
    
 

 

As approved by the CEA Advisory Panel at its meeting on March 2, 2022 

CALIFORNIA EARTHQUAKE AUTHORITY 
ADVISORY PANEL MEETING 

MINUTES 

Tuesday, August 31, 2021 
2:00 p.m. 

Members of the Advisory Panel in Attendance:  
Mark Simmonds, designee of the Insurance Commissioner   
Todd Anglin, designee of the Insurance Commissioner   
Anthony  Bedolla, designee of the Speaker of the Assembly  
Thomas Gleeson, designee of the Governor  
Robert Grassilli, designee of the Chairperson, Senate Rules Committee  
Daniel Homsey, designee of  the Governor*   
Patrick Otellini,  designee of the Governor  
Claudia Rodriguez, designee of  the Governor  
Russina Sgoureva,  designee of  the Insurance Commissioner  
Angelica Valenzuela,  designee of the Governor  
Anna Sauceda,  designee of the Governor*   
Lisbeth Landsman-Smith, Ex-Officio designee of the Insurance Commissioner  

* Members joined after roll call and establishment  of a quorum but before 
consideration and approval of the Minutes.  
.  

Members of the CEA Staff in Attendance:  
Glenn Pomeroy,  Chief Executive O fficer  
Tom Hanzel, Chief Financial Officer  
Shawna Ackerman, Chief Risk and Actuarial  Officer  
Janiele Maffei, Chief Mitigation Officer  
Susan Johnson, Governance Liaison  
Joe Zuber, Deputy General  Counsel  

Preliminary Matters  
1. Quorum: Call to order and member roll  call: 

Chairman Mark Simmonds called the meeting, held via Zoom, to order at  2:03  p.m.  
Ms. Johnson called the roll and stated that a quorum was present.  

Mr. Zuber  read the antitrust admonition.  
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2.  Minutes: Consideration and approval of the minutes of the  May 27, 2021  
Advisory Panel  meeting.   

 
MOTION: Mr. Gleeson moved  to approve  the  May  27, 2021 m eeting minutes  as  
written.  Mr. Anglin seconded.   The motion carried unanimously.   
 

CEA Enterprise  –  Executive and Operations Reports  
 
3.  Executive Report  by Chief Executive Officer Glenn Pomeroy.  
 
Mr. Pomeroy thanked Advisory Panel members for their continuing engagement,  
feedback,  and input. He stated that  he looks  forward to their thoughts and advice later in 
the meeting when he provides an update on proposals he will make  to the CEA Governing  
Board at  its next  scheduled meeting on S  eptember 16.  
 
4.  Chief Financial Officer Tom Hanzel will provide a Financial Report.  
 
Chief Financial Officer Tom Hanzel reported that the CEA’s  direct written premiums  
through July 31,  2021  stand a t $542 m illion, up 10% over  the same period  ending July  
31,  2020.  He added that while policy growth has  been modest, the real driver  of the  
increase has been inflation and  rebuilding costs related to Coverage A  exposures.   CEA 
homeowners policy premiums are based on the Coverage A limit  of  the policy, thus  higher  
limits results in  higher  premium revenues.  
 
Additionally,  the  CEA’s risk transfer expenses  are up approximately $290 million,  or about  
22%,  year-over-year. The CEA spends  57  cents  of every  dollar  of premium  revenue on  
risk transfer  whereas  a year ago,  the  CEA  spent  50  cents of every  dollar on risk transfer.  
 
Mr. Hanzel  reported a  net underwriting gain o f $104 million during the first seven months  
of 2021,  down from $132 million a year ago, primarily driven by increased reinsurance 
rates.   
 
Investment  income for the period en ding J uly 31, 2021 stands at $57 million compared to  
$70 million for the same period in 2020.   As a result of  the  revised investment policy  
approved by the Board in June, the  CEA continues to look at other ways  to increase yield 
by purchasing federal  agency bonds  as well as  investment grade corporate bonds  and  
extending durations  from three to five and six  years.  
 
Mr. Hanzel updated the Panel on the 2021 revenue bond program, noting the  CEA had 
done a very similar program in 2020.   
 

•  The 2021A  Series will  have a short-duration two-month maturity with a $250-$300 
million issuance.   Its structure will focus on preserving the Industry Assessment  
Layer (IAL) for one more year.   Mr. Hanzel reminded the Panel that  as long as the  
CEA’s  available capital  stays below  $6 billion on average for the final six months  
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of the year, the IAL does not start  to decline.   This move  will reduce risk transfer  
needs by  about $100 million,  the cost of  which would  be  about $5 million.   
 

•  The 2021B  Series builds claims-paying capacity  and  is  an alternative to purchasing  
risk transfer.   The bonds will be  structured at  about $400 m illion w ith maturities  
from two to six years, to  be repaid through pledged revenues.   

 
5.  Chief Risk & Actuarial Officer  Shawna Ackerman will provide an update on the     

status of the CEA  rate filing.  
 
Ms. Ackerman  reported that the C EA’s proposed 3.8%  rate filing request  remains pending  
with the California Department  of Insurance  and  that she is hoping for a decision from  the  
Department of Insurance in the near future.   
 
There were no questions or comments from  Advisory Panel  members.  
 
6.  Chief  Mitigation  Officer Janiele Maffei  will provide an update on the Earthquake  

Brace+Bolt’s Low Income Supplementary Grants.  
 
Ms. Maffei reported that the Earthquake Brace+Bolt  (EB+B)  Low Income S upplementary  
Grant program had b een adopted by  the California Residential Mitigation Board  (CRMP), 
adding that  additional  funding should come from FEMA for  an  October  rollout.  
 
As vulnerable communities are disproportionately  affected by  natural disasters, the  
impact on low to moderate income families is significant  and can cause homeowners to 
be out of their homes  for more than two years while still paying a mortgage. A retrofit  
costing $5,200  to $5,500 can remedy this.   
 
This new initiative aims to provide enough funds for eligible low-income homeowners in  
underserved areas to r etrofit  their  homes without having to spend any money out of  
pocket.  Outreach for the program will focus on the vulnerable communities with  
household incomes of $72,080 or less in homes  built  before 1980 in the program ZIP  
Codes.  
 
Ms. Maffei also reported that the CEA and CRMP have reached a new milestone,  noting  
more than 15,500 homes have  been retrofitted across California through the EB+B 
program.    
 
Questions and Comments  
 
Mr. Simmonds praised Ms. Maffei and her team.  Mr. Pomeroy thanked Ms.  Sauceda for  
her encouragement regarding the importance of promoting and supporting the retrofitting  
of homes in low-income areas.    
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7.  Mr. Pomeroy  will lead a discussion regarding updating CEA’s Strategic  Plan.   
 
Mr. Pomeroy  began the discussion with a review of  how  the CEA  was established,  its  
accomplishments  over the past quarter century, current headwinds,  proposed solutions  
with timeframes  for implementation, and development of a new Strategic  Plan.   
 
 
Mr. Pomeroy stated that approximately  10%  of the homes in California ar e insured by the  
CEA,  though  in certain high-risk areas  the number  is  20%  - 30%. He added that  the  CEA 
is by far the largest  earthquake insurer in California, noting that just over  two-thirds  of the 
earthquake policies sold in the state are written by the CEA.  In total, the CEA  has over  
1.1 million policyholders,  with total exposure of over  half a trillion dollars, and has  a claim-
paying capacity of $19.7 billion.    
 
Mr. Pomeroy  further  noted  that state law requires  homeowner companies to offer  an  
earthquake policy that,  at a minimum,  covers  the reconstruction value of  the home,  and  
the CEA needs to find extra strength to cover  that  exposure.  Exposure grows at a rate  
5%-7% faster than the rate of  policy growth.   This  discrepancy continues as inflation  
drives up the insured value of  all the homes  the CEA insures; it is that  exposure  amount 
that the CEA  needs to amass the claims capacity for.    
 
Because of the CEA’s  policy growth, especially over the last  five years, and  the  resulting 
insurance exposure growth due to the number of policies and the increasing value of the  
homes  those policies insure,  the CEA is now facing strong financial headwinds  and  is  
forced to purchase significant amounts of  reinsurance and other risk transfer  to meet  its 
claim-paying capacity requirements.   Mr. Pomeroy stated that at  the CEA’s  current pace,  
it  would need an  additional  $6 billion of risk transfer/reinsurance within the next  five  years 
and, as a result, would need to increase its rates by  more than 50%  to cover the additional  
risk transfer/reinsurance costs.   
 
With that background, Mr. Pomeroy laid out a series of proposals that would possibly  
restructure the CEA policy coverage choices to place a higher emphasis on insuring the  
repair and reconstruction of  earthquake damaged homes, while attempting to  maintain  
stable, affordable policy premiums.  He  explained that these proposals are among the  
many issues that have come out of the CEA’s  ongoing Strategic Planning process as his  
executive team charts  the future of  the CEA.  
 
The CEA  has recently  been developing a selection of strategic  options to choose from:   
 

•  Pause s ales activity  to take pressure off growth.   
•  Implement rate increases.   
•  Issue revenue bonds   
•  Coverage c ontraction options.   

 
Mr. Pomeroy  then detailed possible  coverage  contraction options:  
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•  Return to the original  CEA mini-policy with minimum policy coverages to meet the  
minimum requirements of the CEA’s  enabling legislation.   

o  Policyholders impacted:  66%   
o  Claims-paying capacity  savings of  $2.6 billion  

 
•  Alternative 1: Eliminate the 5%  policy  deductible, but leave intact the 10,  15,  20  

and 25%  policy deductible options.   
o  Policyholders impacted:  22%   
o  Claims-paying capacity  savings:  $300 million  

 
•  Alternative 2: Reduce the personal  property maximum  to $5,000, down from  the 

current  $200,000  (or perhaps to some other maximum between those two  
numbers).    

o  Policyholders impacted:  41%  
o  Claims-paying capacity savings  of  up to $1.35  billion  

 
•  Alternative 3:  Reduce maximum limits  on Additional  Living Expense (ALE)  

coverage  to $25,000, down form $100,000.   
o   Policyholders impacted: 16%   
o  Claims-paying c apacity  savings of $725 million  

 
•  Alternative 4: Eliminate  masonry veneer  and breakables coverage.  

o  Impact:  Relatively minor  
 

•  Alternative 5:  Reduce maximum  condominium  structure ( Coverage A)  coverage to 
$25,000, down from  $100,000.    

o  Policyholders  Impacted:  Approximately  40% of condo coverage, which is  
about 4% of  the CEA’s overall book  of business.  

o  The loss  assessment  would be reduced to $50,000.   
 

•  Alternative 6: Combine alternatives  #1 through #5.  
 

•  Alternative 7: Convert all  pre-1940, non-retrofitted, homes  to the mini-policy  due to 
their high-risk  exposure.  
 

If the CEA  takes  no action,  it could  have to raise rates  by  68% over the next five years- 
after spending the last  25 years lowering its  rates by  50%.  
 
Mr. Pomeroy showed cumulative rate increase projections of all the alternatives over five  
years, adding policyholder behavior cannot be foreseen precisely.  He then showed  
cumulative premium impacts of  all the alternatives  over five years.   Without action, the  
average policy  premium will go up by at least 100% over the next five years  and with  all 
alternatives combined, the average premium  could  still go up by  as  much as  45%-50%.   
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The  CEA  has been getting input from a variety of stakeholders.   A series of  meetings with  
participating insurers has been productive;  and agents  have been helpful in relating their  
customers’ viewpoints.   
 
In light of these activities, the CEA has formed an internal task force to design a  
communications plan once policy  decisions have been made.   
 
Mr. Pomeroy  also stated the CEA will be reaching out to California’s private earthquake  
insurers to encourage those companies  to write more earthquake insurance,  taking some 
of the policy growth pressure off of the CEA.   
 
Mr. Pomeroy closed his presentation with an update on the CEA’s  overall strategic  plan,  
sharing with the Advisory Panel the plan’s proposed vision statement and mission  
statement:  
 

•  Mission:   To be a guaranteed source of earthquake insurance for the customers of  
the CEA’s  Participating Insurers.   

 
•  Vision:   To be a sustainable component of California’s readiness to recover  and  

rebound from  damaging earthquakes.   
 

•  Core Values:     
o  Excellence and Integrity.   
o  Collaboration and Respect.   
o  Perseverance and I nnovation.   

 
 
Questions and Discussion  
 
Ms. Valenzuela asked if there would still be a need for CEA policy  premium increases if  
the CEA were to return to the mini-policy. Mr. Pomeroy replied that there still would be a  
need to increase premiums, but the anticipated increases would be  about 20% over the  
next five years.   
 
Ms. Valenzuela commented that policyholders are going to be looking for that significant  
difference between what they are paying today for their coverage, with what CEA is asking  
for a mini-policy.   Mr. Pomeroy responded that the CEA will be looking to its  participating  
insurers who have experience in rolling out this type of change in programs.   
 
Regarding the proposed CEA policy coverage contractions, Ms. Rodriguez said that her  
primary concerns with the coverage contraction proposals involved reducing the available  
coverage limits for Additional Living Expense (ALE) and Personal  Property coverages. 
Mr. Pomeroy responded that staff  had placed priority on getting the home rebuilt.   If the  
CEA  continued to increase personal property exposures, the projected rate increases  
over the next five years go up.   
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Mr. Gleeson also expressed concern about reducing coverage limits for ALE  as he  
believes that  ALE is  one of the most important coverages  that  CEA offers, and that  
reducing  ALE coverage limits could have a  negative economic impact on the state of  
California in the aftermath of a major earthquake.   
 
Chair Simmonds commented that  a fire policy is designed to make someone whole, while  
in  contrast, earthquake insurance is not the same type of policy, but rather,  it  is designed 
to stop  the policyholder’s  loss and get a roof  over  their  head, while  noting the  importance 
of ALE coverage and that reducing this coverage could have a drastic economic impact  
on the S tate and ultimately on policyholders as  well.   Mr.  Pomeroy responded that  the 
CEA is doing further  analysis on maintaining broader ALE  coverage options  and what  
effects such options  might  have on  the overall rate pressure.  
 
Mr. Anglin expressed concern regarding the proposed contraction of  coverages for CEA  
condominium policies.  He stated that even existing CEA condominium  policy coverages 
may  not be enough for condominiums because their property values are increasing at a  
rapid rate, especially in Northern California.  
 
Chairman  Simmonds  thanked Mr. Pomeroy and his team for seeking input  on these  
important issues from the Advisory Panel and he accepted Mr. Pomeroy’s offer to provide  
a brief Advisory Panel  report regarding Mr. Pomeroy’s proposals at  the September  CEA 
Governing Board meeting.      
 
8.  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 were no requests for public comment.  
 
9.   Adjournment  
 
There being no further business,  Chairman Simmonds  adjourned the meeting at   3:36  
p.m.  
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