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.

Governing Board Meeting — June 30, 2011 Page 2 of 2
AGENDA ITEM 8: Board review and approval of plans for an organizational and staffing analysis



Attachment A

CALIFORNIA
EARTHQUAKE
AUTHORITY

Request for Qualifications and Proposals
for
Organization and Staffing Analysis

RFQ #02-11

May 16, 2011


bob
Typewritten Text

bob
Typewritten Text

bob
Typewritten Text

bob
Typewritten Text

bob
Typewritten Text
Attachment A 


Table of Contents

l. SUMMArY OF KEY DALES......cccuiiiiiieiicie ettt esnee e 3

1. Background of the California Earthquake Authority and

Purpose of the Organization and Staffing Analysis......................... 4

1. Submitting QUESTIONS .....c.eoiiieiicie e e e re e 5

IV.  Proposer’s Responsibilities Regarding Addenda............ccccovvvevviciniveieciieseenns 5

V. SUDMILEING PropoSal .......cvviieiicecie et 6

VI, Services to be Provided.........ccooiiiiiiiiiiie i 7

VI, Minimum QUAalIfICAtIONS ........ccovviiiie e 7

VI BilliNg/INVOICING ...cvieiecc ettt nne s 8

IX.  SUBMISSION INSTFUCTIONS ...ttt 8

X. Proposal-Evaluation Criteria...........ccuoieiiiieiiesi e 11

XI.  Award of Opportunity t0 CONtraCt ..........ccccevveiiiieiiese e 12

XL CommeNnCEMENT DATE..........ccooiiiiiiiieeeesee e 12
EXHIBITS

1. CONTFACT TEIMS ...ttt 13

2. TrAVEI POLICY. ..o 26

3. Drug-Free Workplace Certification............cccccvvvevviieiiveseciese e 28

4 References WOrKSNEEL. ..o 29

RFQ #02-11: Organization and Staffing Analysis Page 2 of 30



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 contract term, could
affect the performance of contracted work. Any failure to fully investigate the scope of work or
the foregoing conditions will not relieve the proposer from responsibilities for properly
estimating the difficulty or cost to successfully perform the work.

The CEA may request additional clarifying information from any proposer after the initial
evaluation of the proposals.

X. Proposal-Evaluation Criteria

The purpose of the proposal-evaluation process is to: 1) determine whether the proposals
satisfied the minimum qualifications, content, and format requirements; and 2) identify the
proposers most likely to satisfactorily perform the services described. The evaluation process
will be conducted in a comprehensive and impartial manner.

Each proposal package will be date-and time-stamped when received. Proposals received after
the submission date and time will be returned unopened. Each timely proposal will be reviewed
to determine whether it satisfies the minimum qualifications specified in Section VII. Proposals
that meet the minimum qualifications will be evaluated and scored. The highest possible score is
100 points.

Finalist Interviews

The CEA may invite finalists to interview at its office in Sacramento, California. All costs and
expenses associated with preparing and submitting this RFQ, along with all travel costs related to
the interview and contract-negotiation processes, are the sole responsibility of the proposer.

Proposal Evaluation
Criteria and maximum score for the proposal are noted below:

RFQ #02-11: Organization and Staffing Analysis Page 11 of 30



CRITERIA MpAc))(WT%M
Work Plan 40
Qualifications, Firm Background, and History 30
Fee 20
Interview 5)
References 5
TOTAL SCORE POSSIBLE 100

XI1. Award of Opportunity to Contract

If, at any time during or at the conclusion of the RFQ process, the CEA determines that the
results or prospects of this RFQ process are unsatisfactory, the CEA reserves the right to
discontinue this process and decline to award an opportunity to contract. The final award of the
opportunity to contract will be determined by the CEA’s management.

The opportunity to contract will be awarded to the most qualified proposer, after price and other
factors have been considered, provided that accepting the proposal is reasonable and in the best

interests of the CEA. The CEA reserves the right to reject any or all proposals and to waive any
irregularities in the proposals received.

XIl. Commencement Date
The commencement date is to be determined.

RFQ #02-11: Organization and Staffing Analysis Page 12 of 30



Contract Terms Exhibit 1

Certain standard terms of the California Earthquake Authority’s (CEA) contract with the
Executive Search Services (Contractor) are summarized below:

The contract will include, but will not be limited to, the following provisions:

1. Services to be Performed

The complete description of services is provided in Attachment A: Statement of Work.
The CEA'’s Chief Operations Officer, or a designee of either will manage and direct Contractor’s
activities.

2. Ambiquities Not Held Against Drafter

Because this Agreement has been freely and voluntarily negotiated by the parties, Contractor and
CEA agree that ambiguous contractual provisions will not be construed against the drafter.

3. Amendments

This Agreement can be amended only by mutual consent of the parties. No change in any term
will be valid unless the change is in writing and signed by both Contractor and the CEA. No
verbal agreement or understanding will bind either party.

4, Assignment; Delegation

Contractor must not assign any of its rights or delegate any of its duties under this Agreement

without first obtaining the CEA’s written consent. Any purported assignment or delegation by
Contractor, in whole or in part, in violation of this section, is voidable at the sole option of the
CEA.

5. Attorney Fees and Costs

In the event of litigation between the parties to enforce or interpret this agreement, the non-
prevailing party must pay the reasonable attorney fees, costs for in-house counsel services, and
actual and taxable costs of the prevailing party. These expenses must be paid in addition to any
other relief to which the prevailing party may be entitled.

6. Audits

Contractor is subject to examination and audit by the Bureau of State Audits, the CEA, and
CEA’s representatives during the term of this Agreement and for three years after the final
payment under this Agreement. Any examination or audit would be confined to matters
connected with the performance of the required services, including, but not limited to, the costs
of administering this Agreement. Contractor must cooperate fully with the Bureau of State
Audits, CEA, and CEA’s authorized representatives in any examination or audit. All
adjustments, payments, and reimbursements determined necessary through any examination or
audit must be made promptly by the appropriate party to this Agreement.
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7. Changes in Control, Organization or Key Personnel

7.1 Contractor must notify CEA in writing within five calendar days:

A. if any of Contractor’s representations or warranties ceases to be true;

B. of any change in Contractor’s staff who exercise a significant administrative, policy,
or consulting role, including the Key Personnel (Attachment _);

C. of any change in the majority ownership, control, or business structure of Contractor;

D. of any other material change in Contractor’s business organization.

7.2  All Contractor’s written notices under this provision must contain adequate information to
permit CEA to evaluate the changes within Contractor’s personnel or organization under
the same criteria used by CEA in its original selection of Contractor. Contractor must
provide any additional information the CEA might request in connection with such written
notices.

8. Choice of Law

This Agreement will be construed and enforced according to California law (without regard to
conflict-of-law provisions). A party may sue only in the state court sitting in Sacramento,
California. Suit includes any action to compel arbitration or enforce an arbitration award. Each
party waives any claim that Sacramento is an inconvenient or improper forum or venue. Each
party agrees that the courts named above will have in personam jurisdiction over it.

Compensation

9.1 CEA will compensate the Contractor in accordance with Attachment B (Schedule and Fees).
The consideration will compensate Contractor for all expenses Contractor incurs in its
performance of services, including travel and per diem.

9.2 Contractor guarantees the fees will not increase during the term of this contract.

9.3 Correspondence from Contractor to CEA regarding payments or any related compensation
matters must be sent to:

California Earthquake Authority

801 K Street, Suite 1000

Sacramento, California 95814

Attn: Bob Stewart, Chief Operations Officer

9.4 Billing and Invoicing. Contractor must submit itemized monthly invoices in arrears for
services already performed. The CEA will make no payments in advance of services
rendered. Invoices must include:

i.  Contractor’s name, address and telephone number

ii.  anitemized description of services, including a detailed cost breakdown; and
iii.  total amount of the invoice.

iv. project: “Organization and Staffing Analysis”

Invoices must be addressed to: CEA
Accounts Payable
801 K Street, Suite 1000
Sacramento, CA 95814
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11.5

Payment will not be due until the invoiced work is performed, correctly identified on the
invoice, and accepted by the CEA. CEA will pay Contractor’s invoices as promptly as
fiscal procedures permit.

Compliance with Laws

The Contractor must comply with all applicable laws, including those laws specifically
applicable because of its relationship to the CEA. Any references to federal or state
statutes or regulations are also references to any amendments or successor provisions to
those sections.

Permits and Licenses. At its sole expense, Contractor must procure and fully maintain
any permits and licenses necessary to accomplish the required services.

Additional Documents. Contractor will execute any additional documents and perform
any additional acts as might be reasonable and necessary to carry out the provisions of this
Agreement.

Confidentiality

In the course of its duties, the Contractor will gain knowledge of investment, financial,
personal, personally-identifiable, technical, accounting, and statistical information
pertaining to the CEA, its Governing Board and Advisory Panel and their members, CEA
employees, contractors, vendors, agents, and policyholders (collectively, “Restricted
Information”). All Restricted Information is strictly confidential unless the CEA expressly
designates particular Restricted Information as non-confidential. Contractor must not
directly or indirectly disclose any Restricted Information, or use it publicly in any way that
requires its disclosure, either during or following the term of this Agreement, without the
CEA’s advance written, specific permission.

Contractor will not produce, reproduce, publish, or disseminate Restricted Information for
its or any other person’s personal gain. For purposes of this Section 11, “person” means
any person, association, organization, partnership, business trust, limited liability company,
or corporation.

Contractor will only release Restricted Information to its employees, representatives,
contractors, or subcontractors, or to any other persons, who have been officially notified in
writing that they are expressly binding themselves to maintain confidentiality of the
Restricted Information. To the best of its ability, Contractor must affirmatively protect all
Restricted Information from unauthorized use or disclosure.

The Contractor’s disclosure of Restricted Information in violation of this provision is a
material breach of contract.

Contractor understands that CEA is a public instrumentality of the State of California and
that CEA’s and Contractor’s records might be subject to public disclosure and production
pursuant to various laws, including but not limited to the California Public Records Act
(Chapter 3.5, commencing with Section 6250) of Division 7 of Title 1 of the California
Government Code) and the Bagley-Keene Open Meeting Act (Article 9, commencing with
Section 11120, of Chapter 1 of Part 1 of Division 3 of Title 2 of the California Government
Code). The CEA will notify Contractor promptly after receiving a request for disclosure of
any documents or materials Contractor has designated as proprietary and confidential in the
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12
121

12.2

12.3

12.4

13

CEA’s possession. CEA will reasonably cooperate with Contractor, within the statutory
framework and limitations on CEA’s duties under the applicable law, and at Contractor’s
sole cost and expense, in Contractor’s efforts to protect its trade secrets and confidential
information.

Conflicts of Interest

Contractor’s Warranty. By its signature on this Agreement, Contractor warrants to CEA
that no claimed, apparent, or actual conflict of interest exists on its part, or on the part of
any principal, employee, contractor, or subcontractor, that would influence its:

A. advice and recommendations to the CEA;

B. statements made about the CEA to any person or entity;
C. activities performed on behalf of the CEA,; or

D. decisions taken or enacted on behalf of the CEA.

Contractor’s Affirmative Duties to Disclose and Address Conflicts of Interest. The
parties mutually intend and agree that the duty to disclose a claimed, apparent, or actual
conflict, is Contractor’s sole, affirmative duty. Contractor’s failure to identify and disclose
such a conflict of interest is a material breach of this Agreement and a default justifying
Agreement termination, as the term “default” is used in Subsection (Termination for
Contractor’s Default). The CEA has sole authority and discretion to determine at any time
the import and significance of Contractor’s failure to identify and disclose any conflict of
interest. Contractor must abide in good faith by any protocols developed by CEA before or
during the term of this Agreement to identify, disclose, and address potential, apparent, and
actual conflicts of interest. Contractor promises to provide the CEA with any requested
information, documentation, and assurances, in writing if so requested, concerning any
claimed, apparent, or actual conflict of interest.

Fair Political Practices Laws. Contractor must not directly or indirectly receive any
personal benefit from information obtained from the CEA, or received or provided on
behalf of CEA. Contractor must disclose to CEA any personal investment or economic
interest that may be enhanced or made more valuable by any recommendation made to or
activity undertaken on behalf of the CEA. Contractor acknowledges that the CEA is
subject to the provisions of the Fair Political Practices laws of California (Government
Code Section 81000, et seq., and the regulations adopted under that law), and Contractor
must comply with the requirements of that law and those regulations. If requested by CEA,
designated Contractor personnel will file with CEA a Statement of Economic Interests in
compliance with CEA’s Conflict of Interest Code (California Code of Regulations, Title 5,
Part 111, Chapter 1, Section 22000, et seq.).

Neither Contractor, nor any of its subsidiaries, officers, or directors, may submit a bid or be
awarded a contract to provide services to CEA, procure goods or supplies for CEA, or perform
any related action that is an outgrowth of the investment services or advice Contractor provides
CEA under this Agreement.

Cumulative Remedies

The rights and remedies provided in this Agreement are cumulative and are not exclusive of any
rights or remedies any party might otherwise have at law or in equity.
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14 Drug-Free Workplace

Contractor will execute and return the certification in Attachment E with the signed Agreement.
CEA may terminate the Agreement if the Contractor fails to comply with these drug-free
workplace requirements.

15 Force Majeure

Neither party is liable for damages that result from delayed or defective performance when the
delays arise from an event that is beyond the control and without the fault or negligence of the
offending party. Force majeure events include, but are not restricted to, acts of a public enemy,
acts of the State in its sovereign capacity, disabling strikes, epidemics, and quarantine
restrictions.

Contractor is not excused for any delays or interruption in performance caused by events such as
fires, floods, earthquakes, power failures, or freight embargoes; CEA relies on Contractor’s
statements and assurances in the Disaster Recovery Plan (Attachment F) and expects continuity
of service during such events.

16 Indemnification

16.1 Contractor must indemnify, defend, and save harmless the CEA, the CEA Governing Board
and Advisory Panel, and all CEA officers, agents, and employees, from and against any
and all losses, costs, liabilities, damages or deficiencies, including interest, penalties and
attorney fees, arising from any claims of:

A. Contractor’s breach of its promises, warranties, or other obligations; or
B. Contractor’s acts or omissions constituting bad faith, willful misfeasance, negligence,
or reckless disregard of its duties under this Agreement.

16.2 For purposes of this section 20, and in reference to the provisions of section 5 (Assignment;
Delegation), a subcontractor’s or Contractor’s consultant’s act or omission to act, whether
under Contractor’s permitted or unpermitted delegation under this Agreement or unrelated
to any delegation, is considered for all purposes the act or omission of Contractor.

17 Insurance

Contractor warrants that it maintains, or will obtain before commencing work under this
Agreement, adequate liability and other necessary insurance, including such workers’
compensation insurance as required by law, and promises to maintain that insurance at levels
acceptable to the CEA at all times during the term of this Agreement. Contractor agrees to:

A. maintain a liability insurance policy with limits of no less than $1,000,000 per person
/ $3,000,000 per occurrence, providing coverage for all of Contractor’s activities;

B. make CEA an additional named-insured in that policy, with right to notice of
nonpayment of premium or cancellation of the policy;

C. maintain adequate Errors and Omissions insurance, with limits of no less than
$1,000,000; and

D. provide satisfactory evidence of insurance coverage to the CEA on request.

By its signature on this Agreement, Contractor acknowledges that CEA has no obligation to
provide workers’ compensation insurance or employee benefits of any nature for Contractor or
Contractor’s employees or subcontractors.
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18 Key Personnel

18.1 Attachment D (“Key Personnel”) lists each person exercising a significant administrative,
policy, or consulting role under this Agreement. Those personnel are referred to in this
Agreement as “Key Personnel.”

18.2 Contractor may not substitute, replace, or reassign Key Personnel without CEA’s advance
written approval. With CEA approval, the parties may document a change in the Key
Personnel, and that writing will then become part of this Agreement. All Key Personnel
are expressly subject to the provisions of Sections 7 (Changes in Control, Organization or
Key Personnel) and 20 (Notices).

18.3 Inits sole discretion, CEA can terminate this Agreement immediately, on written notice
from CEA to Contractor, if Contractor changes any of its Key Personnel without the CEA’s
agreement or if any one or more of the Key Personnel depart Contractor’s staff.

19 Notice of Proceedings

Contractor must promptly notify the CEA in writing of any investigation, examination, or other
proceeding commenced by any regulatory agency and involving Contractor, its subcontractors, or any of
its Key Personnel that is not conducted in the ordinary course of Contractor’s business.

20 Notices
Any notice required or permitted by this Agreement is deemed given:

A. on the date of personal delivery;

B. three days after the mailing date if deposited with the U. S. Postal Service; or

C. on the date of receipt as shown by written (or, if the record is contained only on a
computer storage device, stored) evidence of delivery when delivered by Express
Mail or overnight delivery service.

No notice is effective if given only by facsimile machine (fax). Notices are to be directed to all
the following representatives:

For CEA:
California Earthquake Authority and  California Earthquake Authority
801 K Street, Suite 1000 801 K Street, Suite 1000
Sacramento, California 95814 Sacramento, California 95814
Attn: Chief Operations Officer Attn: General Counsel

For Contractor:
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21 Publicity

Contractor must not release any publicity or announcement concerning this Agreement without
the advance written approval of the CEA.

22 Record-keeping; Record Retention

Contractor will keep accurate and appropriate records to accomplish and document the services
performed.

22.1 Contractor will use reasonable efforts to ensure that books and records of any permitted
subcontractors are accurately maintained; all such books and records must be made
available for inspection and copying by CEA or its representatives on reasonable prior
notice and during normal business hours. Contractor must maintain its CEA-related
records separate and distinct from the records pertaining to other clients.

22.2 All information, data, reports, and records associated with the CEA are the property of
CEA and must be returned if requested at any time, and on termination or expiration of the
Agreement. Contractor is permitted to keep copies of all such information, data, reports,
and records Contractor requires, for three years after final payment on the Agreement.

23 Relationship of the Parties

23.1 This Agreement creates a relationship of independent contractor. CEA is interested only in
the results to be achieved under this Agreement; the conduct of the work will lie solely
with the Contractor. The work Contractor performs under this Agreement, however, must
meet the general approval of the CEA and will be subject to the CEA’s general right of
inspection and supervision to secure its satisfactory completion.

23.2 Contractor’s principals, employees, and contractors are not and will not be considered
employees of CEA and are not entitled to any benefits provided by the CEA, or by the
State of California, to its employees.

24 Reports

In addition to project deliverables, Contractor must provide other material that the CEA
reasonably requests. Contractor will provide oral or written progress reports to:

A. determine if Contractor is performing satisfactorily and timely;
B. communicate interim findings; and
C. facilitate discussion and resolution of issues.

25 Rights in Work

25.1 Neither Contractor, any subcontractor or other consulting staff employed by Contractor,
has or will have any rights in any reports, data, documents, systems, or concepts
(collectively, “Products”) produced by Contractor for CEA. Only CEA has ownership of
the Products that result from services provided under this Agreement. CEA reserves the
right to give or otherwise release the Products.

25.2. Contractor reserves all rights to its intellectual property (IP) that predates the work
performed for CEA, and to coincidental improvements to its IP made during the
performance of the work under this Agreement, to the extent that such IP and coincidental
improvements are exclusive of the Products.

RFQ #02-11: Organization and Staffing Analysis Page 19 of 30



25.3. CEA may grant Contractor the rights to publish results of its work in professional journals
or as presentations at professional conferences, as specified with CEA’s written approval
for each publication proposed by Contractor.

CEA will not unreasonably withhold or delay approval or non-approval.

25.4 All Products are, and will be considered for all purposes, works-for-hire, including for
purposes of interpretation under U.S. Copyright Law, 17 U.S.C. 8101, et seq. To the extent
that the Products are not construed as works-for-hire, Contractor will assign, and hereby
does assign to the CEA, perpetually and without further consideration, all right, title, and
interest to the Products. All right, title, and interest in the Products, and any copyright,
patent, trade secret, or other proprietary right in the Products, are and shall be the sole
property of the CEA.

25.5. Contractor grants to the CEA a perpetual, worldwide, royalty-free license or sublicense to
use, copy, maintain, or modify, or to sublicense others to use, copy, maintain, or modify,
intellectual property developed by Contractor before the date of the parties’ initial
agreement to develop the Products (before January 1, 2008) and used by Contractor in
connection with the development and production of the Products.

25.6. Contractor will place in a “Source Code Escrow” the source code, object code, and
documentation for all software used in connection with the development of the Products,
and developed by Contractor for CEA after the date of the parties’ initial agreement to
develop the Products (after January 1. 2008). The source code, object code, and
documentation for that software will be released to the CEA if the Contractor:

is dissolved or adjudged bankrupt;

is acquired by or merged with another business entity;
is in material breach of this Agreement;

is terminated for any reason; or

has completed services for CEA.

Mmooy

26 Subcontractors

26.1 Contractor must perform the work contemplated under this Agreement with resources
available within its own organization. Contractor must not subcontract any part of its work
under this Agreement without the advance written permission of the CEA. The parties
must agree in advance on any subcontractor.

26.2 Contractor must require in writing of any subcontractor that it be bound by all provisions of
this Agreement.

27 Taxes

CEA is exempt from Federal excise taxes and will make no payment for or in connection with
personal property taxes levied on Contractor or taxes levied on or in connection with
Contractor’s compensation.

28 Termination

This Agreement can be terminated as follows:
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28.1

28.2

28.3

28.4

28.5

29
29.1

Termination at the Option of the CEA. This Agreement may be terminated in whole or
in part, for any reason including the convenience of the CEA, and at any time with 30 days
written notice by CEA. Despite any termination, and at its sole option, CEA can maintain
this Agreement in effect for those transactions pending on the effective date of termination
until those transactions are completed. Additionally, Contractor must take all steps specified
by CEA to dispose of or otherwise administer any investments entered into under this
Agreement. Upon its receipt of a termination notice from CEA, Contractor must promptly
discontinue all services affected unless the notice specifies otherwise. If CEA terminates
all or any part of this Agreement, CEA will pay Contractor for satisfactory services
rendered before the termination, but not more than the maximum amount payable under
applicable compensation provisions of this Agreement.

Termination for Contractor’s Default. In addition to any other termination right, CEA is
entitled, with two days written notice to Contractor and without any prejudice to its other
remedies, to terminate this Agreement because of Contractor’s failure to fulfill any of its
Agreement obligations — any such failure is termed Contractor’s Default. Upon its receipt
of any notice from CEA terminating this Agreement for Contractor’s Default, Contractor
must immediately discontinue all services affected, unless the notice directs otherwise.
Following a two-day notice of termination, CEA will pay Contractor only the reasonable
value of its services rendered. In CEA’s sole discretion and on any terms it chooses, CEA
may offer Contractor an opportunity to address any default or cure any breach.

Termination for Insolvency. Contractor must notify CEA in writing immediately if
Contractor or any principal of Contractor:

files or is placed under federal bankruptcy laws,

files or becomes the subject of a state receivership action,

is adjudged bankrupt,

has a receiver appointed who qualifies,

makes an assignment for the benefit of creditors, or

is the subject of criminal investigation, indictment, or conviction.

nmmoow>

If any of the foregoing events occurs, or if CEA receives notice of any of the foregoing
events, or if CEA reasonably determines there is a substantial probability that Contractor
will be unable (financially or otherwise) to continue its performance, CEA is entitled to
terminate this Agreement and all further rights and obligations immediately upon two days
written notice.

Convenience. If CEA gives Contractor a notice of termination for failure to fulfill
Agreement obligations and it is later determined that Contractor had not so failed, the
termination will be considered to have been for the convenience of the CEA.

Completion. If CEA terminates this Agreement for Contractor’s Default, CEA reserves
the right to take over and complete Contractor’s work by any means. Contractor will pay
the CEA for any additional costs CEA incurs to complete the work, to the extent that those
additional costs were incurred due to Contractor’s Default.

Termination, Effect of

All duties and obligations of CEA and Contractor will cease on termination of this
Agreement, except:
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B.

Each party will remain liable for any rights, obligations, or liabilities that arose or
may arise from its activities under this Agreement before it effectively terminated,;
and

Those clauses named in Subsection 33.7 (Survival).

29.2 Within 15 days after the effective termination date, Contractor will deliver to the CEA all
CEA records and deliverables, whether prepared by Contractor or received by Contractor
from a third party. The records and Products include, but are not limited to:

A
B.
C.

D.

due diligence reports;

reports and data prepared by Contractor, subcontractor or consultants;

financial statements, investment performance data, and related reports and data
systems prepared in connection with investment monitoring services;

products, modified software, manuals, custom scripts, code, and processes.

Together, Contractor and CEA will determine an effective method and form to transfer the
records and Products, and Contractor will deliver all records and property in usable form.
Contractor will cooperate fully to ensure an orderly termination process and orderly
transfer of services.

29.3 Upon expiration or termination of this Agreement, Contractor will provide all reasonable
assistance to transition CEA’s records, accounts, funds, required services to CEAS
subsequent service provider, without additional costs to CEA.

29 Timels of the Essence

Time is of the essence for delivery of services under this Agreement.

30 Waivers

A party’s delay in exercising any right or privilege is not a waiver of any Agreement provision.
Neither party’s waiver, or single or partial exercise of any right or privilege will preclude any
other or further exercise of any other right or privilege under this Agreement.

31 Warranties

The Contractor warrants its compliance with the following requirements:

32.1 Employees

A

Americans with Disabilities Act. Contractor warrants that it complies with the
Americans with Disabilities Act of 1990 (42 U.S.C. 12101, et seq. — the “ADA”) and
all regulations and guidelines issued under the ADA.

Fair Employment and Housing Act. Contractor and subcontractors will comply with
the provisions of the Fair Employment and Housing Act (Government Code section
12900 et seq.) and the related regulations (California Code of Regulations, Title 2,
Section 7285.0 et seq.). The regulations of the Fair Employment and Housing
Commission that implement Government Code section 12990, subdivisions (a)
through (f) (Chapter 5 of Division 4 of Title 2 of the California Code of Regulations)
are by this reference made a part of this Agreement.

Nondiscrimination. During the performance of this Agreement, Contractor and its
subcontractors, and their agents and employees, will not unlawfully discriminate
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against, harass or allow harassment of any employee or applicant for employment
because of sex, race, color, ancestry, religious creed, national origin, physical
disability (including HIV and AIDS), mental disability, medical condition (including
health impairments related to a diagnosis of cancer for which a person has been
rehabilitated or cured), age (40 or over), marital status, denial of family and medical
care leave, or denial of pregnancy disability leave. Contractors and subcontractors,
and their agents and employees, must ensure that the evaluation and treatment of their
employees and applicants for employment are free from those types of discrimination
and harassment.

Contractor must include the nondiscrimination and compliance provisions of this
clause in all permitted subcontracts to perform work under this Agreement.

32.2 Labor

A. Collective Bargaining. Contractor and its subcontractors must give written notice of
their obligations under this clause to all labor organizations with which they have a
collective bargaining or other agreement, if any.

B. National Labor Relations Board Certification. Contractor affirms, under penalty of
perjury, that no more than one final, finding of contempt of a Federal Court has been
issued against Contractor within the immediately preceding two-year period because
of Contractor’s failure to comply with a Federal court’s order to comply with a
National Labor Relations Board order.

32.4 Standard of Care. The personnel or subcontractors responsible for discharging
Contractor’s duties under this Agreement are experienced in the performance of the duties
contemplated and will meet the appropriate standard of care;

32.5 Signature Authorization.

A. The execution and performance of this Agreement will not:

1. violate any provision of any charter document of the Contractor;

2.  violate any statute or any judgment, decree, order, regulation, or rule of any
court or governmental authority applicable to Contractor; or

3. violate, conflict with, constitute a default under, permit the termination of, or
require the consent of any person under, any agreement to which Contractor
may be bound, the occurrence of which would have a material adverse effect on
the properties, business, prospects, earnings, assets, liabilities or financial or
other condition of Contractor.

B.  The person signing the Agreement warrants that he or she is an agent of the
Contractor and is duly authorized to enter into the Agreement on behalf of the
Contractor.

C. Contractor represents and warrants that it has the power and authority to enter this
Agreement and carry out its obligations under this Agreement and it has duly
authorized the execution of this Agreement, and no additional act of Contractor is
necessary to authorize this Agreement. Contractor has completed, obtained, and
performed all registrations, filings, approvals, authorizations, consents, and
examinations any government or governmental authority may require for its acts
contemplated by this Agreement.
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32.6 Contractor warrants that it will promptly notify the CEA of any changes in Contractor’s
compliance with the warranties stated here, and agrees to restore the warranties, as the
CEA in its discretion may require, if a lapse occurs. If the Contractor does not provide
notice to the CEA to the contrary, the CEA has the absolute right to rely on the ongoing
effectiveness of each warranty stated here.

33 Term of Agreement

33.1 This Agreement is effective on Month Date, 2011 and its term expires on Month Date,
2011, unless terminated sooner in accordance with the provisions of Sections 28
(Termination). The CEA may extend this Agreement for the second and third years,
without any increase in the fees. The CEA may extend this Agreement for the fourth and
fifth years, with the increase in fees provided in Attachment B (Schedule and Fees

33.2 Despite the completion or termination of services, other contractual obligations, including
audit, confidentiality, indemnification, record-retention, rights in work, and warranties will
continue.

34 Entire Agreement

34.1 This Agreement (A) states all representations of and the entire understanding between the
parties with respect to the subject of this Agreement and (B) replaces any prior
correspondence, memoranda, or agreements.

34.2 Binding Effect. This Agreement, and any instrument or further agreement executed
pursuant to this Agreement, will bind the parties, their successors, assignees, and legal
representatives.

34.3 Counterparts. This Agreement may be executed in counterparts. Each counterpart is an
original; all counterparts together are one instrument.

34.4 Incorporated Documents. This Agreement consists of the terms of this Agreement and
all attached documents that are expressly incorporated. The following schedules and
attachments are attached and incorporated into this Agreement:

Attachment A: Scope of Work

Attachment B: Schedule and Fees

Attachment C: Service Expectations

Attachment D: Key Personnel

Attachment E: Drug-Free Workplace Certification

34.5 Order of Precedence. For any inconsistencies or ambiguities in the terms of this Agreement
and incorporated documents, the following order of precedence will be used:
(i) applicable laws;
(if)  the terms and conditions of this Agreement, including attachments;
(iii) any other provisions, terms, or materials incorporated into this Agreement.

34.6 Severability. Should any court hold any provision of this Agreement to be void or
unenforceable, the remaining provisions will remain in effect if they are still capable of
performance.

34.7 Survival. Certain contractual obligations will survive completion of the work or
termination of services. These include, but are not limited to: prevailing party’s attorney
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fees and costs, audit compliance, confidentiality requirements, fiduciary obligations,
indemnification, publicity limitation, record retention, rights to work, and warranties.

34.8 Titles / Section Headings. Titles and section headings are not part of this Agreement.
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Exhibit 2
California Earthquake Authority

Travel Reimbursement for Contractors?

1. Policy

The CEA will reimburse for the Contractor’s necessary actual expenses incurred by when
traveling on official CEA business, if contractually agreed. Contractor’s travel must be pre-
approved by the CEA department manager.

2. Required Information

All reimbursement requests must be typed, properly itemized, and accompanied by the required
receipts. Reimbursement requests must be approved by the appropriate CEA contract manager.

Reimbursement requests must provide the required information:

= CEA department manager’s prior approval
= Purpose of business trip

= Claimant’s name and address

= All appropriate expenses (airfare, hotel)

= Dates and times when expenses occurred
= Location where expenses occurred

= Signatures of claimant

= Any additional justification required

3. Receipts

Receipts are required for: (a) lodging; and (b) airfare — with travel agency or reservation receipt
and passenger receipt)

Original receipts must be provided. Receipts must be pre-printed with the name of the business.
Lodging receipts must show transaction dates and payment made. Airfare receipts must include
agreements, invoices, passenger receipts, and ticket stubs.

4, 50-Mile Rule

No expenses (lodging or airfare) is allowed at any location within 50 miles of the claimant’s
business address, or within 50 miles of a claimant’s primary residence.

All reimbursement requests must document the claimant’s starting point of travel - either the
business address or primary residence address.

! Contractor travel policies are subject to revision.
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5. Lodging Reimbursement

Subject to CEA policies for non-employees, the cost of lodging may be claimed if travel is pre-
approved.

6. Airfare Reimbursement

The CEA will reimburse for the least expensive mode of transportation available. Determination
of the least expensive mode of transportation will include consideration of air, rail, and bus travel
as well as the
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Exhibit 3

Drug-Free Workplace Certification

The proposer named above hereby certifies that, if awarded a contract, it will comply with
Government Code Section 8355 in matters relating to providing a drug-free workplace. The
above named proposer will:

1. Publish a statement notifying employees that unlawful manufacture, distribution,
dispensation, possession, or use of a controlled substance is prohibited and specifying actions
to be taken against employees for violations, by Government Code Section 8355(a).
2. Establish a Drug-Free Awareness Program as required by Government Code Section
8355(b).
a) The dangers of drug abuse in the workplace,
b) The person’s or organization’s policy of maintaining a drug-free workplace,
¢) Any available counseling, rehabilitation and employees assistance programs, and
d) Penalties that may be imposed upon employees for drug abuse violations.
3. Provide as required by Government code Section 8355(c) that every employee who works on
the proposed contract:
a) Will receive a copy of the company’s drug-free statement, and
b) Will agree to abide by the terms of the company’s statement as a condition of
employment on the contract or grant.

CERTIFICATION

I, the official named below, hereby swear that | am duly authorized legally to bind the proposer
to the above described certification. 1 am fully aware that this certification, executed on the date
and in the county below, is made under penalty of perjury under the laws of the State of
California.

Proposer’s Authorized Signature

Title

Date Executed In the County of

Federal Identification Number
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References Exhibit 4

The proposer must provide at least three references the CEA may contact that have been clients
of the proposer within the past three years, including the name, address, and telephone number of
the client, the name and title of the contact person, and a general description of the services
provided to each client.

Name of Firm:
Address:

Contact Person:
Phone: ( )

Brief Description of Project:

Date and Dollar Value of Project

Name of Firm:
Address:

Contact Person:
Phone: ( )

Brief Description of Project:

Date and Dollar Value of Project:
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Name of Firm:
Address:

Contact Person:
Phone: ( )

Brief Description of Project

Date and Dollar Value of Project:
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Governing Board Memorandum

June 30, 2011

Agenda Item 9: Transformer-reinsurance program, financed through capital
markets
Recommended Actions: Approve resolution to authorize a transformer-reinsurance

transaction.

Background:

At the February 24, 2011, CEA Governing Board meeting, staff described a project it has been
working on for more than a year to explore additional sources of risk transfer to diversify CEA’s
risk-transfer capacity—a transformer-reinsurance catastrophe bond transaction.

The Board approved staff’s continuing to negotiate terms and conditions for the transaction, and
it instructed staff to bring the transaction to the Board for final consideration upon completion of
those negotiations.

Staff explained to the Board that the proposed transaction would achieve three critical goals:

1. A multi-year, collateralized reinsurance contract
v The proposed transformer-reinsurance contract is a vehicle for the CEA to access
a multi-year, collateralized reinsurance contract.

2. Collateralized risk-transfer capacity, aspart of a mechanism of indirect access (by
CEA) tothe broader capital markets
v The proposed transformer-reinsurance contract has terms similar to those of
CEA’s existing reinsurance contracts but with modifications necessary for its
multi-year and collateralized nature. The capital-markets sourcing of capital
allows this favorable multi-year arrangement, and 100%-of-limit collateralization
adds a strong security feature.

3. Diversified risk-transfer sources, in addition to traditional reinsurance markets
v The reinsurer will fund the reinsurance limit (projected $150 million) through a
capital-markets transaction, i.e., the issuance of a catastrophe bond. This method
should enable CEA to purchase risk-transfer at prices lower than those presently
found in traditional reinsurance markets.

Analysis:

1. Details of proposed reinsurance contract.

a. A collateral account control agreement between the CEA and the Special Purpose
Reinsurance Vehicle (SPRV) will provide financial security for the reinsurance
contract.
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i. The proposed collateral arrangement is similar to CEA’s long-standing practice,
that when a reinsurer does not meet the letter of the CEA’s “Guidelines for
Sources of Claim-Paying Capacity” but still wishes to participate in CEA’s
reinsurance program (and CEA is willing to accept that participation), that
reinsurer must provide collateral, locked in place through a collateral agreement.

ii. The CEA will require the SPRV to put up collateral (in an amount equal to 100%
of the reinsurance limit) in a trust account in a New York bank and execute a
CEA-provided form of collateral account control agreement—this must be
accomplished before the reinsurance contract is signed, to assure that collateral is
in place that fully supports the contract.

b. The three-year reinsurance contract covers losses on an annual aggregate basis (as do
all of the CEA’s (one-year) reinsurance contracts) and has a “reset” provision for
deductible and premium for the 2" and 3" years.

I. At each contract anniversary, the reset provision will allow the parties to
redetermine both the dollar-value attachment point and the dollar-value
exhaustion point, which together with the remaining available reinsurance
limit (note that the limit can only be reduced by loss payments to CEA under
the contract) will be used to determine the following year’s reinsurance
premium.

ii. The reinsurance contract attachment point “drops down” in CEA’s financial
structure when (1) the CEA has losses in a one-year period but (2) the one-
year total loss is not sufficient to trigger a 100% loss to the reinsurance
contract.

a) At the next anniversary of the reinsurance contract, the attachment
point of the next year of the reinsurance contract is adjusted for any
prior-year CEA losses.

b) Reinsurers expect more premium if the risk of paying losses is
higher—if there is a drop-down, the risk of paying losses in the drop-
down year is higher than before the drop-down occurred, and therefore
an adjustment would serve to increase premium payable by CEA.

c. A schedule will show the range of the potential drop-down and the associated
increase in premium to the reinsurer; the annual reinsurance premium will still be less
than what CEA would expect to pay for a traditional reinsurance contract at the same
risk level.

d. If CEA losses are below an established loss threshold, the reset provision will operate
to place the probability of attachment for subsequent contract periods at the same
level as for the initial contract period—i.e., the reinsurance premium would not
change.

e. The attachment point for subsequent contract periods can also move up or down,
depending on changes in the CEA’s policy-count and policy exposure, and new
earthquake modeling.

f. A modeling firm using the CEA’s most current portfolio and its latest commercially
available model will calculate the probability of attachment.
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Attachment A — Transfor mer-Reinsurance Structure

2. Primary financial risks of proposed transformer-reinsurance transaction

Staff presented and discussed these forms of risk at the February 24, 2011, Governing
Board meeting:

a. Basis risk

b. Liquidity risk

c. Counterparty risk
d. Execution risk

3. Benefits of proposed transformer-reinsurance transaction

a. This capital-markets transaction would diversify CEA’s risk-transfer capacity.

b. Itis afully collateralized reinsurance transaction, offering 100%-of-limit, onshore
security to back up the reinsurance contract.

c. The unit-pricing (rate) of the transaction will be lower than for CEA’s traditional
reinsurance.

d. This transaction offers a means of capital replenishment—and the ability to replenish
capital after claim payments is key to CEA’s survival as a going concern.

e. Unlike the traditional reinsurance marketplace, which recently has offered CEA
primarily single-year contracts, the proposed transaction has at its core a highly
advantageous multi-year reinsurance agreement, offering as well an attachment point
considerably lower than the CEA’s traditional-reinsurance program.

Notes on Contract Terms and Conditions

4. Because the binding and effective dates of this contract would be the same, there is no
risk of erosion through losses (that is, if those dates were sequential, there can be a risk of
limit erosion after the binding date and until the effective date).

5. The CEA would be obligated to pay transformer-reinsurance premium based on the
contract limit for the first full year of coverage, but CEA would pay premium to account
only for the remaining reinsurance limit in years two and three. The contract allows
premiums for years two and three to be adjusted to account for certain increases in risk of
loss to the contract.

6. As in CEA traditional-reinsurance contracts, the transformer-reinsurance contract would
not provide for mandatory reinstatement of coverage (or require the CEA to pay a
corresponding reinstatement premium) after a loss. (NOTE: If a reinsurance contract has
a reinstatement provision, when reinsurance coverage under a contract is reduced by loss
from a covered event, the reinsurance provided is automatically reinstated to the original
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limit—that reinstated limit then automatically entitles the reinsurer to an additional
reinsurance premium. The reinstatement term usually begins at the date of the loss and
runs only through the end of the original coverage period.)

7. The contract excludes from reinsurance coverage certain, higher levels of CEA policy
growth:
e |f CEA’s policy count increases by 10% or less in a 12-month period, the contract
simply covers any resulting additional exposure.
e |f, however, CEA’s policy count increases by more than 10% in a 12-month period,
the increase above 10% would effectively reduce the reinsurance limit, and CEA
would retain the portion above the 10% mark on a quota-share basis.

Conclusion

Capital-markets investors are attracted to single-peril California earthquake coverage—this
transaction provides opportunity to grow that investor base over time and therefore grow this
risk-transfer capacity.

All these steps represent diversification of capacity sources while representing cost-savings for
the CEA and its policyholders across the state.

This transaction is an opportunity for the CEA to accomplish four key objectives:
1. Accessing the capital markets for a part of its risk-transfer needs, thus introducing needed
diversity in its risk-transfer counterparties;
2. obtaining risk-transfer pricing lower than traditional-reinsurance pricing;
3. providing for repeatable reinsurance-contract funding in the future; and
4. securing a multi-year, fully collateralized reinsurance contract.

This transformer-reinsurance proposal is a direct result of the Board’s continuing direction to
staff to work to put in place the highest-quality financial products, on the best terms, and at the
lowest possible cost.

Recommendation:

Staff recommends that the Board:
1. Authorize Staff to finalize the contract on the terms and conditions described above, and
elaborated on in the written resolution presented to the Board on this date; and
2. authorize CEO Glenn Pomeroy, acting under the guidance of the written resolution, to
execute the resulting contract and related contract documents on behalf of the CEA.
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Transformer Reinsurance Structure
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Governing Board Memorandum

June 30, 2011
Agenda Item10: Update status of the CEA’s Marketing Value Program (MVP)

Recommended Action: No action required — information only

Background:

The take-up rate for earthquake insurance among CEA participating insurance companies has
remained static during recent years at about 12 percent. Before 2011 the CEA generally
experienced enough new-policy sales following media reports about damaging earthquakes to
offset any overall loss of business, but any such sales increases receded quickly after news
coverage faded.

As aresult, in 2011 CEA began a new approach to addressing the static earthquake-insurance
take-up by focusing on four marketing challenges:

e Price — current premium perceived as high-cost.

» Product — standard policy offers high deductible, limited options.

« Promotion — consumers unaware of CEA.

« Place (distribution) — agents perceive limited relationship with CEA.

Price is being addressed in part through new federal legislation, which if enacted will help CEA
reduce premiums and deductibles. And the product is being addressed through a rate-change
application recently presented to the Department of Insurance, to further reduce the CEA’s
policy premiums and increase and enhance policy options. This memo updates what CEA is
doing to promote new-policy sales through the agent-distribution channel to consumers.

In August 2010, the Board approved investing up to $5 million (less than 1 percent of the CEA’s
2011 premium revenue) to support a first-time, annualized, new-policy-sales Marketing Value
Program (MVP), developed to:

«  Use comprehensive marketing research.

«  Establish the CEA’s new brand (the Strength to Rebuild™") with agents and consumers.

»  Generate about 150 million (sales) impressions through three flights of paid media (a
flight is a period when paid media and direct mail run concurrently). Costs are:

o $1,750,000 for three flights of paid media;
o $489,000 for two flights of direct mail to policyholders; and
o $2,761,000 for three flights of direct mail to non-policyholders.

« Deliver new-policy-sales incentives for up to 5,000 participating-insurer agents in Flight
1, up to 5,000 CEA-trained agents in Flight 2, and in Flight 3, for up to 5,000 CEA-
trained agents who sell three new CEA policies.

«  Sell 15,000 new CEA policies.

Governing Board Meeting — June 30, 2011 Page 1 of 4
AGENDA ITEM 10: Update status of the CEA’s Marketing Value Program (MVP)



« Retain more than 800,000 existing policies.
e Produce a return-on-investment for new policies sold that helps build CEA’s capital.

In October 2010 the Board approved using funds (up to $550,000) remaining from CEA's
participation in the 2010 Great California ShakeOut for use in late 2010 and early 2011 to:

« Streamline editorial content for the Putting Down Roots publication — $25,000.

« Update the CEA logo according to new brand — $25,000.

« Produce a CEA-branded television ad — $110,000.

« Purchase additional TV advertising — $390,000 ($130,000 for each flight in 2011).

Analysis:

The CEA recently finished a comprehensive marketing-research plan that was designed to
produce all the valid information necessary for making future decisions with confidence. While
many different research projects were designed to satisfy unique objectives, the CEA’s research
goal was to produce different results that could serve a common purpose.

The CEA’s marketing-research program goal and objectives have been achieved through the
following studies:

CEA Market Resear ch:

Ogilvy Public Relations Worldwide contracted with Millward-Brown to simulate statewide
CEA-policy purchase decisions according to local risks.

CEA Policyholder Research:

Ogilvy Public Relations Worldwide contracted with Smith & Company to identify reasons for
record (14,038) net policy sales in March through April, 2010.

CEA Branding Research:

Ogilvy Public Relations Worldwide contracted with Smith & Company to identify a (marketing)
story or promise about CEA’s purpose.

Independent Social Science Resear ch:

The U.S. Dept. of Homeland Security, California Emergency Management Agency, California
Seismic Safety Commission, and California VVolunteers contracted with Dr. Linda Bourque of
UCLA and Dr. Dennis Mileti from the University of Colorado at Boulder, whose research has
confirmed that:

« Most people don’t perceive risk from high-consequence, low-probability events.

« Unique and inconsistent earthquake-preparedness messages have low market penetration.

e Most California residents get information about earthquake preparedness from TV and
radio anchors or reporters.

Governing Board Meeting — June 30, 2011 Page 2 of 4
AGENDA ITEM 10: Update status of the CEA’s Marketing Value Program (MVP)



Research results from Drs. Bourque and Mileti came with recommendations, including:

« Branding a standardized, research-based message.
« Coordinating the distribution of content.

CEA / CalEMA Message Research:

The CEA and CalEMA contracted with Harris Interactive to identify and understand the
underlying earthquake-preparedness needs and motivations for California residents. The goal for
this research was to develop a communications template, or map, depicting the decision-making
thought process that would enable different earthquake preparedness stakeholders to identify a
common message for effectively motivating residents to act.

Harris Interactive was selected to conduct this research because of its unique ability to separate
the rational and emotional levels of respondents’ thinking. Previous earthquake preparedness
messaging, for example, had been based exclusively on "what to do," but not "why to do it."
This research result will help elevate earthquake preparedness communications to the next level
by identifying why California residents should protect their structures and develop an
earthquake-emergency plan.

See Attachment A for the Earthquake Preparedness Message Map (front). Note how the
message-research results were presented to large audiences in San Diego (5/13), Los Angeles
(5/17), Inland Empire (5/18), San Francisco (5/19), and Sacramento (5/20); and see Attachment
B (front and back) for the long- and short-term Earthquake Preparedness Message Boxes.

CEA MVP Strength to Rebuild™ Campaign:

The CEA’s MVP will be implemented through three “flights”:
e Flight 1 (June 13-26) for all agents appointed by CEA’s participating insurers.
» Flight 2 (August 15-28) for all CEA-trained agents.
« Flight 3 (October 13-30) for CEA-trained agents who sold three new CEA policies.

All the CEA’s campaign materials strategically integrate results from the aforementioned
marketing, policyholder, branding, social-science, and message-research projects. Social-science
research recommendations also were taken up through sharing the message-research results with
stakeholders statewide and planning the execution of CEA’s campaign through the news media.

The following attachments showcase key elements of the CEA campaign:

Attachment C — Reprint of MVP rollout story in March 7 issue of Insurance Journal
Attachment D — Direct mail (front) / Print ad (back)

Attachment E — TV ad (front) / TV and radio buys (back)

Attachment F — TV partnerships (front) / Radio partnerships (back)

Attachment G — Online radio sweepstakes (front) / Online TV news station microsites (back)
Attachment H — Newspaper online ads (front) / Ethnic newspaper buys and partnerships (back)
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So far, the CEA’s first annualized marketing program (MVP) is exceeding expectations. As of
June 23, compared to similar programming in 2010:

e Agents trained up 186 percent.
« Agent MVP registration up 57 percent compared to CEA promotion for ShakeOut Drill.
« New MVP policies sold have already reached 36 percent of goal.

Recommendation:

No action required — information only.
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Earthquake Preparedness Map Atachment A
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CEA / CalEMA Message Research Workshops Atachment A
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Long and Short-Term Earthquake Preparedness Message Boxes awmee

Communications Diagnosis Message Elements

Personal Value

Emotional
Conseguence
Functional Attribute Level
Conseqguence
Specific features, claims or attributes of

the product.

Attribute Examples: emergency supplies;

safeguard records; procrastination;
denial; secure building contents, etc.

— harris
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Long and Short-Term Earthquake Preparedness Message Boxes awmee

Communications Diagnosis Message Elements

Personal Value

Emotional Benefit

Functional Consequence Level

Specific, tangible ways the

Functional issue, product, idea, or
Consequence attribute benefits people.
Be sure to explain exactly how
and why it results in these
Attribute benefits (i.e., is supported by

the attributes).

Examples: minimize property
damage, have what is needed;

- will be ready, etc.



Long and Short-Term Earthquake Preparedness Message Boxes awmee

Communications Diagnosis Message Elements

Personal Value

Emotional Emotional Consequence
Consequence Emotions people will feel
because of the benefits
Communicate that you
Functional empathize emotionally
Consequence with your audiences
Examples: will survive, get
_ back to normal, family will
Attribute

be safe, less stress/worry,
etc.

— harris

—



Long and Short-Term Earthquake Preparedness Message Boxes awmee

Communications Diagnosis Message Elements

N

Emotional Values Level
Consequence

Personal Value

Connect the feelings to the
core personal values which

_ motivate actions and
Functional beliefs.
Consequence
This communicates how you
share common, important
values with your audience.
Attribute Examples: peace of mind,

personal security, sense of
accomplishment, etc.



Attachment C

Reprint of MVP Rollout Story in
March 7 Issue of Insurance Journal

California Earthquake
Authority Targets $5 Million

INSUB/\NCE

J THE NATIONAL PROPERTY CASUALTY MAGAZINE

INBURARCEJOURNAL COM

to Help Agents Sell Earthquake Insurance

By Patricia-Anne Tom

Ncw Zealand’s 63 magnitude
Chrirchurch exrhaquale i exported
w be one of the costliesr global naur-
ance events since 008, with toral insured
losses mnging herween

3 hillion and £12 hillion.
And iz not unthinkable

“T worry shout the day 2
hig evenr e rhar happens in California,
where 50 percent of the homes have no
earthquake insurance,” he sxid “Peoples
life’s savings in the form of their sssers
in their home — whether they are a
homeoamer, renter, mohil home oamer,
or condominium dweller — could be
wiped cur. Our hearts go out to friends
and ecoumterparts in New Zealand, and
the event there redoubles our resobve
lezep working ar this here in thiz sae
o belp ger more penple intoa posidon
wheme rhey can proect their most valu-
ahle gssers”

As part of thot resclve, the CEA has
Inmched 3 new inamance sgne marler.
ineg, program with 2 goal to sel1 15000 new
earthquale inarance policies by Augustl.
Thie 2001 insurance: sgene Marlering Value
Program (MVF) iz designed w enhance

relationships berween the CEA and its par-

private sector are our boots on the gound
and have the nterface with customers”
Pomenoy s2id the £5 million markering
program should give the agents of the
compunies that participate with the CEA
greater support in terms of providing the
materials they need to more effectively
communicate with and hemer service
their customers sbout eamhoquake risk
and the need for earthquale inaimance.
The mgjority of Califomians live within
close prosimicy of one of the couple thou-
sand lmown Buls dhroughour the aae,
he said Moreover, when an earchouale
srrikes, it comes withour waming, and the

damge that it can cavse can he savere.
“We thinle it i wery imporcant for peo-
ple tey on an individual basis, spend some
time reflecting om their own financial and
family sitvarion and resch their own deci-
ion shour wherher they wish o conrinue
w gounprotected or net; Pomeroy said

mediz campaign to focus the customers
atrention o the topic of earthquales.

The agent direct mail pieces paired
with the consumer targered ad campaign
is "2 nice way of bringing these effors
mgether to create the maximum oppor-
amity for [earthquake policy] sales w
occur; Fomeroy ssid

The firsr flight requires registation no
later than May 1 It allows licensed agenis
whe are appointed by CEA pamicipating
insurers to participate in the MVP and
receive the postage-paid direcr mail piec-
e that they then can send to cheir exist-
ing palicyholders who do not hawe a CEA

policy. Agents can register for the MV on the
CEAs Web site, wwrw. Earthquake Authority.
com/MVE:

The second flight, which hasa registmdon
deadline of July 1, requires agnis o complere
the (FAs ownhour earthquake insurance
mraining course before they can receive 200
addidonal direct mail pieces w send m their
customers. Training can be completed via the
CEAs Wb site, or in person.

“Too help a consumer make 3 decizion dho
whether w purchase eawhquake cowersge o
not, we feel thar their tnusted agent should
be fully up w speed in erms of our palicy
and what it covers,” Pomemy ssid. While CEA

trzining is not requined before selling a policy,
curmencly shour 3,000 Pls have com plezed CEA
training, He suspects some of those agents
might need 2 refresher an any palicy changes
since the last dme they ronk the course, and
he hopes thet mmber will grow o 5000
trained agents.

The third flight requires regismrarion by
September | and coincides with the Great
California ShakeOwr earthquake safery drill
in October — sgents are encoursgd o mail
cards ot o correspond with the media cam-
paign. To pamicipate, agents must have sold
thres new CEA policies, effecrive March 1
rhirough August 1, before they can receive an

FFor mors infumafion about our Markaiing Vakse Frogram visk:
wiwwiEarthgiiakeAutheritcom/MVP

addivional 200 direct mail pieces.

“By the time (agenrs) make it vo the final
wumnd, theyll have sold three policies during
the course of the markering push” Pomeray
aid. “We'm incentivizing maining and weward-
ing poducton” If CEA maches its goal of sell-
ing 15,000 new policies, thar could generare $1
million in CEA new-palicy sales commiszions
for PI agenits. Resching that fignme alao would
increase the CEAs capiral srengrh wich addi-
temal revenue.

Az am addivional incentive ro sl policies,
the CEA will provide free earthquale pre-
puredness stamer lds m the first 15000 new
CEA policybolders through the MVP and
meported on the CEAR Websie. The kits may

o expect an exrthquake ticiputing namrer (1) sgnts w help more Thusz, the markering progmm thar will include such items o 2 gas shuroff vabve, fur-
of the same 63 magnitude Californians ger “The Soengrh to Rebuild™ zke off on March 7 is divided into three TR SITAPE, PUILY [0 SECUre CONLENTS, efc.

o shale Califormia — theirhomes with earth qusle inamance. tiers, or what the CEA iz calling “flights” CEA h‘hs you give your clients AT o coet mf]"—“m , agents will be shle w
akhough most people in “Tes & very comprehensive program when each insurance agent can send to a foundation no earthquake can shake. hand over ‘T”_]"-"T m'ﬁmnerﬁ].mﬂy 1“‘“—1‘_3]'9‘5'
Christchurch have earth- that recogmizes that our agentsare where  consumers 200 direct mail pieces shour g s saarter kirs. [‘\3_’ really nice way of lin-
quake insurance while most  this all begins, in terms of being able w ;ﬂ:ﬂqxﬂnin:;ru]ngcc. Al;he same dme, Fﬂ'mufm rabusing ”ﬂ,“‘m L] ing up :rw:m:n]v:g‘?mdmn c.’smm;“n.ln:llr): fmd:ﬂe
Californdans donot, accord- give the consumers the information they e cLstomer see advertiing in comsumer o hegin prowering their home ar
ing to Glenn Pomeray, need o make an informed choice ahour mzinsmeam media thar raises consumer #:'ﬂmﬂm":""“::"“:‘”":*m:’* T\ e ppretoslia oty md of helning
CEO of the Califamiz whether to pmtect their home against an awareness showt earthaquake risks; the Mavkating Ve Mwmlfbm“mm‘,m_ w cement the gux% relaorship with the
Earthqua ke Authoriry. carthquake " Pomeroy said. “Agents inthe  CEA will be spending 82 million ana for your chents and your toaness cuszomer who is concerned dhow earthquake

preparedness” Pomeroy said He noted thar
agenes customer lists will remain their own;
the CEA will prowide agenrs with rhe postge
pid materizls “All theyll need todoisslap
the mailing or address bihel on rhe markering
piece, and drop it in the mail *

Ultimately, the CEA hopes that with
nsurance agenes’ help, consumers wAll really
comsider whether or not they're comformble
laving o carthquakee msurance profeoton
“Onr geal 1o s2ll 15,000 new earchquele insur-
ance policies is hoth ambirious and realistc”
Pomeroy s2id. “In 2 e of 35 million people
where the mheap ne of carthquale inair-
ance & very low, selling 15,000 new policies
tent gaing w mm the world upside down,

o goallthe way in rerms of Fully preparing

2011 Agent Marketing Value Program (MVP) FLIGHT 1 FLIGHT 2 FLIGHT 3 > - : & i
California for the hig one” Bur irTl be 2 rerrific
CEA Training - ¥ aep in the right direction ™ [
ANEW CEA plicies® sald and reparted 10 www Farthgua ke dutharite som/BMVE -
*Policies must reflart an sffertive dote of 5/1/11— 08/1/11
Ml frie (S50 retid walie] prepassdaess starter kits in namse of Plagent L]
far first fave v v ¥
*Poticies must reflect an efecthe dote of 31/11— 08111
Beadiine to participate May 1 July 1 Sept 1
Arrival e 200 paitage-paid direct-mall peces on of abeut this date, lune 1 Aug 1 Octeber 3
il piy [P Y June 13 Aug 15 Det 13 E
CEA advertising campaign duratian June 13-26 Aug 15-28 Oct 13-30 L

Reprinted with permission from Insurance Journal, March 7, 2011. On the web at www_ insurancsjournal com.
i Wells Publishing. Inc. All Rights Ressrved. Fostsr Printing Senvice: 8868-870-8144, www.markstingreprints.com.
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Personal Values — Peace-of-mind
Emotional Benefits — Survive /
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Working with our network of leading nsurance companies,

bath claim-paying power and expert service. Together, we’ : THE STRENGTH _
an unshakeable foundation with the strength fo match your res TO REBUILD

Contact your homeowners insurance agent fo purchase a GEA

earthquake policy. Agent Name
For more information, visit www.EarthgquakeAuthority.com 4 Agent Address

Rebuilding after
an earthquake
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recover. We're here to make sure you'll always
have the strength to rebuild.
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Rebuilding after an earthquake begins
with a strong foundation.

After an earthquake, your personal strength can come from anywhere.
Preparing for the next damaqing earthquake can help you and your family
sunive and recover. Wel provide the financial strength and resources fo
help you get your life back fo normal. Working with our network of leading
insurance companies, we provide both claim-paying power and expert
service. Jogether, we re providing a foundation no earthquake can shake.

Contact your homeowners nsurance agent fo purchase a CEA RE STRENGTN
earthquake poficy.
TO REBUILD"

For more information, visit www.EarthquakeAuthority.com
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Our policy with the CEA gave
us the financial strength to
rebuild! And working with our
homeowners insurance agent
we got back to normal.




TV and Radio Buys

Attachment E

Radio Market

Radio Stations

TV Market Stati
arkets ations Bakersfield KERN, KNZR (KBFP-FM Spanish)
Chico KPAY, KFBK, KSTE
Eurek KVI . ;
rexa Q Fresno KM (KFSO-FM Spanish)
Sacramento KOVR, KMAX, KTXL Los Angeles KFI, KLAC, KNX (KLVE-FM Spanish), KFWB, KMRB
(Chinese)
San Francisco | KPIX, KBCW, KTVU Merced KISN, KM
Modesto KFIV, KISN, KSTE
Los Angeles KCBS, KCAL, KTLA Monterey-Salinas-Santa Cruz KION, KCBS, KGO (KPRC-FM S!oamsh)
Oxnard/Ventura KFI, KLAC, (KLVE-FM Spanish)
San Diego KSWB, KEFMB Palm Sprmgs KPSI, KFI
Redding KQMS, KFBK, KSTE
Riverside-San Bernardino KDIF, KTDD, KFI, KLAC, (KLVE-FM Spanish)
Sacramento KFBK, KSTE, KGO, KSFO
San Diego KGB, KOGO, KFI

San Francisco

KGO, KISQ, KKSF, KNEW, KUFX, KSFO, KVTO (Chinese),
KCBS

San Jose KGO, KKSF, KNEW, KUFX, KSFO
San Luis Obispo KVEC, KYNS, KMJ
Santa Barbara KTMS, KFI
Santa Maria-Lompoc KSMX, KSNI

Santa Rosa KGO, KNEW, KSRO, KSTE, KSFO
Stockton KJOY, KFBK, KFIV, KGO, KSTE, KSFO
Victor Valley KATJ, KNX, KFI (KLVE-FM Spanish)

Visalia-Tulare-Hanford

KMJ (KFSO-FM Spanish)




TV Partnerships Atachment

(Preparing to survive and recover from \
California’s next damaging earthquake will

help you and your family be safe.

Preparing today also will help you and your
family get back to normal sooner after the

next big quake strikes. )

Sacramento
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Clear Channel
Promotional Team

y OUr
Homeowners Insurance Agent
o €arthgquake insurance

Prepare to survive and recover.
i O



Online Radio Sweepstakes Atachment G

/= California Earthguake Authority (CEA) - Windows Internet Explorer provided by Yahoo!
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CALIFORNIA
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The Strength to Rebuild.”

ipporfunites | Temms ¢

Abaut the CEA Insurance Policy Premiurm Agent & Adjuster

: 2 Are You Prepared? Public Information
Information Calculatar Information Center ' !

Center

Do you have the strength to rebuild

after the next damaging earthquake?

Take the Earthquake

Preparedness
Atter a damaging earthguake, we'll look for the strength to recover anywhare we can — it may Cha”enge
come to us in the form of a family photo or 2 treasured heirloom pulled fram tha nibble. YWe will .
rely on those close to us for personal strength in the face of an overwhelming disaster. And many for a Chanﬂe tﬂ win

Calfornians alsa will tum to the California Earthquake Authonty [CEA) to get the financial $1 D’DDDW
strength theyll need to rebuild.

B The strength to hold you steady after an earthquake
“Ewaapstakas and Prae provided by Radia Pamens.
E Rebuilding begins with a strong foundation
2 Five reasons to buy CEA earthquake insurance
AGENT SERVICES
Homeowners LEARN MORE I Condominium OWNers LEARN MORE v
Markeling Value Program (MVP)
Mobilehome Owners LEARN MDRE |}« Renters

LEARM MORE :. Agents - chick Mere for reqistrsfion and o

Premium Calculator ki Register for Training i

Participating Insurance Companies VIEW oo
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Online TV News Station Microsites Attachment G
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Newspaper Online Ads

I’reraring tor the
next damaging
ear‘bha’uaks can
helr you survive

and recover.,

Ask your
Homeowners
Insurance Agent
abovt e.ar-bha,uake.

insurance,

THE STRENGTH
TO REBUILD"

El momente de
prepararse para
el proximo
terremoto
es ahora.

Hable con sv agente

de sequro de aa@ar

sobre cobertura de
terremetes,

THE STRENGTH

TO REBUILD"
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CALIFORNIA
EARTHQUAKE
AUTHORITY

THE STRENGTH

TO REBUILD"
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Ethnic Newspaper Buys and Partnerships

Ethnic Media Buy

Attachment H

ONLINE PUBLICATION

WEB SITE

ETHNICITY

L.A. Watts Times

www.lawattstimes.com

IAfrican American

The Globe

www.globenewspapers.com

IAfrican American

PRINT PUBLICATION CITY ETHNICITY
El Mensajero San Francisco Latino
Sing Tao Daily SF San Francisco Chinese
Philippine News San Francisco Filipino
Korea Times - SF San Francisco Korean
India West San Leandro South Asian
Cali Today San Jose Vietnamese

Yo! Youth Outlook

www.youthoutlook.org

IAfrican American

ISun Reporter

San Francisco

African American

India Currents

www.indiacurrents.com

IAsian-Indian

Nichi Bei Weekly San Francisco Japanese
The World Journal Los Angeles Chinese
lAsian Journal - LA Los Angeles Filipino
Korea Daily -LA Los Angeles Korean
iet Bao Daily News Los Angeles Viethamese
La Opinion Los Angeles Latino

L.A. Watts Times

Los Angeles

African American

Carib Press \www.caribpress.com Caribbean
Sing Tao Www.singtaousa.com Chinese
Asian Journal L.A. www.Asianjournal.com Filipino
The Inquirer www.inquirer.net Filipino
Korean Journal www.koreanjournal.com Korean
Impulso www.impulsonoticias.com Hispanic
Alianza Metropolitan News www.alianzanews.com Latino
Impre Media Www.impre.com Latino

La Oferta www.laoferta.com Latino

Rafu Shimpo Los Angeles Japanese
La Prensa San Diego San Diego Latino
Enlace San Diego Latino
El Latino San Diego San Diego Latino

'Two Rivers Tribune

www.tworiverstribune.com

Native American

San Diego Voice & Viewpoint |[San Diego African American
Nguoi Viet Tu Do San Diego Vietnamese
[Two Rivers Tribune Eureka Native American

Silicon Valley De-Bug \www.siliconvalleydebug.org Multi
San Jose Beez \www.sjbeez.org Multi
Los Angeles Beez www.labeez.org Multi
New America Media www.newamericamedia.org Multi

Ethnic Media Partnership

Press Conferences
October 2010

NEW AMERICA

MEDIA

Los Angeles

LOS ANGELES COUNTY Fie pgpr
£ UlREA.N SEARCH AND RESCUE
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Governing Board Memorandum

June 30, 2011

Agenda Item 11: CEA Chief Operations Officer Bob Stewart:
* Performance Management Plan Appraisal
* Employment-Contract Modification

Recommended Action: Approve PMP Appraisal; Approve Amendment to Stewart
Employment Contract

Background:

As authorized by the Governing Board, CEO Glenn Pomeroy (to whom CEA Chief Operations
Officer Bob Stewart reports) has conducted and completed an annual appraisal of Mr. Stewart’s
performance in accordance with the criteria established in Mr. Stewart’s Performance
Management Plan, which itself was approved by the Board. The annual appraisal is called for by
Mr. Stewart’s employment contract, the current term of which extends into 2012.

Last year, the Stewart PMP was favorably concluded.

Analysis:

As with all CEA contract executives, Mr. Stewart is employed by the CEA under a written
employment contract—as the law permits, the contracting parties are the CEA Governing Board
and Mr. Stewart. The contract anniversary date is July 1.

Under its express terms, and following a satisfactory appraisal of the employee, the Stewart
employment contract permits an annual salary cost-of-living adjustment (“COLA”) as well as an
annual salary merit increase.

The formal result of this year’s appraisal of Mr. Stewart’s performance is “satisfactory.”

On that basis, Mr. Pomeroy proposes, with the concurrence of Mr. Stewart, that for the 12-month
contract period beginning July 1, 2011;

* Under the contract, any COLA amount is derived by calculating the change in the
“Consumer Price Index—All Urban Consumers—California” furnished by the Division
of Labor Statistics and Research, California Department of Industrial Relations, for the
most recent 12-month period, i.e., using the latest data presently available compared to 12
months earlier. Those data indicate an increase of 3.1302% in the relevant Index in the
relevant period, and therefore a COLA is indicated.

*  Mr. Pomeroy has observed that Mr. Stewart’s performance and service to the CEA have
been indispensable and of the highest caliber. For that reason, Mr. Pomeroy recommends
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that Mr. Stewart receive as a merit salary increase for the 12-month compensation period
beginning July 1, 2011, a sum equal to five percent of Mr. Stewart's annual salary.

* Mr. Pomeroy and Mr. Stewart jointly recommend that, other than the compensation-
related provisions described above, all other parts and provisions of the CEA-Stewart
employment contract remain unchanged.

The Board has been provided with a proposed contract amendment in the form of a letter

agreement from the Board chair to Mr. Stewart. Once signed on behalf of the Board and by Mr.
Stewart, the letter would serve to modify the Stewart contract in the manner noted above.

Recommendation:

» Accept the performance appraisal of Mr. Stewart;

* Accept the COLA calculation, and accept and approve the recommended compensation
adjustment; and

* Approve the execution on behalf of the Board of a contract-modification letter agreement
that embodies these modifications and delegate that execution on behalf of the Board to
the Board chair or any Board member.

Governing Board Meeting — June 30, 2011 Page 2 of 2
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Governing Board Memorandum

June 30, 2011

Agenda Item 12: Second Annual Risk-Capital Surcharge for
Safeco Insurance Company of America

Recommended Action: Relieve Safeco Insurance Company of America of further
obligation to pay CEA risk-capital surcharges

Background:

Safeco Insurance Company of America (“Safeco”) is a California Earthquake Authority
participating insurer, having offered CEA earthquake-insurance policies since December 1,
2008.

Safeco was the first insurer to apply to become a CEA participating insurer since Insurance Code
section 10089.16(d) became law effective July 1, 2008. As part of the CEA-participating-insurer
application process, and as required by that law, Safeco submitted policy data to CEA for its
earthquake-insurance book of business. CEA used EQECAT to model the data to permit staff to
complete an “earthquake-insurance risk profile,” to indicate the likelihood and magnitude of
additional CEA losses from insuring Safeco’s CEA book of business during its first full year of
CEA participation.

Based on Safeco’s earthquake-insurance risk profile, on June 28, 2008, the Governing Board
unanimously approved Safeco’s CEA-participation application, conditioned on Safeco’s paying
(up to) five annual risk-capital surcharges in addition to its required capital contribution® and any
required loss assessments.?

On December 9, 2010, the Governing Board approved the risk-capital-surcharge-calculation
method applicable to new participating insurers; applying the approved method to Safeco
produced a first annual risk-capital surcharge of $1,700,000.

Analysis:

Under the law, the Board must calculate the first risk-capital surcharge one year after the date the
new participating insurer first placed or renewed business into the CEA, in addition, the Board
must recalculate the risk-capital surcharge for each of up to four years after the first calculation
and, for each such year, impose the resulting recalculated surcharge.

L as required by Insurance Code sec. 10089.15
2 As required by Insurance Code secs. 10089.23, 10089.30, and 10089.31
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Once the insurer’s earthquake insurance risk profile becomes substantially similar to the CEA’s
average risk profile for a CEA book of business of similar size, the Board must relieve the
insurer of further obligation to pay risk-capital surcharges.

The law also provides that each annual risk-capital surcharge must equal the CEA’s increased
cost of providing or securing capacity to insure the new participant’s excess earthquake-
insurance risk.

The law requires full payment of a noticed risk-capital surcharge within 30 days.

CEA staff has analyzed Safeco’s earthquake insurance risk profile as of December 31, 2010, and
has determined that Safeco’s earthquake insurance risk profile is substantially similar to the
CEA’s average risk profile for a CEA book of business of similar size. CEA staff therefore
recommends that the Board relieve Safeco of further obligation to pay annual risk-capital
surcharges.

Attachment A details the second annual risk-capital-surcharge calculation for Safeco.

Recommendations:

Approve the calculation of Safeco’s second annual risk-capital surcharge;

1. Inaccordance with applicable legal requirements and the most recent surcharge calculation,
relieve Safeco of further obligation to pay annual CEA risk-capital surcharges; and

2. Direct staff to take any and all steps it deems necessary to accomplish and communicate the
actions described above.

Governing Board Meeting — June 30, 2011 Page 2 of 2
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Attachment A

Exhibit 1

SECOND ANNUAL RISK-CAPITAL SURCHARGE CALCULATION
Uses 2010 Reinsurance Program Details on 12/2010 Portfolio

(A) (B)

With Safeco Without Safeco
.20% Exceedence Level 9,003,057,702 8,870,575,730
Reinsurance Limit for PML500 3,122,526,185 3,137,270,873
Reinsurance E(L) 36,259,993 36,139,990
E(L) / Limit 1.161% 1.152%
SD(Loss) / Limit 10.337% 10.284%
Capital Multiplier 2.59 2.59
Capital Charge 26.759% 26.624%
Reinsurer Target ROE 20.0% 20.0%
Reinsurer Non-Brokerage Expense 9% 9%
Technical Price 7.157% 7.117%
Reinsurance Cost 223,488,128 223,288,170
Risk Capital Surcharge 199,958
Investment Income Offset 372,539

Second Annual Risk Capital Surcharge -

Values in column (A) are based on the 12/31/2010 CEA portfolio as modeled by EQECAT which includes Safeco
Values in column (B) are based on the 12/31/2010 CEA portfolio excluding Safeco policies as modeled by EQECAT, adjusted for an increase in
exposure equal to the exposure increase from Safeco of 5.03% (see Exhibit 2)

.20% Exceedence level (PML500) is the CEA target capacity for 2010

Col. A'is the actual 2010 reinsurance limit. Col. B is the limit needed to reach the target capacity level. Col. (B) is adjusted for Safeco's addition to
the CEA's total Claims Paying Capacity

Estimated expected loss to reinsurers based on modeled loss exceedence curves
(3)/(2)

Standard deviation of loss to reinsurers expressed as a percentage of the limit
Selection, calibrated to actual price for 2010 Reinsurance shown in Column (A), line (10)
(5)x(6)

Selection, calibrated to actual price in Column (A), line (10)

Selection, based on review of historical reinsurer expense levels

[(7) x (8) +(4)] / [1.0 - (9)]

(2) x (10)

(A-11) - (B-11); Zero, if negative

Cumulative investment income attributable to Safeco's capital contribution

(12) - (13); Zero, if negative



Attachment A

Exhibit 2
SAFECO IMPACT ON EXPOSURE AND EXPECTED ANNUAL LOSSES
COMPARISON
Dec 2010 EXCLUDING Safeco policies Dec 2010 INCLUDING Safeco Policies Percentage Change (including/excluding)
1) 2 3 4 ®) (6) ™ (® 9
Policy T Number of Exposure Expected Annual Loss Number of Exposure Expected Annual Loss
olicy Type
Policies ($Thousands) Value ($Million) Policies ($Thousands) Value ($Million) Policies Exposure EAL
Homeowners 619,847 261,495,932 197.45 647,919 | 274,338,008 209.36 4.53% 4.91% 6.03%
Mobilehomes 24,423 2,626,662 0.86 24,423 2,626,662 0.86 0.00% 0.00% 0.00%
Renters 33,927 1,170,909.50 121 37,394 1,375,590 1.35 10.22% 17.48% 11.69%
Condominiums 94,825 8,651,934 17.84 101,553 9,389,174 18.98 7.10% 8.52% 6.39%
Total 773,022 273,945,437 217.36 811,289 287,729,434 230.55 4.95% 5.03% 6.07%
Notes:

(1) Dec 2010 portfolio excluding Safeco policies
(2) Coverage A-E amounts for HO, MH, Condos; Coverage C and D amounts for Renters - excluding Safeco policies
(3) Dec 2010 portfolio expected annual loss (EAL) excluding Safeco policies
(4) Dec 2010 portfolio including Safeco policies
(5) Coverage A-E amounts for HO, MH, Condos; Coverage C and D amounts for Renters - including Safeco policies
(6) Dec 2010 portfolio EAL including Safeco policies

(7) @)/ (1)-1.0
®) (5)/(2)- 1.0
(9) (6)/(3)-1.0



California Earthquake Authority

Losses & Loss Adjustment Expenses (LAE) Paid - Cumulative to April 30, 2011

Event Code Event Name Date of Event Magnitude Location # of Faid . . Total Paid

Claims Losses Paid LAE Paid Losses & LAE|

98010 Chino 1/5/1998 4.3 3 mi. W of Chino 1 $1,385.72 $124.71 $1,510.43
98050 San Juan Bautista 8/12/1998 5.3 7 mi. SSE of San Juan Bautista 1 161,204.93 13,643.13 $174,848.06
98070 Redding 11/26/1998 5.2 3 mi. NNW of Redding 1 4,029.72 362.67 $4,392.39
1998 Minor Quakes 2 4,199.20 377.93 $4,577.13

99050 Hector Mine 11/16/1999 7.0 28 mi. N of Joshua Tree (near Palm Springs) 25 137,361.81 12,362.47 $149,724.28
1999 Minor Quakes 1 4,037.26 363.35 $4,400.61

00030 Napa 9/3/2000 5.2 17 mi. ESE of Santa Rosa; 6 mi. NNE of Sonoma; 15 278,130.07 25,031.71 $303,161.78

3 mi. WSW of Yountville

01010 Ferndale 1/13/2001 5.4 53 mi. WNW of Ferndale 1 34,764.54 3,128.79 $37,893.33
2001 Minor Quakes 1 52,896.82 4,760.70 $57,657.52

01040 West Hollywood 9/9/2001 4.2 West Hollywood 10 67,044.15 6,033.94 $73,078.09
2002 Minor Quakes 1 8,361.24 752.51 $9,113.75

03090 San Simeon 12/22/2003 6.4 7 mi. NE of San Simeon 84 2,692,628.02 242,339.74 $2,934,967.76
04120 Parkfield 9/28/2004 6.0 7 mi SSE of Parkfield 1 7,032.59 632.93 $7,665.52
07240 Chatsworth 8/9/2007 4.5 4 mi NNW of Chatsworth 1 7,813.88 703.24 $8,517.12
07250 Alum Rock 10/30/2007 5.6 5 mi NNE of Alum Rock 1 6,149.20 553.42 $6,702.62
08280 Chino Hills 7/29/2008 5.4 5.5 mi SE of Diamond Bar 8 156,781.38 14,110.29 $170,891.67
09320 Calexico 12/30/2009 5.9 22.7 mi SE of Calexico 1 275.88 24.83 $300.71
2009 Minor Quakes 1 4,839.51 435.56 $5,275.07

10330 Ferndale 1/9/2010 6.5 27 mi W of Ferndale 2 22,153.62 1,993.83 $24,147.45
10360 Baja California Mexico 4/4/2010 7.2 16 mi SW from Guadalupe Victoria, Mexico 15 46,166.44 4,109.25 $50,275.69
Total 173 $3,697,255.98 $331,845.00 $4,029,100.98
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Claims History Report Glossary
Event Code: A 5 digit code that the CEA assigns to all earthquakes expected to
produce paid losses. This code is used to track statistics for a particular earthquake.

Event Name: This is generally the name given to the earthquake by the USGS (United
States Geological Survey).

Date of Event: Date that the earthquake occurred.
Magnitude: Richter scale magnitude assigned by USGS.
Location: This is assigned by USGS and is usually a city close to the earthquake.

# of Paid Claims: A numeric count of the claims that received a payment for damage
caused by a particular earthquake.

Losses Paid: Total dollar amount of all claims paid to the policyholders for a particular
earthquake.

LAE Paid: “LAE” stands for Loss Adjustment Expense which is always 9% of paid
losses. This is the amount paid to the Participating Insurers for handling the claim.

Total Paid Losses and ALE: The sum of Losses Paid and LAE Paid.

Minor Quakes: Losses paid for damage from minor earthquakes that were initially not
expected to generate a claim and therefore were not issued a CEA event code.



California Earthquake Authority
Operations - Governing Board Report

All Companies - As Of 5/23/2011 - Policies in Force on: 4/30/2011

Homeowner

15% Total 594,234 72.3 %  250,047,152,612 85.6 % 483,997,294 80.9 % 814
10% Total 60,935 7.4 % 28,530,497,573 9.8 % 63,947,187 10.7 % 1,049
Homeowner Total 655,169 79.7 %  278,577,650,185 95.3 % 547,944,482 91.6 % 836

Manufactured Homes
(Mobilehomes)

15% Total 20,777 2.5 % 2,125,003,524 0.7 % 2,063,774 0.3 % 99
10% Total 3,739 0.5 % 546,815,625 0.2 % 464,216 0.1% 124
Manufactured Homes 24,516 3.0% 2,671,819,149 0.9 % 2,527,990 0.4 % 103
(Mobilehomes) Total

Condo Total 102,269 12.4 % 9,477,658,500 32% 40,941,907 6.8 % 400
Renter Total 39,614 4.8 % 1,439,936,500 0.5 % 6,894,180 1.2 % 174
Grand Total 821,568  100.0 % 292,167,064,334  100.0 % 598,308,559  100.0 % 728
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California Earthquake Authority
Operations - Governing Board Report

All Companies - As Of 5/23/2011 - Policies in Force on: 4/30/2011

v PoliciesIn | , o Written o Avg Written

Deductible - 15%

CovA/C5k/D1.5k/BCU10k 594,234 90.7 %  242,653,433,112 87.1 % 447,375,592 81.6 % 753
BCU 20k 57,797 8.8 % 577,970,000 0.2 % 1,533,415 0.3 % 27
Coverage C 25k 30,647 4.7 % 612,940,000 0.2 % 5,259,527 1.0 % 172
Coverage C 50k 21,017 3.2% 945,765,000 0.3 % 5,194,942 0.9 % 247
Coverage C 75k 10,488 1.6 % 734,160,000 0.3 % 3,279,803 0.6 % 313
Coverage C 100k 33,170 51% 3,151,150,000 11% 13,150,063 2.4 % 396
Coverage D 10k 38,980 5.9 % 331,330,000 0.1 % 2,021,414 0.4 % 52
Coverage D 15k 77,067 11.8 % 1,040,404,500 0.4 % 6,182,538 1.1% 80
15% Total 594,234 90.7 %  250,047,152,612 89.8 % 483,997,294 88.3 % 814

Deductible - 10%

CovA/C5k/D1.5k/BCU10k 60,935 9.3 % 25,413,666,573 9.1 % 51,062,685 9.3 % 838
BCU 20k 12,725 1.9 % 127,250,000 0.0 % 315,204 0.1 % 25
Coverage C 25k 9,993 1.5% 199,860,000 0.1 % 1,648,855 0.3 % 165
Coverage C 50k 7,525 1.1% 338,625,000 0.1 % 1,561,078 0.3 % 207
Coverage C 75k 4,376 0.7 % 306,320,000 0.1 % 1,106,709 0.2 % 253
Coverage C 100k 17,318 2.6 % 1,645,210,000 0.6 % 5,981,395 11% 345
Coverage D 10k 13,665 2.1 % 116,152,500 0.0 % 546,041 0.1 % 40
Coverage D 15k 28,401 4.3 % 383,413,500 0.1 % 1,725,221 0.3 % 61
10% Total 60,935 9.3 % 28,530,497,573 10.2 % 63,947,187 11.7 % 1,049
Homeowner Total 655,169 100.0 % 278,577,650,185 100.0 % 547,944,482 100.0 % 836
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California Earthquake Authority
Operations - Governing Board Report

All Companies - As Of 5/23/2011 - Policies in Force on: 4/30/2011

MANUFACTURED
HOMES

Policies In
Force

% Total

% Total

Written
Premium

% Total

Avg Written
Premium

(MOBILEHOMES)
Deductible - 15%

CovA/C5k/D1.5k/BCU10k
Coverage C 25k
Coverage C 50k
Coverage C 75k
Coverage C 100k
Coverage D 10k
Coverage D 15k

15% Total

Deductible - 10%
CovA/C5k/D1.5k/BCU10k
Coverage C 25k
Coverage C 50k
Coverage C 75k
Coverage C 100k
Coverage D 10k
Coverage D 15k

10% Total

Manufactured Homes
(Mobilehomes) Total

20,777
1,629
1,110
336
455
1,757
1,599

20,777

3,739
1,116
939
313
410
1,233
1,480
3,739

24,516

84.7 %
6.6 %
4.5 %
1.4 %
1.9 %
7.2%
6.5 %

84.7 %

15.3 %
4.6 %
3.8%
1.3 %
1.7 %
5.0 %
6.0 %

15.3 %

100.0 %

1,939,207,524
32,580,000
49,950,000
23,520,000
43,225,000
14,934,500
21,586,500
2,125,003,524

390,920,125
22,320,000
42,255,000
21,910,000
38,950,000
10,480,500
19,980,000

546,815,625

2,671,819,149
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72.6 %
1.2 %
1.9 %
0.9 %
1.6 %
0.6 %
0.8 %

79.5 %

14.6 %
0.8 %
1.6 %
0.8 %
1.5 %
0.4 %
0.7 %

20.5 %

100.0 %

1,954,564
21,815
18,308

6,325
10,293
23,357
29,112

2,063,774

402,084
10,646
11,444
4,106
6,920
10,836
18,181

464,216

2,527,990

77.3 %
0.9 %
0.7 %
0.3 %
0.4 %
0.9 %
1.2 %

81.6 %

159 %
0.4 %
0.5 %
0.2 %
0.3 %
0.4 %
0.7 %

18.4 %

100.0 %

94
13
16
19
23
13
18
99

108
10
12
13
17

12
124

103



California Earthquake Authority
Operations - Governing Board Report

All Companies - As Of 5/23/2011 - Policies in Force on: 4/30/2011

PoI|C|es In % 9 ertten % Avg ertten

Coverage A/BCU 10k 71,720 70.1 % 2,510,200,000 26.5 % 6,344,026 15.5%

Coverage C 5k/D 1.5k 36,520 35.7 % 237,380,000 2.5% 3,317,749 8.1 % 91
Coverage C 5k 7,211 7.1% 36,055,000 0.4 % 678,082 1.7 % 94
Coverage C 25k 13,759 13.5 % 343,975,000 3.6 % 2,683,280 6.6 % 195
Coverage C 50k 12,040 11.8 % 602,000,000 6.4 % 2,670,716 6.5 % 222
Coverage C 75k 5,989 5.9 % 449,175,000 4.7 % 1,468,781 3.6 % 245
Coverage C 100k 11,559 11.3 % 1,155,900,000 12.2 % 2,914,126 7.1% 252
Coverage D 1.5k? 7,459 7.3 % 11,188,500 0.1 % 3 0.0 % 0
Coverage D 10k 15,195 14.9 % 151,950,000 1.6 % 200,685 0.5 % 13
Coverage D 15k 27,904 27.3 % 418,560,000 4.4 % 443,045 1.1% 16
Coverage E 25k 2,904 2.8 % 72,600,000 0.8 % 706,854 1.7 % 243
Coverage E 50k 62,956 61.6 % 3,147,800,000 33.2% 17,768,974 43.4 % 282
Coverage E 75k 4,545 4.4 % 340,875,000 3.6 % 1,745,587 4.3 % 384
Condo Total 102,269 100.0 % 9,477,658,500 100.0 % 40,941,907 100.0 % 400
Policies that have a Coverage C limit of 5k and a Coverage D limit >1.5k 2Policies that have a Coverage D limit of 1.5k and a Coverage C limit >5k
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California Earthquake Authority
Operations - Governing Board Report

All Companies - As Of 5/23/2011 - Policies in Force on: 4/30/2011

Coverage C 5k/D 1.5k 15,570 39.3 % 101,205,000 7.0 % 1,503,886 21.8 %

Coverage C 5k* 2,914 7.4 % 14,570,000 1.0 % 287,605 4.2 % 99
Coverage C 25k 9,043 22.8 % 226,075,000 15.7 % 1,864,432 27.0 % 206
Coverage C 50k 6,371 16.1 % 318,550,000 22.1% 1,485,663 21.5% 233
Coverage C 75k 2,052 5.2 % 153,900,000 10.7 % 531,807 7.7 % 259
Coverage C 100k 3,664 9.2 % 366,400,000 25.4 % 923,095 13.4 % 252
Coverage D 1.5k? 4,881 12.3 % 7,321,500 0.5 % 0 0.0 % 0
Coverage D 10k 7,106 17.9 % 71,060,000 4.9 % 100,847 1.5 % 14
Coverage D 15k 12,057 30.4 % 180,855,000 12.6 % 196,845 2.9 % 16
Renter Total 39,614 100.0 % 1,439,936,500 100.0 % 6,894,180 100.0 % 174
Policies that have a Coverage C limit of 5k and a Coverage D limit >1.5k 2Policies that have a Coverage D limit of 1.5k and a Coverage C limit >5k
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California Earthquake Authority
Historical Reinsurance Costs

Base & Supplemental Limits

Contract Rate On Line
Year Contract Retention (ROL) Premium
2011 Contract #1 $200,000,000 xs  $3,300,000,000 8.1500% $16,300,000
Contract #2 $1,300,000,000 xs $3,500,000,000 7.5000% $97,500,000
Contract #3 $500,000,000 xs $4,500,000,000 6.2000% $31,000,000
Contract #3a $200,000,000 xs $4,500,000,000 6.0000% $12,000,000
Contract #4 (65% placed) $650,000,000 xs $5,000,000,000 5.5000% $35,750,000
Contract #4a (5% placed) $50,000,000 xs $5,000,000,000 5.5000% $2,062,500
Total $2,900,000,000 xs $3,300,000,000 6.7108% $194,612,500
Percent Change from Previous Year -7.13% -6.24% -12.92%
2010 Contract #1 $202,500,000 xs  $3,300,000,000 9.2500% $18,731,250
Contract #2 $1,000,000,000 xs $3,500,000,000 8.5500% $85,500,000
Contract #3 $275,000,000 xs $4,250,000,000 7.7000% $21,175,000
Contract #4 $300,000,000 xs  $4,500,000,000 6.8000% $20,400,000
Contract #5 (97.10% placed) $200,000,000 xs $4,800,000,000 6.5000% $12,623,000
Contract #6 (94.05% placed) $250,000,000 xs  $5,000,000,000 6.2500% $14,695,313
Contract #7 (79.62619% placed) $1,150,000,000 xs $5,250,000,000 5.5000% $50,363,565
Total $3,122,526,185 xs  $3,300,000,000 7.1573% $223,488,128
Percent Change from Previous Year 0.73% 13.96% 14.79%
2009 Contract #1 $500,000,000 xs $3,500,000,000 7.7500% $38,749,846
Contract #2 $500,000,000 xs $4,000,000,000 6.9999% $34,999,384
Contract #3 $200,000,000 xs $4,500,000,000 5.9600% $11,920,000
Contract #4 $100,000,000 xs $4,700,000,000 5.8000% $5,800,000
Contract #5 $200,000,000 xs $4,800,000,000 5.5400% $11,080,000
Contract #6 $200,000,000 xs $5,000,000,000 5.3100% $10,620,000
Contract #7 Backup Reinsurance for Transformer $250,000,000 xs $5,160,000,000 6.9900% $17,475,000
Contract #8 $650,000,000 xs $5,410,000,000 4.9938% $32,460,000
Contract #9 Backup Reinsurance for Transformer $400,000,000 xs $6,000,000,000 6.6500% $26,600,000
Contract #10 $100,000,000 xs $6,060,000,000 4.9938% $4,993,846
Total $3,100,000,000 xs $3,500,000,000 6.2806% $194,698,076
Percent Change from Previous Year 85.96% -26.36% 5.71%

(Combined base &
Supplemental)




California Earthquake Authority
Historical Reinsurance Costs

Contract Rate On Line

Year

Contract

REET ]

(ROL)

Premium

Base-Limits

2008 Combined Reinsurance Contract #1 $300,000,000 xs $3,600,000,000 9.8000% $29,400,000
Combined Reinsurance Contract #2 $1,367,000,000 xs $3,900,000,000 8.2500% $112,777,500
Total $1,667,000,000 xs $3,600,000,000 8.5289% $142,177,500

Percent Change from Previous Year -11.58% 577% -6.48%
2007 Collateralized Reinsurance Contract (2006-2007) $350,000,000 xs $3,600,000,000 6.9500% $24,325,000
Reinsurance Layer 1 $150,000,000 xs $3,950,000,000 15.0000% $22,500,000
Reinsurance Layer 2 $50,000,000 xs $4,100,000,000 12.5000% $6,250,000
Collateralized Reinsurance Contract (2007) $125,000,000 xs $4,150,000,000 11.5000% $14,375,000
Reinsurance Layer 3 $20,000,000 xs $4,275,000,000 11.0000% $2,200,000
Reinsurance Layer 4 (79.45953% placed) $1,200,000,000 xs  $4,300,000,000 7.1000% $0
Reinsurance Layer 5 (79.47738% placed) $298,000,000 xs $5,500,000,000 6.2000% $0
Total $1,885,356,952 xs  $3,600,000,000 8.0639% $152,033,760

Percent Change from Previous Year 7.37% 24.19% 33.33%
2006 Collateralized Reinsurance Contract (2005-2006) $300,000,000 xs $3,300,000,000 7.0000% $21,000,000
Collateralized Reinsurance Contract (2006-2007) $350,000,000 xs $3,600,000,000 6.9500% $24,325,000
Collateralized Reinsurance Contract $30,000,000 xs $3,950,000,000 6.8000% $2,040,000
$680,000,000 xs  $3,300,000,000 6.9654% $47,365,000
Base-Limit Coverage Reinsurance Contract $1,076,000,000 xs $4,006,000,000 6.0000% $64,560,000
Insurance In Force Adjustment $2,100,000
Total $1,756,000,000 xs $3,300,000,000 6.4935% $114,025,000

Percent Change from Previous Year 17.07% 5.83% 23.89%
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California Earthquake Authority
Historical Reinsurance Costs

Contract Rate On Line

Year Contract Retention (ROL) Premium
2005 Collateralized Reinsurance Contract (2005-2006) $300,000,000 xs $3,300,000,000 7.0000% $21,000,000
First Transformer Layer (2004-2005) $150,000,000 xs $3,600,000,000 7.2500% $10,875,000
MLCRC First Reinsurance Layer $550,000,000 xs $3,750,000,000 5.7500% $31,625,000
$1,000,000,000 xs $3,300,000,000 6.3500% $63,500,000
Second Transformer Layer (2004-2005) $200,000,000 xs $4,617,000,000 5.5000% $11,000,000
MLCRC Second Reinsurance Layer $300,000,000 xs $4,817,000,000 4.3500% $13,050,000
$500,000,000 xs $4,617,000,000 4.8100% $24,050,000
Insurance In Force Adjustment * $4,484,662
Total $1,500,000,000 xs $3,300,000,000 6.1356% $92,034,662

Percent Change from Previous Year 0.00% -8.51% -8.51%
2004 MLCRC First Reinsurance Layer $700,000,000 xs $2,900,000,000 7.8500% $54,950,000
First Transformer Layer (2004-2005) $150,000,000 xs $3,600,000,000 7.2500% $10,875,000
MLCRC Second Reinsurance Layer $150,000,000 xs $3,750,000,000 6.3500% $9,525,000
$1,000,000,000 xs $2,900,000,000 7.5350% $75,350,000
Second Transformer Layer (2004-2005) $200,000,000 xs $4,617,000,000 5.5000% $11,000,000
MLCRC Third Reinsurance Layer $300,000,000 xs  $4,817,000,000 4.7500% $14,250,000
$500,000,000 xs $4,617,000,000 5.0500% $25,250,000
Total $1,500,000,000 xs $2,900,000,000 6.7067% $100,600,000

Percent Change from Previous Year -2.47% -6.40% -8.72%
2003 MLCRC Coverage A $600,000,000 xs $2,900,000,000 8.8000% $52,800,000
MLCRC Coverage B $400,000,000 xs $3,500,000,000 7.2500% $29,000,000
$1,000,000,000 xs $2,900,000,000 8.1800% $81,800,000
Transformer Layer $200,000,000 xs $4,617,000,000 5.5000% $11,000,000
MLCRC Coverage C $338,000,000 xs $4,817,000,000 5.1500% $17,407,000
$538,000,000 xs $4,617,000,000 5.2801% $28,407,000
Total $1,538,000,000 xs $2,900,000,000 7.1656% $110,207,000

Percent Change from Previous Year -21.98% 6.99% -16.53%
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California Earthquake Authority
Historical Reinsurance Costs

Contract Rate On Line

Year Contract Retention (ROL) Premium
2002 First Aggregate $1,433,620,000 xs $3,436,000,000 7.2500% $82,187,450
First Aggregate ($200M part of) $1,433,620,000 xs  $3,436,000,000 7.1400% $14,280,000
First Aggregate ($100M part of) $1,433,620,000 xs  $3,436,000,000 5.9900% $5,990,000
$1,433,620,000 xs  $3,436,000,000 7.1468% $102,457,450
Second Aggregate $537,607,500 xs  $5,326,000,000 5.5000% $29,568,413
Total $1,971,227,500 xs  $3,436,000,000 6.6976% $132,025,863

Percent Change from Previous Year 0.00% -13.69% -13.69%
2001 First Aggregate $1,433,620,000 xs  $3,130,000,000 8.5000% $96,357,700
First Aggregate ($200M part of) $1,433,620,000 xs $3,130,000,000 7.5000% $15,000,000
First Aggregate ($100M part of) $1,433,620,000 xs  $3,130,000,000 5.9900% $5,990,000
$1,433,620,000 xs $3,130,000,000 8.1854% $117,347,700
Second Aggregate $537,607,500 xs  $5,281,000,000 6.6250% $35,616,497
Total $1,971,227,500 xs  $3,130,000,000 7.7598% $152,964,197

Percent Change from Previous Year -21.43% -17.31% -35.03%
2000 First Aggregate $1,433,620,000 xs $2,843,000,000 8.5000% $104,857,697
First Aggregate ($200M part of) $1,433,620,000 xs  $2,843,000,000 7.5000% $15,000,002
$1,433,620,000 xs  $2,843,000,000 8.3605% $119,857,699
Second Aggregate $1,075,215,000 xs  $4,993,000,000 10.7500% $115,585,613
Total $2,508,835,000 xs $2,843,000,000 9.3846% $235,443,311

Percent Change from Previous Year 0.00% 3.02% 3.02%

1999 First Aggregate $1,433,620,000 xs $2,602,000,000 11.0000% $157,698,200
No Claims Bonus Paid to CEA ($28,970,456)
Exposure Adjustment ($15,769,820)
Revised ROL and Premium $1,433,620,000 xs $2,602,000,000 7.8792% $112,957,924
Second Aggregate $1,075,215,000 xs $4,753,000,000 10.7500% $115,585,613
Total $2,508,835,000 xs $2,602,000,000 9.1095% $228,543,537

Percent Change from Previous Year 0.00% -23.56% -23.56%
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California Earthquake Authority
Historical Reinsurance Costs

Contract Rate On Line

Year Contract Retention (ROL) Premium
1998 First Aggregate $1,433,620,000 xs $2,726,000,000 14.3750% $206,082,875
No Claims Bonus Paid to CEA ($22,687,734)
Revised ROL and Premium $1,433,620,000 xs $2,726,000,000 12.7925% $183,395,141
Second Aggregate $1,075,215,000 xs $4,877,000,000 10.7500% $115,585,613
Total $2,508,835,000 xs $2,726,000,000 11.9171% $298,980,754

Percent Change from Previous Year 16.13% -4.19% 11.27%
1997 First Aggregate $1,433,620,000 xs $2,850,000,000 14.3750% $206,082,875
No Claims Bonus Paid to CEA ($14,430,600)
Revised ROL and Premium $1,433,620,000 xs $2,850,000,000 13.3684% $191,652,275
Second Aggregate (1/1/98 - 3/31/98) $1,075,215,000 xs $4,877,000,000 10.7500% $28,896,403
Second Aggregate (7/1/97 - 12/31/97) $716,810,000 xs $4,815,000,000  10.7500% $38,528,538
Second Aggregate (4/1/97 - 6/30/97) $358,405,000 xs  $5,001,000,000  10.7500% $9,632,134
10.7500% $77,057,075
Total $2,160,430,000 ®xs  $2,850,000,000 12.4378% $268,709,350

* Based on IIF of $198,926,424,765 at 12/31/05
“Twelve month annualized amount
?Includes average limit for Second Aggregate of $716.810M

Note: Retentions based on CEA Capital and retained earnings calculated at the beginning of the calendar year
Retentions were variable between 1997 - 2002
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California Earthquake Authority
Historical Reinsurance Costs

Supplemental-Limits

Contract Rate On Line
Year Contract Retention (ROL) Premium
2008 Combined Reinsurance Contract #1 $150,000,000 xs $50,000,000 10.8500% $16,275,000
Combined Reinsurance Contract #2 $451,300,000 xs $200,000,000 5.7000% $25,725,000
Total $601,300,000 xs $50,000,000 6.9849% $42,000,000
Percent Change from Previous Year 1.45% -1.43% 0.00%
2007 Supplemental-Limits Excess (1st Layer) $50,000,000 xs $50,000,000  14.2500% $7,125,000
Supplemental-Limits Excess (2nd Layer) $200,000,000 xs $100,000,000 8.7375% $17,475,000
Supplemental-Limits Excess (3rd Layer) $342,715,221 xs $300,000,000 5.0771% $17,400,000
Total $592,715,221 xs $50,000,000 7.0860% $42,000,000
Percent Change from Previous Year 306.36% 66.73% 577.53%
20061 Supplemental-Limits Excess $145,858,362 xs $450,000,000 4.2500% $6,198,980
Total $145,858,362 xs $450,000,000 4.2500% $6,198,980
1 2006 included quota share limit of $450M

Supplemental Quota Share

Contract Period

Begin End Written Premium Ceding Commission Ceded Premium
1/1/2005 12/31/2006 $102,946,945 $18,181,382 $84,765,563
7/1/2004 12/31/2004 $16,102,397 $2,232,406 $13,869,991
7/1/2003 6/30/2004 $22,980,920 $4,599,044 $18,381,876 $186,801
1/1/2003 6/30/2003 $18,538,621 $3,707,724 $14,830,897 $50,817
7/1/2002 12/31/2002 $12,510,357 $2,502,071 $10,008,286
3/1/2001 6/30/2002 $27,527,388 $5,505,478 $22,021,910
7/1/1999 2/28/2002 $15,448,110 $3,089,622 $12,358,488
Unearned Premium @ 12/31/2006 -$24,138,678 -$4,224,269 -$19,914,409
Total $191,916,060 $35,593,458 $156,322,602 $237,618




	GB Public Meeting Notice - 6-30-2011
	PUBLIC NOTICE
	5. Chief Financial Officer Tim Richison will present a financial report.
	6. CEA Advisory Panel Vice Chair Mark Simmonds will provide a summary of the proceedings at the May 18, 2011, Panel meeting.
	7. 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.
	8. 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.
	9. Mr. Richison will seek Board approval to enter into a transformer-reinsurance contract to augment CEA claim-paying capacity for 2011–2014.
	10. Chief Communications Officer Chris Nance will update the Board on the status of the CEA’s Marketing Value Program.
	11. Mr. Pomeroy will present the results of his appraisal of Chief Operations Officer Bob Stewart’s performance under the CEA executive-performance-evaluation plan.
	12. Chief Actuary Shawna Ackerman will seek Board approval to remove the Annual Risk Capital Surcharge (2nd year) for CEA participating insurer Safeco Insurance Company of America.
	13. 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.

	AI02
	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.

	AI03
	AI04
	Governing Board Memorandum
	Agenda Item 4: Executive Report by Chief Executive Officer Glenn Pomeroy

	AI05
	GB Graphs 06-30-11
	GB Graphs 06-30-11b
	GB Graphs 06-30-11c

	AI06
	Governing Board Memorandum
	Agenda Item 6: CEA Advisory Panel update—Mark Simmonds

	AI07
	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.

	AI08
	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
	_____________________________________________________________________________
	UBackgroundU:
	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 organi...
	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 leade...
	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 operati...
	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 i...
	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-re...
	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 i...
	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 w�
	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�
	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 insu�
	4. The project must be completed no later than November 15, 2011.
	UResults – Request for Qualification and Proposals – RFQ #02-11U
	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 ...
	URecommendationU:
	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 servi...
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	June 30, 2011
	Agenda Item10:  Update status of the CEA’s Marketing Value Program (MVP)
	Recommended Action: No action required – information only
	UBackgroundU:
	The take-up rate for earthquake insurance among CEA participating insurance companies has remained static during recent years at about 12 percent.  Before 2011 the CEA generally experienced enough new-policy sales following media reports about damagin...
	As a result, in 2011 CEA began a new approach to addressing the static earthquake-insurance take-up by focusing on four marketing challenges:
	• Price – current premium perceived as high-cost.
	• Product – standard policy offers high deductible, limited options.
	• Promotion – consumers unaware of CEA.
	• Place (distribution) – agents perceive limited relationship with CEA.
	Price is being addressed in part through new federal legislation, which if enacted will help CEA reduce premiums and deductibles.  And the product is being addressed through a rate-change application recently presented to the Department of Insurance, ...
	In August 2010, the Board approved investing up to $5 million (less than 1 percent of the CEA’s 2011 premium revenue) to support a first-time, annualized, new-policy-sales Marketing Value Program (MVP), developed to:
	• Use comprehensive marketing research.
	• Establish the CEA’s new brand (the Strength to Rebuildsm) with agents and consumers.
	• Generate about 150 million (sales) impressions through three flights of paid media (a flight is a period when paid media and direct mail run concurrently).  Costs are:
	o $1,750,000 for three flights of paid media;
	o $489,000 for two flights of direct mail to policyholders; and
	o $2,761,000 for three flights of direct mail to non-policyholders.
	• Deliver new-policy-sales incentives for up to 5,000 participating-insurer agents in Flight 1, up to 5,000 CEA-trained agents in Flight 2, and in Flight 3, for up to 5,000 CEA-trained agents who sell three new CEA policies.
	• Sell 15,000 new CEA policies.
	• Retain more than 800,000 existing policies.
	• Produce a return-on-investment for new policies sold that helps build CEA’s capital.
	In October 2010 the Board approved using funds (up to $550,000) remaining from CEA's participation in the 2010 Great California ShakeOut for use in late 2010 and early 2011 to:
	• Streamline editorial content for the Putting Down Roots publication – $25,000.
	• Update the CEA logo according to new brand – $25,000.
	• Produce a CEA-branded television ad – $110,000.
	• Purchase additional TV advertising – $390,000 ($130,000 for each flight in 2011).
	Analysis:
	The CEA recently finished a comprehensive marketing-research plan that was designed to produce all the valid information necessary for making future decisions with confidence.  While many different research projects were designed to satisfy unique obj...
	The CEA’s marketing-research program goal and objectives have been achieved through the following studies:
	CEA Market Research:
	Ogilvy Public Relations Worldwide contracted with Millward-Brown to simulate statewide CEA-policy purchase decisions according to local risks.
	CEA Policyholder Research:
	Ogilvy Public Relations Worldwide contracted with Smith & Company to identify reasons for record (14,038) net policy sales in March through April, 2010.
	CEA Branding Research:
	Ogilvy Public Relations Worldwide contracted with Smith & Company to identify a (marketing) story or promise about CEA’s purpose.
	Independent Social Science Research:
	The U.S. Dept. of Homeland Security, California Emergency Management Agency, California Seismic Safety Commission, and California Volunteers contracted with Dr. Linda Bourque of UCLA and Dr. Dennis Mileti from the University of Colorado at Boulder, wh...
	• Most people don’t perceive risk from high-consequence, low-probability events.
	• Unique and inconsistent earthquake-preparedness messages have low market penetration.
	• Most California residents get information about earthquake preparedness from TV and radio anchors or reporters.
	Research results from Drs. Bourque and Mileti came with recommendations, including:
	• Branding a standardized, research-based message.
	• Coordinating the distribution of content.
	CEA / CalEMA Message Research:
	The CEA and CalEMA contracted with Harris Interactive to identify and understand the underlying earthquake-preparedness needs and motivations for California residents.  The goal for this research was to develop a communications template, or map, depic...
	Harris Interactive was selected to conduct this research because of its unique ability to separate the rational and emotional levels of respondents' thinking.  Previous earthquake preparedness messaging, for example, had been based exclusively on "wha...
	See Attachment A for the Earthquake Preparedness Message Map (front).  Note how the message-research results were presented to large audiences in San Diego (5/13), Los Angeles (5/17), Inland Empire (5/18), San Francisco (5/19), and Sacramento (5/20); ...
	CEA MVP Strength to Rebuildsm Campaign:
	The CEA’s MVP will be implemented through three “flights”:
	• Flight 1 (June 13–26) for all agents appointed by CEA’s participating insurers.
	• Flight 2 (August 15–28) for all CEA-trained agents.
	• Flight 3 (October 13–30) for CEA-trained agents who sold three new CEA policies.
	All the CEA’s campaign materials strategically integrate results from the aforementioned marketing, policyholder, branding, social-science, and message-research projects.  Social-science research recommendations also were taken up through sharing the ...
	The following attachments showcase key elements of the CEA campaign:
	Attachment C – Reprint of MVP rollout story in March 7 issue of Insurance Journal
	Attachment D – Direct mail (front) / Print ad (back)
	Attachment E – TV ad (front) / TV and radio buys (back)
	Attachment F – TV partnerships (front) / Radio partnerships (back)
	Attachment G – Online radio sweepstakes (front) / Online TV news station microsites (back)
	Attachment H – Newspaper online ads (front) / Ethnic newspaper buys and partnerships (back)
	So far, the CEA’s first annualized marketing program (MVP) is exceeding expectations.  As of June 23, compared to similar programming in 2010:
	• Agents trained up 186 percent.
	• Agent MVP registration up 57 percent compared to CEA promotion for ShakeOut Drill.
	• New MVP policies sold have already reached 36 percent of goal.
	Recommendation:
	No action required – information only.

	AI010_A
	AI010_B
	AI010_C
	AI010_D
	AI010_E
	AI010_F
	AI010_G
	AI010_H
	AI011
	Governing Board Memorandum
	June 30, 2011
	Agenda Item 11:   CEA Chief Operations Officer Bob Stewart:
	• Performance Management Plan Appraisal
	• Employment-Contract Modification
	Recommended Action: Approve PMP Appraisal; Approve Amendment to Stewart Employment Contract
	______________________________________________________________________________
	UBackgroundU:
	As authorized by the Governing Board, CEO Glenn Pomeroy (to whom CEA Chief Operations Officer Bob Stewart reports) has conducted and completed an annual appraisal of Mr. Stewart’s performance in accordance with the criteria established in Mr. Stewart’...
	Last year, the Stewart PMP was favorably concluded.
	UAnalysisU:
	As with all CEA contract executives, Mr. Stewart is employed by the CEA under a written employment contract—as the law permits, the contracting parties are the CEA Governing Board and Mr. Stewart.  The contract anniversary date is July 1st.
	Under its express terms, and following a satisfactory appraisal of the employee, the Stewart employment contract permits an annual salary cost-of-living adjustment (“COLA”) as well as an annual salary merit increase.
	The formal result of this year’s appraisal of Mr. Stewart’s performance is “satisfactory.”
	On that basis, Mr. Pomeroy proposes, with the concurrence of Mr. Stewart, that for the 12-month contract period beginning July 1, 2011;
	• Under the contract, any COLA amount is derived by calculating the change in the “Consumer Price Index—All Urban Consumers—California” furnished by the Division of Labor Statistics and Research, California Department of Industrial Relations, for the most 
	• Mr. Pomeroy has observed that Mr. Stewart’s performance and service to the CEA have been indispensable and of the highest caliber.  For that reason, Mr. Pomeroy recommends that Mr. Stewart receive as a merit salary increase for the 12-month compensation 
	• Mr. Pomeroy and Mr. Stewart jointly recommend that, other than the compensation-related provisions described above, all other parts and provisions of the CEA-Stewart employment contract remain unchanged.
	The Board has been provided with a proposed contract amendment in the form of a letter agreement from the Board chair to Mr. Stewart.  Once signed on behalf of the Board and by Mr. Stewart, the letter would serve to modify the Stewart contract in the ...
	URecommendationU:
	• Accept the performance appraisal of Mr. Stewart;
	• Accept the COLA calculation, and accept and approve the recommended compensation adjustment; and
	• Approve the execution on behalf of the Board of a contract-modification letter agreement that embodies these modifications and delegate that execution on behalf of the Board to the Board chair or any Board member.
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	Governing Board Memorandum
	June 30, 2011
	Agenda Item 12:    Second Annual Risk-Capital Surcharge for
	Safeco Insurance Company of America
	Recommended Action:    Relieve Safeco Insurance Company of America of further obligation to pay CEA risk-capital surcharges
	UBackgroundU:
	Safeco Insurance Company of America (“Safeco”) is a California Earthquake Authority participating insurer, having offered CEA earthquake-insurance policies since December 1, 2008.
	Safeco was the first insurer to apply to become a CEA participating insurer since Insurance Code section 10089.16(d) became law effective July 1, 2008.  As part of the CEA-participating-insurer application process, and as required by that law, Safeco ...
	Based on Safeco’s earthquake-insurance risk profile, on June 28, 2008, the Governing Board unanimously approved Safeco’s CEA-participation application, conditioned on Safeco’s paying (up to) five annual risk-capital surcharges in addition to its requi...
	On December 9, 2010, the Governing Board approved the risk-capital-surcharge-calculation method applicable to new participating insurers; applying the approved method to Safeco produced a first annual risk-capital surcharge of $1,700,000.
	UAnalysisU:
	Under the law, the Board must calculate the first risk-capital surcharge one year after the date the new participating insurer first placed or renewed business into the CEA; in addition, the Board must recalculate the risk-capital surcharge for each o...
	Once the insurer’s earthquake insurance risk profile becomes substantially similar to the CEA’s average risk profile for a CEA book of business of similar size, the Board must relieve the insurer of further obligation to pay risk-capital surcharges.
	The law also provides that each annual risk-capital surcharge must equal the CEA’s increased cost of providing or securing capacity to insure the new participant’s excess earthquake-insurance risk.
	The law requires full payment of a noticed risk-capital surcharge within 30 days.
	CEA staff has analyzed Safeco’s earthquake insurance risk profile as of December 31, 2010, and has determined that Safeco’s earthquake insurance risk profile is substantially similar to the CEA’s average risk profile for a CEA book of business of simi...
	Attachment A details the second annual risk-capital-surcharge calculation for Safeco.
	URecommendationsU:
	Approve the calculation of Safeco’s second annual risk-capital surcharge;
	1. In accordance with applicable legal requirements and the most recent surcharge calculation, relieve Safeco of further obligation to pay annual CEA risk-capital surcharges; and
	2. Direct staff to take any and all steps it deems necessary to accomplish and communicate the actions described above.
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