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What are Environmental, Social & Governance (ESG) factors?

The consideration of environmental, social and governance factors alongside financial 
factors in the investment and underwriting decision-making processes.

Environmental factors: concern issues related to resource use, pollution, climate 
risk, energy use, waste management and other physical environmental challenges 

and opportunities.

Social factors: concern issues related to how a company interacts with the 
communities it operates in, its suppliers, employees and customers. These include, 

for example, labour standards, health and safety, supply chain management and 
nutrition and obesity.

Governance factors: concern procedures and processes according to which an 
organization is directed and controlled. 

22



Our Insight, Your Advantage™

Credit

Factors
ESG Credit Factors

ESG Factors and Credit Factors

AM Best analyzes ESG Credit Factors and how these risks / opportunities can affect 

the Financial Strength of insurers. 

Some ESG issues may seem less important today, but may have greater importance over the medium-to-long 

term, and thereby have the possibility to impact financial strength, particularly if no action is taken.

ESG Credit Factors are the intersection between standard credit factors and ESG factors that are applicable to 

the insurance industry – these are not new factors but a subset of credit factors

Are ESG risks and opportunities 

relevant to creditworthiness?
How is the company managing them?

ESG

Factors
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ESG Impact on Credit Quality is not Uniform – Examples 
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Assessing Physical Climate Risk through the Rating Process

• Rapid decline in 

capital position –

over-exposure, 

unexpected losses

• Inadequate 

protection against 

peak exposures

• High volatility / 

sensitivity to climate 

risks

• Material write-downs 

of stranded assets

• Underwriting or 

investment profile 

concentrated and 

exposed to climate 

risk

• Uncertain or indirect 

exposures to climate 

risks

• Breaches of appetite 

and tolerance

• Stress test failures

• Inadequate risk 

modelling – poor 

data quality

• Non-disclosure in 

financial reporting

• Inadequate 

protection against 

peak exposure, or 

aggregation of risks

• Stability of earnings

• Limited impact of 

stranded assets

• Adequate modelling 

and pricing

• New climate 

products earnings 

accretive

• Underwriting profile 

diversified and 

insulated against 

climate risks 

• Development of 

new products

• Clearly defined 

policy wording and 

contracts

• Climate risks 

factored into ERM 

approach

• Ability to absorb 

climate stress tests 

• Ability to model 

weather-related risks

• High visibility of 

climate reporting, 

(financial 

disclosures, 

regulatory reporting) 

• Board oversight

• Volatile earnings

• Financial losses due 

to stranded assets

• Climate risks not 

considered in 

underwriting model

• Unexpected losses

• Adverse mortality 

and morbidity rates 

from resistant 

disease

–
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• Capital position 

withstands shocks

• Protection against 

peak exposures and 

aggregation of 

losses

• Low volatility / 

sensitivity to climate 

risk

• Diversification in 

investment portfolio

Issuer Credit 

Rating
Balance Sheet 

Strength
Operating 

Performance
Business Profile

Enterprise Risk 

Management

5



Our Insight, Your Advantage™

Q&A
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© AM Best Company, Inc. (AMB) and/or its licensors and affiliates. All rights reserved. ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY 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 AMB’s PRIOR WRITTEN CONSENT. All information contained herein is obtained by AMB from sources believed by it to be

accurate and reliable. AMB does not audit or otherwise independently verify the accuracy or reliability of information received or otherwise used and therefore all information

contained herein is provided “AS IS” without warranty of any kind. Under no circumstances shall AMB have any liability to any person or entity for (a) any loss or damage in whole

or in part caused by, resulting from, or relating to, any error (negligent or otherwise) or other circumstance or contingency within or outside the control of AMB or any of its directors,

officers, employees or agents in connection with the procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any such information, or

(b) any direct, indirect, special, consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if AMB is advised in advance of the

possibility of such damages, resulting from the use of or inability to use, any such information. The credit ratings, financial reporting analysis, projections, and other observations, if

any, constituting part of the information contained herein are, and must be construed solely as, statements of opinion and not statements of fact or recommendations to purchase,

sell or hold any securities, insurance policies, contracts or any other financial obligations, nor does it address the suitability of any particular financial obligation for a specific

purpose or purchaser. Credit risk is the risk that an entity may not meet its contractual, financial obligations as they come due. Credit ratings do not address any other risk,

including but not limited to, liquidity risk, market value risk or price volatility of rated securities. AMB is not an investment advisor and does not offer consulting or advisory services,

nor does the company or its rating analysts offer any form of structuring or financial advice. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS,

COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR

MADE BY AMB IN ANY FORM OR MANNER WHATSOEVER. Each credit rating or other opinion must be weighed solely as one factor in any investment or purchasing decision

made by or on behalf of any user of the information contained herein, and each such user must accordingly make its own study and evaluation of each security or other financial

obligation and of each issuer and guarantor of, and each provider of credit support for, each security or other financial obligation that it may consider purchasing, holding or selling.
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