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P/C Insurance Industry:

Financial Overview Amid the
COVID-19 Pandemic

The P/C Insurance Industry Entered the
COVID-19 Pandemic from a Position of
Financial Strength

Asset Value Volatility is High but
Manageable—Greatest Threat Comes
from State Legislatures



POIicyhOIder Surplus (CapaCity)! The P/C insurance industry
entered the COVID-19 pandemic
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2010:Q1 data includes $22.5B of paid-in
capital from a holding company parent
for one insurer’s investment in a non-
insurance business.

Sources: ISO, A.M .Best; 2019E from Center for Risk and
Uncertainty Management, University of South Carolina,
based on actual $812.2B through 9/30/2019.
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from a position strength

Drop due to near-record
2011 CAT losses
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Policyholder Surplus is the industry’s
financial cushion against large insured

events, periods of economic stress and
financial market volatility. It is also a
source of capital to underwrite new risks.




ROE: Property/Casualty Insurance by Major Event,
1987-2019E

(Percent)
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P/C Profitability Is
Influenced Both by Katrina, Harvey,

Cyclicality and Volatility Rifa, Wilma WL
CA

Wildfires

Lowest CAT
Losses in
15 Years

Andrew, ] . .
Iniki Financial Crisis* Record

Northridge ROE fell by 8.3 pts | Tornado
from 12.7% to 4.4% | Losses
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*Excludes Mortgage & Financial Guarantee in 2008 — 2014.
Sources: ISO, Fortune; A.M. Best (2018E-2019F); USC RUM Center.



Percentage Point Change in P/C ROEs
During Past Economic Downturns:

1971 B Present Change in P/C ROE During Past
Economic Downturns
Percentage Point Avg.: -4.5% (-4.0% ex. 2000-01)
Change Median: -5.0% (-3.0% ex. 2000-01)
2.0% - 0.8%
0.0% -
-2.0% -
4.0% A Although the COVID-19
o economic downturn will
6.0% | be sharp, it’s expected to
' be brief with a rapid “V-
8.0% - Shaped” recovery
-8.3%
-10.0% -
2007-08 2000-01* 1973-75 1981-82 1979-80 1990-91

*2000-2001 decline impacted by 9/11 losses.

Source: USC Center for Risk and Uncertainty Management.



P/C Industry Net Income After Taxes, 1991-2019F*

il ® 2005 ROE= 9.6%
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Net Income finally returned to
pre-financial crisis levels in
2019. All else equal, COVID

impacts will likely have a

tempering influence in 2020,

but far too soon to tell.
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*2019 estimate based on annualized actual Q3:19 figure of $48.075B. ROE figures are GAAP; 'Return on avg. surplus. Excludes Mortgage & Financial Guaranty insurers for years (2009-2014).

Sources: A.M. Best, ISO.



P/C Insurance ROE vs. Fortune 500, 1975-2019E*

Average: 1975-2018
Fortune 500: 13.3%

ROE P/C Insurance: 9.0%
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*2018 Fortune 500 figure is an estimate.

Profitability = P/C insurer ROEs. 2011-18 figures are estimates based on ROAS data. Note: Data for 2008-2014 exclude mortgage and financial guaranty insurers.
Source: NAIC, ISO, Fortune.



Net Premium Growth (All P/C Lines):
Annual Change, 1971—2019F

(Percent)
1975-78 1984-87 2000-03

25% - Net Written Premiums Fell
0.7% in 2007 (First Decline
Since 1943) by 2.0% in 2008,
20% - and 4.2% in 2009, the First 3- 2013: 4.4%
Year Decline Since 1930-33.

2012: +4.2%
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*Figure is actual 2018:9M vs. 2017:9M change adjusted for affects of the TCJA of 2017. Shaded areas denote “hard market” periods
Sources: A.M. Best (1971-2013, 2020F), ISO (2014-19); Risk & Uncertainty Management Center, Univ. of South Carolina estimate for 2019.



Commercial Lines NPW Premium Growth: 1975 - 2019F
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Commercial
lines premium
growth has
been sluggish

Commercial lines is prone to
far more cyclical volatility that s
personal lines.

for years,
reflecting weak
pricing
environment.

1988-2000:
Period of

inter-cycle
stability
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Note: Data include state funds beginning in 1998.
Source: A.M. Best; Insurance Information Institute; Univ. of South Carolina Center for Risk and Uncertainty Management, ISO.
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Change in P/C Net Written Premium Growth
During Past Economic Downturns: 1971 - Present

Percentage Point Change Change in P/C ROE During Past
in Growth Rate Economic Downturns

Avg.: -0.4%
Median: -0.6%

4.0% -
3.0% -
2.0% -
1.0% -
0.0% -
-1.0% - Economic downturns have been
2.0% A associated with varied growth
e experience. The COVID-19 pandemic will
-3.0% likely slow growth materially in 2020, but

4.0% - -3.5% should remain slightly positive overall.
_5.0% 4 -4.3% Effects could carry over into 2021.

1979-80 2007-09 1990-91 1981-82 1973-75 2000-01*

*2000-2001 decline impacted by 9/11 losses.

Source: USC Center for Risk and Uncertainty Management. 11



P/C Insurance Industry Combined Ratio, 2001-2019E*

2019 Combined Ratio Est.

As Recently as 2001, If_elatgz!ly Hé:g::r 93.0
Insurers Paid Out Lc:)v;ses Losses,
Nearly $1.16 for Every Reserve Shrinking
$1in Earned Releases Reserve
Premiums Relatively Releases,

Low CAT Toll of Soft
Heavy Use of Losses, ‘:‘_"9' CAT Market
120 - Reinsurance Reserve Knsses,
LO\II_vered Net Releases Res:,-rr?/ e
osses
| Releases
Best Deterioration /
110 - Combined Ir&";andy
. o pacts
Ratio Since 106.5
1949 (87.6) ' Lower
' CAT
101.0 101.1 Losses 99.2
100 . 99.3
95.7
90 I T T T

01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19*

* Excludes Mortgage & Financial Guaranty insurers 2008--2014.
**Actual through Q3 2019 was 97.8
Sources: A.M. Best, ISO (2014-2019). 12



INVESTMENTS:
THE NEW REALITY

Investment Performance Is a Key Driver
of Insurer Profitability

Aggressive Rate Cuts Will Adversely
Impact Invest Earnings

Financial Crisis Déja Vu?



Property/Casualty Insurance Industry Investment Income:
2000-2019E

N recovering. 2018 igures

($ Billions) overstate improvement due to

$60 - provision of the TCJA 2017
$55.3
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Due to persistently low interest rates, investment income fell in 2012, 2013 and

2014 but showed a small (1.7%) increase in 2015—though 2016 experienced
another decline. Gains in 2018-19 are overstated due to the TCJA 2017.

*2018-19 figures are distorted by provisions of the TCJA of 2017. Increase reflects such items as dividends from foreign subsidiaries.
**Estimate based on annualized H1 actual figure of $13.158B. Figure is likely also distorted by the TCJA of 2017.
" Investment gains consist primarily of interest and stock dividends. Sources: ISO; University of South Carolina, Center for Risk and Uncertainty Management.



Net Investment Yield on Property/Casualty
Insurance Invested Assets, 2007-2020F*

(Percent)
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Investment yields remained
depressed--down about 150 BP from
_ pre-crisis levels. COVID-19 Fed rate
45 - cuts will push asset yield down
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The yield on invested assets remains low relative to pre-crisis yields. Fed

rate increases beginning in late 2015 through 2018 halted the slide in
yields, but rate cuts in 2019/2020 will preclude future gains

Sources: NAIC data, sourced from S&P Global Market Intelligence; 2017-19 figures are from ISO. 2020F is from the Risk and Uncertainty Management Center, Univ. of South Carolina.



US Treasury Security Yields:

A Long Downward Trend, 1990-2020* and QE in response to the
COVID-19 pandemic and

Fed emergency rate cuts

9%

Yields on 10-Year US Treasury market volatility have
Notes have been essentially -
8% below 5% for more than a pushed rates FO their
decade lowest levels since the
% financial crisis
6%
10-YR. TREASURY
5% 0
3/2019: 2.57%
4% 3/24/20: 0.84%
3% -
2% - -
Recession
1% | — — 2-YrYield
— 10-YrYield
0%
'90'91'92'93'94'95'96'97'98'99'00'01'02'03'04'05'06'07'08'09'10'11'12'13'14'15'16'171'18'19'2(

Since roughly 80% of P/C bond/cash investments are in 10-year or shorter durations,

most P/C insurer portfolios will have low-yielding bonds for years to come.

*Monthly, constant maturity, nominal rates, through March 2020.

Sources: Federal Reserve Bank at http://www.federalreserve.qgov/releases/h15/data.htm. National Bureau of Economic Research
(recession dates); Insurance Information Institute.



http://www.federalreserve.gov/releases/h15/data.htm

S&P 500 Index Returns, 1950-2020*

Annual Return
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*Through March 25, 2020.

The S&P 500 was up 28.9% in 2019, the

best year since 2013, following a decline
of 6.2% in 2018. Gains are jeopardize by
sharp declines amid COVID-19 pandemic

AN

017: +19.

e

2016: +9.5

2020 YTD
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Source: NYU Stern School of Business: http://pages.stern.nyu.edu/~adamodar/New Home Page/datafile/histretSP.html; Center for

Risk and Uncertainty Management, University of South Carolina



http://pages.stern.nyu.edu/~adamodar/New_Home_Page/datafile/histretSP.html

Financial Markets Have The Dow's best day since 1933

Top 10 measured by Dow Jones Industrial Average daily percent change

Been Extremely Volatile March 15, 1933 |
Octoer 6, 1931 I
October 30, 1929 [

® March 24/25: First back-to-back June 22, 1931 TR
gains since Feb. 4 Sep:lf,ii,lf ;,212?3_

October 13, 2008 GG

. October 28, 2008 NG

® March 24: Largest DJIA % gain October 21, 1987 N

) ugust 3, /1
since 7933: +11% s

0% 2% 4% 6% 8% 10% 12% 14% 16%
B March 23: S&P at its lowest Stock market turmoil
|eve| since |ate 201 6 Daily percent change in the S&P 500 index as of market close on March 25, 2020
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® March 9: Largest DJIA point
drop ever: -2,014 pts. (-7.79%
drop largest % terms since

10/15/08)
Mar1 Mar12 Mar13 Mar16 Mar 17 Mar18 Mar 19 Mar 20 Mar 23 Mar 24 Mar 25

Source: CNBC.com; Center for Risk and Uncertainty Management, University of South Carolina
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THE ECONOMY

The Strength of the Economy Has Always Influenced
Growth in Insurers’ Exposure Base Across Most Lines

The Links Between the Economy and the P/C Insurance
Industry Are Strengthening

COVID-19 Pandemic Will Directly Impact Growth
As Exposures Shrink—A “V-Shaped Recovery”?



Length of US Business Cycles, 1929-Present-

Duration (Months) B Contraction 128
130 - _ B Expansion Following 120
120 | Average Duration*
110 . Recession = 13.4 Months 106
Expansion = 63.8 Months The current
100 - economic
90 - 30 expansion (as
80 - of Feb. 2020)
70 | was the
58 longest in US
60 ‘4350 45 history (began
4513 | 37 39 36 July 2009)
24 It has likely
30 1 16 16 ended—but
20 - 13 8 111 | 10 8 10| | 11 12 perhaps only
10 - 6 interrupted
Mont(r)l

Recession Aug. May Feb. Nov. July Aug. Apr. Dec. Nov. Jan. Jul. Jul. Mar. Dec.
Started 1929 1937 1945 1948 1953 1957 1960 1969 1973 1980 1981 1990 2001 2007

* As of Feb. 2020, inclusive
Sources: National Bureau of Economic Research; Risk and Uncertainty Management Center, University of South Carolina.



US Real GDP Growth* COVID-19 pandemic is

expected to result in 2

quarters of economic
Real GDP
Growth (%)

contraction before recovery
later in the year
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Demand for Insurance Will Be Impacted As the Economy Slows but

Should Improve by Late Q3 and into Q4

*

Estimates/Forecasts from Wells Fargo Securities.
Source: US Department of Commerce, Wells Fargo Securities 3/20/20; Center for Risk and Uncertainty Management, University of South Carolina.



Breakdown of $2 Trillion Emergency Aid/Stimulus Bill

Loans to Distressed Companies

Small Business Loans The COVID-19 emergency
stimulus package will benefit
Direct Payments to Individuals many segments of the
economy as well as
Expansion of Unemployment Benefits individuals. For P/C
insurers, aid to small
Misc. Tax Benefits to Businesses businesses and incentives to
keep employees on payrolls
Direct Aid to State & Local Govts. may have some of the

largest indirect benefits
because both preserve

Aid to Hospitals .
insurable exposures

Aid to Public Transit Systems . $25

$0 $100 $200 $300 $400 $500 $600

Source: Wall Street Journal, 3/26/20; University of South Carolina, Risk and Uncertainty Management Center.



U.S. National Debt, 1966 — 2019*

($ Trillions)

$25 The national debt hit $22 ' -
Trillion for the first time in 22.7 Trillion
. February 2019 and will
$20 Inflation Alert ® qntinueto grow rapidly
Large deficits B for the foreseeable future.

that increase Debt/GDP Ratio =105%+
$15 as a share of (Highest Since WW i)

GDP are, at
$10 some point,
unsustainable
and
$5 inflationary

$0
66 69 72 75 78 81 84 87 90 93 96 99 02 05 08 11 14 1718

*As of Feb. 2019.
Source: Congressional Budget Office; Federal Reserve Bank of St. Louis: htips://fred.stlouisfed.org/series/ GEFEDEGDQ188S



https://fred.stlouisfed.org/series/GFDEGDQ188S

The Economy Drives P/C Insurance Industry Premiums:
2006:Q1-2019:Q3
Direct Premium Growth (All P/C Lines) vs. Nominal GDP: Quarterly Y-o-Y Pct. Change
8% —DWP y-o-y change  —y-0-y nominal GDP growth
6% -

4% -

2%

1

0%

As GDP growth turns
negative in 2020, DWP will
4% decelerate sharply

-2%

1

-6% -
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Direct written premiums track nominal GDP fairly tightly over time,

suggesting the P/C insurance industry’s growth prospects inextricably
linked to economic performance.

Sources: SNL Financial; U.S. Commerce Dept., Bureau of Economic Analysis; ISO; I.1.I.; Risk and Uncertainty Management Center, University of South Carolina.




Consumer Confidence Index: Jan. 1987— Feb. 2020

200
e Fb O oy Extremely strong labor market
—Present Situation: Feb @ 165.1 condlt!ons are vaporizing and
—Expectations: Feb @ 107.8 | will cause consumer

confidence related to their
150 T T Present Situation to plummet
CUA  nabe™  AAWLA N
100 PR Wyt 100

Consumer Expectations will

be severely adversely
impacted by the rapid

0 ’ ; : ’ ’ : : ’ ’ 0 disappearance of jobs
01 03 05 07 09 11 13 15 17 19

Outlook: Consumer confidence will be severely tested in

the months ahead as the COVID-19 pandemics economic
effects intensify

Source: The Conference Board; Wells Fargo Research.
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rate will rise to 5.3%+
in late 2020—highest

and WC’s

eroded payrolls
exposure base.
10% in late 2009.

Unemployment peaked at

US Unemployment Rate Forecast

11% ~
10% ~
9% -
8% +
7% -
6% +
5% —'E?
4% ~
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forecasts
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Sources: US Bureau of Labor Statistics; Wells Fargo Securities (3/20 edition); Risk and Uncertainty Management Center, University of South Carolina.



Initial Unemployment Claims: Set to Soar

Initial claims for

700,000 Weekly unemployment unemployment hit

: claims peaked at 665K 281K on March 19 a
S in early 2009 during sharp increase but
were poised to soar...

the Great Recession

500,000

400,000

300,000

200,000
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Initial claims for unemployment will soar to record levels,

resulting in a major reversal in Workers Comp payroll
exposure growth

Source: Federal Reserve Bank of St. Louis (FRED) from US Employment and Training Commission.



Initial Unemployment Claims: New Record High-> 3.28 Million Claims
(Jan. 1967 — March 2020)

Initial claims for

3,600,000 unemployment

3,200,000 hit a record 3.28

2,800,000 million for the

s ) Financial week ending

2,000,000 Previous Crisis Peak: 3/21/20!

© 500000 record: 695K 665K in

1,200,000 in Oct. 1982 March 1982

400,000 MWWW*» M \A

0

1570 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020

Initial claims for unemployment will continue to soar,

resulting in a major and immediate loss in Workers
Comp payroll exposure growth

Source: Federal Reserve Bank of St. Louis (FRED) from US Employment and Training Commission.




NFIB Small Business Optimism Index:

Jan. 1988-Feb. 2020 Small Business
110 Optimism weakened in
2019 and early 2020 on
105 + fears of greater
economic uncertainty
100 (esp. trade war fears)
and labor quality issues
95 +
o The economic fallout
from COVID-19 will
. | cause small business
—Small Business Optimism: Feb @ 104.5 Sentlment to plunge
Average (1988 - Present): @ 97.8 causing hlrlng and
80 } } { } } } { } $ { $ } } { } $
88 90 92 94 96 98 00 02 04 06 08 10 12 14 16 18 20 investment to move
Outlook: Small businesses sentiments will fall sharply with sharply negative

significant negative repercussions for p/c insurers

Source: National Federal of Independent Business; Wells Fargo Research.



Retail, Food & Beverage Sales: Set to Plunge

20%

10% +

0%

-10% T

-20% T

-30%

US Retail Sales

—Year-over-Year Percent Change: Feb @ 4.9%
—3-Month Annual Rate: Feb @ 2.1%
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Food & Beverage Store Sales

—12-Month Moving Average: Feb @ 3.1%
Year-over-Year Percent Change: Feb @ 2.9%
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Retail sales (after hoarding runs its course) will plunge due to COVID-19

shutdowns. Large numbers of bankruptcies are likely. Negative impact on P/C

exposure growth in this segment into 2021.

Source: National Federal of Independent Business; Wells Fargo Research.
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Percent of Small Businesses Planning to Increase

Capital Spending: Jan. 1993—-Feb. 2020

45%

40% -+

35% +

30% -+

25%

20% <+

15%

ODutlook: The outlook

-=Planning to Increase Capital Outlays: Feb @ 27.2%

93 95 97 99 01 03 05 07 09 11 13 15 17 19

45%

+ 40%

T 35%

+ 30%

T 25%

+ 20%

15%

or small businesses investment is

gloomy with few growth prospects for p/c insurers in this

segment for some time

Capital spending by
small businesses will
be slashed due to the

devastating effects

COVID-19 on this

highly vulnerable
economic segment,
despite $350B in
federal aid

Source: National Federal of Independent Business;
Wells Fargo Research.



New Private Housing Starts, 1990-2025F

COVID-19 will likely slow new

(Millions of Units)

© S homebuilding, though activity could
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Pre-COVID 1-9, Insurers Had Been Seeing Meaningful Exposure Growth in the Wake

of the “Great Recession” Associated with Home Construction: Construction Risk
Exposure, Surety, Commercial Auto; Potent Driver of Workers Comp Exposure

Source: U.S. Department of Commerce; Wells Fargo Securities (3/20 for 2020-21F), Blue Chip Economic Indicators (3/19 for 2022-25F); University. of South Carolina, Center for
Risk and Uncertainty Management..



Auto/Light Truck Sales, 1999-2023F

Job growth and
improved credit market
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COVID-19, weakening labor

market will cause consumers
to pull back from large

purchases, including auto
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11.6

New auto/light truck
sales fell to the
lowest level since
the late 1960s.
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Yearly car/light truck sales are slowing slightly as demand

tapers—and COVID-19 will accelerate that decline

Source: U.S. Department of Commerce; Well Fargo Securities (3/20 for 2020-21F); Blue Chip Economic Indicators (3/19 for 2022-25F); Univ.
of South Carolina, Center for Risk and Uncertainty Management.
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P/C Insurance Issues in the

Era of COVID-19

Business Interruption
Personal Auto
Workers Compensation

Cyber



P/C Insurance Coverage & COVID-19

Insurers have received thousands of claims related to COVID-19 losses

Business interruption Event Cancellation
Workers comp Travel Insurance
Cyber D&O

Crises tend to precipitate efforts to stretch contract language in an effort to:
Find coverage where none exists
Find coverage where none was intended

Find coverage for which no premium was paid

Politicians frequently pile on: Zero political risk



Business Interruption

Efforts to Create Coverage
Where None EXxists




Business Interruption Coverage
(BIC) & COVID-19

® Business interruption policies clearly
exclude COVID-19 claims

¥ The ISO Business Income form contains
the following language:

+ “We will pay for the actual loss of Business
Income you sustain due to the necessary
“suspension” of your “operations” during
the “period of restoration”. The
“suspension” must be caused by direct
physical loss of or damage to property...The
loss or damage must be caused by or the
result of a covered cause of loss.” [from ISO
form: CP 00 30 04 02]

COMM ERCIAL PROPERTY
CP 00300402

BUSINESS INCOME (AND EXTRA EXPENSE)
COVERAGE FORM

Various proveons in this policy restrict coverage. Read the enfire palicy carefuly o detarmine rights, dues and
what is and & ndt covered.

Throughout this palicy he wards “you™ and “your™ mfer 1o he Named Insured shown in the Dedardtions. The
worls "we”, "us" and "our” refer 1o the Company providing this nsurance.

Other words and plrases that sppear in quotaion marks have speca meaning. Refer lo Secon G. ~ Definitions.

A. Coverage With mspedt 1o he requiraments sel forth in he

1. Business Income
Business Incame means he:

a. Nel ncome (N Profil or Loss before in-
come taxes) hat woud have bean samed
or incurred, and

b. Connuing namal operaing expenses
incured, induding payrol.

For manufacluring risks, Net Incame indudes
the net sales value of producson.

Coverage is provided as descédbed and Emiled
below for ane ar mare of the fdllowing opSons
which a Limit of Insurance is shown in he Deda-
rdons:

a. Business Incame induding "Rental Vaue®,
b. Business Incame other han "Rental Value®,
¢. "Rentd Value™.

Il opSon a above is sdecled, he lerm Business
Income will incude "Rental Valie™. I ‘epton ¢
dove is sdected, he term BUsiness Income will
mean "Rentd Value™ only.

i Umits of Insurance ams shown under more fan
e of the above oplons, he provisions of hies
Coverage Pant apply separately o each.

you sustan due to he necessary “suspension™ of
your "operaons” during the "period of restomSon™.
The "suspension™ must be caused by direct phys-
cal loss of or damage © properly & premises
which are descébed in he Dedardtions and for
which a Business Income Umil of Insurance is
shown in he Dedwatons. The loss or damage
must be caused by or resul foom a Covemd
Cause o Loss. With respect to loss of or damage
© personal property in the open or parsond prop-
ety in a vehide, the descrbed pramises indude
he ama within 100 feel of the site at which the de-
soribed pramises are located.

We ﬂ pay I(l !IC aa; ES a BLISI!:}‘.S Fluxne

preceding paragraph, T you occupy only partof he
sile al which he desaibed pemises ae located,
YOUr pemESes means:
a The porSon of he buikding which you rent,
lease or occupy, and

b. Anyarea wihin the buiding or on the site &
which he desaribed premises am baated, if
WAl area sanvices, or is used  gan access
o, hedesaibed pramises.

2. Extra Exponse

a Exva Experse coverage & povided & he
premises described in he DedamSons anly
il he Dechirdtions show hat Business In-
come coverage appiies al that premises,

b. Exta Expense means necessary expenses
you ncur dudng the "perind of resiortion”
hat you wauld nat have incured T Dere
had been no direct physical loss or damage
© popearty caused by or msuling fram a
Covered Cause of Loss.

We will pay Extra Expense (ather than the

expense 1o repair or replace property) !

(1) Avoid or minimize e “suspension™ of
business and o confinue operaons A
the desaibed peemises or al repiace-
ment premises or emparary locatons,
induding relocaion expenses and costs
o equip and operdte e replacement
locason or lemposary location.

(2 MEnimize he "suspension” of business i
you camol coninue "operations”.

We wil also pay Extra Bxpense o repar or

replace praperty, but anly to he extent 1 re-

duces the amount of kss hal oherwise
would have been payabtie under his Cover-
age Form.




Exclusion of Loss Due to
Virus or Bacteria

W Business property and hence business
interruption coverage also clearly

excludes loss or damage due to viruses
via exclusion

® The ISO “Exclusion of Loss Due to Virus
or Bacteria” contains the following
language:

+ “We will not pay for loss or damage caused
by or resulting from any virus, bacterium
or other microorganism that induces or is
capable of inducing physical distress,
illness or disease.” [from ISO form: CP 01 40 07 06]

COMMERCIAL PROPERTY
CP 01400706

THIS ENDORSEMENT CHANGES THE POLICY. PLEASE READ IT CAREFULLY.

EXCLUSION OF LOSS DUE TO VIRUS OR BACTERIA

This endorsement modifies insurance provided under the following:

COMMERCIAL PROPERTY COVERAGE PART
STANDARD PROPERTY POLICY

A. The exclusion set forth in Paragraph B. applies to
all coverage under all forms and endorsements
that comprise this Coverage Part or Policy, includ-
ing but not limited to forms or endorsements that
cover property damage to buildings or personal
property and forms or endorsements that cover
business income, extra expense or action of civil

hority.

. We will not pay for loss or damage caused by or
resulting from any virus, bacterium or other micro-
organism that induces or is capable of inducing
physical distress, illness or disease.

However, this exclusion does not apply to loss or
damage caused by or resulting from "fungus”, wet
rot or dry rot. Such loss or damage is addressed in
a separate exclusion in this Coverage Part or Pol-
icy.

C. With respaect to any loss or damage subject to the
exclusion in Paragraph B., such exclusion super-
sades any exclusion relating to "poliutants”.

D. The following provisions in this Coverage Part or
Policy are hereby amended to remove reference
to bacteria:

1. Exclusion of "Fungus®, Wet Rot, Dry Rot And
Bacteria; and

2. Additional Coverage — Limited Coverage for
"Fungus”, Wet Rot, Dry Rot And Bacteria, in-
cluding any endorsement increasing the scope
or amount of coverage.

E. The terms of the exclusion in Paragraph B., or the
inapplicability of this exclusion to a particular loss,
do not serve to create coverage for any loss that
would otherwise be excluded under this Coverage
Part or Policy.




Business Interruption Coverage & COVID-19

¥ Several states are attempting to override/invalidate/abrogate the
longstanding, unambiguous language in commercial property and BIC
contracts that makes it clear no coverage exists

W As of March 25: NJ, OH, PA and MA have introduced legislation that would
oblige insurers to provide BIC to policyholders who purchased such
coverage, irrespective of the “direct physical loss or damage” requirement

and virus exclusion.

® From Massachusetts S.D. 2888 (as of 3/25/20)

¢ “...no insurer in [Massachusetts] may deny a claim for the loss of use and
occupancy and business interruption on account of (i) COVID-19 being a virus (even
if the relevant insurance policy excludes losses resulting from viruses), or (ii) there
being no physical damage to the property of the insured or to any other relevant

property



States to Insurers: We’re Fine
with the Obliteration of the
Obligations of Contracts Clause

W State actions to override and ignore
legal, longstanding and regulator
approved contract language is a clear
violation of the Constitution

¥ The Obligation of Contracts Clause
(aka “Contracts Clause”) is found in
Article | of the United States
Constitution

W Generally speaking, this clause was
added to the Constitution in order to
prohibit states from interfering with
private contracts.

The Constitution

Ny C B
0 \ | Q
’ A e of the United Stares, in Order to form @ more perfect Union, establish Justice, insure dos
Tef e, P

esfic Trangusfizy, p the common [ ote the genera! Weljare, aud swewre the Messings of Liberty to oarseives wud our Posterity, do ordain

and ss1ablisé this CONSTITUTION for the United S1a(es of Americe: 2R

SECTION 1. ANl legisiative Powvrs bervin gremted séall be vested in a Cougress of the Undted Stases, which stall consist of @ Semair omd Howse of Repre-
semiaiives.

SECTION 2 The House of Representatives shall be comtosed of Mewmbers chosen every second Year by 1he Pecple of the secera! Siutes, wnd e Electors in
cach Stete séall ave the Qumiificaiions reguisite jor Elecicrr of the mosi nuservuy Evanch of the Swune Legisimure

No Person shall be & Representative who shall not bave ctiained (o the Age of tuenty-five Years, and been seven Vears o Ciliven of the Unilwd Sialws,
and wbo stall nol, wiren elected, b an inbubilunt of thad Stide iz whick b shal! be céosen,

[Representaiives and direct Taxes shall be apporiioned smong the several Siates which may be included within this Union. accarding ta their respective
Nombers, winck shali be determiined by adding to tre wbmaiv Nuwmber of free Persons, inclnding thosw boumd (o Senier jor @ Terw of Yeors, und exciuding Indions
mot taxed, tee fifths of @l otber Frresons, | The actzal Evumertion sheli be mode ugibin three Yewrs ofter the first Meeting of the Congress of 10e United Siotes,
and wathin every subsegueni Term of ien Yeors, in such Manner as bey shail oy Law direct. Tée Number of Reprasanianvaes shall not axcesd one [or every thirty
Thowsmnd, bu! each Simte shall bave ar Leas) one Represonialive: end uniil suct enumeraticn shell be made, the State of New Hampebize sheli be entitied to
chuse three, Massachusans aight, Riode-Isiand and Frovidence Plantaiions ome, Canneclicut five, New Yark six, New Jersey [our, Pennsyivania cipht, Delaware
one, Maryland six, Virginia tem, North Carolina five, South Laraling five, end Georgra thres.

Wown vacancier bappen in 1he Representaiios jram any State, the Executive Aurbanty therenf stall ixene Wnts of Electsan o fili sech Vacancies.

The House of Reprecentatives shail chuse thesr Speaker and otber Officers; ond sball pave by soiv Power of inpracoment.

SECTION 3, The Senate of the United Stetes sball be composed of twe Senators from cach Stauic, chosen by the Legislawmre thereof. for six Years; and each
Sewator sirail e cna Voie,

Immediately after they stall bo crsembied in Conseguence of the [irst Electian, they shall be divided as cqually 25 may ke anio hree Classes, The Secrs
wf the Senators of the fizer Class ehall ke vacaied at (he Fxpiration &] the second Year, of the tecomd Ulass aof the Expinziion of the fourth Year, and of the head
Class at the Expivaiion of the sixth ¥ear, o that ouesthind may e chosen every second Year; and ¢f Vacamcivs bappen 6y Resignation, or otherunse, during (be
Recese of e Logislatuse of aay Stare, tte Exvcutive thvreof may meke emporary Appointments wniii tre nox: Mereting of thw Legislaiure, which shall (ben il
such Vacamcies.

No Persen shall be @ Senulor woo skall nat hawe attasned ta the Agr of tharty Years, and aeer nine Years a Citizer of the lmited Stares, and wha shall
nal, when elected, be wn Inbubitams of thar Stare Jor which he chall be chosen,

Tioe Vice Presidemi of the [inited States sholi bw FPresiden! o] the Synciv, bul sbail bave nc Vole. univar ibeoy be equaily @vidvel

The Senvie shall chute their wtiver Ofticers, and 2lse & President pro tempere, in 1oe ghtence of the Vice Presidem, or when ke shall exercizse se O ftee
of President of the United States.

The Senzte siall bave (be soic Pover to try all Ispeachwents. When sitting for that P th wr Alfsrsation. When the President of
téw United States is (rivd, tow Tinel furiice simil preside: Amd no Ferson sail be convicted vut he Concurrance of Iuv thirnds of the Members preswnt,

Judpmen: tn Cazes of Impeachmunt 3401 not exiond furiber then to remaval from Cffice, and disqualificaiion 'o hoid end enjoy any Cfiice of bomar, Trust
or Profit weder the Umted States: bul the Parry comviered stall nevertheless be liable and subject to Indictment, Trnal Judgwens and Punishment, @ccording to

e, .‘M, sl bw un L

The Contracts Clause states:
“No State shall...pass any...Law
impairing the Obligation of
Contracts...”




Is a Pandemic Risk Insurance Act Really Needed?

¥ 9/11 produced widespread disruption through BUSINESS INSURANCE
global (re)insurance markets and threatened the '
ability of the nation to recover from an Momentum builds for government pandemic
unprecedented disaster backstop

Posted On: Mar. 24, 2020 2:47 PM CST

® The COVID-19 pandemic creates few meaningful
disruptions in p/c (re)insurance markets

Claire Wilkinson
Legislation is in the works that would provide a go-forward mechanism for a

federal backstop for pandemic risk insurance and could be introduced as soon
as in the next 30 days, sources say.

. TRIA was a ve ry ta rg eted y effi Cie nt SOI uti on th at The legislation would establish a pandemic risk insurance program, akin to the -
has broug ht nearly two decades of stab i I ity to the federal terrorism insurance backstop known as TRIA, they said. p—
A draft bill outlining the proposal has been circulated, led by House Financial
ma rket Services Committee Chairwoman Maxine Waters, D-Calif., they said. The

office of Chairwoman Waters did not return a call for comment.

The proposed backstop insurance mechanism could be added to later tranches of a financial aid package that

B Commercial insurers are not an appropriate or Congress is negotiating, sources said.

efficient means for the delivery of aid for viral
outbreaks

B The $2 trillion federal emergency relief package
will use existing, efficient channels (e.g.,.SBA, Fed)
for the delivery of targeted assistance to millions
of businesses, individuals (direct payments,
unemployment insuranCE) and other entities Source: Risk and Uncertainty Management Center.



Personal Auto

Consumer Groups Want Rates
Lowered Immediately...

...But Regulator Approved Rating
Methodologies Are Already Sensitive
to Changes in Claim Activity



Personal Auto Coverage & COVID-19

The Consumer Federal of America (CFA) and Center for Economic Justice
on March 18 wrote a letter to state insurance commissioners urging them to:

“...direct auto insurers in your state to provide premium offset payments to
policyholders whose driving has been affected by COVID-19...”

Is such an action necessary? No—and here’s why:
Rates are already sensitive to changes in claim frequency and severity
The reduction in miles driven is transient (and unquantified)

The CFA analysis misleadingly ignores rising claim severities, and

The CFA has never in the past and is likely never to advocate in the future for
iImmediate increases in rates at times of economic expansion



Personal Auto Coverage & COVID-19

Rates Already Responsive to Changes in Claiming Behavior

Auto insurance rates are already responsive to changes in claim activity (i.e., claim
frequency) and are continuously adjusted at each policyholder’s renewal to reflect the

most recent individual and class (i.e., group) claim experience.

Rates Are Designed to Adjust Gradually

Rates are established using multiple years’ worth of data and as such adjust
gradually, in both a downward and upward direction, per the preference of regulators

and policyholders

To the extent that there is a sustained decline in auto claim frequency, rates will be
adjusted accordingly



Personal Auto Coverage & COVID-19

Efficacy of Methodologies Proved During Financial Crisis

During the financial crisis and subsequent sluggish economic recovery afterward, rates
fell or were flat in most states over a span of years. Personal auto insurers premiums
written across the 50 states actually declined from $160.5 billion in 2006 to $157.2
billion in 2009 and did not exceed pre-crisis levels until 2011.

During the financial crisis, the average annual decrease in personal auto collision claim
frequency was a modest 1.3% (average from 2008 -2010, inclusive).

Transient Impact

The current downturn is expected to be swift, but short (i.e., “V-shaped”) which would
suggest a rapid return to pre-event claim frequencies very rapidly after the “all clear” is
given by government officials. Indeed, claim frequencies could easily exceed pre-
event levels as pent-up economic demand for discretionary travel is satisfied (FYl--as
the economy pulled out of the financial crisis, claim frequencies rose to as high as
+4.4%, compared to +2.5% just before the crisis in 2007).



Personal Auto Coverage & COVID-19

Claim Severities Continue to Rise
The CFA's analysis fails to mention claim severity (i.e., average cost per claim).

It is incorrect and misleading to focus on claim frequency in isolation as every claim
has a cost associated with it.

The most recent data available (for the 12-month period ending 9/30/19) indicate that

average collision claim severity was up by 5.0%, with average cost per claim rising to
$3,938 from $3,751 a year earlier

Collision claim severity, which is largely a function of the cost to repair or replace
damaged vehicles, is unlikely to be materially affected by current events. Hence, even
if claim frequency falls by, say, 2% to 3%, this decline is more than offset by the
continued escalation in the cost to repair/replace damaged vehicles



Workers Compensation

Some Pressure Points

Payroll Exposure Likely to Fall
Materially



Workers Compensation & COVID-19

Workers compensation written for COVID-19 exposed risks (e.g., hospitals,
first responders, etc.) will likely see a spike in both severity and frequency

Some states will require costs associated with precautionary quarantines of
COVID-19 exposed workers

Impact arising from “Essential Industries” unclear (e.g., grocery stores)

Outside COVID-19 exposed segments—Large, Swift Drop in Payroll Exposure

Drop in WC payroll exposure base could be the fastest and largest in history given
the record 3.28 million initial unemployment claims data (week ending March 21) with
much more to come

Wage growth, which had been making gains, will also slow

Overall likely net reduction in claim frequency



Impacts for Other Key Lines

A Wide Variety of
Manageable Pressures




Other Key Lines & COVID-19

Event Cancellation Coverage

M Losses will easily exceed $1 billion
* Tokyo Olympics postponement is the tip of the iceberg

+* Many/most policies are manuscripted, so exact terms and conditions will vary but
exposure is global in nature

* Lloyd’s market reinsurers have material exposure

+ Overall, impacts are manageable as this coverage is a very narrow slice of the
overall P/C (re)insurance market

Travel Insurance

W Material losses, but a small line relative to the size of the p/c insurance
industry



Other Key Lines & COVID-19

Cyber Insurance

Millions of Americans Suddenly Working at Home Increases Cyber Risk by
Orders of Magnitude

Security risks have increased exponentially

Examples:
Tens of millions of employees working over unsecured home WiFi networks
Millions of businesses seeking to add an online sales capability immediately



Other Key Lines & COVID-19

Economically Sensitive Lines

¥ Commercial Auto, Inland Marine and Related Lines

+ Exposure bases will, if only transiently, shrink >Adverse impact on premium
growth

+* Temporary reductions in claim frequency

D&O

m Extreme Financial Market Volatility, Corporate Bankruptcies Generally Breed
D&O Claims

+ Should corporate bankruptcies rise, D&O suits are inevitable



Miscellaneous Property/Casualty Concerns & COVID-19

Casualty Lines Concerns

¥ Tails on Some Casualty Lines Extended

+* Non-essential medical treatments deferred—Could add to severities in lines with
long-tailed bodily injury claims

+ Slowdown in court systems (torts don’t get better with age; pre-judgment
interest)

Property Lines Concerns

¥ Business interruption litigation

® With business closures, unmonitored insured premises are more vulnerable
to water damage, theft, vandalism, etc.



SUMMARY

The P/C Insurance Industry Remains Strong, Stable,
Sound and Secure

The Rapid Economic Slowdown Will Temper P/C
Growth, Especially in Economically Sensitive Lines

Decline in Asset Prices, Interest Rates Will Pressure
Investment Earnings for the Foreseeable Future

COVID-19 Exposures Are Manageable but Industry Has
Some Headline Risk on Business Interruption Issue



Questions?
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