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First a quick Look back at 2011
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Industry Results

HO/FO Schedule P L+LAE Ratios

2002 2004

Hurricane spikes in '04, '05, '08 - concentrate on Net
Upward trend driven by storms, economic factors
Net worse than direct - not much cat protection
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Before we think about the "New Norm",
what is normal anyway?

m How do we judge what is or isn't
normal?

— Recent memory
short memory with long faces

— Selective memory
name the last 5 Super Bowl/ losers

- Historical data and statistics
is there any bias

— Trends or Normal Variation
objectivity...are all things considered?

— Cat model opinions
when have they ever been right?

— Perceptions (ours or others [media])
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perceptions become our reality

MO Deparnre
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. . — My opinion points to the "Real Culprits" —
When did we start to ask what is normal? ™ m

Insured catastrophe losses 1970-2010

Northridge

Winter storm Lothar

fricane Andrew
Attack on WTC

I 2 o L

Hurricane Katrina et al

Hurricanes Ivar). Charley et al

Hurricane Ike, Gustav
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— Population, Wealth and Technoloav

Consiie

A History of Home Vshses.

Technology
Then and Now
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Joplin, lets get a perspective for what a
tornado can do
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Records and Near Records

Some Records

758 most ever in single month
542 previous record 2003

162 deaths highest since 1947
3" most active year since 1990
Large continuous length 80m
Longest Continuous 1925, 234m
128 most ever recorded in AL

94 was prior record in 2009
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Where are the US Cat Losses Coming From

anything unusual? m

PCS Losses 2000-2011

Earthquake
= Fire - Other
Hurricane

Riot

Tropical Storm T
Utility Service Disruption
=Volcanic Eruption
Water Damage
= Wildland Fire

=Wind and Thunderstorm

1.80% 1.67%

Event
Winter Storm

Workers Compensation

But the averaged annual losses
have increased by over 200%

Tornadoes: Where do they occur?

Average Annual Number of Torn
Averaging Period 1991 - 2010
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Anaverage of 1253
tomadoes occur in the United States
each year
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adoes
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Non Hurricane PCS Wind Losses, unusual -

but is it outside of the expected?

SCS + Winter Count SCS + Winter Loss

Billions

50% of loss from Joplin/AL events ! |
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= SCS = severe convective storm = straight line winds, thunderstorms, tornado, hail, etc.

=Adjusted Threshold to make counts and loss $ consistent over time

= Volume and trend adjustments make 1990 and prior uncertain

* Industry coding may be more suspect, but 1970s and 1980 quiet per PCS and I1SO Excess Wind data
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Let's Try Again with Less Noise

SCS + Winter Count SCS+

Winter Loss

1991 —

1997 =

= Removing uncertain years prior to 1990
= Adjusted Losses Capped at $3B per event
= What happened from 1999-2005? Weather seemed like, losses lighter

2001 —
2002 —

2010
2011
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Are weather events more common?

# of Severe Events vs Adj Losses # of TO Events vs Adj Loss

!_!_!—!-!M

= Severe events of Tornado, Wind and Hail captured by NOAA/SPC
= Little correlation of either # of events to Industry losses
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Why are losses up in recent years?

Avg Loss Per Event Type
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2000 2002 2004 2006

Thousands

= Adjusted SCS/Winter PCS losses/per SPC event regardless where losses came from
= Hitting more populated location?
= Economic driven?
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Why are losses up in recent years?

3 Year MA PCS vs Unemployment Rate
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US Tornado Damage as a Percentage of
National GDP: 1950-2011
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East St Louis is 150% the size of Joplin in -
population Density

East St Louis 1896
$12-13 Bn Normalized to 2011
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Ingredients for forming Convective Storms,  SwissRe
Mesocyclones and Tornadoes m
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Why is ENSO so Important?.....

...the Jet Streams

La Nina

Effect

A highly amplified polar jet stream can bring
blasts of cold air into the Northwest and
northern Plains. The subtropical jet

shifts northward and feeds moisture into the
Pacific Northwest, leading to heavy rains
and mountain snows.
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El Nino
Effect

Enhanced thunderstorm activity over the
eastern Pacific energizes the subtropical jet
stream. Frequent storms can lead to
mudslides in Seuthern California and a wet
winter across the southern U.S,

28
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ENSO - Hmmmm......

Normalized ER SST Anomaly - 4.0N-4.05

Warm Dry Air over Texas?

Swiss Re
i

Conclusions — What is the New Norm?

m Greater values at risk expand dollar loss potential

m Thunderstorm and Tornado no longer can be simply considered as an
attritional risk

m Combined losses could equal or surpass single large cat event especially
to those who avoid high severity hazards

m Slow but equally painful surplus erosion due to increased net retentions

m Historical tornado losses of over $12Billion normalized have occurred and
it is only a matter of time before we see some losses twice to four times
that of Joplin

m There will be more surprises ahead...that is one prediction that we can
count on!
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