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UNINSURABILITY QUICK CARD: RETRACTION MECHANICS & MARKET DYNAMICS
Governing Principle: An asset does not have to flood or burn to lose value. It only has to lose its insurance. The transmission pathway runs strictly in one direction: physical
hazards intensify → primary carriers retreat → owners fall back on residual pools, captives or self-insurance → premium escalation and retained risk crush Net Operating
Income (NOI) while buyers expand exit cap rates → asset fails an impairment test it would have passed the prior year.

1. THE ONE-WAY TRANSMISSION PATHWAY

Step 1
Hazards Intensify
Flood, wildfire/WUI, storm surge,
and convective storm event
frequency outruns historic pricing
baselines.

Step 2
Primary Carriers Retreat
Admitted carriers deploy non-
renewals, exclusions, sub-limits, and
percentage deductibles across
exposed ZIP codes.

Step 3
Fallback to Residuals / ART
Portfolios migrate into residual
state pools (FAIR Plan, Citizens) or
absorb unhedged retentions and
captive capital outlays.

Step 4
Cash Flow & Cap Rate Hit
Insurance deficit (escalating
premiums + retained loss
expectations) slashes NOI; buyers
widen capitalization rates.

Step 5
Accounting Impairment
Lender covenants trigger
(DSCR/LTV); asset fails IAS 36
recoverable amount or ASC 360
recoverability/fair value tests.

2. RETRACTION MECHANICS: THE 4 LEVERS DEPLOYED BY ADMITTED MARKETS

A. Sub-limiting Capacity Cap
Carriers cap windstorm, flood or wildfire cover at a fraction of total replacement cost (e.g.
$10M on a $50M asset). Owners are forced to purchase expensive excess layers or absorb
multi-million-dollar uninsured balance-sheet gaps.

B. Percentage Deductibles TIV Retention
Flat dollar deductibles ($25k–$50k) give way to deductibles calculated as a percentage of
Total Insured Value (2%, 5%, 10% TIV) payable per occurrence. A 5% retention on a $40M
asset is $2.0M per event—frequently exceeding historic annual premiums.

C. Non-Renewal at Scale ZIP-Code Exit
Whole ZIP-code clusters exit the admitted market in California, Florida, Texas, Louisiana,
and high-hazard geographies abroad. Non-renewals occur indiscriminately across entire
geographic cohorts regardless of individual building quality or mitigation.

D. Residual-Pool Strain & Contagion Assessment Exposure
State insurers of last resort balloon beyond design capacity. When major catastrophic
claims exhaust reserves, deficits are assessed back across all admitted insurers and passed
through as surcharges onto ordinary policyholders statewide.

3. THE GLOBAL RESIDUAL POOL STRESS GAUGES (PUBLISHED OPERATIONAL DATA)

Residual Pool / Regime Published Scale / Exposure Deficit / Assessment Shock Contagion Transmission

California FAIR Plan
(State insurer of last resort)

$768 billion exposure; 696,562 policies in
force (June 2026), up ~250% from ~$220B
(Sept 2022).

Jan 2025 Los Angeles fires cost $3.5–$4
billion; triggered $1 billion assessment
on member insurers (Feb 2025).

Deficit assessed back across all admitted
carriers; recovered via surcharges on
ordinary commercial & personal policies
statewide.

Florida Citizens Property Insurance Grew into Florida's largest property insurer at
its 2023 peak; major depopulation programme
shifting policies back to private market.

Major hurricane landfall threatens finite
surplus; multi-billion dollar assessment
powers across Florida insurance base.

Concentrates extreme tail assessment
exposure on all commercial and
residential policies remaining in the
admitted market.

France CCR & UK Flood Re
(Public-private reinsurance schemes)

National catastrophe reinsurance pools
covering natural disasters and residential flood
risk across designated zones.

Recalibration pressure as event frequency
outruns historic pricing assumptions and
statutory reserves.

Levy increases on participating carriers,
tightening commercial eligibility rules and
expanding uninsurable property tiers.

Market Contagion Alert: You do not need to be enrolled in the FAIR Plan to pay for its losses. An asset with admitted commercial coverage carries contingent assessment
liabilities whenever the residual pool incurs catastrophic shortfalls.
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THE FALLBACK STACK, VALUATION CHANNEL & COVENANT CASCADE
4. THE FALLBACK RISK-TRANSFER STACK: WHAT REPLACES A PRIMARY POLICY

Mechanism How It Works Balance-Sheet Reality Where It Fits in Portfolio

Primary P&C Insurance Indemnity cover from admitted commercial
carriers; indemnifies verified physical damage.

Premium expense only; no capital committed
up front; straightforward expense budgeting.

Assets carriers still write—a rapidly shrinking
cohort in wildfire, flood, and coastal zones.

Captive Insurer Licensed parent-owned subsidiary writes
insurance for group assets; retains underwriting
profit.

Regulatory capital committed up front; risk
remains on consolidated balance sheet.

Large, diversified portfolios; funding high-
frequency, lower-severity working layers.

Parametric Cover Pays fixed dollar payout immediately when an
objective physical trigger (wind speed, flood
gauge) is met.

Fast liquidity, zero loss adjustment; carries basis
risk (trigger can miss actual property loss).

Liquidity-critical operations; layers that
traditional indemnity underwriters refuse to
price.

Cat Bonds / ILS Collateralized catastrophe reinsurance sold to
institutional capital markets via Special Purpose
Vehicle.

Substantial legal/setup costs; provides multi-
year fixed capacity backed by collateral.

Institutional-scale tail exposure; typically
structured for $100M+ enterprise
programmes.

The Valuation Channel: None of these is a like-for-like replacement at the old price. That gap—between historic underwriting cost and the combined cost of the new risk-
transfer stack plus retained losses—flows directly into Net Operating Income and discounted cash flow appraisals.

5. ACCOUNTING IMPAIRMENT MECHANICS: IAS 36 VS. ASC 360

IAS 36 (IFRS) — One-Step Model Recoverable Amount
Indicator: Paragraph 12 lists significant adverse legal/economic environment changes as
mandatory external triggers.
Test: Impairment exists if Carrying Amount > Recoverable Amount (higher of Fair Value
Less Costs of Disposal and Value in Use).
Measurement: Value in Use cash flows must incorporate structural premium escalation
and expected retained loss burdens; discount rate widens to price unmitigated tail risk.

ASC 360 (US GAAP) — Two-Step Model Recoverability & Fair Value
Indicator: ASC 360-10-35-21 external trigger equivalent (insurance cost shock and
covenant risk).
Step 1 (Recoverability): Are total undiscounted future cash flows from use and
disposition below carrying value? If yes → Proceed to Step 2.
Step 2 (Loss Measurement): Impairment = Carrying Value minus Fair Value (ASC 820
Level 3 unobservable inputs: widened discount rate & expanded exit cap rate).

6. THE COVENANT CASCADE: THE TRANSMISSION THAT BITES BEFORE WRITE-DOWNS LAND

Ratio Definition Insurance Shock Transmission Channel Typical Covenant Zone & Bite

DSCR NOI ÷ Debt Service Insurance premium spikes directly reduce Net Operating Income
(numerator), crushing coverage buffer.

Min ~1.20–1.25×
Breach triggers cash sweeps & distribution
lockups.

LTV Debt ÷ Appraised Value Cap rate expansion and NOI impairment shrink appraised value
(denominator) while outstanding debt remains static.

Max ~65–75%
Breach forces equity cure or mandatory
principal paydown.

ROA Net Income ÷ Total Assets Higher operating expenses depress earnings; non-cash
impairment charges write down asset base simultaneously.

Internal hurdle rates
Triggers credit rating downgrades &
financing cost spikes.

7. LIVE DISCLOSURE ARCHITECTURE: POSITION AS IT ACTUALLY STANDS (LATE 2026)

Framework / Jurisdiction Live Mandate & Operational Disclosure Expectation Practical Reporting Action

ISSB IFRS S2
(Global Baseline)

Paragraphs 15–21 mandate disclosure of climate risks affecting financial
prospects and quantified financial effects on cash flows, financial position, and
performance across short, medium, and long horizons.

Disclose financial effects of uninsurability and risk-
transfer gaps under access to finance provisions.

ESRS E1 (CSRD)
(European Union)

Double materiality standard: disclose material physical risks, exposed asset
mapping, and anticipated financial effects (E1-9) across operating assets.

Quantify portfolio split between commercial
insurance, residual state pools, and self-insurance.

California SB 253 & SB 261
(Operative US Standard)

SB 261 requires biennial climate-related financial risk reports; SB 253 requires
Scope 1–3 greenhouse gas reporting. The active US climate risk disclosure
standard.

Integrate property-level coverage fragility
heatmaps directly into TCFD/SB 261 risk
governance reports.

SEC Federal Climate Rules
(RESCINDED / INOPERATIVE)

Stayed in April 2024; SEC voted to end legal defense in March 2025; proposed
full rescission on May 29, 2026 (Rel. 33-11421). Reg S-K Items 1502/1503 are
inoperative.

Do not cite SEC climate rules as live mandates.
Remove Items 1502/1503 from active compliance
calendars.
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