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Key Rating Drivers
Favorable Company Profile: Factory Mutual Insurance Company (FM Global) maintains a strong
franchise in the commercial property market for highly protected risks. In 2020, based on
statutory results, FM Global held the No. 1 market share position in the boiler and machinery line
of business among all U.S. property/casualty groups based on direct premiums written,
representing roughly one-third of industrywide premiums. FM Global was also the largest writer
of allied lines and fire business in 2020.
Underwriting Results Improve: The GAAP combined ratio was strong at 71.8% through 9M21,
as a favorable rate environment and generally low loss activity led to underwriting improvement
consistent with long-term results. FM Global's portfolio of property business is inherently volatile,
as the company is one of the leading providers of large limit commercial property capacity.
However, the company's risk management sophistication, loss control and pricing expertise
allowed it to achieve very strong financial performance over the long term.
Very Strong Capitalization: FM Global’s capital position is very strong and remains well
positioned to manage the inherent volatility of the group’s results. FM Global’s score in Fitch
Ratings’ Prism capital model remained at ‘Extremely Strong’ based on 2020 data. GAAP
policyholders’ surplus increased by approximately 14%, to $18.8 billion, at 9M21, largely due to
positive underwriting results, realized investment gains and unrealized gains on the fair value of
equity securities still held.
Liquid Investment Portfolio: Fitch believes FM Global’s high-quality, fixed-income portfolio
provides ample liquidity to meet its policyholder obligations. As of Sept. 30, 2021, the company
held approximately $2.3 billion of consolidated cash and cash equivalents.
Investment Risk: FM Global’s above-average allocation to equities moderated somewhat relative
to recent periods, as the company increased diversification across risk assets in an effort to
reduce expected portfolio volatility. FM Global’s allocation of unaffiliated equities to total cash
and invested assets on a GAAP basis was approximately 42%, as of Sept. 30, 2021. The
company’s long-term total return philosophy enabled it to grow its book value over the years and
provides greater near-term uncertainty of investment portfolio returns.

Risk Engineering Insurance
Company Limited
Insurer Financial Strength

AA

Outlook
Stable

Financial Data
Factory Mutual Insurance Company
($ Mil.)

2019

2020

Net Earned Premium

4,211

4,706

Net Income

2,479

1,732

Combined Ratio (%)

80.6

92.5

Return on
Average Surplus (%)

18.8

11.1

⎯

⎯

Debt and Hybrids

Source: Factory Mutual Insurance Company.

Applicable Criteria
Insurance Rating Criteria (November 2021)

Related Research
Global Insurance Ratings Stabilize, but
Pressures Remain (August 2021)

Rating Sensitivities

U.S. Cyber Insurance Market Update (Spike in
Claims Leads to Decline in 2020
Underwriting Performance) (May 2021)

Negative Rating Sensitivities: Key sensitivities for FM Global’s ratings that could lead to a
downgrade include severe deterioration in long-term results, to the point where the company no
longer outperforms its peers; consolidated U.S. operating and net leverage approaching 0.75x
and 1.75x, respectively; a sustained period of net losses or catastrophe losses out of proportion
with market share; or a significant deterioration in FM Global’s capitalization as measured by
Fitch’s Prism capital model.

Analysts

Near-Term Upgrade Unlikely: Key rating sensitivities that could lead to an upgrade over the long
term include achieving consistent levels of strong capital associated with higher rating levels over
a multiyear period, including a Prism capital model score of ‘Extremely Strong’, a material decline
in common equity investments and reducing volatility in surplus. Fitch views a potential upgrade
as somewhat limited by Fitch's broader view of the risks inherent in the company's profile.
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Key Credit Factors — Scoring Summary
Operational Profile
Factor
Levels

Industry Profile &
Operating
Environment

Business Profile

Financial Profile
Capitalization &
Leverage

Debt Service
Capabilities and
Financial
Flexibility

Financial
Performance &
Earnings

Investment and
Liquidity Risk

Asset/Liability
Management

Reserve
Adequacy

Other Factors &
Reinsurance, Risk
Criteria Elements
Mitigation &
(see below)
Catastrophe Risk

aaa

Insurer Financial
Strength
AAA
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aa+

Credit Factor

AA+
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AA
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AA-
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A+
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a

A
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a-

A-

Stable
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BBB+

Stable
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bb

BB

Stable
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BB-
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B+

Stable

b

B

Stable

b-

B-

Stable
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Stable

ccc
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Stable
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Stable
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CC

Stable

c

C
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Other Factors & Criteria Elements
Provisional Insurer Financial Strength
Non-Insurance Attributes

Corporate Governance & Management

Ownership / Group Support

AA

Bar Chart Legend

Positive

Neutral

Negative

+0

Effective

Some Weakness

Ineffective

+0

Positive

Neutral

Negative

+0

Yes

No

AAA

+0

Bar Arrows = Rating Factor Outlook

AA




Vertical Bars = Range of Rating Factor
Bar Colors = Relative Importance
Higher Influence
Moderate Influence
Lower Influence

Transfer & Convertibility / Country Ceiling

Insurer Financial Strength (IFS)
IFS Recovery Assumption

Issuer Default Rating (IDR)

Final:
Good

-1
Final:

Positive
Evolving




Negative
Stable

n.a.

Latest Developments

Peer Comparison

•

Click here for a report that shows a
comparative peer analysis of key
credit factor scoring.

FM Global experienced relatively low loss activity during 9M21, with the exception of
the winter storm event in the Southern U.S. states and Hurricane Ida. Net loss exposure
to these events is limited by the company’s $450 million catastrophe reinsurance
retention level.

Industry Profile and
Operating Environment
(IPOE)
Click here for a link to a report that
summarizes the main factors driving
the above IPOE score.
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Company Profile
Fitch ranks FM Global’s business profile as a favorable compared with all other U.S. non-life
insurers, due to the company’s unique franchise, largely derived from its engineering capabilities
and loss prevention services that are difficult for competitors to replicate. Given the favorable
ranking, Fitch scores FM Global’s business profile at ‘aa–’ under its rating guidelines and it carries
a moderate weight.
FM Global maintains a strong franchise in the commercial property market for highly protected
risks. In 2020, based on statutory results, FM Global held the No. 1 market share position in the
boiler and machinery line of business among all U.S. property/casualty groups based on direct
premiums written, representing roughly one-third of industrywide premiums. FM Global was also
the largest writer of both fire and allied lines in 2020.
FM Global conducts onsite loss prevention and engineering reviews at the majority of its insured
sites, including all of its larger policyholder sites, and Fitch believes that these reviews have a
significant positive effect on the company’s underwriting results. These results, Fitch believes,
are due in part to the extensive engineering and loss prevention studies the company conducts
at its state-of-the-art engineering test facility. Fitch views FM Global’s ability to conduct these
studies and the insights they bring to the company’s underwriting process as key competitive
advantages.
Fitch views FM Global’s risk appetite as greater than that of the industry as the company provides
capacity for large commercial risks and has the ability to offer large limits on property exposures.
The company’s underwriting portfolio of large property risks brings inherent volatility to FM
Global’s year to year operating performance. Fitch considers FM Global the industry leader in
incorporating engineering expertise into insurance products and underwriting processes, which
helps offset the volatility in results.
FM Global writes business for commercial clients around the globe, providing the company with
significant geographic diversification. The company maintains robust underwriting standards that
are employed in the same manner for all of the properties around the world for which the
company provides coverage. The organization employs more than 1,800 engineers that provide
loss control expertise and provide consistency in underwriting practices around the globe.
Fitch also believes FM Global’s dual product distribution methods provide diversification as the
company uses direct distribution and brokers to market its products and maintains a relatively
high degree of operational control over its distribution. The operations staff is comprised of
engineers and underwriters, and its members complement the company’s distribution channels
and have a significant amount of client interaction.
Corporate governance and management are considered moderate/favorable relative to all other
U.S. non-life insurers and are considered neutral to the rating. FM Global has an 11-member
board of directors, who are elected by policyholders for three-year terms. The company has a
demonstrated history of effective succession planning for executive management team.

Ownership
FM Global is a mutual insurance company that specializes in providing engineered loss prevention
services and high-limit commercial property coverage to its member clients. FM Global was
formed in mid-1999 through the merger of Allendale Mutual Insurance Company, Protection
Mutual Insurance Company and Arkwright Mutual Insurance Company. Prior to the merger,
these companies shared an engineering and research facility, as well as ownership of FM
Insurance Company, Ltd. (FMI), and participated in various reinsurance agreements with one
another.
The company’s primary domestic insurance subsidiaries are Affiliated FM Insurance Company
(with its Canada branch) and Appalachian Insurance Company. The organization conducts
insurance operations internationally through subsidiaries in Luxembourg (FM Insurance Europe
S.A.), the U.K. (FMI) and Mexico (FM Global de Mexico, S.A. de C.V.) and branch offices in Canada,
Australia, New Zealand, Singapore, Hong Kong and Labuan. Risk Engineering Insurance Company
Limited (REICL) is a wholly owned subsidiary of FM Global that only assumes business ceded to
it from other FM Global group companies.

Factory Mutual Insurance Company
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Capitalization and Leverage
Very Strong Capitalization Supports Rating Level
FM Global has consistently grown policyholders’ surplus in recent years, as the company remains
well positioned to manage the inherent volatility of the group’s results. GAAP policyholders’
surplus increased by approximately 14%, to a record level of $18.8 billion at 9M21, largely due
to positive underwriting results, realized investment gains and unrealized gains on the fair value
of equity securities still held.
FM Global continues to use a conservative amount of operating leverage. At Dec. 31, 2020, the
company’s annualized ratio of net premiums written to statutory surplus was 0.3x, which is equal
to the company’s five-year average. Fitch believes FM Global’s operating leverage remains
supportive of the current rating level. FM Global issues no debt and accordingly uses zero
financial leverage, which Fitch considers a positive rating factor.
FM Global’s YE 2020 NAIC RBC ratio was 384% of the company action level, as the company
maintains very strong levels of policyholders’ surplus at the lead company. Fitch views the
company’s RBC ratio as being higher than many comparably rated peers.

Financial Highlights
2019

2020

13,708

15,359

Net Premiums
Written/PHS (x)

0.3

0.3

Net Leverage (x)

0.9

0.9

Gross Leverage (x)

1.1

1.1

390

384

PHS ($ Mil.)

a

NAIC RBC Ratio (%)
a

Lead company RBC of the company action level.
PHS – Policyholders’ surplus. Note: Statutory
accounting.
Source: Fitch Ratings, S&P Global Market
Intelligence

FM Global’s score in Fitch’s Prism capital model remained at ‘Extremely Strong’ based on 2020
data, as the company’s available capital increased during the period, and natural catastrophe risk
contributed a smaller proportion of overall target capital than in prior years. See the Reinsurance,
Risk Management and Catastrophe Risk section of this report on page 7 for further details on FM
Global’s catastrophe risks and risk mitigation tools.

Fitch Expectations
•

FM Global is expected to maintain very strong capitalization in 2022, measured by the
low levels of underwriting and net leverage, solid NAIC RBC ratio, and a ‘Very Strong’
Prism score or better.

2020 Prism Score — Factory Mutual Insurance Company
Target Capital
Available Capital

($ Mil.)
Prism Score

($ Mil.)
18,000

16,000
14,000

2018

2019

2020

Extremely Extremely Extremely
Strong
Strong
Strong

AC/TC at Prism
Score (%)

119

146

159

AC/TC at Higher
Prism Score (%)

N.A.

N.A.

N.A.

Statutory Surplus

11,241

13,708

15,359

—

—

—

12,000
10,000

Affiliated Investments

8,000

Unrealized Bond
Gains/(Losses)

6,000

—

—

—

438

702

967

11,680

14,410

16,326

22

30

33

7

5

3

Investments

20

19

19

Catastrophe

32

24

23

Other

19

22

22

Other Adjustments

4,000

Available Capital
(AC Base)

2,000

Target Capital Contributors (%)
Somewhat Weak

Adequate

Strong

Very Strong

Extremely Strong

0

Underwriting
Reserves

AC – Available capital. TC – Target capital. N.A. – Not applicable. Note: Red line is AC.
Source: Fitch Ratings, S&P Global Market Intelligence.
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Debt Service Capabilities and Financial Flexibility
Strong Liquidity with No Debt to Service
Fitch views FM Global’s financial flexibility and debt service to be weaker than that of peers with
public ownership and lower than the current rating category. Overall financial flexibility has a
lower influence in determining FM Global’s ratings.
As a mutual insurer, FM Global has no access to the equity capital markets. The company also
has limited access to the debt capital markets, thus reducing the financial flexibility of the
company. However, management’s strategy accounts for this and manages the company’s cash
flows accordingly.
FM Global has never issued debt through the capital markets and the company’s capital structure
consists entirely of policyholder owned funds.
FM Global maintains a significant balance of cash and cash equivalents that provides liquidity to
fund losses in the underwriting portfolio and limits the need for additional liquidity from thirdparty sources.

Financial Highlights
($ Mil.)

2019

2020

14,583

16,494

1,960

1,707

Long-Term Debt

—

—

Interest Expense

—

—

Consolidated Surplus
Cash and Cash
Equivalents

Note: Reported on a GAAP basis.
Source: Factory Mutual Insurance Company
annual reports.

Fitch Expectations
•

FM Global is expected to maintain the current strong level of liquidity.

Financial Performance and Earnings
Long-Term Underwriting Success with Potential for Volatility
FM Global’s 9M21 GAAP combined ratio was very strong at 71.8% as underlying performance
benefited from improved pricing and terms and conditions in recent periods. FM Global’s
portfolio of property business is inherently volatile, as the company is one of the leading
providers of large limit commercial property capacity. However, the company’s risk management
sophistication, loss control and pricing expertise have allowed the company to achieve very
strong financial performance over the long term. Fitch continues to view the company’s longterm results as supportive of its ratings.

Financial Highlights

The company’s operating performance over the long term has been very strong despite exposure
to periodic catastrophe losses, reflecting the company’s underwriting expertise, expense
efficiencies and generally favorable market conditions. Fitch believes there is a significant amount
of inherent volatility in FM Global’s year to year operating performance because of the
company’s large book of property insurance and its corresponding exposure to both natural and
man-made catastrophe-related losses. Due to this potential volatility, Fitch believes FM Global’s
underwriting results are best viewed on a cumulative basis over a relatively long period.

($ Mil.)

2019

2020

Net Earned Premiums

4,211

4,706

Net Income

2,479

1,732

Combined Ratio (%)

80.6

92.5

Operating Ratio (%)

67.2

82.2

Return on Surplus (%)a

18.8

11.1

Note: Reported on a GAAP basis.
Source: Factory Mutual Insurance Company
annual reports.

FM Global announced that eligible policyholders would collectively receive an estimated
$600 million in membership credits when they renewed their policies in 2022. Membership
credits were not provided in 2020 and 2021. The payment of membership credits effectively
reduces the level of net earned premium reported by the company. From 2017 to 2019,
membership credits increased FM Global’s combined ratio by an average of 6.2 percentage
points.

Fitch Expectations
•

FM Global’s underwriting results are expected to remain at levels comparable with the
company’s long-term results in 2022, assuming normal catastrophe experience.

Factory Mutual Insurance Company
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Investment and Asset Risk
Large Allocation to Equity Risk with Strong Liquidity
FM Global’s investment portfolio is managed on a total return basis with a long-term investment
horizon. The company invests in fixed-income securities to support the relatively short-duration
liabilities generated by its property insurance reserves and equities to support surplus growth. As
a result, FM Global is significantly overweight in common stock investments relative to the
industry.
FM Global’s above-average allocation to equities moderated somewhat relative to recent
periods, as the company increased diversification across risk assets in an effort to reduce
expected portfolio volatility. FM Global’s allocation of unaffiliated equities to total cash and
invested assets on a GAAP basis was approximately 42%, as of Sept. 30, 2021. The company’s
long-term total return philosophy enabled it to grow its book value over the years and produces
greater near-term uncertainty of investment portfolio returns.
FM Global’s bond portfolio exhibits high credit quality and liquidity. At Dec. 31, 2020,
approximately 95% of the portfolio consisted of publicly traded investment-grade bonds, which
translates into statutory surplus exposure to below-investment-grade bonds of 5%.

Financial Highlights
2019

2020

Cash and Invested
Assets ($ Mil.)

19,749

22,356

Invested
Assets/Surplus (x)

1.4

1.5

Investment Yield (%)

1.9

1.2

Risky Assets Ratio (%)

70

76

381

434

Liquidity Ratio (%)

Note: Statutory accounting.
Source: Fitch Ratings, S&P Global Market
Intelligence.

Fitch Expectations
•

FM Global is expected to maintain an above-average investment allocation to equity
securities, which is consistent with the company’s long-term total return strategy.

Reserve Adequacy
History of Moderate Favorable Reserve Experience
Fitch believes FM Global’s loss reserves are adequate and that the company follows a disciplined
approach when establishing reserves. Fitch also believes that the relatively short duration of FM
Global’s reserves reduces reserve uncertainty. The vast majority of the company’s loss reserves
tend to develop into paid losses within three years.
Fitch uses a reserve adequacy model, and reported paid loss and incurred loss data from Schedule
P are used to estimate ultimate accident-year losses and required accident-year reserves. Using
FM Global’s YE 2020 data, Fitch’s model estimates an adequate level of reserves using paid loss
data and case-incurred data.
Starting with accident-year 2002, each subsequent accident year developed favorably since FM
Global’s initial reserve estimates, displaying conservatism in setting the company’s reserves that
compare favorably with peers and the overall industry.
FM Global has not reported unfavorable development on asbestos-related reserves since 2017.
The company reported a total of $55 million of asbestos development over the past five-year
period, with overall favorable prior-year reserve experience during that time.

Financial Highlights
2019

2020

3,287

3,054

215

261

—

—

Other Adverse
(Favorable) Reserve
Development

(400)

(148)

Adverse (Favorable) Res.
Development/NPE (%)

(10.6)

(3.5)

($ Mil.)
Loss Reserves
Loss Adjustment
Expense Reserves
Asbestos Reserves
Adverse Development

NPE – Net premiums earned. Note: Statutory
accounting.
Source: Fitch Ratings, S&P Global Market
Intelligence.

Fitch believes that FM Global’s reserves for asbestos-related claims are strong and, unlike many
of its peers, FM Global bolstered its asbestos reserves while still generating strong calendar-year
profitability. The company’s gross and net survival ratios based on three-year average paid
asbestos losses were 27.9x and 29.6x, respectively, at YE 2020. Fitch also believes that FM
Global has solid reserves for environmental claims. At YE 2020, the company’s gross and net
survival ratios based on three-year average paid environmental losses were 41.9x and 40.5x,
respectively. Net asbestos and environmental reserves totaled $655 million at YE 2020,
representing approximately 20% of FM Global’s overall net loss and loss adjustment expense
reserves.

Fitch Expectations
•

Maintenance of an adequate reserve position is anticipated.
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Reinsurance, Risk Mitigation and Catastrophe Management
Fitch believes that FM Global’s reinsurance programs provide adequate protection against the
large losses the company could face and that the credit quality of the company’s reinsurers is
good. FM Global has a significant exposure to natural and man-made catastrophic losses from its
large book of property insurance. As a result, Fitch believes that reinsurance is a very important
component of FM Global’s risk management process.
FM Global’s excess of loss reinsurance program consists of a per-risk program and a catastrophe
program. The per-risk program provides the company with coverage on individual claim losses in
excess of $300 million for Factory Mutual Insurance company, with a $75 million retention for
Affiliated FM. The company’s catastrophe reinsurance program separately provides coverage on
catastrophe losses from all perils in excess of $450 million.
The highest layers of FM Global’s catastrophe reinsurance program provide protection from the
company’s largest catastrophe exposure, North American earthquake. The company maintains
$400 million of coverage specific to North American earthquake risk in the top layers of the
catastrophe reinsurance program.
FM Global uses a diverse mix of financially sound reinsurers, and Fitch believes the overall credit
quality of the company’s reinsurance recoverable is strong. FM Global’s most substantial
reinsurance recoverable exposures are to large companies with high credit ratings, such as Swiss
Re Group and Munich Re Group., which provide Fitch with confidence in FM Global’s ability to
recover funds owed to the company in the wake of a large claim.
FM Global manages its capital by examining catastrophe exposure using a probabilistic approach
relative to capital and by evaluating growth in total insured values relative to growth in surplus.
The company uses location-based insured data to determine its exposure in catastrophe-prone
areas. As such, the company performs a ground-up analysis and does not rely solely on
catastrophe model simulations to determine its potential shock losses.
Fitch also believes the quality of data FM Global uses in its catastrophe exposure analysis is
enhanced by the engineering standards it maintains and data collected in relation to its insured
properties.

Fitch Expectations
•

FM Global will continue to utilize industry leading risk assessment and loss prevention
expertise in its underwriting of its commercial property portfolio.

•

The company is expected to maintain use of its robust risk transfer program as part of
its overall risk management strategy.
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Appendix A: Other Ratings Considerations
Below is a summary of additional ratings considerations that are part of Fitch’s ratings criteria.

Group Insurer Financial Strength (IFS) Rating Approach
Fitch considers all rated subsidiaries as Core, thus Fitch applies a group rating methodology as
the company has the willingness and ability to provide support to group members. FM Global is
a party to a pooling arrangement with its wholly owned subsidiaries Appalachian Insurance Co.
and Affiliated FM Insurance Co. As a result of the pooling agreement, Fitch considers these U.S.based insurance subsidiaries to be Core. U.K.-domiciled FMI; Luxembourg-domiciled FM
Insurance Europe S.A.; and Mexico-domiciled FM Global de Mexico, S.A. de C.V. benefit from
significant reinsurance support from FM Global as well policy level guarantees. Risk Engineering
Insurance Company Limited is a wholly owned subsidiary of FM Global that only assumes
business ceded to it from other FM Global group companies, leading to the status of Core. All
operating companies have a ‘AA’ IFS rating based on a combined group assessment.

Notching

Notching Summary
IFS Ratings
A baseline recovery assumption of Good applies to the IFS rating, and standard notching was used from
the IFS “anchor” rating to the implied operating company IDR.
Holding Company IDR
No holding company relationship exists.
Holding Company Debt
The company issues no debt.
Hybrids
The company issues no hybrid securities.
IFS – Insurer Financial Strength. IDR – Issuer Default Rating.

Short-Term Ratings
Not applicable.

Hybrid — Equity/Debt Treatment
Not applicable.

Transfer and Convertibility Risk (Country Ceiling)
None.

Criteria Variations
None.
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Appendix B: Environmental, Social and Governance Considerations
Insurance Ratings Navigator

Factory Mutual Insurance Company

US Non-Life

Credit-Relevant ESG Derivation

Overall ESG Scale

Factory Mutual Insurance Company has 8 ESG potential rating drivers








key driver

0

issues

5

driver

0

issues

4

potential driver

8

issues

3

1

issues

2

5

issues

1

Factory Mutual Insurance Company has exposure to underwriting/reserving exposed to asbestos/hazardous materials risks but this has very low impact on the rating.
Factory Mutual Insurance Company has exposure to underwriting/reserving exposed to environmental and natural catastrophe risks; impact of catastrophes on own operations or asset quality; credit
concentrations but this has very low impact on the rating.
Factory Mutual Insurance Company has exposure to compliance risk; treating customers fairly; pricing transparency; privacy/data security; legal/regulatory fines; exposure to insured and own cyber risk but this
has very low impact on the rating.
Factory Mutual Insurance Company has exposure to social responsibility and its effect on brand strength; increased vulnerability due to credit concentrations but this has very low impact on the rating.
Governance is minimally relevant to the rating and is not currently a driver.
not a rating driver

Environmental (E)
General Issues

Sector-Specific Issues

E Score

Reference

E Scale

GHG Emissions & Air Quality

1

n.a.

n.a.

5

Energy Management

1

n.a.

n.a.

4

Water & Wastewater
Management

1

n.a.

n.a.

3

Waste & Hazardous Materials
Management; Ecological
Impacts

3

Underwriting/reserving exposed to asbestos/hazardous materials risks

Exposure to Environmental
Impacts

3

Underwriting/reserving exposed to environmental and natural catastrophe
risks; impact of catastrophes on own operations or asset quality; credit
concentrations

Capitalization & Leverage; Financial Performance &
Earnings; Reserve Adequacy; Reinsurance, Risk Mitigation &
Catastrophe Risk
Capitalization & Leverage; Financial Performance &
Earnings; Reserve Adequacy; Reinsurance, Risk Mitigation &
Catastrophe Risk; Investment & Asset Risk

How to Read This Page
ESG scores range from 1 to 5 based on a 15-level color gradation. Red (5) is most
relevant and green (1) is least relevant.
The Environmental (E), Social (S) and Governance (G) tables break out the
individual components of the scale. The right-hand box shows the aggregate E, S, or G
score. General Issues are relevant across all markets with Sector-Specific Issues
unique to a particular industry group. Scores are assigned to each sector-specific issue.
These scores signify the credit-relevance of the sector-specific issues to the issuing
entity's overall credit rating. The Reference box highlights the factor(s) within which the
corresponding ESG issues are captured in Fitch's credit analysis.

2
1

Social (S)
General Issues
Human Rights, Community
Relations, Access &
Affordability
Customer Welfare - Fair
Messaging, Privacy & Data
Security

Sector-Specific Issues

S Score

Reference

S Scale

1

n.a.

n.a.

5

3

Compliance risk; treating customers fairly; pricing transparency;
privacy/data security; legal/regulatory fines; exposure to insured and own
cyber risk

Industry Profile & Operating Environment; Business Profile;
Reserve Adequacy

4

Labor Relations & Practices

2

Impact of labor negotiations, including board/employee compensation and
composition

Corporate Governance & Management

3

Employee Wellbeing

1

n.a.

n.a.

2

Exposure to Social Impacts

3

Business Profile; Investment & Asset Risk; Financial
Social responsibility and its effect on brand strength; increased vulnerability
Performance & Earnings; Reinsurance, Risk Mitigation &
due to credit concentrations
Catastrophe Risk

The Credit-Relevant ESG Derivation table shows the overall ESG score. This score
signifies the credit relevance of combined E, S and G issues to the entity's credit rating.
The three columns to the left of the overall ESG score summarize the issuing entity's
sub-component ESG scores. The box on the far left identifies some of the main ESG
issues that are drivers or potential drivers of the issuing entity's credit rating
(corresponding with scores of 3, 4 or 5) and provides a brief explanation for the score.
Classification of ESG issues has been developed from Fitch's sector ratings criteria.
The General Issues and Sector-Specific Issues draw on the classification standards
published by the United Nations Principles for Responsible Investing (PRI) and the
Sustainability Accounting Standards Board (SASB).
Sector references in the scale definitions below refer to Sector as displayed in the
Sector Details box on page 1 of the navigator.

1

CREDIT-RELEVANT ESG SCALE

Governance (G)
General Issues

Sector-Specific Issues

G Score

Reference

G Scale

How relevant are E, S and G issues to the overall credit rating?

3

Operational implementation of strategy

Corporate Governance & Management; Business Profile

5

5

Highly relevant, a key rating driver that has a significant impact on the rating on an
individual basis. Equivalent to "higher" relative importance within Navigator.

Governance Structure

3

Board independence and effectiveness; ownership concentration;
protection of creditor/stakeholder rights; legal /compliance risks; business
continuity; key person risk; related party transactions

Corporate Governance & Management

4

4

Relevant to rating, not a key rating driver but has an impact on the rating in
combination with other factors. Equivalent to "moderate" relative importance within
Navigator.

Group Structure

3

Organizational structure; appropriateness relative to business model;
opacity; intra-group dynamics; ownership

Corporate Governance & Management; Ownership

3

3

Minimally relevant to rating, either very low impact or actively managed in a way that
results in no impact on the entity rating. Equivalent to "lower" relative importance
within Navigator.

Financial Transparency

3

Quality and timing of financial reporting and auditing processes

Corporate Governance & Management

2

2

Irrelevant to the entity rating but relevant to the sector.

1

1

Irrelevant to the entity rating and irrelevant to the sector.

Management Strategy

ESG Considerations
Unless otherwise disclosed in this section, the highest level of ESG credit relevance is a score of
‘3’. ESG issues are credit neutral or have only a minimal credit impact on the entity, either due to
their nature or the way in which they are being managed by the entity. For more information on
Fitch’s ESG Relevance Scores, visit www.fitchratings.com/esg.
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The ratings above were solicited and assigned or maintained at the request of the rated
entity/issuer or a related third party. Any exceptions follow below.

DISCLAIMER & DISCLOSURES
All Fitch Ratings (Fitch) credit ratings are subject to certain limitations and disclaimers. Please read these
limitations and disclaimers by following this link: https://www.fitchratings.com/understandingcreditratings. In
addition, the following https://www.fitchratings.com/rating-definitions-document details Fitch's rating
definitions for each rating scale and rating categories, including definitions relating to default. Published ratings,
criteria, and methodologies are available from this site at all times. Fitch's code of conduct, confidentiality,
conflicts of interest, affiliate firewall, compliance, and other relevant policies and procedures are also available
from the Code of Conduct section of this site. Directors and shareholders’ relevant interests are available at
https://www.fitchratings.com/site/regulatory. Fitch may have provided another permissible or ancillary service
to the rated entity or its related third parties. Details of permissible or ancillary service(s) for which the lead analyst
is based in an ESMA- or FCA-registered Fitch Ratings company (or branch of such a company) can be found on
the entity summary page for this issuer on the Fitch Ratings website.
In issuing and maintaining its ratings and in making other reports (including forecast information), Fitch relies on factual information it receives
from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual
information relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of that information from
independent sources, to the extent such sources are available for a given security or in a given jurisdiction. The manner of Fitch's factual
investigation and the scope of the third-party verification it obtains will vary depending on the nature of the rated security and its issuer, the
requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and
nature of relevant public information, access to the management of the issuer and its advisers, the availability of pre-existing third-party
verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other
reports provided by third parties, the availability of independent and competent third- party verification sources with respect to the particular
security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch's ratings and reports should understand that
neither an enhanced factual investigation nor any third-party verification can ensure that all of the information Fitch relies on in connection
with a rating or a report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the
information they provide to Fitch and to the market in offering documents and other reports. In issuing its ratings and its reports, Fitch must
rely on the work of experts, including independent auditors with respect to financial statements and attorneys with respect to legal and tax
matters. Further, ratings and forecasts of financial and other information are inherently forward-looking and embody assumptions and
predictions about future events that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings
and forecasts can be affected by future events or conditions that were not anticipated at the time a rating or forecast was issued or affirmed.
The information in this report is provided "as is" without any representation or warranty of any kind, and Fitch does not represent or warrant
that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the
creditworthiness of a security. This opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is
continuously evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group of
individuals, is solely responsible for a rating or a report. The rating does not address the risk of loss due to risks other than credit risk, unless
such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared authorship. Individuals
identified in a Fitch report were involved in, but are not solely responsible for, the opinions stated therein. The individuals are named for
contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled, verified and
presented to investors by the issuer and its agents in connection with the sale of the securities. Ratings may be changed or withdrawn at any
time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation
to buy, sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of any security for a particular
investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers, insurers,
guarantors, other obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable
currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or guaranteed
by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable
currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name
as an expert in connection with any registration statement filed under the United States securities laws, the Financial Services and Markets
Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing
and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print subscribers.
For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license (AFS license
no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not intended
to be used by persons who are retail clients within the meaning of the Corporations Act 2001.
Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally Recognized Statistical Rating Organization
(the "NRSRO"). While certain of the NRSRO's credit rating subsidiaries are listed on Item 3 of Form NRSRO and as such are authorized to
issue credit ratings on behalf of the NRSRO (see https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are not listed
on Form NRSRO (the "non-NRSROs") and therefore credit ratings issued by those subsidiaries are not issued on behalf of the NRSRO.
However, non-NRSRO personnel may participate in determining credit ratings issued by or on behalf of the NRSRO.
Copyright © 2021 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone: 1-800-7534824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by permission. All rights
reserved.

Factory Mutual Insurance Company
Rating Report │ December 21, 2021

fitchratings.com

10

