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October 2008 

FHCF Bonding Capacity Update 
 
The Florida Hurricane Catastrophe Fund (FHCF) has announced changes in bonding 
capacity. The new estimates, voted on and approved by the Advisory Council, reflect the 
changes in the economic climate and emphasize the heavy dependence of the FHCF on 
post-event financing to meet its obligations. 
 

 
FHCF Updates 
The FHCF held an Advisory Council meeting on October 14, 2008 to announce the latest 
capacity estimate for the 2008 Member Company coverage calculation. Due to the extreme 
shift in financial market conditions, the FHCF’s financial advisor, Raymond James, presented 
two views of the capacity available for 2008 claims paying: 
 

1. A theoretical capacity (the method that has been used in the past): this involves a 
mathematical calculation of how much capacity the FHCF has, considering the current 
interest rate environment and the assessment base of the FHCF to support a bond issue 

2. A market-based estimate of what the FHCF could secure realistically in the next 12 
months: this estimate was developed with the FHCF’s three lead bond underwriters – 
Citi, Goldman Sachs, and Morgan Stanley. 

 
Under the theoretical calculation, there is a slight shortfall in the bonding capacity because of 
the unprecedented movement in the municipal credit market over the last few months. The 
market-based estimate, however, shows a substantial reduction from those in May 2008—from 
USD25.5 billion of bonding and total capacity of USD29.1 billion (in May) to USD1.5 billion to 
USD3 billion of bonding and USD13.29 billion of total capacity (at present).  
 
The Advisory Council voted to accept the Estimated Loss Reimbursement Capacity as the 
official October bonding estimate. This change in capacity will result in a recalculation of the 
member companies’ payout multiples, consequently modifying the amount of coverage 
provided to each company.  
 
While the estimated loss reimbursement is the maximum amount the FHCF believes it can raise 
over the next 12 months, it does not use the full 6 percent assessment available to the FHCF 
for an annual period. The USD3 billion estimate only requires a 2.7 percent assessment, 
leaving 3.3 percent available for additional bonding over a longer timeframe.  
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Since the FHCF does not guarantee payment within a certain timeframe and will continue to 
issue bonds (if possible) for as long as they have assessment capacity available, companies 
must consider coverage for the timing of reimbursements. The Advisory Council stressed at the 
meeting that companies should expect to provide for their own liquidity, either during the 12 
months following an event or further into the future. 
 
The chart below illustrates the capacity available under both the theoretical approach and the 
actual estimated amount based on market conditions. Note that the total capacity needed in the 
October estimates differs from the May numbers due to the actual coverage selections by 
Member Companies that were made in June. Also, the projected cash balance has decreased, 
due in part to losses in the investment portfolio. 
 

 
 
Source: Raymond James 
 
The impact of the reduction in companies’ FHCF reinsurance layers both now and into 2009 will 
depend on several factors. 
 

� Favorable conditions for late-season storm activity may encourage some companies 
to address any gaps in reinsurance coverage immediately 

� The Florida Office of Insurance Regulation’s response regarding coverage 
requirements and the amounts of additional reinsurance expense allowed in rate 
filings will impact purchases 

� Rating agency reactions will influence company responses 
� An FHCF decision to enter into other financing mechanisms will reduce the gap for 

insurers in their programs 
 

A.M. Best has started its assessment of the FHCF announcement’s impact on rated carriers. 
Currently, companies found to have substantial gaps in coverage will be placed under review 
with negative implications, pending additional discussions with senior management.  
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Each company with potential exposure to gaps in coverage should undertake a careful review 
of the current treatment of the FHCF within their reinsurance contracts, as well as any other 
financing options available. Solutions for companies should be tailored based on a particular 
company’s current risk management tolerance and coverage in force. Markets have indicated 
there is capacity available to address shortfalls for 2008, should a company choose to pursue 
solutions now.  
 
While any coverage purchased now by member companies or by the FHCF is likely to expire 
prior to January 1, 2009, reinsurers still will need to evaluate their capacity allocations for the 
new year in relation to an increased need for Florida exposure, especially planning for June 1, 
2009 renewals.  
 
This will be a fluid situation over the coming months. We will be monitoring developments 
closely and will provide updates as new information becomes available. 
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Contacts 
Questions regarding this briefing by the Property Specialty Practice may be directed to: 
 
Lara Mowery, Managing Director, Head of the Property Specialty Practice 
Minneapolis  +1 952 832 2104 
 
Robert McKenzie, Managing Director 
Atlanta  +1 404 926 1821 
 
 
 
 
About Guy Carpenter  
Guy Carpenter & Company, LLC is the world’s leading risk and reinsurance specialist and a part of the 
Marsh & McLennan Companies. With 50 offices worldwide, Guy Carpenter creates and executes 
reinsurance solutions and makes available capital market solutions* for clients across the globe. The 
firm’s full breadth of services includes line of business expertise in Agriculture; Aviation; Casualty Clash; 
Construction All Risk and Engineering All Risk; Excess and Umbrella; Life, Accident and Health; Marine; 
Medical; Political Risk and Trade Credit; Professional Liability; Property; Retrocessional; Surety; 
Terrorism and Workers Compensation. GCFac®, our dedicated global facultative reinsurance unit, 
provides the placement strategies, information and timely market access that are critical to obtaining 
strategic facultative reinsurance. In addition, Guy Carpenter’s Instrat® unit utilizes industry-leading 
quantitative skills and modeling tools that optimize the reinsurance decision-making process and help 
make the firm’s clients more successful. Guy Carpenter’s website address is www.guycarp.com.  
 
* Securities or investments, as applicable, are offered in the United States through GC Securities which is 
a division of MMC Securities Corp., a US registered broker-dealer and member FINRA/SIPC. Main Office: 
1166 Avenue of the Americas, New York, NY 10036. Phone: (212) 345-5000. Advice on securities or 
investments in the European Union is provided through GC Securities Ltd., authorized and regulated in 
the U.K. by the Financial Services Authority. Reinsurance products are placed through qualified affiliates 
of Guy Carpenter & Company, LLC. MMC Securities Corp., GC Securities Ltd. and Guy Carpenter & 
Company, LLC are affiliates owned by Marsh & McLennan Companies. This communication is not 
intended as an offer to sell or a solicitation of any offer to buy any security, financial instrument, 
reinsurance or insurance product. 
 
Guy Carpenter & Company, LLC provides this report for general information only. The information 
contained herein is based on sources we believe reliable, but we do not guarantee its accuracy, and it 
should be understood to be general insurance/reinsurance information only. Guy Carpenter & Company, 
LLC makes no representations or warranties, express or implied. The information is not intended to be 
taken as advice with respect to any individual situation and cannot be relied upon as such.  
 
Readers are cautioned not to place undue reliance on any historical, current or forward-looking 
statements. Guy Carpenter & Company, LLC undertakes no obligation to update or revise publicly any 
historical, current or forward-looking statements, whether as a result of new information, research, future 
events or otherwise. 
 
Statements concerning, tax, accounting, legal or regulatory matters should be understood to be general 
observations based solely on our experience as reinsurance brokers and risk consultants, and may not be 
relied upon as tax, accounting, legal or regulatory advice which we are not authorized to provide.  All 
such matters should be reviewed with your own qualified advisors in these areas. 
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