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Underlying causes of change from
A.M. Best Dec 7, 2009 Special Report

Asbestos — elevated levels of annual incurred losses.

Asbestos — growing proportion of more serious cases such as
mesothelioma.

Environmental — steady decline in incurred losses.
Environmental — "mega” losses have been settled.
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Asbestos incurred losses —where are they
coming from?

Primary companies are still incurring claims.
Excess coverages and reinsurers are incurring ever-increasing share
of total losses.

Some new defendants identified in recent years have had significant
asbestos claims reported and settled.

Products asbestos losses driven by exposure from workers in several
types of industries.

A clinical study estimated an average latency period of 35 to 40
years.
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Asbestos incurred losses — where are they
coming from? (cont’d)

Employees in Thousands
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Source: U.S. Bureau of Labor Dept Statistics for Construction industry
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Asbestos incurred losses — where are they

coming from? (cont’d)

Nicholson Secondary Construction Manville
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Asbestos incurred losses — where are they
coming from? (cont’d)

Combine date of first exposure or active workers in an industry, with
Distribution that is Normal (or close to it)
You end up with sum of Normal distributions which is Normal
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Asbestos incurred losses — where are they
coming from? (cont’d)

| ABC GENERAL & EXCESS LIABILITY COVERAGE CHART

COVERAGE CHART (1943-1964)

200M

D Insolvent Carrier o Lioyd's Partial Insolvencies

[]  coverage No Longer Available

100M

Page 7 Effects of recent changes in asbestos and environmental liability estimates on companies i” ERNST& YOUNG
Quality In Everything We Do



Asbestos incurred losses — where are they
coming from? (cont’d)

ABC GENERAL & EXCESS LIABILITY COVERAGE CHART
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Asbestos incurred losses — where are they
going?

It depends on:
Which layers the insurer or reinsurer is involved.
Which years the insurer or reinsurer is involved.
The type of coverage.
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Asbestos products coverage

The volume of losses settled, paid and incurred is the most important
element.

Large claims, such as mesothelioma claims, will normally not create
greater insured products coverage than the same amount of total loss
from many claims.
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Asbestos non-products losses

Prior to 1986, premises coverage was referred to as general liability
sublines — (a) owners, landlords and tenants; (b) manufacturers and

contractors.
Some of these defendants have recently arrived on the scene:
Latency period is an important part of the emergence.

Asbestos is mined, used to create products, used in other products and is
eventually used.

Defendants enter at different points in this timeline.

Some are not new:

There have been successful reallocations of past asbestos claims from
products to non-products.

Involves potential increase to industry liabilities from past as well as future
claims.
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Asbestos non-products losses (cont’'d)

How does coverage chart affect a company’s non-products
asbestos?

It doesn't.
Non-products asbestos losses are individual events by claimant:
They are allocated across time.
They do not aggregate like products.
Expectation of losses in excess layer may be non-existent.

Will affect pools or proportional reinsurance treaties that include
those written for protection of many smaller insurers.
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Environmental liabilities and excess
coverages

The largest remediation sites exposed direct casualty excess of loss
coverage and corresponding reinsurance.

These losses contributed to insolvencies of some direct excess
writers in the 1980s as well as Lloyds.

Recent environmental losses are not of the same scale as those
more than ten years ago.

Expected average might be higher but expectation above significant
excess threshold is much lower.

Excess coverage and reinsurance of casualty excess coverage have
seen incurred losses reduce to a trickle in some portfolios.
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Asbestos and environmental comparisons

Asbestos losses in the future are expected to remain with excess
layers and reinsurers.

Any asbestos increases in the future from non-products coverage
should have little effect on excess layers and some effect of
proportional reinsurance of lower layers.

Environmental should show an overall decrease, but excess layers
and reinsurers should show a greater decrease.
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Lessons for the future

Latent claims, continual causation claims and mass torts will arise
from time to time.

Some of those already identified will start to affect more recent
insurance coverages.

Evidence of asbestos claims with a date of first exposure beyond 1986
and the introduction of an absolute exclusion clause.

Litigation continues on other latent claims with ongoing products in use
exposure.
Analyses by exposure and coverage period and layer of loss, will still
be needed
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Ernst & Young is a global leader in assurance, tax,
transaction and advisory services. Worldwide, our
144,000 people are united by our shared values and
an unwavering commitment to quality. We make a
difference by helping our people, our clients and our
wider communities achieve their potential.

Ernst & Young refers to the global organization of
member firms of Ernst & Young Global Limited, each of
which is a separate legal entity. Ernst & Young Global
Limited, a UK company limited by guarantee, does not
provide services to clients. For more information about
our organization, please visit www.ey.com

Ernst & Young is a leader in serving the global
financial services marketplace

Nearly 30,000 Ernst & Young financial services
professionals around the world provide integrated
assurance, tax, transaction and advisory services to

our asset management, banking, capital markets and
insurance clients. In the United States, Ernst & Young LLP
is the only public accounting firm with a separate
business unit dedicated to the financial services
marketplace. Created in 2000, the New York City-
centered Financial Services Office today includes more
than 3,300 professionals in over 30 locations across
the US, as well as in Bermuda, the Bahamas and the
Cayman Islands.

Ernst & Young professionals in our financial services
practices worldwide align with key global industry
groups, including Ernst & Young's Global Asset
Management Center (based in London), Global Banking
& Capital Markets Center and Global Insurance Center
(both based in New York), which act as hubs for sharing
industry-focused knowledge on current and emerging
trends and regulations in order to help our clients
address key issues. Our practitioners span many
disciplines and provide a well-rounded understanding
of business issues and challenges, as well as integrated
services to our clients.

With a global presence and industry-focused advice,
Ernst & Young's financial services professionals provide
high-quality assurance, tax, transaction and advisory
services, including operations, risk and technology, to
financial services companies worldwide.

It's how Ernst & Young makes a difference.

© 2010 EYGM Limited
All Rights Reserved.

This publication contains information in summary form
and is therefore intended for general guidance only. It

is not intended to be a substitute for detailed research
or the exercise of professional judgment. Neither EYGM
Limited nor any other member of the global

Ernst & Young organization can accept any responsibility
for loss occasioned to any person acting or refraining
from action as a result of any material in this publication.
On any specific matter, reference should be made to the
appropriate advisor.

CSGcom number



