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1. General definitions

1.1 Scope of methodology

Rating-Agentur Expert RA GmbHHereinafter referred to asthe Agency) assigns ratings of
financial reliability (hereinafter referredtoas“ r el i abi |l ity ratings”™ or
companies (with exception for medical insurance organiations and insurance companies

having a right to sign new contracts on the life insurance)hgreinafter referred to as

i nsurer’” or “reinsurer?” or “company’”in or
accordance withthis methodology.

This methodology isnot used for assigning ratings to other financial copanies (such as
banks, leasing factoring, medical insurance organizationsmicrofinance organizations or
insurance companies having a right to sign new contracts on the life insurance).

Financial reliability of the insurance company is the ability of the company to fulfill its
current and future liabilities to the policyholders and beneficiaries within the frameworks
of the insurance contracts, coinsurance and reinsurance contracts.

Financial reliability rating of aninsurance company represents the opinion of the Agency
on the ability of the insurance company tdfulfill its current and future liabilities to the
policyholders and beneficiaries within the frameworks of the insurance contracts,
coinsurance and reinsurance contracts; and does not refer to other liabilities of the company.

Stand alone rating of financial reliability of the insurance company represents the
opinion of the Agency on the probability of the fulfillment of current and futureigbilities to
the policyholders and beneficiaries by the insurance company within the frameworks of the
insurance contracts, coinsurance and reinsurance contracts; without taking into account
external stress and support-factors.

1.2 Default definition

Any of the following cases shall be considered as default by the Agenfy insurance
companies

1 License (licenses) withdrawal,if the insurance company cannot provide insurance
service without such license (licenses). If the insurance company legally initiated the
process of license revocatiorby its own initiative and the Agency considers that the
company will fulfil all its insurance liabilities on time and in a full amount, tle case
will not be considered as default by the Agency;

1 The company is in default on one or more of its insurance policy obligations order
for the Agency to recognize an unfulfilled insurance obligationthis must be
determined by a court of law

1 If acourt of law recognized theinsurance company as bankrupt.

According totheAgency’ s definition, t he dat ewhioghf def
occurred (or the only one of the above mentioned cases)

1In order to rate an insurance company, this shall be licensed and/or regulated by the respective responsible
body or bodiesin the jurisdictions where the company operates.
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1.3 Key rating assumptions
There are following rating assumptions:

1. There isastable causeeffect relationship between the level of the financial reliability
(hereinafter referredtoas“ r el i abi Il ity” or ratinghel evel
gualitative and quantitative factors, listed in this methodology;

2. Qualitative and quantitative factors can have a linear and nelmear effect on the
reliability of the rated entity, the effect can be direct and reverse. Nolinear effect of
factors is shawn by using stress and support-factors, that have a strong effeabn the
reliability rating ( detailed description of the qualitative and quantitative factors,
influencing the ability of the rated entity to fulfill accepted insurance liabilities, as
well as description of their influence on the rating and the rating outlook are provided
i n t he Sgstem of indicators ;)

3. The weight of each factor is determine@ccordingto the degree of its influence on the
reliability;

4. I ndi cat ors can hayv dheifihfliente bnehe rating scere; Wthd s 7 f
valueofani ndi cat or goes beyond the *“limited i
score. If the value of the indicator is higher than the benchmark tie maximum score
(for the indicators having positive correlation with the reliability), it does not have an
additional positive effect on the rating score. If the value dhe indicator is below the
benchmark of minimum score (forthe indicators having negative corelation with the
reliability), it does not have an additional positive effect on the rating score. If the
value ofthe indicator is below the benchmark of minimum score (forthe indicators
having positive correlation with the reliability), it does not have an additional
negative effect on the rating score (withthe exception for the indicators having
stress-factors). If the value of indicator is higher than the benchmark of minimum
score (for the indicators having negative correlation with thereliability ), it does not
have an additional negative effect on the rating score (with exception fothe
indicators having stressfactors).

5. All macro risks are covered by thénsurance Sector RisKISR score, which includes
Country Credit Environment rating score as a part of assessment

1.4 General provisions and regulations

In accordance with the Regulation (EC) No 1060/2009 of the European Parliament and of
the Council of 16 September 2009 on credit ratingagencies and further amending or
supplementing regulation (hereinafter — the CRA regulation) RatingAgentur Expert RA
GmbH strictly follows the requirements regarding the maintenance of its methodologies:

* The Agency uses the methodologgethat arerigorous, systematic andcontinuous;

» The Agency discloses on its website information on the methodologies, models and
key rating assumptions accompanied with the explanation of assumptions,
parameters, limits and uncertainties surrounding the models and ating
methodologies
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Methodologies, models and key rating assumptions such as mathematical or
correlation assumptions used for determining credit ratings are properly maintained,
up-to-date and subject to a comprehensive review on a periodic basis.

There ae internal procedures established for regular review of methodologies in
order to be able to properly reflect the changing conditionsn the underlying asset
markets.

The Agency monitors and reviews its methodologies on an ongoing basis and at least
annualy, in particular where material changes occur that could have an impact on a
rating. The Agency monitors the impact of changes in macroeconomic or financial
market conditions on ratings.

There is a review function responsible for periodically reviewingth e Agency’
methodologies and any significant changes or modifications thereto as well as the
appropriateness of those methodologies, where they are used or intended to be used
for the assessment of new financial instruments.

The Agency publishes the propsed material changes or proposed new rating
methodologies on its websitetogether with a detailed explanation of the reasons for
and the implications of the proposed material changes or pmosed new rating
methodologies inviting stakeholders to submit canments within a period of one
month.

The Agency notifies ESMA of the intended material changes to the rating
methodologies or the proposed new rating methodologies when the proposed
changes or proposed new rating methodologies are published on its websit&fter
the expiry of the consultation period, the Agency notifies ESMA of any changes due to
the consultation.

When the rating methodologies are changed, the Agency immediately discloses the
likely scope of ratings to be affectegdinforms ESMA and publiskeson its website the
results of the consultation and the new rating methodologies together with a detailed
explanation thereof and their date of application. The affected ratings are rewied

as soon as possible and no later than six months after the clgg in the meantime
placing those ratings under observation. The Agency s&tes all ratings that have
been based on those methodologies if, following the review, the overall combined
effect of the changes affects those ratings.

Changes in ratings are isselid i n accordance wi t h t he
methodologies. The Agency ensures that the ratings and the outlooks it issues are
based on a thorough analysis of all the information that is available to it and that is
relevant to its analysis according to theapplicable rating methodologies. The
information the Agency uses in assigning ratings and outlooks is of sufficient quality
and from reliable sources. The Agency issues ratings and rating outlooks stipulating
t hat t he rating I S t h euld Aal @& cegarded as @i ni o |
recommendation to buy, hold or sell any securities or assets, or to make investment
decisions.

Changes in the quality of information available for monitoring an existing rating are
disclosed with therating review and, if appropriate, a revision of the rating is made.

If the Agency becomes aware of errors in its methodologiesshallimmediately notify
ESMAabout those errors and all affected rated entitiesexplaining the impactthe on
ratings and indicating the need to review ssued ratings. If errors have an impact on
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ratings, the Agencyshall publish them on its website and correct the errors in the
methodologies.

2. Sources of information

The following sources of information are used for assigning a rating score

Questionnaire filled by therated insurance companyaccor di ng t o t he
Financial statements prepared under local GAAP for the last two years;

| FRS reporting certified by an auditor
the last two canplete years;

Articles of Association of the insurer in their current version;

Documents regulating risk management of the insurer;

Documents determining development strategy of the insurer;

Documents regulating corporate governance of the insurer;

Data oltained during interviews with management of the insurer;

Information from the mass media and other public sources.

E N

S

When assigning credit ratings, the Agencynay use a combination of different sources of
information, listed above (for instance some data could be sourcedfrom IFRSstatements
andother datalocal GAAP statementsHowever, if data were available in both IFRS and local
GAAP, the preferred source of information for the Agency would be IFRS compliant financial
statements).

When assigning ratirgs, the Agency can reclasgisome accounting entries, on the basis of
their economic meaning. Foexample:long-term liabilities can be reclassified to the short
term liabilities if the creditor has a right to all for early repayment In this case, finanial
ratios shall be adjusted in order to provide comparability of different rated objects.

The Agency can take into account future changes in the financial statements on the basis of
the forecasts of theAgency, plans of the rated entity and (or) if the Ayency has reliable
information on changesin the structure of assets and liabilities. For instance, if the Agency
knows that the rated entity has plans to buyanother company; such investments shall be
deducted from the capital of the rated entity.

If the information provided by the rated entity is not enough for the analysis, the Agency has
to refuse from assignment / maintaining current credit rating. If the rated entity hagxisting
rating in this situation, this rating shall be withdrawn without confirmation.

Adequacy of the information for the assignment of the credit rating shall be determined on
the basis of ability / or disability to make an assessment in accordance withhis
methodology.

The main criteria used to determine the adequacy of the inforation are following:
1 Ability to make an analysis of the rated entity on the basis of factors, listed in this
methodology (see Section 5'System of indicators);
1 Ability to make an analysis of all stress and support-factors, listed in this
methodology.
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If the mentioned criteria are satisfied, but the Agency was not provided wittthe full set of
information requested, the Agency has a right to assign rating taking into account
adjustments for the score of some factors, which shall be approved by the ratingmmittee.

As ageneralrule, such adjustments shall be conservative (have negative influence). Absence
of information shall be considered as negative information by the Agency.

The Agency checks the reliability of the financial statements and other inforation provided
by the company in accordancewith the internal procedure of the Agency. If the Agency
detects signs of significant norreliability of the financial statements and other information
provided by the company, the Agency refuses from the assigmemt / maintaining of current
rating. If the company has current rating in this situation, this rating shall be withdrawn
without confirmation.

If the Agency detects signs of minor manipulation with the financial statements and other
information provided by the company, the Agency can reduce the score for some factors (for
i nstance, the score for corpor-fattcee governance

If two or more sources of information contradict each otherand the company does not
provide proper explanation of thesecontradictions, theresponsible expertuses the source
of information that better and more conservativelyreflects the risks of the rated object.

If the company hasradical changes in its business model and theris no representative
information about risks of the new business model, the Agency refuses from the assignment
/ maintaining of current rating. If the company has current rating in this situation, this rating
shall be withdrawn without confirmation .

This methodology is used to assign theeliability ratings and stand alonereliability rating s
to insurance companies, specialized in all types of insurance, except life insurance.

3. Rating classes

During the process of ratingassignment(for both types of ratings— stand alone reliability
rating and reliability rating), the Agency uses international scaleAll public documents
contain ratings only according to the international scale.

International scale
The company can be classified into one of the followingting classes:
AAA: The highest level of reliability

The level ofthe c 0 mp a capabilty to fulfill all its insurance liabilities in the long-run is the
highest. The level of risk for insurance liabilities ishe lowest.

AA: Very high level of reliability

The | evel o f capaliliy to €uldilintp iasargntediabilities in the long-run is very
high. The level of risk for insurance liabilities is very low.

A: High level of reliability

The | evel o fcapahlig totuldilimpissargntediabilities in the long-run is high.
The level of risk for insurance liabilities is low.
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BBB: Moderately high level of reliability

The | evel o f capabilay tocfufith isainswrance liabilities in the long-run is
moderately high. The level of risk for insurance liabilities isnoderately low.

BB: Sufficient level of reliability

The | evel o f capabilay tocfufith psainswrance liabilities in the long-run is
sufficient. The level of risk for insurance liabiliiles is moderate.

B: Moderately low level of reliability

The | evel o f capabiley tocfafith psainmswrance liabilities in the long-run is
moderately low. The level of risk for insurance liabilities ianoderately high.

CCC: Low level of reliability

The | evel o f capalhility to ¢uldilinitp iasargntediabilities in the long-run is low.
The level of risk for insurance liabilities is significant.

CC: Very low level of reliability, some of insurance liabilities are not fulfilled on time

The | evel ofcapabilitg totuldilintg iasargntediabilities in the long-run is very
low, some of insurance liabilities are not fulfilled on time. The level of risk for insurance
liabilities is very high.

C: The lowest level of reliability, pre-default level, part of insurance liabilities are not
fulfilled

The company is notfulfilling some of its insurance liabilities, and it is expected thathe
company will not be able to meefully its insurance obligations.

Class D: Bankruptcy
The company is inthe process of bankruptcy.

Class E: License withdraw or liquidation.

The company is going through the | iquidatio
revoked.
One of the above rating |l evel parfy’he gtoanpdan

reliability) that can be assigned tahe company(excluding AAA and ratings below CCC) may
be supplemented with (+) or ¢) sign depending on the value of the rating score.
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4. Rating assignment process (reliability ratings and stand alone
reliability ratings?)
4.1 Structure and order of analysis

4.1.1 Thereliability analysis of insurance companies has several levelBuring the process
of the rating asessment the Agency calculates preliminary reliability rating (only for
internal purposes) and, after adjusting for the SR(seethe logic schemebelow), obtains the
final international reliability rating. The preliminary reliability rating is the

assessment of the insurance companwidstressel i ab
factors, which have external nature. Thestand alone reliability rating is based on the
anal ysi s of 1 n financialstaldlityctakingpraoragcoust only support- and

stress- factors, which have internal nature.

Thus, thei ns ur anc e rating mpasedyn tse analysis of three types of factors and
the industry adjustment:

Stand alone reliability ;
Significance of internal support -factors and exposure to internal stress -factors;
Significance of external support -factors and exposure to external stress-factors;
Adjustment for the ISR.

= =4 =4 -4

2Without taking into account external stress and support-factors.
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Graph 1. Main integral factors dhe rating analysis
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4.1.2. Theanalysis ofcompany’s financial stability includes the analysisof three sections:
external factors of stability and corporate governangg), insurance business (2) and financial
indicators (3). Each section is divided into several large integral factors.

Several indicators are assessed within the framework of analysis of each integral factdhe
scores for ndicators within each integralfactor may be equal to one of the following values:

1 Factor (indicator) has positive influence orreliability level

0,5 Factor (indicator) has moderately positive influence omreliability level
0 Factor (indicator) has neutral influence onreliability level

-0,5 Factor (indicator) has moderately negative influence omeliability level
-1 Factor (indicator) has negative influence oneliability level

Assessment of some indicators can be continuoyson-discrete) and the scorefor these
indicatorsc an be in tHé naoandgd”f.rom *

4.1.2.1The score for each integral factor is determined as a weighted sum tibie
scores for separate indicators within each integral factarWeights ofthe indicators
are provided inthe first part of each section(Section5), describingintegral factors.

4.12.2 1f one or more factors are not relevant for the analysis of a particular type of
insurance company, the weight assigned to these factoshall be equal to zero. As a
conseqguence, the weights of the other €aors shall increase proportionally.

4.12.3 The rating score for the insurance company financial stability is
determined as a weighted sum of scores fall integral factors, weighted in a certain
manner depending on the type of compan{Sub-section4.2.3).

4.1.3 In order to determine thestand alone reliability rating of the company, the rating
scoref or the insurance c o shalbbe gdjusted faking ato accoarit st a
internal support- and stressfactors.

Internal support-factors include internal financial resources of the company as well as
factors which are not assessed or insufficiently assessed in the rating model because of
specific characteristics of the ratedcompany or temporary influence of such factors
(temporary influence of the factor means that the rating score for thasurance company
decreasedtemporarily in accordance tothe opinion of a member of the rating committee,
and significantincreaseof the rating score is expected for the next quarterly daten other
words, temporary influence of the factor meansghat there is ahigh probability of absence of
such influence in three months.

Internal stress-factors include the risk of sudden and significant reduction in the
company's solvency or therisk of licenserevocation, and dependon the characteristics of
thec o mpany’ s asameltas snmanagersent decisionsFurthermore, these factors
also include risks which are not assessed or insufficiently assessed in the rating model
because of specific charactestics of the raed companyor temporary influence of such risks
(temporary influence of the factor means that the rating score for theasurance company
increased temporaitily in accordance to opinion o member of the rating committee, anca
significant decline of the rating score is expected for the next quarterly datéen other words,
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temporary influence of the factor means the high probability of absence of such influence in
three months).

4.1.4 In order to determine thepreliminary reliability rating of the company, the rating
score forstand alonereliability rating shall be adjusted taking into account external suppokt
and stressfactors.

External support-factors take into account financial and administrative resourcesvhich
are external to the company, and whichcan be used in case of deteriorating financial
condition, as well as factorswhich are not assessed or insufficiently assessed in the rating
model because of specific characteristics of the rated company or tewmary influence of
such factors

External stress-factors include the risk of sudden and significant reduction in the
company's solvency or therisk of license revocation, and slightly depend on the
characteristics ofc ompany’ s act i v inanagesentadscisiong but mostlg o n
dependon external factors This type of factor also includesisks which are not assessed or
insufficiently assessed in the rating model because of specific characteristics of the adt
companyor temporary influence of suchrisks.

4.15 The preliminary reliability rating is then adjusted by the ISR score in order to obtain
the final reliability rating according to theinternational scale (seethe logic schemeabove).
Rating-Agentur Expert RA GmbH publishesnly final ratings in accordance with the
international scale.

4.2 Types of companies

4.2.1. The rangeof the criteria for some indicators differs depending on the type oihsurance
companybusinessactivities. There are two groups oinsurancecompanies depending orthe
business type:

1 Retail company: more than 50% of contributions come from insurance of
individuals;

1 Non-Retail company: less than 50% of contributionscome from insurance of
individuals.

In case ofreinsurance companies the share of retail insurance in reinsurance premiums
should be assessed.

The final decision is maddaking into accountthe responsible expert’ assessmentof the

following parameters:

1) The level of developmenbf branches and agennetwork (whether the company has
sufficient infrastructure for retail sales);

2) Dependence msales channelge.g.if an insurance company has an agreement witla
certain railway companyand, according to this agreementtheticket offices sellaccident
insurance policiestogether with train tickets. In this case, mosof the contributions are
received bythis insurance company from individuals, butthe company is nonretail);

3) “Captivecompany (e.g.an insurance company which insures only employeesfrom a
related entity will not be assessed aetail);
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4) Other parameters

4.2.2. The range ofthe criteria for some indicators differs depending on the company
business sizeas compared with regional peers There aretwo groups of companies
depending onthe business size:
1 Large companies: the company belongs tdhe 1st or 2" size class;
1 Medium or small companies : the company belongs to the @ size class ohigher (4,
5th, etc.)

4.2.3. Rated companies are divided intofive groups, which have different weights for
indicators:

1. “Uni ver sal” .c oump aungaressaare those companies whictare not
included in the other groups listed below;

2. “Speci al i z e dpecalzedpcampanes drethe cBmpanies for which the
share of onesingle type of insurance inthe insurance portfolio (other than “car /
vehicle insurance’) exceed 50% (types of insurance are considered broadly
speaking for example aviation risks insurance provides comprehensive insurance
for airplanes* and liability insurance for airline companies);

3. “Captive companies”’”. C a p t thevcempaniasswith taen c e
following characteristics:

1) More than 50% ofinsurance premiums are received from the owners and
their affiliated companies

2) More than 50% of insurance premiums are received through the sales
channek associated with the ownersand their affiliated companies;

4. Reinsurance companies (Professional reinsurance companies)

If the insurance company can be attributed to several group#he responsible expert shall
usethe following rule of “transitivity ”:

Signs of Groug> Signsof Group3 > Signsof Group 2

4.3 Range of weights

Weights of the integral factors are not fixed and depend on the share of reinsurers in the

company’s contributions for. six months ni
External factors of stability and corporate management

Size factor and market position X1* (1 -X(RB) / (1-X5)

Corporate management and businesprocesses X2* (1 -X(RB) / (1-X5)
Insurance business

Insurance portfolio X3 * (L-X(RB) / (1-X5)

Client base X4 * (L-X(RB) / (1-X5)

Reinsurance policy 05*X5+05*X5*Y  ( Re /
Financial indicators

Liquidity and solvency \ X6 * (L-X(RB) / (1-X5)

3 Criteria for size-classes are provided irthe Calculation file.
4 The analogue of motor damage insurance for airplanes.

c

ne
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X7 * (L1=X(RB) / (1-X5)
X8 * (L—X(RB) / (1-X5)

Structure of financial results
Asset quality

Xi - fixed weight for section i;

X (RE)- weight of section“"Rei nsurance” = 0,5 * X5 +
the weight of 0,5 * X5 is distributed between the indicators with fixed weights,
andthewei ght of 0, 5 *isdstibutéd betweénRrelicators vitB hot fixed
weights.

Re - reinsurers' share in contributions (for the last six months, ninemonths or a year
according  the profit and loss account).

0, 5

4.4 Rating scale

The final reliability rating class according to the international scaleis derived from the
combination of the ISRscoreand the Preliminary Reliability Ratingscore.The following table
shows a summary of the possible rating classes which can come up from the different

combinations between the ISRscoreand the Preliminary Reliability Rating score:

ISR
1 1-2 2-3 3-4 4-5 5-6
1 AAA AAA | AA AA-/ A A/BBB BBB / BB+ BB-/ B+
1-0,95 AAA | AA+ AA+ [ AA- AA-T A A-/BBB BBB /BB BB-/ B+
0,95 - 0,9 AA+ AA+ [ AA- AA-/A A-/BBB BBB-/ BB BB-/B
0,9-0,85 AA+ AA | AA- A+ A- A-/BBB- BBB /BB BB-/B
0,85-0,8 AA+/ AA AA [ A+ At/ A- BBB+ / BBB BBB-/ BB- B+/B
0,8-0,75 AA/ AA- AA-/ A A/BBB+ BBB+ / BB+ BB+ /BB B+ / B-
o | 075-07 AA-| A+ AA-| A- A/BBB BBB / BB+ BB/ B+ B/B-
E 0,7 - 0,65 A+ A+ A- A-/BBB BBB- /BB BB/ B+ B/B-
> | 0,65-0,6 A+ /A A/BBB+ BBB+/BBB BBB-/ BB BB-/B B/B-
= | 0,6-055 A A/BBB+ BBB+/BBB BB+ /BB BB-/B B-/ CCC+
E 0,55 - 0,5 A A-/BBB+ BBB/BBB BB+ /BB BB-/B B-/ CCC+
E 0,5 - 0,45 AlA- A-/BBB BBB/BB+ BB+/ BB- B+/B B-/CCC+
= | 045-04 | A/BBB+ A-/BBB BBB/BB+ BB+ /B+ B+ /B- B-/ CCC+
= 0,4-0,35 BBB+ BBB+/ BBB BBB-/ BB BB/ B+ B/B- ccc+/cce
E 035-03 | BBB/BBE BBB / BB+ BB+ /BB BB-/B B/CCC+ ccc+/cce
03-025 | BBB/BB+ BBB-/ BB- BB/B B+ /B- B-/CCC ccc+/cce
0,25-0,2 BB /BB BB/B BB-/ B- B/CCC+ ccc+/ccc| ccecrece
0,2-0,15 BB-/B B+/B- B/CCC+ B-/CCC ccc/cce cce
0,15 -0,1 B/CCG B-/CCG ccc+/ccc | ccc/cce cce cce
0,1-0,05 cce cce cce cce cce cce
0,05-0 c c c c c C
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Then,the final reliability rating class of thensurancecompany according to the international
scale depends orthe score we just derived Thus, the final rating is obtained from the
following table:

“C’is assigned in cas¢he companydoes notfulfil part of its insurance liabilities
“D” i s a ghe cogpanydoesd notfulfil all its insurance liabilities

“ Ei8 assigned if he company is going throughthd i qui dati on procedur e
license was revoked

In order to illustrate the distribution of the ratings per anchor and the range of possible
rating classes per combination of ISR score and the Preliminary Reliability Rating score, we
provide the following chart where the shaded are@ represent eachISR level.

R g OO

Final Reliability Rating
LULLLLL L 1

TLCO DO OO IIIIII{IIIII g

CC \

1 095 0.9 085 08 0,75 0,7 065 0.6 0,55 05 045 04 035 0.3 025 02 0,15 0.1 05 0
Preliminary Reliability Rating score

®] H1-2 02-3 @3-4 O4-5 0O5-6

4.5 Rating score adjustments for stand alone reliability ratings

4.5.1 The final rating scoreis obtained by analyzingthec o mpany’ s f i naachci al
shall be adjusted depending on:
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1. The total value of negave factors (risk accumulation);
2. Presence of internal support factors
3. Presence of internal stress factors.

The decision on each of the adjustments shall be presented for discussion on the
rating committee.

4.5.2 The adjustment for total value of negative factors (increased probability of risk
accumulation) is based on two indicators:
1. The total number of indicators, which were assessed dsl”, weighted according to
the importance of these indicators in the methodology;
2. The total number of indicators, which were assessed as negative (negative scores),
weighted according to the importance of these indicators in the methodology.

Scores, which were assessed ithe process ofanalyzing the size claracteristics of the
company (“Sze factor”, “Market position of the company), corporate governance analysis
(see“Corporate management and businesprocesses, excluding indicators connected with
the assessment of the comgmy's owners and the factofReporting”), are not included in the
adjustment for the total value of negative factors.

Risk accumulation —is a combination of negative factors, which creates a substantial risk
which is significantly higher than the sum ofisks posed by each of these factors individually.

Risk accumulation may occur both within the same risk groupnd between different types
of risks.

A necessary but not sufficient condition for “risk accumulation” is that the sum of
“negative score$ excedls thethreshold valuesspecified in the table below

Rating score Threshold values for negative scores The vall_Je of
: deduction
Sum of‘negative score$ Sum of*-1”

A 3 1,5 0,20
BBB 9 6 0,15

BB 18 13 0,15

B 24 17 0,10
cee o and 30 20 0,10
below

If this condition is satisfied,the presence of the accumulation factor shall be declared,
the final decision about the presence of the accumulation factor shall be made by the
rating committee.

The most typical situations for presence of an accumulation factor are:

Accumulation of risks can lead to problems with the solvency margin according to the
local regulatory standards. A slight deviation of thefactual solvency marginfrom the
normative plus one or more of the following factors

1 Extremely high growth rates of contributions;

1 Highloss ratio and negativetechnical result ofinsurancetransactions;
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1 Negaive scores for return on assets;

1 Negativescore for return on investment;

1 Low reliability of the investment portfolio;

1 High share of investmats in stock-market instruments.

Accumulation of risks can lead to problems with liquidity. Negative scores foliquidity
indicators (such asratio of liquid assets to total liabilities and cash to net reservesplus one
or more of the following factors:

1 Negative growth rates of insurance premiums
1 Poor quality of receivables

1 Negative scores for offbalanceliabilities ;

)l

Negative scores for therelative value of the risks acceptednegative scores for
reinsurance of large risks andnegative scores forthe ratio of the maximum net
insurance claims andbenefitsto equity;

1 Negative scores foreturn on assets;
1 Presence of signs of manipulations with security portfolio

Accumulation of risks, indicating an increase in the probability of “unfair withdrawal”
from the market. The simultaneous presence of two or more dhe following factors:

1 Frequent changes of topmanagement;
1 Failure to comply with the regulations;
1 Presence of signs of manipulations with security portfolio

Accumulation of risks inside one group of risks. The presence of two or more othe
following factor combinations:

1 Low diversification and low reliability of the reinsurance portfolio;
1 Low diversification and low reliability of the investment portfolio;

1 Low diversification of the insurance portfolio and high loss ratio (hegative techntal
result of insurance activitieg for the main type of insurance;

1 Negative scores for the ratio of accounts payable to total assefist loans and credits
and for off-balance sheetiabilities ;

1 Failure to conply with the regulations (margin / coating reserves andequity) and
high number of complaints.

4.5.3 Internal support-factors include internal financial resources of the companyand
other factors.

Internal support-factors include internal financial resources of the company. Internal
support-factor must be used if funds or other assets actually were received by the company,
but they are not yet reflected in the financial statements because the latest available
statements have beenssued before the company received funds or other asse(¢ the
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conditions for support-factor are satisfied the score shall beletermined according to the
algorithm definition in Sub-section4.6).

“Ot her

fsaptpomrt

can be

the rated company or temporary influence of such factors

If an internal support-factor is present- 0,125 points (in case of moderate suppor factor),
or 0,25 points (in case of strong support factor) shall be added to the rating score.

4.5.4 Internal stress-factors include the risk of sudden and significant reduction in the
company's solvency or therisk of licenserevocation, and dependon the characteristics of

company s

a ¢ and managenaest decisionsas well as other risks The presence obne

Internal stress-factor can reduce thescore for thestand alone reliability rating by 0,25
points (for each strong stress-factor) or by 0,125 points (for each moderate stress-
factor). The following factors can be considered amternal stress factors:

Moderate stress-factor

Strong stress-factor

Factor (0,125 points) (0,25 points)
Specialization Specialization in insurance ofless | Specialization in insurance ofless
known risks>. known risks.
Conditions: Conditions:
1. The share of these types oll. The share of these types 0
insurances in the insurancel insurance in the insurance
portfolio is between 25% and portfolio is more than 40%.
40%.
2. The risks of these types of2. The risks of these types of
insurance are not reinsured insurance are not reinsured
(the share of reinsured (share of reinsured contributions
contributions in the total in total contributions is less than
contributions is less than 5% or| 5% or net retention contains
net retention® contains risks risks exceeding 50% of equity) or,
exceeding 50% of equity) or| risks are reinsured in companies
risks are reinsured in with low reliability ratings (the
companies with low reliability rating is lower than BB
ratings (the rating is lower than according to international scalg.
BB- according to inter national
scale.
Contributions 1. Sharp increasef contributions: | 1. Sharp increasef contributions:
dynamics For companies from %t to 314 size | For companies from ®t to 31 size

classes:

classes:

5 Less known risks in this Methodology mean risks for which significantly large amount of statistical data on

i nsur ed

events

i s not

avail abl e.

In this case the

6 Net retention - in insurance, this is the insurance policies amount still in the books after subtracting
cancellations and lapsed policies from new policies written (the amount of coverage a company retains for a
specific risk after deducting reinsurance).

c

assi gnedfactos that hre noc o mp a
assessed or insufficiently assessed in the rating model because of specific characteristics of

om
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AMV7+40% > contributions growth
rate > AMV +25%

For companies from 4 to 5 size
classes:

AMV +70% >contributions growth
rate > AMV +50%

2. Sharp decreasef contributions:

Contributions to the company
decreased by 5075% for the last
six months / nine months / year.
This decrease of contributions is
not connected with the delay of a
big contract into the next quarter.

contributions growth rate > AMV
+40%

For companies from 4 to 5% size
classes:

contributions growth rate > AMV
+70%

2. Sharp decreasef contributions:

Contributions to the company
decreased by more than 75% for the
last six months /nine months / year.
This decrease of contributions is not
connected with the delay of a big
contract into the next quarter.

Equity value The commatyfprtte lagt| Th e ¢ o mpaityp for the last
reporting date is close to the|reporting date is below the
regulatory minimum. regulatory minimum.

Net accepted risks | The maximum possible net| The maximum  possible net

insurance benefit / claim isin the
range between 4@6 and 65% of
equity.

insurance benefit / claim exceeds
65% of equity.

Adequacy of Ratio ofprovisions (reserves) for | Ratio of provisions (reserves) for
provisions unearned premiums to | unearned premiums to
(reserves) of contributions (for the last four | contributions (for the last four
unearned guarters) net of costs of doing| quarters) net of costs of doing
premiums business (forthe lastfour quarters) | business (forthe last four quarters)
on the last reporting date <30% but | on the lastreporting date <20%
more than 20%.
Asset quality 1) Financial difficulties in one or|1) Financial difficulties in one or

more than onemain investment
objects, which accounted for
20-35% of the company's
investments.

2) Sharp (by more than 25
percentage points) fall in the
cash to net reservesn the last
quarter to a level below 25%
but above 15%.

3) Small share of assets from thg

1st quality category (see 5.3.3);

more than ore main investment
objects, which accounted for 35
70% of  the company's
investments.
(if the share of ®add investments
exceeds 70% the company must b
rated as@# @r below)

2) Sharp (by more than 25
percentage points) fall inthe cash
to net reservesin the last quarter
to a level below 15%.

3) Small share of assets from the st
guality category(see 5.3.3);

7 Average market value-according to kenchmarks for the same reporting date.
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4) Big share of assets from the @
quality category(see 5.3.3);

4) Big share of assets from thejth

quality category(see 5.3.3);

Off-balance sheet
liabilities

The ratio of the off-balance sheet
liabilities to equity is in the range
between 40 and 65%

The ratio of the off-balance sheet]
liabilities to equity exceeds 65%

Financial result

Presence of large balance shee
losses during the last two quarters,
Total losses for two quarters ardan
the range between 10% and 20% of
equity at the beginning of the first
quarter.

Thereis ahigh probability of losses
during following two quarters.

It is necesary to take into account
that lossesmay not be reflected in

the financial statements because o
financi al suppol
owners.

Presence of large balance sheg
losses during the last two quarters.
Total losses for two quarters exceed
20% of equty at the beginning of the
first quarter.

There is ahigh probability of losses
during following two quarters.

It is necessary to take into accoun
that lossesmay not be reflected in
the financial statements because o
financi al suppor
owners.

Timely payment
of obligations

1) Sharp increase of loss reserve
(the growth rate of loss reserves
exceeds growth rate of
contributions by 25-50 percentage
points) is not explained by change
in the accounting policiesor by big
insured event.

2) Sharp increase of salany
expenses not related to seasonalj
variations or changes in the
accounting policies the debt is
between 1,5% and 2,5% of the tota
balance.

3) The ratio of overdue payments
on accounts payabléverdue
loansto total assets is inthe range
between 1% and 5%.

1) Sharp increase of loss reserve
(the growth rate of loss reserves
exceeds growth rate of
contributions by more than 50
percentage points) is not explained
by change inthe accounting policies
or by big insuredevent.

2) Sharp increase of salary
expenses not related to seasona
variations or changes in the
accounting policies the debt
exceeds 2,5% of the total balance.

3) The ratio of overdue payments
on accounts payabléoverdue loans
to total assets exceeds 5%.

Corporate
governance and
quality of
reporting
(all criteria are
provided in Section
5)

Moderate influence

Strong influence
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Reputation of the | Moderate influence Strong influence
company’s
management
(all criteria are
provided in Section
5)

Regulatory risks | Moderate influence (the algorithm| Strong influence (the algorithm of
(“schemé of Penalization for “scheme$ is | Penalization for “scheme$ is
character of provided in Sub-section4.5.5) provided in Sub-section4.5.5)
company
activities,
violations of

normative values).

Other stress- Moderate influence Strong influence
factors, reflecting
risks that are not
assessed or
insufficiently
assessed in the
rating model
because of
specific
characteristics of
the rated
company or risks
having temporary
influence

Notes:
Stress factor (Contributions dynamics &

The stress-factor should not beassignedif the drop of contributions was due to a reduction
of “schemes$ or due to a reduction of contributions from contracts / agreements concluded
with the help of “administrative resources’ and these contracts / agreements included high
commissions.

Stress factor (Asset qualityd
Signs of financial difficulties:
e The downgrade of the c cC@optaanyléevslloweathann g t c
the current one by more than one notch
» Technical default (he decision to recognize the technical default as sign of
financial difficulties shall be made after analyzing additional information about
the company);
» Non-technical default;
 For companies whose securities ae not traded on an exchangepresence of
significant signsof default.

Signs of possible elimination of financial difficulties:
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» For the bank: the bank iggoing throughthe official financial recoveryprocedure;
* For all: the company wadought by a strategic investor;
* For all: thegovernment supported the company by giving funds.

Stress factor (Dff-balance sheet liabilities &

Importance of the stress-factor may be lowered, or thestress-factor may be removed after
the analysis of thefollowing parameters:
» Diversification of obligations (if the obligations are from severalcontracts, the
risk is smaller);
» Assessment oprobability of fulfilling the liabilities.

Stress factor (Financial result &
The following is a limitation for this stress-factor:

If the losses arerealized, the solvency margin is assessed with a score“@f5” or higher - the
strong stress factor must bechanged tothe weak one.

Stress factor (Timely payment of obligations &

If the company hasoverdue payments onaccounts payablé overdue loans, the expert must
send a requesto the companyasking for the following information:
* The main parameters of the debt (lendes, the essence of the agreement under
which the overdue debtexists, the expected time of repayment)
* The rea®ns for nonpayment of the debt;
* Whether the debt was redeemed at the time of the request. If YES, the expsrall
request documents confirming the debt repayment. If NO, the expeshall ask
about the reaction of the lender and the repayment plans / restructuring.

Stressfactor “Overdue payments on accounts payableoverdue loans’ can be adjusted by
the expert from strong to moderate if:

* The delay of payment was a onréme event andtechnicakp;

« The delay of payment was made in relation to affiliated companies.

If the problem has been removed at the time of the analysis, the strefector shall not be
applied.

If the ratio of overdue debt to assets is more than 20%, the problem doest haveatechnical
nature and it has not been resolved at tharhe of analysisa rating of CCin accordance with
the inter national scaleor below shall be assigned to the company.

4.5.5 “Schemes - operations of “false insurancé, the main aim of theseoperations is not
protection against risks, but

1 withdrawal of funds from corporate clients (“risk-free” property and liability

insurance, as well as part of théinsurance” of financial risks);

1 maintenance of‘Kickback (bribery)”;

{1 tax avoidance
The share of“schemes is defined as the proportion of premiums ceded taeinsurance
companies witha bad reputation.

8 Here it means that thedelay of payment wasot connected with the financial problems of insurance company.
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®Penalty for the schemesd is deducted from the final rating score (see the algorithm
below):

X—"share of schemesin the insurance company's portfolio (as a percentage).

I f X< 2 Optésence of schemésshall be treated as a continuous risk factor (the risk of
tax claims) and the formula 0,0125*X shall be used

If X> 20%, the"presence of schemeésshall be treatedas adiscrete risk factor (risk of license
withdraw).

e I f 40%> X> 20%, the company has a strong s
final rating score).

e I f 60%> X> 40%, 0,5 must be deducted from
e I f X> 608y’ 4 hreatcionrmgp al evel“C@&C&nnot be higher

All “schemes$ can be divided into two main groups according toheir “economic nature'
1. Funds withdrawal operations (risk -free property and liability insurance, as well
as part of the“insurance’ of financial risks). Signs:

» value of claims and benefits paid is close to 0% with a high share of the
costsof doing business;

* high share of premiums cedetb reinsurance companies withbad
reputation;

» extremely low efficiency of reinsurance operatians

2. Public budget “execution operations” (part of the agricultural “insurance’
including government subsidies). Signs: a stable level of claims and benefits paid
above 50%.

4.6 Rating score adjustments for reliability ratings?®

4.6.1 The final rating score obtained by analyzing thinternal company’s reliability, shall
be adjustedtaking into account

1. Presence of external support factors;
2. Presence of external stress factors.
Decision for each adjustmenshall be made athe rating committee.

4.6.2 External support-factors take into account financial and administrative resources
which are external to the company, and which can be used in case of deteriorating financial
condition. External support-factor must be added to the raihg score, a®9,125 points(in case

of moderate support factor) or as0,25 points(in case of stong support- factor).

Support factor for government

There are threesignsof possible support by the government:

9 Taking into account external support and stressfactors.
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1. Strategic importance of the company10.

Example: The companyhas a high market share in the segmentof “Civil liability
insurance of motor vehicle owners;

2. Administrative support by the government (if the government is the owner).

Example: the @vernmentis interested in the development of its company, and provides
exclusive acces$o a high-quality customer base;

3. The company’s owners/ managers have a friendly relationship (informal
relationships) with top officials (representatives of authorities).

Example: The Agency has information that the compans owned by top officials (their
relatives, friends, etc).

The following characteristics can show one or severasigns of possible support by the
government:

1 Loyalty of the regulator to the company;
1 Preferences from thegovernment in obtaining a high-quality customer base.

Support-factor (SP) for owners

This support-factor is used to assess the probability of the support from thensurance
company s 0 wn esupport-fa€tbr cas be moderate ostrong.

When assessing the support factor for the support from the owners, the following criteria
are taken into account:

1.“ Nomi nal ” ¥ohtheiemity, retatedbatstise ratedinsurance company
if this entity can supportit. Supportfactorcanbea s si gned, onl vy
rating class of this entity is higher, than the stanélone rating of theinsurance
company. If owners of the insurance companyare individuals, documented
volume of assets outside theompany, shall be taken into account;

2. Importance of the insurance companyas an asset for the entity/ individual
person, that can provide a support for theinsurance company To assess this
importance, the Agency takes into account the share of th@surancecompany s
equity, owned by thisentity/ individual person; presence of the comfort letters
from the entity/ individual person; presence of the sureties on thecompany s
liabilities; interrelationships of the businesses and other factors;

10 The company is extremely important for the insurance market as a whole or its individual segments in
particular. For example, the compny is the key provider of the gvernment insurance program.

11 Nominal rating class of the issuer corresponds tdhe rating class in accordance witlthe inter national scale
of the Agencyand shall be determined on the basis of information about the creditworthiness of the entity,
available for the Agency. This information can include:

. Credit ratings assigned to the countgrarty;

. Public financial statements of the counterparty;

. Non-public financial statements of the counterparty (if this information is available for theAgency);

. Ot her information from the public sour capositiors howi ng

that can have a significant influence on the default probability
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3. Potential needs of the additional funding for the ratednsurance companyand
the presence of such funds in the supporting entity/ individual person, thatan
provide a support for theinsurance company

The Agencydistinguished two following situations:

» At the moment theinsurance companyneeds an additional financial support. In
this case, the following condition shall be satisfied in order to assign the suppert
factor: supporting entity/ individual person has enough liquid assets, that can be
immediately transferred to the balance sheet of thensurance companyto cover
its needs, and if supporting entity/ individual can provide such support in the

future;

» At the moment theinsurance companydoes not need an additional financial
support. The Agency asesses the probability of such support provision in the
future, if the negative scenario for theinsurance companymaterializes. In this
case, the current presence of the assets of the supporting entity/ individual
person shall be assessed, as well as thbility to generate such assets.

The strong-support factor can be assigned if the rated entity is critically important for the
supporting counterparty and if this counterparty has a credit rating not lower than BBB
according to theinter national scale.

When assigning the supporfactor, the following shall be taken into account: the credit

rating of the rated entity cannotb e

hi gher t

the supporting entity.

Other support -factor

han the credit

Other support-factor (moderate or strong) shall be assigned fofactors that are not assessed
or insufficiently assessed in the rating model because of specific characteristics of the rated
company orfor factors havingtemporary influence.

4.6.3 External stressfactors include the risk of sudden and significant reduction in the
company's solvency or therisk of license revocation, and slightly depend on the

characteri

external factors.

stics of

company’ s

The following factorscan be considered agxternal stress-factors:

act flywepengs oand

Moderate stress-factor

Strong stress-factor

Factor (0,125 points) (0,25 points)
Owners Significant financial difficulties of | Bankruptcy of one of thec o mp a
one of the ¢ o mp a nowriers | owners (share in the ownership
(share in the ownership structure- | structure - more than 25%)
more than 25%)
Government Presence of indirect signs of Presence of direct signs of conflict
relations risks:? conflict between the insurance| between the insurance company

company and authorities, explicit

12Rji s ks

t hat

ari se from the

firm s

relationships

government bodies and all branches of government, including politicians, bureaucrats and judges.

Wi

rat.i

m:

t
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negative  actions of  public| and the authorities (e.g., limitation
authorities aimed at the company | of license or significant tax claims)

Other stress- | Moderate influence Strong influence
factors, for risks
that are not

assessed or
insufficiently
assessed in the
rating model

because of specifig
characteristics  of
the rated company
or for risks having
temporary
influence

Other factors, Moderate influence Strong influence
including sudden
change inmarket
conditions and
changes in
regulatory
requirements

The expert can only assign one addition& { O Firftethal and one additionalexternal stress
or supportfactor.

4.7 Additional restrictions

The rating assessment of the insurance company may also depend on“g&e class. Size
classesof the insurance companies are@ipdated every year. Three main parameters are used
to determine size classes: the size of insurance contributions, the amount of equity and the
amount of insurancereserves.

Expert shall use the amount of equity and reserves as of the last date of available financial
statementsin order to determine the size class.

Justifications for the “size class' restrictions shall be separatelydiscussedon the rating
committee.

Examples of size class restrictiongistification :

1. The company is not included in the financial group and it is the only major
assetof its owners;

2. The company specializes the insurance of large risks;

Extremely low scale ofperformance.
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4.8 Special order of assigning ratings “CC”, “C”, “D” and “E”
4.8.1. Ratings “CC” are assigned irthe case of presencef at least one” s i @ mgh
probability of bankruptcy / license withdraw , namely:

T The company’s equity is | ower than zero

e The main investment object, which accounts for ovei70% of the insurance
company’s investment, has serious fi

e The company has assumed the risks, for which the maximum payout/ claim for a
single event exceeds the value of equity and reserves, and the company did not
reinsure these riskssufficiently or reinsurance was assessed as unreliable;

T The presence of clear “signs” o f f und s

example: a sharp increase (by more than 20 percentage points) of share of bills
from non-rated companies to 80% of the investmet);

Level Condition

One ofthe features of high probability of bankruptcy / license withdrawal,
listed above,exists

AND

CC The insurance company provides timelyfulfillment of all current financial
obligations

OR

Therating score ofthe insurance company is less thaf+0,45"

Two of the featuresof high probability of bankruptcy / license withdrawal,
listed above,exist

C AND

The insurance company provides timely fulfillment of all current financial
obligations

4.8.2 Rating “C” is assigned to the company, if it does naneet its current financial
obligations on time to the exent that it should lead to thewithdraw al or suspension of
license.

4.8.3 Ratings “D” and “E” are assigned tothe company, ifthe current situation in the
company complies withthe definition of these ratings (see pag®-7).

Rating D is assigned to the company,tiie company doesnot meetits obligations to the
policyholders, beneficiaries, patners, creditors and employees.

Rating Eis assigned to the companyif bankruptcy or license withdraw al procedures
have started.
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5. System of indicators

5.1 External factors of stability and corporate management
5.1.1 Size factor and market position

Weii;hts:

Size factor 3,5
Equity dynamics 0,5
Dynamics of insurance premiums 0,5
Market position of the company 5
Captivity 1
Compliance with regulatory prescriptions 2
Reputation 2

Size factor
Sources of informationFinancial statements

The size of an insurance company determines its capabilities to diversify both insurance
risks and financial risks. Consequently, high size indicators are considered as a positive
factor. The size factor of the company is determined based on three indicato equity,
reserves and insurance contributions. Criteria for siz&lasses are changed evemear by the
results of the insurance market research.

1 Istsize class

0,5 2nd sjze class

0 3rd size class

-0,5 4th and 5h size class

The equity of the insurance company is less thaminimum required level,
the equity of reinsurance company(companies with share of inwards

-1 reinsurance in total activity exceeding50%) is less thanthe minimum
required level for the correspondent type of the compaies.
Equity dynamics

Sources of informationBalance sheet

Consistenty increasing levels of equity above the market average positively affect the rating.
The approach taken to analyze this factor deperstbn the adjusted solvency marginof the
insurance company. If theadjusted solvency marginis considered to be atan acceptable
level, we use loser benchmarks to analyze the dynamics. In additiadhe Agencyalso takes
into account if the analyzed entity is in need of additional capital injection.
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assessment of capital adequac]

ratio

1 Indicator > B Indicator > B + 5%
B >Indicator > 0
OR
i 1)
0,5 gl\jéndlcator >-5% B + 5%> Indicator > MIN(B; inflation)
negative growth rates of equity
related to the payment of dividends
MIN (B; inflation) > Indicator > 3%
0 > Indicator >-5% AND
0 AND " : Growth rate of equity corresponds to the
Condition above is not met .
growth rate of premiums (.e,
contributions do not grow at afaster pace)
-0,5 All other cases All other cases
Decreaseof the equity level in the
1 medium term may reduce the Indicator < 0

B: the average market value dhe growth rate of equity of insurance companies for the year
(since the last reporting date

Dynamics of insurance premiums

Sources of informationtncome statement

Consistent growt in gross written premiums has a positive impact b the rating since it
means that the company is constantlyrad consistently increasing itsmarket participation.

However, we

analyze this indicatordifferently in regard to the maturity and sizeof the

company.
Score Factor
For companies from 13 size classes:
B +20%> Indicator > B +5%
1
For companies from 45 size classes:
B +40%> Indicator > B+5%
0,5 B +5%> Indicator > B
0 B > Indicator > B5%
B-5% > Indicator > min (0; B10%)
OR
For companies from 13 size classes:
-0,5 Indicator > B +20%
For companies from 45 size classes:
Indicator > B +40%
(extremely rapid growth of insurance premiums isalso a risk factor)
-1 Indicator < min (0;B-10%)
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B: the average market value of growth rate of premiums of insurance companies for the last
analyzed period.

Market position of the company

Sources of informationLocal financial authorities financial statementsand other reputable
sources of information

The market position of the company is one of the indicators which carry an important weight

in the methodology. Whileassessing this factor we consider that a high amount of gross

written premiums, as compared to the marketverage in combination with a high share of

the total mar ket ' s pr eetmbiitynsting. At the eame timeyvae f or
specialized compay is positively assessed if they are important market players for type of
insurance they specialize on. Furthermore, a high amount of assets benefits ttediability

rating. The Agencyassessesall of these factors at the regional and global level.

We usea continuous linear estimation:

Score Factor

The company is in the top percentile of GWP share globally and regional
The company is in the top percentile of assets share globally and regional
The market concentrationin the country is low or moderate.

The company has an important market share in at least one of the countrig
where it operates or in at leastone of the insurance sectors where it
operates.

The company is in thelowest percentile of GWP share globally ang
regionally.

The company is in thelowest percentile of assets share globally an
-1 regionally.

The market concentrationin the country is high.

The company hasa negligiblemarket share inall of the countries where it
operates or inall of the insurance sectors where it operates.

Captivity
Sources of informationQuestionnaire andating interview.

T he ¢ o mpwadeperidenceon any third parties in terms of sales andnarket position
positively affects the score Ahigh proportion of premiums from affiliated parties or through
affiliated parties, can have a negative i mpa

There are two types of captive business.
» Contributions received from affiliated companies;
» Contributions received through affiliated companies i¢e. affiliated companies act
as insurance agents).
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Score | Factor
1 The company's business is not dependent oits owners. The company
belongs tothe “retail companies' type.
The share of ownersand affiliates accounted for less than 30% of the busines
0,5 for the last reporting period.
Andthe conditiontoscore* 1 i s not satisfied.
0 All other cases

The score forthe factor Captivity shall be increased by 0,5 if thecaptive company has
competitive knowledge and skills in specific insurance risks in a segment where affiliated
companies are operating.

Compliance with regulation
Sources of information: Questionnaire atichancial statements

The rating is negatively affected if there isn evidence that the rated company has violated
regulatory legislation.

Score | Factor

The company hashad less than 10 regulatorywarnings!3 which cannot be
1 categorized as'serious’4 over the past two years

There are no administrative risks in thecompany.

The company has had less than 20 regulatory warnings which cannot |

0,5 categorized as “serious” over the
ANDCondition “1” is not satisfied.
The company has had less than 40 regulatory warnings which cannot |
0 categorizedas' seri ous” over .the past two

ANDConditions “1” and “0,5” are no

The company has had more than 40 regulatory warnings which cannot K
categorized as “serious over the

OR

The company hasot complied with the normative ratios from supervisory

bodies only onceduring the analyzed period (normativeratios for reserves
coverage equity, normative ratios for solvency margin).

The companydid not comply with the normative ratios from supervisory
-1 bodies twice or more during the analyzed period @ormative ratios for

reserves coverageequity, normative ratios for solvency margin).

Reputation

Sources of information: Media

13 We define regulatory warnings as a natification from tle regulator stating that the company must change
one or more financial indicators (e.g. equity) in order to comply with the regulation in place.

14 Serious - relating to the nonulfillment of the requirements for reserves coverage, equity coverage and
margin.
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An impeccable credit history increases the likelihood of refinancing current obligations at
reasonable rates and, thus, has a positive effect on the ratifdoreover, brand recognition
and positive perception by stakeholders shown by client retention, conbute positively to
the reliability assessmentOn the other hand, reputational scandals have a negative impact
on the rating of the company as they can reduce the level of contributions and hinder the
formation of a high quality customer base.

This factar must be assessed a4l” by default exceptfor the following cases:

Condition Amount of the deduction
The company provides financial services to a particula -0,5

group of companies or the whole industry. The compan
does not conduct open market operatios.

The company's activity on the market is associated with -1
“schemes.
The company's reputationwas negatively affected by being -0,5
involved in reputation scandals. This could be found b
influential non-governmental organizations, regulators or|
the media (during the past 2 years)

The company got into the sphere of attention of state bodie{ -1
The company was declared as bankrupt by the court of fir§ -1,5
instance (during the past 2 years)
At least one key manager of the company habad | -0,5 OR-1 (depending on the
reputation, mentioned in connection with a scandal /| importance and limitations of
violations of the law and / or ethics of the professional scandal)

community.

If the score including penalties is equal t6-1,5", weak stressfactor shall be assigned tdahe
company (the score for the factor becomes equal t81” in the calculation file). If the score
including pena?2?'ti asd st lestepssfadtor shadl be“assigned tahe
company (the score for the factor Bcomes equal td'-1” in the calculation file).

5.1.2 Corporate management and business-processes

Weights:

Factor Weight
Owner s’ reputation 2
Shareholding structure 1
Changes of the shareholding structure for the year 0,5
Strategy of the company 1
Level of transparency 1
The auditor for financial reports 2
Human resources and management 1
Reporting 15
Risk management structure 2
Insurance risk management 0,5
Credit risk management 0,5
Market risk management 0,5
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Liquidity risk management 0,5
Operational risk management 0,5

Owners’ reputation

Sources of information: Questionnairgating interview, media and other reputable open
sources of information

Reputation of the company’s owners has a str
as well as its efficiency in communication with customers and counterpartiesstrong
reputation and creditability of the owners ensures that the insurance company carely on

their financial support in case of financial distresswhi | e poor reputation
owners harms the market position of the entity, and therefore restrains the credit
assessment.

Score | Factor

More than 75% of the companys share capital is owned by thefederal
government, regional governmentand / or companieswith a rating equivalent
to at least“A-" in international scale.

OR

The owners of the company are individuals with excellenbusiness reputation
More than 75% of the companys share capital is owned by regional
government and / or companieswith a rating equivalent to at least'BB’ in
international scale. OR these entities have a good reputation according the
expert’s opi ni“Yieno(satisfied).i t i on f or

0,5
OR

The owners of the companyare individuals with good business reputation
More than 75% of the companys share capital is owned by regional
government and / or companieswith a rating equivalent to at least'‘B+" in
international scale OR these entities have a good reputation according the
e X p eapihion gcondition for “1” and“0,5” is not satisfied).

OR

More than 75% ofthe companys share capital is owned by the management ¢
the company.

-0,5 All other cases

Reputation of the owners - individuals is bad (criminal or administrative
proceedingd caseswere started/ opened against them).

-1 OR

Legal entities (owners of the companyyvith a rating equivalent to“B” or lower
according to theinternational scale. OR do nt¢ have any credit rating
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Shareholding structure

Sources of information: Questionnaireating interview, media and other reputable open
sources of information.

The purpose of this subsection is to estimate the probability of conflicts between
shareholders which can lead to a deterioration of the reliability of the insurance company,

as wel | as to identify indirect signs of th
ultimate shareholding structure, including final beneficiariesshall be analyzed. A stable and
transparent ownership structure, absence of

in countries with relaxed information disclosure requirements in the chain of ownership and
a small number of connected companies until the timate controlling shareholder are
positively evaluated.

Score | Factor
1 More than 50% ofthe sharesare owned by a single ownerindividual person
or legal entity.
05 More than 50% ofthe sharesare owned by a group of affiliated persons and
' or companies
More than 25% ofthe sharesare owned by a single owner- an individual or
0 legal entity / or group of affiliated companies €onditions “0,5” and“1” are not
satisfied).
05 The ownership structure is diluted, but corporate conflicts were not
' identified.
Corporate conflict exists betweerthe owners of the company.
-1 OR
The company did not disclose its owners (the ultimate ownership structure)

Changes of the shareholding structure for the year

Sources of information: Questionnaire, rating interview, media and other repuéalopen
sources of information.

The purpose of this subsection istmssess the stability of t he
structure. Frequent changes in the shareholding structure of the company lead to the
deterioration of the corporate governanceand therefore negatively affectthe reliability
rating. Stableshareholding structure supportsthe market reputation of the company as well
as quality of the businessprocesses in the company.

Score Factor

1 The ownership structure has not changed or minor changekave occurred.

A scoreof “1” shall be assigned in case of changes in the nominal compositi
of the owners, when it is known that thefinal beneficiary of the company has
not changed.

0 The main owner of the company was changed.

AND the future strategy of the companydoes nd include the fundamental
changes inits activity .

-1 The owners of the company were changed.
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ANDthe future strategy of the company is not clar. Additionally , there is a risk
of losing a large part of the business.

Strategy of the company
Sources oinformation: Questionnaireand rating interview.

If the activity of the company coincides with a predetermined strategy and it is subject to
strategic objectives (mid and longterm), the entity will be assessed positively. The lack of
relevant policy doauments does not allow the Agency the possibility of the company to
achieve their goals and their impact on the competitiveness of the company. Moreover, the
prospects for its development in the mid and long-term perspectives cannot be analysed.
The Agencyalso seeks to assess understanding of the management development strategy,
which is important for predicting the financial factors affecting the reliability of the company.
Therefore, an absence of the strategyegatively affects the rating.

Fulfillment of the criteria in full is gradeda s1”, partial fulfilment is scored as“0” and non
fulfillment is graded as*“-1".

Checkilist for the strategy:
Strategy Weight
The strategy exists
The strategy is appropriatefor the current economicsituation (at macro-level)
(for example:it takes into accounta potential financial instability)

The strategy includes goals and specific measures to achieve them 0,3
The strategyincludes benchmarks(not only the growth of premiums and market 03
share, but also reference points on profitability / loss ratio, quality of service) '
Realisticshort-term plans (without assuming excessive growth 0,2
There is no strategy

There is no document where thestrategy is registered butthe management of the
company “understands” future plans (assessment is based on the results dfie
rating interview, maximums c or €5") s “

0,2

The assessment can be improved after the rating interview even if the strategytisn an
official written form. The maximum possible adjustmentd,50.

Level of transparency

31 O0OAAO 1T £ EIT Al Ol-dtaid libt gf netdssa® Adcuméniequirell Ay the
Agency

An insurance company will be positively assessed for transparency if it is able to provide all
required information and has answered all required questions, as well as if the company
publishes quarterly reports on its website and discloses information abdwltimate owners

and management. The insurance compantgelFRSr ep o |
published on the official website have a positive influence on the final ratingssessment

Score Factor
1 Conditions:
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Financial statements of thecompany can be publicly accessed

The data onthec o mp a n y-sits is up-eokdate (it is updated every

quarter);

1 Theowners of the company are disclosed (othec o0 mp awep-sits)
or reliably known;

1 Pressreleasesabout significantfacts are regularly provided.

T
T

AND

The companyhasprovided all requested information to the Agency

One ofthe conditions specified forascoreof* 1”7 i s n.ot sat
0,5 AND

The companyhasprovided all requested information to the Agency

Two of the conditions specified fora s ¢ o r &e notfsatisfied”

0 AND

The companyhasprovided all requested information to the Agency

Three ofthe conditions specified fora s ¢ o r &e notfsatisfied”

-0,5 AND/OR

The company didnot provide part of the requested information to the Agency
Theweb-site of the company hadimited information (all conditions specified
fora s c o r are notfsatisfidd) or it does no exist.

-1 AND/OR

The company did nd provide significant part of requested informationto the
Agency

The auditor for financial reports
Sources of informationEinancial statements and annual reports.

Theassessmenof t he f i nanci alrepuatioa ts enpogtant dsi€ to thedadti t o r
that a badauditor reputation may limit the willingness of current of potential stakeholders

to be related with the insurer since it would be extremely complicated to make a reliable
financial assessment. Thus, a nerecognized audit company or a company withbad
reputation, affectsthe rating scoreof the insurer negatively.

Score | Factor

1 “Big four” (and “daughter’ companies of Deloitte, Ernst & oung, KPMG, P@)
The audit companyis in the TOR30 of the world

0,5 OR
The reputation of this audit company is assessed as high blye expert

0 The audit companyis in the TOR50 of the world

-0,5 All other cases

-1 The audit company s assessed by thexpert as having bad reputation

Human resources and management

Sources of information: Questionnaisnd media.
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The instability of the personnel and the management of the company has a negative effect
on the company’s reliability. Hi gh empl oyee
consistency i n t heefficemangf thencprhpany taretdireemplayees i n

The scae for this factor by default shall bee g u a | to “17, but it may
following conditions:
Condition Amount of deduction

Top management of the company has changédice | -1
or more times over the last year
The ratio of the number of dismissed employees| -1
during the year tothe average number of employees
during the yearwas> 0,4

If the company recently went through a chang of owners or business model, and the
conseqguences of this change can be assessed as positiie “penalty” for rapid changing of
staff shall notbe included into the analysis.

If the factor “Human resources and managemehis assessed with a scoref“-1 ” , ti#eid D
are different negative reports / news aboutthec o mpany’ s matheanpedateent i n
expert can includea stress-factor for corporate governance.

Reporting
Sources of informationAnnual reports financial statementsaudit reports and media

This factor includes the assessment of quali:
A good quality of reporting and the preparation of accurate financial statements provides
confidence to the stakeholders of the company.

The scae for this factor by default shall bee g u a | to “17, but it may
following conditions:

“Peralties” for corporate governance:
Condition Amount of deduction
Errors and inaccuracies were found irthe | From -1 to -2,5 (depending on the
company’' s report s ./l significance of mistake)
The auditor provided a negativeopinion in
the audit report, ORthe auditor refused | -2,5
from expressing an opinion.
The audit report includes significant| From -1 to -2,5 (depending on the
gualified accounts significance ofthe qualified accounts)

If the score including“penalties’i s e g ulag |%a Weak stréssfactor shall be assignedo
the company(the score for the factorshallb e ¢ 0 me e-§j ‘U #hik caltulation file). If the
score including penaltiesi s e q &2d' | otra stréegsssessfactor shall be assigned to
the company (the score for the factoshall becomee g u a 1 " t tlee ¢diculation file).

Significant mistakesinthec ompany’' s reports [/ f i nsatements | St e
leading to deliberate attempts to increasethe reliability assessment ofthe company (for
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example reflection of bills from other organizations as cash on the account, changing the
information about reinsurers with a bad reputation, etc). The amount of the deduction is

also affected by the frequencyf detecting the mistakes If the mistake does not apply to
important indicators and hasaonet i me “t echni cal nature, the
one point.

Significant qualified accountsin the audit report include, for example, problems with
“respectingthe principle of business continuity’.

Risk management structure

Sources of information: Questionnair@ternal regulations on risk managemenand rating
interview.

The risk management structure is assessed as positive if the system complies with modern
quality standards and it can demonstrate its ability to ensure the sustainable development
of the insurance company by determining the degree of protection against wrkeseen
external shocks. Activities from an insurer face a number of risks, such as insurance,
operational, market, credit and liquidity risks. Thus, the assessment of the risk management
structure and its procedures is a key factor ints solvency. An adguate risk management
practice shall limit the level of risks taken by the company to reduce their negative impact
on the insurer’”s activity.

Fulfillment of the criteria in full is gradedas*“1”, partial fulfilment is scored as“0” and non
fulfillment is graded as*-1".
Checkilist for the risk management

Risk managemenin the company Weight
The company has risk managementollegial bodies 0,1
Meetings of collegial bodiesre held not less thanonce amonth 0,1

The company has a procedure for organizing emergency meetings of tbalegial
bodies

Decisions of collegial bodies are fixed every time 0,1
There is acertain control over the execution of thecollegial bodies decisions in the 02
company '

0,1

The company has a department / division responsible fothe risk management 0,1

The department / division responsible forthe risk management is not connecteq
with departments which generate risks; risk management department / division 0,2
directly subordinated to the company's management

The number of employees in the risk management department corresponds to th
vol ume of company’ aeempoyae toitconpanies friom &, 40

and 5" size classes, at leagtvo employees for companies from thend size class, 0.1
at leastthree employees for companies from thelst size class)
Total

Insurance risk management Weight

The company has a Regulation for Insurance risk management
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Losses for different types ofnsurance are monitored 0,15
Therisk accumulation is taken into account 0,1
Catastrophic risks are estimated bythe company 0,1
The methodologyfor insurance risks is updated at leasbnceevery two years 0,1
The regulation describesthe persons responsible forthe risk management, and 055
penalties for non-performing the regulation '
The company has no Regulation for Insurance risk management
The company does not have anydocumented regulations for Insurance risk
management, but ths process is carried out by thecompany the e x p e
assessmentis based on the analysis othe questionnaire and rating interview)
(maximum score-0,5)
Total

Credit risk management Weight
The company has a Regulation for Credit risk management
Credit risks are assessd for investments, reinsuranceand when dealing with 015
insurance intermediaries '
Reliability ratings are used 0,15
The methodology for credit risks managementis updated at leastonce every two 015
years '
The regulation descrikes the persons responsible for risk nanagement, and 055
penalties for not complying withthe regulation '
The company has no Regulation for Credit risk management
The company does not have any documented regulatianfor Credit risk
management, but this process is carried out by the companythgé e x p e
assessment is based on the analysis of tligiestionnaire and rating Interview)
(maximum score-0,5)
Total

Market risk management Weight
The maximum shareof investments in thestock exchange instruments for a periog
The company has a Regulation for Market risk management
VARanalysis is conducted 0,15
The “system of Iimits” is used 0,15
The methodology for market risks is updated at leasbnceevery two years 0,15
The regulation descrikes the persons responsible for risk management, an( 055

penalties for nonperforming the regulation

The company has no Regulation for Market risk management

The company does not have any documented regulatianfor Market risk
management, but this process is carried out by the companythge e x p e
assessment is based on the analysis of tligiestionnaire and rating Interview)
(maximum score-0,5)

Total




INTERMATIONAL GROUP OF RATING AGENCIES

RA (EXPERT 1]

Moscow - Ekaterinburg - Almaty - Minsk - - Hong-Kong

Liquidity risk management Weight

The company has a Regulation for Liquidity risk management
Liquidity coefficients are calculated 0,15
Planned liquidity needs are calculated 0,15
The methodologyfor Liquidity risks is updated at leasbnceevery two years 0,15
The regulation describedthe personsresponsible for risk management, and 055
penalties for nonperforming the regulation '
The company has no Regulation for Liquidity risk management
The company does not have any documented regulatienfor Liquidity risk
management, but this process is carried out by the companythé e x p e
assessment is based on the analysis of tlygiestionnaire and rating Interview)
(maximum score-0,5)
Total

Operational risk management Weight
The company has a Regulation for Operational risk management
There is a list of possible operational risks in the company 0,15
There is a database of operational losses in the company 0,15
The methodologyfor operational risks is updated at leasbnceevery two years 0,15
The regulation descrilesthe persons responsible for risk management, and 055

penalties for non-performing the regulation

The company has no Regulation for Operational risk management

The company does not have any documented regulatienfor Operational risk
management, but this process is carried out by the companythge e x p e
assessment is based on the analysis of the Questionnaire arating interview)
(maximum score-0,5)

Total

If the company does not have any stock market investments, the weighttbfs indicator shall
be equal to zero.

The assessment can benproved depending onthe result ofthe rating interview, even if the
company doesnot have Regulations. Themaximum d j ust ment i s equal t

The assessment can be reduced based on failureglie risk management (losses as a result
of risks) / mismatch between regulations and reality.The maximum adjustment is equal to
13 1 ” .

5.2 Insurance business
5.2.1 Insurance portfolio

Weights:
Factor Weight
Geographical diversification of the insurance portfolio 15
Diversification of the insurance portfolio by types of insurance 2
Stability of the insurance portfolio 1
Relative value of the risks accepted 15
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Loss ratiodivided by the insurance activity types 2
Technical resultdivided by the types of insurance activities 1,5

Geographical diversification of the insurance portfolio
Sources of information: Questionnaire

To assess this factorthe Agencyestimates the concentration of the insurance operations in
the same geographical region/ country. The factor is assessed negatively if insurance risks
are accumulated within a limited area due to the fact that this can lead to large losses upon
the occurrence of arinsured event.

The share of contributions attributed to customers from the country (in total contributions
of the company)shall be assessed for each country where the company operates.

The sum of squares of these quantities is assessed as an ind{¢ttoindey).

Score Description
1 HH index< 0,35
0,5 0,35<HH index< 0,45
0 0,45<HH index< 0,55
-0,5 0,55<HH index< 0,75
-1 0,75<HH index

If the company operates only in one country but the regions/provinces where it operates are
geographically diverse from each other and,
systemicrisk exposures are mitigated by this diversification, the score shalie 0.

Factor’s weight is equal to O for reinsuranc

Diversification of the insurance portfolio by types of insurance
Sources of informationQuestionnaire

Aninsur er’ s bal anc e devguatedtbly thé shares ftimsurande unr tetal
insurance contributions of the company,is positively assessed as it is less susceptible to
ossible adverse trends in selected segments.
Score Description

1 The HerfindahtHi r schman i ndex for the comp
AND
The share of contributionsfrom the main type of insurance does not exceed
25% of total contributions
0,5 The HerfindahktHi r schman i ndex for the comp
AND
The share of contributionsfrom the main type of insurance does not exceed
35% of total contributions
0 TheHerfindahl-Hi r schman i ndex for the comp
AND
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The share of contributions from themain type of insurance does not exceed
50% of total contributions

-0,5 All other cases

-1 The share of contributions from themain type of insurance exceesl70% of
total contributions

If the largest type of insurance for the company is the insurance of legal entities from fire and

other risks, the assessment of the insurance portfolio diversification can be increased. The

maximum adjustment is equal to 1.

Stability of the insurance portfolio
Sources of informationQuestionnaire

A negative assessment includes changes in the structure of contributions given the fact that
these bear operational risks and can lead to distortions in the loss of individual lines of
business as well as loss of market niches. In evaluating this factibee Agencyincludes an
analysis of the reasons that caused the change.

The maximum value of the oscillation in theproportions of various insurance types
according to the last two years is agssed in this part of analysis.

Score Description
1 Value <5 p.p.
0,5 5 p.p.<Value <10 p.p.
0 10 p.p.< Value < 20 p.p.
-0,5 20 p.p.< Value <40 p.p.
-1 Value > 40 p.p.

Relative value of the risks accepted
Sources of informationQuestionnaireand balancesheet

This factor is evaluated with theratio of average value of insured sum per contract
(according to the valid agreements) to the company's equity for all types of insurandéthe
concentration of risk lies within a few contracts, weassess this factor negatively. High
concentration of possible payments could
occurrence
Score | Description

1 The average value of insured suia per contract (according to the valid agreemenjs
for all types of insurance < 10%equity value.
0,5 The average value of insured sum per contraca¢cording to the valid agreemenjs
for all types of insurance < 20%equity value.
0 The average value of insured sum per contraca¢cording to the validagreement$
for all types of insurance < 30%equity value.
-0,5 | The average value of insured sum per contraca¢cording to the valid agreemenjs
for all types of insurance < 50%equity value.

15 The insured sum isthe maximum amount of funds that an insurance company will pay to someone who
makes a claim.
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-1 The average value of insured sum per contraca¢cording © the valid agreements
at least for one type of insurance > 50%quity value.

For specialized reinsurance companies the weight of this indicator is equal to 0.

If one contract has collected several insured individuals/objects of insurance, the datidnisn
contract must be excluded from the analysis.

High scores for reinsurance policy (1 and 0,5) can (the ratio of maximum insurancéeeéfit
to equity and quality of reinsurance protection (analysis @h major risks)) increase thdinal
score by 1 or 0,5 points respectively.

Loss ratio divided by the insurance activity types
Sources of informationEinancial statements and westionnaire.

The purpose of this factor is to evaluate the effectiveness of the main activities of the
company. The net lossatio is a measure of the actual insurance loss operations (as opposed
to the costs of doing business). It tells us the effectiveness of the main types of insurance for
the company. A low level of loss ratio is assessed positively as it means better resdfom
insurance operations.

Loss ratio must be analyzed fdine main types of insurance. The following types of insurance
are recognized ashe main types

» Types of insurance, whose share in the total nebntributions is more than 20%;

» Topthree major types of insurance, if the share of the largest type is less than

20%.
Score | Description
1 Loss ratiofor the main types of insurance iSp.p. or morelower than the average

market values.

0,5 Loss ratiofor the main types of insurance isoetween 5p.p. lower and 2p.p. highe
than the average market values.

0 Loss ratiofor the main types of insurancas between 2p.p. andp.p. higherthan the
average market valuesdy less than 5 percentage points

-0,5 | Loss ratio for the main types of ingrance isbetween 6p.p. and 8p.p. highethan the
average market values

-1 Loss ratio for the main types of insurance iSp.p. higherthan the average market
values

Technical result!® divided by the types of insurance activities
Sources of informationFinancial statements and questionnaire.

A positive and consistently growing technichresult is evaluated favorably as it shows the
effectiveness of t he company The technialuresaltnsc e

16 The technical result is defined as the difference between revenues and expenditures relatedhe insurance
activities.
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analyzed forthe main types of insuirance. The following types of insurance are recognized as
the main types:

* Types of insurance, whose share in the total nepbntributions is more than 20%;

* Top three major types of insurance, if the share of the largest type is less than

20%.

1 The technical result of the main types of insurance is positive. The structure of th
technical result corresponds to the structure of the insurance portfolio.
AND

Technical result for the total portfolio without the accumulatedtotal was positive.
0,5 | The technical result of the main types of insurance is positive. At the same time t
structure of the technical result does nb correspond to the structure of the
insurance portfolio.

AND

Technical result for the total portfolio without the accumulatedtotal was positive.
0 The technical result of one of the main types of insurance was negatiatleast for
one quarter AND the value of this result (in absolute) isdwer than 5% of
contributions for this type of insurance.

-0,5 | All other cases

-1 The technical result of one of the main types of insurance was negative at lefmst
one quarter AND the value of this result (in absolute) ismore than 5% of
contributions for this quarter.

OR

The technical resultwithout the accumulated total for whole insurance portfolio
was negative more frequently than for one quartewithin the analyzed period.

If the technical resulis negative, and this negativeesult isrelated with a single large payment,
the result should not be taken into accountidng the rating assessment.

5.2.2 Client base
Weights:

Structure of the client base 2 1
Share ofdissolved contracts 2 1
Distribution channels for insurance products 1 0,5
Clientacquisition costs 2 15
Dependence on the main clients 15 -
The importance of the main client for thdocal economy - 3
Availability of credit rating s assigned to the main client - 2
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Number of signed obligatoryreinsurance contracts 0,75
Number of signed optional reinsurance contracts 0,75
Structure of the client base 3
Share of international business 1
Dependence on the main clients 1,5
Share ofdissolved contracts 1

Structure of the client base
Sources of informationQuestionnaireand annual reports

A positive and diversified distribution of the client base by geography and industries affext
the rating positively as it reduces the risk exposure of the insurer to certain specific segments
and economies.
Score | Description

1 The client base of the company (lega¢ntities) is diversified by countries and
industries
0,5 More than 50% of the client baséshare in contributions) of the company is formed
by legal entities, and the company ispecialized on the retail insurance
0 The client base of the companylegal entities) is concentrated in one single
industry*, and the company is specialized on this industry
-0,5 | The client base 6the company is concentrated iriwo or three industries* (outside
the main specialization of the company)
-1 The client base of the company (legal entities) is concentrated in one singleuntry
or in one single industry* (outside the main specialization of the company)

*Industry: a set of enterprises producing (extracting) close or specific prodweith the same
technology. Real sector includes:

V Electric power industry;

Fuel industry;

Ferrousmetallurgy;

Non-ferrous metallurgy;

Chemical and petrochemical industry;
Engineering andmetalworking;
Timber, woodworkingindustriesand pulp& paper industry;
Constructionmaterials industry;
Textile industry,

Glass and porcelain industry;

Food industry;

Microbiological industry;

<K <K <K<K <K<K KK KKK KKK KL

Flour, cereal and feed mill industry
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V Medical industry;
V  Printing industry.
Agriculture;
Forestry;
Construction;
Transport;
GCommunicationindustry;
Trade;
Food services;

Logistics

Share of dissolved contracts
Sources of informationQuestionnaire

The Agencyassesgsthe share of returned contributions as a result of the termination in the
total contributions of the company. When a contract is terminated, the company incurg
several different administrative costs which have an impact on the financial result. Thus, a
high share of returned contributions over total contributions has a negative impact on the
reliability of the insurer.

Score Description
1 Value < Q7%
0,5 0,7% < Value <1,2%
0 1,2% < Value <2%
-0,5 All other cases
-1 Value > 5%

Distribution channels for insurance products
Sources of informationQuestionnaire and financial statements

Ahigh level of diversification of the distribution channels is positive for thereliability rating

as it reduces the concentration risk of relying on few or one source of customers. Moreover,
if the insurer is heavily dependent on intermediaries, it increases the risk of not creating a
stable client base. Finally, a highatio of underwriting expensesto net premiumsis a proxy
for the Agency to evaluate théevel of cost management practices.

Score Description

1 The company actively uses all existing distribution channels. The share
contributions received through the main salechannel does no exceed 40%.
0,5 The company actively uses all existing distribution channels.

The share of contributions received through the main sales channel is:
* Financialinstitutions /non -insurance intermediaries /brokers <50%;
» Direct sales through the central officdother offices /agent network
<65%;
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Condition “1” is not satisfied.

0 The share of contributions received through the main sales channel is:

* Financial institutions / non -insurance intermediaries / brokers <65%
AND direct sales through the central office / other offices / agent
network >20%;

» Direct sales through the central office /other offices /agent network

<85%:;
Conditions “1” and “0,5” are not s3g
-0,5 All other cases
-1 The share of contributions receivedthrough the main sales channel (financia

institutions / non -insurance intermediaries / brokers) >90%.

If the underwriting expense to net premium ratio is above 45%the factor must be assigned
witha scor e not-03 Agelybigh undénariting éxpense ratio indicates lack of
cost management efficiency.

Client acquisition costs
Sources of informationFinancial statements

The amount of client acquisition costs helps us to define the efficiency of the marketing
strategy of the company. A low level of this metric indicates the ability of the insurer to do
business with its intermediaries.

Score Description
1 The amount of client acquisition costsis equal or below the average market
values
0,5 The amount ofclient acquisition costsexceeds the average market values bgss
than 5 p.p.
0 The amount ofclient acquisition costsexceeds the average market values bgss
than 10 p.p.
-0,5 All other cases
-1 The amount ofclient acquisition costsexceeds the average market values b
more than 20 p.p.

If more than 80% of contributions are collectedlirectly by the company (without
intermediaries), the weight of théactor become&equal to 0.

Dependence on the main clients
Sources of information: Questionnaire.

A low concentration of the insurance premiums in a few clients is positive for theeliability
of the company as it reduces the risk of a sudden decline in revenues in case a contract of a
big customer is terminated.In order to assess this factor, The Agencytakesinto account the
share of 5 largest customersn total contributions.
Score Description
1 Value < 10%
0,5 10% < Value <25%
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0 25% < Value <40%
-0,5 40% < Value <70%
-1 Value > 70%

The importance of the main client for the local economy
Sources of information:Questionnaire, ational statistics or other reliable sources of
information.

An importance of the main client of the company has a strong effect on its financial and
market position. Presence of large reliable entity in the client portfolio ensure the stable flow

of GRP in the future, and therefore support the rating assessment. In addition, systematically
important company may be supported by the sovereign government in th@eriods of
economic turbulence, and this wild.l have a
financial position.

Score Description
1 The main client of the companyin the 90 percentile in regards to revenue in
the country where it operates.
0,5 The main client of the company in the 70 percentile in regards to revenue in
the country where it operates.
0 The main client of the company in the 50 percentile in regards to revenue in
the country where it operates.
-0,5 The main client of the conpany in the 30" percentile in regards to revenue in
the country where it operates.
-1 The main client of the company hasignificant financial problems

Availability of credit ratings assigned to the main client

Sources of information:Questionnaire, National statistics or other reliable sources of
information.

This indicator is used as a proxy for the assessment of stability of GRP flow for the insurance

company. Poor credit stance of the main cl

osition through the abrupt fall in obtained premiums.
Score Description

1 The main client of the company has rating equivalent to at least “A-" in
international scale.
0,5 The main client of the company has rating equivalent to at least“BB’ in
international scale.
0 Arating equivalent to at least‘B+’ in international scale.
-0,5 The main client of the companys not rated by any credit rating agency
OR

The main client of the conpany hasa rating equivalent to “B” or lower in
international scale

-1 The aedit rating of the company indicatests insolvency or a high probability of
default.

For reinsurance companies:

e
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Number of signed obligatory reinsurance contracts
Sources of information: Questionnaire

This indicator assesses the markegposition of the reinsurance company specifically for the
obligatory reinsurance markets.

1 Value > 150
0,5 150> Value >100
0 100 >Value >70
-0,5 70 >Value >40
-1 Value < 40

Number of signed optional reinsurance contracts
Sources of information: Questionnaire

This indicator assesses the market position of the reinsurance company specifically for the

oitional reinsurance markets.

1 Value > 5 000
0,5 5 000> Value >3 000
0 3 000> Value >2 000
-0,5 2 000 > Value >1 000
-1 Value <1 000

Structure of the client base
Sources of informationQuestionnaireand annual reports.

The structure of the client base for the reinsurance companies is analyzed through the
assessment of the creditworthiness of thenain counterparties. High level of reliability of the
companies for major part of nwards reinsurancepositively affects the rating assessment.

1 The company receives more than 70% of contributions for Inwards reinsuranc
from the insurers with a credit rating equivalent to at least*A-" in international
scale
0,5 The company receives more than 70% of contributions for Inwards reinsuranc
from the insurers with a credit rating equivalent to at least‘BB’ in international
scale
0 The company receives more than 50% of contributions for Inwards reinsuranc
from the insurers with a credit rating equivalent to at least'‘BB’ in international
scale
-0,5 All other cases

-1 The company receivesthe main part of the contributions for Inwards
reinsurance from the companies withambiguous reputation, and/or through
non-market methods (based on reciprocity).
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Share of international business

Sources of informationQuestionnaire.

The

Agency

positively

assesses

t he

company’ s

to the fact that this increases the diversification of the business as well as shows the
company’ s

abi

ity t o

manage

t he

ri skmy ' fsr or

concentration only on the local market increases the risks related to the systematic or
macroeconomicshocks

Score Description
1 The share of reinsurance premiums received from abroad is more than 20%
the total reinsurance premiums
0,5 The share of reinsurance premiums received from abroad ibetween 10% and
20% ofthe total reinsurance premiums
0 The share of reinsurance premiums received from abroad isetween 5% and
10% ofthe total reinsurance premiums
-0,5 The share of reinsurancepremiums received from abroadis between 0% and
5% of the total reinsurance premiums (but not equal to 0%)
-1 The company dothasimérnatiomlpmarkeat e |

Dependence on the main clients

Sources of informationQuestionnaire.

A low concentration of the insurance premiums in a few clients is positive for theeliability
of the company as it reduces the risk of a sudden decline in revenues in case a contract of a
big customer is terminated. In orderto assess this factor,the Agency takesinto account the
share of 5 largest customers in total contributions.

Score

Description

1

Value < 20%
The company has no dependenaan the largest customers

0,5

20% < Value < 40%
The company’ snthe agestrcustemecsds insignificant

40% < Value <50%
OR
The share of one client ibetween 20% and 40% of reinsurance premiums

50% < Value < 70%
OR
The share of one client is betweerd0% and 50% of reinsurance premiums

Value > 70%
OR
The share of one client exceesl50% of reinsurance premiums

Share of dissolved contracts

Sources of informationQuestionnaire

The Agencyassesgsthe share of returned contributions as a result of the termination in the
total contributions of the company. When a contract is terminated, the company incuis
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several different administrative costs which have an impact on the financial result. Thus, a
high share of returned contributions over total contributions has a negative impact on the

reliabiliti of the insurer.

1 Value < Q7%
0,5 0,7% < Value <1,2%
0 1,2% < Value <2%
-0,5 All other cases

-1 Value > 5%

5.2.3 Reinsurance policy
Weights:

Reinsurance of big risks
The ratio of maximum net insuranceclaims and benefitsto equity
Reliability of reinsurance coverage
Reliability of reinsurance coveragganalysis for theten largest risks)
Reinsuranceprotection diversification
Reinsurance protection efficiency (analysis of the largestenefits
paid)
ao-t he factor’s weighonisennsufexes, shardepenc
o= (X Y*0,5)/(Y*0,5), where:

QQ Q||

=

X—Weight ofthe section®* Rei nsur ance policy” in total scol
type of the company;

Y —Maximum possible weight othes ect i on “ Rei nsurance policy”
a=[0;1]

Reinsurance of big risks
Sources of informationQuestionnaireand balance sheet

The factor is negatively assessed if the evaluation shows an absence of reinsurance coverage
for insured products which carry a high potential claim if an event were to occuil.o assess
this factor, the Agencyanalyzesthe ratio of the average sum insurecper one contract to
equity.

1 Risks for all types of insurance, where the average value of the sum insured
one contract > 5% of theequity, are transferred to reinsurance.

OR

The average value of the sum insured per one contracts& of the equity for all
types of insurance

0,5 Risks for all types of insurance, where the average value of the sum insured
one contract > 10% of theequity, are transferred to reinsurance.
0 Risks for all types of insurance, where the average value of the sum insured

one contract > 15% of theequity, are transferred to reinsurance.
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-0,5 Risks for all types of insurance, where the average value of the sum insured
one contract > 20% ofthe equity, are transferred to reinsurance.
-1 Risks for at least one type of insurance, where the average value of the s

insured per one contract > 20% of theequity, are NOT transferred to
reinsurance.

If one contract includeseveral insured personsinsurance objects, the data fathis contract
shallbe excluded from the analysieecause it distorts theverall data.

The ratio of maximum net insurance claims and benefits to equity
Sources of information: Questionnaire

The reliability of the company is positively affected if the net insurance claims tas paid in
the last yearsare low as compared to equityas it shows a good reinsurance policy is in place

Score Description
1 Value < 5%
0,5 5% < Value <10%
0 10% < Value <15%
-0,5 15% < Value <25%
-1 Value > 25%

The expert shall monitorthe information about occurred insured events in media for events
insured by the company. If the occurred insured event includeliabilities of insurance
company, the expert shdlassess the influence of tbse payments on the financial stability of
the company.

Reliability of reinsurance coverage
Sources of informationQuestionnaire

If the reinsurance companies to which risk were transferred for reinsurance have rating
classesabove investment grade, this is assessed positively.

Score calculation algorithm:

The score is equal to“1”, if 100% of contributions are transferred to the reinsurance
company with arating equivalent to at least‘A-" in international scale.

The score is equal to X = 1*(the share of reinsurers withrating equivalentto atleast A i n
international scale) + 0,9 * the share of reinsurers with a ratingequivalent to at least* B B B
" i n i nter)rrd?5*¢he shhre of reiastrers with a ratingequivalent to at least
“BB i n inter)ntdbi thenshdre ofreiresslirezs with a ratingequivalent to at
least* B” i n i nternational scal e
Weights calculation algorithm:
Reliability ratings Weight
Ratingequivalent to at least‘A” in international scale. 1
Rating equivalent to at leastBBB' in international scale. 0,9
Rating equivalent to at leastBB’ in international scale. 0,75
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Rating equivalent to at leastB” in international scale. 0,5

Without rating or rating equivalent to “B-" or lower in international scale. 0

Reliability of reinsurance coverage (analysis of the ten largest risks)

Sources of information: Questionnaire

The Agency analyses the reliability of the reinsurance coverage through the analysis of the
creditworthiness of the counterpartiesfor the largest transferred risks. The credit ratings of
the reinsurance companies are used as main indicator.

Score

Description

1

The company transfers the risks (or part of risks), exceeding 15% of the equit
to the company with arating equivalenttoatleast* A 1 n i nter na

0,5

The company transfers the risks (or part of risks), exceeding 25% of the equit
to the company with arating equivalent to at least'‘BBB” i n i nt er 1
The company transfers the risks (or part of risks), whichare in the range
between 15% and %% of the equity, to the company with aating equivalent to
atleast’‘BB" i n international scal e.
Condition “1” is not satisfied.

The company transfers the risks (or part of risks), exceeding 25% of the equit
to the company with arating equivalentto atleast‘BB-=" i n i nt er n
The company transfers the risks (or part of risks), whichare in the range
between 15% and 25% of the equity, to the company with &ting equivalent to
atleast'‘B+ i n international scal e.
Conditions“0,5” and“1” are not satisfied.

-0,5

All other cases

-1

The companyacceptsthe risks, the maximum insurance benefitclaim which
exceeds 25% of equity, anthe company does noreinsure them.

OR

The company reinsures risks (or part othe risks), exceeding 25% of equity in
companies that do not have aating equivalentto® B” or | ower
scale.

Reinsurance protection diversification

Sources of informationQuestionnaire and annual reports.

Based onhistorical data, we assess as positive a substantial diversification of reinsurers for
the insurance companysince it reduces the risk of norcoverage by the reinsurer in case this
reinsurance has financial difficulties

Score Description
1 The HerfindahkHirschman index calculated for contributions transferred to
reinsurance<s 0, 15
AND
The share of mairreinsurance companydoes not exceed 8%
0,5 The HerfindahkHirschman calculated for contributions transferred to

reinsurances 0, 2
AND
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The share of main reinsurance company does not exceed 30%
0 The HerfindahkHirschman calculated for contributions transferred to
reinsurances 0, 3
AND
The share of main reinsurance company does not exceed 50%
-0,5 All other cases
-1 The share of one reinsuance company exceesl75%

Thescore can be increasday one point if the main reinsurance partner has a high level
of reliability.

The maximum potential grossinsurance claim / benefit paid is higher than 5% of equity:

If the main reinsurancecounterparty has a ratingequivalent to at least‘A+” according to the
international scale, the maximum possible adjusted scoris 0,5.

If the main reinsurancecounterparty has a ratingequivalent to at least*A-" according to the
international scale, the maximum possible adjusted scoiis 0.

The maximum potential gross insurance claim / benefit paid is not higher than 5% of
equity:

If the main reinsurance counterparty has a ratinggquivalent to at least* Adccording to the
international scale, the maximum possible adjusted score 5.

If the main reinsurance counterparty has a ratinggquivalent to at least’ B B B + accordi

the international scale, the maximum possible adjusted score is O.

Reinsurance protection efficiency (analysis of the largest benefits paid)
Sources of information: Questionna and balancesheet

The factthat the reinsurers participate in the largest claims paid by the company over the
past five years is positively evaluateds it shows an adequate reinsurance policyor this
factor the Agency analysethe largest claims/benefits (more than 5% of equity)
Score Description
1 Reinsurers participated in allof the largest benefits paidby the company.
AND
Maximum net retention of the companyin the largest benefits paid does not
exceed 3% of equity.
0,5 Reinsurers participated in allof the largest benefits paidby the company.
AND
Maximum net retention of the companyin the largest benefits paid does not
exceed 5% of equity.
0 Reinsurers participated in allof the largest benefits paidby the company.
AND
Maximum net retention of the companyin the largest benefits paid does not
exceed 10% of equity.
OR
The company has no experience in large payments.
-0,5 Reinsurers participated in allthe largest benefits paidby the company.
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AND

Maximum net retention of the companyin at least oneof the largestbenefits paid
is in the range between 10% and 25% of equity (other largest payments are le
than 10%).

-1 All other cases

5.3 Finance and investments
5.3.1 Liquidity and solvency

Weights:
Ratio of liquid assets to total liabilities 15
Cash to net reserves 3
Experience of paying largéenefits 1
Accounts receivable 1
Accounts payable 15
Existence of loans and credits 0,5
Existence of offbalance liabilities 1
Solvency margin 1
Adjusted solvency margin 2

Ratio of liquid assets to total liabilities
Sources of information: Balance sheet

In order to assessthis factor as positive the insurer will havean adequateratio of liquid
assets to total liabilitieswhich would meanthat liquid assetsare able to cover totaliabilities
of the insurer, thus,there is a high probability of repaying liabilities in theshort- and mid-

term Eersiective.

1 Value >1,3
0,5 1,1<Value <1,3
0 1,0<Value <1,1
-0,5 0,9 <Value <1,0
-1 Value < 0,9

Cash to net reserves
Sources of information: Balance shemtd questionnaire

This factor measures liquidity in a shorter perspective and more conservative manner. A
positive assessment of this factor would mean thathe insurer to cover its insurance

liabilities with its most Iiﬁuid assds.

1 Value >0,8
0,5 0,7 <Value <0,8
0 0,5<Value <0,7
-0,5 0,4 <Value <0,5
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-1

| Value < 0,4

Experience of paying large benefits

Sources of information: Questionnaire.

The presence of large payments in the past shows that the compargsha positive experience
in managing of liquidity. Thus,a combination of this experience with good financial

ierformance is iositiveli assessed.

1

The company has experience of largeenefits paid more than 10% of equity at
the end of the quarter during which the insured event occurred.

0,5

The company has experience of moderatgenefits paidmore than 5% of equity.

0

The company has no experience of large and / or moderabenefits paid, but at
the same time, the maximum value of possible gross payment does not exce
5% of equity.

-0,5

The company has no experience of large and / or moderabenefits paid, but at
the same time,the maximum value of possible gross payment does not exce
10% of equity.

The company has no experience of large and / or moderabenefits paid, but at
the same time,the maximum value of possible gross payment exceed9% of
equity.

Accounts receivable

Sources of information: Balance sheet

Low levels of receivables to assets are positively evaluated as it shoavkw level of extended

credit as comiared tathe rest of the assets

1 Value <3%
0,5 3% <Value <7,5%

0 7,5% < Value <12,5%
-0,5 12,5% < Value <17%
-1 Value >17%

Accounts payable

Sources of information: Balance sheet

Low levels of payables to assets are positivelgvaluated as itshows satisfactory payment

discipline.
| Score |Descripon ]
1 Value <3%
0,5 3% <Value <7,5%
0 7,5% < Value <12,5%
-0,5 12,5% < Value <17%
-1 Value >17%
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Existence of loans and credits
Sources of information: Balance sheet

Despite the fact that it is not typical for insurance companies to attract external debt, the
Agency considers the presence of loans and credits as an additional risk factor. In order to

evaluate these risksthe ratio of debt to eﬁuiﬁ is analized.

1 The company does not have any loans or credits.
0,5 The ratio of debtto equity is less than 5%.
0 The ratio of debtto equity is less than 20%.
-0,5 The ratio of debtto equity is less than 40%.
-1 The company attractdoans or credits which exceedghe equity capital of more
than 40%.

If the company issues bonds, theedemption of bondsand couponsis also analyzedThus,
the company should provide the plans onredemption of bonds and coupons two weeks
before the redemption date.

Existence of off-balance liabilities
Sources of informationFinancial statements

Low level of oftbalance sheet liabilitiesis positive for the reliability of the insurer as it
reduces the amount of obligations to cancel for the entity.

1 The ratio ofthe off-balanceliabilities to equity is less than 5%
0,5 The ratio ofthe off-balanceliabilities to equity is less than 10%
0 The ratio ofthe off-balanceliabilities to equity is less than 20%
-0,5 The ratio ofthe off-balanceliabilities to equity is less than 30%
-1 The ratio ofthe off-balanceliabilities to equity is more than 30%

If the ratio of the off-balanceliabilities to equity is more than 40% and this value is not
declining, it canalsobe considered as a stresfactor.

Solvency margin

Sources of informationEinancial statementsand annual reports.

An adequate level of solvency means that a larger volume of potential losses may be incurred
by the company without violating the requirements of the regulatorin order to assess this
factor the Agencyanalyzes the ratio of the factual solvency margin to the normative value
for the same reporing date.

The ratio of the | The value of minimum normative
factual solvency margin ismore than the 10 50
solvency minimum share capital
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margin to the | The value of minimum normative
normative solvency margin isless than the 7 35
value, % minimum share capital

Adjusted solvency margin

Sources of informationEinancial statements anénnual reports.

The Agency assesses the deviation of thadjusted actual solvency margin from the
normative values. In order to calculate the adjusted actual solvenegargin the assets with
oor quality shall be excluded from the calculation of the actualolvency margin.

The ratio of the adjusted solvency margin to

the normative value % > 25

5.3.2 Structure of financial results

Weights:

[Facor  [Weight]
Return on assets 2
Return on equity 0,5
Net loss ratio(NLR) 0,5
Combined loss ratio (CLR) 2
Expense ratio 1
Return on investments(ROI) 1
Other revenues and expenses 1

Return on assets

Sources of informationEFinancial statements

A low level profitability, as shown by low ROA as compared with peeradversely affect the
possibilities of capitalization of profits and, thus, negatively affestthe reliability of the
insurer.

ROA > 4%

4% > ROA > 2%

2% >ROA > 1%

1% > ROA > 0%

ROA < 0%

OR The company did not providdinancial statements

Return on equity
Sources of informationFinancial statements

A low level of profitability, as shown by low RCE as compared with peers, adversely affest
the possibilities of capitalization of profits and, thus, negatively affestthe reliability of the
insurer.
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ROE > B+3.p.

B+1p.p.< ROE < B+f.p.
B-2 p.p. <ROE < B+1 p.p.
All other cases
ROE < BLO p.p.
Where, B isthe average value of ROE of insurance companies.

Net loss ratio (NLR)

Sources of informationFinancial statements.

Low amounts of net loss ratio show low lossesn t he company’s insur
ositively affecting the ratin

NLR < B NLR <B-7 p.p.

B <NLR B+7 p.p. B-7p.p.<NLR<B
B+7 p.p< NLR< B+15 p.p. B <NLR < B+7 p.p.
All other cases All other cases

NLR > B+22 p.p. NLR > B+15 p.p.

Where, B isthe average value oNLR(seespread-sheet“benchmarks’ in calculation file).

Combined loss ratio (CLR)

Sources of informationEFinancial statements

Low metrics of expense and net loss ratios show an effective insurance business and result
in a depressed combined loss ratio figure which positively affesthe rating.

CLR < 98%

100% > CLR > 98%

102% > CLR > 100%

107% > CLR > 102%

CLR <107%

OR

The company does nbprovide any reports

Expense ratiol”
Sources of informationFinancial statements.

Low level of expenseratio shows an effectiveexpense administration ininsuranceactivities.

Value<B-5 p.p. Value<B-15 p.p. Value<Bre -10 p.p.

17 Expense ratio is an indicator which is calculated with the following formula: expense ratio = (loss adjustment
expense + insurance operations net expenses + management expenses) / (net received insurance premiums).
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B-5 p.p. <Value<B | B-15p.p.<Value<H Bre-10 p.p. < Value Bre -3
p-p. p-p.
B < Value < B+7 p.p. B-7p.p. < Value <B Bre-3 p.p. < Value < B+3
p-p.
All other cases All other cases All other cases
Value > B+12 p.p. Value > B+7 p.p. Value > Be+10 p.p.

Where, B isthe average value of the sharef operating costs B is the average value of the
share of operating costsfor reinsurance companies;

Return on investments (ROI)
Sources of informationFinancial statements

A satisfactory return on investment activity, which is one of the main sources of inconfer
insurers, affects the rating positivel

ROI>max (B+5 p.p.infl)

B+2 p.p. <ROI<max(B+5 p.p.infl)
B-2 p.p. <ROI<B+2 p.p.

All other cases

ROI<B-7 p.p.

Where, B isthe average ROJjinfl is the rate of inflation for the period of calculation of return
on investment;

max (B+5 p.p.;infl)- a maximum of two values: B+%.p.and infl.

Other revenues and expenses

Sources of informationEinancial statements.

The Agencyalsopas sesses the effectiveness of the i
other revenues and expenses.

Operating result and other net income > 0

Loss from the otheroperations is covered by a positive operating result
Operating result > 0

AND

Conditions“1”,"“0,5" are not satisfied

All other cases

Operating result and other net income <0

5.3.3 Asset quality

Weiihts:

Investment portfolio liquidity 1
Investment portfolio diversification divided by objects of investments 2
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Reliability of investments 3,5
The share of affiliated counterparties and subsidiaries 1
Stability of the investment portfolio and presence of signs of manipulation 3,5
The quality of receivables y

Where “y” —is the share of receivables in assets / 20.

Investment portfolio liquidity
Sources of information: Questionnaire

In order to assess thenvestment portfolio liquidity, we take into account the share ofiquid
assets in the investment portfolio.The liquidity of the portfolio is important for the insurer
in order to be able to monetize investments in case of a sudden need to cover liabilities.

Value>80%

70% < Value< 80%
60% < Value< 70%
50% < Value < 60%
Value<50%

Investment portfolio diversification divided by objects of investments
Sources of information: Questionnaire

A well-diversified portfolio across assets types, industries and regions positive for the
reliability of the insurer as it reduces the concentration risk.

1 The HerfindahtHi r schman i ndex for objects of
AND
The share of the largest object of investments does not exceed 20% of to
investments

0,5 | The HerfindahtHi r schman i ndex for objects of
AND
The share of the largest object of investments does not exceed 30% of to
investments

0 The HerfindahtHi r schman i ndex for objects of
AND
The share of thelargest object of investments does not exceed 50% of tot
investments

-0,5 | All other cases

-1 | The share of the largest object of investments exceeds 75% of total investments

Reliability of investments
Sources of information: Questionnaire

Theinstrumentsincluded in the credit quality must be, on average, at investment grade level
in order for this factor to have a highly positive score
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Score“1”, if 100% ofthe investments areinvestments in real estate, cash ¢ashin hand),
precious metals andobjects of investments with a ratingequivalent to at least“A” in

international scale.

Score“X’ =
investments with a ratingequivalentto atl e a st

A" in

of investments in the objects with a ratinge qui val ent
scale+ 0,75 * the share of investments in the objects with a ratingequivalent to at least

1 * (the share of real estate, casltdsh in hand, precious metals and objects of

) +09 & thenshatrei o n a |

t o at

| east

“BB” i n ilsdale + 65*t(theoshage of investments in the objects with a rating
equivalent to at | ea)st “B” in international
Weighs-calculation by types of investments (except mutual funds) :
Rating equivalent to at leastA” in international scale 1
Rating equivalent to at leastBBB'’ in international scale. 0,9
Rating equivalent to at leastBB’ in international scale. 0,75
Rating equivalent to at leastB” in international scale. 0,5
Without rating or rating equivalent to “B-" or lower in international scale. 0

For mutual funds the Agencyuses the rating of the Management Company and take into

account the type of fund:

L

Asset management effectiveness rating ¢fie managing | Openend | Interval Closed
company funds fund end funds
OR of real
Closed estate
end funds

Rating equivalent to at leastA” in international scale. 1 0,75 1

Rating equivalent to at leastBBB'’ in international 0.9 05 1

scale

Rating equivalent to at leastBB’ in international scale. 0,75 0,25 0,9

Rating equivalent to at leastB” in international scale. 0,5 0 0,75

The share of affiliated counterparties!8 and subsidiaries

Sources of information: Questionnaire

In order for this factor to positively affect the rating, the share of affiliateccounterparties
and subsidiaries in the total investment portfolio will be insignificant. The willingness of
insurers to placefunds in affiliated structures leads to increased risks associated witkthe

ossible default of one or more associated companies.
Value< 20%

18 Affiliated counterparties (in the broadest sense)- entities related to the insurance company (e.g. they can
have the same owner, they can be included in the one holding structure, etc.).

14
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0,5 20% < Value< 30%
0 30% < Value< 40%

-0,5 40% < Value< 50%
-1 Value>50%

If the governmentownsmore than 50%of the analyzed companythe weight factoris equal to
zero. In other cases, when calculating the indicator of investment affiliation, the share of
investments in thaffiliated asses owned by thgovernment isequal to zero.

Assessment dhe factor can be increased bgnepoint, if affiliated investment objectshavea
high levelof reliability. If affiliates have a rating equal to the sovereign credit rating of the
government where the security was issygtde maximum posble score after adjustmenis 0,5.

Stability of the investment portfolio and presence of signs of manipulations with
investment portfolio

Sources of information: Questionnaire

The stability of the portfolio in regard to types of investments shall be substantiah order
to have a positive impact on thereliability of the insurer. A low fluctuating value of the
portfolio and the types of assets allow for a better and more predictable portfolio
management strategy.

Average ofthe two scores
Score | Description

1 The structure of the ¢ o ms@aerggarding ihentypesof
investments and investment objects (fluctuations of less thanSLpercentage points).
0 The structure of t he company’ s i nv
regarding the types of investments and investment objects (fluctuations frorh5 to
30 percentage points).
-1 The structure of the company’ s luictoations
are more than30 percentage points).

When analyzing the following signs afianipulations, theAgency take& T O1  AAAT O1 O
I £ AAAE OOE Cindthe censider@d ifGhe AcaledEiignifidant]

Signs of manipulations with securities portfolio Yes (“-1") /
No (“_1")

1. Inconsistency between investments reflected in the Questionnaire, an
investments reflected in the Balancesheet

2. Absence of statements about the Securities OR any doubts about correctnes;
thesestatements

3. Increase of the share of bills on nonreporting date, turnovers on bills and
issuedloans on non- reporting dates.

4. The share of stockmarket instruments in investment portfolio is more than
50% AND the company has no regulations omarket risk management and
related infrastructure (for the stock instruments).

5. Inconsistency between ROI and investment portfolio structure (for example
high return on investment (much higher than the average rate on deposits) witl
high share of fund on current accounts)
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6. The presence of significant accounts payable and / or accounts receivabde
securities transactions (on the basis of additional request), the same problem fq
a loan

7.The presence otfansacwobs(for example, Ehfh®bakance sheet)

8. Extremely high turnover on investmens.

9. Securities (bonds) are to be sold before coupon payment / redemption

10. Significant changes in the structure of investment portfolio by types g
investment (for instance, the largest type of investments was changed fron
securities to real estate)

11. The expert requested the contract of securitiepurchasing but the company
did not provide it (if the company explained that securities were purchased on thi
stockmar ket , the expert shal/l request

1 | All mentioned signs are absent

0 | One of thementioned sigrsis identified

-1 | Two or more of the mentioned sigrs are identified

The quality of receivables

Sources of informationFinancial statements.

A low share of outstanding receivables in the total receivableis positively evaluated as it

shows satisfactory collecting discipline.

Score | Description

1 Value<3%

0,5 3% Values 7%

0 7% Values 15%

-0,5 |15 %Value<s 5%

-1 Val w28% 2

6. System of indicators for the Industry Sector Risk (ISR) score

6.1 Insurance Market Penetration

With this indicator we assesghe importance ofthe insurance market in a specific country.
For this purposes, thepenetration as the percentage ohon-life insurance premiums to the
c ount r ysmeasuedd R positive evaluation is givenf the ratio is high as compared to

the global and regional average.

6.2 Section Insurance Market Density

This indicator allows the Agencyto measure the usage of insurance products within a
country. Density is calculated as the amount on nelife insurance premiums per capita. It
will be favourable for the ISR a score if the ratio is high as compared to the global and

regional average.
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6.3 Section Country Score

The purpose of this section is to assess the state of the credit environment in the economy
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the Banking System by using Banking Sector Risk (BSR) score.

6.4 Adjustment Factors

A number of qualitative factors are introduced in order to allow the Insurance Sector Risk to
be manually adjusted for the effects that a not precisely captured by the quantitative

analysis.

Scoring algorithm:

ISR

1 1-2 2-3 3-4 4-5 5-6
1 1 1/0,9 0,85/0,75 0,75/0,6 0,6/0,5 0,4/0,35
0,95 1/0,95 0,95/0,85 0,85/0,75 0,7/0,6 0,55/0,45 0,4/0,35

0,9 0,95 0,95/0,85 0,85/0,75 0,7/0,6 0,55/0,45 0,4/0,3
0,85 0,95 0,9/0,85 0,8/0,7 0,7/0,55 0,55/0,45 0,4/0,3

0,8 0,95/0,9 0,9/0,8 0,8/0,7 0,65/0,55 0,55/0,4 0,35/0,3
0,75 0,9/0,85 0,85/0,75 0,75/0,65 0,65/0,5 05/04 0,35/0,25
E 0,7 0,85/0,8 | 0,85/07 0,75/0,6 0,6/0,5 0,45/0,35 | 0,3/0,25
E 0,65 0,8 0,8/0,7 0,7/0,6 0,55/0,45 0,45/0,35 0,3/0,25
E 0,6 0,8/0,75 | 0,75/0,65 | 065/055 | 0,55/0,45 0,4/0,3 0,3/0,25
= 0,55 0,75 0,75/0,65 | 0,65/0,55 05/0,4 0,4/0,3 0,25/0,2
E 0,5 0,75 0,7/0,65 0,6 /0,55 05/04 0,4/0,3 0,25/0,2
- 0,45 0,75/0,7 0,7/0,6 0,6/0,5 05/0,4 0,35/0,3 0,25/0,2
52:‘ 0,4 0,7/065 | 0,7/06 0,6/0,5 05/0,35 | 0,35/0,25 | 0,25/0,2
= 0,35 0,65 0,65/0,55 0,55/0,45 0,45/0,35 0,3/0,25 0,2/0,15
E 0,3 0,6/055 | 06/05 0,5/0,4 0,4/0,3 0,3/0,2 0,2/0,15
= 0,25 0,55/05 | 055/0,4 0,45/03 | 0,35/0,25 | 0,25/0,15 | 0,2/0,15
0,2 0,45/0,4 0,45/0,3 0,4/0,25 0,3/0,2 0,2/0,15 0,15/0,1

0,15 0,4/03 | 0,35/0,25 0,3/0,2 0,25/0,15 | 0,15/0,1 0,1

0,1 03/01 [ 025/01 0,2/0,1 0,15/0,1 0,1 0,1

0,05 0,1 0,1 0,1 0,1 0,1 0,1

0 0 0 0 0 0 0
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7. The rules for the determination of the outlook on the rating of the
financial reliability

Rating-Agentur Expert RA GmbH determines therating outlook according to this
methodology. Rating outlookmeans the opinion of the Agency on the probability of changes
of the rating in oneyear perspective (uinless indicated otherwise. The reliability rating of
the rated entity can be assigned with one of the following outlooks:

1 Posgtive outlook (high probability of rating upgrade within the following 12
months);

1 Negative outlook (high probability of rating downgrade within the following 12

months);

Stable (high probability of rating maintenancewithin the following 12 months);

Devebping outlook (the probability of the following rating actions is equal for the

3 months horizon:upgrade, downgrade andating maintenance).

T
T

The outl ook on the rating of the company 1is
dynamics of the indicatoss, used in this methodology, i.e. the outlook is affected by the same
factors as the assigned rating, including the stressind support-factors. The rating outlook

is applicable only for the reliability rating (not for the stand alone reliability rating).

When assigning the outlook, theAgencytakes into account the historical data of the rated
entity, data fronmeAgeney snowhyimacsbeadboergmic fo

When assessing the r at A&gdncyased thetkgy rasng gssuptomse ct i v
for the possi bl e s c e nsaaswell asthe probabhitgof eachtsdertayo! s d
Suchscenarios are the subjective opinion of the members of the rating committee. These
scenarios can be based on the official strategy of the rated entity and internal calculations of

the Agency The outlook is sensitive to the final deision of the rating committee in the most
probabl e scenar i o soThe plahned clanged irt tlye'regulation aratakenc

into account for the outlook determination if they can have a significant influence on the

rating.

The rating committee can determine the critera, satisfaction or nonsatisfaction of which,
can lead to the changes in the rating (rating sensitivity).



