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Agenda

Â Risk Transfer Chain, stakeholders and time frames

Â Questions related to Mitigation

ïHow much can Mitigation help?

ïWhere should we invest our mitigation dollars?

ïWho should bear the cost of mitigation?

ïWhat does the industry need to do to make mitigation 
happen faster?



© 2008 Risk Management Solutions, Inc. 3

Insureds Insurers Reinsurers Capital Markets

R
e
g

u
la

to
rs

Property & Casualty Risk Transfer Chain

Catastrophe Models = óRisk Currencyô

TimeFrame:

Stakeholder TimeFrame

Homeowner 5-7 years

Insurance Contracts 1-2 years

Government 30-50 years
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Quantitative Measurements
for Portfolio Management  using Cat models

Â Average Annual Loss (AAL) 

ï Expected loss over time used as 
the baseline for pricing

Â Exceedance Probability (EP)

ï Probability of exceeding a loss 
threshold like 100 year loss

ï Quantification of tail risk

ï Solvency measurement

Â Statistical Variance

ï Measurement of uncertainty

ï Used to develop risk loads
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Florida Hurricane Risk

Only 3 ways to reduce this curve:

ï Have fewer or less intense hurricanes

ï Reduce the number or replacement cost 
of buildings

ï Harden the building stock

Â Ground Up Losses to entire Florida building stock

10020 806040
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Hardening The Florida Building Stock

What if: IBHS Fortified Home Standard

Baseline: Current Building Stock
What if: Year built = 1974
What if: Year built = 2008
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Loss amount in $Billions (single family homes only)

Â This chart shows a Sensitivity analysis on the entire Florida 
building stock to show what would happen if all the 
buildings were new, and if all the buildings were mitigated.

IBHS reduces 
100 yr loss by
$49 billion (77% )

100 year loss



© 2008 Risk Management Solutions, Inc. 7

Who is subsidizing Who?

Minimum AAL =  1  ñUnitò
(Postal Code 32056)

Maximum AAL = 7000 
ñUnitsò
(Postal Code 33480)

Map of Aggregate Industry Average Annual Loss by Zip

If there was 
one rating 
territory, 
Then inland 
would be 
subsidizing the 
coastal areas

AAL is net combination of 
hazard intensity and 
exposure density , and 
shows that the AAL for 
the highest zip is 7000 
times larger than the 
lowest zip in the state.
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Citizens Property Insurance Corporation
Comparing indicated rates for 3 discrete locations that are otherwise identical within a single 
rating territory

Loc  2

2 miles from 

coast

Loc  3

.1 mile from 

coast

Loc  1

4 miles from 

coast

Indicated

Rate

Location 1 $6,427

Location 2 $8,606

Location 3 $10,948

Territory 

Rate $7,500

RMS Derived rates from 
RiskLink plus typical U/W 

loads
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Â Program run by the Florida 
Department of Financial 
Services

Â Goals: 

ï Help Floridians better protect 
their property

ï Help Floridians save money on 
insurance premiums

Â Program Details:

ï Provide free home inspections 
to 400,000 Floridians

ï Provide matching grants up to 
$5,000 to 35,000 Floridians

My Safe Florida Home Program
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51%

25%

16%

7%

Distribution 
of Grant 
Applicants


