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I. INTRODUCTION 

At stake in this case is the stability of the California insurance market.  State Farm General 

Insurance Company (“State Farm General”) insures about one million homeowners in California, 

which is about 20% of the market.  (April 8, 2025 Tr. 145:14-21 [Appel]); (IRH-SFG-103 at p. 14 

[¶ 38].)  The decision the Commissioner makes here will deeply impact those homeowners and 

their families.  Due to State Farm General’s declining financial condition, it is at risk of a financial 

strength ratings downgrade.  Indeed, State Farm General has already been downgraded by one of 

the two major rating agencies. If a second downgrade occurs, State Farm General homeowners 

with a mortgage may lose their insurance, because mortgage companies require homeowners to 

purchase insurance from a company with a certain financial strength rating.  Moreover, if State 

Farm General’s financial strength is downgraded, its policyholders with a mortgage will likely 

have to purchase worse coverage at a higher cost from the FAIR Plan.  (See April 9, 2025 Tr. 

92:18-93:4, 94:21-95:5 [Ehrhart]); (April 10, 2025 Tr. 30:19-36:16 [Shaw].)  State Farm General’s 

financial strength rating could be downgraded at any time, which is why an interim rate increase 

for State Farm General is imperative and why the Commissioner provisionally approved an 

interim increase that will remain in effect until State Farm General’s request for a rate increase is 

resolved following the full rate hearing process.  

After three days of testimony from four witnesses, and over a hundred exhibits submitted 

into evidence, the record supports only one course of action:  The ALJ should recommend that the 

Commissioner approve the supplemental stipulation and the full interim rates.1  The supplemental 

stipulation is fundamentally fair, adequate, reasonable, and in the interests of justice.  (See 10 CCR 

§ 2656.1(c).)  The interim rate increases, coupled with a $400 million surplus note from State 

Farm Mutual, represent a fundamentally fair, adequate, and reasonable approach to begin 

rebuilding State Farm General’s financial condition and to help avoid a ratings downgrade, which 

 
1 State Farm General uses the phrase “supplemental stipulation” to encompass both the 
supplemental stipulation and those portions of the original stipulation that were not amended by 
the supplemental stipulation.  State Farm General respectfully requests that the ALJ recommend 
that the Commissioner approve the original stipulation, to the extent its provisions are not 
amended by the supplemental stipulation, as well as the supplemental stipulation.  
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is in the interests of justice because it will help State Farm General’s policyholders and the 

California insurance market as a whole.   

State Farm General and the California Department of Insurance (“CDI”) are in agreement 

that the stipulated interim rate increases are warranted.  Dr. David Appel, a leading insurance 

industry economist, testified in detail about how State Farm General’s financial condition has 

steadily worsened over the past decade.  (See, e.g., April 8, 2025 Tr. 124:3-126:6); (id. at 127:20-

25); (id. at 130:14-132:19); (id. at 141:12-142:24); (see also IRH-SFG-103 at pp. 7-10 [¶¶ 16-25] 

[Appel Declaration].)  During that period, State Farm General has collected only $1 in premiums 

for every $1.26 it has paid in claims and expenses.  (IRH-SFG-152 at p. 2); (April 8, 2025 Tr. 

82:18-83:5.)  As a result, State Farm General’s surplus has dropped from $4 billion to about $600 

million after the Los Angeles wildfires.  (April 8, 2025 Tr. 127:20-25 [Appel]); (IRH-SFG-103 at 

p. 9 [¶ 20].)  That is unsustainable. 

During the same period, State Farm General’s risk has continued to grow.  Home values in 

California continue to rise, as does the potential for catastrophic wildfires like the ones in 2017 

and 2018, like the recent tragedy in Los Angeles.  (See April 9, 2025 Tr. 71:11-15, 71:23-72:2 

[Ehrhart]); (see generally IRH-SFG-139.)  State Farm General has estimated that it will pay over 

$7 billion in claims as a result of the Los Angeles wildfires.  (April 9, 2025 Tr. 72:5-10 [Ehrhart].)   

Because of State Farm General’s declining financial condition, it is at risk of an imminent 

financial strength rating downgrade.  (April 8, 2025 Tr. 144:18-145:10, 147:12-25 [Appel]); (IRH-

SFG-103 at pp. 14-18 [¶¶ 37-45]); (IRH-SFG-109 at pp. 6, 8, 10 [¶¶ 14, 22, 30] [Ehrhart 

Declaration].)  And if that downgrade happens, it could mean that State Farm General 

policyholders with a mortgage will lose their State Farm General policies, because the banks that 

own their mortgages will no longer accept State Farm General as appropriate insurance cover for 

their collateral.  (April 8, 2025 Tr. 145:11-23 [Appel]); (IRH-SFG-103 at pp. 14-15 [¶¶ 39-42].)  

This evidence was entirely unrebutted by Consumer Watchdog.  Indeed, Consumer Watchdog’s 

sole witness agreed these were significant concerns.  (See April 9, 2025 Tr. 153:18-20, 156:9-

158:7.) 
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Consumer Watchdog nevertheless contends that the potential for hundreds of thousands of 

people in California to lose their homeowners insurance should not matter to the Commissioner’s 

decision to approve the interim rate.  But Consumer Watchdog cites no precedent requiring the 

Commissioner to stand by idly when an insurance company needs immediate assistance to help it 

continue to serve homeowners in an emergency situation following one of the worst wildfires in 

California’s history.  To the contrary, the California Supreme Court has recognized that the 

Commissioner has the authority to approve an interim rate, and the Commissioner agrees with that 

conclusion.  (Calfarm Ins. Co. v. Deukmejian (1989) 48 Cal.3d 805, 825); (IRH-SFG-149 at p. 5 

[Feb. 14 letter from the Commissioner stating that “The Commissioner has the authority to 

approve an interim rate increase”].)  Proposition 103 was adopted by the people of California, and 

its objective “is not just to keep insurance rates fair to consumers, but also to keep insurance 

available—which requires that rates be fair to the insurers as well.”  (State Farm Gen. Ins. Co. v. 

Lara, (2021) 71 Cal. App. 5th 148, 176.)  Consumer Watchdog entirely ignores this crucial 

purpose of Proposition 103, which strongly supports the Commissioner’s approval of the 

supplemental stipulation. 

Consumer Watchdog raises a number of counterarguments, but none is persuasive and 

none is supported by the record evidence.  Consumer Watchdog contends that an interim rate 

increase is not warranted because State Farm General has been overpaying for reinsurance.  But 

Consumer Watchdog presented zero evidence to support that argument, and the testimony of 

Bryon Ehrhart, one of the nation’s foremost reinsurance experts, persuasively rebutted it.  (April 9, 

2025 Tr. 60:18-61:16, 62:6-70:20, 73:8-75:17 [Ehrhart]); (see also generally IRH-SFG-109.)  

Contrary to Consumer Watchdog’s claim, the record shows that State Farm General paid less to 

purchase reinsurance from affiliated entities than it would have paid on the open market, and that 

State Farm General’s reinsurance policies greatly benefitted State Farm General’s policyholders, 

particularly following of the Los Angeles wildfires.  (April 9, 2025 Tr. 65:3-68:24, 72:3-10); 

(IRH-SFG-109 at pp. 10-13 [¶¶ 31-39].)  Moreover, the reason State Farm General has been able 

to place its overall reinsurance program at costs lower than the unaffiliated market rates is because 
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of its ownership by State Farm Mutual.  [IRH-SFG-109 at p. 12 [¶ 33] [Ehrhart].)  Consumer 

Watchdog also asserts that State Farm General engaged in predatory pricing, but it again presented 

no evidence showing that State Farm General’s rates were somehow predatory.  Dr. Appel showed 

that State Farm General’s market share has remained stable over the past decade, undercutting any 

claim of predatory pricing.  (April 8, 2025 Tr. 155:21-156:7.)  Consumer Watchdog also asserts 

that if State Farm General had obtained rate increases in the past, its rates would be higher now.  

But that is a concession that State Farm General’s rates are too low and should be increased—

which is an argument in favor of an interim rate increase, not against it. 

Consumer Watchdog presented the testimony of its actuary, Ben Armstrong, to support its 

contention that the Commissioner should decline to approve the supplemental stipulation.  But Mr. 

Armstrong’s analysis was riddled with mistakes, as Mr. Armstrong admitted on cross-

examination.  Armstrong also lacked support for key material assumptions—making it impossible 

to evaluate how he arrived at his conclusions, much less whether those conclusions are valid.  (See 

April 9, 2025 Tr. 137:1-3; id. 138:1-4; id. 139:18-24; id. 141:13-25; id. 143:1-22 [Armstrong].)  

And in any event, the only question Mr. Armstrong evaluated was whether State Farm General’s 

rates are so low that they are outside the minimum and maximum change range.  That’s not the 

question before this Court, which is instead whether the supplemental stipulation is fundamentally 

fair, adequate, reasonable, and in the interests of justice.  (See 10 CCR § 2656.1(c).)   

Here, where approving the supplemental stipulation will greatly benefit State Farm 

General’s policyholders and the California market as a whole—and denying the supplemental 

stipulation may hurt hundreds of thousands of homeowners, who could lose their insurance—the 

Commissioner should approve the supplemental stipulation.  Mr. Armstrong conducted no 

“analysis of State Farm General’s current overall financial condition,” despite acknowledging the 

risk that “State Farm’s financial strength rating could [be] downgraded,” and that State Farm 

General’s policyholders in that situation may have “to scramble for homeowners insurance.”  (See 

April 9, 2025 Tr. 152:24-153:2; 157:12-18.)  Mr. Armstrong thus failed to analyze the key 

question before this Court. 
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As CDI’s actuary explained, the supplemental stipulation is “an emergency stop gap 

measure to make sure . . . that State Farm General can get to a soft landing.”  (April 10, 2025 Tr. 

31:16-19.)  If the Commissioner approves the supplemental stipulation, State Farm General will 

obtain a 17% interim rate increase for its homeowners insurance line, interim rate increases for 

two other insurance lines, and will obtain a $400 million surplus note from State Farm Mutual.  

This will significantly improve State Farm General’s financial position, at no risk overall to 

policyholders:  If the rate increases end up being too high, State Farm General has agreed to issue 

refunds, with interest, of the difference between the interim rate and the final rate.  All parties have 

had a full and fair opportunity to present evidence in this proceeding, and that evidence 

overwhelmingly shows that the interim rate increases are warranted.  The record in this proceeding 

supports only one outcome:  the ALJ should recommend approval of the supplemental stipulation. 

II. HEARING BEFORE HON. JUDGE SELIGMAN 

 The Honorable Judge Seligman held a three-day hearing in Oakland, during which  State 

Farm General, CDI, and Consumer Watchdog each “call[ed] and examine[d] witnesses,” 

“introduce[d] exhibits,” “cross-examine[d] opposing witnesses on . . . matter[s] relevant to the 

issues[,]” and had the opportunity to “impeach any witness” and “rebut the evidence against 

[them.]”  (Cal. Gov. Code § 11513(b)); (see generally April 8-10, 2025 Trs.)  At the hearing, four 

witnesses presented testimony:  David Appel, Bryon Ehrhart, Ben Armstrong, and Tina Shaw.  

The ALJ excluded the testimony of a fifth witness, Nancy Watkins.  In addition to the testimony 

of these witnesses, the parties stipulated to the admission of over 120 exhibits.2  (April 10, 2025 

Tr. 104:22-111:5.) 

A. David Appel 

Dr. David Appel is a renowned economist with over four decades of experience, and he 

has been familiar with Proposition 103 from its inception.  (April 8, 2025 Tr. 116:18-118:12); 

 
2 Some exhibits were stipulated for admission in their entirety, others were stipulated for 
admission with specific objections preserved, others were not stipulated for admission with 
objections preserved, and others were withdrawn.  (Parties’ April 10, 2025 Joint Exhibit List for 
Hearing on Proposed Interim Rate Stipulation.) 
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(IRH-SFG-104.)  Dr. Appel has provided expert testimony in over 160 hearings, trials, and 

depositions—many concerning insurance ratemaking in California and elsewhere.  (IRH-SFG-104 

at pp. 7-11.)  In his testimony here, Dr. Appel explained that the stipulated interim rate increases 

will help improve State Farm General’s financial strength, which will in turn help prevent a 

ratings downgrade.  (April 8, 2025 Tr. 144:11-148:8.)  Dr. Appel also testified that this outcome 

benefits consumers, because it helps ensure that they will continue to receive insurance from State 

Farm General.  (April 8, 2025 Tr. 144:11-148:8, 160:25-162:16); (April 9, 2025 Tr. 47:8-48:9.)  

He also explained that a rate increase does not create risk for consumers, because if the interim 

rates are later found to be too high, then consumers will be entitled to a refund of the difference, 

with interest.  Id.  By contrast, withholding the full rate increase is “like rolling the dice” and 

creates “a big risk” that State Farm General will not be able to remain economically viable.  (April 

8, 2025 Tr. 162:7-12.)  Consumer Watchdog presented no evidence to rebut Dr. Appel’s testimony 

with respect to State Farm General’s financial condition. 

B. Bryon Ehrhart 

Bryon Ehrhart is one of the foremost reinsurance experts in the world, with nearly 40 years 

of experience.  (April 9, 2025 Tr. 60:18-61:16.)  Mr. Ehrhart’s testimony eviscerated Consumer 

Watchdog’s allegation that State Farm General’s financial condition is the result of its reinsurance 

contracts with State Farm Mutual.  (See Consumer Watchdog Objections To CDI And State Farm 

General’s Two-Way Stipulation To Interim Rate at pp. 19-20 [hereinafter “Objections”]); (IRH-

SFG-109 at pp. 8-13.)  Mr. Ehrhart explained that State Farm General prudently purchased 

reinsurance from State Farm Mutual that benefitted State Farm General and its policyholders.  

(April 9, 2025 Tr. 63:17-68:24.)  Policyholders also benefitted from State Farm General’s 

relationship with State Farm Mutual:  Based on his experience, “the reason that State Farm 

General has been able to place the overall catastrophe reinsurance program at costs lower than the 

unaffiliated reinsurance market rates is due to its ownership by [State Farm Mutual].”  (IRH-SFG-

109 at p. 11 [¶ 33].)    

Mr. Ehrhart also testified that State Farm General would be unable to replace the 
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reinsurance it gets from State Farm Mutual by buying it on the open market at any price due to the 

lack of reinsurance capacity and estimated that, even if there were enough reinsurance available to 

purchase, it would cost State Farm General up to four times more than what it pays to State Farm 

Mutual and other affiliated entities.  (April 9, 2025 Tr. 65:12-66:24, 70:22-73:7.)  As Mr. Ehrhart 

explained, State Farm Mutual’s provision of reinsurance to State Farm General “means that 

policyholders in the State of California certainly benefited from the existence of that reinsurance 

treaty, and not just on price.”  (Id. 66:15-18.)  Consumer Watchdog presented no evidence to rebut 

Mr. Ehrhart’s testimony. 

C. Ben Armstrong 

Ben Armstrong is an in-house actuary for Consumer Watchdog.  His testimony is deeply 

flawed, and this Court should decline to rely on it.  First, Mr. Armstrong’s mechanical analysis of 

the rate templates misapprehends the applicable standard for this interim rate proceeding.  Mr. 

Armstrong did not take into account State Farm General’s financial condition and the impact of a 

potential ratings downgrade on State Farm General, its policyholders, and the California market as 

a whole—despite his understanding of the risk of State Farm General’s insolvency and the risk 

that mortgages backed by State Farm General “could go away . . . leaving these customers to 

scramble for homeowners insurance.”  (April 9, 2025 Tr. 152:24-153:2, 156:9-158:7.)  Second, 

State Farm General’s cross-examination of Mr. Armstrong demonstrated that his analysis is 

riddled with errors, as Mr. Armstrong conceded at the hearing.  (Id. 131:5-137:10.)  Mr. 

Armstrong agreed that under his own model—after correcting for the errors he admits needs to be 

corrected—a maximum rate increase of +7.0% for State Farm General was justified.3  (Id. 105:5-

105:16, 137:10-140:7.)   

The Court, however, should not rely on Mr. Armstrong’s model even after correcting for 

the errors Mr. Armstrong acknowledges.  Mr. Armstrong conceded that he did not show his work 

 
3 State Farm General disputes that Mr. Armstrong’s maximum rate change indication of +7.0% is 
appropriate, but the significant changes in Mr. Armstrong’s calculations demonstrate that his 
analysis should not be relied upon and that Consumer Watchdog’s own model indicates that a rate 
increase is appropriate pursuant to the rate templates. 
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or explain his conclusions regarding several other parts of his model, including the net trend and 

weighting scheme.  (Id. 140:8-146:21.)  Mr. Armstrong relied on a months-old analysis (self-

described as “preliminary”) and complained when State Farm General refreshed an exhibit with 

data from the first quarter of 2025—which not only shows a more complete picture of the situation 

State Farm General faces following the Los Angeles wildfires, but is consistent with 

Commissioner Lara’s order regarding this interim rate hearing.  (Id. 115:24-116:19; 120:9-123:12, 

124:19-131:4.)  Mr. Armstrong’s testimony is entitled to no weight and does not support denying 

the interim rate request. 

D. Tina Shaw 

Tina Shaw is the Chief Actuary of CDI’s Rate Regulation Branch, and is an expert on 

financial risk management.  Ms. Shaw testified that State Farm General’s surplus has declined to a 

level that is “alarming” to State Farm General’s Illinois solvency regulator.  (April 10, 2025 Tr. 

31:5-9); (see also id. 31:12-15 [explaining that State Farm General’s financial condition is “even 

worse” than it was when the insurer filed its initial rate application in June 2024].)  She also 

testified that the stipulated 17% interim rate increase, together with a $400 million surplus note, 

will help improve State Farm General’s financial condition.  (April 10, 2025 Tr. 30:19-36:16, 

78:1-6.)  Ms. Shaw described the “very troubling” consequences of not approving the interim rate 

increase:  State Farm General’s policyholders would potentially lose their State Farm General 

insurance, have to obtain insurance through the FAIR Plan (in addition to wraparound insurance), 

and would likely pay more than the 17% stipulated interim rate increase.  (Id. 30:19-36:16.)  Ms. 

Shaw also noted that State Farm General has made a preliminary showing that the LA wildfires 

were catastrophic, further confirming the urgency behind State Farm General’s interim rate 

request.  (Id. 44:11-16.)   

E. Nancy Watkins 

State Farm General acknowledges that the ALJ excluded the testimony of Ms. Watkins, 

and State Farm General preserves its objection to the exclusion of this testimony.  (See April 9, 

2025 Tr. 12:6-18, 16:10-22.)  The exclusion of this witness, however, does not impact the 
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outcome of this interim rate proceeding.  Ms. Watkins’s testimony was offered to rebut the 

testimony of Mr. Armstrong, but no such rebuttal was needed given the significant flaws in Mr. 

Armstrong’s analysis revealed through State Farm General’s briefing and the cross examination at 

the hearing, which demonstrated that Mr. Armstrong’s analysis cannot be relied on.  As State 

Farm General has demonstrated, the Commissioner should approve the stipulated interim rate 

increases given State Farm General’s weakened financial condition and the impact of a ratings 

downgrade on State Farm General’s policyholders and the California insurance market as a whole.  

The CDI’s actuary, Ms. Shaw, agrees with this assessment.  (See April 10, 2025 Tr. 32:5-34:17.)   

III.  THE ALJ SHOULD RECOMMEND THAT THE COMMISSIONER APPROVE 

THE FULL STIPULATED INTERIM RATES. 

The Commissioner has authority to approve the supplemental stipulation, and the ALJ 

should recommend that he do so.  The supplemental stipulation is fundamentally fair, adequate, 

reasonable, and in the interests of justice, because it will help improve State Farm General’s 

financial situation and help prevent an imminent financial strength ratings downgrade.   

A. The Commissioner Has Authority To Approve A Stipulated Interim Rate 

Increase To Address An Emergency Situation. 

The Commissioner has authority to grant an interim rate increase pending the full rate 

hearing process, as the Commissioner himself has explained.  (IRH-SFG-149, Letter from 

Commissioner Lara, dated Feb. 14, 2025 at p. 5 [“The Commissioner has the authority to approve 

an interim rate increase, as well as discretion in administering the process”])4; (IRH-SFG-158 at p. 

4 [7:17-19] [similar].)  The California Supreme Court expressly addressed this issue in Calfarm 

Ins. Co. v. Deukmejian (1989) 48 Cal.3d 805, holding that “the commissioner can approve an 

interim rate[,]” but if the rate is ultimately deemed too high, “the insurer must refund excess 

premiums collected with interest.”  (Id. at p. 825.)5  The California Supreme Court reiterated that 

 
4 Available at https://www.insurance.ca.gov/0400-news/0100-press-releases/2025/upload/
nr018CommissionerLetterEmergencyInterimRateApproval.pdf. 
5 If the Commissioner lacked broad power to approve an interim rate, there would be no way to 
obtain relief from a confiscatory rate prior to the full rate hearing process—which would violate 
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conclusion in 20th Century Ins. Co. v. Garamendi (1994) 8 Cal.4th 216, making clear that the 

Commissioner “can approve an interim rate pending” a “final decision” on a rate application.  (Id. 

at p. 246.) 

The Commissioner’s authority to approve an interim rate derives from Proposition 103’s 

command that “[n]o rate shall be approved or remain in effect which is excessive, inadequate, 

unfairly discriminatory or otherwise in violation of this chapter.”  (Cal. Ins. Code § 1861.05(a) 

[emphasis added].)  Based on this text, as well as the general proposition that administrative 

officials “may exercise such additional powers as are necessary for the due and efficient 

administration of powers expressly granted by statute, or as may fairly be implied from the statute 

granting the powers[,]” the California Supreme Court concluded that the Commissioner’s 

authority to grant interim rate relief is both “necessary for the due and efficient administration of 

Proposition 103” and “fairly … implied” from Proposition 103’s “command that [n]o rate shall 

. . . remain in effect which is excessive, inadequate, unfairly discriminatory or otherwise in 

violation of this chapter.”  (Calfarm, 48 Cal.3d at pp. 824-25 [internal quotation marks omitted]); 

(see also Cal. Ins. Code § 1861.05(a).)  The Commissioner thus has broad authority to approve an 

interim rate. 

Consumer Watchdog once agreed with this straightforward interpretation of Proposition 

103, stating that “allowing for an interim rate” is “well within the Commissioner’s broad 

authority[.]”  (IRH-SFG-150 at p. 19, Consumer Watchdog’s Opposition Brief, State Farm Gen. 

Ins. Co. v. Dave Jones, (Dec. 22, 2017, San Diego Sup. Ct. Case No. 37-2016-00041469-CU-MC-

CTL.)6  Invoking the same authority that State Farm General now relies upon, Consumer 

Watchdog acknowledged that “two unanimous decisions of the California Supreme Court 

 
the constitutional protections against confiscation.  (See Calfarm, 48 Cal. 3d at pp. 823–24 
[discussing Birkenfeld v. City of Berkeley (1976) 17 Cal.3d 129 and finding no confiscation 
problem due to Commissioner’s authority to grant interim rate].) 
6 State Farm General identified this inconsistency in its response to Consumer Watchdog’s pre-
hearing objections to the two-way stipulation to an interim rate increase.  State Farm General’s 
Brief In Support of Interim Rate 5.  To date, Consumer Watchdog has made no attempt to 
reconcile its present view that an interim rate is only available when current rates are “plainly 
invalid” with its earlier position that “allowing for an interim rate” is “well within the 
Commissioner’s broad authority.”  (See IRH-SFG-150 at p. 19.) 
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confirm” that Proposition 103 created a system where insurers may seek interim relief prior to a 

full rate proceeding, and, if necessary, issue refunds with interest following the full rate hearing 

process.  (Id. at pp. 16-17.)  Consumer Watchdog acknowledged, moreover, that policyholders 

were adequately protected in the event that an interim rate proved too high, because they could 

obtain refunds with interest.  (Id. [discussing symmetry between insurers’ and insureds’ interests 

under Proposition 103].)  That conclusion is confirmed by the text of Proposition 103, which (1) 

presupposes that an interim rate may later be proven improper, and (2) envisions that the 

Commissioner may remedy any harm that comes from an excessive interim rate.  (IRH-SFG-151 

at pp. 43-45, Consumer Watchdog’s Combined Appellants Reply Brief and Cross-Respondent’s 

Brief, State Farm Gen. Ins. Co. v. Ricardo Lara, (Nov. 20, 2020, No. D075529.)   

Despite Consumer Watchdog’s prior agreement that the Commissioner has broad authority 

to approve an interim rate, Consumer Watchdog now has changed its position, contending that 

Calfarm permits the Commissioner to approve an interim rate only when the current rate is 

“plainly invalid.”  (See Objections at pp. 6-8 & n. 10.)  Consumer Watchdog claims this requires 

State Farm General to show that the rate currently in effect is “excessive, inadequate, unfairly 

discriminatory, or otherwise in violation of” Proposition 103.  (Id. at p. 8.)  That is the standard 

that State Farm General must meet at a full rate hearing.  (See, e.g., State Farm Gen. Ins. Co. v. 

Lara (2021) 71 Cal.App.5th 148, 160.)  Applying that standard to an interim rate makes no sense; 

the purpose of an interim rate is to allow an insurer to temporarily charge higher premiums while 

the parties litigate what the final rate should be, subject to refunds if the interim rate turns out to be 

too high.  (See Calfarm, 48 Cal.3d at p. 825.)  The ALJ should reject Consumer Watchdog’s 

attempt to erect an interim rate standard that is impossible to meet without a full rate hearing 

process. 

According to Consumer Watchdog, its preferred standard is mandated by Calfarm and 20th 

Century.  But neither case holds that an interim rate may be granted only where the company’s 

existing rates have been “shown” to be “plainly invalid.”  To the contrary, both cases expressly 

recognize that the Commissioner may approve an interim rate, and if that interim rate turns out to 
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be too high, require the insurer to issue refunds (with interest).  (Calfarm Ins. Co., 48 Cal.3d at p. 

825); (20th Cent. Ins. Co., 8 Cal.4th at p. 246.)  Calfarm and 20th Century thus both contemplate 

that the Commissioner may approve an interim rate without the kind of proof needed to finally 

determine whether the insurer’s existing rates are “plainly invalid.”  Indeed, these decisions do not 

require any hearing before the Commissioner approves an interim rate.  The ALJ should instead 

hold, consistent with the caselaw and the Commissioner’s position, that the Commissioner has 

broad authority to issue an interim rate without requiring the kind of evidence and expert 

testimony needed at a full rate hearing to finally determine the appropriate rate.   

The Commissioner is not required to make a determination that the current rate is “plainly 

invalid” in order to grant interim relief; instead, the Commissioner can approve the supplemental 

stipulation—pursuant to California Code of Regulations, title 10, section 2656.1(c)—authorizing 

an interim rate as long as the Commissioner concludes the rate is “fundamentally fair, adequate, 

reasonable and in the interests of justice.”  This standard reflects the Commissioner’s broad 

authority to grant interim relief that he believes is warranted under the circumstances.  As State 

Farm General explains in detail below, that standard is met here.  

Even if the “plainly invalid” standard applies, however, it does not mean what Consumer 

Watchdog says it means.  According to Consumer Watchdog, the “plainly invalid” standard is met 

only where an insurer’s rate is so low that it falls outside of the regulatory minimum change range, 

as calculated by Consumer Watchdog’s actuary.  (April 10, 2025 Tr. 143:14-145:2.)  Consumer 

Watchdog’s actuary testified that State Farm General’s rates could be as much as 27.1% lower 

without justifying an interim rate.  (April 9, 2025 Tr. 129:11-130:1.)7  But Consumer Watchdog 

does not cite any authority holding that an interim rate is appropriate only where an insurer’s rates 

fall outside the minimum/maximum change range set by the regulations.      

Even under a “plainly invalid” standard, using criteria for which Consumer Watchdog has 

previously advocated, the standard is met under the circumstances here.  State Farm General’s 

 
7 State Farm General does not agree with Mr. Armstrong’s calculations, which are deeply flawed.  
See infra pp. 33-34.  State Farm General reserves the right to address whether its rates are 
confiscatory during the full rate hearing process. 
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current rates are “plainly invalid” because “[o]ver the nine-year period ending with 2024,” State 

Farm General “will pay $1.26 in claims and expenses for every $1.00 collected in premium, 

resulting in over $5 billion in cumulative underwriting losses.”  (IRH-SFG-152 at p. 2; April 8, 

2025 Tr. 82:18-83:5.)  State Farm General’s rates are “plainly invalid” because its surplus has 

deteriorated from almost $4 billion to around $600 million after the Los Angeles wildfires.  (April 

8, 2025 Tr. 127:20-25 [Appel]); (IRH-SFG-103 at p. 9 [¶ 20].)  And State Farm General’s rates are 

“plainly invalid” because State Farm General’s financial condition has continued to deteriorate, 

leading to a ratings downgrade from one agency, and a ratings watch from a second.  (April 8, 

2025 Tr. 144:18-22, 145:8-10, 147:16-25); (see also IRH-SFG-107 [S&P Global Credit Watch 

Announcement].)   

As State Farm General has explained, Calfarm and 20th Century do not limit, or include 

any language that can be construed as limiting, the Commissioner’s recognized authority to permit 

an interim rate.  That said, the specific problem addressed by the interim rates authorized 

by Calfarm and 20th Century was avoidance of potentially confiscatory rates: here, the evidence 

presented by State Farm General does meet the standards for which Consumer Watchdog 

previously advocated as defining a confiscatory rate.  Consumer Watchdog’s own expert in the 

litigation over State Farm General’s 2015 rate request concluded that State Farm General had a 

“high level of financial integrity” based on several metrics – the same metrics which, when 

applied here, show the opposite.   

Consumer Watchdog’s own expert in the litigation over State Farm General’s 2015 rate 

request concluded that State Farm General had a “high level of financial integrity” based on 

several metrics, which as applied here, show the opposite.  (IRH-SFG-161 at pp. 29 et seq.)  

Consumer Watchdog’s expert in 2015 cited evidence that State Farm General “has received an A. 

M. Best Financial Strength rating of A (Excellent) from at least 2011 to the present[,]” (Id. at p. 

30:1-2), but State Farm General has now been downgraded to a “B” rating.  (IRH-SFG-103 at p. 

15 [¶ 41].)  Consumer Watchdog’s expert in 2015 cited evidence that State Farm General “falls 

within the normal range of results on all thirteen of the National Association of Insurance 
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Commissioner’s [sic] (NAIC) Insurance Regulatory Information System (IRIS) Ratios[,]” (IRH-

SFG-161 at p. 30:3-5), but State Farm General’s “premium to surplus ratio in excess of 3.0” now 

“causes it to fail the first IRIS ratio test,” (IRH-SFG-103 at p. 4 [¶ 10b] [emphasis added].)  And 

Consumer Watchdog’s expert in 2015 cited evidence that “State Farm’s Total Adjusted Capital of 

$3.821 billion is almost 26 times as large as its Authorized Control Level Risk-Based Capital level 

of $148.5 million.”  (IRH-SFG-161 at p. 31:4-5.)  Today, in contrast, State Farm General’s RBC 

ratio has fallen to 150%, which “places it in the Company Action Level under the NAIC’s RBC 

rules” and right on the cusp of the regulatory action level.  (IRH-SFG-103 at pp. 4, 13 [¶¶ 10a, 

10b, 34] [emphasis added].)  Consumer Watchdog ignores that the very factors its expert 

emphasized in 2015 as indicators of State Farm General’s financial strength now show State Farm 

General’s financial weakness, further demonstrating that State Farm General’s current rates are 

“plainly invalid.”    

In short, even if the “plainly invalid” standard were to apply, it is met here. 

B. State Farm General Demonstrated That Immediate Action Is Warranted Given 

Its Declining Financial Position And The Risk Of A Ratings Downgrade. 

CDI and State Farm General agree that the interim rate increases are warranted.  To that 

end, the parties entered into the supplemental stipulation, which increases State Farm General’s 

rates across three lines of insurance, subject to reimbursements with interest.  (IRH-SFG-102.)  

The supplemental stipulation also provides that—if the full interim rates are granted—State Farm 

General will obtain a surplus note of $400 million from State Farm Mutual.  (Id. at pp. 2-3.)  This 

supplemental stipulation is fundamentally fair, adequate, reasonable, and in the interests of justice, 

because it will help address State Farm General’s declining financial position and the risk of an 

imminent ratings downgrade. 

1. There Is No Dispute That State Farm General’s Financial Position Has Significantly 

Weakened.  

The Commissioner, CDI, State Farm General, and even Consumer Watchdog agree:  State 

Farm General’s financial condition is dire and worsening.  (IRH-SFG-159 at p. 3 [Commissioner 
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explaining that there is “indeed a concern regarding [State Farm General’s] surplus and a need to 

strengthen, especially, its Risk-Based Capital ratio”])8; (April 8, 2025 Tr. 96:12-15, 98:16-21 [CDI 

stating that State Farm General’s declining financial condition is “exigent” and analogizing it to 

the Titanic about to hit an iceberg]); (Id. 124:3-126:6, 127:1-128:12, 130:14-131:12 [Dr. Appel 

testifying about State Farm General’s underwriting losses, declining surplus, and outlier premium 

to surplus ratio]); (Id. 143:22-25 [Dr. Appel explaining that State Farm General’s surplus is 

“dangerously low”]); (April 9, 2025 Tr. 153:18-20 [Armstrong testifying that “State Farm General 

is in a deteriorating financial position”]); (April 10, 2025 Tr. 33:3-4 [Ms. Shaw testifying that 

State Farm General’s surplus is in a “very alarming[,] low position”].)   

As Dr. Appel testified, “the fact that the largest insurer in the largest state in the country” is 

in this alarming financial position “is extraordinary.”  (April 8, 2025 Tr. 142:1-4.)  The reason for 

State Farm General’s declining financial position is evident.  Between 2015 and 2025, State Farm 

General suffered over $5 billion in underwriting losses, resulting in $2.7 billion in total operating 

losses and a 75% decrease in State Farm General’s surplus.  (Id. 127:20-25, 143:22-144:4.)  Tools 

for measuring solvency uniformly reflect this decline.  State Farm General’s premium to surplus 

ratio is 5 to 1—a ratio that Dr. Appel testified was “really outside the bounds” and triggered 

“understand[able] . . . concern[]” from State Farm General’s Illinois regulator.  (Id. 130:14-

132:19.)  So, too, for State Farm General’s Risk-Based Capital ratio, which places State Farm 

General on the cusp of the Regulatory Action Level, if not within the Authorized Control Level.  

(Id. 141:12-19 [Dr. Appel testifying that State Farm General is on the “dividing line between a 

company action level and regulatory action level]); (IRH-CDI-001 at pp. 6-7 [¶¶ 11-13] [Ms. 

Shaw explaining that State Farm General’s “estimated RBC ratio . . . is [] so low as to support 

authorized control by the Illinois Department of Insurance”].)       

There is no dispute on this point.  Consumer Watchdog’s actuary, Mr. Armstrong, testified 

that “it’s clear that State Farm General is in a deteriorating financial position.”  (April 9, 2025 Tr. 

 
8 The Commissioner’s statements suggest that he does not believe there is a statutory prohibition 
on considering State Farm General’s RBC ratio as part of this interim rate proceeding. 
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153:18-20 [emphasis added].)  The practical impact of that decline is also clear:  As counsel for 

Consumer Watchdog acknowledged, Californians are “in the middle of an insurance market that is 

absolutely under pressure.”  (April 8, 2025 Tr. 109:10-11.)  The ALJ should accordingly conclude 

that State Farm General’s financial position has significantly weakened, and that action is 

necessary to help restore State Farm General’s financial position.  

2. There Is No Dispute That State Farm General Is At Risk Of A Ratings Downgrade, 

Which Could Occur At Any Time. 

No party does or could dispute that State Farm General’s declining financial strength 

places it at significant risk of a financial strength ratings downgrade, which could occur at any 

time.  (April 8, 2025 Tr. 145:1-23 [Dr. Appel discussing the risk of a ratings downgrade]); (April 

9, 2025 Tr. 76:23-77:10 [Mr. Ehrhart discussing the relationship between reinsurance coverage 

and the risk of a ratings downgrade]); (April 9, 2025 Tr. 157:12-21 [Mr. Armstrong 

acknowledging that he does not have an opinion on whether State Farm General is at risk of a 

ratings downgrade].)  State Farm General has already suffered a ratings downgrade from AM 

Best—one of two “dominant” ratings companies—and it “is in some danger” of another 

downgrade by S&P Global.  (April 8, 2025 Tr. 144:18-22, 145:8-10, 147:16-25); (see also IRH-

SFG-107 [S&P Global Credit Watch Announcement].)  S&P expressly attributed its Credit Watch 

on State Farm General to “the company’s weak underwriting performance over the past five 

years,” “continued underperformance in 2024,” and “potential earnings pressure in 2025, largely 

from the recent California wildfires[.]”  (IRH-SFG-107 at p. 3.) 

A ratings downgrade by S&P could have staggering effects on the California insurance 

market, which is already in crisis.  (See IRH-SFG-153 [Governor Gavin Newsom’s Executive 

Order N-13-23]); (IRH-SFG-154 [Governor Gavin Newsom’s Sept. 21, 2023 Proclamation of a 

State of Emergency]); (IRH-SFG-155 [Commissioner Lara’s Jan. 7, 2025 Declaration of 

Emergency Situation].)  Dr. Appel explained that if State Farm General’s ratings decline below 

Fannie Mae and Freddie Mac’s minimum financial strength rating requirements, State Farm 

General’s policies “will no longer be suitable to support mortgages[.]”  (April 8, 2025 Tr. 145:1-
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14.)  Stated differently, if State Farm General’s “ratings go down” today, “680,000 policies could 

be on the market tomorrow[.]”  (April 8, 2025 Tr. 145:16-21.) 

State Farm General is the largest insurer in California.  (Id. 99:13-14, 142:1-2, 161:15-17.)  

There is simply “no capacity for another half a million or million policies to go on the market in 

California[.]”  (Id. 145:24-146:2.)  As a result, the State Farm General policyholders who lose 

their insurance may be left without any option for insurance apart from the FAIR Plan—which 

offers less coverage at a higher price.  (See id., 145:11-146:2); (April 9, 2025 Tr. 91:3-18, 92:18-

93:4, 94:21-95:5.)  This is contrary to the purpose of Proposition 103, which is to increase 

insurance availability.  Notably, the FAIR plan has already “grown astronomically”—“[t]he policy 

accounts ha[ve] tripled, and the exposure has doubled,” with average exposure of a million dollars 

per policy.  (April 8, 2025 Tr. 145:25-146:1-3, 149:3-8.)   

No one disputes any of this.  Indeed, Mr. Armstrong admitted that he had no opinion on 

whether or when State Farm General will experience another ratings downgrade.  (April 9, 2025 

Tr. 157:12-21.) 

3. The Interim Rates Are Fair, Reasonable, Adequate, In The Public Interest, And The 

Only Viable Solution On The Table.   

The stipulated interim rate increases are fair, reasonable, adequate and in the public interest 

given State Farm General’s financial condition and the imminent risk of a ratings downgrade.  

(IRH-SFG-103); (April 8, 2025 Tr. 114:2-166:21); (April 10, 2025 Tr. 32:5-21, 33:16-20.)  The 

stipulated interim rate increases guard against the risk that State Farm General will become 

“financially impaired in such a way that it could no longer serve its California policyholders.”  

(April 8, 2025 Tr. 158:25-159:8); (see also IRH-SFG-103 at p. 21 [¶¶ 57-60].)  Moreover, 

approving the interim rate increases would “go a long way” in maintaining the insurer’s financial 

strength rating “at a level that will allow it to support the collateral for mortgages.”  (April 8, 2025 

Tr. 146:5-9.)  This benefits consumers, because it helps them keep their insurance, instead of 

resorting to the FAIR Plan where they are likely to receive less coverage for higher prices.  (Id.); 

(April 9, 2025 Tr. 91:3-18.)  And it benefits California by helping to re-stabilize the insurance 
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market.  (See April 10, 2025 Tr. 33:16-20 [Ms. Shaw testifying that it would be “very troubling” if 

State Farm General left California because it “would really disrupt the entire marketplace”].)  

The supplemental stipulation provides these benefits in a reasonable way because it does 

so at no risk overall to consumers.  (April 8, 2025 Tr. 160:25-161:9); (IRH-SFG-103 at p. 21 

[¶ 60] [explaining that “approving the interim rate increase appears to be an obvious choice, since 

the increase poses no risk to policyholders”].)  If the interim rates are later found to be too high, 

consumers will be entitled to a refund of the difference, with interest.9  (April 8, 2025 Tr. 161:5-

9); (IRH-SFG-103 at p. 21 [¶ 60].)  Consumer Watchdog’s conjecture that State Farm General 

somehow could renegue on its promise to issue refunds is speculation that finds no support in the 

record.  When asked whether there was any real “risk that State Farm General would not obey an 

order from the Commissioner that it pay refunds with interest,” Mr. Armstrong confessed that he 

could not give “an unqualified yes or no.”  (April 9, 2025 Tr. 155:24-156:2.)  This Court clarified:  

“Can’t answer is the answer.”  (April 9, 2025 Tr. 156:6.)  

The supplemental stipulation is also adequate to help address State Farm General’s current 

financial emergency.  If the Commissioner approves the full interim rate increase in the 

supplemental stipulation, State Farm General has stated that it will obtain capital from its parent 

company, State Farm Mutual, in the form of a $400 million surplus note.  (April 8, 2025 Tr. 

159:9-15, 165:2-14); (IRH-SFG-102 at p. 3.)  This “provides some immediate benefit” and 

“enhances the value of this stipulation.”  (April 8, 2025 Tr. 159:9-15.)  Indeed, Ms. Shaw 

explained that a $400 million surplus note combined with the full interim rate increases “will 

effect a substantial improvement” in State Farm General’s “financial condition[.]”  (IRH-CDI-001 

at p. 8 [¶ 16].)  This, too, is undisputed. 

Beyond being fair, reasonable, adequate, and in the public interest, the stipulated interim 

rates in the supplemental stipulation are the only solution on offer.  The alternative, which is what 

Consumer Watchdog is asking for, is to do nothing.  But if the Commissioner does not act, State 

 
9 As Dr. Appel explained, interest compensates consumers for the purported risk of non-repayment 
and for the “opportunity cost” of not having any overpaid premium from the time of payment until 
the time refunds are issued.  (April 9, 2025 Tr. 43:10-44:2.) 
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Farm General’s financial strength rating may be downgraded at any time, which could negatively 

impact hundreds of thousands of State Farm General’s policyholders and send shockwaves 

through the entire California insurance market.  Consumer Watchdog does not even attempt to 

explain how the benefit of potentially avoiding a premium increase outweighs the harm of 

potentially losing insurance altogether.  Indeed, if State Farm General’s policyholders lose their 

insurance and have to go on the FAIR Plan, they will pay more than the stipulated interim rate 

increases.  (April 10, 2025 Tr. 30:19-36:16.)  As CDI put it, it simply “is not in California 

consumers[’] best interest to allow State Farm General, the largest property insurance in California 

by far . . . to go bankrupt, or to otherwise withdraw from the California market.”  (April 8, 2025 

Tr. 98:5-8.)   

4. The ALJ Should Recommend Approval Of The Stipulated Interim Rates Regardless Of 

Its Ruling On The RBC Ratio Evidence. 

The ALJ has not yet ruled on Consumer Watchdog’s objections to Dr. Appel and Ms. 

Shaw’s testimony on State Farm General’s RBC ratios.  Both State Farm General and the 

Commissioner objected to the exclusion of this evidence.  (See State Farm General’s Opp’n to 

Consumer Watchdog’s Mot. to Exclude Testimony and Further Briefing Regarding RBC 

Calculations at pp. 1-4; The Department’s Opposition to Consumer Watchdog’s Mot. to Exclude 

Testimony and Further Briefing Regarding RBC Calculations at pp. 1-5.)  As State Farm General 

has explained, by its plain text, Section 739.8 does not apply to RBC ratios; it applies to specific 

reports and information within those reports that “is not required to be set forth in a publicly 

available annual statement schedule,” (CIC § 739.8(a)), and to “RBC Instructions, RBC Reports, 

Adjusted RBC Reports, RBC Plans, and Revised RBC Plans[.]” (CIC § 739.8(c).)  RBC ratios, in 

contrast, are a basic mathematical calculation derived from two numbers that are disclosed in State 

Farm General’s publicly available annual statement.  (April 8, 2025 Tr. 137:9-23); (April 9, 2025 

Tr. 21:15-22:7); (April 10, 2025 Tr. 27:18-30:18.)  The plain text of the statute provides no basis 

for excluding evidence about RBC ratios.10 

 
10 As set forth in CIC § 739.8(c) and in the legislative history presented by Consumer Watchdog, 
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Even if the ALJ were to recommend the exclusion of this testimony, however, there is 

plenty of other evidence showing State Farm General is in a weakened financial condition and that 

a ratings downgrade is possible.  That evidence is described by Dr. Appel and includes State Farm 

General’s declining surplus, the amount State Farm General has paid in claims compared to the 

amount it has collected in premiums, State Farm General’s IRIS ratios, the financial strength 

ratings downgrade by AM Best, and the negative ratings watch by S&P, among other evidence.  

Supra at pp. 6, 16-17.  

C. The ALJ Should Recommend Approval Of The Full Interim Rate Increases. 

The supplemental stipulation negotiated and agreed upon by CDI and State Farm General 

provides for a 17.0% rate increase for State Farm General’s homeowners non-tenant line; a 15% 

increase for its renter/condo tenant line; and a 38% increase for its rental dwelling line.  (IRH-

SFG-102 at p. 4 [¶ 5].)  The ALJ should approve these interim rates in full.  For starters, 

Consumer Watchdog has not argued that the Court should adopt some modified version of the 

supplemental stipulation—let alone identified a statutory or evidentiary basis for doing so.  

Moreover, the interim rate increases in the supplemental stipulation cannot “sufficiently improve” 

State Farm General’s financial condition unless accompanied by “an immediate infusion of 

capital.”  (IRH-CDI-001 at pp. 7-8 [¶ 15].)  As CDI’s actuary explained, an immediate interim rate 

increase would “take a minimum of 12 to 24 months before there is a noticeable impact” on State 

Farm General’s financial strength.  (Id. at p. 8 [¶ 15].)  Thus, under the supplemental stipulation, 

State Farm General has also agreed to obtain a $400 million surplus note11 from State Farm 

 
the concern with using RBC materials in ratemaking is that RBC measures are intended for 
purposes of solvency, which looks at red flag levels, not expectations for a thriving insurer.  
Consequently, for example, a premium to surplus ratio used for RBC purposes cannot represent 
“used and useful” capital.  See 20th Century, 8 Cal. 4th at 309-311 (discussing the premium to 
surplus ratio—referred to in the rate regulations as the “leverage factor”—used in the ratemaking 
formula as a measure of “used and useful” capital).  State Farm General has at all times remained 
adamantly opposed to the use of RBC ratios in the ratemaking formula.  Here, RBC ratios are 
offered for their intended purpose: as a solvency risk measure. 
11 Consumer Watchdog’s suggestion that a $500 million surplus note “would improve [State Farm 
General’s] financial condition more than a $400 million surplus note” is irrelevant. (See April 10, 
2025 Tr. 101:7–18.)  As Ms. Shaw testified, a $500 million surplus note is not an offer that “is on 
the table.”  (Id. 101:11–13.) 
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Mutual if the stipulate interim rate increases are granted in full.  (IRH-SFG-102 at p. 3 [¶ 2] 

[“[S]hould the Commissioner approve the interim rates as set forth herein, Applicant shall obtain a 

surplus note of $400 million from State Farm Mutual” [emphasis added]].)  Approval of the full 

interim rates in the supplemental stipulation is thus crucial to State Farm General’s continued 

financial strength, further supporting the conclusion that the Commissioner should approve the 

supplemental stipulation. 

VI.  CONSUMER WATCHDOG’S COUNTERARGUMENTS ARE MERITLESS. 

In its briefing and at the hearing, Consumer Watchdog raised several unsupported and 

speculative objections to the Commissioner’s approval of the supplemental stipulation.    

Consumer Watchdog claimed that State Farm General’s financial position is the result of its 

reinsurance agreements with State Farm Mutual, yet presented no evidence on that question.  

Consumer Watchdog argued that State Farm General engaged in predatory pricing to increase its 

market share, without presenting any evidence on pricing (and despite evidence that State Farm 

General’s market share has remained essentially the same over time).  Consumer Watchdog 

asserted that State Farm General’s limited non-renewals were unfair, while failing to account for 

the supplemental stipulation, which placed limits on State Farm General’s non-renewals.  And 

Consumer Watchdog clung to its actuary’s mistaken calculations, which are in any event irrelevant 

in this interim rate hearing.  In short, none of Consumer Watchdog’s arguments prevent the 

Commissioner’s approval of the supplemental stipulation.  

A. State Farm General Demonstrated That Its Reinsurance Policies Were Purchased 

At Favorable Prices And Greatly Benefitted Policyholders. 

In its original set of objections, Consumer Watchdog asserted that State Farm General 

“siphoned” billions of dollars from its California operations to State Farm Mutual, “directly to the 

parent’s benefit[,]” and that this is a reason for the Commissioner to decline to adopt the 

supplemental stipulation.  (Objections at pp. 3, 19-20.)  But Consumer Watchdog never clearly 

explained what it thought State Farm General should have done differently with respect to its 

reinsurance policies, or why that somehow prevented the Commissioner from approving the 
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supplemental stipulation.  Nor did Consumer Watchdog offer any evidence to rebut the evidence 

State Farm General presented demonstrating that its reinsurance policies were purchased at 

favorable prices and greatly benefitted State Farm General’s policyholders.  Indeed, by the end of 

the hearing, Consumer Watchdog all but abandoned its challenge to State Farm General’s 

reinsurance spending, dedicating a single sentence in closing to Mr. Ehrhart’s reinsurance 

testimony.12  

Consumer Watchdog contends that State Farm General did not benefit from its reinsurance 

policies over the past 10 years.  (Objections at pp. 19-20.)  But, as Dr. Appel explained, when a 

company reinsures “events that might occur once every 20, or 50 or 100, or 500 years, it’s not 

surprising that you don’t see those events in a given 10-year period.”  (April 8, 2025 Tr. 151:21-

155:9); (see also April 9, 2025 Tr. 68:25-69:22 [Mr. Ehrhart explaining that analyzing a 10-year 

period is “not the right way to look at [reinsurance], particularly [a] catastrophe reinsurance 

program”].)  Here, State Farm General purchased reinsurance policies targeted at a “1 in 250 year 

event,” which Mr. Ehrhart described as “prudent.”  (April 9, 2025 Tr. 60:18-61:16, 63:17-64:22.)  

And in any event, Consumer Watchdog’s analysis conveniently ends in December 2024—just one 

month before the Los Angeles wildfires.  (See Objections at p. 20); (IRH-CWD-253 at pp. 6-7, 22-

24 [¶ 7] [Armstrong Declaration].)  Taking into account the Los Angeles wildfires, State Farm 

General “will have recovered $5.5 billion more” in reinsurance “recoveries than they paid in 

premium”—concretely demonstrating the benefit of State Farm General’s reinsurance policies.  

(IRH-CWD-216 at p. 57:13-18.)   

Consumer Watchdog also contends that State Farm General did not benefit during the 2017 

and 2018 wildfires from its reinsurance policies, (see Objections at pp. 19-20), but the testimony 

at trial rebutted this argument.  Mr. Ehrhart explained that following the 2017 and 2018 wildfires, 

 
12  In closing, Consumer Watchdog stated, “Mr. Ehrhart talked about reinsurance, which brought 
[sic] some criticism that Consumer Watchdog raised about [] State Farm’s business decisions, but 
he doesn’t address the fundamentally fair, adequate, reasonable, or interest of justice standards at 
all.”  (April 10, 2025 Tr. 151:21-25.)  Consumer Watchdog misses the point.  Mr. Ehrhart’s 
testimony refuted Consumer Watchdog’s contention that imprudent reinsurance polices led to 
State Farm General’s declining financial strength.  
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State Farm General’s reinsurance policies paid State Farm General significant sums, which 

protected the company’s financial stability, helped prevent a financial strength ratings downgrade, 

and provided significant annual statement benefit to State Farm General until it received 

subrogation proceeds.  (April 9, 2025 Tr. 65:20-68:24.)  Mr. Ehrhart accordingly concluded that 

State Farm General’s reinsurance policies “performed very well,” including following the 2017 

and 2018 wildfires.  (Id.)  

Consumer Watchdog claims that State Farm General paid too much for the reinsurance it 

purchased.  (See id. 110:11-112:5 [Armstrong].)  But Consumer Watchdog did not cite any 

evidence to support that argument, and State Farm General conclusively rebutted this contention at 

the hearing through the testimony of Mr. Ehrhart, one of the nation’s foremost reinsurance experts.  

Mr. Ehrhart explained that State Farm General purchased its reinsurance policies from affiliated 

entities at prices below what it would have paid to obtain reinsurance on the open market.  (Id. 

64:23-66:18 [explaining that State Farm General purchased reinsurance at “a low price compared 

to” “the unaffiliated reinsurance market”].)  Mr. Ehrhart estimated that it would cost State Farm 

General up to four times more to purchase reinsurance on the open market than what it pays to 

State Farm Mutual.  (Id. 64:23-66:24, 70:22-73:7.)  Mr. Ehrhart further testified that State Farm 

General could not purchase all of its reinsurance on the open market, because there simply were 

not enough reinsurers willing to take on that much risk.  (Id. 65:20-66:24, 70:22-73:7.)   

To the extent Consumer Watchdog blames State Farm General’s declining surplus on its 

purchase of reinsurance, Consumer Watchdog did not cite evidence on this point, either.  In 

contrast, Dr. Appel testified that State Farm General’s net reinsurance costs do not explain the 

decline in State Farm General’s surplus over the past decade.  (IRH-SFG-103 at p. 9 [¶ 23].)  As 

Dr. Appel stated, even if State Farm General had paid half as much for reinsurance, it would not 

have remedied the $2.7 billion in operating losses that State Farm General suffered.  (Id. at pp. 9-

10 [¶ 24].)  And if State Farm General had not purchased reinsurance, it would be insolvent as a 

result of the Los Angeles wildfires.  (See April 9, 2025 Tr. 72:5-7 [Mr. Ehrhart explaining that 

reinsurance covered all but about $200 million of the $7.9 billion in losses incurred in the January 
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2025 wildfires].)   

State Farm General’s reinsurance polices are thus a significant boon to its policyholders, 

not a burden.  (IRH-SFG-103 at p. 4 [¶ 10b].)  The fact that State Farm General purchased 

reinsurance to protect against precisely what happened here—a catastrophic fire in an area with 

some of the highest home values in the United States, causing many billions of dollars in 

damages—is not “fundamentally unfair” to policyholders, and it certainly does not undermine the 

propriety of the stipulated interim rate increases.  

Mr. Armstrong maintained on redirect that he did not claim that State Farm General 

purchased too much reinsurance (in contrast to his earlier study claiming that State Farm General 

siphoned money to State Farm Mutual through reinsurance contracts), but, rather, State Farm 

General should have purchased more reinsurance.  (April 9, 2025 Tr. 110:11-14, 111:3-23.)  This 

assertion runs directly contrary to Consumer Watchdog’s repeated assertions that State Farm 

General paid too much for reinsurance, specifically to State Farm Mutual.  (Objections 3, 19-20.)  

As described above, Mr. Ehrhart provided undisputed testimony that State Farm General could not 

have purchased the reinsurance it obtained from State Farm Mutual on the external market, and, 

should the external market ultimately build that capacity, pricing would be at 3 to 4 times the 

amount the General company paid to Mutual.  See supra at pp. 6-7, 22-23.  Thus, purchasing more 

reinsurance means purchasing more reinsurance from State Farm Mutual; the very transaction 

Consumer Watchdog has decried from the filing of its Petition for Hearing in this matter.  (See 

Objections 19-20.) 

B. Consumer Watchdog Did Not Present Any Credible Evidence Of Predatory 

Pricing. 

Consumer Watchdog argued in its pre-hearing objections that State Farm General’s 

financial condition was the result of its “predatory pricing” in the California homeowners 

insurance market.  (Objections at p. 21.)  Relying on a now-debunked article from the Wall Street 

Journal, Consumer Watchdog claimed that State Farm General “deliberately underpriced 

homeowners insurance . . . in an effort to aggressively expand its market share as more cautious 
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competitors withdrew.”  (Id.)  State Farm General refuted these accusations, noting that the Wall 

Street Journal’s article was shot through with misrepresentations13 and explaining that State Farm 

General sought lower than indicated rates to avoid the incredibly burdensome, costly process for 

seeking rate increases above 7%.  (SFG Br. at p. 21); (see also IRH-SFG-103 at p. 5 [¶ 10d]); 

(IRH-SFG-103 at pp. 18-19 [¶¶ 47-49].)  

Indeed, Dr. Appel’s testimony that “filing for rate changes below the indication, and 

specifically filing for a 6.9% rate increase, . . . is a common practice amongst California insurers” 

went unrefuted at the evidentiary hearing.  (See IRH-SFG-103 at p. 18. [¶47])  This evidence 

corroborates State Farm General’s explanation of why it filed for less than its indicated rates: 

avoidance of the incredibly burdensome and costly hearing process, which occurs if demanded by 

an intervenor when the requested rate increase is greater than 7%.  (See IRH-SFG-103 at p. 18-19 

[¶¶ 47-49].)  Many California insurers, not just State Farm General, sought to avoid this costly 

hearing process. 

At the hearing State Farm General presented additional evidence undermining Consumer 

Watchdog’s accusations.  Dr. Appel testified that he reviewed State Farm General’s market share 

in the ten-year period beginning in 2015 and ending in 2024.  (April 8, 2025 Tr. 155:21-156:1.)   

Far from revealing an effort to “aggressively expand [State Farm General’s] market share,” 

(Objections at p. 21), the numbers showed that State Farm General’s market share in 2015 was 

“virtually identical” to its market share in 2024.  (April 8, 2025 Tr. 155:24-156:7.)   

Consumer Watchdog, by contrast, offered nothing to support its allegations of predatory 

pricing.  Consumer Watchdog did not mention, let alone rehabilitate, the Wall Street Journal 

article that it relied on in its pre-hearing objections.  Consumer Watchdog instead cited a 

 
13 State Farm General filed a motion to strike Consumer Watchdog’s references to the Wall Street 
Journal article as irrelevant, hearsay, unduly prejudicial, and not the sort of information on which 
“responsible persons are accustomed to rely in the conduct of serious affairs.”  (Mot. to Strike at 
pp. 2–3 [citing Cal. Gov’t Code §§ 11513(c), (d); Cal. Evid. Code § 352].)  State Farm withdrew 
this objection upon Consumer Watchdog’s representation that it is not offering the article for the 
truth of the matter asserted.  (April 8, 2025 Tr. 67:3–10); (Consumer Watchdog’s Opp’n to Mot. to 
Strike at pp. 2, 4-5.)   
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supplemental declaration from Mr. Armstrong showing that State Farm General increased its 

premium volume between 2017 and 2024.  (IRH-CWD-254 at p. 7 [¶¶ 24-25]); (April 8, 2025 Tr. 

156:18-24.)  But, as Dr. Appel explained, premium volume reflects an increase in the amount of 

dollars collected, and does not necessarily reflect an increase in an insurer’s customer base.  (April 

8, 2025 Tr. 156:20-157:11.)  Indeed, when Dr. Appel examined State Farm General’s policy 

counts, he observed “a rather modest annual increase” of about 1.4%.  (Id. 157:25-158:8.)  As Dr. 

Appel explained, a 1.4% average annual increase “does not suggest the company is trying to write 

every new piece of business and dominate the market.”  (Id. 158:6-7.)  This modest 1.4% increase 

in policy count is flatly inconsistent with Consumer Watchdog’s predatory pricing allegations.   

Mr. Armstrong’s supplemental declaration separately argued that this Court should 

discredit State Farm General’s reasons for seeking lower than indicated rates over the past decade.  

Each of Armstrong’s three points are either misguided or flat wrong.  First, Mr. Armstrong 

suggests that Proposition 103’s rate approval process is not uniquely onerous to State Farm 

General because “every insurance company writing Homeowners insurance in California is 

subject to the same regulatory oversight as SFG.”  (IRH-CWD-254 at p. 5 [¶ 17].)  This supports 

State Farm General, not Consumer Watchdog.  State Farm General was one of many insurers who 

has sought lower than indicated rates over the past decade.  (See IRH-SFG-103 at p. 18 [¶ 47].)  

This shows that the Proposition 103 pre-approval process is onerous to all insurers seeking rate 

increases.  (IRH-SFG-103 at pp. 18-19 [¶¶ 47-48].)  The fact that State Farm General’s rate 

requests mirrored industry practice sharply undercuts the idea that State Farm General was seeking 

to edge others out of the market.  

Second, Mr. Armstrong contends that State Farm General’s rate requests suggest predatory 

pricing because it did not file for a rate increase in either 2017 or 2019.  (IRH-CWD-254 at pp. 5-6 

[¶¶ 18-19].)   But Mr. Armstrong mistakes a rate’s “effective date” for the date that the rate was 

requested.  (See id.); (April 9, 2025 Tr. 149:9-14.)  It can take years after a rate is requested for it 

to become effective.  (IRH-SFG-103 at pp.18-19 [¶ 48].)  And in any event, Mr. Armstrong is 

wrong to assume that foregoing a rate request in a particular year suggests predatory pricing.  It 
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instead reflects that requesting a rate increase risks a rate decrease and potentially years of 

litigation.  (See IRH-CWD-254 at pp. 5-6 [¶¶ 18-19] [showing that CDI File # 14-8381 led to rate 

decreases between 5.4% and 20.4% across four lines of insurance].)  Even if a rate decrease is 

ultimately shown to be incorrect, it may take years of litigation for an insurer to obtain a ruling on 

that issue.  (See State Farm General, 71 Cal. App. 5th at 169-175 [holding after eight years of 

proceedings that the Commissioner’s 7% reduction of State Farm General’s rates was predicated 

on an incorrect interpretation of California law].) 

Third, Mr. Armstrong argues that “if SFG had actually filed for an increase larger than 

6.9%, it might have found that such a larger increase would be approved.”  (IRH-CWD-254 at p. 6 

[¶ 20].)  This misses the point.  There is no way for State Farm General to know at the outset 

whether a rate request will be contested and embroiled in litigation for years—or what rate it will 

be able to charge while that litigation is pending.  (See IRH-SFG-18 at p.19 [¶¶ 47-49].)  Indeed, 

that is precisely why State Farm General is currently seeking an interim rate pending resolution of 

the full rate hearing process.  State Farm General cannot risk years of litigation over its pending 

rate request given its current financial situation. 

At bottom, Consumer Watchdog is contending that State Farm General’s rates should be 

more than 14.3% higher today.  (See April 9, 2025 Tr. 148:23-149:3; id. 160:3-13.)  But if that’s 

true, Consumer Watchdog believes that State Farm General’s rates should be higher right now.  

That is an argument in favor of an interim rate increase, not against it.   

C. Consumer Watchdog Did Not Present Evidence That The Non-Renewal Provision 

Of The Supplemental Stipulation Is Unfair. 

Consumer Watchdog argued in its pre-hearing brief that it would be unfair for the ALJ to 

permit an interim rate, when State Farm General had announced an intent to non-renew a small 

percentage of policies.  (IRH-SFG-109 at pp. 19-20.)  But as CDI’s actuary acknowledges, the 

stipulated rate increase is not enough standing alone to restore State Farm General’s financial 

condition.  (IRH-CDI-001 at pp. 7-9 [¶¶ 15-16] [Shaw Declaration]); (see also IRH-SFG-158 at p. 

39:17-18 [State farm General explaining that it “simply can’t handle this much exposure”].)   If 
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State Farm General is unable to reduce is probable maximum loss via a small number of non-

renewals, the current threats to State Farm General’s solvency and financial strength rating will 

continue.   

As explained in State Farm General’s pre-hearing brief, a targeted number of non-renewals 

are in the public interest because they allow State Farm General to continue to insure other 

customers, and they are essential for State Farm General to continue providing reliable, 

comprehensive coverage to homeowners across the State.  (SFG Br. at p. 23.)  Climate change has 

made natural disasters more costly, frequent, and unpredictable.  (See IRH-SFG-109 at pp. 9-10 

[¶¶ 26-27]); (see also IRH-SFG-158 at p. 6:18-21 [Commissioner discussing effects of climate 

change on California insurance market]); (IRH-SFG-159 at p. 3 [2:56-3:37] [similar].)  As a result, 

the risk of another severe natural disaster—while State Farm General remains in a weakened 

financial position—is untenable: were the Los Angeles wildfires to occur again today, State Farm 

General may not be able to cover the resulting losses because its surplus will have been depleted.  

Consumer Watchdog failed to explain—in its brief or at the hearing that followed—how allowing 

a limited number of non-renewals is unfair when the alternative threatens to push hundreds of 

thousands of Californians onto the FAIR Plan.   

Consumer Watchdog’s fairness arguments also fail to account for the supplemental 

stipulation, which places express limits on State Farm General’s ability to non-renew policies.  

Under the supplemental stipulation, State Farm General will “not initiate any new block 

nonrenewal program(s) in the lines represented by the Applications through year-end 2025.  (IRH-

SFG-102 at pp. 2-4.)  This provision provides additional safeguards to California policyholders 

and is directly responsive to the Commissioner’s request that State Farm General “demonstrate its 

commitment to California” by curtailing non-renewals.   (IRH-SFG-159 at p. 6 [9:49-10:20].)  The 
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supplemental stipulation thus fairly balances individuals’ need for short-term access to insurance 

with California’s long-term need to preserve the availability insurance throughout the State.  

D. Consumer Watchdog’s Argument That The Stipulated Interim Rates Hurt 

Consumers Is Wrong. 

Consumer Watchdog argued at the hearing that the ALJ should recommend that the 

Commissioner deny the stipulated rate increases, because it will mean that consumers will pay 

more for insurance.  (See April 10, 2025 Tr. 146:2-14.)  As the California Court of Appeal 

explained in State Farm, however, insurance rates must “be fair to the insurers” and should 

“reflect the cost of providing insurance.”  (State Farm, 71 Cal. App. 5th at 176 [internal quotation 

omitted].)  This is crucial, because fair insurance rates help “keep insurance available” in 

California.  (Id.)  For the past decade, State Farm General has paid $1.26 in claims and expenses 

for every $1 in collected in premiums.  (See IRH-SFG-152 at p. 3.)  This has led to a precipitous 

decline in State Farm General’s surplus, which will further decline following the Los Angeles 

wildfires, and which may lead to a financial strength ratings downgrade.  Supra pp. 12-13, 16-17.  

The stipulated interim rate increases will help address these pressing problems. 

Consumer Watchdog’s contention that State Farm General is seeking a “bailout” reflects a 

similar misconception.  (See April 8, 2025 Tr. 101:22-25, 107:9-14 [Consumer Watchdog’s 

Opening Statement].)  A request for a rate increase does not ask policyholders to somehow 

subsidize insurers’ operations in return for nothing; it seeks to ensure that the price for receiving 

insurance continues to reflect the cost of providing it.  State Farm General’s declining financial 

condition is a prime example of what happens when insurers are constrained to provide insurance 

at below-cost rates.  (See IRH-SFG-152 at p. 3); (IRH-SFG-103 at p. 8-10 [¶¶ 17-25] [Appel].)           

Moreover, as Ms. Shaw’s testimony decisively showed, State Farm General policyholders 

will be worse off if State Farm General’s financial strength rating is downgraded, and 

policyholders with a mortgage can no longer insure through State Farm General.  As Ms. Shaw 

testified, if this occurs, State Farm General’s policyholders will likely have to go on the FAIR 

Plan and purchase a wrap-around policy for their property.  (See April 10, 2025 Tr. 33:22-34:17.)  
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In this situation, State Farm General’s policyholders will pay rates that are “much higher” than 

they would pay due to the stipulated interim rate increases.  (April 10, 2025 Tr. 34:2-7.)  Mr. 

Ehrhart agreed.  Based on his experience, if State Farm General withdraws from California, it is 

unlikely that State Farm General’s policyholders will be able to obtain comparable or more 

affordable coverage from a different insurer.  (April 9, 2025 Tr. 92:14-93:4.)  Hundreds of 

thousands of Californians will be forced into the FAIR Plan where they are likely to “receive[] less 

coverage at higher prices.”  (April 9, 2025 Tr. 91:13-18.)  State Farm General’s policyholders will 

thus be worse off—not better off—if the Commissioner does not approve the supplemental 

stipulation. 

As Ms. Shaw explained, moreover, if the stipulated interim rates turn out to be too high, 

consumers will be entitled to a refund, with interest, of the difference between the interim rate and 

the final rate.  (See April 10, 2025 Tr. 32:16-21, 42:5-7, 78:11-17); (see also IRH-CDI-001 at pp. 

2, 7-11 [¶¶ 2-3, 13-14, 16, 18-19].)  This is clearly set forth in the supplemental stipulation.  (See 

IRH-SFG-102 at p. 2 [“Again, the Parties stipulate to an appropriate interim rate, subject to 

refunds with interest following a full rate hearing process”].)  Consumer Watchdog’s insinuation 

that State Farm General will not pay refunds, (see April 10, 2025 Tr. 150:16-21), is just that: 

insinuation.  Consumer Watchdog cited no evidence to support that assertion, nor is there any 

basis for it.  To the contrary, State Farm General’s agreement to refund any overpayment makes 

approving the interim rate increase “an obvious choice.”  (IRH-SFG-103 at p. 21 [¶ 60].)  The 

supplemental stipulation’s refund provision eliminates overall risk to policyholders; if the interim 

rates prove unwarranted, policyholders will receive a refund with interest, which compensates 

policyholders for the risk of non-repayment and the time value of money.  (See id.); (April 9, 2025 

Tr. 43:10-44:2.)  

E. The Testimony Of Consumer Watchdog’s Actuary Is Irrelevant And Riddled 

With Errors. 

As State Farm General has explained, Consumer Watchdog misconstrues the legal 

standard for approving the supplemental stipulation.  The question is whether the supplemental 
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stipulation is fundamentally fair, adequate, reasonable, and in the interests of justice.  Supra pp. 

14-19.  The vast weight of the evidence at the three-day hearing demonstrated that standard is met, 

because the stipulated interim rate increases, combined with a $400 million surplus note from 

State Farm Mutual, will help improve State Farm General’s financial stability and help prevent an 

imminent ratings downgrade.  See id.  The declarations and testimony of Mr. Armstrong do not 

undermine that conclusion.  Indeed, Mr. Armstrong agreed that State Farm General’s financial 

situation was precarious, and that an imminent ratings downgrade would hurt State Farm 

General’s policyholders.  

Consumer Watchdog rejects that straightforward conclusion, and instead myopically 

focuses on its in-house actuary’s rate template calculations—which are riddled with errors. 

But Consumer Watchdog’s actuary reached completely unreasonable conclusions about the 

“lawful range” of rate indications, including the view that reducing State Farm General’s current 

rates by as much as 27% would be lawful and “within the zone of reasonableness.”  (April 9, 2025 

Tr. 129:11-130:14.)  That cannot possibly be right.14  There is no universe in which a 27% rate 

decrease is appropriate given the circumstances here.  Instead, the ALJ should conclude that the 

people of California under Proposition 103 gave the Commissioner the authority to address 

emergencies like this one by approving the stipulated interim rates.     

Consumer Watchdog simply hasn’t presented any credible evidence that the stipulated rate 

increases are not fundamentally fair, adequate, reasonable, and in the interests of justice.  The ALJ 

should thus recommend that the Commissioner approve the supplemental stipulation.  If the 

Commissioner approves the full interim rates in the supplemental stipulation, State Farm General 

will obtain a $400 million surplus note from State Farm Mutual.  As the supplemental stipulation 

states, the $400 million surplus note is contingent on the Commissioner approving the full interim 

rate of 17% for the homeowners line and the other rates in the supplemental stipulation.   

 
14 Moreover, Mr. Armstrong’s use of terms applied to his rate change model, such as “lawful 
range,” “zone of reasonableness,” and “plainly invalid,” are outside the scope of his competency 
as an actuary.  The ALJ’s analysis of what is “fair, adequate, reasonable, and in the interests of 
justice” here should not be determined by an actuary’s unreasonable and unsupported references to 
legal terms.  (See April 9 Tr., 130:2-131:4.) 
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Mr. Armstrong’s testimony demonstrated, moreover, that his actuarial analysis simply 

cannot be relied upon.  Mr. Armstrong agreed that his analysis was rushed, and he freely admitted 

that he made multiple mistakes.  (IRH-CWD-253 at p. 11 [¶ 6] [stating that analysis was 

conducted under “severe time constraints”].)  At the hearing, Mr. Armstrong agreed that he did not 

follow applicable regulations on the loss development factor, (April 9, 2025 Tr. 135:16-137:9), 

and he admitted that he made a plain-old mistake on the AIY Trend Factor, (id. 139:1-24.)  Those 

are two major errors in Mr. Armstrong’s declaration.  Correcting for those errors, under Mr. 

Armstrong’s approach, the maximum rate indication changes from -0.1% to +7%.  (April 9, 2025 

Tr. 139:18-140:7.)  That’s a big change.  And those are not the only problems with Mr. 

Armstrong’s analysis.  As Mr. Armstrong’s testimony demonstrated, he didn’t show his work or 

explain his conclusions as to several important parts of his model, such as net trend and his 

weighting scheme.  Infra pp. 33-34. 

Surprisingly, Mr. Armstrong complains that State Farm General refreshed Exhibit 9 with 

new First Quarter 2025 data for its Catastrophe Ratio to support the interim rate.  (IRH-CWD-253 

at p. 8-10 [¶5].)  But that update accounts for the Los Angeles fires and is consistent with the 

Commissioner’s request to include updated data in this proceeding.  (See IRH-SFG-159 at p. 5 

[7:20-7:34].)  Ms. Shaw testified on that issue, and she said that State Farm General made a 

preliminary showing that the Los Angeles wildfires were catastrophic.  (April 10, 2025 Tr. 44:11-

16.)  The full rate hearing process will involve a further developed set of cat and non-cat data 

through the end of Q1 of 2025 when the full data becomes available, as both Mr. Armstrong and 

Ms. Shaw acknowledged.15   

Mr. Armstrong admitted that his actuarial analysis was “preliminary” and not intended to 

“reflect Consumer Watchdog’s position regarding the appropriate maximum and minimum 

permitted” rates.  (April 9, 2025 Tr. 121:5--123:5.)  And in general, Mr. Armstrong’s pattern of 

errors calls into question the reliability of his analysis as a whole, and his testimony should not be 

 
15 State Farm General claimed Variance 6 as part of its initial rate application, and the applicability 
of Variance 6 will be analyzed during the full rate hearing process, if State Farm General retains 
Variance 6 as part of its updated rate template materials in May 2025.   
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entitled to any weight in these proceedings: 

 Mr. Armstrong’s March 24 declaration claimed State Farm General’s Loss 

Development Factor was “excessive” (without explanation), but he then admitted 

State Farm General was in fact correct and that he used the wrong Loss 

Development Factor in his model—in violation of 10 C.C.R. 2644.6.  (April 9, 

2025 Tr. 135:16-137:9.)  Correcting for this admitted “mistake” by Mr. Armstrong 

increased the maximum rate indication by almost 4 points.  (Id. 137:1-9.) 

 Mr. Armstrong’s March 24 declaration failed to identify the AIY Trend Factor that 

he used in his model, and then on cross-examination, he admitted that he 

“incorrectly” calculated the AIY Trend factor.  (Id. 139:1-24.)  Correcting for that 

mistake and his mistake regarding the Loss Development Factor moves the 

maximum rate indication to +7.0%.  (Id. 139:25-140:7.) 

 Mr. Armstrong’s April 7 supplemental declaration uses the wrong defined term for 

“AIY” (“Annual Incurred Year” rather than “Amount of Insurance Years”), and he 

admits he is “not sure how that ended up in the declaration” (compare id. 137:14-

138:18, with IRH-CWD-254 at p. 4-5 [¶ 11].) 

 Mr. Armstrong’s March 24 declaration failed to explain, let alone justify, his 

chosen CAT-AIY ratio weighting scheme, as he referred only to “revert[ing]” to 

weighting schemes used by State Farm General in its “original filings.”  (IRH-

CWD-253 at p. 5 [¶ 6]; April 9, 2025 Tr. 140:18-141:5.)  On cross-examination, 

Mr. Armstrong admitted that he did not actually use State Farm General’s original 

2024 weighting scheme because he had to change it so that it could be applied to a 

different timeframe.  (April 9, 2025 Tr. 141:1-23.)  While claiming he did not 

“need[] to” show his work in his declaration, Mr. Armstrong still failed to 

adequately explain or justify his methodology in his live testimony.  (Id. 140:18-

142:2.) 

 Mr. Armstrong’s March 24 declaration asserted that State Farm General’s “selected 
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trends” were “excessive,” without explanation why and without defending his 

proposed alternatives.  (IRH-CWD-253 at p. 5:3--5.)  On cross-examination, Mr. 

Armstrong admitted that there were “20 available” net trend selections in the 

template and that he did not explain why his choice of 3.8% was appropriate.  

(April 9, 2025 Tr. 143:1-25.)  Even in his live testimony, he failed to provide this 

explanation, instead merely asserting that he “feel[s]” his selection was the “most 

actuarially sound.”  (Id. 143:5-22, 146:19-21.)  Indeed, Mr. Armstrong’s net trend 

selection was without consideration of how a demand surge or anticipated increases 

in building costs could impact net trend.  (Id. 143:23-144:9.) 

 Mr. Armstrong’s April 7 supplemental declaration included a chart of State Farm 

General’s rate filing history with an “effective date” column that he admits was a 

“misstatement” since it did not actually correspond to the filing dates discussed in 

his declaration.  (IRH-CWD-254 at p. 68); (April 9, 2025 Tr. 149:9-22.) 

More fundamentally, Mr. Armstrong agrees that his “preliminary” analysis did not take 

into account State Farm General’s financial condition, or the risk of a financial strength ratings 

downgrade to State Farm General’s policyholders or to the California insurance market as a 

whole.  Consumer Watchdog did not present any testimony to dispute or minimize the seriousness 

of these issues, which are key reasons why State Farm General and CDI entered into the 

supplemental stipulation in the first place.   

F. All Parties Had A Full And Fair Opportunity To Be Heard. 

All parties have had a full and fair opportunity to present their positions throughout this 

interim rate proceeding, including in letters, two meetings with the Commissioner, pre-hearing 

briefing, post-hearing briefing, motion practice, opening and closing arguments, and direct and 

cross examination of the witnesses.  Consumer Watchdog raises a number of procedural 

objections to this interim rate proceeding, but none are reasons to recommend that the 

Commissioner deny the supplemental stipulation.  

Consumer Watchdog contends that the ALJ cannot approve the supplemental stipulation 
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because State Farm General did not submit declarations in support of the stipulations prior to the 

notice of hearing.  (Opposition at pp. 16-17.)  But Consumer Watchdog does not cite any 

requirement that State Farm General submit declarations on a particular timeline.  State Farm 

General submitted a brief and accompanying declarations in advance of the interim rate hearing, 

with an opportunity for Consumer Watchdog to respond both in writing and at the hearing.  There 

is no prejudice in these circumstances, where Consumer Watchdog has had multiple opportunities 

to respond to State Farm General’s position.  (See Barclay Hollander Corp. v. California Regl. 

Water Quality Control Bd. (2019) 38 Cal.App.5th 479, 511 [finding no due process violation 

where agency gave party “several opportunities . . . to address the entire range of issues presented 

in the proceeding before it”]); (Pinnacle Armor, Inc. v. United States (9th Cir. 2011) 648 F.3d 708, 

717 [finding no due process violation where party “had ample opportunities to submit evidence 

both before and after” the agency issued its decision].)  Indeed, the ALJ specifically asked 

Consumer Watchdog to identify how it had been prejudiced in presenting its case in chief, and 

Consumer Watchdog could not do so.  (April 8, 2025 Tr. at 32:18-33:9); (see also id. at 40:24-25 

[ALJ stating, “Seems like you’re doing pretty good.  Sounds like you’re ready to attack [both 

stipulations] in real time at trial”].) 

Consumer Watchdog objects to the timeline for responding to State Farm General’s pre-

hearing brief and declarations (Consumer Watchdog’s Objections, Motion to Strike, and Notice of 

Motion for Sanctions at pp. 7-8), but all of the parties and their counsel worked under an 

extremely short timeline to present their positions in this emergency proceeding.  There is no 

prejudice here, where the ALJ was required to hold a hearing on a defined timeline, necessitating 

short briefing schedules to address the emergency situation created by State Farm General’s 

declining financial strength following the Los Angeles wildfires.   

Consumer Watchdog objects in particular to the filing of the supplemental stipulation by 

State Farm General and CDI on April 4, 2025, rather than April 2, 2025.  The supplemental 

stipulation addresses the concerns raised by the Commissioner at a March 11 meeting between the 

Commissioner, CDI, State Farm General, and Consumer Watchdog, by including a commitment 
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from State Farm General to obtain a $400 million surplus note from State Farm Mutual, and by 

addressing non-renewals through a lower interim rate for State Farm General’s homeowners line, 

as well as a further commitment from State Farm General regarding non-renewals.  See supra pp. 

8, 14, 18, 20-21.  The ALJ’s consideration of this supplemental stipulation is crucial, because it 

represents the current agreement between State Farm General and CDI, as well as State Farm 

General and CDI’s work to address the Commissioner’s concerns. 

As State Farm General’s counsel explained at the hearing, State Farm General and CDI 

were not able to finalize an agreement on a supplemental stipulation prior to that date, due to a 

personal loss experienced by State Farm General’s lead counsel who had been negotiating the 

supplemental stipulation on behalf of State Farm General.  (April 8, 2025 Tr. 41:13-43:17, 44:5-

10.)  Consumer Watchdog had ample opportunity to oppose—and did oppose—the terms of the 

supplemental stipulation both in writing prior to the hearing and during the hearing before this 

Court, and will have yet another opportunity to do so in post-hearing briefing.  In these 

circumstances, there is no prejudice to Consumer Watchdog or violation of its due process rights. 

State Farm General thus respectfully requests that the ALJ decide this matter on the merits.  

The purpose of this interim rate proceeding is to provide the Commissioner with the ALJ’s 

considered judgment on the evidence regarding the asserted need for an interim rate (as set forth in 

the supplemental stipulation), and Consumer Watchdog’s objections.  The supplemental 

stipulation is a fundamentally fair, adequate, and reasonable approach to begin rebuilding State 

Farm General’s financial condition, which is in the interests of justice because it will help State 

Farm General’s policyholders and the California insurance market as a whole.  The ALJ should 

recommend that the Commissioner approve the supplemental stipulation. 

V. CONCLUSION  

 In the interest of its policyholders and the entire California insurance market, State Farm 

General respectfully requests that the ALJ recommend that the Commissioner  adopt the 

supplemental stipulation, including the full interim rates, and the portions of the original 

stipulation that were not amended by the supplemental stipulation, leaving any remaining issues to 
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be resolved at a full public rate hearing if the parties are unable to first reach a settlement. 

 
Dated: April 23, 2025 
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