


There's no question about the
importance of available and afford-
able insurance to California. For
homeowners, coverage helps to
protect the |argest investment of
their lives. But the availability of
atfordable homeowners insurance
also affects large segments of
California’s economy, from the real
estate industry to financial service
markets.

Despite its important role in our
lives and our economy, the
homeowners insurance market
balances on a number of factors
that can rapidly change, atfecting
its cost and even its availability.

From 1997 to 2001, the number of
non-catastrophic losses paid per
insured home climbed more than
10 percent, and the average claim
cost skyrocketed by 29 percent. As
a result, it cost insurers on average
42 percent more to provide insur-
ance for a home in 2001 than it
did in 1997. Over the past decade,
home insurers have paid out §1.18
in expenses for every dollar that
they have earned in insurance
premium.

Several issues have contributed to
this trend in California:

Water Claims: California insurers
paid an estimated %2 billion be-
tween 1997 and 2001 to satisfy
claims for household water dam-
age - more than most natural
disasters. The g

cost of water-
related dam-
ages has climbed
significantly in a
short time, with
the average
California water
damage claim
escalating from £2,537 in 1997
to $4,730 in 2001. If mold costs
are added, claims costs can rise
more dramatically.

Home Building/Repair Costs:
Though inflation has
been relatively

" stable in recent
years, the cost of
home repair has not.
While the Consumer
Price Index (which
measures the cost of
living) increased by

B.4 percent from 1999 ta 2001,

the cost of home repair escalated

by 17.3 percent during the same
period.

Lawsuits: The rising cost of law-
suits drives up homeowners liabil-
ity costs.
Average jury
awards
have nearly
tripled since
19594 and
nationwide,
tort costs
equaled
5636 per
person in
2000.

Catastrophes: During the 1990,
‘ the frequency
and severity of
natural disasters
such as earth-
quakes, wildfires
and storms in-
creased consider-
ably. Owver the
past 12 years,
Insurers paid
maore than $100
billion in catastrophe claims, or
about $700 million per month.




