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Purpose of Report

Wholesale and Specialty Insurance Association (“WSIA”) retained Conning, Inc.’s Insurance Research
Division (“Conning”) to conduct an analysis of the relative non-loss costs of commercial insurance
policies distributed through wholesale brokerage channels as compared to retail brokerage channels.

For purposes of this analysis, non-loss costs are defined as underwriting expenses, as filed in
insurers’ statutory statements.
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Executive Summary

Conning measured all non-loss costs relative to premium from 2016 to 2020 for individual
insurance companies that predominantly write commercial insurance.

Two composites were defined and analyzed: a Wholesale Composite, which included 99
individual companies with $38 billion in premium, and a Retail Composite, which included
205 companies with $69 billion in premium.

When comparing the two composites, Conning found:

For the period of 2016-2020, the total median non-loss cost ratio for the wholesale composite was lower than the retail
composite by 1.8 percentage points.

Wholesale non-loss cost ratios were lower each year of the study period, 2016-2020.

The wholesale composite’s commission ratio is consistently around 3 points higher than the retail composite but is offset
by the wholesale composite’s non-commission cost ratios that average nearly 4 points lower than the retail composite.

The wholesale composite non-commission cost ratio has improved each year, while that of the retail composite increased
in 2018 before improving in 2019 and 2020.

In each of the years measured, the annual growth rate in direct premium written for insurers in the wholesale composite
exceeded the annual growth rate in direct premium written for insurers in the retail composite.
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METHODOLOGY
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Summary Methodology

Measurement

= Conning measured total non-loss costs (commissions; taxes, licenses, and fees; other acquisition expenses; and general
expenses) relative to written premiums for individual insurance companies.

= Premiums and expenses were measured on a direct basis, excluding the effects of reinsurance or pooling.
Data Employed
= Annual statutory-based financial information for the five years ended 2020.

= Analysis included ten lines of business, for insurers that predominantly write commercial insurance. The ten lines (“Selected
Lines”) include other liability, commercial multiperil, commercial auto, allied lines, fire, inland marine, products liability, medical
professional liability, earthquake, and ocean marine.

Development of Wholesale and Retail Composites
= Two composite groups of companies were formed as a proxy for retail and wholesale distribution.

= Companies were placed into each composite based on a combination of S&P Capital IQ Pro’s distribution identification tag as
well as through WSIA's company-by-company review, based on WSIA's collective knowledge of commercial insurance
distribution.

* The selection process resulted in 99 companies representing $38 billion in premium for the Wholesale Composite and 205
companies representing $69 billion in premium for the Retail Composite.
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ANALY SIS OF NON-LOSS COST EXPENSES
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Wholesale Non-Loss Cost Ratios Less Than Retail Ratios

Median Annual Non-Loss Cost Ratios, Five-Year Average, Selected Lines
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The median five-year average commission ratio for the wholesale composite was three percentage points above the
retail composite, but this difference was more than offset by lower reported tax, other acquisition expense and general
expense ratios. Over the five years analyzed, the wholesale composite had a 1.8-percentage-point advantage in non-
loss cost expense.

Prepared by Conning, Inc. Source: ©2021 S&P Capital 1Q Pro
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Non-Loss Costs Fluctuate by Year, but in a Narrow Range

Median Annual Non-Loss Cost Ratios by Year, Selected Lines
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Wholesale non-loss cost ratios were lower each year of the study period, 2016-2020. The wholesale channel non-loss
cost advantage relative to the retail composite ranged from a low of 0.9 percentage point (2016) to a high of 2.9 points
(2020).

Prepared by Conning, Inc. Source: ©2021 S&P Capital 1Q Pro
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Wholesale Commission Ratio Higher Than Retail

Median Annual Commission Cost Ratios by Year, Selected Lines
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The wholesale commission ratio is consistently 1.4 to 3.4 percentage points higher than that of the retail composite.

Prepared by Conning, Inc. Source: ©2021 S&P Capital 1Q Pro
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Yet Wholesale Non-Commission Ratios Are Much Lower Than Retail

Median Annual Non-Commission Cost Ratios by Year, Selected Lines
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Wholesale non-commission cost ratios average 4.7 points lower than retail. The wholesale composite non-
commission cost ratio has improved each year for 2016-2020.

Prepared by Conning, Inc. Source: ©2021 S&P Capital 1Q Pro
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Results by Line Are Mostly in Favor of Wholesalers

Median Annual Non-Loss Cost Ratios by Line, Five-Year Average
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The lines of business with the greatest differential were: inland marine (4.2 points), earthquake (3.8 points), allied lines
(2.8 points), and MPL (2.4 points). Only ocean marine had higher non-loss cost ratios for wholesale than for retail. This
is a change from the 2010-2015 analysis in which MPL, fire, and products liability lines had higher non-loss cost ratios
for wholesale than for retail.

Prepared by Conning, Inc. Source: ©2021 S&P Capital 1Q Pro
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PROFILE OF COMPOSITES
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Business Mix

Wholesale Composite

Products \pL Ocean Earthquake
Liab. 39, Marine 1%
4% 29

Inland Marine
5%

Fire
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. Other Liab.
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8%

CMP

8%
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In each composite, the top 3 lines account for about 70% of aggregate DPW and were the same in each composite

Retail Composite

ProductspmpLOcean Earthquake
Liab. 19, Marine 1%
2% 7

Inland Marine

12%
Other Liab.
28%
Fire
6%

Allied
6%

CMP
24%

(other liability, commercial multiperil, commercial automobile).

Other liability dominates wholesale, accounting for greater than 50% of DPW, versus 28% for retail. Conversely,
commercial multiperil’s 24% weighting in retail is about triple the 8% weighting in wholesale.

Prepared by Conning, Inc. Source: ©2021 S&P Capital 1Q Pro
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Company Size

Wholesale Composite
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In general, larger companies populate wholesale and small companies populate retail, with twice as many companies
with $100 million or more in DPW in wholesale (percentage basis).

Prepared by Conning, Inc. Source: ©2021 S&P Capital 1Q Pro
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Company Affiliation
Wholesale Composite Retail Composite

Independent
3% Independent
16%

Sub of a Sub of a
Group Group
97% 84%

Few of the insurers in wholesale are standalone entities, while standalone entities accounted for 16% of the total
number of companies in retail.

Based on DPW, entities affiliated with larger groups represented more than 96% of the premium in each composite.

Prepared by Conning, Inc. Source: ©2021 S&P Capital 1Q Pro
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Premium Growth

Aggregate Direct Premium Growth, Selected Lines
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Over the measurement period the annual growth rate in direct premium written for insurers in the wholesale
composite exceeded the annual growth rate in direct premium written for insurers in the retail composite.

Prepared by Conning, Inc. Source: ©2021 S&P Capital 1Q Pro
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Measurement and Data Employed

Measurement

For the analysis, Conning measured total non-loss costs of insurance companies (“Non-Loss Costs”), by select lines of
business, that predominantly write commercial insurance.

Data Employed

In its analysis, Conning used statutory financial information for the five years ended 2020.
Premiums and other data were measured on a direct basis.
Companies were analyzed on an individual basis (not on a group basis).

The initial universe of companies included the companies that composed the composites in the previous report from July
2016 (86 companies in the wholesale composite and 277 companies in the retail composite). This universe was updated
to determine (1) whether the company remains in existence and (2) whether the company continues to meet the criteria
set in the previous report. (Note the criteria are listed in the next slide.)

Next, all companies that wrote business in 2020 were re-examined to determine whether each company now meets the
criteria set in the previous report, resulting in a set of 314 companies that were labeled as “potential new inclusions.”

Both sets of companies were submitted to WSIA staff along with a ratio of premium taxes to direct premiums, which was
determined to be a good predictor of the company’s distribution channel, wholesale or retail. From these sets, WSIA then
determined a final set of insurers to be analyzed, resulting in two composites of 99 wholesale insurers and 205 retail.

Ten individual commercial lines were examined (“selected lines”).

Selected Commercial Lines:

Allied Lines Commercial Automobile = Commercial Multiperil Earthquake
Fire Inland Marine Medical Professional Liability
Ocean Marine Other Liability Products Liability
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Building the Composites (2016 Report)

Reasons Company Was Excluded from Composite

Companies with less than 70% of DPW in commercial lines

Workers’ compensation & excess workers' compensation insurers (greater than 50% DPW in this line)
Risk retention groups

Insurers employing direct response distribution as their predominant or exclusive distribution
Monoline surety writers (greater than 50% DPW in this line)

Insurers with zero or negative DPW

Workers’ compensation state funds

Mortgage guaranty insurers (greater than 50% DPW in this line)

Financial guaranty insurers (greater than 50% DPW in this line)

Crop insurers (greater than 50% DPW in this line)

Captive insurers

Companies in liquidation or run-off

Student travel & accident insurers and trade credit insurers
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Data Analyzed

Summary of Data Components Analyzed

For each of the companies in the Final Wholesale and Final Retail Composite, Conning analyzed the following financial
measures:

DPW

Non-Loss Costs (underwriting expenses)

Included in the components of Non-Loss Costs are the following individual expenses:
Commissions

Taxes, Licenses, and Fees

Other Acquisition Expenses

General Expenses

Conning used a median measurement of Non-Loss Cost ratios for each Composite.

A median measurement was used as the most representative of the Select Commercial Lines.
Use of an average or weighted average would have favored larger companies rather than weighting equally all companies
in their respective Composites.
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About Conning

Conning (www.conning.com) is a leading investment management firm with a long history of serving the insurance industry. Conning
supports institutional investors, including insurers and pension plans, with investment solutions, risk modeling software, and industry
research. Founded in 1912, Conning has investment centers in Asia, Europe and North America.

Insurance Research

Conning publishes over 100 unique insurance industry research reports annually, including its Insurance Segment Reports with periodic line-
of-business reviews; it's Forecast & Analysis service, which offers a forward look at the industry; the Focus Series which offers a concise
analysis of strategic issues, and its well-known Strategic Study series offering an in-depth view of key products and trends and issues of
critical industry importance. All are available for individual or enterprise-wide subscription through our web-based insurance research portal
Conning Library (https://library.conning.com). In addition to its published research, Conning offers proprietary research and consulting
focused on the insurance industry.

For more information on our insurance research services, please call 888-707-1177 or visit www.conning.com/insurance-research.

This presentation has been prepared for and distributed exclusively to specific clients and prospects of Conning. No part of the information
may be distributed, reproduced, transcribed, transmitted, stored in an electronic retrieval system or translated into any language in any form
by any means without the prior written permission of Conning. Statements and information in this report were compiled from sources that we
consider to be reliable or are expressions of our opinion. The presentation is not intended to be complete, and we do not guarantee its
accuracy. It does not constitute and must not be considered investment advice. Conning, Inc., Goodwin Capital Advisers, Inc., Conning
Investment Products, Inc., a FINRA-registered broker-dealer, Conning Asset Management Limited, Conning Asia Pacific Limited, and
Octagon Credit Investors, LLC, which are all direct or indirect subsidiaries of Conning Holdings Limited (collectively, “Conning”), which is one
of the family of companies owned by Cathay Financial Holding Co., Ltd., a Taiwan-based company.

The names of certain companies, products, and product brands, and the logos and images related thereto, are trademarks of their third-party
owners. They are used herein for illustrative and informational purposes only. Nothing herein implies sponsorship or endorsement of those
companies or products by Conning, or an endorsement by such trademark owners of Conning or its products and services.
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This Conning presentation uses data sourced from Copyright 2021, S&P Capital IQ Pro. Reproduction of any
information, data or material, including ratings (“Content’) in any form is prohibited except with the prior written
permission of the relevant party. Such party, its affiliates and suppliers (“Content Providers”) do not guarantee the
accuracy, adequacy, completeness, timeliness or availability of any Content and are not responsible for any errors
or omissions (negligent or otherwise), regardless of the cause, or for the results obtained from the use of such
Content. In no event shall Content Providers be liable for any damages, costs, expenses, legal fees, or losses
(including lost income or lost profit and opportunity costs) in connection with any use of the Content. A reference to
a particular investment or security, a rating or any observation concerning an investment that is part of the Content
is not a recommendation to buy, sell or hold such investment or security, does not address the suitability of an
investment or security and should not be relied on as investment advice. Credit ratings are statements of opinions
and are not statements of fact.
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