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Members of the Governing Board in attendance: 
Mark Ghilarducci, Designee of Governor Gavin Newsom 
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 CEA staff in attendance: 
Glenn Pomeroy, Chief Executive Officer 
Tom Hanzel, Chief Financial Officer & Chief Insurance Ops. Officer 
Charlotte Fadipe, Chief Communications Officer 
Tom Welsh, General Counsel 
Shawna Ackerman, Chief Risk & Actuarial Officer 
Janiele Maffei, Chief Mitigation Officer 
Michael Melavic, Chief Information Officer 
Sonya Berry, Centralized Policy Processing Portfolio Manager  
Laurie Johnson, Enterprise and Strategic Risk Advisor 
Sheri Aguirre, Strategic Initiatives & External Relations 
Shannon McEuen, Governing Board Liaison 
Craig Merry, Cloud Implementation Specialist 
Laura Spahr, Executive Assistant 
Niki Wehling, Senior Creative Services Specialist 

Also present: 
Kapil Bhatia, Raymond James Financial Services 
Michelle Goss, Plante Moran, PLLC 
Dan Van Dreumel, Plante Moran, PLLC 

Preliminary Matters 

1. Meeting call to order.

Chair Ghilarducci opened the meeting at 9:01 a.m.

Ms. McEuen took the roll.  She announced that a quorum was present.

As approved by the CEA Governing Board at its meeting on Monday, October 5, 2020
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2. Consideration and approval of the Minutes of the April 10, 2020 CEA Governing 
Board meeting. 

There were no Board comments or corrections to the Minutes from the April 10, 2020 
Governing Board meeting.  After a call for public comments, and hearing no comment, 
the following motion was made and approved: 

MOTION:  Ms. O’Connor moved to adopt the April 10, 2020 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 CEA’s response to the COVID-19 crisis and 
legislative activities of interest to CEA, and an introduction to the new CEA 
Chief Communications Officer. 

Mr. Pomeroy’s covered a variety of topics of importance to the Governing Board.  First, 
he introduced and welcomed CEA’s new Chief Communications Officer, Charlotte Fadipe. 

Growth – He displayed a chart denoting CEA’s growth in policies over the last five years.  
From 2006 through 2015 the average annual increase was 6,700; from 2016 through 
2019 the annual average jumped to nearly 60,000.  Although CEA decided to scale back 
TV and radio advertising while continuing the social media and digital presence, policies 
nevertheless increased in April by 4,000.  There appears to be a segment of the 
population that wants to protect their home equity in light of the present economic 
uncertainties. 

Cyber Insurance – Mr. Melavic provided the Board with an update on procurement of 
cyber insurance to protect CEA assets.  CEA has entered into an agreement with Aspen 
Specialty Insurance for $25 million in cyber coverage, effective as of May 19.  The 
premium for the policy is just over $380,000 for the coverage year.  CEA will be 
evaluating other options for additional layers of coverage.  CEA staff will annually review 
the adequacy and terms of cyber coverage to ensure that the coverage addresses the 
emergence of new risks. 

Operational Readiness for Events – Mr. Pomeroy reported that on March 16, 2020, CEA 
conducted a full-scale earthquake scenario tabletop exercise to test the status of CEA’s 
post-event response capabilities.  CEA continues to study, test, and improve our post-
event ability to respond to internal and external assessments of CEA’s readiness.   

In addition, Mr. Pomeroy reported that Dr. Laurie Johnson, CEA’s Enterprise and Strategic 
Risk Advisor, has now tested CEA’s business continuity program to discern how CEA 
would do in a COVID scenario with everyone working from home.  Dr. Johnson explained 
that when the pandemic began and staff commenced working remotely, the team had 
mapped over 200 mission-essential functions as part of business continuity.  The project 
was called “We Are All In This Together,” and its goal was to ensure that CEA understood 
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the job responsibilities of each employee, as well as to begin the process of developing 
job aids. In the absence of significant illness within CEA staff, the project pivoted into the 
Earthquake Response Planning Project to test readiness of the staff while working 
remotely. 

Dr. Johnson reported that the business continuity team has in development 
approximately 30 job aids for personnel that are responsible for mission-essential 
functions, and whose functions will be either intensified during an earthquake or are 
entirely post-event functions.  This work is being folding into CEA’s earthquake response 
framework, which is function-based.  CEA has been doing tabletop exercises for different 
functions:  situation assessment, claim operations, communication, finance, logistics, and 
resource support.  In addition, the July 2019 Ridgecrest earthquake was a helpful real-life 
opportunity to assess readiness. 

Mr. Hanzel gave an update on the claims process review.  CEA continues to move 
forward with the twelve recommendations made by the claims consultant in the latter 
part of 2019.  Based on that assessment, CEA is pivoting to a more active approach to 
managing claims. CEA will provide more in-depth policy guidance to participating 
insurers (PIs), as well as continue to ensure claim-handling consistency across all PIs. 

CEA has tasked a cross-functional team with reviewing, prioritizing, and staffing the 
implementation of the recommendations.  This currently involves the following: 

• Review and update of the Response Guidelines – moving toward the ICS-based 
plan. 

• Pushing forward with the enhanced approach to holistic stress testing. 

• Ensuring that communication capabilities are in place for post-event scenarios. 

• Reviewing the claims reimbursement process – ensuring proper quality in all the 
PIs. 

Mitigation & Resiliency – Mr. Pomeroy stated that CEA is being increasingly recognized, 
nationwide as well as worldwide, for being on the leading edge in the drive to achieve 
the benefits of both insurance and mitigation.  He offered the phrase, “Insurance + 
mitigation = resiliency.”   

A decade or so ago, the U.S. Congress established the Federal Insurance Office within the 
U.S. Department of Treasury to give the federal government more of a vision into the 
insurance industry.  This office has an Advisory Panel; last week Mr. Pomeroy had given 
them a presentation on what CEA is doing to close the protection gap that exists 
between the amount of catastrophic loss after an event versus the amount of insurance 
that is in place.  Mr. Pomeroy had spoken to the panel about HR 5494, which would 
eliminate the federal tax penalty associated with state-funded grants for mitigation.  A 
bipartisan group of Congresspeople from five states are now cosponsors.  Because of the 
impact of COVID, there has been no substantial movement on the bill, but CEA remains 
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in touch with Committee staff.  Congressman Thompson, the prime sponsor, believes the 
bill has a chance of getting action this year. 

Diversity, Inclusion & Belonging at CEA – During weekly meetings, CEA staff has been 
discussing how to support diversity and inclusion to create a more just society.  One 
result has been the creation of an Internal Advisory Committee (the Diversity, Inclusion 
and Belonging Advisory Council, or DIBAC) whose mission is to identify specific, 
actionable ways that CEA can implement beneficial change, both internally and 
externally.  At the next Board meeting staff will report on the DIBAC’s ideas and actions. 

Focus on Mission – Throughout the COVID crisis, the mantra of employees at CEA has 
been that we are all in this together; we support each other and must remain focused on 
CEA’s mission and obligation to its more than 1.1 million policyholders in California. 

Questions and Comments 

Mr. Wood asked about CEA significant growth and asked whether there been an effort to 
examine how major earthquake events affect growth. He also requested a follow-up of 
Ms. Fadipe’s analysis of the effectiveness of CEA’s historical advertising activities.  Mr. 
Pomeroy responded that the 2017 numbers were conceivably driven by the earthquake 
in Mexico, Hurricane Harvey, and Hurricane Irma.  Again in 2019, the Ridgecrest 
earthquake caused a spike.  Numbers were levelling off this year until the COVID 
pandemic began.  CEA is trying to understand these spikes, and will share its analysis 
with the Board. 

Mr. Martinez welcomed Ms. Fadipe and thanked Mr. Pomeroy for creating the DIBAC.  
Regarding the claims process review update, Mr. Martinez inquired about the timeline 
for implementation of the recommendations. Mr. Hanzel replied that implementing the 
recommendations solely internal to CEA would be completed during the second half of 
the year, with most completed by early Fall.  Other recommendations involve working 
with external parties, like the 25 PIs, and thus implementation will stretch into 2021 and 
beyond.  CEA may need additional resources for some of the recommendations and may 
request some budget augmentation to accelerate the timeline. 

4. Mr. Pomeroy will seek Board approval to permit CEA to contract to hire Chief 
Catastrophe Response and Resiliency Officer. 

Mr. Pomeroy gave a high-level overview of the claims-paying process for earthquakes. 

1. After an earthquake, a homeowner files a claim to the PI.   

2. The PI sends an adjuster to adjust the claims pursuant to CEA claims-paying 
guidelines. 

3. The PI seeks reimbursement from CEA. 

4. CEA reimburses eligible claims. 
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For wildfire claims arising from fires caused by any of the three investor-owned Electrical 
Utility Companies (IOU) covered by the Wildfire Fund, the process is a little different and 
more complicated. 

1. Wildfire survivors initially submit their claims to their first-party insurance 
company. However, if a survivor or claimant is uninsured, the claim is 
submitted to IOU that caused the fire. 

2. All claims are adjusted and paid, either by the first-party insurer or by the 
IOU. 

3. The first-party insurers then seek reimbursement for their paid losses from 
the fire to the IOU, through subrogation claims. 

4. The IOU negotiates settlements with the insurers on their subrogation claims, 
generally at a discount. 

5. After the IOU has paid more than $1 billion of claims during a wildfire season, 
the excess claims are submitted to CEA, as Administrator of the Wildfire Fund. 

6. CEA will then implement its own statutory review of the reasonableness of the 
claim settlements, and will use Wildfire Fund assets to reimburses IOUs for 
eligible claims. 

7. Subsequently, if IOU is found by the CPUC to have failed to act prudently in 
the management of its infrastructure, the IOU may be required to reimburse 
the Wildfire Fund some or all of the IOU’s draws on the Wildfire Fund. 

CEA has reached a point where executive-level claims leadership is needed for all of this 
complex claims activity.  CEA is recommending to the Board the creation of a new 
executive team position – the Catastrophe Response & Resiliency Officer (CCRRO).  This 
position will oversee both the earthquake and the wildfire claims and resiliency 
processes.  The officer would also become CEA’s Post-Event Response Incident Manager. 

The CCRRO’s duties will also include broad resiliency initiatives, and will lead an effort to 
collaborate with the insurance and reinsurance industries on means to become better 
prepared, individually and collectively, to respond to a massive earthquake. 

The candidate for the CCRRO that CEA is presenting is Dr. Laurie Johnson.  Dr. Johnson 
has a breadth of experience with 30 years as an Urban Planner specializing in Disaster 
Recovery and Catastrophe Risk Management; she has been a strategic and risk 
management consultant to CEA for the last several years.  Initially she will be able to 
work 70% time at CEA (with a correspondingly lower compensation rate). 

The recommended action is to authorize CEA to contract to create the CCRRO position 
pursuant to the Board’s express authority under Insurance Code section 10089.7 
subdivisions (c)(1), (g) and (h), and to employ Dr. Johnson in the capacity of CEA’s 
CCRRO.  
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Questions and Comments 

Mr. Wood asked for an estimate of the time involved once a claimant successfully files.  
Mr. Pomeroy answered that it depends on the size and scope of the event – how quickly 
adjusters can get in, how overwhelmed the company’s processes are, and so forth.  After 
the Ridgecrest event, claims were mostly settled by the end of the year.  It takes months 
to move through the process; if a claim is contested, it can take years.  CEA does 
everything it can to ensure that claims are administered as quickly as possible.  Mr. 
Hanzel added that in a moderate event, 60-70% of claims are handled and closed within 
six to nine months after the event.  As the event grows in magnitude, the time may 
extend into years and multiple years, especially if coverage lawsuits are filed. 

Mr. Martinez expressed support for the proposal.  He requested to be informed at a 
future Board meeting about additional staff or resources that may be needed to ensure 
the success of this position.  He also gave support for Dr. Johnson as the candidate for 
this position. 

Chair Ghilarducci commented on the need to communicate a transparent and equitable 
set of employment flexibility policies that affords a similar opportunity employees work 
outside of CEA, provided that work is within allowable guidelines set by CEA policy, such 
as the Statement of Incompatible Activities.  The Chair noted that Dr. Johnson has been 
brough sophistication and enrichment to CEA during the last several years. In the 
process of moving Dr. Johnson from a consulting capacity to an executive employee 
position, CEA is moving in the right direction, but CEA needs to ensure that all 
employees are aware of available of the policies that allow an employee to negotiate 
flexibility in their time commitment, with corresponding compensation adjustments.  Mr. 
Martinez agreed with the Chair.  

After a call for public comments, and hearing no comment, the following motion was 
made and approved: 

MOTION:  Mr. Martinez moved to approve the creation of the Chief Catastrophe 
Response and Resiliency Officer position; and to authorize CEA to contract with 
Dr. Laurie Johnson to fill that position; and to create and communicate an 
organization-wide CEA policy on outside work.  Ms. O’Connor seconded.   

Mr. Wood asked whether, with 70% of Dr. Johnson’s time allotted to CEA, she could 
make CEA a priority in time of a major disaster.  Mr. Pomeroy affirmed that part of the 
proposed agreement is a provision requiring Dr. Johnson devote 100% of her time post-
event to CEA. 

VOTE:  Motion carried unanimously with a vote of three ayes. 

Mr. Pomeroy stated that CEA will examine existing conflict of interest and incompatible 
activities policies, make any changes that may be necessary, and ensure that all 
employees are aware of those policies. 
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5. Chief Financial Officer & Chief Insurance Operations Officer Tom Hanzel will 
present to the Board the quarterly CEA financial report. 

Mr. Hanzel first spoke about how the COVID pandemic has impacted CEA.  On the 
negative side: 

• There has been a material impact to interest rates earned by CEA on its 
investments – six months ago CEA was reinvesting assets at almost 2%, but now 
CEA is reinvesting at around .2%.  CEA will see a resulting decrease in investment 
income in the coming months and years.  The US Federal Reserve Bank’s 
comments on June 10, 2020, indicated that these low interest rates are expected 
to continue through 2022. 

• Risk transfer pricing and limit also could be negatively affected. 

On the positive side: 

• Travel by CEA staff has declined, resulting in cost savings. 

• Homeowners are de-risking their assets and deciding to purchase CEA policies. 

Mr. Hanzel referred to a 5-Year History chart.  He pointed out that Premiums Written are 
down about a half percent, while the policy count is up almost 6%.  Most of the decline 
in the premiums is the result of CEA’s Rate & Form Filing approved by the Board several 
years ago with new rates going into effect on July 1, 2019. Beginning on July 1, 2020, 
there will be a modest increase in premium income year-on-year. 

Net Premiums Earned is down, driven by CEA’s largest area of spend – risk transfer costs. 
Those costs are up by about 10% year-on-year. 

Investment Income is flat, but investment yield is declining, as noted.  One year ago, 
CEA’s investment yield was 1.8%, but has now dropped to 1.74%.  Yield will continue to 
decline as investments mature, and cash proceeds are reinvested in lower yielding 
investments. 

CEA’s aggregate claim-paying capacity continues to be above the one-in-400-year return 
period benchmark required by CEA’s rating agencies.  Given CEA’s exposure growth, 
maintaining that level required CEA to add approximately $800 million of additional 
claim-paying capacity year-on-year.  Some capacity came through buying more risk 
transfer (traditional reinsurance and capital markets transactions), while some added 
capacity came through growth of CEA’s available capital from earnings and unrealized 
gain in CEA portfolio, and from bond proceeds from CEA’s issuance of revenue bonds 
earlier in 2020. 

Mr. Hanzel displayed a chart to show the growth in the amount of direct premium CEA 
spends on risk transfer.  In 2016, CEA purchased about $4.5 billion in risk transfer. In 
2020, the figure is about $8.5 billion. This is driven by Californians embracing CEA’s 
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coverage and the purchasing of more CEA policies, as well as growth in underlying 
exposure from, for example, inflation in the cost of home rebuilding. 

Risk transfer premium as a percentage of direct premium also continues to increase: 
about 30% in 2016 to about 50% in 2020.  CEA enjoyed about two years of relief from 
this trend when the Legislature solidified the $1 billion layer of claim-paying capacity 
that is backed by the authority to impose policyholder surcharge to support post-event 
borrowing to pay claims. 

Mr. Hanzel also noted the underlying strength of CEA’s risk transfer program, in that the 
program is well-established, with well over 100 reinsurers and capital market providers 
participating and supporting CEA’s needs.  CEA has enhanced the program over the past 
years by staggering renewals across the entire calendar year, rather than very large 
renewal periods at one or two times in a year, which strains these markets.  California 
earthquake risk is generally attractive to the risk transfer markets, because it is a 
diversifying class of risk for reinsurers and investors. 

Challenges to the risk transfer program include the continued need for increased limit 
due to growth, and price hardening – the need for additional price that the reinsurers 
and other transfer partners are seeking from CEA, which impacts CEA’s costs. CEA 
continues to work with all of its risk transfer brokers and partners to adjust to this 
changing market, in the hopes of mitigating future premium rate increases for CEA 
policyholders, but such increases may be actuarially and statutorily required before too 
long. 

Mr. Hanzel also addressed CEA’s operations budget.  The actual spend in the first three 
months of 2020 is in line with, but slightly below budget:  if CEA were on budget it would 
have spent 25% of budgeted expenses; but actual spend is just 23.2% of budget for that 
period.  CEA continues to monitor its budget closely. He pointed out the statutory cap of 
6% of premium income, noting that CEA is in compliance with that cap and is only 
budgeted to spend 4.5% of premium income. In sum, CEA’s actual expenditures are 
within the 2020 Insurance Services Budget.  Certain line items are slightly above, as a 
matter of timing. The capital markets expense budget has a small amount of overspend 
related to the cost of the revenue bond issuance.  Risk transfer costs are also slightly 
higher than expected due to CEA’s requirement to buy more risk transfer to 
accommodate exposure growth. 

Operating expenditures in the Mitigation Budget are a little below budget, coming in at 
22.5% of the annual budget for the first three months, while overall expenditures are up; 
this is driven by a timing issue of the CRMP contribution. 

Mr. Hanzel stated that CEA is also closely monitoring the spend of the Wildfire Fund, 
which is subject to separate oversight by the California Catastrophe Response Council. 

In his capacity as Chief Insurance Operations Officer, Mr. Hanzel also reported on CEA’s 
annual claims conference.  This year the event was hosted virtually on June 9, 2020, due 



 
CEA Governing Board Meeting – Minutes  Page 9 of 20 
Thursday, June 11, 2020 
 
 

to the COVID pandemic.  The event was very well attended by the PIs and third party 
claims administrators, and had an effective agenda that included new guidelines from 
CEA-ATC on identifying, evaluating, and repairing earthquake damage to homes. 

With respect to CEA’s policy growth during the first quarter of this year, three Southern 
California counties drove that growth.  San Diego County alone accounted for 46% of the 
growth.   

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

Mr. Hanzel displayed the statute requesting that CEA approve a mandatory set-aside of a 
portion of investment earnings every year to fund mitigation activities.  If all 
requirements are met, the funds are to be moved to the Loss Mitigation Fund.   

Last June the Governing Board had approved the amount of $5 million to be set aside 
for mitigation expenses.  The amount does not impact CEA’s actuarial soundness, as 
verified by CEA’s Chief Risk and Actuarial Officer. 

Staff seeks Board approval to set-aside $5 million for the Loss Mitigation Fund this year.  
The investment yield is probably going to drive down this investment income over future 
years, but this year, the $5 million maximum was achieved.  CEA has the ability to use 
those funds to mitigate more homes to protect them from damage in earthquakes. 

Mr. Hanzel presented the staff recommendation for the Governing Board to authorize a 
2020 set-aside of $5 million for CEA Loss Mitigation Fund. 

Questions and Comments 

Mr. Martinez commented that going forward, it would be good for the Board to 
take a fresh look at the statute and the $5 million amount, and strategically ask if 
there is a continued need for retrofitted homes in California, whether the 
maximum set-aside amount is appropriate, or could it be more without 
compromising CEA’s ability to pay claims.  If the Board were to decide the 
amount should be higher, it would require a statutory amendment.  Mr. Martinez 
noted that the set-aside threshold of $5 million has been in place since 1995.  
After a call for public comments, and hearing no comment, the following motion 
was made and approved: 

MOTION:  Mr. Martinez moved to authorize the set-aside of $5,000,000 for CEA 
Loss Mitigation Fund.  Ms. O’Connor seconded.   

Chair Ghilarducci asked if, based upon the complexities as things have changed, there is 
value in considering an increase in the set-aside amount to be able to do enhanced 
hazard mitigation efforts.  Given the increased number of policyholders, this may be an 
opportunity to broaden mitigation efforts.  Mr. Pomeroy confirmed the need to consider 
looking into the policy of 5% or $5 million, whichever is less.  The statute was designed 
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to enforce CEA’s commitment of putting money back into the public, for the good of the 
State.  The Board can certainly consider going to the Legislature and increasing that 
percentage, but keep in mind that this would be asking CEA policyholders to pay more 
into a fund to retrofit non-CEA policyholder homes.  The grants CEA provides are 
available for all Californians, not just CEA policyholders.  The Earthquake Brace + Bolt 
program needs more funding, and CEA is grateful when FEMA grants are made available.  
CEA has explored other sources for funding, but it is difficult.  Fair questions are whether 
the amount should be increased and whether CEA policyholders should pay more to 
increase those funds.  Staff will consider this and come back to the Board. 

VOTE:  Motion carried unanimously. 

7. Mr. Hanzel will seek Board approval for revisions to CEA’s Guidelines for 
Securing Risk Transfer. 

Mr. Hanzel began with some background.  The Guidelines have been in place since 1999.  
They set the standards for CEA to determine which reinsurers will be eligible to 
participate in the reinsurance program and the dollar amounts of the line CEA might 
accept from a reinsurer.   

The Guidelines have been set up so that they can be modified; the last time this was 
done was March 2017.  Modifications happen when CEA changes, the broader risk 
transfer market changes, or something else happens to cause a revision.  Currently CEA is 
experiencing such a time, so staff is bringing four requests to update the Guidelines. 

Mr. Hanzel outlined the four revision requests. 

• Expand the Alternative Risk Transfer Subgroup into a broader Risk Transfer 
Advisory (RTA) Committee.  The Chief Risk and Actuarial Officer would be a 
fulltime member.  Certain other staff members would be assigned to that 
committee, and outside experts would supplement if needed. 

The committee would help with formulating, overseeing, and approving all CEA 
risk transfer strategies and tactics.  It would convene approximately every quarter.  
It would operate through a consensus and communicate with the Board on how 
to move forward with risk transfer purchases. 

• The current Guideline has a minimum surplus requirement of $150 million, which 
CEA would like to shift to $250 million.  There are currently two tables in the 
Guidelines, one for $150 of $300 million surplus, and one for $300 million and 
greater of surplus.  By revising the new floor to $250, CEA’s goal is to blend the 
reinsurers that might fit between $250 and $300 into the upper table. 

• The rating agencies are a large part of how CEA looks at its reinsurance partners, 
and CEA has tables for looking at the three primary rating agencies.  CEA takes 
the highest of those to help set the maximum line by any single reinsurer.  
Occasionally there is a rating agency that has a different view of a credit of one of 
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our reinsurers; CEA considers it an outlier and was asking that the RTA 
Committee be given some discretion to look to and another rating as 
appropriate. 

• CEA seeks to remove the limitation on conducting business with expatriate 
companies.  About 20 years ago, some reinsurers moved offshore to take 
advantage of tax havens.  However, in 2017 Congress passed the Base Erosion 
and Anti-Abuse Tax (BEAT) which effectively closed that loophole, rendering the 
way reinsurance companies utilized offshore quota share agreements to an 
uneconomic level.  Since the driver has now been removed and the taxes are 
being paid fully by all these counterparties, it is time to remove that limitation. 

Staff gave the recommendation that the Board approve the revised Guidelines for 
Securing Risk Transfer: Traditional Reinsurance and Alternative Risk Transfer. 

Questions and Comments 

Mr. Martinez shared written comments, noting that “…Insurance Commissioner Lara 
strongly opposes decisions made by U.S. companies to evade their U.S. tax 
responsibilities and not pay their fair share, especially during this COVID-19 pandemic 
and with record nationwide unemployment.”  Mr. Martinez appreciated being informed 
of the BEAT tax, and also thanked CEA for having numerous conversations regarding the 
proposed revisions to the Guidelines.  He asked that the proposed RTA Committee 
continually and proactively give the Board updates on their plans and decisions.  He also 
asked that CEA continue its high standard of communication with the Insurance 
Commissioner about its risk transfer program.  Mr. Martinez asked, as the 2017-2019 
Strategic Plan comes to a close, that the Board partner with CEA executive team to 
consider creating a new Strategic Plan that looks at challenges on the horizon including 
policyholder growth, risks for capacity and reinsurance rates, and premium pricing for 
CEA policyholders balanced with commensurate measures for control of costs, among 
other strategic considerations.  If the Board is open to this, Mr. Martinez would be open 
to contracting with an independent third party to help with this important strategic 
planning endeavor.  He notes that CEA is at a pivotal time in this organization’s history, 
and with the addition of the California Wildfire Fund at CEA, Mr. Martinez believed this to 
be an opportune time to reassess and refresh the organization’s strategic direction in 
order to be able to protect CEA policyholders, current and future. 

Mr. Pomeroy agreed that CEA Strategic Plan is in need of a fresh look.  Because 
of staff challenges in bandwidth, CEA will indeed engage some outside help for 
the development of a new strategic plan.  Mr. Pomeroy stated that staff would 
come back to the Board in the fall with a proposal to bring on a consultant to 
help with this process.  After a call for public comments, and hearing no 
comment, the following motion was made and approved:  
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MOTION:  Mr. Martinez moved to accept the staff recommendation for revisions   
to the Guidelines for Securing Risk Transfer: Traditional Reinsurance and 
Alternative Risk Transfer.  Ms. O’Connor seconded.  Motion passed unanimously. 

8. Kapil Bhatia, Managing Director of Public Finance for Raymond James & 
Associates, Inc. – CEA’s independent financial advisor – will present to the 
Board the annual report on the state of the economy. 

Mr. Kapil Bhatia stated that this report was very different from prior years:  economic 
conditions are very uncertain and economic projections at this point are very hard to 
forecast.  The current recession is not an economic recession, but more of a global health 
crisis. 

U.S. Economic Overview 

Since the middle of March, more than 40 million Americans have filed for 
unemployment, even after the addition of 2.5 million jobs in May.  The unemployment 
rate increased from 5% in February to 14.7% in April, before coming down marginally to 
13.3% in May.  It is going to take a very long time to get back to where we were in early 
2020. 

The U.S. Federal Reserve has reduced its Federal Funds target rate to 0%-0.25% after two 
large rate cuts in March.  They are all in with the stimulus program to keep economic 
growth and financial markets from collapsing. 

The current federal balance sheet is at $7.2 trillion, as compared to $4.2 trillion on 
December 31, 2019.  Congress has passed a number of stimulus bills with more to come 
over the next 60-90 days. 

The second quarter U.S. GDP is expected to decline by 8-10%; we expect nothing to 
change in the second quarter.  U.S. GDP was 21.7 trillion in December 2019; we expect it 
to decrease by 10% over the next 12 months before starting its recovery in the second 
half of 2021.  We expect the GDP at the end of 2021 to be very similar to where we 
ended in 2019, effectively making 2020 and 2021 loss years in terms of economic 
growth. 

Financial Market Overview 

Treasury rates are down to almost record low levels.  The Treasury curve has steepened 
as the Fed is trying to manage the short-term leads; however, they are not really 
managing the long-term yield yet.  Mr. Bhatia did not believe the Fed is going to go to 
the negative interest rate.  They may introduce yield curve control, effectively managing 
the five and ten year yield, so that Congress can pass more stimulus bills without the 
Treasury going into deficit. 

As economic conditions worsened with the spread of the pandemic, a large number of 
companies were issuing debt to build corporate reserves and liquidity.  Mr. Bhatia 



 
CEA Governing Board Meeting – Minutes  Page 13 of 20 
Thursday, June 11, 2020 
 
 

expects 2020 corporate issuance to be at a record amount of over $1.8 trillion, or 10% 
above the record issuance in 2017. 

U.S. equity markets are almost back to December 2019 levels, primarily due to Fed 
support through various programs.  Mr. Bhatia expects equity markets to stay range-
bound at plus/minus 5-10% of current levels.  It is a reflection of the stimulus packages 
being offered by the Fed and Congress to maintain the economic growth and stability of 
the financial market. 

Low interest rates are a global phenomenon.  Central banks have never come out of the 
financial crisis of 2008.  Some of the European countries have negative interest rates and 
are not expected to come out of them anytime soon.  The ECB target rate is 0.00%; 
however, the rate is negative in some special circumstances. 

CEA Investment Portfolio 

CEA portfolio is very stable, generating strong returns.  It is all fixed income.  Portfolio 
income return over the last 12 months is approximately 2%, and total return is 
approximately 4.6%.  Actions taken by the Board allowed CEA to lock in some of the 
higher interest rates in 2016 and 2017.  That is keeping CEA income return and total 
return at significantly higher levels compared to where we were in 2015 and 2016. 

Returns are expected to come down because of the Fed rate cut earlier.  $2.8 billion of 
the portfolio will mature over the next 12 months, and an additional $1.3 billion will 
mature over the next 1-2 years.  That will suddenly bring the income returns down as we 
have to reinvest our portfolio at a lower interest rate. 

Mr. Bhatia displayed a graph showing how the effective duration has declined each 
month as a function of time; while the investment yield had been largely moving up, the 
trend line during the last three months has reversed.  CEA investment income in 2019 is 
probably going to come down significantly in 2020.  To manage that as the market 
condition is changing, we are proactively evaluating CEA’s investment policy. 

Regarding CEA’s investment policy:  we do not expect interest rates to change until 2022, 
and we will adjust our investment policy to reflect our improved capital structure.  We 
are looking at changes to the Primary Fund and Claim-Paying Fund portfolio, and how to 
increase the duration without adding any additional credit risk.  We expect to increase 
the Primary Fund duration from 3 years to 5 years, and 3 years to 6 years for the Claims-
Paying Fund.  We will add marginal exposure by including federal agency corporate and 
supra-nationals as allowable securities.  This is consistent with Government Code section 
16430, which applies to CEA’s investments.  We are preparing an economic and financial 
analysis and plan to bring the proposed revised investment policy for Board review at a 
subsequent meeting. 
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Risk Transfer Market 

Mr. Bhatia summarized where we are in the global risk transfer market.  Over the last 10 
years, insured losses have averaged $75 billion with a high of $140 billion in 2011 and a 
low of $39 billion in 2015.  However, recently things have changed.  In general, the risk 
transfer markets continue to harden, mostly for the prime rate perils like hurricane and 
flood.  Lloyd’s predicts that the COVID pandemic will cost the non-life insurance and 
reinsurance industry approximately $200 billion in insured and investment losses, making 
the COVID pandemic the largest single loss event ever experienced by the global market.  
That is going to lead to further hardening of the market, especially for the prime rate 
perils. 

Mr. Bhatia gave the following conclusions. 

• Conditions in the labor market have significantly worsened and will take 2-3 years 
to recover, as skill set mismatch and structural deficiency continue to worsen. 

• U.S. interest and global rates are expected to remain low for the next couple of 
years, as is global economic growth. 

• CEA’s investment portfolio is stable and generating above market return as 
interest rates have significantly decreased. 

• We continue to evaluate and optimize our investment policy to reflect the 
strength of our capital structure and to update for market conditions.  We hope 
to come back in the next couple of months to present our thought process for 
changing the investment policy without adding any significant credit risk but 
adjusting for the market. 

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

Mr. Hanzel noted that the California Wildfire Fund had been added as a component 
within the CEA audit, accounted for as a separately managed fund. The audit team had 
to build financial statements and embed them within CEA financials. 

He stated that the audit was complete with all the statements presenting fairly, in all 
material respects, the financial position of CEA, in conformity with accounting principals 
generally accepted in the U.S. 

Ms. Michelle Goss of Plante Moran began the presentation. 

Audit Process Revisited 

The financial statements are presented in accordance with accounting principles 
generally accepted in the U.S. (required by the Governmental Accounting Standards 
Board). 
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Ms. Goss gave the audit timeline.  Because of the COVID pandemic, the entire audit was 
conducted remotely.  Via use of Microsoft Teams, CEA accounting team uploaded the 
required documentation to Plante Moran’s secure Sharepoint site portal.  The two sides 
held various phone calls throughout the process. 

Required Communications Under AU 260 

As required under the audit standard AU 260, Ms. Goss stated the following. 

• Planned Scope and Timing of Audit.  There were no changes to the initial plan 
that had been communicated on March 2, 2020, with the exception of moving to 
the remote environment. 

• Significant Accounting Policies.  These were described within Note 1 of the 
financial statements.   

There were no changes to the policies with the exception of the adoption of 
GASB 84, Fiduciary Activities, which establishes accounting and financial reporting 
for fiduciary activities of any state and local government; this applies to the 
California Wildfire Fund. 

There were no significant transactions that have been recognized in a different 
period from when the transactions occurred. 

• Sensitive Accounting Estimates.  There were none within CEA financial 
statements. 

• Disclosures.  All were considered neutral, consistent, and clear with the 
accounting standards. 

For subsequent events, CEA had issued Series 2020A revenue bonds totaling 
$400 million in March 2020. 

There was also a disclosure regarding the uncertainty of the COVID impact and 
how it could have an adverse effect on CEA’s business operations. 

The auditors identified two items during the planning process of the audit related to the 
significant risks of material misstatement:  the investment valuation and reinsurance. 

The auditors identified three areas of potential fraud risk:  

• Revenue recognition.  The auditors review journal entries for any anomalies; they 
perform completeness and cutoff of CEA policies in force; they recalculate 
premiums earned per day; they look at the unearned balance of CEA premium 
liability as of December 31, 2019.  They also factor in any expired and canceled 
policies that took place within 2019.  They also confirm a sample of premiums 
receivable on December 31 to verify existence and completion.  They look at a 
cash received analysis in which they reconcile the total amount of cash received 
in relation to the change in premiums receivable, tying revenue to what is 
reflected within CEA financial statements. 
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• Management override.  The auditors look at journal entries and review them for 
anything unusual or unexpected, as well as unusual patterns or amounts.  They 
also look at seldom-used accounts. 

• Online banking.  The auditors test a sample of ACH and wire transfers to verify 
the initiator, reviewer, and approver, and they look for documentation regarding 
why the transfer took place. 

The audit process was summarized as follows: 

• There were no difficulties in performing the audit. 

• The auditors had no disagreements with management. 

• They did not identify any audit adjustments. 

• They had no uncorrected misstatements. 

• They did not identify any material weaknesses in internal controls. 

• There were no significant findings or issues with the exception of discussing the 
implementation of GASB 84 with management. 

• Plante Moran received a signed representation letter from CEA management 
dated June 2, 2020. 

• They did not have any management consultations with other independent 
accountants. 

• They did not identify any fraud or illegal acts as part of their audit procedures 
that were performed. 

Regarding Plante Moran’s audit opinions: 

• They are issuing an unmodified “clean” opinion on the audited financial 
statements of CEA. 

• Financial statements are the responsibility of management; CEA hired Plante 
Moran to render an opinion on those financial statements. 

• Plante Moran conducted the audit in accordance with the auditing standards 
generally accepted in the U.S. 

Cost Allocation Methodology – California Wildfire Fund 

Under the cost allocation methodology for the California Wildfire Fund: 

• All direct costs incurred by the Wildfire Fund are 100% charged to that fund. 

• All other general and administrative costs are allocated between the two funds 
based on the following. 

o Compensation:  time documented by employees on timesheets. 
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o At the end of the month, an allocation is performed based on actual time 
incurred for those employees to the Wildfire Fund in relation to time 
spent working on other CEA activities. 

The auditor found that the methodology used on the Allocation Spreadsheet as of 
December 31, 2019 appears reasonable.  It establishes a basis for allocating the direct 
and indirect costs of the Wildfire Fund, based on an appropriate share of the effective 
cost. 

Questions and Comments 

Mr. Martinez asked if there were other aspects of CEA’s administration of the Wildfire 
Fund that Plante Moran looked at that they found to be unacceptable.  Ms. Goss 
responded that CEA is more than equipped and able, and has the right policies and 
procedures in place, to ensure that the Wildfire Fund assets are not comingled with 
Earthquake Authority Fund assets.  The assets are properly safeguarded and have the 
right segregation of duties in place related to each of the two funds. 

Ms. Goss added that as part of the audit procedures of the Wildfire Fund, the auditors 
confirmed all the cash and investment balances.  They looked at the cash receipts from 
the utility companies and verified them into their respective bank statements.  Ms. Goss 
expressed confidence that CEA is able to handle this and has the right policies and 
procedures in place moving forward. 

10. Chief Risk and Actuarial Officer Shawna Ackerman will deliver a quarterly 
report to the Board on CEA enterprise-risk-management-program. 

Ms. Ackerman reported that staff has moved IT Systems and Data Security to a status of 
green, reflecting the fact that CEA has obtained cyber insurance. 

Looking through the priority risks in the context of the COVID pandemic, CEA’s view is 
essentially unchanged from the past report with one exception:  the residential 
mitigation programs.  Some of the limitations on access to building departments and 
construction have eased.  While the program continues to operate successfully in a tele-
working environment, a planning effort is underway on how to come back to 801K when 
staff can return to the office safely and in a manner compliant with all government 
regulations. 

At the end of May, CEA formally established a Risk and Compliance Committee.  The 
goal is to promote a culture of compliance, elevate its importance throughout the 
enterprise, and hold the company and employees accountable.  Their first steps are to 
perform a complete review of current CEA compliance-related policies.  The Compliance 
Committee will look at existing policies regarding employees’ work outside CEA, and 
supplement the policies as needed to align with the Board’s direction provided earlier in 
Agenda Item 4. 
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11. Chief Information Officer Michael Melavic will provide a status report on the 
purchase agreement with Microsoft for Azure cloud data hosting and related IT 
services. 

Mr. Melavic stated that since 2016, as CEA has put more and more functionality onto the 
Microsoft Azure platform, and the costs have correspondingly increased.  This effort has 
followed a normal trajectory. 

CEA’s costs are based on usage of data storage and functionality.  For 2020, CEA 
anticipates a spend on Azure services of just over $1.2 million.  Staff has broken down 
the costs per-day, and CEA is improving its ability to project future costs and elements of 
usage are impacting costs.   

50% of the total costs are for core IT services, including network and database 
functionality.  The Centralized Policy Processing program (CPP) also uses a large amount 
of data hosting capacity.  CEA also uses the Azure platform for other programs, such as 
Earthquake Brace + Bolt, the website’s Premium Calculator, and CEA’s Geographical 
Information Systems (GIS) that is required to support premium rating and post-event 
operations. 

Insure – Matters Related to CEA’s Insurance Business 
 
12. CPP Portfolio Manager Sonya Berry will provide a status report on CEA’s 

Centralized Policy Processing program (CPP). 

Ms. Sonya Berry, CEA’s Centralized Policy Processing Portfolio Manager, reported that 
the CPP team continues to work with three PIs on onboarding their book of earthquake 
insurance policies onto the CPP platform.  She described the ongoing CPP activities. 

• Toggle’s implementation is slightly behind schedule, as key resources within 
Toggle were pulled away to work on internal projects related to the COVID 
outbreak.  CEA’s final two Toggle tasks are expected to wrap up by early July.  
The date for going live is projected for later this summer.  Once the Toggle 
project is complete, the number of PIs utilizing CPP will increase to 10. 

• Farmers and CEA have agreed to a second quarter 2021 go-live of CPP.  They 
expect to have their contracts wrapped up in approximately four weeks. 

• State Farm continues to review the CPP contract.  However, no definitive go-live 
date has been agreed to yet with State Farm and CEA. 

CPP uses ticketing software to intake requests from PIs who require assistance with data 
submissions, file errors, requests for enhancements, and other technical and business 
needs.  The old ticketing software, Desk.com, was retired earlier this year, and the team 
took the opportunity to implement a new, more robust ticketing platform.  They 
successfully launched the new ticketing software, ServiceNow, in mid-May.  The software 
has automatic workflows; the ability for PIs to submit and monitor their tickets; standard 



 
CEA Governing Board Meeting – Minutes  Page 19 of 20 
Thursday, June 11, 2020 
 
 

and ad-hoc reporting capabilities; and metrics for monitoring and measuring 
productivity, balancing workloads, and ensuring turnaround times. Ms. Berry showed 
samples of standard reports available in the ServiceNow dashboard. 

Since the launch, the team has received very positive feedback from the first group of 
PIs.  The team will continue to roll out ServiceNow to all 25 PIs over the course of six to 
eight weeks.  During that time they will monitor opportunities to increase productivity 
with automation and improved metrics. 

There are no changes to the CPP budget and they are on track as of March 31. 

 

Mitigate – Matters Related to CEA’s Mitigation & Research Missions 
13. Chief Mitigation Officer Janiele Maffei will update the Board on developments 

in CEA mitigation programs (CRMP Earthquake Brace + Bolt and CEA Brace + 
Bolt) and CEA Research Program. 

Ms. Maffei showed a graphic of steps and gaps a homeowner encounters while 
progressing from risk to resilience.  It showed the various products, tools, and services 
CEA provides, from information about hazards to earthquake insurance. 

Some of the top CEA research programs are as follows. 

• UCERF 3:  the USCGS maps that CEA uses for rates and design of buildings.  CEA 
has partially funded it through the years and continues to look for business 
opportunities to invest in that hazard. 

• Plan sets developed under FEMA P-1100 are going through model code 
development. 

• The QuakeGrade™ process is available online for homeowners interested in 
understanding how their house might perform in an earthquake. 

• The final results of CEA/PEER Project are being finished up; Ms. Maffei will 
address this at the September meeting. 

• Earthquake Brace + Bolt. 

• Financial protection. 

• A contract and engineer directory on Earthquake Brace + Bolt, and an inspector 
directory on CEA website. 

• A premium calculator that shows savings resulting from the homeowner retrofit 
discount. 

A product that was rolled out this week is the updated General and Engineering 
Guidelines on damage repair and assessment. 
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The three current funding sources for the Earthquake Brace + Bolt program are CEA Loss 
Mitigation Fund, FEMA Hazard Mitigation Grant Program funding, and CEA Brace + Bolt. 

CEA Brace + Bolt is closing in on 11,000 grants.  CEA has spent just under $33 million in 
grant funding; Ms. Maffei estimated that $21 million of that came from the Loss 
Mitigation Fund. 

 

CONCLUSION 
 
14. 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. 

15. 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 11:19 a.m.  They reconvened at 12:59 p.m., 
reporting that no final actions were taken in closed session. 

16. Adjournment. 

MOTION:  Ms. O’Connor motioned to adjourn the meeting.   

Mr. Martinez adjourned the meeting at 1:05 p.m. 

 


