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1.	Executive Summary
As increasing risks from natural hazards continue to stress and reshape the insurance market, some insurance 
providers have begun to adjust how, where, and under what conditions they provide homeowners coverage. 
Traditionally, home indemnity insurance policies are repriced annually to reflect changing hazard, exposure, and risk, 
but now, as impacts from climate change become increasingly wide-ranging and costly, historical patterns are less 
successful at predicting future risk. Insurance companies face increased possibilities of loss and may increase their 
rates, issue nonrenewals, or exit the market in high-risk locations.

An equitable, stable, and sustainable insurance market is beneficial for a more resilient future. No single solution 
addresses the challenges in the insurance sector. Creative re-imagining of how insurance might better meet the 
uncertainties of increasing risk yields a patchwork of diverse and innovative strategies. 

In this report, we outline five approaches that offer new pathways for wildfire insurance coverage in high-risk areas: 
voluntary certification programs, community-based catastrophe insurance, parametric models, FAIR state plans, 
and state regulatory reform. For each, we explain what it is, how it works, and where it is currently being tried. 
Considerations of potential strengths and trade-offs for each approach are additionally provided. Table 1 summarizes 
our evaluation of how each approach meets four overarching, long-term goals:

•	 Retain insurance coverage in high-risk areas;
•	 Reduce insurance premiums;
•	 Fill coverage gaps for underinsured homeowners;
•	 Incentivize mitigation of wildfire risk.

Approaches Goals  

Retain coverage in 
high-risk areas

Potential to 
reduce premiums

Fill coverage gaps 
for underinsured

Incentivize 
mitigation of risk

Voluntary 
certification X X X

Community-based 
catastrophe 
insurance

X X X

Parametric  
models X

FAIR state  
plans X X

State regulatory 
reform X X X X

This analysis has two important limitations. First, our research was primarily focused on homeowners, not renters. 
Second, we have not analyzed the unique insurance circumstances facing Tribal members or other residents of 
Native American reservations. Land inside reservations may have unique ownership structures and be subject to 
federal oversight in ways that interfere with private sector insurance coverage, and Tribes have long contended with 
additional administrative barriers to public support systems. 

All of these strategies are potential enhancements for traditional indemnity insurance, not replacements. Layering 
different approaches may ultimately provide the best protection for households facing wildfire risk.
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2.	 Introduction
Insurance policies function by pooling risk across sectors of society. In areas where wildfire risk is the highest, 
home insurance offers residents a financial safety net, making it possible for a household to rebuild or relocate after 
suffering property loss. But insurance also functions as a risk signal and a rising premium rate can reflect growing 
probabilities of harm. Affordable insurance rates may achieve more equitable housing outcomes by providing support 
for at-risk properties, but those same low rates may also convey a false sense of safety to policyholders, creating a 
moral hazard. The interplay between insurance and wildfire has complex and layered implications. 

As increasing risks from natural hazards continue to stress and reshape the insurance market, some providers have 
begun to adjust how, where, and under what conditions they provide homeowners coverage. Traditionally, home 
indemnity insurance policies are repriced annually to reflect changing hazard, exposure, and risk, but now, as impacts 
from climate change become increasingly wide-ranging and costly, historical patterns are less successful at predicting 
future risk. These uncertainties contribute to increased possibilities of loss for insurance companies, who may increase 
their rates, issue nonrenewals, or exit the market in high-risk locations.

In some places, state governments have stepped in to mandate continuation of private insurance policies, subsidize 
escalating premium costs, or intervene with public sector insurance programs. These policies may be effective 
in guaranteeing coverage for homeowners in high-risk areas, but they also serve to mute the price signal of 
escalating risk. 

With an increasingly volatile risk transfer market, individual homeowners are finding it difficult to obtain, retain, and 
pay for insurance. The lack of accessible, adequate, and affordable insurance has cascading implications across all 
sectors of society. Not having insurance or being underinsured can make it difficult for homeowners to recover and 
rebuild in the wake of a wildfire disaster. As the protection gap expands between those with insured losses and those 
without, a community’s ability to financially rebound is weakened, municipal revenue flows including property taxes 
may be diminished, and significant federal investment may be needed to offset recovery and rebuilding costs. 

An equitable, stable, and sustainable risk transfer market is beneficial for a more resilient future. Like other climate 
hazards, wildfire risk is evolving and there is no single solution to addressing the challenges in the insurance sector. 
Creative re-imagining of how insurance might better meet the uncertainties of increasing risk yields a patchwork of 
diverse and innovative strategies. 

To better understand these alternative insurance models, we conducted a deep literature review including scholarly 
articles, industry reports, economic analyses, and advocacy pieces. Our comprehensive reference list is available 
in Section 5. Expert interviews with insurance executives, reinsurance analysts, and innovators in the marketplace 
helped to refine our understanding. Technical terms are introduced and explained throughout the paper, and we have 
summarized them in the glossary (see Appendix A). 

This analysis is incomplete, however, and we acknowledge at least two important limitations. First, our research 
was primarily focused on homeowners, not renters. Since owners have primary responsibility for securing and 
maintaining home insurance coverage, especially if a bank holds their mortgage, we have studied relative affordability 
and insurability for those customers. Renters may face a range of different issues, including whether they stand to 
benefit from their landlord’s home coverage in the event of a loss. Second, we have not analyzed the unique insurance 
circumstances facing Tribal members or other residents of Native American reservations. Land inside reservations 
may have unique ownership structures and be subject to federal oversight in ways that interfere with private sector 
insurance coverage, and Tribes have long contended with additional administrative barriers to public support systems. 
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3.	 Wildfire Insurance Options
Here we offer an overview of five specific approaches that offer new pathways for wildfire insurance coverage 
in high-risk areas: voluntary certification programs, community-based catastrophe insurance, parametric policies, 
FAIR state plans, and state regulatory reform (Table 1). For each, we explain what it is, how it works, and where it 
is currently being tried; then, we describe what it might take to expand the tool to new areas, and offer a summary 
analysis of strengths and trade-offs. 

Finally, we evaluate whether each approach meets four overarching, long-term goals:

•	 Retain insurance coverage in high-risk areas;
•	 Reduce insurance premiums;
•	 Fill coverage gaps for underinsured homeowners;
•	 Incentivize mitigation of wildfire risk.

All of these strategies are understood as potential enhancements for traditional indemnity insurance, not as 
replacements; layering different approaches may ultimately provide the best protection for households facing 
wildfire risk.

Table 1: Alternative insurance models to address increasing challenges with homeowners insurance and increasing wildfire risks. 

Approaches Goals  

Retain cover-
age in high-
risk areas

Potential 
to reduce 
premiums

Fill coverage 
gaps for 
underinsured

Incentivize 
mitigation 
of risk

Voluntary certification
Initiatives that assess and then certify 
properties or neighborhoods based on their 
preparedness for wildfire risks.

X X X

Community-based catastrophe insurance
A grassroots approach to risk management 
where a community collectively pools resources 
to provide financial protection or insurance 
against specific risks or emergencies.

X X X

Parametric models
Insurance that estimates the probability of a 
damaging event occurring, and then offers 
policyholders an automatic payout when that 
event occurs.

X

FAIR state plans
Fair Access to Insurance Requirements (FAIR) 
programs are state-mandated insurance 
pools providing basic property coverage to 
homeowners and businesses unable to secure 
insurance in the private market due to high risk.

X X

State regulatory reform
Insurance is regulated and priced at the state 
level through the state insurance departments, 
each with its own insurance commission led by 
a state insurance commissioner.

X X X X
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Voluntary Certification Programs

Voluntary certification programs are initiatives that assess and then certify properties or neighborhoods based on their 
preparedness for wildfire risks. These programs aim to reduce wildfire-related losses by encouraging best practices in 
property mitigation and risk management. Certification programs can incentivize existing insurance policyholders to 
undertake fire mitigation efforts on their property in exchange for insurance retainment, and in some settings, reduced 
premium pricing. For homeowners who are unable to find insurance or who have had policies dropped, certification 
programs can render their property in a high-risk zone more insurable by demonstrating that they have taken actions 
to reduce risk. When neighborhood-scale fire mitigation efforts have taken place, likely through a program like 
Firewise USA®, certification programs can also validate those efforts for insurance companies. 

How does it work? 
Two types of certification programs are currently in place for wildfire. They are both voluntary. The first is intended 
for individual homeowners, to certify that pre-identified steps were taken on their property to reduce wildfire risk. 
Some states are relying on Insurance Institute for Business & Home Safety (IBHS) standards to guide these efforts 
(e.g., Wildfire Prepared Home). For example, homeowners may ensure vegetation is cleared around structures to slow 
wildfire spread, thereby creating defensible space for firefighters. They may harden the property by using fire-resistant 
materials on the exterior of the home. Some property owners may address the density of trees on their land, working 
with trained forest managers to thin the trees as a tool for modifying wildfire behavior. Certification programs will 
typically send one of their experts to assess and inspect these treated properties, issue documentation that summarizes 
the risk reduction in place, and establish a schedule for regular re-inspection. The certification itself is sent directly 
to the homeowner. If that property owner is already insured, they will convey it to their insurance company. Some 
insurance companies will accept those certifications as evidence of risk reduction and offer reduced premium rates 
or, at a minimum, commit to continued coverage. More importantly, if the property owner is not yet insured, the 
certificate functions as evidence toward insurability; some companies will reconsider policy denials in the face of 
demonstrated risk reduction. 

A second type of certification program applies to entire neighborhoods or communities, encouraging collective action 
to reduce wildfire risks. This approach to certification typically involves community risk assessments to identify 
vulnerabilities, emergency preparedness plans with evacuation routes and communication protocols, and wildfire 
mitigation projects like vegetation management. Since wildfire doesn’t honor property boundaries, reducing the 
aggregate flammability in a neighborhood can go a long way toward managing risk at scale.  

Where is it happening?
Firewise USA Program. This long-standing program run by the National Fire Protection Association (NFPA) 
certifies communities implementing wildfire risk-reduction practices. As of early 2025, the Firewise program had 
worked with more than 2,790 communities to reduce wildfire risks. At least one insurance company, USAA, officially 
recognizes these certified communities and offers a discount for those customers; to date, this program is available in 
ten states only, with an estimated 5% discount. Goals for Firewise community efforts extend beyond immediate fire 
protection, and include strengthening of social cohesion and more robust community collaboration that can benefit 
those areas if a fire occurs. 

Safer from Wildfires. California’s insurance regulations recently (2023) began to require insurers to consider wildfire 
mitigation factors in their rating plans. The Safer from Wildfires program details the steps homeowners can take to 
benefit from three layers of mitigation: structural protections, landscape modifications, and community adjustments. 
Completing each one corresponds to additional discounts with insurance companies as required by California’s 
Department of Insurance. Companies may comply by adjusting their rates, creating new risk models, or surcharging 
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their premiums. Even the FAIR Plan, offered to homeowners in high wildfire-risk areas who cannot obtain coverage 
in the traditional market, has integrated these opportunities into its existing insurance products by offering discounts 
for policyholders that undertake home hardening measures. It’s worth noting that California also has the most robust 
building code regulations in the country for wildfire risk reduction, with Chapter 7A: Materials and Construction 
Methods for Exterior Wildfire Exposure (adopted in 2008 and soon to become California Wildland-Urban Interface 
Code (CWUIC) Part 7) guiding all new construction in hazard severity zones. 

Boulder County Wildfire Partners. Wildfire Partners (WP) is a Colorado certification program that provides 
homeowners with guidance and grants to implement fire mitigation efforts. One of the largest certification programs 
in the country, WP responds to homeowner interest with an initial site visit, followed by remote advising and support, 
and ultimately an in-person inspection that leads to certification. That process takes an average of 1.2 years. Standards 
are developed in consultation with IBHS (see below). With support from a regional insurance association, the 
program has now partnered with several home insurers in the area, including Allstate, State Farm, and USAA, who 
accept WP certification as evidence of mitigation efforts. Some of those insurers offer discounts or other incentives to 
their policyholders. 

Institute for Business and Home Safety (IBHS) Wildfire Prepared Home. The IBHS’s Wildfire Prepared Home 
program certifies single-family homes in California that have met specifications for fire mitigation. Two levels of 
certification are offered: a base level, primarily for retrofits, and a plus level for new construction. Homeowners must 
apply for consideration, and an IBHS inspector visits the property to assess it. Following the initial approval, annual 
maintenance reviews can be done through a self-evaluation with a photo, or through a third party. For example, after 
Paradise’s Camp Fire (2018), the town worked with IBHS to strengthen the town’s resilience. As a result, Mercury 
Insurance announced in January 2025 that it will begin writing new homeowners insurance policies, becoming the 
first major insurer to return. New standards for neighborhood-scale certification, such as IBHS Wildfire Prepared 
Home Neighborhood, have also been released, expanding the reach for this program. 

Strengthen Alabama Homes. One of the earliest state-run insurance programs to incentivize private property 
modification for risk reduction, the Strengthen Alabama Homes (SAH) program funds, inspects, and certifies 
properties for wind mitigation efforts. Homeowners apply for mitigation grants online and sign up for an in-person 
inspection. Any additional costs shouldered by the property owner are eligible for a tax deduction. Once certified, 
homes are eligible for insurance discounts as high as 45%. Preliminary evidence suggests that certified homes 
increase in value by 7%, offering a return on investment that could further incentivize homeowner participation. 
While not an example of wildfire mitigation, the SAH program offers insights into funding structures and incentive 
policies that can be galvanized through statewide recognition of pre-emptive risk reduction actions. 

The Nature Conservancy and Willis. The Tahoe Donner Homeowners Association (TDHA) in Truckee, California, 
has taken the notion of fire mitigation beyond the built environment, to the adjacent forest. The TDHA has conducted 
extensive forest restoration work through its Forest Health Management Program for decades, creating conditions that 
reduce risk for adjacent communities. Partnering with the University of California Berkeley, The Nature Conservancy, 
and the Willis/WTW insurance company, a pilot insurance program reflects these gains. The new policy has a 39% 
lower premium and an 89% lower deductible than it would have absent those changes to the nearby forest. As a 
nature-based solution for reducing risk, the pilot does not address home hardening but offers a compelling strategy for 
connecting ecological work with community risk reduction, creating conditions for insurability and affordability. 

What would it take?
A reliable public funding stream through a county tax has helped Wildfire Partners in Colorado become one of the 
largest and most comprehensive certification programs in the country, offering services to thousands of homeowners 
for very low cost. The organization is housed in the county government’s planning department, which adds coherence 
to its work as a public sector entity. While these institutional dimensions aren’t required for a certification program to 
thrive, they add significant value and stability. Some communities are well positioned to advance a similar program in 
their municipalities. 
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Still, while strong certification programs may contribute to overall risk reduction, they only impact insurance rates 
and coverage when insurance companies choose to engage. While some companies have adopted new rate setting 
strategies that take certification into account, many still do not.  Strengthening ties between certification organizations 
and insurance companies would help to build a more reliable system of incentives to guide homeowners.

Legislative and regulatory reforms can also facilitate the growth of the industry. For example, in counties or states 
with robust building code requirements, like California, certification programs can be integrated into compliance 
mandates. But statewide building codes are controversial and not widely adopted. Colorado has taken a different 
approach, passing a  statewide wildfire building code in 2025 that makes home hardening inspections mandatory 
at the point of sale, adding to a pre-existing list that includes lead inspection, radon assessment, and other long-
standing health and safety requirements. The state has also passed several related provisions, including the creation 
of a wildfire resilience code review board charged with developing standards and building codes that could reduce 
catastrophic losses. These reforms could galvanize the certification industry, creating demands for a qualified home 
inspection workforce.

Experts note that one important way to maximize benefits associated with certification programs is psychological. 
Shifting residents’ current expectations of external support, including home protection from firefighters, disaster relief 
from FEMA, and insurance as a buffer from loss will take a concentrated effort. When homeowners accept personal 
responsibility for reducing their own risk, they may find the costs associated with home hardening to be more 
acceptable. Fostering this mindset change will take significant public outreach. 

Advantages
Risk reduction. Certified properties, especially when certified at the community or neighborhood scale, may be less 
likely to suffer losses, thereby contributing to an overall reduction in claims; this shift would benefit both insurance 
companies and policyholders. Since homes that have fire-resistant materials and mitigation measures in place suffer 
fewer losses, these private actions contribute to insurance company solvency. 

Access to reinsurance for insurance companies. Certification can help insurers secure reinsurance at lower rates 
by demonstrating proactive risk management. For example, if an insurance company demonstrates a commitment to 
working with policyowners who have implemented mitigation measures, their higher solvency rates will facilitate 
access to reinsurance. This has been demonstrated under the Solvency II regulatory framework in the European Union, 
where insurers are now required to consider climate risks in their solvency assessments. With this new tool, insurers 
can highlight their financial stability and become more attractive to reinsurance companies. 

Stronger community relationships. Programs like Firewise build social cohesion across stakeholder groups, 
including residents, insurance companies, forest managers, firefighters, 
emergency response, and local elected officials. These relationships can 
enhance insurers’ reputations as partners in disaster resilience, normalize 
mitigation so that it becomes standard practice, and smooth collective 
action. 

Lower premiums & improved insurability. In some settings, insurers 
offer discounts for certified properties or communities, although it’s 
worth noting that in most instances, especially for individual households, 
the discounts are quite moderate (1% or less). In areas where insurance 
companies are withdrawing or not renewing policies due to high risk, 
certification helps homeowners secure and maintain coverage. 

Access to resources for policy holders. Many certification programs 
do more than just assess mitigation efforts; they offer property risk 
assessments and technical support for homeowners. Some go even 
further, providing funding opportunities for interested property owners, 
including grants and loans. These benefits go beyond financial discounts 

Wildfire Partners reports 
that during the Cold 
Springs Fire (2016) in 
Boulder, Colorado, 8 homes 
were destroyed but the 19 
homes that were mitigated 
with support from Boulder 
County programs survived.
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and into larger-scale capacity building for homeowners, potentially shifting expectations toward greater personal 
responsibility among homeowners for reducing their own risk. 

Trade Offs
Voluntary. When an individual homeowner chooses to conduct mitigation efforts on their property but their 
neighbors don’t do anything to harden their homes, the overall effect on risk remains low. Flammable materials in 
the neighborhood can still create conditions for a damaging wildfire to spread. Risk reduction on private property is 
a collective action problem in this way, and benefits are magnified when multiple, adjacent homes undertake home 
hardening. 

Higher upfront costs benefit wealthier homeowners. For homeowners, investing in upgrades like fire-
resistant roofing or landscaping can be expensive. Retaining technical assistance, applying for inspection, and other 
requirements of a certification program also frequently incur fees. Those high costs are not offset by relatively meager 
insurance discounts. Therefore, certification programs are likely to favor higher-income households.

Transaction costs and administrative burden.  For insurance companies, conducting site inspections and 
discounting premiums may reduce short-term profits. These costs then become long term and iterative, as each 
property will need regular maintenance and inspection. If certification is required through state insurance regulation, 
as in Colorado, those costs may be allocated evenly across the insurance marketplace; however, in the absence of this 
state-level standardization, insurance companies that want to experiment with innovative risk reduction strategies may 
find these costs prohibitive. 

No guarantees. Certified property owners may not find an insurer willing to reward risk reduction with lower 
premiums or retained policies. Beyond these financial calculations, it’s worth noting that even certified properties can 
suffer damage in extreme wildfire events, though the risk is reduced. As these programs expand to address growing 
wildfire risk, public expectations may not be realistic. Most of the data on whether certified homes have a better 
survival rate is still anecdotal. Building an evidence base to support certification will help both insurance companies 
and homeowners. 
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Community-Based Catastrophe insurance

A community-based catastrophe insurance (CBCI) model is a grassroots approach to risk management where a 
community collectively pools resources to provide financial protection against specific risks or emergencies. Unlike 
traditional indemnity insurance, which is typically offered by large companies or governments, CBCI models are 
locally organized and managed, often catering to underserved populations without access to conventional insurance. 
They function through a designed intermediary institution that can secure coverage for the community; for this reason, 
these policies are sometimes called meso-insurance or aggregator models. Often, those intermediary institutions 
are public organizations like local governments or special municipal districts. Decision-making processes in CBCIs 
are often participatory, ensuring inclusivity and transparency. Some CBCIs also build a layer of formalized finance 
through Community Development Reinsurance Institutions (CDRI). 

How does it work?
The establishment of a CBCI policy can provide local households a vehicle for spreading risk among their community 
in ways that reduce the collective burden of harm. An aggregator, which could be an existing public institution or one 
created for the new program, operates on behalf of community members to pool risk and provide policy opportunities. 
In some cases, the intermediary buys insurance but policies are held by individual community members. In other 
cases, the intermediary itself serves as the policyholder and takes on responsibility for collecting premium payments 
and allocating payout funds. The program can be structured in a variety of different ways, depending on local 
priorities, and available policies may be indemnity or parametric. Eligible coverage can include dimensions of loss 
not usually covered by traditional policies. For example:

•	 Compensation for losses. The fund could compensate members for losses caused by wildfires (e.g., damaged 
property, livestock, or lost income) based on a modified indemnity model. 

•	 Emergency response. Structured as an emergency fund, the policy could release aid for displaced members and 
provide temporary shelter, immediate relief supplies, and assistance in evacuation logistics. 

•	 Livelihood protection. The policy could be used to compensate for income loss due to wildfire impacts on 
agriculture, forestry, or tourism. Communities could pool funds to protect shared resources like forests or grazing 
lands. 

•	 Community-Based Reinsurance Partnerships. Smaller-scale CBCI initiatives could partner with larger institutions 
to secure reinsurance. This additional layer over coverage would extend the financial capacity of the policy to 
cover high-cost events like severe wildfires. 

•	 Incentivizing Risk Reduction. Members who actively reduce wildfire risks through home hardening, defensible 
space creation, or forest management could receive premium discounts or other benefits. 

Where is it happening?
To date, there are limited examples of stand-alone CBCI schemes for wildfire in the United States. But pilot efforts 
to deploy creative insurance strategies at the community level in response to flood risk offer relevant test cases. The 
examples highlighted here offer glimpses of how communities can come together to build a financial buffer that 
benefits residents. 

Isleton, CA Community-Based Flood Insurance Pilot. The small town of Isleton has long faced repeated flooding. 
Insurance has been made available through the federally-underwritten National Flood Insurance Program (NFIP) and 
administered through California’s Division of Water Resources (DWR) but those policies are unaffordable for many, 
leaving 50% of floodplain residents uninsured. The community voted in 2023 to create a new Geological Hazard 
Abatement District (GHAD) to serve as the intermediary institution for CBCI. The DWR provided up-front capital 
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through a seed grant of $200K, and the community developed a parametric community-based insurance program. The 
core components of the program align with traditional parametric policies, including the establishment of agreed-upon 
trigger points and streamlined payouts, but instead of functioning statewide or companywide, the program operates 
only in the Isleton community. Payouts are intentionally small, and the policy will need to be augmented by other 
forms of insurance to fully compensate residents in the event of a disaster; still, the creation of a flood insurance 
solution by and for a community offers a roadmap for other neighborhoods facing wildfire risks. 

Center for New York City Neighborhoods. Many years of coastal, storm-surge, and rainfall-related flooding in 
NYC has had disproportionate impacts on lower-income residents. They face weak flood insurance coverage and 
extended delays in payments from insurance companies. To address these concerns, in 2023 the Environmental 
Defense Fund, SBP social impact organization, and the NYC Mayor’s office partnered to develop a community-based 
pilot program that would offer parametric flood insurance to low- and medium-income households. The Center for 
NYC Neighborhoods functioned as the intermediary institution (the “aggregator”), and after an extensive stakeholder 
outreach process, the pilot team developed an innovative meso-insurance model. The Center is itself the policyholder, 
filling a critical role that was unavailable to individual low-income households. When the flood trigger point is met, 
that institution will distribute the payout among participating families. 

What would it take? 
Creating a CBCI for any hazard is a multi-step process that can be technical, time consuming, and expensive. 
Program design can vary widely, depending on what type of coverage will be provided, under what conditions, and 
with which funding model. Any approach will also include attention to process elements like the establishment of an 
appropriate intermediary institution, allocation of decision-making authority, and frameworks for payout distributions. 
For wildfire, this kind of risk coverage is still aspirational, but perhaps lessons from floodplain communities can be 
instructive.  Communities already in socially organized collectives to manage wildfire risk – Community Wildfire 
Protection Plans (CWPPs), fire districts, or Potential Operational Delineations (PODs), for example – might find the 
creation of a CBCI more feasible.

Many CBCIs create a formalized governing body, draft bylaws, and establish protocols for transparency. Registering 
the new CBCI with the state may be required, and all Western states have minimum reserve requirements that require 
insurers to maintain minimum capital and surplus amounts, depending on the type of insurance. Overall, most states’ 
insurance legal minimum reserve requirements are 8 to 12% of anticipated claims. 

Given this reserve requirement, and in the context of up-front capital needs described above, establishing a new CBCI 
is likely to be cost-prohibitive for many communities. Tapping into available state or federal cost-share opportunities 
could help to offset those expenses, and some communities may find alignment with mission-driven NGOs that 
offer grant support. Neighborhood associations or municipal agencies may also be incentivized to support this kind 
of effort, potentially serving as an intermediary for the community. Partnering with a CDRI is perhaps the strongest 
pathway toward financial viability, although this may be out of reach for smaller communities. With a focus on 
providing catalytic financing and risk pooling support for under-served and under-insured communities, CDRIs can 
bolster the foundation of a CBCI.  

Advantages
Lower costs. Premium prices for homeowners are typically small and affordable, tailored to the economic capacities 
of the members. This is because members share risks by pooling their resources, reducing the financial burden on any 
single individual during a crisis. 

Flexibility & inclusivity. Terms, coverage, and payout mechanisms can be customized to fit the cultural and social 
context of the community. This small-scale localized model also provides coverage for marginalized or low-income 
groups excluded from formal insurance systems. 

Focus on local needs & resiliency. The model addresses some risks specific to the community, such as crop failure, 
health emergencies, natural disasters, or livelihood disruptions. This also strengthens the community’s ability to cope 
with and recover from unexpected shocks and promotes solidarity and trust among community members.
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Aggregation. Empowering an intermediary institution to access insurance for a defined group offers reach that 
individual residents likely lack. That institution can become a trusted agent for its intended beneficiaries, serving as a 
liaison between residents and the insurance companies. 

Tradeoffs
Limited resources. Small funds may not cover large-scale risks or multiple concurrent claims. Policyholders 
will need to stack or layer their coverage to ensure full compensation in the event of a disaster. Long-term 
viability requires adequate reserves and financial literacy, which may not exist in all communities. Lower-capacity 
neighborhoods, including small and rural communities, may be unable to launch a new CBCI without significant 
external support. 

Unregulated. Without oversight, mismanagement or fraud can undermine trust and efficacy. Many smaller CBCIs 
lack formal regulatory guidance. 

Lack of awareness. Communities facing wildfire risk may not be aware of non-traditional home insurance options 
like CBCI. Households may not have strong relationships with their neighbors, and without a local champion and 
significant up-front resources, it will be difficult for most communities to start such a scheme. 
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Parametric Models

Parametric (or index) insurance estimates the probability of a damaging event occurring, and then offers policyholders 
an automatic payout when that event occurs. This differs from traditional indemnity insurance, which covers the 
actual loss incurred from the event after it has taken place. For parametric policies, insurance companies establish a 
trigger point for a known hazard, and identify a payout amount that will be disbursed to policyholders automatically 
when conditions meet that trigger. Those funds can then be used to cover any of the losses suffered by the 
policyholder, including those brought on by disruptions to business or education gaps. Index insurance policies have 
been most commonly used across a range of agricultural settings to manage precipitation risks like floods and drought. 
For wildfires, parametric wildfire insurance payouts would be triggered by a pre-identified, measurable aspect of an 
advancing wildfire. 

How does it work?
By insuring against the probability of an event occurring, a parametric policy will pay out based on whether a 
pre-established trigger or threshold has been met. Unlike traditional indemnity insurance, a parametric policy will 
dispense an agreed-upon amount to each policyholder, obviating the need to inspect or value losses. In other words, 
since the payout occurs independently from any immediate value estimate, the insurance company’s role is assessing 
the parameter and approving payouts only. This streamlined process contributes to faster processing times and 
reduced transaction costs, making parametric insurance widely accessible. Further, with a monetary payout that isn’t 
explicitly tied to measurable property damage, policyholders may use their funds to compensate for a wider range 
of disruptions associated with the event. For example, in business settings, index insurance tied to natural disaster 
triggers can help companies buffer against supply chain disruptions, transportation delays, and other losses. In these 
ways, parametric policies can help cover economic losses and disruption to quality of life, whereas indemnity policies 
cover only the loss of physical assets. The strategy helps to cover non-physical losses.

Parametric insurance has been likened to the first responder in a financial emergency: policyholders still need other 
solutions for full recovery, but in the immediate aftermath of a disaster, it can play an essential role. Especially 
for underinsured households, parametric policies can add a layer of protection, potentially as an add-on to a weak 
indemnity policy or FAIR plan coverage, helping to offset costs.

Most parametric policies insure entire communities, collectives, or local institutions, and less commonly individuals; 
in part, this is because trigger points apply to an entire insured unit. For example, in the agriculture sector where 
precipitation variability can damage crops, a geographically defined farming community may collectively purchase 
parametric insurance with a parameter set to rainfall amounts as a hedge against flooding. When the trigger point is 
reached at the agreed-upon weather station, every farmer in the community will be paid. Some farmers may have 
experienced more severe damage than others, but the policy will pay the same amount to all. Since a data-driven 
approach to establishing that trigger will draw from localized weather information, the policy covers only the defined 
local group. Other policyholders in different settings will be insured for different, more locally accurate, trigger points.

Policy design rests in part on the establishment of the appropriate trigger. Since the same trigger point will release 
the previously agreed upon payout funds to all policyholders, much attention is paid to the development of that key 
parameter, including what will be measured, how frequently, where, and by whom. For example, trigger points in 
the agriculture sector may be defined by crop yield, rainfall, wind speeds, or other externally measured parameters. 
They will be determined based on historical weather data, identifying the difference between normal variability in 
precipitation and flood-level rainfall amounts. Identifying appropriate triggers for wildfire may be challenging given 
the stochastic nature of impacts, and experimentation will help. Examples of trigger points in wildfire contexts could 
include air quality criteria that are tied to smoke levels, the loss of power, location within a declared evacuation zone, 
or proximity to an active wildfire. These triggers should be verifiable by third parties via satellite imagery, weather 
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station data, or other public information. The clarity and reliability of the trigger point are crucial to policyholder trust 
and successful program implementation.

Where is it happening?
While still limited, interest in the use of parametric insurance for wildfire risk in the U.S. is growing. Novel 
applications of parametric insurance for managing risk associated with other climate hazards are also instructive, as 
they may offer insights into institutional arrangements and design possibilities. Several examples stand out:  

Jumpstart offers earthquake parametric insurance in California, Washington, and Oregon. The first company to offer 
parametric insurance in the U.S., Jumpstart’s policies are available for both individuals and businesses. Measuring 
peak ground velocity (PGV) within a census block, the company creates an “earthquake payment zone” using data 
from the USGS to determine the trigger. Policyholders in that block receive an immediate payout if a qualifying 
earthquake occurs. The policies are intended to fill a protection gap among underinsured residents. Initial program 
pricing (2024) offered a payout of up to $10K for homeowners and $20K for small businesses per event. 

StormPeace is a parametric insurance policy designed to cover hurricane-related risks for individuals in Florida. 
Payouts are tiered to the distance of a policyholder’s home from the eye of the hurricane and the severity of the storm. 
This structure, with tiered payouts that approximate gradations of impact, offers a creative pricing system. If trigger 
conditions are met, policyholders are paid even if the storm doesn’t make landfall. Payments are made digitally, 
reducing delays. 

Puerto Rico faces risk from hurricanes and earthquakes, with recent storms ranging from Hurricane Maria and 
Hurricane Irma in 2017 to southwestern Puerto Rico earthquakes in 2019. While 60% of properties in Puerto 
Rico have homeowners insurance, fewer than 4% have flood insurance. As a result, the island has had to consider 
innovative strategies to protect its residents. A sovereign parametric policy secured from global insurance firm Aon 
has now been launched in partnership with FEMA to fill these coverage gaps. Importantly, the new policy is intended 
to satisfy FEMA’s requirement that recipients of disaster relief funds “obtain and maintain” (O&M) insurance. In 
this way, the new parametric approach not only provides new funding for residents who lack insurance access, it also 
makes it possible for those same households to receive additional post-disaster support from the federal government. 

What would it take?
To realize the potential for building parametric wildfire insurance policies in wildfire-prone areas, technology 
advancements are essential. The parametric insurance marketplace is driven by data science as a tool to assess risk, 
identify appropriate trigger points, and determine payout amounts. Triggers generally build on four key components: 
historical weather patterns (real or modeled), the probability of a negative event occurring, an agreed-upon method 
for detecting when that event has occurred, and a financial system that links the occurrence of that event to payment. 
Likelihood has to be both measurable and plausible so that customers see the value. Some insurers rely on their own 
data collection approaches, while others contract with specialized wildfire modelers.

Even with access to robust tools for assessing risk, insurance companies will have to develop a clearer understanding 
of the primary asset to be covered by a trigger point. If home loss is the focus, then the trigger point will rest on a 
parameter that predicts structure loss, for example fire severity and proximity. If critical resources and watershed 
health are the focus, then the trigger point might stem from a parameter that predicts changes to air and water quality. 

Regulatory dimensions are important here. Some states still do not recognize parametric models as an approved form 
of insurance; they might understand it as simply “gambling on the weather.” As of early 2025, only Vermont, New 
York, and Puerto Rico have updated their laws to include parametric contracts. Within Western states, regulation has 
been slower. Colorado’s Division of Insurance sought public comments in October 2023 on a parametric insurance 
policy concept aimed at stabilizing the homeowners insurance market, particularly in response to increased wildfire 
events. No new policy has yet been adopted. In California, while there isn’t explicit legislation for parametric 
insurance, the state has explored changes in its regulatory sphere to become more flexible and adopt forward-facing 
models in insurance, allowing more leeway for building parametric insurance policies.
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Beyond this kind of legal recognition, several other regulatory provisions can also influence the ability of insurers 
to offer parametric policies (see Regulatory Reform). Some states define the methods insurance companies are 
allowed to use in setting rates; for example, California had a long-standing restriction on the use of catastrophe 
models for predicting future wildfire trends. That prohibition was lifted in 2024, potentially opening a door for more 
robust projections that could support a new parametric approach to coverage. As science, technology, and regulation 
contribute to better, more timely data availability, insurance companies are more likely to find viability in adding a 
parametric product.

Existing insurance carriers are the most likely sources for new parametric policies, and advocates have described 
a potential opportunity for bundling index tools with existing indemnity policies at the household level. Relative 
exposure for the insurance company would be low, as parametric policies place an identifiable cap on total payouts in 
even a catastrophic event. Setting an appropriate trigger – one that consumers will support, that is founded on data-
driven evidence, and offers the company a pathway toward profitability – will be essential for success. 

Advantages
Faster payouts. Based on a pre-agreed trigger point, parametric policies can pay out very rapidly when that 
threshold is reached. Unlike indemnity losses, no agent needs to inspect the site; this streamlines payouts and reduces 
transaction costs. Most parametric claims are paid within 30 days, and when policyholders have set up digital 
payments and linked their bank accounts ahead of time, delivery of financial support can occur within hours. 

Flexibility. Since payouts aren’t tied to losses, the policyholder is free to use the funds to cover any economic loss 
related to the event, making these policies more flexible than a traditional indemnity policy. For example, a small 
business owner may suffer disruptions to sales during the fire, and could use the funds to recover many broad 
losses associated with extended power outages. Where indemnity policies protect assets, parametric policies protect 
balance sheets. 

Coverage for Tourism-Dependent Economies. Regions dependent on tourism can purchase parametric insurance 
to offset losses when wildfires disrupt tourist activity, potentially using smoke conditions or road closures as triggers. 
In these ways parametric policies could provide an immediate buffer for wildfire-induced closures of parks, resorts, or 
hiking trails, supporting local businesses. 

Reduced fraud. With pre-agreed-upon triggers and payouts, a third-party verification system can validate the flow 
of payouts to policyholders relatively easily. Unlike indemnity claims, parametric payouts do not include subjective 
assessments of property damage. This builds transparency and trust among consumers. 

Calibration. Since parametric policies don’t have deductibles or exclusions, the client has potentially more freedom 
to decide how much coverage they purchase. The trigger is the same, regardless. These stable financial dimensions 
create clarity for new customers and may help to foster participation in an otherwise unfamiliar program. 

Accurate risk signal. The risk signal in a parametric policy is potentially clearer than in a traditional indemnity 
policy, since the terms of the gamble are transparent to all participants. More widespread uptake of parametric 
policies could contribute to increased risk awareness and potentially motivation to enact other risk reduction strategies 
like home hardening. 

Additionality. Experts agree that parametric insurance alone is unlikely to cover wildfire damages, and instead 
should be seen as an add-on to a more traditional indemnity policy. In this way, for example, a household that suffered 
home loss would receive a payout from their parametric policy in the immediate aftermath of the wildfire. Those 
funds could help the policyholders secure temporary housing and satisfy other emergency needs, bridging the time 
gap while the larger payout from the home indemnity policy is being processed. Layers of coverage offer different 
amounts at different times, creating a mosaic of financial support for affected households. 
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Tradeoffs
Basis risk. The gap between the monetary cost of the loss and the amount of the payout is called basis risk. Since 
parametric insurance pays its customers in predefined units and doesn’t assess losses, basis risk can be high. When a 
policyholder suffers extreme losses but the payout doesn’t cover their costs, this is negative basis risk; when a policy 
holder receives a payout but didn’t suffer costly losses — perhaps due to terrain, geography, or intentional efforts to 
reduce exposure — it is positive basis risk. High basis risk can weaken consumer trust and potentially undermine 
companies’ profit margins. 

Lack of awareness. Since parametric policies are still relatively new outside of the agriculture sector, the tool may 
be unfamiliar to insurance buyers and brokers who are used to selling traditional indemnity policies. Many parametric 
products are also under-regulated because insurance laws are designed to address indemnity insurance. Banks may 
also not recognize parametric policies as assets, limiting their value for rate-setting by lenders. 

Insufficiency. Most useful for moderate frequency - moderate impact hazards, parametric policies are not designed to 
cover the entirety of extreme losses. Policyholders will have to purchase other forms of insurance to complement the 
parametric policy for more comprehensive coverage. Layering policies in this way is likely to increase overall costs, 
making the approach less accessible to low-income residents. 

Lack of incentives. Without any loss inspection required, a parametric insurance policy does not create opportunities 
for conditionality: homeowners who have hardened their properties will be insured at the same rate and with the same 
payout as neighbors who have not modified their homes. As a matter of public policy, this potentially obviates an 
important risk reduction tool. Linking parametric policies to adaptation measures taken by the policyholder would 
mean modifying price structures to account for reduced risk on site. 
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FAIR State Plans

As private insurers scale back coverage or exit high-risk markets, state governments have stepped in to ensure 
continuous coverage. Initially designed as insurers of last resort, Fair Access to Insurance Requirements (FAIR) 
programs are state-mandated insurance pools providing basic property coverage to homeowners and businesses 
unable to secure insurance in the private market due to high risk. Funded through assessments on private insurers 
operating in the state, these programs aim to prevent insurance market failures and protect vulnerable policyholders. 
As wildfire losses mount and claims increase, FAIR programs face financial pressures. These policies have also been 
criticized for muting the risk signal to homeowners by guaranteeing affordable insurance coverage in dangerous areas. 

How does it work?
FAIR plans serve as insurers of last resort, meaning they are only available to policyholders who cannot obtain 
coverage in the private market. To fund a FAIR plan, state governments designate and regulate insurance companies 
through a pooled market, in which all insurers operating in the state are assessed in proportion to their market share. 
That means every existing insurance company is required to contribute to funding the state’s FAIR plan, building a 
larger risk pool and providing reliability for underwriters. Reinsurance through global markets may also be secured to 
support large-scale disaster events. When FAIR plan payouts are high, for example following a large-scale fire event, 
states may briefly increase the assessment amount to stabilize the marketplace. This places additional pressure on 
insurance companies in the state, many of which are likely also paying out claims to their own customers following 
the same fire event.

Compared to private home insurance policies, FAIR plans tend to offer less coverage at higher rates. They typically 
offer basic property insurance, but often do not cover all perils. Premiums may be higher than standard market rates, 
subject to approval by state insurance regulators. As with private insurance, claims are assessed by adjusters and 
paid out based on the terms of the policy, up to coverage limits. Many FAIR programs now require or incentivize 
policyholders to implement risk mitigation measures like home hardening. 

Where is it happening?
Across the United States, 34 states and Washington, D.C., have or are building FAIR plans. The policies cover a 
range of hazards including wind storms and floods. Three examples of wildfire FAIR policies and one flood policy in 
Florida offer preliminary lessons about how well this strategy succeeds.

California FAIR Plan. The California FAIR Plan provides fire insurance coverage to residential and commercial 
properties in wildfire-prone areas where private insurers have declined coverage. Initially established in 1968 to cover 
brush fires, the Plan gained new prominence after devastating wildfires in the state, including the Camp Fire (2018) 
and Dixie Fire (2021), led private insurers to reduce coverage in high-risk areas. Since 2020, increased wildfire risk 
has led to ballooning participation in FAIR plans, where the number of policies covering dwellings has increased 
by 123% and commercial properties by 161%. At the same time, premium prices have dramatically increased 
(199% residential / 496% commercial). A pilot program (2023) has sought to incentivize policyholders to take home 
hardening measures in exchange for lower premium rates, but uptake remains low. Over-extended and over-exposed, 
the FAIR plan faced more than 4,700 claims in the first month following the Los Angeles wildfires (2025). Just under 
half of those claims were for total losses, threatening the viability of the program: with an estimated $377 million 
available, the wildfires caused $250 billion in damages. In January 2025, the state authorized a $1B assessment – the 
largest in the program’s history – to fortify the program’s ability to pay its policyholders. That assessment draws from 
other insurers in the state, who are authorized by regulation to pass up to half of those costs to their own policyholders. 
The remainder of those costs fall to the companies themselves, further weakening their position in the state and 
driving up rates. Indeed, within weeks of the fire, State Farm requested a 22% rate increase.
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Oregon FAIR Plan. The Oregon FAIR Plan is a much smaller program, operated by a nonprofit association that 
provides property insurance to individuals and businesses unable to obtain coverage due to wildfire risk. Participation 
in the Plan has grown significantly after recent wildfires, especially the Alameda Fire (2020), leading some insurance 
providers to leave the state and others to raise premiums. Like California, Oregon has worked to link FAIR Plan 
eligibility to compliance with the state’s defensible space standards, encouraging property owners to adopt fire 
mitigation practices. Oregon’s FAIR plan has not been tested by a wildfire event that matches the scale of the 2025 
LA fires. 

Colorado FAIR Plan. Colorado launched its FAIR plan, called the Colorado Insurance Stability Plan (CISP), in early 
2025 to provide property insurance coverage to residents who cannot secure private insurance due to wildfire risks. 
Homeowners must demonstrate a failed attempt to obtain private insurance to be eligible, after which CISP offers 
coverage of up to $750,000 for residential structures and $5 million for commercial properties, excluding personal 
liability and flood. To do this, the Colorado Division of Insurance has secured $300 million in reinsurance to buffer 
catastrophic losses, largely through private reinsurers. As one of the most recent states to adopt a FAIR plan, the 
success of Colorado’s approach remains to be seen as it continues to experience increasing wildfire risk.

Florida FAIR Plan. This plan has operated through Citizens Property Insurance Corporation (CPIC) since 2002 as 
an insurer of last resort. This plan provides hurricane and windstorm coverage, not wildfire, but it offers an important 
case example. As of early 2025, there were over 1.3 million policies in place, more than double pre-2020 levels. This 
is mainly due to Hurricane Ian (2022) and Hurricane Milton (2024), both damaging storms that led to spikes in loss 
claims. Rapid growth in the FAIR plan was widely seen as unsustainable and CPIC is now working to transition 
policyholders back to traditional private insurance policies, a process known as depopulation. Over 300,000 policies 
were transferred in 2024. The Florida Office of Insurance Regulation (OIR) has undertaken a series of regulatory 
reforms to facilitate these shifts, including revised rate structures, capped coverage for high-value properties, and 
stricter eligibility standards. As such, homeowners qualify for the FAIR plan only if the lowest quote they get from a 
private insurer is more than 20% greater than the CPIC quote. 

What would it take?
There is little support for investing in an expansion of FAIR programs for wildfire coverage. The challenge is not how 
to build or expand these opportunities, but rather how to better invest in a functioning insurance marketplace so that 
demands on unsustainable FAIR plans are minimized.

Reforms to existing FAIR programs reflect these ambitions. For example, Florida has actively sought to shift FAIR 
policyholders out of their flood insurance program by authorizing private companies to take on these new customers. 
Insurers in the state have confirmed that overall stabilization of the insurance market, partially a result of a functioning 
FAIR plan program, has made it possible for them to accept previously risky customers. New insurers have begun to 
enter the market in Florida as overall market risk declines, further advancing affordability goals. To date, more than 
300,000 FAIR policies have been transferred to the private market. Perhaps other states will pursue transfer to private 
markets as a way to keep FAIR programs small, sustainable, and limited to only the highest wildfire risk properties.

Other states are pursuing different kinds of reforms to improve their FAIR plans in the face of escalating hazards. In 
2024, just before the catastrophic LA fires, California had begun a process of modernization for its plan through its 
Sustainable Insurance Policy. The new approach, launched by the Insurance Commission, raised coverage limits for 
larger properties and commercial entities. With unprecedented high payouts following the LA fires, increasing those 
amounts may now seem like an unwise reform; still, guarantees of coverage for high-cost commercial losses were 
welcomed across the sector as a tool for stabilization of losses. 

Advantages
Insurance Access for High-Risk Areas. FAIR plans ensure that property owners in wildfire-prone regions can obtain 
basic insurance coverage when private insurers deem the risk too high. FAIR plans are particularly valuable for low-
income homeowners or those in underserved areas who may not be able to afford high premiums in the private market. 
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Market Stabilization. By acting as an insurer of last resort, FAIR plans potentially prevent insurance market failures 
in high-risk areas. This stabilizes property markets, supports local economies, and mitigates the risk of mass property 
abandonment due to lack of coverage. Knock-on effects include stabilized municipal bond ratings and continued 
profitability of the building and real estate markets. 

Incentive for Risk Mitigation. Some states link eligibility or premium discounts to home hardening measures, 
encouraging homeowners and communities to invest in wildfire risk reduction strategies, such as defensible spaces 
and fire-resistant building materials.

Tradeoffs
Financial Instability. Several drivers threaten the financial foundation of state FAIR plans. Catastrophic wildfire 
losses over time have led to a significant increase in both the number of policyholders and the total amount of claims. 
And since FAIR plans rely on assessments of private insurers to cover deficits, when more insurers reduce their 
exposure or leave the state, that funding source shrinks. Already, premiums under FAIR plans are often insufficient 
to cover the rising costs of claims, as rates are constrained by regulatory caps designed to ensure affordability for 
policyholders. Many FAIR plans purchase reinsurance to spread risk, but the cost of reinsurance has been rising 
due to the global increase in climate-related disasters. These costs are often passed on to policyholders through 
higher premiums.

Limited Coverage Options. FAIR plans typically offer only basic property insurance, often excluding liabilities and 
other additional coverages that private insurers might provide. This leaves policyholders underinsured, with limited 
protection and the need for supplementary coverage. They are intended to function as a temporary solution for high-
risk policyholders until they can secure private coverage, but those alternatives are increasingly scarce and many 
remain reliant on FAIR plans for extended periods.

Burden on Private Insurers. FAIR plans are funded in part by assessments on private insurers. As more 
policyholders turn to FAIR plans, these assessments increase, potentially disincentivizing private insurers from 
operating in the state or leading to higher premiums for private insurance policyholders.

Potential for Moral Hazard. By providing a safety net, FAIR plans may inadvertently reduce the urgency for 
property owners or developers to avoid building in high-risk areas. This can exacerbate the underlying risk of 
wildfires and increase long-term costs.
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State Regulatory Reform

Reforming insurance in an era of increasing risk from wildfire can occur at the legal and regulatory level, resulting 
in much broader modifications to the marketplace than anything an individual company might be able to drive. The 
U.S. insurance industry is regulated at the state level through state insurance departments, each with its own insurance 
commission led by a state insurance commissioner. Many states have regulated the insurance industry to keep rates 
low to protect consumers but in some of those locations, escalating wildfire disasters have resulted in significant 
financial losses for insurance companies; when those losses become unsustainable, and raising rates isn’t allowed, 
the company may find no other options short of leaving the market entirely. Now, some states are working to attract 
and retain more companies, allowing innovative approaches to rate setting that can help to build a competitive 
marketplace that both benefits consumers and stabilizes pricing. At the same time, novel approaches to measuring risk, 
supporting affordability, and providing transparency can also be addressed through regulatory reform. Advocates for 
reform include insurance companies, citizens, and government institutions. 

How does it work? 
Regulations are led by the state’s insurance commissioner (IC), a role that is established in a variety of ways across 
states. In 37 states, the position is appointed. Usually, the governor appoints a non-partisan IC, but two states 
empower the multi-member insurance commission to appoint its own leader. In 11 states the position is identified 
according to political party and determined by election. Some states support an independent IC agency while others 
house the commission within their finance departments or even state fire service. Despite these wide variations, the 
same three broad tasks fall to most commissioners: regulating insurance, ensuring sustainability and solvency in the 
market, and protecting customers. 

Often, regulatory changes are instigated by a new statute; when passed, the new law will trigger action by the pre-
existing insurance commission. The process can be time consuming, as all states include a mandatory public comment 
period for any proposed changes. In the absence of a new statute, regulatory reform may be pursued following a 
critical event, such as a wildfire event, or through public concerns conveyed through elected representatives. In some 
settings, the governor of a state can prioritize regulatory reform to achieve political goals. 

While regulatory reform can go in many directions, recent state efforts for wildfire insurance have focused on four 
common themes. First, states turn to regulations to guide rate setting. They may want insurance companies to keep 
insurance affordable or better incorporate risk in their pricing, although those two ambitions are often in conflict 
with one another. They may also require or prohibit certain modeling methodologies for assessing risk. Some have 
begun to incentivize mitigation efforts by homeowners, adopting guidelines or mandates for insurance companies 
to incorporate those actions into their pricing models (see Voluntary Certification Programs, above). Second, states 
have fostered improved disclosure requirements through regulatory reform. For example, they may require insurance 
companies to share risk ratings and methodologies with their policyholders. Third, many states have created, limited, 
or modified the regulatory landscape for their own FAIR plans to serve as insurance of last resort (see FAIR State 
Plans). Fourth, states have turned to regulatory frameworks to create conditions that are more or less conducive to 
experimentation in the sector, opening the door for insurance companies to offer creative solutions like parametric 
policies (see Parametric Models). 

Perhaps not surprisingly, insurance companies agree that when it comes to regulation, less is more. They are quick to 
acknowledge that regulations intended to foster oversight and accountability are welcome. But when companies are 
trying to balance risk with pricing viability, they need maximum flexibility. These desires for creativity may conflict 
with states’ desires to reign-in an industry that might not be contributing to risk reduction or economic viability in 
the sector. 
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Where is it happening?
Most states have not regulated wildfire insurance specifically, and instead rely on broader legal frameworks that 
guide the sector. As wildfire-related losses mount, more states will consider whether targeted regulatory interventions 
could improve outcomes. In a few places, these kinds of reforms have already had powerful effects on the insurance 
marketplace. 

California In response to rising auto insurance rates in the 1980s, California voters approved Proposition 103, 
designed in part to stabilize premium costs through a set of regulations that applied well beyond the automobile sector. 
Those changes had unintended and deleterious effects for the industry. Requirements that insurance companies obtain 
insurance commission approval for any rate increases led to extensive delays. Insurance companies were forbidden 
from factoring in reinsurance costs in their rate setting, making it impossible for them to pass along escalating costs 
to customers. And companies were barred from using forward-looking climate models to establish risk-responsive 
pricing. The combination of these regulatory requirements contributed to widespread company departure from the 
state; by 2023, 7 of the 12 largest insurance companies had paused new policies or left the state entirely. Since then, 
California has modified these rules to recruit insurers back to the state, and to better capture real risk estimations in 
prices that benefit policyholders. The state has been an early adopter of regulations requiring insurers to incorporate 
wildfire safety standards into their rate filings and offering discounts for those mitigation efforts through the Safer 
from Wildfires framework (see Voluntary Certification Programs).  In 2023, the state began allowing insurers to 
consider future climate risks when setting premiums; these adjustments have already helped to stabilize the insurance 
market. And California is one of only a few states that require insurance companies to include a “law and ordinance” 
provision, allocating an additional 10% to each payout following a home loss so that rebuilding can meet updated 
code requirements. 

Colorado Legislation adopted in 2025 (HB1182) includes several regulatory adjustments designed to benefit 
consumers and stabilize the marketplace. New disclosure requirements are mandated, requiring insurers  to inform 
homeowners about wildfire risk mitigation opportunities and provide them with a defined pathway to appeal any 
risk assessments affecting their premiums. Companies are required to utilize a risk model or scoring system to drive 
underwriting rates. Policyholders are now given an opportunity to conduct mitigation activities on their property, and 
companies must take those into account. Finally, the new law requires companies to also consider statewide activities 
that contribute to reduced risk for homeowners; for example, two helicopters were recently purchased to help 
suppress wildfires in the state, ostensibly reducing overall risk of loss. Next, new regulations will be crafted to support 
these goals. The hope is that regulatory reform will drive down premium rates, incentivize mitigation efforts for both 
property owners and the state, reduce wildfire risk statewide, and create conditions that relieve some of the current 
pressure on the state’s FAIR plan by building more affordable and accessible insurance policies. 

Oregon In 2023, Oregon passed SB82 which made four important regulatory changes to the wildfire insurance 
landscape. First, in an effort to protect customers from unexpected non-renewal notices, the new policy requires 
disclosure from the insurance company for any cancelled policy or rate increase of more than 10%. If the company 
used a risk score to determine these changes, the customer will be advised on steps they can take to remedy their score. 
Second, the law requires that insurance rates reflect mitigation efforts; partnering with IBHS’s Wildfire Prepared 
program (see Voluntary Certification Programs), the state has begun to connect newly established home hardening 
requirements with defensible space standards. Third, the law includes some flexibility on rebuilding timelines for 
policyholders, again intended to improve outcomes for residents who have suffered a loss. Lastly, the new law took a 
strong stance on the use of politically contentious wildfire risk maps that some had feared would be used to drive rate 
setting. Now, use of any such maps is prohibited for insurance companies despite insurance companies using their 
own non-public proprietary risk models for rate setting. While the implementation of these regulatory adjustments are 
still in early stages, the case of Oregon’s comprehensive regulatory reform is being closely watched. 

What would it take? 
Experts note that gaps in data quality and access continue to undermine regulatory reform efforts. For example, 
satellite and drone-led home inspections, conducted from above, frequently miss critical mitigation activities that have 
occurred on a given property, leading to inaccurate assessments and potentially incorrect rate setting. When insurance 
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companies are required to incorporate these bad data into their policies, the data weaknesses are amplified. With this 
in mind, experts point to improvements in data collection, more regulatory flexibility in which kinds of information 
are allowed for insurance companies to set rates, and investments in standardized risk assessment tools as strategies 
to smooth the foundation for more robust regulatory reform. Some insurance experts have called for the creation of a 
wildfire “data commons” to house data across states, creating a level playing field for the industry. 

Advocates for insurance reform come from public, private, and nonprofit sectors. If organized and backed by evidence, 
they may find success through established institutional channels. Indeed, consumer demand, catalyzing events, insurer 
advocacy, political will, and regional influence can all create conditions that favor reform. If a particular state has 
undertaken regulatory reform with demonstrated positive results, neighboring states may find an easier on-ramp 
to making similar changes. Building coalitions that include insurance companies, policyholders, and local elected 
officials can help advance reform ideas. 

Advantages
Systemic results. Regulatory reform offers a systemwide approach to insurance that can bring a wide variety of 
insurance companies of all sizes under the same umbrella. Such standards benefit policyholders, investors, and the 
public by creating reliable coverage conditions. 

Opportunities for regional alignment. Beyond the individual state level, regulatory reform offers the promise 
of standardized approaches that could work regionally. When one state experiments with a new regulation and 
sees positive results, other states can adopt similar rules, creating ease of operations across multiple markets for 
insurance companies.

Retain flexibility. Unlike statutory reform, which can be very difficult to undo or modify, regulations are flexible. 
When conditions change, regulations can be modified. In that way, experimenting with regulatory reform offers 
opportunities to learn, improve, and adjust. 

Tradeoffs
Uncertainty. Some reforms may be welcomed by the industry, but too many reforms or too frequent changes create 
uncertainty for insurers. Without a guarantee of future parameters for operations, insurance companies may find a 
dynamic regulatory environment too uncertain. Underwriters and re-insurers similarly prefer regulatory consistency 
across states. Uncertainty contributes to higher rates. 

Data weaknesses. Some regulatory trends, including mandating the consideration of mitigation efforts in rate-
setting or requiring policyholders in high-risk areas to undertake expensive modifications to their property, assume 
reliable data on risk and home hardening exists. In fact, that data might best be characterized as inconsistent. 
Codifying policy based on bad data risks solidifying inaccurate approaches to risk assessment and contributes to lack 
of public confidence in the industry. 

Political winds. Regulatory and statutory reforms are always political, and the process of seeking reform can 
become ideologically driven. Seven states have insurance commissioners that are appointed by the governor, creating 
opportunities for politicization. Insurance reform can be prioritized or ignored under different administrations, leading 
to inconsistent messaging and volatility in the marketplace. 
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4.	 Conclusion
The intersection of wildfire risk and homeowners insurance presents a dynamic and increasingly urgent challenge, 
particularly in fire-prone regions like the American West. Insurance is both a protective tool and a market signal, 
reflecting not only the cost of recovery but the shifting probabilities of hazard exposure under climate change. As 
insurance premiums rise and access to coverage diminishes, households, communities, and local economies face 
greater financial vulnerability. The evolving instability of the insurance market underscores the pressing need for 
solutions that balance affordability, access, and accurate risk reflection.

Our review of alternative wildfire insurance models reveals a growing landscape of innovative approaches, each with 
distinct strengths and trade-offs. Whether through voluntary certification, community-based catastrophe insurance, 
parametric models, or state-led regulatory efforts, these strategies offer pathways to make coverage more inclusive 
and responsive to rising wildfire challenges. Yet no single approach alone can solve the wildfire and insurance crisis. 
A layered, adaptive, and equity-focused framework will be essential to building long-term resilience. As wildfire risk 
accelerates, reimagining insurance not just as a financial product but as a tool for community resilience will be vital to 
protecting lives, homes, and livelihoods.
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Appendix A: Glossary of Terms

Aggregation

The process of bundling risks or coverage needs across multiple individuals, households, or communities 
into a larger pool. This helps increase financial efficiency and improve access to reinsurance or meso-
insurance products.

Building codes
Regulations setting construction standards for safety and resilience; in wildfire-prone areas, building 
codes often include wildfire-specific requirements.

Certification program
A formalized process in which properties or communities are assessed to meet wildfire risk reduction 
standards, often leading to official recognition that can support insurance access and discounts.

Community Development 
Reinsurance Institution

Financial institution that provides reinsurance to community-based catastrophe insurance, helping to 
offset costs in the event of catastrophic events.

Defensible space
An area around a structure where vegetation and other flammable materials have been removed to slow 
the spread of wildfire.

Depopulation
Process by which policyholders transition from a state-backed insurance plan, like a FAIR plan, to a 
private insurance model. This is usually due to insurance market conditions stabilizing.

Emergency fund
Fund within a community-based catastrophe insurance that prioritizes immediate relief actions, e.g., 
evacuation logistics and food supplies.

Home hardening

Modifications made to a home to make it more resistant to wildfire damage, e.g., fire-resistant roofing. 
Improvements to the structure should be complemented with property and landscaping management 
including a noncombustible zone (0-5’ around the home) and defensible space.

Indemnity insurance

A traditional insurance model in which payouts are made based on the actual value of loss incurred. This 
requires post-event loss assessment and often site inspections. This model contrasts with parametric 
insurance.

Index insurance

Another term for parametric insurance. Provides payouts based on a predefined index or parameter. 
Payouts are triggered automatically when conditions exceed the agreed-upon threshold, regardless of 
actual losses.

Insurance pool Funding model for all insurers in a state to contribute to the FAIR plan, spreading financial responsibility.

Insurer of last resort
Government-backed insurance provider that offers coverage when no private insurers are willing to take 
on the risk.

Meso-insurance

An insurance solution that targets groups—such as cooperatives, local governments, FAIR plans, or 
community-based catastrophe insurance schemes (community-based catastrophe insurance)—rather 
than individuals. It provides coverage for risks affecting entire communities.

Minimum reserve 
requirement

Regulatory threshold that all insurance companies operating in a state are required to maintain. It is 
usually calculated as a % of anticipated claims.

Moral hazard
A situation in which providing insurance encourages risky behavior because the financial consequences 
are lessened, e.g., building in wildfire-prone areas.

Pooling of funds
Collecting contributions from community members into a shared fund used for insurance payments and 
emergency response.

Premium discount
Incentive offered to policyholders who have taken risk reduction actions, e.g., home hardening, resulting 
in lower contribution requirements.

Public comment period
 Mandated phase during regulatory reform processes where stakeholders are invited to provide feedback 
on proposed regulation before implementation.

Rate setting Process by which insurance companies determine the premiums charged to policyholders. This is often 
subject to regulatory approval depending on the state and can include risk models.

Reinsurance Insurance purchased by insurance companies to mitigate their own risk exposure.
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Risk modeling

Quantitative tools used by insurers to assess potential losses from events like wildfires. Models may 
include historical data, geographic variables, and (in some states, like California) forward-looking climate 
projections.

Structural protections Upgrades to a structure’s physical components to make it less vulnerable to wildfire.

Trigger point 
A specific, measurable threshold defined in the policy that activates the insurance payout (see Index 
insurance).

Wildland-urban interface 
(WUI)

Zone where natural areas and human development meet, often associated with higher wildfire risks due 
to the proximity of flammable vegetation and residential structures.
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Headwaters Economics is an independent, nonprofit research group whose mission is to improve community 
development and land management decisions.

https://headwaterseconomics.org
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