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Equity Research

Property & Casualty Insurance 
 

D&O Call Recap: Claims Continue to Emerge 
 
We recently held a conference call with several brokers that specialize in 
directors and officers insurance. Here are the highlights: 
 

 Claim trends: The number and types of claims have been rising in the 
last several years from the relatively low levels of the 2003-2007 period. 
Within the brokers’ client base, roughly one-quarter of clients have at 
least one claim and close to one-third are dealing with multiple claims. 
Before 2008, only 10% of the clients had a claim, and most of these 
clients had only one claim. In addition, legal costs have increased every 
year because law firms are raising rates every year. 

 
 Terms and conditions: Terms and conditions have eroded in the last 

several years as the directors and officers market has continued to 
soften. Insurers have been effectively giving away higher limits for 
similar dollars. The participants related that they are seeing retentions 
decline from $150,000 to $100,000 or even $75,000 for some of their 
smaller clients.  

 
 Pricing: Pricing is becoming more stable than it was a year ago, but the 

competitive dynamic is still negative. Prices are generally flat to down 
5%, compared with down 5% to 10% a year ago. They expect no 
change in pricing, terms, and conditions over the next six to nine 
months, as a result of an overhang in capacity. 

 
Bottom line: The combination of higher claim activity, lower pricing, and 
weakened terms and conditions suggests that directors and officers 
underwriting results will deteriorate.  
 
For a replay of the call, dial toll-free number +1 855 859 2056; the international 
number is +1 404 537 3406; conference ID: 94697531 
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Chubb Corporation (The) 
Stock Rating: Underperform 
Company Profile: Core Growth 
Symbol: CB (NYSE) 
Price: $59.33 (52-Wk.: $55-$66) 
 
HCC Insurance Holdings, Inc. 
Stock Rating: Underperform 
Company Profile: Core Growth 
Symbol: HCC (NYSE) 

Price: $27.53 (52-Wk.: $25-$33) 

 
Travelers Companies, Inc. (The) 
Stock Rating: Market Perform 
Company Profile: Core Growth 
Symbol: TRV (NYSE) 
Price: $48.53 (52-Wk.: $47-$64) 
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Conference Call Summary 
 
Claims Trends 
The number and types of claims have been rising in the last several years from the relatively low 
levels of the 2003-2007 period. Starting in 2008, the participants saw a large increase in claim activity. 
This was driven in part by EPLI claims related to wrongful termination, sexual harassment, and 
discrimination claims. Within the brokers’ client base, roughly one-quarter of clients have at least one 
claim and close to one-third are dealing with multiple claims. Before 2008, only 10% of the clients had 
a claim, and most of these clients had only one claim. In addition, legal costs have increased every 
year because law firms are raising rates every year. Emerging claim areas include: 
 

 FLSA (Fair Labor Standards Act): Claims related to nonexempt employees (i.e., hourly) are 
becoming increasingly common. For example, these employees are suing related to overtime 
and other disputes related to time/pay issues. FLSA suits were not historically covered by 
insurers, but in recent years a number of insurers have offered protection with sublimits. 

 
 Private equity/bankruptcies: Private-equity firms are being included in claims when sponsor 

companies go bankrupt. The plaintiff bar is suing under the Worker Adjustment and Retraining 
Notification Act, where employees are supposed to be given 60 days’ notice before layoffs. 
There also have been a number of suits related to fraudulent conveyance alleging that assets 
were taken out before the bankruptcies. 

 
 Recent financial stress: The participants related that the level of volatility recently experienced 

by the financial markets tends to increase the potential for lawsuits, although it is too early to 
see any visible signs. 

 
 New financial regulation: A number of new bills, including Dodd-Frank, have the potential to 

increase the amount of claims even further. 
 
Terms and Conditions 
Terms and conditions have eroded in the last several years as the directors and officers market has 
continued to soften. 
 

 Declining retention: Insurers have been effectively giving away higher limits for similar dollars. 
The participants related that they are seeing retentions decline from $150,000 to $100,000 or 
even $75,000 for some of their smaller clients.  

 
 Broadening coverage: With policy pricing going so low, carriers have shown significant 

flexibility in offering broader coverage and eliminating exclusions put in during the last hard 
market. 

 
Pricing and Competitive Dynamics 
Pricing is becoming more stable than it was a year ago, but the competitive dynamic is still negative. 
 

 Prices are generally flat to down 5%, compared with down 5% to 10% a year ago. No change 
in pricing, terms, and conditions is expected over the next six to nine months, as a result of an 
overhang in capacity. 

 
 While some of the larger players are attempting to be more disciplined, a number of midsize 

and newer players are still attempting to grab market share. They have been receiving two to 
three inquiries each month from insurers they do not work with asking for quotes. 

 
 Underwriters are willing to fight more on excess layers because claims have not penetrated 

the excess layers. 
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William Blair & Company, L.L.C. is a market maker in the security of The Chubb Corporation, HCC Insurance 
Holdings, Inc., and The Travelers Companies, Inc. and may have a long or short position. 
 
Additional information is available upon request. 
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Current Rating Distribution (as of 08/31/11) 
Coverage Universe  Percent  Inv. Banking Relationships*  Percent 
 
Outperform (Buy)  59  Outperform (Buy)  8 
Market Perform (Hold)  31  Market Perform (Hold)  2 
Underperform (Sell)  1  Underperform (Sell)  0 
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*Percentage of companies in each rating category that are investment banking clients, defined as companies for 
which William Blair has received compensation for investment banking services within the past 12 months. 
 
Adam Klauber attests that 1) all of the views expressed in this research report accurately reflect his/her personal views 
about any and all of the securities and companies covered by this report, and 2) no part of his/her compensation was, 
is, or will be related, directly or indirectly, to the specific recommendations or views expressed by him/her in this report. 
We seek to update our research as appropriate, but various regulations may prohibit us from doing so. Other than 
certain periodical industry reports, the majority of reports are published at irregular intervals as deemed appropriate by 
the analyst. 
 
Stock ratings, price targets, and valuation methodologies: William Blair & Company, L.L.C. uses a three-point system to 
rate stocks. Individual ratings and price targets (where used) reflect the expected performance of the stock relative to 
the broader market (generally the S&P 500, unless otherwise indicated) over the next 12 months. The assessment of 
expected performance is a function of near-, intermediate-, and long-term company fundamentals, industry outlook, 
confidence in earnings estimates, valuation (and our valuation methodology), and other factors. Outperform (O) – stock 
expected to outperform the broader market over the next 12 months; Market Perform (M) – stock expected to perform 
approximately in line with the broader market over the next 12 months; Underperform (U) – stock expected to 
underperform the broader market over the next 12 months; not rated (NR) – the stock is not currently rated. The 
valuation methodologies used to determine price targets (where used) include (but are not limited to) price-to-
earnings multiple (P/E), relative P/E (compared with the relevant market), P/E-to-growth-rate (PEG) ratio, market 
capitalization/revenue multiple, enterprise value/EBITDA ratio, discounted cash flow, and others. 
 
Company Profile: The William Blair research philosophy is focused on quality growth companies. Growth companies by 
their nature tend to be more volatile than the overall stock market. Company profile is a fundamental assessment, over 
a longer-term horizon, of the business risk of the company relative to the broader William Blair universe. Factors 
assessed include: 1) durability and strength of franchise (management strength and track record, market leadership, 
distinctive capabilities); 2) financial profile (earnings growth rate/consistency, cash flow generation, return on 
investment, balance sheet, accounting); 3) other factors such as sector or industry conditions, economic environment, 
confidence in long-term growth prospects, etc. Established Growth (E) – Fundamental risk is lower relative to the 
broader William Blair universe; Core Growth (C) – Fundamental risk is approximately in line with the broader William 
Blair universe; Aggressive Growth (A) – Fundamental risk is higher relative to the broader William Blair universe. 
 
The ratings, price targets (where used), valuation methodologies, and company profile assessments reflect the opinion 
of the individual analyst and are subject to change at any time. 
 
The compensation of the research analyst is based on a variety of factors, including performance of his or her stock 
recommendations; contributions to all of the firm’s departments, including asset management, corporate finance, 
institutional sales, and retail brokerage; firm profitability; and competitive factors. 
 
Our salespeople, traders, and other professionals may provide oral or written market commentary or trading 
strategies—to our clients and our trading desks—that are contrary to opinions expressed in this research. Our asset 
management and trading desks may make investment decisions that are inconsistent with recommendations or views 
expressed in this report. We will from time to time have long or short positions in, act as principal in, and buy or sell the 
securities referred to in this report. Our research is disseminated primarily electronically, and in some instances in 
printed form. Electronic research is simultaneously available to all clients. This research is for our clients only. No part of 
this material may be copied or duplicated in any form by any means or redistributed without the prior written consent of 
William Blair & Company, L.L.C. 
 
THIS IS NOT IN ANY SENSE A SOLICITATION OR OFFER OF THE PURCHASE OR SALE OF SECURITIES. THE 
FACTUAL STATEMENTS HEREIN HAVE BEEN TAKEN FROM SOURCES WE BELIEVE TO BE RELIABLE, BUT 
SUCH STATEMENTS ARE MADE WITHOUT ANY REPRESENTATION AS TO ACCURACY OR COMPLETENESS 
OR OTHERWISE. OPINIONS EXPRESSED ARE OUR OWN UNLESS OTHERWISE STATED. PRICES SHOWN 
ARE APPROXIMATE.  
 
THIS MATERIAL HAS BEEN APPROVED FOR DISTRIBUTION IN THE UNITED KINGDOM BY WILLIAM BLAIR 
INTERNATIONAL, LIMITED, REGULATED BY THE FINANCIAL SERVICES AUTHORITY (FSA), AND IS DIRECTED 
ONLY AT, AND IS ONLY MADE AVAILABLE TO, PERSONS FALLING WITHIN COB 3.5 AND 3.6 OF THE FSA 
HANDBOOK (BEING “ELIGIBLE COUNTERPARTIES” AND “PROFESSIONAL CLIENTS”). THIS DOCUMENT IS 
NOT TO BE DISTRIBUTED OR PASSED ON TO ANY “RETAIL CLIENTS.” NO PERSONS OTHER THAN PERSONS 
TO WHOM THIS DOCUMENT IS DIRECTED SHOULD RELY ON IT OR ITS CONTENTS OR USE IT AS THE BASIS 
TO MAKE AN INVESTMENT DECISION. 

 
“WILLIAM BLAIR & COMPANY” AND “WILLIAM BLAIR & COMPANY (SCRIPT)” ARE REGISTERED TRADEMARKS 
OF WILLIAM BLAIR & COMPANY, L.L.C. Copyright 2011, William Blair & Company, L.L.C. 


