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Expanding Opportunities Boost 
Surplus Lines Growth and Spur 
Improved Operating Profits 
A long history of effectively responding to market challenges is one of the defining 
characteristics of the entire surplus lines and specialty market including insurers and 
insurance intermediaries. The COVID-19 pandemic, combined with outsized property 
catastrophe losses, provided an opportunity for this market to demonstrate their resilience. 
Demand for surplus lines insurance expertise did not wane despite substantial numbers of 
business closures and job losses. The modernization of the engineering, manufacturing, and 
construction businesses, along with advancements in warehousing and logistics, in the past 
few years has resulted in an increase in unique exposures with higher risk profiles. Insurers 
with the acumen to understand and protect these evolving specialty businesses are even more 
focused on underwriting this business to add to their portfolios. As a result, market capacity 
for surplus lines risks has been high. Some opportunities have come from the growth in 
borderline surplus lines risk exposures from which standard market companies have backed 
away or offered significantly different renewal terms for price, coverage, or both. 

The surplus lines market traditionally performs well during times of tumult and uncertainty. 
The shift from admitted to nonadmitted insurers is typical of hardening markets, when 
admitted insurers make more conservative underwriting and pricing decisions on the riskier 
parts of their portfolios. The growing complexity of risks sparked by new technologies in a 
host of industries and the outflow of more-complex specialty accounts from admitted insurer 
portfolios has helped drive surplus lines premium growth. As a result, business more suited 
for surplus lines insurance products transitions back from the standard market, underscoring 
the counter-cyclical nature of the surplus lines market.

In 2020, the surplus lines market grew by 17.5%, driven by the US surplus lines insurers, 
with the surplus lines-focused companies (those writing more than 50% of total direct 
premium volume on a nonadmitted basis) generating 20% growth. Regulated non-Lloyd’s 
alien insurers also helped propel the surplus lines market premium to its new heights. Lloyd’s 
syndicates, which account for almost 20% of surplus lines annual premium, grew only 2.8% 
in 2020, despite opportunistic market conditions. Lloyd’s has been undergoing a strategic 
business review announced by management in mid-2018, implementing more conservative 
underwriting strategies to refine portfolios and help improve the performance of syndicates 
whose results had been declining. Lloyd’s made a strategic decision in mid-2020 to focus even 
more on the US surplus lines and reinsurance business so its syndicates will continue to have a 
meaningful impact on the market.
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Despite excellent growth, the underwriting profitability of the surplus lines segment has been 
elusive in recent years due to losses driven by secondary perils such as wildfires and convective 
storms. Underwriting results for AM Best’s domestic professional surplus lines (DPSL) composite 
worsened slightly in 2020, but it still generated more than $1 billion in both pretax and net 

AM Best Annual Surplus Lines Market Report 
In 1991, we published Best’s Insolvency Study: Property/Casualty Insurers 1969-1990, in an 
effort to bring clarity to active debates about insurers’ solvency. In 1994, sparked by interest 
in this topic, the Derek Hughes/NAPSLO Educational Foundation—now the WSIA Education 
Foundation—commissioned a similar study, on the solvency record of the domestic surplus 
lines industry. Although the segment was poorly understood at the time, data showed that 
the surplus lines market’s financial stability and solvency were at least on par with the 
overall P/C industry’s. 

Since then, AM Best has published an annual report on the surplus lines market 
(commissioned by the foundation), documenting the following: 

•	 The market’s role in developing products to cover new or emerging risks, distressed 
risks, high-capacity risks, and other unique risks that cannot be insured in the standard 
P/C market

•	 The importance of surplus lines insurers’ freedom of rate and form, which has allowed 
for creative insurance solutions to meet very complex or unique coverage needs

•	 The critical and still growing role of wholesalers in developing products and forging 
relationships with insureds that facilitate the placement of business in this market

Throughout its history, the surplus lines market has faced significant obstacles and intense 
competition—including periods of aggressive pricing during which standard market 
carriers seeking organic growth offered broader coverage—as well as the growing appeal 
of the alternative risk transfer market as another means of covering surplus lines risks. 
Throughout, surplus lines industry representatives have maintained a consistent, active 
presence in the states and in Washington, DC, tracking and addressing critical regulatory 
issues affecting the industry and helping advance key pieces of legislation. 

Despite numerous economic, regulatory, legislative, and market challenges, the surplus lines 
insurers’ market share has more than doubled over the past 20 years, from 3.6% of total 
P/C direct premiums written (DPW) in 2000, to 9.1% at the end of 2020. The surplus lines 
insurers’ share of the commercial lines’ DPW grew from 7.1% at the end of 2000 to 18.4% at 
the end of 2020, further demonstrating the segment’s importance in the P/C industry. 

As of mid-year 2021, 96% of surplus lines insurers had AM Best long-term Issuer Credit 
Ratings (ICRs) of “a-” or higher, compared with 78% for the total P/C industry, corroborating 
the segment’s ongoing financial strength.

The surplus lines market functions as a strong, viable safety valve for the insurance industry, 
as emerging issues and developing exposures continue to drive the demand for new, 
creative, and comprehensive insurance solutions. AM Best believes that, given the surplus 
lines market’s proven ability to effectively assess new exposures and its flexibility to tailor 
terms and limits to meet coverage demands, the market’s critical role and value to the P/C 
insurance marketplace will continue to grow.



Market Segment Report US Surplus Lines

Page 3

operating profits. Segment companies have been able to offset modest underwriting losses 
with net investment gains and other income to generate both pretax and net operating profits. 
Generating favorable underwriting results is even more important given the struggles associated 
with generating investment income in the prolonged low interest rate environment.

One theme for the surplus lines market over the past few years has been consolidation, which 
has acutely impacted distribution (wholesale brokers and managing general agencies). Mergers 
and acquisitions also continue to reshape the market on the distribution side. M&A focused 
on insurance intermediaries has been fueled by a desire to provide a wider array of products 
and services, along with a transformation in retail agents’ buying trends. Acquisitions of small 
brokers and intermediaries have strengthened and expanded the operations of some of the 
largest wholesale brokers. Excess and surplus lines company consolidations have slowed a bit the 
past couple of years, however. Over the near term, especially in the aftermath of the pandemic, 
we may see more strategic acquisitions of specialty niche insurers or of insurers with a well-
established market presence or advanced technological capabilities, than mergers of large global 
multiline insurers and reinsurers. 

Finally, the low incidence of impairments in recent history further highlights the resilience 
of the surplus lines and specialty market companies through different market cycles. Market 
dislocation offers ample opportunities for these companies, which should generally remain in 
solid financial shape. 

AM Best’s Categorization of Surplus Lines Insurers
AM Best breaks down all surplus lines insurers into four categories:

•	Domestic	professional companies (the largest segment) are US-domiciled insurers that 
write 50% or more of their total premium on a nonadmitted or surplus lines basis. AM 
Best’s domestic professional surplus lines (DPSL) composite is a subset of the domestic 
professional companies and consists of some of the leading companies in the surplus lines 
segment. We believe that the DPSL composite provides an accurate picture of the overall 
segment’s financial performance.

•	Domestic	specialty companies are US-domiciled insurers that operate to some extent on 
a nonadmitted basis but whose direct nonadmitted premium writings amount to less than 
50% of their total direct premiums written.

•	Regulated	alien	insurers and Lloyd’s	syndicates are non-US-domiciled insurers that must file 
financial statements and auditors’ reports, the names of their US attorneys or other representatives, 
as well as information on their US trust accounts, with the International Insurers Department (IID) 
of the National Association of Insurance Commissioners (NAIC). Regulated aliens must also meet 
IID criteria relating to capital and surplus, as well as underwriting and claims practices, and have a 
reputation of financial integrity. The NAIC publishes a Quarterly Listing of Alien Insurers that meet 
its criteria. In this report, we separate the premiums written by the non-Lloyd’s alien insurers and 
those written by Lloyd’s syndicates. 

Lloyd’s is not an individual insurer but a market of many risk bearers. According to the IID, 
in 2020, 82 Lloyd’s syndicates were transacting surplus lines business. The premium totals 
attributed to the Lloyd’s market in this report reflect the aggregation of the market activities of 
those 82 syndicates and logically cannot be compared to the market activity of any one surplus 
lines group or company referenced in the report.
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Market To Remain Tight in 2021-2022
Although the surplus lines segment fared as well, if not better, than the broader property/
casualty industry in a number of ways, the skills that these insurers marshaled to face 
the challenges of 2020 are needed again in 2021. Ongoing uncertainty about COVID-19 
variants—their extent and length—could undo some of the progress made in the second 
half of 2020, and earlier-than-usual significant catastrophe losses, uncertainty about casualty 
claims costs as courts re-open and clear their backlogs, and price adequacy concerns will be 
headwinds in 2021.

For the remainder of 2021 and into 2022, AM Best expects market conditions to remain tight 
due to the ongoing impact of COVID-19, especially as infection rates in many states spike 
amid the battle for and against vaccination, with the potential for more economic uncertainty. 
A decline in capacity owing to changes in company risk appetites, along with hardening 
rates for many commercial lines of coverage, creates an environment with an acute need for 
creative market and product-oriented solutions—the hallmarks of the surplus lines carriers. 

Section I: State of the Market
Exhibit	1 shows that direct premiums written (DPW) for the surplus lines market has grown 
by double digits each of the past three years: 17.5% in 2020—the largest YoY increase since 
2003—following 11.2% growth in both 2018 and 2019. Driving the segment’s overall growth 
was 20% growth (also the largest YoY increase since 2003) by the US domestic professional 
surplus lines companies (those writing more than 50% of their direct business on a surplus 
lines basis), consistent with historical patterns. The segment incurred a relatively small 
underwriting loss, but net operating profitability remains favorable. 

Accelerated rate momentum for most of the commercial P/C lines in 2019 helped feed the 
increase in surplus lines premium in 2020. This allowed surplus lines insurers to compete 
for business that could be written at better prices, as many standard market insurers were 
seeking sizable price increases or non-renewals for riskier, non-core accounts. Because social 
inflation, nuclear jury verdicts, natural catastrophes, and cyber ransomware attacks have led 
to adverse loss trends, carriers pushed for rate increases in umbrella and excess coverage. 
Insurers also began to pull back from cyber risks because of the rapidly growing number of 
ransomware attacks as hackers try to exploit remote work environments. Rate increases for 
troubled primary and reinsurance coverage lines have also helped improve price adequacy. For 
loss leaders such as certain professional liability risks and property risks prone to wind, flood, 
or wildfire losses, surplus lines insurers, exercising their freedom from rate and form filing 
regulations, have usually been able to obtain more adequate premiums or use appropriately 
restricted terms and conditions, or both. Furthermore, severe weather events and natural 
disasters such as wildfires, convective storms, and flooding have led to more business for 
surplus lines insurers the past few years. 

This confluence of factors helped drive premium increases for the surplus lines market. Overall, 
AM Best expects businesses with emerging risk characteristics to continue moving from the 
standard market companies to surplus lines companies, generally at more adequate prices.

The US domestic specialty companies (those writing less than 50% of their overall business 
on a surplus lines basis) also experienced overall DPW growth of more than 20%, but they 
have lost market share to the domestic professionals in recent years, as Lloyd’s syndicates 
have focused on enhancing profitability, while new and established US surplus lines insurers 
capitalized on growth opportunities. The Lloyd’s market, in aggregate, is still generating a 
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considerable share of the market’s annual premium (19.4% in 2020), although the growth of 
the market in 2019 and 2020 lagged that of the domestic professional companies.

Despite the DPW growth of the past two years, net underwriting leverage (the ratio of net 
premiums written plus net balance sheet liabilities to policyholder’s surplus) for the surplus 
lines market remains at or below that of the total P/C industry. In addition, most surplus lines 
carriers remain well capitalized. Policyholders’ surplus grew moderately, which helped offset 
premium growth and resulted in steady underwriting leverage.

Although new entrants and incremental capital raises have had an impact on the edges of the 
market, pricing momentum is likely to continue, as a multitude of factors, such as low interest 
rates, elevated natural catastrophe activity, social inflation, and COVID-19 losses, are likely to 
persist throughout 2021 and affect pricing. 

Exhibit 1
US Surplus Lines – Direct Premiums Written by Segment, 1988-2020
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1988 211,270 4.2 6,281 -4.3 3,704 -10.4 59.0 86 1,237 -7.5 19.7 1,012 31.3 16.1 104 328 2.2 5.2 128
1989 220,620 4.4 6,123 -2.5 3,530 -4.7 57.7 88 1,182 -4.4 19.3 1,050 3.8 17.1 101 361 10.1 5.9 123
1990 230,757 4.6 6,532 6.7 3,882 10.0 59.4 117 1,241 5.0 19.0 1,013 -3.5 15.5 85 396 9.7 6.1 149
1991 235,627 2.1 6,924 6.0 4,081 5.1 58.9 117 1,322 6.5 19.1 1,111 9.7 16.0 85 410 3.5 5.9 151
1992 240,410 2.0 7,549 9.0 4,491 10.0 59.5 120 1,388 5.0 18.4 1,220 9.8 16.2 74 450 9.8 6.0 151
1993 253,847 5.6 8,540 13.1 5,270 17.3 61.7 123 1,631 17.5 19.1 1,183 -3.0 13.9 70 456 1.3 5.3 138
1994 263,653 3.9 8,786 2.9 6,089 15.5 69.3 115 1,196 -26.7 13.6 992 -16.1 11.3 64 509 11.6 5.8 141
1995 273,929 3.9 9,245 5.2 6,511 6.9 70.4 112 1,300 8.7 14.1 1,022 3.0 11.1 57 412 -19.1 4.5 144
1996 279,990 2.2 9,205 -0.4 6,668 2.4 72.4 108 1,354 4.2 14.7 818 -20.0 8.9 57 365 -11.4 4.0 125
1997 287,196 2.6 9,419 2.3 6,569 -1.5 69.7 106 1,609 18.8 17.1 802 -2.0 8.5 59 439 20.2 4.7 114
1998 300,309 4.6 9,861 4.7 6,763 3.0 68.6 107 1,574 -2.2 16.0 1,196 49.1 12.1 58 328 -25.3 3.3 113
1999 308,671 2.8 10,615 7.6 7,265 7.4 68.4 105 1,912 21.5 18.0 1,140 -4.7 10.7 55 298 -9.1 2.8 116
2000 327,286 6.0 11,656 9.8 7,884 8.5 67.6 98 2,499 30.7 21.4 941 -17.5 8.1 46 332 11.4 2.8 106
2001 367,798 12.4 15,813 35.7 10,773 36.6 68.1 104 3,368 34.8 21.3 1,362 44.7 8.6 44 310 -6.6 2.0 91
2002 422,703 14.9 25,565 61.7 19,572 81.7 76.6 108 4,082 21.2 16.0 1,600 17.5 6.3 46 311 0.3 1.2 76
2003 463,033 9.5 32,799 28.3 25,662 31.1 78.2 115 4,492 10.0 13.7 2,400 50.0 7.3 45 245 -21.2 0.7 63
2004 481,588 4.0 33,012 0.6 25,744 0.3 78.0 115 4,596 2.3 13.9 2,400 0.0 7.3 53 272 11.0 0.8 59
2005 491,429 2.0 33,301 0.8 25,968 0.9 78.0 111 4,675 1.7 14.0 2,400 0.0 7.2 50 238 -12.5 0.7 57
2006 503,894 2.5 38,698 16.3 29,410 13.3 76.0 117 5,989 28.1 15.5 3,100 29.2 8.0 55 199 -16.4 0.5 54
2007 506,180 0.5 36,637 -3.5 27,675 -5.9 74.1 120 6,360 6.2 17.0 3,100 0.0 8.3 55 202 1.5 0.5 56
2008 492,881 -2.6 34,365 -6.2 24,612 -11.1 71.6 130 6,062 -4.7 17.6 3,403 9.8 9.9 53 288 42.6 0.8 70
2009 481,410 -2.3 32,952 -4.1 22,830 -7.2 69.3 139 6,090 0.5 18.5 3,735 9.8 11.3 55 297 3.1 0.9 69
2010 481,120 -0.1 31,716 -3.8 21,882 -4.2 69.0 143 5,789 -4.9 18.3 3,758 0.6 11.8 56 287 -3.4 0.9 66
2011 501,555 4.2 31,140 -1.8 22,582 3.2 72.5 146 5,790 0.0 18.6 2,537 -32.5 8.1 53 231 -19.5 0.7 60
2012 523,360 4.3 34,808 11.8 25,490 12.9 73.2 142 6,270 8.3 18.0 2,747 8.3 7.9 61 301 30.3 0.9 53
2013 545,760 4.3 37,719 8.4 26,818 5.2 71.1 140 7,099 13.2 18.8 3,362 22.4 8.9 59 440 46.2 1.2 49
2014 570,187 4.5 40,243 6.7 28,274 5.4 70.3 135 8,157 14.9 20.3 3,311 -1.5 8.2 60 501 13.9 1.2 58
2015 591,186 3.7 41,259 2.5 29,333 3.7 71.1 139 8,645 6.0 21.0 2,974 -10.2 7.2 58 307 -38.7 0.7 53
2016 612,906 3.7 42,425 2.8 29,112 -0.8 68.6 139 9,607 11.1 22.6 3,057 2.8 7.2 61 649 111.4 1.5 59
2017 642,127 4.8 44,879 5.8 30,594 5.1 68.2 138 10,325 7.5 23.0 3,289 7.6 7.3 59 671 3.4 1.5 58
2018 678,029 5.6 49,890 11.2 34,054 11.3 68.7 148 11,755 13.8 23.2 3,543 7.7 7.0 62 537 -20.0 1.1 61
2019 712,194 5.0 56,279 11.2 39,060 14.7 70.4 154 12,477 6.1 22.5 4,337 22.4 6.3 62 405 -24.6 0.7 60
2020 728,830 2.3 66,102 17.5 46,948 20.2 71.0 161 12,821 2.8 19.4 5,847 34.8 8.8 74 486 20.0 0.7 65
Domestic professional surplus lines and domestic specialty 2020 surplus lines DPW totals are aggregated as of June 15, 2021. 
Source: AM Best data and research 

Total P/C 
Industry

Total Surplus 
Lines Domestic Professionals Lloyd's

Regulated Aliens
(Excluding Lloyd's) Domestic Specialty
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Substantial Top Line Growth Despite Extraordinary Challenges 
Both the domestic professional surplus lines companies and non-Lloyd’s regulated alien 
insurers experienced double-digit DPW growth in 2020 (Exhibit	2). In the aggregate, surplus 
lines DPW growth has been bolstered by market interest from outside the US—from both 
Lloyd’s syndicates and non-Lloyd’s alien insurers, as evidenced by the 35% premium growth for 
the regulated non-Lloyd’s alien insurers in 2020. 
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Service Offices Premium Reaches New Highs in 2020 and 2021
According to the January 28, 2021, Surplus Lines Stamping Office of Texas (SLSOT) report, 
which captures insurance data from surplus lines stamping and service offices in 15 states, 
surplus lines premium in 2020 was $41.7 billion, up 14.9% after rising 19.3% to $37.5 billion 
in 2019, the highest-grossing year for the wholesale industry at the time. The premium 
total recorded by the stamping offices was 63% of the surplus lines premium ($66.1 
billion) aggregated by AM Best in this report. The reported number of filings for surplus 
lines business, which provides a rough estimate of the flow of business into and out of 
the surplus lines market, dropped by 1.3%, which made the premium growth all the more 
impressive. Nine states reported increases, despite transaction filings being down overall. 

All 15 states reported premium growth in 2020, with 11 reporting double-digit increases—
six of them reporting more than 20% growth. The largest premium growth was posted 
by Utah (37.1%), Idaho (35.8%), and Washington (24.1%). The three states that generate 
the most surplus lines premium annually generated double-digit growth: California ($11.2 
billion, up 22.7%); Texas ($7.9 billion, up 14.0%); and Florida ($7.6 billion, up 13.4%). Of 
the four largest surplus lines states, only New York generated modest growth ($5.1 billion 
in premium, for only 3.9% growth), and only California reported an increase in recorded 
filings (8.0%), which shows that an increase in prices—and not in transactions—was largely 
responsible for the premium growth. 

This growth reflects the surplus lines industry’s ability to effectively overcome 
extraordinary obstacles. It also indicated growth in premium per transaction, not just 
premium growth. The overall decline in transactions reflected the impact of COVID-19, but 
record high premium volume (driven by the general liability and fire & allied lines) and item 
counts demonstrate the importance of surplus lines carriers to the P/C insurance market. 

Item counts included new and renewal business and endorsements that included premium 
audits. Although the overall count was down by 1.9% YoY, the decline was less than in the 
first six months of the year (-2.6%), which indicates that business processing returned to 
normal in the second half. 

According to a July 20, 2021, press release of the 15 stamping and service offices, surplus 
lines premium exceeded $24 billion and premium-bearing transaction filings exceeded 2.6 
million through the first half of 2021—more than half the 4.94 million total for full-year 
2020—while premium increased 21.9%, and transactions, by 7.2%.

All of the 15 offices reported premium increases through mid-year 2021 and all but one 
state reported an increase in transactions since 2019. The 2020 production reflects the 
re-opening of businesses around the country. Idaho reported the highest increase in the 
number of transactions, 27%, for a total of 13,257. Utah, Arizona, and other western states 
are benefitting from a rise in construction projects, which are helping drive surplus lines 
activity. In other states, casualty coverage lines are apparently driving premium growth.

Illinois experienced sizable growth by both premium, up 15.7%, and the number of filings, 
up 8.7%, with significant growth in general liability, excess liability, E&O, D&O, and cyber 
coverage. North Carolina reported the second-highest premium growth of the stamping 
office states, up 34% in the first half of 2021. New York experienced the lowest premium 
growth of any stamping office state in 2020 but apparently rebounded in the first half of 
2021, with premiums of $470 million, up 18% from the first half of 2019 to that of 2020.
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Surplus lines market shares for domestic professionals and non-Lloyd’s alien insurers have risen 
noticeably (Exhibit	3). In the aggregate, the domestic specialty companies less dedicated to 
surplus lines business have typically experienced more premium volatility than the dedicated 
domestic professional surplus lines insurers, which tend to flourish when market conditions 
and emerging risks favor carriers that can develop new specialty products more quickly 
to meet market demand. This is particularly true during times of market dislocation in the 
broader P/C industry.

Disciplined underwriting companies, including many of the leading surplus lines carriers, are 
working to grow their business and widen their margins with better risk selection and pricing. 
Large and medium-sized businesses have been much less affected by the economic disruption 
caused by COVID-19 than small businesses, which constitute a meaningful portion of the 
portfolios of most of the leading surplus lines writers. In late 2020 and in the first half of 2021, 
many small businesses had shut down, so new business was not expected to be as strong.

As we move towards the end of the third quarter, surplus lines and specialty insurance writers 
continue reporting that they are being flooded with submissions primarily for two reasons: 
the economy is re-opening and standard market companies continue to revisit their appetites. 
For casualty lines, AM Best expects additional premiums generated from audits, as revenue 
for companies that have withstood the pandemic increases after re-opening. This will benefit 
insurers of policies that have already been issued, as companies catch up on their audits and 
record additional premiums. Additionally, conservative underwriters are likely to factor more 
financial inflation into their loss picks in 2021, especially for the property-related construction 
business (to account for building cost increases), as well as auto physical damage coverage.

At the start of 2021, much of the professional liability market, along with the excess and 
umbrella market, continued to firm. The market for property risks is still hardening, due to 
the increase in weather-related and natural catastrophe losses from 2017 through 2020. The 
number of weather and climate events in the US has increased each year since 2015, causing 
more than $1 billion in losses (including Winter Storm Uri in February 2021, which caused 
massive power outages across Texas). Wildfires remain a serious concern for a number of 
states, and California may be in for another bad fire year, in light of June wildfire activity in 
the western part of the US—severe wildfires on the West Coast have started even earlier this 
year than in prior years, leading to elevated property losses. The commercial auto market also 
remains quite firm. One of the laggards has been primary general liability, but the line has also 
been building some positive pricing momentum since the second half of 2020. 

Loss frequency has been unusually benign for many product lines during COVID-19, but 
insurers expect that, as the recovery continues, it will return to more historical levels. Loss 
severity, however, has been a persistent issue, and the problems associated with social inflation 
and rising claims and settlement costs remain very real. Because of court closures, litigation 
slowed considerably, which may have temporarily muted the impact of social inflation on loss 
severity in 2020 and early 2021. 

Pricing decisions based on individual account risk characteristics are critical for an insurers’ 
entire portfolio. A larger amount of detailed, high-quality, state-specific data available for 
different lines of coverage and classes of risks is helping the P/C insurance market react 
more quickly and definitively than in the past. During historical market cycles, longer soft 
market periods were followed by short, extreme spikes of hard market conditions. Given the 
proliferation of actionable data, companies will be better equipped to make quicker decisions 
to counteract negative trends and seize opportunities, which is likely to limit the spikes and 



Market Segment Report US Surplus Lines

Page 9

troughs in market cycles.

Surplus lines written premium remains far more weighted toward the commercial rather than 
the personal lines, with commercial risks constituting 80% to 85% of surplus lines business 
in any given year, on average. Surplus lines DPW as a percentage of the overall P/C industry’s 
commercial lines DPW ranged from 13% to 15% from 2003 through 2017, before rising to 
16.2% in 2019 and 18.4% in 2020 (Exhibit	4). Since 1998, surplus lines DPW has increased by 
670%, and the industry’s commercial lines premium, by 242%. The surplus lines segment will 
continue growing as a part of the overall commercial lines market. 

A New #1 Surplus Lines Group Emerges 
During the nearly three decades since AM Best issued its first report on the surplus lines 
segment, the market has been dominated by 25 surplus lines groups (plus the syndicates that 
make up the Lloyd’s market), which account for more than 70% of surplus lines premium. In 
2020, the top 25 groups and the Lloyd’s market again generated more than 74% of surplus lines 
DPW, as Exhibit	5 shows; excluding the Lloyd’s market, the top 25 groups account for around 
55% of the total surplus lines market premium.

Lloyd’s syndicates grew their aggregate premium in 2020 by a relatively nominal amount but 
still accounted for more than 19% of the surplus lines market’s annual premium for the year. 
Lloyd’s appetite for US surplus lines and the specialty commercial business remains strong, 
bolstered by the July 2020 decision to give up admitted licenses in the US Virgin Islands, 
Kentucky, and Illinois, and instead focus on the US reinsurance and surplus lines insurance 
markets. The decision reflected not only that Lloyd’s underwriters consider the US surplus 
lines market an excellent one, but also that North America is a key source of income. 

For most of the past two decades, AIG and its surplus lines companies have been the 
leading US group underwriting surplus lines business. Strategic changes the past few years 
have resulted in a leaner operation focused on generating more favorable underwriting 
and operating results. A few other US surplus lines writers have increased their annual 
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nonadmitted 
premiums 
and closed 
the premium 
volume gap 
with AIG. In 
2020, Berkshire 
Hathaway 
Insurance 
Group, the 
third-ranked US 
surplus lines 
group in 2019, 
rose to the top 
spot, propelled 
by the 61% 
YoY DPW 
growth of its 
main surplus 
lines insurer/
reinsurer 
National Fire 
& Marine 
Insurance 
Company, 
to almost 
$3.6 billion, 
surpassing 
AIG by a 
very modest 
$9 million. 
The gap 
between these 
two groups 
and Markel 
Corporation, which accounted for just under $2.8 billion in surplus lines DPW in 2020, 
remains sizable. National Fire & Marine’s growth was fueled, in part, by the decision to put 
more resources into building its specialty commercial book while de-emphasizing property 
catastrophe reinsurance, whose profitability has been under pressure.

Eight of the top 10 groups by direct premium volume and 14 of the top 20 saw double-digit 
growth in 2020. Of the top 10, only Markel and XL Reinsurance America Group (XL Re Group, 
formerly known as AXA U.S. Group) failed to generate 10% YoY growth in DPW. Markel’s 
main surplus lines insurer, Evanston Insurance Company, increased its YoY surplus lines 
DPW by 14%, but the lead insurer of the group’s program services operation, United Specialty 
Insurance Company (part of Markel’s State National Group) saw a $200 million decline in 
DPW owing to the cessation of two large programs. This counterbalanced most of Evanston’s 
growth and rendered the group’s YoY growth a meager 1.6%. 

The rest of the top ten surplus lines groups by DPW in 2020 were the same as in 2019, 
although the rankings changed slightly. The surplus lines companies that comprise W. R. 

Exhibit 5
US Surplus Lines – Lloyd's and Top 25 Groups, 2020
Ranked by Direct Premiums Witten

Rank AMB # Group Name

Surplus
Lines DPW

($ thousands)
YoY DPW 
% Change

Surplus 
Lines Market 

Share (%)
85202 Lloyd's 12,821,000 2.8 19.4

1 00811 Berkshire Hathaway Ins Grp 3,558,566 52.0 5.4
2 18540 American International Grp 3,549,588 20.5 5.4
3 18468 Markel Corporation Grp 2,790,649 1.6 4.2
4 18252 W. R. Berkley Insurance Grp 2,261,045 10.4 3.4
5 05987 Nationwide Grp 2,246,189 10.4 3.4
6 03116 Fairfax Financial (USA) Grp 2,173,119 23.2 3.3
7 18498 Chubb INA Grp 1,939,963 17.6 2.9
8 00060 Liberty Mutual Insurance Cos 1,706,466 13.0 2.6
9 18557 XL Reinsurance America Grp 1,664,981 5.2 2.5
10 18640 Alleghany Insurance Holdings Grp 1,285,061 21.5 1.9
11 18878 Sompo Holdings US Grp 1,187,912 38.3 1.8
12 18549 Zurich Insurance US PC Grp 1,118,023 37.5 1.7
13 18756 Starr International Grp 1,081,104 23.9 1.6
14 04019 Argo Grp 1,015,479 7.0 1.5
15 05658 QBE North America Insurance Grp 959,513 18.4 1.5
16 18733 Tokio Marine US PC Grp 939,520 4.9 1.4
17 18777 AXIS US Operations 931,474 20.9 1.4
18 04835 Great American P&C Insurance Grp 761,969 10.7 1.2
19 00048 Hartford Insurance Grp 752,179 3.1 1.1
20 18626 James River Grp 736,316 -22.5 1.1
21 18313 CNA Insurance Cos 735,742 19.9 1.1
22 18313 Allianz US PC Insurance Cos 715,038 33.1 1.1
23 05696 Everest Re US Grp 711,912 21.7 1.1
24 18484 Arch Insurance Grp 699,864 23.2 1.1
25 18674 Travelers Grp 682,465 29.2 1.0

Subtotal of Top 25 Surplus Lines Groups 36,204,137 17.4 54.8
Subtotal of the Top 25 Groups and Lloyd's 49,025,137 12.7 74.2
Total US Surplus Lines Market 66,102,486 17.5 100.0

Source: AM Best data and research
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Berkley Insurance Group 
and Nationwide Group 
rounded out the top 
five. Fairfax Financial 
companies writing 
surplus lines business 
remained in sixth place 
in 2020, ahead of Chubb 
and XL Re Group. 
The addition of new 
distribution platforms and 
geographic or product 
line diversification 
via consolidations has 
played an integral role in 
allowing these groups to 
remain in the top 10. 

The Lloyd’s market and 
the top surplus lines 
group (which had been 
AIG up until 2020) have 
historically accounted 
for 30% or more of the 
market’s annual direct 
premium. Over the past 
few years, as AIG’s market 
share has dropped and 
the market share of the 
other top five groups has 
grown, that percentage 
has declined. In 2020, 
Lloyd’s and the leading 
surplus lines group, 
Berkshire Hathaway, 
accounted for approximately 25% of the segment’s premium. Exhibit	6 shows that, just ten 
years ago AIG and Lloyd’s accounted for just under 36% of the segment’s premium, reflecting 
the impact of new market entrants and greater overall diversification in the segment. 

Top Surplus Lines Companies Largely Outperform P/C Industry
In 2020, we also saw a shake-up among the top companies generating nonadmitted direct 
premiums. AIG’s main surplus lines insurer, Lexington Insurance Company, had long been the 
largest US surplus lines company, a position it held from 1994, when we first published this report, 
to 2019. As Exhibit	7 shows, in 2020, two companies generated higher DPW than Lexington: 
Berkshire Hathaway’s National Fire & Marine and Nationwide’s Scottsdale Insurance Company. 
These two companies, along with Lexington, accounted for more than 10% of the total US 
surplus lines DPW for the year, led by National Fire & Marine’s 4.4% share, a sizable amount for 
any single company. The AIG/Lexington brand maintains considerable market strength, as the 
group continues its enterprise-wide effort to modernize its operating infrastructure and generate 
excellent underwriting results, which incorporates de-risking efforts that have decreased its 
premium volume. 

Exhibit 6
US Surplus Lines – Lloyd's and Top 25 Groups, 2011
Ranked by Direct Premiums Written

Rank AMB # Group Name

Surplus
Lines DPW

($ thousands)

Surplus 
Lines Market 

Share (%)
85202 Lloyd's 5,790,000 18.6

1 18540 American International Grp 5,345,972 17.2
2 05987 Nationwide Grp 1,254,370 4.0
3 18549 Zurich Financial Svcs NA Grp 1,061,938 3.4
4 04655 W.R. Berkley Grp 977,903 3.1
5 18498 ACE INA Grp 860,627 2.8
6 18468 Markel Corporation Grp 770,655 2.5
7 18313 CNA Insurance Cos 712,178 2.3
8 18728 Ironshore Ins Grp 610,148 2.0
9 18713 QBE Americas Grp 583,141 1.9
10 18640 Alleghany Insurance Holdings 578,249 1.9
11 03116 Fairfax Financial (USA) Grp 549,172 1.8
12 18603 AXIS Insurance Grp 464,067 1.5
13 18484 Arch Insurance Grp 412,806 1.3
14 00012 Chubb Grp of Insurance Cos 394,368 1.3
15 00811 Berkshire Hathaway 383,785 1.2
16 18591 Allied World Grp 382,650 1.2
17 04019 Argo Grp 382,448 1.2
18 18753 Munich-American Corp. 357,242 1.1
19 18130 XL America Grp 349,859 1.1
20 18723 HCC Insurance Grp 321,483 1.0
21 18523 Assurant Property & Casualty Grp 317,780 1.0
22 18674 Travelers Grp 286,456 0.9
23 18735 Alterra Capital US Grp 280,114 0.9
24 00060 Liberty Mutual Insurance Cos 277,157 0.9
25 18620 Endurance Specialty Grp 274,940 0.9

Subtotal of Top 25 18,189,508 58.4
Subtotal of the Top 25 Groups and Lloyd's 23,979,508 77.0
Total US Surplus Lines Market 31,140,000 100.0

Source: AM Best data and research
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Exhibits	8 and 9 
show performance 
metrics for the 25 
leading surplus lines 
insurance companies 
by 2020 DPW. These 
exhibits focus on 
net underwriting 
performance and 
therefore exclude the 
results of companies 
that do not retain any 
premium on a net basis 
because of intragroup 
pooling agreements. 
Some of the carriers 
in the top 25 are part 
of global organizations 
whose business models 
include both admitted 
and nonadmitted 
business. Exhibit	8 
lists the 12 of the Top 
25 companies that 
retained premium on 
net basis. Although the 
average loss and loss 
adjustment expense 
(LAE) ratio for the 
listed companies was a 
few points higher than 
for the P/C industry, 
their average combined 
ratio was superior—96.9 versus 98.8, which indicates that the underwriting expense ratio for 
this group outperformed that of the total P/C industry. The average pretax return on revenue 
(net premiums earned) for this group was superior to the P/C industry’s for 2020 also. 

In 2020, only five of the companies reported favorable overall loss reserve development 
of their original 2019 accident year reserves. For two companies the level of adverse 
development reported was minimal and for another, the reserve position was essentially 
neutral. In aggregate, the group’s one-year average favorable reserve development showed 
very modest favorable development (-0.5%) compared to slightly more favorable prior year 
development (-1.1) for the entire P/C industry. 

Market Consolidation Could Offer New Opportunities in the Post-COVID Landscape 
Surplus lines and specialty insurers are M&A targets, especially when the market is 
hardening, because they can provide new growth opportunities, desirable market expertise, 
diversification opportunities, and generally favorable loss experience. Technology-driven 
service providers have also proven their value to companies seeking strategic acquisitions. 
Companies with greater scale have a decided advantage because of their ability to invest in 
the newest digital capabilities to enhance the customer experience. The post-consolidation 

Exhibit 7
US Surplus Lines, Top 25 Companies, 2020
Ranked by Direct Premiums Written

Rank AMB # Company

Surplus Lines 
DPW

($ thousands)

Surplus 
Lines 

Market 
Share (%)

1 02428 National Fire & Marine Ins Co 2,895,990 4.4
2 03292 Scottsdale Insurance Company 2,186,377 3.3
3 02350 Lexington Insurance Company 2,077,196 3.1
4 03759 Evanston Insurance Company 1,687,908 2.6
5 11340 Indian Harbor Insurance Co 1,664,062 2.5
6 13033 Endurance American Spec Ins Co 1,187,911 1.8
7 13866 Ironshore Specialty Ins Co 1,124,136 1.7
8 04433 Westchester Surplus Lines Ins 1,120,573 1.7
9 03557 Steadfast Insurance Company 1,111,530 1.7
10 13977 Starr Surplus Lines Ins Co 1,081,104 1.6
11 13105 United Specialty Insurance Co 989,053 1.5
12 12562 QBE Specialty Insurance Co 959,513 1.5
13 12515 AXIS Surplus Insurance Company 931,474 1.4
14 03535 AIG Specialty Insurance Co 917,417 1.4
15 12619 Landmark American Ins Co 888,693 1.3
16 12534 California Earthquake Auth 843,756 1.3
17 03283 Colony Insurance Company 739,518 1.1
18 03538 Columbia Casualty Company 735,742 1.1
19 11123 Crum & Forster Specialty Ins 731,371 1.1
20 12096 Everest Indemnity Insurance Co 711,887 1.1
21 12523 Arch Specialty Insurance Co 699,864 1.1
22 12604 James River Insurance Co 689,933 1.0
23 02267 Interstate Fire & Casualty Co 665,494 1.0
24 12118 Gemini Insurance Company 659,137 1.0
25 03510 Illinois Union Insurance Co 652,996 1.0

Top 25 – Subtotal 27,952,635 42.3
Total US Surplus Lines Market 66,102,486 100.0

Source: AM Best data and research
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entities can also offer 
broader products and 
distribution platforms. 

We did not believe that 
the pandemic would 
necessarily open the 
f loodgates for new 
M&A deals but that 
it would more likely 
reinforce the same 
trends that made some 
companies targets for 
consolidation. However, 
potential structural 
and operational changes post-COVID could lead to M&A opportunities. Enhancing 
innovation capabilities through the acquisition of technological expertise that speeds 
up digital adoption could be a key criterion for deals. Private equity firms will also play 
their part in M&A. These factors could be very positive for the surplus lines segment.

Potential Opportunities on the Horizon
Cannabis 
As of May 2021, 36 US states and DC had legalized cannabis for medicinal or recreational 
use. The cannabis industry has very complex requirements, which differ by state and 
jurisdiction. The market continues to grow, with cultivators, processors, wholesalers, and 
retail dispensaries starting operations and employing a growing number of people. As the 

Exhibit 8
US Surplus Lines – Operating Performance, 2020

Company
DPW % 
Change

Loss/LAE 
Ratio

Combined 
Ratio

Pretax 
ROR 

(%)
Pretax 

ROE (%)

One-Year 
Reserve 

Development to 
Original 2019 

Reserves*
National Fire & Marine Insurance Co 61.2 79.1 100.1 5.7 12.5 3.5
Lexington Insurance Company -5.3 77.4 112.6 1.1 1.8 0.6
Evanston Insurance Company 14.0 51.3 85.5 17.5 19.6 -7.4
Indian Harbor Insurance Company 4.5 86.4 113.0 -13.1 -20.7 -0.4
Endurance American Specialty Ins Co 38.3 78.6 94.0 4.7 5.8 2.0
Starr Surplus Lines Insurance Company 24.3 81.2 53.8 78.1 12.1 0.0
United Specialty Insurance Company -16.9 48.8 83.5 29.6 4.4 -6.9
QBE Specialty Insurance Company 18.5 85.0 113.7 -12.6 -16.0 0.2
AXIS Surplus Insurance Company 20.9 79.6 102.1 19.5 11.5 1.5
Landmark American Insurance Company 29.3 71.0 92.2 15.4 4.8 -4.4
Colony Insurance Company -0.6 70.0 98.5 8.7 5.5 -1.1
James River Insurance Company -24.3 102.7 113.3 4.7 - 6.8
Company Averages** 13.7 75.9 96.9 13.3 3.8 -0.5
Total P/C Industry 2.3 70.1 98.8 9.3 11.1 -1.1

* One-year loss reserve development for each company corresponds to 2019 loss and allocated loss adjustment expense reserves.
** The averages are for the 14 companies shown. 
Source: AM Best data and research

(Includes Members of the Top 25 Companies by 2020 DPW, Other than Those with $0 
NPW)

Exhibit 9
US DPSL Composite – Premiums, 2016-2020
($ millions)

Direct 
Premiums 

Written

Assumed 
Premiums 

Written

Gross 
Premiums 

Written

Ceded 
Premiums 

Written

Net 
Premiums 

Written
2016 17.5 10.7 28.3 15.9 12.3
2017 18.5 10.1 28.6 16.5 12.1
2018 21.0 11.0 32.0 17.9 14.1
2019 23.6 11.9 35.5 20.1 15.4
2020 27.3 12.1 39.4 22.7 16.7
2019/2020 Growth (%) 16.0 1.2 11.0 12.9 8.5
Values may not add up due to rounding.
Source: AM Best data and research
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market expands, the demand for coverage does as well, although insurers are wary about 
entering a market for a product that is still classified as a Schedule I drug under US federal law. 
Nevertheless, a rising number of growers and other processors are clamoring for insurance 
coverage.

Fledgling cannabis-related operations do not hold much attraction for a majority of the 
more heavily regulated admitted carriers, but a growing number of surplus lines carriers 
have stepped up to provide coverage solutions for cannabis businesses. Most of the insurers 
currently providing coverage for cannabis businesses in the US are surplus lines insurers 
that can use their freedom of rate and form to address risks in this evolving business. These 
companies are offering property or liability coverage for cannabis operations wherever they 
are legal in the United States.

The owners of many small cannabis businesses rely greatly on their insurance agents and 
brokers to assess and secure policies that fit their coverage needs. Policy wording varies 
considerably, particularly with regard to coverage exclusions. Partnering with specialty 
insurance intermediaries has helped insurers gain better understanding of the needs of these 
businesses. Developing coverage solutions for the businesses involved in growing, producing, 
and selling cannabis products requires the type of creativity that has long been a hallmark of 
the surplus lines companies. 

Construction 
A bounce back from project delays due to COVID-19 shutdowns and the start of new projects 
are helping generate a rise in construction-related premiums in 2021. Additionally, the 
Senate’s passing of the $1 trillion infrastructure bill on August 10 may be a major step towards 
overcoming the backlog of construction projects. The Senate’s action could lead to extensive 
projects countrywide and a substantial increase in new exposures and submissions for surplus 
lines insurers, especially for larger projects. Surplus lines insurers may be particularly well 
positioned to take advantage of new projects involving commercial construction projects, 
considering the project size and the risks involved, although these new projects are unlikely to 
lead to opportunities for some time. 

Overall, in the construction market, insureds that have historically suffered losses, in addition 
to challenging classes—including residential and habitational risks, demolition, roofing, and 
scaffolding—could see fewer interested carriers, tougher pricing, and lower-than-desired 
limits. For these risks, carriers in this hardening market will likely include more restrictive 
terms, such as limits on wrap projects and on the number of units in high-rise projects. 
Wariness of residential high-rise risks for both general liability and property coverage has only 
increased following the June collapse of the Champlain Towers South in Miami (for which 
surplus lines insurer James River Insurance Company provided general liability insurance). 
For these kinds of risks, insurers will want more information on inspections, repairs, and 
re-certifications than ever before, which could result in retailers turning to wholesalers and 
surplus lines insurers to cover such risks. 

Cyber Coverage
The cyber threat landscape continues to expand. Businesses have stepped up their risk 
management efforts, but to date, most of these actions have been largely reactive. Hackers 
continue to exploit software glitches and other weaknesses, which has led to an increase 
in the frequency and severity of ransomware attacks. Surplus lines companies can use their 
freedom from insurance form regulations to develop coverage with tighter language that may 
stand a better chance of avoiding unfavorable court rulings than standard contract wording 
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does. Surplus lines insurers constitute an alternative marketplace for unique and evolving 
cyber exposures, with new policies serving as a testing ground for product innovation. As 
more surplus lines companies develop cyber solutions, products for which the interpretation 
of contract language proves favorable in the courts can become more common.

DPW for standalone and package cyber policies written by alien surplus lines insurers declined 
by 16.8% in 2019, to $650.3 million, from $781.2 million in 2018, according to the NAIC’s 
December 4, 2020, cyber security report. (Full calendar year 2020 alien surplus lines premium 
data captured by the NAIC is not yet available.) Standalone policy premiums decreased by 
16.8% to $650 million in 2019, down from $781 million in 2018. For package policies, the 
decline was larger, with the alien surplus lines insurers writing only $237 million in 2019, 
compared to $346 million in 2018. This may indicate that more premium was written by 
US surplus lines insurers and Lloyd’s syndicates. Still, the growing need for cyber coverage 
presents a considerable opportunity for surplus lines insurers to, again, demonstrate their 
specialty expertise.

Potential Post-Pandemic Tailwinds for Surplus Lines Insurers
•	 The global economic recovery and the re-opening of businesses, combined with harder 

market conditions yielding higher premiums, should add to the momentum for direct 
premium growth that continued through the first half of 2021, reflected in the data recorded 
by the surplus lines stamping offices.

•	 The rising frequency of severe weather-related and natural catastrophes—wildfires, floods, 
convective storms—along with the adverse weather, drought conditions, and excessive 
heat that have driven wildfires in West Coast states in 2021, will further affect capacity 
and dampen competition from standard market carriers. Extreme weather events have also 
been affecting non-coastal areas not known for extreme activity, such as tornadoes in states 
like Tennessee and prolonged freezing conditions in Texas. Surplus lines insurers can take 
advantage of hardening rates, given their ability to provide tailored coverage at appropriate 
prices.

•	 Many businesses that pivoted to deal with COVID-19 restrictions—for example, restaurants 
that expanded to incorporate curbside cocktails and delivery services—will need creative 
insurance coverage solutions. 

•	 Expanded client appetite for directors and officers (D&O) and cyber coverages should lead 
to greater opportunities for surplus lines insurers already providing products for these 
coverage lines.

•	 Inland marine will see growth opportunities owing to an increase in construction activity.
•	 Excess liability towers in the current market will provide more opportunities for surplus 

lines insurers with strong capital positions to strategically re-shape their umbrella and 
excess casualty portfolios.

Although capital for most lines of coverage remains adequate, the capacity and risk appetite 
of companies the most affected by the events of the last 18 months may be curtailed, except 
for those lines/classes offering outsized returns. Insurance companies, including surplus lines 
insurers, are likely to proceed in a more measured fashion, over the near term at least, because 
of lingering uncertainty. Capacity for excess liability programs is already harder to find.

Section II: Financial Performance and Ratings Distribution
This section examines the financial performance of AM Best’s Domestic Professional Surplus 
Lines (DPSL) composite, which is composed of some of the leading companies in the surplus 
lines segment. We believe that the composite provides an accurate picture of the overall 
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segment’s financial performance. This section also discusses AM Best’s ratings on the DPSL 
composite companies in comparison to the overall P/C industry.

In calendar year 2020, the companies in the composite generated $27.3 billion in direct 
premiums written (DPW), accounting for approximately 41.3% of the total US surplus lines 
market and about 58.2% of the entire DPSL market. DPW grew 16%, fairly close to that of the 
entire surplus lines market, including Lloyd’s syndicates and other regulated alien insurers. 

Overall, US P/C insurers—including surplus lines insurers—began 2020 expecting some 
challenging factors. The US economy was performing solidly, and speculation was that 
interest rates would begin moving up, which would help improve investment returns. Market 
indices were near record-highs, further boosting the industry’s capital—a reprieve from the 
elevated catastrophe losses in 2019. The industry was still feeling the effects of an increase in 
catastrophe activity the previous few years, including losses driven by secondary perils such 
as wildfires and convective storms. These types of losses are more difficult to model and are 
therefore more difficult to address with underwriting and pricing actions. Greater catastrophe 
losses in 2019 caused reinsurance prices to rise, which squeezed the industry’s profit margins 
in 2020. The DPSL composite was similarly affected. 

Results for the property lines were worse in 2020 than in 2019, but legal and social factors 
(“social inflation”) drove claims costs higher for the casualty lines. Surplus lines insurers 
continued to focus on charging adequate prices for risk exposures, particularly with rising loss 
costs. Prior accident years’ reserves continued to generate less favorable development as initial 
settlement demands grew, attorneys have reportedly gotten involved in a higher percentage of 
claims, and third-party litigation financing became more common. 

Despite the constricted profit margin, the DPSL composite again generated profitable 
underwriting results owing partly to the growth in premium. A few key factors combined to 
drive the segment’s premium growth, including tightening market conditions that resulted in 
not only more restrictive coverage terms and conditions, but also rate increases, particularly 
in some of the key lines written by surplus lines insurers. The low interest rate environment 
continued to make it imperative that insurers focus on individual risk underwriting 
fundamentals to spur underwriting profitability in order to help enhance operating results. 

Consecutive Years of Double-Digit Top Line Premium Growth 
The DPSL composite’s DPW increased by 16.0% in 2020, on the heels of 12% growth in 2019 
and 13.7% growth in 2018. The segment’s three leading lines of business—general liability, 

AM Best’s DPSL Composite 
The analysis in Section II is based on the statutory financial data of the 68 US-based DPSL 
companies, although not all of the companies identified in Appendix B as domestic professional 
surplus lines companies are included in the composite. Composite members are surplus lines 
companies that wrote more than 50% of their business on a nonadmitted basis in 2020. When 
creating the composite, AM Best excluded any surplus lines companies that (1) are members of 
intercompany pools writing predominantly admitted business as opposed to surplus lines business; 
(2) reinsure all of their business with an affiliate; or (3) write a relatively small amount of premium. 
The composite does include companies that may be part of an intercompany pool but still write 
surplus lines business on a predominantly direct basis and retain a meaningful portion of it.
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allied lines, and fire—generated solid, double-digit growth, including 21.4% growth for the 
lead general liability business, which accounted for almost half the DPSL composite’s premium 
volume in 2020. Because of adverse loss trends, standard insurers writing borderline surplus 
lines accounts have been re-assessing their strategies for riskier accounts for a few years now, 
particularly for lines of business for which average loss costs have been growing. The greater 
frequency of high-severity natural catastrophe loss events, in addition to the price firming 
in most other commercial lines of business, has propelled rates upward, leading to the rise 
in direct premium volume for the DPSL composite’s carriers. Growing demand in 2020 for 
surplus lines coverage solutions for emerging risk exposures, as well as exposures that were 
made more complicated by the impact of COVID-19, also helped drive premium growth. 

Net retention of gross written premiums (the sum of direct and assumed premiums written) for 
the composite declined by four percentage points, from 63.4% to 59.5% in 2020. This reflected 
an increase in premium ceded to reinsurers and led to the composite’s net premiums written 
(NPW) volume increasing by only 8.5%, a little over half the year-over-year growth of top line or 
direct premium volume (Exhibit	9). The 11.0% growth in gross premiums indicates companies’ 
generally bullish view of the profit potential of the new and renewal business being written. 

Three Major Lines of Business Drive DPW
As Exhibit	10 shows, general liability business (coded as Other Liability – Occurrence or 
Other Liability – Claims-Made for NAIC statutory reporting) continues to generate the largest 
share of the composite’s DPW. The Other Liability – Claims Made line of business consists 
largely of professional liability coverages. As a market segment, surplus lines insurers can 
customize coverage and develop coverage solutions for risks of greater complexity—including 
what were at one time new and emerging risks, such as errors & omissions, environmental 
liability, expanding construction, medical and science, and cyber. Surplus lines companies 
typically provide coverage to protect against claims of bodily injury or property damage by 
third parties for insureds presenting more complex, higher risk hazards. Although the volume 
of business in these risk classes slowed down somewhat due to the pandemic, the fundamental 
need for coverage remained, and these top coverage lines for the DPSL composite experienced 
premium growth in 2020 compared to 2019, especially the first three. 

The allied lines line of business, which consists of property coverage usually purchased in 
conjunction with a fire policy and covering perils such as water, windstorm, sprinkler leakage, 
and vandalism, continued to grow, by 18% year over year, accounting for more than 13% of 
composite premium in 2020. Fire DPW also grew, becoming the third line with a double-digit 

Exhibit 10
US DPSL Composite – Top 5 Product Lines by DPW, 2020 vs 2019

Rank Product Line

2020 Surplus 
Lines DPW

($ thousands)

2020 DPSL
Peer Composite

Market Share (%)

2019 Surplus 
Lines DPW

($ thousands)

2019 DPSL
Peer Composite

Market Share (%)

2020/
2019 DPW

Change (%)
1 Other Liability 13,569,724 49.7 11,177,697 47.6 21.4
2 Allied Lines 3,595,674 13.2 3,034,324 12.5 18.5
3 Fire 3,047,950 11.2 2,310,804 9.7 31.9
4 Commercial Multi-Peril 1,193,652 4.4 1,185,355 5.2 0.7
5 Inland Marine 1,094,908 4.0 1,092,723 4.7 0.2

Top 5 – Subtotal 22,501,908 82.4 18,800,982 79.7 19.7
Total DPSL Composite 27,323,626 100.0 23,553,513 100.0 16.0

All 2019 and 2020 figures represent values for the Cos comprising the DPSL composite as of December 31, 2020.
Source: AM Best data and research
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market share of the composite’s DPW, at 11.2%. With the growth in the five leading lines, 
premium became more concentrated, as they now account for more than 80% of the composite’s 
direct premium. 

Underwriting Results Decline Modestly Despite Extraordinary Challenges
The economic challenges wrought by the pandemic as well as natural catastrophes resulted in a 
relatively modest deterioration in the DPSL composite’s net underwriting results in 2020, following 
a dramatic improvement in results in 2019 that was due to an increase in premium volume, 
favorable development on prior accident years’ losses, and a decline in losses from catastrophic 
events. The pure net loss ratio for the four leading lines of coverage all crept up by a few points. 
Catastrophe and weather-related losses hurt underwriting results for both the composite and the 
P/C industry from 2016 through 2018, and wildfires and convective storm losses had a similar effect 
on 2020 results. The drop in the volume of cars on US roadways due to stay-at-home orders led to 
more favorable results for commercial auto liability and auto physical damage coverages, but the 
benefit to the surplus lines was outweighed by the increase in property losses, as fire and allied 
lines coverage constitute a much larger share of the DPSL composite’s premium volume. 

The 8.5% growth in both NPW and net premiums earned (NPE) was outpaced by the 12.1% 
increase in incurred losses, which led to an increase in the composite’s underwriting loss 
of approximately $203 million, from $149 million in 2019. Despite the deterioration in net 
underwriting results, the composite still generated a net loss and loss adjustment expense (LAE) 
ratio of 71.0, which was a few points better than the 74.0 four-year average ratio generated from 
2015 to 2018, but fell short of the 68.8 loss and LAE ratio from 2019 when catastrophe losses were 
relatively benign, overall (Exhibit	11). The composite’s 70.8 net loss and LAE ratio of the past ten 
years was slightly better than the P/C industry’s 71.8. However, even with the higher loss ratio, the 
composite’s 2020 net combined ratio was static and was less than a full percentage point higher 
than the total P/C industry’s (Exhibit	12). Over the most recent ten-year period, the composite has 
generated a slightly worse net combined ratio, on average—100.9 versus 100.2 for the P/C industry. 
The heavy catastrophe losses of the past few years could have a greater impact on surplus lines 
profitability because of the nature of the property business written in the surplus lines market, 
including accounts with above average exposure to catastrophe losses.
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US DPSL Composite vs US P/C Industry – Net Loss and LAE Ratio, 
2010-2020

Source: AM Best data and research
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On an accident year basis (removing the benefit of prior year loss reserve development), the 
composite’s combined ratio deteriorated slightly, reflecting the challenges underwriters faced 
in 2020. The 1.6-point deterioration from 2019 to 2020 to 100.6 for the composite was minimal, 
albeit twice the 0.8-point increase in the P/C industry’s accident year reported combined ratio. 
The slight deterioration underscores the volatility associated with weather- or catastrophe-
exposed business and its impact on a portfolio of surplus lines risks, which include catastrophe 
risks that cannot find coverage in the standard market. The 2020 result for the composite ended 
two years of notable improvement in the accident year combined ratio, which had declined 7.2 
percentage points in 2019 and 5.6 percentage points in 2018. In comparison, the P/C industry 
accident year loss and LAE ratio increased by just under a full percentage point in 2020 after 
improving by approximately the same degree in 2019. 

The few years before the pandemic, firming rates for most commercial lines coverages and 
the outflow of the more complex specialty accounts from admitted to nonadmitted insurers 
had generated premium growth opportunities for the composite. The improvement in results 
was due, in part, to more adequate individual account pricing, in addition to more favorable 
contract terms for insurers. Solid risk selection, underwriting, and pricing fundamentals have 
long been the hallmark of DPSL insurers. 

The biggest difference in the combined ratios of the composite and the P/C industry lies in 
the underwriting expense ratios. Direct and net commission expense ratios for the surplus 
lines insurers are generally several percentage points higher than the P/C industry’s. The 
higher commission expense is due to the multi-layered distribution of surplus lines products, 
including expenses attributable to retail producers, wholesale brokers or managing general 
agents, and/or program managers.

Operating Results Reflect Market Resilience 
Despite the slight deterioration in the composite’s underwriting results, operating 
performance was favorable, although decidedly less favorable than in 2019. The overall P/C 
industry also generated lower pretax and operating profits in comparison to 2019 results, 
but the differences were less stark than for the DPSL composite (Exhibit	13). With sales 

70

75

80

85

90

95

100

105

110

115

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

C
om

bi
ne

d 
R

at
io

DPSL P/C Industry

Exhibit 12
US DPSL Composite vs US P/C Industry – Net Combined Ratio, 2010-
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and payrolls down because of quarantines, lockdowns and business closures, surplus lines 
insurer premium growth was due largely to a couple of key factors: (1) opportunities 
attributable to market dislocation that created lower supply for the market demand and (2) 
insurers maintaining discipline despite tumultuous economic conditions and achieving a 
greater degree of rate adequacy per risk. In some cases, renewal carriers looked to get out 
of the business or risk class entirely, providing surplus lines insurers the opportunity to 
underwrite and price the risks in accordance with their standards. 

Solid net investment income has been more than enough to offset the modest underwriting 
loss, which benefitted pretax and net operating results. Stock market volatility resulted in a 
drop in investment income for both the surplus lines and the P/C industry. The 10% drop in 
net investment income was the biggest contributor to the composite’s nearly 16% decline in 
pretax income, which was considerably larger than the 4.9% drop in the P/C industry’s pretax 
income. The 45% decline in the composite’s realized capital gains was the biggest factor in 
net income. The impact of the economic roller coaster in 2020 on the P/C industry was more 
muted, so its year-over-year drop in net income was in the low single digits. 

The balance sheets of the DPSL companies remain strong—a hallmark of the surplus lines 
companies in general. Policyholders’ surplus grew by 4.5% because of operating profitability 
and an almost $1.3 billion in contributed capital from parent companies. Impressively, the 
DPSL composite’s 2020 surplus gain was achieved despite the declaration of $2.4 billion in 
shareholder dividends to members’ parent companies.

Even in years with extensive weather-related and natural catastrophe claims, the impact on 
the surplus lines market—where coverage for property risks more exposed to these perils 
is often written—is generally tempered by the composite’s distribution, which is heavily 
weighted towards liability exposures. This weighting allows the rated surplus lines carriers 
to maintain solid risk-adjusted capitalization despite weather-related losses, even in years of 
extraordinary activity.

Exhibit 13
US DPSL Composite – 12-month Financial Indicators, 2019-2020
($ billions)

12 Months 
2019

12 Months 
2020

YoY % 
Change

12 Months 
2019

12 Months 
2020

YoY % 
Change

Net Premiums Written 15.1 16.7 10.6 643.1 659.1 2.5
Net Premiums Earned 14.3 15.8 10.3 631.0 646.1 2.4
Pure Losses Incurred 7.7 9.3 20.1 378.4 38.3 -89.9
Loss Adjustment Expense 2.1 1.9 -8.2 69.4 69.7 0.4
Losses & LAE 9.8 11.2 14.2 447.8 453.0 1.2
Underwriting Expenses 4.7 4.8 2.9 174.6 180.8 3.5
Policyholder Dividends 0.8 0.0 -96.0 5.3 7.9 50.4
Underwriting Income/Loss -0.1 -0.2 NM 3.3 5.3 58.9
Net Investment Income 1.8 1.6 -10.0 57.2 54.4 -4.9
Other Income/Loss -0.1 0.1 NM 1.2 1.1 -6.0
Pretax Operating Income 1.5 1.3 -15.7 61.7 59.9 -2.9
Realized Capital Gains/Losses 0.7 0.1 -84.2 11.3 10.9 -3.1
Federal Income Taxes 0.3 0.3 5.9 8.6 8.7 1.6
Net Income 2.0 1.1 -44.9 64.4 62.1 -3.5
NM = Not meaningful.
Source: AM Best data and research

DPSL Composite P/C Industry
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Lower Unrealized 
Gains Lead to Drop in 
Investment Returns
As Exhibit	14 shows, 
total investment returns, 
including net investment 
income and both realized 
and unrealized capital 
gains or losses, declined 
materially in 2020 for the 
DPSL composite and the 
broad P/C industry. The 
impact of the pandemic 
on the financial markets 
led to a $3.7 billion dip 
in total investment returns for the DPSL composite in the first quarter of 2020, resulting in a 
13.3% drop in surplus. Much of the decline was then reversed over the next nine months by 
the tremendous rebound in the equity market. Overall, the composite’s capitalization remains 
strong, in AM Best’s view. 

The composition of invested assets has been relatively stable for both the DPSL composite and the 
P/C industry. P/C insurers have maintained historically conservative investment strategies while 
remaining open to exploring alternatives in their quest for yield. Common stock leverage (common 
stocks/policyholders’ surplus) dropped substantially early owing to the pandemic and ended the 
year down from 2019. Common stock leverage for the broad industry had leveled out by year’s end. 

The DPSL composite’s 2020 returns were more in line with five- and ten-year average returns, a 
year after substantial realized and unrealized gains led to outsized returns on both revenue and 
equity (policyholders’ surplus). The elevated returns, driven by the extraordinary unrealized 
gains in 2019, easily surpassed the five-year average returns on both revenue and equity. 

Loss Reserve Development Trends Remain Favorable
Development of prior accident year loss reserves for the DPSL composite was again favorable 
in 2020, although the magnitude of the reserve redundancy declined for a second year. The 
lead coverage by reserves, Other Liability (Occurrence), generated the most unfavorable 
development, tempering the overall favorable reserve development position for the composite. 
Prior year reserves for the commercial auto liability and medical professional liability (Claims-
Made) business also needed to be strengthened in 2020 as well. For the P/C industry, overall 
prior year reserve development has trended a little less favorably the past few years, reflecting 
a diminishing reserve cushion. The P/C industry’s reserves reflected 1.1 points of favorable 
development in 2020, compared to 1.5 points in 2019 and 2.4 points in 2018. Nevertheless, 
prior year reserves for only a few lines of coverage—in particular, commercial auto liability 
and commercial multiple peril—needed strengthening. 

The level of favorable prior year loss reserve development has been diminishing slowly for 
both the DPSL composite and the P/C industry. Companies may not be able to count on the 
benefits of prior year reserve redundancies augmenting their calendar year results for much 
longer. Historically, the impact of favorable prior year development on current calendar year 
underwriting results has varied by line but, in the aggregate, the P/C industry has benefitted 
from favorable development for some time. 

Exhibit 14

($ millions)

2019 2020
YoY % 

Change 2019 2020
YoY % 

Change
Net Investment Income 1,788 1,566 -12.4 57,196 54,398 -4.9
Realized Capital Gains/Losses 697 111 -84.1 11,254 10,936 -2.8
Net Investment Gain/Loss 2,485 1,677 -32.5 68,450 65,334 -4.6
Unrealized Capital Gains/Losses 3,110 1,087 -65.0 86,713 40,358 -53.5
Total Investment Return 5,594 2,764 -50.6 155,163 105,692 -31.9
Source: AM Best data and research

DPSL Total P/C Industry

US DPSL Composite vs PC Industry – Investment 
Performance, 2019-2020
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Net Earnings and Unrealized Gains Boost Balance Sheet Strength 
Net premium for the P/C industry and the DPSL composite alike has risen the past few 
calendar years owing largely to growth in direct premiums—and to a slightly lesser extent, 
assumed premiums written—and the initial impact of the Tax Cuts and Jobs Act of 2017. 
The TCJA act led to changes in many intra-company reinsurance agreements, as companies 
brought back onshore premium they had ceded to offshore affiliates. Because of the increase 
in premium retention, particularly by companies with offshore affiliates, net premium written 
growth for the DPSL composite has outpaced the P/C industry’s each of the past three years 
(Exhibit	15). 

Direct premium volume, which is not affected by reinsurance or pooling agreements, 
provides a more accurate measure of market growth. The composite has grown its direct 
premium volume by 56% over the past five years, much of it driven by the double-digit 
growth in each of the past three years. In contrast, DPW growth for the broad P/C industry 
has been more modest, 23% over the past five years and in the low to mid-single digits in 
more recent years.

Over the past decade, following the Great Recession, the DPSL composite generated 
noteworthy, double-digit pretax returns on NPE. As Exhibit	16	shows, however, returns 
have been more modest the past five years and basically in line with those of the P/C 
industry. Although operating earnings lagged in 2020 because of lower underwriting 
and net investment income, the DPSL still generated returns in line with the industry’s. 
During the past ten years, the DPSL composite’s return on equity (ROE) has been either 
modestly higher or modestly lower than the P/C industry’s aggregate returns, often 
reflecting differences in unrealized gains and, to some extent, stockholder dividends 
(Exhibit	17). 

Dividend payouts have been significant, approximately $8.5 billion over the past five years, 
although companies appear to be managing dividends responsibly—the DPSL composite 
maintains sufficient policyholders’ surplus to support its business risks. Dividend declarations 
have generally reflected companies’ overall net profitability, with payouts rising in years 
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US DPSL Composite vs P/C Industry – NPW Growth, 1974-2020

Source: AM Best data and research
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of higher profits, as in 2018 and 2019, for both the composite and the overall industry 
(Exhibit	18). 

The DPSL’s net underwriting leverage ratios have historically been slightly below the P/C 
industry’s, while ceded premium leverage has generally been a little higher than the total 
industry’s. Judicious use of reinsurance to mitigate exposures is a sign of prudent capital 
management, a hallmark of the surplus lines insurers. Disciplined expansion of reinsurance 
to expediently seize strategic market growth opportunities can help companies remain 
competitive. Surplus lines insurers use such strategies during periods when opportunities to 
organically grow portfolios are present, as was the case in 2020, despite the complications 
and market tumult created by the pandemic. 
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US DPSL Composite vs P/C Industry – Pretax Returns on Revenue (Net 
Premiums Earned), 2010-2020

Source: AM Best data and research
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Ratings 
Distribution
As Exhibit	19 
shows, DPSL 
insurers have a 
higher proportion 
of issuer credit 
ratings (ICRs) in 
the “Exceptional,” 
“Superior,” 
“Excellent,” and 
“Good” categories 
than the overall 
P/C industry. As 
of July 30, 2021, 
100% of the ratings 
on the AM Best-
rated DPSL rating 
units were in these 
categories, compared to 97.0% for 
the P/C industry.

The percentage of DPSL insurers 
in the top-tier rating categories of 
Excellent to Exceptional remains 
very high—80 out of 83 rating 
units, or 96%. Over the past several 
years, the number of DPSL rating 
units has declined, owing primarily 
to intragroup consolidations and 
M&A. In some cases, the use of 
new quota-share reinsurance or 
reinsurance pooling agreements 
resulted in multiple rating units 
merging into single rating units. 

For the P/C industry overall, 
the number of rating units in 
the Excellent to Exceptional 
categories remains very good at 
78.1%, in line with the percentage 
from mid-year 2020. The DPSL 
composite’s rating median 
remains higher, having risen in 
recent years to “a+,” compared 
to the median ICR of “a-” for the 
P/C industry’s. None of the DPSL 
insurers have ratings lower than “bbb,”  
while 65 P/C rating units have ICRs of “bbb” or lower.

Exhibit 18

($ billions)

2019 2020
YoY % 

Change 2019 2020
YoY % 

Change
Policyholders' Surplus at Prior Year End 24.2 27.3 12.8 780.1 887.4 13.8
Net Income 2.0 1.1 -45.2 64.4 62.1 -3.6
Unrealized Capital Gains/Losses 3.1 1.1 -65.0 86.7 40.4 -53.5
Contributed Capital 0.3 1.3 322.0 -1.2 9.9 -904.6
Stockholder Dividends -2.2 -2.4 11.6 -35.7 -46.4 29.9
Other Changes -0.1 0.2 NM -6.9 0.7 NM
Ending Policyholders' Surplus 27.3 28.5 4.5 887.4 952.6 7.4
Change in PHS from Prior Year End ($) 3.1 1.2 -60.3 107.3 65.3 -39.2
After Tax Return on Surplus (ROE) (%) 19.8 7.8 -60.6 18.1 11.1 -38.7
NM = Not meaningful.
Note: Figures may not add due to rounding.
Source: AM Best data and research

DPSL Total P/C Industry

US DPSL Composite vs P/C Industry – Investment 
Performance, 2019-2020

Exhibit 19

Category Rating Level
Rating 

Units %
Rating 

Units %
aaa 1 1.2 3 0.4

Subtotal 1 1.2 3 0.4
aa+ 7 8.4 18 2.4
aa 7 8.4 17 2.2
aa- 15 18.1 40 5.2

Subtotal 29 34.9 75 9.8
a+ 13 15.7 99 13.0
a 21 25.3 179 23.5
a- 16 19.3 240 31.5

Subtotal 50 60.2 518 67.9
bbb+ 2 2.4 55 7.2
bbb 1 1.2 47 6.2
bbb- 0 0.0 42 5.5

Subtotal 3 3.6 144 18.9
Fair bb+, bb, bb- 0 0.0 16 2.1

Marginal b+, b, b- 0 0.0 5 0.7
Weak/Very Weak ccc+, ccc ,ccc-, cc 0 0.0 2 0.3

Poor c 0 0.0 0 0.0
Subtotal 0 0.0 23 3.0

Total Issuer Credit Ratings 83 100.0 763 100.0
Domestic Professional Surplus Lines ratings are as of August 8, 2019. Total industry ratings 
distribution data, which comes from the Preface of the 2020 Key Rating Guide, is as of June 
11, 2020.
Source: AM Best data and research

Good

US DPSL vs. P/C Industry – AM Best Ratings by 
Rating Unit

DPSL P/C Industry

Exceptional

Superior
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Section III – Regulation and Legislation
Like most legislative and regulatory activity during the COVID-19 pandemic, surplus lines-
specific actions were limited, as the states and federal government continued to focus on 
economic stimulation and address specific actions of the utmost priority for the various 
business sectors. Below, we discuss some of the state and federal issues that appear to be the 
most germane to the surplus lines industry. We expect legislative and regulatory activities 
related to insurance, including surplus lines insurance, to resume pre-pandemic activity during 
the 2022 state legislative session and the remainder of the 117th Congressional Session. 

National Association of Registered Agents and Brokers
The National Association of Registered Agents and Brokers (NARAB) was chartered in January 
2015 and was designed to act as a national clearinghouse, allowing insurance producers to 
sell, solicit, or negotiate in states other than their resident state. The legislation directed the 
president, with the advice and consent of the US Senate, to appoint 13 board members (eight 
regulators and five industry members) 90 days after January 12, 2015. Unfortunately, the 
NARAB board of directors has yet to be appointed. 

NARAB is considered critical to more uniform and efficient industry (including surplus lines 
brokers) licensing on a national level, because it simplifies and streamlines how insurance 
agents and brokers operate on a nonresident basis, while each state maintains its authority over 
them. It eliminates burdensome multi-state requirements without eroding regulatory authority 
or consumer protection. However, developing the system and national rules and implementing 
the underlying law requires a board of directors. The law was passed nearly six years ago, and 
WSIA believes there is an urgent need for NARAB to become operational.

Not all states accept resident surplus lines licenses from other states for a nonresident 
license in their own state. Obtaining nonresident surplus lines licenses in Florida by insurers 
domiciled in New York, and vice versa, has been particularly difficult, because the licenses are 
not considered reciprocal. An operational NARAB would be able to address this issue.

In 2019, a group of 61 members of Congress asked then-President Donald J. Trump for a 
status update on NARAB and urged the administration to send nominees’ names to the Senate 
Banking Committee for approval. There has not yet been any movement on this matter since 
Congress asked for a status update; however, industry trade associations and state regulators 
continue to request considerations of nominations and for quick action.

National Flood Insurance Program
The NFIP will expire on September 30 unless Congress agrees to reauthorize the program. 
Since September 2017, the program has received 17 short-term extensions without reform or 
long-term reauthorization. Over the past several months, discussions in both chambers are 
focused on how to modernize and reform the NFIP and encourage more Americans to procure 
flood insurance, as well as looking at a long-term reauthorization of the program. The House 
has passed several measures the past few years but the Senate remains deadlocked on how best 
to accomplish the goals. Among the reforms under consideration—reforms viewed favorably 
by the WSIA—are a grandfather clause for continuous coverage, as filed in H.R. 4699 by Rep. 
Kathy Castor and Rep. Blaine Luetkemeyer. An additional provision from prior congressional 
sessions is allowing an insured to leave the NFIP mid-term for the private market and receive 
a return of premium. Although a separate bill has not been filed, this reform is expected to be 
part of a broader package with additional revisions and a long-term extension. 
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In April 2021, the Federal Emergency Management Administration (FEMA) announced that it 
was updating the program’s risk rating methodology. The new price-setting method for flood 
coverage will mark a significant shift in the NFIP. In conjunction with the new methodology, 
new premiums will be based on a property’s value and risk of flooding, among other factors, as 
opposed to the relatively static measurement of a property’s elevation in a flood zone. FEMA plans 
to take advantage of years of investment in flood hazard information to determine premiums. By 
incorporating private-sector data, catastrophe models, and evolving actuarial science rather than 
simply flood zones, premiums are expected to be more reflective of actual insurance risk. 

The new price-setting plan, called Risk Rating 2.0, will take effect on October 1, 2021. Also 
beginning on that date, existing policyholders eligible for renewal will be able to take advantage 
of immediate decreases in their premiums. All remaining policies renewing on or after April 
1, 2022, will be subject to the new rating methodology. Many policyholders with lower-valued 
homes may be paying more than their share of the risk under the established rating system, 
while policyholders with higher-valued homes may be paying less than their share of the risk. 
Because Risk Rating 2.0 takes rebuilding costs into account, FEMA believes it can equitably 
distribute premiums across all policyholders based on home value and a property’s unique flood 
risk. The existing rules forbidding rate increases of more than 18% per year will remain in effect. 
However, lawmakers in a number of states with coastal residents are trying to delay the new 
rating plan from taking effect as part of a renewed effort to overhaul the NFIP.

The Senate held a hearing in June with the director of FEMA to discuss how the Risk Rating 2.0 
changes will impact NFIP rates, but discussions about reauthorizing the NFIP did not come to a 
consensus. The NFIP may very well receive its 18th short-term extension in September to marry-
up the program reform discussions with the government’s budget debate. The significant losses in 
multiple states from Hurricane Ida should further pressure the government to renew the program. 

Private Flood Insurance
The Flood Insurance Market Parity and Modernization Act of 2017 (H.R. 1422/S. 563) was a 
bipartisan bill that would have clarified that individuals who buy private flood insurance should 
receive the same treatment as those who purchase it through the National Flood Insurance 
Program if they’re trying to obtain federally backed mortgages that require flood insurance. The 
act required that lenders accept a plan that satisfies both the statutory definition of private flood 
insurance (in lieu of a standard flood insurance policy) and the mandatory purchase requirement. 

The bill defined a private flood insurance policy as one that meets specific criteria, and 
lenders would have to accept any policy meeting all the private flood conditions. Many in the 
surplus lines industry believe the underlying language of the federal definition of private flood 
insurance needs to be corrected to reflect the same language used as part of the Nonadmitted 
and Reinsurance Reform Act of 2010 (NRRA). However, the industry has been pleased with 
the impact of the federal banking agencies’ Final Rule for Loans in Areas Having Special Flood 
Hazards, which became effective on July 1, 2019. The rule provided some of the clarification the 
bill sought and has improved lenders’ comfort with accepting private flood insurance policies, 
including surplus lines, to meet the mandatory coverage requirement. The final legislative 
reforms needed from the bill are to the terminology associated with surplus lines insurance and 
the addition of a continuous coverage provision. 

Expansion of the private flood market has led to the availability of more flood coverage options 
than were previously available. The risk modeling systems used by the private flood market 
have differed greatly from that of the NFIP, and the NFIP’s switch to Risk Rating 2.0 would 
minimize some of the differences. The private market can set coverage limits that are more 
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robust than the NFIP’s limits of $250,000 for a residential building, $100,000 for contents in a 
residential building, and $500,000 for each nonresidential (commercial) building and $500,000 
for contents in each nonresidential building. Private insurers also offer a shorter waiting period, 
of 10 or 14 days, before coverage can go into effect, in contrast with 30 days for NFIP policies.

Growing competition in the private flood insurance market should ultimately benefit the 
consumer, by forcing competitors to take necessary steps to differentiate themselves, enhance 
their underwriting techniques, and incorporate new methodologies to improve precision. The 
more companies enhance their product quality, the more attractive their policies will be to 
those in need of the coverage.

The take-up rate for flood coverage is still too low, although the $729 million in private flood 
coverage written in 2020 was the highest to date. Greater competition in the private market 
may help in this regard. The $729 million DPW for private flood coverage in 2020 represented 
a 26.5% increase over the $577 million written in 2019. Premium had declined sharply in 2019 
from $702 million in 2018, but the decline was the result of the decision by the leading private 
flood underwriter, FM Global, to re-classify its private flood premium as allied lines coverage. 
Regardless, the 2020 increase represents significant growth in the private flood market. 

Based on the aggregation of NAIC statement data, federal (NFIP) flood total DPW also 
increased in 2020, to $3.05 billion from $2.97 billion, up only 2.5%, compared to an increase 
of 4.3% from 2018 to 2019. NFIP DPW, in general, has been fairly steady over the past few 
years, fluctuating annually from approximately $2.8 billion to a little over $3.0 billion. If the 
2020 increase for private flood coverage becomes a trend, it will most likely be spurred by 
the states most insured by the NFIP—Florida, Texas, and the Carolinas. Meaningful progress 
in the private market will require greater clarity about what’s covered, along with further 
development of coverage for loss of use and business interruption. Better evaluation of 
insurance to value will also be key to meeting the needs of personal and commercial insureds 
more adequately. Surplus lines insurers with an appetite to provide the coverage will be able to 
take advantage of the market opportunities.

Cannabis-Related Legislation
As of mid-year 2021, 36 states had passed laws allowing medical use of cannabis products, 
while 18 states had passed laws allowing adult use of regulated cannabis. With legalization in 
states expanding, Congress continues to consider actions to address cannabis activity. State 
and federal laws conflict, a situation that the states—and an ample percentage of the general 
public—are anxious to resolve. There is a significant need for insurance coverage products 
protecting the legal activities associated with the business of cannabis growing, cultivation, 
distribution, etc. With that in mind, insurance commissioners and the NAIC continue to work 
to address these conflicts to improve insurers’ comfort operating in this market.

Congress is considering legislation to remove major obstacles that have left many insurers on 
the outside of this market. The consensus is that the cannabis market will continue to grow 
rapidly, spawning significant business opportunities, which will increase the need for more 
robust insurance coverage solutions. Because cannabis remains listed as a Schedule I controlled 
substance, demand for insurance and reinsurance coverage across various stages of production 
and distribution remains unmet. The legal barriers that limit the insurance products available 
to the cannabis marketplace are the sector’s most significant impediment.

In March 2021, the Secure and Fair Enforcement (SAFE) Banking Act and the related Clarifying 
Law Around Insurance of Marijuana (CLAIM) Act were reintroduced in both chambers of 
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Congress, and on April 19, the House passed the SAFE Banking Act of 2021 (H.R. 1996). 
However, the Senate’s version of the bill, S. 910, has stalled. H.R. 1996, similar to a previous 
bill passed in the House, provides that the proceeds of transactions with cannabis-related 
legitimate businesses (CLBs) and their service providers would no longer be considered 
as arising from an unlawful transaction. Further, these transactions would no longer be 
considered money laundering, nor would the assets be subject to forfeiture. 

The SAFE Banking Act prohibits federal banking regulators from taking the following actions:

•	 Terminating or limiting deposit or share insurance, or taking any adverse action against a 
“depository institution,” solely because the institution provides or has provided “financial 
services” to CLBs or service providers of a CLB

•	 Prohibiting, penalizing, or discouraging a depository institution from providing financial 
services to a CLB or service provider

•	 Recommending, incentivizing, or encouraging depository institutions to not offer financial 
services to an account holder because of the account holder’s connection to a CLB

•	 Taking any adverse or corrective supervisory action on a loan made to a CLB or service 
provider (or its employees, owners, and operations), or to the owner or operator of real 
estate leased to a CLB or service provider

The bill also provides protection for businesses that provide financial services for, or in 
association with, depository institutions, which would be allowed to facilitate payments for a 
CLB or service provider. The legislation would authorize insurance companies to underwrite 
for CLBs and their service providers. Discussions and negotiations to move the bill forward in 
the Senate continue, but no actions have been taken as of this writing.

The CLAIM act, which is expected to be taken up by the Senate when it considers the SAFE 
Act, would allow insurers to cover cannabis-related businesses in states where the federally 
banned drug is legal without fear of prosecution under federal law and would protect 
insurance companies from penalties or other adverse actions. If the act becomes law, providers 
currently on the sidelines may opt to fully enter the cannabis market. Gaining the necessary 
depth of knowledge about the evolving cannabis market will still take time for larger insurers, 
which generally must navigate more layers to implement changes than more agile, smaller 
insurers. Surplus lines carriers that have already provided coverage for cannabis businesses 
will have a competitive advantage over insurers, in particular admitted, that have been slow to 
provide the coverage before these legislative and regulatory fixes, which will need lead time 
for full-scale cannabis underwriting operations.

National Infrastructure Investment Legislation
At the start of the second half of 2021, Congress was still working on a mass infrastructure 
proposal. A bipartisan measure has been reached and is working its way through the 
negotiation process, with senators from both parties spearheading the efforts. Senate 
Republicans have reached agreement with Democrats on some of the major, outstanding issues 
and are ready to push forward for a vote. 

The bill being discussed is a $1 trillion dollar proposal that is focused more on traditional 
infrastructure (e.g., roads, bridges, etc.) than the legislation discussed earlier, which included 
a wide range of issues. The most serious roadblocks may have been over how much would 
be spent on public transit and water infrastructure, and whether the new spending on roads, 
bridges, broadband, and other projects would be required to meet federal wage requirements 
for workers. Lawmakers have also been at odds over drawing on COVID-19 funds to help pay 
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for it, and some Democrats reportedly believe the current measure falls well short of meeting 
the standard of the infrastructure legislation they were hoping to pass.

Cyber Security Concerns
Cyber security remains a focus in state legislatures, as many propose measures to address 
cyber threats directed at governments and private businesses. The COVID-19 pandemic caused 
tremendous economic upheaval as well as disruptions and major shifts in the way government 
and businesses have operated the past year. Cyber security risks increased, as businesses faced 
the sudden need to move to a remote work environment that, at least initially, had fewer and 
less robust security measures in place. 

Cyber criminals were able to take advantage of these conditions and of fears related to the 
coronavirus; as a result, the number of cyber attacks escalated to new heights. Corporations 
rushed to provide remote access to employees, but in doing so may have compromised 
their cyber safety protocols. Alert hackers and cyber criminals pounced on systemic 
vulnerabilities in software, essentially making 2020 the year of ransomware. This trend has 
worsened in 2021, as exemplified by the attacks on SolarWinds, Microsoft Exchange, the 
Colonial Pipeline, and many more. These cyber attacks, which breached many company and 
federal and state government systems, have helped to keep cyber security a priority for many 
state lawmakers.

According to the National Council of State Legislatures, thus far in 2021, at least 45 states 
and Puerto Rico have introduced or considered more than 250 bills or resolutions that deal 
significantly with cyber security. Some of the issues receiving the most legislative attention 
include the following: 

Requiring government agencies to implement cyber security training, to set up and follow 
formal security policies, establish standards and practices, and to both plan for and test how to 
respond to a security incident

•	 Regulating cyber security in the insurance industry or addressing cyber security insurance
•	 Creating task forces, councils or commissions to study or advise on cyber security issues
•	 Supporting programs or incentives for cyber security training and education

In the United States, unlike the European Union, there is no single federal law that regulates 
information security. Companies must therefore comply with a plethora of laws that are 
indirectly related to cyber security. Cyber security was not originally contemplated or included 
when these laws were initially written, but many of them have been updated to address 
cyber security. Many regulatory agencies have also released guidance that clarifies how cyber 
security standards are applicable under these laws.

Cyber insurance has clearly become a significant issue for insurers. Surplus lines 
companies, including US-domiciled companies as well as regulated alien insurers, have 
been producing more cyber premiums for several years. Cyber has transformed from a 
diversifying, secondary line and another endorsement on a policy, to a primary component 
of a corporation’s risk management and insurance purchasing decisions. Admitted and 
surplus lines insurers alike will need to reassess all aspects of their cyber risk, including 
their appetite, risk controls, modeling, stress testing, and pricing, to minimize the potential 
damage that significant cyber losses could cause to their balance sheets and viability as well-
capitalized, going concerns. 
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Environmental, Social and Governance
Regulators, investors, rating agencies and insurers worldwide have been increasingly 
focused on environmental, social and governance (ESG) concerns in recent years, although 
these issues have long been of interest to insurance market participants, as legislators and 
regulators sharpen their scrutiny of insurer sustainability practices. Investor pressure is also 
helping to drive insurance companies, particularly global reinsurers, toward enhancing their 
ESG awareness. Insurance companies that perform better on ESG issues can increase their 
shareholder value through proper management of these risks, enhance their brand, and 
contribute to the preservation of the environment. 

The Biden Administration is championing and promoting ESG-related policies, as evidenced 
by the president’s May 2021 Executive Order on Climate-Related Financial Risk to “advance 
consistent, clear, intelligible, comparable, and accurate disclosure of climate-related financial 
risk.” Over the past several years, states such as California and New York in particular have 
increased their regulatory focus on ESG. Given the current regulatory climate, regulatory 
headwinds will necessitate that insurers strive to stay at least one step ahead, from a 
competitive perspective as well. 

Regardless of whether everyone believes that global warming is a clear and present danger, 
the reality of losses from more frequent and severe California wildfires or hurricane-induced 
flooding in the US has led to a ubiquity of environmental challenges in daily newscasts. These 
exposures are serving as tailwinds for insurers seeking to further incorporate environmental 
considerations in their operating and investing strategies.

AM Best believes that the insurance industry plays an important role in supporting sustainable 
economic and social development and that ESG elements play an important role in an 
insurance company’s financial strength. Management of ESG efforts will also strengthen the 
insurance industry’s contribution to building a resilient, inclusive, and sustainable society. 

Business Interruption Legislation
In response to pandemic-mandated business closures, state legislatures introduced proposals 
that would force insurers to retroactively pay for business interruption (BI) losses incurred, 
although no state has yet passed such a mandate. BI coverage is generally purchased as part of 
a business property insurance policy, for an additional premium. It helps businesses protect 
against monetary losses due to periods of suspended operations or closures when a covered 
event, such as a fire, occurs and causes physical property damage. 

At the onset of the pandemic in March 2020, legislatures drafted bills that would require 
insurers to pay for coverage that was never sold. Both AM Best and WSIA believe any such 
legislation would have far-reaching, significant negative impacts on all consumers and 
businesses. In effect, under these bills, policies would effectively be rewritten to include 
coverage for business interruption during the declared states of emergency due to the 
pandemic. The bills would also mandate insurance policy interpretation in favor of paying BI 
losses irrespective of the policy language, providing coverage that was not intended when the 
policies were underwritten and priced. Ultimately, none of the 2020 legislative efforts in this 
regard prevailed. 

Nevertheless, since the beginning of the 2021 state legislative sessions, some of these bills 
have been refiled, and a few states are filing new bills. Some states are proposing to create 
their own pandemic risk/COVID-19 relief funds unrelated to insurance. Retroactive business 
interruption proposals are liable to be a significant issue throughout this year’s legislative 
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sessions. There is little, if any, support for these bills among insurance industry participants 
or insurance regulators. So far in 2021, 11 states still have pending legislation addressing 
BI insurance policies. AM Best and WSIA will be closely monitoring how these legislative 
debates play out.

Selected State-Specific Surplus Lines Legislation
Critical state legislation that WSIA has worked on and tracked during the recent legislative 
sessions is highlighted below. 

Florida
SB 1598 requires standard disclosure language for all surplus lines policies informing insureds 
that the policy is not protected by the guaranty association. Previously, the notice was required 
for only commercial policyholders. The bill also requires that surplus lines policies comply 
with established property claims investigation and communication requirements. Previous 
versions of the bill would have prohibited foreign venue clauses requiring that dispute 
resolution through litigation, arbitration, or mediation be conducted outside of Florida on 
personal residential property insurance policies located inside Florida. Those provisions failed 
to gain support and were removed from the final bill. The bill was signed into law and the 
relevant provisions for surplus lines policies take effect on January 1, 2022.

HB 1209 permits an agent to export a contract or an endorsement providing flood coverage to 
an eligible surplus lines insurer without diligent effort. Florida previously had a diligent search 
exemption for residential flood insurance but it expired on July 1, 2019. The new exemption 
does not contain an expiration date. HB 1209 became effective on July 1, 2021.

SB 76 requires a ten-day notice of intent before an insured can bring a lawsuit and provides 
that attorney fees will be awarded using a statutory formula based on the difference between 
the amount obtained and the pre-suit settlement offer. Both provisions are applicable to 
surplus lines policies and became effective on July 1, 2021.

Hawaii
SB 1098 changes the penalties for reinstating a surplus lines license from 50% of the required 
fees to double the required fees and from 24 months of the inactivation date to 12 months of 
the inactivation date. The bill takes effect January 1, 2022.

SB 1096 requires that tax filings be filled electronically through OPTins or through an 
alternative program approved by the Insurance Commissioner. The bill effectively codifies 
the requirements already outlined in a 2020 memorandum. The bill became effective June 29, 
2021.

Illinois
SB 1753 was sponsored by the Surplus Line Association of Illinois and makes several significant 
changes to surplus lines law. Most notably, the bill eliminates “diligent effort” for commercial 
wholesale transactions if the risk was referred to the surplus lines producer by an Illinois-
licensed insurance producer that is not affiliated with the surplus lines producer. It would also 
allow diligent search to be conducted on master and program policies rather than individually 
for each insured or contract. Furthermore, the bill permits the director to waive penalties 
if the surplus lines producer incorrectly determined that Illinois was not the home state of 
the insured but made a good faith effort to determine and document the home state of the 
insured. It also changes the Fire Marshal tax due date to February 1, to align with the due date 
for surplus line tax. The initial version of the bill would have eliminated zero premium tax 



Market Segment Report US Surplus Lines

Page 32

statements and the penalties associated with zero premium tax filings, but that provision was 
removed before passage. The bill will take effect January 1, 2022.

HB 2739 would exempt the placement of private flood insurance with the surplus lines market 
from the diligent search but it is not expected to pass in 2021 session.

Iowa
HF 583 permits placement of flood insurance with the surplus lines market without 
conducting a diligent search of the admitted market. The commissioner retains the authority 
to certify by bulletin or order that the admitted private flood insurance market is adequate 
and to reinstate diligent search requirements. Additionally, insureds must be notified that if 
they discontinue flood insurance under the national flood insurance program and later want 
to reinstate coverage under the program, they may be charged the full-risk rate and no longer 
qualify for a subsidized rate under the national flood insurance program. The bill was signed 
into law and became effective July 1, 2021.

Louisiana
HB 566 diverts a portion of revenue derived from the surplus lines premium tax from the state 
general fund to the state Fire Marshal and Fire Insurance Fund. The bill was signed into law 
and became effective July 2, 2021.

HB 492 eliminates the ten-year statute of limitations for an action against a person for sexual 
abuse of a minor or for physical abuse of a minor resulting in permanent (a) impairment or (b) 
physical injury or scarring. The bill was signed into law and took effect June 14, 2021.

HB 577 provides for notification and regulatory requirements related to private residential 
flood insurance but specifically exempts commercial insurance and surplus lines insurance. 
The bill was signed into law and takes effect January 1, 2022.

The Louisiana Department of Insurance issued Bulletin 2021-03 on February 26, addressed to 
all authorized property and casualty insurers and all surplus lines insurers regarding good faith 
claims settlement practices and policyholder service obligations. The bulletin reminds insurers 
that they must expeditiously comply with policyholder requests for copies of their policy and 
encourages insurers to act reasonably in enforcing their proof of loss requirements.

Minnesota
HF 991 is a comprehensive tax bill that initially would have amended the tax rate for direct 
procurement from a nonadmitted insurer from 2% to 3%, commensurate with the tax rate for 
procurement through a surplus lines broker. This has been unsuccessfully proposed a number 
of times already. The bill was ultimately amended to remove the direct procurement tax 
increase but is not expected to pass.

SF 972 would increase the fee for annual renewal of a surplus lines license from $300 to $400. 
The provision has passed both houses, but other parts of the bill are still under negotiation and 
the legislation is pending.

Mississippi
SB 2337 would have authorized the Commissioner of Insurance to transfer funds from the 
Surplus Lines Association to the state general fund if those funds exceed the costs of the 
association’s operations. The bill passed the Senate but died in the House Insurance Committee.
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Missouri
SB 6 includes regulatory requirements for group insurance policies and master policies. Initial 
versions of the bill required that master policies be written by an insurer licensed in Missouri. 
WSIA worked with the Missouri Insurance Coalition to amend the bill to allow nonadmitted 
insurers to continue writing master policies. The bill was signed into law and takes effect on 
January 1, 2022.

Montana
HB 63 makes technical change to the surplus lines insurers’ eligibility statute, renaming the 
NAIC “Non-Admitted Insurers Quarterly Listing” to “Quarterly Listing of Alien Insurers.” The 
bill was signed into law and took effect July 1, 2021.

Nevada
AB 45 clarifies the definition of “renewal date” for renewing several licenses, including a 
surplus lines license. A renewal date is defined as the last day of the month three years after 
the month in which the commissioner originally issued or renewed the license. The bill was 
signed into law and takes effect October 1, 2021.

New York
S 498 and A 5241 permit nonadmitted insurance to be placed by licensed excess line brokers 
without the diligent effort requirement, if the business was referred by an unaffiliated retail 
agent. The bills also simplify excess line insurance placement affidavit requirements. S 498 has 
passed the full Senate. A 5241 was amended to retain only the affidavit simplification language 
but has never been put on the agenda. If passed, the bill would take effect immediately.

Under A 157 and S 714, producers would no longer be required to obtain a declination from the 
Medical Malpractice Insurance Association (MIAA) prior to seeking medical professional liability 
insurance in the nonadmitted market. S 714 passed the Senate on February 10 and has been 
referred to the Assembly Insurance Committee. If passed, the bill would take effect immediately.

S 7052 would enact the Comprehensive Insurance Disclosure Act to require that all parties provide 
notice and proof of the existence and contents of any insurance agreement, including excess lines 
insurance agreements, under which any person or entity may be liable to satisfy part or all of a 
judgment within 60 days of serving an answer in an action. The bill has passed both houses and, if 
signed, would take effect immediately.

The Excess Line Association of New York issued Bulletin No. 2021-13 on June 8 indicating that, 
effective January 1, 2022, all E&S insurers writing business in New York will be required to maintain 
a minimum policyholders surplus of $48 million, up from $47 million effective January 1, 2019.

Oklahoma
SB 66 exempts school districts from surplus lines tax. The bill was signed into law and takes 
effect November 1, 2021.

SB 887 removes the 60-day buffer before late surplus lines filings are subject to a civil penalty 
of $25 per day of delinquency and specifies that the penalty may be applied per policy. The bill 
was signed on May 12, 2021 and took effect immediately.

SB 1035 eliminated references to “approved surplus lines insurers” for the purpose of 
permitting the placement of nonadmitted business by purchasing groups. The bill was signed 
into law and takes effect November 1, 2021.
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Rhode Island
HB 5779 would eliminate the surplus lines license bond requirement; permit any producer 
license to serve as the underlying license before a broker can obtain a surplus lines license; 
and adds fiduciary liability, employment practices liability, kidnap and ransom, management 
liability and equipment breakdown risks to the Commercial Special Risks statute, exempting 
these admitted risks from rate and form filing requirements. The House passed the bill on June 
17 and awaits action in the Senate. The bill would take effect upon signature of the governor.

South Carolina
S 432 would give a liability insurer that owes a duty to defend an insured, and that defends the 
insured against a claim, suit, or other action, the right of contribution for defense costs against 
any other liability insurer owing a duty to defend the insured against the same claim, suit, or 
other action, provided that contributions are not sought from any liability insurer for defense 
costs incurred before the liability insurer receives notice of the claim, suit, or other action. The 
bill would be applicable to all liability policies issued in South Carolina, including those issued 
by surplus lines insurers. The bill passed the Senate in May but did not pass the House before 
the legislature adjourned on May 14; however, the bill is still alive for the 2022 session. 

Texas
SB 1367 exempts several admitted lines of insurance from rate and form filing. A revised 
version of the bill also exempts the relevant lines of nonadmitted insurance from diligent 
search requirements. The exempted lines may be found in Sections 3 and 6 of the bill. The bill 
was signed by the governor and takes effect on September 1, 2021.

HB 3433 prohibits any insurer, including surplus lines insurers, from refusing to insure or 
from charging a different rate based on an individual’s political affiliation or expression. A 
substitute bill created an exception to the prohibition if the refusal, limitation, or charge is 
based on sound underwriting or actuarial principles reasonably related to actual or anticipated 
loss experience or is required or authorized by law or a regulatory mandate. For property 
and casualty policies, the provision must be enforced by a cease and desist order from the 
commissioner. The bill was signed by the governor and takes effect on September 1, 2021.

HB 3769 would require disclosure on all policies of occupational insurance, including 
surplus lines policies, offered by employers who elect to not provide workers’ compensation 
insurance. The bill was signed by the governor and takes effect September 1, 2021.

Washington
SB 5315 provides a framework for captive insurers issuing policies on Washington state risks. 
The bill requires that captives operating in Washington register with the commissioner’s office, 
pay a $2,500 registration fee, and pay an annual 2% premium tax rate on insurance premiums. 
The new law became effective on May 12, 2021.

Wyoming
HB 92 makes a technical change to the required surplus lines contract disclosure, changing 
“Wyoming Life and Health Guarantee Association” to “Wyoming Life and Health Insurance 
Guaranty Association.” The law took effect July 1, 2021.

National Association of Insurance Commissioners (NAIC) 
In April, the NAIC’s Surplus Lines (C) Task Force (SLTF) received approval to review and 
recommend revisions to the Non-admitted Insurance Model Act (870). This NAIC model law 
has not been revised to reflect the changes from the adoption of the federal Nonadmitted and 
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Reinsurance Reform Act of 2010 (NRRA). Although all states follow the NRRA, regulators 
said the specifics of the law should be reflected in the model act as well. During its August 
meeting, the SLTF announced a drafting group to make recommendations to the full task force 
for necessary revisions. Completing the revisions is expected to take up to a year, at which 
time the recommendations will be voted on by the full membership of the NAIC. If accepted, 
it will be the responsibility of each state to seek revisions to their own laws. Many of the states 
had implemented NRRA revisions in their laws by the 2011 deadline set in the NRRA, but two 
jurisdictions, Michigan and Washington, D.C., continue to operate under the directive of their 
agencies that the federal law preempts their existing laws and should be used. If additional 
recommendations for revisions to the model law are made, WSIA expects more states to 
implement those changes. WSIA provided the drafting group with comments, including 
references to its own principles regarding uniformity and regulation to help inform the group 
of areas the industry sees as ripe for uniform treatment. 

Section IV – Current Distribution Trends
One positive consequence of the myriad economic and operational challenges the insurance 
industry faced in 2020 was the emergence of insurance intermediaries as truly essential to 
their customers and communities. The pandemic emerged when much of the P/C market was 
hardening, which greatly increased demand for the expertise and services of intermediaries. 
The best insurance agents, brokers, managing general agents (MGAs), and other intermediaries 
flourished in this environment and are likely to continue reaping benefits over the near term.

In preparation for this report, AM Best sought feedback from leading surplus lines 
intermediaries to gain insight on the events and trends shaping the world of surplus lines 
intermediaries as the country emerges from the pandemic. Among the findings reported are 
the following: 

Benefits
•	 Risk management frameworks were tested, which helped reinforce already strong elements, 

while highlighting gaps in the framework.
•	 Work-life balance was enhanced, owing to the decline in travel/commuting.
•	 Efficiency improved due to the drop in commuting, resulting in longer workdays.
•	 Employees were able to work remotely without a deterioration in service.
•	 Retail agents and clients (policyholders) became comfortable communicating virtually.
•	 The flexibility of the virtual world has created opportunities to overcome the limitations of 

brick and mortar facilities and personal workstations.

Challenges
•	 Financial pressure increased, amid the need for enhanced services.
•	 Intermediaries were hampered by the lack of visibility and the loss of in-person sales.
•	 Onboarding new producers became a challenge.
•	 Remote training of new or less experienced staff proved difficult.
•	 The remote environment limited opportunities for collaboration, such as impromptu 

discussions to bounce ideas off colleagues.
•	 Data security became even more critical.

The text that follows elaborates further on these findings and other key issues that AM Best 
research shows are top of mind for surplus lines intermediaries in the current market and 
as they look towards the future. Surplus lines intermediaries are crucial to the development 
of solutions for higher risk exposures that require unique, creative approaches to provide 
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the coverage needed to effectively address the risk of financial loss for the individuals and 
businesses that comprise surplus lines insureds. These intermediaries and the licensed insurers 
they partner with provide the important, reputable safety valve for people, companies, and 
other organizations that would otherwise be unable to obtain insurance. 

Importance of Effective Risk Management 
Effective risk management is among the most important financial planning priorities for 
insurers. With the onset of the pandemic, business continuity became critical. The risks 
involved with less than adequate risk management capabilities come in many forms, primarily 
financial or reputational. Unexpected events like COVID-19 can have an immediate and 
significant impact on normal insurance business objectives such as expanding operations into 
new geographic territories or into a new line of business, or rolling out a new product. Gaining 
a better understanding of which aspects of their risk management plans were effective and 
which ones were not will help propel intermediaries to develop and improve their strategies. 

Production Sources
During the third quarter of 2021, AM Best sent surveys to the insurers writing the majority 
of surplus lines business to obtain information about the most common production 
sources generating surplus lines premiums in 2019 and 2020. We received responses from 
companies accounting for approximately 43% of all US surplus lines premium. Some of the 
companies that did not respond are global or national insurance groups that collect data on 
premiums written by their various companies on an overall or group basis and therefore do 
not track their surplus lines premiums separately from their admitted market premiums. 

Survey results for 2019 and 2020 were very similar (Exhibit	20). In 2020, wholesale 
brokers without binding authority were the primary surplus lines distribution channel 
for the survey respondents, accounting for approximately 57% of surplus lines premium, 
compared to 55% in 2019. Wholesale brokers with binding authority accounted for about 
30% in 2020, just up from 29% in 2019. Program managers, also a valuable source for 
niche surplus lines business, accounted for almost 8% in 2020, a moderate decrease after 
producing approximately 10% of the total respondent premium in 2019, while retail agents 
and brokers accounted for 5.2% and 4.5% of premium production, respectively, in 2020 and 
2019. Unsurprisingly, survey results show that the wholesale brokerage distribution channel 
remains the primary engine directing the majority of surplus lines clients to companies. 

Exhibit 20

(%)

Production Source
2019 % 
of Total

2020 % 
of Total

Wholesale Agent/Broker Without Binding Authority 55.2 56.8
Wholesale Agent/Broker with Binding Authority 29.2 29.9
Program Manager – Retail or Wholesale Agent/Broker 9.8 7.6
Retail Agent/Broker 4.5 5.2
Direct Procurement 0.2 0.2
Other 1.1 0.3
Total 100.0 100.0
Note: Figures may not add up due to rounding
Source: AM Best data and research

US Surplus Lines – Leading Production 
Sources by DPW
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Investing in risk management is critical for companies. Brokers need to look after producers 
and support staff. Business partners and customers may be hesitant to do business with 
organizations that do not appear to have the flexibility and capabilities necessary to survive the 
next potential catastrophic event and thrive. Not only will the most successful intermediaries 
be effective educating their clients about potential risks, but they will also make clear why risk 
management is a top priority.

Remote Workplace Challenges 
Hybrid work environments have been part of employment dynamics for many companies, 
including insurers and surplus lines intermediaries, for close to two decades. Before the 
COVID-19 outbreak, more than two thirds of US companies allowed employees to work 
remotely on occasion. With the pandemic, however, working from became the norm for many 
white-collar employees. 

Remote working has been beneficial for employees in many ways. Many of the companies that 
have responded to surveys on the subject have stated that working from home has resulted 
in happier, healthier, and more productive employees, owing to a lack of commuting stress, 
greater location autonomy, and a better work-life balance. However, the feeling of isolation, 
especially initially, was a challenge, as was time management, scheduling, and task planning. 
Clients found it difficult to adapt to not having the same level of in-person access when 
needed, although the difficulty dissipated over time, as everyone adjusted to the new normal. 

Insurance professionals faced obstacles associated with the very sudden shift—whether partial 
or complete—to remote operations. Regardless, broker/agency management had to persevere. 
Most intermediaries were already making use of smartphones, email, and calls for meetings, 
but many had to shift even more of their communications online and make greater use of 
videoconferencing to serve clients and engage with business partners regularly.

The intermediaries that found ways to take advantage of the virtual environment—for example, 
by investing in specialized equipment for next-level remote work—were able to enhance their 
capabilities for real-time collaboration. Brokers with strong call center operations and robust 
technology platforms have fared well compared with brokers that rely on feet-on-the-street 
models. MGAs and MGUs (managing general underwriters) have developed advanced work 
distribution frameworks with flexible working schedules because they’ve been transparent 
with their staffs about work expectations and deadlines. Such companies have been able to 
maintain the desired level of service, and many have reported that such work environments 
allow for better results than in-house working. More and more customers of all ages—not 
just Millennials and Generation Z—are shopping for all types of products online, insurance 
included. Brokers that are adept at reaching existing customers and prospects via online 
platforms will most likely reap positive results.

Satisfying Client Needs Under Difficult Circumstances
With COVID-19 limiting travel and in-person contact, many insureds that withstood the 
financial disruption and remained in business were unable to shop coverage the way they may 
have under normal market conditions. Many of these clients, uncertain about potential market 
developments, felt compelled to settle their renewals quickly. Before the pandemic, rates had 
been rising for several lines of business—including directors and officers (D&O), umbrella, 
commercial auto, and some of the property lines—and continued to rise during the pandemic.

Intermediaries found that, in some instances, clients were reticent to renew as they were 
evaluating where they might be able to save money. Clients were worried about their financial 
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hardships and wanted real-time adjustments made to their insurance coverage pricing to reflect 
their new reality. Insurance agents and brokers report that they were generally successful at 
assuaging the worst of their clients’ fears and after an initial period of dissonance, were able to 
provide the services needed to retain the business of their clients at a high success rate.

Greater Financial Pressure
Despite favorable renewal rates, lower revenues and payrolls for clients led to premium 
volume declines for insurance agents and brokers, which led to lower brokerage revenues. 
This was particularly harmful to small agents and brokers that specialize in small to medium-
sized enterprises (SMEs) or employee benefits. Insurance intermediaries whose portfolios 
were concentrated in nonessential industries such as hospitality, leisure, and retail businesses 
also found their bottom lines more affected. With less revenue coming from established 
clients, generating additional revenue from new clients became more important. Public-facing 
companies had a very short period to make a significant transformation, from working in the 
office to working at home. 

Sales traditionally involve some work outside of the office. Making sales became tougher 
largely because insurance agents and brokers sell an intangible product in return for a 
premium. For intermediaries, selling those intangible products from home and gaining 
the trust of new customers to help grow revenue was more difficult, as was prospecting 
and generating leads. In the early weeks and months of the pandemic, without face-to-face 
engagement, many insurance agents and brokers had trouble reaching their usual income 
levels, creating financial distress. 

Working through the finer points of negotiations for a sale or agreeing to deal terms solely 
through online or virtual communications can be a challenging dynamic to navigate. Lack of 
in-person communication among carriers, business partners, and customers limits the degree 
to which intermediaries can make the interpersonal connections that often help seal deals. 
For some insurers, the pandemic has served as a turning point, driving them to digitize their 
product purchasing process. 

Before the pandemic, insurers and intermediaries were already looking for ways to enhance 
their digital footprints and connectivity and lessen their reliance on people working at specific 
physical locations. These improvements encompassed underwriting, claims, and administrative 
processes. AM Best believes the insurance industry will continue to adapt, as the country 
struggles through the pandemic. Most of these changes are likely to last for the medium term, 
and many of them will be positive.

Struggles with New Employee On-Boarding and Training 
Hybrid and largely virtual workplaces offer many positives, but some brokers said that the 
awkwardness of hiring new employees strictly from virtual interviews and then developing 
effective on-boarding and training programs, at least initially, were challenging. Most jobs 
weren’t made to be done in people’s homes. Employees need the hardware, software, and 
office supplies that will be essential to their success on the job. The lack of face-to-face 
interactions with new colleagues, team members, managers, and others, can extend the time 
it takes for new employees to truly become comfortable in their new positions, which in turn 
delays the time it takes for them to reach the desired level of productivity. 

Another difficulty for new employees is becoming comfortable about sharing information, 
accessing documents, and keeping information safe between them and their coworkers. Just as 
important is knowing whom to ask about any issues and how to best contact those individuals 
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while working remotely. These activities feed into new employees’ acclimating themselves and 
understanding the company’s culture. Managers report that contacting new hires frequently 
and assigning them mentors facilitates the acclimation process. These steps have always 
been valuable to indoctrinate new employees but are even more imperative now as remote 
workforces grow.

Greater Cyber Threat in Virtual Environments
Because insurance intermediaries, like insurance companies, deal with a significant amount 
of sensitive data, they must ensure that all of their employees are equipped to transfer 
information securely. Any intermediaries that did not previously have a robust and adequate 
e-business and cyber security platform needed to make potentially substantial investments 
to allow their employees to continue conducting business safely from home. Upgrading and 
maintaining a secure business operation could be quite costly for a surplus lines intermediary, 
but it is a lot less costly than being fined or sued for compromising client privacy. 

AM Best expects that, over the near term, remote work will increase, as will the cost of 
a data breach. Cyber criminals will unquestionably continue to wage attacks and exploit 
vulnerabilities on home devices to compromise or steal sensitive information—not just an 
individual’s but also a business’s. With the increase in remote work, data breaches will take 
longer to detect and identify, as IT and cyber security teams do not have anywhere the same 
level of pre-pandemic visibility—that is, how devices are being used and by whom.

Based on recent history, future attacks are likely to primarily involve phishing, whether by 
email, voice, text, instant messaging, or third-party applications. Lacking proper safeguards 
and protocols, employees may be accessing the Internet with inadequate controls. Insurance 
intermediaries (and insurance companies) need to understand that remote workers are a huge 
target for exploitation and a potential weak spot in cyber security. 

Pressure from Ongoing Market Consolidation 
M&A involving wholesale brokers decelerated immediately after the onset of the pandemic, 
but activity picked up again during the fourth quarter. The biggest M&A headline in the 
wholesale broker market in the past year was the March 2021 announcement of a pending 
acquisition by the largest wholesale insurance broker, Amwins Group, of the fourth-largest 
wholesale insurance broker in the US, Worldwide Facilities, in a deal that will expand Amwins’ 
specialty capabilities, especially on the West coast. 

The impact of the pandemic on brokerage deals varied depending on what stage of their due 
diligence companies were in when the pandemic restrictions began. Buyers honored the terms 
of deals announced prior to the pandemic for transactions that were under letter of intent. 
Other strategic acquirers who were only considering deals chose to reconsider valuations 
for new opportunities and in some cases pulled out of deals, to focus on the impact of the 
pandemic on their core operations. The companies that pushed forward with acquisitions, 
particularly towards the end of 2020, were confident about favorable valuation and pricing 
dynamics, especially for smaller acquisition targets.

According to data from Optis Partners LLC, M&A among insurance brokerages accelerated in 
the fourth quarter of 2020, capping a record-setting year. Optis reported 290 fourth-quarter 
transactions involving US and Canadian brokerages, third-party administrators, and related 
managing general agent operations, compared with 173 in the fourth quarter of 2019, a 68% 
increase. The increase was largely attributed to pent-up demand after the dearth of second- 
and third-quarter deals. 
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For full year 2020, Optis stated that there were 774 deals, up 20% from 2019. Of the companies 
that were sold in 2020, Optis reported the following:

•	 397 were property/casualty insurance brokers
•	 159 handled employee benefits
•	 128 handled property/casualty insurance and employee benefits
•	 90 were characterized as “Other”

Consolidation throughout the entire surplus lines distribution chain—wholesalers, retailers, 
underwriting managers, and MGAs—remains among the foremost concerns of surplus lines 
intermediaries. Buyers flush with capital have driven much of the M&A, but aging sellers are 
worried about the perpetuation of their businesses.

Exactly how much the large amount of M&A is impacting the staffing of surplus lines 
intermediaries is unclear. From the post-deal stage to assimilation and final integration, there 
is always the possibility that jobs will be lost, particularly as administrative areas such as 
accounting and compliance are integrated. Overall, however, surplus lines intermediaries—
particularly those that haven’t been involved in consolidations—have often added to 
staff because of the growth in business and resources following consolidation. Whether 
consolidation has necessarily resulted in fewer jobs is not clear.

In 2020, there was a rise in consolidations among large entities backed by private equity and 
public brokers. Consolidation in the insurance industry has been growing for several years, 
with the pace of specialty distributor acquisitions increasing in particular. Therefore, an uptick 
in consolidation among the larger private equity backed and public brokers was not surprising. 
Deals involving larger, publicly traded firms tended to make the headlines, but consolidations at 
the local level by retail and wholesale agents and brokers are just as meaningful to the surplus 
lines market. AM Best believes this trend will continue over the near term, at the very least.

Agents with Delegated Underwriting Authority Continue to Prove Their Value
MGAs and other intermediaries that are delegated with binding authority have long been an 
important part of the insurance value chain, helping insurers find accounts that fit their risk 
appetite and product offerings, in addition to contributing to bottom-line profits. Over the 
past ten years, MGAs have contributed significantly to the evolution of the specialty insurance 
market. Private investments, the accelerated growth of startups, and operational expansion 
have all fueled MGA growth. MGAs, along with other delegated underwriting authority 
enterprises (DUAEs), have been used to drive some of the transformation in the industry, 
enhancing the value offered to individual customers and businesses as it moves away from 
more traditional functions and typical ways of conducting business.

Given the competitive market conditions in the specialty commercial and surplus lines 
markets, insurers have worked to stimulate premium growth by acquiring quality books of 
business, expanding their portfolio offerings, and enhancing their distribution networks. 
Premium revenue generated through MGAs in the US has approximately doubled in the past 
decade. The number of brokers still far outweighs the number of MGAs and other DUAEs but 
has declined steadily (in part through acquisitions and consolidation) over the past decade, 
while the number of MGAs has increased. Part of this increase is due to specialized brokers 
and their staff moving to MGA operations and taking their specialty business with them, 
providing a more cost-effective conduit to new markets. Specialized MGAs have provided 
insurers access to niche business opportunities using their relationships with affinity groups 
and organizations.



Market Segment Report US Surplus Lines

Page 41

MGAs striving for future success will need to be leaner, more cost-effective, and tech-enabled. 
They will also need to provide expertise unique to the entity. Product innovation, actuarial 
capabilities, and full confidence and authority in claims handling will be integral to their 
success. Discerning insurers will demand philosophical alignment with these partners as they 
seek to adapt to emerging market challenges. AM Best sees the value of MGAs and DUAEs and 
will continue to monitor how these intermediaries help shape market growth and performance 
in the coming years.

Section V – Impairment Trends
Financial impairments in the P/C industry declined again in 2020 after rising minimally in 2018 
and 2019, following a prolonged period of declines. The number of impairments in 2020 was 
significantly lower than the 21.6 average of impairments from 2000 to 2020. As Exhibit	21 shows, 
industry impairment rates over the past several years have been more in line with those in the very 
early 1980s. Notably, since the end of 2003, only one surplus lines company—a monoline insurer 
writing surety bonds for private student loans—has become impaired (in 2018). 

AM Best believes the financial impairment frequency (FIF) is a more accurate indicator of 
industry impairments than a simple count. The FIF is calculated by dividing the number of 
companies that become impaired in a given year by the number of companies operating 
in the insurance market that year. The P/C industry’s 2020 FIF was 0.23, far below the 
historical average of 0.82 since 1980. The FIF reached its highest point, 1.06, in 2011, which 
reflected the impact of prevailing soft market conditions during 2007-2010 and the recession 
in 2007-2009.

Negative operating periods for the industry tend to spark a rise in the FIF. Events such as stock 
market declines, economic recessions, or extraordinarily large catastrophe losses that typically 
force the end of soft markets have historically led to higher FIFs, as evidenced by a review 
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US P/C – Annual Impairments, Admitted vs Surplus Lines Companies, 1980-2021

2021 Data is as of June 30, 2021
Source: AM Best data and research
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of FIF rates in 1988-1993 and 2000-2003. The high FIF rates in 2000-2003 took place during 
the five-year period (2000-2005) of the highest number of impairments in the past 20 years. 
Workers’ compensation and personal lines companies in particular accounted for about half of 
those impairments.

One factor that may obscure the number of recorded impairments is the growing use of 
confidential actions by state insurance regulators reluctant to disclose impairments until all 
avenues for rehabilitation, or all efforts to find buyers for troubled insures, are exhausted. 
Confidential actions could lead to a rise in the number of impairments over time owing to 
a potential reporting lag. Generally, there is a lag of about 18 months on average between a 
confidential regulatory action and public disclosure of the impairment, usually the time between 
supervision and liquidation—assuming the confidential action ever becomes public at all.

Surplus Lines Impairment Trend Remains Favorable 
Far fewer surplus lines companies have become impaired over the past 20 years, although 
the segment’s average FIF of 0.71 from 1980 to 2020 is only slightly lower than the admitted 
companies’ 0.82 average for the period. That these impairment numbers are so close reflects 
the significantly higher impairment frequencies for surplus lines during certain periods—
particularly in 1992, 1998, 1999, and 2001-2003 as Exhibits	22 and 23 show. 

Between 2004 and 2017, 230 admitted companies became impaired, versus none for the 
surplus lines companies, despite posting an average FIF that was similar to the P/C industry’s. 
Over the long term, particularly during the more than two decades that this annual surplus 
lines report has been published, AM Best has highlighted the strengths of the segment overall, 
such as the underwriting discipline surplus lines companies have typically maintained, 
underpinned by their adherence to proven underwriting standards and judicious risk selection. 
Critically, the segment’s insurers overall have not yielded to competitive market pressures 
during softer markets (which could lead to underpricing). This has been a hallmark quality 
of many surplus lines companies, particularly the well-established ones with favorable track 
records. More importantly, the discipline and favorable operating performance have resulted 

Financial Impaired Companies (FICs) Defined
Over the past few decades, AM Best’s method of identifying impaired or insolvent insurance 
companies has evolved. AM Best currently defines financial impairments as a situation in 
which an insurer has been placed, via court order, into conservation, rehabilitation, or 
insolvent liquidation, as of the date of the earliest court action. Supervisory actions taken by 
state insurance department regulators without court order are not considered impairments, 
unless there are clear indications that policyholder payments may be delayed or otherwise 
limited in some manner through the regulatory oversight process.

A number of regulatory oversight actions may be taken with respect to troubled insurers for 
which court orders are not sought, such as requiring company action plans, implementing 
a variety of forms and levels of supervision, or taking licensure actions. Companies may 
be subject to insurance department orders and actions on multiple occasions, particularly 
in certain jurisdictions. Although regulatory actions may suggest difficulties and impose 
constraints, they do not necessarily mean that an insurer is unable to meet its ongoing 
policy and contract obligations until such time as either clear direction is given by the 
regulator with regard to delaying or limiting policy or contract payments, or a court order is 
sought to place the company into conservation, rehabilitation, or insolvent liquidation.
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in solid capital positions overall, which has helped companies avert impairments during more 
difficult operating periods. 

Greater financial and strategic resources dedicated to improving enterprise risk management 
have also had a positive impact on the ability of surplus lines companies to maintain excellent 
capital strength and ward off impairments in the worst times. Effective underwriting has 
resulted in strong risk-adjusted capitalization for most of the segment’s companies, better 
insulating them from the occasional periods of market hyper-competitiveness—particularly 
during periods when surplus lines carriers and opportunistic admitted carriers compete for 
high quality specialty business. Investments in improved data analytics and other advanced 
technologies, along with better management reporting and more vigorous oversight, has also 
contributed to the decline in impairments. 

Over the past ten years, the segment’s underwriting profitability and operating performance 
has displayed a greater degree of variability than the P/C industry’s, as Exhibits	24 and 25 
show. This variability has largely by driven by market competitiveness and, in particular, years 
when weather-related events and natural catastrophes have been dominant factors impacting 
surplus lines results for property-related coverage lines. Despite some variability since then—
driven largely by market competitiveness and years when weather-related events and natural 
catastrophes such as wildfires have been a dominant factor impacting property lines—the 
segment has been profitable. Underwriting and operating results in 2020 were again profitable, 
albeit not quite as much as in 2019. 

The lack of impairments among segment companies from 2004 through 2017 was—at least 
initially—related more to companies’ overall capital strength than to the quality of their 
underwriting performance. Prolonged market competitiveness has also led to some margin 
compression, and in some years has stressed the segment’s bottom line profitability. However, 
the segment continues to generate operating profits that have led to surplus growth, which has 
supported its strong risk-adjusted capitalization. 
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Characteristics of P/C Financial Impairments
Most P/C impairments fall into the category of general business failure owing to some 
combination of poor strategic direction, weak operations, internal control weaknesses, or 

Exhibit 23

PC Industry Surplus Lines
Admitted 

Companies1 PC Industry Surplus Lines
Admitted 

Companies1

1980 8 0 8 0.27 0.00 0.28
1981 16 0 16 0.49 0.00 0.55
1982 13 1 12 0.42 0.52 0.41
1983 14 2 12 0.44 0.98 0.40
1984 34 0 34 1.13 0.00 1.14
1985 54 3 51 1.54 1.52 1.54
1986 30 2 28 0.95 1.08 0.94
1987 33 1 32 1.04 0.54 1.07
1988 49 1 48 1.49 0.53 1.55
1989 48 0 3 48 1.45 0.00 1.54
1990 55 3 52 1.66 1.54 1.67
1991 59 4 55 1.77 1.99 1.76
1992 60 6 54 1.72 3.03 1.64
1993 42 1 41 1.21 0.52 1.25
1994 28 2 26 0.80 1.08 0.79
1995 16 1 15 0.46 0.56 0.45
1996 13 2 11 0.38 1.15 0.34
1997 32 1 31 0.92 0.58 0.94
1998 20 4 16 0.62 2.29 0.53
1999 21 3 18 0.66 1.70 0.60
2000 48 2 46 1.53 1.05 1.56
2001 50 6 44 1.62 3.03 1.52
2002 47 4 43 1.54 2.07 1.50
2003 37 5 32 1.21 2.64 1.11
2004 20 0 20 0.64 0.00 0.68
2005 14 0 14 0.45 0.00 0.47
2006 18 0 18 0.56 0.00 0.60
2007 6 0 6 0.19 0.00 0.20
2008 17 0 17 0.53 0.00 0.56
2009 22 0 22 0.66 0.00 0.69
2010 23 0 23 0.68 0.00 0.71
2011 35 0 35 1.06 0.00 1.11
2012 25 0 25 0.76 0.00 0.81
2013 15 0 15 0.46 0.00 0.49
2014 12 0 12 0.39 0.00 0.40
2015 13 0 13 0.42 0.00 0.44
2016 3 0 3 0.47 0.00 0.49
2017 7 0 7 0.23 0.00 0.24
2018 10 1 9 0.33 0.68 0.32
2019 13 0 13 0.43 0.00 0.46
2020 7 0 7 0.23 0.00 0.25
1 Includes alternative markets.
2 Failure frequencies are annualized rates.
3 1989 figures have been adjusted from previous reports to exclude 7 UK-domiciled Cos.
Source: AM Best data and research

US P/C Industry vs Surplus Lines – Number and Frequency of 
Financially Impaired Companies, 1980-2020

Financially Impaired Companies (FICs) Financial Impairment Frequency (FIF)2
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underpricing/under-reserving of the business. 
These findings held for both the surplus lines 
segment and the admitted market. Our latest 
update, 2020 US Property/Casualty Impairment 
Update (April 2021), provided some insightful 
conclusions about the products that impaired 
companies offered and the relative risks of those 
products. 

From 2000 to 2020, 395 property/casualty insurers 
became impaired: 321 insolvent liquidations and 
74 rehabilitations, of which 37 were closed during 
the period, and 37 remained open as of this report. 
In addition, there were 54 conservatorships, all 
of which led directly to either rehabilitation or 
liquidation. We identified the line of business for 
387 of the 395 impairments. Workers’ compensation 
led the group, accounting for 26% of the 
impairments. Personal lines insurers accounted for 
28%, split between private passenger auto (20%) 
and homeowners (9%). Private passenger auto can 
be further broken down as standard (10%) and 
non-standard auto insurers (10%). Commercial 
lines insurers accounted for 22%, split between 
other liability/commercial multi-peril (14%) and 
commercial auto (8%). The remaining 24% was split 
among specialty lines.
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Exhibit 24
US P/C Industry – Financial Impairment Frequency vs Combined Ratio, 1972-2020

Notes: Combined ratios are after policyholder dividends. A combined ratio below 100 indicates an underwriting profit; above 100, an 
underwriting loss.
Source: AM Best data and research

Exhibit 25

DPSL
FIF (%)

Combined 
Ratio

1997 0.58 93.8
1998 1.72 98.5
1999 1.70 99.8
2000 1.05 105.0
2001 3.54 105.3
2002 2.07 93.0
2003 2.64 92.2
2004 0.00 93.5
2005 0.00 93.2
2006 0.00 79.4
2007 0.00 76.1
2008 0.00 93.6
2009 0.00 93.1
2010 0.00 100.5
2011 0.00 103.9
2012 0.00 110.5
2013 0.00 92.4
2014 0.00 88.8
2015 0.00 101.0
2016 0.00 107.8
2017 0.00 107.1
2018 0.68 104.5
2019 0.00 99.4
2020 0.00 99.7
Source: AM Best data and research

US DPSL Composite – Financial 
Impairment Frequency vs Combined 
Ratio, 1997-2020

http://www3.ambest.com/ambv/sales/bwpurchase.aspx?altsrc=108&record_code=307620&_ga=2.98538266.449421460.1626697528-1081387072.1612481111
http://www3.ambest.com/ambv/sales/bwpurchase.aspx?altsrc=108&record_code=307620&_ga=2.98538266.449421460.1626697528-1081387072.1612481111
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AM Best also identified specific causes for 97 of the identified impairments. Fraud or alleged 
fraud was the leading cause of 25 impairments, while 22 were related primarily to affiliate 
problems. Catastrophe losses caused 21 impairments, while 16 companies became impaired 
after experiencing rapid growth. Investment losses were a significant factor in 11 impairments. 
One insurer became impaired because of reinsurance failure; another company was placed 
into liquidation after marketing warranty insurance products without a license

AM Best remains guardedly optimistic about the favorable trend in surplus lines impairments. 
Thus far, COVID-19 has not had a material impact on surplus lines impairments. Nevertheless, 
factors such as rising interest rates and inflationary pressures, the potential for long-term 
stock market volatility, and any weakening in economic conditions that negatively affects GDP 
growth, could be potential pressure points for the combined ratios of insurance companies 
although these factors would not acutely impair surplus lines companies alone. During the 
second half of 2021, the impact of COVID-19 variants on the US population, specifically those 
who are not vaccinated, will be very important. A widespread spike in infection rates leading 
to economic difficulties similar in any way to what was experienced in 2020 could weaken the 
financial strength of smaller insurers lacking parent companies to lean on for capital infusions. 
At worst, this could result in erosion of insurer policyholder’s surplus. 

Section VI: Surplus Lines Fundamentals
This section is a primer for readers who are not familiar with the wholesale, specialty, and 
surplus lines market. Below, we discuss the market and the types of risks insured, industry 
participants, the distribution system, licensing and compliance, and market cycles.

The Surplus Lines Market 
The surplus lines, or nonadmitted, market functions as a supplemental market insuring risks 
that are not acceptable to the standard, or admitted, insurance market. The majority of the 
surplus lines business consists of commercial lines insurance but can also include personal 
lines such as homeowners insurance in catastrophe-prone areas. Businesses unable to obtain 
insurance coverage from admitted insurers also have the option of self-insuring or seeking 
solutions in the alternative risk transfer (ART) market.

The surplus lines market has historically been an innovator of new kinds of insurance designed 
to meet emerging risks. For example, surplus lines insurers were the first to provide cyber 
insurance, environmental impairment liability insurance, and employment practices liability 
insurance. These and other types of policies that originated in the surplus lines market 
can now be obtained in either the admitted insurance market or the surplus lines market, 
depending on the characteristics of the particular risk. 

When the insurance market or capacity becomes restricted and market conditions harden, the 
appetite of the admitted market carriers for some risks or lines of insurance tends to diminish, 
and business flows into the surplus lines market. Even in normal or soft markets, there will still 
be many risks that require surplus lines treatment. By fulfilling the role of insuring risks that 
the admitted market cannot or will not insure, the surplus lines market operates as a safety 
valve for the insurance marketplace.

Risks insured in the surplus lines market can be divided into four categories:

•	 New or emerging risks, which require special underwriting expertise and the flexibility 
that the surplus lines market affords—for example, the risks associated with technological 
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innovations such as transportation network platforms and the nonmilitary use of unmanned 
aircraft systems (drones) 

•	 Distressed risks, which are characterized by unfavorable attributes, such as a history of 
frequent losses or the potential for catastrophic losses, making them unacceptable to 
admitted insurers—for example, a vacant building in an area that experiences frequent 
crime losses; a shopping mall with frequent liability claims; or a manufacturer of explosives

•	 Unique risks, which are so specialized or unusual that admitted insurers are unwilling 
or unprepared to insure them—for example, a medical device manufacturer that needs 
products liability coverage for a new product in clinical trials

•	 High-capacity risks, which require high insurance limits that may exceed the capacity of the 
admitted market—for example, a chemical plant that could become legally liable for hundreds 
of millions of dollars in damages if a toxic chemical were to leak in large quantities

Surplus Lines Insurers
Surplus lines insurers are referred to as nonadmitted insurers because they are not licensed, 
or “admitted,” in the state of the insured’s principal place of business or principal residence 
(for an individual). By federal law, the insured’s “home state” is responsible for overseeing and 
regulating surplus lines transactions. Every US jurisdiction has a surplus lines law that permits 
specially licensed intermediaries (also referred to as surplus lines brokers or licensees) to 
“export” risks that cannot be placed in the admitted market to eligible surplus lines insurers.

Although not a licensed insurer in the insured’s home state, a surplus lines insurer must be 
licensed in its state or country of domicile and be regulated for solvency by that jurisdiction—
the same way that the state-based insurance regulatory system in the US ensures the financial 
stability of licensed or admitted insurers. 

Historically, a surplus lines insurer could not write surplus lines insurance in its state of domicile. 
However, numerous states have changed their laws to allow an insurer recognized as a Domestic 
Surplus Lines Insurer (DSLI) to issue policies on risks located in the insurer’s state of domicile. 

Unlike admitted carriers, surplus lines insurers are not subject to the rate or form regulations 
of an insured’s home state; a surplus lines insurer and its policyholder are free to use whatever 
policy forms and rates they agree upon. This approach ensures that the surplus lines market 
provides an open and flexible marketplace for insureds who are unable to fulfill their insurance 
requirements in the state’s admitted market. 

A state’s minimum capitalization requirement for surplus lines insurers is generally higher 
than for admitted insurers. The enhanced capital requirement allows for greater protection 
for policyholders insured by surplus lines companies, given that the state guaranty fund 
protection provided to policyholders of admitted insurers that become insolvent is generally 
unavailable to surplus lines insureds. 

Regulated aliens (including Lloyd’s) are non-US domiciled insurers that must file financial statements 
and auditors’ reports, the names of their US attorneys or other representatives, as well as information 
on their US trust accounts, with the International Insurers Department (IID) of the National Association 
of Insurance Commissioners (NAIC). Regulated aliens must also meet IID criteria relating to capital and 
surplus, as well as underwriting and claims practices, and have a reputation of financial integrity. The 
NAIC publishes a Quarterly Listing of Alien Insurers naming the alien insurers that meet its criteria.

As a result of the Nonadmitted and Reinsurance Reform Act (NRRA) of 2010, which was enacted as 
part of the Dodd-Frank Wall Street Reform and Consumer Protection Act, a state may not prohibit 
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a surplus lines broker from placing nonadmitted (surplus lines) insurance with or procuring such 
insurance from a nonadmitted insurer listed on the NAIC Quarterly Listing of Alien Insurers.

The Distribution System
For this report, the entities in the surplus lines distribution system are defined as follows:

•	 Retail producers, which can be either agents who represent the insurer or brokers who 
represent the insured

•	 Surplus lines intermediaries, which can operate as wholesale brokers, managing 
general agents (MGAs), underwriting managers, or Lloyd’s coverholders or open market 
correspondents (OMCs) 

•	 Program managers, which manage specialty or niche insurance products and market to 
retailers and wholesalers

These three types of organizations are the primary distributors for surplus lines insurers 
and play an important role in helping consumers obtain coverage that is unavailable in the 
admitted market.

Surplus lines intermediaries are licensed in the states where the insured or risk is located and 
act as intermediaries between retail producers and surplus lines insurers. Typically, a surplus 
lines intermediary provides the retail producer and the insured access to the surplus lines 
market when the admitted market cannot provide coverage or the risk qualifies for export.

The basic difference between wholesale brokers and MGAs is that MGAs are authorized to 
underwrite and bind coverage on behalf of the surplus lines insurer through binding authority 
agreements. Wholesale brokers are authorized only to submit business to surplus lines insurers; 
the insurers then underwrite, quote, and bind the risk if they deem it acceptable. Some MGAs 
also have claims-handling responsibilities and may be involved in placing reinsurance.

A Lloyd’s coverholder is a firm that has been authorized to bind coverage on behalf of underwriting 
syndicates at Lloyd’s; a Lloyd’s open market correspondent is a firm that has been approved to 
generate business for a Lloyd’s broker for placement at Lloyd’s on an open market basis.

Before a risk can be exported, surplus lines laws generally require a “diligent search” of the 
admitted market, to allow the admitted market the opportunity to insure the risk first. In 
general, three declines from admitted insurers are required before the risk can be placed in 
the surplus lines market.

In some states, specific types of risks can be placed in the surplus lines market without the 
diligent search. These states have “export lists” of risks for which the insurance commissioner has 
determined there is little or no coverage available in the state’s admitted market; the types of risks 
listed can be exported to an eligible surplus lines insurer without having to conduct a diligent 
search. In a few states, commercial lines deregulation laws allow for “automatic export” waivers, 
giving qualifying commercial buyers and their brokers or intermediaries immediate access to both 
the surplus lines market and a deregulated admitted market without a diligent search.

In a surplus lines transaction, the surplus lines intermediary is generally responsible for the following:

•	 Filing an affidavit affirming that a diligent search has been conducted, if required
•	 Maintaining the records relating to the transaction
•	 Collecting and remitting premium taxes to the insured’s home state
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In addition, the surplus lines intermediary must have the following, among other things: 

•	 The technical expertise about the risk to be insured
•	 Extensive insurance product and market knowledge
•	 The ability to respond quickly to changing market conditions
•	 Access to eligible surplus lines insurers

Licensing and Compliance
In a surplus lines transaction, the insured’s home state has the greatest degree of regulatory 
oversight, and the onus of compliance is on the surplus lines intermediary—the regulated entity 
in the transaction. In addition to being a licensed (resident or nonresident) agent or broker, a 
surplus lines broker or licensee must:

•	 In many states, pass a written surplus lines examination to secure a resident license 
•	 Pay an annual licensing fee
•	 Determine whether the risk meets all the requirements for placement with a surplus lines insurer
•	 Collect and remit the state’s surplus lines premium taxes

Furthermore, the surplus lines intermediary is responsible for determining whether the 
nonadmitted insurer insuring the risk meets the insured’s home state eligibility requirements. A 
surplus lines intermediary may be held liable for payment of claims when a risk is placed with 
a surplus lines insurer not authorized to receive the risk or with one that is financially unsound 
when the risk is bound. However, depending on state law, there may be no cause of action 
against a broker who exercises due diligence or care in selecting the insurer, even if the insurer 
were to become insolvent sometime after.

Surplus lines policies must disclose that a nonadmitted insurer is providing coverage and that 
guaranty fund protection will not be available if the insurer becomes insolvent.

Market Cycles
In general, the same market conditions that affect admitted insurance will also affect surplus 
lines insurance, sometimes significantly. When conditions in the admitted market harden, 
or become more difficult, a sizable amount of business will flow from it to the surplus lines 
market. In a hard market, underwriters tend to become more conservative and restrictive, 
scrutinizing loss exposures more carefully, to determine how they can write a particular risk 
at a profit. In these circumstances, admitted carriers tend to insure only those risks they are 
most comfortable assuming and to avoid risks that are more complex or with which they have 
little or no experience.

As the market cycle progresses, competition heats up and market conditions in the admitted 
market soften, with producers and insurers trying to maintain market share by lowering rates, 
expanding coverage, and offering additional services at the expense of profit margins. During 
this soft market phase, consumers’ bargaining power increases significantly, causing a drop in 
rates and relaxation of coverage limitations or exclusions, at which point business begins to 
return to the admitted market. 

Over time, as margins deteriorate to unprofitable levels, competitive pricing pressures erode 
the admitted market’s capacity, which again leads to a hardening of the market, and the cycle 
continues.
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Appendix A
US Surplus Lines – Top 50 Groups and Lloyd's
Ranked by Surplus Lines Direct Premiums Written; Ratings as of August 20, 2021
($ thousands)

Rank AMB # Company Type
Surplus 

Lines DPW

YoY % 
Change 
in DPW

Best's FSR 
Implication/

Outlook

Rating 
Effective 

Date
85202 Lloyd's 12,821,000 2.8 A Stable 21-Jul-21

1 00811 Berkshire Hathaway Ins Group  3,558,566 52.0  
1 20650 AZGUARD Insurance Company PROF 8,093 A+ p Stable 20-Apr-21
1 00308 Cypress Insurance Company MISC 1,827 A++ g Stable 9-Dec-20
1 03806 General Star Indemnity Co PROF 477,804 A++ g Stable 26-Mar-21
1 02540 Mount Vernon Fire Ins Co PROF 115,158 A++ g Stable 17-Aug-21
1 18657 Mount Vernon Specialty Ins Co PROF 9,273 A++ g Stable 17-Aug-21
1 02428 National Fire & Marine Ins Co PROF 2,895,990 A++ g Stable 9-Dec-20
1 01824 National Indem Co of the South MISC 2,512 A++ g Stable 9-Dec-20
1 22320 Radnor Specialty Insurance Co PROF 11,090 A++ g Stable 17-Aug-21
1 03736 U.S. Underwriters Insurance Co PROF 26,637 A++ g Stable 17-Aug-21
1 02541 United States Liability Ins Co MISC 10,181 A++ Stable 17-Aug-21
2 18540 American International Group  3,549,588 20.5  
2 03535 AIG Specialty Insurance Co PROF 917,417 A    r Stable 19-Aug-20
2 22237 Blackboard Specialty Ins Co PROF 394 A    g Stable 19-Aug-20
2 02350 Lexington Insurance Company PROF 2,077,196 A    p Stable 19-Aug-20
2 02598 Tudor Insurance Company PROF 15,567 A    g Stable 19-Aug-20
2 03132 Western World Insurance Co PROF 539,014 A    g Stable 19-Aug-20
3 18468 Markel Corporation Group  2,790,649 1.6  
3 03759 Evanston Insurance Company PROF 1,687,908 A    g Stable 11-Sep-20
3 20566 Independent Specialty Ins Co PROF 113,688 A    p Stable 11-Sep-20
3 13105 United Specialty Insurance Co PROF 989,053 A    p Stable 11-Sep-20
4 18252 W. R. Berkley Insurance Group  2,261,045 10.4  
4 03026 Admiral Insurance Company PROF 637,593 A+   r Stable 27-May-21
4 14158 Berkley Assurance Company PROF 217,106 A+   r Stable 27-May-21
4 11296 Berkley Specialty Insurance Co PROF 94,364 A+  r Stable 27-May-21
4 12118 Gemini Insurance Company PROF 659,137 A+  r Stable 27-May-21
4 11231 Great Divide Insurance Co MISC 6,300 A+   r Stable 27-May-21
4 01990 Nautilus Insurance Company PROF 646,545 A+   r Stable 27-May-21
5 05987 Nationwide Group  2,246,189 10.4  
5 01931 Scottsdale Indemnity Company MISC 31,539 A+   r Stable 17-Dec-20
5 03292 Scottsdale Insurance Company PROF 2,186,377 A+   r Stable 17-Dec-20
5 12121 Scottsdale Surplus Lines Ins PROF 28,273 A+   r Stable 17-Dec-20
6 03116 Fairfax Financial (USA) Group  2,173,119 23.2  
6 12525 Allied World Asr Co (US) Inc PROF 346,638 A    g Stable 26-Mar-21
6 12526 Allied World National Assur Co MISC 154,888 A    g Stable 26-Mar-21
6 11719 Allied World Surplus Lines Ins PROF 358,093 A    g Stable 26-Mar-21
6 11123 Crum & Forster Specialty Ins PROF 731,371 A    r Stable 14-Jul-21
6 11883 First Mercury Insurance Co PROF 29,771 A    r Stable 14-Jul-21
6 12631 Hilltop Specialty Insurance Co PROF 181,317 A    g Stable 14-Jul-21
6 14995 Hudson Excess Insurance Co PROF 249,116 A    g Stable 14-Jul-21
6 12258 Seneca Specialty Ins Co PROF 89,816 A    r Stable 14-Jul-21
7 18498 Chubb INA Group  1,939,963 17.6  
7 02713 Chubb Custom Insurance Co PROF 166,391 A++   g Stable 17-Dec-20
7 03761 Executive Risk Indemnity Inc. MISC 0 A++   g Stable 17-Dec-20
7 11251 Executive Risk Specialty Ins MISC -10 A++   g Stable 17-Dec-20
7 02084 Federal Insurance Company MISC 13 A++ Stable 17-Dec-20
7 03510 Illinois Union Insurance Co PROF 652,996 A++   g Stable 17-Dec-20
7 04433 Westchester Surplus Lines Ins PROF 1,120,573 A++   g Stable 17-Dec-20
8 00060 Liberty Mutual Insurance Cos  1,706,466 13.0  
8 13866 Ironshore Specialty Ins Co PROF 1,124,136 A     r Stable 29-Jun-21
8 12078 Liberty Surplus Ins Corp PROF 582,331 A     r Stable 29-Jun-21

Best's 
FSR and 
Affiliation 
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Appendix A (Cont'd.)
US Surplus Lines – Top 50 Groups and Lloyd's
Ranked by Surplus Lines Direct Premiums Written; Ratings as of August 20, 2021
($ thousands)

Rank AMB # Company Type
Surplus 

Lines DPW

YoY % 
Change 
in DPW

Best's FSR 
Implication/

Outlook

Rating 
Effective 

Date
9 18557 XL Reinsurance America Group  1,664,781 5.2  
9 11340 Indian Harbor Insurance Co PROF 1,664,062 A+    g Stable 29-Sep-20
9 00789 T.H.E. Insurance Company MISC 719 A+    g Stable 29-Sep-20
10 18640 Alleghany Corporation Group  1,285,061 21.5  
10 01960 Capitol Specialty Ins Corp PROF 254,587 A     g Stable 29-Oct-20
10 13859 Covington Specialty Ins Co PROF 120,399 A+    r Stable 29-Oct-20
10 22013 Fair American Select Ins Co PROF 21,383 A+    r Stable 29-Oct-20
10 12619 Landmark American Ins Co PROF 888,693 A+    r Stable 29-Oct-20
11 18878 Sompo Holdings US Group  1,187,912 38.3  
11 13033 Endurance American Spec Ins Co PROF 1,187,911 A+    g Stable 14-Aug-20
11 00743 Lexon Insurance Company MISC 1 A+    r Stable 14-Aug-20
12 18549 Zurich Ins US PC Group  1,118,023 37.5  
12 02147 Empire Fire and Marine Ins Co MISC 1,657 A+    g Stable 2-Oct-20
12 02148 Empire Indemnity Ins Co PROF 4,325 A+    g Stable 2-Oct-20
12 03557 Steadfast Insurance Company PROF 1,111,530 A+    g Stable 2-Oct-20
12 03565 Zurich Amer Ins Co of Illinois MISC 511 A+    g Stable 2-Oct-20
13 18756 Starr International Group  1,081,104 23.9  
13 13977 Starr Surplus Lines Ins Co PROF 1,081,104 A     g Stable 11-Dec-20
14 04019 Argo Group  1,015,479 7.0  
14 03283 Colony Insurance Company PROF 739,518 A-    g Stable 12-Mar-21
14 02619 Colony Specialty Insurance Co MISC 9,465 A-    g Stable 12-Mar-21
14 11035 Peleus Insurance Company PROF 266,495 A-    g Stable 12-Mar-21
15 05658 QBE North America Ins Group  959,513 18.4  
15 12562 QBE Specialty Insurance Co PROF 959,513 A     p Stable 11-Mar-21
16 18733 Tokio Marine US PC Group  939,520 4.9  
16 03286 Houston Casualty Company PROF 584,759 A++   g Stable 9-Dec-20
16 22607 Safety Specialty Insurance Co PROF 133,947 A++   g Stable 11-Nov-20
16 00763 Tokio Marine Specialty Ins Co PROF 220,814 A++   p Stable 10-Dec-20
17 18777 AXIS US Operations  931,474 20.9  
17 12515 AXIS Surplus Insurance Company PROF 931,474 A     g Stable 8-Jul-21
18 04835 Great American P & C Ins Group  761,969 10.7  
18 03735 American Empire Surplus Lines PROF 128,555 A+    r Stable 28-Oct-20
18 03837 Great American E & S Ins Co PROF 597,425 A+    r Stable 28-Oct-20
18 03293 Great American Fidelity Ins Co PROF 33,390 A+    r Stable 28-Oct-20
18 14150 Mid-Continent E&S Ins Co PROF 2,599 A+    r Stable 28-Oct-20
19 00048 Hartford Insurance Group  752,179 3.1  
19 02611 Hartford Ins Co of Illinois MISC 2,448 A+    p Stable 29-Jul-21
19 12563 Maxum Indemnity Company PROF 86,412 A+   r Stable 29-Jul-21
19 10761 Navigators Specialty Ins Co PROF 617,035 A+   r Stable 29-Jul-21
19 02706 Nutmeg Insurance Company MISC -1 A+   p Stable 29-Jul-21
19 11654 Pacific Insurance Company, Ltd PROF 46,286 A+   p Stable 29-Jul-21
20 18626 James River Group  736,316 -22.5  
20 22509 Falls Lake Fire & Casualty Co MISC 23,070 A-   g Negative 7-May-21
20 14313 Falls Lake National Ins Co MISC 14,402 A-    g Negative 7-May-21
20 13985 James River Casualty Company PROF 8,911 A-    g Negative 7-May-21
20 12604 James River Insurance Co PROF 689,933 A-    g Negative 7-May-21
21 18313 CNA Insurance Companies  735,742 19.9  
21 03538 Columbia Casualty Company PROF 735,742 A     g Stable 8-Jul-21
22 18429 Allianz US PC Insurance Cos  715,038 33.1  
22 02618 Allianz Underwriters Ins Co PROF 49,544 A+    g Stable 10-Sep-20
22 02267 Interstate Fire & Casualty Co PROF 665,494 A+    g Stable 10-Sep-20
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Appendix A (Cont'd.)
US Surplus Lines – Top 50 Groups and Lloyd's
Ranked by Surplus Lines Direct Premiums Written; Ratings as of August 20, 2021
($ thousands)

Rank AMB # Company Type
Surplus 

Lines DPW

YoY % 
Change 
in DPW

Best's FSR 
Implication/

Outlook

Rating 
Effective 

Date
23 05696 Everest Re U.S. Group  711,912 21.7  
23 12096 Everest Indemnity Insurance Co PROF 711,887 A+    g Stable 7-May-21
23 11197 Everest Security Insurance Co PROF 25 A+    g Stable 7-May-21
24 18484 Arch Insurance Group  699,864 23.2  
24 12523 Arch Specialty Insurance Co PROF 699,864 A+    g Stable 4-Dec-20
25 18674 Travelers Group  682,465 29.2  
25 04869 Northfield Insurance Co PROF 233,899 A++   g Stable 5-Nov-20
25 04025 Northland Casualty Company MISC 576 A++   g Stable 5-Nov-20
25 03592 St. Paul Surplus Lines Ins Co PROF 15,746 A++   g Stable 5-Nov-20
25 00241 Travelers Excess & Surp Lines PROF 432,244 A++   g Stable 5-Nov-20
26 18783 Aspen US Insurance Group  601,336 10.5  
26 12630 Aspen Specialty Insurance Co PROF 601,336 A     g Stable 30-Apr-21
27 03262 Swiss Reinsurance Group  554,162 -18.0  
27 10783 First Specialty Ins Corp PROF 215,871 A+    g Stable 22-Jul-21
27 11135 North American Capacity Ins Co PROF 338,290 A+    g Stable 22-Jul-21
28 14027 Kinsale Insurance Company  552,814 41.9  
28 14027 Kinsale Insurance Company PROF 552,814 A S 10-Jun-21
29 18753 Munich-American Hldg Corp Cos  512,220 85.3  
29 02666 American Modern Select Ins Co MISC 279 A+    g Stable 8-Jul-21
29 03763 American Western Home Ins Co MISC -43 A+    g Stable 8-Jul-21
29 20791 Bridgeway Insurance Company PROF 12 A+    g Stable 8-Jul-21
29 14838 HSB Specialty Insurance Co PROF 29,521 A++   r Stable 6-Aug-21
29 12170 Princeton E&S Lines Ins Co PROF 482,452 A+    g Stable 8-Jul-21
30 18533 AmTrust Group  491,190 59.8  
30 11693 Associated Industries Ins Co PROF 372,599 A-    r Stable 27-Aug-20
30 04070 Republic-Vanguard Ins Co PROF 81,005 A-    r Stable 27-Aug-20
30 02522 Security National Ins Co MISC 37,586 A-    p Stable 27-Aug-20
31 18944 Trisura US Insurance Group  471,254 136.9  
31 20575 Trisura Specialty Insurance Co PROF 471,254 A- Stable 3-Nov-20
32 03873 SCOR US Group  445,893 28.6  
32 02837 General Security Indem Co AZ PROF 445,893 A+    g Stable 25-Sep-20
33 18605 Hallmark Insurance Group  400,727 2.0  
33 14154 Hallmark National Insurance Co PROF 8,348 A- u Developing 20-Apr-21
33 10838 Hallmark Specialty Ins Co PROF 392,380 A- u Developing 20-Apr-21
34 03883 RLI Group  388,351 10.5  
34 02591 Mt. Hawley Insurance Company PROF 388,351 A+    g Stable 17-Nov-20
35 04294 The Cincinnati Insurance Cos  371,609 16.4  
35 13843 Cincinnati Specialty Undrs Ins PROF 371,609 A+   g Stable 27-Jan-21
36 18717 Skyward Specialty Ins Group  341,842 6.3  
36 04657 Boston Indemnity Company, Inc. PROF 1,182 A-   u Developing 9-Jul-21
36 13825 Houston Specialty Insurance Co PROF 340,651 A-   g Stable 19-Aug-21
36 14363 Oklahoma Specialty Ins Co PROF 9 A-  r Stable 19-Aug-21
37 18669 Global Indemnity Group  318,212 9.2  
37 03674 Penn-America Insurance Company PROF 78,024 A    g Stable 21-Apr-21
37 11460 Penn-Patriot Insurance Company PROF 8,897 A    g Stable 21-Apr-21
37 12050 Penn-Star Insurance Company PROF 77,703 A    g Stable 21-Apr-21
37 03128 United National Insurance Co PROF 153,588 A    g Stable 21-Apr-21
38 00897 IFG Companies  290,100 19.6  
38 00709 Burlington Insurance Company PROF 290,099 A    g Stable 25-Sep-20
38 12242 Guilford Insurance Company PROF 0 A    g Stable 25-Sep-20
39 03918 GuideOne Insurance Companies  268,153 148.6  
39 14334 GuideOne National Insurance Co PROF 268,153 A-   r Stable 13-May-21
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Appendix A (Cont'd.)
US Surplus Lines – Top 50 Groups and Lloyd's
Ranked by Surplus Lines Direct Premiums Written; Ratings as of August 20, 2021
($ thousands)

Rank AMB # Company Type
Surplus 

Lines DPW

YoY % 
Change 
in DPW

Best's FSR 
Implication/

Outlook

Rating 
Effective 

Date
40 18680 AF Group  266,039 981.3  
40 11876 Third Coast Insurance Company PROF 266,039 A    r Stable 5-Nov-20
41 18132 AmeriTrust Group  265,817 213.4  
41 12011 Ameritrust Insurance Corp MISC 2,539 A-   p Stable 6-May-21
41 03780 Century Surety Company PROF 260,948 A-   p Stable 6-May-21
41 02180 ProCentury Insurance Company MISC 2,331 A-   p Stable 6-May-21
42 25045 GeoVera U.S. Insurance Group  251,598 -1.0  
42 11678 GeoVera Specialty Insurance Co PROF 251,598 A    g Negative 23-Apr-21
43 03926 Selective Insurance Group  249,244 7.8  
43 13842 Mesa Underwriters Spec Ins Co PROF 249,244 A    p Positive 12-Nov-20
44 18868 Clear Blue Insurance Group  238,459 70.6  
44 22327 Clear Blue Insurance Company MISC 3,050 A-  g Stable 13-Apr-21
44 22328 Clear Blue Specialty Ins Co PROF 235,409 A- Stable 13-Apr-21
45 04354 Auto-Owners Insurance Group  219,418 27.0  
45 01780 Atlantic Casualty Insurance Co PROF 219,418 A Positive 10-Dec-20
46 18567 IAT Insurance Group  211,794 -9.3  
46 11774 Acceptance Casualty Ins Co PROF 29,217 A-  p Stable 10-Dec-20
46 10611 Acceptance Indemnity Ins Co PROF 110,563 A-   p Stable 10-Dec-20
46 12276 Commercial Alliance Ins Co MISC 238 A-  p Stable 10-Dec-20
46 00975 Wilshire Insurance Company PROF 71,776 A-  p Stable 10-Dec-20
47 18083 Doctors Company Insurance Grp  210,741 71.2  
47 11091 TDC National Assurance Company PROF 21,953 A    g Stable 3-Aug-21
47 10763 TDC Specialty Insurance Co PROF 188,787 A    g Stable 3-Aug-21
48 20603 Ategrity Specialty Ins Co  208,322 118.5  
48 20603 Ategrity Specialty Ins Co PROF 208,322 A-   g Stable 27-Oct-20
49 18523 Assurant P&C Group  199,355 -15.6  
49 11071 Reliable Lloyds Insurance Co MISC 4,471 A    g Stable 22-Jul-21
49 02050 Standard Guaranty Ins Co MISC 124 A   g Stable 22-Jul-21
49 02861 Voyager Indemnity Ins Co PROF 194,759 A   g Stable 22-Jul-21
50 18458 Intact US Insurance Group 180,478 -1.6
50 14398 Homeland Ins Co of Delaware PROF 12,870 A+ r Stable 22-Apr-21
50 10604 Homeland Ins Co of New York PROF 167,608 A+ r Stable 22-Apr-21
All ratings shown are as of August 25, 2021.
Affiliation codes: g = group rating; p = pooled rating; r = reinsured rating.
Source: AM Best data and research
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Appendix B
DPSL Composite Companies, 2016-2020

Company 2016 2017 2018 2019 2020 Company 2016 2017 2018 2019 2020
Acceptance Casualty Insurance Co X X X X X Frontline Ins Unlimited Co X X
Acceptance Indemnity Insurance Co X X X X X Gemini Insurance Co X X X X X
Admiral Insurance Co X X X X X General Security Indem Co AZ X X X X X
Adriatic Insurance Co X X X X X General Star Indemnity Co X X X X X
Agent Alliance Insurance Co X X X X GeoVera Specialty Insurance Co X X X X X
AIG Specialty Insurance Co X X X X X GNY Custom Insurance Co X X X X X
AIX Specialty Insurance Co X X X X X Gotham Insurance Co X X X X X
Allianz Underwriters Insurance Co X X X X X Great Amer Protection Insurance Co X
Allied World Asr Co (US) Inc X X Great American E&S Insurance Co X X X X X
Allied World Surplus Lines Ins X X X X X Great American Fidelity Insurance Co X X X X X
American Empire Surplus Lines X X X X X GuideOne National Insurance Co X X X X X
American Modern Surpl Lines Ins Co X X X Guilford Insurance Co X X X X X
American Mutual Share Ins Corp X X X X X Hallmark National Ins Co X X X X X
American Safety Insurance Co X X X X X Hallmark Specialty Insurance Co X X X X X
Appalachian Insurance Co X X X Hamilton Specialty Ins Co X
Arch Specialty Insurance Co X X X X X HCC Specialty Insurance Co X X
Aspen Specialty Insurance Co X X X X X Homeland Insurance Co of DE X X X X X
Associated Industries Insurance Co X X X Homeland Insurance Co NY X X X X X
Atain Insurance Co X X X X Housing Specialty Insurance Co Inc. X X X X X
Atain Specialty Insurance Co X X X X X Houston Casualty Co X X X X X
Ategrity Specialty Ins Co X X Houston Specialty Insurance Co X X X X X
Atlantic Casualty Insurance Co X X X X X HSB Specialty insurance Co X X X X X
AXIS Surplus Insurance Co X X X X X Hudson Excess Insurance Co X X X X X
Berkley Assurance Co X X X X X Hudson Specialty Insurance Co X X X X X
Berkley Specialty Ins Co X X X X X Illinois Union Insurance Co X X X X X
Blackboard Specialty Insurance Co X X X X Independent Specialty Ins Co X X
Burlington Insurance Co X X X X X Indian Harbor Insurance Co X X X X X
Canal Indemnity Co X X X X Interstate Fire & Casualty Co X X X X X
Canopius US Insurance, Inc. X X X X X Ironshore Specialty Insurance Co X X X X X
Capitol Specialty Insurance Corp X X X X X James River Casualty Co X X X X X
Catlin Specialty Insurance Co X X X X James River Insurance Co X X X X X
Century Surety Co X X X X X Kinsale Insurance Co X X X X X
Chubb Custom Insurance Co X X X X X Knight Specialty Insurance Co X X X X X
Cincinnati Specialty Undrs Ins X X X X X Landmark American Ins Co X X X X X
City National Insurance Co X Lexington Insurance Co X X X X X
Clear Blue Specialty Ins Co X X X X X Liberty Surplus Ins Corp X X X X X
CM Vantage Specialty Ins Co X X X X X Maxum Indemnity Co X X X X X
Colony Insurance Co X X X X X Medical Security Insurance Co X X X X X
Columbia Casualty Co X X X X X Mercer Insurance Co X X X
Conifer Insurance Co X X X X Merchants National Ins Co X X X X X
Coverys Specialty Insurance Co X X X X X Mesa Underwriters Spec Ins Co X X X X X
Covington Specialty Ins Co X X X X X Mid-Continent Excess & Surplus X X X X X
Crum & Forster Specialty Ins X X X X X MSA Insurance Co X X X X X
CUMIS Specialty Ins Co Inc X X X X X MSIG Specialty Ins USA Inc. X X
Dover Bay Specialty Ins Co X X X X X Mt Hawley Insurance Co X X X X X
Empire Indemnity Insurance Co X X X X X Mt Vernon Fire Insurance Co X X X X X
Endurance American Spec Ins Co X X X X X Mt. Vernon Specialty Ins Co X X X X X
Evanston Insurance Co X X X X X NAMIC Insurance Co, Inc X X X X X
Everest Indemnity Insurance Co X X X X X National Fire & Marine Ins Co X X X X X
Executive Risk Specialty Insurance X X X X National Guaranty Ins Co of Vermont X X X X X
Fair American Select Ins Co X X X X X Nautilus Insurance Co X X .X X X
First Mercury Insurance Co X X X X X Navigators Specialty Ins Co X X X X X
First Specialty Insurance Corp X X X X X Noetic Specialty Insurance Co X X X X X

X denotes domestic professional surplus lines companies (those whose surplus lines business generates more 
than 50% of their total premium)
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Appendix B (Cont'd.)
DPSL Composite Companies, 2016-2020

Company 2016 2017 2018 2019 2020 Company 2016 2017 2018 2019 2020
North American Capacity Ins Co X X X X X St. Paul Surplus Lines Ins Co X X X X X
North Light Specialty Insurance Co X X X X X Starr Surplus Lines Ins Co X X X X X
Northfield Insurance Co X X X X X StarStone Specialty Ins Co X X X X
Oklahoma Specialty Ins Co X X X X X Steadfast Insurance Co X X X X
Old Republic Union Ins Co X X X X X TDC National Assurance Co X X X
Pacific Insurance Co, Ltd X X X X X TDC Specialty Insurance Co X X X X
Peleus Insurance Co X X X X X TM Specialty Insurance Co X
Penn-America Insurance Co X X X X X Tokio Marine GRV Re, Inc. X X
Penn-Patriot Insurance Co X X X X X Tokio Marine Specialty Ins Co X X X X
Penn-Star Insurance Co X X X X X Travelers Excess & Surp Lines X X X X
Prime Insurance Co X X X X X Trisura Specialty Ins Co X X X
Princeton Excess & Surp Lines X X X X X Tudor Insurance Co X X X X
ProAssurance Specialty Ins Co X X X X X United National Insurance Co X X X X
Professional Security Ins Co X X X X X United National Specialty Ins Co X X X
Protective Specialty Ins Co X X X X X United Specialty Insurance Co X X X X
QBE Specialty Insurance Co X X X X X US Underwriters Insurance Co X X X X
Radnor Specialty Insurance Co X X X X VerTerra Insurance Co X X
Republic-Vanguard Ins Co X X X X X Voyager Indemnity Ins Co X X X X
Rockhill Insurance Co X X X X X Watford Specialty Insurance Co X X X X
Safety Specialty Insurance Co X X X X X Westchester Surplus Lines Ins X X X X
Savers Property and Cas Ins Co X Western Heritage Insurance Co X
Scottsdale Insurance Co X X X X X Western World Insurance Co X X X X
Scottsdale Surplus Lines Ins X X X X X Wishire Insurance Co X X X
Seneca Specialty Ins Co X X X X X XL Select Insurance Co X
Southwest Marine & General X X X X X

Source: AM Best data and research

X denotes domestic professional surplus lines companies (those whose surplus lines business generates more 
than 50% of their total premium)
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Appendix C
State Survey – Capital & Surplus Requirements for Surplus Lines Companies

State
Domestic Company 
Minimum Surplus

 Alien Company 
Minimum Surplus

Alien Companies 
Required to Maintain a 

Trust Fund Pending Revisions
Alabama $15,000,000 (1) No No
Alaska $15,000,000 (1) Yes, $2,500,000 No
Arizona $15,000,000 (1) Yes, $2,500,000 No
Arkansas $15,000,000 (1) No No
California $45,000,000 (1) No No
Colorado $15,000,000 (1) No No
Connecticut $15,000,000 (1) No No
Delaware $15,000,000 (1) No No
Dist of Columbia $15,000,000 (1) No No
Florida $15,000,000 $15,000,000 Yes, $5,400,000, (2) No
Georgia $15,000,000 (1) No No
Hawaii $15,000,000 (1) Yes, $5,400,000, (2) No
Idaho 15,000,000 (1) No No
Illinois $15,000,000 (1) No No
Indiana (3) (1) No No
Iowa $15,000,000 (1) No No
Kansas $4,500,000 (1) No No
Kentucky $15,000,000 (1) No No
Louisiana $15,000,000 (1), (2) Yes, $5,400,000 No
Maine $15,000,000 (1) No No
Maryland $15,000,000 (1) No No
Massachusetts $15,000,000 (1) No No
Michigan $15,000,000 (1) No No
Minnesota $15,000,000 (1) (4) No
Mississippi $15,000,000 (1) Yes, $5,400,000, (2) No
Missouri $15,000,000 (1) No No
Montana $15,000,000 (1) Yes, $5,400,000, (2) No
Nebraska $15,000,000 (1) No No
Nevada $15,000,000 (5) No No
New Hampshire $15,000,000 (1) No No
New Jersey $15,000,000 (1) No No
New Mexico $15,000,000 (1) No No
New York $47,000,000 (1) No No
North Carolina $15,000,000 (1) No No
North Dakota $15,000,000 (1) No No
Ohio $15,000,000 (1) No No
Oklahoma $15,000,000 (1) No No
Oregon $15,000,000 (1) Yes, $5,400,000, (2) No
Pennsylvania $15,000,000 (1), (6) No No
Puerto Rico $15,000,000 (7) No No
Rhode Island 15,000,000 (1) No No
South Carolina $15,000,000 (1) No No
South Dakota $15,000,000, (8) (1) No No
Tennessee $15,000,000 (1) No No
Texas $15,000,000 (1), (2) No No
Utah $15,000,000, (9) (1) No No
Vermont $15,000,000 (1) No No
US Virgin Islands $15,000,000 (1) No No
Virginia $15,000,000 (1) No No
Washington $15,000,000 (1) No No
West Virginia $15,000,000 (1) No No
Wisconsin $15,000,000 (1) No No
Wyoming $15,000,000 (1) No No
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Appendix C –  Notes
(1) Surplus lines brokers may do business with nonadmitted insurers domiciled outside the US (including Lloyd’s syndicates) that appear on the 
Quarterly Listing of Alien Insurers maintained by the International Insurers Department (IID) of the NAIC and comply with minimum capital 
requirements in the state (generally $15,000,000; $45,000,000 in California).
(2) Approved alien insurers are required to maintain a trust fund in the US designed to reasonably protect all policyholders, with a minimum amount 
set by state law. In Florida, Hawaii, Louisiana, Mississippi, Oregon, and Texas, the stipulated minimum is $5.4 million.
(3) Indiana does not impose formal eligibility requirements other than requiring a sponsoring broker for foreign surplus lines insurers. A licensed 
surplus lines producer must request by letter or email that a foreign (US) surplus lines insurer be added to the state’s eligibility list.
(4) Trust must be maintained under Minnesota 60A. 206, Subd. 5. 
(5) The Nevada Division of Insurance no longer has the authority to maintain a list of eligible insurers, and there are no requirements that a foreign 
or alien insurer must meet other than the objective eligibility criteria specified in the Nonadmitted and Reinsurance Reform Act of 2010 (NRRA) and 
reaffirmed in Chapter 685A of NRS, as amended by Senate Bill 289. 
(6) If the company is listed on the Quarterly List of Alien Insurers maintained by the IID, a written request for surplus lines eligibility must include 
documentation evidencing its listing by the NAIC.
(7) Puerto Rico no longer imposes a fee or financial premium; nor does it require other information from a foreign or alien insurer for surplus lines 
eligibility purposes, aside from the eligibility requirements set forth in the NRRA.
(8) South Dakota requirements for a surplus lines insurer remain the same as before, aside from the requirements under the NRRA. Surplus lines 
insurers will be required to file the Unauthorized Insurer Business Written & Premium Tax Report, along with the Schedule T & State Page for 
foreign Cos. Alien surplus lines Cos will be required to file the Unauthorized Insurer Business Written & Premium Tax Report.
(9) As of July 21, 2001, Utah cannot prohibit placement of surplus lines insurance with a nonadmitted insurer domiciled outside the US if the insurer 
is listed on the Quarterly Listing of Alien insurers maintained by the International Insurers Department of the NAIC.
Source: AM Best data and research 
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Appendix D

State
Stamping 

Office
Premium 

Tax (%)
Stamping 

Fee (%) State
Stamping 

Office
Premium 

Tax (%)
Stamping 

Fee (%)
Alabama No 6.00 No Nebraska No 3.00 No
Alaska1 No 2.70 1.00 Nevada Yes 3.50 0.40
Arizona Yes 3.00 0.20 New Hampshire No 3.00 No
Arkansas No 4.00 No New Jersey No 5.00 No
California Yes 3.00 0.25 2 New Mexico No 3.00 No
Colorado No 3.00 No New York Yes 3.60 0.17
Connecticut No 4.00 No North Carolina Yes 5.00 0.40
Delaware No 3.00 No North Dakota No 1.75 No
Dist of Columbia No 2.00 No Ohio No 5.00 No
Florida Yes 4.94 0.06 3 Oklahoma No 6.00 No
Georgia No 4.00 No Oregon1 Yes 2.30 7 10.00
Hawaii No 4.68 No Pennsylvania1 Yes 3.00 20.00
Idaho Yes 1.50 0.50 Puerto Rico No 9.00 No
Illinois Yes 3.50 0.075 Rhode Island No 4.00 No
Indiana No 2.50 No South Carolina No 6.00 No
Iowa No 1.00 No South Dakota No 2.5-3.0 No
Kansas No 6.00 No Tennessee No 5.00 No
Kentucky No 3.00 4 No Texas 8 Yes 4.85 0.075
Louisiana No 4.85 No Utah Yes 4.25 0.18
Maine No 3.00 No Vermont No 3.00 No
Maryland No 3.00 No US Virgin Islands No 5.00 No
Massachusetts No 4.00 No Virginia No 2.25 No
Michigan 5 No 2.00 No Washington Yes 2.00 0.10
Minnesota Yes 3.00 0.06 West Virginia No 4.55 No
Mississippi Yes 4.00 0.25 Wisconsin No 3.00 No
Missouri No 5.00 No Wyoming No 3.00 No
Montana No 2.75 6 0.25
1 Stamping office fees for Alaska, Oregon and Pennsylvania are per filing. 
2 Stamping fee changed to 0.25% on January 1, 2020.

4 Surplus lines tax is 3% plus 1.8% surcharge payable by the broker.
5 In Michigan, a 0.5% regulatory fee applies in addition to the premium tax.
6 An additional 2.5% tax is applied to fire portions of surplus lines payments (annually), payable by the agent.
7 This amount includes a 0.3% collected for Oregon Fire Marshalls’ office payable by the broker.
8 The stamping fee was amended for transactions with effective dates on or after January 1, 2021.

State Survey – Surplus Lines Stamping Offices and Premium Taxes

3 Stamping fee lowered to 0.06% as of April 1, 2020. Tax rate reduced from 5% to 4.94% for policies issued/renewed on or 
after July 1, 2020.

Source: AM Best data and research
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