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1998 NAPSLO INCOME & EXPENSE SURVEY

Preface

The 1998 Income & Expense Survey is an analytical tool providing a basis
for benchmarking your operations against others in the industry. For the
first time, NAPSLO and AAMGA have united in this effort to create an even
stronger base for the Survey, which is based on 1997 fiscal year operating
results. As a result, eighty organizations participated by completing a
detailed questionnaire covering their operations.

In utilizing this information, determine the premium volume segment which
your organization fits into: Small (less than $7.5 million), Medium (between
$7.5 and 15.0 million), or Large (over $15.0 million). In addition,
benchmarks are included for organizations that focus on MGA/Underwriting
or Brokerage functions. Upon comparison, you will be able to determine
areas of strength and need, which will form a foundation in planning for the
future.

In the fourteen years which Russell Miller, Inc. has conducted the Income &
Expense Survey, the industry has experienced numerous challenges and
environments. We are confident that the enclosed analyses and
benchmarks give you a vital tool with which to successfully meet the
competitive challenges of the future.

© National Association of Professional Surplus Lines Offices, Ltd.
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1998 NAPSLO INCOME & EXPENSE SURVEY

A. Profile of Respondents

Eighty agencies responded to the 1998 survey. With premium volume of
the agencies ranging from about $1.2 million to over $500 million, the
results presented in this report are broken into three size categories.

Size of Agency

. . Number of Average Average Number of
Size Premium Range e
Respondents Commission Employees
Small <$75M 30 $329,770 10
Medium $75-$150M 16 $548,938 21
Large >$15.0M 34 $3,866,135 75
All 80 $1,792,638 40

Detailed results by size of agency are presented in Sections Il through V.

Results are also separated by type of agency, MGA versus Wholesale
Broker. Results by type of agency are presented in Sections VI and VII.

Type of Agency

Tvoe Number of Average Average Number of
yp Respondents Commission Employees
MGA / Underwriting 50 $985,462 28
Wholesale Broker 30 $3,439,290 61
All 80 $1,792,638 40

B. Profile of Top Performers

A new aspect of the 1998 Survey is an in-depth analysis and comparison of
companies that have achieved superior operating results relative to the
entire population. By identifying Top Performers, keys to success are
brought to light so that all Survey users will be able to continue to add value
to their agency.

Top Performers were identified using criteria of growth, profitability and
balance sheet liquidity. The primary screen was growth, identifying the top
25% in annual revenue growth in 1997. This limited the field to the top 20

© National Association of Professional Surplus Lines Offices, Ltd. 10



1998 NAPSLO INCOME & EXPENSE SURVEY

based on growth. Further screening was based on profitability and liquidity.
Eleven agencies survived the three-step process and were selected as Top

Performers.
Profile of Top Performers
A
Percent Number of Average verage
Segment . . Number of
Commercial Respondents Commission
Employees
All Agencies 79.4% 80 $1,792,638 40
Top Performers 89.9% 11 $4,171,740 44

The eleven Top Performers were comprised of eight MGA/Underwriters and
three Wholesale Brokers. Six were in the small premium volume category,
and five were in the large premium volume category. Interestingly, no
medium sized agencies qualified as Top Performers.

C. Revenue Growth

Wholesalers are not dead! NAPSLO members continued to grow net
revenues faster than both retail agencies and insurance carriers. The entire
insurance industry has experienced a compound annual growth rate of 3.5%
over the last ten years, while NAPSLO members have experienced 7.7%
growth. As demonstrated in the graph below, NAPSLO agencies have
maintained their superior rate of growth since 1992,
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Large agencies experienced the fastest growth in 1997, with 8.5% revenue
growth. Medium-sized agencies, with a median growth of 4.3%,
experienced the slowest growth. Overall, 75% of agencies experienced
positive growth in 1997 and 25% showed no growth or negative growth.

Examination of Top Performers demonstrates that there is potential for
double-digit growth. This is especially true with small agencies, where the
average Top Performer grew 20.7% in 1997. As expected, it is harder for
established large agencies to attain relatively high levels of growth on a
percentage basis.

Growth of NAPSLO Members

All Agencies Top Performers

Revenue Growth (1996 to 1997)

Small 6.4% 20.7%
Medium 4.3% -

Large 8.5% 11.4%
All 6.4% 16.8%

Expected Growth

Top Product Line 10.4% 10.7%
Second Product Line 10.0% 20.0%
Third Product Line 11.8% 18.1%

Responses on expected growth by product line indicate that future growth
will come primarily from secondary lines of business. This is the key to both
continuous growth and lowering the dependence on a single line of
business. As demonstrated above, Top Performers expect to grow their
second and third largest product lines almost twice as fast as their largest
product line.

D. Competitive Advantage

Sustainable growth creates value, and sustainable growth is the result of
exploiting a competitive advantage.

What drives growth? The results indicated that Top Performers have been
able to outperform their counterparts, primarily by growing newer, diverse
product lines. But, why do some agencies grow faster than others?

© National Association of Professional Surplus Lines Offices, Ltd. 10
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Source of Competitive Advantage

All Agencies Top Performers

Average Rank (Absolute Rank: 1 = most important, 5 = least)

Price 23 (1) 19 (1
Quallity of Service 2.9 (2) 3.2 (3)
Turn-around time on Quotes & Policies 3.1 (3) 2.7 (2)
Access to Markets 3.6 (4 3.3 (4
Availablity of Coverage / Limits 4.3 (5) 4.4 (5)

In ranking their sources of competitive advantage, survey respondents
demonstrated one overriding theme: Price is king! Interestingly, Top
Performers placed an even higher emphasis on price, as evidenced below
in an average ranking of 1.9, versus 2.3 for agencies overall.

Another distinguishing result was that Top Performers ranked Turn-around
time on Quotes & Policies a close second, while it was ranked third by
agents overall. Top Performers deliver concrete service in the form of turn-
around time, not just the harder to measure “quality of service.”

Product Diversity

All Agencies Top Performers

Concentration in Top 3 Carriers 58.7% 52.3%
Concentration in Top 3 Product Lines 69.5% 61.8%

Top Performers have less dependence on their top three carriers and
product lines then do agencies overall. A significant factor for success is
having the ability to serve diverse clients with widely varying products and
multiple carriers.

E. Profitability and Productivity Indicators

The ability to produce profits is the lifeblood of any agency. It generates
cash flow to the owners. It provides capital for investment and expansion.
Most importantly, sustainable profits enhance value.

© National Association of Professional Surplus Lines Offices, Ltd. 10
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The historical profitability of NAPSLO agencies has risen significantly since

1991. In the last five years, the average pretax profit margin has been
consistently above 10%.

Historical Profitability of NAPSLO
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But, pretax profit margins do not give the complete picture of profitability.
Profit margins of privately held agencies tend to be understated as a result
of strategic decisions to reinvest cash flows in growth initiatives and
because of strategic tax decisions. As a result, we have found that revenue
per employee is an excellent benchmark for comparing the inherent
profitability of agencies. A high level of revenues per employee is a good
indicator of profit capability, even if an agency's tax and investment
strategies have yielded a low published profit margin.

Ten-Year Growth in Productivity

Revenue Per Employee Compound
1988 1997 Annual Growth
Small $55,707 $65,859 1.9%
Medium $60,350 $55,276 -1.0%
Large $87,956 $96,297 1.0%
All $80,095 $88,940 1.2%

The comparison of productivity over ten years presents interesting results:
1) large agents have significantly higher revenue per employee than small
or medium agencies, 2) medium agencies have declined an average of 1%
per year over the past 10 years, and 3) wholesale brokers have significantly

higher revenues per employee than MGA/Underwriters ($98,274 vs.
$76,541).

© National Association of Professional Surplus Lines Offices, Ltd. 10
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In comparing the profitability of all agents to Top Performers, we utilized
three measures: 1) pretax income, 2) EBITDA (Earnings Before Interest,
Taxes, Depreciation and Amortization), and 3) EBITDA plus owner

compensation.
Profitability & Productivity
All Agencies Top Performers
Profitability
Pretax Income 6.3% 14.0%
EBITDA 10.1% 15.6%
EBITDA + Owner Compensation 20.6% 41.1%

Productivity

Revenue per Employee $88,940 $119,666
Compensation per Employee $52,493 $62,354
Accounts per Employee 188 151
Commissions per Account $225 $378

Top Performers are significantly more profitable than agencies overall in all
three categories. This is even more evident when looking at EBITDA plus
owner compensation, where Top Performers outperformed agencies overall
41.1% to 20.6%. This 20.5% differential was realized in the form of 5.5%
EBITDA and 15.0% of owners compensation. Top Performers make 5.5
percentage points more in profit, as measured by EBITDA (15.6% vs.
10.1%). In addition, owners of Top Performers make 14 percentage points
more (25.5% vs. 10.5%).

Productivity of Top Performers as measured by revenue per employee is
34.5% higher than the average agency ($119,666 vs. $88,940). The survey
points to two significant reasons for this increased productivity:
compensation per employee and commissions per account.

There is a strong correlation between productivity and compensation per
employee. But, which is first, the chicken or the egg? Do higher paid
employees lead to higher productivity, or does more profit allow for higher
pay levels? Whichever is it, as $9,861 compensation difference results in a
$30,706 productivity difference. That's leverage.

Another positive correlation is the link between increased productivity and
the size of account, as measured by commissions per account. Larger
accounts generate higher revenues per employee.

© National Association of Professional Surplus Lines Offices, Ltd. 10
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F.

Balance Sheet Indicators

Agents who make and retain profits will have strong balance sheets.
Unprofitable agencies will eventually suffer liquidity problems.

Four liquidity measures are utilized:

1)

2)

3)

4)

The cash & receivables / premiums payable (“trust”) ratio, measures the
ability of agencies to meet carrier trust obligations and cover daily
operating expenses. Agencies above 1.0 are in a positive trust position.

The receivable / payable (“collection”) ratio highlights the ability to collect
receivables fast enough to meet payables. A ratio of 0.6 is a good
benchmark, with lower ratios being even better.

The current assets / current liabilities (“working capital”) ratio shows the
ability of an agency to meet short-term obligations - a level of 1.0 is
acceptable. Higher ratios provide an even greater cushion.

The number of days of working capital measures how many days of
operating expenses are covered by net working capital. Thirty to forty-
five days of working capital is often the benchmark required in merger or
acquisition deals.

Top Performers maintain a much stronger balance sheet, with a focus
towards immediate working capital. For example, Top Performers had 112
days of working capital compared to an average of 31 for agencies overall.
This indicates that they have retained earnings far more than their
counterparts.

Balance Sheet Ratios

All Agencies Top Performers

Liquidity Ratios

Cash & Receivables / Premiums Payable 1.13 1.17

Premiums Receivable / Premiums Payable 0.64 0.67

Current Assets / Current Liabilities 1.08 1.28

Number of Days Working Capital 31.2 1124
Capitalization Ratios

Net Property, Plant & Equip (as % of Revenue) 7.3% 5.0%

Long Term Debt (as % of Revenue) 7.2% 10.0%

Shareholders' Equity (as % of Revenue) 22.1% 32.3%

© National Association of Professional Surplus Lines Offices, Ltd.
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Capitalization ratios simply measure the level of capital utilized in supporting
operations (net property, plant & equipment), and the sources of that capital
(debt & equity).

Top Performers have utilized their profitability to raise more capital in the
form of borrowing and equity (retained earnings). But, they did not spend
this capital on property, plant and equipment since they show significantly
lower levels of property, plant & equipment. Those retained profits have
been utilized to maintain excellent short-term liquidity, while debt has been
utilized to shore up longer-term capital needs.

G. Automation

There seems to be little correlation between automation expenditures and
success. Top Performers have spent only slightly more on automation in
the past, and expect to maintain that level in the near future.

Agtomation

. Top
All Agencies

g Performers
Automation Expenditure (prior 3 years) 5.9% 6.7%
Automation Expenditure (next 3 years) 5.5% 6.4%
Year 2000 compliant ( % Yes) 71.3% 72.7%
Web site (% Yes) 33.8% 54.5%
On Line Connectivity (% Yes) 23.8% 18.2%
Automated Quotes (% Yes) 42.5% 36.4%
Automated Policy Issuance (% Yes) 53.8% 27.3%

Apparently, surveyed agencies have spent more effort on year 2000
compliance (71%) than web site construction (34%). Even among those
29% who are not yet compliant, 90% have indicated they have a plan to
become so.

Top Performers are significantly further along in web site construction.
This is consistent with their marketing orientation and higher growth rates.

Conversely, Top Performers have not focused their automation efforts on
connectivity and automating of quotes and policy issuance.

© National Association of Professional Surplus Lines Offices, Ltd. 10
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H. Preparing for the Future

There is one simple observation in regards to planning: Top Performers do
more planning! All Top Performers have a yearly budgeting process, and a

strong majority has a long-range plan.

Planning Process
. Top
All Agencies
9 ! Performers
Yearly Budgeting Process (% Yes) 82.5% 100.0%
Long Range Plan ( % Yes) 52.5% 63.6%
Perpetuation Plan ( % Yes) 46.3% 45.5%

© National Association of Professional Surplus Lines Offices, Ltd.
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1998 NAPSLO INCOME & EXPENSE SURVEY

Operating Profile

All Agencies Combined

Commission Rates Premium Volume Breakdown
MGA/Underwritten 11.4% Non-Admitted MGA 35.1%
Brokered 9.8% Non-Admitted Brokered 22.4%
Subtotal 57.5%
Business Mix
Percent Commercial Lines 79% Admitted MGA 32.7%
Percent Personal Lines 21% Admitted Brokered 10.5%
Subtotal 43.2%
Retention Rates
Premium Retention 65% Total 100.0%
Policy Retention 70%
Personnel
All Agencies Combined Average Average Compensation: Combined
Number Salary Bonus
Position
Executive & Administration 3.1 $69,362 $11,627 $380,989
Brokers 5.9 $63,647 $12,010 $75,656
Brokers Assistants 4.9 $32,544 $1,962 $34,506
Underwriters 7.4 $36,863 $6,251 $43,114
Underwriters Assistants 4.9 $23,460 $1,203 $24,663
Accounting 3.3 $32,067 $3,762 $35,828
Claims 1.1 $24,537 $1,787 $26,324
Clerical 8.5 $19,419 $952 $20,372
Data Systems 1.0 $34,305 $2,908 $37,214
Total 40.0
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Growth

All Agencies Combined

Growth (1996 to 1997)

Net Revenues 6.4%
Expenses 7.3%
Pretax Income -8.4%
Pretax Income & Owner Compensation 0.1%

Productivity

All Agencies Combined

Marketing Productivity Ratios per Employee

Accounts / Employee 188 Revenues $88,940

MGA Accounts / Underwriter 795 Personnel Expenses $52,493

Brokerage Accounts / Broker 285 Non-Personnel Expenses $25,672
Pretax Profit $10,775

MGA Comms. / Underwriter $230,411

Brokerage Comms. / Broker $193,958 Average Account Size
Revenues / Account $472
MGA Commissions / Account $290
Brokerage Commes. / Account $680

Liquidity

All Agencies Combined

Cash & Receivables / Premiums Payable 1.13
Premiums Receivable / Premiums Payable 0.64
Current Assets / Current Liabilities 1.08
Number of Days Working Capital 31

© National Association of Professional Surplus Lines Offices, Ltd. 14
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Income Statement

All Agencies Combined Dollars Percerntageot Top
Revenue Performers
Revenues
RettnedCammsors&Fees 170638 7=1% 2%
Goingas 110083 46% 4%
Feelnoome 33\012 142% 103%
herest 3 3% A48%
Otehaame =g 2% 1046
ToaReverues 23836 1000% 1000%
Personnel Expenses
BeaiveD OnreCorpasin 22096 121% 1330
Oe&SaHShEs 74 06% 6%
Berebs&PaydTaes 17460 3% 63%
Reematras e 7127 - 1% 2%
ToaPasomabBpaes 144214 605% 572%
Business Development Expenses
AdagPardn 66 1% 1%
TadtEaEmat 77337 3% 30%
Teptoe’Fee 64637 2% 22%
Postage Viilse/d 1™ 1%
Amde 2476 0% 10%
Edain 7453 03 0%
Gohios 3404 01% 0%
Dues&Subsajiors 167 053% 0%
TodBaessDaveopmentBqersss 6007 1076 9%
Operating Expenses
BadDelois 8518 04% 04%
nerest 17661 Q™o 04%
DelaProcessg 57 1%% 10%
DepeEtr@Aatem 5569 2% 18%
Insuance 56443 28% 22%
Leesoby jert 15653 0™o 04%
Licenses& Taxes 2180 0% 12%
Oe9 sty 229 22% 1%%
PoesreSanies 429 1%% 1%
OukSavies %26 11% 18%
Rert&Ulies 133 56% 45%
ReaseMVereae 24 10% 0%
Meshens Lo 21%. 1%
TodQpedgBpass 53210 25% 191%
Total Expenses 223871 B B0
Pretax income 10 63% 140%
ReaxinoomeandOnnasCarpasn 18%% 213%
ReuinanEoLly 2B0% 51%
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1998 NAPSLO INCOME & EXPENSE SURVEY

Operating Profile

Agencies Less than $7.5 M Volume

Commission Rates Premium Volume Breakdown
MGA/Underwritten 13.8% Non-Admitted MGA 41.9%
Brokered 12.4% Non-Admitted Brokered 23.3%
Subtotal 65.2%
Business Mix
Percent Commercial Lines 81% Admitted MGA 27.8%
Percent Personal Lines 19% Admitted Brokered 7.8%
Subtotal 35.6%
Retention Rates
Premium Retention 65% Total 100.0%
Policy Retention 60%
Personnel
Agencies Less than $7.5 M Average Average Compensation: .
Combined
Volume Number Salary Bonus
Position
Executive & Administration 1.0 $54,501 $9,446 $63,947
Brokers 1.1 $54,865 $10,035 $64,901
Brokers Assistants 0.3 $35,808 $6,000 $41,808
Underwriters 3.0 $32,124 $8,667 $40,791
Underwriters Assistants 1.4 $19,851 $1,528 $21,379
Accounting 1.0 $30,006 $2,256 $32,262
Claims 0.4 $20,117 $2,085 $22,202
Clerical 2.1 $18,007 $1,350 $19,358
Data Systems 0.1 $27,125 $2,806 $29,931
Total 10.4

© National Association of Professional Surplus Lines Offices, Ltd. 18
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Growth

Agencies Less than $7.5 M Volume

Growth (1996 to 1997)

Net Revenues 6.4%
Expenses 7.6%
Pretax Income -31.3%
Pretax Income & Owner Compensation 1.2%

Productivity

Agencies Less than $7.5 M Volume

Marketing Productivity Ratios per Employee

Accounts / Employee 232 Revenues $65,859

MGA Accounts / Underwriter 554 Personnel Expenses $40,687

Brokerage Accounts / Broker 683 Non-Personnel Expenses $22,173
Pretax Profit $2,999

MGA Comms. / Underwriter $108,104

Brokerage Comms. / Broker $150,459 Average Account Size
Revenues / Account $284
MGA Commissions / Account $195
Brokerage Comms. / Account $220

Liquidity

Agencies Less than $7.5 M Volume

Cash & Receivables / Premiums Payable 1.14
Premiums Receivable / Premiums Payable 0.54
Current Assets / Current Liabilities 1.15
Number of Days Working Capital 51

© National Association of Professional Surplus Lines Offices, Ltd. 18
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Income Statement

Agencies Lessthan $75MVolume Dollars Percentageof
Revenue
Revenues
RetanedComssons&Fess 3970 73%%
Coigers 19877 40%
Feelnoome 670 171%
nerest 17856 A%
Oterhoame 511 106
ToaRevenues 2933 1000%
Personnel Expenses
BenieDOnnaCarpasdn 8104 152%
O SHSHhEs 1036 3%
Barels@PaydTaes 31536 0%
RedemartFars oo - 1%
TosPasomabBoaress 232 614%
Business Development Expenses
Adap’Aomn 54% 1%
Tad’EaEMat 15047 3%
Teghoe&FasdTe 196 2%
Posiage 759 1%
Ade 381 09%
Educain 632 01%
Goihios 34 01%
Dues&Subsaiios 2356 05%
TaaBuaessDavdgpmantBpenss 4729 10356
Operating Expenses
BadDebis 2457 05%
nerest 237 05%
DelaProcessg 584 13%
DgeEm&Anaizam 8610 19%
Insuance 1,730 26%
LessE et 221 05%
Licenses& Taxes 6560 15%
OreS sty 1036 23%
PoessreSanes 7420 176
QuekSavis 578 13%
Rert&Ulies 825 63%
Repeis@MVeeee 490 11%
Veeeas fals s . 1246
ToeOpaalgBpenees 1818 Z0%
Total Expenses 26709 AP0
Pretaxincome 104 51%
PeaxintomeandOnnesConparsain 203%
ReLmanEoLly 3%
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Operating Profile

Agencies Between $7.5 and $15.0 M Volume

Commission Rates Premium Volume Breakdown
MGA/Underwritten 10.4% Non-Admitted MGA 40.5%
Brokered 8.6% Non-Admitted Brokered 8.7%
Subtotal 49.2%
Business Mix
Percent Commercial Lines 81% Admitted MGA 48.4%
Percent Personal Lines 19% Admitted Brokered 5.3%
Subtotal 53.7%
Retention Rates
Premium Retention 65% Total 100.0%
Policy Retention 76%
Personnel
Agencies Between $7.5 & $15.0 M Average Average Compensation: .
Combined
Volume Number Salary Bonus
Position
Executive & Administration 2.1 $66,937 $3,983 $70,921
Brokers 1.3 $66,726 $633 $67,359
Brokers Assistants 0.7 $21,895 $0 $21,895
Undenwriters 5.1 $36,021 $1,830 $37,851
Underwriters Assistants 3.5 $26,762 $1,050 $27,812
Accounting 1.9 $31,835 $1,450 $33,285
Claims 0.8 $21,668 $1,175 $22,843
Clerical 4.4 $20,875 $1,025 $21,900
Data Systems 0.5 $27,711 $1,775 $29,486
Total 20.3
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Growth

Agencies Between $7.5 and $15.0 M Volume

Growth (1996 to 1997)

Net Revenues 5.3%
Expenses 2.8%
Pretax Income -64.9%
Pretax Income & Owner Compensation -7.4%

Productivity

Agencies Between $7.5 and $15.0 M Volume

Marketing Productivity Ratios per Employee

Accounts / Employee 228 Revenues $55,716

MGA Accounts / Underwriter 577 Personnel Expenses $33,539

Brokerage Accounts / Broker 1349 Non-Personnel Expenses $23,909
Pretax Profit -$1,731

MGA Comms. / Underwriter $96,236

Brokerage Comms. / Broker $266,063 Average Account Size
Revenues / Account $244
MGA Commissions / Account $167
Brokerage Comms. / Account $197

Liquidity

Agencies Between $7.5 and $15.0 M Volume

Cash & Receivables / Premiums Payable 1.00
Premiums Receivable / Premiums Payable 0.65
Current Assets / Current Liabilities 1.03
Number of Days Working Capital 8

© National Association of Professional Surplus Lines Offices, Ltd.
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Income Statement

Agencies Between $75and $150MVolume Dollars Percentageof
Revenue
Revenues
ResnedComssors&Fess 5893 2%
Coingas 2347 30%
Feelnoome 1[I3 155%
nerest 205 31%
Orerhaome (sl o 2%
ToaReverues 82 1000%
Personnel Expenses
BenieDOnnaCarparsin BIB 130%
Oe&SHSHhis 28000 B1%
Barels@PaydTaes 66236 9%
RedematFers 47 106
TodPasomebBpaess 431910 el
Business Development Expenses
AdagPain 1093 15%
Tad8EEaMat 2330 3%
Tegthoe’Facre 234 34%
Postage 14 1%
Amde 8439 129%
Educsin 3 03%
Coihuiors 1223 0%
Dues&Subsapions 30 05%
ToaBanessDavepmentbBpensss 477 126%
Operating Expenses
Bad Debis 230 03%
nerest 10867 15%
DelaProcessig 1007 14%
DgpeEmiAnaiam 21564 30%
Insuance 17374 24%
LessEqy et 8733 12%
Licenses & Taxes 10163 14%
OeSpks8hry 15974 2%
PoesrESaves 2006 3%
QU SaviEs 5290 ™6
Rert&Ulies 51 8%
ReeséMVereene 6671 0%
Meebreas 7. 3%
TodOpeagBpass 217007 1%
Total Expenses 34 1°8%
Pretax Income 1859 20/
PeaxinnomeadOnnesCanparsan 109%
ReuinanELly A%
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1998 NAPSLO INCOME & EXPENSE SURVEY

Operating Profile

Agencies over $15.0 M Volume

Commission Rates Premium Volume Breakdown
MGA/Underwritten 10.0% Non-Admitted MGA 24.9%
Brokered 7.7% Non-Admitted Brokered 30.0%
Subtotal 54.9%
Business Mix
Percent Commercial Lines 78% Admitted MGA 28.4%
Percent Personal Lines 22% Admitted Brokered 17.3%
Subtotal 45.8%
Retention Rates
Premium Retention 65% Total 100.0%
Policy Retention 71%
Personnel
Agencies over $15.0 M Volume Average Average Compensation: Combined
Number Salary Bonus
Position
Executive & Administration 5.3 $79,683 $14,902 $94,585
Brokers 12.3 $72,858 $14,637 $87,495
Brokers Assistants 11.0 $33,042 $1,833 $34,874
Underwriters 12.1 $41,177 $5,562 $46,739
Underwriters Assistants 8.6 $23,882 $1,032 $24,914
Accounting 5.9 $33,832 $5,280 $39,111
Claims 1.7 $27,388 $1,841 $29,229
Clerical 15.9 $19,915 $702 $20,617
Data Systems 2.0 $37,736 $3,199 $40,935
Total 74.8
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1998 NAPSLO INCOME & EXPENSE SURVEY

Growth

Agencies over $15.0 M Volume

Growth (1996 to 1997)

Net Revenues 8.5%
Expenses 7.3%
Pretax Income 0.5%
Pretax Income & Owner Compensation -2.6%

Productivity

Agencies over $15.0 M Volume

Marketing Productivity Ratios per Employee

Accounts / Employee 177 Revenues $96,297

MGA Accounts / Underwriter 893 Personnel Expenses $56,516

Brokerage Accounts / Broker 199 Non-Personnel Expenses $26,351
Pretax Profit $13,429

MGA Comms. / Underwriter $252,890

Brokerage Comms. / Broker $225,690 Average Account Size
Revenues / Account $543
MGA Commissions / Account $283
Brokerage Comms. / Account $1,137

Liquidity

Agencies over $15.0 M Volume

Cash & Receivables / Premiums Payable 1.14
Premiums Receivable / Premiums Payable 0.72
Current Assets / Current Liabilities 1.06
Number of Days Working Capital 49
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1998 NAPSLO INCOME & EXPENSE SURVEY

Income Statement

Agencies over $150MVolume Dollars Percentageof
Revenue
Revenues
RetanedComssons&Fess 3BH1H 6%
Coingas 21210 54%
Feelnoome 5435 104%
Inerest 23617 42%
Oterhmame fu[2v;0 02 S 3%
ToaRevenues 5130014 1000%
Personnel Expenses
BeuieDOnnaCampasdn 474281 9%
Oe&SHSHhEs 200635 16%
Barels@PaydTaes 30938 67%
RedemartFars o 2V ¢ 1246
TosPasomabBoaress 30060%6 SV
Business Development Expenses
Adeg&Rardn 568 11%
Tad’EaEMat 16130 3%
Teghoe&FasdTe 190 28%
Postace &119 1%
Ade 7% 3¢} 07
Educain 1803 04%
Goihios 10100 02%
Dues&Subsaiios 2110 04%
TaaBuaessDavdgpmantBpanss 56431 101%
Operating Expenses
BadDebis 1244 02%
nerest 2740 05%
DelaProcessg 678b 13%
DgpeEm&Anizam 1596 23%
Insuance 10716 21%
LessEq et 2933 05%
Lioenses& Taxes 228 04%
CreQsthrty (02273) 20%
PoEessreSanies 632 13%
QuetkSaviEs 5B 11%
Rert&Ulies 3351 A%
Repes@MVeeae 8173 1%
Veebeas B2 272 ./
ToeOpaalgBpenees B35 183%
Total Expenses 4406633 8%
Pretaxincome IBRL 113%
PeaxintomeandOnnesConparsain 212%
ReunanEQLly %%

© National Association of Professional Surplus Lines Offices, Ltd.

26



Section VI

MGA/Underwriter
Composites

1998 Income & EXxpense Survey

2

~



1998 NAPSLO INCOME & EXPENSE SURVEY

Operating Profile

MGA / Underwriter Composite

Commission Rates Premium Volume Breakdown
MGA/Underwritten 12.1% Non-Admitted MGA 45.7%
Brokered 8.3% Non-Admitted Brokered 11.6%
Subtotal 57.3%
Business Mix
Percent Commercial Lines 75% Admitted MGA 42.0%
Percent Personal Lines 25% Admitted Brokered 2.2%
Subtotal 44.3%
Retention Rates -
Premium Retention 65% Total 100.0%
Policy Retention 60%
Personnel
MGA / Underwriter Composite Average Average Compensation: Combined
Number Salary Bonus
Position
Executive & Administration 2.5 $72,521 $11,933 $84,454
Brokers 15 $50,325 $13,327 $63,652
Brokers Assistants 0.8 $32,565 $1,784 $34,349
Underwriters 7.4 $33,072 $6,176 $39,248
Underwriters Assistants 4.1 $20,651 $1,309 $21,961
Accounting 2.8 $30,627 $4,710 $35,338
Claims 1.0 $21,763 $2,173 $23,936
Clerical 6.5 $18,233 $1,009 $19,243
Data Systems 1.0 $32,370 $2,853 $35,222
Total 275
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1998 NAPSLO INCOME & EXPENSE SURVEY

Growth

MGA / Underwriter Composite

Growth (1996 to 1997)

Net Revenues 7.5%
Expenses 7.9%
Pretax Income -8.4%
Pretax Income & Owner Compensation -10.0%

Productivity

MGA / Underwriter Composite

Marketing Productivity Ratios per Employee

Accounts / Employee 339 Revenues $76,541

MGA Accounts / Underwriter 1148 Personnel Expenses $45,178

Brokerage Accounts / Broker 507 Non-Personnel Expenses $24,370
Pretax Profit $6,993

MGA Comms. / Underwriter $173,628

Brokerage Comms. / Broker $147,553 Average Account Size
Revenues / Account $226
MGA Commissions / Account $151
Brokerage Comms. / Account $291

Liquidity

MGA / Underwriter Composite

Cash & Receivables / Premiums Payable 1.13
Premiums Receivable / Premiums Payable 0.56
Current Assets / Current Liabilities 1.07
Number of Days Working Capital 13
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1998 NAPSLO INCOME & EXPENSE SURVEY

Income Statement

MGA / Underwriter Composite Dollars Percentzgeof
Revenue
Revenues
ReanedComers&fees B 28%
Corgers 712 53%
Feelnoome 21780 161%
nerest 47839 3%
Oharhoome o2 N 2%
TodRevernues 135438 1000%
Personnel Expenses
BenieDOnnaCarpasdn 1834 13%%
Ole&SHShis 53774 B
Barels@PaydTaes w074 %%
RedemartFars e 1%
ToePasomeBpases 819118 605%
Business Development Expenses
Adap’Aomn 181 14%
TadEaamat 4413 3%
Teghore®FacETe 37230 28%
Postage 510 1%9%
Aborde 1279 0%
Ed.cain 20 0%
Goihiors 2086 0%
Dues&Subsapiors 6408 03%
TaaBuaessDavdgpmantBpanss 15543 13
Operating Expenses
BadDebis 5207 04%
nerest 202 0%
DeiaProcessig 20181 1%
DgpeEm&Anizam P SY0 ] 21%
Insurance 846 21%
LessEq et 8812 o
Licerses & Taxes 1027 Q™o
CeQ s8Ry 3R140 20%
PoesirdSanies 0780 22%
QuietkSavies 7@l 1%
Rert&Ulies 6720 50%
Rees&MVereae 1540 11%
Veehreas 24 L= - 21%
TasOpeeigBpenss JB5b 26%
Total Expenses 1277166 A%
Pretaxincome 212 56%
PeaxintomeandOnnesConparsain 1926
ReunanEQLly 8%
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1998 NAPSLO INCOME & EXPENSE SURVEY

Operating Profile

All Agencies Combined

Commission Rates

Premium Volume Breakdown

MGA/Underwritten 9.7% Non-Admitted MGA 17.4%
Brokered 8.4% Non-Admitted Brokered 38.5%
Subtotal 55.9%
Business Mix
Percent Commercial Lines 87% Admitted MGA 17.4%
Percent Personal Lines 13% Admitted Brokered 26.3%
Subtotal 43.7%
Retention Rates
Premium Retention 70% Total 100.0%
Policy Retention 75%
Personnel
Wholesale Broker Composite Average Average Compensation: Combined
Number Salary Bonus
Position
Executive & Administration 4.0 $63,905 $11,059 $74,964
Brokers 13.2 $76,363 $11,002 $87,365
Brokers Assistants 11.8 $32,528 $2,051 $34,579
Underwriters 7.2 $44,808 $6,418 $51,225
Underwriters Assistants 6.2 $28,374 $974 $29,348
Accounting 4.2 $34,448 $2,233 $36,681
Claims 1.2 $28,871 $1,226 $30,097
Clerical 11.8 $21,601 $862 $22,463
Data Systems 1.1 $37,693 $3,006 $40,700
Total 60.8
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1998 NAPSLO INCOME & EXPENSE SURVEY

Growth

Wholesale Broker Composite

Growth (1996 to 1997)

Net Revenues 6.4%
Expenses 4.5%
Pretax Income -10.2%
Pretax Income & Owner Compensation 24.5%

Productivity

Wholesale Broker Composite

Marketing Productivity Ratios per Employee

Accounts / Employee 75 Revenues $98,274

MGA Accounts / Underwriter 188 Personnel Expenses $57,999

Brokerage Accounts / Broker 242 Non-Personnel Expenses $26,653
Pretax Profit $13,622

MGA Comms. / Underwriter $98,755

Brokerage Commes. / Broker $328,149 Average Account Size
Revenues / Account $1,311
MGA Commissions / Account $524
Brokerage Comms. / Account $1,353

Liquidity

Wholesale Broker Composite

Cash & Receivables / Premiums Payable 1.16
Premiums Receivable / Premiums Payable 0.76
Current Assets / Current Liabilities 1.13
Number of Days Working Capital 56
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Income Statement

Wholesale Broker Composite Dollars Percentageot
Revenue
Revenues
Retaned Commissrs&Fees 34P20 5%
Coingers 14489 3N
Feelnoome 480 100
nerest 197762 46%
Ohermome o<t o N 2%
ToaReverues 43856 1000%
Personnel Expenses
BeuieDOnaCarpasan 46556 9%
Oie&SHShEs 178610 A%
Barels@PaydTaes 3030 %%
ReemartFars .oV LN 1%
ToaPasomeBaess 2613160 604%
Business Development Expenses
AdagPRan 220 1%
Tad®EBEMat 13157 30%
TegtoedFacae 13073 26%
Postege 62214 1%
Aok 090 0™
Educain 13143 03%
Qoihiors 51% 01%
Dues&Subsnpios 2480 0%
TodBuaessDedpmentBparses 419897 970
Operating Expenses
BadDebis 13067 03%
Inerest 18915 04%
DetaProcessing 8280 11%
DepeHm&Amazam k3ol 2%
Insuance 451 2%%
LessEq et 87 0™
Licenses& Taxes 715073 13%
e s8Ry 2556 1%
PoessreSaniss 5060 129%
OukeSaves P15 0™
Rert&Ulies 2182 6%
Reeis@MVeneree 55 08%
Mesbens f27i2 020 204
TaeOpecigBpenees 92287 250
Total Expenses 4006356 P
Pretax Income 23321 7%
ReaxdiniomeandOnnasCamperssin 16%%
ReumanELly 2I3%
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The Russell Miller Companies

The Russell Miller family of companies is dedicated to creating business opportunities
throughout the global insurance industry by fostering an environment in which clients,
employees and investors can fulfill their professional, financial and societal goals. Founded in
1971, they are well known for their value analysis and merger and acquisition activities. The
companies are engaged in opportunities that build increased value for owners and investors,
whether they are public or private, national or regional, large or small.

Russell Miller, Inc. is a registered investment advisor under the Securities Act of 1934.
Russell Miller Corporate Finance, Inc., its broker-dealer subsidiary, is a member of the
National Association of Securities Dealers, Inc. (NASD). Russell Miller Advisors Asia, Inc.
provides advisory services for insurance-industry investments within the growing economies of
Asia.

Headquartered in San Francisco, Russell Miller, Inc. operates throughout the United States
and has long-standing relationships in Edinburgh, London, Tokyo, and Hong Kong.

Russell Miller, Inc. has been performing the annual NAPSLO Income and Expense Survey
since 1984.

Russell Miller, Inc.

INSURANCE INDUSTRY SPECIALTY INVESTMENT BANKERS

601 California Street P.O. Box 26533
San Francisco, California 94108 Austin, Texas 75755
Telephone (415) 956-7474 Telephone (512) 454-0008
Fax (415) 398-0620 Fax (512)454-0203

Offices in Jakarta, Edinburgh, and Tokyo



