DFS CF RFP 15/16-12
Actuarial Consulting Services
Questions and Answers

Addendum #2

1. Q. Would you please indicate whether Attachment G (Client Reference Questionnaire) is
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to be completed and returned?
Yes, Attachment G should be completed and returned.

a) If so, by who (Respondent or Respondent'’s clients)?
Attachment G should be completed by the Respondent’s clients.

b) If not, please confirm that Attachment B should be part of list of Attachments For
Reference listed on page 4 of the solicitation document?
N/A

Attachment L - Page 69 - Is this questionnaire the one to be used for the Volume II. of
the proposal or is this a separate submission? This attachment seems to have not been
mentioned in the submission instructions.

Attachment L is a separate submission from Volume I1.

Attachment G - Page 59 - This should be filled out by the references in Attachment H?
Yes, Attachment G should be filled out by the references in Attachment H.

3.6.3. Financial Documentation - Page 13 - AMI is an S Corporation and doesn't have
audited financial statements. Is the Corporate Income Tax Return Filing of an AMI
acceptable to the Department?

Pursuant to Section 3.6.3 of the RFP, if audited financial statements are not available,
please provide the alternative documents listed in Section 3.6.3 A through D, which

includes A) Income Statement(s) or Revenue and Expense Statement(s), B) Balance
Sheet(s), C) Cash Flow Statement(s), and D) Notes to the Financial Statements.

Q. Who was the last consulting firm that performed the work? Martin M. Simons Public

Actuarial Consultant was the last firm the ICA contracted with. The contract with
Martin M. Simons Public Actuarial Consultant was for one specific project, whereas
this RFP is based on a much broader range of projects.



10.

11.

12.
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How long have the current actuaries been providing their service?
The ICA does not currently have a contract in place for actuarial services.
What were the annual fees charged and the terms of the contract?

There were not any annual fees associated with the agreement with Martin M. Simons
Public Actuarial Consultant. However, all services, including testimony, were
compensated at $225 per hour; provided that all services and expenses, including travel,
contemplated in the agreement did not exceed $20,000. The term of the agreement was
based upon the execution and upon the completion of the Statement of Work and
accomplishment of the Deliverables or in one year, whichever first occurred.

Q. Has the scope of the work changed since the work was done?
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A

Q

Up until 2015, the ICA had an in-house actuary that provided actuarial services. This
RFP anticipates the same scope of services provided the prior in-house actuary.

Can we get a copy of the most recent actuarial report?
Two prior reports prepared by the in-house actuary in 2010 and in 2011 are attached.
Can we get a copy of the proposal of the last successful bidder?

The last contract was not a formal solicitation and did not include proposals. A copy
of the contract is attached, though.

Is the $25,000 fee cap for the one-year contract period inclusive of all services, or might
the ad hoc services result in fees in excess of $25,000?

. Depending on available funds, services may exceed $25,000 during the contract period.

. Which actuarial consulting firm/firms are currently providing these services, or have

provided these services in the past, and for how long have they been doing so?

A

. The ICA is not currently receiving actuarial services. Previously, the ICA had an in-
house actuary and received actuarial services from Martin M. Simons Public Actuarial
Consultant in 2011.



SEAN MICHAEL SHAW, EsQ.
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VIA ELECTRONIC TRANSMISSION

February 26, 2010

Mr. Michael Milnes, Deputy Director
Property and Casualty Product Review
Office of Insurance Regulation

200 East Gaines Street

Tallahassee, FL 32399-4206

RE: In the Matter of First Professionals Insurance Company
OIR Filing No.: 10-01380
Actuarial Review

Dear Mr. Milnes:

I respectfully submit the attached actuarial report related to the above referenced matter authored by Mr.
Stephen A. Alexander, FCAS, MAAA, MBA actuary for the Office of the Insurance Consumer Advocate.

Sincerely,

Sean Michael Shaw, Esq.
Insurance Consumer Advocate

cc w/ attachments: Kevin McCarty, Insurance Commissioner
Steve Parton, Deputy Commissioner
Belinda Miller, Deputy Commissioner
Richard Koon, Director, Property & Casualty Product Review
Joseph Boor, Actuary, Office of Insurance Regulation
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INDICATED RATE CHANGE

The Insurance Consumer Advocate’s (ICA) indicated rate change for the subject filing is -.6%
and the ICA’s selected rate change is 0%. In comparison First Professionals Insurance
Company’s (FPIC) indicated rate change is +12.4% and FPIC’s selected rate change is +5.0%.

The difference between the two indications is due to differences in loss development techniques

and trend rate selections. In consequence of these differences, the ICA projects for the
prospective rate period an average loss and ALAE ratio of 64.8% compared to FPIC’s 75.2%.

Loss DEVELOPMENT

The differences in loss development between the ICA and FPIC result in substantially different
projected ultimate losses and ALAE for the most immature 2008 and 2009 report years:

Office of the Insurance Consumer Advocate
Review of OIR Filing Number 10-01380
First Professionals Insurance Company

Report Year Estimated Ultimate Loss & ALAE

Report
Year FPIC ICA Difference
2008 60,233,007 58,301,118 1,931,889
2009 62,005,312 55,840,301 6,165,011
Total 122,238,319 114,141,419 8,096,900

The ICA’s projected ultimate losses and ALAE for these report years are based upon the use of
five generally accepted actuarial loss development techniques: paid development, incurred
development, Bornhuetter-Ferguson paid development, Bornhuetter-Ferguson incurred
development and Backward Recursive Method. The data provided in the subject filing was
insufficient to use any other generally accepted actuarial techniques.

FPIC used just three loss development techniques (paid development, incurred development and
the Berquist-Sherman Method). The use of only three loss development techniques in the
subject filing is noteworthy, because FPIC used at least eight loss development techniques to set
its 2008 loss reserves while acknowledging to the Securities and Exchange Commission that
each of the eight techniques it used had “inherent benefits and shortcomings (e.g. biases)”.

Furthermore, FIPC selected the average of only two methods (the Berquist-Sherman Method and
the incurred loss development method) for the two most immature years (2008 and 2009), even
though a major shortcoming of the Berquist-Sherman Method is that it is very sensitive to the
selected trend rate, and it requires the exercise of substantial actuarial judgment.
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It is also noteworthy that FPIC did not use the Bornhuetter-Ferguson methods even though it
acknowledged in its report to the Securities and Exchange Commission that these methods are
“more relevant to immature accident years” such as 2008 and 2009.

It is the position of the ICA that FPIC should be consistent in its use of loss development
techniques for both rates and reserves, because both rates and reserves require estimation of
ultimate losses for historical report years.

FPIC describes on pages 23 and 24 of its 2008 annual report to the Securities and Exchange
Commission the multiple methods that it uses to set its loss reserves:

“Actuarial techniques and primary factors that impact our reserve estimates — We
establish loss and LAE reserves taking into account the results of multiple actuarial
techniques applied as well as other assumptions and factors regarding our business. The
actuarial techniques we use that are material to our evaluation of loss and LAE reserves
include the following:

Loss Development Methods (Incurred and Paid Development);
Berquist-Sherman Case Reserve Adjustment Method

Frequency/Severity Methods;

Allocated Loss AdjustmentExpense (ALAE”) development Methods (Incurred
and Paid Development);

e Bornhuetter-Ferguson Expected Loss Projection Methods; and

e Backward Recursive Method

Each technique has inherent benefits and shortcomings (i.e., biases), particularly when
applied to company-specific characteristics and trends. For example, certain methods
(e.g., the Bornhuetter-Ferguson methods) are more relevant to immature accident years,
and other methods (e.g., the loss development methods) provide more meaningful
information for years with a greater level of maturity. Because each method has its own
set of attributes, we do not rely exclusively upon a single method. Rather, we evaluate
each of the methods for the different perspectives that they provide. Each method is
applied in a consistent manner from period to period and the methods encompass a
review of selected claims data, including claim and incident counts, average indemnity
payments and loss adjustment costs.”
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TREND RATES

The ICA’s selected annual loss ratio trend rate is 4.8% compared to FPIC’s 6.0%. It is believed
that the 1.2% difference in selections is due to FPIC’s higher selected ultimate losses and ALAE
for the most immature 2008 and 2009 report years as discussed above.

EXHIBITS

Exhibits 1 through 5
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Exhibit 1
Office of the Consumer Advocate
Review of OIR Filing Number 10-01380
First Professionals Insurance Company

Indicated Rate Change

1) &)

FPIC ICA
(3) Selected Loss & ALAE Ratio 75.2% 64.8%
(4) DD&R 1.027 1.027
(5) ULAE 1.055 1.055
(6) General & Other Acquisition 16.0% 16.0%
(7) Variable Expenses 13.3% 13.3%
(8) Indicated Overall Rate Level Change 12.4% -0.6%
(9) Selected Overall Rate Level Change 5.0% 0.0%

Notes:

(1) FPIC Exhibit 1

(3) Exhibit 2, Row (18)

®) (B)x (@) x(5)+(6))/(1-(7))

(9) based on actuarial judgment
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Office of the Insurance Consumer Advocate
Review of OIR Filing Number 10-01380
First Professionals Insurance Company

Selected Ultimate Losses

Exhibit 2

1) (2) 3) (4) (5) (6) @) (8) 9)
Earned
Premium Selected Fitted
@ Current Loss & Loss &
Rate Incurred Paid Developed Developed Backward ALAE ALAE
Level BF BF Incurred Paid Recursive Selected Ratio Ratio
134,827,989 58,896,099 43.7%  46.5%
132,377,412 74,041,026 55.9%  48.7%
121,151,422 56,747,165 46.8% 51.1%
106,174,966 55,941,233 52.7% 53.5%
99,163,235 56,487,543 64,534,418 56,940,493 105,477,454 55,242,017 58,301,118 58.8% 56.1%
97,093,881 55,998,826 56,707,280 56,943,501 104,283,983 53,711,598 55,840,301 57.5% 58.8%
61.6%
64.6%
64.8%
Selected Annual Trend Rate 4.8%

FPIC Exhibit 5, Sheet 2, Column (2)
Exhibit 3, Column (10)
Exhibit 4, Column (10)
FPIC Exhibit 6, Sheet 1, Column (4)
FPIC Exhibit 6, Sheet 1, Column (3)
Exhibit 5, Sheet 1
FPIC Exhibit 6, Sheet 1, Column (6) or the average of (2), (3), (4) and (6) for 2008 and 2009 based on actuarial judgment

(10) 2004
(12) 2005
(12) 2006
(13) 2007
(14) 2008
(15) 2009
(16) 2010
a7 2011
(18) 8/1/2011
(19)

Notes:

1)

2)

3)

4)

(5)

(6)

)

@) (M7
9)

(18) (17) x ((17) / (16))(1/12)

exponential fit on (8)

(19)(17) / (16) -1
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Exhibit 3

Office of the Insurance Consumer Advocate
Review of OIR Filing Number 10-01380
First Professionals Insurance Company

Bornheutter-Ferguson Method
Estimated Ultimate Reported Loss & ALAE

(1) 2 3) (4) ) (6) ) (8) ©) (10)
ICA
Earned FPIC ICA ICA ICA Estimated
Premium Selected Fitted Expected Expected Ultimate
@ Current FPIC Loss& Loss& Loss & Ultimate Reported Unreported Reported
Report Rate Selected ALAE ALAE ALAE Loss Loss & ALAE Reported Loss Loss &
Year Level Losses Ratio  Ratio Ratio & ALAE @12/31/2009 LDF & ALAE ALAE
2004 134,827,989 58,896,099 43.7% 46.8%
2005 132,377,412 74,041,026 55.9% 48.6%
2006 121,151,422 56,747,165 46.8% 50.5%
2007 106,174,966 55,941,233 52.7% 52.5%
2008 99,163,235 54.6% 54.6% 54,102,232 48,002,707 1.186 0.157 56,487,543
2009 97,093,881 56.7% 56.7% 55,051,999 28,583,373 1.992 0.498 55,998,826
Notes:

(1) FPIC Exhibit 5, Sheet 2, Column (2)
(2) FPIC Exhibit 2, Column (2)

3 @70

(4) Exponential fit on (3)

5) (4)

6) (4)x(1)

(7) FPIC Exhibit 6, Sheet 3, Column (2)
(8) FPIC Exhibit 6, Sheet 3, Column (1)
(9) 1-1/(8)

(10) (9) x (8) + (7)
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Office of the Insurance Consumer Advocate
Review of OIR Filing Number 10-01380
First Professionals Insurance Company

Bornheutter-Ferguson Method
Estimated Ultimate Paid Loss & ALAE

Exhibit 4

1) 2 3) 4) 5) (6) (7 8 9) (10)
Earned FPIC ICA ICA ICA ICA
Premium Selected Fitted Expected Expected Estimated
@ Current FPIC Loss& Loss& Loss& Ultimate Paid Unpaid Ultimate
Report Rate Selected ALAE  ALAE ALAE Loss Loss & ALAE Paid Loss & Paid
Year Level Losses Ratio Ratio Ratio & ALAE @12/31/09 LDF ALAE Loss & ALAE
2004 134,827,989 58,896,099 43.7% 46.8%
2005 132,377,412 74,041,026 55.9% 48.6%
2006 121,151,422 56,747,165 46.8% 50.5%
2007 106,174,966 55,941,233 52.7% 52.5%
2008 99,163,235 54.6% 54.6% 54,102,232 21,419,642 4.924  0.797 64,534,418
2009 97,093,881 56.7% 56.7% 55,051,999 3,506,266 29.742 0.966 56,707,280
Notes:

(1) FPIC Exhibit 5, Sheet 2, Column (2)
(2) FPIC Exhibit 2, Column (2)

3 A7)

(4) Exponential fit on (3)

6

6) (4)x(1)

(7) FPIC Exhibit 6, Sheet 2, Column (2)
(8) FPIC Exhibit 6, Sheet 2, Column (1)
(9 1-1/(8)

(10) (9) x (6) + (7)
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Exhibit 5

Sheet 1
Office of the Insurance Consumer Advocate
Review of OIR Filing Number 10-01380
First Professionals Insurance Company
Backward Recursive Method
Projected Ultimate Loss & ALAE
Report Year 2009 2008 2007 2006 2005 2004 2003 2002 2001 2000 1999 1998 1997
(1) Case Reserves 25,077,107 26,583,065 23,020,747 14,216,584 9,230,840 7,665,550 10,293,363 5,603,419 2,135,115 1,718,486 642,917 1,449,133 749,876
(2) D Ratio 2.00 1.27 1.20 1.24 1.39 1.49 1.76 1.74 1.58 2.54 3.03 2.38 2.00
(3) Developed Reserves 50,205,332 33,822,375 27,585,152 17,597,886 12,852,199 11,425,864 18,166,850 9,734,105 3,373,560 4,364,292 1,949,259 3,453,827 1,499,752
(4) Cumulative Paid 3,506,266 21,419,642 24,997,089 36,048,505 57,465,431 47,898,989 96,569,042 114,307,131 88,705,808 76,762,540 63,814,488 72,810,822 82,800,910
(5) Ultimate 53,711,598 55,242,017 52,582,241 53,646,391 70,317,630 59,324,853 114,735,892 124,041,236 92,079,368 81,126,832 65,763,747 76,264,649 84,300,662
Notes:
(1) Exhibit 5, Sheet 3
(2) Exhibit 5, Sheet 2
3 Mx(2)
(4) Exhibit 5, Sheet 4
6 G+
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Exhibit 5

Sheet 2
Office of the Insurance Consumer Advocate
Review of OIR Filing Number 10-01380
First Professionals Insurance Company
Backward Recursive Method
Selected R, P & D Ratios
R Ratio
Year 24/12 36/24 48/36 60/48 72/60 84/72 96/84 108/96 120/108 132/120 144/132 156/144 UIt./156
1997 1.08 0.70 052 058 059 059 1.02 0.56 0.96 0.86 0.34 1.10
1998 1.28 060 058 0.78 0.62 083 0.71 0.79 0.47 0.71 0.99
1999 1.19 065 065 0.63 065 076 031 1.15 0.46 0.60
2000 134 0.77 062 0.72 078 035 0.81 0.60 0.67
2001 134 072 070 0.61 044 0.76 0.78 0.44
2002 1.14 092 0.65 057 062 0.60 0.63
2003 150 0.80 0.66 0.66 0.68 0.62
2004 150 0.82 0.71 0.67 0.53
2005 156 0.78 0.63 0.47
2006 1.29 0.65 0.61
2007 1.33 0.70
2008 1.00
Latest Diagonal 1.00 0.70 061 0.47 053 062 0.63 0.44 0.67 0.60 0.99 1.10
2 Year Average 1.17 068 062 057 060 061 0.70 0.52 0.56 0.66 0.66 1.10
3 Year Average 1.21 071 065 0.60 061 066 0.74 0.73 0.53 0.72 0.66 1.10
5 Year Average 134 075 065 0.60 061 062 0.65 0.71 0.64 0.72 0.66 1.10
5 Year ex High/kow 1.37 0.76 0.65 0.61 0.61 0.66 0.70 0.65 0.57 0.71 0.66 1.10
All Year Average 1.30 0.74 063 0.63 061 064 071 0.71 0.64 0.72 0.66 1.10
Selected 1.21 071 065 0.60 061 066 0.74 0.73 0.53 0.72 0.66 1.10 0.00
P Ratio
Year 24/12 36/24 48/36 60/48 72/60 84/72 96/84 108/96 120/108 132/120 144/132 156/144 UIt./156
1997 0.37 033 037 033 032 036 0.07 047 0.30 0.13 2.67 0.19
1998 0.29 038 043 0.27 039 0.17 023 048 0.17 0.70 0.24
1999 042 036 037 024 024 023 026 0.17 0.41 0.21
2000 0.36 043 0.29 051 014 032 0.10 0.20 0.10
2001 0.27 033 0.62 0.33 024 0.14 051 1.39
2002 0.27 033 036 046 052 0.51 0.83
2003 0.41 0.37 0.29 0.40 047 0.32
2004 050 0.26 0.36 0.32 047
2005 056 040 0.50 0.48
2006 0.36 0.43 0.31
2007 0.35 0.44
2008 0.68
Latest Diagonal 0.68 044 031 048 047 032 083 1.39 0.10 0.21 0.24 0.19
2 Year Average 052 043 041 040 047 042 067 0.79 0.26 0.45 1.45 0.19
3 Year Average 0.46 042 039 040 049 032 048 0.58 0.23 0.35 1.45 0.19
5 Year Average 049 038 037 040 037 030 039 0.54 0.24 0.35 1.45 0.19
5 Year ex High/Low 0.47 0.40 0.34 0.40 039 0.29 0.33 0.38 0.23 0.21 1.45 0.19
All Year Average 040 037 039 037 035 029 033 0.54 0.24 0.35 1.45 0.19
Selected 0.46 042 039 040 049 032 048 0.58 0.23 0.35 1.45 0.19 2.00
D Ratio 200 127 120 124 139 149 176 174 1.58 2.54 3.03 2.38 2.00

Notes:
P Ratio = Incremental Paid Loss and ALAE / Prior Year Ending Case and ALAE Reserves
R Ratio = Year Ending Case and ALAE Reserves / Prior Year Ending Case and ALAE Reserves
D Ratio = R Ratio x Prior Year D Ratio + P Ratio

Page 11 of 14



Year

1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008

Year

1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008

Exhibit 5

Sheet 3
Office of the Insurance Consumer Advocate
Review of OIR Filing Number 10-01380
First Professionals Insurance Company
Backward Recursive Method
Incremental Paid and Year Ending Case Reserves
Incremental Paid Loss and ALAE
24/12 36/24 48/36 60/48 72/60 84/72 96/84 108/96  120/108 132/120 144/132  156/144
19,899,761 19,173,159 15,263,087 6,932,277 4,034,020 2,638,606 288,877 2,092,509 735,136 311,785 5,414,337 131,942
12,772,327 21,826,487 14,559,247 5,399,095 6,013,315 1,618,079 1,804,004 2,663,566 717,614 1,443,408 349,583
17,915,477 18,116,615 12,110,863 5,130,826 3,246,306 1,988,179 1,704,477 339,078 960,708 221,999
14,985,126 23,981,215 12,470,131 13,630,349 2,675,925 4,887,905 545,001 843,837 262,443
12,060,499 20,091,375 26,794,551 10,026,083 4,445,895 1,146,916 3,194,984 6,705,807
16,630,733 23,386,023 23,287,180 19,642,411 12,471,170 7,584,511 7,420,835
19,257,739 26,217,271 16,491,301 14,827,738 11,616,386 5,405,401
12,381,851 9,554,636 10,987,608 6,999,124 6,758,122
14,341,144 15,803,896 15,413,348 9,359,602
10,096,325 15,574,799 7,361,564
8,653,440 14,318,858
18,052,786
Year Ending Case Loss and ALAE Reserves
12 24 36 48 60 72 84 96 108 120 132 144 156
54,358,767 58,454,284 41,066,730 21,259,809 12,434,873 7,392,249 4,352,171 4,445,986 2,476,877 2,367,648 2,029,664 684,615 749,876
44,260,796 56,866,769 33,891,762 19,731,166 15,336,014 9,458,819 7,838,219 5,526,270 4,344,996 2,054,964 1,467,211 1,449,133
42,428,031 50,650,925 32,733,381 21,332,099 13,388,203 8,751,336 6,620,669 2,031,007 2,341,960 1,074,381 642,917
41,502,388 55,817,632 42,952,540 26,826,766 19,324,322 15,162,821 5,317,721 4,313,259 2,572,451 1,718,486
44,750,529 60,063,894 43,155,694 30,187,702 18,383,767 8,139,840 6,225,531 4,835,061 2,135,115
61,911,306 70,693,179 65,136,567 42,393,327 24,199,733 14,927,446 8,931,056 5,603,419
46,628,797 70,130,810 56,206,960 37,031,610 24,548,785 16,636,900 10,293,363
24,661,148 36,899,772 30,300,246 21,591,576 14,445,447 7,665,550
25,520,451 39,689,600 30,875,822 19,578,909 9,230,840
28,059,083 36,120,879 23,414,486 14,216,584
24,555,365 32,771,219 23,020,747
26,494,361 26,583,065
25,077,107

2009

Note:

Exhibit 5, Sheet 4
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Office of the Insurance Consumer Advocate
Review of OIR Filing Number 10-01380
First Professionals Insurance Company

Backward Recursive Method

Paid and Incurred Loss and ALAE

Paid Loss and ALAE

Year
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

12

24

36

48

60

72

84

96

108

120

Exhibit 5
Sheet 4

132 144 156

5,885,414
3,644,097
2,079,960
2,480,608
4,239,698
3,884,268
2,753,206
1,217,648
2,547,441
3,015,817
2,024,791
3,366,856
3,506,266

25,785,175
16,416,424
19,995,437
17,465,734
16,300,197
20,515,001
22,010,945
13,599,499
16,888,585
13,112,142
10,678,231
21,419,642

Incurred Loss and ALAE

Year
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

Note:

12

24

44,958,334
38,242,911
38,112,052
41,446,949
36,391,572
43,901,024
48,228,216
23,154,135
32,692,481
28,686,941
24,997,089

36

60,221,421
52,802,158
50,222,915
53,917,080
63,186,123
67,188,204
64,719,517
34,141,743
48,105,829
36,048,505

48

67,153,698
58,201,253
55,353,741
67,547,429
73,212,206
86,830,615
79,547,255
41,140,867
57,465,431

60

71,187,718
64,214,568
58,600,047
70,223,354
77,658,101
99,301,785
91,163,641
47,898,989

72

73,826,324
65,832,647
60,588,226
75,111,259
78,805,017
106,886,296
96,569,042

84

74,115,201
67,636,651
62,292,703
75,656,260
82,000,001
114,307,131

96

76,207,710
70,300,217
62,631,781
76,500,097
88,705,808

108

76,942,846
71,017,831
63,592,489
76,762,540

120

77,254,631 82,668,968 82,800,910
72,461,239 72,810,822
63,814,488

132 144 156

60,244,181
47,904,893
44,507,991
43,982,996
48,990,227
65,795,574
49,382,003
25,878,796
28,067,892
31,074,900
26,580,156
29,861,217
28,583,373

84,239,459
73,283,193
70,646,362
73,283,366
76,364,091
91,208,180
92,141,755
50,499,271
56,578,185
49,233,021
43,449,450
48,002,707

86,025,064
72,134,673
70,845,433
84,399,489
79,547,266
109,037,591
104,435,176
53,454,381
63,568,303
52,101,427
48,017,836

FPIC Appendix B, Sheets 1 and 2

81,481,230
72,533,324
71,555,014
80,743,846
93,373,825
109,581,531
101,751,127
55,733,319
67,684,738
50,265,089

79,588,571
73,537,267
68,741,944
86,871,751
91,595,973
111,030,348
104,096,040
55,586,314
66,696,271

78,579,967
73,673,387
67,351,383
85,386,175
85,797,941
114,229,231
107,800,541
55,564,539

78,178,495
73,670,866
67,208,895
80,428,980
85,030,548
115,817,352
106,862,405
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78,561,187
73,162,921
64,323,710
79,969,519
86,835,062
119,910,550

78,684,587
74,645,213
64,973,741
79,072,548
90,840,923

79,310,494
73,072,795
64,666,870
78,481,026

79,284,295 83,353,583 83,550,786
73,928,450 74,259,955
64,457,405
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FL DEPARTMENT OF FINANCIAL SERVICES
OFFICE OF THE INSURANCE CONSUMER ADVOCATE

Hurricane Loss Mitigation Study
for
Citizens Property Insurance Corporation
High Risk Account

Stephen A. Alexander, FCAS, MAAA
6/6/2011

The greatest risk to the financial solvency of Citizens Property Insurance Corporation (Citizens) is the
large number of coastal residences in its High Risk Account (HRA) that have not been hardened against
hurricanes. Seventy-five percent of the homes in the HRA do not have hurricane impact opening
protection. Citizens could significantly reduce HRA losses by implementing a mandatory mitigation
program funded by modest policyholder surcharges and premiums paid into the HRA. Furthermore, the

Florida Hurricane Catastrophe Fund, HRA policyholders and Florida individuals and businesses would
also benefit from reduced losses and assessments.



Contents

EXECUTIVE SUMIMIAIY ceiitiiiiiiiiiittiieietetete e et re e e et et aeeeeeeeeeeeeeeeeeseeeeeeeeesaeeeeeeeeeeeeeesaeaeeeesseaeassensesnsnsnsnnns 3
SENSILIVITY ANAIYSIS ...eviiiieeie et e e e e et e e e e e e e e s et taeeeeeeeeeesaseraaaeeaeseaassstaaaeaeesesnnnsrrnens 4
VLT d gTe Yo T o Vo I AN U0 Y 14 o] L3RR 5
YA S Tl [ o= 5 To Yo R URSPR 5
INtErNal RAte OF RELUIN ..coeiiiie ettt sttt et sb e b saeesanesane e 5

Y L= o] T 0o 1) X PP PP PPPRPPPRPPIRS 5
Windows and Doors Mitiation COSES......ccuuiiiiiiiiiee ettt et e e e ete e e e e rare e e e e arae e e e atee e e ennees 6
Garage DOOr IMITIZatiON COSTS. .. uuuiiiiiiieiiiiiiieee ettt et e e e ettt e e e e e s et e et e e e e e sssaanteeeeeeeesasanrseaaeeeenas 7
Gable End Bracing MitiSation COStS.....cuuiuiiiiiiiiiriiiiieeesciieeessieee s s adheti e sereee e s sbeeeessbeeeessbeeeesnreeeeesnnens 7
Hurricane Model SIMUIRLIONS .......oiiiiiiiieiiie et sbee s B st e et e st e st e e sab e s beeesareesneeesaeeas 8
HRA POIICY PrOfilE..ceci ettt ettt eette e eevvee e ihnae e e s etaee e essaatheeentaeeesenbaeeeeensaneesantaneesansenesnns 9
Conclusions and RECOMMENA@TIONS ...c..eeiuviruiiiiieiieieeeesfieree ettt ettt st as ettt e b e saeesaeesaneeare e 10
EXRIDIES 1 = L0 ieutieiieeiiieiieeieest ettt ettt et siee st eae s et B rfoah e s st e sat e et e bt et e e nbeesheesaeeeabeebe e beesbeesaeeenees 11

Page 2 of 25



Executive Summary

Hurricane loss mitigation programs in Florida currently focus on providing substantial premium
discounts. However, despite the availability of these discounts, only 25.0% of the homes
insured in the Citizens Property Insurance Corporation (Citizens) High Risk Account (HRA) have
hurricane impact opening protection. The other 75.0% of unprotected homes (228,423) are
smaller, older and lower valued, and the home owners may be unwilling or unable to afford to
mitigate them.

It is proposed that a mandatory hurricane loss mitigation program, funded out of annual
policyholder surcharges of $150 and HRA premiums, be adopted to mitigate these homes. No
mitigation discounts would be granted under this proposed program. It is believed that this
program could be implemented as an amendment to Citizens’ Plan of Operation with the
approval of the Financial Services Commission.

In addition to Citizens, the Florida Hurricane Catastrophe Fund (FHCF) would benefit from
reduced reinsured losses under this program. Furthermore, Florida taxpayers would also
benefit from reduced assessments; and HRA policyholders would benefit from reduced retained
losses below their deductibles.

Assuming a seven-year implementation period and a useful life of the recommended mitigation
measures of fifteen years, Citizens’ expected internal rate of return is estimated to be 27.0%,
and the internal rate of return to HRA policyholders is estimated to be 11.0% through savings in
retained hurricane losses below deductibles.

Because of the 22-year time horizon for this program, it is possible that Citizens estimated
27.0% internal rate of return may be reduced by the private market “cherry picking” mitigated
homes. However, this risk comes with the benefit of shrinking Citizens and transferring more
risk to the private market.

If the average cost to.mitigate each home is 25.0% greater than estimated, then Citizens’
estimated internal rate of return is expected to be reduced to 17.0% and the estimated internal
rate of return for HRA policyholders would be unchanged.

Adding hurricane impact opening protection to these homes and bracing gable ends is expected
to reduce Citizens’ average annual insured hurricane losses by $419 per home and is expected
to reduce HRA policyholders’ average annual retained hurricane losses by $132 per home.

The cost to provide steel braced steel garage doors, engineered plywood hurricane impact
shutters and gable end bracing is estimated to be $2,986 per home. If each HRA policyholder
paid a surcharge of $150 per year for seven years to help fund this program, the net cost to
Citizens would be $1,936 ($2,986 - $1,050), and the estimated payback period would be 4.6
years ($1,936 / $419).

Because of limited resources available to the Insurance Consumer Advocate, there is still some
uncertainty about the average cost to mitigate each home. Therefore, it is recommended that
further research, such as a pilot mitigation cost study, be conducted by Citizens before
proceeding with the implementation of this program.
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Sensitivity Analysis

A sensitivity analysis was conducted of the impact of variations in annual policyholder
surcharges and mitigation costs upon Citizens expected internal rate of return. The following
table summarizes the results of this sensitivity analysis:

Citizens Internal Rate of Return Sensitivity Analysis

Surcharge
Increase in
Mitigation
Costs $100 $150 $200
0.0% 21% 27% 35%
10.0% 18% 21% 28%
15.0% 16% 20% 25%
20.0% 15% 18% 22%
25.0% 13% 17% 20%

Citizens estimated internal rates of return decline with increases in mitigation costs, and they
increase with increases in surcharges. The above table shows how an increase in the surcharge
can be used to offset an increase in mitigation costs.

For example, if the policyholder surcharge is initially set at $150 and mitigation costs are 10%
more than expected, the expected.internal rate of return declines from 27.0% to 21.0%.
Citizens could offset this decline by raising the annual surcharge to $200, which would raise its
estimated internal rate of return to 28:0%. However, under such a scenario, the estimated
internal rate of return to HRA policyholders would be reduced from 11.0% (Exhibit 4, Sheet 2,
Row (24)) to 5.0%.
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Methods and Assumptions

Pay-Back Period

Exhibit 1, Sheet 1 derives the estimated pay-back period of 4.6 years based on estimated
average annual hurricane loss savings per home of $419 and the estimated average one-time
cost per home of $2,986 to install engineered plywood shutters, steel braced steel garage doors
and braced gable ends.

Internal Rate of Return

Exhibit 4, Sheet 1 shows that the proposed program will provide Citizens with an estimated
internal rate of return of 27.0%. It is assumed that the program would be implemented over a
seven year period and that only the High Risk Account policyholders whose homes will be
mitigated will be surcharged. It is also assumed that there will be no change in material and
labor costs over the seven year implementation period. However, if labor and material costs
increase by 2.0% annually; then the internal rate of return is expected to be reduced to 24.0%.

Exhibit 4, Sheet 2 shows that the proposed program will provide HRA policyholders with an
estimated average internal rate of return of 11.0%. Thisreturn is based on an investment
(surcharge) of $150 per year for seven years and an estimated savings of $132 per year
(Exhibit 9, Row (18)) for 15 years for each policyholder. The $132 estimated average savings
per year, per policy is based on reduced estimated retained hurricane losses under the average
HRA deductible of 2.6% ($6,136) of the average Coverage A amount ($240,086) (Exhibit 9,
Rows (9) & (10)).

Mitigation Costs

It is recommended that the following estimated average mitigation costs for windows, doors,
garage doors and gable end bracing be confirmed through further research or a pilot study in
which a representative sample of homes are mitigated. The average cost to mitigate is the
single greatest unknown in-this proposed program, and it is believed that this risk can be
minimized through further research or a pilot mitigation cost study.
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Windows and Doors Mitigation Costs

The homes in the High Risk Account without hurricane impact opening protection average 1,733
square feet (Exhibit 5, Sheet1, Row (3)). Estimated average exterior door count is 4 per home
and the estimated average number of windows is 21.

Square footage was taken from Citizens policy file data, but the door and window counts
(Exhibit 5, Sheet1, Rows (1) and (2)) were estimated based on judgment and data from homes
listed for sale on realtor.com of the approximate same square footage during the time period
4/29/2011 to 5/2/2011 for the Miami, Fort Lauderdale, St. Petersburg and Palm Beach metro
areas.

To minimize costs, engineered “deployable” plywood shutters are selected as the least
expensive option to protect windows and doors. The average cost for such shutters is
estimated to be $1,843 per home. This average estimated cost assumes that Citizens will
negotiate volume discounts for materials at least equal to sales tax and shipping charges, and
that overhead and profit margins will be minimal on large contracts to mitigate multiple homes.
Material costs are based on Home Depot prices as of May.15, 2011 and judgment.

“Deployable” means that the homeowner will be required to store the shutters and mount them

ahead of an approaching hurricane. It is assumed.that the shutters will be coated with three
coats of acrylic sealer to protect them from warping.
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Garage Door Mitigation Costs

It is estimated that only 59.5% of the unmitigated homes in the HRA Account have garages
(Exhibit 6, Sheet 1, Column (6)), based on homes listed for sale on realtor.com during the time
period 4/29/2011 to 5/2/2011 for the Miami, Fort Lauderdale, St. Petersburg and Palm Beach
metro areas. Furthermore, it is estimated that the homes with garages average 1.83 car
capacity per home. It is assumed that all of these garage doors will require replacement with
hurricane impact resistant steel garage doors and that these doors will be braced with one
deployable vertical steel brace per car capacity.

Total cost for a one car hurricane impact steel garage door and vertical steel brace including
installation is estimated to be $1,075, and the total cost for a two car door is estimated to be
$1,830. Costs are based on internet published prices and assume that Citizens will be able to
negotiate volume discounts at least equal to sales tax and shipping charges.

The average cost to mitigate garage doors ($1,052) is a very significant portion of the total
estimated average mitigation cost ($2,986), and therefore, it is recommended that Citizens
investigate less expensive ways to mitigate them, such as bracing existing garage doors with
deployable 2x4 or 2x12 horizontal and vertical wood supports attachable to the interior of the
doors.

Gable End Bracing Mitigation Costs

According to Citizens’ policy file data, 60.3% of homes needing opening protection mitigation
have gable roofs (Exhibit 7, Column (4)). However, a review of homes listed for sale on
realtor.com during the time period 4/29/2011 to 5/2/2011 for the Miami, Fort Lauderdale, St.
Petersburg and Palm Beach metro areas suggests that approximately 75% of gable roofs in
these areas are low pitch roofs (below.3 inches of rise for each 12 inches of span — 3/12 pitch)
that would not benefit materially from bracing.

Therefore, it is assumed in this study that only 25.0% of gable roofed homes need bracing. The
assumption that most of these gable roofs are 3/12 pitch or less should be confirmed via the
proposed additional research or pilot study. Assuming that the average cost to brace two gable
ends on a roof with greater than 3/12 pitch is $600, the average cost to brace gable ends across
all HRA Account homes needing mitigation is estimated to be $90 (Exhibit 1, Sheet 1, Row

(10)).
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Hurricane Model Simulations

Estimated average annual aggregate hurricane losses for the High Risk Account were supplied
by Citizens using the AIR CLASIC/2 version 12.0.4, standard sea surface temp (long-term)
event catalogue, including demand surge, but excluding storm surge. Citizens policy file data
used for the computer modeling was valued as of December 31, 2010.

Two simulations were conducted, the first simulation assumed the current level of mitigation,
and the second simulation assumed that all homes not having hurricane impact opening
protection were upgraded to such level of protection and that all gable ends were braced
(Exhibit 3). The difference in estimated average annual losses between the first and second
simulations is assumed in this report to be the savings resulting from mitigation. It is assumed
in this analysis that gable ends with less than a 3/12 pitch could not be easily braced from inside
the home and moreover would not benefit materially from bracing.

Furthermore, it is assumed in this analysis that mobile-homes, apartments (tenants) and condo
owners will not participate in this program. Consequently, only'homes insured under the
following policy forms were assumed to benefit from this program: HW2, DW2, DP1, DP3 and
HO3. These policy forms represent 91.8% of the exposure in the High Risk Account without
hurricane impact opening protection (Exhibit 1, Sheet 2, Row (9)).
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HRA Policy Profile

The following table summarizes some risk characteristics of the HW2, DW2, DP1, DP3, & HO3
policies written in the HRA Account. This table shows that the homes without hurricane impact
protection tend to be smaller, older and lower valued than the homes with opening protection.

Hurricane Number Percent Percent Average Average Average
Impact of of Insured Insured Square Year Average
Protection Homes Homes Insured Values Values Value Feet Built Premium
No 228,423  75.0% 82,961,635,989  63.4% 363,193 1,733 1971 1,993
Yes 76,225  25.0% 47,930,700,007 36.6% 628,806 2,279 1976 2,570

Tot/Avg 304,648 100.0% 130,892,335,996 100.0% 429,651 1,870 1972 2,138

The following table provides a more detailed breakdown by type of opening protection. This
table shows that 13.8% of homes have lower levels of opening protection below hurricane
impact, while 61.1% of homes have no opening protection.

Opening
Protection Total %
Hurricane Impact 76,225 25.0%
Basic Impact 7,993 2.6%
Non-Impact 34,243 11.2%
None / Other 186,187 61.1%
Total 304,648 100.0%
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Conclusions and Recommendations

The economic viability of the proposed mitigation program depends upon its costs and benefits.
The costs must be incurred initially and the benefits are expected to be accrued over a twenty
two year period (seven year implementation period plus fifteen year useful life). Consequently,
the loss of investment earnings due to the timing mismatch is an important consideration.

Citizens’ estimated internal rate of return of 27.0% takes this mismatch into account and
demonstrates that the proposed mitigation program is a sound investment opportunity, provided
the estimated mitigation costs are reasonably accurate. Therefore, it is recommended that
Citizens conduct further research, such as a pilot mitigation cost study, before proceeding with
program implementation.

Since the average cost to replace and brace garage doors is considerable, it is recommended
that Citizens investigate less expensive alternatives, such as bracing existing garage doors with
deployable 2x4 or 2x12 horizontal and vertical wood supports on the interior of the doors.
Furthermore, it is recommended that Citizens consider testingalternative mitigation measures at
facilities such as the Institute for Business and Home Safety testing laboratory in Richburg,
South Carolina.

If the decision is made to implement this program, then it is recommended that alternative
implementation strategies be evaluated using hurricane loss modeling. For example, savings in
assessments and reinsurance costs will probably be realized faster, if highly concentrated
exposure areas such as Miami-Dade, Broward and Palm Beach counties are mitigated first.

Also, some consideration should be given to the timing of mitigation of homes requiring
maximum mitigation (two car garages and gable roofs greater than 3/12 pitch) versus homes
requiring minimum mitigation (no garages and flat roofs). Since Citizens does not currently
collect the more detailed information.on garages, garage doors, roof pitch and other information
that would be relevant to.the implementation of the proposed program, it is recommended that
Citizens conduct a field survey of all of its HRA insured homes to gather this additional
information.

Finally, it is recommended that more consideration be given to proper long-term storage and
deployment of plywood shutters. Because of the considerable work involved in deploying heavy
plywood shutters, consideration should be given to programs to assist those who would have
difficulty deploying them, such as the elderly.

If no hurricanes occur, then Citizens will have expended a relatively small percentage of its
premiums on this program while building considerable policyholder surplus. Alternatively, if
hurricanes do occur, then this program is expected to materially reduce: 1) Citizens losses, 2)
FHCF losses, 3) HRA Account policyholders retained losses and, 4) assessments on Florida
taxpayers.
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Office of the Insurance Consumer Advocate

Citizens Property Insurance Corporation
High Risk Account Hurricane Loss Mitigation Study
HW2, DW2, DP1, DP3, & HO3 Policies

Average Payback Period

(1) Number of HW2, DW2, DP1, DP3, & HO3 Policies without Hurricane Impact Opening Protection
(2) Annual Hurricane Loss Savings for HW2, DW2, DP1, DP3, & HO3 Policies due to Mitigation
(3) Percent of HW2, DW2, DP1, DP3, & HO3 with Garages
(4) Average Number of Doors per Garage
(5) Average Cost of a Braced Hurricane Impact Steel Garage Door
(6) Cost to Mitigate Garage Doors
(7) Percent without Hurricane Impact Opening Protection with Gable Roofs
(8) Percent of Gable Roofs more than 3/12 Pitch
(9) Cost to Brace Two Gable Ends
(10) Cost to Brace All Gable Ends
(11) Cost of Hurricane Impact Plywood Shutters
(12) Total Cost to Mitigate HW2, DW2, DP1, DP3, & HO3 Policies
(13) Annual Surcharge
(14) Number of Years to Surcharge
(15) Surcharge Revenue
(16) Net Cost to Mitigate HW2, DW2, DP1, DP3, & HO3 Policies
(17) Average Payback Period Including Surcharge (Years)

Notes:
(1) Exhibit 1, Sheet 2, Row (3)
(2) Exhibit 1, Sheet 2, Row (10)
(3) Exhibit 6, Sheet 1, Row (6)
(4) Exhibit 6, Sheet 1, Row (7)
(5) Exhibit 6, Sheetl, Column (5)Total
6) R)x(@)x((5)
(7) Exhibit 7, Column (4)

Exhibit 1
Sheet 1

Average
per
Total Policy

228,423

$95,717,641 $419
59.5%

1.83

$967

$240,365,444  $1,052
60.3%
25.0%

$600

$20,651,400 $90

$421,060,682  $1,843

$682,077,526  $2,986
$150

7.00

$239,844,150  $1,050

$442,233,376  $1,936
4.6 4.6

(8) Based on judgment and data from homes listed for sale on realtor.com during time period 4/29/2011 to 5/2/2011 for the Miami, Fort Lauderdale, St.

Petersburg and Palm Beach metro areas.
(9) Based onjudgment
(10) (M x (&) x(9)
(11) Exhibit 5, Sheetl, Row (19)
(12) (6)+(10)+(11)
(13) Based on judgment
(14) Based on judgment
(15) (13)x (14)
(16) (12)-(15)
7) (16)/(2)
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Exhibit 1

Sheet 2
Office of the Insurance Consumer Advocate
Citizens Property Insurance Corporation
High Risk Account Hurricane Loss Mitigation Study
HW2, DW2, DP1, DP3, & HO3 Policies
Annual Hurricane Loss Savings due to Mitigation
Average
per
PRW PRM Total Policy
(1) Number of all Policy Forms Personal Residential HRA Policies 248,328 155,534 403,862
(2) Number of HW2, DW2, DP1, DP3, & HO3 Policies with Hurricane Impact Opening Protection 56,239 19,986 76,225
(3) Number of HW2, DW2, DP1, DP3, & HO3 Policies without Hurricane Impact Opening Protection 135,388 93,035 228,423
(4) Average Annual Hurricane Losses without Opening Protection and Gable End Bracing $874,292,882
(5) Average Annual Hurricane Losses with Opening Protection and Gable End Bracing $769,978,100
(6) Average Annual Hurricane Loss Savings from Mitigation $104,314,782
(7) Exposure of All Personal Residential Policy Types without Hurricane Impact Opening Protection  62,315,097,275 28,097,964,639 90,413,061,914
(8) Exposure of HW2, DW2, DP1, DP3, & HO3 without Hurricane Impact Opening Protection 57,073,561,755 25,888,074,234 82,961,635,989 $363,193
(9) Percentage of Exposure of HW2, DW2, DP1, DP3, & HO3 Policies 91.8%
(10) Annual Hurricane Loss Savings for HW2, DW2, DP1, DP3, & HO3 Policies due to Mitigation $95,717,641 $419
Notes:

(1) - HRA policy files as of 12/31/10

3

(4) - Exhibit 3, Row (5)

(®)

6 -6

(7) - HRA policy files as of 12/31/10
®

9 @/

(10) (6)x (9)
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Exhibit 2

Office of the Insurance Consumer Advocate

Citizens Property Insurance Corporation
High Risk Account Hurricane Loss Mitigation Study
HW2, DW2, DP1, DP3, & HO3 Policies

Citizens Internal Rate of Return Sensitivity Analysis

Surcharge
Increase in
Mitigation
Costs $100 $150 $200
0.0% 21% 27% 35%
10.0% 18% 21% 28%
15.0% 16% 20% 25%
20.0% 15% 18% 22%
25.0% 13% 17% 20%
Notes:

Based on varying mitigation cost and surcharge assumptions in
Exhibit 4, Sheet 1
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Exhibit 3

Office of the Insurance Consumer Advocate

Citizens Property Insurance Corporation
High Risk Account Hurricane Loss Mitigation Study

Modeled Annual Aggregate Hurricane Losses

1) 2 ©) (4)
Hurricane Impact
Current Level of Mitigated Openings Percent

Return Time Mitigation and Gable Ends Change
10,000 $66,238,675,029 $61,996,888,686 -6.4%
5,000 55,402,262,742 51,389,505,186 -71.2%
1,000 38,505,700,983 35,093,664,150 -8.9%

500 31,669,328,773 29,033,294,737 -8.3%
250 23,602,348,386 21,478,793,692 -9.0%
100 14,434,048,544 12,757,376,830  -11.6%
50 9,;310,693,241 8,168,210,293  -12.3%
25 5,175,131,488 4,519,762,453  -12.7%
20 4,163,695,473 3,619,331,103  -13.1%
10 1,969,708,223 1,690,410,687  -14.2%
(5) Average Annual Less $874,292,882 $769,978,100 -11.9%

Notes:

High Risk Account, modeled average annual aggregate hurricane losses (includes
possibility of multiple storms occurring in any one year), including both commercial and
residential, AIR CLASIC/2 version 12.0.4, standard sea surface temp (long-term) event
catalogue, including demand surge, but excluding storm surge, data as of December 31,
2010, provided by Citizens.

(1) Expected average returntime in years
(2) No change in current level of mitigation

(3) Upgrade all personal residential openings with less than hurricane impact protection to
hurricane impact protection and brace gable ends on homes with gable ends with greater
than 3/12 pitch. Itis assumed that homes with less than 3/12 pitch would not benefit
materially from bracing.
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(@)
@)
3
4
(©)
6)
@)
®)
(9)
(10)
(11
(12)
(13)
(14)
(15)
(16)
(17
(18)
(19)
(20)
(21)
(22)
(23)
(24)

Notes:
o
@
@)

©)-
an
" (13)
(s)-
@y
@3)
(24)

Surcharge / Policy
Annual Savings ($000,000s)
Initial Investment ($000,000s)

Savings

Surcharge Revenue

Investment

Net Savings
Internal Rate of Return

Exhibit 1, Sheet 1, Row (13)
Exhibit 1, Sheet 2, Row (10)
Exhibit 1, Sheet 1, Row (12)

High Risk Account Hurricane Loss Mitigation Study
HW2, DW2, DP1, DP3, & HO3 Policies

Citizens Property Insurance Corporation

Citizens Expected Internal Rate of Return

(2) /7. Assumes mitigation program is implemented over seven year period and useful life of mitigation measures is 15 years

(1) x Exhibit 1, Sheet 2, Row (3) Total

(3)/7. Assumes mitigation program is implemented over seven year period and useful life of mitigation measures is 15 years

(12) +(13) + (22)
Based on cash flows in (23)
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$150

95.72

(682.08)
Year 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 Total
1 1367 1367 1367 1367 1367 1367 1367 13.67 1367 13.67 1367 13.67 1367 13.67 13.67 205.11
2 1367 1367 1367 1367 1367 1367 1367 1367 13.67 13.67. 1367 1367 1367 1367 1367 205.11
3 1367 1367 1367 1367 1367 1367 1367 1367 1367 1367 13.67 13.67 1367 1367 1367 205.11
4 1367 1367 1367 1367 1367 13.67 1367 1867 1367 13.67 1367 1367 1367 13.67 13.67 205.11
5 1367 1367 13.67 13.67 13.67 13.67 1367 1367 1367 1367 13.67 13.67 1367 1367 1367 205.11
6 1367 1367 1367 1367 1367 13.67 1367 13.67 1367 1367 1367 1367 13.67 13.67 13.67 205.11
7 13.67 13.67 13.67 1367 13.67 13.67. 13.67 13.67 13.67 13.67 13.67 1367 13.67 13.67 13.67  205.11
Total 1367 27.35 4102 5470 6837 8204 9572 9572 9572 9572 9572 9572 9572 9572 9572 8204 6837 5470 4102 27.35 13.67 143576
3426 3426 3426 3426 3426 3426 34.26 239.84
1,675.61
1 (97.44) (97.44)
2 (97.44) (97.44)
3 (97.44) (97.44)
4 (97.44) (97.44)
5 (97.44) (97.44)
6 (97.44) (97.44)
7 (97.44) (97.44)
Total  (97.44) (97.44) (97.44) (97.44) (97.44) (97.44) (97.44) - - p - - B B - - - E - - E (682.08)
(4950) (35.83) (22.15) (8.48) 519 1887 3254 9572 9572 9572 9572 9572 9572 9572 9572 8204 6837 5470 4102 27.35 1367 99353

27.0%



Exhibit 4

Sheet 2
Office of the Insurance Consumer Advocate
Citizens Property Insurance Corporation
High Risk Account Hurricane Loss Mitigation Study
HW2, DW2, DP1, DP3, & HO3 Policies
HRA Policyholders Expected Internal Rate of Return

(1) Surcharge / Policy $150
(2) Annual Savings ($000,000s) 30.13
(3) Initial Investment ($000,000s) (239.84)
(4) Year 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 Total
(5) Savings 1 4.30 4.30 4.30 4.30 4.30 4.30 430 430 430 430 <430 430 430 430 430 64.57
(6) 2 4.30 4.30 4.30 4.30 4.30 430 430 430 430 430 430 430 430 430 430 64.57
7) 3 4.30 4.30 4.30 4.30 430 430 430 430 430 430 430 430 430 430 430 64.57
(8) 4 4.30 4.30 4.30 430 430 430 430 430 430 430 430 430 430 430 430 64.57
9) 5 4.30 4.30 430 430 430 430 430 430 430 430 430 430 430 430 430 64.57
(10) 6 4.30 430 430 430 430 <430 430 430 430 430 430 430 430 430 430 64.57
(11) 7 430 430 430 430 430 430 430 430 430 430 430 430 430 430 430 64.57
(12) Total 4.30 861 1291 17.22 2152 2583 30.13 30.13 30.13 30.13 30.13 30.13 30.13 30.13 30.13 2583 2152 17.22 1291 8.61 430 452.00
(13) Surcharge Revenue - - - - - - - - - - - - - - - - - - - - - -
(14) 452.00
(15) Investment 1 (34.26) (34.26)
(16) 2 (34.26) (34.26)
17) 3 (34.26) (34.26)
(18) 4 (34.26) (34.26)
(19) 5 (34.26) (34.26)
(20) 6 (34.26) (34.26)
(21) 7 (34.26) (34.26)
(22) Total (34.26) (34.26) (34.26) (34.26) <(34.26) (34.26) (34:26) - - - - - - - - - - - - - - (239.84)
(23) Net Savings (29.96) (25.65) (21.35) (17.04) (12.74) (8.43) (4.13) 30.13 30.13 30.13 30.13 30.13 30.13 30.13 30.13 25.83 2152 17.22 1291 861 430 21216
(24) Internal Rate of Return 11.0%

Notes:
(1) Exhibit 1, Sheet 1, Row (13)
(2) Exhibit 9, Row (19)
(3) -7 x (1) x Exhibit 9, Row (7)
(5)- (2)/7. Assumes mitigation program is implemented over seven year period and useful life of mitigation measures is 15 years
11
((15))- (3)/7. Assumes mitigation program is implemented over seven year period and useful life of mitigation measures is 15 years
(21)
(23) (12)+(22)
(24) Based on cash flows in (23)
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1)
)
®3)

(4)
(®)
(6)
()
8)
9)
(10)
(11)
(12

(13)
(14)
(15)
(16)
17
(18)
(19)

Notes:
1)-
(2)
(3)

(4)-
©

1) &
(7)

Exhibit 5

Sheet 1
Office of the Insurance Consumer Advocate
Citizens Property Insurance Corporation
High Risk Account Hurricane Loss Mitigation Study
Windows and Doors Average Plywood Shutter Costs
Average Exterior Door Count 4
Average Window Count 21
Average Square Feet Living Space 1,733
Unit
Material Description Cost Quantity Extended
15/32 inch x 4 x 8 Foot Pressure Treated Plywood $24.00 10 $ 240
19/32 inch x 4 x 8 Foot Pressure Treated Plywood 31.00 10 310
Three Coats Acrylic Sealer, Gallons 25.00 8 200
Sleeve Anchor Zinc Plated Steel Hex Nut Head 1/2 x 3 inch 1.50 135 203
Plylox Clips $0.75 123 92
Subtotal 1,045
Overhead and Profit @ 15.0% 157
Material Total $ 1,201
Hours Estimated

Labor Description Rate Per Hours Extended
windows $25 0.75 16 394
Doors $25 1.00 4 100
Subtotal 494
Overhead and Profit @ 30% 148
Labor Total 642
Total Windows and Doors $ 1843

Based on judgment and data from homes listed for sale on realtor.com during time period 4/29/2011 to 5/2/2011 for

the Miami, Fort Lauderdale, St. Petersburg and Palm Beach metro areas.

Based on HRA policy files as of 12/31/10A for HW2, DW2, DP1, DP3, & HO3 policies without hurricane impact opening

protection

Based on Home Depot prices as of May 15, 2011. Assumes Citizens will be able to negotiate volume discounts at
least equal to sales tax and delivery charges. Plylox clips are only designed for 15/32 inch plywood. Assumes 50% of
windows and doors are recessed suitable for Plylox clips and 15/32 plywood; and 50% of windows and doors are flush

mounted requiring sleeve anchors and 19/32 plywood.

Overhead and profit margins based on judgment assuming volume discounts based on contractors being awarded

large contracts.
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Exhibit 5
Sheet 2
Office of the Insurance Consumer Advocate

Citizens Property Insurance Corporation
High Risk Account Hurricane Loss Mitigation Study

Windows and Doors Average Counts

1 © 3) (4) ®) (6)
Plywood
Count Width Length Sleeves Clips Sheets

Bedroom 2 15 70 12 12 1

1 33 70 6 6 1

Bedroom 1 36 58 5 5 1
Bedroom 1 36 58 5 5 1
Master Bedroom 4 36 58 20 20 4
Master Bath 1 48 48 4 4 1

1 46 12" 4 0

Living Room 2 29 58 10 10 2

2 32 70 12 12 2

1 10 36 3 3 0

1 48 12" 4 0

Kitchen 1 44 70 6 6 1
Garage 2 36 70 12 12 2
Bath 1 46 12 4 0

(6) Windows 21 16
(7) Doors 4 36 82 28 28 4
(8) Openings 25 135 123 20

Notes:

(1) Number of windows and doors based on judgment and data from homes listed for

sale on realtor.com during time period 4/29/2011 to 5/2/2011 for the Miami, Fort
Lauderdale, St. Petersburg and Palm Beach metro areas.
(4)- 50% x(1)x(3)x2/12. Assumes: 50% of openings require clips, 50% require
(5) sleeves, 12 inch spacing on length only. Shortlength, long width windows all
require sleeves.
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Exhibit 6

Sheet 1
Office of the Insurance Consumer Advocate
Citizens Property Insurance Corporation
High Risk Account Hurricane Loss Mitigation Study
Garage Door Assumptions
S ) R ) B ) NN ) N )
Number of
Number of Homes with Car Number of
Garage Size Homes Garage  Capacity Cars Cost/Car
None 2,656 - 0 - -
Carport 3,144 - 0 - -
1 Car 2,741 2,741 1 2,741 $1,075
2 Car 4,578 4,578 2 9,156 915
3+ Cars 1,186 1,186 3.1 3,677 915
Total/Average 14,305 8,505 15,574 $967
'(6) Percent of Homes with Garages 59.5%
Ir(7) Average Car Capacity per Garage 1.83

Notes:

" (1) Datafrom homeslisted for sale on realtor.com during time period 4/29/2011 to 5/2/2011
for the Miami; Fort Lauderdale, St. Petersburg and Palm Beach metro areas.

r

(2) (1) for homes with 1 or more car garage doors
v

. 4) 1)x@O)
(5) Exhibit 6, Sheet 2, Column (7)
" 6) (2)Total /(1) Total

"(7) (4)Total / (2) Total
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Exhibit 6

Sheet 2
Office of the Insurance Consumer Advocate
Citizens Property Insurance Corporation
High Risk Account Hurricane Loss Mitigation Study
Garage Door Average Mitigation Costs
1) 2 €) (4) %) (6) (7)
Vertical
Door Support
Garage Door Vertical Installation. Average Cost per
Size Door Installation Support Cost Cost Door
One Car $635 250 140 50 $1,075 $1,075
Two Car $1,050 400 280 100 $1,830 $915

Notes:

Assumes Citizens will be able to negotiate volume discounts at least equal to sales tax
and shipping charges. Assumes 1 vertical support per car. Door type CHI 2240, 24 gauge
steel hollow, 9'x 6'6" and 16' x 7'6", from the following internet site:
http://ddmgaragedoors.com/installation-repairs/door-prices.php
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Exhibit 7

Office of the Insurance Consumer Advocate

Citizens Property Insurance Corporation
High Risk Account Hurricane Loss Mitigation Study
HW2, DW2, DP1, DP3, & HO3 Policies

Homes with Gable Roofs

S I ) B ) B ()

Other Percent
Opening Roof Gable with Gable
Protection Types Roofs Total Roofs
Hurricane Impact 37,052 39,173 76,225 51.4%
Other 90,747 137,676 228,423 60.3%
Total 127,799 < 176,849 304,648 58.1%

Notes:

HRA policy files as of 12/31/10
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Exhibit 8

Office of the Insurance Consumer Advocate

Citizens Property Insurance Corporation
High Risk Account Hurricane Loss Mitigation Study
HW2, DW2, DP1, DP3, & HO3 Policies

Risk Characteristics

(1) (2) 3) (4) (5) (6) () (8) 9)

Average

Hurricane Number Percent Percent Average Average Average Multi-
Impact of of Insured Insured . Insured Square Year Peril
Protection Homes Homes Values Values Value Feet Built Premium
No 228,423 75.0% 82,961,635989  63.4% 363,193 1,733 1971 1,993
Yes 76,225 25.0% 47,930,700,007  36.6% 628,806 2,279 1976 2,570

Tot/Avg 304,648 100.0%¢ 130,892,335,996  100.0% 429,651 1,870 1972 2,138

Notes:
HRA policy files as of 12/31/10
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(@)
@
(©)
(O]
®)
(6)
@)
®)
(9
(10)
(11
(12)

Office of the Insurance Consumer Advocate

Citizens Property Insurance Corporation

High Risk Account Hurricane Loss Mitigation Study

HW2, DW2, DP1, DP3, & HO3 Policies

Annual Savings in Policyholder Retained Losses due to Mitigation

Insured Values

Annual Hurricane Losses Before Hurricane Impact Protection
Annual Hurricane Losses After Hurricane Impact Protection
Savings from Mitigation

Percent Savings in all Layers

Percent Savings in Lowest Layer

Number of Homes

Coverage A Average Amount

Hurricane Deductible Average Amount

Hurricane Deductible Average Percent

Annual Hurricane Losses without Hurricane Impact Protection
Zone |l $500 Deductible Factor

(13a) Zone Il 2% Deductible Factor
(13b) Zone Ill estimated 2.6% Deductible Factor

(14
(15)
(16)
(€))
(18)
(19)

Notes:

@
@
(©)
4)
©)
(6)
)
®)-
©)
(10)
(11)
(12)-
(14)
(15)
(16)
a7
(18)
(19)

Zone Il 3% Deductible Factor

Annual Hurricane Losses per Home @ $500 Deductible

Annual Hurricane Losses per Home @ $0 Deductible

Annual Average Policyholder Retained Losses per Home

Annual Savings per Home in Policyholder Retained Losses due to Mitigation
Total Annual Savings in Policyholder Retained Losses due to Mitigation

Exhibit 8, Column (4)

Total equals Exhibit 1, Sheet 2, Row (4) x Exhibit 1, Sheet 2, Row (9).
Total equals Exhibit 1, Sheet 2, Row (5) X Exhibit 1, Sheet 2, Row (9).
-0

@1

Exhibit 3, Column (4) for 10 year return time

Exhibit 8, Column (2)

HRA policy files as of 12/31/10

9)/(8)
@ 2.6%deductible: (2) / (7)

Without
Hurricane
Impact
Protection

With Hurricane
Impact
Protection

Exhibit 9

Total

$82,961,635,989
$508,470,969
$412,753,329
$95,717,641
18.8%
22.4%

228,423
$240,086
$6,136
2.6%
$2,226

1.120

1.000

0.964

0.940
$2,586
$2,816
$590
$132
$30,133,305

$47,930,700,007
$293,766,742
$293,766,742
0.0%
0.0%

76,225

Citizens Wind Only Homeowners and Dwelling Underwriting Manuals, Rule 302 E. 2.6%deductible factor linearly interpolated.

(11) x (12) / (13b)
(15) x (9) / ((9) - 500)
(16) - (11)
(6)x (17)
(7)x (18)
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$130,892,335,996
$802,237,711
$706,520,070
$95,717,641
11.9%
14.2%

304,648



Exhibit 10

Office of the Insurance Consumer Advocate

Citizens Property Insurance Corporation

High Risk Account Hurricane Loss Mitigation Study

HW2, DW2, DP1, DP3, & HO3 Policies

Opening Protection

Personal Personal
Opening Residential Residential
Protection Multi-Peril % Wind % Total %

Hurricane Impact 19,986 17.7% 56,239 29.3% 76,225 25.0%
Basic Impact 2,278 " 11.4% 5,715 3.0% 7,993 2.6%
Non-Impact 11,438 10.1% 22,805 11.9% 34,243 11.2%
None / Other 79,319 70.2% 106,868 55.8% 186,187 61.1%
Total 113,021 /100.0% 191,627 100.0% 304,648 100.0%

Notes:
HRA policy files as of 12/31/10
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