Casualty Loss Reserve Seminar
LOB-6: State of the Risk Transfer Market for Asbestos
Las Vegas, Nevada — September 16, 2011

Jennifer L. Biggs, FCAS, MAAA — Towers Watson

“This document was designed for discussion purposes only.
Itis incomplete, and not intended to be used, without the accompanying oral presentation and discussion
TOWERS WATSON  (A_/

Antitrust Notice

« The Casualty Actuarial Society is committed to adhering strictly to the letter and
spirit of the antitrust laws. Seminars conducted under the auspices of the CAS
are designed solely to provide a forum for the expression of various points of
view on topics described in the programs or agendas for such meetings.

Under no circumstances shall CAS seminars be used as a means for
competing companies or firms to reach any understanding — expressed or
implied — that restricts competition or in any way impairs the ability of members
to exercise independent business judgment regarding matters affecting
competition.

Itis the responsibility of all seminar participants to be aware of antitrust
regulations, to prevent any written or verbal discussions that appear to violate
these laws, and to adhere in every respect to the CAS antitrust compliance
policy.
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Agenda

» Risk transfers of legacy liabilities have been in the news — e.g., the recent transactions
secured by CNA and Chartis. In fact, with the number of reinsurers currently willing to
underwrite legacy risks, some have described the current environment as a “soft market
for run-off portfolios.” This session will cover:

Background Information
—  Asbestos — U.S. P/C Insurance Industry Statistics
—  Key Uncertainties in Evaluating Asbestos Liabilities
The Risk Transfer Market
Considerations of Counterparties
An Update on Berkshire Hathaway / NICO's Assumed Liabilities
[ in from the of an acquirer of these risks

» Moderator / Panelists:
Jennifer L. Biggs, FCAS, MAAA — Director, Towers Watson
Robert Petersen — Managing Director, PACE Claims Services, a subsidiary of Navigant
Kara Lee Raiguel, FCAS — Vice President, Berkshire F GNU/
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Asbestos
U.S. P/C Insurers’ Cumulative Incurred Loss and Expense
Totaled $71.0B Net of Reinsurance as of 12/31/2010
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« U.S.insurers strengthened asbestos reserves by $47B during 1996-2010
Source: AM. Best through 2009, Towers Watson analysis of SNL data for 2010
Includes amounts ceded by Fireman's Fund and Munich Re to respective German parents
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All major insurers with legacy liabilities have increased
asbestos reserves substantially in the last 10 years

Change in Recognized Asbestos Net Ultimate Losses
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—  Source: Towers Watson analysis of Annual Statement Note 33 data
—  Does not include amounts ceded by Fireman's Fund and Munich Re to respective German parents
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U.S. P/C insurers increased net asbestos liabilities by
$25.6B from 12/31/2000 to 12/31/2005

Change in Recognized Asbestos Net Ultimate Losses — 2001-2005
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U.S. P/C insurers increased net asbestos liabilities by
$9.6B from 12/31/2005 to 12/31/2010

Change in Recognized Asbestos Net Ultimate Losses — 20062010
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Earnings drag has still exceeded 1% for several insurers
over the past few years
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« Earnings drag = change in net ultimate / calendar year earned premium
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Asbestos
Anticipated cessions of carried reserves vary significantly by insurer

(in Sbillions)

» Comparison of net-to-gross ratios by insurer as of 12/31/2010

The full extent of U.S. P/C insurer cessions is not
reflected in assumed business
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« Some U.S. P/C (re)insurer cessions are to non-U.S. reinsurers
» Some U.S. P/C reinsurers’ assumed business is from non-U.S. cedents
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Asbestos
Reinsurers tended to increase reserves later

Change in Recognized Asbestos Net Ultimate Losses

9.0
7.0
6.0
5.0

4.0
3.0
20
10 J_‘
0.0

2000 2001 2002 3 2004 2005 2006 2007 2008 2009

$Billions

-1.0
-2.0

Calendar Year

Source: Towers Watson analysis of Annual Statement Note 33 data
Does not include amounts ceded by Fireman's Fund and Munich Re to respective German parents
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Asbestos
US P/C Insurer Annual Net Paid Loss and Expense
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« Net paid losses have been around $2.5B per calendar year since 2003

+ Recent payments may include provisions for both past and future underlying plaintiff claims (e.g.,
delay of past claims during bankruptcy confirmation process and settlements of future coverage)
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Asbestos - Net
Comparison of Survival Ratios

Towers Watson Compilation of U.S. Insurer Data from Annual Statement Note 33
Asbestos Survival Ratios as of 12/31/2010
Top 10 A&E Insurers* Ranked by Net A&E Reserves ($000s)

American
International  Berkshire

Travelers  Group Hathaway Hartford Nationwide cNA
NetResene 12/31/2010 2545771 2,405,804 1530207 1,588,893 1436843 1108327
NetPaid 20082010 1547110 745,714 152,510 588,653 378371 369,507
Net Sunival Ratio 494 968 3010 810 11.39 9.00

Liberty

SwissRe  Alistate AcE Mutual All Other Total
NetResene 12/31/2010 1138022 1,098,670 1,061,922 823492 6665033 21402984
Net Paid 2008-2010 607434 206671 436,784 640,089 1948077 7621012
Net Sunival Ratio 562 15.95 7.29 386 1026 8.43

‘Source: Towers Watson compilation of AM Best Data through 12/31/2009 and preliminary SNL Data as of 12/31/2010;
excludes non-U.S. amounts of Fireman's Fund and Munich Re ceded to
German parents, which are included in totals published by AM Best

“Ranked by 2010 Net AE Resenes

« Survival ratios are often used for comparisons since they are easily calculated from
public information, but they are subject to distortions and misinterpretation

towerswatsan com 2011 Towes Watn, A s Prptry snd Gt FxTowes Wt Towss Wt chan s ot 14

towerswatson com [ —— 15




Key Uncertainties in Evaluating Asbestos Liabilities
« Quantification of underlying costs is complicated

The litigation environment has changed dramatically

Future experience will be subject to societal and legal influences

Mesothelioma claims will drive future costs

« Bankruptcies muddy the picture

« In addition to uncertainties relating to the estimation of underlying costs,
there are uncertainties relating to insurance coverage

» Data is typically sub-optimal

Malignant vs. Nonmalignant Filing Trends Through 2006
Manville Trust Data

Manville Trust - Injury by Year Filed
US Only
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« The Manville Trust ended public disclosures of detailed data after 12/31/2006
« Although this information is dated, the chart clearly shows the industry trend of high filing levels in the
early 2000s, dropping significantly thereafter
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Asbestos claim volume surged from 2000-2003 and has
since dropped

Lung Cancer Other Cancer

« Total claim volume surged during 2000-2003 to unprecedented levels
Most of the surge was nonmalignant claims arsing from mass screerings
tighs

. 3 Total claim volume has since dropped
. Nonmalignant ciaims dropped sharply beginning in 2004

Bankauptey flings decreased
Federal rust fund bils faled

State tort and judicial reforms enacted
‘Cancer claims also down signiicantly from peak levels
Specifc rends vary by defendant
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Mesothelioma Claims Will Drive Future Costs
Diagnosis and Claim Filing Trends

Counts

199 1991 1992 1993 1904 1095 199 1997 1098 1990 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Year

—a vl Fings —— TW Benchmark s s Toual

« Annual incidence count for males relatively flat until decline in 2006-07 (females increasing slightly)
« Since 2000, meso claims have hovered near 2,000 per year
Aiter a drop in 2006-2007, claims rebounded in 2008+
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Towers Watson’s Estimated Future Claim Filings

Projected Future Claim Filing Pattern

1.000

0.900 ff—=

0.800 HH Ht

0.700 [ M
0.600

1.000
]

0.500
0.400
0.300

2011

0200 peninlsiRinr

L
e LT TP

2012 2007 2022 2007 2032 2037 2012 2047

Filed Year

aesansors momer G avomaigan |

© 201 T Waion, A s e, Py Conkiee For T Wan snd Tos Watsn ht s .20

Mesothelioma Claims Will Drive Future Costs
Summary of Filing Trends

« Epidemiological studies can predict the number of future diagnoses
>3,000 annual diagnoses of mesothelioma in U.S.
Propensity to sue varies and projection time horizons are long

» Roughly 2,000 mesothelioma claims filed per year since 2000
Claim filings dropped in 2006-2007, but rebounded in 2008-2010
Propensity to sue is lower for females and the very young and very old

« Towers Watson projects 2011-2055 mesothelioma claims of ~ 30,000
~50% in next ten years (2011 — 2020)

« Going forward, the cost driver is expected to be mesothelioma claims

80-90% of payments made by solvent defendants are made to mesothelioma
victims
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Mesothelioma Claims Will Drive Future Costs
Average Claim Values

Some 2011 verdicts have been huge
- March 2011 verdict of $90M

$9.6M against defendants Honeywell International Inc., Pneumo Abex, Owens-llinois Inc. and John Crane Inc.
Punitive damages of $20M against each of Honeywell and Pneumo Abex and $40 million against Owens-llinois

March 2011 verdict of $25M against Exxon Mobil
$12M in compensatory damages, $12.5M in punitive damages, and nearly $0.5M in medical expenses

May 2011 verdict of $322M for future medical expenses, pain and suffering, and punitive damages
against Chevron Phillips Chemical and Union Carbide currently on hold

May 2011 $20M punitive damages added to $21.3M award against Kaiser Gypsum

Average plaintiff verdicts have increased, but <1% of cases go trial

Although verdicts influence settlements, average settlement values are significantly lower

Average claim values and trends for individual defendants vary and are influenced by:
« Disease, jurisdiction and law firm
« Defendant defenses and use of matrix agreements

towerswatsan.com " I — 2

Estimated Split in Future Claim Costs

Projected Costs of Future Claims For Typical Large Defendant
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towerswatsan com © 201 Tt Wation, A s e, Py Conkoe For T Wan snd Tos Watsn ks . 23

At Least 90 Companies Have Declared Bankruptcy Due to
Asbestos

Number Of Asbestos Related Bankruptcies

13

Number

» The rate of annual bankruptcy filings decreased significantly in 2003+
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Several bankruptcy trusts have recently begun paying claims;
significant additional resources will be available in the next few years

Figure 4.2
Cumulative Number of Bankruptcies Filed and Trusts Established as of June 2010
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Source: Reprinted with permission by the RAND Corporation (www.rand.org);
Figure S.1 and 4.2 from *Asbestos Bankruptcy Trusts” published 2010
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Key Uncertainties in Evaluating Asbestos Liabilities
Bankruptcies Muddy the Picture

« Of the 90+ companies filing for bankruptcy protection, approximately 40
confirmed bankruptcy trusts have reported information

Assets ~$25-$30B

Payments have increased substantially in 2007+ as bankruptcies filed in
2000-2002 have been approved and begun processing claims

Significant funds relating to the NARCO, Pittsburgh Corning, Quigley and
WR Grace trusts have yet to become available

« The relatively recent return of cash flow to plaintiff firms provides even
more incentive for advertising, affecting mesothelioma claim filing levels

« The lack of transparency of bankruptcy payments exacerbates the
issue of allocation of bankrupt shares of liability to solvent defendants
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Anticipated bankruptcy trust payments -
Significant amounts are available from the trusts

Unimpaired Tpared
Nonmalignant |  Nonmalignant Mesothelioma
(Level l) (Level )
Sched Actual Actual
Trust Pay % Value
Acands | 707
Amstiong |20
Baw 31
Celowex | 14.1
ce Py
Congoleun | 207
T wio H-W[ 100

I wi H-W | 100
edl-Mogul | TBA
ibreboard | 25

G-l TBA

aiser 395

lanville

arco v

NGC 55.6

oc

PC 23.7
[Plibrico 207

Quigley 20" 100,000 00 | 120,000

USG 207 X [ Too0 | 165, 1.000 | 225,000

WR Grace | TeA A A A 2] Tea 7
[_owr 562865 756,920

* Payment percentage not yet announced for these trusts -- conservative assumption of 20% used here

* Assumes DIl with Harbison-Walker exposure

* Where TDP does not set average IE value for mesothelioma, assumes 15% above scheduled value
Source: Mealey's Asbestos Conference Feb. 89, 2007, David Austern
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Key Uncertainties in Evaluating Asbestos Liabilities
Insurance Coverage

« Rules regarding allocation of losses to coverage vary by jurisdiction
Coverage Trigger
Definition of Occurrence
Allocation Method: Pro Rata vs. All Sums
«» Several court decisions have expanded coverage
All sums allocation
Nonproducts claims
Expense in addition to limits
» Interpretation of individual policies is often subject to dispute
Limits for non-annual coverage
Interpretation of SIRs / deductibles
Wording of exclusions
« Disputes regarding coverage increase uncertainty regarding a given insurer’s liabilities
Between policyholder / insurer
Among insurers
Between insurers / reinsurers

Key Uncertainties in Evaluating Asbestos Liabilities
Data is Typically Sub-optimal

« For many insurers, underlying plaintiff claim information against a given
policyholder is incomplete or unavailable

« Insurer coverage information
Can be difficult to identify all policies exposed
— Lack of searchable electronic data for policies issued from 1940s — 1980s
— Linking of insurer policies to corresponding sources of exposure
Intricate corporate relationships can result in “surprises”

While an individual insurer’s policy data may be available electronically,
(changes in) other insurance coverage available to the policyholder /
defendant that affects the allocation of liabilities often is not
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Industry Outlook

« Future focus will be on mesothelioma claims
Recent claims include take-home exposure and contract workers (premises exposure)
Expenses have increased
« Bankruptcy trust money will influence filing levels
Advertising
Cancer and nonmalignant claims are especially elastic with recruitment activities
Resurgence of nonmalignant claims against solvent defendants appears unlikely
« While the pendulum has swung more toward defendants ...
Volatile economy and public mood may affect litigiousness
Insurers/defendants fighting against rollback of tort reforms

Also pursuing transparency in claim process, but not yet achieved

« Risk transfer deals are likely to continue

ersuwatson.com oo e 2
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Risk Transfer Market for (Re)lnsurers

« Strategies employed by (re)insurers to achieve finality
« Restructuring to create run-off vehicles

« Divestiture

« Reinsurance

Current Market

Armour Re

Berkshire Hathaway
Catalina Re

Enstar
R&Q Re
Tawa plc
Others

.

.
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Risk Transfer Market for (Re)lnsurers — Armour Re

« Armour Re Holdings formed in 2007

» Specializes in the creation and implementation of solutions and acquisitions within the
distressed, discontinued and other specialty sectors of the global insurance and
reinsurance marketplace

« Previous (re)insurance deals *
» 2009 — acquired PMA Capital Insurance Company
« PMA Capital Insurance Group data from AM Best Note 32 as of 12/31/2008

Net Reserves ($M)
Surplus
Evaluation Asbestos Environmental Other Total ($M)
12/31/2004 $14 $6 $803 $823 $525
12/31/2005 13 5 559 577 520
12/31/2006 11 4 464 479 443
12/31/2007 12 0 547 559 383
12/31/2008 13 1 519 533 367

* wwnw.site.armour-re.com
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Risk Transfer Market for (Re)lnsurers —
Berkshire Hathaway / National Indemnity Company

- Profit of NICO retroactive covers is dependent on investment income (float)
« Previous (reinsurance deals

1992 - Westchester

1998 - ACE Westchester

1999 - ACE Brandywine

2001 - OneBeacon

2007 - Equitas

NICO received substantially all Equitas assets (fair value - $7.18)
2009 - Swiss Reinsurance Company Ltd
Up to'5 billon Swiss Fancs (-55.38) aggregate excess retroactive protection
2010~ CNA
12/09 CNA held AGE et reserves = 5168
Premium $2.08 plus fights to $200k reinsurance recoverable relating o billed reinsurance receivables
S4B limit
2011 - AIGIChartis
12110 held asbesios net reserves = $2.228

NICO transaction does not include asbestos accounts Charts believes are reserved 1o Imits or other ancillry asbestos exposure assumed by
Charts afflates; for portion of business ceded, NICO assumed responsibity for claim handing and collection of reinsurance.

Premium $1.658
358 limit
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Risk Transfer Market for (Re)lnsurers —
Berkshire Hathaway / National Indemnity Company

» Berkshire Hathaway Form 10-K loss and LAE reserves ($B)

A&E and Latent
Exposures

Retro Total -
Evaluation Covers Total Other Total — Net Gross
12/31/2006 $3.8 $5.1 $35.9 $41.0 $47.6
12/31/2007 9.7 11.2 37.1 48.3 56.0
12/31/2008 9.2 10.7 39.0 49.7 56.6
12/31/2009 9.1 10.6 41.6 52.2 59.4
12/31/2010 10.7 12.4 41.4 53.8 60.1

« A&E and latent exposures comprise 23% of net reserves as of
12/31/2010
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Risk Transfer Market for (Re)lnsurers — Catalina Holdings

« July 2007 — raises $340M committed equity capital

Acquires and manages non-life insurance and reinsurance companies and
portfolios in run-off

Target acquisition size of $50M - $500M surplus and with reserves up to
$2.5B - $3.0B

Management confirmed they are in the market to acquire non-life companies
and portfolios that have asbestos exposure

They prefer transfers from reinsurers
» Previous (re)insurance deals*
2008 — acquired Quanta Capital Holdings Ltd
2009 — acquired Alea Holdings UK Ltd (renamed Catalina London Ltd)
2010 — Acquires Western General Insurance Ltd
2011 — Acquires Glacier Re

* www.catalinare.com
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Risk Transfer Market for (Re)lnsurers - Enstar

» Formed August 2001 to acquire and manage insurance and reinsurance companies in run-off and
portfolios of insurance and reinsurance business in run-off

« Previous (re)insurance deals *
2006: Brampton, Cavell, Unione
2007: Marlon, Interocean, Shelbourne RITC, Tate & Lyle
2008: Capital Assurance, EPIC, Gordian, Goshawk, Guildhall, Hillcott Re, Seaton, Stonewall, Unionamerica
2009: Constellation Re, Copenhagen Re

2010: Allianz Reinsurance, Assuransinvest, Bosworth, CitiLife, CIGNA Re, Claremont, Clarendon, Inter-Hannover,
Knapton, New Castle, Providence Washington, Torus Re

2011: Laguna Life Limited, Shelbourne RITC transactions
Have acquired 30 companies and 15 portfolios

Evaluation Asbestos | Environmental Other ULAE TOTAL $M
12/31/2009 $661 $90 $1,596 $133 $2,479
12/31/2010 714 111 2,288 178 3291

« Not all of the transactions above include asbestos exposure, but A&E liabilities comprise
approximately 25% of Enstar’s total loss and LAE reserves

*12/31/2010 SEC Form 10-K

erswatson.com © 201 T Wi, A s e Prsiay g Conkdoka For T Wasn snd Touss Wot vy, 37

Risk Transfer Market for (Re)lnsurers — R&Q

« Formed in 1991; advertises that they can “unlock capital tied up in run-off operations /
release funds that could be bringing you a greater return”
» Previous (re)insurance deals *
2000 — Acquired La Metropole SA (“La Met"); acquired U.S. service operation
2004 — Acquired Transport Insurance Company
2006 — Acquired Fl{j&Q Re (UK), R&Q Re (Belgium), and R&Q Re (US) from the ACE Group and

Chevanstell Limite

2009 — Acquired R&Q Guernsey (Woolworths Captive) and Goldstreet Insurance Company
R&Q noted that it reviewed but declined several other insurer run-off transactions in 2009 due to pricing

2010 — Acquired La Licorne

R&Q has targeted the smaller end of the run-off acquisition market, less mature markets
such as Continental Europe, captive opportunities, and Lloyds RITC opportunities

R&Q intends to partner with a range of 3rd party capital providers to take advantage of
larger deals

The Annual Reports mention exposure to asbestos, but do not separately disclose
insurer sources or amounts of asbestos reserves

~Annual Report and Financial Statement — 31 December 2009 and Interim Report at 30 June 2010, as found at wwiw.rgih.com
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Risk Transfer Market for (Re)lnsurers - Tawa

2001 - Tawa plc formed to acquire and develop assets and business in the insurance industry, providing capital
Solutions for (re)insurance run-off portiolios, companies and businesses, through acquisition, Part VIl transfer,
reinsurance and debt purchase

Previous (re)insurance deals *
Acquired CX Reinsurance Company; subsequently disposed of majority share (87.35% 3/21/2006)
Acqired KX Reinsurance Company Limited (includes fongtailed business: ASE)
2008 - acquired PXRE Reinsurance Company
2009 - acquired PRO servicing platform from Swiss Re
2010 - acauired 94.3% of Island Capital Ltd
2011 - acaquired Osio Reinsurance Company (UK)

Company Group 100% Associate CX Re
A&E and A&E and
Other Latent Other Latent
Evaluation Claims Other TOTAL $M Claims Other TOTAL $M
12/31/2008 $53 $132 $185 $65 $168 $232
12/31/2009 52 106 159 61 153 213
12/31/2010 46 % 140 58 127 184

« Not all of the transactions above include asbestos exposure, but the 2009 Annual Report notes that CX Re and KX Re
have exposure o A&E and other latent ciaims

* 2009 Annual Report, 2010 Interim Report and 2010 Annual Report

ersuwatson.com oo e Bl




What factors influence the risk transfer market?

« A&E litigation environment
« Claim filing levels
« Defendant bankruptcies
« Insurer financial experience
» Economic environment
« Availability of capital
« Interest rates
« Number of players
« Other?
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What factors influence the risk transfer market?
Claims and bankruptcies peaked in 2000-2003;
The litigation environment stabilized in more recent years

Claim Filings and Bankruptcies by Year
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What factors influence the risk transfer market?
Insurer financial data, interest rates and risk transfer deals
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Jennifer L. Biggs, FCAS, MAAA

Director

+1314 7195843
jenni.biggs @towerswatson.com

Relevant Experience/Specialization
Jenni specializes in quantifying the asbestos liabilies of insurers and reinsurers as well as individual corporations named as defendants by asbestos
claimants. She has authored several articles and is a frequent speaker regarding asbestos liabilfies. Additionally, she has provided expert testimony
in various matters. For example,
« She co-authored the firm's study regarding the $200 billon asbestos “universe" published in May 2001. She has also authored articles relating to
cuantfcaton of asbestoslabllies of nsurers andreinsurers andrelatig 0 asbestosligaton disclosures n SEC Form 10-Ks of orporate
ants.

Sh sarue s chltpeson of ths Amsican Acaemy of Actues Mass Tots Subeomerie fram 2001 o 2000 Undr her diacton, o ki
polcy manograph.-Ovenview of Asbétos 1saues and Trends. was orginaly released in December 2001 and Updated in August 2007 and
Ashestos Issue Brief was released in February 200¢
She testified before the United States Senate Committee on the Judiciary regarding the FAIR Act and the National Conference of Insurance
Legislators (NCOIL) regarding asbestos issues.
= She provided expert testimony in an asbestos bankruptcy case, an insurance allocation dispute, and on behalf of the liquidator of a reinsurer.
In addition, Jenni has significant experience in the professional liability area. Her work includes analyses of funding requirements, self-insured
Teteion e, and allocaton ystoms fo solfneure nus fonds o Soveral hospils, She aso perlorm (6Sene evauatons, oG on year-end
statutory reserve levels for phys
Prior to relocating to the St. Lous office in 1988, Jenni spent almost four years in the firm's Bermuda office. There she gained considerable
experience in financial reinsurance, performing pricing analyses for loss portfoio transfers. Throughout her career, she has performed numerous
reserve reviews for insurance, reinsurance, and captive insurance companies.
Rol
Jenni leads the firm's US asbestos practice. She coordinates research and development activities, including maintenance of Towers Watson's insurer
and deferdant ashesto prjection models and he underying benchimark assumpons as wellas mritorig o rends in the asbestos igaton
environmer

at Towers

tson

Education and Credentials
Jenni has a Bachelor of Arts degree in mathematics and a business minor with College Honors from Washington University in St. Louis. She is a
Fellow of the Casualty Actuarial Society (FCAS) and a Member of the American Academy of Actuaries (MAAA)
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