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KEY MESSAGES

* Inresponse to rising demands from stakeholders to disclose and address
environmental, social, and governance (ESG) issues, a growing number of insurance
companies have appointed chief sustainability officers (CSOs) or their equivalent.

+ Many insurer CSOs are struggling to overcome common organizational hurdles—such
as insufficient resources, an uncertain governance structure, and the lack of individual
accountability—to implement an effective sustainability agenda.

+ To expand sustainability beyond the realm of good corporate citizenship, insurer CSOs
will likely need more tangible metrics, especially relating to return on investment. This
can help them gain support among business line and functional leaders.

+ Companies that fail to empower and equip ESG leaders to overcome these hurdles
may be outflanked by more proactive competitors and draw greater scrutiny from
regulators. They could also lose socially conscious customers, investors, and
employees, whose ranks continue to grow.

* As underwriters and institutional investors, insurers are in a unique position to
influence policyholders and policymakers in tackling ESG challenges. They can shift
focus and embrace a “higher bottom line” that values the planet and people as much
as profits.
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It's time for insurers to elevate the CSO role and empower sustainability
leaders to drive ESG transformation on climate risk, diversity, and

social equity.

Insurers face mounting
pressure to demonstrate
progress on sustainability

Insurers are no strangers to sustainability concerns.

As the economy’s financial first responders, they
are often called upon to pay for damages and
defend those filing claims involving ESG events.
Indeed, 2020’s climate-related windstorms,
wildfires, and floods generated insured losses of
US$81 billion.!

At the same time, insurers of employment practices
liability have long covered many of the expenses
associated with worker discrimination claims
based on age, race, gender, and other personal
attributes. Meanwhile, directors and officers
insurers are starting to see more governance-
related claims surrounding ESG disputes.?

Yet insurers are being challenged by a wide variety
of stakeholders to do much more to help address
these and other ESG risks and opportunities, both
within their own companies and society-at-large.
Scrutiny and expectations are rising among many
customers, investors, legislators, regulators, rating
agencies, independent assessment firms, and even
a company’s own socially conscious employees and

business partners.

More senior insurance executives and board
directors appear to be recognizing the reputational,
competitive, and financial fallout companies could
face over their handling of climate risk® and other
ESG issues.* As a result, the insurance
sustainability movement has been gaining
momentum at many carriers—particularly in the

United States. For example, while US insurers have
been working on climate mitigation efforts and
adaptations for some time, they have often lagged
behind European counterparts in addressing the

source of climate risks.5

Appointing CSOs—an
important first step

Increasingly, insurers have been hiring or
reassigning individuals to run point on ESG efforts,
which are often grouped under the broad umbrella
of “sustainability.”® Some have even been elevated
to the C-suite as CSOs. This step is resulting in
greater visibility and accountability for ESG

initiatives and outcomes.

To understand if these appointments are bearing
fruit and if insurers are putting in place the
contours of a robust sustainability program, we
interviewed CSOs and others recently named to
lead ESG efforts at several large US-based life and
property-casualty insurers, some of which do
business globally. Most interviewees took this on
full-time, but for some, it was an additional
responsibility.

These executive trailblazers were generally
enthusiastic, optimistic, and highly motivated, yet
our discussions also revealed common
organizational hurdles that may hinder their
progress and undermine chances for success. As an
important step, insurers should establish clear
responsibility and a cross-functional governance
structure to manage implementation. More
broadly, ESG considerations should be integrated
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into insurers’ core business strategies, corporate Practical challe nges toa
culture, and ultimately, the mindset of leaders robust sustainabil |ty program

across the company.
Our research revealed several opportunities to

How could the industry take a more structured overcome common obstacles that could stand in
approach to make sustainability an integral part of the way of achieving bigger, bolder, and more

a company’s DNA? impactful outcomes (figure 1).

FIGURE 1

Five opportunities to clear hurdles hindering insurer progress on sustainability

— (Clarify definition and strategy
What do insurers mean by “sustainability,” in practical terms? How are
sustainability leaders expected to achieve their mission?

— Moving beyond the “goodness” phase
Many people only think of sustainability as volunteerism, philanthropy,
and good corporate citizenship. How can CSOs convince business leaders
to treat ESG considerations as part of the core business strategy?

Establish more definitive metrics

What criteria are used to judge ESG progress and success? What
performance benchmarks could be used to connect ESG efforts to
top-line and bottom-line ROP

Bolster CSO resources

At most insurers, sustainability is a big job entrusted to a small team. If
sustainability leaders had more resources, they could pursue more
200 impactful internal initiatives to alter products, services, investments, and
HHH operating models, and expand their influence with policyholders

and policymakers.

@ —— Spend more time on transforming than reporting

Most insurer CSOs spend nearly all of their time gathering information for
the company's annual ESG report, responding to independent £SG
assessment firms and analysts, and briefing key investors. The result is
often an almost exclusive focus on compliance and communication rather
than transformation initiatives.

Source: The Deloitte Center for Financial Services analysis.
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OPPORTUNITY NO. 1: CLARIFY
SUSTAINABILITY DEFINITION
AND STRATEGY

How exactly should insurers define “sustainability,”
and how might those leading such efforts go about
realizing the concept strategically and in day-to-
day operations?

Many of the ESG leaders interviewed said their
companies lacked consistent messaging from
senior management and board members about
what sustainability means and how it relates to the
company’s operational business plans and
strategies. Definitions cited were frequently broad
and aspirational, and sometimes, downright vague.

One described the effort simply as “positioning us
to be a company that people can be proud and
confident to work for, do business with, and invest
in over the long term.” Another cited sustainability
as “determining who we are, what we stand for,
and what that means in terms of aspiration

and vision.”

Most, however, acknowledged they are also
expected to maintain a clear business focus and
rationale for sustainability initiatives. “ESG
fundamentally is about value and not values,” said
one property-casualty CSO.

Several said they are making progress in keeping
track of what their companies are doing in ESG as
well as facilitating more public transparency. But
most are still figuring out their longer-term
strategy and execution plans to go beyond
gathering and communicating information

to stakeholders.

To enable sustainability leaders to formulate viable
transformation strategies and gain widespread
buy-in and commitment from leadership down
through the rank and file, companies should make
sure they specifically define each element of ESG.
The “environmental” side tends to get a great deal
of attention in insurance because of the billions in
climate-related property-catastrophe claims
generated in most years, along with increasing calls
for data and accountability from regulators and

advocacy groups.

But sustainability mission statements should also
define an insurer’s “social” goals—for example, to
improve economic equity by finding ways to
increase coverage availability and affordability in
underserved areas. The “governance” side should
be defined not just in terms of transparency, but
also by how effectively the company is enhancing
diversity and inclusion in management, executive

leadership, and the board.

Establishing and disclosing a clear sustainability
strategy and execution plan might also help
convince skeptical external and internal
stakeholders that an insurer is firmly committed to
fulfill impactful ESG goals. Deloitte’s recent report
on Building credible climate commitments
provides a possible road map for companies to
follow to earn stakeholder trust, at least when it
comes to environmental efforts.”

OPPORTUNITY NO. 2: MOVING BEYOND
THE “GOODNESS PHASE"

Some interviewees cited frustration with colleagues
who question the need for ESG initiatives and
perhaps even seek to block or delay implementation,
noting that such skepticism, if left unchallenged,
could create credibility gaps, and undermine change
management efforts.
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One challenge is that many insurer sustainability
programs may be “stuck in the ‘goodness’ phase,”
according to a personal lines carrier’s CSO.

“We're still trying to get beyond the cliché about
how we can be a force for good and more about
creating a company that’s sustainable not only in
terms of dollars and cents, but in terms of what’s
best for the long-term interests of all stakeholders,”
said a CSO from a group benefits company.

A multiline insurer’s sustainability executive said
that “too often our initiatives are conflated with
good corporate citizenship, which implies a goal
other than maximizing shareholder value, when, in
fact, it’s all about how to reconcile the two.” CSOs
therefore should strive to demonstrate and
communicate a clear correlation between
sustainability and enhancement of customer
experience, stakeholder engagement, and ultimately,
improved ROI and shareholder value to get senior
leadership and functional leaders

on board.

Many sustainability leaders interviewed cited
following socially responsible business practices
from a variety of ESG perspectives as a common
goal. For example, several carriers are cutting back

or even looking to “decarbonize” their underwriting

and investment portfolios. Other interviewees seek
to influence policyholders they cover and companies
in which they’ve invested to transition to more
sustainable energy sources, such as solar and

wind power.

While none of the CSOs interviewed have direct
responsibility for diversity and inclusion, all
reported conferring regularly with human resource
departments and, in some cases, those with another
relatively new title—chief diversity officers. Together,
they seek to reinforce the message that hiring,
retaining, and promoting a more diverse workforce
and leadership team is not being done for the sake
of appearances, but to drive innovation,® increase
productivity,® and boost profitability.*°

Several interviewees stressed that CSOs should
communicate how such efforts are justified from a
bottom-line perspective. “It’s not the role of a CSO
to effect change in the world-at-large. We're not
equipped for that,” said one ESG official at a
multiline carrier. “My job is to define shareholder
value in a sustainability context and help guide the
company in a way that’s aligned with management’s
duty to shareholders. Our duty is to take care of all
our stakeholders—employees and customers—but
within a business framework.”
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OPPORTUNITY NO. 3: ESTABLISH MORE
DEFINITIVE METRICS

Some insurers have already begun setting big
picture sustainability goals, particularly when it
comes to managing climate risk—for example, by
exploring ways to reduce their own carbon
footprint.

However, most interviewees were striving to meet
more basic, qualitative goals, such as publishing an
annual report, creating and/or serving on cross-
functional sustainability committees, and forging
internal partnerships with colleagues who share
ESG responsibilities. Some CSOs said management
had set goals without providing benchmarks to
manage expectations, quantify progress, or
measure their status against peers.

The World Economic Forum (WEF) recommended
firmer benchmarks in a September 2020 report
prepared in collaboration with Deloitte LLP and
other organizations." The WEF report’s 21 core
and 34 expanded metrics and disclosures coalesced
around four interdependent pillars: Planet, People,
Principles of Governance, and Prosperity.

In terms of climate risk and its impact on the
planet, for example, WEF called for companies to
adopt the recommendations of the Task Force on
Climate-Related Financial Disclosures, with a
timeline of at most three years for full
implementation. In addition, the WEF
recommended disclosing whether the company has
established or committed to set greenhouse gas
emission targets to bring their business in line with

the goals of the Paris Agreement.*?

In terms of human capital, WEF suggested
reporting the percentage of employees per category

by age group, ethnicity, gender, and other diversity
indicators, among other talent benchmarks.s

Many insurers have already begun thinking along
these lines. One life insurer interviewed created a
vendor code of conduct on sustainability to make
sure the company’s goals are in sync across its
value chain. Other carriers interviewed are aligning
with the United Nations Sustainable Development
Goals, which include taking action to lower carbon
emissions, promoting the use of clean energy
sources, as well as supporting efforts to achieve
gender and economic equity.*

OPPORTUNITY NO. 4: BOLSTER

CSO RESOURCES

Sustainability is a big job for the relatively small
teams assembled at many of the insurance
companies we interviewed. While ESG activity and
costs are spread across insurance organizations,
most carriers interviewed have not yet committed
much in the way of full-time personnel or
dedicated funding. The biggest staff among those
interviewed totaled nine people; most are getting
by with only two or three full-time workers.

While anticipating additional resources over time,
no one interviewed expects a major influx of
budget or staff at the moment. Most are
compensating by enhancing collaboration with
other ESG players to extend their reach. Insurers
could help facilitate a sustainability support
network by assigning responsibility for ESG or
appointing sustainability liaisons throughout
operating units and business lines. This should be
supported by a clear governance structure that
includes accountability measures.
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Indeed, one personal lines insurer CSO cautioned
against having a standalone operation and taking a
siloed approach. This could discourage people
outside the department from taking an active role
or owning the ESG mission themselves, they
suggested. Instead, sustainability should be the
responsibility of all operating functions and
business lines. CSOs, at least in the short term,
may therefore be best served broadening their
outreach so ESG considerations are widely
represented across the company and are front of
mind for business leaders.

“We want that conscious choice mindset
embedded in our people’s brains,” said one
insurer’s senior manager for sustainability. “We
need to make ESG an organic component of our

everyday business operations.”

One commercial lines carrier’s CSO depends on
employee engagement to help spread the word.

The company names “sustainability champions,”
who take part in deep-dive brainstorming sessions
about ways to better satisfy customer and investor
ESG expectations. They also share ideas and
success stories over the company’s intranet and
social media platforms. Another multiline carrier
holds sustainability “town halls” to raise awareness.

Some of those interviewed also called for more
industrywide collaboration to benefit from
collective experience and bolster ESG efforts. One
carrier established an informal peer exchange to
discuss disclosure challenges and ways to expedite
net-zero carbon programs. Their sustainability
leader hoped that one day, more formal gatherings
would be hosted by an independent insurance
sustainability association. Such a group could offer
sustainability leaders networking opportunities and
a neutral forum to regularly share war stories,
cautionary tales, and best practices.

OPPORTUNITY NO. 5: SPEND MORE
TIME ON TRANSFORMING

THAN REPORTING

Most insurer CSOs serve primarily as information
clearinghouses, spending the vast majority of their
time collecting and communicating details about
existing ESG-related activities for internal and
external consumption.

Publishing an annual sustainability disclosure
document alone can be a “monumental task,” noted
one interviewee, whose report required the help of
150 subject matter specialists across the company.
That leader said they had handled 55 inquiries last
year from independent ESG assessment firms to
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either complete a survey or verify information.
Among those, one response, particularly important
to investors, took 30 people the equivalent of 45
workdays to complete. And reporting demands are
likely to increase, given ESG’s rising profile around
the world among legislators and regulators.

Meanwhile, independent ESG assessment firms are
now evaluating insurers’ diversity and inclusion
activities, while some advocacy groups are calling
for regulators to take economic equity
considerations into account for underwriting. For
example, they are looking at whether credit scores
should be a permissible pricing factor if they might
have a disparate impact on underserved segments.

These reporting functions are critical components to
maintain and enhance an insurer’s competitive
position among key stakeholders. In addition, those
interviewed said engagement with ESG monitors is
particularly important to avoid a low rating that
might raise a red flag for investors, regulators, and
customers, who are all increasingly asking insurers

to document their sustainability efforts.

Indeed, a good rating from an ESG firm can help
independently confirm that an insurer’s efforts
amount to meaningful initiatives achieving significant
progress, rather than simply “green washing”—
merely appearing to address issues to maintain a
company’s public image.

While those interviewed cited issues with how such
ratings are determined, most agreed the
assessment process can provide useful competitive
information and keen insights into how insurers
might up their game. One life insurer created a
leader board comparing their company’s ratings
with those of competitors. “We can’t afford to lose

business or be screened out in seeking new
business because of our efforts in ESG,” this
interviewee said.

Some use these ratings as a yardstick to share with
their executive team and board, identifying
shortcomings that need to be addressed. For
instance, after being downgraded by an ESG
assessment firm for not having philanthropy
aligned with their business purpose, one life
insurer launched financial wellness programs in

their headquarters community.

Meanwhile, as reporting responsibilities keep
growing, the sheer volume may overwhelm small
sustainability teams, leaving them neither time nor
resources to devote to much else. This will likely
prevent CSOs from taking on more strategic roles
facilitating transformation in product development,
underwriting, investment policies, and public
affairs, where their expertise and influence might
be productively deployed.

Consolidation and standardization of the many
sustainability assessment templates in the market
would help ease the CSO’s reporting burden. One
CSO characterized the cacophony of demands as a
“Tower of Babel,” because ESG firms and
government entities are asking for much the same

information, but in different ways.

To free up valuable time, companies could deploy
technology tools to improve data collection and
reporting efficiency. One insurance services CSO
hoped to develop or purchase a comprehensive
sustainability management system that could
automate many routine information gathering,
monitoring, and reporting tasks.
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Empowering the CSO to drive
ESG transformation

Insurers are in a unique position to influence
policyholders and policymakers on sustainability,
given their front-line role in helping mitigate these
risks and compensating those who’ve suffered
ESG-related losses. Yet many are struggling to keep
up with clarion calls to bolster ESG commitments
in-house, as well as press a more aggressive
sustainability agenda among customers,
investment recipients, lawmakers, and
society-at-large.

FIGURE 2

Insurers that have already appointed a CSO or an
equivalent position are off to a good start. Those
that have not yet named a point person should
seriously consider doing so.

But among carriers that have appointed an ESG
executive, many have not yet empowered them to go
beyond basic reporting and communication
responsibilities. To enhance the capacity and
capabilities of sustainability leaders, insurers should
be enabling them to drive overall strategy and
integration of ESG considerations into everyday
business decisions and operations (figure 2).

How could insurers empower sustainability leaders?

®
©

Raise the CSO's profile
by granting them more authority to
establish a sustainability
infrastructure across the company.

Increase the CSO's

Make ESG a part of strategic

®)

Incentivize the rank and file
by recognizing and rewarding those
serving as sustainability
ambassadors and champions.

Include sustainability in job

capacity by expanding staff planning and budgeting performance reviews so operational
and bolstering budgets. 5o sustainability is front of mind, not and line of business leaders realize they
an afterthought. need to deliver on ESG goals.

Source: The Deloitte Center for Financial Services analysis.
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Meanwhile, sustainability leaders should be seeking CSOs can set the stage for a more holistic effort by
ways to do more with less, innovating to increase pressing the sustainability agenda throughout their
their team’s capacity and enhance their impact in companies. Eventually, ESG considerations should
driving an insurer’s ESG agenda (figure 3). Insurers be part of everyone’s job description.

should also consider incorporating ESG measures
into executive compensation plans.'

FIGURE 3
Five ways sustainability leaders could enhance their impact

Develop a milestone-driven plan to judge progress and establish what
success looks like

Determine metrics to quantify intangible ESG benefits and measure
bottom-line impact

Expand their influence by securing more face time with core C-suite
executives and board directors

Broaden their reach by enlisting sustainability champions across operating
functions and business lines
& Standardize and automate reporting tasks to free up time for more proactive
& work supporting ESG-focused product, underwriting, and investment strategies
pporting P g g

Source: The Deloitte Center for Financial Services analysis.
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The end game on
sustainability: Striving for
a “higher bottom line”

CSOs facing resistance to their ESG agenda may
bolster their case by citing a recent Deloitte report
calling for financial services firms to strive for a
“higher bottom line”—putting sustainability
concerns on an equal footing with more traditional
growth and profit goals.®®

“A higher bottom line values the future of our planet

and people just as much as profits,” the report noted.

“Tt blurs the line between the striving and the
successful until there’s less inequality and more

shared wealth. [It] represents both the financial and
human profit to be gained from a more educated,
equitable, sustainable world.”™”

That message resonated with one life insurance
company CSO, who said insurers “shouldn’t be
doing this because they have to, even if it might have
started out like that. Sustainability needs to evolve
into more of a corporate imperative. There needs to
be accountability.”

This CSO was optimistic the insurance industry
would ultimately prevail: “Risk is our business, so
we should understand how to evaluate and manage
ESG risk. It’s a big challenge, but it’s on us to do it.”

12
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