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CALIFORNIA EARTHQUAKE AUTHORITY
GOVERNING BOARD MEETING

MINUTES

Thursday, December 11, 2008
1:00 p.m.

Location: Joe Serna Jr. Cal/EPA Headquarters Building
1001 I Street, Sierra Hearing Room
Sacramento, California

Members of the Governing Board in attendance:
J. Clark Kelso, designee of Governor Arnold Schwarzenegger, Chairperson
Bruce Patton, designee of Insurance Commissioner Steve Poizner
Reid McClaran, designee of Insurance Commissioner Steve Poizner
Paul Rosenstiel, designee of State Treasurer Bill Lockyer
Grant Boyken, designee of State Treasurer Bill Lockyer
Pedro Reyes, designee of Speaker of the Assembly Karen Bass
Dietrich Stroeh, designee of Chair of the Senate Rules Committee Don Perata

Members of the CEA Staff in attendance:
Glenn Pomeroy, Chief Executive Officer
Tim Richison, Chief Financial Officer
Bob Stewart, Chief Operations Officer
Chris Nance, Director of Communications and External Affairs 
Susan Pitton, Governing Board and Advisory Panel Liaison
Danny Marshall, General Counsel

Also present:
Allen D. Martin, Ph.D., CEA Advisory Panel Member

1. The meeting was called to order at 1:00 p.m.  A quorum was established.

§ Mr. Kelso stated jokingly, but for the record, that the Insurance Commissioner will 
have one vote, even though he has two representatives present.

2. Consideration and approval of the minutes of the October 30, 2008, Governing Board 
meeting.

 MOTION:  Mr. Patton moved adoption of the October 30, 2008, CEA Governing Board
minutes; Mr. Rosenstiel seconded the motion. Motion carried unanimously.
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3. Chief Executive Officer Glenn Pomeroy will present an executive report.

§  Mr. Pomeroy stated that he will remove himself from the discussion of the 2009
 reinsurance program to avoid any potential appearance of a conflict of interest.

§ He stated that financial difficulties the world is facing will likely restrict capacity for 
2010, and pricing will be higher.

§ The CEA has selected a strong reinsurance intermediary team.
§ Meetings are scheduled in Washington, D.C., to seek a creative federal solution, or 

potential federal involvement, in natural catastrophe risk financing.
§ With respect to rates, the CEA is nearing the final stages of analyzing all available 

data, and staff hopes to have rate recommendations at the February 2009 Board 
meeting.

§ COO Bob Stewart is leading the CEA’s proposed research program. 
§ Chris Nance put together an aggressive plan for the Great Southern California 

ShakeOut earthquake drill and is building plans for next year for marketing and 
mitigation.

4. Chief Financial Officer Tim Richison will present a financial report.

§ Mr. Richison reported that A. M. Best has reaffirmed the CEA’s 
“A-minus (Excellent)” financial-strength rating. The Best rating rationale included the 
following comments:
o “The rating of the California Earthquake Authority reflects its distinctive 

structure, which has been designed to guarantee the availability and actuarial 
soundness of residential earthquake insurance in California. The rating 
recognizes CEA’s excellent risk-adjusted capitalization, financial flexibility, 
extensive risk-modeling capabilities, sophisticated management practices, and 
conservative investment policy.”

o “CEA has excellent financial flexibility and risk protection derived from its 
unique financial structure as well as its extensive reinsurance program.”

o “A.M. Best also views positively CEA’s exhaustive catastrophe modeling, 
sophisticated risk- and financial-management practices, as well as the stabilizing 
influence of its conservative investment strategies.  These factors are critically 
important to the rating assignment, particularly given the specific risk inherent in 
the CEA’s catastrophe insurance business activities.”

§ Mr. Richison said the world’s deepening financial crisis has affected the CEA’s
investment strategy, in that conservative fixed income vehicles such as 
U. S. Treasuries are in high demand, often with very low yields.

§ The financial crisis has also impaired investments the reinsurance industry has made
over the last several years. Several reinsurers have taken large write-downs on their 
investments.  The CEA is closely watching all of its reinsurers to ensure they will have 
the financial viability to pay on CEA’s reinsurance contracts.

§ Economic trends will have impact on the CEA’s 2010 reinsurance program, and for 
that reason CEA staff will wait until April 2009 to bring the Board a proposed 2010 
financial structure.  It appears CEA will need more reinsurance capacity in 2010 than 
required for even the 2009 program. 



As approved by the CEA Governing Board at its meeting on Thursday, February 26, 2009

CEA Governing Board Meeting – Minutes Page 3 of 7
December 11, 2008

§ A new reinsurance intermediary team has been chosen and is being presented to the
Board later in the meeting for approval.  They will begin work in January.

§ When the CEA put together its 2009 reinsurance program, it anticipated that 
significant risk transfer would be obtained from a reinsurer that would secure capital 
by issuing one or more catastrophe bonds and write the CEA a “transformer”
reinsurance contract.

§ CEA staff and consultants and vendors worked diligently with Swiss Re Capital 
Markets to put together catastrophe-bond transactions for the CEA 2009 reinsurance 
program.  Swiss Re approached potential cat bond buyers, however, and found no one 
was buying cat bonds at prices expected.  As a result Swiss Re, has informed CEA that 
it cannot execute catastrophe bonds as proposed in the 2009 reinsurance program 
whose terms and conditions Staff presented to the Board in August 2008.

§ Subsequently, Swiss Re America, a subsidiary of Swiss Re, has proposed providing a 
limit of traditional reinsurance equivalent in amount to the proposed transformer 
layer(s), but Swiss Re America does not meet the CEA’s guidelines for sources of 
claim-paying capacity for the limit it wishes to offer.  Swiss Re America has asked 
CEA staff to request of the Board, despite its not meeting the guidelines per se, 
whether the Board would approve placement of the line(s) under the optional 
exception process that is available in the guidelines. After a lengthy discussion, the 
Board took no action.

§ Mr. Richison pointed out that the October 31, 2008, financial structure reported to the 
Board this meeting is the last time the CEA’s base and supplemental programs would 
appear as separate programs. As of December 1, 2008, the programs were combined
into a single financial structure.

§ As of October 31, 2008, the CEA had just over $3.1 billion available capital to pay 
base policyholder claims and $22 million to pay supplemental claims.  

§ The combined claim-paying capacity the CEA has for 2009 is $9.3 billion.

5. CEA Advisory Panel Member Dr. Allen D. Martin will provide a summary of the 
proceedings at the November 20, 2008, Panel meeting.

§ Mr. Pomeroy provided his executive report.  
§ The panel is excited about investigating the federal “backstop” offered with the 

Homeowners Defense Act because it might help CEA get more Californians insured 
for earthquake.

§ Different options and product options that could create interest to consumers were 
discussed, including consumers having more choices in CEA coverage.

§ Mr. Nance presented information on the Great Southern California ShakeOut.
§ Mr. Kelso asked if the Panel had come to any general conclusions or made 

recommendations regarding the CEA’s 2009 Business Implementation Plan.  
Dr. Martin said that topic was not discussed at the Panel meeting.
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6. Director of Communications and External Affairs Chris Nance will report on the 
CEA’s recent contributions to and participation in the successful “Great Southern 
California ShakeOut.”

§ The goal of the ShakeOut was to reach 18 million Southern Californians.  The 
activities included an international conference that was attended by persons from 
around the world.

§ The simulation had active participation throughout the region, with more than 
5 million people participating—it was well covered by the media, locally, statewide 
and nationally.  There was also a rally.

§ The people who created the ShakeOut spent two years pulling together the program; 
CEA spent two months pulling together programming to further complement what had 
been planned.  CEA co-branded with the ShakeOut by using ShakeOut branding on 
CEA promotional efforts. Earthquake insurance and mitigation were both promoted.

§ Metrics were created to evaluate CEA’s participation results to help develop a 
foundation for future programming.

§ A three-prong media approach was used: direct mail, paid media, and in-store media. 
By CEA measures, 26 million impressions were made. A news media teleconference,
in which the Insurance Commissioner participated, included media representatives 
from network television as well as local media.

§ Six hundred insurance agents have requested 330,000 direct-mail cards, over 33 times 
the level of agent participation budgeted.  Similarly, CEA planned for 5,000 
preparedness kits, but more than 16,000 were requested. Approximately four percent 
of the consumers who requested kits wanted more information about earthquake 
insurance.

§ Positive feedback was received from insurance agents.
§ In the Los Angeles area, radio and direct mail are the most efficient at reaching 

consumers.
§ CEA negotiated $60,000 in free radio and online advertising with a $3,500 budget.
§ There were requests for kits from numerous states and one request even came from 

Lithuania.  Fortunately, CEA was set up to prevent fulfilling out-of-state requests—
CEA insurance is not available to non-California residents.  That filter saved $12,000.

§ Less than 2 percent of the mitigation budget was used to reach approximately 50 
percent of the state’s population.

§ To date, the project is about $40,000 under budget, but 11,000 preparedness kits 
remain to be fulfilled.  As a result, CEA staff is asking the Board to approve moving 
$180,000 from the Mitigation Budget category of “Marketing and Outreach” to 
“Contracted Services” to fulfill the additional kits.

§ Staff has concluded that regional programming is most effective. CEA will look at
areas such as the North Coast, Bay Area, Central Coast, Inland Empire, and San Diego 
region for future programming.

Mr. Patton commented that he had been at the national conference in Los Angeles and 
was impressed by how many people in the earthquake community know about CEA; they 
appreciate the funding CEA has provided over the years.  He also said the Commissioner 
would like more detail on the metrics and analysis.
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Mr. Patton asked that the 1868 Hayward Earthquake Alliance be contacted.  That group 
has talked about forming a larger organization statewide.

MOTION:  Mr. Patton moved approval to transfer $180,000 from the Mitigation Budget 
category of “Marketing and Outreach” to “Contracted Services”; seconded by Mr. 
Rosenstiel.  Motion carried unanimously.  

7. Mr. Pomeroy will present the proposed 2009 CEA Business Implementation Plan 
for Board consideration and approval.

§ Mr. Pomeroy said the CEA 2009 Business Implementation Plan (BIP) is organized 
according to the major goals of the Authority. The four major initiatives embedded in 
the BIP are financial structure and flexibility, product-offering flexibility, world-class 
marketing and communication efforts, and a renewed focus and commitment to 
mitigation.

MOTION:  Mr. Rosenstiel moved approval of the 2009 CEA Business Implementation 
Plan; seconded by Mr. Patton.  Motion carried unanimously.

8. In support of the 2009 CEA Business Implementation Plan, Mr. Pomeroy and Mr. 
Richison will present the proposed 2009 CEA budget for Board consideration and 
approval.

§ Mr. Richison stated that a balanced budget was being presented.
§ CEA actual expenses will be under budget for 2008.
§ The operating-expense of the proposed 2009 budget is less than the 3-percent-of-

written-premium operating-expense cap.
§ There are actually two budgets, the Insurance Services budget and the Earthquake 

Loss Mitigation Fund budget.
§ The Insurance Services budget total is $310 million, an 18 percent increase compared 

to 2008; the operating expense portion of the budget will decrease by 10 percent.  The 
proposed Earthquake Loss Mitigation Fund budget represents a 23 percent decrease 
from 2008.

§ Mr. Patton noted that expenses associated with new revenue bonds were not listed. 
Mr. Richison said that if later in 2009 the financial crisis changes and revenue bonds 
would again become a good idea, staff would come back to the Board for approval to 
issue revenue bonds.

§ Mr. Patton said the Commissioner would like to see used all the money allocated for 
mitigation. Mr. Richison said that staff is searching for viable mitigation programs.

MOTION:  Mr. Patton moved approval of the 2009 Insurance Services Budget; seconded 
by Mr. Rosenstiel. Motion carried unanimously.

MOTION:  Mr. Rosenstiel moved approval of the 2009 Earthquake Loss Mitigation 
Budget; seconded by Mr. Patton. Motion carried unanimously.
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9. Mr. Pomeroy will present the results of his appraisal of Mr. Richison’s performance 
under the CEA executive-performance-evaluation plan.

§ Mr. Pomeroy stated that Mr. Richison has made tremendous contributions to the CEA. 
He recommended that his contract be extended for two years with an automatic 
extension for another two years unless the Board, or Mr. Richison, would seek not to 
elect that automatic extension.

§ Members of the Board thanked Mr. Richison for his continued dedication and 
expertise he brings to the CEA.

§ Mr. Marshall pointed out that the contract keeps the compensation flat from 2008 to 
2009.

MOTION: Mr. Kelso moved approval of the renewal and extension of Mr. Richison’s 
contract; seconded by Mr. Rosenstiel. Motion carried unanimously.

10. Chief Operations Officer Bob Stewart will present a recommendation to confirm by 
contract the ongoing relationship with Exponent Failure Analysis Associates, 
developers of the CEA’s Earthquake Loss Estimation (“EARLE”) system.

§ Mr. Stewart provided background of the relationship between the CEA and Exponent 
Failure Analysis Associates which began in 2000 as a project established to meet a 
regulation for rapid CEA loss estimation—the regulation requires CEA to estimate and 
project anticipated covered losses within seven days following a major earthquake.

§ CEA staff has collaborated with Exponent, which developed, and now hosts and 
maintains, the EARLE system on behalf of the CEA.  In addition to delivering the 
required estimate of covered losses following significant earthquakes, EARLE is also 
vital in the development of earthquake response plans following smaller earthquakes.

§ The proposed contract is for three years. It has a maximum annual fee of $96,000 for 
system hosting and maintenance. Additionally, the contract provides $25,000 should a 
significant earthquake require a full-functionality response and contemplates possible
expenses that may become necessary to replace system hardware.

MOTION: Mr. Rosenstiel moved approval to execute contract with Exponent Failure 
Analysis Associates to host and maintain the CEA’s EARLE system; seconded by Mr. 
Patton.  Motion carried unanimously.

11. Mr. Stewart will present for Board consideration a renewal and extension of the CEA’s 
contract with earthquake modeling firm Risk Management Services (“RMS”), in 
connection with the EARLE system.

§ The CEA contracts with three widely recognized earthquake modelers; AIR, 
EQECAT, and RMS. By collaborating with all three firms, CEA staff benefits from a 
broad range of perspectives relating to earthquake risk and different modeling 
methodologies.

§ These collaborations are instrumental to developing and validating CEA project plans 
and products.
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§ The contract offered is for a term of four years. It includes an annual flat fee of 
$160,000, which pays for two loss analyses per year and $50,000 for RMS’s support 
of the CEA’s EARLE system.

MOTION: Mr. Rosenstiel moved approval of the contract renewal with RMS; seconded 
by Mr. Patton.  Motion carried unanimously.

12. The CEA has completed its competitive procurement to secure the three firms which
together will comprise the CEA’s Reinsurance Intermediary Team; Mr. Richison will 
present to the Board the successful candidates, which upon Board approval, and the 
negotiation and execution of contracts, will represent the CEA in the worldwide 
reinsurance marketplace.

§ Mr. Richison stated that for the past several years the CEA’s lead reinsurance 
intermediary has been Benfield, and the associate intermediaries have been AON and 
Guy Carpenter.  AON and Benfield have merged, forming the company AONBenfield.

§ CEA conducted a competitive procurement for a new reinsurance intermediary team.
§ As a result of that process, staff recommends that AONBenfield become the CEA’s 

lead intermediary, and that Guy Carpenter and Co. and Willis Re be associate 
intermediaries.

MOTION: Mr. Patton moved approval of the resolution authorizing the CEA to enter into 
contracts for the three reinsurance intermediaries, as recommended by staff; seconded by 
Mr. Rosenstiel.  Motion carried unanimously.

13. The Board will meet in closed session to discuss litigation matters, as permitted by 
California Government Code section 11126, subdivision (e).

§ There was no closed session.

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

§ There were no questions or comments from the public.

15. Adjournment

§ The meeting was adjourned at 2:47 p.m.


