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PROPEATY INSURAMNCE CORPORATION
The following is an analysis of Citizens’ financial and operating results through the first half of 2019.

- PREMIUMS -

Consolidated direct written premium through the first half of 2019 was $442.8 million or $17.2 million (3.7%)
less than consolidated direct written premium a year prior. The decrease in written premium is the result
of decreases in combined policies inforce (PIF) across all three accounts. In the first half of 2019, decreases
in PIF were 6,873 (2.2%), 308 (27.9%) and 15,466 (11.6%) within the Personal Lines Account (PLA),
Commercial Lines Account (CLA) and Coastal Account, respectively. For the period ended June 30, 2019,
the decrease in consolidated direct written premium was marginally less than the consolidated decrease in
PIF (5.1%) due to slightly higher average premiums per policy compared to the same period a year ago.
Premiums removed through depopulation of $2.8 million during 2019 was $1.9 million (40.4%) less than
the same period in 2018.

6-months ended

Jun 2019 Jun 2018
New Business 37,397 48,072
Untagged Takeouts 29 146
Reinstatements 4,337 4,528
Cancellations (21,356) (22,833)
Non-Renewals (23,539) (22,117)
New Tags for Takeout (3,650) (4,940)
Net change (6,782) 2,856
Ending PIF 420,615 443,262

Consolidated direct earned premium declined $14.5 million (3.2%) during the first half of 2019 compared
to the same period a year ago and approximated the decline in direct written premium.
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Consolidated Premium Composition by Account
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Through June 30, 2019 premiums ceded through reinsurance arrangements totaled $230.4 million or or
$10.5 million (3.4%) less than the same period in 2018. The decline in reinsurance premiums ceded was
largely driven by declines in premiums ceded to the FHCF, partially offset by an increase in premiums

ceded through traditional reinsurance arrangements with the placement of coverage within the PLA.

Non-CAT Only

- LOSSES -

Consolidated

Personal Lines Account

Commercial Lines Account

Coastal Account

Q22019 FY 2018 Q22018

Q22019 FY 2018 Q22018

Q22019 FY 2018 Q22018

Q22019 FY 2018 Q22018

Direct loss ratio 29.2% 31.0% 31.7% 41.3% 40.4% 42.8% -88.8%  142.5% 79.4% 13.8% 11.1% 13.2%
Direct loss ratio (underlying) 30.7% 28.1% 29.4% 40.0% 39.0% 41.2% 59.0% 10.3% 8.6% 13.5% 12.4% 13.5%
Direct LAE ratio 21.7% 24.1% 22.2% 27.7% 32.9% 31.3% 21.3% -14.5%  -32.3% 11.5% 12.8% 12.0%
Direct LAE ratio (underlying) 18.7% 16.5% 16.5% 23.8% 22.0% 21.9% 22.6% 3.6% 7.7% 9.7% 8.9% 9.1%

CAT and Non-CAT

Consolidated

Personal Lines Account

Commercial Lines Account

Coastal Account

Q22019 FY 2018 Q22018

Q22019 FY 2018 Q22018

Q22019 FY 2018 Q22018

Q22019 FY 2018 Q22018

Direct loss ratio 62.5% 53.9% 31.8% 81.4% 82.5% 42.9% 65.2% 168.4% 79.4% 30.1% 4.8% 13.2%
Direct loss ratio (underlying) 30.7% 44.3% 29.4% 40.0% 54.2% 41.2% 59.0% 27.4% 8.6% 13.5% 30.3% 13.5%
Direct LAE ratio 17.0% 30.8% 22.3% 29.2% 40.5% 31.4% 34.6% -11.4%  -32.3% -4.7% 18.3% 12.2%
Direct LAE ratio (underlying) 18.7% 17.9% 16.5% 23.8% 23.5% 21.9% 22.6% 3.9% 7.7% 9.7% 10.2% 9.1%

The term underlying refers to losses and LAE on claims incurred in the current accident year and excludes development on prior accident years

At June 30, 2019, consolidated losses and loss adjustment expenses (LAE) related to Hurricane Irma
increased $119.1 million on a direct basis and $33.2 million net of reinsurance. On a consolidated basis,
ultimate direct losses and LAE related to Hurricane Irma were $2.035 billion. Of that amount, $783.5 million
is recoverable under Citizens’ reinsurance contracts with both the FHCF ($435.8 million in the PLA and
$222.3 million in the Coastal Account) and private reinsurers ($125.4 million in the Coastal Account only).
A majority of the 2" quarter development ($107.6 million of the $119.1 million) occurred within the PLA and
resulted from an increase in both late reported claims and loss severity, particularly in the Southeastern
region of the state.
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On a consolidated basis, ultimate direct losses and LAE related to Hurricane Michael were $151.7 million
and were unchanged from the prior period. No reinsurance recoverables associated with Hurricane Michael
were recorded due to the losses and LAE not meeting the attachment levels of reinsurance arrangements.

Current accident year losses and LAE unrelated to sinkholes and hurricanes did not experience meaningful
variances from prior accident years and development of prior accident year losses and LAE was minimal.
Although litigated non-weather water claims continue to be a dominant driver of loss and LAE activity within
the PLA, while still an issue, the litigation rate for accident years 2018 and 2019 continues to show
improvement in comparison to accident years 2014 through 2017.

Within the CLA, volatility in older sinkhole claims continues to contribute to material quarterly variances in
the reported loss and LAE ratios. While loss and LAE development within the CLA are less significant to
the accident years to which they relate, the diminishing size of the overall commercial lines book of business
leaves it more susceptible to material swings in the loss and LAE ratio as a result of development in prior
accident years when the commercial lines book of business was considerably larger. The reported loss
ratio for the 2" quarter of 2019 was driven by favorable development on outstanding loss reserves for older
sinkhole claims.

Administrative expenses reclassified to LAE are assigned to prior accident years based on the number of
claims closed for the current and each prior accident year. Accordingly, fluctuations in the number of claims
closed and the fraction of claims closed for each accident year can lead to adverse or favorable
development of LAE in prior accident years.

- ADMINISTRATIVE EXPENSES -

Administrative expenses incurred during the first half of 2019 of $65.1 million were $1.0 million (1.5%) less
than administrative expenses incurred during the same period a year ago and $10.9 million (14.3%) less
than budget. Variances (year-over-year and budget-to-actual) in contingent staffing were primarily due to
lower-than-anticipated need for independent adjusters that were engaged in response to Hurricanes
Michael and Irma, as well as a higher-than-anticipated number of claims entering mediation. These
expenses, along with other claims-related costs, are reclassified to loss adjustment expenses (LAE).

Other factors contributing to significant year-over-year or budget-to-actual variances are as follows:

e Operations and Maintenance expenses were $0.5 million (32.6%) below budget and $0.2 million
(12.8%) less than 2018 as a result of deferrals and delays in expenditures related to the Tampa
office build-out and lower-than-anticipated utilities expenses.

e  Computer Hardware expenses were $0.8 million (49.5%) below budget and $0.5 million (36.5%)
less than 2018 and were largely the result of delays in several large Information Technology-
related purchases.

e Professional Services expenses were $5.0 million (60.0%) below budget and $1.3 million (27.7%)
less than 2018 due to delays in the implementation several large-scale projects and expenses
incurred in 2018 but not in 2019 related to the ERP implementation and other implementations
completed by year-end 2018.

e Rent expenses were $0.2 million (6.1%) below budget and $0.3 million (7.7%) less than 2018 as
a result of the early termination of the Tampa building lease.
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e Software Maintenance and Licensing expenses were $0.8 million (8.7%) below budget and $1.3
million (12.4%) less than 2018 as a result of the timing of invoices during the first quarter of 2018
for software licenses in response to Hurricane Irma, as well as delays in several purchases and
favorable negotiated contract pricing.

For the period ended June 30, 2019, Citizens’ expense ratio was 25.0%, reflecting a 0.5% increase from
the same period a year ago and a 0.8% decrease compared to budget.

- INVESTMENT INCOME -
Realized Gains (Losses) Earned Income
6 months ended June 30 6 months ended June 30
$120.0
520 $2.7 $116.6
$- $100.0
$(2.0)
$(4.0) $80.0
$(6.0) $60.0
$(8.0)
$(10.0) $40.0
$(12.0) $20.0
$(14.0)
$(16.0) $-
m2019 2018 m2019 2018
(% in millions) ($ in millions)

Total investment income (measured as investment income excluding investment expenses) for the first half
of 2019 was $119.3 million, or $24.1 million (25.3%) greater than the same period a year ago, despite a
$815.6 million (8.2%) decline in total average invested assets over the same comparable period. The
relative and absolute increases in investment income were principally driven by significant reductions in net
realized losses. With the recent overall increases in bond prices, most securities disposed of through the
active management of invested assets have generated realized gains thereby increasing overall investment
income. Additionally, securities disposed of in the prior period that produced realized losses were
reinvested at higher yields and further contributed to the period-over-period increase in net investment

income.
6-months ended ($ millions)
Jun 2019 Jun 2018
Earned income $ 116.57 $ 110.52
Net realized gains (losses) 2.74 (15.29)
Total income $ 119.31 $ 95.22
Average invested assets $ 9,169.10 $ 9,984.65
Externally-Managed Portfolios (June, 2019)
Taxable Liquidity Taxable Claims Tax-Exempt Claims Taxable LD Claims
Total market value ($ in billions) $1.031 $1.506 $1.197 $4.850
Duration 1.44088963 3.657937813 1.729614229 5.144816464
Avg. credit rating (S&P / Moody's / Fitch) A+ / Aa3/ AA- A+ / Aa3/ A+ AA/ Aa2/ AA A+ / Aa3/ A+
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- CASH FLOWS -

Consolidated cash flows provided by operations were $19.0 million during the first half of 2019 compared
consolidated cash used in operations of $170.6 million during the same period in 2018. Net premiums
collected were $393.7 million or $11.5 million (2.8%) less a year prior, generally consistent with declines in
written premium. Period-over-period increases in net investment income collected were driven by overall
decreases in the level of debt obligations outstanding, as well as increases in investment income collected.

Decreases in benefits and loss related payments, as well as loss adjustment expense payments, were
largely the result of reinsurance recoveries on loss and LAE payments associated with Hurricane Irma. The
increase in underwriting expenses paid was due to payments for independent adjuster services during the
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first quarter of 2019.

Consolidated - 6 months ended

Jun 2019 Jun 2018
Premiums collected, net $ 393,735,547 $ 405,183,081
Net investment income 93,749,694 87,687,541
Miscellaneous income (expense) collected (paid) 1,130,857 1,502,985
Benefits and loss related payments (233,720,650) (410,017,103)
Loss adjustment expense payments (116,782,235) (147,107,818)
Underwriting expenses paid (119,088,487) (107,882,014)
Net cash flows provided by (used in) operations $ 19,024,726 $ (170,633,329)




