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Agenda

14:00

14:05

14:25

Introduction & Best’s Credit Rating
Methodology: Reflections on Emerging

Industry Issues
Mahesh Mistry, Senior Director, Credit Rating Criteria
Research & Analytics (Session Chair throughout)

Innovation

Speakers
Valeria Ermakova, Associate Director, Analytics

Victoria Ohorodnyk, Associate Director, Analytics

Environmental Social Governance (ESG)

Speakers
Jessica Botelho-Young, Associate Director, Analytics

Michael Dunckley, Associate Director, Analytics

14:45 IFRS 17

Speakers
Anthony Silverman, Director - Credit Rating Criteria,

Research & Analytics
Pierre Tournier, Associate Director, Analytics

15:05 Lessons Learnt from COVID-19: Enterprise
Risk Management Observations and
Importance of Stress Testing

Speakers
Ghislain Le Cam, Director, Analytics

Alex Rafferty, Associate Director, Analytics

15:25 Q&A
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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.
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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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Best’s Credit Rating Methodology -
Reflections on Emerging Industry Issues

Mahesh Mistry, Senior Director,
Credit Rating Criteria, Research & Analytics
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Discussion Topics

s Innovation s
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Innovation

Valeria Ermakova, Associate Director, Analytics
Victoria Ohorodnyk, Associate Director, Analytics

CBESD>

Our Insight, Your Advantage™



Scoring and Assessing Innovation: Input & Output Score

Processes and

Leadership Resources Culture
Structure

Level of
Transformation

Results

Input Score = Leadership + Culture + Resources + Processes and Structure

Output Score = 2 x (Results + Level of Transformation)

Innovation Score = Input Score + Output Score

CBESD>
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Scoring and Assessing Innovation: Five Possible Assessments of Innovation Capability

Minimal Moderate Significant Prominent Leader
e Score of less e Score e Score e Score e Score of 28 or

than 12 between 12 between 18 between 23 higher
and 17 and 22 and 27

CBESD>
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BCRM Building Blocks: Innovation - Part of Business Profile

Country Risk

4 N N\ N N N [ )
Bl Operating Business Enterprise Comprehensive
Sheet Performance Profile RS Adjustment Rating
Strength M r M Management W M Lifuorag
Baseline (+23) (+2-2) (+1/-4) S

. NG VAN D SN AN AN )

Issuer

Credit
Rating

Business Profile Components

Management Quality

Market Position

Pricing Sophistication & Data Quality

Product Risk

Degree of Competition

Innovation

Regulatory, Event, and Country Risks

Distribution Channels

Product/Geographic Concentration

Our Insight, Your Advantage™
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Innovation Output: 1to 4 for each component. Total score is doubled

Level of
Output score =2 x Results y

Transformation

CBESD>
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COVID-19 and Insurance Innovation

Economic recession Push to enhance customer experience
Decline in premium volumes Cost reduction through digital solutions
Operational disruptions New product design

Market volatility Sales productivity

Underwriting losses Underwriting efficiency

Innovation projects postponed Automated claims processing

Cultural shifts

CBESD>
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Environmental Social Governance
(=1¢)

Michael Dunckley, Associate Director, Analytics
Jessica Botelho-Young, Associate Director, Analytics

AM
I (B-Esﬁ
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ESG within the BCRM

Balance Sheet

Operating

Performance

Strength

* Climate risk « Social inflation

« ESG integration  ESG-related
in investing litigation
activities : :
« ESG Integration
» Stranded assets

Our Insight, Your Advantage™

Business Enterprise Risk

Profile Management

Underwriting
exclusions

e Corporate
governance

Changing
demographics

« Stress testing

* Financial and

Data privacy non-financial risks

Reputational risk

CBESD>



ESG Rating Factors

1 Natural catastrophe or weather-related events (including the stress testing capabilities and
non-modelled risks) are the key elements leading to the credit rating action

Other environmental risks (including transitional and liability risks) are the key elements
leading to the credit rating action

Change in investment composition and/or investment financial performance due to integration
of environmental or social factors are the key elements leading to the credit rating action

Change in product composition and/or financial performance due to integration of
environmental or social factors are the key elements leading to the credit rating action

Reputational risks stemming from environmental, social or governance factors are the key
elements leading to the credit rating action

Governance factors are the key elements leading to the credit rating action

«CBEST
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Recent Market Developments

Europe

« Banks and insurers in France to undergo climate
risk stress tests [2020]

« Bank of England plans to test the UK financial
system’s resilience to climate change [2021]

« European Commission consultation paper on the
renewed sustainable finance strategy

Middle East

UAE environment ministry and Insurance
Authority form plan to help insurers deal with
climate change

Dubai financial authorities publish guiding
principles on sustainable finance

North America

 NAIC establishes a Climate Risk and Resilience
Working Group

» Department of Financial Services hired its first
Director of Sustainability & Climate Initiatives

* NYC comptroller urges insurers to divest from coal

Asia Pacific

Australia’s prudential regulator to develop industry
guidance on climate-related financial risks

Monetary Authority of Singapore consultation
paper on its Guidelines on Environmental Risk
Management for Insurers [2021]

I (B; Ej:%:!')
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Recent Market Developments

Climate stress tests Increase in sustainability / green bond issuance

Introduction of climate stress tests by French central ~ 2020: Munich Re EUR 1.25 billion green bond

bank for banks and insurers 2020: Unipol EUR 750 million green bond

Introduction of climate stress tests by PRA and ACP 2020: Metlife USD 750 million green bond

for life and non-life companies 2019: Generali EUR 600 million green bond

EIOPA published consultation on the use of climate 2019: CNP Assurances EUR 750 million green bond
2019: Sun Life CAD 750 million sustainability bond

2018: Manulife CAD 600 million green bond

Coal debate continues

change risk scenarios in ORSA

CBESD>
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IFRS 17

Anthony Silverman, Director,
Credit Rating Criteria, Research & Analytics

Pierre Tournier, Associate Director, Analytics

«CBEST
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2020 Amendments

Effective Date B EFRAG

European Financial Reporting Advisory Group

« January 2023 — some will go later

EFRAG’s Draft Letter to the European Commission Regarding

Defer red Acq u |S |t| on COStS Endorsement of IFRS 17 Insurance Contracts as amended in

June 2020

John Berrigan

° DAC’ but not as we knOW |t Director Genera| UK Endorsement Board

fonobean o™ Technical Advisory Group on IFRS 17 Insurance Contracts

« Wil be spread over renewals/future business 30 September 2

Purposq \eps 17

« Two acquisition cost amounts in balance sheet — ol I
amount to be amortised over existing contracts, secrera) INSUTanCe Contracts

of State

b th for use i
an In March 2004 the International Accounting Standards Board (Board) issued IFRS 4
Insurance Contracts. IFRS 4 was an interim standard which was meant to be in place until

the Board completed its project on insurance contracts. [FRS 4 permitted entities to use a

P f t R - t . wide variety of accounting practices for insurance contracts, reflecting national

rO I eC O g n I I O n accounting requirements and variations of those requirements, subject to limited
improvements and specified disclosures.

L Vari O US m atC h i n g p rOViS i 0 nS for rei n S u ran Ce 0 d e rlvatlves In May 2017, the Board completed its project on insurance contracts with the issuance of

IERS 17 Insurance Contracts. IFRS 17 replaces IFRS 4 and sets out principles for the
recognition, measurement, presentation and disclosure of insurance contracts within the

CSM amortised over investment service scope of FRS 17.

In June 2020, the Board issued Amendments to IFRS 17. The objective of the amendments is

to assist entities implementing the Standard, while not wunduly disrupting
R e S O IV e d O r n O t ? implementation or diminishing the usefulness of the information provided by applying
) . IFRS 17.

Other Standards have made minor consequential amendments to IFRS 17, including

° An n ual CO h OrtS for VFA Amendments to References to the Conceptual Framework in IFRS Standards (issued March 2018)

and Definition of Material (Amendments to IAS 1 and IAS 8) (issued October 2018).

«CBEST
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AM Best and IFRS 17

Organise Data Gathering BEST’S SPECIAL REPQRT somtentoie
AMB already ahead on this, with caveat that it is on e e g
basis of current view of disclosure ——— ecma s g et s
will change BEsT’s SPECIAL REPORT iR 17
z:ﬁ:ﬂ;s e IFRS 17 - A Welcome Advance. Value

Sort Data for BCAR

Measures in Primary Accounts. Delay
was a Necessity

I i IFRS 17 .
Follows directly from data gathering o [ Besrs Communsy —
in the process 20D 1
Treatment of CSM, RA opg |7 ERS ] pdate - Changes Sl
s i — .
accounts for In its responsa,
i i most European | EFAAGmakes | BEST'S COMMENTARY EuropeL i and oo
KPIs and their Calculation P | acasstorno | =
particularly :ﬂhm il 26, 2020 IFRS 17: IASB Decisions Impact
I in tha life a .
Work currently ongoing fogent__| o VP rparted Insurers and Users of Accounting Data
I?l:;i:ssm"; An economic the putiistien IFRS 17 AECoUnting SRR 7 INSUEANCE CONERCTS.
that the cohort mll..t:.:l‘l nnwmmmmwwmmmummmm
. . . ACColl standard. The TASE has reached o sepkes of | decisiore, including imendments to the
Criteria, Credit Reports B e
[l Eea key weaknass remain AW AM Best as reviewed some of the TASE's fecent declsions to consider bew they will atiect
B | oipevons | SSONS e mars anses pcten bree e
Benchmarking ot | S Rog g o cotmara.
oo | R kit i S

OF (FEJiNSUIEIS .M Best does not expect oy pear-ierm Impact from IFRS 17 oo credi rtiogs

When data available

«CBEST
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Some Consequences

IFRS 17 Project Status, July 2020

By Region

Final shape of reporting yet to emerge

Near-term rating changes not expected, nevertheless:

« Consistency .

— Global groups 50%
— US activities of IFRS reporters will be under IFRS 17 -
-
— Less use of supplementary or regulatory reporting in life 20%
— Cohort data in life? 0%
EMEA

. . . APAC Americas
— Combined ratios continue, but some changes

Source: Willis Towers Watson survey

— Product CoR comparisons likely to change with
diSCOUﬂting B Not answered

* Impact of Run-off Deals W Finished

. . B More than halfway through
- P&L impact will change YR
" Less than halfway through

* The investment return conversation will evolve

B Not started

«CBEST
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Challenges Facing Insurers

Internal External

Financial \
sensitivities
Increased : :
> Consolidation

Granularity

Comparison ' Treatment of
to Peers inforce

Balance
Modelling Sheet
Volatility

Consolidation
of
subsidiaries

Changes to
Business

Uncertain Increased
Timing Analysis

ALM Program

«CBEST
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Impact on AM Best-rated Companies

Distribution of insurers reporting under IFRS

Limited impact on ratings expected as a
consequence of change in presentation

Other

Insurers outside the US more likely to be affected
> 2B

International subsidiaries will be affected if the
group reports under IFRS

1to 2B
0.1to 1B

<0.1B

Some regulators are moving to IFRS, others are

. . . Policyholder Surplus (USD) Structure
deferring implementation

CBEST

Our Insight, Your Advantage™

Notes: Data as of Nov 2020, counts based, entities carrying a 24
Distributions are by number of AM Best rated insurers. rating



Lessons Learnt from COVID-19: Enterprise
Risk Management Observations and
Importance of Stress Testing

Ghislain Le Cam, Director, Analytics
Alex Rafferty, Associate Director, Analytics

CBESD>
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Market Events Helped to Shape ERM Deve

opment

European Storm Kuyrill Hurricanes Gustav & Ike

Floods in Australia

Fires in Southern CA

New Zealand EQ

European & Alberta
Floods

Italian Earthquakes

Japan EQ / Tsunami

California Wildfires

. Single Large Losses Mexico Earthquakes Hl_Jrricane Australian
Thai Floods Michael Bushfires
European Storm Klaus German Hailstorms Hurricanes
- Hurricane Sandy uzrr\i/:y’ Irma & Japan Beirut Port
Chile EQ Tianjin Zika Virus Typhoons Explosion
Ebola
2007 2009 2011 2013 2015 2017 2019
l ] | | ] | l
I I I I I I I
2008 2010 2012 2014 2016 2018 2020
Arab Spring Brexit .ﬂ
. — Vote US Tax Reforms .
Subprime crisis Greek bailout Recession Europe Depressed Brexit: UK
oil prices Leaves the
Solvency Il EU
Lehman Brothers bankruptcy Sovereign Downgrades (USA, Emerging markets Sterling / US Elections
France, Italy, Spain, ME...) slowdown (China) currency
depreciation Protectionism/ Geopolitical Tension

Liquidity Crisis

Sovereign Debt Crisis

Low Interest Rate Environment

COVID-19

Our Insight, Your Advantage™
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AM Best ERM Assessment

ERM Assessment Distribution —
2019

88%

8%

0% 1% 3%

Very Weak (-3/-4) Weak (-2) Marginal (-1) Appropriate (0) Very Strong (+1)

CBESD>
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Stress Testing — Weakest Framework Assessment

Components of Risk Framework Evaluation

H1 2020

Governance/ Risk Culture

Risk Management/ Controls

Risk Indentification/ Reporting

Stress Testing & Non-Modelled Risk -

Risk Appetite/ Tolerance

0% 20% 40% 60% 80% 100%

® Embedded m Developed = Evolving ®m Nascent = Unrecognised

«CBEST

Our Insight, Your Advantage™

Source: AM Best data and research. Best’s Special Report: “COVID-19 Highlights Weaknesses in 28
Insurers’ Enterprise Risk Management” (September 2020)



COVID-19 — ERM Themes Raised by the Pandemic

v : : : - » ,
§ . " 4

Operational Investment Solvency /
' 1t Capital
Risk Volatility )
: N Management
% &
Risk \
Liquidity Risk 14 Correlations / Stress Testing

Accumulation

Q 7

Risk
Identification /
Preparedness

Reputational Cyber
Risk Exposure

CBESD>
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Anthony
Silverman

Ghislain
Director

Mahesh
Mistry Le Cam
Senior Director Director
Credit Rating Criteria, Research & Analytics Analytics Credit Rating Criteria, Research & Analytics
Michael Valeria Alex Jessica Pierre Victoria
Dunckley Ermakova Rafferty Botelho-Young Tournier Ohorodnyk
Associate Director Associate Director Associate Director Associate Director Associate Director Associate Director
Analytics Analytics Analytics Analytics Analytics Analytics
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Upcoming Events

L . 4

Environmental, Social, and Governance in

the (Re)Insurance Market - What's Considered?
Tuesday, November 17, 2020 at 2 PM GMT
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Richard Banks Jessica Botelho-Young Ghislain Le Cam Maura McGuigan L T = R L
Director, Assodate Director, Director, Director, :f - < -
Industry Research Analytics Analytics Credit Rating Criteria vl
1

Please join senior AM Best analysts as they discuss key Wednesday 20 October 2021
takeaways from the results of our recently conducted
Environmental Social & Governance (ESG) survey,
modifications to the Best Credit Rating Methodology relating to
ESG factors, and key implications of ESG adoption for the
insurance industry.

AM Best's Insurance Market Briefing — Europe
Venue: etc.venues, St. Paul’s

Insurance Market Briefing: 08:30-13:00 GMT
Methodology Review Seminar: 14:00-16:00 GMT

REGISTER More information to follow:

AM
CBEST
Our Insight, Your Advantage™ SINCE 1888
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http://www.ambest.com/conferences
https://register.gotowebinar.com/register/6324595802883362831?source=webinar+page
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