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January 1, 2017 Reinsurance Market Overview 
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 Price over coverage continued 
to be the main focus in most 
regions 

 Local coverage issues were 
addressed on a case by case 
basis  

 Hours clauses garnered 
attention for a range of perils 
and in the US, based on 
possible outcomes from 
Hurricane Matthew, Guy 
Carpenter lead a discussion with 
reinsurers to create preferred 
event-based language 

 Multi-year placement activity 
spread geographically with 
several regions seeing activity in 
this regard 

 Rates on line fell in nearly all 
regions and segments, but more 
moderately than the past 3 years  

 Global ROL Index decreased 
3.7% as opposed to 8.8% at Jan 
1, 2016 

 US and EMEA ROLs decreased 
less than risk adjusted pricing 
primarily due to the impact of 
programs with increasing 
exposures and localized losses  

 Capacity was more than 
adequate in all regions 

 Individual renewals experienced 
a wide range of outcomes 
dependent on loss activity, past 
renewal experience and other 
company-specific features 

 

 Increased capital 
– After remaining roughly flat 

in 2015, dedicated 
reinsurance capital as 
calculated jointly by AM Best 
and GC, increased to 
approximately USD 420B 

 Capital overall increased by 5% 
while alternative capital was up 
by 10% 

 After remaining fairly stable 
from 2014, catastrophe bond 
pricing decreased in the 
second half of 2016, in some 
cases up to 30% 

 Increased global loss activity 
– Significant global loss 

increased in 2016 by more 
than 50% over 2015 

COVERAGE PRICING & CAPACITY MARKET DRIVERS 
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TWIA Exposure Change 
$15B in Exposure Growth Since Hurricane Ike 
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Exposure Summary – Year over Year Comparison 
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June 1, 2016 Treaty
Data 12/31/15

June 1, 2017 Treaty
Data 12/31/16 % Change

Exposures

Statutory Limits (Renew al Data) $86,375,020,559 $81,212,801,694 -6.0%

Total Values (Renew al Data) $93,603,417,084 $87,898,571,662 -6.1%

Total Insured Values (Estimated Peak Wind Season) $84,000,000,000 $74,000,000,000 -11.9%

Total Insured Values (Actual Peak Wind Season) $82,577,547,331 -1.7%

In-Force Premium (Renew al Data) $506,685,780 $487,354,000 -3.8%

Modeled Outputs*

RMS**

1-250 Year Return Period $6,576,948,692 $6,236,968,359 -5.2%

1-100 Year Return Period $4,042,905,827 $3,820,094,204 -5.5%

Portfolio Average Annual Loss $255,686,343 $241,979,983 -5.4%

AIR

1-250 Year Return Period $8,236,546,880 $7,851,626,974 -4.7%

1-100 Year Return Period $5,243,792,396 $5,006,777,931 -4.5%

Portfolio Average Annual Loss $274,114,171 $260,941,278 -4.8%

* Baseline Modeling for Year over Year Comparison purposes.  Near Term Results, 0% LAE and 0% SS
**Decreases in RMS are driven by model version change; event rates, vulnerability, square footage, etc.  
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Current Financial Picture 

Catastrophe Reserve Trust Fund (CRTF) 
 Current Balance     ~$587.9M 
 2016 Statutory Fund Payable & 2017 NI Assumption ~$212.1M 
 Projected CRTF                 $800M 

Member Company Assessments (Class 1, 2, & 3)  $1,000M 

Public Securities Program (Class 1, 2, & 3)   $1,000M 

 2016 Actual  2017 Budget 
 Direct Premiums Written $487.4M  $456.4M 
 Net Premiums Earned $370.4M  $334.6M 
 Incurred Losses and LAE ($38.7M)  ($81.1M) 
 Expenses and Other $109.6M $96.9M 
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• Risk Management Objectives 

– Grow Catastrophe Reserve Trust Fund 

– Maintain funding at a minimum to the 1-100  

– Limit spending to fixed amount 

• Determination of attachment point  

• Determination of total capacity requirements 

• Second Season Planning 

• Impact of Tornado/Hail exposures on CRTF growth 

 

Review of Objectives Impacting 2017 Reinsurance 
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“The association shall maintain total available loss funding in an amount not 
less than the probable maximum loss for the association for a catastrophe year 
with a probability of one in 100.” 

• Major variables can impact this “1-100 Year” statistic: 

– Exposure Data – Data Quality, Risk Characteristics, Geocoding, etc  

– Catastrophe Model Selection and versions – RMS, AIR, other 

– Frequency/Severity Selections based on weather (i.e. sea surface temperature) 

– Modeled Perils – Hurricane, Tropical Storm, Tornado, Hail & Other Winds, Wind 
Related Storm Surge 

– Loss Cost Factors – Loss Adjustment Expense, Litigation Factors, Insurance to 
Value, Co-Insurance 

– Other 

Texas Insurance Code - SB 900 
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Catastrophe Model Results Summary  
Data at 12/31/2016 Less 80% Take-up Rate for Depopulation  

RMS v 16, All Peril, Aggregate Losses, NT Frequency, no SS

AIR Touchstone v4, All Peril, Aggregate Losses, NT Frequency, no SS

Assumes 80% take-up on Depopulation Policies

RMS Model Model Blend AIR Model
Return
Period 0% LAE 10% LAE 0% LAE 10% LAE 0% LAE 10% LAE

250 $6.1B $6.7B $6.9B $7.6B $7.7B $8.5B

100 $3.7B $4.1B $4.3B $4.7B $4.9B $5.4B

50 $2.4B $2.6B $2.6B $2.8B $2.8B $3.1B
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TWIA 2016 Funding Structure 
Including 2017 “Second Season Gap Cover” 

8 March 14, 2017 

$4.9 Billion

$4.7 Billion
100-Year
Season

50-Year
$2.7 Billion Season

$2.45 Billion

$2.2 Billion

$1.95 Billion

$1.7 Billion

20-Year
$1.2 Billion Season

$700 Million

10-Year
Season

$0   

Notes: Storm frequencies based on an average of AIR and RMS modeled losses using TWIA exposures as of 12/31/15
2017 as show n assumes at least $700 million in losses in 2016 to demonstrate potential second season gap coverage

$250 Million Class 3 Member Assessments

Undetermined

$700 Million Premium and CRTF

$500 Million Class 1 Public Securities

$500 Million Class 1 Member Assessments

$250 Million Class 2 Public Securities

$250 Million Class 2 Member Assessments

$1.1 Billion
Traditional Reinsurance

$400 Million
Catastrophe Bond
(Alamo Re 2015-B)

$400 Million
Catastrophe Bond
(Alamo Re 2014)

$300 Million
Catastrophe Bond
(Alamo Re 2015-A)

$500 Million Class 1 Public Securities

$500 Million Class 1 Member Assessments

$250 Million Class 2 Public Securities

$250 Million Class 2 Member Assessments

$250 Million Class 3 Public Securities

Additional Reinsurance to be purchased in 2017

$250 Million Class 3 Public Securities

$250 Million Class 3 Member Assessments
$350 Million Second Season 

Gap Reinsurance
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2017 Funding Structure Alternatives 
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$5.2 Billion*

$4.7 Billion

$4.3 Billion

$2.8 Billion

$800M Premium and CRTF

$2.4 Billion*
Reinsurance & Catastrophe Bonds

*Maximize within specific
Budget Constraints

Undetermined

Alternative 1

$1.9 Billion
Reinsurance & Catastrophe Bonds

Undetermined

Alternative 2 Alternative 3

$500M Class 1 Member Assessment

$500M Class 1 Public Securities$500M Class 1 Public Securities

$800M Premium and CRTF

$250M Class 3 Member Assessment

$250M Class 3 Public Securities

$250M Class 2 Member Assessment

$250M Class 2 Public Securities

Undetermined

$250M Class 3 Member Assessment

$250M Class 3 Public Securities

$250M Class 2 Member Assessment

$250M Class 2 Public Securities

$500M Class 1 Member Assessment

$500M Class 1 Public Securities

$800M Premium and CRTF

$1.5 Billion
Reinsurance & Catastrophe Bonds

$250M Class 3 Member Assessment

$250M Class 3 Public Securities

$250M Class 2 Member Assessment

$250M Class 2 Public Securities

$500M Class 1 Member Assessment
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TWIA Property Catastrophe Structure  
Initial Pricing Guidance under various Parameters 
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• 2016 Budget of $125M allowed for purchase of Main Catastrophe XOL and 50% placement of Second Season Cover 

• Layers above include Reinsurance and Alamo Re Catastrophe Bonds 

• Total capacity requirements and allocation to various capacity providers (reinsurance/collateralized/cat bond) will have 
impact on final pricing which is estimated to be within the ranges above.  Suggest TWIA Staff and Guy Carpenter be given 
flexibility to structure capacity in a way to best leverage total pricing. 

• Alternative reinsurance structures to be quoted by the market and tailored based on Committee/Board objectives 

Limit xs Retention 2016 Budget

2016 Funding
($4.9B) $2,200,000,000 $2,700,000,000 $125.0M

2017 Funding Limit xs Retention Estimated Cost
Target Savings 
from Budget

Expiring Level
($4.9B) $2,100,000,000 xs $2,800,000,000 $93.5M - $98.3M -$29.1M

Alternative 1 
($4.3B) $1,500,000,000 xs $2,800,000,000 $71.3M - $75.0M -$51.9M

Alternative 2
($4.7B) $1,900,000,000 xs $2,800,000,000 $85.7M - $90.1M -$37.1M

Alternative 3
($5.2B) $2,400,000,000 xs $2,800,000,000 $102.7M - $108.0M -$19.6M
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$4.7 Billion

$2.8 Billion

$800M Premium and CRTF $500M Class 1 Public Securities

$500M Class 1 Member Assessment

$500M Class 1 Member Assessment

$500M Class 1 Public Securities

$250M Class 2 Public Securities

$250M Class 2 Member Assessment

$250M Class 2 Member Assessment $250M Class 3 Member Assessment

$250M Class 2 Public Securities $250M Class 3 Public Securities

$250M Class 3 Member Assessment

$250M Class 3 Public Securities

Second Season Gap Cover
$800 Million xs $2.0 Billion

2017 Funding

$1.9 Billion
Reinsurance & Catastrophe Bonds

2018 Funding
Gap from Erosion of CRTF

$1.9 Billion
Reinsurance & Catastrophe Bonds

Review of Second Season Gap Coverage 
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$2.0B 

Reinsurance layer to protect 
gap in funding due to erosion of 
CRTF balances from prior year 
losses 
 
Currently 50% placed.  Consider 
increasing to 100% to mitigate 
remaining gap exposure 
 
Estimated Cost to renew Gap 
Cover = ~$14M (at 50%) 
 
 

$2.8B 
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TWIA Property Catastrophe Structure  
Initial Pricing Guidance under various Parameters – With Second Season 
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• 2016 Budget of $125M allowed for purchase of Main Catastrophe XOL and 50% placement of Second Season Cover 

• Layers above include Reinsurance and Alamo Re Catastrophe Bonds 

• Total capacity requirements and allocation to various capacity providers (reinsurance/collateralized/cat bond) will have 
impact on final pricing which is estimated to be within the ranges above.  Suggest TWIA Staff and Guy Carpenter be given 
flexibility to structure capacity in a way to best leverage total pricing. 

• Alternative reinsurance structures to be quoted by the market and tailored based on Committee/Board objectives 

Limit xs Retention 2016 Budget

2016 Funding
($4.9B) $2,200,000,000 $2,700,000,000 $125.0M

2017 Funding Limit xs Retention

Estimated Cost
(inc. 50% placement of
2nd Season Coverage)

Target Savings 
from Budget

Estimated Cost
(inc. 100% placement of
2nd Season Coverage)

Target Savings 
from Budget

Expiring Level
($4.9B) $2,100,000,000 xs $2,800,000,000 $107.1M - $112.6M -$15.1M $121.1M - $130.6M $.9M

Alternative 1 
($4.3B) $1,500,000,000 xs $2,800,000,000 $84.9M - $89.3M -$37.9M $98.9M - $107.3M -$21.9M

Alternative 2
($4.7B) $1,900,000,000 xs $2,800,000,000 $99.3M - $104.4M -$23.1M $113.3M - $122.4M -$7.1M

Alternative 3
($5.2B) $2,400,000,000 xs $2,800,000,000 $116.4M - $122.3M -$5.6M $130.4M - $140.3M $10.4M
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Tornado/Hail Drop Down 
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• TWIA budgets ~$80M for 
Tornado/Hail losses on the current 
portfolio  
 

• Deviations from plan impact CRTF 
Contributions and growth 
 

• Current statute precludes buying 
reinsurance that sits below other 
sources of funding 
 

• However, if current limits are not 
exhausted from Hurricane Losses, 
consider dropping reinsurance to 
protect CRTF balances during spring 
Tornado/Hail season  

$4.7 Billion

$2.8 Billion

Hurricane Season Tornado/Hail Season

$250M Class 3 Member Assessment

$250M Class 3 Public Securities

$75M Tornado/Hail Retention

$1.9 Billion
Reinsurance & Catastrophe Bonds

Last $75 Million of Hurricane Limit Last $75 Million of Hurricane Limit

$75M xs $75M Tornado/Hail

$250M Class 2 Member Assessment

$250M Class 2 Public Securities

$500M Class 1 Member Assessment

$500M Class 1 Public Securities

$800M Premium and CRTF
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Disclosure 
 Securities or investments, as applicable are offered in the US through GC Securities, a division of MMC Securities Corp. (“MMCSC”), a US registered 

broker-dealer and member FINRA/SIPC.  Main office:  1166 Avenue of the Americas, New York, NY 10036.  Phone: 212.345.5000.  Securities or 
investments, as applicable are offered in the European Union by GC Securities, a division of MMC Securities (Europe) Ltd., which is authorized and 
regulated by the Financial Services Authority. Reinsurance products are placed through qualified affiliates of Guy Carpenter & Company, LLC.  MMC 
Securities Corp., MMC Securities (Europe) Ltd., and Guy Carpenter, LLC are affiliates owned by Marsh & McLennan Companies (“MMC”).  Reinsurance 
intermediary services are offered through Guy Carpenter & Company, LLC.  

 This information was prepared by MMCSC and/or Guy Carpenter & Company, LLC. (“Guy Carpenter” or ”GC”), the reinsurance brokerage arm of MMC.  
All statistical tables, charts, graphs or other illustrations contained herein were prepared by MMCSC or GC unless otherwise noted.  Results from 
simulations and projections are for illustrative purposes only and are based on certain assumptions.  Therefore the recipient should not place undue 
reliance on these results.  Past performance does not guarantee future results.   

 Neither MMCSC nor GC is a legal, tax or accounting adviser and makes no representation as to the accuracy or completeness of any data or 
information gathered or prepared by MMCSC or GC hereunder. Your company should therefore consult with its own tax, accounting, legal or other 
advisers and make its own independent analysis and investigation of the proposed transaction, as well as the financial and tax consequences thereof, 
the creditworthiness of the parties involved and all other matters relating to the transaction, prior to its own independent decision whether or not to enter 
into any agreements in connection with any transaction. 

 This document contains indicative terms for discussion purposes only. MMCSC and GC give no assurance that any transaction will be consummated on 
the basis of these indicative terms and no specific issuer is obligated to issue any security or instrument on such indicative terms. This presentation 
does not constitute an offer to sell or any solicitation of any offer to buy or sell any security or instrument or to enter into any transaction on such 
indicative terms. An investment in insurance linked securities is speculative, involves a high degree of risk and should be considered only by institutional 
investors who can bear the economic risks of their investments and who can afford to sustain the loss of their investments.  Noteholders may lose all or 
a portion of their investment.  Institutional investors should thoroughly consider the information contained herein. 

 This document is not intended to provide the sole basis for any evaluation by you of any transaction, security or instrument described herein and you 
agree that the merits or suitability of any such transaction, security or instrument to your particular situation will be independently determined by you 
including consideration of the legal, tax, accounting, regulatory financial and other related aspects thereof. Opinions and estimates constitute MMCSC’s 
and/or GC’s judgment and are subject to change without notice. In particular, neither MMCSC nor GC owes duty to you (except as required by the rules 
of the Securities and Exchange Commission, Financial Industry Regulatory Authority, Financial Services Authority, and/or any other regulatory body 
having proper jurisdiction) to exercise any judgment on your behalf as to the merits or suitability of any transaction, security or instrument. The 
information contained herein is provided to you on a strictly confidential basis and you agree that it may not be copied, reproduced or otherwise 
distributed by you (other than to your professional advisers) without our prior written consent.  

 This material provides general and conceptual information about certain financial strategies, and does not discuss or refer to any specific securities or 
other financial product. This presentation is not intended as marketing, solicitation or offering any security or other financial product in Japan.  This 
material is intended only for sponsors, financial intuitions and qualified investors. 

 MMCSC and/or GC may have an independent business relationship with any companies described herein. 

 Trademarks and service marks are the property of their respective owners.  

 The source of information for any charts, graphs, or illustrations in this document is GC Securities Proprietary Database 2014, unless otherwise 
indicated. 

 Cory Anger, Chi Hum, Geoff Sweitzer, Ryan Clarke, Jay Green and Sung Yim are registered representatives of MMCSC. 
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