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Disclaimer

Copyright © 2025 by A.M. Best Company, Inc. and/or its affiliates (collectively, “AM Best”l). All rights reserved. No ﬁart of this report or
document may be distributed in any written, electronic, or other form or media, or stored in_a database or retrieval system, without the prior written
permission of ’AM BEST. For additional details, refer to our Terms of Use available at AM BEST’s website: www.ambest.com/terms. All information
contained herein was obtained by AM BEST from sources believed by it to be accurate and reliable. Notwithstanding the foregowcljg AM BEST does not
make any representation or warranty, expressed or implied, as to the accuracy or completeness of the information contained herein, and all such
information |s_|prowded on an “as is” and “as available” basis, without any warranties of any kind, either express or implied. Under no circumstances
shall AM BEST have any liability to any person or entity for (a) any loss or damage of any kind, in whole or in part caused by, resu_ltlng_ from, or relating
to, any error (negligent or otherwise) or other circumstance or contingency within or outside the control of AM BEST or any of its directors, officers,
employees, or agents in connection with the procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any
such information, or (b) any direct, indirect, special, consequential, compensatory, punitive or incidental damages whatsoever (including without
limitation, personal |nJu5y, _Faln and suﬁerln%, emotional distress, loss of revenue, loss of present or prospective profits, loss of business or anticipated
savings, or loss of goodwill) resulting from the use of, or inability to use, any such information, in each case, regardless of (i) whether AM BEST was
advised in advance of the possibility of such damages, (ii) whether such damages were foreseeable, and (iii) the legal or equitable theory (contract, tort
or otherwise) upon which the claim is based. The credit ratings, performance assessments, financial reporting analysis, projections, and any other
observation, position or conclusion constituting part of the information contained herein are, and shall be construed solely as, statements of opinion and
not statements of fact or recommendations to purchase, sell or hold any securities, insurance policies, contracts or any other financial obligations, nor
do they individually or collectively address the suitability of any particular financial obligation for a specific purpose or purchaser. Credit risk is the risk
that an entity may not meet its contractual, financial obligations as they come due. Service performance risk is the risk that an entity may not meet its
contractual ServiCe performance obligations on behalf of its insurance partners. Consequently, neither credit ratings nor performance assessments
address any other risk, including but not limited to, liquidity risk, market value risk or price volati ||t:y of rated securities. NO WARRANTY, EXPRESS OR
IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY
SUCH RATING OR ASSESSMENT OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY AM BEST IN ANY FORM OR MANNER
WHATSOEVER. Each credit rating, performance assessment or other opinion_must be weighed solely as one factor in any investment or purchasin
decision made by or on behalf of any user of the information contained herein. Each such user will, with due care, make its own study and evaluation o
each securlrt_?/ or other financial obligation, and of each issuer and guarantor of, and each provider of credit support, and an independent view of service
provider performance for, each security or other financial obligation that it may consider purchasing, holding, or selling or for each service contract that
it may consider_entering into. For additional detail on credit ratings or performance assessments, and their respective scales, usage, and limitations,
refer to the Guide t0 Best's Credit Ratings (http:/www.ambest.com/ratings/index.html) or the Guide to Bests Performance Assessments
(https://www.ambest.com/ratings/assessmentMethodology.himl).
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Disclaimer

US Securities Laws explicitly prohibit the issuance or maintenance of a credit rating where a person involved
in the sales or marketing of a product or service of the CRA also participates in determining or monitoring the
credit rating, or developing or approving procedures or methodologies used for determining the credit rating.

No part of this presentation amounts to sales / marketing activity and AM Best’s Rating Division
employees are prohibited from participating in commercial discussions.

Any queries of a commercial nature should be directed to AM Best's Market Development function.




Examples of AM Best’s Ratings of Captives Domiciled in EUrope a2 sz

Captive Name

Domicile

Parent’s Sector

Financial
Strength

Issuer
Credit

Parent —
Sponsor

Delvag Versicherungs-AG

Enel Reinsurance - Compagnia di Riassicurazione

Eni Insurance Designated Activity Co
GreenStars BNP Paribas S.A.

Greenval Insurance Co. DAC

Jacana Re Ltd

Jupiter Insurance Ltd

Kot Insurance Company AG

National Grid Insurance Co (Isle of Man) Ltd
Nova Casiopea Re S.A.

Orsted Insurance A/S

Sigurd Riick AG

Solen Versicherungen AG

Stonefort Reinsurance S.A.

Source: www.ambest.com

Germany

Italy

Ireland
Luxembourg
Ireland
Guernsey
Guernsey
Switzerland
Isle of Man
Luxembourg
Denmark
Switzerland

Switzerland

Luxembourg

Aviation

Energy

Energy
Banking
Banking
Various

Energy

Energy

Energy

Telecommunications

Energy

Energy

Energy

Construction

Rating

Rating

Deutsche Lufthansa
Aktiengesellschaft

Enel S.p.A.

Eni S.p.A.
BNP Paribas
BNP Paribas

BHL Holdings Ltd
B.P p.l.c
Pemex (Petréleos Mexicanos)
National Grid plc
Telefonica S A
Orsted A/S
Saipem S.p.A.
Shell plc

ACS, Actividades de
Construccion y Servicios, S.A.
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Speakers

Mathilde Jakobsen
Senior Director, Analytics, Amsterdam - AM Best

Mathilde Jakobsen is senior director, analytics at AM Best based in Amsterdam since 2019. She manages a team of financial analysts
responsible for rating European insurers and reinsurers. She is a contributing author on various AM Best research reports, with recent
publications focused on life and non-life reinsurance, trade credit risk, and European captives among other topics.

Mathilde joined AM Best in 2008 as an analyst in the UK non-life and London market ratings team.

Before joining AM Best, Mathilde worked as an analyst at Datamonitor, where she researched and reported on the UK non-life
insurance market. Mathilde holds doctoral and master’s degrees in philosophy from University College London.

Myles Gould
Senior Director, Credit Rating Criteria Research & Analytics - AM Best

Myles Gould is senior director, credit rating criteria research & analytics at AM Best based in London. He serves as a lead criteria
contact for AM Best’s international (ex-US) offices.

Previously, Myles held various positions in AM Best’s analytics division in both London and Singapore. This includes the role of head of
analytics at AM Best in Singapore, where he was responsible for ratings across South East Asia, Australia and New Zealand. Myles first
joined AM Best in 2013 as part of the analytics team in London, with ratings coverage including the UK, Europe and the Middle East.

Before joining AM Best, Myles spent three years working for Willis Towers Watson in the global market security division based in the
UK. Myles holds a bachelor’s degree in business management from the University of Suffolk.
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Agenda

‘ Background

' Recap on AM Best’s Rating Process

' Focus on Single Parent Captives
‘ Focus on Cell Company Structures

‘ Call for Comment on ART Criteria & Next Steps
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Background
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Alternative Risk Transfer

* The Alternative Risk Transfer (ART) criteria is a specialty criteria used in
conjunction with Best’s Credit Rating Methodology (BCRM)
 Criteria is applied when rating:
- Single parent (and pure) captives
Group captives
Risk retention groups
Self-insurance funds
Cell companies

* AM Best is proposing material revisions to this criteria and is currently out for
comment from industry participants and other interested parties on the draft
criteria update

« Call for Comment period opened on December 2, 2024 and closes on
February 20, 2025
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Alternative Risk Transfer

The proposed material revisions to the ART criteria include the following:

* A new criteria name “Rating Captives and Other Alternative Risk Transfer Entities”
- Ensures focus of the criteria for its most frequent use — captive companies
- Aligns with naming structure of other AM Best specialty criteria

« Update to approach for rating protected cell company structures
- Expansion of nomenclature to cover different structures
- Distinct approaches for unincorporated and incorporated cell companies

« Refinement on criteria language regarding
- Letter of Credits
- Parent / Holding Company Assessment
- Operating Performance
- Single Parent Captive - Business Profile and ERM




Alternative Risk Transfer

* Proposed revisions to the criteria are not expected to lead to rating changes for current
rated entities

- No fundamental change in approach to rating single parent (and pure) captives,
where this criteria is most commonly used

- Proposed revisions focus on ratings for cell company structures and clarifying
language in other areas of the criteria
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Re-cap on AM Best’s

Rating Process
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Interactive Rating Process

* The rating process starts
with an in-depth meeting
with senior management

Compile
« Ratings are determined by information
committee — by majority vonier o B = ® oo
vote Activities ¢ Discuss | W Analysis
. Comggny N
*\ ¢
Disseminate Determine
Rating Rating

999999999
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AM Best’s Ratings

Financial Strength Rating (FSR)
An independent opinion of an insurer’s financial strength and
ability to meet its ongoing insurance policy and contract obligations

Long-term Issuer Credit Rating (Long-term ICR)
An independent opinion of an entity’s ability to meet its ongoing
senior financial obligations
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Rating Translation Table

Note: Scales E to NR not shown

Long-Term
ICR

dda
da+

da

bbb+
bbb

bbb-

FSR

A++

A+

B++

B+

Long-Term
ICR

bb+
bb

bb-

b+
b

b-
Ccc+

CCC

CCcC-
Ccc

FSR

C++

C+

The rating symbols A++, A+, A, A-, B++, B+ are registered certification marks of AM Best Rating Services, Inc.
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Building Block Approach

Country Risk Maximum +2

A

|
B
/—%—%—17

/

Issuer
Balance Sheet Operating Business Enterprise Risk Comprehensive Rating Credit
Strength Performance Profile Management Adjustment’ Lift/Drag? .
Baseline Rating
—’ —’
| )
—’ —’
/ )

Notes:
1: A comprehensive adjustment can be applied of + 1 or - 1 for creditworthiness not captured elsewhere
2: Lift/drag applies to assessment of non-lead rating units in relation to the broader organisation leading to typical lift/drag of +4 to -4
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Focus on Single Parent Captives
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Balance Sheet Strength Assessment

Draft Criteria Update: Rating Captives and Other

Alternative Risk Transfer Entities

Risk-Adjusted Other Quantitative & Requirements for LOCs

Capitalisation, as Qualitative
measured by Best’s Capital - Standalone

Adequacy Ratio (BCAR) Considerations « Evergreen
* lIrrevocable

* Drawn on a highly rated bank

Baseline

assessment Parent / Holding Company analysis

* For ART entities with a non-insurance ultimate parent,
the impact is captured in the rating lift/drag
Holding Company Country Risk assessment.

* For ART entities with an ultimate parent that is
considered an Insurance Holding Company (IHC), the
impact will be captured as part of the balance sheet
strength assessment.
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Operating Performance Assessment

Underwriting
Performance

Total
Operating
Earnings

Draft Criteria Update: Rating Captives and Other Alternative Risk Transfer Entities

Operating performance assessment reflects consideration of a variety of quantitative and qualitative measures

Investment
Performance

Other
Considerations

Sustainability

 In general, more diversity in earnings streams leads to greater stability in operating performance.
» Operating performance volatility is evaluated in the context of the ART entity’s purpose/strategy.
+ Profitability metrics considered over the longer term, recognizing the potential of occasional outsized losses that may arise for some ART entities.
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Business Profile Assessment

Product/Geographic
Concentration

Market Position

Pricing Sophistication
and Data Quality

Regulatory, Event and
Market Risks

Product Risk

Degree of Competition

Management
Quality

Distribution
Channels

Innovation

Draft Criteria Update: Rating Captives and Other

Alternative Risk Transfer Entities

Captive focused considerations

» The captive’s relationship as a policy issuer to its
insured parent is recognized as inherently favourable
when evaluating market position, degree of degree of
competition and control of distribution.

» Value creation through reduced insurance cost for
parent versus purchasing from the commercial market.

» Asingle parent captive’s business profile may be
constrained by concentrations in policyholder(s),
products, lines of business and geography.
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Enterprise Risk Management (ERM) Assessment

Assessment of Capabilities Relative to

Profile

Product and Underwriting Risk

Holistic evaluation of ERM Risk Impact Worksheet

Concentration risk

» Assessment of the risk e Partl:
management framework and the

insurer's risk management « Part Ill: Overall ERM Assessment
capability relative to its risk profile

Framework Evaluation
* Part ll: Risk Evaluation Investment risk

Operational risk

Draft Criteria Update: Rating Captives and Other Alternative Risk Transfer Entities

Assessment of the risk management framework and the risk management capability relative to its risk profile

+ The ERM of single parent captives is typically an extension of their parents’ ERM.

» Captives are normally formed for efficient risk mitigation and management by the corporate parent, and fully integrated with the parent's ERM
operations.

» Single parent captives reflect the parent’s knowledge of its own risk and losses and acceptance of its risk tolerance and appetite.
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Lift/Drag Assessment

Draft Criteria Update: Rating Captives and Other Alternative Risk Transfer Entities

» For ART entities with a non-insurance ultimate parent, the impact is captured in the rating lift/drag assessment.

» For ART entities with an ultimate parent that is considered an Insurance Holding Company (IHC), the impact will be captured as
part of the balance sheet strength assessment.

Parent / Holding Company Analysis

Credit profile of the parent

Importance of the ART entity to the parent

History of capital support or explicit support in place

AM
CBEST
SINCE 1899 ®
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Focus on Cell Company Structures
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Cell Company Structures

« Draft criteria update seeks to advance the naming conventions/definitions of cell companies,
reflecting the various cell structures used in the market

» Replace protected cell company (PCC) with a variety of terms to reflect market participants
- Incorporated cell (IC)
- Incorporated cell company (ICC)
- Unincorporated cell (UC)
- Unincorporated cell company (UCC)

- Mixed cell company (MCC)
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Cell Company Structures — Cont.

» An incorporated cell company (ICC) is a company composed of a number of individual
cells, each of which is a separate incorporated legal entity. Each individual incorporated
cell (IC) can hold its own insurance license, issue policies, and enter into transactions with
third parties

 An unincorporated cell company (UCC) is composed of a number of individual cells. In this
case, only the UCC is an incorporated legal entity, and the individual unincorporated cells
(UC) may not be considered separate legal entities. The individual UCs are unlikely to be
independently licensed and therefore insurance policies are issued by the UCC on behalf
of the individual UCs

« A mixed cell company (MCC) is composed of both ICs and UCs

24



Unincorporated Cell Company (UCC)

UCC Framework

* Only the UCC as a whole is a
Core licensed and incorporated
legal entity

ve, IKBEN'E uc,

* Only the UCC as a whole can
be assigned a rating

ET}EC Eﬁfea  The UCC is rated by
‘ , / analyzing each of its cells and
applying the weakest link
Weakest Lin_l-: Apprtnach approach
BCRM Used for Creditworthiness of Cells

999999999
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Incorporated Cell Company (ICC)

» Ratings can be assigned to
one or more IC where
authority has been granted to
the IC by an insurance
regulator to provide insurance
contracts

Entity Rated
Individual ICs Only

* Third party legal reviews may
' be used to ensure
requirements are met

Direct Rating Approach
BCRM Used for Creditworthiness of Cells

CBESTY
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Incorporated Cell Company (ICC) — Cont.

 If AM Best determines that an IC can be rated, this will be achieved through the usual BCRM

building block approach
* The weakest link principle will not apply

« However, any reliance on the ICC, e.g. for management or administrative support will be taken

into account

BCRM - Building Block Assessments

Maximum + 2

A
.f |

Country Risk
/-~ '

Balance
Sheet
Strength

K.r'

Enterprise
Risk

Management Lift/Drag Rating
(+11.4) L

Business Comprehensive

Profile

Operating
Performance

(+21-3) (+21-2)

Baseline

- A -

27
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Mixed Cell Company (MCC)

MCC Framework

Core

» Ratings can be assigned to one or
more IC where authority has been

2 o0 0o EX granted to the IC by an insurance
uc, uc, regulator to provide insurance
contracts
Entity Rated * Third party legal reviews may be
Individual ICs Only j used to ensure requirements are
1
met

Direct Rating Approach
BCRM Used for Creditworthiness of Cells

CBESTY
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Cell Company Data Requests

As part of the proposed criteria update, an appendix has been added to highlight cell
company data requests, as follows:

 Audited financial report for the CC and any ICs

« Key documents and agreements

» Business plan and formation documents

* Licenses

* (Re)insurance policies

 Capital maintenance agreements and pooling agreements

» Cell management agreements

» Shareholder or subscription agreements

* Any other agreements between the cells or between cells and the core
» Gross and net PMLs for each cell

29



Call for Comment on

ART Criteria
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Call for Comment — Draft ART criteria

* The draft criteria is available at

« Market participants in the insurance industry and other interested external parties are invited to
share their comments on the proposed revisions to the ‘Alternative Risk Transfer (ART)’ Criteria

» Written comments should be submitted by e-mail to one of the following email addresses based
on your privacy selection:

- To allow your comment to be made public, including your contact information, please
email

- To allow your comment to be made public, but keep your contact information anonymous,
please email

- To not publish your contact information or comments and keep all information confidential,
please email

31
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AM Best Contacts

Any queries of a
commercial
nature should
ONLY be

directed to

AM Best’s Market
Development
staff

Market Development

Analytics

,,

Riccardo

Ciccozzi
Director, Market Development
— Europe
+44 20 7397 0309
Riccardo.Ciccozzi@ambest.com

Mathilde

Jakobsen
Senior Director
Analytics
+31 20 808 3118
Mathilde.Jakobsen@ambest.com
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Myles
Gould

Senior Director

Credit Rating Criteria Research
& Analytics

+44 207 397 0304

Myles.Gould@ambest.com
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