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 © 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 AMB’s 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 AMB 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 AMB 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 AMB  is advised in advance of the possibility of such damages, resulting from the use of or inability to use, any such 
information. The credit 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, insurance policies, contracts or any other financial obligations, nor does it address the suitability of any particular 
financial obligation for a specific purpose or purchaser.  Credit risk is the risk that an entity may not meet its contractual, financial obligations 
as they come due. Credit ratings do not address any other risk, including but not limited to, liquidity risk, market value risk or price volatility 
of rated 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 AMB IN ANY FORM OR MANNER WHATSOEVER. Each credit rating or other opinion must be 
weighed solely as one factor in any investment or purchasing 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 or other financial obligation and of each 
issuer and guarantor of, and each provider of credit support for, each security or other financial obligation that it may consider purchasing, 
holding or selling. 
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US Securities Laws explicitly prohibit the issuance or maintenance of a credit rating where a person involved in the 
sales or marketing of a product or service of the CRA also participates in determining or monitoring the credit rating, or 
developing or approving procedures or methodologies used for determining the credit rating. 

No part of this presentation amounts to sales / marketing activity and A.M. Best’s Rating Division employees 
are prohibited from participating in commercial discussions. 

Any queries of a commercial nature should be directed to A.M. Best’s Market Development function. 
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The Building Block Approach 
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• The building blocks themselves will remain the same 
• Components of the building blocks are currently being reviewed 

A.M. Best’s Rating Process 



Stochastic-Based BCAR 
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Best’s Capital Adequacy Ratio (BCAR) is a 
comprehensive quantitative tool that evaluates many of the 
risks to the balance sheet simultaneously and generates an 
overall estimate of the required level of capital to support 
those risks and compares it with available capital 
 
BCAR is a key tool in the assessment of balance sheet 
strength 

• Not the sole determinant of Balance Sheet Strength 
• Not the sole determinant of the rating 



Summary of Changes 
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• Not intended to change the main risk categories of the models 
 

 Goals are to: 
− Apply stochastic-based risk factors within the model, with 

factors generated using stochastic simulations from probability 
curves & ESG 

 
− Incorporate company-specific detailed data from A.M. Best’s 

Supplemental Rating Questionnaire & financial statements 
 



Model Changes 
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• Using Value at Risk (VaR) metric 
– VaR levels: 95, 99, 99.5, 99.6, 99.8 

– VaR 99.8 is modelled but not included in balance sheet assessment 

Return Period 
(Years) 

Annual  
Probability (%) 

Confidence  
Level (%) 

20 5.0 95.0 
100 1.0 99.0 
200 0.5 99.5 
250 0.4 99.6 
500 0.2 99.8 



Model Changes 
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• New Metric – VaR (Value at Risk) 
VaR does not tell us 
about what’s in the 
tail so we need to 
look at more than 
one VaR 
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Model Changes 
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• BCAR formula itself is changing 

BCAR  = ( Available Capital - Net Required Capital)    x 100Available Capital

• But the core components will remain the same 



Stochastic-Based Factors – 
Economic Scenario Generators 
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• Does not predict a path the economy will follow but instead 
produces a collection of possible paths including some that 
have not yet been observed 

• Variables simulated include interest rates, stock market 
returns, bond defaults and real estate price movements 

• No stochastic simulation is done within the BCAR model 

 



Stochastic-Based Factors – 
Investment Risk 
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• Bond risk factors are based on ESG-simulated bond defaults 
• Charges reflect the ratings and maturity of the company’s 

portfolio 
 Baseline Charges Developed from ESG-Simulated Bond Defaults 

 



Stochastic-Based Factors – 
Investment Risk 
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• Equity risk factors are based on the S&P 500 & Beta adjusted 
 
 
 
 

• Other investment classes are charged using a mixture of 
stochastic-based and fixed factors 

• Factors adjusted by Country Investment Class (CIC) to 
capture increased illiquidity and volatility 
 

VaR Confidence Level Baseline Capital Factor 

95.0% 25% 

99.0% 38% 

99.5% 43% 

99.6% 44% 

99.8% 48% 

Publicly Traded Common Stocks 



Stochastic-Based Factors –  
Interest Rate Risk 
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• Interest Rate Movements based on ESG 
 
 

 
 

• For non-life business, risk is driven by a sudden shock event 
– Charge reflects liquidity need using greater of 1/100 all perils per 

occurrence gross PML and 10% of exposure 
 

Current VaR 95 VaR 99 VaR 99.5 VaR 99.6 VaR 99.8
120 BP 170 BP 240 BP 270 BP 280 BP 290 BP

Proposed One Year Rise in Interest Rate



Stochastic-Based Factors – 
Reinsurance Recoverables 
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• Use stochastic simulations of reinsurer impairments to 
create tables of factors (based on a diversified portfolio of 
reinsurers) 

• Charges reflects credit quality and duration of recoverables 

• Factors reflect assumed recovery rate and adjustment to 
present value 

• Required capital is still increased for reinsurance 
dependency 



Stochastic-Based Factors –  
Non-Life Reserve Risk 
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Curve for 
Medium Pers Auto Liab 
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     Reserve Development 
0.25 0.28 0.32 Industry Factors for Medium PAL 
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Industry Curve 
Company Curve 



Stochastic-Based Factors –  
Non-Life Premium Risk 
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Curve for 
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99.5% CI 

     Underwriting (Profit)/Loss 

99% CI 99.8% CI 

0.409 0.464 0.536 Industry Factors for Small WC 
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Industry Curve 
Company Curve 



Model Changes –  
Catastrophe Risk 
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• Catastrophe risk as a separate NRC component (B8) 
 

– Net PMLs (pre-tax) 
• All perils combined per occurrence 

 
– Included in covariance adjustment 

• More diversification benefit (usually) so lower NRC 

Net Required Capital =  + (B7)(B1)2 + (B2)2 + (B3)2 + (.5 * B4)2 + [(.5 * B4) + (B5)]2 + (B6)2 + (B8)2



Changes Under Consideration: 
Value at Risk (VaR) 
• Moving off of the tail 

– Issues of consistency and availability of data globally 
– Removing 99.8 and 99.9 and including tail events in ERM discussion 

• Adding 99.6 VaR 

2017 Gen Re Winter Forum 

Confidence Level (%) BCAR Implied Balance Sheet Strength 

99.6 > BUFFER + at 99.6 Strongest 

99.6 > BUFFER at 99.6 Very Strong 

99.5 > 0 at 99.5 & ≤ at 99.6 Strong 

99 > 0 at 99 & ≤ 0 at 99.5 Adequate 

95 > 0 at 95 & ≤ at 99 Weak 

95 ≤ at 95 Very Weak 
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The Building Block Approach 
(Example) 
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Management 
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“None” (+0) 
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Rating Lift/ 
Drag 

 
“N/A” (+0) 

a 
 
 
 

Published  
Issuer 
Credit  
Rating 

A.M. Best’s Rating Process 

Rating recommendation of “a” 



Segment Outlook –  
Personal Lines 
Headwinds Tailwinds 
Auto combined ratios above break-even Excess capital  
Auto frequency & severity pressures Overall underwriting profits achieved 
Declining reserve releases Favorable reinsurance pricing 
Low levels of investment income Rate increases taken in Auto 
Normalized levels of catastrophes Strong Property performance 

Advanced pricing segmentation 
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Balance sheets are strong and well supportive of current ratings.  Performance, profile 
and ERM are largely in line with expectations.  Maintain stable outlook.  



Segment Outlook –  
Commercial Lines 
Headwinds Tailwinds 
Intensifying price competition Abundance of capital 
Decreasing reserve releases Conservative investment profile 
Low investment yields Adequate ERM 
Normalized catastrophe losses Modest increase in interest rates 
Unusual level of non-cat large losses Favorable reinsurance pricing 
Elevated severity in Commercial Auto 
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Market leaders posting good results.  Some market following companies feeling 
pressure from declining rates, emerging loss trends and low investment yields.  
Maintain negative outlook.  
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Thank 
You 
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