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Research Update:

Selective Insurance Group Inc. And Operating
Companies Ratings Affirmed; Outlook Revised To
Negative

Overview

e The capital position of Selective Insurance Group Inc.'s operating
subsi di aries has significantly weakened, in our view, due to a nodest
decline in statutory surplus and increased risk charges for underwiting
risk, asset risk, and property catastrophe exposure.

e As aresult, we are revising the outlook to negative fromstable. At the
same tinme, we are affirmng our ratings on Selective |nsurance Group and
its operating conpanies.

« W expect capital adequacy to inprove to a |evel conmensurate with the
rating.

Rating Action

On Sept. 18, 2012, Standard & Poor's Ratings Services affirned its 'A
financial strength rating on Branchville, N. J.-based Sel ective Insurance Co.
of America and its affiliates (Selective) and the 'BBB counterparty credit
rating on Selective Insurance Group Inc. (SIA). At the same tine, we revised
the outl ook to negative from stable.

Rationale

Qur ratings on Selective and SIG@ reflect the group's strong conpetitive
position in some Md-Atlantic states, strong relationships with independent
agents, and strong financial flexibility.

The negative outl ook reflects our view of the group's significantly weakened
capital position stenming fromboth a nodest decline in statutory surplus and
the increased charges for underwiting risk, asset risk, and property

cat astrophe exposure as neasured by Standard & Poor's capital adequacy nodel.
Currently, the conpany's capital is redundant at the 'BBB |evel.

Sel ective maintains a strong conpetitive position in the snmall to mdsize
commerci al insurance markets in certain Md-Atlantic states. The conpany is an
attractive regional carrier to its independent agents because of the ease and
speed of business flow through its efficient technol ogy and the seanl ess

i ntegration of policy-level transactions into its underwiting systens. The
personal |ines business, however, continues to produce underwiting | osses and
is a weakness to the group's overall operating profitability. Selective has a
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Research Update: Selective Insurance Group Inc. And Operating Companies Ratings Affirmed; Outlook Revised To
Negative

substanti al busi ness concentration in the Md-Atlantic region, particularly in
New Jersey, which generated about 25% of total 2011 net premiunms witten
(NPW, increasing the conmpany's vulnerability to regulatory, conpetition, and
nat ural catastrophes.

Operating performance inproved in the first half of 2012 due to | ower

cat astrophe | osses. As of June 30, 2012, Selective's statutory conbined ratio
was 102.7%-it was 106. 7% for full-year 2011. SIG enploys a nodest anpunt of
financial leverage in its capital structure. As of June 30, 2012, financial

| everage was 22.2% and fi xed-charge coverage was 4.2%

Outlook

We believe that Selective will sustain its strong conpetitive advantage and
boost its NPWby roughly 12% for 2012, with a nore nodest increase for 2013
primarily on growth in NPWfromthe recently acquired surplus |ines business.
W expect the conpany to continue gradually reducing its concentration in the
Md-Atlantic states. Assuming no further catastrophe |osses this year, we
expect Selective's statutory conmbined ratio for full-year 2012 to be 102% 103%
(including three to four percentage points of catastrophe |osses) and its
statutory return on revenue to be 5% 6% As a result of significant

cat astrophe losses in the past few years for many regi onal property/casualty

i nsurers, including Selective, we believe the conpany's operating earnings
profile will remain volatile in the coming nonths. W al so expect capita
adequacy to inprove to a | evel conmmensurate with the rating. If the conpany
perfornms materially bel ow t hese expectations, we could lower the rating in the
next 12 to 24 nonths.

Related Criteria And Research

Interactive Ratings Methodol ogy, April 22, 2009

Ratings List

Ratings Affirned; Qutl ook Action

To From
Sel ective Insurance Group Inc.
Counterparty Credit Rating
Local Currency BBB/ Negat i ve/ - - BBB/ St abl e/ - -

Sel ective I nsurance Co. of Anerica

Sel ective Way I nsurance Co.

Sel ective I nsurance Co. of the Sout heast
Sel ective Insurance Co. of South Carolina
Sel ective Insurance Co. of NY
Counterparty Credit Rating
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Local Currency Al Negative/ - - Al St abl e/ - -
Fi nanci al Strength Rating
Local Currency Al Negat i ve/ - - Al St abl e/ - -
Rati ngs Affirned
Sel ecti ve I nsurance G oup Inc.
Seni or Unsecured BBB
Juni or Subor di nat ed BB+
Conpl ete ratings information is available to subscribers of RatingsDirect on
the @ obal Credit Portal at www gl obalcreditportal.com All ratings affected
by this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box located in the |eft
col um.
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