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What is ESG?
Understanding long term risk: measuring carbon risk and ESG

The link to performance: ESG and performance — do they
correlate?

Fiduciary duty: is mainstream ESG incorporation in the interest of
beneficiaries/policyholders?

Responsible investment — “why not” rather than “why”?

The role of actuaries...key takeaways / action points
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Polling question # 1

What do you believe is the most important disruptive shift in trends that could
occur broadly in the economy?

A. Social change (e.g. aging, millennials, consumer preferences)

B. Environmental trends (e.g. resource scarcity, low-carbon goals and climate

change)

C. Political trends including regulatory considerations (e.g. central bank

strategy, Brexit, tax transparency)
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Polling question # 2

ESG risks are material financial risks?

« A. Strongly Agree
* B. Agree
» C. Disagree

« D. Strongly Disagree
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Polling question # 3

| should be considering ESG risks within my work?

* A. Strongly Agree
* B. Agree
» C. Disagree

« D. Strongly Disagree
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Polling question # 4

Do you think that climate change will significantly affect how the life industry
operates a) before 20257?; b) before 20357

* Yes

* No

=
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Crafting an ESG investment strategy
b Ye Ye ve Investment

Vision & Investment Implemen-
Context —_ Ty strategy :
mission prlnC|pIes . tation
selection
m Gather fact base on m Develop vision of how m Develop statements of m Define ambition in m Plan implementation
investment industry society and investment investment principles medium and long term and thoroughly carry
trends and general domain will develop (beliefs) for use in (e.g. on financial return,  out plan
trends . (e.gt. beneﬂma(;y/ |nv|es'f[ment sgrategy risk appetite) = Monitor KPIs at regular
(e.g. economic, CUSIomEr needs, selection and m Decide on criteria for intervals
environmental) regulations) investment decision

selection of investment

strategy plan m Adjust plan as needed

process (e.g. on

m Assess your strengths = Clearly specify your market efficiency,

and weaknesses mission (e.g. related ; i . .
o ESG-integration) m Decide on the investor
versus the market and to fiduciary duty) profile you want to be
internally ) . Note: revision of e.g.,
(e.g. capabilities) = List out strategic investment policy and
= Understand fscenarlos. where to . tactical/operational
investment ocus (€.g. geos, asset  gget allocation is part
classes) and how to of implementation

convictions of key

players in your succeed (e.g. sourcing)

organisation (e.g. m Evaluate & select
regarding influence on investment strategy
real economy) based on criteria

Communication

Throughout process
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Waiting for climate change
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Timeline on climate

1987-2016

1987

The World Commission on Environment and
Development issues the report Our Common
Future with the mast commonly accepted dofinition
of sustainability

dewclopmant. Lhal
without compro he y
Generations to mest their own neads.

1991

action

1990

The United Nations Framework Convention on
Glimate Change (UNFCCC) opens for signature at

arth Summit In June, bringing the world
[ogether Lo curb gre & mmw e Sssions And
adapt to climate cha

2001

UN General Assembly negotiations on = The
er.

5 ding c tments, targets and
timetables for enmss\on: reductions, financial
mechanisms, lechnology transfer, and “common
BUL diferentiated” respensibil ties af developed
and developing countrics.

1997

|he seventh Conference of the Parties (COP7),

held in Marrakesh in November 2001 tormalized
he agreement on operational rules for

il ol LB fon (IETA),

Kyoto Protocol Is adopted In December 1992,
establishing for the first time in history global
commitments ta reducing carbon emissions
and fo fight climate change.

2002

1he Clean Developmenl Vo haniaim (M) arct
Joint Implemantation ) along with  cormpliance
Tegime and accoanting pracadires

2005

The UN-backed Principles for Responsible
Investment (PRI) are launched, a catalyst for
financial markets to adopl responsible investment
approaches.

2008

The Global Reporting Initiative (GRI and the

Extractive Industry Transparency Initiative

CEITD) are launched, increasing corporate

Iransparency, allowing slakcholders 1o hold Them

accountable for their contributions to sustainable
evelopmenl

2008

The Stern Review concludes that climate change
damages global GDP by up to 20% If left unchecked,
and climate change emerges on the global business
agenda.

2014

EU Emissions Trading faunches in January 2005 ~
the first and largest emissions trading s

the world, launches a5 & major pilar of EU ¢ imate
policy. Inslallalions regulaled by Lhe scheme arc
collectively respons\b\e for close to half of the EU's
emissions of C:

2010

The European Union issues a new directive on
nonfinancial reporLing, requiring all large public
interest entitics with Moro than 500 employess to
report on policies, risks and outcomes related to

B ronmanEal il Snd bovar s (S
matters.

2015

The Cancun Agreements e: xhhhihri the Green
Climate I und in December 20

2014

In December 2015, the 21st Conference of the
Parties (COP21) convenes countries and forms an
agreement to limit temperature rise to bwo degrees.
This may mean that far-reaching measures must be
Laken, such as limiling fossil fucl exlraclion,
implementing carbon pricing mechanisms on a

global level, and company disclosure on emissions
intensity of asset portfolios.

ha Intergovernmental Panel on Climate Change
(PCC) releases the synthesis report of its fifth
assessmenl reporl, which underlined the urgency
of climate action in March 2014,

2016

In Qelober 2016, Lhe landmark Paris Agreement,

requiring 55 countries representing 55% of global
emissions of greenhouse gases, is ratified after 10
more counlries formally endorse Lhe deal

2014

The European Union issues a new directive on
nonfinancial reporting, requiring all large public
interest entities with more than 500 employees to
report on policies, risks and outcomes related to
environmental, social and governance (ESG)
matters.

2015

2014

In December 2015, the 21st Conference of the
Parties (COP21) convenes countries and forms an

agreement to limit temperature rise to two degrees.

This may mean that far-reaching measures must be
taken, such as limiting fossil fuel extraction,
implementing carbon pricing mechanisms on a
global level, and company disclosure on emissions
Intensity of asset portfolios,

The Intergovernmental Panel on Climate Change
(IPCC) releases the synthesis report of its fifth

assessment report, which underlined the urgency
of climate action in March 2014.

2016

In October 2016, the landmark Paris Agreement,
requiring 55 countries representing 55% of global

emissions of greenhouse gases, is ratified after 10
more countries formally endorse t
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Climate Change: Managing
Risk and Uncertainty

Carney warns of risks from climate
change 'tragedy of the horizon'

E Donald J. Trump

The concept of global warming was created
by and for the Chinese in order to make U.S.
manufacturing non-competitive.
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.. Climate change and resource scarcity
business may wipe out pensions industry

risk management in the financial sector, have ignored the greatest risk of all time
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UH CLIMATE CHANGE CONFEREMLE
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Each of the last three
decades has been
successively warmer than

any preceding since 1850.

According to the latest
work from the
Intergovernmental Panel

on Climate Change
(IPCC), the earth’s
average surface
temperature is forecast to
continue rising in the
remainder of the 21st

century

The 21st Session of the
Conference of the Parties
to the United Nations
Framework Convention on
Climate Change (COP21)
in Paris in 2015 could be a
critical step towards
mitigating the risk that
climate change poses.
Efforts are focused on
securing a global
framework aimed at
limiting the average global
temperature increase to
2°C.

Until now neither the tail
risks of climate change,
nor discussion of
uncertainty, has been as
prominent as it should be.

A risk-based approach to
climate change is required
that takes uncertainty into
account looking at both
“what is likely to be” and
“‘what if” (i.e. extremely
bad or “tail risk”)
scenarios.

Climate change should be approached as a risk management problem. An important goal of climate Institute
policy is therefore to limit the probability of a very bad outcome to an acceptably small value. and Faculty

of Actuaries
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36% have divested holdings in past 12 62% weigh concerns over stranded
months due to stranded asset risk asset risk when considering an investment

Source: Tomorrow’s Investment Rules 2.0, at : www.ey.com/sustainability Institute
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Green bonds — market overview

45 2015 green bond proceeds
aty ] @ 285
@ Bank
35 @ Corporate
Development Bank
30 — @ Muni/Provincial/City ———
25
20
15
10
o 26
2
=
o
i | I
wvI
=
2012

Source: Climate Bonds Initiative, 2015
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Polling question #5

ESG risks are material and financial risks?

* A. Strongly Agree
* B. Agree
» C. Disagree

« D. Strongly Disagree

Institute
and Faculty
of Actuaries

|

2 \ }zo
LERTTTA RES

16



Polling question # 6

| should be considering ESG risks within my work?

* A. Strongly Agree
* B. Agree
» C. Disagree

« D. Strongly Disagree
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Questions

The views expressed in this [publication/presentation] are those of invited contributors and not necessarily those of the IFOA. The IFOA do not endorse any of the
views stated, nor any claims or representations made in this [publication/presentation] and accept no responsibility or liability to any person for loss or damage
suffered as a consequence of their placing reliance upon any view, claim or representation made in this [publication/presentation].

The information and expressions of opinion contained in this publication are not intended to be a comprehensive study, nor to provide actuarial advice or advice
of any nature and should not be treated as a substitute for specific advice concerning individual situations. On no account may any part of this
[publication/presentation] be reproduced without the written permission of the IFOA [or authors, in the case of non-IFoA research].
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Contact detalls

Anthony Plotnek: aplotnek@uk.ey.com

Alex Wharton: Alex.\Wharton@noam.natixis.com

Christina Larkin: clarkinl@uk.ey.com

Don Gerritsen: don.gerritsen@unpri.org

Nico Aspinall: nico@nicoaspinall.com
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