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A.M. Best’s Ratings

A. M. Best Co. is the oldest insurance
rating agency in the world and has been
reporting on the financial condition of
insurance companies since 1899. It has
been assigning an alphabetic rating scale
to insurance companies since 1976.
Best’s evaluates a company’s Relative
Financial Strength and overall perfor-
mance in comparison with others. Best’s
ratings should not be taken as a guarranty
of any insurer’s current or future ability
to meet its contractual obligations. Best’s
charges an insurer $500 for a letter rat-
ing. (Contact A.M. Best Company, Old-
wick, New Jersey 08858.)

A. M. Best’s rating is assigned after
evaluating a company’s financial condi-
tion and operating performance both in
qualitative and quantitative terms. Quan-
titative evaluation examines (1) prof-
itability, (2) leverage, (3) liquidity, (4)
reserve adequacy, and (5) reinsurance.
Qualitative evaluation is based on (1)
spread of risk, (2) soundness and ap-
propriates of reinsurance, (3) quality and
diversification of assets, (4) adequacy of
policy reserves, and (5) adequacy of sur-
plus, (6) capital structure, and (7) man-
agement experience. Ratings are re-
viewed both on an annual and a quarterly
basis.

The rating scale uses letter grades
ranging from A++ (Superior), the high-
est, to F (In Liquidation), the lowest.
The letter grade can also have a modifier
that qualifies it. The A++ highest rating
is based on a company's favorable com-
parison of profitability, leverage, and
liquidity with industry norms; favorable
experience from mortality, lapses, and
expenses; quality and diversification of
investment portfolio; strong policy re-
serves and a surplus to risk ratio that is
above that for the average life insurance
company. Also examined are the amount
and soundness of its reinsurance and the
competence and experience of manage-
ment.

The rating categories, including modi-
fiers and “not assigned” designations, are
as follows:
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Rating Categories
A+, A+ Superior
A, A- Excellent
B++, B+ Very Good
B, B- Good
C++, C+ Fair
D Below Minimum Standards
E Under State Supervision
F In Liquidation
Rating Modifiers
p Pooled Rating
r Reinsured Rating
e Parent Rating
X Revised Rating
w Rating Watch List
g Group Rating
s Consolidated Rating
q Qualified Rating

“Not Assigned” Categories

NA-1 Special Data Filing

NA-2 Less than Minimum Size

NA-3 Insufficient Operating
Experience

NA-4 Rating Procedure

Inapplicable

NA-5 Significant Change

NA-6 Reinsured by Unrated
Insurer

NA-8 Incomplete Financial
Information

NA-9 Company Request

NA-11 Rating Suspended

Financial Performance Rating (FPR)

The FPR measures the financial strength of
small (NA-2) or new (NA-3) companies not
eligible for a Best’s Rating and is based on the
following merical scale.

Secure Ratings
0,8 et Strong
TBrervoeieiieecieeeinenans Above Average
TSROSO TOUUOTOVOPRN: Average
Vulnerable Ratings
Ao Average
3,2 Below Average

No Rating Opinion
S OOROVOTUORRRRON Not Assigned

Ratings and reports on individual
companies are available from A.M.
Best. The cost of the report, which in-

cludes the company’s rating, is $20. You
can also receive just the letter rating by
dialing a 900 number. (This is a toll call
at $2.50 per minute.) Call A.M. Best at
(908) 439-2200 for instructions on how
to place the call.

Standard & Poor’s
Ratings

Standard and Poor’s, which began rat-
ing insurance companies in the mid
1980s, assesses a company’s Claims-
Paying Ability—that is, its financial ca-
pacity to meet its insurance obligations.
S&P forms its opinion by examining
industry-specific risk, management fac-
tors, operating performance and capital-
ization. Industry-specific risk addresses
the inherent risk in and diversity of the
insurance business being underwritten.
Management factors include how man-
agement defines its corporate strategy
and the effectiveness of its operations
and financial controls. Operating perfor-
mance focuses on a company’s trend for
current and future earnings. For capital-
ization, S&P looks at the company’s cap-
ital structure, its ability to raise capital,
liquidity, and cash flow.

S&P charges an insurer between
$15,000 and $28,000 to receive a claims-
paying ability rating. (Contact: Standard
and Poor’s, 25 Broadway, New York,
NY 10004.)

S&P’s rating scheme uses a letter
grade scale that ranges from AAA
(highest) to R (lowest), (ic., AAA, AA,
A, BBB, BB, B, CCC, R). The “AAA”
rating, for example, represents a com-
pany’s extremely strong capacity to
honor its obligations and to remain so
over a long period of time. “AAA” com-
panys offer superior financial security
on both an absolute and relative basis.
They possess the highest safety and have
an overwhelming capacity to meet poli-
cyholder obligations.

As a group, the claims-paying ability rat-
ings are divided into two broad classifi-
cations. Rating categories from ‘AAA’ to
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‘BBB’ are classifed as “secure” and indi-
cate insurers whose financial capacity to
meet policyholder obligations is viewed
on balance as sound. Ratings categories
from ‘BB’ to ‘CCC’ are classified as
*“vulnerable” and indicate insurers whose
financial capacity to meet policyholders
obligations is viewed as vulnerable to
adverse economic and underwriting con-
ditions. Plus (+) and minus (-) signs
show relative standing within a category;
they do not suggest likely upgrades or
downgrades. For certain companies, the
S&P rating includes a ‘q’ subscript,
which indicates that the rating is based
solely on quantitative analysis of publicly
available financial data. In the case of
claims-paying ability ratings, this is the
statutory financial data filed with the Na-
tional Association of Insurance Commis-
sioners. Annuity & Life Insurance
Shopper does not include the ‘q’ sub-
script rating.

RATING CATEGORIES

Secure Range:

AAA Superior financial security. Highest
safety.

AA Excellent financial security. Highly
safe.

A Good financial security. More suscepti-

ble to enconomic change than highly
rated companies.

BBB Adequate financial security. More
vulnerable to economic changes than
highly rated companies.

Vulnerable Range:

BB Financial security may be adequate, but
capacity to meet long-term policies is
vulnerable.

B Vulnerable financial security.

CcCC Extremely vulnerable financial security.
Questionable ability to meet obligations
unless favorable conditions prevail.

R Regulatory action. Placed under an

order of rehabilitation and liquidation.
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S & P ratings for individual compa-
nies are available at no charge. Finan-
cial reports are $25 each. Write to
Standard & Poor’s Corporation; 25
Broadway; New York, NY 10004. Or
call (212) 208-1527.

Moody’s Ratings

Moody’s Insurance Financial
Strength Ratings are opinions of the
relative strength or weakness of insur-
ance companies. Specifically, they
summarize the likelihood that a com-
pany will be able to meet its senior pol-
icyholder obligations. Moody’s con-
siders both quantitative and qualitative
factors in the following areas: product
lines, industry competitive positions,
markets, distribution systems, organ-
izational structure, earnings trends and
profitability, performance and quality
of investments, asset/liability manage-
ment and liquidity, surplus position
relative to risk profile and affiliated
companies. A very important part of
the evaluation is understanding man-
agement’s philosophy and the com-
pany’s strategic direction. The rating,
therefore, involves judgments about
the future and includes assessments on
how management and companies will
respond to worst case scenarios.
Moody’s annual fee for a rating is
$25,000. (Contact: Moody’s Investors
Service, 99 Church Street, New York,
NY 10007.)

Moody’s uses a letter grade scale
that ranges from Aaa (“Exceptional’)
for the highest rating to C (“Lowest”)
for the least favorable rating (ie., Aaa,
Aa, A, Baa, Ba, B, Caa, Ca, C). For
classes Aa to B, Moody’s adds a nu-
merical modifier, from 1 (at high end
of category) to 3 (at the lower end) to
indicate the approximate ranking of a
company in the particular classifica-
tion.

Rating Categories

Aaa Exceptional security. Unlikely to be
affected by change.

Aa Excellent security. Lower than Aaa

because long-term risks appear some-
what larger.

A Good Security. Possibly susceptible to
future impairment.

Baa Adequate security. Certain protective
to future impairment.

Ba Questionable security. Ability to meet
obligations may be moderate.

B Poor security. Assurance of punctual
payment of obligations is small over
the long run.

Caa Very poor security. There may be
elements of danger regarding the pay-
ment of obligations.

Ca Extremely poor security. Companies are
often in default.

C Lowest security. Extremely poor

prospects of offering financial security.

Moody’s provides a range of financial
analysis reports and ratings. For further
information, write to Moody’s Investors
Service; 99 Church Street; New York,
NY 10007; or telephone (212) 553-1658.

Duff & Phelps’ Ratings

Duff & Phelps began rating insurance
carriers in 1986. Its rating emphasizes
analysis of the company’s future ability
to promptly pay its obligations by evalu-
ating the insurer’s long term solvency
and its ability to maintain adequate lig-
uidity. The evaluation involves both
quantitative and qualitative factors.
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The quantitative factors focus on prof-
itability, operating leverage, surplus ade-
quacy, asset quality and concentrations
and the adequacy of policy reserves. An
important emphasis is the sensitivity of
the insurance company to volatile busi-
ness cycles, major shifts in interest rates
and the ability of management to deal
within those circumstances.

Duff and Phelps uses a letter grade
scale that ranges from AAA, the highest
rating, to CCC, the lowest rating (i.e.
AAA, AA, A, BBB, BB, B, CCC). The
ratings below AAA may be modified by
the addition of a plus or minus sign to
show relative standing within those
grades.

Rating Categories

AAA Highest claims paying ability. Negligi-
ble risk.

AA+ Very high claims paying ability.

AA Modest risk.

AA-

A+ High claims paying ability.

A Variable risk over time.

A-

BBB+ Below average claims paying

BBB ability.

BBB-

BB+ Uncertain claims paying ability.

BB Protective factors are subject to

BB- change to change with adverse econ-
omy.

cCC Substantial risk regarding claims paying

ability. Likely to be placed under state
insurance department supervision.

Full reports on individual companies
are available for $25. Ratings are pro-
vided free of charge. Write to Duff &
Phelps Credit Rating Company; 55 East
Monroe St.; Chicago, IL 60603; or call
(312) 368-3157.
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Weiss’ Ratings

Weiss Research, Inc. a recent entrant
in the insurance rating business, began
offering its Safety Index Rating in
1990. Weiss analyzes a company's
future ability to pay its claims under
difficult economic conditions when the
potential for liquidity problems is in-
creased. The most important indica-
tors used are risk-adjusted capital ra-
tios, which evaluate a company's expo-
sure to investment, liquidity, and insur-
ance risk in relation to the capital that
the company has to cover those risks
during periods of average and severe
recession,

The Weiss Safety Index scale ranges
from A to F (see details below).

Weiss’ rating standards are generally
more conservative than those used by
other agencies. For example, the dis-
tribution of 1991 Weiss’ ranking found
only 2.8% of all companies rated
achieved an A grade, 13.6% were rated
in the B class, 37.2% at C, 20.2% at D,
4.5% atE, and 3.1% at F. Whereas
Weiss' ratings closely followed a bell-
shaped distribution, the ratings by
Best’s, S&P, and Moody's fell predom-
inantly in the A and B classifications
alone.

To achieve a top Weiss rating, a
company must be adequately prepared
to withstand the worst-case scenario,
without impairing its current opera-
tions. It must also achieve an accept-
able level in all five components of the
Safety Index rating: equity, investment
safety, profitability, leverage, and size.
A company that has a very weak in-
vestment component but does well in
all other categories would still rate
poorly. This means that companies
rated less than B can remain viable
provided the economic environment
remains relatively stable. A detailed
description of Weiss’ rating scale fol-
lows below. For further information
contact Weiss Research, 4176 Burns
Rd., Palm Beach Gardens, FL 33410;
by telephone (800) 289-9222 or fax
(407) 625-668S5.

+-

Excellent. This company offers excellent
financial security. It has maintained a conser-
vative stance in its investment strategies busi-
ness operations and underwriting commit-
ments. While the financial position of any
company is subject to change, we that has the
resources necessary to deal with severe eco-
nomic conditions.

Good. This company offers good financial
security and has the resources to deal with a
variety of adverse economic conditions.
However, in the event of a severe recession or
major financial crisis, we feel that this as-
sessment should be reviewed to make sure
that the firm is still maintaining adequate
financial strength.

Important note: Carriers with a B+ rating are
included in our Recommended List because
they have met almost all of the requirements
for an A rating.

Fair. This company offers fair financial secu-
rity and is currently stable. But during an
economic downturn or other financial pres-
sures, we feel it may encounter difficulties in
maintaining its financial stability.

Weak. This company currently demonstrates
what we consider to be significant weak-
nesses which could negatively impact policy-
holders. In an unfavorable economic environ-
ment, these weaknesses could be magnified.

Very Weak. This company currently demon-
strates what we consider to be significant
weaknesses and has also failed some of the
basic tests that we use to identify fiscal stabil-
ity. Therefore, even in a favorable economic
environment, it is our opinion that policy-
holders could incur significant risks.

Failed. Companies under the supervision of
state insurance commissioners.

Plus is an indication that, with new data, there
is a modest possibility that this company
could be upgraded. Minus is an indication
that, with new data, there is a modest possibil-
ity that this company could be downgraded.
The A+ rating is an exception since no higher
grade exists.

The S prefix indicates a smaller sized com-
pany with less that $25 million in capital and
surplus, but does not reduce or diminish the
letter grades A through E. The S is simply a
reminder that consumers may want to limit
the size of their policy with this company so
that the policy's maximum benefits do not
exceed 1% of the company's capital and sur-
plus.

Unrated. This symbol indicates that a com-
pany is unrated for one or more of the follow-
ing reasons: (1) total assets of less than $1
million, (2) premium income for the current
year less than $100 thousand, or (3) the com-
pany functions almost exclusively as a hold-
ing company rather than as an underwriter.
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