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May 9, 2006

The Honorable Tom Gallagher
The Chief Financial Officer
Department of Financial Services
The Capitol, PL-ll
Tallahassee, FL 32399

Dear Chief Financial Officer Gallagher:

This is to inform you that grounds exist, pursuant to Section 631.061, Florida Statutes, to
place Florida Preferred Property Insurance Company (Florida Preferred) in receivership
for purposes of liquidation and to request that your Division of Rehabilitation and
Liquidation petition the Circuit Court for appointment as receiver as soon as possible.
While the directors and sole shareholder of Florida Preferred have consented to an order
of rehabilitation, which was to be effective on June 1, 2006, they have not consented to
this action.

In March 2006, Florida Preferred filed its annual financial statement as of December 31,
2005, with the Office, reporting surplus of $5,905,488 and loss and loss adjustment
expense reserves of$6,151,412. The Office has determined that Florida Preferred's loss
and loss adjustment expense reserves fall with a range of$12.8 million and $33.9 million,
with a best estimate of $22.3 million. Based on these estimates, as of December 31,
2005, Florida Preferred was insolvent by as little as $0.8 million or as much as $21.8
million.

The prospects of infusion of additional capital or further removal of sufficient risk from
Florida Preferred to make it viable are not optimistic at this point.

Further, Florida Preferred has not yet shown that it has secured adequate catastrophe
reinsurance for the 2006 Hurricane Season, which starts in a few short weeks. Because
the reinsurance market is tight and companies may be contracting their participation in
the homeowners insurance market, the policyholders and their agents may experience
significant obstacles in finding replacement coverage. Therefore, we anticipate that
many of them will go to Citizens Property Insurance Corporation (Citizens) for coverage
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