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WASHINGTON, DC 20510
December 23, 2025

Joseph L. Petrelli

President and Chief Executive Officer
Demotech, Inc.

2715 Tuller Parkway

Dublin, OH 43017

Dear Mr. Petrelli:

We write to request information about how Demotech conducts its Financial Stability Ratings of
U.S.-based property insurance companies. As worsening climate change and related disaster
events have resulted in growing losses and claims to insurance companies, the stability of the
U.S. housing market increasingly depends on the credibility of insurer financial strength ratings.
Furthermore, because at least 70 percent of American homeowners’ mortgages are backed by
Fannie Mae and Freddie Mac (collectively, “the Enterprises”), which may be securitized by
homes with Demotech-rated insurer coverage, reliable insurer financial strength ratings are
necessary to protect homeowners, taxpayers, and the stability of the U.S. housing and financial
markets alike.! We fear that Demotech’s faltering credibility may pose a threat not only to the
stability of our nation’s housing finance system but also the economic wellbeing of all
Americans.

Despite the importance of insurer financial strength ratings, Demotech’s practices and rating
methodologies raise significant concerns. Your company has drawn growing scrutiny for its
opaque practices and history of assigning strong ratings to small, undercapitalized insurers—
many of which later collapse, leaving behind billions in unpaid claims.? As large insurers retreat
from markets facing escalating climate risk, Demotech has filled a growing void, often serving as
the sole industry measure of the financial stability of small insurers operating in high-risk states.>

Since the 1990s, Demotech has served as the primary, and often only, rating provider for dozens
of small Florida insurance carriers. These firms often lack the capital, claims history, or national
footprint required to receive ratings from traditional agencies like AM Best, S&P Global, or
Kroll Bond Rating Agency (KBRA).* Demotech filled this gap by offering its Financial Stability

! Fannie Mae, Selling Guide (B7-3-01, General Property Insurance Requirements for All Property Types), December
14, 2022, https://selling-guide.fanniemae.com/sel/b7-3-01/general-property-insurance-requirements-all-property-
types; See also Freddie Mac, Selling Guide (4703.1General property insurance requirements), July 9, 2025,
https://guide.freddiemac.com/app/guide/section/4703.1.

2 Leslie Scism and Ryan Dezember, “A Tiny Company Is Vouching for Risky Insurers in Hurricane Country,” Wall
Street Journal, July 28, 2025, https://www.wsj.com/finance/small-insurance-company-hurricanes-a41766d9; ; See
also Parinitha Sastry, Ishita Sen, & Ana-Maria Tenekedjieva, When Insurers Exit: Climate Losses, Fragile Insurers,
and Mortgage Markets (Harvard Business School / Columbia GSB / Federal Reserve Board, Dec. 2023),
https://www.insurancejournal.com/app/uploads/2024/04/Harvard-study-of-Demotech.pdf.

31d.

4 William Rabb, “Florida Regulators, FATA Slam Demotech for Reported Plans to Downgrade 17 Carriers,”
Insurance Journal (July 21, 2022), https://www.insurancejournal.com/news/southeast/2022/07/21/676895.htm.
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Page 2

Ratings (FSRs) based on forward-looking business models and reinsurance plans, rather than
demonstrated financial resilience.’

Recent events add reason for concern. In 2022, Demotech warned it would downgrade the
ratings of up to 27 Florida insurers.® In response, Florida’s top regulators criticized the company.
The state’s Chief Financial Officer described Demotech as a “rogue ratings agency” with
“coercive influence over Floridians and policymakers.” The Florida Insurance Commissioner
accused Demotech of applying its methodology inconsistently, refusing to accept supplemental
financial data, and holding the state’s insurance market “hostage.” ’ Following pressure from
Florida officials, Demotech ultimately downgraded only one insurer and withdrew the ratings for
two others, suggesting that political pressure influenced its decisions more than analytical or
financial principles.®

The Florida Legislature commissioned an independent report to evaluate Demotech’s role as the
principal ratings agency for Florida insurers and to explore potential alternatives.” The resulting
2023 report found serious deficiencies in Demotech’s operations and practices.!® Participating
insurers raised concerns about Demotech’s “unpredictability, lack of communication, and failure
to provide objective ratings,” and the independent consultants concluded that Demotech does not
appear to follow certain “best practices” used by traditional ratings agencies, such as maintaining
industry-standard ethics and conflict-of-interest policies.!! Demotech declined to participate in
the study.

A 2023 study conducted by researchers at Columbia Business School, Harvard Business School,
and the Federal Reserve Board found that Demotech-rated insurers in Florida significantly
underperformed compared to their AM Best-rated peers across every observable metric of
financial and operational strength. According to their analysis, although 99.7 percent of
Demotech’s ratings are “A” or higher—the minimum Enterprises’ required rating for Demotech-
rated insurers—nearly 20 percent of Demotech-rated Florida insurers became insolvent between
2009 and 2022 despite carrying the “A” rating. By contrast, none of the insurers rated by AM

5 Demotech Inc., Financial Stability Rating® Methodology (Columbus, OH: Demotech, March 19, 2024), at 2,
https://www.demotech.com/wp-content/uploads/Ex2.pdf.

¢ Joe Gorchow, “Ratings Agency Delays Plan to Downgrade 27 Florida-Based Property Insurance Companies,” CBS
News Miami, updated July 25, 2022, https://www.cbsnews.com/miami/news/ratings-agency-downgrade-florida-
based-property-insurance-companies/; William Rabb, “Florida Regulators, FAIA Slam Demotech for Reported
Plans to Downgrade 17 Carriers,” Insurance Journal, July 21, 2022,
https://www.insurancejournal.com/news/southeast/2022/07/21/676895.htm.

" Insurance Insider US, “Hurricane Demotech: Forced Crisis Increases Chance of Second Set of Reforms,” July 28,
2022, https://www.insuranceinsiderus.com/article/2aejxnlr7gira0js8cf7k/floridians/hurricane-demotech-forced-
crisis-increases-chance-of-second-set-of-reforms.

8 Gray Rohrer, "Demotech Downgrades Three Florida Insurers," Florida Politics, August 2, 2022,
https://floridapolitics.com/archives/543460-demotech-downgrades-three-florida-insurers/.

9 Lyle Adriano, “Florida Legislators Race to Find Demotech Alternative,” Insurance Business America,

September 12,2022, https://www.insurancebusinessmag.com/us/news/breaking-news/florida-legislators-race-to-
find-demotech-alternative-420074.aspx.

10 Risk Management Solutions, Inc., An Exploratory Study of Alternative Rating Agency Considerations for
Admitted Residential Property Insurers in Florida, Final Report, January 31, 2023,
https://www.documentcloud.org/documents/24536225-an-exploratory-study-of-alternative-rating-agency-
considerations-dated-january-31-2023-final-report-v1/.

rd
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Best failed during the same period.'? Following the publication of this paper, the Senate Budget
Committee held a hearing on troubles in Florida’s insurance, mortgage, and property markets. '3
One of the authors of the paper testified at the hearing that, “analysis shows that many
[Demotech-rated insurers] actually would not be eligible [for Enterprise backing] under the
methodologies of other rating agencies,” implying that, in many cases, Demotech’s ratings are
inflated. !4

Most recently, the Wall Street Journal published an investigation into Demotech’s troubled
ratings history nationwide. The Journal’s investigation found that “one in 10 insurers
nationwide that Demotech rated A as of Dec[ember] 31, 2014, defaulted—meaning they were put
into liquidation or had other solvency-related actions taken by regulators—by the end of last
year.” Of the 15 property and casualty insurers that collapsed in Florida and Louisiana from 2021
through 2023, “[a]ll but one had been rated A by Demotech within a year of its insolvency.”!”
The Journal also reported that Demotech was slower to issue downgrades to failing insurers than
its peer ratings agencies, finding that “[s]ince 2017—the first year for which Demotech publishes
historic ratings online—17 home insurers it rated have gone under, leaving behind at least $1.7
billion in unpaid claims.” The Journal’s analysis also found that Demotech-rated insurers “were
30 times as likely to become insolvent as those graded by its main rivals.”!® This staggering
failure rate shows that Demotech’s insurer ratings offer little real-world assurances to
homeowners, lenders, taxpayers, or the financial system writ large.

Demotech’s ballooning woes and dominant market share in Florida are so significant that even
industry groups have raised alarm. The CEO of Florida Association of Insurance Agents (FAIA)
was recently quoted as saying that “Demotech’s late-stage downgrades have ‘absolutely made a
lot of people in Florida’s insurance market question what does this [rating] really mean?’”!”
Earlier, FAIA had warned that “after 25 years, Demotech virtually holds a monopoly on issuing
financial strength ratings to Florida domestic carriers while being largely unknown/unnecessary
in other parts of the country.”!® Since then, Demotech has broadened its national presence, now
rating insurers that collect one-third of home insurance premiums in Louisiana and close to a
quarter in Rhode Island, South Carolina, and Texas—a troubling expansion given the concerns
we have outlined. "

12 Parinitha Sastry, Ishita Sen, & Ana-Maria Tenckedjieva, When Insurers Exit: Climate Losses, Fragile Insurers,
and Mortgage Markets (Harvard Business School / Columbia GSB / Federal Reserve Board, Dec. 2023),
https://www.insurancejournal.com/app/uploads/2024/04/Harvard-study-of-Demotech.pdf.

13U.S. Senate Committee on the Budget, Riskier Business: How Climate is Already Challenging Insurance Markets,
Hearing (June 5, 2024), https://www.congress.gov/118/chrg/CHRG-118shrg55978/CHRG-118shrg55978.pdf.

Y.

15 Jean Eaglesham, Susan Pulliam & Caitlin Ostroff, “A Tiny Company Is Vouching for Risky Insurers in Hurricane
Country,” Wall Street Journal (July 27, 2025), https://www.wsj.com/finance/small-insurance-company-hurricanes-
a41766d9?mod=hp_lead pos7.

16 1d.

71d.

18 “Florida Regulators, FAIA Slam Demotech for Reported Plans to Downgrade Insurers,” Insurance Journal (July
21, 2022), https://www.insurancejournal.com/news/southeast/2022/07/21/676895.htm.

19 Eaglesham et al., supra note 12.
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Given the role that your company’s ratings carry in determining insurer eligibility under
Enterprise selling guides, we request that you provide responses to the following questions by
January 13, 2026:

1.

How many individuals does Demotech currently employ, and how many of those are
credit analysts responsible for conducting financial analyses and developing financial
stability ratings for insurance companies? How does Demotech’s analyst-to-ratings ratio
compare to other ratings agencies, and how does the firm ensure the rigor and reliability
of its ratings given this disparity?

Please provide a comprehensive description of Demotech’s current revenue sources,
including but not limited to payments received from insurer clients, consulting
arrangements, data services, or any other business activities. In addition, please explain
the structure of payments received from insurers, and the basis upon which such
payments are determined.

Please produce Demotech’s balance sheets and income statements for each fiscal year,
dating back to 1985.

Please identify the full list of 27 Florida carriers that Demotech notified in July 2022 of
impending downgrades and indicate the current financial strength rating and operational
status (including any insolvencies, mergers, or withdrawals from the market) of each of
those 27 carriers.

Please provide a detailed timeline of Demotech’s actions regarding the July 2022
downgrade notices, including:

a. The date each insurer was notified;
b. The rationale provided to each insurer for the downgrade;
c. Any formal appeals or disputes raised by insurers; and

d. The date and nature of any reversals or modifications of Demotech’s original
downgrade decisions, including the reason for the reversal and any additional
analysis that was conducted.

Please provide a full list of insurers that have been notified of impending downgrades
since June 2022, disaggregated by month and year, and indicate the change in FSRs and
the operational status of each insurer.

What is Demotech’s policy for publicly announcing ratings downgrades or withdrawals?
How does this policy compare with that of other nationally recognized statistical rating
organizations (NRSROs), and why is there often a significant delay between an insurer’s
financial distress and a public rating change from Demotech?

Please produce all communications—including but not limited to emails and email
attachments, text messages on any messaging platform, memoranda, meeting materials,
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17.
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and presentations between and among employees of Demotech and any of the following
entities concerning the potential or actual downgrade of any or all of the 27 Florida
carriers dating from March 23, 2022, through August 1, 2022.

a. The Florida Office of Insurance Regulation;
b. The Office of the Florida Governor; and
c. The Office of the Florida Chief Financial Officer.

In light of the 2023 Columbia-Harvard-FRB study and the 2022 controversy involving
proposed downgrades of 27 Florida carriers, what steps, if any, has Demotech taken to
ensure its ratings are comparable in rigor, transparency, and predictive power to those
issued by other NRSROs?

Please list all data sources, both public and non-public, that Demotech uses to conduct its
financial analyses. Does Demotech rely on any data or models that are not publicly
available or subject to regulatory oversight?

What internal quality control and oversight measures does Demotech employ to ensure
that its ratings are consistent, objective, and in compliance with its stated methodology?

Has Demotech ever submitted its ratings methodology for external, independent review
by academic experts, regulators, financial risk modelers, or other third parties? If so,
please provide details or results of any such reviews, produce any reports associated with
such reviews, and describe any actions taken to respond to such reviews.

Has Demotech conducted any historical back testing of its ratings model to evaluate how
well its ratings predicted insurer performance or insolvency risk over time? If so, please
produce all documents demonstrating the results of that back testing.

Given the increasing role of climate change in insured losses and insurer risk profiles, has
Demotech taken any steps to incorporate climate modeling or long-term environmental
risk assessments into its methodology? Does Demotech consider the results of
catastrophe modeling in its ratings? Does Demotech weigh insurers’ concentration of
coverage in high climate-risk areas into its financial stability rating methodology and, if
so, how?

. How does Demotech account for the heightened insolvency risk of rating insurers that are

single-state or otherwise highly undiversified in their geographic or business exposure?

Does Demotech conduct forward-looking “stress testing” of insurer financials under
adverse scenarios such as elevated litigation, catastrophic weather events, or reinsurance
shortfalls? If so, please describe the parameters and assumptions used in these tests, and
whether such analysis is routinely incorporated into ratings decisions.

To what extent do Demotech’s ratings rely on forward-looking assurances from insurer
management—such as commitments to secure reinsurance or new capital—rather than on



Page 6

existing balance sheet data? Please quantify the prevalence of such factors across
Demotech’s ratings portfolio.

18. When forward-looking assurances do not materialize, what safeguards does Demotech
employ to ensure prompt scrutiny and timely downgrades, and how does this compare to
the practices of other NRSROs?

19. For how many insurance companies does Demotech currently provide financial stability
ratings?

a. Of these, how many insurers currently maintain an “A” rating from Demotech?

b. How many Demotech-rated insurers carry a rating other than “A”? What are
those ratings?

c. What differentiates the risk profile of carriers you rate “A” from those that you
rate lower?

20. Demotech currently uses an issuer-paid ratings model. How does Demotech mitigate
potential conflicts of interest arising from that ratings model, particularly when operating
in risky or underserved markets such as Florida and Louisiana? What safeguards are in
place to prevent ratings inflation or ratings shopping?

21. In response to the Wall Street Journal investigation, you claimed that tech-enabled
litigation is a primary driver of insurer distress.? If this is,in fact, true, why have
insolvencies and severe losses been concentrated among Demotech-rated insurers? Why
has this trend not manifested evenly across the broader insurance industry or across
carriers rated by other NRSOs such as AM Best or KBRA?

22. What data and indicators does Demotech use to monitor for “company-specific” litigation
surges that warrant rating adjustments? Please describe your methodology for
identifying when litigation becomes a material risk to a carrier’s solvency—and how this
information is factored into ratings in real time.

23. Please produce all communications—including but not limited to emails and email
attachments, text messages on any messaging platform, memoranda, meeting materials,
and presentations—between and among employees of Demotech and any of the
following entities dating from 1989 to the present concerning Demotech’s ratings
methodology, insurer eligibility determinations, or the adequacy of Demotech’s ratings of
insurers, including in instances where a Demotech-rated insurer became insolvent while
maintaining an “A” rating:

a. Fannie Mae;

20 William Rabb, “Demotech’s Petrelli Responds to WSJ Article. Others Say it Echoes Old Concerns,” Insurance
Journal, July 30, 2025, https://www.insurancejournal.com/news/southeast/2025/07/30/833708.htm.
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b. Freddie Mac; and
c. The Federal Housing Finance Agency (FHFA).

24. For any communications produced in response to Question 22, please describe any
resulting actions taken by Demotech, including but not limited to revisions to its rating
methodology, changes to eligibility criteria, or other adjustments made in response to
requests, inquiries, or concerns raised by Fannie Mae, Freddie Mac, or FHFA.

Thank you for your attention to this matter. Should you have any questions, please contact my
staff at (202) 224-8832.

Sincerely,
Sheldon Whitehouse Ron Wyden Elizabeth Warren
United States Senator United States Senator United States Senator
Ranking Member Ranking Member Ranking Member
Committee on Environment Committee on Finance Committee on Banking,

and Public Works Housing, and Urban Affairs





