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Key Rating Drivers 
Specialty Market Expertise: Markel Corporation’s (NYSE: MKL) rating strengths include 
pricing and underwriting discipline through market cycles and expertise in a number of 
specialty property/casualty (P/C) insurance products and niche markets. MKL’s 2013 
acquisition of Alterra Capital Holdings Limited resulted in a step up in scale into a larger and 
more favorable market position, particularly in its U.S. and London market business platforms.  

Solid Calendar-Year Results: MKL’s underwriting performance reflects pricing discipline and 
conservative reserving that produce favorable development of prior accident-year reserves. 
The combined ratio of 88.8% in 2015 improved from 95.4% in 2014. Fitch Ratings believes 
MKL’s improved margins are sustainable as expense synergies and the company’s specialty 
market expertise are being incorporated into the larger business platform. 

Very Strong Balance Sheet: MKL maintains very strong capitalization. Consolidated GAAP 
operating leverage and net leverage were 0.49x and 2.07x, respectively, at year-end 2015. The 
score for U.S. subsidiaries on Fitch’s Prism capital model was ‘Very Strong’ at year-end 2014. 
U.K. and Bermuda operating company capital adequacy is consistent with the U.S. MKL posted 
cumulative reserve redundancies (exceeding actuarially calculated point estimates) in each of 
the last 12 years and favorable prior-year development continues to exceed industry trends.  

Financial Leverage and Coverage: MKL’s pro forma financial leverage ratio (FLR) was 23.5% 
at March 31, 2016, following new debt issuance and a tender offer of existing senior notes. 
GAAP operating EBIT coverage improved to 6.4x for 2015 and 7.3x of the first three months of 
2016 and is augmented by holding company cash and liquid assets that covers projected 2016 
debt service by more than 12x, as well as solid operating company maximum dividend capacity. 
Share repurchase activity has been minimal. 

Rating Sensitivities 
Upgrade Triggers: Key rating triggers that could lead to an upgrade of MKL’s ratings include 
very strong operating performance with a combined ratio consistently below 95%; GAAP 
operating EBIT coverage consistently at or above 10x; maintenance of GAAP net leverage 
below 2.5x; and FLR maintained below 20% and further increases in operating scale.   

Downgrade Triggers: Key rating triggers that could lead to a downgrade of MKL’s ratings 
include an operating EBIT coverage ratio sustained at 5.0x or below; any unexpected adverse 
developments from recent acquisitions, including a goodwill writedown or a material 
deterioration in underwriting performance; and a decline in shareholders’ equity or operating 
company surplus of 20% or greater. 

Ratings 
Long-Term Issuer Default Rating A– 
Senior Unsecured Notes BBB+ 
 
Alterra America Insurance Company 
Associated International Insurance Co. 
Essentia Insurance Company 
Evanston Insurance Company 
Markel American Insurance Company 
Markel Bermuda Limited 
Markel Global Reinsurance Company 
Markel Insurance Company 
Markel International Insurance Co. Ltd.  
Insurer Financial Strength (IFS) A+ 

 

Rating Outlook 
Stable 

 

Financial Data 
Markel Corporation 
($ Mil.) 2015 3M16 
Total Debt  2,239 2,300 
SH Equity 7,834 8,239 
Net Income to SH 583 160 
Combined Ratio (%) 88.8 87.6 
ROE (%) 7.6 8.0 

SH – Shareholders’. 2016 ROE is 
annualized. Note: GAAP. 
Source: Markel Corporation. 
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Market Position and Size/Scale 

Medium Position in Overall U.S. Market; Large in Specialty Market 
• Strategy drives position in niche markets.  
• Effective distribution capabilities in U.S. insurance. 
• Additional scale in international insurance business. 
• Global reinsurance augments specialty strategy. 

Strategy Drives Position in Niche Markets   
MKL’s strategy is to develop niche expertise and specialty market knowledge and to 
differentiate itself from competitors through service and continuity. Competition in specialty 
insurance markets tends to focus less on price and more on value-based considerations, 
compared with the standard market.  

Effective Distribution Capabilities in U.S. Insurance  
Fitch classifies MKL as a midsize player in the U.S. market with $2.1 billion in net written 
premium in 2015 attributable to U.S. risk. In the excess and surplus (E&S) market, MKL ranked 
fifth, excluding Lloyd’s of London (Lloyd’s), with market share of 3.9% based on 2015 direct 
premiums. The company writes E&S business through two distribution channels, professional 
surplus lines general agents and wholesale brokers. Distribution of specialty admitted products 
is primarily through wholesale and specialty retail producers. Several personal lines products 
are also marketed directly to the consumer through mail, Internet and telephone promotion.  

Additional Scale in International Insurance Business 
MKL’s international segment, with $888 million in net written premiums in 2015, writes specialty 
property, casualty, professional liability, and marine and energy insurance on a direct and 
facultative basis. MKL participates in the London market through Markel Capital Limited 
(Markel Capital), which is the corporate capital provider for the company’s Lloyd’s syndicate, 
Markel Syndicate 3000, as well as through Markel International Insurance Company Limited 
(MIICL) and Markel Bermuda Limited (Markel Bermuda). The business is distributed via Lloyd’s 
and insurance brokers.  

Global Reinsurance Augments Specialty Strategy 

MKL’s global reinsurance segment, with $824 million in net written premium in 2015, includes 
all treaty reinsurance written across the company. MKL offers property and casualty quota-
share and excess of loss reinsurance through Markel Global Reinsurance Company, Markel 
Bermuda, MIICL and Markel Syndicate 3000. Fitch classifies MKL as a “small” reinsurer with 
net premiums less than $1 billion.  

 
 
 
 
 
 
 
 

 
 

Related Criteria 
Insurance Rating Methodology  
(May 2016)  
 

Ratings Range Based on Market Position and Size/Scale

Senior Debt Rating Category 

IFS Rating Category AAA AA A BBB <BBB

AA A BBB BB <BB

Large Market Position and Size/Scale

Medium Market Position and Size/Scale
Small  Market Position and Size/Scale

Net Written Premiums
by Segment
($3.8 Billion in 2015)

Source: Markel Corporation, Fitch.

U.S.
Insurance

55%
International
Insurance

23%

Reinsurance
22%

Earned Premiums 
by Product
($3.8 Billion in 2015)

Source: Markel Corporation, Fitch.
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Organizational Structure 

Public Ownership Is Neutral to Rating 
MKL’s specialty business franchise developed through both internal growth and strategic 
acquisitions. MKL’s integration strategy is to reunderwrite acquired businesses, shed 
unprofitable lines and consolidate operations to reduce expenses. Principle acquisitions 
include: Shand/Evanston Group, Inc. (1987 and 1990); Terra Nova (Bermuda) Holdings, Ltd. 
(2000); Aspen Holdings, Inc. (2010); and Alterra (2013).  

MKL’s key internal financial performance measure is growth in book value per share (BVPS). 
For the 20-year period ending Dec. 31, 2015, the CAGR was 14%. Over a 10-year period, 
MKL’s BVPS growth ranked third among 39 companies in Fitch’s universe.  

Corporate Governance 

No material issues to the rating 
are noted. The board appears to 
have an appropriate amount of 
independence from management 
and seems reasonably involved in 
establishing the company’s 
strategic direction. Standard board 
subcommittees are in place. 
 

Simplified Organization Chart — Markel Corporation 

aMarkel Corporation owns 90% and Markel Bermuda Ltd. owns 10% of Markel International Holdings Ltd. 
Source: Markel Corporation.

Markel Corporation
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Industry Profile and Operating Environment 

Non-Life Industry Has Solid Capital, but Premium Rates Are Weakening  

Key U.S. non-life industry risk factors include cyclical pricing, intense market competition, 
pricing and reserving uncertainty, investment risk tied to fixed-income and equity holdings, 
catastrophe loss exposures and regulatory issues. Industry aggregate policyholders’ surplus 
continues to expand to historic record levels. P/C industry capital adequacy remains strong 
based on traditional operating leverage measures, RBC ratios and Fitch’s Prism capital model. 
The fundamental sector outlook remains stable. 

The P/C industry in aggregate generated a significant underwriting profit for the third 
consecutive year in 2015. More favorable performance is largely due to the impact of past 
fundamental pricing improvements, relatively stable loss cost trends and reduced catastrophe-
related insured losses.  

Overall market profitability is anticipated to decline moderately going forward. The market 
underwriting cycle is now past peak, with pricing trends flat or declining in most segments. 
Commercial property lines have retreated significantly for the last few years. Premium revenue 
increases are pressured by market competition and less robust economic growth. The 
investment contribution to earnings also will continue to decline due to lower investment yields. 
Uncertainty tied to catastrophe loss experience will remain a constant source of future earnings 
volatility as well. 

Ratings Range Based on Industry Profile/Operating Environment

Senior Debt Rating Category

IFS Rating Category AAA AA A BBB <BBB

AA A BBB BB <BB

Non-Life Insurance

Reinsurance

Sovereign and Country 
Related Constraints  

Fitch rates the local currency 
sovereign obligations of the 
United States of America at ‘AAA’ 
with a Stable Outlook, with a 
Country Ceiling at ‘AAA’.  

The local currency sovereign 
rating expresses the maximum 
limit for local currency ratings of 
most, but not all, issuers in a given 
country. At current levels, the 
ratings of U.S. insurance 
organizations and other corporate 
issuers are not likely to be 
constrained by sovereign or 
macroeconomic risks.  
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Peer Analysis 

MKL’s Specialty Peer Comparison Supports Rating Level 
MKL’s closest peers are specialty and E&S commercial insurance writers in the P/C space, but 
the company also faces competition from large multi-line carriers with specialty presence. 
Other competitors include Lloyd’s syndicates, risk retention and insurance buying groups, and 
risk securitization and alternative self-insurance mechanisms.  

As demonstrated in the table below, overall performance for the peer group was fairly strong 
over the past five years, with average combined ratios below 100% and double-digit ROEs for 
three of the seven companies. With the acquisition of Alterra, MKL is now the largest of the 
peers below. MKL’s capitalization, as measured by operating leverage, is the most 
conservative of the group. Compared with peers, MKL’s underwriting performance generally 
trailed peers, but is relatively stable as measured by standard deviation, and the performance 
gap narrowed in recent years. Fitch believes MKL’s reserve adequacy is better than most of 
these peers.   

Fitch notes the moderate growth in net premium written for the group, which reflects the soft 
pricing conditions over the period. MKL’s five-year underlying CAGR for net premium written, 
excluding the 2013 acquisition of Alterra, would be in line with the group.  

 Peer Comparison 
   2011–2015 Average  2015 

($ Mil.) IFS 

2015 
Common  

SH Equity  
CAGR 

NPW (%) CR (%) 
Standard  
Dev. (%) ROE (%) 

 
Reserve Devp./ 

SH Equity 
Operating 

Leverage (x) 

  
FLR 
 (%) 

American Financial Group, Inc. NR 4,592 12.4 95.0 1.3 9.2  0.7 0.89 19.2 

Allied World Assurance Co. Holdings A+ 3,533 11.9 91.4 5.2 10.4  (2.2) 0.70 26.8 

Argo Group International NR 1,668 5.1 102.7 10.3 5.7  (2.0) 0.82 18.0 

Markel Corporation  A+ 7,834 16.6 96.0 4.7 5.7  (8.3) 0.49 21.7 
RLI Corporation NR 823 8.3 84.1 3.4 15.4  (7.2) 0.85 15.6 
W. R. Berkley Corporation  A+ 4,600 10.0 95.7 2.1 11.9  0.1 1.30 33.1 

IFS – Insurer Financial Strength. SH – Shareholders’. NPW – Net premiums written. CR – Combined ratio. Dev. – Deviation. Devp. – Development. FLR – Financial 
leverage ratio. NR – Not rated. 
Source: Fitch. 
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Very Strong Subsidiary Capital Adequacy, Average Financial Leverage  
• Financial leverage aligns with industry averages. 
• Very strong capital adequacy and internal capital generation. 

Financial Leverage Aligns with Industry Averages 

MKL’s FLR remained in line with industry averages and was 23.5% pro forma at March 31, 
2016, following new issuance and a tender offer of existing senior notes. This compares with 
Fitch’s rated P/C universe and issuers with senior debt rated ‘BBB’ at 22.4% and 18.9%, 
respectively, at year-end 2015. The company’s total financing and commitments ratio was 
moderate at 0.35x. Goodwill relative to shareholders’ equity was moderate at 15%, and 31% of 
the total goodwill was related to non-insurance operations.  

Very Strong Capital Adequacy and Internal Capital Generation 

MKL’s capital adequacy metrics remained stable and compare with Fitch’s ‘AA’ category 
median sector credit factor (SCF) guidelines. Shareholders’ equity grew at a 20% CAGR over 
the past five years, driven by net income and the Alterra acquisition. Share repurchase 
remained minimal and MKL does not pay a common dividend (see Appendix A). 

The 2014 score for U.S. operations on Fitch’s Prism capital model was ‘Very Strong’. The level 
of target capital was driven by investment, underwriting and reserve risk. Catastrophe risk had 
a lesser impact. Available capital benefited modestly from unrealized bond gains.  

For 2015, U.S. statutory surplus was $2.5 billion and statutory net income was $292 million. The 
NAIC RBC for combined U.S. operations was 224% at Dec. 31, 2015. 

Capitalization and Leverage 
(x) 2011 2012 2013 2014 2015 Fitch’s Expectation 
Net Premium Written/SH Equity  0.59 0.57 0.48 0.52 0.49 GAAP operating leverage and the FLR are expected 

to remain below 1.0x and 30%, respectively.  
Net Leverage  2.28 2.15 2.37 2.22 2.07 
Investment Leverage  2.6 2.4 2.6 2.5 2.3 
Financial Leverage Ratio (FLR) (%)  26.9 27.3 24.1 22.5 21.7 
Investment in Affiliates/SH Equity  0.92 0.94 1.02 1.00 1.02 

SH – Shareholders’. Note: The FLR excludes nonrecourse secured subsidiary debt. Double leverage (investment in affiliates to shareholders’ equity) measures the 
extent to which operating company capitalization benefits from downstreamed holding company resources. U.S. GAAP.  
Source: SNL Financial, Fitch. 

 

2014 Prism Score — Markel and Affiliates 

0

1,000

2,000

3,000

4,000
($ Mil.)

Target Capital Available Capital

 

 
($ Bil.) 2014 

 
Prism Score Very Strong 

 
AC/TC at Prism Score (%) 104 

 
AC/TC at Higher Prism Score (%) 84 

  
 

 
Statutory Surplus 2,619 

 
Affiliated Investments 0 

 
Unrealized Bond Gains/(Losses) 206 

 
Other Adjustments 225 

 Available Capital (AC Base) 3,051 

  
 

 
Target Capital Contributors (%)  

 
Underwriting 24 

 
Reserves 20 

 
Investments 27 

 
Catastrophe 7 

 
Other 21 

TC – Target capital. AC – Available capital. Note: Red line is available capital base; shaded area represents the high and 
low of AC due primarily to value of affiliated life subsidiary and unrealized bond gains/(losses). 
Source: Fitch, SNL Financial. 
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Adequate Debt-Servicing Capacity with Ample Liquidity 
• Significant holding company liquidity. 
• Moderate but improved coverage. 
• Sources of back-up liquidity. 

Significant Holding Company Liquidity  

A primary source of financial flexibility is the sizeable level of cash and marketable securities 
maintained at the holding company. This liquidity is available to support debt service, debt 
refinancing as well as operating company capitalization, if needed.  

Holding company liquidity coverage averaged 11.8x for 2011–2015. The Dec. 31, 2015 holding 
company cash and securities of $1.6 billion covers expected 2016 interest expense by 
approximately 12.5x.  

Moderate but Improved Coverage 

GAAP operating EBIT coverage improved to 6.4x for 2015, but remained below the median 
SCF guideline of 7.0x for the rating level. Coverage for the first three months of 2016 was 7.3x. 

Funding for debt service is primarily from operating company dividends. Maximum dividend 
capacity from U.S. and Bermuda subsidiaries improved with the addition of the Bermuda 
subsidiary and was 6.6x in 2015, which compared with the median SCF guidelines of 4.5x for the 
rating level. For 2016, the domestic and Bermuda subsidiaries could pay $846 million under the 
ordinary dividend regulations. In addition, MIICL has the capacity to pay dividends to the holding 
company with approval from the Prudential Regulatory Authority (see Appendix A).  

Sources of Back-Up Liquidity 

Effective August 2014, the capacity of MKL’s revolving credit facility was $300 million, of which 
$200 million may be used for secured LOCs. The facility expires in August 2019, and there 
were no borrowings under the credit agreement at year-end 2015. 

Debt Maturities 
($ Mil., As of Dec. 31, 2015)   
2016 (Remaining) 30 
2017 120 
2018 5 
2019 353 
2020 359 
2021 or Later 1,341 

Note: U.S. GAAP.  
Source: Markel Corporation. 

 
Outstanding Debt 
($ Mil., As of Dec. 31, 2015)  
7.200% Senior Notes due 2017 92 
7.125% Senior Notes due 2019 347 
6.250% Senior Notes due 2020 395 
5.350% Senior Notes due 2021 249 
4.900% Senior Notes due 2022 348 
3.625% Senior Notes due 2023 248 
7.350% Senior Notes due 2034 198 
5.000% Senior Notes due 2043 244 
Nonrecourse Secured Debt  120 
Total  2,239 

Note: U.S. GAAP. 
Source: Markel Corporation. 

 

Debt Service Capabilities and Financial Flexibility 
($ Mil.) 2011 2012 2013 2014 2015 Fitch’s Expectation 
Interest Expense  86 93 114 117 118 Maximum dividend capacity for 2016 is projected to 

approximate 6.8x. Holding company liquidity is 
expected to cover 2016 interest expense by 
approximately 12.5x. 

Operating EBIT 241 373 413 512 754 
Operating EBIT/Interest Expense (x) 2.8 4.0 3.6 4.4 6.4 
Maximum Dividend Capacity (x) 2.3 3.2 6.6 5.7 6.6 
Holdco Cash and Securities 1,159 1,414 1,322 1,493 1,564 
Holdco Liquidity Coverage 10.3 12.5 12.4 11.3 12.6 
Holdco − Holding company. Note: Maximum dividend capacity consists of maximum statutory dividend from U.S. subsidiaries and Bermuda divided by interest 
expense. Holdco cash coverage consists of prior year-end holdco cash and securities divided by interest expense. GAAP. 
Source: SNL Financial, Markel Corporation, Fitch. 
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Profitability Benefits from Disciplined Underwriting 
• Solid calendar-year results.  
• All segments report underwriting profits.  
• History of highly favorable reserve development 
• Disciplined underwriting.  

Solid Calendar-Year Results 

MKL’s calendar-year underwriting results significantly improved recently, reflecting pricing 
discipline; benefits from added scale, particularly in U.S. insurance; and continued favorable 
loss reserve development. The combined ratio of 87.6% for the first three months of 2016 and 
88.8% in 2015, improved from 95.4% in 2014 and 96.8% in 2013. The company reported 
limited losses from catastrophic events in each of the last three years. 

Future performance will be challenged by a more competitive pricing environment in 
commercial lines and reinsurance. Expense benefits from a larger business platform are 
anticipated to materialize going forward. 

All Segments Report Underwriting Profits 

MKL’s major reporting segments reported improvement in underwriting results in the last two 
years, with combined ratios below 90% in each segment for 2015 (see table page 9).    

History of Highly Favorable Reserve Development 

MKL has a long history of reporting significant calendar-year reserve redundancies that have a 
substantial effect on annual earnings. Favorable prior-period reserve development averaged 
15.4% of calendar-year earned premiums from 2011 to 2015 and was 16.4% in 2015.  

This reserve experience is among the best in the P/C industry. MKL is likely to continue to 
generate favorable reserve development over time given the company’s consistent approach to 
setting loss reserves at more conservative levels, but there remains uncertainty whether the 
magnitude of future favorable reserve development will subside. 

Financial Performance and Earnings 
($ Mil.) 2011  2012 2013 2014 2015 Fitch’s Expectation 
Net Premiums Earned 1,979 2,147 3,232 3,841 3,824 MKL is likely to generate underwriting profits and 

an operating ratio below 90% going forward.    
Segment Underwriting Gain/(Loss)a (41) 68 104 179 430 

Operating Ratio (%) 88.7 83.9 87.0 85.9 79.5 

Net Income Available to Common 142 253 281 321 583 
Net Income ROE (%) 4.3 7.0 5.3 4.5 7.6 
aP/C only and excludes runoff lines of life reinsurance. Note: U.S. GAAP.  
Source: SNL Financial, Fitch. 

 

 

 

Underwriting Performance 
(%) 2011 2012 2013 2014 2015 
Loss Ratio 61.1 53.7 56.2 57.3 50.7 
Expense Ratio 40.9 43.3 40.6 38.0 38.1 
Calendar-Year Combined Ratio 102.1 97.0 96.8 95.4 88.8 
Prior-Year Reserve Development (17.9) (18.6) (12.7) (11.3) (16.4) 
Accident-Year (AY) Combined Ratio 119.9 115.6 109.5 106.7 105.2 
Catastrophe Losses 7.7 5.0 0.8 0.0 0.0 
AY Combined Ratio, Excluding Catastrophes 112.2 110.6 108.7 106.7 105.2 
Note: U.S. GAAP. 
Source: Markel Corporation, Fitch. 
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Disciplined Underwriting 

MKL’s premium volume is unlikely to grow significantly, and premium mix by product could 
change moderately in response to cyclical market conditions. Over time, the company has 
demonstrated a commitment to maintaining underwriting profitability and a willingness to walk 
away from business that does not support its profit targets. Most recently, the company’s 
reinsurance premium volume declined in part through decisions to exit the U.K. motor 
reinsurance business and materially scale back quota-share participation in U.S. nonstandard 
auto reinsurance. 

Segment Operating Performance 
(%) 2012 2013 2014 2015 1Q16 
U.S. Insurance       
Net Premiums Earned ($ Mil.) 1,360 1,728 2,023 2,105 532 
Underwriting Profit ($ Mil.)  142 99 238 57 
Loss Ratio 55.7 50.7 55.5 50.7 52.1 
Expense Ratio 44.3 41.1 39.5 37.9 37.1 
CY Combined Ratio 100.0 91.8 95.1 88.7 89.2 
Effect of Prior-Year Reserve Development  (16.6) (17.3) (10.7) (14.2) (7.3) 
AY Combined Ratio 116.6 109.0 105.8 102.9 96.5 
      
International Insurance      
Net Premiums Earned ($ Mil.) 672 834 910 879 215 
Underwriting Profit ($ Mil.) 58 52 67 126 11 
Loss Ratio 47.5 54.9 54.3 44.3 53.8 
Expense Ratio 43.8 38.8 38.3 41.4 41.1 
CY Combined Ratio 91.3 93.7 92.6 85.7 94.9 
Prior Year Reserve Development  (25.7) (15.7) (18.3) (28.3) (13.8) 
AY Combined Ratio 117.0 109.4 110.9 114.0 108.7 
      
Reinsurance      
Net Premiums Earned ($ Mil.) 114 670 908 839 210 
Underwriting Profit ($ Mil.) 27 (61) 39 86 37 
Loss Ratio 48.4 67.5 61.4 55.3 44.9 
Expense Ratio 28.2 41.6 34.3 34.5 37.5 
CY Combined Ratio 76.6 109.1 95.7 89.7 82.3 
Prior Year Reserve Development  (18.7) (1.9) (8.8) (11.7) (17.3) 
AY Combined Ratio 95.4 111.0 104.5 101.4 99.7 

CY − Calendar year. AY − Accident year. Note: U.S. GAAP. 
Source: Markel Corporation, Fitch. 
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High-Quality Investment Portfolio 
• Reserves backed by high-quality, fixed maturity investments. 
• High levels of cash and short-term balance above-average equity exposure. 
• High liquidity and low interest rates drive below-average investment yield. 

Reserves Backed by High-Quality, Fixed Maturity Investments  

Policyholder liabilities are invested predominately in municipal, corporate and government 
bonds with relatively short durations. The fixed maturity portfolio is high quality and is relatively 
conservative with an average rating of ‘AA’, and approximately 97% rated ‘A’ or better at year-
end 2015. The average duration of the fixed maturity portfolio including cash and short-term 
investments at 3.9 years is maintained slightly longer than the duration of insurance liabilities.  

MKL’s policy is to minimize below investment-grade or unrated bonds, which represented less 
than 1% of fixed maturity investments at year-end 2015. The structured securities in the pie 
chart to the left are predominantly short-duration Fannie Mae and Freddie Mac planned 
amortization class bonds. MKL had no material exposure to subprime or Alt-A mortgages. 
Municipal investments are focused on general obligation bonds and essential services and are 
well diversified by state.  

High Levels of Cash and Short-Term Balance Above-Average Equity Exposure 

MKL uses equity securities primarily to build and support shareholders’ equity, but maintains a 
higher concentration in equities compared with the P/C industry. Equities represent MKL’s core 
risky asset position, and the risky asset ratio of 52% at year-end 2015 compared with the SCF 
medians of 50% for ‘AA’ and 75% for ‘A’ IFS ratings, respectively. MKL’s net unrealized gains 
in the portfolio were $1.2 billion at year-end 2015. The weighted average 10-year annual return 
on the portfolio was 11.2% compared with 10.5% on the S&P 500.  

MKL employs a long-term value approach to equity investing, seeking investments in profitable 
companies, with talented management teams, that exhibit reinvestment opportunities and 
capital discipline at reasonable prices. The common equity portfolio consists of holdings in both 
domestic and international stocks diversified by size, selection criteria and currency. 

High Liquidity and Low Interest Rates Drive Below-Average Investment Yield  

MKL’s investment portfolio produced stable and consistent investment income and ample 
liquidity to meet the company’s insurance obligations. The investment yield continued to 
decline in 2015 because of low interest rates, and it will also remain suppressed over the next 
several years due to the bond amortization related to the acquisition of Alterra.  

Investments and Asset Risk 
(%) 2011 2012 2013 2014 2015 Fitch’s Expectation 
Cash and Invested Assets ($ Mil.) 8,728 9,333 17,612 18,638 18,181 Allocation to equities is expected to remain above 

industry norms going forward.   
Fixed Income  64 53 58 56 52 
Equities 21 26 18 22 22 
Cash and Short Term   15 21 24 22 26 
Investment Yield  3.1 3.1 2.4 2.0 1.9 
Note: U.S. GAAP. 
Source: SNL Financial, Fitch. 

 

 

CMBS – Commercial mortgage-backed 
securities. RMBS – Residential mortgage-
backed securities. 
Source: Markel Corporation, Fitch.

Fixed Maturity Investments
($9.4 Billion as of Dec. 31, 2015)
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Conservative Reserving Drives Balance Sheet and Earnings Strength     
• Reserving philosophy promotes redundancies. 
• Consistently favorable reserve development.  
• Latent reserves and runoff exposures are minimal. 

Reserving Philosophy Promotes Redundancies   

Fitch believes that MKL’s demonstration 
of conservative actuarial reserving 
practices are a balance sheet strength 
that contribute to the stability of earnings 
and position the company well for long-
term performance. MKL’s philosophy is 
to establish initial reserves at levels 
where redundancies are more likely than 
deficiencies. MKL’s ultimate loss 
reserves are estimated quarterly by in-house actuarial staff and reviewed annually by an 
independent outside actuarial firm.  

At year-end 2015, the company’s best estimate of net reserves for unpaid losses and loss 
adjustment expenses exceeded the actuarially calculated point estimate by $539 million, or 7.1%.  

Consistently Favorable Reserve Development  

Fitch believes that MKL’s loss reserves are likely to develop redundantly going forward. In the 
five years ending 2015, MKL posted favorable prior-year development totaling $2.2 billion. 
Favorable reserve development reported in 2015 was meaningfully higher than recent prior 
years, partially reflecting completion of management efforts to apply MKL’s loss reserving 
practices for losses in product lines previously written by Alterra.  

Favorable development in 2015 was concentrated in longer tail lines within the U.S. Insurance 
and International segments for the 2011 to 2014 accident years.   

Latent Reserves and Runoff Exposures Are Minimal 

MKL’s “other and discontinued” reserves (see Net Loss and LAE Reserves table) includes 
exposures related to businesses, many of which are in runoff. In 2015, MKL completed two 
retroactive reinsurance transactions to cede 65% of reserves attributable to A&E risk to a third 
party. Following the second retroactive transaction, the company increased estimated ultimate 
losses on remaining A&E claims by $15 million. Net asbestos reserves were $93 million at year-
end 2015. MKL’s three-year survival ratio of 7.3x paid losses for asbestos reserves, down from 
16.6x for year-end 2014, compared with Fitch’s target for asbestos of approximately 11x−14x.  

Reserve Adequacy 
($ Mil.) 2011 2012 2013 2014 2015 Fitch’s Expectation 
Net Loss and Loss Expense Reserves 4,608 4,593 8,408 8,535 8,235 MKL’s prior-year reserve development will 

continue to remain solidly favorable.  CY Reserve Development by Segment      
U.S. Insurance (254) (226) (298) (217) (299) 
International Insurance (77) (173) (131) (167) (249) 
Reinsurance (19) (21) (13) (80) (98) 
Other and Discontinued (4) 21 31 28 18 
Total Reserve Development (354) (399) (411) (436) (628) 
CY – Calendar year. Note: U.S. GAAP. 
Source: Markel Corporation, Fitch. 

 

 

Net Loss and LAE Reserves  
 Net Loss Low-End High-End 
 Reserves Actuarial Actuarial 

($ Mil.) Held Range Range 
U.S. Insurance 3,082 2,710 3,279 
International Insurance 2,132 1,691 2,288 
Reinsurance  2,600 1,881 2,893 
Other (Discontinued)  330 266 515 

Note: U.S. GAAP.  
Source: Markel Corporation, Fitch. 
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Reasonable Reinsurance Protection Limits Large Losses  
• Moderate exposure to natural catastrophes. 
• Relatively low reinsurance usage.  
• Manageable recoverables from highly rated reinsurers. 

Moderate Exposure to Natural Catastrophes 

Fitch views MKL’s appetite for and shareholders’ equity exposure to modeled losses from 
catastrophes as generally comparable with specialty peer companies and lower than the 
aggregate industry. Based on the company’s in-force exposure estimated at Dec. 31, 2015, the 
net probable maximum loss is roughly split between U.S. windstorm and all other U.S. and 
international perils. On a net basis, Fitch believes the annual aggregate catastrophe exposure 
is manageable relative to operating company surplus and consolidated shareholders’ equity.   

Relatively Low Reinsurance Usage 

MKL’s long-term underwriting approach focuses on writing profitable business on a gross basis 
and offering policy limits that do not require significant reinsurance utilization. Historically, 
MKL’s premium retention expanded as insurance subsidiaries’ capital grew. The retention ratio 
averaged 84.7% from 2011 to 2015. 

Fitch believes MKL’s reinsurance programs provide reasonable protection for earnings and 
capital in the event of large catastrophe losses. MKL purchases catastrophe coverage (focused 
on earthquake and wind risks) for catastrophe-exposed policies in order to protect the financial 
strength of the company given an extreme catastrophic event and to limit overall catastrophe 
exposure so that in an active catastrophe year, the company can absorb catastrophe losses 
and still produce a consolidated underwriting profit. 

Manageable Recoverables from Highly Rated Reinsurers  

Reinsurance recoverable exposure remained relatively flat at 26.4% of equity at year-end 2015. 
The quality of MKL’s reinsurers is very strong and the company sets minimum financial 
standards for its reinsurers. To further reduce credit exposure to reinsurance recoverables, 
MKL receives collateral, including LOCs and trust accounts, from reinsurers for recoverables in 
excess of an individually established amount. 

At year-end 2015, the 10 largest reinsurers as a group represented approximately 68% of 
gross reinsurance recoverables. The largest balance was due from Fairfax Financial Group 
and represented 17% of reinsurance recoverables.  

Reinsurance, Risk Mitigation and Catastrophe Risk 
($ Mil.) 2011 2012 2013 2014 2015 Fitch’s Expectation 
Gross Premium Volume 2,291 2,514 3,920 4,806 4,633 MKL’s reinsurance recoverable exposure is 

expected to remain relatively low compared with 
shareholders’ equity with the bulk of recoverables 
due from highly rated reinsurers.  

Net Premium Written 2,042 2,214 3,237 3,917 3,819 
Retention Ratio  89.1 88.1 82.6 81.5 82.4 
Reinsurance Recoverables 829 830 1,956 1,971 2,067 
Recoverables/Shareholders’ Equity (%) 24.5 21.3 29.3 26.0 26.4 
Note: U.S. GAAP. 
Source: SNL Financial, Markel Corporation, Fitch. 

 

 



Insurance 
 

 

Markel Corporation     13 
July 5, 2016  

Markel Ventures Provides Unrestricted Cash Flows  
MKL owns interests in various businesses that operate outside of the specialty insurance 
market, through its subsidiary Markel Ventures. Markel Ventures’ portfolio currently consists of 
16 distinct platforms with operations in manufacturing, healthcare, business services, financial 
services and construction. 

Local management teams oversee the operations of these companies, while strategic 
decisions are made in conjunction with members of MKL’s executive management team. The 
financial results for those companies in which MKL has a controlling interest are consolidated 
in the financial statements.  

MKL’s strategy in making these private equity investments is similar to its strategy for 
purchasing equity securities and provides earnings diversification outside of insurance 
operations, which have regulatory restricted cash flows. Markel Ventures is owned by the 
holding company and, over time, the investments are expected to provide unrestricted cash 
flows that can be redeployed into other new ventures.  

   

Other Non-Insurance Business  Markel Ventures 
($ Mil.) 2011 2012 2013 2014 2015 Fitch’s Expectation 
Revenues  318 489 686 838 1,048 The impact on MKL’s ratings will remain neutral. 
Expenses 275 433 634 800 1,006 
Net Income to Shareholders  8 13 24 10 11 
Carrying Value N.A. 416 444 499 520 
N.A. – Not available. Note: U.S. GAAP. 
Source: Markel Corporation, Fitch. 
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Appendix A: Additional Financial Exhibits 

Capital and Surplus and Net Income  Statutory 
($ Mil.) 2011 2012 2013 2014 2015 
Capital and Surplus      
United States 1,461 1,455 2,397 2,619 2,569 
United Kingdom   431 485 510 608 608 

Bermuda  N.A. N.A. 1,503 1,890 1,966 
Other N.A. N.A. 172 178 17 
Net Income      
United States   181 127 235 213 292 
United Kingdom 18 83 110 74 64 
Bermuda  N.A. N.A. 250 110 190 
Other N.A. N.A. (13) 1 (3) 

N.A. – Not applicable. Note: Statutory accounting principles. 
Source: Markel Corporation, Fitch. 

 

 

Change in Shareholders’ Equity 
($ Mil.) 2011 2012 2013 2014 2015 
S/H Equity  Beginning of Year 3,172 3,388 3,889 6,674 7,595 
Net Income 142 253 281 321 583 
Change in Unrealized Gains/(Losses) 185 242 185 662 (320) 
Issuance/Repurchase of Stock (42) (8) (33) (20) (27) 
Acquisitions/Purchase of NCI — — 2,330 — — 
Other  (69) 14 22 (42) 3 
Change During Year 216 501 2,785 921 239 
S/H Equity  End of Year 3,388 3,889 6,674 7,595 7,834 
S/H – Shareholders’. NCI – Noncontrolling interest. Note: U.S. GAAP 
Source: Markel Corporation, Fitch. 
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Appendix B: Other Ratings Considerations  
Below is a summary of additional ratings considerations of a “technical” nature that are also 
part of Fitch’s ratings criteria.  

Group IFS Rating Approach  
Fitch considers the nine rated insurance entities in the table to the left to be Core and each is 
assigned the group IFS rating of ‘A+’. These entities share common management, resources 
and branding. Only normal regulatory barriers exist to dividend movement between entities and 
the parent. Fitch believes MKL has adequate financial strength to support its operating 
subsidiaries and management is willing to do so, although no formal support agreements are in 
place. 

Notching  
For notching purposes, the regulatory environment of the U.S. is assessed by Fitch as being 
Effective and classified as following a Ring-Fencing approach.    

Exceptions to Criteria/Ratings Limitations  
None.  

Core Subsidiaries 
Alterra America Insurance Company 
Associated International Insurance Co.  
Essentia Insurance Company 
Evanston Insurance Company 
Markel American Insurance Company 
Markel Bermuda Limited 
Markel Global Reinsurance Company 
Markel Insurance Company 
Markel International Insurance Co. Ltd. 

 

Notching Summary 
IFS Ratings 
A baseline recovery assumption of Good applies to the IFS rating, and standard notching was used from the IFS “anchor” 
rating to the implied operating company IDR. 
Holding Company IDR 
Standard notching was applied between the implied operating company and holding company IDRs.  
Holding Company Debt 
A baseline recovery assumption of Below Average was applied to the senior unsecured notes. Standard notching relative 
to the IDR was used.    

IFS – Insurer Financial Strength. IDR – Issuer Default Rating. 
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