RiSK WELL REWARDED

CAFTIVE INSURANCE AND ALTERNATIVE RISK SOLUTIONS FOR THE MIDDLE MARKET




Artex Risk Solutions

Leaders in the Alternative Risk marketplace for 30+ years
Over 650 captives under management
300 employees located in 15 offices
Manage a portfolio of 10 Industry-Specific and Mixed-Industry Group-
Owned, and Rent-a-Captives
e (Casualty and Workers Compensation Captives
e Employee Benefits Captives



The growth in middle market captives

Middle Market 106,000 Companies
Less than 5%

Fortune 500
Over 80%




Why do Companies Form Captives?

Reduce insurance cost
Capture underwriting profit Greater control over claims
Pricing stability Increase coverage
Purchase based on need Increase capacity
Underwriting flexibility
Access reinsurance market
Incentives for loss control

Minimize
Insurance Cost

Control
Risk

Improve
Cash Flow

Retain premium dollars
Tax benefits
Investment income
Additional profit center

Asset
Protection

Asset growth
Asset protection
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Top Risk Concerns Facing Companies Today

Economic slowdown Failure to attract or retain top

talent
Regulatory / legislative changes
Business interruption
Increased competition
Commodity price risk
Damage to reputation / brand
Technology failure / system failure
Failure to innovate / meet
customer needs Cash flow / liquidity risk

1 Aon Corporation, Global Risk Management
2 Respondents reported number of occurrences in each of these risk areas within the past year, with occurrence rates ranging between 8% to 67%

3 Number of respondents reported feeling adequately prepared for these risks: 69%



Feasibility Study Example

$2,500,000

Current Business Insurance

$2,000,000
Market Deductible/SIR
$1,500,000

$1,000,000

$500,000

Automobile
Employment Practices
General Liability
Umbrella Liability




Alueliepn
B|[=1qun
sso Jaddng
Apedoud
YIoMmaYy 221A195/10Npo.d
shg upXJg Yoo
asuadx] |edan
A)l|iqer] [esdusD
DId ger|edauan
S92110B.4 WuaWAo|dw 3
ssoqa9Ao|dw]
SSO7J2WoisnD
WD

SSO7 J0BIJUOD

@
o
=
qv)
X

LL
>

©
-

s

p)
>

=

(%
qv]
)
LL

uo1129||0D

s|iqowoliny

Current Business Insurance
- Market Deductible/SIR

~ Captive/SIR

SUOI10Y UlWpY

$2,500,000
$2,000,000
$1,500,000
$1,000,000



Taxation of Captive Insurance Company

Large Insurance Companies — IRC 831(a)

- Receive unlimited premium

- Deduct future loss reserves against today’s premium.
Small Insurance Companies —IRC 831(b)

- Receive $1.2m or less in annual premium

- All premium received tax-free by insurance co

- Insurance Co pays tax only on investment income

Basic Captive Diagram

Shareholders

Insurance Premiums

Insurance Coverage



Uses of Captive Assets

Pay losses

Dividends
Loans
Liquidation

Invest Assets

Bonds
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Ownership Options

Sharehol Key
Emplo




A valid captive requires

“Risk Distribution”

Risk distribution is a spreading of risk that allows the
insurer to reduce the possibility that a single costly claim
will exceed the amount available to the insurer for the
payment of such a claim.
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Safe Harbor Revenue Ruling 2002-90
“Rule of 12"

12 Brother / Sister subsidiaries

No single Brother / Sister subsidiary can constitute
greater than 15% or no less than 5% of the risk
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Risk Pooling Options — Copper Mountain
Assurance

Largest Risk Pool Managed by Artex

250+ Participants

$100,000,000+ in annual premium

No Policy Limits in excess of $1,000,000

First 25% of all pooled policies (Frequency Layer) retained by insured
All policies meet Artex Underwriting Guidelines
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Artex Pool Options
Copper Mountain Assurance

Low S / high frequency claims (paid by captive)

49% of risk / premium

Low frequency / high S claims (paid by risk pool)

51% of risk / premium

Premium

Artex —_—

49% 51%
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The Captive Process

* What are my business risks?

*Which insurance policies should |
purchase through my captive?

possible coverages, and estimated
premium amounts

8 *How can a captive help manage
o these risks? *Who will own the captive (business
v owner, family, key employees,
8 *What are the benefits from captive estate plan trust)?
Q insurance (e.g., risk management,
o asset protection, tax savings)? *How should the captive’s assets be
GC) invested?
= *How will a Feasibility Study help me
O || make these decisions? *Where will it be domiciled?
Client: Client:
*Feasibility Study materials (current «Capital Contribution
insurance policies, summary of «Due Diligence on owners of captive
8 business operations and financials) =Personal financial statement
Kol =Credit /background check
9 =Application Information
(5]
= Artex:
© Artex: eInsurance License
() *Feasibility Study showing benefits, *Corp formed and domiciled

eInsurance policies

*Have there been any changes to
my business ?

*Have there been any changes to
my risk?

*Shall | purchase the same amount
of insurance from my captive in the
following year?

Client:
*Monthly bank statements
*Board of Directors meetings

Artex:

*Annual Insurance policies
*Monthly meetings

*Quarterly management reports
eAccounting services including
regulation compliance

*Annual tax return

*Ongoing consulting
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