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Princeton Insurance

in.focus...
a message from Bill McDonough

Discussing the concept of focus,
English lecturer John Cowper Powys
said, “What we steadily,
consciously, habitually think we
are, that we tend to become.”

Every day, we focus on doing the
right things to enhance the level of
service offered to our policyholders,
moving Princeton Insurance one step
closer in its quest to become a great
company.

With focus comes clarity, and

several things became clear for -’ —

Princeton in 2004:

It became clear we needed to continue to strengthen our efforts in the protection of
policyholders.

It became clear we needed to expand our services in risk management and loss
prevention.

Most of all, it became clear that we needed to enhance our partnership with the New
Jersey healthcare community.

Focus and clarity: two essential characteristics for a mission-driven company. Now, we strive to
bring Princeton’s mission, vision and objectives into focus for you, our partners. Building on past
success, and employing new strategies and services, we seek a lofty goal: to partner with
policyholders to provide outstanding patient care. Princeton Insurance in.focus, our online year-in-
review and company report, will show you how we’re working to achieve that goal.

Thanks for taking the time to visit!

President and CEO
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Mission Statement

From risk selection and pricing, to loss
prevention and risk management
techniques, to the aggressive defense of
claims, Princeton Insurance is called to do
many things. But everything we do, to one
degree or another, relates to our company’s
mission.

The Princeton Insurance
Mission Statement:

To protect New Jersey healthcare
providers and partner with them to
provide outstanding patient care.

What does this mean?

To protect New Jersey healthcare
providers... Princeton was created to
provide sound insurance protection and
related services to the physicians, hospitals,
and other healthcare providers of New
Jersey. That’s why we exist.

and partner with them... It's not just business to us. We strive to go well beyond the typical
corporation-client relationship to become true partners in protection: partners in seeking
long-term solutions, partners in good times, partners through difficult times.

to provide outstanding patient care... The physicians, hospitals and other healthcare
providers of New Jersey stand in the foreground, providing outstanding patient care on a daily
basis. Princeton Insurance acts as a partner in the background, providing targeted resources and
tools to complement our sound insurance protection. While ours is a supporting role, we share
the same ultimate goal: achieving the highest possible level of patient care.
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Our Vision

While the Mission Statement describes what
we are called to do, the Vision Statement
documents what success looks like for
Princeton Insurance. Success is not just a
bottom line.

Instead, success for Princeton is measured
by our ability to remain dedicated to our
policyholders, serving their needs as a
trusted partner.

The Princeton Insurance
Vision Statement:

Princeton’s executive team: Bill Mc Donough, CEO;
Andy Kanefsky, CFO; and Chadie Lefevre, COO0.

What does this mean?

Since 1976, Princeton Insurance has provided the hospitals, physicians,
and other healthcare providers of New Jersey with coverage they can count on. With the longest
continuous presence of any insurer in the market, the name Princeton has become synonymous
with reliability throughout the industry. It is a reputation that we are proud of, and one that we
work hard every day to keep.

Princeton has built a
reputation as a good company, set apart from competitors through our strong defense of claims,
knowledge and experience. Being a good company, however, only represents a point in the road
on the way to becoming a great company. We continue to strive to become that great company,
not just for ourselves, but for the New Jersey healthcare community we exist to serve. In doing
so, Princeton will continue to be the leading provider of medical liability insurance in our state.

Through the highs and lows of this difficult-to-
predict business, and from times of stability to times of crisis, Princeton Insurance has been
dedicated to the New Jersey healthcare community. Our priority is being there for those we
insure.

With a highly skilled and knowledgeable staff, Princeton is a true authority in
the New Jersey medical liability field. Our proficiency and expertise are demonstrated in
everything we do.

We are committed to always conducting business in an upfront, honest manner,
doing the right thing and being fair and ethical at all times.

We will never lose sight of the need to maintain financial strength for the long-
term. It is vital to the proper fulfillment of our obligations — and ultimately, to the protection of
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those we insure.

in service to our policyholders... Our mission begins and ends with the New Jersey healthcare
community, the audience we exist to serve.
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2004 Year in Review

Efforts in Partnership, Prevention and
Protection

Partnership.

The core of Princeton’s mission is
partnership. Our fundamental objective is
the same as our policyholders’: to ensure
that each patient in New Jersey receives
outstanding patient care. New Jersey’s
doctors and hospitals in the foreground,
Princeton Insurance supporting them in the
background... a business partnership that
endures.

Renewal retention rates — A strong
business partnership is evidenced by the
desire to continue to do business together
over time. New Jersey’s healthcare
community has sent that signal, in the
midst of a competitive marketplace, as
Princeton retained the vast majority of its
hospitals and individual policyholders during
2004.

Over 14,400 individual and institutional policyholders chose to renew their coverage with
Princeton in 2004 - a renewal retention rate of just under 90%b.

Streamlining agent relations - New for 2004, an online policy system was put in place in
order to help agents serve clients better. In the past, approximately 600 policies were processed
in triplicate through our forms printing engine each week. The new system reduces that print
load by one-third, translating into major savings and better service for doctors and hospitals.

Supporting meaningful tort reform — As an active member of the Physician Insurers
Association of America (PIAA) as well as the American Tort Reform Association (ATRA)
in 2004, Princeton Insurance supports efforts to achieve meaningful tort reform. Owned and
operated by doctors and hospitals, PIAA is the voice of medical liability insurers. It is an
association whose members represent 775,000 healthcare providers worldwide and whose
mission is to advocate on behalf of physicians, dentists, hospitals and other healthcare providers
in the areas of legislation, education, risk management and research. ATRA, a broad-
based, bipartisan coalition of more than 300 businesses and organizations that support liability
reforms, was formed in order to end lawsuit abuse while bringing greater fairness to the civil
justice system.

Prevention.

Equipping policyholders with tools to reduce risk and prevent loss has always been a key business
objective for Princeton Insurance. Known for innovative hospital risk management programs and
resources, we are now moving to set the standard for physician risk management tools and
techniques.

Healthcare Risk Services — Princeton’s Loss Prevention, Risk Management and Risk
Information Departments completely converted all underwriting surveys and report requests to
an electronic transfer system in 2004. Now, Underwriting staff can request surveys and
receive reports electronically — making operations faster, more accurate and more efficient.

Risk Information — Our Risk Information business unit implemented a Data Task Force in
2004 to optimize use of our nearly thirty years of loss and underwriting data, seeking ways to
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benefit internal and external users.

Risk Management — Three of the four major areas of focus in phase Il of Princeton’s
Institutional Policyholder Service Plan were completed in 2004. They include Staff Training
Audits, Documentation/Credentialing Audits and Evaluating the Patient Experience. The final
component, an Informed Consent module, is presently underway.

Loss Prevention — All survey forms, tools and reports used to provide information to
strengthen policyholders' loss prevention efforts were revised and updated in 2004.

Protection.

The core of a medical malpractice policy is the company’s promise to defend you when a claim is
made, and to pay others on your behalf when a medical error has occurred. Protection — it is the
essence of the product we provide to you. The first line of defense for our policyholders is a well-
staffed, expert Claims Department dedicated to policyholder protection. Beyond claims work,
Princeton has stepped up efforts to grow surplus funds, reduce expenses and take other steps as
needed in order to maintain financial strength over the long-term. As other companies have come
and gone, our dual focus on claims expertise and financial strength makes for sound insurance
protection.

Surplus growth — Unlike many products where their cost is known at the outset, the insurance
policy’s cost is based on an estimate of what will happen in the future. How often claims will be
made, how much will be spent in defense of those claims which are made years later, are all
estimated at the time the policy is sold, based in large part on past history. However, new tort
theories, changes in the legislative law, and inflation, including medical inflation, all combine to
create some uncertainty as to the cost of providing this protection. Surplus is there to respond
when those estimates prove wrong. Growing our surplus, and consequently strengthening the
protection we provide you, has been a key goal for Princeton — one we achieved. In 2004,
Princeton’s surplus grew 23% from $136 million to $167 million.

Increased exposure identification — Our Underwriting Department’s initiative to enhance
exposure identification will benefit policyholders by accurately assessing increased or decreased
exposure per specialty. This allows for more accurate and risk-specific pricing.

Reduced expenses — Princeton Insurance was very successful in lowering its expense ratio in
2004. Restructuring current programs and reassessing the value of various practices allowed us
to execute smart expense control — something we plan to continue in 2005 and beyond.

Realignment of Claims Department—With a new internal structure and a refined relationship
with defense counsel in place, Princeton’s Claims Department can now handle claims more
efficiently and effectively.

Increased utilization of in-house case review — Recognizing the value and importance of
in-house physician medical reviews, the Claims Department increased the number of cases
reviewed in 2004, brought up the number of specialties engaged in the process to 27 and
increased the visibility of the function within the department.

In all of our efforts, whether related to partnership, protection or prevention, one thing is
clear: Princeton Insurance exists to serve the New Jersey healthcare community, and our
achievements in 2004 reflect that goal.

Home ©2005 Princeton Insurance Company, a MLMIC Group company

This website is not intended to be a solicitation of insurance in any state in which Princeton Insurance Company,
or a member of its corporate family, is not licensed, nor is it intended to create, modify or change the terms of any
insurance policy issued by Princeton Insurance Company or any affiliated insurance company in the MLMIC Group
of insurance companies.

5/3/2005



in.focus 5/3/2005

" Princeton Insurance
l" & f U E l—I S Partriership. Prevention. Pmrc{tr‘m...iE?

=

Strategic Planning
Corporate Goals

Princeton Insurance remains focused on
three long-term corporate goals.

While each of these goals support our
Mission and Vision Statements, there are
numerous smaller targets, or action items,
each department must achieve in order to
successfully accomplish our larger mission
in partnership with the New Jersey
healthcare community.

The goals are:

To Build and Maintain Financial
Strength in order to remain a viable,
long-term partner of our policyholders.

Strengthening the company’s balance sheet
is not an end in itself, but rather a means to
provide sound, long-term protection for
the benefit of the New Jersey healthcare
community. The medical professional
liability insurance marketplace is no place
for the uncommitted. Over our almost 30 years of service to New Jersey healthcare providers,
some large, commercial insurers have entered the market, suffered major losses and quickly
exited. Several smaller, regional companies have tried and failed to maintain a long-term
presence. Others have entered New Jersey only to leave a few years later. Princeton Insurance
remains the only exception, with the longest continuous presence of any medical professional
liability insurer in the state.

Maintaining a healthy long-term outlook requires perseverance and discipline. It means making
tough decisions that sometimes are unpopular in the short-term, yet necessary for long-term
health. It necessitates a commitment to three foundational principles of financial health:
growing surplus funds, pursuing a modest profit and exhibiting careful expense
control.

To Invest in People as our Greatest Resource so that our employees, agents and
insureds can work together toward a common goal.

Princeton Insurance ultimately rises or falls based upon the ability of our people. As the
leading writer of medical professional liability in New Jersey, we have consistently attracted and
retained a knowledgeable, hard-working employee base: one that has weathered the storms and
learned the lessons of past insurance industry cycles. Simply put, no other company offering
insurance and related services to the New Jersey healthcare community has the experience or
expertise of the Princeton team. That being the case, Princeton continues its commitment to
employees in 2005, assisting in their professional development and growth. Our success in this
area is critical in order to continue providing the very best in service to our policyholders, agents
and other audiences.

To Demonstrate Value to Policyholders by offering quality services and sound
insurance protection.

Building financial health for the long-term and investing to maintain the high caliber of our
employee base are worthwhile goals, but by themselves they cannot lead to success for
Princeton Insurance. If ultimately our mission is to partner with the New Jersey healthcare
community, then success for Princeton cannot be achieved unless the partnership yields value in
the minds of those we exist to serve. That’s why we strive to be more accessible to
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policyholders, increasing communication and financial disclosure. That’s also the reason why we
continue to work to strengthen and enhance the business relationships we have for so long
enjoyed with the hospitals, physicians and other healthcare providers of New Jersey.

Developing value-added services takes a team effort. New initiatives are under way in Risk
Management and Loss Prevention, targeted to help our policyholders reduce the incidence of
loss. Efforts to further evaluate our extensive history of loss data, as well as accessing our most
current data sooner in the claim process, will play a significant role in these efforts. In 2005, our
marketing group will reach out to agents more than ever before, providing tools for greater
efficiency in managing their relationship with Princeton and their clients. Information Technology
and Communications are collaborating to build a better Web site at pinsco.com, which will
provide more practical, useful applications for policyholders in the coming year. Regular
communication will demonstrate our ongoing commitment to be more transparent to
policyholders, with frequent financial and operating updates in print and on the Web.
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Admitted Asset, Liabilities

and Surplus

Princeton’s 2004 financial goal was
to continue improving its financial
strength for the long-term. The
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impact of our efforts can be seen
throughout the Balance Sheet.

Princeton continued to maintain
its responsible investment
strategy with a primary emphasis
on conservative, investment
grade, fixed-maturity securities.
Bonds, cash, and short term
investments represent 92% of
invested assets with only 8%
invested in preferred and
common stocks.

In 2004, in keeping with our goal
to continue to improve our
financial strength, Princeton
maintained its conservative
approach in establishing loss and
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loss adjustment expense reserves to protect us from the inherent uncertainty of professional liability.

The surplus that an insurance company maintains is an important component in the protection it provides to its
policyholders. Stockholder’s surplus improved by 23%, or $31 million dollars, to $166.6 million in 2004.
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Growth in Stockholder's Surplus
One of Princeton’s primary

objectives in 2004 was to continue Sio6.6
to grow surplus funds. We have
met that goal, finishing the year
with a surplus totaling $166.6 S160
million.

Eld1.6
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This significant increase, taken in §1404
conjunction with additional
strengthening of loss reserves
and reducing the number of risks
Princeton is exposed to, has
improved and strengthened our
overall leverage position.
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In Millions

With net income of $18.2 million §1101
for the period, Princeton’s
stockholder’s surplus has
increased by $59.4 million since
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year-end 2002. Princeton remains committed to its partnership with the New Jersey healthcare community, and being
a good partner means maintaining financial strength and integrity over the long-term.
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