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The Florida Insurance Market Characteristic Event (CE) Analysis

On average, Florida is hit with a
hurricane every other year. Florida
has been lucky for the past two
decades. The 10-year period from
2006 to 2015 with no landfalling
hurricanes was unprecedented in
the historical record. In the 1920s,
Florida experienced 10 landfalling
hurricanes, including two Category 4
storms that would each result in
more than $75 billion of insured
losses if they occurred today.

This study illustrates a methodology
that would enable Florida
policymakers to more fully quantify
the current vulnerabilities of the
residential property insurance
market in Florida in order to
strengthen and enhance the
resiliency of the system. Even
though the natural perils and
characteristics of the insurance
marketplace vary from state to
state, this same methodology could
be applied by regulators to better
guantify and manage individual
insurance entities and the
systematic risk to the insurance
market in the state.

Study methodology

The set of hurricane events used for
the analysis was selected to provide
meaningful comparisons between
insurers. Landfall points were
positioned at 10-mile increments
along the entire Florida coastline. At
each landfall point, the
characteristics of three types of
hurricanes were defined: the 20-,
50-, and 100- year hazard probability
events.

Because hurricane risk changes
along the Florida coast, the event
characteristics must vary by landfall
point in order to keep the hazard
probability the same. For example,

the 100-year hurricane in Southeast
Florida is a Category 5 hurricane, but
in parts of Northeast and Northwest
Florida, it is a Category 4 storm.
Likewise, the 20- and 50-year
hurricane characteristics vary by
region within Florida.

As long as the events are credible
from a meteorological perspective,
the exact parameters selected for
each storm are not critical for the
analyses. What is important is that
the same comprehensive set of
storms is applied to each insurer.
This is the only reliable way insurers
can be compared with respect to
hurricane vulnerability and financial
solvency.

The loss estimates for this study
were generated using the Karen
Clark and Company (KCC) high-
resolution hurricane model. In
addition to the traditional EP curve
metrics, the KCC model produces
loss estimates for different return
period events—the CEs.

Overview of individual
insurer analyses and
assumptions

For each Florida insurer, the losses
for the 333 hurricanes in the 20-, 50-
and 100-year CE event sets were
estimated. A fully probabilistic loss
analysis was also conducted for each
insurer to estimate the EP
(exceedance probability) curve and
the 100-year PML.

To estimate each insurer’s net loss, a
number of assumptions were made
regarding their reinsurance
programs. It was assumed that each
insurer buys risk transfer protection
up to 75% of the KCC model-
generated 100-year PML. The KCC
hurricane model PMLs tend to be

above the midpoint range of other
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risk transfer products should reflect
the FHCF’s lower probabilities at the
upper layers of coverage. The
methodology used here illustrates
an improvement over the crude
methodology that has been used
historically to price FHCF risk
transfer coverage.

FIGA

The study results can be used to
quantify the number of insurers
likely to become insolvent, defined
as an insurer having a loss exceeding
the insurer’s risk transfer program,
under different industry loss
scenarios. Figure 4 shows the
expected number of insolvencies by
industry loss.

Figure 4: Companies Exceeding Risk Transfer
Program
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