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Florida Market Update

Last year’s Florida catastrophe renewal season (June and July) exemplified the
difficulties of the 2006 market. Capacity was extremely scarce and the auction mentality of
reinsurers forced prices to increase on each successive day. We have come a long way
from that 2006 pricing peak. Although we are not yet at the point that clients would like,
capacity and price stability have returned. What a difference a year makes.

The 2007 legislative changes to the Florida Hurricane Catastrophe Fund (FHCF) structure had
a significant impact on clients’ open market reinsurance needs. To allow for additional time to
study the anticipated changes to the FHCF and determine the impact such changes would have
on the market and our clients’ own portfolios, Guy Carpenter extended the reinsurance
effective dates of many of our 2/1 to 5/1 clients’ programs to 6/1. Business plan changes as a
result of the January legislative moves were incorporated into negotiations with reinsurers.

One impact of having all of the Florida companies’ reinsurance programs in the market,
concurrently, in May, was that the placement timeline was compressed. Reinsurers were
jostling to maximize their capacity closer to inception date as final lines for all programs were
being unveiled. Contrary to last year, there was sufficient capacity in the market with many
programs over-subscribed. In addition, there was a Capital Markets impact in the form of
alternative sources of traditional reinsurance capacity. More activity was seen from hedge
funds participating through transformers to provide traditional reinsurance. For example, DE
Shaw out of Bermuda put large lines down using Allianz Risk Transfer as a front. In addition,
Pulsar Re was actively writing Florida reinsurance on behalf of Magnetar Capital LLC. As
well, the risk appetites of these non-traditional companies showed evidence of change, as they
had previously not been interested in offering support below a 1:100-year event, but now were
very competitive in this space.

In general, Guy Carpenter saw year-over-year rate decreases that varied between 10 percent
and 20 percent. Lower layers saw the biggest decrease of around 20 percent, and the upper
layers saw the smallest decrease of around 10 percent. The open market was also competitive
with the FHCF TEACO layer, providing capacity at an average 15 percent to 20 percent lower
than the TEACO (average 75 percent ROL, 1 prepaid) pricing. Other than the pricing change,
there were no significant changes in terms and conditions. Many clients preferred expiring
wording to avoid any additional timing delays.

In response to increases in their exposure base, increased PMLs from catastrophe model
version changes, and more funds available to buy reinsurance due to the extended FHCF and
softening reinsurance market, most companies purchased more limit than they had the expiring
renewal. On a dollars-basis comparison, companies purchased an average of 30 percent more
limit. Retentions remained the same or increased, varying significantly from company to
company. Year-over-year, keeping model version static, the average attachment point return
period increased 5 percent from 2006 to 2007, and average limit exhaustion return period
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increased 44 percent. The average Florida company catastrophe program attaches at the 3rd
year and exhausts at the 89th year.

Bermuda and London markets were by far the most active from a quoting perspective,
representing 93 percent of all quotes received (56 percent Bermuda, 37 percent London).

In total, both the average Bermuda market and average London market quotes were within

1 percent of the chosen firm order terms. In addition, the remaining 7 percent average
domestic quotes were within 2 percent of the chosen firm order terms. The tight range of these
guotations reinforces the concept that stability had returned to the market.

Aside from traditional reinsurance purchases, Florida clients were particularly interested in
credit risk covers to protect against both timing risk and credit risk of FHCF claims
reimbursement, reinstatement premium protection covers and 3rd and 4th event covers.

Should you require additional information about the Florida market or would like to create a
bespoke ROLePlay analysis with the most recent Florida companies included please do not
hesitate to contact your Guy Carpenter representative.

Guy Carpenter & Company, LLC is the world's leading risk and reinsurance specialist and a part of the
Marsh & McLennan Companies, Inc. Guy Carpenter creates and executes reinsurance and risk
management solutions for clients worldwide through 2,600 professionals across the globe. The firm's full
breadth of services includes 16 centers of excellence in Accident & Health, Agriculture, Alternative Risk
Transfer, Environmental, General Casualty, Investment Banking*, Life & Annuity, Marine & Energy,
Professional Liability, Program Manager Solutions, Property, Retrocessional, Structured Risk, Surety,
Terror Risk, and Workers Compensation. 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 MMC Securities
Corp., a US registered broker-dealer and member NASD/SIPC. Advice on securities or investments in
the European Union is provided through MMC Securities Ltd., regulated by the Financial Services
Authority for the conduct of investment business in the United Kingdom, Reinsurance products are
placed through qualified affiliates of Guy Carpenter. MMC Securities Corp. and MMC Securities Ltd.
are affiliates of Guy Carpenter.

DISCLAIMER

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. 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 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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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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