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When we think of property insurance in Florida here is what we think of:
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Unfortunately property insurance is global — here is what the property insurance

carriers think of:
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Basics of Property Insurance in Florida:

e Two real levels of property insurance carriers:

Retail insurance companies that sell product to the public
Re-Insurance companies that sell to the Retail carriers

e Property rates in Florida are principally driven by the overall Re-Insurance
Market — this is a global market .

e The Re-Insurance Markets include:
Domestic Carriers — (AlG/Chartis, Berkshire Hathaway, etc.)
London Carriers — (Lloyd’s syndicates and others)
Bermuda Carriers — (ACE Bermuda, etc.)

CAT Bonds — (Various Hedge Funds and International Money Funds)



e Property Insurance Carriers will ultimately issue policies for a limited
amount of property exposure, retain a portion of the risk and attempt to
purchase re-insurance for all amounts over their risk appetite.



How Do Insurance Companies Estimate the Amount of Risk They Are Taking?

e Probable Maximum Loss — Carriers use computer models to determine the
likely losses, typically using a 1 in 100 year event as a barometer (roughly a
Category 3 Hurricane in Florida).

e Two models are the Industry Leaders:

RMS (Risk Management Solutions)

AIR CAT

e Re-Insurance carriers almost exclusively use RMS (Version 11) to determine
the PML’s and therefore to determine rate.

e Following Hurricane lke RMS released Version 11 to update their storm
forecasts. It reduces the reliance on historical data and instead shows:

The increased trend on frequency of large catastrophic events
The increase trend of the severity of these events



¢ [nitial statements advised that Florida had already been effected by
Version 10 and that Version 11 would have little impact.

¢ |n reality most Florida portfolios under RMS 11 are seeing increases in
their PML values by 50% or more.

e Same amount of property insured but estimated loss figures up 50% - any
guess on the impact?



What does the future hold for Florida property insurance?

There is no crystal ball — we are dependent on our own catastrophic losses as
well as the global catastrophic losses.

The impact of RMS 11 will have to be felt in pricing over the next 2 -4 years
unless it is revised.

The lack of Investment Income by property insurance carriers leaves very little
room to absorb additional re-insurance costs.

Short term outlook is for higher pricing — long term outlook (past 2 -3 years)
almost impossible to predict.

Best way to mitigate future costs for property insurance owners is to build
wind resistive structures (Wind Rated) as these will always obtain the best
pricing in the market and be less likely to produce a financial loss to the
owner.






