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Overview of the Survey

= Two kinds of analyses were conducted: (1) survey response
analysis and (2) U.S. market analysis.

= Respondents to the 2012 survey included 190 program
administrators and 43 insurers — an increase from the 92
program administrators and 34 insurers from the previous
survey.

= Alist of 950 program administrators was assembled for the
U.S. market analysis.
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Overview of the Survey

= Question topics were designed and reviewed by a committee of
TMPAA member Program Administrators and Catrriers, the
TMPAA Board, Advisen and the New Street Group.

= The online survey was conducted between 16 July and 31
August 2012.

= In analyzing the survey results, participants were segmented
Into three groups based on premium volume.

= Comparisons were made to the prior survey which provided a

baseline of results
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Overall Findings

2011 Survey 2012 Survey Percent Increase
(2010 Business Results) (2011 Business Results)
Estimated Size of the Market - -
$22.6 billion* $24.7 billion 9 percent
Estimated individual
1,900** 2,000 5 percent
programs
Average increase in premium
4 percent 9 percent 5 percent
volume
Average renewal rate
84 percent 84 percent Unchanged

* The original figure reported in the 2011 survey was $17.5 billion. After capturing additional data,
however, the TMPAA and Advisen saw that $22.6 billion is a more accurate presentation of the total
market for that year.

** The original figure reported in the 2011 survey was 1,750 programs. This figure, however, was

adjusted upwards after gathering additional data. m
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Overall Findings

» The program space continues to be a booming business despite
the significant headwinds faced by the overall P&C industry.

= Program administrators and carriers are optimistic about prospects
for future growth.

= There is mismatch in the M&A picture as there are more buyers
than sellers.

» Program administrators and insurers are one in their view that
underwriting profitability is what matters most when establishing a
successful program.
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Program Administrator Results Highlights
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» The program business in the United States is composed of
relatively small firms in terms of the number of employees,
gross written premiums, and number of distinct programs
administered.

= A comparative analysis of these small firms and their larger
counterparts showed distinct differences between small and
large administrators across various areas of their operations.
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= Larger firms also administer the larger programs, while

smaller firms also handle the smaller programs.

Upto $20 Million

$20ta S75 Million

Premiums Administered

Over 575 Million

Size of Program by Size of Administrator
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Size of Program Administered (in millions)
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M average

M 3rd quartile
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=  One-third of the survey respondents hold a premium share of more than

$250 million.

= Interestingly, only 14 percent of the program administrators in the U.S.
Market analysis administer premiums of more than $250 million.

Premium Share - Survey Reponses

H <55 Million

M $5 to $10 Million

i 510to $20 Million

H 520to $30 Million

H $30to $50 Million

M $50to $75 Million

i 575 to $100 Million
5100 to $150 Million
L4 $150to $200 Million

i >$250 Million

Premium Share - Total Market

Administrated Premium Ranges
M <55 Million
H $5to $10 Million
510 to $20 Million
B 520 to $30 Million
i $30to $50 Million
i $50to $75 Million
i $75 to $100 Million
i 5100 to $150 Million
L1 5150 to $200 Million
i >$250 Million
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= The average increase reported for 2011 was 9 percent
compared to 4 percent in 2010.

Percentage Change in Premiums Administered
(2010 vs. 2011)

Downmore than 25%

Down 10% to 25%

Down 1% to 10%

Unchanged
M 2010

Up 1% to 10%
®2011
Up 10% to 25%

Up more than 25%

0% 10% 20% 30% 40% 50%

Percent Change in Premiums

Percent of Administrators Reporting Change
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= Smaller firms have higher renewal rates.

Renewal Rate by Size of Administrator

| |

520 to S75 Million

Over 575 Million

Premiums Administered

Percent of PAs Reporting Renewal Rates

0% 20% 40% 60% 80% 100%

H100%
H91-100%
M 81-90%
H51-80%

M 50% and below
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Ranking Carriers

RankKing of Top 12 Carriers by Count of Responses

Zurich North America W
AmTrust W
ACE Commercial Risk W
Great American Insurance F’_’_I—l
CNA Select Risk W
Argo Group J_’_’—l
XL Programs w
Fireman's Fund Insurance w

Chubb w
Arch Insurance Group P_'_|—l

Lexington Chartis Programs W
QBE Insurance Corporation W
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Ranking Carriers

Excellence as a Program Partner

1
Meadowbrook Insurance Group W

Western World Programs ﬁ

Great American Insurance W
Liberty International Underwriters W
Markel Programs W
Beazley Insurance Company W
Munich Reinsurance America W
Chubb W

Allied World Assurance ﬁ

XL Programs W

Scottsdale Insurance Company ﬁ

Ironshore Inc. ﬁ
ACE Commercial Risk ﬁ

Catlin Group

Carriers

0.0 1.0 2.0 3.0 4.0

Weighted Average by Carrier
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Number of Prospective Accounts e

Gross Written Premiums

Starting the Program (new) |,

Rolling Over the Program {existing)

Endorsing Organization #“

Comparison of Program Success Criteria
(2011 vs. 2012)

1 | | | | | | |

e iting Pty e ——
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o Rate

Market Share

H2012

2011
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Services Offered as Program Administrator

- .
d Marketing M Provided in-house

»

£  Administration

° d d

9 Underwriting EOutsourcg t.0a3r party (e.g. TPA
; or Actuarial firm)

;l'; Loss ccmtrc-l,".,._ M Provided by carrier

° Claims

0 = o

g Actuarial M A combination

>

-

0% 20% 40% 60% 80% 100% M NotProvided

Percent of Who Provides the Service

. Mid-sized and larger firms tend to offer a broader range of services in-
house, particularly actuarial, claims, and control, safety, prevention, and

risk management services.
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Are you planning to acquire other program administrators?

M Yes, within the next year

H Yes, within the next 2 years

M Yes, within the next 2 to 5years
H No, notin the forseeable future

12% M Don'tknow

= The bigger players have a
greater tendency to buy
other program
administrators, while
smaller firms have a
greater propensity to sell.

M&A Picture

Are you considering selling your firm?

 Within the next year

H Within the next 2 years

M In the next 2 to 5years

H No, not in the forseeable future

H Don'tknow
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Propensity to Sell Firm by Size of Administrator
T 1 | | | | |
= upto 520 wilion |
2
2 ]
: _aye
E 520 to S75 Million
3 | M In the next 2 to 5years
E Over $75 Million H No, notin the forseeable future
=
E T T T T T 1
o 0% 20% 40% 60% 80% 100%
o
Percent of Propensityto Sell
Plan to Acquire Other Program Administrators by Size of
Administrator
= 1 | | | | |
% Up to $20 Million
2
£ 520 to S75 Million F H Yes, within the next year
§ M Yes, within the next 2 years
E Over 575 Million M Yes, within the next 2 to 5vyears
= i i i i i | H No, not in the forseeable future
E 0% 20% 40% 60% B80% 100%
o
Percent of Planto Acquire

TARGET >@ MARKETS /r.J ;\ SCOTTSDALE INSURANCE COMPANY Western Heritage AADVISEN 18

Program Administrators Association Insurance Company Insurance Intelligence



-
A Look into IT Practices

Presence of Internal IT Operations

1%

M Yes

H No

= Larger firms tend to
have internal IT
operations.

i Don'tknow

Presence of Internal IT Department Operations by Size of
Administrator

:
Up to $20 Million W
52010 575 Million W
M Yes

Over 575 Million

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

HNo

Premiums
Administered

Percent of Presence of Internal IT Operations

(a

TAI[{GET:@H‘\‘“[ETS /HJ ;\ SCOTTSDALE INSURANCE COMPANY Western Heritage AADVISEN 19

Insurance Company Insurance Intelligence




What kind of online template underwriting system do you use?

4%

22% H In-house developed
H Carrier system
M Third party system
50% H Wholesaler system
1%

M Combination of above

i Don'tknow
10%

13%

(a
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System Capability Preferred by Administrators for Rating,
Quoting and Policy Issuance

4% 1%

4% H Company-built proprietary system.

25%
H Provides the data/rates via an electronic

download/web-servicedownload/web-service.
M Manually enter or utilize a third party vendor

18%

H Combined
M No Preference

15% M Not Applicable

33%

(a

TARGET {@ ) SRICHES /HJ ;\ SCOTTSDALE INSURANCE COMPANY Western Heritage AADVISEN 21

Program Administrators Association Insurance Company Insurance Intelligence



Percentage of Accounts That Come From Applications

3%

3%
1%
3%

4%

7%

Completed Online

1%

52%

HO0to9%
H10%to19%
M 20% to 29%
H30%to39%
M 10% to 49%
i 50% to 59%
i 60% to 69%
M70%to79%
k1 80% to 89%
90% t0100%

i Don'tknow
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» The smaller firms have a greater propensity to invest
In quoting systems, while the larger firms plan to
invest in underwriting and billing systems.

Technology Investments by Size of Administrator

Upto 520 Million

i Quoting systems
M Underwriting Systems
52010 575 Million M Policy distribution systems

M Billing systems

Premiums Administered

Over 575 Million

0% 20% 40% 60% 80% 100%
Percent of Administrators Investing in Technology
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Carrier Results Highlights
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= Building a new program and giving it time to succeed require a
great deal of investment. Selecting the program administrator is
likewise a crucial step. This is why carriers are very selective
about the program administrators they work with.

7
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Number of Distinct Programs Insured

M 10 and below
H11-30

i 30 and above

46%
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Coverage

3% 3%

14%

8%

11%

13%

H All Lines

H Package

M Other

M Professional Liability
14% M Casualty

M GLand Property

i Commercial Auto

i Workers' Compensation

kil Management Liability

14%
i Umbrella/Excess
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= As with the 2011 survey, experience with other programs and longevity in
the business are the top considerations of insurers when partnering with
new program administrators.

Key Considerations When Parthering with PAs on a Program
(2011 vs. 2012)

) | | | | | | |

Experience with other programs ﬁ
.

Existing relationship with your organization # 2012
| H2011

Size of other programs administered #
TMPAA Best Practice Certification w
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What is the threshold premium amount you are
looking for in a new program?

14%

27%

H Below 1 Million

H1-5 Million

i Above 5 Million

59%

(a
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Average Number of Months Needed to Implement a New
Program

.. .. 1 |
Initial Definition W

Internal Approval

Development of rules, rate, application and policy forms W
Filing and approval of rates, rules and form W
Time to receipt of first submission W

Time to first binding
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Time it Takes to Evaluate the Success of a Program

0%

M Immediately
M <1year

i 1to2 years
M 2 to 5 years

61% M > 5vyears

(a
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= As with the previous survey, estimated profitability and strength
of the administrator are the most important considerations in
building a successful program.

1

Important Considerations When Building a Successful Program

(2011 vs. 2012 Survey)

Rate Competitiveness
2012

Marketing

2011

Endorsing Organization #

Factors Consideredin Program
Success

0.0

0.5 1.0 1.5 2.0 2.5 3.0 3.5 4.0

Average Level of Importance

(o)
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Insurers are one with program administrators in the view that
profitability is the most important factor in creating a successful
program.

Comparative Analysis of Program Success Criteria

Underwriting Profitability
Overall Profitability

Program Administrator

Rolling Over the Program {existing)
Gross Written Premium
Commission Rate

Growth Rate

Mumber of Prospective Accounts
Profit Commission

MarketShare

Starting the Program {new)

Endorsing Organization

(2011 vs. 2012 Survey)

0.5 1.0 1.5 2.0

E2012
E 2011

TARGET >@ MARKETS /f;\
SCOTTSDALE INSURANCE COMPANY

Program Administrators Association

(o)

Western Heritage

Insurance Company

ADVISEN ..

Insurance Intelligence




"

How to reach us: Advisen Ltd.
1430 Broadway

8t Floor

New York, NY 10018
www.advisen.com
\Voice: +1.212.897.4800
Fax: +1.212.972.3999
support@advisen.com
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