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Presentation 

 
Operator 
Good afternoon and welcome to EMC Insurance Group’s 2016 First Quarter Earnings Conference call.  At this 
time, all participants are in a listen-only mode. A brief question and answer session will follow the formal 
presentation. As a reminder, this conference is being recorded. 
  
It is now my pleasure to introduce your host, Steve Walsh, Director of Investor Relations. Thank you, sir. You may 
begin. 
 
Steve Walsh – Director Investor Relations 
Thank you, Tim. Good afternoon, everyone, and welcome to EMC Insurance Group’s 2016 First Quarter Earnings 
call. A copy of the press release is available on the Investor Relations page of our website, which can be found at 
www.emcins.com/ir. The webcast will also be available on this site for replay purposes until August 6, 2016. The 
transcript of the webcast will be available for one year. 
 
This presentation includes some forward-looking statements about our expectations for our future performance. 
Actual results could differ materially from those suggested by our comments today. Additional information about 
factors that could affect future results is addressed in our SEC filings, including Forms S-1, 10-K, 10-Q and 8-K. 
Any information provided today should be read in conjunction with the 2016 first quarter earnings release with 
accompanying financial tables issued earlier today. Certain non-GAAP terms may be used during today’s 
discussions. Please refer to the Company’s press release and SEC filings for a description and reconciliation of 
these terms.  
 
Speaking today will be Bruce Kelley, President and Chief Executive Officer; Kevin Hovick, Executive Vice 
President and Chief Operating Officer; Scott Jean, Executive Vice President for Finance and Analytics; and Mark 
Reese, Senior Vice President and Chief Financial Officer. They will be available to answer questions following the 
prepared remarks. At this time, it is my pleasure to introduce the Company’s President and CEO, Bruce Kelley.  
 



 

 
                  Trading Under the Symbol: ISDR 

Transcript: 
EMC Insurance Group Inc.

First Quarter 2016 Earnings Conference Call
May 6, 2016 

 
 

 

Page | 2 

Bruce Kelley – President and Chief Executive Officer 
Thank you Steve, and welcome to those joining us today.  
 
Earlier today we reported operating income of $0.74 per share and net income of $0.70 per share, compared to 
operating income of $0.97 per share and net income of $1.00 per share in the first quarter of 2015. Operating 
income was impacted by a decline in underwriting profit and a foreign currency exchange loss on the reinsurance 
segment’s foreign currency denominated reinsurance business. The decline in the net income was driven by 
those same factors, as well as $1.1 million of net realized investment losses, compared to $783,000 of net 
realized investment gains in 2015. The GAAP combined ratio for the quarter was 92.7 percent, up from 87.7 
percent last year. Although first quarter operating results were down compared to the record-breaking operating 
results achieved in the first quarter of 2015, this was our second best first quarter in the past ten years--so we are 
very pleased with our results. The main drivers of these excellent results were a strong underwriting profit, with 
catastrophe and storm losses below our most recent 10-year average, and a substantial increase in investment 
income. The strong start to the year was in line with our planned expectations and we are on course to achieve 
annual operating income within our guidance range.  
 
Premiums earned increased 2.9 percent for the quarter. In the property and casualty insurance segment, 
premiums earned increased 2.1 percent, after the cession of $3.2 million of premiums to Employers Mutual for the 
cost of the new aggregate catastrophe excess of loss reinsurance program. Excluding this cost, premiums earned 
would have increased 5.0 percent. The majority of the increase is attributed to an increase in new business, rate 
level increases on renewal business and growth in insured exposures.  
 
In the reinsurance segment, premiums earned increased 5.8 percent. This increase is largely attributed to a $1.7 
million reduction in the cost of the revised excess of loss reinsurance program with Employers Mutual. Excluding 
this reduction in cost, premiums earned were relatively flat. Increases in the pro rata property and liability lines of 
business were mostly offset by a decline in the marine business attributed to the offshore energy and liability 
proportional account. This was driven by decreased participation in the account and a reduction in the number of 
oil rigs in service due to the significant decline in the price of oil.  
 
Net written premiums grew 2.3 percent for the property and casualty insurance segment. Net written premiums 
were up 3.9 percent in commercial lines, but were down 13.7 percent in personal lines. New business premium 
was up approximately 10 percent for the first quarter of 2015, with commercial lines accounting for most of the 
increase; however, personal lines new business premium was up approximately 4 percent, after several years of 
steady declines as we continue to focus on the development and implementation of our new personal lines 
strategy.  
 
Excluding the workers' compensation line of business, renewal rates across commercial lines of business 
increased approximately two percent during the first quarter. The continued implementation of some mandatory 
rate reductions on workers' compensation business in a few states reduced the overall commercial lines renewal 
rate increase to approximately one percent, still exceeding the modest rate level declines the industry is reporting. 
Due to increased competition for quality accounts, we expect rate level increases to remain somewhat difficult to 
achieve during 2016. Personal lines renewal rates were flat for the first quarter. Retention levels remained strong 
at 86.8 percent, with commercial lines at 87.0 percent and personal lines at 84.6 percent. These retention rates 
approximate those at the end of 2015. 
 
Net written premiums in the reinsurance segment were down 9.1 percent, primarily due to the decline in marine 
business previously noted; however, the decline in marine business was partially offset by an increase in the 
property pro rata line of business due to increased writings on a large facultative treaty. During the January 1 
renewal season, in which approximately 70 percent of our business renews, we saw continued pricing pressure, 
though the deterioration in pricing has slowed considerably from that experienced last year.  
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Now before I turn the call over to Kevin Hovick, I am proud to mention a recent recognition we received – the Best 
Practices Award of Excellence from The Independent Insurance Agents & Brokers of America, also known as the 
Big “I.” EMC Insurance was one of only six companies in the nation to receive this award, which recognizes 
imaginative and unique contributions in advocating Best Practices philosophies that enhance the independent 
agency system. Our success is directly tied to the success of our independent agents, and we remain dedicated 
to providing valuable resources, which will help them develop their business. 
 
Another valuable resource we have been providing to policyholders for the past 90 years is our loss control 
services. Early in our company’s existence, we identified that the best way to control losses was to prevent them 
before they happen. This is why we invest more than most carriers on our loss control services. These value-
added services are available to all commercial policyholders to improve workplace safety and reduce future loss 
experience. Implementation of a strong loss control program could lead to a future reduction in their cost of 
insurance, while benefiting the independent agent and EMC through improved underwriting results. These 
services provide us with a competitive advantage over other carriers, especially in this challenging market. Our 
long-term strategy remains providing quality products and services at an adequate price, rather than racing to the 
bottom to be the low cost provider.  
 
The oversight and management of our risk improvement department is part of our Chief Operating Officer’s 
responsibilities, so I’ll turn it over to Kevin Hovick for further comments.  
 
Kevin Hovick – Executive Vice President & Chief Operating Officer 
Thank you Bruce, and good afternoon everyone. 
 
Bruce is absolutely correct when he says this is a competitive advantage. We frequently meet with agents during 
the year and our technical expertise and effective loss control solutions are cited repeatedly as an important 
benefit they can offer to our policyholders. This directly contributes to our consistently high retention levels in the 
85 to 90 percent range.  
 
For example, our school program, which is our largest and strongest group program, is one of the areas where 
I’ve seen the impact these services can have in retaining business. Schools have occasionally left the group 
program for various reasons over the years, but generally, they have returned when they realized they didn’t 
receive the same kind of support from other carriers.  
 
We offer a variety of on-site and online loss control services. In total, our online training was up nearly 200 
percent in 2015, with more than 136,000 online classes completed by policyholders using our interactive, 
internally-developed online safety training modules. And in 2015, we visited over 14,000 policyholder locations. 
 
Our loss control professionals assess risk and provide advice to help reduce accidents and injuries, with a focus 
on preventing slips and falls and reducing commercial auto accidents, which are the leading causes of injuries to 
employees and the public.  
 
Workplace injuries increase the cost of running a business through higher insurance premiums and lost 
productivity. The average cost of a slip and fall injury exceeds $12,000. So we developed a free mobile safety 
app, Walkway Check, aimed at reducing slip and fall accidents. It allows for easy reporting of slip and fall hazards 
to help organizations better identify, communicate and eliminate these hazards.  
 
One of the early loss control services provided in the 1930’s was our “Safe Driving Program,” which awarded 
hundreds of thousands of windshield stickers to drivers with two consecutive years of safe driving. Agents were 
then given the names of sticker recipients, including those who were not EMC policyholders, to assist agents in 
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generating new business from safer drivers. Fast forward to 2016, and safe driving is still of utmost importance. 
With improvements in technology, our risk improvement department now has the ability to deliver more powerful 
solutions, such as our new telematics app for commercial auto accounts that we are piloting with several of our 
independent agencies. 
 
While many in the industry are implementing telematics as a way to improve their underwriting results, we are 
taking a different approach. While we are excited about the potential improvement we can achieve in our 
commercial auto results over time, we are using it as a way to differentiate our independent agents and further 
strengthen these relationships by providing unmatched value to our agents and policyholders. We have partnered 
with ATG Risk Solutions, a leading provider of connected vehicle data and proprietary vehicle safety scoring 
resources for the industry, to introduce an open-platform mobile app called Route Safety IQ®. This app will set 
our independent agencies apart by giving them the advantage of being able to brand the app and make it 
available to all of their clients. We also created a smart phone mobile app for drivers without telematics. Between 
these two apps, our robust solution will promote utilization of this technology and help our independent agencies 
thrive.  
 
Many telematics solutions only focus on improving safety. Our unique overlays with ATG can help commercial 
fleets improve not only safety, but improve fuel economy, uptime and driver retention, representing significant cost 
savings to policyholders. We will continue to work with our independent agents to develop additional innovative 
solutions to further differentiate them through the value-added services we provide. 
  
At this point, I will turn the call over to Scott Jean, Executive Vice President for Finance and Analytics. 

  
Scott Jean – Executive Vice President for Finance and Analytics 
Thank you Kevin, and good afternoon everyone. 
 
The Company’s loss and settlement expense ratio increased to 59.6 percent in the first quarter from 54.6 percent 
in the prior year quarter, as both segments reported increases from the very low loss ratios that led to the record 
first quarter of 2015.  
 
The loss and settlement expense ratio for the property and casualty insurance segment increased to 56.2 percent 
from 52.4 percent in the first quarter of 2015. Approximately one and a half points of the increase is attributed to 
the reduction in premiums earned due to the cost of the new aggregate catastrophe excess of loss reinsurance 
program. Catastrophe and storm losses accounted for 3.1 percentage points of the segment’s loss and settlement 
expense ratio, up from 1.6 percentage points during the first quarter of 2015, but lower than the most recent 10-
year average for this period of 4.7 percentage points.  
 
The commercial auto line of business is still challenging, and getting this line turned around remains a priority for 
us. We are optimistic that the companywide focus we have on this line of business and future utilization of the 
telematics app will further advance the steps we are currently taking to improve performance. We also remain 
focused on improving personal lines results. Centralized accountability is now in place for our Personal Lines 
Operations and everything is currently on track as we roll out our new homeowners and personal auto products in 
various states during 2016. Since we are still in the initial stages of implementation, we will furnish an update on 
our progress in the second quarter earnings conference call. 
 
The loss and settlement expense ratio in the reinsurance segment increased to 71.3 percent for the first quarter of 
2016 compared to 62.6 percent in the prior year quarter. This increase is primarily attributed to a lower amount of 
favorable development on prior years’ reserves and a higher level of reported large losses, which are losses 
greater than $100,000, compared to the unusually low amount reported during the first quarter of 2015. The 
increase in large losses is most evident in the excess of loss property line of business. The decrease in the cost 
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of the revised excess of loss reinsurance program with Employers Mutual produced an approximate 3.0 
percentage point decrease in the loss and settlement expense ratio for the first quarter of 2016 compared to what 
the ratio would have been under the previous program. 
 
I’ll finish my comments up by noting that there has been a relatively active start to the second quarter as far as 
storm activity is concerned. While we have incurred losses from some of these events, none have been significant 
enough to dampen our expectations for another good quarter.  
 
With that, I’ll turn the call over to Mark Reese, Senior Vice President and Chief Financial Officer. 
 
  
Mark Reese – Senior Vice President and Chief Financial Officer 
Thank you Scott, and good afternoon everyone.  
 
Net investment income increased 9.1 percent in the first quarter due primarily to an increase in dividend income, 
which was driven by the receipt of approximately $480,000 of special dividends. Interest income also increased 
due to a higher average invested balance in fixed maturity securities. The yield on new fixed maturity investments 
remains below the average book yield of the fixed maturity portfolio, and will therefore likely continue to limit future 
growth in net investment income. The effective duration of the fixed maturity portfolio, excluding interest-only 
securities, declined slightly to 4.4 from 4.6 at year end. Total return on the equity portfolio was 1.0 percent for the 
quarter, compared to 1.3 percent for the S&P 500.  
 
Book value increased 4.2 percent to $26.31 per share from $25.26 per share at December 31, 2015, driven 
primarily by an increase in unrealized gains on the investment portfolio and the net income reported for the first 
quarter. Book value excluding accumulated other comprehensive income increased 2.3 percent to $22.97 per 
share from $22.45 per share at year end.  
 
As previously reported, approximately $380,000 was used to purchase common stock during the month of 
January. The amount and timing of stock repurchases depends on a number of factors, including but not limited to 
general market conditions, the economic environment, our public float, and the rate of return that can be achieved 
through the repurchase of stock compared to other alternatives. No additional stock repurchases were made 
during the quarter as the price of our stock increased. Approximately $14.6 million remains under the stock 
repurchase program. 
 
We are off to a great start to the year as the positive momentum from 2015 carried over into 2016. We are 
confident that our strategy of providing value-added services and innovative solutions to differentiate our agents 
and add value to our policyholders will continue to provide us with a competitive advantage in the industry. We 
are closely monitoring the competitive market and remain active in our pursuit of profitable new business.  
 
So with that, we are now ready to open the call up for questions. 
 
Operator 
Thank you. At this time we will be conducting a question and answer session. (Operator instructions) 
 
Our first question comes from the line of Arash Soleimani of KBW. Please proceed with your question. 
 
Arash Soleimani – KBW - Analyst 
Thanks and good afternoon. Market Scout had reported that commercial rates seemed to actually be improving a 
little bit. Even though they’re still negative overall, that they’ve gone from -4 percent to -3 percent and -2 percent. 
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I’m just curious what you’re seeing in your book, if that seems like kind of a new trend and what you think is 
driving that? 
 
Steve Walsh – Director Investor Relations 
Thanks for joining us Arash. Scott Jean is going to handle that question. 
 
Scott Jean – Executive Vice President for Finance and Analytics 
Good afternoon. Overall our rates are up just under a point this year in commercial lines. That has varied by line 
of business. We’ve seen rates down for Worker’s Compensation in the ball park of around 3 percent. That is 
primarily because in a lot of our states we have mandatory rate increases that we have to take. But for some of 
our lines of focus, commercial, auto and business owners, we’ve seen rate changes overall about 3 percent or 4 
percent on those lines.  
 
These rate increases I’m quoting are across our entire book, but we are getting a lot more focused rate increases 
on the accounts that we believe need those increases and we’re seeing some accounts that are giving decreases 
that deserve the decreases. So we do have a lot of variance in what we’re getting, but overall we’re pretty much in 
line with what we’ve been targeting to get. And even this year, so far, our rate increases having exceeded what 
we’ve seen going on in the industry, looking at reports such as Market Scout, like you mentioned.  
 
Arash Soleimani – KBW - Analyst 
So, I know part of the net premium earned differences this quarter were related to the new intercompany 
reinsurance. Can you tell us a little bit more about what some of the advantages are to the intercompany 
reinsurance program you have in place since this year’s premium ratios were impacted by that? 
 
Steve Walsh – Director Investor Relations 
Sure Arash. I think Scott Jean’s going to take that one as well. 
 
Scott Jean – Executive Vice President for Finance and Analytics 
I’ll cover that one as well. The purpose of the reinsurance agreement is to try to help minimize the exposure that 
EMCI has to catastrophe and storm losses. So what we would expect to normally see would be potentially very 
little recovery in the first quarter, because we don’t have a lot of exposure to storms in the first quarter in an 
average year, but the second quarter is where we’d really start to see the benefit. But we do have that premium 
expense the first quarter, so what you would expect to see from the new property and casualty agreement that we 
have in place would be a little more premium ceded in the first quarter than we’ve ceded in the past, and the 
second quarter we should see a reduction in catastrophe and storm losses if there is significant catastrophe and 
storm losses. 
 
So we’re hoping that you’re not going to see any benefit from that, but more than likely an average catastrophe 
year there will be some benefit received. So you would expect maybe less variation from quarter-to-quarter in 
terms of what that catastrophe and storm ratio would be because of the protection that’s in place.  
 
Now on the EMC reinsurance side, it’s a similar effect but we’ve moved to an aggregate structure rather than as 
much individual event structure, so that really protects over the long term instead of if you had two smaller events, 
maybe you wouldn’t get any protection. But now with the aggregate coverage, two smaller events that add up to a 
big event would then be protected. So the idea is that this provides a little more stability and reduces some of the 
volatility in our catastrophe and storm losses. 
 
Does that answer your question? 
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Arash Soleimani – KBW - Analyst 
Yes, that’s helpful. And lastly, can you just talk about on the telematics devices, I know you said your reasons for 
using it are different than some others in the industry, but to what extent do you think that that can actually help 
you on the underwriting side, given the increased data that you’re getting? And just given that the driver is 
potentially likely to be more careful given that they know the telematics devices are in there? 
 
Steve Walsh – Director Investor Relations 
Good question Arash. I think Kevin Hovick is going to take that question. 
 
Kevin Hovick – Executive Vice President & Chief Operating Officer 
Yes, Kevin Hovick here. Right now we are testing that, as I think we mentioned, with three of our agencies here in 
three different states to see how we can get some information from that. Yes, we do expect to get good 
information from that, but it’s just one of the pieces of our commercial auto plan that we have. We don’t expect 
that to be kind of the one answer to get it to the profitability level we want it to. That, in conjunction with a number 
of other factors, things that we’ve put in place, pricing that we’ve done, some of the restrictions that we’ve done in 
some cases and just better underwriting focus on that commercial automobile. So, yes, we expect to see some 
favorable results from the telematics; however it’s just one piece of the entire approach that we’re taking.  
 
Steve Walsh – Director Investor Relations 
Scott Jean’s going to add a little bit there as well. 
 
Scott Jean – Executive Vice President for Finance and Analytics 
Kevin mentioned in his comments earlier, and I think it’s good to reemphasize, one thing he mentioned was 
talking about our ability to help some of our insurers with fuel economy uptime and driver retention, and we 
believe that that will help give us some pricing leverage. So if we have policyholders that are able to save on their 
fuel costs and they can actually save more in fuel costs than they are the cost of their policy, that gives us a lot of 
pricing leverage with them and gives us a good relationship with both our policyholders and our agents.  
 
In addition, by branding our app with our agents, and having it agent branded, they get some additional stability 
and retention and they get some name recognition for themselves as well. And, in fact, they may be able to use it 
with other carriers, but then we have access to some of that information. So, it’s really a win/win situation and we 
really are excited about the opportunities that this new technology will be able to give us. 
 
Steve Walsh – Director Investor Relations 
Finally, Bruce Kelley is going to add some comments as well. 
 
Bruce Kelley – President and Chief Executive Officer 
Just a quick comment. Thanks for your question. Just remember, 25 percent of our commercial book is in the 
commercial auto space and that’s a lot more than a number of our peers. So the telematics impact I think will be 
significant along with the other factors that we’re doing to improve our commercial auto experience. 
 
Arash Soleimani – KBW - Analyst 
Great. Thank you very much for the thorough answers. 
 
Operator 
There are no further questions at this time. I would like to turn the conference back over to Mr. Steve Walsh for 
closing remarks. 
 
Steve Walsh – Director Investor Relations 
I would like to thank all of you for joining us today. We appreciate your interest in EMC Insurance Group and look 
forward to speaking with you again on our second-quarter earnings conference call. Have a great day. 


