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What makes an insurance market sustainable?

Availability

» [nsurer can manage and measure
the risk

» |nsurer can charge premiums that
represent the cost of risk transfer
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Affordability

» Policyholders are willing to pay the price
offered to transfer the risk

» Policyholders are able to pay
the premium
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California catastrophe ratemaking
Total premium for wildfire cannot be based on catastrophe models, excludes cost of reinsurance

According to the California
Code of Regulations (2644.5):

= Catastrophe losses are based on a multi-

year long-term average of catastrophe
claims

= Minimum 20-year average is required
for homeowners multiple peril fire

= Reinsurance costs are not allowable other
than for Earthquake, Medical Malpractice
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CA formula:

Catastrophe load =

$ insured losses of catastrophe claims

$ insured losses of non-catastrophe
claims

CALIFORNIA REPUBLIC




Backwards-looking formula generated affordability shocks
Adding 2017-2018 losses to history drastically increased CA rate indications beginning in 2019

Year Non-Cat Loss | Cat Loss | Cat/Non-Cat Ratio Selected Catastrophe Load

1997-2016 CAT Load:

1%

+382% indicated rate
increase for cat perils
from 2016 to 2018

+38% indicated increase
to total premium

Actual averages based on filings from 3 of the top 10 California insurers
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What happens when premiums fail to cover costs?
Recent news regarding State Farm General, a CA only insurer

7.) KRON4

State Farm dropping 72K property insurance policies in California

(KRON) — State Farm Insurance is reducing the amount of homeowners insurance policies it has in
California. Those who live in high fire...

Mar 21,2024

&= Insurance Journal

AM Best Downgrades Ratings of State Farm General

Friday, AM Best downgraded the financial strength rating of State Farm General to “B”
(fair) from “A” (excellent) and the long-term issuer...

Apr 1, 2024

(C San Francisco Chronicle
State Farm's ‘unprecedented’ rate request in California gives
new insight into plans to avoid insolvency

State Farm General, California’s largest home insurer, says it does not plan to lower
executives' pay or seek relief from its parent company...

1 month ago

[ﬂ Newsweek
Major California Insurer Could Drop More Than One Million
Policies

Insurance company State Farm projects it could drop more than one million California
policies over the next five years due to impending financial instability.

2 weeks ago
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State Farm’s projected policyholder surplus

$4B
3.5B

3B

Projection with rate increase
Policy holder surplus

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

This projection comes from filings submitted on September 10. It assumes that State Farm General maintains its moratorium on new personal and commercial property
insurance policies.

Chart: Megan Fan Munce/The Chronicle - Source: State Farm General, California Department of Insurance

Above graph from State Farm projects massive decline in policies in California as it
faces financial instability, San Francisco Chronicle, 9/25/24



Moving towards safe and
iInsurable communities
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Wildfire risk mitigation — the big picture

What does “solving the problem” look like?

Improve fire science and research

Establish standards for "'R\:
\/ 7
= parcel level mitigation % o ®
= community level mitigation °*";° —
Measure SE H

= fire protection

Establish wildfire open data commons {f Communicate

Build mitigation visibility into cat models
Cycle of
continuous
improvement '@‘-

https://osfm.fire.ca.gov/committees/risk-modeling-advisory-workgroup

) Milliman

Send risk signals through insurance
pricing and underwriting
Prioritize high-impact, low-cost
mitigations
Understand barriers to adoption
Build mitigation visibility into public
standards and policies:

» Fire protection

» Building codes

= Land use

= Maintenance



Mitigation discounts required in rating plans
CDI requirement for insurers using wildfire risk models to reflect mandatory factors is generally taking effect in 2024

Items listed in Safer From Wildfires framework:

icardo Lara &
. @ICRicardolLara
= Class-A fire rated roof p Bricardotat
_ ) ) ) It's a new de ildfire safety in Cali
= 5 foot ember resistant zone, including fencing panies to give discounts to|

=  Ember- and fire-resistant vents

= Non-combustible 6 inches at the bottom of exterior walls
= Enclosed eaves

=  Upgraded windows

= Cleared vegetation, weeds and debris from under decks

= Removal of combustible sheds and other outbuildings to at least 30 feet New insurance regulation rewards
. Defensible space compliance Californians for wildfire safety

= Participation in Fire Risk Reduction Community or Firewise USA 12:21PM - Oct 17,

https://www.insurance.ca.gov/01-consumers/200-wrr/Safer-from-Wildfires.cfm
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California Insurance Commissioner’s Sustainable Insurance Strategy
Multi-part regulatory reform announced in 2023 will take effect beginning in 2025

Increasing insurance Allowing actuarially
availability sound rates
&_"}'*"? * Insurer commitment to = Forward-looking CAT
28 ~ write minimum of 85% of models to be allowed in
their statewide market ratemaking
share in wildfire _ ,
| distressed areas, or . an3|derat|on of
, expand their writings in reinsurance costs to be
wildfire risk areas by at allowed
least 5%

https://www.insurance.ca.gov/01-consumers/180-climate-change/upload/Sustainable-Insurance-Strateqy-One-pager.pdf
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https://www.insurance.ca.gov/01-consumers/180-climate-change/upload/Sustainable-Insurance-Strategy-One-pager.pdf

True or false?
Commonly held beliefs about wildfire risk and mitigation

= \We have to bury all the power lines to reduce risk
= We have to clear forests to reduce risk

= We cannot build safely in the WUI

= Individual homeowners can’t afford to mitigate

= Wildfire is an uninsurable risk

= We will never figure this out
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IBHS Wildfire Prepared Neighborhood

New designation expected to be announced in 4Q 2024, rolled out starting in 2025

» |n communities with fuels connecting
houses to each other and to the
surrounding wildland, even parcel-level
mitigation actions are only part of the
solution to reduce overall wildfire risk.

It requires community action and

HIT{I s TRA TE c Y 2026 ongoing diligence by individual

in

TURNING SCIENCE INTO SOLUTIONS homeowners.
Adopted by the Board, November 2023

» |BHS is developing a neighborhood-
scale designation for at-risk
communities.

» This endeavor requires additional
research centered around the
influence of connective fuels between
structures and how much fuel
management is needed, as well as a
neighborhood-scale risk analysis tool,
rooted in an open-source data
framework, that can meet the needs

https://ibhs.org/strategy-2026/ for such a designation program.
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What can we do to make our homes insurable?

to ensure that our community can survive a wildfire

, guided by the best available science

Take individual & collective action
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Discussion/Q&A
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Additional resources

The Insurance Industry Can't Weather Another Wildfire Season (video)

The WUI Data Commons: Driving wildfire resilience through data transparency

Community-based solutions to wildfire risk

All Things Wildfire podcast on insurance and wildfire mitigation

Wildfire season is here. California needs to fight back smarter

Study for the Town of Paradise on resilient rebuilding

Helping Paradise, CA rebuild (video)

Catastrophe models for wildfire mitigation: Quantifying credits and benefits to homeowners and communities

Use of catastrophe models in California homeowners ratemaking formula

Preparing for global wildfire risk: What can other countries learn from Australia’s “Black Summer’?

Wildfire catastrophe models could spark the changes California needs

The California wildfire conundrum

Wildfire: An Issue Paper - Lessons Learned from the 2017 to 2021 Events
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https://www.pbs.org/video/the-insurance-industry-cant-weather-another-wildfire-season-5q4yvw/
https://www.milliman.com/en/video/wui-data-commons-wildfire-resilience-data-transparency
https://bit.ly/3OT2i2t
https://allthingswildfire.com/ep-20
https://www.sfchronicle.com/opinion/openforum/article/Wildfire-season-California-fire-17337351.php
https://www.milliman.com/en/insight/town-of-paradise-california-resilience-challenge
https://players.brightcove.net/5716634434001/YaL1J8g8di_default/index.html?videoId=6314731086112&_cldee=EysPUOhHuMgyC6FAhbNq_-UZo2D3VRMsUyT2uWxvwvZD033mWbFcBFo4_I-oHhlR&recipientid=contact-37110438bddee2119b55b4b52f67d674-de9e18d79c004f308ae9f2bc98acd780&esid=9dce572f-218d-ed11-81ac-6045bd038b15
https://www.casact.org/sites/default/files/2022-10/RP_Cat_Models_for_Wildfire_Mitigation.pdf?utm_source=Website&utm_medium=LP&utm_campaign=WFM
https://www.apci.org/attachment/static/7183/
https://www.milliman.com/en/video/Webinar-Global-wildfire-resilience-Australias-journey-and-what-it-could-mean-for-the-US
https://www.milliman.com/en/insight/wildfire-catastrophe-models-could-spark-the-changes-california-needs
https://us.milliman.com/en/insight/the-california-wildfire-conundrum
https://www.actuary.org/sites/default/files/2022-02/Wildfire.2022_.pdf
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