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Market Segment Outlook:
US Personal Auto

A.M. Best is maintaining a stable outlook on the personal auto segment for 2018. The key
drivers of this outlook are the ongoing strong risk-adjusted capitalization of companies in
the segment, aggressive implementation of underwriting initiatives, sustained investment in
technology, and the continued evolution of enterprise risk management programs.

Despite unprecedented personal auto losses stemming from Hurricane Harvey, financial
results for the personal auto market improved somewhat in 2017, following two years of
significant deterioration that was triggered by a spike in frequency and ongoing severity
pressures. Combined ratios in 2017 remain elevated when compared to longer-term historical
results, but the aggressive rate taking that has occurred industry-wide and the implementation
of additional underwriting initiatives helped improve results over the last 12 months.

We expect that financial results will continue to improve in 2018 despite the ongoing
severity pressures from medical inflation and rising repair costs associated with today’s more
sophisticated vehicles. This expectation is based on the aggressive rate actions taken over
the last couple of years, which will fully earn in 2018, during an expected period of flat or
moderating frequency trends. Furthermore, continued investments in technology in every
facet of the organization should yield measurable expense and loss cost savings. Examples of
undertakings expected to have a significant impact on the personal auto segment in 2018 and
beyond are the following:

* Continued replacement of legacy systems

* Increased automation of processes using robotic process automation (RPA) and artificial
intelligence (AD) to help with areas such as fraud identification

* Collection of data through connected devices (UBI)

* Implementation of advanced analytics to provide personalized insurance offerings

» Digitalization of claims process

Now more than ever, companies need to distinguish themselves in this highly saturated

and extremely competitive market. Given the proliferation of ride-sharing, new entrants
unencumbered by legacy systems and liabilities, and the continued advancement of
autonomous vehicles, competition for the premium dollar will only become more intense in
2018 and beyond. Those companies that can use technology to create operational efficiencies
while optimizing the customer experience will be best positioned to succeed. Those
companies that do not possess the scale, expertise, or the technological capabilities to keep
up with rapidly evolving landscape will likely be adversely selected against and falter—which
could lead to consolidation in the personal auto segment in the form of affiliations or M&A.
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Best’s Market Segment Outlooks

Our market segment outlooks examine the impact of current trends on companies
operating in particular segments of the insurance industry over the next 12 months. Typical
factors we would consider include current and forecast economic conditions; the regulatory
environment and potential changes; emerging product developments; and competitive
issues that could impact the success of these companies. Best’s ratings take into account the
manner in which companies manage these factors and trends.

A Best’s Market Segment Outlook, like a Best’s Credit Rating Outlook for a company, can be
positive, negative, or stable.

¢ A positive market segment outlook indicates that A.M. Best expects market trends to
have a positive influence on companies operating in the market over the next 12 months.
However, a positive outlook for a particular market segment does not mean that outlook
for all the companies operating in that market segment will be positive.

¢ A negative market segment outlook indicates that A.M. Best expects market trends to
have a negative influence on companies operating in the market over the next 12 months.
However, a negative outlook for a particular market segment does not mean that outlook
for all the companies operating in that market segment will be negative.

¢ A stable market segment outlook indicates that A.M. Best expects market trends to have a
neutral influence on companies operating in that market segment over the next 12 months.

We update our market segment outlooks annually, but may revisit them at any time during
the year if regulatory, financial, or market conditions warrant.
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Best’s Financial Strength Rating (FSR): an independent opinion of an
insurer’s financial strength and ability to meet its ongoing insurance policy
and contract obligations. An FSR is not assigned to specific insurance
policies or contracts.

Best’s Issuer Credit Rating (ICR): an independent opinion of an entity’s
ability to meet its ongoing financial obligations and can be issued on either a
long- or short-term basis.

Best’s Issue Credit Rating (IR): an independent opinion of credit quality
assigned to issues that gauges the ability to meet the terms of the obligation
and can be issued on a long- or short-term basis (obligations with original
maturities generally less than one year).

Rating Disclosure: Use and Limitations
A Best’s Credit Rating (BCR) is a forward-looking independent and objective
opinion regarding an insurer’s, issuer’s or financial obligation’s relative
creditworthiness. The opinion represents a comprehensive analysis consisting
of a quantitative and qualitative evaluation of balance sheet strength, operating
performance, business profile, and enterprise risk management or, where
appropriate, the specific nature and details of a security. Because a BCR is a
forward-looking opinion as of the date it is released, it cannot be considered as
a fact or guarantee of future credit quality and therefore cannot be described
as accurate or inaccurate. A BCR is a relative measure of risk that implies credit
quality and is assigned using a scale with a defined population of categories and
notches. Entities or obligations assigned the same BCR symbol developed using
the same scale, should not be viewed as completely identical in terms of credit
quality. Alternatively, they are alike in category (or notches within a category),
but given there is a prescribed progression of categories (and notches) used in
assigning the ratings of a much larger population of entities or obligations, the
categories (notches) cannot mirror the precise subtleties of risk that are inherent
within similarly rated entities or obligations. While a BCR reflects the opinion of
AM. Best Rating Services, Inc. (A.M. Best) of relative creditworthiness, it is not an
indicator or predictor of defined impairment or default probability with respect to
any specific insurer, issuer or financial obligation. A BCR is not investment advice,
nor should it be construed as a consulting or advisory service, as such; it is not
intended to be utiized as a recommendation to purchase, hold or terminate any
insurance policy, contract, security or any other financial obligation, nor does it
address the suitability of any particular policy or contract for a specific purpose or
purchaser. Users of a BCR should not rely on it in making any investment decision;
however, if used, the BCR must be considered as only one factor. Users must
make their own evaluation of each investment decision. A BCR opinion is provided
on an “as is” basis without any expressed or implied warranty. In addition, a BCR
may be changed, suspended or withdrawn at any time for any reason at the sole
discretion of A.M. Best.
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