
Hurricane Loss Mitigation Hurricane Loss Mitigation 
Committee HearingCommittee Hearing
February 22, 2007February 22, 2007

Stephen A. Alexander, FCAS, MAAA, MBAStephen A. Alexander, FCAS, MAAA, MBA
ActuaryActuary

Consumer AdvocateConsumer Advocate’’s Offices Office
State of FloridaState of Florida



How do we make sure thatHow do we make sure that
mitigation discounts mitigation discounts 

do not result in do not result in 
rate level increases?rate level increases?
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Mitigation ImpactsMitigation Impacts

Front Door:  Front Door:  
Premium DiscountsPremium Discounts
Back Door:  Back Door:  
1)1) Catastrophe (Cat) loads (estimated Catastrophe (Cat) loads (estimated 

average annual hurricane losses).average annual hurricane losses).
2)2) Net cost of reinsurance.Net cost of reinsurance.



Need Mitigation Discount Need Mitigation Discount 
ConsistencyConsistency

Need mitigation discount consistency Need mitigation discount consistency 
between:between:

Premiums,Premiums,
Cat loads, and  Cat loads, and  
Net cost of reinsurance.Net cost of reinsurance.

Use of 5 different hurricane simulation Use of 5 different hurricane simulation 
models will cause inconsistencies.models will cause inconsistencies.



Public ModelPublic Model

The Public Model should be upgraded to The Public Model should be upgraded to 
include loss mitigation.include loss mitigation.
Rate filers should be required to submit Rate filers should be required to submit 
complete mitigation information to OIR to complete mitigation information to OIR to 
input into the Public Model.input into the Public Model.



Private ModelsPrivate Models

Insurers should certify that complete Insurers should certify that complete 
mitigation data has been input into all mitigation data has been input into all 
private models used in rate filings, andprivate models used in rate filings, and
Insurers should certify in rate filings:Insurers should certify in rate filings:

every option available for each model used every option available for each model used 
(demand surge, storm surge, etc.), and (demand surge, storm surge, etc.), and 
the options actually selected for each model.the options actually selected for each model.



Net Cost of ReinsuranceNet Cost of Reinsurance

Reinsurance premiums minus average annual Reinsurance premiums minus average annual 
expected reinsured hurricane losses.expected reinsured hurricane losses.
Reinsurance Premiums Reinsurance Premiums = $100,000,000 = $100,000,000 
Average Annual Hurricane Reinsured Losses Average Annual Hurricane Reinsured Losses 

= $15,000,000 = $15,000,000 
Net Cost of Reinsurance Net Cost of Reinsurance = $85,000,000= $85,000,000

Net cost of reinsurance based on computer Net cost of reinsurance based on computer 
model.model.



FHCFFHCF
Insurers are now required to submit some Insurers are now required to submit some 
mitigation data on each individual insured home mitigation data on each individual insured home 
to FHCF to be used to calculate FHCF premium.to FHCF to be used to calculate FHCF premium.
Consider a rule or legislation to require FHCF to Consider a rule or legislation to require FHCF to 
include in its annual rate report the estimated include in its annual rate report the estimated 
average annual hurricane losses for each average annual hurricane losses for each 
insurer by layer of loss.insurer by layer of loss.
OIR and Consumer Advocate can use above OIR and Consumer Advocate can use above 
info to check the reasonability of Cat loads and info to check the reasonability of Cat loads and 
net cost of reinsurance in rate filings of each net cost of reinsurance in rate filings of each 
insurer.insurer.







SummarySummary
The Public Model should be upgraded to include loss The Public Model should be upgraded to include loss 
mitigation.mitigation.
Rate filers should be required to submit complete Rate filers should be required to submit complete 
mitigation information to OIR to input into the Public mitigation information to OIR to input into the Public 
Model.Model.
Insurers should certify that complete mitigation data has Insurers should certify that complete mitigation data has 
been input into all private models used in rate filings.been input into all private models used in rate filings.
Insurers should certify in rate filings:Insurers should certify in rate filings:

every option available for each model used (demand surge, every option available for each model used (demand surge, 
storm surge, etc.), and storm surge, etc.), and 
the options actually selected for each model.the options actually selected for each model.

Consider a rule or legislation to require FHCF to include Consider a rule or legislation to require FHCF to include 
in its annual rate report the estimated average annual in its annual rate report the estimated average annual 
hurricane losses for each insurer by layer of loss.hurricane losses for each insurer by layer of loss.



Make sure that mitigation discounts Make sure that mitigation discounts 
in the front door do not result in in the front door do not result in 
rate level increases out the back rate level increases out the back 

door.door.
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