CALIFORNIA
EARTHQUAKE
AUTHORITY™

THE STRENGTH

TO REBUILD"

Date of Notice: Friday, August 14, 2015

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 Mather, California. Pursuant to California Insurance Code §10089.7, 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: Headquarters Building, Governor’s Office of Emergency Services
Multipurpose Room 1 & 2
3650 Schriever Avenue
Mather, California

DATE: Wednesday, August 26, 2015
This CEA Governing Board meeting will be
TIME: 1:00 p.m. broadcast live on the Internet. Please
wait until the official start time of the
meeting before clicking on either icon:
AGENDA: j
-
1. Call to order and member roll call: Video (with audio)
Governor If you are unable to log into the meeting
Treasurer o please call the CEA directly at (916) 661-
Insurance Commissioner 5001 for further assistance.
Speaker of the Assembly

Chair of the Senate Rules Committee

Establishment of a quorum
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10.

11.

12.

13.

14.

15.

16.

17.

Consideration and approval of the minutes of the May 28, 2015, CEA Governing Board meeting.

Executive Report by Chief Executive Officer Glenn Pomeroy and members of the CEA executive staff.
Mr. Pomeroy’s report will include an update for the Board on legislative activities of interest to the
CEA.

CEA Advisory Panel member Mark Simmonds will provide a summary of the proceedings of the July
23, 2015, Panel meeting.

Chief Financial Officer Tim Richison will present the CEA financial report.

Mr. Richison will seek the Board’s approval of staff’s proposed selection of new risk-transfer
intermediaries, pursuant to a competitive procurement.

Mr. Richison will present to the Board the California Department of Insurance “Audit Report of
Examination” of the CEA.

CEA independent financial auditor Plante Moran will present to the Board the results of its most
recent audit of the CEA, conducted pursuant to standards of the Governmental Accounting Standards
Board (GASB).

Chief Communications Officer Chris Nance will propose to the Board a service-program budget and
describe reimbursement protocols for the new Mandatory Marketing Document.

Mr. Richison will seek the Board’s approval for the annual set-aside of a statutory portion of CEA
investment income for transfer into the CEA Loss Mitigation Fund.

Chief Mitigation Officer Janiele Maffei will update the Board on the CEA mitigation program’s
projects.

Ms. Maffei will update the Board on the California Residential Mitigation Program incentive program,
operated by a joint power authority whose members are the California Governor’s Office of
Emergency Services and the CEA.

Mr. Pomeroy and Chief Actuary Shawna Ackerman will describe and propose the concept of a "CEA
Loyalty Mitigation Program” to the Board.

Chief Information Officer Todd Coombes will give a progress report to the Board on the 2015 CEA IT
initiative and project portfolio.

Mr. Coombes will update the Board on progress toward the concept of centralizing CEA insurance-
policy processing and request approval for associated contracting and contracted expenditures for
policy-administration and claim-system software, and vendor services.

Director of Research and Special Projects Bruce Patton will present to the Board the results of a
competitive procurement which sought teams to engage on the CEA’s Cripple Wall Performance
Effects Research Project; Mr. Patton will request approval for contract funding.

Mr. Pomeroy will request Board approval to acquire limited additional office space on the floor
immediately above the CEA’s main office, to accommodate CEA staff and related operations.
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18. Mr. Pomeroy will update the Board on the completion of the Metrics Project and the commencement
of data collection and reporting.

19. If required, CEA Senior Counsel Joe Zuber will brief the Board on the CEA's Directors and Officers
and Employment Practices Liability Insurance coverage and request the Board’s approval to renew
the policy and pay the annual premium.

20. Mr. Richison will present for Board approval 2015-budget mid-year revisions, which will take account
of budget augmentation approved in the course of today’s Board meeting as well as those approved
in prior 2015 meetings.

21. 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 (&), respectively.

22. 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.

23. Adjournment.

For further information about this notice or its contents:

(C:ielnerljlll Information: California Earthquake Authority
arlos Martinez 801 K Street, Suite 1000

(916) 661-5549 (Direct) Sacramento, CA 95814

Toll free: (877) 797-4300 Toll free (877) 797-4300
Media Contact:

Chris Nance

Chief Communications Officer
(916) 661-5521 (Direct)
nancec@calquake.com

To view this notice on the CEA website or to learn more about the CEA, please visit
www.EarthquakeAuthority.com

K %k %k
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 Carlos Martinez by telephone, toll free, at (877) 797-4300 or by email at
carlos martinez@calquake.com. We would appreciate hearing from you at least five days
before the meeting date to best allow us to meet your needs.

%%k k

NOTE: You might have received this notice because your name, or that of your organization,
appears on a public-notice list maintained by the California Earthquake Authority. If in the
future you do not wish to receive public notices pertaining to the California Earthquake

Authority, please send your request by email to carlos martinez@calquake.com.
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Governing Board Memorandum

August 26, 2015
Agenda Item 3: 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.

Governing Board Meeting—August 26, 2015 Page 1 of 1
AGENDA ITEM 3: Executive Report by Chief Executive Officer Glenn Pomeroy



Governing Board Memorandum

August 26, 2015
Agenda Item 4: CEA Advisory Panel update—Mark Simmonds

Recommended Action: No action required—information only

CEA Advisory Panel Chair Mark Simmonds will provide a summary of the proceedings from the
July 23, 2015, Advisory Panel meeting.

Governing Board Meeting—August 26, 2015 Page 1 of 1
AGENDA ITEM 4: CEA Advisory Panel update—Mark Simmonds
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California Earthquake Authority
Balance Sheet
as of June 30, 2015

Assets

Cash and investments:
Cash and cash equivalents
Restricted cash and equivalents
Restricted investments

Investments
Total cash and investments
Premiums receivable, net of allowance for

doubtful accounts of $7,401,992
Capital contributions receivable %

Risk capital surcharge receivable O

Interest receivable %
Securities receivable
Restricted securities receivable

Prepaid reinsurance premium

Equipment, net
Other assets

Total asset

Liabilities andNe ition
Unearned premium
Accounts payable and¥yadcrued expenses

Payable to Cali 3 idential Mitigation Program
Accrued reinsurance premium expense

Loss and loss adjustment expense reserves
Securities payable

Revenue bond payable

Revenue bond interest payable

Total liabilities

Net position:
Restricted, expendable

Unrestricted, participating insurer contributed capital
Unrestricted, State of California contributed capital

Unrestricted, all other remaining
Total net position

Total liabilities and net position

$ 130,297,865
23,092,658
350,350,953
5,255,821,658

5,759,563,134

51,018,119

14,477,628

7,880,395
4,201,325
1,437,856
475,181
12,122

©“

5,839,065,760

$ 321,388,179
2,882,386
2,000,000
2,463,227
1,525,074
7,075,376

350,000,000
4,292,250

691,626,492

24,905,949
777,384,796
217,604,789

4,127,543,734

5,147,439,268

©“

5,839,065,760
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California Earthquake Authority

Statement of Revenues, Expenses and Changes in Net Position

Year-To-Date June 30, 2015

Underwriting income:
Premiums written
Less premiums ceded - reinsurance
Less risk capital surcharge

Net premiums written

Change in unearned premiums

Net premiums earned

Expenses:
Losses and loss adjustment exp
Participating Insurer commissiQns
Participating Insurer operating
Reinsurance broker commissio
Pro forma premium taxes
Other underwriting expepses

Total expense

Underwritj

Net investmem
Other income
Financing exnetr
Earthquake Loss\Mlitigation Fund expenses
Participating Insurer Contributed Capital

State of California premium tax contribution equivalent

Increase in net position

Net position, beginning of year

Net position, end of year to date

$ 314,921,085
(99,727,079)

215,194,006

(10,542,289)

204,651,717

@%@2?
S

1,601,455
31,502,236
9,724,337
1,833,333
7,405,368
12,627,490

64,694,219

139,957,498

25,684,297

202,017
(3,131,229)
(549,104)

7,405,368

169,568,847

4,977,870,421

$ 5,147,439,268
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Human Resources:
Compensation and Benefits
Travel
Other

Board Meeting

Administration & Office

EDP Hardware

EDP Software

Information Technology

Telecommunications

Rent/Lease

Compliance

Government Affairs

Insurance

Internal Audit

Intervener Fees

Other

Regulatory Expenses

Total Statutory Expenditures

Audit Services

Capital Market

Claims

Loans

Grants

Investment Services

Legal Services

Loss-Modeling

Marketing Services !
Producer Compensation
Participating Insurer Operating Costs 2
Seismic Related Research
Engineering Related Research
Risk Transfer

Total Non-Statutory Expenditures

Total Budget Expenditures

CALIFORNIA EARTHQUAKE AUTHORITY
Insurance Services
Budgeted and Actual Expenditures
2015 Budget Year
as of June 30, 2015

(a) (b) (c) (d)
(d=a+b+c)

Approved 2015 Budget after
2015 Budget Augmentations
1/1/2015 Adjustments Augmentations and Adjustments
$ 16,670,520 $ - $ - $ 16,670,520
472,338 - - 472,338
1,094,827 - - 1,094,827
33,000 - - 33,000
1,198,429 - - 1,198,429
115,270 - - 115,270
1,204,490 - - 1,204,490
1,255,830 - - 1,255,830
241,714 - - 241,714
876,749 - - 876,749
10,000 - - 10,000
298,000 - - 298,000
189,138 - - 189,138
50,000 - - 50,000
3,000 - - 3,000
150,000 - - 150,000

$ 23,863,305 $ - $ - $ 23,863,305
109,000 - - 109,000
9,400,500 - - 9,400,500
10,000 - - 10,000
3,174,856 - - 3,174,856
6,967,920 - - 6,967,920
961,500 - - 961,500
11,179,355 - 290,400 11,469,755
61,684,374 - - 61,684,374
19,060,471 - 181,650 19,242,121
100,000 - - 100,000
250,000 - - 250,000

210,213,580 - - 210,213,580

$ 323,111,556 $ - $ 472,050 $ 323,583,606

$ 346,974,861 $ - $ 472,050 $ 347,446,911

1Augmentation to fund an additional marketing project in the 2015 IT project portfolio from February 19, 2015 Governing Board Meeting Agenda Item 12
ZAugmenta‘(ion to cover immediate research and creative costs to directly support marketing-document development from February 19, 2015 Governing Board Meeting Agenda Item 6

(e)

Actual
Expenditures

$ 7,113,248
112,162
151,689

5,104
520,616
83,753
516,358
902,916
106,993
294,148

20,000
1,073
(6,381)

15,481
214,397

$ 10,051,557

86,600
4,577,216
116,425

1,503,936
438,710
233,000
598,949

31,502,236

9,724,337

101,560,412

$ 150,341,821

$ 160,393,378

(f)

Augmented & Adjusted
Approved Budget (d) vs.
Actual Expenditures (e)

(8)
(g=e/d)

Percentage used of
Augmented & Adjusted
Approved 2015 Budget

$ 9,557,272 42.67%
360,176 23.75%

943,138 13.86%

27,896 15.47%

677,813 43.44%

31,517 72.66%

688,132 42.87%

352,914 71.90%

134,721 44.26%

582,601 33.55%

10,000 0.00%

278,000 6.71%

188,065 0.57%

56,381 0.00%

- 0.00%

(12,481) >100%

(64,397) >100%

$ 13,811,748 42.12%
22,400 79.45%

4,823,284 48.69%
(106,425) >100%

- 0.00%

- 0.00%

1,670,920 47.37%
6,529,210 6.30%
728,500 24.23%
10,870,806 5.22%
30,182,138 51.07%
9,517,784 50.54%
100,000 0.00%

250,000 0.00%
108,653,168 48.31%

$ 173,241,785 46.46%
$ 187,053,533 46.16%
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Human Resources:
Compensation and Benefits
Travel
Other

Administration & Office

Information Technology

Telecommunications

Rent/Lease

Total Operating Expenditures

Investment Services
Legal Services
Marketing !

Seismic - Related

Engineering - Related 2

Total Other Expenditures

Total Expenditures

CALIFORNIA EARTHQUAKE AUTHORITY

Budgeted Expenditures and Actual Expenditures

Mitigation

2015 Budget Year
as of June 30, 2015

(@) (b) (c) (d) (e) (f) (8)
(d=a+b+c) (f=d-e) (g=e/d)

Approved 2015 Budget after Augmented & Adjusted Percentage used of
2015 Budget Augmentations Actual Approved Budget (d) vs.  Augmented & Adjusted
1/1/2015 Adjustments Augmentations and Adjustments Expenditures Actual Expenditures (e) _Approved 2015 Budget
1,219,169 - S - S 1,219,169 S 462,313 756,856 37.92%
47,500 - - 47,500 10,833 36,667 22.81%
19,000 - - 19,000 2,708 16,292 14.25%
69,600 - - 69,600 7,870 61,730 11.31%

- - - - 45 (45) >100.00%

1,500 - - 1,500 6,420 (4,920) >100.00%

700 - - 700 19,678 (18,978) >100.00%
1,357,469 - $ - $ 1,357,469 $ 509,867 847,602 37.56%
28,400 - - 28,400 7,882 20,518 27.75%
50,000 - - 50,000 3,900 46,100 7.80%
38,000 38,000 48,675 124,675 48,906 75,769 39.23%
19,000 (19,000) - - - - 0.00%
1,019,000 (19,000) 20,000 1,020,000 (12,763) 1,032,763 0.00%
1,154,400 - $ 68,675 $ 1,223,075 $ 47,925 1,175,150 3.92%
2,511,869 - $ 68,675 $ 2,580,544 $ 557,792 2,022,752 21.62%

Augmentation to cover research fees, a house-inspector focus group, and report development/publication from May 15, 2015 Governing Board Meeting Agenda Item 14

2Augmentation to cover home inspectors conducting inspections in Phase Il from May 15, 2015 Governing Board Meeting Agenda Item 14
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$300.0

$250.0

$200.0

$150.0

(in $ millions)

$100.0

$50.0

$0.0

California Earthquake Authority

Annual Capital Accumulated from Premium

as of December 31, 2014

2004

2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

Capital Accumulated from Premium

$245.2

$283.1

$234.1

$225.5

$255.7

$258.6

$249.3

$275.0

$236.7

$233.1

$263.0
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California Earthquake Authority

Annual Investment Income

as of December 31, 2014*

140.0
120.0
100.0
80.0
@
c
S
T 60.0
h%
£
40.0
20.0 -
|
0.0
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Net Investment Income* $22.1 $54.4 $117.5 $119.9 $127.2 $10.9 $22.5 $54.1 $18.4 $2.1 $23.8
Change Unrealized Gain 0.0 0.0 7.9 0.0 48.0 0.0 0.0 27.9 0.0 0.0 1.0
M Investment Income 343 63.3 109.6 135.1 79.2 48.5 34.5 26.2 20.9 17.1 22.8
Change Unrealized Loss 12.2 8.9 0.0 15.2 0.0 37.6 12.0 0.0 2.5 15.0 0.0

*Net Investment Income is investment income net of unrealized gain or unrealized loss and ties to the financial statements.

(in $ millions)
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CEA Liquidity & Primary Funds:

California Earthquake Authority
Investment Portfolio Distribution at Market Value
as of June 30, 2015

$5,053,146,746

US Treasuries Long Term

US Treasuries Short Term

US Treasuries Cash Equivalent

US Government Agencies Short Term

US Government Agencies Cash Equivalent
Commercial Paper

81.1%
7.4%
1.0%
8.1%
1.3%
1.1%

Total:

100.0%

US Government Agencies

Cash Equivalent 1.3% Commercial Paper 1.1%

US Government Agencies
Short Term 8.1%

US Treasuries Cash
Equivalent 1.0%

US Treasuries Short Term
7.4%

US Treasuries Long Term
81.1%

Note: All CEA investment portfolios are managed by professional asset-management companies.
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Claim(s)-Paying Funds:

California Earthquake Authority
Investment Portfolio Distribution at Market Value
as of June 30, 2015

2006 US Treasuries Long Term
2014 US Treasuries Long Term

2014 US Treasuries Short Term

Total:

2014 US Treasuries
Short Term 4.9%

$667,874,218 Mitigation Fund: $20,325,095
47.6% US Treasuries Cash Equivalent 52.4%
47.5% US Government Agencies Cash Equivalent 47.6%
4.9% Total: 100.0%
100.0%

Claim(s)-Paying Funds

Mitigation Fund

2006 US Treasuries
Long Term 47.6%

US Government
Agencies Cash

Equivalent
47.6%
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California Earthquake Authority
Schedule of Outstanding Debt - Defeased

ISSUANCE INTEREST NET OUTSTANDING MOODY'S FITCH
DEBT AMOUNT RATE PROCEEDS PRINCIPAL AS OF DATE RATING* RATING*
Series 2006 Revenue Bonds'  $ 315,000,000 6.169% $ 310,829,067 $ 63,000,000 30-Jun-2015 A3 A

'As of November 6, 2014, interest and principal are fully funded in escrow for remaining interest and principal payments.

DEBT-SERVICE SCHEDULE

The table below shows the annual-debt-service requirements for the Series 2006 Bonds.

Outlook Stable

Outstanding Annual

Payment Date Principal Principal Interest  Debt Service Debt Service
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 $33,443,236

*Ratings of 'A3' and 'A' since 2014

Outlook Stable
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California Earthquake Authority
Schedule of Outstanding Debt

ISSUANCE INTEREST NET OUTSTANDING MOODY'S FITCH
DEBT AMOUNT RATE PROCEEDS PRINCIPAL AS OF DATE RATING* RATING*
Series 2014 Revenue Bonds $ 40,000,000 1.194% $ 39,665,642 S 40,000,000 30-Jun-2015 A3 A
2 year bond CUSIP 13017HACO Outlook Stable Outlook Stable

DEBT-SERVICE SCHEDULE

The table below shows the annual-debt-service requirements for the Series 2014 Bonds.

Outstanding Annual

Payment Date Principal Principal Interest Debt Service Debt Service

1-Jan-15 $40,000,000 $72,967 $72,967
1-Jul-15 $40,000,000 $238,800 $238,800
2015 $311,767
1-Jan-16 $40,000,000 $238,800 $238,800
1-Jul-16 $40,000,000 $238,800 $40,238,800
2016 $40,477,600

*Ratings of 'A3"' and 'A' since 2014
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California Earthquake Authority
Schedule of Outstanding Debt

ISSUANCE INTEREST NET OUTSTANDING MOODY'S FITCH
DEBT AMOUNT RATE PROCEEDS PRINCIPAL AS OF DATE RATING* RATING*
Series 2014 Revenue Bonds $ 60,000,000 1.824% $ 59,498,463 $ 60,000,000 30-Jun-2015 A3 A
3 year bond CUSIP 13017HADS8 Outlook Stable Outlook Stable

DEBT-SERVICE SCHEDULE

The table below shows the annual-debt-service requirements for the Series 2014 Bonds.

Outstanding Annual

Payment Date Principal Principal Interest Debt Service Debt Service

1-Jan-15 $60,000,000 $167,200 $167,200
1-Jul-15 $60,000,000 $547,200 $547,200

2015 $714,400
1-Jan-16 $60,000,000 $547,200 $547,200
1-Jul-16 $60,000,000 $547,200 $547,200

2016 $1,094,400
1-Jan-17 $60,000,000 $547,200 $547,200
1-Jul-17 $60,000,000 $547,200 $60,547,200

2017 $61,094,400

*Ratings of 'A3' and 'A' since 2014
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California Earthquake Authority
Schedule of Outstanding Debt

ISSUANCE INTEREST NET OUTSTANDING MOODY'S FITCH
DEBT AMOUNT RATE PROCEEDS PRINCIPAL AS OF DATE RATING* RATING*
Series 2014 Revenue Bonds $ 250,000,000 2.805% $ 247,910,261 $ 250,000,000 30-Jun-2015 A3 A

5 year bond CUSIP 13017HAE6

DEBT-SERVICE SCHEDULE

The table below shows the annual-debt-service requirements for the Series 2014 Bonds.

Outlook Stable Outlook Stable

Outstanding Annual
Payment Date Principal Principal Interest Debt Service Debt Service
1-Jan-15 $250,000,000 $1,071,354 $1,071,354
1-Jul-15 $250,000,000 $3,506,250 $3,506,250
2015 $4,577,604
1-Jan-16 $250,000,000 $3,506,250 $3,506,250
1-Jul-16 $250,000,000 $3,506,250 $3,506,250
2016 $7,012,500
1-Jan-17 $250,000,000 $3,506,250 $3,506,250
1-Jul-17 $210,000,000 $40,000,000  $3,506,250 $43,506,250
2017 $47,012,500
1-Jan-18 $210,000,000 $2,945,250 $2,945,250
1-Jul-18 $105,000,000 $105,000,000  $2,945,250 $107,945,250
2018 $110,890,500
1-Jan-19 $105,000,000 $1,472,625 $1,472,625
1-Jul-19 $105,000,000 $1,472,625 $106,472,625
2019 $107,945,250

*Ratings of 'A3' and 'A’ since 2014
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California Earthquake Authority
Available Capital Report
as of June 30, 2015

Cash & Investments (includes capital contributions and premiums) S 5,759,563,134
Earthquake Loss Mitigation Fund cash and investments S (23,091,015)
Interest, Securities & Restricted Securities Receivable S 14,477,628
Premium Receivable S 51,018,119
Risk Capital Surcharge & Capital Contributions Receivable S -

Other Assets S 12,122

Revenue Bonds S (667,874,218)
Debt Service (Interest, Principal & Debt Service (Min. Bal.)) S (4,292,250)
Unearned Premium Collected S (234,525,503)
Accrued Reinsurance Premium Expense S (2,463,227)
Accounts and Securities Payable, and Accrued Expenses S (9,957,762)
Loss Reserves S (1,525,074)
CEA Available Capital S 4,881,341,954
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California Earthquake Authority
Claim-Paying Capacity
as of June 30, 2015

Post Earthquake Industry Assessment $238M

("New IAL")

$1,656M

Post Earthquake Industry Assessment
("2nd 1AL")

Revenue Bonds

Risk-Transfer

CEA Available Capital $4,881M

Total Capacity $11,557M

Note: Not drawn to scale

Claims Reserve

$1.525M
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California Earthquake Authority

Historical Claim-Paying Capacity (CPC)
December 31, 1997 through December 31, 2005

12.0
10.0
8.0
— 6.0
2
o
=
W
< 4.0
2.0
0.0
1997 1998 1999 2000 2001 2002 2003 2004 2005
Total CPC $7.095 $7.240 $7.293 $7.635 $7.390 $7.373 $7.069 $6.948 $7.284
B New Industry Assessment 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
B 2nd Industry Assessment 1.434 1.434 1.434 1.456 1.456 1.456 1.456 1.456 1.456
M Revenue Bonds 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
W Risk-Transfer, 2nd Layer 0.727 1.075 1.075 1.075 0.538 0.538 0.538 0.000 0.000
M Line of Credit 0.716 0.716 0.716 0.716 0.716 0.456 0.348 0.000 0.000
1 Risk Transfer, 1st Layer 1.433 1.433 1.433 1.433 1.433 1.433 1.000 1.500 1.500
M 1st Industry Assessment 2.150 2.150 2.150 2.183 2.183 2.183 2.183 2.183 2.183
M CEA Available Capital 0.635 0.432 0.485 0.772 1.064 1.307 1.544 1.809 2.145
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California Earthquake Authority
Historical Claim-Paying Capacity (CPC)

December 31, 2006 through June 30, 2015*

12.0
10.0
8.0
N 6.0
S
E
W
£
4.0
2.0
0.0 -
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015*
Total CPC $8.244 $8.695 $9.411 $9.685 $9.840 $9.777 $10.179 $9.949 $11.081 $11.557
B New Industry Assessment 0.000 0.000 1.304 1.304 1.095 0.804 0.500 0.385 0.312 0.238
® 2nd Industry Assessment 1.465 1.465 1.465 1.465 1.558 1.558 1.558 1.656 1.656 1.656
B Revenue Bonds 0.311 0.254 0.311 0.311 0.311 0.317 0.314 0.314 0.664 0.668
 Risk-Transfer, 2nd Layer 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
H Line of Credit 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
u Risk Transfer, 1st Layer 1.756 1.885 3.100 3.100 3.123 3.050 3.557 3.115 3.759 4.114
 1st Industry Assessment 2.197 2.197 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
W CEA Available Capital 2.515 2.894 3.231 3.505 3.753 4.048 4.250 4.478 4,689 4.881

*as of June 30, 2015
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Traditional Reinsurance Contracts
2015 January Program Contract 1

2015 January Program Contract 2

2015 January Program Contract 3
2015-2016 January Program Contract 1
2015-2016 January Program Contract 2
2015-2016 January Program Contract 3
2014-2015 January Program Contract 1
2014-2015 January Program Contract 2
2015-2016 April Program Contract 1
2014-2016 April Program Contract 1
2014-2016 April Program Contract 2
2012-2015 September Program
2015-2016 June Program

2013-2015 August Program Contract 3
2013-2016 May Program

2014-2015 August Program Contract 1
2014-2015 August Program Contract 2
2014-2015 August Program Contract 3

Total Traditional Reinsurance

Transformer Reinsurance Contracts
Transformer Contract 3 (2012 - Il)
2014-2017 Transformer Contract 1
2014-2017 Transformer Contract 2

Total Transformer Reinsurance

Total Risk-Transfer Program

California Earthquake Authority
Risk-Transfer Program Summary
as of June 30, 2015

Contract Period Reinsurance Limit
January 1, 2015 - December 31, 2015 315,491,770
January 1, 2015 - December 31, 2015 178,387,500
January 1, 2015 - December 31, 2015 99,999,960
January 1, 2015 - December 31, 2016 156,431,990
January 1, 2015 - December 31, 2016 146,871,900
January 1, 2015 - December 31, 2016 24,999,990
January 1, 2014 - December 31, 2015 454,227,620
January 1, 2014 - December 31, 2015 49,999,995
April 1, 2015 - March 31, 2016 624,992,490
April 1, 2014 - March 31, 2016 253,099,320
April 1, 2014 - March 31, 2016 122,499,960
September 1, 2012 - August 31, 2015 100,000,000
June 1, 2015 - May 31, 2016 25,000,000
August 1, 2013 - July 31, 2015 250,000,000
May 1, 2013 - April 30, 2016 100,000,000
August 1, 2014 - July 31, 2015 187,500,000
August 1, 2014 - July 31, 2015 187,500,000
August 1, 2014 - July 31, 2015 136,500,000
$ 3,413,502,495
Contract Period Reinsurance Limit
August 1, 2012 — August 7, 2015 300,000,000
December 1, 2014 - November 30, 2017 200,000,000
December 1, 2014 - November 30, 2017 200,000,000
700,000,000
$ 4,113,502,495

12-Month
Rate-on-Line

4.50%
3.25%
6.00%
4.55%
3.30%
5.40%
5.50%
6.45%
3.00%
3.85%
3.75%
5.70%
3.60%
5.90%
5.60%
6.00%
4.80%

4.50%

12-Month
Rate-on-Line

5.64%
5.05%

3.54%

12-Month
Premium

14,197,130
5,797,594
5,999,998
7,117,656
4,846,773
1,349,999

24,982,519
3,225,000

18,749,775
9,744,324
4,593,749
5,700,000

900,000

14,750,000
5,600,000

11,250,000
9,000,000
6,142,500

12-Month
Premium

11,333,614
10,120,791
7,084,554
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Traditional Reinsurance Contracts
2015 January Program Contract 1

2015 January Program Contract 2

2015 January Program Contract 3
2015-2016 January Program Contract 1
2015-2016 January Program Contract 2
2015-2016 January Program Contract 3
2014-2015 January Program Contract 1
2014-2015 January Program Contract 2
2015-2016 April Program Contract 1
2013-2015 April Program Contract 2

2014-2015 April Program Contract 1

2014-2015 April Program Contract 1 ADDL

2014-2016 April Program Contract 1
2014-2016 April Program Contract 2
2012-2015 September Program
2015-2016 June Program

2013-2015 August Program Contract 3
2013-2016 May Program

2013-2015 June Program

2014-2015 August Program Contract 1
2014-2015 August Program Contract 2
2014-2015 August Program Contract 3

Total Traditional Reinsurance Premium

Transformer Reinsurance Contracts
Transformer Contract 2 (2012 - )
Transformer Contract 3 (2012 - 1)
2014-2017 Transformer Contract 1

2014-2017 Transformer Contract 2

Total Transformer Reinsurance Premium

Total Risk-Transfer Program Premium

California Earthquake Authority
2015 Total Premium Risk-Transfer Program

as of June 30, 2015

Contract Period

January 1, 2015 - December 31, 2015
January 1, 2015 - December 31, 2015
January 1, 2015 - December 31, 2015
January 1, 2015 - December 31, 2016
January 1, 2014 - December 31, 2016
January 1, 2014 - December 31, 2016
January 1, 2014 - December 31, 2015
January 1, 2014 - December 31, 2015
April 1, 2015 - March 31, 2016

April 1, 2013 - March 31, 2015

April 1, 2014 - March 31, 2015
October 1, 2014 - March 31, 2015
April 1, 2014 - March 31, 2016

April 1, 2014 - March 31, 2016
September 1, 2012 - August 31, 2015
June 1, 2015 - May 31, 2016

August 1, 2013 - July 31, 2015

May 1, 2013 - April 30, 2016

June 1, 2013 - May 31, 2015

August 1, 2014 - July 31, 2015
August 1, 2014 - July 31, 2015

August 1, 2014 - July 31, 2015

Contract Period

February 7, 2012 - February 13, 2015
August 1, 2012 — August 7, 2015
December 1, 2014 - November 30,2017

December 1, 2014 - November 30,2017

Note: Additional risk-transfer program contracts expected in 2015

2015 Premium
14,197,130
5,797,594
5,999,998
7,117,656
4,846,773
1,349,999
24,982,519
3,225,000
14,062,331
1,126,249
4,796,893
1,877,745
9,744,324
4,593,749
3,800,000
525,000
8,604,167
5,600,000
1,177,083
5,250,000
6,562,500
3,583,125

138,819,835

2015 Premium
2,815,956
11,333,614
10,120,791
7,084,554

31,354,915

170,174,750
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(in $ millions)

$400
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$300
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S0

California Earthquake Authority
Annual Risk-Transfer Premium
December 31, 1997 - December 31, 2004

1997

1998

1999

2000

2001

2002

2003

2004

IPremium

$237

$354

$195

$240

$193

$159

$138

$134

(in S millions)
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(in $ millions)
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California Earthquake Authority
Annual Risk-Transfer Premium
December 31, 2005 -December 31, 2014

2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

lemmm

$131

$167

$174

$185

$195

$222

$201

$223

$213

$194

(in $ millions)
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(in $ millions)

$3,500

$3,000

$2,500

$2,000

$1,500

$1,000

$500

S0

California Earthquake Authority

Annual Risk-Transfer Premium and Limit
December 31, 1997 - December 31, 2004

1997

1998

1999

2000

2001

2002

2003

2004

B Limit

$2,160

$2,509

$2,509

$2,509

$1,971

$1,971

$1,538

$1,500

B Premium

$237

$354

$195

$240

$193

$159

$138

$134

(in $ millions)

Page 21



(in $ millions)

$4,500

$4,000

$3,500

$3,000

$2,500

$2,000

$1,500

$1,000

$500

$0

California Earthquake Authority

Annual Risk-Transfer Premium and Limit
December 31, 2005 - December 31, 2014

2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

M Limit

$1,500

$1,902

$2,478

$2,268

$3,100

$3,123

$3,050

$3,557

$3,215

$4,159

B Premium

$131

$167

$174

$185

$195

$222

$201

$223

$213

$194

(in $ millions)
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Governing Board Memorandum

August 26, 2015
Agenda Item 6: Proposed Selection of New Risk-Transfer Intermediaries

Recommended Action: Approve the selected risk-transfer intermediaries

Background:

The CEA has historically purchased reinsurance from the global marketplace as one
method to transfer its insurance risk to third parties. Currently, the CEA places more than
$4 billion in catastrophe risk-transfer products, including reinsurance.!

Such a large risk-transfer program necessitates selecting quality risk-transfer
intermediary services? to help the CEA find sufficient worldwide risk-transfer capacity
and to assist the CEA in analyzing the global reinsurance market, assess the
creditworthiness of potential reinsurers, and determine and negotiate the lowest possible
price to acquire its risk-transfer capacity.

The Authority’s risk-transfer program is large and complex, and to a great degree the
CEA has used variations of the same highly experienced reinsurance-intermediary team
since 1996. The CEA’s most recent Request for Qualifications (“RFQ”), which is the
subject of today’s presentation to the Governing Board, sought the services of qualified
firms to act in two distinct capacities:

e two reinsurance intermediaries to assist the CEA in purchasing reinsurance and
other risk-transfer contracts from entities that are not Lloyd’s syndicates (called
here the “worldwide intermediaries”), and

e one reinsurance intermediary to assist the CEA in purchasing reinsurance and
risk-transfer contracts from Lloyd’s syndicates (called “Lloyd’s intermediary”).

Analysis:
Competitive Procurement Process—CEA Request for Qualifications

The CEA’s RFQ sought intermediary firms with the experience, skills, and global
presence to reliably place the CEA’s reinsurance program at the most competitive

! The CEA uses several different forms of risk-transfer products, which operate in different ways to provide
the claim-paying capacity that supports the CEA’s insurance operation. One form of risk-transfer is
reinsurance, which may be structured, financed, and provided in various ways. The terms “reinsurance” and
“risk-transfer” may be used here somewhat interchangeably.

2 Intermediaries are entities that solicit, negotiate, or place reinsurance on behalf of a ceding insurer (in this
case, on behalf of the CEA) without having authority or power to bind reinsurance on behalf of that insurer.
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terms, conditions, and rates on line (“ROL”)3, in return for payment by the CEA
of the lowest, most cost-effective intermediary fees. To ensure attracting only the
most qualified candidates, the RFQ required the following information:

= Relevant experience in providing reinsurance intermediary services to
property and casualty insurers, especially with respect to earthquake
catastrophe risk, including earthquake reinsurance placements by both the
proposing firm and by actual personnel proposed to handle the CEA
account.

= Demonstrated ability to assist ceding insurance companies in timely
collecting reinsurance recoveries for catastrophe-loss claims.

= The resources and capability to give reinsurance markets* all necessary
CEA financial analysis to expedite reinsurance placement.

= The ability to place new reinsurance and other risk-transfer products (1) in
a wide variety of domestic and international markets, for the worldwide
intermediaries, and (2) in the London market®, for the Lloyd’s
intermediary.

= Business history and location of each team member proposed to work on
the CEA account. In the case of worldwide intermediaries, the primary
CEA contacts must operate from the United States; for the Lloyd’s
intermediary, the primary CEA contacts must operate in London.

= The ability to evaluate financial soundness of potential reinsurance and
risk-transfer markets. For worldwide intermediaries, the ability applies to
evaluating insurance-linked capital-market participants.
Services: Worldwide intermediaries and Lloyd’s intermediaries
Reinsurance Placement
a. Assist CEA staff in developing reinsurance strategies.
b. Assist and support CEA staff in preparing reinsurance contracts and

legal documentation related to reinsurance contracts. (Currently, most
reinsurance contracts and associated legal documents are prepared by

3 Arate on line or ROL is a percentage derived by dividing reinsurance premium by reinsurance limit. For
example, a $10 million catastrophe cover with a premium of $1 million would have an ROL of 10 percent.

4 Reinsurance “markets” are reinsurance companies or groups of companies.

5 The “London market” and the “Lloyd’s market” are essentially synonymous.
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CEA staff, but intermediaries must be able to assume responsibility for
document preparation on request.)

c. Provide the CEA a reinsurance with information on intended
marketing of CEA reinsurance placements. The marketing activity is
conducted under suitable confidentiality arrangements.

d. The worldwide intermediaries would secure reinsurance on the CEA’s
behalf with traditional reinsurers and “alternative-market” risk-transfer
entities (such as capital-market investors).

e. The Lloyd’s intermediary secures any placement of reinsurance with
Lloyd’s syndicates.

f. Participate in meetings with prospective reinsurers, capital-market
firms, and others, including with CEA staff.

g. Keep the CEA fully informed during planning and placement of a
CEA reinsurance program.

= Administration
Accept reinsurance premiums from the CEA and properly disburse the
premiums to reinsurers, within the terms and time limits provided in the
relevant reinsurance contracts
= Analytics (includes modeling of CEA portfolio) at the direction of the CEA
a. Perform analytics on the CEA portfolio, which includes modeling the
CEA’s business portfolio using (1) one or more commercial models:
AIR, EQECAT, RMS; or (2) the intermediary’s own earthquake-loss
model.

b. Analyze the CEA’s insured portfolio for various, stated purposes.

c. Generate and furnish the CEA analyses of the reinsurance marketplace
and capital markets.

d. Provide continuous financial analysis of reinsurers in the CEA’s risk-
transfer program.

NOTE: The RFQ stated a total payment cap of $5 million per year for all
intermediary firms combined.
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Advertising and Response

The CEA released RFQ #04-15 on June 1, 2015, and immediately published it on the
CEA’s website. In addition, CEA advertised the RFQ for six weeks through insurance
and reinsurance publications (daily emails to subscribers of Carrier Management and
banner ads on the websites of Financial Times and Insurance Insider).

The CEA received four proposals:

e one firm submitted a proposal to act as solely a worldwide intermediary,

e one firm submitted a proposal to act as solely a Lloyd’s intermediary, and

e each of two firms submitted a proposal to act as both a worldwide
intermediary and a Lloyd’s intermediary.

The Selection Process

Evaluation Panel

CEA staff assembled an RFQ-evaluation panel to review and score the proposals. All
panel members are currently directly and continuously involved in CEA’s risk-
transfer program:

Tim Richison — Chief Financial Officer, CEA

Joe Zuber — Senior Counsel, CEA

Tracy Palombo — Risk-Transfer Program Manager, CEA
Andrea Wheeler — Risk-Transfer Analyst, CEA

Scoring

Each panelist evaluated each proposal and assigned scores in four areas, weighted as
follows:

1) Qualifications; Firm Background and History 20 points

2) Work Plan and Methodology 50 points
3) Finalist Presentation 40 points
4) Value offered CEA by Fees Proposed 20 points

A proposal received a score for both worldwide intermediary and Lloyd’s
intermediary if the proposer submitted a response on both positions. Staff calculated
separate scores for the worldwide intermediary and the Lloyd’s intermediary
positions, if the firm submitted a proposal for both.

Selection

Staff determined that hiring two worldwide intermediaries and one Lloyd’s
intermediary is ideal for the new intermediary team.
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The two firms with the highest-ranking intermediary proposal for the worldwide
intermediary and one firm for the Lloyd’s intermediary were selected to be offered an
opportunity to negotiate contract terms.

The two firms selected for the worldwide intermediary position were:

e Guy Carpenter & Company, LLC and
e WillisRe Inc.,

The one firm selected for the Lloyd’s intermediary position was:

e JLTRe.

Guy Carpenter & Company and Willis Re currently work with the CEA reinsurance
program, but JLT Re would be new to the CEA intermediary team.

Staff also determined that hiring an outside reinsurance consultant would benefit
CEA in handling the risk-transfer program. AonBenfield was selected for this role.

Fee Schedule

The total annual compensation for the intermediary team (that is, the intermediaries
and the risk-transfer consultant)—as a flat fee—is proposed at no more than
$3,000,000.

The current fee for intermediary services is $4,800,000.

Conclusion:

The process for selecting the CEA’s new reinsurance-intermediary team was
competitive, open, and fair and resulted in a representative response. Once
contracting is completed, the CEA should realize a reduction in annual intermediary
fees of $1,800,000.

The new team well positions the CEA to access the broadest worldwide risk-transfer
capacity, analyze global reinsurance markets, assess the creditworthiness of potential
reinsurers, and negotiate the lowest possible price for capacity, all in keeping with
statutory guidance on reinsurance purchases.

Recommendation:

1. Consistent with the descriptions of the RFQ and related processes above:
a. Approve awarding to Guy Carpenter & Company, LLC, and Willis Re, Inc.,
the opportunity to negotiate with the CEA for the worldwide intermediary
contract.
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b. Approve awarding to JLT Re the opportunity to nego