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1t POP QUIZ

 P/C insurer profits in 2006
a) $25-$35 billion
b) $35-$45 billion
c) $45-355 billion
| d) $55-$60+ billion |

* Insurers will generate their lowest combined
ratio since:

b) Since Dwight D. Eisenhower was president
¢) Since Jimmy Carter was president
d) Since Ronald Reagan was president




P/C PROFIT
OVERVIEW

Awash in Profits,
tttStarved for Growth



P/C Net Income After Taxes
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*2001 ROE =-1.2%
$70,000 | +2002 ROE =2.2% 2006 Net Income

-2003 ROE = 8.9% may shatter
$60,000 | .,004 ROE = 9.4% previous records $56,668
$50,000 | *2005 ROE=10.5%
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*ROE figures are GAAP; 'Return on avg. surplus. 2005 ROAS = 9.8% after adj. for one-time special <
dividend paid by the investment subsidiary of one company. 2Based on H1 results; Sources: A.M. Best,
ISO, Insurance Information Inst.



... ROE vs. Equity Cost of Capital.:
LLL US P/C Insurance:1991-2006E
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L US P/C insurers missed their
i cost of capital by an average

\ 6.7 points from 1991 to 2002,

g but on target 2003-05
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The p/c insurance industry
achieved its cost of capital in 2005
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*Based on 2006:H1 ROAS of 13.0% —+— ROE = Cost of Capital
Source: The Geneva Association, Ins. Information Inst.




ROE: P/C vs. All Industries
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20% Insurers will outperform only
2004/5 ROEs excl. hurricanes if CAT losses are “normal”
15% 3
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=~ US P/C Insurers = All US Industries ® P/C excl. Hurricanes

*2006 P/C insurer ROE based on annualized H1 results.
Source: Insurance Information Institute; Fortune




WALL STREET:

MAINTAINING THE
CONFIDENCE OF WALL
STREET IS CRITICAL FOR
MANY INSURERS

4 4 4




oo Change in YTD Stock Performance by
LLL Sector Pre- & Post-Katrina/Rita/Wilma

P/C & reinsurer stocks hurt but now fully
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.. P/C Insurance Stocks: Slow
Start, Strong Finish in 2006

Total YTD Returns Through September 30, 2006

P/C insurer stocks now 7.01% B S&P 500
up in 2006.. Investors $.91% M Life/Health
less worried about

0 F
potential hurricane 9.09%C Reinsurers
losses. L

2.69% I All Insurers

1.15% | Broker stocks £
hurt by weak B Multiline
-4.73% .
| carnings I Brokers
-10.0% -5.0% 0.0% 5.0% 10.0%

Source: SNL Securities, Standard & Poor’s, Insurance Information Institute



UNDERWRITING

Surprisingly Strong in
20035, Stage is Set for a
(it Good 2006!




mP/C Industry Combined Ratio

2005 figure reflects heavy

120 - use of reinsurance which
115.8 lowered net losses, but still
a substantial deterioration
from first half 2005
100 - 98.3
90 L T T T T T -
01 02 03 04 O5H1 05 06H1 06F 111

. F t*
Sources: A.M. Best; ISO, III. *III forecasts/estimates for 2006 full year. Pac s



oo Commercial Lines Combined
Ratio, 1993-2006E*

Outside CAT-
e affected lines,
125 - ~ commercial
o insurance is doing
fairly well. Caution
120 - is required in
w en o e
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Source: A.M. Best; Insurance Information Institute



... Underwriting Gain (Loss)
1 1975-2006F*

$30 |1 Insurers sustained a $5.9 billion underwriting loss in
ggg T| 2005. First half 2006 underwriting gain was $15.1B e |
$15 implying a record gain of about $30B for full-year
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Source: A.M. Best, Insurance Information Institute *2006F of $30.2B is annualized H1 gain of $15.1B



see A 100 Combined Ratio Isn’t What it
Used to Be: 95 is Where It’s At

110
B Combined Ratio & ROE*
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Source: Insurance Information Institute from A.M. Best and ISO data.
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1Ll Combined Ratio

Impact of Reserve Changes on

$5

Reserve Development ($B)

g
o

Bl PY Reserve Development —€— Combined Ratio Points
P 6.5 .

: Reserve adequacy
is improving
substantially

2000 2001 2002 2003 2004 2005E 2006E 2007E

Source: A.M. Best, Lehman Brothers for years 2005E-2007F

Combined Ratio Points



L 2004 Prior Year Reserve
LLL Development by Line ($ Millions)
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Source: A.M. Best, Lehman Brothers.



REINSURANCE
MARKETS

Higher Reinsurance Costs
Squeezing Insurers, Pushing
Property CAT Prices Upward




Global Number of

'd 4 4
Catastrophic Events, 1970-2005
The number of natural Record 248 man-
250 and man-made mageIS§4Tst& :
natura
catastrophes has been AT o i
200 increasing on a global
scale for 20 years /
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Man-made disasters: without road disasters. Source: Swiss Re, sigma No. 1/2005 and 2/2006.



Combined Ratio.
Reinsurance vs. P/C Industry

4 4 4

[0 Reinsurance W All Lines Combined Ratio

P T00.7
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Source: A.M. Best, ISO, Reinsurance Association of America, Insurance Information Institute



Share of Losses Paid by

4 4 4 i ! e
Reinsurers, by Disaster
o _ . . .
70% | Reinsurance is playing 60
60% |- an increasingly "
important role in the
50% | financing of mega- 45%
CATs; Reins. Costs
40% - are skyrocketing
30%
30% 25%
20%
10%
0% '
Hurricane Hugo Hurricane Andrew  Sept. 11 Terror 2004 Hurricane 2005 Hurricane
(1989) (1992) Attack (2001) Losses Losses

*Excludes losses paid by the Florida Hurricane Catastrophe Fund, a FL-only windstorm reinsurer,
which was established in 1994 after Hurricane Andrew. FHCF payments to insurers are estimated at
$3.85 billion for 2004 and $4.5 billion for 2005.

Sources: Wharton Risk Center, Disaster Insurance Project; Insurance Information Institute.



oo Reinsurance Prices Surged in 2006
Following Record CATs in 2005

In hurricane-prone US cat reinsurance price index:
areas, property CAT 1994 =100
40% — reinsurance prices — 2
are up 100-300%+ 5
S /\\: 25% 100
1% [ ]
20% 1% 5
11% 75
10% -
2°/o 50
0% | | |
- -5% '4% .67 25
-10% 99, O/
-11%
-20% 0
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B rate changes [left] —e—index level [right]

Sources: Swiss Re, Cat Market Research; Insurance Information Institute estimate for 2006.



.S Changes in the 2006

Reinsurance Markets

Property CAT reins. rates up 20% - 30% nationally

Property CAT coverage in hurricane exposed areas up
100%-300%

Marine/Energy Reinsurance > Up 300%+
» Most challenging markets for reinsurers today
Aggregate reinsurer exposure is down 20-30%

Cedants retaining more risk, often by 50-100% or
more (higher attachment pts.)

Increased demand for Excess of Loss cover
» XoL is potentially more volatile for reinsurers
Some supply issues as a few small players enter run-off

Retrocessional market is much tighter

Sources: Morgan Stanley, Lehman Brothers, lll




e s A Look Ahead to Reinsurance
Ll Markets for 2007

Despite lack of major hurricane in 2006, reinsurance
pricing strong in US for 2007

» New capital entry not sufficient to fully meet demand
» Reinsurance prices flat at best outside peak CAT zones

* Retrocessional market still tight
e Softening in European p/c reinsurance markets

* Softening in US casualty reinsurance markets
» More pronounced if property cat reinsurers shift emphasis

» Capital market role expanding
» Hedge funds, private equity
» Securitization: Insurance Linked Securities
» Some concern over staying power, (lack of) regulation
» Complement or competitor to traditional reinsurance?

Sources: Insurance Information Institute.



Summary of Nonadmitted &
{ Reinsurance Reform Act (HR 5637)

* NRRA Passed by House 9/28/06 by unanimous 417-0
vote; Senate prospects uncertain.

* Gives exclusive regulatory authority to insured’s home state for
placement of nonadmitted insurance

"4 4

* Establish uniform system for collection/allocation of premium
tax obligations related to nonadmitted insurance

* Estabishes uniforms standards for surplus lines eligibility

* Pre-empts state diligent search requirements for sophisticated
commercial buyers

 Makes ceding insurer’s state of domicile the single point of
regulation with respect to credit for resinsurance

* Prevents states from applying laws in extra-territorial manner

e Creates uniformity in reinsurer solvency regulation based on

NAIC accreditation requirements
Source: LeBoeuf, Lamb, Greene & MacRae LLP, Oct. 4, 2006.



UNDERWRITING
AFFECTS FINANCIAL
STRENGTH

Is There Cause

(L for Concern?



.o Reasons for

US P/C Insurer

Impairments, 1969-2005

2003-20035

1969-2005

Affiliate Deficient s REhs . Deficient
Problems Loss i;gﬁusii:sgse Failure Loss
8.6% Reserves/In- 4.6% 3.5% Reserves/In-
adequate Misc. AL adequate
Catastrophe - ° Pricing
Pricing 9.2%
Losses 62.8% 8.2%
8.6% s
Investment
Alleged Problems*
Fraud 7.3%
11.4%
R Affiliate
Deﬁc1ent Problems
reserves, 5.6%
Growth CAT losses
Catastrophe
.are more I dsses .
1mp0rtant 6.5% Alleged Rapid

factors in
recent years

Growth
16.5%

*Includes overstatement of assets.

Fraud
8.6%

Source: A.M. Best: P/C Impairments Hit Near-Term Lows Despite Surging Hurricane Activity, Special Report, Nov. 2005;



eee Historical Ratings Distribution,
US P/C Insurers, 2000 vs. 2005

2000 2005 | ATHAT

shrinkage

ClC- D

E/F A+HA+
C++/C+ 0.6% \ 0.2%
. 2.3% AtHA+ 9.2%

11.5% Vulnerable*
12.1%

B++/B+
26.4%

B++/B+

28.3% Ratings agencies increasing

emphasis on multiple
events—>require more capital

A/A-
52.3%

Source: A.M. Best: Rating Downgrades Slowed but Outpaced Upgrades for Fourth Consecutive Year, Special Report,
November 8, 2004 for 2000; 2006 Review & Preview for 2005 distribution. *Ratings ‘B’ and lower.



Ratings Agencies Tightening
Requirements for CATs

4 4 4

2006 SRQ CAT Model Regs.* ALSO “A.M. Best will

*All Property Exposure perform additional

*Auto Physical Damage 3tress—ctlested f isk-

*Reinsurance Assumed Sl A e 4 b
for a second event in

*Pools & Assessments order to determine the

*All Flood Exposure _/(potential financial

*WC Losses from Quake condition of an entity post

, , a severe event.”
*Fire Following| _[Bestcurrently
estimates PML for | | [NM[PLICATION: Some
.Storrn Surge 100-yr. wind & > L
250-yr. quake to | | Insurers may be required

*Demand Surge| determinecapital |, cqrry more capital to

*Secondary Uncertainty maintain the same rating.

*SRQ = Supplemental Rating Questionnaire
Source: A.M. Best Review & Preview, January 2006.



. o o Cumulative Average Impairment Rates by
Best Financial Strength Rating*

Insurers with strong ratings are far
60% - less likely to become impaired over
long periods of time. Especially —D

50% .|  important in long-tailedV o
40% /// C++/C+
30% B/B-
- // — B++/B+
— | —A/A-
10% - ——
/ — A+H/A+

T e BT, T B L R T e, e e
1 2587 S22 -6/ IS8T 0- 107 ALl 133140005

Average Years to Impairment  «ys p/C and L/H companies, 1977-2002
Sources: A.M. Best: Best’s Impairment Rate and Rating Transition Study—1977-2002, March 1, 2004.




o o Cumulative Avg. Implied Impairment Rates
by Holding Co. Senior Unsecured Debt

Insurers with strong credit ratings are
459, - far less likely to become impaired
0% | over long periods of time. Especially —c
0 o o o °
anl important in long-tailed lln}(/ L
30% o bb
25% / // bbb
20%
10% / / —aa
S(V '/ / )
4 / —aaa
0% ——————— | | | | | | | | | |

190 25587 S48 - 6:4 T8 aR 9 S 0T 11D 133140005

Average Years to Impairment  +ys p/C and L/H companies, 1977-2002
Sources: A.M. Best: Best’s Impairment Rate and Rating Transition Study—1977-2002, March 1, 2004.



COMPETITIVE
PRESSURE

Non-CAT Pricing
tttMomentum Slows




se e O1rength of Recent Hard Markets
by NWP Growth*

250, 1984-87 001 0
2006-2010 (post-Katrina)
20% period could resemble 1993-97
(post-Andrew)
15% ‘
10%
5% \ =
0% I . ; ~—°
-5% : 2005: biggest real drop in
remium since early 1980s
-10%
I I L L R T
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*2006-10 figures are lll forecasts/estimates. 2005' g‘?‘ov‘?r'tﬁ\'of\l

) . 0.4% equates to 1.8% after adjustment for a special one-time
Note: Shaded areas denote hard market periods. transaction between one company and its foreign parent. 2006

Source: A.M. Best, Insurance Information Institute figure of 2.9% is based on 2006:H1 data.



_ Property Catastrophe Price Index™
1994 - 2006

120 US CAT prices are L -
continue to rise faster

than anywhere else in L s
oI |

the world

100

80
60
40 Xl
—=— Worldwide
20 | ™ US
- - - European Storm
Rest of the World
0 | | | | | | | | | , , , , :

94 95 96 97 98 99 00 01 02 03 04 05 06
*Insurance Information Institute figure of 13.8% for 2005 based estimated 2005 DPE of $417.7B
and insured CAT losses of $57.7B. Includes primary and reinsurance coverage.
Sources: ISO, A.M. Best, Swiss Re Economic Research & Consulting; Insurance Information Institute.



Average Commercial Rate Change,
All Lines, (1Q:2004 —3Q:2006)

4

00/0 | | — ! — | | |
Magnitude of rate
-2% decreases has diminished
greatly since mid-2005 but 5 79,
-4% . is growing again 4 179-3.0%
-4.6%
6% 5.99 -5.3%
=Je 0
8% L -7.0%
-8.2%
A" -9.4%_9 70,
12% -

1Q04 2Q04 3Q04 4Q04 1Q05 2Q05 3Q05 4Q05 1Q06 2Q06 3Q06

Source: Council of Insurance Agents & Brokers; Insurance Information Institute



oo Average Commercial Rate

Ll Change by Line

E1%0
Commercial accounts
: 1 trended downward from
. } early 2004 to mid-2005
" though that trend
0% - . s moderated post-Katrina
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Source: Council of Insurance Agents & Brokers



Average Commercial Rate
Change by Account Size

4 4 4

2% | _ Accounts of all sizes
- are renewing

downward and more
quickly than in 06Q2

- 1080

- 15%0
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Source: Council of Insurance Agents & Brokers



Percent of Commercial Accounts Renewing
W/Posztzve Rate Changes, 1" QOtr. 2006

60%
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40%

30%
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S0%

' 54%,

‘ Largest increases for Commercial
Property & Business Interruption are
in the Southeast, smallest in Midwest

26%26%
23%23%

20%
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Source: Council of Insurance Agents and Brokers



Percent of Commercial Accounts Renewing
W/Posztzve Rate Changes, 2" QOtr. 2006

80%
70%
60%
S50%
40%
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1%

B Commercial Property £ Business Interruption

63% ‘ Largest increases for Commercial
* Property & Business Interruption are

48% in the Southeast, smallest in Midwest

32% 4

28%

21%

21%

Southeast Southwest Pacific NW Northeast Midwest

Source: Council of Insurance Agents and Brokers



4 4 4
1t

Commercial Accounts Rate Changes,

2™ Otr. 2005 vs. 2" Otr. 2006

10%

S%

0%

-5%

-10%

-15%

_ |m2Q05 E2Q06

Auto Comp Property

9.3%

Only commercial

i property is

-13.3%

Commercial Workers Commercial General Umbrella Average

Source: Council of Insurance Agents and Brokers

renewing up in 2006

Liability



“‘Commercial Accounts Rate Changes,
I I I 2™ Otr. 2006 vs. 34 Otr. 2006

10%  W2Q06 B3Q06 9‘”"4 Even commercial
8% property is now
6% - renewing down in 2006
4%
2%
0%

2%
-4%
6%

8% L 65% _ ,.,:6.8% " -6.9%

Commercial Workers Commercial General Umbrella Average
Auto Comp Property Liability

Source: Council of Insurance Agents and Brokers



‘fgrcent of Commercial Property Accounts

Renewing Negative, 2" Qtr. 2006
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Little evidence suggesting that
20% | insurers fleeing CATs are leading to
a non-hurricane state softening
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Source:; Insurance Information Institute from Council of Insurance Agents and Broker data.
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i ‘A verage Rate Increase/Decrease

Ll bx Industﬂ Class

10%

5%

0%

-5%

-10%

Source: MarketScout.com

B September 2005 E August 2006

L7%
Yo

/J Largest increases are
_in the energy sector
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EXPOSURE
GROWTH

& PRICING

Awash in Profits &
({1 Starved for Growth




Obstacles & Opportunities
Related to Insurer Growth

4 4 4

OBSTACLES

* Softening/Competitive Rate Environment
» Slowest NWP growth since the soft market of late 1990s

* Slowing Exposure Growth
e Slowing Economy
* Slowing Employment/Payroll Growth

Market Saturation
Insurability Concerns
OPPORTUNITIES
* Increased Risk Aversion of Buyers of Insurers
 Enhance Customer/Agent Relationships
* Population Growth/Immigration




se e O1rength of Recent Hard Markets
il by NWP Growth*

1975-78 1984-87 2001-04

25%
2006-2010 (post-Katrina)
20% period could resemble 1993-97 |
(post-Andrew)

15% ‘\ =

10%

5% d x ’

N - \ S
-5% 2005: biggest real drop in

remium since early 1980s

-10%

— - )

*2006-10 figures are lll forecasts/estimates. 2005 g‘?‘of?‘vtﬁqul

) . 0.4% equates to 1.8% after adjustment for a special one-time
Note: Shaded areas denote hard market periods. transaction between one company and its foreign parent. 2006

Source: A.M. Best, Insurance Information Institute figure of 1.9% is based on 2006:Q1 data.



_ Property Catastrophe Price Index™
1994 - 2006

120 US CAT prices are L -
continue to rise faster

than anywhere else in L s
oI |

the world

100

80
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40 Xl
—=— Worldwide
20 | ™ US
- - - European Storm
Rest of the World
0 | | | | | | | | | , , , , :

94 95 96 97 98 99 00 01 02 03 04 05 06
*Insurance Information Institute figure of 13.8% for 2005 based estimated 2005 DPE of $417.7B
and insured CAT losses of $57.7B. Includes primary and reinsurance coverage.
Sources: ISO, A.M. Best, Swiss Re Economic Research & Consulting; Insurance Information Institute.



eee Workers Comp Premium Volume

I I I Private Carriers and State Funds: 1990-2005P
$ Billions —& Private Nonfarm Wages and Salaries ($ T) $ Trillions
%0 || State Fund Market was O State Funds ($ B) >
o 11% in 1.996, peaked at O Private Carriers ($ B) o 472
25.6% in 2003, fell to 4
0
. 20% by 2005 37.
31.9 3
28.2 28.4
30 —i 26.9 253 24.9
2
w 31.0 31.3 29.8 30.5 291 0 311 34T 1
91, ¥ 1.y . JV.{ 1 A p L 4 4 -:- y
7 791 263 252 242 933 293 25.0 26.1 4 1
0 0
90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 O5p
o Calendar Year
p Preliminary

Source: 1990-2004 Private Carriers, A.M. Best Aggregates & Averages; 2005p, NCCI; Bureau of Economic Analysis.
1996-2005p State Funds: AZ, CA, CO, HlI, ID, KY, LA, MO, MT, NM, OK, OR, RI, TX, UT Annual Statements



CATASTROPHE
LOSS
MANAGEMENT

‘ ﬂftsurers Have Done a Fairly Good

(Ll Job at Managing CAT Risk



css Most of US Population & Property
Has Major CAT Exposure

Carastrorsic Risg v tieE UNiTeD STaTes
Exmrmguaxe, Hupmicase, Torsano axo Fan

\Is Anyplace

1




e 2. U.S. Insured
LLL Catastrophe Losses ($ Billions)*

$120 - $ Billions $100 Billion =
CAT year is E}
$100 1 | 2003 was by far the worst coming soon N
$80 year ever for insured =
catastrophe losses in the US, &
$60 1 | but the worst has yet to come.
7 p) )
=)\ : .
R R e T AR
20 s S P22l e Lol .
s a 3 & I s cl £ 2 et P
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*Excludes $4B-$6b offshore energy losses from Hurricanes Katrina & Rita. ** As of Sept. 30, 2006.
Note: 2001 figure includes $20.3B for 9/11 losses reported through 12/31/01. Includes only business
and personal property claims, business interruption and auto claims. Non-prop/Bl losses = $12.2B.
Source: Property Claims Service/lSO; Insurance Information Institute



oo Insured Loss & Claim Count for

Major Storms of 2005*
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O Insured Loss # Claims

Size of Industry Loss ($ Billions)

*Property and business interruption losses only. Excludes offshore energy & marine losses.

Source: ISO/PCS as of June 8, 2006; Insurance Information Institute.
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2005 Was a Busy, Destructive, Deadly
& Expensive Hurricane Season

Storm Category Tropical Cyclone Tracks for 2005
apic

EI--|:r-- sian
All 21 names
o] were used for the
5 00 BHMT pozitions first time ever, so
Greek letters
were used for the
final storms

2005 set a new record for the
number of hurricanes &
tropical storms at 28, breaking ..
the old record set in 1933.

Source: WeatherUnderground.com, January 18, 2006.



2006 Hurricane Season:
Much Less Active Than Expected

What a difference a
S opicat Deprasor year makes! Just 9
1174 33 mph) named storms
through Oct. 20,
2006 vs. 22 as of
same date in 2005!

Alberto

-100° -95° -00° -85° -80° -75°

Source: WeatherUnderground.com, October 20, 2006.



oz 2006 Hurricane Season:
Forecasts Repeatedly Scaled Back

[1Named Storms @ Net Tropical Cyclone Activity

30 - 275% | 2006 hurricane seasons has | 39go.
¢ turned out to be far less >
25 | severe than anticipated || 5509, 5
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E 17 15 3 2
5 + |10 + 50% «
=
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50-Year 2005 Actual May 31 August 3 September 1
Average* Forecast Forecast Forecast

*Average over the period 1950-2000.
Source: Insurance Information Institute compilation of forecasts by Dr. William Gray, Colorado State University.



a5 Global Number of
Catastrophic Events, 1970-2005

The number of natural
and man-made
catastrophes has been
200 — increasing on a global

scale for 20 years
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Record 248 man-
made CATs &
record 149 natural
CATs in 2005
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Man-made disasters: without road disasters. Source: Swiss Re, sigma No. 1/2005 and 2/2006.



e, Insured Pr()per.ly Catastrophe Losses
LLLas % Net Premiums Earned, 1983-2005E

16% US CAT losses were
—a— US a record 13.8% of :
14%, - . o net premiums
Worldwide earned in 2005 and I
12% - US average: 1984-2004 | | were 4.2 times the I
1984-2004 average I
10% f\ of 3.3% I
[ »
8% N —
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*Insurance Information Institute figure of 13.8% for 2005 based estimated 2005 DPE of $417.7B and insured CAT losses of $57.7B.

Sources: ISO, A.M. Best, Swiss Re Economic Research & Consulting; Insurance Information Institute.




Number of Major (Category 3, 4, 5)

"4 4 4
LLL Hurricanes Striking the US by Decade
1930s — mid-1960s: Mid-1990s — 2030s?
Period of Intense Tropical New Period of Intense
Cyclone Activity Tropical Cyclone Activity

[8 8 : \ .

AP

Tropical cyclone activity in the
mid-1990s entered the active
phase of the “multi-decadal signal”
that could last into the 2030s

1900s 1910s 1920s 1930s 1940s 1950s 1960s 1970s 1980s 1990s 2000s

*Figure for 2000s is extrapolated based on data for 2000-2005 (6 major storms: Charley, lvan, Jeanne (2004) &
Katrina, Rita, Wilma (2005)).
Source: Tillinghast from National Hurricane Center: hitp://www.nhc.noaa.esov/pastint.shtm.

Already as many
major storms in
2000-2005 as in all

of the 1990s
||




oo Top 10 Most Costly Hurricanes in
LLL US History, (Insured Losses, $2005)
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$0

$7.4 $7.7

Seven of the 10 most expensive
hurricanes in US history
occurred in the 14 months from

Aug. 2004 — Oct. 2005:

Katrina, Rita, Wilma, Charley, SRR
Ivan, Frances & Jeanne

$40.6

$10.3

Georges  Jeanne Frances Rita Hugo Ivan Charley Wilma Andrew  Katrina
(1998) (2004) (2004) (2005) (1989) (2004) (2004) (2005) (1992) (2005)

Sources: ISO/PCS: Insurance Information Institute.



TRIA
EXTENSION

The Burden Grows, and the
Clock is Ticking

4 4 4




cee Terrorism Coverage Take-Up
Rate Continues to Rise

Terrorism take-up rate for

non-WC risk rose steadily 64%
through 2003, 2004 and 2005 59%

S4%

48% 47%

44% 46% 440,

249, 267
TAKE UP RATE FOR WC
COMP TERROR

COVERAGE IS 100%!!
[ [ [ [ (R

03Q2 03Q3 030Q4 04Q1 040Q2 04Q3 0404 05Q1 05Q2 05Q3 05Q4

Source: Narketwatch: Terrorism Insurance 2006, Marsh, Inc.; Insurance Information Institute




oo Insurance Industry Retention

Ll Under TRIA ‘$ Billionsz

Individual company Extension
$35 | retentions rise to 17.5%
in 2006, 20% in 2007 K_/\
$30 $27.5
Above the retention, $25.0
$25 - | federal govt. pays 90%
2 in 2006, 85% in 2007
S $20 |
= $15.0
2 $15 $12.5
$10 Congress &
Administration
$5 want TRIA dead
$0
Year 1 Year 2 Year 3 Year 4 Year 5

(2003) (2004) (2005) (2006) (2007)

Source: Insurance Information Institute
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Insured Loss Estimates:

LLL Large CNBR Terrorist Attack ($ Bill)

San Des

Type of Coverage New York Washington Francisco Moines

Group Life $82.0 $22.5 $21.5 $3.4
General Liability 14.4 2.9 3.2 0.4
Workers Comp 483.7 126.7 87.5 31.4
Residential Prop. 38.7 12.7 22.6 2.6
Commercial Prop. 158.3 31.5 35.5 4.1
Auto 1.0 0.6 0.8 0.4
TOTAL $778.1 $196.8 $171.2 $42.3

Source: American Academy of Actuaries, Response to President’s Working Group, Appendix Il,

April 26, 2006.
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Insured Loss Estimates:

LLL Medium CNBR Terrorist Attack ($ Bill)

San Des

Type of Coverage New York Washington Francisco Moines

Group Life $37.7 $22.5 $21.5 $3.4
General Liability 153 2.9 3.2 0.4
Workers Comp 313.2 126.7 87.5 31.4
Residential Prop. 10.3 12.7 22.6 2.6
Commercial Prop. /7.8 31.5 35.5 4.1
Auto 0.2 0.6 0.8 0.4
TOTAL $446.5 $106.2 $92.2| $27.3

Source: American Academy of Actuaries, Response to President’s Working Group, Appendix Il,

April 26, 2006.




2D Insured Loss Estimates:
Truck Bomb Terrorist Attack ($ Bill)

San Des

Type of Coverage New York Washington Francisco Moines

Group Life $0.3 $0.2 $0.3 $0.1
General Liability 1.2 0.4 0.7 0.2
Workers Comp 3.5 2.8 3.9 1.5
Residential Prop. 0.0 0.0 0.0 0.0
Commercial Prop. 6.8 2.1 3.9 1.2
Auto 0.0 0.0 0.0 0.0
TOTAL $11.8 $5.5 $8.8 $3.0

Source: American Academy of Actuaries, Response to President’s Working Group, Appendix Il,
April 26, 2006.



Potential Insured Losses from Terrorist
“I “I “I Attack on Major Corporate HQO

in Houston™ ($Billions)

Li;‘f‘;ty’ ife, $0.5 Potential losses in
‘ TX are large
Workers
Comp, $4.6

Property,
$3.9

*Break down is based on $10 billion loss estimate.
Range of estimates is $10 - $12 billion.
Source: RMS.



ses  Ourplus Under TRIA/TRIEA
Ll Covered Lines

(Billions of Dollars)

$175
$170 | $169 Shrinkage in 2006 (-11%)
surplus is due to elimination

$165 - of several lines covered under
. TRIA though 2005 but
5 $160 dropped under the Act’s
5 $155 | extension effective 1/1/06
- $151

$150 -

$145

$140

2004 2006E

*2006 figure uses 2005 estimated year-end surplus and premiums by line as basis for calculations.
Source: Insurance Information Institute.



INVESTMENTS

Does Investment
Performance Affect

4 4 4

it Discipline?



tt Net Investment Income

$50
$40
é $30 Growth History
& 2002: -1.3%
$20 2003: +3.9%
2004: +3.4%
$10 2005: +23.7%**
r/ 2006HI***: - 3.5%
e WSS O S T T R

7576777879808182838485868788899091929394959697989900010203040506
Source: A.M. Best, ISO, Insurance Information Institute;

**Includes special dividend of $3.2B. Increase is 15.7% excludlng dividend. **Annualized H1:06 figure.



. US P/C Net Realized Capital Gains,
1990-2006:H1 ($ Millions)

Realized capital gains
rebounded strongly in
$20,000 | 2004/5 but are trailing $18.019
through the first half of 2
2006 due to weak markets. $16,205
| 314 qtr. rebound will help.
$15,000 q und wi P 013,016
$10,808
9,893 4 $9,696
$10,000 g e A LT $9,125
$5.997 $6,631 $6,610
$4,806
$5,000 & 580 =
$1,664 ©
23
$0 —
$1,214
-$5,000 -

90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06

Sources: A.M. Best, ISO, Insurance Information Institute.



‘od Total Returns for Large
Company Stocks: 1970-2006*

S&P 500 is up 9.51% so far in 2006*

40%

30% f\ A f\ A\

\
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P
10% * Markets are moving up L\

20% as energy prices and

[}
\; LT interest rates fall
-30%
2 2 T g R g 8 2 2 38 8 3 88 8 8 ¢
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Source: Ibbotson Associates, Insurance Information Institute. *Through October 19, 2006.



oes Property/Casualty Insurance
Industry Investment Gain*

$ Billions
$60 - Rk 18569 Rt
$52.3 .
$50 - $47 2 S $48.9 $50.8
$42.8 $44 4 $45.3
$40 ¢35, 4 $36.0
$30 - .
Investment gains are
$20 - up but are only now
o comparable to gains
seen in the late 1990s
$0 I_- I - I - I - I - I - I - I I I I I

94 95 96 97 98 99 00 01 02 03 04 05" O6E

*Investment gains consist primarily of interest, stock dividends and realized capital gains and losses.
2006 estimate based on actual annualized 2006:H1 result of $25.375B.
**2005 figure includes special one-time dividend of $3.2B. Source: ISO; Insurance Information Institute.



UNDERWRITING
CAPACITY

Can the Industry
Efficiently Employ Its
(tt Increasing Capital?
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U.S. Policyholder Surplus:

Ll 1975-2006*

$500
$450
$400
$350

§$300

Billi

$250

$

$200
$150
$100

$50

$0

Capacity TODAY is $445.5B, \
4.3% above year-end 2005, 56%

above its 2002 trough and 33%

above its 1999 peak.

Foreign reinsurance
and residual market
mechanisms absorbed
45% of 2005 CAT

losses of $62.8B

I

I

—“Surplus’is-a-measure-of ———
underwriting capacity. It is

analogous to “Owners
_Equity” or-“Net Worth’in —

non-insurance organizations
H H H H H i H b g { 5 i 3

7576777879808182838485868788899091929394959697989900010203040506

Source: A.M. Best, ISO, Insurance Information Institute *As of 6/30/06.




¢e ¢ Announced Insurer Capital Raising™
($ Millions, as of December 1, 2005)

@R T T —
$3,500

As of Dec. 1, 19 insurers announced A
$3,000 - plans to raise $10.35 billion in new
capital. Twelve start-ups plan to

$2,500 - raise as much as $8.75 billion more
2 for a total of $19.1 billion. Actual
S $2,000 - total higher as Lloyd’s syndicates
E $1.500 §1,500 have added capacity for 2006.

$1,000 -

$500
$0

*Existing (re) insurers. Announced amounts may differ from sums actually raised.
Sources: Morgan Stanley, Lehman Brothers, Company Reports; Insurance Information Institute.



teo Announced Capital Raising by
T Insurance Start-Ups

‘ﬁ Millionsi as of Agril 15i 2006‘

As of April 15, 14 start-
oy ups plan to raise as

$1,400 much as $10 billion.
$1,200
$1,000$1,000$1,000$1,000$1,000$1,000
2 $1,000
=
= $800
=
&«  $600 $500 $500 $500 $500
$400
$220
$200 $100
$0 N
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*Chubb, Trident are funding Harbor Point. Announced amounts may differ from sums actually raised. **Stated amount is $750 million to $1 billion. ***XL
Capital/Hedge Fund venture. Arrow Capital formed by Goldman Sachs.
Sources: Investment Bank Reports; Insurance Information Institute.



Legal Liability &
Tort Environment

Definitely Improving But
m Not Qut of the Wood
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1

Cost of U.S. Tort System

($ Billions)

Tort costs will consume an estimated 2.24% of GDP in 2005

$350
$300 - Per capita “tort tax” was $845 $279$237
in 2003, up from $680 in 2000 o N .
$250 - $233° " B
$205 [
200 - $180
: $1595156$156 51075167
§150 Js129513051413144% 45 ] H H
30 ey e AR
$100 - Reducing tort costs relative to GDP by
550 just 0.25% (to about 2%) would
produce an economic stimulus of $27.5B
$0 I I I Il_lll—lll_lll—lll_lIl—lll_lll—lll_lfl—lll_lll—ll 1

Source: Tillinghast-Towers Perrin.
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.o Personal, Commercial &
LLL Self (Un) Insured Tort Costs*

$250 - [0 Commercial Lines [ Personal Lines [ Self (Un)Insured

Total = $219.2 Billion

$200
& Total = $157.7 Billion
=
— _
= $150 Total = $120.2 Billion | $29.6
&
$100

Total = $39.5 Billion

ﬁ $49.1 §57.2
$17.0

1980 1990 2000 2003

*Excludes medical malpractice
Source: Tillinghast-Towers Perrin

$50

$91.4

$0



1

Tort System Costs,
2000-2010F

$350

$300

$250

Tort System Costs
A id
N
o
o

$150

$100

1$179

$206

2.22%2.23%2.23%2.24%2-27% 2.25% 2 21%2 20%2.20%

2.03% =9 —— . 0
1.83% 279 $282 $283 $288

After a period of rapid
escalation, tort system costs as % [} -

of GDP appear to be stabilizing
- N S e e e

262 $269
$245
$232 I I

T 2.5%

+ 2.0%

+ 1.5%

+ 1.0%

- 0.5%

01

03 04 O05E O6F O7F O08F O09F 10F

3 Tort Sytem Costs —e—Tort Costs as % of GDP

Source: Insurance Information Institute estimates from Tillinghast-Towers Perrin methodology.

0.0%

Tort Costs as % of GDP



COMMERCIAL

MULTI-PERIL &

COMMERCIAL
AUTO




. Lommercial Multi-Peril Combined
LLL (Liability vs. Non-Liability Portion)

130
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115 +
110 +
105 +
100 -

9S -
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Bl CMP-Liability
B CMP-Non-Liability
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119.8

6.8
116.2
116.1

CMP- has
improved recently

Liab. Combined 1995 to 2004 = 114.6

80

95

Non-Liab. Combined = 107.1

9¢ 97 98 99 00 01 02 03 04 05

Sources: A.M. Best; III



Commercial Auto Liability
& PD Combined Ratios

4 4 4

B Comm Auto Liab B Comm Auto PD Average Combined:
T . o
125 - o o R 122.5 Liability = 110.2
120 - Y. =
— " I PD =97.1
RIS R =
- o o
110 - =
o
105 - -
S
100 - e
= LIS :
_ s &
90 - Commercial Auto has =
g5 | improved dramatically
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Sources: A.M. Best; I11



MEDICAL
MALPRACTICE



Medical Malpractice

"4 4 4

Lt Combined Ratios
160 154.7

Average Med Mal b
1501 Combined Ratio s A
o 1995-2005 R 5
=) e
e 121.3 =
>

120 - =

111.0

110 A

100 - i I Reforms/Award Caps and higher |
95 96

B107.9

90 -

med mal dramatically
| BN BN BN BN B im B

DN 98" O SN (" (IIE=2N0)) e " 3SR =204 . (S

rates have helped to improve l

80

Sources: A.M. Best; I11



PRODUCTS
LIABILITY
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Products Liability

1L Combined Ratios
38—

Average Combined Ratio
330 - 1995-2005
176.7
280 ~
230 ~
189.5

179.1

el 156.4
131 9 138 8 133 3
130 -
80

215.4

355.2

Improvements
in the tort
environment,
rates have
contributed to
performance

167.2

153.1
I I 124.0

Sources: AM Best; III



WORKERS
COMPENSATION
OPERATING
ENVIRONMENT
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... Workers Comp Combined Ratios,
1994-2005P

Workers Comp Calendar Year vs. Ultimate Accident Year -
Percent Private Carriers

140 138 135
131

130
1221 24

120 11

120 115

111 110

107 105 107

110 106

101 101 10
100 97 97

101 102

96

90

90

80
1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005p

b Preliminary AY figure. O Calendar Year B Accident Year

Accident Year data is evaluated as of 12/31/2005 and developed to ultimate

Source: Calendar Years 1994-2004, A.M. Best Aggregates & Averages; Calendar Year 2005p and Accident Years 1994-2005pbased on NCCI
Annual Statement Analysis.

Includes dividends to policyholders



.. Workers Comp Lost-Time
LLL Claim Frequency (% Change)

Percent | . Cumulative Change of —45.8%
Change Lost-Time Claims (1991-2004)
2T 0.3 0.5

Ty =0 9.2
91 92 93 94 95 96 97 98 99 00 01 02 03 04 05p

Accident Year

2005p: Preliminary based on data valued as of 12/31/2005
1991-2003: Based on data through 12/31/2004, developed to ultimate
Based on the states where NCCI provides ratemaking services
Excludes the effects of deductible policies

Source: NCCI
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Workers Comp Indemnity Claims

LL Costs Have Accelerated, 1993-2005p

Indemnity
Claim Cost (000s)

Lost-Time Claims

$19 T Annual Change 1992-1996:  +1.3% $17.7
$17 4+ Annual Change 1997-2004: +7.4% $16.5 $16.9

$15.1
$15 + $13.6

$13 + $12.4
$10.6 $11.4

$11 1999 g9 gg4 $9.8 $10.0
$9 T
$7 T
$5 -

(1993-2005p)

$18.6 $19.1

Cumulative Change = +103.2%

91 92 93 94 95 96 97 98 99 00 01 02 03 04 05p

2005p: Preliminary based on data valued as of 12/31/2005 Accident Year
1991-2004: Based on data through 12/31/2004, developed to ultimate

Based on the states where NCCI provides ratemaking services

Excludes the effects of deductible policies

Source: NCCl



oo Workers Comp Medical Claims
Continue to Climb

Medical
Claim Cost ($000s)
$22.7
$23 | Annual Change 1992-1996:  +4.1% $20.9
$21 | Annual Change 1997-2005: +9.5% el :
$19
$17
14.2
e $13.2$
$13 $11.1$12.0
$11 55,9 $9-4 $10.1
¢g |$8.3 $8.4 §8.2 ** Cumulative Change = +176.8%
$7 (1993-2005p)
A B B B B § ©§B

$5
igav92, =935 - 9414+95 =106 - 97 1+ 98 =189 - SO0+ V01 1802 031+ 047 1105 p

Accident Year
2005p: Preliminary based on data valued as of 12/31/2005

1991-2004: Based on data through 12/31/2004, developed to ultimate
Based on the states where NCCI provides ratemaking services; Excludes the effects of deductible policies



Med Costs Share of Total

"4 4 4
Costs is Increasing Steadily
20035p
1995 Indemnity
42%
1985

Indemnity
56%

Source: NCCI (based on states where NCCI provides ratemaking services).



cee WC Costs Higher Than General

Health Due to Price & Utilization

250%

200%

150%

100%

50%

0%

Source: NCCI

Workers Comp vs. Group Health
First Three Months Following Injury, GH = 100%

204%

s 184%

Price Utilization Cost

B Acute & Trauma B Chronic & Complex




OTHER LIABILITY
INCLUDING D&O




140 -

130

120

110

100 ~

90

80

Other Liability

Combined Ratios ™
IF

Average Combined Ratio
1995-2005

116.1

117.6

122.6 124.4

I I 111.8 1154 112.1

1123
T 110.5
104 5
Improvements in tort and
D& O environment have
contributed to performance

Sources: A.M. Best; 111

01 02 03 04 05

*Includes Officers’ & Directors’ coverage.



D& O Premium Index

"4 4 4
(1974 Average = 100)
1400 - Average D&O pricing is off
oty 18% since 2003, after rising 1’2371,113
146% from 1999-2003 1,010
1000 -
800 .o, 746 204 720 720 T4

600 -

400 -

200 -

0 -

682 726 3
560
|‘|||\ ||53|9503|

931 |

86 88 90 91 92 93 94 95 96 97 98 99 00 O1

02 03 04 05

Source: Tillinghast Towers-Perrin, 2005 Directors and Officers Liability Survey.



% of Jury Awards with
Punitive Damages, by Jurisdiction®

4 4 4

25% -
° 1998-2004
5
(=]
20% §
Alabama b%far, has
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~
- percentage of awards
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*Data for AK, HI, LA, ME, MD, MS, MT, NE, NH, NJ, NM, ND, SD, VT, WA, WV and WY were listed as “N/A” by
JVR. Several of these states had above-average punitive award rates in previous issues of the JVR publication.

Source: Jury Verdict Research, Current Award Trends in Personal Injury (2006 edition)



cee 20 of Jury Awards of $1 Million or
More, by Jurisdiction (1997-2003)*

30% - < H Top Five u
259, it 230 25% 24%
8
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*Compensatory awards only. Data for AK, AZ, DE, HI, ID, MS, NV, NM, ND, SD, VT, WV and WY were
listed as “N/A” by JVR. Source: Jury Verdict Research, Current Award Trends in Personal Injury (2005 edition)



THE U.S. LEGAL SYSTEM:
BETTER BUT PROBLEMS PERSIST

TRENDS, CONDITIONS & OUTLOOK




Business Leaders Ranking of
Liability Systems for 2005

Worst States

4 4 4

Best States

1. Delaware 41. Hawai

2. Nebraska 42. Florida

3. North Dakota 43. Arkansas

4.  Virginia 44. Texas

5. lowa 45. California

6. Indiana 46. Illinois

; g/ﬁm}lle;)tli 47.Louisiana

out akota

9. Wyoming __——748.Alabama
10%Tdaho LA, AL and MS’s 49. West Virginia

liability systems are ofl . yortine o
ranked tgizgng the worst 0. MISSISSlppl
in the country by the US

Chamber of Commerce
Source: US Chamber of Commerce 2005 State Liability Systems Ranking Study; Insurance Info. Institute.




&&% The Nation’s Judicial Hellholes
L

(2005)

There were notably
fewer “Judicial

2 3
ACHEE Hellholes” in 2005
\ 2 —
ILLINOIS West Virginia
. 0 4 Cook County —
nste 2 Madison Count
St. Clair County *
(} / /l () ’ () /
2 adelphia
() s, '
’ o) 0 117e TEXAS
Rio Grande _
Dklahoma Valley and Gu South Florida
oast /
’ Y 2 A
w
/ oton, 1 =

Source: American Tort Reform Association; Insurance Information Institute



e, Average Jury Awards
LLL 7998 vs. 2001, 2002, 2003 & 2004

$8,000
J 1998 12001 [ 2002 H 2003 H 2004 o
en =)
$7,000 - : [ S
The average jury S r 532
$6,000% award remains in 2 - RS
° ° m “i\ 3
$5,000 - | excess of $1 million for ick: =
S : ||
2 $4,000 | the fourth C(.)ns.ec.utlve e ey =
2 year and is rising e[ |BF o 2
- A N o 4
$3,000 A S a
A
$2,000
$1,000
$0
Overall Vehicular Premises Wrongful Death Medical Products
Liability Liability Malpractice Liability

Source: Jury Verdict Research, Current Award Trends (2006 edition) ; Insurance Information Institute.



ﬁiA verage Jury Award, 1998-2004

The average award increased by
$2,000 71 29% from 2003 to 2004, after being

relatively flat for three years
$1,500 - $1,390

$1,151

$1,079

s987 $1,031
$1.,000 -

($000)

$725
$602

$500 -

$0

1998 1999 2000 2001 2002 2003 2004

Source: 2006 Current Award Trends, Jury Verdicts Research.



({{ Median Jury Award, 1998-2004

R 000y $41,220
$40,000 736,313
$35,000 -
$30,000 -
$25,000 -
$20,000 -
$15,000 -
$10,000 -
$5,000
$0 -

$40,000

$37,086

$34,699 $35,000

$28,707

The median award fell by 5% from 2003
to 2004, and is generally flat since 2000.

1998 1999 2000 2001 2002 2003 2004

Source: 2006 Current Award Trends, Jury Verdicts Research.



i:ﬁ:T rends in Million Dollar Verdicts ™

100%
90% L l 1998-2000 [12001-2002 1 2003-2004
80%
o X
60% Yo T
) e )
50% - £S5 Sm
2 e oS
40% B °\c clg :\qr 2 =
—
30% r -
TF oo S
20% o e
10% 25 & 2 I
0% jl_”_‘ 1 . 1 | | | | |
Vehicular Personal Premises Business Government Medical Products

Liability Negligence Liability Negligence Negligence  Malpractice Liability

*Verdicts of $1 million or more.
Source: Jury Verdict Research (2006 edition); Insurance Information Institute.
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Value

Issue

2005 Top Ten Verdicts

State

$1.45 Billion | Investment Fraud Texas

$606 Million | Medical Malpractice (Chemo overdose) Florida
$253 Million | Pharmaceutical Liability (Vioxx) Texas

$164 Million | Negligence/Products Liability—> Traffic Death | Florida
$135 Million | Vicarious Liquor Liability New Jersey
$90 Million Unfair Business Practice Illinois
$65.5 Million | Conflict of Interest, Estate Planning Texas

$65 Million Products Liability, Electrocution Florida
$64 Million Age Discrimination California
$61.2 Million | Products Liability (Ford Explorer) Florida

Source: LawyersWeekly USA, January 2006.
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Sum of Top 10 Jury Awards

$6,000 -
$5,000 -
$4,000 -
$3,000 -
$2,000 -
$1,000 -

$ Millions

$5,158.8

Total of Top 10
awards in 2005

was 43% lower
than in 2004

$2,953.7

$0

2004

2005

Source: Insurance Information Institute from LawyersWeekly USA, January 2005 and 2006.



¢ ¢ & States With the Most Top 10 Jury Awards

m 1995-20035

*77% (85/110) of Top 10 awards came
25 from just 7 states between 1995-2005
21 23 States have had no award in the top 10
20 19

17

15

10

0
NY X CA FL MO GA AL

Source: Lawyers Weekly USA; Insurance Information Institute.



... Probability of Plaintff

LLL  Verdict is Leveling Oﬁ

1994 1997 2002 2003
Premises Liability 43% 45% 47% 46%
Business Negligence NA 57% 60% 67%
Vehicular Liability 58% 60% 61% 61%
Products Liability 39% 38% 55% 50%

Source: Jury Verdict Research, Current Award Trends in Personal Injury (2005 edition)



m Factors Driving Severity

Why Are Awards Getting Bigger?
More Sophisticated & Innovative Plaintiff’s Bar

Declining frequency means remaining cases are “better”
Trial Bar 1s Flush With Cash
Medical Inflation

Venue—Judicial “Hellholes” in these states:
— FL,IL, TX and WV

Class Actions Still an Issue

Erosion of Tort Reform/Acceptance of “Junk Science” as Fact
Jury Desensitization to Money/Deep Pockets Syndrome
Sensationalized Media Coverage (e.g., Rollovers, Mold)
Concern over Corporate Image—Cos. Quick to Settle

Some US Corporations do Really Dumb Things (Enron,etc.)



HOW THE RISK DOLLAR IS SPENT




(¢ 7How the Risk Dollar is Spent (2004)
iii :

Total liability costs account for about 40% of the risk dollar

Firms w/Revenues < $1 Billion Firms w/Revenues > $1 Billion

Property
~ Admin Costs Premiums Retained
Retained g, 2% Liability Admin Costs
sty 14% 7%
Liability
Premiums

14% Property
Premiums

19%

Retamed

Property
4%

Retained

Property
6%

C Premiums
16%

Total Prof. Liab U it 7 e
etame remiums
Retained WC aeMent 4%

2y Other Liab. 24% Other  Total M. Total Prof. Liab 6%
i 1% 8% . 5%

1% Liab.
6%

Source: RIMS (2004); Insurance Information Institute



eee Who Buys Umbrella/Excess?

1

(2005)

Professional Services
Consumer Discretionary
Consumer Staples
Energy

Utilities

Telecomm Services
Industrials

Nonbank Financials
Information Technology
Banks

ALL INDUSTRIES
Materials

Health Care
Government & NPOs

Education

100%
91%
86%
85%
85%
84%
YA Professional
839 Services
4 concerns are
80% more likely
80% than average
79% to buy
78% umbrella/
68% excess
coverage
64%
60%

0% 20%

Source: RIMS Benchmark Survey (2005)

60% 80%

100% 120%



INFLUENCE OF TORT
ENVIRONMENT AND LEGAL
LIABILITY TRENDS ON PRICING
AND AVAILABILITY




jability: Average Cost per §1,000
of Revenue, ™ 2003 to 2005

$3.50

02003 2004 MW 2005

$2.31

$2.00 revenue are falling

$1.56

N
<
&
$3.00 | R
Liability insurance
$2.50 - costs relative to

~
— (o) ~ °
@ & N o for firms of all size
$1.50 5 hpn, 5] en ™ =
% L L) &
Mz - 28
$1.00 S £ o
Zem S ST I
SS S ~® S
$0.50 - Sy LN Gl TS T S N
122 Al
$0.00 . . . T -
$0 - $200M $201M- $501M-$1B $1B-$5B $5B-$10B $10B+ All
$500M

*Across entire liability program
Source: Marsh, 2005 Limits of Liability Report



Lo Average Price per Million Dollars
of Liability Coverage

Healthcare $52,004
Construction $29,895
Chem, Pharma. $22,852
Government $21,724
Trans. Services $18,166
Trans. Equip. $17,187
Mining/Energy $14,804
Misc. Mfg. $13,676
Utility: Non-Nuclear $13,512 ' _
Rubber/Plastic $13,149 There is a 9-fold
Lumber, Furn, Pack., Paper $11,278 o o o
Primary Metals, Leather. $10.872 difference in the price
Telecommunications $10,000 oY1 . . oy
Elect. Equip., Instruments $9,185 per mllhon 1m llablllty
Wholesale/Retail Trade $9,122
Machinery $9,117 coverage across
Metal Products $8,611 .
Food, Ag., Tobacco Textiles $8,594 lndllStl‘y groups
Education, Non-Profit $7,277
Pers/Biz Serv., Hotels $6,749
Insurance $5,853
Finance: RE, Banks, etc $5,737
Printing & Publishing $5,684

$0 $10,000 $20,000 $30,000 $40,000 $50,000 $60,000
Source: Limits of Liability Survey (2005), Marsh, Inc.



Umbrella/Excess Insurance: Avg. Cost

'd 4 4
per $1,000 of Revenue, 2005
$3.50 Size is very important when it comes to
§2.94 the cost of umbrella/excess coverage.
$3.00 [
There is a more than 14-fold difference
S2 208 in price between the smallest and largest
$2.00 | buyers.
$1.50 $1.31
o $0.95 $0.97
21 $0.69
$0.43
$0.50 I %035 50.21
$0.00 . N5 hl
$0 - $100M- $250M- $500M- $750M- $1B- $2.5B- $5B- $10B+ ALL

$100M  $250M  $500M  $750M $1B $2.5B $5B $10B

Source: RIMS Benchmark Survey (2005)
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(L Excess Liability Market Capacity

$3.0

$2.5 | $2.011, o,$2:045

$1.721 $1.710 $1.570

$1.575 $1.540
$1.425

Billions

1.432
$2.0 #1432, 5591405

$1.5 +
$1.0 -

Capacity dropped 30% from 2000 to
$0.5 - 2003 but has since increased by 10.2%
$0.0 -

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Source: Marsh, 2005 Limits of Liability Report



coe Average Total Limits Purchased
by All Firms* ($ Millions)

O $105.0
$101.8
$99.1
TSk $95.7
88.7
$90 - $85.8 $85.9 $87
$83.2
77.9
$80 -3 ST
$70 - Limits purchased fell by 16%
between 2003 and 2005.
$60 - Price/capacity are issues.
$50 T | T | | | | T I I | |

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

*Includes underlying primary limits.

Source: 2005 Limits of Liability Report, Marsh, Inc.



eos Average Underlying Limits
I I I (Attachment Points)

$ Millions

$2.2
$2.2 - $2.1

$2.0
$1.9 $1.9

2000 2001 2002 2003 2004 2005

Source: Marsh, 2005 Limits of Liability Report



The Cost of
Litigation

Cost is Chief Concern
itt of Businesses



I Predicted Trend of Legal
Ll Disputes

One third of responding counsel expect the total number of legal disputes
their organizations will face in the coming year to increase.

None Pending

6% Same
52%
Decrease
9% Forty percent of

large companies
expect the number
of actions to
increase in the
coming year.

Increase
33%

Source: Third Annual Litigation Trends Survey, Fulbright & Jaworski, 2006.
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Cost as a Top Litigation
Concern for Businesses

30%
25%
20%
15%
10%

5%

0%

Cost was the single
most cited concern 26%
about litigation, in
general. Mid-sized
companies ($100-$999
million in revenues)
appeared most
concerned about the
costs of litigation.

6%

18%

- I

Under $100 Million $100-$999 Million $1 Billion or More

Source: Second Annual Litigation Trends Survey, Fulbright & Jaworski, 2005.



Most Costly Types of Litigation,
Ll by Industry

Energy Intellectual Property
Finance Employment
Health Care Contracts
Insurance Employment
Manufacturing Intellectual Property
Real Estate Personal Injury
Retail/Wholesale Intellectual Property
Technology/Communications Intellectual Property

Source: Second Annual Litigation Trends Survey, Fulbright & Jaworski, 2005.



vss LExpenditures on E-Discovery

Lt ($ Millions)

Expenses made on electronic discovery $1,800
preservation, collection and production in

U.S. commercial litigation increased by
nearly 300% between 1999 and 2005.

929 00 01 02 03 04~ 05~ 06*

*Projections.
Source: Socha-Gelbmann Electronic Discovery Survey; National Law Journal 8/2/04.
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1

Electronic Discovery
Preparedness

60%
50%
40%
30%
20%
10%

0%

The vast majority
(81%) of respondents
report being not at all

prepared to only

somewhat prepared
for e-discovery issues.

20%

7%

o e

54%

Not at All Poorly
Prepared Prepared

19%

0%

Somewhat
Prepared

T

T

Well Prepared Completely
Prepared

Source: Third Annual Litigation Trends Survey, Fulbright & Jaworski, 2006.



. Legal Budget as a Percentage of Gross
evenues Reported by Company Size

60%

50%

40%

30%

20%

10%

0%

B Legal Budget is 0-1% of Gross Revenues
B Legal Budget is 2% or More of Gross Revenues

54%

52%

42%

Some 10%
of U.S.
companies
had legal
budgets of
more than
5% of
their gross
revenues.

18%

Under $100 Million $100-$999 Million $1 Billion or More
Source: Second Annual Litigation Trends Survey, Fulbright & Jaworski, 2005.
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i

tigation Budget as a Percentage of Legal
Budget Reported by Company Size

60%

50%

40%

30%

20%

10%

0%

Source:

B Litigation Budget is 0-20% of Legal Budget
B Litigation Budget is 21% or More of Legal Budget

49%

Under $100 Million $100-$999 Million $1 Billion or More
Second Annual Litigation Trends Survey, Fulbright & Jaworski, 2005.

48%

The
highest
litigation
allocations
were in the
insurance
and real
estate
industries.




Cost of Litigation

Contributing Factors

4 4 4



... Percentage of Matters That Went
to Verdict, U.S. vs. UK

H U.S. B UK

100% -

90% | oo In the U.S., of the matters
80% | i that started trial, 40% went
70% L to verdict; in the UK, only
Tl 60% 20% made it that far.
50% |

40%

30% |

20% |

10%

0%

None 1to 3 4to 10 Over 10
Source: Second Annual Litigation Trends Survey, Fulbright & Jaworski, 2005.



oo o Litigation Spending vs Legal Spending by
I I IComp. Size (U.S. and International) ($ 000)

B Litigation Spending B Legal Spending

$ 000
22000 For $1B+ corporations, the $31,506.8
$30,000 | costs of litigation are

especially significant. Large
$25,000 - U.S. companies commit an

average of $19.8 million to
$20,000 - | jitisation, approximately 58% | $17,691.3
$15,000 | of their total average legal

spending of $34.2 million.
G $7,275.8

$5,000
$190.3 $767.4
$0

Under $100 Million $100-$999 Million $1 Billion or More
Source: Third Annual Litigation Trends Survey, Fulbright & Jaworski, 2006.



cee Average No. of Matters in Trial
or Arbitration in the Past Year

20 - More than half the U.S. companies
surveyed had a trial last year,
compared with only one-third of UK
companies. Large companies were
much more likely than mid-sized or
smaller companies to have trials.

10 -
7.1
2.8
WO 2N I
Under $100 Million $100-$999 Million $1 Billion or More

Source: Second Annual Litigation Trends Survey, Fulbright & Jaworski, 2005.



Time-to-Resolution by Type of

"4 4 4
Matter, U.S. vs UK
Median estimates of U.S. respondents BUS. B UK
400 were higher across the board than
2 their counterparts in the UK, 358
a 350 - | reflecting more litigious environment
o °
g 300 L in the U.S. 284
Q
g 250 - 225
S
§ 200 - e
S 146
g 1s0 | 18 APy
100 75
50 30
0
Contracts Labor/Employment Regulatory Intellectual Personal Injury Other Civil

Property

Source: Second Annual Litigation Trends Survey, Fulbright & Jaworski, 2005.
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Corporate Counsel Managing

Litigation in the Future

Response US UK Ulﬁflliiillloo $113;)il-lii?199 $1 Billion
Increase 12% 6% 13% 12% 8%
S WA 87% 79% 81% 65%

same

Decrease 17% 6% 8% 7% 28%

Source: Third Annual Litigation Trends Survey, Fulbright & Jaworski, 2006.




Average Number of Qutside

'd 4 4
Litigation Firms Used
Under $100 | $100 - $999 N
Response US UK Million Million $1 Billion
None 2% 0% 8% 0% 0%
1 5% 10% 18% 5% 0%

11-20 15% 3% 5% 15% 16%
Over 20 27% 6% 3% 5% 47%
Average 4.2 S 3.0 3w/ 5.0

Source: Third Annual Litigation Trends Survey,

Fulbright & Jaworski, 2006.



Class Action
Concerns

Class Action Fairness Act:
ttt Only a Beginning
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Class Action Impact

A significant majority (72%) feel the Class Action Fairness Act
(CAFA) of 2005 has had no effect, but more than a quarter believe
the Act’s effect has been beneficial.

Very Beneficial Neutral/No
2% Effect
Somewhat 72%
Harmful

2% Just 27% of

respondents said
their organizations
had a case removed
from state to
federal court
because of CAFA
provisions.

Beneficial
24%

Source: Third Annual Litigation Trends Survey, Fulbright & Jaworski, 2006.



cee Number of Future Class Actions
Expected

Three-quarters of responding counsel expect the number of class actions
filed against their companies to remain about the same going forward.

About one third of

respondents expect

labor/employment
to be the most

active area for class
actions against

their companies in

the future.

Decrease
9%

Increase
16%

Source: Second Annual Litigation Trends Survey, Fulbright & Jaworski, 2005.



Percentage of Class Actions
Settled Before Certification

4 4 4

The highest H All H Some
concentrations of
20% (| settlements before 18%
18% H class certification
16% | were in Texas and

California. Energy

14% 1§ companies were most
12% | likely to have settled
10% all their cases (29%).

8%
6% [ Do
4% |
2%
0%

0%

Under $100 Million $100-$999 Million $1 Billion or More
Source: Second Annual Litigation Trends Survey, Fulbright & Jaworski, 2005.




m Leading Types of Class Actions

Response Past Three Years
Labor/Employment 38%
Securities Litigation/ Enforcement 28%
Contracts 23%
Environmental/Toxic Tort 20%
Anti-Trust/Trade 20%
Class Action 19%
Product Liability 16%

Source: Third Annual Litigation Trends Survey, Fulbright & Jaworski, 2006.
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1t

Class Action Fairness

Class Action

Class Action Impact (1)

Class Conscious

Act

* Nearly half of U.S.
respondents believe that
the Act will have no impact
on litigation costs.

* Mid-sized and large
companies and energy
industry respondents were
more likely to believe the
Act would either decrease
or have no impact on
litigation costs.

* 63% of respondents
believe the Act will have
no impact on liability;
more respondents felt
liability would be reduced
rather than increased.

Certification

 California
companies had
the highest
percentage of
class actions
certified (28%).

» Texas was
second with 11%
of class actions
certified.

* 17% of large
companies had
all or some class
actions certified
against them in
the last three
years.

* Only 5% of smaller
companies were targeted with
class actions in the past year,
while nearly 40% of companies
with revenues of $1 billion or
more were served.

» 75% of responding counsel
believe the number of class
action lawsuits will not change
in future.

* Roughly a third of the
respondents reported that
labor/employment was the
area with the largest
percentage of class action
activity during the past three
years.

Source: Second Annual Litigation Trends Survey, Fulbright & Jaworski, 2005.
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1t

Manufacturing Industry

Energy Companies

Class Action Impact (2)

Real Estate

* Respondents in the
manufacturing industry
involved in class actions
over the last three years
increased from 24% to
30%.

* 16% of respondents
expect an increase in
future class actions in the
manufacturing industry.

* The Midwest was the
only region to experience
an increase in number of
class actions (3%).

» 28% of energy
companies had one to
three class actions filed in
the past three years.

* 19% of energy company
respondents had one or
more class actions filed in
the past year.

* Energy company
respondents led all
industries in expecting
more class actions in the
future (27%).

« Companies in Texas
expect a dramatic increase
in class action suits.

* More than half again
as many real estate
respondents faced
class actions in the
last year compared
with three years ago
(20% vs. 13%).

» 20% of real estate
respondents claimed
one or more class
action suits filed
within the past year.

* Only 14% of real
estate respondents
expect an increase in
class actions.

Source: Second Annual Litigation Trends Survey, Fulbright & Jaworski, 2005.
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Highest Incidence of Class

1L Actions in 2002

40%
35%
30%
25%
20%
15%
10%

5%

0%

Source:

Bl One or More Class Actions Filed

- 37%

The substantial liabilities inherent in
just one class action make this area a
constant concern for companies, far
beyond what the frequency of this
type of litigation might indicate.

Health Care Energy Manufacturing Insurance Tech/Comm.

Second Annual Litigation Trends Survey, Fulbright & Jaworski, 2005.
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Highest Incidence of Class

1L Actions in 2006

80%
70%
60%
50%
40%
30%
20%
10%

0%

Source:

B One or More Class Actions Filed

- 69% 65%

39%

Insurers were most likely to be
named as defendants in class
actions in 2006. More than two-
thirds of them had at least one
class action pending.

Insurance Retail/lWholesale Manufacturing Banking/Financial Energy
Services

Third Annual Litigation Trends Survey, Fulbright & Jaworski, 2006.



Lawsuits Commenced

"4 4 4
Against Companies
E 2005 H 2006 The percentage of companies with
more than 50 lawsuits pending more
than doubled to 23% in 2006, up
35% - ATy from 11% in 2005.
25% - ° 23%
20% - U.S. businesses face
15% - an average of 305 y \
5 pending lawsuits ulre W
10% 1 worldwide.
5% -
0% -

None 1to 5 6 to 20 21 to 50 51 or More

Source: Third Annual Litigation Trends Survey, Fulbright & Jaworski, 2006.



. Total Legal Disputes Commenced

Against Companies
@ T I —a—ss,sS

4

B Revenues - Under $100 Million H $100 - $999 Million @ $1 Billion or More

50% r 47% For billion-dollar
45% o companies, the 43%
a0% | 39% number of lawsuits
36% soared to 556 cases in
35% 2006, with almost half
30% | facing 50 new suits
259 | annually.
20% 16%
fo/os 1% 1%
10%
s, | 4% 4%
0%

1to 5 Disputes 6 to 20 Disputes 21 to 50 Disputes Over 50 Disputes
Source: Third Annual Litigation Trends Survey, Fulbright & Jaworski, 2006.




... Disputes of $20M+ Commenced

Against Companies
@I T —

B Revenues - Under $100 Million H $100 - $999 Million @ $1 Billion or More

ST 45% Some 40% of the sample had at least
45% |- one lawsuit filed against them in the
40% L past year with $20M+ at issue.
35% Largest companies ($1B+ in revenues)
30% |- were the most frequent targets of these
259, larger suits with 62% reporting at least
one $20M+ suit.
20%
15%
10%
o % 2% - 3%
5% 0y, 2% 2% 1% go

0%
1 to 5 Disputes 6 to 20 Disputes 21 to 50 Disputes Over 50 Disputes
Source: Third Annual Litigation Trends Survey, Fulbright & Jaworski, 2006.



(it Summary

2006 represents profitability peak in the current cycle for p/c
insurance (underwriting/earnings);

Commercial lines pricing environment becoming increasingly
competitive

> Terms & Conditions?

Tort environment in US is “bad,” but not getting significantly
worse at present time and there are some areas of
improvement

Major Challenges:
» Maintaining price/underwriting discipline w/slow growth
» Managing variability/volatility of results

» New/emerging/re-emerging risks



od Insurance Information

’

Lt Institute On-Line

WIWILORG

If you would like a copy of this presentation, please
give me your business card with e-mail address



Top Five Legal Dispute
Concerns

60% -
50% -
40%
30%
20%
10%

0%

48%

Labor/employment disputes dominate the
types of litigation causing greatest concern to
a much greater extent in 2006 (48% vs. 26%).

Source: Third Annual Litigation Trends Survey, Fulbright & Jaworski, 2006.



