November 30, 2012

To All Coastal Task Force Members

As we have developed the Coastal Task Force Plan there were two primary goals: availability through affordability
and a solvent Texas Windstorm Insurance Association (TWIA). All of the recommendations included, except for
Alternative Certification & Depopulation, address these issues.

Availability

To achieve affordability, all the major expense items of TWIA were examined. The largest expense claims and
their associated expenses account for 69% of TIWA premiums. Homes built to IRC standards since 2003 had
39.9% of the loss per poIicK, as compared to homes built prior to adoption of the Wind Resistant Code in 1999.
Similar results have been shown in Florida. While the Coastal Counties are becoming more wind resistant with
every structure that is being built or renovated to current standards, the plan calls for broader enforcement of
building standards, strengthen current standards in cost efficient areas, and granting credits and incentives to
structures that are retrofitted or built to a higher standard than required. These recommendations do not have
an immediate large impact on claim expense, but over the long term could result in reducing premiums 33%.

The second largest expense is reinsurance. Under TWIA's current financing, the Board is compelled to buy
reinsurance to take TWIA's ability to pay claims from a 40 year storm up to a 60 year storm. Thirty percent
(30%) of current TWIA premium is needed to purchase reinsurance. Based on the 40 years of storm history,
TWIA will recover an average of 7.1% of premiums paid for reinsurance from storm claims. This makes the net
cost of reinsurance 22.9% of current premiums. The discontinuation of purchase of reinsurance decreases the
TWIA cost structure by that amount.

In Hurricane Ike, TWIA was inundated with lawsuits. TWIA has spent $70 million in legal costs in defense and
settlement of claims to date, and an estimated $320 million has gone to cover legal costs and fees incurred by
the plaintiffs. This amounts to 15.6% of Ike claim expense. The HB 3 legislation passed in 2011 streamlines this
procedure and should substantially reduce the litigation cost of claims in the future. The current effectiveness of
HB 3 could be 10% of TWIA premiums, with that number reducing to 4% as the coast continues to build wind
resistant structures, lowering overall claims expense. The plan considers HB 3 a practical remedy and calls for
the extension to all Tropical Cyclone wind claims written in the Coastal Counties.

Other cost savings that TWIA can achieve are; (suggest are to automate and streamline)

Automating and streamline their operations. This would allow both a reduction in TWIA's internal expenditures
and also lower the cost of agents writing TWIA polices. This ﬁperhaps use would permit TWIA to) TWIA reduce
commissions to the level of other Coastal Windstorm Residual Companies. The total cost savings could be up to
five percent of current premiums, Adding a surcharge on polices that are dropped in less than one year without
cause. Some policy holders “game” the system by only carrying Windstorm for the few months of prime storm
season. This surcharge could result in a 3% increase in premium income to TWIA without any increase in
exposure. ‘
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Funding

Currently, TWIA has the theoretical ability to access two billion
dollars in bonds and 500 million dollars in assessments. In 2012,
TWIA was told that it could only place $500 million of the first $1
billion of authorized bonds, giving TWIA a practical capacity of two
billion rather than the $2.5 billion authorized. TWIA had another
estimated $350 million in reserves and cash. During the 2012,
TWIA could pay $2.35 billion from these sources and another $850
million from high cost reinsurance. The estimated cost of a single
100 year storm is $4.5 billion. The Coastal Task Force plan creates
$7 billion in funding capacity, giving TWIA the ability to handle a
250 year storm and also a system to rapidly rebuild reserves in the
event of multiple storms. The plan was stress-tested for the last
120 years of hurricanes that have struck the Texas Coastline, if
exdposure and premiums were the same as exist in 2011. At no time
did the plan exceed its financing capacity.
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