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Context

Existing risk assumptions, assessments and management approaches are constantly changing due to
the effects of natural environment, technologies, and socio-political landscape development. ESG-
related risks that were once considered as “emerging” (such as the pandemic, cyber security,
biodiversity loss and climate change) are now recognised as critical issues by the international
community because of their impact on business continuity and companies’ performance. They are now
consistently included in the top risk factors as defined by the World Economic Forum’s Global Risk

Reports1, and could be leading to widespread fatalities and economic disruption.

Given the nature of their activities, companies within the insurance sector are required to keep up with
and master these emerging risks, especially those related to the impacts of COVID-19. Similarly,
Moody’s reports that the industry recognizes the potential for ESG issues to affect insurance
underwriting outcomes2. On the other hand, the pandemic is testing the capabilities of the insurance
sector to manage pay outs to customers as well as the health of their own investment activities. Lloyd’s
of London have estimated that the COVID-19 pandemic will cost the insurance industry more than USD
200bns: Just over half of their estimated losses relate to claims with insurers expected to pay out for
events cancellation, business interruption and trade credit cover. The additional USD 96bn represents
investment losses, where the turmoil in financial markets is impacting the value of the asset’s insurers
hold to fund claims. Ultimately, demonstrating preparedness to tackle emerging risks is an indicator of

resilience.

Within the assessments of the insurance sector, Vigeo Eiris analyses how these companies factor
emerging risks into their service offering. This Sustainability-Focused analysis provides an overview of

the European landscape.

1 The Global Risks Report 2020, World Economic Forum, January 2020
2 The impact of environmental, social and governance risks on insurance ratings, July 2019
3 Coronavirus to cost insurers more than $200bn” — The Financial Times — 14/05/2020
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Key Findings

Within the Insurance sector, Vigeo Eiris assesses three elements related to emerging risks; first,
companies’ commitments to addressing these emerging risks; second, the reported investments
dedicated to research on emerging risks; and third, the provision of insurance policies covering

them. Within our 2019 - 2020 assessment of European Insurance sectora:
- 41% of companies reported on commitments addressing emerging risks,

- 29% reported to have established policies covering emerging risks. Those policies typically
cover the issues of cyber-security, demographic changes (ageing populations) and climate

change.

- 52% reported on investments in research on emerging risks. These were typically
undertaken with a dedicated department and with stakeholder dialogue through initiatives
such as the CRO Forum, which brings together Chief Risk Officers in order to develop

industry best practices in risk management.

European Insurance Sector
Disclosures on Emerging Risks
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Figure 1: Vigeo Eiris’ assessment of European Insurers and their reported integration of emerging risks. All figures reflect the

percentage of companies within the sector (out of 48 companies) disclosing information on these angles.

4 Vigeo Eiris’ assessment of the European Insurance sector (for the financial years 2019 and 2020) covered 48 companies.
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Analysis

These weak figures are indicative of a lack of preparation and/or transparency at sector level. Industry
initiatives such as the CRO forums (launched in 2005) are trying to raise awareness and stimulate action
on emerging risks and involve a number of the larger European insurance companies. The question is
why some of these emerging risks, including but not limited to pandemics, are not included in most

standard business insurance policies?

The answer is likely within the difficult measurement of their related risks. All insurance policies have
exclusions of coverage for risks that are too great to be underwritten at an affordable price or lack
historical data sufficient to make predictionss. Aside from parametric insurances (an index-based
insurance bypassing the uncertainty in pandemic risk by covering the probability of a predefined event),
global pandemics like COVID-19 usually fall into this uncertain and less predictable categoryz. This

makes them highly unattractive to any insurer.

RiskGenius, a technology-assisted review of insurances policies raised the notion of the “Silent COVID
Coverage Issue”. They estimated that 80% of commercial policies do not contain a clear inclusion or
exclusion for communicable diseases. Thus, these policies could be read as being “silent” on whether
or not communicable diseases would be covered. This silent threat could be especially damaging for
more vulnerable enterprises. Business interruption losses from the coronavirus for small business in the
U.S. are forecast to amount to USD 220-383 billion per month with a potential 30 million claims,

according to the American Property Casualty Insurance Associations.

Best Practices

Vigeo Eiris research also offers insights on the solutions provided by companies. In March 2018, Munich
Re partnered with the insurance broker Marsh and the infectious disease risk expert Metabiota to create
PathogenRX9, an integrated pandemic risk quantification and insurance solution built to provide
financial protection to businesses. The coverage trigger is linked to a Sentiment Index, developed by
Metabiota, that gauges public fear and behavioural change in the wake of an epidemic outbreak and

provides analytics on infectious diseases. Policyholders are able to model their potential financial loss

5 The CRO Forum website, accessed 23/06/2020. The CRO Forum Emerging Risks Initiative consists of ten members (Allianz,
AXA, Hannover Re, Lloyds, Munich Re, RSA, Prudential, SCOR, Swiss Re and Zurich Insurance.

6 Maryland Insurance Administration Advisory on Business Interruption Insurance, Maryland Insurance Administration,
18/03/2020

7 Maryland Insurance Administration Advisory on Business Interruption Insurance, Maryland Insurance Administration,
18/03/2020

s Covid-19 Bl losses for small firms could hit $383bn per month, warns APCIA, Reinsurance News , 27/03/2020

9 PathogenRX, An Innovative Solution for Pandemic and Epidemic Risks, Marsh website, accessed 23/06/2020
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and can customize coverage for specific expenses, regions, types of disease or portions of a calendar

year.

In 2013, Swiss Re developed SONARu:o (“systematic observation of notions associated with risk”), a
group-wide framework specifically designed to manage and communicate on emerging risks. The
product included an intranet platform enabling employees to share and discuss risk notions based on
developments in the re/insurance landscape, allowing for bottom-up identification and peer reviews. The
risk notions — or “early signals” — flagged on SONAR are monitored by Emerging Risk Specialists who
periodically cluster and further assess these risk notions for their potential impact on the businessii.
These two cases provide clear examples of how emerging risks can be integrated into the insurance
sector.

Conclusion

Within the context of COVID-19, scrutiny over the insurance sector’s preparedness for pandemics and
other forms of emerging risks has risen. Vigeo Eiris teams have been tracking controversies related to
COVID-19, and from the beginning of March through June, a total of 19 cases involving insurance
companies have been recorded (13 in Europe, 5 in North America, and 1 in the Asia Pacific region).
Vigeo Eiris projects that this number will likely rise as the lockdowns across different regions begin to
wind down and more companies pursue insurance claims with their providers. Beyond the impacts of
the pandemic, the research on the European sector provides clear indications that companies could do
more to strengthen the inclusion and management of emerging risks. Whilst they may be out of the
spotlight for now, climate risks, cyber risks and others remain material factors for which preparedness
is required. More transparent disclosures will be required from corporates on how they are positioning
themselves to tackle these risks.

10 Sonar, Swiss Re website, accessed 23/06/2020
11 Sonar, Swiss Re website, accessed 23/06/2020
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© 2020 Vigeo SAS and/or its licensors and subsidiaries (collectively, “Vigeo Eiris”). All rights reserved.

Vigeo Eiris provides its customers with data, information, research, analyses, reports, quantitative model-based scores, assessments and/or other opinions
(collectively, “Research”) with respect to the environmental, social and/or governance (“ESG”) attributes and/or performance of individual issuers or with
respect to sectors, activities, regions, stakeholders, states or specific themes.

VIGEO EIRIS’S RESEARCH DOES NOT ADDRESS NON-ESG FACTORS AND/OR RISKS, INCLUDING BUT NOT LIMITED TO: CREDIT RISK,
LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. VIGEO EIRIS’S RESEARCH DOES NOT CONSTITUTE STATEMENTS OF
CURRENT OR HISTORICAL FACT. VIGEO EIRIS’S RESEARCH: (i) DOES NOT CONSTITUTE OR PROVIDE CREDIT RATINGS OR INVESTMENT
OR FINANCIAL ADVICE; (ii) ISNOT AND DOES NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES;
AND (i) DOES NOT COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. VIGEO EIRIS ISSUES ITS
RESEARCH WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND
EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

VIGEO EIRIS’'S RESEARCH IS NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL
INVESTORS TO USE VIGEO EIRIS'S RESEARCH WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT YOUR
FINANCIAL OR OTHER PROFESSIONAL ADVISER. VIGEO EIRIS’S RESEARCH IS NOT INTENDED FOR USE BY ANY PERSON AS A BENCHMARK AS
THAT TERM IS DEFINED FOR REGULATORY PURPOSES AND MUST NOT BE USED IN ANY WAY THAT COULD RESULT IN THEM BEING
CONSIDERED A BENCHMARK.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH
INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER
OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT VIGEO EIRIS’S PRIOR WRITTEN CONSENT.

ALL INFORMATION CONTAINED HEREIN IS OBTAINED BY VIGEO EIRIS FROM SOURCES BELIEVED BY IT TO BE ACCURATE AND RELIABLE.
BECAUSE OF THE POSSIBILITY OF HUMAN OR MECHANICAL ERROR AS WELL AS OTHER FACTORS, HOWEVER, ALL INFORMATION CONTAINED
HEREIN IS PROVIDED “AS 1S” WITHOUT WARRANTY, EXPRESS OR IMPLIED, OF ANY KIND, INCLUDING AS TO THE ACCURACY, TIMELINESS,
COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE. VIGEO EIRIS IS NOT AN AUDITOR AND CANNOT IN EVERY
INSTANCE INDEPENDENTLY VERIFY OR VALIDATE INFORMATION IT RECEIVES.

To the extent permitted by law, Vigeo Eiris and its directors, officers, employees, agents, representatives, licensors and suppliers (together, “Vigeo Parties”)
disclaim liability to any person or entity for any (a) indirect, special, consequential, or incidental losses or damages, and (b) direct or compensatory losses or
damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability that,
for the avoidance of doubt, by law cannot be excluded); on the part of, or any contingency within or beyond the control of any Vigeo Party, arising from or in
connection with the information contained herein or the use of or inability to use any such information.

Additional terms For PRC only: Any Second Party Opinion or other opinion issued by Vigeo Eiris: (1) does not constitute a PRC Green Bond Assessment as
defined under any relevant PRC laws or regulations; (2) cannot be included in any registration statement, offering circular, prospectus or any other
documents submitted to the PRC regulatory authorities or otherwise used to satisfy any PRC regulatory disclosure requirement; and (3) cannot be used
within the PRC for any regulatory purpose or for any other purpose which is not permitted under relevant PRC laws or regulations. For the purposes of this
disclaimer, “PRC” refers to the mainland of the People’s Republic of China, excluding Hong Kong, Macau and Taiwan.
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