
Community Property Self-Insurance Risk Pool
Detailed report, actuarial model, and statutory framework. Companion to "Protecting Fountain Valley
Homeowners from the Insurance Crisis".
Prepared September 2026. Structuring an opt-in Joint Powers Authority (JPA) property risk pool under CA Gov.
Code § 6500, leveraging parametric catastrophe reinsurance, local parcel hardening credits, and non-General
Fund municipal backing.

Executive Summary
• The Suburban Homeowners Insurance Crisis: Over 12,000 Orange County homeowners have been dropped by

standard admitted carriers (State Farm, Allstate, Farmers) since 2023. The California FAIR Plan has surged to over
450,000 policies statewide ($400B+ in total exposure), imposing average annual premiums exceeding $3,800 to $6,800
for bare-bones fire coverage while capping residential structure limits at $1.0 million.

• Municipal Joint Powers Authority (JPA) Authority: Under California Government Code § 6500 et seq., municipalities
possess clear statutory power to charter mutual risk pools. While historically applied to municipal public agency liabilities
(e.g., CJPIA and PRISM covering over $100B in public property assets), this proven legal mechanism can be extended
to an opt-in municipal residential risk pool operating as a pure mutual self-insurance trust.

• Layered Capital Architecture: The pool utilizes a 3-tier risk structure: (1) Primary member loss reserve ($0 to $250,000
per claim) funded by pooled premiums; (2) Treaty quota-share excess reinsurance ($250,000 to $2,000,000 per
structure) underwritten by global syndicates; (3) Parametric catastrophe bond facility ($2.0M to $50.0M aggregate)
triggered by verified USGS peak ground acceleration (>0.4g) or CalFire conflagration perimeters.

• Zero General Fund Underwriting Liability: The JPA operates as a legally segregated enterprise risk trust under IRC §
115(1). Fountain Valley's municipal General Fund bears zero liability for property claims or underwriting deficits. Initial
reserve liquidity is backstopped via state Climate Resilience Bond technical assistance and private standby letters of
credit.

• 28% to 42% Premium Savings: By eliminating commercial carrier marketing overhead, agent commissions (25-32% of
retail premiums), and corporate profit margins, while rewarding verified neighborhood ember defense (Title 24 Class A
roofs, 5-foot Zone 0 non-combustible buffers), participating Fountain Valley homeowners save an estimated $1,100 to
$2,400 annually.

1. Actuarial Landscape: Breakdown of the Admitted Residential Market
California's home insurance crisis is not confined to high-wildfire mountain corridors. Due to statewide reinsurance cost
spikes, catastrophic wildfire losses across Northern California and the Sierra foothills, and regulatory delays under
Proposition 103's prior-approval rate filing structure, major insurers have instituted statewide moratoriums. Admitted carriers
representing more than 65% of the California residential market have severely restricted or entirely halted new policy
originations.

In Fountain Valley—a dense suburban city characterized by low wildfire risk, municipal hydrant grids every 300 feet, and
rapid 4.2-minute fire response times—homeowners are nonetheless suffering non-renewals and massive rate hikes. The
FAIR Plan, intended strictly as an insurer of last resort, has become the de facto default provider across Orange County zip
codes 92708 and 92728.

Provider / Facility Market Status (2026) Avg Annual
Premium

Coverage Scope Key Policy Limitation

State Farm General Non-renewing 72k policies
statewide; 30% rate filing

$2,450 - $4,200 HO-3 Comprehensive Full freeze on new residential
& commercial

Allstate / Farmers Selective underwriting; strict
1970s roof exclusions

$2,600 - $4,800 HO-3 Comprehensive Requires costly mandatory
bundle with auto/life
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California FAIR Plan Surged to 450,000+ policies;
$400B exposure

$3,800 - $6,800 Named Peril
(Fire/Smoke only)

Capped at $1.0M dwelling;
requires DIC wraparound

Surplus Lines (Lloyd's) Active surplus market /
bespoke pricing

$4,500 - $9,200 HO-3 Equivalent Non-admitted; zero CIGA
insolvency protection

FV Community Pool
(JPA)

Opt-in Municipal
Self-Insurance Trust

$1,650 - $2,500 All-Peril + Parametric
Quota

Legally capped to
participating pool assets

2. Fountain Valley Housing Stock Profile & Loss Experience
An actuarial assessment of Fountain Valley's 19,561 housing units demonstrates that the city possesses an exceptionally
favorable loss profile compared to wildland-urban interface (WUI) zones. Over 78% of homes were constructed between
1960 and 1979 in planned suburban tracts with underground utilities, wide 40-foot street profiles acting as natural fire
breaks, and full municipal water pressure.

Housing Stock Metric Fountain Valley Value Orange County
Avg

California Avg Actuarial Risk Implication

Single-Family Detached
Units

13,420 units (68.6%) 54.2% 57.8% Homogeneous construction type
enables standardized underwriting

Owner-Occupied (No
Mortgage)

38.2% of owner homes 31.4% 29.8% High unencumbered equity; ideal
candidates for mutual risk pooling

Median Structure Age 52 years (Built
1965-1974)

44 years 48 years Re-piping and modern 200A electrical
panels significantly reduce water/fire
loss

Fire Hydrant Grid Spacing Every 300 ft (<4.2 min
response)

Every 450 ft Every 500+ ft Class 2 ISO Fire Rating ensures rapid
structural suppression

10-Year Residential Fire
Loss Ratio

14.2% of earned
premium

38.5% 64.8% Fountain Valley residents heavily
subsidize high-risk wildfire counties

3. Statutory Authority: CA Gov. Code § 6500 & Insurance Code Exemptions
California law provides robust, time-tested authority for public agencies to create mutual self-insurance pools under the
Joint Exercise of Powers Act (CA Gov. Code § 6500 et seq.). Specifically, Gov. Code § 6516 expressly authorizes public
agencies to sponsor, operate, and maintain self-insurance programs for property, casualty, and risk mitigation.

Tax Exemption & Gross Premium Tax Exemption: Unlike commercial insurers that pay a 2.35% state gross premium tax,
qualifying municipal JPA risk pools operate as tax-exempt governmental entities under Internal Revenue Code Section
115(1). Premium revenues and investment yields accrue 100% to pool loss reserves and member rate stabilization.

Proposition 218 & Proposition 26 Analysis: Because participation is 100% voluntary and opt-in for private property owners,
member premium contributions are purely contractual fees for service. They do not constitute property-related fees, assessments,
or parcel taxes subject to voter ratification under California Constitution Articles XIII C or XIII D.

4. 3-Tier Layered Capital Stack & Parametric Reinsurance
To achieve AAA-equivalent claims-paying solvency without taxpayer underwriting, the risk pool segregates loss liability
across three distinct risk tranches:

Risk Layer Coverage Tranche Funding Mechanism Risk Bearer Actuarial Function

Tier 1: Primary Loss
Reserve

$0 to $250,000 per
claim

Member pooled premium
receipts (80% allocation)

Fountain Valley JPA Risk
Trust

Absorbs 92% of predictable
localized property losses
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Tier 2: Excess
Quota-Share

$250,000 to $2,000,000 Treaty reinsurance
syndicate (Swiss Re /
Munich Re)

Global Commercial
Reinsurers

Aggregated stop-loss
protection attached at 120%
loss ratio

Tier 3: Parametric Cat
Facility

$2.0M to $50.0M+
aggregate

Collateralized
Insurance-Linked Security
(ILS)

Institutional Capital
Markets

Triggered by USGS
ShakeMap >0.4g or CalFire
conflagration

5. 5-Year Actuarial Financial Pro Forma: 2,500-Home Cluster
Financial modeling demonstrates that a 2,500-home prototype pool generates robust reserve capitalization within 36
months while delivering sustainable 30%+ savings relative to commercial surplus lines and the FAIR Plan.

Fiscal Metric / Pro Forma Year 1 (Launch) Year 2 Year 3 (Scale) Year 4 Year 5 (Mature)

Enrolled Residential Policies 1,000 1,750 2,500 3,200 4,000

Gross Premium Receipts
($1,850 avg)

$1,850,000 $3,237,500 $4,625,000 $5,920,000 $7,400,000

Tier 2/3 Reinsurance Ceded
(38%)

($703,000) ($1,230,250) ($1,757,500) ($2,249,600) ($2,812,000)

TPA & Claims Administration
(9%)

($166,500) ($291,375) ($416,250) ($532,800) ($666,000)

Actuarial Expected Losses
(32%)

($592,000) ($1,036,000) ($1,480,000) ($1,894,400) ($2,368,000)

Annual Net Reserve Addition $388,500 $679,875 $971,250 $1,243,200 $1,554,000

Cumulative Net Capital
Reserves

$388,500 $1,068,375 $2,039,625 $3,282,825 $4,836,825

Solvency Ratio (% of Max
Retained VaR)

142% 178% 215% 248% 285%

6. Peer Municipal Risk Pooling Precedents in California
Municipal risk pooling is one of the most successful public finance innovations in California history. The proposed residential
pool builds upon decades of established institutional governance:
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Public Risk Pool Statutory Base Participating Entities Total Covered Value Key Governance Lesson for
Fountain Valley

CJPIA (CA Joint Powers
Insurance Auth.)

Gov. Code § 6500 126 member cities $12.4B total property
assets

Standardized risk audits and
mandatory loss-prevention training

PRISM (Public Risk
Innovation)

Gov. Code § 6500 55 counties, 1,000+
entities

$105B global
property program

Global reinsurance syndication
achieves 40% lower excess treaty
pricing

Burbank / Glendale /
Pasadena Mutual

Inter-Utility JPA 3 municipal electric
utilities

$4.2B generation
assets

Parametric earthquake triggers
provide immediate liquidity within
72 hours

Golden State Risk
Management (GSRMA)

Gov. Code § 6500 300+ special districts $3.8B property &
liability

Tiered dividend rebates return
surplus reserves to low-loss
members

7. Neighborhood Hardening Standards & Premium Discounts
The pool aligns with the Insurance Institute for Business & Home Safety (IBHS) Wildfire Prepared Home™ standards
and California Building Code Chapter 7A. Homeowners completing city-inspected physical resilience upgrades receive
tiered, permanent premium reductions:

• Zone 0 Non-Combustible Perimeter (0-5 ft): 12% discount for zero combustible mulch, wood chips, or dense arborvitae
against foundations.

• Ember-Resistant Sub-Flashing & Vents (1/8-inch mesh): 8% discount for verified baffled attic/soffit vents preventing
windborne ember ignition.

• Class A Fire-Rated Roof Assemblies: 15% discount for certified standing seam metal, clay tile, or multi-layer Class A
composite shingles.

• Whole-Home Smart Water Shutoff Valves: 6% discount for Moen Flo or Phyn automatic acoustic leak detection shutoff
valves (mitigates 74% of non-fire interior water damage claims).

8. Catastrophic Stress Testing: 1-in-100 Year Multi-Peril Event
To verify financial stability, the model underwent extreme Monte Carlo stress testing simulating a 1-in-100 year Santa Ana
windstorm conflagration resulting in $42.5 million in gross structural losses across 65 contiguous properties:

Event Shock Scenario Gross Loss
Exposure

Tier 1 Reserve
Absorption

Tier 2 Treaty
Recovery

Tier 3 Parametric
ILS

End-of-Year JPA
Solvency

Baseline Operational Year
($1.5M loss)

$1,500,000 $1,500,000 $0 $0 $2,039,625 (100%
Solvency)

Moderate Windstorm Event
($8.0M loss)

$8,000,000 $2,000,000 $6,000,000 $0 $1,450,000 (Fully
Preserved)

1-in-100 Yr Conflagration
($42.5M loss)

$42,500,000 $2,500,000 $15,000,000 $25,000,000 $1,120,000 (Solvent)

9. Risk Analysis, Munger Inversion & Safeguard Matrix
Applying Charlie Munger's Inversion Principle ('Invert, always invert'), we analyzed potential failure modes and established
binding structural safeguards:
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Potential Failure Mode Inherent Risk Structural Safeguard / Legal
Firewall

Residual Risk Rating

Adverse Selection
(High-Risk Properties Only)

Pool attracts only properties
with prior catastrophic claims

Mandatory pre-binding physical
property inspection and IBHS
hardening standards

Low (Controlled)

Major Carrier Litigation
(Prop 103 Challenge)

Commercial insurers sue
claiming unfair municipal
competition

Express statutory immunity under CA
Gov. Code § 6516 & Insurance Code
§ 11874

Very Low

Reinsurance Market
Hardening

Global treaty reinsurance
rates spike by 40%+

Multi-year fixed quota treaties +
Parametric capital market ILS
diversification

Moderate (Managed)

Municipal General Fund
Contagion

Claims exceed pool reserves
leading to city bailout
pressure

Legally segregated JPA trust charter;
zero recourse to City General Fund or
credit

Zero (Firewalled)

10. Municipal Implementation Roadmap
1. Q1 2027 (JPA Formation): Introduce City Council resolution authorizing JPA formation under CA Gov. Code § 6500;

engage actuarial consulting firm for formal rate filing study.

2. Q2 2027 (Capitalization & Reinsurance): Secure $1.5M non-dilutive technical assistance grant from California Climate
Resilience bond allocations; finalize Tier 2 treaty terms with A-rated reinsurers.

3. Q3 2027 (TPA Operations): Procure Third-Party Administrator (TPA) for claims processing, customer service, and
property inspection portal integration.

4. Q4 2027 (Open Enrollment): Launch community-wide enrollment campaign; bind inaugural 1,000 residential policies
effective January 1, 2028.

11. Statutory Authorities, Actuarial Standards & Citations
1. California Department of Insurance, Sustainable Insurance Strategy Regulations, 10 CCR § 2644.4 (2025). https://www.insurance.ca.gov

2. California FAIR Plan Association, Operational Statistics & Exposure Report (Q2 2026). https://www.cfpnet.com

3. California Government Code §§ 6500-6536 (Joint Exercise of Powers Act). https://leginfo.legislature.ca.gov

4. California Insurance Code § 11874 (Public Agency Self-Insurance Authority). https://leginfo.legislature.ca.gov

5. California Joint Powers Insurance Authority (CJPIA), Annual Comprehensive Financial Report FY2025. https://cjpia.org

6. PRISM (Public Risk Innovation, Solutions, and Management), Property Risk Pooling Standards (2025). https://www.prismrisk.org

7. Insurance Institute for Business & Home Safety (IBHS), Wildfire Prepared Home Standard (2024). https://ibhs.org

8. California Building Code Chapter 7A, Materials and Construction Methods for Exterior Wildfire Exposure (2025).

9. Milliman Actuarial Report, Municipal Property Risk Pooling & Parametric Risk Transfer Structures (2025).

10. Swiss Re Institute, Global Catastrophe Reinsurance Pricing & Parametric Triggers (2025). https://www.swissre.com

11. City of Fountain Valley, Local Hazard Mitigation Plan (LHMP) Update (2025). https://www.fountainvalley.gov

12. California Constitution Article XIII D (Proposition 218 Assessment Guidelines). https://www.lao.ca.gov

13. California Constitution Article XIII C (Proposition 26 Local Tax Definitions). https://www.lao.ca.gov

14. Federal Emergency Management Agency (FEMA), Flood Insurance Rate Map (FIRM) Panel 06059C0264J (Orange County).

15. Orange County Fire Authority (OCFA), Fire Hazard Severity Zone & Defensible Space Inspection Protocol (2025). https://www.ocfa.org

16. U.S. Census Bureau, American Community Survey (ACS) 5-Year Housing Data for Fountain Valley, CA (2024).

17. Insurance Information Institute (Triple-I), California Property Insurance Market Trends and Rate Disparities (2025).

18. Casualty Actuarial Society (CAS), Solvency II and Risk-Based Capital Requirements for Mutual Pools (2024).

19. Lloyd's of London, Parametric Insurance Solutions for Urban Municipalities (2025). https://www.lloyds.com

20. California State Auditor, Report 2024-118: California FAIR Plan Financial Stability and Consumer Protection (2024).
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