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Virtually every measurement sys-
tem involves the element of time. In
this year’s letter, we will discuss the
relevance of time in measuring results
and how we focus on the value of long-
term thinking.

In December new business was
disappointing, but investment returns
were excellent. Financial results in the
fourth quarter set company records, and
1997 was an excellent year. This past
summer our camp insurance business
suffered more large losses than usual;
however, we enjoyed good results
among most of our other lines of business.
Since the Northridge carthquake in
January 1994, the carthquake business
has been great, yet current prices have
declined to levels which suggest many
have forgotten what can happen. The
insurance industry has experienced a
cyclical softening of prices since 1987....
much longer than any previous cyclical
downturn. Maybe it’s not a coincidence
that the investment cycle has enjoyed an
equally impressive run in the opposite
direction, Monthly, quarterly and even
annual results do not necessarily mean
much if your goal is to build shareholder
value over a long period of time, Yes,
1997 was a good year, but we are espe-
cially proud to report that in the past
five years, we have compounded book
value per share at a 26% rate, and since
our initial public offering in 1986, we
have compounded book value per share
at a 31% rate.




1997 Results

In spite of a very difficult property
and casualty insurance market, our
results in 1997 set records in just about
every measure. For the sixth consecutive
year and eleven of the last twelve, we
reported underwriting profits with a
combined ratio of 99%. Farned premiums
grew only 8% to $332.9 million; how-
ever, investment income increased 34%
to $68.7 million. The strong investment
environment also allowed us to realize
$15.8 million in investment gains, Total
revenues increased 14% to $419.0 miltion.
Net income was $50.4 million, or $8.92
per diluted share. In addition, the net
unrealized appreciation of our investment
portfolio increased $41.5 million, resulting
in comprehensive income of $91.9 million,
Also during 1997 we further strengthened
an already strong balance sheet: total

(dollars in millions)

COMPREHENSIVE INCOME

investments increased to $1.4 billion;
provisions for loss reserves continued
to be, in our opinion, very strong; we
raised $150 million in 49 year trust
preferred securities and increased share-
holders’ equity by 33% to $356.8 million,
or $65.18 per share,

For many years we have spoken of
the importance of measuring growth in
book value. This year the accounting
profession recognized the same thing by
adopting the concept of comprehensive
income. This is a measure of total per-
formance because it includes both net
income and changes in unrealized gains
or losses. Over the past five years, our
net income amounted to $173.8 million;
cumulative unrealized gains were $73.1
million; and comprehensive income
was $246.9 million. The variations year
to year are shown below:

Years Ended December 31,

1994 1995 1996 1997  Total

Net income
Change in unrealized
gains (losses)

$186 §345 §467 $504 §$173.8

(287) 403 97 415 73.1

Comprehensive income {loss)

${101) $748 §$564 §919 § 2469




