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Presenter
Presentation Notes
Annually, we make this presentation available to our clients.  It’s CALLED the State of the Market, and some slides do directly review what is currently happening with US Commercial Insurance.  But more importantly we like to focus on 1) Emerging (or Evolving) Risks, and 2) trouble spots - - things to look out for in coming year(s).


=
Presentation Overview Mliant

= Highlights

= Property/Casualty Industry Performance
= |mpact of Natural Catastrophes
= Data Breaches Continue to Soar

= Evolving Risks

= Flood, Police Actions, Drones, Self-Driving Cars, and

Business Interruption

= Looking Ahead...


Presenter
Presentation Notes
P&C Industry performance is the best indicator we have looking forward to your renewals.  But past performance is obviously not the ONLY indicators.  Although the insurance industry is a very large stable beast, it is clearly NOT like the analogy of a ‘battleship’ - - large, impactful Natural Catastrophes can make it change on a dime.  In addition, large repeated jury verdicts, and well as societal trends can rapidly change underwriters aversion to YOUR risk!


Highlights Mhant

= For the first half of 2016, Global catastrophic (CAT) losses are at their highest level
since 2011; global economic losses reached $98 billion, with global insured losses at
$30 billion, still slightly below their 10-year averages of $112 billion and $31 billion
respectively. However, the losses were slightly above the longer-term averages of
$84 billion and $24 billion dating back to 2000.

= The P&C Combined Ratio has deteriorated to 100% as of 9/14/16 per A.M. Best

= Policyholder surplus is $676.3B as of 03/31/16.

= The WC Combined Ratio for 2015 is projected at 94%. Workers’ comp results began to
improve in 2012. Underwriting results deteriorated markedly from 2007-2011 and were the
worst they had been in a decade.

= Due to persistently low interest rates, investment income fell in 2012, 2013 and 2014 but
showed a small (1.9%) increase in 2015—another drop in 2016 seems likely.

= Weather extremes (Tropical Storm Hermine, Flooding in Louisiana & Texas),
catastrophic losses and investment earnings are areas of concern for carriers.


Presenter
Presentation Notes
The commercial insurance market is generally very healthy, however, in the first 6 months of 2016, property & casualty insurance industry in US had a $2.3 billion underwriting loss. (AM Best)
Three separate severe US weather events cost insurers over $7.0 billion, with a single massive storm in Texas in April raking up insurance costs of $3.1 billion after large hailstones caused widespread damage.
Hermine early estimates… $500M insured losses; $1 billion economic.  First hurricane to hit Florida since 2005.




® commercial Insurance Prices Nearly

Flat in the First Quarter Mlliant

= Commercial insurance prices were down slightly during the first
guarter of 2016, according to Towers Watson's most recent
Commercial Lines Insurance Pricing Survey (CLIPS) data.

« Consistent with Q4 2015, three lines of coverage reported modest
price decreases:

 Workers Compensation,
« Commercial Property,

 and Directors and Officers

* The outlier in the results continues to be commercial auto, where
price increases continue to be reported and have even mildly
accelerated over the past three quarters. Price changes for most other
lines fell in the low single digits.

Source: Towers Watson Commercial Lines Insurance Pricing Survey


Presenter
Presentation Notes
CLIPS is a source for benchmarks regarding historical changes in commercial P&C prices and loss costs that was started in 2005, collecting data back to 2003. 

Bottom line – “no news is good news”.  That said, and at least in California for Public Entities, clients with bus fleets are going to experience increases, and in general, carriers in the liability market will want to be at Attachments well above your frequency of claims.  Although not necessarily this year, we may see markets restricting coverage in problem areas  - - - and as we have talked about for many years, “Underwriting” is back to stay, so your submission to the marketplace needs to focus on the quality of your risk.


r Change in Commercial Rate

Renewals, by Line: 2016:Q1 Miliant
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Major Commercial Lines R&énewals Were Mixed to Down in Q1:2016;
EPL, D&O and Commercial Auto Saw Gains

Note: CIAB data cited here are based on a survey. Rate changes earned by individual insurers can and do vary, potentially substantially
Source: Council of Insurance Agents and Brokers; Insurance Information Institute


Presenter
Presentation Notes
NOTE: We will be presenting a lot of information here that has been consolidated form a variety of sources – many of the charts you will see are updated annually by the Insurance Information Institute for our use.  Other content has been developed from trade journals and public documents.


®p/C Industry Net Income After Taxes

1991-2016:Q2 (Millions) Miliant
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Sources: A.M. Best, ISO; Insurance Information Institute 6


Presenter
Presentation Notes
Always a favorite slide - - do remember that carrier profitability is what allows them the ability to ‘take risk’ and keep pricing competitive.  In a continuing environment of loss interest rates, carriers need to make money to build Surplus.


i Property/Casualty Insurance Industry

Investment Income: 2000-2016:Q21 Miliant
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Due to persistently low interest rates, investment income fell in 2012, 2013 and 2014 but
showed a small (1.9%) increase in 2015—another drop in 2016 seems likely

*Annualized figure based on actual Q2:2016 net investment income earned of $22.067B.
! Investment gains consist primarily of interest and stock dividends. ~ Sources: ISO; Insurance Information Institute 7


Presenter
Presentation Notes
This Chart has always bothered me, but I still like to show it.  Remember, interest rates WERE 8%+ back in the 1980’s.  They were pretty low this whole time, but REALLY dropped in 2008-09.  So WHY are carriers still making what looks to be a pretty good return?  There are a number of reasons, but a key one is that in 2007 P&C Assets were $1.3 trillion, and in 2015 they were $1.5 trillion. So the return on investments is down significantly.


y Policyholder Surplus,

2006:Q4 — 2016:Q2 Miliant
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The industry now has $1 of surplus for every $0.76 of NPW,
close to the strongest claims-paying status in its history.

2010:Q1 data includes $22.5B of paid-in ; -
capital from a holding company parent for one The P/C insurance mdustry entered 2016

insurer’s investment in a non-insurance in very strong financial condition.
business.

Sources: ISO, A.M .Best.



Presenter
Presentation Notes
Policyholder surplus = amount of money insurance companies have to pay claims.


Net Premium Growth (All P/C Lines):

Mihant

Annual Change, 1971 — 2016:Q2
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Shaded areas denote “hard market” periods
Sources: A.M. Best (1971-2013), ISO (2014-15).


Presenter
Presentation Notes
Net premium growth generally tracks with market cycles.


U.S. Insured Catastrophe Losses Mliant

2012 was the 3
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2013/14/15 were welcome respites from 2011/12, among the costliest years

for insured disaster losses in us history. 2016 is off to a costlier start.

*Through 6/30/16. 2016 figure stated in 2016 dollars.

Note: 2001 figure includes $20.3B for 9/11 losses reported through 12/31/01 ($25.9B 2011 dollars). Includes only business and personal property claims, business interruption and auto claims.
Non-prop/Bl losses = $12.2B ($15.6B in 2011 dollars.)

Sources: Property Claims Service/ISO; Insurance Information Institute
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Presentation Notes
Global CAT losses are at $30 billion through 6/30/16.  2016 is not off to a good start, but the insurance industry has the capital to weather the storm, for now.


Loss Events Worldwide 2015 Mliant

Global insured CAT losses totaled $27 billion in 2015, 21% below the
$31 billion average over the past 30 years (1985-2014, adj. for inflation)
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First Half 2016 Cat Losses by Type

- Severe Thunderstorms Lead the Way Millant

Severe Thunderstorm 21
Winter Storms & Cold 8
Waves

Flood, Flash Flood 60

Earthquake & Geophysical

Tropical Cyclone

Wildfire, Heat Waves & 5
Drought

(ongoing drought

conditions without loss

estimation for half the year)

Totals 94

25 11,600 8,500

55 2,300 1,500
3,300 3,300 1,000

10 200 Minor Losses
3,390 17,400 11,000
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Top 16 Most Costly Disasters

Mihant

In U.S. History—Katrina Still Ranks #1

(Insured Losses, 2014 Dollars, $ Billions)

Storm Sandy in 2012
was the last mega-CAT

to hit the US
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12 of the 16 Most Expensive Events in US History

Have Occurred Since 2004

Sources: PCS; Insurance Information Institute inflation adjustments to 2014 dollars using the CPI.
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’P/C Insurance Industry
Combined Ratio 2001-2016:Q2*

Mihant
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* Excludes Mortgage & Financial Guaranty insurers 2008--2014. Including M&FG, 2008=105.1, 2009=100.7, 2010=102.4, 2011=108.1; 2012:=103.2;
2013: = 96.1; 2014: = 97.0.

Sources: A.M. Best, ISO (2014-2015); Figure for 2010-2013 is from A.M. Best P&C Review and Preview, Feb. 16, 2016. 14


Presenter
Presentation Notes
Combined ratio has risen to 100% as of September 2016. Combined Ratio - Essentially for every premium dollar collected the insurance industry is paying out 1.00 dollar in expenses and claims.



“Workers Compensation

Combined Ratio: 1994 — 2015P Miliant

WC results have
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Workers’ comp results began to improve in 2012. Underwriting results deteriorated
markedly from 2007-2010/11 and were the worst they had been in a decade.

Sources: A.M. Best (1994-2009); NCCI (2010-2015P) and are for private carriers only; Insurance Information Institute.
15


Presenter
Presentation Notes
Workers’ Compensation results continue to improve. 



®Data Breaches 2005-2015, by Number

of Breaches and Records Exposed Miliant
# Data Breaches/Millions of Records Exposed
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The total number of data breaches (+27.5%) hit a record high of 783 in 2014, exposing
85.6 million records. Through June 30, this year has seen 117.6 million records
exposed in 400 breaches.*

Source: Identity Theft Resource Center,
http://www.idtheftcenter.org/images/breach/ITRCBreachReport2015.pdf

*2007-2012 figures exclude mortgage and financial guaranty segments. 16


Presenter
Presentation Notes
Data breaches continue to soar.  If the Democratic National Committee can be hacked…

Team of hackers take remote control of Tesla Model S from 12 miles away, interfering with the cars brakes, door locks, dashboard computer screen and other electronically-controlled features in the high tech car.


“Estimated Cyber Insurance

Premiums Written, 2014 — 2020F Miliant

$ Billions

Cyber insurance
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could more than triple
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Source: Advisen (2014 est.); PWC (2015, 2020); Insurance Information Institute.
17
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Presentation Notes
You can protect your entity against the financial implications of a data breach with Cyber insurance.


Cyber business interruption

cases increase 52% Mlliant

- Case Type Composition over Time
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Of all the cyber-related business interruption cases tracked by Advisen’s Loss Insight database,
system/network security violation or disruptions” (in light blue) clearly constitutes the largest
percentage. This is followed by “digital data breach, loss or theft.” The smaller slivers deserve
some attention, as a case-type category such as cyber extortion is on the rise as is phishing.
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Presenter
Presentation Notes
A data breach can result in loss of revenue and extra expense to your entity. 


Flood Risks . . .. Milliant

Louisiana, August 2016

19


Presenter
Presentation Notes
Remember when we talked about some of the commercial insurance industry’s concerns? Extreme weather is one of them.  

Catastrophe modeling firm AIR Worldwide estimates that industry ground-up insurable losses-which include exposures eligible for coverage (regardless of whether they are actually insured) without any application of deductibles or limits-from the flooding in Louisiana caused by excessive rainfall during August 2016 will be between USD 8.5 billion and USD 11 billion. 80 percent of damaged homes were not covered by flood insurance (Aon Benfied)



. ... Continue To Expect the Unexpected MAlliant
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Officer-Involved Police Shootings Millant

Per The Washington Post, nearly 1,000 people were
shot dead by police in the nation in 2015
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Presenter
Presentation Notes
We’ve all seen the headlines, watched the evening news and seen the protests. It’s not pretty and it is having a direct impact on buyers of excess liability insurance with urban police exposures. The market has coined the current challenge related to law enforcement as the “Ferguson Effect”, which began with the Michael Brown shooting death in Ferguson, Missouri, in August 2014. Subsequent altercations involving police departments and their communities have resulted in a cultural shift in America. This development has shaped an underwriting environment that is centered on careful consideration and actuarial analysis. All of this has also caused a restriction in available carriers for larger cities as a number of insurers have decided to leave the city liability arena due to this challenging environment, which may have a trickle-down effect on municipal pools.


Police Officer Actions & Use of Force . ... MAlllant

= Broadly speaking, the use of force by law enforcement officers
becomes necessary, and is permitted under specific circumstances,
such as in self-defense or in defense of another individual or group.

= There is no single, universally agreed-upon definition of use of force.
The International Association of Chiefs of Police has described use of
force as the "amount of effort required by police to compel
compliance by an unwilling subject" 11

= Officers receive guidance from their individual agencies, but there is
no universal set of rules that governs when officers should use force
and how much.

= Officer training with fire arms is less one would anticipate, and overall
Officer training is likely one key answer to mitigate problems.

[1] International Association of the Chiefs of Police, Police Use of Force in America, 2001 (pdf, 88 pages), Alexandria, Virginia, 2001. [exit notice].
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Presentation Notes
President Barack Obama signed an executive order establishing a Task Force whose responsibility was to identify best practices and offer recommendations to improve the relationship between local police and the communities they protect and serve to address “police distrust” on a national level.

http://www.nij.gov/topics/law-enforcement/officer-safety/use-of-force/pages/welcome.aspx#note1

.. .. And They Continue Mihant

people have been shot and killed
by police to date in 2016.......
keeping pace with last year.

This count from The Washington Post is based on news
reports, public records, social media and other sources.

23



What about Peace Officers........ Mihant

= When officers respond to a call, they have no |dea what

to expect
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Use of Force Actions - - Context Counts Mihhant

1. No two situations are the same, nor are any two
officers. In a potentially threatening situation,
officers quickly tailor their response and apply
force, as necessary.

2. Situational awareness Is essential; officers are
trained to judge when a crisis requires the use of
force to regain control of a situation. Time
becomes the key variable in determining when
an officer chooses to use force.

25



It's a Bird, It's a Plane . . . . Mliant

GoPro has just released its Karma Camera Drone.

It automatically follows you and captures your
adventure from above.

25


Presenter
Presentation Notes
This is the way of the future. ASK THE AUDIENCE IF THEIR ENTITY OWNS A DRONE AND WHAT THE INTENDED USE IS.  We know many police and fire departments have purchased drones and many more will.


O
.. .. Drone, Drone and more Drones Mliant

= An unmanned aircraft system (UAS) or drone, is an
aircraft without a human pilot onboard — instead, the

UAS is controlled from an operator on the ground.
(Definition from Federal Aviation Administration)

= The FAA’s recently announced rules for commercial
operation of small Unmanned Aircraft Systems (UAS
or drones), set to take effect later this year, provide
long-awaited guidance to drone operators and
manufacturers and open the floodgates of opportunity
to many businesses that hope to utilize drone
technology in various ways in coming years.

26


Presenter
Presentation Notes
What is a drone and what can they be used for?  We have provided the FAA’s definition on this slide; and clarity on their use is expected with the newly enacted rules for the operation of drones.


Commercial Use of Drones Mliant

Numerous companies are
currently developing
businesses focused around
the transportation or delivery
of products or objects by
drones.

Google’s Alphabet has

teamed up with Chipotle, and
IS currently testing delivery of
burritos on a college campus.

27
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Presentation Notes
Insurance companies are using drones to inspect damaged buildings.  Contractors are using drones to take aerial photos of job sites.  Photographers are using drones to take wedding pictures.


Autonomous Venhicles are coming soon! Mliant

- Ford Motor Company

. Executive Chairman

- William Ford puts it this

‘s way: “In the next few years

_ smart cars will be doing
things you can hardly

Imagine today.”

= Accordingly, Ford is
“changing the way the
world moves. We are
rapidly becoming both an
auto company and a
mobility company . ... The
mobility revolution is here.”

30


Presenter
Presentation Notes
It’s likely that experiments with self-driving cars will start is US cities in just the next few years.  Right now in Singapore Uber’s competitor has started trials.  Specific lanes of travel will likely make this commonplace first, but how will municipalities respond. And what are the long-term impacts on our streets and roads?


Benefits & Drawbacks of Self-Driving Cars

Benefits

Nearly No Error

Eases Congestion

Eases Parking Woes

Potential for New Design

Potential for More Powerful Vehicles

Drawbacks

Expensive

Potential for Technology To Go Wrong
Licensing Infrastructure Not Yet In Place
Potential for Greater Pollution

Potential Loss of Privacy

Source: Unbelievable Benefits And Drawbacks Of The Self-Driving Car
LIFEHACK TECHNOLOGYBY ALICIA PRINCE

Mihant

31
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Presentation Notes
Autonomous vehicles may reduce US motor premiums by more than 40 percent by 2050, according to Aon GIMO report.

http://www.lifehack.org/technology
http://www.lifehack.org/author/alicia-prince

Business Interruption Mliant

What is BI?

Business Interruption provides coverage for loss of
business, services or rental income resulting directly
from the physical damage of an insured property.
Includes tax revenue interruption and tuition income.

Why it Is important to you
Public Entities looking for ways to generate revenue
* Recycled Water Sales
= Solar Energy
= Recreational Activities — sports parks & camps
= Habitation (Tenancy) Risks

32
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Presentation Notes
With the increase in weather extremes (and man made disasters) comes an increase in business interruption losses.  BI is essentially the loss of revenue as a result of physical damage to your property.


Looking Ahead . . .. Mliant

1. Expectations are that rates will remain flat to
slightly down into 2017 - barring an increase In
claims severity and/or any industry changing
events (i.e. hurricane, new legislation, court
decisions, insurer insolvency).

2. Some lines of coverage will see modest decreases,
while others such as law enforcement liability,
flood, commercial automobile liability and
employment practices liability (EPL) may see
price increases.
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Presentation Notes
Based on what we know today, these are our market expectations for 2017.  

In California we are seeing increased attachment points for transit (bus operations) and law enforcement liability.


STATE OF THE
INSURANCE
MARKET
2017

(THIS INFORATION HAS BEEN CONSOLIDATED
FROM VARIOUS INDUSTRY SOURCES)

M llant
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