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CALIFORNIA EARTHQUAKE AUTHORITY
GOVERNING BOARD MEETING

MINUTES

Wednesday, March 12, 2008
10:00 a.m.

Location: Tsakopoulos Library Galleria
East Meeting Room
821 I Street
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
Jim Zerio, designee of State Treasurer Bill Lockyer
Dietrich Stroeh, designee of Chair of the Senate Rules Committee, Don Perata

Members of the CEA Staff in attendance:
Tim Richison, Chief Financial Officer and Acting Chief Executive Officer
Bob Stewart, Operations Manager
Mark Dawson, Assistant Chief Financial Officer
Susan Pitton, Governing Board and Advisory Panel Liaison 
Danny Marshall, General Counsel

Also Present:
Mark Simmonds, Advisory Panel Member
Michael Wright, Managing Partner, The Results Group
Suzie Shupe, The Results Group

1. The meeting was called to order at 10:00 a.m.  A quorum was established.

2. Consideration and approval of the minutes of the December 13, 2007, 
January 16, 2008 and January 30, 2008 Governing Board meetings.

§ The following corrections were offered to the minutes of the December 
13, 2007, meeting:
§ Agenda Item 3, Page 2, Bullet 7:  delete 150 year-mark and replace 

with “$150 million.”
§ Agenda Item 5, Page 3, Bullet 5:  delete is needed and replace with 

“the system could collect to better serve CEA policyholders and 
fulfill the CEA’s mission.”
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§ Agenda Item 6, Page 4, Bullet 1: add the sentence: “It may be 
subject to revision if the new CEO recommends such and the 
Board approves.”

MOTION:  Mr. Patton moved to adopt the minutes of the December 13, 2007,
meeting, with corrections; seconded by Mr. Zerio.  Motion carried, approved 
unanimously.

MOTION:  Mr. Patton moved to accept the minutes of the January 16, 2008, and 
January 30, 2008, meetings; seconded by Mr. Zerio.  Motion carried, approved 
unanimously.

3. CEA staff will present an executive update, including a financial report.

§ Mr. Richison said the CEA policy count has fallen since the beginning of 
the year.  This may be due to the effects of the economy.

§ The number of people who choose at least one supplemental coverage is 
continuing to rise, standing at almost 29 percent.

§ More than 259 agents and 275 adjusters were trained this year, an increase 
over last year.

§ The CUREE guidelines, which pertain to adjusting earthquake losses and 
whose development was supported by CEA, have been suggested for use 
in adjusting earthquake claims resulting from the Wells, Nevada,
earthquake by the CEA Earthquake Response Manager.

§ Mr. Patton asked why people are purchasing insurance on contents rather 
than “buying down” the deductible.  Mr. Richison said he will be able to 
answer this question once ongoing surveys are complete, the results of 
which will be presented to the Board at its next meeting. 

§ Mr. Richison reported that at the end of 2007 there was almost $3.3 billion
in CEA funds, with almost $2.9 billion of that amount available for claims
and claim expenses. 

§ The investment yield for 2007 was 4.6 percent. The condition of the 
economy is affecting investment yield; the yield is dropping well below 
the 5 percent reached in the middle of 2007.

§ The security held by the CEA that was reported as impaired in December 
2007 was held in three different CEA funds. Those securities have now 
been consolidated into one fund (the liquidity fund) that is holding the 
impaired securities, and none of those impaired securities are now held in 
any account holding CEA bond funds.

§ The supplemental program has been able to stand on its own during the 
last half of the year.

§ The claim-paying capacity for the base program is approximately $8.7 
billion.  This is at a 1 in 1,000 year scenario.

§ The supplemental claim-paying capacity stands at just over $657 million.
§ Mr. Patton asked how much less capacity than $8.7 billion would be 

required for the CEA to have a 1-in-600 year capacity level.  Mr. Richison
replied that a 1-in-600-year capacity would require $400 or $500 million 



As approved by the CEA Governing Board at its meeting on Thursday, April 17, 2008

CEA Governing Board Meeting Page 3 of 5
Wednesday, March 12, 2008

less in claim-paying capacity, but those estimates may change when 
ongoing seismic research is complete.  This information will be available 
by the June 2008 Board meeting.  Mr. Richison stated that the ongoing 
research is providing a uniform statewide rupture forecast model, which
has been well received by the national scientific community. 

4. CEA Advisory Panel member Mark Simmonds will provide a summary of 
the proceedings at the January 17, 2008, Panel Meeting.

§ Mr. Simmonds reported on the following topics:
§ Update of the CEA operating and financial metrics.
§ Significant growth in take-up rates of supplemental coverages.
§ Discussed and reviewed Panel-member assignments for the 2008 

CEA Business Implementation Plan.
§ Recognized Assemblymember Fiona Ma for her prior service as a 

member of the Panel.
§ The Panel joined in discussions similar to the public forums 

conducted by The Results Group. The Panel focused primarily on 
implications of financial matters.  

5.         CEA executive staff and The Results Group managing partner, Michael 
 Wright, a CEA contractor, will report to the board on the status of the 
 CEA’s 2008-2012 strategic-planning process.

§ Mr. Richison said the purpose of this report by Mr. Wright was to outline 
information in preparation for in-depth discussions that will begin at the 
next Board meeting.

§ Mr. Wright gave an overview of the materials. He said that input was 
received from a diverse group of people with a variety of perspectives. 

§ Two public meetings had been conducted, and an intensive dialogue
occurred. The Advisory Panel discussed the same group of issues.

§ Mr. Wright said that where more government representatives were 
present, the emphasis was on “everyone wants earthquake insurance—it 
just needs to be a little cheaper,” while in consumer-oriented groups, the 
question was “are people aware they need this type of insurance?”

§ The first question considered:  “Is there a need for the CEA? If so, what 
purpose or purposes should the CEA serve?”
§ Consensus was that the CEA should exist unless the federal 

government or state government creates a better alternative.
§ The purposes were to provide earthquake insurance, to solve a 

crisis by keeping the homeowners insurance market intact, and 
provide consumer education.

§ Question number 2: “Should the CEA focus on increasing the number of 
Californians who have earthquake insurance? If so, what should the CEA 
do to achieve this?”
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§ Most people were of the opinion that more people should have 
earthquake insurance, but they want to make sure that CEA can 
afford it.

§ There was a wide range of opinion on how heavy the CEA’s 
marketing emphasis should be.

§ Participants made suggestions about changes in the product or the 
product-pricing structure. There were also ideas about increasing 
financial motivation to insurance agents or companies.

§ The third question:  “How should the CEA ensure its financial strength 
and sustainability?”
§ The general perception is that CEA is in good financial condition. 

A number of people felt CEA should rely less on reinsurance.
§ In terms of investments, it was asked if the CEA has been too 

conservative.
§ Following discussion of a 1-in-1,000 year capacity level and a 1-

in-600 year level, most participants felt 1-in-600 was appropriate. 
There was some sense that the CEA mitigation programs could be 
ramped up to help reduce exposure.

§ It was also suggested that the Board’s structure should include 
more voting members and that the number of CEA staff should be 
increased.

§ Mr. Zerio asked if Mr. Wright had seen any consensus in terms of 
capacity. Mr. Wright said the majority of people seemed comfortable with
a 1-in-600-year capacity.

§ Mr. Zerio asked how CEA should move forward on the strategic plan 
since there are so many points of view to be considered. Mr. Wright said
the Board should provide staff with at least a range of strategic directions. 

6. CEA executive staff will present to the Board its recommendations regarding 
certain alternative means of financing CEA claim-paying capacity, including 
a detailed analysis of, and initial proposal for, the issuance by the CEA of 
catastrophe bonds.

§ Mr. Richison stated that an earlier report prepared by the Financial 
Alternatives Workgroup for the CEA on catastrophe-bond issuance has 
now been updated.

§ Mr. Dawson, Assistant Chief Financial Officer, said over the past 10 years 
the CEA has considered and tried to determine whether catastrophe bonds 
would be appropriate for the CEA’s financial structure. After its recent 
analysis, staff now believes that, given current market conditions,
catastrophe bonds are a natural fit for the CEA. He asked that CEA staff 
be authorized to work with the State Treasurer’s Office (“STO”) to hire 
underwriters to assist in putting together the specifics of a transaction to 
present to the Board for its consideration. 

§ Mr. Zerio asked what the projected timeframe would be for this work. Mr. 
Dawson said staff would like to move fairly quickly.  He would like to 
have an underwriter before the April 2008 meeting, present the transaction 



As approved by the CEA Governing Board at its meeting on Thursday, April 17, 2008

CEA Governing Board Meeting Page 5 of 5
Wednesday, March 12, 2008

to the Board in June 2008, and issue the bond or bonds in the third or 
fourth quarter of 2008.

§ Mr. Zerio stated that the STO’s Public Finance Division had reviewed the 
proposal and said there are a few unique features not previously done in 
the catastrophe-bond market; they also said it looks like it could be a good 
program for the CEA.

MOTION:  Mr. Patton moved that the CEA staff be authorized to work with the 
State Treasurer’s Office to secure a catastrophe-bond underwriter and to have the 
underwriter , the State Treasurer’s Office, and CEA staff formulate a catastrophe 
bond transaction for the CEA to present to the Board for its consideration; the 
motion would include authorization for staff to formally address any tax-related 
matters on the proposed catastrophe bond transaction; seconded by Mr. Zerio.  
Motion approved, carried unanimously.

DISCUSSION NOTE:  CEA staff will check with Board members to see if the Board 
meeting scheduled for 1:00 p.m. on April 17th can be moved to 10:00 a.m. 

7. 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.

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

• The Board entered into closed session at 11:00 a.m. and resumed open 
session at 11:42 a.m.

9. Adjournment.

§ The meeting was adjourned at 11:45 a.m.


