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e Third-quarter operating EPS increased 38%, to $0.83, compared

with our $0.75 estimate and consensus of $0.74. The Stock Rating: Market Perform
outperformance relative to our estimate was principally driven by Company Profile: Core Growth
highgr favorable Ipss reserve development ($0.10-per-share benefit Symbol: HCC (NYSE)
relative to our estimate). Price: $26.28 (52-Wk.: $19-$29)
Market Value (mil.): $2,951
e Net written premium was flat during the quarter at $493 million, Fiscal Year End: December
compared with our 5% growth estimate. Production in the quarter Long-Term EPS Growth Rate: 15%
was driven by modest growth within its diversified financial products Dividend/Yield: $0.52/2.0%
line, which includes directors’ and officers’ liability coverage—an
area of the market that has shown the greatest rate increase to date 2008A 2009 2010E
and has been going through dramatic change. Pricing remains Estimates
under pressure, and we do not expect a sharper recovery until EPS Q; ig'gg ﬁig'gg m
underlying profitability for the industry begins to deteriorate. Given 83 $0:61 A$0:83 NA
that HCC'’s medical stop loss business is nearly 40% of total Q4 $0.69  $0.74 NA
company premium, the company is not experiencing the same FY $2.80 $3.12  $3.00
pricing pressure as most of its specialty lines peers. cY $3.12  $3.00
e The combined ratio was 82.7%, compared with our 84.8% Valuation
estimate—$25.4 million of favorable loss reserve development ?\(( FF://E 9.4x g'ji g'gi
subtracted 4.9 percentage points from the loss ratio (compared with ' '
$16 million favorable development and a 3.2 percentage point
benefit last quarter). The loss ratio was 58.4%, compared with our Trading Data (Thomson Financial)
estimate of 59.8%—our estimate included $7.5 million of favorable Shares Outstanding (mil.) 112
loss reserve development, a 1.5-percentage-point benefit to our loss Float (mil.) NA
ratio estimate. The higher accident-year loss ratio seems to be mix Average Daily Volume 657,662

driven, with some volatility in smaller lines of business. . . o
Financial Data (Thomson Financial)

Long-Term Debt/Total Capital (MRQ) 12.6

e Realized investment gains totaled $864,000, compared with Book Value Per Share (MRQ) 219
$933,000 of gains last quarter. Credit quality remains generally high Enterprise Value (mil.) 31948
for HCC and most of the commercial property-casualty insurance EBITDA (TTM) 477.2
industry, and we do not see credit as a serious concern. Diluted Enterprise Value/EBITDA (TTM) 6.7X
book value per share increased 6.0% during the quarter, to $26.46, Return on Equity (TTM) 10.9

given the recovery in credit markets.
Two-Year Price Performance Chart

e We are increasing our 2009 EPS estimate to $3.12 from $3.05 given
the outperformance this quarter offset by a slightly more
conservative growth expectation for the fourth quarter. We are
lowering our 2010 EPS estimate to $3.00 from $3.10, consistent
with the reduction we are seeing across our coverage universe
given more competitive pricing.
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e Our rating remains Market Perform. We view HCC as a high-quality, stable underwriter that
should continue to benefit from a flight to quality as one of only two double-A-rated
commercial property-casualty insurance companies in the United States. The shares trade at
about 1.0 times third quarter 2009 diluted book value per share of $26.46, and while we view
this as very attractive on an absolute basis, we see more relative value within the space.

Another Solid Quarter, EPS Upside Driven by Favorable Development

Third-quarter operating EPS increased 38% to $0.83, compared with our $0.75 estimate and
consensus of $0.74. The outperformance relative to our estimate was principally driven by higher
favorable loss reserve development ($0.10-per-share benefit relative to our estimate). Operating EPS
exclude $0.01 per share of realized investment gains. The operating ROE was a respectable 13.0% in
the third quarter and roughly 12.4% for the first nine months of the year.

Flat Premium Growth Not Surprising, Continued Growth in D&O

Net written premium was flat during the quarter at $493 million, compared with our 5% growth
estimate. Production in the quarter was driven by modest growth within its diversified financial
products line, which includes directors’ and officers’ liability coverage—an area of the market that has
shown the greatest rate increase to date and is going through dramatic changes with the capital
pressures and employee departures at AIG (AIG $36.20), Hartford (HIG $24.44), and XL Capital (XL
$16.17), three major players in D&O. The London market account was particularly weak, and aviation
and other specialty lines also declined during the quarter.

Net written premiums within diversified financial products overall increased 2%, to $220 million—the
company’s D&O product line increased 9% year-over-year, and its other professional liability line
increased 5%. HCC could take huge share in the D&O business if the company has the appetite,
given that it is now of only two double-A-rated publicly traded insurance companies (the other is
Chubb Group [CB $48.65]). Life, accident, and health net written premium was up 1% in the quarter to
$198 million (38% of total), as pressure on exposure growth from the weak economy continues;
however, pricing continues to run modestly in excess of trend according to management, which is
unigue within the broader industry. Aviation declined 6% in the quarter to $35 million, and the London
Market Account (offshore energy, marine, and property), as mentioned above, was particularly weak,
decreasing 25%, to $13 million, with energy down 58% year-over-year, which is a bit surprising given
that offshore energy is one area in which pricing has increased significantly.

While pricing, in the aggregate, remains under significant pressure, management stated that
approximately half of its business is experiencing rate increases, although this is due to disciplined
underwriting and HCC's business mix, particularly medical stop loss, as opposed to an indication of a
change in the cycle. HCC is seeing continued rate increases in financial institution professional
liability, energy, credit, medical stop-loss, and international aviation. Our basic view on commercial
property-casualty insurance pricing since mid-September 2009 has been that underlying underwriting
margins were still too high for the commercial property-casualty insurance industry to push for price
increases aggressively despite capital pressures, which we believe has been generally accurate.
Therefore, we believe the primary catalyst toward a further push in pricing is further deterioration in
underlying margins and profitability after more than four consecutive years of price declines.

While the pricing environment and economic headwinds remain challenging, management has made
several key hires over the past 18 months and stated that it is in active talks with several other teams
at present, to drive growth despite the difficult operating environment. Management stated that new
team recruitment will be a core element of the company’s growth strategy in 2010.Managment also
observed that pricing for acquisitions is becoming more reasonable and it continues to actively review
potential bolt-on acquisitions that could grow the business while also maintaining the company’s low
expense ratio.

Underwriting Profitability Remains Strong; Continued Benefit From Favorable Development
The combined ratio was 82.7%, compared with our 84.8% estimate—$25.4 million of favorable loss
reserve development subtracted 4.9 percentage points from the loss ratio (compared with $16 million
favorable development and a 3.2-percentage-point benefit last quarter). The expense ratio was 24.3%,
compared with our 25.0% estimate. The favorable development year-to-date is primarily from the 2006
and prior accident-years’ reserves, with roughly two-thirds of the development coming from the U.K.
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professional indemnity business, surety, and aviation businesses, with the balance scattered from
several different areas. The loss ratio was 58.4%, compared with our estimate of 59.8%—our estimate
included $7.5 million of favorable loss reserve development, a 1.5-percentage-point benefit to our loss
ratio estimate. Excluding favorable loss reserve development, the loss ratio was 63.3%, compared
with our 61.3% estimate. The higher accident-year loss ratio seems to be mix driven, with some
volatility in smaller lines of business. No detail was given regarding any D&O loss reserve movement,
although the number of claims is rising only at a measured pace. In certain quarters over the past
year, the company has taken up current accident-year loss reserves within D&O, offsetting favorable
development in earlier years. We expect continued favorable loss reserve development in 2009, with
continued pressure on accident-year loss ratios by line of business in the aggregate.

Realized Investment Losses Minimal, Capital Not an Issue

Realized investment gains totaled $864,000, compared with $933,000 of gains last quarter. The
company also had $380,000 of other-than-temporary impairment losses in the quarter, of which only
$312,000 flowed through earnings. We would not be surprised by some additional small, realized
losses over the next few quarters, but credit quality remains generally high for HCC and most of the
commercial property-casualty insurance industry and we do not see credit as a serious concern. HCC
has significantly derisked its investment portfolio over the past 15 months, exiting its remaining equity
and equity-related investments at the end of first quarter 2009. Diluted book value per share increased
6.0% during the quarter, to $26.46, given the recovery in credit markets. HCC is one of the few
companies in the space that continued to buy back stock during market weakness early in the year
given its high financial flexibility, repurchasing $35 million of stock in the first quarter. Consistent with
its conservative capital management stance, management has stated in the past that it would not
repurchase shares at levels greater than book value.

Increasing Estimates, Rating Remains Market Perform—Quality Franchise, but See More
Opportunity for Upside Elsewhere in the Space

We are increasing our 2009 EPS estimate to $3.12 from $3.05 given the outperformance this quarter,
partly offset by a slightly more conservative growth expectation for the fourth quarter. We are lowering
our 2010 EPS estimate to $3.00 from $3.10, consistent with the reduction we are seeing across our
coverage universe given more competitive pricing.

Our rating remains Market Perform. We view HCC as a high-quality, stable underwriter that should
continue to benefit from a flight to quality as one of only two double-A-rated commercial property-
casualty insurance companies in the United States. The shares trade at roughly 1.0 times third quarter
2009 diluted book value per share of $26.46, and while we view this as very attractive on an absolute
basis, we see more relative value within the space. While we remain selective in the space given what
we view as an imminent deterioration in industrywide profitability due to nearly five consecutive years
of price declines, we view valuation near trough historical valuation levels for the group as limiting
downside.
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HCC Insurance Holdings, Inc.
Cond d Income 1t Comparison
($ in millions, except per share data)

2009 2010

1Q08 2Q08 3Qo8 4Q08 (2008 Actual| 1Q09 2Q09 3Q09 4QO09E Estimate | Estimate
Gross written premium $582,999 $691,593 $612,964 $611,207 | $2,498,763 | $602,387 $681,317 $620,382 $628,776 | $2,532,862 | $2,628,422
% change annual -3% 4% 3% 3% 2% 3% -1% 1% 3% 1% 4%
Net written premium $493,647 $567,150 $495,585 $504,236 | $2,060,618 | $491,250 $543,352 $493,287 $521,055 | $2,048,944 | $2,148,266
% change annual -1% 6% 6% 4% 4% 0% -4% 0% 3% -1% 5%
% gross written premium 85% 82% 81% 82% 82% 82% 80% 80% 83% 81% 82%
Premiums earned $493,546 $506,610 $504,972 $502,646 | $2,007,774 | $502,388 $501,978 $520,059 $497,634 | $2,022,059 | $2,048,605
% change annual -1% 2% 2% 0% 1% 2% -1% 3% -1% 1% 1%
Losses and LAE incurred $293,026 $302,901 $324,506 $291,440 | $1,211,873 | $315,566 $292,570 $303,808 $301,068 | $1,213,012 | $1,251,698
% premiums earned 59.4% 59.8% 64.3% 58.0% 60.4% 62.8% 58.3% 58.4% 60.5% 60.0% 61.1%
Favorable/(unfavorable) reserve development $5,100 $9,300  $44,000  $24,000 $82,400 ($4,700) $16,000 $25,400 $7,500 $44,200 $25,000
% premiums earned 1.0% 1.8% 8.7% 4.8% 4.1% -0.9% 3.2% 4.9% 1.5% 2.2% 1.2%
Policy acquisition costs $92,268  $95,845 $96,582  $96,746 $381,441 | $88,692 $90,248 $92,418 $90,569 | $361,927 $372,846
% premiums earned 18.7% 18.9% 19.1% 19.2% 19.0% 17.7% 18.0% 17.8% 18.2% 17.9% 18.2%
Underwriting expense $59,204 $57,514 $57,702  $59,089 $233,509 | $68,998 $61,526 $64,985  $55,425| $250,934 | $234,052
% of operating revenue less NI 11.4% 10.5% 10.5% 11.2% 10.9% 12.4% 11.5% 11.7% 10.6% 11.6% 10.8%
Expense ratio 24.3% 24.3% 23.7% 27.6% 25.0% 24.5% 25.5% 24.3% 24.7% 24.7% 24.7%
Underwriting income $49,048  $50,350 $26,182  $55,371 $180,951 | $29,132 $57,634 $58,848  $50,571 $196,185 | $190,009
% change annual -3% -4% -56% 81% -6% -41% 14% 125% -9% 8% -3%
Underwriting margin 23.7% 23.1% 17.9% 19.8% 21.1% 19.9% 23.6% 24.3% 22.4% 22.6% 22.0%
Combined ratio 83.7% 84.1% 88.0% 85.6% 85.3% 87.3% 83.8% 82.7% 85.2%)| 84.7% 85.8%)|
Fees and commissions $30,999 $30,764 $37,795 $25,643 | $125201| $30,294 $26,132 $31,687 $23,079 | $111,192| $100,073
% change annual -4% -1% -12% -25% -11% -2% -15% -16% -10% -11% -10%
Noninsurance company expenses $31,540 $30,253  $34,606 $17,105| $113,503 | $34,605 $23,770 $31,029 $23,079 | $112,482| $100,073
% change annual 8% 11% -1% -61% -16% 10% -21% -10% 35% -1% -11%
Fee-based income ($541) $511 $3,189 $8,538 $11,698 ($4,311) $2,362 $658 ($0) ($1,291) ($0)
% change annual -119% -87% -59% -184% 167% 696% 362% -79% -100% -111% -100%
Fee-based margin -2.1% 1.2% 7.5% 34.9% 8.7% -8.1% 7.5% 2.0% 0.0% -0.9% 0.0%
Net investment income $47,621  $47,249  $35,962  $33,919 $164,751 | $45,218 $48,411 $48,111  $48,487 | $190,227 | $205,377
% change annual -4% -3% -28% -42% -20% -5% 2% 34% 43% 15% 8%
Other income ($4,946) $10,947 $4,828 ($1,191) $9,638 | $22,896 $5,523 $1,405 $3,000 $32,824 $14,750
Total operating revenues $567,220 $595,570 $583,557 $561,017 | $2,307,364 | $600,796 $582,044 $601,262 $572,200 | $2,356,302 | $2,368,805
% change annual -5% 0% 0% -7% -3% 6% -2% 3% 2% 2% 1%
Pretax operating margin 21.0% 22.3% 14.2% 17.8% 18.8% 20.4% 22.9% 22.8% 21.2% 21.8% 20.9%
Interest expense $3,959 $4,826 $4,768 $4,771 $18,324 $4,639 $3,628 $3,549 $3,600 $15,416 $14,400
Income before income taxes $118,931 $132,764 $82,761 $99,820 | $434,276 | $122,843 $133,164 $137,041 $121,537 | $514,585 | $495,809
Provision for income taxes $37,482  $41,089 $24,370 $27,543 $130,484 | $39,673 $41,579 $42,720 $38,284 | $162,256 | $156,676
Effective tax rate 31.5% 30.9% 29.4% 27.6% 30.0% 32.3% 31.2% 31.2% 31.5% 31.5% 31.6%
Net income $81,449 $91,675 $58,391  $72,277 $303,792 | $83,170 $91,585 $94,321  $83,253 | $352,329 | $339,133
% change annual -16% -9% -40% -27% -23% 2% 0% 62% 15% 16% -4%
Operating income after tax' $81,340  $92,793  $69,596  $78,225 $321,954 | $83,208 $92,175 $93,971  $83,253 | $352,606 $339,133
% change annual -16% -8% -29% -14% -17% 2% -1% 35% 6% 10% -4%
Operating earnings per share $0.70 $0.80 $0.60 $0.69 $2.79 $0.73 $0.82 $0.83 $0.74 $3.12 $3.00
% change annual -16% -7% -28% -11% -16% 5% 2% 38% 7% 12% -4%
Average diluted shares 116,372 116,075 115,418 114,111 115,494 | 113,300 112,500 112,900 113,000 112,925 113,000
Return on equity—operating basis 13.1% 14.6% 10.7% 11.9% 12.5% 12.5% 13.4% 13.0% 11.0% 12.4% 10.5%
Book value per share—diluted $21.67 $22.09 $22.85 $23.14 $23.14 $23.87 $24.97 $26.46 $27.17 $27.17 $30.18
“Income before net realized capital and excluding di

Source: Company reports and William Blair & Company L.L.C. estimates
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William Blair & Company, L.L.C. and its affiliates beneficially own or control (either directly or through its managed
accounts) 1% or more of the equity securities of HCC Insurance Holdings, Inc. as of the end of the month ending not
more than 40 days from the date herein.

William Blair & Company, L.L.C. is a market maker in the security of HCC Insurance Holdings, Inc. and may have
a long or short position.

Additional information is available upon request.

HCC Insurance Holdings Inc. (HCC)

Current Rating: Market Perform
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Current Rating Distribution (as of 10/31/09)

Coverage Universe Percent Inv. Banking Relationships* Percent
Outperform (Buy) 64 Outperform (Buy) 3
Market Perform (Hold) 36 Market Perform (Hold) 0
Underperform (Sell) 0 Underperform (Sell) 0

*Percentage of companies in each rating category that are investment banking clients, defined as companies for
which William Blair has received compensation for investment banking services within the past 12 months.

Mark Lane attests that 1) all of the views expressed in this research report accurately reflect his/her personal views
about any and all of the securities and companies covered by this report, and 2) no part of his/her compensation was,
is, or will be related, directly or indirectly, to the specific recommendations or views expressed by him/her in this
report.

Stock Rating: William Blair & Company, L.L.C. uses a three-point system to rate stocks. Individual ratings reflect
the expected performance of the stock relative to the broader market over the next 12 months. The assessment
of expected performance is a function of near-term company fundamentals, industry outlook, confidence in
earnings estimates, valuation, and other factors. Outperform (O) — stock expected to outperform the broader
market over the next 12 months; Market Perform (M) — stock expected to perform approximately in line with the
broader market over the next 12 months; Underperform (U) — stock expected to underperform the broader market
over the next 12 months; Not Rated (NR) — the stock is currently not rated.

Company Profile: The William Blair research philosophy is focused on quality growth companies. Growth
companies by their nature tend to be more volatile than the overall stock market. Company profile is a
fundamental assessment, over a longer-term horizon, of the business risk of the company relative to the broader
William Blair universe. Factors assessed include: 1) durability and strength of franchise (management strength
and track record, market leadership, distinctive capabilities); 2) financial profile (earnings growth rate/consistency,
cash flow generation, return on investment, balance sheet, accounting); 3) other factors such as sector or industry
conditions, economic environment, confidence in long-term growth prospects, etc. Established Growth (E) —
Fundamental risk is lower relative to the broader William Blair universe; Core Growth (C) — Fundamental risk is
approximately in line with the broader William Blair universe; Aggressive Growth (A) — Fundamental risk is higher
relative to the broader William Blair universe.
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The ratings and company profile assessments reflect the opinion of the individual analyst and are subject to
change at any time.

The compensation of the research analyst is based on a variety of factors, including performance of his or her
stock recommendations; contributions to all of the firm’s departments, including asset management, corporate
finance, institutional sales, and retail brokerage; firm profitability; and competitive factors.

THIS IS NOT IN ANY SENSE A SOLICITATION OR OFFER OF THE PURCHASE OR SALE OF SECURITIES.
THE FACTUAL STATEMENTS HEREIN HAVE BEEN TAKEN FROM SOURCES WE BELIEVE TO BE
RELIABLE, BUT SUCH STATEMENTS ARE MADE WITHOUT ANY REPRESENTATION AS TO ACCURACY
OR COMPLETENESS OR OTHERWISE. OPINIONS EXPRESSED ARE OUR OWN UNLESS OTHERWISE
STATED. FROM TIME TO TIME, WILLIAM BLAIR & COMPANY, L.L.C. OR ITS AFFILIATES MAY BUY AND
SELL THE SECURITIES REFERRED TO HEREIN, MAY MAKE A MARKET THEREIN, AND MAY HAVE A
LONG OR SHORT POSITION THEREIN. PRICES SHOWN ARE APPROXIMATE. THIS MATERIAL HAS BEEN
APPROVED FOR DISTRIBUTION IN THE UNITED KINGDOM BY WILLIAM BLAIR INTERNATIONAL, LIMITED,
REGULATED BY THE FINANCIAL SERVICES AUTHORITY (FSA), AND IS DIRECTED ONLY AT, AND IS
ONLY MADE AVAILABLE TO, PERSONS FALLING WITHIN COB 3.5 AND 3.6 OF THE FSA HANDBOOK
(BEING “ELIGIBLE COUNTERPARTIES” AND “PROFESSIONAL CLIENTS"). THIS DOCUMENT IS NOT TO BE
DISTRIBUTED OR PASSED ON TO ANY “RETAIL CLIENTS.” NO PERSONS OTHER THAN PERSONS TO
WHOM THIS DOCUMENT IS DIRECTED SHOULD RELY ON IT OR ITS CONTENTS OR USE IT AS THE
BASIS TO MAKE AN INVESTMENT DECISION. “WILLIAM BLAIR & COMPANY” AND “WILLIAM BLAIR &
COMPANY (SCRIPT)” ARE REGISTERED TRADEMARKS OF WILLIAM BLAIR & COMPANY, L.L.C. Copyright
2009, William Blair & Company, L.L.C.

Please contact us at 1-800-621-0687 or consult http://www.williamblair.com/pages/eqresearch_coverage.asp for
all disclosures.
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