Financial ratios — Insurance Sector

[Issued in December 2025]

Background

Care

RATINGS SOUTH AFRICA

A CareEdge Ratings India Group Company

Financial ratios are used to make a holistic assessment of financial performance of the entity. They also help
evaluating the entity’s performance vis-a-vis its peers within the industry. Financial ratios are not an ‘end’ by
themselves but a ‘means’ to understand the fundamentals of an entity. CARE Ratings South Africa (Pty) Limited
(CARE SA) follows a standard set of ratios for evaluating Insurance companies. These can be divided into three

categories as follows:
. Earnings
) Liquidity
J Solvency

These are given in detail below:

A. Earnings Ratios

Profitable operations are necessary for insurance companies to operate as a going concern. CARE SA
measurement of earnings focuses on an insurers’ ability to efficiently translate its strategies and competitive
strengths into growth opportunities and sustainable profit margins. CARE SA analyses the profitability of the

underwriting and investment functions separately:

Ratio \ Formula
GPWt — GPWHr-1
GPWr-1

*100

Premium Growth . .
GPW: Gross Premium Written

T: Current year
T-1: Previous year

Significance in Analysis

Indicates growth in business undertaken by the
insurance entity.

Net Premium Writtent
Gross Premium Writtent

Risk Retention

Indicates the level of risks retained by the insurer vis-a-
vis that ceded to reinsurers. Reinsurance plays an
essential role in the risk spreading process.

. Net Claims Incurredr
Loss Ratio - *100
Net Premium Earnedr

The ratio measures the company’s loss experience as a
proportion of premium income earned during the year.
The loss ratio is a reflection on the nature of risk
underwritten and the adequacy or inadequacy of pricing
of risks.

Management Expenser +/
(-) Net Commission
Paid/(Earned)t
Net Premium Earnedr

Expense Ratio

* 100

Expense ratio reflects the efficiency of insurance
operations. Expense ratio for an insurer is analyzed by
class of business, along with the trend of the same.

Combined Ratio Loss Ratio + Expense Ratio

Combined ratio is a measure of underwriting profitability
of an insurance company after factoring claims
expenses and operating expenses of the insurer.
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Ratio
Investment Yield

\ Formula

Total Investment Incomer
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Significance in Analysis
This ratio measures the average return on the
company’s invested assets before and after capital gains

Average Total Investments (1, 1-1)

and losses. While calculating the investment yield
including capital gains, both realized as well as
unrealized capital gains are considered.

Net Earnings
Ratio

Profit After Taxr

This ratio measures the overall profitability of an insurer
after factoring underwriting result, operating expenses

Net Premium Writtent

as well as investment income and tax.

Return on
revenue (ROR)

Profit Before Tax
Total Revenue

This ratio measures the company’s operating
profitability. ROR includes both an underwriting and an
investment component and hence captures both
sources of an insurance company’s earnings.

Return on This ratio reflects the post-tax return generated on

Networth Profit After Taxr networth of an insurer. It is a measure of overall return
Average Networth(r, T-1) on the equity deployed in the business.

Return on Profit After Taxr This ratio reflects the post-tax return generated on

Assets Average Total Assets(t, T-1) average total assets of an insurer.

B. Liquidity Ratio
Good liquidity helps an insurance company to meet policyholder’s obligations promptly. An insurer’s liquidity
depends upon the degree to which it can satisfy its financial obligations by holding cash and investments that
are sound, diversified and liquid or through operating cash flows. A high degree of liquidity enables an insurer
to meet the unexpected cash requirements without untimely sale of investments, which may result in
substantial realized losses due to temporary market conditions and/or tax consequences.

Liquid Assets
to Technical
Reserves

Formula

Liquid AssetsT

Technical ReservesT

Significance in Analysis
Technical reserves are reserves created to take care
of ‘expected’ claims that may arise. While an insurer
may not be expected to maintain liquid assets equal
to technical reserves, a higher proportion of liquid
assets would help the insurer in taking care of these
‘expected’ claims.

Liquid Assets
to Current
Liabilities

Liquid AssetsT

Current LiabilitiesT

This ratio indicates an insurer’s ability to settle its
current liabilities without prematurely selling long-
term investments or to borrow money. If this ratio is
less than one, then the insurer’s liquidity becomes
sensitive to the cash flow from premium collections.
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C. Solvency Parameters
Adequacy of solvency margin forms the basic foundation for meeting policyholder obligations. All insurance
companies are required to comply with solvency margin requirements of the regulator as prescribed from
time to time. ‘Solvency Margin’ for insurance companies is akin to ‘Capital Adequacy Ratio’ of Banks.

Formula Significance in Analysis
Available Solvency Margin Compliance with minimum requirement as well as
Solvency - . hi ilable ab th lat L
Ratio Required Solvency Margin cushion available above the regulatory minimum
is examined.
Operating Net Premium Writtent This ratio indicates current as well as potential
Leverage NetworthT underwriting capacity of an insurer.

[Reviewed in December 2025. Next Review due in December 2026]
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About Us:

CARE Ratings South Africa (Pty) Limited (CareEdge South Africa) is incorporated in 2023 to provide credit ratings and related services in South
Africa. CARE SA is a wholly owned subsidiary of CARE Ratings Africa (Private) Limited (CareEdge Africa), which is a part of CareEdge Group
based in India. In October 2024, CareEdge South Africa has received its license from the Financial Sector Conduct Authority (FSCA) of South
Africa. CARE SA provides Ratings of various instruments such as Bonds, Money Market Instruments, Bank Deposits, Structured Finance and
Bank Facilities. CareEdge South Africa also does Issuer Rating (Banks, Corporates, NBDTIs & Insurance companies). Please visit CareEdge
South Africa website - .

About CareEdge Group

CARE Ratings Ltd. (CareEdge Ratings)

CareEdge Ratings, based out of India and the parent company of the CareEdge group, was incorporated in 1993 and is the one of the largest
Credit Rating Agency (CRA) of India and features amongst the top ten credit rating agencies globally. Since inception, CareEdge Ratings has
rated USD 2.5 trillion worth of debt and has undertaken over 95,000 rating assignments which includes ratings of large, mid and small
corporates as also sub sovereign and state utility companies. Please visit CareEdge website -

CARE Ratings (Africa) Private Limited

In the quest of supporting the development of capital market in African Union, CareEdge Group has set up the first rating agency of Mauritius
- CARE Ratings (Africa) Private Limited (CareEdge Africa) in 2014, which is licensed by Financial Services Commission of Mauritius and Capital
Markets Authority of Kenya. CareEdge Africa is also recognised by the Bank of Mauritius as External Credit Assessment Institution (ECAI).
CareEdge Africa’s shareholders are CARE Ratings, India (CARE Ratings), African Development Bank (AfDB), MCB Equity Fund (MEF) and SBM
(NFC) Holdings Limited (SNHL). Please visit CARE Ratings Africa website -

Disclaimer for Rating Methodology

The rating methodology provided by CARE Ratings South Africa (Pty) Limited ("CARE SA”) is intended to offer a comprehensive framework
for assessing creditworthiness. The rating methodology is based on various quantitative and qualitative factors, and while it aims to provide a
consistent and objective approach, it is not infallible.

CARE SA publishes its rating methodologies in its website at https://www.careedgesouthafrica.com/criteria_methodologies. Along with this,
CARE SA publishes its various criteria and policies on code of conduct, conflict of interest, rating process, in our website and update the same
from time to time.

This rating methodology has been made available on the website solely for informational purposes, and no part of this methodology should
be used, copied, reproduced, distributed without the prior consent of CARE SA or without appropriate credit being given to CARE SA. This
methodology, in whole or in part, shall not be modified, reverse engineered in any form and shall not be used for obtaining any commercial
gains or for any unauthorised or unlawful purpose. No part of this methodology or report shall be construed as any accounting, legal,
regulatory, tax, research, or investment advice.

Ratings are statements of opinion and not statements of fact. Ratings are opinions as on date they are issued and are subject to change based
on new information or changes in the market environment. They do not constitute recommendations to buy, hold, or sell any securities or
make any investment decisions. Ratings should not be the sole basis for any investment decision. Ratings are not substitutes for professional
judgment in investment decisions, and users should rely on their own judgment and seek professional advice before making any financial
decisions. All opinions expressed are in good faith, based on the information available at the time of the rating. These opinions are subject to
change without notice. The methodology and resulting ratings are not solicitations to engage in any transaction with the entities rated. CARE
SA does not act as a fiduciary, investment advisor or in the interest of the issuer or issuances it rates.

While CARE SA has obtained information from sources it believes to be reliable, CARE SA does not perform an audit and undertakes no duty
of due diligence or independent verification of any information it receives and/or relies on in its reports. CARE SA is not liable for any errors
or omissions in the methodology or for any actions taken based on the ratings. CARE SA does not guarantee the accuracy, completeness, or
adequacy of the methodology or the resulting ratings. CARE SA and its associates disclaim all liability for any damages arising from the use of
its methodology, reports or any rating actions. ALL WARRANTIES, EXPRESS OR IMPLIED, INCLUDING THOSE OF MERCHANTABILITY AND
FITNESS FOR A PARTICULAR PURPOSE, ARE DISCLAIMED. In no event shall CGIL or its affiliates be liable for any direct, indirect, incidental,
punitive, or consequential damages arising from the use of the rating methodology or the ratings.

CARE SA may receive compensation for providing credit ratings from issuers or underwriters of securities or obligors. CARE SA reserves the
right to disseminate its reports which may include its opinions, assessments, analysis or research on its websites, various CARE SA publications
or third-party distributors. CARE SA maintains strict confidentiality of non-public information received during the rating process and has policies
to maintain confidentiality of data it receives.

By using this rating methodology, you acknowledge and agree to these terms and conditions.

All rights reserved @ CARE Ratings South Africa (Pty) Limited
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