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Webinar Information

" To ensure good sound quality, all attendees will be muted during the
webinar.

= This webinar will be recorded and posted to NMHC.org.

= Please submit all questions to the chat box throughout the broadcast.

*The full report can be found at https://www.nmhc.org/insurance-report



https://www.nmhc.org/insurance-report

NMHC Disclaimer

This webinar is provided for informational purposes only. This content is not investment or legal
advice. NMHC assumes no liability for the use of the information provided in this webinar. The
views expressed during this webinar are those of the individual presenters and not NMHC as a

whole. Please consult with your own counsel for legal advice.

NMHC Anti-Trust Policy

NMHC’s antitrust policy is designed to avoid even the appearance of impropriety. Antitrust laws
prohibit activities that could result in an unreasonable restraint of trade. Therefore, please avoid
discussing prices and pricing strategies, and other topics that could impact prices, including
discounts and promotions, wages, costs, market allocation, output reductions, or topics that
discourage dealing with a specific provider or customer during any NMHC-hosted event, whether

formal or informal, held in person or virtually.
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Mission Statement

NMHC is the place where the leaders of the apartment industry come
together to guide their future success. With the industry’s most
prominent and creative leaders at the helm, NMHC provides a forum
for insight, advocacy and action that enable both members and the
communities they build to thrive. Learn more at nmhc.org
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Speaker: Introduction

Sharon Wilson Géno
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Speaker: Survey Results

Caitlin Sugrue Walter
NMHC
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Responses

Launched in February 2023, the Multifamily Risk Survey received

160 individual responses

representing apartment firms of varying portfolio sizes and

property types across all geographic regions.




Property Types Covered

What type of multifamily units/properties do you have in your portfolio? Select all that apply.

# OF RESPONDENTS: 156

Market-Rate Class A

Market-Rate Class B

Market-Rate Class C

Subsidized/Affordable

Purpose-built Student Housing

Age-Restricted (Seniors)

(=]

10
(6.4%)

33 (21

23 (14.7%)

25

2%)

46 (29.5

%)

103 (66.0%)

100

125 (8011

%)

125
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Company Information

How many apartment units (rented units in structures with five or more units) does your firm own?

# OF RESPONDENTS: 139

Average 11,292
Median 5,337
Sum 1,569,534

How many apartment units (rented in units with structures with five or more units) does your firm manage?

# OF RESPONDENTS: 81

Average 18,973
Median 6,500
Sum 1,536,842
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Survey Categories

* Company Information

* General Risk Management Questions
* Renfters Insurance

* Alternative Risk Financing

* |nsurance Coverage Information

* Claims

* (Catastrophes/Natural Disasters

e Construction

* Total Cost of Risk
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Speakers: Panel Discussion

Paul Boatman Michael Power Kevin Donnelly Caitlin Walter
Prometheus FHS Risk NMHC NMHC

Management




Renewal Timelines

January 10 (7.0%)

February 9 (6.3%)

March 23 (161%)
May 21 (14.7%)

June 9 (6.3%)

November 13 (91%)

—h
[=]

. . 0 20
Note: Most renewals are outside hurricane season (June — Nov)
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Analysis

The impact of rising inflation on construction and

labor costs. Driving up replacement costs.

The following key -

- - @ Depleted insurance market capacity
factors are driving |

N Ig her pl’iCGS & Frequency and Severity of Catastrophe (CAT)
events — Hurricanes, Sunbelt Freezes, wildfires
ower coverage: /[

@ Historical changes in the Reinsurance Market

/




Inflation & Replacement Cost

General Inflation Factors

Construction & Rebuild costs rising
significantly

Increase in Construction Material Prices

Increase in other Construction inputs: Fuel,
Machinery, Transportation

Increase in Labor Costs

Insurers are monitoring, have paid
claims and are fully aware of
inflation factors impacting
replacement costs +5%-20%

Determining Methodology

Desktop Valuations: Marshall & Swift, Core
Logic, National Building Cost Manual

3rd Party Appraisals
Internal Construction Teams

Adding Inflation Factor Yr. over Yr.

You must have a strategy to the
conversation with insurers and a
defensible methodology to
developing your values

Construction Analytics Building Cost Index
Construction Inflation
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The ripple effect of rising inflation’s impact on replacement cost methodology

and impact to premium costs

Source for Inflation Data — Edzarenskicom - Construction Inflation 2022

Corelogic — Average RCV Per Square Foot

Construction Wood Frame

Type Garden Podium Highrise
City Low High Low High Low High
New York 190 300 190 300 300 460
California 190 250 200 260 310 410
lllinois 230 230 230 230 350 350
Colorado 170 180 160 170 260 270
Florida 140 150 150 160 250 260
Georgia 140 140 140 140 250 250
Texas 140 140 150 150 240 250
N. Carolina 130 130 130 140 220 230

Source for Valuation Data in Chart Above: NMHC - “Navigating a Volatile Multifamily Insurance

Market at Renewal. Dec 12022"
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Market Capacity Constraints

U.S. 2022 Billion-Dollar Weather and Climate Disasters

. Drought/Heat Wave g Flooding ﬁ Hal & Hurricane eSevere Weather QTornadD Outhreak .Wildﬁre *:,.;‘. Winter Storm/Cald Wave

Morth Central @ Morth Central North Central North Central and
Severe Weather Hail Storms Hail Storms Eastern Severe Weather
May 11-12 July 22-24
@ Central and Eastern Winter
Severe #;TH:: ¢ Storm and Cold Wave
June 7-8 W December 21-26

Central Derecho
June 13

/. Kentucky and
Missouri Flooding
July 26-28

Western/Central Drought
and Heat Wave 2022
Western Wildfires /_

Spring-Fall

Southeastern
Tornado Cutbreak

April 4—6

@ Humricane Nicole
November 10- 11

@ Hurricane lan
September 26-30

Southem and Central
Severe Weather
May 1- 3

€

. Southern Southern . .
@‘g Texas Hail Storms Severe Weather Tomado Qutbreak —® Humicane Fiona
v February 21— 22 April 11-13 March 30 o September 17-18

This map denctes the approximate location for each of the 18 separate biflion-dollar weather and climate disasters thaf impacied the United States in 2022,

Ongoing reduction of capacity, limits and rising costs

Reinsurance renewals
saw 30-60% pricing
increases when
considering rate and

exposure

Current expectations are
for 1/1/23 pricing frends
to persist for remainder
of 2023

Impact of climate
change on the frequency
and severity of events,
especially Named
Storms (lan was the last
straw)

Estimated $20B capacity
deficit when compared
to the anfticipated
demand from direct
writers

MANAGEMENT
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Improve Insurance
Renewal Outcome




Your Data Quality has an Impact on Premiums
=

Q (I
e Location of the asset(s) — Heavy concentration in Coastal or CAT prone areas <
Data Quality & , . . - Q
» Construction type: Wood frame (Garden or Podium), JM or Fire Resistive

Underwriting
 Protection of the assets, Sprinkler / non-sprinklered

Data

Catastrophic prone locations are going to drive more

 Historical Asset Losses premium costs for limits

 Policy Rate x Total Insurable Values (TIV)
| « CAT Modeling Output on 250yr/500yr Accurate valuation is critical for
nsurance ini ;
| ; e Lender Requirements on Modeling impact deTerm'mmg all T'he aPOY?’ carrier
ANElE appetite, capacity viability, and

e Limit Purchasing and costs to acquire . .
premium allocation

e Carrier PML drivers

e Claims Escalation

NVHC FHS
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Data Quality & Impact on Premiums

Do you use Risk Modeling Software (RMS) or other modeling software?

# OF RESPONDENTS: 156

* Insurer offen assume the worst — don't let
them

* Improving data quality (year built, No 91(58.3%)
latitude/longitude, roof age, flood elevation,
efc.,) can drive down results and improve
costs

* |dentify and prioritize cost drivers, missing
data, and engineering issues that may
impact the valuation process

* Validate business interruption values and
methodology to ensure they are reasonable No 67 48.2%)
and appropriate

Yes 47 (301%)

Not Applicable 18 (11.5%)

o
5]
(=]

100

Do you collect secondary characteristics for Earthquake (EQ) and wind coverage?
# OF RESPONDENTS: 139

Yes 35 (25.2%)

Not applicable 37 (26.6%)

o
vl
o

100
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Risk Management & Claim Prevention

Risk Management

Invest in an overall risk management strategy to outperform the market
Work with a capable broker and explore all options
Meet with and develop direct relationships with underwriters and wholesalers
Develop an active and robust claims management & loss prevention

» Capex Investments & Preventative Maintenance

» Leak/water Detection / Fire prevention device / Flood gates
Consider larger retentions, self insurance mechanisms, captives/alternate structures,
parametric products, and/or bi-furcation of assetfs within varying insurance programs
Review your Policy Loss Limit, CAT Limits and Sub-limits in the programs
Expand market outreach to the global market — No stone left un-turned
Implement or improve contfractual risk transfer opportunities — Make other parties
pay for claims they caused
Conftrol risk — Leak detection, fire suppression (fireman in a can, stove tops)

Water Damage is the #1 Cause of Loss

What are your most frequent type of claims? (Select all that apply)

# OF RESPONDENTS: 151

Water damage 106 (70.2%)
Fire damage 79 (52.3%)
Wind driven damage 43 (28.5%)
Other types of property damage 16 (10.6%)
Liability 80 (53.0%)
Workers’ Compensation 37 24.5%)
Umbrella 0

Excess Liability 0
Earthquake 0
Terrorism 0

D&O (Directors and Officers) 0
Employment Practices 7 (4.6%)
Cyber Risk ND

Crime 6 (£.0%)
Professional Liability ND
Environmental 5(3.3%)
Other (including no claims) 10 (6.6%)

NVHC FHS
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Build a Sustainable Insurance Program:

Key Takeaways

Be proactive in combatting
these challenges to create
sustainability

a

Inflation & Replacement Cost

Set a formal strategy & defensible
methodology across the portfolio

Market & Capacity
Constraints

Start early to understand viable options,
lender requirements, and cost impacts

( Improve the w

t renewal outcome J

Data Quality & Underwriting

Improve data quality, enhance your asset
modeling, and present effectively given the
increasing demand and limited supply

Risk Management & Claims

Invest in a global risk management strategy,
explore and understand all solutions

NVHC FHS
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Questions?

Type your question info the chat
box on your control panel.

NHC



The 2023 State of Multifamily
Risk Survey and Report is now
available for purchase

NHC



NMHC STATE OF THE MULTIFAMILY MARKET
WEBINAR SERIES

UPCOMING
Q3 JULY 18, 2023
Q4 OCTOBER 20, 2023
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Apartment Wire Newsletter

We Have a Newsletter!

Stay in the loop on industry news, legislative changes and NMHC
activities with our monthly Apartment Wire newsletter.

Scan to subscribe!
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