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UW CYCLE ANALYSIS

2009 Casualty results

Analysis of Casualty trends and
relationships

e Premiums and price

e AY and Cal Year results

¢ Reserves and Cash Flow
Lines of business

e Workers Compensation

o Other Liability — Occurrence

UW CYCLE - DRIVERS
Casualty Market

Pricing Competition

Pricing responds to Calendar Year results

Accident Year results ultimately reflect pricing

Ultimate AY results affect Cal Yr results — cyclical
« aka reserve development

Loss Trends
Loss trends reflects economic, social, and legal
issues — frequency / severity
Pricing response lags loss changes — cyclical

If losses stable, UW cycle dominated by pricing

2 Economic Environment

Capital, asset, interest, and inflation changes
important, but secondary issues

R Casualty pricing does not appear to be ROE based
However, watch UW cash flows — cyclical
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UW CYCLE - ISSUES
Casualty Market

Pricing Competition Economic Envi

mel

Recent profitable Calendar
Year results have driven
significant price decreases
Price level still declining
Accident year results have
“bottomed out”, and appear to
becoming inadequate
Calendar years will soon turn
unfavorable
« Reserve position
worsening
« UW cash flows negative
and deteriorating

Pricing near turning point?

Benign for over a decade
« Moderate severity trends
« Declining frequency

Reform gains under pressure
in various states

Possible return of inflation
« Economic recovery
« Monetary policy
Calendar year implications
« Pressure on AY results

« Reserves reflect implicit
historical inflation rate

Nowhere to go but up?

Industry emerged from
recent turmoil relatively
unscathed

« Watch treasury yields

Pricing did not respond to
increase in capital costs

Need to bolster liquidity
« Will insurers compete
to generate cash?
Business cycle downturn
reducing policies

« Willinsurers compete
to cover fixed costs?

Wildcard?
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WORKERS COMPENSATION

Premium & Price

s00000%0 30% price = WP / Payroll

N Direct WP
55,000,000 - — — — ~ WewDirectWe - _ . . _ .

—+-DWPIPayrol National exposure
500000004~ — — — — — — — — & = — = — — — — — — — — 2.50% from Bureau of
45,000,000 Labor Statistics
40,000,000 2.00% 2009 slight -

payroll decline
35,000,000 — "

Historical cycles

30,000,000 1.50% N

Prior peak in1991
25,000,000

Soft cycle to 2000
20,000,000 1.00% .

Peak in 2005
15,000,000

Soften to 2009
10,000,000 0.50%

Slightly lower
500,000 price decrease in

0 0.00% 2009

1087
2009

WORKERS COMPENSATION
Ceded Premium & Utilization
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WORKERS COMPENSATION
Acc Yr Gross, Ceded, Net Results
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WORKERS COMPENSATION

Accident Year Loss Development
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WORKERS COMPENSATION
Calendar Year Development
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WORKERS COMPENSATION

Acc Yr Premium & Loss Trends
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Reform roll-back
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WORKERS COMPENSATION

Pricing vs. Calendar Year Results

100.0% g;vgx Pricing follows Calendar
B Direct WP/Payroll (ann. %che
st — — — — — 8 pol@am.%che) ] 2000 Year results
~8-Cal Year LossALAE Ratio (x Priors)
17.5% One year lag in
%0.0% 150%
o pricing response
8.0% 100% Loss and economic
7.5%
s0.0% o trends can obscure
25%  Softening continued in
0% “2“5"’;0 2009 but decelerated
70.0% 50% Uptick in loss ratio may
5% imply coming end of soft
65.0% -10.0% market
-12.5%

60.0%

-15.0% Forecasting pricing

A75% depends of Calendar Year|
0% — — — — — — — — — — — — — — — — — — — — 200% A
25w Projections

50.0% -25.0%

Indicated reserve
position is key

1988
1989
1990
1991
1992
1993
1094
1995
1996
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

WORKERS COMPENSATION
Reserve Position & UW Cash Flow

Industry Schedule P data can be evaluated @y
to estimate indicated reserve position Year
Conning Research reports reserve
deficiency as of 2008 (2009 indications
mixed to flat)
Past indications in line with
subsequent development with lagged
response to loss/price trend changes
UW Cash Flow appears to be an early
indicator of future reserve development
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OTHER LIABILITY
Occurrence Policies




OTHER LIABILITY (Occ.)

Premium & Price
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Acc Yr Gross, Ceded, Net Results
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OTHER LIABILITY (Occ.)
Accident Year Loss Development

Original L/R’s stable over
adjacent time periods

2001 WTC impact

Cyclical Ultimate L/R’s
develop up to +/- 25pts

Recent AY loss ratios
appear conservative
Actuarial models
not fully reflecting
loss improvement
Implied existing reserve
redundancies
Est. $4.9B industry-
wide as of 2009

OTHER LIABILITY (Occ.)
Calendar Year Development
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Calendar Year results
follow lagged Accident
Year results
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recently less volatile
than Acc Year results
Timely pricing
change in 2000
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OTHER LIABILITY (Occ.)

Acc Yr Premium & Loss Trends
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inversely with prici

Pricing changes
cause AY results
not vice versa

Losses trends volatile
through 2000, with spike
in 1998

Recent trends moderate

Investigate freq /
severity trends
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Reform roll-back
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OTHER LIABILITY (Occ.)

Pricing vs. Calendar Year Results
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OTHER LIABILITY (Occ.)
Reserve Position & UW Cash Flow

Industry Schedule P data can be evaluated
to estimate indicated reserve position
Conning reports reserve redundancy
as of 2008 (2009 Willis estimate)
Past indications in line with
subsequent development with lagged
response to loss/price trend changes
UW Cash Flow appears to be an early
indicator of future reserve development
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FINANCIAL SERVICES DISCLAIMER

This analysis has been prepared by Wills Re on condion that t shall b treated as stricy confidential and shallnot be
communicated in whole, in part, or in summary to any third party without written consent from Willis
Wil Re has relied upon data from pubic andior other surces when preparing this analysis. No allempl has been
made to independertly veriy the accuracy o tis data, Wills Re does notrepresent o otherwise guarantee the
accuracy or completeness of such data nor assume responsibilty for the result of any error or omission in the data or
other materials gathered from any source in the preparation of this analysis. Wills Re, ifs parent companies, sister
Companies, subsilaries and affiates (nereinafter Wills") shall have no habilly in connection yth any resuls,
sk, wthout lmitaio, s arshg from beser upon o In connecton wiharars, omissions, Naoouracis, o
inadequaties associaled with the data or arising from, based upon or in connection with any methodologies used or
gnen 'y Wil Re i producing ths analysis of any fesults contained herein: Wills expressly disciaims any and all
Ity ansing from, based upon o n comnecton with ths anaysis, Wills assumes o duty i coniract or
herwise (o any party ansng o, basal Upon of n Conmetaon wih S 1apor, ancna barty ShoU Sxpect Wills to
owe Rt ary Such dot
re many unceraines nherent n s analysis including, but not limited to, issues such as limitations in the
avalable data, rellance on cllent data and outside data sources, e underlyng volatiy ofoss and other random
rocesse: that the application of judgment in estimates and assumptions, etc.
juate Toaas, MADHISS LI JERENd uan o COMGaT overis, Ieing Byl ol Hiet 15 AMORAIc
changes in inflation, laws, and regulations. As a result of these uncertainties, the actual outcomes could vary
swgmllcan\\y ffom Wills Re's estimates In sther direction. Wilis makes no representation about and does not guarantee
e outcome, results, success, or profitability of any insurance or reinsurance program or venture, whether or not the
analyses or conclusions contained herein apply to such program or venture:
Wi does not recommend making decisons based soley on the lormaton contained i his report. Rather, tis
report should be viewed as ent to other information, including specific business practice, claims experience,
and inancial stuation. Independent professional advisors should be conuted with respect o the issues an
conclusions presented herein and their possible application. Willis makes no representation or warranty as to the
accuracy or completeness of this document and its contents.
This analysis is not intended to be a complete financial communication. A complete communication can be provided
upon request. Wills Re analyst are available to answer questions about this analysis
Wills does not provide lega, accounting, o tax advice. This analysis does not consiute, i not inended to provide,
and should not be construed as such advice. Qualified advisers should be consulted in these areas.
Willis makes no representation, does not guarantee and assumes no liability for the accuracy or completeness of, or
any results obtained by application of, this Risk Analysis and conclusions provided herein.
m 2

Acceptance of this document shall be deemed agreement to the above.




