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FEREFACE

STATISTICAL TERMS USED IN THIS REPORT

In several sections of this report, a distribution of values is described by giving the first quartile, median and third quartile
values in addition to the mean, or average, value. Distributions are given for some subsets of the data to enhance interpre-
tations of the survey results. A mean value by itself can be misleading if the underlying distribution is skewed to the low or
high side. We report key percentiles to more fully describe some distributions; such values are calculated in accordance with
standard statistical formulas.

The median is the middle value of a distribution, so that half the observations are less than or equal to this value, and the
other half are greater than or equal to the median. About one-quarter of the observations are at or below the first quartile
value. Similarly, the third quartile value has about three-quarters of the observations at or below it. The range between the
first and third quartiles contains values for the middle half of the data.

A non-probability sample is one in which respondents choose — or are selected — to participate. Such a sample is therefore
not random. Because not all potential respondents are equally likely to participate, survey biases must be considered when
interpreting results.
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Similar to last year, the 2007 results
are generally consistent with a contin-
uing soft insurance market for D&0O
liability insurance. The stock option
backdating scandal received a great
deal of publicity in 2006, but had

no widespread D&O insurance market
effect. The subprime and associated
credit crisis may have a more signifi-
cant impact on the D&O insurance
market. Outside of a few specific
industries, however, the subprime
crisis has not yet had a material
effect on the overall D&0O market

in terms of pricing, capacity or scope
of coverage.

Increased Survey Participation —

This year's survey included responses
from a record 2,927 participants, a
2% increase over the 2006 survey.
Participation by survey respondents
with assets less than $6 million
increased 6%. This same group grew
by 33% last year. Conversely, partici-
pation by respondents with assets
greater that $400 million declined
by 34%.

International D&0 Coverage Provided by
Global U.S. Policies — Forty-three
percent of survey participants reported
having international operations. Of
these participants, over 97% were
relying on global coverage being
extended from D&O policies purchased
for U.S. exposures. Less than 3% had
purchased separate D&O policies for
other individual countries. Given the
growing international D&O exposure
and the number of countries that do

not permit non-admitted D&O insur-
ance policies, we expect that this may
be changing dramatically in the future.

Mixed Results Regarding D&D Policy
Limits — Eighteen percent of partici-
pants reported decreasing their limits,
compared to only 4% last year. Repeat
survey participants, however, reported
an average 13% increase in limits.
The average limit purchased across
all participants was $9.86 million,
compared to $11.55 million the previ-
ous year. The business classes with
the highest percentage of participants
reporting decreases in limits were
Personal & Business Services, Health
Services and Merchandising. However,
organizations with assets greater than
$5 billion reported increased limits.

Decline in Side A Only Coverage — Side
A only D&O policies cover individual
directors and officers when not indem-
nified by their organizations. While
Side A had been growing in popularity
in recent years, 2007 saw a decline,
even by repeat participants. Only 9%
of all participants reported purchasing
a Side A only D&O policy, compared to
14% in 2006. Among repeat partici-
pants, Side A only declined 40% for
nonprofits, 35% for private companies
and 7% for public companies. Two
percent of all participants reported only
purchasing Side A coverage. We were
surprised by the decline in Side A only
purchases, especially among repeat
participants. This may reflect buyers’
dissatisfaction with the premium credit
offered by insurers for the reduced

scope of coverage versus the traditional
A, B and C policy.

Interest in IDL Coverage — While most
participants reported they had not
purchased independent directors
liability (IDL) policies, 30% of private
companies and 21% of public compa-
nies said they were considering it.
Interest in IDL policies was strongest
for companies with assets up to $400
million; interest falls off for companies
with assets over $400 million. We
continue to believe that interest in IDL
coverage will ultimately result in more
purchases as independent directors
enhance their understanding of the
benefits of this type of coverage.
Coverage may come from stand-alone
policies, or from enhancements to
other policies that either provide addi-
tional coverage or limit reinstatements
for just the outside board members.

Coverage Enhancements Still Being
Obtained — Sixty-one percent of partic-
ipants reported an increase in coverage
enhancements, compared to only 31%
last year; 34% also reported decreased
policy exclusions, compared to 8% the
year before. New claim experiences
often identify areas where buyers need
to enhance the policy language, such
as the recent endorsements dealing
with partial loss settlements by primary
insurers and their effect on triggering
access to the excess policies.

On the whole, fewer participants
bought entity (Side C) coverage.
Participants also reported a reduction
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in the purchase of stand-alone employ-
ment practices liability (EPL) insur-
ance. However, there was a slight
increase in the number of participants
that bought this coverage through their
D&O policy. Public companies tended
to buy more stand-alone EPL, while
more nonprofits reported buying no
EPL. These changes may reflect organi-
zations’ desires to obtain more cost-
effective EPL coverage.

Fiduciary Liability Purchases Split Between
D&0 and Stand-Alone Policies — Thirty-
seven percent of participants reported
purchasing fiduciary coverage. Roughly
half bought shared limits with their
D&O policy while the other half bought
a stand-alone policy. Sixty-three percent
did not buy fiduciary coverage, with one-
third listing high cost as the reason for
not buying. The average limit purchased
was $10 million, but participants with
assets greater than $2 billion reported
much higher limits.

D&0 Inquiries Soften Except at
Nonprofits — D&O inquiries by poten-
tial board members were down for all
asset size participants except those with
assets from $6 million to $10 million
and those with assets from $50 million
to $100 million. We also looked at D&O
inquiries by potential board members,
by ownership. Compared to last year,
public companies were the same;
private company inquiries were down,
and nonprofit participant inquiries
were higher. Indeed, 67% of nonprof-
its reported D&O inquiries, compared
to 32% the previous year. Participants

of all asset classes except one ($2 billion
to $5 billion) reported changes to their
D&O programs at the request of direc-
tors and officers. The board reviewed
D&O coverages in the last year at 85%
of survey participants.

Retentions Declining — Repeat partici-
pants reported a 14% reduction in
retentions compared to 2006. Average
retention among all participants was
$287,000, compared to $426,000
for the previous year.

D&0 Premiums Remain Soft —
Premiums continued to slide during
2007. Repeat participants reported

an average decline in premiums of
14%, compared to 4% last year.
Repeat participants with assets over
$10 billion reported a dramatic 41%
decline. The Towers Perrin premium
index was down by only 2.7% in 2007,
compared to 18% in 2006. However,
it should be noted that the 2007
decline may be understated, just as
the 2006 decline may have been over-
stated. On average, fewer participants
experienced an increase in premiums
compared to 2006.

The banking industry saw premiums
rise 57% among repeat participants.
This may have been an early indicator
of what they probably experienced

with year-end renewals as a result of
subprime credit issues. Note, however,
that the banking business class also
reported the greatest increase in average
limits (46%), which may better explain
the increase in premiums.
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PARTICIPANT PROFILES

The D&O Liability Survey is a self-
selecting, non-probability sample

of insurance purchasing and claim
trends. This year's report includes
responses from a record 2,927 U.S.
participants, a 2% increase over the
2006 survey.

1,000 1,200 1,400

Participants are profiled on the

basis of several exposure charac-

teristics, including:

m size, as represented by total assets
and revenue

® business class

& ownership

= number of full-time employees

@ number of board members

® international operations.

Participation in the 2007 survey

by participants with assets less than
$6 million increased 6%. Conversely,
participation by those with assets
greater that $400 million declined
by 34%.




As in 2006, the three largest
participants by business class

are Technology (29%), Govern-
mental & Other Nonprofit (18%)

and Biotechnology & Pharmaceuticals
(14%). Together, these three busi-
ness classes represent nearly two-
thirds of respondents.

When profiled by ownership, privately
owned companies represent 58% of
the participants, while public compa-
nies account for 23% and nonprofits
account for 19%. Participation
among private companies increased
slightly, while participation among
public companies and nonprofits
declined slightly.

Sixty-six percent of all participants
had less than 100 employees, up
from 61% in 2006. Only 1% had
more than 25,000 employees.

 Biotechnology
_ jﬂuréﬁle‘_
.~ Education

i

EXHIBIT2
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As in previous years, organizations
with larger assets generally had
more board members than those
with fewer assets. Companies
with over $10 billion in assets
increased their average number
of board members from 11.6 in
2006 to 13.2 in 2007.

Although 42.9% of participants
reported having international
operations, it should be noted
that only 7.2% of nonprofits had
international operations.

. Exﬁmﬁ:sff-f- :
E §'Particmatmn by Bwnemhrp

'9%_-.;___'__ W
. :Puhhc

 Private

Nonprofit
By

EXHIBIT 4

Pamclpams hy ausiness Class ami Bwnersinp

60% 80% 100%

- Ownership

 Public  Private  Nonprofit
. gk 21 2
'Bmtechm}iugy&Pharmaceutlcals R g 5
Durable Goods 30 o 0
Education 2 g 9
: Gﬂvemmental&Otherﬁanproﬁt . 2 25 492
Health Services - 13 26 13
Merchandising o 52 3
 Nonbanking Financial Servnces o 29 142 1
Nondurable Goods g 61 2
Petroleum, Mining, Agriculture 16 15 7
Real Estate, Construction 9 39 6
Personal & Business Services 83 222 6
Technology G 200 651 2
Tfanspmtatsnn & Communtcatmns 34 73 Z
Utilities . 8 10 0
Other 12 43 7
All Business Classes 669 1,706 552
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- EXHIBIT 5 ‘
Participation by Full- Time Employees
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OLICY |IMITS

Survey participant policy limits ranged s

from $500,000 to $490 million. This | BBTE
:.cnanges.m _‘imits h_

_'_'_usiness Glass

year's survey results saw a significant . : .
increase in the number of participants e !ncreased ~ Decreased Same
that decreased their policy limits. Banking e A . 26% 35%
Eighteen percent of survey partici- Bmtechnutagy&Pharmaneutaca!s e . 8% 68%
pants reported decreasing their limits, ; Burable-Guaﬂs : - "'..24'-%}._' . 8% 48%
compared to only 4% last year. The = e 77%
business classes with the highest Guvemmentai&ﬂther o % S 86%
percentage of participants reporting Hea!th,Senﬂces _' . o 8%’; . j0% 539
decreases in limits were Personal & Merchandising o 3% 50%
Business Services, Health Services  Nonbanking Fmanc' Senvi o e e 68%
and Merchandising. NondurableGoods = 73% g 60%
Personal & Business Services ~ 18% % 48%
The average limit purchased across Petroleum, Mining, A’gric’ui’t'ur'e 8% 12% 71%
all participants was $9.86 million, 'ReaEEs’(ﬁate Banstmciwn e 28% 60%
compared to $11.55 million the Technology: ¢ gm0 13% 1%
previous year. However, organiza- '{ransportatmn &Cammumﬁaunns__ e A : 52%
tions with assets greater than - Utilities e 8% 23% 69%
$5 billion reported increased limits. Other e s L A5% 30%
Organizations with assets greater m; 3usmegs [:|m‘g§ e A e 18% = 66%
than $10 billion increased limits L
from $128 million in 2006 to
$146 million in 2007.
: --Exmmw e '
Total Limits by AsSet Slze (m mlllmns) i
 Participants Firs; : T
: ; Reporting Quartile = Median  Quartile Average
$0.$6milih. 0 968 & 160 $ 100 $ 3.00 $ 3.08
$6 million - $10 million 565 e 2.00 3.00 3.05
$10 million - $50 million 597 2.00 500 1000 6.94
$50 million - $100 million Lo 500 1000 20.00 13.07
$100 million - $400 million 233 110.00 16.00 25.00 17.92
$400 million - $1 billion 79 10.00 25.00 35.00 26.57
$1 billion - $2 billion * 51 15.00 30.00 40.00 34.67
$2 billion - $5 billion M A 50.00 71.25 53.98
$5billion - $10 bifion 11 4000 10000 150.00 102.73
Guer§iOBlln . % asp0 150.00 225,00 146.36

All Size Groups 2,742 s mag;q $ 3.00 $ 10.00 $ 9.86
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Limits purchased also increased

among repeat survey participants, : EKHEBlT g
which reported an average 9% -Tntal Limits. by Asset SIm (m mlltmns) — Repeat Pamclpants for Last Two Years
increase from $8.72 million in 0 . - 2006 2007
2006 to $9.52 million in 2007. P I’,:iﬁrti'cipgnts 'j_ Average  Average
- L ey __ Limits : Limits % Change
Publicly traded companies (not $0-$6miflion 468 b2 - $ 258 5%
limited to repeat participants) $6 mif“i"’ﬂ:_$E.ﬂ"m“‘_i°"' . . om B 2.49 6%
reported reduced average limits $10 miltion - $50 million 295 ‘ 6.87 - 167 12%
from $35.46 million in 2006 to $50 million - $100 milion 83 1123 11.82 5%
$30.73 million in 2007. $100 mlllmn $4§JO maHao_n o s dRe G 178 6%
$400 million - $1billon 46 2467 21.66 12%
$ioln-S20lln . 33 omE . B 7%
$2 billion - 85 billion s A0 4700 1%
$5 billion - $1Bbl€llun - E - o -~ 110.00 12%
omlliEe . - W e e g
A Size Group: 50 s_. e sy 9%
EXHIBIT 11 - : '
Total lelts by Mnrkat capitaiizatmn {publw unly — in mlihans)
Paﬂiﬁipants . First Third _
. _ Reporting ﬂuarll!e _ Median  Quartile = Average
: .tlndsrmomalhnn . B tam s a $ 2000 $ 13.46
$10 million - $50 million g 500 0 1000 15.00 14.55
$50 million - $100 million 55 - 8.00 10.00 20.00 13.00
$100 million - $400 million 192 10.00 15.50 25.00 18.62
$400 million - $1 billion 107 20,00 25.00 30.00 26.41
$1 billion - $2 billion 49 25.00 32.00 45.00 37.18
$2 billion - $5 billion 41 27.50 - 40.00 60.00 48.78
$5 billion - $10 billion 20 3500 75.00 150.00 96.25
Over$10billon 23 10000 15000 225.00 168.65
Al Size Groups

.| ﬁ!m' _iom oW sam
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Most industries reported declines

in average limits for 2007. However,
among repeat participants reporting
their business class, limits increased
by an average 13% over 2006.
Repeat participants in Biotechnology
& Pharmaceuticals increased limits
36%: Merchandising, 20%; Trans-
portation & Communications, 15%.
Repeat participants from Banking
increased limits an average 46%
from $17.29 million in 2006 to
$25.24 million in 2007.

Public organizations, in total,
reduced their limits from $34 million
to $29 million. Limits for private
companies remained flat at

$4 million in 2007. Limits for
nonprofits were down slightly, from
%3 million in 2006 to $2.5 million

n 2007. These results may be
impacted by the increase in

smaller survey participants.

EKHIBIT 13

-Exi-HBI"F T2 .
. Tutal leits hy Business Class (m mllimns)
. - Pmic_ipams First Third
_Repnr_tmg_ &uamie Median Quartile Average
_ Bamung 4 $800_ $ 1750 $21.97
 Biotechnology & Pharmaceatmats a0 e 1150 9.93
Dura gl A0 3000 31.85
 Education ol {00 2.61
E:Gw&rnmentat &OtherNonpmtrt s 1.00 2.00 2.30
HealhSewiices 0 82 300 10,00 9.70
 Merchandising L 5.00 15.00 12.15
Nonbanking Fmanciaf Servwes L 5.00 ~ 10.00 12.48
Nondurable Goods 114 500 20,00 17.31
Persunai&BusmﬁssSemces : 307 3.00 7.00 7.91
Petroleum, Mmmg._ﬂgncultum .3 5.00 10.00 25.21
Real Estate, Construction 48 2.00 9.25 8.79
Technology . 849 3.00 6.00 8.02
Transpertat:on&Cﬂmmtﬁntcatmns ' :209 3.00 10.00 9.78
e 18 " 3500 156.25 81.64
Other e 360 1000 8.24
Al Business massas mEE $300  $10.00 $9.48

Total Ltmlié'by Business S:lass (in milllons) — Repeat Participants

: for Last Two Years

. ‘ 2006 2007
Participants  Average Average :
& Reporting Limits Limits % Change
Banking i g s $25.24 46%
Biotechnology & Pharmaceuticals 280 895 12.13 36%
Durable Goods 9 38.86 39.86 3%
Education pi g 3.00 3.00 0%
Governmental & Other Nonprofit 359 2.18 2.28 5%
Heafth Services 23 10.74 12.02 12%
Merchandising M 10.67 12.83 20%
~ Nonbanking Financial Services 115 - 10gn 11.56 8%
Nondurable Goods 59 18.15 19.80 9%
Personal & Business Services 121 1901 10.24 14%
Petroleurn, Mining, Agriculture 13 36,00 37.85 5%
Real Estate, Construction 22 8.64 9.36 8%
Technology 554 8.19 8.91 9%
Transportatmn&Cummumcatmns Ny 13.48 15.46 15%
Utilities . e 193.00 88.06 5%
All Business Classes 11,706 | S8l $10.36 13%
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EXHIBIT 14 e '
~ Total Lirmts by Asset Slze (m milliuns) — Public Organizations
' - Pamcipants ;ﬁ'?‘-t- - Third
* Repnrtmg  Quartile  Median Quartile Average
$0-$6milion 8 $300 § 500 S50 1205
$6 millio <$10million. M. - 378 500 . 1050 11.09
";sm million - $50 millon 145 700 1000 20.00 14.66
 $50 million - $100 million 95 1100 16000 2500 19.15
-~ $100 million - $400 mm”' s e G000 sha0 . 2258
$400 million - $1,1mtwn 60 . 00 3000 35.00 29.70
$1. billion - $2 billion 3 i‘-sﬂ_.. Cos0000 0 5500 50.00 45.10
$2billion - $5 billion 24 Wy wmen o a0 55.35
$5 billion - $10 b}ltmn i o . oo 150.00 102.73
oBwrdinbiln 0% o oRIIs . ysgn o gsho0 174.02

AW Size Groups b $2000  $ 3000 $ 29.00

EXHIBIT 15 : '
Total Limits by Asset SIze (in mllllons) — ?rwate argamzatlons

Parumpants_ Fist ~ Third
-Rapumng nuamle _ Me(ﬁan ~ Quartile Average

$1.00 - §200 $3.00 $251

Umillion -~ 308 - 100 - 200 3.00 2.78
-:$1omamona$5nmmmﬁ*' 406 e 5.00 4.55
$50 million - $100 millon 72 2.25 - 5.00 10.00 5.72
$100 million - $400 million 72 3.00 5.00 10.00 8.58
$400 million - $1 billon 16 500 12.50 23.73 18.25
$1 billion - $2 billion B st 15.00 21,25 18.33
$2billion<gEbilen. . 8 . 1050 2000 75.00 38.20
$5billon - $10bilion  —  — - i
OverStObilon ¢ . a8 20 3000 7625 41.50

AiSsbrigs. . 1s00 0 si00 $2.00 $ 5.00 $4.12
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EXHIBIT 16 0 e
_'Total l.nmts hy Asset Size (m mllimns) — Nonpmfat Orgamzatlons

- ~ Third
_ Median Quartile  Average
S e $1.46

 $0- $6 million
36 mmmn $10 mailmn

e 2w 219
Ci . 3l &0 373
100 . sy 1000 5,00

_ _$50 rmlimn $10(3 'millihn coib
'_:.$100mril|un Siimsen 4 L e
$400 million-Sibilon . 3 - o o = s
1

~ $1 billion - $2 bill
© $2 billion - $5 billion
~ $5 billion - $10 billion — i
GoerSioblN: - 4 Ll s -
All Size Groups - 506 $1.00  $100 $2.00 $245
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SIDE A ONLY COVERAGE )

Side A only D&O policies cover indi-
vidual directors and officers when not
indemnified by their organizations.

 EXHBITIT
Side A Unry Cnverage hy Busmess mass

% in Group With % of Participants

While Side A had been growing in Participants  Side A Only Coverage  With Only Side A

R : Reporting  in Their Program Coverage
popularity in recent years, e ; : -
: . Bankmg s 13% 2%
2007 saw a decline, even by - _ _ ; _ :
repeat participants. Only 9% of Bmtenhawiagy &_Pharmaceutlcaks L ._4.2; . 5% _ 0%
1 barticiomms o .rt o Begohas _:DurabIeGoads _’ e B 25% 3%
?n Zsiﬁfino?f%o&g psLiIc in R - B TR 17%
g‘ Y e o Guvemmental&[}ther Nunprcsf;t el . 8% 5%
their program, compared to 14% . 1y e i -
in 2006. The percentage of public Health 38NJCES o - .z L 10% 6%
bl il o 0%

companies purchasing Side A only

) : Nonbanking Financial Services 170 '
in their program dropped to 32%, S l;'}g.:.-m-@a- L S : it <

g Lone e 1%
compared to 38% in 2006. o o o
For repeat survey participants, the Zg L E:_j : ﬁ; L Ig:ﬁ
percentage purchasing Side A only e
‘ = Ter;hnolagy L 848 _ Sne 0%
coverage declined from 12% in 1 rtation & 0 " 06 o i
2006 to 10% in 2007, repre- U‘:’i“f“" e it b i
senting an overall reduction of 14%. e : L e
All Business l:lasse-s o e 8% 2%

The largest decrease was among
nonprofits, which reported a
40% decline. Private companies

reported a 35% decline. - EXHIBIT18
: Snie A Unly C’overag‘e hy Dwnershm

 %inGroup With % of Participants
Participants ~ Side A Only Coverage  With Only Side A

Reporting in Their Program Coverage
- Nonprofit . 548 . 5% 5%
Private . 2% 1%
Puble b o 32% 1%
MiGoups . 2488 9% 2%
EXHtBIT 19
Side A Only cgverage hy ﬂwnership — Repeat Participants for Last Two Years
2006 : 2007
Participants 2006 %  Participants 2007 %
With ~ With With With

Side A Only Side A Only Side AOnly Side A Only
Participants Coverage at Coverage at Coverage at  Coverage at
Reporting  Some Point Some Point _ Some Point _ Some Point _ Change

Noeortt. 94 B K 15 4% -40%
Private 498 B % 15 2% -35%
Pubip, . %0 130 30K B 36% 1%

Migous Lm0 e EX 18 10% -14%




