Date of Notice: Monday, June 20, 2011

CALIFORNIA
EARTHQUAKE
AUTHORITY

PUBLIC NOTICE

A PUBLIC MEETING OF THE GOVERNING BOARD
OF THE CALIFORNIA EARTHQUAKE AUTHORITY

NOTICE IS HEREBY GIVEN that the Governing Board of the California Earthquake
Authority (“CEA™) will meet in Sacramento, California. Pursuant to California Insurance Code
810089.7, subdivision (j), the Bagley-Keene Open Meeting Act applies generally to meetings of
the Board, and the meeting is open to the public—public participation, comments, and
questions will be welcome for each agenda item. All items are appropriate for action if the
Governing Board wishes to take action. Agenda items may be taken out of order.

LOCATION: CalSTRS Building

Boardroom — Lobby, E-124

100 Waterfront Place

West Sacramento, California

DATE: Thursday, June 30, 2011
TIME: 10:00 a.m.
AGENDA:

1. Call to order and member roll call:

Governor

Treasurer

Insurance Commissioner

Speaker of the Assembly

Chair of the Senate Rules Committee

Establishment of a quorum

This CEA Governing Board meeting will be
broadcast live on the Internet. Please
wait until the official start time of the
meeting before clicking on either icon:

¥ -
Audio Video (with audio)

If you are unable to log into the meeting
please call the CEA directly at (916) 325-
3800 for further assistance.

2. Chief Executive Officer Glenn Pomeroy will seek approval of a Board resolution honoring the
professional contributions to the CEA by CEA Advisory Panel Member Allen Martin, Ph.D.,

who passed away recently.

3. Consideration and approval of the minutes of the April 28, 2011, Governing Board meeting.
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10.

11.

12.

13.

14.

15.

Executive Report by Chief Executive Officer Glenn Pomeroy; assisted by CEA executive staff,
Mr. Pomeroy’s report will include an update for the Board on federal and state legislative
activities of interest to the CEA.

Chief Financial Officer Tim Richison will present a financial report.

CEA Advisory Panel Vice Chair Mark Simmonds will provide a summary of the proceedings at
the May 18, 2011, Panel meeting.

Chief Operations Officer Bob Stewart will brief the Board on the status of the rate and form
application approved by the Board on February 24, 2011.

Mr. Pomeroy will present for Board review and approval plans for an organization and
staffing analysis which will include a recommendation to contract with a consulting firm
selected as a result of a competitive bid process to lead the project.

Mr. Richison will seek Board approval to enter into a transformer-reinsurance contract to
augment CEA claim-paying capacity for 2011-2014.

Chief Communications Officer Chris Nance will update the Board on the status of the CEA's
Marketing Value Program.

Mr. Pomeroy will present the results of his appraisal of Chief Operations Officer Bob
Stewart’s performance under the CEA executive-performance-evaluation plan.

Chief Actuary Shawna Ackerman will seek Board approval to remove the Annual Risk Capital
Surcharge (2" year) for CEA participating insurer Safeco Insurance Company of America.

The Board will meet in closed session to discuss personnel matters and litigation matters, as
permitted by California Government Code section 11126, subdivisions (a) and (e),
respectively.

Public comment on items that do not appear on this agenda and public requests that those
matters be placed on a future agenda.

Adjournment.

For further information about this notice or its contents:

General Information:
Susan Pitton

(916) 325-3800

Toll free (877) 797-4300

Media Contact:

California Earthquake Authority
801 K Street, Suite 1000
Sacramento, CA 95814-3518
Toll free (877) 797-4300

Chris Nance

Chief Communications Officer
(916) 325-3827 (Direct)
nancec@calquake.com
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To view this notice on the CEA Web site or to learn more about the CEA, please visit
www.EarthquakeAuthority.com

**x*x

Persons with disabilities may request special accommodations at this or any future
Governing Board meeting or may request the accommodation necessary to receive
agendas or materials the CEA prepares for its Board meetings.

Please contact Susan Pitton by telephone, toll free, at (877) 797-4300 or by email at
pittons@calquake.com. We would appreciate hearing from you at least five days
before the meeting date to best allow us to meet your needs.

**x
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Governing Board Memorandum
June 30, 2011
Agenda Item 2: Resolution honoring CEA Advisory Panel member Allen Martin, Ph.D.

Recommended Action:  Approve resolution

Long time CEA Advisory Panel member Allen Martin, Professor and Chair of the Department of
Family and Consumer Sciences at California State University, Northridge, died on May 27th
while visiting his family in Tennessee.

Chief Executive Officer Glenn Pomeroy will seek unanimous Board approval of a resolution to
express the CEA's deep appreciation for Dr. Martin's many professional contributions to the
CEA.

Governing Board Meeting — June 30, 2011 Page 1 of 1
AGENDA ITEM 2: Resolution honoring CEA Advisory Panel member Allen Martin, Ph.D.



CALIFORNIA
EA EARTHQUAKE
AUTHORITY™

THE STRENGTH

TO REBUILD®

Draft Meeting Minutes are not available.

Please see CEA Governing Board Meeting
Approved Minutes.



Governing Board Memorandum

June 30, 2011
Agenda Item 4: Executive Report by Chief Executive Officer Glenn Pomeroy

Recommended Action: No action required — information only

Chief Executive Officer Glenn Pomeroy will present his Executive Report to the Board; assisted
by CEA executive staff, Mr. Pomeroy will update the Board on federal and state legislative
activities of interest to the CEA.
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CALIFORNIA
EARTHQUAKE
AUTHORITY

FINANCIAL
REPORT

GOVERNING BOARD MEETING
THURSDAY, JUNE 30, 2011
10:00 A.M.



California Earthquake Authority
Available Capital Report

Available Capital as of April 30, 2011

Cash & Investments
(includes capital contributions and premiums)
Investments from Revenue Bond Proceeds
(at market value including Securities Receivable)
Debt Service
(Interest, Principal & Debt Service (Min. Bal.))
Interest Receivable
Securities Receivable
Premium Receivable
Risk Capital Surcharge Receivable
Capital Contributions Receivable
Other Cash-Related Assets
Unearned Premium Collected
Securities Payable

Accounts Payable & Accrued Expenses

CEA Available Capital

$  4,263,319,140 *
(314,689,359)
(33,920,298)
14,217,837
62,204,647
40,078,276
0
1,367,494
4,121
(217,192,676)
(1,260,019)

(938,957)

S 3,813,190,206

* Does not include mitigation cash and investments of 522,260,860
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California Earthquake Authority
Claim-paying Capacity
as of April 30, 2011

1-in-516 years

Recurrence Interval
Post Earthquake Industry Assessment

("New IAL")

$.806 Billion

Post Earthquake Industry Assessment
("2nd IAL")
$1.558 Billion

Revenue Bonds
$.315 Billion

Reinsurance Layer
$2.900 Billion

CEA Available Capital
$3.813 Billion

Total $9.392 Billion
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California Earthquake Authority
Reinsurance Capacity
as of April 1, 2011

$3.3B
Reinsurance

Attachment

Total $2.900 Billion
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California Earthquake Authority
Balance Sheet
As of April 30, 2011

Assets

Cash and investments:
Cash and cash equivalents
Restricted cash & equivalents
Restricted investments
Investments

Total cash and investme%@

Premiums receivable, net of allg Qa%
doubtful accounts of $10,5 2

Capital contributions receivablg
Risk capital surcharge recei
Interest receivable
Securities receivable
Prepaid reinsurance pye€
Equipment, net
Deferred policy ac
Other assets

Liabiliti Net Assets
Unearned premiums

Accounts payable and accrued expenses
Claim and claim expense reserves
Securities payable

Revenue bond payable

Revenue bond interest payable

Total liabilities
Net assets:
Restricted, expendable
Unrestricted*
Total net assets

Total liabilities and net assets

* Includes Cumulative Participating Insurer Contributed Capital of $756,612,796
and State of California Contributed Capital of $158,985,185.

3,593,340
56,302,503
309,556,996
3,916,127,161

4,285,580,000

40,078,276
1,367,494
14,217,837
62,204,647
33,350,000
1,106,442
39,330,341
4,121

$ 4,477,239,158

$ 292,854,363
938,957

1,260,019
189,000,000
3,886,470

487,939,809

174,768,907
3,814,530,442

3,989,299,349

$ 4,477,239,158
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California Earthquake Authority
Statement of Revenues, Expenses and Changes in Net Assets
For the Year-to-Date Ended April 30, 2011

Underwriting income:

Premiums written $ 186,353,199
Less premiums ceded - reinsurance (64,412,500)
Less risk capital surcharge Q -

Net premiums written 121,940,699
Change in unearned premiums @ 10,007,857
Net unearned premiums Q % 10,007,857

Net premiums earned @

Expenses:
Claim and claims expense 4,288
Participating Insurer commjssig 19,649,789

131,948,556

Participating Insurer opera 6,739,607
Reinsurance broker comry 1,600,000

Pro forma premium t 4,381,705
Financing expense t 2,734,285
38,393

3,817,898

38,965,965

Underwriting profit 92,982,591

Net investment income 9,871,958
Other income 124,490
Participating Insurer Contributed Capital -
State of California premium tax contribution 4,381,705
Increase in net assets 107,360,744

Net assets, beginning of year 3,881,938,605
Net assets, end of year $ 3,989,299,349
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Salaries & Benefits

Rent

Travel

Non-paid Consultant Travel
Telecommunications
Training

Insurance

Board/Panel Services
Administration & Office

(Software Maint & Support, Printing & Stationery, Postage)

Administrative Contracted Services
Data Mgmt Services
Other Administrative Contracted
Furniture/Equipment
Under $500
Over $500
EDP Hardware/Software
Under $500
Over $500
Capital Lease Obligations
Marketing & Outreach
Legal Expenses - Intervenors' Fees
Dept of Insurance Examination

Total Operating Expenses
Consulting Services
Actuarial
Claims
Information Technology
Information Tech. Security
Financial Consulting
Marketing Research
Other Consulting Services
Total Consulting Services

California Earthquake Authority
Insurance Services

Budgeted Expenditures and Actual Expenditures

2011 Budget Year

(a) (b) (c) (d) (e) (f)
(c=a+b) (e=c-d) (f=d/c)
Budget Augmented Actual Remaining Percentage of
Approved Augmentation Approved Expenditures Augmented Approved Augmented Approved

2011 Budget April 2011 2011 Budget as of 4/30/11 Budget as of 4/30/11 Budget Used
8,383,706 $ 8,383,706 2,183,489 6,200,217 26%
699,880 699,880 180,789 519,091 26%
381,152 381,152 56,465 324,687 15%

842 842 - 842 0%
191,986 191,986 60,498 131,488 32%
122,923 122,923 56,167 66,756 46%
126,362 126,362 541 125,821 0%

19,015 19,015 7,096 11,919 37%
918,718 918,718 227,724 690,994 25%
778,096 778,096 58,370 719,726 8%

40,208 40,208 40,208 0%

8,300 8,300 (96,008) 104,308 (1157%)

19,000 19,000 9,744 9,256 51%

26,238 26,238 12,086 14,152 46%
557,400 557,400 17,514 539,886 3%

55,000 55,000 16,552 38,448 30%

12,328,826 12,328,826 2,791,027 9,537,799 23%

25,000 25,000 - 25,000 0%

10,000 10,000 - 10,000 0%

50,000 50,000 - 50,000 0%

- - - - 0%

175,000 175,000 31,615 143,385 18%

- - - - 0%
1,387,000 1,387,000 247,620 1,139,380 18%
1,647,000 1,647,000 279,235 1,367,765 17%
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Research

Contracted Services
Agent Services
Audit Service
Brochure/Information Products
Business System Development
Communications
Consumer Services
Contracted Marketing & Outreach
Dynamic Financial Analysis
Investment Compliance
Legal Services-Claims Counsel
Legal Service - Non-Claims
Modeling Service
Marketing Services
Web Development/Maintenance
Other Contracted Services
Total Contracted Services

Investment Expenses
Financing Expenses
Catastrophe Bonds
Reinsurance

Total Expenditures

(a)

California Earthquake Authority
Insurance Services

2011 Budget Year

(c)

Budgeted Expenditures and Actual Expenditures

(d)

(e)

(f)

(c=a+b) (e=c-d) (f=d/c)
Budget Augmented Actual Remaining Percentage of
Approved Augmentation Approved Expenditures Augmented Approved Augmented Approved
2011 Budget April 2011 2011 Budget as of 4/30/11 Budget as of 4/30/11 Budget Used
1,018,000 1,018,000 259,000 759,000 25%
50,000 - 50,000 - 50,000 0%
125,000 - 125,000 - 125,000 0%
25,000 - 25,000 - 25,000 0%
- - - - - 0%
110,000 - 110,000 - 110,000 0%
50,000 - 50,000 - 50,000 0%
390,000 - 390,000 3,713 386,287 1%
- - - - - 0%
- - - - - 0%
200,000 - 200,000 - 200,000 0%
2,707,690 - 2,707,690 158,015 2,549,675 6%
1,451,000 - 1,451,000 106,000 1,345,000 7%
5,288,360 - 5,288,360 200,462 5,087,898 1%
30,975 - 30,975 - 30,975 0%
1,199,900 - 1,199,900 50,093 1,149,807 1%
11,627,925 - 11,627,925 518,283 11,109,642 1%
2,455,000 - 2,455,000 607,250 1,847,750 25%
10,999,793 - 10,999,793 3,964,204 7,035,589 36%
- - - - - 0%
225,555,000 - 225,555,000 66,012,500 159,542,500 29%
S 265,631,544 S - S 265,631,544 S 74,431,499 191,200,045 28%
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California Earthquake Authority
Total Claim-Paying Capacity (CPC)

as of April 30, 2011

10.0
8.0
= 6.0
c
S
E
v
£
4.0
2.0
0.0
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Total CPC $7.240 | $7.293 | $7.635 | $7.360 | $7.373 | $7.069 | $6.948 | $7.284 | $8.244 | $8.695 | $9.411 | $9.685 | $9.840 | $9.392
® New Industry Assessment| 0.000 | 0.000 | 0000 | 0000 | 0000 | 0000 | 0000 | 0000 | 0000 | 0000 | 1304 | 1304 | 1095 | 0.806
B 2nd Industry Assessment 1.434 1.434 1.456 1.456 1.456 1.456 1.456 1.456 1.465 1.465 1.465 1.465 1.558 1.558
® Revenue Bonds 0000 | 0000 | 0000 | 0000 | 0000 | 0000 | 0000 | 0000 | 0311 | 0254 | 0311 | 0311 | 0311 | 0315
# Reinsurance 2509 | 2509 | 2509 | 1971 | 1971 | 1538 | 1500 | 1500 | 1756 | 1.885 | 3.100 | 3.100 | 3.123 | 2.900
® 1stIndustry Assessment | 2,150 | 2150 | 2183 | 2183 | 2183 | 2183 | 2183 | 2183 | 2197 | 2197 | 0000 | 0000 | 0000 | 0.000
B CEA Available Capital 0432 | 0485 | 0772 | 1064 | 1307 | 1544 | 1809 | 2145 | 2515 | 2894 | 3231 | 3505 | 3753 | 3.813

NOTE: In 2007 Revenue Bond proceeds were split between the Base and Supplement programs.
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Total Policy Count

800,000

700,000

600,000

500,000

400,000

300,000

200,000

100,000

California Earthquake Authority
Homeowner Policy Count and Premium In-Force
as of April 30, 2011

- 2004 2005 2006 2007 2008 2009 2010 2011
mmmmm Total Policy Count 600,673 613,266 612,941 628,802 629,138 642,174 647,947 655,169
@=Q=== Total Premium in Force (in $ Millions) $427.5 $470.2 $453.2 $454.0 $489.9 $533.1 $542.1 $547.9
Annual Change in Policy Count 0.0% 2.1% -0.1% 2.6% 0.1% 2.1% 0.9% 1.1%
Annual Change in Premium 0.0% 10.0% -3.6% 0.2% 7.9% 8.8% 1.7% 1.1%

$600

$500

$400

$300

$200

$100

Premium In-Force
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California Earthquake Authority
Homeowner Policy Total Insured Value (TIV)

as of April 30, 2011

2004

2005

2006

2007

2008

2009

2010

2011

TIV (in $ Billions)

$180.5

$200.3

$206.8

$225.8

$248.8

$267.9

$274.3

$278.6

Annual Change in TIV

0.00%

11.00%

3.25%

9.17%

10.19%

7.68%

10.26%

1.54%
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California Earthquake Authority

Total Insured Value (TIV)

as of April 30, 2011

2004

2005

2006

2007

2008

2009

2010

2011

TIV (in S Billions)

$188.9

$210.0

$227.4

$248.6

$260.5

$280.7

$287.6

$292.2

Annual Change in TIV

9.6%

11.2%

8.3%

9.3%

4.8%

7.8%

10.4%

4.1%
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California Earthquake Authority
Average Homeowner Policy Premium and Insured Value

as of April 30, 2011

$450,000
== L g
$400,000 /
o $350,000
5
g
3
&
2
=3
$300,000
$250,000
$200,000
2004 2005 2006 2007 2008 2009 2010 2011
== Average Insured Value $300,458 $326,668 $337,455 $359,110 $395,483 $417,206 $423,414 $425,200
=¢=— Average Premium $712 $767 $739 $722 $779 $830 $837 $836

$900

$850

$800

$750

$700

Average Premium

$650

$600

$550

$500
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California Earthquake Authority
Annual Capital Accumulated from Premium
as of April 30, 2011

$300

$250

$200

(in' $ Millions)

$150

$100

$50

$0

2004

2005

2006

2007

2008

2009

2010

2011

$245.2

$283.1

$234.1

§225.5

$255.7

$248.8

$249.3

$93.0

NOTE: From 2010 forward, figure is GASB underwriting profit. Prior to 2010, figure was FASB net premiums written minus total expenses.




(in S millions)

$400

$350

$300

$250

$200

$150

$100

$50

S0

California Earthquake Authority
Annual Reinsurance Premium Expense

1998

1999

2000

2001

2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

$354

$195

$240

$193

$159

$138

$134

$131

$167

$174

$185

$195

$222

$195
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$3,200

$2,950

$2,700

$2,450

$2,200

$1,950

$1,700

(in $ Millions)

$1,450

$1,200

$950

$700

$450

$200

($50)

California Earthquake Authority

Annual Reinsurance Premium and Limit

2004

2005

2006

2007

2008

2009

2010

2011

M Limit

$1,500

$1,500

$1,902

$2,478

$2,268

$3,100

$3,123

$2,900

B Premium

$134

$131

$167

$174

$185

$195

$222

$195

NOTE: Limits through 2005 do not include supplemental coverage while 2006 forward include supplemental coverage.
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California Earthquake Authority
Reinsurance Base Program Limits and Rate-on-Line

$3.50
$3.00
$2.50
=
E $2.00
=]
5 &
¥ o
a £
5 =
@ $1.50
$1.00
$0.50
$0.00
2004 2005 2006 2007 2008 2009 2010 2011
I Base Program Limit $1.50 $1.50 $1.76 $1.89 $1.67 $3.10 $3.12 $2.90
Rate-on-Line 6.7% 6.1% 6.5% 8.1% 8.5% 6.3% 7.2% 6.7%

NOTE: The Rate on Line is a weighted average of the individual layers and their respective rates.

9.0%

8.0%

7.0%

6.0%

5.0%

Rate-on-Line

4.0%

3.0%

2.0%

1.0%

0.0%
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California Earthquake Authority
Annual Investment Income
as of April 30, 2011

$120

$100

$80

$60

(in'$ millions)

$40

$20

S0
2004 2005 2006 2007 2008 2009 2010 2011

$22.1 $54.4 $117.5 $119.9 $127.2 $10.9 $40.3 $9.9

NOTE: Prior to 2011, investment income was reported from FASB financial statements which did not include unrealized gains or losses.
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California Earthquake Authority
Investment Portfolio Distribution
as of April 30, 2011

CEA Fund
$ 3,969.2 Million

Claim-Paying Fund
$ 314.6 Million

6.4%
Mitigation Fund
S 22.3 Million

W US Treasuries - Long Term

B US Government Agencies - Cash Equivalent
m US Treasuries - Cash Equivalent

W US Government Agencies - Short Term

B US Treasuries - Short Term

m Commercial Paper
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5.00%

4.00%

3.00%

2.00%

1.00%

0.00%

California Earthquake Authority

12-Month Rolling Investment Return
as of April 30, 2011

2004

2005

2006

2007

2008

2009

2010

2011

1.26%

2.58%

4.80%

5.10%

3.23%

0.43%

0.66%

0.71%

NOTE: Gross of Investment Manager Fees
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6.00%

5.00%

4.00%

3.00%

2.00%

1.00%

0.00%

California Earthquake Authority
Investment Manager Fees as a Percentage of Investment Income
as of April 30, 2011

2004

2005

2006

2007

2008

2009

2010

2011

4.34%

2.60%

1.60%

1.69%

2.26%

2.87%

4.22%

5.06%
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California Eathquake Authority
Schedule of Outstanding Debt

NET OUTSTANDING
DEBT ISSUANCE AMOUNT INTEREST RATE PROCEEDS PRINCIPAL AS OF DATE
Series 2006 Revenue Bonds $ 315,000,000 6.169% $ 310,829,067 $ 189,000,000 30-Apr-2011
DEBT SERVICE SCHEDULE

The table below shows the remaining annual debt service requirements for the Series 2006 Bonds.

Period Ending

Outstanding

Principal
$189,000,000

Principal

Interest
$5,829,705

Debt Service

$5,829,705

Annual

Debt Service

1-Jul-11 $157,500,000 $31,500,000 $5,829,705 $37,329,705

2011 $43,159,410
1-Jan-12 $157,500,000 $4,858,088 $4,858,088
1-Jul-12 $126,000,000 $31,500,000 $4,858,088 $36,358,088

2012 $41,216,175
1-Jan-13 $126,000,000 $3,886,470 $3,886,470
1-Jul-13 $94,500,000 $31,500,000 $3,886,470 $35,386,470

2013 $39,272,940
1-Jan-14 $94,500,000 $2,914,853 $2,914,853
1-Jul-14 $63,000,000 $31,500,000 $2,914,853 $34,414,853

2014 $37,329,705
1-Jan-15 $63,000,000 $1,943,235 $1,943,235
1-Jul-15 $31,500,000 $31,500,000 $1,943,235 $33,443,235

2015 $35,386,470
1-Jan-16 $31,500,000 $971,618 $971,618
1-Jul-16 $31,500,000 $971,618 $32,471,618

2016 $33,443,235
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Governing Board Memorandum
June 30, 2011
Agenda Item 6: CEA Advisory Panel update—Mark Simmonds

Recommended Action: No action required - information only

CEA Advisory Panel Vice Chair Mark Simmonds will provide a summary of the proceedings
from the May 18, 2011, Advisory Panel meeting.

Governing Board Meeting — June 30, 2011 Page 1 of 1
AGENDA ITEM 6: CEA Advisory Panel update — Mark Simmonds



Governing Board Memorandum

June 30, 2011

Agenda Item 7: Board briefing on the status of CEA’s rate and form application

Recommended Action: No action required — information only

Chief Operations Officer Bob Stewart will brief the Board on the status of the rate and form
application approved by the Board on February 24, 2011, for submission to the Department of
Insurance.

Governing Board Meeting — June 30, 2011 Page 1 of 1
AGENDA ITEM 7: Board briefing on the status of CEA’s rate and form application



Governing Board Memorandum

June 30, 2011

Agenda Item 8: Board review and approval of plans for an organizational and
staffing analysis; plans include a staff recommendation to contract
with a consulting firm, competitively selected, to lead the project

Recommended Actions: Approved the plan for the organization and staffing analysis;
authorize CEO Glenn Pomeroy to execute on behalf of the CEA a
contract with the consulting firm selected through the competitive
procurement process

Background:

Many aspects of CEA operations and even its overall purpose and prospects have evolved
dramatically over the past 15 years. For that reason, CEA executive staff has recommended
completion of an independent assessment of various elements of the organization, including
overall structure, roles, and staffing levels.

Since its inception, the CEA has been the leading provider of residential earthquake insurance in
California and an organization of influence in the global earthquake and finance communities.
The CEA is broadly recognized as a worldwide thought leader in developing creative residential-
earthquake products and related pricing structures; has set the standard for residential earthquake
risk-transfer strategies; is developing leadership roles for the marketing of residential earthquake
insurance and loss mitigation products; and has been an influential supporter of earthquake
research.

In addition, the CEA is currently in the process of expanding its sphere of influence relating to
earthquake loss mitigation and preparedness under the direction of a new, legislatively created
Chief Mitigation Officer.

Recent complications concerning the CEA's intended implementation of new rates, revised
policy forms, a new product, and related/needed system enhancements have plainly illustrated
the ineffectiveness and inefficiencies inherent in the current operating structure. Specifically,
some participating insurers' reliance on multiple, aged computer systems has presented
difficulties and complications that are both labor-intensive and costly, and they inhibit the CEA’s
ability to effect timely, needed change.

Recognizing the absolute importance and necessity of creating an organizational paradigm that
incorporates smart strategies based on an optimal, mutually beneficial ease-of-doing-business
model, CEA executive staff initiated a competitive process to identify a consulting firm
specializing in property and casualty insurance operations to complete an independent
assessment of various elements of the organization, including structure, roles, and staffing levels.
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The CEA released Request for Qualifications and Proposals — RFQ #02-11 to invite consultants
and consulting firms with demonstrated expertise and success in organizing and optimizing
insurance-operations efforts, and ancillary business and business-related activities, of property
and casualty insurance organizations to submit qualifications and a proposal to the CEA.
Attachment A is a copy of RFQ #02-11.

The selection process is well underway. The consultant selected will assist the CEA in assessing
the effectiveness of various current elements of the organization, including structure, roles, and
staffing levels, and will consult with CEA and other interested parties in preparing near- and
mid-term future assessments and recommendations of organizational direction, efficiency, and
effectiveness.

The firm chosen to lead the project will provide the following services, as a minimum:

1. Conduct, complete, and report on an evidence-based functional assessment of the CEA’s
organizational structure that compares the current structure to an optimized, evolving
structure that is to be projected and ultimately defined through collaboration with CEA
executive management.

2. Deliver a written report (and as requested, make related oral presentations) to CEA
executive management, the CEA Governing Board, and certain other key stakeholders,
providing results of the analysis and recommendations that define an appropriate multi-
functional organizational structure, including:

a. identification of required organizational functions;

b. resource requirements, including roles, staffing and staff size, associated skill
requirements, and related costs; and,

c. the optimal roles of consultants, contractors, or vendors, or all three, if any, in the
proposed organizational structure.

3. Collaborate with CEA staff to develop a strategy and tactical plan to provide services
within the next three to five years to CEA’s participating insurance companies and
public entities, other than CEA, established to provide residential earthquake insurance
coverage to consumers and others.

4. The project must be completed no later than November 15, 2011.

Results — Request for Qualification and Proposals — RFQ #02-11

Following a national advertising effort, the competitive-bid process has resulted in the
identification of a firm that CEA executive staff recommends lead the organization and staffing
analysis. Representatives from the recommended firm will present their proposal for the Board’s
consideration and approval.

Recommendation:

Approve staff's plan to continue with the organization and staffing analysis and authorize CEO
Glenn Pomeroy to execute on behalf of the CEA a contract with the consulting firm selected as a
result of the competitive-bid process.

In addition, authorize the CEO, advised by and together with the CEA General Counsel, to
perform any and all additional acts, within the scope of the executed contract and this grant of
authority, to direct, further and finalize these consulting services.
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l. Summary of Key Dates

The following schedule is subject to modification by the California Earthquake Authority
(“CEA™). Questions must be submitted in the manner described in Section II.

1. Date of issue May 16, 2011
2. Deadline for submitting questions May 27, 2011
3. Final date for the CEA to post June 1, 2011
addenda for which proposers are
responsible
4. Final proposal submission date June 8, 2011
5. Proposal evaluation June 9, 2011
6. Finalists’ presentations (optional) in June 15, 2011

Sacramento, California

7. Award of opportunity to negotiate June 23, 2011
contract
8. Commencement date July 1, 2011
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1. Background of the California Earthqguake Authority and Purpose of the
Organization and Staffing Analysis

Following the unprecedented losses from the 1994 Northridge Earthquake, many California
insurers either stopped or severely restricted selling new homeowners insurance policies. This
was largely due to state law that required insurers to offer earthquake insurance when selling
residential property insurance. A California Department of Insurance study released in May
1995 found that insurers representing 93 percent of the voluntary insurance market were either
restricting or refusing to sell new policies.

In 1995, the California Legislature approved legislation to create the California Earthquake
Authority (CEA). In 1996, the Legislature passed three additional bills that permitted the CEA
to become operational when certain conditions were met. These bills were codified in California
Insurance Code, sections 10089.5 through 10089.54 and will be referred to as the CEA Act. In
November 1996, the Insurance Commissioner certified the conditions had been met. The CEA
began writing earthquake policies effective December 1, 1996.

The CEA is administered by a Governing Board composed of five elected public officials.
California’s Governor, Treasurer, and Insurance Commissioner serve as voting members, while
the Speaker of the Assembly and the President Pro-Tempore of the Senate serve as non-voting
members. The Governing Board is advised by an 11-member Advisory Panel.

The CEA is currently financed with approximately $3.8 billion in CEA capital, $314 million in
revenue bond proceeds, $2.9 billion in third-party reinsurance, and $2.7 billion in participating-
insurer assessments. Operating under a uniform written contract, participating insurers sell and
service CEA policies and adjust CEA claims. By law, the State of California has no liability for
claims, costs, or liabilities arising from CEA operations.

The CEA’s business is residential earthquake insurance and the provision of earthquake-loss-
mitigation services and related educational outreach. The CEA offers basic residential
earthquake insurance to owners of dwellings, mobilehomes, and condominiums as well as to
renters. Policies cover damage to structure and contents and expenses incurred when a home is
uninhabitable. CEA rates are actuarially sound, based on the best available science, and
approved by the California Insurance Commissioner.

The CEA seeks a consulting firm specializing in property and casualty insurance operations to
complete an independent assessment of various elements of the organization, including structure,
roles, and staffing levels. The assessment is necessary given the evolution of the organization
during its first fifteen years of operation in which it has become the leading provider of
residential earthquake insurance in California and an organization of influence in the global
earthquake community. Since its inception, the CEA has become a thought leader in
development of creative residential earthquake products and related pricing structures; has set the
standard for residential earthquake risk transfer strategies; is developing leadership roles for the
marketing of residential earthquake insurance and loss mitigation products; and, has been an
influential supporter of earthquake research. In addition, the CEA is currently in the process of
expanding its sphere of influence relating to earthquake loss mitigation and preparedness under
the direction of a new, legislatively created, Chief Mitigation Officer, position.
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I11. Submitting Questions

Questions are to be submitted by email only, and each proposer is solely responsible for
following the timeframes in Section I. Submit all questions to:

RFQ02-11@calquake.com

The CEA will respond to questions as they are received. Answers will be posted on the CEA’s
Web site, www.EarthquakeAuthority.com, on the Organization and Staffing Analysis RFQ page.

IVV. Proposer’s Responsibilities Regarding Addenda

The CEA reserves the right in its sole discretion to modify any part of this RFQ by issuing a
written addendum.

All addenda issued by the CEA after the final submission date for proposals will be posted solely
to www.EarthguakeAuthority.com on the Organization and Staffing Analysis RFQ page.

Each proposer must continue to check the CEA Web site through the final submission date for
further addenda.

Each proposer acknowledges and accepts the affirmative responsibility to inquire regarding, and
seek clarification of, any part or provision of this RFQ that the proposer does not understand or
believes is reasonably susceptible to more than one interpretation. If a proposer claims any
ambiguity, conflict, discrepancy, omission, or other error in the RFQ, the proposer must
immediately notify the CEA’s RFQ contact person and request clarification. In its sole
discretion, the CEA may issue clarifications in the form of written addenda to this RFQ and will
post the written addenda to www.EarthquakeAuthority.com on the Organization and Staffing
Analysis RFQ page.

In its sole discretion, the CEA may disregard any and all claims of ambiguity, conflict,
discrepancy, omission, or other error received by the CEA after the final submission date for
proposals.

No additional time to meet any deadline will be allowed, due to corrections or clarifications
made by the CEA, after the final submission date for proposals.

The provisions of any addendum formally issued by the CEA are automatically incorporated into
this RFQ, and in addition and as appropriate, may be made a part of or otherwise reflected in any
contract awarded as a result of this RFQ.

Each proposer is required to acknowledge, as part of the proposer’s cover letter (see page 12,
section IX, subsection 1.g.), that proposer has reviewed the addenda posted one week or more
before the final proposal submission date.
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V. Submitting Proposal

e Submit the original and four copies of the proposal in a sealed envelope or package.

e The original proposal must bear an original signature of the person who signed the
cover letter and be marked “Original.”

e The proposer’s name and address must appear on the outside of the sealed proposal
package/envelope.

e A proposal by a firm must be signed by a person authorized to bind the firm.

e All proposals must be sent or delivered to the following address:

California Earthquake Authority
801 K Street, Suite 1000
Sacramento, California 95814

CONFIDENTIAL
Response to Request for Qualifications and Proposals #02-11

e Proposals must be physically received by the CEA no later than 5 p.m. Pacific Time
on Wednesday, June 8, 2011.

e Unless expressly and specifically requested by the CEA, proposals are not to be
submitted, in whole or in part, by fax or by electronic or magnetic media.

Should a proposal contain information that the proposer considers confidential or proprietary, a
statement to that effect must be included in the cover letter, and each and every page containing
confidential or proprietary information must be so marked in the upper right-hand corner. The
CEA will use reasonable efforts to keep such pages from public disclosure, except to the extent
provided in any resulting contract or the extent required by law. The CEA makes no
representations or warranties that its efforts will be successful. Proposers are reminded that
many of the CEA’s records are subject to public disclosure under the California Public Records
Act.

No proposal can be considered confidential or proprietary in its entirety.

If, before the submission deadline, a proposer wishes to make any change or augment a proposal
it has already submitted to the CEA, the only method of correction or modification is to notify
the CEA proposer is withdrawing its proposal and then submit the modified proposal before the
proposal-submission deadline. Modification offered in any other manner, or after the proposal-
submission deadline, will not be considered.

All proposals become the property of the CEA upon submission.

All costs to develop proposals and attend interviews regarding proposals are the sole
responsibility of the proposer and cannot be charged to the CEA.

Please review all addenda posted on the CEA’s Web site before submitting proposals.
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Record your company name and the RFQ number on each page of the proposal.

V1. Services to be Provided

Introduction

The purpose of this Request for Qualifications and Proposal is to invite consultants and
consulting firms with demonstrated expertise and success in organizing and optimizing the
insurance-operations efforts, and ancillary business and business-related activities, of property
and casualty insurance organizations to submit qualifications and a proposal to the CEA.

The consultant will assist the CEA in assessing the effectiveness of various current elements of
the organization, including structure, roles, and staffing levels, and will consult with CEA and
other interested parties in preparing near- and mid-term future assessments and recommendations
of organizational direction, efficiency and effectiveness.

Term

The contract will have a one-year term. The CEA reserves the right, and the Firm agrees to
allow the CEA the option to renew, at the CEA’s sole discretion, this Contract for up to two
additional six-month periods, at the same pricing basis, and on the same terms and conditions,
agreed for the initial contract period.

Scope of Work
The proposing firm will provide the following services, as a minimum:

1. Conduct, complete, and report on an evidence-based functional assessment of the CEA’s
organizational structure that compares the current structure to an optimized, evolving
structure that is to be projected and ultimately defined through collaboration with CEA
executive management.

2. Deliver a written report (and make related oral presentations) to CEA executive
management, the CEA Governing Board (i.e., board of directors), and certain other key
stakeholders, providing results of the analysis and recommendations that define an
appropriate multi-functional organizational structure, including:

a. Iidentification of required organizational functions;

b. resource requirements, including roles, staffing and staff size, associated skill
requirements, and related costs; and,

c. the role of consultants, contractors, or vendors, or all three, if any, in the proposed
organizational structure.

3. Collaborate with CEA staff to develop a strategy and tactical plan to provide services
within the next three to five years to CEA’s participating insurance companies and public
entities, other than CEA, established to provide residential earthquake insurance coverage
to consumers and others.

4. The project must be completed no later than November 15, 2011.
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VII. Minimum Qualifications

Proposer must meet, to the CEA’s satisfaction, all of the following minimum qualifications to be
considered for contract award. Proposer must affirmatively attest to each of the minimum
qualifications in Proposer’s cover letter. Failure to satisfy all minimum qualifications, in the
CEA'’s sole judgment, will result in rejection of the proposal.

1. Have been in business for a minimum of 10 years specializing in business consulting,
with demonstrable and successful consulting in the area of U.S. property and casualty
insurance operations; if the firm has not been in business for at least 10 years or does not
have 10 years’ worth of relevant, required experience, the senior principals of the firm
must have a least 15 years combined experience with consulting firms that concentrated
their practice in the fields noted above; and,

2. Have at least one person assignable to the CEA who has a minimum of seven years of
experience in property and casualty insurance-operations consulting.

Note: The CEA’s contract form typically prohibits a contractor from replacing key personnel
without CEA’s prior permission.

VIII. Pricing

Proposal must include a clear and complete fee and expense structure. The CEA will pay
negotiated fees and expenses in arrears, as may be agreed. If CEA is asked to accept a minimum
periodic fee, proposal must include a clear and complete periodic-fee structure.

IX. Submission Instructions

The proposal and cover letter, exclusive of attachments, must not exceed 18 single-sided pages.
Attachments must not exceed 16 single-sided pages. All proposals must include the following
elements, in the following order:

1. Cover Letter

The cover letter must be signed by a person authorized to bind the proposer contractually.
The CEA will reject any proposal that contains an unsigned cover letter. The cover letter
must also contain all of the following:

a. The proposing firm’s name, address, telephone and fax numbers, and Web address.

b. The name, title or position, telephone number, and email address of the person
signing the cover letter and any other persons authorized to make representations for
the proposer regarding the RFQ.

c. A statement that the signature constitutes unrestricted authority to bind the proposer
contractually.

d. A statement that the firm is willing to be bound by contract provisions such as those
outlined in Exhibit 1.

e. A statement that the proposal is a valid, open proposal for at least 90 days after the
submission date.

f. A statement affirming that the proposer satisfies each of the Minimum Qualifications.
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g. A statement that the proposer has reviewed all addenda posted through the final
addenda posting date shown on the “Summary of Key Dates.”

h. A statement that each key professional and each responsible staff member working on
the contract is willing to be subject to a background check.

2. Firm Background and History

a. Location of firm headquarters.

b. Number of years the firm has been in existence in the same or substantially the same
form and under the same trade name.

c. Total number of offices and employees (provide a breakdown of the number of
professional, managerial, and support staff, respectively).

Describe the firm’s ownership and ownership structure.
Identify any affiliated or subsidiary organization(s).
Identify pending or contemplated changes in the firm’s organizational structure.

Identify the proposer’s insurance operations consulting clients and provide contact
information from three representative insurance operations consulting clients.

h. Describe the types of services the firm provides (including, but not limited to, the
services described in this RFQ) and reasonable details of the fee arrangements that
typically apply.

i. Describe the firm’s experience providing property and casualty insurance operations
consulting services to governmental and non-governmental clients.

j. Disclose litigation or other legal proceedings in the past three years that your firm, or
any officer or principal of your firm, has been involved in related to your firm’s
business activities. Explain the nature of each such litigation or legal proceeding,
even if the matter has been resolved.

k. Provide the applicable coverage amounts for the following:

Q - o o

i. Errors-and-omissions insurance, if applicable
ii. Any other applicable insurance

I. List every institutional client for which the firm provided any of the services
described in Section VI (Services to be Provided) of this RFQ that terminated its
relationship with the proposing firm during the past four years. Provide the following
information:

i. The name of the client
ii. A full explanation of the reason(s) for termination of the relationship
3. Work Plan
This should describe how your firm will perform the proposed contract. Be specific and
avoid generalizing.
The work plan should address, without limitation, the following components, and should
be organized so that it is clear, comprehensive, and concise.
a. Identify the primary contact for the contract.
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b. Describe your firm’s understanding of the work to be performed under this RFQ.
c. Identify any RFQ requirements which your firm believes are unnecessary.

d. Propose any alternatives that conform to this RFQ’s intent, that would lead to a better
result, but which may not satisfy specific RFQ requirements.

e. Identify any “value-added” services your firm would provide to the CEA.

f. Detail any conflict of interest, or apparent or potential conflict of interest that would
be created by your firm’s contracting with the CEA. Propose how to address or
resolve these conflicts of interest.

g. Describe your firm’s policy for ensuring the confidentiality of its clients” matters.

h. Define “client service” as it relates to your firm and describe mechanisms that are in
place to solicit and respond to client feedback.

i. Name the property and casualty insurance operations consulting professionals who
would be assigned to the CEA account and their responsibilities. For each member of
the team assigned to the CEA account, provide a brief resumé that outlines the
person’s education and relevant experience; include relevant certifications or
credentials, and the length of time each has been held.

j. If the firm intends to use subcontractors to deliver any of the services outlined in
Section VI (Services to be Provided), provide the information in f., g., h., and |
regarding the proposed subcontractor(s).

4. Pricing

Price each section of the proposed work plan separately. For each task, for each contract
period, specify the expected number of hours, the hourly rates, and the overall cost. If
expected number of hours is unknown, provide the hourly rates.

The CEA will use the following information to analyze the reasonableness of the fees.
Information is intended for internal CEA use, but certain CEA records are subject to
public disclosure under the California Public Records Act and production under the
Bagley-Keene Open Meetings Act. The CEA makes no representations or warranties that
its efforts to keep records confidential will be successful.

a. Itemize the direct labor costs using the following categories:

i.  Staff billing, by title (e.g., partner, project manager, associate, clerical)
ii. Rate per hour for each staff member

b. Itemize consultant and subcontract labor costs.

c. Itemize maximum costs for travel, lodging, and meals. Costs must be billed in
accordance with the CEA’s travel policies as provided in Exhibit 2.

d. State any additional costs not previously covered in this section or state that there are
no additional costs.

e. Total of fees and costs.
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5. Equal Employment Opportunity (EEO)

Describe the firm’s policies and programs that ensure compliance with state and federal
Equal Employment Opportunity requirements.

6. Required Attachments

a. Proposed fees labeled as “Required Attachment A”

b. Drug-Free Workplace Certification labeled as “Required Attachment B”
(see Exhibit 3)

c. References labeled as “Required Attachment C” (see Exhibit 4)

Additional Information

The CEA will not be bound by any oral interpretation of this RFQ by any of its representatives or
employees, unless those oral interpretations are subsequently issued as a written addendum to
this RFQ.

Each proposer must make those arrangements necessary to become fully informed in advance of
commencing work regarding all conditions and matters that, during the c