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Disclaimer

© AM Best Company, Inc. (AMB) and/or its licensors and affiliates. All rights reserved. ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND
NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY
MEANS WHATSOEVER, BY ANY PERSON WITHOUT AMB’s PRIOR WRITTEN CONSENT. All information contained herein is obtained by AMB from sources believed by it to be
accurate and reliable. AMB does not audit or otherwise independently verify the accuracy or reliability of information received or otherwise used and therefore all information
contained herein is provided “AS IS” without warranty of any kind. Under no circumstances shall AMB have any liability to any person or entity for (a) any loss or damage in whole
or in part caused by, resulting from, or relating to, any error (negligent or otherwise) or other circumstance or contingency within or outside the control of AMB or any of its directors,
officers, employees or agents in connection with the procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any such information, or
(b) any direct, indirect, special, consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if AMB is advised in advance of the
possibility of such damages, resulting from the use of or inability to use, any such information. The credit ratings, financial reporting analysis, projections, and other observations, if
any, constituting part of the information contained herein are, and must be construed solely as, statements of opinion and not statements of fact or recommendations to purchase,
sell or hold any securities, insurance policies, contracts or any other financial obligations, nor does it address the suitability of any particular financial obligation for a specific
purpose or purchaser. Credit risk is the risk that an entity may not meet its contractual, financial obligations as they come due. Credit ratings do not address any other risk,
including but not limited to, liquidity risk, market value risk or price volatility of rated securities. AMB is not an investment advisor and does not offer consulting or advisory services,
nor does the company or its rating analysts offer any form of structuring or financial advice. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS,
COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR
MADE BY AMB IN ANY FORM OR MANNER WHATSOEVER. Each credit rating or other opinion must be weighed solely as one factor in any investment or purchasing decision
made by or on behalf of any user of the information contained herein, and each such user must accordingly make its own study and evaluation of each security or other financial
obligation and of each issuer and guarantor of, and each provider of credit support for, each security or other financial obligation that it may consider purchasing, holding or selling.

Regulated by the Dubai Financial Services Authority as a Representative Office.
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Disclaimer

US Securities Laws explicitly prohibit the issuance or maintenance of a credit rating where a person involved
in the sales or marketing of a product or service of the CRA also participates in determining or monitoring the
credit rating, or developing or approving procedures or methodologies used for determining the credit rating.

No part of this presentation amounts to sales / marketing activity and AM Best’s Rating Division
employees are prohibited from participating in commercial discussions.

Any queries of a commercial nature should be directed to AM Best's Market Development function.
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What Services Do We Provide?

MARSH

Captive Management

Marsh Captive Solutions
manages 22.5% of the world's
captives, utilizing an in-house
designed technology platform
that maximizes efficiencies and
provides high-quality service to
our clients.

Of these captives nearly 50%
are treated as “insurance
companies” for Federal tax
purposes and are therefore able
to benefit from certain tax
efficiencies, such as the
accelerated tax deduction on
retained casualty reserves.

Typically this deduction can
produce economic savings of 3%
of the annual expected retained
losses, per year.

Captive Advisory

In the past two years, our
Captive Advisory team has
conducted nearly 90 feasibility
studies. We implemented 15
captives in 2018.

Through this work, we were
able to demonstrate an
economic benefit for a majority
of these captives.

When aligned with the Marsh
Analytics Practice, clients see
an additional 3% to 5%
savings when funding retained
risk through a captive.

In past year, our Captive Actuarial
team has worked on
approximately 20 new captive
implementations and serviced
more than 200 captive clients.

Our actuarial team has assisted

the majority of our clients with
FASB compliance under ASU
2015-09.

Our actuaries are dedicated to
support captives with expertise
and familiarity in working with
auditors, managers, carriers,
brokers, attorneys, third-party
administrators, and regulators.
Our in-house actuarial services
save our clients time, money, and
paperwork.
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Marsh Presence in the Major Domiciles

Total Global Captive Market: 6,135 (Marsh 22.5% Share)
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Marsh Captive Solutions
Number of Captives Worldwide — YE2019
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Marsh Captive Solutions
Corporate Risk Finance Philosophy — Risk Transfer vs Risk Retention

Transferring Risk versus Retaining Risk — How to decide?

« Nature of the Risk — Long vs Short Tail Risks; Frequency vs Severity
» QOperational requirements

« Capacity for risk retention

« Financial incentives to retain risk

« Market discount for retaining risk (financial rewards for risk retention)

Risk Transfer versus Risk Retention

ﬁ

Fixed Cost Insurance Program

(Fully Transferred)

High Deductible/Excess Program

Partly Self-Insured
Balance Sheet Fund / Provision

Captive Insurance

(Partly Self-Insured)

No Insurance

Fully Self-Insured
Pay-As-You-Go

MARSH 14



—

Marsh Captive Solutions
Corporate Risk Finance — Claims Frequency versus Claims Severity

(Catastrophic)

High
Transfer Transfer
Claims Unpredictable Trancfar/Ratain Predictable
Severity T TCATITVINVIT T N\ AlT 1 _
Retain Retain Dollar
swapping
Unpredictable Predictable
Low _

Low Claims Frequency High
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Marsh Captive Solutions
Corporate Risk Finance — Risk Triangle

—— Catastrophic
Unpredictable
Claimg
Severly | Manageable Self-Insurance B
(Risk Retention)
N Dollar
' i : swappin
Predictabl Business Unit Deductibles wapping
(Risk Retention)

Claims Frequency

MARSH
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Marsh Captive Solutions
Corporate Risk Finance — Risk Finance Options

Pay as you go: Create balance sheet fund: Create captive insurer:
- Claims are paid as they » Each operating company « An insurance vehicle
arise, out of revenues. makes a contribution to a formed by an organisation
central risk fund. to participate in its
» Claims are reimbursed from insurance arrangements.

the central fund.

Why use? Why use? Why use?
* Minimal administration. « Minimal administration. * Ring fences funds for
* Avoids premium taxes. « Avoids premium taxes. specific use.
 Reduces external insurance « Reduces external insurance * Reduces insurance
costs. costs. expense.
« Improves cash flow. » Access to reinsurance
market.
Why avoid? Why avoid? Why avoid?
« Difficult to establish reserves.  « Difficult to establish reserves. - Requires capital
« Timing. « May breach cross border tax commitment.
S and insurance legislation. « Long-term commitment. 17
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What Is A Captive?
Widely Accepted Definition

A captlvg nsurance company 1s a bona fide TYPICAL SINGLE PARENT CAPTIVE STRUCTURE
licensed insurance or reinsurance company
owned by a non-insurance company and which Parent Company
insures or reinsures the risks of its parent or
affiliated companies CAPITAL
OWNERSHIP ! l DIVIDENDS
Simply put — it is a formalized mechanism to Wholly
: i i Owned | |
finance self-insured risks. COVERAGE Captive
l Insurer
Operating § Operating j§ Operating
Subsidiary | Subsidiary j§§ Subsidiary
Investment .
, PREMIUM

MARSH 19



Captive Insurance
How do captives make money?

wholesale reinsurance rates.

Sample Premium Arbitrage:

Lead Reinsurer

Business Unit \L
A

Lead Reinsurer

Business Unit In-Country
B Insurer

Captive

Premium Arbitrage — difference between the (higher) commercial retail rates and the (lower) international

Underwriting Income — difference between net premiums received and net retained claims paid.

Reinsurance Ceding Commissions — commissions paid by reinsurers to cedants.

Investment Income — investment income from capital, unearned premium reserves and claims reserves.

Follow Reinsurers

}

Reinsurer 2

Business Unit
C

MARSH
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Captive Insurance
How is a captive managed

» Control of the captive will be with the board of directors elected by the parent (shareholder), usually a mix
of executives from the parent company and local Marsh professionals.

« The board then appoints companies for central services like banking, broking, auditing and actuarial
services.

 Licensed captive manager is appointed to carry out all operational functions on behalf of the captive and
provides insurance and other expertise that is required by the captive.

Parent Company

Captlve Board

Captive Manager
Fronting Regulator Investment
company manager

MARSH 2 1
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Captive Insurance
Potential Benefits of Captive Utilization

MARSH

Financial benefits

Can potentially reduce insurance
costs by retaining a portion of the
premium for expected losses.

Can improve control and the parent’s
negotiating position with the
commercial insurance and
reinsurance markets.

Direct access to the lower cost
international reinsurance market.

Can generate underwriting profits and
investment income otherwise retained
by commercial insurers.

Rewards good enterprise risk
management practice.

Strategic benefits

Control and transparency.

Facilitates a group-wide insurance
procurement strategy.

Can provide coverage for risks not
insurable in the commercial market.

Can reduce the dependence on
commercial insurance

Can improve control, continuity and
flexibility in program design and
broader, more simpler insurance
contracts

Can play the volatile market cycles.

Can play focus point in enterprise risk
management process.

22
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What Are Other Companies Doing With Their Captives?

Casualty/Liability

MARSH

Employers/WC, auto,
public/general, and
professional liability.

Products liability,
product recall.

Environmental liability.

Excess
liability/umbrella.

Banker’s blanket bond.

Credit.
Medical malpractice.
Crime.

Employment practices.

Cyber risk.

Property

Third-Party Insurance
« Extended warranty.

e Customer, vendor, and
joint-venture business.

e Service contracts.
« Employee benefits.

Terrorism insurance.

Quota share
reinsurance.

Shipping, cargo, and
transit insurance.

Marine cargo.
Motor.
Aviation.

Residual value.

23



Corporate Risk Management
Captives and Risk Managers at the Core

Tax Cyber Liability
Efficiencies and Security
Third-Party Digital Technology
Profit Center Integration
Reduced Budget
Var|ab|||ty for A En}'(]:aorl]lcei(tjloaata
Business Units RISK MANAGER

Risk Retention
Analytics HUMAN

RESOURCES

Multinational Employee
Benefits
\);acting and

Intercompany Program Control Retaining Talent
Investment Strategies and Collaboration

Access to
Alternative Capital

MARSH

24
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Evaluating a Captive Program

MARSH

KEY ACTIVITIES STEPS

DELIVERABLES

L Educational

Discussion to
Identify Captive
Opportunities

= Conduct a basic
company
diagnostic.

« Provide a general
overview on
captives.

« |dentify potential
opportunities.

Relevant
brochures and
educational
information.

Objectives
Defined

* Define captive

feasibility study
objectives/scope
including potential
opportunities.

« Engagement
letter outlining
key objectives

3

Feasibility
and
Modeling

Review potential
opportunities and
coverages.

Analyze
operational and
financial
advantages.

QOutline captive
structures.

Review domiciles.

Address key cost,
tax, and
operational
considerations.

Hold additional
discussions with
client as needed.

Data request.

Timeline and
action plan.

Feasibility
Report

= Summarize
conclusions of
feasibility study
and provide
recommendations.

« Qutline
implementation
plan of
recommended
strategies.

« Feasibility report.

* Implementation
plan.

5

Implementation
of Strategic
Objectives

* Revise
implementation
plan.

= Meet with captive
regulators.

* Draft business plan
and pro formas.

* Prepare and
submit regulatory
application.

Business plan
and pro formas.

Regulatory
application.

26
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Evaluating a Captive Program
Program design dynamics

RISK TOLERANCE
Financial strength
Cost volatility Cost of
of retained losses retained losses

Capital Commitment

Premium

Centralised or rates

decentralised?

Credit
oint Venture rating
Partners

Accounting Culture
treatment

Formal or informal? .
Frictional Serw_ci_lng
Pre or post-loss? costs capabilities

Business unit Legislation
requirements

e RISK FINANCE RISK TRANSFER 07
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Captive Insurance
Captive program design

Excess of Loss

$500M

$20M

Captive Retention

Deductibles

Deductible Buy-Down
$1M

Quota Share

$100M
Captive
Retention
20%)
Deductibles $1M

MARSH 28
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Application Process

Captive Owner

Select Service Partners:
Attorney, Actuary,
Auditor and Manager
Select Directors
Biographical Affidavits
Start Up Fees

Attorney

Name Reservation
Articles of Incorporation
By Laws
EIN
Shareholder/Operating
Agreements

MARSH

License

Marsh

Business Plan
Financial Forecasts
Actuarial Study
Application Assembly
Process Coordination

Domicile
Insurance
Department

30




Building a Captive Program

STERS

SEzR4

Submit Final

. Documentation
Submit

Application Receive
STEP 1 Approval Letter

Select Service Develop .
Decision to Providers* Business Plan Capitalize
Proceed

Meet Regulators

SIEP6

Receive
Certificate of
Authority

Hold
Organizational
Meeting

Start
Underwriting

One to Three Months Two to Four Weeks

* Including selection of captive manager, auditor, attorney, bank, actuary, and asset manager (optional).

MARSH

31



—

Matters for Consideration

Captive Feasibility Study Fees on average range from US$30,000 to US$65,000.

Start Up Costs Regulatory, legal, actuarial, and implementation fees (approximately US$35,000 to
US$45,000 depending on domicile).

Annual Operating Costs Regulatory, legal, actuarial, audit, and captive management fees (approximately US$90,000
to $150,000 per year).

Capitalization Typical premium to capital ratio required ranges from 3:1 (more severity type risks such as
property) to 5:1 (more predictable risks such as casualty) and may be met through cash or
a letter of credit depending on domicile.

Opportunity Cost on Funding Captive Ability for captive to mirror investment returns on cash flow used to support premiums
Premium versus if cash had remained with parent company.

MARSH 32
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Marsh Captive Solutions
Captive Management

« Our captive management service enables our clients to operate their own insurance company without
incurring high staff and infrastructure costs.

« Our professionals work with you every step of the way from the incorporation of your captive through to its
active day-to-day management.

« Services we offer cover a wide range of activities including:
— Insurance administration.
— Claims management services.
— Accounting and treasury services.
— Compliance and statutory reporting.
— Management information systems.
— Consulting services.
— Incorporating new captives.
— Company secretarial.
— Corporate governance.

MARSH
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Analysing Captives:
An Interactive Rating Process

Ghislain Le Cam, Director, Analytics
AM Best

— QBESDY
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The Interactive Rating Process

» The rating process starts with
an in-depth meeting with senior
management

« Ratings are determined by
committee — by majority vote

Our Insight, Your Advantage™

Compile
Information

PR

Discuss
with
Company

Perform
9 Analysis

Monitor
Activities 0

Disseminate Determine
Rating Rating

- CBESDY



AM Best’s Ratings

Financial Strength Rating (FSR)
An independent opinion of an insurer’s financial strength and ability to meet
Its ongoing insurance policy and contract obligations

Long-term Issuer Credit Rating (Long-term ICR)
An independent opinion of an entity’s ability to meet its ongoing senior
financial obligations

«CBEST

Our Insight, Your Advantage™
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Rating Translation Table

Long-Term

ICR

dda
aa+

dd
da-

a+
da

d-
bbb+

bbb
bbb-

FSR

A++

A+

A

A-

B++

B+

Note: Scales E to NR not shown

Long-Term
ICR

bb+
bb

bb-

b+
b

b-
Ccc+

CccCcC

CcCcC-
CcC

FSR

C++

C+

The rating symbols A++, A+, A, A-, B++, B+ are registered certification marks of AM Best Rating Services, Inc.

Our Insight, Your Advantage™
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Building Block Approach

Country Risk Maximum +2

=) —iJ

+

r 4
Issuer
Balance Sheet Operating Business Enterprise Risk Comprehensive Rating Credit
Strength Performance Profile Management Adjustment! Lift/Drag? Rating
Baseline

Notes:
1: A comprehensive adjustment can be applied of + 1 or - 1 for creditworthiness not captured elsewhere
2: Lift/drag applies to assessment of non-lead rating units in relation to the broader organisation leading to typical lift/drag of +4 to -4

qLE 1EHB

Our Insight, Your Advantage™
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Balance Sheet Strength Assessment

Specialty Criteria Considerations

Risk-Adjusted
Capitalisation, as Other Quantitative &
measured by Best’s Qualitative
Capital Adequacy Considerations

Ratio Exposure to large loss events
(BCAR)

Alternative Risk Transfer

Baseline
assessment
Loan-backs to parents

Holding Company Country Risk

Assessment of non-insurance parent carried
out under lift/drag rather than balance sheet
strength

- QBEST

Our Insight, Your Advantage™
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Operating Performance Assessment

Specialty Criteria Considerations

Alternative Risk Transfer

Underwriting Investment
Performance Performance Volatility of operating results

Sustainability

Other Mission to provide consistent tailored

Total Operating >N
Earnings Considerations coverage at stable pricing

Investment income in light of allocation

* In general, more diversity in earnings streams leads to greater stability in
operating performance

 Analysis reflect a variety of quantitative and qualitative measures to evaluate
operating performance

-~ CBESDY

Our Insight, Your Advantage™
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Business Profile Assessment

Specialty Criteria Considerations

ProductIGeogl_'aphlc Product Risk : :
Concentration Alternative Risk Transfer

Degree of Relationship with parent determines access

Market Position Competition to business in absence of market profile

Pricing
Sophistication and
Data Quality

Management

Quality Concentration by product/geography

Regulatory, Event
and
Market Risks

Distribution
Channels

Often high product risk

Innovation

- QBEST

Our Insight, Your Advantage™
43



Enterprise Risk Management (ERM) Assessment

Risk
Evaluation

Holistic evaluation of ERM

» Assessment of the risk management
framework and the insurer’s risk
management capability relative to its
risk profile

Assessment of Capabilities Relative to
Profile

Product and Underwriting Risk

Concentration risk

. ] Investment risk
* Part Il: Risk Evaluation

 Part Ill: Overall ERM Assessment Legislative/Regulatory/Judicial/Economic risk

Operational risk

Risk
Evaluatlon

Risk Impact Worksheet (RIW)

* Partl: Framework Evaluation

Liquidity and capital management risk

(-SIHC-E 'IEEH

No special ERM considerations for captives

Our Insight, Your Advantage™
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Indications for Potential Lift/Drag

Focus on captives:
Are the resources of the parent available to the captive
or could the captive be called upon to service the obligations of the parent?

I " S

The credit profile of the parent is stronger than that of The credit profile of the parent is weaker than that of
the captive the captive

The captive’s importance to the parent is limited and

U GETENO LS Wi R s L0 [ETE0: the captive’s resources are meaningful for the parent

History of capital support or explicit support in place History of punitive capital actions

No regulatory restrictions on the flow of capital

- BEST.

Our Insight, Your Advantage™
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Methodology References and AM Best’s Industry Research

For further information, please see:

http://Iwww3.ambest.com/ambv/ratingmethodology

November 13, 2020

Best's
Methodology and Criteria

Best’s Credit Rating Methodology

Gare Wong Fugsy
608 43 2200 Ext. 8344

Garios Wong-Tupuy@ambest.com ™
CGESD

0B 439 7200 Fad. 6317 G

Maurs MoGusganambest com Our Insight, Your Advantage™

Key Criteria:

BEsTS» METHODOLOGY AND CRITERIA

Alternative Risk Transfer

October 13, 2017

«BisTS» METHODOLOGY AND CRITERIA

Understanding Universal BCAR

June 11, 2020

http://www3.ambest.com/IndustryResearch

AM Best’s Special Reports

Hieninier 30, 2020

Captives are
poised ta
benefit fram
the response
of the wider
insurance:
industry to
the COVID-19

Analytical Contucts:
[ e,

<EEETY

BEsT's MARKET SEGMENT REPORT

pandenic

Europe’s Captive Segment Poised for
Growth Amid Hardening Insurance
Conditions

Principal Takea
+ Gl

Our Insight, Your Advantage™
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