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1. Infroduction

There iz broad recognition that defendants’ asbestos labilities have grown matkedly in the United
States sinee the start of the 2000s. Based on the expert reports submittod thus far, all experts and
consultants in this case and in the United Kingdom insolvency litigation rocognize that Turner &
Newall's (T&N) aghestos liabilities in the 1.8. had become markedly greator in the months
preceding its October 1, 2001 bankruptcy petition and would continue to inorease after that date.

- 1.1, Other Parties’ Experts Predict Increases in U.S. Liabilities

EMB Consultancy LLP (EMB), consultants to Denton Wilde Sapte on behalf of the
Administrators of T&N Limited, state: “We acknowledge a general observable increase in the
‘propensity to sue and for the purpose of our best estimate projections have assumed that the
propensity to sue will increase from its 2001 level” (EMB, “Review of Dr Peterson’s Projections
of Future U.S, and UK. Asbestos Related Liabilities, TDP Values aud CDP for Level 1
Claimants,” 27 July 2004, p. 4). “Both Dr Peterson’s and EMB’s projections of the fiture filings
against T&N assume that T&N filings will increase over their 2001 levels” (EMB, p. 26). EMB
also observed that at the time of its bankruptey T&N's payments in tort litigation were greater
than had been its historic payments, alimost all of which were as 8 member of the Center for
Claims Resolution (CCR): “We acknowledge that ... settlement of claims through the fort system
. rather than the CCR facility will increase the average settlement of claims” (EMB, p. 5).

Tillinghast Towers Perrin (Tillinghast), consultants to counsel for TEN Pensions Trustes, state:
“fhe asbestos litigation environment has changed significantly since the late 1990s, The number
of claims has increased dramatically, and setfiement amounts have also increased.” (Tillinghast,
“Report Analysis of T&N Ltd’s Asbegtos Liabilitics Septernber, 2004, pp, 5-6), Tillinghast
notes “an increase in the propensity to sue in response to aggressive aptivities of some plaintiff
attorneys” and that “(a)s an increasing number of asbestos defendants have declared themselves
bankrupt, the remaining defendants have found themselves paying out more for claims because
there are fewer co-defendants to share the liability” (Tillinghast, p. 6), In describing their
methodology for forecasting T&N’s lisbilities, Mr. Michael Angelina, the author of the
Tillinghast report states “iny choice assumptions for numbers of expected future claims (mostly
medinm or high) reflects {stet] the increases in claims in recent years” (Tillinghast p, 13},

Dr. Robin Cantor of Navigant, consultants to the Official Committee of Property Damage
Claiments, described T&N’s litigation experience before itg bankruptey: “(finally, my analysis
revealed that there were substantial changes in the historical patterns of cleim numbers and
values, especially for mesothelioma and asbestos claims, in 2001 (Navigant, “Expert Report of
Dr. Robin A, Cantor” p. 3). In forecasting T&N’s continuing payments, Navigant estimated
that average mesothelioma values would double (96 percent increase) between 2002 and 2006,
increasing by 14.4 percent per year over the five years (Cantor, p. 28).

The greatest expertise about T&N's liabilities as of its October 2001 bankruptcy filing perhaps is
- held by lawyets who defended T&N in its ashestos litigation who also noted the past and likely
* future increasss in the company’s asbestos Habilities and who have provided me with many of the
reasons for these increases that I describe in my November 2004 expert report in this case (Legal
Analysis Systems (LAS), “Tumer and Newsll Inc. Projected Liabilities for Asbestos Personal
Injury Claims,” November 29, 2004 (hercinafter referred to as “Peterson™)).

Reasons for these past and expected continuing increasings in T&N’s asbestos liabilitics are
discussed in my November 2004 expert report previously submitted in this case (Peterson,
Section 6.1.3., pp. 12-13) and in eatlier, preliminary memoranda that have been provided to other
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experts. (Peterson, “Turner & Newall Liabilities for U.X, and U.S. Claims,” February 19, 2004).
My expert report provides forecasts of T&N's U.S. ashestos liability that ate based on my best
estimates of the continuing increases in claims filings and average payment amounts. The expert
report also prosonts a range of altemative estimates of such increases as part of my sensitivity
analyaes.

1.2. Summary of this Suppiemental Report

Given the broad agreement that T&N"s U.8. asbestos liabilities would continue to increase from
pact years, the primary disagreement among experts is in the amount of increase: how much
would the number of fiture T&N c¢laim filings incresse and how much more would TEN have o
PRy on average to resolve asbestos claims. This supplemental report discussss alternative
agsumptions about the amounts of such increases and chenges in T&N"s U.S, asbestos liabilities.

First, I provide three alternative forceasts based on the analyses of my November 2004 expert
- report. ' ‘

Second, I present several of my earlier forecasts that preoeded my expert report and discuss why
those forecasts are less appropriate than those presented in my expert report.

Third, I compare and comment on the foreoasts described in reports for two consultants fo parties
* inthe T&N litigation in the United Kingdom: EMBs July 27, 2004 report for counsel fo the

" - Administrators of T&N Limited (Section 4), and Tillinghast's September 2004 report for counsel
to the T&N Pensions Trustee {Section 5). I comment on esch report’s assumptions about future

" incroases in T&N claims and average resolution costs and on the forecasting methods applied in
those reports. I also present two altematives to EMB's forecasts. The first corrects a
methodological etror in its calculation of T&N’s propensitics fo sue in 2001, The second uses
thig correction and also calculates the past rate of increase in T&N’s propensities from a more
appropriate period for such caleulation, Because Tillinghast provided sparse explanation of the
assumptions for its 27 forecasts, I could not undertake any recaleulations of those forecasts.

Finally, I forecast lisbilities based on the Trust Distribution Procedures (TDP) in the proposed
joint plan of reorganization (Section 6), These TDP forecasts differ from the forecasts of T&N"s
liability undsr the U.S. tort law process that is described in my expert report. Because the
proposed TDP imposes stricter qualification requirements but'pays greater amounts to qualifying
claims than olitained under the tort process, this analysis of liabilities under the TDF assumes that
there will be greater average payments made to fewer claiments than T assumed in the tort

forecasts of my expert report.



TEN-Rubutial 3

2. Peterson Forecast Variations.

My Novembér 2004 expert report discussed ten different forecasts of T&N's liability for asbestos
claims in the U.8., most of which itvelve alternative agsumptions ubout the rates of increase in
future claim filings or about the values of claims, In this section I produce summary tables for the
principal sensitivity that I examined throughout my expert report, T&N’s forecast liability
assuming that its propensities to sue would not increzse in the fiture, Next I discuss three other
alternative forecasts that were not included in my expert report, but that use sRsumptions
suggested by other experts’ reports.

2.1. T&N’s Liability Assuming a Decrease in Future Claim Filings

This section summarizes T&N’s total liability for present and future claims ssyuming that its
propensities to sue would not increase in the future. Forecast results presented here are taken
from analyses and results that I presented in section 6.3 of my November 2004 expert report

(Peterson, pp, 23-38),

" My expert report discusses the assumption that T&N’s propensities to sue would remain
unchanged after its bankruptcy petition (i.e. the “No Increage™ assumption), which implics that
the number of claims filed against the company would decrease steadily in each future year
(Peterson, pp. 27-32) a8 the incidence of asbestos related discases decreases. I also discuss why
this assumption is less plausible than the assumption that propensities to sue and claim filings
against T&N would increase in future years, the “Inorease™ agsumption (bid, p. 39 and pp. 8-9).
As a sensitivity analysis (Ibid, pp, 56 and 60), my expert report provided parallel resuits for both
the Incresse and No Increase assumptions (Ibid, Tables 20-22, pp. 38-39) except for the final
[Tables 22 and 23 that add together T&N's liability for both pending and future claims (Tbid, p.

. 39), Those final two tables present results only for my preferred Increase model without
including results for the less plansible No Increase assumption.

The tables below complets this sensitivity analysis, showing my forecast of total lisbilities in the
- 17.8. for pending and future T&N claims for both the No-Increase and Increase models, These
reproduce Tables 23 and 24 from my cxpert report, adding forecasts for the No-Increase future
* model. '



T&N-Rebutial

Table 1: The Total Value of Pending and Future U5, Claims Against T&N

Disease

Forecast Modell  Meso Lung  Othc Nonm Total
No Increase

‘Pending $510 $140 $28 §776 | $1,455
Future 8,714 1,018 166 5,748 13,844
All Claims $7.224  $1,155 $184  $6,824 | $15,089
Increase

Pending $510 $140 $28 §7761 $1,455
Future 9088 1,445 279 9,051 19,864
All Claims 80,508 1,585 $307 59,827 $21,31¢8

Notes: Milliong of nominal dollars in years paid. Pending claims are agsumed 1o average 1.5
yesrs to settlement. Future claims are assuroed to settle 2 years after filing, Todemnity is
inflation adjusted at 2.5%.

Table 2: The Present Value of Pending and Future U.8, Claims Against T&EN

Digeace
Forepast Model  Meso Luny Qthe  Nonm Total
No Increase
Pending 8474  $130 g26 721 | $1.882
Future 3,259 $543 $88 §$2,844 | $6,835
Alf Clalms §3,633 $673 §115 $3.865| $B,187
Inoraase
Pending §474  $130 $26  §721| $1,382
Future 4,324 763 144 4503 9,724
All Claims $4,798 $883 $170 5,224 | 511,076

Notes: Miltions of yzar 2001 dollars. Pending claims are assumed to average 1.5 years to
setflement. Future claims are assumed to settle 2 years after filing, Indemnity is inflation
adjusted at 2.5%. Discount rate is 5.02%.

1 add the forecast Hability for the No Increase model to show what T&N’s liability would be if its
future claiming rate continued at the rates prior to its bankruptey petition using the claim values
from my expert report. As Tables 1 and 2 show, even if there wete no future increase in future

- propensities to sue T&N, T&N’s asbestos liabilities would reach $15 billion with a present value
of $8.187 billion, These assumptions of unchanging future propensities to sue and declining
counts of future claims are contrary to the broadly held expectations that T&N’s liabilities would
continue to grow and that T&N's future claim filings would increase over pre-bankruptey levels.
Given dovelopments in T&N's asbestos litigation in recent years that caused T&N's litigation
position to greatly erode (discussed in Section 6.1 of my expert report), claiming rates against
T&N after September 2001 would mest likely have continued the increases that had been
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occurring in T&N claim filings before the company’s bankruptey petition,
2.2, Three Alternative Hypotheses about Increases

In this section I discuss three additional sensitivity anslyses bagcd on assumptions sugpested by
the EMB or Tillingliast reports. Each sengitivity analysis is based on the anelyses of my -
November 2004 expert report, varying one the following assumptions:

» Increasing propensities to sue with increases equal to rates of actual increeses observed from
T&N’s own past claims experienoe rather than the general rafes of increase that I used in my
experi repott,

+ No increase in T&N's average cost to resolve claims over ite costs in 2000-2001, its last year
in CCE. and first months outside of CCR;

v Increages in T&N's average cost to resolve claims based mostly on its actual rates of increase
88 2 CCR. membet,

The first of these variations results in rates of increases in fture propensities which are greater
than those assumed in my report and which produce greater liability forscasts. The forecasts of
riy expert report are more conservative than Habilities forecast that would be obtained by
extending into the future T&N’s actual past rates of incresse in propensities to sue.

_ ' The sceond and third of the 4lternatives are unlikely. Their estimates of T&N’s claim values at
the time of its bankruptcy are inconsistent with the circumstances of T&N's asbestos litigation
that I describe in Section 6.1 of my expert repart {Ibid, pp. 8-13).

2.2,1. Using T&N’s Increase in Propensities to Sue

‘Many factors--T&N's own past claims experience, the effects of itportant asbestos litigation
events in late 2001, the cxpectations of other analysts (the EMB and Tillinghast analyses of T&N
habﬁmes), the expectations of T&N"s lawyers who defended its asbestos claims, the actual

- experiences of ashestos defendants who continued to réceive claims after T&N entered
‘Bankruptcy in October 2001 —~all suggest that propensitics to sue T&N snd T&N's claim filings
would continue to increase after September 2001, but they do not provide specific cstimates of the
amounts of such incrsase. In my November 2004 expert report I estimated this rate of future

_increase conservatively as the rate observed generally among ashestos defendants in the late
19908 derived specifically from claims filing data for the Manville and UNR Trusts.

In contrast, EMB looked to T&N's own past claims experience to estimate the continuing rate of
increase in its propengities to sue. In this section I present throe altemaﬁvc estimates of increase
in proponsitics to sue that we detived from rates of past increases in propensitics to sue T&N.

Filings against T&N and other CCR members were suppressed between 1993 and late 1997 when
plaintiffs law firms withheld filings while the Georgine class action was sub judice. Afier the
Supreme Court overturtied the Georging settlements, T&N's filings increased sharply in late 1997
and 1998 as law firms filed claims that had been withheld while Georgine was still untesolved.
By 2000 and 2001 these Georgine effects had largely past. As EMB, Tillinghast and others have
-recognized, the increased filings against T&N during 2000 and 2001 reflected, rather, the
beginning impacts of the bankruptey filings in 2000 and 2001, the expandmg eotreprencurism of
plaintiffs law firms and other factors that represented real increases in propensities to sue.

-Because the tming of T&N’s claim filings were affected by its membership in CCR, we

- eilontated rates of increases in T&N’s past propensities over three different periods (Table 3). All
three of our alternative forecasts look 1o the rates of inereass throtgh 2000 and 2001 but use
different starting points from which to measure the rates of increase, I compare these alternatives
with the rates of incrense used for the General Increase and No-Tncrease models of my November
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" 2004 report.

Table 3: Aliernative Rates of Increage in Propensities to Sue

No. Period Mezo Lung Othc Nonm
1,  83-88 vs 00-01 2080 2007 1.745 1285
2. 87-88 vs 00-01 1.654 1,888 1323 1.272
3. G97-88 vs 00N 1,808 1.556 41.554 1.182
4, General Increase | 1.302 1.490 1781 1.113
5.  No increase 1.600 1.000 141.0C00 1.000

To forecast T&N’s future liabilities under each of these models we assumed that propensitics to
sue would increase gradually over five years between 2002 and 2006. We forecast no change for
the first forecast future year (2002) followed by increases over each of the next four years (2003
through 2006), with the increase in each year equal to one fourth of the full rates of increase
shown on Table 3, By 2006 propensities to sue T&N would reach the multiple of its propensities
to sue during 2000-2001 for each disease times the rates of increase shown on Table 3.

Table 4 shows forecast present values of future liability using these altemmative rates of propensity
. to sue increases. Results for the No-Increase and General-Incroase models are presented for
comparison. : :
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Table 4: The Present Value of Pending and Future U.S, Claims Against TEN

: ' Diseassy
No. ForecastModel Meso Lung Othe Nonm| Total
1, 93-98 vs 00-01
Psnding %474 $130 $26 $7211 $1,352
Future 6,222 874 141 8571 13,908
Al Claims $6,686 $1,104 $167 $7.292 | $15,260
2. 57-88 vs 00-01
Pending 3474 $130 $26 $721 1 $1,352
Future 4,765 788, i1 £,168 | 10,830
All Clairne $5,259 5016 $137 95,888 | $12.182
3. 97-80 vs 00-01
Pénding $474 $130 $26 $721 | $1.352
Future 4,642 781 114 4,780 | 10,327
Al Claims $5,116 = %911 $140  $8,511 | $11,879
4, Genergl
Pending $474 $130 %26 $721 | $1.352
Future 4,324 753 144 4,503 8,724
All Claims $4,768 5883 $170  $5,224 | $11,078
8, Noincredss
Pending $474 $130 $26 $721 | $1,352
Future 3,259 $543 386 52,944 | $6,835
~ All Claims $3,633 5673 $115 53,665 | $8,187

Notes: Millions of year 2001 dollars. Pending claims are assumed to average 1.5 years to
geitlement. Future claims are assumed to zettle 2 years after filing, Indemnity is inflation
adjusted at 2.5%. Discount rate is 5.02%, '

Tabie 4 shows that the ratcs of increase in my expert report, the General Increase, are
conservative. We would have forecast greater linbility 1 we had forsoast future T&N claim
filings based on its own past rates of increase in claim filings rather than otr peneral measure of

. increased propensities to sue.
| 2.2.2, Alternative Forecasts Based on 2000-2001 Settlement Averages

For reasons discussed in my expert roport, the amounts that T&N could be expecied w pay to

" resolve pending and future claims cannot be forecast solely from its past claims experience
(Peterson, Sections 6.13-6.14, pp. 12-18). T&N resolved claims into 2001 as & member of the
CCR, which provided T&N with tactical advantages and administrative savings that it no longer
had after CCR. disbanded in Jamary 2001, After CCR disbanded, T&N could no longer expect to
resolve clzitns in amounts s low as it had within CCR, In the eight months between leaving
CCR and fling for bankruptey protection, T&Ns mesothelioma settlement averages increased
dramatically. In the same time period, T&N resolved relatively few atypical claims for other
diseases, mostly claims that T&N’s lawyers felt presented little liability risk for the company,
Again, T&N’s resolutions for these claims provide little guidance as to the value of the remaining,
pending claims and those that would be filed in the future. For these reasons, 1 had used other
sources of information described in my report in addition to data on T&N’s historic resolutions fo
estimnate the values of claims that were pending and would be filed after its bankruptey (Peterson,

p. 12-18),
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While I concludo that we should not use T&N's past resolutions as the sole basis for forecasting
what it would pay to resolve claims at and efter ite bankruptey, the analyses in this section show
that forecasts of T&N's liabilitics are great even when based solely on T&N's resolutions vnthm
CCR and during the nine months between CCR and its petition date.

Table 5 shows the average settlement amount paid by T&N within each disease category during
2000 and 2001, its last year in CCR and the few months after it left CCR.

Table 5: T&N Settlement Averages Prior To Bankruptey (2000-01)

Mesao Lung Othe  -Nonm
$08,267 $15038 $8,216 $2,338

Notes: Average zetflement amounts dre expressed in Year 2001 doliars,

" If we use the values in Table §, ignoring the fact that T&N"s settiement averages had been

. continuing to increage at the time of its bankruptey filing, we obtain lower forecast liabilities than
provided in my export report. These forecasts, using the settlement averages in Tuble 5, arc
overly congervative, ignoring not only all of the litigation factors that were inicreasing T&N’s
liability at the time of its bankruptey petition (Peterson, Section 6,1.3,, pp. 12-13), but also
ignoring the trends of increasing settlement averages that characterized T&N’s settlements up to
the time of ite bankruptey petition, While I do not regard the values on Table 5 as reasonsble
bages for forceasting T&N’s liability at the time of its bankruptey petition, Table 6 shows
calculations of T&N’s liability based on these sctiloment values, 2 present value of $4.9 billion
for the Increase model and $3.6 billion for the No Increase model,

Table 6: Liabilities Using T&N’s 2000 and 2001 Settlement Averages

Period Increase |No Increase
Pending 578 $578
Future 4,278 3.044
Total 34,856 $3,622

Notes: Millions of year 2001 dollars, Periding claims are assumed to average 1.5 yeats to
gettlement. Future claims are agsumed to settle 2 years after filing, Indemnity is inflation
adjusted at 2.3%. Discount rate is 5.02%.

2.2.3. Alternative Forecasts Based on Trends in Settlement Averages

Anothet alternative for the estimates of current T&N settlemaent valnes accepts that settlement
values in late 2001 were greater than the averages paid by T&N prior to its bankruptey, but uses
different rates of inciease from those used in my expert report. For this alternative we assume
that within the baskruptey the values of T&N claims equal its average payments during 2000 and
2001 increased by the amounts of recent increases in T&N’s sotflement averages for cach disease,

The third row of Table 7 shows the amount of change in average settlements from 1997-1998 to
2000-2001: increases for cancer claims and & decrease among nonmalignent claims. As discussed
in my Novetaber 2004 expert report, the changes in T&N settletrient sverages over this five year
period represent the most recent of long term overall increases in average cancer setilements for
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T&N, trends that also obtain for other asbestos defendants (Peterson, Scetion 6.1.1, pp. 9-11).

T&N’s setilement experience at the time of its bankruptcy is represented both by the level of
gettlements at the time of its bankruptey (the averages shown on Table 5) and the fhot that its
settlement averages had been trending up for cancers and down for nonmalignant claims, In-
forecasting T&N’s asbestos liability based on its settlement data we accept that these trends
wounld continue and, therefore, multiply the amounts of T&Ns most recent settlements times the
rates of increase in its settlements over the past five years, The lagt Yine in Table 7 shows the
products of these calculations, our estimates of the amounts that T&N would pay fo settle pending

and future asbestos clatms,

Table 7: Increases in T&N Scttiement Averages Prior To Bankiuptey

Disotse
Quantity Period Meso Lung Qthe Nenm
Average 2000-01 | $98,267 $15038 96,216 $2,338
Average 1997.98 | $45074 $12701  $5848  $2,682
2000-01 ' 4 :
Change + 2.137 1.184 1.083 0.872
1997.08
Forecast Averages $210,040 $17,806  $6,608 $2,038

Notes: Average settlement amounts are expressed in Year 2001 dollats,

The present valuc of T&N’s lisbility (Table 8) for pending and future claims using the forecast
averages from Table 7 is $7.5 billion for the Increase model for future claims and §5,7 billion for

the No Increase model,

Table 8; Present Value of Liabilities Using Recent Scttlement Increases

Period Increase [No Increase
Pending $835 $838
Futiere 6,704 4,890
" | Total $7,542 $5.728

Notes: Millions of yedr 2001 dollars. Pending claitns are assun;xed ta average 1.5 years to
settiement. Future claims are assumed to settle 2 years after filing, Indemnity is inflation
adjusted at 2.5%. Discotit rate is 5.02%.
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3. LAS’s Preliminary Forecasts

We prepated for Committee counsel two earlier memoranda on T&N's asbestos liabilities which
were circulated to some parties for purposes of discussing resolution of the U.8. bankruptey and
UK, insolvency litigations, Both of these sets of analvees were preliminary and limited, Az we
continped to waork in this cass we obtained additional information about T&N's liahility in the
11.5., which lead to the forecasts of my November 2004 expert report.

3.1. October 2002 Memorandum

'On Qitober 16, 2002 I prepared and sent to Committee counsel & preliminary memorandum
cstimating liabilities in the U.S. for four Federal Mogul companies, including T&N (Peterson,
“Liabilities of Federal Mogul Entities,” Ovtober 16, 2002 (hereinafier “Peterson-2002")), AsI
desctibe in my sccond, February 19, 2004 merorandumn to Committee counsel, the October 2002
analysis was a quick, preliminary look at T&N’s U.S, Labilitics bascd data that had been
available for only a week:

Our earlier forecasts, provided in a memorandum dated October 16, 2002, were based on rapid
analysis of data we received October 8, 2002. We received s more comprehensive dataset of
1.8, T&N claims on February 6, 2003 and since then have had time to study both datasets and
discuss data issues with with Jean Malone at ARPC. We have also made several refinements to
our forecasting methods since October 2002. (Peterson, “Turner & Newall Liabilitics for UK.
and U.8. Claims,” February 19, 2004, pp. 9 to 11 (hereinafter “Peterson-2004)),

By October 2002 we had only limited discussions with T&N's lawyers who defonded asbestos
claims, limited research on T&N’s labilities and scanit opportunity to examine the complex
Fedaral Moguls claims datebase, We performed simple quantitative analyses that did not
necessarily roflect the impacts of the many factors that influenced T&N’s liahility as of October
2001. Rather, Committes counse) roquested that we provide a quick and rough analyses for
preliminary discussions with Committee members and other creditors and our research results
were treated and represented as a quick and very prelifninary analysis. Exoerpts of this
- memioratidum were included in an Qctober 25, 2002 memorandum by Elihu Inselbuch, counsel
" for the Comnittee, and described as:

“g very preliminiary estimate by Dr. Mark A, Peterson of the maghitude of Federal Mogul's
present and future asbestos liabilities, based on the claims information provided to date.”

We no longer use the claims October 8, 2002 database that was the basis for my October 2002.

“That datsbase was incomplete, in particular it contain incomplete information about T&N's
settlements during 2000 and 2001, years that are critical for forecasting T&N’s ashestos liabilities
at the time of its Octobet 2001 bankruptoy petition. The October 2002 data included less than
half of setflements of cancer claims that are in the later database used for my November 2004
report. While this was the only data available to us in October 2002, forecasts based on such
incomplete data cannot be regarded now es meaningful.

3.2, February 2004 Memorandum

My February 18, 2004 memorandum to counsel “rovisit(ed) out eatlier forecasts based on
updated data and improvements in both our understanding of the data and our forecasting
methods” (Peterson-2004, p. 1). The February 2004 memorandum describes elements of the
second T&N databage that we received in February 2003 which we used both for the analysis of
that memorandum and for my November 2004 expert report. This second database was more
complete than the earlier database, which it rendeted obsolete, The February 2004 memorandum
also incorporated six technical improvements for the forecasts (Peterson-2004, pp. 9 to 11).
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The February 2004 analyses differed from my November 2004 expert report in three primary
ways. Two of these difforences related to forecasts of future claim filings, which were greater in
the February 2604 analysiz (for the General increasing mode! 1,160,880 compared to 1,088,440
for the November 2004 expert report; for the No-Increase model 730,700 compared to 706,779
for the November 2004 expert report). First, the February analysis made a technical error in
failing to annualize the nine months of 2001 claim filings, which was cortected in my expert
Teport, Second, the February 2004 forecast & greater number of future notunalignant claim filings
because it was based on 2 nonmalignant multiplier caleulated from 2000 and 2001 filings,
Because nonmalignant claims ihcreased disproportionately in 2001, my November 2004 expert
report used dats only for 2000 in caloulating the nonmalignant multiplier. As part of the
sensitivity analysis for my expert report, Iincluded a forecast that caleulated the nonmalignant
muiltiplier across both 2000 and 2001.

The third difference related to estimates of T&N settlement values that were used to foracast
Habilities for both pending and future claims, The February 2004 forecasts of T&N’s tort liability
was intended a8 an update of the October 2002 analysis and vsed the same basic approaches as
the earlier analysia. Thus, like the earlier analysis, the February 2004 used T&N's historic
settlement averages to value claims as of the Ootober 2001 petition date while recognizing that

~ this approach under-estimated TEN’s asbestos liability:

Our use of T&N’s higtoric resolution costs places conservatively low values on its liahilities for
pending claims. As we did in October 2002, we use T&N's resolutions over the multi-year
period 1998-2001 as the basis for valuing pending claims even though T&N’s average costs to
resolve claims had increased over this period. It is unlikely that T&N would have been able to
continue to resolve its asbestos labilities for the amounts that it paid as a CCR member, T&N
would have had to pay considerably more on avetage to resolve claims in the future both
beoause it lost the nepotisting and tactical advantages that it had as a CCR membet and also
because it would have faced sharply increased demands and settlement expectations as ofher
asbestos defendants entered bankruptey in 2000 and 2001. These changes would have been
petticulatly sharp for T&N because of its history in manufacturing and selling many and
particularly dangerous asbestos products. Even CCR members who did not have the burdens
of T&N’s particular corporate history saw their settlement values increase by multiples in the
the early 2000s after leaving CCR. T&N would likely have had to pay even greater increases
{Peterson-2004, p. 15),

'As I desciibe in my Noverber expert tepott, thé forecasts in that report use information in
addition to T&N’s historic settlements it ordor to reflect that “T&N would likely have had to pay
gven groater incteasée™ than are reflected in historic dats, as I noted in the Febroary 2004
memorandum (Ibid). The November expert report was based on more thorough considerations of
the factors that had increased values of claims against T&N by the time of its October 2001
petition date. The November expert report quantified the incteases in values, a step necessary for
forecasting T&N's actual liability, as the February 2004 noted, but & step that was not attempted
in that memorandum. Rather, the February 2004 memorandum observed that the proposed T&N
TDF values more closely quantified cwrrent T&N claim values;

The TDP aldo provides claim values that exeeed the historic average settlement amounts paid
by T&N as a CCR member. Thesc increases reflect the greater quality of claims that will be
paid under the TDP, claims that mect the more rigorous claims requirements of the TDP. The
TDP values also attempt in part to reflect the greater amounts that T&N would have had to pay
as of the date of its bankruptey filing, both because the company no longer had the advantages
and protections of CCR membership and also because plaintiffy would have looked to T&N for
far higher payments as & highly culpable defendant remaining after bankruptcy proceedings
removed most other major asbestos defendants (Peterson-2004, p. 18),
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4, Comments on Report by EMB

EMB Consultancy LLP (EMB) prepared a report dated July 27, 2004 that reviewed my then-
available projections of T&N’s liabilities for future asbestos bodily injury claims in both the U.S.
and UK, and that commented on the TDPs for both countries, EMB has not provided a report
conunenting on my expert report of November 2004, EMB's work was prepared for Denton

- Wilde Sapte counsel to the UK, administrators of T&N.

EMB accopted as reasonable my method for forecasting futute claims in each country (EMB, p.
16), my use of the Nicholson epidemiological forecasts of asbestos disease for both the U.S.
(EMB,p. 17) snd UK. (EMB,pp. 38-39) and my forecasts of the number of future UK. claims
(EMB,p. 37) and liabilities in the UK. (which were within 1 percent of EMB's forecasts using a
different method, EMB, pp. 40-41).

However, EMRB disagreed with some of the “actual parameterization of the various stages™ for
my forecasts of U.S. liability (EMB,p. 16). Using my general forccasting approach but different
patameter cstimates of the values of future asbestos claims and the rates of inerease in future
claim filings EMB forecast U.S. tort Jiabilities ag $3.3 billion (present valued; EMB, p. 15), EMB
~ summarized its conclusions: :

“We believe that Dr. Peterson’s projection of U.§,~wide future mumber of agbestos claims is
reasonable based on the information available, However, we believe that based on the

" information we have seen Dr Peterson’s projection of the future propensity to suc is overstated.
We acknowledge a general observable increase in the propensity to sue and for the purposes of
our bést estimate projections have assumed that the propensity to sue will increase from its
2001 level at the average rate observexd over the past 15 years for all future years until it
ultimately reaches the level projected by Dr Peterson™ (EMB, p. 4).

Here, I review and eritique key differences in EMB's assumptions compared to mine, and I
attempt to quantify the magnitude of the effects.

4.1. EMB’s Inappropriate Treatment of Propensities to Sue

There are two problem areas in EMB’s models for propensity to sue. First, EMB failed to
annualize 2001 Slings in order to obtain what should have been a full year's propensity to sue.
‘Second, EMB observed that there had been “dramatic increase in the propensity to sue over that
historically observed” for all three eancers, but it developed a time trend that miniraized this
increase.

4.1.1, EMB's Artificially Low 2001 Propensities to Sue

. BMB treated claimis filed between Yanuvary and October 1, 2001 as if they reprosented an entire
" yéar’s claiming rather than a pariisl, three-quarters of a year. To make the 2001 propensities to
"sue comparable to other full years EMB should have annualized 2001 filings, Instead, EMB

" inappropriately calculated T&N's 2001 propensity to sue as the quotient obtained by dividing

claims filed over a nine month period by asbostos deaths over a twelve month period, EMB

' compounds this problem by using T&N's 2001 propensities to sue as the starting point from

which it forecasts future claims. Consequently EMB’s error is critical; forecasts for all future

years are reduced because of EMB’s miscaleulation of 2001 propensities to sue.

EMB should have annualized the nine months of 2001 filings by multiplying the claims filed over
the nitie months times 1.33 (12 months / 9 months = 1.33). If EMB had made this adjustment, its
caloulations of year 2001 propensities to sue would have increased by sbout one third (cotnpare
tows | and 2 in Table 9, below) and all of EMB’s future projections for counts of claits and {otal
dollar tiabilities. would have increated by about one-third. Further, the annualized 2001
propensities are consistent with 2000's filing rates (comparc rows 2 and 3 of Table 9.
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Table 9: Propensities to Sue T&N, by Disease: 2000-2001 (U.8.)

Type of Cancer

Filing
Status Year | Mese Lung Othc

Unarnualized | 20011 309 244 3790
Annualized 20011 412 328 493

NA 2000 450 394 44.1

41.2. 'EMB’; Artificially Low Trends for T&N Propensities to Sue

EMB estimated that future propensities to sue would inorease annuvally over TS&N’s 2001 levels
by an annusl rate of .75 percent, an estimate that EMB derived from its analysis of T&N claim
filings between 1985 and 2001 (pp. 23-25). There are two problems with this caleulation by
EMB. First, it should have used 2001 propensities based on annuelized T&N's nine monthy of
¢claims during that yeat, which would have increased the rate of growth. Second, EMB should not
have included the earliest years, during the 1980s, i its calculation,

Between 1985-and 1988 T&N joinid two different consortia of asbestos defendants, the Asbestos
Claims Facility (ACF) in 1985 and then the CCR in 1988 right after the ACF dighanded. T&N’s
. entry into both of those facilities distorted its claim filings. In each facility, T&N became
responsible not only for law suits in which it had been named as o defendant but in addition law
suits that had not included T&N as 2 defendant but had named another member of the ACF or
CCR. Thus, in the earlier years of each facility T&N inherited many new claims solely because
thie claims had been filed previously against other facility members, Total claims filings in these
~ years that included those bonus filings cannot be vompated to flings in later years where its data
teflected only new claims that were actually filed against T&N as a defendant, but EMB uses
* guch a comparison o derive EMB’s annual rate of increase in propensities to sug, Because
T&N’s filing data during the carlest years before 1990 had been artificially inflated, EMB
derives-an artificially low estimate of the rates of growth in propensities to sue T&N. Moreover,

- asbestos litigation in the U1.8. has gone through so many generations of changes since the late

1980s, that cotapatison of claim filing rates during the 1980s provides kittle information sbont
ikely future filing trends against T&N. EMB should have begun its comparison with years later
that those of the late 1980s.

To address these issues we roealculated the annual rate of increase in T&N's propensities to sue
annualizing 2001 claims and beginning with year 1990 rather than 1985, As EMB had apparently
done, we fit a multiple regression line to propensities to sue for these years, 1990 through 2001
annualized. With these modifications, our analysis shows that T&N’s cancer propensities to sue
increased at annual rates greater than the 0.75 percent rate derived by EMB. Further, while EMB
apparently did not caloulate the rate of change in the nonmalignant multiplier and assumed no
guch increase (EMB, p. 25), we found an anmual averags increase of .56 percenit for that
parameter
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Table 10: Recalouldtion of Average Annual Increase in T&N’s Propensities to Sue

ENB
Disease Caleulstion] Reealeulation
Mesethelloma | +0.76% +2,14%
Luny cancer | +0.75 +1.74
Other cancer | +0.75 +2.70
Nonmalignant | +0.00 +(.56

For each diserse, levels of increase in propensities to sue T&N are far greater when they are
based on the proper, annualized claim filings for 2001 and without uging T&N's artificially
inflated filinps during the late 1980, '

4.1.3. Adjusting for EMB’s Inappropriate Propensities to Sue

We apply these increases to EMB’s methods for forecasting the increase in future T&N claim
filings. To replicate EMB's methods, we nsed T&N’s 2001 filings as the starting peint for future
propensities to sue and extend the past TN trend lines into the future, additively increasing the

 propensity to sue and the nonmalignant multiplier each year by the percentages shown above.
EMB continued these incteascs until their forecast of future filings intersected that LAS forecasts
that we ptoduced. In replicating EMB’s methods, we simply halted the annual increases after five
years,

We carried out the replications in two steps which are shown on Table 11. As a first step we
annualized T&Ns propensities to sue for 2001, We estimate that this increased the number of
foreoast future claims by 35 percent. EMB does not roport its forecast of the number of future
olaims, but we have estimated this, replicating EMB’s method without annualizing 2001 claims
and using 2 0.75 annual increase from 2001 filings in future years. Row 1 of Table 11 shows our
attempt to replicate EMB’s forecasting approach, Row 2 annualizes 2001 claims but uses TEN’s
historic incteases from 1985 through 2001, Row 3 both annualized 2001 propensities and ‘
 calculated the rates of iricrease over the more appropriate period of 1990 through 2001, Together
these produced a 78 porcent increase in foreeast future claims (Table 11: compare row 1 with tow

3).

Ts;bla 11: Replicition of EMB's Forecast of T&N Claims After October 1, 2001

Basls " Disease
! of
Status | Trend Meso  Lung Qthc  Nonm | Total

No Annualization | 1685-2001 | 21,880 19,517 7,803 488,050 | 546,840
Annualization 1085-2001 | 29,220 26413 10418 672,871 738,922
Annualization 19902001 | 33,252 28965 12,077 800,286 | 974,560

These are large adjustments, but it is difficult to approciate their direct effect on EMB’s lability
forecast, because EMB does not provide its estimate of the number of projected filings. EMB
does, however, provide estimates of total Hability. In section 4.3. below we assess the effects of
the above alternative assumptions on foture Hability.
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4.2, EMB’s Inappropriate Treatment of Settiement Values

To estirate the values of fiture asbestos claims, EMB used its calculations of the amounts paid
by T&N to resolve claims during 2000 and 2001, interpreting narrowly its

*understanding ... that the TDP amounts should be based on the historically observed- '
settlements prior to bankruptey with no adjustment for inflation or other subsequent ovents”
(Bection 6.6.1, p. 29). :

EMB recognized that this assurnption wag problematic, stating

“The methods used for projecting claim amounts based on the historical average awards
adjusted for claim inflation assume that the historical awards derived from past data give a
reasonable picture of how claims will settle in the future, This assumption may be invalid
whers there has been or will be 2 change in the legal environment” (Section 3.4.4, pp.8-9),

More pointedly, the values of ashestos claims against a defendant filing bankruptey may not be

~ aceurately reflected by the amounts that the defendant was paying to resolve claims when it
entered batikruptey. Frequently, companies on the verse of bankruptcy dre able to resolve their

- obligations for less than their fice amount, Creditors are willing to take less than the full value of
their claims in order to gét immediate payment and to avoid the delay and possible hair-cut in
paymenta through bankruptcy. This pattern is true for asbestos claims as it is for claims by other

. creditors. Again and apain insolvent asbestos defendants facing bankruptey obtained setflements

at far lower value than they had obrtained in previous years,

Consequently, an asbestos defendant’s historical awards may not adequately represent the values
of asbestos claims at the time of ite bankruptcy. In cases where claim values had been sippressed
. by ai ashestos defendant’s insolvency and its exploitation of that insolvency in setilements,

- -parties and ¢outts have looked to other sources in order to establish those values. TDPs in
confirmed plans use estimates of the actual values of ¢laims in amounits that exceed what the
cotnpanies were paying in settlements prior to their banktuptey petitions (see, 6.g. confirmed
plans for Celotex and Carey Canada; Fuller Avstin Insulation Company; Raytech; and Manville
Trust’s 1995 TDPs). Experts, parties and courts have looked fo additional sources to estimate
claims values where 2 defendant’s settlement history cannot be used to estimate the values of
claims at the time of batkruptey filing (see, e.g. Manville Trust 2002 TDP; reports, {estimony

" and TDP for the confirmed plan for Western Asbestos, Westetn Mae Arthur and Mac Arthut).

T&N’s claims resolutions during 2000 and 2001, the years used by EMB to caleulate historic
¢laim values, do ot represent the values of asbestos claims at the time of T&N’s bankruptoy

. petition. EMB recognizes that T&N’s settlements within CCR, all of its scttlements during 2000

and irito 2001, underestimate the values of asbestos claims against T&N in 2001 afier it lost the

protections of CCR membership: *We acknowledge that ... settlement of claims through the tort
system rather than the CCR faeility will increase the average settlement of claims™ (p. 5). My

"November 2004 expert report discusscs other reasons why T&N’s 2000 and 2001 seitloments
underestimate the values of asbestos claims at the time of its bankruptcy petition. Because EMB
completed its report in July 2004, the discussion in my November 2004 report was unavailable 1o
EMB in preparing ita report, L :

4.3. Estimating the Effects of EMB’s Differing Assumptions

In this section we apply our adjustinents to EMB’s propensity to suc assumptions (i.e. correcting
EMB's failure to annualize 2001 as well as EMB’s trends in propensity o sue based on pre-1990
filings) in order to understand how thosc adjustments would affect EMB’s overall forecast of
T&N asbestos Habilities. Again, because EMB did not report the values that if used to forecast
U.8, liabilities for T&N, we have attempted to replicate EMB’s analysis. We started with T&N's
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1.8, resolution averages during the years 2000 and 2001, predicted pending and future lishility,

. and then rescaled total ligbility (by 1.16) to obtain #stimates comparable to EMB's present value
linbility estimate of $5.341 billion, Our replication reproduced the $5.341 billion reported by
EMB and it estimated lisbilitics that EMB may have found for each type of asbestos related
disease (row 1, Table 12), We then held Habilities for pending claims constant, but increased
future liabilitics for sach disease based on the amounts of increase in claims when we annualize
T&N’s 2001 propensitics to sue (pbtained by the ratios of claims by disease reported in row 2 of
‘Table 11 to row 1 of Table 11), This analysis estimated that EMB’s forecast of U.S. Habilities for
T&N would have been $6.865 billion if it had simply annualized year 2001 filings, PFinally we
cstimated that EMB’s lisbility forecast would have beetr $7.883 billion had it both annualized
2001 claims and more appropriately calculased rates of increase in T&N’s propensitics to sue by
looking at years 1990 through 2001 (annualized). This adjustment was also based on ratios
drawn from Table 11, comparing forecast filings.in row 3 with those in row 1.

Table 12: Presont Value (PV) of Future Cleims as of October 1, 2001

Basis Disease
of
| Btatus Trend Meso Lung Othe Nonm| Total

No Annualization | 1985-2001 | $3.858  $362 $57 $1,065 ; 55,341
Annualization 1985-2001 | 4,887 458 72 1,348 6885
Annuslization 1890-2001 § 5,591 484 BY 1,717} 7,883

-Notes; Millions of 2001 doliars.

With the adjustments to EMB’s forecast of the number of future claims, its forccasts of T&N’s

" liabilities are much closer to our foreoast of $11.1 billicn (Peterson, Table 24, p. 40), now 71

* percent of our forecast ($7,883 / $11,076 =71.1%). This 29 percent difference results in part
from EMB’s use of a higher discount rate, 5.5 percent compared to our 5,02 percent, which
lowers its forecast of T&N liabilities, Most of the remaining difference results from the lower
claims values that EMB 'uses, based upon its use of T&N’s resolutions during 2000 and 2001
despite EMB’s recognition that those values do not reflect the amounts that T&N would have had
to pay in and after October 2001 to resolve claims outside of the CCR.
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‘5. Comments on Tillinghast Report

Tillinghast's report presents 27 alternstive liability forecasts that combine (s) five variations about
-the number of future claims that are described ag: “Low”, “Medium™”,* Medium +,* High”,*
" High +"; with (b) three more varistions about fature claims described a5 “additonal
nonmalignant loadings” for “3-year”, “5-year”, and “no”; and (c) three variations of “historic
pay settiements™ low, medium and high: and (d) three variations of “expected increase in future
pay sextlements” again, 10w, medium and high. These variants are not well specified, explained
or supporied by analysis. :

Tillinghast accepts that T&N’s claim filings might increase in the future, noting that “ashestos
litigation environment has changed sighificantly since the late 1990s. The number of claims hag
increased dramatically” (Tillinghast, p. 6). Mr. Angelina, the author of the Tillinghast study,
states that “my choice assumptions for mumbers of expected future claims (mostly mediim or

high)™ reflects the increase in claims in recent years” (Tillinghast, p. 13). Tillinghast likens its
High assumption to my Increase model for future claitis: *The high filing scenario, assumes that
asbestos litigation will worsen, causing an increase in the propensity to sue for all diseases, This
" assumption is soinewhat consistent with Dr. Peterson’s high agsumption where he assumes that

~ .the propensity to sue will increase® (Tillinghast, p. 11),

' Tillinghast does not report the number of future claims that it forecasts under any of its models, It
provides a very general description of its forecasting methods, which appear to be similat to the
standard niethods that we use, but that compared T&N’s past ¢laims experience to an “industry
benchmark™ of ¢laim filings rather than Nicholson’s or other cpidemiological models.
“Tillinghast’s report does not specify what this “industry benchmark” ig or how it was detived
other than to say it is “industty asbestos claims filings” based in some unspecified way on
" Btallard and Manton’s research on Mauville claims (Tillinghast, p.13). The lack of description
about this basic component of Tilinghast’s forecasting methods prevents me from analyzing their
. approach, bt their description does raise three concerns: First, thete is no direct erapirical
. evidefics of all “industry claims filings.” Iknow of'no data base thatis a complete list of all
ashestos claims filed at any point it time, It seems unlikely that such a cormplete list could be
compiled, given the large number of asbestos defendants. Sccond, the Stallard and Manton report
_ docs not attempt to provide a count or forecast of all filed claims. Rather, it describes forecast
models of the incidence of asbestos related disease, not claims, and then forecasts claims only for
Manvilte, forecasts that have proved to be far too low. So it is unclear if Tillinghast bases its
forceasts on Stallard and Manton's epidemiological forecasts or on some unidentified database of
- claims that supposedly represents the universe of all asbestos claims. Third, the Tillinghast
agsumpition that T&N historically had “90% of itdustry asbestos claims” is incorrect. T&N did
not have even 90% of all CCR claims, Even the Manville Trust, which is regerded as having the
‘most claims of any single defendant, receives only about two-thirds of the total number'of claims
filed against ten asbestos defendants and trusts at any point in timé,

" However they are made, Tiliinghast's forecasts of future T&N asbestos claims apparently were
 not greatly different from the forecasts in my expert report. Not only does the Tillinghast report
describo at least some of its forecasts as using assumptions “somewhat consistent with Dr.
Peterson’s high assumption where he assumes that the propensity to sue will incresse”
(Tillinghast, p. 11), but also Tillinghast does not report differences in their and my numbers of
future claims as a primary basis for disagreement about T&N's lisbilities (Tillinghast, p. 9).

Tillinghast’s primary disagroement with my forecasts arise are based on the different values that
we use. Like EMB, Tillinghast uses data on T&N's past settlement amounts in forecasting the
company’s asbestos liailities. Unlike EMB which based its forecast on T&N’s settloments
during 2000 and 2001, Tillinghast uses the longer 1998-2001 period, adding earlier yeats when
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T&N’s settlements, as 2 CCR momber, wers lowet, 2s Tillinghast recognizes (Tillinghast, p. 10).
This longer period has two problems. First it is based primarily on T&N’s resolutions within
CCR, which EMB and others recognize as inappropriate to T&N's liability in 2001, outside of
CCR. Second, the long period of years ignores the Increases in T&N's setilements since 1998,
iereases that Tillinghast recognizes within its report (Tillinghast, pp. 5-6).

Tillinghast's report adds nothing to EMB’s discussion of the reasons for its reliance solely on
T&N’s historic settlements for determining how much the company would have to pay to resolve
claims in and after Octobet 2001 outside of CCR. Tillinghast’s report recognizes that “settlement
valies may also be influenced by events” (p, 5) and it finds it “worth mentioning that that the

. ashestos litigation environment has changed significantly sinec the late 1990 ... and settlement
vatues have also increased” (pp. 5-6), although Tillinghast uges T&N's settlement date from
before the significant changes that it cites,

Tillinghast cites several asbostos litigation environment changes since the late 1990g that it
concludes increased settlement values, stating specifically that “the inctease in severity has been
driven by the insolvenoy of the corporate defendants involved, Ag an increased number of
asbestos defendants have declared themselves bankrupt, the remaining solvent defondants have
found themselves paying out tnore for claiing because there dre fewer co-defendants 1o share the

_ liability” (Tillinghast, p. 6). Yet Tillinghast does not apply this conclusion to its forecast, It does
not adjust its caloulation of the historic T&N settlement values to recognize that by late 2001
T&N’s expected setilement payments had increased greatly because of the bankrupteies of major

. asbestos defendants, because of the other matters that it cited in its report (Tillinghast, p.6), and

because of the factors that I discussed at Iength in my expett report.
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- 6. T&N Liability Based on its Bankruptcy Plan

The proposed Joint Plen of Reorganization establishes 2 T&N Trust and Trust Distribution
Procedures (TDP) that the Trust would use to process, evahiats, liquidate and pay pending and
future asbestos bodily injury claims. If this proposed plan is confirmed, the TDP would
detﬁm:ih(: what claims are compensable and the values of those claimy, In this section, we
estitate the Trist’s liability for pending and future claims based on the TDP. These estimates of
liability under the TDP start with the same number of pending and future claims that we projected
in my previous expett teport where we determined how those claims would have been valued
based on tort litigation that T&N faced as of its bankruptey petition date. In other words, we tely
upon and incorporate our prior discussions of the number, characteristics and times of filing of
pending and future claims discussed above and assume that claims processed under the TDP
would be identical to those processed by tort litigation. '

" The TDP establishes eight categories of exposure and medical criteria that claims must meet in
order to qualify for cach category and the valucs of claims within the category. The TDP
establishes for each category maximum valies, “scheduled valucs” which can be elocted by
claimaits who meet the category’s criteria (one lung cancer claim has no scheduled value that can
be s0 glected) and the average value for claims in that category. We assumie, as does the TDP, that
or-average claims in edch category will be valued by the Trust at the aveiage values established
for each category, Table 13 shows the eight categories and the average values for each.

Table 13: Categories and Average Values of TDP Categories

Disease Averagé
Category Value
Mesothelioma | $250,000
Lung Cancer
Level Vii $80,000
Level VI $12,000

Other Cancer $19,500
Nenmalighancy

Level |V $64,600
Level Il $43,500
Lavel If §5,800
Cash Discount $400

" To estimate T&N"s TDP liability, we assutne that the Trust wonld have precisely the same
pending and future claims as T&N would have received i tort litigation. We forecast the TDP
liatdlity for both of our alternative models of future TEN claim Hlings,

“To forecast T&N's liability under the TDP we need to estimate how many claims would qualify
for paytnent under each of the eight TDP categories. Before allocating claims among the TDP
catogorics we first estimated and then eliminated a percent of claims that would not qualify for
any indemnity from T&N, assuminyg that this wonld be the sarne percent of claime that ware
closed without payment by T&N prior to its bankruptcy.

After eliminating this fraction of claims that we assume would qualify for no compensation, we
then allocated remaining claims to the relevant claim categories haged on assumptions about the
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percent of claims who meet the criteria required for cach TDP category. In other words, in
applying the requirements of the TDP we eliminated additional ¢laimg that we assume would not
be dble to comply with those requirements. For exaraple, the TDP requires for most categories
that claimants show that their diagnoses were based on a physical examination. Based on
experiences of existing trusts that have similar requiretnents, we assumed that 25 percent of
nonmalignant claimants would be unable to meet this requirement and we climinated those

- clairos, '
Among claimants who we assume would qualify for 2 payment, we assumed that some would
qualify for other, less serious diseases than claimants’ allege. For example, lung cancer claimants
qualify for the higher paying Category VII only by providing medical documentation both of lung
cancer and either asbestosis or pleural disease, as well as evidence showing that they had
“significant occupational exposure” to asbestos, a term defined in the bankruptey plan that
reguires a showing of regular work proximate to asbestos over a significant period of time, Some
lung cancer claimants who do not satisfy these requirements may qualify under the criteria of the
lower-paying lung cancer Category VI, some roay qualify only for the lowest paying Category I;
and others might qualify for no payment under the TDP. We allocated hung cancer claimants

.among each of these possible categories and similarly allocated clairnants alleging each of the
other asbestos related diseases to the relevant TDP categories. Table 14 shows our estimates of
the number of pending and future claimants who would qualify for the seven categories for each
of our three alternative models of the number of future claits.

Table 14: Number of Claims Qualifying for Bach Category

Disease General No
Categuory . Increase [Increase
Mesothelioma 34,928 28717
Lung Cancer

Leve! Vil 16,814 | 12,649

Leve! VI 12,108 9,017
Other Cancer 3,662 2,332
Nonmalignancy

Leval IV 3,208 2,196

Level [i 124,440 | 90,667

Level li 608,805 | 422,036
Cash Discount | 04,548 1 62,080
Total 299,511 | 627,664

Note: Total claims are fewer than LAS forecasts becabse we exclude a percent of claims equal
to the percent T&N resolved without payment prior to its bankruptey.

To order to ostimate Hability wnder the TDP for each alternative sot of assumptions we multiplied
the TDP average values for cach category by the number of claims in the ¢ategory and summed
the products across every category. Table 15 shows our estimates of T&N's total TDP liability for
¢ach alterriative forecast. _
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Table 15: Total Liability Under Bankruptcy TDP

No
Inereage

$11,806

Genaral
Ingrease

$15,802

Note: Amounts arc in miltions of doilars of year paid.

Table 16 shows the present value of these liabilities, using the'same 5.02 percent discount rate
~ that we used to forecast T&N’s tort liabilities,

'Fable 16; Present Value of Liability Under Bankruptey TDP

No
increase

$7,803

General
Increase

$10,116.

Note: Amounts arc in millions of doflars and are present valued to 2001 using a 5.02%
digecunt rate. :

Finelly, Table 17 shows how the net present value of liability is allocated among the various TDP

_ groups, The table shows both our estimate of the money that will be paid to claimants in each of
the TDP categories and the peteentage distribution of liabilities across the categories

able 17: Present Value of Payments to Claimants Qualifying for Bach Category

Total Payments  |Percentage Distribution

Digeasa Genenral No| General No
Category inoreasse | incréase | Ingdreéase | Increase
Mesothelioma $5,428 $4,328 §3.7 54.8
Lung Canceyr

Level VI| Tar 559 7010 7.1

Level VI 100 78 1.0 1.6
Cther Cancer 48 34 R 4
Nonmalignancy '

Lovel IV 117 86 1.2 1.4

Leve! I 1,208 1,013 12.8 12.8

Lavel H 2,380 4,790 237 22.6
Cash Discount 21 14 2 2
Total $10,116 $7.803 100.0 100.0

‘Note: Amounts are in miltions of dollars and are present-valued to 2001 using a 5.02%
discount rate,
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7. Rule 26 Disclosures and Signature |

DATA CONSIDERED: In reaching the opinions and conclusions set forth in this Report, I have
considercd, in addition to the data considered in my original November 2004 report and my
knowledge of the asbestos litigation develaped over the past 20 years, the items of data explicitly
identified in this repott, the reports, articles and documents specifically identified in the report,
publicly available sourees of information concerning inflation rates, publicly available docurments
shout T&N, the claims databases referenced in the report, discount rates provided to e by L.
Tersigni, Consulting, <

EXHIBITS: The exhibits which surnmarize my opirions sre included in the graphics and tables
in the report and.in the appendices to the report.

QUALIFICATIONS: My quelifications to petform this analysis and provide expert testimony are
et forth in my C.V,, a copy of which is attached as Exhibit 1 to my Novetaber 2004 report.

;PUBLICA’I"IONS: Any publications I have authored within the past ten years are set forth in my
Ct’\’i .
" COMPENSATION: My compensation for services rendered in this cage is set forth in the fee
‘applications Legal Analysis Systems files on 2 regular basis with the Bankruptey Court. At
. _ptesent, my houly rate is $600.
. PRIOR TESTIMONY: A listing of all cases in which I have testified a5 an expert at either trial or

deposition within the past four years was attached as Exhibit 2 to my November 2004 expert
. réport. In addition, since November 2004 1 have testified by deposition in this matter, in the

" Owens Corning Bankruptey proceedings and in the Special Electric bankruptey proceedings and

2t trial in the Owons Corning Bankruptcy.

1 1eserve the right to modify this report az new information becomnes available bet\fveen now znd
the time of thial, I anticipate that I will review the expert witness reports q?‘ opposing expert(s)
and offer my opinions about their analyses and conclusions in rebuttal testimony. ‘

/s/ Mark A. Peterson

Mark A, Peterson, J.D., Ph.D.
TLEGAL AMALYSIS SYSTEME



