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"…a distinguishing characteristic of a thought 
leader is the recognition...that the company 

deeply understands its business, the needs of 
its customers, and the broader marketplace in 

which it operates.”     – Elise Bauer 

Insurance in the early years of our 
country served a fairly simple service 

– to protect property owners from the 
expenses associated with fire. The face of 
insurance today is complex, with a myriad 
of specialty coverage. These changes 
drive our vision for The Demotech 
Difference. We want to present the views 
of leaders and thought leaders within the 
industry on our pages, to share new ideas 
and trends, as well as retrospectives on 
different facets of the business. 

We use the term frequently, but what is 
a thought leader? I like the definition 

given by Elise Bauer in her blog 
entry appropriately titled “Be a 
Thought Leader!” Bauer states, “What 
differentiates a thought leader from 
any other knowledgeable company, is 
the recognition from the outside world 
that the company deeply understands 
its business, the needs of its customers, 
and the broader marketplace in which 
it operates.”

Bauer discusses the shifts that enable 
leaders to become thought leaders, one 
of which happens when leaders are 
generous with their time, intelligence, 
and their knowledge. She draws the 
correlation between that generosity 
with companies and consumers and 
increased trust.  

Things have changed dramatically for 
U.S. insurance companies because 
changes in the world of knowledge and 

data have pressed every industry forward to 
keep up. Buckminster Fuller’s Knowledge 
Doubling Curve noted that until 1900, human 
knowledge doubled every century. By the 
end of WWII, the rate was doubling every 
25 years. On average, human knowledge is 
now doubling every 13 months, with IBM 
estimating that this will soon occur every 12 
hours. That is astounding acceleration.  
   
The blog Daily Reckoning gave statistics 
regarding big data. The site stated that the 
amount of digital information created and 
shared in the world increased nine-fold in just 
five years – to almost two zettabytes by the 

end of 2011. But growth isn’t over. By 2015, 
the site claimed, data creation and sharing 
was expected to almost quadruple.

As change marches on so dramatically, 
thought leaders must, now more than ever, 
stand at the ready to understand the changes, 
and to challenge us to think of known topics 
in new ways. They must be ahead of the 
curve and anticipating what is coming to 
the industry, whether it’s cyber security or 
coverage for terrorist events. 

We are one forum for such thought leaders. 
We provide a resource for others to hear what 
thought leaders have to say. We are dedicated 
to this purpose, since even 30 years ago, 
no one could have 
imagined how the 
insurance industry 
would change.  

In My Opinion
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From the 
President’s Desk
By Joseph L. Petrelli

The Impact of Diversification, Economic Models 
and Analysts on Rating Agency Relationships

Some insurance company rating 
agencies appear to be dusting 
off their outdated playbooks 

by re-introducing or emphasizing 
the pursuit of diversification as a 
stepping stone on the pathway to 
stabilization of a current rating 
or the route to achieving a higher 
rating.  At Demotech we remain a 
proponent of sticking to the knitting.  
We adopted this philosophy in 
1989 when we issued our initial 
Financial Stability Ratings®. In 
the Property and Casualty (P&C) 
insurance industry, Demotech's 
Company Classification System, 
introduced in 2007, demonstrates 
the myth of diversification within 
the insurance industry, as 51% 
of the carriers reporting data to  
the National Association of 
Insurance Commissioners (NAIC) 
are specialists.

Investment and management icons 
agree with Demotech’s perspective.  
This statement from one of the 
most successful investors of our 
lifetime, Warren Buffett, is a classic: 
"Diversification is protection against 
ignorance. It makes little sense if you 
know what you are doing."  On the 
company management side, one of 
the eight themes within Tom Peters' 
"In Search of Excellence" was stick 
to the knitting.  Companies that are 
in search of excellence stay with the 
business they know and understand. 

In sports, would anyone suggest that 
Kevin Durant or LeBron James, two 

of the finest small forwards to ever 
play basketball, diversify by playing 
field hockey or soccer?  Should 
Wade Davis, an All-Star pitcher 
and the most dominant reliever in 
major league baseball over the past 
two seasons, be asked to train as a 
goalie for a hockey team?  Or would 
we expect these professionals to 
continue to excel at what they know 
and do best?

In the P&C insurance industry, 
while other insurer rating agencies 
speak about diversification, the 
reality is that the industry has few 

business and risk retention groups, 
who are required to write but one line 
of casualty insurance, accounted for 
1,365 of the 2,676 insurers reporting 
financial information to the NAIC.  In 
summary, only 2% of carriers by count 
were diversified while 51% of carriers 
were specialists focusing on a niche 
that they understood.

It seems to me that those who 
believe that concentration of risk is 
a concentration of problems need 
to read the publications of Tom 
Peters, listen to Warren Buffett or 
begin to understand the preparation, 

Companies that are in search of 
excellence stay with the business 

they know and understand. 
fully diversified carriers.  Demotech 
reviews all carriers reporting financial 
data to the NAIC for the purpose of 
assigning them to a category within 
our Company Classification System.  
A recent analysis of 2,676 insurers 
reporting data to the NAIC indicated 
that only 57 insurers (2.1%) were 
licensed in and also wrote at least 
$1,000,000 of direct written premium 
in each state or jurisdiction.  

In contrast, State Specialists, those 
carriers that wrote 90% or more of 
their business in one state, Coverage 
Specialists who wrote 90% or more 
of their business in a single line of 

dedication, effort, focus and strategic 
positioning required to become a 
professional or specialist in a niche of 
the insurance business.  Challenges 
and problems tend to manifest 
themselves when one is climbing a 
steep learning curve or competing 
against established, entrenched 
markets.  I, for one, do not recall 
anyone who ever got into trouble by 
focusing on something they knew how 
to do. 

Demotech will continue to respect 
carriers who have diversified and 
prospered by doing so.  Concurrently, 
we will continue to recognize that 

Vive Le Différence
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knowledgeable specialists can focus 
on a product, geographical area 
or narrow niche, and yet grow 
and prosper.  With only 2% of the 
industry fully diversified and 51% 
of the industry focused on a niche, 
the composition of the industry 
supports this conclusion as does 
the perspective of investment and 
management icons.  

I conclude with my thoughts on 
two other issues that impact insurer 
ratings: economic models and 
interacting with analysts.  On 
the topic of economic models, 
Demotech believes that differences 
in ratings should be correlated 
with the quantitative differences in 
the objective underlying financial 
condition of insurers.  When an 
economic model can be superseded 
by subjective, qualitative criteria 
at the sole discretion of the rating 
agency, this can be problematic to the 
public at large.  At the end of the day, 
consumers, regulators, producers 
and reinsurers view ratings 
from a predominantly financial 
perspective.  The application of 
subjective, qualitative criteria, often 
difficult to measure and compare, 
is inconsistent with the general 
tendency in the marketplace to rely 
on the rote application of the level of 
rating assigned.

When a wide range of distinct ratings 
are assigned to insurers whose 
quantitative results fall within a 
narrow band, the distinction between 
the quantitative output of an 
economic model and the letter grade 
assigned to the insurer is largely lost 
on the majority of users of ratings.  
Although Demotech acknowledges a 
role for qualitative considerations in 
the assignment of ratings to insurers, 
we believe that the application 
and proportionality of subjective, 

Warren Buffett:  "Beware of geeks 
bearing formulas." 

The value of experienced, professional 
analysts who understand the business 
of insurance, whether at the front 
lines, supervisory or management 
level, cannot be overstated.  If the 
processes at a rating agency involve 
an analytical hierarchy that relies on 
inexperienced frontline information 
gatherers compiling submissions 
to meet the needs of an internal 

Experience, Insight, Dedication & Service"Beware of geeks bearing 
formulas."

 Warren Buffett 

qualitative criteria should be 
limited, scrutinized and disclosed.  
Objectivity and transparency are of 
paramount importance.  Those who 
create and rely on arcane, economic 
models that may or may not be the 
primary driver of the rating assigned 
to an insurer should be transparent.

As my final thought on a single 
economic model for carriers of all 
sizes and types, whether the model 
is or is not the ultimate determinant 
for assigning a rating to a carrier, 
I defer to the Oracle of Omaha, 

committee or group of managerial 
personnel, then the value of insurer 
interaction with frontline analysts 
is limited.

Contrast the situation outlined 
above with one where experienced 
insurance professionals, with long 
tenures and institutional memory, 
communicate and interact with 
carriers so as to draw out the 
complexities and nuances of the 
business model of the carrier.  In 
the second situation, informed 
analysts provide meaningful input to 

summarize and represent 
the interests of the carrier.  

If a carrier attends a meeting 
at a rating agency and the 
analyst assigned to the carrier 
is new and/or inexperienced, 
it is possible that the carrier 
is disadvantaged relative 
to its peer group.  The 
disadvantages emanate from 
both the carrier’s lack of a 
relationship with its analyst 
as well as from the analyst’s 
lack of a relationship with 
the hierarchy.

It is important to recognize 
and acknowledge that 
the assignment of insurer 
ratings is a complex and 

 Vyaseleva Elena/shutterstock.com
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multi-faceted process.  Although concepts 
such as diversification and economic 
modeling may sound quantitative, 
they may be utilized as subjective, 
qualitative biases rather than objective 
evaluation criteria.  Concurrently, carriers 
can be disadvantaged by turnover at 
the primary analyst level.  The loss of 
institutional memory in conjunction 

with the new analyst’s unfamiliarity 
with the hierarchy of the rating 
organization is more likely to adversely 
impact the insurer’s rating than to 
enhance the rating.

At Demotech, we respect niche carriers 
as well as those that have geographic 
and product line diversification. We 

focus on balance sheet fundamentals as 
presented over representative historical 
operating periods, the execution of  
business models and other tactical plans  
including enterprise risk management. As 
to the need for professional analysts 
and the minimization of turnover, the 
picture below is worth a thousand 
words.  

Demotech reviews and assigns Financial Stability Ratings® to 
established Property & Casualty insurers as well as start-up insurers.

Our people are the Demotech difference.

www.demotech.com
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Cybersecurity Issues in Insurance: 
Recent Trends and Developments 

Authors from left to right: 
Fred Karlinsky
Benjamin Zellner
Celeste Lawrence

In January 2015, health insurer Anthem, Inc. announced 
a major cyber breach that compromised the private 
health and personal information of approximately 
80 million customers. Anthem has projected its cost 

stemming from this breach at upwards of $230 million, 
which will include the expense of future cybersecurity 
protection for affected and future customers. The attack 
was a critical reminder that more businesses, especially 
insurers, will be forced to confront cybersecurity issues into 
the foreseeable future. Fortunately, businesses, along with 
the federal and many state governments, heeded the lessons 
from Anthem’s attack and undertook varying measures 
that yielded significant developments in cybersecurity just 
within the past year.

Cyber or data security encompasses the processes, 
procedures, technologies, and preventative measures 
used to protect information stored electronically on 
network systems from the threat of unauthorized 
disclosure.  Threats originate from outsiders, such as 
hackers, organized criminal networks, and even foreign 
governments, as well as organizational insiders such as 
disgruntled employees and third party vendors.  Insurance 
companies are particularly at risk from cyber attacks and 
other data breaches because of the large amount of private 
information on their policyholders that they store on their 
systems.  Breaches can result in this information being 
compromised and potentially exploited by criminals, 
resulting in substantial exposure to the insurer.  

It is therefore not surprising that insurance regulators have 
taken measures to evaluate the effectiveness of insurance 
companies’ cyber defenses.  Almost every state has enacted 
some sort of cybersecurity legislation, and over half of the 
state legislatures introduced or considered bills dealing with 
data breach notification requirements in 2015.   Additionally, 
state regulators, individually and through the National 
Association of Insurance Commissioners (NAIC), have 
issued new guidance for insurers to consider in developing 
their cyber-defenses and related protocols.

The NAIC has also been active in addressing cybersecurity 
issues. In April, 2015 the Cybersecurity Task Force adopted 
the Principles for Effective Cybersecurity Insurance 
Regulatory Guidance (the Principles), which identify 
safeguards that regulators will expect insurers to have in 
place to protect consumers from cyber breaches.  Moreover, 
the NAIC Roadmap for Cybersecurity Consumer Protections 
(the Roadmap), previously known as the Cybersecurity 
Consumer Bill of Rights, was adopted by the Executive 

Committee in December 2015.  The Roadmap outlines what 
consumers should have a right to expect of insurance carriers 
and agents with regards to data collection and protection. 
 
Some of those recommended “rights” were that consumers 
must know the information collected and stored by the 
insurer or its third party contractors; that consumers should 
expect companies to have privacy policies explaining their 
data collection practices; and that they should be notified 
by the company in the event of a breach and receive at least 
one-year of identity theft protection paid by the company 
if such a breach occurs.  The adoption of the Roadmap 
was somewhat controversial because the actions it calls on 
insurers to undertake are often not required under state 
law.  Some fear that the Roadmap will cause confusion for 
consumers, and could lead to overlapping or inconsistent 
obligations for insurers to comply with. 

However, a new model law could help to address the problem 
with the lack of uniformity of cybersecurity requirements.  
On March 2, 2016, the Cybersecurity Task Force released a 
preliminary working and discussion draft of a new Insurance 

...a new model law could 
help to address the 

problem with the lack of 
uniformity of cybersecurity 

requirements.  



The Demotech Difference    Spring 2016    9

Data Security Model Law, which, if adopted 
by the states, would create new requirements 
for insurers’ cybersecurity programs and 
help to establish uniformity among state 
insurance cybersecurity laws.  The model law 
defines “data breach” as “the unauthorized 
acquisition of personal information.”  
“Personal information” is defined to include 
financial information, health information, 
and other private information of a consumer 
or entity.  The model law requires insurers, 
producers, and third party service providers 
to take measures to protect from data breaches 
the personal information of consumers stored 
by the insurer, and provide notice to affected 
consumers and certain other entities in the 
event of a breach.

Specifically, the model law requires insurance entities 
to implement an “Information Security Program” with 
the goal of protecting consumers’ personal information 
from unauthorized breaches.  The scale and scope of the 
Information Security Program must be appropriate relative 
to the size and complexity of the company and the sensitivity 
of the personal information to be protected.  Companies 
are directed to use the Framework for Improving Critical 
Infrastructure Cybersecurity developed by the National 
Institute of Standards and Technology (NIST), which 
includes several specific security measures ranging from 
software and hardware protections to the regular testing of 
cyber defenses.  Companies’ management would be required 
to assess their cyber preparedness, and provide reports to 
the board of directors.

The model law also requires insurance entities to 
adequately supervise third party service providers 
with access to the personal information of a company’s 
consumers to ensure that the service provider maintains 

sufficient safeguards.  Companies must require, by contract, 
that the service provider will maintain an Information 
Security Program, notify the company in the event of a 
breach, and allow the company to conduct audits, among 
other requirements.

The model law also sets forth notification requirements for 
companies in the event of a breach.  Many states already have 
notification requirements, but adoption of a model law may 

help to make the requirements more uniform from state to 
state.  If there is a data breach, the company must notify law 
enforcement, the insurance commissioner, the consumer, 
and, in some circumstances, payment card networks or 
consumer reporting agencies.  The timeframe to report 
the breach varies depending on who must be informed.  
Additionally, if the breach occurs at a third party service 
provider, the time to provide notice does not begin to run 
until the service provider notifies the company of 
the breach.

The model law specifically authorizes the commissioner to 
conduct examinations of an insurance entity’s compliance 
with the law.  Documents and other information furnished 
to the commissioner pursuant to an investigation would 
be confidential, although regulators from other states may 
share information with each other as part of their oversight 
of the company.

Lastly, the model law creates a private cause of action for 
persons whose consumer rights are violated as a result of 
an insurance entity’s failure to comply with the law.  There 
is a two year statute of limitations, and courts may award 
attorney’s fees to the prevailing party.  This provision could 
expose an insurance company to substantial liability because 
of the potential for class actions.

The NAIC Financial Examiner’s Handbook was also 
updated in 2015 to include market exam protocols for 
financial examiners that ensure IT security becomes 
a consistent focus of state regulators.  Furthermore, 
the NAIC will likely make revisions to its model laws 
(in addition to the new cybersecurity model law) to 
incorporate cybersecurity protections. Two model laws 
due for updates are the Insurance Information and Privacy 
Protection Model Act and the Model Privacy of Consumer 
Financial and Health Information Regulation. These laws 
establish standards for the collection, use and disclosure 
of information gathered in connection with insurance 
transactions with insurers, agents or support organizations 

The potentially expansive 
scope posed by cyber 

criminals has also drawn  
the attention of the federal 

government. 

welcomia/shutterstock.com
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as well as establish rules to protect 
nonpublic personal financial and 
health information.

The states have also been actively 
assessing the insurance industry’s cyber-
threat preparedness, and state regulators 
have signaled that they will develop new 
cybersecurity requirements and conduct 
more cyber-focused examinations.  The 
New York Department of Financial 
Services (NYDFS) in particular has been 
a leader in highlighting the challenges 
and risks posed to the insurance industry 
by cyber threats.  In February 2015, 
NYDFS released its Report on Cyber 
Security in the Insurance Sector, which 
summarized the results of a survey 
NYDFS had earlier conducted.  The 
report also described several measures 
NYDFS intends to take to strengthen 
insurers’ cybersecurity measures, 
including: targeted assessments of 
“cybersecurity preparedness”; new 
regulations establishing cybersecurity 
standards; and increased scrutiny of 
agreements with third party vendors, 
which NYDFS has identified as a 
potential vulnerability in insurers’ 
cybersecurity measures.

NYDFS has also analyzed insurers’ 
Enterprise Risk Management (ERM) 
reports to evaluate how cybersecurity 
fits into a company’s overall risk 
management framework.  NYDFS 
expects that future ERM reports 
will include explicit reference to 
cybersecurity, and has indicated 
that it will revise its cybersecurity 
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examination processes to ensure 
that its examiners are prepared to 
identify vulnerabilities and work to 
implement appropriate solutions.  
Other states have taken similar 
positions regarding cyber-focused 
examinations, and insurers and their 
vendors are well-advised to review 
their cybersecurity measures to 
ensure that they are prepared for 
threats and in compliance with all 
applicable requirements.

The potentially expansive scope 
posed by cyber criminals has 
also drawn the attention of the 
federal government.  Several laws 
have been passed by Congress 
to help bolster the nation’s 
cyber defenses, including laws 
meant to help protect U.S. 
industry.  Of particular note is 
the Cybersecurity Act of 2015 
(the “Act”), signed by President 
Obama on December 18, 2015. 
The Act seeks to combat cyber 
attacks by allowing the sharing 
of cyber threat indicators among 
private sector entities, as well 
as between the private sector 
and the government.  The Act 
defines cyber threat indicators to 
include: information necessary 
to describe or identify malicious 
surveillance; known security 
vulnerabilities; methods to 
defeat security controls or 
exploit security vulnerabilities; 
malicious cyber command 
and control information; and 

actual or potential harm posed by 
particular threats.  The Act also 
provides a liability safe harbor 
for information shared in good 
faith. Additionally, it authorizes 
companies to operate defensive 
measures on their own information 
systems and — with written consent  
— on the systems of other private 
entities and the federal government.

Efforts to combat cyber threats have also 
been underway internationally with 
the announcements of new regulations 
and agreements. On December 15, 
2015, the European Union reached 
an agreement on new data protection 
rules aimed at modernizing and 
harmonizing the framework across the 
continent. The General Data Protection 
Regulation, as this agreement is called, 
is expected to be adopted before the 
summer. It will require organizations 
to report data breaches promptly to the 
authorities and the individuals affected.  
Furthermore, in September 2015, 
China reached an agreement with the 
United States in which it agreed not to 
conduct or support cyber attacks on 
American businesses or cybertheft of 
business secrets.  Insurance entities with 
multinational operations are advised to 
keep abreast of these developments in 
order to remain in compliance with all 
applicable requirements.

The Cybersecurity Insurance 
Market

We have so far focused on potential 
cyber threats, but these threats have 
also created new opportunities for 
certain insurers.  Specifically, the 
growth in cyber threats has created 
a new market for cyber liability 
insurance. According to the NAIC, 
managing cyber risks through 
insurance is expected to increase 
dramatically as businesses become 
aware that current policies do not 
adequately cover cyber risks. 

Cybersecurity insurance is intended 
to mitigate losses from cyber threats, 
including data breaches, interruption 
to business operations, and network 

continued on page  45

Maksim Kabakou/shutterstock.com
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Holdman at the Helm
Interview with NCOIL President Senator Travis Holdman

Senator Travis Holdman, IN
NCOIL President

Travis Holdman is a Republican 
member of the Indiana State Senate, 
representing District 19. He was 
first elected to the chamber in 2008. 
He currently serves as State Senate 
Assistant Majority Whip. 

Senator Holdman serves as the 
Chair of the Insurance & Financial 
Institutions Committee, and is the 
ranking member of the Rules & 
Legislative Procedure and Tax & 
Fiscal Policy Committees. He also 
serves on the Family & Children 
Services Committee.

Senator Holdman earned his B.A. 
from Southeast Missouri State 
University, his M.S. from the 
University of St. Francis and his 
J.D. from Indiana University. His 
professional experience includes 
working as Deputy Prosecutor for 
Wells County and attorney for 
Holdman Consult/Holdman Law.

Active in his community, Senator 
Holdman is on the National Board 
of Directors of Youth for Christ. 

The Senator's district includes all 
or a portion of Adams, Blackford, 
Grant, Huntington, Jay and Wells 
counties. 

...these are incredibly challenging 
times, and as strong as NCOIL is, 
we need to be willing to change.

The Demotech Difference sat down with National Conference of Insurance 
Legislators (NCOIL) President Travis Holdman (Sen, IN) for a brief Q&A 
at the recent NCOIL Spring Meeting in Little Rock, AR.  Here are the 
highlights of that conversation:

The Demotech Difference:  How many states participate in NCOIL?

Senator Holdman:  Well, all 50 states are Member States and able to 
send legislators. Of those, there are 30 states that are Contributing 
States that pay dues, which entitle the legislators from those states to 
a fuller level of participation, such as the ability to serve as an Officer 
and on the Executive Committee.

TDD:  NCOIL is coming off its 45th Anniversary. How do you believe 
the organization is positioned going forward?

TH: NCOIL is fundamentally strong. The officers and chairs are a 
committed leadership team, and we have some great past presidents 

who provide institutional memory and senior leadership. 
Membership in the Industry Education Council is on the rise. 
Yet, these are incredibly challenging times, and as strong as NCOIL 
is, we need to be willing to change.

The book "Change or Die" did not become a best seller accidentally. There 
is a lesson there.  We had reached a point where NCOIL, though strong, 
was not moving forward. We brought in a new lead executive, former 
NJ Insurance Commissioner Tom Considine, and changed the title from 
Executive Director to CEO because we believe the role needed to change 
to a more strategic leadership one.
    
We began the meeting here with an open dialogue, and some Strengths, 
Weaknesses, Opportunities and Threats (SWOT) analysis, although the 
discussion was so healthy and candid we only completed the Strengths 
and Weaknesses portion of the exercise.

TDD: How did that go over?

TH:  Really well, for the most part. People universally applauded our 
intent, and almost universally applauded the exercise, but in any group 
there will be a person or two who are change averse, and we can respect 
that in the knowledge that we cannot let it hold us back.
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Representative Bill Botzow, VT 
NCOIL Treasurer

Bill Botzow is  a Democratic 
member of the Vermont House 
since 2003. He is a visual artist 
who has combined a career in 
the arts with public service. 

Representative Botzow is a Trustee 
of the University of Vermont, and 

has served on the boards of the Vermont Arts Council, 
Governor’s Institutes of Vermont, the National Assembly 
of State Arts Agencies, the New England Foundation for the 
Arts and River Network. 

Senator Jason Rapert, AR 
NCOIL Secretary

Jason Rapert is a Republican  
member of the Arkansas State  
Senate, representing District 35. 
He was first elected to the chamber 
in 2010. 

Senator Rapert's professional 
experience includes working as 

President and founder of Holy Ghost Ministries, Incorporated, 
and the owner and Financial Advisor for Rapert and Pillow 
Financial, Incorporated.

Representative Steven Riggs, KY 
NCOIL Vice President

Steven Riggs is a Democratic 
member of the Kentucky House 
of Representatives, representing 
District 31. He was first elected to 
the chamber in 1990. 

Representative Riggs’s professional 
experience includes working as 

an insurance sales representative. He served as a Flotilla 
Commander in the United States Coast Guard Auxiliary.

TDD:  What do you see as the key issues facing 
NCOIL this year?

TH:  The encroachment of international standards on 
state regulation; state workers compensation opt-out; 
cyber security and the sharing economy are the first 
four that come to mind.

TDD:  Is there any particular order there?

TH:  There is in my listing the encroachment of 
international standards on state regulation first; the 
other three I just rattled off as they came to mind.

TDD:  Why international?

TH:  A few reasons.  First, it presents an enormous 
threat to states' jurisdiction over insurance regulation. 
With the threat of federal regulation you always had 
McCarran-Ferguson sitting there as a major substantive 
ally for states; there is no such ally on the international 
front. Second, it is very timely because with the 
covered agreements negotiations beginning in earnest 
between the US and international regulators, interest 
is heating up on Capitol Hill on the jurisdictional 
issue.  Third, I know it can be a differentiator for 
NCOIL. Senior state legislators can and will get their 
calls returned by Members of Congress, particularly 
those that formerly served alongside us in the state 
legislatures.

TDD:  The state workers compensation opt-out?

TH:  Well, that is a new issue that first came before 
us tangentially in November. This is the first meeting 
that we have held a full discussion on it. There are well-
organized employer groups, TPAs, and even some 
insurance companies that favor an alternative system 
to the traditional workers compensation system's 
exclusive remedy. On the other side, we heard from 
representatives of the property and casualty industry 
and the state regulatory community who made cogent 
arguments in support of the current system. There will 
be more to come on this.

TDD:  You concluded with cyber security and the 
sharing economy.

TH:  Well, they are two separate issues. Cyber security 
and data breach has been a big issue for several years 
since a number of insurers' employees lost laptops 
with files containing peoples' personal identifying 
information on them. However, beginning with the 
Sony pictures hacking story in late 2014 by North 
Korea, up to the recent hacking of the CIA Director's 
email account, the cyber security aspect of this issue 

NCOIL Officers
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Thomas B. Considine, former Insurance Commissioner 
of New Jersey, joined NCOIL as their new CEO January 
1, 2016. Prior to Considine’s appointment, NCOIL 
leadership included an Executive Director, but NCOIL 
changed the position to CEO to reflect the executive 
responsibilities they wanted the position to encompass to 
meet the challenges facing the organization. 

The Demotech Difference asked Tom to weigh in on the 
challenges facing the organization in the coming years. 

The Demotech Difference: What motivated you to 
join NCOIL as its new CEO?

Tom Considine: I have been involved with NCOIL 
for the better part of two decades, first as an interested 
party during my time at MetLife then again during 
my years as DOBI Commissioner in NJ. I remember 
a very vibrant NCOIL leading on insurance policy 
issues, working closely with the NAIC, well attended 
by legislators, regulators, industry and consumer 
groups. Over the past few years NCOIL seemed to 
atrophy somewhat, and there was even discussion 
of pursuit of other venues as the primary insurance 
legislative forum. I believed NCOIL is too historically 
important to allow that to happen so I agreed to 
come aboard. Sen. Neil Breslin of NY was completing 
a challenging two years as NCOIL President and 
Sen. Travis Holdman of IN was about to embark on 
his presidency and they agreed a new approach was 
needed, a stronger executive role. 

TDD: What challenges do you believe NCOIL faces?

TC:  First, we need to demonstrate a change in culture. 
We need to show a new era of transparency. We need 

to treat all our participants as the clients they are. For 
years the default answer at NCOIL seemed to be "No"; 
those years are over.  Second, we need to manage our 
conference agendas so that issues receive the proper 
attention; they should not "hang around" longer than 
warranted, nor should too many issues be crammed onto 
an agenda so that none receive their proper due.  Third, 
we need to establish a stable funding system for NCOIL; 
it is not healthy for an organization such as ours to be 
dependent on conference attendance revenue for budget 
purposes because to do so drives poor decision-making.  
I am confident that once we take care of the first two 
items on this list, the third will not be as challenging as 
it sounds. 

TDD: Thank you. 

TC: My pleasure. Be well. 

Thomas B. Considine 
NCOIL Chief Executive Officer

NCOIL named Thomas Considine 
Chief Executive Officer effective 
January 1, 2016.

Considine also serves as Principal 
and Managing Member of Gravilaur 
Solutions, LLC, an organization that 
provides strategic, operational and 

regulatory consulting. Until 2012, Considine also served as 
Commissioner of the New Jersey Department of Banking 
and Insurance.

has really moved to the fore. States have literally 
dozens of nonuniform standards for data security with 
which companies must comply in this area, leading to 
an immense increase in information technology and 
administrative costs for American business.
    
While everyone agrees greater uniformity is preferred, 
we have heard from witnesses who have divergent views 
on how to achieve that goal. Some favor an insurance-
industry specific solution, while others favor a solution 
for the entire financial services sector, and others still 
believe the solution should be the same regardless of 
where or how an entity touches US commerce.

On the sharing economy, NCOIL passed a Transportation 
Network Companies (TNC) Model Bill in July 2015, 
sometimes commonly called the Uber bill. That bill has 
been very successful, having been introduced or passed 
in approximately 40 states, some of which date back to 
when it was a draft Model before NCOIL. Preliminary 
discussions have begun about addressing other parts of the 
sharing economy where people use their insured personal 
property for commercial purposes, such as AirBnB.

TDD: Thank you very much for your time and insights.

TH:  My pleasure.

Interview with NCOIL CEO Thomas Considine
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Finding an E&O Policy that Covers  
Your Markets:  E&O Carriers are Updating  
Their Insolvency Exclusions to Better Help Agents

By Robert Hansen 

Prudent agents make sure they 
are covered by an errors and 
omissions (E&O) policy. E&O 

policies are professional liability 
policies covering the acts, errors 
and omissions of insurance agents 
and agencies during the course 
of their providing professional 
services.  Most E&O policies will 
cover judgments, settlements and 
defense costs; this latter point is an 
important consideration especially 
for smaller agencies who may 
not have the resources to defend 
against allegations, even when such 
allegations are unfounded.  Claims 
against an agent may arise where 
agents fail to obtain the coverage 
requested by a client, fail to renew 
coverage, miss a deadline, mistakenly 
drop a vehicle from an auto policy, 
and other instances where an 
agent is accused of failing to meet 
professional standard of care.  It 
is important for agents to protect 
themselves with E&O coverage.

Agents are experts at assisting others. 
So how does an agent go about finding 
an E&O policy that protects them 
while facilitating agency growth? 

Finding an E&O policy to best fit 
the needs of an agent is not easy.  
The coverage offered often varies by 
E&O carrier and there may even be 
differences between E&O policies 
from the same carrier based on which 
state(s) the policy is offered within. 
Agents need to thoroughly review a 
policy to be sure that it offers him the 
protection he requires.  

One area that needs careful attention 
when looking for E&O coverage is the 
level of protection provided in cases 

where an insurance company with 
whom an agent has placed business 
goes bankrupt.  For example, if an 
agent sells a homeowner’s policy 
and the house later is destroyed in a 
fire but the homeowner can’t collect 
from his insurance company because 
the company is insolvent and not 

carriers suggest that an agent who 
placed business with a company that 
was acceptably rated at the time would 
have no reason to suspect that the 
company would become insolvent and 
unable to pay claims at a later date and, 
therefore, took reasonable precautions 
to protect the interests of his client. 

E&O carriers vary on what is 
considered an acceptable rating level, 
with some setting higher rating level 
standards than others, but traditionally 
these exceptions to the bankruptcy 
exclusion have referenced some level 
of rating by A.M. Best while ignoring 
ratings by other reputable rating 
agencies. For agents looking to place 
business with companies not rated by 
A.M. Best, this emphasis on only one 
rating agency can prove problematic; 
especially for agents working in 
particular markets or for agents who 
place business with smaller, regional 
or specialty insurance companies. 

The property and casualty insurance 
market in Florida has brought this 
issue to the forefront. Many companies 
doing business in Florida are not rated 
by A.M. Best.  However, many are 
reviewed and rated by Demotech, Inc., 
which specializes in rating regional 
and specialty insurers and have 
reviewed Florida domestic property 
insurers for the last 20 years.  But, 
because of the traditional reference 

paying claims, the homeowner may 
try to place blame on the insurance 
agent for offering the policy through 
that particular insurer.   While the 
agent may or may not be responsible, 
depending on his conduct in placing 
the policy and on the laws of the state, 
the defense costs for such a claim can 
quickly escalate.  Whether the agent’s 
E&O carrier can help depends on the 
specific language of the policy. 

Many E&O policies exclude coverage 
for an insurer’s bankruptcy, which 
would preclude the E&O carrier 
from defending the agency or paying 
a claim in cases where an insurance 
company goes bankrupt. However, 
many, but not all, E&O policies offer an 
exception to the exclusion, restoring 
coverage in certain instances. The 
exception is usually worded in such 
a way that if an agent places business 
with a company that is rated at an 
acceptable level, as determined by the 
E&O carrier, at the time the business 
is placed, then the agent is covered 
by his E&O insurance.   Many E&O 

Agents should take care to 
understand their E&O policies and 

ensure that an insolvency exclusion 
does not leave them exposed. 
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of only A.M. Best in the bankruptcy 
exclusion, agents doing business in 
Florida initially had trouble finding 
E&O coverage suitable for their 
markets even while placing business 
with financially stable companies.  

Fortunately, some forward-thinking 
E&O carriers have recognized that 
using the traditional language in 
exceptions to insolvency exclusions 
does not adequately address the 
needs of agents.  These E&O carriers 
have expanded the language of 
their policies.  Navigators Insurance 
Company, for instance, first offered 
a Florida Amendatory Endorsement 
that includes coverage for defense of 
insolvency in cases where an agent 
placed business with a company rated 
A or better by Demotech.  Navigators 
is now in the process of making a 
nationwide filing to clarify that their 
insolvency defense also will apply to 
carriers with a Demotech rating of A 
or better.

Houston International Group also 
specifically recognizes Demotech.  
The exclusion in their policy requires 
an A.M. Best rating of B+ or higher 
or a Demotech rating of A or higher 
at the time the insured  (the agent) 
place insurance with such entity.  
Specifically, their policy excludes 
coverage for claims against an agent 
relating to:

The insolvency, receivership, bankruptcy, 
liquidation or financial inability to pay, 

of any insurance company, reinsurer, 
risk retention group or captive (or 
any other self-insurance plan or 
trust by whatsoever name) in which 
the Insured has placed or obtained 
coverage for a client or an account; 
provided, however, this exclusion shall 
not apply if the insurance company, 
reinsurer, risk retention group or 
captive (or any other self-insurance 
plan or trust by whatsoever name):

1. held an A.M. Best rating of B+ or 
higher at the time that the Insured 
placed insurance with such entity; or 

2. held a Demotech, Inc. FSR rating of   
A or higher at the time the Insured 
placed insurance with such entity;  and 

3. was neither owned by, controlled, 
managed or operated by the 
Insured or an affiliate or subsidiary 
of the Insured, or the Insured's 
parent;

 
Endurance Insurance Company 
has also added a State Amendatory 
endorsement that includes 
Demotech.  The exception to their 
insolvency exclusion states:

However, this exclusion shall not 
apply if at the time of the placement 
of such coverage: (1) any such 
insurer was rated B+ or better by 
A.M. Best Company, "A" or better 
by Demotech, "AA-" or better by 
Standard & Poor's, or Aa3 or better 
by Moody's; or (2) any such insurer, 

trust, organization or other vehicle 
was guaranteed by a governmental 
body or bodies and/or operated by 
a governmental body or bodies . . . 

As to the E&O carriers that are not yet 
willing to update the language in their 
insolvency exclusions to include other 
reputable rating agencies, agents who 
have a company or two that are rated by 
Demotech, the E&O carriers are often 
willing to provide an endorsement 
extending coverage to the Demotech-
rated carrier.   Agents should check 
their E&O policies and ask their carriers 
for an exception for Demotech-rated 
companies.   If the agent cannot get 
what is generally referred to as a "carve 
back" for an insurer rated A or better by 
Demotech, they should shop elsewhere 
for their E&O coverage.  Numerous 
E&O carriers are willing to cover all 
of an agent’s markets to address the 
agent’s needs.

Agents should take care to understand 
their E&O policies and ensure that an 
insolvency exclusion does not leave 
them exposed.  Many E&O carriers 
include reasonable exceptions to 
their insolvency exclusions, and are 
willing to work with agents to provide 
coverage for the agent’s desired 
markets. With increasing numbers of 
E&O carriers recognizing Demotech 
and other rating services, your E&O 
carrier should be contacted before 
you assume you cannot get the carve 
back that you need and deserve.

Robert Hansen is the CEO and 
owner of Affinity Insurance Agency.  
Hanson has specialized in professional 
liability for over thirty years in various 
capacities including underwriting, 
actuarial, regulatory compliance, product 
development and  as an agent.  
 
Affinity Insurance Agency specializes 
in professional liability insurance/
E&O, with a focus on insurance agents, 
lawyers, accountants, title agents 
and personal care homes. Affinity 
Insurance Agency may be reached at 
770-974-5502.     
 

Andrey Burmakin/shutterstock.com
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5
Demotech congratulates Commissioner Kevin M. McCarty 
for receiving the inaugural 2016 Legacy of Leadership 
Award at the Florida Insurance Market Summit and for 
his 13 years of commitment and service to the Florida 
insurance industry, policyholders and the public.

Kevin M. McCarty serves as Florida’s Insurance 
Commissioner, leading a 292-member team at the Office of 
Insurance Regulation. He was appointed to this position 
in 2003 by the Financial Services Commission. McCarty’s 
comprehensive background spans a career of more than 

27 years and includes extensive experience on all facets 
of the insurance industry. McCarty's experience enabled 
him to work to foster a competitive and robust insurance 
marketplace in Florida with a focus on business growth 
and capital opportunities, while bolstering protection 
for consumers. 

Left to right:  Commissioner Mike Kreidler, (WA); Commissioner 
Kevin McCarty, (FL); Commissioner John Doak, (OK) 

Left to right:  Commissioner Kevin McCarty, (FL); Commissioner 
Ralph Hudgens, (GA) 

Left to right:  Mike Colodny, Founding Partner, Colodny 
Fass; Commissioner Kevin McCarty, (FL); Tom Gallagher, 
Governmental and Insurance Consultant; Joel Fass, Founding 
Partner, Colodny Fass

Commissioner Kevin McCarty with family. Left to right:  
Patrick McCarty, Commissioner Kevin McCarty, Beverly Bailey 
and Ethan McCarty 

Photos: Michael Hopkins, Gerlinde Photography, Hollywood FL.
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Title Insurance — 
Commercial and Residential
Summary of an MBA Online Workshop

By Sharon M. Romano 

Title insurance had its origins 
in the State of Pennsylvania 
in the late 1800s.  A buyer, 

Watson, lost his investment in real 
estate and sued the conveyancer of 
the real property, Muirhead.  The 
court sided with the conveyancer 
and found in favor of Muirhead.  
Realizing the importance of protecting 
the marketability of the title to real 
property, in 1874 the Pennsylvania 
legislature passed a law allowing the 
creation of Title insurance companies.  

8,365,355 residential policies insuring 
the real property for one to four 
family structures for total premium of 
$7,242,196,514, an average one-time 
countrywide premium of $866 per 
residential policy. There is no renewal 
of Title insurance coverage. The 
coverage remains in force throughout 
the term of the mortgage (loan policy) 
or as long as the owner owns the 
property (owner’s policy). This same 
group of Title underwriters reported 
issuing 541,643 Non-Residential 

Family Policies Issued Premiums Written

Chicago / Fidelity 3,198,131 $3,684,085,291

First American 2,780,361 $3,015,936,395

Stewart 1,316,230 $1,694,099,202

Old Republic 1,487,651 $1,398,410,399

Unaffiliated Companies 1,005,735 $1,000,984,401

Investors 293,122 $221,979,728

Williston Financial 172,310 $103,044,453

CATIC 89,624 $60,014,298

ATKINS 40,747 $8,292,379

Donegal 10,738 $6,174,920

In 1876, the Real Estate Title Insurance 
Company of Philadelphia was formed. 

At year end 2015, there were 45 Title 
underwriters providing Title insurance 
to protect the marketability of title 
to real property.  The larger, publicly 
traded Title underwriters may provide  
coverage throughout the world.  
Through the fourth quarter of 2014, 
all Title underwriters reported issuing 

policies, often called Commercial, for 
a total premium of $2,552,414,553. 
This resulted in an average one-
time premium of $4,712 per policy.  
Aggregate premium written through 
September 30, 2015 was approximately 
$9,555,257,916.  

Most of us understand that coverage 
provided by a Property & Casualty 
(P&C) insurance policy is prospective, 

For a single premium, a Title 
insurance policy protects the 

marketability of title to real property.

Source: Financial statements prepared by the companies and filed with state regulatory bodies. 

Daniel D. Mennenoh was 
named president of H. B. 
Wilkinson Title Company, 
Inc. in 1996. 

In 2006, Mennenoh was elected 
to the Board of Directors for 
the Title Industry Assurance 
Company and currently serves 
as its President and Board 
Chairman. He is President-
Elect of the American Land 
Title Association.

insuring against events that occur 
during the policy period.  Typical 
language in a P&C insurance policy 
states that:  “In Consideration of the 
Provisions and Stipulations herein, 
this Property and Casualty Insurance 
Company, for the term of this date at 
12:01 a.m. to one year later at 12:01 
a.m. does insure…”

Title insurance is unique. Unlike P&C 
insurance, the coverage provided 
by a title policy is retrospective, 
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providing protection against events 
and circumstances that remain 
undiscovered or unaddressed and 
existed prior to policy issuance.  For 
a single premium, a Title insurance 
policy protects the marketability of 
title to real property. A typical Title 
insurance policy states: “Subject to 
the exclusions from coverage, the 
exceptions from coverage contained 
in Schedule B and the conditions 
and stipulations, the Title insurance 
company insures, as of the Date of 
Policy shown in Schedule A, against 
loss or damage….” 

Another distinguishing feature of Title 
insurance is that the insurer bearing 
the risk of loss or duty to defend is 
referred to as a Title Underwriter. In 
the Title insurance sector, the Title 
insurance company is a reference to 
the agent who secures the abstract, 
performs searches and prepares the 
documentation needed to insure 
the marketability of the title to real 
property.  The Title agent may or may 
not participate in the closing; however, 
there is no doubt that their efforts have 
facilitated the closing by performing 
the necessary analysis and assuaging 
the concerns of mortgage lenders.

By statute in virtually all jurisdictions, 
Title underwriters are monoline.  They 
cannot write other lines of insurance.  

number of Title insurance incidents 
and claims given the number of Title 
insurance policies issued is due to the 
requirement to identify, resolve and 
address incidents, defects and other 
problems prior to the issuance of the 
Title insurance policy.  

As such, the overwhelming percentage 
of the premium associated with 
the policy insuring the transfer of 
marketable title could be considered 
loss adjustment expenses.  Those loss 
adjustment expenses eliminate or 
mitigate incidents, defects and other 
problems associated with the title 
to real property. These costs include 
obtaining an abstract, conducting a 
title search, title examination costs, 
document procurement expenses, 
notary fees, attorney fees, etc. These 

policy.  The Loan policy protects 
the mortgage lender.  Standard 
endorsements are generally added at the 
request of the mortgage lender such 
as Environmental Protection Lien 
or the Comprehensive endorsement. 
These endorsements provide additional 
protection that inures to the benefit 
of the mortgage lender. A nuance 
of a Loan policy is the amount of 
insurance of the policy decreases as 
the amount of the mortgage decreases.  
A Loan policy does not protect the 
owner of the real property.  

An Owner’s policy must be purchased 
to protect the owner.  An Owner’s 
policy provides comprehensive coverage 
to the purchaser and, unlike the Loan 
policy, the amount of insurance 
does not diminish as the mortgage 
decreases.  In fact, some features of an 
Owner’s policy continue to protect the 
Owner even after he or she has sold the 
real property and moved on. 

As to why one would purchase an 
Owner’s policy if the Loan policy pays 
(up to) the balance of the mortgage 
should there be an issue with the title 
to real property—what if there was a 
prior mortgage on your real property 
that was not discovered prior to 
purchase and it remains outstanding?  
The Loan policy does not cover a prior 
loan, it covers the current one.  

Similarly, what if the chain of title 
was inaccurate?  What if the owner 
who sold you the real property was 
not actually the owner?  In that 
case, someone else still owns the 

Direct Premiums Written Policies Issued

Residential - $7,242,196,514

Non-Residential - $2,552,414,553

Residential - 8,365,355

Non-Residential - 541,643

By statute in virtually all jurisdictions, 
Title underwriters are monoline. 

Most states have a specific section of 
their insurance code that is dedicated 
to Title insurance. 

It is often said that Title underwriters 
have an enviable loss and loss 
adjustment expense ratio due to 
reported calendar year loss and loss 
adjustment expense ratios that range 
between 5% and 8%. In diametric 
contrast to P&C insurance, a limited 
number of consumers experience a 
Title insurance claim related to the 
marketability of title to their real 
property. The extremely limited 

costs must be expended in advance of 
the evaluation and transfer of title.  If 
one views these costs as loss adjustment 
expenses, studies performed by 
Demotech, Inc., indicate that the loss 
and loss adjustment expense ratio of 
Title insurance is similar to that of 
P&C insurance.  

It is also important to understand 
the type of Title insurance policy 
that is being purchased.  When you 
purchase real property, if there is a 
mortgage, the mortgage lender will 
require that you purchase a Loan 
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property. What if there was an 
undiscovered lien or encumbrance 
on the property or access to your 
property was restricted?  Where is 
your protection?  When you stop 
and think about it, your home is 
usually your single greatest asset and 
protecting that asset is critical.

As buyers and lenders often 
face unique circumstances when 
purchasing real property, the 
American Land Title Association 
(ALTA) develops endorsements 
to provide additional coverage 
beyond that contained in a basic 
title insurance policy.  The ALTA 
Forms Committee is charged with 
the development of ALTA policies 
and endorsement forms.  ALTA 
forms may be modified on a state by 
state basis, as necessary to comply 
with local statutes. The ALTA 
Forms Committee is comprised of 
experienced real estate attorneys. 
The form development process 
may be required due to changes 
in federal or state laws, case 
law, market need or claims 
experience.  The Forms Committee 
recommends changes to the ALTA 
Board of Governors.  The Board 

of Governors reviews new forms 
developed by the Committee.  

There are different characteristics 
for insuring the marketability of 
title to real property and one of the 
aspects of differentiation is whether 
the transaction is residential or 
commercial. The definition of a 
residential property is a property in 
which the owner resides or intends 
to reside and consists of any of 
the following: (i) Land improved 
by a one to four family residential 
structure with all improvements on 
the land related to residential use; 
(ii) unimproved land located within 
a residential subdivision; or (iii) a 
residential condominium unit.  This 
definition is important because what 
is not in this definition is considered 
non-residential or “commercial.”

Residential and commercial transactions 
appear similar at initiation.  Once 
a sales contract has been executed 
by the seller and the buyer, a Title 
insurance company is contacted. 
Lender approval must be given to 
the buyer.  Then the Title insurance 
professional (often an independent 
agent) goes to work.  A search 
of the public records, including 
Recorder or Registrar of Deeds 
records, court records, real estate tax 
records, assessor’s records and other 
governmental office records required 
by state law could be a typical start.  
Once documentation on the chain 
of title is secured, they examine the 
chain of title to determine which 
individuals or legal entities have an 
interest in the real property. 

These examinations include identifying 
open liens, judgments, defects, 
easement rights, covenants, conditions 
and restrictions, current status of real 
estate taxes, special assessments, 
homeowner association dues, liens 
related to past due alimony or child 
support, or a materialmen’s lien. 
Legal access to and from the land 
is evaluated so that you do not 
unwittingly purchase real property 
that cannot be accessed without 
permission of another.

A Title commitment is prepared 
to disclose the conditions that 
must be resolved.  It is the road 
map to a marketable title for the 
purchaser (Owner’s policy) or 
lender (Loan policy). Conveyance 
documents are prepared.  Additional 
documentation is often required 
to resolve defects that may exist.  
Curative action entails resolving, 
excluding or insuring the defects. 

Once satisfied as to the priority of its 
mortgage (lien), the lender processes 
the loan and prepares the documents 
necessary to memorialize the loan 
and the transfer of title.  A closing is 
scheduled.  Closing costs are finalized 
and the Closing Disclosure is delivered 
to the borrower.  Conveyance documents 
and mortgage loan documents are 
executed and delivered before or at 
the closing.  Documents are recorded 
and funds are disbursed according to 
the settlement statement.  Owner’s 
policies and Loan policies are prepared 
and delivered post closing.

Recently the Federal government 
initiated the Know Before You Owe 
program which has created a new 
process to consummate residential 
loans and closings.  It has changed 
the requirements and the timing of 
the closing process.

If you think that your own 
residential transaction was mind-
boggling, commercial transactions 
are more complicated and detailed.  
The Title insurance company 
is likely to be contacted earlier 
and may participate in the due 
diligence process.  Proposed escrow 
instructions with requests for 
specific ALTA endorsements are 
often provided in advance.  

A commercial transaction typically 
requires early communication and 
additional time and effort.  Although 
the search and examination steps are 
much the same as those performed 
on the residential side, legal 
descriptions of land intended to 

continued on page  24

Bernard (“Bernie”) M. Brown, 
President, CPCU, Insurance 
Advisors LLC.

Insurance Advisors LLC, 
Stamford, CT is the leading 
provider of insurance consulting 
and outsourcing services to the 
US based commercial real estate 
finance industry.
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Financial Stability Rating®

Outcome 

1989  

Evaluated  

June 30, 

1990

Outcome 

1990  
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June 30, 

1991

Outcome 

1991  

Evaluated  

June 30, 

1992

Outcome 

1992  

Evaluated  

June 30, 

1993

Outcome 

1993  

Evaluated  

June 30, 

1994

Outcome 

1994  

Evaluated  

June 30, 

1995

Outcome 

1995  

Evaluated  

June 30, 

1996

Outcome 

1996  

Evaluated  

June 30, 

1997

Outcome 

1997  

Evaluated  

June 30, 

1998

Outcome 

1998  

Evaluated  

June 30, 

1999

Outcome 

1999  

Evaluated  

June 30, 

2000

Outcome 

2000  

Evaluated  

June 30, 

2001

Outcome 

2001  

Evaluated  

June 30, 

2002

Outcome 

2002  

Evaluated  

June 30, 

2003

Outcome 

2003  

Evaluated  

June 30, 

2004

Outcome 

2004  

Evaluated  

June 30, 

2005

Outcome 

2005  

Evaluated  

June 30, 

2006

Outcome 

2006  

Evaluated  

June 30, 

2007

Outcome 

2007  

Evaluated  

June 30, 

2008

Outcome 

2008  

Evaluated  

June 30, 

2009

Outcome 

2009  

Evaluated  

June 30, 

2010

Outcome 

2010  

Evaluated  

June 30, 

2011

Outcome 

2011  

Evaluated  

June 30, 

2012

Outcome 

2012  

Evaluated  

June 30, 

2013

Outcome 

2013  

Evaluated  

June 30, 

2014

Outcome 

2014  

Evaluated  

June 30, 

2015

A" (A Double Prime) True True True True True True True True True True True True True True True True True True True True True True True True True True

A' (A Prime) True True True True True True True True True True True True True True True True True True True True True True True True True True

A (Exceptional) True True True True True True True True True True True True True True True True True True True True True True True True True True

S (Substantial) True True True True True True True True True True True True True True True True True True True True True True True True True True

M (Moderate) True True True True True True True True True True True True True True True True True True True True True True True True True True

L (Licensed) True True True True True True True True True True True True True True True True True True True True True True True True True True

Financial Stability Ratings® Definitions: 
A" (A Double Prime): Regardless of severity of a general economic downturn or a deterioration in the insurance cycle, one hundred percent of the insurers receiving a Financial Stability Rating® of A" (A Double Prime) are expected to have positive surplus as regards policyholders as of eighteen months from the initial date of rating assignment. 
A' (A Prime): Regardless of severity of a general economic downturn or a deterioration in the insurance cycle, at least ninety-nine percent of the insurers receiving a Financial Stability Rating® of A' (A Prime) are expected to have positive surplus as regards policyholders as of eighteen months from the initial date of rating assignment.
A (Exceptional): Regardless of severity of a general economic downturn or a deterioration in the insurance cycle, at least ninety-seven percent of the insurers receiving a Financial Stability Rating® of A (Exceptional) are expected to have positive surplus as regards policyholders as of eighteen months from the initial date of rating assignment. 
S (Substantial): Regardless of severity of a general economic downturn or a deterioration in the insurance cycle, at least ninety-five percent of the insurers receiving a Financial Stability Rating® of S (Substantial) are expected to have positive surplus as regards policyholders as of eighteen months from the initial date of rating assignment.
M (Moderate): Regardless of severity of a general economic downturn or a deterioration in the insurance cycle, at least ninety percent of the insurers receiving a Financial Stability Rating® of M (Moderate) are expected to have positive surplus as regards policyholders as of eighteen months from the initial date of rating assignment.
L (Licensed): Insurers earning a Financial Stability Rating® of L are Licensed by state regulatory authorities. Our evalutaion of their financial stability precludes assignment at a Financial Stability Rating® category referenced above. 

be utilized for commercial purposes can be more 
complicated than residential descriptions.  Parcels are 
often larger. There may be multiple parcels involving 
multiple locations.  Sometimes parcels are located 
in multiple states.  Metes and bounds descriptions 
can be more complicated.  Fee title interests in the 
land may be held in legal entities like corporations 
or partnerships, and the documents underlying these 
entities need to be examined. 
 
Similarly, other interests in the land may be in place.  
Leasehold interests will need to be investigated and 
identified. Access, rail lines, docking or harboring, 
water and water rights will need to be evaluated.  
Water rights are particularly important in the 
Western states.  A first right of refusal may need 
to be identified and addressed.  All items need to 
be discovered and then listed on the Commitment.  
Once completed, a Commitment may then be 
issued and provided to all parties as well as to a 
professional surveyor.

An ALTA/NSPS (National Society of Professional 
Surveyors) survey may be necessary to insure title to 
land without exception as to the many matters which 
might be discoverable from survey and inspection, and 
which are not evidenced by the public records.  The 
survey is then examined by the Title insurance company 
and the Commitment may be amended to reflect matters 
shown on the survey. Buyers and lender usually request 
additional coverage to be provided by endorsement.  
The Title insurance company determines what, if any, 
additional documentation will be needed to secure the 
requested coverage.  

All of the proposed documentation is then presented 
for approval. Lender documents for commercial 
transactions, unlike the documents prepared on the 
residential side, are not necessarily standard forms. 
Commercial documents may be manuscripted and 
provided to the Title underwriter prior to preparing a 
policy.  The underwriter reserves the right to evaluate 
what they are being asked to insure.   Pro forma policies 
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2013  
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A" (A Double Prime) True True True True True True True True True True True True True True True True True True True True True True True True True True

A' (A Prime) True True True True True True True True True True True True True True True True True True True True True True True True True True

A (Exceptional) True True True True True True True True True True True True True True True True True True True True True True True True True True

S (Substantial) True True True True True True True True True True True True True True True True True True True True True True True True True True

M (Moderate) True True True True True True True True True True True True True True True True True True True True True True True True True True

L (Licensed) True True True True True True True True True True True True True True True True True True True True True True True True True True

Financial Stability Ratings® Definitions: 
A" (A Double Prime): Regardless of severity of a general economic downturn or a deterioration in the insurance cycle, one hundred percent of the insurers receiving a Financial Stability Rating® of A" (A Double Prime) are expected to have positive surplus as regards policyholders as of eighteen months from the initial date of rating assignment. 
A' (A Prime): Regardless of severity of a general economic downturn or a deterioration in the insurance cycle, at least ninety-nine percent of the insurers receiving a Financial Stability Rating® of A' (A Prime) are expected to have positive surplus as regards policyholders as of eighteen months from the initial date of rating assignment.
A (Exceptional): Regardless of severity of a general economic downturn or a deterioration in the insurance cycle, at least ninety-seven percent of the insurers receiving a Financial Stability Rating® of A (Exceptional) are expected to have positive surplus as regards policyholders as of eighteen months from the initial date of rating assignment. 
S (Substantial): Regardless of severity of a general economic downturn or a deterioration in the insurance cycle, at least ninety-five percent of the insurers receiving a Financial Stability Rating® of S (Substantial) are expected to have positive surplus as regards policyholders as of eighteen months from the initial date of rating assignment.
M (Moderate): Regardless of severity of a general economic downturn or a deterioration in the insurance cycle, at least ninety percent of the insurers receiving a Financial Stability Rating® of M (Moderate) are expected to have positive surplus as regards policyholders as of eighteen months from the initial date of rating assignment.
L (Licensed): Insurers earning a Financial Stability Rating® of L are Licensed by state regulatory authorities. Our evalutaion of their financial stability precludes assignment at a Financial Stability Rating® category referenced above. 

Truth In Ratings Since 1989

may then be prepared for the buyer and lender.  Once 
all parties are satisfied, the closing can proceed. 

In residential transactions, buyers and sellers most 
likely attend the closing.  Closings for commercial 
transactions are often conducted remotely.  The closing 
may not be conducted by the title insurance company 
that coordinated the purchase of title insurance. Once 
executed, documents are delivered to the title insurance 
company for recording.  Policies are then prepared and 
distributed to the parties.  

Whether you are involved in a commercial or residential 
transaction, keep in mind that utilizing a well-established, 
local title insurance agent or title office doing business in 
the county where the land is located, may be your best 
option as laws and practices vary considerably by county 
and state.  A local agent or title office may have a better 
understanding of the local public records. Local agents 
tend to have the greatest knowledge of the local real estate 
market and the best understanding of local practices.  

Sharon M. Romano, CPCU, AIAF, ARC, CCP, has over 
thirty-five years of Property and Casualty and Title 
insurance experience including rate, form and loss cost 
filings, product development and pricing, and Financial 
Stability Ratings®. She has been actively engaged in the 
insurance industry since 1981. 

Information for this article was excerpted from an 
online workshop for MBA Education® entitled “Title 
Insurance: Residential and Commercial” presented 
for members of the Mortgage Bankers Association.  
The workshop was presented by Joseph Petrelli, President 
of Demotech, Sharon Romano, Vice President of Demotech, 
Daniel Mennenoh, President of H.B. Wilkinson Title 
Company and Bernard Brown, President of Insurance 
Advisors, LLC in an effort to explain the title insurance 
industry and their processes. 

Visit www.mba.org or contact education@mba.org for more 
information on their educational opportunities. 
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Auto Claims — 
The High Cost of Keeping 
Pace with Technology   

By Bob Juniper and Mike Orso 

The auto body repair industry 
has changed over the past few 
years in ways that far outpace 

the changes of the previous 25 to 50 
years.  Gone are the days of the ‘easy’ 
car repair – the days when a shade tree 
mechanic could go to the junkyard, 
pick up the necessary salvage parts, 
patch his car back together, slap some 
paint on it (maybe) and get back on 
the road quickly.  Today, the costs and 
sophistication associated with repairing 
a vehicle, both those calculated in 
man-hours and in part-costs, have 
sky-rocketed.  The time and technical 
knowledge required to properly repair 
a car are more extensive than in any 
time past.  All these changes, including 
technological and passenger safety 
improvements, lead to higher than 
ever costs to properly repair a damaged 
vehicle.  The cost to repair a damaged 
vehicle can often approach $10,000 
to $15,000 when done properly.  But 
the costs of not properly repairing a 
damaged vehicle can be even higher.  

Higher Repair Costs

The auto body trade is an investment-
intensive industry. Investments must 
be made constantly in new technology, 
certification, and training. Body repair 
specialists require training and 

AlexKalashnikov/shutterstock.com

Gone are the days when we could 
buy a used headlight to cut costs.

certification and they must constantly 
strive to keep their skills and training 
on the cutting edge to keep up with 
the ever-changing technological 
and passenger safety improvements 
implemented by the automotive 
industry. All this training and 
certification requires investments of 
time, money and resources. 

In addition to having the necessary 
skilled worker ready to work on a 
vehicle, when a vehicle needs repair, 
technical information that is specific 

to that vehicle and the repair must 
be purchased through long-term 
licensing or paid for by-the-hour.  
Then the information needs to be 
reviewed and processed as material 
updates are ever-evolving, meaning 
a technician can’t simply rely on 

what he learned last month, or 
even last week, about the technical 
details before beginning to repair 
the vehicle. 

The expenses for training and 
obtaining the technical specifications 
for a particular vehicle occur even 
before repair on the vehicle can 
begin. Once repair begins, there is the 
cost of parts.  New metal alloys add 
cost to the repair process. With the 
new technology of part imprinting, 
parts are being produced with VIN 
identification recognition making 
parts specific to a particular vehicle, 
not just a specific make or model as 
in years past. Such an imprinted part 
would be incompatible with another 
vehicle thereby making a salvage part 
useless, maybe even dangerous to use, 
in the repair. Gone are the days when 
we could buy a used headlight to cut 
costs. To properly repair a vehicle, 
more expensive original equipment 
manufacturer (OEM) parts must be 
used. Additionally, special internal 
corrosion coatings and foams must 
be used as sound protection products. 
And every structural repair requires 
special adhesives and welding. 
Then, once the repairs are complete, 
paint and repair products require 
sufficient drying and curing time in 
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controlled environments using up-
to-date technical information and 
specifications that vary by automaker 
and often by sub-models. Using vehicle-
specific parts, installed by a trained 
professional, makes repairs much more 
expensive than in years past. 

Higher Disposal Costs

An expense area that hardly existed 25 
years ago is the cost to properly dispose 
of damaged parts. Twenty five years 
ago, damaged parts removed from 
cars were hauled off to the junkyard 
or other disposal facility. That can’t 
always be done today. Various 
components in a damaged vehicle 
require special disposal – think about 
the various batteries, ballasts, and 
sensors in a car today – and reputable 
repair shops pay the requisite price to 
properly dispose of them. 

One area, for instance, that is often 
not considered is the cost to replace 
seatbelts. Most manufacturers require 
that seatbelts be replaced after a crash. 

These seatbelts often are considered 
hazardous and explosive waste that 
require special disposal, disposal 
which can be expensive. Some 
repair shops avoid this expense by 
not replacing seatbelts after a crash, 
thereby saving themselves money 
and avoiding the disposal process but 
possibly endangering the vehicle’s 
future occupants. Reputable shops 
follow manufacturer requirements 
and replace the seatbelts, thereby 
adding the cost of repairs and the 
costs associated with disposal to the 
cost of repair of the more obvious 
vehicle damage. 

All these newer components and 
disposal requirements mean that 
repair of a damaged vehicle is 
not a haphazard event; it’s not an 
automatic, wholesale, chain-store, 
or while-you-wait, transaction. To 
properly repair a collision-damaged 
vehicle requires highly qualified 
personnel with continuing education 
and training utilizing specialized 
equipment. This situation results in 

costs that far exceed the costs and 
training of years past. And these 
costs must be properly addressed to 
protect the owners of vehicles, their 
passengers, the environment and 
the repair facility. 

Saving Money/Cutting Costs 
— Paying the Consequences

Insurance companies often seem 
anxious to save money where 
they can. In their attempts to do 
so, they sometimes seem to make 
short-sighted decisions that can 
impact them, and their customers, 
long-term. 

First is the impact of trying to save 
money on the costs of repairs.  
When insurers try to unrealistically 
control the pricing of repairs, it 
encourages all repair companies 
to cut corners to save money – 
like not replacing seatbelts when 
the manufacturer of the vehicle 
requires it. This leads to shoddy and 
sometimes dangerous repair work. 

Year Make/Model Item List price (2016)
1995 Chevy Blazer Side mirror, manual $88.23
2001 Honda CRV Side mirror, power $287.58
2005 Ford 500 Side mirror, power, with heat $351.13
2012 GMC Yukon Side mirror, power, folding, with turn signal $483.40
2016 Lexus GX 460 Side mirror, power, turn signal, camera, blind spot 

monitoring
$1,105.01

Source: CCC ONE® Estimating Software 2016

Price Comparison of Replacement Side Mirrors
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Post Repair Inspections conducted 
across the country are revealing how 
corners cut in the repair process by 
such shops are perpetuating a new 
breed of repaired vehicles that are 
reclassified after repair as total losses. 
Such corner-cutting work may seem 
like it saves money initially but, in the 
long run, ends up costing insurance 
companies, and their clients, more 
money as insurers pay more in re-
repair costs or consider more vehicles 
total losses.  And when an insurance 
company requires that repair work 
be done in an ‘approved’ shop whose 
workmanship turns out to be shoddy, 
they may find themselves losing 
customers to other insurers who don’t 
require that repair work be done in 
such ‘approved’ shops. 

The claims procedures and processes 
that were effective and efficient five, 
ten, or 15 years ago are not readily 
transferable to the vehicles on the 
road today. 

Another area where insurers may 
be making short-term money 
decisions with potential long-term 
consequences is in labor costs. 
Currently there is a 40-60% disparity 
between the labor rates insurers 
seek to pay for autobody repair and 
the cost of mechanical labor rates. 
Such a disparity may lead entry-level 
technicians and potential labor to 
look to other trades for a career. This 
could result in a shortage of qualified 
employees and qualified shops in the 
autobody industry in the future. And 
anytime there is a shortage of supply, 
costs will go up. Will there come a 
time when insurance companies 
will pay $250/hour to repair body-
damaged cars?  

Ultimately, the insurance companies 
and the autobody repair industry 
pursue the same goal: a well-
repaired, safe vehicle that a satisfied 
customer knows has been properly 
repaired. The task before us is to 

balance this goal with the realities of 
ever-changing vehicle technology, 
vehicle specific parts, expense 
controls and quality workmanship. 

Bob Juniper owns and operates Three-C 
Body Shops, Inc., based in central and 
southern Ohio. Three-C, family owned, 
was founded in 1956. Juniper and 
Three-C welcome the new opportunities 
brought about by the changing face of 
the auto repair industry as consolidation 
changes the auto repair market in 
Central Ohio. 
 

Mike Orso is president of Nick Orso’s 
Body Shop and Service Center in 
Syracuse, New York. Orso joined the 
family-run business in 1973. Orso 
served as president of New York 
State Auto Collision Technicians 
Association, Inc. (NYSACTA). 
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Roots and Relationships —  
A Conversation with Cincinnati Financial's 
Steven Johnston

The Demotech Difference: Mr. Johnston, today you are 
the CEO, President and Director of one of the top 25 P&C 
groups based upon net premiums written. Tell us about the 
journey that led to this position?

Steven J. Johnston: Like many in our 
industry, I ended up in the field totally 
by accident. I was in college and had 
been working construction. I was 
majoring in mathematics with a minor in 
computer science. I was offered a summer 
internship in what I thought was computer 
programming, but it was actually an actuarial spot. I’d 
never even heard of an actuary. But I needed a job and 
took the internship as an actuarial trainee. The rest, as 
they say, is history!

TDD: We could not help but notice that you are thoroughly 
credentialed.  Most readers are familiar with your 
credentials as a Fellow of the Casualty Actuarial Society and 
a Member of the American Academy of Actuaries.  Please 
explain some of the time and effort behind your CERA and 
CFA designations.

SJJ: I believe in continuing education. The Chartered 
Financial Analyst program is rigorous, and it takes many 
years to complete. I earned my CFA in 1997. At that point, 
I had been an Appointed Actuary focusing on loss reserves 
and the liability side of the balance sheet. I was looking for 
a program that would let me dig in to the asset side of the 
balance sheet and to learn more about investing. I’m glad 
I did! That knowledge made me proficient in managing 
investments and helps me to support Marty Hollenbeck, 
our chief investment officer, in the execution of Cincinnati’s 
equity investing strategy.

The Chartered Enterprise Risk Analyst is my most recent 
designation. As chief executive officer, I feel that there 
are areas of responsibility you can’t fully delegate – and 
enterprise risk management is one of them. Teresa Cracas 

is our chief risk officer, and she does an excellent job. The 
CERA designation helps me fulfill my responsibility to 
thoroughly understand all of our company’s risks and to 
be able to fully support Teresa in her efforts.

TDD: What do you draw on to sustain and reinforce the 
corporate commitment to an independent agency system?

SJJ: I firmly believe in the value independent agents 
bring to the insurance relationship. They are professional 
risk managers and have exceptional knowledge of their 
local marketplace. We work with the most professional 
agencies in each community. We are committed to 
serving independent agents whether they are smaller more 
traditional agencies or larger, broker-owned agencies. We 
must continue to innovate, finding ways to meet the needs 
of this variety of agents while staying true to our roots and 
building personal relationships. 

TDD: You have been in your current position 
since 2011.  Would you share your thoughts on 
what prepared you to approach resolution of major 
decisions within Cincinnati Financial Corporation? 

Putting people first, following 
the Golden Rule and paying all 

that is due under each policy are 
values that permeate our culture.

photo.ua/shutterstock.com
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Was it one of your previous experiences or the curriculum associated 
with one of your designations? 

SJJ: All of the above! My actuarial background taught me to reach and 
develop precise data. Precision is king for successful insurance companies 
in today’s environment. Actuaries also spend a lot of time analyzing risks. 
That analytical background and focus on risk management helps give me a 
process for making the big decisions.

TDD: As the CEO of a diversified insurance and financial services 
entity, what is your role in maintaining the balance between legacy 
products, services, and culture that underlie the initial formation of 
Cincinnati Financial Corporation back in 1950 and the rigors of the 
personal and commercial insurance and financial services products 
that are available today?

SJJ: We have a proven and successful, agent-centered business model. We 
consider that strong philosophic framework to consider where we should 
invest our time and resources – and where we shouldn’t. To keep improving, 
we are consistently working to execute on our strategies that support that 
model every day. In recent years, we’ve stepped up loss control expertise, 
our use of predictive analytics and the technology systems we provide to 
agents and associates.

TDD: As a professional actuary, what is your view and perspective on 
insurance linked securities or catastrophe bonds as an alternative to 
traditional reinsurance?

SJJ: We have a well-diversified reinsurance program with traditional 
reinsurers who we’ve built long-term relationships with. They appreciate 
and understand our business model. We also have a catastrophe 
bond which covers convective storm losses in specified regions and 
earthquake losses related to specific fault lines. I think using insurance 
linked securities or catastrophe bonds can make sense to create 
additional layers of diversity over a traditional program.

TDD: Forbes recognized Cincinnati Financial, operating through 
The Cincinnati Insurance Companies, for openness and integrity 
in accounting, governance and management by naming Cincinnati 
Financial Corporation to its 2015 enumeration of America's Most 
Trustworthy Financial Companies. Cincinnati Financial has earned 
this accolade five years running. In an industry where research often 
indicates that consumers paint insurance companies and used car 
dealers with the same brush, what are the core values of Cincinnati 
Financial that drive this notable award of distinction?

SJJ: I start every presentation I give to associates, agents and investors 
with a discussion of our agent-centered model. One thing I always point 
out is that nothing is worth doing if you don’t do it right. Our model 
must be built on a foundation of ethical behavior. Putting people first, 
following the Golden Rule and paying all that is due under each policy 
are values that permeate our culture.

TDD: How does your leadership style demonstrate to each employee 
that Cincinnati Financial Corporation continuously strives to be one 

Steven J. Johnston
FCAS, MAAA, CFA, CERA

Steven Johnston has been president 
and chief executive officer of 
Cincinnati Financial Corporation 
and The Cincinnati Insurance 
Company since 2011. He joined the 
company in 2008 as chief financial 
officer, senior vice president and 
secretary. Prior to joining Cincinnati 
Financial Corporation, Johnston was 
chief financial officer of State Auto 
Insurance Company. 

Johnston came to Cincinnati with 
more than 25 years of property 
casualty insurance experience, 
including a broad background in 
accounting, finance, actuarial, 
reinsurance, technology, investments 
and management of investor and 
ratings agency relationships. Johnston 
believes in open and transparent 
communication as a key ingredient 
to the success of any organization. As 
CEO, he also considers himself the 
company’s “chief communicator.”

A graduate of Otterbein University, 
Johnston is a Fellow of the Casualty 
Actuarial Society, where he served 
as a member of the audit committee 
and chairman of the investment and 
enterprise risk committees. He is a 
member of the American Academy 
of Actuaries, a Chartered Financial 
Analyst and a Chartered Enterprise 
Risk Analyst. 

continued on page  46



We often refer to ourselves as 
the oldest start-up you'll 

ever know. 

Legacy of Longevity

Millers Mutual Blends Vibrant Culture with
Strong Foundations for Success
By Barb Albert

Scott Orndorff, President and Chief Executive Officer of Millers Mutual 
Insurance Company since 2014, brought a wealth of experience to a 
company that had a bit of an identity crisis. Millers Mutual, founded in 

Harrisburg, Pennsylvania in 1890, began as a way for farmers with small mills to 
have insurance protection. Orndorff saw the opportunity to come on board the 
century-old company at a time when he contemplated his own path to retirement. 

“I knew this was an organization that had never really fulfilled its potential, and 
there was a lot of opportunity,” Orndorff said. “I was at a point in my career 
where I could stay where I was, or I could come work here and be able to build 
something and hand it over, knowing I was a part of what happened here. That 
was the real driver." 

“I’ve worked with large public companies and large non-public companies. 
I’ve worked with smaller mutuals all across the country. But there was a lot of 
opportunity here. Their board was looking to make some changes, and really 
leverage the possibilities they saw here. I was able to convince a couple of other 
folks I’d worked with through the years, and they all came for the same reason. 
They agreed that this organization deserves it and we’re going to make it happen.”

Orndorff said that Millers Mutual, at 125 years of age, was still trying to decide 
what it wanted to be when it grew up. Despite that, he felt that there was a huge 
legacy that was worth preserving in the company. His focus became working to 
see what the next 125 years for the company would look like. 

“We often refer to ourselves as the oldest start-up you’ll ever know,” Orndorff 
said. “Millers was filling a market demand when it began that wasn’t readily 
met by other insurance companies in play at that date and time. As agriculture 
developed, small mills became large mills, and they got to be outside of a 
company’s appetite the size of Millers.  That’s when they moved away from mills 
and were looking at main street business. We took a hard look at the existing 
book and because main street business is very competitive, we decided we needed 
to niche and focus. We’ve often said we can’t be everything to everybody, but we 
can certainly be something to somebody. We’ve built our plan around that.” 

Orndorff said that he realized that half of the company’s book was focused on 
commercial property which was primarily habitational, so the future focus of 
Millers Mutual was clear. The company had stayed successful through economic 
and weather cycles, so it provided solid ground on which to grow. His initial 
plan was to focus on very fundamental issues, which he states was to get the 
foundation right, get the right products, and a new software system in order to 

define who Millers Mutual would be. 
Orndorff’s experience told him that 
out-performing mutual companies 
had common elements in place — 
niche focus that runs deep, agents 
and customers in just a few states, and 
close relationships with their agents. 

“So, we’ve put together our basic 
plan, and we’re actually moving into 
the next generation,” Orndorff said. 
“We’re incorporating representatives 
from throughout the organization to 
develop that ongoing vision and plan. 
We are focused on fundamentals 
— product, profitability, growth, 
underwriting and claims 
fundamentals — so that we have 
the right platform in place. Millers, 
even when I worked in companies 
that competed against them, had 
a very strong reputation of being 
able to develop close and long-term 
relationships with their agents. 

Orndorff said a key part of the 
decision he made to join the 
company happened when he asked 
the company’s agents why they were 
with Millers. Every one of them stated 

Scott Orndorff, CPCU
President/CEO
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We're a culture-first
driven organization.

it was because of someone at Millers — usually one of the 
underwriters. Relationship is not just a buzz word, but a 
foundational piece that is years in the making, and one that 
Orndorff said many companies wish they had. 

“Our major focus here is really on the culture,” Orndorff 
said. “If you don’t get this right, the rest doesn’t matter. We 
had a group of people who saw themselves as a community 
and supported each other. We didn’t want to lose that, 
we wanted to build on that. We focus pretty heavily on 
culture through a culture committee that is a cross section 
of Millers people. But if you get it right, operating results, 
growth, opportunities all happen because you’ve worked on 
the core. We’re a culture-first driven organization. 

“What makes teams successful? It’s an environment that 
is very comfortable and where people feel safe. We have 
folks throughout the organization of all-different ages, all-
different departments, some with insurance experience, 
and some without, but we want them involved in this 
committee because we’re looking into the future now. 
We’d rather have that diverse opinion around the table. 
That’s what will drive our success.”

What’s in the heart and minds of people in the company 
are most important, so Orndorff instituted a very relaxed 
dress code in the office, encourages expression and creates 
an atmosphere of greater productivity. These efforts are 
successfully attracting younger people to Millers at a time 
when industry experts are trying to develop strategies to 
attract millennials into the workforce. In the last year, the 
employees categorized as millennials at Millers increased 
from 7% of the company to 18%. 

“For us, give us some bright folks who are thinkers and want 
to come to work every day,” Orndorff said. “For millenials, 
it’s not that they don’t want to work, but they want you to 
answer the ‘why’ of coming into the organization. Millers is 

about allowing people to fulfill and rebuild their dreams. 
We can align ourselves with what millenials want to see 
because for them, it’s not just a job, but it has to align with 
their social values set, too. 

“But we also know we have people here with a lot of 
knowledge and of experience that we certainly want 
to keep. What we do is create the environment where 
they both can work together. We’re intentional about 
it. And we have a very supportive board for everything 
we’re doing here.”

Millers Mutual Insurance Company building in Harrisburg, 
Pennsylvania. This building was built in 1930 on the banks 
of the Susquehanna River and has remained company 
headquarters ever since. 
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Orndorff credits implementation of a performance 
management program with intentional bolstering of 
the workforce. He uses annual performance objectives, 
development plans, and succession plans for a 
comprehensive approach to a happy, healthy workforce. At 
the same time as these efforts refine the company culture 
and quality, a major software upgrade is bringing the 
company a new approach to technology. 

“We are in the midst of a major upgrade and that was a 
lesson learned,” Orndorff said. “We don’t want to be there 
again. We are investing in ourselves on an annual basis 
for some type of technology project. This upgrade is a big 
spend for us, but I don’t think there’s an option here.”

While the software upgrade will increase the company’s 
capacity for predictive analytics, among other perks, 
Orndorff believes that the best balance comes through 
technology and seasoned underwriters. He emphasizes 
that the underwriter will always be the point of contact, the 
decision maker, and the person who has the opportunity to 
use analytics as a strong tool, underscoring his belief in the 
power of the people working together at Millers Mutual. 

“We referenced ourselves as the oldest start up you’ll 
ever know, and that really is the environment we want to 
create here — that people can own their own career path. 
The demarcation between leadership and everyone else is 
very gray because we are small. We all wear a bunch of 
hats. Leadership is part of everything that goes on here — 
nothing more and nothing less.”

Millers Mutual Insurance Company in Harrisburg, Pennsylvania, 
is a regional property and casualty insurer serving policyholders 
in Pennsylvania, Delaware, Maryland, Virginia, and Washington, 
D.C. with a network of independent agents. They offer commercial 
lines of insurance only. In the Mid-Atlantic States they serve, 
Millers Mutual is one of the top 20 providers of commercial 
property insurance for small and mid-size businesses. 
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Title Underwriters Report 
Financially Stable 
Results in 2015 

By Douglas A. Powell and Paul D. Osborne

Title underwriters have remained 
vigilant in achieving overall 

profitability. 

Introduction
Demotech, Inc. has been serving the 
insurance industry by providing accurate 
and proven Financial Stability Ratings® 
(FSRs) for the insurance industry, 
including rating Title underwriters 
since 1992.  FSRs are a leading indicator 
of the financial stability of Title 
underwriters and Property and Casualty 
insurers. Demotech’s rating process 
provides an objective baseline for 
assessing solvency based upon changes 
in financial stability, as manifested in 
an insurer’s balance sheet and income 
statement. FSRs are based upon a series 

of quantitative ratios and considerations 
which comprise Demotech's Financial 
Stability Analysis Model.

An FSR summarizes Demotech’s 
opinion as to an insurer’s ability to 
insulate itself from the business cycle 
that exists in the general economy as 
well as the underwriting cycle that exists 
in the insurance industry. Thus, an FSR 
summarizes Demotech’s opinion as to 
the relative ability of an insurer to honor 
meritorious claims during a downturn 
in general economic conditions as well 
as a downturn in the underwriting cycle.

While it is important to acknowledge 
and recognize the importance of 
profitability, Demotech’s philosophy 
is that balance sheet strength and 
financial integrity are the ultimate 
determinants of the long term financial 
stability required to honor legitimate 
claims.  Accordingly, while operating 

profit remains an important element 
in evaluating the financial stability 
of an underwriter, the ability of an 
underwriter to remain financially 
stable under a variety of economic 
stress tests requires a focus on balance 
sheet integrity.

Since 2006, the Title insurance 
industry has experienced significant 
underwriter consolidation.  At its peak in 
2006, 96 underwriters reported statutory 
financial data.  As of the end of 2015, 
the number of underwriters reporting 
has decreased to 46.  A majority of this 

decrease in count resulted from larger 
groups assimilating acquisitions made 
from earlier years in an effort to improve 
operational efficiencies and eliminate 
redundancies.  Other companies have 
voluntarily ceased their underwriting 
operations due to challenging economic 
conditions.  Although the industry 
remains heavily concentrated in the top 
four groups, new underwriters continue 
to form and dormant underwriters are 
being restarted under new management. 

A major determinant of the financial 
stability of a Title underwriter is an 
evaluation of critical financial stability 
ratios benchmarked against financial 
stability tests and the representative 
historical operating results of the 
insurer.  Based upon a review of these 
key metrics and rating indicators, Title 
underwriters collectively improved their 
overall financial stability in 2015.  The 
underwriting and overall profitability of 

Title underwriters was flat in comparing 
the results of 2015 to 2014, but the 2015 
results are increasingly improved when 
compared to 2013, 2012 or 2011.  Equally 
as important to note, Title underwriters 
have continued to maintain a sufficient 
level of policyholders’ surplus and are 
adequately capitalized as a whole.

Premiums Written, Underwriting 
Results and Overall Profitability
Title underwriters have remained 
vigilant in achieving overall profitability.  
Some of the factors that comprise 
overall profitability are premium, 
operating expenses, loss and loss 
adjustment expenses, investment 
income and income taxes paid.  While 
Title underwriters reported $13 billion 
in direct premium written in 2015, 
representing a 16.1 percent increase over 
2014, they have aggregately reported an 
increase in net underwriting gains and 
net income over the last 10 years.  

The profitability of Title underwriter 
operations has been encouraging.  For 
year-end 2015, aggregate underwriting 
results on a year-to-year basis were 
positive for the Title industry and nearly 
78 percent of Title underwriters reported a 
net underwriting gain.  The Title industry 
reported an aggregate operating gain of 
over $835 million at year-end 2015, a 3.5 
percent increase from 2014.  The gains 
from the last four years were more than 
sufficient to offset the losses reported in 
the previous five years. 

Although Demotech does not expect 
individual underwriters to report an 
underwriting gain at each year-end, 
a component of our review process is 
the evaluation of underwriting results.  
Any Title underwriter recording an 
underwriting loss greater than 10 
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Operating Expenses Incurred $12,168,823,188
Agent Retention $9,374,918,740
L&LAE Incurred $669,213,732
Loss Ratio 4.89%

  Direct $1,508,526,071
  Non-A�liated $7,917,079,588
  A�liated $3,581,166,724
Direct Premiums Written $13,006,772,383
Net Premiums Earned $12,789,570,357

Net Income $790,427,604
Net Investment Gain $248,964,108
Net Realized Capital Gains $9,363,839
Net Cash from Operations $1,043,710,941
Oper. Gain Before Losses $1,506,355,538

Cash, Cash Equivalents
   & Short-Term Investments $1,041,831,070

Total Assets $8,977,715,236
Policyholders' Surplus $3,935,225,007
Reserves $4,341,634,037

2015 Title Insurance Industry Composite
Group

Amtrust
Atkins
Catic
Chicago/Fidelity
Donegal
First American

Number of Underwriters

1
1
1
5
1
4

Investors
Old Republic
Stewart
Williston Financial
Una�liated Companies

Total

2
3
2
1

25
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Excerpted from Demotech Performance of Title Insurance Companies
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  Actuaries – have you ensured 
the future of your profession? 

The Actuarial Foundation is securing the future  
of the actuarial profession with scholarships to support  

every student on his or her path to becoming an actuary.  

“I find it extremely rewarding 
to review applications for the 
Stuart A. Robertson Memorial 
Scholarship. It is of tremendous 
importance that The Actuarial 
Foundation provide support 
to aspiring actuaries, and I am 
grateful for the opportunity to 
give back to the profession in  
this way.”  

— Amy Angell, FCAS, MAAA,  
Volunteer Reviewer for The Actuary 
of Tomorrow – Stuart A. Robertson 

Memorial Scholarship

“I am grateful and honored 
to be recognized as one of 
the 2015 Elizabeth M. Mauro 
Reimbursement Award 
recipients. As I prepare for my 
fourth actuarial exam, I will 
remember the generosity  
of the donors to this program 
and to Ms. Mauro and her 
family and friends who honor 
her memory.” 

— Wendy Windsor, 2015 Mauro 
Reimbursement Award Recipient

Invest in the future – support a Foundation scholarship. 

•	 Make a donation today! Visit:   
www.actuarialfoundation.org/donate 

•	 Become a member of a scholarship 
committee – join a team of actuary 
reviewers who select the Foundation’s 
scholarship recipients. 

•	 Become a mentor – provide guidance 
to a future actuary!

•	 Please email Scholarships@actfnd.org 
for more information about volunteering. 

Learn more at: 
www.actuarialfoundation.org/programs/actuarial/scholarships.shtml

Scholarship ad_DemoTech2.indd   1 12/4/15   10:22 AM

percent of prior year surplus will be 
subject to a detailed review of current 
operating results.

For the seventh straight year, Title 
underwriters aggregately reported an 
increase in net income from the prior 
year.  The industry reported net income 
of approximately $874 million at year-
end 2015, a 1.8 percent year over year 
improvement.  This also marks the 
highest level of reported year-end net 
income for the Title industry since 2006.

Policyholders’ Surplus and Leverage
While Title underwriters wrote over 
$13 billion of direct premiums in 
2015, they did so while continuing to 
increase policyholders’ surplus.  Title 
underwriters, in aggregate, increased 
policyholders’ surplus 1.9 percent 
from 2014 to $4.3 billion.  Despite 
policyholders’ surplus improving in 
2015, it remains below the historic high 
reported in 2006.  This in no way indicates 
the industry is under-capitalized, as Title 
underwriters reported a direct premium 
written to policyholders’ surplus ratio of 
approximately 3 for year-end 2015.

Title underwriters maintained their 
position in terms of short-term net 
admitted assets and total net admitted 
assets in 2015 over the previous 
year.  For 2015, Title underwriters 
aggregately increased short term assets 
and total assets by 2.5 percent over the 
previous year while increasing total 
liabilities only 1.6 percent.  This led 
to no significant changes in aggregate 
leverage and liquidity ratios reported by 
Title underwriters.

The Title industry reported a leverage 
ratio (total liabilities to policyholders’ 
surplus) of 1.2 for 2015.  Demotech 
prefers underwriters report leverage of 
less than 3:1 and a ratio greater than that 
will subject an underwriter to additional 
review and analysis.

Loss Reserve Development
Demotech views adverse loss reserve 
development as an impediment to 
the acceptance of the reported value 
of current, and future, surplus and 
the quality of earnings.  From our 

perspective, any amount of adverse loss 
reserve development on a consistent 
basis is unacceptable, as it may be 
indicative of management’s inability 
or unwillingness to properly estimate 
ultimate incurred losses.

The Title industry reported one year loss 
reserve development to policyholders’ 
surplus of 1.7 percent and two year loss 
reserve development to policyholders’ 
surplus of 5.4 percent at year-end 
2015.  Both of these percentages, while 
indicating adverse loss development for 
2015 for Title underwriters aggregately, 
do not appear to be part of a continuing 
trend.  As the National Association 
of Insurance Companies (NAIC) 
is discussing enhanced financial 
reporting relating to loss and loss 
adjustment expense reserve adequacy, 
additional evaluation may be available 
in the future.

Home Price and Sale Forecasts
The National Association of Realtors 
has projected that home prices will 
continue to rise through 2017.  The 
projected median price for an existing 
home is projected to increase 12 percent 
from the end of 2015 by the second 
quarter of 2017.  The sales of existing 
and new homes are expected to climb 
slowly and steadily in 2016 across all 
categories, with new single-family sales 
growing 28 percent by second quarter 
2017 from their 2015 level.  

Underlying these projected gains in 
mortgage originations is a continued 
healthy annual growth rate for the 
overall economy.  While interest rates 
remain historically low, they dropped 
in 2015 from 2014 levels and should 
continue to fluctuate in the 3.5 to 
4.5 percent range in 2016.  In 2016, 
the National Association of Realtors 
expects interest rates to rise to 4.7 
percent.  The Federal Reserve Board 
has predicted that unemployment 
and GDP will continue near current 
levels.  This will help sustain consumer 
confidence needed for the projected 
home price increase and help keep 
demand constant through low interest 
rates.  The current federal election cycle 
will act as a drag on confidence through 

November, but momentum will probably 
resume in 2017.    

The gains in home prices and sales 
activity should boost the income for 
Title underwriters in the short term.  
Without dramatic changes from the 
overall economy, the housing market 
should continue to climb at a manageable 
pace.  Increased competition within the 
industry, through the addition of new 
underwriters, will moderate growth for 
some companies.  Also, as interest rates 
start to climb, income growth will be 
negatively affected slightly.    

Conclusion
Demotech, Inc. has reviewed year-end 
2015 statutory financial data reported by 
Title underwriters and concluded that the 
aggregate industry results are favorable.  
Also, the financial ratios calculated 
based on the year-end results appear 
to be reasonable.  It is typical for Title 
underwriters’ reported financial ratios 
to have a certain degree of fluctuation 
and increase or decrease year over year.  
Further, based on these results as well 
as other performance indicators, Title 
underwriters aggregately appear to be 
appropriately capitalized and should not 
be materially impacted by the forecasted 
economic conditions in 2016.  

Douglas A. Powell is a Senior Financial Analyst 
at Demotech, Inc., who supports the formulation 
and assignment of Financial Stability Ratings® 
by providing analysis of statutory financial 
statements and business information pertaining 
to Title underwriters and Property & Casualty 
insurance companies. Powell performs financial, 
operational and peer group analyses, as well as 
benchmark studies for client companies. He can 
be reached at dpowell@demotech.com. 

Paul D. Osborne is a Senior Financial Analyst 
at Demotech, Inc. with over twenty years of 
experience involving Property and Casualty 
Insurers, Title underwriters, financial analysis 
and business consulting. Osborne is the Editor 
of the annual Demotech Performance of 
Title Insurance Companies, which provides a 
comprehensive overview of the industry, market 
trends, company performance, and Financial 
Stability Ratings® (FSRs) and is the only 
independent source of Title industry information.    
He can be reached at posborne@demotech.com. 



Actuaries – have you ensured 
the future of your profession? 

The Actuarial Foundation is securing the future  
of the actuarial profession with scholarships to support  

every student on his or her path to becoming an actuary.  

“I find it extremely rewarding 
to review applications for the 
Stuart A. Robertson Memorial 
Scholarship. It is of tremendous 
importance that The Actuarial 
Foundation provide support 
to aspiring actuaries, and I am 
grateful for the opportunity to 
give back to the profession in  
this way.”  

— Amy Angell, FCAS, MAAA,  
Volunteer Reviewer for The Actuary 
of Tomorrow – Stuart A. Robertson 

Memorial Scholarship

“I am grateful and honored 
to be recognized as one of 
the 2015 Elizabeth M. Mauro 
Reimbursement Award 
recipients. As I prepare for my 
fourth actuarial exam, I will 
remember the generosity  
of the donors to this program 
and to Ms. Mauro and her 
family and friends who honor 
her memory.” 

— Wendy Windsor, 2015 Mauro 
Reimbursement Award Recipient

Invest in the future – support a Foundation scholarship. 

•	 Make a donation today! Visit:   
www.actuarialfoundation.org/donate 

•	 Become a member of a scholarship 
committee – join a team of actuary 
reviewers who select the Foundation’s 
scholarship recipients. 

•	 Become a mentor – provide guidance 
to a future actuary!

•	 Please email Scholarships@actfnd.org 
for more information about volunteering. 

Learn more at: 
www.actuarialfoundation.org/programs/actuarial/scholarships.shtml
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Acommon belief about 
Property & Casualty (P&C) 
insurance industry cycles 

is that a prolonged market of soft, 
competitive pricing utilizing less 
stringent underwriting is followed by 
a shorter cycle of firmer pricing and 

A First Look at Year-end 2015 
Property & Casualty Loss & Loss 
Adjustment Expense Reserves

By Joseph L. Petrelli and Rachel Wilkins

Non-Residential

Residential

$469,490,297

$88,837,300

$22,766,605
$18,494,050

$3,231,165

2015 Property & Casualty Loss and LAE 
Reserves by Organizational Structure 

($000 omitted)

Stock Company

Mutual 
Company

Risk Retention 
Group

Reciprocal 
Exchange

Other

Non-Residential

Residential

58

414 1,847

61
163

2015 Property & Casualty
Company Count by 

Organizational Structure

pre-tax underwriting margins and 
overall operating income. Yet, with 
the fiscal policy of the United States 
government heavily dependent upon 
spending borrowed money, and given 
the fragile U.S. private sector and its 
reliance on low interest rates, the last 

from financial alternatives to 
reinsurance, such as catastrophe 
bonds and insurance linked 
securities, has resulted in an inf lux 
of capital to compete with the P&C 
industry.  The additional capital 
from outside the P&C industry has 
resulted in a marked decline in the 
cost of reinsurance.  Concurrently, 
over the past several years, mergers 
and acquisitions have consolidated 
the industry.  These phenomena 
have elongated, exacerbated, and 
complicated the resolution of the soft 
pricing cycle.    

A first look at year-end 2015 loss and 
loss adjustment expense (L&LAE) 
reserve data reported to the 
National Association of Insurance 
Commissioners (NAIC) reveals that 
any redundancy in the historical 
L&LAE reserves of the industry 
are likely to have been harvested.  

The P&C industry has had a  
prolonged market of soft, competitive 

pricing despite low interest rates.

stricter underwriting.  The length 
and depth of the softer pricing cycle is 
often attributed to the ability to earn 
above average investment income 
with the concurrent ability to release 
loss and loss adjustment expense 
reserve redundancies associated with 
prior periods in order to stabilize 

eight or ten years of the pricing cycle 
have been atypical.  

The P&C industry has had a prolonged 
market of soft, competitive pricing 
despite low interest rates.  Further, in 
the name of portfolio diversification 
and non-correlated risk, competition 



Adverse Neutral Favorable Total

Organizational 
Type

Total 
Company 

Count

Company 
Count

Reported One 
Year Reserve 
Development  

($000 Omitted)

Company 
Count

Reported One 
Year Reserve 
Development 

($000 Omitted)

Company 
Count

Reported One 
Year Reserve 
Development 

($000 Omitted)

Reported One 
Year Reserve

Stock Company 1,847 498 $9,128,279 486 $0 863 -$15,100,014 -$5,971,735

Mutual 
Company 414 76 $362,393 43 $0 295 -$2,855,299 -$2,492,906

Risk Retention 
Group 163 43 $65,509 17 $0 103 -$227,760 -$162,251

Reciprocal 
Exchange 61 12 $216,229 5 $0 44 -$406,201 -$189,973

Other 58 15 $184,717 25 $0 18 -$311,054 -$126,336

Totals 2,543 644 $9,957,127 576 $0 1,323 -$18,900,328 -$8,943,201
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Some of the larger publicly traded 
stock carriers that depend on the 
quality of their earnings to attract 
and retain investors and the capital 

year L&LAE reserve development, 
thousands omitted.  If the one 
year L&LAE development dollar 
amount (000) was any amount of 

redundancy of the industry, almost 
$9 billion, as they had favorable 
development of nearly $19 billion.  

If we subscribe to the theory that 
the prior period L&LAE reserve 
releases fuel a soft market, does 
the objective evidence imply that 
the 644 carriers with adverse 
development are anticipating a hard 
market?  We say this because these 
carriers no longer have prior period 
reserve redundancies to offset their 
current period underwriting results.  
Similarly, are the 576 neutral carriers 
indifferent to the cycle, as they have 
utilized existing redundancies, are 
holding redundancies to harvest in 
the future, or are under-reserved 
but do not know it?   The balance of 
the carriers, 1,323, would appear to 
have more staying power in the soft 
market, because they had the ability 
to offset current underwriting results 
with L&LAE redundancies from 
prior periods. 

A review utilizing the relative size of 
the dollar amount of L&LAE reserve 
development measured against 
reported policyholders' surplus results 
is a more compelling argument for 
the end of the soft pricing cycle 

that investors supply have been self-
reporting inadequate prior period 
L&LAE reserves for many years.  

Our first look was based upon 
the reported results of 2,543 P&C 
carriers reporting data to the NAIC.  
Please note that these results are 
based upon the information filed 
by the carriers.  The information 
has not been audited, reviewed for 
reasonableness, nor projected.  These 
are the self-reported results presented 
by the carriers themselves.

The composition of the insurers 
based upon their organizational 
structure is presented in the graph.   
The table summarizes the L&LAE 
reserve position of the carriers 
based upon their self-reported one 

Reported One Year Reserve Development by Organizational Structure
($000 Omitted)

development greater than zero, the 
carrier was assigned to the Adverse 
category.  If the one year L&LAE 
reserve development was zero, the 
carrier was assigned to the Neutral 
category.  Similarly, if the one year 
L&LAE reserve development was 
negative, the carrier was assigned to 
the Favorable category.

Note that 644 carriers, 25% of 
the 2,543 companies by count, 
reported some amount of adverse 
L&LAE reserve development that 
totaled nearly $10 billion.  Twenty-
three percent of the carriers 
reporting data, 576 insurers, neither 
contributed to nor diminished the 
position of the industry.  This left 
the remaining 52% of the carriers, 
1,323, to generate the overall 

Concurrently, over the past several 
years, mergers and acquisitions 
have consolidated the industry. 
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occurring in the near future.  For 
1,917 insurers, 75% of the total by 
count, the dollar amount of L&LAE 
reserve development, favorable or 
unfavorable, was 5% of prior year's 
surplus or less.  The graph shows the 
percentage of companies by count 
in each category of one year L&LAE 
reserve development as a percentage 
of prior year surplus.

We respectfully submit that if 
the L&LAE reserves of 75% of 
companies were within 5% of prior 
period surplus at year end, it is the 
actuarial equivalent of hitting the 
L&LAE bull’s-eye.  Insurers are 
unlikely to want to hold appreciably 
more redundancy in their reserves 
and those whose reserve redundancy 
has already been released — plus 
some reserve strengthening because 
they never had the redundancy they 
thought they did — are loathe to 

report additional L&LAE inadequacy 
in the future.

In summary, although only 52% of the 
companies comprising the industry 
reported L&LAE reserve redundancy 
at year end 2015, 75% of the companies 
reported L&LAE reserve redundancy or 
inadequacy that was within 5% of their 
prior period reported surplus. This is a 
fairly narrow range for reserving levels.  
If we assume that each new accident year 
or underwriting year has to carry its own 
weight, the time for a turn in the pricing 
cycle may be closer than once thought.   

Joseph L. Petrelli, ACAS, ASA, MAAA, 
FCA (MBA) is the President and Founder of 
Demotech, Inc.  Organized in 1985.   

Prior to forming Demotech, Petrelli was 
employed by Nationwide Mutual Insurance 
Company, Countryway Insurance and 
ISO.  He is a member in good standing of 

the Casualty Actuarial Society, American 
Academy of Actuaries, the Conference of 
Consulting Actuaries and the Society of 
Actuaries.  Petrelli is the founder of Buckeye 
Actuarial Continuing Education, a regional 
affiliate of the Casualty Actuarial Society.

Rachel Wilkins is an analyst at Demotech, 
Inc.  She can be reached at rwilkins@
demotech.com

Demotech, Inc. is a financial analysis firm 
specializing in evaluating the financial 
stability of regional and specialty insurers.  
Demotech has served the insurance industry 
by assigning accurate, reliable and proven 
Financial Stability Ratings® (FSRs) for 
Property & Casualty insurers and Title 
underwriters.  FSRs are a leading indicator 
of financial stability, providing an objective 
baseline of the future solvency of an insurer.  

Visit www.demotech.com for more 
information.

2015 L&LAE Reserve Development as a
Percentage of Prior Year Policyholders' Surplus

L&LAE Reserves favorable by more than 5% of prior year policyholders' surplus (414 companies)
L&LAE Reserves within 5% (+/-) of prior year policyholders' surplus (1,917 companies)
L&LAE Reserves adverse by more than 5% of prior year policyholders' surplus (212 companies)
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leaders the opportunity to shape the future and give 
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companies and the individuals we insure.
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why should you contribute?
the students enrolled in these programs will be ready 
to take on leadership roles within the industry and will 
be prepared to make meaningful contributions to the 
business of insurance. providing financial assistance 
to those interested in a career in insurance or risk 
management only helps our cause. nyisf is an ideal 
vehicle for the industry to demonstrate its support for 
educating the next generation of insurance professionals. 

to donate, visit www.nyia.org/nyisf

The New York Insurance Scholarship Foundation, Inc. (NYISF)  is 
a 501(c)3 public charity affiliated with the New York Insurance 
Association, Inc. The sole purpose of NYISF is to support the education 
of students pursuing a degree in risk management or insurance in  
New York State in an effort to ensure the viability of the industry.
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Helping you manage your reinsurance 
and understand it’s coverage.
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damage.  Cyber liability policies are 
designed to cover unique cyber risks, 
but these risks remain difficult for 
insurance underwriters to quantify 
because of the lack of data.  Insurers 
rely on an applicant’s risk management 
procedures and risk culture, creating 
more customized – and often more 
costly – policies. The type and size of 
a business, the number of customers, 
internet presence, and the type of data 
collected and stored are all factors 
that need to be considered in writing 
a cyber liability policy. It is hoped that 
cyber liability policies could become 
more streamlined and cost effective as 
the NAIC is currently developing new 
reporting requirements for insurers to 
better track cyber insurance policies 
issued in the marketplace.

Cybersecurity issues will not go away 
anytime soon.  Indeed, cyber threats seem  

more likely to increase than to decrease 
for the foreseeable future.  Regulators 
are still developing new requirements 
for insurers to comply with, and will 
likely devote substantial attention to 
companies’ cyber defense going forward.  
And, while there are some signs that 
the market for cybersecurity insurance 
is maturing, significant uncertainties 
remain.  Insurance companies and other 
insurance entities should monitor these 
developments to protect both themselves 
and their customers.

Fred E. Karlinsky is Co-Chair of Greenberg 
Traurig’s Insurance Regulatory and Transactions 
Practice Group. With over twenty years of 
experience representing the interests of insurers, 
reinsurers and a wide variety of other insurance-
related entities on their regulatory, transactional, 
corporate and governmental affairs matters,  
he has extensive knowledge of national 
and international  compliance matters and 

insurance-related legislative and regulatory 
initiatives. He can be reached at karlinskyf@
gtlaw.com.

Benjamin Zellner focuses his practice on 
government law and policy matters. He is 
experienced handling a wide range of insurance 
regulatory and corporate transactions, including 
company and agent/agency compliance, 
throughout the country.  Zellner can be reached 
at zellnerj@gtlaw.com. 

Celeste Lawrence focuses her practice on 
government law and policy matters, including 
insurance regulatory, compliance matters and 
corporate transactions. Lawrence can be 
reached at lawrencece@gtlaw.com. 

Greenberg Traurig, LLP is an international, 
multi-practice law firm with approximately 
1800 attorneys serving clients from 37 offices 
in the United States, Latin America, Europe, 
Asia, and the Middle East. For additional 
information, please visit www.gtlaw.com.

continued from page  10



of America's most trustworthy 
financial companies.

SJJ: I lead by example. I’m always 
considering what’s right for the long-
term success of the company, and 
I ask others to do the same. Open 
and transparent communication is 
also a key to being a trustworthy 
organization. I hold quarterly town 
hall meetings where all associates 
can learn about the financial health 
of the company and our operating 
results. They are also invited to ask 
questions to learn more about any 
aspect of the company.

TDD:   The graying of the insurance 
business and the need to attract 
intelligent, energetic talent to 
replace the expertise retiring now 
and in the near future has been 
the focus of many articles and 
panel discussions over the past 
several years. What is Cincinnati 
Financial doing to attract and retain 
intelligent, energetic talent?

SJJ: The insurance industry holds 
many avenues for worthwhile and 
fulfilling careers. I believe we 
should do a better job of talking 
about the great professional 
opportunities we have. Cincinnati 
Insurance has partnered with 
industry organizations and local 
universities to help spread the 
word about the nearly 26,000 
opportunities our industry will 
have in Ohio alone by 2020.

TDD: What would you say is 
Cincinnati Financial undertaking to 
attract or retain independent agencies 
that will produce the quality and 
quantity of business that is critical 
to their future as well as that of 
Cincinnati Financial?

SJJ: We focus on long-term 
relationships, earning our agents’ best 
business over time. To be an important 
part of their success, we offer training 
opportunities for new producers 
and account representatives and 

even agency perpetuation support. 
We attract and retain more agency 
partners by introducing new and 
enhanced products and services, 
delivered by an outstanding team of 
field associates who make decisions 
locally and in person.

TDD: What final words of advice do 
you have for actuaries or chartered 
financial analysts who seek to move 
up the corporate ladder and lead 
insurance companies?

SJJ: Have confidence that you 
are well trained in many facets 
of the operations of an insurance 
company. Volunteer to take on new 
opportunities and continue building 
new skills.

TDD: When you are not serving as 
the Chief Executive Officer, President 
and Director of Cincinnati Financial 
Corporation, how do you spend your 
time?  What do you do to relax?

SJJ: I like to play basketball and to 
spend time with my family. You’ll also 
often catch me with a good book.

TDD:   What types of books do you like 
to spend time reading?  Any book you 
enjoy more than the others? 

SJJ: I enjoy reading a lot of biographies, 
typically of presidents and great 
business leaders. The most recent 
book that I enjoyed is The Innovators 
by Walter Isaacson.

Cincinnati Financial Corporation 
offers business, home and auto 
insurance, our main business, through 
The Cincinnati Insurance Company 
and its two standard market property 
casualty companies. The same local 
independent insurance agencies 
that market those policies may offer 
products of our other subsidiaries, 
including life and disability income 
insurance, fixed annuities and surplus 
lines property and casualty insurance. 

For additional information about 
Cincinnati Financial Corporation,  
please visit cinfin.com.
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®

Contact us today to learn how Demotech 
and Financial Stability Ratings® can 
help insurers level the playing fi eld.

Call 800-354-7207 or visit 
www.Demotech.com/FSRBenefi ts

DRAGONFLY:
300 MILLION YEARS OLD

T-REX: 
EXTINCT

Financial Stability Ratings® offer the 
following benefi ts:

• Acceptance by Fannie Mae, Freddie Mac and HUD

• Eliminate Reinsurance Cut-Throughs

• Access to Stand-Alone Umbrella Insurance

• Premium Financing Available

• Errors and Omissions Insolvency Gap 
Coverage Available

• Much more!

Regional and Specialty insurers are often mistakenly 
thought of as fi nancially unstable due to their size.

Financial Stability Ratings® look beyond the size of 
an insurer and evaluate solvency using a quantitative 
model based on insurance fundamentals.

Innovative thinking, strategic analysis, commitment, 
insight and on-going involvement with the insurance 
industry allow us to provide solutions as unique as 
your company.

Nature knows size and survival are independent.
Demotech, Inc. had to prove that to the insurance industry. 
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