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June 1 Reinsurance Rate Decreases are one
Positive Development for Florida Companies

At each Florida renewal season there are many challenges companies face in designing and placing
their reinsurance programs. This year was no exception. While companies deal with navigating the
challenges of the Florida Hurricane Catastrophe Fund (FHCF) integration each year, 2010 also included
heightened commentary by rating agencies regarding acceptable risk transfer approaches, the Florida
Office of Insurance Regulation’s (OIR’s) own views on risk transfer and an environment of continuing
economic turmoil specific to the Florida insurance environment.

In a positive development for these companies, reinsurance pricing continued its 2010 trend of price
declines and dropped year over year on a risk adjusted basis by 10 percent to 12 percent on average.
This drop returns pricing to a level close to that seen in 2008, particularly in upper layers.

Florida Pricing Decreases Reflect Abundant Reinsurer Capital

Consistently in 2010, capacity has returned in abundance, counterbalancing the direct impact last year’s
scarce capital had on pricing. In addition, reinsurers writing Florida business tend to view metrics for this
exposure within a very narrow band, much more so than other catastrophe exposed regions. Variation in
average quotes ranged from declines of 3 percent to increases of 3 percent, which is similar to what we
saw for Florida Renewals in 2009. This is a much tighter spread than that observed at both January 1
and April 1, 2010.

2010 Market Quoting Behavior — All Florida Clients, Traditional Layers Only
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The abundance of capital currently on insurers’ balance sheets is demonstrated by the volume of
share buybacks initiated this year. To date in 2010, 21 companies that underwrite reinsurance have re-
turned capital totaling USD8.8 billion to shareholders compared to USD1.8 billion in the whole of 2009.
The 2010 amount represents 7.7 percent of their aggregate shareholders’ funds at the end of 2009.
The 2009 buy-backs were equivalent to 2.0 percent of 2008’s closing shareholders’ funds.

While average quotes dropped 5 percent to 7 percent from 2009 quotes, reinsurers overall were very
consistent in providing indicated pricing this year that was almost flat as compared to 2009 firm order
terms. These indications were surprising given the general expectation following the January and April
renewals that decreasing pricing trends would continue. Following significant discussion with clients
and markets, 2010 firm order terms averaged a decrease of 5 percent to 7 percent in the lower layers,
where capacity isn’'t as abundant and a decrease of 13 percent to 15 percent in the upper layers.

2010 Risk Adjusted Pricing Florida Clients — YOY

40%

35%

YOY Risk Adjusted Pricing

30% 10Qvs. 09Q -5%to 6%
10Qvs. 09 FOT 0% to-1%

10FOT vs. 09 FOT -13% to -15%

25%

20%
YOY Risk Adjusted Pricing
10Qvs. 09Q -5%to-7%
10Q vs. 09 FOT 0% to 2%
10FOT vs. 09 FOT -5% to -7%

Layer Premium / Layer Limit

15%

10%

5%

Rate On Line

0%

Loss On Line = Layer Expected Loss / Layer Limit
—— 2009 FOT - = 2009 Avg Quotes =~ - 2010 Avg Quotes —— 2010 FOT

Source: Guy Carpenter & Company, LLC

Programs were placed at 86.85 percent of average quotes received for the program and at 102.61
percent of the lowest quote received.

The overall effect of this year’s renewal process was a shift in pricing back to roughly 2008 levels. The
layers exhausting at the highest return periods ended slightly better than in 2008. As indicated in the
chart below, pricing since 2007 has remained in a very stable band. Even with the significant global
economic turmoil of 2009, enough capacity was available to keep pricing within an expected range,
unlike the pricing implications of 2006 coming off of multiple unprecedented hurricane losses in 2004
and 2005.
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Florida Historical Risk Adjusted Pricing

45%

40%

35%

30%

25%

20%

Layer Premium / Layer Limit

15%

10%

Rate On Line

5%

0%

Loss On Line = Layer Expected Loss / Layer Limit

—— 2010 FOT =—— 2009 FOT —— 2006 FOT —— 2008 FOT 2007 FOT

Source: Guy Carpenter & Company, LLC

Renewal Challenges

One of the critical components in the majority of Florida contracts renewing at June 1 is the structure of
the FHCF. While factors influencing the FHCF structure overall were dealt with earlier in the year than
in prior years, there remained questions regarding the viability of the TICL layer and rating agencies’
treatment of TICL within the reinsurance structure. In 2009, with the impact of the financial crisis on the
municipal bond market, which the FHCF utilizes to pay post event claims above their available cash on
hand, there was considerable concern regarding the viability of this upper layer of coverage. Statutorily,
the legislature reduced coverage offered by USD2 billion to USD10 billion last year. Due in part to com-
panies’ concerns regarding the timing of payments received from TICL, only USD5.56 billion was taken
up. Of this, approximately 65 percent was selected by Citizens Property Insurance Corporation (Citi-
zens).

This year, the FHCF TICL layer was further reduced to USD8 billion and in light of last year’s take up
rate and Citizens’ decision not to purchase coverage, the FHCF is estimating a take up of USD2.72 bil-
lion of TICL coverage. In addition to companies’ own concerns regarding the timing of payments from
TICL, Demotech specifically provided criteria in 2010 that companies would have to meet in order to
utilize the TICL layer within their reinsurance structure and maintain an A rating or better. These criteria
include a liquidity ratio greater than 1.0, ratio of total liabilities to policyholders’ surplus of 3.0 or less
and favorable one and two year reported loss development.
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The FHCF has recently released their May bonding estimates and as expected the financial markets’
continued improvement has had a positive impact on the FHCF, as well. Total possible FHCF obliga-
tions in 2010 assuming USD8 billion of TICL coverage are USD25.461 billion. The new capacity esti-
mates cover the full USD25.461 billion at an estimated 5 percent post-event assessment, assuming
current financial market conditions. This includes the projected Fund balance of USD6.02 billion,
USD3.50 billion of pre-event notes and just under USD16 billion of bonding.

Beyond FHCF considerations, both OIR and Demotech contributed specific views on appropriate risk
transfer approaches. In addition to the comments on TICL, Demotech’s guidance document included
commentary on the criteria and ratios they use to evaluate companies. OIR released a memorandum
stating that companies should not necessarily focus on purchasing to the 1 in 100 year event as this
would not be an OIR requirement, but should also evaluate giving equal weight to protecting surplus
from multiple storms of smaller magnitude. This did have an impact on some companies that chose to
purchase less limit on top in order to place other coverages providing protection such as second or
third event structures.

The continued economic issues facing Florida insurers also weighed heavily on companies as they
considered final reinsurance structure criteria. Factors including increasing attritional loss ratios and
decreasing premium volumes due in part to the way in which the wind mitigation credits have been ap-
plied, continue to put substantial pressure on companies’ financial health. While many companies
have recently seen rate increases approved, it will take a significant amount of time before this will im-
pact the continued erosion of capital.
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Guy Carpenter Briefing

Guy Carpenter & Company, LLC is the world’s leading risk and reinsurance specialist and a part of the Marsh & McLennan Companies. With over 50 offices
worldwide, Guy Carpenter creates and executes reinsurance solutions and delivers 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 and Engineering; Excess and Umbrella; Life, Accident and
Health; Marine; Medical Professional Liability; Political Risk and Trade Credit; Professional Liability; Property; Retrocessional Reinsurance; Surety; Terrorism and
Workers Compensation. GCFac® is Guy Carpenter’s dedicated global facultative reinsurance unit that provides placement strategies, timely market access and
centralized management of facultative reinsurance solutions. 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.

Guy Carpenter’s intellectual capital website, www.GCCapitalldeas.com, leverages blog technology, including Real Simple Syndication (RSS) feeds and search-
able category tags, to deliver Guy Carpenter’s latest research as soon as it is posted. In addition, articles can be delivered directly to BlackBerrys and other
handheld devices.

* Securities or investments, as applicable, are offered in the United States through GC Securities, 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. Securities or investments, as
applicable, are offered in the European Union by GC Securities, a division of MMC Securities (Europe) Ltd., which is authorized and regulated by the Financial
Services Authority. Reinsurance products are placed through qualified affiliates of Guy Carpenter & Company, LLC. MMC Securities Corp., MMC Securities
(Europe) 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 re-
lied upon as such. Please consult your insurance/reinsurance advisors with respect to individual coverage issues.

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 forwardlooking 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.

This document or any portion of the information it contains may not be copied or reproduced in any form without the permission of Guy Carpenter & Company,
LLC, except that clients of Guy Carpenter & Company, LLC need not obtain such permission when using this report for their internal purposes.

The trademarks and service marks contained herein are the property of their respective owners.
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