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FORWARD-LOOKING STATEMENTS

The disclosures in this Form 10-K contain certain forward-looking statements that are subject to numerous assumptions, risks or uncertainties. The
Private Securities Litigation Reform Act of 1995 provides a safe harbor for forward-looking statements. Some of the forward-looking statements can be
identified by the use of words such as “anticipates”, “believes”, “expects”, “projects”, “estimates”, “intends”, “plans”, “seeks”, “could”, “may”, “should”, “will”
or the negative version of those words or other comparable terminology. Such forward-looking statements include statements relating to: expectations
concerning market and other conditions and their effect on future premiums, revenues, earnings, investment activities, and the amount and timing of
share repurchases; recoverability of asset values; expected losses and the adequacy of reserves for asbestos, environmental pollution and mass tort
claims; rate changes; and improved loss experience.

Actual results and/or financial condition could differ materially from those contained in or implied by such forward-looking statements for a variety of
reasons including but not limited to the following and those discussed in Item 1A — Risk Factors.

• changes in financial, political and economic conditions, including changes in interest and inflation rates, currency fluctuations and extended
economic recessions or expansions in the U.S. and/or abroad;

• performance of securities markets;
• new legislation or declines in credit quality or credit ratings that could have a material impact on the valuation of securities in AFG’s investment

portfolio;
• the availability of capital;
• regulatory actions (including changes in statutory accounting rules);
• changes in the legal environment affecting AFG or its customers;
• tax law and accounting changes, including the impact of recent changes in U.S. corporate tax law;
• levels of natural catastrophes and severe weather, terrorist activities (including any nuclear, biological, chemical or radiological events), incidents of

war or losses resulting from civil unrest and other major losses;
• development of insurance loss reserves and establishment of other reserves, particularly with respect to amounts associated with asbestos and

environmental claims;
• availability of reinsurance and ability of reinsurers to pay their obligations;
• trends in persistency and mortality;
• competitive pressures;
• the ability to obtain adequate rates and policy terms;
• changes in AFG’s credit ratings or the financial strength ratings assigned by major ratings agencies to AFG’s operating subsidiaries; and
• the impact of the conditions in the international financial markets and the global economy (including those associated with the United Kingdom’s

expected withdrawal from the European Union, or “Brexit”) relating to AFG’s international operations.

The forward-looking statements herein are made only as of the date of this report. The Company assumes no obligation to publicly update any forward-
looking statements.



 

PART I
 

ITEM 1
Business

Introduction

American Financial Group, Inc. (“AFG” or the “Company”) is a holding company that, through the operations of Great American Insurance Group, is
engaged primarily in property and casualty insurance, focusing on specialized commercial products for businesses, and in the sale of fixed and fixed-
indexed annuities in the retail, financial institutions and education markets. Its address is 301 East Fourth Street, Cincinnati, Ohio 45202; its phone
number is (513) 579-2121. SEC filings, news releases, AFG’s Code of Ethics applicable to directors, officers and employees and other information may
be accessed free of charge through AFG’s Internet site at: www.AFGinc.com. (Information on AFG’s Internet site is not part of this Form 10-K.)

See Note C — “Segments of Operations” to the financial statements for information on AFG’s assets, revenues and earnings before income taxes by
segment.

Property and Casualty Insurance Segment

General

AFG’s property and casualty insurance operations provide a wide range of commercial coverages through over 30 niche insurance businesses that make
up the Great American Insurance Group. AFG’s property and casualty insurance operations ultimately report to a single senior executive and operate
under a business model that allows local decision-making for underwriting, claims and policy servicing in each of the niche operations. Each business is
managed by experienced professionals in particular lines or customer groups and operates autonomously but with certain central controls and
accountability. The decentralized approach allows each unit the autonomy necessary to respond to local and specialty market conditions while
capitalizing on the efficiencies of centralized investment and administrative support functions. AFG’s property and casualty insurance operations
employed approximately 6,700 people as of December 31, 2017. These operations are conducted through the subsidiaries listed in the following table,
which includes independent financial strength ratings and 2017 gross written premiums (in millions) for each major subsidiary. These ratings are
generally based on concerns for policyholders and agents and are not directed toward the protection of investors. AFG believes that maintaining a rating
in the “A” category by A.M. Best is important to compete successfully in most lines of business.

 Ratings  
Gross
Written

 AM Best  S&P  Premiums

Company      
Great American Insurance   A+    A+  $ 4,243
National Interstate A  not rated  746
Summit (Bridgefield Casualty and Bridgefield Employers) A    A+  607
Republic Indemnity A    A+  245
Neon Lloyd’s Syndicate A    A+  295
American Empire Surplus Lines   A+    A+  133
Mid-Continent Casualty   A+    A+  131
Other     102
     $ 6,502

The primary objectives of AFG’s property and casualty insurance operations are to achieve solid underwriting profitability and provide excellent service to
its policyholders and agents. Underwriting profitability is measured by the combined ratio, which is a sum of the ratios of losses, loss adjustment
expenses (“LAE”), underwriting expenses and policyholder dividends to premiums. A combined ratio under 100% indicates an underwriting profit. The
combined ratio does not reflect investment income, other income or federal income taxes.

While many costs included in underwriting are readily determined (commissions, administrative expenses and many of the losses on claims reported), the
process of determining overall underwriting results is highly dependent upon the use of estimates in the case of losses incurred or expected but not yet
reported or developed. Actuarial procedures and projections are



used to obtain “point estimates” of ultimate losses. While the process is imprecise and develops amounts which are subject to change over time,
management believes that the liabilities for unpaid losses and loss adjustment expenses are adequate.

Financial information is reported in accordance with U.S. generally accepted accounting principles (“GAAP”) for shareholder and other investor-related
purposes and reported on a statutory basis for U.S. insurance regulatory purposes. Unless indicated otherwise, the financial information presented in the
Form 10-K for AFG’s property and casualty insurance operations is presented based on GAAP. Statutory information is only prepared for AFG’s U.S.-
based subsidiaries, which represented approximately 94% of AFG’s direct written premiums in 2017, and is provided for industry comparisons or where
comparable GAAP information is not readily available.

Major differences for statutory accounting include charging policy acquisition costs to expense as incurred rather than spreading the costs over the
periods covered by the policies; reporting investment grade bonds and redeemable preferred stocks at amortized cost rather than fair value; netting of
reinsurance recoverables and prepaid reinsurance premiums against the corresponding liabilities rather than reporting such items separately; and
charging to surplus certain GAAP assets, such as furniture and fixtures and agents’ balances over 90 days old.

AFG’s statutory combined ratio averaged 92.0% for the period 2015 to 2017 as compared to 101.4% for the property and casualty industry over the same
period (Source: “A.M. Best’s Review & Preview Report” — February 2018 Edition). AFG believes that its specialty niche focus, product line diversification
and underwriting discipline have contributed to the Company’s ability to consistently outperform the industry’s underwriting results. Management’s
philosophy is to refrain from writing business that is not expected to produce an underwriting profit even if it is necessary to limit premium growth to do so.

Property and Casualty Results

Performance measures such as underwriting profit or loss and related combined ratios are often used by property and casualty insurers to help users of
their financial statements better understand the company’s performance. See Note C — “Segments of Operations” to the financial statements for the
reconciliation of AFG’s earnings before income taxes by significant business segment to the statement of earnings.

The following table shows the performance of AFG’s property and casualty insurance operations (dollars in millions):

  2017  2016  2015

Gross written premiums  $ 6,502  $ 5,981  $ 5,832
Ceded reinsurance  (1,751)  (1,595)  (1,505)
Net written premiums  $ 4,751  $ 4,386  $ 4,327

       
Net earned premiums  $ 4,579  $ 4,328  $ 4,224
Loss and LAE  2,884  2,669  2,628
Special asbestos and environmental (“A&E”) charges  89  36  67
Neon exited lines charge  (18)  65  —
Underwriting expenses  1,382  1,322  1,304
Underwriting gain  $ 242  $ 236  $ 225

       
GAAP ratios:       

Loss and LAE ratio  64.5%  63.8%  63.8%
Underwriting expense ratio  30.2%  30.7%  30.9%
Combined ratio  94.7%  94.5%  94.7%

       
Statutory ratios:       

Loss and LAE ratio  63.0%  58.8%  60.9%
Underwriting expense ratio  30.1%  31.4%  31.7%
Combined ratio  93.1%  90.2%  92.6%

       
Industry statutory combined ratio (a)       

All lines  105.1%  100.9%  98.3%
Commercial lines  103.5%  99.6%  97.5%

(a) The source of the industry ratios is “A.M. Best’s Review & Preview Report” ( February 2018 Edition).



As with other property and casualty insurers, AFG’s operating results can be adversely affected by unpredictable catastrophe losses. Certain natural
disasters (hurricanes, severe storms, earthquakes, tornadoes, floods, etc.) and other incidents of major loss (explosions, civil disorder, terrorist events,
fires, etc.) are classified as catastrophes by industry associations. Losses from these incidents are usually tracked separately from other business of
insurers because of their sizable effects on overall operations. Total net losses to AFG’s insurance operations from current accident year catastrophes
were $140 million in 2017, $55 million in 2016 and $35 million in 2015 and are included in the table above.

AFG generally seeks to reduce its exposure to catastrophes through individual risk selection, including minimizing coastal and known fault-line
exposures, and the purchase of reinsurance. AFG’s net exposure to a catastrophic earthquake or windstorm that industry models indicate could occur
once in every 500 years (a “500-year event”) is expected to be less than 4% of AFG’s Shareholders’ Equity.

Property and Casualty Insurance Products

AFG is focused on growth opportunities in what it believes to be more profitable specialty businesses where AFG personnel are experts in particular lines
of business or customer groups. The following are examples of AFG’s specialty businesses:

Property and Transportation  
Inland and Ocean Marine Provides coverage primarily for builders’ risk, contractors’ equipment, property, motor truck cargo,

marine cargo, boat dealers, marina operators/dealers and excursion vessels.
Agricultural-related Provides federally reinsured multi-peril crop (allied lines) insurance covering most perils as well as

crop-hail, equine mortality and other coverages for full-time operating farms/ranches and
agribusiness operations on a nationwide basis.

Commercial Automobile Provides coverage for vehicles (such as buses and trucks) in a broad range of businesses including
the moving and storage and transportation industries, and a specialized physical damage product
for the trucking industry.

  
Specialty Casualty  

Executive and Professional Liability Markets coverage for directors and officers of businesses and non-profit organizations; errors and
omissions; cyber; and mergers and acquisitions.

Umbrella and Excess Liability Provides liability coverage in excess of primary layers.
Excess and Surplus Provides liability, umbrella and excess coverage for unique, volatile or hard to place risks, using

rates and forms that generally do not have to be approved by state insurance regulators.
General Liability Provides coverage for contractor-related businesses, energy development and production risks, and

environmental liability risks.
Targeted Programs Includes coverage (primarily liability and property) for social service agencies, leisure, entertainment

and non-profit organizations, customized solutions for other targeted markets and alternative risk
programs using agency captives.

Workers’ Compensation Provides coverage for prescribed benefits payable to employees who are injured on the job.
  
Specialty Financial  

Fidelity and Surety Provides fidelity and crime coverage for government, mercantile and financial institutions and surety
coverage for various types of contractors and public and private corporations.

Lease and Loan Services Provides coverage for insurance risk management programs for lending and leasing institutions,
including equipment leasing and collateral and lender-placed mortgage property insurance.

Management believes specialization is the key element to the underwriting success of these business units. These specialty businesses are opportunistic
and their premium volume will vary based on prevailing market conditions. AFG continually evaluates expansion in existing markets and opportunities in
new specialty markets that meet its profitability objectives. Likewise, AFG will withdraw from markets that do not meet its profit objectives or business
strategy.



Premium Distribution

The following table shows the net written premiums by sub-segment for AFG’s property and casualty insurance operations for 2017, 2016 and 2015 (in
millions):

 2017  2016  2015

Property and transportation $ 1,765  $ 1,672  $ 1,636
Specialty casualty 2,280  2,036  2,052
Specialty financial 596  572  540
Other 110  106  99
 $ 4,751  $ 4,386  $ 4,327

The geographic distribution of statutory direct written premiums by AFG’s U.S.-based insurers for 2017, 2016 and 2015 is shown below. Approximately
6% of AFG’s direct written premiums in 2017 were derived from non U.S.-based insurers, primarily Neon, a United Kingdom-based Lloyd’s insurer.

  2017  2016  2015    2017  2016  2015

California  13.2%  14.3%  14.2%  New Jersey  2.6%  2.5%  2.3%
Florida  10.0%  9.6%  9.0%  Arizona  2.6%  2.1%  1.1%
New York  6.6%  6.7%  6.7%  Pennsylvania  2.4%  2.5%  2.6%
Texas  6.2%  6.1%  6.1%  Iowa  2.4%  2.3%  2.5%
Illinois  5.6%  5.3%  5.7%  Kansas  2.2%  2.2%  2.5%
Georgia  3.2%  2.9%  2.8%  North Carolina  2.1%  2.4%  2.7%
Missouri  2.8%  2.7%  2.8%  Other  38.1%  38.4%  39.0%
          100.0%  100.0%  100.0%

Reinsurance

Consistent with standard practice of most insurance companies, AFG reinsures a portion of its property and casualty business with other insurance
companies and assumes a relatively small amount of business from other insurers. AFG uses reinsurance for two primary purposes: (i) to provide higher
limits of coverage than it would otherwise be willing to provide (i.e. large line capacity) and (ii) to protect its business by reducing the impact of
catastrophes. The availability and cost of reinsurance are subject to prevailing market conditions, which may affect the volume and profitability of business
that is written. AFG is subject to credit risk with respect to its reinsurers, as the ceding of risk to reinsurers does not relieve AFG of its liability to its
insureds until claims are fully settled.

Reinsurance is provided on one of two bases, facultative or treaty. Facultative reinsurance is generally provided on a risk-by-risk basis. Individual risks
are ceded and assumed based on an offer and acceptance of risk by each party to the transaction. AFG purchases facultative reinsurance, both pro rata
and excess of loss, depending on the risk and available reinsurance markets. Treaty reinsurance provides for risks meeting prescribed criteria to be
automatically ceded and assumed according to contract provisions.

Catastrophe Reinsurance AFG has taken steps to limit its exposure to wind and earthquake losses through individual risk selection, including minimizing
coastal and known fault-line exposures, and purchasing catastrophe reinsurance. Catastrophe reinsurance is purchased separately for AFG’s U.S.
property and casualty insurance group and for Neon, AFG’s Lloyd’s insurance business. In addition, AFG purchases catastrophe reinsurance for its
workers’ compensation businesses. Although the cost of catastrophe reinsurance varies depending on exposure and the level of worldwide loss activity,
AFG continues to obtain reinsurance coverage in adequate amounts at acceptable rates.

In June 2017, AFG’s property and casualty insurance subsidiaries entered into a reinsurance agreement to obtain supplemental catastrophe protection
through a catastrophe bond structure with Riverfront Re Ltd. (“Riverfront”). The reinsurance agreement provides supplemental reinsurance coverage up
to 95% of $200 million (fully collateralized) for catastrophe losses in excess of $100 million (per occurrence and annual aggregate) occurring between
June 1, 2017 and December 31, 2020. In connection with the reinsurance agreement, Riverfront issued notes to unrelated investors for the full amount of
coverage provided under the reinsurance agreement. Riverfront is a variable interest entity in which AFG does not have a variable interest because the
variability in Riverfront’s results will be absorbed entirely by the investors in Riverfront. Accordingly, Riverfront is not



consolidated in AFG’s financial statements and the reinsurance agreement is accounted for as ceded reinsurance. AFG’s cost for this coverage is
approximately $11 million per year.

In January 2018, Neon launched NCM Re (UK PCC) Ltd. (“NCM Re”), the first insurance-linked securities (“ILS”) vehicle in the United Kingdom (“UK”).
NCM Re utilizes recently approved UK regulations to provide Neon with the ability to further enhance its global reinsurance offering to clients. NCM Re
plans to use a range of catastrophe modeling and pricing techniques to make use of Neon’s underwriting and risk selection skills to source business for
third-party ILS investors in the capital markets. In early 2018, NCM Re completed its first ILS transaction, which provides $72 million in collateralized
quota share reinsurance that will assume 20% of the Neon Lloyd’s syndicate’s property treaty reinsurance and direct and facultative portfolios. Losses are
recovered from NCM Re before Neon’s catastrophe excess of loss reinsurance coverage applies. In addition to NCM Re, Neon also placed a 35% quota
share reinsurance treaty covering its property insurance (but not assumed reinsurance) lines.

Also in January 2018, AFG’s property and casualty insurance subsidiaries renewed their catastrophe reinsurance coverages. For AFG’s U.S. based
operations, the Company continued to place $85 million of coverage in excess of a $15 million per event primary retention in the traditional reinsurance
markets but as part of the placement, eliminated its 5% participation from previous treaty years. Neon placed $200 million of coverage in excess of a
$15 million per event primary retention (extending to $225 million for U.S. risks only) with a 7.5% participation. For the catastrophe excess of loss
reinsurance coverage, recoveries from NCM Re and Neon’s property insurance quota share apply before calculating losses recoverable from the
catastrophe excess of loss reinsurance treaty. In addition to Neon’s catastrophe excess of loss reinsurance coverage, Neon has placed a quota share
treaty which covers 12.5% of Neon’s gross property losses with a $400 million event limit (maximum $50 million recoverable) which supplements its
catastrophe excess of loss reinsurance coverage and property quota share coverages up to the event limit.

The commercial marketplace requires large policy limits ($25 million or more) in several of AFG’s lines of business, including certain executive and
professional liability, umbrella and excess liability, and fidelity and surety coverages. Since these limits exceed management’s desired exposure to an
individual risk, AFG generally enters into reinsurance agreements to reduce its net exposure under such policies to an acceptable level. Reinsurance
continues to be available for this large line capacity exposure with satisfactory pricing and terms.

In addition to the catastrophe and large line capacity reinsurance programs discussed above, AFG purchases reinsurance on a product-by-product basis.
AFG regularly reviews the financial strength of its current and potential reinsurers. These reviews include consideration of credit ratings, available capital,
claims paying history and expertise. This process periodically results in the transfer of risks to more financially secure reinsurers. Substantially all
reinsurance is ceded to companies with investment grade S&P ratings or is secured by “funds withheld” or other collateral. Under “funds withheld”
arrangements, AFG retains ceded premiums to fund ceded losses as they become due from the reinsurer. Recoverables from the following companies
were individually between 5% and 10% of AFG’s total property and casualty reinsurance recoverable (including prepaid reinsurance premiums and net of
payables to reinsurers) at December 31, 2017: Hannover Rueck SE, Munich Reinsurance America, Inc. and Swiss Reinsurance America Corporation. In
addition, AFG has a reinsurance recoverable from Ohio Casualty Insurance Company of $156 million related to that company’s purchase of AFG’s
commercial lines business in 1998. No other reinsurers exceeded 5% of AFG’s property and casualty reinsurance recoverable.



The following table presents (by type of coverage) the amount of each loss above the specified retention covered by treaty reinsurance programs in
AFG’s U.S.-based property and casualty insurance operations (in millions) as of January 1, 2018:

    Reinsurance Coverage  AFG

  Primary  Coverage  AFG Participation (a)  Maximum

  Retention  Amount  %  $  Loss (b)

U.S.-based operations:          
California Workers’ Compensation  $ 2  $ 148  1%  $ 1  $ 3
Other Workers’ Compensation  3  37  —%  —  3
Commercial Umbrella  1  49  14%  7  8
Property — General  5  45  —%  —  5
Property — Catastrophe  15  85  —%  —  15

Neon Lloyd’s Syndicate          
Property — Catastrophe (c)  15  200  7.5%  —  15

Riverfront Re Ltd. catastrophe bond (d)  100  200  5%  10  N/A
 

(a) Includes the participation of AFG’s internal reinsurance program.
(b) Maximum loss per event for claims up to reinsurance coverage limit.
(c) Coverage amount extends to $225 million for U.S. catastrophe events. The combination of Neon’s excess of loss catastrophe reinsurance and

12.5% gross property loss treaty (discussed above) limits the maximum retained loss per event to $15 million until such coverage is exhausted.
(d) Includes aggregate coverage. See description above.

In addition to the coverage shown above, AFG reinsures a portion of its crop insurance business through the Federal Crop Insurance Corporation
(“FCIC”). The FCIC offers both proportional (or “quota share”) and non-proportional coverages. The proportional coverage provides that a fixed
percentage of risk is assumed by the FCIC. The non-proportional coverage allows AFG to select desired retention of risk on a state-by-state, county, crop
or plan basis. AFG typically reinsures 15% to 25% of gross written premiums with the FCIC. AFG also purchases quota share reinsurance in the private
market. This quota share provides for a ceding commission to AFG and a profit sharing provision. During both 2017 and 2016, AFG reinsured 52.5% of
premiums not reinsured by the FCIC in the private market and purchased stop loss protection coverage for the remaining portion of the business. In
2018, AFG expects to reinsure 50% of the premiums not reinsured by the FCIC in the private market.

The balance sheet caption “recoverables from reinsurers” included approximately $100 million on paid losses and LAE and $2.96 billion on unpaid losses
and LAE at December 31, 2017. These amounts are net of allowances of approximately $20 million for doubtful collection of reinsurance recoverables.
The collectibility of a reinsurance balance is based upon the financial condition of a reinsurer as well as individual claim considerations.

Reinsurance premiums ceded and assumed are presented in the following table (in millions):

  2017  2016  2015

Reinsurance ceded  $ 1,751  $ 1,595  $ 1,505
Reinsurance ceded, excluding crop  1,076  985  899
Reinsurance assumed — including involuntary pools and associations  192  123  119

Loss and Loss Adjustment Expense Reserves

The consolidated financial statements include the estimated liability for unpaid losses and LAE of AFG’s insurance subsidiaries. This liability represents
estimates of the ultimate net cost of all unpaid losses and LAE and is determined by using case-basis evaluations, actuarial projections and
management’s judgment. These estimates are subject to the effects of changes in claim amounts and frequency and are periodically reviewed and
adjusted as additional information becomes known. In accordance with industry practices, such adjustments are reflected in current year operations.
Generally, reserves for reinsurance assumed and involuntary pools and associations are reflected in AFG’s results at the amounts reported by those
entities. See Note O — “Insurance — Property and Casualty Insurance Reserves ” to the financial statements for information on the development of
AFG’s liability for unpaid losses and loss adjustment expenses by accident year as well as a progression of the liability on a GAAP basis over the past
three years.
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