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ALIRT INSURANCE RESEARCH, LLC

» Provides private credit analytics on the life, property & casualty, and health industries
 Located in Windsor, CT
* Years in Business: 23

» Principals have worked together providing credit oversight on insurers for the past 30
years

* Produces quarterly financial analyses on approximately 500 Life, 1,700 P&C, and 450
managed care insurers (U.S.); foreign analyses includes Bermuda, Lloyds, and London
Market insurers.

* Analysis generated by running statutory and GAAP financials through a proprietary
model that screens for relative financial strength

» Clients: distributors of insurance products, end users of insurance products, asset
managers, boards of directors, insurers

* Purpose 1: to “get below” the public ratings in order to more accurately determine the
relative financial strength and weakness of insurers

» Purpose 2: Act as the outsourced due diligence staff for our agency/broker clients.




Growth of Fronting Insurers

Fronting Insurance Groups - Entrants Over the Last Decade

2022
2021
2020
2019
2018
2017
2016
2015
2014
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» 13 insurance groups with fronting operations were established over the past 9 years

A\

These involve both de novo insurers and acquisitions, almost always with admitted and E&S capabilities.

» This is part of a broader movement towards specialty commercial insurance over the past decade,
accelerating with the firm/hard market of the past 3-4 years.

» Access to private equity and cheap debt has spurred a number of these start-ups.
» These groups find traction within the program/MGA space given exits or dialing back of traditional insurers
» AM Best liberal with A- ratings out of the block. Capital level and experienced management key.
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Growth of Fronting Insurers

From Trisura Specialty Insurance Company’s 2021 MD&A

> “It is our belief that conditions are favorable for our continued growth ...
From our business activity to date, program administrators welcome our
new capacity as there is currently a lack of carriers and the products and
arrangements currently offered to them by the existing market do not
always meet the needs of their business and clients.”

> “We continue to believe there is a strong supply of highly rated
international reinsurers keen to gain exposure to this business, allowing
the Company to ceded risk on its policies to these reinsurers on

commercially favorable terms. This has been supported by our experience in
the market through 2021.”

»> “We are confident that this platform will continue to generate attractive
stable fee income while maintaining some risk position, limiting

underwriting risk, and aligning our interest with our program distribution
partners and reinsurers.”




Fronting Business: Definition

Fronting is a reinsurance arrangement between a regulated primary (“issuing”)
insurer and a reinsuring entity, often an offshore unauthorized (re)insurer, captive
or unrated (or poorly rated) U.S. insurer.

The fronting arrangement allows entities that cannot underwrite risks in the U.S.
market (either legally or due to inadequate ratings) to access the market. MGAs
and their reinsurance partners are often involved in such fronting arrangements.

The fronting company may either cede all of the risk it underwrites (“pure front”)
or retain some of the risk (“hybrid front”). For this it receives a fronting fee
which is some % of the gross business written (traditionally 5-8%).

Some hybrid fronts have become more active in overseeing/designing MGA
programs (or even owning them); some may even provide platforms to facilitate
programs. Sometimes called “active “ or “platform” fronts.

Importantly, the fronting company — as the insurer named on the
declarations page of the insurance policy — retains legal responsibility to pay
claims even if the reinsuring entity becomes insolvent or refuses to pay.




Fronting Business: Definition

How money flows in Captive Insurance Companies
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Fronting Business: Establishing Cohorts

» Many U.S. and international insurers groups, including subsidiaries of some of
the largest (re)insurance names, may act as fronts on a periodic basis.

» This particular study looks at insurer groups that have a specialty in fronting.
» To determine this we looked at two primary factors:

1. We started with internal lists of fronting insurers from both BMS and
ALIRT.

2. For each candidate we did a web search on “fronting” to see if the insurance
group had a dedicated section on this service.

3. We then took a look at the amount of gross premium reinsured to third-party
entities, with higher cessions often related to fronting activity.




Fronting Insurers — Two Categories

In this presentation we address two Categories of Fronting Insurers:

> National Specialty Group

Y

YVVVVYVYYYVY

Accident Fund Insurance Company of

America (AF Specialty)
AmeriTrust Group (Fosun)

AmTrust/Republic Underwriters

Argonaut/Colony

Core Specialty/StarStone
James River/Falls Lake
Palomar

Markel/State National
Trean/Benchmark

VVVVVVVVVYVYVVYY

» Start-Ups

Accelerant (2 insurers)
Accredited Specialty (1)
Ascot (6)

Clear Blue (3)

Concert Insurance (2)
Everspan/Ambac (3)
Incline (2)

Obsidian (2)
Southlake (2)
Spinnaker (2)

Sutton (2)

Transverse (2)

Trisura (3)




Fronting Insurers Premiums — National Specialty

Fronting Insurers - National Specialty - Direct and Net Premium ($MM - 2021)

1,600
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800
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° United Specialty Technology State National Accident Fund Ins.  Argonaut Ins. Co. Colony Ins.Co.  StarStone Specialty $8°8 billion
Ins. Co. Insurance Co., Inc. Ins. Co., Inc. Co. of America (Argonaut) Ins. Co. Industry = $788
(Markel) (AmTrust) (Markel) (Core) billion

Fronting Insurers - National Specialty - Direct and Net Premium (SMM - 2021) 2021 NPW
1,600
1,400 $6.9 billion
1,200 Industry = $712
1,000 billion
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Benchmark Ins. Co. StarStone National Palomar Specialty Star Ins. Co. Falls Lake National  Falls Lake Fire & Palomar E&S
(Trean) Ins. Co. Ins. Co. (AmeriTrust) Ins. Co. Casualty Co. Ins. Co.
(Core) (James River) (James River)
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Fronting Insurer Premiums — Start-Ups

Fronting Insurers - Start Ups - Direct and Net Premium (2021)
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(Hippo) Co. Ins. Co. Co. Co. Ins. Co.
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2021 DPW

$3.6 billion

Industry = $788
billion

2021 NPW

$0.4 billion

Industry = $712
billion




Fronting Business: Analytical Issues

1. Intercompany Pooling Arrangements

2. Assumption of Underwriting Risk — Pure Front or Hybrid Front

3. Reinsurance
1. Affiliated?
2.  Concentration?
3. Authorized/Unauthorized — Collateral

4. Vetting the Program — How Well Does the Fronting Company Understand
the Risks Being Underwritten?

Importantly, the fronting company — as the insurer named on the declarations

page of the insurance policy — retains legal responsibility to pay claims even if
the reinsuring entity becomes insolvent or refuses to pay.
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Analytical Issue #1: Intercompany Pool

» Is the fronting carrier a member of a retail intercompany pool? There are pluses and
minuses to this: greater geographical and risk diversification, but if one part of a group
suffers masses losses, it can overshadow any “good” program/fronting results.

Accident Fund Insurance Company of America (10166)
Parent Company: Blue Cross and Blue Shield of Michigan

Premiums By Line and By State oy

ALIRT Analysis
CHART DATATAELE INSURER POOL
YE2021 Iij
. Accident Fund Pool
Five Year Trends
MAIC Mame Type* £ DWP (SMM) NWF (SMM) ALIRT Score
vEZ021 | & 10166 |Accident Fund Insurance Company of America & 29 0% 231 1,821 54
= 12177 (Compiiest Insursnce Company A 1.0% 158 0 40
12304 |Acoident Fund General Insurance Company B3 0.0% 414 0 38
12305 Accident Fund Mational Insurance Company A 0.0% 177 0 37
Tear Sheeats 10713 Third Coast Insurance Co. E&S 0.0% 2683 0 MM
28157 LUnited Wisconsin Insurance Company A 0.0% 282 ] ar
1 *Insurer Type: A = Admitted, E&S = Excess & Surplus Lines, RRG = Risk Retention Groups, M = Mixed
VE2021 |, "Mixed" refers to a company that has significant licensure as both an Admitted and Excess & Surplus Lines Insurer.
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Analytical Issue #1: Intercompany Pool

State National Insurance Company, Inc. (12831)
Parent Company: Markel Corporation

ALIRT Analysis Premiums By Line and By State ok

YE2021 | 4, CHART DATATAELE INSURER POOL

. Markel Corp: 5tate National Pool
Five Year Trends

HAIC Hame Type* % DWIP ($MM) NWP [$MM]) ALIRT Score
YE2021 | 4 12821 State Mational Insurance Company, Inc. 30.0% 1,030 Lt} 53
== 12537 United Specialty Insurance Company, 25.0% 1,258 4T 53
22808 National Specialty Insurance Company 15.0% ] 28 52
39540 Independent Specialty Insurance Company 10.0% 201 189 52
Tear Sheets 16551 Superior Specialty Insurance Company 10.0% 15 18 G4
41335 City Mational Insurance Company 5.0% 45 o G4
21296 Pinnacle Mational Insurance Company 5.0% 1 o 832

YE2021 &I *Insurer Type: A = Admitied, E&S = Excess & Surplus Lines, RRG = Risk Retention Groups, M = Mixed

"Mixed™ refers to a company that has significant licensure as both an Admitied and Excess & Surplus Lines Insurer.
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Analytical Issue #1: Intercompany Pool

Republic Underwriters Insurance Company (24538)
Parent Company: AmTrust Financial Semnvices, Inc.

ALIRT Analysis

Leam Maore

Five Year Trends

MSURER POOL

This insurance subsidiary retains no premium a5 part of an infercompany pool, therefore we are unable fo produce & meaningiul ALIRT Analysis for it

Leam Maore

Tear Sheets

Leam Maore

Review Letter

Leam Moare
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Please soe the lead pool writer a5 & credit proxy.
AmTrust U.5. Pool
HAaIC Mams Type* B DAWP (SMM) HWWP [SMM) ALIRT Score
4Z23TE Technology Insurance Company, Inc. =3 55 0% 1,202 1,816 4
25011 Wesco Insurance Company A 22 0% 2,285 S58 T
12278 Security Mational Insurance Company [TxX} A 12.0% 5528 S48 jete]
12712 Developers Surety and Indemnity Company =S 205 23 182 42
15854 A Trust Insurance Company of Kansas A 0.0% 308 (1] PR
12800 AR Insurance Company A 0.0%: 140 ) MM
23140 Associsted Industries Insurance Company, nc. E&S 0.0% 514 ] PR
10409 CorePointe Insurance Company A 0.0% 7 a 54
10258 First Nonprofit Insurance Company A 0.0% 5 ] PR
20527 Heritage Indemnity Company =S 0.0%% G4 [a] MM
378&80 Lancer Insurancs Company of Mew Jersay A O.0% 22 (1] PR
26852 Miford Casualty Insurance Company A 0.0%: 45 0 MM
24533 Republic LUinderwriters Insurance Company A 0.0% 0 ] PR
12481 Eochdale Insurance Company A 0.0% -2 a MM
22885 Sequaois Insurance Company A 0.0%: 88 a MM

“Insurer Type: & = Admitied, E&S = Excess & Surplus Lines, RRG = Risk Retention Groups, M = Mixed

Mixed™ refers to a company that has significant icensure as both an Admitted and Excess & Surplus Lines Insurer.




Analytical Issue #2: Assumption of Risk

» Is the fronting carrier a pure or hybrid front? If hybrid, how much underwriting risk is
being assumed and what are the underwriting results for that assumed risk?

Spectrum Approach To Fronting

Pure Front > >  Traditisal
Hybrid Front Traditional QS A
100% of Up to 50% of 50%-+ of Risk 100% of
Risk Ceded Risk Retained Retained S,
Retained
Fee Only Mix of Fee & U/W earnings +
U/W earnings ceding commissions U/W
Gain/Loss
Only




Analytical Issue #2: Assumption of Risk

N
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ALIRT INSURANCE RESEARCH P&C FINANCIAL STRENGTH RATIOS
Clear Blue Insurance Company
TIER 1 - OPERATIONAL PERFORMANCE
CAPITALIZATION AND LEVERAGE UNDERWRITING PROFITABILITY AND EARNINGS REINSURANCE

RESK wmss UMNAFFILIATED COS. OMLY

TOTAL 5YR. BASED- SURFLUS GROSS MET ACC. YEAR RETURM EL REINS. CEDED AS %

SURFLUS SURPLUS CAPITAL STABILITY PREMILNM ML LO5S EXPENSE COMBINED COMBINED OPERATING ONEARNED DNERSIF- REC! L OF GRO35

YEAR {5 MMS_) GROWTH RATIC TEST LEW LEVERAGE RATIC RATID RATIO RATIC RATIO PREMILUMS ICATION SURPLUS
207 46 B% A0T% 0.0% 276 0.00 NiA /A MiA A MiA MiA 2.0 2311%

2018 48 13% 180% 0.0 704 0.00 NiA /A MiA A MiA MiA 3.0 Gad% 100%

2019 47 T 148% 0. 981 (0060 MiA A BIA A MA MiA 3.0 914% O6%

2020 T2 302% 1980 o.v 604 (0.00) MiA MIA BIA A MA MiA 20 TEE% o8%
2021 108 283% 228 0.7% 487 (0.0 WA M BIA A MiA MiA BIA B01% Qy/

COMMER'L \tmk
LINES COMP. 1,885 28% 245% 25.8% 1.43 » B68% 29% 8% 88% B8T% 11.6% 2.0 30% 13%
. e — - . - e —
ALIRT INSURANCE RESEARCH P&C FINANCIAL STRENGTH RATIOS
Colony Insurance Company
TIER 1 - OPERATIONAL PERFORMANCE
CAPITALIZATION AND LEVERAGE UNDERWRITING PROFITABILITY AND EARNINGS REINZURANCE

RESK TAX UMAFFILIATED COS. OMLY

TOTAL 5YR. BASED- SURFLUS GROSS MNET ACC. YEAR RETURN B REINS. CEDED AS %
SURFLUS SURFLUS CAPITAL STABILITY FPREMILA ML LO53S EXPENSE COMBIMED COMBINED OPERATING ONEARNED DNERSIF- Mﬁﬂs&

YEAR (% MMNS_) GROWTH RATIO TEST LEW LEVERAGE RATID RATIO RATIO RATHD RATIO PREMILME ICATION SURPLUS EM'S
2017 A24 29 180% 27.0% 1.60 087 5T% 3T B% 101% B3 T. % 1.0 T8% 2?".4'\

2018 A4 AT 188% 276 1.68 1.02 B2% 31% 9% B7% BT 11.6%: 1.0 104% 25%

2019 483 51% 160% 28.4% 1.78 1.16 B0% 3% 100% 101% B1% 5.0% 1.0 107% 30%

2020 513 4T% 156% Iz 1.77 1.22 T0% 28% S 100% i B.T% 1.5 114% 30%
2021 GOT Bl 150% 31.8% 1.56 1.10 TT% 28% 105%: 100% Gelr -0.3% BIA 62% .'@’(/

COMMERL \.ﬁ\
LINES COMP. 1,885 28% 245% 25.8% 1.43 » BB% 29% 7% 88% 8T% 11.6% 2.0 30% 13%
—_—




Analytical Issue #3: Reinsurer Counterparties

Reinsurance: Affiliated — Concentration — Authorized/Unauthorized

Clear Blue Ins. Co. - 2021 Reinsurance Ceded

0%

m Authorized U.S. Affiliated

m Authorized U.S. Unaffil.
34%

Authorized Foreign Affiliated
m Authorized Foreign Unaffil.

®m Unauthorized U.S. Affiliated

57%

Unauthorized U.S. Unaffil.

0%

59 m Unauthorized Foreign Affiliated
(o]

m Unauthorized Foreign Unaffil.

108 counterparties, $527 million of premium ceded




Analytical Issue #3: Reinsurer Counterparties

Reinsurance: Concentration? Collateral?

Clear Blue Insurance Company - Reinsurers - 2021

Prem.
Ceded % of Collateral
Largest Counterparties Name S000's Total Total Type
U.S. Unaffiliates Swiss Reinsurance America Corp. 87,375 17%
Frank Winston Crum Ins. Co. 23,092 4% 38,036 Trusts
Digital Advantage Ins. Co. 21,302 4% 7,757 Funds Held, Ceded Balances
General Reins. Corp. 12,417 2%
Renaissance Reins. U.S. Inc. 10,539 2%
U.S. Affiliates Clear Blue Re 10,204 2% 14,567 Trusts, Funds Held, CBs
Foreign Unaffiliates Hannover Ruck SE 11,312 2%
QEO Inc. Cell Ins. Co. 10,327 2% 11,761 Trusts, Funds Held
General Ins. Corp. of India 131,795 25%| 144,399 LOCs
Topsail Reins. SPC, Ltd. 10,741 2% 10,240 LOCs and Trusts
Qatar Reins. Co. Ltd. 92,070 17%| 171,568 LOCs
Arch Reins. Ltd. 12,281 2% 12,448 LOCs
Total 527,304 82%

108 counterparties, $527 million of premium ceded

ALIRT
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Analytical Issue #4: Vetting the Program

Who controls the primary insurance program?
"  Actuarial

»  Underwriting

" Claims Handling

»  Compliance, legal, issuance, etc.

What oversight/audit procedures does the fronting insurer have in place?

What is the relationship between the reinsurer and the fronting company?
= Importantly, how are the proper level of reserves agreed upon?

Is the front auditing the amount and quality of reinsurance recoverable
collateral, 1f required?

Role of new rating DUAESs 1n helping fronting insurers vet their program
partners?




Putting It All Together — ALIRT Analysis
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TIER 2 - INVESTMENT PERFORMANCE

ALIRT INSURANCE RESEARCH P&C FINANCIAL STRENGTH RATIOS
ABC Property Casualty Insurance Company
TIER 1 - OPERATIONAL RISK
F 0 D ER DERWR PROFITAB D - RE] RAMC!
A AFFILIATED COS. OMLY
TOTAL SYR. SURPLUS MNET ACC.YEAR RETURMN ISIMNIES, IN5S. CEDED AS %
SURPLUS  SURPLUS STABILITY PREMIUM LOSS EXPENSE COMBIMED COMBINED OPERATING ONEARNED  DVERG(F- OF GROSS
YEAR [SMNS)  GROWTH TEST LEVERAGE RATIO RATIO RATIO RATIO RATID  PREMIUMS IcAYIo] PREM'S
-5% 52.3% 1.38 TE% 28% 105% 59% 33.2% 25 18%|
2% 58.1% 1.22 117% 31% 149% 123% 3T.T% 30 30%|
2% 53.0% 1.03 TE% 2T% 106% 89% 5.2% 30 15%
6% 60.8% 1.00 94% 29% 124%, 92% 5.2% 35 13%,
69% 54.7% 0.86 B81% 28% 109% 83% 13.3% 119
] B3% 53.1% D.79 B82% 29% 111% 104% 78% 19.3% A,
COMMER'L \‘P /
LINES COMP. 1,235 113% 241% 19.2%| 1.21 0. 54% 27% 92% 92% 75% 2.5% 2.0 3T% 924
TIER 1 - OPERATIONAL RISK (continued) TIER 2 - INVESTMENT RISK
R R R A AND LIGUID R PERFOR
CO n
LG TAIL #0F YRS OF  ONDENEAR ANMUAL MON-INY. MATUR TOTAL
ESERVES! LAST 5 WITH RESER OFERATING UNDERWRIT. % CHANGE UNAFFIL. AFFIL GRADE CMO'S & TRAD GROSS MET YELD  RETURN
TOTAL  RESERVE DEVELOP N\ CASH FLOW  CASH FLOW EARNED TOTAL| STOCKS/ NVEST./ BOMNDS/ OTHER ABS/ BOND YIELD  OMINVEST. OMINVEST.
RESERVES RELEASES TO SURPLUS RATIO RATIO  PREMIUMS uouomy ] SURPLUS  SURPLUS  SURPLUS  SURPLUS (VEARSH ON BONDS ASSETS ASSETS
T9.4% 1 -4, 1% 235.1% 159.2% 08 4% 91%%| 11% 49% 38% B1% 11.61 5.58% 14.41% 3.14%
83.4% 1 38.6% 120.3% 101.4% 2.5% S5%%| T% S52% 21% S4% 12.5 5.33% 5.26% 6.50%
81.8% 1 3.7% 105.9% 12.1% IE% 6% 58% 24% 88% 115 5.24% 4.02% B.24%
1 15.3%| 133.5% 6.5% TI%) 10% 49% 29% 167% 1521 4.89% 6.71% 5.64%|
1 2.4% 121.7% 2.1% B2%, 25% 50% 31% 149% 129 5.58% 5.06% 7.01%
a ] 5.0 100 4% -3.2% MiA 30% 45% 36% A LA A, 5 65% 46734
COMMERL /U/
LINES COMP. 0 0.4%, 141.2% 114.5% 1.8% 141 30% 51% 4% 349 7. 4.31% 4.40% 7.02%
TIER 3 - FINANCIAL RISK - HOLDING COMPANY AMNALYSIS
STRATEGIC VALUE || FAMNANCIAL FLEXIBILITY & LIQUIDITY | LEVERAGE, COVERAGE, AND PROFITABILITY
STATUTORY INS. COL ANMUAL % [ABC Property Gasualty Insurance Gompany
AS A% OF AMNUAL % LiQuID CHANGE ™
TOTAL ORGANIZATION TOTAL CHANGE IN OPERATING STOCK ASSETS AS DEBT/ PRETAX TER 1 OPERRE SRS R PALEE
REWVEMUE TOTAL CASH FLOW/ MARKET VAL S % OF TOTAL EQUITY OPERATING  INTERE
YEAR ASSETS  SURPLUS [EMNS) REVENUE  REVENUE  BOOKWVAL ASSETS RATID EARMINGS COVERAG™
2002 41.0% 54 4% 12,286 -5.9% 8.5% 50.9% 57.0%] 24.4% A
2003 50.5% 57.5%] 11,716 -4.6% 15.0% 50.2% 56.1%] 21.3% A
2004 54.7% T4.0%) 9,930 -15.2% 16.2% 74.4% 60.2%] 24.5% A s
2005] 61.1% 75.3%) 9,862 -0.7% 22.0% 93.6% 54.5%] 18.9% £T% TER 3 sl scor |
2006 63.4% B81.3% 10,376 5.2% 21.7% 112.0% 9.7 22.1% 885 i I T
22007] B7.2% 81.5 9,960 -4.0% 9.5% 105.6% 6592 21.3% -16%
COMMER'L :,j| :’j|
LINES COMP. 5.3% 24.2° 4,439 1.9% 20.0% 123.4% 59.0° 23.0% 7% P

onpanr

“ s Y Y a7

7 coupore

@ @ = ) &
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Putting It All Together — ALIRT Analysis

P& C ALIRT Score Distribution (2002-2021)
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Putting It All Together — ALIRT Analysis

> National Group, Pooled

» Accident Fund Insurance Company of » Core/StarStone
America (AF Specialty) » James River/Falls Lake

» AmeriTrust Group (Fosun) » Markel/State National

» AmTrust/Republic Underwriters » Palomar

» Argonaut/Colony » Trean/Benchmark

Fronting Insurers - National Specialty - 2021 ALIRT Score

State ALIRT United Palomar Accident StarStone Benchmark StarStone Technology Argonaut PalomarE&S Star Ins. Co. Colony Falls Lake Falls Lake Fire
National Ins. Commercial Specialty Ins. Specialty Ins. Fund Ins. Co. National Ins. Ins.Co.  Specialty Ins. Insurance Co., Insurance Co.  Ins. Co. (AmeriTrust) Insurance Co. National Ins. & Casualty
Co., Inc. Lines Co. Co. of America Co. (Core) (Trean) Co. (Core) Inc. (Argonaut) Co.(James Co.(James
(Markel) Composite (Markel) (AmTrust) River) River)
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Putting It All Together — ALIRT Analysis

Fronting Insurers - Start Ups - 2021 ALIRT Score

70
60
50
40
30
20
Trisura Ins. Co. ALIRT Comm'l Transverse Incline Casualty Trisura Specialty Incline National  Sutton National ConcertlIns.Co. Spinnaker Ins.Co. Sutton Specialty
Lines Composite Specialty Lines Ins. Co. Ins. Co. Ins. Co. Ins. Co. (Hippo) Ins. Co.
Co.
Fronting Insurers - Start Ups - 2021 ALIRT Score
70
60
50
40
30
20
Obsidian Ins. Co. Transverse Ins. Accelerant Ascot Specialty Obsidian Ascot Insurance Everspan Accelerant Accredited  Clear Blue Spec. Clear Blue Ins.
Co. National Ins. Co. Ins. Co. Specialty Ins. Co. Co. Indemnity Ins. Specialty Ins. Co. Specialty Ins. Co. Co.
Co. (Ambac) Ins. Co.
(R&Q)
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Start-Ups

Accelerant (2 insurers)
Accredited Specialty (1)
Ascot (2)

Clear Blue (2)

Concert Insurance (2)
Everspan/Ambac (2)
Incline (2)

Obsidian (2)
Southlake (2)
Spinnaker (2)

Sutton Nat’l (2)
Transverse (2)

Trisura (3)
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Putting It All Together — ALIRT Analysis
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ALIRT INSURANCE RESEARCH P&C FINANCIAL STRENGTH RATIOS
Trisura Specialty Insurance Company

TIER 1 - OPERATIONAL PERFORMANCE

CAPITALIZATION AND LEVERAGE UNDERWRITING PROFITABILITY AND EARNINGS REINSURANCE
RISK PRETAX LINAFFILIBPED COBNQMLY
TOTAL 5YR. BASED-  SURPLUS = N ACC. YEAR ETU BUSINESS INS. CEDED AW
SURPLUS URPLUS  CAPITAL  STABILITY PRE, PREMILM COMBINED  COMBINED OPERATING /DNEARNED WVERSIF.-| REZOVER! OF GRO
YE (5 MNS.} OWTH RATIO TEST | LEVHRAGE LEVERAGE RATIO RATIC RAT PREMIUMS: ATION RPLUS PREM'S
2007 45 MNIA HIGH 0.1% 0.00 0.00 NiA A MiA A 1) NiA MiA 0% NIA,
208 51 A 2340% 0.6% 082 0.04 63% B6% 128% 128% Hh 34.4% 1.5 8% B5%
»
2009 &0 MNIA T20% 1 2% 287 0.16 B5% 0% Ta% 4% g " 46.6% 25 1768% 04%
2020 116 A 491% 3.5% 4.06 014 TE% -26% S3% 52% T T4.2% a0 321% B3%
202 127 MIA 204% 6.2% 580 0.38 B4% -12% T2% 61% SN 50.5% MIA S46% 91?’7/
COMMER'L \“am/
LINES COMP. 28% 245% 25.8% 143 7T \ 9% % 88% 8T% 11.6% 2.0 3 13%
TIER 1 - OPERATIONAL\PEQORMANCE (continued) \ TIER 2 - INVESTMENT PERFORMANCE
RESERVES “\REVEMNUE VITALITY AND LIQUIDITY N INVESTMENT RISKS: INVESTMENT RERFORMANCE
COMML WEIGHTED
LONG-TAIL #OF YRS. OF ONE YEAR ANNUAL NON-INY. MATURITY TOTAL
RESERVES/ LASTSWITH RESERVE| OPERATING UNDERW % CHANGE AFFIL. GRADE TRAD. GROSS ETYELD RETURN
TOTAL RESERVE DEVELOP.| CASHFLOW CASH FLOW EARMNED TOTAL| STOCKS! INVEST. BONDS/ MBS & ABS/ BOMDS YIELD N INVEST. ON INVEST.
YEAR | RESERVES RELEASES IO SURPLUS RATIO RATIO PRI MS  LouDmy | surPLus RPLUS  SURPLUS  SURPLUS (YEARS)| ON BONDS ASSETS  ASSETS
2017 A o 0.0% 12.5% 0.0% MY 0% 0% 0% 7.50 Mis A
2018 B3.2% i] 0.0% 249.1% 162.0% N 0% 0% 0% 314 2.50% 220%
2019 G8.6% 1 0.0% 330.6% 2B9.8% G656 5% F33T% 0% 15% 1% 0% 347 2.20% 1097%
2020 G4.1% i 0.0% 262.1% 2250% 202 5% BOB% % 3% 5% 0% 33z T 1.95% 4.48%
2021 A i 2.4% NA A T2.8% TOGEY 23% 8% 0% 517 TN % 1.68% 284%
COMMER'L
LINES COMP. B2.5% 5 £0.7% 134.9% 118.3% 10.2% 125% 20% 40% 12% 42% 692 1% 3.22% 5.73%
TIER 3 - GROUP PERFORMANCE - HOLDING COMPANY ANALYSIS \\ TIER 4/ SIZE & RATINGS
COMPANY AS % OF GROUH REVEMUES & LIGLIDITY LEVERAGE. COVERAGE, AND PROFITABRTY
" IN § MNS.
L . 4
STATUTORY INS. CO. ANNUAL % CAPITAL &
AS A% OF ANNUAL % LIoUID CHANGE IN SURPLUS
TOTAL ORGANIZATION TOTAL CHANGEIN OPERATING STOCK ASSETS AS DEET/ PRETAX PRETAX i
REVEMUE TOTAL CASH FLOW/MARKET VAL % OF TOTAL EQUITY OPERATING  INTEREST OPERATING ouT)
YEAR ASSETS  SURPLUS (5MNS) REVENUE REVENUE BOOK VAL ASSETS RATIO EARNINGS COWERAGE ROE/ PAREN
2017 100.0% 100.0% ] NIA, -517_8% MNIA 09.0% 0.0% NIA, NIA N 48
2018 100.0% 100.0% 2 1354.7% 104.3% MNIA 76.3% 0.0% NIA, NIA 0.1% 2 1 7 ]
2019 100.0% 100.0% 7 246 6% 170.5% MIA 62 2% 0.0% 5270% W& 3.8% 1 5 135 30
2020 100.0% 100.0% 18 168.2% 100.4% MIA 42 5% 0.0% 454% NA 13.6% 22 [ 243 25
2021 100.0% 100.0% 30 68.4% 212.2% MNIA 42.4% 0.0% 33% NIA 13.8% 49 27 3 (1)
COMMER'L \”_/‘/
LINES COMP. 4.2% 24.1% 11,163 13.0% 21.1% 130.6% 55.6% 28.4% 3% 131 17.6% 1, J26 5245\ (10,768)

Industry Surplus, Asset Size, Business Dwersification, And Tier 3 Measures Are Medians For The 100 Insurers (And P&C Groups) In The ALIRT Compaosite.

N




Conclusions

» While not new, the fronting model has become more popular over the past decade
with over a dozen entrants. This is part of a larger growth trend among specialty
commercial insurers.

» We differentiate between two classes of fronts: those insurers (generally larger
commercial specialty groups) in which fronting 1s a niche business versus those (“true
fronts”) where fronting is the core business.

» Properly analyzing the financial profile of a fronting insurer necessitates looking at
four key factors: is the fronted business part of a larger group pooling arrangement, is
the fronting company taking on any underwriting risk, are the reinsurance
recoverables secure, and how well is the fronted insurance program being vetted.

» Importantly, the fronting company — as the insurer named on the declarations page

of the insurance policy — retains legal responsibility to pay claims even if the
reinsuring entity becomes insolvent or refuses to pay.
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