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Overview
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- On Nov. 15, 2023, we published our revised criteria for analyzing insurers' risk-based capital
(see "Insurer Risk-Based Capital Adequacy--Methodology And Assumptions").
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- Implementing the revised capital model criteria has positively impacted our view of the
financial strength of Associated Electric & Gas Insurance Services Ltd. (AEGIS).

- Therefore, we raised our long-term issuer credit and financial strength ratings on AEGIS to 'A'’ SECONDARY CONTACT
from "A-". Taoufik Gharib
New York

- The stable outlook reflects our expectation that AEGIS will maintain excellent capitalization,

supported by solid operating profitability. +1(212)438 7253

taoufik.gharib
@spglobal.com

Rating Action

OnJan. 3, 2024, S&P Global Ratings raised its long-term issuer credit and financial strength
ratings on Associated Electric & Gas Insurance Services Ltd. to 'A' from 'A-'. The outlook is stable.

Impact Of Revised Capital Model Criteria

- The improvement in capital adequacy under the revised capital model primarily reflects AEGIS'
strengthened total adjusted capital due to the removal of a haircut on reserve discounts and
the non-deduction of deferred acquisition costs.

- The benefits of risk diversification, which we now capture more explicitly in our analysis, also
support capital adequacy.

- However, the recalibration of our capital charges to higher confidence levels partly offset these
improvements.
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Credit Highlights

Overview

Key strengths Key risks

Leader in the North American energy and utilities niche for Reserve adequacy risks could add to earnings volatility owing

liability coverage. to inflationary pressures (core CPI and social inflation).

Dual underwriting platforms--Bermuda Mutual and a Susceptible to earnings volatility from high-severity product

top-quartile (by performance) Lloyd's syndicate. profile of excess liability and moderate natural catastrophe
risk.

Solid operating profitability resulting in steady Relatively larger concentration in the energy sector within its

surplus/capital growth. mutual business.

Outlook

The stable outlook reflects S&P Global Ratings' expectations that AEGIS will sustain its strong
competitive position and generate solid operating profitability, in line with similarly rated insurers.
While we expect AEGIS to enhance its product suite and meet the evolving needs of its members,
we expect its capitalization will remain unhindered.

Downside scenario
We could lower our ratings in the next two years if:
- AEGIS' capitalization falls and stays below our very strong/99.95% confidence level, or

- Its operating performance deteriorates significantly relative to similarly rated insurers.

Upside scenario

We do not expect to raise our ratings in the next two years because we don't anticipate AEGIS'
competitive position to strengthen further relative to that of highly rated peers.

Rationale

We believe AEGIS can maintain excellent capitalization through 2025, supported by its capital
management and strong capital-accretive earnings. We raised the ratings on AEGIS because,
following the implementation of our revised capital adequacy methodology, AEGIS' capitalization
as of year-end 2022 materially strengthened to our excellent/99.99% confidence level. We expect
AEGIS will maintain its capitalization through 2025.

AEGIS is a mutual insurance company and has no debt on its balance sheet. Thus, it has no
shareholder or debt servicing obligations. However, we believe AEGIS will continue to evaluate new
underwriting opportunities while remaining disciplined and cater to the evolving needs of its
member companies as the global energy market transitions to green and renewable energy from
fossil fuels. While we expect the company's product suite to expand, we do not anticipate a
material shift in its risk profile or its prospective capital requirements.
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In our view, AEGIS' leadership position, diversified underwriting platforms, and underwriting
profitability anchor its strong competitive position. AEGIS' competitive position is augmented
by its leadership position and deep penetration in the North American investor-owned and
municipal utilities, electrical generation, and transmission cooperatives market. Its Lloyd's
syndicate platform, which contributes nearly half of its total gross premium written, complements
the group's profitability (the syndicate is a top-quartile performer in the Lloyds marketplace) and
materially diversifies earnings.

In the past five years (2018-2022), AEGIS' combined ratio including policyholder dividends has
averaged 95.7%, in line with similarly rated insurers. (A combined ratio under 100% indicates an
underwriting profit.) In 2023-2025, under our base case, we expect the group's combined ratio to
be 95%-97%, including 5 percentage points of policyholder dividends.

Ratings Score Snapshot
To From
Financial strength rating A/Stable/-- A-/Positive/--
Anchor a a-
Business risk Strong Strong
IICRA Intermediate Intermediate
Competitive position Strong Strong
Financial risk Very strong Satisfactory
Capital and earnings Excellent Strong
Risk exposure Moderately high Moderately high
Funding structure Neutral Neutral
Modifiers - -
Governance Neutral Neutral
Liquidity Exceptional Exceptional

Comparable ratings analysis - -

Support - -

Group support - _

Government support - -

IICRA--Insurance Industry And Country Risk Assessment.

Related Criteria

- Criteria | Insurance | General: Insurer Risk-Based Capital Adequacy--Methodology And
Assumptions, Nov. 15, 2023

- General Criteria: Environmental, Social, And Governance Principles In Credit Ratings, Oct. 10,
2021

- General Criteria: Group Rating Methodology, July 1, 2019

- Criteria | Insurance | General: Insurers Rating Methodology, July 1, 2019
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- General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

Related Research

- Certain Issuer And Issue Ratings Placed Under Criteria Observation After Insurance Capital
Model Criteria Update, Nov. 15, 2023

- Associated Electric & Gas Ins. Services Ltd., June 16, 2023

Ratings List

Upgraded; Outlook Action

To From

Associated Electric & Gas Ins. Services Ltd.

Issuer Credit Rating

Local Currency A/Stable/-- A-/Positive/--

Financial Strength Rating

Local Currency A/Stable/-- A-/Positive/--

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.spglobal.com/ratings for further information. Complete ratings
information is available to RatingsDirect subscribers at www.capitalig.com. All ratings affected by this rating action
can be found on S&P Global Ratings' public website at www.spglobal.com/ratings.
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