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The U.S. property and casualty's 2019 statutory underwriting results showed evidence of business conditions that may
no longer exist in the current, highly volatile macroeconomic environment.

Favorable loss experience in certain key business lines and strong rates of premium growth contributed to improvement
in the combined ratio* for the aggregation of the vast majority of individual P&C filers to 98.8% from 99.1% in 2018. S&P
Global Market Intelligence had projected a full-year 2019 combined ratio of 98.4%.

Direct premiums written increased 5.3% in 2019, down from their 5.8% rise in 2018. The net premiums written growth
rate of 3.6% marked a sharp decline from the 2018 result of 10.9%, which had been inflated due to one-time
reinsurance program adjustments in the aftermath of 2017 U.S. federal income tax reform. Direct and net premiums
earned rose by 5% and 4.8%, respectively, reflecting the combination of upward pricing pressure in some lines and the
benefits of relative macroeconomic strength on exposure units.

The loss and loss-adjustment expense, or LAE, ratio improved by 0.3 percentage point to 71.1% in 2019, and the ratio
of underwriting expenses to net premiums written fell by less than 0.1 percentage point to 27.2%. The policyholder
dividend ratio increased incrementally, providing a partial offset to those improvements.

The COVID-19 pandemic casts significant doubt upon the industry's near-term growth outlook as government-imposed
restrictions and dramatic changes in consumer behavior could materially alter the levels of demand for various forms of
property and liability insurance. To the extent a broad-based downturn in economic activity slows claims volumes in
certain lines, such as through a decline in the frequency of auto insurance losses, any resulting benefits might be
overshadowed by the diminished top-line prospects and the effects of unprecedented stock and bond market volatility
on investment income.

The U.S. P&C industry last experienced declines in written and earned premiums in 2009, when the domestic economy
was in recession through the first half of the year.
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Select P&C industry statutory results
Excluding state funds/residual markets, limited to filers with 2018 and 2019 data available
Year-over-year change (%)

Income statement line items ($B) 2019 2018 2017 2016 2015 2014 ‘19918 8-17 1716 ‘16-15 ‘1514
Net premiums written §31.02 60018 540.22 52288 500.06 40116 358 10.02 484 201 364
Net premiums earned §10.00 59074 53716 510.03 500.35 48165 478 007 340 373 2.88
Losses incurred 37247 35003 345.80 21541 28744 27422 374 282 0G4 073 4.82
LAE incurred 67.84 62.06 6224 5078 58.88 5630 774 116 412 153 450
Other underwriting expenses 160.02 16400 148.41 14515 14158 13576  2.00 1117 225 252  4.20
Write-ins for underwriting deductions ~ 1.47 103 150 107 083 0.43 4186 -3520 4852 20.00  01.03
Netunderwriting gains 73 262 -20.66 -230 1163 1495 178.82 NM  NM  NM  -22.21
Other income 146 131 537 112 138 -261 177  NM  NM -12.20 -152.02
Policyholder dividends 318 260 236 224 243 235 2203 1051 505 781 256
Key underwriting ratios (%)

Loss ratio 60.17 6078 6438 6077 65745 56.93  -B0  -360 31 232 51
LAE ratio 10.06 1066 1159 1152 1177  11.60 an  -03 7 -5 2
Loss+LAE ratio 7113 7143 75.96 7220 60.21 6862  -30 -453 368 307 59
Expense ratio 7706 .25 73 @Ol 797 2073 -0 6 -B0 -6 25
Dividend ratio 051 044 044 043 040 0.40 7 0 1 -5 0
Combined ratio 0881 0013 10272 10063 0768 0684  -32 450 308 206 84

Data compiled March 13, zozo.

NM = not meaningtul; bps = basis points

Results for all periods reflect the aggregation of annual statutory income statement disclosures as Tiled with the NationalAssociation of
Insurance Commis sioners by 2 454 individual LS. property and casualty entities meeting the following criteria: Not classitied as a state fund
or residual market and results available tor both 2018 and 2019

Source: S&P Global Market Intelligence

2020, 5&PGlobal Market Inteligence. All rights reservad.

Weather, reserves provide a lift

The P&C industry's direct incurred loss ratio across business lines fell to a four-year low of 59.8% in 2019. That
outcome reflected sharply improved results for the homeowners and commercial multiperil business and higher, but still
historically strong, loss ratios in workers' comp and private auto.

The homeowners and commercial multiperil direct incurred loss ratios improved to 58.1% and 56.1%, respectively, from
72.5% and 59.7% in 2018. Willis Re, for example, described 2019 as having been "fairly benign" from a natural
catastrophe standpoint in the United States relative to the two previous years, with no single event resulting in as much
as $5 billion in insured losses. A less active wildfire season and the near-miss from the Category 5 Hurricane Dorian
along the U.S. mainland contributed to that outcome.

The lesser degree of improvement in commercial multiperil, in part, reflects experience in the liability component of that
line where the direct incurred loss ratio increased by 3.1 percentage points.

In workers' comp, meanwhile, the calendar-year direct incurred loss ratio of 45.2% marked an increase of 1.4
percentage points from 2018. But it remained well below the average calendar-year result of 61.7% over a 10-year
period ended in 2017. The results continue a remarkable run of profitability for a business that has benefited from
virtual full employment in the United States.

Favorable development of loss and defense-and-cost-containment expense, or DCCE, reserves, was commonplace in
this line. The aggregate amount of favorable development for all prior accident years totaled $6.32 billion, just below the
calendar-year 2018 total of $6.35 billion. Development across all other P&C lines was unfavorable by $1.36 billion in
calendar year 2019. A total of 13 individual entities, not counting state funds, posted favorable workers' comp reserve
development of $100 million or more. Only two entities reported as much as $10 million in unfavorable workers' comp
development.

The good times are unlikely to last in workers' comp, however. For starters, any material reduction in employer payrolls
resulting from the COVID-19 pandemic would place additional downward pressure on premium volumes that are already
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in decline due to falling rates.
Smooth sailing
The pandemic might have an opposite effect in the auto insurance business.

To the extent employer- and government-imposed restrictions stemming from the COVID-19 outbreak cause a reduction
in the aggregate number of miles driven, we would expect the frequency of auto claims to decline. That is already
something that GEICO Corp. has already seen, Berkshire Hathaway Inc. Chairman Warren Buffett said in a Yahoo
Finance interview.

The private auto business benefited in 2019 from lower frequency, helping to mitigate the effects of higher severity as
vehicles become increasingly expensive to repair. Reduced business activity could change the dynamic in the
commercial auto line, which in contrast to private auto suffered further deterioration in its loss ratio from already highly
stressed levels.

The increased availability of real-time data from the use of telematics technology will aid carriers in determining the
extent of the impact, particularly relative to the last extended downturn in miles driven during the 2008 financial crisis.

The private auto physical damage coverages experienced a higher direct incurred loss ratio in 2019, reflective of higher
loss severity. But the direct incurred loss ratio for the private auto liability coverages fell by nearly 0.5 percentage point
to 65.9%, which marked the lowest such result in 11 years.

Commercial auto liability results made history for the opposite reason. The direct incurred loss ratio of 73.4%
represented an increase of 1.7 percentage points from 2018 and marked the highest such result since 2001. Adverse
prior-year loss and DCCE development surged to $2.55 billion from $1.78 billion.
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Direct loss ratios, premium growth rates
All P&C lines

e Direct incurred loss ratio (%) =0 [PW growth (%)
100

781 e5a0 ca 17 65.91

B0.72

50

Loss ratio (%)

25

-25
201 2012 2012 204 20185 2016 2017

Salact casualty lines*

100

75
59.30
EET4 E7.44 BE.16 B4 80 57.10 54 89

50

Loss ratio (%)

-25
201 2mz ma 204 2015 2016 2m7

Private auto liability

100

75

g0 -

25

Loss ratio (%)

-26

20m 2012 2012 2014 20185 2016 2017

P&C linas, ex-private auto liability

61.68

2018

5617

08

2018

B9.79

e

59.21

2019

209

12

1z

12

[1=]

Premium growth (%)

Premium growth (%)

Premium growth (36)

Powered by S&P Global | Page 4 of 5



Licensed to shehzadali.saiyed@spglobal.com

S&P Global
Market Intelligence

100 - - 12
?5 i &~ A - I g
B &by B2 04 G&.62 60,22 S ~
53.56 F
F s0 B £
e 8
b Bo
B
: :
& 75 - L3 E
0 - 0
-25 -2

201 2012 2012 204 2015 2016 7 201a 209

Data compiled March 13, zozo.

DPW = direct premiums written

Results torall periods reflect the aggregation of disclosures on the Underwriting and Investment Exhibit and state pages of annual
statutory statements as Tiled with the National Association of Insurance Commissioners by 2,454 individual LS. property and casualty
entities meeting the tollowing criteria; Not classified as a state tund or residual market and results available tor both 2018 and 2019,

* Represents the aggregation of results tor the other/product liability, medical protessional Liability, workers' compensation and
commercialauto liability lines.

Source: S&P Global Market Intelligence

& 2020, S&P Global Market Intelligence. Allrights reserved.

The bottom line

A total of 58 individual entities posted $100 million or more in net underwriting gains; 35 had underwriting losses of $100
million or more. Allstate Insurance Co. led the former category with a net underwriting profit of $2.19 billion. Factory
Mutual Insurance Co., with a net underwriting profit of $535.4 million, posted the industry's largest year-over-year
improvement at nearly $1.77 billion.

At the other end of the spectrum, State Farm Mutual Automobile Insurance Co. showed the largest year-over-year
erosion in underwriting profitability as its loss of $762.5 million marked a decline of $2.04 billion from 2018's result.
Other members of the State Farm group more than offset that loss, however. CNA Financial Corp.'s Continental
Casualty Co. had the industry's largest net underwriting loss among individual entities at $781.3 million. Both companies
generated net income in excess of $1 billion, however, reflecting the effects of investment income.

*Industry-level results discussed in this article unless otherwise noted reflect the aggregation of data for 2,455 individual
P&C entities for which both 2018 and 2019 data are available. They exclude entities classified by S&P Global Market
Intelligence as state funds or residual markets. Direct incurred losses reflect the consolidation of results reported by
individual P&C companies on the state pages of their annual statements. Future S&P Global Market Intelligence
aggregations will generate different results based on the receipt of additional information, but we anticipate they will
remain directionally consistent as the omitted filers (excluding state funds) accounted for only 0.7% of the industry's
2018 direct premium volume.

This article was published by S&P Global Market Intelligence and not by S&P Global Ratings, which is a separately
managed division of S&P Global.
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