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Property/Casualty Benchmarking

Robert Raber — Senior Director, AM Best
Dan Teclaw — Director, AM Best
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This session has live Q&A — please submit questions via the
“Ask A Question” icon in the session navigation bar
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Polling Question #1
According to Best's Credit Rating Methodology,

a) Benchmarks can be created using industry composites / sub-composites, ICR composites,
or other customized parameters

b) It may be appropriate to compare a rating unit against more than one benchmark

c) When the population of peers is small, the calculation of benchmark composites may be
foregone

d) All of the above

@;:’ iew @) ((freview



Benchmarking

Validates current assessment assignments

Helps identify outliers that require further investigation when assigning or affirming assessments

Part of the analytical process that often introduces discussions on future rating actions

Most transparent application for rating blocks with objective measures

Not prescriptive — deviations could be warranted
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Balance Sheet Strength Benchmarks
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Balance Sheet Strength
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Balance Sheet Strength Assessment Distribution
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* As of 12/23/2023
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BCAR — Risk-Based Capitalization
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“Strongest” Risk-Based Capitalization with Minor Erosion in Tail Scenarios

Average BCAR
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P/C Industry Surplus Declined
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Overall Declines Manageable But There Are Outliers

Median Change in Surplus Range of Surplus Change — 3Q23
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Balance Sheet Strength Assessment Distribution

100
90
80
70
60

%

50
40
30

20
9.6

10

N e X 10.5 - 1.5

Commercial Commercial MPL Personal Private Private Workers' Commercial Fidelity & Reinsurance
Automobile Casualty Property Passenger Passenger Compensation Property Surety

Stand Auto &  Standard

Homeownrs Automobile

m Strongest m Very Strong = Strong Adequate = Weak m Very Weak

@;:’EW@ review



Enhance Peer Comparison by Lines of Business

Average BCAR score at VaR 99.5 by Composite
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New Ratings Coming to AM Best with Better Balance Sheet Attributes

Balance Sheet Strength: Initial Assessments vs. Total
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Size & BCAR Scores Influence BSS Assessments
PHS $000 Median Bottom 25%

Strongest 251,649,093 2,409,133 691,176 276,354
Very Strong 24,235,000 232,444 74,265 30,641 580
Strong 7,593,194 147,261 27,621 9,629 1,864
Adequate 746,618 51,854 18,053 9,516 1,605
Weak 165,762 68,598 19,320 3,531 1,598
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Strong

Adequate
Weak
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Polling Question #2

What are some hazards in benchmarking?
a) Poorly chosen peers
b) Lack of context
c) Insufficient data quality or quantity
d) Rigidity in applying conclusions
e) All of the above
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Operating Performance Benchmarks
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Operating Performance
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Operating Performance Assessment Distribution
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Operating Performance Assessment Distribution

Operating Performance Assessment by Composite
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Operating Performance Assessment Distribution

Operating Performance Strength: Initial Assessments vs. Total
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Operating Performance

10-Yr Avg Combined Ratio by Quartile
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Operating Performance

Median Combined Ratio Pre-tax ROR (%)
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P/C Industry Combined Ratio Deciles

Very Strong Marginal
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Trends by Composite — Commercial Casualty

Commercial Casualty 5-Yr Combined Ratio
Median and Standard Deviation

Pre-tax ROR (%)

25
115
95
5
85
75 -5
Very Strong Strong Adequate Marginal 2018 2019 2020 2021 2022 3Q23

—CR Median

Very Strong Strong Adequate Marginal =-- Total

Shaded area represents average standard deviation of assessment category

%iew @ Sfreview




Trends by Composite — Commercial Property

Commercial Property 5-Yr Combined Ratio
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Trends by Composite — Commercial Auto

Commercial Auto 5-Yr Combined Ratio
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Trends by Composite — Personal Lines

Personal Lines 5-Yr Combined Ratio
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Operating Performance

10-Yr Combined Ratio Median vs 10-Yr Volatility
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Polling Question #3

A homeowners insurance carrier that in 2023 recorded a combined ratio five
points below the homeowners insurance composite will have its rating:

a) Upgraded because it exceeded peers in one year
b) Affirmed because one year ahead of benchmark doesn't mean anything
c) Downgraded because the composite had a bad year

d) More information is needed regarding sustainability and volatility of the
company's historical results and credibility of future projections

?
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Key Takeaways

Benchmark analysis is one of many factors in the analytical process

Supports a holistic view of a rated entity in appropriate context

Metrics for comparison include ratios, return measures, percentage change, leverage levels, and
relative differences

Used across all building block assessments though focused in Balance Sheet Strength and
Operating Performance
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Q&A
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© AM Best Company, Inc. (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. AMB does not audit or
otherwise independently verify the accuracy or reliability of information received or otherwise used and therefore 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. AMB is not an investment advisor and does not offer
consulting or advisory services, nor does the company or its rating analysts offer any form of structuring or financial advice. 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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