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Market Segment Outlook:
US Excess & Surplus Lines Insurance

AM Best’s is revising the outlook for the US excess and surplus (E&S) lines segment to Stable
from Positive, reflecting emerging headwinds. Key factors supporting this revision include:

* Rate momentum is easing in select classes and loss cost uncertainty (social inflation and
catastrophe-based volatility) warrants caution, despite continued underwriting and operating
profitability.

¢ While market conditions support the entrance of new participants, capacity is becoming
increasingly more selective on terms and conditions and is raising performance thresholds at
renewals.

* The integration of new, complex technologies in numerous industries makes it likely that
specifically tailored surplus lines coverage solutions will remain in high demand.

* The efficient use of E&S lines capacity operates as a safety valve for the declining capacity in
the commercial lines and some of the personal lines markets.

Admitted carriers continue to tighten their underwriting criteria, leading accounts to seek
coverage in the E&S market. Accounts moved to this market are written on their merits, with
customized policy conditions and rates commensurate with the risk, the core competencies

of surplus lines carriers. This places E&S market participants in a position to take advantage
of prevailing market opportunities, given the steady volume of submissions in recent years.
Lines finding their way to the E&S segment on a more frequent basis include commercial auto,
directors” and officers’ liability, cyber liability, and risks from the expanding legal cannabis
industry. The continued increased volatility of weather-related catastrophes coupled with the
higher cost of raw materials to repair or rebuild homes and supply chain slowdowns has driven
more homeowners’ business to the surplus lines market.

Surplus lines carriers” financial results reflect the advanced underwriting acumen required

to effectively underwrite accounts with moderate to high hazard risks, and to do so while
generating underwriting profitability. As AM Best noted in The Need for Specialized Expertise
Propels the US Surplus Lines Market (September 9, 2025), E&S participants are posting more
favorable underwriting results and greater top-line growth than those in the broader property/
casualty industry. Investment income for the E&S segment’s carriers has enhanced underwriting
results, leading to improved capital positions. Although surplus lines carriers are not immune
from general insurance industry headwinds such as social inflation and reinsurance capacity,

the impact of these factors is mitigated by the surplus lines carriers’ core competencies of risk
selection, price, and policy terms.

New participants—both de novo start-ups and new afhiliates of established commercial carriers—
have entered the E&S market to serve targeted niche, new, and distressed risks. To date, the
approach of the new entrants has been measured and judicious. Given current market conditions,
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as well as the historical viability of E&S providers, especially in light of their financial impairment
rates (which are much lower than those of admitted insurers), opportunities for new participants
remain, even as capacity has become more selective in some lines.

The use of the E&S lines structure has expanded, particularly with fronting carriers applying the
freedom of rate and form to meet their risk needs. At the same time, the desire of managing general
agents (delegated underwriting authority enterprises, or DUAEs) to work with carriers to develop
customized coverage solutions is also providing a boost for E&S structured carriers. The global
reinsurance market (including the London market) is a major participant in the E&S segment, with
stability and predictability in their casualty books amid the search for exposures subject to minimal
natural catastrophe risks.

At the same time, collateral requirements and oversight for fronted programs are tightening, and
data and reporting expectations, particularly at Lloyd’s and in the UK, are rising, adding operational
complexity. Coupled with slowing premium growth, early rate softening in select classes such as
commercial property, more selective capacity deployment, and persistent loss cost uncertainty, these
dynamics now warrant a Stable outlook.

AM Best believes that, given the overall dynamics of the insurance industry, the tailwind conditions
for US E&S lines carriers will remain in place, albeit in a more measured form.
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GUIDE TO BEST’S MARKET SEGMENT OUTLOOKS

Our market segment outlooks examine the impact of current trends on companies operating in particular segments of the insurance industry over the next 12 months. Typical factors we would consider include current and
forecast economic conditions; the regulatory environment and potential changes; emerging product developments; and competitive issues that could impact the success of these companies.

ABest’s Market Segment Outlook can be Positive, Negative, or Stable.

Best’s Market Segment Outlook

A Positive market segment outlook indicates that AM Best expects market trends to have a positive influence on companies operating in the market over the next 12 months. However, a Positive outlook

rasiiie for a particular market segment does not mean that the outlook for all the companies operating in that market segment will be Positive.

Negative A Negative market segment outlook indicates that AM Best expects market trends to have a negative influence on companies operating in the market over the next 12 months. However, a Negative
g outlook for a particular market segment does not mean that the outlook for all the companies operating in that market segment will be Negative.

Stable A Stable market segment outlook indicates that AM Best expects market trends to have a neutral influence on companies operating in that market segment over the next 12 months.

We update our market segment outlooks annually but may revisit them at any time during the year if regulatory, financial, or market conditions warrant.
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Best’s Financial Strength Rating (FSR): an independent opinion of an
insurer’s financial strength and ability to meet its ongoing insurance policy and
contract obligations. An FSR is not assigned to specific insurance policies or
contracts.

Best’s Issuer Credit Rating (ICR): an independent opinion of an entity’s
ability to meet its ongoing financial obligations and can be issued on either a
long- or short-term basis.

Best’s Issue Credit Rating (IR): an independent opinion of credit quality
assigned to issues that gauges the ability to meet the terms of the obligation
and can be issued on a long- or short-term basis (obligations with original
maturities generally less than one year).

Best’s National Scale Rating (NSR): a relative measure of credit-
worthiness in a specific local jurisdiction that is issued on a long-term basis
and derived exclusively by mapping the NSR from a corresponding global ICR
using a transition chart.

Rating Disclosure: Use and Limitations
A Best’s Credit Rating (BCR) is a forward-looking independent and objective opinion
regarding an insurer’s, issuer’s or financial obligation’s relative creditworthiness.
The opinion represents a comprehensive analysis consisting of a quantitative and
qualitative evaluation of balance sheet strength, operating performance, business
profile, and enterprise risk management or, where appropriate, the specific nature
and details of a security. Because a BCR is a forward-looking opinion as of the
date it is released, it cannot be considered as a fact or guarantee of future credit
quality and therefore cannot be described as accurate or inaccurate. A BCRis a
relative measure of risk that implies credit quality and is assigned using a scale with
a defined population of categories and notches. Entities or obligations assigned
the same BCR symbol developed using the same scale, should not be viewed as
completely identical in terms of credit quality. Alternatively, they are alike in category
(or notches within a category), but given there is a prescribed progression of
categories (and notches) used in assigning the ratings of a much larger population
of entities or obligations, the categories (notches) cannot mirror the precise
subtleties of risk that are inherent within similarly rated entities or obligations. While
a BCR reflects the opinion of A.M. Best Rating Services, Inc. (AM Best) of relative
creditworthiness, it is not an indicator or predictor of defined impairment or default
probability with respect to any specific insurer, issuer or financial obligation. A BCR
is not investment advice, nor should it be construed as a consulting or advisory
service, as such; it is not intended to be utilized as a recommendation to purchase,
hold or terminate any insurance policy, contract, security or any other financial
obligation, nor does it address the suitability of any particular policy or contract for
a specific purpose or purchaser. Users of a BCR should not rely on it in making any
investment decision; however, if used, the BCR must be considered as only one
factor. Users must make their own evaluation of each investment decision. A BCR
opinion is provided on an “as is” basis without any expressed or implied warranty.
In addition, a BCR may be changed, suspended or withdrawn at any time for any
reason at the sole discretion of AM Best.
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