our report, there is a need for more
proactive, long-term strategic thinking about the
insurance sector’s wider societal role as a partner for
change and what this means for members’ businesses.

Our six key focus areas outline where the membership and the wider industry should
continue to accelerate the long-term change required by their customers and society
at large. By doing this, the membership can build on recent progress to help solidify its

supporting and enabling role in relation to customers, policymakers and wider society.
The six focus areas are accompanied by four key actions for the industry
to help accelerate its role as a partner in the energy transition.

Q Six key focus areas -$- Four actions for industry

1) External stakeholders are shaping the agenda
2) Net-zero targets and transition plans

3) Internal structures and operating models

4) Investment processes and stewardship

5) Transition risk resilience

6) Product and risk management solutions

1) Accelerate climate action and increase
stakeholder engagement.

2) Overcome implementation barriers and embrace
decision making with imperfect information and lack
of available data.

3) Fully integrate ESG reporting frameworks and
embed them into the business and long-term
strategic plans.

4) Increase broader understanding that climate
change, nature loss and social challenges need
to be addressed in a systemic manner in order to
maximise potential synergies and cost efficiencies
and avoid unintended consequences of tackling
issues in isolation.

7
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ClimateWise members recognise the importance of setting net-zero targets and
introducing meaningful strategies to deliver the critical action needed on climate
change. While progress has accelerated, the complex, systemic and immediate

demands of the climate crisis require consistent improvement at pace from all
stakeholders in the insurance industry, working individually and collectively to
support a rapid and just transition to net zero.

To support this change, the ClimateWise membership and broader insurance
industry must accelerate and expand not only the actions they are taking, but
also their role as long-term partners to the wider economy in its journey to a net-
zero and climate-resilient future. Doing so includes developing the detail behind
the insurance industry’s own transition plans and ensuring products, services

and tools meet the needs of society.

UNEP’s latest assessment of the efficacy of current
climate action in meeting the temperature goals of the
Paris Agreement described efforts as ‘woefully insufficient’
(UNEP, 2022). Only ‘rapid transformation of societies’

will lead to progress on cutting carbon emissions and

limit the worst impacts of climate change. Ensuring a

rapid and just transition, in line with the UN Sustainable
Development Goals, presents a significant challenge for
society (Just Transition Centre, Organisation for Economic
Co-operation and Development (OECD), 2017). The
ClimateWise membership and wider insurance industry
recognise the important role they can play as managers
and mitigators of climate risk and facilitators of the net-zero
transition (CISL, 2021). While insurers have responded to
initial calls to action from regulators and continued to make
progress in identifying and managing climate risk in their
own balance sheets, the membership and wider industry
must accelerate action in supporting customers and wider
society in the net-zero transition.

Despite members leading the way in engagement and
product innovation, there is a need for more proactive
long-term strategic thinking about the insurance sector’s
wider societal role as a partner for change and what this
means for members’ businesses. This thinking must

be focused on opportunities created by the transition,

risk management solutions and promoting resilience

to the risks, as opposed to short-term annual renewal
cycle thinking. The industry has increased engagement
on climate action with governments, regulators, data
providers, academic institutions and other financial market
participants. This engagement needs to evolve to a more
forward-looking view that embraces continuous change
and enables the long-term fulfilment of its role as society’s
risk manager (European Insurance and Occupational
Pensions Authority (EIOPA), 2021).

Supporting clients and customers to improve their
resilience to physical and transition risk over the short,
medium and long term while simultaneously overseeing
the largest capital reallocation in history, requiring over
$3 trillion annually, presents significant operational and
strategic challenges for the industry (BloombergNEF
(BNEF), 2022). We identified six key focus areas where
the membership and wider industry should continue

to accelerate the long-term change required by their
customers and society at large.

1) External stakeholders are shaping the agenda -
The current cycle of climate action being taken by
the insurance industry is being driven by actions of
external stakeholders, such as regulators and investors.
These actions have largely centred on specific
topics, such as scenario analysis and stress testing,
developing underwriting exclusions or setting long-
term decarbonisation targets. Although such initiatives
have driven progress in market-wide action, there is a
need for leadership and more proactive and internally
driven action which recognise the wider role that the
insurance sector can play in addressing climate action.
This includes the industry’s own transition plans, driving
action through policy engagement, and ensuring
products, services and tools meet the needs of society.

2) Net-zero targets and transition plans - A significant
proportion of the membership has set net-zero targets,
but few have accompanied these targets with a credible
transition plan that outlines how they intend to engage
with customers on their decarbonisation pathways.

_
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3) Internal structures and operating models - We
continue to see encouraging examples of members
making shifts to internal structures, such as appointing
Heads of Sustainability. Wider development of operating
models geared towards client-centred engagement
could be developed.

4) Investment processes and stewardship - While
some members are increasingly recognising the need
to engage investees and asset managers as long-
term partners in the transition, there is room for further
engagement from the membership and wider industry.

5) Transition risk resilience - The industry is supporting
clients in improving their resilience to direct physical
climate risk, but more needs to be done to help clients
drive the energy transition and to improve the long-term
transition resilience of ClimateWise members and their
clients.

6) Product and risk management solutions — Although
members continue to develop climate-related products
and risk management solutions, there are opportunities
for more strategic approaches by developing long-term
partnerships with customers to enhance their climate
resilience.

Insurance as a long-term partner: Six key focus areas

1) External stakeholders are shaping the agenda

The membership has increased engagement with broader
stakeholders, formed partnerships and alliances and
driven leadership efforts on climate action. COP26 in
Glasgow at the end of 2021, which featured a greater
private finance presence than ever before, was a key driver
for many climate-related commitments and activities for
the membership. Over half the membership explicitly
referenced COP26 or listed engagement activities that
took place on the margins of the summit. AXA XL used
the event to announce extensions to its underwriting

and investment oil and gas policy exclusions, implement
reductions in high-impact areas such as unconventional
exploration and intensify its investments in green and
low-carbon energy. Zurich Group sponsored the World
Climate Summit, on the margins of COP26, to discuss

the role of the private sector and the insurance industry

in accelerating climate change efforts in line with the UN
Resilience and Adaptation agenda. Aon participated in the
Green Horizon Summit at COP26 and shared perspectives
on key industry topics including financing net zero,
modelling climate risks, disaster resilience and the role of
insurance in mitigating and managing climate risk.

Several members were heavily involved in the Insurance
Development Forum (IDF), a public—private partnership
working to drive the role of the insurance sector in
resilience and adaptation with which ClimateWise is

proud to have collaborated many times, including on the
Global Risk Modelling Alliance (GRMA) work launched at
COP26. This programme sees the IDF partner with the
Ministers of Finance from the V20 Group (Vulnerable 20
Countries) to bring much-needed open data, technology
and practical learning through the co-development of tools

and risk finance projects with climate-vulnerable countries
(The GRMA, 2022). These actions are encouraging, and
they demonstrate the scale of the action the insurance
industry is now able to take within the climate agenda. The
ClimateWise membership must build on these activities

to develop long-term climate-related strategies and
ensure they are effective in prompting the change still
urgently needed.

Regulators, also COP26, had a key role in driving the
activity of the membership. The BoE’s Biennial Exploratory
Scenario (CBES) exercise directly captured some
members’ stress tests while others voluntarily performed
scenario analysis based on the CBES parameters (see
box). In many instances, results from scenario analyses
showed that industry is still focusing on its own financial
performance, with responses centring on re-pricing or
withdrawal of cover in highly exposed areas, as opposed
to forming long-term strategies to partner with clients on
their transition pathways and governments to build wider
societal resilience (BoE, 2022).
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Ask not what the economy can do for insurers — ask what insurers can do
for the economy

Speech by Anna Sweeney, PRA

Regulators continue to play a key role in driving the wider sustainability agenda forward while also emphasising
the importance of insurers’ unique role in the transition to net zero. So far, regulators have worked with insurers
to develop their climate risk management practices, including setting regulatory expectations in relation to
climate governance and risk management practices and promoting voluntary and, in some cases, mandatory
disclosure requirements.

Regulators also continue to work with the insurance industry to assess the nature and extent of climate risk
exposures through stress and scenario testing. Several regulators globally have launched or are in the process
of launching industry-wide climate stress tests for insurers. Most notably, the BoE concluded its CBES for banks
and insurers earlier this year (see key findings in box 1). While several members of ClimateWise participated in
the exercise or have since performed CBES-aligned scenario analysis, responses focused on short-term actions
(e.g., annual re-pricing), and few considered the longer-term implications on profitability or consumers.

Insurers can address climate change in several ways, including through responsible investment, net zero
underwriting and sharing their expertise in risk management with other stakeholders more generally. Insurers
should collaborate with the industry and public sector to come up with innovative risk management solutions and
product designs to help close the insurance protection gap and achieve fair outcomes for consumers. By doing
this, they would not only protect and improve the reputation and long-term value proposition of the insurance
industry, but would also enhance their position as long-term partners in the transition to net zero.

Through their work, regulators have a key role to play in helping the insurance industry continuously re-assess

its climate exposures while focusing minds on the need to address some of the most important challenges in

this area. As climate litigation is becoming a growing phenomenon across the financial services industry, as is
insurers’ direct exposure to litigation through liability lines of business, we expect liability risk to be the next area
in which regulators work with the industry to control and manage exposures. The UK’s PRA has already indicated
it will explore the implications of contract certainty and the size of possible risks in its next insurance stress test.
This should be a welcome development opportunity for our members to work together with the PRA to explore a
new and relatively unexplored area of climate risk.

Box 1: CBES - Key findings for insurers (from Stefan Claus’ speech)

¢ Insurers lacked comprehensive and high-quality climate data, including information on corporate
emissions across value chains and geographical corporate asset location data.

e Many insurers were quite heavily reliant on third-party models to complete their CBES submissions, and
some firms struggled to adapt these models to the CBES.

e Some insurers faced difficulty in identifying and aggregating liability policy exposures according to
specific contract wording and industry sector classifications.

¢ Insurers generally sought to reduce exposures, use reinsurance extensively or use re-pricing as
responses to physical and transition risk scenarios.

N\ J
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Voluntary action undertaken by members has influenced
regulatory approaches to climate risk supervision. Similarly,
member participation in formulating market guidance

and industry initiatives has helped the membership

set or embed further climate action. Seven members
signed up for the SMI ITF Global Pledge for sustainable
supply chains, agreeing to help suppliers set meaningful
decarbonisation targets, measure and report the carbon
footprint of supply chains and work to tackle supply chain
carbon hotspots (SMI, 2022).

The Association of British Insurers (ABI) updated its
Climate Change Roadmap, which sets out five key actions
to maximise the role of the insurance and long-term
savings sectors in tackling the climate change challenge
as well as publishing industry guidance on greener supply
chains. It was also named an official ‘accelerator’ for the
UN’s Race to Zero campaign, which aims to encourage

2) Net-zero targets and transition plans

The membership continued to set decarbonisation targets
aligned to the Paris Agreement. Many members have
set their own net-zero targets across operations and
investments. RSA Insurance Group plc committed to

a net-zero operational target by 2050, including an
accelerated goal to halve corporate emissions by 2030
from a 2019 baseline. DAC Beachcroft committed

to net zero by 2040, with a near-term science-based
target (SBT) in line with a 1.5 degrees Celsius climate
pathway. Ecclesiastical helped improve its year-on-
year performance by setting a net-zero target for the
entire Group by 2040, including a target to reduce direct
emissions by 20 per cent over a three-year period.

Others joined initiatives that required signing up to
decarbonisation targets. Ten ClimateWise members

have signed up to the NZIA, which is a group of 29 of the
world’s largest insurers, representing more than 14 per
cent of global premium volume, who have committed to
transitioning their underwriting portfolios to net-zero GHG
emissions by 2050 (NZIA, n.d.)). Members participated in
the NZIA's work with PCAF on developing an emissions
accounting methodology for underwriting portfolios, which
will help drive further underwriting decarbonisation targets
in the industry (PCAF, 2022).

non-state actors including companies, cities, regions and
financial and educational institutions to take rapid action to
reduce emissions in line with the Paris Agreement (United
Nations Framework Convention on Climate Change,
(UNFCCQ)). Lloyd’s guidance for managing agents on
underwriting exclusions for new thermal coal-fired plants,
thermal coal mines, oil sands and Arctic energy exploration
activity continued to impact underwriting strategy for
syndicates and specialty carriers (Lloyd’s, 2021).

These industry initiatives perhaps came closest to
formulating a strategic view of how insurance can support
the broader economy as a long-term partner. However, to
develop fully embedded strategies, individual firms and
members must develop the capabilities to help form their
own view on their role in supporting clients in the transition
as opposed to reacting to external drivers for change.

With over 130 countries and 90 per cent of the world’s
GDP now covered by net-zero targets, the need for
credible transition plans has never been greater (GFANZ,
2022). Assisting customers on their own transition

requires a clear strategic plan on how members will meet
the net-zero targets they have set. These plans will also
increasingly need to be disclosed under ESG reporting
frameworks, which are coalescing around key standards
such as those developed by the International Sustainability
Standards Board (ISSB, 2022).

Few members of the insurance industry and wider financial
services sector have set out granular transition plans,
which should be a priority action for all. Recent guidance
for financial institutions from GFANZ could accelerate
progress and guide members on articulating their own
plans. Aviva set out its own net-zero 