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Electric utilities, like many businesses, carry liability insurance to protect from a range of
potential risks. Wildfire is one of these risks, but is unique among resilience events in the distinct
challenges posed to electric utilities and, by extension, their ratepayers. Unlike other natural
hazards such as hurricanes or floods, electric utilities must plan both to withstand a wildfire and
to prevent their equipment from igniting one.

This second risk of causing a wildfire and being responsible for potentially enormous costs is
relatively new, and introduces substantial risks that can and have bankrupted electric utilities.
As a result of this growing risk, many insurers have raised premiums, limited wildfire coverage,
or pulled out of high-risk markets. Utilities across the western United States are increasingly
impacted by increased costs and uncertainty as a result.

In efforts to stabilize ratepayer costs and ensure the continued provision of the essential service
of electricity, states have adopted several strategies for managing this potentially enormous
financial risk. One is to change liability standards to reduce exposure to costs if a wildfire
occurs. Another strategy is to establish a fund to share those costs, which may be capitalized by
splitting ratepayer, shareholder, and taxpayer contribution responsibilities. A third option is to
reform available insurance products for utilities concerned about extreme costs resulting from
liability from wildfire ignition. States, via utility regulatory dockets, legislative processes, and
commissioned studies, are increasingly considering these options. They are also noting the
dynamics between different reform approaches, the tradeoffs inherent to any comprehensive
policy, and how policies vary or could start to converge across states and regions.

This memo explores one potential solution that addresses several of these aspects: a national-
scale or multistate risk pool. A multistate fund, which could have similarities to the state wildfire
fund adopted in California and proposed in other states, can act as a backstop to commercial
insurance for utilities impacted by significant wildfire liability. This approach could help reduce
insurance costs and stabilize insurance markets if thoughtfully designed.
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The principal findings of this memo are:

1.

A multistate fund, whether operated at the federal level or by a coalition of states facing
heightened wildfire risk, could offer several benefits as a function of scale: it would offer
a larger risk pool than what would be possible at the state level in Oregon or other
western states. A larger pool would offer greater flexibility to cover potentially
catastrophic wildfire costs and would make participation more affordable for impacted
ratepayers. Multistate operation and oversight of such a fund could also offer an avenue
for providing additional expertise and capacity to participating states navigating similar
challenges related to managing wildfire risk in the utility sector.

Some public insurance programs have inadvertently created adverse risk management
incentives and have shifted costs from high-risk participants to low-risk participants
and/or taxpayers. Avoiding these potential downsides requires ensuring that wildfire risk
mitigation is appropriately incentivized by price signals and the design of a minimum
standard of risk mitigation for fund eligibility. Challenges faced by other programs,
including the National Flood Insurance Program (NFIP), provide lessons for the design
of a wildfire backstop.

Existing state wildfire funds and other proposed programs have largely focused on
investor-owned utilities. However, in Oregon and in other states, consumer-owned
utilities face similar or greater insurance and other financial challenges as a result of
wildfire risk. It may be possible for a shared risk pool to include both investor-owned and
consumer-owned utilities if no legal barriers are present in participating states.
Participation by multiple utility types would impact several elements of program design
and governance, including funding approaches.

Wildfire poses many risks to the utility business model and insurance reform alone is
unlikely to stabilize all wildfire costs. Insurance cost and availability challenges intersect
with other related wildfire issues, including the liability caps and standards and the
design of requirements for risk mitigation activities. This memo’s focus is on the creation
of a federal insurance backstop to help stabilize insurance costs, but it emphasizes that
liability reform and solutions to other connected challenges may ultimately be needed
alongside insurance reforms to maximize their effectiveness.
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1.0 Background

As wildfires increase in frequency, size, and destructiveness across the United States, the costs
associated with wildfire risk have posed a growing threat to the utility business model. This
threat is especially pronounced in western states, which have been more impacted by wildfire,
but is increasingly a consideration for utilities nationwide." Liability insurance is one of several
utility costs that have been driven upward by this changing wildfire landscape. Electric utilities
that face heightened wildfire risk have seen sharp increases in their liability insurance
premiums, and some utilities have been unable to secure commercial insurance at all.

Electric utilities face a unique matrix of wildfire risk: in addition to the potential costs of damage
from a blaze to the utility’s own equipment, utilities face high exposure to third-party wildfire
liability damages. If an electric utility’s infrastructure is found to be the cause of a wildfire, that
utility may be held liable for damages, such as payments for loss of victims’ homes or other
property. Two parallel factors have driven these potential losses higher: more homes and
businesses are being built near forests or other natural areas with particularly high wildfire risk,
and risk of wildfire has increased in many areas, threatening communities that previously faced
lower risks.? In the case of a large wildfire or multiple fires, the payments a utility may owe can
add up to millions or even billions of dollars. As a utility executive stated in her remarks at a
national regulatory conference, “We are becoming the insurer of last resort.”

As a result, some electric utilities’ potential wildfire liability has become a catastrophic risk,
threatening costs too high and unpredictable for insurers to be willing to cover with a standard
liability policy. Insurers have increased premiums, introduced limits or exclusions for wildfire
coverage, or pulled out of certain markets entirely. In Oregon, PacifiCorp reported that its
insurance premiums in 2023 were 35 times what they were in 2018, a result of the utility being
found liable for damages from fires that swept the state in 2020.3 A 2023 survey of utilities in
Washington found that several reported higher premiums and reduced offerings, requiring some
to purchase expensive additional layers of insurance or forgo some coverage.* Some utilities in
high-risk areas across the West have been unable to secure commercial insurance for wildfire
liability at all, forcing them to self-insure at higher costs to customers and face high likelihood of
bankruptcy if a major fire were to occur.®

These factors have impacted ratepayer affordability and constrained utilities’ ability to make
other investments. The Oregon Energy Strategy identified wildfire financial risk as a threat that

' Jay Barlow et al., Wildfire Risk: Review of Utility Industry Trends, PNNL-SA-211619 (Pacific Northwest
National Laboratory, 2025),
https://www.pnnl.gov/sites/default/files/media/file/Wildfire%20Risk%20Review%200f%20Utility%20Industr
y%20Trends_PNNL_July%202025.pdf.

2 Stephanie Pappas, “Wildfires Threaten More Homes and People in the U.S. Than Ever Before,”
Scientific American, November 9, 2023, https://www.scientificamerican.com/article/wildfires-threaten-
more-homes-and-people-in-the-u-s-than-ever-before/.

3 Barlow et al., Wildfire Risk: Review of Utility Industry Trends.

4 Mike Kreidler, Liability Insurance Market Conditions (Washington State Office of the Insurance
Commissioner, 2023), https://www.insurance.wa.gov/sites/default/files/2024-09/2023-utility-liability-
study.pdf.

5 Kurt Miller, RE: Docket No. DOI-2025-0005; 256D0102DM; DS6CS00000; DLSN00000.000000;
DX6CS25 (Northwest Public Power Association, 2025), https://www.nwppa.org/wp-content/uploads/2025-
06-20-NWPPA-Comments-on-US-DOI-Docket-No.-DOI-2025-0005.pdf.
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could delay the deployment of some of the new electricity infrastructure needed to meet
demand growth, state policy goals, and grid needs.® Overall wildfire costs, which can include
liability insurance costs, other liability costs, and the costs of mitigation to reduce the risk of
future utility-ignited blazes, are increasingly a major driver of increases in electric ratepayers’
monthly bills.” It should be emphasized that the broader question of fair allocation of the costs
and risks associated with the growing threat of wildfire is one that eclipses the sphere of
insurance alone. Wildfire and its costs to society are a complex “wicked problem”® and will
require reforms from many angles, liability insurance among them.

In the face of this complex challenge, states have considered and adopted a range of policy
approaches to address wildfire costs. One of these policy pathways is the creation of funds
intended to act as an insurance backstop. California’s creation of a Wildfire Fund is the first
notable example, and several additional states have considered similar models. These funds
are largely capitalized by utility contributions, which function as premiums, and are designed to
pay for eligible utility wildfire liability costs above a certain cost threshold. The fund can function
as an additional layer of insurance or even as a substitute for commercial insurance if
reasonable options are not available.

Given the scale of potential wildfire liability damages that utilities can face, however, concerns
have arisen that state-level funds may not be able to consistently offer a backstop of sufficient
size and stability. One potential path forward is the creation of a multistate fund, which would be
a larger and therefore potentially more stable pool. Such a fund could be operated federally or
by collaborative efforts across multiple states facing elevated wildfire risk. A multistate fund
could offer benefits associated with greater size and geographic diversification, and may be
better positioned to adequately backstop catastrophic wildfire costs, help stabilize commercial
insurance markets, and reduce ratepayer impacts as compared to several smaller state-level
funds.® The concept of a federal wildfire fund has been discussed in literature'®, and different
iterations of a multistate pool have been proposed as potential pathways to address growing
insurance challenges in Washington'' and by the utility PacifiCorp.'?

6 Edith Bayer, Oregon Energy Strategy (Oregon Department of Energy, 2025),
https://www.oregon.gov/energy/Data-and-Reports/Documents/Oregon-Energy-Strategy.pdf.

" Ryan Wiser et al., “Factors Influencing Recent Trends in Retail Electricity Prices in the United States,”
The Electricity Journal 38, no. 4 (2025): 107516, https://doi.org/10.1016/j.tej.2025.107516.

8 Coined by Rittel and Webber in 1973, a “wicked problem” refers to one that is difficult to define, requires
a vast and potentially immeasurable amount of information to understand and address, may be described
and perceived very differently by different stakeholders, do not offer opportunities to test potential
solutions without potentially significant consequences, and may be symptoms of or inextricably connected
to other problems. See Horst W. J. Rittel and Melvin M. Webber, “Dilemmas in a General Theory of
Planning,” Policy Sciences 4, no. 2 (1973): 155—-69.

% Rob Bailey and Jaclyn Yeo, The Burning Issue: Managing Wildfire Risk (Marsh & McLennan Insights,
2019), https://www.corporate.marsh.com/web-

assets/insights/publications/2019/oct/ THE%20BURNING%20ISSUE%20-
%20MANAGING%20WILDFIRE%20RISK__screen_final.pdf.

0 Michael Wara et al., Climate Change and Utility Wildfire Risk: A Proposal for a Federal Backstop (The
Brookings Institute, 2024), https://www.brookings.edu/articles/climate-change-and-utility-wildfire-risk-a-
proposal-for-a-federal-backstop/.

" Kreidler, Liability Insurance Market Conditions.

12 Joelle R. Steward, Direct Testimony of Joelle R. Steward (Wyoming Public Service Commission, 2024),
https://www.rockymountainpower.net/content/dam/pcorp/documents/en/rockymountainpower/rates-
regulation/wyoming/filings/20000-671-er-24/03_Joelle_R_Steward_Direct_Testimony.pdf.
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The concept of government-operated insurance backstops, whether at the federal or state level,
has ample precedent as a tool that can be deployed to help manage risk and stabilize markets.
The Price-Anderson Nuclear Indemnities Act and the Terrorism Risk Insurance Act are two
examples of legislatively-created insurance backstops for unpredictable catastrophic losses
from nuclear accidents and terrorism, respectively. Wildfire, it is clear, increasingly belongs in
this category of extremes.

2.0 Review of State-Level Actions Taken to Mitigate the
Utility Insurance Crisis

Several states have explored or taken steps to establish backstop funds or related mechanisms
to help stabilize utility financing in the face of mounting wildfire risk. California was the first state
to create a state-level wildfire fund. As the threat of wildfire has grown in other parts of the
country, additional states have pursued the adoption of similar risk pools. Relevant legislation
from California, Utah, Texas, and Hawaii are summarized here as context for discussion about
considerations for a multistate backstop approach.

Of note, Oregon is one of three states (alongside Washington and Oklahoma) that proposed but
did not pass a wildfire payment fund in its 2025 legislative session.'® All of the proposals
described here are intended to cover third-party liability for damages caused by utility-ignited
wildfire.

2.1 California: California Wildfire Fund

California became the first state to establish a state-level risk pool to offer additional financing to
utilities faced with the potential of catastrophic liability claims for wildfire damages. Established
via legislation passed in 2019, the California Wildfire Fund is capitalized by contributions from
the state’s three investor-owned utilities, with that funding split evenly between shareholder
contributions and ratepayer recovery for a total initial capitalization of $21 billion. To access
money from the fund, a utility must have an approved Wildfire Mitigation Plan (WMP) with the
state’s Public Utilities Commission (PUC), a document that describes future preventions and
responses that a utility will take to reduce the risk of wildfire interaction and ignition.™

The California fund functions as an insurance backstop for utilities that supplements other
insurance if extreme damages exceed a utility’s existing coverage. Utilities can access money
from the California Wildfire Fund only after they have covered an initial $1 billion in damages, a
“deductible” that is expected to be covered via commercial insurance. However, utilities have
reported increasing difficulty in securing adequate insurance coverage for the initial $1 billion
threshold retention due to decreased availability and increased costs arising from the increasing
prevalence and costliness of wildfire in the state.’® Contribution rates for each utility were
established to be proportional to each utility’s size and degree of wildfire risk. Ratepayers’ half
of each utility’s contribution is recovered over a 15-year period via a monthly bill surcharge.'®

'3 Barlow et al., Wildfire Risk: Review of Utility Industry Trends.

14 “California Wildfire Fund,” California Earthquake Authority, 2025, https://www.cawildfirefund.com/.

'S Fadia Rafeedie Khoury and Russell A. Archer, Application of Southern California Edison Company
(U338E) for Authorization to Recover Costs Related to 2018-2020 Wildfire Insurance Premiums Recorded
in Its Wildfire Expense Memorandum Account, no. A1907020 (Public Utilities Commission of the State of
California, 2019).

16 Calif. Earthq. Auth., “California Wildfire Fund.”
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2.2 Utah: Self-Managed Utah Fire Funds

Utah passed legislation in 2024 that authorizes any utility serving more than 200,000
customers—a designation that currently applies only to one utility, Rocky Mountain Power'’—to
establish and manage its own wildfire fund as a supplement to commercial insurance. The
legislation stipulates that a fund may be capitalized via a “reasonable and prudent surcharge” to
ratepayers if approved by the Utah Public Service Commission (PSC), and may only be
approved if the PSC determines that the fund supports the utility’s “financial health” and if the
surcharge will not result in a rate increase of more than $3.70 per month for the average
residential customer. As with California’s fund, Utah’s establishes a deductible: a utility may not
draw from the wildfire fund until it has covered the first $10 million in damages.®

The law paired the creation of wildfire funds with liability limitations for wildfire claims. These
limitations include requirements that any claims must be brought within two years of the date of
the fire, establishes parameters for determining economic losses, and caps non-economic
damages at $450,000 for anyone physically injured from a fire and $100,000 for anyone who
was not.' These limitations supplement liability standards established via separate legislation in
2020. Those standards relieve any utility that has conducted mitigation activities described in an
approved WMP from a finding of negligence if their equipment causes a wildfire.?°

Because the funds are self-managed by an individual utility, Utah’s approach can be considered
a form of regulated self-insurance rather than a state-level risk pool. While no fund has yet been
created, Rocky Mountain Power filed an initial request to establish a wildfire fund with the Utah
PSC in November 2025, and proceedings are ongoing.?’

2.3 Texas: Optional Self-Insurance for Utilities

Texas passed HB 145 in 2025, which enables utilities to self-insure against potential wildfire
damages for which the utility may be held liable. The bill expanded on existing statutory
language allowing such self-insurance for damage from other catastrophic events, including
windstorms and explosions. While Utah and California’s wildfire funds explicitly exist as a
supplement to commercial insurance coverage, Texas allows a utility to self-insure either as an
addition or an alternative to commercial insurance. The Texas Public Utility Commission (PUC)
can approve a self-insurance proposal if the plan is less expensive than commercial insurance,
if commercial insurance is not sufficient to cover potential damages, or if the utility is not able to
obtain reasonable commercial insurance. While it does not establish a monetary cap on rate
impacts, Texas’ legislation requires that ratepayers “receive the benefits of the savings” from

7 Rocky Mountain Power is a division of the multi-state utility PacifiCorp, and serves more than 75% of
Utah’s population. “Electric Utilities,” Utah Office of Consumer Services, accessed February 24, 2026,
https://commerce.utah.gov/ocs/learn-about-your-service-provider/electric-utilities/.

18 Utah SB 0224 (2024), https://le.utah.gov/~2024/bills/static/SB0224.html.

19 Utah SB 0224.

20 Utah HB 0066 (2020), https://le.utah.gov/~2020/bills/static/HB0066.html.

21 “Docket 25-035-61,” Rocky Mountain Power, November 26, 2025,
https://www.rockymountainpower.net/about/rates-regulation/utah-regulatory-filings/docket-25-035-
61.html.
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any self-insurance plan. Notably, utilities are also prohibited from using their self-insurance
funds for any wildfire “the utility caused intentionally, recklessly, or with gross negligence.”??

Texas’s law also establishes liability caps for utilities. Like Utah, HB 145 releases a utility from
liability for causing a wildfire if it followed the provisions in an approved WMP, although the law
clarifies that this only applies if the utility ignition was not intentional or negligent. 2

2.4 Hawaii: Study for Potential State Wildfire Fund

Driven by questions about Hawaiian Electric Company’s role in the devastating Maui wildfires in
2023 (for which the utility reached a $4 billion settlement with victims that did not include an
admission of liability?*), Hawaii passed Act 258 in 2025. The Act directed the Hawaii Public
Utilities Commission to conduct a study exploring the potential for a state wildfire fund.

The results of that study, published in December 2025, concluded that a fund is likely warranted
in the future but should not be established without more detailed analysis to determine optimal
fund size, structure, and the role of liability reform.2°

3.0 Principles for a National or Multi-State Wildfire
Insurance Backstop Fund

As discussed in Section 2 of this memo, several states have adopted or proposed state-level or
utility-level risk pools to help mitigate the challenge of rising costs and decreasing availability of
commercial insurance for utility-caused wildfires. However, the relatively small size of a state-
level risk pool as compared to the liability costs that could be associated with a particularly
destructive fire season is a concern. This is especially true for states outside of California,
whose more than $4 trillion state GDP is nearly thirteen times that of Oregon’s, five times that of
Washington’s, and greater than most western states’ GDP combined.?® California, too, has
faced questions of whether its $21 billion capitalization is sufficient to cover damages as wildfire

22 “An electric utility may self-insure all or part of: (1) the utility's potential liability or catastrophic property
loss, including windstorm, fire, wildfire, and explosion losses, that could not have been reasonably
anticipated and included under operating and maintenance expenses; and (2) potential damages the
utility may be liable for resulting from personal injury or property damage caused by a wildfire.” Texas HB
145 (2025), https://legiscan.com/TX/text/HB145/id/3249905.

23 «__the utility or cooperative is not liable for damages resulting from the wildfire if the trier of fact in the
action finds that the utility or cooperative: (1) submitted, obtained commission approval for, and
implemented a wildfire mitigation plan ... (2) was in compliance with relevant measures of the utility's or
cooperative's wildfire mitigation plan with respect to the specific equipment found to have ignited or
propagated the wildfire; and (3) did not cause the wildfire intentionally, recklessly, or with negligence.”
Texas HB 145.

24 “Hawaiian Electric Joins Global Settlement Agreement with Others to Resolve Maui Wildfire Litigation,”
Hawaiian Electric, August 2, 2024, http://www.hawaiianelectric.com/hawaiian-electric-joins-global-
settlement-agreement-with-others-to-resolve-maui-wildfire-litigation.

25 Report to the 2026 Legislature on The Establishment and Implementation of a Wildfire Recovery Fund
(State of Hawai'i Public Utilities Commission, 2025), https://puc.hawaii.gov/wp-
content/uploads/2025/12/Wildfire-Recovery-Fund-Study-December-2025.pdf.

26 California’s 2024 GDP of approximately $4.1 trillion is greater than the combined 2024 GDP of Alaska,
Arizona, Colorado, Hawaii, Idaho, Montana, Nevada, New Mexico, Oregon, Utah, Washington, and
Wyoming, which total approximately $3.4 trillion. “GDP by State | U.S. Bureau of Economic Analysis
(BEA),” accessed February 25, 2026, https://www.bea.gov/data/gdp/gdp-state.
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costs and frequency continue to rise.?” As described in a 2024 report from researchers at
Stanford University, most other states would face challenges trying to follow California’s
example “because they cannot raise sufficient funds to create an insurance backstop of
sufficient size to create market confidence that it will cover most expected losses.”?®

As an alternative to isolated state-level action, a federal or multistate risk pool is, by definition,
larger than any single-state (or single-utility) pool. This reduces depletion risk and also makes
participation more affordable by spreading risk among a greater number of participants.?® In
addition to the benefits of greater size, a multistate program would offer greater geographic
diversification within the same risk pool, reducing financial volatility due to the likelihood that, for
example, different states or regions will experience different catastrophic fire years.° By taking
advantage of the benefits offered by a larger and more geographically diverse fund, this
program could both help rein in bill increases associated with wildfire liability, and could help
send more stable market signals to the insurance industry. Furthermore, in addition to financial
benefits, an entity responsible for oversight and operations of a multistate fund program may be
able to offer benefits of additional capacity, expertise, and knowledge-sharing, and efficiency for
states navigating similar wildfire challenges.

There is precedent for the creation of shared risk pools, including national or multi-state
backstops, to address the lack of reasonably affordable or available commercial insurance for
sectors facing an acute crisis or a landscape of heightened risk. Some of these programs are
summarized below and compared in Table 1.

o The National Flood Insurance Program (NFIP), for example, established a federally
subsidized flood insurance pool in part due to a finding that it had become “uneconomic”
for private insurance to offer adequate and affordable coverage to homeowners facing
increasing flood risk.3!

o The Price-Anderson Nuclear Industries Indemnity Act (PAA) establishes liability caps
and provides a federal backstop to commercial insurance for owners of nuclear reactors
in the case of liability for damages from nuclear accidents.3?

o The Terrorism Risk Insurance Act (TRIA) established a public reinsurance backstop in
an effort to stabilize the market for terrorism insurance market after the September 11,
2001 attacks. After the attacks, which resulted in approximately $60 billion in total
insured losses, many private insurers dropped or limited their offerings for terrorism

27 In particular, the January 2025 Eaton Fire. “Should Southern California Edison...ultimately be found
liable for the Eaton fire, the resulting claims may be substantial enough to fully exhaust the Fund.” Wildfire
Fund Administrator, 2025 Annual Report on the California Wildfire Fund’s Operations (California
Earthquake Authority, 2025),
https://www.cawildfirefund.com/sites/wildfire/files/documents/2025/2025 cwf _annualreport_final.pdf.

28 Wara et al., Climate Change and Utility Wildfire Risk: A Proposal for a Federal Backstop.

2 Carolyn Kousky et al., Financing Third Party Wildfire Damages: Options for California’s Electric Utilities,
n.d.

30 Bailey and Yeo, The Burning Issue: Managing Wildfire Risk.

31 Diane P. Horn and Webel, Introduction to the National Flood Insurance Program (NFIP), no. R44593
(Congressional Research Service, 2025), https://www.congress.gov/crs-product/R44593.

32 Mark Holt, Price-Anderson Act: Nuclear Power Industry Liability Limits and Compensation to the Public
After Radioactive Releases (Congressional Research Service, 2025), https://www.congress.gov/crs-
product/IF10821.
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coverage. As a reinsurance program, TRIA reimburses private insurers for a portion of
payments to policyholders for covered terrorism losses.

¢ Municipal risk pools exist in several states as a supplementary or alternative form of
insurance for local governments or certain government agencies, such as school
districts or transit authorities.3* The rise of municipal risk pools in the United States is
often traced back to a period in the 1980s marked by increasing premiums and
decreased availability of commercial liability insurance for municipalities as a result of
various factors, including market conditions and insurer perception of municipal liability
risks.3® While some multi-state municipal risk pools exist, these pools generally serve
municipalities within a given state. Municipal risk pools are typically operated as
cooperative not-for-profit entities, and many provide additional risk management
services and expertise to their members.%¢

33 Baird Webel, The Terrorism Risk Insurance Act (TRIA), no. IF11090 (Congressional Research Service,
2026), https://www.congress.gov/crs-product/IF11090.

34 See e.g. “Member List,” Association of Governmental Risk Pools, 2026,
https://lwww.agrip.org/about/membership/member-list.

35 Craig Guillot, “Considering Forming an Insurance Pool? Here’s What the Public Sector’s Found,” Risk
& Insurance, May 2, 2020, https://riskandinsurance.com/considering-forming-an-insurance-pool-heres-
what-the-public-sectors-found/; Christopher Serkin, “Insuring Takings Claims,” Vanderbilt Law Research
Paper No. 17-10, Northwestern University Law Review (Rochester, NY) 111, no. 1 (2016),
https://papers.ssrn.com/abstract=2891041.

36 Serkin, “Insuring Takings Claims.”
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Table 1: Comparison of Selected Existing Federal or Multistate Insurance Programs

Statement of need

Unit of

Program

National
Flood
Insurance
Program
(NFIP)

Price-
Anderson
Nuclear
Industries
Indemnity Act
(PAA)

Terrorism
Risk
Insurance Act
(TRIA)

Municipal
risk pools

Response to limited
commercial flood
insurance coverage
for high-risk
homeowners

Commercial
insurance not
sufficient to cover
potential
catastrophic risk of
nuclear accidents

After September 11,
2001, commercial
insurers limited
terrorism coverage,
creating need for
coverage for
catastrophic risk

Market conditions
and other factors led
to increased cost
and decreased
availability of
commercial liability
insurance for
municipalities,
impacting public
services

coverage

Homeowners

Nuclear
facilities

Insurers

Municipalities
or specific
municipal
entities (e.g.
transit
agencies,
school
districts, etc.)

Program Funding

structure mechanisms
Primary Premiums paid by
insurance policyholders;

Treasury
payments have
covered losses in
excess of
program funds
after major
disasters

Supplementary  Treasury

(backstop) payments

insurance reimbursed
through
“retrospective
premiums”
collected post-
event from
nuclear facility
operators

Backstop Treasury

reinsurance payments to
business insurers
for losses that
exceed $200
million

Can be primary  Contributions
or supplementary (functional

(backstop) premiums) paid

insurance by participating
entities (via
taxpayers)

Key considerations

Eligibility requires local
governments to adopt
flood-safe zoning.
Concerns have been
raised about artificially low
premiums and adverse
incentives in program
design

Some critics consider it a
subsidy of existing nuclear
industry that is no longer
needed; facilities must be
at least 100 megawatts in
capacity to be eligible,
meaning smaller modular
reactors may not be
covered

Initially intended to be a
temporary response to
September 11, it has been
consistently reauthorized

Municipal risk pools
generally operate at the
state level although some
multistate pools exist.
Pools may serve either
local governments overall
or specific types of
agencies. Most are
operated cooperatively as
a not-for-profit entity

PNNL-SA-222020



3.1 Considerations for Program Design for a Multistate Backstop

Development of a federal or multistate insurance backstop for utility wildfire liability must weigh
various program design elements against a program’s goals and principles. Key considerations
are proposed and summarized below.

311 Design principles

First, a program should evaluate program design elements against the following principles or
goals:

o Ratepayer affordability: Evaluate cost of alternatives (e.g. existing state programs,
self-insurance, other) and cost of inaction (e.g. ratepayer impacts of rising commercial
insurance premiums and liability claims without a federal backstop program). While there
is no firm threshold for evaluating these tradeoffs, Texas’ HB 145 language requiring
alternative insurance to be lower-cost than existing programs and for the benefits of any
savings to be realized by ratepayers offers one potential framework. Furthermore, utility
wildfire mitigation and liability insurance costs have been shown to be a major driver of
cost increases for retail electric customers, and these costs should be evaluated against
the potential cost of participation in an insurance backstop program to determine its
impacts on affordability.®

o Level of taxpayer responsibility: Taxpayers are a distinct class from utility ratepayers:
although every customer who pays a utility bill also pays taxes, these costs are
recovered by different entities from different subsets of the population. There is
precedent for taxpayers to bear costs associated with energy infrastructure (including by
contributions to energy tax credits) in the interest of a broader social good. In many
government backstop programs, taxpayers often bear the costs of tail risks, either from
program design or by default. For both Price-Anderson and TRIA, payouts come from
Treasury funds. And while NFIP is theoretically funded by premiums, the program has
relied on Treasury loans to cover major losses, shifting some burden onto taxpayers.3®
Classical regulatory theory advocates that infrastructure costs should be borne by those
who benefit from their use. Under this principle, taxpayer contributions to a wildfire
backstop program—uwhich could theoretically come in the form of contributions to initial
capitalization or as an additional layer of coverage for extreme tail risks—should lead to
benefits for those taxpayers. These benefits could include tangible savings, such as from
federal land management, or could represent lower overall costs as compared to what
taxpayers might be forced to otherwise contribute for uninsured losses. Program design
that carefully assesses these tradeoffs and learns from the challenges of efforts like
NFIP can ensure that any taxpayer contributions impose minimal burden for maximum
benefit.

o Balanced incentives: The lack of reasonably affordable wildfire liability insurance
coverage for many utilities has affected business operations and led to higher costs for
ratepayers and taxpayers alike. As with other catastrophic risks like terrorism, these
costs point to a potential need for public intervention to help stabilize markets. However,
public programs risk distorting price signals in ways that can incentivize poor behavior
and lead to unfair cost shifts. Some government insurance or backstop programs have

37 Wiser et al., “Factors Influencing Recent Trends in Retail Electricity Prices in the United States.”
38 Horn and Webel, Introduction to the National Flood Insurance Program (NFIP).
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created adverse incentives, such as inadvertent enabling of high-risk behavior or
significant cross-subsidization of high-risk participants. This outcome can be achieved
with thoughtful design of the risk mitigation activities required for program participation
as well as a risk-based pricing approach. NFIP, for example, has been criticized for
creating adverse incentives via artificially low premiums that have not adequately priced
in flood risk. As a result of these artificially low price signals, NFIP has not effectively
discouraged development in high flood risk areas, which has affected the solvency of the
program and led to a reliance on Treasury debt.® Designing a wildfire backstop program
instead of a primary insurer can help reduce the likelihood of adverse incentives and
cost shifts, as can ensuring that eligibility is contingent on demonstrated risk mitigation
activities.*

¢ Insurance outcomes: If one ultimate goal of this program is to restore stability to the
commercial insurance sector and transition back to the continued availability and
affordability of commercial insurance to all utilities, the program should be designed to
plan for that transition, rather than to establish a public risk pool that fully supplants
commercial insurance for electric utilities. As noted above, the overall structure
considered in this memo is to develop a fund to act as an insurance backstop, not a
program that operates as a source of primary insurance coverage. The TRIA and Price-
Anderson programs offer some potential blueprints for achieving this goal.

3.1.2 Program elements

Second, various considerations would shape determination of the most feasible and effective
approach to key elements of the program, including participation and eligibility requirements,
fund size, funding mechanisms, “policy” characteristics such as deductibles and payout limits,
and program oversight. These elements and considerations are described below.

o Participation Eligibility and Requirements: A program could be designed to be a
voluntary opt-in at the state or utility level, or may include requirements for mandatory
participation for states or utilities above a certain risk threshold. Due to diverse
geography, a regulated but voluntary program would likely be more efficient, fair, and
feasible than a widespread mandate for participation. Participation in NFIP, for example,
is voluntary.*! A second, related question is whether participation, whether voluntary or
mandatory, should apply only to investor-owned utilities (IOUs) or whether a fund could
support participation by multiple utility types, including both IOUs and customer-owned
utilities. Some considerations specific to differences in utility ownership structures are
described in more detail in Section 4.4.

¢ Funding mechanisms: Capitalization may draw from a mix of ratepayer surcharges,
shareholder contributions, taxpayer contributions, or other sources. If IOUs contribute to
a fund via combination of ratepayer and shareholder contributions, several factors can
impact the optimal balance. While adding a large surcharge to ratepayer bills will strain

39 Yanjun Penny Liao et al., Facing Wildfire Insurance Challenges: Five Lessons from the National Flood
Insurance Program (Resources for the Future, 2024), https://www.rff.org/publications/reports/facing-
wildfire-insurance-challenges-five-lessons-from-the-national-flood-insurance-program/.

40 Benjamin L. Collier et al., A Proposal for a US Federal Property Reinsurer (The Hamilton Project,
2026), https://www.hamiltonproject.org/wp-

content/uploads/2026/03/20260318 THP_CollierKeysMulder_Climatelnsurance_PolicyProposal.pdf.

41 Horn and Webel, Introduction to the National Flood Insurance Program (NFIP).
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affordability, extracting too much from shareholders could depress stock price, reducing
the value of that contribution. This stock depreciation also impacts a utility’s cost of
capital, which in turn indirectly contributes to rising customer costs.*? Various
approaches to ratepayer contributions may also be considered to balance affordability,
fairness, and program solvency, and chosen approaches may vary between participating
states or utilities. Ratepayer contributions may be designed to vary by customer class or
even by customers’ level of wildfire risk.*® Initial capitalization of a fund may also include
additional mechanisms to establish reserves: California’s wildfire fund, for example,
received a $2 billion short-term loan from the state’s Surplus Money Investment Fund
that was repaid.** Internationally, Turkey was able to stand up a catastrophe insurance
pool for earthquake risk with a $100 million World Bank loan.*® Finally, an additional
taxpayer contribution could be considered for low-probability tail risks if other resources
were depleted.*®

o Fund size and structure: A foundational question is what the optimal initial size of a
fund should be. A related question is whether the fund should have a set amount,
potentially with a specified replenishment point (i.e. if available resources were to fall
below a certain level), or whether it should be continuously replenished. The California
Wildfire Fund is an example of the former approach, with a set initial capitalization
amount of $21 billion. The study conducted by the Hawaii PUC to evaluate the potential
creation of a wildfire fund in that state summarizes some tradeoffs between three
approaches: pre-funding a pool to a set amount, continuous contribution with no firm
cap, or funding only in response to an eligible event. Tradeoffs include the potential
credit benefits of each approach, impacts to the timeliness of victim compensation, and
overall affordability considerations.*” The optimal determination of both size and
structure would depend heavily on the number of states and utilities that ultimately
participate in the fund, and would require rigorous third-party evaluation of potential
wildfire costs across all participants.

o Deductibles or attachment points: Deductibles are critical components of an
insurance policy, in large part because of their role in reducing the potential for moral
hazard. If policies are set with deductibles that are too low relative to the covered risk,
policyholders risk becoming overly reliant on the insurance policy. Low deductibles can
even encourage excess risk taking if the policyholders think they can easily and cheaply
be reimbursed for their costs, which is a criticism that has been raised about programs
including NFIP and some state Fair Access to Insurance Requirements (FAIR) Plans.*®
Policymakers should also consider the upper bounds of deductibles: setting a deductible

42 Barlow et al., Wildfire Risk: Review of Utility Industry Trends.

43 Kousky et al., Financing Third Party Wildfire Damages: Options for California’s Electric Utilities; Bailey
and Yeo, The Burning Issue: Managing Wildfire Risk.

44 Wildfire Fund Administrator, 2025 Annual Report on the California Wildfire Fund’s Operations.

45 Eugene Gurenko and Olivier Mahul, Turkish Catastrophe Insurance Pool, no. 94750 (Global Facility for
Disaster Reduction and Recovery, 2011),
https://documents1.worldbank.org/curated/en/853431468188946296/pdf/97450-BRI-Box391476B-
PUBLIC-poolstuddy-DFI-TCIP-Jan11.pdf.

46 Wara et al., Climate Change and Utility Wildfire Risk: A Proposal for a Federal Backstop.

47 Report to the 2026 Legislature on The Establishment and Implementation of a Wildfire Recovery Fund.
48 |iao et al., Facing Wildfire Insurance Challenges: Five Lessons from the National Flood Insurance
Program; Vytenis Babrauskas, “Electricity-Caused Wildland Fires: Costs, Social Fairness, and Proposed
Solution,” Fire 7, no. 12 (2024), https://doi.org/10.3390/fire7120442.

PNNL-SA-222020

11



point too high will actively discourage the utility from using the policy, which could result
in higher customer costs. Regulators should consider how to balance these issues when
setting deductible rates.

o Payout limits, caps, or exhaustion points: Regulators will also have to consider
whether to cap the total amount of payments to a utility, also referred to as the
“exhaustion point” of a given layer of insurance. Payment caps, if established, should
consider the size of the fund, size and frequency of payouts, replenishment rates, and
rates of return of the initial capitalization. Additional questions include whether caps
should vary by state or utility based on factors such as size, risk profile, and an entity’s
contributions to the fund. Caps may be set by claim, by participant, or both. A cap or
exhaustion point may or may not be necessary, but establishing a fund with no
exhaustion point can raise the risk of fund depletion or a burdensome increase in
“premiums” paid by utility ratepayers in order to maintain the fund’s solvency. California’s
Wildfire Fund, for example, does not establish a payment cap to utilities, which has
periodically raised concerns about fund depletion after an especially catastrophic wildfire
or active fire season.*® Setting a cap too low, meanwhile, would reduce the value of the
fund as an effective backstop and impacts its ability to stabilize the commercial
insurance market. The role of broader caps on overall utility wildfire liability, whether at
the state policy level or required for participation in the fund as discussed below, would
also have a strong impact.

e Mitigation requirements: In accordance with best practices, including from existing
wildfire funds and other programs, utilities should be required to conduct wildfire risk
mitigation activities in order to be eligible to withdraw from the fund. Establishing a
minimum standard for these activities is critical in part because evidence of reduced
ignition risk should in turn improve investor confidence, helping to stabilize commercial
insurance cost and availability for compliant utilities.®® Design of a minimum standard
should consider fundamental business practices and forward-looking mechanisms for
utilities to mitigate wildfire risks. These mechanisms can focus on efforts to withstand
wildfire, reduce the likelihood of causing wildfire, and to prepare responses in either
case.®" Effectively deployed mitigation activities should reduce the likelihood of utility-
caused wildfire ignition and improve the resilience of utility systems if fire does occur.
Consider, where appropriate, integrating existing utility practices such as implementation
of grid enhancing technologies and energy efficient home hardening measures as part of
mitigation planning.®?

o Liability caps and standards: Several states have taken action to limit the
circumstances under which utilities may be held liable for wildfire damages, and some
have also established damage caps for wildfire claims, but liability is not uniform.
Program design should consider liability frameworks that clarify the conditions under
which a utility can access a fund, and whether caps should be established to preserve

49 Wildfire Fund Administrator, 2025 Annual Report on the California Wildfire Fund’s Operations.

%0 Wara et al., Climate Change and Utility Wildfire Risk: A Proposal for a Federal Backstop.

51 André M. Coleman et al., Current Best Practices on Wildfire Risk Reduction for Electric Transmission
and Distribution Systems, PNNL-38528 (Pacific Northwest National Laboratory, 2026),
https://www.pnnl.gov/publications/current-best-practices-wildfire-risk-reduction-electric-transmission-and-
distribution.

%2 Jess B. Kincaid and Kerry G. Abernethy-Cannella, “Energy Efficiency and Wildfire Mitigation: Surprise
Synergy,” ACEEE Summer Study, PNNL-SA-220702, 2026. (forthcoming)
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fund solvency. Any requirements must carefully consider tradeoffs with the variation in
state policy for potential participating utilities.

o Oversight and operations: A multistate insurance backstop could potentially operate at
the federal level as a new program or office housed under an existing agency or as a
multistate compact operated by a regional coalition of states. Determining whether a
federal or multistate pathway is more feasible for the program would depend on several
factors, including the number, geographic diversity, and other characteristics of
participating states; e.g. a multistate compact may be a more logical pathway for a
primarily regional program for western states. Considerations that may shape
determination of the appropriate scope of authority for the oversight body include the
degree of existing policy and regulatory alignment across participating states, the
representation of utilities operating in multiple states, and alignment with any existing
multi-state collaborative efforts on wildfire risk. Additionally, the oversight body could
potentially serve as a valuable resource to participating states by supporting the pooling
of not only financial contributions but capacity and expertise. The creation and oversight
of program-level wildfire risk mitigation requirements, for example, could contribute to
the development and shared understanding of best practices in wildfire risk mitigation
activities and WMP review. On this front, municipal risk pools offer a potential model of
cooperatively governed, independent entities that often support members with additional
services and expertise in addition to insurance coverage.*

4.0 Additional Considerations and Future Questions

The design of an effective federal or multistate backstop fund to stabilize the spiraling costs of
utility wildfire insurance raises several additional questions, and proposals have also been faced
with some criticism. Some of the most notable of these questions and criticisms are summarized
in this section.

Criticisms include whether utility insurance reform is the most effective lever to pull within the
broader landscape of the wildfire risk problem, and some alternative models, not all mutually
exclusive to the backstop fund concept, have been proposed. Other key questions include the
role of liability caps and whether effective insurance reform must be pursued in parallel to
liability reform, what risk mitigation activities should be required for a utility to be eligible for the
backstop fund, and whether a different approach may be needed to provide fair coverage to
non-investor-owned utilities.

4.1 Criticism and alternative models

Literature and policy proposals related to insurance backstops for utility wildfire liability have
been met with both support and criticism. Alternative concepts have also been proposed. One
criticism of public insurance programs in general is the risk of adverse incentives, including the
possibility of subsidizing adverse behavior instead of driving reduced risk. Another common
criticism of backstop fund proposals and other public insurance solutions is that an insurance
approach does not address other root drivers of the wildfire problem and may, at worst,
exacerbate already-present affordability challenges.

53 Serkin, “Insuring Takings Claims”; Guillot, “Considering Forming an Insurance Pool?”
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411 Risk of adverse incentives

Some critiques of proposed wildfire funds or other efforts have noted that existing government
insurance programs have sometimes created unintentionally adverse incentives for participants
or for other insurers. NFIP, for example, has long faced criticism for keeping policy premiums
artificially low relative to risk. As a result, the program has also gone into debt borrowing from
the U.S. Treasury to cover claims from policyholders after catastrophic hurricanes. Some
research has also suggested that its pricing has even incentivized increased development in
high flood risk areas, functionally cross-subsidizing these homeowners at the expense of lower-
risk policyholders.

Such “artificially” low premiums offered via NFIP and similar public insurance programs can also
discourage private insurers from offering coverage to these higher-risk entities, which can run
counter to a goal of stabilizing the broader insurance market.>> While maintaining reasonably
affordable coverage for policyholders (in this case utilities and, by extension, their ratepayers) is
always a goal of public insurance programs, this comes with some risk of externalizing costs
onto others, including taxpayers. A wildfire backstop program should therefore take lessons
from NFIP’s challenges in its pricing and design in order to minimize these adverse incentives
and cost shifts.

41.2 Alternative solutions

Some criticisms of an insurance backstop solution include that insurance is better classified as a
symptom than a driver of the wildfire risk problem, and that other avenues should be prioritized
over utility insurance solutions. For example, explorations of financing solutions to stabilize
utility wildfire risk exposure and costs often invite questions about fairness to victims of non-
utility-caused wildfires or non-wildfire disasters, such as hurricanes. One question asked in the
literature is why additional resources should be devoted to a fund that only covers damages for
utility-caused wildfires, while victims of a wildfire caused by other sources, such as lightning, are
not offered the same recourse.%’

One alternative proposal, as put forth by Babrauskas (2024), is a no-fault compensation fund for
victims of wildfire regardless of cause, funded by taxpayers and loosely modeled after workers’
compensation programs, an approach that could enable timely and consistent relief to wildfire

54 Liao et al., Facing Wildfire Insurance Challenges: Five Lessons from the National Flood Insurance
Program; Horn and Webel, Introduction to the National Flood Insurance Program (NFIP).

% Liao et al., Facing Wildfire Insurance Challenges: Five Lessons from the National Flood Insurance
Program; As noted above, these criticisms have also been levied at state-level Fair Access to Insurance
Requirements (FAIR) Plans, e.g. see Babrauskas, “Electricity-Caused Wildland Fires.”

%6 Nancy Watkins et al., State of Insurance for Wildfires (Milliman, 2025),
https://www.milliman.com/en/insight/state-of-insurance-for-wildfires-report.

57 e.g. Vytenis Babrauskas, “Electricity-Caused Wildland Fires: Costs, Social Fairness, and Proposed
Solution,” Fire 7, no. 12 (2024), https://doi.org/10.3390/fire7120442; However, other mechanisms for
victim compensation do exist. Property losses caused by non-utility wildfires and other disasters are, at
least theoretically, covered by homeowners’ insurance and can also be supported via existing public relief
programs, including Federal Emergency Management Agency (FEMA) Individual Assistance grants for
victims of federally-declared major disasters. It should be noted that the growing frequency and
costliness of wildfire and other disasters have introduced significant challenges for both homeowners’
insurance and FEMA programs; those questions, while important, are outside of the scope of this memo.
See also Elizabeth M. Webster, FEMA Individual Assistance Programs: An Overview, no. R46014
(Congressional Research Service, 2025), https://www.congress.gov/crs-product/R46014.
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victims, although it does not inherently incentivize risk mitigation activities or provide
mechanisms to direct utilities to pay for any negligence.*®

Other proposals suggest focusing on ensuring that high-risk homeowners bear their share of
responsibility for increased wildfire risk. This argument suggests that homeowners insurance
reform may be a higher priority, or may be more effective at sending appropriate market signals
as compared to utility insurance. Rapid expansion of homes and businesses in wildland-urban
interface (WUI) areas that are likely to be impacted by wildfire have further raised questions
about fair allocation of responsibility. These questions have led to proposals to assign higher
costs to WUI residents through homeowners insurance reform or potentially via differentiated
utility ratepayer classes.%®

Another question is whether and which wildfire costs should be recovered from taxpayers as
opposed to utility ratepayers. Issues of fairness and efficiency can arise: where victims impacted
by a utility-caused wildfire are the same as the ratepayers contributing via their electricity bills,
critics have argued that recovering damages via utility bills can resemble, as described by
Babrauskas (2024), a more inefficient form of taxation.®® And since a household’s reasonable
share of wildfire risk is not well correlated with electricity usage, it can be argued that a tax
structure for recovering certain wildfire-related costs could result in a more fair and a more
efficient allocation of costs and benefits among taxpayer-ratepayers.®’

It is important to emphasize that reforming mechanisms that exist to provide compensation to
victims of non-utility-caused wildfires and other disasters is not mutually exclusive with
insurance reforms focused on utility-caused wildfires.®? Furthermore, damages from a utility-
caused wildfire differ from other disaster impacts in that a utility, unlike a lightning strike, is an
entity that can be held liable for harm caused. The need for an entity to pay for damages for
which they are responsible is distinct from a broader need to compensate victims of a disaster
for their loss. As Kousky et al (2019) write: “When utilities act negligently, they should bear costs
proportional to their negligence.”®?

4.2 The role of liability reform

The question of liability is also inextricable from insurance challenges. As noted in Section 2 of
this memo, for example, Hawaii’'s PUC recommended against establishing a state wildfire fund
without also establishing a liability cap for utilities, noting that a “wildfire recovery fund and
limitation of liability function together to balance accountability, financial stability, and victim and
ratepayer protections, among other factors.”®* For a wildfire backstop program to minimize
pressure on ratepayers, contribute to stabilizing the commercial insurance market, and remain
solvent over the long term, its design may need to consider the inclusion of a liability cap or

%8 Babrauskas, “Electricity-Caused Wildland Fires.”

%9 These high-risk areas are called the wildland-urban interface (WUI), referring to areas that face
heightened and often extreme wildfire risk. See for example Carolyn Kousky et al., Wildfire Costs in
California: The Role of Electric Utilities (The Wharton School of the University of Pennsylvania, 2018),
https://impact.wharton.upenn.edu/wp-content/uploads/2023/07/Wildfire-Cost-in-CA-Role-of-Utilities-1.pdf.
60 Babrauskas, “Electricity-Caused Wildland Fires.”

61 Meredith Fowlie, “What Wildfire Costs Will Depend on How We Pay,” Energy Institute at Haas, July 15,
2019, https://energyathaas.wordpress.com/2019/07/15/what-wildfire-costs-will-depend-on-how-we-pay/.

63 Kousky et al., Financing Third Party Wildfire Damages: Options for California’s Electric Utilities.
64 Report to the 2026 Legislature on The Establishment and Implementation of a Wildfire Recovery Fund.
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other liability provisions. The scale of a utility’s potential damages depends in part on a state’s
liability framework, and standards and thresholds vary significantly by state.

In many states, risk mitigation efforts are driven by tort litigation outcomes and, typically,
damages are only sought when the liable party has the financial resources to potentially cover
costs.® As a result, there are few inherent boundaries on financial damages that utilities may be
held responsible for, which has led some states to establish caps on potential liability. In most
states, utilities are held liable for damages from fires found to have been caused by negligence
on the part of the utility. Oregon was one of the first states to clarify liability caps for utility
wildfire damages: the state passed legislation in 2013 limiting damages to the economic value
of any property destroyed in a utility-caused fire if the utility was not negligent, or twice that
value if the utility was found negligent.®®

Some states also limit liability based on a utility’s risk mitigation activities. For example, several
states have passed laws clarifying that utilities who implement measures outlined in an
approved WMP are shielded from any negligence findings if ignition occurs. Oregon proposed,
but did not pass, legislation with a similar provision in 2025.5" In other states, a utility complying
with an approved WMP can still be subject to negligence findings and significant damages. The
2025 legislative session saw several other states taking steps to narrow liability standards for
utilities or to place caps on potential damages.®®

While there is some variation in liability approaches across many states, California is a notable
outlier. California has a unique doctrine of inverse condemnation with strict liability, under which
a utility can be held responsible for damages for any wildfire caused by its electrical equipment
whether or not the utility was negligent in operating that equipment. This framework has
contributed to the high costs and limited availability of commercial wildfire insurance for utilities
in the state.®® Insurers have noted that the combination of high wildfire risk and the scale of
potential damages under the state’s inverse condemnation regime have made California an
“unattractive” market.”® In addition, the California Office of the Public Advocate has argued that
the state’s approach to inverse condemnation poses an unsustainable threat to both utilities’
ability to continue to provide their essential service and to the affordability of customer’s

85 Babrauskas, “Electricity-Caused Wildland Fires.”

66 Senate Bill 709, 77th Oregon Legislative Assembly 2013 Regular Session (2013),
https://oregon.public.law/statutes/ors_477.089.

67 House Bill 3666, 83rd Oregon Legislative Assembly 2025 Regular Session (2025),
https://olis.oregonlegislature.gov/liz/2025R 1/Downloads/MeasureDocument/HB3666/Introduced.

68 Barlow et al., Wildfire Risk: Review of Ultility Industry Trends.

8 “Inverse condemnation is a constitutional remedy rooted in the Takings Clause of the California
Constitution, allowing citizens to bring suit against the government when public actors effect a “taking” by
damaging private property...California jurisprudence has developed the doctrine into a strict liability rule,
imposing liability regardless of fault or reasonableness on the part of the public actor.” Ariel Jacoby,
“Burning down the House: Analyzing California’s Inverse Condemnation Strict Liability Rule for Utility-
Caused Wildfires,” Southern California Interdisciplinary Law Journal 31, no. 1 (n.d.),
https://gould.usc.edu/why/students/orgs/ilj/assets/docs/31-1-Jacoby.pdf.

70 Khoury and Archer, Application of Southern California Edison Company (U338E) for Authorization to
Recover Costs Related to 2018-2020 Wildfire Insurance Premiums Recorded in lts Wildfire Expense
Memorandum Account.
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electricity bills, given that some costs for wildfire liability payments are recovered from
ratepayers.”

A fair and functional federal or multistate fund may therefore require a degree of uniform liability
standards or caps, raising questions about the ideal approach if utilities from states with
meaningfully different liability regimes were to participate in the same program. It is possible that
fund operators could establish a liability framework and caps for expenses covered by the fund
without dictating the specifics of a state’s broader liability regime.

4.3 Risk mitigation requirements and tradeoffs

Further consideration is also required to determine what requirements for risk mitigation
activities would be appropriate at a federal or multistate level. While more detailed WMP or
similar requirements would continue to be established at the state level to reflect regional
differences, compliance with at least a minimum standard for risk mitigation activities would be
foundational to the program’s design, as described in Section 3 of this memo. These
requirements should help align incentives and contribute to insurance market stabilization. This
type of requirement is established practice: California utilities must have an approved WMP to
access the state’s wildfire fund, and NFIP insurance is only available to homeowners if their
local government complies with zoning requirements intended to reduce flood risk.”?

A critical question is the degree to which a federal or multistate backstop fund’s minimum
standard for risk mitigation should emphasize de-energization measures that reduce utility
ignition risk, proactive grid hardening, or both. One challenge is that physical wildfire risk
mitigation tradeoffs are difficult to define at a national scale given significant variations in risk
drivers between, and even within, states. For example, Babrauskas (2024) found that wildfires
are slightly more likely to be caused by lightning than by utilities nationwide, but that utility-
caused fires are more likely than lightning ignitions in California.” This suggests that measures
which mitigate utility ignition have a greater value in areas such as California with higher utility
ignition rates, while measures that harden equipment have greater value in areas where ignition
is caused by lighting or other hazards.

Financial wildfire risk is also not always aligned with physical wildfire risk, thanks to variations in
liability frameworks and related considerations. By adding legal, and therefore financial, liability
to the calculation of a utility’s overall wildfire risk, mitigation calculations can favor actions that
focus on preventing ignitions. This is because utility ignition leads to damages for which the
utility is likely to face the greatest financial risk. Where liability is found, or even presumed, the
financial impacts can significantly exceed the costs of repairing or replacing utility equipment
damaged during events, as has made evident by utility-caused wildfires in several states.”
Some existing proposals for a federal wildfire insurance backstop or other reforms have
therefore placed a priority on reducing utility ignition risk. Requiring widespread use of de-

" Ratepayer Impacts of Strict Liability and Inverse Condemnation (California Public Advocates Office,
2023), https://www.publicadvocates.cpuc.ca.gov/-/media/cal-advocates-website/files/press-room/reports-
and-analyses/230407-caladvocates-wildfire-safety-inverse-condemnation-policy-paper.pdf.

2 Calif. Earthqg. Auth., “California Wildfire Fund”; Horn and Webel, Introduction to the National Flood
Insurance Program (NFIP).

3 Babrauskas, “Electricity-Caused Wildland Fires.”

74 Andrew Dressel, Wildfires Threaten Utility Financial Stability (Charles River Associates, 2024),
https://media.crai.com/wp-content/uploads/2024/09/18125642/Energy-Insights-CRA-wildfire-mitigation-
independent-evaluation-September-2024.pdf.

PNNL-SA-222020

17



energization measures have been suggested as a straightforward way to reduce the chances
that utility equipment will cause a wildfire, while also raising concerns that some grid hardening
measures raise free rider challenges or should not be required without rigorous evaluation of
their cost-effectiveness.”

De-energization measures can include public safety power shutoffs (PSPS), which is an
effective tool to ensure that a line will not cause ignition in high fire risk conditions. PSPS are an
increasingly common component of wildfire mitigation plans, and were included in 92 utilities’
WMPs as of early 2026.”° While PSPS are effective at reducing ignition, they introduce other
potential risks and can impose significant damages on utility customers. Loss of electric service
results in spoiled food, failed medical devices and air purifiers, and economic harms from
disrupted business activities. PSPS events therefore lead to some transfer of financial risk from
the utility to the customers impacted by these outages.

The vast majority of PSPS events to date have been called by California IOUs (165 of 192 since
2013).”7 California is a state that requires cost benefit analysis for wildfire investments, and the
framework used to quantify the risks of PSPS does require quantification of customer impacts of
outages to calculate of the risk benefit criteria.”® However, accurate information on the customer
costs incurred from PSPS is very limited, which can result in weighted favor for costs that are
easier to quantity or have data that is more readily available. ”® These data gaps can make
PSPS look like a more economically favorable solution for utilities evaluating the costs and
benefits of risk mitigation activities.® As a result, PSPS can lead to a shift in risk that has not
been effectively measured, leading to a reduction in risk for utilities while simultaneously
increasing financial risk for customers.

The potential for these risk transfers would be an important design consideration for a multistate
backstop program, especially if the program were to include states with different balances of
physical and financial wildfire risk. The costs associated with intentional interruptions to the
essential service of electricity should also be thoroughly evaluated before determining the role
of de-energization in a program’s risk mitigation standards.

4.4 Options for different utility ownership structures

Investor-owned utilities (I0Us) and customer-owned utilities (COUs) face meaningfully different
ownership structures and regulatory environments that are relevant to questions of how a
pooled backstop fund may be funded and operated. I0Us, as private companies, are owned by
their shareholders, who earn a regulated rate of return from the utility’s investments in
infrastructure. Most utility spending, including this rate of return, is recovered via ratepayers’

75 Babrauskas, “Electricity-Caused Wildland Fires”; Wara et al., Climate Change and Utility Wildfire Risk:
A Proposal for a Federal Backstop.

6 K. Abernethy-Cannella et. al (2026)

T K. Abernethy-Cannella et. al (2026)

8 C. Huang et al., "A Review of Public Safety Power Shutoffs (PSPS) for Wildfire Mitigation: Policies,
Practices, Models and Data Sources," in IEEE Transactions on Energy Markets, Policy and Regulation,
vol. 1, no. 3, pp. 187-197, Sept. 2023, doi: 10.1109/TEMPR.2023.3287027.

79 See for example C. Huang et. al. "A Review of Public Safety Power Shutoffs (PSPS) for Wildfire
Mitigation: Policies, Practices, Models and Data Sources,"
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utility bills. By contrast, COUs are generally governed by boards elected by their ratepayers,
operate as government entities or nonprofits, and do not have external shareholders.?'

IOUs are the dominant ownership structure in the U.S. electric utility structure in terms of
customers served and are the predominant subject of policy actions related to utility wildfire risk
and liability. While there are just over 150 IOUs in the country, they provide electricity to more
than 70% of residential customers nationwide and approximately 74% of customers in Oregon.8?
The remaining customers are served by COUs, an umbrella category that can refer to both
public utilities, which can be run by a municipality or other government entity, and electric
cooperatives, which are non-profit entities collectively owned by their customers. COUs are
much smaller but significantly outnumber I0Us: there are approximately 800 cooperatives and
nearly 2,000 public utilities operating in the U.S.% Oregon is home to three I0Us, 20
cooperatives, and 18 public electric utilities.?* While COUs serve fewer total customers than
IOUs, many serve geographically expansive service territories that can still face substantive
wildfire risk.°

IOUs are for-profit, private-sector entities, although they are regulated as public monopolies.
State regulators determine shareholder profits by approving the rate of return that IOUs may
earn on their investments. Regulators also determine whether and which costs incurred by an
IOU are prudent and therefore allowable for recovery from ratepayers, and whether some costs
should be absorbed by shareholders. The 50-50 split between shareholders and ratepayers
established for contributions to the California Wildfire Fund is one example.

COUs, by contrast, earn no profit. Furthermore, since there is no third party in the form of
shareholders to absorb some of the costs of wildfire liability claims, ratepayers are by default the
sole party responsible for paying those damages. An additional dynamic is that while ratepayers
and taxpayers are distinct classes for IOUs—whose service territories often cross municipal,
county, or even state boundaries—COU customers, and public utility customers in particular,
are more likely to be both ratepayers and taxpayers to the same entities. Municipal COUs, in
particular, may face compounding risks as the result of wildfire because damage can
simultaneously impact the utility, the municipality, and the resident tax base within the
municipality.

81 Alison F. Takemura, “Electric Utilities 101: A Breakdown of the Basics on US Power Providers,” Canary
Media, October 12, 2022, https://www.canarymedia.com/articles/guides-and-how-tos/power-by-people-
glossary-bundle.

82 “Investor-Owned Utilities Served 72% of U.S. Electricity Customers in 2017,” U.S. Energy Information
Administration (EIA), accessed February 11, 2026,
https://www.eia.gov/todayinenergy/detail.php?id=40913; Janice Thompson, “Who Owns and Regulates
Oregon’s Energy Utilities?,” Oregon Citizens Utility Board, May 6, 2021,
https://oregoncub.org/news/blog/who-owns-and-regulates-oregons-energy-utilities/2337.

83 US Energy Inf. Adm. EIA, “Investor-Owned Utilities Served 72% of U.S. Electricity Customers in 2017.”
84 “Oregon Utilities,” 2026, https://www.oregon.gov/energy/energy-oregon/Pages/Oregon-Utilities.aspx.
Note that as of February 2026, one of the three I0OUs operating in Oregon, Idaho Power, is in the process
of selling its assets to a cooperative utility. Once this sale is approved and finalized, there will be two
IOUs in Oregon.

8 “Wildfire Mitigation Strategies and Resources for Public Power Utilities,” American Public Power
Association, September 2025, https://www.publicpower.org/system/files/documents/Wildfire-Mitigation-
Strategies-and-Resources-for-Public-Power-Utilities-
September2025.pdf?token=GPgMNIRNiIifrD1QJOU9TBabmBdrIRxooOFJybT MPgs; Oak Ridge National
Laboratory, Electric Retail Service Territories, August 21, 2025,
https://lwww.arcgis.com/home/item.htm|?id=597555ce8e4a4892a030784a7c657fdd.
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These differences in regulatory structures, ownership, incentives, and business models may
pose challenges to the fair and efficient design and operation of a shared program that serves
all utility types. However, COUs and 10Us do face similar wildfire liability risks and insurance
challenges.® Furthermore, since COUs tend to be smaller in terms of customers served and
annual revenues than most IOUs, COUs may risk bankruptcy from even relatively smaller
fires.8” The Oregon Energy Strategy notes that financial risks from wildfire are especially
pronounced for rural electric cooperatives in Oregon, underscoring the need for an insurance
solution or solutions for all utilities, not only IOUs.#8

Offering eligibility for participation in a multistate fund to both COUs and IOUs may first require
participating states to confirm whether any statutory or regulatory limits exist that would impact
risk pooling among different utility types.®® Absent any such legal barriers, additional
considerations would include determining a capitalization approach that is reasonably fair for all
contributing utility ratepayers, given that IOUs can collect additional contributions from their
shareholders while COUs cannot. Participation by not-for-profit COUs may also be a factor in
determining whether and to what degree taxpayer contributions should be a component of fund
capitalization.

5.0 Conclusions

The costs associated with wildfire liability impact ratepayers’ bills and can threaten utilities’
solvency, posing existential risks to the utility business model and the underlying cost and
provision of electricity service. As wildfires continue to grow larger, more destructive, and
costlier in across the West and increasingly nationwide, a clear need has emerged for financing
solutions that can ensure the stable and reasonably affordable delivery of the essential service
of electricity in a rapidly changing landscape.

Utilities have reported increasing difficulty securing available, reasonably affordable insurance
that provides adequate coverage for their potential wildfire liability. The scale of this threat has
led to a growing consensus that insurance reform is needed to prevent utility bankruptcies and
stabilize wildfire insurance costs. Oregon is one of several states that has considered adopting
a state-level wildfire fund to function as an insurance backstop for electric utilities who may be
found liable for wildfire costs that exceed their commercial insurance coverage and may
threaten their financial solvency. A federal or multistate fund would offer this backstop function
with a larger risk pool, which could address some concerns about depletion risk of state funds
and could help reduce the cost of “premiums” in the form of utility contributions.

The creation of an effective multistate wildfire fund must balance several design considerations
summarized in this memo. Foundational principles include ensuring that the program prioritize

8 Mark Chediak, “Wildfire Threats Make Utilities Uninsurable in US West,” Insurance Journal, June 25,
2024, https://www.insurancejournal.com/news/west/2024/06/25/780894.htm; Paul J. Dyson and David N.
Bodek, “Seven California Not-For-Profit Electric Utility Outlooks Revised To Negative On Increasing Risks
From Wildfires,” S&P Global, March 13, 2025, https://www.spglobal.com/ratings/en/regulatory/article/-
/view/sourceld/13442448.

87 See e.g. Chediak, “Wildfire Threats Make Utilities Uninsurable in US West.”

8 Bayer, Oregon Energy Strategy.

8 For example, the question of whether any “statutory barriers for unified risk pooling for Washington
state utilities with different ownership structures” was raised as a consideration that would need to be
researched prior to establishing a state-level or multistate risk pool in Kreidler, Liability Insurance Market
Conditions.
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affordability for both utility ratepayers and the broader taxpayer base, avoid inadvertent
subsidization of high-risk behavior, and contribute to the stabilization of the commercial
insurance market. Design elements that require thoughtful evaluation to ensure that a fund
achieves these goals including clarifying whether participation is opt-in or mandatory;
determining an optimal balance of ratepayer, shareholder, taxpayer, and other contributions to
capitalize the fund; right-sizing the initial capitalization of a fund; and determining appropriate
deductibles and caps that balance incentives and program solvency; and what entity or entities
should oversee and operate the fund.

Some of these questions are complex and demand further evaluation, and some considerations
may be ultimately determined in a court environment. These include determination of what level
and balance of risk mitigation activities should be required for fund participation, and whether
creation of an effective federal or multistate fund requires a degree of standard liability caps or
framework design. Another critical question is whether customer-owned utilities may participate
in a fund shared with investor-owned utilities or whether different utility types would require a
parallel fund or program. Finally, this memo acknowledges that while insurance reform is clearly
needed to help stabilize the risks wildfire poses to the utility business model, the broader
challenge wildfire poses to utilities and ratepayers is multifaceted and cannot be fully solved by
an insurance solution alone.
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