Analysis of International Pools research project FLOODRE

Executive Summary

Flood Re has commissioned Swiss Re to deliver a project that:

* Provides a deep dive analysis of international catastrophe schemes in France, New Zealand, Norway,
Switzerland, and the United States

* Details the reasons they were created, how they have operated since inception, and how they have held up in
the face of recent events and climate change

* Provides an understanding of the dynamics and mechanisms needed to manage risk while maintaining financial
solvency

Aidan Kerr, Public Sector Lead UK & Ireland at Swiss Re Public Sector Solutions, said:

"Since its launch in 2016, Flood Re has been playing a vital role in making home insurance more affordable for
those living in flood-prone areas in the UK. As a long-term partner, Swiss Re is proud to have been involved in this
research project by leveraging our deep knowledge of reinsurance and insurance schemes globally, data-driven
insights and advanced analytics to help inform the future direction of travel in the UK.

With floods increasingly driving losses across the world, the role of schemes such as Flood Re has never been more
crucial. As other countries explore how insurance can help to manage their exposure to natural catastrophes, Swiss
Re stands ready to support them as well."
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Executive Summary

Flood Re has frequently been cited as a successful scheme, having transformed the UK insurance market from one
where many flood-affected communities were unable to obtain insurance, to one where insurance is widely
available and affordable. It also stands out due to its mandated end date. In order to better understand how other
NatCat mechanisms have coped in the face of events, as well as how mature schemes have operated over time,
Flood Re commissioned Swiss Re to undertake a deep dive into six schemes in five different countries.
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Executive Summary

The analysis of the six programs showed that programs that have maintained
financial solvency have done so using a mix of exclusions, coverage caps, pooling
mechanisms, and reinsurance as well as by constantly reviewing their pricing
parameters. Often varying levels of complexity are necessary to manage risks in
different ways. Relationships with government vary, and where government
liability is limited, payout caps and government responsibility for resilience
measures exist.
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meant that the NZ program has needed elevated premiums ever since
(alongside a state guarantee) to re-establish reserves. The Norwegian scheme (see diagram) is a loss-sharing pool

amongst private insurers, and has maintained solvency through both exclusions (such as surface water flooding) and
stable rates. A fund has recently been added to the pool to minimize the pool's impact on the market. The US
National Flood Insurance Protection (NFIP) has had to borrow and pay interest on approximately $23 billion, and has
applied new risk-based premium rates.
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Executive Summary

Both the Swiss and Norwegian scheme appear to exert influence on where homes are built and the standards to
which they are built, resulting in greater control and containment of new risks. Some schemes provide dedicated
funding of resilience measures, such as the Barnier Fund in France.

Notably, nearly all of the studied schemes are characterized by high penetration and aim to distribute risk relatively
evenly among the insureds. This is often accompanied by a compulsory element, such as the mandatory inclusion
of NatCat coverage for property insurance policies.

Each scheme is a complex entity that acts as a layer to both leverage and supplement the existing reinsurance
market, and although they fulfil similar functions, the differences between them are significant. As Flood Re looks
towards its 2039 exit date, and faced with physical risks that are growing, it has gone further than most schemes in
implementing its Build Back Better program to start a process of mainstreaming the resilience of individual homes.
As it looks to innovate further to respond to a changing market, global schemes and their mechanisms to control
exposures and align market incentives provide useful insights into future directions.
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The US scheme deviates significantly across various dimensions such as pricing,
covered perils, and penetration
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Absolute size and relative to the property market?!
Absolute size is measured by the premium volume of the pool/scheme. Relative size compares premium volume of the 5-20% 5-20% >20% 5-20% 5-20% <5%

pool/scheme with the overall property insurance market premium.

Insurance penetration  go_3009 ~99 % 80-100% 80-100% 15-30%
This refers to the market penetration rate for the perils covered by the respective pool/scheme
Solidarity
It contrasts risk-based pricing, which is tailored to individual risk profiles, with the distribution of risk using flat rates, which Fokok Fokok okt Fokyx ok Kk
spreads the risk more evenly across all policyholders.
Compulsory Compulsorily Compulsorily Ves Compulsorily Compulsorily No
Indicates whether it is compulsory to participate in the scheme/pool as insured. attached. attached. ’ attached. attached. ’
. B oy
Perilcoverage /] (4 &> TH e AR, 5/ (& /\i
This refers to the range of perils covered by the pool/scheme. It can vary from single peril coverage, such as flood insurance, ﬁ o Aﬁ /\Q /@\ ===
to multi-peril coverage, which includes various types of risks. For multi-peril ones, only major perils displayed. = == = ==

il A 0} WE> W 0}
This includes the extent of eligibility for the pool/scheme, covering aspects like geographical availability, whether it includes 0—0 |'|
residential or commercial risks, and the individual limits of policies. n'_-nl_F:

—I Major Observations |

> Except for the US scheme, all selected pools and schemes have an in-built element of solidarity, enabling a relatively even distribution of the overall risk across all insured parties. Note that all these pools and
schemes have a mandatory element (i.e., compulsory or compulsorily attached to property policies), making it impossible or difficult for the insured to opt out. Moreover, in the respective countries, the
penetration or participation of the pool/scheme is >80%.

» Except forthe US scheme (only flood coverage), the pools and schemes cover more than one peril.

» All studied pools and schemes cover damages to private buildings, with some also providing coverage for commercial buildings. The French scheme also includes motor vehicles.

'Property market premium estimatestaken from AXCO.
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A significant variety of state involvement in risk-taking can be observed
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State/Government as risk taker
This involves the state's role in the pool/scheme, particularly through state guarantees oracting as a liquidity provider. It |:||:||:| |:||:||:| .|:||:| .I|:| .I|:|

highlights the level of governmentinvolvement in taking the risks.

Use of reinsurance

This indicates whether the pool/scheme utilizes private risk transfer solutions, including traditional reinsurance and \/ \/ \/ >< \/ \/

catastrophe bonds.

—| Major Observations I

» Asignificant variety of state involvement in risk-taking can be observed, ranging from risk fully retained by the private sector (NNPP and ES), private-public risk sharing (CCR and NHC partially), up to risk
entirely taken by the public (NFIP). Note that the IRV (jointly managed by the cantonal insurers) works financially independe ntly from the canton/government.

» Almostall pools and schemes tend to use private risk transfer solutions (including traditional as well as non-traditional reinsurance), especially when not backed by the state.

» It is common for pools and schemes to manage the risk by using coverage limits at policy level (e.g., NZ and US schemes) and/or global event limits (e.g., pools of private insurers in CH and NO).
Additionally, coverage limits from general property policies are typically inherited for the respective NatCat coverage, such as an overall payout cap, for example, the sum insured.

> A few schemes have experienced unfavourable claims and underlying trends over the last 15 years, leading to an increased focus on their financial resilience, which typically results in adjustments (e.g.
increased rates) of the respective schemes.

» Market dynamics, influenced by the interaction between the private and public sectors, vary due to the different setups.




Legal notice

©2025 Swiss Re. All rights reserved. You may use this presentation for private or internal purposes but note that any
copyright or other proprietary notices must not be removed. You are not permitted to create any modifications or
derivative works of this presentation, or to use it for commercial or other public purposes, without the prior written
permission of Swiss Re.

The provisions of the applicable confidentiality agreement (if any) apply.

The information and opinions contained in the presentation are based on publicly available data, third party data and
the opinions of Swiss Re experts and are provided as at the date of the presentation. The expert opinions contained
in this presentation reflect the views of the Swiss Re project team which provides services to the client and does not
necessarily represent the views of Swiss Re as a whole. The information and opinions presented herein are not
intended as instructions to the client to act in a certain way and the client remains entirely free to draw its own
conclusions and act upon the information provided. Any use of the information and opinions by the client must occur
in accordance with applicable laws.

Although the information used was taken from reliable sources, Swiss Re does not accept any responsibility for its
accuracy or comprehensiveness or its updating. All liability for the accuracy and completeness of the information or
for any damage or loss resulting from its use is expressly excluded.

@ Swiss Re
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