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What the Financial Crisis and Recession Mean
for the Industry’s and
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The Q4:2008 decline was the steepest
48% 4.8% since the Q1:1982 drop of 6.4%
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Recession began in December 2007. exposure base

Economic toll of credit crunch, housing have been hit hard
slump, labor market contraction has e and will be slow to
been severe but recovery is in sight 6. come back

*Blue bars are Estimates/Forecasts from Blue Chip Economic Indicators.
Source: US Department of Commerce, Blue Economic Indicators 6/09; Insurance Information Institute.
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1970-2010F

The world economy is forecast
10.0 to shrink by 1.3% in 2009, the
8.0 first time the global economy

has contracted since WW I
6.0

4.0
2.0

o0 —"7-7 9V

X0 Advanced economies will shrink by 3.8%
in 2009, and will see no growth (0%) in

-4.0 2010, dampening energy demand
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Advanced economies Emerging and developing economies —— World

Source: International Monetary Fund, World Economic Outlook Update, April 2009; Ins. Info. Institute.
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1929-Present*

Average Duration**
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* As of July 2009, inclusive; **Post-WW Il period through end of most recent expansion.
Sources: National Bureau of Economic Research; Insurance Information Institute.
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2007:Q1 to 2010:Q4F

End of recession in late 2009, Obama stimulus program
are expected to benefit impact industrial production and

0,
00 therefore insurance exposure both directly and indirectly

5% 3.2% 3.6% 3.0% 3.5% 3.7% 4.0%

- - - 0.3% 0.2%
0 C

2.1%

~08 contracted sharply in late 2008 - to reflect expected impact of
and plunged in Q1 2009, driving Obama stimulus program and
industrial energy usage down HD a gradual economic recovery

5% -4.6%
-10% -9.0% -8.3%
Industrial production began to Figures for 2010 revised upwards
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-25%
07:Q1 07:Q2 07:Q3 07:Q4 08:Q1 08:Q2 08:Q3 08:Q4 09:Q1 09:Q2 09:Q3 09:Q4 10:Q1 10:Q2 10:Q3 10:Q4

Sources: US Bureau of Labor Statistics; Blue Chip Economic Indicators (6/09); Insurance Info. Inst.
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Percent change from year earlier

10.0
5.0

0.0

Industrial demand for energy
has been particularly hard hit

-5.0

-10.0 . . . .
Global industrial production was down 12% in
o0 early 2009, adversely impacting energy demand*
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

*Industrial production was down 17% in advance economies and 4% in emerging economies.
Source: International Monetary Fund, World Economic Outlook Update, April 2009; Ins. Info. Institute.
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1999-2010F

Weak economy, Fed policy New auto/light truck sales are expected
keep interest rates low and to experience a net drop of 6.7 million

downward pressure on the dollar units annually by 2009 compared with
19 2005, a decline of 40.8% and the lowest

18 17.8 level since the late 1960s
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Source: US Department of Commerce; Blue Chip Economic Indicators (6/09); Insurance Information Inst.
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- New home starts plunged 34% from 2005-
1990-2010F 2007; Drop througph 2009 is 73% (est.) —
Exposure growth due to home anet annual decline of 1.52 million units,
construction forecast for HO lowest since record began in 1959
insurers is dim for 2009 with 207
21  someimprovement in 2010.

1.96
1.9 Impacts demand for many types 1.85 1.80
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Source: US Department of Commerce; Blue Chip Economic Indicators (6/09); Insurance Information Inst.
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2007:Q1 to 2010:Q4F*

11.0% Rising unemployment is eroding
10.5% payrolls and workers comp’s

10.0% exposure base. 9.5%
9.5% . 9.1%
9.0% Unemployment is expected

8.5% to peak near 10% in early 2010.
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* Blue bars are actual; Yellow bars are forecasts
Sources: US Bureau of Labor Statistics; Blue Chip Economic Indicators (6/09); Insurance Info. Inst.
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Modest association

Real NWP P/C insurance industry’s growth is influenced Real GDP

Growth modestly by growth in the overall economy Growth
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Sources: A.M. Best, US Bureau of Economic Analysis, Blue Chip Economic Indicators, 6/09; Insurance Information Inst.
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Pressures Claim Cost Severities via Medical and Tort Channels
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1990-2010F

90 91 92 93 94 95 96 97 98 99

Sources: US Bureau of Labor Statistics; Blue Chip Economic Indicators, June 10, 2009 (forecasts).
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Inflation peaked at 5.6% in August
2008 on high energy and commodity
crisis. The recession and the collapse
of the oil and commodity bubble have
produced temporary deflation.
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1997-July 2009

$160 2008 PEAK

$140 Crude oil prices peaked at $145.29 in July 2008, then fell 33211'4502%8
75% to $34.57 in Jan. 2009, rose more than 100% to ~$70 :

$120 by mid-June 2009 but fell below $60/bbl in July. 000 PEAK

$100 : — : Jun. 2009
Record High Qil Prices: Are oil markets $73.38

$808 manipulated by speculators? US and l h

many other countries think so. J‘J
$60 Y ‘/\m RECENT

$40 Jan. 1999 July 13: $58.89
$15.21 M
U v M - W TROUGH
$20 M“‘ o, M Jan. 2009
$0 $34.57

Jan-97 Jan-98 Jan-99 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08 Jan-09

T

—4—World Crude Oil Prices
*All countries spot market price weighted by estimated export volume.
Source: Energy Information Administration; http://tonto.eia.doe.gov/dnav/pet/hist/wtotworldw.htm
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1969-2019F

Fedf_eral Concerns that deficit spending will ODefifcit as
SEHelt drive up inflation. This would harmful (QORESE

: . : 4%
to insurance claim severity. 204
()

0%
-2%
oo -4%
y N'III 6%
-8%
-10%
-12%
-14%
1969 1975 1980 1985 1990 1995 2000 2005 2010 2015 2019
I Federal Deficit ($ Bill) % GDP

Sources: Congressional Budget Office analysis of President’'s budget, March 2009.

Deficit expected to hit record
$1.8 trillion in 2009 or 13% or
GDP, a post-WW Il high
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Weak dollar spurs oil producers to try to

maintain purchasing power by keeping $1.473

$1.244 $1.245 $1.256

$1.2 $1.132 L -

$1.065 Weak economy, Fed policy
$1.0 o $0.945 keep interest rates low and
: $0.895 . downward pressure on the dollar

ot Bl I BN BE .

99 (0[0) 01 02 03 05 06 07 08

oil prices high. Dollar has dropped 36% $1.401
i relative to Euro since 2001.* il I

*As of June 2009.
Source: Board of Governors of the Federal Reserve Bank; Insurance Information Institute.
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The Federal Reserve has flooded financial system with cash (turned on the printing presses), the Federal Govt. has approved
a $787B stimulus and the deficit is expected to mushroom to $1.8 trillion. All are potentially inflationary.

— What are the potential impacts for insurers?
What can/should insurers do to protect themselves from the risks of inflation?

Cost of claims settlement rises across the board (property and liability)
Rates inadequate due to low trend assumptions arising from use of historical data
Reserves may develop adversely and become inadequate (deficient)

Retentions, deductibles burned through more quickly

Higher costs—>risks burn through their retentions more quickly, tapping into re-insurance more quickly and potential exhausting their reinsurance
more quickly

Source: Ins. Info. Inst.
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Is the Recession Nearing an End?

ARGIS Polievholders® Conference

Pace of GDP shrinkage is beginning to diminish

Pace of job losses is slowing

Major stock market indices well off record lows, anticipating recovery
Some signs of retail sales stabilization are evident

Banks are reporting quarterly profits
Many banks expanding lending to credit worthy people and businesses

Home are much more affordable (attracting buyers)
Mortgage rates are still low relative to pre-crisis levels (attracting buyers)
Freefall in housing starts and existing home sales is ending in many areas

Source: Ins. Info. Inst.
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Insurance solutions needed

Government
Education

Health Care

Agriculture

Natural Resources
Environmental
Technology

Light Manufacturing

Export-Oriented Industries
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Impacts of Energy Demand, Supply and Insurance Exposure
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Percentage change in consumption, 2009 and 2010

4%
2%
o ]
-2%
-4%
-6%

24 Energy consumption for industrial

Y . -7.8%
1o, electricity use has declined the most :

Natural Gas Electricty Electricty (All)  Coal for Electricity
(Industrial)

Sources: Energy Information Administration, Short-Term Energy Outlook, July 2009.
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Percentage of GDP

14%
12% Recession and 2008 energy price spike
sharply decreased energy demand
10%
8%

6%

The energy price bubble pushed energy expenditures

to 9.9% of GDP in 2008. The bursting of the bubble and

2% recession pushed expenditures down to 7.0% of GDP in 2009.

4%

0%
83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10

Source: Energy Information Administration, Short-Term Energy Outlook, March 10, 2009; Ins. Info. Inst.
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1997-2010F

Real NWP Real GDP
Growth Growth

11 5%

1044 1046 4%
3%
2%
1%
0%

Electricity demand in 2009 L

is down 3.5% from 2008, -2%

falling below 2005 levels -3%
97 98 99 00 01 02 03 04 05 06 07

Billions of KwH Per Day % Growth
Sources: Energy Information Administration, Short-Term Energy Outlook, July 2009.
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Although electricity demand will rise by just 1% to
1.2% annually from 2010-2030, associated insurance
demand could be larger due necessary expensive
investments in generation, transmission and new

technologies (renewables) and potentially large
liability liability risks.

1970 1990 2007

== Annual Change in Electricity Demand — Trend Line

Sources: Energy Information Administration, Annual Energy Outlook, March 2009.
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1990-2030 (est.)

The current economic
downturn will have little,

if any, long-term impact on
electric power generation

o..lII

1990 1995 2000 2005 2010 2015 2025 2030

Source: Energy Information Administration, 2008 International Energy Outlook, Insurance Information Institute.
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2008-2030F

Energy insurance demand
60 : will rise as capacity across all
- fuel types grows, led by
natural gas and renewables
40

Renewable growth

30 - will require new
: insurance solutions

20

175 246 118 332

Coal Natural Gas Nuclear Renewables/Other

M 2008-2015 2016-2020 2021-2025 2026-2030

Sources: Energy Information Administration, Annual Energy Outlook, March 2009.
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2005-2030F

18

16  The sharp increase in generation
14 and the changing composition
12 of fuel source will influence
10  insurance demand and
the nature of products sold

3.754
2630 3.160

Liquids Nuclear Renewables Natural Gas

M 2005 2010 2015 2020 2025 2030
Source: US Department of Energy Report #:DOE/EIA-0484 ( Sept. 2008); Insurance Information Institute
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2005 vs. 2030F

Liquids Liquids

6% 2% Nuclear

11%
Nuclear

15%

RENEWELIES
15%

Renewables
18%

Surprisingly, coal as a source of
electricity generation is expected rise

Natural Gas through 2030. CO2, pollution issues?
20%

Source: Insurance Information Institute from data reported in US Department of Energy Report #:DOE/EIA-0484 ( Sept. 2008).

Natural Gas
25%
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2005-2030F

450 Electricity generation from
renewable sources is expected

375 to rise 315% between 2007

300 and 2030 requiring new property

and liability insurance solutions
225

150

75

B MSW/LFG* Biomass Wind Solar Thermal Geothermal

Sources: Energy Information Administration, Annual Energy Outlook, March 2009. *Municipal Solid Waste/Landfill Gas.
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School

Energy & Technology Building

29.8, 20% 9.2, 6%
Other

8.0, 5%

Workforce Development
& Safety 4.3, 3%

Other
S There is approximately
$140B in new construction
spending in the stimulus
Building package, 20% for energy

Infrastructure Transportation

o Infrastructure
29.6, 20% s and tech.

Water & Environmental
Infrastructure
21.4,14%

Source: Associated General Contractors at http://www.agc.org/cs/rebuild_americas_future (2/18/09); Insurance Info. Inst..
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1990-2030F*

500
450
400
350
300
250
200
150
100
50
0

Generation from renewables such
as wind, biomass and solar could
overtake hydro by 2019

The energy insurance
industry will evolve as
customer needs change

1995 2000 2005 2010 2015 2020 2025 2030

—&— Hydr

(o] Other Renewables

Sources: Energy Information Administration, Annual Energy Outlook, March 2009; Insurance Information Institute.
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Despite crisis, huge investments needed along with insurance: 2001-2030 (est.)

North American investment
$2,500 could total $1.876 trillion

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

$500

$0
Europe  North Pacific Russia
America

Source: International Atomic Energy Agency , World Outlook for Electricity Investment.
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Investments in electricity
supply infrastructure globally
are expected to total $9.841
trillion between 2001 and 2030

China E. Asia S. Asia Latin Middle Africa
America East
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104 nuclear facilities currently generate 20% of

the US electricity supply. 17 companies have
applied for $122 billion in federal loan guarantees to
build 21 new reactors. Construction for the first 7
could begin by 2011 and come online by 2015-16

4%

France Germany Japan Canada Mexico

Source: International Atomic Energy Agency; Insurance Information Institute.
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2007-2020F

3509 Despite new capacity in the US, the 325.4%
300% developing world will see the fastest growth
in nuclear electricity generation because

250% : :
: the current capacity base is small

200%
150%
100%
50%
0%
-50% -16.1%

Western North Eastern Far East Latin Africa Middle
Europe America Europe America East/South
Asia

Source: International Atomic Energy Agency , World Outlook for Electricity Investment.
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2001-2030 (est.)

Distribution
$3,755 , 38%
Generation will account for
46% or $4.5 trillion of all
investment through 2030 to
meet rising demand. Current
- downturn will have no impact
Transmission
$1,568 , 16% on long-term global energy
demand and the need to

S develop supply infrastructure.

Generation-Refurbished $4,080 , 42%
$439, 4%

Source: International Atomic Energy Agency , World Outlook for Electricity Investment.
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CO, Regulation
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$18,000
o (Savings) The House bill would cost $22
billion economywide by 2020,
40 or about $175 per household

$41,100
63,400
$63, 235

$93,600

$259,600

*As of June 26, 2009.
Source: Congressional Budget Office.
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2010-2019*

Federal Cap-and-Trade revenues could

total $872.8B through 2019. Insurers may ee 122.2

$140

$120 play a role in cap-and-trade markets. 107.7
$100 S
$80
50.8 65.8
$60
38.7
$40
0.0
$0

2010 2011 2012 2013 2014 2015 2016 2017

*Excludes $9.5 billion in collections from Carbon Storage Research Corporation.
Source: Congressional Budget Office, June 26, 2009; Insurance Information Institute.

Wed_GS_Hartwig_Financial Crisis



ARGTR Paldierhaldera’ Conferanne

Global Energy Business is Deeply Impacted by Crisis,
But Other Factors Matter Too

ARGIS Polievholders® Conference

Key trends

Insurance capacity

» Aggregate commercial property/casualty (nonlife) capacity fell sharply in 2008 and early 2009 due to
— Reduced asset values
— Higher underwriting losses
— Sharply lower investment returns

Surprisingly, overall energy market capacity levels for 2009 have increased, despite start of early stage
of market hardening, financial crisis and dislocations of key competitors

Higher capacity and basic laws of supply and demand temper extent of market hardening and limit
price gains

Capacity freed up due in part to reduced construction activity and reduced business interruption levels

Fallout from Gulf of Mexico windstorm causes some supply issues for offshore and onshore risks

Source: Willis Energy Market Review March 2009

Wed_GS_Hartwig_Financial Crisis
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WELD ENERGY LOSSES 1990 - 2008 VERSUS
GLOBAL ENERGY PREMIUM INCOME

[0 Losses excess USSIm
-8 Estimated Worldwide Enerqy Premium (USS)

—T T T T T T T T T T TT

—
90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 O7 08*

Following Ivan in 2004, Katrina and Rita in 2005 and now ke in 2008, is Gulf
of Mexico Windstorm still the insoluble risk t

®imcurred W dute
Hource: Willis Energy Loas Databass (WELDYW

*Figures include both insured and uninsured losses
Source: Willis Energy Market Review: March 2009
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2000-09 (excl. GOM)

Downstream Operating Underwriting Capacities,
2000-09 (excluding Gulf of Mexico Windstorm)

50 Although total stated capacity has
45 increased again in 2008, realistic

20 capacity continues to be constrained
by % line sizes and increased
reinsurance retentions

35

30

2.5

20 Total Theoretical
Realistic (Quota Share and Excess)

15
Most Competitive

10
0.5

2002 2003 2004 2005 2006 2007 2008 2009 Source: Willis

Source: Willis Energy Market Review: March 2009
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2000-2009

Total Theoretical Liability Capacity, 2000-09

2,500 Our chart illustrates our estimate
of total theoretical liability capacity.
The contined health of the liability
market is demonstrated with plenty

of opportunity to create competition.

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 Source: Willis

Source: Willis Energy Market Review: March 2009
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1993-2009 (excl. GOM)

Energy Insurer Capacities and Average Rating Levels, 1993-2009
(excluding Gulf of Mexice windstorm)

6.0 In general terms, average rating
levels for downstream still remain
above those of the immediate
pre-9/11 market

g
(001=2661) xapu| a)ey abeiany pajew)}s3

E]

=]

~
=]

- A ition pi ge of 1992 rates

o np

- Onshore capacities

93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 Source: Willis

Source: Willis Energy Market Review: March 2009

Wed_GS_Hartwig_Financial Crisis



PHC

ARGTR Paldierhaldera’ Conferanne

Industry Has Weathered the Storms Well

P_Hc AEGIS Policyholders’ Conference

The IMF estimates total US financial sector
writedowns from soured assets will reach
$2.712 trillion, up 93% from $1.405 trillion
from its Sept. 2008 estimate. Insurer losses
account for just 8% of the total.

890

$218B or 8% of estimated total
(bank+insurer) losses will be
sustained by insurers

5 I

Banks Insurers

*Estimate of financial sector writedowns, 2007-2010, as of April 2009. Includes loans and securities.
Source: IMF Global Financial Stability Report, April 2009.
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1969-2008

The number of impairments
varies significantly over
the p/c insurance cycle, o o 58

with peaks occurring well into 4 50 4g 4950 ,
hard markets "
34 = L3
29
1819
I I i I | I I I I il

69 70 71 72 73 74 75 76 77 78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08

Source: A.M. Best; Insurance Information Institute
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1969-2008

Reinsurance
Sig. Change Failure
in Business  3.7%
4.2%

Misc. Deficient Loss
9.1% Reserves/

Inadequate Pricing Defic_:ient loss reserves
Investment s and inadequate pricing
e are the leading cause of
. insurer impairments,
Affiliate i i
Impairment underscoring the importance
= of discipline. Investment
Catastrophe catastrophe losses play a
osses

7.6% much smaller role.

Alleged Fraud Rapid Growth
8.1% 14.3%

Source: A.M. Best: 1969-2008 Impairment Review, Special Report, Apr. 6, 2008
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Superior Risk Management Model and Low Leverage
Make a Big Difference

et - ARGIS Polievholders® Conference

* Insurance markets—unlike banking—are operating normally

e The basic function of insurance—the orderly transfer of risk from client to insurer—
continues uninterrupted
* This means that insurers continue to
— Pay claims

— Renew existing policies
— Write new policies

— Develop new products

Source: Insurance Information Institute

Wed_GS_Hartwig_Financial Crisis



ARGTR Paldierhaldera’ Conferanne

A Superior Risk Management Model

Matching of risk to price (via experience and modeling)
Limiting of potential loss exposure
Some banks sought to maximize volume and fees and disregarded risk

Banks and investment banks package up and securitize, severing the link between risk underwriting
and risk bearing, with (predictably) disastrous consequences—straightforward moral hazard problem from
Econ 101

Insurers do not rely on borrowed money to underwrite insurance or pay claims - there is no credit or
liquidity crisis in the insurance industry

Source: Insurance Information Institute

ARGIS Polievholders® Conference

A Superior Risk Management Model

— High quality portfolio that is relatively less volatile and more liquid

The business of insurance remained comprehensively regulated whereas a separate banking system
had evolved largely outside the auspices and understanding of regulators (e.g., hedge funds, private
equity, complex securitized instruments, credit derivatives—CDS'’s)

Insurance companies are an open book to regulators and the public

Source: Insurance Information Institute

Wed_GS_Hartwig_Financial Crisis
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Challenges for the Next 5-8 Years

et - ARGIS Polievholders® Conference

2009 - 2015

— Losses are larger and occurring more rapidly than is commonly understood or presumed
— Surplus down 16%=$85B since 9/30/07 peak

P/C policyholder surplus could be even more by year-end 2009

Some insurers propped up results by reserve releases

Decline in PHS of 1999-2002 was 15% over 3 years and was entirely made up and them some
in 2003. Current decline is ~13% in 5 quarters

During the opening years of the Great Depression (1929-1933) PHS fell 37%, assets fell 28% and
Net Written Premiums fell by 35%. It took until 1939-40 before these key measures returned to their
1929 peaks.

Source: Insurance Information Inst.
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2009 - 2015

Continued asset price erosion coupled with major “capital event” could lead to shortage of capital
among some companies

Possible Consequences: Insolvencies, forced mergers, calls for government aid, requests to
relax capital requirements

P/C insurers have come to assume that large amounts of capital can be raised quickly and
cheaply after major events (post-9/11, Katrina)

* This assumption may be incorrect in the current environment

Cost of capital is much higher today, reflecting both scarcity and risk

Source: Insurance Information Inst.
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2009 - 2015

Low interest rates, risk aversion toward equities and many categories of fixed income securities
lock in a multi-year trajectory toward ever lower investment gains

Price bubble in Treasury securities keeps yields low

Many insurers have not adjusted to this new investment paradigm of a sustained period of low
investment gains

Regulators will not readily accept it; many will reject it

Industry must be prepared to operate in environment with investment earnings
accounting for a smaller fraction of profits

Implies underwriting discipline of a magnitude not witnessed in this industry
in more than 30 years. Yet to manifest itself.

Lessons from the period 1920-1975 need to be relearned

Source: Insurance Information Inst.
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2009 - 2015

Principle danger is that P/C insurers get swept into vast federal regulatory overhaul and subjected
to inappropriate, duplicative and costly regulation (dual regulation)

Danger is high as feds get their nose under the tent
Status quo is viewed as unacceptable by all

Pushing for major change is not without significant risk in the current highly charged political
environment

Insurance and systemic risk
Disunity within the insurance industry
Impact of regulatory changes will be felt for decades

Source: Insurance Information Inst.
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2009 - 2015

No tort reform (or protection of recent reforms) is forthcoming from the current Congress
or Administration

Erosion of recent reforms is a certainty (already happening)

Innumerable legislative initiatives will create opportunities to undermine existing reforms
and develop new theories and channels of liability

Torts twice the overall rate of inflation

Influence personal and commercial lines, especially auto liability
Historically extremely costly to p/c insurance industry

Leads to reserve deficiency, rate pressure

Source: Insurance Information Inst.
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Office of National Insurance (ONI) duties
. Monitor “all aspects of the insurance industry”
. Gather information

. ldentify the emergence of any problems or gaps in regulation that could
contribute to a future crisis

. Recommend to the Federal Reserve insurance companies it believes should be
supervised as Tier 1 FHCs

5. Administer the Terrorism Risk Insurance Program

6. Authority to enter into international agreements and increase international
cooperation on insurance regulation

Source: “Financial Regulatory Reform, A New Foundation: Rebuilding Financial Supervision and Regulation,” US Department of the Treasury, June 2009.
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Is the Tort Pendulum
Swinging Against Insurers?
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Real NWP Real GDP
Growth Growth

$300 2.50%

$250
2.25%

$200

R
$150 lell'illll 2.00%
$100
IIIIIIIIII II.I‘ il'l 1.75%

$50  2009-2010 Growth in Tort Costs as % of GDP is due in part to shrinking GDP
gp GCMEEEEEEEEEEEEEEENEEEEEEEEEEEEE g

1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008E2010E
I Tort Sytem Costs Tort Costs as % of GDP

*Excludes the tobacco settlement, medical malpractice
Sources: Tillinghast-Towers Perrin, 2008 Update on US Tort Cost Trends, Appendix 1A, L.I.I. calculations/estimates for 2009 and 2010

P_Hc AEGIS Policyholders’ Conference

Best States New in 2008 Worst States

Delaware 41. Texas
CO, IN, KS, VA, VT FL, SC

Nebraska 42. Florida o
Drop-Offs 43 Rising Above
AR, AK

MN, NH, TN, Wi e

Newly Notorious

Maine . South Carolina

Indiana . California
Utah 45. Hawaii
Virginia . lllinois
lowa Midwest/West has mix . Alabama

of good and bad states

Vermont . Mississippi

1.
2.
S
4.
5.
6.
7.
8.
9.

Colorado . Louisiana
10. Kansas . West Virginia

Source: US Chamber of Commerce 2008 State Liability Systems Ranking Study; Insurance Info. Institute.
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Watch List

Rio Grande Valley & )
Gulf Coast, TX Atlantic

. NEVADA County
Madison County, IL ILLINOIS (Atlantic City)

. Clark County > West Virginia /
Baltimore, MD _(Las Vegas) Cook County A 7 k-

St Louis (the city of), i’\é
St Louis and Jackson * ALABAMA

Counties, MO .88 CALIFORNIA Y-
Dishonorable Los Angeles AEMZEmET
Mentions County Counties b X

MA Supreme Judicial South Florida

Court
/

MO Supreme Court e

NEW JERSEY

Source: American Tort Reform Association; Insurance Information Institute

ARGIS Polievholders® Conference

Financial Crisis is Driving D&O Litigation,
Not Energy Issues
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» D&O litigation threat on the increase

— Financial crisis and economic fallout are driving much of the (threatened)
litigation today
* Financial services firms are the targets of more than half of recent litigation

— Energy sector is not at center of today’s D&O concerns

 Focus is on financial institutions and other entities affected by financial/credit
problems

» Qutside of financial institutions, prices falling

ARGIS Polievholders® Conference

Pace of securities lawsuits
appears to be easing in 2009.
D&O prices still falling for
nonfinancial firms.

231
202 188
164 163
111
More than half (114) suits in 2008 were against
financial services firms
0
91 92 93 94 95 96

97 98

*Securities fraud suits filed in U.S. federal courts; 2009 figure is current through July 15.
Source: Stanford University School of Law (securities.stanford.edu); Insurance Information Institute
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1974 Average = 100

Average D&O pricing was up 3% in late 2008
after declining 35% between 2003 and 2007 1237
1200 and rising 146% from 1999-2003

1400

1113
1000

1010
931
771 806 793 827 gos 829
800 746 704 720 720 720
560

60 539 5gg

40

20

86 88 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 O7 O08*

*2008 figure is based on 4th quarter Aon survey indicating a 3% increase in D&O pricing.
Source: Tillinghast Towers-Perrin, 2007 Directors and Officers Liability Survey.
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Historically Volatile
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1991-2009:Ql Insurer profits peaked in 2006
and 2007, but fell 96.2% during
* 2005 ROE=9.4% the economic crisis in 2008

$80,000  « 2006 ROE =12.2%

$70,000  © 2007 ROAS! = 12.4% o

62,496

$60,000 * 2008 ROAS = 0.5%
+ 2009:Q1 ROAS = -1.2%*
$50,000 009:Q1 ROAS 6 -
$40,000 36,819 38,501
30,773 30,029
30,000
$ 19 316 20,598 = 21,865 20 559
$20,000 14,178
10 870
$10,000 . 5,840 ’
$0 ]

-$10,000 o0
91 93 95 97 99 o1 03 05 07 09:Q1

-1,309

*ROE figures are GAAP; 'Return on avg. surplus. Excluding Mortgage & Financial Guarantee insurers yields an 4.2% ROAS for 2008 and 2.2%. 2009:Q1 net income was $2.4 billion excl. M&FG.
Sources: A.M. Best, ISO, Insurance Information Inst.

ARGIS Polievholders® Conference

1987-2009: Q1*

20% P/C profitability is cyclical and volatile Excludes Mortgage & Financial
Guarantee Insurers

15%

10%
- Sept. 11

5%

Hugo Lowest CAT
000 T A ¥ [osses in 15 years B e VAR

Andrew Northridge

Katrina,
| Rita, Wilma
5% 4 Hurricanes
87 89 91 93 95 01 03 05

US P/C Insurers All US Industries

*Excludes Mortgage & Financial Guarantee in 2008 and 2009
Sources: 1SO, Fortune; Insurance Information Institute.
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Combined
Ratios

110
105
100
95
90
85

80

Paliayrhaldera’ Confaranne

Combined ratios must me must lower in
today’s depressed investment environment
to generate risk appropriate ROEs

100.1 100.7
8.9% 9.6%

PY L 2

¢

1978 1979 2003 2005 2009:Q1*

B Combined Ratio

* 2008/9 figures are return on average statutory surplus. Excludes mortgage and financial guarantee insurers.
Source: Insurance Information Institute from A.M. Best and ISO data.

Retrun on
Equity*
18%
16%
14%
12%
10%
8%
6%
4%
2%
0%

PHC

ARGIS Polievholders® Conference

Primarily Driven by the Industry’s Underwriting Cycle,
Not the Economy
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By NWP Growth

24%
20% Net written premiums fell Shaded areas denote
1.0% in 2007 (first decline  JESEETE0 T 4= o= o)
16% since 1943) by 1.4%in
2008, and 3.6% in Q1 2009,
12% the first 3-year declines
since 1930-33

8%
4%
0%
-4%
1971 1973 1975 1977 1979 1981 1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 09:Q1
% Change

Sources: A.M. Best (historical and forecast), ISO, Insurance Information Institute

P?c AEGIS Policyholders’ Conference

All Lines, 1Q:2004 — 1Q:200)

0% —
-0.1% Magnitude of price declines is now shrinking.

-2% Reflects shrinking capital, reduced investment
2.7% gains, deteriorating underwriting performance,

-4% -3.2% - =% higher cat losses and costlier reinsurance

-4.6%
-6%
e -5.9%

-8% -7.0%
-8.2%

= 0,
10% 9.4% .9 70

-12%

-14% 133%  13.50129%

-16%
1Q04 2Q04 3Q04 4Q04 1Q05 2Q05 3Q05 4Q05 1Q06 2Q06 3Q06 4Q06 1Q07 2Q07 3Q07 4Q07 1Q08 2Q08 3Q08 4Q08 1Q09

Source: Council of Insurance Agents & Brokers; Insurance Information Institute
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Utility Sector Focus

ARGIS Polievholders® Conference

Respondent Revenues < $1B

Total Property Premiums
20%

Property Retained Losses
6%

Total Administration Costs
12%

Total Professional Liability Costs -
1% Total Liability
Premiums
Workers Comp Retained 28%
Losses
5%

Workers Comp Premiums
12%

Total Management Liability Retained Losses
Liability Costs 3%

0,
Source: 2008 RIMS Benchmark Survey 12%
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Shrinkage, But Capital is Within Historic Norms

P_Hc AEGIS Policyholders’ Conference

2006:Q4 — 2009:Q1

$540 Capacity peaked at $521.8 as of 9/30/07

$521.8 $517.9 $515.6

520 — $505.0
$496.6 :
mE B

$480 Declines Since 2007:Q3 Peak

$460 08:Q2: -$16.6B (-3.2%)

$440 08:Q3: -$43.3B (-8.3%)
08:Q4: -$66.2 (-12.9%)

09:Q1: -$84.7B (-16.2%)

- Il N
$380

06:Q4 07:Q1 07:Q2 07:Q3 07:Q4 08:Q1 08:Q3 08:Q4 09:Q1

$420

Source: ISO.
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Change in
Unrealized
' Capital Losses
Global reinsurance 55%

capacity fell by an
estimated 17% in 2008

$300

2007 2008

Source: AonBenfield Reinsurance Market Outlook 2009; Insurance Information Institute.

Realized Capital
Losses
31%

Hurricanes
14%

ARGIS Polievholders® Conference

The financial crisis now ranks
as the largest “capital event”
over the past 20+ years

10.9%

6/30/1989 6/30/1992 12/31/93 6/30/01 Sept. 6/30/04 Florida 6/30/05
Hurricane Hugo Hurricane Northridge 11 Attacks Hurricanes Hurricane
Andrew Earthquake Katrina

*Ratio is for end-of-quarter surplus immediately prior to event. Date shown is end of quarter prior to event.
**Latest available
Source: PCS; Insurance Information Institute.
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Financial Crisis
as of 3/31/09**




PHC

ARGTR Paldierhaldera’ Conferanne

Investments Are the Principle Source of Declining
Profitability

PHC AEGIS Policyholders’ Conference

Gain:1994- 2009:Q11

$60 $57.9 $56.9

$52.3 $51.9 SIne
$5 o $47.2 -y $45.3
$40 ¢354 I $36.0 I
$31.4
3 I
conditions. Falling again in 2009.
95 96 97

98 99 (0]0] 01 02 (0K} 02) 05

Investment gains fell by 51% in 2008
due to lower yields, poor equity market
$3.7

$2
$1
$0
94

investment gains consist primarily of interest, stock dividends and realized capital gains and losses.
2006 figure consists of $52.3B net investment income and $3.4B realized investment gain.

*2005 figure includes special one-time dividend of $3.2B.

Sources: ISO; Insurance Information Institute.

F 06 07 08 09:Q1
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Pre-Crisis vs. Current*

6%
4 0,
482% 496% S04%  496% 4870, 482% 500% 493% 500% 9%

4.22% 4.23%

5%

“sr Treasury Yield Curve is at its most depressed level
in at least 45 years. Investment income will fall as
3% aresult.

3.29%
2.81%

20 Stock dividend cuts will
0 S further pressure
0.93% L P u

1% 0.50% investment income

0.14% 0.18% 0.30%
0%

1M 6M 2Y 5Y 10Y

Current Yield Curve* Pre-Crisis (July 2007)
*May 2009.
Sources: Federal Reserve; Insurance Information Institute.
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Financial Crisis Does Not Directly Impact Underwriting
Performance: Cycle, Catastrophes Were 2008'’s Drivers
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Zeenlzeisenalle As recently as 2001, insurers paid out nearly  BiEEUNENT

$1.16 for every $1 in earned premiums low CAT
losses,
reserve

releases Cyclical
Deterioration

Best combined
ratio since

1949 (87.6)
100.8

2001 2002 2003 2006 2007 2009:Q1*

*Excludes Mortgage & Financial Guarantee insurers in 2008/09. Including M&FG, 2008=105.1, 2009=102.2 Sources: A.M. Best, I1SO.

ARGIS Polievholders® Conference

1993-2009F

125
120
115
110
105
100
95
90
85

Commercial coverages have exhibited 122.3 Mortgage and financial guarantee may
significant variability over time. account for up to 4 points on the

commercial combined ratio in 2008

112.5 112.3
110.3 110.2 109.7 111.1

107.6

2006/07 benefited from favorable loss cost trends, improved tort
environment, low CAT losses, WC reforms and reserve releases.
Most of these trends reversed in 2008 and mortgage and financial
guarantee segments have big influence. 2009 is transition year.

Sources: A.M. Best (historical and forecasts)
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1975-2009:Q1*

Insurers earned a record underwriting profit of $31.7B in 2006 and $19.3B in 2007,
the largest ever but only the 2nd and 3rd since 1978. Cumulative underwriting deficit

from 1975 through 2008 is $442B.

75 76 77 78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 0809:Q1

Source: A.M. Best, ISO; Insurance Information Institute * Includes mortgage & finl. guarantee insurers
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1920s —2000s

Underwriting profits were common before the
1980s (40 of the 60 years before 1980 had
combined ratios below 100)—but then they
vanished. Not a single underwriting profit was
recorded in the 25 years from 1979 through 2003.

5

(0] (0]

1920s 1930s 1940s 1950s 1960s 1970s 1980s 1990s 2000s*

Note: Data for 1920 — 1934 based on stock companies only.

Sources: Insurance Information Institute research from A.M. Best Data. *2000 through 2008.
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Catastrophe Losses Trends Are Trending Adversely

ARGIS Polievholders® Conference

$100 Billion CAT year is
coming eventually

S0 2008 CAT losses exceeded 2006/07 combined. 2009 cat losses were

2005 was by far the worst year ever for insured down 25% in Q1 $100.0
catastrophe losses in the US, but the worst has from $3.545 in Q1
yet to come. 2008

$100

$80

$61.9
$60

$40

$22.9 e $26.0

$20
$10.1
75 )0 s47 $5—5 . $8.3 $7.4 $83 ¢4 $9.2 g67 o
93 94

$2.6
o N — mm Em o ElE - H =
89 90 91 92 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09* 20??
*Based on PCS data through March 31 = $2.66 billion.

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/ISO; Insurance Information Institute
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Insured Losses, $2007

$50 9 of the 12 most expensive disasters in US history have occurred since
2004—may have affected energy concerns and their insurers

$40

In 2008, Ike became the 6th most expensive insurance event and
$30 4th most expensive hurricane in US history

22.9
$20

$10 5 5.973 7

7.8 8.2
4
s n f R R

Jeanne Frances Rita (2005) Hugo Ivan (2004) Charley ke (2008)* Wilma Northridge 9/11 Andrew Katrina
(2004) (2004) (1989) (2004) (2005) (1994) Attacks (1992) (2005)
(2001)

*PCS estimate as of 12/15/08.
Sources: ISO/PCS; AIR Worldwide, RMS, Eqgecat; Insurance Information Institute inflation adjustments.
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1988-20071
. Earthquakes $19.5, 6.3%
Winter Storms $24.4, 7.9% /
2

Wind/Hail/Flood $9.9, 3.2%
_—— Fire $8.1, 2.6%

Civil Disorders $1.1, 0.4%

Water Damage $0.4, 0.1%

Utility Disruption $0.2, 0.1%

Terrorism $22.9, 7.4%

Insured disaster losses
Seo o) totaled $310.5 billion from
All Tropical Cyclones 1988-2007 (In 2007 doIIarS)

$141.6, 45.6%

1 Catastrophes are all events causing direct insured losses to property of $25 million or more in 2007 dollars. Catastrophe threshold changed from $5 million to $25 million beginning in 1997. Adjusted
for inflation by the Ill. 2 Excludes snow. 3 Includes hurricanes and tropical storms. 4 Includes other geologic events such as volcanic eruptions and other earth movement. 5 Does not include flood
damage covered by the federally administered National Flood Insurance Program. 6 Includes wildland fires.

Source: Insurance Services Office (ISO).
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