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Forward-Looking Statements

This Quarterly Report on Form 10-Q contains forward-looking statements, within the meaning of the Private Securities Litigation Reform Act of 1995. Forward-looking statements include any statement that does not directly relate to historical or current fact. These statements may discuss, among others, our future financial performance, our business prospects and strategy, our anticipated financial position, liquidity and capital, dividends and general market and industry conditions. You can identify forward-looking statements by words such as "anticipates," "estimates," "expects," "intends," "plans," "predicts," "projects," "believes," "seeks," "outlook," "future," "will," "would," "should," "could," "may," "can have" and similar terms. Forward-looking statements are based on management’s current expectations and assumptions about future events, which are subject to uncertainties, risks and changes in circumstances that are difficult to predict. These statements are only predictions and are not guarantees of future performance. Actual results may differ materially from those contemplated by a forward-looking statement. Factors that may cause such differences include, without limitation:

· the possibility that our loss reserves may be inadequate to cover our actual losses, which could have a material adverse effect on our financial condition, results of operations and cash flows;

· the inherent uncertainty of models resulting in actual losses that are materially different than our estimates;

· adverse economic factors, including recession, inflation, periods of high unemployment or lower economic activity resulting in the sale of fewer policies than expected or an increase in frequency or severity of claims and premium defaults or both, affecting our growth and profitability;

· a decline in our financial strength rating adversely affecting the amount of business we write;

· the potential loss of one or more key executives or an inability to attract and retain qualified personnel adversely affecting our results of operations;

· our reliance on a select group of brokers;

· the failure of any of the loss limitations or exclusions we employ, or change in other claims or coverage issues, having a material adverse effect on our financial condition or results of operations;

· the performance of our investment portfolio adversely affecting our financial results;

· the changing market conditions of our excess and surplus lines ("E&S") insurance operations, as well as the cyclical nature of our business, affecting our financial performance;

· extensive regulation adversely affecting our ability to achieve our business objectives or the failure to comply with these regulations adversely affecting our financial condition and results of operations;

· the ability to pay dividends being dependent on our ability to obtain cash dividends or other permitted payments from our insurance subsidiary;

· being forced to sell investments to meet our liquidity requirements;

· the inability to obtain reinsurance coverage at reasonable prices and on terms that adequately protect us;

· our employees taking excessive risks;

· the possibility that severe weather conditions, catastrophes, pandemics and similar events may adversely affect our business, results of operations and financial condition;
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· the inability to manage our growth effectively;

· the intense competition for business in our industry;

· the effects of litigation having an adverse effect on our business;

· the failure to maintain effective internal controls in accordance with the Sarbanes-Oxley of 2002 (the "Sarbanes-Oxley Act"); and

· the other risks and uncertainties discussed in Part I, Item 1A of the Annual Report on Form 10-K for the year ended December 31, 2019.

Forward-looking statements speak only as of the date on which they are made. Except as expressly required under federal securities laws or the rules and regulations of the Securities and Exchange Commission ("SEC"), we do not assume any obligation to update or revise any forward-looking statement, whether as a result of new information, future events or otherwise. You should not place undue reliance on forward-looking statements. All forward-looking statements attributable to us are expressly qualified by these cautionary statements.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

KINSALE CAPITAL GROUP, INC. AND SUBSIDIARIES

Consolidated Balance Sheets (Unaudited)

	
	
	September 30,
	
	December 31,
	

	
	
	2020
	
	
	2019
	

	
	
	(in thousands, except share and per share data)
	

	Assets
	
	
	
	
	
	

	Investments:
	
	
	
	
	
	

	Fixed-maturity securities, available for sale, at fair value (amortized cost: $979,365 in 2020; $714,817
	$
	1,024,889
	
	$
	729,532
	

	in 2019)
	
	
	
	
	
	

	Equity securities, at fair value (cost: $98,253 in 2020 $64,245 in 2019)
	
	116,011
	
	
	78,294
	

	Total investments
	
	1,140,900
	
	
	807,826
	

	Cash and cash equivalents
	
	78,696
	
	
	100,408
	

	Investment income due and accrued
	
	6,245
	
	
	4,743
	

	Premiums receivable, net
	
	47,646
	
	
	34,483
	

	Reinsurance recoverables
	
	88,305
	
	
	72,574
	

	Ceded unearned premiums
	
	22,870
	
	
	16,118
	

	Deferred policy acquisition costs, net of ceding commissions
	
	30,293
	
	
	23,564
	

	Intangible assets
	
	3,538
	
	
	3,538
	

	Deferred income tax asset, net
	
	—
	
	3,374
	

	Other assets
	
	50,096
	
	
	23,922
	

	Total assets
	$
	1,468,589
	
	$
	1,090,550
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Liabilities and Stockholders' Equity
	
	
	
	
	
	

	Liabilities:
	
	
	
	
	
	

	Reserves for unpaid losses and loss adjustment expenses
	$
	603,200
	
	$
	460,058
	

	Unearned premiums
	
	247,075
	
	
	187,374
	

	Payable to reinsurers
	
	11,636
	
	
	7,151
	

	Accounts payable and accrued expenses
	
	10,400
	
	
	12,366
	

	Credit facility
	
	40,138
	
	
	16,744
	

	Deferred income tax liability, net
	
	1,248
	
	
	—
	

	Other liabilities
	
	20,761
	
	
	977
	

	Total liabilities
	
	934,458
	
	
	684,670
	

	
	
	
	
	
	
	

	Stockholders’ equity:
	
	
	
	
	
	

	Common stock, $0.01 par value, 400,000,000 shares authorized, 22,661,754 and 22,205,665 shares
	
	227
	
	
	222
	

	issued and outstanding at September 30, 2020 and December 31, 2019, respectively
	
	
	
	
	
	

	Additional paid-in capital
	
	288,868
	
	
	229,229
	

	Retained earnings
	
	207,179
	
	
	162,911
	

	Accumulated other comprehensive income
	
	37,857
	
	
	13,518
	

	Total stockholders’ equity
	
	534,131
	
	
	405,880
	

	Total liabilities and stockholders’ equity
	$
	1,468,589
	
	$
	1,090,550
	

	
	
	
	
	
	
	






See accompanying notes to condensed consolidated financial statements.
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KINSALE CAPITAL GROUP, INC. AND SUBSIDIARIES

Consolidated Statements of Income and Comprehensive Income (Unaudited)

	
	
	
	Three Months Ended September 30,
	
	Nine Months Ended September 30,
	

	
	
	
	2020
	
	
	2019
	
	
	2020
	
	
	2019
	

	
	
	
	
	
	
	(in thousands, except per share data)
	
	
	

	
	Revenues:
	
	
	
	
	
	
	
	
	
	
	
	

	
	Gross written premiums
	$
	144,777
	
	$
	97,984
	
	$
	402,904
	
	$
	277,557
	

	
	Ceded written premiums
	
	(22,529)
	
	
	(11,232)
	
	
	(54,996)
	
	
	(35,051)
	

	
	Net written premiums
	
	122,248
	
	
	86,752
	
	
	347,908
	
	
	242,506
	

	
	Change in unearned premiums
	
	(14,004)
	
	
	(14,131)
	
	
	(52,946)
	
	
	(42,307)
	

	
	Net earned premiums
	
	108,244
	
	
	72,621
	
	
	294,962
	
	
	200,199
	

	
	Net investment income
	
	7,008
	
	
	5,265
	
	
	19,613
	
	
	14,586
	

	
	Change in the fair value of equity securities
	
	6,031
	
	
	246
	
	
	3,709
	
	
	8,050
	

	
	Net realized investment gains
	
	647
	
	
	185
	
	
	1,676
	
	
	230
	

	
	Other income
	
	571
	
	
	10
	
	
	594
	
	
	19
	

	
	Total revenues
	
	122,501
	
	
	78,327
	
	
	320,554
	
	
	223,084
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Expenses:
	
	
	
	
	
	
	
	
	
	
	
	

	
	Losses and loss adjustment expenses
	
	82,431
	
	
	44,810
	
	
	194,468
	
	
	118,121
	

	
	Underwriting, acquisition and insurance expenses
	
	22,927
	
	
	18,324
	
	
	67,471
	
	
	50,377
	

	
	Other expenses
	
	1,022
	
	
	—
	
	1,022
	
	
	57
	

	
	Total expenses
	
	106,380
	
	
	63,134
	
	
	262,961
	
	
	168,555
	

	
	Income before income taxes
	
	16,121
	
	
	15,193
	
	
	57,593
	
	
	54,529
	

	
	Total income tax expense
	
	1,231
	
	
	2,217
	
	
	7,355
	
	
	9,066
	

	
	Net income
	
	14,890
	
	
	12,976
	
	
	50,238
	
	
	45,463
	

	
	Other comprehensive income:
	
	
	
	
	
	
	
	
	
	
	
	

	Change in unrealized gains on available-for-sale investments, net of taxes of
	
	6,554
	
	
	3,242
	
	
	24,339
	
	
	16,577
	

	
	$1,742 and $6,470 in 2020 and $863 and $4,407 in 2019
	
	
	
	
	
	
	
	
	
	
	
	

	
	Total comprehensive income
	$
	21,444
	
	$
	16,218
	
	$
	74,577
	
	$
	62,040
	

	
	Earnings per share:
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Basic
	$
	0.66
	
	$
	0.60
	
	$
	2.26
	
	$
	2.13
	

	
	Diluted
	$
	0.65
	
	$
	0.58
	
	$
	2.21
	
	$
	2.07
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Weighted-average shares outstanding:
	
	
	
	
	
	
	
	
	
	
	
	

	
	Basic
	
	22,398
	
	
	21,660
	
	
	22,220
	
	
	21,348
	

	
	Diluted
	
	22,928
	
	
	22,277
	
	
	22,775
	
	
	21,965
	




See accompanying notes to condensed consolidated financial statements.
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KINSALE CAPITAL GROUP, INC. AND SUBSIDIARIES

Consolidated Statements of Changes in Stockholders' Equity (Unaudited)

	
	
	
	
	
	
	
	
	
	
	
	
	
	Accumu-
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	lated
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	Other
	
	Total
	

	
	Shares of
	
	
	
	Additional Paid-
	
	Retained
	
	Compre-
	
	
	

	
	
	Common Stock
	
	
	
	
	hensive
	
	Stock-
	

	
	Common Stock
	
	
	in Capital
	
	Earnings
	
	Income
	holders' Equity
	

	
	
	
	
	
	
	(in thousands, except per share data)
	
	
	
	
	
	

	Balance at December 31, 2019
	22,206
	
	$
	222
	
	$
	229,229
	
	$
	162,911
	
	$
	13,518
	
	$
	405,880
	

	Adoption of new accounting standard for credit losses, net
	—
	
	—
	
	—
	
	78
	
	
	—
	
	78
	

	Issuance of common stock under stock-based compensation plan
	48
	
	
	1
	
	
	701
	
	
	—
	
	—
	
	702
	

	Stock-based compensation expense
	—
	
	—
	
	812
	
	
	—
	
	—
	
	812
	

	Dividends declared ($0.09 per share)
	—
	
	—
	
	—
	
	(2,001)
	
	
	—
	
	(2,001)
	

	Other comprehensive loss, net of tax
	—
	
	—
	
	—
	
	—
	
	(9,223)
	
	
	(9,223)
	

	Net income
	—
	
	—
	
	—
	
	5,086
	
	
	—
	
	5,086
	

	Balance at March 31, 2020
	22,254
	
	
	223
	
	
	230,742
	
	
	166,074
	
	
	4,295
	
	
	401,334
	

	Issuance of common stock under stock-based compensation plan
	61
	
	
	—
	
	
	395
	
	
	—
	
	
	—
	
	
	395
	

	Stock-based compensation expense
	—
	
	—
	
	931
	
	
	—
	
	—
	
	931
	

	Restricted shares withheld for taxes
	(12)
	
	
	—
	
	(1,803)
	
	
	—
	
	—
	
	(1,803)
	

	Dividends declared ($0.09 per share)
	—
	
	—
	
	—
	
	(2,013)
	
	
	—
	
	(2,013)
	

	Other comprehensive income, net of tax
	—
	
	—
	
	—
	
	—
	
	27,008
	
	
	27,008
	

	Net income
	—
	
	—
	
	—
	
	30,262
	
	
	—
	
	30,262
	

	Balance at June 30, 2020
	22,303
	
	
	223
	
	
	230,265
	
	
	194,323
	
	
	31,303
	
	
	456,114
	

	Issuance of common stock, net of issuance costs
	311
	
	
	3
	
	
	56,698
	
	
	—
	
	
	—
	
	
	56,701
	

	Issuance of common stock under stock-based compensation plan
	48
	
	
	1
	
	
	953
	
	
	—
	
	—
	
	954
	

	Stock-based compensation expense
	—
	
	—
	
	952
	
	
	—
	
	—
	
	952
	

	Dividends declared ($0.09 per share)
	—
	
	—
	
	—
	
	(2,034)
	
	
	—
	
	(2,034)
	

	Other comprehensive income, net of tax
	—
	
	—
	
	—
	
	—
	
	6,554
	
	
	6,554
	

	Net income
	—
	
	—
	
	—
	
	14,890
	
	
	—
	
	14,890
	

	Balance at September 30, 2020
	22,662
	
	$
	227
	
	$
	288,868
	
	$
	207,179
	
	$
	37,857
	
	$
	534,131
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KINSALE CAPITAL GROUP, INC. AND SUBSIDIARIES

Consolidated Statements of Changes in Stockholders' Equity (Unaudited) - Continued

	
	
	
	
	
	
	
	
	
	
	
	
	
	Accumu-
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	lated
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	Other
	
	Total
	

	
	Shares of
	
	
	
	Additional Paid-
	
	Retained
	
	Compre-
	
	
	

	
	
	Common Stock
	
	
	
	
	hensive
	
	Stock-
	

	
	Common Stock
	
	
	in Capital
	
	Earnings
	
	Income
	holders' Equity
	

	
	
	
	
	
	
	(in thousands, except per share data)
	
	
	
	
	
	

	Balance at December 31, 2018
	21,242
	
	$
	212
	
	$
	158,485
	
	$
	106,545
	
	$
	(1,256)
	
	$
	263,986
	

	Issuance of common stock under stock-based compensation plan
	43
	
	
	1
	
	
	597
	
	
	—
	
	—
	
	598
	

	Stock-based compensation expense
	—
	
	—
	
	507
	
	
	—
	
	—
	
	507
	

	Dividends declared ($0.08 per share)
	—
	
	—
	
	—
	
	(1,702)
	
	
	—
	
	(1,702)
	

	Other comprehensive income, net of tax
	—
	
	—
	
	—
	
	—
	
	6,780
	
	
	6,780
	

	Net income
	—
	
	—
	
	—
	
	18,720
	
	
	—
	
	18,720
	

	Balance at March 31, 2019
	21,285
	
	
	213
	
	
	159,589
	
	
	123,563
	
	
	5,524
	
	
	288,889
	

	Issuance of common stock under stock-based compensation plan
	78
	
	
	1
	
	
	393
	
	
	—
	
	
	—
	
	
	394
	

	Stock-based compensation expense
	—
	
	—
	
	621
	
	
	—
	
	—
	
	621
	

	Restricted shares withheld for taxes
	(7)
	
	
	—
	
	(617)
	
	
	—
	
	—
	
	(617)
	

	Dividends declared ($0.08 per share)
	—
	
	—
	
	—
	
	(1,702)
	
	
	—
	
	(1,702)
	

	Other comprehensive income, net of tax
	—
	
	—
	
	—
	
	—
	
	6,555
	
	
	6,555
	

	Net income
	—
	
	—
	
	—
	
	13,767
	
	
	—
	
	13,767
	

	Balance at June 30, 2019
	21,356
	
	
	214
	
	
	159,986
	
	
	135,628
	
	
	12,079
	
	
	307,907
	

	Issuance of common stock, net of issuance costs
	742
	
	
	7
	
	
	65,872
	
	
	—
	
	
	—
	
	
	65,879
	

	Issuance of common stock under stock-based compensation plan
	61
	
	
	1
	
	
	989
	
	
	—
	
	—
	
	990
	

	Stock-based compensation expense
	—
	
	—
	
	814
	
	
	—
	
	—
	
	814
	

	Dividends declared ($0.08 per share)
	—
	
	—
	
	—
	
	(1,772)
	
	
	—
	
	(1,772)
	

	Other comprehensive income, net of tax
	—
	
	—
	
	—
	
	—
	
	3,242
	
	
	3,242
	

	Net income
	—
	
	—
	
	—
	
	12,976
	
	
	—
	
	12,976
	

	Balance at September 30, 2019
	22,159
	
	$
	222
	
	$
	227,661
	
	$
	146,832
	
	$
	15,321
	
	$
	390,036
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	




See accompanying notes to condensed consolidated financial statements.
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	KINSALE CAPITAL GROUP, INC. AND SUBSIDIARIES
	
	
	
	

	Condensed Consolidated Statements of Cash Flows (Unaudited)
	
	
	
	

	
	Nine Months Ended September 30,
	

	
	2020
	
	
	2019
	

	
	
	(in thousands)
	

	Operating activities:
	
	
	
	
	

	Net cash provided by operating activities
	$
	206,461
	
	$
	119,100

	
	
	
	
	
	

	Investing activities:
	
	
	
	
	

	Purchase of property and equipment
	
	(29,088)
	
	
	(12,406)

	Sale of property and equipment
	
	4,999
	
	
	—

	Purchases – fixed-maturity securities
	
	(389,713)
	
	
	(245,335)

	Purchases – equity securities
	
	(33,830)
	
	
	(21,139)

	Sales – fixed-maturity securities
	
	79,042
	
	
	32,510

	Sales – equity securities
	
	—
	
	20,755

	Maturities and calls – fixed-maturity securities
	
	66,204
	
	
	44,481

	Net cash used in investing activities
	
	(302,386)
	
	
	(181,134)

	
	
	
	
	
	

	Financing activities:
	
	
	
	
	

	Proceeds from issuance of common stock, net of issuance costs
	
	56,701
	
	
	65,879

	Proceeds from credit facility
	
	23,300
	
	
	11,800

	Debt issuance costs
	
	—
	
	(628)

	Payroll taxes withheld and remitted on share-based payments
	
	(1,803)
	
	
	(617)

	Proceeds from stock options exercised
	
	2,051
	
	
	1,982

	Dividends paid
	
	(6,036)
	
	
	(5,163)

	Net cash provided by financing activities
	
	74,213
	
	
	73,253

	Net change in cash and cash equivalents
	
	(21,712)
	
	
	11,219

	Cash and cash equivalents at beginning of year
	
	100,408
	
	
	75,089

	Cash and cash equivalents at end of period
	$
	78,696
	
	$
	86,308

	
	
	
	
	
	






See accompanying notes to condensed consolidated financial statements.
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KINSALE CAPITAL GROUP, INC. AND SUBSIDIARIES

Notes to Condensed Consolidated Financial Statements (Unaudited)

1. Summary of significant accounting policies

Basis of presentation

The accompanying condensed consolidated financial statements and notes have been prepared in accordance with U.S. generally accepted accounting principles ("U.S. GAAP") for interim financial information and do not contain all of the information and footnotes required by U.S. GAAP for complete financial statements. For a more complete description of Kinsale Capital Group, Inc. and its wholly owned subsidiaries' (the "Company") business and accounting policies, these condensed consolidated interim financial statements should be read in conjunction with the audited consolidated financial statements of the Company included in the Annual Report on Form 10-K for the year ended December 31, 2019. In the opinion of management, all adjustments necessary for a fair presentation of the condensed consolidated financial statements have been included. Such adjustments consist only of normal recurring items. All significant intercompany balances and transactions have been eliminated in consolidation. Interim results are not necessarily indicative of results of operations for the full year.

Use of estimates

The preparation of condensed consolidated financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the condensed consolidated financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates. Management periodically reviews its estimates and assumptions.

Recently adopted accounting pronouncements

Accounting Standards Update ("ASU") 2016-13, Financial Instruments – Credit Losses (Topic 326)

On June 16, 2016, the Financial Accounting Standards Board ("FASB") issued ASU 2016-13, "Financial Instruments - Credit Losses (Topic 326)" to provide more useful information about the expected credit losses on financial instruments. The update requires a financial asset measured at amortized cost to be presented at the net amount expected to be collected by means of an allowance for credit losses that runs through net income. Credit losses relating to available-for-sale debt securities must also be recorded through an allowance for credit losses. However, the amendments limit the amount of the allowance to the amount by which fair value is below amortized cost. The measurement of credit losses on available-for-sale securities is similar under previous GAAP, but the update requires the use of the allowance account through which amounts can be reversed, rather than through an irreversible write-down. The FASB has issued additional ASUs on Topic 326 that do not change the core principle of the guidance in ASU 2016-13 but clarify certain aspects of it.

Effective January 1, 2020, the Company adopted this ASU using the modified-retrospective approach and recorded a cumulative effect adjustment to beginning retained earnings. The adoption of this ASU resulted in the recognition of an allowance for credit loss related to the Company’s reinsurance recoverables. However, since the Company enters into contracts with reinsurers that have A.M. Best ratings of “A” (Excellent) or better, the allowance was not material to the Company’s consolidated financial statements.

ASU 2018-15, Customer’s Accounting for Implementation Costs Incurred in a Cloud Computing Arrangement That Is a Service Contract

On August 29, 2018, the FASB issued new guidance on a customer’s accounting for implementation, set-up and other up-front costs incurred in a cloud computing arrangement hosted by the vendor. The new guidance requires an
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entity to determine the stage of a project that the implementation activity relates to and the nature of the associated costs in order to determine whether those costs should be expensed as incurred or capitalized. The new guidance also requires the entity to amortize the capitalized implementation costs as an expense over the term of the hosting arrangement. Effective January 1, 2020, the Company adopted ASU 2018-15 using a modified-retrospective approach. The adoption of ASU 2018-15 did not have a material impact on the Company’s consolidated financial statements.

There are no prospective accounting standards which, upon their effective date, would have a material impact on the Company’s consolidated financial statements.


2. Investments

Available-for-sale investments

The following tables summarize the available-for-sale investments at September 30, 2020 and December 31, 2019:

September 30, 2020

	Amortized Cost
	Gross Unrealized
	Gross Unrealized
	Estimated Fair
	

	
	Gains
	Losses
	Value
	


[image: ]
(in thousands)
[image: ]


Fixed maturities:

Obligations of states, municipalities and political subdivisions

Corporate and other securities

Asset-backed securities

Commercial mortgage-backed securities

Residential mortgage-backed securities

Total fixed-maturity investments




	$
	210,703
	
	$
	14,240
	
	$
	(57)
	
	$
	224,886

	
	317,977
	
	
	19,911
	
	
	(700)
	
	
	337,188

	
	225,969
	
	
	4,139
	
	
	(1,328)
	
	
	228,780

	
	62,421
	
	
	4,739
	
	
	(88)
	
	
	67,072

	
	162,295
	
	
	4,719
	
	
	(51)
	
	
	166,963

	$
	979,365
	
	$
	47,748
	
	$
	(2,224)
	
	$
	1,024,889

	
	
	
	
	
	
	
	
	
	
	


[image: ][image: ][image: ]


December 31, 2019

	Amortized Cost
	Gross Unrealized
	Gross Unrealized
	Estimated Fair
	

	
	Gains
	Losses
	Value
	


[image: ]
(in thousands)


	Fixed maturities:
	
	
	
	
	
	
	
	
	
	
	

	U.S. Treasury securities and obligations of U.S. government agencies
	$
	110
	
	$
	2
	
	$
	—
	$
	112

	Obligations of states, municipalities and political subdivisions
	
	166,312
	
	
	7,542
	
	
	(961)
	
	
	172,893

	Corporate and other securities
	
	180,287
	
	
	4,736
	
	
	(255)
	
	
	184,768

	Asset-backed securities
	
	141,123
	
	
	1,272
	
	
	(471)
	
	
	141,924

	Commercial mortgage-backed securities
	
	54,627
	
	
	1,658
	
	
	(239)
	
	
	56,046

	Residential mortgage-backed securities
	
	172,358
	
	
	1,819
	
	
	(388)
	
	
	173,789

	Total fixed-maturity investments
	$
	714,817
	
	$
	17,029
	
	$
	(2,314)
	
	$
	729,532
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Available-for-sale securities in a loss position

The Company regularly reviews all its available-for-sale investments with unrealized losses to assess whether the decline in the fair value is deemed to be a credit loss. The Company considers a number of factors in completing its review of credit losses, including the extent to which a security's fair value has been below cost and the financial condition of an issuer. In addition to specific issuer information, the Company also evaluates the current market and interest rate environment. Generally, a change in a security’s value caused by a change in the market or interest rate environment does not constitute a credit loss.

For fixed-maturity securities, the Company also considers whether it intends to sell the security or if it is more likely than not that it will be required to sell the security before recovery and the ability to recover all amounts outstanding when contractually due. When assessing whether it intends to sell a fixed-maturity security or if it is likely to be required to sell a fixed-maturity security before recovery of its amortized cost, the Company evaluates facts and circumstances including, but not limited to, decisions to reposition the investment portfolio, potential sales of investments to meet cash flow needs and potential sales of investments to capitalize on favorable pricing.

For fixed-maturity securities where a decline in fair value is below the amortized cost basis and the Company intends to sell the security, or it is more likely than not that the Company will be required to sell the security before recovery of its amortized cost, an impairment is recognized in net income based on the fair value of the security at the time of assessment. For fixed-maturity securities that the Company has the intent and ability to hold, the Company compares the estimated present value of the cash flows expected to be collected to the amortized cost of the security. The extent to which the estimated present value of the cash flows expected to be collected is less than the amortized cost of the security represents the credit-related portion of the impairment, which is recognized in net income through an allowance for credit losses. Any remaining decline in fair value represents the noncredit portion of the impairment, which is recognized in other comprehensive income. Beginning on January 1, 2020, credit losses are recognized through an allowance account. See Note 1 - Recently adopted accounting pronouncements - ASU 2016-13, Financial Instruments – Credit Losses (Topic 326) for additional information.

The Company reports investment income due and accrued separately from available-for-sale investments and has elected not to measure an allowance for credit losses for investment income due and accrued. Investment income due and accrued is written off through net realized gains (losses) on investments at the time the issuer of the bond defaults or is expected to default on payments.
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The following tables summarize gross unrealized losses and estimated fair value for available-for-sale investments by length of time that the securities have continuously been in an unrealized loss position:






Fixed maturities:

Obligations of states, municipalities and political subdivisions

Corporate and other securities

Asset-backed securities

Commercial mortgage-backed securities

Residential mortgage-backed securities

Total fixed-maturity investments



September 30, 2020

	
	Less than 12 Months
	
	12 Months or Longer
	
	
	
	
	Total
	

	Estimated Fair
	Gross Unrealized
	
	Estimated Fair
	Gross Unrealized
	
	Estimated Fair
	
	
	Gross Unrealized

	
	Value
	
	Losses
	
	Value
	Losses
	
	
	
	Value
	
	
	
	Losses

	
	
	
	
	
	
	
	(in thousands)
	
	
	
	
	
	
	
	

	$
	9,598
	
	$
	(57)
	
	$
	—
	$
	—
	$
	9,598
	$
	(57)

	
	48,288
	
	
	(700)
	
	
	—
	
	—
	
	48,288
	
	
	
	(700)

	
	82,614
	
	
	(852)
	
	
	23,605
	
	
	(476)
	
	
	106,219
	
	
	
	(1,328)

	
	6,747
	
	
	(88)
	
	
	—
	
	—
	
	6,747
	
	
	
	(88)

	
	24,615
	
	
	(42)
	
	
	279
	
	
	(9)
	
	
	24,894
	
	
	
	(51)

	$
	171,862
	
	$
	(1,739)
	
	$
	23,884
	
	$
	(485)
	
	$
	195,746
	$
	(2,224)
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At September 30, 2020, the Company held 106 fixed-maturity securities in an unrealized loss position with a total estimated fair value of $195.7 million and gross unrealized losses of $2.2 million. Of these securities, 12 were in a continuous unrealized loss position for greater than one year. As discussed above, the Company regularly reviews all fixed-maturity securities within its investment portfolio to determine whether a credit loss has occurred. Based on the Company's review as of September 30, 2020, unrealized losses were caused by interest rate changes or other market factors and were not credit-specific issues. At September 30, 2020, 81.6% of the Company’s fixed-maturity securities were rated "A-" or better and all of the Company’s fixed-maturity securities made expected coupon payments under the contractual terms of the securities. For the nine months ended September 30, 2020, the Company concluded that there were no credit losses from fixed-maturity securities with unrealized losses.









Fixed maturities:

Obligations of states, municipalities and political subdivisions

Corporate and other securities

Asset-backed securities

Commercial mortgage-backed securities

Residential mortgage-backed securities

Total fixed-maturity investments



December 31, 2019

	
	Less than 12 Months
	
	12 Months or Longer
	
	
	
	
	Total
	

	
	
	
	
	
	
	
	

	Estimated Fair
	Gross Unrealized
	
	Estimated Fair
	Gross Unrealized
	
	Estimated Fair
	
	
	Gross Unrealized

	
	Value
	
	Losses
	
	Value
	Losses
	
	
	
	Value
	
	
	
	Losses

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	(in thousands)
	
	
	
	
	
	
	
	

	$
	28,997
	
	$
	(961)
	
	$
	254
	
	$
	—
	$
	29,251
	$
	(961)

	
	22,409
	
	
	(251)
	
	
	1,509
	
	
	(4)
	
	
	23,918
	
	
	
	(255)

	
	21,371
	
	
	(79)
	
	
	44,115
	
	
	(392)
	
	
	65,486
	
	
	
	(471)

	
	16,352
	
	
	(224)
	
	
	2,508
	
	
	(15)
	
	
	18,860
	
	
	
	(239)

	
	36,986
	
	
	(148)
	
	
	24,815
	
	
	(240)
	
	
	61,801
	
	
	
	(388)

	$
	126,115
	
	$
	(1,663)
	
	$
	73,201
	
	$
	(651)
	
	$
	199,316
	$
	(2,314)
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Contractual maturities of available-for-sale fixed-maturity securities

The amortized cost and estimated fair value of available-for-sale fixed-maturity securities at September 30, 2020 are summarized, by contractual maturity, as follows:

	
	September 30, 2020

	
	Amortized
	
	
	
	Estimated

	
	Cost
	
	
	
	Fair Value

	
	
	(in thousands)
	

	Due in one year or less
	$
	9,043
	
	$
	9,192

	Due after one year through five years
	
	112,714
	
	
	120,488

	Due after five years through ten years
	
	169,530
	
	
	181,209

	Due after ten years
	
	237,393
	
	
	251,185

	Asset-backed securities
	
	225,969
	
	
	228,780

	Commercial mortgage-backed securities
	
	62,421
	
	
	67,072

	Residential mortgage-backed securities
	
	162,295
	
	
	166,963

	Total fixed-maturity securities
	$
	979,365
	
	$
	1,024,889

	
	
	
	
	
	



Expected maturities may differ from contractual maturities because borrowers may have the right to call or prepay obligations with or without call or prepayment penalties, and the lenders may have the right to put the securities back to the borrower.

Net investment income

The following table presents the components of net investment income for the three and nine months ended September 30, 2020 and 2019:

	
	Three Months Ended September 30,
	
	Nine Months Ended September 30,

	
	2020
	
	
	
	2019
	
	
	2020
	
	
	2019

	
	
	
	
	
	(in thousands)
	
	

	Interest:
	
	
	
	
	
	
	
	
	
	
	

	Taxable bonds
	$
	5,383
	
	$
	4,050
	
	$
	15,253
	
	$
	10,593

	Tax exempt municipal bonds
	
	918
	
	
	887
	
	
	2,741
	
	
	2,783

	Cash equivalents and short-term investments
	
	—
	
	266
	
	
	261
	
	
	667

	Dividends on equity securities
	
	1,100
	
	
	406
	
	
	2,554
	
	
	1,493

	Gross investment income
	
	7,401
	
	
	5,609
	
	
	20,809
	
	
	15,536

	Investment expenses
	
	(393)
	
	
	(344)
	
	
	(1,196)
	
	
	(950)

	Net investment income
	$
	7,008
	
	$
	5,265
	
	$
	19,613
	
	$
	14,586
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Realized investment gains and losses

The following table presents realized investment gains and losses for the three and nine months ended September 30, 2020 and 2019:

	
	Three Months Ended September 30,
	
	Nine Months Ended September 30,

	
	2020
	
	
	
	2019
	
	
	2020
	
	
	2019

	
	
	
	
	
	(in thousands)
	
	

	Fixed-maturity securities:
	
	
	
	
	
	
	
	
	
	
	

	Realized gains
	$
	719
	
	$
	61
	
	$
	1,826
	
	$
	457

	Realized losses
	
	(72)
	
	
	—
	
	(162)
	
	
	(79)

	Net realized gains from fixed-maturity securities
	
	647
	
	
	61
	
	
	1,664
	
	
	378

	
	
	
	
	
	
	
	
	
	
	
	

	Equity securities:
	
	
	
	
	
	
	
	
	
	
	

	Realized gains
	
	—
	
	505
	
	
	—
	
	539

	Realized losses
	
	—
	
	(381)
	
	
	—
	
	(687)

	Net realized gains (losses) from equity securities
	
	—
	
	
	124
	
	
	—
	
	
	(148)

	Realized gains from the sales of short-term investments
	
	—
	
	—
	
	12
	
	
	—

	Net realized investment gains
	$
	647
	
	$
	185
	
	$
	1,676
	
	$
	230

	
	
	
	
	
	
	
	
	
	
	
	



Change in net unrealized gains on fixed-maturity securities

For the three and nine months ended September 30, 2020, the changes in net unrealized gains for fixed-maturity securities were $8.3 million and $30.8 million, respectively. For the three and nine months ended September 30, 2019, the changes in net unrealized gains for fixed-maturity securities were $4.1 million and $21.0 million, respectively.

Insurance – statutory deposits

The Company had invested assets with a carrying value of $7.0 million and $6.9 million on deposit with state regulatory authorities at September 30, 2020 and December 31, 2019, respectively.

Payable for investments purchased

The Company recorded a payable for investments purchased, not yet settled, of $20.7 million at September 30, 2020. The payable balance was included in the "other liabilities" line item of the consolidated balance sheet and treated as a non-cash transaction for purposes of cash flow presentation.

3. Fair value measurements

Fair value is estimated for each class of financial instrument for which it is practical to estimate fair value. Fair value is defined as the price in the principal market that would be received in exchange for an asset or a liability to facilitate an orderly transaction between market participants on the measurement date. Market participants are assumed to be independent, knowledgeable, able and willing to transact an exchange and not acting under duress. Fair value hierarchy disclosures are based on the quality of inputs used to measure fair value. The hierarchy gives
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the highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1 measurements) and the lowest priority to unobservable inputs (Level 3 measurements). Adjustments to transaction prices or quoted market prices may be required in illiquid or disorderly markets in order to estimate fair value.

The three levels of the fair value hierarchy are defined as follows:

Level 1 - Inputs to the valuation methodology are quoted prices (unadjusted) for identical assets or liabilities traded in active markets.

Level 2 - Inputs to the valuation methodology include quoted prices for similar assets or liabilities in active markets, quoted prices for identical or similar assets or liabilities in markets that are not active, inputs other than quoted prices that are observable for the asset or liability and market-corroborated inputs.

Level 3 - Inputs to the valuation methodology are unobservable for the asset or liability and are significant to the fair value measurement.

Fair values of the Company's investment portfolio are estimated using unadjusted prices obtained by its investment manager from third party pricing services, where available. For securities where the Company is unable to obtain fair values from a pricing service or broker, fair values are estimated using information obtained from the Company's investment manager. Management performs several procedures to ascertain the reasonableness of investment values included in the condensed consolidated financial statements including 1) obtaining and reviewing internal control reports from the Company's investment manager that obtains fair values from third party pricing services, 2) discussing with the Company's investment manager its process for reviewing and validating pricing obtained from outside pricing services and 3) reviewing the security pricing received from the Company's investment manager and monitoring changes in unrealized gains and losses. The Company has evaluated the various types of securities in its investment portfolio to determine an appropriate fair value hierarchy level based upon trading activity and the observability of market inputs.

Given management's understanding of the investment manager's pricing methodologies and procedures, investments valued by third-party pricing services are typically classified as Level 2. While the vast majority of the Company’s fixed-maturity investments are valued by third-party pricing services, the Company purchased a residential mortgage-backed security with an estimated fair value of $1.2 million that was valued using a broker quote at September 30, 2020. Broker quotes are typically based on an income approach given the lack of available market data and are therefore classified as Level 3. In addition, in September of 2020, the Company purchased two residential mortgage-backed securities for $3.2 million that have not been valued by a third-party pricing service or broker quote as of period end. As a result, these securities are valued at the securities' transaction prices and are classified as Level

3. These securities are expected to be valued by a third-party pricing service in the fourth quarter of 2020.
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The following tables present the balances of assets measured at fair value on a recurring basis as of September 30, 2020 and December 31, 2019, by level within the fair value hierarchy.

	
	
	
	
	
	September 30, 2020
	
	
	
	

	
	
	Level 1
	
	Level 2
	Level 3
	
	
	
	Total

	
	
	
	
	
	(in thousands)
	
	
	
	

	Assets
	
	
	
	
	
	
	
	
	
	
	

	Fixed maturities:
	
	
	
	
	
	
	
	
	
	
	

	Obligations of states, municipalities and political subdivisions
	$
	—
	$
	224,886
	
	$
	—
	$
	224,886

	Corporate and other securities
	
	—
	
	337,188
	
	
	—
	
	337,188

	Asset-backed securities
	
	—
	
	228,780
	
	
	—
	
	228,780

	Commercial mortgage-backed securities
	
	—
	
	67,072
	
	
	—
	
	67,072

	Residential mortgage-backed securities
	
	—
	
	162,519
	
	
	4,444
	
	
	166,963

	Total fixed-maturity securities
	
	—
	
	
	1,020,445
	
	
	4,444
	
	
	1,024,889

	
	
	
	
	
	
	
	
	
	
	
	

	Equity securities:
	
	
	
	
	
	
	
	
	
	
	

	Exchange traded funds
	
	85,617
	
	
	—
	
	—
	
	85,617

	Nonredeemable preferred stock
	
	—
	
	30,394
	
	
	—
	
	30,394

	Total equity securities
	
	85,617
	
	
	30,394
	
	
	—
	
	
	116,011

	Total
	$
	85,617
	
	$
	1,050,839
	
	$
	4,444
	
	$
	1,140,900

	
	
	
	
	
	
	
	
	
	
	
	




	
	
	
	
	
	December 31, 2019
	
	
	
	
	

	
	
	Level 1
	
	Level 2
	Level 3
	
	
	
	Total
	

	
	
	
	
	
	(in thousands)
	
	
	
	
	

	Assets
	
	
	
	
	
	
	
	
	
	
	
	

	Fixed maturities:
	
	
	
	
	
	
	
	
	
	
	
	

	U.S. Treasury securities and obligations of U.S. government
	$
	112
	
	$
	—
	$
	—
	$
	112
	

	agencies
	
	
	
	
	
	
	
	
	
	

	Obligations of states, municipalities and political subdivisions
	
	—
	
	172,893
	
	
	—
	
	172,893
	

	Corporate and other securities
	
	—
	
	184,768
	
	
	—
	
	184,768
	

	Asset-backed securities
	
	—
	
	141,924
	
	
	—
	
	141,924
	

	Commercial mortgage-backed securities
	
	—
	
	56,046
	
	
	—
	
	56,046
	

	Residential mortgage-backed securities
	
	—
	
	173,789
	
	
	—
	
	173,789
	

	Total fixed-maturity securities
	
	112
	
	
	729,420
	
	
	—
	
	
	729,532
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	Equity securities:
	
	
	
	
	
	
	
	
	
	
	
	

	Exchange traded funds
	
	54,463
	
	
	—
	
	—
	
	54,463
	

	Nonredeemable preferred stock
	
	—
	
	23,831
	
	
	—
	
	23,831
	

	Total equity securities
	
	54,463
	
	
	23,831
	
	
	—
	
	
	78,294
	

	Total
	$
	54,575
	
	$
	753,251
	
	$
	—
	
	$
	807,826
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The following table summarizes changes in Level 3 investments measured at fair value on a recurring basis.

	
	Nine Months Ended September 30,
	

	
	2020
	
	
	2019
	

	
	
	
	
	
	

	Beginning balance
	$
	—
	$
	—

	Total gains (losses) included in:
	
	
	
	
	

	Net income
	
	—
	
	—

	Other comprehensive income
	
	—
	
	—

	Purchases
	
	4,444
	
	
	—

	Sales
	
	—
	
	—

	Transfers into Level 3
	
	—
	
	—

	Transfers out of Level 3
	
	—
	
	—

	Ending balance
	$
	4,444
	
	$
	—

	
	
	
	
	
	



There were no assets or liabilities measured at fair value on a nonrecurring basis as of September 30, 2020 or December 31, 2019.

The carrying value of cash equivalents approximates its fair value at September 30, 2020 and December 31, 2019, due to the short-term maturities of these assets. In addition, the estimated fair value of the Credit Facility approximated its carrying value as of September 30, 2020 and December 31, 2019. See Note 12 for further information regarding the Credit Facility.


4. Deferred policy acquisition costs

The following table presents the amounts of policy acquisition costs deferred and amortized for the three and nine months ended September 30, 2020 and 2019:

	
	
	Three Months Ended September 30,
	
	Nine Months Ended September 30,

	
	
	2020
	
	
	2019
	
	
	2020
	
	
	2019

	
	
	
	
	
	(in thousands)
	
	

	Balance, beginning of period
	$
	28,942
	
	$
	18,652
	
	$
	23,564
	
	$
	14,801

	Policy acquisition costs deferred:
	
	
	
	
	
	
	
	
	
	
	

	Direct commissions
	
	21,214
	
	
	14,358
	
	
	58,788
	
	
	40,601

	Ceding commissions
	
	(5,746)
	
	
	(2,824)
	
	
	(13,509)
	
	
	(9,338)

	Other underwriting and policy acquisition costs
	
	916
	
	
	989
	
	
	3,385
	
	
	2,803

	Policy acquisition costs deferred
	
	16,384
	
	
	12,523
	
	
	48,664
	
	
	34,066

	Amortization of net policy acquisition costs
	
	(15,033)
	
	
	(10,115)
	
	
	(41,935)
	
	
	(27,807)

	Balance, end of period
	$
	30,293
	
	$
	21,060
	
	$
	30,293
	
	$
	21,060

	
	
	
	
	
	
	
	
	
	
	
	



Amortization of net policy acquisition costs is included in the line item "Underwriting, acquisition and insurance expenses" in the accompanying consolidated statements of income and comprehensive income.
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5. Property and equipment, net

Property and equipment are included in "other assets" in the accompanying consolidated balance sheets and consists of the following:

	
	
	September 30, 2020
	
	December 31, 2019

	
	
	(in thousands)
	

	Building
	$
	29,749
	
	$
	—

	Parking deck
	
	4,894
	
	
	—

	Land
	
	3,063
	
	
	—

	Equipment
	
	2,736
	
	
	2,353

	Software
	
	4,366
	
	
	2,356

	Furniture and fixtures
	
	2,340
	
	
	1,025

	Leasehold improvements
	
	984
	
	
	984

	Land improvements
	
	276
	
	
	—

	Construction in progress - corporate headquarters
	
	—
	
	19,789

	
	
	48,408
	
	
	26,507

	Accumulated depreciation
	
	(4,596)
	
	
	(3,873)

	Total property and equipment, net
	$
	43,812
	
	$
	22,634

	
	
	
	
	
	



At December 31, 2019, construction in progress includes the purchased land and capitalized expenses related to the construction of the new corporate headquarters' building and parking deck. During the third quarter of 2020, the construction of the headquarters and parking deck was substantially completed and the related fixed assets were placed into service.

During the third quarter of 2020, the Company sold a portion of both the land and parking deck for approximately $6.5 million to a real estate developer for the development of an apartment building. As of September 30, 2020, the Company received $5.0 million of the proceeds from the sale and is expected to receive the remaining $1.5 million upon completion of the apartment building. This receivable is included in "other assets" on the accompanying consolidated balance sheet.


6. Underwriting, acquisition and insurance expenses

Underwriting, acquisition and insurance expenses for the three and nine months ended September 30, 2020 and 2019 consist of the following:

	
	Three Months Ended September 30,
	
	Nine Months Ended September 30,

	
	2020
	
	
	
	2019
	
	
	2020
	
	
	2019

	
	
	
	
	
	(in thousands)
	
	

	Underwriting, acquisition and insurance expenses incurred:
	
	
	
	
	
	
	
	
	
	
	

	Direct commissions
	$
	18,585
	
	$
	12,409
	
	$
	50,068
	
	$
	34,470

	Ceding commissions
	
	(4,588)
	
	
	(3,150)
	
	
	(11,234)
	
	
	(9,202)

	Other operating expenses
	
	8,930
	
	
	9,065
	
	
	28,637
	
	
	25,109

	Total
	$
	22,927
	
	$
	18,324
	
	$
	67,471
	
	$
	50,377
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Other operating expenses within underwriting, acquisition and insurance expenses include salaries, bonus and employee benefits expenses of $6.6 million and $7.3 million for the three months ended September 30, 2020 and 2019, respectively. Salaries, bonuses, and employee benefit expenses were $24.6 million and $21.2 million for the nine months ended September 30, 2020 and 2019, respectively.

7. Stock-based compensation

On July 27, 2016, the Kinsale Capital Group, Inc. 2016 Omnibus Incentive Plan (the "2016 Incentive Plan") became effective. The 2016 Incentive Plan, which is administered by the Compensation, Nominating and Corporate Governance Committee of the Company’s Board of Directors, provides for grants of stock options, restricted stock, restricted stock units and other stock-based awards to officers, employees, directors, independent contractors and consultants. The number of shares of common stock available for issuance under the 2016 Incentive Plan may not exceed 2,073,832.

The total compensation cost that has been charged against income for share-based compensation arrangements was $2.7 million and $1.9 million for the nine months ended September 30, 2020 and 2019, respectively.

Restricted Stock Awards

During the nine months ended September 30, 2020, the Company granted restricted stock awards under the 2016 Incentive Plan. The restricted stock awards were valued on the date of grant and will vest over a period of 1 to 4 years. The fair value of restricted stock awards was determined based on the closing trading price of the Company’s shares on the grant date or, if no shares were traded on the grant date, the last preceding date for which there was a sale of shares. Except for restrictions placed on the transferability of restricted stock, holders of unvested restricted stock have full stockholder’s rights, including voting rights and the right to receive dividends. Unvested shares of restricted stock awards and accrued dividends, if any, are forfeited upon the termination of service to or employment with the Company.

A summary of all restricted stock activity under the 2016 Incentive Plan for the nine months ended September 30, 2020 is as follows:

	
	For the Nine Months Ended
	

	
	September 30, 2020
	

	
	Number of Shares
	
	
	Weighted Average Grant
	

	
	
	
	
	Date Fair Value per Share
	

	Non-vested outstanding at the beginning of the period
	122,723
	
	$
	67.01
	

	Granted
	41,217
	$
	145.46
	

	Vested
	(41,010)
	$
	63.86
	

	Forfeited
	(11,845)
	$
	81.20
	

	Non-vested outstanding at the end of the period
	111,085
	$
	95.76
	

	
	
	
	
	
	



Employees surrender shares to pay for withholding tax obligations resulting from any vesting of restricted stock awards. During the nine months ended September 30, 2020, shares withheld for taxes in connection with the vesting of restricted stock awards totaled 11,966.

The weighted average grant-date fair value of the Company's restricted stock awards granted during the nine months ended September 30, 2020 and 2019 was $145.46 and $80.59, respectively. The fair value of restricted stock awards that vested during the nine months ended September 30, 2020 and 2019 was $5.8 million and $2.1 million,
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respectively. As of September 30, 2020, the Company had $9.2 million of total unrecognized stock-based compensation expense expected to be charged to earnings over a weighted-average period of 3.0 years.

Stock Options

On July 27, 2016, the Board of Directors approved, and the Company granted, 1,036,916 stock options with an exercise price equal to the Initial Public Offering price of $16.00 per share and a weighted-average grant-date fair value of $2.71 per share. The options have a maximum contractual term of 10 years and vest in 4 equal annual installments following the date of the grant.

	The value of the options granted was estimated at the date of grant using the Black-Scholes pricing model using the following assumptions:
	

	
	
	

	
	Risk-free rate of return
	1.26 %

	
	Dividend yield
	1.25 %

	
	Expected share price volatility(1)
	18.50 %

	
	Expected life in years(2)
	6.3 years


(1) Expected volatility was based on the Company’s competitors within the industry.

(2) Expected life was calculated using the simplified method, which was an average of the contractual term of the option and its ordinary vesting period, as the Company did not have sufficient historical data for determining the expected term of our stock option awards.

A summary of option activity as of September 30, 2020, and changes during the period then ended is presented below:

	
	
	
	
	Weighted-average
	Weighted-average
	
	Aggregate intrinsic
	

	
	Number of Shares
	
	
	remaining years of
	
	
	

	
	
	
	exercise price
	contractual term
	value (in thousands)
	

	Outstanding at January 1, 2020
	614,345
	
	$
	16.00
	
	
	
	
	
	

	Granted
	—
	
	—
	
	
	
	
	

	Forfeited
	(234)
	
	
	16.00
	
	
	
	
	
	

	Exercised
	(128,183)
	
	
	16.00
	
	
	
	
	
	

	Outstanding at September 30, 2020
	485,928
	
	$
	16.00
	
	5.8
	
	$
	84,639
	

	
	
	
	
	
	
	
	
	
	
	

	Exercisable at September 30, 2020
	485,928
	
	$
	16.00
	
	5.8
	
	$
	84,639
	

	
	
	
	
	
	
	
	
	
	
	



The total intrinsic value of options exercised was $17.9 million and $8.3 million during the nine months ended September 30, 2020 and 2019, respectively.
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8. Earnings per share

The following represents a reconciliation of the numerator and denominator of the basic and diluted earnings per share computations contained in the consolidated financial statements:

	
	Three Months Ended September 30,
	
	Nine Months Ended September 30,

	
	2020
	
	
	
	2019
	
	
	2020
	
	
	2019

	
	
	
	
	
	(in thousands, except per share data)
	
	

	Net income
	$
	14,890
	
	$
	12,976
	
	$
	50,238
	
	$
	45,463

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	Weighted average common shares outstanding - basic
	
	22,398
	
	
	21,660
	
	
	22,220
	
	
	21,348

	Effect of potential dilutive securities:
	
	
	
	
	
	
	
	
	
	
	

	Conversion of stock options
	
	465
	
	
	572
	
	
	491
	
	
	581

	Conversion of restricted stock
	
	65
	
	
	45
	
	
	64
	
	
	36

	Weighted average common shares outstanding - diluted
	
	22,928
	
	
	22,277
	
	
	22,775
	
	
	21,965

	
	
	
	
	
	
	
	
	
	
	
	

	Earnings per common share:
	
	
	
	
	
	
	
	
	
	
	

	Basic
	$
	0.66
	
	$
	0.60
	
	$
	2.26
	
	$
	2.13

	
	
	
	
	
	
	
	
	
	
	
	

	Diluted
	$
	0.65
	
	$
	0.58
	
	$
	2.21
	
	$
	2.07

	
	
	
	
	
	
	
	
	
	
	
	



There were no anti-dilutive stock awards for the three months ended September 30, 2020 and 2019. There were approximately 35 thousand and approximately 54 thousand anti-dilutive stock awards for the nine months ended September 30, 2020 and 2019, respectively.


9. Income taxes

The Company uses the estimated annual effective tax rate method for calculating its tax provision in interim periods, which represents the Company's best estimate of the effective tax rate expected for the full year. The estimated annual effective tax rate typically differs from the U.S. statutory tax rate primarily as a result of tax-exempt investment income and any discrete items recognized during the period. The Company's effective tax rates were 12.8% and 16.6% for the nine months ended September 30, 2020 and 2019, respectively. The effective tax rates were lower than the federal statutory rate of 21% due primarily to the tax benefits from stock-based compensation and from income generated by certain tax-advantaged investments.

The Coronavirus Aid, Relief, and Economic Security (“CARES”) Act was enacted on March 27, 2020. The purpose of the CARES Act is to provide emergency assistance and health care response for individuals, families, and businesses affected by the 2020 coronavirus pandemic. The CARES Act builds on and clarifies a number of changes in corporate tax law implemented by the Tax Cuts and Jobs Act. The Company does not expect that the CARES Act will have a significant impact on its consolidated financial statements.
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10. Reserves for unpaid losses and loss adjustment expenses

The following table presents a reconciliation of consolidated beginning and ending reserves for unpaid losses and loss adjustment expenses:

	
	
	September 30
	

	
	2020
	
	
	
	2019

	
	
	(in thousands)
	

	Gross reserves for unpaid losses and loss adjustment expenses, beginning of year
	$
	460,058
	
	$
	369,152

	Less: reinsurance recoverable on unpaid losses
	
	69,792
	
	
	55,389

	Adoption of new accounting standard for credit losses
	
	(282)
	
	
	—

	Net reserves for unpaid losses and loss adjustment expenses, beginning of year
	
	390,548
	
	
	313,763

	Incurred losses and loss adjustment expenses:
	
	
	
	
	

	Current year
	
	204,096
	
	
	126,471

	Prior years
	
	(9,628)
	
	
	(8,350)

	Total net losses and loss adjustment expenses incurred
	
	194,468
	
	
	118,121

	
	
	
	
	
	

	Payments:
	
	
	
	
	

	Current year
	
	10,256
	
	
	12,258

	Prior years
	
	57,253
	
	
	53,808

	Total payments
	
	67,509
	
	
	66,066

	Net reserves for unpaid losses and loss adjustment expenses, end of period
	
	517,507
	
	
	365,818

	Reinsurance recoverable on unpaid losses
	
	85,693
	
	
	63,714

	Gross reserves for unpaid losses and loss adjustment expenses, end of period
	$
	603,200
	
	$
	429,532

	
	
	
	
	
	



During the nine months ended September 30, 2020, the reserves for unpaid losses and loss adjustment expenses held at December 31, 2019 developed favorably by $9.6 million. The favorable development was primarily attributable to the 2019 accident year of $7.8 million, which resulted from reported losses emerging at a lower level than expected across most statutory lines of business. Current year incurred losses and loss adjustment expenses for the nine months ended September 30, 2020 included $17.1 million of catastrophe losses primarily related to Hurricane Laura, Hurricane Sally and the California wildfires.

During the nine months ended September 30, 2019, the reserves for unpaid losses and loss adjustment expenses held at December 31, 2018 developed favorably by $8.4 million. The favorable development was primarily attributable to the 2016 through 2018 accident years of $14.8 million, which mostly resulted from reported losses emerging at a lower level than expected across most statutory lines of business. This favorable development was offset in part by adverse development from the 2011 through 2015 accident years of $6.4 million, which primarily resulted from higher incurred but not yet reported ("IBNR") losses to provide for uncertainty associated with the emergence of reported losses over a longer period of time.
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11. Reinsurance

The following table summarizes the effect of reinsurance on premiums written and earned for the three and nine months ended September 30, 2020 and 2019:
	
	
	Three Months Ended September 30,
	
	Nine Months Ended September 30,

	
	
	2020
	
	
	2019
	
	
	2020
	
	
	2019

	
	
	
	
	
	(in thousands)
	
	

	Premiums written:
	
	
	
	
	
	
	
	
	
	
	

	Direct
	$
	144,777
	
	$
	97,984
	
	$
	402,904
	
	$
	277,432

	Assumed
	
	—
	
	—
	
	—
	
	125

	Ceded
	
	(22,529)
	
	
	(11,232)
	
	
	(54,996)
	
	
	(35,051)

	Net written
	$
	122,248
	
	$
	86,752
	
	$
	347,908
	
	$
	242,506

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	Premiums earned:
	
	
	
	
	
	
	
	
	
	
	

	Direct
	$
	127,301
	
	$
	84,790
	
	$
	343,184
	
	$
	234,788

	Assumed
	
	—
	
	16
	
	
	21
	
	
	89

	Ceded
	
	(19,057)
	
	
	(12,185)
	
	
	(48,243)
	
	
	(34,678)

	Net earned
	$
	108,244
	
	$
	72,621
	
	$
	294,962
	
	$
	200,199

	
	
	
	
	
	
	
	
	
	
	
	



The following table summarizes ceded losses and loss adjustment expenses for the three and nine months ended September 30, 2020 and 2019:

	
	
	Three Months Ended September 30,
	
	Nine Months Ended September 30,

	
	
	2020
	
	2019
	
	
	2020
	
	2019

	
	
	
	
	(in thousands)
	
	

	Ceded incurred losses and loss adjustment expenses
	$
	19,297
	$
	4,864
	
	$
	30,202
	$
	18,609



The following table presents reinsurance recoverables on paid and unpaid losses as of September 30, 2020 and December 31, 2019:

	
	
	September 30, 2020
	
	December 31, 2019

	
	
	(in thousands)
	

	Reinsurance recoverables on paid losses
	$
	2,612
	
	$
	2,782

	Reinsurance recoverables on unpaid losses
	
	85,693
	
	
	69,792

	Reinsurance recoverables
	$
	88,305
	
	$
	72,574

	
	
	
	
	
	




12. Credit Agreement

On May 28, 2019, the Company entered into a Credit Agreement (the “Credit Agreement”) that provided the Company with a $50.0 million senior unsecured revolving credit facility (the “Credit Facility”) and an uncommitted accordion feature that permits the Company to increase the commitments by an additional $30.0 million. The Credit Facility has a maturity of May 28, 2024. Borrowings under the Credit Facility will be used to fund construction of the Company’s new headquarters and may also be used for working capital and general corporate purposes.
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Loans under the Credit Facility may be subject to varying rates of interest depending on whether the loan is a Eurodollar loan or an alternate base rate (ABR) loan, at the Company's election. Eurodollar loans bear an interest rate per annum equal to adjusted LIBOR for the applicable interest period plus a margin of 1.75%. ABR loans bear an interest rate per annum equal to (a) the higher of the prime rate, the New York Federal Reserve Board Rate plus 0.50% or the one-month adjusted LIBOR plus 1%, plus (b) the applicable margin of 0.75%. During the nine months ended September 30, 2020, the Company drew down $23.3 million on its Credit Facility. As of September 30, 2020, there was $40.1 million outstanding under the Credit Facility, net of debt issuance cost of $0.5 million, with a weighted average interest rate of 2.01%.

The Credit Agreement also contains representations and warranties and affirmative and negative covenants customary for financings of this type, as well as customary events of default provisions. As of September 30, 2020, the Company was in compliance with all of its financial covenants under the Credit Facility.


13. Stockholders' Equity

On August 7, 2020, the Company completed an underwritten public offering and sold and issued 310,500 shares of its common stock at a price of $190 per share. After deducting underwriting discounts and commissions, the Company received net proceeds of $56.7 million, which will be used for general corporate purposes, including to fund organic growth.


14. Other comprehensive income

The following table summarizes the components of other comprehensive income for the three and nine months ended September 30, 2020 and 2019:

	
	Three Months Ended September 30,
	
	Nine Months Ended September 30,
	

	
	2020
	
	
	
	2019
	
	
	2020
	
	
	2019
	

	
	
	
	
	
	(in thousands)
	
	
	

	Unrealized gains on fixed-maturity securities arising during
	$
	8,701
	
	$
	4,166
	
	$
	32,113
	
	$
	21,362
	

	the period, before income taxes
	
	
	
	
	
	
	
	
	
	
	
	

	Income taxes
	
	(1,827)
	
	
	(875)
	
	
	(6,744)
	
	
	(4,486)
	

	Unrealized gains arising during the period, net of income
	
	6,874
	
	
	3,291
	
	
	25,369
	
	
	16,876
	

	taxes
	
	
	
	
	
	
	
	
	
	
	
	

	Less reclassification adjustment:
	
	
	
	
	
	
	
	
	
	
	
	

	Net realized gains on fixed-maturity securities, before
	
	405
	
	
	61
	
	
	1,304
	
	
	378
	

	income taxes
	
	
	
	
	
	
	
	
	
	
	
	

	Income taxes
	
	(85)
	
	
	(12)
	
	
	(274)
	
	
	(79)
	

	Reclassification adjustment included in net income, net of
	
	320
	
	
	49
	
	
	1,030
	
	
	299
	

	income taxes
	
	
	
	
	
	
	
	
	
	
	
	

	Other comprehensive income
	$
	6,554
	
	$
	3,242
	
	$
	24,339
	
	$
	16,577
	

	
	
	
	
	
	
	
	
	
	
	
	
	



The sale of an available-for-sale fixed-maturity security results in amounts being reclassified from accumulated other comprehensive income to realized gains or losses in current period earnings. The related tax effect of the reclassification adjustment is recorded in income tax expense in current period earnings. See Note 2 for additional information.
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

The discussion and analysis below includes certain forward-looking statements that are subject to risks, uncertainties and other factors described in "Risk Factors" in this Quarterly Report on Form 10-Q and in the Annual Report on Form 10-K for the year ended December 31, 2019. Our actual results could differ materially from those anticipated in these forward-looking statements as a result of many factors.

The results of operations for the three and nine months ended September 30, 2020 are not necessarily indicative of the results that may be expected for the full year ended December 31, 2020, or for any other future period. The following discussion should be read in conjunction with the unaudited condensed consolidated financial statements and the notes thereto included in Part I, Item 1 of this Quarterly Report, and in conjunction with our audited consolidated financial statements and the notes thereto included in the Annual Report on Form 10-K for the year ended December 31, 2019.

References to the "Company," "Kinsale," "we," "us," and "our" are to Kinsale Capital Group, Inc. and its subsidiaries, unless the context otherwise requires.

Overview

Founded in 2009, Kinsale is a specialty insurance company. Kinsale focuses exclusively on the excess and surplus lines ("E&S") market in the U.S., where we use our underwriting expertise to write coverages for hard-to-place small business risks and personal lines risks. We market these insurance products in all 50 states, the District of Columbia, the Commonwealth of Puerto Rico and the U.S. Virgin Islands, primarily through a network of independent insurance brokers.

We have one reportable segment, our Excess and Surplus Lines Insurance segment, which offers property and casualty ("P&C") insurance products through the E&S market. For the first nine months of 2020, the percentage breakdown of our gross written premiums was 86% casualty and 14% property. Our underwriting divisions include construction, small business, excess casualty, commercial property, product liability, allied health, life sciences, general casualty, professional liability, management liability, energy, environmental, health care, inland marine, public entity and commercial insurance. We also write a small amount of homeowners insurance in our personal lines division, which in aggregate represented 4% of our gross written premiums in the first nine months of 2020, and is included in our property business.

COVID-19

We are closely monitoring the impact of the COVID-19 pandemic and related economic effects on all aspects of our business, including how it will impact premium volume, losses and the fair value of our investment portfolio.

To date, management has not seen a significant decrease in the growth rate of its gross written premiums since the beginning of the COVID-19 pandemic and related economic downturn. Over the past year, including a time period preceding COVID-19, the E&S segment of the P&C market has been experiencing rapid growth due to dislocation in the overall property and casualty market and management expects premium growth to continue throughout the remainder of 2020.

With respect to reported claims, Kinsale does not write lines of business with heightened exposure to COVID-19 related claims. Specifically, Kinsale does not write event cancellation, mortgage insurance, trade credit or surety, workers' compensation or reinsurance business. Lines of business written by Kinsale that could be subject to COVID-19 related claims include general liability, management liability, healthcare-related professional liability
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and commercial property. In each case, policy terms and conditions would be expected to preclude coverage for virus-related claims. Although management cannot definitively determine the ultimate impact of COVID-19 and related economic conditions at this time, management does not currently expect a material adverse effect on Kinsale’s loss ratios due to COVID-19 related claims.

With respect to our investment portfolio, we seek to hold a high-quality, diversified portfolio of investments. During the first quarter of 2020, we experienced a significant decline in the fair value of our investment portfolio due to disruption in the global financial markets associated with COVID-19. Subsequent to the first quarter of 2020, the fair values of our investment portfolio rebounded sharply, gaining back all of the decline in fair value. However, during economic downturns, certain investments may default or become impaired due to deterioration in the financial condition or due to deterioration in the financial condition of an insurer that guarantees an issuer’s payments on such investments. Given the conservative nature of our investment portfolio, we do not expect a material adverse impact on the value of our investment portfolio or a long-term negative impact on our financial condition, results of operations or cash flows as it relates to COVID-19.

Components of our results of operations

Gross written premiums

Gross written premiums are the amounts received or to be received for insurance policies written or assumed by us during a specific period of time without reduction for policy acquisition costs, reinsurance costs or other deductions. The volume of our gross written premiums in any given period is generally influenced by:

· New business submissions;

· Conversion of new business submissions into policies;

· Renewals of existing policies; and

· Average size and premium rate of bound policies.

We earn insurance premiums on a pro rata basis over the term of the policy. Our insurance policies generally have a term of one year. Net earned premiums represent the earned portion of our gross written premiums, less that portion of our gross written premiums that is ceded to third-party reinsurers under our reinsurance agreements.

Ceded written premiums

Ceded written premiums are the amount of gross written premiums ceded to reinsurers. We enter into reinsurance contracts to limit our exposure to potential large losses. Ceded written premiums are earned over the reinsurance contract period in proportion to the period of risk covered. The volume of our ceded written premiums is impacted by the level of our gross written premiums and any decision we make to increase or decrease retention levels.

Losses and loss adjustment expenses

Losses and loss adjustment expenses are a function of the amount and type of insurance contracts we write and the loss experience associated with the underlying coverage. In general, our losses and loss adjustment expenses are affected by:

· Frequency of claims associated with the particular types of insurance contracts that we write;

· Trends in the average size of losses incurred on a particular type of business;

· Mix of business written by us;

· Changes in the legal or regulatory environment related to the business we write;
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· Trends in legal defense costs;

· Wage inflation; and

· Inflation in medical costs.

Losses and loss adjustment expenses are based on an actuarial analysis of the estimated losses, including losses incurred during the period and changes in estimates from prior periods. Losses and loss adjustment expenses may be paid out over a period of years.

Underwriting, acquisition and insurance expenses

Underwriting, acquisition and insurance expenses include policy acquisition costs and other underwriting expenses. Policy acquisition costs are principally comprised of the commissions we pay our brokers, net of ceding commissions we receive on business ceded under certain reinsurance contracts. Policy acquisition costs also include underwriting expenses that are directly related to the successful acquisition of those policies which are deferred. The amortization of policy acquisition costs is charged to expense in proportion to premium earned over the policy life.

Other underwriting expenses represent the general and administrative expenses of our insurance business such as employment costs, telecommunication and technology costs, and legal and auditing fees.

Net investment income

Net investment income is an important component of our results of operations. We earn investment income on our portfolio of cash and invested assets. Our cash and invested assets are primarily comprised of fixed-maturity securities, and may also include cash equivalents, equity securities and short-term investments. The principal factors that influence net investment income are the size of our investment portfolio and the yield on that portfolio. As measured by amortized cost (which excludes changes in fair value), the size of our investment portfolio is mainly a function of our invested equity capital combined with premiums we receive from our insureds less payments on policyholder claims.

Change in fair value of equity securities

Change in fair value of equity securities represents the increase or decrease in the fair value of equity securities held during the period.

Net realized gains (losses) on investments

Net realized gains (losses) on investments are a function of the difference between the amount received by us on the sale of a security and the security's amortized cost, as well as any credit impairments recognized in earnings.

Income tax expense

Currently all of our income tax expense relates to federal income taxes. Our insurance subsidiary, Kinsale Insurance Company, is not subject to income taxes in the states in which it operates; however, our non-insurance subsidiaries are subject to state income taxes, but have not generated any taxable income to date. The amount of income tax expense or benefit recorded in future periods will depend on the jurisdictions in which we operate and the tax laws and regulations in effect.

Key metrics

We discuss certain key metrics, described below, which we believe provide useful information about our business and the operational factors underlying our financial performance.
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Underwriting income is a non-GAAP financial measure. We define underwriting income as net income, excluding net investment income, net change in the fair value of equity securities, net realized gains and losses on investments, other income, other expenses and income tax expense. See "—Reconciliation of non-GAAP financial measures" for a reconciliation of net income in accordance with GAAP to underwriting income.

Net operating earnings is a non-GAAP financial measure. We define net operating earnings as net income excluding the net change in the fair value of equity securities, after taxes, and net realized gains and losses on investments, after taxes. See "—Reconciliation of non-GAAP financial measures" for a reconciliation of net income in accordance with GAAP to net operating earnings.

Loss ratio, expressed as a percentage, is the ratio of losses and loss adjustment expenses to net earned premiums.

Expense ratio, expressed as a percentage, is the ratio of underwriting, acquisition and insurance expenses to net earned premiums.

Combined ratio is the sum of the loss ratio and the expense ratio. A combined ratio under 100% indicates an underwriting profit. A combined ratio over 100% indicates an underwriting loss.

Return on equity is net income expressed on an annualized basis as a percentage of average beginning and ending total stockholders’ equity during the period.

Operating return on equity is a non-GAAP financial measure. We define operating return on equity as net operating earnings expressed as a percentage of average stockholders’ equity during the period. See "—Reconciliation of non-GAAP financial measures" for a reconciliation of net income in accordance with GAAP to net operating earnings.

Net retention ratio is the ratio of net written premiums to gross written premiums.

Gross investment return is investment income from fixed-maturity and equity securities, before any deductions for fees and expenses, expressed as a percentage of average beginning and ending balances of those investments during the period.
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	Three months ended September 30, 2020 compared to three months ended September 30, 2019
	
	
	
	
	
	

	The following table summarizes our results of operations for the three months ended September 30, 2020 and 2019:
	
	
	
	

	
	
	
	
	
	
	Three Months Ended September 30,
	

	
	($ in thousands)
	
	2020
	
	
	2019
	
	
	Change
	% Change

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Gross written premiums
	$
	144,777
	
	$
	97,984
	
	$
	46,793
	
	47.8 %

	
	Ceded written premiums
	
	(22,529)
	
	
	(11,232)
	
	
	(11,297)
	
	100.6 %

	
	Net written premiums
	$
	122,248
	
	$
	86,752
	
	$
	35,496
	
	40.9 %

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net earned premiums
	$
	108,244
	
	$
	72,621
	
	$
	35,623
	
	49.1 %

	
	Losses and loss adjustment expenses
	
	82,431
	
	
	44,810
	
	
	37,621
	
	84.0 %

	
	Underwriting, acquisition and insurance expenses
	
	22,927
	
	
	18,324
	
	
	4,603
	
	25.1 %

	
	Underwriting income (1)
	
	2,886
	
	
	9,487
	
	
	(6,601)
	
	(69.6)%

	
	Net investment income
	
	7,008
	
	
	5,265
	
	
	1,743
	
	33.1 %

	
	Change in the fair value of equity securities
	
	6,031
	
	
	246
	
	
	5,785
	
	NM

	
	Net realized gains on investments
	
	647
	
	
	185
	
	
	462
	
	NM

	
	Other (expense) income, net
	
	(451)
	
	
	10
	
	
	(461)
	
	NM

	
	Income before taxes
	
	16,121
	
	
	15,193
	
	
	928
	
	6.1 %

	
	Income tax expense
	
	1,231
	
	
	2,217
	
	
	(986)
	
	(44.5)%

	
	Net income
	$
	14,890
	
	$
	12,976
	
	$
	1,914
	
	14.8 %

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net operating earnings (2)
	$
	9,615
	
	$
	12,636
	
	$
	(3,021)
	
	(23.9)%

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Loss ratio
	
	76.1 %
	
	
	61.7 %
	
	
	
	
	

	
	Expense ratio
	
	21.2 %
	
	
	25.2 %
	
	
	
	
	

	
	Combined ratio
	
	97.3 %
	
	
	86.9 %
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Annualized return on equity
	
	12.0 %
	
	
	14.9 %
	
	
	
	
	

	
	Annualized operating return on equity(2)
	
	7.8 %
	
	
	14.5 %
	
	
	
	
	



NM - Percentage change not meaningful.

(1) Underwriting income is a non-GAAP financial measure. See "—Reconciliation of non-GAAP financial measures" for a reconciliation of net income in accordance with GAAP to underwriting income.

(2) Net operating earnings and annualized operating return on equity are non-GAAP financial measures. Net operating earnings is defined as net income excluding the effects of the net change in the fair value of equity securities, after taxes, and net realized gains and losses on investments, after taxes. Annualized operating return on equity is defined as net operating earnings expressed on an annualized basis as a percentage of average stockholders’ equity during the period. See "— Reconciliation of non-GAAP financial measures" for a reconciliation of net income in accordance with GAAP to net operating earnings.

Net income was $14.9 million for the three months ended September 30, 2020 compared to $13.0 million for the three months ended September 30, 2019, an increase of 14.8%. The increase in net income for the third quarter of 2020 over the third quarter of 2019 was primarily due to higher earned premiums, resulting from favorable E&S market conditions and strong growth in broker submissions, and higher returns on our investment portfolio in terms of higher unrealized gains on our equity securities and net investment income. In addition, the increase in net income was also attributable to higher favorable development of loss reserves in prior accident years and a lower effective
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tax rate generated from the tax benefits related to stock-based compensation activity. These increases were offset in part by higher catastrophe losses incurred during the period.

Underwriting income was $2.9 million for the three months ended September 30, 2020 compared to $9.5 million for the three months ended September 30, 2019, a decrease of 69.6%. The corresponding combined ratios were 97.3% for the three months ended September 30, 2020 compared to 86.9% for the three months ended September 30, 2019. The decrease in our underwriting income in the third quarter of 2020 compared to the third quarter of 2019, was largely due to higher catastrophe losses incurred during the period, offset in part by premium growth quarter over quarter and higher net favorable development of loss reserves in prior accident years. Net catastrophe losses incurred during the third quarter of 2020 were $16.7 million compared to $0.9 million during the third quarter of 2019.

Premiums

Our gross written premiums were $144.8 million for the three months ended September 30, 2020 compared to $98.0 million for the three months ended September 30, 2019, an increase of $46.8 million, or 47.8%. The increase in gross written premiums for the third quarter of 2020 over the same period last year was due to higher submission activity from brokers and higher rates on bound accounts, resulting from favorable market conditions. The average premium on a policy written was approximately $9,100 in the third quarter of 2020 compared to approximately $8,000 in the third quarter of 2019. Excluding our personal lines insurance, which has a relatively low premium per policy written, the average premium on a policy written was approximately $11,700 in the third quarter of 2020 compared to $10,400 in the third quarter of 2019.

Net written premiums increased by $35.5 million, or 40.9%, to $122.2 million for the three months ended September 30, 2020 from $86.8 million for the three months ended September 30, 2019. The increase in net written premiums for the third quarter of 2020 compared to the same period last year was primarily due to higher gross written premiums. The net retention ratio was 84.4% for the three months ended September 30, 2020 compared to 88.5% for the three months ended September 30, 2019. The decrease in the net retention ratio was largely due to the change in the mix of business quarter over quarter.

Net earned premiums increased by $35.6 million, or 49.1%, to $108.2 million for the three months ended September 30, 2020 from $72.6 million for the three months ended September 30, 2019 and was directly related to growth in gross written premiums.

Loss ratio

The loss ratio was 76.1% for the three months ended September 30, 2020 compared to 61.7% for the three months ended September 30, 2019. The increase in the loss ratio in the third quarter of 2020 compared to the third quarter of 2019 was due primarily to higher catastrophe losses incurred during the period related to Hurricane Laura, Hurricane Sally, and the California wildfires, offset in part by higher favorable development of loss reserves in prior accident years. During the three months ended September 30, 2020, prior accident years developed favorably by $3.0 million, which was mostly attributable to the 2019 accident year. During the three months ended September 30, 2019, loss reserves for prior accident years developed favorably by $0.5 million.
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The following table summarizes the loss ratios for the three months ended September 30, 2020 and 2019:

	
	
	
	
	
	Three Months Ended September 30,
	
	

	
	
	
	2020
	
	
	2019
	

	
	
	
	Losses and Loss
	% of Earned Premiums
	
	Losses and Loss
	% of Earned Premiums
	

	($ in thousands)
	Adjustment Expenses
	
	Adjustment Expenses
	
	

	Loss ratio:
	
	
	
	
	
	
	
	
	
	
	

	Current accident year before catastrophe
	$
	68,764
	
	63.5 %
	
	$
	44,459
	
	61.2 %
	

	losses
	
	
	
	
	
	
	
	
	
	

	Current year catastrophe losses
	
	16,670
	
	15.4 %
	
	
	885
	
	1.2 %
	

	Effect of prior year development
	
	(3,003)
	
	(2.8)%
	
	
	(534)
	
	(0.7)%
	

	Total
	$
	82,431
	
	76.1 %
	
	$
	44,810
	
	61.7 %
	

	
	
	
	
	
	
	
	
	
	
	
	



Expense ratio

The following table summarizes the components of the expense ratio for the three months ended September 30, 2020 and 2019:

	
	
	
	
	
	Three Months Ended September 30,
	
	

	
	
	
	2020
	
	
	2019
	

	
	
	
	Underwriting
	% of Earned Premiums
	
	Underwriting
	% of Earned Premiums
	

	($ in thousands)
	
	Expenses
	
	
	Expenses
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	Commissions incurred:
	
	
	
	
	
	
	
	
	
	

	Direct
	$
	18,585
	
	17.2 %
	
	$
	12,409
	
	17.1 %
	

	Ceding
	
	(4,588)
	
	(4.2)%
	
	
	(3,150)
	
	(4.4)%
	

	Net commissions incurred
	
	13,997
	
	13.0 %
	
	
	9,259
	
	12.7 %
	

	Other underwriting expenses
	
	8,930
	
	8.2 %
	
	
	9,065
	
	12.5 %
	

	Underwriting, acquisition and insurance
	$
	22,927
	
	21.2 %
	
	$
	18,324
	
	25.2 %
	

	expenses
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	



The expense ratio was 21.2% for the three months ended September 30, 2020 compared to 25.2% for the three months ended September 30, 2019. The decrease in the expense ratio was primarily due to higher net earned premiums, without a proportional increase in the amount of other underwriting expenses, as a result of management's focus on controlling costs, and lower variable compensation costs. The decrease in variable compensation costs for the third quarter of 2020 compared to the same period last year was attributable to lower underwriting income resulting from incurred catastrophe losses during the period. Direct commissions paid as a percent of gross written premiums was 14.6% for the three months ended September 30, 2020 and 14.7% for the three months ended September 30, 2019.
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Investing results

The following table summarizes net investment income and net realized and unrealized gains and losses on investments for the three months ended

September 30, 2020 and 2019:

	
	
	
	
	
	
	Three Months Ended September 30,
	

	($ in thousands)
	
	2020
	
	
	2019
	
	
	Change
	% Change

	
	
	
	
	
	
	
	
	
	
	
	

	Interest from fixed-maturity securities
	$
	6,301
	
	$
	4,937
	
	$
	1,364
	
	27.6 %

	Dividends from equity securities
	
	1,100
	
	
	406
	
	
	694
	
	170.9 %

	Other
	
	—
	
	266
	
	
	(266)
	
	NM

	Gross investment income
	
	7,401
	
	
	5,609
	
	
	1,792
	
	31.9 %

	Investment expenses
	
	(393)
	
	
	(344)
	
	
	(49)
	
	14.2 %

	Net investment income
	
	7,008
	
	
	5,265
	
	
	1,743
	
	33.1 %

	Change in the fair value of equity securities
	
	6,031
	
	
	246
	
	
	5,785
	
	NM

	Net realized gains on investments
	
	647
	
	
	185
	
	
	462
	
	NM

	Total
	$
	13,686
	
	$
	5,696
	
	$
	7,990
	
	140.3 %

	
	
	
	
	
	
	
	
	
	
	
	



NM - Percentage change not meaningful.

Our net investment income increased by 33.1% to $7.0 million for the three months ended September 30, 2020 from $5.3 million for the three months ended September 30, 2019. This increase was primarily due to growth in our investment portfolio balance generated from the investment of excess operating funds since September 30, 2019 and from proceeds from our equity offerings in 2020 and 2019.

Our investment portfolio, excluding cash equivalents and unrealized gains and losses, had an annualized gross investment return of 2.9% for the three months ended September 30, 2020, compared to 3.1% for the three months ended September 30, 2019.

Unrealized gains on our equity investment portfolio increased by $6.0 million during the third quarter of 2020. This increase was mostly related to our exchange-traded fund ("ETF") securities which are largely reflective of the broader domestic capital market. The fair value of the ETF securities rebounded sharply in the second quarter of 2020 from a significant decline driven by the disruption in the financial markets in March 2020 associated with the COVID-19 pandemic. Consistent with the trend experienced in the second quarter of 2020, the fair values of these securities continued to increase during the third quarter of 2020, although to a lesser degree.

Income tax expense

Our effective tax rate was 7.6% for the three months ended September 30, 2020 compared to 14.6% for the three months ended September 30, 2019. The effective tax rates were lower than the federal statutory rate of 21% due to the tax benefits from stock-based compensation.
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	Nine months ended September 30, 2020 compared to nine months ended September 30, 2019
	
	
	
	
	
	

	The following table summarizes our results of operations for the nine months ended September 30, 2020 and 2019:
	
	
	
	

	
	
	
	
	
	
	Nine Months Ended September 30,
	

	
	($ in thousands)
	
	2020
	
	
	2019
	
	
	Change
	% Change

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Gross written premiums
	$
	402,904
	
	$
	277,557
	
	$
	125,347
	
	45.2 %

	
	Ceded written premiums
	
	(54,996)
	
	
	(35,051)
	
	
	(19,945)
	
	56.9 %

	
	Net written premiums
	$
	347,908
	
	$
	242,506
	
	$
	105,402
	
	43.5 %

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net earned premiums
	$
	294,962
	
	$
	200,199
	
	$
	94,763
	
	47.3 %

	
	Losses and loss adjustment expenses
	
	194,468
	
	
	118,121
	
	
	76,347
	
	64.6 %

	
	Underwriting, acquisition and insurance expenses
	
	67,471
	
	
	50,377
	
	
	17,094
	
	33.9 %

	
	Underwriting income (1)
	
	33,023
	
	
	31,701
	
	
	1,322
	
	4.2 %

	
	Net investment income
	
	19,613
	
	
	14,586
	
	
	5,027
	
	34.5 %

	
	Change in fair value of equity securities
	
	3,709
	
	
	8,050
	
	
	(4,341)
	
	NM

	
	Net realized gains on investments
	
	1,676
	
	
	230
	
	
	1,446
	
	NM

	
	Other expense, net
	
	(428)
	
	
	(38)
	
	
	(390)
	
	NM

	
	Income before taxes
	
	57,593
	
	
	54,529
	
	
	3,064
	
	5.6 %

	
	Income tax expense
	
	7,355
	
	
	9,066
	
	
	(1,711)
	
	(18.9)%

	
	Net income
	$
	50,238
	
	$
	45,463
	
	$
	4,775
	
	10.5 %

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net operating earnings (2)
	$
	45,984
	
	$
	38,922
	
	$
	7,062
	
	18.1 %

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Loss ratio
	
	65.9 %
	
	
	59.0 %
	
	
	
	
	

	
	Expense ratio
	
	22.9 %
	
	
	25.2 %
	
	
	
	
	

	
	Combined ratio
	
	88.8 %
	
	
	84.2 %
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Annualized return on equity
	
	14.3 %
	
	
	18.5 %
	
	
	
	
	

	
	Annualized operating return on equity(2)
	
	13.0 %
	
	
	15.9 %
	
	
	
	
	



NM - Percentage change not meaningful.

(1) Underwriting income is a non-GAAP financial measure. See "—Reconciliation of non-GAAP financial measures" for a reconciliation of net income in accordance with GAAP to underwriting income.

(2) Net operating earnings and annualized operating return on equity are non-GAAP financial measures. Net operating earnings is defined as net income excluding the effects of the net change in the fair value of equity securities, after taxes, and net realized gains and losses on investments, after taxes. Annualized operating return on equity is defined as net operating earnings expressed on an annualized basis as a percentage of average stockholders’ equity during the period. See "— Reconciliation of non-GAAP financial measures" for a reconciliation of net income in accordance with GAAP to net operating earnings.

Net income was $50.2 million for the nine months ended September 30, 2020 compared to $45.5 million for the nine months ended September 30, 2019, an increase of 10.5%. The increase in net income for the first nine months of 2020 over the same period last year was due to a number of factors including growth in the business from favorable market conditions, higher net investment income and a lower effective tax rate generated from the tax benefits related to stock-based compensation activity. These increases were offset in part by higher incurred losses from catastrophes and lower unrealized gains related to the change in fair value of equity securities.
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Underwriting income (1) was $33.0 million for the nine months ended September 30, 2020 compared to $31.7 million for the nine months ended September 30, 2019, an increase of 4.2%. The corresponding combined ratios were 88.8% for the nine months ended September 30, 2020 compared to

84.2% for the nine months ended September 30, 2019. The increase in underwriting income for the first nine months of 2020 compared to the same period last year was due to growth in earned premiums period over period, offset in part by higher catastrophe losses incurred.

Premiums

Our gross written premiums were $402.9 million for the nine months ended September 30, 2020 compared to $277.6 million for the nine months ended September 30, 2019, an increase of $125.3 million, or 45.2%. The increase in gross written premiums for the first nine months of 2020 over the same period last year was due to higher submission activity from brokers and higher rates, resulting from continued favorable market conditions in the E&S market. The average premium on a policy written was approximately $8,900 in the first nine months of 2020 compared to approximately $7,800 in the first nine months of 2019. Excluding our personal lines insurance, which has a relatively low premium per policy written, the average premium on a policy written was approximately $11,600 for the first nine months of 2020 and $10,400 for the first nine months of 2019.

Net written premiums increased by $105.4 million, or 43.5%, to $347.9 million for the nine months ended September 30, 2020 from $242.5 million for the nine months ended September 30, 2019. The increase in net written premiums for the first nine months of 2020 compared to the same period last year was primarily due to higher gross written premiums. The net retention ratio was 86.4% for the nine months ended September 30, 2020 compared to 87.4% for the same period last year. The decrease in the net retention ratio was primarily due to change in the mix of business.

Net earned premiums increased by $94.8 million, or 47.3%, to $295.0 million for the nine months ended September 30, 2020 from $200.2 million for the nine months ended September 30, 2019 due to growth in gross written premiums.

Loss ratio

The loss ratio was 65.9% for the nine months ended September 30, 2020 compared to 59.0% for the nine months ended September 30, 2019. The increase in the loss ratio in the first nine months of 2020 compared to the first nine months of 2019 was due primarily to catastrophe losses incurred during the period. Current year incurred losses and loss adjustment expenses for the nine months ended September 30, 2020 included $17.1 million of catastrophe losses primarily related to Hurricane Laura, Hurricane Sally and the California wildfires.

During the first nine months of 2020 and 2019, the favorable development of loss reserves in prior accident years was primarily due to reported losses emerging at lower levels than expected. During the nine months ended September 30, 2020, prior accident years developed favorably by $9.6 million, of which $7.8 million was attributable to the 2019 accident year. During the nine months ended September 30, 2019, loss reserves for prior accident years developed favorably by $8.4 million, of which $14.8 million was largely attributable to accident years 2016 and 2018. The favorable development in 2019 was offset in part by adverse development in the accident years 2011 through 2015 of $6.4 million, which resulted from higher IBNR reserves to provide for emergence of reported losses over a longer period of time based on observed trends.





34
[image: ]

Table of Contents






The following table summarizes the loss ratios for the nine months ended September 30, 2020 and 2019:

	
	
	
	
	
	Nine Months Ended September 30,
	
	

	
	
	
	2020
	
	
	2019
	

	
	
	
	Losses and Loss
	% of Earned Premiums
	
	Losses and Loss
	% of Earned Premiums
	

	($ in thousands)
	Adjustment Expenses
	
	Adjustment Expenses
	
	

	Loss ratio:
	
	
	
	
	
	
	
	
	
	
	

	Current accident year before catastrophe
	$
	186,965
	
	63.4 %
	
	$
	124,917
	
	62.4 %
	

	losses
	
	
	
	
	
	
	
	
	
	

	Current year catastrophe losses
	
	17,131
	
	5.8 %
	
	
	1,554
	
	0.8 %
	

	Effect of prior year development
	
	(9,628)
	
	(3.3)%
	
	
	(8,350)
	
	(4.2)%
	

	Total
	$
	194,468
	
	65.9 %
	
	$
	118,121
	
	59.0 %
	

	
	
	
	
	
	
	
	
	
	
	
	



Expense ratio

The following table summarizes the components of the expense ratio for the nine months ended September 30, 2020 and 2019:

	
	
	
	
	
	Nine Months Ended September 30,
	
	

	
	
	
	2020
	
	
	2019
	

	
	
	
	Underwriting
	% of Earned Premiums
	
	Underwriting
	% of Earned Premiums
	

	($ in thousands)
	
	Expenses
	
	
	Expenses
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	Commissions incurred:
	
	
	
	
	
	
	
	
	
	

	Direct
	$
	50,068
	
	17.0 %
	
	$
	34,470
	
	17.2 %
	

	Ceding
	
	(11,234)
	
	(3.8)%
	
	
	(9,202)
	
	(4.6)%
	

	Net commissions incurred
	
	38,834
	
	13.2 %
	
	
	25,268
	
	12.6 %
	

	Other underwriting expenses
	
	28,637
	
	9.7 %
	
	
	25,109
	
	12.6 %
	

	Underwriting, acquisition and insurance
	$
	67,471
	
	22.9 %
	
	$
	50,377
	
	25.2 %
	

	expenses
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	



The expense ratio was 22.9% for the nine months ended September 30, 2020 compared to 25.2% for the nine months ended September 30, 2019. The decrease in the expense ratio was primarily due to higher net earned premiums, without a proportional increase in the amount of other underwriting expenses as a result of management's focus on controlling costs, and lower variable compensation costs. The decrease in variable compensation costs for the nine months ended September 30, 2020 was attributable to lower underwriting income from incurred catastrophe losses. Direct commissions paid as a percent of gross written premiums was 14.6% for both the nine months ended September 30, 2020 and 2019.
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Investing results

The following table summarizes net investment income, change in the fair value of equity securities and net realized investment gains for the nine months ended September 30, 2020 and 2019:

	
	
	
	
	
	
	Nine Months Ended September 30,
	

	($ in thousands)
	
	2020
	
	
	2019
	
	
	Change
	% Change

	
	
	
	
	
	
	
	
	
	
	
	

	Interest from fixed-maturity securities
	$
	17,994
	
	$
	13,376
	
	$
	4,618
	
	34.5 %

	Dividends from equity securities
	
	2,554
	
	
	1,493
	
	
	1,061
	
	71.1 %

	Other
	
	261
	
	
	667
	
	
	(406)
	
	(60.9)%

	Gross investment income
	
	20,809
	
	
	15,536
	
	
	5,273
	
	33.9 %

	Investment expenses
	
	(1,196)
	
	
	(950)
	
	
	(246)
	
	25.9 %

	Net investment income
	
	19,613
	
	
	14,586
	
	
	5,027
	
	34.5 %

	Change in fair value of equity securities
	
	3,709
	
	
	8,050
	
	
	(4,341)
	
	NM

	Net realized gains on investments
	
	1,676
	
	
	230
	
	
	1,446
	
	NM

	Total
	$
	24,998
	
	$
	22,866
	
	$
	2,132
	
	9.3 %

	
	
	
	
	
	
	
	
	
	
	
	



NM - Percentage change not meaningful.

Our net investment income increased by 34.5% to $19.6 million for the nine months ended September 30, 2020 from $14.6 million for the nine months ended September 30, 2019. This increase in the first nine months of 2020 compared to the same period last year was primarily due to growth in our investment portfolio balance generated from the investment of excess operating funds since September 30, 2019 and proceeds from our equity offerings. Our fixed-maturity investment portfolio, excluding cash equivalents and unrealized gains and losses, had an annualized gross investment return of 3.0% for both the nine months ended September 30, 2020 and 2019.

During the first nine months of 2020, the change in fair value of equity securities was comprised of unrealized gains related to ETF securities of $4.5 million and unrealized losses related to preferred stock of $0.8 million. Fair values of ETFs declined by $13.1 million during the first quarter of 2020, driven by the disruption in the financial markets associated with the COVID-19 pandemic and rebounded sharply during the second quarter of 2020.

Consistent with the trend experienced in the second quarter of 2020, the fair values of these securities continued to increase during the third quarter of 2020, although to a lesser degree.

We perform quarterly reviews of all available-for-sale securities within our investment portfolio to determine whether the decline in a security's fair value is deemed to be a credit loss. Management concluded that there were no credit losses (previously known as other-than-temporary impairments) from available-for-sale investments for the nine months ended September 30, 2020 or 2019.

Income tax expense

Our effective tax rate was 12.8% for the nine months ended September 30, 2020 compared to 16.6% for the nine months ended September 30, 2019. The effective tax rate was lower than the federal statutory rate of 21% primarily due to the tax benefits from stock-based compensation and tax-exempt investment income.

Return on equity

Our annualized return on equity was 14.3% for the nine months ended September 30, 2020 compared to 18.5% for the nine months ended September 30, 2019. Our annualized operating return on equity was 13.0% for the nine months ended September 30, 2020 compared to 15.9% for the nine months ended September 30, 2019. The decrease in annualized operating return on equity for the nine months ended September 30, 2020 compared to the prior-year
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period was due largely to the proceeds received from our equity offering in the third quarter of 2020 and catastrophe losses incurred during the period.


Liquidity and capital resources

Sources and uses of funds

We are organized as a Delaware holding company with our operations primarily conducted by our wholly-owned insurance subsidiary, Kinsale Insurance Company, which is domiciled in Arkansas. Accordingly, we may receive cash through (1) loans from banks and other third parties, (2) issuance of equity and debt securities, (3) corporate service fees from our insurance subsidiary, (4) payments from our subsidiaries pursuant to our consolidated tax allocation agreement and other transactions, and (5) dividends from our insurance subsidiary. We may use the proceeds from these sources to contribute funds to Kinsale Insurance Company in order to support premium growth, reduce our reliance on reinsurance, pay dividends and taxes and for other business purposes.

We receive corporate service fees from Kinsale Insurance Company to reimburse us for most of the operating expenses that we incur. Reimbursement of expenses through corporate service fees is based on the actual costs that we expect to incur with no mark-up above our expected costs.

In August 2019, we filed a universal shelf registration statement with the SEC that expires in 2022. We can use this shelf registration to issue an unspecified amount of debt securities, common stock, preferred stock, depositary shares and warrants. The specific terms of any securities we issue under this registration statement will be provided in the applicable prospectus supplements.

Management believes that the Company has sufficient liquidity available both in Kinsale and in its insurance subsidiary, Kinsale Insurance Company, as well as in its other operating subsidiaries, to meet its operating cash needs and obligations and committed capital expenditures for the next 12 months.

Cash flows

Our most significant source of cash is from premiums received from our insureds, which, for most policies, we receive at the beginning of the coverage period. Our most significant cash outflow is for claims that arise when a policyholder incurs an insured loss. Because the payment of claims occurs after the receipt of the premium, often years later, we invest the cash in various investment securities that earn interest and dividends. We also use cash to pay commissions to insurance brokers, as well as to pay for ongoing operating expenses such as salaries, consulting services and taxes. As described under "— Reinsurance" below, we use reinsurance to manage the risk that we take related to the issuance of our policies. We cede, or pay out, part of the premiums we receive to our reinsurers and collect cash back when losses subject to our reinsurance coverage are paid.

The timing of our cash flows from operating activities can vary among periods due to the timing by which payments are made or received. Some of our payments and receipts, including loss settlements and subsequent reinsurance receipts, can be significant, so their timing can influence cash flows from operating activities in any given period. Management believes that cash receipts from premiums, proceeds from investment sales and redemptions and investment income are sufficient to cover cash outflows in the foreseeable future.

On August 7, 2020, we completed an underwritten public offering and sold and issued 310,500 shares of our common stock at a price of $190 per share. After deducting underwriting discounts and commissions, we received net proceeds of $56.7 million, which will be used for general corporate purposes, including to fund organic growth.
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	Our cash flows for the nine months ended September 30, 2020 and 2019 were:
	
	
	
	
	

	
	Nine Months Ended September 30,

	
	2020
	
	
	
	2019

	
	
	(in thousands)
	

	Cash and cash equivalents provided by (used in):
	
	
	
	
	

	Operating activities
	$
	206,461
	
	$
	119,100

	Investing activities
	
	(302,386)
	
	
	(181,134)

	Financing activities
	
	74,213
	
	
	73,253

	Change in cash and cash equivalents
	$
	(21,712)
	
	$
	11,219

	
	
	
	
	
	



Net cash provided by operating activities was approximately $206.5 million for the nine months ended September 30, 2020, compared to $119.1 million for the same period in 2019. This increase was largely driven by higher premium volume, the timing of claim payments and reinsurance recoveries, offset in part by changes in operating assets and liabilities.

Net cash used in investing activities was $302.4 million for the nine months ended September 30, 2020, compared to $181.1 million for the nine months ended September 30, 2019. Net cash used in investing activities during the first nine months of 2020 included purchases of fixed-maturity securities of $389.7 million, which in part reflected investment of proceeds from the equity offering during the third quarter of 2020 and the deployment of cash equivalents held at December 31, 2019. Purchases of fixed-maturity securities were comprised primarily of corporate bonds, asset- and mortgage-backed securities, and municipal securities. During the first nine months of 2020, we received proceeds of $79.0 million from sales of fixed-maturity securities, largely corporate bonds, and $66.2 million from redemptions of asset- and mortgage-backed securities and corporate bonds. For the nine months ended September 30, 2020, purchases of ETFs and non-redeemable preferred stock were $26.6 million and $7.2 million, respectively. Net cash used in investing activities included net purchases of property and equipment of $24.1 million, primarily related to the development of our new corporate headquarters, previously disclosed.

Net cash used in investing activities during the first nine months of 2019 reflected purchases of fixed-maturity securities of $245.3 million, and included investment of the net proceeds from the equity offering during the third quarter of 2019 of $65.9 million. Purchases of fixed-maturity securities were comprised of asset- and mortgage-backed securities, corporate bonds and municipal securities. During the first nine months of 2019, we received proceeds of $32.5 million from sales of fixed-maturity securities, largely municipal bonds, and $44.5 million from redemptions of asset- and mortgage-backed securities and corporate bonds. During the nine months ended September 30, 2019, purchases and sales of non-redeemable preferred stocks were $6.6 million and $7.0 million, respectively, and purchases and sales of ETFs were $14.5 million and $13.8 million, respectively. In addition, net cash used in investing activities included $12.4 million related to the development of our new corporate headquarters.

During the first nine months of September 30, 2020, cash provided by financing activities reflected net proceeds from the equity offering of $56.7 million, which will be used for general corporate purposes, including to fund organic growth. In addition, we drew down $23.3 million on our Credit Facility, which was used to fund the construction of our new headquarter facilities. During the first nine months of September 30, 2020, cash used in financing activities reflected dividends paid of $0.27 per common share, or $6.0 million in aggregate. During the first nine months of September 30, 2019, cash provided by financing activities reflected net proceeds from the equity offering of $65.9 million. In addition, we drew down $11.8 million on our Credit Facility, which was used to fund construction of our new headquarter facilities. During the first nine months of September 30, 2019, cash used in financing activities primarily reflected dividends paid of $0.24 per common share, or $5.2 million in aggregate.
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Proceeds received from our equity compensation plans were $2.1 million, offset by payroll taxes withheld and remitted on restricted stock awards of $1.8 million for the nine months ended September 30, 2020. Net proceeds from equity compensation totaled $1.4 million for the nine months ended September 30, 2019.

Credit agreement

In May 2019, we entered into a Credit Agreement that provided us with a $50 million Credit Facility and an uncommitted accordion feature that permits us to increase the commitments by an additional $30 million. The Credit Facility has a maturity of May 28, 2024. Borrowings under the Credit Facility will be used to fund construction of our new headquarters and may also be used for working capital and general corporate purposes. Interest rates on borrowings are based on prevailing interest rates and the applicable margin, as described in the Credit Agreement. As of September 30, 2020, there was $40.1 million outstanding under the Credit Facility, net of debt issuance costs.

Reinsurance

We enter into reinsurance contracts primarily to limit our exposure to potential large losses. Reinsurance involves an insurance company transferring ("ceding") a portion of its exposure on a risk to another insurer, the reinsurer. The reinsurer assumes the exposure in return for a portion of the premium. Our reinsurance is primarily contracted under quota-share reinsurance contracts and excess of loss contracts. In quota-share reinsurance, the reinsurer agrees to assume a specified percentage of the ceding company's losses arising out of a defined class of business in exchange for a corresponding percentage of premiums, net of a ceding commission. In excess of loss reinsurance, the reinsurer agrees to assume all or a portion of the ceding company's losses, in excess of a specified amount. Under excess of loss reinsurance, the premium payable to the reinsurer is negotiated by the parties based on their assessment of the amount of risk being ceded to the reinsurer because the reinsurer does not share proportionately in the ceding company's losses.

We use facultative reinsurance coverage on a limited basis. Facultative coverage refers to a reinsurance contract on individual risks as opposed to a group or class of business. It is used for a variety of reasons, including supplementing the limits provided by the treaty coverage or covering risks or perils excluded from treaty reinsurance.

We renew our reinsurance treaties annually. During each renewal cycle, there are a number of factors we consider when determining our reinsurance coverage, including (1) plans to change the underlying insurance coverage we offer, (2) trends in loss activity, (3) the level of our capital and surplus, (4) changes in our risk appetite and (5) the cost and availability of reinsurance coverage.

To manage our natural catastrophe exposure, we use computer models to analyze the risk of severe losses. We measure exposure to these losses in terms of probable maximum loss ("PML"), which is an estimate of the amount of loss we would expect to meet or exceed once in a given number of years (referred to as the return period). When managing our catastrophe exposure, we focus on the 100 year and the 250 year return periods. Effective with the June 1, 2020 renewal, we entered into a new personal insurance quota share treaty. We used model results previously noted to stress test the completeness of our program and determined that over 70% of the modelled losses from catastrophes costing over $10 million came from our personal insurance business. We determined that utilizing a personal lines quota share treaty combined with a catastrophe treaty was a more efficient and cost effective way to manage the total loss exposure on our property coverages.
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The following is a summary of our significant reinsurance programs as of September 30, 2020:


	Line of Business Covered
	Company Policy Limit

	Property - per risk (1)
	
	Up to $10.0 million per risk

	Property - personal insurance (2)
	N/A

	Property - catastrophe (3)
	N/A

	Primary casualty (4)
	Up to $10.0 million per occurrence

	Excess casualty (5)
	Up to $10.0 million per occurrence
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	Reinsurance Coverage
	Company Retention

	$8.0 million excess of $2.0 million
	
	$2.0 million per occurrence

	50% up to $47.5 million per
	50% of all personal property losses

	catastrophe
	

	$45.0 million excess of $10.0
	$10.0 million per catastrophe

	million
	

	$8.0 million excess of $2.0 million
	$2.0 million per occurrence

	Variable quota share
	$2.0 million per occurrence except

	
	
	as described in note (5) below




(1) Our property per-risk reinsurance reduces the financial impact of a large loss on a single commercial property or inland marine policy. This treaty includes a reinstatement provision which requires us to pay reinstatement premiums after a loss has occurred in order to preserve coverage.

(2) Our personal insurance quota share reinsurance reduces the financial impact of property losses on our personal insurance policies.

(3) Our property catastrophe reinsurance reduces the financial impact of a catastrophe event involving multiple claims and policyholders. Our property catastrophe reinsurance includes a reinstatement provision which requires us to pay reinstatement premiums after a loss has occurred in order to preserve coverage. Including the reinstatement provision, the maximum aggregate loss recovery limit is $90 million and is in addition to the per-occurrence coverage provided by our facultative and treaty coverages.

(4) Reinsurance is not applicable to any individual policy with a per occurrence limit of $2.0 million or less.

(5) For policies with a per occurrence limit higher than $2.0 million, the quota-share ceding percentage varies such that the retention is always $2.0 million or less. For example, for a $4.0 million limit excess policy, our retention would be 50%, whereas for a $10.0 million limit excess policy, our retention would be 20%. For policies for which we also write an underlying primary limit, the retention on the primary and excess policy combined would not exceed $2.0 million.

Reinsurance contracts do not relieve us from our obligations to policyholders. Failure of the reinsurer to honor its obligations could result in losses to us, and if such an event occurred, we would establish an allowance for those amounts considered uncollectible. In formulating our reinsurance programs, we are selective in our choice of reinsurers and we consider numerous factors, the most important of which are the financial stability of the reinsurer, its history of responding to claims and its overall reputation. In an effort to minimize our exposure to the insolvency of our reinsurers, we review the financial condition of each reinsurer annually. In addition, we continually monitor for rating downgrades involving any of our reinsurers. At September 30, 2020, all reinsurance contracts that our insurance subsidiary was a party to were with companies with A.M. Best ratings of "A" (Excellent) or better. As of September 30, 2020, we have never had a loss for uncollectible reinsurance.

Ratings

Kinsale Insurance Company has a financial strength rating of "A" (Excellent) with a stable outlook from A.M. Best. A.M. Best assigns 16 ratings to insurance companies, which currently range from "A++" (Superior) to "F" (In
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Liquidation). "A" (Excellent) is the third highest rating issued by A.M. Best. The "A" (Excellent) rating is assigned to insurers that have, in A.M. Best's opinion, an excellent ability to meet their ongoing obligations to policyholders. This rating is intended to provide an independent opinion of an insurer's ability to meet its obligation to policyholders and is not an evaluation directed at investors.

The financial strength ratings assigned by A.M. Best have an impact on the ability of the insurance companies to attract and retain agents and brokers and on the risk profiles of the submissions for insurance that the insurance companies receive. The "A" (Excellent) rating obtained by Kinsale Insurance Company is consistent with our business plan and allows us to actively pursue relationships with the agents and brokers identified in our marketing plan.

Financial condition

Stockholders' equity

At September 30, 2020, total stockholders' equity was $534.1 million and tangible stockholders' equity was $531.3 million, compared to total stockholders' equity of $405.9 million and tangible stockholders' equity $403.1 million at December 31, 2019. The increases in both total and tangible stockholders' equity over the prior year-end balances were primarily due to proceeds received from the public equity offering, profits generated during the period, an increase in unrealized gains on available-for-sale investments, net of taxes, and activity related to stock-based compensation plans, offset in part by the payment of dividends.

Tangible stockholders’ equity is a non-GAAP financial measure. We define tangible stockholders’ equity as total stockholders’ equity less intangible assets, net of deferred taxes. Our definition of tangible stockholders’ equity may not be comparable to that of other companies, and it should not be viewed as a substitute for stockholders’ equity calculated in accordance with GAAP. We use tangible stockholders' equity internally to evaluate the strength of our balance sheet and to compare returns relative to this measure.

Stockholders' equity at September 30, 2020 and December 31, 2019, reconciles to tangible stockholders' equity as follows:

	
	
	September 30, 2020
	
	December 31, 2019

	
	
	(in thousands)
	

	Stockholders' equity
	$
	534,131
	
	$
	405,880

	Less: intangible assets, net of deferred taxes
	
	2,795
	
	
	2,795

	Tangible stockholders' equity
	$
	531,336
	
	$
	403,085

	
	
	
	
	
	



Investment portfolio

At September 30, 2020, our cash and invested assets of $1.2 billion consisted of fixed-maturity securities, equity securities and cash and cash equivalents. At September 30, 2020, the majority of the investment portfolio was comprised of fixed-maturity securities of $1.0 billion that were classified as available-for-sale. Available-for-sale investments are carried at fair value with unrealized gains and losses on these securities, net of applicable taxes, reported as a separate component of accumulated other comprehensive income. At September 30, 2020, we also held $116.0 million of equity securities, which were comprised of ETFs and non-redeemable preferred stock, and $78.7 million of cash and cash equivalents.

Our fixed-maturity securities, including cash equivalents, had a weighted average duration of 4.7 years at September 30, 2020 and 4.3 years at December 31, 2019 and an average rating of "AA-" at September 30, 2020 and "AA" at December 31, 2019.
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At September 30, 2020 and December 31, 2019, the amortized cost and fair value on fixed-maturity securities were as follows:

	
	
	
	September 30, 2020
	
	
	
	
	December 31, 2019
	
	

	
	
	Amortized
	
	Estimated Fair
	% of Total Fair
	
	
	Amortized
	
	Estimated Fair
	% of Total Fair
	

	
	
	Cost
	
	
	Value
	Value
	
	Cost
	
	
	Value
	Value
	

	
	
	
	
	
	
	
	
	($ in thousands)
	
	
	
	
	
	
	

	Fixed-maturity securities:
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	U.S. Treasury securities and obligations of U.S.
	$
	—
	$
	—
	— %
	$
	110
	$
	112
	
	
	— %
	

	government agencies
	
	
	
	
	
	
	
	
	
	
	
	
	

	Obligations of states, municipalities and political
	
	210,703
	
	
	224,886
	
	
	21.9 %
	
	
	166,312
	
	
	172,893
	
	
	23.7 %
	

	subdivisions
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Corporate and other securities
	
	317,977
	
	
	337,188
	
	
	32.9 %
	
	
	180,287
	
	
	184,768
	
	
	25.3 %
	

	Asset-backed securities
	
	225,969
	
	
	228,780
	
	
	22.3 %
	
	
	141,123
	
	
	141,924
	
	
	19.5 %
	

	Commercial mortgage-backed securities
	
	62,421
	
	
	67,072
	
	
	6.6 %
	
	
	54,627
	
	
	56,046
	
	
	7.7 %
	

	Residential mortgage-backed securities
	
	162,295
	
	
	166,963
	
	
	16.3 %
	
	
	172,358
	
	
	173,789
	
	
	23.8 %
	

	Total fixed-maturity securities
	$
	979,365
	$
	1,024,889
	
	
	100.0 %
	
	$
	714,817
	$
	729,532
	
	
	100.0 %
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



The table below summarizes the credit quality of our fixed-maturity securities at September 30, 2020 and December 31, 2019, as rated by Standard &

Poor’s Financial Services, LLC ("Standard & Poor's"):

	
	
	
	September 30, 2020
	
	
	December 31, 2019
	

	Standard & Poor’s or Equivalent Designation
	
	Estimated Fair
	% of Total
	
	Estimated Fair
	% of Total
	

	
	
	Value
	
	
	Value
	
	

	
	
	
	
	
	($ in thousands)
	
	

	AAA
	$
	290,498
	
	28.4 %
	
	$
	213,174
	
	29.2 %
	

	AA
	
	326,812
	
	31.9 %
	
	
	259,873
	
	35.6 %
	

	A
	
	219,420
	
	21.4 %
	
	
	176,338
	
	24.2 %
	

	BBB
	
	150,962
	
	14.7 %
	
	
	74,872
	
	10.3 %
	

	Below BBB and unrated
	
	37,197
	
	3.6 %
	
	
	5,275
	
	0.7 %
	

	Total
	$
	1,024,889
	
	100.0 %
	
	$
	729,532
	
	100.0 %
	

	
	
	
	
	
	
	
	
	
	
	
	



The amortized cost and fair value of our fixed-maturity securities summarized by contractual maturity as of September 30, 2020 and December 31, 2019, were as follows:

	
	
	
	September 30, 2020
	
	
	
	
	December 31, 2019
	

	
	
	Amortized
	
	Estimated Fair
	% of Total Fair
	
	
	Amortized
	
	Estimated Fair
	% of Total Fair

	
	
	Cost
	
	
	Value
	Value
	
	Cost
	
	
	Value
	Value

	
	
	
	
	
	
	
	
	($ in thousands)
	
	
	
	
	
	

	Due in one year or less
	$
	9,043
	$
	9,192
	
	
	0.9 %
	
	$
	9,940
	$
	9,990
	
	
	1.4 %

	Due after one year through five years
	
	112,714
	
	
	120,488
	
	
	11.8 %
	
	
	115,480
	
	
	118,611
	
	
	16.3 %

	Due after five years through ten years
	
	169,530
	
	
	181,209
	
	
	17.7 %
	
	
	79,235
	
	
	82,314
	
	
	11.3 %

	Due after ten years
	
	237,393
	
	
	251,185
	
	
	24.5 %
	
	
	142,054
	
	
	146,858
	
	
	20.1 %

	Asset-backed securities
	
	225,969
	
	
	228,780
	
	
	22.3 %
	
	
	141,123
	
	
	141,924
	
	
	19.4 %

	Commercial mortgage-backed securities
	
	62,421
	
	
	67,072
	
	
	6.5 %
	
	
	54,627
	
	
	56,046
	
	
	7.7 %

	Residential mortgage-backed securities
	
	162,295
	
	
	166,963
	
	
	16.3 %
	
	
	172,358
	
	
	173,789
	
	
	23.8 %

	Total fixed-maturity securities
	$
	979,365
	$
	1,024,889
	
	
	100.0 %
	
	$
	714,817
	$
	729,532
	
	
	100.0 %
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Actual maturities may differ from contractual maturities because some borrowers may have the right to call or prepay obligations with or without call or prepayment penalties.

As of September 30, 2020, 7.0% of our total cash and investments were invested in ETFs. At September 30, 2020 and December 31, 2019, our ETF balances were comprised of the following funds:

	
	
	September 30, 2020
	
	
	
	December 31, 2019
	

	Fund
	Fair Value
	
	
	% of Total
	
	
	Fair Value
	
	
	% of Total
	

	
	
	
	
	
	
	($ in thousands)
	
	
	
	

	Domestic stock market fund
	$
	56,437
	
	
	65.9 %
	
	$
	42,873
	
	
	78.7 %

	Dividend yield equity fund
	
	29,180
	
	
	34.1 %
	
	
	11,590
	
	
	21.3 %

	Total
	$
	85,617
	
	
	100.0 %
	
	$
	54,463
	
	
	100.0 %

	
	
	
	
	
	
	
	
	
	
	
	
	



As of September 30, 2020, 2.5% of our total cash and investments were invested in non-redeemable preferred stock. A summary of these securities by industry segment is shown below as of September 30, 2020 and December 31, 2019:

	
	
	September 30, 2020
	
	
	
	December 31, 2019
	

	Industry
	Fair Value
	
	
	% of Total
	
	
	Fair Value
	
	
	% of Total
	

	
	
	
	
	
	
	($ in thousands)
	
	
	
	

	Financial
	$
	26,744
	
	
	88.0 %
	
	$
	20,369
	
	
	85.5 %

	Utilities
	
	2,939
	
	
	9.7 %
	
	
	2,992
	
	
	12.5 %

	Industrials and other
	
	711
	
	
	2.3 %
	
	
	470
	
	
	2.0 %

	Total
	$
	30,394
	
	
	100.0 %
	
	$
	23,831
	
	
	100.0 %

	
	
	
	
	
	
	
	
	
	
	
	
	



Restricted investments

In order to conduct business in certain states, we are required to maintain letters of credit or assets on deposit to support state-mandated insurance regulatory requirements and to comply with certain third-party agreements. Assets held on deposit or in trust accounts are primarily in the form of high-grade securities. The fair value of our restricted assets was $7.0 million and $6.9 million at September 30, 2020 and December 31, 2019, respectively.

Off-balance sheet arrangements

We do not have any material off-balance sheet arrangements at September 30, 2020.


Reconciliation of non-GAAP financial measures

Reconciliation of underwriting income

Underwriting income is defined as net income excluding net investment income, the net change in the fair value of equity securities, net realized gains and losses on investments, other income, other expenses and income tax expense. The Company uses underwriting income as an internal performance measure in the management of its operations because the Company believes it gives management and users of the Company's financial information useful insight into the Company's results of operations and underlying business performance. Underwriting income should not be viewed as a substitute for net income calculated in accordance with GAAP, and other companies may define underwriting income differently.
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Net income for the three and nine months ended September 30, 2020 and 2019, reconciles to underwriting income as follows:

	
	
	
	Three Months Ended September 30,
	
	Nine Months Ended September 30,

	(in thousands)
	
	2020
	
	
	2019
	
	
	2020
	
	
	2019

	
	
	
	
	
	
	
	
	
	
	
	
	

	Net income
	$
	14,890
	
	$
	12,976
	
	$
	50,238
	
	$
	45,463

	Income tax expense
	
	1,231
	
	
	2,217
	
	
	7,355
	
	
	9,066

	Income before income taxes
	
	16,121
	
	
	15,193
	
	
	57,593
	
	
	54,529

	Other expenses
	
	1,022
	
	
	—
	
	1,022
	
	
	57

	Net investment income
	
	(7,008)
	
	
	(5,265)
	
	
	(19,613)
	
	
	(14,586)

	Change in the fair value of equity securities
	
	(6,031)
	
	
	(246)
	
	
	(3,709)
	
	
	(8,050)

	Net realized gains on investments
	
	(647)
	
	
	(185)
	
	
	(1,676)
	
	
	(230)

	Other income
	
	(571)
	
	
	(10)
	
	
	(594)
	
	
	(19)

	Underwriting income
	$
	2,886
	
	$
	9,487
	
	$
	33,023
	
	$
	31,701

	
	
	
	
	
	
	
	
	
	
	
	
	



Reconciliation of net operating earnings

Net operating earnings is defined as net income excluding the effects of the net change in the fair value of equity securities, after taxes, and net realized gains and losses on investments, after taxes. Management believes the exclusion of these items provides a more useful comparison of the Company's underlying business performance from period to period. Net operating earnings and percentages or calculations using net operating earnings (e.g., diluted operating earnings per share and annualized operating return on equity) are non-GAAP financial measures. Net operating earnings should not be viewed as a substitute for net income calculated in accordance with GAAP, and other companies may define net operating earnings differently.

Net income for the three and nine months ended September 30, 2020 and 2019, reconciles to net operating earnings as follows:

	
	
	
	Three Months Ended September 30,
	
	Nine Months Ended September 30,
	

	(in thousands)
	
	2020
	
	
	2019
	
	
	2020
	
	
	2019
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Net operating earnings:
	
	
	
	
	
	
	
	
	
	
	
	

	Net income
	$
	14,890
	
	$
	12,976
	
	$
	50,238
	
	$
	45,463
	

	Change in the fair value of equity securities, after
	
	(4,764)
	
	
	(194)
	
	
	(2,930)
	
	
	(6,359)
	

	taxes
	
	
	
	
	
	
	
	
	
	
	
	

	Net realized gains on investments, after taxes
	
	(511)
	
	
	(146)
	
	
	(1,324)
	
	
	(182)
	

	Net operating earnings
	$
	9,615
	
	$
	12,636
	
	$
	45,984
	
	$
	38,922
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Operating return on equity:
	
	
	
	
	
	
	
	
	
	
	
	

	Average stockholders' equity (1)
	$
	495,123
	
	$
	348,972
	
	$
	470,006
	
	$
	327,011
	

	Annualized return on equity (2)
	
	12.0 %
	
	
	14.9 %
	
	
	14.3 %
	
	
	18.5 %
	

	Annualized operating return on equity (3)
	
	7.8 %
	
	
	14.5 %
	
	
	13.0 %
	
	
	15.9 %
	



(1) Computed by adding the total stockholders' equity as of the date indicated to the prior quarter-end or year-end total, as applicable, and dividing by two.
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(2) Annualized return on equity is net income expressed on an annualized basis as a percentage of average stockholders’ equity during the period.

(3) Annualized operating return on equity is net operating earnings expressed on an annualized basis as a percentage of average stockholders’ equity during the period.


Critical accounting estimates

We identified the accounting estimates which are critical to the understanding of our financial position and results of operations. Critical accounting estimates are defined as those estimates that are both important to the portrayal of our financial condition and results of operations and require us to exercise significant judgment. We use significant judgment concerning future results and developments in applying these critical accounting estimates and in preparing our consolidated financial statements. These judgments and estimates affect our reported amounts of assets, liabilities, revenues and expenses and the disclosure of our material contingent assets and liabilities, if any. Actual results may differ materially from the estimates and assumptions used in preparing the consolidated financial statements. We evaluate our estimates regularly using information that we believe to be relevant. Our critical accounting policies and estimates are described in our annual consolidated financial statements and the related notes in our Annual Report on Form 10-K for the year ended December 31, 2019.


Item 3. Quantitative and Qualitative Disclosures About Market Risk

Market risk is the risk of economic losses due to adverse changes in the estimated fair value of a financial instrument as the result of changes in interest rates, equity prices, foreign currency exchange rates and commodity prices. Our primary market risks have been equity price risk associated with investments in equity securities and interest rate risk associated with investments in fixed maturities. We do not have any material exposure to foreign currency exchange rate risk or commodity risk.

There have been no material changes in market risk from the information provided in our Annual Report on Form 10-K for the year ended December 31, 2019.


Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed in the reports we file under the Securities Exchange Act of 1934 (the "Exchange Act") is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms, and that such information is accumulated and communicated to our management, including our Chief Executive Officer ("CEO") and Chief Financial Officer ("CFO"), as appropriate, to allow timely decisions regarding required financial disclosure.

As of the end of the period covered by this Quarterly Report on Form 10-Q, we carried out an evaluation, under the supervision and with the participation of our management, including our CEO and CFO, of the effectiveness of the design and operation of our disclosure controls and procedures defined under Rules 13a-15(e) and 15d-15(e) under the Exchange Act. Based upon this evaluation, our CEO and CFO concluded that our disclosure controls and procedures were effective as of that date.
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Changes in Internal Control over Financial Reporting

There was no change in our internal control over financial reporting during the third quarter of 2020 that has materially affected, or is reasonably likely to materially affect, the Company’s internal control over financial reporting.

Inherent Limitations on Effectiveness of Controls

The effectiveness of any system of controls and procedures is subject to certain limitations, and, as a result, there can be no assurance that our controls and procedures will detect all errors or fraud. A control system, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the control system will be attained.
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PART II. OTHER INFORMATION

Item 1. Legal Proceedings

We are party to legal proceedings which arise in the ordinary course of business. We believe that the outcome of such matters, individually and in the aggregate, will not have a material adverse effect on our consolidated financial position.

Item 1A. Risk Factors

In addition to the other information set forth in this Quarterly Report on Form 10-Q, you should carefully consider the risks and uncertainties described under the heading “Risk Factors” in Part I, Item 1A of our Annual Report on Form 10-K for the year ended December 31, 2019 (our "2019 Form 10-K"), as updated and supplemented by the below risk factor. The below risk factor updates the risk factor captioned “Severe weather conditions and other catastrophes may result in an increase in the number and amount of claims filed against us.” in our 2019 Form 10-K. These risks and uncertainties are not the only ones facing us. There may be additional risks and uncertainties of which we are currently unaware or currently believe to be immaterial. The occurrence of any of these risks could materially and adversely affect our business, financial condition, liquidity, results of operations and prospects.

Severe weather conditions, catastrophes, pandemics and similar events may adversely affect our business, results of operations and financial condition.

Our business is exposed to the risk of severe weather conditions and other catastrophes. Catastrophes can be caused by various events, including natural events such as severe winter weather, tornadoes, windstorms, earthquakes, hailstorms, severe thunderstorms and fires, and other events such as explosions, war, terrorist attacks and riots. The incidence and severity of catastrophes and severe weather conditions are inherently unpredictable. The extent of losses from catastrophes is a function of the total amount of losses incurred, the number of insureds affected, the frequency and severity of the events, the effectiveness of our catastrophe risk management program and the adequacy of our reinsurance coverage. Insurance companies are not permitted to reserve for a catastrophe until it has occurred. Severe weather conditions and catastrophes can cause losses in our property lines and generally result in both an increase in the number of claims incurred and an increase in the dollar amount of each claim asserted, which may require us to increase our reserves, causing our liquidity and financial condition to deteriorate. In addition, our inability to obtain reinsurance coverage at reasonable rates and in amounts adequate to mitigate the risks associated with severe weather conditions and other catastrophes could have a material adverse effect on our business and results of operations.

Our business is also exposed to the risk of pandemics, outbreaks, public health crises, and geopolitical and social events, and their related effects. On March 11, 2020, the World Health Organization designated COVID-19 as a global pandemic. In response, governmental authorities (including the U.S. federal government, states and localities) have mandated, and continue to introduce, measures to slow the transmission of the virus, including shelter-in-place orders, significant restrictions on travel, limits on gatherings, quarantines and business shutdowns. While to date we have not seen a decrease in the growth rate of our gross written premiums since the beginning of the COVID-19 pandemic and related economic downturn, the COVID-19 situation remains fluid and continues to evolve, and at this time we are unable to determine the ultimate impact of COVID-19 and related economic downturn on our business, financial condition, results of operations and cash flows. While policy terms and conditions in the lines of business written by Kinsale would be expected to preclude coverage for virus-related claims, court decisions and governmental actions may challenge the validity of any exclusions or our interpretation of how such terms and conditions operate. In addition, in response to COVID-19, legislative, regulatory and judicial actions may include,
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but are not limited to, actions prohibiting us from cancelling insurance policies in accordance with our policy terms, ordering us to provide premiums refunds, granting extended grace periods for payment of premiums and providing for extended periods of time to pay past due premiums. We are closely monitoring the impact of the COVID-19 pandemic and related economic downturn on all aspects of our business, including how it will impact premium volume, losses and the fair value of our investment portfolio as well as how it may result in other effects such as the potential for delayed reporting and settlement of claims due to limited access to business locations. During the first quarter of 2020, we experienced a significant decline in the fair value of our investment portfolio due to disruption in the global financial markets associated with COVID-19, which adversely affected our total comprehensive income (loss) for the quarter. Subsequent to the first quarter of 2020, the fair values of our investment portfolio rebounded sharply, gaining back all of the decline in fair value. If the COVID-19 pandemic continues for a significant length of time and measures put in place to stabilize the economy are not effective, or pandemics, outbreaks and other events occur or re-occur, our business, results of operations, financial condition and cash flows may be materially adversely affected.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

None.
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Item 6. Exhibits

	Exhibit
	Description
	

	Number
	
	

	31.1
	Certification of principal executive officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
	

	31.2
	Certification of principal financial officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
	

	32.1*
	Certification of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
	

	32.2*
	Certification of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
	

	
	
	

	101.INS **
	XBRL Instance Document
	

	101.SCH
	XBRL Taxonomy Extension Schema Document
	

	101.CAL
	XBRL Taxonomy Extension Calculation Linkbase Document
	

	101.DEF
	XBRL Taxonomy Extension Definition Linkbase Document
	

	101.LAB
	XBRL Taxonomy Extension Label Linkbase Document
	

	101.PRE
	XBRL Taxonomy Extension Presentation Linkbase Document
	


104 Cover Page Interactive Data File (formatted as Inline XBRL and contained in Exhibit 101)

* This certification is deemed not filed for purposes of section 18 of the Exchange Act, or otherwise subject to the liability of that section, nor shall it be deemed incorporated by reference into any filing under the Securities Act of 1933, as amended, or the Exchange Act.

· The instance document does not appear in the Interactive Data File because its XBRL tags are embedded within the Inline XBRL document
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Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

KINSALE CAPITAL GROUP, INC.


Date: October 29, 2020	By:	/s/ Michael P. Kehoe
[image: ]

Michael P. Kehoe

President and Chief Executive Officer


Date: October 29, 2020	By:	/s/ Bryan P. Petrucelli
[image: ]

Bryan P. Petrucelli
Executive Vice President, Chief Financial Officer and Treasurer
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Exhibit 31.1

CERTIFICATION


I, Michael P. Kehoe, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Kinsale Capital Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f), for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial reporting.

	October 29, 2020
	/s/ Michael P. Kehoe

	
	Michael P. Kehoe

	
	President and Chief Executive Officer

	
	(Principal Executive Officer)



Exhibit 31.2

CERTIFICATION


I, Bryan P. Petrucelli, certify that:

1. I have reviewed this quarterly report on Form 10-Q of Kinsale Capital Group, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f), for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and

5. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financial reporting.

	October 29, 2020
	/s/ Bryan P. Petrucelli

	
	Bryan P. Petrucelli

	
	Executive Vice President, Chief Financial Officer and Treasurer

	
	(Principal Financial Officer)



Exhibit 32.1


CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER

PURSUANT TO 18 U.S.C. SECTION 1350


In connection with the Quarterly Report on Form 10-Q of Kinsale Capital Group, Inc. (the "Company") for the period ended September 30, 2020 as filed with the Securities and Exchange Commission on the date hereof (the "Report"), I, Michael P. Kehoe, President and Chief Executive Officer of the Company, certify pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

	October 29, 2020
	/s/ Michael P. Kehoe

	
	Michael P. Kehoe

	
	President and Chief Executive Officer

	
	(Principal Executive Officer)



Exhibit 32.2


CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER

PURSUANT TO 18 U.S.C. SECTION 1350


In connection with the Quarterly Report on Form 10-Q of Kinsale Capital Group, Inc. (the "Company") for the period ended September 30, 2020 as filed with the Securities and Exchange Commission on the date hereof (the "Report"), I, Bryan P. Petrucelli, Executive Vice President, Chief Financial Officer and Treasurer of the Company, certify pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my knowledge:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

	October 29, 2020
	/s/ Bryan P. Petrucelli

	
	Bryan P. Petrucelli

	
	Executive Vice President, Chief Financial Officer and Treasurer

	
	(Principal Financial Officer)
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