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This publication provides the expertise and
firsthand knowledge of our property and
casualty specialists, who help organizations
like yours to stay abreast of industry trends,
design and secure optimal coverage terms
and pricing, and solve critical insurance
and risk management challenges every
day. We hope their insights and expertise
will contribute to your ongoing success.”

Renee Dube
Vice President, Property & Casualty Practice
USI Insurance Services












2025 COMMERCIAL P&C MARKET OUTLOOK

Property

Developments Since 2024
Mid-Year Market Outlook

The property market continued to stabilize in the first
half of 2024. Insurers realized favorable underwriting
and investment results, marked by loss ratios 19%
less than they were in the first half of 2023. Written
premiums increased about 5% YOY, investment yields
increased to 3.7%, and return on equity was nearly
10% for the property and casualty (P&C) industry.’

Despite insured losses reaching $60B globally in

the first half of 2024, insureds found themselves
absorbing a higher percentage of losses through
increased deductibles, lower CAT limits, and lower
policy limits implemented by insurers during the last
few years of the hardening market.?

With the 2024 U.S. hurricane season initially slow

to develop, the activity quickly escalated in late
September, with Hurricanes Helene and Milton
making landfall in Florida within a two-week period.
Hurricane Helene made landfall as a Category 4
storm in Florida’s Big Bend region, bringing severe
storm surge across the Gulf Coast of Florida with
devastating flooding in Georgia, South Carolina,
North Carolina, and Tennessee.

Helene caused unprecedented damage, with losses
estimated between $30.5B and $47.5B, but insured
losses are lower at $10.5B to $17.5B due to flood
exclusions.?® Hurricane Milton hit Florida as a Category
3 storm in October, resulting in expected insured
losses of $22B to $36B, making it the largest loss
driver for property insurance in 2024.4°

With global insured catastrophe losses exceeding
$100B for the fourth time in four years, insurers
remained cautious in risk selection and maintaining
current deductibles and rates on renewals,
particularly for natural catastrophe exposures.
Increased capital flow led to more competition in the

property insurance market in 2024. Renewals saw rate
decreases or slight increases, with shared/layered
placements receiving rate reductions of 5% to 15%

or more. Top-tier risks experienced rate decreases of
10% to 20%.

Even with increased competition and capacity in the
market, we continue to see some difficulty placing
certain risks, including:

* Senior housing
» Affordable and subsidized housing
* Wood frame apartments

* Vacant properties and those in foreclosure or
receivership

» Wildfire-exposed risks

* |oss-prone accounts, and accounts with critical
open recommendations not addressed

These renewals continued to see pressure on rate
and terms, with most of these risks being placed in
the excess and surplus market, which saw property
premiums increase 33% over the previous year.®
With less protection behind them due to higher
treaty retentions, insurers are reluctant to absorb
these losses, and therefore transfer the risk to the
insured via higher deductibles and limited capacity.

Insured natural catastrophe

\llﬂl\ ., losses exceeded $135B

| globally in 2024.
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Trends to Watch: First Half of 2025

Reinsurers to Hold the Line on Treaty Renewals

Despite the reinsurance market being well-capitalized
with dedicated capacity nearing $620B — up 9%
YOY — there is no expectation of reinsurers altering
their positions and attachment points on the
upcoming treaty renewals.” The increased retentions
and favorable rates over the past few years have
helped insulate the reinsurers from the midsize CAT
losses, such as severe convective storms, and have
been largely absorbed by the insurers, equating to
record profits for property reinsurers. This change in
reinsurance structure for insurers has provided less
balance sheet protection, which ultimately resulted in
increased deductibles for insureds for fire and natural
catastrophe perils leading up to 2024.

As investors look for long-term return on capital,
reinsurers are becoming more cautious about offering
lower premiums or attachment points (the level

at which reinsurance coverage kicks in) due to the
increasing frequency of midsize catastrophic (CAT)
events. With abundant capacity, downward pressure
on rates, and increased demand from insurers

for secondary catastrophic perils, such as severe
convective storm and wildfire, reinsurers are split on
what rate changes will take place on the upcoming
treaty renewals, with 39% stating that price rises

in this line would be sufficient to compensate for
increasing loss trends, 36% saying they wouldn't, and
25% being unsure.®

Given the expanded capacity in the market, it's
uncertain how any increased treaty costs can be
passed on to insureds. Regardless of rate change,
insureds can still expect to see higher deductibles
for fire and natural catastrophe exposures until
insurers have more balance sheet protection from the
reinsurance market.

Reconstruction Costs Remain Slightly Elevated

After the severe inflation spike and supply chain
disruptions seen between 2020 and 2023, the cost
of reconstruction of commercial buildings has
returned to a more manageable level, with national
replacement cost indices averaging around 5% YOY.
Although the costs have decreased from the peak
of nearly 20% YOY in 2021 after record inflation,
supply chain disruptions, and labor shortages, we
are still seeing elevated material and labor costs for
certain commodities that are impacting commercial
reconstruction prices.

Concrete block, rebar, steel deck, and steel studs
remain elevated, with YOY cost increases of around
6% to 18% for these building materials. Meanwhile,
drywall, lumber, galvanized pipe, and plywood
have retreated, with the largest drop being 6.6%
YOY. National average materials costs are up
approximately 2%, with labor costs up 3.8% as of
September 20247

Will price increases be sufficient to compensate for increasing loss trends in
property-catastrophe?

Yes
B No
B Unsure

Source: Fitch Ratings reinsurance online survey held during
Rendez-Vous de Septembre 2024. There were 81 responses from
reinsurers, insurers, and others with an interest in the market.
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As renewals approach, it's crucial to review property
values annually, taking into consideration geography,
construction type, and special attributes of the
building. During the hard market, many policies
introduced valuation clauses like margin clauses,
occurrence limit of liability, scheduling, and
coinsurance, which affect recovery after a claim

if valuations are insufficient. Not updating values
annually may result in large, uncovered claims due

to these clauses. As the market continues to shift,
proper valuations will lead to fewer policy restrictions
and better outcomes after a loss.

Continued Pressure on Wildfire-Exposed Risks

As discussed in our 2024 Mid-Year Market Update,
wildfire exposure continues to complicate placements
and cause concern for insurers. More than 8 million
acres have burned across 10 states as of November
2024, which is 24% higher than the average between
2014 and 2023.° The Park fire in California was

one of the largest in the state’s history, burning

more than 239,000 acres and destroying more

than 700 structures while damaging 54 others. The
Smokehouse Creek fire, burning more than 1,000,000
acres in Texas and another 70,000 acres in Oklahoma,
was one of the largest in Texas history. Other notable
wildfires include the New Mexico South Fork and Salt
fires, causing an estimated $25M in damage, and the
Watch fire in Arizona.

With insurers reducing capacity offered or refusing

to write locations in these areas, insureds find
themselves more reliant on the state-sponsored plans
like the California FAIR Plan, the excess and surplus
market, or wildfire parametric products. None of
these alternatives come without risks to consider,
including named peril coverage in programs like the
FAIR Plan, premiums that could be multiples of the
existing premium in the excess and surplus market, or
problematic language within parametric policies that
can exclude coverage for wildfires that start within the
perimeter of the property.

Difference-in-condition (DIC) wrap policies can be
used to fill in coverage gaps created by the FAIR Plan,
but coverage gaps can still exist. Although some
insureds in high-risk areas may have limited options,

understanding the coverage offered, exclusions and
triggers for claim payment is key. Since coverage
between policies can vary drastically, we recommend
requesting and reviewing a copy of the specimen
policies prior to binding.

Alternative Risk Solutions Still in High Demand

Despite some increased competition and more
favorable renewals in 2024, interest in alternative risk
strategies or products has not faded. Insureds seek
ways to control escalating costs and minimize market
fluctuations. A recent poll found parametric solutions
lead with 40% of the vote, structured solutions at
25%, captives at 21%, and complex risk offerings at
14%." While many parametric products exist, some
obstacles prevent wider adoption by insureds. The
most noted obstacle was lack of available data

and models, followed by lack of education on the
products.”? Lenders are also slow to approve of
these products to replace or supplement traditional
insurance of their borrowers, even if it may be the only
available coverage for that specific property.

The insurance industry still has some work to do

to not only accurately assess risk but also educate
insureds and other stakeholders on the appropriate
structure, triggers and usage of parametric products.
Like insurance policies, no two parametric products
are identical, with differing exclusions, payout
schedules and triggers. A single sentence in the
policy can mean the difference between a loss being
covered or excluded, even if the cause of loss occurs
at the location and triggers are met. Alternatively,
some products are as simple as advertised, with
sensors detecting flood depth or seismic activity
from an earthquake on a specific building, which

can eliminate or significantly reduce the post-loss
inspection and claim processing time.

As the effects of climate change and the inability

to obtain coverage in CAT-prone areas increase,

the utilization and adoption of these products are
expected to increase — but only if the advantages,
triggers, and structure of these products can be
clearly communicated and understood by the entire
insurance community and related interested parties.

The property market shows signs of stabilization,
with ample capacity available.
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Completing major renovations with structural changes
to accommodate another use is a major undertaking,
and it also poses challenges from an insurance
perspective. When placing these risks in the market,
there are two separate issues to account for before
securing coverage: the value of the existing structure
and the value of the project.

First, the value of the existing structure must be
covered to the appropriate replacement cost.
Builder's risk insurance carriers often do not want to
cover the value of the existing structure in addition
to the cost of the project. Meanwhile, the existing
property insurance carrier does not want to cover the
building while it's under major structural renovations,
causing an impasse that must be resolved before
renovations commence.

Insureds looking to complete a conversion must start
the insurance purchasing process well in advance

of the project start date, given the time required

to underwrite, additional information required, and
limited appetite in the market for these structural
conversions. For example, engineering reports will
be required for the existing structure and for the
work to be completed. The policy term will need to
be carefully aligned with the planned schedule, all
the way to temporary certificate of occupancy or
certificate of occupancy, to ensure the entire project
term is covered. Additionally, fire protection system
details and any planned impairments will need to

be outlined depending on the values of the existing
structure at the project start.

These programs often require multiple insurers to
build the necessary capacity and terms, which can
take months, depending on total values at stake.
Therefore, the key to insuring these projects is to
allow adequate time for underwriting and placement.

U.S. office-to-apartment conversion pipeline

Number of units

55,300

50,000

40,000

30,000

20,000

10,000

2021 2022 2023 2024

Source: ResiClub

Builder’s Risk: Top Challenges and Opportunities

While the general building renovation insurance
rates for non-CAT and non-frame constructions have
improved, frame constructions and rehab projects
remain challenging. Here are the top challenges that
we expect builders to face in 2025:

* Renovations where over 50% of the existing
structures are in place — This high-risk category
continues to face rate and capacity challenges.

* Frame constructions — Insurers are scrutinizing
these projects closely due to losses related
to water and fire damage, structural collapse,
discovery of hazardous materials, compliance
issues, and other problems. Insurers now require
extensive protective measures, such as closed-
circuit television (CCTV), monitoring, water
mitigation systems (such as shutoff valves and
water sensors), and protective coatings for
combustible materials. Typically, these projects
require a shared, layered, or quota-share
approach (in which multiple insurers each take
on a percentage of the total risk). Despite these
measures, rates for frame projects have not shown
much relief. For smaller frame projects (under
$25M), some direct and niche carriers still provide
coverage without excessive requirements, but
these opportunities are limited.

= Coastal projects with superior construction —
Builders can obtain insurance for these projects,
but pricing remains high and limits for wind and
flood must be negotiated and modeled. Recent
hurricane and flood events have driven up prices
for coastal exposures. Water damage deductibles
are higher for projects taller than three stories, but
can be negotiated when water mitigation measures
and protective equipment are in place. Wildfire,
hail, freezing, and tornado risks continue to be
hurdles to obtaining capacity and competitive
terms.

While challenges receive the most attention, many
builders will benefit from improving rates and terms.
These builders will use superior constructions and

be in non-CAT areas, but many will still face stricter
warranties on security, water sensors, and fire
protection. For projects with minimal CAT exposure,
capacity is increasing depending on the level of delay
and start-up exposure.






