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Rating Criteria for General Insurance Companies

Executive Summary:

General insurance refers to non-life insurance policies, which provide coverage for things like health,
property, auto, travel, and liability. However, there are several common parameters that insurance
companies typically assess when evaluating applications for general insurance. Brickwork Ratings’
(BWR’s) criteria for rating these instruments is discussed in this document.

The sectoral cap for Foreign Direct Investment (FDI) in the insurance sector has undergone several
revisions. Initially, the cap was set at 49%, but it was later increased to 74% under the automatic route.
As part of the Union Budget 2025, the government has announced a further increase in this cap, raising
it from 74% to 100%. However, this enhanced 100% FDI limit will be applicable only to insurance
companies that commit to investing the entire premium amount in India. This move is expected to
strengthen the sector by encouraging more foreign investments, boosting insurance penetration, and
fostering competition in the market.

Scope of Criteria:

To arrive at the Counterparty Credit Risk (CCR) rating of GICs, BWR assesses the standalone credit
profile, as well as the support expected from the parent entity or group to which it belongs. BWR
considers several criteria to arrive at the rating, including the analysis of the company's policies,
practices, performance of management, projected business plans and financial analysis, industry and
business risks analysis, risk management systems, investment management, use of technology,
marketing and distribution channels, and parental and recapitalisation support in the case of new
companies.

Risk Assessment and Methodology:

BWR’s rating focuses on critical aspects for the insurance business under the Indian regulatory
framework. The insurer's ability to meet its obligations to the policy holders is assessed on the basis of
the following key parameters:
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A. Business Risk:

Business growth in GIC depends a lot on its competitive positioning in the market vis-a-vis its peers.
BWR analyses the insurer's source of competitive advantage, as well as its overall microeconomic
business profile with the aim of evaluating its long-term revenue-generating capability while
maintaining its risk profile. Key points considered are as follows:

Competitive positioning of the entity Enterprise Risk Management capabilities
Market position of the entity Diversity of operations of the entity
Diversity of products offered Risk management policies and systems
Nature of products offered Reinsurance — risk retained in high-risk products
Net retention ratio Reinsurer risk

Regulatory risk

Competitive positioning of the entity

Market position of the entity: An entity’s position in the market can significantly influence its exposure
to certain types of risk, its financial stability, and the complexity of its operations. BWR assesses as per
the key factors mentioned below:

Company's competitive strengths and weaknesses
Quality and spread of distribution channels
Diversification of business mix — by geography, sector, line of business, distribution source

Growth rates of premiums — in total and by line of business - on both net and gross bases, generally
over five years
Market shares overall and by major lines of business

Related non-insurance activities, if any
Net retention of customers every year

In addition to the factors mentioned above, BWR also evaluates the adoption of technology for product
distribution and business diversification. With more consumers purchasing insurance products online,
it is crucial for insurance companies to leverage advanced technology. This adoption not only facilitates
product comparison, reducing reliance on expensive manpower, but also enables seamless customer
onboarding and retention through digital channels, catering to the expectations of tech-savvy customers
who demand frictionless transactions.

Nature and Diversity of products offered:

Policies including health, auto, property, and liability insurance are among the types of goods that
general insurance companies offer. Risks associated with each product include the frequency of claims,
difficulties with underwriting, and possible vulnerability to outside variables like natural catastrophes,
all of which can have an effect on financial stability and profitability. The diversity of products is an
important factor not only for the insurer to be the preferred choice for customers, but also for assessing
their relative risk profile, given that each product has a different risk profile.

While analysing the entities, BWR focuses on the prudential guidelines to assess the risk of
products/business segments. The Insurance Regulatory and Development Authority of
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India (IRDAI) establishes variables for every business segment according to their risk levels.

Business Segment Risk Category
Fire Medium
Engineering Medium

Rural Insurance Medium
Marine-hull Medium
Marine-Cargo Medium to High
Health Medium to High
Liability Medium to High
Crop High

Motor High

Aviation High

2.

Net retention ratio:

GIC’s net retention ratio indicates how much risk it retains after transferring some of it to reinsurers.
It's the portion of premiums that the business retains, and it shows how much risk it can bear on its
own. A greater ratio indicates that the business is taking more risk, whilst a smaller ratio indicates that
it is depending more on reinsurance.

. Enterprise Risk Management capabilities:

BWR would analyse the insurer's efforts to align the risk strategy with the business strategy. All ERM
(Enterprise Risk Management) practices will be assessed relative to the realistic levels of risk at the
company and relative to peers with similar risks. BWR evaluates ERM quality in the following areas:

Diversity of operations of the entity:
Diversity in locations, customers and products constitutes the means through which the insurer
manages its risk.

Risk management policies and systems:

In general insurance, risk management policies and systems are frameworks and practices designed to
identify, assess, and effectively manage risks. By staying within the entity's risk appetite, these policies
ensure that the insurer has strategies to minimize potential losses, comply with legal regulations, and
maintain financial stability.

Reinsurance — risk retained in high-risk products:

In high-risk products, the insurer retains a portion of the risk, which can increase short-term profits
but also exposes the business to potentially larger future losses. To manage this, the company must have
robust risk management strategies and sufficient capital reserves to prevent financial instability. In
order to assess the internal portfolio risk controls, BWR assesses how the insurer manages its risk
through reinsurance taken for its high-risk products.

Reinsurer risk:

The risk that a reinsurer may fail to pay its share of claims, resulting in the insurance company assuming
greater financial responsibility. This risk is mitigated by selecting reliable reinsurers and securing
agreements with additional safeguards, such as collateral.

Regulatory risk:

Regulatory risk refers to the potential impact on an insurer's operations or profitability due to changes
in laws or regulations. This can lead to higher compliance costs, operational challenges, or the need for
adjustments in corporate practices. BWR assesses the regulatory compliances followed by the insurer.
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B. Financial Risk:

The key factors that BWR considers when evaluating a general insurance entity's financial position in
terms of financial risk are as follows:

1. Capitalization of entity:

Capitalisation of an entity is the process of evaluating the financial health of an insurer by looking at its
capital structure, which includes debt, equity, and resources that can be used to pay down debt and fund
expansion. It entails assessing important indicators for a General Insurance Company, such as the
capitalisation ratio, solvency ratio, growth and infusion plans and financial flexibility.

Capitalisation Ratio:

The capitalisation ratio (net premium written to net- worth) is considered to assess the risk undertaken
by the insurer against the capital cushion it carries. Broadly, the assessment covers the following areas:
Capital cushion available to support policy holders’ obligations and other liabilities

Balance sheet strength Solvency profile of the insurer Insurer's potential need for additional capital in
the future, and the sources that may be available to meet this requirement

Capitalisation Ratio Net Worth /Net Premium Written

Solvency Ratio:

Solvency is the most important measure of an insurer’s ability to continue to service its policy holders
and debt holders and continue to grow. Solvency is ensured through the adequate infusion of funds to
maintain the capital in the entity. IRDAI requires insurers to maintain a solvency ratio (available
solvency margin / required solvency margin) of 1.5.

Growth and infusion plans:

This involves evaluating the insurer’s strategy for expansion, including increasing market share,
launching new products, or expanding into new regions. Growth plans should be sustainable and
backed by solid financial foundations to prevent overextension. Infusion plans ensure that the insurer
has the necessary funds to support its operations, particularly in times of rapid growth or when facing
unforeseen losses.

Financial flexibility:

This refers to the insurer’s capacity to adjust and access its financial resources to meet evolving needs
and circumstances. It includes the ability to raise extra capital or liquidity, when necessary, through
methods such as debt, equity, or other financial instruments.
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2. Underwriting Performance:

Strong underwriting policies and practices are essential for the long-term success of insurance
companies. Although insurers earn significant income from investments, their primary profitability
should come from an underwriting surplus. This surplus depends on effective underwriting practices,
such as selecting customers with appropriate risk levels and pricing high-risk customers correctly. BWR
assesses how effectively an insurance company prices the risk transferred from policyholders. It is
important to weigh the risk vs premium charged to the policyholders (higher premium for higher risk
and lower premium for lower risk). Additionally, BWR also assesses quality of premium in terms of
payment continuity and granularity of policyholders.

¢ Claims Ratio: Indicating if the insurer's premiums are adequate to cover anticipated claims, the Claims
Ratio compares the cost of claims to the premiums earned.

e Expense Ratio: A metric that illustrates how well an insurer controls its operational costs by comparing
operating expenses to premiums.

¢ Combined Ratio: An overall evaluation of the insurer's underwriting performance and profitability is
provided by the Combined Ratio, which is the sum of the claims ratio and expenditure ratio.

e Operating Profit: The total profit from investment income and underwriting, which represents the
insurer's financial performance.

e Trend for profitability: The examination of how profitability measurements change over time in order
to comprehend the insurer's long-term financial health is known as the trend of profitability. While
assessing the profitability of insurance company the long-term trend of return ratios like PAT, ROE and

ROI are observed.
Net Claims Ratio Net Claims Incurred / Net Premium Earned
Expense Ratio Operating Expenses / Premium
Combined Ratio Net Claim Ratio + Expense Ratio + Commission Ratio
Operating Profit Profit After Tax / Total Operating Income

3. Asset Liability and Liquidity:

Asset liability is assessed to ensure that the entity has sufficient liquidity/cash flows to meet any asset
liability mismatch. Since the insurance company can have short- and long-term liabilities, hence
evaluation of its asset liability management (ALM) through liquidity coverage becomes a critical part of
analysis.

Liquidity risk for general insurance companies arises from potential mismatches between incoming and
outgoing cash flows. To cover claims and operating costs, businesses require a significant amount of
liquid assets. If not adequately managed, high or unexpected claims, particularly during catastrophic
events, can put a pressure on liquidity. The timing discrepancy between assets and obligations also
poses liquidity problems. To guarantee that assets are available when obligations are due, investment
portfolios need to be managed. By altering asset valuations and availability, outside variables such as
market volatility and economic downturns can further affect liquidity. Meeting commitments,
preventing interruptions, and preserving policyholder trust all depend on efficient liquidity
management.
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To analyse this critical parameter, BWR performs the following;:
Interest rate risk and asset-liability duration gap analysis.
Liquidity coverage is measured through cash balances and liquid investments.

Asset allocation strategies, asset credit quality and asset diversification (by asset class, sector, maturity,
issuer)

Portfolio liquidity, to maintain the portfolio level liquidity, the entities should maintain healthy
cashflow, liquid investment and treasury portfolio to meet policy holders demand at all times. It is
important to assess that the insurer is maintaining portfolio diversification and no risk concentrations.

Investment Portfolio:

BWR reviews the investment policy and portfolio of the insurer. A detailed analysis is done to
understand the processes followed by the company to manage market risk, credit risk, and so on, in its
investments. The diversification in the investment portfolio into different industries, single name
concentration limits and distribution across rating grades is studied.

Management Risk:

The quality and credibility of an insurer's management team is a key determinant of the company's
success. BWR would meet the senior management to understand the risk appetite for the future growth
strategy and implementation plan. Therefore, BWR considers the following parameters to determine
management risk:

Management Strategies:

It outlines the comprehensive plan and strategy developed by the insurance company’s leadership to
achieve its long-term goals, maximize profits, and manage risks. This involves setting clear objectives,
allocating resources efficiently, and making informed decisions to adapt to evolving market conditions.

. Risk Appetite:

The level of risk an insurance company is willing to take on to achieve its objectives. It determines the
boundaries of acceptable risk by balancing potential rewards with the company’s capacity to absorb
losses without compromising financial stability.

. Competence and Integrity:

BWR assesses the skills, expertise, and ethical standards of the management. BWR considers the
management team's ability to effectively execute business strategies and ensure sound decision-making,
while maintaining transparency and ethical practices. It is also assessed that the entity is in line with
regulatory aspects and aligned with market standards in terms of products, technological
advancements, treating customers fairly and maintaining trust in financial dealings.

Additional factors in assessing credit risk

These criteria outline the methodology to arrive at the standalone rating of a GIC. The rating further
considers any support that the GIC can get from its parent or group. Public sector GICs are also assessed
for the support they enjoy from the government. Parent support is especially key in the initial years of
growth of GICs, where profitability will not be sufficient to support growth in business. In such cases,
the standalone rating of the GIC gets notched-up, and the extent of the notch-up is driven by BWR’s
criteria for notching-up the standalone ratings of entities based on parent/group/government support,
which can be found on the BWR website.

In addition to the risks mentioned above, BWR also believes Environmental, Social and Corporate
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governance (ESG) risks and opportunities can increasingly have an impact on the operations and
sustainability of business of an issuer. Hence, BWR while assessing the credit profile also assesses the
ESG profile of the issuer based on data availability. It may be noted that the impact of the ESG profile
of the issuer, both in terms of its strengths and weaknesses, are incorporated in the various management
risk related parameters while assessing the credit risk associated with the issuer entity.

Conclusions:

General insurance companies typically cover a wide range of risks, such as property, casualty, health,
and liability, making the management of underwriting, claims, and regulatory compliance particularly
critical. The criteria for general insurance companies focus on financial stability, risk management,
operational efficiency, and customer service. Companies that meet these criteria are better positioned
to weather economic fluctuations, manage claims effectively, and maintain profitability in a competitive
market. By balancing underwriting performance, investment returns, and claims management, general
insurers can build a strong foundation for growth and long-term success.

The previous version of this document can be found in
https://www.brickworkratings.com/download/Criteria-GenerallnsuranceCompanies%20v1.1.pdf
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About Brickwork Ratings: Brickwork Ratings (BWR), a Securities and Exchange Board of India
[SEBI] registered Credit Rating Agency and accredited by Reserve Bank of India [RBI], offers credit
ratings of Bank Loan, Non- convertible / convertible / partially convertible debentures and other capital
market instruments and bonds, Commercial Paper, perpetual bonds, asset-backed and mortgage-
backed securities, partial guarantees and other structured / credit enhanced debt instruments, Security
Receipts, Securitisation Products, Municipal Bonds, etc. BWR has rated over 11,400 medium and large
corporates and financial institutions’ instruments. BWR has also rated NGOs, Educational Institutions,
Hospitals, Real Estate Developers, Urban Local Bodies and Municipal Corporations. BWR has Canara
Bank, a leading public sector bank, as one of the promoters and strategic partner. BWR has its corporate
office in Bengaluru and a country-wide presence with its offices in Ahmedabad, Chandigarh, Chennai,
Hyderabad, Kolkata, Mumbai and New Delhi along with representatives in 150+ locations.

Disclaimer: It must be clearly understood that a Rating opinion is based on various factors/aspects
which includes application of certain Rating criteria. The particular criteria applied depends on a
number of factors, inter alia, sector/Industry, historical performance, cyclical trends, prevailing
economic condition, group support etc. Rating opinions factor many assumptions and the application
of any particular criteria or a set of criteria may be full or partial depending upon peculiarity of each
case. Application of any Rating criteria should not therefore be considered as rendering finality or
completeness to a Rating assessment. A reference to criteria needs to be perceived in broad terms, only
as an aid to a rating decision.

Brickwork Ratings India Pvt. Ltd. (BWR), a Securities and Exchange Board of India [SEBI] registered
Credit Rating Agency and accredited by the Reserve Bank of India [RBI], offers credit ratings of Bank
Loan facilities, Non- convertible / convertible / partially convertible debentures and other capital
market instruments and bonds, Commercial Paper, perpetual bonds, asset-backed and mortgage-
backed securities, partial guarantees and other structured / credit enhanced debt instruments, Security
Receipts, Securitisation Products, Municipal Bonds, etc. [hereafter referred to as “Instruments”]. BWR
also rates NGOs, Educational Institutions, Hospitals, Real Estate Developers, Urban Local Bodies and
Municipal Corporations.

BWR wishes to inform all persons who may come across Rating Rationales and Rating Reports provided
by BWR that the ratings assigned by BWR are based on information obtained from the issuer of the
instrument and other reliable sources, which in BWR’s best judgement are considered reliable. The
Rating Rationale / Rating Report & other rating communications are intended for the jurisdiction of
India only. The reports should not be the sole or primary basis for any investment decision within the
meaning of any law or regulation (including the laws and regulations applicable in Europe and also the
USA).

BWR also wishes to inform that access or use of the said documents does not create a client relationship
between the user and BWR.

The ratings assigned by BWR are only an expression of BWR’s opinion on the entity / instrument and
should not in any manner be construed as being a recommendation to either, purchase, hold or sell the
instrument.

BWR also wishes to abundantly clarify that these ratings are not to be considered as an investment
advice in any jurisdiction nor are they to be used as a basis for or as an alternative to independent
financial advice and judgement obtained from the user’s financial advisors. BWR shall not be liable to
any losses incurred by the users of these Rating Rationales, Rating Reports or its contents. BWR
reserves the right to vary, modify, suspend or withdraw the ratings at any time without assigning
reasons for the same.

BWR’s ratings reflect BWR’s opinion on the day the ratings are published and are not reflective of
factual circumstances that may have arisen on a later date. BWR is not obliged to update its opinion
based on any public notification, in any form or format although BWR may disseminate its opinion and
analysis when deemed fit.

February 2025



Brickwork Ratings

Neither BWR nor its affiliates, third party providers, as well as the directors, officers, shareholders,
employees oragents (collectively, “BWR Party”) guarantee the accuracy, completeness or adequacy of
the Ratings, and no BWR Party shall have any liability for any errors, omissions, or interruptions
therein, regardless of the cause, or for the results obtained from the use of any part of the Rating
Rationales or Rating Reports. Each BWR Party disclaims all express or implied warranties, including,
but not limited to, any warranties of merchantability, suitability or fitness for a particular purpose or
use. In no event shall any BWR Party be liable to any one for any direct, indirect, incidental, exemplary,
compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses
(including, without limitation, lost income or lost profits and opportunity costs) in connection with any
use of any part of the Rating Rationales and/or Rating Reports even if advised of the possibility of such
damages.

However, BWR or its associates may have other commercial transactions with the company/entity.
BWR and its affiliates do not act as a fiduciary.

BWR keeps certain activities of its business units separate from each other in order to preserve the
independence and objectivity of the respective activity. As a result, certain business units of BWR may
have information that is not available to other BWR business units. BWR has established policies and
procedures to maintain the confidentiality of certain non-public information received in connection
with each analytical process.

BWR clarifies that it may have been paid a fee by the issuers or underwriters of the instruments,
facilities, securities etc., or from obligors. BWR’s public ratings and analysis are made available
on its web site, www.brickworkratings.com. More detailed information may be provided for a fee.
BWR’s rating criteria are also generally made available without charge on BWR’s website.

This disclaimer forms an integral part of the Ratings Rationales / Rating Reports or other press releases,
advisories, communications issued by BWR and circulation of the ratings without this disclaimer is
prohibited.

BWR is bound by the Code of Conduct for Credit Rating Agencies issued by the Securities and Exchange
Board of India and is governed by the applicable regulations issued by the Securities and Exchange
Board of India as amended from time to time.
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