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Solutions to protect consumers from the growing costs of extreme weather events
— SB 254 Natural Catastrophe Resiliency Study

Extreme weather worsened by climate change is increasing the cost of wildfires in California.
Utility and insurance consumers with the least capacity to pay are bearing a disproportionate
share of these costs in the form of rising bills, loss of coverage, and, too often, delay or denial of
insurance benefits they are owed.

Nearly nine in ten Californians are worried they will not be able to get, or afford, insurance.!
82% of voters are concerned about the high cost of their electricity bills.?

Responsible parties should pay the price for increasing climate costs. However, we also cannot
rate hike our way out of the climate crisis. To reduce costs California must reduce the risk of
loss.

#1: Guaranteed insurance coverage for fire-safe homes.

The science is clear that wildfire mitigation in the form of home-hardening and defensible space
significantly reduces the risk of damage to structures from a wildfire event. Wildfire mitigation’s
crucial role in reducing insurance risk is widely accepted by all stakeholders. Still, for far too
long most insurers have failed to recognize risk reduction undertaken by homeowners when
making their sales and pricing decisions.

Insurance companies use private, unregulated algorithms and Al to “score” homeowners fire
risk. These models ignore mitigation. As a result, even homeowners whose homes meet the
highest fire-safety standards are still arbitrarily denied coverage, nonrenewed, or face premium
hikes that do not reflect their risk reduction efforts. This has destabilized California’s
homeowners insurance market. Real estate sales have suffered in turn.
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Requiring insurance companies to cover Californians who make their homes fire-safe is the
number one action the state can take to increase resilience in our neighborhoods, reduce costs
and expand Californians’ access to insurance.

85% of voters believe that home insurers should be required to guarantee coverage to
homeowners that meet state fire safety guidelines.?

As climate risk drives significant expansions of state fire hazard maps, the state itself is
requiring more and more property owners to meet higher building and defensible space
standards. Homeowners must know they will be able to get insurance when they make those
investments.

In 2022, the Department of Insurance took a first step when it passed “Safer from Wildfires”
regulations requiring insurers to give homeowners premium discounts for meeting ten home
hardening and defensible space standards, and for living in a Firewise community. However,
the discounts are generally too small to make a difference, and the rules don’t prevent
insurance companies from denying people coverage altogether, even if they have met the
guidelines.

The FAIR Plan has nearly doubled in size, and hundreds of thousands of homeowners have lost
coverage in recent years.* To get more Californians insured we need a guarantee that when
they do the right thing, and protect their homes from fire, they will be able to access insurance.
The urgency is higher in the wake of the Los Angeles fires where the availability of insurance
will be a key factor in whether homeowners choose to stay and rebuild or go.

The following studies provide both modeled and concrete evidence from real-world disasters
that structure-level mitigation works to reduce risk of loss. They are only a sample of the many
hundreds of academic, industry and governmental studies available that show fire-safe
buildings are significantly less likely to burn.

* Ajoint National Association of Insurance Commissioners/Insurance Institute for
Business and Home Safety study found that “structural modifications can reduce
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wildfire risk up to 40%, and structural and vegetation modifications combined can
reduce wildfire risk up to 75%.”>

* Fifty-eight percent of the new homes in Paradise, built to meet California’s 2008 fire-
resistant building codes, survived the Camp Fire, while just eighteen percent of older
homes did.®

* A 2019 CalFire analysis of the relationship between defensible space compliance (as
assessed through its defensible space inspection program) and destruction of
structures during the seven largest fires that occurred in California in 2017 and 2018
concluded that the risk of a structure being destroyed by wildfire was five times
lower for homes with compliant defensible space.’

* The National Institute of Building Sciences found that adopting the 2015 edition of
the International Code Council’s International Wildland Urban Interface Code
(IWUIC) in 10,000 census blocks across the country would generate $4 in wildfire
mitigation savings for every $1 invested and retrofitting 2.5 million homes to the
2018 IWUIC could provide a nationwide benefit-cost ratio as high as $8 to $S1. These
are “benefits that represent avoided casualties, property damage, business
interruptions, and insurance costs and are enjoyed by all building stakeholders
including developers, title-holders, lenders, tenants and communities.”®

* The University of California Berkeley examined five past California fires to test the
combined effects of homeowners’ fire safety actions and found that wildfire
mitigations including home hardening and defensible space reduced the risk to
homes by 52% percent.’

* The Strengthen Alabama Homes program funds homeowner grants to retrofit roofs
for hurricane defense. A study of results after Hurricane Sally found the state’s
program had reduced the frequency of claims by 55 to 74 percent, the severity of
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claims by 15 to 40 percent, and reduced deductibles paid by policyholders by more
than 60 percent. 1°

Guaranteeing coverage to fire-safe homes will incentivize mitigation and reduce the risk that
the next big utility-sparked wildfire causes massive loss of property or lives.

There is strong precedent for requiring insurers to cover people who do the right thing.
Proposition 103 requires insurance companies to sell automobile insurance policies to any safe
motorist who qualifies as a good driver under the law,*! and insurance companies are required
to give good drivers a discount of at least 20%.12

#2. Make fossil fuel companies contribute to climate resilience and recovery.

Big Oil has known for decades that their emissions cause extreme weather but lied to the
public.'® Fossil fuel companies continue to profit while externalizing the costs to all Californians,
who are paying the price of worsening disasters.'* Responsible parties should contribute to
climate resilience and recovery, yet fossil fuel companies have thus far shirked that obligation.

Make responsible industries pay for prevention and recovery.

We recommend holding fossil fuel companies responsible for their share of losses due to
wildfires and other extreme weather events. For example, researchers found that human-
induced warming from burning fossil fuels made the Los Angeles Fires 35% more likely, with an
estimated 6% increase in intensity.® Yet fossil fuel companies have contributed $0 to the
recovery from the Los Angeles Fires, or any other weather-related disasters.

Insurance companies’ right to subrogation gives them the ability to seek compensation for
claims paid from a responsible party. The insurance industry should seek reimbursement
through subrogation from the fossil fuel companies responsible for climate change. The
Attorney General should seek financial recovery from fossil fuel companies that knowingly
contributed to climate disasters for state losses from fossil fuel-driven weather disasters. And
disaster survivors need a clear path to recover their losses from oil companies, not just utilities.
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To enable this, California should create a cause of action allowing fossil fuel companies to be
held liable for harms caused by climate-induced extreme weather events.

Polluters Pay legislation, most recently SB 684 by Senator Menjivar and AB 1243 by
Assemblymember Addis, would apportion damages to the largest polluters for past harm due
to climate change. Creating a Superfund to collect oil company payments for their share of
disaster-driven costs is critical to shifting the cost of disaster recovery and community resilience
from overburdened households. New York and Vermont have already passed similar legislation.

The insurance industry also bears responsibility for climate change, through its investments in,
and underwriting of, fossil fuel projects. Insurance companies have over $500 billion in fossil
fuel investments alone. The state should impose a fee on insurance producer licenses to fund
individual and community resilience projects including home hardening and vegetation
management/defensible space.

#3: Strengthen insurance policyholder protections so insurers pay what they owe survivors.

Insurance companies collect premiums in return for a promise to pay when disaster strikes. In
the wake of disaster, too many report they are not getting what they’re owed. The Department
of Angels surveyed over 2,300 survivors of the Los Angeles fires.'® They found that, nine months
after the fires, a full 70% of homeowners still can’t go home.

Insurance companies must be fully held to their obligations so consumers, and the public safety
nets they fall back on in times of trouble, are not left bearing that burden. Restoring or
rebuilding homes to the highest resiliency standards also requires that insurance policyholders
receive the full benefits they are entitled to.

Transparency to prevent claims handling abuses.

Independent adjusters and licensed contractors prepare detailed estimates based on actual
conditions in the home. Survivors and their adjustors report that too often those estimates are
altered, reduced, or rewritten entirely before being returned to the homeowner.!” Insurers
know that homeowners cannot challenge numbers they are never allowed to see.

Current law®® and regulations?® require insurance companies to provide claims-handling
documents to consumers upon request. What is missing is mandatory disclosure, version
tracking, and penalties that deter manipulation.
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We recommend requiring insurers to proactively provide every version of every loss estimate to
consumers in a homeowner-accessible portal until the claim is fully resolved, and imposing
automatic penalties when documentation is missing, incomplete, or altered without
explanation.

Preventing illegal claims handling delays.

California already has some of the strongest prompt-payment insurance regulations in the
nation. Under existing rules, insurers must: Respond to policyholders within 15 days, accept or
deny a claim within 40 days of receiving proof of loss, and issue all undisputed payments within
30 days.

Yet these regulations are not being enforced in any consistent or effective way. Multiple states
already impose serious penalties for insurer delay. We recommend the state codify these
timelines and impose an automatic 20% annual interest penalty on overdue amounts.

Securing quick payment for those most vulnerable

Additional Living Expense (ALE) coverage pays for the cost of displacement after a home is lost,
or rendered uninhabitable, including rent. Insured families are entitled to up to 36 months of
ALE coverage in a declared disaster, or until policy limits are reached. Renters’ ALE policies are
typically capped in the low tens-of-thousands of dollars range, yet tenants report months-long
delays to receive each ALE payment as they struggle to secure safe temporary housing. As the
wildfire survivors least able to financially withstand months of delay, renters need assurances
they will get what they are owed promptly and without protracted disputes. We recommend
requiring insurance companies pay displaced tenants the full policy amount on ALE or loss of
use coverage up front after a declared disaster.

#4: Preserve the legal rights of survivors to hold responsible parties accountable.

This includes protecting survivors’ right to contract with an attorney on their own terms and
with no limits on recovery of damages; avoiding ‘fast pay’ options that prioritize speed over full
compensation for survivors; and, maintaining the inverse condemnation standard that requires
utilities to pay when their equipment causes disasters.

In exchange for their monopoly on generating and distributing energy to Californians,
the state constitution assigns responsibilities to utilities under the principle of
“inverse condemnation.” The three major investor-owned utilities have the right to
seize property to provide energy. But in exchange, the utilities are held responsible
and must pay for any damage arising from their equipment, actions or inactions.

The application of inverse condemnation is important because it holds utilities
automatically responsible for the multi-billion-dollar tab run up by their negligence.



The principle is sound: if companies put equipment in your yard, they should be
responsible if it catches on fire due to their negligence.

Inverse condemnation is a court-created doctrine that is the “inverse” of eminent
domain. In eminent domain, the government initiates action to take property. In
inverse condemnation, the property owner initiates action because their property
was damaged by the public project on their land.

Require utility shareholders, not the Wildfire Fund, to pay if the utility did not meet the highest
standard of care.

The utilities’ responsibility under the doctrine of “inverse condemnation” has in practice been
significantly narrowed by the courts and legislature, despite a rash of California wildfires caused
by utilities’ negligence.

Pacific Gas & Electric (PG&E) equipment ignited a dozen wildfires in 2017, Cal Fire has
determined, and the utility violated state safety codes in eight of those fires by failing
to clear brush around its lines and failing to maintain its equipment. Edison was found
responsible for the Thomas and Woolsey Fires, and faces responsibility for the Eaton
fire, where its “ghost equipment” and a failure to de-power a high voltage line,
despite conditions that warranted it, caused the largest urban wildfire in California
history.

Instead of doubling down on safety upgrades, the three major utilities spent $4.5
million lobbying in the Capitol in 2018 to foist off the costs of wildfires onto victims
and California ratepayers, based on their filings with the California Secretary of State.

The result, SB 901, while preserving the doctrine of “inverse condemnation,”
socialized the costs of wildfire while continuing to allow companies to privatize their
gains, even when they caused fires, such as Edison’s conduct in the Eaton fire. It
created the rules by which utilities could access a wildfire fund to pay wildfire costs, a
fund whose costs were paid in part by ratepayers and in part by shareholders.

SB 901 granted the Public Utilities Commission (PUC) the right to approve utility
wildfire prevention and mitigation plans. Provided the PUC determines utilities
followed their plans, the utility can pass all costs through to the fund.

Edison is the poster child for the failure of this approach. “Ghost lines” are lines that
are not in use and abandoned, but not removed. As far back as 2001 regulators
proposed eliminating “ghost lines,” like the one that likely started the Eaton fire.
Edison lobbied for a change in the regulations so that it could keep them up until they
declared them “permanently abandoned.” Because Edison claims to have followed
this regulation, it can access the wildfire fund, despite its negligence in not shutting
down the high voltage line in conditions that warranted it, and not taking down the



“ghost line,” that likely caused the fire. Shareholders need to pay under such
circumstances.

Edison, however, can rely on its “safety certification” from the PUC. While the PUC
must later determine if the costs are “just and reasonable,” as a revolving door for
the utilities with a long sad history of regulatory capture, the PUC cannot be relied on
to side with ratepayers.?°

While utilities continue to advocate for an end to inverse condemnation, they and
their shareholders need to be more accountable, not less accountable.

We recommend establishing a negligence standard for when utilities’ shareholders
need to pay, rather than the fund, that is applied by the courts in the County where
the fire occurred, not the Public Utilities Commission. Superior Courts are currently
barred from reviewing PUC decisions, creating a situation where utilities have no
judicial accountability to the people whose homes their negligence may have burned
down.

Utility bills can be reduced without eliminating ratepayers’ right to recover under
inverse condemnation.

Utilities’ shareholders continue to do extraordinary well. They are guaranteed a rate
of return.

As one measure, former SEMPRA executive Mark Ellis argues that investor-owned
utilities should have an allowed return on equity (ROE) equal to their true cost of
capital. He demonstrates that the real cost of equity for utilities today is roughly 6%,
far below the 9-11% returns granted by regulators. Excess returns violate the “just
and reasonable” standard by forcing customers to overpay while delivering windfall
profits to shareholders. Ellis estimates that lowering the cost of capital requirement
from 10% to 6.5% could save California ratepayers $6 billion annually.?! To put this in
context, utilities’ total payout in the 2017-2018 fires for subrogation to insurance
companies was just over $14 billion.

Preserving and expanding utility accountability is the way to deal with wildfires.
Otherwise, utilities will have less incentive not to start fires.
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If money is really the issue, the ROE can be lowered and given back to ratepayers or
diverted to the wildfire fund. Changing inverse condemnation laws is unjust and
sends the wrong message to utilities that have already had their burdens lessened
since 2019.

Thank you for considering our views.
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