lClClCLombard
Nlbhaye Vaade

CORPORATE INDIA
(Jrisk INDEX

2022
Intelligencepartner  trost & surrivan

SECTOR REPORT 2022
CHEMICALS & PETROCHEMICALS







g Icici € Lombard
Nibhaye Vaade

Tableof Contents

= £= Vo= PP P PP EPPP P PPPPPPPEPPP 2
EXECULIVE SUMIMAIY ... eiieiiiiei ittt e e e e e e e e e e e s r e e e e e e s ann b e e e e e e e s annrrneeeeeeens 3
R 1ol [§Tox (o] o NP PP PSP PUP PP PPPRPTPPPR 4
2. Bottom-Up Risk ASSESSMENt APPIOBCKL.....ccciiiiiiiiiiiie ettt e e 9
3. Defining the RISK SCALE.......ccccco e 10
4. India- Emerging Superpower with Optimized Corporate Risk Handling................ccccvvveeinnns 12
5. India Showcasing an Optimized Risk Handling.................cooo i 14
6. Chemicals & Petrochemicals INSights 2022...............ooviiiiiiiiii e 16
7. Chemicals & Petrochemicals Sector Risk Index 2022 VS.2021...........coccoveeiiiieeiiiiieeeniieeens 17
ST L=V o [T | 11T | =P 19
9. ICICI LOMBARD: Key Solution OffErINGS......ccccuiiiiiiiiiieeeiiiiiieie e 26
2] ] [ToTe =T 0] 0|28 PP EUUUUPURUTRR 29

Table of Figures

CA3Idz2NE MY LYRAIFIQ&a DNR4GK..2F. . YLy dzF L O dzNK.y.2..18

Figure 2: Corporate India RiSK INAEX 2022.........ccooiiiiiiiiieeeieiee et 14
Figure 3: Corporate India Risk Index 2022 SECIOr SCOLE........uuiiiiiiiiiiiiiieeiieeeeee e ee e e 15
Figure 4: Detailed Comparative Analysis 2021 VS..2022..........cccuueiiiiiiiiiiiiiieee e 17

1| Chemical# PetrochemicalSector Risk Report 2022

E LJ2 NIi &



g Icici € Lombard
Nibhaye Vaade

Preface

Corporate India Risk Index is primarily an academic exercise to understand the level of risk that companies
are facing and also assist in developing a successful risk aversignQbRl is a firsif-its-kind risk
YSIadaNBYSyid G22ft G2 3I1dAS GKS tS@St 2F || O2YLI yecC

This Corporate risk comprises of various aspects of the bugsesning customer, competition,
regulatory environment, business opematis, technology finances, environmental factors etc. The impact
of unprecedented events is significantly higher now.

This Index is a comprehensive framework that draws upon global risk management best practices and
comprises of 32 risk elements across 6dat dimensions. The Risk Index is based on the principles of Lean
and Six Sigma that qualify business processes by measuring effectiveness and efficiency.

ICICI Lombard's Corporate India Risk Index provides a crucial tool for assessadg@sding risks,
fostering resilience and adaptability in the ewarolving global landscape. In the current climate of
increasing macroeconomic uncertainties, it is essential for corporates to prioritize robust risk
management. We believe that a proadiapproach to risk management not only fortifies individual
businesses but also contributes significantly to India's overall economic growth and stability.
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Executive Summary

The chemicals sector continues to be the backbone of the Indian economy aadiglsupplier of raw
material to essential industries such as agriculture, pharmaceuticals, textiles, etc. With global
macroeconomic factors and China + 1 strategy, it is believed that the chemicals sector could play a pivotal
NEES Ay Ly RmigQ$s Taldretondny. 6S 02

Through this report, the risk exposure, risk management and risk index of the chemicals sector was
determined and compared with 2021. The results show that the risk index has improved, while risk
management and risk exposure hslightly fallen. This happened majorly due to the heavy impact of
Russia; Ukraine war on the global supply chain and its aftermaths on inflation and raw material shortages.
Additionally, rising ESG concerns and stricter regulations have further wordemsduation.

However, the above risks are being off set with rising domestic demand and increasing investments in the
chemicals sector
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Introduction
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Development, Energy, FMCG, Healthcare Delivery, Infra and Realty, IT/ITES, Manufacturing, Media and
Gaming, Metals and Mining, New Age & Startup, Pharmaceuticals, Telecom and Communication
Techmlogy, Tourism and Hospitality, Transportation and Logistics.
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broad dimensions.

Market and Economidrisk

Corporate Risks arising due to market and economy related factors, such as internal or external political
uncertainty, global slowdown, taxatiaregulatory changes etc. Market and ecomprelated risks are also
ARSYUAFASR a WwW{eaildSYIFIGAO wAaalaQsx ¢S KI@S FdzNI KSN

Inflation : Inflation is the general increase in prices within the economy. The rising prices for
businesses could result in bigger production spending and a fall in profitability. The companies should
be attentive, acute, and responsive to changes in inflation to efficiently manage the prices of final
products.

Taxation: In a large democracy like India, complexity of multiple taxes (multiple taxes like GST, custom
duties, central excise duty, etc.) is a major concern. The changing legislations, increased scrutiny by
tax authorities and increasing public attention are together resulting in tax risks for organizations.
There is, thus an increasing urgency for firms to manage their tax affairs efficiently to minimize tax
risks.

Regulatory Risks: Regulatory risk is the risk of changes in regulations and laws that might affect an
industry or businesses. The regulatory changes can pertain to tariffs and trade policies, business laws
pertaining to employment, minimum wage laws, financial regulation, Foreign Direct Investment etc.
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Foreign Exchange Risk: The exchange rate plays an important role for firms who export goods and
import raw materials. The fluctuations in foreign exchange will have great impacts on the prices of
traded goods. For example, if the currency depreciates (devaluation), the exporting firms will benefit.
However, the firms importing raw materials will face higher costs on imports. The firms need to hedge
their exposure to foreign exchange risks to insulate themselves from the impact from forex changes.

Geo-political Tension : Geopolitical risk means the political and economic risks that are a p otential
threat to the financial and operational stability of companies.

Competitive risk: Competitive risk is the risk associated with the fact that there are multiple
companies competing in the market, each seeking to obtain the highest position and consumer
ratings, to gain maximum benefits for themselves. The companies devise different strategies to
garner a higher market share and acquire customers from competitors. Any failure in managing the
competitive stand could lead to losses in business, thereby making marketing and competition a
major risk in market.

{it TechnologyRisk

Technology risks are also identified as information technology related risks which may arise due to failure
of any installed hardware or software system, spam, viruses or @m®icious attack. Also
delay/over/under adoption of trending disruptive technologies can lead to technology related risks. We
have classified the risks in below mentioned categories.
Innovation Risk / Obsolete Technologinovation is the key tsuccess in all the industries. Risk of
redundancy and losing out to competition on account of poor R&D is a major concern.

Intellectual Property riskDependence on trade secrets and unpatented proprietary kihow.
Disruptive Technologiesthese wilfundamentally alter the financial prospects of the industry.

Data Compromise: Hardware failure refers to malfunctions within the electronic circuits or
electromechanical components (disks, tapes) of a computer system; Software failure refers to an
operating system crash. Such failures lead to stoppage of entire computer or operating systems creating
substantial losses to business.
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AOperationaI and Physical Risk

Risk of losses caused due to faulty or failed processes, systems or human restaiezkinefficiencies
are classified as operational and physical risks. We have classified Operational & Physical risks in below
mentioned categories.

Critical Infrastructure Failure / Machine Breakdowrindustries with a heavy dependenceon
machineryconsideranyrisein machineryreakdownsa hindranceto their businessesperations An
untimelyequipmentbreakdowncanbringbusinesse$o a standstillor bethe root cause fofiresand
explosions.Mostly, human errors and deferred maintenancesare the major reasonsfor such
breakdownsThecompanies shouldctivelyinvestin timely maintenanceof all machineries.

Business Continuity / SustainabilityNlon adoption of Business Continuity/ Sustainability Plans and
Lackof InternalControltoolswouldresultin: Failureof businesseBrandEquity/ Losf reputation,
Financial Loss, Business model Failure, Ineffective engagement/communication with stakeholders,
Losses iproductivity, Lackof opportunity monitoring.

Supplychain risk:Raw Material unavailability and Heavy Dependence on Global Supply Chains /
Supplier concentration risk. Unavailability of raw materials owing to disruption in the supply chain or
heavy dependency on one sour@@mpany/country) which is unable to supply owing to some-geo
political tensions, fires, or any other incidents. Transportationis one of the key activities for
companies making it an important risk to mitigate. The loss of goods in transit and spsltage of

the majorconcerns as it accountsr asizeable lossf revenueto companies.

Commodity Price RiskVolatility in prices of raw materialsThe fluctuations in raw material prices
creatingamarginpressure’ top-line pressurein the scenarioof risinginput costs.

Portfolio RisklosofkeycustomersCustomeiconcentration Keycustomersaccountingor alarger
share of revenue, Ovatependence on suppliers, Business Model Risk: Transformative changes in
business modellailRisksAbility to overcomeor manageextremeworst-case scenarios.

Environmental Hazard Risknyenvironmentahazardchavingthe potentialto affectthe surrounding
environment.

Workplace AccidentFireand ExplosiorHazardsContainmentncidents Workplacelnjuries

Human ResourceKey person risk: This risk occurs when a business or business unit becomes heavily
reliant on a key individual. Talent acquisition and retentidie companies require a highly skilled
laborforcefor R&Daswell ascontinuousproduction.Accessingkilledresourcesandexpertiseon an
on-goingbasidgsoneof the majorchallengesmoreover retention of trainedstaffisimperative .Labor
shortages, Union Strikes & Industrial Actions, Employee health, safety, and security
(SHE/Sustainabilitysk).

Financial RiskFinanciaReportingRiskMaterialmisstatementof Financiabtatementswhetherdue
to fraud or error. Interest rates and equity pricdaterest rate risk arising out of workinzapital
borrowingsat variablerates.Equitypricefluctuationsaffectthe/ 2 Y LJI igcéntear the valueof its
holdingsof financialinstruments LiquidityRisk(Credit Risk Receivables).

Breaches of law (local/ international)Voluntary/ involuntary breaches of law can lead to costly
lawsuits.
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Crime & Securityrisk

Cybersecurity risks relate to the loss of confidentiality, integrity, or availability of information, data, or
information (or control) systems and reflect tip@tential adverse impacts to organizational operations.
These attacks can cause major financial losses, reputational harm, and a loss of client trust. Regarding
cybersecurity, the BFSI industry in India has several difficulties, including diffisglcue legacy
systems, a shortage of qualified cybersecurity personnel, and the requirement for ongoing system and
network monitoring. There is a significant investment in cybersecurity tools like network monitoring,
endpoint security, access control, and thtentelligence. Many organizations are also implementing
cutting-edge technology like artificial intelligence and machine learning to strengthen their security
posture. Around 7.4% of the attacks in the Asian region were targeted at India in 2022.

We haveclassified Crime & Security risks in below mentioned categories.

Cyber CrimesData Theft, Spam, scams and phishing, Hacking, Malwares and Viruses, Piracy, Fraud,
Corruption, Malicious attacks

Counterfeiting: Counterfeiting of goods/services leadsltas of revenues, profits and ultimately
affects the brand equity

Threatto WomenSecurity

Terrorism: Unlawful use of violence and intimidation, especially against civilians, in the pursuit of
political aims.

@& Natural Hazard Risk

A naturalhazard is the threat of an event that will likely have a negative impact. A natural disaster is the
negative impact following an actual occurrence of natural hazard if it significantly harms a community.
5dz2S (2 LYRAI Q& 3S2 3 NthéeirostOisastepioiedandriesiaNtgGeIvorll. Natwadk 2 Y S
hazards like floods, earthquakes, landslides, and cyclones are common risks faced by India. The situation
has worsened due to rise in GHG emissions, loss of biodiversity, deforestation, and degradatio
environment. From Surat Gas leak to landslides in the north and cyclones in Bay of Bengal, the year 2022
was no exception. Such natural disasters hamper thetdaday operations of corporates, and it is
important for them to understand that such riskkannot go unheeded. Over the years, Indian corporates

have learnt to mitigate such risks by diversifying their supply chains, having multiple logistics partners,
diversified geographical presence and multiple vendors.

Pandemic and other global epidemicisttases:Risk to business owing to disruptions caused by
COVIBEL9 pandemic andgimilaranotherglobalepidemic.
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'S¢ Strategic risk

Strategic risk is the risk that failed business decisions may pose to a company. Strategic risk is often
amajor factor indetermining a company's worth, particularly observable if the company experiences

a sharp decline in a short period of time. Several factors, such as unethical or unlawful activities,
poor customer service, product recalls, data breaches, or unfavorabliianmverage, can lead to
strategicrisk. An organization's reputation can be severely harmed by a single negative incident,
such as a higtprofile databreachor fraudscandal, resultingh aloss ofclients,income, andnarket

share.

Resourcescarcity / Misutilization / Overall UtilizationDifficulties in acquisition of land, water, fuel,
or other resourcedor operationsof business.

Public SentimentCurrenteventsplayingout in the publicscenecanchangethe publicsentiment.
Delay in exeution of projects:Delaydn executionof projects carsurgein the capex.

Increased number of recalls and quality auditsapactsboth the brandequity andincreased
operationalexpenses.

Failed / Hostile Mergers & Acquisitionslighdependenceon inorganicgrowth.
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Bottom-Up Risk Assessment Approach
(1

Evaluation parameters* T Awareness(A), With  inputs from
Probability(B), Criticality(C) and Preparedness(D) participating firms

32 risk elements *Determine  risk *Calculate Establishing

across 6———p importance DY ey maximum  sector.._, company risk

dimensions sector (E) risk scores scores

(4]

Risk Exposure (RE) = f(A, B)Risk
Management (RM) = f(C, D)
Company level*

India Risk Index l
r A N
Corporate Risk Index = f(RM,RE)
(distributed in a scale of 1 - 100)
BFSI Agri MFG FMCG q l
A
r B Sector Risk Index = average of

company risk indices

FMCG1 FMCG2 FMCG3 G l

Country Risk Index = average o§ector
risk indices

1. Evaluation Parameters*: The index maps the risks faced by any enterprise basis of Awareness,
Probability CriticalityandPreparednesagainstthe definedRiskelements.TheevaluationParameters
are defined as: Awarenessevel of awareness of potential riaKecting the firm - Likelihood of risk
to affect the business goals of the firm adversely. Criticaligvel of impact of the identified risk on
the succes®f businesgyoals.PreparednessRiskhandlingpractices/mechanismalreadyin placeto
handle therisk.

2. Determining Risk Importance*tmportance/Impact of individual risk element is established against
individualsectorbasedon the publishedcorporateriskreports,in depth sectorunderstandingoy F&S
team andSMEs.

3. CalculatingMaximum Sector Risk Scard/eightedSumof allriskelementsbasedontheirimportance
to the respectivesector.

4. Company Level*All the Risk Index scores for companies in a sector are averaged to represent the
sector; and sectors average to India. RiskJExa dzZNE A& RSTAYSR | a GKS 7Tdz
Awareness and Probability of risk occurrence. Risk Management is defined as the function of an
enterpriserisk preparedness anditicality risk impactassessment.
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Defining the Risk Scale

We haveselected 20 sectors to understand the current stand of our country today in terms of risk. Risk
for various sectors is measured on the risk exposure scale and risk management scale.

A ICICI Lombard Corporate Risk Exposgt&cale

Risk ExposureTheimpact of any internal, external or strategic occurrence on the financial performance

of anorganizationis definedasthe corporateriskexposure Riskhastraditionallybeenseenassomething

to be avoided; with the belief that if behavior islA & { 8 = A0 Qa y28G a2YSOKAy3 |
the very nature of business is to take risks to attain growth. Risk can be a creator of value and can play a
unique role in drivingpusinesgperformance] S foékat theriskexposure scale.

Score, if less than 30 means there is very low risk exposure, and the sector has
minimal exposure to overall risk.

Score between 30 to 50 indicates low risk exposure and its risk exposure is within
acceptable or tolerable limits.

Score between 50 to 60 indicates moderate exposure, indicating corporate can
balance the impact of overall risks up to a certain extent.

Score between 60 to 80 indicates High risk exposure, and its impact is very high
in the industry in which the corporate operates.

Score greater than 80 indicates very high-risk exposure. The corporate is unable to
foresee risk incidents & probability of occurrence of these incidents may be
extremely high.

B. ICICLombard Corporate Risk ManagemeqiScale

Risk Management:dentification, Evaluation and Prioritization of corporate risks followed by-well
coordinated steps to minimize the occurrence of uncertainties in the foreseeable future is defined as the
Corporde RiskManagementTheriskmanagemenscaleworksin the oppositeto that of the riskexposure
scale] S {bdkat the riskmanagemenscale.
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