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(L Presentation Outline

e The history of hurricane damage in the Northeast

 The potential losses In New York State if a major hurricane
were to strike

e  Population growth and coastal exposure in New York
Why Insurance buyers may misperceive the risk

C The role of flood Iinsurance in the homeowners’ insurance
ISsue

 The role of profits for the homeowners insurance industry



Number of Major (Category 3, 4, 5)
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LLL Hurricanes Striking the US by Decade
1930s — mid-1960s: Mid-1990s — 2030s?
Period of Intense Tropical New Period of Intense
Cyclone Activity Tropical Cyclone Activity
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Tropical cyclone activity in the
mid-1990s entered the active
phase of the “multi-decadal signal”

that could last into the 2030s
|_-_|- | | | -:- |

1900s 1910s 1920s 1930s 1940s 1950s 1960s 1970s 1980s 1990s 2000s

*Figure for 2000s is extrapolated based on data for 2000-2005 (6 major storms: Charley, Ivan, Jeanne (2004) &
Katrina, Rita, Wilma (2005)). 3
Source: Tillinghast from National Hurricane Center: http://www.nhc.noaa.qov/pastint.shtm.

Already as many
major storms in
2000-2007 as in all
of the 1990s




¢ & o Number of Hurricanes Directly & Indirectly
Affecting the Northeast Since 1900

Since 1900, New

York has experienced | o pirect @ Total, Direct & Indirect
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Source: New Hampshire Office of Emergency Management



... Track of “Great New England
Hurricane™ of 1938

Storm Category Unnaned hurricane
¥r-5-|:-!-fa: E[::E-re-:‘-'sl-:-n Haximun sustained winds 160 nmph
_1F'-'F'I'-El Storm Hinimun central pressure 938 nb
z 910 — 9722 1938

“Great New England
Hurricane” of 1938
a.k.a.“Long Island

EXxpress” caused severe

damage through much of
the Northeast.

*700 Deaths
*$308 million

-100° -95° -90° -85%° -80° -F5° -FO° -65%° -60° -55° -
Source: WeatherUnderground.com, accessed February 4, 2006.




Storm Season of 1944:
A Busy one for the Northeast

Sturr_n_l_:atf!':!g:?_rf_r i clone Tracks for 1944
oar 1

Three storms affected NY, |

NJ and New England in
1944, including “Great
Atlantic Hurricane”

*46 deaths
*$100 million damage

*109mph gusts in Hartford |

-100° -95° -90° -85° -80° -F5° -FO© -65° -60° -55° -50° -45° -40° -35°

Source: WeatherUnderground.com, accessed May 31, 2006; NOAA loss & fatality figures.



Storm Season of 1954:
The Northeast Hit Again

Tropical Cyclone Tracks for 1954

NY/New England hit
\h Y by Carol & Edna two
BARBARA = weeks apart
i Combined: 80 deaths,
wEokERCE 4 $501 million losses

—

-100° -95%° -90° -8g5° -80° -F5° -FO° -65" -60° -55° -50° -45° -40° -35%° -30° -25° -207
Source: WeatherUnderground.com, accessed May 31, 2006; NOAA loss & fatality figures.




7 Storm Season of 1960:
LLL Brenda & Donna Came to Visit

Stﬂ"“_catﬂﬂﬂr]f Tropical Cyclone Tracks for 1960
Tropical Oepression
Tropi 5

NY/New England areas were
hit twice in 1960.

*Donna killed 50, $387 million
damage along East Coast

-100° -95° -90” -g5%° -80° -F5° -FO° -65%° -60° -55° -50° -45° -40° -35%° -30° -25°
Source: WeatherUnderground.com, accessed May 31, 2006; NOAA loss & fatality figures.




After a 25 Year Hiatus,
Hurricane Gloria Hit in 1985

Storm Category Tropical Cyclone Tratks for 1985
Tropical Depression
Tropi 2 1
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i

Gloria hit NY/New
England on 9/27/85

*8 deaths

*$900 million damage

-100° -95%° -90° -85 -80° -F5° -FO0° -65%° -60° -55° -50° -45%° -40° -
Source: WeatherUnderground.com, accessed May 31, 2006; NOAA loss & fatality figures.




Floyd Visited in 1999, Causing
$4.5 Billion in Losses

Hurricane Floyd Storm Category h l'l‘_u_gt!gl.llndnrurnunﬂ'

DGtECE: 847 - 5'1 919898 Tropical Tropical Cateqory Category Category Category Category
Maximum YWind Speed: 1535 mph Depression 1 = ) A 5
Mimimurm Pressure: 921 mb

Landfall Categ orny: Categorny 2

Ceaths: 57

Damage (Milions LIS $): 4500
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Floyd hit NY/New England
on 9/14 - 9/17/99

*$4.5 B in damage US

Source: WeatherUnderground.com, accessed September 16, 2007; NOAA loss & fatality figures.



Coastal Exposure
In New York

‘Commercial Exposure
Is Three Times as Much

as Residential Exposure
"4 4 4
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Total Value of Insured
Coastal Exposure (2004, $ Billions)
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$1,937.3
$1,901.6

Florida
New York
Texas

Massachusetts $662.4
New Jersey
Connecticut
Louisiana

S. Carolina
Virginia
Maine

The insured value of
New York’s coastal
properties rivals
Florida’s $2 trillion.

North Carolina
Alabama
Georgia
Delaware

New Hamypshire
Mississippi
Rhode Island
Maryland

$0 $500 $1,000 $1,500 $2,000 $2,500

Source: AIR Worldwide 12



oz Insqred Coastal Exposure as a % of
mStatemde Insured Exposure (2004, $ Billions)

Florida 79.3%
Connecticut 63.1%0
New York 60.9%0
Maine 57.9%
Massachusetts 54.2%
Louisiana 37.9%
New Jersey 33.6%
Delaware 33.2% 0 0
Rhode Island 28.0% 61 /0 Of a” Insured
S. Carolina 25.6% exposure in New York
Texas 25.6% ] ___2rd hi
o S IS coastal—3 h_|ghest
Mississippi 135% among all hurricane
Alabama 12.0%0
Virginia s exposed states
NC 8.9%0
Georgia 5.9%

Maryland W 1.4%

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%
Source: AIR Worldwide 13



Value of Insured Residential

Coastal Exposure (2004, $ Billions)
ams T
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Florida $942 .5
New York $512.1
Massachusetts $306.6
Texas $302.2
New Jersey $247.4
Connecticut $205.5 New York state has
Louisiana $88.0 “11; -
A ol ol over $500 billion in
Maine §64.5 Insured coastal
Virgini 60.0 - -

LT L e ) 4 remdenpal exposure and
Alabama JI$36.5 counting, 2" highest
Georgia [l $29.7 .

Delaware B$26.6 among hurricane-
Rhode Island $25.9 exposed States

New Hampshire [l $24.8
Mississippi [l $20.9
Maryland | $5.4

$0 $200 $400 $600 $800 $1,000

Source: AIR 14



Value of Insured Commercial
Coastal Exposure (2004, $ Billions)

4 4 4

New York

Florida
Texas
Massachusetts

New Jersey

Connecticut

Louisi?na over $1.4 trillion in
g insured coastal
e commercial exposure,

Georgia by far the hlgheS’[
Alabama " _
Mississippi | $23.8 among hur“cane
New Hampshire J1$20.9 exposed states.
Delaware §$19.9
Rhode Island B$17.9
Maryland | $6.7

Source: AIR

$1,389.6

New York state has

$200  $400

$600

$800 $1,000 $1,200 $1,400 $1,600
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.« Nightmare Scenario: Insured Property

m Losses for NJ/NY CAT 3/4 Storm

_ Distribution of Insured Property Losses,
5 Rt 'A,q / by State, ($ Billions)
| 90§10

Total Insured
Property Losses =
$110B, nearly 3

$30 times that of
Hurricane Katrina

$60

.Lumn# { § Thousands) $40 i

a0 [
J
]

] $20 1
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E

ko L

$0

NY N PA CT - Other

Source: AIR Worldwide



Population Trends
INn New York

Population Growth in Vulnerable

Area Fuels Increase In Exposure
"4 4 4




“F:gpulation Growth Projections for NE Hurricane
I I I Exposed States, by Number: 2000-2030

e T From 2000 to 2006, Suffolk
; County added over 50,000

1.400.000 - residents—one of the 100 roi0n0
US counties with the largest
1,200,000 - population growth
1,000,000 -
800,000 -
600,000 - 500,972
400,000 1 283,065
200,000 - -
0 .

New York Connecticut New Jersey

Source: U.S. Census Bureau, “Population Estimates for the 100 U.S. counties with the largest numerical

increase from April 1, 2000 to July 1, 2006,” released March 22, 2007. i



.+ Coastal Population Density for Mid-
Atlantic States, 1980 vs. 2008*

1,247

1,177
New Jersey

1,082

1,824

1,751
New York {>

703
678
641

Connecticut Coastal population density in NY

Increased steadily since 1980.

O 200 400 600 800 1000 1200 1400 1600 1800 2000

*Density = number of persons per square mile 19
Source: “Population Trends Along the Coastal United States: 1980-2008,” NOAA, September 2004.



.o INsured Losses from Top 10 Hurricanes
[Ll Adjusted to 2005 Exposure Levels

A repeat of the Long D
Island Express storm
Is one of the industry’s

$90 ~ | With continued coastal WOrst-case Scenarios | gg o
$80 - | development, $35B+
$70 + storms will be more
% $60 - common
= $50 r $41.0 $42.0
m $40 - $33.0 $33.0 $34.0 $35.0
A $26 0
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Source: AIR Worldwide **|SO/PCS estimate as of June 8, 2006



Overconfidence?

Mis-perceiving the Threat of
Hurricane Damage
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({f Misleading Hurricane Terminology

Knowing that the most violent and destructive
hurricanes are rated 5 on the Saffir-Simpson scale,
many people think of a hurricane rated 2 or 3 as
comparatively mild.

But a hurricane rated 2 has winds of 96 to 110 miles
per hour, and

a hurricane rated 3 has winds of 111 to 130 miles
per hour!

22



({{ Misleading Flood Terminology

Flood size is commonly described in terms of how often such a flood
might occur—such as a “100-year flood.”

This description is easily misunderstood. A 100-year flood

. though less likely to occur than a 10-year flood, is deeper and
more destructive

. has a 1 percent probability of occurring in any given year. While
unlikely, it is possible to have two 100-year floods or even
worse within years or months of each other!

Also, the flood potential of a region can change over time, as a result
of development, changes in infrastructure, or for other reasons,

making a 100-year flood more (or less) likely than before.
23



({{ Misleading Flood Terminology

People also misunderstand cumulative odds of a flood of a given
size occurring. A 100-year flood has

e al percent probability of occurring in any given year,

e a10% probability of occurring in any given 10-year span,
e an 18% probability of occurring in any given 20-year span
e a26% probability of occurring in any given 30-year span.

This means that, If your home is in an area vulnerable to a 100-
year flood, and if you live there for 20 years, the chances
are 1 in 5 that you will experience “a 100-year flood.”

24



National Flood Insurance
Program

Nassau/Suffolk Residents’ Exposure
to Flood Is Significant but Few

d Have Flood Insurance




.o« Flood Insurance Penetration Rates:
LLL Selected US Counties/Parishes*

JEFFERSON/LA
WALTON/FL
BROWARD/FL
COLLIER/FL
LEE/FL
GALVESTON/TX
GLYNN/GA

ST. BERNARD/LA
MIAMI-DADE/FL

— _ _ 84.0%
O No counties In 81504
— the Northeast are 80.0%
== nthe Top 30 O
77.1%
74.1%
69.6%0
68.4%0

GERUZM  Fewer than

ORLEANS/LA 66.7% 9% of
ATLANTIC/NJ 36.5% Nassau and
OCEAN/NJ 25.3% Suffolk
BRONX/NY 21.7% homes have
HUDSON/NJ 11.6% flood
MONMOUTH/NJ 8.5% Insurance
0% 2090 40% 60%0 80%0 100%0

*As of 12/31/05.

26

Source: New Orleans Times-Picayune, 3/19/06, from NFIP and US Census Bureau data.



Property/Casualty
Insurance Rates, Capital,
and Profits

Profitability is Highly Volatile

4 4 4
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m Key Points: Rates and Capital

« By law, the rates charged for homeowners insurance Iin
New York are based on expected losses in New York and
not in any other state.

» Profits from homeowners insurance operations in other states are
Irrelevant to NY homeowners rates

> Expected losses reflect both past experience and forecasts to adjust for

changing conditions (e.g., climate change, infrastructure, rebuilding/
property replacement cost inflation, etc.)

* Inview of the increased level of expected catastrophe
risk, independent rating agencies are requiring insurers to
hold more capital just to write the same amount of risk.

28



ROE: P/C vs. All Industries

44 ¢

(L] 1987-2008E
&G P/C profitability is cyclical, volatile and vulnerable
15% - .

J‘T

5% U N\
Katrlna
Hugo\T/ / \\ Rita, Wilma
0%

\—4

Andrew Sept. 11
Northridge 4 Hurrlcanes
_5% 1 1 1 | | | | | | | | 1 1 1 1 |
P~ (00) (@)) o — AN (9] < Lo (o) N~ (00) (@)) o — AN (9] < Lo O LL LL

-+ US P/C Insurers = All US Industries

*2007-08 P/C insurer ROEs are I.l.l. estimates. 29
Source: Insurance Information Institute; Fortune




..o Profitability Peaks & Troughs in the
LLL P/C Insurance Industry, 1975 — 2008F

25%

20%0
15%
10%0 / \

5% .
0% h i
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o o

*2007-08 P/C insurer ROEs are I.l.I. estimates. 30

Source: Insurance Information Institute; ISO, A.M. Best.
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_ Top Industries by ROE: P/C Insurers

Still Underperformed in 2006*

Oil & Gas Equip., Services
Petroleum Refining

Metals

Food Services

Household & Pers. Products
Pharmaceuticals

Industrial & Farm Equipment
Mining & Crude Oil Prod.
Aerospace & Defense
Chemicals

Securities

Food Consumer Prod.
Medical Prod. & Equip.
Specialty Retailers

Homebuilders |

P/C Insurers (Stock) |
All Industries: 500 Median NG 15.4%0

31.8%

= P/C insurer 3300.37;/0

a profitability in 2006 S Y R R

m ranked 30t out of 50 24.6%

® Iindustry groups 22%‘(‘)-/2%

. 6%

: despltc? rer)ejwed 21 804

[ profitabilit 21.5%

— 20.9% _

— 20_90/2 P/C insurers
20.5% underperformed

— 0 the All Industr

reE—— 19.6% Yy

19.4%
19.1%
114.9%

median for the
19t consecutive
year

0% 5%
*Excludes #1 ranked Airline category at 65.1% due to special one-time bankruptcy-related factops.
Source: Fortune, April 30, 2007 edition; Insurance Information Institute

15% 20% 25%

30% 35%




({7 The Importance of Profits

 All of the profits the industry earned in 2004 and
2005 and most of the profits in 2006 were earned In
states and from types of insurance unaffected by the
hurricanes (e.g., auto, workers comp, etc.)

 Profitable companies
» Have higher financial strength and credit ratings
e Consumers can be more confident that claims will be paid
» Get preferred treatment by reinsurers

» Put profits into “policyholders surplus,” which is
assets available to pay mega-catastrophe claims

32



({f  The Importance of Profits

» Profits compensate shareholders for the assets they put at
risk and allow mutual insurers to achieve their objective
of growing surplus

* Profitable companies can access capital markets under
favorable terms after mega-CATSs or if market conditions
are poor (e.g., post-9/11)

> Less profitable and unprofitable companies will fail, be
dissolved or acquired

* Profits enable investments in the future of the enterprise
(tech, people, etc.) and to seize upon new opportunities
(new states, M&A, etc.)

33



N Insurance Information
Ll Institute On-Line
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If you would like a copy of this presentation, please
give me your business card with e-mail address
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