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Research Update:

Selective Insurance Group Inc. And Subsidiaries
Ratings Raised One Notch; Outlook Stable

Overview

 Selective has neaningfully inproved its operating perfornance, reduced
its property exposure concentrations, and inproved its geographic
di versification.

* As a result, we raised our ratings on Selective Insurance Group Inc. and
its core operating subsidiaries by one notch

 The outlook is stable.

Rating Action

On Cct. 25, 2016, S&P dobal Ratings raised its issuer credit rating and
seni or unsecured debt ratings on Selective Insurance Goup Inc. (SIG) to

"BBB' from'BBB-'. At the sane tine, we raised our issuer credit ratings and
financial strength ratings on the conmpany's core operating subsidiaries
(collectively referred to as Selective) to 'A" from'A'. The outlook is
stabl e.

Rationale

Sel ective has enhanced its conpetitive position in recent years, with

nmeani ngf ul i nprovenent in its underwiting results and reduced property

cat astrophe concentration in the md-Atlantic. Managenent's 2011 strategic
initiative to inprove underwiting perfornmance has proved successful, as
consecutive years of inprovenent in both the combined ratio and return on
revenue netrics denonstrate. These results are supported by strategic
underwriting actions to address chall enged busi ness |ines, reduced geographic
concentration in catastrophe-prone areas, and strong agency rel ati onshi ps.

Sel ective's capital adequacy remains redundant at the ' AA" |evel.

For 2016-2017, we expect the conpany to report a statutory conbined ratio
(i ncluding catastrophe | osses) of 94% 96% . W al so expect Selective's capita
adequacy to remain redundant at the very strong (' AA") |evel.

Qur ratings on Selective reflect our view of the group's strong business risk
profile (BRP) and strong financial risk profile (FRP), built on its strong

conpetitive position and very strong capital and earnings. Under our criteria,
the strong BRP and strong FRP | ead to a possible anchor of either '"a' or 'a-
W assigned the former due to our inproved view of the conpany's conpetitive
position, which is nore reflective of that of 'a' rated peers. The rating on
SIA reflects its structural subordination to its insurance subsidiaries
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Outlook

The stable outlook reflects S& 4 obal Ratings' expectation that the conpany
will sustain its strong conpetitive position and that its operating
performance will remain in line with that of sinmlarly rated peers. In
addi ti on, we expect Selective to naintain capital adequacy redundant at the
"AA | evel.

Downside scenario

We could lower our ratings if Selective's earnings weaken to substantially

| ess than our base-case assunptions or capital adequacy deteriorates bel ow the
very strong |evel.

Upside scenario

We are unlikely to raise the ratings again in the next two years given

Sel ective's narrow geographic footprint relative to higher-rated peers. Any
upgrade woul d depend on a sustainable material conpetitive advantage rel ative
to peers and extrenely strong capital adequacy.

Related Criteria

e Group Rating Methodol ogy, Nov. 19, 2013

e Enterprise Ri sk Managenent, May 7, 2013

* Insurers: Rating Methodol ogy, May 7, 2013

 Managenent And Governance Credit Factors For Corporate Entities And
I nsurers, Nov. 13, 2012

* Refined Methodol ogy And Assunptions For Anal yzing | nsurer Capital
Adequacy Using The Ri sk-Based | nsurance Capital Mdel, June 7, 2010

e Use O CreditWatch And Qutl ooks, Sept. 14, 2009

Ratings List

Upgr aded
To From
Sel ective I nsurance G oup Inc.
Counterparty Credit Rating
Local Currency BBB/ St abl e/ - - BBB-/ Posi tive/--
Seni or Unsecured BBB BBB-

Sel ective Insurance Co. of Anerica

Sel ective Way | nsurance Co.

Sel ective I nsurance Co. of the Sout heast

Sel ective I nsurance Co. of South Carolina

Sel ective Insurance Co. of NY
Counterparty Credit Rating
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Local Currency Al St abl e/ - - A-/ Positivel--
Fi nanci al Strength Rating
Local Currency Al St abl e/ - - A-/ Positivel--

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at wwww. gl obal creditportal.comand at www. spcapitaliq.com All
ratings affected by this rating action can be found on the S& d obal Ratings
public website at ww. st andardandpoors. com Use the Ratings search box | ocated
in the left colum.
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