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Abstract

Insurance companies sell protection to policy holders against many types of risks:
property damage or loss, health and casualties, financial losses, efc: In return for
this risk protection, insurance companies receive a premium from the policy
holder, which is used to cover expenses and the expected risk. For longer-term
risk protections, part of the premiums are invested to get higher yields. Although
the protection buyer mitigates the individual risk to the large and better diversified
portfolio of the insurer, it does ot mean that the risk is completely reduced since
the insurer may default his obligations. Insurers need to have sufficient equity or
buffer capital to meet their obligations in adverse conditions when their losses on
the diversified portfolio exceed the expected losses.

The risk that an insurance company will not be able to meet its obligations with
respect to its policy holders,. is expressed by the claims payability rating or
financial strength rating. The external long term ratings are typically alpha-
numerically encoded and are constructed using quantitative economic factors and
their interactions, as well as more judgmental aspects and future projections. The
ability of the insurer to meet its obligations to the debt holders is reflected by the
issuer credit rating, which is different from the financial strength rating. In
practice, the difference between the two ratings is limited in most cases. Credit
ratings are especially interesting for investors for investment decisions and risk
management. .

Ratings provide an assessment of the ability of the insurer to meet its cbligations
to policy holders and debt holders. In this paper, the relationship between
financial ratios and the rating is analyzed for 6 Egyptian insurance comparties
using advanced statistical techniques (Factor Analysis) that are able to rating
these companies using a common set of explanatory variables (such as

capitalization, profitability, leverage and size)
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