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Executive Summary

Aviation

Although tragic airline losses have dominated aviation insurance results over the past year, these
catastrophic losses have not yet had a negative impact on pricing or capacity in the aviation
insurance market. The reinsurance market continues to soften, competition is driving down rates
on desirable classes of assets and 200%+ capacity is currently available. We expect a push back
on rates in Q2 2015, but no real traction as over capacity and competition for market share
continues to drive the rating.

Benefits Consulting

The cost of healthcare has continued to increase at a rate of approximately 4 percent to 5 percent
year over year on a national basis. The majority of the focus for employers is on health coverage,
especially for those with over 1,000 employees as they typically self-insure. The majority of the
impact from ACA has been to increase premiums for the individual and small employer market. To
offset the rising costs, employers have moved aggressively to high-deductible plans and have
investigated private exchanges. Future increases in health care spending will continue and the
future viability of private exchanges is uncertain at this point.

Casualty

In the fourth quarter of 2014, we observed flat to moderate rate increases for Workers
Compensation, General Liability and Automobile Liability lines of coverage when renewed with an
incumbent market. There was a slight uptick in Umbrella and Excess Liability market capacity with
some new entrants in the Bermuda and London markets. Global capacity remains in excess of
$1 billion.

Healthcare

The persistent softness of the market continues to challenge medical professional liability insurers
despite record profits and low loss ratios. To remain competitive, markets have been forced to
decrease rates and premiums. There is an abundance of capacity in the marketplace with new
market entrants, as well as a willingness of current markets to expand their capacity. The record
high reinsurance capital and stable to weak growth in reinsurance demand has driven, and will
continue to drive, softening in the global reinsurance market for medical professional liability. The
competitive market environment is expected to continue throughout 2015, driven primarily by
surplus capacity, with pricing stable to slightly decreased in most venues.

Management Risk

An abundance of capacity and new market entrants have created competition in the Directors &
Officers Liability space, driving overall D&O pricing lower over the last year or so, with the trend
continuing in to 2015. The Employment Practices Liability, Fiduciary Liability, Commercial Crime
and Financial Institution Bond markets continue to remain stable. We expect market and pricing
trends to continue. Premium increases, increases in retentions and certain coverage limitations are
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expected in the Retail, Healthcare, Financial Institution and Higher Education industry segments as
carriers seek to manage and limit their exposure and price for it as adequately as they can.

Marine Cargo & Hull and Liability

The marine cargo marketplace remains soft. Coverage terms are extremely broad with most, if not
all, markets agreeing to broker manuscript policy forms. We fully expect the soft market trend to
continue (at least until interest rates rise), which could potentially curtail some of the alternative
capital flowing into insurance markets. Generally, underwriting results in the marine insurance
market are less than satisfactory. Coverage conditions for Marine Hull and Marine Liability remain
mostly unchanged. Our forecast for the foreseeable future is a continued soft market with rate
reductions continuing on loss free accounts.

Property

Capacity is plentiful and increasing with several new markets opening up or expanding their
offerings. We are seeing a growing Capital market presence in vehicles like cat bonds, side cars
and other Insurance Linked Securities, which are adding to the overall surplus available
as reinsurance vehicles to the primary insurance writers. Given the low interest rate environment,
insurance companies continue to produce steady returns for investors on a moderate to low
risk basis.

Surety

New companies continue to enter the market; Reinsurance continues to be a buyers’ market;
Competition in certain sectors of the market continues to put pressure on rates. The surety
industry will face some major challenges in 2015. Fortunately the industry as a whole is positioned
to meet underwriting losses due to strong balance sheets and spread of risk via multi company
participation and the judicious use of reinsurance. We continue to believe that there will be
increased M&A activity in the surety space in 2015.

Transportation and Logistics

Generally, most Logistics Liability policies renewed flat or with rate decreases. Customs Bonds
pricing has remained flat. Rates remained flat, but premiums have slightly increased with volume
increases by U.S. based forwarders. Pricing should remain flat for both Logistics Liability policies
and Customs Bonds.
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Industry Overview

Working with our partner, ALIRT, we offer a macro overview of the Property & Casualty marketplace.

The “Big Picture”

The U.S. property and casualty industry’s operating and underwriting results deteriorated in 2014
as storm related losses adversely affected results, partly offsetting the effects of substantial, but
declining reserve releases.

Featured Commercial Lines Carriers
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1. ALIRT's scoring range s zeroto 100, with a higher score representing stronger relative financial
strength/performance.

2_The blue shaded areainthe chart to the left represents the average ‘solvent company” Score range (39 — 61) within
ALIRT's Model.

3. The historical average Score for ALIRT's P&C carrier universe is 50, represented by the green line on the chart to
the leftt
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Positive Developments
e _ Commercial Lines pricing still e Shareholder dividends and capital returned
increasing, but is losing momentum. to holding companies declined.
e The industry again generated net e These factors led to further growth in
capital gains in 2014. surplus for the industry in 2014.

ALIRT P&C Composite Commercial Lines Pricing
Underwriting Performance Weighted Average of CIAB, CLIPS & Market Scout Surveys

ALIRT P&C Composite
Undemr'rting Results

2010 201 2012 2014

ombined Ratio =8-AY Combined Ratio

2014 accidentyear UM results deteriorated somewhatdueto

weather related losses. The 2014 reported combined ratio also The rate of increase in Commercial Lines rates confinues to
deteriorated, but again beneftted from reserve releases (which slow.
are moderating).

Negative Developments

e Premium growth (both net and direct) remained fairly low in 2014.

e The industry operating profit declined in 2014 despite continued reserve releases
(which are shrinking).

ALIRT P&C Composite

ALIRT Commercial and Personal Lines Composite Indexes Direct Premium Growth

ALIRT P&C Composite
% Change in Direct Premiums Written

ALIRT P&C Composite Index (for Commercial & PersonalLines)

2013 2014

2014 ALIRT P&C Composite Index tracks industry financial performance, Growth in direct premiums written has slowed due to easing
broken down by business type — personal or commercial lines price increases, but also modest exposure unit growth in the
predominant companies. Industry performance is currently robust, slowly recovering economy.

reflecting a strong financial profile.
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Aviation

Overview

Despite the recent number of Airline losses, aviation remains one of the safest forms of travel with
over 87,000 aircraft flights daily in the U.S. alone. The overall safety record of the industry and
the standards imposed by the FAA (and similar regulatory bodies outside the U.S.), as well those
developed by industry groups such as the International Air Transport Association, give underwriters
of aviation insurance a high degree of comfort regarding the risks of loss associated with
aviation operations.

While airline risks and losses garner a lot of media attention, aviation insurance encompasses a
wide range of risks including aircraft operations of many types, manufacturing and even satellite
and spacecraft risks. Most underwriters do not limit themselves to one narrow aspect of aviation
risk and, therefore, have a spread of risks in their portfolio.

Therefore, although tragic airline losses have dominated aviation insurance results over the past
year, these catastrophic losses have not yet had a negative impact on pricing or capacity in the
aviation insurance market to date.

Pricing & Capacity Overview

Recent airline losses have impacted a wide number of aviation markets and raised concerns about
reserves levels and practices. However, despite these large losses into the industry in 2014, and
$300MM in reserve anticipated for the airline loss in Q1 of 2015, the soft rate trend continues into
2015 for several reasons:

The past two years were relatively quiet from a “CAT” perspective in other market classes
(property, etc.).

Capacity is plentiful and continues to grow as new entrants move into the aviation space and many
insurers look to write larger lines to maintain premium level in the face of falling rates.

e Capacity currently available: 200%+
e Carriers are hungry for new business and competition is driving down rates on desirable classes
of business/accounts.

e The reinsurance market, which is a leading indicator of the direct insurance market, continues
to soften due to an influx of alternative capital from pension funds, etc.

Forecast

Depending upon the continued loss trend, we expect a push back on rates in Q2 2015, but no real
traction as over capacity and competition for market share continues to drive the rating. Any
expectation for a hardening of the market would be precipitated by consolidation of markets and a
significant reduction in the available capacity.
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Benefits Consulting

Coverage Overview

The majority of the focus for employers is on health coverage. Most employers with over 1,000
employees self-insure their health coverage and may or may not purchase reinsurance to provide
some stop loss coverage for large individual claims. In 2014, the average cost for coverage for a
family of four was $23,215 according to Milliman. This was up 5.4 percent year over year and was
the lowest annual increase since 2002. Future increases in health care spending will continue but
may be influenced by other factors such as:

e The economy

e Supply and demand influences

e Healthcare provider engagement in cost control
e Specialty pharmacy

e Transparency

As the marketplace pushes forward to develop understanding and achieve compliance with the
latest phase of reporting and plan design requirements mandated by the Affordable Care Act (ACA)
regulations, there is a growing demand for independent collaborative consulting capabilities. Major
health insurance underwriters such as Anthem Blue Cross, Cigna HealthCare, United HealthCare,
Aetna HealthCare and scores of regional health insurers are striving to develop and deliver a
broader array of products, plan design options and choice to consumers. The marketplace is
working at a furious pace in an attempt to keep up with this demand for faster, better solutions.
Employers are also seeking aggressive, hands-on ACA compliance and reporting consulting
services. As a result, the opportunity to deliver custom, highly focused consulting services and
alternative risk transfer solutions has dramatically escalated.

Pricing Overview

Although the trend of increase to deliver high quality health care has slowed, the cost of healthcare
has continued to increase at a rate of approximately 4 percent to 5 percent year over year on a
national basis.

The ACA requires employers with more than 100 eligible employees (more than 50 in 2016) to
offer affordable health insurance; otherwise, they face penalties for not offering coverage. The act
has done little to control costs for large employers. The majority of the impact from ACA has been
to increase premiums for the individual and small employer market.

To offset the rising costs, employers have moved aggressively to high-deductible plans and have
shifted more of the cost through payroll deductions. On average, employees now contribute 42
percent of the total cost of care through payroll contributions and out of pocket costs (deductibles
and coinsurance). This equates to $9,695 for a family of four and is a 2.9 percent increase year
over year.
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Pharmacy spend continues to increase at a dramatic rate in the high to mid-teens after annual
increases in the 20 percent to 22 percent range. One of the drivers impacting this trend in recent
years is the fact that the cost of many medical procedures can now be shifted to pharmacy spend.
Many new drugs continue to enter the market. There are 1,258 new specialty drugs currently in the
developmental pipeline targeting over 300 diseases. The average cost of a specialty drug is now
$1,500 per month. According to a study by Drug Channels Institute, half of generic drugs studied
had a significant rise in acquisition cost with a median increase of 11.8 percent during the period of
July 2013 to July 2014. While some of this inflation in generic drugs is due to shortage in raw
materials, the inflation is also attributed to manufacturers entering and exiting the market.

These trend of increase factors are forcing plan sponsors to invest more time and resources in
much greater strategic collaboration requiring true consultancy. We do not foresee this level of
increase in expense dropping dramatically over these next few years.

Market Developments

A hot topic in the marketplace is private exchanges. The term “private exchange” is loosely used to
describe a marketplace offering of benefits using a consultant’s technology platform to enroll
employees into coverage. The idea of an exchange is to pre-determine several options for
employees to choose from and give them a defined amount of subsidies to purchase their benefits
from the options available. This has resulted in clients being offered a product that has already
been built.

According to several industry analysts, larger employers who self-fund their medical plans and
have managed their medical expenses efficiently will find little to no upside in financial value by
moving to a private exchange. The current sentiment amongst many employers is that the
consulting firms have lost their objectivity as a true consultant and are now seen as selling pre-
packaged products. This represents an opportunity for those consulting firms who choose not to
build their own exchanges and remain independent and objective.

The future viability of exchanges is uncertain at this point. Most of the consulting firms that have
built private exchanges have not achieved their targeted enrollment, which places greater pressure
on them to sell the idea to their clients. Certain industry groups such as restaurants, hotels and
retailers are the most likely candidates for private exchanges since they have relatively high
employee turnover and have generally tended to offer less rich benefit packages compared to other
industries. They see private exchanges as a step towards being less involved in the benefits
offering. Unlike retiree medical coverage, which most employers no longer provide, offering a
private exchange to active employees is not a way for employers to effectively get out of the
requirement to offer benefits. The employer is still considered the plan sponsor and fiduciary of
the plan.
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Forecast

As we look to the second half of 2015 and out into 2016, it will be a time of continued significant
change and turmoil in the health insurance marketplace. Insurance carriers are being pushed to
deliver more creative options to allow Employer/Plan Sponsors to be in a position to have the
ability to meet their mandated Benefit Plan Design and Premium Safe Harbor requirements as
required by the Affordable Care Act. Fierce marketplace pressure is creating a dramatic drain on
insurance company internal resources. This convergence of increased service and pricing pressure
should result in continued mergers and acquisitions among health insurance carriers. In particular,
we anticipate the acquisition of smaller regional players by major health insurance carriers such as
United HealthCare and Aetna HealthCare. We also anticipate that major health insurance
companies will look to acquire, or aggressively partner with, well managed, effective “Population
Management” or “Wellness” vendors who can effectively deliver a strategic vertical integration to
better deliver the type of effective disease management that allows the Employer/Plan Sponsor to
deliver the most cost effective health plan possible.

Engaged employers are now finding themselves forced into a coaching, communication and
advocacy role for their employees and their eligible dependents as the financial stakes have
increased in such dramatic fashion. The committed Employer/Health Plan Sponsor who can
improve, maintain control and aggressively manage this process will enjoy a significant financial
advantage over their competitors. We anticipate that the next two to three years will see an
unprecedented amount of change in our industry. Non-traditional vendors such as Walmart, Costco
and Walgreens may very well come to have a prominent position in the delivery of primary care
medicine. Traditional providers of health care service will look for alternate ways to deliver more
strategic and sustainable cost effective solutions. The landscape of health care may look much
different by the year 2020.

Integro 1Q 2015 State of the Marketplace Report | ©Integro USA Inc. 2015 8



STATE OF THE MARKETPLACE:

1Q 2015

Casualty

Premium Overview

Coverages Rate change Q4, 2014 Rate change Q1, 2015
Workers Compensation +.7% Flat to slight increase
General Liability -.4% Flat

Automobile Liability +.4% Flat

Workers Compensation, General Liability and Automobile Liability

In the fourth quarter of 2014, we observed flat to minimal rate increases for Workers
Compensation, General Liability and Automobile Liability lines of coverage when renewed with an
incumbent market. If a primary casualty program was put out to competitive bid, slight rate
decreases were obtained. For loss sensitive programs, underwriters continued their efforts to push
for optimal retentions/deductibles.

On January 12, 2015 President Barack Obama signed H.R. 26, the Terrorism Risk Insurance
Program Reauthorization Act of 2015 (TRIPRA 2015), into law. Many markets were not fully
prepared for the potential expiration of TRIPRA and are just now cleaning up their policy language.
With TRIPRA 2015 now enacted into law we recommend a close review of Workers Compensation
policies to make sure any conditional terrorism exclusion is deleted and declared null and void.

Umbrella and Excess Liability

There was a slight uptick in market capacity with some new entrants in the Bermuda and London
markets. As with the fourth quarter of 2014, there were moderate rate increases for the more
volatile classes of business. For those accounts in the softer categories, competition resulted in
rate decreases. This trend continued in the first quarter of 2015. Underwriters continue to look to
ventilate their capacity throughout a tower.

Capacity Overview

As with the property marketplace, global capacity is plentiful with new entrants boosting the
supply, which remains in excess of $1 billion.

Forecast

We note that as of Q4 2014, the Workers Compensation combined ratio was 96%, which is only the
second time in 20 years it was below 100%. Provided that this trend continues, it should have a
positive impact on Workers Compensation rates going forward.

Developing topics to watch:

e Workers Compensation and Contingent Liability exposure when employees use Uber and
AirBNB for business travel

e Medical marijuana in the workplace

e Expanding use of drones in company operations
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Healthcare

Marketplace Overview

Heavy competition and abundant capital has driven a softening in the market with rates decreasing
for the past several years, despite an increase in the severity of incurred losses since 2010.
Competition has compelled companies to compete in new markets as they deploy capital and
diversify exposure.

A shifting regulatory and judicial environment is expected to impact loss frequency and severity for
insurers. The Affordable Care Act will drive an increase in the demand for medical services as
millions of U.S. citizens are purchasing health insurance, many of whom have not previously
received preventative care. Medical resources will be strained with the influx of new patients into
the system, which has the potential to lead to missed diagnoses, medical errors, and lawsuits.

As the risk of claim frequency rises, medical providers and healthcare systems are faced with a
potential rise in multi-million dollar lawsuits.

The movement of physicians from private practice into hospitals and other large institutions will
continue in 2015. Traditional physician insurance companies continue to lose market share to
captive insurance companies and Risk Retention Groups.

Commercial insurers face the threat of lower investment returns, negatively impacting their profit
margins. Companies are investing the funds from maturing bonds into new bonds at lower rates,
thus reducing investment income. These lower investment yields put pressure on insurers to write
business at rates that ensure underwriting profits while battling fierce competition from
new capacity.

While the expectation is that these profit margins will continue to decline, it is difficult to predict
the severity of this drop. A moderate reduction in profits could reduce competition, but more than
likely will not compel major changes to the medical professional liability industry; however, if
conditions deteriorate to the point that it causes peak losses, some companies may be forced to
withdraw from the market or from certain segments of the market.

Managed Care E&O

Managed Care Organization E&O is a growing area of exposure. The exposure of large health
insurers is a recognized field, but new exposures are developing within healthcare systems and
large physician groups as they grow in complexity. These structures are forming Accountable Care
Organizations and their own insurance companies to write health benefits, and participating in
contracts with insurance companies in which providers assume expanded responsibility for disease
management, enrollee tracking and management, and advisory services to outside practices.
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Underwriters are concerned about current or future claims alleging:

e Anti-trust
e Design and/or administration of cost control systems (incentives, quotas, etc.)

e Down coding (insufficient revenue to providers) and allegations of deliberate slow
reimbursement

e Civil rights actions from patients denied care
e Allegations of miscalculation of medical expense ratios

Capacity from insurers that typically specialize in MCO E&O continues largely unchanged from
2014. A significant exception is that Umbrella underwriters are increasingly willing to provide
excess coverage, although the coverage is less robust than MCO E&O policies.

Premium rates are stable, and follow the increase or decrease in exposures, absent a compelling
claim or change in risk profile.

Medical Stop Loss

As of January 1, 2015, the medical stop loss market has shown relatively minimal changes in
market dynamics from last year.

The market continues to be soft, presenting the insurance and reinsurance industry with continued
challenges and opportunities for innovation. A few ongoing trends and updates to note in regards
to the Medical market in general and the Provider Stop Loss and Employer Stop Loss markets are:

e There is lingering uncertainty about newly insureds:

— During 2015 open enrollment, nearly 11.7 million Americans have selected plans or
were automatically reenrolled in coverage through exchanges.

— Claims are expected to continue to increase in frequency and severity.

— Reinsurer responses to exchange lives have varied from surcharges and additional rate
factors based upon geography, to absolute exclusion.

e Markets continue to monitor 2014 results and trends to better understand exchange lives.

e An increasing number of catastrophic claims in Commercial, Medicare, and Medicaid lines of
business are appearing.

e Health insurers are experiencing more regulatory pressure on premiums and medical
loss ratios.
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Forecast

The persistent softness of the market continues to present challenges to medical professional
liability insurers despite record profits and low loss ratios. In order to remain competitive, markets
have been forced to decrease rates and premiums. This accommodation, driven by external forces,
may prove to be short sighted if loss development escalates in future years. There is an abundance
of capacity in the marketplace with new market entrants, as well as the willingness of current
markets to expand their capacity. This capacity continues to exert pressure on medical professional
liability insurers to keep insurance premiums low in order to retain clients.

Another challenge facing the marketplace is the regulatory and judicial environment with the
evolving nature of tort reform and the implementation of the Affordable Care Act. Combined with
the influx of patients into the healthcare system, these changes may drive up loss frequency and
severity for insurers with the influx of patients into the healthcare system.

Medical professional liability insurers continue to see the movement of physicians from private
practice to hospitals and other large institutions, most of whom self-insure their liability exposures,
often for smaller overall premium than the individual physicians paid to their commercial
physician carrier.

The record high reinsurance capital and stable to weak growth in reinsurance demand has driven,
and will continue to drive, softening in the global reinsurance market for medical professional
liability. The competitive market environment is expected to continue throughout 2015, driven
primarily by surplus capacity, with pricing stable to slightly decreased in most venues.
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Management Risk

e Directors & Officers Liability

e Employment Practices Liability
e Fiduciary Liability

e Crime/Fidelity

e Network Security & Privacy

Directors & Officers Liability

Premium/Capacity Overview

An abundance of capacity and new market entrants have created competition in the Directors &
Officers Liability space, driving overall D&O pricing lower over the last year or so, with the trend
continuing in to 2015. Primary carriers, which are fewer in number, are seeking nominal increases,
particularly for multi-national companies needing global programs, and for companies with financial
issues, large growth in exposure and high merger and acquisition activity. In addition, more
difficult industry segments (healthcare, retail, and certain financial services companies) continue to
be closely scrutinized by underwriters. These dynamics are resulting in increases in primary rates
in many cases.

Though primary carriers are seeking increases, excess rates continue to decline resulting in overall
program decreases, particularly for larger companies with multi-layered programs. We expect this
pattern to continue into the second quarter. There are more than 50 D&O carriers that provide the
more than $1.5B in total capacity for directors’ and officers’ liability insurance. Competition among
these carriers will continue to drive down pricing in the Side A/Difference in Conditions and excess
layers in the foreseeable future.

D&O Trends and Litigation Trends

Certain D&O trends and litigation outcomes are driving primary carriers to seek increases, despite
the premium competition among excess layer carriers.

Dodd-Frank recoveries and whistleblower litigation is on the rise. In 2014, SEC whistleblower
awards were greater than the combined total of all other program years. The SEC Office of the
Whistleblower received 3,620 whistleblower reports under the Dodd-Frank Act during 2014—a
record number and substantial increase from the 3,328 reports received in 2013.

The False Claims Act had the highest ever one-year total of recovery in 2014, at $5.69B. It is worth
noting that $3.1B of that came from banks and financial institutions (ten times more than in 2013):

e Bank of America - $1.85B

e J.P. Morgan - $614MM

e SunTrust Mortgage - $428MM
e U.S. Bank - $200MM
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Financial Services surpassed Healthcare as the largest industry source of government recovery. In
addition, the correlation of follow-on securities litigation to IPOs is expected to continue. In 2014,
we saw the most IPOs since 2000 and the number of U.S. companies on U.S. exchanges increased
after a 15-year decline. According to Cornerstone Research’s “Securities Class Action Filings: 2014
Year in Review,” there were 206 IPOs in 2014, an increase of 31 percent since 2013.

Lastly, network security has become an increased area concern for D&O underwriters and an area
of exposure for directors and officers. The burden upon directors and officers to ensure that
measures are being taken to protect the privacy of the personal information of customers and
employees is great and will likely give rise to increased litigation for corporations and their
management teams.

Coverage Overview

D&O coverage remains broad and competitive throughout the marketplace. Coverage areas that
continue to warrant attention include: conduct exclusions, representations and severability
language, claim definitions, and definition of loss.

In addition, steady increases in losses in the network security and privacy area require that we
keep a watchful eye towards how carriers will manage their exposure to these claims. Carriers have
made a practice of inquiring with their insureds regarding their policies and procedures around
network security and time will tell as to how much of an effect these claims will have on
D&O losses.

Employment Practices Liability

Premium Overview

The Employment Practices Liability (EPL) market remains stable heading in to the second quarter of
2015. We expect renewals to provide flat to modest premium increases overall due to adjustments
by EPL carriers in retentions and premiums over the last several years. Carriers will continue to
look at California exposures as a specific area of focus, perhaps still seeking to limit their exposure
with higher retentions, limited capacity and higher premiums for those risks with a higher
concentration of employees.

EPL Trends

While the U.S. Equal Employment Opportunity Commission (EEOC) continues to staff up, and the
number of EEOC filings remains historically high, filings were down 5 percent in 2014 from 2013.

Some of the trends emerging from 2014 include claims resulting from illegal background checks,
and Americans with Disabilities Act (ADA) and Genetic Information Nondiscrimination Act (GINA)
violations and unpaid internships.

In addition, the following patterns were noted coming out of 2014:

e Retaliation charges were the most common EEOC charges representing 42.8 percent of
filings or claims.

e Sexual harassment, EPA and GINA charges were most likely to result in a cause finding,
while race and color based charges were least likely to result in filings or claims.
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e EEOC is focusing on systemic discrimination issues like ADA claims.

e The EEOC is likely feeling pressured to get ‘big wins’ to justify its budget and the hiring of
300 additional staff members.

Fiduciary Liability
Premium Overview

The Fiduciary Liability market continues to be stable as it has been over the last several years. We
have not seen any new claim trends in this space or fluctuation in rates from the marketplace.
Premium trends at renewal have been mostly flat, barring any changes in exposure. Carriers
continue to address those exposures with tag-along risk (plans that invest in company stock),
employee stock ownership plans and funding issues.

Despite these favorable market conditions, 2014 ERISA class action settlements exceeded $1.3B.,
which is nearly ten times greater than the 2013 aggregate. Fiduciary losses are low frequency,
high-severity losses with *mega” settlements, including Daimler Trucks North America ($480MM)
and Healthcare Strategies, Inc. ($415MM), contributing to the 2014 growth in settlement amounts.

We expect pricing trends to continue in to 2015. Fiduciary Liability insurance capacity remains
plentiful with an estimate of more than $1B in capacity available in the marketplace. New entrants
are expected to create continued competition in this space, keeping pricing primarily flat. This
includes Berkshire Hathaway who entered the marketplace in 2014 and introduced their new
primary policy form in the fourth quarter.

Crime/Fidelity

The Commercial Crime and Financial Institution Bond market remained stable in the first quarter of
2015. Commercial Crime premiums were flat with some decreases, while the Financial Institution
marketplace experienced flat to slight increases in premiums overall.

Losses in the Crime space remained static with no significant new trends forming.
Carriers continued to include exclusionary/clarifying endorsements addressing the
following exposures:

e Data Breach Exclusions — Coverage is not provided for loss from a data security breach and
does not extend to forensic expenses, fines or penalties.

e Bitcoin Exclusions — Coverage is not intended to include loss of virtual mediums of
exchange.

We expect a stable market and pricing trends to continue. There is an abundance of capacity
available in the marketplace with Berkshire Hathaway coming on to the scene in late 2014 and
creating increased competition. This has helped maintain pricing trends but will likely not drive
premiums downward.
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Network Security and Privacy

Probably one of the most rapidly changing areas in the insurance landscape right now is the
Network Security and Privacy marketplace. Increased attention to this coverage is continually
driven by a proliferation of high profile security breaches across all industries and growing attention
to these risks by our government, regulators and corporations.

The Target breach in late 2013 and the breaches that followed in 2014 and early 2015 (including
Neiman Marcus, Home Depot, eBay, JP Morgan Chase, Michaels Stores, Staples, and Anthem Blue
Cross/Blue Shield) have created an acute awareness in companies and their senior management
teams that it is imperative and urgent to evaluate their network security exposure and provide
financial protection to their organizations. It is no longer a question of if, but when, a breach
will occur.

As of March 30, 2015, there have been 208 data breaches, with the remainder of 2015 promising
to bring even more incidents than were seen last year. Several trends promise to make this the
greatest year for security breaches, including the following:

e Overall increase in the amount of sensitive and confidential information and transactions
that are transferred and take place over virtual space.

e Implementation of “Chip and PIN” technology beginning in 2015, which could create a
surge in hacker activity prior to technology being put in place and at the same time may
offer a false sense of security for consumers.

e Increase in “Cloud” exposure including the loss of usernames, passwords and other
information that safeguard banking and e-commerce.

e Growing threat of Healthcare breaches.
e Mistakes by employees that lead to a breach.

Coverage Overview

There are over 30 carriers providing Network Security & Privacy coverage in the marketplace,
which is creating plenty of capacity. Underwriters are evaluating risks much more carefully,
particularly in the Retail, Healthcare, Financial Institution and Higher Education arenas. Premium
increases, increases in retentions and certain coverage limitations are expected in these industry
segments as carriers seek to manage and limit their exposure and price for it as adequately as they
can. Small and middle market risks are the most desirable for underwriters and, due to the amount
of capacity in this marketplace, the market remains competitive for those types of risk.

Carriers have consistently offered broad and new coverage offerings and we expect that will
continue into 2015, extending to almost all aspects of potential loss/exposure including: Network
Security and Privacy Liability, Internet Media Liability, Business Interruption Loss, Data Breach
Expenses, Cyber Extortion, Digital Asset Loss, PCI Losses, Regulatory Coverage and Event
Management and Reputational Damage coverages.

The larger and more successful primary carriers continue to enhance their product through their
relationships with third party service providers that allow insureds to take advantage of
preventative services including contract and indemnification review, breach preparedness, IT
security assessment, training and compliance solutions, etc. These relationships are not only
helpful to insureds on a pre-loss basis, but make available a ready team of experts to step in
immediately once a loss occurs.
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Marine

e Marine Cargo & Stock Throughput
e Marine Hull & Liability

Marine Cargo & Stock Throughput

Pricing Overview

Underwriting results are generally favorable for those marine cargo accounts that do not include
storage risks. Rate reductions are the norm for accounts with loss ratios under 50 percent over a
three to five year period. Even accounts with unfavorable loss experience can leverage market
competitiveness to maintain flat rate renewals with incumbent markets at renewal.

Results and rating methodology for stock throughput accounts vary by underwriter. More
competitive underwriting offices tend to “loss rate” stock throughput accounts over a given time
period (five to seven years). This may lead to diminishing returns for underwriters over time, as
loss rating tends to account for smaller, higher-frequency events, and does not build in a “CAT-
load” premium for catastrophic perils. As such, pricing for storage risks can be more competitive in
the marine cargo market than in the traditional property market.

Capacity Overview

The marine cargo marketplace remains soft due to a variety of factors. Most notable is the influx of
capital into insurance markets, resulting in new players seeking to gain market share. Berkshire
Hathaway Specialty Insurance is the most notable recent addition to the marketplace, as they bring
strong brand name recognition and excellent insuring paper (rated A++ by A.M.
Best). Additionally, Bermuda and London insurers Ascot, Aspen, Catlin, and Watkins have opened
underwriting offices in the U.S. in the past few years. Brokers can build upwards of $100MM /
$500MM in capacity for a single insured’s transit and storage exposures, respectively. Most
markets can provide at least $20MM in transit capacity and $10MM in CAT storage capacity. To
accommodate higher limits, quota share and layered structures with multiple insurers
is commonplace.

Coverage Overview

Coverage terms are extremely broad with most, if not all, markets agreeing to broker manuscript
policy forms. Some markets have recently become more reluctant to include voyage frustration
coverage, likely due in part to the press surrounding potential strikes at the port of Long Beach
in California.

Profit sharing is also available for most accounts when they are marketed, generally with a
maximum of 25-30 percent of annual premium eligible to be returned following a loss free year.

Forecast

With an abundance of capacity across the entire Property & Casualty marketplace we fully expect
the soft market trend to continue (at least until interest rates rise), which could potentially curtail
some of the alternative capital flowing into insurance markets. Additionally, an active CAT year
could also lead to rate increases for accounts with storage risk.
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Marine Hull & Liability

Pricing Overview

Generally, underwriting results in the marine insurance market are less than satisfactory to
underwriters’ profitability. The marine market continues to have excess capacity, which enhances
competition and drives a continuing need for growing premium income. It is also worth mentioning
that due to the depressed interest rate environment, the drive is for “loss free” premium
income. The result is that accounts with clean loss records and demonstrated safety programs are
highly sought after and enjoy favorable renewals. The simple forces of supply (capacity) and
demand keep it a buyer’s market.

Many clients are coming to market as improved risks with newer fleets, improved loss records and
safer operations. In many cases, Integro has been successful in leveraging these factors into
favorable renewals for our clients. And for those clients who have recently presented the market
with large or significant claims, premiums may increase upon renewal but can be mitigated (within
reason) by the market forces and over-supply of capacity.

Generally, markets are reluctant to lose a profitable piece of business. Because of this, clients with
long-term insurer relationships will be successful in obtaining rate reductions. Further, the same
markets looking to grow premium income (partially to offset the reductions on their renewal book),
can aggressively seek to win a new piece of business.

Capacity Overview

Behind the scenes in the marine reinsurance market, there are two main forces at play keeping
reinsurance costs down. First, there is more reinsurance capacity (capital) than ever and second,
direct marine insurance companies are retaining more risk (buying less reinsurance). This reality of
increased supply and decreased demand keeps considerable pressure on pricing.

Notable market changes include Endurance’s entrance into the market with a marine team
approximately 18 months ago, and the Catlin/ XL merger announced earlier this year. This merger
will likely reconcile itself this summer. Safe Harbor Pollution is quickly approaching its two-year
anniversary and appears to be here to stay. However, we would speculate that none of these
changes are significant enough to move the market in any meaningful way.

Coverage Overview

Coverage conditions for Marine Hull and Marine Liability remain mostly unchanged except for Loss
of Hire coverage, which is largely unavailable in the U.S. market. However, we have seen two
markets quote Loss of Hire coverage in competitive situations during the first quarter.

Lastly, effective January 1, 2015 in the United States the long predicted phase-out date has arrived
for single hull tank vessels. The National Pollution Fund has notified vessel pollution insurers that
they must cancel outstanding Certificates of Financial Responsibility (COFR) for single hull tank
vessels. Further, the Coast Guard has rescinded the Certificate of Inspection for any single hull
tank vessel regardless of size. Therefore, it is now illegal to load any oil or petrochemical into a
single hull tank vessel. Because of this phase-out, we saw a rush to move to newer double hull
tank vessels over the last 18 months. As noted earlier, newer fleets provide a more attractive risk
to the market.
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Forecast

Our forecast for the foreseeable future is a continued soft market with rate reductions continuing
on loss free accounts. Accounts with losses will see nominal rate increases, but such rate increases
will be tempered by the oversupply of capacity. Coverage conditions will remain unchanged and
certainly no less broad than they are now.
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Property

o All Risk Property
o Catastrophe Coverage (EQ, Flood)
e Terrorism

Premium Overview

Clients with renewals during the first quarter of 2015 saw robust competition for their business as
carriers sought to write new business to offset declining rates on existing accounts. Many multi-
participant programs were over-subscribed, while single-carrier programs were likewise seeing
significant competition.

For larger, catastrophe-heavy (CAT) insureds, rate decreases were generally between 10 percent
and 20 percent depending on the unique characteristics of each risk (e.g. loss history, current rate,
CAT modeling). Non-CAT and smaller risks experienced rate decreases between 5 percent and 10
percent also depending on the unique characteristics of each risk.

Many insurers are using increased values (capital and Business Interruption) that are the result of
an improving economy to justify rate decreases. The higher values help to blunt the resultant
premium decrease from lower rates.

The competitive pricing and capacity is cutting across most industries and classes of business. The
notable exception is frame habitation due to several high-profile losses over the last two to
three years.

Prices in the Difference-in-Conditions (Earthquake/Flood/Windstorm) market are falling with some
exceptions, such as Mexico windstorm and high hazard flood.

Coverage Overview

e Many insurers are open to, or even pushing, multi-year deals.

e A few insurers are willing to offer unique options to differentiate themselves, such as adding a
second peril (e.g., adding non-critical Flood to an Earthquake placement) for a nominal
additional premium.

e Procurement of large contingent business interruption limits continues to be a challenge for
insureds and insurers alike, especially within highly sensitive areas like technology, auto and
pharmaceutical.

e Stand-alone Terrorism remains an attractive alternative to TRIPRA as capacity is growing,
pricing is competitive and coverage is broader than TRIPRA.

e More underwriters are starting to consider lower percentage deductibles for high hazard CAT.
The 5 percent California Earthquake deductible has long been non-negotiable, but some
underwriters are open to decreasing the percentage or even going to a flat-dollar deductible.
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Capacity Overview

Capacity is plentiful and increasing with several insurers opening up or expanding their offerings.
For example, Endurance and Canopius are offering new property capacity in the U.S., and
Berkshire is expanding its capacity, now writing energy and technology risks. We are also seeing
increased capacity from carriers such as Crum & Forster and Ironshore. A growing capital market
presence in vehicles like CAT bonds, side cars and other insurance linked securities is becoming
more and more a factor. While they might not offer direct capacity on a specific risk, the capital
markets are adding to the overall surplus available as reinsurance vehicles to the primary
insurance writers.

Forecast

Given the low number of CAT losses in recent years and the overall low interest rate environment,
insurance companies continue to produce steady returns for investors on a moderate to low risk
basis. Many believe it would take several large scale CAT events and a simultaneous financial event
to really turn the insurance market (e.g., a spike in interest rates and a major Hurricane event).
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Surety

Last year was another successful one for the surety industry. As a whole, the industry experienced
year over year growth of 4.66 percent to $5.5 billion in written premium. The direct loss ratio
moderated to 14.99 percent from 16.26 percent in 2013.

The industry saw a continuation of several trends in 2014:
e New companies continued to enter the market, with 10 new entrants capturing 7.02

percent of the market in 2014.

e Reinsurance continued to be a buyers’ market with 25 to 30 active players, up from less
than 10 just seven years ago.

e Competition in certain sectors of the market continued to put pressure on rates.

Contract Surety

Contract surety volume was spotty in most of the country while California, Florida, and Texas
continued to power ahead. Overall volume was impacted severely by the expanded use of Zurich’s
Subguard™ product (default insurance) and the slowdown in smaller private commercial work in
many markets.

e Healthcare, Education and P-3 type infrastructure continued to be strong markets for
construction companies.

e The Contract Surety space saw increased use of collateral arrangements and funds control to
enhance the credit capacity of small and medium sized contractors.

Commercial Surety

e The commercial surety sector continued to show solid premium growth.

e The replacement of bank letters of credit with surety bonds for certain obligations gained
momentum in 2014.

e Rate competition continued to be fierce for investment grade credits.

¢ New entrants and plentiful reinsurance continued to put rate and underwriting pressure on all
commercial surety players.

e There was an increase in the use of surety bonds in place of bank letters of credit in the EU last
year, unlike previous years, wherein bank letters of credit were used almost exclusively.

Forecast

The surety industry will face some major challenges in 2015. Rate and underwriting pressure are
probably here to stay for a long time barring a major catastrophic economic event within the
industry. The energy space, which is a heavy user of surety credit, is particularly challenged as the
prices of coal, oil, and natural gas have plunged.

Fortunately, the industry as a whole is positioned to meet underwriting losses due to strong
balance sheets and spread of risk via multi company participation and the judicious use
of reinsurance.

We continue to believe that there will be increased M&A activity in the surety space in 2015.
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Trade & Logistics

e Logistics Liability Policy (Errors & Omissions/Cargo Legal Liability) for international and
domestic logistics companies

e U.S. Customs Bonds

Pricing Overview

Generally, most Logistics Liability policies renewed flat or with rate decreases. Customs Bonds
pricing remained flat. While rates remained relatively flat, premiums increased on par with the
overall revenue growth of our transportation clients.

Coverage Overview

Logistics Liability

e For Freight Forwarders and Non-Vessel Operating Common Carriers (NVOCC), Logistics Liability
policies are generally underwritten based on the number of Twenty-Foot Equivalent Units
(TEUs) shipped or by a client’s Gross Revenue. The nation’s major container ports are expected
to handle an increase in the number of TEUs over the previous year. Forecasts for future cargo
volume estimate April numbers at 1.51 million TEUs (5.2 percent increase over 2014), May at
1.57 million TEUs (6.1 percent increase), June at 1.57 million TEUs (6 percent increase), and
July at 1.6 million TEUs (6.7 percent increase).

e During January and February 2015, West Coast ports worked through a large backup of cargo
due to labor strikes between the International Longshore and Warehouse Union and the Pacific
Maritime Association. As a result, West Coast ports handled 55 percent of cargo entering the
country in January, down from 64 percent in the same month in 2014, while East Coast ports
handled 45 percent, up from 36 percent. The re-routing of shipments and change in volume at
these ports may affect the total Gross Revenue of forwarders on an annual basis.

e With the backup of cargo due to labor strikes, a great number of containers were sitting on
vessels or at the port. After a long delay, some goods missed the market or perished. As a
result, some shippers may have decided to abandon their cargo, leaving the NVOCCs to answer
to the carrier or port. Containers sitting at a port can accumulate demurrage charges fairly
quickly. An “Abandoned Cargo - Extra Expense” Endorsement can be negotiated with liability
insurers to protect the NVOCC/Forwarder from these unexpected occurrences. Also, the port
congestion caused terminal inefficiencies and resulted in long queues for truckers. It was
reported that some trucks in in Southern California had to wait up to 5 hours or more to
retrieve a container, leaving the truckers to rush deliveries. As a result, Forwarders needed to
be careful that containers were being released to the proper party. The NVOCC can be found
liable for damages if freight is released without the proper documentation.

e For domestic logistics companies, negotiating high limits for Contingent Automobile Liability/
Truck Broker Liability policies continued to be challenging due to the increase of Truck Brokers
brought in to Death and Bodily Injury claims in the past 24-36 months. Claims alleging the
negligent hiring of a Motor Carrier by a Truck/Property Broker are the most common type of
claim. Also, new federal regulations for motor carriers regarding daily work hours have limited
the driver pool available, which may force motor carriers to be less selective during the driver
vetting process.
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U.S. Customs and Transportation Bonds

e U.S. Customs released “eBond” on January 3, 2015. This new environment allows new
Continuous Import Bonds (Cls) to be filed the same day an application is sent to U.S.
Customs, as opposed to the previous waiting period of roughly five business days. As a result,
there were a greater number of Cls filed with Customs in the first quarter.

e As of February 10, 2015, U.S. Customs reported that there were 8,700 bonds created in the
Automated Commercial Environment (ACE), a U.S. Customs and Border Protection
system. Importantly, there were 1,188 activity code 1 electronic Single Transaction Bonds
(eSTB) accepted in ACE since the release of the eBond environment in January.

e With the deployment of eBond and the speed of filing a new C1 bond electronically, there
should continue to be a slight decrease in the amount of Single Transaction Bonds (STBs) and
Importer Security Filing Bonds (ISFs) issued by Customs Brokers, and a slight increase in the
amount of Continuous Import Bonds (C1s) on file.

e Surety companies require additional information including financials for ISF bonds that are not
filed 24 hours prior to the vessel departure. Often, the surety will require collateral in order to
write a “Late ISF Bond” due to a potential penalty that could be assessed by U.S. Customs.

e Surety underwriters continue to monitor bond aggregation on individual importers. If the
financial strength of a particular importer does not support high limit aggregation, a surety
may require collateral to write the bond. Underwriters generally require financial reports for
Continuous Import Bond renewals with limits over $200,000.

e Continuous Import Bonds will renew automatically with U.S. Customs each year unless a
termination is requested. Bonds with higher limits will need to be underwritten and it's
important for Customs Brokers or importers to gather this information prior to renewal to
ensure a smooth process.

Forecast

Pricing should generally remain flat for both Logistics Liability policies and U.S. Customs Bonds
throughout the second quarter.

All Logistics Companies should have their standard trading conditions reviewed by their risk
manager or transportation attorney to ensure they are utilizing the most up to date language to
properly limit their liability.
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