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Marsh has begun to investigate possible correlations
between ESG performance and risk performance using the
granular data captured through our ESG Risk Rating tool.
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COMMUNITY AND SOCIAL VITALITY DIGNITY AND EQUALITY Uncovering these relationships is expected to grow our understanding of some of the
additional levers that influence loss outcomes.
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An early area of research has been analyzing the relationship between our US clients’
ESG performance and their workers’ compensation losses. To achieve this, we have

O ° been comparing their ESG Risk Rating scores to their workers’ compensation experience
. _o ° O o . S O O °® modification factors (ex mods), which provide an industry-adjusted proxy for claims data.
~~~~ ° — ° . : : : :
C o & T--—__ e PR O ° ";»,\\ o Our analysis shows an inverse relationship between ex mods and social scores.
® o o--__ o * ® o o * --__ Organizations with higher social scores tend to have lower ex mods (that is, actual workers’
s o e ";o °® - ° - ° compensation claims performance is better than expected based on state/exposure mix),
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and companies with lower social scores tend to have higher ex mods.

The strongest correlations were found across:

e Social.
4 6 8 10 4 6 8 10 °
ESG Risk Rating Score

Social (controls).
e Community and social vitality.

* Dignity and equality.


https://www.marsh.com/us/risks/climate-change-sustainability/insights/the-esg-risk-rating.html
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P-VALUE cog)éEMLXﬁON Ampliinng the “S"

For many organizations, the focus on the “S” of ESG has
felt less tangible than other areas of ESG. Yet our findings
demonstrate the importance of social considerations
being central to an organization’s ESG strategy.

Social overall

The “S" of ESG. It captures labor
standards, wages and benefits, diversity,
human rights, community relations,
privacy and data protection, health and
safety, supply chain, and other social

Justice Issues. To determine which areas of ESG performance had the strongest correlations, we mapped

the relationship between ex mods and the following ESG Risk Rating subcategories:

e ComponentE, S, and G risk scores.
Social (controls) i
The policies, procedures, and practices
an organization has in place to comply
with social-related laws, regulations,
and/or industry best standards.

* Risk scores across 18 themes, such as “governance strategy” and “clients and customers”.

* ESG risk scores in the context of controls, reporting, and resilience.

We found the strongest correlations come from “social” subcategories.

Community and social
vitality
An organization’s management of its

impacts on community and society and
its tax governance.

HOW TO DETERMINE
STATISTICAL SIGNIFICANCE?

* A p-value is a measure used in hypothesis testing to determine statistical
significance.

e It represents the probability that the correlation between ex mods and the ESG
Risk Rating data occurred by chance, while assuming no correlation exists.

Dignity and equality

An organization’s management of
diversity, equity, and inclusion (DEI),
and human rights awareness in its
workforce.

* The “social” subcategories presented here are those with a p-value of 0.05 or
lower, indicating with 95% or more confidence that there exists a statistically
significant correlation with ex mods.
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Consulting sustainability services

These services support improvements in the ESG Risk Rating subcategories identified as having
a strong correlation with workers’ compensation performance.
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MENTAL
HEALTH AND
WELLBEING

STRATEGY

The health, safety, and welfare of
employees should not put your
organization or people at risk.

Across strategy, governance,
interventions, and communications,
Marsh Advisory consultants embed
employee wellbeing within

an organization’s wider

risk management program.

-

SUPPLY CHAIN
CONSULTING

Effective third-party due diligence
is vital in protecting your
organization from financial and
reputational damage.

Marsh Advisory has experience
building frameworks incorporating
ESG into third-party checks.

They consider an organization’s
motivation, risk appetite, likely
exposures, flexibility, and
ultimately how due diligence

results will impact decision making.

TAX RISK
ASSESSMENTS

To proactively avoid reputational
losses, organizations should ensure
they take a responsible approach to
paying tax, including tax structure,
tax attributes, organizational
structure, and transaction flows.

NERA Economic Consulting can

provide insurance recommendations

aimed at covering any unexpected
tax-related costs and provide advice
on ways to properly disclose taxes
paid in ESG reports.
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DEI STRATEGY

Mercer Career consultants can
provide a review of your DEI
strategy, commitments, and
potential workforce risks, as well
as the identification of potential
costs of filling DEI gaps (for
example, pay equity). This includes
a benchmarking assessment

of employee sentiment and
engagement, against market
practice.

The ESG Risk Rating provides insight to risk
managers by measuring organizational
performance against international
standards. It can be used to address areas
of potential weakness, for example, in
relation to workers’ compensation costs,
and provide direction for continuous
improvement.

Once your organization has completed the
ESG Risk Rating, review your scores and
responses to “S” questions, in particular
your scores relating to “controls”, and in
the “community and social vitality” and
“dignity and equality” themes.

Where your component scores are in

the Very Low (0-2), Low (2-4), or Fair
(4-6) category, Marsh Advisory along with
specialists from across Marsh McLennan
businesses can offer support with a range
of sustainability services.
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Our team of dedicated risk consultants across both Marsh and Mercer can support
your efforts to ensure that best practice levels of care and due diligence are applied
to looking after your workforce.

Our specialists will help position your organization to rapidly intercept and handle
potential risks before they escalate. We also can help provide assurance that your
staff’s exposure to risk is minimal, that they are working in a safe environment,

and they are demonstrating compliance to enforcing authorities, insurers, and key
stakeholders. Our actuaries at Oliver Wyman can further help quantify your retained
workers’ compensation exposures, including the impact of loss prevention initiatives.

For more information on any of the sustainability solutions outlined in this
document, please contact a colleague below, speak to your usual Marsh
representative, or visit marsh.com.

Mental health and wellbeing strategy

—_—

al lorna.feeney@marsh.com

)

Supply chain consulting

a \ randal.waters@marsh.com

)

Tax risk assessments

a t vladimir.starkov@nera.com

)

Diversity, inclusion, and equity strategy

al julie.vanwaveren@mercer.com

—  meagan.phongmekin@mercer.com

The correlation analysis was led by Jason Pessel and Bill Meidenbauer in Oliver
Wyman Actuarial Consulting. Questions regarding the methodology presented
in this document should be directed to them.
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About Marsh

Marsh is the world’s leading insurance broker and risk advisor. With around 45,000 colleagues operating in
130 countries, Marsh serves commercial and individual clients with data-driven risk solutions and advisory
services. Marsh is a business of Marsh McLennan (NYSE: MMC), the world’s leading professional services
firm in the areas of risk, strategy and people. With annual revenue nearly $20 billion, Marsh McLennan
helps clients navigate an increasingly dynamic and complex environment through four market-leading
businesses: Marsh, Guy Carpenter, Mercer and Oliver Wyman. For more information, visit marsh.com,
follow us on LinkedIn and Twitter or subscribe to BRINK.

Marsh is one of the Marsh & McLennan Companies, together with Guy Carpenter, Mercer, and Oliver Wyman. This document and
any recommendations, analysis, or advice provided by Marsh (collectively, the “Marsh Analysis”) are not intended to be taken as
advice regarding any individual situation and should not be relied upon as such. The information contained hereinisbased on sources
we believe reliable, but we make no representation or warranty as to its accuracy. Marsh shall have no obligation to update the
Marsh Analysis and shall have no liability to you or any other party arising out of this publicationor any matter contained herein.
Any statements concerning actuarial, tax, accounting, or legal matters are based solely on our experience as insurance brokers and
risk consultants and are not to be relied upon as actuarial, tax, accounting, or legal advice, for which you should consult your own
professional advisors. Any modeling, analytics, or projections are subject to inherent uncertainty, and the Marsh Analysis could be
materially affected if any underlying assumptions, conditions, information, or factors are inaccurate or incomplete or should change.
Marsh makes no representation or warranty concerning the application of policy wording or the financial condition or solvency

of insurers or reinsurers. Marsh makes no assurances regarding the availability, cost, or terms of insurance coverage. Although
Marsh may provide advice and recommendations, all decisions regarding the amount, type or terms of coverage are the ultimate
responsibility of the insurance purchaser, who must decide on the specific coverage that is appropriate to its particular circumstances
and financial position. Copyright © 2022 Marsh LLC. All rights reserved. 22-961866216.
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