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March 16, 2017

Daniel Goodell, Esq.
Assistant Chief Counsel
Nikki McKennedy, Esq.
Attorney IV
Emily Gallagher, Esq.
Staff Attorney
Rate Enforcement Bureau
California Department of Insurance
45 Fremont Street, 21st Floor
San Francisco, CA 94105

Via Email

RE: In the Matter of the Rate Applications of Farmers Insurance Exchange, Fire Insurance
Exchange, and Mid-Century Insurance Company, File No. PA-2016-00008

Dear Counsel:

Over the course of several months, Consumer Watchdog has raised serious concerns over
specific problems with the Farmers Insurance Exchange, Fire Insurance Exchange, and Mid-
Century Insurance Company (“Farmers”) rate applications, as well as the procedures followed by
the Department of Insurance. These concerns are discussed extensively in Consumer Watchdog’s
three letters dated November 11, 2016, February 10, 2017, and March 3, 2017.

To very briefly reiterate these concerns:

Proposition 103 requires that an insurance company file a complete rate application. (Ins.
Code § 1861.05(b).) However, Farmers intentionally filed an incomplete rate application
that did not include the required data for institutional advertising expenditures. While
Farmers belatedly filed this information with the Department, this does not remedy the
fact that the application was incomplete when filed and incomplete during the public’s
45-day period to review and challenge the application. (See Ins. Code § 1861.05(c).) This
defect can only be cured by re-noticing a compliant application.

Proposition 103 requires that information filed in a rate application be disclosed to the
public. (Ins. Code § 1861.07.) The required institutional advertising data was never made
available to the public. The Department’s failure to comply with the provisions of
Proposition 103 severely undermines the public’s ability to monitor and challenge
insurance companies’ applications to change their rates. This defect can only be cured by
publicly disclosing the information and re-noticing a compliant application.
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Proposition 103 requires that the Insurance Commissioner grant a consumer
representative’s request for a hearing if the insurance company has applied for a rate
adjustment that exceeds 7% of the then applicable rate for personal lines. (Ins. Code §
1861.05(c).) One of the Farmers affiliates, Mid-Century Insurance Company, requested
an overall 7.3% increase to its homeowners line, and a hearing on this rate change is
mandatory absent agreement by all parties or withdrawal of the application. Failure to
notice a mandatory hearing in this matter is a violation of Proposition 103, depriving the
public of its right to contest, in public and before an administrative law judge, Farmers’
application.

To date, the Department has failed to properly address these violations of California law.

It is Consumer Watchdog’s understanding that Farmers and the Department will agree to an
overall rate change of 4.5% (with changes by policy form at or below 6.9% for HO-3, at or
below -40.6% for HO-4, and at or below 3.2% for HO-6). Consumer Watchdog has determined
that it cannot join this settlement due to the serious procedural violations of Proposition 103 that
have taken place in this proceeding as outlined above and in our prior letters.

That said, for the purpose of resolving this filing only and in order to expedite the proposed rate
decreases, Consumer Watchdog agrees that it will not seek reconsideration or judicial review of
any final order or decision to be issued in this proceeding, In the Matter of the Rate Applications
of Farmers Insurance Exchange, Fire Insurance Exchange, and Mid-Century Insurance
Company, File No. PA-2016-00008, approving an overall 4.5% rate increase. Consumer
Watchdog expressly reserves its right to challenge, in future administrative or civil proceedings,
the violations of Proposition 103 described above.
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