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= Historical Trends/2007-'08 Surety Results
= 2009 Market Conditions

= Mega Project Issues
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Stage 1: Crisis

/ Sureties are exposed to major
Default credit losses which often come as
rates a surprise.

Many reduce or stop bonding.

Reinsurance market tightens and

: many underwriters leave business.
Economic boom comes to an

end and leads to an increase
of default rates. Stage 2: Recovery

Default rates first rise in the
lower tier accounts and later

Macroeconomic trends
show clear improvement.

across the board. al /_\ Bonding policies of most
Default i in “ti "
Sophisticated players have rates sureties remain "tight.
reduced risk exposure Surety results “ lag
through new risk strategies economic recovery by 12-18

and increase market share. months.

Booming economy leads to good
times.

Sureties increasingly start to loosen up
their credit underwriting policies.

Reinsurance rates reasonable.




. Heard Act requires Surety Bonds on Federally funded projects

. Industry losses roughly $80 million and 31 Surety Companies go out
of business

. Miller Act passes requiring 100% performance bonds on projects over
$100,000

. 12 consecutive years of industry profitability
. Industry consolidation starts to accelerate
. Heated competition drives rates and underwriting discipline down

. Severe industry losses ($9.4 billion)

. Most profitable year ever ($1.7 Billion u/w profit)




Contract surety results from 1965-2007/
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Commercial surety historically profitable

* Source: Surety Association of America




» Direct Written Premiums $4.3 billion vs. $4.4 in 2007
= Direct Earned Premium of $4 billion vs. $3.9 in 2007

= Direct Losses of $ $706 million vs. $784 in 2007

= Direct Loss Ration of 17.4% vs. 20.1% in 2007

* Source: Surety Association of America
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* Source: Surety Association of America

Combined Ratio
Underwriting Profits
Underwriting Loss
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* Source: Surety Association of America




1995

O Reliance
OCNA

B US Fidelity
OF&D

O St. Paul
B Aetna
OAIG

E Safeco

B FFIC

B Chubb

| All Others

2007

O Travelers
O Zurich

O CNA

E Safeco

M Liberty

O Chubb

W Hartford
B HCC

O Arch

O ACE

H All Others




— Leading US sureties

m]

— Leading European sureties:




Estimated Capacity by Surety

Travelers
Zurich
Chubb
AlG
Liberty
CNA

Zurich (Europe)
LIU

AlG

Chubb

Euler Hermes
ECA’s

$500MM+, large GC, HH, trades
$500MM+, large GC, HH, trades
$500MM+, large GC, HH

$500MM+, large GC, HH

$350MM+, large GC, HH, trades
$250MM, middle market GC, HH, trades

€200MM +
$150MM
$750MM +
$200 MM+
€200 MM




Expanding Role/Demand for Surety Bonds

Mega projects ($300-500 million+)




— 2008 very profitable for the US Surety Industry, but caution about 2009-2011

— Federal government stimulus package needed now!
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PROJECT CONTRACT AMOUNT BOND AMOUNT




Underwriting approach PPP-PFI Projects

Team members, experience, etc
Contract with Concessionaire
Design Liability Insurance

Capacity is available

Surety requirements need to be addressed early!




Conventional US Surety approach

Use Export Credit Agencies (ECA’s)

O

O

Use Capital Markets

O

O
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