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About This Discussion Summary

On January 7, 2025, the Palisades Fire ignited in the Santa Monica mountains, driven by
hurricane-force Santa Ana winds. Just hours later, the Eaton Fire ignited in Altadena. In total,
both fires burned over 37,000 acres and destroyed over 16,000 structures. Combined, the fires
were the second-deadliest and second-most destructive fire in California, superseded only by the
2018 Camp Fire.! The fires hit an already fragile residential insurance market in the State and
raised concerns about the implications of increasing wildfire risk on insurance markets and the
role that insurance can play in mitigation and resilience. The fires also raised questions about
how best to resolve the litigation and other disputes that inevitably arise from events of this
magnitude.

In response, the RAND Feinberg Center for Catastrophic Risk Management and
Compensation and the RAND Institute for Civil Justice convened a day-long discussion with a
broad array of stakeholders at RAND’s Santa Monica headquarters to discuss the implications of
the wildfires on insurance, compensation, and mitigation. The goal of the discussion was to share
perspectives and identify barriers to well-functioning insurance and compensation systems and
potential strategies for addressing them. This discussion summary highlights the key themes that
were raised and provides the authors’ ideas for research and analysis that could help improve the
institutions and systems for addressing growing wildfire risk.

Feinberg Center for Catastrophic Risk Management and Compensation

The Feinberg Center, part of the Justice Policy Program within RAND Social and Economic
Well-Being, seeks to identify and promote laws, programs, and institutions that reduce the
adverse social and economic effects of natural and manmade catastrophes by improving
incentives to reduce future losses; providing just compensation to those suffering losses while
appropriately allocating liability to responsible parties; helping affected individuals, businesses,
and communities to recover quickly; and avoiding unnecessary legal, administrative, and other
transaction costs.

Questions or comments about this report should be sent to the project leader, Lloyd Dixon
(dixon@rand.org). For more information about the Feinberg Center, see www.rand.org/well-
being/justice-policy/centers/catastrophic-risk-management.html or contact the director at
ccrme(@rand.org.

! California Department of Forestry and Fire Protection, “Top 20 Most Destructive California Wildfires,” April 3,
2025.
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Institute for Civil Justice

The RAND Institute for Civil Justice (ICJ) is dedicated to improving the civil justice system
by supplying policymakers and the public with rigorous and nonpartisan research. Its studies
identify trends in litigation and inform policy choices concerning liability, compensation,
regulation, risk management, and insurance. The Institute builds on a long tradition of RAND
research characterized by an interdisciplinary, empirical approach to public policy issues and
rigorous standards of quality, objectivity, and independence. ICJ research is supported by pooled
grants from a range of sources, including corporations, trade and professional associations,
individuals, government agencies, and private foundations. All its reports are subject to peer
review and disseminated widely to policymakers, practitioners in law and business, other
researchers, and the public. The ICJ is part of the Justice Policy Program within RAND Social
and Economic Well-Being. For more information, email justicepolicy@rand.org.
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operation of RAND Social and Economic Well-Being.
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After the Los Angeles Wildfires: Implications for Risk Mitigation,
Compensation, and the Insurance Market

Introduction

A well-functioning residential insurance market is important for numerous reasons. Insurance
can improve household well-being by enabling homeowners to transfer risk to insurers and
protect their largest asset. A well-functioning insurance market promotes the real estate market
by enabling buyers to obtain the mortgages they need to finance home purchases. It also provides
the resources needed to rebound from disasters and can provide pricing incentives to mitigate
risk and to avoid certain risky areas altogether. Finally, the cost and availability of coverage has
implications for household budgets and is an important consideration for home builders in
deciding what and where to build.

California’s residential insurance market was already under stress prior to the Palisades and
Eaton fires that ignited on January 7, 2025. Since the devastating wildfires in 2017 and 2018,
insurers had been pulling back from the California market. Major insurers had been declining to
write new policies and renew existing ones.? The California FAIR Plan, the state-mandated
insurer of last resort, had been growing rapidly.? Insurers were requesting considerable rate
increases from the California Department of Insurance (CDI) and reforms in the rate approval
process. The January 2025 wildfires only added to the strain, amplifying concerns about the
prospects for the residential insurance market. The fires also raised concerns about the disputes
and litigation that inevitably arise from events of this magnitude and whether existing institutions
and mechanisms are able to resolve them.

To assess the situation and identify reforms and programs that could support the California
residential insurance system, the RAND Feinberg Center for Catastrophic Risk Management and
Compensation and the RAND Institute for Civil Justice brought together a diverse set of
stakeholders on March 20, 2025. Attendees included insurers, reinsurers, insurance trade
organizations, consumer groups, environmental groups, principal consultants for the California
State Assembly and Senate insurance committees, builders, financiers, plaintiff attorneys,
defense attorneys, judges, utilities, and insurance and mitigation experts (see Appendix). The

2 Carbonaro, Giulia, “These California Insurers Cut Policies Before Devastating Wildfires,” January 9, 2025.

3 The FAIR Plan provides limited coverage for properties that meet basic upkeep standards. The number of FAIR
Plan policies increased from approximately 115,000 in 2017 to 574,000 in March 2025. See California FAIR Plan,
“Key Statistics and Data,” undated, and Dixon, Lloyd, Flavia Tsang, Gary Fitts, The Impact of Changing Wildfire
Risks on California’s Residential Insurance Market, August 2018, p. 36.



conversation was conducted under Chatham House rule,* and was divided into four sessions that
addressed the following questions:

Is California on track to restore the health of the residential insurance market?

Is a public insurance or reinsurance program needed?

What role can insurance play in incentivizing safer buildings and reducing wildfire risk?
Are special procedures needed to address the insurance claims and litigation arising from
the January 2025 wildfires?

In the remainder of this paper, we summarize the key observations, barriers to performance,
and potential solutions for addressing them in each of these four areas. At the end of each
section, we also provide thoughts on the types of research and analysis that we believe would
help move policy forward.

Is California on Track to Restore the Health of the Residential Insurance
Market?

In this first session, participants were asked to share their perspectives on whether California
is on the right track to restore the health of the residential insurance market. The discussion
addressed whether changes were being made that would induce insurers to remain in and invest
in the market. It also addressed likely consequences for consumers if such efforts are successful.

Major Themes Raised During the Session

Diverging Interpretations of Measures of Industry Profitability

There were differing views on how to characterize the health of the insurance industry with
some arguing that the situation is not a dire as many claim. The discussion highlighted several of
the complexities that contribute to difficulty in interpreting the figures compiled by the National
Association of Insurance Commissioners (NAIC) on insurer profitability:

e Profitability for catastrophic risk such as wildfire can be highly variable from year-to-
year. Profits accumulated over many years can be wiped out by large losses that occur in
only a few.

e In years with large losses, insurers can cover losses with the surplus that have been
accumulated. There were differing views on how these drawdowns should be considered
in characterizing long-term profitability.

e Insurers are able to recover some of their claim payments from utilities that are found to
be responsible for the fire, but these recoveries only appear in NAIC data once they are
received. The recoveries can thus be spread over multiple years and take many years to
manifest.

4 Under Chatham House rule, «.. .participants are free to use the information received, but neither the identity nor
affiliation of the speaker(s), nor that of any other participant may be revealed” (Chatham House, “Chatham House
Rule” undated).



e Interest on the surplus insurers hold to cover potentially large claim payments can offset

underwriting losses.’

Also contributing to differing views on the health of the California residential insurance
market was the extent to which insurer returns on other lines of business in California (e.g. auto)
or on business in other states should be considered. While the discussion centered on industry
profitability, it was also argued that return on equity may be the best way to characterize industry
profitability because such a metric allows comparison with returns in the equity markets and
other industries.

Effectiveness of the Sustainable Insurance Strategy

The California Department of Insurance (CDI) has adopted its Sustainable Insurance
Strategy (SIS) to improve the ongoing health of the residential insurance market.® A number of
participants believed that the SIS is moving the insurance market in the right direction.

In order to find it attractive to do business in the state, it was observed that insurers need

e The ability to set premiums that adequately reflect the risk
e Manageable risk due to FAIR Plan assessments
e A rate approval process that is timely and professional.

The SIS is addressing the first need by planning to allow insurers to use wildfire models and
factor in the net cost of reinsurance in the rate approval process required by California’s
Proposition 103. Traditionally, insurers have been allowed to use past loss history to make the
losses projections used in the rate approval process but were not allowed to use wildfire models
that considered current conditions. A key problem with the traditional approach, as noted by
several attendees, is that past loss history will not reflect the increase in risk over time due to
climate change and does not reflect the distribution of all possible losses. In contrast, the new
strategy permits insurers to use models that reflect changing risk.

Another key issue is the cost of reinsurance. Reinsurance allows insurers to spread their risk
over a larger set of policyholders and across a much greater geographic area. Currently, insurers
are not able to include the net cost of reinsurance in their rate filings.” The SIS will allow them to
do so. Both changes (allowing catastrophe models and the cost of reinsurance) are expected to
improve the ability of insurers to charge rates that are adequate to cover the risk.

Although the Department is moving in the right direction according to a number of
participants, it was observed that it is not moving particularly quickly. The SIS was announced in

3 Underwriting profits are the difference between premium collected and the sum of claim payments and operating
expenses. Underwriting losses refer to negative underwriting profits.

6 California Department of Insurance, “Commissioner Lara announces Sustainable Insurance Strategy to improve
state’s market conditions for consumers,” September 21, 2023.

7 The net cost of insurance is the difference between the price paid for reinsurance and the expected annual payouts
from the policy, or in effect the amount insurers pay to transfer risk.



September 2023, and 18 months later insurers are still not able to make rate filings under the new
procedures. CDI is currently vetting the wildfire models,® and that process must be complete
before insurers can submit rate requests that factor in model results and the net cost of
reinsurance. The model vetting process is expected to continue through summer 2025.
Implementation of the SIS may also be delayed by legal challenges.’

The strategy also includes components that allow insurers to better manage the risk of FAIR
Plan assessments. Insurers are assessed if FAIR Plan claim payments exceed the Plan’s claim
paying capacity, and they are unable to incorporate this assessment risk into their rate filings.
Prior to the SIS, there was no clear statement regarding whether insurers would be able to pass
these costs on to their policyholders. In July 2024, Commissioner Lara announced that, with
approval of the Department, insurers would be able to pass 50 percent of the first billion dollars
in assessments on to policyholders and 100 percent of assessments exceeding $1 billion.'? This
change materially reduced the FAIR Plan assessment risk. However, the pass-through has been
challenged in court, creating uncertainty regarding whether and when it might be implemented.'!

As alluded to above, insurers must get approval from the CDI to change rates. Participants
expressed less confidence that the SIS will effectively reduce delays in the rate approval process.
Approval can take far longer than the 60 days envisioned when Proposition 103 was passed,
sometimes extending to years. The slow approval process can dissipate the benefit to insurers of
the requested rate increases, with additional increases needed by the time the original request is
approved. It was also pointed out that the slow rate approval process can delay efforts to reduce
rates when appropriate. An example was provided in which an insurer wanted to introduce
meaningful mitigation discounts into its rate structure but was frustrated by the long wait for
approval.

Consequences for Non-Insurer Stakeholders of Improving the Residential Insurance
Market for Insurers

The implementation of the new strategy likely means that premiums will rise, at least for
wildfire-exposed properties. One participant noted that homeowner premiums have risen 54
percent on average between 2015 and 2022, although the difference in increases for low and

8 See California Department of Insurance, “Insurance Model Advisor and Pre-Application Required Information
Determination Procedure” (undated).

? For example, Consumer Watchdog sent a letter to the California Office of Administrative Law in December 2024
objecting to an exception to California’s Proposition 103 that would allow the use of catastrophe models. See
Mellino, Ryan, “Insurance Commissioner Seeks to Avoid State Review of Regulation Permitting Insurers to Use
Secret Black-Box Models to Set Rates,” Consumer Watchdog, December 11, 2024,

10 California Department of Insurance, “Commissioner Lara continues bold insurance reform agenda with landmark
FAIR Plan modernization,” July 26, 2024.

" Mellino, Ryan, “Consumer Watchdog Sues to Stop Hundreds of Millions of Dollars in Unjustified Surcharges
from Being Imposed on California Homeowners,” Consumer Watchdog, April 15, 2025.



high-risk properties was not discussed. It was observed that the increase in rates was due not
only to the change in the underlying hazard but also to an increase in rebuilding costs, which is
compounded by demand surge following major incidents.

Participants identified multiple ramifications of these increases. Increases will create
financial distress for many households, which can result in more mortgage defaults. Both recent
homebuyers who strained to purchase a house in the first place and long-term homeowners with
modest incomes might not be able to keep their homes. It was noted that homebuyers should not
be affected by increases prior to the date of purchase or by future premium increases that are
expected at the time of purchase because such increases will presumably be capitalized into the
value of the property. However, current owners will see the value of what is typically their most
valuable asset decline, which could limit their options if they are forced to sell the property or
reduce transfers to heirs.!?

Rising rates can also create problems for builders. In particular, it was noted that affordable
housing projects in some areas may no longer be viable because of the limited ability to pass the
premium increase on to tenants. In addition, higher rates can cause the number of uninsured and
underinsured households to increase.

Areas for Research and Analysis

The discussion suggested several topics that would be fruitful for further research and
analysis:

e Review metrics of industry profitability and identify those most important to
industry behavior. Differing views on the profitability of the insurance industry suggest
the value of a document that explains the different measures of industry profitability and
the factors that should be considered when interpreting them. Also useful would be a
review of the measures most relevant to industry assessment of the attractiveness of the
California market, including underwriting profit, profit on insurance operations, and
return on equity.

o Exploration of the reasons for the slow CDI rate approval process. Identification of
barriers to timely rate approvals and strategies for removing them would be useful.
Relevant would be evaluation of the feasibility of setting pre-approved actuarial
assumptions that CDI would accept in the rate approval process and analysis of which
party should carry the burden that a proposed assumption is (or is not) reasonable.

e Examination of the impact of premium increases on household finances, property
values, and housing construction. Improving our understanding of which households
are being most affected by higher rates and the magnitude of the impacts will aid
assessment of whether assistance programs are warranted and how they can be best
designed. It would be useful to understand how increases affect the principal, interest,
taxes, and insurance (PITI) paid by homeowners as a percentage of income and how the

12 Current homeowners would in principle not see their property value decease to the extent that they expected the
premium increases when they purchased the property.



impacts differ across income and age groups. It would also be useful to understand how
the increases in the cost of insurance affect the financial viability of the residential
construction projects needed to ease the housing shortage in California.

Is a Public Insurance or Reinsurance Program Needed?

Although the SIS may result in a healthier market for private insurers, the result will be an
increase in rates, at least in high-risk areas. Some of the downsides of these increases were
identified in the previous section, prompting one to ask whether the government should assist the
private sector in covering wildfire risk. In this session, participants were asked to reflect on
whether a public insurance or reinsurance program is needed for wildfire risk in California and
more generally what type of public and private partnership would best take advantage of the
relative strengths of the public and private sectors.

Major Themes Raised During the Session

Advantages of a Public Insurance or Reinsurance Program

Some participants believed that a public reinsurance program should be considered. Such a
program, they argued, could provide reinsurance to the private insurers at lower rates than
offered by private reinsurers. Reducing reinsurance costs would allow insurers to offer
homeowners coverage at lower rates and offer better coverage, which could reduce the number
of uninsured and underinsured properties. A public reinsurance program could also smooth out
the volatility in private markets that can occur after major events and encourage new insurers to
enter the market.

A number of different precedents for government involvement were provided at both the
state and federal level. Precedents at the federal level include the Terrorism Risk Insurance
Program (TRIP), the National Flood Insurance Program (NFIP), the crop insurance program, and
the Price-Anderson Act for nuclear reactors. Precedents at the state level include the California
Earthquake Authority (CEA), the Florida Hurricane Catastrophe Fund (FHCF), and Florida
Citizens. These programs take different approaches but were all adopted in the face of the private
market’s perceived shortcomings in providing insurance for the relevant peril.

Several new approaches worthy of consideration were also identified. The possibility of
community-based insurance was raised. In this approach the community buys coverage on behalf
of all properties in its jurisdiction, which provides incentives for community-level mitigation and
can help reduce underinsured and uninsured properties. Financial programs might also be set up
at the state or federal level to assist the private market. For example, federal or state entities
might be formed to purchase catastrophe bonds from private insurers that would limit their



exposure to very large losses. The federal government might also offer excess-of-loss contracts
that are bid on by private insurers.'3

Drawbacks of a Public Insurance or Reinsurance Program

Drawbacks of public programs were also identified. Chief among them were subsidies and
cross-subsidies. The NFIP provides an example of a program where rates have not been adequate
to cover the risk, resulting in policyholders being subsidized by taxpayers. Public programs can
also introduce cross-subsidies among ratepayers that result in low-risk areas subsidizing high-
risk areas. In addition to raising equitable concerns about the desirability of regressive transfers,
such subsidies and cross-subsidies can reduce incentives to avoid or mitigate risk and can limit
the role private insurance is able to play in the market.'* Federal programs posed particular
concern for some participants because they can result in cross-state subsidies that result in
considerable subsidization of high-risk areas by low-risk areas. Limiting attention to state-level
programs, or perhaps to programs for groups of smaller states facing similar risks, can limit the
potential adverse consequences.

It was also observed that once a government insurance or reinsurance program is set up, it
can be very difficult to eliminate once it is no longer needed. Thus, as conditions change, either
because the underlying hazard declines or the private market is better able to address the risk, it
may not be easy to end the program. Continuation of an unnecessary program can drive out
private investment and limit consumer options.

Do Circumstances Warrant a Program Now?

Whether it makes sense to move forward with a public reinsurance program that addresses
wildfire risk in California depends on capacity and pricing of coverage in the private reinsurance
market. There were differing perspectives in the room on the current situation. Some observed
that reinsurance for California homeowner risk has become more expensive over the last several
years but that insurers have been able to navigate the rising costs, partly through efforts to
mitigate the risk in their portfolios. It was also noted that reinsurance usage by national insurance
carriers was low in the homeowners line and thus does not have a big impact on pricing and
availability of the ultimate coverage.

Others observed that the share of insurer losses absorbed by reinsurers is lower than it was 10
years ago and that reinsurance capital is not growing as fast as risk. As a consequence, it was
argued that reinsurance rates will not return to their 30-year norm even though there have been

13 Excess-of-loss contracts would cover claims over a specified threshold.

14 Although elimination of subsidies and cross-subsidies is desirable on economic efficiency grounds, it was pointed
out during the discussion that in some cases consumers support rate structures in which premiums are the same for
all policyholders, regardless of risk. For research on this topic, see Dixon, Lloyd and James Anderson, Public
Attitudes Toward Risk-Based Pricing and Risk-Sharing in Insurance, RAND, 2024.



some recent price declines in the reinsurance market. It was also argued that reinsurance is
important enough to the industry that if reinsurance rates fall, the ultimate rates paid by
homeowners will also fall.

The importance of carefully diagnosing the problem in the homeowners insurance market
before rushing to a potential solution was noted. Doing so reduces the possibility that the
intervention will do more harm than good. In this vein, some believed that the main problem
facing the residential market was a regulatory problem, not an inability to cover the risk. Thus,
some participants thought the most prudent course of action is to wait and see how the SIS plays
out before considering the need for a more aggressive government response. However, it was
also pointed out that diagnosing the problem facing the market is complicated by different
perspectives on the most important objectives for the homeowners insurance market.

Government Support for the FAIR Plan

Distinct from the issue of whether there should be public support for the overall California
homeowners insurance market is the desirability of more targeted support for the FAIR plan.
Some participants argued the inability of the FAIR Plan to underwrite provided justification for
such support.'> Possibilities raised included backing FAIR Plan bonds that would smooth out the
difference between premium income and claim payments and thus reduce the need for insurer
assessments. State provided reinsurance for the FAIR Plan was also mentioned.'¢ It was
cautioned, however, that the FAIR Plan should not be enabled to undercut the private market and
that a basic goal should be to depopulate the FAIR Plan.

Other Possible Government Roles

While public-private risk sharing was the focus of discussion, it was observed that other
potential government roles should be considered. For example, the public sector is well-
positioned to fund mitigation at the property, neighborhood, and landscape level. It might also
facilitate the development of a data commons that would help insurers better understand risk and
provide appropriate discounts. Such information could include detail on the construction
materials for each property, mitigation by the property owner and community to reduce risk, and
the extent to which mitigation efforts have been maintained. It was also argued that the design
and implementation of assistance programs to reduce the impact of rate increases on low-income
households is an appropriate government function. Participants noted that funding sources for all
such programs must be identified and that insurers will likely resist programs funded by
assessments on policyholders in the private market. Others observed that distributional impacts
of the funding sources should be considered. For example, mitigation measures funded through

15 The FAIR Plan is unable to underwrite in the sense that it must offer coverage to all applicants that meet basic
maintenance and upkeep requirements.

16 See California Assembly bill AB-226, introduced by Assembly Members Calderon and Alvarez, January 9, 2025,
revised March 5, 2025.



general tax revenues could result in subsidization of households in high-risk areas by those in
low-risk areas.

Areas for Research and Analysis

The discussion suggested several topics that would be fruitful for further research and
analysis:

e Investigate the cost and availability of private reinsurance for California fire risk.
An investigation of trends in pricing and availability of private reinsurance or other
instruments such as catastrophe bonds would provide insight into whether a public
reinsurance program could substantially improve market outcomes. Relevant to such an
analysis is the risk premium that private reinsurers charge for coverage.!” Also relevant
are projections regarding whether private markets will be able to keep up with the
potential growth in risk due to climate change and other factors.

e Explore designs for a residential insurance affordability program. Increasing
insurance premiums create challenges for some households. Rather than attempting to
reduce adverse impacts by introducing subsidies that lower rates for all households, there
are advantages of charging risk-based rates and targeting subsidies on the households that
need them. Design and evaluation of different criteria for providing assistance would
enhance understanding of the budget requirements of different approaches and the
benefits for households. Previous designs for a flood insurance affordability program
could be used as a starting point.'®

What Role Can Insurance Play in Incentivizing Safer Buildings and
Reducing Wildfire Risk?

Enabling insurers to charge the rates they need to continue serving the California market is
not enough to effectively address wildfire risk in California. Of critical importance is reducing
the risk in the first place, which should lead to premium reductions and relieve pressure on the
market. Insurance can create incentives to reduce risk: conditioning coverage on compliance
with specific mitigation measures creates incentives to take those measures as do premium
reductions for specific mitigation measures or sets of mitigation measures. In this session,
participants discussed the potential for insurance to provide incentives to reduce wildfire risk as
well as barriers to doing so.!’

17 By risk premium, we mean the excess of the policy premium over the expected annual loss and insurer operating
expenses for the coverage. The risk premium is driven by the cost of the capital insurers need to hold to limit the
probability that claims will exceed their claim paying capacity.

18 See, for example, Department of Homeland Security, An Affordability Framework for the National Flood
Insurance Program, 2018.

19 Wildfire risk can be decomposed into the wildfire hazard, exposure to the hazard, and the vulnerability of the
structures and infrastructure exposed to the hazard. Mitigation can address all three components.



Major Themes Raised During the Session

Improvements in Mitigation Science

Discussants observed that the mitigation of wildfire risk is more complicated than that for
many other hazards because action is needed at the property, neighborhood, and landscape level.
Reduction in wind and earthquake risk, for example, can focus on the individual structures
because the vulnerability of a particular structure is seldom affected by the vulnerability of
surrounding structures. Fire risk is different. Embers can travel miles, and the heat and flame
from one structure can ignite those around it. Thus, a few vulnerable homes can cause a whole
neighborhood to burn even if other homes in the neighborhood are built to modern fire-resistant
standards. And, it was noted that the characteristics of surrounding homes or landscape-level fuel
loads can be more important than anything done at an individual property level. It was also noted
that the major financial risk created by wildfire is not damage to homes scattered in the forest or
brush areas but rather conflagration in dense urban and suburban neighborhoods.

Despite the complexities of mitigating wildfire risk, there has been considerable progress in
wildfire and mitigation science. Builders now know how to build new communities that are
exceedingly fire resistant. It was asserted that no master-planned community constructed since
2010 has burned and that the homes that survived in the Eaton Fire burn area were much more
likely to have been constructed in recent years. Knowledge of how to build fire-resistant
communities has progressed to the point where it is now possible to build homes in the wildland-
urban interface that have very low vulnerability to wildfire. It was also asserted that an effective
way to mitigate the risk of older fire-vulnerable neighborhoods is to ring them with
neighborhoods constructed using the newest science. And, it was maintained that the additional
cost of constructing new communities to meet the more stringent fire standards is not large.

Although there is strong evidence that new communities can be built to be very fire resistant,
questions remain regarding whether already built-out communities can meet modern fire
standards. Compounding the problem is that it is much more expensive to retrofit a home or
neighborhood than to incorporate fire-resistant materials and designs in the first place.

Challenges Insurers Face in Offering Mitigation Discounts

Although insurance can in principle provide important mitigation incentives, some
participants argued that the current system is not working well in that regard. It was observed
that, even where homes comply with the Insurance Institute for Building and Home Safety
(ITIBHS) standards, there is no guarantee that a homeowner will be offered a policy or that
policyholders will see premium reductions for compliance with such standards. According to
some, policyholders are not seeing a return in terms of insurance availability or price for
property-level mitigation investments or the taxes they pay for neighborhood- or landscape-level
fuel reduction.
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Participants pointed to several factors that constrain the ability of insurers to offer mitigation

discounts:

Rates that are inadequate in the first place. If insurers are not able to charge rates that
cover the risk absent mitigation, they are not going to offer a discount if the homeowner
mitigates the property. What might occur instead is that coverage is just not offered for
homes that are not mitigated.

Limitations on the ability to model risk. As discussed above, wildfire risk depends on
property-, neighborhood-, and landscape-level factors and is complex to model. Some
underwriting tools, such as Fireline, can characterize surrounding terrain, vegetation
density, and proximity to a fire station, but do not recognize parcel-level or
neighborhood-level limitations. More sophisticated wildfire models can in principle
address all these factors, but questions remain about the validity of underlying data and
assumptions. This makes it difficult for insurers to have more than a very coarse
understanding of the effects of individual mitigation measures or sets of measures.

Lack of reliable data on property, neighborhood, and landscape characteristics.
While insurers might know a considerable amount about the properties they insure, they
might not know a great deal about the surrounding properties. It can also be expensive to
monitor compliance with mitigation measures. Doing so can be complicated by
homeowners who either do not fully understand what is required by a mitigation measure
or who attest that they have complied with a mitigation measure but have not actually
done so. For example, it can be challenging to convince homeowners to remove plants up
against their houses despite the fact that doing so significantly decreases wildfire risk.
Absent an enforcement or verification mechanism, many homeowners purportedly falsely
claim that they have undertaken and/or maintained mitigation measures. Insurers also do
not want to police their customers. Adding to the challenge is the difficulty of keeping
track of forest thinning and brush clearance and parametrizing the effect on fire hazard.
That said, an opposing view questioned whether insurers actually lacked the needed
information and noted that insurers could request updated information at policy renewal.
Poor communication channels between insurers and communities. Insurers do not
have effective mechanisms for communicating with communities regarding the types of
mitigation measures at the neighborhood or landscape level that could lead to premium
reductions. Similarly, there is no easy way for communities or regions to find out how
mitigation measures under consideration would affect insurability or rates. The uncertain
benefit of becoming a Firewise community was provided as an example here.?’

Challenges on the Demand Side

Challenges on the demand side of the market compound the challenges insurers face on the

supply side in providing effective incentives to reduce risk. One participant described a program

that offered 20 percent rate discounts if the policyholder adopted a certain set of mitigation

20 Firewise USA is a program led by the National Fire Protection Association (NFPA) and supported by CAL
FIRE’s Community Wildfire Preparedness & Mitigation Division. The program “offers a structured approach for
communities to enhance their wildfire resilience in California. This initiative promotes collaborative efforts among
residents, local fire departments, and other key stakeholders to bolster the fire resistance of homes and
surroundings.” As of May 19, 2025: https://readyforwildfire.org/prepare-for-wildfire/firewise-communities/
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measures. However, there were no takers in the first year, and very few in the following year.
The example illustrated that financial mitigation measures can yield little in the way of results
and underscored the importance of better understanding what prompts customers to act.

A number of explanations were offered for why it is difficult to prompt consumers to act. For
some people, the difficulty of finding, scheduling, and overseeing a contractor outweighs the
potential reduction in insurance premiums. In addition, conflicting messaging from different
sources on what measures are effective creates confusion and uncertainty regarding how to
proceed. One participant noted that policyholders can get very upset if the insurer requires more
mitigation than other authorities. Expectations that premium reductions should cover the full cost
of the mitigation were also identified as a factor discouraging action. In the view of some, such
expectations are unrealistic and raise the need for the other parties that benefit from mitigation to
contribute to the mitigation costs (such as state or federal agencies that would ultimately spend
less on disaster aid or local communities that receive higher bond ratings). Exacerbating the
problem, policyholders may not factor in the inconvenience and disruption associated with a
disaster that cannot be reimbursed by insurance even if the home is fully covered. Finally, the
mismatch between the one-year term of an insurance contract and the extended period over
which mitigation measures pay off was thought to create hesitancy for some policyholders. The
possibility that an insurer could decide to drop a customer after one or two years, even if they
had invested in mitigation, can discourage action.

Potential Solutions to Enhance the Role of Insurance in Incentivizing Mitigation

During the course of the conversation, a number of suggestions were made that could
improve the ability of insurers to incentivize mitigation:

e Multi-year insurance policies that better align the term of the insurance policy with the
term over which mitigation benefits accrue

e Data repositories that insurers and others can use to better characterize property,
neighborhood, and landscape risk

e Better alignment of the messaging across different authorities on the types of mitigation
that are most effective in different settings

e Setting up a mechanism for inspecting properties and verifying the adoption and
maintenance of mitigation measures

e Increase appreciation for the notion that only the adoption of a broad set of mitigation
measures may lead to meaningful risk reduction and that piecemeal adoption of
mitigation measures may not

e Do not require insurers to offer discounts for individual mitigation measures if the
science only supports the effectiveness of packages of measures

e Improve the ability of insurers to charge rates that fully reflect risk.

It was also recognized that it may be necessary to rely on regulation to prompt people to take
appropriate mitigation measures. Premium reductions may not be enough because people often
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do not consider all the consequences that result from their failure to act. In this view, markets

have a role in changing behavior, but so do governments.

Areas for Research and Analysis

The discussion suggested several topics that would be fruitful for further research and

analysis:

Summarize the mitigation discounts offered by California insurers. It would be
informative to use the rate applications filed with CDI to characterize the types and
amount of mitigation discounts that are offered. Detailing the types of mitigation that
qualify for discounts and the amounts offered would allow comparison with findings
from wildfire and mitigation science. It can also provide insights into the effectiveness of
building codes and land-use regulations and the potential for well-enforced codes and
standards to reduce the vulnerability of the built environment.

Better understand the capability of wildfire models to evaluate the impact of
mitigation. Better understanding of the current capabilities of wildfire models would
help better assess the limitations insurers face in designing rate schedules that incorporate
mitigation discounts and what types of modeling improvements should be prioritized.
Explore the benefits of setting up a data commons. A data commons could improve
the ability of insurers and other stakeholders to quantify risk and to project the impact of
mitigation. Property-level information on construction materials, defensible space, and
neighborhood and landscape fuel loads could be assembled, reducing the cost to insurers
and other stakeholders of developing such information on their own.?! Ongoing effort
would be needed to validate and update the information in the commons.

Examine factors that discourage consumers from taking mitigation measures.
Investigation of the factors that reduce consumer willingness to take mitigation measures
would help identify strategies for how to address them.

Develop a public wildfire model. The key assumptions and parameters underlying
commercial wildfire models are not public. Development of a public wildfire model
could help state and local governments prioritize mitigation investments and be used to
identify areas of disagreement with private models. Reasons for the disagreements could
help identify areas for further scientific research. Efforts to develop a public model might
be led by a group at a public university with funding from the state and participation from
a range of private and non-profit organizations.??

21 Milliman has examined the benefits of a data commons and what type of data would be useful. See Watkins,
Nancy, and SiewGee Lim, WUI Data Commons Phase 1: Stakeholder Interview Summary, Milliman, March 2024,

22 The CDI has convened a strategy group to recommend steps for creating a public wildfire catastrophe model. See
California Department of Insurance, “Public Wildfire Strategy Group” (undated).
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What Types of Disputes and Litigation are Likely to Arise Following the
Fires and Are Special Procedures Needed to Address Them?

Disputes and litigation are certain to arise after an event of the magnitude of the 2025 Los
Angeles fires. Resolving those disputes in an expeditious and efficient manner can speed
recovery, reduce legal and other transaction costs, and improve household welfare. In this
session, participants explored the types of disputes that might arise and whether special
procedures might be needed to resolve them.

Major Themes Raised During the Session

First-Party Claims Between Policyholders and Insurers

Smoke and dust can damage homes that survive in the burn areas as well as those outside the
burn area. It was observed that smoke and dust claims are prone to dispute in part because there
is no widely accepted view regarding when such claims are compensable. For example, smell
can be a subjective measure, and measurements of airborne particulates may not accurately
capture the amount of damage. Efforts to bring construction trades and technicians together to
develop a standard were noted but have so far proved unsuccessful. Adding to the complexity is
that dust can include asbestos, and coverage for asbestos abatement is typically excluded from
homeowners policies.

Disputes can also arise over the value of personal property, such as furniture, appliances, and
art damaged in the fires. It was noted, however, that many insurance policies include appraisal
clauses that are intended to resolve disputes. In the view of some, these clauses work well and
limit the number of disputes.

A third type of first-party litigation alleges that insurers have systematically misrepresented
structure replacement costs. Insurers in California are required to periodically offer policyholders
up-to-date estimates of replacement costs, and such litigation might allege, for example, that an
insurer used national estimates for replacement costs that are unrealistic for California. The result
could be that the policyholders purchase an inadequate amount of coverage. While such litigation
may be attempted, one participant was of the view that California appellate courts require the
plaintiff to plead very specific facts that the insurance agent or insurers misrepresented coverage
and thus believed that mass litigation around this issue is unlikely.

Other Litigation

Utilities in California are strictly liable if it is determined that their equipment started a fire.
Although it has not been officially determined that Southern California Edison (SCE) equipment
started the Eaton fire, participants thought such a determination was likely. Insurers can pursue
Edison to recover payments made to their policyholders (subrogation claims), and individuals
and businesses can pursue Edison for losses that were not insured or underinsured. It was
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observed that at issue in property damage cases is not whether SCE was negligent but rather the
amount of damages.?

Substantial litigation against government entities is also possible. For example, homeowners
can sue the Los Angeles Department of Water and Power for failure to provide an adequate
water supply and the Los Angeles Fire Department for inadequate fire response. It was observed,
however, that government immunities increase challenges to recovery for this type of litigation.

Options for Dealing with Large-Scale Litigation

Various approaches have been used in the United States for addressing large-scale litigation,
and three basic alternatives were outlined during the session:

e Traditional litigation. Leave it to the lawyers and courts to resolve the cases using
traditional legal procedures.

e “Litigation-lite.” Assign the cases to one California court as would be done in class
actions or bankruptcy. The court could then utilize procedures designed to minimize
delay, legal costs, and uncertainty. Such procedures could facilitate quick settlements that
might result in lower payments to plaintiffs but reduce legal costs and outcome
uncertainty.

e Avoid the courts. Insurers and other defendants such as SCE could set up private claims
facilities. Claims could be processed in an accelerated process under the supervision of an
independent administrator or mediator. Liberty Mutual took such an approach to resolve
claims following Hurricane Katrina when there were disputes regarding whether damages
were caused by wind (and therefore covered by Liberty policies) or flood (not covered by
Liberty policies). It was noted that such facilities can have a high rate of participation.

There were a number of reactions to the different alternatives. First, it was noted that the Los
Angeles Superior Court (LASC) already has a robust process for complex litigation. Cases are
assigned to judges specializing in complex litigation and case management orders are
aggressively used to speed resolution. Some participants were of the view that the LASC system
works well with the vast majority of cases settled as opposed to tried.

Second, the approach selected should be tailored to the particular situation, and what option
makes sense depends importantly on the scale of the litigation. There was not a general sense
that the scale of litigation arising from the Los Angeles fires would warrant a special claims
resolution facility.?* There may well be thousands of suits against SCE, and it was projected that
they will likely be resolved using serial mediation that will be time-consuming and expensive.
But as long as the parties are meeting milestones for the number of settlements, the judge will

23 Liability for bodily injury and other non-property claims is based on a negligence standard.

24 Although participants generally did not believe a special claim compensation program would be necessary for the
Los Angeles wildfires, subsequent to the RAND event, Southern California Edison announced its intention to launch
the Wildfire Recovery Compensation Program, a “voluntary, comprehensive claims program” that will be designed
to efficiently compensate Eaton fire victims (Edison International, “Southern California Edison Announces Wildfire
Recovery Compensation Program for Eaton Fire, Launching This Fall,” July 23, 2025).
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not schedule a trial. It was noted that such serial mediation was able to resolve all but a very
small percentage of cases in the prior Woolsey and Thomas fires.

One participant also noted that the characteristics of the likely claims make them less suited
to resolution through a claims facility. The claims will be very fact specific—depending on
estimates of the value of the particular structure and contents damaged or destroyed. There are
fewer advantages of mass resolution facilities in such circumstances.

Finally, the importance of evaluating the equity of the systems that address claims was
underscored. Households and businesses in the Eaton Fire area will likely be able to recover a
higher percentage of their losses than those affected by the Palisades Fire because a utility was
responsible for starting the Eaton Fire but not the Palisades Fire. In the view of some, whether
and how such inequities should be addressed warrant consideration.

Areas for Research and Analysis

The discussion suggested several topics that would be fruitful for further research and
analysis:

e Track the litigation following the fires. Such an effort would be useful in identifying
any choke points in the process for resolving claims and whether alternatives to standard
procedures should be considered. Particular attention might be paid to smoke and dust
claims.

e Develop better guidelines regarding when smoke and dust claims are compensable.
The number of structures affected by smoke and dust and the vagueness of coverage
criteria underscore the importance of continuing efforts to develop more objective
coverage criteria.

e Evaluate insurer processes for providing replacement cost estimates for insurance
buyers. Better understanding of the processes used to develop estimates could help
identify any shortcomings of the current system and changes that could better inform
consumer coverage decisions.

e Evaluate the process for resolving claims against SCE. A large number of claims will
likely be brought against SCE, and evaluation of the time and costs needed to resolve
them as well as participant perceptions of the fairness of the process can help identify
changes that should be considered for future incidents.

Conclusion

The discussion addressed a number of important issues regarding insurance, compensation,
and liability following the 2025 Los Angeles wildfires, and it was valuable for parties with
different perspectives to gather in the same room and exchange information and perspectives.
The meeting identified areas warranting further discussion as well as topics that would benefit
from additional research and analysis. Such discussion and further analysis can help identify
regulatory reforms, public programs, and further scientific research that can reduce wildfire risk
and improve resilience following the wildfire losses that do occur.
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Appendix. Attendees

Table A.1 lists the name and affiliation of attendees.

Table A.1. Discussion Attendees?

Name

Affiliation

James Anderson
Jay Balagna

Sandra Barros-Lowy
Camille Biros
Christopher Bogart
Danielle Cagan
Sean M. Carney
Laurna Castillo
Anita Chandra
Karen Collins
William Courtney
Lisa Cowell Shams
Cat Cruz

Lloyd Dixon

Dan C. Dunmoyer
Christine M. Durham

Jeremy Eisemann

Kenneth R. Feinberg

Rex Frazier

Deborah E. Greenspan

Dana Guerin
Douglas Heller
William Highberger
Stephanie Holliday
Sarah Hughes
David Jones
Edmund C. Kenealy
Vicky Kidman
Bronwyn Koopman
Val Kostelnik

Director, RAND Institute for Civil Justice

Assistant Policy Researcher, RAND

Investor, Lowy Family Group

President & Treasurer, Strategic Settlement Advisors, Inc.

Chief Executive Officer, Burford Capital

Vice President, Communications & External Affairs, CSAA Insurance Group

Partner, Sidley Austin LLP

Senior Vice President, Western Insurance, Product Management, CSAA Insurance Group
Vice President and Director, RAND Social and Economic Well-being

Vice President, Property & Environmental, American Property Casualty Insurance Association
Executive Director of Development, RAND

Advisor, Lowy Family Group

Division Administrator, RAND Institute for Civil Justice

Director, RAND Feinberg Center for Catastrophic Risk Management and Compensation
President and Chief Executive Officer, California Building Industry Association

Senior Of Counsel, Litigation, Wilson Sonsini Goodrich & Rosati

Vice President, State Government Affairs & Assistant General Counsel, Reinsurance Association
of America

Founder and Managing Partner, The Law Offices of Kenneth R. Feinberg, PC; Trustee, RAND
President, Personal Insurance Federation of California

Partner, Blank Rome LLP

Producer, Epic Level Entertainment

Director of Insurance, Consumer Federation of America

Judge, Superior Court of the State of California for the County of Los Angeles

Director, RAND Justice Policy Program

Senior Policy Researcher, RAND

Director, Climate Risk Initiative, UC Berkeley Center for Law, Energy and the Environment
Executive Vice President & Deputy General Counsel, Enterprise Legal, Liberty Mutual Insurance
Counsel, State Farm Insurance Company

Vice President, State Management Lead, USAA

Table Rock Infrastructure Partners
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Peter Lowy
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Rob Moore

Jamie Morikawa

Frank Nutter
Kathleen O’Malley
Yona Rozen
Robin Rauzi

Jeff Sauls

Bethany Saunders-
Medina

Mark Sektnan
Brandon Seto
Brad Sherman
Sabrina Strong
Joe Thesing
John R. Tunheim
Anthony Vidovich
Dennis P. Wallace
Nancy Watkins
Aviva Wein

Roy Wright

Douglas Yeung

Judge, Superior Court of the State of California for the County of Los Angeles

Director, RAND Frederick S. Pardee Center for Longer Range Global Policy and the Future
Human Condition

Partner, Munger Tolles & Olson LLP
Principal, Lowy Family Group
Managing Partner, Table Rock Infrastructure Partners

Senior Vice President and Chief Legal Officer (Retired), State Farm Mutual Automobile Insurance
Company

Managing Partner, McNicholas & McNicholas, LLP
Director, Climate Adaptation Division, Natural Resources Defense Council

Associate Director, RAND Institute for Civil Justice; RAND Feinberg Center for Catastrophic Risk
Management and Compensation

President, Reinsurance Association of America

Chief Consultant, Committee on Insurance, California State Assembly
Deputy General Counsel, AFL-CIO

Commentary Editor, RAND

Head of Legislative Affairs, Farmers Insurance

Senior Policy Analyst, RAND

Vice President, American Property Casualty Insurance Association
Principal Consultant, Insurance Committee, California State Senate
Congressman, California’s 32nd Congressional District

Partner, O'Melveny & Myers

Assistant Vice President, Government Relations, USAA

Judge, United States District Court for the District of Minnesota
Global Head of Insurance Legal, American International Group, Inc.
Partner, Ahmuty, Demers & McManus

Principal, Consulting Actuary, Milliman

Assistant General Counsel, Johnson & Johnson

President and Chief Executive Officer, Insurance Institute for Business & Home Safety

Associate Director, Management, Technology, and Capabilities Program, RAND Homeland
Security Research Division

8An additional attendee who wished to remain anonymous also participated in the workshop.
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Abbreviations

CDI
CEA
FAIR
FHCF
[IBHS
LASC
NFIP
NFPA
SCE
SIS
TRIP

California Department of Insurance
California Earthquake Authority

Fair Access to Insurance Requirements
Florida Hurricane Catastrophe Fund
Insurance Institute for Business and Home Safety
Los Angeles Superior Court

National Flood Insurance Program
National Fire Protection Association
Southern California Edison
Sustainable Insurance Strategy
Terrorism Risk Insurance Program
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