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Understanding ESG Concepts
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Consideration of environmental, social and governance factors alongside financial 
factors in the investment and underwriting decision-making processes

Environmental factors relate to resource use, pollution, climate risk, energy use, 
waste management, and other physical, environmental challenges and opportunities

Social factors relate to how a company interacts with the communities in which it 
operates, its suppliers, employees, and broader stakeholders

Governance factors relate to procedures and processes according to which a 
company is directed and controlled
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What Are ESG Factors?

Examples of ESG factors

• Physical risks

• Transition risks

• Liability risks

• Stress test failures

• Environmental 
opportunities

Environmental

• Demographic changes

• Product liability

• Social inflation

• Data privacy

• Social opportunities

Social

• Corporate governance

• Corporate behavior

• Transparency

• Board composition

• Business ethics

Governance
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ESG Impact on Credit Quality

ESG is relevant when it has a visible impact on financial strength. 
Positive ESG attributes might not have an impact on a rating.

ESG is not a new concept. 

Environmental and governance factors have long been part of 
AM Best’s credit analysis and is captured in our rating opinions
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Translating into Criteria – Importance of ESG Factors Is on the Rise

• ESG factors have always been considered in our rating process and have impacted ratings when they are 

material. AM Best also considers the long-term impact of ESG factors. 

• ESG factors, when material and relevant, may affect one or more building blocks.

• ESG is viewed purely from an analytical perspective, with the focus on the impact on the credit rating.

• No judgment is made regarding the ethical value of a company’s ESG activities or ESG credentials.
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Balance Sheet 
Strength

• Climate risk*

• ESG integration in 
investing activities

• Stranded assets

Operating 
Performance

• Social inflation

• ESG-related 
litigation

• Impact of ESG on 
profitability

Business 
Profile

• Underwriting 
exclusions

• Changing 
demographics

• Data privacy

• Reputational risk

Enterprise Risk 
Management

• Corporate 
governance*

• Stress testing*

• Management of 
insurance and non-
financial risks

* ESG factors that are the most relevant over the near term.
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ESG Impact on Credit Quality Is Not Uniform – Examples 
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P/C

Life

Emerging 

Markets 

Climate Risk

Environmental 

Liability

Investment

Governance
Changing 

Demographics

Underwriting
Social Inflation

Climate Risk
Environmental Liability

Reputation

Social Inflation InvestmentGovernance

Changing 

Demographics

Underwriting

Climate Risk Environmental 

Liability

Reputation
Investment

Governance

Changing 

Demographics Underwriting

High Potential ESG Impact on Financial Strength Low

Reputation
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Billion-Dollar Events That Affected the US from 1980 to 2023
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Events Events/Year
Percentage 

per Year
Total Cost

Percentage 

of Total Cost 
Cost/Event Cost/Year Deaths Deaths/Year

Drought 30 0.7 8.5% $332.3 billion 13.1% $11.1 billion $7.6 billion 4,275* 97*

Flooding 41 0.9 11.5% $187.6 billion 7.4% $4.6 billion $4.3 billion 723** 16**

Freezing 9 0.2 2.5% $35.7 billion 1.4% $4.0 billion $0.8 billion 162 4

Severe 

Storm
172 3.9 48.5% $407.1 billion 16.0% $2.4 billion $9.3 billion 2,068 47

Tropical 

Cyclone
60 1.4 16.9% $1,347.6 billion 53.0% $22.5 billion $30.6 billion 6,890 157

Wildfire 21 0.5 5.9% $134.5 billion 5.3% $6.4 billion $3.1 billion 435 10

Winter 

Storm
22 0.5 6.2% $96.3 billion 3.8% $4.4 billion $2.2 billion 1,402 32

All 

Disasters 
355 8.1 100.0% $2,541.1 billion 100.0% $7.2 billion $57.8 billion 15,955 363

*Deaths associated with drought are the result of heat waves. (Not all droughts are accompanied by extreme heat waves.)

** Flooding events (river basin or urban flooding from excessive rainfall) are separate from inland flood damage caused by tropical cyclones.

Source: NCEI
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Assessing Reputational Risk in the Rating Process
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Issuer Credit 

Rating

Balance Sheet 

Strength

Operating 

Performance
Business Profile

Enterprise Risk 

Management

• Strong capitalization 

supported by organic 

capital generation 

• Enhanced financial 

flexibility 

• Stability of earnings 

• Retain existing and 

attract new business

• Seen as trusted 

(re)insurer of choice

• Attract and retain high 

quality talent 

• Board oversight 

mitigates reputational 

and operational risks

• Volatility of capital – 

unexpected losses

• Limited financial 

flexibility

• Reputational damage 

restricts access to 

capitol markets/ 

business partners

• Volatile earnings

• Financial losses due to 

material fines 

• Inability to attract new 

business or retain 

existing customers, 

resulting in loss of 

market share

• Inability to attract and 

retail high-quality talent 

• Unanticipated friction 

with capacity providers 

or distribution partners

 

• Breaches of appetite 

and tolerance

• Damage to reputation 

and market profile

• Greenwashing 
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Assessing Social Inflation in the Rating Process
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Issuer Credit 

Rating

Balance Sheet 

Strength

Operating 

Performance
Business Profile

Enterprise Risk 

Management

• Capital position 

withstands shocks

• Track record of reserve 

redundancies

• Stability of earnings

• Track record of 

favorable prior year 

reserve development  

• Underwriting portfolio 

is well diversified by 

line of business and 

geography

• Robust datasets

• Board oversight

• Ability to model 

casualty losses 

• Volatility of capital – 

unexpected losses

• Recurring reserve 

strengthening

• Insufficient reinsurance 

protection 

• Volatile earnings

• Financial losses due to 

larger than expected 

court awards

• Recurring adverse prior 

year reserve 

development

• Concentrated 

underwriting portfolio

• Poor data quality 

• Breaches of appetite 

and tolerance

• Stress testing failures
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Assessing Governance in the Rating Process
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Issuer Credit 

Rating

Balance Sheet 

Strength

Operating 

Performance
Business Profile

Enterprise Risk 

Management

• Capital planning and 

monitoring

• Measurement and 

control of asset risk

• Risk-based assessment 

of capital position

• Consistent ability to 

achieve budgeted 

performance.

• Effective KPI-linked 

executive incentives

• Losses within board-

approved appetite

• Effective decision 

making and strategy 

setting

• Management and board 

members with strong 

market and product 

knowledge

• Board oversight of risk 

function

• Risk management 

considered in decision 

making

• Effective internal 

controls

• Detailed and timely 

management 

information and KPI 

tracking

• Poor ability to manage 

capital and solvency

• Inadequate protection 

against outsized 

exposures

• Problems with audit and 

valuations

• Mismanagement, 

leading to poor strategy 

and loss-making 

operations

• Poor risk/reward 

decision-making

• Losses associated with 

fraud, fines

• Weak or inexperienced 

management or board 

members

• Excess product risk due 

to poor decision-

making

• Reputational risk 

associated with 

mismanagement

• Lack of board 

involvement in risk 

management

• Breaches of appetite 

and tolerance

• Inadequate financial 

reporting

• Ineffective third party 

experts, e.g., actuaries
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Social Factors AM Best Considers 

• Data privacy

• Human capital

• Product liability

• Stakeholder opposition 

• Health and safety

• Social inflation 
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Examples of ESG-Related Challenges Affecting Reinsurers

Financial 

Flexibility
Environmental 

Changes
Sustainability 

Policies

Transparency and 

Disclosure
Reputational

Risks

Pressure to remain an 

attractive investment 

proposition in a 

context in which 

institutional 

investments are 

becoming greener

Reinsurers on the first 

line to monitor and 

better understand 

changing 

environmental 

exposures due to 

position in the 

underwriting chain and 

the impact of severe 

natural catastrophe 

events

Growing attention on 

sustainability policies 

linked with 

investments, 

underwriting, or 

corporate behavior 

Rising pressure on 

ESG transparency and 

disclosure from 

various stakeholders

Greater reputational 

risks owing to 

environmental, social 

or governance factors 
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Thank you!



© 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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