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What is ESG and Sustainability?

« Environmental, social and governance (ESG) factors are those considered to be
material for a company to measure and report on, and are important to investors,
regulators, and other stakeholders.

« They also provide a way for companies to identify and respond to business risks and
opportunities in a broad range of areas.

 In a business sense, sustainability is the approach taken to ensure long-term,
shared value - both financial and non-financial for your company and your
stakeholders.

* In the market, the terms ESG and sustainability are often used interchangeably
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Governance Issues
Examples

Examples of environmental, social and governance factors

Decision transparency
Separation of powers
Share-class structure
Shareholder relations
Business ethics and integrity Governance
Government relations
Responsible advocacy and
public policy

Board leadership
Executive compensation

Source: Gartner
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Environmental

Environmental Issues
Examples

+ (Carbon emissions

+ Water usage

+ Clean air

+ Waste disposal

*+ Renewable energy

* Recycling

+ Land use

+ (Green products

+ Disaster management
+ Habitat and biodiversity

Social Issues

Examples

» Diversity, equity and inclusior
+ Women's empowerment

+ Fair pay

+ Workplace safety

+ Employee well-being

+ Consumer safety

+ Responsible marketing

+ Responsible innovation

* Economic development

+ Data protection and privacy
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Triple bottom line

Focus on balancing profit with
other social and environmental
concerns, more directly linked
to outcomes from the company
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Source: Prudential plc

Evolution of ESG thinking

Impact

With ESG now a mainstream
topic, focus is moving
towards the actual impact
(positive and negative) of
company activities

Triple bottom
line — people,

planet, profit

Sustainability
& ESG

Corporate social
responsibility “CSR”
Focus on the license to
operate, typically focused

on charitable initiatives not
linked to corporate strategy
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Impact &

integrated
company
purpose

Sustainability & ESG

Sustainability became popular
amongst the investor
community and topics more
familiar to everyday
stakeholders in the community
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Globally, ESG is steadily becoming the new normal

Increased ) Landmark events Investors Org_Elnlsatl?ns
stakeholder scrutiny taking notice

) 2AL
198 -

Global goals

« Anti-greenwashing Climate COPs Increased * Rise of the ‘CSO’
regulations Biodiversity COPs shareholder + Sustainability
« Savvy consumers, School strikes activism leadership
particularly Gen-Z Protests Global ESG positions
and millennials assets expected to [ ¢ Sustainability
pass $50 trillion by managers in high
2025 demand

Source: Prudential plc
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Global risk sentiment reflects the increasing concerns
stakeholders have regarding ESG normal

2 years 10 years

1 Cost of living crisis 1 Failure to mitigate climate change

 ESG issues have been
consistently ranked by experts
at the World Economic
Forum as the biggest risks
faCing the WO rld , in bOth the 4 Failure to mitigate climate change 4 Biodiversity loss and ecosystem collapse
short- and long-term.

Natural disasters and extreme weather : . .
2 Failure of climate-change adaption

events

Natural disasters and extreme weather

3 Geoeconomic confrontation 3 events

No

Erosion of social cohesion and 5

: R rge- in n [o]g=\1]
societal polarization Large-scale involuntary migration

over the next decade.

- . . 6 Large-scalelenvironmental 6 e i

« Social issues like the cost of il
living crisis dominate the short 7 QN i o scil conesion and sosea
term VIeW’ Wlth CIImate- 8 8 Widespread cybercrime and cyber
related events dominating cyber insecurity insecurity
the top four most severe risks ¢ BT

Large-scale environmental damage
incidents

10 Large-scale involuntary migration 10

Risk categories
Source: Global Risks Report 2023, World Economic Forum mmm Fconomic mmm Environmental mess Geopolitical mmm Societal mmm Technological
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Current and emerging ESG trends and topics
@ Net zero transition Crackdown on greenwashing

Shift from commitment to implementation, with investors Increased scrutiny and in some cases fines for greenwashing
and stakeholders demanding demonstrated progress in the and social-washing — typically where claims of ESG value and
form of climate transition plans and measured performance. impact have been over-stated, such as ESG-related

This also includes the inter-relationship between climate and investments.

nature, the impact of climate-related issues on people and Stakeholders want to see companies 'putting their money
societies, and the need for a just and inclusive transition where their mouth is' on critical environmental and social
towards net zero. topics.

7 7

@ Focus on impact @ Global disclosure consolidation

Shift from reactive ESG measures and reporting on progress, Global ESG reporting and disclosure standards continue to
towards a focus on the actual impact from ESG initiatives. consolidate. Importantly, the International Accounting
Particular focus on social impact Standards Board (ISSB) has released a global standard for
—what is it, how is it measured, and how is it ‘additive’ — i.e, both sustainability-related and climate-related disclosures.
what is the additionality that companies are having through These will likely be rolled out from 2024, and shows a strong
their products and services? signal towards global consistency and comparability of

ESG disclosures.

7 7

Source: Prudential plc
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Double materiality extends the conventional accounting
concept of 'material’

« Information disclosed by a company can be material both in terms of its implications for the company's
financial value, as well as the company's impact on the world at large

« Double materiality recognises that ESG issues not only affect a company's financial performance
(financial materiality) but also have broader societal and environmental impacts (impact materiality).

« By capturing both perspectives provides insights to inform strategy development and decision-making
processes, ensure strong governance and enable greater transparency in reporting and disclosure to

stakeholders.

Double

Impact
Materiality

]

An ESG issue is material based on

Financial
Materiality

]

Materiality

]

© Singapore Actuarial Society

An ESG issue is ‘financially material’
if it affects, or has the potential to
affect, the cash flow and financial

value creation for a company. This
can also be considered as an
outside-in perspective.

the impact of an organisation and its
activities across the value chain on
the environment, society and
economy. This can also be
considered as an inside-out
perspective.

Combines both concepts of financial
materiality and impact materiality to
recognise that a company can both

be impacted by, and have an
impact on, ESG issues.

Private & Confidential
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The ESG standards & disclosure landscape

STANDARD | FRAMEWORK <

« ESG rating assessments and ‘
disclosures give investors and
management insights into how well
a company is doing with regards to
addressing ESG topics.

- The demand for enhanced ESG
disclosure over the past decade has
increased and it's been accompanied
by exponential growth in the amount
and types of data available.

. RANKERS & RATERS
- However the volume and variety of e .
) . #= Benchmarking  MSCI &} [ndices FitchRatines &P Global  MORNINGSTAR
ESG rating methodologies and R =
. - Environmen tal 5 Repris
reporting frameworks and standards SPIE eeenmv X @) 15> R oo
can be confusing for both companies ~ @&,  GhvertS  Moooys U0 5,7 CSRHUB

and the intended audience.

Source: Onetrust
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Recent convergence of ESG disclosure frameworks

* First steps being taken towards
consolidation of the global ESG
disclosure ecosystem

- The International Sustainability
Standards Board (ISSB) is a
comprehensive global baseline of
sustainability disclosure standards which
will sit alongside the IRFS International
Accounting Standards Board.

« The ISSB standards have recently
released guidance addressing two topics
- S1 for general sustainability reporting
(based on SASB) and S2 for climate-
related reporting (based on TCFD).

Source: Auditboard
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GLOBAL REPORTING INITIATIVE
Est. 1997 in Boston, MA, with roots in
the non-profit organizations CERES
and the Tellus Institute.

TCFD —ema m — T

INTERNATIONAL SUSTAINABILITY
STANDARDS BOARD
Est. 2021 by IFRS Foundation, formally
consolidating CDSB and VRE.

i
BEEFRS

T CONSOLIDATES —\

CLIMATE DISCLOSURE VALUE REPORTING
STANDARDS BOARD
Est. 2007 at World
Economic Forum.

FOUNDATION VALUE

REPORTING
FOUNDATION
[ CONSOLIDATES
ESTABLISHES

| o
£l
IN'CDP

SUSTAINABILITY ACCOUNTING
STANDARDS BOARD
Est. 2011 by Jean Rogers "to help businesses

TASK FORCE ON CLIMATE- RELATED
FINANCIAL DISCLOSURES

Est. 2015 by the Financial Stability Board
atrequest of G20 Finance Ministers and
Central Bank Covernors.

Est. 2021 by SASB and IRC to
merge efforts internationally.

INTEGRATED /|p
REPORTING .

INTERNATIONAL INTEGRATED
REPORTING COUNCIL
Est. 2010 in response to the global financial crisis by GRI.
the International Federation of Accountants, and The
Prince of Wales' Accounting for Sustainability Project.

CARBON DISCLOSURE PROJECT

Est. 2000 at 10 Downing Street as

“first platform to leverage investor
pressure to influence corporate

and investors develop @a common language
disclosure on environmental impact.” inability.*

about the financial impacts of sustainability.
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Consolidation amongst ESG Rankers and Raters

« The large number of ESG rating
agencies often have their own

. . ESG firm
unique evaluation approaches Em— Las 20 | o
I . Vigeo (ARESE)
which: o vy Sovn - SE—
— can result in different ESG KLD \
assessments and scores for the Risk Wetrics -
same company amongst providers G R 7 7 Mt
— is in contrast to the Credit Rating Sustamaiyics
Agencies whose methodologies and  Responsbic Research / \ \ |
approaches are more homogenous. ekt 7 Momingsar
. .. oekom
» Larger firms have been acquiring e
smaller specialist firms to improve  EhxsRidisors o
their services and product e %,
H S&P Global Ratings 2 S&P
offerings. IHS Markt "
Co-firm o
PwC PwC

Source: United Nations Principles for Responsible Investment (UN PRI)
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ESG metrics increasingly used in incentives

« While ESG has become highly politicised, Human Capital Environmental Metrics Other ESG Metrics
the principles behind the movement Management Metrics
(corporate responsibility, dlverSIt?/, Prevalence of Each
sustainability, etc.) remain critical to long- ESG Metric Among Diversity & ‘ ', Customer 2%

) 55% Carbon Footprint 25% Satisfaction
term company performance All S&P 500 Inclusion
) ) . Companies,

« Companies continue to shift towards Organized by |
formal, weighted structures for ESG Category safety | 26%  Energy Effiency In% o 15%
inclusion in incentive plans vs .
discretionary structures, while metrics

; ; % of S&P 500
are more often included in annual o S . ,
. . . . companies using 204  Waste Reduction 7% Product Quality 7%
incentives (AIP) vs. long-term incentives eochmere Satisfaction
(LTIP) - source: Harvard Law School (N=500)
Forum on Corporate Governance Emissions/
. . . , Talent 23% Chemical 6% Cybersecurity 6%

* Including ESG in AlPs Flves' companies Development Containment
more flexibility in goal setting year-to
year based on key priorities Sustalnable

O

« Actuarial assurance: Increased efforts to waer |

quantify ESG scorecards requires CompanyCultwre |~ 15%  Consumption | ¢

validation of the principles,
methodologies, models and datasets

used Source: Harvard Law School Forum on Corporate Governance
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ESG and what it means for Actuaries

e In addition to the broader strategic effects ESG is having on
corporations, it also has specific implications for actuarial work

 Areas where actuaries could contribute include:

Modelling Challenges Responsible Investments
Lack of data history | Long time Resolving potential conflicts between fiduciary
horizons | Climate risk modelling duty to clients and responsible investment

mandates | From Policyholders’ Reasonable

Balance Sheet Stress and Scenario Testing Expectations to Societal Reasonable Expectations

ORSA integration with emerging ESG risks ESG Metrics in Incentives
. Development and assessment of strategic
Insurance Risk Impacts ESG metrics in annual bonuses and long

: : : term incentive plans | Actuarial validation
Impact of climate, new diseases, pollution on P |

morbidity and mortality | Lapse, mass lapse
due to mass involuntary migration
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Thank You

Sanchit Maini

Group Chief Financial and Sustainability Risk Officer, Prudential plc
Sanchit.p.maini@prudential.com.hk
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