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Flood risk forecasts

5.2 million properties at risk of flooding
23.8 million properties not susceptible to flooding

Environment Agency 2014



Estimated total insurance claim costs

TOTAL ESTIMATED INSURANCE CLAIM COSTS
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Before Flood Re:
The Statement of Principles

An agreement with Government, in place between
2000 and 2013 — the ‘Statement of Principles’:

Government managed flood risk effectively

Applied to both household and SME policies, @ ——
forproperties built before 2009.
Larger commercial properties not covered

Separate (but virtually identical) agreements for England,
Scotland, Wales and Northern Ireland

All four expired on 30th June 2013
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The aims of Flood Re
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Enable availability Could benefit Drive
and affordability up to 350,000 competition
of insurance for households in market.
those living in over time.
high flood risk
areas.
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What is Flood Re

Solution to Likely to Special Authorised Owned and Life span
a long standing benefit up Purpose Vehicle by the UK operated by of 25
problem relating to 500,000 designed regulators in the insurance years
to the availability households to create a the same industry
and affordability over time reinsurance / way other with public
of flood pool solution reinsurers are accountability
insurance to Parliament —
therefore needing
Government
involvement
What Flood Re is not
Causing any Tasked with A primary
change to paying for response to
customer property level climate change
experience resilience adaptation
— Point of Sale

and claims




How Flood Re operates

Collects a levy of Ability to raise additional Flood Re Flood Re has Flood Re pays
£180m every April capital through Levy will accept a liability limit all flood claims
from all relevant 2 (treated as capital all eligible in excess of direct to the

insurers expenditure by insurers) risks 1/200 insurer

Flood Re




How Flood Re is funded

For each policy to be ceded to Flood Re:
Ceded risk premium charged to insurers at a fixed price according to council tax bands:

132 148 168 199 260 334 800
78 98 108 131 148 206 400
210 246 276 330 408 540 1200

All insurers writing UK household business:

Levy 1 of £180m p.a.
Capacity to call a second Levy from UK household insurers if required

Insurers set retail prices — not Flood Re



What properties does Flood Re cover

OUT OF
SCOPE:
Insured in the name of individuals Homes built on or after

Must have a Council tax band 01 January 2009

(All Council Tax bands covered)

Small businesses

Held for residential use (business rated)

Insured on individual basis Properties (4+ residential units)

Occupied by policy holder or
immediate family some of
the time or unoccupied

Buildings cover for leasehold
premises 2 or more units



Principles of underwriting eligibility

Flood Re’s policy
objective is
to help those
households who
live in a flood risk
area find more
affordable home
insurance.

Flood Re is
only in operation
for a further
23 years.

Set up to deal
with legacy issue
which has
built up over
many years.

The Scheme
should not
be used as an
incentive for
irresponsible
planning
decisions.

Flood Re’s policy
is to be
‘back-to-back’
with the insurers’
standard policies.
We do not expect
policies to be
gold plated as a
response to
Flood Re.

Fundamental
underwriting
principle:

The number of
flood exposed
residential
properties will
not increase as a
result of
Flood Re’s
existence




What does Flood Re
mean for customers?

Flood Re makes no difference to the way
customers buy home insurance

Any claims made will continue to be handled o e S
purchases home owner

by the insurance company makes a

as usual valid claim

With Flood Re in place customers have greater choice
of insurance policies and they should be
more competitively priced

Insurance company will continue to be
responsible for setting the retail premiums mrersrry A oo,

premiums to | which funds / insurers for any
Flood Re \  Flood Re claim made

gans -
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First Steps...

...and the Journey ahead
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Launch Campaign

Flood Re’s launch in numbers 1-4 April 2016

COVERAGE

240

PIECES OF COVERAGE

TOTAL CIRCULATION

462,365,324
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SOCIAL MEDIA (1-4 APRIL)
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10 days
1,124 miles
10 public meetings
Regional Radio and
Local Newspaper
articles



Key stats post launch

Represents
51 brands 90% of flood
available insurance
market
On track
53,000 policies for 350,000
as at Sept 2016 policies within

3-4 years




Key stats post launch

Ly 3 Year
Reinsurers Structure

5th
Largest

Natural
Catastrophe
programme in
the world




How has this benefitted customers?

Results from a benchmarking exercise of the insurance market prior to Flood Re launch

I
I
Very little market available :
I

High risk of Significantly less of market available :
flooding but no Significantly higher premium

! / . I

recent flood claim compared to non-flood risk customers |

High risk of 10 + brands available via PCW
flooding with a More brands in other channels
flood claim o even for the highest risks with flood claims

Full results of benchmarking exercise expected later in the year



Actual V Expected Mix of Ceded Policies

Region Distribution Actual at 2016Q1 vs. Survey 2

Council Tax Distribution Actual at 2016Q1 vs. Survey 2

Data Set: [l 80x2016Q1 i Survey2

Data Set: llsDx2016Q1 [l Survey2
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Flood risk forecasts

A

We expect
sea levels to rise
increasing the risk of
coastal flooding.
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)7 44
The frequency
and severity of

rainstorms
will increase,

increasing the risk of
inland flooding.

=

Without investment,
climate change
would mean
500,000 more
properties would be
at ‘significant’ risk
of flooding
by 2035.

5.2 million properties at risk of flooding
23.8 million properties not susceptible to flooding

Environment Agency 2014



An introduction

This transition plan sets out the signposts that flood Re will follow
as the scheme grows and matures, to help reduce the costs of
flooding. This in turn will allow Flood Re to return the market

to risk reflective pricing over the years to come.
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Between now and 2039 Flood Re will:

Help
Government
and flood bodies
make flood risk
management
decisions.

Benchmark and
track prices and
availability of
household flood
insurance.

Drive lower
prices and
excesses.

Shape how
householders and

Provide
evidence to

Advise most

understand how effective spending . insurgrs can be Highlight
households and and incentives incentivised to take changing nature
insurers can reduce to cut cost of effective measures of flood risk.
flood costs. flooding. to protect homes
against flooding. \
®




Why 2039?

Flood Re was set up We have chosen By 2039 premiums and
to correct a market to interpret the excesses for high flood
failure in the home legislation as intending risk properties should

insurance market that a return to be priced to reflect the

but this level of market pricing means cost of flooding.

intervention should affordability and

not be a long-term availability remain

solution. in place.




Reducing cost of
household flood insurance

THE RISK
OF FLOODING

Higher risks Climate Flood Community Planning
are associated change defences and property decisions
with higher levels
costs resistance

action



Reducing cost of
household flood insurance

THE COSTS
OF CLAIMS

Higher Drying out Repairing Re-housing
average claims and cleaning flood damage residents
lead to higher flooded

costs properties



Potential market outcomes from
transition to risk-reflective pricing

AVAILABILITY

OUTCOME A OUTCOME B
Market will provide insurance to Market with risk-reflective pricing
the majority of high flood risk exists and provides wideliy available
households, but are at a rate that and affordable flood insurance to
most would find unafforable. high flood risk households.
OUTCOME C OUTCOME D

Market provides affordable flood
insurance for small number of
properties (likely those with lowest
risk) with remainder of market
finding not being covered.

Transition not successful - market is
small and very costly - the majority
of high flood risk households cannot
gain insurance at all.

AFFORDABILITY

Imperative is to reduce cost of flooding



Transition plan reviewed
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