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CALIFORNIA EARTHQUAKE AUTHORITY 
GOVERNING BOARD MEETING 

MINUTES 
 

Thursday, January 30, 2020 
 

Location: California Earthquake Authority 
  Main Conference Room 
  801 K Street, Suite 1000 
  Sacramento, California 
 
Members of the Governing Board in attendance: 
Kasey O’Connor, Designee of State Treasurer Fiona Ma 
Michael Martinez, Designee of Insurance Commissioner Ricardo Lara 
Jeff Wood, Designee of Speaker of the Assembly Anthony Rendon 
Craig Fry, Designee of Chair of the Senate Rules Committee Tony Atkins 
 
Members of the CEA staff in attendance: 
Glenn Pomeroy, Chief Executive Officer 
Tom Hanzel, Chief Financial Officer & Chief Insurance Operations Officer 
Susie Hernandez, Legislative Director 
Shannon McEuen, Governing Board Liaison 
Tracy Palombo, Reinsurance & Risk-Transfer Director 
Tom Welsh, General Counsel & Acting Chief Operations Officer 
 
Also present: 
Kapil Bhatia, Director of Public Finance, Raymond James & Associates, Inc. 
Seren Taylor, Senior Legislative Analyst, Personal Insurance Federation of 
California 
 
Preliminary Matters 
 
1. Meeting call to order. 

Acting Chair Michael Martinez called the meeting to order at 9:06 a.m.   

Ms. McEuen announced that a quorum was present. 
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2. Consideration and approval of the Minutes of the November 18, 2019 
CEA Governing Board meeting. 

MOTION:  Ms. O’Connor moved to adopt the November 18, 2019 meeting 
minutes.  Mr. Martinez seconded.  Motion carried unanimously. 

CEA Enterprise – Executive and Operations Reports 
 
3. Executive Report by Chief Executive Officer Glenn Pomeroy, which will 

include among other things a report on state and federal legislation 
activities. 

Mr. Pomeroy reminded the Board that it had met in closed session on November 
18, 2019 to discuss personnel matters.  That meeting resulted in a vacancy on the 
CEA executive team, due to the resignation of Chief Operations Officer Kellie 
Schneider.  In addition, the unrelated retirement of CEA Communications Director 
Chris Nance has resulted in an additional vacancy on the executive team that 
must be filled.  The executive team is doing a deep dive analysis in terms of the 
communications function and structure of that Department, and is determining 
what the next leader’s qualifications and experience should be.  A job description 
and duty statement is being prepared.  The process of advertising and 
conducting a civil service recruitment for Communications Director position will 
begin soon.  CEA is conducting a similar position evaluation and recruitment 
process for leadership of the administration/operations leadership position at 
CEA.  

Mr. Pomeroy reported that on February 19 they are going to launch the next 
round of sign-ups for the Earthquake Brace + Bolt (EB+B) program.  Since the 
program was formed in 2014, the CEA has done 9,200 retrofits with another 2,300 
in process (i.e., under construction); once in process, the completion rate is 100%.   

CEA’s mitigation program hopes to complete 4,400 new retrofits this year, with 
completion of construction of some projects potentially stretching into the next 
calendar year.  The higher number of retrofits (4,400) targeted for 2020 is enabled 
by award of a federal pre-disaster mitigation grant by FEMA, which is 
administered and distributed by the Governor’s Office of Emergency Services 
(CalOES).  This has brought the opportunity for discussions with Legislators who 
represent households in the 350 ZIP code areas in which EB+B grants are 
available, which fall within 48 Assembly districts and 30 Senate districts.  During 
the past week alone, CEA has met with 16 of the 78 Assemblymembers; the 
objective is to ensure that they know what earthquake mitigation work CEA is 
facilitating in their legislative districts.  Each Assemblymember is receiving a map 
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of their district showing the retrofits completed or underway.  The CEA’s request 
to the Assemblymembers is that they work with CEA and the Insurance 
Department on publicizing the availability of EB+B grants of $3,000 for mitigation 
projects. 

Mr. Pomeroy recognized CEA’s Geographic Information Systems developer team 
of Stephanie Halpin and Steven Martinez, who have been producing impactful 
and informative maps showing Legislative leaders what earthquake mitigation 
activity is transpiring in their districts. 

Mr. Pomeroy noted that FEMA views CEA’s EB+B program as a “shovel-ready” 
program that is worthy of funding.  CEA is hopeful about receiving additional 
FEMA funding, and will continue to look for other funding sources as well.   

Mr. Wood was pleased to see the availability of data by ZIP code – this will be of 
interest to members of the State Legislature for seeing residential participation.  
Mr. Wood asked for details on the February 19 kickoff; perhaps members of the 
Board could attend the press conference.  

Mr. Fry stated that they currently have a City Council member on their Board 
(referring to Mr. Wood).  He noted that a City Council might like to see an EB+B 
program launched in their city.  Mr. Pomeroy stated that he would email a one-
page flyer describing the program; it lists the participating cities.  He added that 
ZIP code selection is not discretionary, but is based on a fixed, two factors 
formula:  high concentration of old building stock and high seismic risk. 

Mr. Wood commented that regardless of who pays for it, residents should 
consider retrofitting; they shouldn’t wait for an opportunity to get a grant. 

Mr. Pomeroy commented that until the CEA launched the EB+B program, there 
was no voice advocating for residential mitigation.  We now have an expert voice 
to encourage people and the grant does help to move some people along the 
process. 

Mr. Pomeroy explained the current IRS requirement for recipients of the grant to 
report it as income on their federal income taxes.  CEA tried for about a year to 
convince the IRS that they should put these state-funded mitigation grants on 
par with the grants funded with federal FEMA funds, which is non-taxable at the 
federal level.  In December, U.S. House Representative Mike Thompson 
introduced HR 5494 to establish tax exemption for state-funded residential 
mitigation programs for earthquake, windstorm, and wildfire.  It has produced 
bipartisan co-sponsors from other states and has no opposition.  Significantly, 
the National Association of Insurance Commissioners, as well as a number of 
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private, nonprofit organizations, have endorsed the legislation; Mr. Pomeroy 
referred to their letters of support. 

Ms. O’Connor stated that she and the Treasurer will be in Washington, DC for the 
National Association of State Treasurers Legislative Conference; they will be 
doing some outreach there. 

MOTION:  Ms. O’Connor moved to support HR 5494 by Congressman 
Thompson.  Mr. Martinez seconded.  Motion carried unanimously. 

Mr. Welsh then gave a history of California’s SB 254, which was introduced in 
early 2019 by Senator Hertzberg.  SB 254 proposed some significant statutory 
changes to the capital structure of the California Earthquake Authority fund.  At 
the end of last year’s session, the bill was held in the Appropriations Committee, 
and indications were that it would not progress in the Legislature during 2020.  
Late last year, CEA worked with Senator Hertzberg’s staff on amendments to 
SB 254 that would make smaller but still beneficial statutory changes to CEA’s 
governing statute, so that the bill could come out of Appropriations and move 
forward during the 2020 legislative session.   

The bill as amended proposes several simple cleanup amendments to the CEA 
statute.  The bill clarifies the three different sections of the Insurance Code 
related to the industry assessment layers to avoid any confusion or ambiguity 
about the administration of the remaining industry assessment layer 

MOTION:  Mr. Martinez moved to support SB 254 and to authorize CEA 
staffers to continue to work on its passage.  Ms. O’Connor seconded.  
Motion carried unanimously. 

4. Chief Financial Officer Tom Hanzel will propose to the Governing Board, 
and seek Board adoption of, a resolution authorizing the issuance of 
2020 revenue bonds. 

Mr. Hanzel began with a review of the history of CEA’s revenue bond program, 
which has been part of CEA for well over a decade.  The use of revenue bonds 
brings liquidity to our claims-paying capacity, diversification, and stability, among 
other benefits.  When an event happens, one of the sources of payment is going 
to be the revenue bonds.  The ability to have that liquidity invested in secure, 
highly-rated securities makes for immediate availability for our policyholders. 

The revenue bond program started in 2006.  There was another issuance in 2014.  
The CEA has issued $665 million in these bonds, both of which have been fully 
repaid.  The idea of issuing additional revenue bonds has been discussed for a 
number of years. 
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The proposed structure of the 2020 Revenue Bond program potentially involves 
issuance of two different new series of bonds, for a total of $700 million in debt.  
One series of bonds would be up to $400 million in short-term bonds of up to six 
months in duration; the other series would be up to $300 million in bonds 
maturing in 5 or 6 years.  The final structure will depend on market conditions 
near the time of issuance and other factors that impact the pricing of the bonds, 
so that CEA may obtain the lowest possible interest rates payable on the bonds. 

The issuance of short-term bonds will require CEA to transfer up to $400 million 
of its current available capital into an indenture trust to collateralize full 
repayment of the bonds on or around September 2020. 

Mr. Hanzel explained the benefits of the Revenue Bond program for CEA’s 
policyholders.  CEA wants to ensure that we have the funds available to pay 
earthquake claims post-event, with claim-paying resources that are obtained at 
the lowest possible cost to policyholders.  Specific benefits of the Revenue Bond 
program include the following: 

• The benefit of the 2020A-1 bond to the policyholder is that it maintains 
the second industry assessment layer (IAL) at $1.656 billion for an 
additional year.  CEA staff has conducted outreach to participating insurers 
to talk to them about this process and the impact on their obligations to 
fund the IAL. 

• The 2020A-2 series of bonds also enhances the claims-paying capacity of 
the CEA.  Assuming a 3.5% rate-on-line to buy an equivalent amount of 
reinsurance, the revenue bond program can save CEA up to $10.5 million 
in potential risk-transfer/reinsurance costs, with increased liquidity and 
flexibility of claim paying capacity. 

• If both Series of Bonds are actually issued, it will reduce by approximately 
$550 million the potential risk-transfer/reinsurance CEA would need to 
purchase later this year and into 2021 in order to maintain a 1-in-400 year 
claim paying capacity, as dictated by the rating agencies.  In aggregate, 
the cost savings could be up to $20 million for CEA’s policyholders. 

• While CEA incurs expense to issue debt CEA has budgeted a not-to-
exceed budget amount of $4.0 million to cover these expenses.  CEA 
believes that it will come in below that budget. 

• Overall, net of issuance expenses, CEA estimates that the issuance of 
revenue bonds will produce savings of up to $14.4 million for 
policyholders. 
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Mr. Hanzel also addressed the need for CEA to diversify its sources of claim 
paying capacity.  Ten years ago, claim paying capacity was fairly evenly spread 
between three sources:  Approximately 38% from CEA’s available capital; 35% 
from reinsurance and risk-transfer programs; and 27% from the statutory power 
to impose assessments on CEA participating insurers.  Since that time, the last 
category – the Industry Assessment Capacity – has decreased significantly by 
operation of the CEA statute to just 9% of overall claim paying capacity.  CEA has 
been required to replace that capacity with reinsurance and other forms of risk 
transfer.  

Ms. Palombo also addressed the flow of funds related to the issuance of the 2020 
Revenue Bonds.  With regard to the short-term revenue bonds in particular, given 
the short duration of those bonds, CEA will deposit $400 million of existing CEA 
available capital into a indenture trust at the onset of the transaction to 
collateralize repayment of the bonds. 

Ms. Palombo listed the members of the finance team working on this transaction.  
The Agent for Sale is the Treasurer of the State of California.  The co-manager 
underwriting firms are diverse, representing not only large firms but also 
minority, disabled veteran, and small firms.  

Mr. Pomeroy emphasized the appropriateness of the proposal in terms of the 
statutory framework, and also said it was a reasonable and important action to 
take on behalf of the policyholders. He acknowledged that the outreach to CEA’s 
participating insurers resulted in the express of concerns.  The Personal Insurance 
Federation (PIFC) submitted a letter articulating their views and concerns.   

 

Questions and Discussion 

Ms. O’Connor asked about the short term bonds and noted that without issuing 
those bonds, the CEA would incur approximately $9 million in additional risk 
transfer expenses.  Ms. O’Conner asked if that additional expense would 
eventually be passed through to CEA’s policyholders.  Mr. Hanzel affirmed that 
these risk transfer costs that are being avoided by issuance of the short term 
bonds will have to be reflected in CEA’s insurance rates. 

Ms. O’Connor also referred to the concerns expressed in the PIFC letter regarding 
the policy growth, and asked whether some of that was triggered by the July 
2019 Ridgecrest earthquakes.  Mr. Pomeroy responded that in 2019 CEA grew by 
about 60,000 net new policies; much of that appeared to have been stimulated 
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by the Ridgecrest earthquakes.  However, he noted that it is impossible to 
determines what prompts growth, which makes predicting future growth difficult.  

Ms. O’Connor commented that PIFC had asked for potential legislation that 
redefines the term “available capital” to exclude the cost of collateral needed to 
support the bond issuance.  Mr. Hanzel responded that the CEA has talked to 
participating insurers about this issue, and committed to continue the dialogue 
to hear and consider their concerns and potential solutions.  Mr. Fry also 
encouraged CEA staff to work with participating insurers about their concerns, 
and suggested creating a working group.  Mr. Hanzel agreed.  Mr. Pomeroy 
committed that CEA will form a working group of stakeholders to look for ways 
to maintain and diversify CEA’s claims-paying capacity. 

Public Comment 

Seren Taylor of PIFC made comments on CEA’s proposed Revenue Bond 
program.  A copy of the comment letter submitted by PIFC is attached to and 
incorporated into these minutes. In sum, Mr. Taylor stated that while PIFC and its 
member companies are not opposing the use of revenue bonds, but are asking 
that the issuance be delayed to allow further discussion about the structure and 
about a possible legislative solution. 

Staff Recommendation 

Mr. Welsh pointed out that it is necessary when CEA issues bonds for the 
Governing Board to adopt a detailed written resolution that documents the 
authorization by the Governing Board to sign the necessary documents to issue 
the debt and close the transaction.  The form of resolution included in the 
meeting materials is very similar to the forms used in connection with the 2006 
and 2014 revenue bond issuances.  Mr. Welsh noted that the final form of 
resolution contains slight clarifying edits in Sections 2 and 3 requested by the 
Insurance Commissioner. 

Specifically, in Sections 2 and 3 there is an omnibus approval and authorizations 
that allow the General Counsel and the Chief Financial Officer to do additional 
acts that are necessary to fulfill the purpose of the resolution.  The clarifying 
insert ensures that this broad authorization is only used to take actions that are 
consistent with and reasonably necessary to carry out the resolution.   

Mr. Welsh stated that the motion would need to be to adopt the resolution as 
modified. 
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Ms. O’Connor indicated that she would support the resolution subject to CEA’s 
commitment to create the working group and continue to work with PIFC and 
other stakeholders on this issue.  

Mr. Welsh recommended adopting the resolution as presented with 
modifications, and to include in the meeting minutes the commitment to both 
the industry and the Governing Board that CEA will create a working group. 

MOTION:  Ms. O’Connor made the motion to adopt the written 
resolution with amendments.  Mr. Martinez seconded.  Motion 
carried unanimously. 

5. The Board will meet in Closed Session to discuss personnel matters, as 
permitted by California Government Code section 11126, subdivision (a). 

The Board convened into closed session at 10:30 a.m. 

They reconvened into open session at 10:56 a.m.  Mr. Martinez reported that no 
final actions had been taken, as the closed session was informational only. 

Conclusion 
 
6. Public Comment on matters that do not appear on this agenda and 

requests by the public that those matters be placed on a future agenda. 

There was no public comment not recorded above. 

7. Adjournment 

MOTION:  Ms. O’Connor motioned to adjourn.  Mr. Martinez 
seconded.  Motion carried unanimously. 

Mr. Martinez adjourned the meeting at 10:57 a.m. 

 


