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like Texas’ ban on non-renewals that put the preferences of special interests ahead of the actuarial
assessments made by insurers.

The term “non-renewal” refers to a practice whereby a company refuses to renew an insurance contract when
it expires. Although there are countless reasons why an insurer may do so, non-renewals are often triggered
by policyholders who have overused (and sometimes abused) the claims process.

Current law stipulates that a homeowner must submit three or more claims before an insurer can non-renew

a policy.

At first glance, the restriction can look like a boon to homeowners. The rule gives the appearance of shielding
them from the possible loss of their policy, and it seemingly offers homeowners surety that they will not be
penalized merely for submitting a single claim.

However, Texas’ non-renewal law actually increases insurance costs for most Texans.

Insurance works by diffusing risk among a large population. Homeowners pay a premium to cover damages
from low-likelihood events, while companies pool together enough similarly-risked properties to cover any
submitted claims.

The problem with the non-renewal restriction is that it allows certain homeowners to take a disproportionate
amount of claims money even as they continue to pay below what their risk warrants. Put differently, it turns
an otherwise actuarially sound risk pool into a toxic asset.

Since insurance companies have a legal obligation to stay solvent and the law bars them from dropping many
of these high risk policyholders, insurers must often turn to their other customers to make up the difference
by either raising rates or cutting back their services.
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Happily, there is a solution. By striking the non-renewal ban and allowing insurers to use actuarial standards,
lawmakers could help ensure that insurance is offered at the most economical price.
Buying a home is stressful enough without having to worry about overpriced insurance, too.

Hunker is a policy analyst with the Center for Economic Freedom at the Texas Public Policy Foundation.
Follow her on Twitter @KathleenHunker.
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