American Financial Group (NYSE: AFG)

Deconstructing a P&C Compounder: The Three-Engine Model,
Emerging Social Inflation Risks, and the Margin of Safety.

Trailing P/E: 12.9x | Forward P/E: 11.7x

Core Operating ROE: 18-19%

Net Written Premiums: $7.1 Billion
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The Proven Compounder The Emerging Tests
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- ~18.5% 2025 ROE - 97.6% Q1 2025 Specialty Casualty CR
- 8-Point Industry Underwriting - Alternative Investment Returns
Advantage dropping to 2.5%
- $55.50/share returned since 2021 - Maturing pricing cycle

The core analytical question: Does a ~12x P/E adequately price in the social
inflation and investment volatility risks for a structural 18% ROE compounder?
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Specialty Casualty (43% | $3.04B NWP)

Executive/
Professional
Liability

Workers’ Comp

General Liability

Property & Trunspnrtutlon."_:__ -_ ":

(39%" |,,§$2E“81B NWR.)

(5th largest US)

Commercial Auto
($1.2B GWP via
National
Interstate)

Inland
Marine

-1delity/Surety

Lender-Placed
Property

Trade Credit

The Decentralized Moat: Local underwriting authority for deep domain expertise +
Centralized capital allocation. >55% of 2024 premiums came from top-10 market share positions.




The Mixed-Model Insurer

Interest-Rate

Risk
w
Longevity : Longevity
Exposure - Exposure
Regulatory
Complexity

The Pure-Play P&C Compounder

Sale of Great
American Life
to MassMutual
($3.5 Billion)

- May 2021
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Funds a
transformative
$14.00/share
special dividend

___/
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Pure Specialty
P&C

!

Transparent
Results

!

Underwriting-
Driven

Core operating ROE averages

19.1% (2022-2024), validating

the divestiture thesis.
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Engine 1: Underwriting Discipline (The Moat)

105% | Recent GAAP E
P&C Commercial Combined Ratios: |
Lines Industry Average \
98.3% 86.4% ('21) -> 87.2%

('22) -> 90.3% ('23)
| -> 91.2% ('24) ->

100%

95%  keareicsiiueetill ibimnden: pr ' e : eiinimene ' 91.0% (JZEJ
The 8-Point Structural Moat. |
90% TR ' AFG is comfortably in
\ : _ - the top quartile of
AFG 10-Year Statutory Combined Ratio . specialty P&C
85% - underwriters,

shielded by 36-niche
diversification.
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The Emerging Threat: Social Inflation

The Maxgin of Safety is Shrinking The Casualty Pressure Point

97 .6%

= ' L
$44M adverse prior-year reserve development
2021 2024 2025 in 04 2024: $37M in full-year 2024, $20M in
Favorable Prior-Year Reserve Development 2025. Concentrated in excess liability for
| Fortune 500 accounts. _j

Management Response Box (The Brake Pedal)

Aggressive countermeasures: Renewal rate increases of 8-11% (excluding workers' comp) and proactive
non-renewals of underperforming accounts.
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Growth & Maturing Cycles

W76 - 12%
11% 11% Overall P&C Pricing Cycle
Momentum Softening - 10%
10% A - 8%
- 6%
2 - 4%
ALy
Flat
0% - 0%
2021 2022 2023 2024 2025

-

Refusing bad risks: Management’s intentional

=

Structural tailwinds remain: E&S market has

non-renewal of social-services and low-income grown from 3.6% (2000) to 12.3% (2024) of
housing accounts deliberately stalled 2025 total P&C, providing a long-term organic
top-line growth to protect the 91.6% combined growth runway once the cycle resets.
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Engine 2: The Investment Portfolio

The Anchor: Stable Fixed Income The Swinger: Volatile Alternatives
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= 86% of portfolio. LG = ,ﬁ ! \\ = $2.8 billion (14% of portfolio).

= 96% Investment Grade. 3 % | e 04 = Multifamily real estate heavy.

* Short duration (2.9 years). e | = Insight: The source of earnings

= Insight: Positive Yield Rotation. variance. Returns swung violently
Current reinvestment rate of ~5.25% from 13.2% (2022) to 2.5% (2025),
exceeds book yield, driving record Net creating a massive $2.00-$3.00 per
Investment Income ($784M in 2024). share blind spot in annual EPS.



Engine 3: Capital Allocation Flow

Layer 1: Distributable Earnings
" ($800-$900M annually at parent 1evel]_m

Layer 2: Fund Organic Growth

(Sub-segment capital retention based on strict statutory requirements)

Layer 3: Bolt-on M&A & Technology

(Targeted, disciplined. e.g., 2023 Crop Risk Services from AIG; 2022 Verikai InsurTech for $120M)

Layer 4: Regular Dividend
($3.20 annualized, ~2.5% yield. Payout ratio ~30%)
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Instead of hoarding capital or pursuing
. mega-mergers, the Lindner family

The Special

Dividend mgnda;es that all surplus capital is
Mechanism _d_ls_trlhut_ed .hgck to sharehn_lders. |
—— ™
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The Special Dividend Mechanism

$55 ® 50 per Sha re rEt:|uates to ~43% of the current 1

stock price returned 1n pure cash
L_nver ~4 years.

Jj
$27.25M

2024 $51M In

=
Total capital returned to

shareholders in 2024 and 2025 was
$791M and $707M respectively,
L_representing ~84-89% of net income.

2023 $70.7M

Total Shareholder Return (TSR):
AFG's 5-year return of 160.8%

drastically outperforms the S&P 500
L_{BS_IBB%)'
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Management Alignment & Governance

Skin in the Game

16.9%

Insider Ownership

Carl Lindnexr III (~7%)
S. Craig Lindner (~6.4%)
50+ year tenures.

Democratic Governance

ZERO dual-class shares.

One share, one vote—highly
unusual and shareholder-
friendly for a family-
controlled entity.

The Compensation Formula

«/ Core Operating EPS
*\/’ Core Operating ROE

Relative Book Value
Growth

X -PremivmGrowth-
Insight: Management is not
paid to grow the top line.

They are paid strictly to
compound book value.
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Peer Comparison Matrix: Valuation vs. Quality

Ny |

75%
o ‘ @ Kinsale (17.8x P/E, 78.7% CR) i
i) - The structural premium
b 86% |
B @ RLI (13.3x P/E, 87% CR)
Q
o5 - '85%
2T
E ,,";-‘ @ W.R. Berkley (16.5x P/E, ~91% CR)
Tt e AFG
W0 S (11.7x P/E, ~90.6% CR)
| S
E g Cincinnati Fin. / Markel
B (19.0x P/E, 95-101% CR) |
©  100% | l |
.".5;- :
L0 -- |
106% L T |
11x 12x 13x 14x 15x 16x 17x 18x 19x 20x
Forward P/E
Iy ; . ; : . : 2l
. Analytical Conclusion: AFG performs like a top-tier underwriter (W.R. Berkley/RLI territory) |
. but is priced like a struggling legacy carrier. The market is aggressively penalizing the |
L‘rmultiple for alternative investment volatility and social inflation fears. _||



Scenario Analysis: Normalized Earnings Power

; Mid-Cycle Combined Ratio
Normalized Core

Operating EPS Hard Market Normal Social Inflation Bear
(90%) (91.5%) (94.5%)
Bull (10%) EPS ~$12.50+

EPS $11.00 - $11.50
Normal (9%) (Management 2026 plan
implies ~$11.00)

Depressed (5%) EPS $9.50 - $10.00

Alternative Investment Returns

A

Key Takeaway: Even under a sustained social inflation bear scenario with depressed alternative
returns, a normalized EPS of ~$9.50 suggests the stock at ~$129 is trading at a floor multiple
of ~13.6x. The downside is heavily cushioned.
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Risk Diagnostic Summary

Risk

Social Inflation
(Probability: High |
Impact: High)

Rising jury verdicts
eroding Specialty Casualty
reserves. AM Best warns 15-
20% rate increases needed
industry-wide.

Mitigation/Status

AFG pushing 8-11% rate hikes
and non-renewing Fortune 500
excess liability. Will it be
enough?

Alternative Investment
Volatility
(Probability: High |
Impact: Moderate)

Mark-to-market swings in
multifamily real estate.

Represents only 14% of
portfolio. Long-term average
remains ~11%, but introduces

severe single-year EPS noise.

Climate/Catastrophe
Exposure

(Probability: Moderate |
Impact: Moderate)

Elevated storm/wildfire
frequency. (2024 saw $153M
in Cat losses; Q1 2025 LA
Wildfires cost $60-70M).

Elevated attachment points,

robust reinsurance, and inland

commercial focus limit tail
risk. Total loss scenario 1is
near zero.

& NotebooklLM



The Verdict

A top-quartile specialty franchise trading at a bottom-quartile
multiple. The 11.7x forward P/E offers a reasonable margin of safety
for a business structured to organically compound at 18% ROE,
though near-term earnings turbulence is highly likely.

The Q-by-Q Monitoring Checklist
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1. Specialty Casualty 2. Rate vs. Trend 3. Alternative Returns
Reserve Development :
Watch the 8-11% renewal rate A second consecutive year near
Must stabilize. Any sequential increases. The 37-consecutive- 2.5% forces a re-rating of
growth in adverse development quarter streak must accelerate normalized earnings power
($37M in '24, $20M in '25) to outpace AM Best's estimated below $10.00/share.
invalidates the base case. loss cost trends.
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