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Why Insurers Issue Debt or Surplus Notes?

Debt and surplus notes can provide a number of strategic benefits for an issuer while providing a less expensive and

Flexible Source of
Capital

Accomplish Strategic
Initiatives

Expanding Investor
Base Leading to
Favorable Terms

flexible capital source of capital.

Provides the issuer with greater flexibility in its capital structure

- No dilution of ownership / earnings

— Call option to allow for re-financing or early redemption

Cheaper form of capital than traditional equity

*= An Issuer can utilize this form of capital for any of the following strategic benefits:

- Growth through either acquisition or organic expansion into additional products and
markets

— Improving rating agency or regulatory capital position
- Re-financing existing debt or surplus notes
- Cheaper form of capital compared to certain quota share programs

- Technology system upgrades

The number and types of investors looking to deploy debt and surplus note capital into the insurance
space has been rapidly rising

— Investors now range from traditional asset managers and life insurance companies to insurance
linked securities hedge funds and family offices

Investor competition has led to favorable pricing and covenants for issuers
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Debt vs. Quota Share

Maturity anywhere from 2 to 30 years

Minimum one-year, but can be multi-year

Duration = Call provision built in for additional flexibility 1-3 . _
: One-year options can be renewed upon expiration
years after issuance
= Gross cost of [8.00% - 10.00%] based on credit
profile
Cost = Net cost (assumes investment yield of 2.5%) of Ceded margin of [4% to 8%], inclusive of ceded Inv. Inc. on
[5.50% - 7.50%] ceded cash
= Allows for net income retention on profitable
business
= Limited opportunity to modify existing note . . .
o amount or terms Annu_ally ant_j _sgmgtlmes adjustments in ceded volume
Flexibility . allowing flexibility in response to evolving market
= Generally redeemable at par after a certain P
. opportunities
amount of time (~1-3 years)
= New and existing investor interest continues to . . . .
expand. Potential for price increases in loss impacted accounts
Capacity . . . More focused on alignment of interests and u/w the book;
= Personal lines businesses with an MGA T .
. credit ratings less of a driver
extremely attractive
- = Long-term capital, up to 30-year terms available, Contract terms subject to review at treaty renewal;
Continuity 7 AT .
floating rates common availability/pricing subject to u/w cycle
Risk Transfer = None, must be paid back in full High levels of customized surplus protection from u/w

Audit and Regulatory
Risk

Notify the insurance regulator of issuance

volatility, based on capital needs
Subject to annual audit review under reinsurance accounting
standards

Features such as funds withheld, profit sharing, slides /
annual caps are subject to regulatory review
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lllustrative Quota Share Cost of Capital vs. Debt

Given the operating leverage and margin ceded through certain quota share arrangements, raising capital via debt or
surplus note may be a meaningfully less expensive source of capital.

lllustrative Quota Share Cost of Capital Comparison

Quota Share Cost ($ millions, unless noted): Key Assumptions for Discussion:
Direct Premiums Written $300.0 ] )
Ceded Premiums (100.0) = Ceded margin of 5% to the reinsurer
Net Premiums Written 200.0 = Targeted net operating leverage (CPW / Surplus) of
Ceded Underwriting Margin (%)" 5.0% 2.50x
Ceded Underwriting Margin ($) (5.0) = Company investment yield of 2.00% on lost investment
Operating Leverage Ratio (Ceded Premium / Surplus) 2.50x income from quota share capital relief
Surplus Relief from QS 40.0 = Debt annual cost of capital would be equal to:
Lost Investment Income Yield 2.0% . i ) i )
QS Lost Investment Income w - New underwriting margin retalr_led + investment income
on debt proceeds) — new debt interest expense
Total QS Annual Cost of Capital ($) ($5.8)
Total QS Annual Cost of Capital (%) 14.5% = Aon Securities welcomes the opportunity to discuss this

analysis in further detail

lllustrative Quota Share Cost of Capital Comparison

Underwriting Profit & Reinsurer Margin Ceded (%)

3.0% 4.0% 5.0% 6.0% 7.0%
1.0% 8.5% 11.0% 13.5% 16.0% 18.5%
1.5% 9.0% 11.5% 14.0% 16.5% 19.0%
20% | 95%  12.0% 17.0%  19.5%
2.5% 10.0% 12.5% 15.0% 17.5% 20.0%
3.0% 10.5% 13.0% 15.5% 18.0% 20.5%

Underwriting Profit & Reinsurer Margin Ceded (%)

3.0% 4.0% 5.0% 6.0% 7.0%
2.00x 8.0% 10.0% 12.0% 14.0% 16.0%
2.25x 8.8% 11.0% 13.3% 15.5% 17.8%
250x | 95%  12.0% 17.0%  19.5%
2.75x 10.3% 13.0% 15.8% 18.5% 21.3%
3.00x 11.0% 14.0% 17.0% 20.0% 23.0%

Note: (1) Assumes 5.0% quota share override / underwriting margin. Am
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lllustrative Senior Note Transaction Structure

With a relatively simplistic transaction structure, a senior note is an attractive way for an insurance company to raise

additional capital.

Merits and Considerations lllustrative Transaction Structure

Senior Note Transaction

Merits

A Cheaper cost of capital

- Can be cheaper/more
profitable than existing or
prospective quota share

A Ability to retain risk and profits

A Number of strategic
benefits/opportunities:

- Organic growth — new lines
or states

- Acquisitions
- Technology investments

- Improve capital position
(rating agency & RBC)

A Relatively short process to
raise capital (3-4 months)

A Tax savings
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Considerations

V Less flexibility than a quota
share

No risk transfer

Restrictive covenants by
investors:

Minimum reinsurance buy
Maximum debt/capital ratio

Interest rate “step-up” upon
rating downgrade

Acceleration upon default

Default could lead to
reputational repercussions

Quarterly or semi-
annual interest
payments until

maturity

Investor(s) /
Strategic
Partner(s)

_____ - —-_——-—

Issuer Holding
Company

Funds contributed via contributed
surplus or a surplus note

Capital invested into
the Issuer’s Holding
Company

Insurance /
Regulated Entity

Affiliated MGA or
Service Provider
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Contact

Jeff Davis

Vice President

Aon Securities
+1.312.381.2428
jeffrey.davis@aon.com

William Delaney

Managing Director

Aon Securities
+1.312.381.4514
William.l.Delaney@aon.com
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Disclaimer

This document or presentation and all of its contents (collectively, the “Document”) were intended for general informational purposes only. This Documentis
intended only for the designated recipient to whom it was originally delivered by Aon Securities LLC, Aon Securities Limited or its affiliates (collectively, “Aon”) and
any other recipient to whose delivery Aon consents in writing (each, a “Recipient”). This Document is strictly confidential and no Recipient shall reproduce this
Document (in whole or part) or disclose, provide or make available this Document, or any portion or summary hereof, to any third party without the express written
consent of Aon. This Documentis made available on an “as is” basis, and Aon makes no representation or warranty of any kind (whether express or implied),
including without limitation in respect of the accuracy, completeness, timeliness, or sufficiency of the Document. This Documentis not intended, nor shall it be
considered, construed or deemed, as (1) an offer to sell or a solicitation of an offer to buy any security or any other financial product or asset, (2) an offer,
solicitation, confirmation or any other basis to engage or effect in any transaction or contract (in respect of a security, financial product or otherwise), or (3) a
statement of fact, advice or opinion by Aon or its directors, officers, employees, or representatives (collectively, the “Representatives”). Any potential transaction
will be made or entered into only through definitive agreements and such other documentation as may be necessary, including, as applicable, any disclosure or
offering materials provided by Aon Securities LLC or its appropriately licensed affiliate(s). No representation, warranty or guarantee is made that any transaction
can be effected at the values provided or assumed in this Document (or any values similar thereto) or that any transaction would result in the structures or
outcomes provided or assumed in this Document (or any structures or outcomes similar thereto). Actual results may differ substantially from those indicated or
assumed in this Document. Aon and its Representatives shall have no liability to any party for any claim, loss, damage or liability in any way arising from or
relating to the use or review of this Document (including without limitation any actions or inactions, reliance or decisions based upon this Document), any errors in
or omissions from this Document, or otherwise in connection with this Document. Aon does not provide and this Document does not constitute any form of legal,
accounting, taxation, regulatory, or actuarial advice.
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