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Part Four: A Double Barrel Problem

How big is our insurance problem?

By August of 2011, | knew we had a sizeable homeowners insurance problem. But that soon
became just the tip of the iceberg. My insurance industry "deep throat" had suggested that we
have the potential to lower our premiums by 30-50%.

Each year South Carolina residents write homeowners insurance checks that total $1.2 billion
dollars. State businesses pay approximately $400 million each year for the equivalent
insurance. Together, we pay the industry $1.6 billion a year for "homeowners insurance." With a
30% reduction we would be putting almost a half a billion dollars back into our economy. And
we would give back to every homeowner approximately $400-$800... depending upon the value
of the home.

A half billion dollars is significant. But remember, we are only looking at homeowners insurance.
The Department of Insurance is responsible for regulating the entire portfolio of property and
casualty insurance. That includes auto, homeowners, and workman's compensation insurance.
We need to ask this question: If the D.O.l. (Department of Insurance) is not regulating
homeowners insurance, how well are they regulating the entire portfolio of casualty insurance?
South Carolina insurers wrote homeowners, auto, and workman's compensation policies that
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totaled $33.5 billion dollars for the period of 2007 through 2011. For that period the insurance
industry had "direct losses, or claims," that averaged 65-70% of the premiums written
throughout our 50 states. However, they only reported losses of 55%, or $18.3 billion in South
Carolina. If the industry had reported an "average" state loss of 65% in South Carolina, they
would have had a loss of $21.6 billion. In other words, the insurance industry either had
abnormally low direct costs in South Carolina during the last five years... or they received
abnormally high profits.

South Carolina doesn't have a small insurance problem. It appears that we have a 1 to 3 billion
dollar insurance problem. If the insurance industry had operating costs of, say, 1.5 billion dollars
during that period, they still would have made 1.5 billion dollars more profit than the average
state selling the same amount of insurance. The attached chart tells the story.

TOTAL S.C. PROPERTY AND CASUALTY LOSSES
COMPARED TO ANNUAL PREMIUMS (2007-2011)

Premiums Direct Losses Possible Claimsas % of  Claims as % of
(in$000's) (claimsin $000's) Profit Premiums in SC Premiums in US
$33,315,529 $18,347,424 $3.3 Billion 55%

$33,315,529 $21,655,093 (if at 65% loss) 65 - 70%

» Source: South Carolina Insurance News Service
* Direct Losses does not include operating costs

There's a $3.3 billion dollar difference between what the average state pays out (i.e. claims paid
to premiums) and what the South Carolina taxpayers paid to the insurance industry. We do not
believe South Carolina has above average claims for a coastal state. In fact, we know that our
hurricane risk is considered "relatively low." So, is it possible that much of that $3.3 billion
represents an unusually high profit for the insurance industry?

The Charleston Post and Courier led us to the answer. By August of 2011, | had enough data
that clearly said we have a significant homeowners insurance problem. And | had a good idea
why. As a businessman, my first thought was to take my findings to the source of much of the
problem — the Commissioner of the Department of Insurance. | tried for three months to get an
appointment. No luck. In the back of my mind was one question: "Why can't | get an
appointment with the Commissioner of Insurance when there is a possibility that we can save
the state's taxpayers $500 million to $1.5 billion dollars?" | was not going to wait six months for
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a state bureaucrat to get back to me. This problem had to be exposed to the full daylight.

In late February, 2012, | placed a call to William Hawkins, publisher of the Charleston Post and
Courier, the state's largest newspaper. After sharing my research with him for ten minutes, he
said, "Mr. Ferguson, we need to get together. You don't have to come to me. | will come to you."
The next week, he did. Hawkins brought his executive editor Tom Clifford with him. After two
hours of discussion, Bill Hawkins turned to Tom Clifford and said, "I believe this story deserves
our best investigative resources. Let's put Tony on it."

| had no idea what that statement meant, but | soon found out. Bill Hawkins had just put the
newspaper's best investigative reporter on the project. Tony Bartelme is not just a good
investigative reporter; he is a Pulitzer Prize finalist. For ten months, watching Tony work was
like watching a scientist trying to find the cause of Parkinson's Disease. He did more than dig
deep. He connected the dots. The newspaper hired an independent simulation company to test
my conclusion that our coast had a "relatively low hurricane risk." They concurred. By the time
they issued their first "Storm of Money" article in June, Tony had uncovered the fact that South
Carolina residents pay among the nation's highest homeowners premiums. By the end of
summer, he had made contact with an independent insurance guru who had also been the
Commissioner of Insurance for Texas. Bob Hunter was currently working for the Consumer
Federation of America as an insurance expert. Hunter knew the numbers. By August Tony had
introduced Andy Twisdale and me to Bob Hunter. Andy is the Chairman of the South Carolina
Competitive Alliance, a spin-off group that quickly recognized that our high homeowners
insurance rates are beginning to negatively impact our ability to draw retirees to South Carolina.

Bob Hunter then revealed a very important study that he had quietly published in early 2012. He
titled his report, "The Insurance Industry's Incredible, Disappearing Hurricane Risk: or How
Insurers Have Shifted Risk and Costs Associated With Weather Catastrophes To Consumers
and Taxpayers."

Hunter's report was a bombshell. It began to further explain a second reason why our insurance
rates are so high in South Carolina. Hunter had strong evidence that the insurance industry has
been changing its strategy from "risk-taking" to "risk-avoidance" over the last few years.
Furthermore, he showed that while the industry has reduced their insurance benefits and
claims, they have simultaneously increased their premiums. How do they do this? They impose
deductibles of 2 or 5%. That reduces their claims. They put a cap on claims allowed. That
reduces their claims. They eliminate certain coverage... like mold. They write policies to cover
your home at, say, a value of $400,000. But when the economy drops your home value by 40%,
they don't reduce your premiums. And they cancel any homeowners insurance policy that might
have some risk. Simultaneously, says Hunter, the insurance companies have been aggressively
raising their rates, while they have been reducing their benefits and their claims cost.

3/4



The Billion Dollar Coastline - Part 4

Written by Daryl Ferguson
Wednesday, 27 February 2013 09:34 - Last Updated Thursday, 25 July 2013 08:39

Billions SURPLUS
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INSURAMNCE INDUSTRY HOMEOWRMNER INSURAMCE PROFIT RANKING

OF ALL COASTAL STATES

(2001-2010)

Return on Net Worth Return on Net Worth
s SOUTH CAROLINA +22.3 Texas +.4
# Rhode island +0.6 Georgia 7.1
& Connectcul +30.2 fAlabama 7.3
& Delyware +18.4 Florida 131
s Mew York #18.1 Lowisiana -35.4
® Mass. #17.6 bdississippi -35.3
& MNorth Caroling +15.4
& Maine +12.7
s Virginia +12.2
® MNew lersey +13.5
& Manylamd +49.4

& MNew Hampshire #0,7
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