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Disclaimer 
 © AM Best Company (AMB) and/or its licensors and affiliates. All rights reserved. ALL INFORMATION CONTAINED HEREIN IS 

PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE 
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR 
RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR 
MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT AMB’s PRIOR WRITTEN CONSENT. All 
information contained herein is obtained by AMB from sources believed by it to be accurate and reliable. Because of the possibility 
of human or mechanical error as well as other factors, however, all information contained herein is provided “AS IS” without 
warranty of any kind. Under no circumstances shall AMB have any liability to any person or entity for (a) any loss or damage in 
whole or in part caused by, resulting from, or relating to, any error (negligent or otherwise) or other circumstance or contingency 
within or outside the control of AMB or any of its directors, officers, employees or agents in connection with the procurement, 
collection, compilation, analysis, interpretation, communication, publication or delivery of any such information, or (b) any direct, 
indirect, special, consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if 
AMB  is advised in advance of the possibility of such damages, resulting from the use of or inability to use, any such information. 
The credit ratings, financial reporting analysis, projections, and other observations, if any, constituting part of the information 
contained herein are, and must be construed solely as, statements of opinion and not statements of fact or recommendations to 
purchase, sell or hold any securities, insurance policies, contracts or any other financial obligations, nor does it address the 
suitability of any particular financial obligation for a specific purpose or purchaser.  Credit risk is the risk that an entity may not meet 
its contractual, financial obligations as they come due. Credit ratings do not address any other risk, including but not limited to, 
liquidity risk, market value risk or price volatility of rated securities. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE 
ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY 
SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY AMB IN ANY FORM OR MANNER 
WHATSOEVER. Each credit rating or other opinion must be weighed solely as one factor in any investment or purchasing decision 
made by or on behalf of any user of the information contained herein, and each such user must accordingly make its own study 
and evaluation of each security or other financial obligation and of each issuer and guarantor of, and each provider of credit 
support for, each security or other financial obligation that it may consider purchasing, holding or selling. 
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Property/Casualty Income & Surplus Changes 

2012 2013
Net Premiums Written 459.2 480.7
Underwriting Gain/(Loss) -13.8 14.8

Beginning PHS 563.0 597.5
Net Income 38.7 70.5
Unrealized Capital Gains/(Losses) 7.2 36.5
Contributed Capital 3.5 -0.8
Stockholder Dividends -32.0 -34.6
Other Changes 17.1 -6.3
Ending PHS 597.5 662.9
% PHS Growth 6.1% 10.9%



Property/Casualty Financial Indicators 

2010 2011 2012 2013 2014P
Change in Net Premiums Written (%) 1.0 3.5 4.1 4.7 4.0
Change in Surplus (%) 9.0 -1.2 6.1 10.9 2.5
Combined Ratio (Reported) 101.2 106.7 102.5 96.2 99.4

Change in Net Inv. Income (%) -1.3 3.3 -1.8 1.8 7.7
Net Investment Yield (%) 3.7 3.8 3.3 3.2 3.7
After-tax Return on Surplus (ROE) (%) 7.2 4.3 6.7 11.2 6.9

Presenter
Presentation Notes
In general, the U.S. Property/casualty industry is well capitalized.  The operating results have been adequate but there remain challenges.  So, let’s look at some key numbers.The industry has picked up some momentum from a premium standpoint over the last several years and we expect it to continue into 2014.Growth has increased steadily due to exposure growth from an ever improving economy and also rate increases.Surplus has increased as well but has been more variable.  2011 was the only down year, on this slide due to significant storm frequency.  Even with Sandy in 2012, surplus increased driven by investment income and capital gains from equities.The combined ratio has been a bit elevated although improving lately with the rate increases and low catastrophes in 2013.Change in investment income is a function of the amount of invested assets: 2012 assets declined, higher level of cats and capital returned to shareholders.Investment yield, low but inching up a little.However, ROE has been somewhat satisfactory, averaging mid single digits due to help from the capital markets since the financial crisis.



Property / Casualty Industry Surplus 
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Presenter
Presentation Notes
Gradual increases in surplus driven by earnings.  Despite all you hear about returning capital to shareholders, which has been happening now for awhile, surplus continues to increase driven by earnings and the recent stock market strength, with a nice increase in 2013.Continued increase in 2014.  Capital gains, however, are not projected by A.M. Best so any significant downturn or upturn in the stock market can swing this either way. 



Property/Casualty Underwriting Details 
 

2012 2013 2014P
Net  Writ ten Premium Growth (%) 4.1 4.7 4.0

Combined Rat io (Reported) 102.5 96.2 99.4

   Less: Catastrophe Losses (%) 8.0 3.9 4.6
   Less: A&E Losses (%) 0.6 0.5 0.5
CY Combined Rat io (Normalized) 93.9 91.8 94.3

   Less: Core Loss Reserve Dev. (%) -3.2 -3.5 -2.7
AY Combined Rat io (Normalized) 97.1 95.3 97.0

Presenter
Presentation Notes
Normalized combined ratio strips out cats and A&E to give an indication of the true trend in underwriting results.Rate increases and a pick up in economic activity led to increases in 2012 and 2013 in both commercial and personal lines.  We expect this premium growth to continue in 2014 as companies, particularly in commercial lines are still getting rate increases although at a moderating pace and economic growth continues.  The big story driving results in 2013 was the decline in cat losses.  Yes there were localized storms throughout the country, but that declined and we didn’t have a Sandy-like event in 2013.On a normalized basis, the calendar year combined ratio declined slightly in 2013 due to a better rate environment.  An uptick is expected in 2014 due to less favorable development.The accident year combined ratio improved pretty significantly in 2012 due to good rate increases.  It will continue to decline slightly as rate is earned through and they continue to outpace loss costs. 



U.S. Property/Casualty –  
Product Line Underwriting Trends 
Combined Ratios 

Product Line 2008 2009 2010 2011 2012 2013E 2014P
Private Passenger Auto 100.3 101.3 101.0 102.0 102.1 101.5 100.5
Homeow ners Multi Peril 116.9 105.7 106.9 122.1 103.9 90.3 97.5
Other & Product Liability 95.1 107.0 110.8 99.6 103.2 97.6 97.6
Workers' Compensation 104.5 108.3 116.5 118.6 111.2 105.0 104.5
CMP 104.1 96.9 100.1 113.2 105.1 92.1 98.6
Commercial Auto 96.8 99.1 97.8 103.4 106.8 104.1 102.6
Medical Pro. Liability 77.4 85.0 82.0 87.9 93.3 95.5 98.9

Presenter
Presentation Notes
- These are our estimates for combined ratios for most of the major lines of business that will be published in our annual Review/Preview report in a few weeks.  You’re getting a sneak preview.- You can see from the chart that many of the lines are inadequate for the returns that most insurers seek.- In personal lines, while auto remains in a tight band and homeowners remains a challenged line of business with its catastrophe losses. - Longer tail commercial lines have keep improving with rate increases  We believe the combined ratio for workers comp reached its peak for the time being in 2012 and expect some modest improvement in 2013.  But, there’s still a long way to go.- CMP is a lot like homeowners with significant improvement in 2013.- Commercial auto has actually suffered some catastrophe losses recently, but there has been an underlying deterioration recently.  However, this line has received some rate relief recently which should improve  2014 results.- Medical malpractice is still the top performing line on this chart and will continue to be although a downturn is expected.  



A New “Normal”? 

Source: Munich Re NatCatService / Property Claims Service, A.M. Best Research 

$0.0

$20.0

$40.0

$60.0

$80.0

$100.0

$120.0
19

93

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

($bn) Insured U.S. Natural Catastrophe Losses 

Insured Losses (2013 Values) Average (1993-2012)

Presenter
Presentation Notes
One thing we’ve been dealing with is an increase in catastrophe losses.  As you can see from the slide, they have become significantly larger in recent years.



 

 

Commercial Lines Segment 



State of Commercial Lines 

• The Quest for Rate Adequacy 
– Improvement over the last several years following 

long period of rate declines 
– Still competitive - many players chasing finite market 

 
• Limited New Growth Opportunities  

– Slow U.S. GDP growth as compared to historical 
standards but improving 

– Still high unemployment and underemployment but 
improving 

– Commercial lending limited; new private construction 
slow by historical standards but improving 

Presenter
Presentation Notes
-Commercial lines went through about 7 years of rate declines, including 4 consecutive years of overall premium reduction from 2007 to 2010.  We’re finally approaching the high point in premium that was reached in 2006.-Workers’ comp and other liability probably experienced the most softness-It remains and will always remain very competitive due to the maturity of the market and limited growth prospects.  Business continues to be recycled by the same players who compete for the same limited amount of business.-Add to that the macro-economic effects which have had a significant impact on premium.Still slow GDP growth but the economy may be picking up some momentum. Unemployment and under employment remain stubbornly high, although trending downward.Commercial lending and new construction remain low by historical standardsCorporate spending is restricted as US corporations sit on lots of cash.



Commercial Lines Income & Surplus Changes 

2012 2013
Net Premiums Written 190.9 200.0
Underwriting Gain/(Loss) -10.3 5.7

Beginning PHS 222.5 232.2
Net Income 18.4 35.5
Unrealized Capital Gains/(Losses) -6.7 5.8
Contributed Capital 2.3 0.0
Stockholder Dividends -19.0 -23.1
Other Changes 14.7 -7.1
Ending PHS 232.2 243.1
% PHS Growth 4.4% 4.7%



Commercial Lines 
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Commercial Lines Segment 
 Net Premiums Written 

Presenter
Presentation Notes
So, from a premium growth standpoint for the segment, we have a nice picture with steadily increasing premium. The first several years were a result of the lingering effects of the financial crisis with less business activity which in turn impacted premium negatively. Also, contributing to the decline is the leakage of premium to companies outside of US.However, the industry now moved to a period of premium growth with stabilization and then modest expansion of the economy combined with a rebound in pricing primarily in long tail casualty lines and catastrophe exposed property business.  This is evident for the increases in 2011 - 2013 and those expected in 2014.



State of Commercial Lines 

• U.S. Catastrophes on the Rise  
– Increased tornado/hail/wind storm frequency 
– Higher frequency of hurricanes – just haven’t hit land 
– Sandy – 2012 

• Continued Investment Pressures 
– Yields remain low – although improved 
– Short durations  

 
• Reserve adequacy questioned 

– Workers’ compensation and other liability account for 
most of the segment’s deficiency 

Presenter
Presentation Notes
Some more negatives:- We have had a significant level of catastrophe losses without a major hurricane making land fall.  Remember, Sandy was technically not a hurricane when it mad landfall, but it sure felt like one.We’ve had an increase over the last several years in smaller catastrophes: tornadoes and hail, wildfires, blizzards, hurricane Irene, and an unusual October snowstorm in the east in 2011.- We’ve also had a higher number of hurricanes over the last several years, but we’re dodging them.  The exposure is there.- In 2012, for the first three quarters was a relatively normal catastrophe year – then Sandy hit.  It’s impact on commercial lines was greater than personal; first most of the losses to personal lines was flood.  2nd there was a greater than usual proportion of business interruption losses that affected commercial lines.- Continue pressure on investment income.  Yields remained at historic lows and are expected to be for the near future.  As a result, companies have shortened their durations so their ready to reinvest in longer term securities when interest rates turn higher.  With the recent rise in interest rates it will be interesting to see when companies feel that the time is right to reallocate their cash into longer term investments.- We continue to believe that at some point, reserve releases may be nearing an end.  We did see a greater amount of reserve charges from companies in 2012 although probably not as frequent as expected.  We think there are going to be more but companies have been slow to recognize deficiencies. WC and other liability have been developing adversely.



Commercial Lines 
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Presenter
Presentation Notes
You can see the impact that these factors have had on operating returns.2009 through 2011 have seen gradual declines in returns due primarily to the pricing softness and the factors mentioned previously – low interest rates, catastrophe losses, declining redundancies.We previously thought that 2011 would be the bottom but Sandy changed that in 2012.  Returns rebounded in 2012 and 2013 with improved pricing and the low cats in 20132014 returns will decline with cats returning and less reserve redundancies. 



U.S. Property/Casualty – Estimated Loss & LAE 
Reserve Deficiencies – ($ in billions) 
 (Excluding Statutory Discount) 

                
Product Line 12/31/12 12/31/13 
Workers' Compensation 9.6 11.1 
Reinsurance - Nonprop Assumed 2.6 1.0 
Other/Products Liability 4.7 7.5 
Commercial Multiple Peril 2.3 1.9 
Medical Malpractice -2.7 -3.5 
Commercial Auto Liability 0.4 0.7 
Homeowners -0.2 -0.4 
Personal Auto Liability -3.1 -3.9 
All Other Lines -3.2 -4.6 
  Total Core Reserves 10.4 9.8 
Asbestos & Environmental 13.7 11.2 
Total 24.1 21.0 

Presenter
Presentation Notes
Workers comp and other liability drive the deficiencies and are getting larger.  Casualty reinsurance and CMP also have deficiencies.  Companies keep postponing putting up their true reserves.Med malpractice still is the star of commercial lines.From a relative standpoint to the industry’s loss reserves and capital, this deficiency is very low.



State of Commercial Lines 

• Continued rate firming   

• Despite headwinds, respectable normalized 
combined ratios 

• Gradual economic growth 

  

Presenter
Presentation Notes
Some positives.This is something that should come as no surprise to you.  Most recently, we’ve had several years of healthy price increases as mentioned before particularly in those lines hit hardest during the last decade.Despite all of the headwinds the commercial segment has faced, combined ratios are not as bad as they could be.  Part of that is reserve releases propping up the calendar years.  We acknowledge that this will wane, but there are still significant reserve releases in the segment’s earnings.Also, it’s a double edged sword, but discipline has been instilled in some due to low investment returns.  Executives know that they must do a better job underwritingCombined ratios aren’t particularly good given the interest rates, but it could be worse.Finally, even with still high unemployment, the economic outlook is getting better and according to our economists.  This is becoming a tailwind for growth rather than a headwind.



Commercial Lines 
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Presenter
Presentation Notes
So this slide illustrates the commercial segment’s combined ratio.As said previously gradual deterioration through 2012 driven by competitive pricing and then significant catastrophe losses in 2011 and 2012.The expense ratio gradually increased through 2010 due to the premium contraction, but you can see the impact that premium growth has had on this ratio – it reversed course and has come down the last two years and we expect further improvement in 2013 due to premium growth. Also, with a little help from mother nature, a more normalized catastrophe year for the segment will contribute to an improved combined ratio.



State of Commercial Lines 

• Relatively Inexpensive Capital  
– Low Cost of Capital  
– Debt Refinancing in recent years 

• High-Quality Investments   
– Low Risk Tolerance For Most 

• Positive Cash Flow 
• “Strong” Risk Adjusted Capital (BCAR) 

Presenter
Presentation Notes
Capital remains relatively inexpensive.  Although low interest rates are hurting margins on the revenue side, those that use debt in their capital structure have been refinancing at lower rates.Investment portfolios are generally of high quality made up mostly of investment grade corporates, muni’s and U.S. Treasuries – mostly Class 1 & 2.  Portfolio managers really focused on this area following the financial crisis and the segment became more conservative in their investment allocations.  Many of them have even gone more conservative with higher allocations to short term instruments or cash in the hopes of catching the turn in interest rates at the right time.Generally, commercial lines insurers on the whole tend to have a low investment risk tolerance, preferring to take risk in underwriting.This has been a strong point for the industry even with the downturn in premium for 2007 through 2009.  Positive cash flow continues to be reported, but it is now declining.The segment continues to have strong risk adjusted capital even with the concerns about reserves.  From a premium leverage perspective, which makes up a large portion of the risk assumed by an insurer, levels are very low.  Also, relatively low investment risk helps this ratio.



Commercial Lines 
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Commercial Lines Segment                               
Policyholder Surplus 

Presenter
Presentation Notes
This brings us to the level of surplus in the industry.  There was a jump from 2008 to 2009 due to the rebound in equity markets during that year.  Since then, surplus has been relatively flat with a more moderate increase in 2012 and a jump in 2013.Capital gains, however, are not projected by A.M. Best so any significant downturn or upturn in the stock market can swing this either way. 



2012 2013 2014P
Net Written Premium Growth (%) 4.5 4.8 5.4

Combined Ratio (Reported) 104.8 96.3 99.9

   Less: Catastrophe Losses (%) 8.5 3.6 4.0
   Less: A&E Losses (%) 1.2 1.1 1.0
CY Combined Ratio (Normalized) 95.1 91.6 94.9

   Less: Core Loss Reserve Dev. (%) -3.8 -4.6 -2.9
AY Combined Ratio (Normalized) 98.9 96.2 97.8

Commercial Lines Segment Underwriting Details 

Presenter
Presentation Notes
- 2012 – 2nd consecutive year of solid premium growth for commercial lines following four years of declines.  Rate increases continued to hold and modest economic growth has contributed in a small positive way.  Good news for the segment.- The bad news – another year of significant catastrophic losses.  The segment was doing ok from a catastrophe loss standpoint for the first 3 quarters and then Sandy hit, which will most likely be the 2nd most costliest event from an insurance loss standpoint in US history behind Katrina.-  Also, the losses were tied more to commercial risks than personal lines due to the business interruption losses and a large amount of damage from flood which is not covered in most personal lines policies. It just seems like there have been more and more catastrophe losses over the past decade and they’re eating into profits more and more.- A&E had a bit of an uptick in 2012 from an absolute standpoint but the premium growth offset the increase to hold it steady at 1.1 points.  These losses continue to linger.From a normalized combined ratio standpoint, stripping out cats and A&E, the combined ratio had a slight uptick as the industry had less favorable reserve development.We expect even less favorable development in 2013 and with another round of positive rate, the combined ratio will drop in 2013.From an accident year standpoint, the combined ratio will continue to improve as rate increases continue to positively impact results.    



Commercial Lines Outlook - Negative 

• Gap widens between strong performers and 
underperformers 

• Uncertain loss reserve adequacy  
• Low investment yields 
• Increased catastrophe loss potential 
• Rate increases moderate 

 
Offsetting Factors: 
• Capitalization still solid 
• Improving economic conditions 
• Risk management strides in the past ingrained in decision 

making 
 

 
 

Presenter
Presentation Notes
So, A.M. Best still maintains a negative outlook for the segment.Continue margin pressure as rate increases will be positive but will moderate.The benefit in earnings from loss reserve redundancies will continue to have less of a positive impact.Investment yields will remain low for the foreseeable future.The wild card as always is the level of catastrophe losses suffered by the industry.  There are high years and there are moderate years but there seems to be ever increasing catastrophe losses that impact the industry.However, having said all of that the segment is still well capitalized and I believe the risk management that has been emphasized by individual companies over the last decade has benefitted the  segment in the aggregate.  This industry has been hit by event after event and has been able to handle them during difficult economic times and a benign investment environment.  



Rating Action Statistics – Commercial Lines 
 
Look Past the Noise of Acquisitions for Negative Outlook 
 • 2013 -  18 Downgrades and 24 Upgrades 
Many upgrades followed acquisitions by healthier 
companies. 
When these upgrades are removed, there were more 
downgrades than upgrades. 
• Primary driver of downgrades: Adverse Loss Reserve 

Development 
• Secondary driver of downgrades: Reduction in Risk-

Adjusted Capital, sometimes caused by adverse reserve 
development. 

 



 

Personal Lines Segment 



Personal Lines – Macro Trends 

• Robust risk-adjusted capitalization 
• Adequate results 
• Expense management focus 
• Technology initiatives underway 
• Brand awareness key 
• Enterprise risk-management informs decision 

making  

Stable Outlook 



Personal Lines Income & Surplus Changes 

2012 2013
Net Premiums Written 241.9 255.0
Underwriting Gain/(Loss) -4.8 5.7

Beginning PHS 214.6 230.6
Net Income 11.6 20.9
Unrealized Capital Gains/(Losses) 4.1 9.6
Contributed Capital 1.0 -0.3
Stockholder Dividends -5.9 -4.3
Other Changes 5.2 4.8
Ending PHS 230.6 261.4
% PHS Growth 7.5% 13.3%



Personal Lines Net Premium Written Trends 
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Personal Lines Combined Ratio 
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Personal Lines After-Tax Return on Surplus  
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Key Trends in Personal Auto 

• Consistent auto results – stable frequency/modest 
severity increases 

• Rate environment operates in generally tight-band 

• Pricing sophistication/granularity expands: 
– Segmentation 

– Usage Based Insurance – next step in segmentation evolution 

• Customer interface shifting:  
– Multi-Channel strategies 

– Flexible customer interaction expectation 

 

 



PPA Combined Ratio 
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Key Trends in Property 

• Improving property performance – helped by “light” 
catastrophe year in 2013 

• Pricing sophistication – increased granularity 
• Risk avoidance morphing to better risk 

understanding/acceptance 
• Not just rate increases - underwriting actions 

ingrained across segment 
• Coverage limitations 

• Deductibles 

• Aggressive claims handling  



Homeowners Multi Peril Combined Ratio 
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Rating Action Statistics – Personal Lines 
Is Stable Outlook Off-Target? 
 • 2010 – 28 Downgrades/14 

Upgrades 
• 2011  - 36 Downgrades/12 

Upgrades 
• 2012 – 39 Downgrades/12 

Upgrades 
• 2013 -  24 Downgrades/12 

Upgrades 

Downgrades are primarily in two sub-segments of the 
personal lines sector: 
• Concentrated property writers with limited scale 
• Small non-standard auto companies 

Relatively small % of the rated universe 
 



Thank You 

CAMAR 2014 

Gerard Altonji  Greg Williams 
A.M. Best    A.M. Best 
Assistant Vice President Assistant Vice President 
Commercial Lines  Personal Lines 
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