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•History of A.M. Best Company 

•Value of a Rating 
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A.M. Best Overview 

• Established in 1899, A.M. Best has provided the public with comprehensive 
and unbiased financial information on insurance companies for more than 
100 years. 
 

• Leading worldwide 
– Rating agency 
– Data provider 
– Publishing company 

 
• Began rating: 

– Property insurers in 1906 
– Life insurers in 1928 

 
• In 2005, gained Nationally Recognized Statistical Rating Organization 

(NRSRO) status by the Division of Market Regulation, U.S. Securities and 
Exchange Commission. 



The Value of an A.M. Best Rating 

• Independent third party oversight 

• Validate Financial strength and credibility 

• Satisfy regulatory requirements 

• Enhance access to Reinsurance 

• Provides greater flexibility regarding fronting 
arrangements 

• Benchmarking 

 

 



How Captives are rated differently 
than Commercial Insurers  
• Dedicated team of 5 financial analysts that only cover 

captives 

• Captives and Protected Cell Corporations (cell captives) 
have a separate rating methodology 

• Market profile assessment has the greatest divergence 

• Operating performance stresses preservation of capital 
and reduction of insurance cost to insured’s of 
profitability and return measures 

• BCAR treatment 



A.M. Best Rating 

An A.M. Best rating is based on historical default rates.  
It’s an opinion as to an insurer’s financial strength 
and ability to meet its ongoing obligations to 
policyholders. 

• A Financial Strength Rating (FSR) is assigned to a 
rated company 

• Ratings range from A++ to E 



A.M. Best Rating Definitions 

Financial Strength  
Rating (FSR) 

ICR to Debt Notching / 
Holding Co. 

FSR to Credit Market 
Scale / ICR 

A.M. Best’s Issuer Credit Rating (ICR) is an 
opinion as to the ability of the issuer’s 
ability to meet its ongoing senior financial 
obligations. 

A.M. Best’s Financial Strength Rating 
(FSR) is an opinion as to an insurer’s 
ability to meet its ongoing obligations to 
policyholders.  

A.M. Best’s Debt Rating is an opinion as to 
the issuer’s ability to meet its ongoing 
financial obligations to security holders 
when due. 



Rating Correlations 
Credit Market Scale to FSR 
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Best’s Ratings –  
Historical Rating Distribution 
U.S. life/health and property/casualty data from 1977 to 2010. 



A.M. Best’s Interactive Rating Process 

• Information Captured using A.M. Best Proprietary 
Rating Forms 

• Supplemental Questionnaire,QAR 

• Develop Comprehensive Company Database 

• A.M. Best meets Senior Company Executives 
• Explore Company’s Strategy and Future Direction 

• Develop Rating Recommendation 



A.M. Best’s Interactive Rating Process 

• Rating Recommendation 

• Peer Review Committee 

• Communicated to Company 

• President’s Letter 

• Public reports not published or released until 
Company has signed off on them 



Rating Evaluation Key Components 

Best’s Rating 

Balance Sheet 
Strength 

Operating 
Performance 

Business 
Profile 



A.M. Best’s Rating Evaluation 
Balance Sheet Strength 

• Leverage 

• Capital Structure/Holding Company 

• Quality & Appropriateness of Reinsurance 

• Adequacy of Loss Reserves 

• Quality & Diversification of Assets 

• Liquidity 

• Growth 

• Risk Adjusted Capitalization (BCAR) 



Best’s Capital Adequacy Ratio - BCAR 

• Comprehensive tool to evaluate risk components 
simultaneously 

• Generates overall estimate of required level of 
capital to support risks 

•  Minimum required capital for specific  ratings 



Sample Capital Guidelines 

Rating BCAR Score Median 

A++ 175 242 

A+ 160 259 

A 145 227 

A- 130 200 

B++ 115 161 

B+ 100 140 

B 90 117 

B- 80 100 

C++/C+ 60 83 

Exceptions Based on Overall Analysis 



A.M. Best’s Rating Evaluation 
Operating Performance 

• Level of Profitability 
• Historical 

• Perspective 

• Stability/Volatility of Earnings 

• Sustainability of Earnings 

• Revenue Composition/Quality of Earnings 

• Ability to meet plan 
 

 



A.M. Best’s Rating Evaluation 
Business Profile 

• Market Risk 

• Spread of Risk 

• Event Risk 

• Competitive Advantages 

• Management 

 



How is the rating derived? 

• Ratings are based on quantitative measures and 
qualitative information. 

• The rating process is interactive 

• The rating process is customized 

– One size does not fit all 

– No cookie-cutter rating analysis 



Documentation & Expectations 

Audited 
financial 

statements 

Actuarial 
Report 

Reinsurance 
and vendor 
contracts 

Face-to-face 
meeting 

encouraged 

3 to 5-year 
projections and 
business plan 

PML and/or 
Terrorism study 

Management 
bios 

Supplemental 
Ratings 

Questionnaire 



Things to Remember… 

• Company does not need operating experience 

• Net retention to surplus over 10% 

• Any basis of accounting is OK 

• Actuarial study required to get credit for prior history 

• Projected growth should be limited to 15% annually 

• Treatment of affiliate reinsurer 



© AM Best  Company  (AMB) and/or its licensors and affiliates. All rights reserved. ALL INFORMATION CONTAINED HEREIN IS 
PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, 
FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY 
SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT 
AM Best Company  PRIOR WRITTEN CONSENT. All information contained herein is obtained by AMB  from sources believed by it to 
be accurate and reliable. Because of the possibility of human or mechanical error as well as other factors, however, all information 
contained herein is provided “AS IS” without warranty of any kind. Under no circumstances shall AM Best Company  have any liability 
to any person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or relating to, any error (negligent or 
otherwise) or other circumstance or contingency within or outside the control of AM Best or any of its directors, officers, employees 
or agents in connection with the procurement, collection, compilation, analysis, interpretation, communication, publication or 
delivery of any such information, or (b) any direct, indirect, special, consequential, compensatory or incidental damages whatsoever 
(including without limitation, lost profits), even if AM Best Company  is advised in advance of the possibility of such damages, 
resulting from the use of or inability to use, any such information. The ratings, financial reporting analysis, projections, and other 
observations, if any, constituting part of the information contained herein are, and must be construed solely as, statements of 
opinion and not statements of fact or recommendations to purchase, sell or hold any securities. NO WARRANTY, EXPRESS OR 
IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF 
ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY AM BEST COMPANY IN ANY FORM OR MANNER 
WHATSOEVER. Each rating or other opinion must be weighed solely as one factor in any investment decision made by or on behalf of 
any user of the information contained herein, and each such user must accordingly make its own study and evaluation of each 
security and of each issuer and guarantor of, and each provider of credit support for, each security that it may consider purchasing, 
holding or selling. 
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