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2 0 1 4  A n n u a l  R e p o r t



To increase profit and  

shareholder value through our  

deep commitment to excellence  

and innovation. In so doing, we  

make our company a better  

place for our customers to do 

business and our employees  

to work, EVERY DAY.

We are committed to teamwork.  

We are a performance-based 

management company and  

passionate about everything  

that we do.

We conduct our business with  

an uncompromising adherence  

to ethical behavior. We are  

results-oriented and accept  

absolute responsibility for our 

decisions and actions.

p h i l o s o p h y
o u r  t i m e - t e s t e d

m i s s i o n  s tat e m e n t

va l u e s  s tat e m e n t



We will commit to the achievement of all 
goals as stated in the company’s mission, 
values and strategic plan.

We are a team of experts, committed to 
learning something new every day. We are 
insurance professionals,  not just narrow 
product experts.

We are managers, not just technicians. Our 
job is to lead and inspire. We understand 
the outward boundaries  of human power 
and create a culture and environment that 
encourages, recognizes and rewards such 
potential and achievement. 

We are loyal to our mission, values and 
to each other. We are unfailingly loyal to 
our company. We bring objectivity, clarity 
of thought and purpose to our work. We 
come to the table not with any preset 
notion of distrust but rather with an open 
mind. We do not spend intellectual capital 
avoiding blame but instead in finding 
common ground.  

We are unafraid of any act of moral or 
ethical courage, including the decision 
to change, for the better, some unworthy 
pattern of thought or conduct in ourselves. 
We will always take a principled stand, even 
in the face  of adversity.

We measure everything. We can make 
incredible progress and accomplish 
great things if we set clear goals  and 

find appropriate measures that will drive 
progress toward those goals.

We are proponents of the company-as-
family philosophy. We believe that our 
workplace should be reflective  of that 
culture. 

Therefore, we promise to:

• Safeguard and expand the interests 
of our shareholders, co-workers and 
customers. 

• Manage our enterprise in good faith, 
guarding against decisions and behavior 
that advance personal,  narrow ambitions 
as opposed to the overall good of the 
enterprise.

• Take full responsibility for our 
decisions and actions and represent the 
risks and performance of those  within 
our authority accurately and honestly.

• Develop ourselves and those under our 
supervision and management so that we 
and the company  continue to evolve and 
grow.

• Act with the utmost integrity.

• Be responsible to our peers and our 
company to be accountable for allowing 
the principles above to  guide us in all 
that we do. 

v i s i o n  s tat e m e n t
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t e s t
t i m e

s t a n d i n g  t h e

o f

ThE succEss Of A cOmpAnY is not to be measured by 
short-term results. Rather, it is determined only through  

a pervasive, driving force to continuously evolve and improve. 
It is that guiding principle that ultimately shapes our company’s 
performance.

Throughout our 84-year history, we have generally 
outperformed the industry and delivered stable, consistent 
results. Our success is rooted in an accurate understanding of 
both the vagaries and realities of our business. We draw lessons 
from our past as we look to keep moving forward. 

Today we see our best opportunities in the core transportation 
products which are so deeply rooted in our history. This 
wheels business is what we know. It’s where we thrive. These 
products have allowed us to be successful over time and we 
will play to our strengths while continuing to take opportunity 
where it comes.  
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&
While I take inspiration from the 

past... I live for the future.

– Ronald Reagan

The best way to predict the 

future is to create it.

– Peter F. Drucker

c o n n e c t i n g  o u r  p a s t  &  o u r  f u t u r e
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Year ended December 31

     2014        2013        2012

(dollars in thousands, except per share data)

Operating Revenue1 $   277,112 $   267,457 $   253,113

Revenue 292,042 290,972 262,124

Operating income1 (loss) 20,012 21,303 26,062

Net income (loss) 29,717 36,588 31,919

Per share data - diluted:

Operating income (loss) $         1.34 $         1.43 $         1.75

Net gains (losses) on investments 0.64 1.02 0.40

Net income (loss) 1.98 2.45 2.15

Book value 26.67 25.57 23.25

Dividends paid to shareholders 1.00 1.00 1.00

1  operating revenue and operating income exclude net gains or losses on investments.

y e a r  i n  r e v i e w
2 0 1 4
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Ceo
f r o m  t h e

c o m m u n i c a t i o n

DEspITE cOnTInuIng and perhaps 
increasingly difficult market conditions, 
our company had another good year. 

The string of premium records continued and the 
underwriting performance of the company’s core 
products was excellent. 

premium written for 2014 was $382.4 million 
dollars, a new record for the sixth consecutive year, 
representing an almost $13 million increase over 
2013. Earned premium for the year was $261.6 
million, just under a $9 million increase from the 
previous year’s record total. In fact, during 2014 we 
set record written and earned premium levels for 
the six months, nine months and full year, all being 
the highest totals in our company’s history.

As was the case last year, these records were set 
despite our planned withdrawals from the property 
reinsurance market, along with other changes 

based upon our evaluation of the opportunity to 
make an underwriting profit, which remains, as 
always, our number one strategic goal. As Warren 
Buffett famously stated about the insurance 
business: “…while float is valuable, its benefits can 
be drowned by poor underwriting results.” With 
interest rates at historical lows, this admonition 
was never more true than it is today.

As was also the case last year, during 2014 the 
primary drivers of our growth were essentially 
the trucking products that have formed our core 
for so many years, with the addition of public 
transportation and workers’ compensation. As 
always, we set our strategy based on our consistent 
evaluation of the marketplace and our ongoing 
strategic assessment of opportunities that have 
reached their peak as well as those which are 
becoming available to us. 

Our consolidated combined ratio for 2014, including 
fees, was a very good 92.4%, producing $20 million 
of pre-tax underwriting income.     

The property casualty segment produced a 
combined ratio of 92.1% for the year, including 
fees, which was 3 points better than last year and 
a nearly 4-point improvement from 2012. fleet 
transportation’s loss and LAE ratio, while also 
again providing the velocity behind our growth, 
dropped 4.2 points, from a very good 63% to an 
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excellent 58.8%. Over the last two years, this ratio 
has decreased 8 full points.   

Our Reinsurance segment came in at 94.2%,  
with the casualty programs generating excellent 
margins and profit and the property programs  
not producing enough profit to justify the risk, 
mainly due to the increasing supply of capital  
into an already saturated market. This resulted  
in our decision to totally withdraw from all 
property reinsurance markets, both international 
and domestic, with our last policy set to expire  
on July 1, 2015.   

We still have work to do to achieve our strategic 
goals in primary professional Liability and 
personal Auto. We have made some changes in 
the distribution and management teams of both 
products and expect that those will result in 
improved results in the years to come.

Turning to investments, I’m sure followers of our 
industry and company are aware of the anemic 
returns available today in the fixed income market. 
however, after seven years of consistent declines, 
during the fourth quarter of 2014 we finally 
experienced change in a positive direction. Both 
dollars of interest earned and average yields on 
our bond portfolio trended upward. In addition, 
changes in the fixed maturity portfolio mix 
resulted in the average, after-tax yields on bonds 
purchased during the last quarter of the year to 
increase by more than 70 basis points from that 
of maturing securities, which should certainly 
result in additional increases during 2015. This, 
combined with higher dividends received on equity 
holdings, generated pre- and after-tax investment 

income that was up 19% when compared to the 
same period in 2013.

for the full year 2014, while bond interest was 
slightly lower than 2013, higher dividend income 
produced an overall 3% increase in pre-tax and a 
5% increase in after-tax income in comparison to 
the prior year.

Being an optimist, I will cautiously state that it 
appears as if we finally are no longer bumping 
along, but may be truly emerging from, the bottom. 
for sure, our portfolio is absolutely well structured 
to take advantage of what now appears to be likely, 
an upward movement in interest rates.

During 2014, direct trading gains were $7.9 million, 
a significant decline from the $13.6 million realized 
in 2013. however, there is an explanation for that 
decline. In 2013, we made the decision to take some 
gains and sell a portion of our equity portfolio as 
part of a redistribution of our invested assets, which 
resulted in the difference year over year. 

Limited partnerships produced a gain of $7.1 
million for 2014, an approximate 10% return on 
funds invested.

In total, pre-tax realized gains were just under $15 
million, below the $23.5 million generated during 
2013, mainly due to the reinvestment decisions I 
mentioned above. These gains added $0.64 to our 
total earnings per share for the year.

for the year, pre-tax investment income and gains, 
both realized and unrealized, produced $28.2 
million dollars.

During 2014 we set record written and 
earned premium levels for the six months, 
nine months and full year, all being the 

highest totals in our company’s history.
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Operating cash flow for the year was $30.2 
million, lower than last year’s $35.2 million due 
to significant loss payments related to property 
catastrophe losses incurred during the second 
quarter of 2014.

for the year, book value increased by $1.10 per 
share, to $26.67. That increase, along with the 
payment of dividends to shareholders of $1.00 per 
share, provided a total shareholder return of 8.2%. 
This is lower than the excellent total value creation 
of the last two years, 14.3% in 2013 and 12.8% in 
2012. The difference from 2013 is due to lower 
realized and unrealized gains on investments while 
higher operating income and investment gains in 
2012 contributed to the difference from that year. 

During the most recent three-year period (2012, 
2013 and 2014) the compounded total value 
created for our shareholders is 38.1% with nearly 
40% of that value creation being distributed to 
shareholders as cash dividends.

I have had the privilege of working at Baldwin & 
Lyons now for almost 35 years. If an individual 
purchased a share of our stock on 1/2/81, for the 
split adjusted market value of $0.93 per share, he 
or she would have received a total of $19.68 in 
dividends and own a stock worth $26.67 in book 
value today. That equates to an average compound 
rate for the entire period of 12.2%. During 
that same period, the s&p 500 average annual 
compound total return was 11.1%.

since the company’s founding, we have returned a 
total of $421.3 million to shareholders in the form 
of cash dividends and stock repurchases. Just about 
half of this, $210.4 million, has been returned in 
the past 10 years, from 2005 through 2014. ninety-
five percent of that 10-year return, just over $200 
million dollars, has been in cash.  

Related to market conditions, allow me to restate 
my perspective related to our business in general. 
I have been consistent in my expressions of 
caution related to proclamations or conclusions 
regarding macro industry conditions. I continue 

to maintain, especially in this very low-yield 
interest rate environment, that it is extremely 
difficult to do so. This is not only true of the 
industry as a whole but also related to segments 
and products within. factors such as company size, 
risk and volatility tolerance, capital management 
policies, distribution channels, pricing, selection, 
investment philosophy, growth strategy and other 
factors definitely influence results. Therefore, 
relying upon historical cycle management 
strategies, in a world which has changed so rapidly, 
and in which so many significant advantages in 
technology (and therefore access to data) have 

developed, resulting in much quicker and better 
decision making, is not sufficient.  

That said, clearly the industry is still very much 
influenced by supply and demand. Despite the fact 
that we are all trying to predict the future, (with 
the true cost of our products not determined at 
the time of sale and for most of our specific lines 
of business, not until many years out) if there is 
too much capacity, price pressure is inevitably 
downward. At the present time, there is simply too 
much capital searching for a home. There is not 

DuRIng The mosT RecenT 

ThRee-yeaR PeRIoD, The 

comPounDeD ToTal 

value cReaTeD FoR ouR 

shaReholDeRs Is 38.1%, 

WITh neaRly 40% oF 

ThaT value cReaTIon 

beIng DIsTRIbuTeD To 

shaReholDeRs as cash 

DIvIDenDs.
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close to an optimal equilibrium between supply 
and demand. premium writings to surplus (equity), 
the historical measurement of capital adequacy and 
leverage, is at an all-time low. Despite the fact that 
interest rates, and as a result, investment income 
levels, are also at an all-time low, this excess supply 
is continuing to put downward pressure on rates. 
ROEs industry-wide are, therefore, declining. 
V.J. Dowling, an industry analyst, speaking at the 
property casualty Insurance Industry forum in 
January 2015, stated the following: “There was 
approximately an 8% return on equity in a 2% 
interest rate environment; that’s probably not bad…
The underlying results are not nearly as good as 
that 8% would indicate.”

so, in these difficult industry conditions, what 
can our stakeholders expect? for one, as I have 
indicated many times, we have been through 
periods like this before. not exactly the same, as 
interest rates are clearly at historical lows, however 
we have had our share of market turbulence. 
cash flow underwriting, excess capital, naïve 
competition (looking to transportation insurance 
to stimulate growth) and other conditions have 
been headwinds to Baldwin’s growth and/or profit 
during my career. We have and will continue to be 
extremely disciplined underwriters and investors. 
We certainly will continue our relentless focus on 
producing a meaningful margin of underwriting 
profit. We will reserve and invest conservatively. 
We will always be proactive related to market 
conditions and we have most certainly done so, 
adding new products, significantly reducing 
our volatility and increasing the risk/reward 
proposition via the elimination of others. We 
continuously strive for improvement in all areas 
and will continue to set goals which are not limited 
by that which we think we can achieve. We will 
invest in producing a supply chain of talent which 
matches great people to a great culture, engage in 
both a continuous recalibration of pricing models 
and utilize reinsurance wisely and efficiently.  
These will allow us to maintain an extremely strong 
balance sheet, one of the best in the industry, pay 
a handsome dividend and continue to provide very 
attractive total returns to our shareholders over the 
long-term.

I have been in this business for 43 years and our 
industry has changed more in the last five than 
in the entire prior 38. Today, we must be nimble, 
flexible, innovative and efficient. for the last few 
years, we have established a more broad base of 
companies and products, providing opportunities 
for both growth and profit. In 2015, we circle back 
to our roots, via an expansion of the products that 
laid the foundation for the enterprise that a larger 
Baldwin has become. We take great pride in our 
ability to do so, and to do it quickly. Keep in mind 
what I said above, related to the current state of our 
business, which requires dynamic decision-making. 
Today, ours are made in an environment that is 
significantly and rapidly changing, in real time. 
Therefore, our actions are interdependent, based 
upon both our previous decisions and, to a large 
extent, due to events that are outside of our control. 
Our experience over the last few years, preparing 
for and living in just such an environment, has 
created the type of experience that leads to better 
results over time. In the words of sir Winston 
churchill, “To improve is to change; to be perfect is 
to change often.”

Therefore, we must continue to elevate our 
thinking. We must adhere without compromise to 
the principles that are listed in our mission, Values 
and Vision statement. We will strive to minimize 
surprises, even in these difficult times. 

I remain confident and optimistic, mainly due to 
my strong faith in our team, including our Board of 
Directors, the management staff and our incredibly 
loyal and dedicated employees, who are engaged 
daily in the pursuit of profit, truth and excellence. 
my thanks go out to each and every one of them. 

 

Joseph J. DeVito 
cEO, cOO & president
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We should know the 

difference between 

cherishing the lessons  
of the past and living 

in the past; likewise 

the difference between 

being prepared for the 
future and being worried 

about the future.

– Joseph Benziger
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protective Insurance company is licensed in 50 states, puerto Rico and all canadian provinces 
and provides coverage for trucking fleets of all sizes. protective also offers a public transportation 
insurance program that provides comprehensive coverage for charter and tour bus companies, school 
bus contractors and limousine services.

since its founding in 1930, Baldwin & Lyons, Inc. has specialized in marketing and underwriting 
insurance for the transportation industry. Today, Baldwin is a diversified holding company with seven 
different operating entities within its structure.

c O R P O R at e
s t r u c t u r e

Baldwin & Lyons, Inc.

Protective Insurance
Company

Protective Specialty
Insurance Company

Sagamore Insurance
Company Protective Re

B&L Brokerage
Services, Inc. B&L Insurance, Ltd.
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B&L Brokerage services, Inc. markets risk management, safety and loss prevention services, claims 
management and specialized coverages designed to fit the needs of transportation clients. B&L 
Brokerage services consultants have the industry experience necessary to understand clients’ needs and 
add value to their insurance programs.

protective specialty Insurance company, an excess and surplus lines insurer, delivers a broad range of 
sophisticated professional liability risk protection solutions to a wide variety of companies in addition 
to underwriting additional specified property and liability coverages.

sagamore Insurance company is licensed in 49 states and provides private passenger auto insurance 
products, commercial auto coverage to small trucking fleets and artisan contractors and also workers’ 
compensation coverage to small- and medium-sized business owners in a variety of industries via the 
independent agency system.

B&L Insurance, Ltd. is domiciled in Bermuda and provides captive insurance company alternatives 
mainly to customers of the Baldwin group.

B&L Insurance, Ltd.

protective Re fully supports the broker market distribution channel with a team that has strong, long-
standing relationships with intermediaries around the world. As part of the continuing initiative to 
diversify product offerings of the group, protective Re offers casualty treaty reinsurance capacity both 
on a proportional and excess of loss basis for a variety of products.

Baldwin & Lyons operates three domestic property and casualty insurance 

companies that provide both admitted and excess and surplus lines 

platforms, a Bermuda-based captive facility, a fully licensed Canadian 

branch and two brokerage/risk management firms.
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f u l l C i r C l e
c o m i n g

Our core transportation products laid the foundation for our successes early on. As we look to 
the future, we circle back to our roots and continue building on that steady performance.  

To improve is to change; to be perfect is to change often.
– sir Winston churchill
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Record-breaking performance year after year  
demonstrates our solid financial foundation.

wRitteN PRemium

record nine months:

$284.4
mIllIon

record twelve months:

$382.4
mIllIon

record six months:

$189.9
mIllIon

Premium written for the twelve months increased approximately  
$13 million over last year’s previous record writings of $369.5 million.

eaRNeD PRemium

record nine months:

$192.7
mIllIon

$261.6
mIllIon

record six months:

$126.7
mIllIon

Earned premium for the twelve months increased  
nearly $9 million over last year’s then record $252.7 million.

record twelve months:

a  T R a D I T I o n
o f  s u c c e s s
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g i v i n g  B a C k

watch the 
BalDwiN team  
iN actiON
our employees laid foundation, 

put up roof trusses, painted 

siding and more during 

four habitat for humanity 

build days. see the video 

at baldwinandlyons.com/

community.

hours of 
volunteer work95
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b
aldwin & Lyons has a strong commitment 
to being a responsible corporate citizen. 
We take pride in helping develop our 

community and give back to those in need. 

In 2014, we continued our partnership with 
peyton manning children’s hospital at 
st.Vincent. We held a contest for our employees 
to come up with the themes for the next two 
decorated patient rooms. The winners helped 
design their respective rooms and were able to 
attend the dedication ceremonies. The space 
room was dedicated in november and the  
animal room in December. 
 
We also built our third home with habitat for 
humanity of greater Indianapolis. Over the 
course of four build days, our employees helped 
lay the foundation, nail the floors, put up trusses 
and paint siding. The homeowner was handed 
her keys in June. 

Our employees set the standard for giving. We 
are inspired by their passion and the countless 
hours they volunteer to those in need. In 2014, 
40% of employees participated in at least one 
volunteer opportunity. In total, our employees 
logged an estimated 950 hours of volunteer work. 

g i v i n g  B a C k
T o  o u R  c o m m u n I T y

other organizations we support include:

• american Diabetes association

• american heart association

• american Red cross

• back on my Feet

• habitat for humanity of greater 

Indianapolis

• Indiana children’s Wish Fund

• Juvenile Diabetes Research 

Foundation

• meals on Wheels of central Indiana

• national multiple sclerosis society

• Riley hospital for children

• special olympics Indiana

• starfish Initiative

• susan g. Komen central Indiana

• united Way of central Indiana

We focus our giving on:

CHILDREN
& FAMIL IES

MEDICAL
RESEARCHCOMMUNITY

We make a living by what we get but we make a life by what we give.

– sir Winston churchill
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availability of Form 10-K
The Company’s 2014 annual report 
filed with the Securities and Exchange 
Commission on Form 10-K and the 
Company’s Code of Conduct will be sent 
to shareholders without charge upon 
written request to the Investor Contact at 
the corporate address.  These documents, 
along with all other filings with the 
Securities and Exchange Commission, are 
available for review, download or printing 
from the Company’s website.

notice of annual meeting
10:00 a.m. May 12, 2015
111 Congressional Blvd., Suite 500
Carmel, Indiana 46032

Transfer agent and Registrar
Computershare
Middleburg Hts., Ohio

Investor contact
G. Patrick Corydon
pcorydon@baldwinandlyons.com
Fax (317) 715-9610

common stock structure
The Class A and Class B common 
shares have identical rights and 
privileges except that Class B shares 
have no voting rights other than 
on matters for which Indiana law 
requires class voting.

Dividends
Cash dividends have been paid 
quarterly since 1974. The two classes 
of common stock have identical 
dividend rights. The current regular 
quarterly dividend rate is $0.25 per 
share.

Independent auditors
Ernst & Young LLP
Indianapolis, Indiana

corporate headquarters
111 Congressional Blvd., Suite 500
Carmel, Indiana 46032
Phone: (317) 636-9800
Fax: (317) 632-9444
baldwinandlyons.com

Joseph J. Devito • ceo, coo & President

gary W. miller • chairman, board of Directors

g. Patrick corydon • executive vice President & cFo

W. Randall birchfield • executive vice President of sales, marketing & underwriting

craig c. morfas • executive vice President of claims & legal, corporate secretary

James D. Isham • senior vice President of administration

michael b. edwards • Treasurer

stuart D. bilton • aston asset management, llc • chicago, Illinois

Joseph J. Devito • baldwin & lyons, Inc.

otto n. Frenzel Iv • Kauffman engineering, Inc. • Indianapolis, Indiana

gary W. miller • baldwin & lyons, Inc.

John m. o’mara • citi group venture capital (retired) • greenwich, connecticut

Thomas h. Patrick • new vernon capital, llc • chicago, Illinois

John a. Pigott • anixter, Inc. (retired) • Winnetka, Illinois

Kenneth D. sacks • Jmb Insurance agency, Inc. • chicago, Illinois

nathan shapiro • sF Investments, Inc. • chicago, Illinois

norton shapiro • national superior Fur Dressing & Dyeing co., Inc. (retired) • chicago, Illinois

Robert shapiro • emlin cosmetics, Inc. • chicago, Illinois

steven a. shapiro • sF Investments, Inc. • chicago, Illinois

arshad R. Zakaria • new vernon capital, llc • chicago, Illinois

OfficeRs

BOaRD Of DiRectORs
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Success is not final, 
failure is not fatal: it is the 

courage to continue 

that counts.

– sir Winston Churchill



this report is printed on Fsc- and sFi-certified paper made from 
sustainably harvested trees and at least 10% post-consumer waste. 


