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Good afternoon. 

  Welcome to the this special session titled: 
	
DEMYSTIFYING THE FINANCIAL STRENGTH OF INSURANCE COMPANIES 

•   My name is Philip Blais of Blais E&S and I will be your moderator.

  Let me start by thanking all of you and the panel for participating in this session .




PANELIST
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Presentation Notes
Lets meet the panel – Display Panel Slide 
At this point I will let each panelist introduce themselves.   



DISCUSSION FOCUS AREAS

= RATING AGENCY COMPETITIVE LANDSCAPE

= KEY RATING FACTORS & HOT BUTTONS

= 3RD PARTY ISSUES & VIEWPOINTS

* INSIGHTS & PREDICTIONS
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The discussion will be broken down  into four focus areas. – Display Discussion Focus Slide 
------------------------------------------------------------------------------------------------------------
As many of you know, many interested parties rely on financial strength ratings published by leading rating agencies like A.M. Best and Standard & Poor’s as a basis for facilitating business relationships with financially sound (re) insurance companies. 

Nevertheless, the basis for (re) insurance company ratings are not well understood amidst every-changing requirements imposed by the rating agencies.  

During this session we will review the key factors and issues considered by leading rating agencies in their evaluations as well as numerous other rating agency topics.    




FOCUS AREA 1

RATING AGENCY
COMPETITIVE LANDSCAPE

* Principal Rating Agencies
 Financial Strength Ratings
* Regulatory vs. Rating Agency Differences
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Rating Agency Competitive Landscape ( 7 Minutes)
Rating Agency Landscape [Eric]
Who are the principal insurance rating agencies and how do they compare?
 Financial Strength Ratings [Eric]
What do financial strength ratings measure and what are the rating scales?
How have financial strength ratings trended in recent years?
Who relies on insurance financial strength ratings?
 Regulatory vs. Rating Agency Differences [Doug]
What is the interplay of state regulators with rating agencies?
At a high-level, how do insurance regulatory solvency standards compare to “investment grade” rating standards?


Original questions:
Who are the principal rating agencies?
What is the principal role of a rating agency?
What are the rating agency scales?
Are insurance company ratings all equal?
What role does the National Association of Insurance Commissioners (NAIC) play?
What is the current insurance company regulatory environment (Federal & State)?



CATEGORY

A.M. BEST vs S&P RATINGS

A.M. BEST

S&P

: Financial Strength: 1906 Financial Strength: 1978

Ratings

Inception Debt: Early 2000’ Debt: 1916

Rating Scale A++to F (15 Levels) AAAto R (19 Levels)

: . 0 i . 0}

US Market Premiums: 98+% Premiums: 80%-+

Share Insurers: 99+% Insurers: <50%
Unrivaled US franchise Strong global debt & insurance
Strong credibility franchise

Strengths Progressive criteria

development

Modest international & Limited success with smaller
debt ratings position US insurers

Challenges * Increased regulatory Increased regulatory scrutiny
scrutiny
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P&C IMPAIRMENTS
BY RATING LEVEL

Insurers with strong ratings are less likely

to become impaired over long periods.
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Sources: A.M. Best 2008 Impairment Study



BEST P&C RATING TRENDS
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FOCUS AREA 2

KEY RATING FACTORS AND
HOT BUTTONS

 Rating Process
» Key Rating Factors
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Key Rating Factors and Hot Buttons (8 Minutes)
Ratings Process [Eric]
How does the insurance rating process work today? 
What is the basic financial information used by a rating firm?
 Key Rating Factors [Eric; Dick]
What are the key factors in a typical ratings evaluation?
What are some of the rating agency’s current “hot buttons” including any analytical changes made following the global financial crisis?  

Original Questions
How does the insurance rating process work today? 
Are there different methodologies used by the rating agencies?
What is the basic financial information used by a rating firm?
What key components of an insurer’s capital and surplus are considered?
Does the operating cycle of insurance company have an impact on its rating?
Can you differentiate between loss reserves, policy reserves, UPR and IBNR reserves?
What kind of impairment tests for invested assets do the rating agencies use?
What factor does risk transfer in reinsurance play in a carriers rating?
How effectively are models used within the decision making process of companies and how does that affect the ratings evaluation?
How is catastrophe risk measured and incorporated into the rating agency view of risk adjusted capitalization?





A.M. BEST
KEY RATING FACTORS

Best’s Rating

I | \
Balance Sheet Strength Operating Performance Business Profile

m Capital Adequacy m Historic/Future m Market Risk

B Reserve Adequacy Results m Spread of Risk

®m Earnings Quality
m Stability (5-10 yr.)

® Reinsurance Credit m Competitive Position

m Asset Quality ® Management
m Growth ®m Event Risk
m Liquidity ®m Franchise Value

®m Financial Flexibility
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RATING HOT BUTTONS
& OUTLOOK

Pricing discipline (cycle management)
Reserve adequacy

Catastrophe risk management
Enterprise risk management

Rating Outlooks by Agency

Sector S&P A.M. Best | Moody’s Fitch
U.S. Personal Negative Stable Stable Stable
U.S. Commercial Negative Stable Negative Stable
Global Reinsurance Stable Stable Negative Stable
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FOCUS AREA 3

39 PARTY ISSUES AND
VIEWPOINTS ON RATING
AGENCIES

 Reliance on Ratings
o Assessment of Rating Agencies
 Ratings Influence on Company Strategy
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3rd Party Issues and Viewpoints on Rating (25 minutes)
Reliance on Ratings [All Panelists]
What are specific examples where you place 3rd party reliance on ratings and rating agency information? 
What information published by the rating agencies is helpful in your understanding of an insurance company’s financial stability?
What are some of your principal concerns of insurance companies that are not addressed by published rating agency information? 
 
Assessment of Rating Agencies [All Panelists]
What is your perspective on the accuracy of insurance ratings and investment ratings (e.g. mortgage-backed securities) more recently?
What do you think are the principal shortcomings of rating agency opinions and what lessons have been learned over the years?
What measures have you (or other 3rd parties) needed to take to supplement your due diligence and go beyond the ratings and analysis issued by rating agencies?
 
Ratings Influence on Company Strategy [All Panelists] 
What is your perspective on the influence that rating agencies have played on company’s strategy and financial management, and is it a good or bad thing?
BETH: What is the impact of rating agency rating changes on the stock performance of the P/C industry? 
 BETH: How have the policies of the rating agencies influenced insurance shareholder value?  
 BETH: What actions have insurers taken to manage the rating process to the benefit of shareholders? 


Original Questions:
Does an insurance rating agency consider operational issues?
Is there a framework for assessing management and operational risk?
What organizational concerns should one consider when looking at an insurance company?
Utilizing the rating agencies information can one identify warning signs of insurer experiencing financial distress?
What is the likely impact of FASB proposed amendments to U.S. generally accepted accounting principles (GAAP) and International Financial Reporting Standards (IFRSs)? 
What reliance do rating agencies place on analysts’ judgment?
What has been the rating agency track record (assigned top ratings, low ratings, etc.)?
What has been the rating agency track record with respect to reporting financial vulnerability?


FOCUS AREA 4

INSIGHTS & PREDICTIONS

 Future Changes to Rating Factors
 Future Insurance Regulatory Changes
 Financial Regulatory Reform

o Key Takeaways
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Insights & Predictions (25 Minutes)
 Future Changes to Rating Factors [Eric]
What are some of the likely insurance ratings criteria changes in coming years and what are the implications for insurance companies?
 Future Insurance Regulatory Changes [Doug]
What are the likely changes to state regulation over the next several years that are most relevant to insurers in the audience?
How might such changes impact the rating agencies?
 Financial Regulatory Reform [Dick; Others]
With regard to recent financial regulatory reform, what are the top impacts to financial services companies in general and insurance companies specifically?
How does the Dodd-Frank Act impact the rating agencies and their interactions with companies going forward?
 Key Takeaways [All Panelists]
From your perspective, what are the top 1 or 2 takeaways for our audience with regard to rating agencies, their ratings, and their impacts on insurance companies going forward? 


Original Questions:
Is there a value in combining all rating agency valuations and can they be compared?
In what situations do certain rating agency valuations stand out?
What key variables might affect an insurer’s financial results (Financial & Non Financial)?
Can a rating agency predict the future stability of an insurance company?
What is the future of Financial Regulatory Reform and Need for Clarity?
What is the future insurance company regulatory environment (Federal & State)?
How will Solvency II impact regulatory reform in the U.S.?
What impact does the financial reform legislation have on the way rating agencies operate?
How will improvements in enterprise risk management influence the future of the ratings evaluation?
What effect will a company’s economic capital model have on the evaluation of risk adjusted capital done by the rating agencies?
How will changes in accounting standards both domestically and internationally affect the rating review process?
 BETH: What is the impact of rating agency rate modifications on the stock performance of the property/casualty industry?
 BETH: How have the policies of the rating agencies  influenced insurance shareholder value?  
 BETH: What actions have  insurers taken to manage the rating process to the benefit of shareholders?
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RETURN ON EQUITY TREND
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BETH: 
Highlighted is a picture from the Wizard of Oz when Dorothy presents the wizard with the witches broom.  I use this as an analogy to illustrate AM Best’s fickle nature.  AM Best is like the Wizard.  The rating agency indicates to insurers what the insurer needs to do to win a ratings upgrade. When the insurer accomplishes the task ( in some cases to the detriment of shareholders) AM Best comes back and says there are other issues that need to be addressed.  Just like the Wizard tell Dorothy that he will take her home if she accomplishes one more task.  That’s when Toto pulls back the curtain to reveal the true nature of the Wizard as a false God.  


QUESTIONS
&
ANSWERS
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