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Joy Hatchette - RE: Follow-up questions from today s testimony

B R B B s

From: "Carter, W. Minor" <mcarter@vsadc.com>
To: Joy Hatchette <JHatchette@mdinsurance.state.md.us>
Date: 12/14/2011 4:16 PM

Subject: RE: Follow-up questions from today's testimony

Will have more detailed answers by end of the week, but off the top of my head:

1. That is directly from the IS0 report — | believe it is cited in testimony in small print. | emailed that
report to Karen and will also do 1o you later today. | will also find the page reference.

2. lam checking with my member companies, but | don’t believe that they do. | found that information
" also in the 1SO report, but will check. '

3. Again, | believe all that is contained in the ISO report. It is not Maryland specific. Wsl! check with my
companies, but | don't’ believe that they offer that.

Will find this for you asap. Also, don’t hesitate to request any information you want.

- Minor

From: Joy Hatchette [mailto:JHatchette@mdinsurance.state.md.us]
Sent: Wednesday, December 14, 2011 2:23 PM

To: Carter, W. Minor

Subject: Follow-up questions from today's testlmony

Minor,
Here are the three questions which we would like answers to:

1. On page 4 of your testimony you indicate that "wind losses are, by far, the cause of most catastrophe losses,
even if hurricanes and tornadoes are excluded.” This does not appear to be consistent with the statistics that
are above that statement. Please explain.

2. On page 13 of your testimony in paragraph 1, you indicate that "[i]Jn some states or portions of a state,
policyholders have a 'buy back’ option - paying a higher premium in return for a traditional dollar rather than a
percentage deductible." Is this option available in any of your member companies, if so, how many?

. 3. On page 13 of your testimony in paragraph 1, you indicate that some insured’s have a 15% deductible. Do
any of your member companies have a 15% deductible. If so, how many.companies have that deductible and is
it optional. If any of your companies offer the 15% deductible in what parts of the State is it offered.

Thanks Joy
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The information contained in this e-mail, and attachment(s) thereto, is intended for use by the named addressee

only, and may be confidential or legally privileged. If you have received this e-mail in error, please notify the

sender immediately by reply e-mail or by telephone at the number listed above and permanently delete this e-

mail message and any accompanying attachment(s). Please aiso be advised that any dissemination, retention,
- distribution, copying or unauthorized review of this communication is strictly prohibited.
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Joy Hatchette - Deductibles.

From: "Carter, W. Minor" <mcarter@vsadc.com>
To: "Trish Winkler (twinkler@mdinsurance.state.md.us)" <twinkler@mdinsurance.state.md.us>,
- "Emarie S. Payne(epayne@mdinsurance.state.md.us)" <epayne@mdinsurance.state.md.us>,

JoyHatchette <JHatchette@mdinsurance.state.md.us>

Date: 12/15/2011 10:14 AM

Subject: Deductibles.

CC:  "Karen Stakem Hornig (khornig@mdinsurance.state.md.us)"
<khornig@mdinsurance.state.md.us>

No MAMIC companies have deductibles greater than 5%. | have been told that any deductibie over 5% is
subject to the provisions of Section 19-209 (b).

Minor
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J oy Hatchette - Wmd/Hall deductibles & buybacks

S
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From: "Carter, W. Minor" <mcarter@vsadc.com>
To: "Trish Winkler (twinkler@mdinsurance.state.md.us)" <twinkler@mdinsurance.state.md.us>,
' "Emarie S. Payne(epayne@mdinsurance.state.md.us)" <epayne@mdinsurance.state.md.us>,
"JoyHatchette (JHatchette@MDinsurance.state.md.us)"
<JHatchette@MDinsurance.state.md.us>
Date: 12/16/2011 10:13 PM
Subject: Wind/Hail deductibles & buybacks

All MAMIC companies have percentage deductibles of 2% and 5%, none greater than that.

'MAMIC companies don’t offer buybacks and, at least at this time, have no intention of offering them in the
future. If a company were to offer a buyback, either voluntarily or by MIA requirement, the premium for the
buyback would have to be actuariaily sound resulting in a rate would be considerably higher than existing rates.
A buyback would require a company to purchase considerably more reinsurance and the lower layers in
catastrophe reinsurance treaties would be considerably more expensive. The costs associated with a buyback
would have to be passed on the insured, resulting in a product that is considerably less affordable than existing
deductible schedules for an insured.

I hope this is helpful. Obviously, we cannot speak for other associations or companies. However, | will continue
to forward any information that may be relevant.

i Minor Carter

file:/C:\Documents and Settings\jhatchel\Local Settings\Temp\XPgrpwise\4EEBC28BM... 12/19/2011



e

*

oooooooovooooooof}

0000000 &

INSURANCE TOPICS

Coverage

+ Business

Commercial Auto

Liability insurance

Property Insurance

Specialty Business Insurance
Workers Compensation
Business insurance - General

+ Consumer

Annuities
Auto Insurance
Claims Filing
Credit

- Disability Insurance
Health Insurance
Homeowners and Renters Insurance
Life Insurance
Life Stages
Long-term Care Insurance
Safety and Mitigation
Specialty Insurance

v Disastérs and Risks

Climate Change
Crime

Disaster Preparedness
Highway Safety
Litigation

Terrorism

insurance Industry

Features

Meetings and Media

Multimedia Presentations

Financial Results and Market Conditions .
Financial Services

Fraud

insurance Marketplace

Insurance Operations

Accounting

Audio
Facts+Statistics
Issues Updates
Latest Studies
Presentations
Video

White Papers

‘All Coverage En Espaiiol

—

]'219440

]'1 171 9440



Catastrophes: Insurance Issues

THE TOPIC

OCTOBER 2011

The term “catastrophe” in the property insurance industry denotes a natural Or man-made
disaster that is unusually severe. An event is designated a catastrophe by the industry when
claims are expected to reach a certain dollar threshold, currently set at $25 million, and more
than a certain number of policyholders and insurance companies are affected.

surplus is essentially the equivalent of the industry’s net worth and a reliable indicator of its
ability to pay claims.

including a winter storm, five periods each lasting several days in the spring when storms
generated a series of highly destructive tornadoes, wildfires in the South and South-West, the
flooding of the Mississippi and Missouri rivers and Hurricane Irene,

Administration (NOAA) predict between 12 to0 18 named storms, with six to 10 becoming
hurricanes, and three to six of those becoming major storms, category 3 or higher. Other
forecasters have made similar predictions.

Although storm activity in the Atlantic Ocean during the 2010 hurricane season reached near
record levels, tying for the third-highest number with 1887 and 1995, according to NOAA, no
hurricane hit the U.S. coast. This year, meteorologists say, wind patterns have changed,
potentially allowing more damaging storms to reach the U.S. mainland.

Meanwhile, the magnitude of the damage caused by Katrina and the potential damage



hurricanes Rita and Wilma might have caused had they not weakened from intense Category 5
hurricanes is still reverberating, six years later. Many insurers have reduced the number of
policyholders they insure in high-risk areas and added hurricane deductibles to property
insurance policies to better manage their exposure to potential hurricane-related losses, see
report Hurricane Deductibles.

Disaster losses along the coast are likely to escalate in the coming years, in part because of huge
increases in development. One catastrophe modeling company predicts that catastrophe losses
will double every decade or so due to growing residential and commercial density and more
expensive buildings. Data from the Census Bureau, collected by USA Today, show that in 2006,
34.9 million people were seriously threatened by Atlantic hurricanes, compared with 10.2
million in 1950. Before the 2005 hurricane season, Hurricane Andrew ranked as the single most
costly U.S. natural disaster.

Man-made catastrophes such as the attacks on the World Trade Center can also cause huge
losses. The attacks led Congress to pass the Terrorism Risk Insurance Act (TRIA) in November
2002. Since then, TRIA has been reauthorized twice. The latest reauthorization, passed at the
end of 2007, extends the law to 2014. TRIA provides a federal backstop for commercial
insurance losses from terrorist acts, making it easier for insurers to calculate their maximum
losses for such a catastrophe and thus to underwrite the coverage, see report on Terrorism Risk
and Insurance.

The typical homeowners insurance policy covers damage from a fire, windstorms, hail, riots and
explosions—as well as other types of loss such as theft and the cost of living elsewhere while the
structure is being repaired or rebuilt after being damaged. Commercial property insurance
policies generally cover the same causes of loss with some variation, depending on the coverages
selected. Flood and earthquake damage are excluded under homeowners policies—separate
policies are available—but are covered under the comprehensive portion of the standard auto
policy, which more than 75 percent of drivers who buy auto liability insurance purchase.

Over the 20-year period, 1991 10 2010, hurricanes and tropical storms made up 44.0 percent of
total catastrophe losses, followed by tornado losses (30.0 percent), winter storms (7.4 percent),
terrorism (6.8 percent), earthquakes and other geologic events (5.1percent), wind/ hail/flood
(4.1 percent) and fire (2.2 percent). Civil disorders, water damage and utility services disruption
combined represented less than 1 percent. Each year about 6 percent of homeowners file claims.
Tornado losses increased over the period by one percentage point and wind/hail/and flood '
losses by 0.8 percent.

Catastrophes



ground as the storm hit the coast and moved up the eastern seaboard., Nevertheless, insured losses are expected to be
as high as $6 billion. Irene will be remembered for the extensive and devastating flooding that followed the six to10

result of the storm. Most loss of life was due to flooding,
As of the first week of October 2011, there had been 15 named storms and four hurricanes, of which only
Irene made landfall in the United States. At the beginning of the season, forecasters predicted higher than normal

Tornadoes: Losses from thunderstorms in the first half of the year alone exceeded $16 billion, far above
the average for the past decade of $6.4 billion. It was also the deadliest thunderstorm season in more than 50 years
with 593 fatalities. Fifteen people died as a result of winter storms and seven in wildfires. The huge cost of repairing
and replacing damaged property and the high number of deaths is attributed to the large bercentage of twisters that
hit urban areas, leveling entire neighborhoods.

In Joplin, Missouri, a city of some 50,000 people, an EF5 tornado, categorized as the most damaging with
wind speeds of more than 200 mph, swept through the town on May 22 killing at least 139 people and damaging more
than 2,000 structures, including a major hospital. It was the most damaging tornado in more than 60 years, federal
officials said. ,

The Joplin disaster came on the heels of a series of other tornadoes of historic intensity that swept across the
south. The official tally for tornadoes last year was 1,282, Preliminary unconfirmed eyewitness reports for the first
nine months of 2011 are approaching 1,800. The actual confirmed number to the end of May is 1,219, almost as many
as for the entire year of 2010,

In June Massachusetts was also hit by tornadoes that damaged 5,000 homes and caused $90 million in
insured losses, the costliest disaster in the state’s history. :

The findings of a study from Georgia Tech suggest that the size of a land-falling hurricane is correlated with
an increase in the potential for tornadoes as the storm moves inland. The researchers found that since 1995 there has
been a 35 percent increase in the size of storms in the Gulf when compared with a previous active period from 1948 to
1964, which led to a doubling of the number of tornadoes spawned per storm. Using a model that incorporated data
from past hurricanes, they accurately predicted the number of tornadoes produced by Hurricane Tke in 2008 and
from Hurricane Katrina,

Earthquakes: Arare 5.8 magnitude earthquake in central Virginia rocked the East Coast on August 22 but
overall insured losses are expected to be under $1 million. Most of the damage was centered in and around

homes. Also, homes that are less than 15 feet apart are more likely to burn in clusters, In such cases, fire is often
spread by combustible fences and decks connected to houses, a study by the Institute for Business & Home Safety
found. Thirty-eight states have wildfire risks, the Institute says, and the risk of wildfires keeps growing as more homes



are built in wildland areas, some five million in California alone. Among the preventative features recommended in
the study were noncombustible siding, decking and roofing materials; covered vents; and fences not connected
directly to the house. In addition, combustible structures in the yard such as playground equipment should be at least
30 feet away from the house and vegetation 100 feet away.

Coastal Area Growth: Data from the Census Bureau show that in 2008, 35.7 million people were
seriously threatened by Atlantic hurricanes, compared with 34.9 million in 2006 and 10.2 million in 1950. Other
Census data show that the coastal population in states stretching from North Carolina to Texas grew 251 percent
between 1950 and 2008 and that the coastal population of Florida was 17.8 million in 2008, about 50 percent of the
total coastal population in those states. Moreover, Florida’s coastal population grew one percent from 2007 to 2008,
the Census Burean estimates, and three Florida counties—Broward, Palm Beach and Miami/Dade—were among the
10 counties nationwide with the largest increase in population between 1960 and 2008.

Impact of 2004/2005 Hurricanes

Coastal Insurance: Lawmakers and regulators are seeking solutions to make private property insurance
more available and affordable in coastal areas vulnerable to hurricanes as insurers reduce the number of the
policyholders they insure in high-risk areas to lower the potential for crippling losses in the next major storm. In
Alabama, the state’s Insurance Underwriting Association, its insurer of last resort, has grown by a third in 12 months,
going from 15,214 policies in February 2010 to 20,350 twelve months later.

Responding to the problem, Alabama Gov. Robert Bentley created a seven-member comumission at the
beginning of April to study and address the rising cost of homeowners insurance in counties along the Gulf. Coastal
policyholders have been pushing for legislation that would require insurers to release data by zip code on the
premiums collected and the claims paid since 1990. Some insurers say that the data could be subject to
misinterpretation since insurance rates reflect not only past losses but also predicted future trends. Coastal residents
believe the data will make it clear whether they are paying substantially more for their insurance than people in other
parts of the state and more than past claims would justify. Bills dealing with coastal insurance have been introduced.
Several would have a significant impact on the state’s revenue in that they lower insurance costs by granting tax
credits. .

In New York State, regulators convened a meeting of the Temporary Panel on Homeowners Insurance at the
end of 2010. The panel, which was authorized by legislation passed in 2008, met to examine and assess problems
related to the affordability and availability of homeowners insurance and the impact a potential catastrophe could
have on insurers and residents of the state. Among the subjects considered were standardizing windstorm deductibles
and applying them only to damage from hurricanes that make landfall in New York State; reducing the number of
nonrenewals that an insurer may issue in any geographic area without notifying the insurance department about its
plan; and creating a catastrophe pool to stabilize premiumis.

Currently, part of the premium homeowners pay goes to help pay for future catastrophes. The department is
exploring the viability of creating a pool or other funding mechanism that would allow insurers to place the unused
“catastrophe load” portion into a fund to be used to help cover the cost of the next catastrophe and obviate the need
for a large premium increase after the event. The department is studying the input received at the first meeting in
October 2010 to decide what the next steps should be.

Adding Wind to Flood Coverage and Vice Versa: A senator from Mississippi, Roger Wicker, has
introduced legislation that would establish a formula for determining how much damage was caused by wind and how
much by water in cases where a hurricane has reduced a structure to a slab. The bill, known as the COASTAL Act
(Consumer Option for an Alternative System to Allocate Losses), is based on information gathered from state and
federal regulators, among others. Sen. Wicker is pushing to include a version of it in the Senate flood insurance bill.

Disputes about the portion of damage caused by wind and by water when homes are severely damaged
prompted legislation to be introduced in the last Congress to require the federal flood insurance program to include
optional wind coverage. However, the Obama administration indicated that it would not support such a provision and
environmental groups, the U.S. Chamber of Commerce and taxpayer advocates as well as many insurance companies
opposed the idea.

Creating a Federal Backstop: After hurricane Katrina several proposals were introduced to create a
federal backstop but, as with bills to add wind coverage to the flood insurance program, none were enacted.
Environmental groups joined with a group of insurers in opposing these bills, which both saw as promoting growth in
coastal areas prone to storm damage. However, some large insurers supported the concept.

In March 2011 Sens. Barbara Boxer and Dianne Feinstein (both D.~Calif.) introduced into Congress a bill
that would authorize the U.S. Department of the Treasury to guarantee up o $5 billion in bonds to help public
entities such as the California Earthquake Authority (CEA) recover from a disaster. Since the sale of bonds would
reduce the need for reinsurance, insurance coverage would become more affordable. If the bill were to be enacted, the
CEA would be able to lower premiums by one-third, CEA officials say, and pay back the debt with moderate
adjustments to premiums.



The insurance industry is divided about a federal role. Some say that under the current system the federal
government (and hence taxpayers) pay for rebuilding in any case through government grants and low interest loans
and that the funds would be better spent in an organized and predictable fashion. Other insurers say that worldwide
there is enough reinsurance capacity to protect U.S. primary insurers against catastrophe losses and that people who
choose to live in disaster-prone areas should not be protected from the cost of their decisions through subsidies from
people who choose to live in a less risky location. They believe the solution is for Congress and state legislatures to
develop more stringent building codes and tax incentives for homeowners to prepare for hurricanes, see below.

Reducing Catastrophe Losses: In Mississippi legislation creating the Mississippi Windstorm Mitigation
Coordinating Council was passed in March 2011. Members of the council would be charged with making practical
recommendations as to how to best build or retrofit houses to better withstand hurricanes. The measure also would
standardize training for building inspectors and create a check list for homeowners to work from to strengthen their
homes.

An indication of the potential savings from upgrading building codes and stringent enforcement of existing
codes comes from the National Institute of Building Sciences, which estimates that society saves an average of $3.65
for every federal dollar spent on mitigation. One insurer has initiated a pilot program to offer coverage to
homeowners along the coast whose homes are built to resist storm damage, with discounts as high as 35 percent.
Currently, there are about 5,000 homes that would meet its criteria, the insurer says, but it hopes that the concept of
“fortified” homes will catch on.

Increasingly, consumers are embracing the idea of living in homes that can better withstand severe
windstorms and other disasters. More than 200 “Fortified... for Safer Living” projects, which incorporate specific
safety design features supported by the Institute for Business and Home Safety (IBHS), have been completed or are in
various stages of construction in 16 different states, including states in the Midwest. IBHS says that Fortified
requirements strengthen a home’s outer envelope, notably the roof and wall systems, doors, windows and other
glazed openings, and the foundation. IBHS is now offering a Fortified designation for retrofitted existing homes and
is moving to create a Fortified program for light commercial buildings. ‘

Builders of various types of disaster-resistant structures are finding that the public’s appetite for stronger
homes has been stimulated by Hurricane Katrina, forecasts of continuing hurricane activity and the inevitability of a
severe earthquake in the West at some point in the future. In Mississippi the wind pool, the insurer of last resort,
agreed to give owners of homes built to a Fortified standard a credit toward the windstorm part of property insurance
policies initially. In Alabama the Beach Pool is offering discounts for hiomes built to Fortified standards.

Validating the concept of Fortified homes, all but three of the 17 homes built to the original eriteria on the
Bolivia Peninsula in Gilchrist, Texas survived the high winds of Hurricane Ike in 2008. The three that were damaged
were knocked off their foundations by flying debris from non-Fortified homes, which were reduced to slabs.

IBHS has created a research center to test building and construction components for durability when
exposed to high winds, wind-driven water, earthquakes and hail as well as maintenance-related concerns like
plumbing system failure and interior fires. The results will be used in consumer education and advocacy campaigns.

In Florida a state mitigation system, under which homeowners who retrofitted their homes were eligible for
discounts, has been modified to ensure that inspectors who perform the evaluations are properly trained. When
mitigation discounts are mistakenly or fraudulently authorized by inspectors, policyholders pay a lower premium for
coverage but the insurer does not receive a commensurate reduction in risk for the loss of premium income. In 2011,
for the first time, inspectors will inspect for sinkhole damage in addition to checking the age and condition of the roof
and other parts of the home. Recently, many claims for sinkhole damage, some fraudulent, have been filed. Inspectors
will also evaluate how well mobile homes are secured against wind damage,

Many states have passed legislation requiring insurers to offer discounts for strengthening their homes,
including Louisiana, and North and South Carolina. However, Louisiana is the only state among those most affected
by Hurricane Katrina to enact a strong statewide code. In Mississippi, while the state is providing funds to allow
eligible homeowners to receive financial assistance to build or upgrade homes to stronger construction standards,
only seven of its 82 counties are required to enforce wind and flood standards. Mississippi has made efforts to pass a
stronger statewide code but met with stiff opposition from the construction industfy. Likewise, Alabama has no
mandatory statewide building code.

California recently strengthened its building code, incorporating international building and fire standards
and state-specific codes for earthquake and wildfire-prone zones. o

Residual Markets: Growth of state-run property insurers is shifting the financial burden of potential
hurricane-related damage to all policyholders and taxpayers in these states as they devise ways to fund the claims
they will have to pay. By year-end 2010 these insurers had almost$757.9 billion in exposure to loss, compared with
$54.7 billion in 1990.

In Florida, where rates for Citizen’s, the state’s insurer of last resort, had been frozen for three years,
legislation was passed to allow increases averaging no more than 10 percent statewide. Rates were raised by an
average of 5.4 percent for noncoastal homeowners policies, effective J anuary 2010. However, the insurance
commissioner decided to raise rates above the 10 percent threshold for 2011, in part because of an increase in
sinkhole claims.



Despite higher rates, the number of Citizens homeowners insurance policies in force has been creeping up
again and now stands at almost 1.3 million, in'part because some insurers are downsizing in Florida and there have
been some insolvencies, leaving some 200,000 homeowners to find new coverage. A bill aimed at making it harder to
obtain coverage through Citizens stalled in the Senate.

Hurricane Catastrophe Funds: The Florida Hurricane Catastrophe Fund, which provides reduced cost
reinsurance to the state’s property insurers, needs to raise an additional $710 million to cover the growing cost of
claims from the 2005 hurricanes, principally Hurricane Wilma. This will be collected in the form of an additional
premium surcharge on all policies sold in the state, with the exception of workers compensation and medical
malpractice.

As insurance companies pay additional claims for damage from 2004 and 2005 storms, they are reimbursed
for part of the cost under Hurricane Catastrophe Fund reinsurance contracts that covered these storms. Policyholders
already pay a surcharge of 1 percent for an earlier shortfall in the Fund. The new surcharge brings the total to 1.3
percent starting January 1, 2011. The surcharge was due to end in 2012 but will now be extended through July 2016.
The final cost to the fund of the 2004 and 2005 hurricane seasons is estimated at $9.7 billion.

Proposals are being discussed to again reduce the size of the fund and improve its shaky financial condition
by limiting the amount of coverage insurers must purchase, requiring them to contribute a bigger share to each claim
payment and to assume a larger deductible or retention. If the fund has insufficient funds to pay claims in the event of
a major hurricane, that burden would again fall on the state’s taxpayers. The number of participants in the fund has.
been steadily declining as insurers take larger retentions and therefore need to buy less coverage. In the 2010-2011
contract year, 172 insurers purchased coverage, compared with a high of 307 in 1997-1998.

Disaster Damage Coverage in Developing Countries

The Caribbean: The Caribbean Catastrophe Risk Insurance Facility (CCRIF) said in September 2010 that
it would make a payment of slightly more than $4 million to the government of Anguilla as a result of the damage
caused by Hurricane Earl. In November the CCRIF paid out $12.5 million to Barbados, St. Lucia and St. Vincent after
Hurricane Tomas struck the islands at the beginning of the month. Haiti received a payment of about $7 million after
the earthquake in January 2010.

Established in 2007, the CCRIF is an insurance pool that covers hurricanes and earthquakes for its 16
Caribbean member nations and their territories. In 2009 the European Union made a donation to the CCRIF joining
the World Bank, the Caribbean Development Bank and a number of developed nations in contributing to the facility’s
reserve pool. The reserves paid for start-up costs. Japan funded the initial feasibility study. The Haiti payment is the
third the CCRIF has made since its inception. In its first year of existence, it paid about $1million to the island of St.
Lucia and to the Dominican Republic after a magnitude 7.4 earthquake shook the eastern Caribbean in November
2007. And after Hurricane Ike in 2008, it paid $6.3 million to the Turks and Caicos Islands. (See Background).

As a result of the increased awareness of seismic risk, following the Haiti earthquake, 12 of the 16 countries
increased their coverage limit for earthquakes when they renewed their policies for the 2010/11 policy period that
began in June. Forecasts of a very active hurricane season in 2010 have serious implications for the CCRIF.

Mexico and MultiCat: In October 2009 the Mexican government became the first to use the World Bank’s
MultiCat bond program, when it sold$290 million in catastrophe bonds to cover potential damage from earthquakes
and Pacific and Atlantic hurricanes. MultiCat provides a common documentation, legal and operational framework
for issuing catastrophe bonds, the World Bank says, offering developing countries a cost-effective way to transfer
disaster risk to the private sector and lessen the financial and economic impact of natural disasters.

This type of catastrophe bond is known as a disaster recovery bond, see Reinsurance. Disaster recovery
bonds are a new type of risk financing tool for the public sector, similar to business income insurance for businesses.
They provide short-term liquidity after a catastrophic event, allowing government entities to function and begin
recovery efforts at a time when the disaster has shut down much of the economy and its main source of revenue. The
bonds are purchased by investors, who receive a good return except when payments to the issuer of the bond are
triggered by the occurrence of the event insured against.

Microinsurance: Small businesses in Haiti will now be able to obtain protection against losses caused by
natural catastrophes. A syndicate, which includes a reinsurer, 2 global development and relief agency and a
microfinance distribution institution, will offer parametric coverage to businesses that have taken out small loans
with the finance company. Parametric coverage is based on a claim settlement process that takes into account the
known and “observable characteristics” of various types of disasters, such as the potential damage that a crop would
sustain in a 150 mph wind in a certain part of the country. By not having to rely on individual claims adjusters to
decide the amount of damage , claims can be settled quickly, thus allowing the claimant fast access to funds that
might be needed to keep the business going. The premium will equal 6 percent of the business’s total loan.

In a pilot study of the feasibility of developing a microinsurance system to provide some financial protection
against catastrophic earthquake damage in rural areas of China, the catastrophe modeler, Risk Management
Solutions (RMS), said a premium rate of about five yuan (U.S. $1.5) for about 55 million low-income rural households
could be sufficient to cover estimated risk and costs. RMS envisages a three-layer risk sharing program, with the



primary layer covering losses up to 2 billion yuan, the reinsurance layer covering up to 4 billion and the top layer,
which would involve some form of government participation, for most extreme events up to 12 billion yuan. (See also
Insurance Issues Updates: Microinsurance and Emerging Markets.)
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Source: The Property Claim Services (PCS) unit of I1SO, a Verisk Analytics company.

View Archived Tables:

INSURED LOSSES, U.S. CATASTROPHES, 1999-2008 (1)
INSURED LOSSES, U.S. CATASTROPHES, 2000-2009 (1)
CATASTROPHES BY QUARTER, 2010 (1)
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Source: The Property Claim Services (PCS) unit of 1SO, a Verisk Analytics company.
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2 Aug.24-26,1992 FL,LA Andrew 15,500 23,702
'3 Sep. 12-14, 2008 AR, IL, IN, KY, LA, MO, OH, PA, TX ke T 425000 12,456,
4 Oct.24,2005  FL Wilma 10,300 11,315 |
5 Aug. 13-14, 2004 FL, NC, SC R Chardey 7,475 8,489
6  Sep.15-21,2004 Qb’%%’%f}ﬁl&"-?&f"'\?&w\;“* van . 7,110 8,075
7 Sep. 17-22, 1989 GA, NC, PR, SC, VA, U.S. Virgin Islands Hugo 4,195 7,258
8  Sep.20-26,2005 AL, AR, FL, LA, MS, TN, TX Rita 5,627 6,181
o  Sep. 39,2004 FL,GA NC,NY,SC " Frances 4,595 5,219
10 Sep.15-29,2004 DE, FL, GA, MD, NJ, NY, NC, PA, PR, SC, VA  Jeanne 3,655 4,151
11 Sept. 21-28, 1998 AL,VFL, LA, MS, PR, U.S. Virgin Islands Georges 2,955 » 3,889
12 Oct. 4, 1995 FL, AL, GA, NC, SC, TN Opal 2,100 2,956
13 Sep. 14-17, 1998 NC, NJ, VA, FL, SC, PA, 10 other states Floyd 1,960 2,524
14  Sep.11,1992  Kauiand Oahy, Hi " Inik 1,600 2,447
15 Sep.5,1996 NG, SC, VA, MD, WV, PA, OH N Fran 1,600 2,188



(1) Property coverage only. Does not include flood damage covered by the federally administered National Fiood Insurance
Program. As of September 2009.

(2) Adjusted to 2009 dollars by the Insurance Information Institute, using the Bureau of Labor Statistics' Inflation Calculator.

Source: The Property Claim Services (PCS) unit of 1SO, a Verisk Analytics company; U.S. Bureau of Labor Statistics.
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THE TEN MOST COSTLY WILDLAND FIRES IN THE UNITED STATES {1)

($ millions)

Estlmated lnsured Ioss }

Dollars when| In 2010 !
Location occurred dotlars (2)

|Oakia  $1,700] $25 516

1300
, 1,0601

166t 25100 5, 2005 O oA LTS

5 Nov 2 3, 1993 ELos Angeles County Ftre CA : ) 375 530

"‘Orange County Fxre CA : 5

[Jun. 27-461 2,1990 'Santa Barbara Fire, A ' 265 406

'8 Fourmile Canyon: Flref\CO iy 0;
9 |May 10-16, 2000  iCero Grande Fire, NM ! 140 | 175/
10 : . Rodeo Chediski Complex Fire, AZ 120 144}

( 1) Property coverage only for catastrophic fi ires. Effective January 1, 1997, Property Claim Services (PCS) unit defines
catastrophes as events that cause more than $25 million in insured property damage and that affect a significant number of
insureds and insurers. From 1982 to 1996, PCS used a $5 million threshold in defining catastrophes.

(2) Adjusted for inflation through 2010 by ISO using the GDP implicit price deflator.

Source: The Property Claim Services (PCS) unit of 1SO, a Verisk Analytics company.
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Number of acres burned

Tews L U ... 203801
[California - T 08,742
S A— e

14,534

[New Jersey , . 10630

(1) As of November 2010.



Source: National Interagency Coordination Center.
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The insurance industry tracks catastrophes to monitor claim costs, assigning a number to each
catastrophe. Each claim arising from the event is tagged so that total industrywide losses can be
tabulated. The term catastrophe is often used in the property insurance industry in a narrow
way to mean a catastrophic event that exceeds a dollar threshold in claims payouts. This figure
has changed over the years with inflation and the increase in development of areas subject to
natural disasters. Starting in 1997 the catastrophe definition was raised from $5 million to $25
million in insured damage.

While $25 million is a large figure to most people, there have been four catastrophes that fall
into the megacatastrophe category, greatly exceeding that amount. The first two, Hurricane
Andrew (1992) and the Northridge earthquake (1994), were both watershed events in that they
were far more destructive than most experts had predicted a disaster of this type would be. The
third, the terrorist attack on the World Trade Center in 2001, altered insurers’ attitudes about
man-made risks worldwide. Hurricane Katrina (2005), the fourth catastrophe, is not only the
most expensive natural disaster on record but also an event that intensified discussion
nationwide about the way disasters, natural and man-made, are managed. It also focused
attention on the federal flood insurance program, see report on Flood Insurance.

Hurricane Andrew: Hurricane Andrew, which hit the Bahamas and Southern Florida August
23-24, 1992, and then moved across the Gulf of Mexico to strike portions of Louisiana and other
southeastern states on August 25-26, was the costliest natural disaster in U.S. history before
‘Hurricane Katrina. With peak wind gusts of almost 200 mph, the hurricane flattened whole
communities, leaving in its wake a wasteland of debris. Eleven property/casualty insurers
became insolvent due to Hurricane Andrew (10 in Florida and one in Louisiana) and others were
financially impaired. Some of the state’s largest homeowners insurance companies had to be
rescued by their parent companies and others had to dig deep into their surplus to pay
Hurricane Andrew claims. Allstate, for example, paid out $1.9 billion, $500 million more than it
had made in profits from its Florida operations from all types of insurance and investment
income on those funds over the 53 years it had been in business. In total there were 680,239
claims, including 161,400 for damage to automobiles..

The Northridge Earthquake: The Northridge earthquake measured 6.8 on the Richter scale.
It jolted the San Fernando Valley, 20 miles northwest of downtown Los Angeles, on J. anuary 17,
1994, causing more than 60 deaths and 12,000 injuries and destroying some 8,000 homes.

More than 114,000 buildings were damaged and some 430,000 claims were filed. In both
natural disasters, Hurricane Andrew and the Northridge earthquake, homeowners accounted for



the bulk of claims and claim dollars.

The Destruction of the World Trade Center: The World Trade Center disaster impacted
many kinds of insurance companies, particularly commercial lines companies. Claims were also
filed with life insurance companies as well as personal lines insurers. The number of people
known to have died as a result of the attacks on the World Trade Center complex has been
officially set at 2,976, More than 35,000 claims were filed in New York State alone, according to
the New York Department of Insurance. Broken down by type, two-thirds were commercial
claims and one third personal, mostly property claims. Lost income and extra expense claims for
the cost of getting the business back on track, part of property insurance, represented more than
one quarter of the dollars paid out. More than 5,600 workers compensation claims were filed.
Other claims were paid by insurance companies to businesses that suffered indirect losses in
other parts of the country. These were not reported to the New York Insurance Department.

Other large U.S. man-made disaster losses in the last two decades include those stemming from
the Los Angeles riots in 1992, at $775 million, and the World Trade Center bombing in 1993, at
$510 million, see charts above.

Hurricane Katrina: Katrina, the storm that most affected attitudes about managing natural
disaster risk, made landfall first in Florida on August 25, 2005 as a Category 1 storm, then
gathered strength as it crossed the warm waters of the Gulf of Mexico, ultimately hitting
Louisiana on August 29 as a strong Category 3 storm. The hurricane generated more than 1.7
million claims, more than half of the total in Louisiana. The bulk of the claims, 1.2 million, were
for personal property. There were 346,000 claims for damaged vehicles and some 156,000
commercial claims. Claims payments to businesses accounted for half of the $40.6 billion bill
for insured losses.

Katrina left more devastation and a higher reconstruction bill in its wake than any previous
storm, in part because of extensive commercial and residential development along the Gulf
Coast; the record breaking storm surge, reported to be as high as 29 feet in some areas; and the
concentration of energy related and other high value businesses in its path. Katrina’s hurricane
force winds at landfall covered a wide area, extending for 250 miles, twice as far as Hurricane
Andrew. Because the damage was so severe and widespread, the demand for materials and
skilled labor quickly exceeded the readily available supply, pushing up constructlon prices and
hence the cost of property insurance claims.

The 2005 hurricane season exposed many weaknesses in the nation’s preparedness for
megadisasters. For example, many people in flood zones had failed to buy flood insurance, see
report on flood insurance, and many communities in harm’s way did not have or had not
enforced strong building codes, which would have reduced the amount of wind damage. In
addition, the disasters drew attention to the need to reconsider land use patterns in areas most



vulnerable to storm damage. And as has happened after other major disasters, many small
businesses that suffered damage from the storms failed to reopen, in part because they hadn’t
bought business income (also known as business interruption) and extra expense insurance
which would have helped cover income lost when the business was shut down and the expense
of getting back on track after the reconstruction period.

Hurricanes: A hurricane's winds revolve around a center of low pressure expressed in
millibars, or inches of mercury, and the entire system moves slowly. Hurricanes are categorized
on the Saffir/Simpson intensity scale, which ranges from 1 to 5, reflecting a hurricane's wind
intensity. Below is the Saffir-Simpson Hurricane Wind Scale.

THE SAFFIR-SIMPSON HURRICANE WIND SCALE

‘Sustamed wmd spee i

1 74-95 Very dangerous winds will produce some damage Humcane DoHy 2008 South Padre island

Texas
) w10 " Extremely dangerous winds will cause extensive Hurricane Frances, 2004, Port St. Lucie,
: ‘ ~.damage ~ Florida ‘
3 111-130 Devastating damage will occur Hurricane Ivan, 2004, Gulf Shores, A!abama i
4 131-155 Catastrophic damage will occur E‘éﬁﬁne Charley, 2004, Punta Gorda,
.5 More than 155 Catastrophxc damage will occur Hurricane Andrew, 1992, Cutler Ridge,

F!onda

Source: U.S. Department of Commerce, National Oceanic and Atmosphenc Administration, National Hurricane Center.
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A windstorm becomes a tropical storm when average wind speeds reach 39 mph. The hurricane
season runs from June 1 to November 30, but the height of the season is from mid-August to
mid-October. |

The number and severity of hurricanes seems to run in cycles. Experts now think these cycles
are influenced by what is known as the Tropical Multi-Decadal System. Since 1995 conditions
have been favorable for increased hurricane activity, as they were during another active period,
1950-1970. Three climatic factors are thought to influence the development of hurricanes. First,
during an active period the amount of rainfall during the monsoon season in the Sahel region of
West Africa just below the Sahara Desert is higher than average, and rainfall is lower than
average over the Amazon basin, creating favorable conditions for winds associated with the
development of hurricanes. Second, sea-surface temperatures in the tropical Atlantic Ocean and
Caribbean Sea are very warm. Third, La Nina causes lower than average sea-surface
temperatures in the equatorial Pacific. Between 1947 and 1969, a rainy period in the Sahel, 17
major hurricanes (Category 3 or greater) struck the East Coast of the United States, compared
with 10 between 1970 and 1991, when the Sahel was experiencing a drought.



New research suggests that the degree of hurricane activity in the Atlantic Basin is not a proxy
for the number of storms that are going to make landfall along the U.S. coastline. According to
researchers at AIR Worldwide, the probability of landfall is linked most closely to a storm’s
genesis, or where it forms, rather than the number of tropical storms in the Atlantic. Genesis
patterns change from year to year. The key to understanding why in some years the number of
storms making landfall in the United States is high and in others it is low is to compare long-
term genesis and storm tracking patterns, the AIR study notes.

Florida is the state most vulnerable to hurricanes. Reliable records on hurricanes only go back to
the 1870s. Sketchy accounts of earlier disasters exist in ship’s logs and journals. Now, geologists,
supported in part by insurers, hope to add to the written record by examining sediments at the
bottom of coastal lakes and marshes. During a hurricane, sand and shell debris get swept into
these waters. Research so far suggests that between 1,000 and 2,000 years ago, there were five
or six Category 4 and 5 hurricanes in the Florida panhandle.

Data compiled by the National Oceanic and Atmospheric Administration (NOAA) on the 30
most powerful storms over the period 1900 to 1996 show that more than 40 percent of the
damage they caused occurred in southeast Florida. Of the 158 hurricanes that hit the United
States, 47 hit Florida and 26 of those struck the Southeast Florida coast.

Recently, computer simulation models have been developed that can mesh long-term disaster
information with current demographic data to produce potential claims losses for any given
geographical location under various scenarios. This information allows insurers to better
differentiate between high- and low-risk areas in states such as Florida, where formerly, in times
of less sophisticated risk delineation, the entire state may have been considered high risk. In
addition, computer programs designed to help underwriters evaluate a building's potential
damage from windstorms allow insurers to price industrial property insurance coverages more
accurately. The ability to generate such information has also led insurers to reassess their
business strategies.

But quality and type of building construction are not the only factors that influence the extent of
damage a windstorm can cause. Others include the number and type of trees in an area and the
type of soil, both of which affect the potential for losses due to falling trees. Soft woods, such as
pine, tend to have shallow roots so that they are more easily uprooted than hard woods like oak,
particularly in places with sandy soil. Storm surges will cause more damage where the developed
land is close to sea level rather than elevated.

Coastal Development: A study published in 2004 by NOAA, based on U.S. Census data,
found that in 2003, 53 percent of the nation’s population-—153 million people—lived in coastal
counties (including those that abut the Great Lakes), which in total make up 17 percent of the
country’s land mass. For the purposes of the study, a coastal county must be part of a ¢oastal



watershed but it does not have to have a shoreline. These ratios have remained steady since 1970
but the number of people has steadily increased. Twenty-three of the 25 most densely populated
‘areas are coastal. Put another way, in 1960 an average of 187 people were living on each square
mile of the U.S. coast, excluding Alaska. In 1994, that figure was 274 per square mile, and it is
expected to reach 327 people by 2015. The West Coast is in the highest earthquake risk zone.

Between 1980 and 2003, the population of coastal counties grew by 33 million people, or 28
percent. Florida grew 75 percent, Texas 52 percent and Virginia 48 percent. More growth is
expected with the highest growth expected in the southernmost part of Florida, the region most
exposed to hurricanes. Coastal counties in the Carolinas and Georgia are also expected to see
considerable population increases. Large increases are forecast for the Houston, Texas area and
Florida’s central Gulf Coast. According to population growth projections by the U.S. Census
Bureau, by 2030 more than 12 million additional people will be living in Florida and Texas.

Exposure to windstorms and high property values combine to make Florida the state with the
highest potential for losses and New York's Long Island the second highest. A 2007 study by AIR
Worldwide put the value of insured coastal property in hurricane-prone states—states bordering
on the Atlantic Ocean and Gulf of Mexico—at $8.89 trillion. The value of residential and
commercial coastal property in Florida alone was almost $2.46 trillion. This represented 79
percent of the state’s total insured property values. In New York it was $2.38 trillion,
representing 62 percent of the total. Other states where insured coastal property values

exceeded 50 percent of the state’s total are Connecticut, Maine and Massachusetts.

The growth and concentration of property values in hurricane-prone areas has pushed to the
forefront of public policy debates the issue of coastal development and hidden insurance
subsidies. Subsidies exist in various aspects of the property insurance transaction. First, they
exist where rates for property insurance are no longer commensurate with risk because it is
politically unpalatable to raise rates to actuarially justified levels. Second, there are subsidies in
the pooling arrangements that were set up to make sure people living along the coast can obtain
property insurance. When these pools have insufficient funds to pay claims, the shortfall is
picked up by insurance companies, which may then pass the cost on to all property insurance
policyholders in the state through explicit policy surcharges, as in Florida, or indirectly in the
form of higher property insurance rates. Third, the federal flood insurance program has paid out
millions of dollars to rebuild structures in high-risk zones known as repetitive loss properties,
where the cost of claims over the years may have totaled much more than the home was worth.
This has contributed to the program’s deficit and to continued building in high-risk areas.

Catastrophe Deductibles: After Hurricane Andrew, with computer-based models of storms,
coastal development patterns and increasing values all indicating how vulnerable insurers were
to large weather-related losses, homeowners insurers had difficulty finding the reinsurance
coverage they needed to protect their own bottom line. Many homeowners insurers couldn't



obtain reinsurance coverage unless they agreed to greatly reduce their potential maximum
losses from such events through higher deductibles. These deductibles exist in regions proneto
hail as well as hurricane damage. They are generally equal to a percentage of the structure's
insured value as opposed to a straight dollar amount, such as $1,000. Eighteen states and the
District of Columbia have what have become known as hurricane deductibles.

Percentage deductibles for windstorm losses, which may be mandatory in some coastal areas of
a state, vary from 1 percent of the home's insured value to 15 percent, depending on many
factors that differ from state to state, and sometimes from insurer to insurer, including the
home's insured value and the "trigger," the nature of the event to which the deductible applies.
In some states or portions of a state, policyholders have a "buy back" option — paying a higher
premium in return for a traditional dollar rather than percentage deductible. The percentage
deductibles may apply to the entire state or just part of it (see Hurricane and Windstorm
Deductibles paper).

For hail damage, in addition to instituting percentage of limits deductibles, some insurers in
some states are providing coverage for roofs on a depreciated (actual cash value) basis, rather
than replacing a damaged roof with a new one. Some are offering a discount for hail- resistant
roofs or imposing a surcharge for roofs that are not hail resistant to encourage people to replace
old roofs with new, less damageable ones.

Earthquakes: On the West Coast, earthquakes represent the greatest threat. Statistics show
that since 1900, earthquakes have occurred in 39 states and have caused damage in all 50.
About 5,000 quakes can be felt each year, with some 400 capable of causing damage to the
interior of buildings and 20 capable of causing structural damage. A repetition of the 1906 San
Francisco (7.8 in magnitude) could cause as much as $100 billion in insured damage. However,
a major earthquake on the East Coast, though more unlikely, could cause much greater damage.
Because earthquakes in the eastern part of the country tend to be thrust-fault quakes, which
produce an up-and-down motion rather than the horizontal side-to-side common in California,
damage could be 10 times greater, according to seismic experts. The degree of damage also
depends on other variables such as the structure of the building and soil conditions (see
Earthquakes: Risk and Insurance Issues paper).

California insurers collected only $3.4 billion in earthquake premiums in the 25-year period
prior to the Northridge earthquake and paid out more than $15.3 billion on Northridge claims
alone. After the Northridge earthquake, insurers were reluctant to offer homeowners insurance
because they feared additional earthquake exposure could potentially bankrupt them. In
response to this crisis in the homeowners insurance market, in 1995 California lawmakers
passed a two-part bill that allowed insurers to offer a new earthquake policy with a maximum
deductible of 15 percent and created a privately funded, state-run earthquake pool.



Earthquake Insurance: Insurers doing business in California must offer earthquake
insurance to their homeowners insurance policyholders, either a policy from the California
Earthquake Authority (CEA) or, if they do not participate in the pool, a policy that they

- underwrite. Several dozen companies now write earthquake insurance in California in addition

to the CEA. The CEA became operational in December 1996, with a $10.5 billion funding
package. The CEA could now pay claims caused by a quake more than twice as destructive as
Northridge since with each passing earthquake-free year, its claims paying ability increases.
Ppassage of the CEA legislation opened up the homeowners market (see Farthquake paper). More
recently, the CEA created a supplementary policy to broaden coverage. Nevertheless, only a
small portion of the state’s property Owners buy earthquake insurance and the percentage
appears o grow smaller as the time span since the last major quake increases.

Tornadoes: Each year, about 1,200 tornadoes with gusts of wind as high as 200 mph touch
down in the United States. Tornado intensity is measured by the Fujita scale, which runs from O
through 5, the most damaging, based on the maximum speed of three-second wind gusts and the

“potential for damage. The scale incorporates 28 different damage indicators based on damage to

a4 wide variety of structures from shopping malls to trees. Though generally not as costly in
terms of insured values as hurricanes because they strike a more limited geographic area,
tornadoes are more frequent. They can cause severe damage and, particularly before the advent
of tornado warnings, many deaths. In the decade 1965-1974, they were responsible for an
average of 141 deaths each year, compared with 63 in the 10 years 1999-2008. The peak of the
tornado season is April through June or July. Spring tornadoes tend to be more Severe and
strike the Southeast, which is more densely populated than the Great Plains, thus causing more
deaths than those in the summer months. In addition, the South has more mobile homes than
other regions. Mobile homes are vulnerable to tornado damage.

Since 1990 the aumber of tornadoes has generally exceeded 1,000 a year. In the three preceding
decades, the only year in which there were more than 1,000 tornadoes was 1973, when 1,102
were reported. This increase may reflect greater ability to detect tornadoes.

wildland Fires: Fire plays an important role in the lifeof a forest, clearing away dead wood
and undergrowth to make way for younger trees. But for much of the last century, fire-
suppression policies focused on extinguishing wildfires as quickly as possible to preserve timber
and, increasingly, real estate. These policies have led to the accumulation of brush and other
vegetation that is easily ignited and serves as fuel for wildfires. In an effort to reduce the
incidence of wildfires, increasingly fire officials are promoting “prescribed burns” to eliminate
the accumulated debris. In recent years, most of the large fires with significant property damage

* have occurred in California, where some of the fastest developing counties are in forested areas.

However, wildfires are a growing threat in other states, particularly when thereis a drought, as
more homes are built in woodland areas that were once wild.



96,385 fires were reported and 9.9 million acres of forest and woodland burned, a 125 percent
increase over the 10-year average, according to the National Interagency Fire Center. Fifty
percent of the fires occurred jn the southern section which stretches from Texas to Georgia.

Property is at risk to take precautions to slow the spread of fire, Such measures include installing
fire-resistant roofs and creating a “defensible zone” around the home by removing debris,
overhanging tree branches and other items located close to the building that can become fuel for
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reinsurers, as well as coverage amounts have increased dramatically over the pastdecade. It 55
now patently evident that the cost of catastrophes, both natural and man-made, canbe in th
tens of billions of dollars. Hurricane Katrina cost more than $40 billion but a hurricanie hit to

Miami or a major terrorist attack could cost much more.

Before September 11, terrorist coverage was provided to commercial policyholders essentiall~,
without charge because the risk of an attack was considered remote. Immediately following +he
disaster, reinsurers said they would no longer offer terrorist coverage to the insurance

companies they reinsure because they could not price this unprecedented risk. Legislation tinat
made the federal government the reinsurer of last resort for major terrorist attacks was passed
by Congress in November 2002 and extended in 2005 for two more years, making it easier for
insurers to calculate maximum losses and therefore to underwrite the coverage (see paper oxy
Terrorism Risk and Insurance). The program was reauthorized by Congress at the end of 2007
for another seven years. :

The shortage of catastrophe reinsurance capacity in the United States following Hurricane -
Andrew, particularly for large national insurance companies, also prompted insurers,

reinsurers, investment banks and others to look for new ways to spread the risk of natural
disasters (see Reinsurance paper). Increasingly, the capital markets are being seen as a large
resource that can be tapped to cover claims at the higher levels (after reinsurance has been
exhausted) where there is a low probability of loss. The advantage to investors is diversification.
Catastrophe losses are unrelated to the usual speculative risks, which are generally economic,
While the number of transactions involving the capital markets is still relatively small, some
observers expect catastrophe risk to be securitized and made available to investors On a regular
basis.

Pricing: The price of an insurance policy reflects the costs of paying claims covered by that
policy, as well as an insurance company's costs for such items as reinsurance. Not surprisingly,
reinsurance costs as well as direct claims costs are lower where the risk is low. For example, ifa
community has a good fire department and ready access to water to extinguish fires, serious

fires in that community will likely be fewer than in similar communities that lack a good fire
department. The same principle applies to windstorms: premiums will reflect the normal leve] of
windstorm claims in a given community.

How does the insurance industry deal with extraordinary costs such as the $40.6 billion in
insured losses for Hurricane Katrina? Prior to Hurricane Andrew, insurance companies
accounted for hurricanes and other catastrophes with a special premium amount known as a
"catastrophe loading" to spread the risk over a period spanning 30 t0'40 years. Sometimes they
used data from several states subject to the same kind of catastrophes to develop the average
annual cost of catastrophes. However, since the mid-1990s more sophisticated computer
modeling techniques have become available. Insurers now base their rates, in part, on



sophisticated computer models that combine mmeteorological data with their own exposure data.
Themeteorological data show the probability of a natural disaster occurring in a particular
geographical area and the exposure data indicate how many of the company's policyholders are
likely to be affected and to what extent, i.e., what the insurer's potential losses from that event
are likely to be. Models can also assess the losses a specific company or building might sustain in

a terrorist attack.

Special Catastrophe Programs: One example of a special catastrophe program is the
Caribbean Catastrophe Risk Insurance Facility (CCRIF), the first regional insurance fund, which
provides hurricane and earthquake catastrophe coverage to its 16 member nations.

In 2004 hurricanes severely damaged the economy of several small Caribbean islands, causing
losses in excess of $4 billion. This prompted Caribbean governments to request the help of the
World Bank in facilitating access to catastrophe insurance. The CCRIF started operations in

June 2007, after two years of planning.

"The CCRIF acts as a mutual insurance company, allowing member nations to combine their
risks into a diversified portfolio and purchase reinsurance or other risk transfer products on the
international financial markets at a saving of up to 50 percent over what it would cost each
country if they purchased catastrophe protection individually. In addition, since a hurricane or
earthquake only affects one to three countries in the Caribbean on average in any given year,
each country contributes less to the reserve pool than would be required if each had its own

reserves,

The CCRIF was initially capitalized by its members with help from donor partners—developed
countries, the World Bank and the Caribbean Development Bank. Its members pay premiums
based on their probable tise of the pool’s funds. As countries raise building standards to provide
better protection against disasters, premiums will decrease. '

Because the CCRIF uses what has become known as parametric insurance to calculate claim
payments, claims are paid quickly. Under a parametric system, claim payments are triggered by
the occurrence of a specific event that can be objectively verified, such as a hurricane reaching a
certain wind speed or an earthquake reaching a certain ground shaking threshold, rather than
by actual losses measured by an adjuster, a process that can take months to complete. Payout
amounts are derived from models that estimate the financial impact of the disaster. As a form of
deductible that encourages risk mitigation, participating governments are only allowed to
purchase coverage for up to 20 percent of their estimated losses, an amount believed to be
sufficient to cover initial needs. In the United States, the first parametric model was sold to the
Alabama Insurance Underwriting Association, the state’s wind pool, in 2010.

Building Code Enforcement and Other Damage Mitigation Measures: In the mid-



1980s, a study of the damage caused by Hurricanes Alicia (1983) and Diana (1984), two storms
of roughly equal size and intensity, found that the level of building code enforcement affected
the cost of claims. Hurricane Alicia hit Texas, causing $675 million in insured damage, of which
close to 70 percent was atiributed to poor code enforcement. By contrast, Hurricane Diana hit
North Carolina, where codes were effectively enforced. Researchers found that only 3 percent of
homes in that state suffered major structural damage as result of the hurricane. (Insured losses
for North and South Carolina totaled $36 million.) This research and a similar assessment of
losses in South Carolina after Hurricane Hugo prompted the National Committee on Property
Insurance, now the Tampa-based Institute for Business & Home Safety (IBHS) see below, to
study coastal municipal building code departments in southern states. Researchers found that
building officials and inspectors in about half of the communities surveyed were not enforcing
the building code wind-resistance standards on their books.

In South Florida, which has one of the strongest building codes in the country, experts estimated
that between 25 and 40 percent of Hurricane Andrew losses were avoidable. A Dade County,
Florida, grand jury report issued in December 1992 confirmed that much of the damage was due
to lax code enforcement, warning that it was a long-standing problem in the state and that the
quality of rebuilding in the hurricane devastated area might be even lower.

As aresult, the insurance industry began to develop a building code compliance rating system,
similar to its fire protection rating system, which dates back to 1916. Under the fire protection
classification program, each local fire department's firefighting capability is ranked according to
various factors, such as water supply and whether its firefighters are fulltime paid employees or
volunteers. The final ranking is incorporated into the property insurance premium rate
structure. The building code enforcement ranking process takes into account such things as the
size of the building code enforcement budget relative to the amount of building activity, the
professional qualifications of building inspectors and past code enforcement levels, with special
emphasis on mitigating losses due to natural disasters, Insurers can now offer discounts on
property insurance for new construction in communities that enforce accepted building codes.
Communities are regraded for building code enforcement every five years.

Through the Institute for Business and Home Safety (IHBS), insurers are sponsoring building
construction that better withstands natural disasters. Named "Fortified...for Safer Living," the
program specifies construction, design and landscaping guidelines for homes (and eventually
businesses) in areas subject to windstorms, hailstorms and earthquakes. The current program
applies to homes now being built. There is also a retrofitting program for existing structures.
The aim is to have a fortified model home in every county in Florida and then at least one in
every state. In Florida, such houses cost from 4 to g percent more to build. Surveys show that on
average people are prepared to pay up to 6 percent more for a disaster resistant dwelling.

The concept behind this program is twofold: to keep the structure intact and to protect those \



inside from outside debris, which turns into dangerous missiles in a storm. The more secure the
structure, the less storm-generated debris there will be. Some states are initiating programs to
help consumers “fortify” their homes themselves, sometimes requiring insurers to offer
homeowners insurance discounts for improvements. Efforts to reduce catastrophe damage are
not confined to hurricane-prone regions. Homes in areas vulnerable to other types of '
catastrophes can be protected also and even if discounts are not offered, hail and wildfire-
resistant roofs and measures taken to reduce earthquake-related damage make structures in
high-risk areas more readily insurable, and because there is generally less damage, lessen the
frustrations involved in getting back on track after a disaster.

© Insurance Information Institute, Inc. - ALL RIGHTS RESERVED
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Growth Trajectories

Substantially by Line, by
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Dlstrlbutlon Facts | 2010

PersonaI/COmmermal Ilnes split
has been about 50/50 for many
years; Personal Lines overtook Y Commercial Lines
Commercial Lines in 2010 $226.8B/49%

| Pvt. Passenger Auto is by far

- the largest line of insurance

~and is currently the most
important source of lndustry

S Pvt. Pass Auto
profits. 7. o $165.0B/36%

i BI”IOnS of addltlonal dollars |n <
homeowners insurance e
premiums are written by state-

“run residual market plans

Sources: A.M. Best; Insurance Information Institute research.
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Auto & Home vs. All Lines, Net Written  .+-v e
Premium Growth, 2000-2013F "
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Glhniinag ~&- Private Passenger Auto
15.3% .. o ‘Homleowners
e L AE% -~ All Lines

15% -
13% A
1%
9% A
7% A
5% A
3% A
1% A
-1% -
3%, -
5%,

Average 2000-2010
Auto = 2.8

All Lines = 3.6%

Sources: A.M. Best (historical); Insurance Information Institute (2011F-2013F).
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$ Billion

g157.3 $159.6 $1602 $150.1 g1580 4,564 $158.9

-4 1 R R

PP Auto premiums written have
$140 1 been basically flat in recent years
to the weak economy impacting

$130 new vehicle sales, car choice, and
$120 increased price sensitivity among

consumers, though growth is
$110 - | returning to the market

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Sources: A.M. Best: Insurance Information Institute. 6
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$ Billion

$29 -
$27 - $26.6 $26.7 $26.7

$25 -

$23 -

$21.8

$21 -
$19.5

$19 - ;5§[g

$1 7 _ o)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Sources: A.M. Best; Insurance Information Institute. A 7




Percent Change in DPW Pvt Pass Auto i’?i
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Top 25 States

Texas was the fastest
growing state between
2005 and 2010

Pecent change (%)

< X
55322528582

Sources: SNL Financial LC.; Insurance Information Institute.
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Bottom 25 States

Percent Change in DPW Pvt Pass. Auto T
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.
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-25 ue
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23%2s5=22s¥e52£32d3=zZs

MN
VT
RI
NH
ME
MA

Sources: SNL Financial LC.; Insurance Information Institute.




Homeowners Insurance e,
Net ertten Premlum 2000-—2010 |
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$ Billions

$65 -
$60.4

$60 - ;$55 | $572

$54.6 $54.9 L
$55 1 $52.2 |
$50 - $49.5 . B

$45.8
$45 - omeowners insurance NWP continues to
$40.0 rise (up 86.5% 2000-2010) despite very
$40 - little unit growth in recent years. Reasons
$35.2 include rate increases, especially in
$32.4 ‘@

$35 - coastal zones, ITV endorsements (e.g.,

inflation guards”), and inelastic demand
s30 M "EE BN BN BN BN B
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Sources: A.M. Best; Insurance Information Institute. A 10




Average Premiums For Home Insurance =
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By State,2008(1) ===

$1,600
$1,400
$1,200
$1,000
$800
$600
$400
$200
$0

$916
j $911
$897
$862
$856
$845
$845
$842

$814
| $808
1 $791
$789
g $788
$788

(1) Based on the HO-3 homeowner packagl;e policy for owner-occupied dwellings, 1 to 4 family units. Provides “all risks” covergrge (except those specifically excluded in the
policy) on buildings and broad named-peril coverage on personal property, and is the most common package writien. (2) The Texas Department of Insurance developed home
insurance policy forms that are similar but not identical to the standard forms. (3) Florida data exclude policies written by Citizens Property Insurance Corporation, the state's
insurer of last resort, and therefore are not directly of incomparable with other states. (4) California data were provided by the California Department of Insurance.

Note: Average premium=Premiums/exposure per house years. A house year is equal to 365 days insured coverage for a single dwelling.

Source: © 2010 Ngtional Association of Insurance Commissioners (NAIC). Reprinted with permission. Further reprint or distribution strictly prohibited without written

permission of NAIC. 11
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verage Premiums For Home Insurance e

By State, 2008 (1) {con b)...

$800

18 885 g o
N~ o
*gggwggsgw“mm
B e B m 2?8 © 0 833 NNy
| g 22228858838 8u
s600 8 § | | e85 2858,
# s 2 o
HE i mo
w'm\"‘
L .
¥ o
(32}
$400 -
$O 2z 20 ZFIEQN£$Q<>-<UJILLI_<Q:I—Q
EZI—ZZE—>Z s < » > &% o sg5go 32 g 5 F

(1) Based on_the HO-3 homeowner package policy for owner-occupied dwellings, 1 to 4 family units. Provides “all risks” coverage (except those specifically excluded in the
policy) on buildings and broad named-peril coverage on personal property, and is the most common package written. :

Note: Average premium=Premiums/exposure per house years. A house year is equal to 365 days insured coverage for a single dwelling.

Source: © 2010 National Association of Insurance Commissioners (NAIC). Reprinted with-permission. Further reprint or distribution strictly prohibited without written
permission of NAIC. 12
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Pricing weakénéd
materially in 2011 and

(Percent Chahg e o

Auto Insurance Price Increases Have
Averaged 5.1% in 2010 over 2009, After

from same month,

growth now lags

homeowners

)

prior year

6%

Averaging 4.5% in 2009 over 2008.

11190
{1 deg
L1 Bny
Linpe

OOOOO
qvv#vvvv

S
Ut

<X
Q

exhibits
ices rose

Pr
, were flat/falling

ines
in 2006 and 2007 before beginning to

10 uep
90 %8Q
90 AON
80120
90 des
90 Bny
90 e

gp unp
90 Aey
90 1dy
90 Jepy

ike most p/c |

strong cyclicality in pricing.
from 2000 to late 2005

rise gain in 2008.

H

PPA Auto

go unp
GO Aepy

| GO uer

5%
4%

n prior year, seasonally adjusted.

14

Insurance Information Institute

*Percentage change from same month i
Sources: US Bureau of Labor Statistics;



Monthly Change* lnAUtO Insurance THT Nemon
Prices, 1991 M

10%

8%

6%

4%

2%

0%

-2%

'90 '91 '92 '93 '94 '95 '96 '97 '98 '99 '00 '01 '02 '03 '04 '05 '06 '07 '08 '09 10 "11
*Percentage change from same month in prior year; through October 2011; seasonally adjusted

Note: Recessions indicated by gray shaded columns.
Sources: US Bureau of Labor Statistics; National Bureau of Economic Research (recession dates); Insurance Information Institutes.




Average Expenditures on Auto Insurance T e

The average expenditure on auto insurance

$950 - is lower today than it was in 2004

$900 -

$842

$850 1 $830 g 9831 516 0 3824

$795$789$8°6

$800 - | $786

$705 $703
$700 - 6668 $691 s $685 $690
$651 .

$650 -

$600 + } _
94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09* 10*

* Insurance Information Institute Estimates/Forecasts
Source: NAIC, Insurance Information Institute estimates 2009-2010 based on CPI and other data. ’ Y 16
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Average Expenditures For Auto Insurance

By State, 2008

ETI'?E?!

Note: Average expenditure=Total written premium/liability car years. A car year is equal to 365 days of insured coverage for a single vehicle.

Source: © 2010 National Association of Insurance Commissioners.




Average Expenditures For Auto Insurance rz;msmme

$800 -

I~ o

58S 83

(-2 N N MM o™

BE o258 8888R8B883 g v o

. i o © ™
| B B R L2Ee s s30T 5 88 =0
$600 & » 8382

b K I
; S &

E $503

$400 -

$200 -

$0 -

OR

IL
uT
KY
MN

Note: Average expenditure=Total written premium/liability car years. A car year is equal to 365 days of insured coverage for a single vehicle.

Source: © 2010 National Association of Insurance Commissioners. 18
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Auto/Light Truck Sales, 1999-2022F  ‘fij s

(Millions of Units)
19 - @

~
18 1% +
17 -
16 -
15
14 -
13 |
12 -
11 -
10 -
9

17.5
1741

17.4
16.6

Source: U.S. Department of Commerce; Blue Chip Economic Indicators (10/11 and 11/11); Insurance Information Institute. 19




Number of Insured VehicIéSin the US, T

193 +

187.1
186.8

©
0
]
2

180.6
181.6

183 7

164.6
168.8
173.1
175.9

(millions)
159.9

173 +

163 +

153 +

143 + |

'133.- : | | : 1 |

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

*Latest available as of Nov. 2011.
- Source: Automobile Insurance Plans Service Office. 20




Do Changes in Miles Driven Affect P
Auto Collision Claamrequency_ _
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Paid Claim Frequency = (No. of paid
claims)/(Earned Car Years) x 100

@@ Collision Claim Frequency
—o— Billions of Vehicle Miles

7.00

7.0 Tom T 3100

= 6.81

+ 3000
g + 2900 ¢
b 6.9 éa_
£ + 2800 g
s =
O + 2700 ,
= 6.0 :
S o - 2600 @

- 2500

5.5 - 2400

96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11*

Sources: Federal Highway Administration (hitp://www.fhwa.dot.gov/ohim/tvtw/tvtpage.cfm; 1SO Fast Track
Monitoring System, Private Passenger Automobile Fast Track Data: 2nd Qtr. 2011, published Sep. 30, 2011 and earlier
reports. *2011 ISO figure is for 12 months ending 6/30/2011; FHA data is for 12 months ending Sep. 2011.




Auto insurance: Clalm Frequency Impacts
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of Energy Crisis/Recession of 1973/74

Frequency
Impacts
Collision: -7.7%
- PD: -9.5%

Bl: -13.3%

Driving Stats
*Gas prices
rose 35-40%
~sMiles driven
fell 6.7% in
1974

Source: ISO, US DOT.

Figure &

i
2

anwdyﬁ@ane

1.00 - )
©-e6 Y Frequency
0.02 : began to
0.88 +- : E H rebound
1873 3 almost

Bodily Injury™f immediately

1.01 .

0.97 : aﬂBrthe
0.93 embargo
| oo - ended |
0.85 & > _ N

1973 1974 1975 1976

*Seasonally Adjusted, Quarterly Paid Fast Track data indexed
to First Quarter 1973.

> 1SO Paid Data, yvear-ended quarter indexed to First Quarter
1973.




Auto Insurance: Ciasm Severity Impacts of.... ...

INFORMATION

Energy Cr|S|sIRee of 1973/74 THEERE

- Oct. 17

to First Quarter 1973.

_inBl.

1973 Ar ab ; The Flrst ,
 oil R
emba rgo ' P | | ‘
Severity 1.00 (] T 17 |: l :l T T ‘ ¥ 1975 T * 11 | _ _ ] —
Impacts 1973 : : 1974 . 976 CO"lSl-On
Collision: - Property Damage ; severity
0 1.40 . .
7.5% Pl began to
PD: +15.9% 1.24 B rebound
Bl: N/A* e P Jr f almost
roo b 0 . ‘ immediately
— 1973 E E 1974 1975 1976 A after the
Dr_[Vln_q $tats Bodily Injury E E J embargo
*Gas prices 135 : : | ended; PD
.rﬁﬁe 33—4}0% 1725 ) accelerated
iles driven 115 . : as inflation
0 » 1.10 " :
fell 6.7% in el rose; No
1974 1973 1974 1975 1976 discernable
*Seasonally Adjusted, Quarterly Paid Fast Track data indexed f trend change

Source: IO.



New Private Housing Starts, 1990-2022F fjiz

o . N~
gv:llhons of Units) 2 S olunged 72%
] - [ from 2005-
1.9 A T 2009; A net
? annual
1.7 - decline of
1.49 million
1.5 -~ units, lowest
13 since records
1.1 4
09 4
: The plunge and lack of recovery in homebuilding | market conditions
0.7 - . and in construction in general is holding back 1 > and demographics
0.5 il homeowners and payroll exposure growth e will eventually
. : i ‘ ‘ boost home
03 oy Ty [ ! i R I Vo i -3

00 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11F12F13F14F15F16F17F18-
22F

Source: U.S. Department of Commerce; Blue Chip Economic Indicators (10/11 and 11/11); Insurance Information Institute. - o4
F



Average Square Footage of Completed ... newmance
New Homes in U.S, 1973-2011* ™
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Square Ft
2,700

2,500

2,300

2,100

1,900

1,700

1,500

*2011 figure is weighted average square feet of completed homes in first three quarters of 2011
Source: U.S. Census Bureau: http://www.census.gov/const/www/quarterly starts completions.pdf: Insurance Information Institute.




Value* of Construction Put In Place T s

W Nonresidential Public B Residential & Nonresidential Private

Billions
. Total Construction Spending (Annual
$1,200 — Rate)
: ' Dec 2007: $1,109.0B
Nov 2010: $ 810.2B

$900
A B
o8
$600 - o
<

*seasonally adjusted annual rate ' Source: http://www.census.gov/const/C30/release.pdf 26




‘State Population Growth Rate
Projections, 2010-2020*
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Projected Population

Growth
35%

30%
25%
20%
15%
10%
5%
0%
5%
-10%

B 28.3%
l 27.4%

NV
AZ
FL

Highest Growth Lowest Growth
Rate States Rate States

U.S. overall:
o ABT%

-1.0% K
-1.5%

X
ut
ID
NC
DE
WA
GA
OR
VA
Us
IL
MS
LA
wy
SD
NE
PA
NY
OH
A
ND
wv

*based on 2000 census. Source: http://www.census.gov/population/www/projections/projectionsagesex.html! Table 7

27



FLORIDA CASE STUDY: Weak Populatlon Growth,
Slow Household Formation Hurt Personal Lines Ff Reomaarion
Exposure Gam‘s |

Thousands
B Change .in FL Population Household formation s_lowed
O Change in No. Households faster than population
300 - | growth, suggesting people
264.3 are consolidating
250 - households as the state’s
foreclosure crisis continues
200 - '
150 - 135.6
100 08.1 90.7
| 68.2
50 1 26.0
-0 - .

2007 2008 - 2009 20'1‘0 2011F 2012F

‘Source: Dept. of Commerce (historical); Wells Fargo Securities (FL forecasts) as of September 2011; Insurance Information Institute. 28




FL Housing Permits: Multi-Family Unit oo
Growth Poised to Soar, Single-Family Weak
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Annual Change, 2007 through 2012F

B Single-Family Permits

O Multi-Family Permits it was pre cr15|s ,?Multl-famlly

80,000 4 73200 dwellmg great is expected to
’ _rise by 68% in 2012 as people
70,000 4 i shun_ homeownershlp or |t L
60,000 - |
50,000 - Q g
39,788
40,000 - o 37,500
o

30,000 - 21,513
20,000 -~
10,000 -

0 A ,? : o - : S | L . oo

2007 - 2008 2009 2010 2011F 2012F

Source: Dept. of Commerce (historical); Wells Fargo Securities (FL forecasts) as of September 2011; Insurance Information Institute. 29




Average Premium for SR
Home Insurance Policies™
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Consumer efforts to economize (increased
deductibles, more shopping, etc.) and
adverse exposure trends are depressing the

$950 - average homeowners insurance premium

$900 -

$850 4 $822

$799  $807
$800 $791

$750 -
$700 -
$650
$600 -

$550 - $536
$508

$593

$500 -

00 01 02 07 08  09* 10*

* Insurance Information Institute Estimates/Forecasts **Excludes state-run insurers.
Source: NAIC, Insurance Information Institute estimates 2009-2010 based on CPl and other data. 30
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Homeowners,

Top 25 States

Sources: SNL Financial LC.; Insurance Information Institute.

Percent Change in DPW
by State, 2005-2010

(%) abueys jussad




Percent Change in D PW: Homeowners, oo,

Bottom 25 States

30 -

126.1
25.6

25.0
i 24.5
24.3
24.0
1 23.9
23.6

il 23.2
22.4
| 22.4
22.2
221
211
B 20.8
Il 20.3

19.2
18.9

.
o]
-

N
©
-

3 ¢ 3 &}

od R R
i i - i
2 s B B i
TR | .
O - ‘ ! ;
Y T . i

PR o B

15 1§

12.2

Michigan was the
slowest growing state
between 2005 and 2010

SsS < ¥ N w r = O € n
g‘owg Z 0 - oo s

L g < - ¥
2¢8Ss3sEf-= z < 2

10 -

Pecent change (%)

©
o <
o0

Q
-

5_

0 - ll
428

M1 | 0.0

Sources: SNL Financial LC.: Insurance Information Institute.
32
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U.S. Residual Market Exposure to Loss e
($ Bllllons) | Pt

($ Billions)

$900
$800
$700
$600
$500
$400
$300
$200

$100

$0

1990 1995 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Source: PIPSO; Insurance Information Institute (1.1.1.). 33




U.S. Residual Market: Toté!’l’ 'Policies In-Force T e
(1990- 2010) (000) I

I INSTITUTE
(000)

3,000 - 2,840.4 2,841.4

2,780.6

2,500 4

o 2,621.3
i : L. ,,(, . 2 203
2,000 ~ 1,785.0 1,741.7
4581 1,642.3
15007 43497
1 000 19316
500 - I
O _

1990 1995 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Source: PIPSO; Insurance Information Institute




Hurricanes, Insolvencies and Insured T
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Insured Loss ($ Bill, 2009 Dollars)

No. of Insolvent Insurers

Charley @

Andrew

' pal '

Sources: Florida TaxWatch, Risk & Reform: A Florida TaxWatch Analysis of Florida’s Property Insurance System,
November 2011, citing the Insurance Information Institute and the Florida Hurricane Fact File. 35
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Return on Net Worth: All P-C Lines vs. S
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Homeowners & Pvt. Pass. _Auto, 1990- 2009*“

(Percent)

-8 US All Lines =&~ US Home -#-US PP Auto

30% A
20% 1
10% - ,
0% -
-10% A
-20% -
-30% -
-40% -
-50% -

'60% ! I I I T I | ! I ] I I I 1 I I T I I 1
90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09

*Latest available.
**Excluding 1992, the Hurricane Andrew, produces a homeowners RNW of 3.3%.
Sources: NAIC. 37




Return

(Percent)

16% -
14% -
12% -
10% -
8% -
6% A
4% -
2% A
0% -

vt Pas‘s Auto 1990-2009*

on Net Worth: All P-C Lines vs.
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i

 —m—US All Lines -8 US PP Auto

Average RNW: 1990-2009*

All P-C Lines: 8.0%
PP Auto: 9.1%

2% T

90

*Latest available.

Sources: NAIC.
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Return on Net Worth: All P-C Lines vs. T
Homeowners & Pvt. Pass. Auto, 1990-2009*'
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(Percent)

- JS All Lines =@ US Home

25% -
20% -
15% -
10% -
5% -
0% -

5% -

"10% ! I B f I i 1 T T I I 1 I I ] T ] | I T 1
90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09

*Latest available.
**Excluding Hurricane Andrew (1992); including 1992 produces an average homeowners RNW of 0.4%.
Sources: NAIC. ' 39
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Return on Net Worth: Pvt \‘Passenger Auto,
1 O-Year :‘:‘__Avve rage (20”-20 09*)

Top 25 States -

(Percent)
22 g Maine was the most profitable state
20 _ g for auto insurers from 2000-2009
18§ §
1N o
Ml | R
N o
< 14_ o -— = q ™M
n.12_ \ ::‘_:Eggﬂ'ﬂ'qmmm
o - A - — T — Y~ I
2 ‘ © © © & o
. |
6 -
4 -
2 -
0 -

ME HI VI DC ID NH SD MN OH NM CT RI KS IA WY ND VA AZ OR AL CA W UT IN CO

*Latest available. _
Sources: NAIC. 40
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Return on Net Worth: Pvt Passenger Auto, TN
10-Year Average (2000-2009%)

(Percent) Bottom 25 States

~Michigan was the
_ least profitable state |
- for auto insurers from
©2000-2009

17.2

SR 3.5
B 7.1

RNW Auto
B
|

> w < O ¥ n -
ZZ§m<v§E_

*Latest avaiiable.

Sources: NAIC
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Return on Net Worth: Homeowners Insurance,,
10-Year Average (2000-2009*)
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Top 25 States

(Percent)
50 -2 Hawaii was the most profitable
0 state for home insurers from
45 13f 2000-2009 due to the absence
of hurricanes during this
40 + | period
35 T
O 30 1§
~ 00
1 " o O O
% 25 | R 8o € o g«
' N AN v~ © 0 © 5 0 N o
x 20§ e B A R R
' : < 9 < . ©O O
= - -—
10 |
5 LI
0 .

HI SC RI DC CT AK UT NY NV MA DE AZ OR NC CA MT WY PA WA NJ CO NM ME VT ID

*Latest available.
Sources: NAIC. 42
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Return on Net Worth: Homeowners Insurance,ﬂ_mmm
10-Year Ave rage (2000-2009*) [ B

Bottom 25 States

(Percent)

15 3 o
™

*Latest available.
Sources: NAIC 43
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But Will Losses Turn the Market?



Global Catastrophe Loss Summary ' .

"B INSURANCE

First Half 2011 - T

i 2011 Is Already (as of June 30) the Highest Loss Year on Record Globally

¢ Extraordinary accumulation of severe natural catastrophe: Earthquakes, tsunami, floods
and tornadoes are the primary causes of loss

@ $260 Billion in Economic Losses Globally
+ New record for the first six months, exceeding the previous record of $220B in 2005

+ Economy is more resilient than most pundits presume

@ $55 Billion in Insured Losses Globally
+ More than double the first half 2010 amount
+ Qver 4 times the 10-year average
@ $50 Billion in Economic Losses in the US ‘(as of Oct. 31)

+ More than double through same period in 2010

@ ~$25 Billion in Insured Losses in the US Arising from 100+ CAT Events

¢+ Represents close to a tripling through same period in 2010




latural Loss Events,
January September 2011

. LI58, .ﬂ.pnl—may
g Severs stormis, tomadoss
. U3A, mgcmg UsSA, 23-28 April s

Lamdslides, Aash floods
Brazil, 12118 Jan.

= Matural catastrophes @ Geophysicalevents @
‘ - {earhquake, tsunami, vmmmc ai:imty}
{’:’j Selection of significant & Meteorological events ;':4
lnss events {see table} - f{storm) :

‘Source: MR NatCatSERVICE

Floods, flash foods—
Sustrafiz,
Bec. Z00-far 2011
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i E;arihquahe tsnramE
. Japan, 11 March:

Cyclone Yasi
straliz, 3 Fab.

IEsxrlﬂ'Lquake
Mew Fealand, 22 Fahu—
Earfhiguaie
Mew Zeclamd, 13 June

Hydrological events

{fiood, mass movement)
Climatological events .~

, ‘{extreme temperame imught mﬁdf m}t

46



Worldwide Natural Disasters 2011 T,
Significant Natural Disasters (January — September only) INSTITUTE

Dec 20ri0-dJdan 2011 Floods, flash floods

Ausiralia (CQuesnsland) 2,55[3‘ 29

12116 Jan. Landslides, flash floods Brazil (State of Rio de Janeiro} hid *% 1,350
3 Febh. Cyclone ¥asi Ausiralia (Quesnsland) 2,000 1,000 1
22 Feb. Earthquake New Zealand (Christchurch) 25,000 13,000 181
11 March Earthquake, {sunami Japan (esp. northeastern Honshu) 210,000 ~30,800 (B,EDUEQEESS)
22-28 April Severe storms, tornadoes  USA (eap. AL, Tuscaloosa) 12,000 7,300 A50
April-May Floods LA é:i%ﬁ;‘;’ River, Mississippi River, 2,600 = g
AprilfSept. Wildfires USA (TX) 1,500 680 4
14-22 May Wildfires bl::anada (Alkerta, Slave Lake) =1,500 720 1
20-27 May Severe storms, tornadoes  USA (esp. MO, Joplin) 9,000 5,800 176
13 June Earthquake New Zealand (Christchurch) b % 1
Aug.-Sept. Floods, landslides Thailand, Cambodia, Vietnam ik x4 370
Aug.—-Sept. Floods Pakistan i 4 445
22 Aug.—2 Sept. Hurricane Irene USA, Caribbean 15,000 7,000 54
*As at October 2011

Source: MR NatCatSERVICE

**Loss assessment still in progress
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Worldwide Natural Disasters 2011 et

INFORMATION
9o, Distribution of Insured Losses Per Continent (January — June only) INSTITUTE

Insured Iosses 2011 (January June only) US$ 60bn

. Insured losses [US$ m]in 2011 |

‘ Afrlca S minor

Asna | 30,080
~Australia/ Oce ” : ,,
ania AR08

_Europe T
Source MR NatCatSERVICE
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Worldwide Natural Disasters, 1980-2011

% Distribution of Insured Losses Per Continent (January ~ June only)

® INSURANCE
INFORMATION

o "
O 2%
Irnsgrred losses [US$ m]Jan - June oniy |
Africa 1,000
America 237,200
Asia 45,100
Australia/Oce :
ania 25,100
Europe 80,900

Source: MR NatCatSERVICE

© 2011 Munich Re
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Top 16 Most Costly World Insurance s——
Losses, 1970-2011" '

3 of the top 15 most
expensive
catastrophes in world
history have occurred
in the past 18 months

(Insured Losses, 2010 Dollars, $ Billions)

$72.3

[ ER————

&

)

(@
L

\ $35.0
N g00.56208$23.19249

$20 - g4 3$14.0$14.9516.3

Winter Chile Hugo Typhoon Charley New Rita Wilma Ivan Spring lke Northridg®TC TerroAndrew Japan Katrina
Storm Quake (1989) Mirielle (2004) Zealand (2005) (2005) (2004)Tomadoes/ (2008) (1994) Attack (1992) Quake, (2005)
Daria (2010) (1991) Quake Storms (2001) Tsunami

(1991) (2011) (2011) . (2011)*

*Through June 20, 2011. 2011 disaster figures are estimates; Figures include federally insured flood losses, where applicable.

Sources: Swiss Re sigma 1/2011; AIR Worldwide, RMS, Eqecat; Insurance Information Institute. 50




Worldwide Natural Disasters,
1980 — 2011* e i

INFORMATION
INSTITUTE

‘Number of Events

500
400
300
200
100
1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010
B Geophysical events | Meteorological events [ Hydrological events i@ Climatological events
(Earthquake, tsunami, (Storm) (Flood, mass (Extreme temperature,
volcanic eruption) movement) drought, forest fire)

*2011 figure is through June 30.
Source: MR NatCatSERVICE 51




Worldwide Natural Disasters 19802011, wriecer:
Overall and Insured Losses™

INSTITUTE

First Half 2011
300 —— Overall Losses: $265 Bill

250

200

= 150

100

50

1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 - 2010

B Overall losses (in 2011 values) Il nsured losses (in 2011 values)

*2011 figure is through June 30.
Source: MR NatCatSERVICE © 2011 Munich Re 52
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2011 CAT Losses Already Greatly
Exceed All of 2010 and Will Become One

of the Most Expensive Years on Record




= % INSURANCE
4 INFORMATION
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($ Billions) . $100 Billion CAT Year is

$120 - Coming Eventually =
o
&

$100 ~

$80 -

$60 -

i > o G _
$40 2 » © N N %
ZERENY FEEEREEBEEE R sSH2>

o o 3 by o H oo 2 H 3 hid o 8
$0 -

89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 112077

*Estimate through Oct. 31, 2011.

Note: 2001 figure includes $20.3B for 9/11 losses reported through 12/31/01. Includes only busmess and personal
property claims, business interruption and auto claims. Non-prop/Bl losses = $12.2B.

Sources: Property Claims Service/ISO; Insurance Information Institute. 54
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Top 13 (14?) Most Costly D:sasters T e,
in U.S. History

INSTITUTE

(Insured Losses, 2010 Dollars, $ Billions)**

$50 -
$45 -
$40 -
$35 A
$30 -
$25 - i, $22.6 $23.1
$20 - ~$16.3 3175 1N B
$15 $11.5 $128 Hg

$10 143 343 $53 963
| pm

$45.8

!

$6.7 $8.2 $8.6

rene Jeanne Frances Rita Hugo lvan Charley Wilma ke Spring NorthridgeAndrewd/11 AttackKatrina
(2011) (2004) (2004) (2005) (1989) (2004) (2004) (2005) (2008)Tornadoes (1994)  (1992) (2001) (2005)
& Storms*
(2011)

*Losses will actually be broken down into several “events” as determined by PCS.
**Hurricane Irene losses stated in 2011 dollars.
Sources: PCS; Insurance Information Institute inflation adjustments. 55
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Combined Ratio Points Associated with o:.co...
Catastrpphe LoSses: 1960 — 201 "’I’":H1*

Combined Ratio Points Avg. CAT Loss
Component of the
10 Combined Ratio
] | by Decade Q
g - 1960s: 1.04 z
7 | 1970s: 0.85
1980s: 1.31 o <
6 - 1990s: 3.39 0 o o
5 2000s: 3.52 <
4- © 2010s: 4.15*
3 _
2 i
1 .

O N < © o
© © © ©O© ©
o OO O O O
- - = —

1972
1974
1976
1978
1980
1982
1984
1986
1988
1990
1992
1994
1996
1998
2000
2002
2004
2006
2008
2010E

*Insurance Information Institute estimates for 2010 and 2011:H1

Notes: Private carrier losses only. Excludes loss adjustment expenses and reinsurance reinstatement premiums. Figures are adjusted for
losses ultimately paid by foreign insurers and reinsurers.

Source: 1SO; Insurance Information Institute. 56
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Natural Disasters in the Umted States,
1980 201 1* : o _ - ST Ei ::;glrm#’glom

Number of Events (Anpug

2 )

300

250 -

200

Number
o
o

100

50

1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010

M Geophysical
(earthquake, tsunami, R

1 0 i Hydrological
volcanic activity) (flood, mass movement)

Meteorological (storm) Climatological
(temperature extremes,
drought, wildfire)

*Through June 30.
Source: MR NatCatSERVICE 57




U.S. Thunderstorm Loss Trends

1980 — 2011*

"B INSURANCE
¥ INFORMATION
INSTITUTE

Thunderstorm losses in the first half
of 2011 totaled $16.4 billion, a new
annual record through just 6 months

18
EEEE Thurdsrstorm Lossas
‘1 ﬁ T ——— 5-¥=z=r Running hMean

=

=i
Fd

e
s
}

Average thunderstorm
losses are up more
than 8 fold since the
early 1980s

=]
1

L=}
1

- 2008-2011 are the most expensive

Hurricanes get all the headlines,
but thunderstorms are consistent
producers of large scale loss.

years on record.

Insured Loss ($ billion, 2011 dollars)

*Through June 30, 2011.
Source: Property Claims Service, MR NatCatSERVICE

T
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U.S. Winter Storm Loss Trends, e
1980 — 2010 (Annual Tota!s)vs First Half 2011

INSTITUTE

n,ter storm
4 losse 1 totaled $1. 4 e
s Winter Storm and al’e Up 500/0
25 | 5¥ezr Running Mezan : S|nce 1980
w
= 3
o
O
S 2.5
o~
o
2 2
=
i
@w 1.5
o ] T E=essSJ4 s |[8E 0000 WEe a0 e
-
g 11
o |
7]
L
0.5 -
D - ]
1880 1985 1880 1885 2000 20086 2010
Year

Source: Property Claims Service, MR NatCatSERVICE 59




U.S. Acreage Burned by Wildfires, s—

INFORMATION
INSTITUTE

980, — 2010 (Annual Totals) vs. First Half 2011 ™™™

12

2011 could be a severe year
for wildfire damage. Acres
10 burned through June 30
already exceed all of 2010.

o5

Acres Burned {millions)

1980 1985 1990 1995 2000 2005 2010

Source: National Forest Service, MR NatCatSERVICE 60
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Inflation Adjusted U.S. Catastrophe
Losses by Cause of Loss, 1990-2011

Wind/Hail/Flood (3), $12.7 Fires (4), $9.0
, ' | Other (5), $0.6

Geological Events, $18

BB INSURANCE
'8 INFORMATION

y e

il
s H 1 1 INSTITUTE
L]

Terrorism, $24.9

Winter Storms, $30.0
Hurricanes & Tropical Storms,

$160.5

Tornadoes (2), $119.5

1.Catastrophes are defined as events causing direct insured losses to property of $25 million or more in 2009 dollars.
2.Excludes snow.
3.Does not include NFIP flood losses

4.Includes wildland fires
5.Includes civil disorders, water damage, utility disruptions and non-property losses such as those covered by workers compensation.

Source: ISO’s Property Claim Services Unit. 61




Number of Federal Disaster | e

Vi’ INFORMATION

Decﬂlargt‘ions, 1953-2011* | - i

There have been 2,043
federal disaster
declarations since
1953. The average
number of
declarations per year
is 34 from 1953-2010,
though that few
haven’t been recorded
since 1995.

*Through November 13, 2011.
Source: Federal Emergency Management Administration: http://www.fema.gov/news/disaster_totals annual.fema ;

Insurance Information Institute.




! INEORMATION

Federal Disasters Declarations by State, T e
1953 — Nov. 13, 2011: Highest 25 States ™™™

100 -
90
80
70
60
50
40
30
20
10

0

Disaster Deciarations

TX CAOK NY FL LA AL KY AR MO IL MS TN IA MN KS NE PA W OH VA WY ND NC IN

Source: FEMA: http://www.fema.gov/news/disaster totals annual.fema; Insurance Information Institute.
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Dlsasters Declarations by State T e
1953 - ___Nov | 13’_2011_ Lowest 25 States -

Over the past nearly 60
50 — years, Wyoming, Utah

and Rhode Island had
the fewest number of
40 - 22 Federal Disaster
) Q Declarations
c ' o™
o | B
= |
& 30 -
O
Q
o
2 20 -
7))
4]
D
(=)
10 -
0 _

ME SD GA AK Wi VT NJ NHORMA PR HI MI AZ ID NM MD MT NV CO CT SC DE DC RI UT WY

*Includes Puerto Rico and the District of Columbia.
Source: FEMA: http://www.fema.gov/inews/disaster totals annual.fema; Insurance Information Institute. 64
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2011 Losses Are Putting Pressure on
US P/C Insurance Markets




Number of TornadoésahdReiated z
Death g,'i 990 - 2011*

Tornadoes have already
claimed more than 500 lives

2,000 4 = Number of Tornadoes v ~ 600
1,819 o~ @«
1,800 - —¢— Number of Deaths 3 7ﬂ
- 546
1 + 500
1,600 - & :
G O
& 1,400 - 3 3 =2 8|
S T lss gt it Np o« W8 2| 400
S 12004 = < 2 < = = g =
o =
= 1,000 - I ‘ L 300
)
o 800 | ‘.
5 600 ;
Z _ | _
' B S - 100
200 11 ,;.'f,i;.:: ‘ ) | ., | 5 - I - l I
M Eafhsto HANEN ' |,

578 INSURANCE
B f INFORMATION
i & INsTITUTE

syieaq Jo Jaqunp

90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 1011P

*2011 is preliminary data through October 13.
Source: U.S. Department of Commerce, Storm Prediction Center, National Weather Service.
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U.S. Tornado Count, 2005-2011* HHEEE

United States Annual Trend of LSR Tornadoes*
2500 : ‘ . ,

2500

2000

2000

Natlonal Weather Service : ] | P P ot e 1819

Storm Prediction Center
Oqt 29, 20;1

........... 1500

e N : : 1000
P e : Year (count thru Oct 29}

Running Annual Count

mem 2011 (1819)
w2010 (1418) YR:1525
~ 2009 (1248} YR:1304
smee 2008 (2122) YR:2194 H500
- 2007 (1244) YR:1276
e 2006 (1208) YR:1296
w2005 (1072) YR:1216
N i ;. : ; g : : e 05-10 Avg. (1385) YR:1469
~Jan~ ~Feb~ ~Mar‘= =Apr= -May- -Jun-  -jul- -Aug- -5ep- -0Oct- -Nov- -Dec- 0

*Preliminary tornadoes from NWS Local Storm Reports {(LSRs)
Annual average is based on preliminary LSRs, 2005-2010

Source: hitp://www.spc.noaa.gov/wecm/ - *Through October 29.
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Insurers Making a Difference in e
Impacted Communities

INSTITUTE

Destroyed home in
Tuscaloosa. Insurers
will pay some 165,000

claims totaling $2 billion
in the Tuscaloosa/

Birmingham areas

alone.

Presentation of a check
to Tuscaloosa Mayor
Walt Maddox to the
Tuscaloosa Storm
Recovery Fund

Source: Insurance Information Institute
—
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Location of Tornadoes n the US, t
January 1—October 13, 2011

1 ) ,

& of @y —

& ‘“

¥y, PRELIMINARY SEVERE WEATHER | Tornade Repoits
f i REPORT DATABASE [ROUGH LOG) January 01, 20001 - October 13, 2011
NCAASIonm Prediclion Genles  Norman, Oklahoma Updated: Thursday October 13, 2011 1259 CT

Source: NOAA Storm Prediction Center; http://www.spc.noaa.gov/climo/online/monthly/2011_annual_summary.html# | 69




INFORMATION

Location of Large Hail Reports in the T

There were 9,287
“Large Hail”
reports through
Oct. 13, causing
extensive damage
to homes,
businesses and
vehicles

; 0
) ' e E)q'l %

PRELIMINARY SEVERE WEATHER Hail R&pm‘ts;
i REPORT DaTaasE (RousH Los) - January 01, 2011 - Oetober 13, 2011

(Oklahoma  Updated: Thursday Detober 13, 2011 12:50 CT

NOAAStorm Pradiction Center  Notman

Source: NOAA Storm Prediction Center; http://www.spc.noaa.gov/climo/online/monthly/2011_annual_summary.htmi# 70




Location of Wind Damage Reports in T
the US, January 1—Oct. 13, 2011

réports throug i
Oct 13 ‘causmg

 PRELIMINARY SEVERE WEATHER Wind Reports
i REPORT DATABASE (ROUGH LOG) January O, 20001 - Getober 13, 201
T NO®ASIorm Prediclion Center  Morman, Oklahoma Updated: Thursday October 13, 2011 12:69 CT

Source: NOAA Storm Prediction Center; http://www.spc.noaa.gov/climo/online/monthly/2011_annual_summary.html# 71




Severe Weather Repofts, s
~anuary 1—October 13,2011 . *

INSTITUTE
)

There have
been 29,385
severe weather
reports through
Oct. 13;
including 1,805
tornadoes;
9,287 “Large
Hail” reports
and 18,293 high
wind events

PRELIMINARY SEVERE WEATHER ~ Severe Weather Reports
REPORT DATABASE (RousH Loc) January 01, 2011 - October 13, 2011

_MNoAAStorm Pradiction Center Morman, Oklahoma  Updated: Thursday October 13, 2011 12:50 CT_

Source: NOAA Storm Prediction Center; http://www.sp¢.noaa.gov/climo/online/monthly/2011 _annual summary.htmi# : 72
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Number of Severe Weather Reports in US i
by Type: January 1—October 13, 2011 5

Tornadoes,
1,805, 6%

Large Hail,
' 9,287 , 32%

Wind
Damage,

18,293 , 62% Lan.
-_’th’a'n 500 deaths

Source: NOAA Storm Prediction Center; http://www.spc.noaa.gov/climo/online/monthly/2011_annual summary.html#
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P/C Insurance Industry i
Combined Ratio, 2001-2011:H1"_

Relatively
‘ Low CAT

Premlums

90 -

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011*

* Excludes Mortgage & Financial Guaranty insurers 2008--2011. Including M&FG, 2008=105.1, 2009=100.7, 2010=102.4, 2011=110.5
Sources: A.M. Best, ISO.; Il Estimated for 2011:H1 (Q1 actual ex-M&FG was 102.2). 75
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Underwriting Gain (Lo§§)
1975-2011"

,($ Billions)

ANSTITUTE

Cumulative
$35 - underwriting
deficit from 1975
$25 + through 2010 is
455B
$15 - S
$5 -
-$5 -
-$15 A
$25 | |
$35 - The industry recorded
a $10.4B underwriting
-$45 , ' loss in 2010
compared to $3.0B in
-$55 - 2009

757677 78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 1011*

* Includes mortgage and financial guaranty insurers in all years. 2011 figure is actual H1 underwriting losses of
$24.098 billion.
Sources: A.M. Best, ISO; Insurance Information Institute.
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P/C Reserve Development, 1992-2011E  fjzms

Prior year reserve
 releases totaled

$30 1 ® Prior Yr. Reserve B $8.8 bllllon inthe
Development ($B) - first half of 2010,
B ~up from $7.1 billion

‘Impact on

| | __in the first half of
Combined Ratio S 9N

©h KR v &R
©®L PR = =2 NN
o 01 © O O O

| ! | L L !

%
&)
L

-$10 -
-$15 -
-$20 -

Prior Yr. Reserve Release ($B)

11E

Note: 2005 reserve development excludes a $6 billion loss portfolio transfer between American Re and Munich Re. Including this
transaction, total prior year adverse development in 2005 was $7 billion. The data from 2000 and subsequent years excludes
development from financial guaranty and mortgage insurance. .

Sources: Barclay’s Capital; A.M. Best. 77




Number of Years with Underwriting s
Profits by Decade, 1920s—-2000s

INSTITUTE
Number of Years with Underwriting Profits
12 -

10

10 -

0 0

1 1920s  1930s  1940s  1950s  1960s  1970s  1980s  1990s  2000s*

* 2000 through 2009. 2009 combined ratio excluding mortgage and financial guaranty insurers was 99.3, which
would bring the 2000s fotal to 4 years with an underwriting profit.

Note: Data for 1920-1934 based on stock companies only.
Sources: Insurance Information Institute research from A.M. Best Data. ' 78
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Homeowners Inws‘ urénce Combmed S——
Ratio: 199020128 s

i INSTITUTE

e

T

170 -
160 -
150 -
140 -
130 -
120 -~
110 -
100 A
90 -

158.4

113.0
117.7
113.6
118.4
112.7
121.7
101.0
109.4
108.2
111.4
121.7
109.3
98.2
94.4
100.3
95.6
116.8
105.7
106.7
116.0
1108.0

88.9

90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11P12F

Sources: A.M. Best (1990-2010); Insurance Information Institute (2011P/12F).
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Private Passenger Auto Combined
Ratio: 1993-2012P
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115 ~

109.5

110 ~

1079

103.5
1104.2

105

102.0
103.0

100

95

90

85

93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11P 12F

Sources: A.M. Best (1990-2010); Insurance Information Institute (2011P/12F).
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PP Auto Liability: Loss and LAE vs. Net .sucue:
Premiums Written, 1990-2010 1

INSTITUTE

100 - IR | oss & LAE Ratio = NPW Growth ~ Historically, [ 12%
- losses drive
prem]um - - 10%
~ growth (which -

95 -

 isprimarily  JEGEC
I driven by rate)
> - 6%

85 &8 - 4%

- 2%

Loss + LAE Ratio
MdN ut abueyp

80 1} &
B 0%
75 18 |

‘ ;ff:_- In -2%

70 R L 49,

w O O
o O
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01

Source: A.M. Best; Insurance lnformatio Institute o 83




PP Auto Liability: % Change in NPW vs. —
% Change in Loss & LAE, 1990 - 2010

INSTITUTE
0 Average annual Net Written Premium growth
12% -

Premiums grew by 3.8% decelerated but so did
10% - percent from 1990 — 2010 losses (even more
° vs. 3.0% for Loss and LAE B\ quickly) allowing auto
i insurers to improve
8% 8 margins despite
" flat/falling rates
0% 1 4.7%
4% -
2% A
0%
.-20/ — o, 7 NF .
’ - NPW <loss &LAE t %

4% -

90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10

Sources: Insurance Information Institute calculations from A.M. Best data.. -




PP Auto Physical Damage: Change in NPW ...
vs. Change in Loss & LAE, 1990 - 2010
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. Decelerating
+E P & LAE - premium growth
o oss TN ~isdrivenby
10% - a0 8. . - falling loss costs |

15% A

5% - 4'3%,,.”"37-'7%

e :
33(70 32%
0% T r-

-59%, -

-10% -

90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10

Sources: Insurance Information Institute calculations from A.M. Best data.




P-C Loss Developmeans.Change in T
NPW, 1983-2009
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30,000 1 mmm Change in Reserve — NPW Growth - 25%
25,000 1 Periods of reserve releases - 20%
20,000 H are associated with soft(er) .
market conditions - 15%
@ 15,000 - |
§ 10,000 - , | (0% &
£ 5000 - I | A
o ' -
: Y >
£ (5,000) - | 5% =
£ - 5% 2
O (10,000) - o
(15,000) - | Reserve releases bolster the - -10%
bottom line and perpetuate L _15%
(20,000) - soft market ,
(25,000) - | - 20%
N T OMNOD OO~ AN NITUHL OMNMOOVDOOODO T ANMTLWD OO O

Source: A.M. Best; Insurance Information Institute : 86
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P-C Industry Loss Deivelopment,
1983-2009 ($ Millions)

$25,000 -

$20,000 -

$15,000 -

$10,000 -

$5,000 -

$0 +— RN .. E

Millions of Dollars

-$5,000 -
-$10,000 -
-$15,000 1

-$20,000 -

-$25,000 -
83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09

Sources: A.M. Best, Insurance Information Institute 87
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Net Earned Premium, 1983-2009

7% A

5% A

3% -

A
(=]

S~
1

A
(=]

P
1

% of Net Earmed Premium

-3%

59 - Prior year reserve releases
0 in 2009 accounted for 4.6%
of Net Earned Premium

1% -
83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 03 09

Sources: A.M. Best, Insurance Information Institute
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Significant Market LoSSés, 1985-2011"  ranemmer,
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A AN "

$100

$90

Reinsurers’ share of major
R TR market losses was

$70 1= o B cxceptionally high in 2010
A - and early 2011

$80

$60

$50

Billions

$40

$30

$20

$10 ; l l

1985 1987 1988 1980 1990 1991 1832 1993 1994 1995 1996 1998 1998 2001 2002 2003 2004 2005 2007 2008 2009 2010 201t

m Worldwide Direct Insured Losses m Reinsured Losses

Source: Holborn; RAA.
* 2011 events are as of March 31 and are preliminary and may change as loss estimates are refined further.
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icant Market Losses by Event,

if
1985-2011*
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Global Reinsurance Capital, 2007-2011:H1 Tri s

Reinsurer Capital % Change
$500 ~ Global reinsurance - 20%
$480 - market capacity is down | | 159
| in mid-2011 due to large

$460 catastrophe losses \ $445 - 10%
$440 -
$420 - 5%
$400 - - 0%
$380 A - -5%
$360 -

- -10%
$340 -
$320 - - -15%
$300 - - -20%

2007 2008 2009 2010 2011:H1
m Reinsurer Capital =& Change

Source: Aon Reinsurance Market Outlook, September 2011 from Individual Company and AonBenfield Analytics;
insurance Information Institute. ‘
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Historical Capital Levels of Guy Carpenter
Reinsurance Composite, 1998—2Q11
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Source: Guy Carpenter, GC Capital Ideas.com, November 23, 2011.
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Global Property Catastrophe Rate on
Line Index, 1990-2011 YTD (6/1/11)
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A modest increase in global
property catastrophe reinsurance
pricing was evident in June 1
renewals in the wake of record

global catastrophe losses. Larger
increase could occur for the Jan (
2012 renewals
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Bodily Injury: Severity Trend Rising,
Frequency Decline HasEnded ™

e s

Annual Change, 2005 through 2011*

W Severity O Frequency
8% -
5.7% 5.9%

6% A 4.7%

4% 1 2.9% 3.2%
21%

3.9%

2% A
0%

0% A T - T - T T _ T

-2% -

-2.2%

4%,

-3.8% -4.0% -4.2%

6% - 54%
2005 2006 2007 2008 2009 2010 2011*

*For 2011, data are for the 4 quarters ending with 2011:Q2.

Source: ISO/PCI Fast Track data; Insurance Information Institute 96
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Property Damage Liability: Severity is Up, T,
Frequency Nearly Flat Since 2009 )
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Annual Change, 2005 through 2011*

W Severity O Frequency
4% - 3.6%
1)
3% A 2.9% 2.6%
2.0% o
2% A
1% A
0% 1 T - T T

-1% -

-2% A -1.6%
3% - ol
4%, -3.5% -3.4%

2005 2006 2007 2008 2009 2010 2011~

*For 2011, data are for the 4 quarters ending with 2011 :QZ;
Source: ISO/PCI Fast Track data; Insurance Information Institute 97
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No-Fault (PIP) Liability: Frequency and S—
Severity Trends Are Adverse®

Annual Change, 2005 through 2011*

W Severity O Frequency

8% 6.4% 6.5% 6.2% .

6% 1 4.79% 3% 5.4% g9, 420
4% 1 2.4% 3.2%
2%
0% - . . . . . — —
-2% -
-4% -
-6%
-8% -

3 -4.1%
-5.7% -5.7%

-4.8%

I

2005 2006 2007 2008 2009 2010 2011~

*No-fault states included are: FL, HI, KS, KY, MA, Ml, MN, NY, ND and UT; 2010 data are for the 4 quarters ending 2011:Q2.
Source: ISO/PCI Fast Track data; Insurance Information Institute : 98
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Collision Coverage: Frequency and -
Severity Trends Have Been Favorable !

Annual Change, 2005 through 2011*

W Severity O Frequency
5% -
o/
4% 3.1%

3% A 2.5%
2% A
o/ | i 0
1% 0.1% 0.5%
0% T I T T I
“1%

- 0, -
2% 1.8% i
-3% - : -2.4%

4% - -3.6%
2005 2006 2007 2008 2009 2010 2011*

3.9%

*For 2011, data are for the 4 quarters ending with 2011:Q2.
Source: ISO/PCI Fast Track data; Insurance Information Institute 99




Comprehensive Coverage Frequency and ~ e
SeverltyuTrend in 2011 IS Unfavorable
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Annual Change, 2005 through 2011* Severe weather 1S hkely a
principal cause of the
: ~ spike in both frequency
B Severit O Frequenc L
d auency and severity in 2011
20% -
15.5%
15% A 12.6%
10% - »
I 8% 1%
5% 1 s  1.8% ]
0% T - ) » 1 | ] ] T T '—I
5% -34% & -5"% | |
-6.3% -6.0%
-10% A -8.29
o 08% 8.2%
-15% -

2005 2006 - 2007 2008 2009 2010 2011*

*For 2011, data are for the 4 quarters ending with 2011:Q2. , :
Source: ISO/PCI Fast Track data; Insurance Information Institute 100




Average No-Fault Cla:m Severlty,
2011:Q2*
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*Average of the four quarters ending 2011:Q2.
Source: ISO/PCI Fast Track data; Insurance Information Institute. 101




Increase in No-Fault Claim Severity: S
Selected States, 2004-2011*
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MiChigan New Jersey New York Florida Minnesota

B 2004 ®2011*

*2011 figures are for the 4 quarters ending 2011:Q2.
Sources: Insurance Information Institute research from ISO/PCI Fast Track data. 102
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Florida’s No-Fault Fraud Tax Estimated TN
Aggregate Annual £, 2000-2011E ($ Millions) It
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- mllhon ln 2011
$1,000 - ' '

$900 -
$800 - :
$700 - $617.3
$600 -
$500 -
$400 -
$300 -
$200 -
$100 -

$0 -

$657.6

$297.0

Fraud Tax ($ Millions)

2009 2010E 2011F

*2011 estimate is based on data through Q2:2011.
Source: Insurance Information Institute calculations and research from ISO/PCI and AIPSO data. 103




New York State No-Fault Claim TR R
Frequency and Severity, 1997-2011:Q2

No-Fault Claim Severity

$9,500 - I Avg. Claim Severity

$9,000 - — Frequency ]
£ $8,500 - ?
4 )
> . [ :
@ $8,000 Claim Frequency g
| was up 27% in S - 1.8%>2
% $7,500 it from 1 1 8/02.
= 2008:Q3 3
8 9 1.6%=n
F 3
W 1.4%%
2 2
- 1.2%<

- 1.0%

*2011 figure is based on data for the 4 quarters ending Q2:2011, adjusted by I.L1. for 2011:Q1 data anomaly.
Source: Insurance Information Institute calculations and research from ISO/PCI Fast Track data. 104



New York’s No-Fault Fraud Problem,
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:\:"edi?' t | NY PIP
are Cos .
Index —a— JS city medical care index® —é—NY PIP Avg claim severity ﬁ’]zvee;'ty
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1.50 I | a A | oo . 1.50
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1.00 +&—H—"+—+—+—+—+—-—+—+——"+—+—+—+—+—+—+—+——+—+—+—+—++—++ 1.00

T T N T o NN T TN TN T AN T TN e N
<t D O W0 D O© © O© O N NN DM MO 0 6© 00 OO O OO O © O O O v™ v
O O O O © O O O O O OO O O OO O OO OO v““ ™ v™ v™ v ©«

*Middle month of quarter **For the four quarters ending in quarter indicated
Sources: Insurance Information Institute calculations based on ISO/PCI Fast Track Data and BLS Medical Care CPI
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Distribution by Channel Type
Continues to Evolve
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All PIC Lines Distribution Channels, e
Direct vs. Independent Agents o
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40% 4 -
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Source: Insurance Information Institute; based on data from Conning and A.M. Best. 107



Personal Lines Distribution Chan nels, T ot
Direct vs. Independent Agents
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70% . i S
60% -

50% 4 \

40% A

30% -

20% -

10% -

0%

72 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09
=== Direct === Independent Agents

Source: Insurance Information Institute; based on data from Conning and A.M. Best. 108



Commercial P/C Distribution Channels, ....m

Direct vs. Independent Agents
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Source: Insurance Information Institute; based on data from Conning and A.M. Best.
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P/C Net Income After Taxes Frd hemer
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$80,000 1 @ 2005 ROE*= 9.6%
B 2006 ROE = 12.7%
@ 2007 ROE = 10.9%
B 2008 ROE = 0.3%
$60,000 7 w 2009 ROAS' = 5.9%
® 2010 ROAS = 6.5%
$50,000 71 @ 2011:H1 ROAS = 1.7%

$70,000 -

© K

$40,000 - < 8K
$30,000 4 o oy 0 3 3 0
) 2 0
: o N g N
$20,000 { ¥ * - o

$10,000 - ==

$4,758

B 55,840
| $3,046

$0 -

-$10,000 - -$6,970

91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11*

* ROE figures are GAAP; "Return on avg. surplus. Excluding Mortgage & Financial Guaranty insurers yields a 2.3% ROAS for
2011:H1, 7.5% for 2010 and 7.4% for 2009.

Sources: A.M. Best, ISO, Insurance Information Institute




A 100 Combined Ratio Isn’t What It
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Once Was: Investment Impact on ROEs "™~
Combined Ratio / ROE A combined ratio of about 100
generated ~7.5% ROE in 2009/10,

110 - 1‘5_9% 10% in 2005 and 16% in 1979 , | 109_4 | - 18%
| 14.3% _A& S ~ o

1054 = 12.7% - 15%
100.7 .

100 - - 12%
95 A - 9%
901 - 6%
85 1 | 39,
80 A 0%

1978 1979 2003 2005 2006  2008* 2009*  2010* 2011:H1*
mm Combined Ratio -8 ROE*

* 2009 and 2010 figures ar —rer on aeragstatutory surls. 208 01 irsle mortgage and financial guaranty
insurers. 2011H1 combined ratio including M&FG insurers is 110.5 , ROAS = 2.3%. : ST o
Source: Insurance Information Institute from A.M. Best and 1SO data.
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Profitability Peaks & Troughs in the P/C i"é 2ot
Insurance Industry, 1975 — 2011*

ROE '_"’H'| tory suggests next ROE
25% will

20%

15%

10%

5%

0%

-5%
DOMNOIOTANNTODONOVNDOTTNMMNMITINVNONOIOTTANNITIVDONDOOOX
*Profitability = P/C insurer ROEs are LLI. estimates. 2011 figure is an estimate based on annualized ROAS for H1 data.

Note: Data for 2008-2011 exclude mortgage and financial guaranty insurers. For 2011:H1 ROAS = 1.7% including M&FG.
Source: Insurance Information Institute; NAIC, ISO, A.M. Best.




ROE vs. Equity Cost of Capital: —
US. P/C Insurance:1991-2010:H1* ™™

(Percent)
18% -
16% -
14% -
12% - e
10% - - 8
L ‘(_“ q
8% - DN
4% - - LI I B —
— \ 4 The Cost of Capital is
20/ | US P/C Insurers Missed Their Cost of the Rate of Return
Capital by an Average 6.7 Points from Insurers Need to
WL7AEE 1991 to 2002, but on Target or Better 2003- I Attract and Retain
07, Fell Short in 2008-2010 Capital to the Business
-2% I I I | I 1 I I [ T 1 | ! 1 I ] 1
91 92 93-94 95 96 97 98 99 00 01 03 04 05 06 07 08* 09* 10*
| ) | -~ ROE  -#=Cost of Capital |

*Return on average surplus in 2008-2010 excluding mortgage and financial guaranty insurers.
Source: The Geneva Association, Insurance Information Institute

114

”



INSURANCE
INFORMATION
INSTITUTE

Cyclicality is Driven arily
by the Industry’s Underwriting
Cycle, Not the Economy




Soft Market Persisted in 2010 but
Growth Returned: More in 2011/127

(Percent)
1984-87 2000-03
25% -
7o Net Written Premiums Fell
0.7% in 2007 (First Decline
o Since 1943) by 2.0% in 2008,
20% H “ and 4.2% in 2009, the First 3-
Year Decline Since 1930-33.
7
15% -
10% -
5% -
0% -
NWP was up
0.9% in 2010
5%, -
EQQE&ER‘?SQ%588’8&‘588%8%88%8%@888%8‘5%‘88885882&

*2011 figure is for H1 vs. 2'010:H1.
Shaded areas denote “hard market” periods
Sources: A.M. Best (historical and forecast), ISO, Insurance Information Institute. 116
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Sources: ISO, Insurance Information Institute.




Average Com mercial Rate Change, e
All Lines, (1Q:2004-3Q:2011) T
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ricing as O
(Percent) Q3:2011 is
positive for the
2% - | first time since - ; 0.9%
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10% _ |
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Source: Council of Insurance Agents & Brokers; Insurance Information Institute 118
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Change in Commercial Rate Renewals, oo
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Percentage Change (%)
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Cumulative Qtrly. Commercial Rate Changes,;%ﬁmmo )
by Account Slze 1999 Q4 to 2011 Q3
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1999:04=100

165 -

Despite Q3:2011 gain of
0.9%, pricing today is
where is was in late 2000
(pre-9/11)

T5E

145 -

105 ¥ .

Source: Council of Insurance Agents and Brokers; Insurance Information Institute.
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Have Large Global Losses F

Reduced
Capacity in the Industry, Setting

the Stage for a Market Turn?
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icyholderﬁSurpll\ig:

,§§S?'1'1’*

($ Billions)
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$50

 Surplus as of 6/30/11 was a near-record $559.1
-~ down 1% from the record $564.7B as of 3/31/11,
"~ but up 27.9% ($122B) from the crisis trough of
$437.1B at 3/31/09. Prior peak was $521.8 as of
9/30/07. Surplus as of 6/30/11 was 7.1% above 2007
peak.

“Surplus” is a measure of
underwriting capacity. Itis
analogous to “Owners
Equity” or “Net Worth” in
non-insurance
organizations

$0 :
75

UL L T ] T ! I 1 ] I ¥ I T I 1 T T { 1 1 I 1 I l 1 i | T I | T 1

77 79 81 83 85 87 89 91 93 95 97 99 01 03 05 07 09 11*

* As of 6/30/11.

Source: A.M. Best, ISO, Insurance Information Institute.
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Policyholder Surplus, V ——
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" Surplus as of 6/30/11 fell by 1% below
its all time record high of $564.7B set
as of 3/31/11. Further declines are

($ Billions) [

o e $556$95 291
coco $540.7 $544.8 §
e $521 g $530.5 B

$520 - $512.8 iis i B

$500 5487.1" gy

$480 - &=
$460 - @&
$440 -
$420 -+

*Includes $22.5B of paid-in

capital from a hf:'fding 09:Q1: -$84.7B (-16.2%) 10:Q2: +$8.7B (+1.7%)
company parent for one A,
insurer’s investment in a 09:Q2: -$58.8B (-11.2%) 10:Q3: +523.0B (+4.4%)
non-insurance business in 09:Q3: -$31.0B (-5.9%) 10:Q4: +$35.1B (+6.7%)
early 2010. 09:Q4: -$10.3B (-2.0%) 11:Q1: +$42.9B (+8.2%)
Sources: ISO, A.M .Best. _10:Q1: +$18.98 (+3.6%) ____ 11:Q2: +37.3B (+7.1%) 123




Implied Excess (Deflmt) Capltal i
Assuming PremlumISurpIus Rat.lo» 0.9: 1‘
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Excess/(Deficit) Capltal (Policyholder Surplus) o Annual Change in
o s Pollcyholder Surplus

100 - - 25%
- 20%
50 A
- 15%
0 - - 10%
| - 5%
_50 _ — S - e O n ) ! .I | V i 0%
- -5%
-100 A e .
($103.0)  |ysieciuc 100l - -10%
’ -12.0% B
-150 - ($124.6) ' ' = -15%
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
B Capital Excess (Deficit) -8— Annual Change in Capital

Note: The assumption of a 0.9:1 P/S ratio is derived from a Feb. 2011 announcement by Advisen, Ltd., that the US P/C insurance industry has $74
billion in excess capital. The implied P/S ratio (calculated by ill) is 0.88:1, which was rounded to 0.9:1.
Source: Insurance Information Institute calculations from A.M. Best and ISO data. * Net Premiums Written



Historically, Hard Markets Follow —
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When Surplus “Growth” is Negative”

(Percent) - Surplus growth still exceeds 5
- premium growth, suggesting an-
30% A ongomg bu1|d -up of capacny in
259, . ~ early 2011 i
20% 4
15% -
10% -
5% -
0%
5% -
-10% -
-15% -

78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 8 09 10 11

~#—-NWP % change “ -Surplus % change

* 2011 NWP and Surplus figures are % changes as of H1:11 vs. H1:10.
Sources: A.M. Best, ISO, Insurance Information Institute 125




Ratio of Net Premiums Written V e
to Policyholder Surplus, 1970-2011*

INSTITUTE

The premium-to-surplus ratio (a measure
of leverage) hit a record low at just 0.76:1
in 2010. It has decreased as PHS grows
more quickly than NPW, with the effect
of holding down profitability.

*2011 data are as of 6/30/11.

Sources: Insurance Information Institute calculations from A.M. Best data 126
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Capital Cycles Can
Drive Consolidation




U.S. P/C Insu rance-ReI\éiied - sus msunance
2009
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$60 1w Transaction Values $56 - 140
’g“ $50 - Number of Transactions - 120
@ $40 100
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Note: U.S. Company was the acquirer and/or target.
Source: Conning Research & Consulting.
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M&A Activity Globally Among P/C Insurers == msmwc
Remains Subdued: Little Capacity Leaving
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Sources: Conning Research; Insurance Information Institute. 129
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Property/Casualty Insurance Industry ..o
Investment Gain: 1994-2011:H1" "
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($ Billions)
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P40 TJess.a B8
$30 A $24.8
$20 e

s10 |8

5o |
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3

! Investment gains consist primarily of interest, stock dividends and realized capital gains and losses.
* 2005 figure includes special one-time dividend of $3.2B.
Sources: I1SO; Insurance Information Institute.



Treasury Yield Curves: S
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6% -

5% -

ISl Treasury yield curve remains

near its most depressed level 3.18%
in at least 45 years.

Investment income is falling

as a result. Fed is unlikely to

2Nl hike rates until well into 2013.

3% -

1% -

| o 0.21% —— September 2011 Yield Curve*
% 0.10°
0.01% 0.01% 0.04% 0.10% "~ » - Pre-Crisis (July 2007)
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*Average of daily rates.

Sources: Board of Governors of the United States Federal Reserve Bank; Insurance Information Institute. 132



Property/Casualty Insurance Industry
Investment Gain: 1994-2010:H1’
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($ Billions) | 12009:H1
“gain was

$70 4 $12.5B
$60 - u

$50 -

' Investment gains consist primarily of interest, stock dividends and realized capital gains and losses.
* 2005 figure includes special one-time dividend of $3.2B.
Sources: ISO; Insurance Information Institute.



Reauction in Combined Ratio Necessary to Offset
1% Decline in Investment Yield to Maintain Fif ReoRarion

0%
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-8% - ” v -7.3%

-5.7%

*Based on 2008 Invested Assets and Earned Premiums
**US domestic reinsurance only

Source: A.M. Best; Insurance Information Institute. 134
H



Distribution of P/C Insurance Industry’s
Investment PQ!‘tOIIO -

B Invested assets totaled
$1.214 trillion as of 12/31/08

M Insurers are generally
conservatively invested, with
more than 2/3 of assets
invested in bonds as of
12/31/08

B Only about 15% of assets

were invested in common stock
as of 12/31/08

B Even the most conservative of
portfolios was hit hard in 2008

Sources: NAIC; Insurance Information Institute research.
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As of December 31, 2008

Bonds

.

Other

Preferred Stock :
1.8%
Real Estate 0.9% Common
Cash and Stock
Short-term
Investments
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yclical Pattern is P-C Impairment
History is Directly Tied to
Underwriting, Reserving & Pricing




P/C Insurer Impairments, 1969-2010 TH s

8 of the 18 in 2009 were small
~ Florida carriers. Total also
includes a few title insurers.

Source: A M. Bst pecial Report “1969-2010 Impairment Rview,” June 21,2010; Insuranc Information Institute.




P/C Insurer Impairmen\tql:-'requéncy VS. e
Combined Ratio, 1969-2010
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120 - @8 Combined Ratio after Div. = P/C Impairment Frequency - 2.0
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2010 impairment rate was 0.35%, down from 0.65% in 2009 ,
and near the record low of 0.17% in 2007; Rate is still less 0.2
than one-half the 0.81% average since 1969 ;
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Source: A.M. Best; Insurance Information Institute 138



Reasons for US P/C Insurer o e meumance
impairments, 1969-2010 "
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: |— Reinsurance Failure
Sig. Change in Business

Investment Problems ' ..
(Overstatement of Assets) 7.3% Deficient Loss Reserves/
. Inadequate Pricing

Affiliate Impairment

Catastrophe Losses

Alleged Fraud Rapid Growth

Source: A.M. Best: 1969-2010 Impairment Review, Special Report, April 2011. 139
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Top 10 Lines of Business for US P/C
Impai;re%d‘ Insurers, 2000-2010

Med Mal
Workers Comp

Other Liability

Commercial Auto Liability

Pvt. Passenger Auto

Commercial Multiperil

"Homeowners

Source: A.M. Best: 1969-2010 Impairment Review, Special Report, April 2011. : 140
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What the Financial Crisis and
Recession Mean for the Industry’s
Exposure Base, Growth and

Profitability
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Real GDP Growth (%) The Q4:2008 decline was
the steepest since the

Q1:1982 drop of 6.8%

6%
4%
2%
0% .
- 0 - -
2% Recession began in Dec. .
PT7| 2007. Economic toll of credit 2011 got off to a sluggish
~4/0 crunch, housing slump, start, but growth is expected
Y| labor market contraction R to proceed at a more modest,
Ml as been severe but modest o though still relatively weak
. o
L8| recovery is underway g ' pace through 2012
Qo0 ggococgocggdcCcCcoggQOogoQgQooCcgaggogogoc g
ssyggyggrTIdaIsdaIsdaiIc IR
gggggggBBBB%%SS%%%%ESESS:::QSﬁﬁ

* 71 Estimates/Forecasts from Blue Chip Economic Indicators.
Source: US Department of Commerce, Blue Economic Indicators 11/11; Insurance Information Institute. 142
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Real NWP Growth

Real GDP Growth vs. Real P/C

Premium Growth: Modest Association

Real GDP Growth vs. Real P/C (%)
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Sources: A.M. Best, US Bureau of Economic Analysis, Blue Chip Economic Indicators, 11/11; Insurance Information Institute
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- Massive Job Losses Sapped the
'Economy and Personal/Commercial
Lines Exposure, But Trend is
Improving




Unemployment and Underemployment v mounance
Rates: Stubbornly High in 2011 L] free

January 2000 through October 201 1,SeasonallyAdest(°/d)
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Monthly Change Employment”* T e
January 2008 through October 201 1* (Thousands)
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Unemployment Rates 'by State, October 2011: g Remmse.

INSTITUTE

Highest 25 States* i -

In October, 36 states and the District of

14 3 Columbia reported over-the-month
unemployment rate decreases, 5 had
 ~ increases, and 9 had no change.

: - - ©
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Unemployment Rate (%)

o.m =
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*Provisional figures for October 2011, seasonally adjusted.
Sources: US Bureau of Labor Statistics; Insurance Information Institute. v , 148
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Unemployment Rates By'Staté, October 2011:
Lowest 25 States™

' i INSURANCE

1 7.7
7.6
B 7.4

loyment Rate (%)

Unemp

WV CO PA DE NY W MT AK ME MA MD LA UT KS NM HI MN VA OK IA WY VT NH SD NE ND

*Provisional figures for October 2011, seasonally adjusted.
Sources: US Bureau of Labor Statistics; Insurance Information Institute. 149
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US Unemployment Rate T cenicon
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2007:Q1 to 2012:Q4F* Jobless figures

Rising have been revised
11.0% - unemployment 3 upwards for 2011/12
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peaked at 10% in SH
8.0% - late 2009. o
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* i =actual; Il = forecasts
Sources: US Bureau of Labor Statistics; Blue Chip Economic indicators (11/11); Insurance Information Institute 150
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Is it a Threat to Claim Cost
Severities?




Annual Inflation Rates (CPI- %),
1990m2m7F

588 INSURANCE
P §| INFORMATION
R & B iNnsTiTUTE

Annual Inflation peaked at 5.6% in August 2008
Inflation on high energy and commodity crisis.
Rates (%) g 9y y
The recession and the collapse of the
6.0 - commodity bubble reduced inflationary
5.1 pressures in 2009/10
49 *°

5.0

4.0

3.0

2.0

1.0 A

OO 1 T T ¥n T T T 1
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Sources: US Bureau of Labor Statistics; Blue Chip Economic Indicators, 10/11 and 11/11 (forecasts).
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Medical Cost Inflationas Outpaced T
Overall Inflation Over 50 Years
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P/C Insurers Experience Inflation More e

Intensely than 2009 CPI Suggests '
(Percent) | S o
8%
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CPI Services Costs Care Vehicle Injury Severity Claim
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Work

Source: CPl is Blue Chip Economic lndicato 009 estimate, 12/09; Legal services, medical are and motor veicle body work are avg.
monthly year-over-year change from BLS; Bl and no-fault figures from ISO Fast Track data for 4 quarters ending 09:Q3. Tort costs is 2009
Towers-Perrin estimate. WC figure is I.L.I. estimate based on historical NCCI data. A 154
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State Regulatory Environments
Vary and Can
Impact insurer and




roperty and Casualty Insurance
ry Report Card

Pennsylvania’s regulatory
environment got a grade of -
“C” in 2010

Not Graded: District of Columbia

Source: Heartland Institute, May 2011
—
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2011 Catastrophes: How Bad Is Bad?
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Polcy Statement —

The policy of Verisk Analytics and subsidiary companies,
including 1SO, is to comply in all respects with federal and
state antitrust laws. With this in mind, we want to mention
that during all seminars held under our auspices, the antitrust
laws prohibit discussion of certain topics. Because we want
to avoid even the appearance of an antitrust violation, we go
beyond the letter of the law, and we will not discuss any
matter that violates the spirit of the antitrust laws or could be
perceived as doing so.

A copy of our Policy Statement on DiScussion at Meetings
can be found at www.iso.com/statement.

\5 Insurance Solutions THE SCIENCE OF RISKSM
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. Today’s renion e

o Gary Kerney, AIC, RPA

“u Assistant Vice President

- Property Claim Services (PCS)
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Definition of Ctatre o

=+ An event causing $25 million or more of
. insured property damage AND

. Affecting a significant number of
policyholders and insurers

« Same definition in use for the PCS-
Canada Service

T Verisk _
“&F |nsurance Solutions : THE SCIENCE OF RISKSM
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What Is Included in a PCS Estimate?

]
".-. Property Claim Services (PCS) Estimate Components
"u

= verisk '
ﬁ Insurance Solutions THE SCIENCE OF RISKSM

Insured loss: Direct loss in US$, including ground-up, gross loss (gross of reinsurance but net of
deductible and other limiting clauses), generally defined as the full or total insured property damage
paid for by an insurer. PCS estimates do not include loss adjustment expense.

Claim count: The number of claims received and anticipated for a particular event. Claims involving a
single structure or insured that are layered among a number of insurers are counted by PCS as a
single loss. (For example, PCS considered the World Trade Center complex to be one loss, even
though coverage was provided by a number of insurers in various layers of a single program.)

Personal lines losses: Involve homeowners, condominium unit owners, mobile-home owners,
tenants policies covering structural, personal property, and time element (additional living expense)
losses.

Commercial lines losses: Include losses to commercial properties (retail, office, industrial), business
personal property, time element (business interruption, contingent business interruption, extra
expense), including buildings housing condominiums or apartment units.

Vehicles: Includes both personal and commercial vehicles and insured losses covered by
comprehensive coverage. (PCS does not include collision losses, such as those that may occur during
a winter storm, in our estimates of catastrophe loss. PCS also does not include liability losses.)
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2011 Catastrophe Activity
"o, "+ The 2011 catastrophe summary
y b — 30 declared catastrophe events
— More than $32 billion of insured property damage
" — More than 4.75 million catastrophe claims
= verisk
“&F Insurance Solutions THE SCIENCE OF RISKSM
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Catastrophe Claims Comparison

n e Catastrophe claims in 2011 — 4.75 million
i "n — Since 1998 — 39.1 million
— 2011 claims as a percent of total — 12%

« Catastrophe property loss in 2011 — $32.5
billion
— Since 1998 — $258.4 billion
— 2011 insured loss as a percent of total — 12.5%

A Verisk .
%2 Insurance Solutions THE SCIENGE OF RISKSM
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2011 Forecast
n
CSuU 16
TSR 16
WSI 15
NOAA 14-19
2011 Actual 19
Seasonal Average 11
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2011 Hurricane Season |

THE SCIENCE OF RISKSM
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2011Catastrophe Loss Impact on the States

"3 Verisk .
«&F Insurance Solutions

- _
“., "+ Affected by catastrophes
Iy -'_ — 40 of the 50 states and the District of Columbia
* The “losing” states |
" — Texas ~ $3.600 billion 9 events
— Alabama $3.157 b 5 events
— Missouri $3.067 b 7 events
~ — Tennessee $2.800 b 7 events
— North Carolina $2.197 b 7 events
— Kansas $1.373 b 7 events
— Ohio $1.356 b 8 events
- — lllinois $1.247b 12 events

THE SCIENCE OF RISKSM
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1950 to 201

e Hurricane (88)
" e Wind and Thunderstorm Event (1,251)
m * Winter Storm
e Fire — Other
- e Earthquake
e Wildland Fire
e Tropical Storm
e Riot
e Water Damage
e Utility Service Disruption
¢ \/olcanic Eruption
e Total Insured Loss (1,598)

= verisk
\5 Insurance Solutions

- Estlmated Insured Loss by Storm Family:

$136,556,445,790
$118,705,197,458
$25,438,656,159
$20,050,753,604
$13,964,150,000
$6,677,348,000
$4,094,320,000
$970,250,000
$300,000,000
$180,000,000
$27,000,000
$326,989,121,011

THE SCIENCE OF RISKSM
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" 2000
o 2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
Total

. Catastrophe History Summary Report

4,570,000,000
26,548,500,000
5,850,000,000

'~ 12,885,000,000

27,490,000,000
63,301,200,000
9,238,000,000
6,710,000,000
27,045,000,000
10,570,000,000
14,315,000,000
32,470,000,000

239,992,700,000

24
20
25
21
22
24
33
23
37
28
34
30

321
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Catastrophes Costing $1 Billion or More

n
-'.. - |
. « From 1989 to 1999, 13 catastrophes caused more than $1
. billion each, for a total of $50 billion.
— An annual average of 1 catastrophe and $4.5 billion
|

« From 2001 to 2010, 30 catastrophes caused more than $1
billion each, for a total of $145 billion.

— An annual average of 3 catastrophes and $14.5 billion

« Through the end of November 2011, 7 catastrophes caused
more than $1 billion each, for a total of $23.4 billion.

3 verisk _
& Insurance Solutions THE SCIENCE OF RISKSM
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Top Ten Catastrophes

o' "*. Hurricane Katrina $41.1 billion

I "u « WTC attack '$18.8 billion

" < Hurricane Andrew $15.0 billion

= « Northridge earthquake $12.5 billion

e Hurricane lke $12.5 billion

« Hurricane Wilma $10.3 billion

e Hurricane Charley $ 7.5 billion

» Severe weather (April 2011) $ 7.3 billion

« Hurricane Ivan $ 7.1 billion

- Severe weather (May 2011)  § 6.5 billion
éﬁﬁgﬂc&%luﬁom THE SCIENCE OF RISKSM




:‘l.—‘l.—.l'_.l . .I

‘l - I
Top Ten States Affected by Catastrophes

™ ", Florida | | $51.9 billion

-:. + Texas $40.0 billion
" « Louisiana | $35.3 billion
 New York $25.6 billion
- « California | $24.2 billion
« Mississippi $17.5 billion

« Alabama | $10.3 billion
« Oklahoma $ 9.8 billion
« Missouri $ 9.3 billion
« North Carolina $ 8.8 billion

* Includes 2011 catastrophes

3 verisk
5 Insurance Solutions THE SCIENCE OF RISKSM
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Feedback
<, "+ Send feedback to
= — mondaywebseminars@verisk.com

* Next event:
— Monday, December 19, 2:00 p.m. Eastern time

— Medicare Case Law Update: Assessing the
Effects of Hadden v. U.S. and Other Recent
'Medicare Secondary Payer Cases

» Visit www.verisk.com/ws to register |

- Verisk
@ Insurance Solutions THE SCIENCE OF RISKSM




Reforms Needed to Prepare for Major Catastrophes,
Insurance CEOs Tell Forum

JANUARY 10, 2006

New York, Jan.10, 2006 ? Unless the nation changes the way it addresses major
catastrophes, the next hurricane or earthquake will wreak far more economic devastation than
Hurricane Katrina, insurance industry leaders told executives at the 10th annual Joint Industry
Forum, held here.

The panelists agreed that regulatory constraints keep rates artificially low and encourage
development in high risk areas such as Florida; in effect, forcing homeowners and taxpayers to
subsidize wealthy owners of waterfront properties.

"People are willing to pay high prices for homes in coastal areas, but are not willing to pay the
real cost of insuring them, said W.G. Jurgensen, chief executive officer, Nationwide. "Florida is a
one of a kind; a geographical anomaly, he said. "If the state is going to continue to attract new
residents, it will have to make them pay for the view. You can?t ask those living in low risk areas
to subsidize West Palm Beach.

Insurers have had decades of profits wiped out by Hurricane Katrina and are pulling back from
writing insurance in high risk locations, according to Frederick H. Eppinger, president and CEOQ,
The Hanover Insurance Group. "Into this supply breach have stepped under-capitalized start-up
companies, many of which could become insolvent in the event of a mega-disaster. Meanwhile,
the cheap rates they offer drive responsible; established carriers out of the market.

According to Eppinger, thoughtful companies are pulling back from the market.
"Undercapitalized companies will fill the gap, he said. "The question is will they have enough
cash when needed to pay claims?

Edward M. Liddy, chairman, president and chief executive officer, Allstate, said the 2005
hurricane season has raised awareness of the need for a plan to deal with mega-catastrophes.
"The solution is a private program sponsored by the government under which rates for
homeowners would be actuarially sound, he said. "States would create pools funded by all
entities that benefit from a robust local economy such as the banking and real estate sectors. The
key is to pre-fund the cost of reconstruction after a catastrophe.

Liddy called for a federal program to back up the pools in early vears, before adequate funds can
be accumulated.

Brian O?Hara, president and CEQ, XL Capital Ltd., said he was wary of getting the federal
government involved. "Ratemaking controls at the state level prevent the real costs from being
included in premiums. True free markets would go a long way to solving the problem of funding
catastrophes.

CEOs talked about the emotional toll the 2005 catastrophes took on their teams of claims
adjusters, calling them heroes. They described how some adjusters had lost everything they had
to the storms, but worked 24/7 to settle their neighbors? claims.

Edward B. Rust Jr., chairman and CEQ, State Farm, observed that new technology helped his



company provide policyholders with better services. "Satellite imagery now allows us to quickly
identify damaged properties so that we can issue checks to policyholders even before we?ve had
a chance to visit their homes.

CEOs voiced concern about the number of underinsured and uninsured homes and businesses
in the Gulf States, a problem which is at the root of legal challenges regarding insurance
contracts. There was general agreement that litigants would not prevail.

"This goes to the heart of the sanctity of contract law in the U.S, said Ronald R. Pressman,
chairman, president and CEO, GE Insurance Solufions.

On the wind versus flood issue, Pressman called for educating consumers on the importance of
adequate coverage and urged the industry to "think about this educational effort as a long term
investment.

The panel discussion was moderated by Charles M. Chamness, president, National Association
of Mutual Insurance Companies.

The Property/Casualty Insurance Joint Industry Forum was created to provide leaders form the
widest spectrum of the p/c insurance and reinsurance industry with an opportunity to meet with
each other in discussion of topics of general interest.

The sponsoring organizations of the Forum represent a wide spectrum of insurance interests
and audiences. They include: ACORD, American Institute for Chartered Property Casualty
Underwriters, The Geneva Association, Institute for Business & Home Safety, Insurance
Information Institute, Insurance Institute for Highway Safety, International Insurance Society,
Inc., ISO, National Association of Mutual Insurance Companies, National Council on
Compensation Insurance, National Insurance Crime Bureau, Property Casualty Insurers
Association of America and Reinsurance Association of America.



ISO: Property/Casualty Insurers’ Profits and Profitability
Tumbled In First-Half 2011 As Catastrophes Ravaged
Underwriting Results

OCTOBER 7, 2011
ISO/PCI/INSURANCE INFORMATION INSTITUTE

Contacts:

Michael R. Murray, ISO
(201) 469-2339

Cliston Brown, PCI
(847) 553-3671

Loretta Worters, 111
(212) 346-5500

JERSEY CITY, N.J., October 7, 2011 — Private U.S. property/casualty insurers’ net income
after taxes fell to $4.8 billion in first-half 2011 from $16.8 billion in first-half 2010, with
insurers’ overall profitability as measured by their annualized rate of return on average
policyholders’ surplus decreasing to 1.7 percent from 6.4 percent.

Driving the declines in insurers’ net income and overall rate of return, net iosses on
underwmtmg grew to $24.1 billion in first-half 2011 from $5.1 billion in first-half 2010. The
combined ratio — a key measure of losses and other underwriting expenses per dollar of
premium — deteriorated to 110.5 percent for first-half 2011 from 101.7 percent for first-half
2010, according to ISO and the Property Casualty Insurers Association of America (PCI).

"The deterioration in underwriting results is largely attributable to a spike in net losses and loss
adjustment expenses (LLAE) from catastrophes. ISO estimates that insurers’ net LLAE from
catastrophes in first-half 2011 totaled $23.9 billion, up from $8 billion in first-half 2010. These
amounts exclude LLAE that emerged after insurers closed their books for each period but do
include late emerging LLAF from events in prior periods.

Partially offsetting the deterioration in underwriting results, net investment gains — the sum of
net investment income and net realized capital gains (or losses) on investments — grew $2.4
billion to $28.4 billion in first-half 2011 from $26 billion in first-half 2010.

Insurers’ miscellaneous other income fell $0.1 billion to $0.6 billion in first-half 2011 from $0.7
billion in first-half 2010, and their federal and foreign income taxes dropped $4.7 billion to $0.1
billion from $4.8 billion.

Policyholders’ surplus — insurers’ net worth measured according to Statutory Accounting
Principles — fell $0.2 billion to $559.1 billion at June 30, 2011, from $559.2 billion at year-end
2010.

Insurers’ 1.7 percent annualized rate of return on average surplus for first-half 2011 was the
lowest for any first half since the start of ISO’s quarterly records in 1986 and 7.7 percentage
points less than the 9.4 percent average first-half rate of return for the 25 years from 1986 to
2010.



The figures are consolidated estimates for all private property/casualty insurers based on
reports accounting for at least 96 percent of all business written by private U.S.
property/casualty insurers.

“Despite record-setting catastrophe losses from events like the deadly EF 5 tornado that struck
Joplin, Missouri, last May, insurers emerged from first-half 2011 financially sound and well able
to continue providing essential financial protection to consumers and businesses alike — a quiet
but important testament to insurers’ enterprise risk management and the effectiveness of state
solvency regulation,” said David Sampson, PCI’s president and CEQO. “As of June 30, 2011,
insurers had $559.1 billion in policyholders’ surplus to cover new claims and meet other
contingencies — more than 150 times all direct insured losses to U.S. property from Hurricane
Irene. The industry is strong, well-capitalized, and capable of paying claims.”

“The 110.5 percent combined ratio for first-half 2011 is the worst six-month underwriting result
since the 111.1 percent combined ratio for first-half 2001. Even after adjusting for record
catastrophe losses, the latest data indicates that insurers continued to face strong headwinds in
their core business — underwriting,” said Michael R. Murray, ISO’s assistant vice president for
financial analysis. “ISO estimates that insurers’ combined ratio would have risen 1.3 percentage
points to 103 percent in first-half 2011 if net LLAE from catastrophes had remained the same as
they were in first-half 2010. The deterioration in adjusted underwriting results is a particular
cause for concern, because 1oday low interest rates severely limit insurers ab1htv to generate
incremental investment income.”

The property/casualty industry’s 1.7 percent annualized rate of return for first-half 2011 was the
net result of negative rates of return for mortgage and financial guaranty insurers and single-
digit rates of return for other insurers. ISO estimates that mortgage and financial guaranty
insurers’ annualized rate of return on average surplus improved to negative 26.1 percent for
first-half 2011 from negative 43.6 percent for first-half 2010. Excluding mortgage and financial
guaranty insurers, the industry’s annualized rate of return fell to 2.3 percent in first-half 2011
from 7.6 percent in first-half 2010.

Underwriting Resulis

Underwriting gains (or losses) equal earned premiums minus LLAE, other underm*ztmg
expenses, and dividends to policyholders.

Net losses on underwriting grew $19 billion to $24.1 billion in first-half 2011 from $5.1 billion in
first-half 2010, as growth in LLAFE and other underwriting expenses outpaced growth in
premiums earned.

Net written premiums rose $5.5 billion, or 2.6 percent, to $218.8 billion for first-half 2011 from
$213.3 billion for first-half 2010. Net earned premiums rose $4.5 billion, or 2.2 percent, to
$212.5 billion from $208 billion.

Net LLAE (after reinsurance recoveries) rose $21.7 billion, or 14.2 percent, to $174.2 billion in
first-half 2011 from $152.5 billion in first-half 2010.

Other underwriting expenses — primarily acquisition expenses; expenses associated with
underwriting, pricing, and servicing insurance policies; and premium taxes — rose $1.8 billion,
or 3.1 percent, to $61.6 billion in first-half 2011 from $59.8 billion in first-half 2010.



Dividends to policyholders totaled $0.8 billion in first-half 2011, essentially unchanged from
dividends to policyholders in first-half 2010.

Though the increase in overall LLAE is primarily a result of losses from catastrophes, other
losses also rose. ISO estimates that private insurers’ net LLAE from catastrophes jumped $15.9
billion to $23.9 billion in first-half 2011 from $8 billion in first-half 2010. Other net LLAE rose
$5.7 billion, or 4 percent, to $150.3 billion through six-months 2011 from $144.5 billion through
six-months 2010.

According to ISO’s Property Claim Services (PCS) unit, catastrophes striking the United States
in first-half 2011 caused $23 billion in direct insured losses (before reinsurance recoveries) for
all insurers (including residual-market insurers and foreign insurers and reinsurers), up $14.1
billion compared with the direct insured losses caused by catastrophes striking the United States
in first-half 2010 and about three times the $7.7 billion average for first-half direct catastrophe
losses during the past ten years.

U.S. insurers’ $23.9 billion in net LLAE from catastrophes in first-half 2011 included an
estimated $19.7 billion in LLAE from catastrophes that struck the United States. Though
estimating the LLAE from foreign catastrophes included in U.S. insurers’ financial results is
difficult, the available information suggests that U.S. insurers’ net LLAE for first-half 2011
included between $3 billion and $5 billion in LLAE from catastrophes striking elsewhere around
the globe — events such as the earthquake and tsunami that struck northeastern Japan on
March 11 and the earthquake that struck Christchurch, New Zealand, on February 22 (February
21 UTC).

" Downward revisions to the estimated ultimate cost of claims incurred in prior years and
consequent releases of LLAE reserves reduced reported net LLAE for both first-half 2011 and
first-half 2010. Such downward revisions and releases dropped to $7.3 billion in first-half 2011
from $9¢.1 billion in first-half 2010. Excluding those amounts, net LLAE increased $1g.9 billion,
or 12.3 percent, to $181.5 billion in first-half 2011 from $161.6 billion in first-half 2010.

Reflecting the excess of increases in the costs of providing coverage over increases in premiums,
the combined ratio deteriorated by 8.8 percentage points to 110.5 percent in first-half 2011 from
101.7 percent in first-half 2010.

The $24.1 billion in net losses on underwriting in first-half 2011 amounted to 11.3 percent of the
$212.5 billion in net premiums earned during the period, whereas the $5.1 bﬂhon in net losses
on underwriting in first-half 2010 amounted to 2.5 percent of the $208 billion in net premiums
earned during that period.

“Growth in net written premiums accelerated to 2.6 percent in first-half 2011 from 0.4 percent
in first-half 2010 and negative 4.4 percent in first-half 2009. But results varied significantly by
sector,” said Murray. “Excluding mortgage and financial guaranty insurers, net written premium
growth for insurers writing predominantly commercial lines climbed fo 2.9 percent in first-half
2011 from negative 3.1 percent in first-half 2010. Conversely, premium growth for insurers
writing mostly personal lines slowed to 2.7 percent from 3.5 percent. Net written premium
growth for insurers writing more balanced books of business increased to 2.2 percent in first-
half 2011 from 1.7 percent in first-half 2010.” '



“While the acceleration in first-half net written premium growth to the fastest rate in five years
is certainly welcome news, written premium growth continued to fall short of nominal growth in
the economy and insurers’ losses and loss adjustment expenses,” said Sampson. “In first-half
2011, U.S. current dollar GDP rose 3.9 percent compared with its level a year earlier, while
insurers’ net written premiums increased 2.6 percent. Even excluding the effects of
catastrophes, insurers’ losses and loss adjustment expenses rose 4 percent — again, one and a
half times as fast as premiums.”

“Reflecting the weakness in the economy, mortgage and financial guaranty insurers continued to
suffer disproportionate losses on underwriting,” said Murray. “Though mortgage and financial
guaranty insurers’ combined ratio improved 10 percentage points to 186.3 percent for first-half
2011 from 196.4 percent for first-half 2010, their combined ratio for first-half 2011 was 76.9
percentage points worse than the 109.4 percent combined ratio for the industry excluding
mortgage and financial guaranty insurers.”

Mortgage and financial guaranty insurers’ net written premiums fell 2.4 percent to $2.6 billion
for first-half-2011 from $2.7 billion for first-half 2010. Their net earned premiums fell 7.2
percent to $3.1 billion in first-half 2011 from $3.3 billion a year earlier, with the 10-percentage-
point 1mpr0vemem in mortgage and financial guaranty insurers’ combined ratio driven by a 16.6
percent drop in their LLAE to $4 g billion in first-half 2011 from $5.8 billion in first-half 2010.
Mortgage and financial guaranty insurers’ other underwriting expenses rose to $0.8 billion in
first-half 2011 from $0.6 billion a year earlier.

Exciudmg mortgage and financial guaranty insurers, mduatry net written premiums rose 2.6
percent in first-half 2011 to $216.2 billion, earned premiums increased 2.3 percent to $209.4
billion, LLAE grew 15.4 percent to $169.3 billion, other underwriting expenses increased 2.8
percent to $60 8 billion, and dividends to policyholders were essentially unchanged from their
level in first-half 2010 at $0.8 billion. Reflecting those developments, the combined ratio for the
industry excluding mortgage and financial guaranty insurers rose 9.2 percentage points t0 109.4
percent for first-half 2011 from 100.2 percent for first-half 2010.

Investment Resulls

Insurers net investment income — primarily dividends from stocks and interest on bonds —
increased 4.5 percent to $24.8 billion in first-half 2011 from $23.7 billion in first-half 2010.
Insurers’ net realized capital gains on investments in first-half 2011 grew $1.3 billion to $3.6
billion from $2.3 billion a year earlier. Combining net investment income and net realized
capital gains, overall net investment gains rose $2.4 billion, or 9.2 percent, to $28.4 billion for
first-half 2011 from $26 billion for first-half 2010.

“The growth in insurers’ investment income in first-half 2011 resulted from a $1.8 billion
increase in the dividends that one insurer received from a major noninsurance operation
acquired in early 2010,” said Sampson. “Excluding that $1.8 billion, insurers’ net investment
income actually declined by $0.7 billion, or 2.8 percent, to $23.1 billion in first-half 2011 as a2
consequence of low interest rates and declines in investment income yields. Insurers’ average
holdings of cash and invested assets — the assets on which insurers earn investment income —
rose 4.8 percent in first-half 2011 compared with their level a vear earlier.”

Combining the $3.6 billion in net realized capital gains in first-half 2011 with $3.¢ billion in net
unrealized capital gains during the same period, insurers posted $7.5 billion in net overall



capital gains for first-half 2011 — an $11.8 billion swing from the $4.3 billion in overall capital
losses on investments for first-half 2010.

“Insurers’ overall capital gains for first-half 2011 reflect developments in financial markets. The
NASDAQ Composite and the New York Stock Exchange Composite both rose 4.5 percent during
first-half 2011, with the S&P 500 rising 5 percent and the Dow Jones Industrial Average
climbing 7.2 percent,” said Murray. “Insurers’ investment results also benefited from a decline
in realized capital losses on impaired investments, which dropped to $1.2 billion in first-half
2011 from $2.2 billion in first-half 2010. But the major stock indexes all declined significantly in
third-quarter 2011 and were down year-to-date as of the close on September 30 — meaning
insurers’ results for nine-months 2011 may show overall capital losses instead of capital gains.”

Pretax Operating income

Pretax operating income — the sum of net gains or losses on underwriting, net investment
income, and mlscellaneoug other income — fell $18 billion, or 93.4 per cent 10 $1.3 billion for
first-half 2011 from $19.3 billion for first-half 2010. The $18 billion decrease in operating
income was the net result of the “';19 billion increase in net losses on underwriting, the $1.1
billion increase in net mvcstmcnt income, and the $0.1 billion decline in miscellaneous other
income.

Mortgage and financial guaranty insurers’ operating income improved to negative $1.8 billion in
first-half 2011 from negative $2 billion in first-half 2010. Excluding mortgage and financial
guaranty insurers, the insurance industry’s operating income fell $18.2 billion, or 85.4 percent,
to $3.1 billion for first-half 2011 from $21.3 billion for first-half 2010.

Net income after Taxes

Combining operating income, net realized capital gains (losses), and federal and foreign income
taxes, the insurance industry’s net income after taxes for first-half 2011 totaled $4.8 billion —
down $12 billion, or 71.6 percent, from $16.8 billion for first-half 2010. The $12 billion decline
in net income was the net result of the $18 billion decrease in operating income, the $1.3 billion
increase in net realized capital gains, and the $4.7 billion decrease in federal and foreign income
taxes.

Mortgage and financial guaranty insurers’ net income after taxes rose to negative $1.6 billion for
first-half 2011 from negative $2.6 billion for first-half 2010. Excluding mortgage and financial
guaranty insurers, the insurance industry’s net income after taxes dropped $13.1 billion to $6.3
billion for the six months ending June 30, 2011, from $19.4 billion for the six months ending
June 30, 2010.

Policyholders’ Surplus

Policyholders’ surplus decreased $0.2 billion to $559.1 billion as of June 30, 2011, from $559.2
billion at year-end 2010. Additions to surplus in first-half 2011 included insurers’ $4.8 billion in
net income after taxes, $3.9 billion in net unrealized capital gains on investments (not included
in net income), $1.5 billion in new funds paid in, and $0.1 billion in miscellaneous other
additions to surplus. Those additions were more than offset by $10.4 billion in dividends to
shareholders.



Insurers’ $3.9 billion in net unrealized capital gains on investments in first-half 2011 constituted
a $10.5 billion swing from their $6.5 billion in net unrealized capital losses in first-half 2010.

The $1.5 billion in new funds paid in during first-half 2011 was down from $23.7 billion in first-
half 2010.

Miscellaneous additions to surplus declined $0.2 billion to $0.1 billion in first-half 2011 from
$0.3 billion in first-half 2010.

Dividends to shareholders declined to $10.4 billion in first-half 2011 from $12.9 billion in first-
half 2010.

Mortgage and financial guaranty insurers’ surplus fell to $11.6 billion as of June 30, 2011, from
$12.3 billion at vear-end 2010. Excluding mortgage and financial guaranty insurers, industry
surplus rose $0.6 billion to $547.5 billion as of June 30 this year from $546.9 billion as of
December 31, 2010.

“Using 12-month trailing premiums, the premium-to-surplus ratio as of June 30, 2011, was 0.77
— almost identical to the record-low 0.76 for full-year 2010 based on annual data extending
back to 1959 and only about half the 1.49 average premium-to-surplus ratio for the 52 years
from 1959 to 2010. Similarly, the ratio of loss and loss adjustment expense reserves to surplus as
of June 30 this year was 1.03 — far below the 1.42 average LLAE-reserves-to-surplus ratio for
the past 52 years,” said Murray. “With leverage ratios such as these providing simple measures
of the amount of risk supported by each dollar of surplus, insurers appear to be exceptionally
well capjtdhzed at this point. But to the extent that these same leverage ratios provide insight
into insurers’ capacity utilization and the potential supply of insurance, they help exp}am why
some insurance markets have remained so soft for so long.”

Second-Quarter Resuits

The property/casualty insurance industry’s consolidated net income after taxes fell to negative
$3.1 billion in second-quarter 2011, down $10.8 billion from positive $7.8 billion in second-
quarter 2010. Property/casualty insurers’ annualized rate of return on average surplus dropped
to negative 2.2 percent in second-quarter 2011 from positive 5.8 percent a year earlier.

Mortgage and financial guaranty insurers’ annualized rate of return fell to negative 34.6 percent
in second-quarter 2011 from negative 27.4 percent in second-quarter 2010, as their net income
after taxes dropped to negative $1 billion from negative $0.8 billion. Excluding mortgage and
financial guaranty insurers, the insurance industry’s annualized rate of return fell to negative 1.5
percent in second-quarter 2011 from positive 6.5 percent in second-quarter 2010.

The $3.1 billion net loss after taxes for the entire insurance industry in second-quarter 2011 was
a result of $7.3 billion in pretax operating losses, less $2.6 billion in net realized capital gains on
investments and $1.7 billion in federal and foreign income tax recoveries.

The industry’s $7.3 billion in pretax operating losses for second-quarter 2011 was a $16.3 billion
swing from the industry’s $9 billion in pretax operating income for second-quarter 2010. The
industry’s second-quarter 2011 pretax operating losses were the net result of $19.6 billion in net
losses on underwriting and $12.2 billion in net investment income. Excluding mortgage and
financial guaranty insurers, pretax operating losses for second-quarter 2011 amounted to $6.3
billion — a $15.8 billion swing from $9.6 billion in pretax operating income for second-quarter
2010.



Net losses on underwriting grew $16.3 billion to $19.6 billion in second-quarter 2011 from $3.3
billion in second-quarter 2010.

ISO estimates that the net LLAE from catastrophes included in private U.S. insurers’ financial
results rose to $17.4 billion in second-quarter 201t from $5.8 billion a year earlier. These
amounts exclude LLAF that emerged after insurers closed their books for each period but do
include late emerging LLAE from events in prior periods.

Excluding loss adjustment expenses, direct insured losses from catastrophes striking the United
States in second-quarter 2011 totaled $20.8 billion, up $14.4 billion from the direct insured

- Josses caused by catastrophes that struck the United States in second-quarter 2010, according to
ISO’s PCS unit.

Second-quarter 2011 net losses on underwriting amounted to 18.3 percent of the $107.3 billion
in premiums earned during the period. Second-quarter 2010 net Josses on underwrifing
amounted to 3.2 percent of the $104.8 billion in premiums earned during that period.

The industry’s combined ratio deteriorated to 117.6 percent in second-quarter 2011 from 102.3
percent in second-quarter 2010 — rising to its highest level since the 120.3 percent combined
ratio for fourth-quarter 2001 and setting a new record high for the second quarter based on
quarterly records extending back to 1986. ‘

The $19.6 billion in net losses on underwriting was after deducting $0.3 billion in premiums
returned to policyholders as dividends, with dividends to policyholders up $0.1 billion from
their level in second-quarter 2010.

Written premiums rose $1.7 billion, or 1.6 percent, to $109.7 billion in second-quarter 2011 from
$108 billion in second-quarter 2010.

Earned premiums grew $2.4 billion, or 2.3 percent, to $107.3 billion in second-quarter 2011
from $104.8 billion in second-quarter 2010.

Excluding mortgage and financial guaranty insurers, net written premiums rose 1.7 percent in
second-quarter 2011, earned premiums rose 2.5 percent, LLAE increased 23.3 percent, and the
combined ratio climbed to 116.5 percent from 101.3 percent in second-quarter 2010.

“In second-quarter 2011, the industry achieved its fifth successive quarter of growth in written
premiums, following 12 quarters of declines,” said Sampson. “But written premium growth
slowed to 1.6 percent in second-quarter 2011 from 3.5 percent in first-quarter 2011, and
economists warn that the economy is at risk of slipping back into recession. All of this suggests
that insurers would be well advised to sharpen their focus on the core fundamentals of the
insurance business — cost-based pricing, disciplined underwriting, solid claims adjudication,
and risk management.”

The $12.2 billion in net investment income in second-quarter 2011 was up $0.2 billion, or 1.3
percent, compared with $12.1 billion in second-quarter 2010.

Miscellaneous other income dwindled to near nil in second-quarter 2011 from $0.2 billion in
second-quarter 2010.



Net realized capital gains on investments climbed to $2.6 billion in second-quarter 2011 from
$1.3 billion in second-quarter 2010.

Combining net investment income and net realized capital gains, net investment gains rose $1.5
billion, or 11.1 percent, to $14.8 billion in second-quarter 2011 from $13.4 billion a year earlier.

Insurers did not post meaningful amounts of net unrealized capital gains or losses on
investments in second-quarter 2011, but that constituted an improvement from insurers’ $11.4
billion in net unrealized capital losses on investments in second-quarter 2010. Combining
realized and unrealized amounts, the insurance industry posted $2.7 billion in net overall capital
gains in second-quarter 2011 — a $12.8 billion swing from the $10.1 billion in net overall capital
losses on investments in second-quarter 2010.

The $2.7 billion in overall capital gains for second-quarter 2011 was net of $0.5 billion in
realized write-downs on impaired investments, with realized write-downs on impaired securities
falling from $1.1 billion in second-quarter 2010.
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