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CHAIRMAN’S
STATEMENT

At NFU Mutual during 2022, we have remained
resolute in our long-term focus and
commitment to always support our members.
During yet another year of challenges on a
global scale affecting all businesses, our
organisation was impacted by the economic
effects of the geo-political landscape, with
high levels of inflation and particularly tough
market conditions leading to significant
reductions in business, consumer and
investor confidence.

Despite these challenges, NFU Mutual’s
underlying financial, capital and solvency
position remained strong, with our continued
focus on long term growth enabling resilience
to short term volatility. Although driven
primarily by unrealised losses, the Group has
nonetheless experienced a loss of £1,049m
for 2022 (2021: £182m profit).

This organisation has been here for our
members through many events in our
long history, including more recently
the global recession and the worldwide
pandemic. In 2022, our focus on our
members was unwavering and we provided
f247m in Mutual Bonus. Our ability to
reward customer loyalty in this way, even
during a year like 2022, is a result of this
organisation’s focus on the long-term and
the solid financial position we have built over
the years.

With the crisis in Ukraine starting in early
2022, we announced we would divest our
Russian holdings at the earliest opportunity.
We have provided support to the people of
Ukraine and as well as our £150,000 donation
to the Disasters Emergency Committee
Appeal, we signed up to the Association of
British Insurers’ pledge to provide insurance
for housing refugees and using vehicles for
humanitarian aid.

At NFU Mutual we do business responsibly
and in 2022 we refreshed our responsible
business strategy with a focus on
Environmental, Social and Governance (ESG)
factors. This work flows through all areas of
the business and is central to our values and
culture.

We donated to local front-line charities
through the hugely successful Agency Giving
Fund and to national and regional charities
through the NFU Mutual Charitable Trust. We
also provided financial support to the Farm
Safety Foundation, to help them continue
their vital work in raising awareness of farm
safety and the mental wellbeing of farmers.
In 2022 our charitable donations reached a
total of £3.25m.
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We continued to provide funding for the
UK’s main farming unions as they work with
governmentto keep agriculture atthe forefront
of the minds of UK politicians, retailers and
consumers and in 2022 made a voluntary
donation of £8.1m to help them carry out
their vital role. We are also continuing to
help farmers to protect themselves from
rural crime and last year we invested over
£400,000 in rural crime initiatives.

Our aim is to make a positive impact on
society not only through our charitable work
but also through our response to climate
change. We want to build a more sustainable
future for the communities we serve, and
early in 2022 we launched our roadmap to
net zero emissions by 205o0. It gives us a
clear mission, underlines our commitment
to our climate change strategy, and will help
us drive improvements where required. Our
roadmap will evolve over time and initially
we have targeted emissions from our own
operations and those arising from investment

S —

Jim McLaren
Chairman
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portfolios, with the aim of achieving 50%
reduction by 2030, compared to a 2019
base year. We also set a short-term target to
achieve 25% reduction in our own emissions
by 2025, which we have already exceeded.
Further details on these can be found in the
responsible business and climate change
sections of this report.

In 2022, we also became signatories to the
Principles for Responsible Investment (PRI),
an independent international network of
investors working together to develop a more
sustainable global financial system.

What | am most proud of in 2022 is our
focus on serving the needs of our customers
during an extremely difficult year. We could
not achieve this without our committed
network of agents, their staff, our people and
loyal customers. Together we have a unique
organisation that continues to stand the test
of time and | would like to thank you all for
the vital part you play.
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GENERAL
INSURANCE

FINANCIAL
SERVICES
LIFE

(£1,049m) £19.2bn

Consolidated loss

for the financial year
2021: £182m Profit

£1,987m

GWPI before
Mutual Bonus*
2021: £1,825m

£69.8m

APE -
New Business*
2021: £72.7m

Total Funds under
Management*
2021: £22.2bn

(£167m)

Underwriting
loss*
2021: £89m Loss

£11.7bn

Life Funds under
Management*
2021: £13.7bn

109.3%

Combined Operating
Ratio (COR)*
2021:105.4%




CHIEF EXECUTIVE’S

STATEMENT

In 2022, NFU Mutual faced many challenges,
however it was a year where we once again
demonstrated that our financial and strategic
foundations are solid.

The crisis in Ukraine has immense
humanitarian ramifications in addition to
significant macro-economic repercussions.
Our investments were impacted by a volatile
trading year for global markets and Group
funds ended the year at f19.2bn (2021:
f22.2bn). Last year was a particularly
difficult time for investors as a wide range
of investment asset classes were affected.
Although the value of investments will always
be influenced by differing macro-economic
factors, ourinvestment strategies are focused
on delivering long-term growth and we
were therefore well placed for the changing
market environment in 2022 which helped us
outperform many of the benchmarks.

The rise in key commodity prices added to
post-pandemic recovery pressures causing
the highest levels of inflation seen in 40
years. This rising inflation, as well as last
year’s weather volatility, affected the General
Insurance business which delivered an
underwriting loss before Mutual Bonus of

f167m (2021: £89m loss). The weather in
2022 started in a similar fashion to the end
of 2021 in the wake of Storm Arwen. February
saw extreme weather conditions across the
UK from storms Dudley, Eunice and Franklin,
which resulted in nearly 13,000 claims. The
impact on our customers was far-reaching
— fallen trees, branches and debris caused
damage to vehicles and machinery, while
high wind speeds of up to 12omph ripped
roofing sheets and cladding off homes and
farm buildings. We also saw widespread
power outages disrupting farm work and
transport routes.

At the other end of the weather scale, during
the record-breaking heatwave in July, we
received nearly 600 claims directly relating
to the extreme temperatures. Many of these
claims were from our farming customers
with hundreds of devastating fires affecting
fields, buildings, machinery and agricultural
vehicles. December then also brought a
freeze with many parts of the country affected
by ice, fog and snow, causing a surge of
escape of water claims.
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The combination of factors affecting both our
2022 investment performance and General
Insurance result led to the Group delivering
a loss of f1,049m (2021: £182m profit),
largely due to unrealised investment losses
reflecting market falls.

Despite this, the business' underlying
financial position remained strong, with
overall profits in excess of £2bn seen over
the past ten years.

In 2022 our solvency ratio improved by 14%
to 218% (2021: 204%), showing that we have
the capital strength to continue to focus on
our members and do what we are ultimately
here to do — pay our customers claims when
they need us. Last year, we paid out on

97% of claims which speaks volumes about
this organisation. Our financial stability also
meant that in 2022 we could again award
significant Mutual Bonus and we provided
f247m of savings to our General Insurance
members to reward their loyalty.

We saw healthy persistency levels of
95.2% (2021: 95.5%) and to see so many
customers renewing with us and staying
loyal despite the cost-of-living crisis is a
great accomplishment. Sales performed
well and our Gross Written Premium Income
showed an increase of 8.9% to £1,987m
(2021: £1,825m) which reflects higher
average premiums driven by the economic
environment. Although both factors mitigated
some of the impact, our Combined Operating

* Gross Written Premium Income before Mutual Bonus as a non-statutory performance, see Glossary on page 198.
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Ratio (COR) ended the year at 109.3% (2021:
105.5%), however we remain aligned with
our aim to achieve a COR before Mutual
Bonus of 98% over the long-term.

| have mentioned the effects of the economic
situation on NFU Mutual but of course the
effects on our members, their businesses
and households are huge and ongoing. We
saw this in our pensions and investments
business and although customers continued
to seek advice during the cost-of-living
crisis their appetite and ability to invest was
affected. This meant that despite a good start
to the year the financial services business
ended with an Annual Premium Equivalent
(APE) of £69.8m (2021: £72.7m).

NFU Mutual Agents also felt the effects of
the tough economic environment and we
continued to support their businesses and
help them look after their staff and keep their
livelihoods stable during uncertain times.
They do hugely important work and | would
like to thank everyone working in our Agency
offices. They are central to our business and
to us delivering a local, personal and attentive
service that is second to none.

Our three long-term objectives also remain
central to how we do business at NFU Mutual

|\ S

Nick Turner
Group Chief Executive

— achieving sustainable profitable growth,
being a great company to do business with,
and a great place to work. These objectives
really do run through NFU Mutual at all levels
and in everything we do. My fellow Executive
Board Directors and | have key performance
indicators that must link to these objectives,
as do all our people as well as the project and
change programmes we undertake. Tethering
all our activities to these measures ensures
that we are all continuing to work towards
the same goals. The culture that we have
developed at NFU Mutual over the years is
something that is not often experienced in
business, and | would like to thank all of our
people for their continued dedication.

| would also like to thank our customers who
are a defining part of this business. For many,
NFU Mutual has been a constant for their
family and businesses over several
generations, and we really do value such
loyalty. During 2022 we have experienced
some of the most challenging market
conditions in over 20 years, but through
prioritising our relationship with our
members, calmly adapting to change and
hard work, NFU Mutual has delivered for our
customers, and will continue to do so for
many years to come.
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BUSINESS MODEL
AND STRATEGY

NFU Mutual was founded in 1910 by seven
Warwickshire farmers and since then we have
become the UK’s leading rural insurer and
part of the fabric of rural life. We remain
true to our heritage; we are here to protect
and enhance the lives of our customers and
rural communities and, as a mutual, we are
concerned with the long-term interests of our
members rather than short-term profits.

At the heart of our strategy, we protect and
enhance the lives of our customers and rural
communities by delivering a local, personal
and attentive service that is second to none.

As part of the very fabric of rural life, we are
committed to making positive impacts for
our customers, our people, for farming and
rural businesses and communities, and for
the environment, by doing business the right
way.

Business model

We operate our General Insurance business
primarily through a network of Tied Agents,
located mainly in rural areas throughout
the United Kingdom. Our Agency model
provides specialist advice for customers with
complex insurance needs alongside a range
of products for those whose requirements are
less complex and more standard.
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Our Financial Advisers offer advice on life
assurance, investment and pension products,
supported by Non-Advised Sales Consultants
who provide non-advised services. We offer a
broad range of products to meet the needs of
our members.

Our strategy

Our strategy supports the achievement of
our three long-term objectives and has a
particular focus on five areas, as shown on
the wheel below. This strategy covers both
our General Insurance and Financial Services
(Life and Investments) businesses.
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Sustainable profitable growth

As a mutual, we do not have shareholders
and so are able to reinvest in our business
for the benefit of our customers, and we have
a responsibility to run a profitable business
for them.

Key Performance Indicators used:
e Group Financial Performance
e Group Funds Under Management

We will continue to leverage our financial
strength to sustain our business for current
and future generations of customers. We
strive to build on our strengths and diversify
into targeted segments and markets, to help

us grow our customer base, optimise our
capital, and provide resilience for the future.

Our investment strategy underpins our
financial strength and stability, with an asset
portfolio of £19.2bn (2021: £22.2bn) which
is managed by a dedicated investment and
property management team. Although in the
short term our investments are subject to
normal market movements, our strategy is
long-term and focuses on building quality,
sustainable portfolios for both our Life and
General Insurance Business funds.

This long-term view, together with our
efficient business model combining product
manufacture with effective distribution,
enables us to invest for the future with
confidence and delivervalue forourmembers.
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Great company to

do business with

Our customers are at the heart of our
organisation, and we value their loyalty. We
embed ourselves in our local communities
and invest time in developing long lasting
customer relationships.

We work together to understand our
customers’ needs and provide exceptional
service by offering the right products and
services, at a transparent, fair and accurate
price. Most importantly, we aim to provide
an excellent experience, especially when it is
most needed such as during a claim.

As the UK’s leading rural insurer, we take the
support we offer to our members and rural
communities very seriously, and this extends
beyond insurance into our Responsible
Business activity. We champion education
and awareness campaigns on a number
of key issues affecting those who live and
work in rural communities. We support the
Farm Safety Foundation which helps to raise
awareness of farm safety and reduce risk
across the industry. Our Risk Management
Services subsidiary provides wide-ranging
risk management advice to customers. The
NFU Mutual Young Drivers’ Scheme is aimed
at raising awareness of driver safety and
improving driving skills on rural roads. We
make a voluntary financial contribution
to farming unions to support the farming
industry as well as funding the work of the
NFU Mutual Charitable Trust.

Key Performance Indicators used:
e Persistency
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Great place to work

We are making NFU Mutual an organisation
that people are proud to be part of, and where
they wish to stay and develop their careers.

Thiswillbeachievedbycreatingandsustaining
a positive culture, which embraces diversity
and where people strive to be the best they
can be, in an environment which provides
an outstanding employee experience and
opportunities to learn, develop and deliver
the best work of their careers.

Key Performance Indicators used:
e Employee Engagement Score

General insurance
business strategy

Our long-term strategy to generate both
customer and business value differentiates
us in an increasingly commoditised and
competitive general insurance market.

We aim to provide the protection our
members need for their assets, businesses
and livelihoods through the provision of
quality products offering a broad range of
cover as standard.

Our value for money approach extends to
our claims service and proactive claims
management. We focus on working alongside
our members in the fields of rehabilitation
for injury claims as well as offering proactive
support to claims incidents (such as major
localised flooding) together with services
aimed specifically at managing risks better.



The General Insurance strategy and
business model ensures that the Group
continues to meet changing member needs
and expectations. The focus remains on
developing the Agency model to enhance the
customer experience through relationship
building, ensuring that we maintain our
award-winning service and low-cost base. We
will continue to develop and improve access
to our products and services through other
channels to augment the Agency network
over the long term.

The vast majority of the General Insurance
products we sell are manufactured in-house.
The remainder are sourced from carefully
chosen specialist lines providers.

To measure progress against delivering the
strategy, we use a number of Key Performance
Indicators as shown below (calculated
excluding Mutual Bonus).

Key Performance Indicators used:

Gross Written Premium Income

New Business

Underwriting Result

Combined Operating Ratio

Persistency

Refer to Strategic Objective KPIs on pages 12
to 13 for more information.

Financial services

business strategy

We remain firmly committed to growing our
Financial Services business sustainably by
strengthening our relationships with and

understanding of our customers, to help meet
a broad range of their financial needs. We aim
to provide our customers with high quality
advice, delivered by our team of dedicated
Financial Advisers, in addition to easy access
to quality products without advice when it
is not required. This offer is reinforced by a
range of quality investment funds.

The Financial Services strategy will:

e Build on and enhance our advised
proposition and its performance

e Improveourdistributionchannelstoenhance
customer experience and profitability

e Provide access to quality products and
services that meet customers’ needs

e Use improved data and analytics
capabilities to drive customer, adviser and
agent insights.

We provide in-house Financial Services
products and services where we can
demonstrably add value, they are otherwise
provided by carefully selected partners
and we use the following Key Performance
Indicators to track and measure our progress
against delivering the strategy.

Key Performance Indicators used:
e Annual Premium Equivalent
e Life Funds under Management

Refer to Strategic Objective KPIs on pages 12
to 13 for more information.

NFU Mutual Annual Report & Accounts 2022
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STRATEGIC OBJECTIVE KPIs

Sustainable profitability growth (Group)
Consolidated result for the Year

The Group delivered an overall loss of £1,049m (2021: £182m profit),
largely due to unrealised investment losses reflecting asset value
falls.

Investments were impacted by a volatile trading year for global
markets, resulting in a reduction to the funds under management.
However, our portfolios performed well against benchmarks in the
circumstances. Our core insurance business was affected by rising
inflation, alongside a year of severe weather. Despite this, our balance
sheet remained strong, and even in a year of such difficulties we still
provided a significant Mutual Bonus of £247m to our members.

Funds Under Management*

Global markets were hit significantly in 2022 although our
investments generally performed well in comparison to overall
market performance. Group funds ended the year down by £3bn at
£19.2bn (2021: £22.2bn) reflecting Group losses and reductions in
Life fund values (Mutual Life, OEIC and Pension Funds).

The General Business Fund saw a loss of -8.8% in 2022 which
took our 3-year annualised returns to -0.7%, showing an improved
position ahead of the benchmark.

Our investment strategy is focused on long-term growth to ensure
resilience during such market volatility and our Group solvency ratio
remained extremely strong at 218% (2021: 204%).

Great company to do business with
Persistency (General Insurance business)*

Our persistency levels remained high at 95.2% (2021: 95.5%) with
customers continuing to renew their policies with us and remaining
loyal despite the cost of living crisis.

Great place to work
Employee engagement

Our employee engagement remained at world class levels in 2022.
We were again awarded the Gallup Exceptional Workplace Award —
the only UK-headquartered company to achieve this in 2022 and one
of only 41 globally.
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Sustainable profitable growth (General business)
Gross Written Premium Income (GWPI)*

Our Gross Written Premium Income before Mutual Bonus of £1,987m
(2021: £1,825m) showed an increase of 8.9%, reflecting higher
average premiums, driven by the external economic environment, as
well as excellent levels of customers renewing their policies.

New business

New business was slightly lower than the previous year at £106m
(2021: £111m), reflecting a reduction in quoted volumes, with less
customers switching provider across the market.

Underwriting profit and loss*

Our General Insurance Business ended the year with an underwriting
loss of £167m (2021: £89m loss). This result reflects a year of weather
volatility with winter storms, summer heat and a freeze in late
December, coupled with a challenging year for claims costs due to
the economic and inflationary effects of the geo-political landscape,
including the war in Ukraine.

Combined Operating Ratio (COR)*

In 2022 our Combined Operating Ratio (COR) ended the year at
109.3% (2021: 105.4%). The impact of rising claims costs due to
global inflationary pressures, as well as the severe weather and
the strengthening of prior year reserves, contributed to this result.
Healthy persistency levels and premium growth mitigated the impact,
and we remain aligned with our aim to achieve a COR of 98% over the
long-term.

Sustainable profitable growth (Life business)
Annual Premium Equivalent (APE)*

Despite a good start to the year our pensions and investments
business ended the year with an Annual Premium Equivalent (APE) of
£69.8m (2021: £72.7m). This reflected the market volatility seen as
the year progressed leading to a reduction in consumer confidence
against the backdrop of the cost of living crisis.

Life funds under management*

Life fund values decreased in 2022 to £11.7bn (2021: £13.7bn) due to
the decline in global stock markets throughout the year.

* We use a range of performance measures (APM) to assess business performance,
some of which are not defined or specified under the requirements of Financial
Reporting Standards. They provide readers with important additional information on
our business. A glossary explains why we have chosen to use them (page 198).
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BUSINESS REVIEW 2022

Finance Director, Richard Morley

The group delivered an overall loss of
£1,049m in 2022 (2021: £182m profit), with
underwriting performance and investments
impacted by significant external factors.

The General Insurance (GI) business was
affected by rising inflation, alongside a
year of severe weather, contributing to an
underwriting loss for the year of £167m (2021:
£89m loss).

Investments were impacted by a volatile
trading year for global markets, resulting in a
reduction to funds under managementand an
overall investment loss (largely unrealised)
of £75o0m (Allocated Investment return +
Investment return). However, we performed
wellin the circumstances, and ahead of many
of the relevant benchmarks.

Our strategy is focused on long-term growth
and underpins our resilience to market
volatility. We have experienced strong returns
in prior years with total profits generated in
excess of £2bn over the past ten years.

Despite a loss on both General Insurance
and Investments we were able to provide a
significant Mutual Bonus of £247m, as this is
underpinned by our balance sheet strength
and our ability to absorb short term asset
value falls.
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2022 2021
Underwriting loss (£167m) | (£89m)
Mutual Bonus
Earned* (£249m) | (£251m)
Allocated Investment £71m £46m
Return
Balance on the
Technical Account (£345m) | (£294m)
Investment Return (£830m) |  £555m
Other Income and (E40m) E41m)
Expenses
Taxation £166m | (£38m)
Profit / (Loss) for (€1,049m)  £182m
the year

* Mutual bonus earned is calculated as mutual bonus
written (£247m) and the movement in the unearned
mutual bonus reserve (£2m).

Our pensions and investments business
achieved an Annual Premium Equivalent
(APE) of £69.8m for the year (2021: £72.7m),
reflecting a decline in customers looking to
invest during the cost of the living crisis.



Financial
performance -

Group

Ending the year with a net negative return,
the performance of our investment portfolio
reflects the volatility seen across global
markets during 2022. As a response to the
Ukraine conflict, we announced our intention
to actively divest from Russian holdings at
the earliest opportunity. We have done this
wherever possible, however some markets
have been closed since the start of the crisis.
Our underlying financial, capital and solvency
position has remained very strong, with the
Solvency Coverage Ratio (which measures
how much of our “own funds” are available
to cover our regulatory capital requirements)
improving to 218% as at 31st December 2022
(2021: 204%).

The operating performance within our General
Insurance business has benefitted from solid
premium growth, however a challenging
claims environment, due to increased costs
relating to inflation and weather, has led to
an overall underwriting loss for the year.

Our balance sheet remains resilient, although
assets under management decreased to
f19.2bnin2022 (2021: £22.2bn). The value of
investments will always be affected by macro-
economic factors, for 2022 returns on fixed
interest assets were particularly impacted by
rising inflation and interest rates through the
year, with commercial property valuations
also falling significantly in the later months.
In what was also a difficult year for many
equities, the UK market proved more resilient
to these elements and our international

equity losses were softened by the benefit
of currency moves. Our investment strategy,
which is focused on long-term growth, was
relatively well placed for this changing market
environment and we outperformed many of
the benchmarks.

General Insurance

Gross Written Premium Income

GWPI of £1,987m, a growth of 8.9%,
with healthy persistency of 95.2%.

Gross Written Premium Income has increased
to just over £1,987m with a 8.9% increase
on last year (2021: £1,825m). The good sales
performance is underpinned largely by higher
average premiums, driven by the external
economic environment, and ongoing healthy
persistency levels (the percentage of policies
renewed each year) of 95.2% (2021: 95.5%).
Ourlocal, personal approach continues to see
higher volumes of advised sales generated
than in previous years.

New Business was slightly lower than the
previous year at £106m (2021: £111m), with
low quote volumes seen across the market
during the year, with less customers switching
provider.
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Underwriting result

The underwriting loss of £167m (2021:
£89m loss) reflects the challenging
economic environment and weather
conditions as we continue to support
our customers and pay out on claims.

Claims costs in 2022 were adversely
impacted by three large storms at the start
of the year, as well as heat related claims
through the summer months, particularly
affecting commercial customers, and a freeze
at the end of the year. This was coupled
with rising claims costs due to the economic
and inflationary effects of the geo-political
landscape, including the crisis in Ukraine,
and supply chain challenges. In addition,
prior year reserves have been strengthened

in line with increasing inflation.

Cost control remains a continued focus, with
solid management of business as usual
expenditure, enabling us to continue to invest
in our change programmes and systems, to
modernise our business and provide the best

offering to our members.

Combined Operating
Ratio (COR)

COR at 109.3% reflects the impact of
inflationary pressure on the cost of
claims, alongside increased weather
frequency and severity and prior year

reserve strengthening.

The combination of higher average premiums
and the continued resilience of persistency
has helped to mitigate some of the weather
and inflationary impacts on claims, resulting

in a COR of 109.3% (2021: 105.4%).
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Weather is priced for over the long term
and whilst 2022 has seen a higher level of
weather claims, leading to an impact on the
COR result, the average claims experience
remains within expected levels.

Across a 10 year rolling period we remain
within our98% aim, with this result continuing
to reflect our strategy to write profitable
and sustainable business whilst offering
outstanding levels of customer service and
our ability to adapt to a continually changing
environment. All of this underpins our
commitment to provide savings in renewal
premiums to our loyal customers through the
form of Mutual Bonus.

COR is calculated as claims, expenses and
commissions as a percentage of earned
premiums (the element of the written premium
that relates to the accounting period) before
earned Mutual Bonus and after allowing for
reinsurance.

Mutual Bonus

In 2022 we provided £247m (2021:
£250m) in Mutual Bonus.

Our Mutual Bonus scheme enables us to
reward the loyalty of our General Insurance
customers with a saving on the renewal
premium of their Gl policies. Despite the
difficult trading environment experienced in
2022, we provided £247m of Mutual Bonus,
and the continued strength of our financial
position means we are again able to provide
a significant Mutual Bonus going forward for
all our renewing members.



Life and pensions

Annual premium
equivalent (APE)

APE at £69.8m was down 4% in 2022,
as strong results for pensions and
investments business in the first half
of the year were eroded by the falling
retail investor confidence due to the
worsening economic volatility.

Rising inflation and increases to interest
rates, particularly in the second half of
2022, impacted overall sales. Although
new business volumes saw a decline of 4%
to £69.8m APE (2021: £72.7m), reflecting
a decline in consumer confidence due to
market volatility, our network of Financial
Advisers continued to meet customers who
required advice, particularly as a result of
the cost of living crisis. There was also an
increase in customers transacting through
an online self-service function, where advice
was not needed.

Policy persistency levels remained high with
customers continuing to demonstrate high
levels of loyalty to NFU Mutual.

With-Profits

NFU Mutual remains committed to the concept
of With-Profits (which offers a smoothing of
returns and an element of guarantee) and
maintaining a viable Life business in the
future. The With-Profit funds continues to see
an increase in inflows (£46m in 2022, £39m
in 2021) despite the challenging backdrop.
2022 saw more people invest with NFU Mutual
and 31% (2021: 26%) of these new customers
chose a With-Profits option when investing
into ISAs, pensions, and bonds.

My Investments

The NFU Mutual’s My Investments platform has
continued to grow, with 36k customers (2021:
32k) now having investments on the platform.
Despite the overall fall in assets values, the
My Investments platform has assets under
management of £1.52bn (2021: £1.49bn) (of
which £91m is With-Profits business (2021:
£61m)). NFU Mutual customers can view
many of theirinvestments online, giving them
greater choice and flexibility.
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Group companies

Avon Insurance ple

Avon Insurance continued to
demonstrate strong profitability of
f1.2m

Avon Insurance is a wholly owned subsidiary
which specialises in personal accident and
accidental death insurance products. Avon
Insurance closed to new business in 2013
but continues to service the existing book
of more than 465,000 policies. In addition,
Avon Insurance underwrites insurance cover
for the Group, writing Motor Fleet, Property,
Employers Liability and Public Liability
insurance policies.

Avon’s Gross Written Premium in 2022 was
f18.6m (2021: f£20m), with profit before
tax and dividends of £1.2m (2021: £7.7m).
Avon returned dividends to the Group of £6m
(2021: £8m).
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Risk Management Services
Limited (RMS)

RMS has continued to support both
our customers through Health & Safety
consultancy to improve their workplace
environments and delivered loss
control surveys to inform Underwriting
decisions.

RMS is a wholly-owned subsidiary and
specialises in both the provision of risk
management consultancy, including health
and safety advice for our customers, and
undertaking Loss Control Surveys on behalf
of NFU Mutual. The objective remains to
deliver value to our customers by helping
to identify and manage risk within their
business resulting in fewer accidents and
losses. In doing so return increased value to
the NFU Mutual Group.

Despite the economic challenges faced by
our customers, many still recognised the
need for investment in health and safety and
as a result, sales in RMS produced a small
profit for the business.




Group funds under
management

A challenging year for investors saw our
overall Group funds under management
drop to £19.2bn (2021: £22.2bn). The
General Business Fund saw a loss
of -8.8% in 2022 which took 3-year
annualised returns to -0.7%, although
we outperformed the Fund's benchmark.

Most investment markets were impacted by
the crisis in Ukraine, which added to already
high inflation levels and led to significantly
higher interest rates and slowing economic
growth. Many global equities were weak in
2022, but the relative resilience of the UK
market and the softening impact of currency
moves on international equity losses meant
we avoided the worst of the falls. With such
low yields at the start of the year it was
an extremely difficult 2022 for fixed income
assets. Second half weakness also led to
significant losses for commercial property
investments. This resulted in our overall
investment assets under management
decreasing by 13.8% in 2022 to £19.2bn.

General funds under

management

The General Business Fund saw the value
of its assets decrease to £7.5bn in 2022
(2021: £8.5bn), reporting an investment

return of -8.8% on the year. Gains from
the UK equity and cash portfolios were
outweighed by losses across international
equities, fixed income and property assets,
although outperformance compared to our
benchmarks in many of the components of
the fund helped reduce the losses. The mix
of asset classes in the portfolio remained
relatively stable, with the main change during
the year seeing a reduction in corporate bond
exposure to protect the fund from rising
bond vyields. The proportion of the fund in
equities rose modestly over the year to end
at over 35%.

Life funds under management

The overall Life funds under management
saw a decrease to £11.7bn in 2022 (2021:
£13.7bn), with the biggest losses being seen
on our fixed income assets. Our With-Profits
and mixed asset retail funds form the bulk
of these funds and there were no significant
structural changes in the mix of asset classes
in 2022.The main Life fund sawa loss of -6.0%
in 2022, which reduced the 3-yearannualised
return to 1.8%. A higher exposure to equities
and less fixed income assets compared to
the General Fund helped returns, as did
outperformance against the benchmarks
from our asset allocation and stock selection
strategies. It was also a challenging year for
investors in our unitised retail funds, but
although most funds saw absolute losses, we
did see a majority of funds performing well
relative to their peer groups.
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Asset market
background

Unexpectedly high inflation led to a
challenging year for asset returns.

The conflict in Ukraine and its impact on key
commodity prices such as energy added to
existinginflation pressures fromthe economic
recovery following the lifting of Covid induced
restrictions. Developed economies saw their
highest inflation levels in 4o years, with
UK consumer price inflation exceeding 11%
in the autumn. Central banks responded
by significantly tightening monetary policy
and with consumers impacted by both
high inflation and rising borrowing costs
economic growth slowed, all of which created
a challenging environment for investment

assets.

In what was still a very difficult year for many
equities, a good final quarter as inflation
showed welcome signs of peaking enabled
the UK equity market to finish the year in
positive territory and softened the losses in

international markets.

High inflation and significant interest rate
rises led to avery difficult yearforfixed income
assets. Elsewhere within our portfolios there
were losses from commercial property after
second half weakness and modestly positive

returns from our cash holdings.

Equity returns

UK market resilience and currency
benefits soften an otherwise difficult

year for equities.

Despite the relative resilience of the overall
UK equity market in 2022 and the impact
of currency moves to soften international
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losses for a UK investor, the underlying
picture was one where there were significant
share price declines for many companies.
Equities were hit by the deteriorating outlook
for economic growth and corporate earnings
and the impact of higher interest rates and
bond yields on valuations, especially those
of more growth-oriented companies such as
technology stocks.

The UK market had been relatively resilient all
year as it benefitted from a favourable sector
mix in areas such as energy and substantial
overseas earnings and cheap valuations, and
a fourth quarter rally took the 2022 FTSE All-
Share index return to 0.3%. However, under
the surface the more domestically focused
smaller and medium sized UK company
indices still saw losses of over 17% in 2022.

International equity markets saw 2022 losses
of -16.0% in local currency terms, but the
strength of the dollar helped restrict overall
losses to -7.8% for a UK investor, with Asia
Pacific markets being the most resilient and
a weak end to the year seeing North America
with its large exposure to expensive growth
stocks end up as the worst performing region
at -8.8%.

Fixed income returns
Very poor year for fixed income assets.

With extremely low starting yields, the impact
of unexpectedly high inflation and significant
interest rate rises led to a very difficult
environment for all fixed income assets in
2022, but the fourth quarter saw a recovery
in most areas as signs of peaking inflation
helped moderate the interest rate outlook.
There was additional UK specific market
impact that followed the September mini
budget, but the new Chancellor's Autumn
Statement helped restore market credibility.



Despite a calmer political backdrop and a
fourth quarterrecovery, UK government bonds
still saw substantial losses 0f -23.8% in 2022.
Index-linked gilts saw losses of -33.6% as
higher near-term inflation expectations were
heavily outweighed by investors pricing in
higher long-term interest rates. Other fixed
income categories also had a poor year, with
UK corporate bonds, high yield and emerging
market debt seeing losses of -17.7%, -11.8%
and -19.1% respectively.

Property

A roller coaster ride in 2022 for the UK
commercial property with a significant
downturn in the final quarter.

On the commercial property side, after a very
good first 6 months of 2022, valuations were
put under immense pressure as a result of
inflation and rising interest rates. From the
half year position in the market recording
total returns of just under +8%, the year
closed with annual property returns of just
under -9% and overall transactional volumes
being markedly down on 2021.

All of the established property sectors, office,
retail and industrial, experienced material
outward yield shift. The industrial sector in
particular moved from the market leader of
returns over the last few years to the sector
with the highest negative yield drift, with
prime yields moving out from an average
3.25% to 5% plus in just over two quarters.

Despite the valuation and capital value falls
there are some positive signs. Core income
yields for property are running at over 4%
and some of the re-balanced capital and yield
profiles are starting to present interesting
pricing opportunities for investors against

long term averages. Even in the industrial
sector levels of tenant demand have stayed
strong and stock levels are low against
historic volumes so prospects for growth
remain.

Across the NFU Mutual General and Life
property portfolios we have experienced
capital value falls of between 10 to 14% and
this has resulted in negative total returns,
albeit for the Life fund at lower levels than
for the UK property sector as a whole. Our
income returns remain robust and we have
not been exposed to any large tenant failures
in the year.
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Key strategic
change initiatives

Enhanced policy management

solution

Making our products easier to buy, sell
and manage, including online services.

We are enhancing our products, processes
and technology to support evolving customer
needs and to continue to provide what our
customers expect — the right product for
them, delivered in a way that suits them with
NFU Mutual’s first-class service.

We have continued to invest in and develop
our new Gl policy administration system,
Guidewire PolicyCenter. This application will
better meet the needs of our customers,
making it easier to sell and to administer
for Agents and NFU Mutual. The system
includes updated and simplified customer
documentation as well as a new digital
capability that will enable customers to
perform a range of transactions online,
including obtaining a quote and buying
a policy; giving them more choice about
how they do business with us. These online
transactions form a key component of our
wider digital offering, together with the other
components delivered by the digital channel
programme.

In 2022 we completed the first software
development phase for our updated
Home product and are completing system
and business testing before we begin to
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move existing Personal Home and Lifestyle
customers to the updated Home product in
2023. Alongside this we have started the
development work to add further products
which will run in parallel to the launch of
Home in 2023. This work is being carefully
planned to ensure that everyone is fully
prepared and supported, and to ensure our
existing customers receive a great customer
experience throughout.

Digital channel options

for our customers

Providing customers with an online
account option.

We are continuing to develop an option for
customers to manage their General Insurance
policies through an easy-to-use online
account. Ouraim is to provide customers with
more flexibility to securely access their online
account and carry out tasks such as viewing
and paying for their Home Insurance renewal,
making changes to their existing Home
Insurance policy and reviewing their personal
details and updating their preferences — such
as switching to paperless correspondence.

In2022 we continued the development phase,
which is closely aligned to our enhanced
policy management solution. In addition
to the option for an online account, we’re
working on ways to communicate with our
customers through the use of email so they
can be notified to view, amend and renew
General Insurance policies online within their
secure online account.



Finance modernisation

Dynamic technology for more efficient
working, analysis and insight.

In 2022 we commenced the implementation
of Workday Financials, helping us to
modernise and improve efficiencies within
our finance function. We have adopted this
market leading cloud based technology using
standard core functionality, which will allow
us to easily benefit from future Workday
features and software releases with minimal
disruption.

In 2023 we will continue to use Workday
to deliver further organisational efficiencies
by driving greater productivity through
automated data entry and reconciliation
and develop skills and capabilities to add
value to analysis and reporting activities.
The deployment of planning and analysis
modules will also bring greater agility and
insight to support business decision making.
These foundations will enable us to rapidly
respond to the changing regulatory and
operational landscape in the years to come.
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Financial Conduct Authority

fair pricing

Still providing fair value for our
customers.

In 2021, the Financial Conduct Authority
(FCA) published new rules to ensure that
consumers get fair value for their insurance
products. The rules came into force from
1 January 2022 to provide renewing home
and motor insurance consumers with quoted
prices “that are no more than they would be
quoted as a new customer through the same
channel”.

We welcomed this positive change for the
insurance industry and are proud of our
record when it comes to providing NFU
Mutual customers with value for money. The
fair pricing rules align with our philosophy to
provide the insurance cover our customers
need, at the right price, with a first-class
personal service whilst rewarding their
loyalty.

Our aim in 2022 was to limit disruption to
our customers whilst ensuring we continued
to be compliant with FCA rules. Our pricing
strategy was largely already in line with the
FCA’s expectations and so the impact on
NFU Mutual customers was smaller than for
other insurers and brokers. This meant that

oM

Richard Morley
Finance Director
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after making the few changes necessary,
we could focus on ensuring that our Agents
and sellers were fully prepared and well
equipped to support customer conversations
and explain any changes.

Cyber security focus

Ensuring our IT infrastructure remains
secure and stable.

We continue to invest and prioritise activity
on our Cyber Security controls as part of our
ongoing ‘Brilliant Basics’ campaign and to
ensure that, as we deliver our various change
initiatives, our security posture stays up to
date to protect both our customers data and
NFU Mutual systems.

During 2022 we further enhanced our
controls around infrastructure access to
ensure the right level of governance is in
place for access by both our own IT people
and those of our partners. We also prioritised
software updates to make sure the core
infrastructure is appropriately secure.
Alongside these preventative measures we
continued to prepare for any potential cyber
incident by exercising our response plans
across the whole organisation and making
enhancements where necessary to ensure
we are adequately prepared should the
unexpected happen.



RISK AND RISK
MANAGEMENT

Risk is an essential part of the Group’s
business operations and successful risk
taking is required to achieve the Group’s
business objectives.

Toensurethatallrisks are managed effectively
the Group is committed to:

e Continuing to drive a common risk
culture across the business;

e Ensuring the implementation of
effective systems and processes of
risk management;

e Supporting senior management to
continually develop their control and
co-ordination of risk taking across the
business;

¢ Ongoing retention, development, and
attraction of the appropriate resource
in the risk function; and

e Continuing to ensure the Group meets
its regulatory requirements.

All Group-wide risk management activities
are supported and co-ordinated by the Risk
Management Function (part of the wider
Risk Division), led by the Risk Director. This
team has close relationships with the wider
business, including governance committees
and departmental managers. The central risk
team is also responsible for managing Group
risk governance and oversight.

In order for the Group to optimise its
performance, risk and return are considered
together. NFU Mutual believes this is best
done by managers being accountable for
managing risk within their teams.

The Risk Management Strategy and Risk
Management Framework are aligned to the
business strategy and allow us to balance
risk and return in the delivery of the strategic
objectives in the following ways:
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Sustainable profitable growth

e Improving the robustness of risk and
capital management;

e Minimising unwelcome surprises;

e Optimising potential for long-term growth;
and

® Giving a better understanding of the
strengths and weaknesses of the business
at various levels of the company resulting
in stronger risk-based decisions.

A great company to do

business with

e Adding value for members through
increased efficiencies, better returns, and
informed pricing; and

e Supporting regulatory reporting
requirements to the public and other
stakeholders, to give greaterunderstanding
of how we manage our risks.
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A great place to work

e Maintaining a highly visible, risk-aware
culture led by senior management;

e Creating an open, honest, respectful
and transparent environment in which
employees are encouraged to ‘do the right
things’;

clear

e Ensuring  employees  have

accountabilities; and

e Linking reward and remuneration directly
to risk management; rewarding the right
behaviours, as part of a culture that
maintains ethical behaviour at all times.

A robust risk management strategy and
framework, overseen by experienced risk
teams and risk governance committees,
underpins a strong risk culture with a focus
on benefits for members and policyholders.



The Group’s approach to risk management
ensures there is effective, independent
checking or ‘oversight’ of key decisions by
operating a ‘Three Lines of Defence’ model,
with clearly defined responsibilities:

e 1st Line of Defence: Implement the control
environment (see page 91) by adhering to
Group policies and controls, and actively
identifying and managing risks using the
Risk Management Framework.

e 2nd Line of Defence: Define key components
of the Control Environment including the
Risk Management Strategy and Framework
and provide assurance to governance
that risks are being effectively identified,
assessed, managed, and monitored across
the Group.

¢ 3rd Line of Defence: Provide the Board with
an independent, objective, and impartial
view that the Control Environment is
appropriate and operating effectively.

The core principles that underpin our
approach to risk management are:

e Risk Division has primary responsibility for
designing, implementing, embedding, and
maintaining an effective risk management
framework;

e Managers are accountable for the
management of risk in their business area.
They are responsible for documenting and
reporting their risks, controls, loss events
and near misses using the tools provided
by the Risk Division;

e Decisions taken by management are
consistent with NFU Mutual’s strategic
objectives and risk appetites. Financial
models are used to inform decision-making;

e The interests of members and other
stakeholders are protected by ensuring
that excessive powers are not delegated to
individuals;

e A common Risk Management Framework
is used throughout the organisation to
manage risk, supported by appropriate
policy and control standards;

e The Group uses clearly defined definitions
of risk for both financial and operational
risks;

e Key roles, responsibilities and authorities
relating to risk are clearly identified and
documented;

e Risk management arrangements and risk
exposures are subject to independent
oversight;

e All employees across each of the Three
Lines of Defence have appropriate access
to, and understanding of, the Group’s Risk
Management Framework and processes to
enable them to operate effectively; and

e Employees are individually responsible
for understanding and managing the risk
they take on behalf of the Group and for
ensuring that they act within delegated
authorities and risk appetites.

A four-module risk management training
programme exists across the Group to
increase the risk management knowledge and
capability of employees and Non-Executive
Directors. This has been reviewed in 2022 to
ensure it remains aligned with best practice.
The programme is accredited by the Institute
of Risk Management. Certain modules are
mandatory dependant upon role, and this
has been extended in 2022.
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Risk management framework

Each component within NFU Mutual’s Risk
Management Framework contributes to the
identification, assessment, management,
monitoring and reporting of risks. This
includes:

e Risk policies that clearly define
the nature of the risk, and the
accountabilities and controls for each
risk type;

e Risk appetites that articulate the
amountofriskthe businessis prepared
to accept in pursuit of the long-term
strategic objectives;

e Risk identification, assessment
management with controls built into
everyday business processes and
monitoring through agreed indicators;
and

e A centralised risk reporting tool to
record and monitor risk and issue
information with regular reviews by
senior management, risk governance
committees and the Board.

The outputs of the Risk Management
Framework underpin our assessment of the
level of capital we need to hold to cover the
risks to which we are exposed.

Pillar | of the Solvency Il legislation requires
that firms hold enough capital to survive
1-in-200-year risk events occurring over a
12-month period. This is called the Solvency
Capital Requirement, or SCR. To calculate
this figure, firms have the choice of using
a prescribed Standard Formula, developing
their own Internal Model (subject to
supervisory approval), orusing a combination
of both (known as a Partial Internal Model).

NFU Mutual has regulatory approval to use a
Partial Internal Model; where Insurance Risk,
Market Risk, Credit Risk and Liquidity Risk
are calculated using an Internal Model for the
Group, excluding Avon Insurance PLC (which
uses the Standard Formula to calculate the
financial risk SCR, given the low materiality
of its capital requirement in comparison to
the Group as a whole). This forms a key
component of our Own Risk and Solvency
Assessment (ORSA) where we consider
strategic business planning, risk, and capital
management as an integrated process.

Strategy and Objectives

Risk Appetites
Policies

e o
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Risk Management System

Risk Universe
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Operational risk capital for the Group is
based on the Standard Formula as we
believe this provides an appropriate
quantification for NFU Mutual’s operational
risk exposures.

Further to our regulatory requirements,
risk appetites are set by the Board to
outline the amount of risk the Group is
prepared to take to achieve its business
strategy.

The operational risk appetite statements
are considered in the assessment of the
impact of an operational risk, loss event
or near miss and reporting of breaches
and potential breaches is now embedded
in the quarterly governance committee
reporting.

More details on risk can be found page 158
to 168. Additional detail on NFU Mutual’s
regulatory capital requirements as at
31st December 2022 can be found in the
Solvency and Financial Condition Report,
available on NFU Mutual’s website from
the end of May 2022.

Risk governance and
oversight

The NFU Mutual Board is ultimately
accountable for all activities carried
out by the Group. To ensure it retains
an appropriate level of oversight, the
Board has established a structure of
risk governance committees to which
they delegate authority for overseeing
designated risks on their behalf.

The risk governance framework aligns to
the operational needs of the business
and ensures that risk oversight is in
place at all levels throughout the Group
and encompasses all risks faced by the
Group. Each risk governance committee
has clearly defined terms of reference
detailing its accountabilities, and
these are reviewed annually to ensure
the committee is operating effectively
and fulfilling its responsibilities. The
terms of reference for the Board and its
sub-committees can be found on the
NFU Mutual website.

The Board approves an overall financial
risk appetite and capital constraints
for the General Insurance business and
the Life business that are aligned to the
objectives of each business. The risk
management committees ensure that the
Life and General Insurance businesses are
managed in line with these and escalate
any issues to the Board.

The flow of information is critical to the
success of the risk governance framework
and therefore a formal reporting framework
is in place to ensure consistent, accurate
and timely information is received by
all committees and there are clearly
defined roles for communication between
committees.
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Principal risks and

uncertainties

The following tables summarise the principal
risks and uncertainties currently faced by
NFU Mutual due to the nature of our business

and the market in which we operate.

The risks are categorised as:

Strategic — Therisk to achieving our long-term
objectives caused by poor decision making
in the creation of our business strategy,
unforeseen disruption to the strategy or the

delivery of it.

Principle risks and uncertainties

Operational - The risk of reductions in
earnings and /or value through financial or
reputational loss, from inadequate or failed
internal processes and systems or from
people related or external events.

Financial - The risk of loss resulting from the
exposure to our balance sheet.

Climate change is considered a principal risk
due to the significant impact it will have on
our business and our customers. The section
after emerging risks outlines how NFU Mutual
manages risks from climate change, aligned
to the Taskforce for Climate-related Financial
Risks (TCFD) disclosure framework.

Principal Financial Risk: Investment market volatility

Risk and NFU Mutual invests in a range of assets including equity shares, property,

Uncertainty  and corporate bonds. Falls in the value of these assets can have a material
impact on the company’s balance sheet. Changes in long-term interest rates
can affect the value of both assets and liabilities.

Long-term Sustainable Profitable Growth

strategic Great Company to do Business With

objective Great Place to Work

Mitigation a) The company maintains a Financial Risk Response Plan, with actions
approved by the Board to ensure Solvency is maintained within the

company’s Risk Appetite.

b) Board Risk Committee have reviewed scenarios and stress analysis to
ensure the level of exposure to investment stress events is understood
and that there are appropriate actions agreed to protect the company’s

solvency position.
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Principal
Risk and
Uncertainty

Long-term
strategic
objective

Mitigation

Principal
Risk and
Uncertainty

Long-term
strategic
objective

Mitigation

Operational Risk: Information Security

There is a risk that unauthorised users may attempt to gain access to
our systems for misuse of customer and company data or disrupt the
business using malware and viruses. This could lead to corrupted or lost
data, business interruption, compliance breaches, regulatory fines, and
reputational damage.

Sustainable Profitable Growth
Great Company to do Business With

Significant progress has continued to be made in enhancing the control
environment in order to keep pace with the evolving threat landscape.

The risk exposure is reducing as progress is made in mitigating these risks
and future vulnerability remediation plans are agreed to ensure we are
managing new vulnerabilities in line with latest industry positions and / or
within our Group risk appetite statements.

Strategic: NFU Mutual is unable to deliver the required change
The risk of insufficient, inefficient, or ineffective change delivery, adversely
impacting operational capability and /or NFU Mutual’s reputation.

Sustainable Profitable Growth
Great Company to do Business With
Great Place to Work

Our strategic and operational plans are reviewed regularly by the Board.
These take account of the level of resources we have available and the
scale, diversity, and interdependencies of change currently underway and
planned over the medium and longer terms. Specific change programme
monitoring, and reporting takes place at project, programme, portfolio,
and strategic level, to ensure appropriate risk-based decisions are made
and that the allocation of resources is optimised to support delivery of our
long-term objectives.
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Principal
Risk and
Uncertainty

Long-term
strategic
objective

Mitigation

Principal
Risk and
Uncertainty

Long-term
strategic
objective

Mitigation

Strategic: NFU Mutual’s customer base changes substantially

beyond expectations

There is a risk that unexpected changes to NFU Mutual’s current or target
customer base impact on insurable risks, including changes to the farming
industry or other significant target trade sectors, customer demographic or
behavioural changes.

This could be caused by events including a reputation-damaging event
impacting our standing in the farming community, degradation of our
relationship with NFUs, longer term economic, social, and intergenerational
changes, government policy changes impacting the sectors in which NFU
Mutual operates, or an environmental event affecting the needs of our
farming customers such as climate change.

Sustainable Profitable Growth
Great Company to do Business With

We continue to reinforce our relationship with the Farming Unions and hold
ongoing discussions with key farming suppliers and academia to increase
understanding and pre-empt customer changes. Propositions are regularly
reviewed and updated to reflect customer developments. We also continue
to grow wider market business to diversify our exposures and reduce the
reliance on farming.

Strategic: Reduction in demand for Financial Services propositions
There is a risk that the number of contracts sold or administered is lower
than planned. This could occur as a result of propositions not meeting
our customers’ needs (which may be as a result of factors including poor
investment performance, competitor actions, regulation, or taxation
changes) or an adverse political/economic environment reducing retail
investor confidence.

Sustainable Profitable Growth
Great Company to do Business With

We regularly review our strategy and continue to develop and improve
our Financial Services proposition to reflect customer and market
developments and ensure it represents value for money.

This includes ongoing enhancements to the My Investments platform.
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Principal
Risk and
Uncertainty

Long-term
strategic
objective

Mitigation

Principal
Risk and
Uncertainty

Long-term
strategic
objective

Mitigation

Strategic: Reduction in demand for Gl propositions

There is a risk that demand for our Gl propositions is lower than planned.
This could occur as a result of propositions not meeting our customers’
needs or preferences, which may be as a result of factors including a
challenging economic environment, increased competition, new types
of competitors entering the market, regulation changes impacting the
competitive landscape in which NFUM operates, adverse media or
reputational events impacting sales and retention.

Sustainable Profitable Growth
Great Company to do Business With

We regularly review our strategy and continue to develop and improve our
Gl proposition to reflect customer and market developments and offer fair
value. This includes diversifying in our chosen markets and continuing to
focus on the agency network as the primary distribution channel, whilst
developing online capability.

Strategic & Operational Risk: Infrastructure is unable to support the

Gl and / or Life proposition

There is a risk that systems, processes, and people, including those services
delivered by our outsourcing suppliers, are not sufficient to support our
propositions because of internal issues or external drivers, including
regulation. This could result in the needs of customers not being met or
errors in work for customers leading to increased complaints, a reduction

in new business sales orincreased lapses and adverse media coverage of
customer experiences.

Sustainable Profitable Growth
Great Company to do Business With

We are delivering updated technology platforms and increasing focus

on data capability across both Gl and Life businesses. Our Supplier
Outsourcing and Third-Party Policy ensures the effective management and
oversight of our external partners.
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Principal
Risk and
Uncertainty

Long-term
strategic
objective

Mitigation

Principal
Risk and
Uncertainty

Long-term
strategic
objective

Mitigation

Strategic: Agency Network becomes vulnerable because of adverse changes
to the internal or external environment

There is arisk that individual agencies or wider parts of the network are

not viable. This risk could materialise from ineffective agency leadership/
management, regulation changes impacting agency operations, a
deteriorating rural economy or an unexpected change to business mix away
from the agency network to other distribution channels.

Great Company to do Business With

We continue to develop the target operating model for the agency network
and test its robustness. Individual agency management information
continues to be developed to better understand their economics.

Climate Change

There is a risk that climate change has a material impact on NFU Mutual’s
business model as a result of physical risks that arise directly from rising
global temperatures, and transition risks that arise through actions,
initiatives and behaviours aimed at limiting the rise in global temperatures

Sustainable Profitable Growth
Great Company to do Business With

NFU Mutual has implemented a climate change strategy, agreed by the
Board, to ensure the Group is resilient to the impacts of climate change,
takes advantage of opportunities that arise in core markets, and also
defines and implements a roadmap to Net Zero
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Emerging risks 18 months are detailed below. These have

been identified by business areas in line

Emerging risks which may have the potential ~ with the Risk Management Framework and
to change the risk profile of the Group are being monitored in order to determine
assessed with a proximity of within the next  relevance and impact.

Risk

Description

Risk

Description

Strategic & Operational Risk: Emerging technology

There is a risk that the development of new technology has a profound
impact on the insurance industry resulting in a fundamental shift in the
way that the insurance market operates and that NFU Mutual is unable to
successfully compete in this new environment.

There are a wide range of sources for this risk, including agricultural
technology changing the way that farms operate and therefore the
insurance needs of our core customers, developments in autonomous
vehicles, and technology companies entering the insurance market with
innovative new propositions that we would be unable to compete with.
These emerging risks are regularly monitored, and management are taking
appropriate actions to mitigate the risks where possible.

Operational Risk: Volume of Regulatory Change

There is a risk that NFU Mutual fails to keep pace with the volume of
regulatory change resulting in customer, regulatory and reputational
damage.

After a decade of global regulatory reforms defined by the financial crisis
and misconduct issues, the regulatory environment within the insurance
industry continues to evolve and keeping up with the pace of change is
one of the greatest challenges facing the organisation.

There has been, and continues to be, increasing regulatory focus to align
product, customer, and value with growing attention on use of artificial
intelligence, operational resilience, cyber security, digital ethics, fair
pricing, and consumer duty.

The Risk Division continues to work closely with the business to ensure
that we stay ahead of these evolving requirements and trends.

The assessment and mitigating actions for  Assessment. (Note 2 to the Accounts on
theserisks have beenreviewed and discussed  pages 158 to 168 covers our disclosures on
at governance committees and as part of the  financial risk management in detail.)
preparation for the Own Risk and Solvency
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Climate change risk

Climate change is a global challenge that
affects us all and will continue to do so for
years to come. The effectiveness of actions
taken in the short term will determine climate
change trajectory and outcomes in the
medium and long term.

As a UK based insurer with rural communities
at our heart, NFU Mutual is committed
to meeting the insurance needs of our
members as they transition to a low carbon
economy, and to actively reducing our own
environmental impact as we aim to become a
net zero business by 2050.

Expectations for firms to publicly disclose
how they manage financial risks from climate
change continue to evolve, with mandatory
disclosures aligned to Task Force on Climate-
Related Financial Disclosures (TCFD) being
introduced in the UK for the first time in 2021
for premium listed entities. NFU Mutual is
not included within this phase of mandatory
disclosures and our 2022 climate change
disclosures are therefore made on a voluntary
basis in line with our previous disclosures,

Recommended Disclosure Climate Risk
Section

Governance Page 39 - 45

a) Describe the board’s Governance

oversight of climate-related
risks and opportunities.

b) Describe management’s
role in assessing and
managing climate-related
risks and opportunities.
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where the TCFD information disclosed is
proportionate to the level of granularity of
information in other sections of our Annual
Report. This year for the first time we are
pleased to report progress against our own
emissions targets, which were announced as
part of our Net Zero Roadmap at the start of
2022. We are still evolving our processes to
ensure the robustness of emissions reporting
and have chosen to share results voluntarily
this year to maximise transparency. The
timing of our Annual Report process means
that figures contain an element of estimation
and have not been subject to audit.

The first mandatory disclosures for
NFU Mutual will appear in our 2023 Annual
Report, and in preparation for this, we have
reviewed our 2022 disclosures against
TCFD recommendations and recommended
disclosures and Financial Conduct Authority
(FCA) and Financial Reporting Council (FRC)
feedback to understand how we need to
develop our disclosures to meet mandatory
reporting expectations. The table below
outlines how we’re currently meeting
requirements and the areas we will be
developing ahead of our 2023 disclosures:

How we're meeting requirements

Disclosures describe the roles of the
Board, Risk Governance and management
in relation to climate change and
summarise the key items overseen by
each committee during the period.

Our governance disclosures are broadly
consistent with TCFD recommendations
and recommended disclosures. The
following requirement will be included

in 2023 disclosures to ensure full
consistency: Explaining how the Board has
considered climate change in overseeing
major capital expenditures, acquisitions
and divestitures as part of strategy, annual
budgets and business plans.



Recommended Disclosure Climate Risk

Section
Strategy Page 30
a) Describe the climate-related | Principal
risks and opportunities the risks and

organisation has identified uncertainties
over the short, medium, and
long term.

b) Describe the impact

of climate related risks

and opportunities on the
organisation’s businesses,
strategy, and financial
planning.

) Describe the resilience of
the organisation’s strategy,
taking into consideration
different climate-related
scenarios, including a 2°C or
lower scenario.

Page 46 - 50
Strategy

Risk Management

a) Describe the organisation’s
processes for identifying and
assessing climate-related
risks.

b) Describe the organisation’s
processes for managing
climate-related risks

¢) Describe how processes for
identifying, assessing, and
managing climate-related
risks are integrated into the
organisation’s overall risk
management.

Page 51 - Risk
Management

How we're meeting requirements

Disclosures summarise:

e NFU Mutual’s most material risks
arising from climate change, how these
are managed and key metrics

e Scenario analysis that has been
undertaken to assess the resilience
of the business to risks from climate
change

e Opportunities arising from climate
change

Our 2022 disclosures are not yet fully
consistent with a), b) or c), therefore
2023 disclosures will include additional
information on risks and opportunities
across the three time periods specified,
quantification of potential impacts,
including impacts on strategy and
financial performance, and the resilience
of our strategy to differing climate change
trajectories. 2023 disclosures will also
include information on our plans for
transitioning to a low-carbon economy.

From a risk management perspective,
climate change is categorised as an
external challenge that will have wide
ranging impacts on NFU Mutual’s risk
profile. Disclosures therefore describe
how risks from climate change are
embedded within NFU Mutual’s existing
Risk Management Framework to ensure
effective identification and management.

Our risk management disclosures

are broadly consistent with TCFD

recommendations and recommended

disclosures. To ensure full consistency
in our 2023 Annual Report, we will

be including more information on the

following areas:

e Additional information on how we
identify and assess climate-related
risks for ourinsurance business

* How we define materiality and prioritise
climate-related risks
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Recommended Disclosure

Metrics and Targets

a) Disclose the metrics used
by the organisation to assess
climate-related risks and
opportunities in line with its
strategy and risk management
process.

b) Disclose Scope 1, Scope

2, and, if appropriate, Scope

3 greenhouse gas (GHG)
emissions, and the related
risks.

¢) Describe the targets used
by the organisation to manage
climate-related risks and
opportunities and performance
against targets.

Climate Risk
Section
Page 46 - 50
Strategy
Page 51-57
Metrics and
Targets
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How we're meeting requirements

The strategy section summarises metrics
used to manage and monitor climate
related risks.

The Metrics and Targets section focusses
on NFU Mutual’s emissions targets,
summarising performance and progress
made. It also includes mandatory
Streamlined Energy and Carbon
Reporting (SECR) requirements.

For our 2022 climate-related disclosures
we have chosen to focus on disclosing
legislative emissions data required by
SECR and also performance against
targets to reduce our own emissions.
NFU Mutual’s SECR reporting period is
not aligned to a calendar year and is
therefore not being used to evidence
consistency with TCFD recommendations
and recommended disclosures. We
recognise that 2022 disclosures are

not consistent with guidance a) and c)
and therefore a greater range of metrics
and targets will be included in our 2023
disclosures, including cross-industry
metrics, net zero roadmap targets and
information on the methodologies used
to calculate these.



1. Governance as they arise, both now and in the future.
Risks from climate change are therefore
NFU Mutual has embedded consideration of ~ considered, alongside all other risks faced
climate change within existing frameworks, by the Group, within existing risk governance
processes and decision making to enable the ~ and risk management frameworks.

Group to respond effectively to challenges

Board

e Set climate change strategy and Net Zero Roadmap
e Oversee NFU Mutual’s climate response

Risk Governance Committees

e Approve risks outside of risk appetite
* Monitor risk exposure/position against risk appetite
e Review scope and outputs of stress scenario testing

Business Units

e |dentify and manage risks from climate change

e Escalate risks outside of risk appetite for approval
e Risk exposure monitoring

e (Climate related stress scenario analysis

Risk Management
Function

Facilitate the
implementation
of climate change
strategy

Embed risks
from climate
change in risk
management and
risk governance
frameworks

Aggregate risk
reporting and
stress scenario
analysis
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Board and risk governance committees  risks from climate change, it also provides
receive regular updates on risks from climate  targeted education and awareness on climate
change, through both climate change specific  relevant topics for Board members and senior
and business as usual agenda items. This  management.

not only ensures effective oversight of

Business Activity ﬁ Climate change impacts

Risk M . Material risks from climate

change (active/emerging)

Climate related

Rezlidony Lpekies . regulatory activity

Business «
Reporting Scenario Analysis « Climate impacts on scenarios

: Climateincorporatedin
Disclosures - regulatory disclosures
Governance
Committee N Climate related
Oversight 2% Line Assurance 4 opinions/findings

Aggregate exposure to risks from climate change

Climate Change Climate specific horizon scanning
Specific
Reporting Climate specific scenario analysis

Ad hoc climate specific items
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Board

The Board is ultimately accountable for
setting NFU Mutual’s climate change strategy
and overseeing the Group’s response to
risks that may arise. The Board approved a
Climate change strategy in 2020 and a Net
Zero Roadmap in 2021. The aim of these
is to ensure that NFU Mutual is resilient to
the impacts of climate change and takes
advantage of opportunities that arise in
core markets, whilst implementing action

to become a net zero business by 2050.
The strategy and roadmap demonstrate the
importance placed on responding effectively
to impacts from climate change, to ensure
the ongoing success of our strategy, business

model and in achieving our long-term
objectives.
Each Board committee has defined

responsibilities in relation to climate change
and has considered a range of climate-related
agenda items during 2022.

NFU Mutual Board

Accountable for:

e Setting the Group’s climate change strategy and net zero roadmap and
overseeing progress against climate-related targets

e Overseeing progress and ensuring risks from climate change are
managed effectively

e Assigning regulatory climate change responsibilities to an appropriate
senior manager function

Responsibility

During 2022 the board has overseen activity including:

e Strategic reviews which have incorporated climate related factors
including farming diversification resulting from climate change and
transition away from fossil fuels in motor vehicles

e The implementation of the Group’s net zero roadmap. The Board has
reviewed progress against targets and also set the direction for NFU
Mutual’s alignment to climate related external initiatives

® The implementation of a new ESG framework, which includes climate
change as a priority focus area

Climate
Change Items
considered
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Climate
Relevant
Responsibility

Climate
Change Items
considered

Climate
Relevant
Responsibility

Climate
Change Items
considered

Climate
Relevant
Responsibility

Climate
Change Items
considered

Board Risk Committee (BRC)

Responsible for ensuring that risks from climate change are effectively
embedded within NFU Mutual’s risk management framework (outlined
in Risk Management Framework section on page 28 - 29) The committee
have oversight of material climate related risks facing the Group and
also monitor compliance with climate related regulatory and legislative
changes.

During 2022 the Committee has overseen activity including:

e Qutputs from scenario analysis considering potential impacts of
different climate transition trajectories on NFU Mutual’s general
insurance business. This was based on the Bank of England’s 2021
Climate Biennial Exploratory Scenario

e NFU Mutual’s response to legal and regulatory developments;
defining the implications for the Group and actions being taken to
manage these

Board Investment Committee (BIC)

Responsible for overseeing that all investment risks are being managed
appropriately, including those arising from climate change

During 2022 the Committee has overseen activity including:

e Progress against NFU Mutual’s net zero targets for investment
portfolios

e Implementation of third party tools to improve capability to measure
ESG risk factors in investment portfolios

e Strategic asset allocation activities which incorporate consideration of
climate change impacts

Audit Committee
Responsible for monitoring the integrity of NFU Mutual’s financial

statements and oversight of the internal audit plan and activity.

During 2022 the Committee has overseen climate change disclosures
included in NFU Mutual’s Annual Report, as part of financial reporting
governance processes and approvals.
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Remuneration Committee

Climate Recommends the design of, and targets for, any performance related pay
Relevant schemes operated by the Group, for executive directors, the Company
Responsibility = Secretary and senior executives.

Climate During 2022 the Committee has overseen progress in developing ESG
Change Items metrics for senior manager remuneration.
considered
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Risk Governance terms of reference to consider risks from

climate change and havetherefore considered
NFU Mutual’s risk governance committees a humber of climate related items.

have specific responsibilities within their

Group Financial Risk Committee

Responsibility = Provides oversight and challenge of the financial risks and capital
impacts arising from our General Insurance business and our Life

business.
Climate During 2022 the committee has overseen items including:
Change Items ¢ A review of industry approaches to managing risks from climate
considered change and potential implications for NFU Mutual

e Approaches for measuring emissions in our underwriting portfolio

e Emissions footprint of strategic and key suppliers within the insurance
supply chain

e Exposure management and accumulations work that include
consideration of climate change impacts

e Second line assurance reviews undertaken by the Chief Actuary that
include consideration of climate change impacts

e Scenario analysis assessing potential impacts of sea level rise on our
property insurance portfolio

Group Operational Risk Committee

Responsibility = Provides oversight and challenge of the operational risks arising from
NFU Mutual Group’s business.

Climate During 2022 the committee has overseen items including:
Change Items e Aggregate operational risk profile of risks from climate change
considered e Legislative and regulatory risks arising from climate change

e Supply chain risks arising from climate change
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The PRA’s supervisory statement SS3/19 —
“Enhancing banks’ and insurers’ approaches
to managing the financial risks from
climate change” requires firms to allocate
responsibility for identifying and managing
financial risks from climate change to the
relevant existing Senior Manager Function
(SMF) within a firm’s organisational structure.
The NFU Mutual Board has allocated this
accountability to the Risk Director (SMF 4) as
part of a broader responsibility for all aspects
of NFU Mutual’s climate change response.
The Risk Director attends the Board and
relevant Board sub-committees as well as
chairing Risk Governance committees. This
ensures appropriate visibility and oversight
of climate related risks at Board and senior
manager level across the Group.

The Risk Director chairs a Climate Change
Steering Group which is responsible for
ensuring the Group’s climate change strategy
and objectives are delivered on behalf of
the Board. The climate change team has
been expanded in 2022 to further facilitate
the delivery of the Board’s climate change

strategy and strengthen support provided
to business stakeholders in identifying their
risks from climate change.

Business Units

Managers are responsible forensuring that all
risks within their area, including those from
climate change, are effectively identified,
managed and reported on. For climate
change, this requires an understanding
of potential impacts and how these could
affect their department’s risk profile, and
also establishing an effective climate aware
culture across the department. Managers
are informed about climate-related issues
through a number of processes, including
participating in relevant industry initiatives,
monitoring external publications, receiving
updates from centralised compliance and
climate change teams and discussions in risk
and management committees. At the start
of 2022, we also launched a climate change
page on our internal website to provide
all employees with key climate change
information.
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2. Strategy

Risks from climate change are captured within
NFU Mutual’sriskmanagementframeworkand
are classed as either active or emerging risks.
Active risks are those facing the business in
the current environment and emerging risks
are those risks that may occur in the future
where the nature or scale of impact is not yet
clear. Risks from climate change may arise in
the short, medium or long term. In the context
of climate change, NFU Mutual defines short-
term as within the next 3 years, medium-term
as 3 to 10 years and long term as over 10
years. Climate change is also recognised as
a principal risk risk, based on its potential to
significantly impact our business operations
and our customers.

Longer term risks are also considered
as part of NFU Mutual’s climate scenario
analysis. Scenario analysis is a key tool for
understanding the resilience of a firm to a
range of future outcomes and is particularly
relevant to climate change because the
impacts will be wide ranging and extend
beyond normal business planningtimescales.
The future trajectory of climate change is
also uncertain, with dependencies on actions
taken in the short term to define medium and
long-term outcomes.

NFU Mutual continues to expand its scenario
analysis to consider a broader set of risks
from climate change. In 2021 NFU Mutual
used the Bank of England’s Climate Biennial
Exploratory Scenario (CBES) to consider
potential impacts to NFU Mutual over the
next 30 years under three different transition
pathways — early policy action, late policy
action and no additional policy action.
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Early Policy Action

Transition to a net-zero emissions
economy progresses with carbon taxes
and other policies intensifying relatively
gradually over the scenario horizon.
Global carbon dioxide emissions (and all
greenhouse gas emissions in the UK) drop
to net-zero around 2050.

Late Policy Action

Transition is delayed until circa 2030, at
which point there is a sudden increase

in the intensity of climate policy. In

the UK, greenhouse gas emissions are
successfully reduced to net-zero around
2050, but the transition required to
achieve that is more abrupt and therefore
disorderly.

No Additional Policy Action

No new climate policies are introduced
beyond those already implemented. This
leads to increasing global temperatures
and chronic changes in the physical
environment.

In 2022 we’ve built on this to consider
scenarios that assess specific risks including
exposure to liabilities arising from climate
related legal action, impacts of climate
change on the Group’s retirement benefit
scheme, impact of sea level rises on our
property insurance business and the impact
of climate change on our Strategic Asset
Allocation for investments.



Business experts from across the Group
contribute to climate related scenario
analysis and results are shared with
relevant management and risk governance
committees. This ensures risks are
considered from multiple perspectives,
improves business understanding of risks
from climate change and informs business
decision making.

Strategic
risks

Risks from climate change

Climate change has the potential to impact
all risks within Group’s risk universe, both
financial and non-financial. Impacts may
be positive or negative depending on the
effectiveness of NFU Mutual’s response. The
main climate change risks identified are
explained below:

e Climate change either directly (eg NFU Mutual unable to offer suitable
propositions in response to the change) or indirectly (eg external

stakeholder expectations not met leading to NFU Mutual reputational
damage) affects our ability to achieve our longer term objectives

How we are
managing the

e NFU Mutual has a defined climate change strategy which aims to
ensure the Group is resilient to the impacts of climate change and can

risk take advantage of opportunities that arise in core markets
e NFU Mutual has implemented an ESG framework to ensure an aligned
approach to environmental, social and governance. Climate change is

a priority area within this

e Consideration of climate change is embedded in forward looking
frameworks and processes, including strategic reviews, propositions
development, product reviews, change framework and procurement

framework

e Scenario analysis is undertaken to assess forward looking impacts
from climate change on NFU Mutual

e A dedicated climate change team is in place to facilitate delivery of
the strategy and support the business in identifying and managing

risks from climate change

Metrics e Customer monitoring

e Understanding of peer propositions and whether developments will
pose any threat to our ability to achieve long term objectives

e Sales plans v plan by product / customer, with climate change impacts
being considered for possible explanations of any shortfall
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Investment Climate change impacts the value of assets within NFU Mutual’s equity
Risks and bond portfolios. Factors that could affect values include:
e The resilience of underlying entities to physical impacts from climate
change
e Ability of investee companies to transition successfully to a low carbon
economy and the costs and risks associated with them doing so
¢ Public and market perception

Climate change impacts the value of property assets. Factors that affect
value could include:

e Resilience of physical assets to changing weather and climate

e Energy efficiency performance

e Compliance with climate related legislation

Climate change impacts income from property portfolios due to factors

including:

e Adaptation costs necessary to transition assets to low carbon
technology

e Exposure to tenants that are negatively impacted by climate change

e Ability of property to meet ESG expectations of current and potential

tenants
How we are ¢ Investment ESG policies are in place to ensure climate change
managing the impacts are embedded in investment processes
risk e \We actively engage with investee firms through our responsible

stewardship activity

e We have detailed ESG plans in place for each property within the
portfolio to ensure resilience over the short, medium and long term

e We actively engage with tenants and include green clauses in
contracts

e \We are developing metrics to identify exposures and monitor key risks
from climate change within our investment portfolios

Metrics ¢ Absolute emissions of investment portfolios
® Emissions intensity
* Investee companies aligned to science-based targets
e Energy performance rating of properties within the property portfolio
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Insurance
Risks

How we are
managing the
risk

Metrics

Operational
Risks

How we are
managing the
risk

Metrics

e NFU Mutual faces increased exposure to physical risks caused by
changing climate and weather patterns including storms, flooding and
subsidence

e Transitional impact on the risk exposures in our insurance portfolio due
to the move away from fossil fuel and associated increase in low carbon
solutions such as electric vehicles, solar panels and alternative heating
systems

e Enhancing metrics to measure exposures to risks from climate change

e Undertaking scenario analysis to assess how climate change could
impact NFU Mutual’s insurance portfolio

¢ Developing capabilities to understand whether the carbon footprint of
our insurance portfolio is in line with emerging market standards

¢ Developing solutions to reduce the impact of physical weather events
and emissions footprint

e Exposures to physical and transitional climate related factors including
weather events, subsidence and electric vehicles

e NFU Mutual’s supply chain is impacted by climate change in terms
of cost, ability to supply or ability to meet the changing needs of our
members

e Climate-related legal and regulatory expectations impact NFU Mutual’s
business model and achievement of business goals.

e We are embedding consideration of climate change within our
procurement framework

e \We are increasing engagement with suppliers to understand their
climate plans and ambitions

e NFU Mutual’s business continuity framework incorporates
consideration of supply chain risks to ensure the Group is resilient to
potential impacts

e Legal and regulatory developments are actively monitored to assess
their implications for NFU Mutual and ensure an appropriate and
timely response

e Absolute emissions per supplier
e Emissions intensity per £ spend
e Supplier ESG maturity rating
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Opportunities

Actions taken to manage financial risks
from climate change can deliver benefits
beyond NFU Mutual, benefitting members
and contributing to the global transition to a
low carbon economy.

As our members adapt to the impacts of
climate change and transition to a low carbon
economy, NFU Mutual is developing the
products and services our members need.
We have partnered with NFU Energy on their
Renewable Energy Solutions service, which
helps and supports NFU members with their
insurance needs for small-scale renewable
energy projects. As the exclusive insurance
partner for NFU Energy’s Renewable Energy
Solutions service, NFU Mutual offers a range
of insurance options to suit farmers’ needs.

NFU Mutual was among the first insurers to
join FloodRe’s initiative to build back better
in 2022. The scheme offers homeowners the
chance to install property flood resilience
measures when repairing their properties
after a flood.

We have also developed a number of
solutions to reduce the emissions associated

with claims events, including the option to
utilise green parts for motor repairs and to
repair rather than replace items in the event
of a claim.

NFU Mutual invests in assets that support the
transition to net zero. In 2022 we made a net
investment of over £100m into green bonds,
with £37m of this in green gilts, and and
56% of our property portfolio is exposed to
the most energy efficienct properties (rated
A or B).

We work with our suppliers to deliver climate
conscious solutions for our own business
and our members, including purchasing
renewable energy for our occupied premises
and developing the reduced emissions claims
solutions outlined above.

NFU Mutual recognises that industry
initiatives and collaboration can influence
the transition. We engage with regulatory
initiatives such as the Climate Financial Risk
Forum that contribute to improved industry
capability to respond to financial risks from
climate change and in 2022 NFU Mutual
also became a signatory of the Principles for
Responsible Investment.
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3. Risk management

NFU Mutual’s Risk Management Framework,
as outlined in Risk Management Framework
section on page 28 - 29, ensures that all risks
faced by the Group are effectively identified,
assessed, managed and monitored, including
risks from climate change. At NFU Mutual,
climate change is categorised as an external
factor that has the potential to impact all risk
categories and is therefore not a standalone
risk category within the Group’s risk universe.
We do however recognise that climate change
could have a material impact on NFU Mutual’s
business model and therefore categorise it
as a principal risk as outlined in the risk
management section on page 34. Risks
from climate change are therefore evaluated,
alongside all other internal and external
factors that could impact the Group’s risk
profile, using existing risk management tools
and processes, including:

e Risks from climate change are managed
using the Group’s risk management
processesandare capturedonriskrecording
tools. Material financial risks arising from
climate change are captured on the Group’s
Financial Risk Log and monitored using
quantitative metrics to assess whether they
remain within defined thresholds

e Risks from climate change are assessed
using the Group’s risk management
framework and are reported to governance
committees through regular risk MI, and
escalated in line with the Group’s agreed
risk appetite thresholds

e Risks from climate change are incorporated,
alongside all otherrisks, within the scope of
the three lines of defence model operated
by NFU Mutual. This ensures they are
effectively embedded in NFU Mutual’s
Risk Management and Risk Governance
Frameworks

e Climate specific scenarios are assessed to
understand their potential impacts on key
risks

e Risks from climate change are considered
as part of NFU Mutual’s Own Risk and
Solvency Assessment (ORSA) process and
are included as a specific section in the
ORSA report

4. Metrics and targets

Metrics in place for key risks from climate
change are outlined in section 2. During 2022
NFU Mutual has focussed on improving its
capability to measure exposure to risks from
climate change and on developing metrics to
monitor these. Measuring exposure to risks
from climate change remains a developing
area, both for NFU Mutual and the wider
industry, with significant challenges
arising from the quality and granularity of
data currently available and immaturity of
methodologies and best practice to calculate
exposures.

Targets

NFU Mutual’s Board agreed a net zero
roadmap in December 2021 with the following
aims and targets:

NFU Mutual aims to become a Net Zero

company by 2050

Own Emissions

NFU Mutual has set targets to:

® Deliver 25% reduction in own
emissions by 2025 and 50% reduction
by 2030, compared to 2019 base year

e Maintain 100% renewable electricity
purchase for occupied premises.

Investments

NFU Mutual aims to deliver 50%
emissions reduction in NFU Mutual’s
equity and corporate bond portfolio by
2030, compared to 2019 base year.
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NFU Mutual is using the following definition
of net zero:

1. Achieving a scale of value-chain emission
reductions consistent with the depth of
abatement achieved in pathways that
limit warming to 1.5°C with no or limited
overshoot and;

2. Neutralising the impact of any source of
residualemissionsthatremainsunfeasible
to be eliminated by permanently removing
an equivalent amount of atmospheric
carbon dioxide.

The targets were developed using guidance
published by the Greenhouse Gas Protocol
Accounting Standards and the Science Based
Targets Initiative (SBTi) and align to a 1.5°C
pathway. The process and methodology we
went through to develop our targets has
been independently validated by an external
3rd party to confirm alignment to these
methodologies.

This validation also provides confidence in
the credibility of the targets, that they will

Emissions AU 2021

source RS ES (Tonnes C02)
(Tonnes CO2)

Company cars | 1,383 413

Energy 2,641 2,426

Business Travel | 1,339 110

Total 5,363 2,949

Positive progress has also been made
towards meeting the 2030 target for NFU
Mutual’s investment portfolio. We have
implemented a software solution that has
enabled us to understand our emissions
performance and we will be incorporating
guantitative performance metrics in our 2023
public reporting and disclosure.
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make a meaningful contribution to reducing
global emissions.

The emissions sources included within our
Own Emissions target are:

Scope 1 - emissions arising from company
car usage and natural gas used for heating
Group occupied premises

Scope 2 - electricity used in Group occupied
premises

Scope 3 - emissions associated with
business travel

For measurement and reporting purposes,
emissions are categorised into company
cars, energy used in occupied premises (gas
heating + purchased electricity) and business
travel.

The 2019 base year was selected for the
emissions targets as the most recent year
not impacted by the coronavirus pandemic.
NFU Mutual has made positive progress
at reducing emissions, though 2021 and
2022 results both reflect pandemic driven
reductions:

% Variance % Variance

(0035 {omescoz) 100
-70% 653 -53%
-8% 1,902 -28%
-92% 505 -62%
-45% 3,060 “43%

NFU Mutual’s recognises that our carbon
footprint extends beyond the targets currently
included in our Net Zero Roadmap, therefore
targets will continue to be developed and
incorporated into the roadmap as we aim
to deliver the long-term goal of a net zero
business by 2050.



Energy - Streamlined Energy and Carbon
Reporting (SECR)

NFU Mutual is required by law to disclose
its emissions performance as part of SECR
legislation. We have been reporting these
figures since 2020 and for consistency and
comparability have kept the same format for
2022 disclosures as previous years. Whilst
the same GHG accounting standards have
been applied to both sets of information,
there are differences in the emissions
performance reported under SECR and the
emissions reported against our target to
reduce our own emissions. Fortransparency,
these are:

e The time periods used for each disclosure
are different. Own emissions performance
covers a calendar year from January to
December, whereas the reporting period
for SECR disclosures is 1st October 2021 to
30th September 2022.

Greenhouse gas emissions

e The scope of emissions included within
each disclosure are different. Our Own
Emissions target includes a greater number
of business travel emission sources,
whereas SECR reporting