March 9, 2010
To the Policyholders of Greater New York Mutual Insurance Company
 


It‘s a privilege for me to deliver my eighth Annual Report to the Policyholders of Greater New York Mutual Insurance Company and its wholly owned stock subsidiaries, Insurance Company of Greater New York, Strathmore Insurance Company, and GNY Custom Insurance Company.
I’m most gratified to report that 2009 was another very successful year for our Companies, and the seventh successive year that we reported combined ratios under 100% as well as superior investment results.   



Although insurance industry underwriting results improved last year over the particularly poor results of 2008, largely because of an uneventful hurricane season, investment income hasn’t recovered in any material way because interest rates have hovered at historic lows and are expected to stay low for some time to come.  At the same time, a prolonged cycle of intense price competition continued unabated exacerbating the expected consequences of the economic downturn.  Significant reductions in sales and payroll exposures upon which commercial policy pricing is based, contributed to the inadequacy of market pricing.  
Furthermore, in the current environment, our industry is exposed to a variety of nontraditional risks that we haven’t had in the past such as terrorism, pandemics, inflation, and of equal concern, deflation, among others.  We believe that even with the most sophisticated modeling it’s difficult for any property and casualty insurance Company to quantify the absolute risk to its operations, and therefore we build into our risk management assumptions an adequate factor for the unknown.

Our record of success over the last eight years and from the beginning of the recession, attests to the correctness of this approach. As in past years, we attribute our superior performance to our strict underwriting and reserving discipline, the careful and conservative philosophy under which our companies are managed, and our risk management process that places a heavy focus on the preservation of capital.
Although understandably not as good as the last two years, we still reported one of our best pre-tax income results of $36.5 million, totaling $258.3 million in the last nine calendar years.  


Admitted assets were $926.3 million or 3.4% greater than 2008, and grew by $451.8 Million over the last nine years.
At year-end 2009 our consolidated statutory surplus reached a new milestone of $390.9 million, an increase of $33.8 million or 9.5% over our surplus in 2008, and an increase of $193.6 million over the last nine years.
Our direct written premiums increased 1.1% to $283.6 million, which compared favorably with the industry which reported declines in net premiums of 4.2%.

We are pleased with our profitable combined ratio of 98.3%, resulting from favorable loss experience in both the CMP and Workers’ Compensation lines against the industry’s combined ratio in commercial lines of 101.2% and overall of 100.6%.

We continued our diversification strategy in 2009 in the new states we began serving about five years ago, and are pleased to report that these new territories accounted for $62.2 million in revenues in 2009. 


Other notable financial and operational achievements in 2009 were:
· Net income was $27.3 million, and our operating ratio was 83.6%.
· We continued our strategy of reducing our workers’ compensation writings, which declined 4.7% to only 2.6% of total writings compared with year-end 2003 when this line comprised almost 19% of premiums written.  The decision to deemphasize this line is supported by the A .M. Best forecast of a combined ratio for workers’ compensation of 109.0% in 2009 and 112.0 in 2010. 
· The ratio of net premiums written to surplus for the twelve months ending December 31, 2009 was .55 to 1, which reflects conservative leverage from the strong growth of our surplus, and has well positioned the Company for growth. 

· Our balance sheet on a relative basis is one of the strongest in the industry, and reflects very strong capitalization supported by highly valued assets, and full reserves for losses and loss adjustment expenses.
· Our bond portfolio of $738.1 million represented 79.7% of our admitted assets comprised of high quality fixed income investments, the majority of which are invested in securities backed by the full faith and credit of the United State Government. The quality of these invested assets is in large part the reason our Company avoided the turmoil in the credit markets during 2008, which was responsible for the large declines in the market value of entire portfolios creating large unrealized losses.
· Invested assets amounting to $822.3 million, and exceeded our loss and loss adjustment expense reserves of $380.1 million by a huge margin of $442.2 million. This margin coupled with our strong cash flow produces a superior liquidity profile far and above industry standards.  
2009 was the twenty-ninth consecutive year in which independent           
casualty actuaries, who are Fellows of the Casualty Actuarial Society, certified the adequacy of our loss and loss adjustment expense reserves to the regulatory authorities, and further, our held reserves were 107.5% of the reserves projected by these independent casualty actuaries.     
A.M. Best Company for many years has awarded our Group of companies an A+ Policyholders’ Rating.  We are pleased to report that once again in 2009 we were awarded an A+ rating, which was gratifying since only 8.7% of all U.S. P/C insurance companies in 2009 were rated A+.  Best also noted that:

“Positive rating factors stem from GNY’s conservative underwriting leverage, local market expertise and improved claims management, controls and process… Operating returns remain strong relative to commercial casualty industry norms… The rating outlook reflects A.M. Best’s view that earning will remain positive and that the level of capitalization will continue to grow at a conservative rate.”

Standard & Poors similarly affirmed our A rating in 2009, and noted in their report:

“ Strong competitive position in commercial multi peril products, very strong capital adequacy and strong operating performance, and also stated that the quality of capital is also very good, supported by strong earnings, and improved overall reserve position.” 
Last year, we embarked on a program to broaden and diversify of our classes of business and product lines and we launched a new Self Storage Warehouse Program in September of 2008 which has been filed and approved in every state in which we do business.  Our submissions and writings in this new class have developed and grown nicely in 2009. 

We also developed a new commercial package class of business called the Brewpub Program, which is an extension of our restaurant program, and new programs for office buildings, hotels, and designated wholesalers.
In closing, I would like to thank our producer partners for their efforts during the year, as well as express my sincere appreciation for the hard work and commitment of my fellow officers, our capable staff, and the members of our 
Board of Directors for their vital contributions in 2009.  And, of course I would like to thank you, our policyholders because you are the reason we’re in business, and an important reason for our success. 

 

Respectfully submitted, 
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Warren W. Heck, CPCU   Chairman of the Board & Chief Executive Officer
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