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California’s Home Insurance
Market Is Golden No More
Once upon a time, Califor-
nia was among the nation’s most
profitable homeowners insurance
markets. Insurers felt blessed by
the moderate weather and were
relieved to be freed from direct
responsibility for what was per-
ceived to be the state’s only signif-
icant catastrophic risk: earthquake.
For the 20 years from 1997 to
2016, California’s average profit
margin was 14.3%, compared to
the 6.5% national average, accord-
ing to our analysis of profit data
from the National Association
of Insurance Commissioners
(NAIC). For the same period, the
total loss ratio was 48.9% com-
pared to the 59.4% national aver-
age, according to data from S&P
Global Market Intelligence. (To-
tal loss ratio = 20 years of incurred
See GOLDEN NO MORE on Page 2

Scorched, Insurers Struggle
To See California’s Future

Having suffered three historic fires in the past eight
years, California’s insurance market now teeters on the
edge of collapse. Insurers large and small have stopped
writing new business. The California FAIR Plan, swollen
with customers spurned by private insurers, was effectively
bankrupted by the most recent fires, forcing private insurers
to bail it out with a $1 billion assessment with fears of more
to come. Homeowners are reeling from rapidly rising pre-
miums that insurers insist remain inadequate for the risks
posed by California’s new climate realities.

Just one person bears on his shoulders almost sole re-
sponsibility to keep the California insurance market alive:
Insurance Commissioner Ricardo Lara. Re-elected to a sec-
ond and final four-year term in 2022, Lara has less than two
years to cement his legacy, for better or for worse. Pressured
from all sides, Lara has offered new regulations that promise

Please see SCORCHED on Page 3

California Hopes New Rules
Will Stabilize a Market in Crisis

In the aftermath of last month’s massive fires, Califor-
nia lawmakers are considering a package of 10 bills, some
of which expand upon earlier laws addressing wildfire risk.

“Now is the time for transformational action,” Insurance
Commissioner Ricardo Lara said in a press release.

Insurers are most concerned with two of the bills:

The Business Insurance Protection Act would extend to
commercial policies protections now afforded homeown-
ers from nonrenewals and cancellations for a year after a
disaster. A 2018 law established the one-year moratorium
for homeowners; the new bill would broaden it to include
businesses, homeowners associations, condominiums, af-
fordable housing units and nonprofits. Since 2019, well
over 100 fires have triggered moratoriums from 35 disaster
declarations.

Insurance advocates are concerned that applying those

Please see RULES on Page 9
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losses divided by 20 years of earned premium.)
Consumers were rewarded for this successful
market with low prices for homeowners insur-
ance. In 2016, the NAIC reported the average
homeowners insurance premium in California
was $1,000 — just the 32nd highest in the nation
and 16.2% below the $1,192 national average.
But that is overstated, since California homes
have among the highest replacement costs. In
2016, 93.1% of California homes were insured
for a replacement cost over $200,000, compared
to the 67.2% national average. For homes in-
sured between $200,000 and $300,000, Califor-
nia’s average premium in 2016 was $703, 35.0%
below the $1,081 national average.

The 2017 and 2018 fires
altered California’s risk profile
and put its regulatory system
under pressure.

Those were good times, and if there was
any criticism that could be leveled at the mar-
ket, it would be that insurers were making too
much money. There was a reason for that: state
insurance rate regulation based on the 1988
ballot initiative Proposition 103 made it hard
for insurers to change their prices to reflect
changes in risk, so with profits high, competi-
tors chose to stand pat rather than cut prices.
(PIR 12/4/23)

All of this changed with enormous fires in
Northern California in 2017 and 2018.

The 2017 Tubbs Fire in California’s wine
country caused $11.89 billion in insured losses
(in 2025 dollars), followed by $13.38 billion in
insured losses from the 2018 Camp Fire in north-
central California, according to the Insurance
Information Institute.

The pain of the losses was eased by billions
of dollars returned to insurers through subroga-

tion against the electric utilities found at fault

in starting the fires. But the real shock to the
market was not how much money insurers lost.
The real shock was the realization California was
no longer a low-risk state; the brush fires that
had always been a part of the state’s ecosystem
graduated from nuisance to catastrophe.

This change has tested the state’s regulatory
model. Insurers always knew they could not
easily change prices, but it was not much of a
problem when profits flowed. Insurers also knew
their pricing tools were restricted by regulations
(not laws) prohibiting the use of modern predic-
tive models. Regulations required insurers to
base pricing on 20 years of historical losses rath-
er than using forward-looking models that took
into account the changing climate. And insurers
were frustrated, but accepting, of regulations
that excluded the cost of reinsurance from their
ratemaking. But with climate change, the market
was seizing up because of old rules that blocked
the very tools necessary to respond to new risks:
pricing flexibility, modern modeling, and exten-
sive use of reinsurance.

From 2017 to 2023, when the total incurred
loss ratio for the United States averaged 68.8%,
California’s was 79.2%. And, of course, that
does not include last month’s historic wildfires.
Insurers have been increasing rates as fast as reg-
ulators will approve them. We don’t have a good
measure of average premium past 2021 — the last
year the NAIC has reported. But we do know
that in 2021, the average premium had reached
$1,403, nearly equal to the $1,411 national aver-
age, and rate increases have been higher than the
national average in the years since. Unfettered
by regulatory restriction, premiums would have
grown much higher.

California property owners may be angry
about rising insurance prices, but relative to
where insurers say the need to be, rates remain

See GOLDEN NO MORE on Page 3
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low, and relative to the rest of the country, they
remain unremarkable. When it comes to afford-
ability, even with recent increases, California’s
ratio of insurance costs to income remains well
below the national average. (PIR 2/12/24)

It will be years, if not decades, before Cali-
fornia can implement the kind of mitigation
necessary to lower the new wildfire risk through

building codes, building upgrades, fuel man-
agement, zoning, infrastructure improvements,
firefighting investments and more. The near-term
challenge for regulators, insurers, politicians,
and most importantly property owners is just
how high insurance prices will have to go before
the market stabilizes and just how much damage
those higher prices will do to consumers, the real
estate market, and the general economy.

SCORCHED Continued from Page 1

to fix the dysfunctional ratemaking process and
supported legislation that both expanded FAIR
Plan coverage and allowed insurers to recoup
some of its losses. All the while, he’s been meet-
ing with insurers and consumer groups and gener-
ally trying to keep the lid on a boiling pot.

By the end of last year, insurers, agents and
brokers were optimistic
about the progress being
made, but the Los Ange-
les wildfires in January —
with insured losses rang-
ing from $20 billion to
$75 billion and economic
losses as high as $275 bil-
lion — seem to have fro-
zen everyone in place.

Laine Caspi

“It was really start-
Paratus Ir?surance ing to open back up,”
Services

said Laine Caspi, owner
of Paratus Insurance
Services in the San Fernando Valley region of
Los Angeles. The property market was still ex-
tremely tight, but carriers that had restricted her
agency to two policies a month might be willing
to look at seven or even 10.

“They were slowly starting to trust the mar-
ket because of all the changes and the promises
that were being made,” she said. “And then

January hit, and I think it was two steps forward,
100 steps back.”

Lara’s next test will come this week, on Feb.
26, when he gathers in his office representatives
of State Farm, the largest home insurer in the
state and the nation, and Consumer Watchdog,
the nonprofit group that represents consumers in
the rate review process. At the informal meeting,
State Farm will be forced to defend the request
for emergency approval of a 22% rate increase to
help stave off possible insolvency for its Califor-
nia subsidiary. Lara’s staff — so persnickety that it
took an average 294 days to approve a homeown-
ers rate filing last year, the slowest in the nation,
according to Milliman — quickly gave its blessing
to State Farm’s request. But Lara overruled the
recommendation, demanding more evidence.

The outcome of the face-off will give insur-
ers a clear picture of how the state intends to re-
spond to their concerns.

The whole mess has insurers and consumers
yearning for the good old days. Once upon a time,
California was among the nation’s most profitable
homeowners insurance markets, and consumers
paid relatively low premiums. The state’s regula-
tory environment was ill-equipped for trouble,
but that didn’t matter when California dreamin’
summoned sunny skies and glorious sunsets rather
than roaring flames. Now that trouble has arrived,
California is forced to find solutions to problems
that few other than insurers knew it had. (See
Golden No More on page 1.)

The fires burned up any momentum gener-
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ated by Lara’s Sustainable Insurance Strategy,
his vision, first announced in September 2023,
for a regulatory overhaul to stabilize the state’s
insurance market. Lara was moving to speed
the rate-review process, allow insurers to use
forward-looking catastrophe models for set-
ting rates, incorporate the cost of reinsurance in
prices, and to share the cost of subsidizing the
FAIR Plan with policyholders statewide — now
more important than ever with a $1 billion as-
sessment announced after the Los Angeles fires.
In return, he sought commitments by insurers
to write more business in higher risk areas. (See
New Rules on page 1.)

With a sense that progress has been halted,
the optimism has faded. Carriers are not exiting
the state, and they’re required to renew policies
in 106 fire-affected ZIP codes under a new one-

Carrier Retreat Pushes California
Homeowners to Surplus Lines

$954.5M
==jii}= Premium
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Source: Surplus Line Association of California

year moratorium on nonrenewals and cancella-
tions. But neither are insurers throwing the doors
open for new business.

On the ground, sources report a deepening
availability crisis that continues to send home-
owners into the FAIR Plan or toward less-regu-
lated excess and surplus lines (E&S) carriers.

A Surfeit of Surplus Lines

Premiums for homeowners insurance written
in surplus lines ballooned to $954.5 million in
2024, up 58% from $604.2 million in 2023 and
almost 200% from 2021, according to the Sur-
plus Line Association of California (SLAC).
The other 14 states with surplus lines stamping
offices saw premiums for personal residential
insurance grow 22.2% over 2023, according to
the Wholesale and Specialty Insurance Asso-
ciation.

It’s not just a matter of skyrocketing rates:
The number of California homeowners insur-
ance transactions in surplus lines almost tripled
in 2024 to 151,437 from 58,092 in 2023. Where

homeowners insurance typically represented
about 2.5% of California’s surplus lines premi-
ums in the past, the figure jumped to 3.6% in
2023 and 6.4% in 2024.

“Historically, surplus lines focused on high-
value or unique properties, but in 2024, more
mainstream homes with lower replacement costs
and assessed values entered the market,” SLAC
data scientist Mikhail Gorshunov said in an
email. “As a result, surplus lines is no longer just
a niche solution — it’s increasingly filling gaps
left by the admitted market.”

Among the entrants filling that gap are com-
panies like Delos Insurance, an MGA founded
in 2017. Delos, which writes on behalf of Home-
site Insurance Co. and Lloyd’s of London,
boasts of advanced wildfire analytics that allow
it to insure properties it considers safe in other-
wise high-risk wildfire zones.

“Despite having 25,000 policies across Cali-
fornia, including areas that traditional models
consider wildfire exposed, Delos experienced

See SCORCHED on Page 5
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zero fire losses during the Palisades and Eaton
Fires,” the company said in a recent white paper.

Of course, 25,000 policies is a drop in the
bucket in a state that, according to Corel.ogic,
has 1,258,748 homes with moderate or greater
wildfire risk. With so much exposure, there is
a tremendous trepidation of what could happen
if State Farm, which wrote a fifth of statewide
homeowners premium in 2023, left the Califor-
nia market. The massive upheaval — dwarfing
the impact of the insurer’s decision over the last
two years to stop writing new business and non-
renew 72,000 policies — would flood the FAIR
Plan, raising the risk of another big assessment.

Joshua Morey, president of J. Morey Co.,
a third-generation independent agency in South-
ern California, believes that the efforts toward
reform — however promising — came too late to
prevent what he expects will be a massive re-
shaping of the state’s insurance market.

“I think the reality of California is probably
similar to Florida, where you’re just going to
see a ton of MGAs come in with nonadmitted
markets for the first couple years, and it’s going
to be really, really high premiums,” Morey said.
“As enough of them come in, the competition
will drive down pricing, but the admitted mar-
ketplace is where everything should be. That’s
going to still take too long to recover.”

The Fires

The Palisades and Eaton fires were fueled
by abundant vegetation that grew amid Southern
California’s wet winter of 2023-24 and dried
out by a severe drought that followed. Once ig-
nited, the fires spread rapidly by hot Santa Ana
winds with gusts exceeding 80 mph. The fires
wiped out entire neighborhoods, displacing tens
of thousands of residents, destroyed more than
16,250 structures and damaged more than 2,000
others, according to a Feb. 10 update from the

California Department
of Forestry and Fire
Protection (Cal Fire).

As investigations into

the cause and spread of
the fires continue, fingers
point every which way.
Residents of Altadena,
devastated by the Eaton
Fire, have filed dozens of
lawsuits against South-
ern California Edison,
alleging the utility’s neg-
ligence played a role in the fire. At least one in-
surer — Mercury — has already told investors that
it “is engaged with legal counsel in the pursuit of
subrogation, particularly on the Eaton fire.”

Estimates of insured losses from four major
modeling firms — Verisk, Corelogic, Moody’s/
RMS and Karen Clark & Co. —ranged from
$20 billion to $45 billion.

Looking beyond insured losses, a report from
the UCLA Anderson School of Management
forecast that total property and capital losses
could range from $95 billion to $164 billion.
AccuWeather had the highest estimate, forecast-
ing total damages and economic losses at $250
billion to $275 billion, which it said included
“the damage and destruction of thousands of
homes and businesses; damage to utilities and
infrastructure, including contamination of wa-
ter systems from debris; the financial impact of
evacuation orders for more than 100,000 people;
the long-term cost of rebuilding or relocation for
people in densely populated areas whose homes
were destroyed, anticipated cleanup and recov-
ery costs, emergency shelter expenses, hospital
evacuations, as well as immediate and long-term
health care costs for people who were injured or
exposed to unhealthy air quality from wildfire
smoke and impacts on commerce, both locally

See SCORCHED on Page 6

Mikhail Gorshunov
Surplus Line Association
of California

Warning: Property Insurance Report is a confidential, copyrighted newsletter for subscribers only.
No part of this publication may be shared outside of the subscribing organization without
prior permission of the Publisher. For information email dana@riskinformation.com.


https://www.getdelos.com/socal-2025-wildfire-whitepaper
https://www.corelogic.com/press-releases/corelogic-2024-wildfire-risk-report-finds-more-than-2-6-million-homes-at-moderate-to-high-risk-of-wildfire-damage/
https://newsroom.statefarm.com/state-farm-general-insurance-company-california-new-business-update/
https://newsroom.statefarm.com/update-on-california/
https://newsroom.statefarm.com/update-on-california/
https://www.fire.ca.gov/incidents
https://people.atmos.ucla.edu/fovell/ASother/mm5/SantaAna/winds.html
https://people.atmos.ucla.edu/fovell/ASother/mm5/SantaAna/winds.html
https://www.mercuryinsurance.com/investor-information/financial-press-releases.html
https://www.verisk.com/company/newsroom/verisk-estimates-industry-insured-losses-for-the-palisades-and-eaton-fires-will-fall-between-usd-28-billion-and-usd-35-billion/
https://www.corelogic.com/press-releases/corelogic-estimates-the-eaton-and-palisades-fires-are-causing-devastating-initial-property-losses-estimated-to-be-between-35-billion-to-45-billion/
https://www.moodys.com/web/en/us/insights/announcements/moodys-rms-event-response-preliminary-estimate-for-us-insure.html
https://www.moodys.com/web/en/us/insights/announcements/moodys-rms-event-response-preliminary-estimate-for-us-insure.html
https://www.karenclarkandco.com/news/publications/kcc-flash-estimate-january-2025-california-wildfires
https://www.karenclarkandco.com/news/publications/kcc-flash-estimate-january-2025-california-wildfires
https://www.karenclarkandco.com/news/publications/kcc-flash-estimate-january-2025-california-wildfires
https://www.anderson.ucla.edu/about/centers/ucla-anderson-forecast/economic-impact-los-angeles-wildfires
https://www.accuweather.com/en/press/extreme-fire-risk-in-southern-california-as-powerful-santa-ana-winds-return/1733516

Reprinted

Page 6

With Permission

PROPERTY INSURANCE REPORT

Of The Publisher

February 24, 2025

State Market Focus: CALIFORNIA

SCORCHED Continued from Page 5
and nationally.”

It may take years to know the final tally
for losses and for residents of Palisades and
Altadena to recover. More than six years after
the Woolsey Fire ravaged 100,000 acres in Los
Angeles and Ventura counties, destroying more
than 1,600 structures, just 186 of the nearly 500
homes demolished in Malibu have been rebuilt.

The California Department of Insurance
(CDI) reported that as of Feb. 5 insurers had re-
ceived 33,717 claims and paid $6.9 billion. That
figure includes claims payments for personal
property and additional living expenses.

Laws passed in 2020 require insurers to pay
policyholders at least 30% of dwelling coverage,

Lara’s response to State
Farm’s emergency rate request
could have ramifications for the
entire market.

maxing out at $250,000, without an itemized
inventory if they had a total loss in an area under
a state of emergency, though Lara urged insur-
ers to provide 75% to 100%. A bill proposed this
year would mandate that insurers pay 100% of
contents coverage without a detailed inventory.

Insurers also must issue advance payments of
at least four months for additional living expens-
es (ALE). The law requires ALE payments when
a home is not habitable, even if it didn’t suffer
physical damage. In a press release last week,
Lara cited a public health advisory warning Los
Angeles residents of the increased risk of expo-
sure to hazardous substances from ash, soot and
fire debris within 250 yards of a burned structure
or parcel of land.

“Survivors should not be forced to return to
unsafe conditions, whether due to toxic ash, con-
taminated water or the lack of essential utilities,”

Lara said. “Insurers must thoroughly assess habit-
ability and ensure that families receive the finan-
cial assistance they need to rebuild their lives.”

As the claims begin to pour in, several car-
riers have announced loss estimates — some
including FAIR Plan assessments and reinsur-
ance recoveries. USAA reported $1.8 billion and
Travelers, $1.7 billion. Allstate, which has been
reducing its California exposure since 2007, es-
timated its loss at $1.1 billion, and AIG, which
pared down its California business in 2022, ex-
pects $500 million. The publication /nsurance
Insider reported that Liberty Mutual expected
its losses to exceed $1.4 billion, though the com-
pany has yet to make an official announcement.

Mercury Insurance, a California stalwart that
wrote 73.3% of its homeowners premium in the
Golden State, estimated gross losses of $1.6 bil-
lion to $2.0 billion, not including its FAIR Plan
assessment, and net catastrophe losses before
taxes in the range of $155 million to $325 million.

The Auto Club Exchange, the AAA affili-
ate covering Southern California, wrote 61.7%
of its homeowners premium in the state, but its
estimated fire losses were not available. Farm-
ers Insurance last week estimated net losses
of $600 million, not counting its FAIR Plan
assessment. Farmers, the state’s fifth-largest
homeowners insurance group, reasserted its
commitment — announced in December — to
expand its homeowners insurance business and
reopen several lines of business it had previ-
ously shut down in California.

All eyes, however, have been on State Farm,
which insurers more than 1 million homes in
California, including 250,000 in Los Angeles
County. As of Feb. 14, State Farm had received
about 11,400 home and auto claims and made
$1.35 billion in advanced payments, though
it has not issued an estimate of its expected
losses, which will include a hefty FAIR Plan as-
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sessment.

S&P Global Market Intelligence, culling
supplementary information from State Farm’s
emergency rate request, estimated its incurred
losses from the wildfires would be $6.85 billion,
the California subsidiary’s single largest loss ever
and larger than all the losses it suffered between
2018 and 2023, which totaled $6.33 billion.

No one really questions State Farm’s ability
to pay its wildfire claims. The question is wheth-
er the insurer will be able to continue writing
property coverage in California.

State Farm Standoff

State Farm has isolated its California business
in a single-state subsidiary, State Farm General
(SFG). This is not an uncommon strategy for in-
surers in troubled states, and it has been used to
great effect by insurers in Florida for property
risks and New Jersey auto insurance. The idea is
to designate a single-state entity, give it enough
capital from the parent to warrant a strong rat-
ing from A.M. Best, and isolate its revenue and
expenses to only that state. That makes it clear if
rates are inadequate over time, because underwrit-
ing losses will drain the company’s capital, lead-
ing to rating downgrades that eventually force the
regulator to approve rate increases.

State Farm General’s policyholder surplus
fell from $2.30 billion in 2021 to just $1.04 bil-
lion at year-end 2024, and it has diminished fur-
ther with losses from the Los Angeles fires.

In his letter rejecting State Farm’s emergency
rate increase, Lara asked the insurer to explain
this decline, though the reason is hidden in plain
sight: State Farm reported that over a nine-year
period, it has suffered $5.3 billion in cumulative
underwriting losses that after taxes and invest-
ment income totaled $2.8 billion. In March 2024,
A.M. Best downgraded State Farm General’s
financial strength to B (Fair) from A (Excellent).

Anticipating its loss from
the Los Angeles fires and
continuing threats, State
Farm said it fears more
downgrades to come, po-
tentially below the rating
required for a federally
insured mortgage.

“The high concentra-
tions of risk covered by
SFG in the fire footprint
will generate a direct loss
many times larger than
the company’s pre-event surplus,” State Farm
wrote in its request.

Regulators and consumer groups routinely
ask parent companies to support their struggling
single-state subsidiaries. Both Lara and Con-
sumer Watchdog have suggested that State Farm
do this, noting that the parent insurer helped its
Texas subsidiary, State Farm Lloyds. But ask-
ing the parent for more support is akin to asking
for a subsidy from consumers in other states.

A 2021 decision by California’s Court of Ap-
peals, State Farm v. Lara, supports State Farm’s
intention to segregate its California operations
from the parent company. In considering rate
changes, the CDI and Lara wanted to use State
Farm Mutual’s higher investment rate of return
rather than State Farm General’s. The court ruled
that only State Farm General’s investment re-
turns could be considered.

Given its dire circumstances, State Farm
asked regulators to approve an emergency rate
increase, effective May 1st, of 22% for home-
owners, 15% for tenant and condo, and 38% for
rental dwelling. These increases are lower than
the company’s pending requests from June 2024,
which are still under review by the CDI, delayed
in part because Consumer Watchdog intervened
in the filing.

Joshua Morey
J. Morey Co.

See SCORCHED on Page 8
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On Feb. 7, the CDI Rate Enforcement Bu-
reau approved the interim increase, pending
a future hearing. But Lara rejected his staft’s
recommendation, citing a failure by State Farm
General to prove its case and noting it had re-
ceived three rate increases since 2021.

“In light of the recent Los Angeles wildfires,
State Farm’s customers need real answers about
why they are being asked to pay more and what
responsibility the company’s leadership is tak-
ing to get its financial house in order,” Lara said
in his letter rejecting the emergency request.
“State Farm customers who are already paying
higher premiums or experiencing policy nonre-
newals should not be further impacted without
these questions being an-
swered.”

In addition to asking
if the parent would help
the subsidiary, Lara want-
ed to know why capital
had degraded so drasti-
cally. Lara noted that
State Farm had previously
informed him that the rate
increase alone would not
be sufficient to restore its
financial position. He also
asked how granting this request would help Cali-
fornians and how it would impact the company’s
decision to stop writing new business.

The precursor for the current dispute began
June 27, 2024, when a frustrated State Farm,
unable to get the rate it needed to keep the Cali-
fornia subsidy solvent, started playing hardball
with Lara and the CDI. On that day, State Farm
General filed a rate request seeking approval
under a rarely used variance to the strict require-
ments of Proposition 103 that is in place to pro-
tect solvency. According to sources familiar with
the filing, the CDI’s normal calculations called

Ricardo Lara
California Insurance
Commissioner

for State Farm to cut rates by 10%. But under the
variance rules, the rate change calculation called
for a 21.8% rate increase.

State Farm was requesting 30% for non-tenant
homeowners, 41.8% for renters/condominium unit
owners and 38% for rental dwelling policies.

The variance rules resulted from two court
cases that superseded state regulation. In /PC
v. Hope Natural Gas (1944) the U.S. Supreme
Court found that price controls cannot prevent a
company from making a just and reasonable rate
of return, because to do so deprives the owners
of property without due process of law and vio-
lates the Fifth Amendment. That proved to be the
foundation for a decision in 20th Century Insur-
ance Co. v. Garamendi (1994), which ruled that
a regulated firm may claim that a rate is confisca-
tory if it does not allow it to operate successfully,
and it called for variances that address insurer
insolvency.

As the rate filing languished for seven
months, State Farm made its emergency request.

Giving weight to State Farm’s request was a
demand from the Illinois Department of Insur-
ance — State Farm General’s solvency regulator
— that the insurer submit a plan to restore stabil-
ity because its 2023 financial position failed to
meet the risk-based capital (RBC) ratio require-
ments set by the National Association of Insur-
ance Commissioners (NAIC).

“Based on further deterioration in surplus dur-
ing 2024, SFG expects to again fail to meet the
RBC standard,” requiring an updated corrective
plan with the Illinois Department of Insurance, the
company wrote.

This would not be the first time that poten-
tial action from Illinois regulators has created
pressure for their peers in another state over the
solvency of a single-state subsidiary. In 2001,
Ilinois regulators threatened to shut down State
Farm’s New Jersey auto insurer, State Farm

Please see SCORCHED on Page 9

Warning: Property Insurance Report is a confidential, copyrighted newsletter for subscribers only.
No part of this publication may be shared outside of the subscribing organization without
prior permission of the Publisher. For information email dana@riskinformation.com.


https://www.insurance.ca.gov/0400-news/0100-press-releases/2025/upload/nr018CommissionerLetterEmergencyInterimRateApproval.pdf
https://www.insurance.ca.gov/0250-insurers/0800-rate-filings/request-for-variances.cfm
https://www.law.cornell.edu/regulations/california/10-CCR-2644.27
https://supreme.justia.com/cases/federal/us/320/591/
https://supreme.justia.com/cases/federal/us/320/591/
https://supreme.justia.com/cases/federal/us/320/591/
https://supreme.justia.com/cases/federal/us/320/591/
https://scocal.stanford.edu/opinion/20th-century-ins-co-v-garamendi-33027
https://scocal.stanford.edu/opinion/20th-century-ins-co-v-garamendi-33027

Reprinted

February 24, 2025

With Permission

PROPERTY INSURANCE REPORT

Of The Publisher

Page 9

State Market Focus: CALIFORNIA

SCORCHED Continued from Page 8

Indemnity, unless New Jersey regulators gave
relief to the struggling insurer. (AIR 6/25/2001)

Insurers, consumer groups and other observ-
ers agree there are several possible outcomes to
this week’s meeting about the emergency rate
request. It may be a political performance. Lara
may have the meeting, declare his questions
answered and move forward with the approval
signaled by his staff. That way he placates con-
sumer groups and consumers that he has been
thorough and tough.

Or Lara may be looking to horse trade with
State Farm. As noted in his letter, he wants to
know how the interim request will help Califor-
nians. Simply put, what is State Farm willing to
give up to get its rate increase? Perhaps a pledge
to write more business? The question is how far
Lara is willing to go, what he might demand of
State Farm, and whether the insurer can respon-
sibly meet that demand.

What Lara does here will have major rami-

fications for the market, sending a loud and
clear signal about his intentions. If the issue is
resolved quickly, it would boost carriers’ confi-
dence in Lara, the CDI and the continuing work
to improve the market. Drawing out the process
or playing chicken with State Farm — daring the
market leader to pull out of the state — would
shake every carrier’s confidence. If so, many
insurers might reconsider their current position
in the market and move more aggressively to re-
duce their exposure.

“You have noted your desire to have an in-
surance market where insurers want to invest and
protect more Californians,” State Farm wrote
in its request. “In addition to your other efforts,
immediate approval of additional and appropri-
ately supported rate for SFG (even on an interim
basis) sends a strong message that the state is
serious about reforming its insurance market and
allowing insurers to collect sufficient premiums
to protect Californians against the risk of loss to
their homes.”

RULES Continued from Page 1

protections to high-value commercial policies
would severely hamper the ability of insurers to
manage their exposure.

Insurers are also concerned about a proposal
that would require carriers to pay wildfire sur-
vivors 100% of their contents coverage without
needing to provide a detailed inventory list. The
current law is 30% of dwelling coverage, and
Lara has urged insurers to voluntarily pay a min-
imum of 75% to victims of the current fires.

The desire to provide full contents coverage
in a total loss is understandable, and other states,
such as Colorado, have raised the amount insur-
ers must pay without an inventory. But carriers
worry that automatically paying 100% for per-
sonal property without proof could invite fraud.

Three bills in the package address mitigation
efforts. The California Safe Homes Act would

create a grant program offering tax-free funds

to help residents buy fire-rated roofs and imple-
ment other wildfire mitigation measures. AB_
232 would create tax-free savings accounts for
home hardening and insurance deductibles, and
the third bill would create an independent com-
mission within the California Department of
Insurance (CDI) to develop a more effective in-
spection system to enable individuals to receive
mitigation discounts. Lara enacted the “Safer
from Wildfires” framework in 2022, requiring
carriers to provide discounts for specific wildfire
mitigation measures (PIR 09/26/22).

Two bills seek to protect consumers from be-
ing scammed during the recovery process. The In-
surance Payment Protection Act (AB 597) would
impose a 15% cap on fees for public adjusters.

“I know some people are hiring public adjust-

Please see RULES on Page 10
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ers, which surprises me,” said Laine Caspi, own-
er of Paratus Insurance Services in the San Fer-
nando Valley region of Los Angeles. “If the home
is a total loss, there’s nothing to adjust, and you’re
just giving somebody 20% of your payout.”

The Deceptive Disaster Relief Advertising
Act (AB 637) attempts to safeguard consum-
ers from a bombardment of misleading ads that
claim to provide legal or recovery services. The
bill would require any advertisement for these
services to clearly state they are soliciting busi-
ness and are not affiliated with any government
or nonprofit entity.

The remaining legislative proposals build
upon the regulatory overhaul that Lara set in mo-
tion with his Sustainable Insurance Strategy.

The California Wildfire Public Model Act
would codify development of the nation’s first
public wildfire catastrophe model, which is cur-
rently underway at California State Polytechnic
University, Humboldt.

The Insurance and Wildfire Safety Act (AB 1)
would require future insurance commissioners to
every five years assess the need to update regula-
tions to include additional building-hardening
measures for property-level mitigation efforts and
communitywide wildfire mitigation programs.

The FAIR Plan Stabilization Act (AB 226)
would give the residual market access to bonds,
credit and loans from the California Infrastruc-
ture and Economic Development Bank with
prior approval from the insurance commissioner.
The bonds would be used to increase liquidity
and the claims-paying capacity of the FAIR Plan.
FAIR Plan member insurers could be assessed to
repay the bonds.

FAIR Plan reform was one of four key ele-
ments in the Sustainable Insurance Strategy that
Lara announced in late 2023. The other elements
are to streamline the rate application process,
allow the use of catastrophe models in rates,
and permit carriers to account for the net cost of

Please see RULES on Page 12

California
Property Insurance Profit Margins

10-Year Summary, % of Direct Premiums Earned, With National Averages
2022 2021 2020 2019 2018 2017 2016 2015 2014 2013 Avg
] . Total Total Total Total Total Total Total Total Total Total Total
Line of Business Profit Profit Profit Profit Profit Profit Profit Profit Profit Profit Profit
State Homeowner 16.2 244 284 372 -884 -93.1 9.8 77 149 1741 -2.4
Nat’l Homeowner 0.8 1.4 27 103 -2.0 -26 118 14.0 139 16.5 7.4
State Fire 29.9 293 6.1 36.2 -60.1 -152 212 232 227 308 127
Nat’l Fire 12.2 7.3 9.3 5.8 4.8 47 110 242 214 269 147
State Comm MP 10.0 11.9 58 123 -7.8 -2.9 6.3 11.5 13.0 16.5 8.2
Nat’'l Comm MP 7.3 5.5 3.2 8.2 4.1 0.6 9.8 14.5 124 149 8.2
State Allied Lines -8.0 143 0.1 182 17.2 -3.7 20.7 -0.1 14.8 34.1 13.5
Nat’l Allied Lines 2.1 7.3 -0.3 7.6 22 -376 106 19.2 15.7 6.3 1.2

Note: Profit calculations are by Property Insurance Report using data from the National Association of

Insurance Commissioners. Calculations are estimates, some based on national averages.
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California
Homeowners Multiperil Insurers
peril |
Groups Ranked by Total 2023 Direct Premium Written (000)

Mkt Loss Mkt Loss Mkt Loss

2023 share Ratio 2022 share Ratio 2021 share Ratio

Group Name Premium 2023 2023 Premium 2022 2022 Premium 2021 2021
State Farm Mutual $2,734,470 19.9% 57.9% $2,563,993 20.6% 52.7% $2,167,242 19.4% 47.2%
Farmers Insurance Group $2,049,885 14.9% 59.7% $1,800,914 14.5% 54.5% $1,652,393 14.8% 66.8%
CSAA Insurance Exchange (NorCal) $895,052 6.5% 52.2% $829,699 6.7% 32.4% $709,557 6.4% 56.5%
Liberty Mutual $891,906 6.5% 71.2% $800,473 6.4% 51.8% $691,059 6.2% 50.2%
Mercury General Corp. $839,007 6.1% 59.8% $734,167 5.9% 54.2% $651,853 5.8% 57.2%
Allstate Corp. $791,957 5.8% 59.8% $792,321 6.4% 64.9% $715,837 6.4% 38.7%
USAA Insurance Group $741,732  54% 90.2% $686,625 5.5% 63.3% $654,334 59% 52.4%
Auto Club Exchange Group (SoCal) $720,382 5.3% 68.6% $616,392 5.0% 64.7% $548,190 4.9% 55.1%
Travelers Companies Inc. $554,441 4.0% 59.4% $509,544 41% 61.1% $462,720 41% 46.8%
American Family Insurance Group $416,375 3.0% 66.8% $339,158 2.7% 71.7% $283,984 25% 61.2%
Chubb Ltd. $358,511 2.6% 70.9% $320,114 2.6% 32.9% $298,931 2.7% -26.8%
Nationwide Mutual Group $345,205 2.5% 53.8% $342,277 2.8% 54.5% $343,236 3.1% 47.5%
Pacific Specialty Insurance Co. $240,382 1.8% 48.7% $224,838 1.8% 42.1% $194,169 1.7% 40.7%
Cincinnati Financial Corp. $140,868 1.0% 17.6% $110,745 0.9% 35.2% $60,977 0.6% -12.0%
Sutton National Insurance/777 Partners $135,444 1.0% 51.7% $49,045 0.4% 38.6% $9,535 0.1% 43.4%
Munich Re/American Modern Ins Group $118,469 0.9% 54.0% $114,292 0.9% 50.1% $109,232 1.0% 62.0%
Tokio Marine Group/PURE $114,954 0.8% 48.0% $99,327 0.8% 71.7% $89,395 0.8% 42.3%
Hartford Financial Services $111,289 0.8% 38.7% $108,716 0.9% 43.5% $112,064 1.0% 14.0%
Stillwater/WT Holdings Inc. $105,528 0.8% 71.5% $110,551 0.9% 67.2% $83,855 0.8% 53.9%
Assurant $97,498 0.7% 54.4% $81,590 0.7% 45.4% $74,006 0.7% 49.8%
Lemonade Inc. $95,762 0.7% 79.2% $89,787 0.7% 93.1% $78,353 0.7% 83.9%
Spinnaker Insurance $92,059 0.7% 83.7% $88,271 0.7% 721% $72,807 0.7% 136.8%
Berkshire Hathaway Inc. $91,838 0.7% 98.0% $87,187 0.7% 77.6% $80,158 0.7% 70.4%
California Casualty $76,511 0.6% 79.2% $63,661 0.5% 63.5% $57,170 0.5% 64.5%
Zurich Insurance Group $76,263 0.6% 67.9% $60,276 0.5% 94.8% $50,860 0.5% 67.8%
LD Investments, LLC $70,418 0.5% 68.0% $38,921 0.3% 38.4% $33,836 0.3% 34.7%
Progressive Corp. $67,648 0.5% 67.3% $76,321 0.6% 56.8% $68,776  0.6% 48.8%
Amica Mutual Insurance $61,849 0.5% 96.6% $55,324 0.4% 69.6% $49,168 0.4% 51.9%

American International Group $58,283  0.4% -27.5% $64,892 0.5% -41.4% $169,262 15% na

Western Mutual Insurance $57,332 0.4% 62.7% $51,950 0.4% 67.3% $50,720 0.5% 52.1%
Auto-Owners Insurance $56,496 0.4% 47.0% $50,115 0.4% 6.4% $50,257 0.5% 47.3%
Brookfield Reinsurance Ltd. $50,620 0.4% 65.8% $49,597 0.4% 62.0% $39,590 0.4% 64.6%
CSE Insurance $49,727 0.4% 77.8% $46,073 0.4% 65.3% $43,994 0.4% 44.3%
QBE Insurance Group Ltd. $49,331 0.4% 51.5% $57,691 0.5% 69.7% $54,921 0.5% 44.5%
Wawanesa General Insurance Co. $46,899 0.3% 74.1% $48,567 0.4% 63.5% $46,550 0.4% 72.1%
Kemper Corp. $39,538 0.3% 48.8% $49,743 0.4% 51.0% $52,674 0.5% 38.5%
DB Insurance Co. Ltd. $37,282 0.3% 26.5% $13,583 0.1% 60.8% $12,352 0.1% 58.9%
Universal Group Inc. $32,855 0.2% 29.9% $38,614 0.3% 53.8% $45,765 0.4% 35.0%
Vault E&S Insurance Co. $30,001 0.2% -3.1% $35,096 0.3% 7.2% $19,171 0.2% 33.6%
Statewide Totals $13,728,927 61.3% $12,456,479 53.7% $11,166,346 43.2%

Source: S&P Global Market Intelligence and the Property Insurance Report database.
Loss ratio = incurred losses/direct premium earned and does not include dividends or loss adjustment expense.
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RULES Continued from Page 10 CA FAIR Plan’s Perilous Growth
reinsurance in rates. Lara developed regulations
through 2024, with plans to implement them this TOTAL

: . RESIDENTIAL EXPOSURE $458.1B
year. FAIR Plan reforms were put in place in
August 2024, cat modeling regulations became
final in November, and the reinsurance rules
were issued in December. An August bulletin set $284.0B

out changes to the rate-review process, but they $245.1B

can’t take effect until a data reconciliation tool is $195.5B
ready for insurer use, perhaps by year end. $153.4B
Supporting the FAIR Plan

Insurers viewed the FAIR Plan reforms as
most urgent, fearing a loss that would outstrip its 9/20 9/21 9/22 9/23 9/24
claims-paying ability given its explosive growth.

The new rules allowed insurers, for the first time, ST
_ -

to recoup some of their FAIR Plan losses from POLICIES IN FORCE
policyholders. 451,799
On Feb. 11, Lara approved a $1 billion FAIR
Plan assessment, its first since the 1994 North- —_
ridge Earthquake. Under the new rules, Lara also
laid out the process by which California insurers 234,277 264,012
could pass some of the costs to policyholders. 202,807
They can submit filings to add a fee to policies
that would amount to 50% of the first $1 billion
in assessments for personal lines in a calendar
year and every dollar after that. The same rules
_ © w20 921 922 923 924
apply were the FAIR Plan to issue an assessment
to cover losses for commercial policies.
Assessments are based upon a company’s — WR'I:‘T?I_SE'B'ED"AE‘:A';UM%
market share, so a company writing 5% of state- $1.278

wide dwelling insurance premium would be
responsible for about $50 million of the current
FAIR Plan assessment and could seek approval $798.7M
to recoup about $25 million through a surcharge
on residential property insurance policies.

Consumer advocates have been largely op- $423.9M
posed to the reform. Consumer Watchdog
called it an illegal bailout.

The request for assessments comes at a criti-

cal time for the FAIR Plan, which forecasts it 9/21 9/22 9/23 9/24

$610.5M

Please see RULES on Page 13  source: California FAIR Plan Association
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will run out of money before the end of March
under current conditions. As outlined in its let-
ter requesting the assessment, the FAIR Plan has
4,794 claims and $4.04 billion in incurred losses.
As of Feb. 11, it had paid $914 million in claims
and projected that it would spend $3.8 billion by
the end of June.

The plan expects be $174 million underwater
by March 30, and $694 million underwater by
June 30. The assessment pushes the plan into
the black, allowing it to continue to operate, pay
claims, and fully access its reinsurance program.
The FAIR Plan has to pay $3.50 billion in reten-
tion, copayments and restatement premiums to
recover $2.63 billion in reinsurance funds.

The FAIR Plan’s troubles stemmed from
its rapid growth as insurers retreated from the
market. Before the reform allowing recoupment,
insurers had an incentive to limit their share of
a massive assessment by reducing their writings
further, leaving even more homeowners in need
of FAIR Plan coverage.

As of Sept. 30, 2024, the FAIR Plan’s total
exposure was $458.08 billion, reflecting a 61.3%
increase from 2023 and 198.6% from 2020. Its
dwelling policy count grew 123% from 202,897
in September 2020 to 451,799 in September
2024. The FAIR Plan writes far less commercial
business, though its exposure more than doubled
to $26.63 billion from September 2023 to Sep-
tember 2024 as its policy count increased 161%.

In 2019, Lara ordered the FAIR Plan to dou-
ble its coverage limit for residential properties to
$3 million, though agents said even that was not
sufficient for many high-value homes that had no
other options. In 2023, Lara reached an agree-
ment with the FAIR Plan to more than double
its commercial coverage limit to $20 million per
location. By midyear,, the commercial cover-
age limits will increase again to $20 million per

Please see RULES on Page 14

California

Commercial Multiperil Nonliability Insurers
Groups Ranked by 2023 Premiums Written (000)

2023 Mkt Loss

Group Name Premiums share Ratio
Farmers Insurance Group $662,515 14.5% 56.5%
Travelers Companies Inc. $494,500 10.8% 44.5%
Chubb Ltd. $369,044 8.1% 37.4%
State Farm Mutual $334,043 7.3% 89.9%
Hartford Financial Services $295,706 6.5% 61.9%
Liberty Mutual $228,926 5.0% 40.7%
Nationwide Mutual Group $181,989 4.0% 48.3%
Tokio Marine Group $166,800 3.6% 41.4%
American International Group $129,181 2.8% 10.8%
Auto-Owners Insurance $128,344 2.8% 51.9%
Berkshire Hathaway Inc. $118,044 2.6% 64.5%
CNA Financial Corp. $102,923 2.3% 58.8%
Allianz Group $93,423 2.0% 53.3%
Hanover Insurance Group $89,846 2.0% 68.0%
Allstate Corp. $85,404 1.9% 43.6%
Trisura Group Ltd. $83,327 1.8% 14.3%
AmTrust Financial Services $80,724 1.8% 42.4%
Fairfax Financial Holdings $80,164 1.8% 50.8%
Great American Insurance $78,869 1.7% 89.8%
Mercury General Corp. $63,179 1.4% 104.4%
Zurich Insurance Group $58,866 1.3% 72.0%
Munich Re $45,424 1.0% 40.1%
Tiptree Inc. $41,501 0.9% 66.8%
Markel Corp. $37,586 0.8%  4.0%
AF Group $34,916 0.8% 42.7%
Church Mutual $34,111 0.7% 84.5%
Global Indemnity $24,730 0.5% 37.7%
MS&AD Insurance Group Holdings Inc. $24,509 0.5% 33.0%
Brotherhood Mutual Insurance Co. $23,829 0.5% 80.9%
Oregon Mutual $22,512 0.5% 52.2%
Brookfield Reinsurance Ltd. $22,398 0.5% 33.1%
Dentists Insurance Co. $19,574 0.4% 45.9%
Arch Capital Group Ltd. $19,306 0.4% 30.2%
DB Insurance Co. Ltd. $19,029 0.4% 52.7%
GuideOne Insurance $16,927 0.4% 52.7%
W. R. Berkley Corp. $14,427 0.3% 83.9%
Ategrity Specialty Insurance Co. $12,322 0.3% 146.6%
Granada Financial Group $11,778 0.3% 21.6%
Selective Insurance Group $11,730 0.3% 23.2%
Old Republic Insurance $11,638 0.3% 56.1%
AXA SA $11,575 0.3% 249.6%
Statewide Totals $4,581,948 53.7%

Source: S&P Global Market Intelligence and the

Property Insurance Report database.

Loss ratio = incurred losses/direct premium earned and does not
include dividends or loss adjustment expense.
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building and up to $100 million per location.

Modern Modeling Comes to California

Four modeling companies have submitted
wildfire catastrophe models to undergo a prelimi-
nary review process, which is the first step toward
allowing insurers to use forward-looking predic-
tive models to project losses as the basis for rates.

Known as the PRID process (for pre-appli-
cation required information determination), this
review will specify the set of model information
an insurance company must include in a publicly
available rate application relying on that model.

Verisk became the first to file on Jan. 2, fol-
lowed by Moody’s/RMS,
CoreLogic and Karen
Clark & Co. Zesty.

AI’s model, which was
approved for use in rate
filings in early 2024, is
based on historical loss
data, unlike the forward-
looking catastrophe mod-
els now under consider-
ation, and therefore it does
not have to go through the
PRID process.

The PRID process is overseen by a “model
advisor.” In December, CDI hired Dr. Kara Voss,
previously a climate finance specialist with the
department, to fill that role. The model advisor has
105 days to complete the PRID process, which
is confidential but allows for the participation of
approved interested parties, such as consumer
groups. Consumer Watchdog said it expected to
request almost $180,000 in compensation for its
participation, though Voss said compensation
could only be considered as part of reviewing a
rate application that includes the model.

Once a model has gone through the PRID
process, carriers can include it in their filings.

|

Dr. Kara Voss
CDI Model Advisor

Models must be resubmitted every four years,
or after a major update. The CDI called the pro-
cess “a single provision step in a larger model
review process.”

Recognizing Reinsurance Costs

The state finalized its regulation for the use of
reinsurance at the end of last year, though there is
further work before insurers can start filing.

The regulation adds wildfire to the list of
property/casualty lines exempted from the re-
quirement that rates be made on a “direct basis,”
without accounting for reinsurance costs and
benefits. The others are earthquakes and medical
malpractice.

The regulation establishes a standard net cost
of reinsurance calculation for carriers to use.
This avoids carriers having to include their spe-
cific reinsurance treaties in publicly available fil-
ings. The CDI contracted with Nancy Watkins,
a principal and consulting actuary at Milliman,
to devise the calculation.

The calculation provides a standard bench-
mark, similar to how the CDI reviews other al-
lowable expenses. The benchmark is created by
“deriving market-expected returns for property
catastrophe risk by loss probability,” using data
from catastrophe bonds, data calls from insur-
ance companies, and insurance-linked securities.
The regulations create “no less than three” dif-
ferent calculations to accommodate the state’s
diverse insurance companies.

Milliman and the CDI are still working on
generating standard calculations that carriers can
use. Sources report that this is expected to be
complete sometime in the second quarter.
Getting Regulators to Move Faster

When the market crisis began to heat up in
2023, no issue was as pressing for insurers as
the state’s long approval timelines, which had

Please see RULES on Page 15
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stretched well beyond a year for both home- tus update on the filing, including what issues
owners and auto. Lara issued a bulletin in early =~ were resolved and what work still needed to be
August 2024 setting out a new framework that done. If at the end of 120 days no resolution was
aimed to return to the timelines originally laid reached, the CDI would have to offer an “esti-
out in Proposition 103, but ignored almost since ~ mated rate” that it would accept. If the filing did
its passage in late 1988. not have an intervenor, only the insurer would
Going forward, the CDI would have 60 days  need to agree. If an intervenor were party to the
to review a filing, along with the ability to ask filing, it, too, would gave to agree. If no agree-
for two 30-day extensions. At the end of each Please see RULES on Page 16
California California
Fire Insurers Allied Lines Insurers
Groups Ranked by 2023 Premiums Written (000) Groups Ranked by 2023 Premiums Written (000)
2023 Mkt Loss 2023 Mkt Loss
Group Name Premiums share Ratio Group Name Premiums share Ratio
Farmers Insurance Group $227,678 6.9% 18.3% FM Giobal $176,605 9.8% 60.8%
Berkshire Hathaway Inc. $218,537 6.6% 21.6% Nationwide Mutual Group $149,970 8.3% 54.4%
Travelers Companies Inc. $208,728 6.3% 25.8% Farmers Insurance Group $131,076 7.2% 138.6%
STARR Companies $197,525 6.0% 53.9% American International Group $123,603 6.8% 79.9%
Liberty Mutual $190,223 5.7% 50.8% Liberty Mutual $121,009 6.7% 124.5%
American International Group $164,152  5.0% 19.9% Travelers Companies Inc. $97,748  54% 16.1%
State Farm $127,019 3.8% 8.1% Berkshire Hathaway Inc. $91,915 51% 42.8%
CSAA Insurance Exchange $110,095 3.3% 42.0% Assurant $75,195 42% 49.4%
FM Gilobal $109,131 33% 11.1% Sompo Holdings Inc. $71,661 4.0% 111.4%
Munich Re $105,285 32% 13.2% Zurich Insurance Group $71,454 4.0% 112.3%
Zurich Insurance Group $101,256  3.1% 10.1% USAA Insurance Group $55,792 3.1% 84.3%
Allianz Group $96,614 29% 41.7% Everest Re Group Ltd. $50,138 2.8% 14.8%
Chubb Ltd. $89,728 2.7% 22.3% Chubb Ltd. $44,611 2.5% 65.5%
Core Specialty/StarStone $68,240 2.1%  4.4% QBE Insurance Group Ltd. $30,582  1.7% -29.7%
Sutton National Insurance Hold $66,120 2.0% 46.8% Markel Group Inc. $29,797 1.7% 31.3%
Nationwide Mutual Group $62,969 1.9% 259%  ACP Insurance Mgmt LLC $28,658  1.6% 35.6%
Kinsale Insurance Co. $62,966 1.9% 17.8% MS&AD Insurance Group Holdings $25,351 1.4% 51.6%
Mercury Insurance $62,771 1.9% 45.7% Fairfax Financial Holdings $24,544 1.4% 71.7%
Fairfax Financial Holdings $57,820 1.7% 34.2% Swiss Re $24,230 1.3% 27.5%
ACP Insurance Management LLC $54,365 1.6% 32.8% Tokio Marine Group $19,864 1.1% 64.7%
Assurant $52,995 1.6% 35.3% Sentry Insurance Mutual $17,720 1.0% 63.8%
Tokio Marine Group/PURE $46,709 1.4% 50.2% Kinsale Insurance Co. $17,578 1.0% 15.9%
Swiss Re $44,100 1.3% 25.9% AXIS $16,736 0.9% 883.0%
USAA Insurance Group $41,524  1.3% 34.7% AXA SA $16,308 0.9% -111.3%
Sompo Holdings Inc. $41,223 1.2% 21.0% Core Specialty/StarStone $14,698 0.8% 27.6%
Hartford Financial Services $39,149  1.2% 69.2% Ategrity Specialty Ins Co. $14215  0.8% 7.4%
AXIS Capital Holdings $38,403 1.2% 56.6% Hanover Insurance Group $13,677 0.8% 49.8%
Auto Club Exchange $37,578 1.1% 52.3% Skyward Specialty Insurance Group ~ $13,461 0.7% -0.3%
Statewide Totals $3,317,362 32.7% Statewide Totals $1,811,213 66.0%
Source: S&P Global Market Intelligence and Source: S&P Global Market Intelligence and
the Property Insurance Report database. the Property Insurance Report database.
Loss ratio = incurred losses/direct premium earned and does not Loss ratio = incurred losses/direct premium earned and does not
include dividends or loss adjustment expense. include dividends or loss adjustment expense.
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ment were reached, there would be a series of
30-day extensions until the filing was resolved.

All of this is contingent upon the completion
of a data reconciliation tool that would allow insur-
ers to make sure the data in their filings is compat-
ible with the needs of the CDI. The data reconcili-
ation tool is an internal software package the CDI
currently uses to ensure data in filings conforms to
its standards. Sources report the tool is expected to
be completed by the end of this year.

Along with the new timelines, the CDI issued
a proposal in February 2024 to revise regulations
concerning a “complete rate filing.” The regula-
tions would apply to all lines of business.

The goal is to clarify what needs to be in-
cluded in a rate filing, but both consumer advo-
cates and insurance representatives criticized its

Insurers and consumer
groups both see trouble in the
85% rule.

lack of detail, claiming that it created additional
confusion. The proposal would fundamentally
change the filing process, in large part by elimi-
nating the section of the state insurance code that
details what forms, exhibits, data and documen-
tation need to be in a rate application.

The CDI argued that the list in current law
is outdated, and many of the items are no longer
in use. The CDI wants to replace the current law
with a regulation that requests “any and all cri-
teria, guidelines, systems, manuals, models, and
algorithms” that an insurer uses for various pur-
poses, including acceptance, renewal, coverage
options, coverage restrictions, and determina-
tions if re-underwriting is necessary.

Neither the proposed regulation nor the exist-
ing law offers any specifics about what needs to
be provided or how the CDI defines these terms.

This was by design, as the CDI stated it

wants to place those details in its filings instruc-
tions, as opposed to a less adaptable regulation.
This would give the CDI the ability to keep re-
quirements up to date without going through the
arduous process of changing a regulation.

A key criticism of the proposal was the vague
wording that insurance industry representatives
assumed meant reviewers could request anything
they desire, from raw computer code to underly-
ing personally identifiable information that could
be used in modeling.

Consumer advocates likewise criticized the
regulation for the opposite reason, suggesting
it could be read as a way for insurers to include
limited detail in filings.

The proposal makes a major change to time-
lines, as filings would not be considered ““submit-
ted” until the CDI declares them to be complete.
The CDI would have 30 days to make this decla-
ration, up from 14 days under current regulations.

More than a year later, the CDI has not is-
sued any updates to its proposal nor discussed a
timeline for completing it.

The 85% Rule

There’s no such thing as a free lunch, and the
quid pro quo made through the Sustainable Insur-
ance Strategy is that carriers will resume writing
in the state, easing the availability crisis in ex-
change for reforms long desired by the industry.

Both the modeling and reinsurance regula-
tions contain the so-called “85% rule,” designed
to increase availability within “distressed” wild-
fire areas.

The CDI has classified 28 counties and 367
ZIP codes, as of June 2024, as distressed areas.
Distressed areas are defined as either areas where
at least 15% of properties are in the California
FAIR Plan, partially overlap a high or very high
fire hazard zone as defined by Cal Fire, or where
20% of dwelling units are classified as being in a

Please see RULES on Page 17
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high or very high fire risk zone as defined by the
commissioner.

Carriers can use two methods to increase
their presence in these areas. They can write
policies equal to 85% of their statewide market
share in distressed areas. A carrier that writes 10
houses out of every 100 in the state would need
to write 8.5 homes per 100 in distressed areas in
order to use forward-looking cat models and/or
include reinsurance costs in its rates.

Under a second method, insurers could in-
crease the number of risks they write in distressed
areas to 5% of their earned exposure, until they’re
able to meet or exceed the 85% standard.

While CDI said in a presentation that the 5%
method is for small or regional companies, noth-
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ing in the text of the proposed regulations would
preclude larger carriers from that approach.
The rules have some flexibility, enabling the

CDI to use its discretion in allowing for “alterna-
tive commitments.”

Industry insiders tell us the 85% rule isn’t
currently complete. The CDI will have to work
with carriers on a case-by-case basis to identify
how much business they will specifically need to
target in distressed areas. The expectation is that
this work will be completed mid-year.

A singular criticism by both consumer advo-
cates and the insurance industry of the Sustain-
able Insurance Strategy is a lack of executional
detail. Each side reads proposals and regulations
as favoring the other side entirely. A consumer
advocate likened the strategy to CDI giving up
the farm, whereas an insurance industry source
referred to the 85% rule as a trap.

The vagueness is intentional, as it allows the
CDI to retain as much flexibility and indepen-
dence as possible in each situation.

Carriers wouldn’t see how reforms are imple-
mented until 2026, the very year that Lara com-
pletes his term as commissioner.
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