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The Interactive Rating Process

The foundation of the rating process is an
ongoing dialogue with the rated company’s
management

Ratings are determined by a rating
committee, by simple majority vote

Key rating drivers:
- Balance Sheet Strength
- Operating Performance
- Business Profile
- Enterprise Risk Management
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Rating Translation Table

Long-Term ICR FSR Long-Term ICR
aaa bb+
aa+ At bb
aa A+ bb-
aa-

b+
a+t
a A b
a- A- b-
ccc+
ccc-
bbb- B+ e

ICR: opinion regarding the entity’s ability to meet its ongoing senior financial obligations

C++

C+

FSR: opinion regarding an insurer’s financial strength and ability to meet ongoing insurance policy and

contract obligations




Building Block Approach

Country Risk

Maximum +2
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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 +4 to -4
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Balance Sheet Strength Assessment: Not just BCAR

Balance Sheet

Strength

Other Quantitative & Qualitative Considerations

Quality of
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levels
Other
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Testing Appropriateness
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BCAR Guidelines

(Available Capital - Net Required Capital)

BCAR = x 100

Available Capital

VaR Level (%) BCAR BCAR Assessment
99.6 > 25 at 99.6 Strongest
99.6 >10 at 99.6 & < 25 at 99.6 Very Strong
99.5 >0at99.5& <10 at 99.6 Strong
99 >0at99 & <0 at99.5 Adequate
95 >0at95&=<0at99 Weak
95 <0at95 Very Weak

* Companies with < 20 million USD in capital & surplus cannot qualify in strongest category
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Balance Sheet Strength: The Baseline Assessment

Overall Balance Sheet Strength Assessment

Country Risk Tier

g CRT-1 CRT-2 CRT-3 CRT-4 CRT-5
>
3 g Strongest at/a at/a ala- a-/bbb+ bbb+/bbb
2o
n £
< 8 Very Strong ala- ala- a-/bbb+ bbb+/bbb bbb/bbb-
9 o
2 £
ﬁ % Strong a-/bbb+ a-/bbb+ bbb+/bbb/bbb- bbb/bbb-/bb+ bbb-/bb+/bb
T
g =
lg 5 Adequate bbb+/bbb/bbb- bbb+/bbb/bbb- bbb-/bb+/bb bb/bb- bb/bb-/b+
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S &’ Weak bb+/bb/bb- bb+/bb/bb- bb-/b+/b b+/b/b- b/b-/ccc+
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Very Weak b+ and below b+ and below b- and below ccc+ and below ccc and below
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Impact of Operating Performance & Business Profile on Balance Sheet
Strength

Impact of Operating Performance and Business Profile on Balance Sheet Strength

Impact of Operating Impact of
Performance Business Profile
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Operating Performance

Operating
Performance

Operating
Underwriting . Total Operating Performance
(+2/-3)
* Loss Ratio * Net Yield * Pre-Tax ROR m
* Expense Ratio * Pre-Tax Total Return * Operating Ratio
Strong +1

Stability
Adequate 0

- - o
CHEEET 1Y Diversity
\/ Weak -2
Very Weak -3




Business Profile

Business

Profile

. . . . Business Profile
Business Profile Rating Drivers

. (+2/-2)
Product/Geographic Product Risk

Concentration
Assessment

Market Position Degree of Competition Very Favourable +2

Favourable +1

Pricing Sophistication & Management
Data Quality Quality
Neutral 0
Regulatory, Event & Market Distribution L.
. Limited -1
Risks Channels
Very Limited -2
Innovation
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Scoring and Assessing Innovation

Business
Profile

Leadership

Processes
& Structure

Innovation Input Score Innovation Output Score

Leadership + Culture + Resources + Processes and Structure 2 x (Results + Level of Transformation)

= Total Innovation Score

[ Minimal ] [ Moderate [ Significant [ Prominent } [ Leader

Score of less than 12 Score between 12 and 17 Score between 18 and 22 Score between 23 and 27 Score of 28 or higher
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Business Profile: General Characteristics

Very Favourable

Superior global
franchise

Excellent product &
geographical
diversification

Excellent access to
business through
multiple distribution
channels

Market leaders
across key
segments
Pricing
sophistication
Core markets/

products performing

well

Leader in
innovation

Favourable

Leading position in
a single market or
niche segment

Good product &
geographical
diversification

Strong access to
markets through
key distribution
channels

Extensive inhouse
expertise

Good data and
pricing
sophistication
Core lines
performing well
Significant
innovation
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Neutral

Strong market
profile in a small
market

Limited size on
global scale

Narrow profile on
net basis

Some dependence
on third parties

High degree of
competition

Moderate
economic/
political/regulatory
risk

Limited/moderate
innovation

Limited

SME and monoline
insurers

Limited product &
geographical
diversification
Very limited profile
on global scale

Narrow profile on
net basis

High dependence
on third parties

High degree of
competition

High economic/
political/regulatory
risk

Limited innovation
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Enterprise Risk Management (ERM)

Framework Assessment Components Risk Evaluation Review Components

Risk Identification and Reporting

Risk Appetite and Tolerances

Stress Testing and Non-Modelled Risks

Risk Management and Controls

Governance and Risk Culture

Product &
Underwriting Risk

Reinsurance Risk

Legislative/
Regulatory/Judicial/
Economic Risk

Reserving Risk

Management

Operational Risk

Concentration Risk

Investment Risk

Liquidity & Capital
Management Risk

Enterprise Risk
Management

(+1/-4)

Assessment

Very Strong +1

Appropriate 0

Marginal -1

Weak -2

Very Weak -3/4
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ERM: General Characteristics

Very Strong

Formalised risk
appetite/tolerances

Defined risk
reporting
roles/responsibilitie
S

Regular
stress/scenario
testing

Superior risk
control/ monitoring
procedures
Horizon scanning
Sophisticated
inhouse modelling
& tools

Fully embedded risk
framework

Strong governance
& risk culture

Appropriate

Defined risk
appetite/toleran

ces

Periodic
stress/scenario
testing

Robust risk
control/monitoring
procedures

Advanced inhouse
modelling & tools

Risk framework
partially utilised for
strategic decision
making

Developing
governance & risk
culture
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Marginal

Basic risk
appetite/tolerances

Evolving risk
control/monitoring
procedures

No evidence of
stress/scenario
testing

Some third-party
reliance

Little alignment
between risk
framework &
business strategy
Emerging
governance & risk
culture

Moderate
economic/
political/regulatory
risk

Weak

Indistinct risk
appetite/tolerances

History of ERM
failures/regulatory
breaches

Extensive third-
party reliance

No alignment
between risk
framework &
business strategy

Underdeveloped
governance & risk
culture

High economic/
political/regulatory
risk
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Building Block Approach Recap

Long-Term ICR Long-Term ICR FSR
aaa bb+
aa+ A++ bb B
aa A+ bb- B-
aa-

b+

a+
- A b C++
. A- b- C+
bbb B++ ccc C
bbb- B+ coe- C-

cC
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Building Block Approach Recap

Maximum + 2
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Further Resources

For further information, please see:

http:/lIwww3.ambest.com/ambv/ratingmethodology/
http://www.ambest.com/ratings/index.html
http:/lIwww3.ambest.com/IndustryResearch/
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Thank you!

999999999
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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.
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Disclaimer

© AM Best Company, Inc. (AMB) and/or its licensors and affiliates. All rights reserved. ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND
NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY
MEANS WHATSOEVER, BY ANY PERSON WITHOUT AMB’s PRIOR WRITTEN CONSENT. All information contained herein is obtained by AMB from sources believed by it to be
accurate and reliable. AMB does not audit or otherwise independently verify the accuracy or reliability of information received or otherwise used and therefore all information
contained herein is provided “AS IS” without warranty of any kind. Under no circumstances shall AMB have any liability to any person or entity for (a) any loss or damage in whole
or in part caused by, resulting from, or relating to, any error (negligent or otherwise) or other circumstance or contingency within or outside the control of AMB or any of its directors,
officers, employees or agents in connection with the procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any such information, or
(b) any direct, indirect, special, consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if AMB is advised in advance of the
possibility of such damages, resulting from the use of or inability to use, any such information. The credit ratings, financial reporting analysis, projections, and other observations, if
any, constituting part of the information contained herein are, and must be construed solely as, statements of opinion and not statements of fact or recommendations to purchase,
sell or hold any securities, insurance policies, contracts or any other financial obligations, nor does it address the suitability of any particular financial obligation for a specific
purpose or purchaser. Credit risk is the risk that an entity may not meet its contractual, financial obligations as they come due. Credit ratings do not address any other risk,
including but not limited to, liquidity risk, market value risk or price volatility of rated securities. AMB is not an investment advisor and does not offer consulting or advisory services,
nor does the company or its rating analysts offer any form of structuring or financial advice. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS,
COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR
MADE BY AMB IN ANY FORM OR MANNER WHATSOEVER. Each credit rating or other opinion must be weighed solely as one factor in any investment or purchasing decision
made by or on behalf of any user of the information contained herein, and each such user must accordingly make its own study and evaluation of each security or other financial
obligation and of each issuer and guarantor of, and each provider of credit support for, each security or other financial obligation that it may consider purchasing, holding or selling.

Our Insight, Your Advantage ™
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