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CALIFORNIA EARTHQUAKE AUTHORITY 

GOVERNING BOARD MEETING 

MINUTES 

 

Thursday, June 26, 2008 

1:08 P.M. 

 

 

Location: Cal/EPA Headquarters Building 

1001 I Street, Coastal Hearing Room  

  Sacramento, California 

 

Members of the Governing Board in attendance: 

J. Clark Kelso, designee of Governor Arnold Schwarzenegger, Chairperson 

Steve Poizner, Insurance Commissioner 

Bruce Patton, designee of Insurance Commissioner Steve Poizner 

Paul Rosenstiel, designee of State Treasurer Bill Lockyer 

Jim Zerio, designee of State Treasurer Bill Lockyer 

Pedro Reyes, designee of Speaker of Assembly Karen Bass 

 

Members of the CEA Staff in attendance: 

Glenn Pomeroy, Chief Executive Officer 

Tim Richison, Chief Financial Officer 

Bob Stewart, Chief Operations Officer 

Michael Melavic, Information Services Manager 

Susie Hernandez, Legislative Coordinator 

Susan Pitton, Governing Board and Advisory Panel Liaison 

Danny Marshall, General Counsel 

 

Also present: 

Jonathan Leong, CEA Advisory Panel Member 

Michael Wright, Managing Partner, The Results Group 

Dr. Ned Field, United States Geological Survey 

Mark Benthien, Southern California Earthquake Center 

 

 

1. The meeting was called to order at 1:08 p.m.  A quorum was established. 

 

2. Consideration and approval of the minutes of the April 17, 2008, Governing 

Board meeting. 
 

MOTION:  Mr. Poizner moved adoption of the April 17, 2008, CEA 

Governing Board minutes; seconded by Mr. Rosenstiel.  Motion carried 

unanimously. 
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3. Chief Executive Officer Glenn Pomeroy and the CEA executive staff will present 

an executive update, including a financial report. 
  

 Mr.  Pomeroy reported that the CEA is financially strong.  If two significant 

events happened a day apart, the CEA could handle them both. 

 The twelve percent take-up rate needs to be improved.  More Californians need 

to understand that the risk is very real. 

 It is important that CEA enlist their Congressional delegation to fashion a 

federal layer of assistance for this event, perhaps at a very high level. 

 Mitigation efforts need to be increased. 

 Chris Nance has been hired as Communications Leader and he will be joining 

the CEA in the very near future. 

 CEA, if called upon, would be responsive to the government of China in terms 

of any technical assistance. 

 The firm of Astone/Crocker/Flanagan has been engaged to do public relations. 
 

Mr. Richison provided the following financial update: 
 

 As of April 30, 2008, the Base Program has a claim-paying capacity of almost 

$3 billion. 

 The investment yield for the rolling 12 months ending April 30, 2008 is 4.48 

percent.  This is down from June of 2007, when it was 4.76 percent and at the 

end of 2007 when it was 4.66 percent.  The investment yield is going down 

because of the credit crunch.  This is the reason why the 12-month investment 

income has gone from $125 million to $105 million. 

 The Supplemental Program currently has $80 million in cash and investments 

and a capital base of $9.4 million in which to pay claims. 

 When comparing the financial structures of 2007 and 2008 it was noted that 

the 2007 structure is based on a 1-in-1000-year; the 2008 structure is based on 

1-in-600-year. 

 Starting December 1, 2008 the Base and Supplemental Programs will be 

combined.  If they had been combined April 30, the claims paying capacity 

would be $9.198 billion. 

 Mr. Poizner asked what the total claims-paying capacity would be in 2009.  

Mr. Richison responded that to achieve a 1-in-600-year level of claim-paying 

capacity it would be $9.7 billion 

 Mr. Poizner asked what the claims-paying capacity would drop to after the 

change in the 1
st
 Industry Assessment Layer.  Mr. Richison reported that CEA 

would lose $897 million.  A majority of the 1
st
 Industry Assessment layer, $1.3 

billion, will be to the New Industry Layer. 

 

4. Chief Financial Officer Tim Richison will present a proposed CEA financial 

structure and reinsurance program for 2009. 
 

 In the past, a proposed financial structure has been presented to the Board early 

in the year.  This year, it is being changed because of several reasons. 
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 One of the factors is that new research that CEA helped fund is being 

incorporated into the earthquake model currently in use. 

 The other factor is that the CEA is still working on determining if there is 

viability of doing catastrophe bonds in the CEA financial structure. 

 With those variables, the CEA is bringing forth a proposed financial structure 

for 2009at a 1-in-600-year claim-paying capacity level. 

 At this point in time, staff is seeking the Board’s approval to go to the 

reinsurance marketplace to see if they can secure up to $3.5 billion of 

reinsurance.  Staff will come back to the Board in August a more refined 

financial structure. 

 Mr. Poizner asked how much reinsurance was currently in place compared to 

the $3.5 billion.  Mr. Richison said that there was $2.268 billion; the $3.5 

billion consists of replacing the loss assessment capability in the 1
st
 Industry 

Assessment layer and a combination of factors such as increased exposures and 

the new UCERF information as well as how the new information is applied to 

the model. 

 CEA has prepared 13 financial structure scenarios to look at catastrophe bonds 

and the effect they could have on the financial structure.  This is a broader look 

than the CEA has done in the past.  From this process the financial structure 

for 2009 will be developed.  Analysis of the catastrophe bond will be done 

when the underwriters are in place for the transaction.  The Treasurer’s office 

has an RFP out for catastrophe bond underwriters and bond counsel.  They are 

scheduled to be in place by the end of July. 

 CEA is looking at three options of purchasing reinsurance for 2009 to enable 

flexibility in CEA issuing catastrophe bond: 

 Place contingent reinsurance directly below the existing revenue-bond 

proceeds but above traditional reinsurance. 

 Place the contingent reinsurance above the existing revenue-bond 

proceeds but below the 2
nd

 Industry Assessment Layer 

 Split the existing revenue-bond proceeds into two layers in the financial 

structure. 

 The reinsurance market is soft and it is hoped that pricing can be held down.  

Talks have been held with several reinsurers about doing a catastrophe bond 

transaction where the CEA would have a traditional reinsurance contract with a 

reinsurer and then the exposure would be transformed into a catastrophe bond 

transaction so that the exposure would be placed into the capital market thus 

placing the reinsurer’s surplus at risk.  If this is done CEA should be getting 

reinsurance for a lower price. 

 The guidelines that the CEA would like to use as a basis for obtaining claim-

paying capacity were presented. 

 

Mr. Poizner commended staff members on their work.  He also asked those involved 

in CEA financing issues to remain open-minded when thinking about using post-event 

financing vehicles in at least some part of CEA’s claim-paying capacity. 
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Mr. Pomeroy and Mr. Richison were starting on the annual CEA reinsurance buying 

effort and would keep Mr. Poizner’s suggestions in mind. 

 

Mr. Rosenstiel expressed hope that through this cooperative effort, there are greater 

efficiencies and additional options to bring costs down. 

   

    MOTION:  Mr. Rosenstiel moved to accept the staff recommendation;  

    seconded by Mr. Poizner.  Motion carried unanimously. 

   

5. CEA Advisory Panel member Jonathan Leong will provide a summary of the 

proceedings at the May 15, 2008, Panel meeting. 
 

Mr. Leong reported on the topics of Panel discussion: 

 Pomeroy introduced himself and spoke of his delight in coming on board. 

 Mr. Richison provided a financial report. 

 Mr. Stewart reported on the mobilehome (manufactured home) marketing 

campaign. 

 With changes in staffing and reorganization, meetings for the Business 

Implementation Plan have been put on hold. 

 Panel member Mark Simmonds resigned from the Panel after accepting a new 

job.   

 Ms. Hernandez provided a legislative update. 

 

6. Operations Manager Bob Stewart will present for Board consideration and 

approval the application of Safeco Insurance Company of America to become a 

CEA participating insurer. 
 

 Mr. Stewart asked for Board approval of the application of Safeco Insurance 

Company of America to become a CEA participating insurer. 

 In addition, he said that staff recommends that the Board’s approval expressly 

include imposition of a condition requiring up to five annual risk capital 

surcharges, based on new provisions of law that were part of  SB 430, enacted 

in 2007.  The surcharge would be imposed in addition to Safeco’s $46.5 

million capital contribution and any CEA participating-insurer assessment 

obligations Safeco may face in the future. 

 

MOTION:  Mr. Poizner moved approval of the staff recommendations and the   

accompanying resolution allowing Safeco Insurance Company of America to 

become a member of the CEA; seconded by Mr. Rosenstiel.  Motion carried 

unanimously. 

 

7.    Mr. Stewart will present for Board consideration and approval proposed 

Revisions to the CEA Rate Manual and the CEA earthquake-insurance 

application form. 
 

 Mr. Stewart asked the Board to approve revisions to the CEA Rate Manual and 

earthquake-insurance application necessitated by introduction of the new 
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$75,000 limit for condominium loss assessment coverage, effective October   

1, 2008.  Changes to the application also included other changes implemented 

effective June 1, 2008.  All changes to the application are to be implemented 

October 1, 2008, to take advantage of efficiencies and cost benefits derived 

from revising the application once, not twice.   

 

MOTION:  Mr. Rosenstiel moved to approve the adoption of the resolution on 

page 2 of the staff report; seconded by Mr. Kelso.  Motion carried unanimously. 

 

8. Information Services Manager Michael Melavic will present for Board 

consideration and approval a contract with RackSpace Hosting, which is the 

second and final contract arising from a competitive procurement to select 

contractors to build and host the CEA’s new earthquake insurance data system. 
 

 Mr. Melavic asked Board approval of a multi-year contract with RackSpace 

Hosting to establish a primary hosting site for the CEA’s New Earthquake 

Insurance Center, the data project that was approved December 13, 2007.  The 

cost of the contract will be just over $130,000 per year. 

 Internal testing with PIs will begin September 2, 2008, and the NEIC is to 

commence operation on December 2, 2008. 

 The contract is for four one-year contracts; Mr. Marshall stated that this 

structure was negotiated because it was advantageous to CEA. 

 

MOTION:  Mr. Poizner moved approval of the contract; seconded by Mr. Kelso.  

Motion carried unanimously. 

 

9. Mr. Pomeroy will present to the Board his plan for reorganization of the CEA 

staff. 
 

 Mr. Pomeroy said he assessed the organization after he arrived, and it had 

become clear to him that Bob Stewart’s position (and title) of Operations 

Manager should be elevated to that of Chief Operating Officer; Mr. Stewart’s 

duties will include Insurance Operations, Earthquake Response, Information 

Systems, Research, and Agent Training. 

 

10. Mr. Pomeroy will present to the Board his recommendations to promote Mr. 

Stewart, adjust his job duties and salary accordingly, and change his job title 

from Operations Manager to Chief Operating Officer, all of which will require 

amendments to Mr. Stewart’s employment contract.  
 

 Based in part on a request by Mr. Poizner, CEA staff commissioned a formal 

analysis to determine what an appropriate salary for the position of Chief 

Operating Officer of the CEA would be; Mr. Pomeroy noted that it is hard to 

secure comparables because there are no other organizations that completely 

present the picture of the CEA, having both public and private sector positions. 

 Based on the information presented by the CEA’s retained consultants and the 

salary data obtained and reviewed by them, Mr. Pomeroy recommended that 
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the salary for Mr. Stewart performing as CEA Chief Operating Officer be set at 

$150,000 annually. 

 Mr. Marshall provided the Board with a draft modification to Mr. Stewart’s 

contract in the form of a letter agreement. 

 

MOTION:  Mr. Rosenstiel moved to approve executing on behalf of the Board 

the letter agreement amending Mr. Stewart’s CEA employment contract; seconded 

by Mr. Poizner.  Motion carried unanimously. 

 

11. Legislative Coordinator Susie Hernandez will provide the Board with an update 

on legislation affecting or of interest to the CEA. 
 

 SB1508 (Corbett) would require the Department of Housing and Community 

Development (HCD) to develop retrofit standards and guidelines. At its 

April 2008 meeting, the Board expressed concerns about the language related 

to the purported “appropriation” of funds from the CEA Earthquake Loss 

Mitigation Fund and formally asked staff to convey an oppose-unless-amended 

position on the bill, which it did. 

 CEA staff worked with the author’s office, and the bill was amended on May 

8, 2008, to address the Board’s concerns:  the bill now only requires HCD to 

develop the standards if it is able to secure funding from a source other than 

the General Fund, including (but not limited to) federal funding, funding made 

available by the CEA, and private donations. 

 The bill is awaiting hearing in the Assembly Appropriations Committee.  

 Staff recommends that the CEA Board remove its opposition to the bill and 

authorize staff to work with the interested parties as the bill progresses. 

 

MOTION:  Mr. Rosenstiel moved that the Board’s opposition to SB 1508 be 

removed; seconded by Mr. Poizner.  Motion carried unanimously. 

 

Ms. Hernandez continued:   

 AB1752 by Calderon is a study bill to determine whether the State of 

California could or should act as the sole reinsurer for the Authority. 

 This bill has been held in Assembly Appropriations Committee and will not be 

moving without extensive waivers.  Assemblyman Calderon has expressed 

interest in holding an interim hearing to discuss issues relating to the CEA. 

 

12. Mr. Pomeroy and the CEA executive staff, responding to a Board request, will 

make a presentation to the Board of initial recommendations for the CEA’s 

Strategic Plan for 2008-2012. 
 

 The executive staff has met with CEA strategic planning consultant Michael 

Wright, and while the final plan is not completed, Mr. Pomeroy said he 

remained committed to bringing a plan, with details, that will lay out a new 

future for the CEA. 
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 A new draft mission statement states that the CEA should act to increase 

significantly the number of Californians who have financial (insurance) and 

other protection from earthquakes. 

 There are four broadly stated goals expressed around the need to increase 

awareness of risk, increase preparedness, develop new and creative insurance 

options, and increase capacity. 

 Strategies and objectives will be further presented at the August Board 

meeting. 

 Mr. Rosenstiel said he wants to be sure that the components of the plan are 

achievable. 

 Mr. Kelso said that consumers make their own decisions—the vision can be 

one where more insurance is actually being purchased and CEA takes steps to 

make that happen. 

 Mr. Poizner agreed that the strategic plan should not be an “aspirations 

document”; it needs to be something that has specific goals and objectives, as 

well as metrics, laid out over a period of time.  He agreed that a higher 

earthquake-insurance take-up rate is needed. 

 

13. Ned Field, Ph.D., of the United States Geological Survey will make a presentation 

to the Board of findings from the Uniform California Earthquake Rupture 

Forecast (UCERF)  research project, of which the CEA was a major supporter; 

Dr. Field is the lead author of UCERF. 
 

 Dr. Ned Field was introduced.  Dr. Field has been the lead individual 

investigator for this project, one use of which was to gather and analyze data to 

provide scientific conclusions the CEA can use in setting its earthquake-

insurance rates. 

 He presented the Uniform California Earthquake Rupture Forecast, Version 2, 

developed in 2007 by the Working Group on California Earthquake 

Probabilities. 

 To now, there has been no such scientific study that included the entire state of 

California.  Data from satellite GPS and review of aerial photographs were 

used to track fault movement throughout the state.   

 Paleoseismologists dug holes and trenches across faults to do forensic analysis 

to learn about historical earthquake activity and thus extend the historical 

record back thousands of years. 

 Future goals for models include researching how individual fault activities link 

up to create larger events, as well as the possibility that large earthquakes may 

cluster in time and space.  In addition, studies are now proceeding to determine 

under what conditions an aftershock becomes a large earthquake—this has 

implications for the CEA.  

 Mr. Richison said there were practical consequences that flow from this new 

research:  In the past, the EQECAT model required less than half a day to run 

the CEA portfolio—now it takes three days.  In the future there will be need 

for a supercomputer or distributed-computing processing to handle all the 
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scientific information and the CEA exposure information so that modeling can 

be accomplished in a timely manner.   

 It is important to remember that data from this research is just an estimate of 

what might happen along California faults. 

 

14.      Marketing Coordinator Katie McGuigan will introduce Mark Benthien, Director 

of Communications, Education and Outreach, at the Southern California 

Earthquake Center, who will make a presentation to the Board on this fall’s 

Great Southern California ShakeOut, a mass earthquake drill and 

preparedness/education exercise which organizers hope will be of unprecedented 

size and scope. 
 

 Mr. Pomeroy introduced Mark Benthien, Director of Communications with the 

Southern California Earthquake Center (SCEC). 

 Mr. Benthien thanked the CEA for its support in producing Putting Down 

Roots in Earthquake Country.  

 Mr. Benthien said he is also associated with the Earthquake Country Alliance, 

which brings together organizations that provide earthquake information and 

services. 

 An activity is planned called the “The Great Southern California ShakeOut.”  It 

is based on a scenario for a large earthquake on the southern San Andreas fault, 

at a 7.8 magnitude and extending from the Salton Sea northward along the 

eastern edge of the Los Angeles basin.  Simulation has been done to show what 

the damage that this type of earthquake would cause. 

 An entire week of activities should inspire Southern Californians to ready 

themselves for a big earthquake—the goal is to have at least 5,000,000 people 

involved. 

 UCLA researchers are conducting a survey to determine existing preparedness 

levels. 

 About $2 million is needed for advertising, and in-kind contributions are 

expected. 

 Mr. Pomeroy stated that he would work with the new communications director 

and CEA’s consulting public relations firm to find ways the CEA can play an 

active role.   

 Mr. Richison stated that several years ago a Consortium of Universities for 

Research in Earthquake Engineering (CUREE) did what it called the 

woodframe project to conduct research on different components of residential 

buildings built around a woodframe.  The CEA used that research to help with 

guidelines that it supported, and some of the information has been used to 

support building code changes.  

 

Mr. Pomeroy suggested a commendation for Jim Zerio, who is attending his last CEA 

meeting.  Mr. Rosenstiel offered the motion and it passed by acclamation. 

 

15. The Board will meet in closed session to discuss litigation matters, as permitted 

by California Government Code section 11126, subdivision (e). 



As approved by the CEA Governing Board at its meeting on Thursday, August 28, 2008 

CEA Governing Board Meeting  Page 9 

Thursday, June 26, 2008 

 

 

16. 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. 

 

17. Adjournment. 
 

 The meeting was adjourned at 3:50 p.m. 


