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INTRODUCTION

The Texas Windstorm Insurance Association (TWIA) has completed studies sufficient to support
rate level indications for its commercial coverages. This report documents the procedures and

results of this analysis.
DISTRIBUTION AND USE

This report was prepared for internal use by the management of TWIA. A complete copy of the
report may be submitted to the Texas Department of Insurance (TDI or Department) for use in
the approval of a rate change. This report may also be provided to the TWIA actuarial
committee. Use of this report for other than the stated purpose may not be proper and must be

preceded by written authorization.
RELIANCE UPON DATA

The following data and information used in this analysis were prepared by TWIA and are the
responsibility of TWIA’s management:

J TWIA losses and loss adjustment expenses

o TWIA written and earned premiums

. History of rate changes impacting TWIA commercial premium

. TWIA’s statutory annual statements and insurance expense exhibits.

At the time of this analysis, some of the data was unaudited. The data was reviewed for
reasonableness and consistency, and the TWIA written premium and paid loss data provided for
this analysis were reconciled to TWIA’s annual statements.

In addition to TWIA’s own data, we utilized insurance industry premium and loss data supplied
by the TDI.
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We also used the results of two different hurricane simulation models -- one prepared by Applied
Insurance Research (AIR) and one model prepared by Risk Management Solutions (RMS). Both
models utilized TWIA exposure data as of 12/31/13. TWIA has not directly verified the
accuracy of these simulation models, but has relied on documentation provided directly by the
modeling firms and submission documentation provided to the Florida Commission on
Hurricane Loss Projection Methodology to comply with Actuarial Standard of Practice #38,
“Using Models Outside the Actuary’s Area of Expertise.”

LIMITATIONS

The indicated rate level change as shown in this report represents a reasonable estimate of the
rate level necessary to cover the TWIA’s expected costs of providing commercial wind/hail
coverage. The actual costs of providing commercial property coverage for a specific year may
differ substantially from the indicated rate level range shown in this report. The possibility of
this variability arises from the fact that the events covered by TWIA are inherently unpredictable
from year to year. The indicated rate level is, however, our best estimate of the expected annual

cost of providing commercial wind/hail coverage.

This actuarial report provides professional input and guidance to TWIA; however, the final

decision regarding implementation and actual rate level change is a management decision.

The attached exhibits should be considered an integral part of this report.
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EXECUTIVE SUMMARY

This section provides a brief synopsis of the key findings and recommendations contained in our
study.

1. We have estimated the indicated total rate level change using a combination of two
different methodologies for projecting the expected hurricane portion of the indicated rate
level. The indicated total rate level changes are shown in Exhibit 1 and the following
table:

Term Hurricane Methodologies

Indicated Rate
Hurricane Projection Methodology Change

Indicated Rate Change: Long

Actual Experience and Models Combined +24%

Actual Industry Experience +20%

Hurricane Simulation Models +27%

The indicated rate change shown is based on a combination of actual industry experience
and hurricane simulation models. The indications based on each of these methodologies
alone are also shown for reference. All methodologies use a long-term approach to

develop the hurricane portion of the indicated rate level.

The hurricane simulation models utilized are widely used for insurance company
catastrophe management and ratemaking. Versions of these simulation models have
undergone verification by and been approved by the Florida Commission on Hurricane

Loss Projection Methodology.

2. The indicated rate level change includes different hurricane projection methodologies.
The different methods were used because the actuarial methods used to incorporate
hurricane losses into rate indications are still evolving. Traditionally, actuarial methods
have been based on insurance industry hurricane loss experience. More recently,
actuarial methods have incorporated the results of hurricane simulation models to

minimize the weaknesses of the traditional approaches.
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The method using actual industry experience relies on a more traditional approach and is
based on 44 years of actual insurance industry premiums and losses and 163 years of
actual hurricane experience. This method possesses the advantage of finding broader
regulatory acceptance in many states (including Texas). The alternate method
incorporates the results of hurricane simulation models. This has the advantage of
minimizing many of the theoretical weaknesses of the traditional actuarial
methodologies. The overall indication assigns equal weight to these hurricane projection
methodologies.

The current rate indication is 5% less than the corresponding indication from the prior
TWIA commercial rate study. A 5% rate increase, effective January 1, 2014, is the

primary reason for the change.

Details on the key differences between the current and prior rate indications are described
in the Analysis section of this report.

The indicated rate changes presented in this report reflect a separate provision for
contributions to the catastrophe reserve trust fund. The provision for the catastrophe trust
fund is 20% of TWIA premium. The 20% provision is necessary to continue to rebuild
the fund, which was completely depleted in order to pay losses associated with 2008
hurricanes. The provision has been increased from 15% to reflect a greater need for
contributions.

The provision for reinsurance expense is 15.4% of TWIA premium. The provision for
reinsurance expense reflects the estimated actual net cost of purchasing catastrophe
reinsurance (reinsurance premiums paid net of the expected reduction in TWIA retained
losses). Catastrophe reinsurance provides TWIA with annually renewable protection
against large storm losses.
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ACTUARIAL ANALYSIS
Overview of Analysis

The goal of the rate level adequacy review is to compare the current rate level to TWIA’s
expected costs for providing commercial property insurance coverage. This comparison is
achieved by estimating the projected loss, loss adjustment expense (LAE), and fixed expense
ratio for a prospective accident year and then comparing this ratio to the “permissible” loss,
LAE, and fixed expense ratio. The permissible ratio is the portion of premium remaining to pay
loss, LAE, and fixed expenses after payment of TWIA variable expenses. If the projected ratio
is higher than the permissible ratio, then a rate increase is indicated. If the projected ratio is

lower than the permissible, then a rate decrease is indicated.
The steps employed to estimate the projected loss, LAE, and fixed expense ratio are as follows:

L Adjust historical premium to the current rate level (to facilitate calculation of historical
loss ratios at current rates).

Determine LAE factors to add projected LAE to projected loss.

Estimate the projected non-hurricane loss and LAE ratio.

Estimate the projected hurricane loss and LAE ratio.

Estimate the projected fixed expense ratio.

SN B

Sum the projected non-hurricane and hurricane loss ratios and the projected fixed

expense ratio to obtain the projected total loss, LAE, and fixed expense ratio.

The steps employed to determine the permissible loss and LAE ratio are as follows:

(a) Analyze historical variable expense to premium ratios to estimate the projected total
variable expense ratio.

(b) Subtract the projected total variable expense ratio from 1.00 to derive the permissible

loss, LAE and fixed expense ratio.

Steps 1-5 and (a)-(b) are described in more detail in the remainder of this report.
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Earned Premium at Current Rates

Historical TWIA written premium is adjusted to the current rate level and adjusted to an earned
basis based on a uniform monthly earning assumption. Earned premium at current rates for prior
years permits the calculation of historical loss ratios at the current rate level. Exhibit 10 shows

the calculation of earned premium at current rates.

Loss Adjustment Expense Factors

In Exhibit 4, the historical ratio of LAE to loss is analyzed to develop LAE factors. Separate
LAE factors are developed for hurricane and non-hurricane losses. The hurricane LAE factors
are developed based on the LAE to loss ratio for years with hurricanes. The non-hurricane LAE
factors are developed based on the ratio for years without hurricanes. TWIA statutory annual

statement incurred loss and LAE data is utilized to derive these ratios.

The indicated LAE to loss ratios are shown in Exhibit 4, Sheet 1. For hurricane losses, the
indicated LAE ratio of 0.121 is equal to the weighted average of the nine hurricane years
included in the analysis. For non-hurricane losses, the indicated ratio of 0.183 is equal to the

weighted average of the most recent 10 non-hurricane years included in the analysis.

The development of these LAE factors is necessary to add LAE to the projected hurricane and

non-hurricane loss ratios. The development of loss ratios is described in the following sections.

Projected Non-Hurricane Loss and LAE Ratio

Exhibit 2 shows the development of the projected non-hurricane loss and LAE ratio. The loss
portion of this ratio is estimated by comparing the indicated ultimate non-hurricane loss for
accident years 2004 - 2013 to the earned premium at current rates for the same ten years. The
indicated ultimate non-hurricane loss for each year is based on actual paid loss as of 12/31/13
and the paid loss development method. LAE is then added to each year’s ultimate loss through
the non-hurricane LAE factor developed in Exhibit 4.

Paid loss development factors are selected based on both the current average of all available

years and the prior selection. Given the positive skewness of the observed age-to-age
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development factors, a straight average may be more preferable than an average excluding the
highest and lowest observation to avoid understating the expected development.

Each year’s estimated ultimate loss and LAE is compared to the earned premium at present rates.

The resulting loss and LAE ratios are then trended forward to the expected prospective inflation
level. The net trend factor is equal to a loss trend offset by a premium trend. The loss trend is
calculated using industry-wide construction cost and consumer price indices. Premium trend is
derived from historical changes in average earned premium at present rates. Both premiums and
losses are trended to current levels by applying the actual, historical changes in the appropriate
data. Future premium and loss trends are selected based on all available and relevant data.
Because the selected trends are estimates of the future trend between the current and prospective
earned and accident dates, and because they are not used to trend historical experience to current
premium and loss levels, it may not be necessary to use experience only from periods where both

premium and loss data are available.

The resulting loss and LAE ratios for each accident year from 2004 - 2013 form the basis for the
indicated projected loss and LAE ratio. The indicated loss and LAE ratio equals the premium-
weighted average ratio from the 2004 — 2013 accident period. This method gives greater weight
to more recent years due to TWIA’s growth. Given the greater credibility normally associated
with more recent experience and the potentially significant change in TWIA’s commercial book
of business due to the growth, this weighting may be more appropriate than a non-weighted

average across all years.
Projected Hurricane Loss and LAE Ratio

Two different methods are used to develop the projected hurricane loss and LAE ratios. The first
method is based on insurance industry and meteorological hurricane experience for the last 44
and 163 years, respectively. The other method is based on hurricane simulation models. The
“44/163-year” method is utilized because the Texas Insurance Code required until recently the
consideration of a 30-year minimum experience period. The simulation method is utilized
because it minimizes many of the theoretical weaknesses of the historical method. These

weaknesses include:

e A 44-year period is insufficient to measure long-term hurricane intensity.
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e A 44-year period of insurance industry experience includes years where land use, population
densities, construction techniques and materials, engineering techniques and building codes
were different than today. These differences diminish the relevance of insurance data from

several decades ago in evaluating today’s commercial property rates.

Differences between the two methods are the result of expected variances in the frequency and
severity of hurricanes, and fundamental differences between the aggregate historical industry
exposures and current TWIA exposures. Because of the readily identifiable nature of hurricanes,

there should be no over- or understatement of expected losses resulting from either method.

For each method, the projected hurricane loss ratio is estimated first. LAE is added to each loss
ratio using the hurricane LAE factor developed in Exhibit 4. Each method’s development of the
projected hurricane loss ratio is described as follows:

Actual 44/163-Year Industry Hurricane Experience

In Exhibit 6, Texas insurance industry seacoast dwelling extended coverage experience for the
1970-2013 period is used in the development of a projected hurricane loss ratio. For each year,
insurance industry loss ratios at current rates are calculated using information provided by the
TDI. For the years where sufficient detail is available (1980-2013), these loss ratios are adjusted
to TWIA’s rate level and re-weighted based on the TWIA’s current premium distribution by
territory within the seacoast area.

A projected hurricane loss ratio is developed from these 44 years of loss ratios by separating the
44 years into the twelve hurricane years and thirty-two non-hurricane years. The 32 non-

hurricane years are used to develop an estimated non-hurricane loss ratio.

Hurricane loss ratios are then estimated by subtracting the non-hurricane loss ratio from the total
loss ratio in each of the twelve hurricane years. An average hurricane loss ratio for hurricane
years is calculated as the average of the twelve hurricane loss ratios: 109.2%.
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The 44-year period that underlies the selected hurricane loss ratio has experienced significantly
fewer hurricanes than the long-term average. As shown in Exhibit 9, the annual hurricane
frequency during this 44-year period is 0.293, while the annual frequency during the most recent
163-year period is 0.387. The 44-year period represents all years for which TWIA has been
provided industry data by TDI. Because the expected frequency of hurricanes is unrelated to the
availability of insurance industry data, there is no reason to use only the most recent 44-year
period to estimate the expected frequency of hurricane activity. Given the relatively infrequent
occurrence of hurricanes, the largest possible experience period should be considered in order to
obtain the most credible result. The selected hurricane frequency is therefore set equal to the
163-year historical hurricane frequency. As shown in Exhibit 6, Sheet 1, multiplying the
selected loss ratio for hurricane years by the selected hurricane frequency yields a projected

hurricane loss ratio of 42.3%.
Hurricane Simulation Models

The projected hurricane loss ratio is determined by averaging two different hurricane simulation
models: AIR Touchstone v1.5.2 and RMS RiskLink v13.0. Both models were run using
exposure data provided by TWIA as of 12/31/2013. This exposure data included location-level
detail including physical characteristics of each risk and all relevant coverages. Both models
were run using historical (long-term) event rates and both results include loss amplification
(demand surge) and exclude storm surge and loss adjustment expenses. A separate provision for
storm surge was included, equal to 10% of the increase in modeled average annual losses due to
the inclusion of storm surge in the model output. The AIR and RMS models generated 4,742 and
9,772 unique events, respectively, with the following distribution of intensity ratings in Texas:

Saffir-Simpson Category

Category 0

Category 1

Category 2

Category 3

Category 4

Category 5
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The intensity at first landfall is shown for AIR and RMS events. Events shown as Category 0
include bypassing events and events making landfall in neighboring states or Mexico in addition
to Cat 0 events that make landfall in TX.

As shown in Exhibits 7 and 8, these models yield projected hurricane loss ratios of 44.1% and
47.4%. The average of these loss ratios is 45.8%.

Fixed Expenses and Variable Permissible Loss and LAE Ratio

Exhibit 11 shows the expense assumptions used to develop the projected fixed expense ratio and
the variable permissible loss and LAE ratio. Fixed expenses include general expenses and the
net cost of reinsurance. The sum of these projected expenses provides for a 20.2% fixed expense
ratio. Variable expenses include commission, taxes, and catastrophe trust fund contribution.

Subtracting these expenses from 100% yields a variable permissible loss and LAE ratio of
61.9%.

As stated above, the expenses include a provision for an annual contribution to the catastrophe
reserve trust fund and for the projected net cost of TWIA’s purchasing of reinsurance. The 20%
provision for the trust fund contribution is intended to permit the redevelopment of the
catastrophe reserve trust fund to reduce the potential for future year surcharges on TWIA and
coastal insurance policies and assessments to TWIA members. The 15.4% provision for
reinsurance expense reflects the estimate net actual cost of purchasing reinsurance (reinsurance
premiums net of the expected reduction in TWIA retained losses). TWIA’s purchasing of
reinsurance provides additional current year protection to TWIA and coastal policyholders and
TWIA members.

Indicated Rate Change

Exhibit 1 summarizes the indicated rate change using a combination of the two hurricane loss
ratio projection methods. The individual indications resulting from the use of each methodology
are also shown for reference. The indicated rate change for each method is calculated by
dividing the total projected loss, LAE, and fixed expense ratio by the variable permissible loss
and LAE ratio. This method of calculating the indicated rate change assumes that TWIA’s

variable expenses vary proportionally with premium while the fixed expenses do not.
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Data Issues

Reconciliation of Data to TWIA’s Annual Statements

Exhibit 12, Sheets 1 and 2 show a reconciliation of the TWIA premium and loss data used in this
report (ratemaking data) to TWIA’s annual statements. Sheet 1 reconciles paid loss data by

accident year; Sheet 2 reconciles written premium data by calendar year.

The paid loss reconciliation shows small differences between the ratemaking paid loss data and
the annual statement data for all accident years except 2008 and 2012 where relatively larger
differences are indicated.

The written premium reconciliation shows the differences between the ratemaking written
premium data and the annual statement data for calendar years 1991 - 2013. Differences of less
than 1% exist for all recent years except 2010.

Key Differences Versus Prior Indications

The indicated rate change shown in this report is 5% less than the comparable indication based
on the prior (June 2013) study. The reasons for the lower indications are summarized in the

following table.

Reconciliation of Current vs. Prior Indications

Impact of Rate
Rate Indication/Reason for Change Change Indication

Previous Rate Indication (Combined Method) +29%
TWIA Rate Level -5%

Change in Experience Period 0%

Current Rate Indication (Combined Method)

These reasons are discussed below:
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TWIA Rate Level

The TWIA rate level increased 5% as a result of the most recent rate filing.

Change in Experience Period

Using a more recent experience period did not change the indicated rate change.
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FINANCIAL ANALYSIS

In recognition of recent changes to TWIA funding, a financial analysis was completed in order to
determine whether projected net premium income would be sufficient to cover ongoing costs and

the potentially sizable fixed premium income requirements of any public securities issued.

This analysis is shown on Exhibit 13. Projected written and earned premiums for 2015 are
compared to projected ongoing costs, including non-catastrophe losses and loss adjustment
expenses, general operating expenses, reinsurance, commissions, and premium taxes. This
comparison is made assuming both current and proposed rate levels. The resulting net premium
income is compared to current estimates of the net required premium and net debt service for $1

billion in Class 1 public securities.

Current and proposed rate levels each result in projected net premium income slightly above the
high end of the range of estimated costs. Current and proposed rate levels should result in
sufficient net required premium to issue the entire $1 billion of Class 1 public securities.
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Exhibit
Number  Exhibit Title or Purpose
1 Summary of Indicated Rate Change
2 Projected Ultimate Non-Hurricane Loss & LAE Ratio
3 Paid Loss Development Factors and Premium and Loss Trend Analysis
4 Development of LAE Factor
5 Summary of Indicated Hurricane Loss & LAE Ratios
6 Development of Hurricane Loss Ratio — 44/163-Year Method
7 Hurricane Loss Ratio — AIR Model
8 Hurricane Loss Ratio — RMS Model
9 Texas Hurricanes 1850 - 2013
10 Earned Premium at Present Rates
11 Fixed Expenses and Variable Permissible Loss & LAE Ratios
12 Reconciliation of Premium Data to Annual Statement
13 Analysis of Current and Proposed Net Premium Income




Texas Windstorm Insurance Association Exhibit 1
Commercial Property - Wind & Hail

Rate Level Review

Summary of Indicated Rate Change

By Method for Projecting Hurricane Loss & LAE

Indicated Loss & LAE Ratio Variable Indicated Proposed
Fixed Permissible Rate Rate
Hurricane Projection Method Hurricane Non-Hurricane Expenses Total LLAE Ratio Change Change
(1 (2) ©)] 4 (5) (6) @ 8
Using Experience and Models 49.4% 6.9% 20.2% 76.5% 61.9% +24% +5.0%
Using Actual Industry Experience 47.4% 6.9% 20.2% 74.5% 61.9% +20%
Using Hurricane Models 51.3% 6.9% 20.2% 78.4% 61.9% +27%

Notes:
(2) Exhibit 5
(3) Exhibit 2, Sheet 1
(4) Exhibit 11
®=+@+@
(6) Exhibit 11
(7)=(5)/(6)-1
(8) Selected
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Projected Ultimate Non-Hurricane Loss & LAE Ratio

Ultimate Net Projected Earned Premium Indicated
Accident Non-Hurricane LAE Trend Non-Hurricane at Current Non-Hurricane
Year Loss Factor Factor Loss & LAE Rate Level Loss & LAE Ratio
Q)] 2 (3) 4 (5) (6) @]

2004 614,079 0.183 1.030 748,249 60,505,354 1.2%
2005 2,492 327 0.183 0.983 2,898,300 60,818,753 4.8%
2006 1,517,386 0.183 0.923 1,656,847 93,204,876 1.8%
2007 1,230,788 0.183 1.320 1,921,949 144,252,802 1.3%
2008 1,136,703 0.183 1.280 1,721,241 151,324,981 1.1%
2009 2,624,953 0.183 1.167 3,623,908 137,540,330 2.6%
2010 7,527,998 0.183 1.133 10,090,069 130,444,314 7.7%
2011 19,503,720 0.183 1.079 24,895,660 119,976,079 20.8%
2012 12,533,339 0.183 1.118 16,576,519 118,861,064 13.9%
2013 11,224,330 0.183 1.074 14,260,983 120,298,089 11.9%
Total 60,405,623 78,393,725 1,137,226,642 6.9%

Notes:
(2) Exhibit 2, Sheet 2
(3) Exhibit 4, Sheet 1
(4) = Exhibit 2, Sheet 4
G=@*N1+@*@
(6) Exhibit 10, Sheet 1
(7)=(8)1(6)
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Projected Ultimate Non-Hurricane Loss

TWIA Ultimate
Accident Non-Hurricane Development Non-Hurricane
Year Paid Loss Factor Loss
Q)] @ 3 4

2004 614,079 1.000 614,079
2005 2,492,327 1.000 2,492,327
2006 1,617,386 1.000 1,617,386
2007 1,230,788 1.000 1,230,788
2008 1,127,682 1.008 1,136,703
2009 2,553,456 1.028 2,624,953
2010 7,280,462 1.034 7,527,998
2011 18,434,518 1.058 19,503,720
2012 11,404,312 1.099 12,533,339
2013 6,886,092 1.630 11,224,330
Total 53,541,102 60,405,623

Notes:
(2) Exhibit 2, Sheet 3, as of 12/31/12
(3) Exhibit 3, Sheet 1
@=2*E)
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Summary of TWIA Historical Paid Loss as of 12/31/13

Paid Loss Excluding Expense

Accident
Year Non-Hurricane Hurricane Total

Q) 2 (3 4
2004 614,079 0 614,079
2005 2,492,327 68,682,146 71,174,473
2006 1,517,386 0 1,617,386
2007 1,230,788 4,379,850 5,610,638
2008 1,127,682 835,258,737 836,386,419
2009 2,553,456 0 2,553,456
2010 7,280,462 0 7,280,462
2011 18,434,518 0 18,434,518
2012 11,404,312 0 11,404,312
2013 6,886,092 0 6,886,092
Total 53,541,102 908,320,733 961,861,835
Notes:

(2), (3) Provided by TWIA, includes commercial and farm
@=@2+@Q)



Texas Windstorm Insurance Association
Commercial Property - Wind & Hail
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Calculation of Net Trend Factors

Exhibit 2
Sheet 4

Year/ Average
Quarter EPPR
(N 2
(3) Current Average Earned Date 7/11/2013
2006/ 4 7,052.51 (4) Current Average Accident Date 7/1/2013
2007 /4 10,531.27 (5) Prospective Average Earned / Accident Date 1/1/2016
2008 /4 10,423.56 (6) Premium Trend Length 2.500
2009/4 9,798.26 (7) Loss Trend Length 2.500
2010/4 9,628.55 (8) Selected Premium Trend -0.3%
2011/4 8,963.75 (9) Selected Loss Trend 2.6%
2012/4 9,293.62
2013/4 9,239.40
Current Current Prospective Prospective Net
Accident Premium Loss Premium Loss Trend
Year Trend Trend Trend Trend Factor
(10) (11 (12) (13) (14) (15)
2004 1.302 1.249 0.993 1.066 1.030
2005 1.306 1.195 0.993 1.066 0.983
2006 1.310 1.126 0.993 1.066 0.923
2007 0.877 1.078 0.993 1.066 1.320
2008 0.886 1.056 0.993 1.066 1.280
2009 0.943 1.024 0.993 1.066 1.167
2010 0.960 1.012 0.993 1.066 1.133
2011 1.031 1.035 0.993 1.066 1.079
2012 0.994 1.035 0.993 1.066 1.118
2013 1.000 1.000 0.993 1.066 1.074
Notes:

(2) Exhibit 3, Sheet 2 (10)

(3) Latest Year / Quarter Ending Date - 6 Months
(4) Latest Accident Year Ending Date - 6 Months
(5) Rate Effective Date + 12 Months
6)=(5)-()

M=0%)-@

(8) Exhibit 3, Sheet 2

(9) Exhibit 3, Sheet 3a

(11) = (2) Indexed to 2013 / 4

(12) Exhibit 3, Sheet 3a

(13)=[1+@)1"(6)

(14=01+@1" @

(15) =[(12) * (141 / [(11) * (13)]



Texas Windstorm Insurance Association Exhibit 3
Commercial Property - Wind & Hail Sheet 1
Rate Level Review

Paid Loss Development Factors

TWIA Commercial Property Paid Loss

Months of Development

Accident
Year 12 24 36 48 60 72 84

(1) (2) (3) 4 (5) (6) @ (®
2004 261 614 614 614 614 614 614
2005 1,414 1,943 2,100 2,100 2,100 2,335 2,492
2006 1,210 1,517 1,517 1,817 1,517 1,517 1,817
2007 1,095 1,225 1,231 1,231 1,231 1231 1,231
2008 952 1,040 1,040 1,128 1128 1,128
2009 706 2,289 2,553 2553 2,553
2010 4,489 6,162 6783 7,280
2011 13,360 16138 18,435
2012 8,512 11,404
2013 6,886

Development Factors

Accident
Year 12 -24 24 - 36 36 - 48 48 - 60 60-72 72 - 84 84 - Ult

(1) 2 (3 4) (5) (6) ) (8
2004 2.357 1.000 1.000 1.000 1.000 1.000
2005 1.375 1.081 1.000 1.000 1.112 1.067
2006 1.254 1.000 1.000 1.000 1.000 1.000
2007 1.118 1.005 1.000 1.000 1.000 1.000
2008 1.093 1.000 1.085 1.000 1.000
2009 3.241 1.115 1.000 1.000
2010 1.373 1.101 1.073
2011 1.208 1.142
2012 1.340
Average 1.390 1.047 1.023 1.000 1.022 1.017
Avg x hi/lo 1.432 1.050 1.015 1.000 1.000 1.000
Avg 3 Year 1.307 1.120 1.053 1.000 1.000 1.022
Avg 5 Year 1.651 1.073 1.032 1.000 1.022 1.017
Prior 1.676 1.031 1.023 1.012 1.017 1.000 1.000
Selected 1.483 1.039 1.023 1.006 1.020 1.008 1.000
Cumulative 1.630 1.099 1.058 1.034 1.028 1.008 1.000
Notes:

Provided by TWIA, includes commercial and farm,
excludes hurricanes Brett (1999), Claudette (2003), Rita (2005), Humberto (2007), Dolly (2008), and Ike (2008)
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Exhibit 3

Commercial Property - Wind & Hail Sheet 2
Rate Level Review
Premium Trend Analysis
TWIA Commercial Earned Premium at Present Rates
Annualized On- Premium at Earned Premium

Year/ Policies Earned Written Level Present Rates at Present Rates Exponential Fitted Trends
Quarter In-Force In-Force Premium  Factors Written Earned Annualized Average All-Year 5-Year 4-Year 3-Year

Q)] 2 (3 4) (5) (6) @ ® 9 (10) (11) (12) (13)
2005/2 10,251 9,692,929 1.742 16,881,168 14,847,854
2005/3 10,776 10,442,876 1.742 18,187,272 15,254,476
2005/4 10,615 8,668,450 1.742 15,096,939 15,543,160
2006/1 10,939 9,902,054 1.659 16,424,170 15,965,366 61,610,857
2006/2 11,554 10,808 17,237,202 1.659 28,590,709 17,751,188 64,514,190 5,969.05 8,658.85
2006/3 12,798 11,224 24,440,342 1.613 39,414,341 21,840,194 71,099,907 6,334.77 8,696.16
2006/4 13,104 11,788 25,268,242 1.536 38,806,942 27,575,649 83,132,396 7,052.51 8,733.63
2007/1 13,418 12,409 19,686,371 1.481 29,155,555 32,268,216 99,435,246 8,013.40 8,771.27
2007/2 14,309 13,063 33,066,784 1.481 48,971,973 36,164,458 117,848,516 9,021.64 8,809.06
2007/3 15,543 13,750 34,446,242 1.481 51,014,953 40,897,464 136,905,786 9,956.51 8,847.02
2007/4 15,186 14,354 23,752,321 1.481 35,177,235 41,833,117 151,163,255 10,531.27 8,885.15
2008/1 14,705 14,775 17,918,266 1.436 25,726,360 41,224,249 160,119,287 10,837.27 8,923.43
2008/2 14,506 14,960 29,792,537 1.405 41,862,245 40,159,236 164,114,065 10,969.92 8,961.89
2008/3 15,154 14,936 31,242,113 1.405 43,899,081 37,242,131 160,458,733 10,742.82 9,000.50
2008/4 14,627 14,818 19,084,269 1.405 26,815,788 35,829,339 154,454,954 10,423.56 9,039.29
2009/1 14,096 14,672 22,603,019 1.267 28,635,584 34,663,516 147,894,222 10,080.12 9,078.24 9,869.21
2009/2 13,835 14,512 31,063,838 1.216 37,758,289 34,593,143 142,328,129 9,807.70 9,117.36 9,823.16
2009/3 14,052 14,290 34,959,552 1.216 42,493,554 34,627,476 139,713,473 9,776.84 9,156.65 9,777.32
2009/4 13,862 14,057 22,643,071 1.216 27,522,794 33,848,748 137,732,882 9,798.26 9,196.10 9,731.69
2010/1 13,510 13,888 21,743,758 1.216 26,429,674 33,753,533 136,822,899 9,851.88 9,235.73 9,686.28 9,609.93
2010/2 13,517 13,775 30,585,736 1.216 37,177,153 33,468,998 135,698,754 9,851.09 9,275.53 9,641.07 9,573.08
2010/3 13,796 13,703 30,105,285 1.216 36,593,162 32,329,564 133,400,842 9,734.98 9,315.50 9,596.08 9,536.37
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