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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.

It is 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.

Agenda

» Claim statistics

« U.S. P&C insurance industry statistics

« Key considerations in evaluating asbestos liabilities




As rate of claim filings changed, so has composition of
claims

Towers Watson Benchmark Claim Filings
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« Currently more than 50% of new claims are for malignant diseases; compared to less
than 10% in 2000-2003

Asbestos claim filing trends vary by disease

Cancer

Total

towerswatson.com 5




Projected future asbestos claim filings

Estimated 2012+ Filings Relative to 2008-2011 Level
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« Towers Watson projects nearly 30,000 new mesothelioma claims in 2012 & subsequent
- More than 50% of the new mesothelioma claims are expected in first 10 years

Mesothelioma claims are the driver of future litigation
costs
Projected split of 2012+ indemnity payments for large defendants
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Mesothelioma incidence and claim counts
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« Annual incidence counts show only slight changes over last decade
« Annual claim filing counts have fluctuated around 2,000 since 2000
« Variation due to non-epidemiological factors




Propensity to sue varies by age and gender

Ratio of Manville Claim Counts to USCS Incidence Counts
Diagnosis Years 2000-2004
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« Females and older age groups have lower propensity to sue

Asbestos: U.S. P&C insurers
Cumulative net incurred loss & expense
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« Cumulative incurred loss and expense reached $73 billion at year end 2011
Source: Towers Watson analysis of financial statement data compiled by A.M. Best and other sources

— Grossed up for amounts ceded by Fireman's Fund, Munich Re America and Swiss Re America to respective
non-U.S. parents




Asbestos: U.S. P&C insurers
Annual net incurred and payments
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Annual incurred peaked at over $8 billion in 2002, and has averaged $2.1 billion since
2006

Annual payments seem to be slowly declining

Asbestos: U.S. P&C insurers
Patterns of reserve strengthening

Top 12 A&E Insurers
Changein Recognized Asbestos Net Ultimate Losses 2002-2011

9
8
N
6 h
.5 -
i .
H
- B |
: == _ =1
N . —_ [ ]
1 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Calendar Year

Top 12 A&E insurers (measured by year end 2011 A&E reserves) strengthened asbestos
reserves by $27 billion during 2002-2011

« Other insurers strengthened asbestos reserves by $10 billion

Asbestos: U.S. P&C insurers
Reserve strengthening in last 5 years

Top 12 AGE Insurers*
Net Asbestos Reserve Development from 12/31/2006 to 12/31/2011 ($ in millions)
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Asbestos: U.S. P&C insurers
Reserve development in last 5 years

U.S. P&C Insurers
Asbestos Reserve Development During 2007-2011
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« Few insurers have released asbestos reserves, and only by small amounts
» None of the insurers with large asbestos reserves have released reserves
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Asbestos: U.S. P&C insurers
Reasons for reserve strengthening in 2011

Asbestos Reserve Strengthening During 2011 ($M)
Publicly Stated Reasons

Higher frequencyand severity of
mesothelioma claims, particularlyagainst
certain smaller, more peripheral insureds

Highlevel of lugation involving indiduals alleging
‘serious iiness; s aresult,an increase in severityor
certain policyholders and moderatelyhigher recent

ymentirends than previouslyanicipated;

No adjustment to gross and net 50, higher projected payments on assumed

s recognized except for reinsurance accouns;
of discount and "other However, Companys overallviewof the underling

lasbestos enironmentis essentiallyunchanget

» Very limited public discussion
« Mixed signals as to whether litigation environment deteriorated
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Asbestos: U.S. P&C insurers
Reserve strengthening of reinsurers vs. non-reinsurers

Calendar Year Asbestos Gross Incurred as % of Prior Year End Reserves
Reinsurersvs.Non-reinsurers
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« Reinsurers have strengthened asbestos reserves less than non-reinsurers
» Reinsurers seem to lag non-reinsurers in recognizing liabilities
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Asbestos: U.S. P&C insurers
Reserve strengthening of assumed vs. ceded

Calendar Year Asbestos Incurred as % of Prior Year End Reserves
Assumed vs.Ceded
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« Recognition of assumed liabilities seems to lag recognition of ceded liabilities, though not
as clear cut as for reinsurers vs. non-reinsurers

Asbestos: U.S. P&C insurers
Earnings drag

Top 12 AGE Insurers*
Earnings Drag Caused By Asbestos Losses during 2007-2011
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» Earnings drag = (Incurred losses) + (Earned premium)

Asbestos: U.S. P&C insurers
Net survival ratios

Top 12 AGE Insurers*
Asbestos Net Survival Ratio as of 12/31/2011 (8 in millions)
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« Survival ratios are subject to distortion and must be interpreted with caution




Asbestos: U.S. P&C insurers
Held reserves and future payments

U.S. P&C InsuranceIndustry
llustrative Future Asbestos Payments
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« Inillustrative scenarios above, unpaid survival ratios range from 9.5 to 14.4
« Lagged meso filing pattern would imply survival ratio of 14.9
« Insurer payments are accelerated by settlements and other factors
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Asbestos: U.S. P&C insurers
Future incurred

U.S. P&C InsuranceIndustry
lllustrative Future Asbestos Incurred
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« lllustrative scenarios above imply 0 to 6 years of future reserve strengthening at 2011
rate

Comparison with pollution insurers:
Cumulative net incurred loss & expense
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« Slow increase in cumulative incurred reflects largely stable litigation environment
Source: Towers Watson analysis of financial statement data compiled by AM. Best and other sources

— Grossed up for amounts ceded by Fireman's Fund, Munich Re America and Swiss Re America to respective
non-U.S. parents
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Comparison with pollution insurers:
Annual net incurred and payments

$Billions
&

05

o0 | H =2 .4 B o - o o oo do o d H D
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

05)

[ Calendar Year Incurred  —— Calendar Year Payments.

Annual incurred averaged $0.6 billion during 2006-2011
Annual payments declined from nearly $2.0 in 1998 to less than $1.0 billion in 2011
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Comparison with pollution insurers:
Reserve development in last 5 years

U.S. P&C Insurers
Pollution Reserve Development During 2007-2011
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« As with asbestos, pollution reserves developed upward for most insurers
« However, a number of large and small insurers released pollution reserves
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Key considerations in evaluating asbestos liabilities

« Disease incidence and claiming rates
« Asbestos bankruptcies and trusts
« Legal issues

Over 90 asbestos-related bankruptcies through 2011

Number Of Asbestos Related Bankruptcies

Number

-
p—
p—

°
—
j— ~
—
-
—
°
I
—

p—
p—
—

—

—

—

—

-

p—

—

———

p—

1085 1988 1990 1092 1994 1996 1998 2000 2002 2004 2006 2008 2010

» The rate of annual bankruptcy filings slowed after 2002

Many bankruptcy trusts have begun paying claims;
more money to come

Figurs 42
Cumulative Numbsr of Bankruptcies Filsd and Trusts Establishad as of june 2010
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» Established trusts paid at least $17.5 billion through 2010 (GAO), with another $2 billion
paid in 2011 and $18 billion in remaining assets at year end 2011 (Bates White)

« Significant additional sums will be available once NARCO, Pittsburgh Corning, Quigley,
WR Grace and other pending trusts become operational




Battle over bankruptcy trusts and claimant information

« After major defendants go bankrupt, peripheral defendants pay more

Theoretical mechanisms to ensure that defendants pay only their fair share
Several liability, offsets, indirect claims, trust payment caps

But mechanisms only work if other parties cooperate

« Defendants believe “transparency” of trust claimant information is key
Exposure and compensation data
Bankruptcy trusts resist demands for data
— Privacy, cost

« Transparency unlikely to be achieved in key states in near term
CA, IL, NY
Legislative initiatives by defendants have stalled or are at very early stages
Clam filing requirements and other workarounds have had limited success

Other recent legal developments

« Components parts liability

CA Supreme Court rules in favor of equipment makers (Jan. 2012)
« Second hand exposure

IL Supreme Court remands case to lower court (Mar. 2012)

CA appellate court holds no duty of care to employee’s family (May 2012)
« Causation

PA High Court rejects “Any Fiber Theory” (May 2012)

Similar ruling by Texas Supreme Court in 2007 (Borg v. Flores) resulted in sharp
drop in new claims in Texas

« Case management and docket control
Tide of claims has strained judicial resources in plaintiff-favored venues
— Budget cuts in California court system
— Changes in Madison County

Asbestos: Industry outlook

« Some key legal issues still being litigated
Claim litigation and coverage litigation
« Mesothelioma claims will remain the cost driver

Slow decline in new claims and high settlement values

— Settlement values have been volatile with no clear trend, though CWP % may have
declined

« Expenses have increased from a few years ago
Increase seems to have leveled off

« Insurance industry overall will continue to add to its reserves for some
years
Individual companies will diverge in their experience
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