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Executive Summary 

Citizens’ fifteenth year since its formation in 2002 has proven to be as 

challenging as anticipated due to rising litigation rates and assignment 

of benefits (AOB) that have evolved from issues confined to Citizens, 

to issues disrupting the entire Florida insurance market. This, coupled 

with the occurrence of the second largest claim generating event in 

Citizens’ history, have placed a demanding challenge on Citizens’ 

infrastructure and leadership team. These challenges remind us of the 

need for continued investments in infrastructure and human capital. 

 

The absence of legislative reform to address issues surrounding AOB 

and what has become known as the “one-way attorney fee statute” 

continue to have an adverse impact on Citizens’ underwriting results 

and operating ratios, as well as the overall profitability of Florida’s 

private insurance market.  Citizens’ litigation rate on reported non-

weather water claims is at unprecedented levels for calendar year 

2017. While Citizens’ has observed a concentration in the tri-county 

area, an area of significant exposure and concentration within the state 

for Citizens, current indications provide evidence of a slow expansion 

statewide with respect to litigated non-weather water claims. While 

the overall operating environment presents ongoing challenges, 

Citizens has continued its efforts to take proactive measures aimed at 

mitigating the impact on operating results and has planned further 

measures in fiscal year 2018.  Citizens partnered with an industry 

leading provider of a managed-repair program (MRP) in an effort to 

reduce contractor and third-party abuse of AOB on reported claims. In 

addition, Citizens adopted policy language changes that limit coverage 

for emergency services or permanent repairs made prior to Citizens’ 

inspection or approval. In 2018, Citizens plans to implement 

additional coverage changes in the form of sub-limits on repairs in 

cases where the policyholder opts to forego participation in Citizens’ 

MRP. In addition to MRP and policy language changes, Citizens has 

increased budgeted amounts for personnel and resources committed to 

its litigated claims and AOB response by approximately $17.6 million 

as compared to budgeted amounts for 2017. Roughly 10% of Citizens’ 

total personnel costs are within operating units directly supporting 

claims litigation activity. However, prolonged challenges in the 

market and the infancy of these proactive measures lead to challenges 

in planning for expected financial results for 2018. 

  

After nearly 11 years of relatively docile hurricane activity, on 

September 10th, 2017 Hurricane Irma made landfall in the Florida 

Keys and continued its path up the west coast of the state. Current 

estimates of 70,000 claims (64,000 reported claims to date) rank Irma 

as the second largest claim generating event in Citizens’ history.  

Within 72 hours after the storm exited the state, Citizens deployed 

Catastrophe Response Centers (CRCs), staffed by Citizens’ claims 

personnel and volunteers from across the company, to the Florida 

Keys and other areas of south Florida most impacted by the storm. In 

addition to the rapid deployment of CRCs, remote field offices were 

setup to provide direct face-to-face assistance with Citizens’ 

policyholders. Citizens’ response was overwhelmingly successful and 

can be credited to extensive planning, committed investments in 

resources and the dedication of staff during the response. The current 

projected financial impact of Hurricane Irma is $1.1 billion, net of 

anticipated reinsurance recoveries, reducing pre-storm surplus by 

approximately 15%. 

 

 

2018 Financial Outlook 
 

Citizens’ forecasting and planning strategy utilizes an internally-

developed tool in developing the 2018 operating budget that 

effectively uses statistical methods to extend historical results, 

supplemented with judgment to consider disruptions to identified 

trends, which are often beyond Citizens’ control.   The forecast model 

gives consideration to two distinct potential outcomes. The “Baseline” 

scenario assumes that historical trends continue throughout 2018. This 

scenario would lead to a continuing decline in terms of Citizens’ 

overall size as measured by policy count. The “Growth” scenario 

assumes that the private market’s capacity to write policies in the 

voluntary market or acquire business through depopulation decreases. 

This scenario contemplates Citizens’ policy count increasing as 



2018 Operating Budget 

Citizens Property Insurance Corporation 

 7 

 

Executive Summary 

private market policies are non-renewed at policy expiration with their 

current insurers. Citizens’ 2018 operating budget assigns a 50% 

probability to the “Growth” scenario described above. 

 

This selection is based upon Citizens’ anticipation of a contraction of 

Florida’s private market as a result of litigated claim activity, 

continuing challenges surrounding AOB and the private market’s 

capacity as a result of Hurricane Irma. Market contraction in some 

segments is anticipated, however the extent of this contraction and 

how many of the impacted policies are to be consumed by well 

capitalized private carriers is unknown. As a result, Citizens 

anticipates modest growth in policy counts and direct premiums 

written within the Personal Lines Account (PLA) for 2018 as 

compared to projected year-end 2017, while the Commercial Lines 

Account (CLA) and Coastal Account are anticipated to decrease under 

these same measures due to a competitive market for commercial 

policies and wind-only business. Overall depopulation activity is 

anticipated to decline by over 18,000 policies or 50% as compared to 

the 2017 projection on a combined basis, with the PLA and Coastal 

Account contributing most notably to the overall decrease.  

 

Citizens will again seek to protect surplus through prudent and 

measured risk transfer efforts in 2018. The 2018 budget includes a 

provision for $100 million of private-risk transfer within the Coastal 

Account, marking an increase of approximately $7.3 million or 8% as 

compared to 2017. While Citizens has enjoyed the relative favorable 

pricing within the market over the last several years, a hardening 

market is anticipated as a result of not only Hurricane Irma, but other 

catastrophes around the globe. The impact of these events are 

anticipated to apply a modest level of upward pressure on pricing for 

2018 renewals, leading to an overall net increase in budgeted 

reinsurance costs despite decreases in reinsured exposure within the 

Coastal Account.  

 

Losses and LAE as a percentage of direct earned premiums, excluding 

catastrophe claims, are anticipated to increase during 2018 as 

compared to the 2017 projection. Non-weather water losses continue 

to be the dominant driver of overall loss activity and represent 75% of 

indemnity losses within the PLA as of September 30, 2017. An 

anticipated litigation rate of 50% on all non-weather water losses 

within the PLA are the result of the challenging market conditions 

expected to persist throughout 2018. Non-hurricane loss activity 

within the CLA and Coastal Account are not anticipated to deviate 

from the 2017 projection by a material amount for calendar year 2018. 

However, due to the anticipated continued decreases in premium 

within the CLA, potential development on prior accident years may be 

amplified in the loss and LAE ratio as a result of the overall decrease 

in its relative size.  

 

For the 2018 budget, Citizens’ total administrative expenses reflect an 

overall decrease of approximately $6 million or 4% as compared to 

the 2017 budget. Overall decreases in budgeted employee costs 

(salaries, employee benefits and payroll taxes) are largely the result of 

the 2018 budget reflecting a decrease of 90 positions as compared to 

2017. When removing the impact of Citizens’ Corporate Initiative 

Budget, overall operating expenses for 2018 decreased by 

approximately $2.5 million or 2% as compared to the 2017 budget. 

Citizens continues to seek opportunities to make prudent decisions in 

personnel and operating expense management in an effort to maintain 

an advantage with respect to expense ratios observed among private 

market insurers in the state. As a result, Citizens budgeted expense 

ratio (administrative and underwriting expenses divided by direct 

written premium) of 24.3% marks a decrease of approximately 1.7% 

as compared to projected results for 2017, and maintains a notable 

advantage over private market averages of 27.5% - 28%.  

 

Contingent staffing includes approximately $118 million for 

independent adjuster fees in response to operational demands for 

Hurricane Irma. These fees are subsequently allocated to LAE through 

the ULAE Expense Allocation displayed within the administrative 

expense exhibits. These resources permit Citizens to continue an 

industry-leading response to policyholder claims as the lifecycle of 
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claims from Hurricane Irma continues throughout 2018 and likely 

beyond.  

 

In addition to expenses budgeted as a result of Citizens’ ongoing 

response to Hurricane Irma, litigated claims and AOB claim activity 

is expected to remain the leading driver of loss and LAE activity 

throughout calendar year 2018, predominantly within the PLA. 

During budget preparation for 2018, Citizens’ sought to identify and 

measure budgeted resource costs to be incurred as a result of this 

activity. As a result, approximately $51 million of such expenses were 

identified and of this amount, approximately $50 million is budgeted 

as an allocation to LAE through the ULAE Expense Allocation.  

 

Investment income, excluding interest expense on outstanding debt, is 

anticipated to decrease within the 2018 budget as compared to the 

2017 projection as a result of declines in total invested assets, largely 

due to the financial impact of Hurricane Irma. Despite the overall 

decrease in investment income, Citizens’ return on invested assets is 

expected to increase from 1.55% to 1.90%.  During the 4th quarter of 

2016, changes to Citizens’ investment policies were proposed and 

approved, allowing Citizens to take advantage of market conditions, 

provide additional diversification across portfolios, and increase 

overall portfolio returns by extending portfolio duration, increasing 

exposure to corporate spread products, and reducing permitted credit 

ratings.  Additionally, a new investment policy was established to 

invest surplus funds above the 1-100 year probable maximum loss 

level in the Taxable Claims-Paying Long Duration Fund that extends 

the duration limit from 6 years to 10 years.  Citizens will continue to 

evaluate market opportunities against its investment mandates to 

maximize investment returns while preserving principal. 

 

Interest expense on outstanding debt is budgeted to decrease by 

approximately $3.3 million following the maturity of $998.5 million 

that occurred in June 2017, future redemptions of $255 million June 

2018, and the optional redemption executed in December 2017 of 

$350 million. The 2018 budget does not contemplate the issuance of 

pre-event notes in 2018.   

 

 

2018 Corporate Initiatives 
 

Centerpoint - Enterprise Resource Planning Solution 

 

This initiative includes implementation of an Enterprise Resource 

Planning (ERP) solution branded as Centerpoint.  The Centerpoint 

solution will replace Citizens’ current fragmented systems with 

integrated modules, including finance and accounting, human 

resources, purchasing, procurement and vendor management, contract 

management, and project management.  During the second quarter of 

2017, Citizens successfully implemented Phase 1 of the Centerpoint 

Project.  Phase 1 of the implementation provided back-office 

accounting, vendor management and procurement functionality all 

integrated within a single cloud-based software platform. In addition, 

Human Capital Management (HCM), which includes core human 

resource and payroll functionality will go-live prior to year-end.  The 

remaining functionality, slated for delivery in 2018, is Advanced 

Procurement and Vendor Management, Budgeting, and Advanced 

HCM. 

 

Expand Self-Service Capabilities and Customer Engagement 

 

With a focus on Citizens’ customers, Expand Self-Service Capabilities 

and Customer Engagement will extend current self-service 

capabilities to new and improved methods for interacting and 

transacting business with Citizens. This includes both moving on 

known opportunities to extend current self-service capabilities to 

enable  more efficient, cost effective, and user-friendly transactions, 

while establishing programs and infrastructure that will provide 

Citizens with advanced insights into customer behavior, needs, desires 

and overall experience.  
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The Voice of the Customer (VoC) Program, currently in place within 

Citizens, will be leveraged as a means to solicit routine feedback to 

ultimately validate the customer experience. 

 

This will assist Citizens in identifying servicing, operational and 

technological improvement opportunities, which in turn helps Citizens 

remain focused on preserving a customer-centric experience for its 

policyholders.  A number of focal areas will be evaluated as part of 

identifying and acting on additional improvement opportunities to 

Citizens’ products, services and delivery strategies, including Alert 

and Notification Services, Customer Portal, Customer Relationship 

Management (CRM), Dynamic Document Interaction, Electronic 

Disbursement, Electronic Policy Document Distribution (EPDD), and 

VoC Program. 

 

Guidewire V9 Upgrade 

 

Guidewire software is used to support core insurance business 

functions at Citizens. The current platform version is 7.0, which is 

more than five years old.  In order to stay current with support from 

Guidewire and take advantage of improved performance and features, 

Citizens is in the process of upgrading to version 9.0, which is the most 

current version available. Upgrade activities supporting 

ClaimCenter© began in 2017 and will be finalized in 

2018.  Remaining upgrade activity to be delivered in 2018 and 2019 

includes BillingCenter© and PolicyCenter© applications. 

 

 

Closing Remarks 
 

Each budgeting cycle brings its own unique set of challenges and 

opportunities as Citizens must carefully balance its operational 

demands with exercising prudent management of its expenses. The 

2018 operating budget is a reflection of Citizens’ commitment to 

continue disciplined investments in its infrastructure that establish and 

maintain customer service standards and honors commitments to 

policyholders. The strategic theme for 2018 places a pronounced focus 

on continued increases in efficiency in order to maintain Citizens’ 

advantageous position with respect to the industry’s expense ratio and 

influencing change that lessens financial impacts absorbed by 

policyholders and, potentially, all Florida consumers. The pronounced 

focus of the 2018 strategic theme will materialize through 

enhancements to claims processes, including claims litigation and 

LAE, improvements within fraud analytics, management and 

visibility, and advances in administrative expense budgeting and 

monitoring.  

 

We look forward to another year and the opportunity to serve our 

policyholders. 

 

 

 

Yours respectfully, 

 

 

 

 

 

Barry Gilway 

President, Chief Executive Officer and Executive Director 

 

 

 

 

 

 

Jennifer Montero 

Chief Financial Officer 
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Organizational Structure 

Citizens Organizational Structure by Division
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Budgeted Statement of Operations Comparison -  

PLA 
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Budgeted Statement of Operations Comparison -  

Coastal Account 
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Administrative Expenses 

By Corporate Initiative 

Expense Category Total

Operating 

Expenses

Centerpoint  

(ERP)

Guidewire V9 

Upgrade

Self - Service 

Strategy

Salaries 94,956,194$      94,956,194$      -$                   -$                   -$                   

Employee Benefits 21,832,186        21,829,686        2,500                 -                     -                     

Payroll Taxes 6,621,758          6,621,758          -                     -                     -                     

Contingent Staffing 161,628,536      161,222,416      320,320             85,800               -                     

Training 1,129,022          1,104,022          -                     25,000               -                     

Recruiting 658,250             658,250             -                     -                     -                     

Printing 344,400             344,400             -                     -                     -                     

Operating Supplies 377,435             377,435             -                     -                     -                     

Subscriptions & Dues 1,549,393          1,493,893          5,500                 -                     50,000               

Postage 596,757             596,757             -                     -                     -                     

Telecommunications 3,534,220          3,534,220          -                     -                     -                     

Legal 1,215,000          1,215,000          -                     -                     -                     

Insurance 894,192             894,192             -                     -                     -                     

Travel & Meals 1,809,776          1,771,207          31,955               6,614                 -                     

Professional Services 13,489,191        9,005,622          2,503,422          1,805,147          175,000             

Miscellaneous -                     -                     -                     -                     -                     

Rent 7,975,425          7,975,425          -                     -                     -                     

Depreciation 5,139,006          5,057,173          -                     81,833               -                     

Producer Fees Collected (779,500)            (779,500)            -                     -                     -                     

Operations & Maintenance 2,646,526          2,646,526          -                     -                     -                     

Bank Charges 215,762             215,762             -                     -                     -                     

Software Maint & Licensing 18,582,787        16,961,182        795,487             150,000             676,117             

Computer Hardware 2,805,684          2,805,684          -                     -                     -                     

FMAP Funding (207,221)            (207,221)            -                     -                     -                     

ULAE Expense Allocation (206,684,225)     (206,684,225)     -                     -                     -                     

Total Administrative Expenses 140,330,554$    133,615,858$    3,659,184$        2,154,394$        901,117$           

Total Underwriting Expenses 13,310,578        13,310,578        -                     -                     -                     

Total Admin & Other Expenses 153,641,132$    146,926,436$    3,659,184$        2,154,394$        901,117$           
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Administrative Expenses 

Comparison of Annual Totals 



This page is intended to be blank 

 

 



2018 Operating Budget 

Citizens Property Insurance Corporation 

 31 

 

Administrative Expenses 

Comparison of Annual Totals 



This page is intended to be blank 

 

 



2018 Operating Budget 

Citizens Property Insurance Corporation 

 33 

 

Administrative Expenses 

Comparison of Annual Totals 



This page is intended to be blank 

 

 



2018 Operating Budget 

Citizens Property Insurance Corporation 

 35 

 

Administrative Expenses 

Comparison of Annual Totals 



This page is intended to be blank 

 

 



2018 Operating Budget 

Citizens Property Insurance Corporation 

 37 

 

Administrative Expenses 

Comparison of Annual Totals 



This page is intended to be blank 

 

 



2018 Operating Budget 

Citizens Property Insurance Corporation 

 39 

 

Administrative Expenses 

Comparison of Annual Totals 



This page is intended to be blank 

 

 



2018 Operating Budget 

Citizens Property Insurance Corporation 

 41 

 

Administrative Expenses 

Comparison of Annual Totals 



This page is intended to be blank 

 

 



2018 Operating Budget 

Citizens Property Insurance Corporation 

 43 

 

Administrative Expenses 

Comparison of Annual Totals 



This page is intended to be blank 

 

 



2018 Operating Budget 

Citizens Property Insurance Corporation 

 45 

 

Administrative Expenses 

Comparison of Annual Totals 



This page is intended to be blank 

 

 



2018 Operating Budget 

Capital Acquisitions 



This page is intended to be blank 

 

 



2018 Operating Budget 

Citizens Property Insurance Corporation 

 49 

 

Capital Acquisitions 

Asset Category 2018 Budget 2017 Projection $ Variance % Var 2017 Budget $ Variance % Var 2016 Actual $ Variance

EDP Equipment 4,828,000$        3,226,639$        1,601,361$        49.63% 5,787,520$        (959,520)$          -16.58% 1,726,262$        3,101,738$        

Software 1,350,000          158,724             1,191,276          750.53% 805,000             545,000             67.70% 76,723               1,273,277          

Office Equipment 58,200               8,550                 49,650               580.69% 101,000             (42,800)             -42.38% 98,516               (40,316)             

Furniture 8,000                 -                        8,000                 100.00% 15,000               (7,000)               -46.67% 1,014,666          (1,006,666)         

Leasehold Improvements 205,000             13,000               192,000             1476.92% 65,000               140,000             215.38% -                        205,000             

Automobiles 140,000             -                        140,000             100.00% 40,000               100,000             250.00% 49,150               90,850               

Total Capital Acquisitions 6,589,200$        3,406,913$        3,182,287$        93.41% 6,813,520$        (224,320)$          -3.29% 2,965,318$        3,623,882$        

Note:  All variances above are in reference to the 2018 Budget
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