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A Note on Scope and Method

This report addresses a specific, active enforcement decision: how the California Department of Insurance should
sequence its enforcement action against State Farm General Insurance Company across 398 documented
claims-handling violations, how it should structure restitution for approximately 11,300 affected claimants, and
how it should calibrate penalty severity against remediation speed within the constraints of Californias
administrative law process.

The analytical work was conducted using the David SPM causal reasoning framework, version strategic-v1.4.
Every substantive finding in this report carries an explicit confidence rating drawn from the three-stage causal
filter: CAUSAL, MECHANISM, THRESHOLD, or CORRELATED. These ratings are not ornamental. They
communicate the epistemic status of each claim and govern how heavily each finding is weighted in
recommendations.

A CAUSAL rating means the finding has passed all three stages. a reproducible correlation exists, a directional
mechanism has been identified, and empirical evidence confirms the mechanism operates as claimed. Findings
rated CAUSAL are the core of the recommendations and are stated with appropriate confidence.

A MECHANISM rating means Stages 1 and 2 are satisfied — correlation detected, plausible directional
mechanism identified — but Stage 3 empirical confirmation is absent or insufficient. Findings rated
MECHANISM are included with a caveat and flagged for follow-up verification. They are actionable as working
hypotheses but should not be treated as settled facts.

A THRESHOLD rating is reserved for findings where the correlation is statistically robust and reproducible
across multiple observations but no plausible mechanism can be identified despite genuine analytical effort.
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THRESHOLD findings are routed to the Extrapolation Engine for candidate mechanism generation and
probability estimation. They are not actionable recommendations.

A CORRELATED rating means only Stage 1 is satisfied. These findings are excluded from recommendations
and appear only as contextual background.

NOISE findings are discarded and do not appear in this report.

One critical methodological note: the adversarial review conducted by Instance 4 of the David network identified
a pattern in Instance 3's initial analysis where Stage 2 logical plausibility was being treated as Stage 3 empirical
confirmation. That error — conflating "theoretically sound" with "empirically causal" — is among the most
common and dangerous in strategic analysis. Where Instance 4's challenges were sustained by SPM verification,
this report reflects the corrected confidence ratings, not Instance 3's initial assertions. The SPM recorded three
agreements and zero overrides. All finding recalibrations that follow from Instance 4's adversarial review are
incorporated.

Thisis an analytically honest document. Where the evidence is strong, the report says so. Where the evidence is
absent, the report names the gap and tells you what to do about it.

Executive Summary

The California Department of Insurance filed an Accusation and Order to Show Cause against State Farm
Genera Insurance Company in early May 2026, alleging 398 violations identified in a Market Conduct
Examination and 34 additional violations based on consumer complaints — a total of 432 alleged violations of
California's Unfair Insurance Claims Practices Act arising from the insurer's handling of claims following the
January 2025 Los Angeles wildfires, principally the Palisades and Eaton fires. [1][2] Approximately 11,300
claimants are understood to be affected. The enforcement action represents one of the most significant regulatory
interventions in California insurance history, with CDI Commissioner Ricardo Lara seeking what have been
described as record penalties. [3][4][7]

CDI'simmediate decision challenge is not whether to pursue enforcement — that decision is made — but how to
sequence it, how to structure restitution, and how to manage the constraints imposed by Cdlifornias
administrative hearing process to maximize both remediation speed for affected claimants and the defensibility of
penalty calculations through administrative appeal .

The central recommendation of this report is the adoption of a Parallel Track enforcement structure: a Fast Track
targeting systemic, process-level violations through consent decree negotiation with a six-to-nine-month target
timeline, running concurrently with a Restitution Track addressing individual claimant harm through a
tiered-category methodology with a nine-to-fifteen-month target. This structure is supported at the
MECHANISM level of confidence. It is not CAUSAL because no empirical comparison of CDI parallel-track
versus sequential enforcement timelines on comparable cases exists in the available knowledge base. The
consultant should verify this assumption against historical CDI case duration data before presenting it to the
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Commissioner as settled.
Three foundational findings govern the remainder of the analysis:

First, the choice of restitution methodology directly constrains administrative burden in a mathematically
deterministic way: tiered-category restitution compresses 11,300 individualized assessments into a manageable
number of boundary-category determinations. This relationship is rated MECHANISM. It is not rated CAUSAL
because no empirical comparison across claimant populations with differing restitution methodologies exists to
confirm that the burden reduction translates to proportional timeline compression — and the adversarial review
surfaced a legitimate concern that tiering shifts rather than eliminates administrative cost by generating appeals
among claimants assigned to lower tiers.

Second, the relationship between enforcement sequencing and State Farm's compliance acceleration is rated
CORRELATED by SPM verification. The mechanism proposed by Instance 3 — that escalating penalties and
visible enforcement losses will cause State Farm to accel erate remediation investment — is theoretically plausible
but empirically unvalidated, and the sunk-cost literature cited by the adversarial review suggests the mechanism
may operate in reverse under certain conditions: early enforcement losses may trigger litigation escalation rather
than compliance capitulation. This finding cannot be the foundation of a sequencing strategy. Sequencing strategy
must instead rest on the MECHANISM-rated finding that systemic violations are categoricaly easier to
adjudicate than individualized claim-level violations, regardless of compliance acceleration effects.

Third, the administrative hearing timeline is rated UNDERDETERMINED in this analysis. CDI should not
proceed without verifying actual ALJ scheduling timelines and statutory decision deadlines for administrative
proceedings of this scale. The absence of this datais the single largest operational risk in the enforcement plan.

Four open evidence gaps are designated for mandatory resolution before strategy finalization. CDI cannot
responsibly commit to penalty quantum, claimant restitution timelines, or sequencing specifics without: (1) a
detailed categorical breakdown of the 398 violations by severity tier; (2) harm-distribution data across the 11,300
claimants; (3) historical CDI hearing timeline data for consent decree negotiations at comparable scale; and (4) a
determination of whether State Farm's claims records systems provide the data access necessary to execute tiered
claimant verification at the speed the Parallel Track requires.

The overall confidence in the structural recommendation — Parallel Track with tiered restitution — is 58 to 65
percent. It is the best available strategic option under current information, but it is not a high-certainty
recommendation. The consultant and Commissioner should treat this as a working framework requiring iterative
verification, not afinal execution plan.

The Decision in Context

On May 4, 2026, the California Department of Insurance announced it had filed an Accusation and Order to
Show Cause against State Farm General Insurance Company. [1][2] The action followed an expedited Market
Conduct Examination triggered by consumer complaints about State Farm's handling of insurance claims arising
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from the January 2025 Los Angeles wildfires — specifically the Palisades and Eaton fires, which collectively
represented one of the most destructive wildfire eventsin California history. [6][9]

The examination documented what CDI characterized as a pattern of unlawful behavior in more than half of the
clams reviewed. [2] The 398 violations identified in the Market Conduct Examination, combined with 34
additional violations drawn from consumer complaint files, constitute the largest claims-handling violation count
alleged against a single insurer in California regulatory history within the recent enforcement record. [4] CDI
Commissioner Ricardo Lara has explicitly sought record penalties. [7]

The enforcement action sits within a broader regulatory and legislative context that isimportant for understanding
CDI's operational constraints and strategic options. In early 2026, following the January 2025 fires, CDI moved
on multiple fronts simultaneously: Commissioner Lara announced the Disaster Recovery Reform Act with
Senator Padilla to accelerate insurer responsiveness to disaster claims; [11] California advanced the Smoke
Damage Recovery Act and accompanying smoke damage standards legislation; [12][13] and the legislature
introduced legislation that would require insurers to file claims-handling plans and would double existing penalty
caps. [14][36] The State Farm enforcement action is therefore not an isolated case — it is the most visible
enforcement expression of a broader CDI regulatory posture in the post-wildfire period. CDI's handling of State
Farm will set precedent for the regulatory environment that all California insurers face over the next two to three
years.

Separately, CDI and State Farm have an ongoing relationship involving rate approvals. In March 2026, CDI,
Consumer Watchdog, and State Farm reached a settlement on State Farm's emergency interim rate request — a
separate but related proceeding. [29][46] The interplay between that rate proceeding and this enforcement action
isamaterial strategic consideration: State Farm's financia position in California, including its stated need for rate
relief to maintain solvency sufficient to serve California policyholders, creates a constraint on how aggressively
CDI can enforce without triggering State Farm's exit from the California market — an outcome that would harm
the very claimants CDI istrying to protect.

The decision CDI faces is therefore not simply "how do we punish State Farm" but rather a multi-objective
optimization problem:

Objective 1: Remediate harm to 11,300 affected claimants as quickly as administratively possible.
Objective 2: Impose penalties severe enough to deter systemic violations industrywide, not just by State Farm.

Objective 3: Maintain the administrative law process integrity required for CDI's penalty determinations to
survive appeal.

Objective 4: Preserve sufficient market stability to protect California policyholders' continued access to insurance
coverage.

These objectives are partialy in conflict. Maximizing penalty severity may trigger litigation that delays
remediation. Maximizing remediation speed may require concessions in a consent decree that reduce deterrent
penalty levels. Protecting market stability constrains the threat of license revocation as a genuine enforcement
lever.
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This report structures CDI's decision-making across all four objectives, identifies the tradeoffs explicitly, and
recommends the enforcement architecture that best satisfies the composite objective under current information.
Where evidence is insufficient to resolve tradeoffs with confidence, the report names the gap and provides
analytical structure for resolving it.

Situation Assessment

The Enforcement Action: What |s Known

The California Department of Insurance's enforcement action against State Farm General Insurance Company is
grounded in the Unfair Insurance Practices Act (California Insurance Code Section 790 et seq.) and specifically
the Unfair Insurance Claims Practices Act. [2] The Accusation and Order to Show Cause is the first step in
Cdlifornia's administrative enforcement process, triggering the right to a public hearing before an administrative
law judge. [1]

The documented violations fall into categories consistent with claims-handling statutes: failure to acknowledge
communications within statutory timeframes, failure to investigate claims promptly, failure to provide complete
explanations for claim denials, failure to pay undisputed portions of claims within required periods, and denial or
undervaluation of valid claims. [2][6][9] The specific distribution of the 398 violations across these categories is
not available in the current knowledge base. This is identified as Evidence Gap 2 and must be resolved before
penalty calibration can proceed. The violation breakdown determines which violations are systemic (repeating
process failures across many claims) and which are individualized (adjudication errors on specific claims) — a
distinction that is foundational to sequencing strategy.

CDI conducted an expedited Market Conduct Examination, meaning the standard timeline for market conduct
examinations was compressed. [2] This procedura choice has implications for the robustness of the examination
record: expedited examinations are more likely to face State Farm arguments that examination procedures were
inadequate, which will be a predictable line of administrative appeal defense. CDI should anticipate and pre-empt
this argument in its penalty framing.

Commissioner Lara has described the violations as reflecting a pattern of unlawful behavior. [2] The systemic
characterization is legally significant: systemic violations support higher aggregate penalties under California
penalty calculation frameworks because they demonstrate not isolated adjudicator error but institutional process
failure. [14][36] Establishing and defending the systemic characterization will be a critical legal objective
throughout the administrative hearing.

The Rate Proceeding Context
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State Farm reached a settlement with CDI and Consumer Watchdog in March 2026 on its emergency interim rate
request, resolving a separate proceeding that had significant financial implications for State Farm's California
operations. [29][46] The settlement's existence confirms that CDI and State Farm have demonstrated the ability to
reach negotiated resolution on contested financial matters — which is a relevant precedent for the enforcement
negotiation.

However, the settlement also reflects State Farm's documented financial stress in California. State Farm has cited
the January 2025 wildfires and broader California exposure as justifications for rate increases necessary to
maintain its California operations. [29][46] The financia overlay does not insulate State Farm from enforcement,
but it is a real-world constraint on the practical enforcement toolkit: the threat of license revocation is only
credible as an enforcement lever if CDI has an exit strategy that protects the 11,300 claimants and State Farm's
broader California policyholder base if revocation were actually pursued. CDI does not appear, based on publicly
available information, to have articulated that exit strategy.

Scale of the Claimant Population

Approximately 11,300 claimants are identified as affected by the violations documented in the enforcement
action. [2][5] As of March 2026, insurers broadly had paid approximately $23.7 hillion to policyhol ders affected
by the January 2025 Los Angeles wildfires, and CDI recovered $280 million from al insurers through direct
consumer intervention since the fires began. [Web search result 5] State Farm's 11,300 affected claimants
represent a significant subset of the overall wildfire claims population.

The 11,300 claimant figure encompasses heterogeneous harms. some claimants experienced denial of valid
claims; others experienced payment delays that left them without displacement funds or repair financing; others
experienced undervaluation of their losses. The mix of harm types is not uniformly distributed, and the
distribution shape materially affects the optimal restitution structure. This is identified as Evidence Gap 5 and is
the most analytically critical open item in the analysis: without harm-distribution data, tier boundary selection for
restitution categories cannot be empirically grounded.

Regulatory and L egislative Environment

CDI is operating in a high-velocity regulatory environment in 2026. Multiple legidative initiatives directly
relevant to claims-handling enforcement are moving through the California legislature simultaneously. [14][36]
Pending legidation would require insurers to submit claims-handling plans, which would give CDI a
forward-looking compliance monitoring tool it currently lacks. [14] The same legislation would double existing
penalty caps, [14][36] which, if enacted, would increase the maximum penalty calculation for future violations
but may not directly affect the penalty calculation in this proceeding, which is governed by the statutory
framework in effect at the time of the violations.
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Commissioner Lara has positioned CDI's post-wildfire enforcement posture as part of a broader reform agenda
that includes not only individual company enforcement but structural changes to how California regulates insurer
clams-handling obligations. [11][12][13] The State Farm action is the centerpiece of that posture. CDI's handling
of it will be scrutinized by insurers operating in California, by consumer advocates, by the legislature, and by the
media — creating political and reputational constraints that operate alongside the legal and administrative
constraints.

Analytical Framework Applied

The analysis was conducted using three analytical instruments applied sequentially.

First, a Violation Severity and Frequency Matrix was constructed conceptually. This instrument maps violations
on two axes. severity of harm per affected claimant (low, moderate, high, catastrophic) against frequency of
occurrence across the 398 documented violations. Violations in the high-severity/high-frequency quadrant
represent systemic institutional failures and carry the highest regulatory priority by both impact and deterrent
justification. Violations in the low-severity/low-frequency quadrant carry the lowest priority and may be resolved
through administrative consent rather than adjudication. Violations in the high-severity/low-frequency quadrant
require individualized adjudication because they cause the most harm per claimant but are not systemic.
Violations in the low-severity/high-frequency quadrant are candidates for expedited systemic remediation
because their volume makes individual adjudication impractical but their per-claimant harm is modest.

This matrix cannot be fully populated with the currently available information because Evidence Gap 2 (the
detailed breakdown of 398 violations by category) has not been resolved. The matrix provides the analytical
skeleton that CDI must fill with the examination record. All sequencing recommendations in this report are
structurally grounded in the matrix logic but should be operationally confirmed once the violation breakdown is
available.

Second, a Remediation Timeline Optimization Model was applied. This instrument evaluates each sequencing
scenario against three timeline constraints: the administrative hearing process timeline (currently rated
UNDERDETERMINED); the consent decree negotiation timeline (currently rated at MECHANISM confidence
level); and the claimant harm remediation timeline (rated at MECHANISM confidence level for the Paralel
Track design). The model identifies the Parallel Track design as superior to sequential approaches under most
plausible timeline assumptions, but the margin of superiority is unknown without empirical CDI hearing timeline
data.

Third, an Administrative Burden Analysis Framework was applied to evaluate restitution methodology options.
This framework maps the three candidate methodologies — individualized harm assessment, tiered-category
assignment, and fixed per-claimant amounts — against four outcome dimensions: precision of harm
compensation, total administrative burden, exposure to appeals, and timeline to first payment for affected
clamants. The analysis supports tiered-category methodology as the best available approach under current
constraints, rated at MECHANISM confidence, with the important caveat that tier boundary selection must be
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empirically grounded in actual harm-distribution data once that datais available.

Throughout the analysis, the three-stage causal filter was applied to every finding. Instance 3'sinitial analysis was
subjected to adversarial review by Instance 4, which identified systematic over-rating of confidence and a pattern
of treating Stage 2 logical plausibility as Stage 3 empirical confirmation. The SPM verified three findings and
issued zero overrides, meaning all adversaria recalibrations are incorporated. The confidence ratings that follow
are the corrected, SPM-verified ratings— not the initia Instance 3 proposals.

Enforcement leverage tools — escalating penalties, operational restrictions, license suspension conditions —
were evaluated against the compliance acceleration question. The causa filter review downgraded the
relationship between enforcement sequencing and State Farm's remediation speed from MECHANISM to
CORRELATED because the mechanism was found to be underspecified, potentially inverted under sunk-cost
dynamics, and unvalidated against State Farm's historical response to comparable enforcement pressure.
Recommendations regarding enforcement leverage are therefore grounded in administrative law defensibility
rather than behavioral compliance acceleration assumptions.

Causal Analysisof Key Drivers

This section presents the six key findings that drive the report's recommendations, each labeled with its
SPM-verified causal rating. The analytical work underlying each rating is shown because the audit trail is the
product.

FINDING 1: The Choice of Restitution Methodology Directly Constrains the Administrative Burden of
Processing 11,300 Claimant Files SPM-Verified Rating: MECHANISM Confidence: 45 to 55 percent that
tiered-category methodology will compress administrative timeline proportionally to the reduction in decision
volume

Stage 1 — Correlation: Heterogeneous claimant harms (claim denials, payment delays of varying duration, claim
undervaluations of varying magnitude) correlate with assessment complexity in restitution administration. This
correlation is uncontested and well-established in mass-tort restitution contexts.

Stage 2 — Mechanism: The directional mechanism is as follows. Tiered-category restitution methodology creates
decision rules that collapse 11,300 individualized harm assessments into a bounded number of tier-classification
decisions plus boundary-dispute adjudications. This reduces total decision volume, which reduces the processing
time required to reach first payment for affected claimants. The mechanism is directionally sound: more tiers
means more precision but more boundary disputes and more administrative complexity; fewer tiers means faster
processing but higher equity risk from claimants assigned to incorrect tiers.

Stage 3 — Evidence: This is where the rating falls from CAUSAL to MECHANISM. The adversarial review
correctly identified that CDI's use of tiered methodology in the 2025 wildfire restitution context does not
constitute Stage 3 evidence because it lacks a control group. [Web search result 5] There is no documented
comparison between two jurisdictions, two insurers, or two CDI proceedings — one using tiered methodology
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and one using individualized assessment — with measured administrative burden outcomes. The evidence that
tiering reduces burden faster than individualized assessment is logically compelling but empirically unconfirmed
in the relevant domain.

Confounds checked: Instance 4 raised the concern that wildfire claimant harms may be more homogeneous than
State Farm violation claimant harms, making the wildfire tiering experience a poor comparator. [Causal filter
result] Thisis a legitimate concern. CDI's wildfire restitution covered broadly similar harm types (property loss,
displacement costs) across many policyholders, while State Farm's violations encompass multiple harm
mechanisms (denial, delay, undervaluation) that may cluster differently. If the State Farm claimant harm
distribution is more heterogeneous, the efficiency gain from tiering will be lower than the wildfire experience
suggests.

Additional confound: Tiering generates appeals from claimants assigned to lower tiers. If the tier boundaries are
set at points that do not match natural harm-distribution clusters, the volume of boundary disputes may materially
offset the administrative savings from reducing individualized assessments. This is the adversarial review's
"administrative cost shift" argument, which is analytically valid.

Directional bidirectional check: The mechanism runs both ways — methodology choice constrains administrative
burden, and administrative constraints drive methodology choice. Both are operative. The bidirectional causation
does not invalidate the finding but confirms that CDI's choice of methodology is not neutral: it will be interpreted
asasignal of CDI'sremediation speed commitment.

Evidentiary action required: CDI should conduct a harm-distribution analysis on the 11,300 claimant files before
selecting tier count and boundaries. This is Evidence Gap 5 and the most consequential open item for restitution

strategy.

FINDING 2: The Relationship Between Enforcement Sequencing and State Farm's Remediation Speed Is Not
Empirically Validated SPM-Verified Rating: CORRELATED Confidence: 15 to 20 percent that enforcement
sequencing (as distinct from enforcement intensity, leadership changes, or independent litigation pressure)
causally determines State Farm's remediation timeline

Stage 1 — Correlation: Enforcement tools — escalating penalties, operational restrictions, license suspension
conditions — correlate with remediation outcomes in educational materials and regulatory enforcement literature.
The correlation at the category level is observed.

Stage 2 — Mechanism: Three candidate mechanisms were proposed in Instance 3's initial analysis. financia
penalty fear drives remediation investment; visible enforcement losses trigger reputational damage avoidance;
operational restrictions create immediate business cost pressure that accelerates compliance. Instance 4's
adversarial review identified that these are three distinct mechanisms, not a unified one, and that they have
potentially contradictory implications for sequencing strategy. Specifically, sunk-cost theory predicts that a firm
that has incurred substantial litigation costs defending against early enforcement losses may escalate its litigation
commitment rather than capitulate — the opposite of the acceleration predicted by the compliance incentive
mechanism.
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Stage 3 — Evidence: No empirical evidence exists in the knowledge base measuring State Farm's specific
remediation timeline response to enforcement sequencing choices. No matched historical comparison of State
Farm's behavior across comparable enforcement scenarios was found.

Confounds identified: The most material confound is reverse causation — if State Farm is already remediating at
a particular pace driven by internal compliance investment, reputational pressure from policyholders, or parallel
litigation in other states, CDI's sequencing choices become responsive to State Farm's pace rather than causal of
it. The January 2025 wildfire scale and the subsequent national media and political attention create substantial
non-CDI pressure on State Farm's remediation behavior that this analysis cannot isolate from the enforcement
sequencing effect.

Implication for recommendations. Because enforcement sequencing cannot be shown to cause compliance
acceleration at the required confidence level, this report does not recommend sequencing strategies premised on
behavioral assumptions about State Farm's response. Sequencing recommendations are instead grounded in
administrative law defensibility (Finding 4), claimant harm impact magnitude, and administrative process
feasibility — all of which are supportable at higher confidence levels.

FINDING 3: Systemic Process-Level Violations Are Categorically More Efficient to Adjudicate Than
Individualized Claim-Level Violations SPM-Verified Rating: MECHANISM Confidence: 55 to 65 percent that
adjudicating systemic violations first will reduce total administrative hearing burden relative to adjudicating
individualized violations first

Stage 1 — Correlation: Regulatory enforcement case management consistently groups violations by category
type (systemic vs. individualized) for efficient adjudication. This pattern is documented across administrative law
contexts.

Stage 2 — Mechanism: Systemic violations share evidentiary records — a single claims-handling process failure
that affected many claimants requires one set of documentary evidence about the process, not 11,300 separate
claim file reviews. Individualized violations require individual claim file examination, expert opinion on specific
harm magnitude, and claimant-specific evidentiary presentation. The mechanism is directional: adjudicating
systemic violations first compresses total adjudication burden because it resolves large portions of the violation
universe with shared evidentiary records, leaving individualized violations to a more targeted, smaller
adjudication phase.

Stage 3 — Evidence: Administrative law theory and practice uniformly support this adjudication efficiency
framework. The knowledge base does not contain a controlled comparison isolating this effect on CDI
proceedings specifically, which is why the rating remains MECHANISM rather than CAUSAL. However, the
mechanism has strong face validity: the logic of evidence economy is well-established in administrative
adjudication design, and the adversarial review did not challenge this finding directly.

FINDING 4: Penalty Defensibility Under Administrative Appeal Requires Documented Proportionality Between
Violation Severity and Penalty Level SPM-Verified Rating: CAUSAL Confidence: 75 to 85 percent
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Stage 1 — Correlation: Pendlties that are not tied to documented violation severity categorizations are
systematically challenged on administrative appeal and are vulnerable to reduction or reversal.

Stage 2 — Mechanism: California administrative law requires that agency penalties be proportional to the harm
caused and the culpability demonstrated. [50] California Insurance Code provisions governing unfair claims
practices establish the framework within which CDI's penalty calculations must sit. Penalties assessed without
documented linkage to violation severity tiersfail the proportionality requirement and create appeal vulnerability.
[14][36]

Stage 3 — Evidence: California administrative law precedent supports tiered penalty frameworks. [14][36] The
pending California legislation that would double penalty caps explicitly contemplates tiered penalty structures
tied to violation categorization, confirming legislative recognition that tiered frameworks are the appropriate
architecture. [14][36] CDI's prior enforcement proceedings have used tiered violation categorization as the basis
for penalty calculation without successful constitutional challenge. No contradictory case law appears in the
knowledge base. The mechanism runs in one direction: documented proportionality causes penalty defensibility;
undocumented or disproportionate penalties cause successful appeal reversal.

Practical implication: Before CDI can finalize any penalty quantum — whether in a consent decree or as a
hearing demand — it must complete a violation severity categorization of all 398 documented violations. Thisis
both a legal requirement and the foundational sequencing input. Evidence Gap 2 (the detailed breakdown of 398
violations by severity tier) is therefore not merely analytically convenient; it is legally prerequisite to penalty
finalization.

FINDING 5: The Administrative Hearing Timeline Is Operationally Uncertain at aLevel That Creates Significant
Planning Risk SPM-Verified Rating: UNDERDETERMINED (not analyzable with current evidence; routed to
data collection rather than Extrapolation Engine) Confidence: Below 25 percent on any specific timeline estimate
without historical CDI hearing data

Note on rating: Instance 3 initialy rated this finding THRESHOLD, which would route it to the Extrapolation
Engine. Instance 4's adversaria review correctly challenged this classification, arguing that the THRESHOLD
pathway requires a robust, reproducible correlation observed across multiple cases — and the current knowledge
base contains only one case (State Farm). The SPM agreed. This is an UNDERDETERMINED finding:
insufficient data to classify, requiring empirical data collection before further analysis. It is not routed to the
Extrapolation Engine because the mechanism investigation was not genuinely exhausted — it was insufficiently
conducted. The correct response is data collection, not extrapolation.

What is known: California's administrative enforcement process, triggered by the Accusation and Order to Show
Cause, involves AL J assignment, discovery, hearing, and decision phases. [1][2] CDI maintains a public Hearing
Calendar. [51] No specific timeline data for hearings of comparable complexity — 398 violations, corporate
defendant of State Farm's scale — appears in the knowledge base.

Candidate timeline drivers (not yet investigated empirically): Discovery phase duration scales with violation
count and document complexity. At 398 violations, document production from State Farm will be substantial.
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ALJ assignment depends on current ALJ caseload at the California Office of Administrative Hearings, which
varies by period and is not modeled here. Hearing phase duration scales with violation count and evidence
density. State Farm's legal strategy (consent decree negotiation versus full adversarial hearing) is the single
largest determinant of timeline and isitself uncertain.

CDI should not finalize enforcement sequencing strategy without answering this question through direct
consultation with the Office of Administrative Hearings on ALJ scheduling lead time for proceedings of this
scope. Evidence Gap 4 (ALJ precedent on comparable penalty ranges and hearing timelines) partially captures
this need, but the hearing timeline question is operationally prior to the penalty range question.

FINDING 6: The Paralel Track Enforcement Architecture Reduces Expected Total Time to Claimant
Remediation Relative to Sequential Enforcement SPM-Verified Rating: MECHANISM Confidence: 50 to 60
percent

Stage 1 — Correlation: Parallel processing of categoricaly distinct administrative workflows correlates with
shorter total resolution time than sequential processing of the same workflows.

Stage 2 — Mechanism: Separating systemic violation adjudication (which can proceed through consent decree
negotiation) from individualized claimant restitution (which requires claimant file review and tier assignment)
allows both tracks to advance concurrently rather than sequentially. The bottleneck in the sequential approach is
that restitution cannot begin until violation findings are final, which requires administrative hearing completion.
In the Parallel Track, restitution proceedings begin as soon as claimant files are accessed and harm-distribution
analysisis complete — concurrent with the hearing process, not dependent on its completion.

Stage 3 — Evidence: Instance 4's adversarial review correctly noted that "confirmed by administrative law design
patterns® is not Stage 3 evidence — it is an appeal to observed practice, not an empirical causal test. [Causal filter
result] The adversaria review also raised a legitimate confound: parallel processing is sometimes adopted
because sequential processing became unmanageable, meaning complexity drives the paralel structure rather
than the parallel structure causing speed improvement. No empirical CDI-specific timeline comparison exists.
Rating remains MECHANISM.

Conditional on its MECHANISM status, the Parallel Track remains the recommended enforcement architecture
because the logical mechanism is strong, the sequential aternative has obvious and demonstrable bottleneck
problems, and no comparable enforcement architecture in administrative regulatory practice separates systemic
adjudication from restitution. The MECHANISM rating means CDI should build verification checkpoints into the
implementation plan to confirm that parallel tracks are not actually competing for the same ALJ and CDI staff
resources.

Recommendation and Rationale

Primary Recommendation: Adopt the Parallel Track Enforcement Architecture
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CDI should bifurcate its enforcement action into two concurrent tracks:

Fast Track: Systemic violation adjudication and operational remediation, targeting resolution within six to nine
months through consent decree negotiation, with ALJ hearing as the backstop if consent decree negotiation fails.
This track covers violations that represent institutional process failures repeating across large numbers of claims
— wherever the violation category from the Market Conduct Examination reflects a claims-handling procedure
rather than an individual adjudicator decision.

Restitution Track: Individual claimant harm assessment and restitution payment, targeting first tier payments to
qualifying claimants within nine to twelve months, using tiered-category methodology. This track is administered
concurrently with the Fast Track and does not wait for final Fast Track resolution before beginning harm
distribution analysis and tier assignment.

Causal Chain for This Recommendation (MECHANISM -rated, transpar ency
required):

Step 1 (CAUSAL): Penalty defensibility requires documented violation severity categorization before penalty
finalization. [CAUSAL — Finding 4] CDI must complete violation categorization regardless of sequencing
choice. This step is prerequisite to both tracks.

Step 2 (MECHANISM — Finding 3): Systemic violations share evidentiary records and can be adjudicated more
efficiently as a category than as individual case-by-case reviews. Fast Track prioritizes systemic violations,
exploiting this efficiency.

Step 3 (MECHANISM — Finding 6): Separating the systemic violation Fast Track from the individualized
Restitution Track alows concurrent administration, removing the sequential bottleneck that would otherwise
delay first claimant payments until ALJ hearing completion.

Step 4 (MECHANISM — Finding 1): Tiered-category restitution methodology compresses individual assessment
burden to a manageable number of tier-classification and boundary-dispute decisions, enabling the Restitution
Track to advance within staffing constraints.

Step 5: Combined, these four mechanism-level findings support the Parallel Track as the architecture most likely
to satisfy CDI's composite objective (remediation speed, penalty severity, administrative defensibility) under
current constraints.

Honest calibration: This recommendation is supported at the MECHANISM level of confidence across its
foundational steps. No step is CAUSAL in the full empirical sense. The consultant should present this as the
analytically best-supported available strategy, not as a validated optimal solution. The recommendation would be
upgraded to CAUSAL confidence if CDI can verify — through historical case data and ALJ scheduling
consultation — that comparable cases have resolved faster under parallel track administration than sequential
administration.
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Operational Sequencing Within the Parallel Track

Phase 1 — Immediate (Weeks 1 through 4): Complete violation severity categorization of all 398 documented
violations. Classify each violation as: (a) Systemic/Process (institutional failure affecting many claims through
shared mechanism), (b) Adjudicative/Individua (specific claim-level error), (c) High-harm (causing denial of
payment exceeding $10,000 or equivalent threshold to be determined by CDI), or (d) Low-harm (causing
documented delay or undervaluation below the high-harm threshold). This categorization is the foundational
input to both tracks. [CAUSAL basis: Finding 4]

Phase 1 also requires CDI to conduct or commission harm-distribution analysis on the 11,300 claimant files to
identify the shape of the harm distribution — proportions of denial, delay, and undervaluation harms and the
dollar magnitudes involved. [Evidence Gap 5] Thisis prerequisite to tier boundary selection.

Phase 2 — Fast Track Launch (Weeks 4 through 12): CDI should initiate consent decree negotiations with State
Farm on the systemic/process violations identified in Phase 1. The consent decree should contain: (1) a specific
timeline for State Farm to implement remediated claims-handling processes for each systemic violation category;
(2) interim operational monitoring requirements with CDI audit rights; (3) penalty amounts for systemic
violations tied to violation severity categories, documented proportionately as required by Finding 4; and (4) a
schedule of escalating penaltiesif consent decree terms are not met within specified timeframes. If consent decree
negotiation fails within eight to twelve weeks, the systemic violations should proceed to ALJ hearing.

Regarding the use of license revocation as a Fast Track lever: CDI has sought license revocation in this
proceeding. [4] This is an available enforcement tool but must be used with the market stability constraint
explicitly acknowledged. CDI should treat license revocation as the terminal threat — the enforcement ceiling
rather than an early-stage negotiating position — because its actual exercise would require CDI to have a
consumer protection plan for State Farm's broader California policyholder base that is not visible in the publicly
available record. The revocation threat is credible only if CDI has resolved what happens to policyholders if the
threat must be carried out.

Phase 2 also requires CDI to formally initiate access to State Farm's claims records system to begin claimant
identification and tier-assignment preparation for the Restitution Track. [Evidence Gap 5] This access must be
negotiated or compelled simultaneously with consent decree discussions, not sequentially.

Phase 3 — Restitution Track Execution (Months 3 through 15, concurrent with Phase 2): Once harm-distribution
analysis is complete and tier boundaries are established, CDI should implement the tiered-category restitution
methodology. The recommended tier structure (subject to harm-distribution data) is:

Tier A — Claim fully denied without defensible basis. Highest per-claimant restitution amount; priority for first
payment. These claimants received nothing on valid claims and have experienced the most severe harm.

Tier B — Clam payment delayed beyond statutory deadline by 30 or more days. Restitution calculated as
delayed payment amount plus statutory interest plus standardized supplemental amount for consequential delay
harm. Tier B is the most likely to be numerically dominant based on what is publicly known about the violation
patterns. [2][6]
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Tier C — Claim undervalued by 20 percent or more of documented loss. Restitution calculated as difference
between documented loss and payment received, plus supplemental amount for under-compensation harm.

Tier D — Claim subject to procedural violations (failure to acknowledge, failure to provide required
explanations) without documented payment impact: Standardized nomina restitution plus administrative
correction.

These tier definitions are illustrative. The actual boundaries must be calibrated to the harm-distribution data from
Evidence Gap 5. The specific percentage and day thresholds (20 percent undervaluation, 30-day delay) are
starting points for CDI's actuarial analysis, not fina recommendations from this report. If harm clusters
empirically around different thresholds, the tier boundaries must move to match.

Penalty Calibration

Penalty quantum should be calculated within the Parallel Track asfollows: systemic violation penalties cal cul ated
on the per-violation basis alowed under California Insurance Code, with aggravation factors applied for each
systemic violation based on the frequency across documented claims and the documented harm pattern. [14][36]
Individual adjudicative violation penalties calculated separately at the applicable statutory rate. Total penalty
aggregate should be presented at the high end of what the violation severity documentation supports, leaving
room for consent decree negotiation to arrive at a number State Farm will not appeal to the maximum litigation
extent.

CDI should document, in writing, the violation severity-to-penalty linkage for every penalty line in the demand.
This documentation serves two purposes: it satisfies the administrative law proportionality requirement (Finding
4, CAUSAL) and it isthe audit trail that makes CDI's penalty calculation defensible through appeal.

A note on "record penalties’: Commissioner Lara has sought record penalties. [3][4][7] This is a legitimate
enforcement objective with deterrent policy value. However, the consultant should flag to CDI that "record
penalty" as a goal must remain subordinate to "legally defensible penalty." An unprecedented penalty that fails on
appeal creates a worse precedent than a lower, upheld penalty. The penalty should be the maximum defensibly
calibrated number, not the maximum politically desirable number.

Alternatives Considered

Two aternative enforcement architectures were evaluated against the Parallel Track recommendation.

Alternative 1: Impact-First Sequential Sequencing

Structure: CDI identifies the violations affecting the largest number of claimants with the highest per-claimant
harm and prioritizes those for first adjudication. All remaining violations are sequenced by impact magnitude.
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Restitution follows hearing resolution. No separate parallel restitution track.

Rationale for consideration: This approach directly aligns enforcement with claimant harm maximization, is
intuitively defensible to public audiences, and avoids the administrative complexity of managing two concurrent
enforcement tracks.

Why this aternative ranks below the Parallel Track:

First, sequencing violations by impact-to-claimants does not accelerate claimant payment because restitution is
gated on final hearing resolution. Under Impact-First Sequential sequencing, the highest-harm claimants are till
waiting for payment while the hearing proceeds on their particular violations. The Parallel Track decouples
restitution timing from hearing completion.

Second, Impact-First Sequential sequencing does not exploit the evidentiary efficiency of systemic violation
adjudication (Finding 3, MECHANISM). By mixing systemic and individualized violations in the priority queue,
CDI incurs the full individual file-review burden for each adjudication rather than resolving shared-mechanism
violations with shared evidentiary records.

Third, Impact-First Sequential sequencing delays enforcement action on systemic process violations — which are
the violations most relevant to State Farm's ongoing claims-handling practices — because those violations may
rank lower on a per-claimant harm magnitude scale than specific high-value claim denials. This delays the
corrections that would benefit future claimants and reduce the deterrent effect on industry practice.

Confidence that Parallel Track outperforms Impact-First Sequential: 55 to 65 percent (MECHANISM-level
supporting finding). Thisis not high-certainty dominance. The margin isreal but not overwhelming.

Alternative 2: Full Adversarial Sequential Hearing on All 432 Violations

Structure: CDI proceeds to afull adversarial ALJhearing on all 432 violations (398 Market Conduct Examination
plus 34 consumer complaints) without seeking consent decree resolution on any subset. Maximum penalty
demand. State Farm litigates fully.

Rationale for consideration: This approach maximizes CDl's legal leverage by making concession optional rather
than structural. It avoids the risk that consent decree terms constrain CDI's enforcement position on
individualized violations. It is maximally transparent as a public proceeding.

Why this alternative ranks below the Parallel Track:

First, the administrative hearing timeline is rated UNDERDETERMINED, which means CDI does not know how
long afull adversarial hearing on 432 violations would take. Based on the candidate timeline drivers identified in
Finding 5, afull adversarial hearing on a case of this scale, with awell-resourced defendant like State Farm, could
extend to 24 to 36 months or longer. During that entire period, the 11,300 affected claimants receive no
restitution. Thisisthe primary objection: CDI's remediation speed objective (Objective 1) is directly sacrificed.

Second, State Farm's incentive to delay a full adversarial hearing is strong. Every month of hearing delay is a
month in which State Farm retains disputed payment amounts, and the time cost of delayed claimant payment
falls entirely on claimants rather than on State Farm. Full adversarial sequencing is structurally favorable to a
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well-resourced defendant.

Third, a full adversarial hearing at the CDI's Office of Administrative Hearings requires sustained ALJ
availability for a proceeding of unprecedented scale. CDI should not assume this capacity is available without
verification from the Office of Administrative Hearings. This is a constraint that applies to any sequencing
strategy but is most acute in the full adversarial alternative.

Why Alternative 2 might nonetheless be correct despite ranking third: If State Farm declines consent decree
negotiations in bad faith, or if negotiation produces terms so weak that they undermine deterrence, CDI must be
prepared to execute Alternative 2 as the backstop. The Paralel Track recommendation explicitly retains
Alternative 2 as the Fast Track backstop if consent decree negotiation fails. The consultant should ensure CDI
treats full adversarial hearing as a credible and prepared option, not merely a threat.

NEWAENEES

Risk 1. State Farm Refuses Consent Decree Negotiation

Probability: Moderate (35 to 50 percent range based on available information about State Farm's litigation
posture) Severity: High — triggers Alternative 2 timeline extension and delays claimant remediation
MECHANISM-level rating

State Farm has significant litigation resources and has demonstrated willingness to contest regulatory actions in
Cdlifornia and other states. The rate proceeding settlement [29][46] shows willingness to negotiate, but that
proceeding involved a forward-looking rate increase, not liability for past violations. State Farm's willingness to
settle prospective financial matters does not reliably predict its willingness to accept liability findings for past
violations.

Mitigation: CDI should initiate consent decree negotiations immediately and set a firm deadline (eight to twelve
weeks) after which ALJ hearing preparation begins in earnest. The ALJ hearing should not be delayed pending
open-ended negotiation. CDI's preparation for full hearing should be visible to State Farm — this is the legitimate
negotiating leverage that enforcement posture provides.

Risk 2: Harm-Distribution Data I s Unavailable or Disputed

Probability: Moderate (30 to 45 per cent)

Severity: High — without harm-distribution data, tier boundaries cannot be empirically grounded, exposing tiered
restitution methodology to State Farm appeal MECHANISM-level rating
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State Farm's claims records system contains the data necessary to characterize the harm distribution across 11,300
claimants. CDI's access to that system may be incomplete, delayed, or contested. State Farm may dispute CDI's
harm classifications on atier-by-tier basis, converting the administrative appeal risk from a summary hearing into
11,300 individualized boundary disputes.

Mitigation: CDI should exercise its statutory market conduct examination access authority to compel State Farm
clams file production at the earliest possible point in the Restitution Track. CDI should engage actuaria experts
to conduct the harm-distribution analysis independently, using CDI examination data rather than relying solely on
State Farm-provided records. Parallel data sourcing (CDI examination data, State Farm claims records, consumer
complaint files) reduces dependence on any single data source.

Risk 3: Administrative Hearing Timeline Overrun

Probability: High (60 to 70 percent that any timeline estimate based on current information will underestimate
actual duration) Severity: Moderate to High — extended hearing delays penalty finalization and creates political
pressure on CDI to settle at lower amounts UNDERDETERMINED rating

The administrative hearing timeline is the most operationally uncertain variable in this analysis. CDI has no
public-domain data available in this knowledge base on comparable hearing durations. State Farm's defense
preparation for 432 violations will be substantial.

Mitigation: CDI should consult immediately with the Office of Administrative Hearings on ALJ scheduling
capacity and statutory decision deadlines. CDI should pursue consent decree resolution on the Fast Track
precisely because it bypasses the full adversarial hearing timeline on systemic violations. The Restitution Track
should be designed to operate independently of hearing completion to protect claimant payment timelines from
hearing timeline overrun.

Risk 4: License Revocation Threat |s Not Credible Without Exit Plan

Probability: Thisisastructural risk, not a probabilistic one Severity: High if CDI's enforcement position depends
on license revocation threat credibility MECHANISM-level rating

CDI hasfiled for license revocation in this proceeding. [4] The revocation threat is only credible as a negotiating
lever if CDI has a concrete and operationally ready plan for protecting State Farm's broader California
policyholder base if revocation were actually executed. The loss of State Farm's California license would affect
far more than 11,300 wildfire claimants — it would affect all State Farm policyholders in California who depend
on ongoing coverage availability.

If State Farm calls CDI's revocation threat by demanding to know the implementation plan and CDI does not
have one ready, the threat loses credibility and CDI loses negotiating leverage. This is not a hypothetical:
sophisticated corporate legal teams routinely probe enforcement positions for unexecuted threats.

Mitigation: CDI should either (a) develop and document a concrete exit plan — what happens to State Farm
Cdlifornia policyholders if the license is revoked, including FAIR Plan capacity, transfer of book of business
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provisions, and run-off management — before the revocation threat is relied upon in negotiations, or (b) reframe
the revocation action as a lega ceiling on enforcement authority rather than an immediate negotiating threat,
using it to establish maximum penalty jurisdiction rather than as a day-one operational ultimatum.

Risk 5: Pending Penalty Cap L egislation Complicates Current Proceeding

Probability: Moderate

Severity: Low to Moderate CORRELATED-level finding

Cdlifornia legislation proposing to double penalty caps is active in the 2026 session. [14][36] If enacted before
penalty finalization in this proceeding, CDI may face questions about whether the new penalty caps apply
retroactively to violations that occurred in early 2025. Retroactive penalty enhancement raises due process
concerns that State Farm will argue vigorously.

Mitigation: CDI should conduct a legal analysis of the retroactivity question before the legislation advances to
final passage, and should not structure penalty demands in anticipation of the enhanced caps unless CDI's General
Counsel has determined retroactive application is legally defensible.

Sengitivity Analysis and Fragile Assumptions

This section identifies the specific assumptions underlying the Parallel Track recommendation that, if wrong,
would change the recommendation materially.

Fragile Assumption 1: A Meaningful Proportion of the 398 Violations Are Systemic in Character

The entire Fast Track structure depends on the ability to separate systemic process violations from individualized
adjudicative violations. If the Market Conduct Examination reveals that the 398 violations are predominantly
individualized claim-level errors with no shared institutional mechanism, the Fast Track has little content to
adjudicate through consent decree and the parallel structure collapses into sequential adjudication of 398
individual claim files.

Sensitivity test: CDI should determine the systemic vs. individualized breakdown of violations before committing
to the Parallel Track architecture. If more than 60 percent of violations are individualized, the recommended
architecture requires revision.

Fragile Assumption 2: State Farm Has Claims Records Access Sufficient to Enable Tiered Claimant
I dentification Within Three Months

The Restitution Track timeline assumes that claimant file review, harm-distribution analysis, and tier assignment
can begin immediately on Restitution Track launch. This requires that CDI can access the data necessary to
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classify 11,300 claimantsinto tiers within approximately three months of Restitution Track initiation.

If State Farm's claims records system requires extensive discovery to access, or if State Farm contests CDI's data
access authority, the Restitution Track timeline slips by the duration of the data access dispute. A three-month
data access dispute pushesfirst tier payments from month nine to month twelve; a six-month dispute pushes them
to month fifteen.

Sensitivity test: CDI should verify its statutory authority to compel claims file production within specific
timeframes under the Market Conduct Examination statutes, and should initiate that compulsion at the same time
consent decree negotiations begin, not as a sequential step.

Fragile Assumption 3: The Administrative Hearing Calendar Has Capacity for a Case of This Scale Within the
Required Timeframe

The ALJ hearing backstop for the Fast Track assumes that the Office of Administrative Hearings has ALJ
capacity to schedule and conduct proceedings on 398 to 432 violations within a timeframe that maintains pressure
on State Farm to consent rather than litigate. If ALJ scheduling lead timeis currently 12 to 18 months due to case
backlog, the backstop threat loses credibility because State Farm knows the actual hearing is too far off to
constrain near-term negotiating behavior.

Sensitivity test: CDI should query ALJ scheduling lead time at the Office of Administrative Hearings before
relying on hearing-backstop pressure in consent decree negotiations. If lead time is excessive, CDI should
consider whether statutory emergency hearing provisions apply, or whether the Fast Track consent decree
negotiations must proceed without the hearing-backstop |everage assumption.

Fragile Assumption 4: Tiered Restitution Tier Boundaries Match the Actual Harm Distribution

The recommended tier structure (Tiers A through D) isillustrative. The specific threshold choices (30-day delay,
20 percent undervaluation) were chosen as anaytically coherent starting points, not empirically calibrated
boundaries. If the actual harm distribution among 11,300 claimants clusters around a different threshold — for
example, if the majority of delayed claims involved delays of 60 to 90 days rather than 30 days, or if
undervaluations cluster at 40 percent rather than 20 percent — then the Tier B and Tier C boundaries will be set
incorrectly, misclassifying many claimants and generating appeals that offset the administrative savings of
tiering.

Sensitivity test: CDI must conduct harm-distribution analysis before finalizing tier boundaries. If the harm
distribution is trimodal or heavily right-skewed with along tail of extreme harm, the four-tier structure should be
expanded to five or six tiers to prevent systematic misclassification of high-harm outliersinto lower tiers.

Fragile Assumption 5: Consent Decree Negotiations Are Conducted in Good Faith by State Farm

The Fast Track six-to-nine-month timeline assumes that State Farm engages meaningfully in consent decree
negotiations. If State Farm stonewalls — formally participating in negotiations while deliberately stalling — the
Fast Track timeline extends and CDI's decision point to abandon negotiations and proceed to hearing must occur
before the negotiation period has consumed the AL J hearing preparation time CDI needs.
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Sensitivity test: CDI should establish a clear internal bright line — a maximum negotiation period with defined
progress milestones — at which point CDI unilaterally transitions to ALJ hearing preparation regardiess of
negotiation status. This bright line should be set in advance, before negotiations begin, to prevent State Farm's
tactical maneuvering from consuming CDI's enforcement timeline.

Open Gaps and Recommended Next Stepsfor the Consultant

This analysis has identified five evidence gaps that are material to the recommendations. The following three are
analytically blocking — meaning the strategic plan cannot be responsibly finalized without them — and two are
important but not immediately blocking.

BLOCKING GAP 1: Violation Severity Categorization (Evidence Gap 2)

CDI has not publicly disclosed the breakdown of 398 violations by category or severity weighting. This
information is the foundational input to both the Fast Track structure (which violations are systemic?) and the
penalty calibration (what severity tier does each violation belong to?). CDI possesses this data internally from the
Market Conduct Examination record. The consultant should confirm that this categorization work is underway
and request a preliminary summary as the first deliverable in the enforcement planning process.

Action: CDI enforcement team to complete violation categorization within 30 days. Output: a two-axis matrix
(violation type x severity level) covering all 398 violations, with systemic vs. individualized classification and
high/moderate/low harm rating for each category.

BLOCKING GAP 2: Harm-Distribution Analysis (Evidence Gap 5)

The distribution of harm types and magnitudes across the 11,300 claimants is unknown. This distribution
determines tier boundary selection for the Restitution Track and the expected volume of boundary disputes that
will consume CDI administrative capacity. Without it, the restitution timeline estimates are ungrounded.

Action: CDI to initiate compulsion of State Farm claims file production under Market Conduct Examination
statutory authority. CDI actuarial team to conduct harm-distribution analysis within 60 days of data availability.
Output: claimant harm distribution with percentages by harm type (denial, delay, undervaluation) and magnitude
quartiles within each type.

BLOCKING GAP 3: Administrative Hearing Timeline Verification (Evidence Gap 4) CDI does not have, within
publicly available records, reliable data on the ALJ hearing timeline for a proceeding of this scale. The consultant
should obtain this directly from CDI's legal team and the Office of Administrative Hearings.

Action: CDI General Counsel to consult Office of Administrative Hearings on ALJ scheduling lead time,
available ALJ capacity, and statutory deadlines for comparable proceedings. Output: redlistic Fast Track
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hearing-backstop timeline to guide consent decree negotiation urgency settings.

IMPORTANT BUT NON-BLOCKING GAP: Prior Consent Decree Precedent (Evidence Gap 1) No CDI consent
decree with State Farm or with a comparable insurer at comparable violation scale is available in the knowledge
base. [Web search result 6] This limits the ability to calibrate expected consent decree terms from State Farm's
perspective. The consultant should conduct a precedent research review of prior CDI market conduct consent
decrees and prior State Farm consent decrees in other jurisdictions.

Action: Research team to compile prior CDI consent decree terms (last 10 years) for market conduct examination
violations at 100-violation scale or above, and prior State Farm consent decrees from other state insurance
departments. Output: benchmarking data for penalty ranges and operational restriction terms.

IMPORTANT BUT NON-BLOCKING GAP: State Farm Remediation Progress (Evidence Gap 3) Whether State
Farm has already begun remediation voluntarily — either through public commitment, consumer complaint
resolution, or claims re-processing — is unknown. If State Farm has already remediated a significant portion of
violations, the consent decree Fast Track terms and the Restitution Track scope may need to reflect that progress.
Alternatively, if no remediation has begun, that fact strengthens CDI's case for escalating penalties.

Action: CDI examination team to audit State Farm's post-wildfire claims re-processing activity and compile data
on any voluntary remediation payments or process changes since January 2025.

What to Verify Before Delivery

The consultant should verify the following five items before presenting this analysis to CDI leadership or the
Commissioner. These are not editorial checks — they are substantive factual confirmations that, if wrong, would
require analytical revision.

Item 1: Confirm that the 11,300 claimant figure is the operational universe for restitution purposes. Public sources
report this figure, [1][2][5] but CDI's internal examination record may show a different claimant count, either
because the Market Conduct Examination sampled a subset of State Farm's wildfire claims or because additional
claimants were identified through consumer complaints. The restitution track timeline scales with claimant count.
If the actual number is materially higher (for example, 15,000 or 20,000), the timeline estimates require revision.

Item 2: Confirm the statutory penalty cap applicable to the violations in this proceeding under the law in effect at
the time of the violations. California Insurance Code Section 790.035 and related provisions govern penalty
maximums. [14][36][50] If pending legislation has already passed or if Commissioner Lara's enforcement team is
relying on administrative authority beyond the statutory penalty cap, the maximum penaty demand and the
consent decree target number require re-calibration.

Item 3: Confirm whether the 34 consumer complaint violations are included in or separate from the Market
Conduct Examination violation record for hearing purposes. [1][2] The distinction matters because consumer
complaint violations may follow different procedural tracks and may have different evidentiary records than
Market Conduct Examination violations. If they are co-filed in the same Accusation, they are treated together; if
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they are administratively separate, the Fast Track structure may need to address them in athird track.

Item 4: Confirm whether State Farm has received and responded to the Accusation and Order to Show Cause as
of the date of this report's delivery. The administrative response period triggers discovery timelines and signals
State Farm'sinitial litigation posture. If State Farm has already indicated willingness to negotiate or has contested
the violations vigoroudly, this information materially affects the Fragile Assumption 5 regarding good-faith
consent decree negotiation.

Item 5: Confirm the Commissioner's operational definition of “record penalties.” [3][4][7] This phrase appearsin
public sources but is not defined with a specific dollar amount. Before CDI commits to a penalty demand
guantum in consent decree negotiations or public statements, CDI's General Counsel and enforcement team
should agree internally on what "record” means in this context — what is the prior highest CDI market conduct
penalty, and what multiple or absolute amount would constitute a record. This anchor determines negotiating
range.

Bibliography

[1] Cdlifornia  Taking  Action  Against State  Farm Over LA Wildfire  Claims
https.//www.claimsjournal.com/news/national /2026/05/04/337340.htm  Accessed via web search: "CDI
enforcement sequencing State Farm 398 claims violations May 2026" — 2026-05-05T03:41:08.266384

[2] Cdifornia takes legal action against State Farm after investigation finds widespread mishandling of LA
wildfire claims https://www.insurance.ca.gov/0400-news/0100-press-rel eases/2026/rel ease019-2026.cfm
Accessed via web search: "CDI enforcement sequencing State Farm 398 claims violations May 2026" —
2026-05-05T03:41:08.266384

[3] Cdifornia Says State Farm Violated the Law in How It Handled LA Wildfire Claims — And Is Now Seeking
Millions in Penalties » Live Insurance News
https.//www.livei nsurancenews.com/california-state-farm-penalties/8571993/ Accessed via web search: "CDI
enforcement sequencing State Farm 398 claims violations May 2026" — 2026-05-05T03:41:08.266384

[4] Cdifornia sues to take State Farm's license away and seeks record penalties | Insurance Business https.//www
.Insurancebusi nessmag.com/us/news/breaking-news/california-sues-to-take-state-farms-license-away-and-seeks-r
ecord-penalties-573982.aspx Accessed via web search: "CDI enforcement sequencing State Farm 398 claims
violations May 2026" — 2026-05-05T03:41:08.266384

[5] State Farm faces millions in fines for handling of LA  wildfire claims
https.//www.wane.com/top-stories/state-farm-faces-millions-in-fines-for-handling-of-la-wil dfire-claims/
Accessed via web search: "CDI enforcement sequencing State Farm 398 claims violations May 2026" —
2026-05-05T03:41:08.266384

[6] Cdiforniaa State Farm violated law in  handling of L.A. fire insurance claims
https://calmatters.org/economy/2026/05/state-farm-california-violations/ Accessed via web search: "CDI

Confidential — Eric Johnston | Novo Navis (Internal) Page 23



NOVO NAVIS STRATEGIC Strategic Analysis

enforcement sequencing State Farm 398 claims violations May 2026" — 2026-05-05T03:41:08.266384

[7] Cdifornia seeks record pendties from State Farm over wildfire claims handling | Prism News
https://www.prismnews.com/news/california-seeks-record-penalties-from-state-farm-over Accessed via web
search: "CDI enforcement sequencing State Farm 398 clams violations May 2026" —
2026-05-05T03:41:08.266384

[8] California says State Farm violated the law in handling of insurance claims after 2025 LA wildfires https.//w
ww.washi ngtontimes.com/news/2026/may/4/state-farm-viol ated-law-handling-insurance-claims-2025-la-wil dfire
s/ Accessed via web search: "CDI enforcement sequencing State Farm 398 claims violations May 2026" —
2026-05-05T03:41:08.266384

[9] Cdlifornia says State Farm violated the law in handling of insurance claims after Eaton, Palisades firesin 2025
- ABCY7 Los Angeles https://abc7.com/post/california-says-state-farm-viol ated-law-handling-insurance-claims-20
25-la-wildfires/19037952/ Accessed via web search: "CDI enforcement sequencing State Farm 398 claims
violations May 2026" — 2026-05-05T03:41:08.266384

[10] State Farm Class Action: Are You Owed Money in 2026? | Vasquez Law Firm
https://www.vasguezlawnc.com/blog/state-farm-class-action Accessed via web search: "CDI enforcement
sequencing State Farm 398 claims violations May 2026" — 2026-05-05T03:41:08.266384

[11] Commissioner Lara and Senator Padilla announce Disaster Recovery Reform Act to speed up recovery for
survivors https://www.insurance.ca.gov/0400-news/0100-press-rel eases/2026/rel ease001-2026.cfm Accessed via
web search: "Cdlifornia insurance commissioner penaty framework 2026 claims-handling remediation” —
2026-05-05T03:41:17.581247

[12] Commissioner Lara and Assemblymember Gipson advance nation’s first smoke damage standards bill
https.//www.insurance.ca.gov/0400-news/0100-press-rel eases/2026/rel ease014-2026.cfm  Accessed via web
search: "Cdifornia insurance commissioner penalty framework 2026 clams-handling remediation” —
2026-05-05T03:41:17.581247

[13] Commissioner Lara and Assemblymember Gipson Unveill the Smoke Damage Recovery Act
https.//www.insurance.ca.gov/0400-news/0100-press-rel eases/2026/rel ease006-2026.cfm  Accessed via web
search: "Cdifornia insurance commissioner penalty framework 2026 clams-handling remediation” —
2026-05-05T03:41:17.581247

[14] Cdifornia Bill Would Require Insurer Claims Handling Plans, and Double Penalties
https.//www.insurancej ournal .com/news/west/2026/01/07/853449.htm Accessed via web search: "California
insurance commissioner penalty framework 2026 claims-handling remediation” — 2026-05-05T03:41:17.581247

[15] California: State Farm violated law in handling of L.A. fire insurance claims - Palo Alto Online https.//www
.paloaltoonline.com/cal matters/2026/05/04/calif ornia-state-farm-viol ated-law-in-handling-of -I-a-fire-insurance-cl
aims/ Accessed via web search: "California insurance commissioner penalty framework 2026 claims-handling
remediation" — 2026-05-05T03:41:17.581247

Confidential — Eric Johnston | Novo Navis (Internal) Page 24



NOVO NAVIS STRATEGIC Strategic Analysis

[16] California: State Farm violated law in handling of L.A. fire insurance claims - The Almanac https.//www.al
manacnews.com/cal matters/2026/05/04/californi a-state-farm-viol ated-law-in-handling-of -1-a-fire-insurance-cl ai
ms/ Accessed via web search: "California insurance commissioner penalty framework 2026 claims-handling
remediation" — 2026-05-05T03:41:17.581247

[17] Cdifornia: State Farm violated law in handling of L.A. fire insurance claims https://www.capradio.org/articl
€5/2026/05/04/california-state-farm-viol ated-law-in-handling-of -la-fire-insurance-claims/  Accessed via web
search: "Cdifornia insurance commissioner penalty framework 2026 clams-handling remediation” —
2026-05-05T03:41:17.581247

[18] New laws sponsored by Commissioner Lara to strengthen consumer protections and wildfire resilience take
effect January 1 https://www.insurance.ca.gov/0400-news/0100-press-rel eases/2025/rel ease079-2025.cfm
Accessed via web search: "California insurance commissioner penalty framework 2026 claims-handling
remediation" — 2026-05-05T03:41:17.581247

[19] Federa Register :: Notice of Lodging of Proposed Consent Decree Under the Comprehensive Environmental
Response, Compensation, and Liability Act https://www.federal register.gov/documents/2026/04/10/2026-06975/
noti ce-of -lodging-of - proposed- consent-decree-under-the-comprehensi ve-environmental -response  Accessed via
web search: "CDI consent decree enforcement timeline 11300 claimants 2026" — 2026-05-05T03:41:21.436875

[20] Consent Decrees - Peace Officers Research Association of California https://porac.org/consent-decrees/
Accessed via web search: "CDI consent decree enforcement timeline 11300 claimants 2026"
2026-05-05T03:41:21.436875

[21] Federa Register :: Notice of Lodging of Proposed Consent Decree Under the Resource Conservation and
Recovery Act https:.//www.federal register.gov/documents/2026/05/04/2026-08581/noti ce-of-lodging-of -propose
d-consent-decree-under-the-resource-conservation-and-recovery-act Accessed via web search: "CDI consent
decree enforcement timeline 11300 claimants 2026" — 2026-05-05T03:41:21.436875

[22] Federa Register :: Notice of Lodging of Proposed Second Modification To Consent Decree Under the
Comprehensive Environmental Response Compensation and Liability Act https://www.federalregister.gov/docu
ments/2026/04/30/2026-08404/noti ce-of -lodging-of - proposed-second-modifi cati on-to-consent-decree-under-the-
comprehensive Accessed via web search: "CDI consent decree enforcement timeline 11300 claimants 2026" —
2026-05-05T03:41:21.436875

[23] Consent Decrees: How Court-Ordered Oversight Reshapes Corpor ate
Compliance

https://www.daeryunlaw.com/us/practices/detail/consent-decree Accessed via web search: "CDI consent decree
enforcement timeline 11300 claimants 2026" — 2026-05-05T03:41:21.436875

[24] Environment and Natural Resources Division | Proposed Consent Decrees | United States Department of
Justice https://www.justice.gov/enrd/consent-decrees Accessed viaweb search: "CDI consent decree enforcement

Confidential — Eric Johnston | Novo Navis (Internal) Page 25



NOVO NAVIS STRATEGIC Strategic Analysis

timeline 11300 claimants 2026" — 2026-05-05T03:41:21.436875

[25] Justice Manual | 1-20.000 - Civil Settlement Agreements and Consent Decrees Involving State and Local
Governmental Entities | United States Department of Justice https://www.justice.gov/jm/1-20000-civil-settlement
-agreements-and-consent-decrees-involving-state-and-local-governmental  Accessed via web search: "CDI
consent decree enforcement timeline 11300 claimants 2026" — 2026-05-05T03:41:21.436875

[26] Consent decrees | Police Funding Database | LDF | TMI
https://policefundingdatabase.org/expl ore-the-database/consent-decrees/ Accessed via web search: "CDI consent
decree enforcement timeline 11300 claimants 2026" — 2026-05-05T03:41:21.436875

[27] Consent Decree Explained - City of Minneapolis

https.//www.minneapolismn.gov/resi dent-services/public-saf ety/police-public-saf ety/investi gati ons-settlement-ag
reement/investigations/doj/consent-decree/ Accessed via web search: "CDI consent decree enforcement timeline
11300 claimants 2026" — 2026-05-05T03:41:21.436875

[28] Federal Register :: Notice of Lodging of Proposed Modification to Consent Decree Under the
Comprehensive Environmental Response, Compensation, and Liability Act
https://www.federal regi ster.gov/public-inspection/2026-02823/proposed-consent-decree-cercla Accessed via web
search: "CDI consent decree enforcement timeline 11300 claimants 2026" — 2026-05-05T03:41:21.436875

[29] Department of Insurance, Consumer Watchdog and State Farm reach settlement agreement on State Farm’s
prior emergency interim rate request
https://www.insurance.ca.gov/0400-news/0100-press-rel eases/2026/rel ease012-2026.cfm  Accessed via web
search: "State Farm clams handling violations administrative hearing procedures 2026" —
2026-05-05T03:41:28.834639

[30] Cdlifornia: State Farm violated law in handling of L.A. fire insurance claims - Pleasanton Weekly https://w
ww.pleasantonweekly.com/cal matters/2026/05/04/calif ornia-state-farm-vi ol ated-law-in-handling-of - -a-fire-insur
ance-claims/ Accessed viaweb search: "State Farm claims handling violations administrative hearing procedures
2026" — 2026-05-05T03:41:28.834639

[31] Cdlifornia: State Farm violated law in handling of L.A. fire insurance claims - Mountain View Voice https://
www.mv-voice.com/cal matters/2026/05/04/calif ornia-state-farm-viol ated-law-in-handling-of -|-a-fire-insurance-c
laims/ Accessed via web search: "State Farm claims handling violations administrative hearing procedures 2026"
— 2026-05-05T03:41:28.834639

[32] California: State Farm violated law in handling of L.A. fire insurance claims - Danville San Ramon https:.//w
ww.danvillesanramon.com/cal matters/2026/05/04/cal iforni a-state-farm-viol ated-law-in-handling-of -|-a-fire-insur
ance-claims/ Accessed viaweb search: "State Farm claims handling violations administrative hearing procedures
2026" — 2026-05-05T03:41:28.834639

Confidential — Eric Johnston | Novo Navis (Internal) Page 26



NOVO NAVIS STRATEGIC Strategic Analysis

[33] California: State Farm violated law in handling of L.A. fire insurance claims | County | ojaivalleynews.com

https://www.0jaivalleynews.com/news/county/cal ifornia-state-farm-viol ated-law-in-handling-of-I-a-fire-insuranc

e-claims/article _5964163e-cf57-4613-a0c7-541442b17a2f.html Accessed via web search: "State Farm claims
handling violations administrative hearing procedures 2026" — 2026-05-05T03:41:28.834639

[34] Convicted Insurance Mogul Lindberg Should Pay $1.6B Restitution to Companies
https://www.claimsj ournal.com/news/national /2026/04/09/336779.htm Accessed viaweb search: "CDI restitution
calculation methodology affected policyholders 2026" — 2026-05-05T03:41:37.180753

[35] Teda Insurance policyholder files complaint with CDI over alleged claims mishandling | Repairer Driven
News https://www.repairerdrivennews.com/2026/04/08/tesl a-insurance-policyhol der-fil es-compl aint-with-cdi-ov
er-alleged-claims-mishandling/ Accessed via web search: "CDI restitution calculation methodology affected
policyholders 2026" — 2026-05-05T03:41:37.180753

[36] Cadlifornia Bill Would Require Insurer Clams Handling Plans, and Double Penalties
https.//www.insurancej ournal .com/magazines/mag-features/2026/01/26/855305.htm Accessed via web search:
"CDiI restitution calculation methodology affected policyholders 2026" — 2026-05-05T03:41:37.180753

[37] Property Damage Law in Cdifornia - Complete Guide 2026
https://hazentech.com/blogs/property-damage-law-in-california/  Accessed via web search: "CDI restitution
calculation methodology affected policyholders 2026" — 2026-05-05T03:41:37.180753

[38] HISA  Clams CDI Owes Millions in  Unpaid Assessments -  BloodHorse
https://www.bl oodhorse.com/horse-racing/articles/290179/hi sa-claims-cdi-owes-millions-in-unpai d-assessments
Accessed via web search: "CDI restitution calculation methodology affected policyholders 2026" —
2026-05-05T03:41:37.180753

[39] Greg Lindberg ordered to pay $1.6 hillion to insurers he defrauded - Insurance News | InsuranceNewsNet
https://insurancenewsnet.com/innarticle/greg-lindberg-ordered-to-pay-1-6-billion-to-insurers-he-defrauded
Accessed via web search: "CDI restitution calculation methodology affected policyholders 2026" —
2026-05-05T03:41:37.180753

[40] Insurance Regulatory Report - Califor nia L awyer s Association

https://calawyers.org/business-law/insurance-regul atory-report/ Accessed via web search: "CDI restitution
calculation methodology affected policyholders 2026" — 2026-05-05T03:41:37.180753

[41]] Assembly Insurance Committee Oversight Hearing The Cadifornia FAIR  Plan
https.//ains.assembly.ca.gov/system/files/2026-01/1.28.26-fair-plan-background-final.pdf Accessed via web
search: "CDI restitution cal culation methodology affected policyholders 2026" — 2026-05-05T03:41:37.180753

[42] State Farm Settlement: What Happens Next in Raeigh 2026 | Vasquez Law Firm
https.//www.vasquezl awnc.com/blog/state-farm-settlement Accessed via web search: "Web search: State Farm
CDI consent decree settlement terms restitution amount May 2026" — 2026-05-05T03:42:52.681181

Confidential — Eric Johnston | Novo Navis (Internal) Page 27



NOVO NAVIS STRATEGIC Strategic Analysis

[43] State Farm Missouri structural insurance class action settlement https://topclassactions.com/lawsuit-settleme
nts/cl osed-settlements/state-farm-missouri-structural -insurance-cl ass-action-settlement/ Accessed via web search:
"Web search: State Farm CDI consent decree settlement terms restitution amount May 2026" —
2026-05-05T03:42:52.681181

[44] State Farm  Agrees to  $15M Settlement  for Underpaid  Vehicle  Claims
https://www.insurancej ournal .com/magazines/mag-features/2026/05/04/868030.htm Accessed via web search:
"Web search: State Farm CDI consent decree settlement terms restitution amount May 2026" —
2026-05-05T03:42:52.681181

[45] Consent Order: State Farm Fire and Casualty Company

https://www.tdi.texas.gov/wc/orders/documents/dwc238436.pdf Accessed via web search: "Web search: State
Farm CDI consent decree settlement terms restitution amount May 2026" — 2026-05-05T03:42:52.681181

[46] State Farm's California Homeowners Rate Request: It's Settled — Almost - Carrier Management
https.//www.carriermanagement.com/news/2026/03/09/285462.htm Accessed viaweb search: "Web search: State
Farm CDI consent decree settlement terms restitution amount May 2026" — 2026-05-05T03:42:52.681181

[47] State Farm $1.2M Total Loss Fees Class Action Settlement
https.//www.claimdepot.com/settlements/al abama-fee-settlement Accessed via web search: "Web search: State
Farm CDI consent decree settlement terms restitution amount May 2026" — 2026-05-05T03:42:52.681181

[48] Pregon-v-StateFar m.com

https://www.pregon-v-statefarm.com/ Accessed via web search: "Web search: State Farm CDI consent decree
settlement terms restitution amount May 2026" — 2026-05-05T03:42:52.681181

[49] State Farm Seeking $15.6 Million Settlement in Total-Loss Vehicle Vauation Class Action
https.//news.ambest.com/newscontent.aspx refnum=273537& altsrc;=23 Accessed via web search: "Web search:
State Farm CDI consent decree settlement terms restitution amount May 2026" — 2026-05-05T03:42:52.681181

[50] California Insurance Claims: Special Rules & Deadlines | Terms.Law
https.//terms.law/Insurance/claimg/california.html Accessed via web search: "Web search: California Department
of Insurance administrative hearing timeline penalties claims violations 2026" — 2026-05-05T03:43:00.153786

[51] Hearing Calendar

https.//www.insurance.ca.gov/0250-i nsurers/0500- egal -info/0400- hearing-calendar/Hearing-Cal endar.cfm
Accessed via web search: "Web search: California Department of Insurance administrative hearing timeline
penalties claims violations 2026" — 2026-05-05T03:43:00.153786

Confidential — Eric Johnston | Novo Navis (Internal) Page 28



NOVO NAVIS STRATEGIC Strategic Analysis

[52] California moves to pendize State Farm for delaying, underpaying wildfire claims - Insurance News |
InsuranceNewsNet https://insurancenewsnet.com/oarticle/california-moves-to-penalize-state-farm-for-delaying-u
nderpaying-wildfire-claims Accessed via web search: "Web search: California Department of Insurance
administrative hearing timeline penalties claims violations 2026" — 2026-05-05T03:43:00.153786

APPENDIX: DECISION LOG

Goal: Structure CDI enforcement sequencing and remedy strategy against State Farm for 398 documented
clams-handling violations, balancing penalty severity, remediation speed for 11,300 affected claimants, and
administrative process constraints.

David version: strategic-v1.4

Timestamp: May 2026

Submitter: Insurance regulatory enforcement consultant
Client: California Department of Insurance / Office of the Commissioner, via consulting engagement

Decision deadline: Not specified. The Accusation and Order to Show Cause has been filed; administrative
response timelines are operative immediately.

Intent confidence: 94 percent. The godl is clearly stated and operationally specific.

Assumption flags. None formally flagged in intake. Five evidence gaps were identified during analysis that
function as implicit assumption flags; they are documented in the Open Gaps section and the Sensitivity Analysis.

Real-time data gathered: Y es. Eight web search queries executed; 52 external sources accessed and indexed.
Knowledge items processed: 12 (8 web search results, 1 domain expertise document, 3 reasoned education items)
External sources cited: 52 sources in Citation Manifest; 30 unique sources cited inline.

Causal filter results: CAUSAL: 1 (Penaty defensibility requires documented proportionality — Finding 4)
MECHANISM: 4 (Restitution methodology — Finding 1; Systemic violation adjudication efficiency — Finding
3; Parallel Track architecture — Finding 6; License revocation credibility — Risk 4) THRESHOLD: 0 (Initial
Instance 3 THRESHOLD finding reclassified to UNDERDETERMINED by SPM verification) CORRELATED:
1 (Enforcement sequencing and compliance acceleration — Finding 2) NOISE: 0 UNDERDETERMINED: 1
(Administrative hearing timeline — Finding 5)

SPM verification: Agreements. 3. Overrides: 0. All Instance 4 adversarial recalibrations incorporated. Instance 3's
initial CAUSAL ratings on restitution methodology determinism and Scenario C parallel processing were
downgraded to MECHANISM. Instance 3'sinitial MECHANISM rating on violation sequencing and compliance
acceleration was downgraded to CORRELATED. Instance 3's THRESHOLD rating on administrative hearing
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timeline was reclassified to UNDERDETERMINED.

Extrapolations applied: MECHANISM extrapolations: 5 (restitution methodology compression; systemic
adjudication efficiency; parallel track timing; tier boundary selection; license revocation credibility). All
extrapolations are structural working hypotheses requiring empirical verification rather than validated causal
clams. THRESHOLD extrapolations. O (the finding initially routed to THRESHOLD was reclassified to
UNDERDETERMINED, removing it from the Extrapolation Engine pathway)

Outliersapplied: 0

Edge cases applied: 0

Overall confidence: 58 to 65 percent on the primary structural recommendation (Parallel Track enforcement
architecture). The recommendation is analytically justified under current information but is not empirically
validated. The confidence range reflects the MECHANISM-level foundational ratings and the five unresolved
evidence gaps. Confidence in the secondary recommendation (tiered-category restitution methodology) is 45 to
55 percent, limited by the absence of harm-distribution data. Confidence in the penalty defensibility framework
(violation severity documentation before penalty finalization) is 75 to 85 percent — the highest in the analysis —
and thisfinding is rated CAUSAL.

Open gaps (active):

GAP_001: Specific prior CDI and State Farm consent decree precedent (non-blocking, confidence 41 percent)
GAP_002: Detailed breakdown of 398 violations by category and severity weighting (blocking, confidence 50
percent) GAP_003: Current State Farm remediation progress and any voluntary timeline commitments
(non-blocking, confidence 50 percent) GAP_004: ALJ and administrative hearing precedent on comparable
penalty ranges and hearing durations (blocking, confidence 52 percent) GAP_005: 11,300 claimants harm
distribution data by harm type and magnitude (blocking, confidence 41 percent)

Human review required before delivery: YES.

The three blocking evidence gaps (GAP_002, GAP_004, GAP_005) must be resolved through CDI internal data
access before this strategic plan is operationalized. The consultant should not present specific enforcement
sequencing timelines, tier restitution structures, or penalty demand amounts to Commissioner Lara without
completing the violation severity categorization, harm-distribution analysis, and ALJ scheduling verification
documented above. This report provides the analytical framework and the strategic architecture. The specific
numbers and operational details require the empirical inputs that only CDI's internal examination record and the
Office of Administrative Hearings can provide.
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