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THURSDAY, APRIL 10, 2025
10: 08 a. m

THE COURT: Good norning. M nanme is Karl-Fredric
Seligman. | amthe Adm nistrative Law Judge presiding
over this matter. Today is Thursday, April 10th, 2025,
and we're here on our third day of the evidentiary hearing
on the stipulation of the matter of State Farm CGeneral
| nsurance in cases PA-2024-00011, 00012, and 00013.

Wth that, I will start w th appearances,
starting wwth State Farm CGeneral, please.

MR TETI: Yes, Your Honor. Jordan Teti w th Hogan
Lovells for State Farm General

V5. VEELLI NGTON:  Kat herine Wellington with Hogan
Lovells for State Farm General

MR. MADDI GAN:  Good norni ng, Your Honor.

M chael Maddi gan with Hogan Lovells for State Farm
Gener al .
THE COURT: Thank you.
And t he Departnent, please.
M5. McKENNEDY: Good norning, Your Honor.
Ni kki McKennedy for the California Departnent of
| nsur ance.

MR, MONTGOVERY: Duncan Montgonery for the Departnent
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of I nsurance.
THE COURT: Thank you.
And Consuner Watchdog, pl ease.
MR. PLETCHER: Good norning, Your Honor.
WIl Pletcher on behalf of Consuner Watchdog.
M5. PRESSLEY: Good norning, Your Honor. It's
Panel a Pressley with Consuner Wt chdog.
THE COURT: Good norning, once again, and thank you.
So we, yesterday, concluded with the
witness -- the last witness from State Farm CGeneral , |
believe, with the expectation that we woul d be turning
this norning to the Departnent calling its first wtness,
per haps the only w tness.
And is that still the plan, Ms. MKennedy?
M5. McKENNEDY: Yes, Your Honor. Wuld you like ne to
start with an offer of proof as to what Ms. Shaw s

testinmony will show?

THE COURT: Well, let's talk about that. W kind of
navi gated around the issue of the -- the objection with
the -- in connection with the notion in limne; also, in

the record, the objections as to both the RBC and the
standi ng objection on all financial information, which
woul d be largely attributable to nost of the testinony
fromall the w tnesses.

Sol'd like the tools to be assigned to the
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right -- the right purpose, ideally; but |I'mgoing to ask
Consuner Wat chdog what they -- what they're thinking and
the alternative to the exam nation

M5. PRESSLEY: Your Honor, | think that we were going
to proceed with cross-examnation, and, to the extent that
t hose i ssues cone up, it can be noted. | know we were
served with the Departnent's opposition to the notion on
the RBC i ssues with relation to the -- Shaw s testinony
and Appel's testinony, so we haven't read that yet.

THE COURT: Sure. That just cane in.

M5. PRESSLEY: Yeah.

THE COURT: So | think, like | said, it's better to
have the right tools for the right thing. |If | granted
the noti on and excl uded the evidence, then we'll|l be
| ooking nore to voir dire type approach with an offer of
proof. Even though this is admnistrative |aw and we can
kind of play with the tools, it's better if we |ine them
correctly.

And since you're prepared to handle it in that
manner, canme to the suggestions/rem nders that | nade
yesterday. Please try to be m ndful of keeping the record
as clear as we can.

W'l talk about that a little bit |ater before
we conclude today so that | can ask the parties to help in

maki ng sure that that happens, but as the presentation of
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evidence is going forward with the testinony, then we know
what parts of the transcript in the record that you're
obj ecting to.

M5. PRESSLEY: Gkay. Your Honor, so would you like ne
to make those objections as the testinony cones in? O at
t he begi nning of that?

THE COURT: Well, giving that -- giving Consuner
Wat chdog a standing objection as to financial information,
so | think that that's pretty broad, but that goes to
al nost everything, but I'mnore concerned with the RBC as
it's -- so that we don't have a problemw th discerning
that fromthe record.

M5. PRESSLEY: Ckay.

THE COURT: So | understand it, and |'ve repeatedly
said I'"'mgoing to continue to recognize it, and | wll
deal with it in the decision -- your concerns with regard
to that. | want to be able to know where in the record,
the long run, what subject to strike if | were to agree
with you. Rght. So | would rather us know where those
points are on that specific information.

M5. PRESSLEY: W can do that, Your Honor, thank you.

THE COURT: Ckay. So if you're going to object to
that, make it clean and what aspects of it dependi ng on
how t he questioning goes. And it would piece out in your

cross, of course. That's hel pful.
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kay. |Is there anything further on that? O
before we get underway with calling the w tness?

MR, MONTGOVERY:  Your Honor, did we wear out the |ast
court reporter? |I'msorry, do we have a new court
reporter?

THE COURT: Ms. Rodriguez, we're please to have here
today. As a remnder, this is the general ones, please
try to avoid cross-talk and not talk too quickly. She's
pretty good but -- if not excellent, for sure -- but we
want to make sure that she can lay the record down.

But, yes, welcone to the reporter.

THE REPORTER: Thank you.

THE COURT: GCkay. Wth that, you want to call the
W t ness, please.

M5. McKENNEDY: Yes, Your Honor. The Departnent calls
Ti na Shaw.

THE COURT: Make your way to the stand, please.

Ms. Shaw, | think you' ve been here a use of tines
during the presentation of evidence, but just as a
rem nder, please pause if you' re asked -- if there's an
obj ection or something comes up in connection with your
testinmony so | can nmake a ruling on that; and speak, you
know, at a noderate speed so the reporter, like | just
nmenti oned for everybody, can get everything.

You don't have to turn to nme. | can see you on
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the screen here nyself, so you can focus on counsel who's
aski ng you the questions.

Wth that, 1'mgoing to ask the reporter to put
you under oath.

(Reporter response)

THE COURT: 1'Il do it.

TI NA SHAW
Produced as a witness, and having been first duly sworn by
The Adm nistrative Law Judge, was exam ned and testified
as follows:

THE WTNESS: | do.

DI RECT EXAM NATI ON

BY Ms5. M KENNEDY:

Q Good norning, Ms. Shaw. Could you please state
your full nanme for the record.

A Ti na Shaw.

Q What position do you hold here at CDI?

A I'"'mthe chief actuary of the rate regul ation
br anch.

Q And what do you do in that role?

A | have a teamof 15 actuaries. W oversee the
top 20 California riders for personal auto and home owners

i nsurance. W enforce rules fromProp 103, neke sure that
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t he findings adhere to actuarial standards, and we al so
consult with the branch on actual matters.

THE REPORTER  Sorry. |Is your mc on?

THE WTNESS: Nope. |Is that better?

THE REPORTER: Yes. Thank you.

BY MS. M KENNEDY:

Q And | just want to nmake sure that the record is
clear. The last words you said were "actuarial matters;"
correct?

A Correct.

Q Not act ual .

Ms. Shaw, why are you here today?

A I"'mhere to testify and be an expert witness in
State Farmis interimrate request.

Q And what were you asked to do in this matter?

A | was asked to provide ny expert opinion.

Q Regar di ng?

A The State Farm Insurance rate request. Sorry.

Q No worries. Whuld you please provide a brief
description of your actuarial experience?

A Yes. |I'ma fellow of the property
casualty -- I"'msorry. Let ne start over.

I"'ma fellow of the Casualty Actuarial Society.
| have 30 years experience working in the industry, and I

have experience in different actuarial practice areas
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i ncluding pricing, reserving, capital nodeling, and
enterprise for risk managenent.

A large portion of ny career of 20 years was
spent at Farners |Insurance where | devel oped expertise in
financial risk managenent. | was often asked to quantify
material risk facing the organization and their inpacts on
sol vency surplus and sol vency.

In the course of that work, | often have to
project capital surplus levels and its -- their
relationship to the NAIC RBC, and a rating agency -- A M
Best and S&P -- capital requirenents in resulting
financial rating.

Q Thank you. On the witness stand, | saw you bring
sone papers up. Could you please tell us what those are.

A These are -- | have three docunents: | have ny
declaration, my curriculumvitae, and the nmaterials that |
relied on for ny anal ysis.

Q Thank you. And the Departnent marked | RH CDI -002
as your curriculumvitae; would you pl ease confirmthat
this is a current copy of your curriculumyvitae,

A Yes, it is.

Q And does it contain an accurate overview sunmmary
of your relevant actuarial experience?

A Yes.

Q And | ooki ng at your declaration, the Departnent

Kennedy Court Reporters, Inc.
800. 231. 2682

25



https://www.kennedycourtreporters.com

© 00 N oo o A~ W N

N N N N NN P B P R P PP PP
o b W N P O © 0 N O 00 A W N P O

has marked that as IRHCDI-001; is this a copy of the
decl aration you previously submtted in this natter?

A Yes, it is.

Q I's your testinony in this declaration truthful
and accur at e?

A Yes.

Q Did you intend this declaration to serve as your
direct testinony in this matter?

A Yes.

Q And do you adopt it as part of your expert
testi nony here today?

A Yes.

Q And | ooking at the materials you relied upon in
drafting your declaration, the Departnent has nmarked those
as | RHCDI-003; can you pl ease describe those materials
for the record.

A These are excerpts fromthe publicly avail able
annual statenent information; specifically, five-year
hi storical data, and also an exhibit fromState Farm s
nost finding from June.

Q Thank you.

Your Honor, | don't believe there are objections
to these exhibits, so the Departnent will nove theminto
evi dence.

THE COURT: Anything | need to hear in connection with
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t he readm ssi on?

MS. PRESSLEY: No, Your Honor.

MR. TETI: No, Your Honor.

THE COURT: There being none, they're received.

(Departnent's Exhibits | RH CDI-001 t hrough
| RH- CDI - 003 were received into evidence.)

THE COURT: If you would, please, repeat each of them
so the record is absolutely clear that we received them
because you -- m ght nunber.

M5. McKENNEDY: |IRHCDI-001 is a copy of Ms. Shaw s
expert declaration, IRHCDI -002 is a copy of Ms. Shaw s
current curriculumvitae, and | RHCDl -003 are the
materials that she relied upon in form ng her can expert
opi ni on.

THE COURT: Thank you. They are received.

M5. McKENNEDY: Thank you, Your Honor.

BY Ms. M KENNEDY

Q Ms. Shaw, are there any other materials that you
reviewed and relied upon in form ng your expert opinions
inthis matter?

A | reviewed State Farnmis filing fromJune -- all
of its supports. | also |looked at State Farni s annual
statenment information, and then conm ssioner's interim
rate order.

Q Are the materials in IRHCDI -003 the sane
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publicly available information that Dr. Appel testified
to using to calculate State Farnis RBC rati 0s?

A | believe so.

Q Did you review the RBC instructions in drafting
your decl aration?

A | did not.

Q Can you please turn to your declaration at
page 5. Starting on |ine 14 and proceeding through |ine

19, you referenced the RBC instructions; correct?

A Yes.

Q Way did you do that?

A It was for background and context.

Q Are you famliar with the RBC instructions?
A Yes.

Q When was the last tinme that you reviewed the RBC
i nstructions?

A | woul d say probably about 10 years ago.

Q That was before you cane to the departnent;
correct?

A Correct.

Q How di d you know how to cal cul ate the RBC rati os
in your declaration?

A In nmy previous experience as an actuary working
in financial -- the financial departnent, | was often

asked to | ook at any RBC.
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Q When was the first tinme you ever | earned about
RBC rati os?

A It was part of our exam nation process to becone
an associate or a fellow of the
Casual ty Actuarial Society.

Q So please don't take offense, but was that a
nunber of years ago?

A Yes.

Q Ms. Shaw, did you use any confidenti al
information at all to calculate your estimted RBC ratios
for State Farm General ?

A | did not.

Q Did you talk with anyone at CDI who's authorized
to look at confidential RBC reports or RBC plans or other
confidential RBC information in order to draft your
decl arati on?

A | did not.

Q Are the RBC ratios that you have calculated in
your declaration the same thing as the RBC instructions?
No.

Are they the sane thing as an RBC report?
No.

> O >

Q Are they the sane thing as an adjusted RBC
report?

A No.
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Are they the sane thing as an RBC pl an?
No.
Are they the sane thing as a revised RBC pl an?

No.

> O » O

Q Are RBC ratios that you cal cul ated the sane thing
as any statutorily required filing that an insurance
conpany is required to submt to its regulator?

A No.

Q Did you use the RBC ratios as part of a rate
making fornmula to determne State Farm General's interim
rate increase?

A No.

Q Did you use the RBCratios to determne the 17.0
interimrate increase?

A No.

Q What did you use the RBC ratios to do?

A | used the RBC ratio to provide context in
relating to State Farm s current surplus position.

Q Where did you get the 17.0 interimrate increase?

A It was provided to ne by ny counsel. |
understand that the offer cane from State Farm

Q Have you done an actuarial analysis of the
interimrate increase request by State Farm General under
the Prop 103 rate-nmaking regul ati ons?

A | did not.
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Q Why not ?

A | took a holistic approach in |ooking at the
interimrate request in ternms of State Farmis current
financial situation.

State Farmoriginally filed the Variance 6
filing, which they claimthat they' re already in financi al
-- their surplus had gone -- decreased to a | evel that was
alarmng to the Illinois Departnent of |nsurance that they
were on a conpany action plan. They needed to have a plan
to restore their capital so they could restore their
sol vency sufficiently.

Wth the LAwld fires in January, | understand
that their capital position had deteriorated further, and
now that -- their solvency position could be -- is in even
wor se position than when they first filed the June filing.

And, with that, in consideration, this -- the 17%
IS an energency stop gap neasure to nmake sure, along with
the surplus notes that the parent is offering, that State
Farm General can get to a soft landing. And the 17% I|ike
| said, is an energency rate request.

The Conmmi ssioner has ordered that the data, as in
QL 2025, could be submtted to the Departnent so that we
can fully bet all the details at the assunptions and the
nmet hodol ogy in the filing to nake sure that we keep State

Far m honest .
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And, to that process, if we find that the rate is
excessive, the rate will be required -- State Farmw || be
required to return the excess rate back to the
policyhol ders with interest.

Q So let nme just nake sure I'mclear. Are you
confortable recommending the interimrate increase, as
stipulated by State Farm General and the Departnent, even
wi thout all of the updated Quarter 1 2025 data?

A Yes.

Q Do you understand State Farm General to have
abandoned it's Variance 6 request?

A Not to ny know edge.

Q Are the Variance 6 request still in the rate
applications?

A Yes, it is.

Q So based on State Farm General's current
financial condition, as you've analyzed it, do you agree
that the Comm ssioner should grant the interimrate
i ncrease request subject to refunds with interest
followng the full rate hearing?

A Yes. That woul d be ny reconmendati on.

Q And that's based on the two nmain reasons you gave
before; correct?

A Correct.

Q I f the Comm ssioner does not grant the interim

Kennedy Court Reporters, Inc.
800. 231. 2682

32



https://www.kennedycourtreporters.com

© 00 N oo o A~ W N

N N N N NN P B P R P PP PP
o b W N P O © 0 N O 00 A W N P O

rate request, and everything el se stays the sane, what, in
your expert opinion, is likely to happen?

A So, currently, State Farmis surplus level is in
the very alarmng |low position. And so, in the industry,
sonetines we | ook at lines that are prone to catastrophes,
hi gh-risk portfolios to have a premumto-surplus ratio
about one-to-one.

So, today, State Farnmis net would accrue about $3
billion. So if you apply the one-to-one rule, they should
have about $3 billion in surplus. M best estimate right
now, with the surplus levels, is somewhere between $600
mllion and a billion dollars.

You know, if you flip that equation around, that
nmeans, today, they're really only -- should be only
supporting $600 nmillion to a billion dollar book of
business. And so this is very troubling to ne because we
want to keep State Farmin the marketplace to continue
of fering insurance to policyholders. |If they're not able
to, then, | think, we would really disrupt the entire
mar ket pl ace.

Q Wiy is that?

A Wll, there are a few scenarios, right.

Consuners wll, potentially, could be non-renewed, in
whi ch the case would have a fair plan. And, as |

understand, fair plan offers a limted policy; they only
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cover the fire bill

Custoners woul d have to get another difference in
condition policy to cover the other parallels -- water,
theft. And so, typically, what we -- what | know, based
on ny, you know, based on ny experience, is that that
policy with the waparound is nuch higher than potentially
the 17% that the custoner will be charged by State Farm

You know, if and when the custonmer can -- does

not like the 17%-- can find other i nsurance in the

mar ket place. | think that's another scenari o.
But given what |'ve seen -- all the rate calls,
all the rate find that cone into ny office -- whenever

there's a rate increase that we process, the second
guestion that we ask is, you know, "Wuld you be opening
to have your book to writing in business?" And so far, we
haven't had any takers. So based on that, we know t hat
the California honeowners market is currently in a crisis.
Q In your opinion, is it appropriate as an actuary
to consider a conpany solvency or financial condition when

eval uating rate request?

A It depends.

Q And what --

A Sorry.

Q That's okay. Wat does it depend on?

A So when a conpany cones to us with a variance
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request, and | think there may be three in our statute,
then that's sonething that we would take into
consi derati on.

Q And, just to be clear, | think you neant in our
regulation; is that correct?

A Yeah.

Q And for the record, just so the Judge can find it
|ater on, this is Title 10, California Code of
Regul ati ons, Section 2644.27; correct?

A Correct.

Q And do you happen to know the provisions in
Section 2644.27 that allow a variance fromthe rate-naking
formul a based upon sol vency or financial condition?

A | believe those are Variance 5, 6, and 10.

Q And al so, just to explain, what is a variance to
the rate-nmaking fornula. Wat do |I nean by that?

A It's the insurance conpany's request to deviate
fromthe rules that are required in our regulation.

Q So a conpany can request a variance fromstrict
application fromthe Prop 103 rate-maki ng regul ati ons due

to solvency or financial condition concerns; is that

correct?
A That's correct.
Q O her than RBC ratios, are there other ways to

nmeasure a conpany's sol vency?
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A There's no strict ways to nmeasure that. | think
we can use a rule of thunb to gauge where the conpany
would like to hold capital, but there is no other neasure.

Q And to be clear, the rule of thunb is the
prem umto-surplus one-to-one ratio you previously
mentioned that's appropriate for catastrophe lines; is
that correct?

A That's correct.

Q Are IRIS ratios a sufficient way to neasure
sol vency, in your opinion?

A IRRS ratio is an early -- is an early warning
test. It's atrend test to neasure fromyear-to-year
progress. And if the ratios goes sideways, that's when
regul ators take note, but it's not a definitive answer in
terns of the conpany's financial solvency position.

Q Thank you. Ms. Shaw.

Your Honor, the Departnent is concluding its
di rect.

THE COURT: Ckay. Thank you very much. And | really
appreci ate sone of the detail that you included in your
guestioning in order to help us understand sone of those
key points.

Are you -- is State Farm General planning to ask
this witness what questions before | turn to

Cross- exam ni ng.
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MR TETI: W do not have any questions at this tine,
Your Honor.
THE COURT: Ckay.
So Consuner Watchdog, are you ready?
M5. PRESSLEY: Yes. W're ready, Your Honor.
THE COURT: Al right. Very good. Please proceed.
M5S. PRESSLEY: Thank you.

CROSS- EXAM NATI ON

BY MS. PRESSLEY:

Q Good afternoon, Ms. Shaw.

A Good nor ni ng.

Q Good nor ni ng.

THE COURT: It was planned for the afternoon. That's
probably why --

M5. McKENNEDY: That was her honesty test, right, Your
Honor .
BY MS. PRESSLEY:

Q It feels |Iike afternoon.

So you gave a little bit of your background. |'m
just going to ask you a few questions to get a little nore
i nformation on that.

So prior to working and becom ng enpl oyed by CDI
in 2024, you worked for Farmers |nsurance G oup from about

2001 to 20237
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A That's correct.

Q And what was your position in those years?

A | had several positions with the conpany. |
started in the reserving departnent, then | noved to a
newy created capital nodeling financial analysis unit,
and then | -- when | left Farnmers, | was a chief-risk
of fi cer overseeing enterprise risk managenent for the
or gani zat i on.

Q Ckay. And you al so worked as an actuary for
Farnmers during the years 1995 to 1998?

A That's correct.

Q Did any of your work at that time wth Farners

i nvol ve contact with the California Departnent of

| nsurance?
A No.
Q Did you ever testify in any admnistrative or

civil proceedi ngs on behal f of Farners?

A No.

Q Did you ever advise Farners on any positions it
may have taken in any rul emaki ng proceedi ngs regardi ng CD
regul ati ons?

A No.

Q On behal f of any other insurers, did you take
any -- did you advocate for any rul emaki ng anendnent s?

A No.
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Q And, since working with the CDI, have you worked
on any Farners' filings?

A No, | have not.

Q And in your capacity as Chief Actuary of the CDI,
have you advised the CDI on any anendnents to the prior
approval rate regulations -- specifically regarding the
al | owance of reinsurance in rate making?

M5. McKENNEDY:  (Obj ection, your Honor.

This is going to get into internal deliberations,
privileged information, and it's not relevant to this
pr oceedi ng.

THE COURT: Can | ask you where you're goi ng,

Ms. Pressley?

MS. PRESSLEY: Sure, Your Honor.

| believe that as we've tal ked about in the issue
with Ms. Watkins, I'"mjust trying to figure out --

M5. McKENNEDY: [It's also beyond the scope of the
di rect exam and the direct testinony.

THE COURT: Ckay. Let nme hear what she has.

MS. PRESSLEY: Sure.

There has been testinony in this proceedi ng about
the cost of reinsurance and whether that's appropriate in
terns of the cost that State Farm has been paying, so |I'm
just trying to get sone background whether this witness is

famliar with reinsurance i ssues and has worked on those
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internally with its work.

M5. McKENNEDY:  Your Honor, she's not entitled to find
out what this witness has worked on internally at the
departnent. |If she wants to ask the witness if she has

specific reinsurance information with respect to this

interimrate proceeding, that will be an appropriate
guesti on.
THE COURT: | think it's fair that she asked about

her, very generally, whether she's got experience or
exposure to those. So I'mgoing to allow that at first,
and we'll see whether you still have concerns.

MS. M KENNEDY: | do have concerns, but let's go
ahead, Your Honor.

THE COURT: Well, she is proffered as the expert. So
let's see.

BY MS. PRESSLEY:

Q Do you have any experience since becom ng
enpl oyed by the CDI in working on reinsurance issues?

A | ampart of a teamat putting together the
rei nsurance regul ations.

M5. McKENNEDY: And, Your Honor, | would say that the
team-- the work done by the teamis covered by the
internal of deliberations process.

M5S. PRESSLEY: Your Honor, |I'mnot planning to ask

about -- specifics about what was discussed in the
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i nternal neetings.

THE COURT: Ckay. | understand.

MS. PRESSLEY: | can nove on.

THE COURT: If that was your point, | don't have a
problemwth that. It was overruled technically to all ow
that answer, but | didn't go further than that. So we
didn't get that far
BY MS. PRESSLEY:

Q Ms. Shaw, do you have any degrees,
certifications, or professional affiliations in finance?

A No.

Q Ckay. So noving on to preparation of your
decl arati on.

At any time, when you are preparing your
decl aration, did you perform an independent rate

i ndi cation cal cul ati on under the standard ratenaking

fornmul a?
A No.
Q So did you review State Farm's nmaxi num perm tted

rate indication of 21.8% And that's supporting Exhibit 9
submtted on SERFF in February -- | think it was February
5th in SERFF.

A | |1 ooked at the docunent.

Q Have you testified in your declaration that the

21.8%rate is actuarially sound?
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A The 21.8 is part of an enmergency interimrate
request, and | think the Comm ssioner has ordered the full
data as of QL 2025 be submtted so that we can | ook at
that re-filing init's entirety at a rate hearing.

And | think I'"'mgoing to have to say if that rate
is found to be excessive, we'll have to -- State Farmw ||
be required to refund it, plus interest.

M5. McKENNEDY:  Your Honor, related objection that the
decl aration speaks for itself.

BY M5. PRESSLEY:

Q So it's your opinion, Ms. Shaw, that in order to
perform your own independent cal cul ati on of the maxi num
permtted earned prem um you would need a fully updated
rate application, including data through first quarter of
20257

A As part of the -- sorry. As part of the ful

rate hearing rule, we wll be |looking at the Ql data.
Yes.
THE COURT: [|I'mgoing to stop you for a nonent.
Sol didn't really -- there was no answer to
whet her or not -- it was the actuarial question, and then

an objection. So is there a yes or no as to whether or
not there was a -- you consider it's actuarially sound?
If you can repeat -- go back to the question.

VMS. PRESSLEY: Sure, Your Honor.
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BY M5. PRESSLEY:

Q The question was: Have you testified or do you
believe that the 21.8% rate indication is actuarially
sound?

THE COURT: And | think that -- Counsel, was that when
you rai sed your concern that was the decl aration spoke for
itself? O was it there after?

You're respective. W got a narrative answer.

Was that satisfactory, Counsel? You noved on.

M5. PRESSLEY: | would like a yes or no to that
guesti on.

M5. McKENNEDY:  Your Honor, if | may. Just for the
record, the reason why | nmade the rel ated objection about
the declaration is | think the declaration focuses on the
17.0, not the 21.8% So that's part of nmy concern -- that
it's msstating the declaration.

THE COURT: Ckay. On redirect, though, you can pick
up to clarify that. And if she's sinply asking whether or
not there was, you know -- | don't want to speak for the
witness. It seens |ike she can answer that question.

M5. PRESSLEY: Yes. Your Honor, | would just explain
that in her declaration, she does start with an anal ysis
that the starting point is the 21.8% and then she
expl ai ns how she got fromthere to the --

THE COURT: It's a fair question. You can ask it.
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BY M5. PRESSLEY:

Q | would just like to know if you do believe that
21.8% rate increase was actuarially sound?

A It may be actuarially sound. W' |l have to wait
for the the Quarter 1 data is avail abl e.

Q And you indicated that you did | ook at the
information that was submitted with the interimrate
request on February 5th that included the rate tenpl ates
showi ng those cal cul ati ons and the Exhibit 9s?

A Yes. | looked at it.

Q Do you agree that State Farm s cal culation, with
the cat load in that rate tenplate then the conpany in
Exhibit 9, is actuarially sound and conplies with the
regul ati ons?

A | think the -- | think State Farm made a
prelimnary showing that the LA wildfire was catastrophic.

Q Have you done your own cal cul ati on of the
appropriate cat load in comng to your opinion about the

appropriate interimrate?

A No. | wouldn't think it was necessary.
Q So in your opinion, in comng to the concl usion
to agree upon this 17.8%-- I'msorry, 17%rate hike

that's in the April 4th supplenent to the stipul ation,
have you performed any cal cul ation to perform an opi ni on

on whether that 17%is either at or bel ow the maxi num
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permtted rate indication based on your independent
anal ysi s?

A My review -- oh, I'msorry. | didn't nean to cut
you off, Ma' am

Q | just -- to clarify -- under the standard
rat emaki ng fornula w thout any vari ance.

A | looked at the 17%in the context of the
situation that State Farm has conme to us that their
surplus is at a dangerously |ow | evel.

Q Ckay. So that's a no? You did not do an
analysis to see if the 17%is bel ow the maxi nrum permtted
under the prem um-- under the fornula?

A | did not perform an i ndependent anal ysis.

Q Ckay. So it'd be fair to say you al so haven't
done any analysis to show that another nunber -- I'll just
choose 9% for exanple -- would be sufficient to ensure
that State Farmremains financially stable?

A | have not, and I"'mwaiting for the QL data to be
avai |l abl e.

Q kay. So would it be fair to say that your
analysis started with State Farnis cal culations -- the
21.8% -- and then you made sone reductions to get to the
179%®

A | indicated | didn't cone up with the 17% It

was given to ne by ny counsel.
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Q You referenced Variance 6 -- the solvency
variance -- in your declaration at paragraph 7; have you
formed any opinion of whether State Farmqualifies for
Vari ance 67

A | think that finding is still under
review -- sorry.

Q kay. And it's to your understanding that State
Farm has not used or in any way invoked Variance 6 in
calculating the interimrate that it's seeking?

A In the current -- inthe interimrate, they did
not use Variance 6, but that's associated with the
Variance 6 finding. So this is only to show that, given
the LAwldfire, their experience -- their rate increase
still exist.

Q kay. So is your belief that the 17% as you
stated in your declaration, you believe that that's
fundanentally fair and reasonable. |[Is that opinion based
on any anal ysis of whether that indication is excessive or

i nadequat e under the maximum permtted rate fornul a?

A So if you were to take their surplus -- their
financial situation -- in context, given the rate that
they're charging today, they're in -- their surplus

position is very poor. Their solvency position is very,
very poor al so.

And so, | think, you know, one of the tenets in
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ratemaking is that rates can't be inadequate so the
conpany go out of business. So if you |look at fromthat
perspective, we can argue that the rate is inadequate.

Q Okay. But, again, ny question was: Your opinion
that the 17%is fundanentally fair, adequate, and
reasonabl e i s not based on any opi nion of whether that
i ndication is excessive under the nmaximumpermtted rate
formul a?

A | think | answered that it's inadequate, so |

woul d say it's not excessive.

Q kay. |s that based on the cal cul ati on under the
I nadequate -- the m ninmum permtted?

A | don't think those two are associ at ed toget her
t hat way.

THE COURT: M. Shaw, if you don't know or you don't
understand the question, you can say that and say, "I
don't know." So | know if there's a great distinctive
desire to, like, provide a narrative answer to try to help
answer conpletely, but the attorneys are really good at
it. And so on redirect, if not on cross, they wll

probably pick it up --

THE WTNESS: | see.
THE COURT: -- and get to that. Ckay.
THE WTNESS: | see.

111
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BY M5. PRESSLEY:
Q Ckay. Maybe | can just ask one follow up
clarification.

Your analysis is not based on any cal cul ation
that the -- that a nunber bel ow 17% woul d be i nadequate
under the standard ratenaking fornula?

A | have not perfornmed that anal ysis.

Q kay. Have you perfornmed any anal ysis of the
I npact on State Farmis financial condition if State Farm
Mut ual were to contribute $500 million in surplus notes as
requested by the Comm ssioner?

A | think that was -- | think that may be a
scenario that we ran through.

Q Was that in your declaration?

A No, it's not.

Q But you do have those cal cul ati ons avail abl e?

A | think with the Conm ssioner --

M5. McKENNEDY: (bj ection, your Honor. That wasn't
offered as part of her declaration.

THE COURT: |'mnot going to hold -- as |I've told the
parties strictly the scope in traditional -- it is
adm ni strative |law, but where are we going with this?
Because | also don't want to get into confidences or --

MS. PRESSLEY: Sure, Your Honor.

| mean, we did discuss sone wde |atitude on sone
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cross just because we were not allowed discovery, and so
we're trying to just get at if this witness knows if they
have any underlying cal cul ati ons on what the inpact on
State Farmis financial condition would be if the parent
were required to give a 500 mllion surplus note as
opposed to the 400 mllion that was agreed upon.

THE COURT: Ckay. Let's hear what your next question
is and take it piece-by-piece.

MS. PRESSLEY: Ckay. Are you saying that she can't
answer that question?

THE COURT: No -- well, repeat your question. Let's
see where we're at wwth it. Gven that context -- the
expl anati on.

BY Ms. PRESSLEY:

Q Ms. Shaw, do you have any cal cul ati on of
whet her -- do you have any cal cul ation of the inpact on
State Farmis financial condition if the parent conpany,
State Farm Mutual, will require to give a $500 mllion
surplus note instead of the agreed-upon $400 nillion
surpl us note?

M5. McKENNEDY: And, Your Honor, objection. |'mnot
cl ear on what does she nean by "do you have any
calculation.” 1|s she asking the expert to apply into a
hypot heti cal ?

THE COURT: Ms. Pressley, you' re asking specifically
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whet her she's perforned that? O whether she has that in
her --

M5. PRESSLEY: We'll take it one-by-one.
BY MS. PRESSLEY:

Q Have you perforned any cal cul ati on of that inpact
of providing a $500 -- I'msorry, $500 mllion surplus
not e?

A Yes, | have.

Q Ckay. And, as you sit here today, could (sic)
you have recollection of what that inpact was?

A No. It was nmany scenarios that we ran.

Q Ckay. Thank you. kay.

And just to cone back to the -- the two variances

that you nentioned under the Regul ation's 2644. 27,
Subdi vision (f)(6), and Subdivision (f)(10) -- the
sol vency and confiscation variance. The interimfiling,
to your know edge, is not based on either of those
vari ances; correct?

M5. McKENNEDY: (Objection. M sstates testinony.
There are three vari ances.

M5. PRESSLEY: |'mjust asking about two vari ances.

THE COURT: | think she's just asked that. That's
overrul ed. She asked about two variances. She can do
t hat .

THE WTNESS: Can you ask the question again -- sorry.
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BY M5. PRESSLEY:

Q Wth regard to the rate regul ati ons that provide
for variances, one is known as the solvency variance, and
that's under 2 --

(Reporter interruption)

Q Sur e.

Wth regard to the rate regul ati ons under 10 CCR
Section 2644.27, Subdivision (f)(6), known as the sol vency
variance, the interimrate filing is not based on that --
t he request for that variance; correct?

A The interimrate filing is based off of the
original filing back in June; so, therefore, the Variance
6 still applies.

Q But the rate calcul ation under the tenplate that
was submitted in support of 21.8%-- did that use a
Variance 6 to get to the maximum permtted rate
i ndi cation?

A | don't -- | don't know.

Q kay. And, to your know edge, did the interim
rate include any request for a confiscation variance under
26. 27, Subdivision (f)(10)?

A Not to ny know edge.

Q And you haven't fornmed any opi ni on on whet her
State Farmis current rates, without any rate increase, are

confiscatory; correct?
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A Il -- I don't know.

Q Ckay. Were you at the February 26 informnal
conference that was held by the Comm ssi oner regarding
State Farmis interi mrequest?

A No, | was not.

Q kay. Do you have any opi nion of whether State
Farm General has the ability to pay clainms fromthe recent
January 2025 LA fires without the interimrate?

A Can you define "the ability to pay clains"?

Q Wthout getting the interimrate request, would
they be able to cover the clains that are comng in for
the 2025 LA wildfires?

A | believe State Farm-- they are paying clains,
but the problemis that their surplus nowis nmaybe cl ose
in $600 million instead of where they need to be.

Q kay. Ms. Shaw, in your declaration, starting at
page 4, line 12, you discussed Applicant's deteriorating
financial condition as a basis for why they needed interim
rate increase; correct?

A Correct.

Q Does the standard rate-nmaking cal cul ati on under
2644.2 of the Departnent's regulations |ist deteriorating
financial condition as a consideration in the rate
anal ysi s?

A Isn't that what the -- sorry. Wuld that be --
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t hi nk that woul d be addressed under Variance 6.

Q Under the variance, but not under the standard
rat e- maki ng formul a?

A No.

Q Does that rate-making fornula take into
consi deration RBC rati 0s?

A No.

Q kay. Turning to -- | believe you have a bi nder
of Consuner Watchdog's Exhibits in front of you. That
shoul d be the thick one.

A There are three binders in front of nme. | don't
know whi ch one it is.

M5. PRESSLEY: It |ooks |like this.

MR. PLETCHER  Your Honor, may | approach to assi st
the w tness?

THE COURT:  Yes.

The record wll reflect that M. Pletcher's
approachi ng the w tness.
BY MS. PRESSLEY:

Q kay. You have Consuner Watchdog's exhibits
bef ore you?

A Yes.

Q kay. If you could turn to Consunmer Watchdog
Exhibit No. 239, and |l et me know when you have that.

A Ckay.
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Q So are you famliar wth this docunent? 1It's
called the Actuarial Standard of Practice No. 53 that is
by the Actuarial Standards Board?

A Yes.

Q And that's related to the actuarial standards
that are used for ratemaking? |It's called estimating
future cost for prospective property casualty risk
transfer and risk-free tension?

A That's correct.

Q Does that Actuarial Standard of Practice No. 53
di scuss the consideration of deteriorating financial
condi tion?

A I"msorry. Can you repeat the question.

Q Does the Actuarial Standard of Practice No. 53
di scuss the consideration of the deteriorating financial

condition in ratemking?

A Ckay, | see. | think it's inplied in terns of
the capital -- the leverage ratio and the return on the
cost of capital -- so it's considered within those

provi si ons.
Q Okay. But the term "deteriorating financial

condition" is not used in that standard of practice?

A | can't -- you know, | don't know. | don't have

this menorized, so | can't tell you w thout doing a

surgeon PDF (phonetic).
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Q kay. And the leverage ratio is a specific
conponent of the standard rate-nmaking fornula; is that
what you're referring to?

A Yes.

Q Ckay. And that |everage ratio has specific
values -- or it has a specific instruction of howthat's
cal cul ated under the regulation; correct?

A Correct.

Q Ckay. And it doesn't take into account just a
broad deteriorating financial condition standard; correct?

A It's a standard -- it's a standard factor that
applies to all insurers.

Q Ckay. Can you just briefly give a definition of
the | everage factor?

A So | everage factor is a ratio -- a surplus
prem um

Q Thank you. Ckay. And can you turn to Consuner
Wat chdog Exhi bit 240. The very next exhibit.

A Ckay.

Q And this one is called the Statenent of
Princi pl es Regardi ng Property and Casualty | nsurance
Rat emaki ng, adopted by the Board of Directors of the
Casualty Actuarial Society on May 1988; are you famliar
with this Statenent of Principles?

A Yes.
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Q kay. And anywhere in this Statenent of
Principles is the deteriorating financial condition used

as a consideration?

A Agai n, w thout doing an infer search, |
don't -- I"'mnot seeing it on the first pass, but the
principle says no. Yeah. |'mnot seeing just based on

first pass, but | don't know it by heart.

Q kay. No worries. Thank you.

Ckay. In your declaration, you testify about
State Farm Mutual, the parent conpany of State Farm
Ceneral, and howit's your belief that they should have
sone responsibility for helping to inprove State Farm
General's financial condition; correct?

A | don't know if those were ny specific words.
Can you repeat that again?

Q In your declaration, you testified that State
Farm Mut ual shoul d have sone rule in providing help to
i nprove State Farm CGeneral's financial condition?

A | think --

M5. McKENNEDY:  (Obj ecti on.

THE WTNESS: Yeah. Sorry.

M5. McKENNEDY: Sorry. Your Honor, objection.

M sstates declaration of testinony.
M5. PRESSLEY: Gkay. | can --
THE COURT: Do you want to rephrase?
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BY M5. PRESSLEY:
Q Sur e.
| can wait to the part of your declaration.
kay. I n paragraph 15 of your declaration, you
stated, "I do not believe that the deterioration of
Applicant's surplus and RBC rati os has been sol ely cause
by al |l egedl y-insufficient homeowners rates."
A VWait, I'msorry. This is 15? Can you tell ne
what line? It's alittle bit hard to navigate.

Q Yeah. Sure. |It's page 8 --

A Ckay.

Q This is paragraph 15. But on page 8, starting at
line 7.

A Ckay.

Q "I do not believe that the deterioration of

Applicant's surplus has been solely caused by all egedly
i nsuf ficient honeowners rates; rather, | believe there are
ot her steps. Applicant should be encourage and required
to take to inprove its financial condition."
And then you go on in the next paragraph to say:
"As a first step, | agree with the Conm ssioner
that Applicant requires an inmmediate capital infusion in
order to increase its RBC rati os above the current
Aut hori ze Action Level."

So you have, in your declaration, testified that
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you believe that -- that State Farm Mutual should have a
role in playing -- in inproving State Farm General's
financial condition with a capital infusion?
M5. McKENNEDY: (bjection. Msstates the testinony.
THE COURT: You can answer now.
MS: PRESSLEY.: You can answer --
THE COURT: It's overrul ed.
BY MS. PRESSLEY:
Q You can answer the way you woul d characterize

your testinony?

A | think I wouldn't say that they're required to.

| think, in this situation, the parent wll provide a
400-m I lion surplus note.
THE COURT: As a rem nder to the witness. You can
answer yes or no to questions.
THE W TNESS: Thank you
THE COURT: So if sonething's a no, just say "no."
THE WTNESS: Sorry. |It's ny first rodeo.
THE COURT: No worries. You' re doing great.
BY M5. PRESSLEY:

Q kay. |I'mjust going to ask one nore tine.

Do you believe that State Farm Mutual, the parent

conpany of State Farm General, should play a role in
hel ping to i nprove State Farm CGeneral 's financi al

conditi on?
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A | think that depends.

Q What woul d be the factors that that woul d depend
on?

A Whet her or not State Farm Mutual would |ike State
Farm General to continue to serve -- sell insurance in the

State of California.

Q Are you aware that State Farm General is a stock
conpany?
A I|"msorry. Can you repeat that?

Q Are you aware that State Farm General is a stock
conpany?

A No.

Q Are you aware that it's a 100% conpl etely owned
by State Farm Mutual ?

A Yes.
Q So goi ng back to your testinony, again, you
stated that you don't believe the deterioration of -- |I'm

sorry. You don't believe that the deterioration of
Applicant's surplus has been solely caused by all egedly
i nsufficient homeowners rates.
Who, in your opinion, is responsible for State
Farm General's current financial condition?
A It's not solely caused by honeowners. They have,
al so, other lines of business that they provide, so the

conbi nation of all of those lines of business is causing
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their current condition.

Q Ckay. Wuuld you say that the CD has any
responsibility for State Farm General's deteriorating
financial condition by not approving rate increases in a
timely manner?

A No.

Q Does State Farm Ceneral responsible for asking
for multiple 6.9% rate increases?

M5. McKENNEDY: (Obj ection, Your Honor, to the extent
this witness knows because she's only been at the
Departnent for one year.

THE COURT: Yeah. Let's |look into the instructions |
provi ded the w tness.

Answer whet her you -- you want to answer only
what you actually, personally know or don't know. And if
you don't know, then you say so.

THE W TNESS: Yeah, | don't know.

BY Ms. PRESSLEY:

Q kay. So you're not aware that State Farm
General asked for 6.9%rate increases during the tine
period of 2017 to 20227?

A Only what | heard in this courtroomthis week.

Q kay. You did state that at the outset of your
testi nony that you have reviewed the June honmeowners

i nsurance rate application in preparing your testinony.
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Are you famliar with the exhibit in that filing that |ist
the State Farm CGeneral rate-filing history?

A | have | ooked at it. Yes.

Q kay. And do you recall, based on that review,
whet her State Farm General asked for 6.9% rate increases
during the tinme period of 2017 to 2024?

A I'd have to go -- | don't recall, since we only
use one year in the rate tenpl ate.

Q Ckay. But State Farm General is the party that
woul d have chosen to apply for a 6.9% rate increase that's
not set by the Departnent; correct?

A No.

Q Ckay. And in your review of this rate filing,
did you | ook at any of those past rate filings where State
Farm General asked for a 6.9% rate increase?

A | did not.

Q In general, if a conpany -- if -- okay. Let's
just give the exanple of this rate filing.

If a conpany's nmaximum permtted rate indication
is cal culated under the standard CDl rate-nmaking fornula
is higher than 6.9, can the conpany ask for a rate that's
hi gher than 6.9 up to their maximumpermtted rate
i ndi cation?

A I"'msorry. Can you repeat that again?

Q Sur e.
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If a conpany's rate tenplenent -- I'msorry. |If
a conpany's rate tenplate that's submtted with their rate
application shows that the maxi mum permtted prem um as
cal cul ated under the mninmum pernitted rate-mnmaking
formula, is higher than 6.9, would they be entitled to
request a rate up to that maxi num i ndi cation?

A Yes.

Q kay. So, again, going back to the issue of the
declining surplus, as you testified, do you believe that
pol i cyhol ders are responsi ble of State Farm s
deteriorating surplus?

M5. McKENNEDY: (Obj ection. Vague.

THE COURT: Can you rephrase that.

BY Ms. PRESSLEY:

Q If you can answer it.

You testified in your declaration that you don't
believe the deterioration of Applicant's surplus has been
solely caused by allegedly insufficient honeowners rates.

The question is: Are policyholders, who paid
premuns to State Farm General, responsible for State Farm
Ceneral ' s declining surplus?

A Not directly.

Q Do you think it's fundamentally fair, in your
opi nion, for policyholders to pay an interimrate increase

now that could |later be determ ned to be excessive?
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A | think that depends.

Q Have you consi dered that policyhol ders who can't
afford the interimrate request that's bei ng sought m ght
be forced to drop coverage if they can't afford that new
rate hike?

A I'"'msorry. Can you repeat the question?

Q If the interimrate hike is approved at the 17%
do you believe that there may be custoners who can't
afford that rate increase would have to drop coverage?

A That's a possibility.

Q Under the proposed stipul ati on under
the -- | guess you would call it the original stipulation,
plus the April 4th supplenent to the stipulation -- would
State Farm CGeneral have to take those policyhol ders back
if they decided to return?

A |"'msorry. Could you put it -- could you repeat
that for ne again?

Q Sure.

Under the proposed stipulation -- which includes
the original February 7th stipulation between the CD and
State Farm General, plus the suppl enent that was signed
and submtted on April 4th -- are there any provisions in
that stipulation that State Farm General would have to
take to wite policyhol ders who had dropped coverage

during the -- after the interimrate goes into effect?
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A Coul d you break it -- I"'mnot following -- a
little train of thought. |'msorry.

Q Ckay.

M5. McKENNEDY:  Your Honor, if | nay, does she have a
copy of these stipulations in front of her on the w tness
stand? She has not been offered as soneone to testify to
the contents of the stipul ations.

MR. TETI: Your Honor, | just add an objection to the
extent this calls for a | egal concl usion.

M5. McKENNEDY:  Joi n.

THE COURT: As to both, you can ask her to refer to
that, if you'd like. But she can answer prelimmnarily
whet her if she's aware of the terns.

M5. PRESSLEY: Ckay.

THE COURT: Just as laying a basic foundation --

M5. PRESSLEY: Your Honor, this witness is being
offered as the only actuary that is here today or in the
entire course of these three days supporting this
stipul ation.

She signed a declaration under penalty of
perjury, and | woul d expect that she would know t he
context of the stipulation that she's supporting. So.

THE COURT: And | understand that, and you can ask
whet her or not she's aware of the provision or

non- provi si on of what you're doing, but she's losing track
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with all of that. And | think it's |eading the rest of
the roomto not be sure what she's actually being
guesti oned about.
M5. PRESSLEY: | mean it would take ne a mnute to
just find what nunber --
THE COURT: Take your tine.
M5. PRESSLEY: -- the stipulation is in the evidence.
M5. McKENNEDY: And, Your Honor --
THE COURT: Maybe we'll take a break. You can get the
rest of your cross ready.
You remai n under oath, but we'll take a break for
10 mnutes. Let's cone back at -- or let's just take a
full break. 11:30. 15 m nutes.
Of the record.
( Br eak)
THE COURT: Al right. Back on the record
after a fifteen-mnute recess. |In the continuing
exam nation of the Departnent's witness in the case of
the Rate Applications of State Farm General |nsurance
Conpany, file nunbers PA-2024-00011, 12, and 13.
Are we continuing with the witness?
MS. PRESSLEY: Yes, Your Honor.
THE COURT: Ckay. And if you could pl ease
retake the stand, Ms. Shaw, and | rem nd you that you're

under oath. Thank you.
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BY MS. PRESSLEY:

Q Ms. Shaw, do you have a binder in front of you
that has the State Farm General's exhibits? | believe
it's to your right, the far right, and it starts with
State Farm Exhi bit 101.

A Ckay.

Q Ckay. So | believe State Farm General Exhi bit
101 is the original tw-way stipulation that was signed
by the California Departnent of |Insurance and State Farm
General that was filed with AHB on March 17th, executed
by the parties on February 7th. Do you see that
stipulation as Exhibit 101?

A Yes.

Q And this is the stipulation that your Apri
2nd declaration was submtted in support of; correct?

M5. McKENNEDY:  (Obj ection, Your Honor.
M sstates testinony.

THE COURT: She can answer as to whether or
not she's aware of it being filed in support of that.

THE WTNESS: | believe ny declaration is
supporting this supplenental stipulation -- or the
stipulation with two additional itens. So | guess it
woul d be this plus the supplenental stipul ation.
BY MS. PRESSLEY:

Q Ckay. At the tine that you filed your
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declaration -- or at the tinme that your declaration was
signed on April 2nd, did the parties have a suppl enent al
stipul ati on?

M5. McKENNEDY: (Obj ection, Your Honor. \Were
is she going with this?

THE COURT: Are you trying -- where is this
line of questioning in the sense -- | nean, she can
answer whet her she was aware of there being one at that
time but what -- why?

M5. PRESSLEY: Ckay. The prior questions
| eading up to the break, we were asking about specific
terns of these two docunents, so I'mjust trying to
establi sh whether she is aware of these two docunents
and the sequence of when she filed her declaration in
relation to the two docunents.

THE COURT: Ckay. And your question, could
you put it back in the record? Please repeat it.

BY Ms. PRESSLEY:

Q Ckay. So you just -- in response to ny |ast
guestion, you said that you are -- you -- your
decl aration was specifically supporting the terns of the
suppl enental stipulation; correct?

A Correct.

Q Ckay. At the tine that you filed your

declaration, to your know edge, was the suppl enent al
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stipul ation, had that yet be executed?

M5. McKENNEDY: (Obj ection, Your Honor. The

suppl enmental stipulation is dated. The w tness does not

have it in front of her. She's been directed to the
first stipulation, so | don't know that the w tness can
answer this based on nenory.

MS. PRESSLEY: Your -- Your Honor, | would
just --

M5. McKENNEDY: And it's beyond the scope,
Your Honor.

M5. PRESSLEY: Your Honor, | would just ask
you to rem nd Counsel that when she's stating her
objections, to state her objections but not to be
coaching the witness in her objections.

M5. McKENNEDY:  Your Honor, ny objection

stands. The suppl enental stipulation is dated, and on

the date it was executed, it was filed and served. [t
a |l egal docunent.

THE COURT: | think --

M5. McKENNEDY: This witness is not here to
testify --

THE COURT: | think it's fair in the interest
of foundation to direct her to the supplenental, if you

can, so we're all on the sane page.

M5. PRESSLEY: Ckay.

S
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BY MS. PRESSLEY:

Q Are you aware --

THE COURT: O herwi se, she may have to answer
she doesn't know.
M5. PRESSLEY: Ckay.

BY M5. PRESSLEY:

Q Are you aware of the terns of the suppl enental
stipulation that was filed with AHB on April 4th?

A. | don't know the timng of everything.

Q Ckay. Can you turn to Exhibit 102 that's in
the binder in front of you?

A Yes.

Q And can you turn to the | ast page where the
parties' signatures appear?

A Ckay.

Q What was the date of that suppl enenta
stipul ati on?

A. April 4th, 2025.

Q And what date did you execute your
decl arati on?

A April 2nd, 2025.

Q Ckay. But as you're testifying here today,
you are supporting the original February 7th declaration
with the additional terns that are contained in this

suppl enental April 4th stipul ation?
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M5. McKENNEDY: Asked and answer ed.

THE COURT: You nean "stipul ation"?

M5. McKENNEDY: Asked and answer ed.

THE COURT: Let's let it clarify, because this
is supplenental. This is -- you can ask the question
agai n, but she's asking you whether or not your
decl aration and your testinony supports both the
stipulation as it was originally entered into and -- and

suppl enent ed, however, you want to call the term nol ogy.

s that "yes" or "no"?
THE WTNESS: |'msorry. Can sonebody repeat
this again? |'msorry.

THE COURT: Does your -- does your testinony
here today in the declaration that you filed, is it in
support of the stipulations that were entered into
bet ween the Departnent and State Farm General that's
subject in this matter?

THE W TNESS: Yes.

THE COURT: |s there nore that has to be
settled M.

MS. McKENNEDY:  Yes, Your Honor. Her
decl aration speaks for itself, and | don't think this
Wi tness has the foundation to testify with respect to
the first stipulation, and she may have just not

under st ood t he questi ons.
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THE COURT: Okay. | understand the
di stinction, but she's not -- but at the point that the
declaration is proffered and have been now adm tted, the
point is that both stipul ations, whether you call them
t he supplenent to the original or the original
suppl enent ed, however the term nology the parties can
agree on, her testinony here today and her declaration
are in support of approving it.

M5. McKENNEDY: Thank you, Your Honor. [
think with that clarification, the original stipulation
as suppl enented and refined by the suppl enent.

THE COURT: That was ny purpose in trying to
screen on that, but | didn't do very good. So |
under stand your answer to be in the affirmative. It's
"yes" to that? You support the stipulation as it's been
suppl enent ed?

THE W TNESS: Correct.

THE COURT: Continue. Continue.

M5. PRESSLEY: (kay.

BY M5. PRESSLEY:

Q Apol ogi es for the confusion, but because there
were two separate docunents submtted and we're trying
to conbine the terns, the second stipulation that was
filed on April 2nd that contains the additional terns

that you testified to in your declaration, the
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addi ti onal --

M5. McKENNEDY: (Objection. Msstates. |t was
not filed on April 2nd.

MS. PRESSLEY: April 4th, Your Honor. [|I'm
sorry.
BY MS. PRESSLEY:

Q The suppl enmental stipulation that was filed on
April 4th, in that supplenental stipulation it says that
it incorporates the prior parties' stipulation that was
executed on February 7th with the additional terns; is

t hat your under st andi ng?

A. l"'msorry. |I'mreally confused by all these
dates so --
Q | am too. | believe ne; | am too. The

suppl enental stipulation that you are supporting with
you declaration, in that stipulation -- it's in front of

you as Exhibit 102; correct?

A Ckay. | didn't read the suppl enent al
stipulation in detail, but -- so | -- but |I'maware of
the -- maybe if you talk in terns in nunbers for ne,

that mght be alittle easier.

M5. McKENNEDY: Your Honor, | repeat her
concerns with lack of foundation with this witness to
testify to the terns of the | egal docunents that are the

stipul ated agreenents.
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THE COURT: That -- that may be appropriate,
but I haven't heard the question asking that yet.

M5. McKENNEDY:  Ckay.

THE COURT: All |'ve heard her to is to refer
to the docunent, but | understand a little bit of
frustration because we're going a little bit circular
here, and I'mtrying to give Counsel an opportunity to
get their -- what is their point into the record but
al so be m ndful of your concerns.

M5. McKENNEDY: Thank you, Your Honor.

M5. PRESSLEY: Yes, it's very difficult to get
t he question out when there's speaking objections after
every question to direct a witness of how to respond,
so.

THE COURT: And | appreciate that, too, but
|"mgetting -- it's hard to foll ow because | know you're
working hard to try to give us sonme of the breadcrunbs.

MS. PRESSLEY: Yes.

THE COURT: Ckay.

M5. PRESSLEY: Ckay.

BY MS. PRESSLEY:

Q You just testified a second ago that you
support the supplenental stipulation?

A Yes.

Q Wth your declaration?
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A Yes.
Q Did you also just testify that you have not
revi ewed that supplenental stipulation?
A. That's not -- sorry. | may have -- | reviewed
t he docunents -- sorry. | |ooked at the docunent, but
it's legal ese, and the two nunbers that | picked out, 70
percent and $400 m || i on.
Q Ckay. Thank you
MS. McKENNEDY: Your Honor, can | ask for
clarification? 17.0 percent, not 70 percent?
THE WTNESS: 17. Sorry. | can't annunciate
soneti nmes.
M5. PRESSLEY: Again, Your Honor, | would just
object to --
THE COURT: Yes, it's irregular, but we want
to get through it, so please --
M5. PRESSLEY: Ckay.
THE COURT: | appreciate your patience,
Ms. Pressley, but as for other things, try to take note
of themso that on -- on redirect you can ask them but
it was a good point.
BY Ms. PRESSLEY:
Q Ckay. So are you reading -- the docunent
that's before you is Exhibit 102. That's called the

suppl enent to the stipulation. Do you see that in front
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of you?

A Yes.

Q Is this your first tinme reading that docunent?
A No.

Q Ckay. So you're just -- you're saying that

you' re just supporting the nunbers in the suppl enental
stipulation but not anything el se?

M5. McKENNEDY: M sstates testinony.

THE COURT: 1'mgoing to sustain that. It's
not really. You can -- you can get to that -- what --
where you're trying to go with it, but you'll have to

build it in smaller pieces.
MS. PRESSLEY: Sure.
BY Ms. PRESSLEY:

Q Ckay. Looking at the supplenental stipulation
that's in front of you as Exhibit 102, are you aware of
any ternms in that stipulation that would require State
Farm General to accept policyholders who are forced to
non-renew or -- |let nme rephrase that.

|f the 17 percent rate hike that is being
proposed by the Departnent of |Insurance and State Farm
CGeneral is approved, you stated earlier that sone
policyholders -- it's a possibility that sone
pol i cyhol ders m ght have to drop their coverage because

they can't afford the 17 percent; correct?
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A Yes.

Q Ckay. For those policyholders that may be
forced to drop their coverage because they cannot afford
the 17 percent rate hike, are there any terns in this
supplenent to the stipulation that's before you as
Exhibit 102 that would require State Farm CGeneral to
t ake those policyhol ders back as their custonmers at the
point in tinme when the additional -- when the -- when
the final rate is approved --

A | don't know.

Q -- at a lower rate? ay. Thank you. [|I'm
sorry that took so long to get to, but | understand we
need to break everything down. Ckay.

So goi ng back to your declaration, at page 2
of your declaration, okay, it's lines 20 through 23 of
your decl aration.

THE COURT: On what page?

M5. PRESSLEY: Page 2.

BY MS. PRESSLEY:

Q You stated, "The interimrate in the surplus
note that the Departnent's staff are reconmmendi ng are
stopgap neasures and will be subject to further
i nvestigation and proof as part of the full rate hearing
process, as well as the possibility of refunds with

insurance if the interimrate turns out to be
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excessi ve. "
Do you recall that statenent in your

decl arati on?

A. | see it in front of ne, yes.

Q Ckay. Is that still -- is that still your
opi ni on?

A Yes.

Q s it your opinion that the cost of the
steps -- I'msorry. |Is it your opinion that the cost of

the stopgap neasure that's in the formof the interim
rate hi ke should be borne by honeowners insurance
pol i cyhol ders?
M5. McKENNEDY: (bj ection. Vague.
THE COURT: Overruled. She can answer that.
THE WTNESS: Can you repeat the question?
BY MS. PRESSLEY:

Q Sure. In your declaration you referred to the
interimrate and the surplus note as stopgap neasures
that will be subject to further investigation. |Is it
your opinion that the stopgap neasures of the interim
rate hike of 17 percent should be borne by honmeowners
i nsurance policyhol ders?

A. That's what the rate increase inplies.

Q Ckay. And what woul d you consi der a stopgap

measure? How woul d you define that?
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A In nmy previous testinony, | nentioned that
State Farmis in a serious financial position, and with
the 17 percent rate increase and the $400 million
surplus notes gets themto a soft |anding spot; It
doesn't get them conpletely out of the woods, and so
this is what | nean by "stopgap neasure.”

Q Ckay. So essentially a stopgap neasure is
sonething to get State Farmfinancially stable until
such tinme as it can fully prove its requested rate hike?

A. |"'msorry. Can you repeat that again?

Q You woul d say a stopgap neasure i s a nmeasure
that would be intended to get State Farmfinancially
stabl e until such time as the final rate indication is
approved after the hearing -- after they have an
evidenti ary hearing?

A. Correct. And then that woul d be subject to

t he excess and woul d be subject to refund this interest.

Q Ckay. You also testified in your declaration
that -- strike that. 1'Il cone back to that.
Let's turn to paragraph 5 of -- of the

original stipulation, which is State Farm Gener al
Exhibit 101. Do you have that?

A Ckay. Yes.

Q Ckay. And there's a line in that stipulation
in paragraph 5 that says, "The Departnent further
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bel i eves and thereon alleges that this stipulation is in
the public interest in order to maintain maxi num
availability of homeowners insurance options in
California."

Do you agree with that statenent?

A Yes.

Q And do you agree with that statenment both as
to the February 7th stipulation and the supplenent to
that stipulation that was filed on April 4th?

A This is in the first stipulation, so -- |I'm
sorry. Can you help nme understand the question relating
to the suppl enental ?

Q Well, it's ny understanding that the two
docunents are now one agreenent; correct? The -- the

original stipulation --

A. s this just how you phrase it? You have to
say both things at the sane tine? |'msorry.
Q kay. M question is -- | believe you just

answered that you agree with the statenent that in the
original stipulation that says, "The Departnent further
bel i eves and thereon alleges that this stipulationis in
the public interest in order to maintain nmaxi num

avail ability of homeowners insurance options in
California"?

A. Yes.
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Q Ckay. So as it stands today, the agreenent
bet ween the Departnent of Insurance and State Farm
General that is the subject of this rate hearing,

i ncluding the 17 percent plus the additional terns that
are agreed to in this supplenent, it's your position
that that agreenent is in the public interest?

A. This interimrate, yes, is in the public.

Q Ckay. So do you believe that raising State
Farm General honeowners rates by 17 percent will lead to
nore honmeowners being able to afford State Farm Genera
policy?

M5. McKENNEDY: (Objection. Argunentative.
Beyond t he scope.

MS. PRESSLEY: Your Honor, she just testified
t hat she believes that the stipulation is in the public
interests in order to maintain availability.

THE COURT: I'moverruling it. [|I'mgoing to
al l ow you sone questioning on this, but try to keep it
tights.

MS. PRESSLEY: Gkay. Okay.

BY MS. PRESSLEY:

Q Do you believe that raising State Farm Cenera
homeowners policy rate by -- policyholders rates by 17
percent will |ead to nore honmeowners being able to buy a

State Farm General honmeowners policy?
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A. Rat her than buy, | would say just to have
I nsur ance.

Q Ckay. So -- okay. Have you done any anal ysis
to show how raising State Farnm s honeowners rate by 17
percent will maintain the maxi num availability of
homeowner s i nsurance options in California?

A | have not.

Q Ckay. In the April 4th supplenent to the
stipulation -- if you could | ook at paragraph 3.

A Are we going back to 102?

Q This is 102, yes.
A. Ckay.
Q | apologize. | don't have the line nunber in

front of me, but | could read to you froma quote from
paragraph 3. It says, "State Farm CGeneral does not
agree and stipulate to cease its currently inplenented
and ongoi ng nonrenewal programthat was initiated in
March 2024 in the lines represented by the

applications.™”

A This is in paragraph 3 in the supplenental ?
Q Yes.

A "' m not seeing that.

Q Ckay.

M5. PRESSLEY: Your Honor, may | ask Counsel

for State Farm General to provide us with the binder of
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State Farm General's -- |
nme.
MS. McKENNEDY:
THE COURT: |Is

you have that avail able for Counse

VR, MONTGOVERY:

just don't have it in front of

| don't either, Your Honor.

the State Farm General -

- do

as a courtesy?

Yes, Your Honor. Just to

clarify, is that a request for SFG 102? Wat exhi bit
nunber ?

MS. PRESSLEY: Do you have an extra binder
wi th your exhibits? | know the wi tness has one, and we
didn't get one at our counsel table. | think we
provi ded you with a binder of our exhibits, but | just
woul d i ke a binder with your exhibits, so.

MR. MONTGOMVERY: All of our exhibits?

M5. PRESSLEY: Just the initial binder that

has 201 and 202 -- I'msorry. 101 and 102.

MR, MONTGOVERY:

101 and 102. Yes, we can get

that. It may take one nonent.

MR. PLETCHER:

May | wal k across?

THE COURT: Sur e.

MR. PLETCHER
it -- we -- we have been
MS. PRESSLEY:
MR. PLETCHER
MS. PRESSLEY:

This -- this, | believe,
t aki ng sone out --

Ckay.

-- SO --

Thank you.

IS

Kennedy Court Reporters, Inc.

800. 231. 2682

82



https://www.kennedycourtreporters.com

© 00 N oo o A~ W N

N N N N NN P B P R P PP PP
o b W N P O © 0 N O 00 A W N P O

MR. PLETCHER: That's kind of the original.
So we'll take it back when you're done.

MR. MONTGOVERY: Sure. Absolutely.

THE COURT: Are you working off the electronic
version? |Is that what you're doing? |It's wonderful
until you can't find the el ectronic version.

M5. PRESSLEY: And the W-Fi is not always
accessible. Okay. So this is Exhibit 102, which it
| ooks like it's mssing fromthis binder.

M5. McKENNEDY:  Your Honor, would you like ne
to help the wtness?

THE COURT: Sure. That'd be great.

M5. PRESSLEY: |'mjust going to pull up the
digital copy because it's not in the binder.

THE WTNESS: That can be hard to read.

Soneti nes that happens to ne.

M5. McKENNEDY: Ms. Shaw --

THE COURT: If you could -- | think she's
trying to direct you to the right point in the docunent.

M5. McKENNEDY: | think page nunbers m ght
hel p, Your Honor.

M5. PRESSLEY: Yes, Your Honor. That's why
|"'mtrying to find the docunment and then I'mgoing to
gi ver her the page and line nunber. | knowit's in

paragraph 5, so just give ne a sec.
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THE WTNESS: | thought you said 3. |I'm

sorry.
M5. McKENNEDY: You did say paragraph 5.
THE W TNESS: 57
M5. McKENNEDY: No, 3. She said 3. It's on
page 3.

BY MS. PRESSLEY:
Q | said -- I"'msorry. | said paragraph 5 of
the February 7th two-party stip, which is Exhibit 102.
A Wait, what was the date again? This is Apri

4t h; right?
Q Correct.
A. | just heard February. |'mso sorry.

M5. McKENNEDY: (Obj ection, Your Honor. This
is very confusing. | don't know which stipulation we're
on.

M5. PRESSLEY: Your Honor, |I'mreferring to
Exhibit 102. This is the April 4th supplenent to the
stipul ation.

THE W TNESS: Ckay.

THE COURT: And the witness is shaking her
head in the affirmati ve manner that suggests that she
has it in front of her.

M5. PRESSLEY: Paragraph --

THE COURT: She's found that.
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M5. PRESSLEY: Paragraph 5 -- | read a quote
from paragraph 5, which the witness she could not find,
so |I'm | ooking up the page and |ine nunber in paragraph
5, if you could give ne one second.

M5. McKENNEDY: It is page 4, Your Honor if
t hat hel ps.

THE COURT: Counsel for the Departnent seens
to think it's on 4, but we'll wait and see if we can
| ocate it so you're |ooking at the sane thing, everybody
all at once.

BY MS. PRESSLEY:
Q Ckay. | apologize. | msspoke. It was
paragraph 3, and it's on page 3. Ckay?

I n that paragraph, page 3, starting around
line 15, it says, "Applicant maintains that it would be
contrary to prudent managenent of the conpany and
fiscally irresponsible to agree and stipulate to cease
its currently inplenmented ongoi ng nonrenewabl e program
that was initiated in March 2024 in the |ines
represented by the applications.”

Do you see that?

A Yes.
Q Ckay. It further goes on to say, "And
therefore, it reports that it would conplete that

program by yearend 2025."
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A Yes.

Q Ckay. | just want to keep -- have you keep
that statenent in your mnd. You testified in your
declaration -- | believe it was at paragraph 17 of your
declaration. Do you have that in front of you?

A Yes.

Q You testified that "Applicant has reported
that since March 2024, it has non-renewed approxi mately
12,677 policyholders and is currently in progress to
non-renew its additional 11,016 policyhol ders.™

A Yes.

Q Ckay. So is it your understanding that from
the statenent that is in paragraph 3 of the suppl enent
to the stipulation that State Farmis not agreeing to
pause those additional 11,000 non-renewals than it
initiated in the nonrenewal programthat started in
March of 20247

MR, PLETCHER: Your Honor, we object. This is
way beyond the scope of direct.

THE COURT: Overruled. It's in the
declaration and I'mgoing to all ow beyond the scope.
BY Ms. PRESSLEY:

Q Ckay. And | believe you actually testified in
your declaration that part of the intent of reducing the

20 -- the original 28.1 percent --
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A 21. 8.

Q -- 21.8 to 17 percent was to account for the
fact that State Farm was not agreeing to stop all of its
non-renewal s of that block nonrenewal program correct?

A Yes.

Q Ckay. So based on your declaration in
paragraph 17 where you said that Applicant has reported
that it has non-renewed 12,677 policyhol ders already and
Is currently in progress to non-renew its additional
11, 000 policyholders, that's a -- roughly 23,500
pol i cyhol ders that were conbined part of that 2024
nonr enewal program correct?

A. | can't do the math as fast as you, but |
bel i eve you.

Q How, in your opinion, does State Farm
Ceneral 's nonrenewal of over 23,500 policyhol ders
mai ntai n the maxi mum availability of honmeowners
i nsurance options in California?

M5. McKENNEDY: M sstates testinony.
Argunent ati ve.

THE COURT: | don't think she referred to her
testinony. Overrul ed.

THE WTNESS: Can you repeat the question?
BY MS. PRESSLEY:

Q How does State Farm General's nonrenewal of
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over 23,500 policyholders nmaintain the maxi mum
avail ability of honmeowners insurance options in
California?

A. State Farmhas 3.2 mllion policies on their
books, their honmeowners policy. They have 2.2 mllion

custoners. 1.2 mllion of them belong to the honeowners

policy you were referring to. |If State Farm were unabl e
to -- if the surplus issued was unable to support their
ongoi ng busi ness concerns, | think the nunber woul d be

greater than this 23,000 policyholders that you're
referring to.

Q Ckay. Can you turn to the supplenental stip
which is -- we're still on Exhibit 102, paragraph 6.
And that is on page 4, lines 18 through 20.

A Yes.

Q Ckay. And that portion of the stipulation
reads, "The parties stipulate and agree that Applicant
shall not initiate any new bl ock nonrenewal prograns in
the lines represented by applications through yearend
2025. "

Are you famliar with that?

A Yes.

Q Okay. Do you have an understandi ng of what is
nmeant by the term "bl ock nonrenewal prograns”?

A No, | don't -- | don't know t he ful
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definition, but I think I can infer fromthe text.

Q Ckay. So -- but your understanding is that
this stipulation prohibits State Farm General from
i npl ementi ng any new bl ock nonrenewal prograns through
the end of this year, the end of the cal endar year 20257

A. Yeah. | believe they are allowed -- sorry.
What ever they have on -- as a transaction, they can
take, but they can't initiate any new ones.

Q Any new ones. That's excluding the one we
just discussed that was initiated in March 2024,
correct?

A Correct.

Q Ckay. So other than block non-renewals, is it
your understandi ng under the supplenent to the
stipulation that State Farm General can still non-renew

pol i cyhol ders on an i ndividual basis in 20257

A. | think that woul d depend on State Farm
Q Ckay.
A. Because it could for be many reasons.

Nonpaynent is one; right?

Q Correct. So the prohibition in paragraph 7
and the stipulation only applies to bl ock non-renewal s;
correct? And | understand --

A That's what the text reads.

Q Ckay. Ckay. And according to that termas to
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bl ock non-renewal s starting in eight nonths on January
1st, 2025, State Farmcould --

A Wait. January '257?

Q |"msorry. January 1st, 2026. Under this
term it says "Applicant shall not initiate any new
bl ock nonrenewal prograns through yearend 2025."

So starting on January 1st, 2026, would this
stipulation prevent State Farm General from i nplenenting
a new non -- a new -- sorry -- a new block nonrenewal
program starting January 1st of 20267

A | don't know.

Q Ckay. But as to this term it only applies
t hrough yearend 2025; correct?

A. That's what it reads, yes.

Q Ckay. Thank you. GCkay. Going back to your
decl aration in paragraph 18, do you have that?

A Yes.

Q Ckay. In that paragraph you stated that the
reduction in the interimrate from21 percent -- |I'm
sorry -- 21.8 percent to 17 percent was intended to,
guote, take into account the potential effects of
Appl i cant conti nui ng these non-renewal s.

Do you see that?

A Yes.

Q Ckay. But then you went on in that sane
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paragraph. You stated that "the reduction of the
interimrate to 17 percent nmade either over or
underestimate the potential rate inpact of the ongoing
nonrenewal program and, therefore, the Departnent
intends to fully investigate the actual rate inpact, if

any, of these non-renewals during the full rate hearing

process."
Do you see that?
A Yes.
Q Ckay. And is that still your testinony today?
A Yes.

Q Ckay. So is the 17 percent interimrate
that's been agreed upon by the Departnment of |nsurance
and State Farm General based on your cal cul ation of the
maxi numrate indications using the CDI rate tenpl ates?

M5. McKENNEDY:  Your Honor, asked and answered
several tines. Can | ask how nuch | onger we're going to
be with this witness, or should we break for |unch?

THE COURT: Well, it does -- on the objection
itself, | thought we covered this ground, Ms. Pressley.

M5. PRESSLEY: It's one question, Your Honor.

|"mjust trying to -- inrelation to --
THE COURT: Ckay.
MS. PRESSLEY: |'m asking --
THE COURT: |'Il overrule it --
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MS. PRESSLEY: Sure.

THE COURT: -- to let you clear it up, but I
do think it was covered.

MS. PRESSLEY: (kay.

THE COURT: You can answer the question,

Ms. Shaw.

M5. PRESSLEY: It's just that this paragraph
is specifically dealing with that calculation, so |I'm
just trying to --

THE COURT: You want the specificity?

MS. PRESSLEY: Yes, correct.

THE WTNESS: | did not calculate the 17
percent. It was given ne by ny Counsel, and |
understand it cane from State Farm
BY Ms. PRESSLEY:

Q Ckay. So it's your opinion that you woul d
need nore information than what was currently in the
rate applications and in the record in order to, quote,
fully investigate the actual rate inpact of those
non-renewal s; correct?

A Yes.

Q So as of today, you don't have an opinion of
whet her 17 percent is above or bl ow the nmaxi mum
permtted rate indication under the regul ations?

A | don't have an opi nion.
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Q Okay. Al'so in your declaration | believe
at -- there is a chart. Paragraph -- it looks |ike
paragraph 17. It's on page 10 of your declaration. And
there's estimated premum-- there's a second colunmm in
that chart Estimated Prem um | npact. Do you see that?

A Yes.

Q Ckay. To what prem um basis and dol |l ar val ue
did you apply the requested 21.8 percent to arrive at
the estimated premi uminpact of $530 million in your
decl arati on?

A. The 2024 gross-earned premumas calculated in

annual statenent.

Q |"'msorry. Can you restate that? 2024 --
A. G oss -- gross-earned prem umfromthe annual
st at enent .

Q Ckay. And what was the effected date for the
requested 21.8 percent rate increase that you used to
estimate that $530 million?

A. This is a high-level financial estimate. It's
not fromthe rate tenpl ate.

Q Ckay. OCkay. And | believe you testified in

your declaration that once this -- once the prem um
dollars that start comng in fromthe rated -- the rate
hi ke are reflected in the data, | think you testified

that that would be about 12 to 24 nonths result in --
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i nprovenent to insurer surplus position would take about
12 to 24 nonths for that rate inpact to i nprove the
surpl us?

A. It's in ny declaration, yes.

Q Ckay. When you nmde that statenent, did you
consi der any potential changes in | oss experience during
that tinmefrane?

A. Yes. This is a high-lever rate inpact. This
Is just top line premum | haven't estinmated what the
conbination ratio is going to be or what the | oss woul d
be or gain.

Q Ckay. But would you agree that there would be
an i nmpact fromwhatever the loss is or --

A. Right. But so -- so that's why we're
including all of this. So this would assune that the
conbined ratio is 100 percent, that all of this increase
would flow to the bottom i ne.

Q Ckay. Ckay. Going to page 5 of your
declaration. GCkay. And | believe this was asked -- a
guesti on was asked about this by your counsel earlier,
which is why I"'mraising it. It's regarding the RBC
ratios, so I'masking it in response to what you stated
earlier in the question that was asked by your counsel.

In your declaration it says, "I've

i ndependent |y cal cul ated Applicants' RBC rati os based
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upon publicly available information in its annual
statenents using the sane forrmula set forth in the RBC
instructions that are published by the NAIC for property
and casual ty insurance."”

M5. McKENNEDY: \What's the question?
BY MS. PRESSLEY:

Q | s that your testinony?

A Yes.

Q Ckay. So were your cal cul ations based on your
under st andi ng of what the instructions that -- the RB

instructions that are published by the NAIC the sane
formula that's in those instructions? Ws that used in
your cal cul ati ons?

M5. McKENNEDY: (Obj ection. Asked and
answer ed.

THE COURT: Overrul ed.

THE WTNESS: Can you repeat your question?
BY Ms. PRESSLEY:

Q Sure. The RBC ratios that you cal cul ated t hat
are contained in your testinony, did you use the sane
formulas that are in the RBC instructions that are
publ i shed by the NAIC to calculate those rati o0s?

A. It's consistent with the NAIC RBC
i nstructions, yes.

Q kay.
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M5. PRESSLEY: |'mjust going to renew our
notion to strike any the specified page and |ine nunbers
that referred to the RBC cal cul ati ons.

THE COURT: So noted for the record. W'l
visit that at the conclusion of the day, too, so that we
can manage it.

M5. PRESSLEY: Gkay. Thank you.

BY MS. PRESSLEY:

Q Ckay. Moving on to page 8.

MS. PRESSLEY: And just for timng purposes,
this is ny last line of questioning, so | think | can
wrap up in about ten m nutes.

THE COURT: Ckay. Does that work for
everybody? W're going later than the usual, so people
are getting kind of grunbly, and we appreciate your
novi ng on.

BY Ms. PRESSLEY:

Q Ckay. So going to page 8 of your declaration
starting at line 6. Okay. Yeah, it's actually starting
at line 5.

You said, "Based upon ny very early stage
prelimnary analysis, which I intend to further
i nvestigate and devel op during discovery as part of the
full rate hearing process, | do not believe the

deterioration of the Applicant surplus in RBC ratios has
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been sol ely caused by allegedly insufficient honmeowners

rate.”
Do you see that?
A Yes.
Q So you -- at this stage in tinme, you' re not

certain of what the inpact of those causes are; right?

M5. McKENNEDY: Asked and answer ed.

THE COURT: Overrul ed.

THE WTNESS: The -- State Farm had nade a
prelimnary showng in this interim-- energency interim
rate request that they had a catastrophic |oss that
I npacted their financial severity.

And while the interimrate is an interimrate,
we Wil get all our data and support as to 2025 as

instructed by the Comm ssioner so that we can fully

investigate this during the rate hearing. And, |I'm
going to add, any -- if we determne the rate to be
excess, it will be refunded plus interest.

BY MS. PRESSLEY:

Q Ckay. So then the only showing from State
Farmthat you' re looking at is the -- the January 2025
| oss event?

A. |"msorry. | couldn't quite hear you. Can
you speak into the m crophone, please?

Q So the only show ng from State Farm Genera
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that you're looking at is the |oss event, the 2025

fires?

M5. McKENNEDY: (bj ection. M sstates
t esti nony.

THE COURT: She's asking whether or not she's
referring toit. I'll allowit. Overruled.

THE WTNESS: Can you ask your question again?
BY MS. PRESSLEY:
Q So the only information or the only show ng

from State Farm General that you're |ooking at is the

| osses -- the loss event fromthe 2025 -- January 2025
fires?
A. | believe we covered that yesterday. There

are two new additional pieces of information. One is
the effective date. The other one is the CAT exhibit.

Q Ckay. But, again, at this stage, you
characteri ze your analysis of the causes of the
deterioration of Applicant surplus as very early stage
prelimnary analysis that you intend to investigate
further; correct?

A. That woul d be the rate inpact, and they cane
to us back in June with deteriorated financi al
conditions. That was alarmng. And now with the
wildfires, it's getting very serious.

Q Ckay. And, again, you testified that you
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don't believe that the deterioration of surplus was
sol ely caused by insufficient honeowners rates?

M5. McKENNEDY: Asked and answered, Your
Honor, several tines.

THE COURT: Ms. Pressley, is this question --
why is it necessary?

M5. PRESSLEY: |I'mjust remnding -- |I'm
rem nding her to -- as -- that that's what she
testified, to ask the next question that's related to
t hat question --

M5. McKENNEDY: Argunentative.

M5. PRESSLEY: -- which is a different
guesti on.

THE COURT: All right. Proceed.

BY Ms. PRESSLEY:
Q Ckay. So what are sonme of the -- |I'mjust
rem ndi ng you, you stated that insufficient honmeowners

rates are not the only cause. Wat are sone of the

ot her causes that you believe, based on your prelimnary

anal ysi s, have been part of the cause of that
deterioration of surplus?

A | thought | answered that already. | said
State Farmwites different books of busi ness.
Honmeowners, commercial, multi- -- nmulti parol

(phonetic), and SSI liability. And | think they should
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| ook at all their lines of business in addition to
honmeowners.

Q Ckay. And then in that same -- yes, in the
sane paragraph of 15 you said, "I believe there are
ot her steps Applicant should be encouraged and required
to take to inprove its financial condition."

What are those other steps that you believe

t hey shoul d be encouraged to take?

A. | woul d encourage themto file a rate
application for their other lines of business, which

t hey have. W have a few on the docket right now.

Q For other lines other than honeowners?
A. That's correct.
Q In that sane sentence you said, "I believe

there are other steps Applicant should be encouraged and
required to take."

What are the steps that should be required --
that State Farm should be required to take to inprove
its financial condition?

A | can't -- sorry. | don't know. | don't
recal | .

Q s it your opinion that the parent, State Farm
Mut ual , should contribute nore than $400 nmillion in the
surplus note to inprove State Farm General's financi al

conditi on?

Kennedy Court Reporters, Inc.
800. 231. 2682

100



https://www.kennedycourtreporters.com

© 00 N oo o A~ W N

N N N N NN P B P R P PP PP
o b W N P O © 0 N O 00 A W N P O

A. That's not for ne to answer.

Q But you do support a capital infusion from
State Farm Mutual ?

A. What | have in front -- oops. Sorry. \Wat |
have in front of me is $400 mllion surplus notes, and
|"min support of that.

Q Ckay. And would you agree if State Farm
Mut ual gave a $500 million surplus note, that would
i nprove their financial condition nore than a $400
mllion surplus note?

A Vell, I"mnot aware that offer is on the
table. $500 mllion is a greater nunber than $400
mllion.

Q Ckay. Regardless of whether that offer is on
the table, is it your opinion that a $500 mllion
surplus note would inprove their financial condition
nore than if the parent conpany gave $400 million?

A Yes, 500 is greater than 400.

Q Ckay. Thank you

THE COURT: W're going to take that as nore
noney is better so --

THE W TNESS: Ckay.

THE COURT: -- we don't just beat around the
bush continuously. W all get it.

MS. PRESSLEY: Ckay. | believe that's it, and
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we're done with cross.

THE COURT: Al right. And | know there's an
interest in the break. | do want to take a full break,
or do you want to take sonmething | ess today? This
W t ness, how nmuch tinme do you think you need on
redirect?

MS. McKENNEDY: Five m nutes, Your Honor.

THE COURT: Real quick. Do you want to do
t hat now, or do you want to push through or --

M5. McKENNEDY: | could --

THE COURT: W're probably going to have to
break no matter what because we have staff and stuff.
We can't, you know, just keep going.

M5. McKENNEDY: Wiy don't we break? It's
12: 30.

THE COURT: You want to conme back at |ike
1: 30, so we're just on an hour break? 1Is that going to
wor k for everybody, or do you need | onger?

MR PLETCHER That's fine with us, Your
Honor .

THE COURT: Al right. So we're in recess
until 1:30.

(Lunch recess)

THE COURT: Good afternoon. Back on the

record after a break for lunch in the matter of this
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rate applications of State Farm CGeneral |nsurance
Conpany specifically the evidentiary hearing concerning
the stipulation. This is Case Nos. PA-2024-00011, 12,
and 13.

Bef ore taking our |lunch break, we were -- we
had conpl eted, actually, the direct -- the
cross-exam nation of the Departnent's witness, and we're
getting for redirect.

Are you ready to proceed, Ms. -- got your mc
on? |Is the Departnent ready to proceed once they have
mc?

M5. McKENNEDY: We are ready to proceed, You
Honor, but we have no further redirect.

THE COURT: Ch, you don't. Ckay.

|s there any questions still outstanding from
State Farm CGeneral on this w tness?

MR TETI: No, your Honor.

THE COURT: Al right. Very good.

| s there any reason that this wtness could
not be excused. | know she's sitting in the gallery,
but that's okay.

There bei ng none, we thank you for your
testi nony, Ms. Shaw, and appreciate your tine.

THE WTNESS: May | approach to get ny stuff?

THE COURT: Absolutely. Absolutely.
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M5. McKENNEDY: We've already trai ned her on
how to be a | awyer, Your Honor.

THE COURT: She's doing real well. |If you
want to keep her, better be careful how experienced she
gets. She'll becone an expert witness, all kinds of
t hi ngs.

Ckay. So we transition nowto -- are there
any nore w tnesses to be call ed?

M5. McKENNEDY: Not by the Departnent, Your
Honor .

MS. WVEELLI NGTON:  No, Your Honor.

THE COURT: Consuner Wt chdog.

MR. PLETCHER  No, Your Honor.

THE COURT: Al right. So we have sone
remai ni ng housekeepi ng to acconpli sh.

One is that | have a couple of lists of the
t hi ngs that have cone into evidence, but I want to make
sure that we address outstanding ones. | also wanted to
turn to the request for notice, if that is sonething
that we're going to address on the record beyond the

adm ssions that were admtted exhibits.

And then -- well, let's stick with that first.
Were are we at with exhibits? W'Il take themin
or der.

MR. MADDI GAN: | can speak to that, Your
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Honor .

The parties nmet and conferred extensively, |ed

by ny col |l eague, and | have agreed on the adm ssion of

almost all the exhibits with a few exceptions. W have

alist we are prepared to submt, and, also, we can --

we're prepared to read it in the record as well.

THE COURT: It's best if we read theminto the

record at this stage, but we al so woul d appreciate

havi ng what you' ve prepared.

MS. CASSEL- WALKER:  Thank you, Your Honor.

Johannah Cassel - Wl ker on behal f of State Farm General.

THE COURT: Thank you. And take your tine,

and proceed when you're ready. Just tell ne where

you're at so | can take notes as you go al ong, al ong

with the reporter.

M5. CASSEL- WALKER:  Thank you, your Honor.
" m | ooking at the parties' April 10th, 2025

revised joint exhibit [ist for hearing on proposed

interimstipulation.

head.

of :

THE COURT: | was just looking at that. o

M5. CASSEL-WALKER: Starting on page 1.

The parties have stipulated to the adm ssion

| RH- CDI - 002, | RH CDI-003.
Moving to page 2: | RH SFG 101, | RH SFG 102,
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| RH- SFG 104, | RH SFG 105, | RH SFG 106, | RH SFG 107.

Turning to page 3: | RH SFG 108, | RH SFG 109.

Turning to page 4: |IRHSFG 112, | RH SFG 114,
| RH- SFG 115, | RH SFG 116, | RH SFG 117, | RH SFG 118,
| RH SFG 1109.

Page 5: | RH SFG 120, | RH SFG 121,
| RH- SFG 122, | RH SFG 123, | RH SFG 124, | RH SFG 125,
| RH- SFG 126, | RHSFG 127, | RH SFG 128, | RH SFG 129,
| RH- SFG 130, | RH SFG 131, | RH SFG 132, | RH SFG 133,
| RH- SFG 134, | RH SFG 136, | RH SFG 137, | RH SFG 138.

Page 7: | RH SFG 140, |RH SFG 141,
| RH- SFG 142, | RH SFG 143, | RH SFG 144, | RH SFG 145,
| RH SFG 146.

Page 8 -- | don't know if it nakes nore sense
to do these in batches. W have a range of nunbers here
from | RH SFG 147 t hrough | RH SFG 162.

Wul d you |ike those individually?

THE COURT: It could be the way that you just
stated, since we're not indicating the material with
this in order to be expedient.

M5. CASSEL-WALKER:  All right. Geat.

THE COURT: So 147 to 162.

M5. CASSEL-WALKER: Correct.

THE COURT: Are --

M5. WVELLI NGTON:  Are stipulated to the adm ssion
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by all parties.

THE COURT: kay.

M5. CASSEL-WALKER: W can then nove to page
10, which is | RH SFG 167.

On page 11: | RH SFG 168.

Page 12: |IRHSFG 172 through 174. On the
sane page, |RH SFG 176 through 179.

On page 13, we have | RH QWD 201 t hrough
| RH- CWD- 205. And then on the sane page -- | RH QWD 207
t hrough | RH CW\D- 211

Page 14: | RH COAD-212 through I RH COAD-223. On
t he sane page, we al so have | RH QWD 225.

On page 15, we have | RH QWD 226.

On the sane page, we have | RH CW\D- 230 t hrough
238.

On page 16: |IRHOAD-239. On the sanme page,
we have | RH C\D- 242 and 243; | RH 245 t hrough 249.

On page 17: | RH OAD 250; and then | RH QWD 252
t hrough 254.

And turning back to page 1, | would like to
read into the record the conditions on the parties’
stipulations. Said, "This is the follow ng charts
reflects the parties exhibit list and to note where the
parties have stipulated to admt a particul ar exhibit

into the record for the hearing on the proposed interim
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rate stipul ation.

By stipulating to admt an exhibit, the
parties do not waive their right to object to the
i nproper use of a particular exhibit; nor do they waive
any obj ections regardi ng whether an exhibit constitutes
or contains hearsay, which shall not be sufficient in
itself to support a finding; nor do they waive any
argunents regarding an exhibit's rel evance or wei ght
that it may be afforded in determ ni ng whether to
i nprove the proposed interimrate stipulation.

In addition to the exhibits |listed bel ow, the
parties stipulate that all filings in the three rate
applications CDI File Nos. 23-1271/SERFF -- that's
S-E-RF-F -- #134139896, No. 24-1273/ SERFF #134139931,
and No. 24-1330/ SERFF #134139850, as posted on the
systens for electronic rates and forns filing as of
April 8th, 2025, are admtted into the record for the
hearing on the proposed interimrate stipul ation.

There are a nunber of additional -- | want to
confirmthat we also admtted into the record for the
parties' stipulation | RH CAD 227.

In addition to that exhibit, the parties have
a nunber of conditional stipulations regarding exhibits
related to the Watkins declaration for the foll ow ng

exhi bit nunbers.
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The parties stipulate to the adm ssion as part
of State Farm General's offer of proof, but CAD and CDI
object to the exhibit as part of their objections to the
Wat ki n' s testinony.

(Reporter interruption)
M5. CASSEL- WALKER: Watkins, WA-T-K-1-N-S.
And you start on page 3. W have | RH SFG 110

and 111.
On page 4 | RH- SFG 113.
On page 6: | RH SFG 135.
On page 7: | RH SFG 1309.
On page 9 | RH- SFG 163.
On page 18: | RH SFG 164 t hrough 166.
On page 11: | RH SFG 169 through 171.

And then there are also a few exhibits which
the parties stipulate to, except that Consuner Wit chdog
preserves its objection with respect to RBC, and this
i ncludes on page 1: | RH CD -001.

On page 2: | RH SFG 103.

And on page 12: | RH SFG 175.

| think the remaining exhibits, if any, need
to be admtted would be noved in by the respective
parties.

THE COURT: Ckay. Thank you.

So for the Departnent, does that accurately
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descri be the conditions and represent the exhibits to
which they're -- you have agreed to --

MS. McKENNEDY:  Yes, Your Honor.

THE COURT: Stipulated to their adm ssion.

M5. McKENNEDY: Yes, Your Honor. W do want
to say thank you for State Farmis Counsel for doing an
adm rable job of corralling all these exhibits and
getting the agreenents fromthe parties.

THE COURT: Yes. It saves us a consi derable

MR, PLETCHER: W woul d also join that
appreci ation.
THE COURT: So sti pul ated?
M5. McKENNEDY: And for Consuner Wat chdog?
MR. PLETCHER: Yes, Your Honor.
THE COURT: Al right. So the
stipulations -- because there's nore than one -- they
are confirmed as having -- as represented, and the
exhibits are so received.
(State Farm General's Exhibits 101 and
102, 104 through 107, 108 and 109, 112,
114 through 134, 136 through 138, 140
t hrough 162, 167 and 168, 172 through
174, 176 through 179 were received into

evi dence.)
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(Consuner Watchdog's Exhibits

201 through 205, 207 through 223, 225 and

226, 230 through 239, 242 and 243, 245
t hrough 250, 252 through 254 were
recei ved into evidence.)

THE COURT: So we have what remaining that is
going to be noved in independently that she just
nment i oned; anyt hi ng?

MS. PRESSLEY: Your Honor, | believe she went
t hrough all of our exhibits that are currently -- have
been currently | odged with the AHB.

THE COURT: All right.

M5. WVELLI NGTON:  Nothing further from State
Farm

THE COURT: |s there anything further or on
request for notice or anything that I'mmssing in that
regard?

MR, MADDI GAN:  No.

M5. McKENNEDY: | don't believe so,

Your Honor.

THE COURT: The record will so reflect that
the parties are indicating in the negative.

O her pieces that I'm-- and | could have
m ssed this because there's a | ot of paper -- the two

previous -- the proceedi ngs before the Conm ssioner.
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The transcri pts.
M5. McKENNEDY: Yes, Your Honor. | did | odge
those as part of an opposition to a notion in |imne.

Wul d you |i ke the conpl ete docunents as part of the

record?

THE COURT: | want to have themin the record.
So we just have to -- they can -- we can refer to them
and we have copies of them of course. 1|'d have to take

a mnute to get them and either party can bring themin
or, you know, you can do is as a joint stipulation or
you can even be ALJ exhibit. It doesn't really nmatter.

M5. McKENNEDY: Wuld you like ne to read a
descri ption of those docunments into the record, Your
Honor ?

THE COURT: As |long as we can have sonet hi ng
sufficient to mark it. W're going to have to mark sone
t hi ngs.

M5. McKENNEDY: | have a the exerts, Your
Honor. Do you want the entirety?

THE COURT: Yeah. W're going to need the
whol e transcript. So why don't we just take a quick
break in order to sort out the papers for that. And
t hen before we do, let ne see what else | have to be
rem nded of.

Do you have a full copy of that, Counsel? O
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does soneone have it with you?

M5. McKENNEDY: | have it electronically, Your
Honor, and we're having printing difficulties, so |I'm
scranbling right now.

THE COURT: Surprise with all this paper.

Let's go off the record for a few
m nutes -- about five-m nute break.

Of the record.

( Br eak)

THE COURT: Back on the record in -- for a
| onger expected break so we can do sonme printing -- on
the matter of State Farm General | nsurance Conpany and
the stipulation in evidentiary hearing in
Case Nos. PA-2024-00011, 12, and 13.

Thank you for your patience while we got that
coordinated. And | understand that Counsel's going to
of fer additional exhibits | solicited now

MR. MADDI GAN:  Yes. Thank you, Your Honor.

Of the record, as you said, the parties were
di scussing the transcripts for two dates of proceedi ngs
inthis matter. Partial transcripts of these
proceedi ngs already were included on the exhibit Iist,
but we now want to anend the exhibit list to add the
full transcript, so I'll do that. And we'll nake them

State Farnis exhibits.
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So Exhibit IRHSFG 180 will be the
transcript -- transcription of proceedings from
Wednesday, February 26, 2025, in the State Farm
Emergency InterimRate Approval matter.

And Exhibit IRHSFG 181 will be the transcri pt
fromthe March 11th, 2025, proceeding in the this
matter.

THE COURT: Al right.

Any questions about the identification?

M5. McKENNEDY: No, Your Honor.

MR, PLETCHER: No questions regarding
identification, and we have no objections to the full
transcripts comng in.

Just, with respect to what | was just handed,
| don't know if this is a full transcript. | know it
seens to end with a question that was directed towards
me. | don't recall if there was any nore di scussion
after that point, so I'mjust not sure if this
particul ar paper copy, that |1've been given, is the full
transcript. But we do have --

THE COURT: Does sonebody el se have a copy to
conpare again to see if that particular copy is mssing
a page.

MR. PLETCHER: That nmy not natter because we

don't object to the full transcript comng in.

Kennedy Court Reporters, Inc.
800. 231. 2682

114



https://www.kennedycourtreporters.com

© 00 N oo o A~ W N

N N N N NN P B P R P PP PP
o b W N P O © 0 N O 00 A W N P O

THE COURT: Ckay.

Counsel, is your |ast page on the February 26
Oficial Court Reporters -- is that the one you were
referring to, M. Pletcher?

M5. PRESSLEY: The March 11

MR, PLETCHER: The March 11t h.

THE COURT: The March 11th --

MR, MADDI GAN. The printout of the March 11th
one, that | have, is it also ends with a question.

MR, PLETCHER: And maybe that's howit is.

THE COURT: That's all we had, so |
will -- what we'll do is we'll just receive it as is and
if there's sonme reason to anend the record, it wll have
to be dealt with then, if that's what we have.

As being -- for that -- it looks |ike
sonebody's | ooking for sonething. W'IlIl give them an

extra nonent or two to see if they have a different

t hi ng.

MR. MADDI GAN: | think we have the | ast page
her e.

THE COURT: Ckay. | wonder why |'m m ssing
the last page -- isn't that interesting. Maybe what you

could do is maybe share that | ast page, and we can all
agree that that's the conplete --
MR, MADDI GAN: Ckay. |'m sharing.
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THE COURT: Okay. Just share wth Counsel
and then we'll nmake copi es.

Thank you for pointing that out, M. Pletcher;
and thank you, Counsel, for facilitating in making sure
we have it conplete.

MR. MADDI GAN:  There you go. | can hand it to
you with this page.

THE COURT: That would be great. |
actually -- | would need the page, and |I'll give you
back the page in a few m nutes.

MR, MADDI GAN: Okay. There's the m ssing
page.

THE COURT: That's what | need. GCkay. All
right.

So as so identified and marked, stipul ate that
| placed it into evidence.

Depart nent ?

M5. McKENNEDY: Yes, Your Honor.

THE COURT: Consuner Wt chdog?

M5. PRESSLEY: Yes, Your Honor.

THE COURT: State Farm General .

VMR, MADDI GAN:  Yes.

THE COURT: Al right. As received. Thank
you.

|s there anything that you' ve added to the
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trailing things before I junp into what | want -- it's
nostly recap. Anything to add that we need to dea
Wi t h?

M5. VEELLI NGTON:  Your Honor, the only thing we
wanted to add is that we are planning to do a cl osing.

THE COURT: Yes. W'I| get to that.

M5. VEELLI NGTON:  Thank you.

THE COURT: We'Ill absolutely get to that.

Once we do the closings, it's often hard to
hold onto, so | don't want to let this run.

We have filings in this case -- both
prehearing as well as continuing wwth in |imne and
during hearing -- so just as a short recap and nake sure
that we're all on the sane page with regard to that.

We had the notion to strike by State Farm
Ceneral, which was filed on April 3rd, 2025. Note that
all these dates that |'m about to nention nay not be
your | odging date. You may have filed it on the
foll owi ng date.

There was an opposition to it on April 4th,
2025, from Consuner Watchdog. It was w thdrawn on Apri
8th during the hearing by the novenent. So no action
was taken on that.

There was the nmatter of the Departnent's

nmotion to limt or exclude the w tness, Nancy WatKkins,
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filed on April 7th, 2025, pertaining to the declaration
that was filed with AHB on April 2nd, 2025.

State Farm CGeneral filed a response in part
one of their April 8th, 2025, filing. There was also a
decl aration -- subsequent declaration filed April 9th,
2025. | granted this notion on the exclusion basis
di squal i fying the witness and striking the declarations
to the extent they were in the record but allow ng them
for purposes of offers of proof if -- together with any
others that m ght be requested.

And | understand that, earlier, with regard to
the conditional stipulations, is to preserve that
status. And that's already been confirnmed, as not
adj usted, by virtue of ny recap here.

So anongst the other filings, we have sone
traditional filings that are, for exanple -- or nore
traditional in an untraditional situation. The Consuner
Watchdog' s initial March, 24th, 2025, objections and the
defense from State Farm General on April 2nd, 2025.

There was also a State Farm CGeneral response
to the objections on April 3rd, 2025. There was a
| etter addressed to ne from Consuner \Watchdog on March
28th, 2025; and in addition to that, we had the -- we
had some notion where, which | indicated on the record

earlier in the week, we have overlap as to sone of the
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argunents that had either been repeated or expanded
upon.

But anong ot her things that have been filed
are a notion to strike in sanctions by Consunmer Watchdog
on April 7th, 2025, to which State Farm General filed an
opposition on April 8th, 2025.

Consumer Wat chdog had al so brought in |imne
notion No. 1 on April 7th, 2025, which targeted
precluding financial information as to financi al
conditions being introduced as evidence, and State Farm
Ceneral responded at that in their parts two and three
intheir April 8th, 2025, filing.

This also -- this also -- this response al so
responded to Consuner Watchdog's other in |limne notions
in part; mainly in limne notion No. 2, which was filed
al so on April 7th, 2025, to exclude the suppl enental
stipulation as to the stipulation fromthe -- between
the Departnent and the State Farm General .

And Consumer Watchdog's third in |imne
notion, which is also filed on April 7th, 2025,
targeting the RBC calculations. It was also additiona
filing for Consunmer WAtchdog to exclude and to provide
further briefing on the RBC calculations filed on Apri
8th, 2025, to which State Farm General responded on
April 9th, 2025.
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Ww, that was a lot to try to get out. But I
try to actively display that we have these things that |
realize are there. They are -- there is sone overlap as
between them and | have indicated that | will address
the matters in it in the various filings in connection
with the decision that was al so repeated when it cane to
preservi ng Consuner Watchdog's objections accordingly on
t he record.

| understand you've done the hard work with
regard to the exhibits, and | greatly appreciate that
because it helps. As | repeated over and over again
during this proceeding to nake sure our record is clean
as we can nmake it when other people are |looking at it.
It's -- things that seemclear in the roomare not clear
|ater, so |l try to -- even if it's a weird bread-crunb
trail to give them as best | can, a conplete one.

Wth regard to the transcript, however, when
it conmes to identifying the aspects that woul d be
subject to strike, if Consuner WAatchdog's position was
mai ntained, | want to turn to the parties to see how
t hey m ght suggest handling that. | have ideas, but I'd
li ke to know fromyou first how you woul d go about that.

Do you want to proffer sonmething in a filing
that identifies that? Do you want to try to stipulate

with the parties as to which aspects would be
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attributable to that? Again, it also goes for conplete
record even if | rule ultimately not in your favor.

MR. PLETCHER: Your Honor, we're happy
to -- once we have the transcript -- to go through it
and identify lines that discuss the RBC i ssue and
identify that, you know, |ine-by-Iline.

We'll certainly take an attenpt to agree with
Counsel that, you know, not that they would agree that
the infornati on should come out, but that is the
uni verse of information that discusses RBC.

If we could do it by stipulation, we'll do it
that way; otherwise, we'll submt it and |l et you know
t hat Counsel don't agree, but this is our position.

THE COURT: The only thing I'll ask for the
ot her Counsel to be reviewi ng that, and that sounds |ike
a good approach and the nost expedi ent one because it is
up to Consuner Watchdog to try and identify what it is
that they have a problemwth if there's an issue or
whoever's | ooking at it, but please don't unreasonably
wi t hhol d consent as to agreeing to what that is.

| nmean, |'mnot saying to not nake your --
argue your case and represent. But if it's apparent,

t hen please don't nmake it harder than it has to be so
that we can get through it because we're all on a tight

timeframe, which also turns to briefing.
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| f you want to talk about this now or if you
want to have closing remarks first, either is fine.

MR, PLETCHER: Your Honor, just while we're
still on the RBC issue, as you were going through your
list -- and | apologize if | m sunderstood you -- but |
think there's been additional briefing this norning both
fromthe Departnent and for Consuner Watchdog the
opposition that the Departnent had di scussed, and then
we got a reply.

THE COURT: | do have those, and those are
both filed today -- those two docunents. And |
apologize | admtted themfromny comments there, but
both are -- we have both, and they'll both wll be
consi dered in connection with those matters.

MR, PLETCHER: That's fine. | just wanted to
doubl e check on that. C

THE COURT: Thank you very mnuch.

M5. PRESSLEY: And, Your Honor, just to
clarify -- you did also nention the notion that we filed
on April 9th; correct?

THE COURT: | did.

M5. PRESSLEY: Gkay. Thank you.

THE COURT: Yeah. That's the notion --

M5. PRESSLEY: To exclude the testinony.

THE COURT: -- to exclude the testinony, yeah.
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But it still goes to the -- to the initial conplaints.
That's why I"'mtrying to consolidate the handling of

t hem and neverthel ess give everybody sone kind of
response to their concerns.

M5. McKENNEDY:  Your Honor, | have a snall
question. In terns of the parties trying to neet infer
on the portions of the RBC testinony that CWwoul d
request be stricken specifically, do you have a tineline
for that? How does that inpact your ability to issue a
pr oposed deci si on?

THE COURT: | was going to ask the question in
connection wth briefing, because ideally, it would sort
it out --

MS. McKENNEDY:  Sorry, Your Honor.

THE COURT: Sort of speak close to the
bri efing because | think that everybody realizes |I'm
going to be working on this immediately, so it's not
going to be waiting, but | also will be |ooking for
what ever el se you have to include so | can nake that
careful consideration.

And |, too, have to wait for the transcript
for that part. So if we're tal king about that, we m ght
as well get into that.

Have you all placed orders for transcripts?

VMS. PRESSLEY: No, Your Honor.
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THE COURT: \What's happened with -- are you --
no? Don't know yet.

M5. McKENNEDY:  Your Honor, | believe the
Departnment autonatically gets a transcript.

THE COURT: Yeah, we get them

M5. McKENNEDY: Thank you.

THE COURT: Do you know when you're going to
get the transcript?

MR TETI: No.

MS. PRESSLEY: Wen | spoke --

MR. MADDI GAN: W haven't placed an order yet,
| don't think.

THE COURT: It still can be.

Go ahead, Ms. Pressley.

M5. PRESSLEY: Wen | spoke to the court
reporter yesterday, he had said that on an expedited
basis, the earliest would be the Tuesday transcript he
coul d have by Friday, but we decided not to order the
expedite. So | think the regular turnaround is 10 days.

THE COURT: They have various tines, so |
can't speak to what you were told or what their offer
is. W may have the condition -- we nmay have to ask you
to indicate when the transcript's been received so we
can tinme when briefing is due.

| hate to do it that way because it doesn't
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give us a date on the calendar. It's like this floating
day. But | realize that we have to get the transcri pt
in order for you to finish your work.

M5. PRESSLEY: And | would just want to point
out that our original notion that we filed on the 9th --
the notion to exclude testinony -- did identify by page
and |ine nunber -- the Shaw decl arati on.

THE COURT: Yes. And | appreciate it, but
t hose pieces are not as concerned -- |'m concerned about
the transcript. So what | would envision you doing, if
we're going to go back to that, is you wll reviewthat

in order to determ ne what parts of it you find are

attributable to your standi ng objection -- excuse
me -- yeah, your standing objection on financial
matters.

But on RBC matters that you have notion in
limne on, if you have additional briefing on -- and |
told you you woul d preserve your rights on to identify
what parts of the transcript -- just as M. Pletcher
indicated -- are a problem or sonehow.

| don't think you have to traditionally neet
and confer, unless you get into a dispute, you know,
communi cate that to the other parties to see whether
t hey consent, and if they don't, then by all neans try

to talk in sone nanner to resol ve what ever that
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out st andi ng problemis.

But | try not to get into nechanics too much
because | find that the parties sonetines have their own
nmechanics, and if that works for you, I want you to do
it. But | would envision you do sonmething |like that
because there's no -- if there's no inpetus for themto
identify what parts of the transcripts you have a
problemwth --

M5. PRESSLEY: Right.

THE COURT: -- it would be subject to strike.
So it's really on you. | knowit's nore work for
Consuner Wat chdog.

MS. PRESSLEY: Your Honor, | appreciate that.
And | do note that -- because Ms. Shaw went today, she's
nore fresh in ny mnd -- so | don't think there's
extensi ve portions because nost of the discussion on
that issue was asking for -- it was nore to go towards
what she did for in terns of the notions.

THE COURT: Sure. Wich saves us a | ot of
time, which will be nice. So hopefully it wll be
smal | .

Ckay. So | guess we're beating around the
bush about how we structure briefing, you know, it has
to be pretty tight. So do I have sone suggestions as to

how tight is not too tight?
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M5. VAELLI NGTON:  Your Honor, we wanted to ask
what you were envisioning on post-hearing briefing. |
don't know if you're necessarily intending the
post - hearing briefing unless Your Honor wants to hear on
specific issues, although we certainly reserve the
right, if that's whatever else we're going to do.

THE COURT: | welcone the briefing, and I
woul d expect sone sort of briefing in this case. Even
if it's to highlight, you know, your points. But if you
don't want to brief, it's not a mandatory bri ef.

| think that you can, by the nature of things
you' ve al ready been addressing, you have worked hard to
be conprehensive, so I'mnot trying to suggest that
there's a gap in -- in your argunents or analysis that |
don't understand and won't study nore. But I1'd like to
gi ve you the opportunity to do it.

MS. McKENNEDY: Your Honor, the Depart nent
woul d recommend briefing just because the issues in this
matter are pretty conpli cat ed.

THE COURT: O her people m ght be | ooking at
this -- well, they will be. How far, | don't know.

MR. PLETCHER  Your Honor, we would happy to
t ake option to briefing.

THE COURT: So everybody else will brief, so |

expect you to follow -- junmp in that bandwagon and do a
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l[ittle bit of briefing too, but it's up to you.

How many days after receiving the transcript
do you think you need? Can you do it in five? | was
going to say five.

MR. PLETCHER We was hoping for 10, Your
Honor .

THE COURT: | know five is hard, but we really
have to nove it al ong.

M5. McKENNEDY: | think -

THE COURT: This is the thing when you don't
know exactly when you're going to get the brief -- the
transcripts and so. |It's subject to these different
ti mes because you can order expedited transcripts, so
|"'mgoing to get themin five days. | can tell you
right now | actually don't know if they count
weekends. | never asked that question, but | get mnes
by five weekdays. So that will be sone tine next week.

M5. McKENNEDY:  Your Honor, if | may, the
transcripts are one thing, but Your Honor's rulings on
sone of the admissibility of evidence and decl arati ons
and testinony mght really inpact the briefing.

THE COURT: That was -- that's expecting you
to do that in advance and not in the PD. So doing it in
the PDis very typical in admnistrative law, and that's

what | was planning to tackle.
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| won't prom se to do that in advance. So
you'll have to operate outside of that, unless we'll
alert you that 1'mgoing to be able to do that -- in
which case | will follow the sane rule of fairness that
| ask the parties to. W'Ill alert you in sonme way Sso
that you'll know, and you can manage that accordingly.

M5. McKENNEDY: Thank you, Your Honor.

MS. PRESSLEY: Your Honor --

THE COURT: So | -- | think that because, you
know, it's not |ike we excluded people. W
didn't -- except for the one disqualified wtness, and
that wouldn't be sonething that we would cone back to
revisit at this stage, so | think we can do it
adequately wth the decision in addressing the
out standi ng matters.

M5. McKENNEDY:  Your Honor, CWs notion to
exclude Ms. Shaw s declaration is basically all the
subst ance of paragraphs, so if that is excluded, then
the Departnent has very little left.

THE COURT: Yeah, but | didn't exclude
Ms. Shaw.

M5. McKENNEDY: But you asked us to neet and
confer -- I'msorry, Your Honor, maybe | m sunderstood.
| thought CWand the Departnent were to neet and confer

over the portions to be excluded or stricken.

Kennedy Court Reporters, Inc.
800. 231. 2682

129



https://www.kennedycourtreporters.com

© 00 N oo o A~ W N

N N N N NN P B P R P PP PP
o b W N P O © 0 N O 00 A W N P O

THE COURT: Well, that was -- | nean, | wanted

to know if there was -- if that happened, but I

didn't -- right now we've taken her testinony. The
decl arations are in. Even if the declarations fell in
the PD, they would still be treated as office of proof
in that context, so they'd still go up.

M5. McKENNEDY: Ckay. Thank you, Your Honor.

MS. PRESSLEY: Your Honor, mny understandi ng
was the neet and confer is over the portions of the
transcripts. W already identified the portions of the
decl arati on.

THE COURT: Yes. The part earlier today is
about the transcript, the other day, we were talking
other parts of it. But today is the transcript, when we
receive it, as to the RBC material. You know, they can
literally point to what it is that would then subject to
be struck.

M5. McKENNEDY: Ckay. Thank you, Your Honor.

THE COURT: So that's on the themto start
that process. | would |like to except be contenporaneous
with the briefing even though it's nore work, if all
possi bl e, because otherwise it holds up closing the
record out even if | don't know what -- | don't have the
piece clear or it's left for nme to deci de.

MS. PRESSLEY: Yeabh.
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THE COURT: | think we would not rather do
that. W handle it this way as an expedi ency neasure
because ot herwi se we would've had to nitpick a little
early.

M5. PRESSLEY: | think the mssing piece is we
just need to figure out the tinelines for getting the
transcript.

THE COURT: So we can do a couple of things.
We can set it as the floating, which |I've already said a
couple of tines, which is based on when the transcri pt
is received. You can expedite it, | think, real fast.
There's just a couple of stages; but, unfortunately, the
way that it cones here, sonetines sonebody has it or
earlier than anot her dependi ng on their order.

MS. WVEELLI NGTON:  Your Honor --

THE COURT: If you're going to get it -- go
ahead.

M5. WVELLINGTON: | just had one question. W
had read the orders set in this hearing as requiring a
decision within 10 days of the conclusion of the
hearing, so | don't know if that is accurate, but we
shoul d take that into account. | assune that --

THE COURT: | did. W don't consider it
cl osed until we have cl osed record.

M5. VEELLI NGTON: | see. Gkay. So it would be
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10 days after the close of the record?

THE COURT: Yes. But I'mstill trying to hold
your toes to the tinme, that's why we'll tal king about
it. | realize that I want to adhere to a expedited

process, so | don't want to flaunt the expectation by
basi cal ly everybody who's | ooking at this matter to, you
know, just to see sonmething soon. So that's why |I'm
thinking five days to receive the transcripts, but |
don't want it to be, you know, so detractive that we're
pushing it so far out that it's a problem
M5. PRESSLEY: Are you asking for five days to
identify the material? O five days for the briefing?
THE COURT: Well, they can both run
cont enpor aneously with one another. | don't

know -- which is why | asked you to do that. Let's stick

with one thing. You know, if you say you can't -- that
you can't do two things then, you know, | appreciate
that. We'Il manage it sone way, but let's stick with the

briefing right now.

| think we're -- I'"'mgoing to ask the parties
to stick with five days to receive the transcript. But
we're going to have to set a -- let's set it.

M5. McKENNEDY:  Your Honor, how about April
21st. That's 11 days.

THE COURT: |Is that where | was going? Were
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is it ano later than date.

M5. McKENNEDY: Correct, Your Honor. It's 11
days, but it's a Monday. So that seens nuch nore hunane
t han Sunday.

MS5. VEELLI NGTON: Are we tal king about the 21st
of April?

MS. McKENNEDY:  Yes.

M5. VELLI NGTON:  20th is Easter Sunday, just
for the record.

M5. PRESSLEY: And |'muncl ear because if it's
taking us until at least five days to get the
transcript, then that's not 11 days. |It's only one
busi ness day and a weekend.

MR, MONTGOMERY: What we're tal king about now
is briefing, right?

THE COURT: Yes. They're studying the
cal endar cautiously and see what it is that they don't
i nadvertently consent to sonething that becones too
burdensone -- it's all burdensonme, but -- because it's
an expedited process.

M5. PRESSLEY: Again, it depends on where the
transcripts falls because there's going to be a couple
of days that fall on that week that --

THE COURT: Well, no matter how we do it, we

land in that week. Because it's just when we're -- you
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know, it's the tinme now and today. So.

M5. McKENNEDY: How about April 22nd, Your
Honor .

M5. PRESSLEY: | would say -- | nean, two
weeks fromtoday is the 24th, right? |It's going to take
us at least -- | nean, assum ng that we even get the
transcript by the 17th, that's only one week. And
that's only one to five working days, excluding the
East er weekend.

THE COURT: Easter is -- let ne look. Just a
second.

M5. PRESSLEY: | just know, fromthe
experience that we just had, that we don't want just,

i ke, two business days and then two weekend days. That
will not work.

M5. McKENNEDY:  Your Honor, it may be hel pful
to the parties if you limt the page nunber of the
briefs, because in sone ways, maybe that hel ps break
this job down to nanageabl e si ze.

THE COURT: | appreciate the suggestion. |
usually don't because the other side of it is, you know,
or felt it was unfairly restricted. And we have | ots of

paper in this case already, so what's a little bit nore.

|f you really want to stay up all night to doit, I wll
read it. |, too, will stay up all night not
Kennedy Court Reporters, Inc. 134
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wi t hstandi ng that you m ght not realize that |I'm doing
t hat .

Ckay. So today's date is the 10th.

MS. VEELLI NGTON: Your Honor, we had one
clarifying question when you have a nonent.

THE COURT: Go ahead.

M5. VEELLI NGTON:  Wien is the end of the
heari ng proceedi ng for purposes of the 10-day clock? 1Is
it when we receive the transcripts, or is it when this
briefing is submtted? W would just |like to know --

THE COURT: We typically issue a notice that
the record has been closed, so it's not often. But
soneti nes sonet hi ng happens that requires com ng back to
the parties. | don't anticipate that happening in this
case, so if you're trying to stab at the idea that we
nmove qui ckly, that's ny intention, which is why |I'm
pondering this as long as | am because |'m sensitive
with the fact that we have to have the transcript, but
at the sane tine want to bring this to concl usion.

So to answer you nore of that, this ends the
evidentiary presentation phase unl ess sonet hi ng causes
us to reopen it which I do not anticipate happening.

But neverthel ess, the record remains open if, for
not hing el se, the transcripts cone into it after, which

provided, | concluded there's a conplete record upon
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whi ch a deci sion can be rendered, | issue you a notice
i ndi cating that.

And then -- even the 10-day thing is in
di spute because of the procedure being in dispute, but
what ever clock starts first then -- unless there's sone
ot her statutory or regulatory basis upon which to say
that it doesn't or that there's a different tineline so
that's basically how it plays out.

M5. VEELLI NGTON:  Thank you, Your Honor.

THE COURT: But | think what we'll do
is -- we'll -- so we're not being too disruptive to the
sensitivity around the tinme and the Easter weekend,
which falls in an unfortunate period for our process.

"Il set themas due on the 23rd -- Apri
23rd. And | really don't want to see a request to have
to change that, but if sonething weird happens with, you
know, receiving the transcripts or sonething -- you know
t he process needs to cone to play to deal with that.

| don't -- | think that that's going to give
you extra tinme, frankly, because in ny experience,
they're usually very, very good about getting themto
us. But | can't promse that'll happen -- you know
there's the Murphy's Law. This is the one case rule
where it won't.

MS. PRESSLEY: Your Honor, can | make a
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suggesti on?

THE COURT: Sure.

M5. PRESSLEY: So | woul d request that we have
at least five business days, working days, from when we
get the transcript. So Your Honor's suggestion of the
23rd would work if we get the transcript by the
16th -- which is one, two, three, four business days
fromtoday, which |I'massumng that they're not going to
start working on it until tonorrow  So.

THE COURT: They usually always start it,
actual ly.

M5. PRESSLEY: | think we just have to confirm
if we can get the transcript by the 16th, then the 23rd
works. But if we're going to be getting the transcript
| ater than that, then we're getting into a crunch.

THE COURT: W can't confirmit because we
have no way no way to do it. But what we can do is if
there's a problem you can alert ne.

Like I said, you could bring -- ny intention
is to give you five days to work on it. Let's just put
it that way. |If sonmething derails that, bring it to ny
attention. Hopefully we'll have nore, and, you know,
we'll have a little cushion there.

Let's try to stick with this schedul e unl ess

there's reasons that make it not doabl e.
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M5. VEELLI NGTON: One final question, if | may,
Your Honor. |Is there a page limt?

THE COURT: | didn't set a page |imt, not
wi t hst andi ng the suggestion from Ms. MKennedy, which is
a qui ck one and nmany peopl e appreciate, but |I'm not
going to do that, and I'mnot going -- we just don't
have tinme to entertain reply briefs, so |I'mnot planning
to solicit that to the extent that, you know, | think
t hat you know what the other parties are arqguing.

So to the extent you speak to them this
is -- I'"ve been extra -- |I've done all the extra things
| could do during the proceeding to all ow ongoi ng notion
practice, you know, the whole thing. You should know
what we're dealing with

And so, if you're going to tackle those things
again in your briefing, you know how to tailor it there
and, to your discretion, how nuch attention you give at

any particular issue. GCkay. And | think that's nore

than fair.

M5. VEELLI NGTON:  Thank you, Your Honor.

THE COURT: If it ends up being disputed,
you' || have another opportunity to convi nce sonebody
else. The only winkles -- let's not stay with winkles.

But you're probably all aware of the subsection if |

were to decide that there's, for sonme reason, sonething
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el se to suggest, | have to give you three days. | think
it's very correctly to look at it. So not saying that's
happening, that's not a prenonition. |'mjust saying
that -- deal with it as things come, but for now,
briefing is due then and the 23rd.

You can even file themafter hours. In other
words, if it doesn't make the 4/30 deadline, you can
| odge it after hours, and that will be accepted. So
we'll nmake it as late as 11:59 on April 23rd.

All right. Wth that, are you ready for
closing remarks or do you need to take a drink of water?
Everybody seens ready.

(Reporter interruption)

THE COURT: Sure. We'Ill just go off for five

m nutes. Five-mnute recess.
(Recess)

THE COURT: All right. Back on the record
after our break in State Farm General |nsurance Conpany
in the matter pertaining to the stipulation. This is
case nunber PA-2024-0011, 12, and 13.

After having handl ed our adm nistrative tasks
followi ng the recei pt of evidence, we are now at the
stage where we're | ooking at closing remarks from each
of the parties. And so with that, | understand

everybody's ready to go, and | will turn to State Farm
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General to begin.

MS5. VEELLI NGTON: Just to clarify, you would
like us to go first? | think we would typically go
| ast, but we're also happy to go first, if you' d |ike.

THE COURT: It's your case, Deponent. How
would you -- | nean, | don't know that it matters.

M5. WVEELLI NGTON: | agree, Your Honor. |If you
woul d |i ke us to go, we can.

THE COURT: Does the Departnent have a
different preference on order?

M5. McKENNEDY:  Your Honor, we're the nutual
parties, here, so.

THE COURT: The m ddl e person.

M5. McKENNEDY: W are the m ddl e person,
but --

THE COURT: | nean, we can look to -- | nean,
was CWplanning to go first?

MR. PLETCHER: No preference, Your Honor.

THE COURT: Ckay. Well, since you're the
objecting party, you know, | guess we can turn to you

and ask you to make your closing first, | guess.

CLOSI NG STATEMENT
MR. PLETCHER: All right. Thank you, your
Honor .
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Your Honor, first | wanted to extend ny thanks
to all the parties here and the Court and the staff and
everyone's hard work and commitnent to hold this hearing
on an enmergency basis to present these issues in a
publ i ¢ heari ng.

And | think this hearing shows that
Proposition 103, these rate hearings, aren't a source of
del ay; there are source of process, and we've seen here
t hat process can be adapted to urgent circunstances when
required.

Your Honor, this case conmes down to the sane
cl ear question we started this hearing with: Has State
Farmjustified an energency rate increase under
California law? The answer is clearly no.

First, I want to be clear about what State
Farmis not arguing. W're not saying that State Farm
can't ever get a rate increase or that the Conm ssioner
can never grant a request for interimrate relief, and
the | egal standard for such relief has been net.

All we are arguing is that all rate increases
nmust be legally justified and factually supported with
t he burden on the insurer to prove that support of
actuary anal ysis.

If an interimrate is requested, the insurer

must first show actuarially that the rate is plainly
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filed under California law. That's it. That's how we
prove up rate in rate proceedi ngs; through actuari al
wor k, not through appeals to financial conditions or
risks.

Now, |I'd like to be clear about what | think
State Farmwants this Court to do; approve an interim
rate hi ke now, and then prove up it's rates later due to
State Farmis financial pressures and market concerns,
not because of a denonstrated need under the rate
for mul a.

What State Farmis really saying is, they're
saying they're too big to fail. They're arguing their
si ze and market position exenpt themfromthe usua
rules. We're not disputing State Farnis inportance.
MIlions of Californians relay on State Farm

And State Farm has every right to ask for rate
i ncreases. But under Proposition 103, California's
| nsurance Consuner Protection Law, they nust prove those
increases are justified before they take effect.

Too big to fail is not a legal argunent; it's
a scare tactic of a parade of speculative horribles. W
apply it to serious, systemc issues. Here, we've heard
about insurance nmarket stability, or breakdown in the
availability, or threats about 680, 000 nortgages

suddenl y needi ng new polici es.
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W say these issues aren't relevant here. W
are not saying they aren't inportant; we're just saying
t hese broader system c problens, |ike other
too-big-to-fail problens, need a whol e gover nnent
response. They belong with the legislature with the
governor, the Insurance Conmm ssioner with his conduct
powers, but they don't belong and can't be allowed to be
rel evant here in a rate hearing.

Now |'d like to turn to the actual | egal
standard that we think you nust apply, and that's the
plainly invalid standard under Cal Farm This standard
does not involve any determ nation on State Farnis
overall financial condition or marketplace conditions.

The Suprene Court has set a clear standard for
interimrate relief. The Insurance Conmm ssioner under
Cal Farm can adjust plainly invalid insurance rates
through interim-- through these interimrates, the
i nterimprocesses.

Now, in this proceeding, just like in Cal Farm
at page 824, we've used "plainly invalid" to refer to
rates that are inadequate because Proposition 103
prohi bits both rates that are excessive and rates that
are i nadequate, both the high and | ow bal ance of the
al | oned r at es.

The ratemaking fornmula -- and this is a quote
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from20th Century Insurance -- "The ratenaking fornula
is used to fix" -- here's an ellipses in the quote -- "

that continuing the range of rates within the bal ance of
t he excessive and the inadequate.” That's 20th Century

| nsurance, page 285.

And under Proposition 103's prior approval
regul ations, a rate is inadequate if it is |ower than
the mininmumpermtted earned premum That's at 10 CCR
section 2644.3. And this is the sane analysis we see in
20t h Century.

State Farm has provi ded no actuarial analysis
to justify their request. They've relied on financi al
condi tions and market data, which we argue are factors
that should be strictly insulated in a hearing
proceedi ngs, both based on the Insurance Code and for
i nportant public policy reasons.

Now, only Consuner Wat chdog has presented a
t horough actuarial analysis here, and that analysis
shows even when we use State Farnis assunptions and
calculations, it shows that State Farmls rates aren't
i nadequate or plainly invalid because the mninmumrate
change shown in State Farmis February 5th prior approval
rate tenplate, as M. Arnstrong discussed in his five
scenarios, the mninmumrate change there is a negative

val ue, and that neans the rate isn't inadequate and it's
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not invalid, so State Farm doesn't clear their first
| egal hurdl e.

Abandoning Cal Farmto determne if an insurer
is eligible for interimrate relief doesn't |eave us
w th any workable standard to evaluate interimrate
relief requests.

Every nudslide, wildfire, major atnospheric
river event -- and as nuch as we all enjoy living in
California, sone area or another of California faces
these things regularly -- all of these events coul d open
the floodgates to insurers demandi ng an energency
interimrate hi ke based solely on tenporary financi al
set backs or market fears.

State Farmis the largest insurer, but the
second, the third, the fourth largest insurers are also
i npacted by the LAw ldfires. They should not qualify
for energency increases w thout actuarial support,
either. Wthout a clear standard, the Conmm ssi oner
can't evaluate -- this Court can't evaluate interimrate
reports.

Now, the second question that Your Honor has
to consider, because this is a stipulation on a
settlenment, is whether the stipulation as a whole is
fundanental ly fair, adequate, reasonable, and in the

interest of justice. That's the standard for approving
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a settlement at 10 CCR section 2656. 1.

Fundanental fairness has to nean, at the very
| east, evaluating a deal from both sides, including from
t he viewpoint of consuners. But Dr. Appel, State Farm's
expert on market conditions, said that the interimrate
i ncrease poses no risk to policyholders. He declared
there's an absence of risk to policyhol ders.

That statenent conpletely ignores what it
truly neans for a famly sitting at their kitchen table
struggling to budget their nonthly bills to suddenly see
their insurance increase by $40 or $50 a nonth based on
t he average increase of $470 or $600 a year. An extra
$40 or $50 a nonth can be a significant hardship for
many California famlies.

For many, this increase could nean choosing
bet ween paying for groceries, for nedication, for
childcare, or even just keeping the lights on. 1It's
sinply not credible to dismss this hardship as no risk
or an absence of ri sk.

It's clear Dr. Appel evaluated the settlenent
solely from State Farm s perspective and the nmarket's
perspective. He said the interimrate increase is not
only reasonable and justified but, in fact, critical to
the health of State Farm and the California homeowners

I nsurance narket.

Kennedy Court Reporters, Inc.
800. 231. 2682

146



https://www.kennedycourtreporters.com

© 00 N oo o A~ W N

N N N N NN P B P R P PP PP
o b W N P O © 0 N O 00 A W N P O

Now, we assune the settlenent is good for
State Farm because they have agreed to it. Perhaps it's
good for the market. But this entirely disregards
consuner hardships and realities. This isn't fairness,
and that's one-sided advocacy for Dr. Appel.

There are nmultiple risks that policyhol ders
face here. They can be forced to find nore affordable
coverage. They'll have to i mmedi ately begi n higher
rates. And there's no guarantee in any of the
stipulations that they won't be dropped the next tine
their policies cone up nonrenewabl e after the nonrenewal
peri ods end.

Dr. Appel also thinks the |Insurance
Comm ssioner's main job is to protect insurance
conpani es fromgoing broke. He totals that the
Commi ssioner's primary roll is maintaining the solvency
of insurers.

Comm ssi oner Lara hinself disagrees. 1In his
| etter of February 14th in this matter, he stated
clearly, "My primary responsibility is to the peopl e of
California." That's at Exhibit 149, page 3. The
Comm ssioner's letter al so enphasizes that Proposition
103 expressly precludes himfromproving rates that are
excessi ve, inadequate, unfairly discrimnatory, or

otherwse in violation of the I nsurance Code.
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And he enphasi zes the burden is on the insurer
to denonstrate and support its rate requests. Al of
this -- prior approval, denonstrated support for
requests, all of this -- State Farmis asking you to
disregard and just to look at financial condition in a
one-si ded way because they've asked for this rate
i ncrease.

Now, part of State Farm s argunment about the
fundanental fairness of this stipulation is that even if
the stipulations aren't fair, that's okay because
refunds will fix it. But refunds at sonme unknown future
date, after State Farm exhausts all of it its |ega
renedies, that if it doesn't think the final rates
ordered are too low -- I'msorry -- is does think the
final rates ordered are too low, it won't fix the
i medi ate harmthat famlies here face.

Fam |ies nust rearrange their budgets now or
have to cut back on essentials. Refunds will also help
fam |ies who need noney now who are still recovering
fromthe recent fires. This is what the Proposition is
supposed to do: Protect consuners to justify their
rates first before they take effect to prevent this kind
of imrediate, irreversible harm

Now, there's evidence here on adequacy and

reasonabl eness, which are the next two factors that you
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have to consider. There's only one actuary for the
proponent of the two-way stip, and that's M. Shaw.
She's the only expert who testified on the nunbers of
the interimrate proposal.

She thinks than an increased rate is unlikely
to be sufficient by itself to affect long-term
i nprovenent to State Farmis financial condition. She
further explained here in testinony that State Farm
needed to ook at its other rates.

And now -- and State Farmis, because there
are other rates involved in here; there's the renters
and the rental property. Honeowners is the driver here
as far as nunbers go, and that's the nunber we' ve | ooked
at nost frequently here in this proceedi ng because
there's no argunent that honeowners is the driver as far
as the costs go.

So if the homeowners rate i ncreases al one,
well, it wouldn't help inprove the nunber one problem
that State Farnis witness, Dr. Appel, and the
Departnent's witness, Ms. Shaw, identified, which is
financial condition.

Then why are we considering taking noney from
consuners and giving it to an insurer before a rate hike
is justified when the Departnent’'s own w tness doesn't

t hi nk a hi gher honeowners rate alone is a long-termfix?
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Why i nplement a cure that won't work? That's not
adequate. That's not reasonabl e.

Shaw al so says that she needs information.

She says this is very early stage prelimnary anal ysis.
She says she intends to further investigate and devel op,
during discovery as part of the full rate hearing
process, because she believes there are other steps that
State Farm shoul d be encouraged and required to take to
inprove its financial condition.

It's fine to be need nore information to
better understand State Farm s rate increases. Consumner
Wat chdog needs that information, too, but this is a
request to goto a full rate hearing with full
di scovery, not a reason that a stipulation is adequate
or reasonabl e.

And, again, refunds can't nmake the stipul ation
adequate or reasonable, just like they can't cure the
stipulations to make themfair. |It's not reasonable to
t ake nmoney from soneone in violation of the |aw here,
Proposition 103, with a future conditional promse to
maybe pay soneone back.

The | ast factor this Court nust consider under
section 2656.1(c) is the interest of justice, which
i nvokes many concepts of equity, and justice, and the

rule of law, but all of these revolve at the core of not
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respecting follow ng the | aw.

Here, we think the lawis clear. |It's Cal
Farmthat gives the standard to see if the interimrate
is warranted in the first instance, or if the Applicant
shoul d proceed to a full rate hearing. |If the current
rate is plainly invalid through actuarial analysis and
it's inadequate under the regs, then an interimrate
shoul d be consi dered.

But as we've seen, M. Arnstrong, the only
actuary who ran through these cal cul ati ons, doesn't find
that the rate is inadequate, that it's not plainly
invalid even using all State Farmi s assunptions. This
is all clearly defined in the regul ations; the
Comm ssi oner has a duty to prevent inadequate rates,
just as nmuch as he nust prevent excessive rates.

The interest of justice also nmust be foll ow ng
the regul atory standards for approving settlenents, and
we expl ained here that the proponents of the
stipulation, their witness, and evidentiary support,
they don't neet these standards.

M. Ehrhart tal ked about reinsurance, which
brought some criticismthat Consunmer Watchdog raised
about a State Farm s busi ness deci sions, but he doesn't
address the fundanentally fair, adequate, reasonable, or

interest of justice standards at all. Dr. Appel, he
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di sm sses the risk to consuners. That -- that's not
fair.

Ms. Shaw doesn't speak to the adequacy or
reasonabl eness. She's taking nunbers that were given to
her, acknow edgi ng that nore parental support will be
better; nore noney would help nore fromthe parent. She
al so doesn't think a homeowners rate increase by itself
woul d help in the long term and she wants nore
information through a full rate hearing.

Ms. Shaw rai ses significant issues, and all of
t hese issues need a full rate hearing. W think
Ms. Shaw is correct wanting nore information in a ful
rate hearing so that a determ nation can be nade on the
appropriate rate based on a full record.

State Farm can and should make its case fully
in that setting. But granting an unjustified interim
I ncrease now underm nes Proposition 103 and hurts
California famli es.

We respectfully ask you to reject the two-way
stipul ations, the proposed interimrate increases, and
send this matter to proceed to a full evidentiary
hearing that's already noticed on this expedited notice
as the parties and Court can accommpdate. That ensures
fairness, accountability, and adherence to California

| aw. Thank you.
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THE COURT: Thank you.

CLOSI NG STATEMENT

M5. McKENNEDY: Thank you, Your Honor.

| think it's really inportant to renenber this
is not a final rate hearing or full rate hearing. This
is an interimrate hearing on a stipulation on CWs
obj ections to that stipul ation.

As | said at the beginning of this week, the
Departnent -- | said we would show, and | believe we
have shown, that State Farm General is currently in an
energency situation. State Farm General needs hel p now,
not 12 to 15 nonths fromnow after a full rate hearing.

W're not trying to execute a long-termfix
here. We're trying to buy tine so that the Departnent,
State Farm General, and, hopefully, consuner
representatives including Consuner Wat chdog, can work
t oget her coll aboratively to execute broader fixes so
that State Farm General doesn't continue to have these
probl ens.

But we can't do that if State Farm General
goes bankrupt in the neantine. State Farm Ceneral
doesn't have 12 to 15 nonths, so this is why the
Commi ssi oner has al ready provisionally approved State

Farm General 's request for energency relief in the form
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of an interimrate increase subject to refunds with
interest followng the full rate hearing process.

The hearing this week was to ensure that
Consumer Wat chdog had a full and fair opportunity to
raise any and all objections it may have to this interim
rate increase stipulation. But now having heard
extensively fromCWand its expert w tness, Departnent
staff reiterate our recommendation that this Court
propose, and the Conm ssi oner adopt, the energency
interimrate increase subject to refunds with interest.

Not hi ng that CWhas raised this week has
caused the Departnent to change our recommendation. CW
attacks the interimrate as being unsupported by the
Prop 103 ratenmaking fornmula, but as we've -- as Ms. Shaw
testified, there are all owabl e exceptions built into the
rat emaki ng fornmul a.

CW-- CWs expert did not take into
consideration the Variant 6. CWargues that State Farm
abandoned Variant 6. Your Honor, it is still in the
rate applications. The Departnent is still having to
consider it.

We have a conpany before us that has told us
its solvency is at stake. They have publicly said
this. W have to take this seriously. | agree that Dr.

Appel m ght have spoken a little nore narrowy --
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narromy than | agree with when he said that the
Comm ssioner's primary duty is to protect the sol vency
of insurers.

That's only partially correct. The
Comm ssioner's overall primary duty is to protect
Californians. Keeping insurers solvent is but one part
of achieving that goal. Qher factors include
mai ntai ning the overall health of the market place in
order to ensure that insurance is available to
Cal i fornians who want to buy it.

Consumer Wat chdog assunes that insurance is a
gi ven that consuners can get anywhere, anytine they want
at any price, but this is just not true in today's
mar ket unfortunately.

The Comm ssioner's already executed his
sustai nabl e i nsurance strategy in an attenpt to begin to
address the fundanental problens underlying the
California insurance market right now, but it needs
tinme, again, to fully -- for the fixes to fully be
real i zed.

We al so heard a | ot about how this interim
rate increase m ght nmake State Farm General insurance
unaffordable for a few of its policyhol ders, and, of
course, we regret that.

But if State Farmproves it's entitled to this
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interimrate increase, if it proves it's entitled to as
much as a 30 percent increase after a full rate hearing,
t hose sane policyhol ders would be faced with the sanme or
greater difficulties. It's just a reality.

The price of eggs is going up, and,
unfortunately, the price of insurance is al so going up.
Agai n, Departnment staff and State Farm General have
agreed that the interimrate increase will be subject to
full investigation and proof as part of the conplete
rate hearing process.

If the interimrate increase turns out to be
excessive, State Farm General has agreed and sti pul at ed
that it wll pay refunds plus interest to its California
policyholders. This is not a rate hearing; this is a
hearing on CWs objections under Regul ati on 2656. 1.

The | egal standard that should be applied is
whet her the stipulation is fair, adequate, reasonable,
and in the interest of justice. W have heard nothing
fromCWthat calls that into question.

The problemw th ratenmaking regul ati ons
expressly allow the Conm ssioner to apply exceptions to
the ratemaking fornmula. Based upon State Farmis show ng
of energency circunstances, the Conm ssioner shoul d
grant State Farm General the energency relief it

requests.
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THE COURT: Thank you. Thank you very nuch.

You ready, Counsel ?

CLOSI NG STATEMENT

M5. VEELLINGTON: | am Thank you. And | want
to just start by saying thank you to Your Honor and the
courtroomstaff and the security teamhere. W very
nmush appreciate all of your tine.

Your Honor, we're here to address an energency
situation. The testinony you've heard confirns that the
energency is real and that it urgently needs a sol ution.
Across four witnesses and three days of testinony, no
one di sputes that State Farm CGeneral's financi al
condition is seriously deteriorating. That's a direct
guote from Consuner WAtchdog's actuary yesterday.

No one di sputes that State Farm Ceneral's
surpl us has decreased from about $4 billion ten years
ago to about $600 million after the Los Angel es
wildfires. No one disputes that over the past decade,
State Farm CGeneral has paid $1.26 in clains for every
$1.00 in prem uns.

No one disputes that the risk of catastrophic
wildfires in California is increasing or that another
catastrophic wildfire like the one in Los Angeles could

happen at any tine. And no one disputes that State Farm
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General's financial strength rating is at risk of
i mm nent downgrade, which could inpact hundreds of
t housands of people in California who may suddenly | ose
t heir homeowners insurance and likely have to go on the
Fair Plan with | ess coverage and nore prem um

We're here today because the California
Departnment of |Insurance and State Farm General both
agree that the interimrate increases are warranted.
Both parties accordingly entered into the suppl enent al
stipulation which is fundanentally fair, adequate,
reasonable, and in the interest of justice.

Consuner Watchdog clains that this is an issue
for the governor or the |l egislature, but Proposition 103
was adopted by the people, and a central objective of
Proposition 103 is to keep insurance avail able. The
stipul ati on does just that.

We accordingly Your Honor to recommend t hat
t he Conm ssi oner approve the supplenmental stipulation
with the full interimrates. That result is conpletely
consist wwth Prop 103 and Cal Farm W heard on Tuesday
and Wednesday from M. Appel, who is a renowned
econom st wth over four decades of experience and who
has been famliar with Prop 103 fromits inception.

As M. Appel explained, the interimrate

increases wll help support State Farm General's
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financial strength, which will in turn help prevent a
rati ngs downgrade.

This benefits consuners because it hel ps them
keep their insurance, and it doesn't create a risk for
consuners because if the interimrates are |ater found
to be too high, consunmers will be entitled to a refund
with interest for the difference.

The suppl enental stipulation will also inprove
State Farm General's financial condition because if the
Conmm ssi oner inproves the full interimrate increases in
t he suppl enental stipulation of 17 percent for the
homeowners |ine and the other stipulated rate increases,
State Farm General has stipulated that it will obtain
capital fromits parent conpany, State Farm Mutual, in
the formof a $400 mllion surplus note.

Ms. Shaw is the chief actuary of CEl's rate
regul ati on branch and expert on financial risk
management. As Ms. Shaw has expl ai ned, the $400 million
surplus note, conbined with the full interimrate
increases, wll affect a substantial inprovenent in
State Farm CGeneral's financial condition, and that this
is in the public interest.

Ms. Shaw testified that State Farm CGeneral's
surplus has declined to a level that is alarmng to

State Farm General's Illinois solvency regularity. She
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further testified that the stipulated 17 percent

i ncrease together with the $400 nmillion surplus note
will help inprove State Farm General's financi al
condi ti on.

She testified that if the Comm ssioner does
not approve the interimrate increase, State Farm
Ceneral's policyholders could potentially have to go on
the Fair Plan and obtai n waparound insurance, which she
testified would |ikely cause the consuner nore than the
17 percent stipulated rate increase for the honeowners
l'ine.

The alternative, which is what Consuner
Wat chdog is asking for, is to do nothing. But if the
Conmm ssi oner does not act, State Farm General's
financial strength rating may be downgraded at any tine,
whi ch coul d negatively inmpact hundreds of thousands of
State Farm CGeneral's policyhol ders and send shock waves
through the entire California insurance market.

We had the opportunity to hear yesterday from
one of the forenost reinsurance experts in the world
with over forty years of experience. And as M. Ehrhart
expl ai ned, hundreds of thousands of State Farm CGeneral
policyholders | ose their insurance. There sinply isn't
enough insurance available in California to find new

i nsurance outside of the Fair Pl an.
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| want to address the RBC i ssue, which the
parties also addressed in briefing to the Court. Your
Honor has not yet ruled on Consuner Watchdog's
objections to M. Appel and Ms. Shaw s testinony on
State Farm CGeneral's RBC rati os.

As State Farm General has explained by its
plain text, section 730.8 doesn't apply to RBC rati os.
It applies to the specific reports and docunents that
were not used in this proceeding; rather, M. Appel and
Ms. Shaw made a sinple calculation of a ratio based on
two lines in State Farm General's annual statenent,
which is all publicly available, so we don't think
that testinony should be excl uded.

But nore inportantly, Your Honor, even if Your
Honor were to exclude this testinony, there is plenty of
ot her evidence that State Farm CGeneral is in a weakened
financial condition and that Your Honor should reconmend
t hat the Conm ssi oner approve the suppl enent al
stipul ation.

That evidence is described by M. Appel and
i ncl udes State Farm General's declining surplus, the
anount State Farm General has paid in clains conpared to
the amount that is collected in premuns, State Farm
Ceneral's IRS ratios, the financial strength rating

downgrade by A Invest, and the negative rating watch by
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SFP, anong ot her evi dence.

| want to enphasize, Your Honor, that Consuner
Wat chdog does not dispute this evidence. Even
M. Arnmstrong agreed that State Far, CGeneral's financial
condition is weekend, and if the ratings downgrade
occurs, State Farm General policyholders with nortgages
may | ose their insurance.

| nst ead, Consunmer Wit chdog argues that the
Comm ssi oner should deny an interimrate increase
despite all of this evidence for two reasons; first,
Consuner Wat chdog argues that State Farm General's
weakened financial condition is the result of its
rei nsurance contracts with State Farm Mutual .

But that doesn't nmake any sense. As
M. Ehrhart expl ai ned, based on his extensive know edge
of the reinsurance market, State Farm General's deci sion
to buy reinsurance fromaffiliated conpani es was prudent
and highly beneficial to State Farm General's
policyhol ders, particularly in light of the Los Angel es
wildfires.

M. Ehrhart testified that State Farm General
cannot buy the reinsurance it needs fromnonaffiliated
reinsurers on the open market at any price. There is
sinply not enough reinsurance (indiscernible), which

means that not enough reinsurers are willing to assune
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many billions of dollars of exposure to California
property by reinsuring State Farm General.

And even if State Farm General could buy that
much i nsurance fromnonaffiliated reinsurers, M.
Ehrhart cal cul ated they would be four tines nore
expensi ve. Consuner Watchdog did not rebut this
t esti nony.

M. Appel explained that State Farm General 's
declining surplus is not the result of its reinsurance
contracts but is instead because State Farm General has
paid in nore clainms than has collected in premuns for
many years. That's basic math, and we're trying to fix
the equation through the interimrate increases.

Consunmer Watchdog inplies that State Farm
Ceneral should have sought rate increases at certain
points in the past which would have led to a higher rate
now. But if that's true, it suggests Consuner Wtchdog
believes that State Farm CGeneral's rates should be
hi gher now.

That's an argunent in favor of an interimrate
i ncrease, not against it. And, to be frank, a
significant reason State Farm General has not been able
to obtain the rate increases that is needed in years
past is because of the inherent challenges with

obtaining rate increases in California.
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The litigation over State Farm Ceneral's 2014
rate application was not resolved for eight years. And
during that period State Farm Ceneral's rates were
incorrectly reduced until the California Court of
Appeal s sided with State Farm General in 2022.

For the past ten years, State Farm General's
mar ket share has remai ned stabl e, and Consunmer Wat chdog
has not presented any evidence of predatory pricing.
Consuner Wat chdog's second argunent is a technical one.
It clains that the Conmm ssioner can approve an interim
rate only if State Farm General's current rates are
pl ainly valid.

To be clear, that's not the standard in
section 2656, which permts the Conm ssioner to approve
a stipulation that is fundanentally fair, adequate,
reasonable, and in the interests of justice. This is
not a rate hearing. It's a hearing on a stipulation.

In section 2656, a standard is plainly net
here where the stipulated rate increase is crucial to
both State Farm General's policyhol ders and the
California insurance market as a whole. CDI agrees with
t hi s anal ysi s.

And even if plainly invalid is the right
standard, it doesn't mean what Consuner Wat chdog says.

Arate is plainly valid if it violates Proposition 103,
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which neans that if a rate is not sufficient to maintain
i nsurance availability in California, an interimrate
i ncrease, pending a full rate hearing, is warranted.

The plainly invalid standard is thus net here
where an interimrate increase will help preserve
insurance availability in California. Consuner Watchdog
rejects that straightforward concl usion and instead
myopi cally focuses on its inhouse actuary's rate
tenpl ate calculations that are riddled with errors.

But Consuner Watchdog's actuary reached
conpl etely unreasonabl e concl usi ons about the | awful
range of rate indications including the view that
reducing State Farm General's current rates by as nuch
as 25 percent would be awful and within the zone of
reasonabl eness.

That cannot possibly be right. There is no
uni verse in which a 25 percent rate decrease is
appropriate given the circunstances here. |Instead, Your
Honor shoul d conclude that the people of California,
under Proposition 103, gave the Conm ssioner the
authority to address energencies like this one by
approving the stipulated interimrates.

As M. Arnstrong's testinony denonstrated,
this actuarial analysis sinply cannot be relied on.

M. Arnmstrong agrees this analysis was rushed, and he
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freely admtted that he made nultiple m stakes.

In his testinony yesterday, M. Arnstrong
agreed that he didn't follow applicable regulations in
the | oss devel opnent factor, and he admtted that he
made a plain old mstake on the AYl trend factor. Those
are two major errors in M. Arnstrong' s decl arati on.

Correcting for those errors, under M.
Arnmstrong's approach, the maxi numrate indication
changes from negative 0.1 percent to plus 7. That's a
bi g change. And those aren't the only problens with
M. Arnstrong' s anal ysis.

As M. Arnstrong's testinony yesterday
denonstrated, he didn't show his work or explain his
conclusions as to several inportant parts of his nodel,
such as the net trend and his waiting schene.

Surprisingly, M. Arnmstrong conpl ai ns that
State Farm CGeneral refreshed Exhibit 9 with new quarter
2025 data for its catastrophe ratio to support the
interimrate. But that update accounts for the Los
Angeles fires, and is consistent wwth the Comm ssioner's
request to include updated data in this proceeding.

Ms. Shaw testified on that issue today, and
she said that State Farm General made a prelimnary
showi ng that the Los Angeles wildfires were

cat ast r ophi c.
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The full rate hearing wll involve a further
devel oped set of cat and non-cat data through the end of
the first quarter of 2025 when the full data becones
avai l able as M. Arnstrong and Ms. Shaw acknow edged.

M. Arnmstrong admtted that there his
actuarial analysis was prelimnary and not intended to
refl ect Consuner WAtchdog's position regarding the
appropriate maxi numand mninmumpermtted rates. And in
general, M. Arnstrong's pattern of errors calls into
guestion the reliability of his analysis as a whole, and
his testinmony should not be entitled to any weight in
t hese proceedi ngs.

More fundanentally, M. Arnstrong agrees that
his analysis didn't take into account State Farm
Ceneral's financial condition or the risk of a financial
strength rating downgrade to State Farm General 's
policyholders or to the California insurance market as a
whol e.

Consunmer Wat chdog didn't present any testinony
to dispute or mnimze the seriousness of these issues,
whi ch are the key reasons why State Farm General and CD
entered into the supplenental stipulation in the first
pl ace.

State Farm General acknow edges that the Court

has excluded Ms. Watkinson's testinony, but that does
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not change the outcone here. \Whether to approve the
stipulated interimrates is ultimtely about Proposition
103 and the availability of insurance.

Ms. Shaw s testinony today further supports
t he conclusion that the Conm ssioner's approval of the
stipulation will support the continued avail ability of
insurance in California. | want to add for the record,
and as Ms. Shaw confirmed, that State Farm General has
not abandoned Variant 6.

It's still part of State Farm General's rate
application which will be analyzed during the full rate
hearing. But that's not what this hearing is about.
This hearing is about the stipulated interimrates.

Your Honor, Consuner Watchdog sinply hasn't
presented any credible evidence that the stipulated rate
i ncreases are not fundanentally fair, adequate,
reasonable, and in the interest of justice.

| f the Conm ssioner approves the full interim
rates in the supplenented stipulation, State Farm
General will obtain a $400 million surplus note from
St ate Farm Mut ual

As the stipulations states, the $400 mllion
surplus note is contingent on the Conmm ssSi oner approving
the full interimrate of 17 percent for the honmeowners

line and the other rates in the suppl enental
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stipul ati on.

To concl ude, Your Honor, State Farm CGeneral
asks this Court to recomend that the Conmm ssioner
approve the supplenental stipulation. Al of the
parties have had a full and fair opportunity to present
their positions over this three-day hearing.

And as the testinony and evi dence presented
denonstrates, it is fundanentally fair, adequate, and
reasonabl e to approve the stipulated rate increases in
this nmoment of crisis. The stipulated rate increases

will help inprove State Farm CGeneral 's financi al

strength and hel p prevent an inm nent ratings downgrade.

Approving the stipulation is in the interest
of justice because it wll help State Farm CGeneral 's
pol i cyhol ders and the California insurance market as a
whol e. Thank you.

THE COURT: Thank you very much. Wth that,
is there anything else? All right. That concludes the
evidentiary presentation phase of this proceedi ng.

And with there being nothing further, | thank
the parties and their counsel for their work in
connection with this hearing and for your advocacy.
It's greatly appreciated. | wll consider these very
inmportant matters incredibly carefully in rendering a

deci si on.
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There being nothing further, that concludes
t hese proceedings that | set for today, and we are goi ng
off the record in the matter of State Farm Ceneral
| nsurance Conpany as to the stipulation and the
evidentiary hearing in connection with its approval
request in case nunbers PA-2024-00011, and PA-024-00012,
and PA-2024-00013. Thank you again. And we're all
done.

(O f the record)
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HEARI NG REPORTER S CERTI FI CATE

|, Christina L. Rodriguez, Hearing Reporter in
and for the State of California, do hereby certify:

That the foregoing transcript of proceedings
was taken before ne at the tinme and place set forth,
that the testinony and proceedi ngs were reported
stenographically by ne and |ater transcribed by
conputer-aided transcription under ny direction and
supervision, that the foregoing is a true record of the
testi nmony and proceedi ngs taken at that tine.

| further certify that | amin no way
interested in the outconme of said action.

| have hereunto subscribed nmy nanme this 15th

day of April.

Hearing Reporter
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 1                      THURSDAY, APRIL 10, 2025

 2                             10:08 a.m.

 3   

 4   

 5         THE COURT:  Good morning.  My name is Karl-Fredric

 6     Seligman.  I am the Administrative Law Judge presiding

 7     over this matter.  Today is Thursday, April 10th, 2025,

 8     and we're here on our third day of the evidentiary hearing

 9     on the stipulation of the matter of State Farm General

10     Insurance in cases PA-2024-00011, 00012, and 00013.

11              With that, I will start with appearances,

12     starting with State Farm General, please.

13         MR. TETI:  Yes, Your Honor.  Jordan Teti with Hogan

14     Lovells for State Farm General.

15         MS. WELLINGTON:  Katherine Wellington with Hogan

16     Lovells for State Farm General.

17         MR. MADDIGAN:  Good morning, Your Honor.

18     Michael Maddigan with Hogan Lovells for State Farm

19     General.

20         THE COURT:  Thank you.

21              And the Department, please.

22         MS. McKENNEDY:  Good morning, Your Honor.

23     Nikki McKennedy for the California Department of

24     Insurance.

25         MR. MONTGOMERY:  Duncan Montgomery for the Department
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 1     of Insurance.

 2         THE COURT:  Thank you.

 3              And Consumer Watchdog, please.

 4         MR. PLETCHER:  Good morning, Your Honor.

 5     Will Pletcher on behalf of Consumer Watchdog.

 6         MS. PRESSLEY:  Good morning, Your Honor.  It's

 7     Pamela Pressley with Consumer Watchdog.

 8         THE COURT:  Good morning, once again, and thank you.

 9              So we, yesterday, concluded with the

10     witness -- the last witness from State Farm General, I

11     believe, with the expectation that we would be turning

12     this morning to the Department calling its first witness,

13     perhaps the only witness.

14              And is that still the plan, Ms. McKennedy?

15         MS. McKENNEDY:  Yes, Your Honor.  Would you like me to

16     start with an offer of proof as to what Ms. Shaw's

17     testimony will show?

18         THE COURT:  Well, let's talk about that.  We kind of

19     navigated around the issue of the -- the objection with

20     the -- in connection with the motion in limine; also, in

21     the record, the objections as to both the RBC and the

22     standing objection on all financial information, which

23     would be largely attributable to most of the testimony

24     from all the witnesses.

25              So I'd like the tools to be assigned to the
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 1     right -- the right purpose, ideally; but I'm going to ask

 2     Consumer Watchdog what they -- what they're thinking and

 3     the alternative to the examination.

 4         MS. PRESSLEY:  Your Honor, I think that we were going

 5     to proceed with cross-examination, and, to the extent that

 6     those issues come up, it can be noted.  I know we were

 7     served with the Department's opposition to the motion on

 8     the RBC issues with relation to the -- Shaw's testimony

 9     and Appel's testimony, so we haven't read that yet.

10         THE COURT:  Sure.  That just came in.

11         MS. PRESSLEY:  Yeah.

12         THE COURT:  So I think, like I said, it's better to

13     have the right tools for the right thing.  If I granted

14     the motion and excluded the evidence, then we'll be

15     looking more to voir dire type approach with an offer of

16     proof.  Even though this is administrative law and we can

17     kind of play with the tools, it's better if we line them

18     correctly.

19              And since you're prepared to handle it in that

20     manner, came to the suggestions/reminders that I made

21     yesterday.  Please try to be mindful of keeping the record

22     as clear as we can.

23              We'll talk about that a little bit later before

24     we conclude today so that I can ask the parties to help in

25     making sure that that happens, but as the presentation of
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 1     evidence is going forward with the testimony, then we know

 2     what parts of the transcript in the record that you're

 3     objecting to.

 4         MS. PRESSLEY:  Okay.  Your Honor, so would you like me

 5     to make those objections as the testimony comes in?  Or at

 6     the beginning of that?

 7         THE COURT:  Well, giving that -- giving Consumer

 8     Watchdog a standing objection as to financial information,

 9     so I think that that's pretty broad, but that goes to

10     almost everything, but I'm more concerned with the RBC as

11     it's -- so that we don't have a problem with discerning

12     that from the record.

13         MS. PRESSLEY:  Okay.

14         THE COURT:  So I understand it, and I've repeatedly

15     said I'm going to continue to recognize it, and I will

16     deal with it in the decision -- your concerns with regard

17     to that.  I want to be able to know where in the record,

18     the long run, what subject to strike if I were to agree

19     with you.  Right.  So I would rather us know where those

20     points are on that specific information.

21         MS. PRESSLEY:  We can do that, Your Honor, thank you.

22         THE COURT:  Okay.  So if you're going to object to

23     that, make it clean and what aspects of it depending on

24     how the questioning goes.  And it would piece out in your

25     cross, of course.  That's helpful.
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 1              Okay.  Is there anything further on that?  Or

 2     before we get underway with calling the witness?

 3         MR. MONTGOMERY:  Your Honor, did we wear out the last

 4     court reporter?  I'm sorry, do we have a new court

 5     reporter?

 6         THE COURT:  Ms. Rodriguez, we're please to have here

 7     today.  As a reminder, this is the general ones, please

 8     try to avoid cross-talk and not talk too quickly.  She's

 9     pretty good but -- if not excellent, for sure -- but we

10     want to make sure that she can lay the record down.

11              But, yes, welcome to the reporter.

12         THE REPORTER:  Thank you.

13         THE COURT:  Okay.  With that, you want to call the

14     witness, please.

15         MS. McKENNEDY:  Yes, Your Honor.  The Department calls

16     Tina Shaw.

17         THE COURT:  Make your way to the stand, please.

18              Ms. Shaw, I think you've been here a use of times

19     during the presentation of evidence, but just as a

20     reminder, please pause if you're asked -- if there's an

21     objection or something comes up in connection with your

22     testimony so I can make a ruling on that; and speak, you

23     know, at a moderate speed so the reporter, like I just

24     mentioned for everybody, can get everything.

25              You don't have to turn to me.  I can see you on
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 1     the screen here myself, so you can focus on counsel who's

 2     asking you the questions.

 3              With that, I'm going to ask the reporter to put

 4     you under oath.

 5              (Reporter response)

 6         THE COURT:  I'll do it.

 7   

 8                            TINA SHAW,

 9     Produced as a witness, and having been first duly sworn by

10     The Administrative Law Judge, was examined and testified

11     as follows:

12         THE WITNESS:  I do.

13   

14                         DIRECT EXAMINATION

15     BY MS. McKENNEDY:

16         Q    Good morning, Ms. Shaw.  Could you please state

17     your full name for the record.

18         A    Tina Shaw.

19         Q    What position do you hold here at CDI?

20         A    I'm the chief actuary of the rate regulation

21     branch.

22         Q    And what do you do in that role?

23         A    I have a team of 15 actuaries.  We oversee the

24     top 20 California riders for personal auto and home owners

25     insurance.  We enforce rules from Prop 103, make sure that
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 1     the findings adhere to actuarial standards, and we also

 2     consult with the branch on actual matters.

 3         THE REPORTER:  Sorry.  Is your mic on?

 4         THE WITNESS:  Nope.  Is that better?

 5         THE REPORTER:  Yes.  Thank you.

 6     BY MS. McKENNEDY:

 7         Q    And I just want to make sure that the record is

 8     clear.  The last words you said were "actuarial matters;"

 9     correct?

10         A    Correct.

11         Q    Not actual.

12              Ms. Shaw, why are you here today?

13         A    I'm here to testify and be an expert witness in

14     State Farm's interim rate request.

15         Q    And what were you asked to do in this matter?

16         A    I was asked to provide my expert opinion.

17         Q    Regarding?

18         A    The State Farm Insurance rate request.  Sorry.

19         Q    No worries.  Would you please provide a brief

20     description of your actuarial experience?

21         A    Yes.  I'm a fellow of the property

22     casualty -- I'm sorry.  Let me start over.

23              I'm a fellow of the Casualty Actuarial Society.

24     I have 30 years experience working in the industry, and I

25     have experience in different actuarial practice areas
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 1     including pricing, reserving, capital modeling, and

 2     enterprise for risk management.

 3              A large portion of my career of 20 years was

 4     spent at Farmers Insurance where I developed expertise in

 5     financial risk management.  I was often asked to quantify

 6     material risk facing the organization and their impacts on

 7     solvency surplus and solvency.

 8              In the course of that work, I often have to

 9     project capital surplus levels and its -- their

10     relationship to the NAIC RBC, and a rating agency -- A.M.

11     Best and S&P -- capital requirements in resulting

12     financial rating.

13         Q    Thank you.  On the witness stand, I saw you bring

14     some papers up.  Could you please tell us what those are.

15         A    These are -- I have three documents:  I have my

16     declaration, my curriculum vitae, and the materials that I

17     relied on for my analysis.

18         Q    Thank you.  And the Department marked IRH-CDI-002

19     as your curriculum vitae; would you please confirm that

20     this is a current copy of your curriculum vitae.

21         A    Yes, it is.

22         Q    And does it contain an accurate overview summary

23     of your relevant actuarial experience?

24         A    Yes.

25         Q    And looking at your declaration, the Department
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 1     has marked that as IRH-CDI-001; is this a copy of the

 2     declaration you previously submitted in this matter?

 3         A    Yes, it is.

 4         Q    Is your testimony in this declaration truthful

 5     and accurate?

 6         A    Yes.

 7         Q    Did you intend this declaration to serve as your

 8     direct testimony in this matter?

 9         A    Yes.

10         Q    And do you adopt it as part of your expert

11     testimony here today?

12         A    Yes.

13         Q    And looking at the materials you relied upon in

14     drafting your declaration, the Department has marked those

15     as IRH-CDI-003; can you please describe those materials

16     for the record.

17         A    These are excerpts from the publicly available

18     annual statement information; specifically, five-year

19     historical data, and also an exhibit from State Farm's

20     most finding from June.

21         Q    Thank you.

22              Your Honor, I don't believe there are objections

23     to these exhibits, so the Department will move them into

24     evidence.

25         THE COURT:  Anything I need to hear in connection with
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 1     the readmission?

 2         MS. PRESSLEY:  No, Your Honor.

 3         MR. TETI:  No, Your Honor.

 4         THE COURT:  There being none, they're received.

 5              (Department's Exhibits IRH-CDI-001 through

 6              IRH-CDI-003 were received into evidence.)

 7         THE COURT:  If you would, please, repeat each of them

 8     so the record is absolutely clear that we received them

 9     because you -- might number.

10         MS. McKENNEDY:  IRH-CDI-001 is a copy of Ms. Shaw's

11     expert declaration, IRH-CDI-002 is a copy of Ms. Shaw's

12     current curriculum vitae, and IRH-CDI-003 are the

13     materials that she relied upon in forming her can expert

14     opinion.

15         THE COURT:  Thank you.  They are received.

16         MS. McKENNEDY:  Thank you, Your Honor.

17     BY MS. McKENNEDY

18         Q    Ms. Shaw, are there any other materials that you

19     reviewed and relied upon in forming your expert opinions

20     in this matter?

21         A    I reviewed State Farm's filing from June -- all

22     of its supports.  I also looked at State Farm's annual

23     statement information, and then commissioner's interim

24     rate order.

25         Q    Are the materials in IRH-CDI-003 the same
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 1     publicly available information that Dr. Appel testified

 2     to using to calculate State Farm's RBC ratios?

 3         A    I believe so.

 4         Q    Did you review the RBC instructions in drafting

 5     your declaration?

 6         A    I did not.

 7         Q    Can you please turn to your declaration at

 8     page 5.  Starting on line 14 and proceeding through line

 9     19, you referenced the RBC instructions; correct?

10         A    Yes.

11         Q    Why did you do that?

12         A    It was for background and context.

13         Q    Are you familiar with the RBC instructions?

14         A    Yes.

15         Q    When was the last time that you reviewed the RBC

16     instructions?

17         A    I would say probably about 10 years ago.

18         Q    That was before you came to the department;

19     correct?

20         A    Correct.

21         Q    How did you know how to calculate the RBC ratios

22     in your declaration?

23         A    In my previous experience as an actuary working

24     in financial -- the financial department, I was often

25     asked to look at any RBC.
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 1         Q    When was the first time you ever learned about

 2     RBC ratios?

 3         A    It was part of our examination process to become

 4     an associate or a fellow of the

 5     Casualty Actuarial Society.

 6         Q    So please don't take offense, but was that a

 7     number of years ago?

 8         A    Yes.

 9         Q    Ms. Shaw, did you use any confidential

10     information at all to calculate your estimated RBC ratios

11     for State Farm General?

12         A    I did not.

13         Q    Did you talk with anyone at CDI who's authorized

14     to look at confidential RBC reports or RBC plans or other

15     confidential RBC information in order to draft your

16     declaration?

17         A    I did not.

18         Q    Are the RBC ratios that you have calculated in

19     your declaration the same thing as the RBC instructions?

20         A    No.

21         Q    Are they the same thing as an RBC report?

22         A    No.

23         Q    Are they the same thing as an adjusted RBC

24     report?

25         A    No.
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 1         Q    Are they the same thing as an RBC plan?

 2         A    No.

 3         Q    Are they the same thing as a revised RBC plan?

 4         A    No.

 5         Q    Are RBC ratios that you calculated the same thing

 6     as any statutorily required filing that an insurance

 7     company is required to submit to its regulator?

 8         A    No.

 9         Q    Did you use the RBC ratios as part of a rate

10     making formula to determine State Farm General's interim

11     rate increase?

12         A    No.

13         Q    Did you use the RBC ratios to determine the 17.0

14     interim rate increase?

15         A    No.

16         Q    What did you use the RBC ratios to do?

17         A    I used the RBC ratio to provide context in

18     relating to State Farm's current surplus position.

19         Q    Where did you get the 17.0 interim rate increase?

20         A    It was provided to me by my counsel.  I

21     understand that the offer came from State Farm.

22         Q    Have you done an actuarial analysis of the

23     interim rate increase request by State Farm General under

24     the Prop 103 rate-making regulations?

25         A    I did not.
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 1         Q    Why not?

 2         A    I took a holistic approach in looking at the

 3     interim rate request in terms of State Farm's current

 4     financial situation.

 5              State Farm originally filed the Variance 6

 6     filing, which they claim that they're already in financial

 7     -- their surplus had gone -- decreased to a level that was

 8     alarming to the Illinois Department of Insurance that they

 9     were on a company action plan.  They needed to have a plan

10     to restore their capital so they could restore their

11     solvency sufficiently.

12              With the LA wild fires in January, I understand

13     that their capital position had deteriorated further, and

14     now that -- their solvency position could be -- is in even

15     worse position than when they first filed the June filing.

16              And, with that, in consideration, this -- the 17%

17     is an emergency stop gap measure to make sure, along with

18     the surplus notes that the parent is offering, that State

19     Farm General can get to a soft landing.  And the 17%, like

20     I said, is an emergency rate request.

21              The Commissioner has ordered that the data, as in

22     Q1 2025, could be submitted to the Department so that we

23     can fully bet all the details at the assumptions and the

24     methodology in the filing to make sure that we keep State

25     Farm honest.
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 1              And, to that process, if we find that the rate is

 2     excessive, the rate will be required -- State Farm will be

 3     required to return the excess rate back to the

 4     policyholders with interest.

 5         Q    So let me just make sure I'm clear.  Are you

 6     comfortable recommending the interim rate increase, as

 7     stipulated by State Farm General and the Department, even

 8     without all of the updated Quarter 1 2025 data?

 9         A    Yes.

10         Q    Do you understand State Farm General to have

11     abandoned it's Variance 6 request?

12         A    Not to my knowledge.

13         Q    Are the Variance 6 request still in the rate

14     applications?

15         A    Yes, it is.

16         Q    So based on State Farm General's current

17     financial condition, as you've analyzed it, do you agree

18     that the Commissioner should grant the interim rate

19     increase request subject to refunds with interest

20     following the full rate hearing?

21         A    Yes.  That would be my recommendation.

22         Q    And that's based on the two main reasons you gave

23     before; correct?

24         A    Correct.

25         Q    If the Commissioner does not grant the interim
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 1     rate request, and everything else stays the same, what, in

 2     your expert opinion, is likely to happen?

 3         A    So, currently, State Farm's surplus level is in

 4     the very alarming low position.  And so, in the industry,

 5     sometimes we look at lines that are prone to catastrophes,

 6     high-risk portfolios to have a premium-to-surplus ratio

 7     about one-to-one.

 8              So, today, State Farm's net would accrue about $3

 9     billion.  So if you apply the one-to-one rule, they should

10     have about $3 billion in surplus.  My best estimate right

11     now, with the surplus levels, is somewhere between $600

12     million and a billion dollars.

13              You know, if you flip that equation around, that

14     means, today, they're really only -- should be only

15     supporting $600 million to a billion dollar book of

16     business.  And so this is very troubling to me because we

17     want to keep State Farm in the marketplace to continue

18     offering insurance to policyholders.  If they're not able

19     to, then, I think, we would really disrupt the entire

20     marketplace.

21         Q    Why is that?

22         A    Well, there are a few scenarios, right.

23     Consumers will, potentially, could be non-renewed, in

24     which the case would have a fair plan.  And, as I

25     understand, fair plan offers a limited policy; they only
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 1     cover the fire bill.

 2              Customers would have to get another difference in

 3     condition policy to cover the other parallels -- water,

 4     theft.  And so, typically, what we -- what I know, based

 5     on my, you know, based on my experience, is that that

 6     policy with the wraparound is much higher than potentially

 7     the 17% that the customer will be charged by State Farm.

 8              You know, if and when the customer can -- does

 9     not like the 17% -- can find other insurance in the

10     marketplace.  I think that's another scenario.

11              But given what I've seen -- all the rate calls,

12     all the rate find that come into my office -- whenever

13     there's a rate increase that we process, the second

14     question that we ask is, you know, "Would you be opening

15     to have your book to writing in business?" And so far, we

16     haven't had any takers.  So based on that, we know that

17     the California homeowners market is currently in a crisis.

18         Q    In your opinion, is it appropriate as an actuary

19     to consider a company solvency or financial condition when

20     evaluating rate request?

21         A    It depends.

22         Q    And what --

23         A    Sorry.

24         Q    That's okay.  What does it depend on?

25         A    So when a company comes to us with a variance
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 1     request, and I think there may be three in our statute,

 2     then that's something that we would take into

 3     consideration.

 4         Q    And, just to be clear, I think you meant in our

 5     regulation; is that correct?

 6         A    Yeah.

 7         Q    And for the record, just so the Judge can find it

 8     later on, this is Title 10, California Code of

 9     Regulations, Section 2644.27; correct?

10         A    Correct.

11         Q    And do you happen to know the provisions in

12     Section 2644.27 that allow a variance from the rate-making

13     formula based upon solvency or financial condition?

14         A    I believe those are Variance 5, 6, and 10.

15         Q    And also, just to explain, what is a variance to

16     the rate-making formula.  What do I mean by that?

17         A    It's the insurance company's request to deviate

18     from the rules that are required in our regulation.

19         Q    So a company can request a variance from strict

20     application from the Prop 103 rate-making regulations due

21     to solvency or financial condition concerns; is that

22     correct?

23         A    That's correct.

24         Q    Other than RBC ratios, are there other ways to

25     measure a company's solvency?
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 1         A    There's no strict ways to measure that.  I think

 2     we can use a rule of thumb to gauge where the company

 3     would like to hold capital, but there is no other measure.

 4         Q    And to be clear, the rule of thumb is the

 5     premium-to-surplus one-to-one ratio you previously

 6     mentioned that's appropriate for catastrophe lines; is

 7     that correct?

 8         A    That's correct.

 9         Q    Are IRIS ratios a sufficient way to measure

10     solvency, in your opinion?

11         A    IRIS ratio is an early -- is an early warning

12     test.  It's a trend test to measure from year-to-year

13     progress.  And if the ratios goes sideways, that's when

14     regulators take note, but it's not a definitive answer in

15     terms of the company's financial solvency position.

16         Q    Thank you.  Ms. Shaw.

17              Your Honor, the Department is concluding its

18     direct.

19         THE COURT:  Okay.  Thank you very much.  And I really

20     appreciate some of the detail that you included in your

21     questioning in order to help us understand some of those

22     key points.

23              Are you -- is State Farm General planning to ask

24     this witness what questions before I turn to

25     cross-examining.
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 1         MR. TETI:  We do not have any questions at this time,

 2     Your Honor.

 3         THE COURT:  Okay.

 4              So Consumer Watchdog, are you ready?

 5         MS. PRESSLEY:  Yes.  We're ready, Your Honor.

 6         THE COURT:  All right.  Very good.  Please proceed.

 7         MS. PRESSLEY:  Thank you.

 8   

 9                         CROSS-EXAMINATION

10     BY MS. PRESSLEY:

11         Q    Good afternoon, Ms. Shaw.

12         A    Good morning.

13         Q    Good morning.

14         THE COURT:  It was planned for the afternoon.  That's

15     probably why --

16         MS. McKENNEDY:  That was her honesty test, right, Your

17     Honor.

18     BY MS. PRESSLEY:

19         Q    It feels like afternoon.

20              So you gave a little bit of your background.  I'm

21     just going to ask you a few questions to get a little more

22     information on that.

23              So prior to working and becoming employed by CDI

24     in 2024, you worked for Farmers Insurance Group from about

25     2001 to 2023?
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 1         A    That's correct.

 2         Q    And what was your position in those years?

 3         A    I had several positions with the company.  I

 4     started in the reserving department, then I moved to a

 5     newly created capital modeling financial analysis unit,

 6     and then I -- when I left Farmers, I was a chief-risk

 7     officer overseeing enterprise risk management for the

 8     organization.

 9         Q    Okay.  And you also worked as an actuary for

10     Farmers during the years 1995 to 1998?

11         A    That's correct.

12         Q    Did any of your work at that time with Farmers

13     involve contact with the California Department of

14     Insurance?

15         A    No.

16         Q    Did you ever testify in any administrative or

17     civil proceedings on behalf of Farmers?

18         A    No.

19         Q    Did you ever advise Farmers on any positions it

20     may have taken in any rulemaking proceedings regarding CDI

21     regulations?

22         A    No.

23         Q    On behalf of any other insurers, did you take

24     any -- did you advocate for any rulemaking amendments?

25         A    No.
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 1         Q    And, since working with the CDI, have you worked

 2     on any Farmers' filings?

 3         A    No, I have not.

 4         Q    And in your capacity as Chief Actuary of the CDI,

 5     have you advised the CDI on any amendments to the prior

 6     approval rate regulations -- specifically regarding the

 7     allowance of reinsurance in rate making?

 8         MS. McKENNEDY:  Objection, your Honor.

 9              This is going to get into internal deliberations,

10     privileged information, and it's not relevant to this

11     proceeding.

12         THE COURT:  Can I ask you where you're going,

13     Ms. Pressley?

14         MS. PRESSLEY:  Sure, Your Honor.

15              I believe that as we've talked about in the issue

16     with Ms. Watkins, I'm just trying to figure out --

17         MS. McKENNEDY:  It's also beyond the scope of the

18     direct exam and the direct testimony.

19         THE COURT:  Okay.  Let me hear what she has.

20         MS. PRESSLEY:  Sure.

21              There has been testimony in this proceeding about

22     the cost of reinsurance and whether that's appropriate in

23     terms of the cost that State Farm has been paying, so I'm

24     just trying to get some background whether this witness is

25     familiar with reinsurance issues and has worked on those

0040

 1     internally with its work.

 2         MS. McKENNEDY:  Your Honor, she's not entitled to find

 3     out what this witness has worked on internally at the

 4     department.  If she wants to ask the witness if she has

 5     specific reinsurance information with respect to this

 6     interim rate proceeding, that will be an appropriate

 7     question.

 8         THE COURT:  I think it's fair that she asked about

 9     her, very generally, whether she's got experience or

10     exposure to those.  So I'm going to allow that at first,

11     and we'll see whether you still have concerns.

12         MS. McKENNEDY:  I do have concerns, but let's go

13     ahead, Your Honor.

14         THE COURT:  Well, she is proffered as the expert.  So

15     let's see.

16     BY MS. PRESSLEY:

17         Q    Do you have any experience since becoming

18     employed by the CDI in working on reinsurance issues?

19         A    I am part of a team at putting together the

20     reinsurance regulations.

21         MS. McKENNEDY:  And, Your Honor, I would say that the

22     team -- the work done by the team is covered by the

23     internal of deliberations process.

24         MS. PRESSLEY:  Your Honor, I'm not planning to ask

25     about -- specifics about what was discussed in the
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 1     internal meetings.

 2         THE COURT:  Okay.  I understand.

 3         MS. PRESSLEY:  I can move on.

 4         THE COURT:  If that was your point, I don't have a

 5     problem with that.  It was overruled technically to allow

 6     that answer, but I didn't go further than that.  So we

 7     didn't get that far.

 8     BY MS. PRESSLEY:

 9         Q    Ms. Shaw, do you have any degrees,

10     certifications, or professional affiliations in finance?

11         A    No.

12         Q    Okay.  So moving on to preparation of your

13     declaration.

14              At any time, when you are preparing your

15     declaration, did you perform an independent rate

16     indication calculation under the standard ratemaking

17     formula?

18         A    No.

19         Q    So did you review State Farm's maximum permitted

20     rate indication of 21.8%?  And that's supporting Exhibit 9

21     submitted on SERFF in February -- I think it was February

22     5th in SERFF.

23         A    I looked at the document.

24         Q    Have you testified in your declaration that the

25     21.8% rate is actuarially sound?
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 1         A    The 21.8 is part of an emergency interim rate

 2     request, and I think the Commissioner has ordered the full

 3     data as of Q1 2025 be submitted so that we can look at

 4     that re-filing in it's entirety at a rate hearing.

 5              And I think I'm going to have to say if that rate

 6     is found to be excessive, we'll have to -- State Farm will

 7     be required to refund it, plus interest.

 8         MS. McKENNEDY:  Your Honor, related objection that the

 9     declaration speaks for itself.

10   BY MS. PRESSLEY:

11       Q    So it's your opinion, Ms. Shaw, that in order to

12   perform your own independent calculation of the maximum

13   permitted earned premium, you would need a fully updated

14   rate application, including data through first quarter of

15   2025?

16       A    As part of the -- sorry.  As part of the full

17   rate hearing rule, we will be looking at the Q1 data.

18   Yes.

19       THE COURT:  I'm going to stop you for a moment.

20            So I didn't really -- there was no answer to

21   whether or not -- it was the actuarial question, and then

22   an objection.  So is there a yes or no as to whether or

23   not there was a -- you consider it's actuarially sound?

24            If you can repeat -- go back to the question.

25       MS. PRESSLEY:  Sure, Your Honor.
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 1   BY MS. PRESSLEY:

 2       Q    The question was:  Have you testified or do you

 3   believe that the 21.8% rate indication is actuarially

 4   sound?

 5       THE COURT:  And I think that -- Counsel, was that when

 6   you raised your concern that was the declaration spoke for

 7   itself?  Or was it there after?

 8            You're respective.  We got a narrative answer.

 9            Was that satisfactory, Counsel?  You moved on.

10            MS. PRESSLEY:  I would like a yes or no to that

11   question.

12       MS. McKENNEDY:  Your Honor, if I may.  Just for the

13   record, the reason why I made the related objection about

14   the declaration is I think the declaration focuses on the

15   17.0, not the 21.8%.  So that's part of my concern -- that

16   it's misstating the declaration.

17       THE COURT:  Okay.  On redirect, though, you can pick

18   up to clarify that.  And if she's simply asking whether or

19   not there was, you know -- I don't want to speak for the

20   witness.  It seems like she can answer that question.

21       MS. PRESSLEY:  Yes.  Your Honor, I would just explain

22   that in her declaration, she does start with an analysis

23   that the starting point is the 21.8%, and then she

24   explains how she got from there to the --

25       THE COURT:  It's a fair question.  You can ask it.
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 1   BY MS. PRESSLEY:

 2       Q    I would just like to know if you do believe that

 3   21.8% rate increase was actuarially sound?

 4       A    It may be actuarially sound.  We'll have to wait

 5   for the the Quarter 1 data is available.

 6       Q    And you indicated that you did look at the

 7   information that was submitted with the interim rate

 8   request on February 5th that included the rate templates

 9   showing those calculations and the Exhibit 9s?

10       A    Yes.  I looked at it.

11       Q    Do you agree that State Farm's calculation, with

12   the cat load in that rate template then the company in

13   Exhibit 9, is actuarially sound and complies with the

14   regulations?

15       A    I think the -- I think State Farm made a

16   preliminary showing that the LA wildfire was catastrophic.

17       Q    Have you done your own calculation of the

18   appropriate cat load in coming to your opinion about the

19   appropriate interim rate?

20       A    No.  I wouldn't think it was necessary.

21       Q    So in your opinion, in coming to the conclusion

22   to agree upon this 17.8% -- I'm sorry, 17% rate hike

23   that's in the April 4th supplement to the stipulation,

24   have you performed any calculation to perform an opinion

25   on whether that 17% is either at or below the maximum
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 1   permitted rate indication based on your independent

 2   analysis?

 3       A    My review -- oh, I'm sorry.  I didn't mean to cut

 4   you off, Ma'am.

 5       Q    I just -- to clarify -- under the standard

 6   ratemaking formula without any variance.

 7       A    I looked at the 17% in the context of the

 8   situation that State Farm has come to us that their

 9   surplus is at a dangerously low level.

10       Q    Okay.  So that's a no?  You did not do an

11   analysis to see if the 17% is below the maximum permitted

12   under the premium -- under the formula?

13       A    I did not perform an independent analysis.

14       Q    Okay.  So it'd be fair to say you also haven't

15   done any analysis to show that another number -- I'll just

16   choose 9%, for example -- would be sufficient to ensure

17   that State Farm remains financially stable?

18       A    I have not, and I'm waiting for the Q1 data to be

19   available.

20       Q    Okay.  So would it be fair to say that your

21   analysis started with State Farm's calculations -- the

22   21.8% -- and then you made some reductions to get to the

23   17%?

24       A    I indicated I didn't come up with the 17%.  It

25   was given to me by my counsel.
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 1       Q    You referenced Variance 6 -- the solvency

 2   variance -- in your declaration at paragraph 7; have you

 3   formed any opinion of whether State Farm qualifies for

 4   Variance 6?

 5       A    I think that finding is still under

 6   review -- sorry.

 7       Q    Okay.  And it's to your understanding that State

 8   Farm has not used or in any way invoked Variance 6 in

 9   calculating the interim rate that it's seeking?

10       A    In the current -- in the interim rate, they did

11   not use Variance 6, but that's associated with the

12   Variance 6 finding.  So this is only to show that, given

13   the LA wildfire, their experience -- their rate increase

14   still exist.

15       Q    Okay.  So is your belief that the 17%, as you

16   stated in your declaration, you believe that that's

17   fundamentally fair and reasonable.  Is that opinion based

18   on any analysis of whether that indication is excessive or

19   inadequate under the maximum permitted rate formula?

20       A    So if you were to take their surplus -- their

21   financial situation -- in context, given the rate that

22   they're charging today, they're in -- their surplus

23   position is very poor.  Their solvency position is very,

24   very poor also.

25            And so, I think, you know, one of the tenets in
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 1   ratemaking is that rates can't be inadequate so the

 2   company go out of business.  So if you look at from that

 3   perspective, we can argue that the rate is inadequate.

 4       Q    Okay.  But, again, my question was:  Your opinion

 5   that the 17% is fundamentally fair, adequate, and

 6   reasonable is not based on any opinion of whether that

 7   indication is excessive under the maximum permitted rate

 8   formula?

 9       A    I think I answered that it's inadequate, so I

10   would say it's not excessive.

11       Q    Okay.  Is that based on the calculation under the

12   inadequate -- the minimum permitted?

13       A    I don't think those two are associated together

14   that way.

15       THE COURT:  Ms. Shaw, if you don't know or you don't

16   understand the question, you can say that and say, "I

17   don't know."  So I know if there's a great distinctive

18   desire to, like, provide a narrative answer to try to help

19   answer completely, but the attorneys are really good at

20   it.  And so on redirect, if not on cross, they will

21   probably pick it up --

22       THE WITNESS:  I see.

23       THE COURT:  -- and get to that.  Okay.

24       THE WITNESS:  I see.

25   ///
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 1   BY MS. PRESSLEY:

 2       Q    Okay.  Maybe I can just ask one follow up

 3   clarification.

 4            Your analysis is not based on any calculation

 5   that the -- that a number below 17% would be inadequate

 6   under the standard ratemaking formula?

 7       A    I have not performed that analysis.

 8       Q    Okay.  Have you performed any analysis of the

 9   impact on State Farm's financial condition if State Farm

10   Mutual were to contribute $500 million in surplus notes as

11   requested by the Commissioner?

12       A    I think that was -- I think that may be a

13   scenario that we ran through.

14       Q    Was that in your declaration?

15       A    No, it's not.

16       Q    But you do have those calculations available?

17       A    I think with the Commissioner --

18       MS. McKENNEDY:  Objection, your Honor.  That wasn't

19   offered as part of her declaration.

20       THE COURT:  I'm not going to hold -- as I've told the

21   parties strictly the scope in traditional -- it is

22   administrative law, but where are we going with this?

23   Because I also don't want to get into confidences or --

24       MS. PRESSLEY:  Sure, Your Honor.

25            I mean, we did discuss some wide latitude on some
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 1   cross just because we were not allowed discovery, and so

 2   we're trying to just get at if this witness knows if they

 3   have any underlying calculations on what the impact on

 4   State Farm's financial condition would be if the parent

 5   were required to give a 500 million surplus note as

 6   opposed to the 400 million that was agreed upon.

 7       THE COURT:  Okay.  Let's hear what your next question

 8   is and take it piece-by-piece.

 9       MS. PRESSLEY:  Okay.  Are you saying that she can't

10   answer that question?

11       THE COURT:  No -- well, repeat your question.  Let's

12   see where we're at with it.  Given that context -- the

13   explanation.

14   BY MS. PRESSLEY:

15       Q    Ms. Shaw, do you have any calculation of

16   whether -- do you have any calculation of the impact on

17   State Farm's financial condition if the parent company,

18   State Farm Mutual, will require to give a $500 million

19   surplus note instead of the agreed-upon $400 million

20   surplus note?

21       MS. McKENNEDY:  And, Your Honor, objection.  I'm not

22   clear on what does she mean by "do you have any

23   calculation."  Is she asking the expert to apply into a

24   hypothetical?

25       THE COURT:  Ms. Pressley, you're asking specifically
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 1   whether she's performed that? Or whether she has that in

 2   her --

 3       MS. PRESSLEY:  We'll take it one-by-one.

 4   BY MS. PRESSLEY:

 5       Q    Have you performed any calculation of that impact

 6   of providing a $500 -- I'm sorry, $500 million surplus

 7   note?

 8       A    Yes, I have.

 9       Q    Okay.  And, as you sit here today, could (sic)

10   you have recollection of what that impact was?

11       A    No.  It was many scenarios that we ran.

12       Q    Okay.  Thank you.  Okay.

13            And just to come back to the -- the two variances

14   that you mentioned under the Regulation's 2644.27,

15   Subdivision (f)(6), and Subdivision (f)(10) -- the

16   solvency and confiscation variance.  The interim filing,

17   to your knowledge, is not based on either of those

18   variances; correct?

19       MS. McKENNEDY:  Objection.  Misstates testimony.

20   There are three variances.

21       MS. PRESSLEY:  I'm just asking about two variances.

22       THE COURT:  I think she's just asked that.  That's

23   overruled.  She asked about two variances.  She can do

24   that.

25       THE WITNESS:  Can you ask the question again -- sorry.
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 1   BY MS. PRESSLEY:

 2       Q    With regard to the rate regulations that provide

 3   for variances, one is known as the solvency variance, and

 4   that's under 2 --

 5            (Reporter interruption)

 6       Q    Sure.

 7            With regard to the rate regulations under 10 CCR

 8   Section 2644.27, Subdivision (f)(6), known as the solvency

 9   variance, the interim rate filing is not based on that --

10   the request for that variance; correct?

11       A    The interim rate filing is based off of the

12   original filing back in June; so, therefore, the Variance

13   6 still applies.

14       Q    But the rate calculation under the template that

15   was submitted in support of 21.8% -- did that use a

16   Variance 6 to get to the maximum permitted rate

17   indication?

18       A    I don't -- I don't know.

19       Q    Okay.  And, to your knowledge, did the interim

20   rate include any request for a confiscation variance under

21   26.27, Subdivision (f)(10)?

22       A    Not to my knowledge.

23       Q    And you haven't formed any opinion on whether

24   State Farm's current rates, without any rate increase, are

25   confiscatory; correct?
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 1       A    I -- I don't know.

 2       Q    Okay.  Were you at the February 26 informal

 3   conference that was held by the Commissioner regarding

 4   State Farm's interim request?

 5       A    No, I was not.

 6       Q    Okay.  Do you have any opinion of whether State

 7   Farm General has the ability to pay claims from the recent

 8   January 2025 LA fires without the interim rate?

 9       A    Can you define "the ability to pay claims"?

10       Q    Without getting the interim rate request, would

11   they be able to cover the claims that are coming in for

12   the 2025 LA wildfires?

13       A    I believe State Farm -- they are paying claims,

14   but the problem is that their surplus now is maybe close

15   in $600 million instead of where they need to be.

16       Q    Okay.  Ms. Shaw, in your declaration, starting at

17   page 4, line 12, you discussed Applicant's deteriorating

18   financial condition as a basis for why they needed interim

19   rate increase; correct?

20       A    Correct.

21       Q    Does the standard rate-making calculation under

22   2644.2 of the Department's regulations list deteriorating

23   financial condition as a consideration in the rate

24   analysis?

25       A    Isn't that what the -- sorry.  Would that be -- I
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 1   think that would be addressed under Variance 6.

 2       Q    Under the variance, but not under the standard

 3   rate-making formula?

 4       A    No.

 5       Q    Does that rate-making formula take into

 6   consideration RBC ratios?

 7       A    No.

 8       Q    Okay.  Turning to -- I believe you have a binder

 9   of Consumer Watchdog's Exhibits in front of you.  That

10   should be the thick one.

11       A    There are three binders in front of me.  I don't

12   know which one it is.

13       MS. PRESSLEY:  It looks like this.

14       MR. PLETCHER:  Your Honor, may I approach to assist

15   the witness?

16       THE COURT:  Yes.

17            The record will reflect that Mr. Pletcher's

18   approaching the witness.

19   BY MS. PRESSLEY:

20       Q    Okay.  You have Consumer Watchdog's exhibits

21   before you?

22       A    Yes.

23       Q    Okay.  If you could turn to Consumer Watchdog

24   Exhibit No. 239, and let me know when you have that.

25       A    Okay.
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 1       Q    So are you familiar with this document?  It's

 2   called the Actuarial Standard of Practice No. 53 that is

 3   by the Actuarial Standards Board?

 4       A    Yes.

 5       Q    And that's related to the actuarial standards

 6   that are used for ratemaking?  It's called estimating

 7   future cost for prospective property casualty risk

 8   transfer and risk-free tension?

 9       A    That's correct.

10       Q    Does that Actuarial Standard of Practice No. 53

11   discuss the consideration of deteriorating financial

12   condition?

13       A    I'm sorry.  Can you repeat the question.

14       Q    Does the Actuarial Standard of Practice No. 53

15   discuss the consideration of the deteriorating financial

16   condition in ratemaking?

17       A    Okay, I see.  I think it's implied in terms of

18   the capital -- the leverage ratio and the return on the

19   cost of capital -- so it's considered within those

20   provisions.

21       Q    Okay.  But the term "deteriorating financial

22   condition" is not used in that standard of practice?

23       A    I can't -- you know, I don't know.  I don't have

24   this memorized, so I can't tell you without doing a

25   surgeon PDF (phonetic).
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 1       Q    Okay.  And the leverage ratio is a specific

 2   component of the standard rate-making formula; is that

 3   what you're referring to?

 4       A    Yes.

 5       Q    Okay.  And that leverage ratio has specific

 6   values -- or it has a specific instruction of how that's

 7   calculated under the regulation; correct?

 8       A    Correct.

 9       Q    Okay.  And it doesn't take into account just a

10   broad deteriorating financial condition standard; correct?

11       A    It's a standard -- it's a standard factor that

12   applies to all insurers.

13       Q    Okay.  Can you just briefly give a definition of

14   the leverage factor?

15       A    So leverage factor is a ratio -- a surplus

16   premium.

17       Q    Thank you.  Okay.  And can you turn to Consumer

18   Watchdog Exhibit 240.   The very next exhibit.

19       A    Okay.

20       Q    And this one is called the Statement of

21   Principles Regarding Property and Casualty Insurance

22   Ratemaking, adopted by the Board of Directors of the

23   Casualty Actuarial Society on May 1988; are you familiar

24   with this Statement of Principles?

25       A    Yes.
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 1       Q    Okay.  And anywhere in this Statement of

 2   Principles is the deteriorating financial condition used

 3   as a consideration?

 4       A    Again, without doing an infer search, I

 5   don't -- I'm not seeing it on the first pass, but the

 6   principle says no.  Yeah.  I'm not seeing just based on

 7   first pass, but I don't know it by heart.

 8       Q    Okay.  No worries.  Thank you.

 9            Okay.  In your declaration, you testify about

10   State Farm Mutual, the parent company of State Farm

11   General, and how it's your belief that they should have

12   some responsibility for helping to improve State Farm

13   General's financial condition; correct?

14       A    I don't know if those were my specific words.

15   Can you repeat that again?

16       Q    In your declaration, you testified that State

17   Farm Mutual should have some rule in providing help to

18   improve State Farm General's financial condition?

19       A    I think --

20       MS. McKENNEDY:  Objection.

21       THE WITNESS:  Yeah.  Sorry.

22       MS. McKENNEDY:  Sorry.  Your Honor, objection.

23   Misstates declaration of testimony.

24       MS. PRESSLEY:  Okay.  I can --

25       THE COURT:  Do you want to rephrase?
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 1   BY MS. PRESSLEY:

 2       Q    Sure.

 3            I can wait to the part of your declaration.

 4            Okay.  In paragraph 15 of your declaration, you

 5   stated, "I do not believe that the deterioration of

 6   Applicant's surplus and RBC ratios has been solely cause

 7   by allegedly-insufficient homeowners rates."

 8       A    Wait, I'm sorry.  This is 15?  Can you tell me

 9   what line?  It's a little bit hard to navigate.

10       Q    Yeah.  Sure.  It's page 8 --

11       A    Okay.

12       Q    This is paragraph 15.  But on page 8, starting at

13   line 7.

14       A    Okay.

15       Q    "I do not believe that the deterioration of

16   Applicant's surplus has been solely caused by allegedly

17   insufficient homeowners rates; rather, I believe there are

18   other steps.  Applicant should be encourage and required

19   to take to improve its financial condition."

20            And then you go on in the next paragraph to say:

21            "As a first step, I agree with the Commissioner

22   that Applicant requires an immediate capital infusion in

23   order to increase its RBC ratios above the current

24   Authorize Action Level."

25            So you have, in your declaration, testified that

0058

 1   you believe that -- that State Farm Mutual should have a

 2   role in playing -- in improving State Farm General's

 3   financial condition with a capital infusion?

 4       MS. McKENNEDY:  Objection.  Misstates the testimony.

 5       THE COURT:  You can answer now.

 6       MS: PRESSLEY:  You can answer --

 7       THE COURT:  It's overruled.

 8   BY MS. PRESSLEY:

 9       Q    You can answer the way you would characterize

10   your testimony?

11       A    I think I wouldn't say that they're required to.

12   I think, in this situation, the parent will provide a

13   400-million surplus note.

14       THE COURT:  As a reminder to the witness.  You can

15   answer yes or no to questions.

16       THE WITNESS:  Thank you.

17       THE COURT:  So if something's a no, just say "no."

18       THE WITNESS:  Sorry.  It's my first rodeo.

19       THE COURT:  No worries.  You're doing great.

20   BY MS. PRESSLEY:

21       Q    Okay.  I'm just going to ask one more time.

22            Do you believe that State Farm Mutual, the parent

23   company of State Farm General, should play a role in

24   helping to improve State Farm General's financial

25   condition?
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 1       A    I think that depends.

 2       Q    What would be the factors that that would depend

 3   on?

 4       A    Whether or not State Farm Mutual would like State

 5   Farm General to continue to serve -- sell insurance in the

 6   State of California.

 7       Q    Are you aware that State Farm General is a stock

 8   company?

 9       A    I'm sorry.  Can you repeat that?

10       Q    Are you aware that State Farm General is a stock

11   company?

12       A    No.

13       Q    Are you aware that it's a 100% completely owned

14   by State Farm Mutual?

15       A    Yes.

16       Q    So going back to your testimony, again, you

17   stated that you don't believe the deterioration of -- I'm

18   sorry.  You don't believe that the deterioration of

19   Applicant's surplus has been solely caused by allegedly

20   insufficient homeowners rates.

21            Who, in your opinion, is responsible for State

22   Farm General's current financial condition?

23       A    It's not solely caused by homeowners.  They have,

24   also, other lines of business that they provide, so the

25   combination of all of those lines of business is causing
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 1   their current condition.

 2       Q    Okay.  Would you say that the CDI has any

 3   responsibility for State Farm General's deteriorating

 4   financial condition by not approving rate increases in a

 5   timely manner?

 6       A    No.

 7       Q    Does State Farm General responsible for asking

 8   for multiple 6.9% rate increases?

 9       MS. McKENNEDY:  Objection, Your Honor, to the extent

10   this witness knows because she's only been at the

11   Department for one year.

12       THE COURT:  Yeah.  Let's look into the instructions I

13   provided the witness.

14            Answer whether you -- you want to answer only

15   what you actually, personally know or don't know.  And if

16   you don't know, then you say so.

17       THE WITNESS:  Yeah, I don't know.

18   BY MS. PRESSLEY:

19       Q    Okay.  So you're not aware that State Farm

20   General asked for 6.9% rate increases during the time

21   period of 2017 to 2022?

22       A    Only what I heard in this courtroom this week.

23       Q    Okay.  You did state that at the outset of your

24   testimony that you have reviewed the June homeowners

25   insurance rate application in preparing your testimony.
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 1   Are you familiar with the exhibit in that filing that list

 2   the State Farm General rate-filing history?

 3       A    I have looked at it.  Yes.

 4       Q    Okay.  And do you recall, based on that review,

 5   whether State Farm General asked for 6.9% rate increases

 6   during the time period of 2017 to 2024?

 7       A    I'd have to go -- I don't recall, since we only

 8   use one year in the rate template.

 9       Q    Okay.  But State Farm General is the party that

10   would have chosen to apply for a 6.9% rate increase that's

11   not set by the Department; correct?

12       A    No.

13       Q    Okay.  And in your review of this rate filing,

14   did you look at any of those past rate filings where State

15   Farm General asked for a 6.9% rate increase?

16       A    I did not.

17       Q    In general, if a company -- if -- okay.  Let's

18   just give the example of this rate filing.

19            If a company's maximum permitted rate indication

20   is calculated under the standard CDI rate-making formula

21   is higher than 6.9, can the company ask for a rate that's

22   higher than 6.9 up to their maximum permitted rate

23   indication?

24       A    I'm sorry.  Can you repeat that again?

25       Q    Sure.
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 1            If a company's rate templement -- I'm sorry.  If

 2   a company's rate template that's submitted with their rate

 3   application shows that the maximum permitted premium, as

 4   calculated under the minimum permitted rate-making

 5   formula, is higher than 6.9, would they be entitled to

 6   request a rate up to that maximum indication?

 7       A    Yes.

 8       Q    Okay.  So, again, going back to the issue of the

 9   declining surplus, as you testified, do you believe that

10   policyholders are responsible of State Farm's

11   deteriorating surplus?

12       MS. McKENNEDY:  Objection.  Vague.

13       THE COURT:  Can you rephrase that.

14   BY MS. PRESSLEY:

15       Q    If you can answer it.

16            You testified in your declaration that you don't

17   believe the deterioration of Applicant's surplus has been

18   solely caused by allegedly insufficient homeowners rates.

19            The question is:  Are policyholders, who paid

20   premiums to State Farm General, responsible for State Farm

21   General's declining surplus?

22       A    Not directly.

23       Q    Do you think it's fundamentally fair, in your

24   opinion, for policyholders to pay an interim rate increase

25   now that could later be determined to be excessive?
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 1       A    I think that depends.

 2       Q    Have you considered that policyholders who can't

 3   afford the interim rate request that's being sought might

 4   be forced to drop coverage if they can't afford that new

 5   rate hike?

 6       A    I'm sorry.  Can you repeat the question?

 7       Q    If the interim rate hike is approved at the 17%,

 8   do you believe that there may be customers who can't

 9   afford that rate increase would have to drop coverage?

10       A    That's a possibility.

11       Q    Under the proposed stipulation under

12   the -- I guess you would call it the original stipulation,

13   plus the April 4th supplement to the stipulation -- would

14   State Farm General have to take those policyholders back

15   if they decided to return?

16       A    I'm sorry.  Could you put it -- could you repeat

17   that for me again?

18       Q    Sure.

19            Under the proposed stipulation -- which includes

20   the original February 7th stipulation between the CDI and

21   State Farm General, plus the supplement that was signed

22   and submitted on April 4th -- are there any provisions in

23   that stipulation that State Farm General would have to

24   take to write policyholders who had dropped coverage

25   during the -- after the interim rate goes into effect?
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 1       A    Could you break it -- I'm not following -- a

 2   little train of thought.  I'm sorry.

 3       Q    Okay.

 4       MS. McKENNEDY:  Your Honor, if I may, does she have a

 5   copy of these stipulations in front of her on the witness

 6   stand?  She has not been offered as someone to testify to

 7   the contents of the stipulations.

 8       MR. TETI:  Your Honor, I just add an objection to the

 9   extent this calls for a legal conclusion.

10       MS. McKENNEDY:  Join.

11       THE COURT:  As to both, you can ask her to refer to

12   that, if you'd like.  But she can answer preliminarily

13   whether if she's aware of the terms.

14       MS. PRESSLEY:  Okay.

15       THE COURT:  Just as laying a basic foundation --

16       MS. PRESSLEY:  Your Honor, this witness is being

17   offered as the only actuary that is here today or in the

18   entire course of these three days supporting this

19   stipulation.

20            She signed a declaration under penalty of

21   perjury, and I would expect that she would know the

22   context of the stipulation that she's supporting.  So.

23       THE COURT:  And I understand that, and you can ask

24   whether or not she's aware of the provision or

25   non-provision of what you're doing, but she's losing track
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 1   with all of that.  And I think it's leading the rest of

 2   the room to not be sure what she's actually being

 3   questioned about.

 4       MS. PRESSLEY:  I mean it would take me a minute to

 5   just find what number --

 6       THE COURT:  Take your time.

 7       MS. PRESSLEY:  -- the stipulation is in the evidence.

 8       MS. McKENNEDY:  And, Your Honor --

 9       THE COURT:  Maybe we'll take a break.  You can get the

10   rest of your cross ready.

11            You remain under oath, but we'll take a break for

12   10 minutes.  Let's come back at -- or let's just take a

13   full break.  11:30.  15 minutes.

14            Off the record.

15            (Break)

16            THE COURT:  All right.  Back on the record

17   after a fifteen-minute recess.  In the continuing

18   examination of the Department's witness in the case of

19   the Rate Applications of State Farm General Insurance

20   Company, file numbers PA-2024-00011, 12, and 13.

21             Are we continuing with the witness?

22             MS. PRESSLEY:  Yes, Your Honor.

23             THE COURT:  Okay.  And if you could please

24   retake the stand, Ms. Shaw, and I remind you that you're

25   under oath.  Thank you.
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 1   BY MS. PRESSLEY:

 2        Q.   Ms. Shaw, do you have a binder in front of you

 3   that has the State Farm General's exhibits?  I believe

 4   it's to your right, the far right, and it starts with

 5   State Farm Exhibit 101.

 6        A.   Okay.

 7        Q.   Okay.  So I believe State Farm General Exhibit

 8   101 is the original two-way stipulation that was signed

 9   by the California Department of Insurance and State Farm

10   General that was filed with AHB on March 17th, executed

11   by the parties on February 7th.  Do you see that

12   stipulation as Exhibit 101?

13        A.   Yes.

14        Q.   And this is the stipulation that your April

15   2nd declaration was submitted in support of; correct?

16             MS. McKENNEDY:  Objection, Your Honor.

17   Misstates testimony.

18             THE COURT:  She can answer as to whether or

19   not she's aware of it being filed in support of that.

20             THE WITNESS:  I believe my declaration is

21   supporting this supplemental stipulation -- or the

22   stipulation with two additional items.  So I guess it

23   would be this plus the supplemental stipulation.

24   BY MS. PRESSLEY:

25        Q.   Okay.  At the time that you filed your
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 1   declaration -- or at the time that your declaration was

 2   signed on April 2nd, did the parties have a supplemental

 3   stipulation?

 4             MS. McKENNEDY:  Objection, Your Honor.  Where

 5   is she going with this?

 6             THE COURT:  Are you trying -- where is this

 7   line of questioning in the sense -- I mean, she can

 8   answer whether she was aware of there being one at that

 9   time but what -- why?

10             MS. PRESSLEY:  Okay.  The prior questions

11   leading up to the break, we were asking about specific

12   terms of these two documents, so I'm just trying to

13   establish whether she is aware of these two documents

14   and the sequence of when she filed her declaration in

15   relation to the two documents.

16             THE COURT:  Okay.  And your question, could

17   you put it back in the record?  Please repeat it.

18   BY MS. PRESSLEY:

19        Q.   Okay.  So you just -- in response to my last

20   question, you said that you are -- you -- your

21   declaration was specifically supporting the terms of the

22   supplemental stipulation; correct?

23        A.   Correct.

24        Q.   Okay.  At the time that you filed your

25   declaration, to your knowledge, was the supplemental
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 1   stipulation, had that yet be executed?

 2             MS. McKENNEDY:  Objection, Your Honor.  The

 3   supplemental stipulation is dated.  The witness does not

 4   have it in front of her.  She's been directed to the

 5   first stipulation, so I don't know that the witness can

 6   answer this based on memory.

 7             MS. PRESSLEY:  Your -- Your Honor, I would

 8   just --

 9             MS. McKENNEDY:  And it's beyond the scope,

10   Your Honor.

11             MS. PRESSLEY:  Your Honor, I would just ask

12   you to remind Counsel that when she's stating her

13   objections, to state her objections but not to be

14   coaching the witness in her objections.

15             MS. McKENNEDY:  Your Honor, my objection

16   stands.  The supplemental stipulation is dated, and on

17   the date it was executed, it was filed and served.  It's

18   a legal document.

19             THE COURT:  I think --

20             MS. McKENNEDY:  This witness is not here to

21   testify --

22             THE COURT:  I think it's fair in the interest

23   of foundation to direct her to the supplemental, if you

24   can, so we're all on the same page.

25             MS. PRESSLEY:  Okay.
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 1   BY MS. PRESSLEY:

 2        Q.   Are you aware --

 3             THE COURT:  Otherwise, she may have to answer

 4   she doesn't know.

 5             MS. PRESSLEY:  Okay.

 6   BY MS. PRESSLEY:

 7        Q.   Are you aware of the terms of the supplemental

 8   stipulation that was filed with AHB on April 4th?

 9        A.   I don't know the timing of everything.

10        Q.   Okay.  Can you turn to Exhibit 102 that's in

11   the binder in front of you?

12        A.   Yes.

13        Q.   And can you turn to the last page where the

14   parties' signatures appear?

15        A.   Okay.

16        Q.   What was the date of that supplemental

17   stipulation?

18        A.   April 4th, 2025.

19        Q.   And what date did you execute your

20   declaration?

21        A.   April 2nd, 2025.

22        Q.   Okay.  But as you're testifying here today,

23   you are supporting the original February 7th declaration

24   with the additional terms that are contained in this

25   supplemental April 4th stipulation?
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 1             MS. McKENNEDY:  Asked and answered.

 2             THE COURT:  You mean "stipulation"?

 3             MS. McKENNEDY:  Asked and answered.

 4             THE COURT:  Let's let it clarify, because this

 5   is supplemental.  This is -- you can ask the question

 6   again, but she's asking you whether or not your

 7   declaration and your testimony supports both the

 8   stipulation as it was originally entered into and -- and

 9   supplemented, however, you want to call the terminology.

10   Is that "yes" or "no"?

11             THE WITNESS:  I'm sorry.  Can somebody repeat

12   this again?  I'm sorry.

13             THE COURT:  Does your -- does your testimony

14   here today in the declaration that you filed, is it in

15   support of the stipulations that were entered into

16   between the Department and State Farm General that's

17   subject in this matter?

18             THE WITNESS:  Yes.

19             THE COURT:  Is there more that has to be

20   settled Ms.

21             MS. McKENNEDY:  Yes, Your Honor.  Her

22   declaration speaks for itself, and I don't think this

23   witness has the foundation to testify with respect to

24   the first stipulation, and she may have just not

25   understood the questions.
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 1             THE COURT:  Okay.  I understand the

 2   distinction, but she's not -- but at the point that the

 3   declaration is proffered and have been now admitted, the

 4   point is that both stipulations, whether you call them

 5   the supplement to the original or the original

 6   supplemented, however the terminology the parties can

 7   agree on, her testimony here today and her declaration

 8   are in support of approving it.

 9             MS. McKENNEDY:  Thank you, Your Honor.  I

10   think with that clarification, the original stipulation

11   as supplemented and refined by the supplement.

12             THE COURT:  That was my purpose in trying to

13   screen on that, but I didn't do very good.  So I

14   understand your answer to be in the affirmative.  It's

15   "yes" to that?  You support the stipulation as it's been

16   supplemented?

17             THE WITNESS:  Correct.

18             THE COURT:  Continue.  Continue.

19             MS. PRESSLEY:  Okay.

20   BY MS. PRESSLEY:

21        Q.   Apologies for the confusion, but because there

22   were two separate documents submitted and we're trying

23   to combine the terms, the second stipulation that was

24   filed on April 2nd that contains the additional terms

25   that you testified to in your declaration, the

0072

 1   additional --

 2             MS. McKENNEDY:  Objection.  Misstates.  It was

 3   not filed on April 2nd.

 4             MS. PRESSLEY:  April 4th, Your Honor.  I'm

 5   sorry.

 6   BY MS. PRESSLEY:

 7        Q.   The supplemental stipulation that was filed on

 8   April 4th, in that supplemental stipulation it says that

 9   it incorporates the prior parties' stipulation that was

10   executed on February 7th with the additional terms; is

11   that your understanding?

12        A.   I'm sorry.  I'm really confused by all these

13   dates so --

14        Q.   I am, too.  I believe me; I am, too.  The

15   supplemental stipulation that you are supporting with

16   you declaration, in that stipulation -- it's in front of

17   you as Exhibit 102; correct?

18        A.   Okay.  I didn't read the supplemental

19   stipulation in detail, but -- so I -- but I'm aware of

20   the -- maybe if you talk in terms in numbers for me,

21   that might be a little easier.

22             MS. McKENNEDY:  Your Honor, I repeat her

23   concerns with lack of foundation with this witness to

24   testify to the terms of the legal documents that are the

25   stipulated agreements.
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 1             THE COURT:  That -- that may be appropriate,

 2   but I haven't heard the question asking that yet.

 3             MS. McKENNEDY:  Okay.

 4             THE COURT:  All I've heard her to is to refer

 5   to the document, but I understand a little bit of

 6   frustration because we're going a little bit circular

 7   here, and I'm trying to give Counsel an opportunity to

 8   get their -- what is their point into the record but

 9   also be mindful of your concerns.

10             MS. McKENNEDY:  Thank you, Your Honor.

11             MS. PRESSLEY:  Yes, it's very difficult to get

12   the question out when there's speaking objections after

13   every question to direct a witness of how to respond,

14   so.

15             THE COURT:  And I appreciate that, too, but

16   I'm getting -- it's hard to follow because I know you're

17   working hard to try to give us some of the breadcrumbs.

18             MS. PRESSLEY:  Yes.

19             THE COURT:  Okay.

20             MS. PRESSLEY:  Okay.

21   BY MS. PRESSLEY:

22        Q.   You just testified a second ago that you

23   support the supplemental stipulation?

24        A.   Yes.

25        Q.   With your declaration?
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 1        A.   Yes.

 2        Q.   Did you also just testify that you have not

 3   reviewed that supplemental stipulation?

 4        A.   That's not -- sorry.  I may have -- I reviewed

 5   the documents -- sorry.  I looked at the document, but

 6   it's legalese, and the two numbers that I picked out, 70

 7   percent and $400 million.

 8        Q.   Okay.  Thank you.

 9             MS. McKENNEDY:  Your Honor, can I ask for

10   clarification?  17.0 percent, not 70 percent?

11             THE WITNESS:  17.  Sorry.  I can't annunciate

12   sometimes.

13             MS. PRESSLEY:  Again, Your Honor, I would just

14   object to --

15             THE COURT:  Yes, it's irregular, but we want

16   to get through it, so please --

17             MS. PRESSLEY:  Okay.

18             THE COURT:  I appreciate your patience,

19   Ms. Pressley, but as for other things, try to take note

20   of them so that on -- on redirect you can ask them, but

21   it was a good point.

22   BY MS. PRESSLEY:

23        Q.   Okay.  So are you reading -- the document

24   that's before you is Exhibit 102.  That's called the

25   supplement to the stipulation.  Do you see that in front
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 1   of you?

 2        A.   Yes.

 3        Q.   Is this your first time reading that document?

 4        A.   No.

 5        Q.   Okay.  So you're just -- you're saying that

 6   you're just supporting the numbers in the supplemental

 7   stipulation but not anything else?

 8             MS. McKENNEDY:  Misstates testimony.

 9             THE COURT:  I'm going to sustain that.  It's

10   not really.  You can -- you can get to that -- what --

11   where you're trying to go with it, but you'll have to

12   build it in smaller pieces.

13             MS. PRESSLEY:  Sure.

14   BY MS. PRESSLEY:

15        Q.   Okay.  Looking at the supplemental stipulation

16   that's in front of you as Exhibit 102, are you aware of

17   any terms in that stipulation that would require State

18   Farm General to accept policyholders who are forced to

19   non-renew or -- let me rephrase that.

20             If the 17 percent rate hike that is being

21   proposed by the Department of Insurance and State Farm

22   General is approved, you stated earlier that some

23   policyholders -- it's a possibility that some

24   policyholders might have to drop their coverage because

25   they can't afford the 17 percent; correct?
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 1        A.   Yes.

 2        Q.   Okay.  For those policyholders that may be

 3   forced to drop their coverage because they cannot afford

 4   the 17 percent rate hike, are there any terms in this

 5   supplement to the stipulation that's before you as

 6   Exhibit 102 that would require State Farm General to

 7   take those policyholders back as their customers at the

 8   point in time when the additional -- when the -- when

 9   the final rate is approved --

10        A.   I don't know.

11        Q.   -- at a lower rate?  Okay.  Thank you.  I'm

12   sorry that took so long to get to, but I understand we

13   need to break everything down.  Okay.

14             So going back to your declaration, at page 2

15   of your declaration, okay, it's lines 20 through 23 of

16   your declaration.

17             THE COURT:  On what page?

18             MS. PRESSLEY:  Page 2.

19   BY MS. PRESSLEY:

20        Q.   You stated, "The interim rate in the surplus

21   note that the Department's staff are recommending are

22   stopgap measures and will be subject to further

23   investigation and proof as part of the full rate hearing

24   process, as well as the possibility of refunds with

25   insurance if the interim rate turns out to be
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 1   excessive."

 2             Do you recall that statement in your

 3   declaration?

 4        A.   I see it in front of me, yes.

 5        Q.   Okay.  Is that still -- is that still your

 6   opinion?

 7        A.   Yes.

 8        Q.   Is it your opinion that the cost of the

 9   steps -- I'm sorry.  Is it your opinion that the cost of

10   the stopgap measure that's in the form of the interim

11   rate hike should be borne by homeowners insurance

12   policyholders?

13             MS. McKENNEDY:  Objection.  Vague.

14             THE COURT:  Overruled.  She can answer that.

15             THE WITNESS:  Can you repeat the question?

16   BY MS. PRESSLEY:

17        Q.   Sure.  In your declaration you referred to the

18   interim rate and the surplus note as stopgap measures

19   that will be subject to further investigation.  Is it

20   your opinion that the stopgap measures of the interim

21   rate hike of 17 percent should be borne by homeowners

22   insurance policyholders?

23        A.   That's what the rate increase implies.

24        Q.   Okay.  And what would you consider a stopgap

25   measure?  How would you define that?
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 1        A.   In my previous testimony, I mentioned that

 2   State Farm's in a serious financial position, and with

 3   the 17 percent rate increase and the $400 million

 4   surplus notes gets them to a soft landing spot; It

 5   doesn't get them completely out of the woods, and so

 6   this is what I mean by "stopgap measure."

 7        Q.   Okay.  So essentially a stopgap measure is

 8   something to get State Farm financially stable until

 9   such time as it can fully prove its requested rate hike?

10        A.   I'm sorry.  Can you repeat that again?

11        Q.   You would say a stopgap measure is a measure

12   that would be intended to get State Farm financially

13   stable until such time as the final rate indication is

14   approved after the hearing -- after they have an

15   evidentiary hearing?

16        A.   Correct.  And then that would be subject to

17   the excess and would be subject to refund this interest.

18        Q.   Okay.  You also testified in your declaration

19   that -- strike that.  I'll come back to that.

20             Let's turn to paragraph 5 of -- of the

21   original stipulation, which is State Farm General

22   Exhibit 101.  Do you have that?

23        A.   Okay.  Yes.

24        Q.   Okay.  And there's a line in that stipulation

25   in paragraph 5 that says, "The Department further
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 1   believes and thereon alleges that this stipulation is in

 2   the public interest in order to maintain maximum

 3   availability of homeowners insurance options in

 4   California."

 5             Do you agree with that statement?

 6        A.   Yes.

 7        Q.   And do you agree with that statement both as

 8   to the February 7th stipulation and the supplement to

 9   that stipulation that was filed on April 4th?

10        A.   This is in the first stipulation, so -- I'm

11   sorry.  Can you help me understand the question relating

12   to the supplemental?

13        Q.   Well, it's my understanding that the two

14   documents are now one agreement; correct?  The -- the

15   original stipulation --

16        A.   Is this just how you phrase it?  You have to

17   say both things at the same time?  I'm sorry.

18        Q.   Okay.  My question is -- I believe you just

19   answered that you agree with the statement that in the

20   original stipulation that says, "The Department further

21   believes and thereon alleges that this stipulation is in

22   the public interest in order to maintain maximum

23   availability of homeowners insurance options in

24   California"?

25        A.   Yes.
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 1        Q.   Okay.  So as it stands today, the agreement

 2   between the Department of Insurance and State Farm

 3   General that is the subject of this rate hearing,

 4   including the 17 percent plus the additional terms that

 5   are agreed to in this supplement, it's your position

 6   that that agreement is in the public interest?

 7        A.   This interim rate, yes, is in the public.

 8        Q.   Okay.  So do you believe that raising State

 9   Farm General homeowners rates by 17 percent will lead to

10   more homeowners being able to afford State Farm General

11   policy?

12             MS. McKENNEDY:  Objection.  Argumentative.

13   Beyond the scope.

14             MS. PRESSLEY:  Your Honor, she just testified

15   that she believes that the stipulation is in the public

16   interests in order to maintain availability.

17             THE COURT:  I'm overruling it.  I'm going to

18   allow you some questioning on this, but try to keep it

19   tights.

20             MS. PRESSLEY:  Okay.  Okay.

21   BY MS. PRESSLEY:

22        Q.   Do you believe that raising State Farm General

23   homeowners policy rate by -- policyholders rates by 17

24   percent will lead to more homeowners being able to buy a

25   State Farm General homeowners policy?
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 1        A.   Rather than buy, I would say just to have

 2   insurance.

 3        Q.   Okay.  So -- okay.  Have you done any analysis

 4   to show how raising State Farm's homeowners rate by 17

 5   percent will maintain the maximum availability of

 6   homeowners insurance options in California?

 7        A.   I have not.

 8        Q.   Okay.  In the April 4th supplement to the

 9   stipulation -- if you could look at paragraph 3.

10        A.   Are we going back to 102?

11        Q.   This is 102, yes.

12        A.   Okay.

13        Q.   I apologize.  I don't have the line number in

14   front of me, but I could read to you from a quote from

15   paragraph 3.  It says, "State Farm General does not

16   agree and stipulate to cease its currently implemented

17   and ongoing nonrenewal program that was initiated in

18   March 2024 in the lines represented by the

19   applications."

20        A.   This is in paragraph 3 in the supplemental?

21        Q.   Yes.

22        A.   I'm not seeing that.

23        Q.   Okay.

24             MS. PRESSLEY:  Your Honor, may I ask Counsel

25   for State Farm General to provide us with the binder of
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 1   State Farm General's -- I just don't have it in front of

 2   me.

 3             MS. McKENNEDY:  I don't either, Your Honor.

 4             THE COURT:  Is the State Farm General -- do

 5   you have that available for Counsel as a courtesy?

 6             MR. MONTGOMERY:  Yes, Your Honor.  Just to

 7   clarify, is that a request for SFG-102?  What exhibit

 8   number?

 9             MS. PRESSLEY:  Do you have an extra binder

10   with your exhibits?  I know the witness has one, and we

11   didn't get one at our counsel table.  I think we

12   provided you with a binder of our exhibits, but I just

13   would like a binder with your exhibits, so.

14             MR. MONTGOMERY:  All of our exhibits?

15             MS. PRESSLEY:  Just the initial binder that

16   has 201 and 202 -- I'm sorry.  101 and 102.

17             MR. MONTGOMERY:  101 and 102.  Yes, we can get

18   that.  It may take one moment.

19             MR. PLETCHER:  May I walk across?

20             THE COURT:  Sure.

21             MR. PLETCHER:  This -- this, I believe, is

22   it -- we -- we have been taking some out --

23             MS. PRESSLEY:  Okay.

24             MR. PLETCHER:  -- so --

25             MS. PRESSLEY:  Thank you.
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 1             MR. PLETCHER:  That's kind of the original.

 2   So we'll take it back when you're done.

 3             MR. MONTGOMERY:  Sure.  Absolutely.

 4             THE COURT:  Are you working off the electronic

 5   version?  Is that what you're doing?  It's wonderful

 6   until you can't find the electronic version.

 7             MS. PRESSLEY:  And the Wi-Fi is not always

 8   accessible.  Okay.  So this is Exhibit 102, which it

 9   looks like it's missing from this binder.

10             MS. McKENNEDY:  Your Honor, would you like me

11   to help the witness?

12             THE COURT:  Sure.  That'd be great.

13             MS. PRESSLEY:  I'm just going to pull up the

14   digital copy because it's not in the binder.

15             THE WITNESS:  That can be hard to read.

16   Sometimes that happens to me.

17             MS. McKENNEDY:  Ms. Shaw --

18             THE COURT:  If you could -- I think she's

19   trying to direct you to the right point in the document.

20             MS. McKENNEDY:  I think page numbers might

21   help, Your Honor.

22             MS. PRESSLEY:  Yes, Your Honor.  That's why

23   I'm trying to find the document and then I'm going to

24   giver her the page and line number.  I know it's in

25   paragraph 5, so just give me a sec.
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 1             THE WITNESS:  I thought you said 3.  I'm

 2   sorry.

 3             MS. McKENNEDY:  You did say paragraph 5.

 4             THE WITNESS:  5?

 5             MS. McKENNEDY:  No, 3.  She said 3.  It's on

 6   page 3.

 7   BY MS. PRESSLEY:

 8        Q.   I said -- I'm sorry.  I said paragraph 5 of

 9   the February 7th two-party stip, which is Exhibit 102.

10        A.   Wait, what was the date again?  This is April

11   4th; right?

12        Q.   Correct.

13        A.   I just heard February.  I'm so sorry.

14             MS. McKENNEDY:  Objection, Your Honor.  This

15   is very confusing.  I don't know which stipulation we're

16   on.

17             MS. PRESSLEY:  Your Honor, I'm referring to

18   Exhibit 102.  This is the April 4th supplement to the

19   stipulation.

20             THE WITNESS:  Okay.

21             THE COURT:  And the witness is shaking her

22   head in the affirmative manner that suggests that she

23   has it in front of her.

24             MS. PRESSLEY:  Paragraph --

25             THE COURT:  She's found that.
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 1             MS. PRESSLEY:  Paragraph 5 -- I read a quote

 2   from paragraph 5, which the witness she could not find,

 3   so I'm looking up the page and line number in paragraph

 4   5, if you could give me one second.

 5             MS. McKENNEDY:  It is page 4, Your Honor if

 6   that helps.

 7             THE COURT:  Counsel for the Department seems

 8   to think it's on 4, but we'll wait and see if we can

 9   locate it so you're looking at the same thing, everybody

10   all at once.

11   BY MS. PRESSLEY:

12        Q.   Okay.  I apologize.  I misspoke.  It was

13   paragraph 3, and it's on page 3.  Okay?

14             In that paragraph, page 3, starting around

15   line 15, it says, "Applicant maintains that it would be

16   contrary to prudent management of the company and

17   fiscally irresponsible to agree and stipulate to cease

18   its currently implemented ongoing nonrenewable program

19   that was initiated in March 2024 in the lines

20   represented by the applications."

21             Do you see that?

22        A.   Yes.

23        Q.   Okay.  It further goes on to say, "And

24   therefore, it reports that it would complete that

25   program by yearend 2025."
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 1        A.   Yes.

 2        Q.   Okay.  I just want to keep -- have you keep

 3   that statement in your mind.  You testified in your

 4   declaration -- I believe it was at paragraph 17 of your

 5   declaration.  Do you have that in front of you?

 6        A.   Yes.

 7        Q.   You testified that "Applicant has reported

 8   that since March 2024, it has non-renewed approximately

 9   12,677 policyholders and is currently in progress to

10   non-renew its additional 11,016 policyholders."

11        A.   Yes.

12        Q.   Okay.  So is it your understanding that from

13   the statement that is in paragraph 3 of the supplement

14   to the stipulation that State Farm is not agreeing to

15   pause those additional 11,000 non-renewals than it

16   initiated in the nonrenewal program that started in

17   March of 2024?

18             MR. PLETCHER:  Your Honor, we object.  This is

19   way beyond the scope of direct.

20             THE COURT:  Overruled.  It's in the

21   declaration and I'm going to allow beyond the scope.

22   BY MS. PRESSLEY:

23        Q.   Okay.  And I believe you actually testified in

24   your declaration that part of the intent of reducing the

25   20 -- the original 28.1 percent --

0087

 1        A.   21.8.

 2        Q.   -- 21.8 to 17 percent was to account for the

 3   fact that State Farm was not agreeing to stop all of its

 4   non-renewals of that block nonrenewal program; correct?

 5        A.   Yes.

 6        Q.   Okay.  So based on your declaration in

 7   paragraph 17 where you said that Applicant has reported

 8   that it has non-renewed 12,677 policyholders already and

 9   is currently in progress to non-renew its additional

10   11,000 policyholders, that's a -- roughly 23,500

11   policyholders that were combined part of that 2024

12   nonrenewal program; correct?

13        A.   I can't do the math as fast as you, but I

14   believe you.

15        Q.   How, in your opinion, does State Farm

16   General's nonrenewal of over 23,500 policyholders

17   maintain the maximum availability of homeowners

18   insurance options in California?

19             MS. McKENNEDY:  Misstates testimony.

20   Argumentative.

21             THE COURT:  I don't think she referred to her

22   testimony.  Overruled.

23             THE WITNESS:  Can you repeat the question?

24   BY MS. PRESSLEY:

25        Q.   How does State Farm General's nonrenewal of
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 1   over 23,500 policyholders maintain the maximum

 2   availability of homeowners insurance options in

 3   California?

 4        A.   State Farm has 3.2 million policies on their

 5   books, their homeowners policy.  They have 2.2 million

 6   customers.  1.2 million of them belong to the homeowners

 7   policy you were referring to.  If State Farm were unable

 8   to -- if the surplus issued was unable to support their

 9   ongoing business concerns, I think the number would be

10   greater than this 23,000 policyholders that you're

11   referring to.

12        Q.   Okay.  Can you turn to the supplemental stip

13   which is -- we're still on Exhibit 102, paragraph 6.

14   And that is on page 4, lines 18 through 20.

15        A.   Yes.

16        Q.   Okay.  And that portion of the stipulation

17   reads, "The parties stipulate and agree that Applicant

18   shall not initiate any new block nonrenewal programs in

19   the lines represented by applications through yearend

20   2025."

21             Are you familiar with that?

22        A.   Yes.

23        Q.   Okay.  Do you have an understanding of what is

24   meant by the term "block nonrenewal programs"?

25        A.   No, I don't -- I don't know the full
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 1   definition, but I think I can infer from the text.

 2        Q.   Okay.  So -- but your understanding is that

 3   this stipulation prohibits State Farm General from

 4   implementing any new block nonrenewal programs through

 5   the end of this year, the end of the calendar year 2025?

 6        A.   Yeah.  I believe they are allowed -- sorry.

 7   Whatever they have on -- as a transaction, they can

 8   take, but they can't initiate any new ones.

 9        Q.   Any new ones.  That's excluding the one we

10   just discussed that was initiated in March 2024;

11   correct?

12        A.   Correct.

13        Q.   Okay.  So other than block non-renewals, is it

14   your understanding under the supplement to the

15   stipulation that State Farm General can still non-renew

16   policyholders on an individual basis in 2025?

17        A.   I think that would depend on State Farm.

18        Q.   Okay.

19        A.   Because it could for be many reasons.

20   Nonpayment is one; right?

21        Q.   Correct.  So the prohibition in paragraph 7

22   and the stipulation only applies to block non-renewals;

23   correct?  And I understand --

24        A.   That's what the text reads.

25        Q.   Okay.  Okay.  And according to that term as to
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 1   block non-renewals starting in eight months on January

 2   1st, 2025, State Farm could --

 3        A.   Wait.  January '25?

 4        Q.   I'm sorry.  January 1st, 2026.  Under this

 5   term, it says "Applicant shall not initiate any new

 6   block nonrenewal programs through yearend 2025."

 7             So starting on January 1st, 2026, would this

 8   stipulation prevent State Farm General from implementing

 9   a new non --  a new -- sorry -- a new block nonrenewal

10   program starting January 1st of 2026?

11        A.   I don't know.

12        Q.   Okay.  But as to this term, it only applies

13   through yearend 2025; correct?

14        A.   That's what it reads, yes.

15        Q.   Okay.  Thank you.  Okay.  Going back to your

16   declaration in paragraph 18, do you have that?

17        A.   Yes.

18        Q.   Okay.  In that paragraph you stated that the

19   reduction in the interim rate from 21 percent -- I'm

20   sorry -- 21.8 percent to 17 percent was intended to,

21   quote, take into account the potential effects of

22   Applicant continuing these non-renewals.

23             Do you see that?

24        A.   Yes.

25        Q.   Okay.  But then you went on in that same
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 1   paragraph.  You stated that "the reduction of the

 2   interim rate to 17 percent made either over or

 3   underestimate the potential rate impact of the ongoing

 4   nonrenewal program, and, therefore, the Department

 5   intends to fully investigate the actual rate impact, if

 6   any, of these non-renewals during the full rate hearing

 7   process."

 8             Do you see that?

 9        A.   Yes.

10        Q.   Okay.  And is that still your testimony today?

11        A.   Yes.

12        Q.   Okay.  So is the 17 percent interim rate

13   that's been agreed upon by the Department of Insurance

14   and State Farm General based on your calculation of the

15   maximum rate indications using the CDI rate templates?

16             MS. McKENNEDY:  Your Honor, asked and answered

17   several times.  Can I ask how much longer we're going to

18   be with this witness, or should we break for lunch?

19             THE COURT:  Well, it does -- on the objection

20   itself, I thought we covered this ground, Ms. Pressley.

21             MS. PRESSLEY:  It's one question, Your Honor.

22   I'm just trying to -- in relation to --

23             THE COURT:  Okay.

24             MS. PRESSLEY:  I'm asking --

25             THE COURT:  I'll overrule it --
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 1             MS. PRESSLEY:  Sure.

 2             THE COURT:  -- to let you clear it up, but I

 3   do think it was covered.

 4             MS. PRESSLEY:  Okay.

 5             THE COURT:  You can answer the question,

 6   Ms. Shaw.

 7             MS. PRESSLEY:  It's just that this paragraph

 8   is specifically dealing with that calculation, so I'm

 9   just trying to --

10             THE COURT:  You want the specificity?

11             MS. PRESSLEY:  Yes, correct.

12             THE WITNESS:  I did not calculate the 17

13   percent.  It was given me by my Counsel, and I

14   understand it came from State Farm.

15   BY MS. PRESSLEY:

16        Q.   Okay.  So it's your opinion that you would

17   need more information than what was currently in the

18   rate applications and in the record in order to, quote,

19   fully investigate the actual rate impact of those

20   non-renewals; correct?

21        A.   Yes.

22        Q.   So as of today, you don't have an opinion of

23   whether 17 percent is above or blow the maximum

24   permitted rate indication under the regulations?

25        A.   I don't have an opinion.
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 1        Q.   Okay.  Also in your declaration I believe

 2   at -- there is a chart.  Paragraph -- it looks like

 3   paragraph 17.  It's on page 10 of your declaration.  And

 4   there's estimated premium -- there's a second column in

 5   that chart Estimated Premium Impact.  Do you see that?

 6        A.   Yes.

 7        Q.   Okay.  To what premium basis and dollar value

 8   did you apply the requested 21.8 percent to arrive at

 9   the estimated premium impact of $530 million in your

10   declaration?

11        A.   The 2024 gross-earned premium as calculated in

12   annual statement.

13        Q.   I'm sorry.  Can you restate that?  2024 --

14        A.   Gross -- gross-earned premium from the annual

15   statement.

16        Q.   Okay.  And what was the effected date for the

17   requested 21.8 percent rate increase that you used to

18   estimate that $530 million?

19        A.   This is a high-level financial estimate.  It's

20   not from the rate template.

21        Q.   Okay.  Okay.  And I believe you testified in

22   your declaration that once this -- once the premium

23   dollars that start coming in from the rated -- the rate

24   hike are reflected in the data, I think you testified

25   that that would be about 12 to 24 months result in --
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 1   improvement to insurer surplus position would take about

 2   12 to 24 months for that rate impact to improve the

 3   surplus?

 4        A.   It's in my declaration, yes.

 5        Q.   Okay.  When you made that statement, did you

 6   consider any potential changes in loss experience during

 7   that timeframe?

 8        A.   Yes.  This is a high-lever rate impact.  This

 9   is just top line premium.  I haven't estimated what the

10   combination ratio is going to be or what the loss would

11   be or gain.

12        Q.   Okay.  But would you agree that there would be

13   an impact from whatever the loss is or --

14        A.   Right.  But so -- so that's why we're

15   including all of this.  So this would assume that the

16   combined ratio is 100 percent, that all of this increase

17   would flow to the bottom line.

18        Q.   Okay.  Okay.  Going to page 5 of your

19   declaration.  Okay.  And I believe this was asked -- a

20   question was asked about this by your counsel earlier,

21   which is why I'm raising it.  It's regarding the RBC

22   ratios, so I'm asking it in response to what you stated

23   earlier in the question that was asked by your counsel.

24             In your declaration it says, "I've

25   independently calculated Applicants' RBC ratios based
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 1   upon publicly available information in its annual

 2   statements using the same formula set forth in the RBC

 3   instructions that are published by the NAIC for property

 4   and casualty insurance."

 5             MS. McKENNEDY:  What's the question?

 6   BY MS. PRESSLEY:

 7        Q.   Is that your testimony?

 8        A.   Yes.

 9        Q.   Okay.  So were your calculations based on your

10   understanding of what the instructions that -- the RB

11   instructions that are published by the NAIC the same

12   formula that's in those instructions?  Was that used in

13   your calculations?

14             MS. McKENNEDY:  Objection.  Asked and

15   answered.

16             THE COURT:  Overruled.

17             THE WITNESS:  Can you repeat your question?

18   BY MS. PRESSLEY:

19        Q.   Sure.  The RBC ratios that you calculated that

20   are contained in your testimony, did you use the same

21   formulas that are in the RBC instructions that are

22   published by the NAIC to calculate those ratios?

23        A.   It's consistent with the NAIC RBC

24   instructions, yes.

25        Q.   Okay.
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 1             MS. PRESSLEY:  I'm just going to renew our

 2   motion to strike any the specified page and line numbers

 3   that referred to the RBC calculations.

 4             THE COURT:  So noted for the record.  We'll

 5   visit that at the conclusion of the day, too, so that we

 6   can manage it.

 7             MS. PRESSLEY:  Okay.  Thank you.

 8   BY MS. PRESSLEY:

 9        Q.   Okay.  Moving on to page 8.

10             MS. PRESSLEY:  And just for timing purposes,

11   this is my last line of questioning, so I think I can

12   wrap up in about ten minutes.

13             THE COURT:  Okay.  Does that work for

14   everybody?  We're going later than the usual, so people

15   are getting kind of grumbly, and we appreciate your

16   moving on.

17   BY MS. PRESSLEY:

18        Q.   Okay.  So going to page 8 of your declaration,

19   starting at line 6.  Okay.  Yeah, it's actually starting

20   at line 5.

21             You said, "Based upon my very early stage

22   preliminary analysis, which I intend to further

23   investigate and develop during discovery as part of the

24   full rate hearing process, I do not believe the

25   deterioration of the Applicant surplus in RBC ratios has
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 1   been solely caused by allegedly insufficient homeowners

 2   rate."

 3             Do you see that?

 4        A.   Yes.

 5        Q.   So you -- at this stage in time, you're not

 6   certain of what the impact of those causes are; right?

 7             MS. McKENNEDY:  Asked and answered.

 8             THE COURT:  Overruled.

 9             THE WITNESS:  The -- State Farm had made a

10   preliminary showing in this interim -- emergency interim

11   rate request that they had a catastrophic loss that

12   impacted their financial severity.

13             And while the interim rate is an interim rate,

14   we will get all our data and support as to 2025 as

15   instructed by the Commissioner so that we can fully

16   investigate this during the rate hearing.  And, I'm

17   going to add, any -- if we determine the rate to be

18   excess, it will be refunded plus interest.

19   BY MS. PRESSLEY:

20        Q.   Okay.  So then the only showing from State

21   Farm that you're looking at is the -- the January 2025

22   loss event?

23        A.   I'm sorry.  I couldn't quite hear you.  Can

24   you speak into the microphone, please?

25        Q.   So the only showing from State Farm General
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 1   that you're looking at is the loss event, the 2025

 2   fires?

 3             MS. McKENNEDY:  Objection.  Misstates

 4   testimony.

 5             THE COURT:  She's asking whether or not she's

 6   referring to it.  I'll allow it.  Overruled.

 7             THE WITNESS:  Can you ask your question again?

 8   BY MS. PRESSLEY:

 9        Q.   So the only information or the only showing

10   from State Farm General that you're looking at is the

11   losses -- the loss event from the 2025 -- January 2025

12   fires?

13        A.   I believe we covered that yesterday.  There

14   are two new additional pieces of information.  One is

15   the effective date.  The other one is the CAT exhibit.

16        Q.   Okay.  But, again, at this stage, you

17   characterize your analysis of the causes of the

18   deterioration of Applicant surplus as very early stage

19   preliminary analysis that you intend to investigate

20   further; correct?

21        A.   That would be the rate impact, and they came

22   to us back in June with deteriorated financial

23   conditions.  That was alarming.  And now with the

24   wildfires, it's getting very serious.

25        Q.   Okay.  And, again, you testified that you
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 1   don't believe that the deterioration of surplus was

 2   solely caused by insufficient homeowners rates?

 3             MS. McKENNEDY:  Asked and answered, Your

 4   Honor, several times.

 5             THE COURT:  Ms. Pressley, is this question --

 6   why is it necessary?

 7             MS. PRESSLEY:  I'm just reminding -- I'm

 8   reminding her to -- as -- that that's what she

 9   testified, to ask the next question that's related to

10   that question --

11             MS. McKENNEDY:  Argumentative.

12             MS. PRESSLEY:  -- which is a different

13   question.

14             THE COURT:  All right.  Proceed.

15   BY MS. PRESSLEY:

16        Q.   Okay.  So what are some of the -- I'm just

17   reminding you, you stated that insufficient homeowners

18   rates are not the only cause.  What are some of the

19   other causes that you believe, based on your preliminary

20   analysis, have been part of the cause of that

21   deterioration of surplus?

22        A.   I thought I answered that already.  I said

23   State Farm writes different books of business.

24   Homeowners, commercial, multi- -- multi parol

25   (phonetic), and SSI liability.  And I think they should

0100

 1   look at all their lines of business in addition to

 2   homeowners.

 3        Q.   Okay.  And then in that same -- yes, in the

 4   same paragraph of 15 you said, "I believe there are

 5   other steps Applicant should be encouraged and required

 6   to take to improve its financial condition."

 7             What are those other steps that you believe

 8   they should be encouraged to take?

 9        A.   I would encourage them to file a rate

10   application for their other lines of business, which

11   they have.  We have a few on the docket right now.

12        Q.   For other lines other than homeowners?

13        A.   That's correct.

14        Q.   In that same sentence you said, "I believe

15   there are other steps Applicant should be encouraged and

16   required to take."

17             What are the steps that should be required --

18   that State Farm should be required to take to improve

19   its financial condition?

20        A.   I can't -- sorry.  I don't know.  I don't

21   recall.

22        Q.   Is it your opinion that the parent, State Farm

23   Mutual, should contribute more than $400 million in the

24   surplus note to improve State Farm General's financial

25   condition?
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 1        A.   That's not for me to answer.

 2        Q.   But you do support a capital infusion from

 3   State Farm Mutual?

 4        A.   What I have in front -- oops.  Sorry.  What I

 5   have in front of me is $400 million surplus notes, and

 6   I'm in support of that.

 7        Q.   Okay.  And would you agree if State Farm

 8   Mutual gave a $500 million surplus note, that would

 9   improve their financial condition more than a $400

10   million surplus note?

11        A.   Well, I'm not aware that offer is on the

12   table.  $500 million is a greater number than $400

13   million.

14        Q.   Okay.  Regardless of whether that offer is on

15   the table, is it your opinion that a $500 million

16   surplus note would improve their financial condition

17   more than if the parent company gave $400 million?

18        A.   Yes, 500 is greater than 400.

19        Q.   Okay.  Thank you.

20             THE COURT:  We're going to take that as more

21   money is better so --

22             THE WITNESS:  Okay.

23             THE COURT:  -- we don't just beat around the

24   bush continuously.  We all get it.

25             MS. PRESSLEY:  Okay.  I believe that's it, and
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 1   we're done with cross.

 2             THE COURT:  All right.  And I know there's an

 3   interest in the break.  I do want to take a full break,

 4   or do you want to take something less today?  This

 5   witness, how much time do you think you need on

 6   redirect?

 7             MS. McKENNEDY:  Five minutes, Your Honor.

 8             THE COURT:  Real quick.  Do you want to do

 9   that now, or do you want to push through or --

10             MS. McKENNEDY:  I could --

11             THE COURT:  We're probably going to have to

12   break no matter what because we have staff and stuff.

13   We can't, you know, just keep going.

14             MS. McKENNEDY:  Why don't we break?  It's

15   12:30.

16             THE COURT:  You want to come back at like

17   1:30, so we're just on an hour break?  Is that going to

18   work for everybody, or do you need longer?

19             MR. PLETCHER:  That's fine with us, Your

20   Honor.

21             THE COURT:  All right.  So we're in recess

22   until 1:30.

23             (Lunch recess)

24             THE COURT:  Good afternoon.  Back on the

25   record after a break for lunch in the matter of this
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 1   rate applications of State Farm General Insurance

 2   Company specifically the evidentiary hearing concerning

 3   the stipulation.  This is Case Nos. PA-2024-00011, 12,

 4   and 13.

 5             Before taking our lunch break, we were -- we

 6   had completed, actually, the direct -- the

 7   cross-examination of the Department's witness, and we're

 8   getting for redirect.

 9             Are you ready to proceed, Ms. -- got your mic

10   on?  Is the Department ready to proceed once they have

11   mic?

12             MS. McKENNEDY:  We are ready to proceed, You

13   Honor, but we have no further redirect.

14             THE COURT:  Oh, you don't.  Okay.

15             Is there any questions still outstanding from

16   State Farm General on this witness?

17             MR. TETI:  No, your Honor.

18             THE COURT:  All right.  Very good.

19             Is there any reason that this witness could

20   not be excused.  I know she's sitting in the gallery,

21   but that's okay.

22             There being none, we thank you for your

23   testimony, Ms. Shaw, and appreciate your time.

24             THE WITNESS:  May I approach to get my stuff?

25             THE COURT:  Absolutely.  Absolutely.
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 1             MS. McKENNEDY:  We've already trained her on

 2   how to be a lawyer, Your Honor.

 3             THE COURT:  She's doing real well.  If you

 4   want to keep her, better be careful how experienced she

 5   gets.  She'll become an expert witness, all kinds of

 6   things.

 7             Okay.  So we transition now to -- are there

 8   any more witnesses to be called?

 9             MS. McKENNEDY:  Not by the Department, Your

10   Honor.

11             MS. WELLINGTON:  No, Your Honor.

12             THE COURT:  Consumer Watchdog.

13             MR. PLETCHER:  No, Your Honor.

14             THE COURT:  All right.  So we have some

15   remaining housekeeping to accomplish.

16             One is that I have a couple of lists of the

17   things that have come into evidence, but I want to make

18   sure that we address outstanding ones.  I also wanted to

19   turn to the request for notice, if that is something

20   that we're going to address on the record beyond the

21   admissions that were admitted exhibits.

22             And then -- well, let's stick with that first.

23   Where are we at with exhibits?  We'll take them in

24   order.

25             MR. MADDIGAN:  I can speak to that, Your
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 1   Honor.  The parties met and conferred extensively, led

 2   by my colleague, and I have agreed on the admission of

 3   almost all the exhibits with a few exceptions.  We have

 4   a list we are prepared to submit, and, also, we can --

 5   we're prepared to read it in the record as well.

 6             THE COURT:  It's best if we read them into the

 7   record at this stage, but we also would appreciate

 8   having what you've prepared.

 9             MS. CASSEL-WALKER:  Thank you, Your Honor.

10   Johannah Cassel-Walker on behalf of State Farm General.

11             THE COURT:  Thank you.  And take your time,

12   and proceed when you're ready.  Just tell me where

13   you're at so I can take notes as you go along, along

14   with the reporter.

15             MS. CASSEL-WALKER:  Thank you, your Honor.

16             I'm looking at the parties' April 10th, 2025

17   revised joint exhibit list for hearing on proposed

18   interim stipulation.

19             THE COURT:  I was just looking at that.  Go

20   head.

21             MS. CASSEL-WALKER:  Starting on page 1.

22             The parties have stipulated to the admission

23   of:

24             IRH-CDI-002, IRH-CDI-003.

25             Moving to page 2:  IRH-SFG-101, IRH-SFG-102,
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 1   IRH-SFG-104, IRH-SFG-105, IRH-SFG-106, IRH-SFG-107.

 2             Turning to page 3:  IRH-SFG-108, IRH-SFG-109.

 3             Turning to page 4:  IRH-SFG-112, IRH-SFG-114,

 4   IRH-SFG-115, IRH-SFG-116, IRH-SFG-117, IRH-SFG-118,

 5   IRH-SFG-119.

 6             Page 5:  IRH-SFG-120, IRH-SFG-121,

 7   IRH-SFG-122, IRH-SFG-123, IRH-SFG-124, IRH-SFG-125,

 8   IRH-SFG-126, IRH-SFG-127, IRH-SFG-128, IRH-SFG-129,

 9   IRH-SFG-130, IRH-SFG-131, IRH-SFG-132, IRH-SFG-133,

10   IRH-SFG-134, IRH-SFG-136, IRH-SFG-137, IRH-SFG-138.

11             Page 7:  IRH-SFG-140, IRH-SFG-141,

12   IRH-SFG-142, IRH-SFG-143, IRH-SFG-144, IRH-SFG-145,

13   IRH-SFG-146.

14             Page 8 -- I don't know if it makes more sense

15   to do these in batches.  We have a range of numbers here

16   from IRH-SFG-147 through IRH-SFG-162.

17             Would you like those individually?

18             THE COURT:  It could be the way that you just

19   stated, since we're not indicating the material with

20   this in order to be expedient.

21             MS. CASSEL-WALKER:  All right.  Great.

22             THE COURT:  So 147 to 162.

23             MS. CASSEL-WALKER:  Correct.

24             THE COURT:  Are --

25             MS. WELLINGTON:  Are stipulated to the admission 
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 1   by all parties.

 2             THE COURT:  Okay.

 3             MS. CASSEL-WALKER:  We can then move to page

 4   10, which is IRH-SFG-167.

 5             On page 11:  IRH-SFG-168.

 6             Page 12:  IRH-SFG-172 through 174.  On the

 7   same page, IRH-SFG-176 through 179.

 8             On page 13, we have IRH-CWD-201 through

 9   IRH-CWD-205.  And then on the same page -- IRH-CWD-207

10   through IRH-CWD-211.

11             Page 14:  IRH-CWD-212 through IRH-CWD-223.  On

12   the same page, we also have IRH-CWD-225.

13             On page 15, we have IRH-CWD-226.

14             On the same page, we have IRH-CWD-230 through

15   238.

16             On page 16:  IRH-CWD-239.  On the same page,

17   we have IRH-CWD-242 and 243; IRH-245 through 249.

18             On page 17:  IRH-CWD-250; and then IRH-CWD-252

19   through 254.

20             And turning back to page 1, I would like to

21   read into the record the conditions on the parties'

22   stipulations.  Said, "This is the following charts

23   reflects the parties exhibit list and to note where the

24   parties have stipulated to admit a particular exhibit

25   into the record for the hearing on the proposed interim
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 1   rate stipulation.

 2             By stipulating to admit an exhibit, the

 3   parties do not waive their right to object to the

 4   improper use of a particular exhibit; nor do they waive

 5   any objections regarding whether an exhibit constitutes

 6   or contains hearsay, which shall not be sufficient in

 7   itself to support a finding; nor do they waive any

 8   arguments regarding an exhibit's relevance or weight

 9   that it may be afforded in determining whether to

10   improve the proposed interim rate stipulation.

11             In addition to the exhibits listed below, the

12   parties stipulate that all filings in the three rate

13   applications CDI File Nos. 23-1271/SERFF -- that's

14   S-E-R-F-F -- #134139896, No. 24-1273/SERFF #134139931,

15   and No. 24-1330/SERFF #134139850, as posted on the

16   systems for electronic rates and forms filing as of

17   April 8th, 2025, are admitted into the record for the

18   hearing on the proposed interim rate stipulation.

19             There are a number of additional -- I want to

20   confirm that we also admitted into the record for the

21   parties' stipulation IRH-CWD-227.

22             In addition to that exhibit, the parties have

23   a number of conditional stipulations regarding exhibits

24   related to the Watkins declaration for the following

25   exhibit numbers.
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 1             The parties stipulate to the admission as part

 2   of State Farm General's offer of proof, but CWD and CDI

 3   object to the exhibit as part of their objections to the

 4   Watkin's testimony.

 5                  (Reporter interruption)

 6             MS. CASSEL-WALKER:  Watkins, W-A-T-K-I-N-S.

 7             And you start on page 3.  We have IRH-SFG-110

 8   and 111.

 9             On page 4:  IRH-SFG-113.

10             On page 6:  IRH-SFG-135.

11             On page 7:  IRH-SFG-139.

12             On page 9:  IRH-SFG-163.

13             On page 18:  IRH-SFG-164 through 166.

14             On page 11:  IRH-SFG-169 through 171.

15             And then there are also a few exhibits which

16   the parties stipulate to, except that Consumer Watchdog

17   preserves its objection with respect to RBC; and this

18   includes on page 1:  IRH-CDI-001.

19             On page 2:  IRH-SFG-103.

20             And on page 12:  IRH-SFG-175.

21             I think the remaining exhibits, if any, need

22   to be admitted would be moved in by the respective

23   parties.

24             THE COURT:  Okay.  Thank you.

25             So for the Department, does that accurately
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 1   describe the conditions and represent the exhibits to

 2   which they're -- you have agreed to --

 3             MS. McKENNEDY:  Yes, Your Honor.

 4             THE COURT:  Stipulated to their admission.

 5             MS. McKENNEDY:  Yes, Your Honor.  We do want

 6   to say thank you for State Farm's Counsel for doing an

 7   admirable job of corralling all these exhibits and

 8   getting the agreements from the parties.

 9             THE COURT:  Yes.  It saves us a considerable

10   time.

11             MR. PLETCHER:  We would also join that

12   appreciation.

13             THE COURT:  So stipulated?

14             MS. McKENNEDY:  And for Consumer Watchdog?

15             MR. PLETCHER:  Yes, Your Honor.

16             THE COURT:  All right.  So the

17   stipulations -- because there's more than one -- they

18   are confirmed as having -- as represented, and the

19   exhibits are so received.

20                  (State Farm General's Exhibits 101 and

21                  102, 104 through 107, 108 and 109, 112,

22                  114 through 134, 136 through 138, 140

23                  through 162, 167 and 168, 172 through

24                  174, 176 through 179 were received into

25                  evidence.)
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 1                  (Consumer Watchdog's Exhibits

 2                  201 through 205, 207 through 223, 225 and

 3                  226, 230 through 239, 242 and 243, 245

 4                  through 250, 252 through 254 were

 5                  received into evidence.)

 6             THE COURT:  So we have what remaining that is

 7   going to be moved in independently that she just

 8   mentioned; anything?

 9             MS. PRESSLEY:  Your Honor, I believe she went

10   through all of our exhibits that are currently -- have

11   been currently lodged with the AHB.

12             THE COURT:  All right.

13             MS. WELLINGTON:  Nothing further from State

14   Farm.

15             THE COURT:  Is there anything further or on

16   request for notice or anything that I'm missing in that

17   regard?

18             MR. MADDIGAN:  No.

19             MS. McKENNEDY:  I don't believe so,

20   Your Honor.

21             THE COURT:  The record will so reflect that

22   the parties are indicating in the negative.

23             Other pieces that I'm -- and I could have

24   missed this because there's a lot of paper -- the two

25   previous -- the proceedings before the Commissioner.
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 1   The transcripts.

 2             MS. McKENNEDY:  Yes, Your Honor.  I did lodge

 3   those as part of an opposition to a motion in limine.

 4   Would you like the complete documents as part of the

 5   record?

 6             THE COURT:  I want to have them in the record.

 7   So we just have to -- they can -- we can refer to them,

 8   and we have copies of them, of course.  I'd have to take

 9   a minute to get them, and either party can bring them in

10   or, you know, you can do is as a joint stipulation or

11   you can even be ALJ exhibit.  It doesn't really matter.

12             MS. McKENNEDY:  Would you like me to read a

13   description of those documents into the record, Your

14   Honor?

15             THE COURT:  As long as we can have something

16   sufficient to mark it.  We're going to have to mark some

17   things.

18             MS. McKENNEDY:  I have a the exerts,  Your

19   Honor.  Do you want the entirety?

20             THE COURT:  Yeah.  We're going to need the

21   whole transcript.  So why don't we just take a quick

22   break in order to sort out the papers for that.  And

23   then before we do, let me see what else I have to be

24   reminded of.

25             Do you have a full copy of that, Counsel?  Or
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 1   does someone have it with you?

 2             MS. McKENNEDY:  I have it electronically, Your

 3   Honor, and we're having printing difficulties, so I'm

 4   scrambling right now.

 5             THE COURT:  Surprise with all this paper.

 6             Let's go off the record for a few

 7   minutes -- about five-minute break.

 8             Off the record.

 9                  (Break)

10             THE COURT:  Back on the record in -- for a

11   longer expected break so we can do some printing -- on

12   the matter of State Farm General Insurance Company and

13   the stipulation in evidentiary hearing in

14   Case Nos. PA-2024-00011, 12, and 13.

15             Thank you for your patience while we got that

16   coordinated.  And I understand that Counsel's going to

17   offer additional exhibits I solicited now.

18             MR. MADDIGAN:  Yes.  Thank you, Your Honor.

19             Off the record, as you said, the parties were

20   discussing the transcripts for two dates of proceedings

21   in this matter.  Partial transcripts of these

22   proceedings already were included on the exhibit list,

23   but we now want to amend the exhibit list to add the

24   full transcript, so I'll do that.  And we'll make them

25   State Farm's exhibits.
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 1             So Exhibit IRH-SFG-180 will be the

 2   transcript -- transcription of proceedings from

 3   Wednesday, February 26, 2025, in the State Farm

 4   Emergency Interim Rate Approval matter.

 5             And Exhibit IRH-SFG-181 will be the transcript

 6   from the March 11th, 2025, proceeding in the this

 7   matter.

 8             THE COURT:  All right.

 9             Any questions about the identification?

10             MS. McKENNEDY:  No, Your Honor.

11             MR. PLETCHER:  No questions regarding

12   identification, and we have no objections to the full

13   transcripts coming in.

14             Just, with respect to what I was just handed,

15   I don't know if this is a full transcript.  I know it

16   seems to end with a question that was directed towards

17   me.  I don't recall if there was any more discussion

18   after that point, so I'm just not sure if this

19   particular paper copy, that I've been given, is the full

20   transcript.  But we do have --

21             THE COURT:  Does somebody else have a copy to

22   compare again to see if that particular copy is missing

23   a page.

24             MR. PLETCHER:  That may not matter because we

25   don't object to the full transcript coming in.
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 1             THE COURT:  Okay.

 2             Counsel, is your last page on the February 26

 3   Official Court Reporters -- is that the one you were

 4   referring to, Mr. Pletcher?

 5             MS. PRESSLEY:  The March 11.

 6             MR. PLETCHER:  The March 11th.

 7             THE COURT:  The March 11th --

 8             MR. MADDIGAN:  The printout of the March 11th

 9   one, that I have, is it also ends with a question.

10             MR. PLETCHER:  And maybe that's how it is.

11             THE COURT:  That's all we had, so I

12   will -- what we'll do is we'll just receive it as is and

13   if there's some reason to amend the record, it will have

14   to be dealt with then, if that's what we have.

15             As being -- for that -- it looks like

16   somebody's looking for something.  We'll give them an

17   extra moment or two to see if they have a different

18   thing.

19             MR. MADDIGAN:  I think we have the last page

20   here.

21             THE COURT:  Okay.  I wonder why I'm missing

22   the last page -- isn't that interesting.  Maybe what you

23   could do is maybe share that last page, and we can all

24   agree that that's the complete --

25             MR. MADDIGAN:  Okay.  I'm sharing.
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 1             THE COURT:  Okay.  Just share with Counsel,

 2   and then we'll make copies.

 3             Thank you for pointing that out, Mr. Pletcher;

 4   and thank you, Counsel, for facilitating in making sure

 5   we have it complete.

 6             MR. MADDIGAN:  There you go.  I can hand it to

 7   you with this page.

 8             THE COURT:  That would be great.  I

 9   actually -- I would need the page, and I'll give you

10   back the page in a few minutes.

11             MR. MADDIGAN:  Okay.  There's the missing

12   page.

13             THE COURT:  That's what I need.  Okay.  All

14   right.

15             So as so identified and marked, stipulate that

16   I placed it into evidence.

17             Department?

18             MS. McKENNEDY:  Yes, Your Honor.

19             THE COURT:  Consumer Watchdog?

20             MS. PRESSLEY:  Yes, Your Honor.

21             THE COURT:  State Farm General.

22             MR. MADDIGAN:  Yes.

23             THE COURT:  All right.  As received.  Thank

24   you.

25             Is there anything that you've added to the
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 1   trailing things before I jump into what I want -- it's

 2   mostly recap.  Anything to add that we need to deal

 3   with?

 4             MS. WELLINGTON:  Your Honor, the only thing we

 5   wanted to add is that we are planning to do a closing.

 6             THE COURT:  Yes.  We'll get to that.

 7             MS. WELLINGTON:  Thank you.

 8             THE COURT:  We'll absolutely get to that.

 9             Once we do the closings, it's often hard to

10   hold onto, so I don't want to let this run.

11             We have filings in this case -- both

12   prehearing as well as continuing with in limine and

13   during hearing -- so just as a short recap and make sure

14   that we're all on the same page with regard to that.

15             We had the motion to strike by State Farm

16   General, which was filed on April 3rd, 2025.  Note that

17   all these dates that I'm about to mention may not be

18   your lodging date.  You may have filed it on the

19   following date.

20             There was an opposition to it on April 4th,

21   2025, from Consumer Watchdog.  It was withdrawn on April

22   8th during the hearing by the movement.  So no action

23   was taken on that.

24             There was the matter of the Department's

25   motion to limit or exclude the witness, Nancy Watkins,
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 1   filed on April 7th, 2025, pertaining to the declaration

 2   that was filed with AHB on April 2nd, 2025.

 3             State Farm General filed a response in part

 4   one of their April 8th, 2025, filing.  There was also a

 5   declaration -- subsequent declaration filed April 9th,

 6   2025.  I granted this motion on the exclusion basis

 7   disqualifying the witness and striking the declarations

 8   to the extent they were in the record but allowing them

 9   for purposes of offers of proof if -- together with any

10   others that might be requested.

11             And I understand that, earlier, with regard to

12   the conditional stipulations, is to preserve that

13   status.  And that's already been confirmed, as not

14   adjusted, by virtue of my recap here.

15             So amongst the other filings, we have some

16   traditional filings that are, for example -- or more

17   traditional in an untraditional situation.  The Consumer

18   Watchdog's initial March, 24th, 2025, objections and the

19   defense from State Farm General on April 2nd, 2025.

20             There was also a State Farm General response

21   to the objections on April 3rd, 2025.  There was a

22   letter addressed to me from Consumer Watchdog on March

23   28th, 2025; and in addition to that, we had the -- we

24   had some motion where, which I indicated on the record

25   earlier in the week, we have overlap as to some of the
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 1   arguments that had either been repeated or expanded

 2   upon.

 3             But among other things that have been filed

 4   are a motion to strike in sanctions by Consumer Watchdog

 5   on April 7th, 2025, to which State Farm General filed an

 6   opposition on April 8th, 2025.

 7             Consumer Watchdog had also brought in limine

 8   motion No. 1 on April 7th, 2025, which targeted

 9   precluding financial information as to financial

10   conditions being introduced as evidence, and State Farm

11   General responded at that in their parts two and three

12   in their April 8th, 2025, filing.

13             This also -- this also -- this response also

14   responded to Consumer Watchdog's other in limine motions

15   in part; mainly in limine motion No. 2, which was filed

16   also on April 7th, 2025, to exclude the supplemental

17   stipulation as to the stipulation from the -- between

18   the Department and the State Farm General.

19             And Consumer Watchdog's third in limine

20   motion, which is also filed on April 7th, 2025,

21   targeting the RBC calculations.  It was also additional

22   filing for Consumer Watchdog to exclude and to provide

23   further briefing on the RBC calculations filed on April

24   8th, 2025, to which State Farm General responded on

25   April 9th, 2025.
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 1             Wow, that was a lot to try to get out.  But I

 2   try to actively display that we have these things that I

 3   realize are there.  They are -- there is some overlap as

 4   between them, and I have indicated that I will address

 5   the matters in it in the various filings in connection

 6   with the decision that was also repeated when it came to

 7   preserving Consumer Watchdog's objections accordingly on

 8   the record.

 9             I understand you've done the hard work with

10   regard to the exhibits, and I greatly appreciate that

11   because it helps.  As I repeated over and over again

12   during this proceeding to make sure our record is clean

13   as we can make it when other people are looking at it.

14   It's -- things that seem clear in the room are not clear

15   later, so I try to -- even if it's a weird bread-crumb

16   trail to give them, as best I can, a complete one.

17             With regard to the transcript, however, when

18   it comes to identifying the aspects that would be

19   subject to strike, if Consumer Watchdog's position was

20   maintained, I want to turn to the parties to see how

21   they might suggest handling that.  I have ideas, but I'd

22   like to know from you first how you would go about that.

23             Do you want to proffer something in a filing

24   that identifies that?  Do you want to try to stipulate

25   with the parties as to which aspects would be
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 1   attributable to that?  Again, it also goes for complete

 2   record even if I rule ultimately not in your favor.

 3             MR. PLETCHER:  Your Honor, we're happy

 4   to -- once we have the transcript -- to go through it

 5   and identify lines that discuss the RBC issue and

 6   identify that, you know, line-by-line.

 7             We'll certainly take an attempt to agree with

 8   Counsel that, you know, not that they would agree that

 9   the information should come out, but that is the

10   universe of information that discusses RBC.

11             If we could do it by stipulation, we'll do it

12   that way; otherwise, we'll submit it and let you know

13   that Counsel don't agree, but this is our position.

14             THE COURT:  The only thing I'll ask for the

15   other Counsel to be reviewing that, and that sounds like

16   a good approach and the most expedient one because it is

17   up to Consumer Watchdog to try and identify what it is

18   that they have a problem with if there's an issue or

19   whoever's looking at it, but please don't unreasonably

20   withhold consent as to agreeing to what that is.

21             I mean, I'm not saying to not make your --

22   argue your case and represent.  But if it's apparent,

23   then please don't make it harder than it has to be so

24   that we can get through it because we're all on a tight

25   timeframe, which also turns to briefing.
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 1             If you want to talk about this now or if you

 2   want to have closing remarks first, either is fine.

 3             MR. PLETCHER:  Your Honor, just while we're

 4   still on the RBC issue, as you were going through your

 5   list -- and I apologize if I misunderstood you -- but I

 6   think there's been additional briefing this morning both

 7   from the Department and for Consumer Watchdog the

 8   opposition that the Department had discussed, and then

 9   we got a reply.

10             THE COURT:  I do have those, and those are

11   both filed today -- those two documents.  And I

12   apologize I admitted them from my comments there, but

13   both are -- we have both, and they'll both will be

14   considered in connection with those matters.

15             MR. PLETCHER:  That's fine.  I just wanted to

16   double check on that. C.

17             THE COURT:  Thank you very much.

18             MS. PRESSLEY:  And, Your Honor, just to

19   clarify -- you did also mention the motion that we filed

20   on April 9th; correct?

21             THE COURT:  I did.

22             MS. PRESSLEY:  Okay.  Thank you.

23             THE COURT:  Yeah.  That's the motion --

24             MS. PRESSLEY:  To exclude the testimony.

25             THE COURT:  -- to exclude the testimony, yeah.
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 1   But it still goes to the -- to the initial complaints.

 2   That's why I'm trying to consolidate the handling of

 3   them and nevertheless give everybody some kind of

 4   response to their concerns.

 5             MS. McKENNEDY:  Your Honor, I have a small

 6   question.  In terms of the parties trying to meet infer

 7   on the portions of the RBC testimony that CW would

 8   request be stricken specifically, do you have a timeline

 9   for that?  How does that impact your ability to issue a

10   proposed decision?

11             THE COURT:  I was going to ask the question in

12   connection with briefing, because ideally, it would sort

13   it out --

14             MS. McKENNEDY:  Sorry, Your Honor.

15             THE COURT:  Sort of speak close to the

16   briefing because I think that everybody realizes I'm

17   going to be working on this immediately, so it's not

18   going to be waiting, but I also will be looking for

19   whatever else you have to include so I can make that

20   careful consideration.

21             And I, too, have to wait for the transcript

22   for that part.  So if we're talking about that, we might

23   as well get into that.

24             Have you all placed orders for transcripts?

25             MS. PRESSLEY:  No, Your Honor.
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 1             THE COURT:  What's happened with -- are you --

 2   no?  Don't know yet.

 3             MS. McKENNEDY:  Your Honor, I believe the

 4   Department automatically gets a transcript.

 5             THE COURT:  Yeah, we get them.

 6             MS. McKENNEDY:  Thank you.

 7             THE COURT:  Do you know when you're going to

 8   get the transcript?

 9             MR. TETI:  No.

10             MS. PRESSLEY:  When I spoke --

11             MR. MADDIGAN:  We haven't placed an order yet,

12   I don't think.

13             THE COURT:  It still can be.

14             Go ahead, Ms. Pressley.

15             MS. PRESSLEY:  When I spoke to the court

16   reporter yesterday, he had said that on an expedited

17   basis, the earliest would be the Tuesday transcript he

18   could have by Friday, but we decided not to order the

19   expedite.  So I think the regular turnaround is 10 days.

20             THE COURT:  They have various times, so I

21   can't speak to what you were told or what their offer

22   is.  We may have the condition -- we may have to ask you

23   to indicate when the transcript's been received so we

24   can time when briefing is due.

25             I hate to do it that way because it doesn't
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 1   give us a date on the calendar.  It's like this floating

 2   day.  But I realize that we have to get the transcript

 3   in order for you to finish your work.

 4             MS. PRESSLEY:  And I would just want to point

 5   out that our original motion that we filed on the 9th --

 6   the motion to exclude testimony -- did identify by page

 7   and line number -- the Shaw declaration.

 8             THE COURT:  Yes.  And I appreciate it, but

 9   those pieces are not as concerned -- I'm concerned about

10   the transcript.  So what I would envision you doing, if

11   we're going to go back to that, is you will review that

12   in order to determine what parts of it you find are

13   attributable to your standing objection -- excuse

14   me -- yeah, your standing objection on financial

15   matters.

16             But on RBC matters that you have motion in

17   limine on, if you have additional briefing on -- and I

18   told you you would preserve your rights on to identify

19   what parts of the transcript -- just as Mr. Pletcher

20   indicated -- are a problem or somehow.

21             I don't think you have to traditionally meet

22   and confer, unless you get into a dispute, you know,

23   communicate that to the other parties to see whether

24   they consent, and if they don't, then by all means try

25   to talk in some manner to resolve whatever that
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 1   outstanding problem is.

 2             But I try not to get into mechanics too much

 3   because I find that the parties sometimes have their own

 4   mechanics, and if that works for you, I want you to do

 5   it.  But I would envision you do something like that

 6   because there's no -- if there's no impetus for them to

 7   identify what parts of the transcripts you have a

 8   problem with --

 9             MS. PRESSLEY:  Right.

10             THE COURT:  -- it would be subject to strike.

11   So it's really on you.  I know it's more work for

12   Consumer Watchdog.

13             MS. PRESSLEY:  Your Honor, I appreciate that.

14   And I do note that -- because Ms. Shaw went today, she's

15   more fresh in my mind -- so I don't think there's

16   extensive portions because most of the discussion on

17   that issue was asking for -- it was more to go towards

18   what she did for in terms of the motions.

19             THE COURT:  Sure.  Which saves us a lot of

20   time, which will be nice.  So hopefully it will be

21   small.

22             Okay.  So I guess we're beating around the

23   bush about how we structure briefing, you know, it has

24   to be pretty tight.  So do I have some suggestions as to

25   how tight is not too tight?
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 1             MS. WELLINGTON:  Your Honor, we wanted to ask

 2   what you were envisioning on post-hearing briefing.  I

 3   don't know if you're necessarily intending the

 4   post-hearing briefing unless Your Honor wants to hear on

 5   specific issues, although we certainly reserve the

 6   right, if that's whatever else we're going to do.

 7             THE COURT:  I  welcome the briefing, and I

 8   would expect some sort of briefing in this case.  Even

 9   if it's to highlight, you know, your points.  But if you

10   don't want to brief, it's not a mandatory brief.

11             I think that you can, by the nature of things

12   you've already been addressing, you have worked hard to

13   be comprehensive, so I'm not trying to suggest that

14   there's a gap in -- in your arguments or analysis that I

15   don't understand and won't study more.  But I'd like to

16   give you the opportunity to do it.

17             MS. McKENNEDY:  Your Honor, the Department

18   would recommend briefing just because the issues in this

19   matter are pretty complicated.

20             THE COURT:  Other people might be looking at

21   this -- well, they will be.  How far, I don't know.

22             MR. PLETCHER:  Your Honor, we would happy to

23   take option to briefing.

24             THE COURT:  So everybody else will brief, so I

25   expect you to follow -- jump in that bandwagon and do a
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 1   little bit of briefing too, but it's up to you.

 2             How many days after receiving the transcript

 3   do you think you need?  Can you do it in five?  I was

 4   going to say five.

 5             MR. PLETCHER:  We was hoping for 10, Your

 6   Honor.

 7             THE COURT:  I know five is hard, but we really

 8   have to move it along.

 9             MS. McKENNEDY:  I think -

10             THE COURT:  This is the thing when you don't

11   know exactly when you're going to get the brief -- the

12   transcripts and so.  It's subject to these different

13   times because you can order expedited transcripts, so

14   I'm going to get them in five days.  I can tell you

15   right now.  I actually don't know if they count

16   weekends.  I never asked that question, but I get mines

17   by five weekdays.  So that will be some time next week.

18             MS. McKENNEDY:  Your Honor, if I may, the

19   transcripts are one thing, but Your Honor's rulings on

20   some of the admissibility of evidence and declarations

21   and testimony might really impact the briefing.

22             THE COURT:  That was -- that's expecting you

23   to do that in advance and not in the PD.  So doing it in

24   the PD is very typical in administrative law, and that's

25   what I was planning to tackle.
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 1             I won't promise to do that in advance.  So

 2   you'll have to operate outside of that, unless we'll

 3   alert you that I'm going to be able to do that -- in

 4   which case I will follow the same rule of fairness that

 5   I ask the parties to.  We'll alert you in some way so

 6   that you'll know, and you can manage that accordingly.

 7             MS. McKENNEDY:  Thank you, Your Honor.

 8             MS. PRESSLEY:  Your Honor --

 9             THE COURT:  So I -- I think that because, you

10   know, it's not like we excluded people.  We

11   didn't -- except for the one disqualified witness, and

12   that wouldn't be something that we would come back to

13   revisit at this stage, so I think we can do it

14   adequately with the decision in addressing the

15   outstanding matters.

16             MS. McKENNEDY:  Your Honor, CW's motion to

17   exclude Ms. Shaw's declaration is basically all the

18   substance of paragraphs, so if that is excluded, then

19   the Department has very little left.

20             THE COURT:  Yeah, but I didn't exclude

21   Ms. Shaw.

22             MS. McKENNEDY:  But you asked us to meet and

23   confer -- I'm sorry, Your Honor, maybe I misunderstood.

24   I thought CW and the Department were to meet and confer

25   over the portions to be excluded or stricken.
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 1             THE COURT:  Well, that was -- I mean, I wanted

 2   to know if there was -- if that happened, but I

 3   didn't -- right now we've taken her testimony.  The

 4   declarations are in.  Even if the declarations fell in

 5   the PD, they would still be treated as office of proof

 6   in that context, so they'd still go up.

 7             MS. McKENNEDY:  Okay.  Thank you, Your Honor.

 8             MS. PRESSLEY:  Your Honor, my understanding

 9   was the meet and confer is over the portions of the

10   transcripts.  We already identified the portions of the

11   declaration.

12             THE COURT:  Yes.  The part earlier today is

13   about the transcript, the other day, we were talking

14   other parts of it.  But today is the transcript, when we

15   receive it, as to the RBC material.  You know, they can

16   literally point to what it is that would then subject to

17   be struck.

18             MS. McKENNEDY:  Okay.  Thank you, Your Honor.

19             THE COURT:  So that's on the them to start

20   that process.  I would like to except be contemporaneous

21   with the briefing even though it's more work, if all

22   possible, because otherwise it holds up closing the

23   record out even if I don't know what -- I don't have the

24   piece clear or it's left for me to decide.

25             MS. PRESSLEY:  Yeah.
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 1             THE COURT:  I think we would not rather do

 2   that.  We handle it this way as an expediency measure

 3   because otherwise we would've had to nitpick a little

 4   early.

 5             MS. PRESSLEY:  I think the missing piece is we

 6   just need to figure out the timelines for getting the

 7   transcript.

 8             THE COURT:  So we can do a couple of things.

 9   We can set it as the floating, which I've already said a

10   couple of times, which is based on when the transcript

11   is received.  You can expedite it, I think, real fast.

12   There's just a couple of stages; but, unfortunately, the

13   way that it comes here, sometimes somebody has it or

14   earlier than another depending on their order.

15             MS. WELLINGTON:  Your Honor --

16             THE COURT:  If you're going to get it -- go

17   ahead.

18             MS. WELLINGTON:  I just had one question.  We

19   had read the orders set in this hearing as requiring a

20   decision within 10 days of the conclusion of the

21   hearing, so I don't know if that is accurate, but we

22   should take that into account.  I assume that --

23             THE COURT:  I did.  We don't consider it

24   closed until we have closed record.

25             MS. WELLINGTON:  I see.  Okay.  So it would be
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 1   10 days after the close of the record?

 2             THE COURT:  Yes.  But I'm still trying to hold

 3   your toes to the time, that's why we'll talking about

 4   it.  I realize that I want to adhere to a expedited

 5   process, so I don't want to flaunt the expectation by

 6   basically everybody who's looking at this matter to, you

 7   know, just to see something soon.  So that's why I'm

 8   thinking five days to receive the transcripts, but I

 9   don't want it to be, you know, so detractive that we're

10   pushing it so far out that it's a problem.

11             MS. PRESSLEY:  Are you asking for five days to

12   identify the material?  Or five days for the briefing?

13             THE COURT:  Well, they can both run

14   contemporaneously with one another.  I don't

15   know -- which is why I asked you to do that.  Let's stick

16   with one thing.  You know, if you say you can't -- that

17   you can't do two things then, you know, I appreciate

18   that.  We'll manage it some way, but let's stick with the

19   briefing right now.

20             I think we're -- I'm going to ask the parties

21   to stick with five days to receive the transcript.  But

22   we're going to have to set a -- let's set it.

23             MS. McKENNEDY:  Your Honor, how about April

24   21st.  That's 11 days.

25             THE COURT:  Is that where I was going?  Where
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 1   is it a no later than date.

 2             MS. McKENNEDY:  Correct, Your Honor.  It's 11

 3   days, but it's a Monday.  So that seems much more humane

 4   than Sunday.

 5             MS. WELLINGTON:  Are we talking about the 21st

 6   of April?

 7             MS. McKENNEDY:  Yes.

 8             MS. WELLINGTON:  20th is Easter Sunday, just

 9   for the record.

10             MS. PRESSLEY:  And I'm unclear because if it's

11   taking us until at least five days to get the

12   transcript, then that's not 11 days.  It's only one

13   business day and a weekend.

14             MR. MONTGOMERY:  What we're talking about now

15   is briefing, right?

16             THE COURT:  Yes.  They're studying the

17   calendar cautiously and see what it is that they don't

18   inadvertently consent to something that becomes too

19   burdensome -- it's all burdensome, but -- because it's

20   an expedited process.

21             MS. PRESSLEY:  Again, it depends on where the

22   transcripts falls because there's going to be a couple

23   of days that fall on that week that --

24             THE COURT:  Well, no matter how we do it, we

25   land in that week.  Because it's just when we're -- you
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 1   know, it's the time now and today.  So.

 2             MS. McKENNEDY:  How about April 22nd, Your

 3   Honor.

 4             MS. PRESSLEY:  I would say -- I mean, two

 5   weeks from today is the 24th, right?  It's going to take

 6   us at least -- I mean, assuming that we even get the

 7   transcript by the 17th, that's only one week.  And

 8   that's only one to five working days, excluding the

 9   Easter weekend.

10             THE COURT:  Easter is -- let me look.  Just a

11   second.

12             MS. PRESSLEY:  I just know, from the

13   experience that we just had, that we don't want just,

14   like, two business days and then two weekend days.  That

15   will not work.

16             MS. McKENNEDY:  Your Honor, it may be helpful

17   to the parties if you limit the page number of the

18   briefs, because in some ways, maybe that helps break

19   this job down to manageable size.

20             THE COURT:  I appreciate the suggestion.  I

21   usually don't because the other side of it is, you know,

22   or felt it was unfairly restricted.  And we have lots of

23   paper in this case already, so what's a little bit more.

24   If you really want to stay up all night to do it, I will

25   read it.  I, too, will stay up all night not
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 1   withstanding that you might not realize that I'm doing

 2   that.

 3             Okay.  So today's date is the 10th.

 4             MS. WELLINGTON:  Your Honor, we had one

 5   clarifying question when you have a moment.

 6             THE COURT:  Go ahead.

 7             MS. WELLINGTON:  When is the end of the

 8   hearing proceeding for purposes of the 10-day clock?  Is

 9   it when we receive the transcripts, or is it when this

10   briefing is submitted?  We would just like to know --

11             THE COURT:  We typically issue a notice that

12   the record has been closed, so it's not often.  But

13   sometimes something happens that requires coming back to

14   the parties.  I don't anticipate that happening in this

15   case, so if you're trying to stab at the idea that we

16   move quickly, that's my intention, which is why I'm

17   pondering this as long as I am because I'm sensitive

18   with the fact that we have to have the transcript, but

19   at the same time want to bring this to conclusion.

20             So to answer you more of that, this ends the

21   evidentiary presentation phase unless something causes

22   us to reopen it which I do not anticipate happening.

23   But nevertheless, the record remains open if, for

24   nothing else, the transcripts come into it after, which

25   provided, I concluded there's a complete record upon
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 1   which a decision can be rendered, I issue you a notice

 2   indicating that.

 3             And then -- even the 10-day thing is in

 4   dispute because of the procedure being in dispute, but

 5   whatever clock starts first then -- unless there's some

 6   other statutory or regulatory basis upon which to say

 7   that it doesn't or that there's a different timeline so

 8   that's basically how it plays out.

 9             MS. WELLINGTON:  Thank you, Your Honor.

10             THE COURT:  But I think what we'll do

11   is -- we'll -- so we're not being too disruptive to the

12   sensitivity around the time and the Easter weekend,

13   which falls in an unfortunate period for our process.

14             I'll set them as due on the 23rd -- April

15   23rd.  And I really don't want to see a request to have

16   to change that, but if something weird happens with, you

17   know, receiving the transcripts or something -- you know

18   the process needs to come to play to deal with that.

19             I don't -- I think that that's going to give

20   you extra time, frankly, because in my experience,

21   they're usually very, very good about getting them to

22   us.  But I can't promise that'll happen -- you know

23   there's the Murphy's Law.  This is the one case rule

24   where it won't.

25             MS. PRESSLEY:  Your Honor, can I make a
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 1   suggestion?

 2             THE COURT:  Sure.

 3             MS. PRESSLEY:  So I would request that we have

 4   at least five business days, working days, from when we

 5   get the transcript.  So Your Honor's suggestion of the

 6   23rd would work if we get the transcript by the

 7   16th -- which is one, two, three, four business days

 8   from today, which I'm assuming that they're not going to

 9   start working on it until tomorrow.  So.

10             THE COURT:  They usually always start it,

11   actually.

12             MS. PRESSLEY:  I think we just have to confirm

13   if we can get the transcript by the 16th, then the 23rd

14   works.  But if we're going to be getting the transcript

15   later than that, then we're getting into a crunch.

16             THE COURT:  We can't confirm it because we

17   have no way no way to do it.  But what we can do is if

18   there's a problem, you can alert me.

19             Like I said, you could bring -- my intention

20   is to give you five days to work on it.  Let's just put

21   it that way.  If something derails that, bring it to my

22   attention.  Hopefully we'll have more, and, you know,

23   we'll have a little cushion there.

24             Let's try to stick with this schedule unless

25   there's reasons that make it not doable.
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 1             MS. WELLINGTON:  One final question, if I may,

 2   Your Honor.  Is there a page limit?

 3             THE COURT:  I didn't set a page limit, not

 4   withstanding the suggestion from Ms. McKennedy, which is

 5   a quick one and many people appreciate, but I'm not

 6   going to do that, and I'm not going -- we just don't

 7   have time to entertain reply briefs, so I'm not planning

 8   to solicit that to the extent that, you know, I think

 9   that you know what the other parties are arguing.

10             So to the extent you speak to them, this

11   is -- I've been extra -- I've done all the extra things

12   I could do during the proceeding to allow ongoing motion

13   practice, you know, the whole thing.  You should know

14   what we're dealing with.

15             And so, if you're going to tackle those things

16   again in your briefing, you know how to tailor it there

17   and, to your discretion, how much attention you give at

18   any particular issue.  Okay.  And I think that's more

19   than fair.

20             MS. WELLINGTON:  Thank you, Your Honor.

21             THE COURT:  If it ends up being disputed,

22   you'll have another opportunity to convince somebody

23   else.  The only wrinkles -- let's not stay with wrinkles.

24   But you're probably all aware of the subsection if I

25   were to decide that there's, for some reason, something
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 1   else to suggest, I have to give you three days.  I think

 2   it's very correctly to look at it.  So not saying that's

 3   happening, that's not a premonition.  I'm just saying

 4   that -- deal with it as things come, but for now,

 5   briefing is due then and the 23rd.

 6             You can even file them after hours.  In other

 7   words, if it doesn't make the 4/30 deadline, you can

 8   lodge it after hours, and that will be accepted.  So

 9   we'll make it as late as 11:59 on April 23rd.

10             All right.  With that, are you ready for

11   closing remarks or do you need to take a drink of water?

12   Everybody seems ready.

13                  (Reporter interruption)

14             THE COURT:  Sure.  We'll just go off for five

15   minutes.  Five-minute recess.

16                  (Recess)

17             THE COURT:  All right.  Back on the record

18   after our break in State Farm General Insurance Company

19   in the matter pertaining to the stipulation.  This is

20   case number PA-2024-0011, 12, and 13.

21             After having handled our administrative tasks

22   following the receipt of evidence, we are now at the

23   stage where we're looking at closing remarks from each

24   of the parties.  And so with that, I understand

25   everybody's ready to go, and I will turn to State Farm
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 1   General to begin.

 2             MS. WELLINGTON:  Just to clarify, you would

 3   like us to go first?  I think we would typically go

 4   last, but we're also happy to go first, if you'd like.

 5             THE COURT:  It's your case, Deponent.  How

 6   would you -- I mean, I don't know that it matters.

 7             MS. WELLINGTON:  I agree, Your Honor.  If you

 8   would like us to go, we can.

 9             THE COURT:  Does the Department have a

10   different preference on order?

11             MS. McKENNEDY:  Your Honor, we're the mutual

12   parties, here, so.

13             THE COURT:  The middle person.

14             MS. McKENNEDY:  We are the middle person,

15   but --

16             THE COURT:  I mean, we can look to -- I mean,

17   was CW planning to go first?

18             MR. PLETCHER:  No preference, Your Honor.

19             THE COURT:  Okay.  Well, since you're the

20   objecting party, you know, I guess we can turn to you

21   and ask you to make your closing first, I guess.

22   

23                      CLOSING STATEMENT

24             MR. PLETCHER:  All right.  Thank you, your

25   Honor.
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 1             Your Honor, first I wanted to extend my thanks

 2   to all the parties here and the Court and the staff and

 3   everyone's hard work and commitment to hold this hearing

 4   on an emergency basis to present these issues in a

 5   public hearing.

 6             And I think this hearing shows that

 7   Proposition 103, these rate hearings, aren't a source of

 8   delay; there are source of process, and we've seen here

 9   that process can be adapted to urgent circumstances when

10   required.

11             Your Honor, this case comes down to the same

12   clear question we started this hearing with:  Has State

13   Farm justified an emergency rate increase under

14   California law?  The answer is clearly no.

15             First, I want to be clear about what State

16   Farm is not arguing.  We're not saying that State Farm

17   can't ever get a rate increase or that the Commissioner

18   can never grant a request for interim rate relief, and

19   the legal standard for such relief has been met.

20             All we are arguing is that all rate increases

21   must be legally justified and factually supported with

22   the burden on the insurer to prove that support of

23   actuary analysis.

24             If an interim rate is requested, the insurer

25   must first show actuarially that the rate is plainly
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 1   filed under California law.  That's it.  That's how we

 2   prove up rate in rate proceedings; through actuarial

 3   work, not through appeals to financial conditions or

 4   risks.

 5             Now, I'd like to be clear about what I think

 6   State Farm wants this Court to do; approve an interim

 7   rate hike now, and then prove up it's rates later due to

 8   State Farm's financial pressures and market concerns,

 9   not because of a demonstrated need under the rate

10   formula.

11             What State Farm is really saying is, they're

12   saying they're too big to fail.  They're arguing their

13   size and market position exempt them from the usual

14   rules.  We're not disputing State Farm's importance.

15   Millions of Californians relay on State Farm.

16             And State Farm has every right to ask for rate

17   increases.  But under Proposition 103, California's

18   Insurance Consumer Protection Law, they must prove those

19   increases are justified before they take effect.

20             Too big to fail is not a legal argument; it's

21   a scare tactic of a parade of speculative horribles.  We

22   apply it to serious, systemic issues.  Here, we've heard

23   about insurance market stability, or breakdown in the

24   availability, or threats about 680,000 mortgages

25   suddenly needing new policies.
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 1             We say these issues aren't relevant here.  We

 2   are not saying they aren't important; we're just saying

 3   these broader systemic problems, like other

 4   too-big-to-fail problems, need a whole government

 5   response.  They belong with the legislature with the

 6   governor, the Insurance Commissioner with his conduct

 7   powers, but they don't belong and can't be allowed to be

 8   relevant here in a rate hearing.

 9             Now I'd like to turn to the actual legal

10   standard that we think you must apply, and that's the

11   plainly invalid standard under Cal Farm.  This standard

12   does not involve any determination on State Farm's

13   overall financial condition or marketplace conditions.

14             The Supreme Court has set a clear standard for

15   interim rate relief.  The Insurance Commissioner under

16   Cal Farm can adjust plainly invalid insurance rates

17   through interim -- through these interim rates, the

18   interim processes.

19             Now, in this proceeding, just like in Cal Farm

20   at page 824, we've used "plainly invalid" to refer to

21   rates that are inadequate because Proposition 103

22   prohibits both rates that are excessive and rates that

23   are inadequate, both the high and low balance of the

24   allowed rates.

25             The ratemaking formula -- and this is a quote
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 1   from 20th Century Insurance -- "The ratemaking formula

 2   is used to fix" -- here's an ellipses in the quote -- "

 3   that continuing the range of rates within the balance of

 4   the excessive and the inadequate."  That's 20th Century

 5   Insurance, page 285.

 6             And under Proposition 103's prior approval

 7   regulations, a rate is inadequate if it is lower than

 8   the minimum permitted earned premium.  That's at 10 CCR

 9   section 2644.3.  And this is the same analysis we see in

10   20th Century.

11             State Farm has provided no actuarial analysis

12   to justify their request.  They've relied on financial

13   conditions and market data, which we argue are factors

14   that should be strictly insulated in a hearing

15   proceedings, both based on the Insurance Code and for

16   important public policy reasons.

17             Now, only Consumer Watchdog has presented a

18   thorough actuarial analysis here, and that analysis

19   shows even when we use State Farm's assumptions and

20   calculations, it shows that State Farm's rates aren't

21   inadequate or plainly invalid because the minimum rate

22   change shown in State Farm's February 5th prior approval

23   rate template, as Mr. Armstrong discussed in his five

24   scenarios, the minimum rate change there is a negative

25   value, and that means the rate isn't inadequate and it's
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 1   not invalid, so State Farm doesn't clear their first

 2   legal hurdle.

 3             Abandoning Cal Farm to determine if an insurer

 4   is eligible for interim rate relief doesn't leave us

 5   with any workable standard to evaluate interim rate

 6   relief requests.

 7             Every mudslide, wildfire, major atmospheric

 8   river event -- and as much as we all enjoy living in

 9   California, some area or another of California faces

10   these things regularly -- all of these events could open

11   the floodgates to insurers demanding an emergency

12   interim rate hike based solely on temporary financial

13   setbacks or market fears.

14             State Farm is the largest insurer, but the

15   second, the third, the fourth largest insurers are also

16   impacted by the LA wildfires.  They should not qualify

17   for emergency increases without actuarial support,

18   either.  Without a clear standard, the Commissioner

19   can't evaluate -- this Court can't evaluate interim rate

20   reports.

21             Now, the second question that Your Honor has

22   to consider, because this is a stipulation on a

23   settlement, is whether the stipulation as a whole is

24   fundamentally fair, adequate, reasonable, and in the

25   interest of justice.  That's the standard for approving
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 1   a settlement at 10 CCR section 2656.1.

 2             Fundamental fairness has to mean, at the very

 3   least, evaluating a deal from both sides, including from

 4   the viewpoint of consumers.  But Dr. Appel, State Farm's

 5   expert on market conditions, said that the interim rate

 6   increase poses no risk to policyholders.  He declared

 7   there's an absence of risk to policyholders.

 8             That statement completely ignores what it

 9   truly means for a family sitting at their kitchen table

10   struggling to budget their monthly bills to suddenly see

11   their insurance increase by $40 or $50 a month based on

12   the average increase of $470 or $600 a year.  An extra

13   $40 or $50 a month can be a significant hardship for

14   many California families.

15             For many, this increase could mean choosing

16   between paying for groceries, for medication, for

17   childcare, or even just keeping the lights on.  It's

18   simply not credible to dismiss this hardship as no risk

19   or an absence of risk.

20             It's clear Dr. Appel evaluated the settlement

21   solely from State Farm's perspective and the market's

22   perspective.  He said the interim rate increase is not

23   only reasonable and justified but, in fact, critical to

24   the health of State Farm and the California homeowners

25   insurance market.
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 1             Now, we assume the settlement is good for

 2   State Farm because they have agreed to it.  Perhaps it's

 3   good for the market.  But this entirely disregards

 4   consumer hardships and realities.  This isn't fairness,

 5   and that's one-sided advocacy for Dr. Appel.

 6             There are multiple risks that policyholders

 7   face here.  They can be forced to find more affordable

 8   coverage.  They'll have to immediately begin higher

 9   rates.  And there's no guarantee in any of the

10   stipulations that they won't be dropped the next time

11   their policies come up nonrenewable after the nonrenewal

12   periods end.

13             Dr. Appel also thinks the Insurance

14   Commissioner's main job is to protect insurance

15   companies from going broke.  He totals that the

16   Commissioner's primary roll is maintaining the solvency

17   of insurers.

18             Commissioner Lara himself disagrees.  In his

19   letter of February 14th in this matter, he stated

20   clearly, "My primary responsibility is to the people of

21   California."  That's at Exhibit 149, page 3.  The

22   Commissioner's letter also emphasizes that Proposition

23   103 expressly precludes him from proving rates that are

24   excessive, inadequate, unfairly discriminatory, or

25   otherwise in violation of the Insurance Code.
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 1             And he emphasizes the burden is on the insurer

 2   to demonstrate and support its rate requests.  All of

 3   this -- prior approval, demonstrated support for

 4   requests, all of this -- State Farm is asking you to

 5   disregard and just to look at financial condition in a

 6   one-sided way because they've asked for this rate

 7   increase.

 8             Now, part of State Farm's argument about the

 9   fundamental fairness of this stipulation is that even if

10   the stipulations aren't fair, that's okay because

11   refunds will fix it.  But refunds at some unknown future

12   date, after State Farm exhausts all of it its legal

13   remedies, that if it doesn't think the final rates

14   ordered are too low -- I'm sorry -- is does think the

15   final rates ordered are too low, it won't fix the

16   immediate harm that families here face.

17             Families must rearrange their budgets now or

18   have to cut back on essentials.  Refunds will also help

19   families who need money now who are still recovering

20   from the recent fires.  This is what the Proposition is

21   supposed to do:  Protect consumers to justify their

22   rates first before they take effect to prevent this kind

23   of immediate, irreversible harm.

24             Now, there's evidence here on adequacy and

25   reasonableness, which are the next two factors that you

0149

 1   have to consider.  There's only one actuary for the

 2   proponent of the two-way stip, and that's Ms. Shaw.

 3   She's the only expert who testified on the numbers of

 4   the interim rate proposal.

 5             She thinks than an increased rate is unlikely

 6   to be sufficient by itself to affect long-term

 7   improvement to State Farm's financial condition.  She

 8   further explained here in testimony that State Farm

 9   needed to look at its other rates.

10             And now -- and State Farm is, because there

11   are other rates involved in here; there's the renters

12   and the rental property.  Homeowners is the driver here

13   as far as numbers go, and that's the number we've looked

14   at most frequently here in this proceeding because

15   there's no argument that homeowners is the driver as far

16   as the costs go.

17             So if the homeowners rate increases alone,

18   well, it wouldn't help improve the number one problem

19   that State Farm's witness, Dr. Appel, and the

20   Department's witness, Ms. Shaw, identified, which is

21   financial condition.

22             Then why are we considering taking money from

23   consumers and giving it to an insurer before a rate hike

24   is justified when the Department's own witness doesn't

25   think a higher homeowners rate alone is a long-term fix?
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 1   Why implement a cure that won't work?  That's not

 2   adequate.  That's not reasonable.

 3             Shaw also says that she needs information.

 4   She says this is very early stage preliminary analysis.

 5   She says she intends to further investigate and develop,

 6   during discovery as part of the full rate hearing

 7   process, because she believes there are other steps that

 8   State Farm should be encouraged and required to take to

 9   improve its financial condition.

10             It's fine to be need more information to

11   better understand State Farm's rate increases.  Consumer

12   Watchdog needs that information, too, but this is a

13   request to go to a full rate hearing with full

14   discovery, not a reason that a stipulation is adequate

15   or reasonable.

16             And, again, refunds can't make the stipulation

17   adequate or reasonable, just like they can't cure the

18   stipulations to make them fair.  It's not reasonable to

19   take money from someone in violation of the law here,

20   Proposition 103, with a future conditional promise to

21   maybe pay someone back.

22             The last factor this Court must consider under

23   section 2656.1(c) is the interest of justice, which

24   invokes many concepts of equity, and justice, and the

25   rule of law, but all of these revolve at the core of not
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 1   respecting following the law.

 2             Here, we think the law is clear.  It's Cal

 3   Farm that gives the standard to see if the interim rate

 4   is warranted in the first instance, or if the Applicant

 5   should proceed to a full rate hearing.  If the current

 6   rate is plainly invalid through actuarial analysis and

 7   it's inadequate under the regs, then an interim rate

 8   should be considered.

 9             But as we've seen, Mr. Armstrong, the only

10   actuary who ran through these calculations, doesn't find

11   that the rate is inadequate, that it's not plainly

12   invalid even using all State Farm's assumptions.  This

13   is all clearly defined in the regulations; the

14   Commissioner has a duty to prevent inadequate rates,

15   just as much as he must prevent excessive rates.

16             The interest of justice also must be following

17   the regulatory standards for approving settlements, and

18   we explained here that the proponents of the

19   stipulation, their witness, and evidentiary support,

20   they don't meet these standards.

21             Mr. Ehrhart talked about reinsurance, which

22   brought some criticism that Consumer Watchdog raised

23   about a State Farm's business decisions, but he doesn't

24   address the fundamentally fair, adequate, reasonable, or

25   interest of justice standards at all.  Dr. Appel, he
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 1   dismisses the risk to consumers.  That -- that's not

 2   fair.

 3             Ms. Shaw doesn't speak to the adequacy or

 4   reasonableness.  She's taking numbers that were given to

 5   her, acknowledging that more parental support will be

 6   better; more money would help more from the parent.  She

 7   also doesn't think a homeowners rate increase by itself

 8   would help in the long term, and she wants more

 9   information through a full rate hearing.

10             Ms. Shaw raises significant issues, and all of

11   these issues need a full rate hearing.  We think

12   Ms. Shaw is correct wanting more information in a full

13   rate hearing so that a determination can be made on the

14   appropriate rate based on a full record.

15             State Farm can and should make its case fully

16   in that setting.  But granting an unjustified interim

17   increase now undermines Proposition 103 and hurts

18   California families.

19             We respectfully ask you to reject the two-way

20   stipulations, the proposed interim rate increases, and

21   send this matter to proceed to a full evidentiary

22   hearing that's already noticed on this expedited notice

23   as the parties and Court can accommodate.  That ensures

24   fairness, accountability, and adherence to California

25   law.  Thank you.
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 1             THE COURT:  Thank you.

 2   

 3                      CLOSING STATEMENT

 4             MS. McKENNEDY:  Thank you, Your Honor.

 5             I think it's really important to remember this

 6   is not a final rate hearing or full rate hearing.  This

 7   is an interim rate hearing on a stipulation on CW's

 8   objections to that stipulation.

 9             As I said at the beginning of this week, the

10   Department -- I said we would show, and I believe we

11   have shown, that State Farm General is currently in an

12   emergency situation.  State Farm General needs help now,

13   not 12 to 15 months from now after a full rate hearing.

14             We're not trying to execute a long-term fix

15   here.  We're trying to buy time so that the Department,

16   State Farm General, and, hopefully, consumer

17   representatives including Consumer Watchdog, can work

18   together collaboratively to execute broader fixes so

19   that State Farm General doesn't continue to have these

20   problems.

21             But we can't do that if State Farm General

22   goes bankrupt in the meantime.  State Farm General

23   doesn't have 12 to 15 months, so this is why the

24   Commissioner has already provisionally approved State

25   Farm General's request for emergency relief in the form
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 1   of an interim rate increase subject to refunds with

 2   interest following the full rate hearing process.

 3             The hearing this week was to ensure that

 4   Consumer Watchdog had a full and fair opportunity to

 5   raise any and all objections it may have to this interim

 6   rate increase stipulation.  But now having heard

 7   extensively from CW and its expert witness, Department

 8   staff reiterate our recommendation that this Court

 9   propose, and the Commissioner adopt, the emergency

10   interim rate increase subject to refunds with interest.

11             Nothing that CW has raised this week has

12   caused the Department to change our recommendation.  CW

13   attacks the interim rate as being unsupported by the

14   Prop 103 ratemaking formula, but as we've -- as Ms. Shaw

15   testified, there are allowable exceptions built into the

16   ratemaking formula.

17             CW -- CW's expert did not take into

18   consideration the Variant 6.  CW argues that State Farm

19   abandoned Variant 6.  Your Honor, it is still in the

20   rate applications.  The Department is still having to

21   consider it.

22             We have a company before us that has told us

23   its solvency is at stake.  They have publicly said

24   this.  We have to take this seriously.  I agree that Dr.

25   Appel might have spoken a little more narrowly --
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 1   narrowly than I agree with when he said that the

 2   Commissioner's primary duty is to protect the solvency

 3   of insurers.

 4             That's only partially correct.  The

 5   Commissioner's overall primary duty is to protect

 6   Californians.  Keeping insurers solvent is but one part

 7   of achieving that goal.  Other factors include

 8   maintaining the overall health of the market place in

 9   order to ensure that insurance is available to

10   Californians who want to buy it.

11             Consumer Watchdog assumes that insurance is a

12   given that consumers can get anywhere, anytime they want

13   at any price, but this is just not true in today's

14   market unfortunately.

15             The Commissioner's already executed his

16   sustainable insurance strategy in an attempt to begin to

17   address the fundamental problems underlying the

18   California insurance market right now, but it needs

19   time, again, to fully -- for the fixes to fully be

20   realized.

21             We also heard a lot about how this interim

22   rate increase might make State Farm General insurance

23   unaffordable for a few of its policyholders, and, of

24   course, we regret that.

25             But if State Farm proves it's entitled to this
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 1   interim rate increase, if it proves it's entitled to as

 2   much as a 30 percent increase after a full rate hearing,

 3   those same policyholders would be faced with the same or

 4   greater difficulties.  It's just a reality.

 5             The price of eggs is going up, and,

 6   unfortunately, the price of insurance is also going up.

 7   Again, Department staff and State Farm General have

 8   agreed that the interim rate increase will be subject to

 9   full investigation and proof as part of the complete

10   rate hearing process.

11             If the interim rate increase turns out to be

12   excessive, State Farm General has agreed and stipulated

13   that it will pay refunds plus interest to its California

14   policyholders.  This is not a rate hearing; this is a

15   hearing on CW's objections under Regulation 2656.1.

16             The legal standard that should be applied is

17   whether the stipulation is fair, adequate, reasonable,

18   and in the interest of justice.  We have heard nothing

19   from CW that calls that into question.

20             The problem with ratemaking regulations

21   expressly allow the Commissioner to apply exceptions to

22   the ratemaking formula.  Based upon State Farm's showing

23   of emergency circumstances, the Commissioner should

24   grant State Farm General the emergency relief it

25   requests.
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 1             THE COURT:  Thank you.  Thank you very much.

 2             You ready, Counsel?

 3   

 4                      CLOSING STATEMENT

 5             MS. WELLINGTON:  I am.  Thank you.  And I want

 6   to just start by saying thank you to Your Honor and the

 7   courtroom staff and the security team here.  We very

 8   mush appreciate all of your time.

 9             Your Honor, we're here to address an emergency

10   situation.  The testimony you've heard confirms that the

11   emergency is real and that it urgently needs a solution.

12   Across four witnesses and three days of testimony, no

13   one disputes that State Farm General's financial

14   condition is seriously deteriorating.  That's a direct

15   quote from Consumer Watchdog's actuary yesterday.

16             No one disputes that State Farm General's

17   surplus has decreased from about $4 billion ten years

18   ago to about $600 million after the Los Angeles

19   wildfires.  No one disputes that over the past decade,

20   State Farm General has paid $1.26 in claims for every

21   $1.00 in premiums.

22             No one disputes that the risk of catastrophic

23   wildfires in California is increasing or that another

24   catastrophic wildfire like the one in Los Angeles could

25   happen at any time.  And no one disputes that State Farm
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 1   General's financial strength rating is at risk of

 2   imminent downgrade, which could impact hundreds of

 3   thousands of people in California who may suddenly lose

 4   their homeowners insurance and likely have to go on the

 5   Fair Plan with less coverage and more premium.

 6             We're here today because the California

 7   Department of Insurance and State Farm General both

 8   agree that the interim rate increases are warranted.

 9   Both parties accordingly entered into the supplemental

10   stipulation which is fundamentally fair, adequate,

11   reasonable, and in the interest of justice.

12             Consumer Watchdog claims that this is an issue

13   for the governor or the legislature, but Proposition 103

14   was adopted by the people, and a central objective of

15   Proposition 103 is to keep insurance available.  The

16   stipulation does just that.

17             We accordingly Your Honor to recommend that

18   the Commissioner approve the supplemental stipulation

19   with the full interim rates.  That result is completely

20   consist with Prop 103 and Cal Farm.  We heard on Tuesday

21   and Wednesday from Mr. Appel, who is a renowned

22   economist with over four decades of experience and who

23   has been familiar with Prop 103 from its inception.

24             As Mr. Appel explained, the interim rate

25   increases will help support State Farm General's
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 1   financial strength, which will in turn help prevent a

 2   ratings downgrade.

 3             This benefits consumers because it helps them

 4   keep their insurance, and it doesn't create a risk for

 5   consumers because if the interim rates are later found

 6   to be too high, consumers will be entitled to a refund

 7   with interest for the difference.

 8             The supplemental stipulation will also improve

 9   State Farm General's financial condition because if the

10   Commissioner improves the full interim rate increases in

11   the supplemental stipulation of 17 percent for the

12   homeowners line and the other stipulated rate increases,

13   State Farm General has stipulated that it will obtain

14   capital from its parent company, State Farm Mutual, in

15   the form of a $400 million surplus note.

16             Ms. Shaw is the chief actuary of CEI's rate

17   regulation branch and expert on financial risk

18   management.  As Ms. Shaw has explained, the $400 million

19   surplus note, combined with the full interim rate

20   increases, will affect a substantial improvement in

21   State Farm General's financial condition, and that this

22   is in the public interest.

23             Ms. Shaw testified that State Farm General's

24   surplus has declined to a level that is alarming to

25   State Farm General's Illinois solvency regularity.  She
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 1   further testified that the stipulated 17 percent

 2   increase together with the $400 million surplus note

 3   will help improve State Farm General's financial

 4   condition.

 5             She testified that if the Commissioner does

 6   not approve the interim rate increase, State Farm

 7   General's policyholders could potentially have to go on

 8   the Fair Plan and obtain wraparound insurance, which she

 9   testified would likely cause the consumer more than the

10   17 percent stipulated rate increase for the homeowners

11   line.

12             The alternative, which is what Consumer

13   Watchdog is asking for, is to do nothing.  But if the

14   Commissioner does not act, State Farm General's

15   financial strength rating may be downgraded at any time,

16   which could negatively impact hundreds of thousands of

17   State Farm General's policyholders and send shock waves

18   through the entire California insurance market.

19             We had the opportunity to hear yesterday from

20   one of the foremost reinsurance experts in the world

21   with over forty years of experience.  And as Mr. Ehrhart

22   explained, hundreds of thousands of State Farm General

23   policyholders lose their insurance.  There simply isn't

24   enough insurance available in California to find new

25   insurance outside of the Fair Plan.
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 1             I want to address the RBC issue, which the

 2   parties also addressed in briefing to the Court.  Your

 3   Honor has not yet ruled on Consumer Watchdog's

 4   objections to Mr. Appel and Ms. Shaw's testimony on

 5   State Farm General's RBC ratios.

 6             As State Farm General has explained by its

 7   plain text, section 730.8 doesn't apply to RBC ratios.

 8   It applies to the specific reports and documents that

 9   were not used in this proceeding; rather, Mr. Appel and

10   Ms. Shaw made a simple calculation of a ratio based on

11   two lines in State Farm General's annual statement,

12   which is all publicly available, so we don't think

13   that testimony should be excluded.

14             But more importantly, Your Honor, even if Your

15   Honor were to exclude this testimony, there is plenty of

16   other evidence that State Farm General is in a weakened

17   financial condition and that Your Honor should recommend

18   that the Commissioner approve the supplemental

19   stipulation.

20             That evidence is described by Mr. Appel and

21   includes State Farm General's declining surplus, the

22   amount State Farm General has paid in claims compared to

23   the amount that is collected in premiums, State Farm

24   General's IRS ratios, the financial strength rating

25   downgrade by A Invest, and the negative rating watch by
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 1   SFP, among other evidence.

 2             I want to emphasize, Your Honor, that Consumer

 3   Watchdog does not dispute this evidence.  Even

 4   Mr. Armstrong agreed that State Far, General's financial

 5   condition is weekend, and if the ratings downgrade

 6   occurs, State Farm General policyholders with mortgages

 7   may lose their insurance.

 8             Instead, Consumer Watchdog argues that the

 9   Commissioner should deny an interim rate increase

10   despite all of this evidence for two reasons; first,

11   Consumer Watchdog argues that State Farm General's

12   weakened financial condition is the result of its

13   reinsurance contracts with State Farm Mutual.

14             But that doesn't make any sense.  As

15   Mr. Ehrhart explained, based on his extensive knowledge

16   of the reinsurance market, State Farm General's decision

17   to buy reinsurance from affiliated companies was prudent

18   and highly beneficial to State Farm General's

19   policyholders, particularly in light of the Los Angeles

20   wildfires.

21             Mr. Ehrhart testified that State Farm General

22   cannot buy the reinsurance it needs from nonaffiliated

23   reinsurers on the open market at any price.  There is

24   simply not enough reinsurance (indiscernible), which

25   means that not enough reinsurers are willing to assume
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 1   many billions of dollars of exposure to California

 2   property by reinsuring State Farm General.

 3             And even if State Farm General could buy that

 4   much insurance from nonaffiliated reinsurers, Mr.

 5   Ehrhart calculated they would be four times more

 6   expensive.  Consumer Watchdog did not rebut this

 7   testimony.

 8             Mr. Appel explained that State Farm General's

 9   declining surplus is not the result of its reinsurance

10   contracts but is instead because State Farm General has

11   paid in more claims than has collected in premiums for

12   many years.  That's basic math, and we're trying to fix

13   the equation through the interim rate increases.

14             Consumer Watchdog implies that State Farm

15   General should have sought rate increases at certain

16   points in the past which would have led to a higher rate

17   now.  But if that's true, it suggests Consumer Watchdog

18   believes that State Farm General's rates should be

19   higher now.

20             That's an argument in favor of an interim rate

21   increase, not against it.  And, to be frank, a

22   significant reason State Farm General has not been able

23   to obtain the rate increases that is needed in years

24   past is because of the inherent challenges with

25   obtaining rate increases in California.
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 1             The litigation over State Farm General's 2014

 2   rate application was not resolved for eight years.  And

 3   during that period State Farm General's rates were

 4   incorrectly reduced until the California Court of

 5   Appeals sided with State Farm General in 2022.

 6             For the past ten years, State Farm General's

 7   market share has remained stable, and Consumer Watchdog

 8   has not presented any evidence of predatory pricing.

 9   Consumer Watchdog's second argument is a technical one.

10   It claims that the Commissioner can approve an interim

11   rate only if State Farm General's current rates are

12   plainly valid.

13             To be clear, that's not the standard in

14   section 2656, which permits the Commissioner to approve

15   a stipulation that is fundamentally fair, adequate,

16   reasonable, and in the interests of justice.  This is

17   not a rate hearing.  It's a hearing on a stipulation.

18             In section 2656, a standard is plainly met

19   here where the stipulated rate increase is crucial to

20   both State Farm General's policyholders and the

21   California insurance market as a whole.  CDI agrees with

22   this analysis.

23             And even if plainly invalid is the right

24   standard, it doesn't mean what Consumer Watchdog says.

25   A rate is plainly valid if it violates Proposition 103,
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 1   which means that if a rate is not sufficient to maintain

 2   insurance availability in California, an interim rate

 3   increase, pending a full rate hearing, is warranted.

 4             The plainly invalid standard is thus met here

 5   where an interim rate increase will help preserve

 6   insurance availability in California.  Consumer Watchdog

 7   rejects that straightforward conclusion and instead

 8   myopically focuses on its inhouse actuary's rate

 9   template calculations that are riddled with errors.

10             But Consumer Watchdog's actuary reached

11   completely unreasonable conclusions about the lawful

12   range of rate indications including the view that

13   reducing State Farm General's current rates by as much

14   as 25 percent would be lawful and within the zone of

15   reasonableness.

16             That cannot possibly be right.  There is no

17   universe in which a 25 percent rate decrease is

18   appropriate given the circumstances here.  Instead, Your

19   Honor should conclude that the people of California,

20   under Proposition 103, gave the Commissioner the

21   authority to address emergencies like this one by

22   approving the stipulated interim rates.

23             As Mr. Armstrong's testimony demonstrated,

24   this actuarial analysis simply cannot be relied on.

25   Mr. Armstrong agrees this analysis was rushed, and he
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 1   freely admitted that he made multiple mistakes.

 2             In his testimony yesterday, Mr. Armstrong

 3   agreed that he didn't follow applicable regulations in

 4   the loss development factor, and he admitted that he

 5   made a plain old mistake on the AYI trend factor.  Those

 6   are two major errors in Mr. Armstrong's declaration.

 7             Correcting for those errors, under Mr.

 8   Armstrong's approach, the maximum rate indication

 9   changes from negative 0.1 percent to plus 7.  That's a

10   big change.  And those aren't the only problems with

11   Mr. Armstrong's analysis.

12             As Mr. Armstrong's testimony yesterday

13   demonstrated, he didn't show his work or explain his

14   conclusions as to several important parts of his model,

15   such as the net trend and his waiting scheme.

16             Surprisingly, Mr. Armstrong complains that

17   State Farm General refreshed Exhibit 9 with new quarter

18   2025 data for its catastrophe ratio to support the

19   interim rate.  But that update accounts for the Los

20   Angeles fires, and is consistent with the Commissioner's

21   request to include updated data in this proceeding.

22             Ms. Shaw testified on that issue today, and

23   she said that State Farm General made a preliminary

24   showing that the Los Angeles wildfires were

25   catastrophic.
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 1             The full rate hearing will involve a further

 2   developed set of cat and non-cat data through the end of

 3   the first quarter of 2025 when the full data becomes

 4   available as Mr. Armstrong and Ms. Shaw acknowledged.

 5             Mr. Armstrong admitted that there his

 6   actuarial analysis was preliminary and not intended to

 7   reflect Consumer Watchdog's position regarding the

 8   appropriate maximum and minimum permitted rates.  And in

 9   general, Mr. Armstrong's pattern of errors calls into

10   question the reliability of his analysis as a whole, and

11   his testimony should not be entitled to any weight in

12   these proceedings.

13             More fundamentally, Mr. Armstrong agrees that

14   his analysis didn't take into account State Farm

15   General's financial condition or the risk of a financial

16   strength rating downgrade to State Farm General's

17   policyholders or to the California insurance market as a

18   whole.

19             Consumer Watchdog didn't present any testimony

20   to dispute or minimize the seriousness of these issues,

21   which are the key reasons why State Farm General and CDI

22   entered into the supplemental stipulation in the first

23   place.

24             State Farm General acknowledges that the Court

25   has excluded Ms. Watkinson's testimony, but that does
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 1   not change the outcome here.  Whether to approve the

 2   stipulated interim rates is ultimately about Proposition

 3   103 and the availability of insurance.

 4             Ms. Shaw's testimony today further supports

 5   the conclusion that the Commissioner's approval of the

 6   stipulation will support the continued avail ability of

 7   insurance in California.  I want to add for the record,

 8   and as Ms. Shaw confirmed, that State Farm General has

 9   not abandoned Variant 6.

10             It's still part of State Farm General's rate

11   application which will be analyzed during the full rate

12   hearing.  But that's not what this hearing is about.

13   This hearing is about the stipulated interim rates.

14             Your Honor, Consumer Watchdog simply hasn't

15   presented any credible evidence that the stipulated rate

16   increases are not fundamentally fair, adequate,

17   reasonable, and in the interest of justice.

18             If the Commissioner approves the full interim

19   rates in the supplemented stipulation, State Farm

20   General will obtain a $400 million surplus note from

21   State Farm Mutual.

22             As the stipulations states, the $400 million

23   surplus note is contingent on the Commissioner approving

24   the full interim rate of 17 percent for the homeowners

25   line and the other rates in the supplemental
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 1   stipulation.

 2             To conclude, Your Honor, State Farm General

 3   asks this Court to recommend that the Commissioner

 4   approve the supplemental stipulation.  All of the

 5   parties have had a full and fair opportunity to present

 6   their positions over this three-day hearing.

 7             And as the testimony and evidence presented

 8   demonstrates, it is fundamentally fair, adequate, and

 9   reasonable to approve the stipulated rate increases in

10   this moment of crisis.  The stipulated rate increases

11   will help improve State Farm General's financial

12   strength and help prevent an imminent ratings downgrade.

13             Approving the stipulation is in the interest

14   of justice because it will help State Farm General's

15   policyholders and the California insurance market as a

16   whole.  Thank you.

17             THE COURT:  Thank you very much.  With that,

18   is there anything else?  All right.  That concludes the

19   evidentiary presentation phase of this proceeding.

20             And with there being nothing further, I thank

21   the parties and their counsel for their work in

22   connection with this hearing and for your advocacy.

23   It's greatly appreciated.  I will consider these very

24   important matters incredibly carefully in rendering a

25   decision.
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 1             There being nothing further, that concludes

 2   these proceedings that I set for today, and we are going

 3   off the record in the matter of State Farm General

 4   Insurance Company as to the stipulation and the

 5   evidentiary hearing in connection with its approval

 6   request in case numbers PA-2024-00011, and PA-024-00012,

 7   and PA-2024-00013.  Thank you again.  And we're all

 8   done.

 9                  (Off the record)

10   

11   

12   

13   

14   

15   

16   

17   

18   

19   

20   

21   

22   

23   

24   

25   
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