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We Believe MCY’s Loss Estimate Is Highly Misleading and Management is 

Playing a Dangerous Game of Pretend and Extend 

In our view, MCY’s earnings PR is highly misleading and raises more questions than it answers. 

We think MCY is hiding risk as MCY is an outlier from each of their four peers that have 

reported in the last two weeks in almost every key aspect: 

• MCY is reporting far lower losses per average PIF than their peers. Less than 50% in 

many cases. 

•  MCY is the only carrier to exclude FAIR assessments from their gross losses, even 

though the first assessment was made yesterday.  

•  MCY is the only carrier including subrogation benefits in their net loss numbers, even 

though it will take years for these benefits to develop, if ever. 

o This subrogation benefit is key to the net loss figures MCY provides, without it, 

none of the numbers provided add up!   

• MCY is the only carrier that has not figured out whether it will treat this as 1 or 2 events.  

• Unlike its peers, MCY has not disclosed the number of claims filed, and admits that it is 

using historical estimates, instead of the granular data they have, to estimate losses.  

We think they are understating their losses to the market in hopes that they can bring in 

premiums and slow walk revisions in its losses over the next 2-3 quarters and keep their heads 

above water. The range of net losses provided by MCY is highly misleading and, frankly, 

absurd. The only way to get to the numbers they provide is by excluding lots of costs and losses 

that they know exist, and by giving themselves credit for benefits that are purely speculative.  

• MCY’s loss estimates based on “historical estimates” are far lower than peers when you 

compare their damages to the number of policies-in-force (PIF), an assessment that 

anyone can make using rate filings. For example, Allstate and Travelers each have ~50% 

of the PIFs exposed to Altadena (91001) and Pacific Palisades (90272) as MCY, yet they 

have the same, or even higher estimates of loss! Farmers, which also has fewer PIFs, had 
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1/3 as many policies in the much more expensive Pacific Palisades as MCY and so was 

almost completely concentrated into Altadena, where losses per dwelling are lower, yet 

MCY still estimates a lower Average Loss Per PIF!  

 

 Source: Carrier Rate Filings, Reported Carrier Loss Estimates, Wolfpack Analysis 

 

• So, we can see MCY is grossly out of step with other carriers, and we think they did this 

by using historical estimates. “These estimates are based on information known to date 

informed by historical claims settlement information from previous major wildfires to 

calculate estimated gross ultimate losses.” The problem is that these fires are not the 

same as other fires. The Commissioner is pushing all carriers to pay 100% of the limit for 

content with no questions asked. Inflation and scarcity of labor will drive up construction 

costs. Besides, MCY has already paid out $800 million, which (according to their rosy 

estimates) is 40-50% of the total amount of gross losses to be paid. Shouldn’t they be 

able to estimate their losses based on their actual losses at this point, as other peers have? 

• MCY’s average loss per HO-3 PIF is 57% of peers, with the peer average at $2.4 

million.1 That’s the benefit of working with historical estimates! We estimate MCY’s 

worst-case scenario loss estimate for the Eaton fire implies losses of no more than $882k 

per PIF (HO-3+Landlord). This does not pass the smell test for us, recent media reports 

concerning a MCY policyholder from the Eaton Fire state they were entitled up to $1.7 

million of coverage from the destruction of their home.2 We stand by our initial estimate 

that $2 billion is the floor for their losses, and given what their peers are reporting, we 

think that losses will end up being closer, if not above, $2.5 billion. 

• Perhaps the most disingenuous thing MCY has done is factor its supposed subrogation 

benefits into its outlook for net losses. Essentially, MCY believes that the utility is 

 
1 Peers include Allstate, Travelers, and Farmers 
2 This policyholder only paid $1,264 v. MCY’s average premium paid is ~$1,800 in Altadena 

*$'s In Millions 

Carrier HO-3 PIF (91001) HO-3 PIF (90272) Reported Gross Losses Average Loss Per PIF 

Allstate                          403                          233  $                      2,000,000  $                           3,145 

Travelers                          263                          372  $                      1,700,000  $                           2,677 

Farmers                      1,161                          137  $                      1,875,000  $                           1,445 

Mercury                          929                          385  $                      1,800,000  $                           1,370 

https://www.insurancejournal.com/news/west/2025/02/07/811132.htm
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responsible for the Eaton fire, and they are already factoring in their cut of a lawsuit that 

will take years to resolve into its results. Is anyone else doing this? NO! For example, if 

Farmers included subrogation benefits, they basically wouldn’t have had any liability 

because their losses are almost entirely concentrated in Altadena.  

• Subrogation is anything but a sure thing. The utility has said "Electrical data from the 

four energized transmission lines that run through Eaton Canyon showed no anomalies 

until one hour after the reported start time of the fire." Factoring in subrogation at this 

point is grossly misleading. The only justification for adding in subrogation to reduce 

your net losses at this point is that they had a number in mind they wanted to get to, and 

this was how they were going to get there. 

•  Also, if you read the PR closely you will see that MCY’s gross estimate is not really an 

estimate of gross losses because it excludes FAIR assessments. The other carriers, like 

Allstate, Chubb, and Travelers have included their expected FAIR assessments in their 

gross loss numbers. MCY’s excuse for not including a FAIR assessment in its gross 

estimate? It's paid by reinsurance, and going forward they can recoup from policy 

holders, so it's not a big deal (on net). Why didn’t other carriers exclude FAIR 

assessments? Maybe they thought their gross loss estimate should include all their gross 

losses! 

Between the coverage afforded by reinsurance and the ability to recoup a portion of the 

assessment, the Company does not expect the FAIR plan assessment to materially add to 

the net wildfire losses from these events. 

• FAIR assessments are not a myth, it appears they will come in tranches as losses in 

excess of surplus and reinsurance for the FAIR program are piling up. Just yesterday the 

first $1 billion was assessed, adding ~$60 million to MCY’s gross losses. More are 

expected! But not apparently by MCY who either couldn’t or wouldn’t do the math. 

• Apparently MCY is so confused about its losses that unlike all of its peers it still hasn’t 

figured out if they want one or two reinsurance towers. Does anyone really believe they 

are still this clueless? Even in their most optimistic scenario they are going to blow the 

top off the first tower. We have talked with numerous people in the industry at this point 

and there is a wide variety of opinions on whether this will result in litigation, but they all 

agree that the specific language of the contract is what will matter. And MCY has not and 
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likely will not produce the contract for investors to review, and we haven’t heard from 

the reinsurer, so we are going to take MCY’s claims they get to choose one or two towers 

with some salt. If they are stuck with one event, then they are proper fucked.  

• MCY has also not said anything about the status of the California subsidiary that holds all 

of these policies. MCY has paid out $800 million so far and has only been reimbursed for 

$500 by the reinsurer, it seems like subsidiary is in the hole for $300 million. The total 

surplus for the CA subsidiary was just $388 as of Q3 24, making this entity nearly 

insolvent. The WSJ wrote an extensive article on State Farm’s issues with its insolvent 

subsidiary in CA. Is MCY going to isolate its subsidiary or will its losses spread like 

contagion and eat up capital at its other subsidiaries? Are they talking to the CA regulator 

about this? Investors should know.  

• MCY discloses that they can only have a 3-1 premium to capital ratio in their SEC 

filings. The loss of capital caused by this event, to say nothing of the cash flow crunch 

created by the need to pay out claims, will seriously inhibit their ability to write new 

policies and take advantage of any rate cycle increase.  

• The range of net losses provided by MCY is highly misleading and, frankly, absurd. The 

only way to get to the numbers they provide is by excluding lots of costs and losses that 

they know exist, and by giving themselves credit for benefits that are purely speculative. 

They appear to exclude any FAIR loss estimate from the gross calculation. They also 

seem to exclude reinstatement fees from the net losses, even though they will probably 

need to pay $200 million or go naked. They exclude the $30 million reimbursement they 

owe to insurers for depleting their first tower if the reinsurers loss ratio exceeds 73.5%. 

And they appear to have excluded the $52 million co-participation obligation in the 

second reinsurance tower.  

• The only way that we figure they could get to the bottom of their range of $155 million is 

to assume that MCY will only be responsible for the $150 million retention on its first 

tower and a portion of the $6.5 million in reinsurance that it is not eligible to collect from 

the first tower. What about the $150 million retention for the second tower? Reinsurance 

restatement fees of $100-200 million? Co-participation in the second tower of $52 

million? Apparently, that will all be covered by subrogation from litigation that is in its 

infancy. MCY will have to pay these fees as well as claims to their insured that they 

https://www.wsj.com/business/state-farm-california-pulled-plug-fires-c702fff8
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apparently refuse to account for today in their net losses. This will create a huge cash 

flow issue that management apparently would like investors to ignore. 

• Our assessment of MCY’s losses is that they will hit $2.5 billion. This is in line with 

what their peers have reported and includes a FAIR assessment estimate. We also ignored 

the potential beneficial effects of subrogation, and factored in the reinstatement fees they 

will need to pay, and needless to say our pretax net loss number was much higher. We 

calculate net losses in a one event scenario would be $1.3 billion. In a two-event scenario, 

losses come in at a much more modest $491 million. That is what we think is the lower 

bound for ultimate potential losses for MCY. 

 

Source: MCY Filings, Wolfpack Analysis  

We are going to be on the earnings call today, and we hope that management will be professional 

enough to take our questions: 
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• How do you justify the fact that your loss per property is far below the other carriers, 

even Farmers who proportionately had far more exposure than you to the less expensive 

neighborhoods damaged by the Eaton fire? 

• How can you justify basing your losses on historical estimates when you have the 

addresses of the homes in these zip codes, pictures of their structural status, and access to 

the claims filed by the homeowners? How many claims have been filed and how many 

insured homes are a total loss? 

• How can you justify not including a FAIR assessment in your gross losses when all the 

other carriers included it? Do you understand what gross losses are? 

• How do you justify including subrogation as a factor in your net losses when other 

carriers have not done the same? Has a lawsuit even been filed yet?  

• Have you talked to your reinsurer about using 2 towers? Do they see the contract the 

same way as you, or is there a chance this will need to be settled in court? 

• How is your California subsidiary? Is it solvent? Will you need to redeploy capital from 

other parts of the business to pay its claims? 

• Are you including reinsurance reinstatement fees in your net losses? Why not? Are you 

factoring in subrogation gains? How much? Can you run us through the math of how you 

get from $2 billion in gross losses (excluding a FAIR assessment) down to $325 million? 

 

 

 

 

 

 

 

 

 

 



Page 7 of 9 

 

Financial Disclaimer 

Please be advised that WPR,LLC, Wolfpack Research (WPR) is a research and publishing firm, of 

general and regular circulation, which falls within the publisher’s exemption to the definition of an 

"investment advisor" under Section 202(a)(11)(A) – (E) of the Securities Act (15 U.S.C. 77d(a)(6) (the 

"Securities Act"). WPR is not registered as an investment advisor under the Securities Act or under any 

state laws. None of our trading or investing information, including the Content, WPR Email, Research 

Reports and/or content or communication (collectively, "Information") provides individualized trading or 

investment advice and should not be construed as such. Accordingly, please do not attempt to contact 

WPR, its members, partners, affiliates, employees, consultants and/or hedge funds managed by partners 

of WPR (collectively, the "WPR Parties") to request personalized investment advice, which they cannot 

provide. The information does not reflect the views or opinions of any other publication or newsletter. 

 

We publish Information regarding certain stocks, options, futures, bonds, derivatives, commodities, 

currencies and/or other securities (collectively, "Securities") that we believe may interest our Users.  

You are reading a short-biased opinion piece. Obviously, we will make money if the price of the covered 

issuer stock declines. 

The Information is provided for information purposes only, and WPR is not engaged in rendering 

investment advice or providing investment-related recommendations, nor does WPR solicit the purchase 

of or sale of, or offer any, Securities featured by and/or through the WPR Offerings and nothing we do 

and no element of the WPR Offerings should be construed as such.  

Without limiting the foregoing, the Information is not intended to be construed as a recommendation to 

buy, hold or sell any specific Securities, or otherwise invest in any specific Securities. Trading in 

Securities involves risk and volatility. Past results are not necessarily indicative of future performance. 

 

The Information represents an expression of our opinions, which we have based upon generally available 

information, field research, inferences and deductions through our due diligence and analytical processes.  

We do not provide “price targets”, although we may express our opinion of what the security is worth. An 

opinion of the value of a security differs from a price target in that we do not purport to have any insight 

as to how the market might value a security – we can only speak for how we view its value. We therefore 

do not hold a position until it reaches a certain price target, nor do we always hold positions until they 

reach the price at which we have expressed a valuation opinion 

Due to the fact that opinions and market conditions change over time, opinions made available by and 

through the WPR Offerings may differ from time-to-time, and varying opinions may also be included in 

the WPR Offerings simultaneously. 

To the best of our ability and belief, all information is accurate and reliable, and has been obtained from 

public sources that we believe to be accurate and reliable, and who are not insiders or connected persons 

of the applicable Securities covered or who may otherwise owe any fiduciary duty or duty of 

confidentiality to the issuer. However, such information is presented on an "as is," "as available" basis, 

without warranty of any kind, whether express or implied. WPR makes no representation, express or 

implied, as to the accuracy, timeliness or completeness of any such information or with regard to the 

results to be obtained from its use.  
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All expressions of opinion are subject to change without notice, and WPR does not undertake to update or 

supplement any of the Information. We also have no duty or obligation to update this report or update you 

on the size or direction of any position we hold in a Covered Issuer.  

 

The Information may include or may be based upon, "Forward-Looking" statements as defined in the 

Securities Litigation Reform Act of 1995. Forward-Looking statements may convey our expectations or 

forecasts of future events, and you can identify such statements: (a) because they do not strictly relate to 

historical or current facts; (b) because they use such words such as "anticipate," "estimate," "expect(s)," 

"project," "intend," "plan," "believe," "may," "will," "should," "anticipates" or the negative thereof or 

other similar terms; or (c) because of language used in discussions, broadcasts or trade ideas that involve 

risks and uncertainties, in connection with a description of potential earnings or financial performance.  

There exists a variety of risks/uncertainties that may cause actual results to differ from the Forward-

Looking statements. We do not assume any obligation to update any Forward-Looking statements 

whether as a result of new information, future events or otherwise, and such statements are current only as 

of the date they are made. You acknowledge and agree that use of WPR Information is at your own risk.  

In no event will WPR or any affiliated party be liable for any direct or indirect trading losses caused by 

any Information featured by and through the WPR Offerings. You agree to do your own research and due 

diligence before making any investment decision with respect to Securities featured by and through the 

WPR Offerings. You represent to WPR that you have sufficient investment sophistication to critically 

assess the Information.  

If you choose to engage in trading or investing that you do not fully understand, we may not advise you 

regarding the applicable trade or investment. We also may not directly discuss personal trading or 

investing ideas with you. The Information made available by and through the WPR Offerings is not a 

substitute for professional financial advice. You should always check with your professional financial, 

legal and tax advisors to be sure that any Securities, investments, advice, products and/or services 

featured by and through the WPR Offerings, as well as any associated risks, are appropriate for you. 

 

You further agree that you will not distribute, share or otherwise communicate any Information to any 

third-party unless that party has agreed to be bound by the terms and conditions set forth in the 

Agreement including, without limitation, all disclaimers associated therewith.  

If you obtain Information as an agent for any third-party, you agree that you are binding that third-party to 

the terms and conditions set forth in the Agreement. Unless otherwise noted and/or explicitly disclosed, 

you should assume that as of the publication date of the applicable Information, WPR (along with or by 

and through any WPR Party(ies)), together with its clients and/or investors, has an investment position in 

all Securities featured by and through the WPR Offerings, and therefore stands to realize significant gains 

in the event that the price of such Securities change in connection with the Information.  

We intend to continue transacting in the Securities featured by and through the WPR Offerings for an 

indefinite period, and we may be long, short or neutral at any time, regardless of any related information 

that is published from time-to-time. 

Therefore, you should assume that upon publication of this report, we will, or have begun to, close a 

substantial portion – possibly the entirety – of our positions in the Covered Issuer’s securities. By the time 
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you read this report, we may be covering or have already covered (i.e., bought back) our short position, 

and we are unlikely to increase our short positions unless it is in our financial interest to do so.  

 

 

 

 


