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NMOR and INSCO
Both Expected that
Manning London
and Alex Smith
Would Provide the
Same Placement
Information to
Each of Them

-y

)

CLAUDE RAINES
NMOR UNDERWRITER

CLAUDE RAINES NMOR UNDERWRITER

FEBRUARY 20, 2009 DEPOSITION TESTIMONY

Q. Okay. And what instructions did you give INSCO
regarding the Hanlon account in terms of the paper,
as you put it, that it was to issue?

We didn’t give any instructions to INSCO.
. “We” being NMOR?
. Yes.
So how was INSCO to know what paper to issue?
They — | don’t know.
Manning should tell them?
. Yeah, of course, yeah.
In fact, that was one of Manning’s responsibilities; correct?

. Yes. This is what NMOR has written, please issue
the paper corresponding to this — to these terms
and conditions.

That’s a communication you expected Manning to
give to INSCO?

. Yeah.

Tr.at Pp. 74: 12 - 75: 8




NMOR and INSCO
Both Expected that
Manning London
and Alex Smith
Would Provide the
Same Placement
Information to
Each of Them

HELEN STACK-PETIT
NMOR UNDERWRITER

BARBARA STACK NMOR UNDERWRITER

FEBRUARY 18, 2009 DEPOSITION TESTIMONY

Q. ...But to the extent Manning is giving
INSCO some level of information
regarding the Hanlon account, would you
expect that Manning would give INSCO
information that is consistent with the
information it’s giving NMOR?

. 1 would expect that Manning provide
the exact same information to INSCO
as the information accepted by NMOR.

Tr. at Pp. 96:24 - 97:9




NMOR and INSCO
Both Expected that
Manning London
and Alex Smith
Would Provide the
Same Placement
Information to
Each of Them

v, . |

: A
&1

t ANTHONY ROMANO
§  INSCO UNDERWRITER

ANTHONY ROMANO INSCO UNDERWRITER

SEPTEMBER 26, 2008 DEPOSITION TESTIMONY

Q. When you issued the formal binder on
August 3rd, 2001, was it your understanding
that NMOR had agreed to the Primary form?

. I, 1 would have no idea. | was told that this
was the form that was going to be used and
| just, you know, you just feel and trust that
this is the form that’s going to be used for
the entire program. | mean to use different
forms on the placement, | don’t know.

It’s hard to even fathom something like that,
especially a program of this size. What I'm
being told, my producer, I'm assuming

he in turn is telling Manning and in turn
telling NMOR, so | would have no reason

to believe otherwise.

Tr. at Pg. 84: 3-17




It Is Clear from the July 26, 2001 Slip that
NMOR Agreed to Reinsure the Policy Issued by INSCO

JULY 26, 2001
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It Is Clear from the July 26, 2001 Slip that
NMOR Agreed to Reinsure the Policy Issued by INSCO

JULY 26, 2001
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It Is Clear from the July 26, 2001 Certificate of Facultative Reinsurance
that NMOR Agreed to Reinsure the Policy Issued by INSCO

DECLARATIONS

ORMNG
IURANCE Nontner,

c(ies)

The Company’s Original
Policy Number: -




NMOR'’s Departure from the “Appraisal Process RCV + Bl” Approach
Reserving Methodology

MILLIONS
OF DOLLARS

& NMOR’S REPORTED
GROSS RESERVES

Q4 2004

POSSIBLE
OUTCOME:




NMOR'’s Departure from the “Appraisal Process RCV + Bl” Approach
Reserving Methodology

MILLIONS
OF DOLLARS

& NMOR’S REPORTED
GROSS RESERVES

Q4 2005

CURRENT: $4,276

POSSIBLE
OUTCOME:




NMOR'’s Departure from the “Appraisal Process RCV + Bl” Approach
Reserving Methodology

MILLIONS
OF DOLLARS

& NMOR’S REPORTED
GROSS RESERVES

04 2004 Q4 2005 Q1 2006

POSSIBLE
OUTCOME:




NMOR'’s Departure from the “Appraisal Process RCV + Bl” Approach
Reserving Methodology

MILLIONS
OF DOLLARS

NMOR’S REPORTED
GROSS RESERVES

e

: T |Z I| IZ - ||
04 2004 Q4 2005 Q1 2006 Q2 2006

54,276 54,829 $4,829 $5,585

POSSIBLE $6,218
OUTCOME:




NMOR'’s Departure from the “Appraisal Process RCV + Bl” Approach
Reserving Methodology

MILLIONS
OF DOLLARS

NMOR’S REPORTED
GROSS RESERVES

nvior’s REserve: UNCHANGED

Based on “Partial Reconstruction
Factor” Approach:

70% x $5.86bn = $4.1bn
70% x $6.38bn $4.47bn

04 2004

54,276 $5,585

POSSIBLE $6,218 $6,378
OUTCOME:




NMOR'’s Departure from the “Appraisal Process RCV + Bl” Approach
Reserving Methodology

MILLIONS
OF DOLLARS

NMOR’S REPORTED

GROSS RESERVES

NmoR’s RESERVE: S480 MILLION

NMOR increased the Insured’s reserve
to $S480 million in light of the

“November 2006 Proposed Settlement”.

04 2004 Q4 2005 Q1 2006 I Q2 2006 I Q3 2006 Q4 2006

54,829 $4,829 $5,585 $5,855 $5,732

POSSIBLE - $6,218 $6,378 $6,299
OUTCOME:




NMOR'’s Departure from the “Appraisal Process RCV + Bl” Approach
Reserving Methodology

MILLIONS
OF DOLLARS

NMOR’S REPORTED
GROSS RESERVES

NmoR’s RESERVE: S480 MILLION

After auditors’ apparent rejection of this basis, NMIOR attempted
to justify maintaining its Insured’s reserve at $480 million with
the “Partial Reconstruction Factor” Approach:

$4.8bn = 70% x [$5.2bn + ($0.97bn x 50%)] + $0.8bn

RCV of UPLIFTon Ti Bl WITHOUT
CORE + SHELL UPLIFT
plus Ti

Q4 2004 Q4 2005 Q1 2006 . Q2 2006 . Q3 2006

54,829 $4,829 $5,585 $5,855 $5,732

POSSIBLE - $6,218 $6,378 $6,299
OUTCOME:




NMOR'’s Departure from the “Appraisal Process RCV + Bl” Approach
Reserving Methodology

MILLIONS
OF DOLLARS

NMOR’S REPORTED
GROSS RESERVES

NMOR continued to justify maintaining its Insured’s reserve at
$480 million with the “Partial Reconstruction Factor” Approach:

$4.8bn = 70% * [$5. 2bn + ($0.97bn x 50%)] + $0.8bn

RCV UPLIFT on TI Bl WITHOUT
CORE + Sl}lELL UPLIFT
plus Ti

Q4 2004 Q4 2005 Q1 2006 “ Q2 2006 ' Q3 2006 ' Q4 2006 i Q1 2007

$4,829 $5,585 $5,855 $5,732

POSSIBLE $6,378 $6,299
OUTCOME:

032H
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NMOR'’s Departure from the “Appraisal Process RCV + Bl” Approach

Reserving Methodology

MILLIONS
OF DOLLARS

& NMOR’S REPORTED
GROSS RESERVES

Q4 2004 I Q4 2005 I Q1 2006

$4,276 $4,829 $4,829

POSSIBLE
OUTCOME:

Q2 2006

Q3 2006

$5,855
$6,378

Q4 2006
$5,732
$6,299

Q12007




NMOR'’s Departure from the “Appraisal Process RCV + Bl” Approach
Reserving Methodology

MILLIONS
OF DOLLARS

& NMOR’S REPORTED
GROSS RESERVES

Q4 2004 I Q4 2005 I Q1 2006 Q2 2006 Q3 2006 Q4 2006 Q12007

$4,276 $4,829 $4,829 ; $5,732

POSSIBLE $6,299
OUTCOME:

032]



NMOR'’s Departure from the “Appraisal Process RCV + Bl” Approach
Reserving Methodology

MILLIONS
OF DOLLARS

NMOR’S REPORTED
GROSS RESERVES

Q1 2006 6 Q4 2006

$5,855 $5,732

POSSIBLE $6,378 $6,299
OUTCOME:

032L



NMOR'’s Departure from the “Appraisal Process RCV + Bl” Approach
Reserving Methodology

MILLIONS
OF DOLLARS

NMOR’S REPORTED
GROSS RESERVES

Q1 2006 03 2006 Q4 2006 Q12007

POSSIBLE $6,299
OUTCOME:

032M



NMOR’s Weak Capital Levels Led to Ratings Downgrades

Date A.M. BEST MOODY’S
Jan 2003 A- BBB+

Mar 12, 2003

Jul 14, 2003

Sep 10, 2003

Nov 6, 2003

Nov 19, 2003

Dec 2, 2003

Dec 15, 2003




NMOR’s Weak Capital Levels and Deteriorating Performance Were
Damaging to NMOR’s Credit Profile

KEY: RATINGS:

©sar AA

GA.m. BEST
@ mooby’s

@ rircH




NMOR Did Not Achieve a Return to an “A” Rating Across the Board
Until November 20, 2006

KEY: RATINGS:

©sar AA

GA.m. BEST
@ mooby’s

@ rircH




An Increase in NMOR’s Insured’s Reserves in Late 2006 or 2007
Would Have Threatened the Company’s Financial Strength Rating

KEY: RATINGS:

Qsar AA CHANGE IN

! NMOR'S RESERVE "
GA.m. BEST MEebotoey

@ mooby’s

= g ey

@ FircH M. - & PERIOD OF INTENSE |
B (> SETTLEMENT > am
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NMOR’s Financial Strength Rating
2001 - 2007

KEY: RATINGS:

ser

GA.m. BEST
@ moopy’s

@ rircH




NMOR’s Share Price vs. Comparable Company Index

!' NMOR !I COMPARABLE COMPANY INDEX SEPTEMBER 1, 2003 - DECEMBER 31, 2007

RELATIVE PERFORMANCE %

44%
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NMOR’s Share Price vs. Comparable Company Index

M| nvorR | COMPARABLE COMPANY INDEX SEPTEMBER 1, 2003 - NOVEMBER 5, 2003

RELATIVE
PERFORMANCE %

110%

Prior to NMOR’s S&P downgrade, .
NMOR'’s stock returns had been
on“p'ar'with the broader market.

| /AS B N'D 1T FMAM I 'L A S
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NMOR’s Share Price vs. Comparable Company Index

M| nvorR | COMPARABLE COMPANY INDEX NOVEMBER 5, 2003 - NOVEMBER 7, 2003

RELATIVE
PERFORMANCE %

112%

..S&P downgraded NMOR.......
to BBB- one day following
the announcement of
the company’s second
proposed rights offering
on November 6, 2003..............

NMOR'’s stock price
dropped 28.3% in the
two day period following
the S&P downgrade.

| /AS B N'D 1T FMAM I 'L A S
S0as




NMOR’s Share Price vs. Comparable Company Index

M| NvoRr M| COMPARABLE COMPANY INDEX NOVEMBER 5, 2003 - DECEMBER 31, 2003

RELATIVE
PERFORMANCE %

118%

- NIMIOR’s stock price
continued to suffer as

- other major credit rating

..agencies downgraded ...

; BBB- .....
i (Baa3)

AlS 0N DU F M A M T 2
S{i0s




Between 2001
and 2003, NMOR’s
Combined Ratios
Were MUCH
HIGHER than

the Median of

Its Peers

MEDIAN OF TOP 40
GLOBAL REINSURANCE
COMPANIES

%
COMBINED
RATI

133.0%

127.1%

127.0%

INCURRED -
LOSSES AND
EXPENSES
EXCEED
PREMIUM
INCOME




% 133.0%

In General, NMIOR’s  &ie"™
Combined Ratios °
Were HIGHER

than the Median

of Its Peers,

but Were Improving

MEDIAN OF TOP 40
GLOBAL REINSURANCE
COMPANIES

054B

133.0%

2003

2004

2005

INCURRED
LOSSES AND
EXPENSES

PREMIUM
INCOME




NMOR’s 2006 -
Combined Ratio
Was Finally Below
100% and In Line
With the Company’s
Stated Goal of

95% to 97%
(less than 96% with ___
a margin of £1%) T

2001 2002 2003 2004 2005 2006
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