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The Honorable Jeff Atwater

Chief Financial Officer

Florida Department of Financial Services
Plaza Level 11, The Capitol

400 South Monroe Street

Tallahassee, FL 32399-0300

Dear Chief Financial Officer Atwater:

Thank you for the opportunity to provide additional information regarding efforts by the Office of
Insurance Regulation (Office) to analyze rates of homeowners insurers to make certain reinsurance cost
savings are appropriately passed on to Florida policyholders.

The good news reflected in this report is that the trend in the Florida homeowners market is positive. Our
analysis of the top 30 voluntary homeowners insurers in Florida shows that rates are going down, Florida
homeowners are benefitting from lower reinsurance costs and the market as a whole is more robust and
competitive.

Report Results

For the purposes of this review, the Office focused on the top 30 voluntary homeowners insurers, which
collectively represent almost 70% of the policies written in the Florida homeowners market, based on data
submitted in the Quarterly Supplemental Report (QUASRng) as of September 30, 2013. The Office
focused its review on voluntary writers and has not included information for Citizens Property Insurance
Corporation (Citizens).

Of the top 30 voluntary writers of homeowners insurance in Florida, 15 insurers have made required
filings that contain information for the latest reinsurance contract year. Every one of those 15 insurers
reflected a reduction in reinsurance costs. (See Exhibit A). Additionally, six of those insurers filed for
overall decreases in homeowners rates, ranging from -2.4% to -9.2%. The name of the insurer, the
amount of the decrease filed/approved and the percent of the homeowners market represented by those
insurers is represented in the chart below. These results are not static and will be constantly changing as
insurers make required filings with the Office.
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Change - -« % of Policies In

~ Filed/Approved TForce

Universal Property and Casualty Insurance Company -2.4% 10.0%

[nsurer

Security First Insurance Company -9.2% 2.9%
Amgrican Bankers Insurance Company of Florida** -3.6% 2.5%
ASI Preferred Insurance Company -7.8% 1.9%
Ark Royal Insurance Company -6.2% 1.3%
American Strategic Insurance Company -7.8% 1.0%
Security First Insurance Company** -4.4% 2.9%
* QUASRng data as of September 30, 2013 Total = 19.6%

**Pending as of Januvary 15, 2014

Significantly, only two insurers of the 15 that have made required filings with the Office have received
increases. Those increases, which were justified based on the company’s data, were lower than they
would have been after taking into account the impact of lower reinsurance costs.

Based on the analysis of the top 30 voluntary homeowners insurers:

® 15 of those insurers, representing almost 40% of the policies written in the Florida homeowners
market, have submitted filings that reflect the 2013/2014 reinsurance costs. Of these:
© 5 insurers have received approval for an overall statewide reduction in rates (see chart
above);
o 2 insurers have a pending filing with an overall statewide reduction in rates (see chart
above);
© 2 insurers have received approval for an overall statewide increase in rates;
© 4 insurers have pending filings with an overall statewide increase in rates;
o 2 insurers have withdrawn the most recent filing that reflected the 2013/2014 reinsurance
contracts and are expected to refile soon; and
o | insurer was able to support that even with the reduction in reinsurance costs, the rates
currently approved are actuarially sound with no change.
* 15 insurers, representing about 30% of the policies written in the Florida homeowners market, are
not yet required by law to submit annual rate filings and have not yet submitted filings that reflect
2013/2014 reinsurance costs.

The chart below demonstrates this data as a percentage of policies in force.

HomeownersInsurers
Status of Filings with 2013/14 Reinsurance Costs
{Shown as Percentage of Policies In-Force)

@ Citlzans
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Under Florida law', an insurer writing homeowners insurance must submit an annual base rate filing no
later than 12 months after the previous base rate filing. Half of the insurers that were reviewed in this
analysis are not yet due for the required annual rate filing. In addition, by law, the Office may not
disapprove as excessive any rate for which it has given final approval or which has been deemed
approved for one year after the effective date of the filing (except in cases of material misrepresentation
or material error made by the insurer in the filing.)’ Each insurer submitting its annual rate filing has
been, and will be required to submit the most recent reinsurance contracts to support its proposed rate

change.

Analysis of Data

There are many components that make up the rate that is charged for homeowners coverage. There is no
question that the cost of reinsurance is a significant factor in the ratemaking formula. However, increases
in the components other than reinsurance costs (e.g. other expenses, non-catastrophe losses, sinkhole
losses, projected catastrophe losses) may cause an increase in rates even when reinsurance costs are
decreasing. Nonetheless, reductions in reinsurance costs do reduce expenses and therefore temper any
increases caused by the other components. In each case where increased rates were granted, insurers were
required to provide reinsurance information to ensure that those costs were appropriately recognized and
taken into account.

The following information is a description of the Exhibits provided as supporting documentation for the
analysis of the top 30 voluntary homeowners insurers in Florida:

L.

Exhibit A — Summary of Analysis, is a snapshot of the rate filing status of the top 30 voluntary
writers of homeowners insurance in Florida. The exhibit reflects the percentage of the
homeowners market written by each company, lists when the company is required to make its
annual rate filing, reflects the status of any filed or approved rate change, shows the change in
reinsurance costs as a percentage, and notes whether reinsurance purchased from year to year has
increased, decreased or not changed. All of the 15 insurers included in this exhibit made filings
that show a decrease in reinsurance costs, and six have reduced rates overall.

Exhibit B — Analysis of Recent Homeowners Rate filing Information — Top 30 Voluntary
Insurers, was prepared to provide a rate history of the top 30 voluntary homeowners insurers,
comparing requested rate increases in 2012 to those in 2013, examining reinsurance costs from
one year to the next, and analyzing trends. It is clear from this data that rates are trending
downward, that reinsurance costs are lower, and that these lower costs are producing lower rates
for Florida homeowners. Of the 15 insurers reflected in Exhibit B that were due to make required
filings, all but one reflected lower proposed percentage rate changes for 2013 than for 2012 and
the one insurer that did not, had no rate change approved.

Exhibit C — Notes, provides definitions of terms used and explanations of various elements of the
reviewed rate filings in Exhibit B.

It is important to note that since reinsurance costs make up only a portion of the rate, a 10% decrease in
reinsurance costs does not translate into a 10% decrease in total rates. For example, one insurer
experienced a decrease of 26% in reinsurance costs. Since the reinsurance costs were only a portion of the
overall rate (changing from 22% of the rate to 16%), the overall statewide average decrease in rates was
8%. In addition, there may be other factors in a rate indication that offset the decrease in reinsurance

¥ Section 627.0645, Florida Statutes
7 Section 627.062(2)(g), Florida Statutes
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costs, such as a change in expenses, trends, catastrophe models or loss experience. For example, one
insurer had a decrease in reinsurance costs of 6% (changing from 13% of the rate to 12% of the rate).
However, along with the decrease in reinsurance costs was an increase in other expenses which offset the
reduction in reinsurance costs and supported an increase of 6%.

Each homeowners insurer in Florida must annually reevaluate the levels of reinsurance needed, the cost
and availability of such coverage, and tailor its reinsurance program accordingly. Insurers may decide to
purchase additional reinsurance in a time when reinsurance costs are decreasing, and many insurers did
Just that for the 2013-2014 hurricane season. State law actually encourages insurers to reinsure to higher
levels by providing that the Office cannot disapprove a homeowners rate as excessive solely because the
insurer bought catastrophic reinsurance to cover the insurer’s estimated probable maximum loss up to a
250-year event.’ Reinsuring to a higher level helps ensure the solvency of insurers in Florida, allows a
company to write more business, attracts capital to Florida and provides greater resources to pay
catastrophic claims.

Conclusion

The analysis illustrates that homeowners rates for FY 2013-2014 are trending downward when compared
to FY 2012-2013. For the entire FY 2012-2013, the Office approved nine homeowners insurance
decreases and 48 increases, and 25 of those increases were for 10% or more. For the first six months of
FY 2013-2014, the Office has already received 16 homeowners insurance decreases (including the six of
the top 30 homeowners insurers discussed earlier). Of the 21 homeowners increases filed in the first half
of this fiscal year, only five increases were for 10% or above. More required homeowners filings will
come in each month and early indications are that many of these will also reflect decreases.

The trends reflected in the data compiled by the Office are encouraging. There is reason to be optimistic
that the Florida homeowners market is steadily improving. Not only are rates trending downward, record
depopulation of Citizens is underway, new companies are coming to Florida and competition in the
homeowners market is robust. The reductions in reinsurance costs, in many instances double-digit
reductions in reinsurance costs, have benefited policyholders in one of two ways. Some insurers have
passed these savings on to policyholders in the form of lower rates, while others have purchased
additional reinsurance to enhance claims paying ability. Barring an intervening event, the expectation is
that these same positive trends will continue, therefore positioning insurers to pass savings on to
policyholders in the future.

The Office is actively monitoring the homeowners market in Florida and will continue its efforts to ensure
that reductions in the cost of reinsurance are appropriately reflected in homeowners rates being charged to
policyholders.

I truly appreciate your interest and support of the Office’s efforts and look forward to continuing to work
with you and other state leaders to promote a stable and competitive homeowners insurance market in
Florida.

gevin M. McCarty

ommissioner

Attachments

? Section 627.062(2)(b)8., Florida Statutcs
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