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CALIFORNIA
EARTHQUAKE
AUTHORITY™

THE STRENGTH

TO REBUILD"®

Date of Notice: Friday, September 25, 2020

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

DATE:

TIME:

conduct a teleconference meeting. Pursuant to California Insurance Code §10089.7(l), the Bagley-
Keene Open Meeting Act applies generally to meetings of the Governing Board, and the meeting
is open to the public—public participation, comments, and questions will be welcome for each
agenda item. Pursuant to Insurance Code §10089.55, please take further notice that this meeting
relates to the business of earthquake insurance conducted by CEA.

Pursuant to Governor Newsom'’s Executive Order N-29-20, issued March 17, 2020, certain
provisions of the Bagley-Keene Open Meeting Act are suspended or waived during the declared
State of Emergency in response to the COVID-19 pandemic. Consistent with the Executive Order,
in order to promote and maximize social distancing and public health and safety, this meeting will
be conducted by teleconference only. None of the locations from which Governing Board members
will participate will be open to the public. All members of the public shall have the right to observe
the meeting and offer comment at this public meeting as described in this Notice.

Monday, October 5, 2020
1:00 p.m.

TELECONFERENCE ACCESS:*

Dial-in Number: 1 (669) 900-6833
Enter Meeting ID: 846 4848 3908 #

Public Participation: The telephone lines of members of the public who dialinto
the meeting to observe and comment will initially be muted to prevent background
noise from inadvertently disrupting the meeting. Phone lines will be unmuted
during all portions of the meeting that are appropriate for public comment to allow
members of the public to comment. Please see additional instructions below
regarding Public Participation Procedures.

* CEA is not responsible for unforeseen technical difficulties that may occur in the audio feed.
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PUBLIC PARTICIPATION PROCEDURES: All members of the public shall have the right to listen to the
meeting and offer comment at this public meeting. The member of the Governing Board acting as
Chair of the meeting will indicate when a portion of the meeting is to be open for public comment.
Any member of the public wishing to comment must press *9 on their phone. Pressing *9 will
notify the call moderator that you wish to comment, and you will be placed in line to comment in
the order in which requests are received by the moderator. When it is your turn to comment, the
moderator will unmute your line and announce your opportunity to comment by referencing the
last 4 digits of your phone number. The Chair of the meeting reserve the right to limit the time for
comment. Members of the public should be prepared to complete their comments within
approximately 3 minutes, but more or less time may be allotted by the Chair.

ACCESSIBILITY FOR DISABLED PERSONS: Persons who, due to a disability, need assistance in order to
participate in this meeting should, prior to the meeting, contact CEA’s ADA Coordinator either by
phone by dialing (916) 661-5400, or by e-mail addressed to EEO@calquake.com and
CEABoardLiaison@calquake.com. TTY/TDD and Speech to-Speech users may dial 7-1-1 for the
California Relay Service to submit comments on an agenda item or to request special
accommodations for persons with disabilities. 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 CEA prepares for its Board meetings.
Please contact Susan Johnson by telephone, toll free, at (877) 797-4300 or by email at
CEABoardLiaison@calquake.com. We would appreciate hearing from you at least five days before
the meeting date to best allow us to meet your needs.

AGENDA

Preliminary Matters

1. Call to order and member roll call:

Governor

Treasurer

Insurance Commissioner

Speaker of the Assembly

Chair of the Senate Rules Committee

Establishment of a quorum
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CEA Enterprise - Executive and Operations Reports

2. 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, which
will include a short discussion with Congressman Mike Thompson (Representing California’s 5%
Congressional District - Santa Rosa, Napa and surrounding communities) regarding the current
status of HR 5494: The Catastrophe Loss Mitigation and Tax Parity Act of 2019.

3. Closed Session. The Board will move into closed session to discuss personnel matters, as
permitted by California Government Code section 11126, subdivision (a).

4. Consideration and approval of the minutes of the June 11, 2020, CEA GoverningBoard
meeting.

5. Consent Calendar Items. Mr. Pomeroy will seek Board approval of all of the following items on the
Consent Calendar, as set forth in the meeting materials:

e Annual Renewal of CEA’s Executive Risk Insurance Policy
e Approval of Revisions to CEA Claims Manual

6. Chief Administrative Officer, Jim Lombard, assisted by General Counsel Tom Welsh, will seek Board
adoption of a resolution authorizing CEA to implement a comprehensive, multi-year Workforce
Optimization Plan.

7. Mr. Pomeroy will seek Board approval to retain a consulting firm to guide and assist CEA with
developing a new, multi-year Strategic Plan to replace CEA’s existing Strategic Plan.

8. Mr. Lombard, assisted by Chief Information Officer, Mike Melavic, will seek Board approval to retain
a consulting firm to conduct a full evaluation of CEA’s information technology environment,
including its data and information systems, and information security infrastructure.

9. Chief Financial Officer & Chief Insurance Officer, Tom Hanzel, will present to the Board the quarterly
CEA financial report.

10. Mr. Hanzel will propose for Board approval mid-year revisions to the 2020 CEA budget, which will
take into account a budget augmentation.

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

12. Agent and Community Liaison Lynda Foster will provide an update on CEA's Diversity, Inclusion,
Belonging Advisory Council (DIBAC).

Insure — Matters Related to CEA’s Insurance Business

13. Chief Catastrophe Response and Resiliency Officer Laurie Johnson will present an update on CEA's
Catastrophe Response and Resiliency efforts.

14. CPP Portfolio Manager, Ms. Sonya Berry, will provide a status report on CEA's
Centralized Policy Processing program (CPP).

Mitigate — Matters Related to CEA’'s Mitigation & Research Missions

15. Chief Mitigation Officer Janiele Maffei will update the Board on developments in the CEA
mitigation programs (CRMP Earthquake Brace+Bolt, and CEA Brace+Bolt) and the CEA Research
Program.
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CONCLUSION

16. 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.

17. Adjournment.

For further information about this notice or its contents:

General Information:

Susan Johnson, Acting Board Liaison
(916) 661-5586 (Direct)

Toll free: (877) 797-4300

Legal Information:

Tom Welsh, General Counsel
(916) 661-5527 (Direct)

Toll free: (877) 797-4300
twelsh@calguake.com

Media Contact:

Sarah Sol, Media Relations Manager
(916) 661-5502 (Direct)
ssol@calquake.com

To view this Notice on the CEA website, to access meeting materials, or to learn
more about CEA, please visit www.EarthquakeAuthority.com.
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CALIFORNIA
EARTHQUAKE
AUTHORITY™

THE STRENGTH

TO REBUILD"®

Governing Board Memorandum

05 October 2020
Agenda Item 2: 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,
which will include among other things, a report on CEA's response to the COVID-19
crisis, and legislative activities of interest to CEA. The Governing Board will be joined by
U.S. Congressman Mike Thompson (Representing California’s 5th Congressional District
- Santa Rosa, Napa and surrounding communities) for a discussion on the current status
of HR 5494: The Catastrophe Loss Mitigation and Tax Parity Act of 2019.
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CALIFORNIA
EARTHQUAKE
AUTHORITY™

THE STRENGTH

TO REBUILD"®

Governing Board Memorandum

05 October 2020

Agenda Item 3: Closed Session on Personnel Matters

Recommended Action: Non action item

This item has been pulled from the Agenda, and the Board will not move into Closed
Session
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CALIFORNIA
EARTHQUAKE
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TO REBUILD"®

Governing Board Memorandum

05 October 2020
Agenda Item 4: Meeting minutes

Recommended Action: Approve meeting minutes

Review/approve minutes of the June 11, 2020 meeting of the CEA Governing Board.
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CALIFORNIA EARTHQUAKE AUTHORITY
GOVERNING BOARD MEETING
MINUTES

Thursday, June 11, 2020

Location: California Earthquake Authority
Teleconference Meeting Pursuant to Governor Newsom'’s
Executive Order N-29-20, issued March 17, 2020

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 Toni 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.



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 (Pls), as well as continue to ensure claim-handling consistency across all Pls.

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

e Review and update of the Response Guidelines — moving toward the ICS-based
plan.

e Pushing forward with the enhanced approach to holistic stress testing.
e Ensuring that communication capabilities are in place for post-event scenarios.

e Reviewing the claims reimbursement process — ensuring proper quality in all the
Pls.

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 Pls, 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 Pl sends an adjuster to adjust the claims pursuant to CEA claims-paying
guidelines.

3. The Pl 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 |OUs 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:

e 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.

e Risk transfer pricing and limit also could be negatively affected.
On the positive side:
e Travel by CEA staff has declined, resulting in cost savings.
e 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
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to the COVID pandemic. The event was very well attended by the Pls 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.

e 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.

e 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.

e 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.

e 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 2077-2019
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:

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




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
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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.

e 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.

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

e 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:

e 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 Pls on onboarding their book of earthquake
insurance policies onto the CPP platform. She described the ongoing CPP activities.

e 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 Pls utilizing CPP will increase to 10.

e 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.

e 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 Pls 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 Pls to submit and monitor their tickets; standard
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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
Pls. The team will continue to roll out ServiceNow to all 25 Pls 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.

e 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.

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

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

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

e Earthquake Brace + Bolt.
e Financial protection.

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

e 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.

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




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.
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Governing Board Memorandum

05 October 2020
Agenda Item 5: Consent Calendar Items

Recommended Action: Approve Consent Calendar Items

Introduction:

In order to make the conduct of Governing Board meetings more efficient, Board
members have requested that CEA introduce a “Consent Calendar” to allow the Board to
quickly and efficiently approve routine matters that require Board approval but that
typically do not require or warrant discussion by the Board before taking action. This is a
routine process for public bodies like the Governing Board. In implementing this
requested process, CEA staff will endeavor to only place routine, non-controversial items
on the Consent Calendar.

CEA has placed the following two routine matters for approval on Consent:

A. Approval of Annual Renewal of CEA's Executive Risk Insurance Policy

Summary: For many years, CEA has procured, in the ordinary course of business,
an Executive Risk Insurance policy (akin to D&O Insurance in the private sector)
to provide coverage to CEA in the event of claims against Board Members and
CEA employees related to CEA's business. This coverage has been procured
without requiring Board approval because it is a routine operating expense that
has not historically exceeded the Board’'s pre-approved spending limit of
$100,000 per year. While the 2020-21 policy is renewal coverage, for the first
time the annual premium has risen slightly above $100,000 (to just over
$103,000) thus necessitating the renewal be approved and ratified by the Board.

B. Approval of Revisions to CEA’s Claim Manual

Summary: CEA is periodically required to make certain technical amendment
to its Claim Manual to incorporate recently approved changes to CEA’s policy
form, and to incorporate new claim administration standards, and to submit the
revisions to CDI for regulatory approval.
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Consent Calendar Process:

CEA has prepared the normal materials supporting action on each of these items —
Governing Board Memoranda supporting staff's recommended action, together with any
necessary attachments or supporting documents.

At the meeting, the Chair may ask for a motion approving all items on the Consent
Calendar and the staff recommendations therein. Upon a motion, and after calling for
public comment on the Consent Calendar, the Board may proceed to vote on the motion
to approve the items on the Consent Calendar.

Any Board Member may request that an item be pulled from the Consent Calendar for
full Board discussions or to address questions to staff, at which point that item would be
acted on separately.

Attachments:

The following documents are attached for matters on the Consent Calendar:

A. Annual Renewal of CEA's Executive Risk Insurance Policy:

Governing Board Memorandum recommending approval and ratification of
routine annual renewal of CEA’s Executive Risk Insurance Policy

B. Approval of Revisions to CEA Claims Manual:

Governing Board Memorandum recommending approval of amendments to
CEA Claim Manual and submission of same to CDI for regulatory approval, and:
Attachment 1—Proposed revised Claim Manual (marked to show changes)

Attachment 2—Proposed revised Claim Manual (clean copy)

Recommendation:

CEA staff recommends that the Governing Board approve each of the items of the
Consent Calendar for this meeting, and that staff take any actions specified in the
materials related to such Consent Calendar items.
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Governing Board Memorandum

05 October 2020

Agenda Item 5-A: Approval of Annual Renewal of CEA Executive Risk Insurance
Policy
Recommended Action: Approve and Ratify Annual Renewal of CEA Executive Risk

Insurance Policy

Introduction:

In the ordinary course of managing various operational and business risks, CEA routinely
buys commercial insurance policies to cover losses and liabilities that can occur in the
operation of any business. CEA staff has annually procured, among other commercial
policies, an Executive Risk Insurance Policy (akin to a Directors & Officers and Employment
Practices Liability (EPL) policy for a private sector company) that provides coverage in the
event any Board members or employees are subjected to claims arising from the conduct
of CEA's business. This coverage protects CEA’s assets from being depleted in defending
or otherwise addressing such covered claims. Absent third-party insurance, those costs
would be paid from CEA assets.

In the course of recently renewing the Executive Risk policy, the annual premium on the
policy for the first time has exceeded the $100,000 preapproved annual, single item
spending limit that CEA has operated under for more than 20 years, thus requiring that
the matter be submitted to the Board for approval and ratification. The annual premium
for the current policy year, plus taxes and fees, is $103,470.96. The year-on-year increase
for this policy is approximately 17%. That increase was driven both by general market
changes in the insurance industry, several coverage enhancements recommended by
CEA's broker, Willis Towers Watson, the growth of CEA’s business, and the additional
operational risks created by CEA’'s assumption of duties as the Administrator of the
California Wildfire Fund.

At the same time, CEA also renewed its Fidelity Bond, for a premium of $23,961.

Governing Board Meeting—05 October 2020 Page 1 of 2
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Analysis:

CEA has long obtained traditional insurance coverages to protect CEA assets from
depletion by unforeseen risks, such as claims against Board members or employees
arising from business operations or employment practices. While CEA's sound operations
have historically not produced significant claims of this nature, prudent risk management
dictates obtaining and renewing these coverages in the ordinary course of business.

CEA's prior year's policy expired on August 31, 2020, which was between CEA's regularly
scheduled Board meetings. Given that the premium only exceeded the $100,000 pre-
approved spending limit by modest amount, and to avoid a lapse in coverage, CEA
renewed the coverage subject to Board approval and ratification. The renewal ensured
both uninterrupted insurance coverage, and also allowed CEA to capture certain coverage
enhancements negotiated by its broker.

Recommendation:

CEA staff recommends that the Governing Board approve and ratify the renewal of
CEA's Executive Risk (D&O and EPL) insurance policy as negotiated and bound by CEA
with the advice and assistance of CEA’'s commercial insurance broker.
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Governing Board Memorandum

05 October 2020
Agenda Item 5-B: Proposed revisions to CEA Claim Manual
Recommended Action: Approve revisions to CEA Claim Manual, instruct staff to

submit the revised Claim Manual to the Insurance
Commissioner for review and approval

Introduction:

CEA staff seeks the Governing Board's approval to make minor revisions to the CEA
Claim Manual and to submit the Claim Manual to the Insurance Commissioner for
review and approval by the California Department of Insurance (“CDI").

Analysis:

The revisions to the Claim Manual include updated reference to the revised CEA
insurance policy form edition dates (CDI-approved for use incepting July 2020 and
thereafter), removal of reference to the CUREE Guidelines in favor of the recently-
published and updated CEA-EDA Guidelines (Earthquake Damage Assessment and
Repair Guidelines for Residential Wood-Frame Buildings) that replaced the CUREE
Guidelines, and a new template for a specific type of claim denial to improve
consistency in how CEA's participating insurers communicate with CEA’s and the
participating insurers’ joint customers. There are a number of additional minor changes
for purposes of consistency and clarity in wording, grammar, punctuation, and the like.

Staff has made changes to the CEA Claim Manual to provide guidance to CEA
participating insurers (and their adjusters who handle CEA earthquake claims) as to
implementation of these changes.

Governing Board Meeting—05 October 2020 Page 1 of 2
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Attachments:

The following documents are attached to this memorandum:

Attachment A-1 Proposed revised Claim Manual (with changes indicated)
Attachment A-2 Proposed revised Claim Manual (clean copy)

Recommendation:

CEA staff recommends that the Governing Board approve the proposed revisions to the
CEA Claim Manual and instruct staff to submit the proposed revised Claim Manual to
the Insurance Commissioner for regulatory review and approval.

Governing Board Meeting—05 October 2020 Page 2 of 2
AGENDA ITEM 5-B: Approval of Revisions to Claim Manual
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CLAIM MANUAL
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APPROVED BY THE INSURANCE COMMISSIONER, 0X/0X/20XX
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Attachment A-1
INTRODUCTION

The purpose of this Manual is to assist claim representatives and claim managers in
evaluating and supervising California Earthquake Authority (“CEA” or “Authority”)
earthquake insurance claims.

The CEA is committed to assuring all of its claims are handled in a fair, timely, and
consistent manner. To further its commitment, the CEA audits and reinspects claims to
make sure they are properly investigated and appropriate procedures have been followed.

The CEA requires the Participating Insurer, its claim representatives and other employees, and
all other personnel the Participating Insurer may retain in connection with its CEA business, to
conform strictly to all laws and regulations that govern the adjusting of earthquake insurance
claims in California. Nothing in this Claim Manual is intended to change the requirements placed
on insurers and their claim representatives by the California Insurance Code, other applicable
California Codes, applicable regulations, or any settled interpretation of any applicable law or
regulation presented in authoritative case decisions. If a process or procedure directed or
provided for in this Manual appears to conflict with any applicable California Insurance (or
other) Code section or regulation, or with settled interpretations of applicable law, the
Participating Insurer is to conform strictly to the statute, regulation, or authoritative case law.

This Manual does not create coverage when none is provided by the CEA insurance policy in
force at the time of the loss. If there are any conflicts or inconsistencies between this Claim
Manual and the language of the CEA insurance policy, the CEA insurance policy language will
take precedence.

THE ROLE OF THE PARTICIPATING INSURANCE COMPANY

When an earthquake results in a claim against a CEA policy sold by a Participating Insurer
(“PI”), a claim representative for that insurer handles the claim. The CEA reimburses the
Participating Insurer for the indemnity dollars paid plus a loss adjustment fee.

Every Participating Insurer has executed an Insurer Participation Agreement, which describes
that insurer’s relationship with the CEA. The Agreements are the same for every CEA

Participating Insurer, and the Agreement states the Insurer is the CEA’s “agent” for purposes of
performing CEA-related duties.

Acting as a claim-adjusting agent for the CEA, the Participating Insurer and its employees and
contractors are responsible for investigating and adjusting claims made under CEA policies.
Article I, Section 3.2, of the Insurer Participation Agreement reads, in part: “The Participating
Insurer may perform Authority services on behalf of the Authority in any reasonable manner that
is in compliance with the statutory, regulatory, and case law regarding claims handling practices;

provided, however, where the Authority has promulgated specific procedures to govern its /{Deleted: July

operations, the Participating Insurer shall conform its practices to those procedures.” /[ Deleted: §
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Participating Insurers and their representatives should handle all CEA claims in an expeditious
and thorough manner, with the same care and diligence they use in handling their own, non-CEA
business.

99 99 ¢

The terms “representative,” “claim representative,” “adjuster,” and “claim adjuster” are used
interchangeably in this document and refer to the person handling the claim on behalf of the
Participating Insurer, directly or indirectly.

When considering or adjusting a CEA claim, it is important to understand, as a general
consideration, CEA policies may differ in approach or coverage from the coverages under a
residential policy, which claim representatives may be more accustomed to seeing. For that
reason, the CEA policy providing earthquake coverage for a claim by a CEA policyholder should
be carefully reviewed and fully understood.
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Attachment A-1

A. GENERAL CEA CLAIMS INFORMATION

1.

CEA Claim Director — Duties and Responsibilities
The CEA has a Claim Director whose duties include:

a) Maintaining and communicating CEA procedures for handling CEA claims;
b) Ensuring the claim data sent from PIs to the CEA is accurate;

c) Following up for accurate reserves;

d) Approving claim reimbursement payment requests from Pls;

e) Answering claims-related questions from Pls;

f) Assisting Participating Insurers with earthquake claims training;

g) Monitoring Participating Insurers’ earthquake claims response procedures;

h) Traveling to the site of the earthquake as needed;

i) Chairing the CEA Claims Coverage Committee regarding policy and coverage

interpretations (See section A10, page 19); and _{ Deleted: 20

j) Initiating and coordinating reinspections and claim file reviews after an earthquake
(See section A12, page 22).

Participating Insurer Claim Liaison — Duties and Responsibilities

Each Participating Insurer must designate a CEA Claim Liaison (and a backup) to work
closely with the CEA Claim Director in coordinating all activities before and after an
earthquake. The individual selected should be a property-claim professional, with the
requisite knowledge and the authority within the Participating Insurer to resolve CEA
claims and claim issues in a timely manner.

The PI CEA Claim Liaison will be the primary contact point for CEA-claims
communication between the CEA and the PI.

The CEA can be contacted at ceaclaims@calquake.com, 916.661.5586, or toll free at
877.797.4300.

Following are the requirements, duties, and responsibilities of a PI’s CEA Claim Liaison:

a) California Earthquake Claims Accreditation. A CEA Claim Liaison must be
California Earthquake Claims accredited. The earthquake accreditation process is
described in the California Code of Regulations, Title 10, Chapter 5, Subchapter
7.5.1 - Insurance Adjuster Training for Evaluating Earthquake Damage. Those
regulations may be reviewed at:
https://govt.westlaw.com/calregs/Browse/Home/California/CaliforniaCodeofRegulat

ions?guid=IC89C3E10D49211DEBC02831C6D6C108E&originationContext=docu
menttoc&transitionType=Default&contextData=(sc.Default)

/{Deleted: July

///{ Deleted:
b) CEA Claim Manual. A CEA Claim Liaison must be familiar with the CEA Claim // | Formatted: Centered
Manual (available on the CEA website www.EarthquakeAuthority.com.) ///{ Deleted:

//;/ //[ Formatted: Font: 11 pt

U

August 01, 2020 edition California Earthquake Authority — Claim Manual, Page 7 of 88 4//%




d)

e)

g)
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Attachment A-1

CEA Insurance Policies and Coverage. CEA Claim Liaisons must understand CEA
insurance policies and how policy coverages function. Online CEA-coverage
training is available on the CEA website at: www.EarthquakeAuthority.com.

CEA Policy Deductibles. CEA Claim Liaisons must understand how to calculate
CEA insurance-policy deductibles. CEA recommends training on the CEA policy-
deductible calculation by practicing using the CEA’s online CEA Deductible
Calculator, an Excel worksheet found on the adjuster page of the CEA website.
(NOTE: A copy of the deductible calculation, made using this Excel deductible
calculator, must be placed in every CEA claim file containing the documentary
evidence of how the adjuster scoped and estimated earthquake damage and adjusted
the CEA claim.)

Reserves. Reporting claim reserves accurately is imperative, to permit the CEA to
calculate its total, potential claim-payout. Participating Insurers must report all new
CEA earthquake claims to the CEA, whether or not the Participating Insurer expects
the claim to exceed the deductible. If the claim is expected to be under the
deductible, it should be reported with a “zero dollars” reserve (or the lowest reserve
amount allowed by the Participating Insurer’s claim system).

Payment Authority. A CEA Claim Liaison has full authority to pay a CEA
earthquake claim up to the CEA policy limit. The CEA Claim Director is available
for consultation.

arthquake Damage Assessment and Repair for Residential Wood-Frame Buildings. _—{  Deleted: CUREE Guidelines.

Following an earthquake, each Participating Insurer and its claim personnel must be
familiar with, and have a plan for the appropriate use of, the General and
Engineering Guidelines for the Assessment and Repair of Earthquake Damage in

Residential Woodframe Buildings, published by the Applied Technology Council. — /{ Deleted: Consortium of Universities for Research in

The document is available at http://www.ATCouncil.org. Earthquake Engincering ("CUREE).
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Engineers. Participating Insurers must prepare and keep updated an approved list of
engineers that can be used after an earthquake. Engineers used to assist in evaluating

Engineering Guidelines, including Chapter 8: guidance on what to include in an ) + Deleted: 47C

CEA ecarthquake claims must be professionally familiar with and use the CEA-EDA, //[ Deleted: CUREE
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Independent adjusting companies. If needed, Participating Insurers should secure \{ Deleted: Guidelines
necessary claim-adjusting companies with catastrophe-claim expertise and assure \{ Deleted: 9
any independent adjusters handling CEA claims are California Earthquake Claims
accredited.
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k) Daily reporting requirements. Some earthquake events may require a certain period
of interim manual reporting immediately following an event, until data and systems
are in-sync. In these cases, the CEA will request that the CEA Claim Liaison report
daily claim numbers to the CEA by email sent to ceaclaims@calquake.com. (The
CEA estimates the usual duration of the interim reporting at 15 days.) The CEA
requires the following information be reported at the end of each working day:

Date of the report;

Name of Participating Insurer;

Name of contact person at Participating Insurer (email and phone number);
Total number of claims, and the status of each (open or closed), received from
the earthquake (the total number of claims, not a tally by coverage);

Of the total number of claims, the number closed;

6. The current total dollar amount of all open reserves; and

7. The current total dollar amount of all paid CEA claims, to date.

bl S

[}

1) Attend annual CEA claim-manager conference. Annual training is offered to all
CEA Claim Liaisons and includes training on CEA policies and claim procedures, as
well as other pertinent CEA-related topics.

m) Annual CEA claim-response plan (cat plan). CEA Claim Liaisons must complete an
annual claim-response questionnaire at year-end.

Duties of a CEA Claim Liaison

CEA Claim Liaisons must know when to consult with the CEA. Serving legally as
agents for the CEA under the terms of the uniform Insurer Participation Agreement,
Participating Insurers are responsible for investigating and adjusting claims made under
CEA policies in a fair, prompt, and consistent manner.

There are, however, matters that must be referred to the CEA, including: /

i. Any legal action filed on a CEA claim; any notice or knowledge of any legal
action_ against the CEA, or against a Participating Insurer on a CEA claim; and
any legal action where the name California Earthquake Authority or CEA
appears. A Participating Insurer must immediately notify the CEA Claim Director if
that Participating Insurer obtains any formal or informal notice or knowledge of the
initiation of any legal actions described in the heading of this paragraph, whether or
not formally served on the Participating Insurer. In such cases, the Participating

\

\

Deleted: <#>Claims where the damages are not covered by
the earthquake policy in force. When an insured attempts to
make a claim under a CEA earthquake insurance policy, and a
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covered by a CEA policy in force, the Participating Insurer must
inform the policyholder in writing that the claim is being
denied, and the letter must quote the policy provision(s) on
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a copy (by email) of the denial letter to the CEA’s Claim
Director for review, and approval as to form, before sending the
letter to the insured. (See Section E23, page 72, for more
guidance on denial letters, and see Attachment 6 for sample
language.)y
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CEA-related matter, the Participating Insurer must immediately provide a copy of
the Department of Insurance complaint and any supporting or related documentation

to the CEA’s Claim Director, and follow up with a telephone call to 916.661.5586 to __—{ Deleted: 7101

ensure the documentation was received. The Participating Insurer may provide the
appropriate response to the CDI without the CEA’s prior approval of the response,
but the Participating Insurer must send the CEA’s Claim Director a copy of the
response that was sent to the policyholder and the CDI. Until the complaint or other
issue brought to the CDI’s attention is finally resolved, the Participating Insurer must
provide to the CEA’s Claim Director by email a copy of all complaint-related
correspondence to or from the CDI.

iii. Taking claims to appraisal or Department of Insurance mediation.
Participating Insurers must:

a. consult with the CEA and obtain the CEA’s prior approval before demanding
appraisal or mediation (including mediation under the CDI’s earthquake-
claim-mediation program); and

b. provide the CEA with all details of the claim made, settlement demands and
offers, and the reasoning for any position taken by the Participating Insurer.

iv. Examination Under Qath (EUO). Participating Insurers must notify and consult
with the CEA, and obtain the CEA’s prior approval, before giving notice to an
insured that the Participating Insurer wishes to take his or her EUO. The
Participating Insurer must provide the CEA with the details of the claim, any
settlement demands, and the reasons why the Participating Insurer believes an EUO

would be appropriate. In the event an EUO is set, it must be handled in accordance __—{ Deleted: examination under oath

with California Insurance Code section 2071.1.

3. Adjuster Training Requirements

Consistent claim handling by its Participating Insurers is a top priority of the CEA and
must be a top priority of each Participating Insurer. Participating Insurers are responsible
for ensuring their employed claim representatives, and any and all independent adjusters
that they hire or contract with, are properly trained to handle residential earthquake
insurance claims in California.

Except in limited situations, the CEA does not specify the claim-handling forms a _—{ Deleted: The
Participating Insurer must use. Each Participating Insurer may use any appropriate - Deleted:
property claim-handling form or forms, including, as appropriate, those consistent with “~{_ Deleted: company

the forms that it uses for its own non-earthquake property claims.

Notwithstanding the foregoing, to the extent the CEA has provided specific forms to be

used on CEA claims for certain situations, including the under-deductible denial letter

and the Full Denial letter, addressed in section E23, page 71, those must be used in the /{De'e“‘“ July
form directed by the CEA. // /{ Deleted: |
. . . . . . . // /{ Formatted: Centered
This Claim Manual is a resource to train claim representatives on the handling of CEA ///// { Deleted:
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a) Training on the CEA Policy
Not less frequently than every three years, and in any case within one year after the
approval by the Insurance Commissioner of any revised version of this Claim
Manual, Participating Insurers must provide detailed training on CEA policy
coverages and limits to their claim representatives who will be handling claims for
the CEA. Participating Insurers must also require those claim representatives to

complete the online training offered by the CEA before those claim representatives _{  Deleted: they
may handle any CEA claim; that online training is available on the CEA website at _{  Deleted: the
www.earthquakeauthority.com.
. S /[ Formatted: Font: Bold, Font color: Auto
b) Fair Claims Settlement Practices Regulations: Training " Formatted: Indent: Left: 0"
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It is the responsibility of each Participating Insurer to assure its employed or
hired/contracted claim representatives, including any independent claim
representatives, are trained on the California Fair Claims Settlement Practices
regulations (California Code of Regulations, Title 10, Chapter 5, Subchapter 7.5) (the
“Fair Claims Regulations™). Any conflict between a provision of this CEA Claim
Manual and any of those regulations must be resolved through strict compliance with
the regulation.

The CEA requires that Participating Insurers follow the time and notice provisions set
forth in Section 2695.7 of the Fair Claims Regulations.

Each Participating Insurer must strictly follow all requirements of Section 2695.3 of _—{ Dpeleted: Al

the Fair Claims Regulations (File and Record Documentation). The CEA does not " Deleted: under

maintain a physical file for individual claims; each Participating Insurer must - \[ Deleted: ) must be followed by each Participating Insurer.

maintain a physical or electronic claim file required for compliance with Section
2695.3 of the Fair Claims Regulations

All requirements of Sections 2695.4 and 2695.5 of the Fair Claims Regulations _—{ Deleted: under

(Representation of Policy Provisions; Benefits and Duties upon Receipt of
Communications) are the responsibility of the Participating Insurer. Should the CEA
receive any written or oral inquiry referring to an alleged violation of Section 2695.5
(a), such as a Department of Insurance complaint, it will forward any such inquiry to
the Participating Insurer for any needed response. The Participating Insurer must
provide the CEA with a copy of all such responses, to the attention of the CEA Claim
Director.

Fair Claims Regulations Section 2695.6 requires annual certification of written claim-
handling standards and training of all claim representatives used by the Participating
Insurer; all persons who handle CEA claims are covered by the certification

requirement. The CEA will regard the Participating Insurer’s claim-related /{Deleted: July
Certifications as its own; the earning and provision of the Annual Certifications are /[ Deleted:
required to be delivered each year, no later than February 1%, to the CEA and are ///{ Formatted: Centered
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In order to meet the requirements of the Fair Claims Regulations, Participating
Insurers are to note in the claim file and in their computerized claim systems each
instance where a claim or coverage is declined in whole or in part.

The complete California Department of Insurance Regulations can be viewed online
at http://www.insurance.ca.gov/0250-insurers/0500-legal-info/0200-regulations/

D { Formatted: Normal, Indent: Left: 0", First line: 0"

¢) Insurance Adjuster Training for Evaluating Earthquake Damage

The CEA requires each Participating Insurer that handles CEA claims fo comply with //[ Deleted: complies

the California Department of Insurance regulations that set forth standards governing
the training of insurance adjusters in evaluating damage caused by earthquakes and
the procedures for reporting unaccredited adjusting.

These regulations can be found in the California Code of Regulations, Title 10.
Chapter 5, Subchapter 7.5.1 Insurance Adjuster Training for Evaluating Earthquake
Damage.

d) Unique Issues when Handling Earthquake Damage — Earthquake Damage //[ Deleted: CUREE

Assessment and Repair Guidelines

Participating Insurers are encouraged to use the Earthquake Damage Assessment and //[ Deleted: CUREE

Repair Guidelines - Volume One General Guidelines (http:/www.ATCouncil.org) as ///[ Deleted: EDA-02
a source of training material that can be used to train claim representatives on the "~ Deleted: curcedocs
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unique issues in evaluating earthquake damage to residential structures. Some
examples of information available:

1. Where to get and how to use an earthquake-shaking-intensity map — ShakeMap. *"*"*‘{ Formatted: Indent: Left: 0.75", Hanging: 0.31", Space
After: 12 pt

2. When evaluating a structure, what to look for, where to look, and when to call an
engineer. The document also offers suggested repair guidelines.

3. What a complete engineer’s report should include.

4. Glossary and acronyms/abbreviations of common earthquake-related technical —<«~—— { Formatted: Indent: Hanging: 0.31"

terms.
4. Types of CEA Policies

The CEA offers earthquake insurance for qualifying residential properties located in the

State of California. The CEA offers several earthquake insurance products: Deleted: 01-2019 edition
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a) Basic Earthquake Insurance Policy — Homeowners — Form BEQ-3B (2020 4 [ Deleted: these

revision) (form applicable to new and renewal business incepting July 1, 2020

/
and thereafter) / | Deleted: suly

/
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This policy insures owners of dwellings (site-built homes), manufactured homes, and ~ / |/ Formatted: Centered
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Attachment A-1

. Dwelling: The limit of insurance for Coverage A: Dwelling and Coverage B:
Extensions to Dwelling have a combined single limit (CSL) in the CEA policy,
as listed on the policy’s Declarations page (BEQ-3B DP (01-2019 edition)) that
is the same as the Coverage A limit of insurance listed on the Declarations page
of the Participating Insurer's companion homeowner/fire policy.

Dwelling deductible options are 5%, 10%, 15%, 20%, or 25% of the CSL.

. Coverage C: Personal Property limits are selected by the policyholder in one of
the following amounts:

$5,000, $25,000, $50,000, $75,000 $100,000, $150,000, or $200,000

Losses under the Personal Property coverage may be paid only when the
dwelling deductible has been met.

. Coverage D: Loss of Use limits are selected by the policyholder in one of the
following amounts:

$1,500, $10,000, $15,000, $25,000, $50,000, $75,000, or $100,000
Coverage D: Loss of Use does not have a deductible.

. Optional Coverage for Exterior Masonry Veneer (CEA 03A (01/2016)): This
endorsement, which may be selected at the policyholder’s option for an
additional premium, deletes the policy exclusion for exterior masonry veneer and
provides coverage for exterior masonry veneer in an amount up to the Coverage
A & B CSL stated on the Declarations page. NOTE: This optional coverage is
not available for manufactured homes or mobilehomes.

. Optional Coverage for Breakables (CEA 04A (01/2016)): This endorsement,
which may be selected at the policyholder’s option for an additional premium.
deletes the policy exclusion for breakable items and provides coverage for
breakable items up to the Coverage C: Personal Property limit of insurance stated
on the Declarations page.

. The policy includes $10,000 of Building Code Upgrade coverage as additional
insurance to the Coverage A & B CSL. For an additional premium, Building
Code Upgrade coverage may be increased from $10,000 to either $20,000 or
$30,000 for dwellings (site-built homes), manufactured homes, and
mobilehomes.
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Attachment A-1

b) Basic Earthquake Insurance Policy — Homeowners Choice — BEQ-3C (2020 Deleted: 01-2019 edition

revision) (form applicable to new and renewal business incepting July 1, 2020 Deleted: 2019

and thereafter)

This policy insures owners of dwellings (site-built homes), manufactured homes, or
mobilehomes. Dwelling coverage is mandatory on a Homeowners Choice policy.

Formatted: Normal, Indent: Left: 0.81", No bullets or
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The consumer has the option to add Personal Property or Loss of Use coverage, or
both — or neither: a policyholder may have a Homeowners Choice policy that has
dwelling coverage only, without personal property or loss of use coverage.

1. Dwelling: The limit of insurance for Coverage A: Dwelling and Coverage B:
Extensions to Dwelling have a combined single limit (CSL) in the CEA
Homeowners Choice policy, as listed on the policy’s Declarations page (BEQ-
3C DP (01-2019 edition)), that is the same as the Coverage A limit of insurance
listed on the Declarations page of the Participating Insurer's companion
homeowner/fire policy.

Deductible options are 5%, 10%, 15%, 20%, or 25% of the CSL.

2. The Homeowners Choice policy includes $10,000 of Building Code Upgrade
coverage, as additional insurance to the Coverage A & B CSL. For an additional
premium, Building Code Upgrade coverage may be increased from $10,000 to
either $20,000 or $30,000 for dwellings (site-built homes), manufactured homes,
and mobilehomes.

The Homeowners Choice policyholder may purchase the following coverage
options separately or in combination:

3. The policyholder may add Coverage C: Personal Property, with limits available
in the following amounts:

$5,000, $25,000, $50,000, $75,000, $100,000, $150,000, or $200,000

Deductible options are 5%, 10%, 15%, 20%, or 25%. Note: The Coverage C
deductible is waived if the dwelling deductible is met. The Coverage C
deductible percentage must be less than or equal to the Coverage A deductible
percentage.

It is possible that damage to items covered by Coverages A & B might not
exceed the A & B deductible. But there still may be coverage under Coverage C:
Personal Property: if Coverage C Personal Property damage exceeds the
Coverage C deductible, the Coverage C deductible is applied and the claim can

be paid for the covered personal property, up to the policy limit. /{Deleted: July
/ /{ Deleted:
Again, bear in mind that on a Homeowners Choice policy, the Coverage C ,///{ Formatted: Centered
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Attachment A-1

e [f'the Coverage A and B deductible is met after a Coverage C payment has
been made, the policyholder is entitled to a payment in the amount of the
Coverage C deductible previously deducted from the claim settlement.

4. The policyholder may add Coverage D: Loss of Use, with limits available in the //[ Deleted: consumer

following amounts:
$1,500, $10,000, $15,000, $25,000, $50,000, $75,000, or $100,000
There is no deductible on Coverage D: Loss of Use.

5. Optional Coverage for Exterior Masonry Veneer (CEA 03A (01/2016)): This

endorsement, which may be selected at the policyholder’s option for an //[ Deleted: optional

additional premium, deletes the policy exclusion for exterior masonry veneer and
provides coverage for exterior masonry veneer, up to the Coverage A & B CSL
Dwelling and Extensions to Dwelling limit of insurance stated on the
Declarations page. NOTE: This optional coverage is not available for
manufactured homes or mobilehomes.

6. Optional Coverage for Breakables (CEA 04A (01/2016)): This gndorsement, _—{ Deleted: optional

which may be selected at the policyholder’s option for an additional premium
deletes the policy exclusion for breakable items and provides coverage for
breakable items up to the Coverage C: Personal Property limit of insurance stated
on the Declarations page.

¢) Basic Earthquake Insurance Policy - Renters - Form BEQ-4B (2020 revision) - Deleted: 01-2019 cdition
(form applicable to new and renewal business incepting July 1, 2020 and - Deleted: 2019
thereafter)

This policy insures tenants of rental premises, regardless of premises type. The CEA

Participating Jnsurer’s companion policy may be, or be similar to, a Renters (HO-4), - /[ Deleted: Insurer's

Manufactured Home/ Mobilehome (tenant policy), Dwelling Fire (contents only), or
Landlord (contents only) policy.

This policy provides Coverage C: Personal Property and Coverage D: Loss of Use.
1. Coverage C limits are available in the following amounts:
$5,000, $25,000, $50,000, $75,000, $100,000, $150,000, or $200,000

Deductible options are 5%, 10%, 15%, 20%, or 25% of the Coverage C limit.

U
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3. Optional Coverage for Breakables (CEA 04A (01/2016)): This optional
endorsement deletes the policy exclusion for breakable items and provides
coverage for breakable items, up to the Coverage C: Personal Property limit of
insurance stated on the policy’s Declarations page (BEQ-4B DP (01-2019

edition)).
d) Basic Earthquake Policy - Common Interest Development - Form BEQ-6B (2020 | Deleted: 012019 edition
revision) (form applicable to new and renewal business incepting July 1, 2020 _{  Deleted: 2019
and thereafter)

In California, a “common interest development” can be a community apartment
project, a condominium project, a planned development, or a stock cooperative, all
as defined in California Civil Code sections 4100-4125. Since people commonly
equate “common interest development” with a “condominium/condo,” this Manual
uses the term “condominium” or “condo” interchangeably with “common interest
development.”

This policy insures owners of common interest development units. Coverage for
Building Property, Personal Property with Loss of Use, and Loss Assessment are
sold separately. The CEA Participating Insurer's companion policy will be, or be
similar to, a Condominium Unit Owners (HO-6) policy.

Three coverage options may be purchased, separately or in combination, at the
policyholder’s option, as follows:

1. Option One — Coverage A: Building Property
$25,000, $50,000, $75,000, or $100,000 limit.
Deductible options are 5%, 10%, 15%, 20%, or 25%.

Coverage A includes up to $10,000 of Building Code Upgrade coverage as
additional insurance — there is no option to increase this limit.

2. Option Two — Coverage C: Personal Property and Coverage D: Loss of Use.
With this option, the policyholder will have coverage for both Coverage C and
Coverage D, available in the following amounts:

e Coverage C: $5,000, $25,000, $50,000, $75,000 $100,000, $150,000, or
$200,000

Deductible options are 5%, 10%, 15%, 20%, or 25%.
/{Deleted: July
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Coverage D: Loss of Use does not have a deductible.
3. Option Three — Coverage E: Loss Assessment

With this option, the policyholder has a choice of limits: $25,000, $50,000
$75,000, or $100,000.

Deductible options are 5%, 10%, 15%, 20%, or 25%.

4. Optional Coverage for Breakables (CEA 04A (01/2016)): This gndorsement, _{  Deleted: optional

which may be selected at the policyholder’s option for an additional premium,
deletes the policy exclusion for breakable items and provides coverage for
breakable items, up to the Coverage C: Personal Property limit of insurance
stated on the policy’s Declarations page (BEQ-6B DP (01-2019 edition)).

_— /[ Deleted: q

Reporting Claims to the CEA

A Participating Insurer must report to the CEA each claim from CEA policyholders,
whether or not the Participating Insurer expects the claim to exceed the deductible.

The CEA is aware that a policyholder may contact their agent or insurance company after
an earthquake solely to make an inquiry, and then the policyholder may later decide not
to file a claim. Many companies call these “record only” claims. The CEA does not
require that these “record only” inquiries be reported. But once investigation or adjusting
work has begun, the claim must be reported to the CEA, regardless of whether a payment
is made.

Claim Representatives and Handling Claims to Conclusion

The Participating Insurer must make every effort to assure that the original claim
representative assigned to a claim will handle the claim to conclusion.

If reassignment of claims to another claim representative is necessary, the Participating
Insurer must have procedures in place to facilitate a proper and complete transfer of the
files, including, without limitation, instructions in each file on what remains to be done to
complete the handling of that claim.

California Insurance Code section 10082.3 pertains to a related issue:

“Adjusters: If, within a six-month period, the company assigns a third or
subsequent adjuster to be primarily responsible for a claim, the insurer, in a timely
manner, shall provide the insured with a written status report. For purposes of this
section, a written status report shall include a summary of any decisions or actions

that are substantially related to the disposition of a claim, including, but not limited [ Deleted: suly

to, the amount of losses to structures or contents, the retention or consultation of / { Deleted: ¢
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design or construction professionals, the amount of coverage for losses to structures f
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Companion Policy Required
CEA policies are sold and issued solely through Participating Insurers.

By law (California Insurance Code section 10089.20), a CEA earthquake policy is valid
only if a companion insurance policy, written by the same company that issued the CEA
policy, is in force covering the same property. The CEA policy is legally void if no
companion policy issued by the same Participating Insurer is in force at the time of the
loss, regardless of whether a formal notice of cancellation of the CEA policy had been
sent or received by the time of loss.

CEA insurance policies reinforce this requirement—and so notify policyholders—in the
Important Notices, Agreement, and Definition sections of the CEA policy.

Claim Reserving

The aggregated reserves on reported claims provide the CEA’s first estimate of severity
of an earthquake and the CEA’s ultimate, aggregate insured exposure for the event. A
claim representative must quickly and efficiently set a reserve that represents his/her best
estimate of a claim’s ultimate cost. Reserved amounts should be adjusted as soon as new
information is learned that would affect the ultimate claim cost. When there is a
legitimate question of coverage, the reserve should be set at the estimated value of
damage, minus the deductible amount, until the coverage question is resolved.

If the claim amount is expected to be less than the relevant CEA policy deductible, that
claim amount should be reported with a zero reserve, or the lowest reserve amount
allowed by the Participating Insurer’s claim-processing system.
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Calculating Deductibles for CEA Claims _{ Deleted: 9

CEA policy deductibles—their structure and amount—may differ substantially from
those provided by standard fire insurance policies. To assist in calculating deductibles,
the CEA offers an Excel Deductible Calculator that is accessed via the CEA website at
www.earthquakeauthority.com.

CEA Deductible and Payment Calculator 2019 (ZIP): After an earthquake, policyholders
filing claims are anxious to complete repairs as soon as possible. The CEA provides
adjusters with an easy and quick tool to calculate deductibles and claim payments.

A copy of the deductible calculator worksheet must be included in all CEA claim
files.

All new earthquake damage that has an associated repair or replacement estimate or
scope must be included on the Excel deductible spreadsheet, even if the claim is not
expected to exceed a deductible. This information is important for CEA data analysis and
product development, and your cooperation will help the CEA improve coverage choices
for consumers in the future. The CEA’s claim department or audit department may ask to
review the Excel deductible spreadsheets as part of routine or post-event audits.

The Excel spreadsheet has a menu of CEA product types for easy access to the proper
Deductible and Payment Calculator:

| Welcome to the CEA Deductible Calculator

CALIFORNIA
CEA G35
AUTHORITY ™

THE STRENGTH

TO REBUILD"

Please Choose A Policy Type

Homeowners Homeowners
Choice

N [ R

Mobilehome Mobilehome
Owners Owners Choice

G

Renters Condominium
Owners

Calculator Instructions

It is important that the adjuster selects the correct icon before entering claim data.
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The top section of the spreadsheet is used to enter policyholder and coverage information.
The coverage, limit, and deductible options are selected using drop-down menus, to help
avoid errors.

Policy Information

lInsured Name (Last, First, Middle Initial) Claim Number

Adjuster Name (Last, First, Middle Initial) Palicy Number

Policy Coverage Information

Coverage Coverage Limit Deductible %: Deductible $
Coverage C - Personal Property _ | $ 750

Breakables Coverage ‘ See Personal Property | | See Personal Property
Coverage D - Loss of Use PRI [ deductible | T'No deductible.

The middle section of the worksheet is used to enter covered damages:

Deductible Remaining

Coverages
Personal Property

Breakable Personal Property

Event Damage Information
Coverage C - Personal Property

Coverage Remaining:

Total Covered Damage Allowable Loss

No coverage.

Breakables Coverage only available if ‘Breakable Coverage’ = Yes (policyholder purchased endorsement 04A)

Payment
No loss.

No coverage.

Sublimits

Business Property

Beverages in Glass

w

No loss.

No loss.

The bottom spreadsheet section displays what the adjuster can authorize as payment:

Total Coverage C Payment S

2,250

Deductible Remaining

Coverages
Loss of Use (ALE)

Coverage D - Loss of Use (ALE)

No deductible. Coverage Remaining:
Total Covered Damage Allowable Loss
S 2,000 $ 2,000 $

Total Coverage D Payment S

Payment

1,500
1,500

August 01, 2020 edition

Total Claim Payment $

California Earthquake Authority — Claim Manual,

3,750
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10. Policy and Coverage Interpretations
The CEA has established the following process for receiving, answering, and resolving
CEA policy coverage questions.

a) The Participating Insurer should first attempt to resolve policy and claim coverage
questions by consulting this Claim Manual and by using the expertise of its senior
claim professionals and claim management.

b) Policy coverage questions that remain unresolved should be referred to the CEA on
the CEA Coverage Review Form. —The Participating Insurer must provide a
narrative report under each of the applicable headings. Attachment 3 to this Claim
Manual comprises an example of a blank Coverage Review Form, as well as a
(sample) completed form.

c¢) The Coverage Review Form should be submitted to the CEA Claim Director with a
copy of all claim-file materials necessary for a proper review of the coverage issue.
Participating Insurers must use overnight courier service or mail, or must email
documents as attachments, to send files to the CEA for review.

d) If important to explain or understand the coverage question, the file must include
photographs of damage, documentation of amount of loss, transcribed statements of
interested parties, a policy declarations page, policy endorsements, related paper or
electronic correspondence, and copies of notes, including electronic notes. Incomplete
files can delay claim determinations, and delayed claims can result in regulatory or
legal scrutiny.

e) Upon receiving a coverage question from a Participating Insurer, the CEA Claim
Coverage Committee reviews the question, and the CEA Claim Director then notifies
the Participating Insurer of the CEA’s coverage decision. Decisions of general
interest or general applicability across all CEA claims will be distributed to all
Participating Insurers.

It will be the responsibility of the Participating Insurer to communicate the coverage
decision to the policyholder and, when appropriate, to other interested parties.

The CEA Claim Director will endeavor to respond as quickly as possible, given resource
constraints following larger earthquake events. The Participating Insurer should notify
the CEA Claim Director if there are circumstances requiring a specific response date
(other than the response dates required by the California Fair Claim Settlement Practices

Regulations).

If a Participating Insurer has not received a response from the CEA within 15 days after /{ Deleted: please
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In order to help achieve the CEA’s crucial goal of claim-handling consistency across all
Participating Insurers, no Participating Insurer should submit a question regarding a CEA
claim or CEA policy/coverage interpretation to its own counsel for legal review or legal
opinion before submitting the question to the CEA in the manner described immediately
above; the CEA’s express written consent must be obtained before a Participating Insurer
is authorized to seek a non-CEA-sourced legal opinion on the question. In some
circumstances, the CEA may have already issued a coverage opinion pertaining to the
topic in question and may be able to share the conclusions of that opinion with the
Participating Insurer.

Mediation — California Department of Insurance: Earthquake Mediation Program
The California Department of Insurance (“CDI”) website reads, in part:

Why Use Mediation?
One of the responsibilities of the California Department of Insurance
(Department) is to help consumers who are having difficulty getting their
residential property or earthquake insurance claims resolved. California Insurance
Code Chapter 8.9 was enacted in October 1995 as a result of Senate Bill No. 882.
This law made it possible to establish a program for the mediation of certain
disputes over residential earthquake damage claims arising out of the Northridge
earthquake of 1994 and any subsequent earthquakes. In 2004, Senate Bill No. 64
was enacted as an urgency measure to expand the mediation program to include
residential property insurance losses other than earthquake. The program will be
available for those losses that occurred after September 30, 2003, and for which
the Governor declared an emergency. This program uses mediation to bring you
and your insurance company together in an informal meeting with a qualified
mediator.

(Residential Property and Earthquake Claims Mediation Program: www.insurance.ca.gov)

The CEA realizes that during an earthquake-catastrophe response, the claim
representative and the policyholder may disagree on some matters, such as the scope of
repairs or the amount of payment for repair costs for the covered loss.

Participating Insurers are encouraged to incorporate the requirements of the CDI
Earthquake Mediation program into their CEA claim-handling procedures.

Upon notice of a demand by any party for mediation, the Participating Insurer must
provide a detailed report to the CEA Claim Director, describing the claim made, any
settlement demands and settlement offers made, and a full account of the reasoning
behind the position taken by the Participating Insurer.

Upon their receipt, the Participating Insurer must communicate all mediation-related

dates to the CEA Claim Director. Participating Insurers must handle all CDI-mediation /{Deleted: July
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The Participating Insurer, at its cost, must provide the most knowledgeable member of its
staff to help prepare for, and to attend, the mediation. Notice of the mediation must be
given to the CEA Claim Director sufficiently in advance of the mediation-
commencement date to enable the CEA to make an informed decision about whether to
send a CEA staff member or representative to attend.

Reinspections and Claim File Reviews

The CEA uses both physical claim reinspections and claim-file reviews to monitor and
determine whether CEA claims are being handled by Participating Insurers in a prompt,
consistent, and fair manner. A physical claim reinspection includes a visit by a CEA
representative to the physical site of the insured risk in order to evaluate the earthquake-
damaged structure, while a claim-file review is generally accomplished by examining the
claim file and all supporting electronic and paper records.

a) Reinspections and Claim-File Reviews Performed by the Participating Insurer

1. The CEA expects Participating Insurers to have their own claim-related quality
assurance programs, including a program for field reinspections of claims and
reviews or audits of claim files. These programs should be documented and
described in the earthquake-response plan each Participating Insurer submits to the
CEA annually. (See section B2, page 25, for information regarding the Earthquake
Response Plan.)

2. Reinspections: It is often important to reinspect claims early in the claim-handling
process to enable the viewing and evaluation of the damage before repairs are
completed. A Participating Insurer must always obtain the policyholder’s advance
permission to conduct an on-premises reinspection.

The reinspection program should provide for an orderly examination of a
statistically valid sample of claims arising from an earthquake. The CEA Claim
Director or the Claim Director’s designee may be available to join Participating
Insurer inspectors when conducting CEA-earthquake-claim-related reinspections.
Requests for CEA participation in a reinspection should be made through the Claim
Director, who will try to accommodate these requests according to available
resources. Reinspection reports (including written documentation, photo or video
evidence, and conclusions) should be retained, since the CEA may request copies of
any review.

3. Claim-file reviews: In addition to physical-site claim reinspections, Participating
Insurers must have a regular claim-file quality review/assurance program. The

U
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b) Reinspections and Claim-File Reviews Performed by the CEA

©)

The CEA may conduct field reinspections of claims or claim-file reviews, or both,
after an earthquake. Field reinspections are generally performed on open claims, and
claim-file reviews may be performed on open or closed claim files.

The purpose of these reinspections and claim-file reviews is to:

1. Monitor and promote adherence to CEA policy coverage;
Verify the accuracy of claim settlements; and

3. Determine whether claims are being handled in accordance with the California
Fair Claims Settlement Practices Regulations and other applicable laws,
regulations, and rules.

Reinspections: All CEA claim reinspections will be conducted separately from, and in
addition to, any Participating Insurer claim reinspections. Before the claim
reinspection process begins, the CEA will ask for a complete copy of the claim file
for each claim it wishes to reinspect. The CEA re-inspector may be either a CEA
employee or an independently contracted individual or company. The CEA will
endeavor to reinspect a representative sample from each Participating Insurer and to
look at claims under each type of CEA earthquake policy.

Claim-file reviews: The CEA may elect to conduct claim file reviews, which may be
done at the Participating Insurer’s office. The CEA also may request that copies of
the claim files be sent to the CEA office for review.

In either case, the CEA will try to give reasonable notice to the Participating Insurer.

CEA will communicate any issues discovered by the reinspections or claim file
reviews to the Participating Insurer.

Claim-File Review Elements
CEA claim-file reviews may include, in addition to other elements, an evaluation of

some or all of the following elements, depending on what is appropriate to the facts
and circumstances of the claim under review:

1. Promptness of first contact;

2. Development of initial information;

3. Timely and thorough completion of the scope of damage (listing of damage);

4. Use of CEA-EDA General Guidelines inspection checklist on claims that were _{  Dpeleted: cures
inspected; " Deleted: ATC
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9. Coverage information and how it applies to the claim;

10. Effective use of a diary to permit and support timely claims handling;

11. Timeliness of communication with insured regarding claim status;

12. Alertness to fraud and prompt notice given to appropriate parties;

13. Appropriate use of engineers or other experts;

14. Completeness of documentation of the amount of loss [Statement of Loss];

15. Timeliness of claim payments;

16. Quality of written adjuster or claim-related communications to the policyholder;

17. Proper CEA approval of denial letter (as to form) if claim was denied,

18. Compliance with the CEA Claim Manual;

19. Compliance with California Fair Claims Practices Regulations;

20. Earthquake claim handling accreditation of adjuster(s) (independent or company);

21. Periodic guidance on open files by Claim Management;

22. Effectiveness of Participating Insurer’s reinspection program and claim-file
reviews.

Overlapping or Coexistent Insurance Coverage

To help resolve issues of overlapping or coexistent insurance coverage, the claim
representative should follow the Other Insurance provisions in the CEA policy. Further
help can be found in Fire, Casualty, & Surety Bulletins (FC&S), which is a coverage-
related information service provided by the National Underwriter Company.

Pay attention to the Other Insurance wording in the CEA policy. This is discussed in
more detail in the Condominium section D2c (page 52) of this Manual.

ISO ClaimSearch® - Property Insurance Loss Register (“PILR”)

The CEA requires that every CEA earthquake claim be entered into ISO ClaimSearch.
The ISO ClaimSearch system is a national repository where claims can be reported.
When a newly reported earthquake claim matches up with a previously reported
earthquake claim for the same property address, a report is generated.

CEA claims are handled by many different Participating Insurers, and policyholders
sometimes move from company to company. Participating Insurers regularly find ground
to deny CEA claims received after small earthquakes, because the damage being claimed
is determined to have been caused by something other than an earthquake.

By having CEA claims in ISO ClaimsSearch, CEA Participating Insurers will be notified
of prior earthquake claims, allowing the claim representative to evaluate whether un-
repaired prior damage is being claimed in the new CEA earthquake claim.
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B. PRE-EARTHQUAKE DISASTER RESPONSE PREPARATION
1. Pre-Earthquake Planning - General

Response planning before an earthquake occurs is important. The CEA Claim Director is

available to assist the Participating Insurer Claim Liaisons with pre-earthquake training ~—{ Deleted: Liaison

and planning.
2. Participating Insurer Earthquake Response Plan

Each Participating Insurer is responsible for planning its own CEA-specific earthquake

claim handling and catastrophe response methods, based on the Participating Insurer’s A Deleted: prs

thoughtful answers to a CEA questionnaire that the CEA Claim Director sends to CEA
Claim Liaisons at each year-end.

The questions are crafted to determine if the Participating Insurer has:

a) Processes to assure that staff and independent adjusters are trained before they are
needed for earthquake catastrophe-claim-handling duty. Participating Insurers are
responsible for ensuring that their employed claim representatives, and all
independent adjusters hired or contracted, are properly trained to handle residential
earthquake claims in California. (See section A3 for adjuster training.)

b) Procedures for the first 48 hours of earthquake-catastrophe response:

1. Processes for accepting new earthquake claims;

2. Plans for deploying properly trained and accredited initial-response adjusters;

3. Plans for claim management, including the ability to determine affected policies-
in-force;

4. Resources available: buildings, cars, computers, and other needed equipment;
and

5. Logistical coordination for the response.

c) Procedures for handling first reports of CEA claims and other phone-related support
programs, such as, without limitation, available national catastrophe call centers.

d) Procedures for long-term earthquake catastrophe response:
1. Plans for a sufficient number of properly trained and accredited earthquake
adjusters;
2. Plans for the long—term management of CEA earthquake claims;
3. Resources available: buildings, cars, computers, independent adjusters, and other
required resources;
4. Logistics: detailed descriptions of how response activities will be coordinated.
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C. POST-EARTHQUAKE RESPONSE

1. CEA Claim Director

Following the occurrence of an earthquake that is expected by CEA to give rise to a
significant number of CEA claims presented, the CEA Claim Director or other CEA
personnel may travel to the general area of the earthquake and make themselves available
to consult with the Participating Insurers’ CEA Claim Liaisons.

2. Participating Insurer Catastrophe Claim Managers

The Claim Director will meet with the Participating Insurer Claim Liaisons at a location
convenient to the earthquake site on an as-needed basis; the meetings can serve as a
forum to resolve issues, such as:

a) Updating the CEA Claim Director on the progress each Participating Insurer has
made in establishing its catastrophe office;

b) Identifying and sharing information about problems encountered by the Participating
Insurers;

c) Informing the Participating Insurer representatives of the current status of the CEA’s
coordination with government agencies;

d) Discussing general CEA-policy coverage issues; and/or

e) Discussing particular aspects and structural elements being encountered on claims in
the area.

3. Claim Counts

The CEA will not know about a claim until the Participating Insurer opens a new claim
and that claim record is transmitted to the CEA data system.

To accommodate reporting by Participating Insurers either immediately after an
earthquake that is expected to generate a significant number of claims, or when notified
by the CEA Claim Director, Participating Insurers must manually report claim counts to
the CEA. Daily claim count reporting will continue until the CEA’s data systems are
synchronized with the actual number of CEA claims. In the ordinary case, manual
reporting is generally requested for about three weeks, although exceptions may be
declared by CEA.

When notified by the CEA Claim Director, the following information is to be reported by
email to the CEA at ceaclaims@calquake.com, with a copy by email to the Claim
Director, by the end of each and every working day. This reporting practice must be

maintained until the CEA Claim Director notifies Participating Insurers that it may be

stopped. [ Deleted: juty
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¢) Name of Participating Insurer's contact person, including email and phone number;

d) Total number of claims and status (open, closed) received as a result of the
earthquake (total claims, not a tally by coverage);

e) Out of the total number of claims, how many are closed;

f) The current total dollar amount of all open reserves;

g) The current total dollar amount of all paid CEA claims, to date.

4. Catastrophe Offices

Although Participating Insurers must provide adequate staffing and operations, the
establishment, number, and location of Participating Insurer catastrophe-response offices
is left to the discretion of the Participating Insurer. Participating Insurers must provide the
CEA with the address and telephone number of each catastrophe office as it is
established, including the names of supervisorial and other key personnel.

Participating Insurers must make the reporting of new claims by CEA policyholders
simple and direct. This ease of reporting may include the use of agents, the Internet,
prominently publicized toll-free telephone numbers, and any other method reasonably
calculated to create the expected result.

5. CEA Event Code and Date of Loss

Immediately following an earthquake where the CEA expects to receive claims against
CEA policies, the CEA will assign an Event Code.

Event Codes have the form YYNNN, where YY is the last two digits of the year in which
the earthquake event occurs, and NNN numbers events sequentially in 10-unit
increments. The first two digits of the event code change with the new year, but the next
three digits are sequential over all years.
e For example, if the last Event Code issued in 2018 was 18510, the first Event
Code issued in 2019 would be 19520.

For naming claims where the CEA does not provide an Event Code, use YY999, where
YY is the last two digits of the year for the claimed date of loss and 999 designates that
this is a miscellaneous earthquake claim for that year.

The CEA will communicate the Event Code to all Participating Insurers as soon as

pOSSible,ﬂftCl‘ the occurrence of the earthquake event. - /[ Deleted: following the earthquake’s initial seismic activity.

)

All claim-related data transmissions to the CEA must include an event code. Always
use the date of loss (DOL) the policyholder gives you, but use judgment to determine if

the claim being reported belongs with a specific earthquake Event Code. If the DOL _{ Deleted: amonth

given by the policyholder is for earthquake damage that occurred within 15 days after the [ Deleted: 1y
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New Claims Reported to the CEA

Presentation of claims directly to the Participating Insurer will result in the timeliest
claim service, and most claims will be reported directly to Participating Insurers.

The CEA, however, may receive calls in which the policyholder or another interested
party wishes to report a claim under a CEA policy directly to the CEA rather than to the
Participating Insurer.

e In such cases, the CEA will encourage the caller to report the claim directly to
the appropriate Participating Insurer and will be given the toll-free claim-
reporting telephone number for the responsible Participating Insurer.

e If'the caller cannot or will not report the claim to the responsible Participating
Insurer, the CEA representative will complete a property loss notice form and

email ptherwise transmit it to the appropriate Participating Insurer’s claim A Deleted: or fax

department (see Attachment 7).

Pro Rata or Installment Claims Payments

Once an earthquake occurs, the CEA estimates probable losses based on in-force
coverages and licensed or contracted earthquake-loss models. The CEA will then
compare its preliminary overall loss-reserve estimate to the CEA’s claim-paying
capacity. In the ordinary case, when claim-paying capacity is clearly sufficient to handle
expected loss, the Claim Payment Ratio (“CPR”) will be, or be declared as, 100%, and
claims are to be paid in full, without discount or pro rata calculation.

But in the case of a severe earthquake, or the case of several significant earthquakes over
a short period, the law provides that under stated conditions, the CEA would be
authorized to pay policyholder claims on a pro rata basis or in installments. In such
circumstances, it is possible the CEA could declare a CPR of less than 100%.

If and when a CPR is declared by the CEA, the CPR determines what percentage of the
claim is to be paid to the insured by the Participating Insurer. Participating Insurers can
assume the CPR is 100% unless the CEA announces otherwise.

Note that the CEA may adjust the CPR during the claim-handling period arising after an
earthquake, based on actual paid-claim amounts and the resources available to the CEA
for claim payment. If the CEA adjusts the CPR upward, it will notify all Participating
Insurers, and paid claims must be recalculated and additional payment forwarded to the
insured, according to general procedures and information provided by the CEA.

Although the service and adjusting portion of a claim does not change the way

Participating Insurers handle and service policyholder claims, payment to the insured and /{Delete d: July

data transmission to the CEA will be adjusted based on the CPR. Upon the declaration of
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8. Media Communications

a) Following an Earthquake. After an earthquake, the CEA will maintain
communications with the Participating Insurers in order to provide the public with
helpful, accurate, and timely information. Participating Insurers must work
cooperatively with the CEA’s Chief Communications Officer and communications
and external affairs staff on matters of communication with the news media or
outreach to the general public. The telephone numbers to use to establish contact with
CEA are 916.661.5586 or 877.797.4300.

b) No Public Comment on Specific Claims.

Although the CEA, supported by its Participating Insurers, has policies and
procedures in place to support the payment of valid claims, neither the CEA nor
any Participating Insurer is authorized or permitted by law to offer public
comment on any aspect of a specific claim.

Generally, the CEA and the Participating Insurer are authorized and permitted
to discuss a claim only with the CEA policyholder who is the claimant. Any
questions or requests for exceptions to this directive must be transmitted
immediately to the CEA Claim Director.

This protection of CEA policyholders from unwarranted release of information is the ,,/[ Deleted: our

CEA’s practice, not only because the CEA respects and wishes to protect the
policyholder’s privacy, but also because California’s insurance-privacy laws prohibit
insurance providers from publicly discussing details about a policyholder or their
claim.

c) CEA name, logo. trademarks: rules on usage.

The CEA maintains express and detailed guidelines on how the CEA name, logo(s),
and trademarks must be depicted, if used by a Participating Insurer. All advertising

and public outreach a Participating Insurer might engage in must be consistent with
CEA guidelines, which have been provided to each Participating Insurer.

Copies of these guidelines are also available from the office of the CEA’s Chief
Communications Officer.
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D. CEA POLICY INFORMATION

1. BASIC EARTHQUAKE INSURANCE POLICIES: HOMEOWNERS and
HOMEOWNERS CHOICE

A CEA homeowners policy insures one-to-four-unit residential dwelling structures and
manufactured homes and mobilehomes.

The CEA has two homeowner forms:
e Homeowners (Form BEQ-3B).

o Homeowners Choice (Form BEQ-3C).

(Wording appearing in italics in this Claim Manual is quoted directly from the policy.
Words appearing in boldface type also appear in boldface in the policy—the boldface
type means that the word or term is expressly defined in the CEA insurance policy.)

This section applies to both the standard Homeowners and Homeowners Choice policies.
The main distinction between the Homeowners and the Homeowners Choice policies is
that the Homeowners Choice policy’s three coverage options can be purchased
separately: that is, Coverage A & B CSL: DWELLING is required on a Homeowners
Choice policy, but Coverage C: Personal Property and Coverage D: Loss of Use are
optional coverages in a Homeowners Choice policy, and provide coverage only if
purchased.

The separately purchased coverage-feature in a Homeowners Choice policy—and
resulting different coverage limits and deductible percentages—means that the claim
representative must be vigilant when confirming coverage, limits, and deductible
amounts.

a) Introduction to the CEA Homeowners Policies

Both CEA Homeowners earthquake policies have a combined single limit for Coverage
A: DWELLING and Coverage B: EXTENSIONS TO DWELLING. That CSL will
match the amount of the Coverage A limit in the companion policy. Adjusters may find
they need to explain this feature to the insured, because it is different from a typical fire-
policy structure.

CEA policies have a helpful table of contents, which makes the policy easier to read and
understand.

All claim representatives adjusting CEA claims must thoroughly read the specific policy [(Deleted: 1y
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b) Covered Losses

The CEA policy is a specified-peril policy. It insures against only one peril:

...accidental, direct physical loss from an earthquake that commences during the policy
period as part of a seismic event that commences during the policy period...

“Seismic event” means one or more earthquakes that occur within a 360-hour period.
The seismic event commences upon the initial earthquake, and all earthquakes or
aftershocks that occur within the 360 hours immediately following the initial earthquake
are considered for purposes of this policy to be part of the same seismic event.

[360 hours equals 15 days.]

99 ¢

Be sure to read the complete policy definitions for “earthquake,” “seismic event,” and

“tectonic process.”

For a claim to be covered by a CEA policy, the earthquake and the seismic event both
must have commenced during the CEA policy period.

¢) Deductibles

There are specific policy requirements and restrictions that relate to CEA deductibles,
and there are coverages to which the deductible may not apply. Therefore, it is important
to read the Deductible clause in the policy to determine which damage can be applied to
the deductible (and in what amount), and which damage cannot be applied.

The deductible will be applied one time for each seismic event. ///[ Formatted: Font: Bold
The deductible structure varies depending on the type of homeowner policy chosen:
POLICY TYPE DEDUCTIBLE

Homeowners

Homeowner/Manufactured Home Adjuster must first determine if the CEA policy

(Mobilehome) (BEQ-3B) written/purchased is the standard Homeowners

form.
Dwelling The policyholder selects/purchases deductible
(Coverage A and Coverage B) level:

5% to 25% of the Coverage A&B Combined
Single Limit (CSL) of insurance. The first $1,500
of emergency repairs is paid with no deductible.

Personal Property Nothing is paid for personal property damage
(Coverage C) until the dwelling deductible is met by covered

damage to Coverage A&B property.
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Loss of Use No deductible. Loss of Use can be paid if it was ///{ Deleted: ¢
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POLICY TYPE DEDUCTIBLE -~ -[ Formatted Table
Homeowners Choice
Homeowners/Manufactured Home The adjuster must first determine if the CEA
(Mobilehome) (BEQ-3C) policy written/purchased is the Homeowners

Dwelling The policy holder selects/purchases deductible
(Coverage A and Coverage B) level:

5% to 25% of the Coverage A&B Combined
Single Limit (CSL) of insurance. The first $1.500
of emergency repairs is paid with no deductible.

Personal Property (Coverage C) If coverage purchased, policy holder

Optional coverage in a Choice policy selects/purchases deductible level for personal
property: 5% to 25% of the personal property
coverage limit selected. (Coverage C deductible
is waived if the Coverage A deductible is met.)
(Coverage C deductible percentage must be less
than or equal to the Coverage A deductible

percentage.
Loss of Use (Coverage D) No deductible. If coverage purchased, Loss of
Optional coverage in a Choice policy Use can be paid if it was caused by a covered

cause of loss.

Jdn a Homeowners Choice policy, Coverage C and Coverage D can be purchased _—{ Deleted: 1

separately, with different coverage limits of insurance and a separate personal property ///[ Formatted: Font: Bold

deductible. This flexibility requires the claim representative to be vigilant in claim
handling. Always check the Declarations page to confirm the coverage, limits, and
deductible amounts.

d) Loss Settlement is at Replacement Cost

With limited exceptions, both CEA Homeowners earthquake forms provide a

Jreplacement cost policy for real property, as well as for most personal property. __—{ Formatted: Font: Bold

The Loss Settlement condition of the Homeowners policy for Coverages A and B

(Condition 5) specifies that, once dwelling losses exceed the CSL deductible, settlement _—{ Formatted: Font: Bold

a. ...will not exceed the smallest of the following:

(i)  the replacement cost at the time of loss;
(ii)  if the damaged property has been actually repaired or replaced, the

amount actually and necessarily spent to repair or replace the damaged
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b. If'the dwelling is rebuilt or replaced at another location, we will settle a loss to
the property at an amount no more than the replacement cost of the covered loss
to the property at the original residence premises location, up to the applicable
limit of insurance. For these purposes, the construction of a new home at
another location may be deemed to be the rebuilding of the dwelling at another
location, and the purchase of an existing home at another location may be
deemed to be the replacement of the dwelling at another location.

Although most personal property is also settled at replacement cost, certain limited

- /[ Formatted: Font: Bold

categories of personal property are settled at actual cash value, as described in Condition

6 of the Homeowners policy:

We will settle losses to covered property described under Coverage C: PERSONAL
PROPERTY . .. at replacement cost, except that we will settle losses to property in items
(i), (ii), and (iii) of this paragraph, below, at actual cash value only.

(i)  Property which by its inherent nature cannot be replaced;

(ii)  Property not maintained in good or workable condition; or

(iii) Property that is outdated or obsolete, or property not useful for its intended
purpose.

Unlike some Participating Insurers’ companion policies, the CEA Homeowners

/,,/'[ Formatted: Font: Bold

_— /[ Formatted: Font: Bold

earthquake policies do not require actual repair or replacement in order for a claimant to
collect the replacement cost under Coverage A: Dwelling, Coverage B: Extensions to

_— /[ Formatted: Font: Bold

Dwelling, or Coverage C: Personal Property. (Note, however, if the property has already
been repaired or replaced at the time payment is made, the amount payable is limited to
the amount actually spent on the repair/replacement.)

Losses covered under “Other Coverages - Building Code Upgrades” are generally not
subject to this rule, however. As a general matter, these losses may be paid only if the
covered property is actually repaired or replaced and the upgrade cost is thus actually
incurred. The CEA Homeowners policies do permit pre-payment of code upgrade costs
if, in the claim representative’s professional judgment, it is clear:

o the property is going to be repaired or replaced; and

e the code upgrade cost is known (or it is known that code upgrade cost will exceed
the Building Code Upgrades coverage limit); and

e making pre-payment will complete the claim process

Payment of losses under “Other Coverages - Building Code Upgrades” is treated
somewhat differently if the dwelling is replaced at another location other than the insured

_— /[ Formatted: Font: Bold

location. (The policy provides that the construction of a new home at another location
may be deemed to be the rebuilding of the dwelling at that other location, and the
purchase of an existing home at another location may be deemed to be the replacement of
the dwelling at that other location.) In these circumstances, consistent with Insurance

Code section 2051.5(c) the claim payment should include an amount for Building Code
Upgrades coverage calculated in accordance with the following policy provision:
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If the dwelling is rebuilt or replaced at a location other than the residence premises
location shown on the DECLARATIONS page, we will pay no more under this coverage
for building code upgrades than what the reasonable and necessary costs of such
building code upgrades would have been had the dwelling been repaired or replaced at
the residence premises location shown on the DECLARATIONS page, but only up to the
limit of insurance for “OTHER COVERAGES: BUILDING CODE UPGRADES” shown
on the DECLARATIONS page.

e) Types of Building Property Insured — Dwelling Defined

Business and commercial buildings are never insured by the CEA policy.

CEA Homeowners policies cover the residence located at the address shown in the
Declarations. The covered residence can be a one-, two-, three-, or four-unit dwelling, or
a manufactured home or mobile home. “Dwelling” is specifically defined in the
DEFINITIONS section of the policy, which provides:

“Dwelling, ” means the residential structure or mobile home at the location described in
the DECLARATIONS. Dwelling does not include land, whether or not beneath the
residential structure or mobile home, even if required for support. Dwelling does not
include any structure other than the residential structure or mobile home unless the
structure (1) shares a common wall or a continuous roof line with the residential
structure or mobile home or (2) is attached to the residential structure or mobile home by
a foundation that is continuous with or contiguous to the foundation of the residential
structure.

It is important to understand this definition because it is one factor that must be used to
evaluate coverage. The claim representative is responsible for determining if the

structure in question meets the requirements of a “Dwelling” as defined above. For //[ Formatted: Font: Bold

example, if @ CEA Homeowners policy insures a house with a garage, fhe policy covers __—{  Deleted: policyholder John Doe lives in

the garage only if the facts show the garage: s { Deleted: residential single-family home
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= shares a common wall or a continuous roof line with the house; or ;
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= is attached to the house by either a continuous foundation or a contiguous
— ‘[ Deleted: home

I U A L

(touching) foundation.

f) Property Covered - Coverage A

CEA policies specifically describe the dwellings and related property covered under

Coverage A: Dwelling. In addition, Debris Removal coverage as it relates to dwelling ///[ Formatted: Font: Bold

repairs is found in item 3 of this section.
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The CEA Homeowners policy states:
... we cover:

3. The reasonable expense you incur in removing from the residence premises the debris
of that damaged property covered under “COVERAGE A: DWELLING,” including but
not limited to the reasonable expense you incur for the transportation of such debris to
landfills or disposal facilities and disposal of the debris at those facilities, or the
transportation of such debris to suitable recycling facilities rather than landfills and
disposal of the debris at those facilities. The combined single limit of insurance for
“COVERAGE A: DWELLING” and “COVERAGE B: EXTENSIONS TO DWELLING”
will be reduced by any amount we pay under this coverage, but in the event that your
covered losses under COVERAGE A: DWELLING” and “COVERAGE B: EXTENSIONS
TO DWELLING” exceed the combined single limit of insurance for “COVERAGE A:
DWELLING” and “COVERAGE B: EXTENSIONS TO DWELLING” shown on the
DECLARATIONS page of this policy, we will provide, as additional insurance, up to 5%
of that combined single limit of insurance for the aggregate of the expenses you incur in
removing from the residence premises the debris of (a) property covered under
“COVERAGE A: DWELLING,” as provided for in this paragraph, and (b) property
covered under “COVERAGE B: EXTENSIONS TO DWELLING, ” as provided for under
Item 5 of “COVERAGE B: EXTENSIONS TO DWELLING, Property Covered—Coverage
B

g) Chimneys — Coverage A: $10,000 Special Limit of Insurance //[ Deleted: 9

CEA Homeowners and Homeowners Choice policies cover chimney damage up to a

$10,000 sublimit, applicable to all damaged chimneys at the dwelling, regardless of _—{ Deleted: Dwelling

number. Coverage A: Dwelling, Special Limits of Insurance — Coverage A, reads in part: ( Formatted: Font: Bold
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The sublimit of 310,000 for loss or damage to any and all chimney(s) attached to or
part of the dwelling, regardless of the number of chimneys covered. This sublimit of
810,000 in coverage for loss or damage to chimneys will be reduced by any amount that
we pay under “OTHER COVERAGES,” Item 1, “Emergency Repairs,” for Emergency
Repairs to chimneys and by any amount that we pay under “Property Covered —
Coverage A,” Item 3 for the removal of the debris of chimneys.

Recall that under Coverage A, up to $1,500 of Emergency Repairs can be paid without

applying the Coverage A policy deductible. Emergency Repairs made to a chimney [ Formatted: Font: Bold

result in an equal reduction of the $10,000 chimney sublimit. { Formatted: Font: Bold

The CEA policy defines “chimney” as follows: __—{ Formatted: Font: Bold

“Chimney” means the flue or vent and the building code-required structure that /{Deleted o
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surrounds the flue or vent, including exterior chimney facings, from the firebox to the
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There are four important things to remember when evaluating chimney damage: —{ Formatted: Font: Bold

1. Because the chimney definition does not include the hearth, mantel, firebox, or the ///[ Formatted: Font: Bold
foundation that supports the chimney, claim representatives must not include the cost _—{ Formatted: Font: Bold
of these items in the estimate of chimney damage. Damage to these items, if any, _/,/{ Formatted: Font: Bold
should be included in the dwelling estimate. /,,,[ Deleted: Dwelling

2. The $10,000 chimney sublimit covers all chimneys at the dwelling. In other words, /[ Deleted: Dwelling
the $10,000 sublimit is not applied to each chimney, but is the total limit of [Formatted Font: Bold
insurance coverage for all chimney repair costs, no matter how many chimneys are \ Formatted: Font: Bold

damaged.

\\ Formatted: Font: Bold
\
\\\\\f Formatted: Font: Bold

3. The chimney settlement provisions include three different chimney damage

\\\ { Formatted: Font: Bold

calculation methods, including one,to cover the cost of replacing damaged chimneys \

. : . \ \£ Formatted: Font: Bold
with a non-masonry, earthquake resistant chimney. The least costly of the \\ \ ( :
Jeplacement methods will be the amount paid for covered losses. Condition 5-G states \ Formatted: Font: Bold
in part: \ Formatted: Font: Bold

\\\\\{ Deleted: payment options
To repair or replace a chimney, we will not pay more than the least of the following \\{ Deleted: option
amounts. { Formatted: Font: Bold
(i) The sublimit of 310,000 that applies to chimneys; \[ Deleted: options

O A A U ) U U

(ii) The cost of replacement of a masonry chimney or chimneys with a non-masonry,
earthquake-resistant chimney or chimneys, or
(iii) The necessary amount actually spent to repair the damaged chimney or

chimneys.
4. A policyholder can also include in a chimney claim the cost to detach and reset a _—{ Formatted: Font: Bold
non-damaged satellite dish or antenna during, or to facilitate, earthquake-related
chimney repairs (even though the repair or replacement of these items would not — /[ Formatted: Font: Bold
Jdncluded under the sublimit and, in fact, are not covered property under CEA \\\[ Deleted: are
[201iCiCS)» N \[ Deleted: separately covered

Formatted: Font: Bold
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h) Fungi— Coverage A: $5,000 Special Limit of Insurance

The policy has a sublimit for damage from fungi, including earthquake-related fungi
damage. The policy defines “fungi” as follows:

14.  “Fungi” means all types of fungus, including but not limited to mildew and mold,
and all of their resulting spores and by-products, including mycotoxins and allergens,
but not including cultivated edible mushrooms or other cultivated fungi intended for
human consumption.

The policy provides the following sublimit:
/{ Deleted: July

2. 85,000 for all loss or damage to the dwelling or to wall-to-wall carpeting attached to // /{ Deleted: §

the dwelling caused by fungi the presence of which directly results from an earthquake | Formatted: Centered

that commences during the policy period as part of a seismic event that commences / {Del oted:

Formatted: Font: 11 pt
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during the policy period, including, but not limited to, the cost to repair damage from
Sfungi or to test for, monitor, abate, mitigate, remove, dispose of or remediate fungi.

This sublimit of $5,000 in coverage for loss or damage caused by fungi will be reduced
by any amount that we pay under “OTHER COVERAGES,” Item 1, “Emergency
Repairs,” for Emergency Repairs resulting from fungi. Except for the coverage
specifically provided for in this sublimit, this policy does not provide coverage for any
loss that is caused directly or indirectly by, or that in any way results from, is
contributed to by, or is aggravated by fungi.

Note: payment to a claimant for Emergency Repairs resulting from fungi will resultin - —{ Formatted: Font: Bold

an equal reduction to the $5,000 fungi sublimit. /[ Formatted: Font: Bold

Equipment and Utility Service Structures - Coverage B: Extensions to Dwelling

Both CEA Homeowners policies cover equipment and utility service structures for
electric, telephone, natural or bottled gas, heating, oil, water, septic, and sanitary sewage
systems. To be covered, these items must be owned by the insured, located on the

Jresidence premises, and affect the habitability of the dwelling. [ Formatted: Font: Bold

[Formatted: Font: Bold

To determine coverage, the claim representative must be able to answer “yes” to all of the
following four questions:

1. Does the insured own the item?
2. Is the damaged item one of the types of items listed in the policy?
3. Is the item physically located on the insured’s premises?

4. Does the item affect the habitability of the dwelling? __{ Formatted: Font: Bold

If the answer to one or more of these questions is “no,” then there is no coverage under
Coverage B.

Walkways, Driveways, Decks, Patio Slabs - Coverage B: Extensions to Dwelling

The CEA policy allows payment only for damage to the ingress and egress portions of
walkways, driveways, decks, and patio slabs. This coverage is found in COVERAGE B:
EXTENSIONS TO DWELLING, Property Covered,” item 2, walkways, driveways,
decks, and patios, which reads in part:

2. Walkways, driveways, decks, or patios on the residence premises that are necessary
for and regularly used for either (1) pedestrian ingress to or egress from the
dwelling by any insured or (2) ingress to and egress from the dwelling by any non-
ambulatory insured, but we cover only that portion of each covered walkway,

driveway, deck, or patio that is reasonably necessary for ingress to and egress from
dwellings by pedestrian or non-ambulatory insured. /{Deleted: July

///{ Deleted:
Any portion of an otherwise-covered walkway, driveway, deck, or patio that is not ///{ Formatted: Centered

reasonably necessary for and regularly used for pedestrian ingress to or egress ,////[ Deleted:
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from the dwelling by any insured or ingress to and egress from the dwelling by any / //{ Formatted: Font: 11 pt
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non-ambulatory insured, and any walkway, driveway, deck, or patio not regularly
used for any such purposes, is not covered.

Remember that walkways, driveways, decks, and patio slabs are excluded from coverage
under a CEA policy, except for the limited coverage described above.

The policy language excluding walkways, driveways, decks, and patios reads:

PROPERTY NOT COVERED—COVERAGE A AND COVERAGE B

We do not cover: . . .
10.  Except as provided under “COVERAGE B: EXTENSIONS TO DWELLING,
Property Covered,” item 2, walkways, driveways, decks, and patios.

The intent of this coverage is to allow for safe pedestrian passage to and from the

dwelling. The scope of coverage is best understood by breaking down the coverage [ Formatted: Font: Bold

language:

1. That portion — only the relevant portion of the property is covered. Claim
representatives are advised to consult the local city or county building codes for
guidance in determining what “portion” of the property is considered necessary for
safe ingress and egress.

2. Necessary for and regularly used —means a) needed to enter or leave the dwelling, - /[ Formatted: Font: Bold

and (b) routinely used by pedestrians. The claim representative must decide, after a
meaningful discussion with the policyholder, whether a claimed walking surface is
“necessary” and “regularly used.”

3. Pedestrian — indicates a person walking; coverage also includes ingress and egress

from the dwelling by a non-ambulatory insured. Ingress and egress necessary for _—{ Formatted: Font: Bold

motor vehicles is not covered.

4. To or from the dwelling —means the policy covers regular pedestrian entry to and exit _—{ Formatted: Font: Bold

from the home to either a public sidewalk or a private or public street next to the
home.

Questions about what portion of the walkway, driveway, or patio should be repaired or
replaced must be addressed on an individual basis, according to the facts of the loss and
the coverage available. The claim file must include a detailed drawing of the ingress and
egress allowed, as well as documentation of how the claim representative determined

dimensions and amounts paid. Coverage B walkway, driveway, deck, and patio losses are { —
settled at replacement cost, for materials of like kind and quality. (See the definition of Formatted: Font: Bold

“replacement cost” in the policy.) ,/’/{ Formatted: Font: Bold
/{ Deleted: July
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k) Bulkheads, Piers, and Retaining Walls - Coverage B: Extensions to Dwelling

)

/
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The CEA policy covers:

... those bulkheads, piers, and retaining walls on the residence premises that are
integral to the stability of the dwelling. Except as provided for in “OTHER
COVERAGES, ” item 4, the cost of repairing, replacing or stabilizing the land under or
around these devices is not covered.

The coverage applies only to property located on the residence premises and in which _—{ Formatted: Font: Bold

the named insured holds an insurable interest. If any portion of a bulkhead, pier, or
retaining wall is not entirely located on the residence premises, the claim representative
must fully investigate, and base coverage on, the extent of the policyholder’s insurable
interest.

Loss Assessment — Coverage B: Extensions to Dwelling

The CEA Homeowners policies include some coverage for loss assessment if the home _—{ Formatted: Font: Bold

is part of common interest development that is governed by an association of pwners. § /[ Deleted: which
If the home meets these criteria, there is $10,000 of coverage for assessments made to N \[

N Deleted: homeowners
affect the repair or replacement of property described in: \_( Formatted: Font: Bold

\

\
{Formatted: Font: Bold

U U

Property Covered—Coverage B,
Item 2: Walkways, driveways, decks and patios...
Item 3: Bulkheads, piers, retaining walls, and masonry fences.

The policy provides:

4. If'the residence premises is part of a common interest development and that common
interest development is governed by an association of owners, then we cover your share
of loss assessments that are legally and properly made against you by the association of
owners, but only to the extent the loss assessment is made for the purpose of effecting the
repair or replacement of property covered under Items 2 and 3, above, of this “Property
Covered—Coverage B” section. This coverage for loss assessments is provided as a
810,000 sublimit of the combined single limit of insurance for “COVERAGE A:
DWELLING” and “COVERAGE B: EXTENSIONS TO DWELLING, ” and the amount of
coverage available under the combined single limit of insurance for “COVERAGE A:
DWELLING” and “COVERAGE B: EXTENSIONS TO DWELLING " will be reduced by
any amount we pay under this coverage for loss assessments.

Note the coverage applies only to that portion of loss assessments made for repair or //[ Formatted: Font: Bold

replacement of the property described in Items 2 and 3, above. If assessments are

designated for other purposes, payment will be made on a percentage basis, as described

in the policy: | Deleted: suly

///{ Deleted: ¢
If a loss assessment is made as a result of a combination of (a) assessments made to | //{ Formatted: Centered
. . / .
effect the repair or replacement of property covered under Items 2 and 3 of this 1/ | Deleted:

///{ Formatted: Font: 11 pt
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“Property Covered—Coverage B” section and (b) assessments made for effecting other
repairs or for other purposes, then we will pay only a pro rata portion of the loss
assessment equal to that percentage of the entire assessment that is made to effect the
repair or replacement of property covered under Items 2 and 3 of this “Property
Covered—Coverage B section, subject to the 310,000 sublimit.

The claim representative must provide in the claim file documentation of his/her

coverage evaluation, including a copy of the Joss assessment and any specific wording __{ Formatted: Font: Bold

from the homeowner association CC&Rs relevant to a decision to pay the claimed loss.

m) Property Not Covered: Coverage A and Coverage B

The CEA Homeowners policies do not cover certain items of real property. Following are
some examples of property not covered, but it is important to read the entire CEA policy
for a complete list of exclusions.

n) Property Not Covered: Land

Carefully review Items 1 and 2 of this section of the policy pertaining to land exclusions.
Always remember, in a CEA policy, some limited land coverage is provided under the

Coverage A $10,000 sublimit. //[ Formatted: Font: Bold

0) Property Not Covered: Awnings and Patio Coverings

The policy does not cover:

3. Awnings and patio coverings, or their support structures. For purposes of this ///[ Formatted: Font: Italic

exclusion, carports are not awnings or patio coverings.

All structures comprising the patio covering, including posts supporting the covering, are
excluded. Awnings and patio coverings are not covered, even if permanently attached to

the dwelling. = /[ Formatted: Font: Bold

But, if an awning is used as a carport, it is covered if it meets the requirements of a

“Dwelling” as defined in the Homeowners policy. //[ Formatted: Font: Bold

A patio slab is not part of a covered loss, except for any portion of it that is necessary for
ingress or egress as described in the policy.

/{Deleted: July
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P) Antennas, Satellite Dishes, Towers, and Brackets

The policy excludes:

antennas and satellite dishes and any towers, brackets or attachments that support or
secure them ...

But remember, if it is necessary to detach and reset a non-damaged antenna or satellite
dish, and brackets or attachments, during or to facilitate covered earthquake-related

chimney or roof repairs, a policyholder can include that cost as part of the chimney or - /[ Formatted: Font: Bold

Dwelling claim. \\\[ Formatted: Font: Bold

[Formatted: Font: Bold

q) Property Not Covered: Decorative or Artistic Features of the Dwelling.

The policy coverage reads in part:
We do not cover:

5. Any decorative or artistic features of the property, including the items of property
specifically listed in this exclusion and any items of property, whether or not specifically
listed in this exclusion, that are artisan-crafted or that are unique and cannot be replaced
with a commercially-made, identical replacement that would be readily available for
purchase in the open market. Such decorative or artistic features include, but are not
limited to, works of art, murals, stained or leaded glass, mirrors, chandeliers, mosaics,
statuary or sculpture, carvings, inlays, reliefs, fountains, aquariums, and their systems.
If at the time of loss any decorative or artistic feature is serving a utilitarian purpose, the
cost to repair or replace the decorative or artistic feature is not covered to the extent the
cost of repair or replacement exceeds the cost of replacing it with a non-decorative, non-
artistic functional replacement.

The claim representative should identify any artisan-crafted features of the home during
the initial assessment of the damage and discuss any excluded items with the insured.
The claim representative should also identify any artisan-crafted items with a utilitarian
purpose and use the equivalent quality of other non-artistic items in the home to
determine an appropriate cost to cover the artisan-crafted item’s functional replacement.
Since the determination is based on the claim representative’s professional judgment, the
claim file must include clear documentation reflecting a reasoned justification for the
amount allowed.

A claim representative who is unsure if an item rises to the level of being “artisan-
crafted” should involve his/her company CEA Liaison in the evaluation. The CEA

Liaison can consult with the CEA, if necessary. {
Deleted: July
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r) Property Not Covered: Exterior Masonry Veneer //[ Deleted: §

The CEA Homeowners policies do not cover:

Exterior masonry veneer. For purposes of this exclusion, stucco and exterior chimney
facings are not exterior masonry veneers.

The terms “masonry” and “veneer” refer to a nonstructural facing of brick, concrete,
stone, tile, or other similar material attached to a backing for the purpose of
ornamentation.

It is important to determine if the brick on a home is part of the structure of the dwelling, —{ Formatted: Font: Bold

and not simply masonry veneer. If any structural part of the home is constructed of a
masonry material (such as brick) then that part of the home is covered under the CEA
policy.

Policyholders may purchase optional coverage for masonry veneer through the Coverage
for Exterior Masonry Veneer endorsement (CEA 03A 01-2016). Addition of the
endorsement will appear on the policy Declarations page. This optional endorsement
includes masonry veneer coverage up to the policy limit for Coverage A. The Exterior
Masonry Veneer endorsement reads in part:

THIS ENDORSEMENT AMENDS YOUR POLICY BY DELETING THE
FOLLOWING PROVISION OF YOUR POLICY IN ITS ENTIRETY:

Item 6 of “Property Not Covered — Coverage A and Coverage B,” which reads as
follows, is hereby deleted:

6.  Exterior masonry veneer. For purposes of this exclusion, stucco and exterior
chimney facings are not exterior masonry veneers.

Your policy will be deemed to omit the provision quoted above; which means that your
policy will provide coverage for exterior masonry veneer in accordance with all other
terms and conditions of the policy.

Remember, if the policyholder has not purchased the Coverage for Exterior Masonry
Veneer (CEA 03A 01-2016) endorsement, and the masonry veneer on the home is
damaged or falls off, there is no coverage for that loss, and therefore, no requirement to
pay for repair or replacement.

s) Plaster - Limited to the Cost of Sheetrock or Drywall

The policy does not cover plaster, unless the cost to repair or replace it is equal to or less [ Deleted: 1y

than the value of an equivalent replacement with sheetrock or drywall. The CEA policy

¢ 3 . - ; ; /| Deleted: §
will cover plaster repairs only if the cost is less than repair or replacement with sheetrock /'{

/ //{ Formatted: Centered

or drywall. ,///{ Deleted:
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t) Property Not Covered: Garages and Outbuildings

Detached garages and outbuildings are not covered unless the structure in question meets

the requirements of a “Dwelling” as defined in the Homeowners policy. The definition of /,/[ Formatted: Font: Bold

“Dwelling” includes structures that share a common wall or continuous roof line with the /[ Formatted: Font: Bold

residential structure or mobilehome, or are attached by a foundation that is continuous or
contiguous to the foundation of the dwelling. If a garage or outbuilding meets this
definition, then it is covered under the Coverage A: Dwelling policy limit.

u) Property Not Covered: Landscaping

The CEA policy does not cover damage to:

Landscaping, trees, shrubs, lawns, or plants, even if damaged by necessary repairs to
covered property.

If it is necessary to remove a landscape element in order to access a structure for repairs,
the cost of the removal can be included in the claim, but the cost to replace the
landscaping element is not covered by the CEA policy.

v) Property Not Covered: Swimming Pools, Spas, and Hot Tubs

The policy does not cover swimming pools, spas, or hot tubs and all of their components,
whether they are personal property or part of the dwelling. Tile or other material linking
or attaching the pool, spa, or hot tub to a deck or to the dwelling is not covered.

w) Dwelling Glass - Loss Settlement

Conditions:
5. Loss Settlement: Coverages A and B.
f- We will replace covered glass with safety glazing material when required by
ordinance or law.

This applies when paying for broken building window glass, and building codes require
that it be replaced with safety glass. The increased cost falls under the policy Building
Code Upgrade coverage.

Note: the companion homeowner’s policy may have coverage for broken dwelling glass.
If there is double coverage, see the provisions in the policy regarding Other Insurance.

x) Coverage C - Personal Property

Coverage C: Personal Property is included as part of the standard Homeowners policy, {Deletem July

but is an optional coverage offered to Homeowners Choice policyholders. Remember, /[ Deleted:
deductibles apply differently to personal property, depending on the type of policy the //:,{ Formatted: Centered
insured has chosen (See Section 9 — Calculating Deductibles for CEA Claims). Always ,///% Deleted:

///{ Formatted: Font: 11 pt
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review the Declarations page to confirm the policy type, coverage, limits, and
deductible amounts.

y) Coverage C - Personal Property Subject to a Sublimit

The CEA policy covers certain types of personal property, but only up to the applicable
sublimit:

1. $250 in the aggregate on all money, bank notes, coins and medals, including any of
these that are part of a collection.

2. $250 in the aggregate on all securities, checks, cashier’s checks, traveler’s checks,
money orders, and other negotiable instruments, accounts, deeds, evidences of debt,
letters of credit, notes other than bank notes, manuscripts, passports, and tickets.

3. 33,000 in the aggregate on all computers and other electronic data processing
equipment, including storage media and software used with that equipment, whether
or not it is business property. Storage media or software that cannot be replaced
with other property of like kind and quality on the current consumer retail market is
not covered.

4. $1,000 in the aggregate on all business property other than computers and other
electronic data processing equipment, storage media and software.

5. 33,000 in the aggregate on all jewelry, watches, furs, precious and semi-precious
stones, but not more than $1,000 for any one article.

6. 33,000 in the aggregate on all collectibles, including but not limited to sports cards;
collectible dolls, model trains, or toys; collectible postage stamps; collectible
autographed items; memorabilia; and commemorative or otherwise collectible plates,
spoons, or cups; regardless of whether any such item is a single item or part of a
collection.

7. 83,000 in the aggregate on all beverages contained in bottles or in other glass,
ceramic, or pottery containers, including but not limited to wine, port, liquor, beer,
and all other alcoholic or non-alcoholic beverages.

z) Coverage C - Personal Property Not Covered

Read the CEA policy for a complete list of personal property that is not covered.

Artwork and breakables are among the more common items damaged in an earthquake.

These items are not covered by the CEA policy: [ Deleted: juty
/ /{ Deleted:
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We do not cover: ///{ Formatted: Centered
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7. Artwork, including but not limited to paintings, drawings, or etchings; framing;
sculpture or statues, photographs; and handmade, loom-crafted, and other non-machine-
made tapestries and rugs.

8. Breakable items, consisting of the following:

a. Glassware, crystal, china, ceramic, pottery, and porcelain items created as table
settings, serving ware, or otherwise intended for use in serving or consuming
food or beverage, whether currently being used for that purpose or not, and,

b. Figurines, vessels, vases, and other ornamental items made of crystal, china,
pottery, ceramics, porcelain, glass, or marble.

Policyholders may purchase optional coverage for breakable items by adding a Coverage
for Breakables (CEA 04A 01-2016) endorsement. The endorsement provides coverage
for the “Breakable items” listed above, up to the Coverage C limit. Personal Property
sub-limits stated in the policy continue to apply. If purchased, the endorsement is listed

on the Declarations page. | /[ Formatted: Font: Bold

aa) Coverage D - Loss of Use

Coverage D: Loss of Use coverage is included as part of the standard Homeowners policy
but is optional under the Homeowners Choice policy. Both policies offer the policyholder
a choice of coverage limits, up to a maximum of $100,000. Always review the
Declarations page to confirm the policy type, coverage, limits, and deductible
amounts. Coverage D provides, in part:

If a civil authority prohibits you from occupying your dwelling because of direct damage
to the residence premises or other premises, caused by an earthquake ... we cover the
resulting Additional Living Expense or Loss of Rent, subject to the “COVERAGE D:
LOSS OF USE” limits of insurance.

If the insured must vacate the home after an earthquake either because a covered loss

makes the home unfit to live in, or due to earthquake damage to other property such as //[ Formatted: Font: Bold

nearby roads or bridges, Loss of Use coverage will cover:
o the increase in the insured’s living expenses actually incurred; or

e ifany part of the dwelling was rented to others or held for rental, the fair rental = /[ Formatted: Font: Bold

value (less any expenses that do not continue).

The claim file must contain documentation to support all payments for Loss of Use (i.e.,

expenses and lost rent). If any part of the dwelling was rented to others or held for rental, - /[ Formatted: Font: Bold

and a covered loss makes it unfit to live in, the fair rental value (less any expenses that do

not continue) is covered. Formatted: Font: Bold

7 { Formatted: Font: Bold

Loss of Use coverage is not subject to any deductible. Even if the dwelling losses are less , /' | Formatted: Font: Bold

than the policy deductible, Loss of Use coverage is available to policyholders who must /' / [ Deleted: iy

vacate their homes because of damage caused by an earthquake.

/ //{Deleted'ﬂ
// / .

/ / //{ Formatted: Centered

After the occurrence of an garthquake, there is no maximum period during which
covered Loss of Use expenses must be incurred. Loss of Use coverage applies even if the

/ ,///{ Deleted:
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insured is not required to vacate the dwelling until months after the earthquake (such as, __—{ Formatted: Font: Bold
for example, when repairs to the property cannot be started until a substantial period after
the earthquake due to a shortage of contractors available to perform the work.) ///[ Formatted: Font: Bold

If there is a question of coverage, use Attachment 5 with any advance payment.

bb)Other Coverages: Emergency Repairs

In the standard Homeowners and Homeowners Choice policies, the first $1,500 of
emergency repairs is not subject to a deductible. (Note: this provision is not available in
renters or condominium policies.) The Other Coverages portion of the CEA policy
states:

The following other coverages are provided subject to all terms and conditions of this
policy. ...

1. Emergency Repairs. If covered damage occurs to covered property and such
emergency measures are made necessary as the result of an earthquake that
commences during the policy period as part of a seismic event that commences during
the policy period, we will pay the following portion of the cost you incur for
reasonable and necessary emergency measures you take (1) to protect against further
damage to covered property, or (2) if a combined single limit of insurance for
“COVERAGE A: DWELLING” and “COVERAGE B: EXTENSIONS TO
DWELLING” is shown on the DECLARATIONS page of this policy and the dwelling
is otherwise habitable, to remove from covered property in the dwelling the residue of
broken glass or to repair or replace covered broken windows in the dwelling or other
covered structural glass that is part of the dwelling. This Emergency Repairs
coverage provides coverage up to a sublimit of 5% of the policy limit of insurance for
the type of property being protected. The applicable total limit of insurance for the
type of property being protected will be reduced by any amount we pay for this
coverage, but we will never pay more for emergency repairs than 5% of the policy
limit of insurance for the type of property being protected.

a. The first $1,500 of covered costs you incur for such reasonable and necessary
emergency measures is not subject to the application of any deductible. Costs you
incur for such emergency measures in excess of $1,500 are subject to the
application of the deductible that applies to the type of covered property being
protected, which means that until you satisfy the applicable deductible amount,
vou will not be paid for any such costs you incur above $1,500.

b. Your taking reasonable and necessary emergency measures to protect covered
property from further damage does not relieve you of your responsibilities

outlined in “Your Duties After Loss (CONDITIONS, Item no. 3). /{ Deleted: July
This means the claim representative must pay for covered emergency repairs up to $1,500 /:{ Deleted: §
without applying a deductible; the remainder of covered emergency repairs is subject to J/ /,/{ Formatted: Centered
the applicable Coverage A: Dwelling deductible. /// /| Deleted:
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Because emergency repairs may not exceed the policy sublimit of 5% of Coverage
A & B CSL, the representative must diligently track all emergency repairs loss payments.
The CEA Excel Deductible Calculator is the best tool for this purpose.

cc) Other Coverages: Building Code Upgrade

Building Code Upgrade coverage in the amount of $10,000, $20,000, or $30,000, is
provided as additional insurance in a CEA Homeowners policy. The coverage from the
Homeowners Choice policy reads in part:

OTHER COVERAGES

The following other coverages are provided subject to all terms and conditions of this
policy:

1.

2. Building Code Upgrades.

If there is a covered loss to property covered under “COVERAGE A: DWELLING” or
“COVERAGE B: EXTENSIONS TO DWELLING” and you repair or replace that
covered property, then subject to the limit of insurance for “OTHER COVERAGES:
BUILDING CODE UPGRADES” shown on the DECLARATIONS page, we cover the
cost of reconstruction or replacement to bring that property up to local residential
building code standards in effect at the residence premises location on the date of the
earthquake that caused the loss, but only so much of the reconstruction or replacement
costs attributable to the requirements of securing governmental approval of the
construction permit process for repair or replacement of that covered property.

Although no payment will be made to you under this coverage for building code upgrades
unless you repair or replace that covered property, the full amount of loss covered under
this coverage for building code upgrades, up to the limit of insurance for “OTHER
COVERAGES: BUILDING CODE UPGRADES” shown on the DECLARATIONS page,
will be applied to meet the deductible, as set forth in Item 2b of the “DEDUCTIBLE
CLAUSE.” If the dwelling is rebuilt or replaced at a location other than the residence
premises location shown on the DECLARATIONS page, we will pay no more under this
coverage for building code upgrades than what the reasonable and necessary costs of
such building code upgrades would have been had the dwelling been repaired or
replaced at the residence premises location shown on the DECLARATIONS page, but
only up to the limit of insurance for “OTHER COVERAGES: BUILDING CODE
UPGRADES” shown on the DECLARATIONS page.

When evaluating Building Code Upgrade coverage, remember:

1. Use the cost of the building code upgrade in the deductible calculation. /{Deleted: July

2. The covered property must actually be repaired or replaced, and the cost incurred, /[ Deleted: §
before payment is made for Building Code Upgrade coverage. There is a limited ////{ Formatted: Centered
exception to this rule - CEA Homeowners policies permit pre-payment of code //// /’X Deleted:

///{ Formatted: Font: 11 pt
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upgrade costs only if it is clear, in the claim representative’s professional judgment: /
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e the property is going to be repaired or replaced;

o the code upgrade cost is known (or it is known that code upgrade costs will
exceed the Building Code Upgrades coverage limit); and

e making pre-payment will complete the claim process.

3. Building Code Upgrade coverage is additional insurance to the Coverages A and B
CSL.

4. Building Code Upgrade coverage covers the cost to bring the covered property up to
local residential building code standards in effect on the date of the earthquake that
caused the loss.

5. The coverage pays only for the Building Code Upgrade costs required to secure a
reconstruction permit for repair or replacement of the covered property.

6. If the dwelling is rebuilt or replaced at a location other than the insured location |- /[ Formatted: Font: Bold
(such as by the construction of a new home at a different location or purchase of an " Deleted: another

existing home at another location) the claim payment should include an amount for
Building Code Upgrades coverage equal to what the building code upgrades would
have been had the dwelling been repaired or replaced at the insured location shown

in the Declarations. :,/[ Deleted: on

T *[ Deleted: declaration

dd) Other Coverages: Land Stabilization

The CEA policy covers up to $10,000 of the cost to replace, rebuild, stabilize, or

otherwise restore, land owned by the insured necessary to support the dwelling. The need _—{ Formatted: Font: Bold

for stabilization must be:
e adirect result of damage to land by a covered earthquake; and

e necessary for the habitability of the dwelling. | /[ Formatted: Font: Bold

Land Stabilization coverage is provided as a $10,000 sublimit of the Coverages A and B /,/[ Formatted: Font: Bold

CSL. There is no other coverage for land in the CEA policy.

Land is excluded from the definition of “Dwelling,” but note: = /[ Formatted: Font: Bold
e the cost of engineering work necessary to determine the need for land stabilization
is included in Land Stabilization sublimit; and //[ Formatted: Font: Bold

* movement of land necessary to accommodate a foundation repair is covered under
Coverage A: Dwelling, and is not subject to the Land Stabilization sublimit.

ee) Other Coverages: Energy Efficiency and Environmental Safety Upgrades
Energy Efficiency and Environmental Safety Upgrades claims should be scoped and
estimated for repair or replacement with “like kind and quality” items, to determine the
dollar amount to be used in the deductible calculation.

If the policyholder elects to use energy efficient and/or environmental safety items during /{Deleted= July

the actual repair/replacement process, the policy provides additional coverage of up to // { Deleted: §

200% of the cost of any one item being replaced with an energy efficient/environmentally ///{ Formatted: Centered
safe equivalent. The total is subject to the $25,000 policy sublimit for this coverage. ,////’ /[ Deleted:
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Claim representatives should notify the policyholder of this additional coverage as early
in the repair/replacement process as possible.

Carefully review the Energy and Environmental Safety Upgrades sections of the CEA
policy, and apply the policy language exactly as it reads. Do not expand this coverage
beyond what is provided.

If a combined single limit of insurance for “COVERAGE A: DWELLING” and
“COVERAGE B: EXTENSIONS TO DWELLING” is shown on the DECLARATIONS
page of this policy and there is a covered loss to property covered under “COVERAGE
A: DWELLING” or “COVERAGE B: EXTENSIONS TO DWELLING” in excess of the
applicable deductible, we will pay your cost to repair or replace that property with
material that meets the following standards regarding environmental safety and energy
efficiency. This coverage will apply to the added costs you incur to repair or replace that

property with material that meets those standards as compared to the replacement cost
of that property with material that does not meet those standards. This coverage is
provided as a 325,000 sublimit of the combined single limit of insurance for
“COVERAGE A: DWELLING” and “COVERAGE B: EXTENSIONS TO DWELLING,”
and the combined single limit of insurance for “COVERAGE A: DWELLING” and
“COVERAGE B: EXTENSIONS TO DWELLING " will be reduced by any amount we pay

/,/{ Deleted: 9

under this coverage. The most we will pay for the replacement or upgrade of any item of | Deleted: q
covered property is 200% of its replacement cost using material that does not meet the 1
following standards regarding environmental safety and energy efficiency. _Losses
covered under this coverage are not applied to meet the combined deductible for
“COVERAGE A: DWELLING” and “COVERAGE B: EXTENSIONS TO DWELLING.”
_— Deleted: 9
a. Energy Efficiency Upgrades: We will pay the reasonable added costs you incur to \ . O;(gf;eezc(i"eﬁfgb‘;:‘gf%ggs;ﬁgﬁf‘g&‘g’ﬁf&gfﬁ:&the
replace damaged covered property with the following energy-efficient property: “COVERAGE B: EXTENSIONS TO DWELLING.”

i. Electronic Equipment — Energy Star Replacement. If there is covered loss to
electronic equipment, including but not limited to equipment for heating,
ventilation, and air conditioning (HVAC) systems, that is part of the dwelling and
that is covered under “COVERAGE A: DWELLING,” and that electronic
equipment must be replaced rather than repaired, then we will pay the reasonable
expenses you incur to replace damaged or destroyed electronic equipment with
equipment of otherwise equivalent quality and function that has been identified by
the United States Government Department of Energy, Environmental Protection
Agency as “Energy Star” qualified.

ii. Window, Door, Roofing, and Insulation Energy Upgrades. If there a loss to the
dwelling that requires the repair or replacement of roofing or insulation material,
air sealing, windows, doors, or skylights, then we will pay the reasonable
expenses you incur to replace those damaged or destroyed materials with
materials of otherwise equivalent quality and function that have been identified by
the United States Government Department of Energy, Environmental Protection
Agency as “Energy Star” qualified.

/
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iii. Plumbing Fixture Upgrades. If there a loss to the dwelling that requires the
repair or replacement of plumbing fixtures, then we will pay the reasonable
expenses you incur to replace those fixtures with energy and water efficient
fixtures, including automatic faucet sensors, faucet and shower head flow
restrictors, dual flush toilets, and localized water heaters, using plumbing fixtures
of otherwise equivalent quality and function provided that the upgraded property
meets the requirements of the Leadership in Energy and Environmental Design
(LEED) for Homes Green Building Rating System of the U.S. Green Building
Council or meets the requirements of the National Association of Home Builders
Green Building Guidelines.

b. Environmental Safety Upgrades. We will pay reasonable added costs you incur to
repair or replace the damaged or destroyed property covered under “COVERAGE A:
DWELLING” with the following environmentally-upgraded property, provided that
the upgraded property meets the requirements of the Leadership in Energy and
Environmental Design (LEED) for Homes Green Building Rating System of the U.S.
Green Building Council or meets the requirements of the National Association of
Home Builders Green Building Guidelines:

i. Interior Finish Materials Upgrades. If there is a covered loss to the dwelling that
requires the repair or replacement of interior finish materials, then we will pay
the reasonable expenses you incur to replace those materials with materials of
otherwise equivalent quality and function that are low in volatile organic
compounds (VOC), sustainably developed, rapidly renewable, or comprised of
recycled materials. This coverage applies to interior paints, architectural
coatings, primers under coatings, adhesives and sealants, low emissions carpet
and floor coverings, including adhesive to affix them to the floor, and
permanently installed composite wood fixtures including counters, cabinets and
partitions, where available, Forest Stewardship Council certified wood for
millwork, ceilings, siding, and framing, and bamboo flooring.

ii. Elimination of Ozone-Depleting Substances Upgrades. If there is a covered loss
to the dwelling that requires the repair or replacement of systems containing such
items, then we will pay the reasonable expenses you incur to replace
chlorofluorocarbon refrigerants (CFC) or hydro-chlorofluorocarbon (HCFC) or
Halon refrigerants or fire extinguishing agents with environmentally-upgraded
replacements.

iii. Flush Out of Reconstructed Space. If necessitated by the repair or replacement of
covered loss to the dwelling, we will pay the reasonable and necessary costs to
[flush out the reconstructed space with 100% outside air and new filtration media
following completion of the repair or reconstruction process.
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ff) Losses Excluded

The CEA policy only covers the specified peril of earthquake. The LOSSES //[ Formatted: Font: Bold

EXCLUDED section of the policy provides:

We do not insure for any loss that is not directly caused by an earthquake that
commences during the policy period as part of a seismic event that commences during
the policy period.

Without limiting the above, even if a loss directly or indirectly is caused by, is
contributed to by, results from, or is aggravated by an earthquake, we do not insure for
any loss that is caused directly or indirectly by, or that in any way results from, is
contributed to by, or is aggravated by, any of the following:

The policy then lists a number of specifically-excluded perils, the most significant of
which are discussed below. Claim representatives must read the policy to become

familiar with the complete list of exclusions.

gg) Losses Excluded: Fire and Explosion

The policy does not cover losses resulting from fire or explosion, including fires resulting

from such things as broken gas lines, exposed wiring, or other factors directly resulting
from an earthquake. Any claims for losses resulting from fire must be made under the - /[ Formatted: Font: Bold

policyholder’s residential fire insurance policy, not under the CEA policy.

If part of the home is damaged by a covered earthquake and part of the home is _—{ Formatted: Font: Bold

damaged by a fire, a separate claim representative must be assigned to each claim.
Both claim representatives must, to the extent possible, coordinate their inspections; with __—{ Deleted:

the goals of minimizing inconvenience to the policyholder due to multiple inspections
from different adjusters, and ensuring the two representatives see the same damage at the
same time to better determine the proper allocation of damage to the appropriate policy.

NOTE: Notify the CEA immediately, by e-mail to the CEA Claim Director, about any
CEA claim opened on a fire-damaged home, where the CEA claim has a claim reserve of
greater than zero (or whichever other minimum reserve amount the Participating Insurer
uses to open a CEA claim). The CEA may elect to arrange inspections on these claims to
review allocation of damages.

hh)Losses Excluded: Water Damage

The policy reads in part:

... we do not insure for any loss that is caused directly or indirectly by ... | Deleted: suly
///{ Deleted:
2. Water damage, including but not limited to damage resulting from: ///{ Formatted: Centered
,///’ Deleted:
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a) Flood, precipitation (including but not limited to rain, snow, hail, or sleet),
or surface water; waves, tsunami, or tidal water; rupture of a dam, levee,
berm, or sea wall; overflow of a natural or man-made body of water; or
spray from any of these; or

b) Water below the surface of the ground, whether natural or not, including
water that exerts pressure on or seeps or leaks through a building,
sidewalk, driveway, foundation, or other structure.

This water damage exclusion, however, does not exclude loss that results from water
damage to covered property that is a result of any of the following directly resulting
from an earthquake that commences during the policy period as part of a seismic event
that commences during the policy period:

The release of water from water heaters, refrigerators, or water supply pipes within the
dwelling;

The displacement of water from an aquarium, drinking water container or dispenser, or
swimming pool, decorative pool, spa, or hot tub; or

The release of water from municipal or other water supply lines on or off the residence
premises or the release of water or sewage from sewers or drains on or off the
residence premises; or

Precipitation (including rain, snow, hail, or sleet) entering a building through an
opening in a roof or wall, if the opening is the direct result of damage from an
earthquake that commences during the policy period as part of a seismic event that
commences during the policy period.

Although the above exclusions are straight-forward, the claim representative should bear

in mind:
e damage resulting from certain specified garthquake-related water factors is covered { Formatted: Font: Bold
—review the policy language above;
o earthquake-related flooding is not covered (e.g., if an earthquake breaks an uphill { Formatted: Font: Bold
dam); 1\\‘[ Formatted: Font: Bold

e damage caused by a tsunami is not covered; and
the policy provides coverage for damage resulting from water entering the home

through an opening caused by an earthquake. _—{ Formatted: Font: Bold

ii) Losses Excluded: Asbestos and Other Pollutants

The policy contains a detailed pollution and pollutants exclusion that applies to

groundwater, land, and personal property. /{Deleted: July

/ /{ Deleted:
Because this exclusion applies to personal property, the policy does not cover asbestos ///{ Formatted: Centered
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There is not coverage for damage to any personal property contaminated by asbestos,
including furniture, furnishings, and clothing.

Asbestos removal (including the cost of testing), and other earthquake-caused pollution _—{ Formatted: Font: Bold

damage to the dwelling, is covered when the expense is necessary to repair or replace
damaged items of real property covered under Coverages A or B.

ji) Losses Excluded: Non-Earthquake Earth Movement and Land Sliding

The policy does not cover any loss caused directly or indirectly by non-earthquake A Formatted: Font: Bold

related earth movement, including: Earth movement, settling of land, land sliding,
subsidence, mudflows, or earth sinking, rising or shifting . . .

There is an exception to this exclusion—the CEA policy does cover the loss if such earth
movement, settling of land, land sliding, subsidence, mudflow, or earth sinking, rising, or
shifting:

a. is induced by, and would not have occurred in the absence of, an earthquake
that commences during the policy period as part of a seismic event that
commences during the policy period,; and

b. causes loss that manifests within one year after the earthquake that caused the

loss.
For example, if an earthquake is determined to have caused a landslide that occurred six /,/[ Formatted: Font: Bold
months after the earthquake, the damage caused to the dwelling resulting from the /[ Formatted: Font: Bold
landslide might be covered. However, if a landslide occurs or the resulting loss manifests [Formatted: Font: Bold
any time after the first anniversary of the earthquake, the damage is not covered under the { Formatted: Font: Bold
CEA policy.
2. BASIC EARTHQUAKE POLICY - COMMON INTEREST DEVELOPMENT -

CONDO POLICY

In California, a “common interest development” can be a community apartment project, a /,/[ Formatted: Font: Bold

condominium project, a planned development, or a stock cooperative, all defined in

California Civil Code sections 4100-4125. Since the term “common interest development” _—{ Formatted: Font: Bold

is most typically applied to condominiums, for ease of reference the term “condominium”
will be used throughout the remainder of this Manual.

Following is a brief summary of the coverages, exclusions, and limitations provided by the
CEA condominium policy. This policy has many of the same provisions found in the CEA

Homeowners policy, with some unique features., Always review the specific policy in ) — {_Deleted: |

force at the time of the claim to confirm the policy type, coverages, limits, deductible /{ Formatted: Font: Bold

amounts, and exclusions. This Manual is not a substitute for reading the policy. Claim /| Deleted: July

representatives must also review the condominium association master policy, and the / /[ Deleted: §

association governing documents, when evaluating a condominium loss. / ,//:/{ Formatted: Centered
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a) Policy Definitions

b) Adjusting Condominium Claims — Coordination \[

<)

Most of the key definitions found in the Homeowners policy are also found in the
Condominium policy. However, some additional definitions are unique to this policy,

including: “association governing documents,” “association master policy,”

K [Formatted: Font: Bold
“association of owners,” “ [Formatted: Font: Bold

I\

~—_
X

common interest development,” and “dwelling unit.” Claim
representatives should read and become familiar with these definitions. N [ Formatted: Font: Bold

AN
N\ \{Formatted: Font: Bold

Formatted: Font: Bold

I )

Participating Insurers must identify the number of policies they have issued within a
given condominium complex. To the extent possible, claims from policyholders within
the same complex should be assigned to the same claim representative and supervised by
the same individual.

Other Earthquake Coverage

If a loss to property that would otherwise be covered under Coverage A: BUILDING

PROPERTY is covered under an association master policy, refer to the “Other _—{ Formatted: Font: Bold

Insurance” clause in the CEA policy:

8. Other Insurance.

a. If there is other insurance, not including the association master policy, that covers
earthquake loss to the dwelling unit or other property covered under this policy, we
will pay our share of the covered loss or damage. Our share is the proportion that
the applicable limit of insurance under this policy bears to the combined limits of
insurance of all policies that cover the same property.

b. Ifthere is other insurance that does not cover the peril of earthquake but that
otherwise provides coverage for the same loss or damage for which you submit a
claim under this policy, we will pay only for the amount of covered loss or damage in
excess of the amount due from that other insurance, but we will not pay more than the
applicable limit of insurance.

Part b., above, means the associated earthquake coverage is primary.

d) Duties After a Loss

The insured’s duties after a loss are largely the same as those found in the Homeowners
policy. In addition, the condominium policyholder must:

If requested, provide the participating insurer with copies of all association governing

documents. [ Deleted: juty
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e) Overview of the Declarations Page and Coverage Options

In contrast to the CEA Homeowners policies, the CEA Condominium policy provides
for three coverage groups that can be purchased together or separately, in any
combination:

Coverage A: BUILDING PROPERTY
Coverage C: PERSONAL PROPERTY together with Coverage D: LOSS OF USE
Coverage E: LOSS ASSESSMENT

Coverage A: Building Property can be purchased alone or in combination with other
coverages. If Coverage A is selected, the policyholder selects a limit of either $25,000,
$50,000, $75,000, or $100,000. Building Code Upgrade coverage of $10,000, as
additional insurance, is included with Coverage A.

e Coverage A offers deductible options of 5%, 10%, 15%, 20%, and 25%.

Coverage C: Personal Property, and Coverage D: Loss of Use, can be purchased
together or in combination with other coverages. Coverages C and D include coverage
with limits available in the following amounts:

e Coverage C: $5,000, $25,000, $50,000, $75,000 $100,000, $150,000, or $200,000;
e Coverage D: $1,500, $10,000, $15,000, $25,000, $50,000, $75,000, or $100,000;

The CEA Condominium policy has personal property deductible options of 5%, 10%,
15%, 20%, and 25%. Loss of Use does not have a deductible.

Coverage E: Loss Assessment can be purchased alone or in combination with other
coverages. The limits available are $25,000, $50,000, $75,000, or $100,000.

e The CEA Condominium policy has loss assessment deductible options of 5%,
10%, 15%, 20%, and 25%.

Because these coverages can be purchased separately, with different options for
coverage limits and deductibles, the claim representative must be vigilant in claim
handling. Always check the Declarations page to confirm the coverage, limits, and
deductible amounts.

f) Losses Excluded

Losses excluded are the same as those found in the — standard CEA Homeowners policy.

g) Deductibles [ Deleted: july
///{ Deleted: ¢
One difference between the CEA Condominium policy and CEA Homeowners policies is /i/{ Formatted: Centered
how deductibles are handled. Unlike the Homeowners policies, in the Condominium e /{ Deleted:
,/// /[ Formatted: Font: 11 pt
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policy, each of the policy coverages has its own separate deductible (except for Loss of
Use, which does not have a deductible). Only loss to property covered under a specific

coverage counts against the deductible for that coverage.

Remember: claim representatives must use the CEA Excel Deductible Calculator found
on the CEA Web site for all claims where covered damage has been estimated, whether
the claim is expected to exceed the deductible or not.

h) Building Property - Coverage A

Coverage A is optional in the Condominium policy, so it is important to carefully review

the Declarations page to determine whether the policyholder purchased Coverage A. - /[ Formatted: Font: Bold

A single-family residence usually has one owner and stands separate from other
structures. In contrast, a condominium project is a collection of separate dwelling units
together with property owned jointly by many owners. Property owned jointly may
include the structure in which the individual units are located, common walkways, pools,
and other common property. Often, the association of owners has obtained a policy of

insurance, referred to as an “association master policy,” which may insure against the //[ Formatted: Font: Bold

perils of fire, earthquake, or both.

In order to determine whether the property is covered under Coverage A: Building
Property, claim representatives must review:

a) the association governing documents, to determine whether the insured has the //[ Formatted: Font: Bold
obligation to repair or maintain the property; and

b) the association master policy, to determine whether it covers the property for the //[ Formatted: Font: Bold
risk of earthquake. /[ Formatted: Font: Bold

There are two basic categories of property covered under Coverage A: Building Property.
The first category of property is covered regardless of the policyholder’s individual
maintenance obligations under the association governing documents:

We cover:

1. The following property:

a. Built-in appliances, fixtures, alterations, and improvements that are part of
the structure in which the dwelling unit is located and are contained within
the dwelling unit;

b. Wall-to-wall interior carpeting attached to the dwelling unit;

c. Items of real property, other than chimneys, that pertain exclusively to the

dwel[ing unit. /£ Formatted: Font: Bold
/| Deleted: July
The second category of property is only covered if the insured has an obligation to / // | Deleted: |
maintain the property under the association governing documents: / ///{ Formatted: Centered
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2. The following property, but only to the extent that you are obligated to repair or
maintain the property under the terms of the association governing documents:

a. Plumbing pipes and utility service structures and equipment that are
enclosed within the walls, ceiling, or floor of the dwelling unit, extending to
the exterior surface of the perimeter walls of the dwelling unit;

b. Equipment and utility service structures for electric, telephone, natural or
bottled gas, heating, oil, water, septic, and sanitary sewage systems that (1)
are located outside of the perimeter walls of the dwelling unit but within the
common interest development and (2) directly affect the habitability of the
dwelling unit;

c. Chimneys that are attached to or part of the dwelling unit, up to a sublimit
of $10,000, regardless of the number of chimneys covered.

i) Emergency Repairs — Coverage A

The cost of Emergency Repairs under Coverage A: Building Property will only be paid
if damage exceeds the Coverage A deductible. Emergency Repairs coverage provides
coverage up to a sublimit of $1,500 of the policy limit. (Do not confuse this with the
$1,500 that can be paid on a CEA Homeowners policy before the Coverage A: Dwelling
policy deductible is met.)

J) Debris Removal — Coverage A

Coverage A includes coverage for debris removal. The policy also allows for an
additional payment for debris removal of up to 5% of the Coverage A limit of insurance,

as additional insurance, in cases where the Coverage A losses exceed the Coverage A /[ Deleted: of a total loss (covered

hmlt) | \[ Deleted: policy

Debris Removal. We will pay the reasonable expense you incur in removing from the
common interest development the debris of damaged property covered under
“COVERAGE A: BUILDING PROPERTY,” including but not limited to the reasonable
expense you incur for the transportation of such debris to landfills or disposal facilities
and disposal of the debris at those facilities, or the transportation of such debris to
suitable recycling facilities rather than landfills and disposal of the debris at those
facilities.

The limit of insurance for “COVERAGE A: BUILDING PROPERTY " will be reduced by
any amount we pay under this coverage, but in the event that your covered losses under
“COVERAGE A: BUILDING PROPERTY” exceed the combined limit of insurance for
“COVERAGE A: BUILDING PROPERTY” shown on the DECLARATIONS page of this
policy, we will provide, as additional insurance, up to 5% of that limit of insurance for
“COVERAGE A: BUILDING PROPERTY” for this debris removal coverage.

/{ Deleted: -
k) Loss Settlement — Coverage A / | Deleted: July
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Loss settlement under Coverage A: Building Property of a CEA Condominium policy is /' // [ Formatted: Centered
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Remember: due to the unique nature of both common and individual property ownership

found in common interest developments, the claim representative must determine: __{ Formatted: Font: Bold

o the extent of the insured’s insurable interest and responsibility to insure the
property; and
e whether the CEA policyholder’s loss is covered or collectible under an

association master policy (in which case, refer to the “Other Insurance” //[ Formatted: Font: Bold

provision of the CEA policy).

1) Personal Property — Coverage C

The adjusting process is substantially the same under the Homeowners, Renters, and
Condominium policies, except for the application of the deductible. Coverage C is an
optional coverage in the Condominium policy, so it is important to carefully review the
Declarations page to determine whether the policyholder has purchased Coverage C, and
if so, the coverage and deductible amounts.

Condominium owner policyholders may purchase optional coverage for breakable items
by adding a Coverage for Breakables (CEA 04A 01-2016) endorsement to the Personal
Property coverage. The endorsement provides coverage for the “Breakable items” listed
in the policy, up to the Coverage C limit. Personal Property sub-limits stated in the
policy continue to apply. If purchased, the endorsement is listed on the Declarations

page.
m) Emergency Repairs — Coverage C

The cost of emergency measures undertaken to protect damaged personal property from

further damage is included as a Coverage C sublimit and are paid only if damage to

personal property exceeds the Coverage C deductible. The policy provides, in part:

Other Coverage—Coverage C

We provide the following other coverage:

Emergency Repairs. If covered damage occurs to property covered under “COVERAGE
C: PERSONAL PROPERTY,” we will pay the cost you incur for reasonable and
necessary emergency measures you take to protect against further damage to that
property.

1. This Emergency Repairs coverage provides coverage up to a sublimit of the lesser of
(i) 5% of the policy limit of insurance for “COVERAGE C: PERSONAL
PROPERTY” or (ii) $1,000. The applicable total limit of insurance for the
“COVERAGE C: PERSONAL PROPERTY” will be reduced by any amount we pay

for this coverage. | Deleted: jul
eleted: July

/ .
2. Your taking reasonable and necessary emergency measures to protect covered //,{ Deleted: 1
property from further damage does not relieve you of your responsibilities outlined in //,/{ Formatted: Centered
“Your Duties After Loss” (CONDITIONS, Item no. 3). /// | Deleted:
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n) Loss of Use — Coverage D

Coverage D: Loss of Use is an optional coverage in the Condominium policy. Always

review the Declarations page to determine whether the policyholder has purchased - /[ Formatted: Font: Bold
Coverage D, and if so, the coverage amount. Loss of Use is calculated functionally the
same as under the Homeowners policies.
In order to collect Loss of Use or Loss of Rents under the Homeowners policies, the /,/[ Deleted: -
dwelling must be unfit to live in. Under the Condominium policy, if the insured is forced
to vacate because of earthquake-related repairs to other units in the same development, /,/[ Formatted: Font: Bold
Loss of Use can be paid — even if the dwelling unit is undamaged or fit to live in. __—{ Formatted: Font: Bold
Review the policy provision for the exact terms and conditions of Loss of Use coverage.

0) Loss Assessment — Coverage E
A loss assessment is a demand by an association of owners, requiring the dwelling unit /\,/[ Formatted: Font: Bold
owner to pay for damage to commonly-owned property. A loss assessment may be \\[ Formatted: Font: Bold
covered, but only to the extent that the assessment relates to the repair or replacement of
covered earthquake-damaged association property (covered under Coverage E). For - /[ Formatted: Font: Bold

example, damage to swimming pools is included in the list of “Losses Not Covered”
under Coverage E, so if the association assesses a CEA policyholder for a share of the
damaged pool repair costs, the CEA policy does not pay for any part of that loss
assessment.

Because Coverage E: Loss Assessment is an optional coverage in the CEA Condominium

policy, it is important to carefully review the Declarations page to determine whether the _—{ Formatted: Font:

Bold

policyholder has purchased Coverage E, and if so, the coverage amount.

If the policyholder purchased Coverage E, the policy covers the insured’s share of an
assessment charged by the association against all property owners in the common interest
development, if all of the following three requirements are satisfied:

a. Requirement One: You have a legal obligation to pay the amounts assessed against
you by the association of owners, and the assessment is properly and legally made as
a result of a loss that is directly caused by an earthquake that commences during the
policy period as part of a seismic event that commences during the policy period,;

b. Requirement Two: The assessment is not made as a result of a loss specified in
“Losses Not Covered—Coverage E”; and

¢. Requirement Three: The assessment is made as a result of a loss that is to property
owned by one or any combination of the following three categories: (i) all members

of the association of owners collectively, (ii) the association of owners, or (iii) you. {Ddeted: July

///{ Deleted:

An assessment against the insured must be fully investigated, since portions of the
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assessment may not be covered. The claim representative must obtain sufficient // )/ [ Deleted:
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Examples:

e There is no association master policy to cover earthquake damage, and __—{ Formatted: Font: Bold

each condominium owner is assessed $10,000 to fix the roof of the complex. ~{ Formatted: Font: Bold

If the CEA condominium loss assessment deductible is met, the assessments

for earthquake-damaged roof repairs could be a covered loss under the - /[ Formatted: Font: Bold

insured’s CEA policy.
e Same facts as above, but the loss assessment for $10,000 is for landscaping
repairs. Even if the CEA condominium loss assessment deductible is met,

this assessment would not be covered under the insured’s CEA policy.

To determine the covered portion of a claim, reduce the loss assessment sought by

the association of owners by that portion of the loss assessment attributable to: //[ Formatted: Font: Bold

e any of the categories of property not covered under Coverage E: Loss
Assessment; or
e causes excluded in any of the CEA policy exclusions.

Also, Coverage E provides a sublimit of $10,000 for that portion of any loss
assessment relating to building code upgrades. Unlike the Coverage A losses for

building code upgrades, this is not additional insurance, but rather a sublimit of the _—{ Formatted: Font: Bold

Coverage E limit of insurance.

Check the Declarations page for the applicable deductible for Coverage E: Loss __{ Formatted: Font: Bold

Assessment.

p) Reduction of Value - Property not Repaired or Replaced - Coverage E

In rare situations, the association of owners may elect not to repair or replace damaged _—{ Formatted: Font: Bold

property, or they may be permanently prevented from repairing or replacing the property.
The resulting reduction in the fair market value of the insured’s ownership interest is
covered if both of the following requirements are satisfied:

i. As aresult of the unrepaired damage, the dwelling unit either is unfit to live in or
cannot legally be occupied,; and

ii. The reduction in the value of your ownership interest in the dwelling unit is not the
result of a loss to property specified in “Losses Not Covered—Coverage E.”

Calculation of the proper amount to be paid for this type of claim is specified in detail in
the policy language. Carefully review the policy language if this type of claim is
presented.
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q) Building Code Upgrades — Coverage A and Coverage E

Under LOSSES EXCLUDED, the policy provides the following:

8. Required compliance with any ordinance, law, or residential building code that
regulates the use, construction, repair, or demolition of a building or other structure,
except as specifically provided under this policy, under the following provisions:

a. “Other Coverages—Coverage A,” Item 3, “Building Code Upgrades,” subject to
the applicable 310,000 limit of insurance, or

b. “Losses Covered—Coverage E,” Item 1, “Assessment By Association of
Owners,” subject to the applicable [Building Code Upgrade] $10,000 sublimit.

r) Ingress and Egress

The condominium policy specifies, under:

Property Not Covered—Coverage A

We do not cover:

11. Walkways, driveways, decks, and patios that are not necessary for and regularly used
for pedestrian ingress to and or egress from the dwelling unit.

And under Coverage E, Loss Assessment, it reads:

LOSSES NOT COVERED—COVERAGE E

We do not cover any losses under “COVERAGE E: LOSS ASSESSMENT” that arise out
of any of the following:

10. Loss or damage to walkways, driveways, decks, or patios, except that portion of those
walkways, driveways, decks, or patios that are necessary for and regularly used for
ingress to and or egress from the residential structure containing the dwelling unit by
pedestrian or non-ambulatory occupants of that residential structure.

The ingress and egress exceptions to Losses Not Covered under Coverages A and E both

apply only to ingress to and egress “firom the dwelling unif’. Dwelling unit is defined as //[ Formatted: Font: Bold

“your individual unit.” Thus, payments under these exceptions are limited to damage to
ingress to and egress from the insured’s dwelling unit.

In cases of loss to ingress and egress that might potentially be covered under the CEA

Condominium policy, claim representatives must pay particular attention to the /{ Formatted: Font: Bold
possibility that such losses are covered under an association master policy or other e {Ddeted: July
insurance, and apply the “Other Insurance” clause of the CEA policy. /[ Deleted: |
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BASIC EARTHQUAKE POLICY — RENTERS

The CEA Renters policy does not provide coverage for loss to dwellings or real property;
it provides only Coverage C: Personal Property and Coverage D: Loss of Use. The policy
limit options are:

e Coverage C: $5,000, $25,000, $50,000, $75,000, $100,000, $150,000, or $200,000

e Coverage D: $1,500, $10,000, $15,000, $25,000, $50,000, $75,000, or $100,000

Renters may also purchase coverage for breakable items by adding a Coverage for
Breakables (CEA 04A 01-2016) endorsement. If purchased, this endorsement provides
coverage for the items listed under “Breakable items,” up to the Coverage C limit.
Personal Property sub-limits stated in the policy continue to apply. The endorsement is
listed on the Declarations page, when purchased.

a) Personal Property — Deductible — Renters Policy

The CEA Renters policy provides for the following deductibles:

e Personal Property (Coverage C) has deductible options of 5%, 10%, 15%, 20%, and
25%; and
e Loss of Use (Coverage D) has no deductible.

b) Loss of Use — Renters Policy

As with the other CEA policies, there is no deductible for Coverage D: Loss of Use. The
adjustment of a Loss of Use claim is the same as it is under the Homeowners policies.
The policy reads in part:

If the part of the rental unit that you occupy becomes unfit to live in and you are forced
to vacate the rental unit as a result of either (1) damage to the rental unit caused by an
earthquake that commences during the policy period as part of a seismic event that
commences during the policy period or (2) the process of repairing damage to the rental
unit caused by an earthquake that commences during the policy period as part of a
seismic event that commences during the policy period, then we cover the necessary
increase in living expenses you actually incur to maintain your normal standard of
living. We will pay Additional Living Expenses for the shortest time reasonably needed
(a) to repair or replace the parts of the rental unit you occupy that are unfit to live in, or
(b) for you to permanently relocate elsewhere if the owner of the rental unit does not
elect to repair or replace the rental unit.

If the insured sublets a portion of the rental unit to a subtenant, and loses rental income

due to earthquake damage, the insured may also collect actual rental income losses //[ Formatted: Font: Bold

under Coverage D.
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Attachment A-1

¢) Policy Exclusions — Renters Policy

In a CEA Renters policy, items not covered, and exclusions are the same as those found
in the personal property coverage of CEA Homeowners policies.

E. CLAIMS INVESTIGATION PROCEDURES

These investigation procedures are designed to provide basic claim-handling information.
They are intended to augment what an experienced property claim representative already
knows about properly handling property claims, and to highlight certain unique aspects of
CEA policies. The procedures have been developed to promote consistency among claim
representatives and fairness to policyholders in the handling of CEA claims. They will not
cover all situations.

1. A Companion Policy Must Be in Force

If no companion policy is in effect at the time of loss, the CEA policy is void, and no
payment can be made. At the outset of the investigation, always confirm the companion
policy is in force.

2. California Fair Claims Settlement Practices Regulations and Other Laws

All claim representatives handling claims in California must abide by the California Fair
Claims Settlement Practices Regulations, and other applicable codes or regulations.

Claim representatives must be familiar with the unfair claim-handling practices set forth
in California Insurance Code section 790.03(h), as well as the California Fair Claims
Settlement Practices found in the California Code of Regulation, Title 10, Chapter 5,
Subchapter 7.5.

Insurers and their representatives must not,engage in any of the unfair claims handling _{ Deleted: knowingly

practices listed in these statutes.
3. Claim File Documentation

Participating Insurers are expected to handle CEA claims in a manner consistent with this
Manual, their company claim lines, and the California Fair Claims Settlement Practices
Regulations. Although specific requirements (for example, the number of photographs
required) will not be dictated by the CEA, all claim files must be clearly documented,
with sufficient detail in the file, to allow a person reading the file to understand how and
why all decisions were made on the claim.

The documentation to support claim decisions must be kept in the Participating Insurer | Deteted: sy
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claim file. Files are subject to review and audit by the CEA. y
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4. Complete Investigation

In addition to documenting new earthquake damage in a home, it is important to take
pictures of rooms without damage, and to document in the claim file those undamaged
rooms. If the claim file reopens at a later date, thorough documentation can be used to
help refute any allegations the claim representative missed finding some earthquake
damage or did not conduct a complete investigation.

o ) WU U

All CEA claim files must include the CEA-EDA, General Guidelines General Damage \///[ Deleted: CUREE

Earthquake Inspection Checklist found in the CEA-EDA-01(Earthquake Damage " Deleted: ATC

Assessment and Repair) document, available on the Web site at \\\[ Deleted: CUREE EDA2

http:// www. ATCouncil.org. This checklist, in addition to the Building Occupant _/,/{ Deleted: curcedocs
Questionnaire is used by a claim representative during the initial inspection of the home.

Use of the CEA-EDA General Guidelines Inspection Checklist ensures consistent and \///[ Deleted: CUREE inspection checklist
complete inspections by all the CEA participating insurance companies. The Inspection " Deleted: ATC

Checklist and Occupant Questionnaire must be used by both company and independent "~ Deleted: The checklist

adjusters.

When a claim representative is investigating a claim and there is evidence of earthquake
damage in the attic or crawlspace, or the home has suffered structural earthquake
damage, the claim representative must inspect the home’s attic and crawlspace (if they
are safely accessible). In these cases, use the attic and/or crawlspace inspection checklists

contained within document CEA-EDA-01 of the CEA-EDA General Guidelines, ///[ Deleted: EDA2
available at www.ATCouncil.org, The Inspection Checklists can also be requested from  ~"{ Deleted: CUREE
the CEA Claim Director. \\ Deleted: ATC
\{ Deleted: cureedocs
While most inspections will be done by a claim representative, CEA understands the \£ Deleted: CUREE inspection checklists

U

claim representative may have an engineer, contractor, etc., conduct an inspection of the
home. Include in the claim file the results of these inspections. Always use appropriate
personal safety measures during inspections.

5. Keep the Policyholder Informed

Good claim-handling practices, as well as applicable regulations, require that

| policyholders be kept informed during the claim process. Keep the insured up, to,date _—{ Deleted: -
about the claim and the progress of the investigation as decisions and information \\\\[ Deleted: -
become available, and in every case, provide an update no less frequently than every 30
days. Estimates and expert reports should promptly be shared with the insured. Keep the _—{ Deleted: be

insured informed of key decisions made on the claim. When a report from an expert is
relied on to form an opinion regarding damage, provide a copy of the report to the
insured. Give the insured a copy of the claim representative’s scope and estimate as soon
as possible.

Claim representatives must be trained on the current law regarding the obligation of the

/{Deleted: July

insurer to fully investigate earthquake damage discovered or reported after the initial / /{ Deleted: §
earthquake damage claim is submitted to, or closed by, the Participating Insurer. The //| Formatted: Centered
Participating Insurer must investigate reports of hidden or later-discovered damages /// /4 [ Deleted:
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Even if a new claim is received more than one year after the date of loss, the Participating
Insurer should open a new claim, and investigate the facts of the claim, before invoking
any policy provisions. All such investigations should be made subject to a written
reservation of rights.

All claims must be concluded with a final closing letter, even if payment is being made.
This letter should: (1) explain in writing any previous decision not explained in writing,
and (2) quote the “Legal Action” condition of the policy.

Timely Adjusting - SBA and FEMA Requirements

Considering the policy deductible, policyholders generally do not receive payment for the
total amount of the damage they incur and are required to bear themselves some portion
of the financial costs of the earthquake. To help pay for the part of their claim that is not
covered by the insurance policy, they may look to the Small Business Administration
(SBA) for low-interest loans, or to the Federal Emergency Management Agency (FEMA)
for grants.

In order to receive SBA or FEMA assistance, the insured will need documentation from
the claim representative. Usually these agencies require a statement of loss or a denial
letter. Because the SBA and FEMA have strict submission deadlines, the claim
representative must provide the insureds the needed documentation as quickly as
possible. For this and many other reasons, it is important to handle all claims and final
paperwork in a timely manner.

More information about FEMA and the SBA can be found on their Web sites at:
http://www.fema.gov and http://www.sba.gov.

Proof of Loss

The policy provides that, if requested by the Participating Insurer, a Proof of Loss must
be provided by the policyholder, within 60 days. The CEA does not require a Proof of
Loss on every claim. However, the CEA has a right to_obtain a Proof of Loss when it is
deemed necessary.

In cases where the insured and the Participating Insurer do not agree on the amount of
loss, it is valuable to obtain the insured’s input by requesting a Proof of Loss. This
decision should be made on a case-by-case basis.

Emergency Repairs

The policyholder is always responsible for taking the necessary steps to protect property
from further damage, as outlined in the “Your Duties After Loss” Condition found in
every CEA policy.

Because the different CEA policies pay for Emergency Repairs in different ways, always
read the policy language carefully. Below is a summary of how the various CEA policies
£over emergency repairs.
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Homeowners and Homeowners Choice — Emergency Repairs to Coverages A and B, and
Coverage C:

a) The first $1,500 of Emergency Repairs is paid without a deductible;

b) Covered Emergency Repairs must not exceed the policy sublimit of 5% of the
applicable limit of insurance for the covered property (Coverages A & B or Coverage
O);

¢) Emergency Repairs in excess of $1,500 — but only up to the 5% Emergency Repairs
sublimit — are subject to the deductible and used in its calculation. Use the CEA
Excel Deductible Calculator to help keep track of this sublimit.

Condominium — Emergency Repairs

a) Measures undertaken to protect Coverage A property: Covered up to $1,500, as
sublimit of Coverage A, if purchased;

b) Measures undertaken to protect Coverage C property: Covered for the lesser of 5% or
$1,000 sublimit of Coverage C, if purchased;

c) Subject to the applicable policy deductible.

Renters — Emergency Repairs

a) Covered for the lesser of 5% or $1,000 sublimit of Coverage C;
b) Subject to the policy deductible.

Scope of Loss and Estimates

In most cases, the claim representative must complete a sufficiently thorough
examination of the home to enable him or her to list all recent earthquake damage,
complete a diagram of areas to be repaired, and obtain needed measurements. The claim
representative must then complete an itemized scope of loss.

Claim representatives should create or obtain an accurate estimate of the cost to repair all
covered earthquake damage. Participating Insurers may use any software generally
accepted by the insurance industry in the preparation of building and structure repair
estimates. The file must contain the documentation necessary to support the estimate.
The measurement of areas, room sizes, and other dimensions on which quantities of
material and labor are based, must be shown in the estimate. A diagram should be
prepared and attached to the estimate. Document the damages with photographs, as
appropriate.

Claim representatives may need to reevaluate an estimate, if notified that the actual costs
of repairs differ from the costs listed on the original estimate. Any additional earthquake

damage found after repairs have begun must also be evaluated for coverage. /{Deleted: July
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The insured should be given a copy of the scope and estimate as soon as possible. If the
policyholder wants to get his or her own estimate, make sure the policyholder

= /[ Deleted: he

understands the importance of using the claim representative’s scope of covered damage.
Use of Engineers or Experts

Where the causation is obvious and damage is non-structural, a claim representative can
assess the damage.

However, earthquake damage can manifest itself in a variety of forms, from minor
cracking of interior sheetrock, to major failure of the foundation system. An engineer
should be used when the damage appears to be structural in nature. The services of an
expert will assist in the analysis of the cause, extent of loss, and the proper way to repair
the damage. The claim representative must understand the distinctions between the
various expert fields, and how they can be best used during the claim investigation. One
source of earthquake engineering information is the CEA-EDA, “General Guidelines for

Deleted: CUREE

the Assessment and Repair of Earthquake Damage in Residential Woodframe Buildings.”
www.ATCouncil.org.) Look for the CEA-EDA-01 document.

Deleted: cureedocs

When to Retain an Engineer or Expert

Participating Insurers must determine the need for engineers or other experts as soon as
possible in the claim adjustment process. It is not necessary to request or obtain the
CEA’s approval fo retain such experts.
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Some of the conditions to consider when retaining an engineer to inspect a property:

1. building has collapsed or partially collapsed;
. building superstructure has shifted relative to or off its foundation;
3. building as a whole, or any story, any wall, any cripple wall, or column, is visibly out

Deleted: walls

of plumb;
4. shifting or movement of interior walls and partitions relative to the floor;
5. apattern of broken windows, or a pattern of sticking or inoperable hinged doors;
6. for hillside structures, at the downhill edge: damage to vertical supports; posts visibly

\\\[ Deleted: walls
\[ Deleted: columns, are

- /[ Deleted: houses
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out of plumb; broken, slack, or buckled diagonal bracing; or damage to connection
between foundation and superstructure;

7. visible distortion of the roofline or significant fresh damage to attic framing;

8. damage to the structure in the vicinity of the chimney;

9. apattern of splitting of framing members (sill plate, hold down locations, floor joists,
etc.); and

10. evidence of fresh settlement of floors.

b) What Kind of Engineer to Select

Generally, a claim representative should start with a structural specialist (a civil engineer

specializing in structural engineering, or a structural engineer). A structural specialist can

evaluate all components of a building, including the foundation, for structural damage.
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Consult the structural specialist regarding the need for a soils specialist or other technical

consultants.
. For purposes of claim adjusting, the primary technical issues for the engineer to address ///[ Deleted: §
are: " Deleted: claims

1. identification of all structurally significant earthquake damage, especially those
damage patterns that might not be obvious to owners and adjusters;

2. causation (i.e. distinguishing between damage caused by the earthquake and
conditions/damage attributable to other causes);

3. the scope of work necessary to repair the damage caused by the earthquake in
accordance with the terms of the policy; and

4. any building code upgrades that may be required as a part of the repair of the
earthquake damages.

¢) Locating Qualified Engineers

Ideally, Participating Insurers should maintain a list of pre-qualified engineers who can
be called upon in the immediate aftermath of an earthquake. When that is not the case,
one source of contact information for potentially qualified engineers is the regional
Structural Engineers Association of California (see www.seaoc.org for links to regional
association), or the local chapter of the American Society of Civil Engineers (see
https://www.asce.org/regions_sections_branches/ for links to local chapters).

Prior to retaining an engineer, check credentials by obtaining a copy of the engineer’s
résumé or statement of qualifications, including information on the engineer’s education,
work experience, technical expertise, and professional registration or engineering license
number.

The status of an engineer licensed in California can be verified at the California
Department of Consumer Affairs Web site: www.dca.ca.gov. Look for the link titled:
“License Search for Professional Engineers...”

d) Written Contract Specifying the Scope of Services

If the engineer’s credentials are acceptable, the next step is to execute a written contract
with the engineer. California Business and Professions Code section 6749 requires, with
some exceptions, engineers to provide their clients with a written contract specifying, at
a minimum:

1. adescription of the services to be provided to the client by the professional

engineer;

2. adescription of any basis of compensation applicable to the contract, and the /{De|eted: July
method of payment agreed to by the parties; /[ Deleted: §
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4.  adescription of the procedure the professional engineer and the client will use to
accommodate additional services; and
5. adescription of the procedure to be used by any party to terminate the contract.

Following a major earthquake, qualified engineers in an area may be overwhelmed or in
short supply. Before authorizing any engineering work, request, and agree to, the
delivery time for any written reports to be generated by the engineer.

e) Payment of Expert Fees
Always request and agree to a budget before authorizing the work.
Expert fees necessary to investigate a claim or determine the cause of loss are paid for

by Participating Insurers. The Participating Insurers receive a loss-adjusting fee on all
paid claims, which when averaged out over all claims handled, is designed to reimburse

the Participating Insurer for these and other fees and expenses. __{ Deleted: pI

Expenses that are part of the repair process (i.e. permits, architectural, etc.) are part of
the indemnity payment made under the policy coverage limits, after the deductible and
any other policy provisions are met.

11. Destructive and Other Tests to Determine Extent or Cause of Loss

In some situations, the insured may be solely responsible for the cost of performing
certain tests. The CEA policy provides:

At our option, we may select and retain adjusters, consultants, contractors, engineers, or
other experts to inspect your property or to perform tests, including destructive tests, to
determine the extent or cause of loss with respect to any claim you make under this
policy. We will bear the cost of performing any tests (including the cost of repair of
damage necessitated by any destructive tests) that we elect to perform to determine the
extent or cause of loss.

If; however, it is the opinion of the CEA that your property (or some particular part of
your property) has not sustained covered earthquake damage over the deductible
amount of this policy, and despite our opinion you request additional testing of your
property or that part of your property, then if additional testing is performed, you are
solely responsible for the costs of performing the additional testing and of repairing the
damage to your property that was caused by any additional destructive testing, unless the
additional testing establishes the existence of covered earthquake damage that, either
alone or combined with other covered earthquake damage, exceeds the deductible
amount of this policy.
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Cracks in Concrete Surfaces, Such as Garage Floors and Foundations

Most concrete work, especially house and garage floor slabs, develop small cracks over
time. This is considered normal, and generally does not impair the structural function of
the concrete. The cost to repair old cracks in the concrete that existed prior to the
earthquake is not covered; new damage to covered concrete surfaces due to the
earthquake, which might include expansions of old cracks, is covered.

The claim representative, with the advice of an appropriate expert, must determine
whether concrete needs to be replaced, or whether it can be repaired with injected epoxy
or other methods. In cases where the cracks do not cause structural impairment, strong
consideration should be given to a repair with properly injected epoxy. This will be
decided on a case-by-case basis. The CEA policy generally allows for repair or
replacement, whichever is most appropriate.

In claims where exacerbation of cracks is being claimed, one approach to valuing the
damage is to establish what it would have cost to repair the crack before the earthquake
and then value the cost to repair the crack after the earthquake. The difference in those

two numbers is the value of the damage gxacerbated by the earthquake, |- —{ Deleted: causcd
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Reasonably Uniform Appearance of Repairs

The California Fair Claim Settlement Practices Regulations, section 2695.9(a) (2), reads
in part: “When a loss requires replacement of items and the replaced items do not match
in quality, color or size, the insurer shall replace all items in the damaged area so as to
conform to a reasonably uniform appearance.”

Carpet and floor coverings: When dealing with replacement of carpet and other floor
coverings, good judgment must prevail. If a match cannot be found, doorways with doors
that close (swinging or pocket) can be used as the dividing line between rooms where
there is replacement of floor covering damaged by the loss, and adjoining rooms where
the floor covering was not damaged and need not be replaced. (This concept does not
apply to closets with doors. For purposes of floor covering replacement, closets are
considered part of the room.)

Roofs: The regulations do not require an exact color match, but rather, that all items in
the damaged area “conform to a reasonably uniform appearance.” The claim
representative must use reasonable judgment to determine how much of the damaged area
needs to be repaired or replaced to comply with the “reasonably uniform appearance”
standard.

It is generally not necessary to replace the whole slope, unless materials of the same size

and quality cannot be found, or the condition of the roof makes a repair impossible. New /{Deleted: July
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When a claim representative recommends a repair rather than a replacement, the CEA
requires the representative to explain the “reasonably uniform appearance” concept to the
insured and advise how the claim representative determined the area to be repaired.

Costs to Rebuild or Repair — Prices of Building Materials

The CEA is committed to providing fair and reasonable local cost reimbursements for
covered earthquake damage. Claim representatives may use automated damage
estimating programs or qualified contractors to estimate the dollar value of damage. The
CEA does not provide cost of labor and or cost of materials information after an
earthquake. Determining appropriate labor and materials costs is part of the
Participating Insurers’ loss adjustment duties. Participating Insurers should ensure their
estimating programs are updated with appropriate local post-disaster labor and material
costs.

California law regulates price increases for goods and services after a state of emergency
has been declared. Section 396 of the California Penal Code is intended to prevent post-
disaster “price gouging,” and provides that persons selling specified goods and services at
a price more than 10% above the price charged prior to an emergency are guilty of a
misdemeanor and are subject to criminal prosecution.

Overhead and Profit

It is appropriate to allow for overhead and profit (O&P) in cases where the repair
involves multiple trades requiring the use of a general contractor to oversee the job. It is
not appropriate to allow for O&P when dealing with individual trades, and individual
tradesmen are doing the work. On a one-trade repair, do not allow for O&P, even if a
general contractor is doing the work.

If it is appropriate to allow for O&P in an estimate, add the overhead percentage and the
profit percent together, then apply the total percentage to the estimate. Do not apply the
percentages individually, since this approach results in a higher cumulative O&P amount.
The CEA allows O&P amounts that follow the customary practice of contractors in a
given area. Any exceptions to these O&P guidelines must be documented in the claim
file.

Double Coverage

To help resolve issues of overlapping insurance or coexistent insurance coverage, follow
the Other Insurance provisions in the CEA policy. Further help can be found in Fire,
Casualty, and Surety (FC&S) Bulletins — coverage information, provided by the National
Underwriter Company.
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Suspected Fraudulent Claims

Often discrepancies in claims handling can be resolved by open communication with the
insured. It is important that claim representatives always keep an open mind and treat the
policyholder with respect.

Refer suspected fraudulent claims to the Participating Insurer’s Special Investigation Unit
(SIU). Request a Proof of Loss, as stated in the policy conditions. Claim representatives
must be trained to recognize insurance fraud. Document in the claim file evidence of
teamwork between SIU and the claims handler in resolving the issues in question.

Unless the true amount of covered loss and damage has been determined before the
referral to SIU, determination of the actual covered loss and damage, if any, should be
continued by the claim representative during the SIU investigation. A general reservation
of rights letter should be sent to the insured indicating investigation is not a commitment
to payment.

When to Name a Mortgagee as a Joint Payee on a Claims Settlement Check

It is important to protect both the interest of the policyholder and any mortgagee or lender
that may have a legal right of recovery to an earthquake claim payment. In some cases, it
is not appropriate to name the mortgagee on a CEA earthquake policy claim payment,
because the mortgagee may not have the legal right to share control of CEA insurance
policy proceeds. Therefore, the relevant loan documents must be examined to determine
whether the lender has any right to recovery of earthquake insurance proceeds.

It is the claim representative’s responsibility to determine whether a mortgagee must be
named on a claim payment check. This is accomplished by reviewing the applicable
mortgage documents to determine if the mortgagee required earthquake insurance as an
express condition for making the loan, or if the loan documents contain wording
requiring that the mortgagee be named on proceeds from an earthquake claim. In these
cases, the claim representative must name the mortgagee as an additional payee on the
claim indemnity payment. The claim file must be documented to support the decision
made by the claim representative.

Under longstanding informal guidelines, when the total indemnity payment will be
$10,000 or less, the payment may be made to the policyholder(s) only, subject to any

specific requirements found in the mortgage documents. __{ Deleted: contract

The lender is not entitled to any control over payments for Personal Property or Loss of Use.
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Subrogation

Compared to most other perils, there is less likelihood of third-party liability for
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The Participating Insurer is responsible for the subrogation process.

If the claim representative discovers the loss may have occurred as a result of a third
party’s negligence, proper documentation must be gathered so a successful subrogation
claim can be pursued. Proper investigation of a claim with subrogation potential should
include at least the following:

a) take a recorded statement of persons likely to have information about the contributing
cause of damage, if possible;

b) obtain and preserve any evidence;

c) notify the insured of the intention to pursue subrogation rights, and of the
“Subrogation” provision of the CEA policy, requiring an assignment of rights and
cooperation in the pursuit of subrogation;

d) take photographs of the damage and other items material to the case; and

e) notify the responsible party and their insurance carrier as soon as it appears a
subrogation claim might be presented.

Salvage

As in any other claim, consideration should be given as to whether any damaged items
have salvage value. In earthquake claims, certain construction materials that may be
damaged or replaced could have significant salvage value, for example, damaged copper
pipes or salvageable used bricks. The policyholder should be made whole, including the
deductible, before any salvage is taken. If there are salvageable items, follow the
Participating Insurer’s company procedures for dealing with salvage in the claim
handling process.

Loss Settlement Disputes

Generally, loss settlement disputes involve questions concerning scope of damage, the
proper repair method, and the actual cost of the repairs. Keep an open mind, and solicit
input from the insured’s contractor or representative, to resolve discrepancies in scope,
repair method, and pricing. Face-to-face meetings can be helpful.

Disputes can often be efficiently resolved though the California Earthquake Claims
Mediation Program with the California Department of Insurance (CDI) at (800) 927-
4357. The CEA supports using the CDI mediation program to resolve issues of scope of
loss, mandated building code upgrades, pre-existing damage, additional living expense,
asbestos abatement, earthquake vs. aftershocks, hidden damages, and personal property
valuation issues. (CDI form 526, EQMED 12/99)

Another dispute resolution option is the appraisal provision in the policy. If CDI

mediation does not resolve the dispute, the appraisal process is still available. Please note
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22. Coverage Disputes

Unlike loss settlement disputes, coverage disputes concerning the interpretations of
policy coverage or policy language cannot be handled through the CDI mediation
program, nor resolved in appraisal. When investigating a claim where coverage is an
issue, consider a reservation-of-rights letter. Procedures to resolve policy and coverage
interpretations are explained in section A10.

23.  Denying Damages Not Covered, and Claims Under the Deductible

There are three main types of denial letters that might need to be sent to a policyholder.

a) Claims under the deductible:

If an insured makes a claim and a Participating Insurer makes no payment because the
damage is below the deductible, the Participating Insurer must inform the policyholder in
writing that the claim is being denied. Section 2695.7(b) (1) of title 10 of the California
Code of Regulations requires, “when an Insurer denies or rejects a first party claim, in
whole or in part, it shall do so in writing...” Attachment 6 is a sample under-deductible
denial letter. The CEA does not need to approve these letters before they are sent.

b) Claims where the damages are not covered by the earthquake policy in force

If an insured makes a claim and a Participating Insurer makes no payment because the
damage is not covered by the policy in force, the Participating Insurer must inform the
policyholder in writing that the claim is being denied, and the letter must quote the

policy provisions on which the decision is based. The CEA has provided a sample _{_Deleted: not

letter for this situation, - found in Attachment 8. _—{ Deleted: , but some of the wording

Deleted: 6 may be useful. Participating Insurers must email a
C) Claims with a combination of both above situations copy of the denial letter to the CEA Claim Director for review
and approval as to form, before mailing it to the insured. (See
Section A29 i).)

If an insured makes a claim and a portion of it is subject to denial, but other parts are
paid, the Participating Insurers must inform the policyholder in writing regarding the
specifics of what is being paid, what is not being paid, and why. The CEA does not need
to approve these letters before they are sent.

Regarding homeowner claims, a denial letter must:
e Deny payment for damage for Coverage A and Coverage B if it is under the

deductible.
e Deny any claim made under Coverage C: (a) under a standard Homeowners policy,

on the ground that damage to property covered under Coverage A and Coverage B is

insufficient to meet the policy deductible, or (b) under a Homeowners Choice policy, | Deteted: 1uy
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Denial letters under all policies should:

e inform the insured of his or her right to obtain further inspections and to obtain new
estimates, if necessary;

e explain to the insured that Loss of Use coverage has no deductible, and the insured
may apply for Loss of Use payments later if a covered loss makes the dwelling unfit
to live in and it needs to be vacated during repairs (this is true even if the Coverage A
and B damages are under the deductible);
invite the insured to submit any documents showing the loss exceeds the deductible;

e advise the insured of the one-year (two years if loss is related to a state of emergency,
as defined in subdivision (b) of section 8558 of the California Government Code)
requirement to bring legal action, and quote the language from the policy; and

e include the required wording regarding how to contact the California Department of
Insurance.

Always include with the denial letter any expert’s reports used to make the decision.

All denial letters should be completed as soon as practical, since policyholders may need
these letters to apply for FEMA or SBA assistance.
Usage of the Name “California Earthquake Authority” in Letters

It is important to properly use the name “California Earthquake Authority” or the
acronym “CEA” in claims correspondence when adjusting a claim for the CEA.
(Guidance regarding the approval process to use the CEA mark (logo) are found in the
CEA Communications Circular COMMS #2013-01.)

Whenever the words “California Earthquake Authority” are used, they must be in title
case (first letter of each word capitalized), or in all capital letters. Do not use these words
in all lower case. The acronym “CEA” is always used in upper case, with no periods.

Letterhead: Use the Participating Insurer company letterhead or name, and include the
phrase, “A Participating Insurer of the California Earthquake Authority.”

The salutation: It is best to personalize claims correspondence whenever possible. It is
generally not appropriate to use the words “California Earthquake Authority” or “CEA”
in the salutation. If the name of the policyholder is unknown, simply use “Dear CEA
Policyholder.”

The body of a letter: It is acceptable to use the name “California Earthquake Authority”
or the abbreviation “CEA” when referring to the CEA as an entity, or to CEA policy
language.

For example:
/{ Deleted: July
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“The XXX insurance company, a Participating Insurer of the California Earthquake
Authority (CEA), wishes to inform you ...”.

Signature block: Use the PI company’s normal signature block, and while not required,
consider adding “A Participating Insurer of the California Earthquake Authority.”

For example:  Sincerely,

John Q. Adams

Senior Claim Representative

XXX Insurance Company,

A Participating Insurer of the California Earthquake Authority

The return address in a letter: It is acceptable to use “A Participating Insurer of the
California Earthquake Authority” as part of the return address shown in a letter.

Claims settlement checks: If the payment check includes a field to name the company
on whose behalf the payment is being issued, use “California Earthquake Authority.”

CEA return address: Do not use the CEA’s office address or phone number in any /,/[ Deleted: CEA home

correspondence. Do not use the CEA name or address as the return address on an
outgoing or return envelope. In other words, the return address should never be shown
as: “California Earthquake Authority, [Participating Insurer’s Address].”

Claim Payment Ratio

If there is a very large earthquake or a series of earthquakes, such that the CEA’s claims
paying ability might be exceeded, there is a provision in the CEA policy that provides for
the payment of claims on a pro-rata basis. In that case, the CEA would declare a “claim
payment ratio,” and the claim representative would first determine the total amount
payable on a claim, and then pay the insured a percentage of that total based on the
CEA’s declared claim payment ratio.

If a ratio other than 100% is to be used, the percentage will be communicated to the
Participating Insurers as soon as possible and will apply to all loss settlements from the
date of notification onward. If a payment has already been made on a claim at 100%, any
future payments on that claim must be rebalanced, so the total of all payments is made at
the declared prorata percentage allowable. Do not ask for money back, but do make
adjustments to rebalance total payments on a claim.

Media Inquiries

Although the CEA has clear policies and procedures in place to support payment of valid

claims, neither CEA nor its Participating Insurers can offer public comment on any

details of a specific claim. | Deleted: suly
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This is good practice, not only because out of respect for, and a desire to protect, our
policyholders’ privacy, but also because California’s insurance-privacy laws prohibit
insurance providers from publicly discussing details about policyholders or their claims.
Refer all media inquiries to the Participating Insurer’s company media spokesperson,
team leader, or to the CEA at (916) 325-3800.
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Attachment 1. Coverage Chart — Homeowners vs. Homeowners Choice

Other Structures

Limit for Coverages A & B.

HOMEOWNERS HOMEOWNERS CHOICE
Includes Mfg. homes and Mobilehomes | Includes Mfg. homes and Mobilehomes
COVERAGE A
Dwelling Companion policy limit Companion policy limit
Deductible 5%, 10%, 15%, 20%, or 25% of A & B | 5%, 10%, 15%, 20%, or 25% of A & B
Combined Single Limit Combined Single Limit
COVERAGE B Limited coverage included in CSL Limited coverage included in CSL

Limit for Coverages A & B.

Coverage C: Personal
Property coverage
amounts selected by
Insured

Included coverage. Available limits:
$5,000

$25,000

$50,000

$75,000

$100,000

$150,000

$200,000

Optional coverage that insured can buy
or decline. Available limits:

$5,000

$25,000

$50,000

$75,000

$100,000

$150,000

$200,000

Deductible

Deductible on Coverage A must be met
before C can be paid.

Separate 5%, 10%, 15%, 20%, or 25%
deductible for Coverage C that is
waived if Coverage A deductible is
met. Coverage C deductible percentage
must be less than or equal to the
Coverage A deductible percentage.

Coverage D: Loss of
Use—Coverage

Included coverage. Available limits:
$1,500

Optional coverage that insured can buy
or decline. Available limits:

Amounts selected by $10,000 $1,500
Insured $15,000 $10,000
(No deductible) $25,000 $15,000

$50,000 $25,000

$75,000 $50,000

$100,000 $75,000

$100,000

OTHER COVERAGES Included Included

Debris Removal

5% of A & B CSL as additional
insurance on total losses

5% of A & B CSL as additional
insurance on total losses

Emergency
Repairs

No deductible on first $1,500;
balance subject to 5% policy sublimit
and included in deductible calculation.

No deductible on first $1,500;
balance subject to 5% policy sublimit
and included in deductible calculation.

Land Stabilization

$10,000 Sublimit of A & B CSL

$10,000 Sublimit of A & B CSL

Building Code Upgrade

This is additional insurance of
$10,000, $20,000, or $30,000.

This is additional insurance of
$10,000, $20,000, or $30,000.
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Attachment 2. Coverage Chart — Common Interest Development, Renters

COMMON INTEREST
DEVELOPMENT (Condo)

RENTERS

COVERAGE A Optional coverage in Condo policy No coverage
Building Property Available limits: No coverage
(Dwelling) $25,000, $50,000, $75,000. or $100,000
for Building Items (Dwelling Unit)
Policy Deductibles 5%, 10%, 15%, 20%, or 25% 5%, 10%, 15%, 20%, or 25%

Emergency Repairs

Coverage A: sublimit of $1,500

Coverage C: Sublimit of the lesser of 5%

or $1,000

Coverage C: Sublimit of the lesser of
5% or $1,000

COVERAGE B
Other Structures

No coverage

No coverage

COVERAGE C
Personal Property

Optional coverage in Condo policy, with

a 5%, 10%, 15%, 20%, or 25%
deductible.

Always included in Renters policy,
with a 5%, 10%, 15%, 20%, or 25%
deductible.

Personal Property

Available limits:

Available limits:

coverage amounts are $5,000 $5,000
selected by Insured $25,000 $25,000
$50,000 $50,000
$75,000 $75,000
$100,000 $100,000
$150,000 $150,000
$200,000 $200,000
COVERAGE D Optional coverage in Condo policy. Always included in Renters policy.
Loss of Use—Coverage Available limits: Available limits:

Amounts selected by $1,500 $1,500

Insured $10,000 $10,000

(No deductible) $15,000 $15,000
$25,000 $25,000
$50,000 $50,000
$75,000 $75,000
$100,000 $100,000

COVERAGE E Optional coverage in Condo policy No coverage

Loss Assessments

Available limits: $25,000, $50,000,
$75,000, or $100,000.

No coverage

OTHER COVERAGES

Debris Removal

Additional insurance:

Coverage A: 5% of A, if A is purchased;

Coverage C: Lesser of 5% of C
or $1,000 if C is purchased.

Additional insurance:
Coverage C: Lesser of 5% of C or
$1,000.

Emergency
Repairs

Coverage A: $1,500 as sublimit of
Coverage A;
Coverage C: Lesser of 5% or $1,000

sublimit of Coverage C, if Coverage C is

purchased.

Coverage C: Lesser of 5% or $1,000
sublimit of Coverage C.

Land Stabilization

No coverage

No coverage

Building Code Upgrade

Additional insurance, $10,000 (if
Coverage A is purchased)

No coverage
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Attachment 3. Example of CEA Coverage Review Form
Your Name: Jane Claims Manager Contact phone number: 123-456-7890

XXX Insurance Company

Your claim representatives Name: Date of Loss: Coverage Coverage
John Q. Adjuster 9/03/16 Limit: Deductibles:
Policy #: Policy Period: A A
15%
123-456-789 02/07/16 — 02/07/17 200,000 30,000
Insured: C C
David and Liz Insured 5000 N/A
Property Address: D
123 Main Street 1500 N/A
City, St, Zip Code:
Any town, CA 12345 10,000
Coverages Reserves and Paid Reserves $ Paid to Date

A-Dwelling

10,000 0
C-Contents

0 0
D-Loss of Use

0 0
Code Upgrade

0 0
Land Stabilization

0 0
Loss Assessment

0 0

0 0

Description of loss: The Insured’s home was damaged by an earthquake on 9/03/2016. The house is of two-story woodframe construction with a
perimeter concrete foundation. There is also a guesthouse (one story) of similar construction that includes a bedroom, bath, kitchen, and a two-car
garage. The two structures are built end-to-end, north to south, with a breezeway connecting the north-end of the house and the south end of the
guesthouse. The breezeway shares a roofline with the guesthouse. The roof is connected to the north-end wall of the house. A wall on the west
side of the breezeway connects to both the house and guesthouse, enclosing the west side of the breezeway. The breezeway is of woodframe
construction on its own perimeter foundation. The foundation abuts the foundations of the house on the south side and the guesthouse on the north.

Coverage question: Is the guesthouse a dwelling as defined by the policy and if so, can it be considered under COVERAGE A: ‘DWELLING’?
The guesthouse is a residential structure of not more than four units and is at the location described in the DECLARATIONS. The
DECLARATIONS page makes no mention of, or distinction between, the two structures.

Our research: Webster’s defines “contiguous” as “1. in physical contact; touching along all or most of one side. 2. near, next, adjacent”. By this
definition the breezeway’s foundation is contiguous with both of the other structures” foundations. However, the breezeway must be considered part
of the guesthouse in any case because of the roofline they share. It would appear that the guesthouse meets the definition of a dwelling on all
criteria except the roofline. The definition only requires one criterion to be met.

Our recommendation: As such, the guesthouse would appear to fall under “COVERAGE A: ‘DWELLING’ since it requires that the building be
defined as a dwelling and be identified on the DECLARATIONS page. The page gives only the address and doesn’t identify or exclude any
specific structures. Based upon the above points it is our recommendation that coverage be extended to the guesthouse. For your reference we have
attached diagrams and photos as well as a copy of the Earthquake Declarations Page. Please contact Team Leader John Q. Manager at (800) 555-
1234 if you have any questions.

Submitted by: J .M Date: 10/03/16
ubmitted by: Jane Q. Manager ate: /{Deleted:July
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Coverage Review Form - California Earthquake Authority

Your Name:

Insurance Company:

Contact phone number:

Your claim representatives Name: Date of Loss: Coverage Coverage
Limit: Deductibles:
Policy #: Policy Period: A A
Insured: (e} C
Property Address: D
City, St, Zip Code:
Coverages Reserves and Paid Reserves $ Paid to Date
A-Dwelling
C-Contents
D-Loss of Use
Code Upgrade
Land Stabilization
Loss Assessment

Description of loss:

Coverage question:

Our research:

Our recommendation:

Submitted by:

Date: MM/DD/YYYY
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Attachment 4. Testing Authorization Agreement

Testing Authorization Agreement

Claim Number: Date of Loss:
Name: Date of Agreement:
(Policyholder)
Address:
City: State:  Zip:
I [we], [Name(s) of policyholder(s)] , acknowledge and agree to the following:
1. [Name of Participating Insurer (“the Insurer”), a Participating Insurer of the

California Earthquake Authority (“the CEA”), and I [we] disagree (i) as to whether my [our] home
has sustained covered earthquake damage over the deductible amount of my [our] insurance policy
issued by the CEA, and (ii) as to the need for further testing to determine the extent or cause of
damage to my [our] home. The Insurer contends that additional testing will not establish the
existence of covered earthquake damage over the amount of the deductible, and I [we] believe that
additional testing will establish that my [our] home sustained covered earthquake damage over the
amount of the deductible.

2. The Insurer has advised me [us] that, pursuant to the terms of my [our] insurance policy, the Insurer
will not authorize any additional testing as part of the claims adjusting process unless I [we] agree
that, in the event additional testing is performed and that testing fails to establish the existence of
covered earthquake damage over the amount of the deductible of the insurance policy issued by the
CEA, I [we] will pay for the cost of conducting that testing, including the cost of repairing any
damage to my [our] property caused by any destructive testing that is conducted.

3. 1[we] therefore request the Insurer to authorize the following testing:

[DESCRIPTION OF TESTING REQUESTED BY POLICYHOLDER]

I [we] agree that, in the event the testing described above fails to establish the existence of earthquake
damage that is covered under my [our] CEA policy and that it is over the deductible amount of that
policy, I [we] will pay for all costs associated with conducting that testing, including, but not limited
to, the cost of repairing any damage to my [our] property caused by any destructive testing. 1 [we]
understand that, in the event the testing described above establishes that my [our] property has
sustained covered earthquake damage over the amount of the deductible of the CEA policy, I [we]
will not be required to pay for any of the costs of that testing.

Policyholder(s): Date:
(Signature of policyholder)

Claim Representative Date: /{ Deleted: July

/ .
CEA Participating Insurer: / /{ Deleted: §

/ //{ Formatted: Centered
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Attachment 5. Advanced Payment Agreement

Advanced Payment Agreement

Name
Address
City, State
Re: Claim No.:
Policy No.:
Policyholder(s):
Address of Insured Property:
Date of Damage:
Dear

>

There is a question as to whether there is coverage under the policy for the damages, which have
occurred. We are investigating the claim. We are under no legal obligation to make any payments until
the coverage investigation is complete.

However, to prevent any undue hardship which this loss may cause, we advance the sum of
$ under the following terms and conditions:

1) This advance shall not be considered as any admission that payment is due under any portion
of the policy;

2) If we determine that payment is not required under the terms and conditions of the policy,
you will repay the advance;

3) In making this advance, we reserve all rights and do not waive any terms, conditions or
requirements under the policy, nor any rights we have; and

4) Other than as agreed in this letter, you reserve your rights as well.

You will cooperate in the coverage investigation and comply with the policy conditions regarding the
presentation of any claim. We may need a Proof of Loss or an examination under oath.

If we determine that your claim is payable, we will apply the advance against any benefit due under the
policy. If you have any questions, please let us know.

Sincerely,

XXXXXXXXXXX
I have read this letter, and agree to its terms:

/{Deleted: July
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Attachment 6. CEA Under-Deductible Letter

Sample Wording for Under Deductible Denial Letter on a Homeowners Policy
Dear XXXXXX,
Thank you for your courtesy and cooperation during the investigation of your claim [or other opening greeting].

As we discussed, your California Earthquake Authority policy provides coverage for earthquake damage, subject to
a deductible of § . Our investigation and estimate of damage have determined that the cost to repair any
covered damage to your [dwelling, extensions to dwelling— as appropriate] is less than your deductible. For this
reason, we will be unable to make any payment under the terms and conditions of your policy, and your claim is
therefore denied. [Optional when there is a personal property loss also: Please note that no payment can be made
for loss to any personal property until the deductible for the dwelling or extensions to dwelling is met.]

The attached estimate represents our evaluation of your covered damages. If you believe we have missed any
damage, please let us know. Also, you may wish to obtain your own estimate of the cost of repairs. If you obtain
your own repair estimate (or if you have already obtained one), and the amount is above your policy deductible,
please contact us immediately and send us a detailed estimate.

While the covered damage to your property did not exceed the deductible, expenses incurred for Loss of Use while
the home is uninhabitable could be considered for payment under Coverage D — Loss of Use. This coverage is
subject to the applicable limit of insurance. Please let us know if your home becomes uninhabitable during the
repair process and you incur Loss of Use expenses.

If you incurred any additional expenses due to emergency repairs, please submit your receipts to us for
consideration.

California law requires us to notify you of a time limit that applies to your claim. The time limit pertains to
Condition 10, which is found on page ___ of your policy. This condition is required by law and is contained in all
residential property insurance policies issued in the State of California. The condition states the following:

CONDITIONS

10. Legal Action. No action can be brought under this policy by any person unless the policy provisions have
been fully complied with and the action is started within one year after the date of inception of the loss. If,
however, your loss is related to a state of emergency, as defined in subdivision (b) of section 8558 of the
California Government Code, and the residence premises is located in an area for which such a state of
emergency has been proclaimed by the Governor of the State of California in accordance with section 8625
of the California Government Code, then the time limit to bring an action under this policy is extended to
two years after the date of inception of the loss.

This condition limits your time to commence legal action for recovery of damages sustained in your loss. Please
note that we do not mean to suggest that you file a legal action. We only seek to advise you of the time limitation
set forth within this condition of your policy.

We are also required to let you know that, if you believe that this claim has been wrongfully denied or rejected or
that there is a dispute as to damages, you have the right to have the matter reviewed by the California Department of
Insurance at 300 South Spring Street, 11" Floor, Los Angeles, CA 90013 (213) 897-8921, (800) 927-4357.

Please contact me if you have any questions regarding your damages, your coverage, or the contents of this letter. T

can be reached at 1.800.XXX.XXXX. /{ Deleted: July

///{ Deleted:
Sincerely, John/Jane Q. Adjuster Senior Claim Representative XXX Insurance Company //;{ Formatted: Centered
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Attachment 7. Sample Property Loss Notice

Property Loss Notice — Report of New Earthquake Claim

To: Fax #
(Name of Insurance Company) (Insurance company claim reporting Fax telephone number)
From: California Earthquake Authority - Sacramento CA,
Toll Free 877.797.4300 # Pages
Print large, bold and neat.
Today’s Date: Time this claim report was taken: AM PM
(Circle one)

Caller’s Name:

Your phone number in case we get disconnected: ( ) - ext.

The name of your insurance company:

Your policy number: Effective Date:

Policy Type: HO Condo Renters Mobilehome - Date damage occurred:

(Circle one)

Your Agent’s Name: Agent’s Phone # ( )

Are you the Insured: Yes No a. If not, what is your relationship to the insured:
(Circle one) If Yes, gotoc.  If No, answera &b.)

b. If the caller is not the insured, what is the insured’s name:

c. Name of person who can show the damage to a claim rep:

Home phone # for this person: (__ ) - Work phone #: (__ ) -

Cell Phone: ( ) - E-mail

What times are best to call: Language preference:

(It is important that you verify the insured’s name, telephone # & policy number.) (Complete only if they request, i.e. Spanish)

Location of the damaged property: City:

Street address: Zip

Are there any issues prohibiting access to property? Yes No Describe damage below:

Do you have an estimate or guess on the $ amount of damage? $

/{Deleted: July

/ .
//{Deleted. q

CEA Representative’s Name: Phone Number:

///, Formatted: Font: 11 pt
August 01, 2020 edition California Earthquake Authority — Claim Manual, Page 86 of 88+/ 4

// /{ Formatted: Centered

//// /£ Deleted:

U




Attachment A-1

Attachment 8. CEA Full Denial Letter

Sample Wording for Full Denial Letter on a Homeowners Policy

Dear XXXXXX

Thank you for choosing us to provide for your insurance needs. We value you as a customer and appreciate the
opportunity to be of service. As a participating insurer of the California Earthquake Authority (CEA), we’ve been
assigned to investigate your earthquake claim.

We have concluded our investigation and determined there are is no earthquake damage to your home that was
caused by the recent earthquake, and/or no earthquake damage that is covered by your CEA policy. Based upon the
results of our discussions, site inspection and our complete investigation, we are unable to issue any payment at this
time and must deny coverage for this claim for the reasons listed below. If you believe we have missed damage
caused by the recent earthquake, please let us know.

THIS PARAGRAPH TO BE INCLUDED AS APPROPRIATE:] Included in our investigation, information
reviewed on the ShakeMap provided by the United States Geological Survey (USGS). showing the intensity of
ground shaking in the vicinity of your property, would not be expected to damage buildings. ShakeMaps provide
near-real-time maps of ground motion and shaking intensity following significant earthquakes. These maps are used
by federal, state, and local organizations, both public and private, for post-earthquake response and recovery. If you
would like more information about ShakeMaps or The Modified Mercalli Intensity Scale it can be found on the
USGS website.

You may wish to review these provisions of your California Earthquake Authority Basic Earthquake Policy. They
form the basis for our decision:

DEFINITIONS
Throughout this policy, the words “you” and “your” refer to the named insured shown in the DECLARATIONS
and the named insured’s spouse or domestic partner if that spouse or domestic partner is a resident of the same
household. The words “we.” “us,” and “our” refer to the California Earthquake Authority. Additional words and
phrases are defined as follows.
Cite all applicable definitions used in the denial.
Cite all applicable Coverages and Exclusions used in the denial.
Cite all Conditions used in the denial including the following:

California law requires us to notify you of a time limit that applies to your claim. The time limit pertains to

Condition 10 in your policy. This condition is required by law and is contained in all residential property insurance
policies issued in the State of California. The condition states the following:

CONDITIONS

10. Legal Action. No action can be brought under this policy by any person unless the policy provisions have
been fully complied with and the action is started within one year after the date of inception of the loss. If,
however, your loss is related to a state of emergency, as defined in subdivision (b) of section 8558 of the
California Government Code, and the residence premises is located in an area for which such a state of
emergency has been proclaimed by the Governor of the State of California in accordance with section 8625
of the California Government Code, then the time limit to bring an action under this policy is extended to
two years after the date of inception of the loss.

This condition limits your time to commence legal action for recovery of damages sustained in your loss. Please
note that we do not mean to suggest that you file a legal action. We only seek to advise you of the time limitation set

forth within this condition of your policy.

With this letter, neither we nor the CEA intend to waive any policy defenses that might exist in addition to those
stated above, and we and the CEA each reserve our rights to assert any such additional policy defenses at any time.
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Where the Governor has declared a state of emergency, you have the right to pursue resolution of your claim by way

of the California Mediation Program in the event of any substantive dispute. Please contact me if you are interested
in learning more about the Earthquake Mediation Program.

We are also required to let you know that, if you believe that this claim has been wrongfully denied or rejected, or
that there is a dispute as to damages, you have the right to have the matter reviewed by the California Department of
Insurance, Consumer Services and Market Conduct Branch, Claims Services Bureau, 300 South Spring Street, South

Tower, Los Angeles, CA 90013 or by calling (213) 897-8921 or (800) 927-4357, or by visiting

Http://www.insurance.ca.gov/01-consumers/101-help/.

For information on assistance that may be available to you through FEMA or the Small Business Administration.
please contact the entities below:

Federal Emergency Management Agency (FEMA
Apply online at DisasterAssistnace.gov to learn what help you might be able to receive from FEMA and 16 other

U.S. Government agencies or call (800) 621-3362. For people with speech or hearing disabilities call TTY (800)
462-7585.

Small Business Administration (SBA) Website: http:/www.sba.gov/
To obtain Disaster Loan Program information or to receive a status update on your disaster loan request, please call

our customer service line at 1-800-659-2955 from 8 AM to 6PM (EDT), Mon-Fri, 9AM to 5:30PM (EDT) Sat or

email us at disastercustomerservice@sba.gov.

Please contact me if you have any questions regarding your damages, your coverage. or the contents of this letter. [
can be reached at 1.800.XXX.XXXX.

Sincerely, John/Jane Q. Adjuster Senior Claim Representative XXX Insurance Company
A Participating Insurer of the California Earthquake Authority

Note to Participating Insurer: Always cite the expert’s report and include a copy of the report used to make the
decision with the denial letter.
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INTRODUCTION

The purpose of this Manual is to assist claim representatives and claim managers in
evaluating and supervising California Earthquake Authority (“CEA” or “Authority”)
earthquake insurance claims.

The CEA is committed to assuring all of its claims are handled in a fair, timely, and
consistent manner. To further its commitment, the CEA audits and reinspects claims to
make sure they are properly investigated and appropriate procedures have been followed.

The CEA requires the Participating Insurer, its claim representatives and other employees, and
all other personnel the Participating Insurer may retain in connection with its CEA business, to
conform strictly to all laws and regulations that govern the adjusting of earthquake insurance
claims in California. Nothing in this Claim Manual is intended to change the requirements placed
on insurers and their claim representatives by the California Insurance Code, other applicable
California Codes, applicable regulations, or any settled interpretation of any applicable law or
regulation presented in authoritative case decisions. If a process or procedure directed or
provided for in this Manual appears to conflict with any applicable California Insurance (or
other) Code section or regulation, or with settled interpretations of applicable law, the
Participating Insurer is to conform strictly to the statute, regulation, or authoritative case law.

This Manual does not create coverage when none is provided by the CEA insurance policy in
force at the time of the loss. If there are any conflicts or inconsistencies between this Claim
Manual and the language of the CEA insurance policy, the CEA insurance policy language will
take precedence.

THE ROLE OF THE PARTICIPATING INSURANCE COMPANY

When an earthquake results in a claim against a CEA policy sold by a Participating Insurer
(“PI”), a claim representative for that insurer handles the claim. The CEA reimburses the
Participating Insurer for the indemnity dollars paid plus a loss adjustment fee.

Every Participating Insurer has executed an Insurer Participation Agreement, which describes
that insurer’s relationship with the CEA. The Agreements are the same for every CEA
Participating Insurer, and the Agreement states the Insurer is the CEA’s “agent” for purposes of
performing CEA-related duties.

Acting as a claim-adjusting agent for the CEA, the Participating Insurer and its employees and
contractors are responsible for investigating and adjusting claims made under CEA policies.
Article II, Section 3.2, of the Insurer Participation Agreement reads, in part: “The Participating
Insurer may perform Authority services on behalf of the Authority in any reasonable manner that
is in compliance with the statutory, regulatory, and case law regarding claims handling practices;
provided, however, where the Authority has promulgated specific procedures to govern its
operations, the Participating Insurer shall conform its practices to those procedures.”
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Participating Insurers and their representatives should handle all CEA claims in an expeditious
and thorough manner, with the same care and diligence they use in handling their own, non-CEA
business.

99 ¢ 29 ¢

The terms “representative,” “claim representative,” “adjuster,” and “claim adjuster” are used
interchangeably in this document and refer to the person handling the claim on behalf of the
Participating Insurer, directly or indirectly.

When considering or adjusting a CEA claim, it is important to understand, as a general
consideration, CEA policies may differ in approach or coverage from the coverages under a
residential policy, which claim representatives may be more accustomed to seeing. For that
reason, the CEA policy providing earthquake coverage for a claim by a CEA policyholder should
be carefully reviewed and fully understood.
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A. GENERAL CEA CLAIMS INFORMATION

CEA Claim Director — Duties and Responsibilities
The CEA has a Claim Director whose duties include:

a) Maintaining and communicating CEA procedures for handling CEA claims;

b) Ensuring the claim data sent from PIs to the CEA is accurate;

c) Following up for accurate reserves;

d) Approving claim reimbursement payment requests from PIs;

e) Answering claims-related questions from Pls;

f) Assisting Participating Insurers with earthquake claims training;

g) Monitoring Participating Insurers’ earthquake claims response procedures;

h) Traveling to the site of the earthquake as needed;

1) Chairing the CEA Claims Coverage Committee regarding policy and coverage
interpretations (See section A10, page 21); and

j) Initiating and coordinating reinspections and claim file reviews after an earthquake
(See section A12, page 23).

Participating Insurer Claim Liaison — Duties and Responsibilities

Each Participating Insurer must designate a CEA Claim Liaison (and a backup) to work
closely with the CEA Claim Director in coordinating all activities before and after an
earthquake. The individual selected should be a property-claim professional, with the
requisite knowledge and the authority within the Participating Insurer to resolve CEA
claims and claim issues in a timely manner.

The PI CEA Claim Liaison will be the primary contact point for CEA-claims
communication between the CEA and the PI.

The CEA can be contacted at ceaclaims@calquake.com, 916.661.5586, or toll free at
877.797.4300.

Following are the requirements, duties, and responsibilities of a PI’s CEA Claim Liaison:

a) California Earthquake Claims Accreditation. A CEA Claim Liaison must be
California Earthquake Claims accredited. The earthquake accreditation process is
described in the California Code of Regulations, Title 10, Chapter 5, Subchapter
7.5.1 - Insurance Adjuster Training for Evaluating Earthquake Damage. Those
regulations may be reviewed at:
https://govt.westlaw.com/calregs/Browse/Home/California/CaliforniaCodeofRegulat

1ons?euid=IC89C3E10D49211DEBC02831C6D6C108E&originationContext=docu
menttoc&transitionType=Default&contextData=(sc.Default)

b) CEA Claim Manual. A CEA Claim Liaison must be familiar with the CEA Claim
Manual (available on the CEA website www.EarthquakeAuthority.com.)
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¢) CEA Insurance Policies and Coverage. CEA Claim Liaisons must understand CEA
insurance policies and how policy coverages function. Online CEA-coverage
training is available on the CEA website at: www.EarthquakeAuthority.com.

d) CEA Policy Deductibles. CEA Claim Liaisons must understand how to calculate
CEA insurance-policy deductibles. CEA recommends training on the CEA policy-
deductible calculation by practicing using the CEA’s online CEA Deductible
Calculator, an Excel worksheet found on the adjuster page of the CEA website.
(NOTE: A copy of the deductible calculation, made using this Excel deductible
calculator, must be placed in every CEA claim file containing the documentary
evidence of how the adjuster scoped and estimated earthquake damage and adjusted
the CEA claim.)

e) Reserves. Reporting claim reserves accurately is imperative, to permit the CEA to
calculate its total, potential claim-payout. Participating Insurers must report all new
CEA earthquake claims to the CEA, whether or not the Participating Insurer expects
the claim to exceed the deductible. If the claim is expected to be under the
deductible, it should be reported with a “zero dollars” reserve (or the lowest reserve
amount allowed by the Participating Insurer’s claim system).

f) Payment Authority. A CEA Claim Liaison has full authority to pay a CEA
earthquake claim up to the CEA policy limit. The CEA Claim Director is available
for consultation.

g) Earthquake Damage Assessment and Repair for Residential Wood-Frame Buildings.
Following an earthquake, each Participating Insurer and its claim personnel must be
familiar with, and have a plan for the appropriate use of, the General and
Engineering Guidelines for the Assessment and Repair of Earthquake Damage in
Residential Woodframe Buildings, published by the Applied Technology Council.
The document is available at http://www.ATCouncil.org.

h) Engineers. Participating Insurers must prepare and keep updated an approved list of
engineers that can be used after an earthquake. Engineers used to assist in evaluating
CEA earthquake claims must be professionally familiar with and use the CEA-EDA
Engineering Guidelines, including Chapter 8: guidance on what to include in an
engineering report that assesses earthquake damage.

1) Independent adjusting companies. If needed, Participating Insurers should secure
necessary claim-adjusting companies with catastrophe-claim expertise and assure
any independent adjusters handling CEA claims are California Earthquake Claims
accredited.

j) Be aware of the occurrence of earthquakes. Register to receive official notifications
of earthquakes on cell phones and tablets, by using the following link:
https://earthquake.usgs.gov/ens/
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k) Daily reporting requirements. Some earthquake events may require a certain period
of interim manual reporting immediately following an event, until data and systems
are in-sync. In these cases, the CEA will request that the CEA Claim Liaison report
daily claim numbers to the CEA by email sent to ceaclaims@calquake.com. (The
CEA estimates the usual duration of the interim reporting at 15 days.) The CEA
requires the following information be reported at the end of each working day:

Date of the report;

Name of Participating Insurer;

Name of contact person at Participating Insurer (email and phone number);
Total number of claims, and the status of each (open or closed), received from
the earthquake (the total number of claims, not a tally by coverage);

Of the total number of claims, the number closed;

The current total dollar amount of all open reserves; and

7. The current total dollar amount of all paid CEA claims, to date.

b=

SN

) Attend annual CEA claim-manager conference. Annual training is offered to all
CEA Claim Liaisons and includes training on CEA policies and claim procedures, as
well as other pertinent CEA-related topics.

m) Annual CEA claim-response plan (cat plan). CEA Claim Liaisons must complete an
annual claim-response questionnaire at year-end.

Duties of a CEA Claim Liaison

CEA Claim Liaisons must know when to consult with the CEA. Serving legally as
agents for the CEA under the terms of the uniform Insurer Participation Agreement,
Participating Insurers are responsible for investigating and adjusting claims made under
CEA policies in a fair, prompt, and consistent manner.

There are, however, matters that must be referred to the CEA, including:

1. Any legal action filed on a CEA claim; any notice or knowledge of any legal
action against the CEA, or against a Participating Insurer on a CEA claim; and
any legal action where the name California Earthquake Authority or CEA
appears. A Participating Insurer must immediately notify the CEA Claim Director if
that Participating Insurer obtains any formal or informal notice or knowledge of the
initiation of any legal actions described in the heading of this paragraph, whether or
not formally served on the Participating Insurer. In such cases, the Participating
Insurer must immediately provide copies of all documents obtained by, received by,
or served on the Participating Insurer to the CEA’s Claim Director. No Participating
Insurer is authorized to accept service of legal process on the CEA’s behalf.

1i. Department of Insurance complaints or requests for assistance. If a Participating
Insurer receives notice of any policyholder or consumer complaint, or policyholder
or consumer request for assistance, made to the California Department of Insurance
(CDI) concerning the Participating Insurer’s handling of or involvement in any
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CEA-related matter, the Participating Insurer must immediately provide a copy of
the Department of Insurance complaint and any supporting or related documentation
to the CEA’s Claim Director, and follow up with a telephone call to 916.661.5586 to
ensure the documentation was received. The Participating Insurer may provide the
appropriate response to the CDI without the CEA’s prior approval of the response,
but the Participating Insurer must send the CEA’s Claim Director a copy of the
response that was sent to the policyholder and the CDI. Until the complaint or other
issue brought to the CDI’s attention is finally resolved, the Participating Insurer must
provide to the CEA’s Claim Director by email a copy of all complaint-related
correspondence to or from the CDI.

ii1. Taking claims to appraisal or Department of Insurance mediation.
Participating Insurers must:

a. consult with the CEA and obtain the CEA’s prior approval before demanding
appraisal or mediation (including mediation under the CDI’s earthquake-
claim-mediation program); and

b. provide the CEA with all details of the claim made, settlement demands and
offers, and the reasoning for any position taken by the Participating Insurer.

iv. Examination Under Oath (EUO). Participating Insurers must notify and consult
with the CEA, and obtain the CEA’s prior approval, before giving notice to an
insured that the Participating Insurer wishes to take his or her EUO. The
Participating Insurer must provide the CEA with the details of the claim, any
settlement demands, and the reasons why the Participating Insurer believes an EUO
would be appropriate. In the event an EUO is set, it must be handled in accordance
with California Insurance Code section 2071.1.

3. Adjuster Training Requirements

Consistent claim handling by its Participating Insurers is a top priority of the CEA and
must be a top priority of each Participating Insurer. Participating Insurers are responsible
for ensuring their employed claim representatives, and any and all independent adjusters
that they hire or contract with, are properly trained to handle residential earthquake
insurance claims in California.

Except in limited situations, the CEA does not specify the claim-handling forms a
Participating Insurer must use. Each Participating Insurer may use any appropriate
property claim-handling form or forms, including, as appropriate, those consistent with
the forms that it uses for its own non-earthquake property claims.

Notwithstanding the foregoing, to the extent the CEA has provided specific forms to be
used on CEA claims for certain situations, including the under-deductible denial letter
and the Full Denial letter, addressed in section E23, page 74, those must be used in the
form directed by the CEA.

This Claim Manual is a resource to train claim representatives on the handling of CEA
claims.
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a) Training on the CEA Policy
Not less frequently than every three years, and in any case within one year after the
approval by the Insurance Commissioner of any revised version of this Claim
Manual, Participating Insurers must provide detailed training on CEA policy
coverages and limits to their claim representatives who will be handling claims for
the CEA. Participating Insurers must also require those claim representatives to
complete the online training offered by the CEA before those claim representatives
may handle any CEA claim; that online training is available on the CEA website at
www.earthquakeauthority.com.

b) Fair Claims Settlement Practices Regulations: Training

It is the responsibility of each Participating Insurer to assure its employed or
hired/contracted claim representatives, including any independent claim
representatives, are trained on the California Fair Claims Settlement Practices
regulations (California Code of Regulations, Title 10, Chapter 5, Subchapter 7.5) (the
“Fair Claims Regulations”). Any conflict between a provision of this CEA Claim
Manual and any of those regulations must be resolved through strict compliance with
the regulation.

The CEA requires that Participating Insurers follow the time and notice provisions set
forth in Section 2695.7 of the Fair Claims Regulations.

Each Participating Insurer must strictly follow all requirements of Section 2695.3 of
the Fair Claims Regulations (File and Record Documentation). The CEA does not
maintain a physical file for individual claims; each Participating Insurer must
maintain a physical or electronic claim file required for compliance with Section
2695.3 of the Fair Claims Regulations

All requirements of Sections 2695.4 and 2695.5 of the Fair Claims Regulations
(Representation of Policy Provisions; Benefits and Duties upon Receipt of
Communications) are the responsibility of the Participating Insurer. Should the CEA
receive any written or oral inquiry referring to an alleged violation of Section 2695.5
(a), such as a Department of Insurance complaint, it will forward any such inquiry to
the Participating Insurer for any needed response. The Participating Insurer must
provide the CEA with a copy of all such responses, to the attention of the CEA Claim
Director.

Fair Claims Regulations Section 2695.6 requires annual certification of written claim-
handling standards and training of all claim representatives used by the Participating
Insurer; all persons who handle CEA claims are covered by the certification
requirement. The CEA will regard the Participating Insurer’s claim-related
Certifications as its own; the earning and provision of the Annual Certifications are
required to be delivered each year, no later than February 1%, to the CEA and are
subject to audit by the CDI.
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In order to meet the requirements of the Fair Claims Regulations, Participating
Insurers are to note in the claim file and in their computerized claim systems each
instance where a claim or coverage is declined in whole or in part.

The complete California Department of Insurance Regulations can be viewed online
at http://www.insurance.ca.gov/0250-insurers/0500-legal-info/0200-regulations/

¢) Insurance Adjuster Training for Evaluating Earthquake Damage

The CEA requires each Participating Insurer that handles CEA claims to comply with
the California Department of Insurance regulations that set forth standards governing
the training of insurance adjusters in evaluating damage caused by earthquakes and
the procedures for reporting unaccredited adjusting.

These regulations can be found in the California Code of Regulations, Title 10.
Chapter 5, Subchapter 7.5.1 Insurance Adjuster Training for Evaluating Earthquake
Damage.

d) Unique Issues when Handling Earthquake Damage — Earthquake Damage
Assessment and Repair Guidelines

Participating Insurers are encouraged to use the Earthquake Damage Assessment and
Repair Guidelines - Volume One General Guidelines (http://www.ATCouncil.org) as
a source of training material that can be used to train claim representatives on the
unique issues in evaluating earthquake damage to residential structures. Some
examples of information available:

1.  Where to get and how to use an earthquake-shaking-intensity map — ShakeMap.

2. When evaluating a structure, what to look for, where to look, and when to call an
engineer. The document also offers suggested repair guidelines.

3.  What a complete engineer’s report should include.

4. Glossary and acronyms/abbreviations of common earthquake-related technical
terms.

4. Types of CEA Policies

The CEA offers earthquake insurance for qualifying residential properties located in the
State of California. The CEA offers several earthquake insurance products:

a) Basic Earthquake Insurance Policy — Homeowners — Form BEQ-3B (2020
revision) (form applicable to new and renewal business incepting July 1, 2020

and thereafter)

This policy insures owners of dwellings (site-built homes), manufactured homes, and
mobilehomes, and provides the following coverages:
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1. Dwelling: The limit of insurance for Coverage A: Dwelling and Coverage B:
Extensions to Dwelling have a combined single limit (CSL) in the CEA policy,
as listed on the policy’s Declarations page (BEQ-3B DP (01-2019 edition)) that
is the same as the Coverage A limit of insurance listed on the Declarations page
of the Participating Insurer's companion homeowner/fire policy.

Dwelling deductible options are 5%, 10%, 15%, 20%, or 25% of the CSL.

2. Coverage C: Personal Property limits are selected by the policyholder in one of
the following amounts:

$5,000, $25,000, $50,000, $75,000 $100,000, $150,000, or $200,000

Losses under the Personal Property coverage may be paid only when the
dwelling deductible has been met.

3. Coverage D: Loss of Use limits are selected by the policyholder in one of the
following amounts:

$1,500, $10,000, $15,000, $25,000, $50,000, $75,000, or $100,000
Coverage D: Loss of Use does not have a deductible.

4. Optional Coverage for Exterior Masonry Veneer (CEA 03A (01/2016)): This
endorsement, which may be selected at the policyholder’s option for an
additional premium, deletes the policy exclusion for exterior masonry veneer and
provides coverage for exterior masonry veneer in an amount up to the Coverage
A & B CSL stated on the Declarations page. NOTE: This optional coverage is
not available for manufactured homes or mobilehomes.

5. Optional Coverage for Breakables (CEA 04A (01/2016)): This endorsement,
which may be selected at the policyholder’s option for an additional premium,
deletes the policy exclusion for breakable items and provides coverage for
breakable items up to the Coverage C: Personal Property limit of insurance stated
on the Declarations page.

6. The policy includes $10,000 of Building Code Upgrade coverage as additional
insurance to the Coverage A & B CSL. For an additional premium, Building
Code Upgrade coverage may be increased from $10,000 to either $20,000 or
$30,000 for dwellings (site-built homes), manufactured homes, and
mobilehomes.
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b) Basic Earthquake Insurance Policy — Homeowners Choice — BEQ-3C (2020
revision) (form applicable to new and renewal business incepting July 1, 2020
and thereafter)

This policy insures owners of dwellings (site-built homes), manufactured homes, or
mobilehomes. Dwelling coverage is mandatory on a Homeowners Choice policy.
The consumer has the option to add Personal Property or Loss of Use coverage, or
both — or neither: a policyholder may have a Homeowners Choice policy that has
dwelling coverage only, without personal property or loss of use coverage.

1. Dwelling: The limit of insurance for Coverage A: Dwelling and Coverage B:
Extensions to Dwelling have a combined single limit (CSL) in the CEA
Homeowners Choice policy, as listed on the policy’s Declarations page (BEQ-
3C DP (01-2019 edition)), that is the same as the Coverage A limit of insurance
listed on the Declarations page of the Participating Insurer's companion
homeowner/fire policy.

Deductible options are 5%, 10%, 15%, 20%, or 25% of the CSL.

2. The Homeowners Choice policy includes $10,000 of Building Code Upgrade
coverage, as additional insurance to the Coverage A & B CSL. For an additional
premium, Building Code Upgrade coverage may be increased from $10,000 to
either $20,000 or $30,000 for dwellings (site-built homes), manufactured homes,
and mobilehomes.

The Homeowners Choice policyholder may purchase the following coverage
options separately or in combination:

3. The policyholder may add Coverage C: Personal Property, with limits available
in the following amounts:

$5,000, $25,000, $50,000, $75,000, $100,000, $150,000, or $200,000

Deductible options are 5%, 10%, 15%, 20%, or 25%. Note: The Coverage C
deductible is waived if the dwelling deductible is met. The Coverage C
deductible percentage must be less than or equal to the Coverage A deductible
percentage.

It is possible that damage to items covered by Coverages A & B might not
exceed the A & B deductible. But there still may be coverage under Coverage C:
Personal Property: if Coverage C Personal Property damage exceeds the
Coverage C deductible, the Coverage C deductible is applied and the claim can
be paid for the covered personal property, up to the policy limit.

Again, bear in mind that on a Homeowners Choice policy, the Coverage C

deductible is waived when the Coverage A & B CSL deductible is met. For that
reason:
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e Ifthe Coverage A and B deductible is met after a Coverage C payment has
been made, the policyholder is entitled to a payment in the amount of the
Coverage C deductible previously deducted from the claim settlement.

4. The policyholder may add Coverage D: Loss of Use, with limits available in the
following amounts:

$1,500, $10,000, $15,000, $25,000, $50,000, $75,000, or $100,000
There is no deductible on Coverage D: Loss of Use.

5. Optional Coverage for Exterior Masonry Veneer (CEA 03A (01/2016)): This
endorsement, which may be selected at the policyholder’s option for an
additional premium, deletes the policy exclusion for exterior masonry veneer and
provides coverage for exterior masonry veneer, up to the Coverage A & B CSL
Dwelling and Extensions to Dwelling limit of insurance stated on the
Declarations page. NOTE: This optional coverage is not available for
manufactured homes or mobilehomes.

6. Optional Coverage for Breakables (CEA 04A (01/2016)): This endorsement,
which may be selected at the policyholder’s option for an additional premium,
deletes the policy exclusion for breakable items and provides coverage for
breakable items up to the Coverage C: Personal Property limit of insurance stated
on the Declarations page.

¢) Basic Earthquake Insurance Policy - Renters - Form BEQ-4B (2020 revision)
(form applicable to new and renewal business incepting July 1, 2020 and
thereafter)
This policy insures tenants of rental premises, regardless of premises type. The CEA
Participating Insurer’s companion policy may be, or be similar to, a Renters (HO-4),
Manufactured Home/ Mobilehome (tenant policy), Dwelling Fire (contents only), or
Landlord (contents only) policy.
This policy provides Coverage C: Personal Property and Coverage D: Loss of Use.
1. Coverage C limits are available in the following amounts:
$5,000, $25,000, $50,000, $75,000, $100,000, $150,000, or $200,000
Deductible options are 5%, 10%, 15%, 20%, or 25% of the Coverage C limit.
2. Coverage D limits are available in the following amounts:
$1,500, $10,000, $15,000, $25,000, $50,000, $75,000, or $100,000

Coverage D: Loss of Use does not have a deductible.
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3. Optional Coverage for Breakables (CEA 04A (01/2016)): This optional
endorsement deletes the policy exclusion for breakable items and provides
coverage for breakable items, up to the Coverage C: Personal Property limit of
insurance stated on the policy’s Declarations page (BEQ-4B DP (01-2019
edition)).

d) Basic Earthquake Policy - Common Interest Development - Form BEQ-6B (2020
revision) (form applicable to new and renewal business incepting July 1, 2020
and thereafter)

In California, a “common interest development” can be a community apartment
project, a condominium project, a planned development, or a stock cooperative, all
as defined in California Civil Code sections 4100-4125. Since people commonly
equate “common interest development” with a “condominium/condo,” this Manual
uses the term “condominium” or “condo” interchangeably with “common interest
development.”

This policy insures owners of common interest development units. Coverage for
Building Property, Personal Property with Loss of Use, and Loss Assessment are
sold separately. The CEA Participating Insurer's companion policy will be, or be

similar to, a Condominium Unit Owners (HO-6) policy.

Three coverage options may be purchased, separately or in combination, at the
policyholder’s option, as follows:

1. Option One — Coverage A: Building Property
$25,000, $50,000, $75,000, or $100,000 limit.
Deductible options are 5%, 10%, 15%, 20%, or 25%.

Coverage A includes up to $10,000 of Building Code Upgrade coverage as
additional insurance — there is no option to increase this limit.

2. Option Two — Coverage C: Personal Property and Coverage D: Loss of Use.

With this option, the policyholder will have coverage for both Coverage C and
Coverage D, available in the following amounts:

e Coverage C: $5,000, $25,000, $50,000, $75,000 $100,000, $150,000, or
$200,000

Deductible options are 5%, 10%, 15%, 20%, or 25%.

e Coverage D: $1,500, $10,000, $15,000, $25,000, $50,000, $75,000, or
$100,000
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Coverage D: Loss of Use does not have a deductible.
3. Option Three — Coverage E: Loss Assessment

With this option, the policyholder has a choice of limits: $25,000, $50,000
$75,000, or $100,000.

Deductible options are 5%, 10%, 15%, 20%, or 25%.

4. Optional Coverage for Breakables (CEA 04A (01/2016)): This endorsement,
which may be selected at the policyholder’s option for an additional premium,
deletes the policy exclusion for breakable items and provides coverage for
breakable items, up to the Coverage C: Personal Property limit of insurance
stated on the policy’s Declarations page (BEQ-6B DP (01-2019 edition)).

5. Reporting Claims to the CEA

A Participating Insurer must report to the CEA each claim from CEA policyholders,
whether or not the Participating Insurer expects the claim to exceed the deductible.

The CEA is aware that a policyholder may contact their agent or insurance company after
an earthquake solely to make an inquiry, and then the policyholder may later decide not
to file a claim. Many companies call these “record only” claims. The CEA does not
require that these “record only” inquiries be reported. But once investigation or adjusting
work has begun, the claim must be reported to the CEA, regardless of whether a payment
is made.

6. Claim Representatives and Handling Claims to Conclusion

The Participating Insurer must make every effort to assure that the original claim
representative assigned to a claim will handle the claim to conclusion.

If reassignment of claims to another claim representative is necessary, the Participating
Insurer must have procedures in place to facilitate a proper and complete transfer of the
files, including, without limitation, instructions in each file on what remains to be done to
complete the handling of that claim.

California Insurance Code section 10082.3 pertains to a related issue:

“Adjusters: If, within a six-month period, the company assigns a third or
subsequent adjuster to be primarily responsible for a claim, the insurer, in a timely
manner, shall provide the insured with a written status report. For purposes of this
section, a written status report shall include a summary of any decisions or actions
that are substantially related to the disposition of a claim, including, but not limited
to, the amount of losses to structures or contents, the retention or consultation of
design or construction professionals, the amount of coverage for losses to structures
or contents and all items of dispute.”
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7. Companion Policy Required
CEA policies are sold and issued solely through Participating Insurers.

By law (California Insurance Code section 10089.20), a CEA earthquake policy is valid
only if a companion insurance policy, written by the same company that issued the CEA
policy, is in force covering the same property. The CEA policy is legally void if no
companion policy issued by the same Participating Insurer is in force at the time of the
loss, regardless of whether a formal notice of cancellation of the CEA policy had been
sent or received by the time of loss.

CEA insurance policies reinforce this requirement—and so notify policyholders—in the
Important Notices, Agreement, and Definition sections of the CEA policy.

8. Claim Reserving

The aggregated reserves on reported claims provide the CEA’s first estimate of severity
of an earthquake and the CEA’s ultimate, aggregate insured exposure for the event. A
claim representative must quickly and efficiently set a reserve that represents his/her best
estimate of a claim’s ultimate cost. Reserved amounts should be adjusted as soon as new
information is learned that would affect the ultimate claim cost. When there is a
legitimate question of coverage, the reserve should be set at the estimated value of
damage, minus the deductible amount, until the coverage question is resolved.

If the claim amount is expected to be less than the relevant CEA policy deductible, that

claim amount should be reported with a zero reserve, or the lowest reserve amount
allowed by the Participating Insurer’s claim-processing system.
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9. Calculating Deductibles for CEA Claims
CEA policy deductibles—their structure and amount—may differ substantially from
those provided by standard fire insurance policies. To assist in calculating deductibles,
the CEA offers an Excel Deductible Calculator that is accessed via the CEA website at
www.earthquakeauthority.com.

CEA Deductible and Payment Calculator 2019 (ZIP): After an earthquake, policyholders
filing claims are anxious to complete repairs as soon as possible. The CEA provides
adjusters with an easy and quick tool to calculate deductibles and claim payments.

A copy of the deductible calculator worksheet must be included in all CEA claim
files.

All new earthquake damage that has an associated repair or replacement estimate or
scope must be included on the Excel deductible spreadsheet, even if the claim is not
expected to exceed a deductible. This information is important for CEA data analysis and
product development, and your cooperation will help the CEA improve coverage choices
for consumers in the future. The CEA’s claim department or audit department may ask to
review the Excel deductible spreadsheets as part of routine or post-event audits.

The Excel spreadsheet has a menu of CEA product types for easy access to the proper
Deductible and Payment Calculator:

Welcome to the CEA Deductible Calculator

CALIFORNIA
EARTHQUAKE
AUTHORITY ™

THE STRENGTH

TO REBUILD"

Please Choose A Policy Type

Homeowners Homeowners
Choice

9 I

Mobilehome Mobilehome
Owners Owners Choice

o~ I HH

Renters Condominium
Owners

Calculator Instructions

It is important that the adjuster selects the correct icon before entering claim data.
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The top section of the spreadsheet is used to enter policyholder and coverage information.
The coverage, limit, and deductible options are selected using drop-down menus, to help
avoid errors.

Policy Information

Insured Name (Last, First, Middle Initial) Claim Number

Adjuster Name (Last, First, Middle Initial) Policy Number

Policy Coverage Information

Coverage Coverage Limit Deductible %: Deductible $

Coverage C - Personal Property 5 5,000 |_ hd | 5 750

“ | See Personal Property | | See Personal Property
Coverage D - Loss of Use FEEETTIYY [ o deductible. | [ No deductible.

Breakables Coverage

The middle section of the worksheet is used to enter covered damages:

Event Damage Information

Coverage C - Personal Property
Deductible Remaining S 750 Coverage Remaining: S 5,000

Coverages Total Covered Damage Allowable Loss h Payment

Personal Property _ S - No loss.
Breakable Personal Property _ Mo coverage. No coverage.

Breakables Coverage only available if 'Breakable Coverage' = Yes (policyholder purchased endorsement 04A)

Sublimits
Business Property _ S - No loss.
Beverages in Glass _ S - No loss.

The bottom spreadsheet section displays what the adjuster can authorize as payment:

| Total Coverage C Payment S 2,250

Coverage D - Loss of Use (ALE)
Deductible Remaining No deductible. Coverage Remaining: s 1,500
Coverages Total Covered Damage Allowable Loss h Payment
Loss of Use (ALE) $ 2,000 $ 2,000 $ 1,500
Total Coverage D Payment S 1,500
Total Claim Payment S 3,750
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Policy and Coverage Interpretations
The CEA has established the following process for receiving, answering, and resolving
CEA policy coverage questions.

a) The Participating Insurer should first attempt to resolve policy and claim coverage
questions by consulting this Claim Manual and by using the expertise of its senior
claim professionals and claim management.

b) Policy coverage questions that remain unresolved should be referred to the CEA on
the CEA Coverage Review Form. —The Participating Insurer must provide a
narrative report under each of the applicable headings. Attachment 3 to this Claim
Manual comprises an example of a blank Coverage Review Form, as well as a
(sample) completed form.

c) The Coverage Review Form should be submitted to the CEA Claim Director with a
copy of all claim-file materials necessary for a proper review of the coverage issue.
Participating Insurers must use overnight courier service or mail, or must email
documents as attachments, to send files to the CEA for review.

d) If important to explain or understand the coverage question, the file must include
photographs of damage, documentation of amount of loss, transcribed statements of
interested parties, a policy declarations page, policy endorsements, related paper or
electronic correspondence, and copies of notes, including electronic notes. Incomplete
files can delay claim determinations, and delayed claims can result in regulatory or
legal scrutiny.

e) Upon receiving a coverage question from a Participating Insurer, the CEA Claim
Coverage Committee reviews the question, and the CEA Claim Director then notifies
the Participating Insurer of the CEA’s coverage decision. Decisions of general
interest or general applicability across all CEA claims will be distributed to all
Participating Insurers.

It will be the responsibility of the Participating Insurer to communicate the coverage
decision to the policyholder and, when appropriate, to other interested parties.

The CEA Claim Director will endeavor to respond as quickly as possible, given resource
constraints following larger earthquake events. The Participating Insurer should notify
the CEA Claim Director if there are circumstances requiring a specific response date
(other than the response dates required by the California Fair Claim Settlement Practices
Regulations).

If a Participating Insurer has not received a response from the CEA within 15 days after
submitting a coverage question, the Participating Insurer should follow up with the CEA
Claim Director. During a coverage review, the Participating Insurer’s claim
representative must communicate with the claimant, in writing, as provided in the Fair
Claim Settlement Practices Regulations section 2695.7(c)(1).
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In order to help achieve the CEA’s crucial goal of claim-handling consistency across all
Participating Insurers, no Participating Insurer should submit a question regarding a CEA
claim or CEA policy/coverage interpretation to its own counsel for legal review or legal
opinion before submitting the question to the CEA in the manner described immediately
above; the CEA’s express written consent must be obtained before a Participating Insurer
is authorized to seek a non-CEA-sourced legal opinion on the question. In some
circumstances, the CEA may have already issued a coverage opinion pertaining to the
topic in question and may be able to share the conclusions of that opinion with the
Participating Insurer.

Mediation — California Department of Insurance: Earthquake Mediation Program
The California Department of Insurance (“CDI”’) website reads, in part:

Why Use Mediation?
One of the responsibilities of the California Department of Insurance
(Department) is to help consumers who are having difficulty getting their
residential property or earthquake insurance claims resolved. California Insurance
Code Chapter 8.9 was enacted in October 1995 as a result of Senate Bill No. 882.
This law made it possible to establish a program for the mediation of certain
disputes over residential earthquake damage claims arising out of the Northridge
earthquake of 1994 and any subsequent earthquakes. In 2004, Senate Bill No. 64
was enacted as an urgency measure to expand the mediation program to include
residential property insurance losses other than earthquake. The program will be
available for those losses that occurred after September 30, 2003, and for which
the Governor declared an emergency. This program uses mediation to bring you
and your insurance company together in an informal meeting with a qualified
mediator.

(Residential Property and Earthquake Claims Mediation Program: www.insurance.ca.gov)

The CEA realizes that during an earthquake-catastrophe response, the claim
representative and the policyholder may disagree on some matters, such as the scope of
repairs or the amount of payment for repair costs for the covered loss.

Participating Insurers are encouraged to incorporate the requirements of the CDI
Earthquake Mediation program into their CEA claim-handling procedures.

Upon notice of a demand by any party for mediation, the Participating Insurer must
provide a detailed report to the CEA Claim Director, describing the claim made, any
settlement demands and settlement offers made, and a full account of the reasoning
behind the position taken by the Participating Insurer.

Upon their receipt, the Participating Insurer must communicate all mediation-related
dates to the CEA Claim Director. Participating Insurers must handle all CDI-mediation
communication requirements, including those directly with the CDI, and will
immediately upon their receipt provide copies of all written mediation-related materials
to the CEA Claim Director.
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The Participating Insurer, at its cost, must provide the most knowledgeable member of its
staff to help prepare for, and to attend, the mediation. Notice of the mediation must be
given to the CEA Claim Director sufficiently in advance of the mediation-
commencement date to enable the CEA to make an informed decision about whether to
send a CEA staff member or representative to attend.

Reinspections and Claim File Reviews

The CEA uses both physical claim reinspections and claim-file reviews to monitor and
determine whether CEA claims are being handled by Participating Insurers in a prompt,
consistent, and fair manner. A physical claim reinspection includes a visit by a CEA
representative to the physical site of the insured risk in order to evaluate the earthquake-
damaged structure, while a claim-file review is generally accomplished by examining the
claim file and all supporting electronic and paper records.

a) Reinspections and Claim-File Reviews Performed by the Participating Insurer

1. The CEA expects Participating Insurers to have their own claim-related quality
assurance programs, including a program for field reinspections of claims and
reviews or audits of claim files. These programs should be documented and
described in the earthquake-response plan each Participating Insurer submits to the
CEA annually. (See section B2, page 26, for information regarding the Earthquake
Response Plan.)

2. Reinspections: It is often important to reinspect claims early in the claim-handling
process to enable the viewing and evaluation of the damage before repairs are
completed. A Participating Insurer must always obtain the policyholder’s advance
permission to conduct an on-premises reinspection.

The reinspection program should provide for an orderly examination of a
statistically valid sample of claims arising from an earthquake. The CEA Claim
Director or the Claim Director’s designee may be available to join Participating
Insurer inspectors when conducting CEA-earthquake-claim-related reinspections.
Requests for CEA participation in a reinspection should be made through the Claim
Director, who will try to accommodate these requests according to available
resources. Reinspection reports (including written documentation, photo or video
evidence, and conclusions) should be retained, since the CEA may request copies of
any review.

3. Claim-file reviews: In addition to physical-site claim reinspections, Participating
Insurers must have a regular claim-file quality review/assurance program. The
Participating Insurer must apply the same quality of review, including examining
the same number and assortment of claim files, as it would for a reinspection of its
own property claims. Claim-file-review reports (including written documentation,
photo or video evidence, and conclusions) should be retained, since the CEA may
request copies of any review.
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b) Reinspections and Claim-File Reviews Performed by the CEA

The CEA may conduct field reinspections of claims or claim-file reviews, or both,
after an earthquake. Field reinspections are generally performed on open claims, and
claim-file reviews may be performed on open or closed claim files.

The purpose of these reinspections and claim-file reviews is to:

1. Monitor and promote adherence to CEA policy coverage;

2. Verify the accuracy of claim settlements; and

3. Determine whether claims are being handled in accordance with the California
Fair Claims Settlement Practices Regulations and other applicable laws,
regulations, and rules.

Reinspections: All CEA claim reinspections will be conducted separately from, and in
addition to, any Participating Insurer claim reinspections. Before the claim
reinspection process begins, the CEA will ask for a complete copy of the claim file
for each claim it wishes to reinspect. The CEA re-inspector may be either a CEA
employee or an independently contracted individual or company. The CEA will
endeavor to reinspect a representative sample from each Participating Insurer and to
look at claims under each type of CEA earthquake policy.

Claim-file reviews: The CEA may elect to conduct claim file reviews, which may be
done at the Participating Insurer’s office. The CEA also may request that copies of
the claim files be sent to the CEA office for review.

In either case, the CEA will try to give reasonable notice to the Participating Insurer.

CEA will communicate any issues discovered by the reinspections or claim file
reviews to the Participating Insurer.

¢) Claim-File Review Elements

CEA claim-file reviews may include, in addition to other elements, an evaluation of
some or all of the following elements, depending on what is appropriate to the facts
and circumstances of the claim under review:

Promptness of first contact;

Development of initial information;

Timely and thorough completion of the scope of damage (listing of damage);

Use of CEA-EDA General Guidelines inspection checklist on claims that were

inspected;

Repair estimate of damages;

6. Use of CEA Excel Deductible Calculator that has an associated repair or
replacement estimate or scope;

7. Statements from the policyholder, if warranted;

8. Reserve calculations and reserve adequacy;

P

9]
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9. Coverage information and how it applies to the claim;

10. Effective use of a diary to permit and support timely claims handling;

11. Timeliness of communication with insured regarding claim status;

12. Alertness to fraud and prompt notice given to appropriate parties;

13. Appropriate use of engineers or other experts;

14. Completeness of documentation of the amount of loss [Statement of Loss];

15. Timeliness of claim payments;

16. Quality of written adjuster or claim-related communications to the policyholder;

17. Proper CEA approval of denial letter (as to form) if claim was denied;

18. Compliance with the CEA Claim Manual;

19. Compliance with California Fair Claims Practices Regulations;

20. Earthquake claim handling accreditation of adjuster(s) (independent or company);

21. Periodic guidance on open files by Claim Management;

22. Effectiveness of Participating Insurer’s reinspection program and claim-file
reviews.

Overlapping or Coexistent Insurance Coverage

To help resolve issues of overlapping or coexistent insurance coverage, the claim
representative should follow the Other Insurance provisions in the CEA policy. Further
help can be found in Fire, Casualty, & Surety Bulletins (FC&S), which is a coverage-
related information service provided by the National Underwriter Company.

Pay attention to the Other Insurance wording in the CEA policy. This is discussed in
more detail in the Condominium section D2c¢ (page 55) of this Manual.

ISO ClaimSearch® - Property Insurance Loss Register (“PILR”)

The CEA requires that every CEA earthquake claim be entered into ISO ClaimSearch.
The ISO ClaimSearch system is a national repository where claims can be reported.
When a newly reported earthquake claim matches up with a previously reported
earthquake claim for the same property address, a report is generated.

CEA claims are handled by many different Participating Insurers, and policyholders
sometimes move from company to company. Participating Insurers regularly find ground
to deny CEA claims received after small earthquakes, because the damage being claimed
is determined to have been caused by something other than an earthquake.

By having CEA claims in ISO ClaimsSearch, CEA Participating Insurers will be notified
of prior earthquake claims, allowing the claim representative to evaluate whether un-
repaired prior damage is being claimed in the new CEA earthquake claim.
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B. PRE-EARTHQUAKE DISASTER RESPONSE PREPARATION

1. Pre-Earthquake Planning - General

Response planning before an earthquake occurs is important. The CEA Claim Director is
available to assist the Participating Insurer Claim Liaisons with pre-earthquake training
and planning.

2. Participating Insurer Earthquake Response Plan

Each Participating Insurer is responsible for planning its own CEA-specific earthquake
claim handling and catastrophe response methods, based on the Participating Insurer’s

thoughtful answers to a CEA questionnaire that the CEA Claim Director sends to CEA
Claim Liaisons at each year-end.

The questions are crafted to determine if the Participating Insurer has:

a) Processes to assure that staff and independent adjusters are trained before they are
needed for earthquake catastrophe-claim-handling duty. Participating Insurers are
responsible for ensuring that their employed claim representatives, and all
independent adjusters hired or contracted, are properly trained to handle residential
earthquake claims in California. (See section A3 for adjuster training.)

b) Procedures for the first 48 hours of earthquake-catastrophe response:

1.
2.
3.
4.

5.

Processes for accepting new earthquake claims;

Plans for deploying properly trained and accredited initial-response adjusters;
Plans for claim management, including the ability to determine affected policies-
in-force;

Resources available: buildings, cars, computers, and other needed equipment;
and

Logistical coordination for the response.

c) Procedures for handling first reports of CEA claims and other phone-related support
programs, such as, without limitation, available national catastrophe call centers.

d) Procedures for long-term earthquake catastrophe response:

1.

2.
3.

4.

Plans for a sufficient number of properly trained and accredited earthquake
adjusters;

Plans for the long—term management of CEA earthquake claims;

Resources available: buildings, cars, computers, independent adjusters, and other
required resources;

Logistics: detailed descriptions of how response activities will be coordinated.

e) Procedures for how experts (including engineers) will be used and details on pre-
earthquake arrangements for these services.
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C. POST-EARTHQUAKE RESPONSE

1. CEA Claim Director

Following the occurrence of an earthquake that is expected by CEA to give rise to a
significant number of CEA claims presented, the CEA Claim Director or other CEA
personnel may travel to the general area of the earthquake and make themselves available
to consult with the Participating Insurers’ CEA Claim Liaisons.

2. Participating Insurer Catastrophe Claim Managers

The Claim Director will meet with the Participating Insurer Claim Liaisons at a location
convenient to the earthquake site on an as-needed basis; the meetings can serve as a
forum to resolve issues, such as:

a) Updating the CEA Claim Director on the progress each Participating Insurer has
made in establishing its catastrophe office;

b) Identifying and sharing information about problems encountered by the Participating
Insurers;

c) Informing the Participating Insurer representatives of the current status of the CEA’s
coordination with government agencies;

d) Discussing general CEA-policy coverage issues; and/or

e) Discussing particular aspects and structural elements being encountered on claims in
the area.

3. Claim Counts

The CEA will not know about a claim until the Participating Insurer opens a new claim
and that claim record is transmitted to the CEA data system.

To accommodate reporting by Participating Insurers either immediately after an
earthquake that is expected to generate a significant number of claims, or when notified
by the CEA Claim Director, Participating Insurers must manually report claim counts to
the CEA. Daily claim count reporting will continue until the CEA’s data systems are
synchronized with the actual number of CEA claims. In the ordinary case, manual
reporting is generally requested for about three weeks, although exceptions may be
declared by CEA.

When notified by the CEA Claim Director, the following information is to be reported by
email to the CEA at ceaclaims@calquake.com, with a copy by email to the Claim
Director, by the end of each and every working day. This reporting practice must be
maintained until the CEA Claim Director notifies Participating Insurers that it may be
stopped.

a) Date of the report;
b) Name of Participating Insurer;
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¢) Name of Participating Insurer's contact person, including email and phone number;

d) Total number of claims and status (open, closed) received as a result of the
earthquake (total claims, not a tally by coverage);

e) Out of the total number of claims, how many are closed,

f) The current total dollar amount of all open reserves;

g) The current total dollar amount of all paid CEA claims, to date.

4. Catastrophe Offices

Although Participating Insurers must provide adequate staffing and operations, the
establishment, number, and location of Participating Insurer catastrophe-response offices
is left to the discretion of the Participating Insurer. Participating Insurers must provide the
CEA with the address and telephone number of each catastrophe office as it is
established, including the names of supervisorial and other key personnel.

Participating Insurers must make the reporting of new claims by CEA policyholders
simple and direct. This ease of reporting may include the use of agents, the Internet,
prominently publicized toll-free telephone numbers, and any other method reasonably
calculated to create the expected result.

s. CEA Event Code and Date of Loss

Immediately following an earthquake where the CEA expects to receive claims against
CEA policies, the CEA will assign an Event Code.

Event Codes have the form YYNNN, where Y is the last two digits of the year in which
the earthquake event occurs, and NNN numbers events sequentially in 10-unit
increments. The first two digits of the event code change with the new year, but the next
three digits are sequential over all years.
e For example, if the last Event Code issued in 2018 was 18510, the first Event
Code issued in 2019 would be 19520.

For naming claims where the CEA does not provide an Event Code, use YY999, where
YY is the last two digits of the year for the claimed date of loss and 999 designates that
this is a miscellaneous earthquake claim for that year.

The CEA will communicate the Event Code to all Participating Insurers as soon as
possible after the occurrence of the earthquake event.

All claim-related data transmissions to the CEA must include an event code. Always
use the date of loss (DOL) the policyholder gives you, but use judgment to determine if
the claim being reported belongs with a specific earthquake Event Code. If the DOL
given by the policyholder is for earthquake damage that occurred within 15 days after the
earthquake in question, and the address of the policyholder’s insured property is in the
vicinity of the earthquake’s location, it would typically be appropriate to code it to the
Event Code for that earthquake.
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6. New Claims Reported to the CEA

Presentation of claims directly to the Participating Insurer will result in the timeliest
claim service, and most claims will be reported directly to Participating Insurers.

The CEA, however, may receive calls in which the policyholder or another interested
party wishes to report a claim under a CEA policy directly to the CEA rather than to the
Participating Insurer.

e Insuch cases, the CEA will encourage the caller to report the claim directly to
the appropriate Participating Insurer and will be given the toll-free claim-
reporting telephone number for the responsible Participating Insurer.

e If the caller cannot or will not report the claim to the responsible Participating
Insurer, the CEA representative will complete a property loss notice form and
email otherwise transmit it to the appropriate Participating Insurer’s claim
department (see Attachment 7).

7. Pro Rata or Installment Claims Payments

Once an earthquake occurs, the CEA estimates probable losses based on in-force
coverages and licensed or contracted earthquake-loss models. The CEA will then
compare its preliminary overall loss-reserve estimate to the CEA’s claim-paying
capacity. In the ordinary case, when claim-paying capacity is clearly sufficient to handle
expected loss, the Claim Payment Ratio (“CPR”) will be, or be declared as, 100%, and
claims are to be paid in full, without discount or pro rata calculation.

But in the case of a severe earthquake, or the case of several significant earthquakes over
a short period, the law provides that under stated conditions, the CEA would be
authorized to pay policyholder claims on a pro rata basis or in installments. In such
circumstances, it is possible the CEA could declare a CPR of less than 100%.

If and when a CPR is declared by the CEA, the CPR determines what percentage of the
claim is to be paid to the insured by the Participating Insurer. Participating Insurers can
assume the CPR is 100% unless the CEA announces otherwise.

Note that the CEA may adjust the CPR during the claim-handling period arising after an
earthquake, based on actual paid-claim amounts and the resources available to the CEA
for claim payment. If the CEA adjusts the CPR upward, it will notify all Participating
Insurers, and paid claims must be recalculated and additional payment forwarded to the
insured, according to general procedures and information provided by the CEA.

Although the service and adjusting portion of a claim does not change the way
Participating Insurers handle and service policyholder claims, payment to the insured and
data transmission to the CEA will be adjusted based on the CPR. Upon the declaration of
a CPR, the CEA will provide immediate written claim- and transmission-handling
instructions to all Participating Insurers.
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8. Media Communications

a) Following an Earthquake. After an earthquake, the CEA will maintain
communications with the Participating Insurers in order to provide the public with
helpful, accurate, and timely information. Participating Insurers must work

cooperatively with the CEA’s Chief Communications Officer and communications
and external affairs staff on matters of communication with the news media or
outreach to the general public. The telephone numbers to use to establish contact with
CEA are 916.661.5586 or 877.797.4300.

b) No Public Comment on Specific Claims.

Although the CEA, supported by its Participating Insurers, has policies and
procedures in place to support the payment of valid claims, neither the CEA nor
any Participating Insurer is authorized or permitted by law to offer public
comment on any aspect of a specific claim.

Generally, the CEA and the Participating Insurer are authorized and permitted
to discuss a claim only with the CEA policyholder who is the claimant. Any
questions or requests for exceptions to this directive must be transmitted
immediately to the CEA Claim Director.

This protection of CEA policyholders from unwarranted release of information is the
CEA’s practice, not only because the CEA respects and wishes to protect the
policyholder’s privacy, but also because California’s insurance-privacy laws prohibit
insurance providers from publicly discussing details about a policyholder or their
claim.

c) CEA name, logo, trademarks: rules on usage.

The CEA maintains express and detailed guidelines on how the CEA name, logo(s),
and trademarks must be depicted, if used by a Participating Insurer. All advertising

and public outreach a Participating Insurer might engage in must be consistent with
CEA guidelines, which have been provided to each Participating Insurer.

Copies of these guidelines are also available from the office of the CEA’s Chief
Communications Officer.
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D. CEA POLICY INFORMATION

1. BASIC EARTHQUAKE INSURANCE POLICIES: HOMEOWNERS and
HOMEOWNERS CHOICE

A CEA homeowners policy insures one-to-four-unit residential dwelling structures and
manufactured homes and mobilehomes.

The CEA has two homeowner forms:
e Homeowners (Form BEQ-3B).

e Homeowners Choice (Form BEQ-3C).

(Wording appearing in italics in this Claim Manual is quoted directly from the policy.
Words appearing in boldface type also appear in boldface in the policy—the boldface
type means that the word or term is expressly defined in the CEA insurance policy.)

This section applies to both the standard Homeowners and Homeowners Choice policies.
The main distinction between the Homeowners and the Homeowners Choice policies is
that the Homeowners Choice policy’s three coverage options can be purchased
separately: that is, Coverage A & B CSL: DWELLING is required on a Homeowners
Choice policy, but Coverage C: Personal Property and Coverage D: Loss of Use are
optional coverages in a Homeowners Choice policy, and provide coverage only if
purchased.

The separately purchased coverage-feature in a Homeowners Choice policy—and
resulting different coverage limits and deductible percentages—means that the claim
representative must be vigilant when confirming coverage, limits, and deductible
amounts.

a) Introduction to the CEA Homeowners Policies

Both CEA Homeowners earthquake policies have a combined single limit for Coverage
A: DWELLING and Coverage B: EXTENSIONS TO DWELLING. That CSL will
match the amount of the Coverage A limit in the companion policy. Adjusters may find
they need to explain this feature to the insured, because it is different from a typical fire-
policy structure.

CEA policies have a helpful table of contents, which makes the policy easier to read and
understand.

All claim representatives adjusting CEA claims must thoroughly read the specific policy
in force at the time of the loss to determine the appropriate coverages, limits, and
exclusions. Reviewing this Claim Manual is not a substitute for reading and
understanding the policy itself.
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b) Covered Losses

The CEA policy is a specified-peril policy. It insures against only one peril:

...accidental, direct physical loss from an earthquake that commences during the policy
period as part of a seismic event that commences during the policy period...

“Seismic event” means one or more earthquakes that occur within a 360-hour period.
The seismic event commences upon the initial earthquake, and all earthquakes or
aftershocks that occur within the 360 hours immediately following the initial earthquake
are considered for purposes of this policy to be part of the same seismic event.

[360 hours equals 15 days.]

99 ¢¢
S

Be sure to read the complete policy definitions for “earthquake,” “seismic event,” and

“tectonic process.”

For a claim to be covered by a CEA policy, the earthquake and the seismic event both
must have commenced during the CEA policy period.

¢) Deductibles

There are specific policy requirements and restrictions that relate to CEA deductibles,
and there are coverages to which the deductible may not apply. Therefore, it is important
to read the Deductible clause in the policy to determine which damage can be applied to
the deductible (and in what amount), and which damage cannot be applied.

The deductible will be applied one time for each seismic event.
The deductible structure varies depending on the type of homeowner policy chosen:

POLICY TYPE DEDUCTIBLE
Homeowners
Homeowner/Manufactured Home Adjuster must first determine if the CEA policy
(Mobilehome) (BEQ-3B) written/purchased is the standard Homeowners
form.
Dwelling The policyholder selects/purchases deductible
(Coverage A and Coverage B) level:

5% to 25% of the Coverage A&B Combined
Single Limit (CSL) of insurance. The first $1,500
of emergency repairs is paid with no deductible.

Personal Property Nothing is paid for personal property damage
(Coverage C) until the dwelling deductible is met by covered
damage to Coverage A&B property.

Loss of Use No deductible. Loss of Use can be paid if it was
(Coverage D) caused by a covered cause of loss.
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POLICY TYPE

DEDUCTIBLE

Homeowners Choice
Homeowners/Manufactured Home
(Mobilehome) (BEQ-3C)

Dwelling
(Coverage A and Coverage B)

Personal Property (Coverage C)
Optional coverage in a Choice policy

Loss of Use (Coverage D)
Optional coverage in a Choice policy

The adjuster must first determine if the CEA
policy written/purchased is the Homeowners
Choice form.

The policy holder selects/purchases deductible
level:

5% to 25% of the Coverage A&B Combined
Single Limit (CSL) of insurance. The first
$1,500 of emergency repairs is paid with no
deductible.

If coverage purchased, policy holder
selects/purchases deductible level for personal
property: 5% to 25% of the personal property
coverage limit selected. (Coverage C deductible
is waived if the Coverage A deductible is met.)
(Coverage C deductible percentage must be less
than or equal to the Coverage A deductible
percentage.

No deductible. If coverage purchased, Loss of
Use can be paid if it was caused by a covered
cause of loss.

In a Homeowners Choice policy, Coverage C and Coverage D can be purchased
separately, with different coverage limits of insurance and a separate personal property
deductible. This flexibility requires the claim representative to be vigilant in claim
handling. Always check the Declarations page to confirm the coverage, limits, and

deductible amounts.

d) Loss Settlement is at Replacement Cost

With limited exceptions, both CEA Homeowners earthquake forms provide a
replacement cost policy for real property, as well as for most personal property.

The Loss Settlement condition of the Homeowners policy for Coverages A and B
(Condition 5) specifies that, once dwelling losses exceed the CSL deductible, settlement

a. ...will not exceed the smallest of the following:

(i)  the replacement cost at the time of loss;
(ii)  if the damaged property has been actually repaired or replaced, the
amount actually and necessarily spent to repair or replace the damaged

property; or

(iii)  the applicable limit of insurance or any applicable sublimit(s).
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b. Ifthe dwelling is rebuilt or replaced at another location, we will settle a loss to
the property at an amount no more than the replacement cost of the covered loss
to the property at the original residence premises location, up to the applicable
limit of insurance. For these purposes, the construction of a new home at
another location may be deemed to be the rebuilding of the dwelling at another
location, and the purchase of an existing home at another location may be
deemed to be the replacement of the dwelling at another location.

Although most personal property is also settled at replacement cost, certain limited
categories of personal property are settled at actual cash value, as described in Condition
6 of the Homeowners policy:

We will settle losses to covered property described under Coverage C: PERSONAL
PROPERTY . .. at replacement cost, except that we will settle losses to property in items
(i), (ii), and (iii) of this paragraph, below, at actual cash value only.

(i)  Property which by its inherent nature cannot be replaced;

(ii)  Property not maintained in good or workable condition; or

(iii) Property that is outdated or obsolete, or property not useful for its intended
purpose.

Unlike some Participating Insurers’ companion policies, the CEA Homeowners
earthquake policies do not require actual repair or replacement in order for a claimant to
collect the replacement cost under Coverage A: Dwelling, Coverage B: Extensions to
Dwelling, or Coverage C: Personal Property. (Note, however, if the property has already
been repaired or replaced at the time payment is made, the amount payable is limited to
the amount actually spent on the repair/replacement.)

Losses covered under “Other Coverages - Building Code Upgrades” are generally not
subject to this rule, however. As a general matter, these losses may be paid only if the
covered property is actually repaired or replaced and the upgrade cost is thus actually
incurred. The CEA Homeowners policies do permit pre-payment of code upgrade costs
if, in the claim representative’s professional judgment, it is clear:

e the property is going to be repaired or replaced; and

e the code upgrade cost is known (or it is known that code upgrade cost will exceed
the Building Code Upgrades coverage limit); and

e making pre-payment will complete the claim process

Payment of losses under “Other Coverages - Building Code Upgrades” is treated
somewhat differently if the dwelling is replaced at another location other than the insured
location. (The policy provides that the construction of a new home at another location
may be deemed to be the rebuilding of the dwelling at that other location, and the
purchase of an existing home at another location may be deemed to be the replacement of
the dwelling at that other location.) In these circumstances, consistent with Insurance
Code section 2051.5(c) the claim payment should include an amount for Building Code
Upgrades coverage calculated in accordance with the following policy provision:

August 01, 2020 edition California Earthquake Authority — Claim Manual Page 35 of 88



Attachment A-2

If the dwelling is rebuilt or replaced at a location other than the residence premises
location shown on the DECLARATIONS page, we will pay no more under this coverage
for building code upgrades than what the reasonable and necessary costs of such
building code upgrades would have been had the dwelling been repaired or replaced at
the residence premises location shown on the DECLARATIONS page, but only up to the
limit of insurance for “OTHER COVERAGES: BUILDING CODE UPGRADES” shown
on the DECLARATIONS page.

e) Types of Building Property Insured — Dwelling Defined

Business and commercial buildings are never insured by the CEA policy.

CEA Homeowners policies cover the residence located at the address shown in the
Declarations. The covered residence can be a one-, two-, three-, or four-unit dwelling, or
a manufactured home or mobile home. “Dwelling” is specifically defined in the
DEFINITIONS section of the policy, which provides:

“Dwelling,” means the residential structure or mobile home at the location described in
the DECLARATIONS. Dwelling does not include land, whether or not beneath the
residential structure or mobile home, even if required for support. Dwelling does not
include any structure other than the residential structure or mobile home unless the
structure (1) shares a common wall or a continuous roof line with the residential
structure or mobile home or (2) is attached to the residential structure or mobile home by
a foundation that is continuous with or contiguous to the foundation of the residential
Structure.

It is important to understand this definition because it is one factor that must be used to
evaluate coverage. The claim representative is responsible for determining if the
structure in question meets the requirements of a “Dwelling” as defined above. For
example, if a CEA Homeowners policy insures a house with a garage, the policy covers
the garage only if the facts show the garage:

=  ghares a common wall or a continuous roof line with the house; or
= s attached to the house by either a continuous foundation or a contiguous
(touching) foundation.

f) Property Covered - Coverage A

CEA policies specifically describe the dwellings and related property covered under
Coverage A: Dwelling. In addition, Debris Removal coverage as it relates to dwelling
repairs is found in item 3 of this section.

The CEA policy provision regarding Debris Removal is like that found in most
residential fire policies and is used when a claimant’s total covered losses exceed the
policy limits. In cases where a claimant can document extra expenses for debris removal
over and above the Coverages A and B CSL, an additional 5% of the CSL for

Coverages A and B can be paid as additional insurance.
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The CEA Homeowners policy states:
... we cover:

3. The reasonable expense you incur in removing from the residence premises the debris
of that damaged property covered under “COVERAGE A: DWELLING, ” including but
not limited to the reasonable expense you incur for the transportation of such debris to
landfills or disposal facilities and disposal of the debris at those facilities, or the
transportation of such debris to suitable recycling facilities rather than landfills and
disposal of the debris at those facilities. The combined single limit of insurance for
“COVERAGE A: DWELLING” and “COVERAGE B: EXTENSIONS TO DWELLING”
will be reduced by any amount we pay under this coverage, but in the event that your
covered losses under COVERAGE A: DWELLING” and “COVERAGE B: EXTENSIONS
TO DWELLING” exceed the combined single limit of insurance for “COVERAGE A:
DWELLING” and “COVERAGE B: EXTENSIONS TO DWELLING” shown on the
DECLARATIONS page of this policy, we will provide, as additional insurance, up to 5%
of that combined single limit of insurance for the aggregate of the expenses you incur in
removing from the residence premises the debris of (a) property covered under
“COVERAGE A: DWELLING,” as provided for in this paragraph, and (b) property
covered under “COVERAGE B: EXTENSIONS TO DWELLING,” as provided for under
Item 5 of “COVERAGE B: EXTENSIONS TO DWELLING, Property Covered—Coverage
B.”

g) Chimneys — Coverage A: $10,000 Special Limit of Insurance

CEA Homeowners and Homeowners Choice policies cover chimney damage up to a
$10,000 sublimit, applicable to all damaged chimneys at the dwelling, regardless of
number. Coverage A: Dwelling, Special Limits of Insurance — Coverage A, reads in part:

The sublimit of $7/0,000 for loss or damage to any and all chimney(s) attached to or
part of the dwelling, regardless of the number of chimneys covered. This sublimit of
810,000 in coverage for loss or damage to chimneys will be reduced by any amount that
we pay under “OTHER COVERAGES,” Item 1, “Emergency Repairs,” for Emergency
Repairs to chimneys and by any amount that we pay under “Property Covered —
Coverage A,” Item 3 for the removal of the debris of chimneys.

Recall that under Coverage A, up to $1,500 of Emergency Repairs can be paid without
applying the Coverage A policy deductible. Emergency Repairs made to a chimney
result in an equal reduction of the $10,000 chimney sublimit.

The CEA policy defines “chimney” as follows:

“Chimney” means the flue or vent and the building code-required structure that
surrounds the flue or vent, including exterior chimney facings, from the firebox to the
outside of that structure. Chimney does not include a hearth, a mantel, the firebox where
combustion takes place, or the foundation that supports the chimney.

There are four important things to remember when evaluating chimney damage:
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1. Because the chimney definition does not include the hearth, mantel, firebox, or the
foundation that supports the chimney, claim representatives must not include the cost
of these items in the estimate of chimney damage. Damage to these items, if any,
should be included in the dwelling estimate.

2. The $10,000 chimney sublimit covers all chimneys at the dwelling. In other words,
the $10,000 sublimit is not applied to each chimney, but is the total limit of
insurance coverage for all chimney repair costs, no matter how many chimneys are
damaged.

3. The chimney settlement provisions include three different chimney damage
calculation methods, including one to cover the cost of replacing damaged chimneys
with a non-masonry, earthquake resistant chimney. The least costly of the
replacement methods will be the amount paid for covered losses. Condition 5-G states
in part:

To repair or replace a chimney, we will not pay more than the least of the following

amounts.

(i) The sublimit of 310,000 that applies to chimneys;

(ii) The cost of replacement of a masonry chimney or chimneys with a non-masonry,
earthquake-resistant chimney or chimneys; or

(iii) The necessary amount actually spent to repair the damaged chimney or
chimneys.

4. A policyholder can also include in a chimney claim the cost to detach and reset a
non-damaged satellite dish or antenna during, or to facilitate, earthquake-related
chimney repairs (even though the repair or replacement of these items would not
included under the sublimit and, in fact, are not covered property under CEA
policies).

h) Fungi— Coverage A: $5,000 Special Limit of Insurance

The policy has a sublimit for damage from fungi, including earthquake-related fungi
damage. The policy defines “fungi” as follows:

14.  “Fungi” means all types of fungus, including but not limited to mildew and mold,
and all of their resulting spores and by-products, including mycotoxins and allergens,
but not including cultivated edible mushrooms or other cultivated fungi intended for
human consumption.

The policy provides the following sublimit:

2. 85,000 for all loss or damage to the dwelling or to wall-to-wall carpeting attached to
the dwelling caused by fungi the presence of which directly results from an earthquake
that commences during the policy period as part of a seismic event that commences
during the policy period, including, but not limited to, the cost to repair damage from
fungi or to test for, monitor, abate, mitigate, remove, dispose of or remediate fungi.
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This sublimit of $5,000 in coverage for loss or damage caused by fungi will be reduced
by any amount that we pay under “OTHER COVERAGES,” Item 1, “Emergency
Repairs,” for Emergency Repairs resulting from fungi. Except for the coverage
specifically provided for in this sublimit, this policy does not provide coverage for any
loss that is caused directly or indirectly by, or that in any way results from, is
contributed to by, or is aggravated by fungi.

Note: payment to a claimant for Emergency Repairs resulting from fungi will result in
an equal reduction to the $5,000 fungi sublimit.

i) Equipment and Utility Service Structures - Coverage B: Extensions to Dwelling

Both CEA Homeowners policies cover equipment and utility service structures for
electric, telephone, natural or bottled gas, heating, oil, water, septic, and sanitary sewage
systems. To be covered, these items must be owned by the insured, located on the
residence premises, and affect the habitability of the dwelling.

To determine coverage, the claim representative must be able to answer “yes” to all of the
following four questions:

1. Does the insured own the item?

2. Is the damaged item one of the types of items listed in the policy?
3. Is the item physically located on the insured’s premises?

4. Does the item affect the habitability of the dwelling?

If the answer to one or more of these questions is “no,” then there is no coverage under
Coverage B.

j) Walkways, Driveways, Decks, Patio Slabs - Coverage B: Extensions to Dwelling

The CEA policy allows payment only for damage to the ingress and egress portions of
walkways, driveways, decks, and patio slabs. This coverage is found in COVERAGE B:
EXTENSIONS TO DWELLING, Property Covered,” item 2, walkways, driveways,
decks, and patios, which reads in part:

2. Walkways, driveways, decks, or patios on the residence premises that are necessary
for and regularly used for either (1) pedestrian ingress to or egress from the
dwelling by any insured or (2) ingress to and egress from the dwelling by any non-
ambulatory insured, but we cover only that portion of each covered walkway,
driveway, deck, or patio that is reasonably necessary for ingress to and egress from
dwellings by pedestrian or non-ambulatory insured.

Any portion of an otherwise-covered walkway, driveway, deck, or patio that is not
reasonably necessary for and regularly used for pedestrian ingress to or egress
from the dwelling by any insured or ingress to and egress from the dwelling by any
non-ambulatory insured, and any walkway, driveway, deck, or patio not regularly
used for any such purposes, is not covered.
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Remember that walkways, driveways, decks, and patio slabs are excluded from coverage
under a CEA policy, except for the limited coverage described above.

The policy language excluding walkways, driveways, decks, and patios reads:

PROPERTY NOT COVERED—COVERAGE A AND COVERAGE B

We do not cover: . . .
10.  Except as provided under “COVERAGE B: EXTENSIONS TO DWELLING,
Property Covered, ” item 2, walkways, driveways, decks, and patios.

The intent of this coverage is to allow for safe pedestrian passage to and from the
dwelling. The scope of coverage is best understood by breaking down the coverage
language:

1. That portion — only the relevant portion of the property is covered. Claim
representatives are advised to consult the local city or county building codes for
guidance in determining what “portion” of the property is considered necessary for
safe ingress and egress.

2. Necessary for and regularly used —means a) needed to enter or leave the dwelling,
and (b) routinely used by pedestrians. The claim representative must decide, after a
meaningful discussion with the policyholder, whether a claimed walking surface is
“necessary” and “regularly used.”

3. Pedestrian — indicates a person walking; coverage also includes ingress and egress
from the dwelling by a non-ambulatory insured. Ingress and egress necessary for
motor vehicles is not covered.

4. To or from the dwelling —means the policy covers regular pedestrian entry to and exit
from the home to either a public sidewalk or a private or public street next to the
home.

Questions about what portion of the walkway, driveway, or patio should be repaired or
replaced must be addressed on an individual basis, according to the facts of the loss and
the coverage available. The claim file must include a detailed drawing of the ingress and
egress allowed, as well as documentation of how the claim representative determined
dimensions and amounts paid. Coverage B walkway, driveway, deck, and patio losses are
settled at replacement cost, for materials of like kind and quality. (See the definition of
“replacement cost” in the policy.)
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k) Bulkheads, Piers, and Retaining Walls - Coverage B: Extensions to Dwelling

The CEA policy covers:

... those bulkheads, piers, and retaining walls on the residence premises that are
integral to the stability of the dwelling. Except as provided for in “OTHER
COVERAGES, ” item 4, the cost of repairing, replacing or stabilizing the land under or
around these devices is not covered.

The coverage applies only to property located on the residence premises and in which
the named insured holds an insurable interest. If any portion of a bulkhead, pier, or
retaining wall is not entirely located on the residence premises, the claim representative
must fully investigate, and base coverage on, the extent of the policyholder’s insurable
interest.

1) Loss Assessment — Coverage B: Extensions to Dwelling

The CEA Homeowners policies include some coverage for loss assessment if the home
is part of common interest development that is governed by an association of owners.
If the home meets these criteria, there is $10,000 of coverage for assessments made to
affect the repair or replacement of property described in:

Property Covered—Coverage B,
Item 2: Walkways, driveways, decks and patios...
Item 3: Bulkheads, piers, retaining walls, and masonry fences.

The policy provides:

4. Ifthe residence premises is part of a common interest development and that common
interest development is governed by an association of owners, then we cover your share
of loss assessments that are legally and properly made against you by the association of
owners, but only to the extent the loss assessment is made for the purpose of effecting the
repair or replacement of property covered under Items 2 and 3, above, of this “Property
Covered—Coverage B section. This coverage for loss assessments is provided as a
810,000 sublimit of the combined single limit of insurance for “COVERAGE A:
DWELLING” and “COVERAGE B: EXTENSIONS TO DWELLING, ” and the amount of
coverage available under the combined single limit of insurance for “COVERAGE A:
DWELLING” and “COVERAGE B: EXTENSIONS TO DWELLING " will be reduced by
any amount we pay under this coverage for loss assessments.

Note the coverage applies only to that portion of loss assessments made for repair or
replacement of the property described in Items 2 and 3, above. If assessments are
designated for other purposes, payment will be made on a percentage basis, as described
in the policy:

If a loss assessment is made as a result of a combination of (a) assessments made to
effect the repair or replacement of property covered under Items 2 and 3 of this
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“Property Covered—Coverage B’ section and (b) assessments made for effecting other
repairs or for other purposes, then we will pay only a pro rata portion of the loss
assessment equal to that percentage of the entire assessment that is made to effect the
repair or replacement of property covered under Items 2 and 3 of this “Property
Covered—Coverage B” section, subject to the $10,000 sublimit.

The claim representative must provide in the claim file documentation of his/her
coverage evaluation, including a copy of the loss assessment and any specific wording
from the homeowner association CC&Rs relevant to a decision to pay the claimed loss.

m) Property Not Covered: Coverage A and Coverage B

The CEA Homeowners policies do not cover certain items of real property. Following are
some examples of property not covered, but it is important to read the entire CEA policy
for a complete list of exclusions.

n) Property Not Covered: Land

Carefully review Items 1 and 2 of this section of the policy pertaining to land exclusions.
Always remember, in a CEA policy, some limited land coverage is provided under the
Coverage A $10,000 sublimit.

o) Property Not Covered: Awnings and Patio Coverings

The policy does not cover:

3. Awnings and patio coverings, or their support structures. For purposes of this
exclusion, carports are not awnings or patio coverings.

All structures comprising the patio covering, including posts supporting the covering, are
excluded. Awnings and patio coverings are not covered, even if permanently attached to

the dwelling.

But, if an awning is used as a carport, it is covered if it meets the requirements of a
“Dwelling” as defined in the Homeowners policy.

A patio slab is not part of a covered loss, except for any portion of it that is necessary for
ingress or egress as described in the policy.
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p) Antennas, Satellite Dishes, Towers, and Brackets

The policy excludes:

antennas and satellite dishes and any towers, brackets or attachments that support or
secure them ...

But remember, if it is necessary to detach and reset a non-damaged antenna or satellite
dish, and brackets or attachments, during or to facilitate covered earthquake-related
chimney or roof repairs, a policyholder can include that cost as part of the chimney or
Dwelling claim.

q) Property Not Covered: Decorative or Artistic Features of the Dwelling.

The policy coverage reads in part:
We do not cover:

5. Any decorative or artistic features of the property, including the items of property
specifically listed in this exclusion and any items of property, whether or not specifically
listed in this exclusion, that are artisan-crafted or that are unique and cannot be replaced
with a commercially-made, identical replacement that would be readily available for
purchase in the open market. Such decorative or artistic features include, but are not
limited to, works of art, murals, stained or leaded glass, mirrors, chandeliers, mosaics,
Statuary or sculpture, carvings, inlays, reliefs, fountains, aquariums, and their systems.
If at the time of loss any decorative or artistic feature is serving a utilitarian purpose, the
cost to repair or replace the decorative or artistic feature is not covered to the extent the
cost of repair or replacement exceeds the cost of replacing it with a non-decorative, non-
artistic functional replacement.

The claim representative should identify any artisan-crafted features of the home during
the initial assessment of the damage and discuss any excluded items with the insured.
The claim representative should also identify any artisan-crafted items with a utilitarian
purpose and use the equivalent quality of other non-artistic items in the home to
determine an appropriate cost to cover the artisan-crafted item’s functional replacement.
Since the determination is based on the claim representative’s professional judgment, the
claim file must include clear documentation reflecting a reasoned justification for the
amount allowed.

A claim representative who is unsure if an item rises to the level of being “artisan-

crafted” should involve his/her company CEA Liaison in the evaluation. The CEA
Liaison can consult with the CEA, if necessary.
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r) Property Not Covered: Exterior Masonry Veneer

The CEA Homeowners policies do not cover:

Exterior masonry veneer. For purposes of this exclusion, stucco and exterior chimney
facings are not exterior masonry veneers.

The terms “masonry” and “veneer” refer to a nonstructural facing of brick, concrete,
stone, tile, or other similar material attached to a backing for the purpose of
ornamentation.

It is important to determine if the brick on a home is part of the structure of the dwelling,
and not simply masonry veneer. If any structural part of the home is constructed of a
masonry material (such as brick) then that part of the home is covered under the CEA
policy.

Policyholders may purchase optional coverage for masonry veneer through the Coverage
for Exterior Masonry Veneer endorsement (CEA 03A 01-2016). Addition of the
endorsement will appear on the policy Declarations page. This optional endorsement
includes masonry veneer coverage up to the policy limit for Coverage A. The Exterior
Masonry Veneer endorsement reads in part:

THIS ENDORSEMENT AMENDS YOUR POLICY BY DELETING THE
FOLLOWING PROVISION OF YOUR POLICY IN ITS ENTIRETY:

Item 6 of “Property Not Covered — Coverage A and Coverage B,” which reads as
follows, is hereby deleted:

6.  Exterior masonry veneer. For purposes of this exclusion, stucco and exterior
chimney facings are not exterior masonry veneers.

Your policy will be deemed to omit the provision quoted above; which means that your
policy will provide coverage for exterior masonry veneer in accordance with all other
terms and conditions of the policy.

Remember, if the policyholder has not purchased the Coverage for Exterior Masonry
Veneer (CEA 03A 01-2016) endorsement, and the masonry veneer on the home is
damaged or falls off, there is no coverage for that loss, and therefore, no requirement to
pay for repair or replacement.

s) Plaster - Limited to the Cost of Sheetrock or Drywall

The policy does not cover plaster, unless the cost to repair or replace it is equal to or less
than the value of an equivalent replacement with sheetrock or drywall. The CEA policy
will cover plaster repairs only if the cost is less than repair or replacement with sheetrock
or drywall.
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t) Property Not Covered: Garages and Outbuildings

Detached garages and outbuildings are not covered unless the structure in question meets
the requirements of a “Dwelling” as defined in the Homeowners policy. The definition of
“Dwelling” includes structures that share a common wall or continuous roof line with the
residential structure or mobilehome, or are attached by a foundation that is continuous or
contiguous to the foundation of the dwelling. If a garage or outbuilding meets this
definition, then it is covered under the Coverage A: Dwelling policy limit.

u) Property Not Covered: Landscaping
The CEA policy does not cover damage to:

Landscaping, trees, shrubs, lawns, or plants, even if damaged by necessary repairs to
covered property.

If it is necessary to remove a landscape element in order to access a structure for repairs,
the cost of the removal can be included in the claim, but the cost to replace the
landscaping element is not covered by the CEA policy.

v) Property Not Covered: Swimming Pools, Spas, and Hot Tubs

The policy does not cover swimming pools, spas, or hot tubs and all of their components,
whether they are personal property or part of the dwelling. Tile or other material linking
or attaching the pool, spa, or hot tub to a deck or to the dwelling is not covered.

w) Dwelling Glass - Loss Settlement

Conditions:
5. Loss Settlement. Coverages A and B.
f- We will replace covered glass with safety glazing material when required by
ordinance or law.

This applies when paying for broken building window glass, and building codes require
that it be replaced with safety glass. The increased cost falls under the policy Building
Code Upgrade coverage.

Note: the companion homeowner’s policy may have coverage for broken dwelling glass.
If there is double coverage, see the provisions in the policy regarding Other Insurance.

x) Coverage C - Personal Property

Coverage C: Personal Property is included as part of the standard Homeowners policy,
but is an optional coverage offered to Homeowners Choice policyholders. Remember,
deductibles apply differently to personal property, depending on the type of policy the
insured has chosen (See Section 9 — Calculating Deductibles for CEA Claims). Always
review the Declarations page to confirm the policy type, coverage, limits, and
deductible amounts.
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y) Coverage C - Personal Property Subject to a Sublimit

The CEA policy covers certain types of personal property, but only up to the applicable
sublimit:

1. $250 in the aggregate on all money, bank notes, coins and medals, including any of
these that are part of a collection.

2. 8250 in the aggregate on all securities, checks, cashier’s checks, traveler’s checks,
money orders, and other negotiable instruments, accounts, deeds, evidences of debt,
letters of credit, notes other than bank notes, manuscripts, passports, and tickets.

3. $3,000 in the aggregate on all computers and other electronic data processing
equipment, including storage media and software used with that equipment, whether
or not it is business property. Storage media or software that cannot be replaced
with other property of like kind and quality on the current consumer retail market is
not covered.

4. 81,000 in the aggregate on all business property other than computers and other
electronic data processing equipment, storage media and software.

5. 83,000 in the aggregate on all jewelry, watches, furs, precious and semi-precious
stones, but not more than $1,000 for any one article.

6. $3,000 in the aggregate on all collectibles, including but not limited to sports cards;,
collectible dolls, model trains, or toys, collectible postage stamps, collectible
autographed items; memorabilia; and commemorative or otherwise collectible plates,
spoons, or cups; regardless of whether any such item is a single item or part of a
collection.

7. $3,000 in the aggregate on all beverages contained in bottles or in other glass,
ceramic, or pottery containers, including but not limited to wine, port, liquor, beer,
and all other alcoholic or non-alcoholic beverages.

z) Coverage C - Personal Property Not Covered

Read the CEA policy for a complete list of personal property that is not covered.

Artwork and breakables are among the more common items damaged in an earthquake.
These items are not covered by the CEA policy:

We do not cover:

7. Artwork, including but not limited to paintings, drawings, or etchings, framing;
sculpture or statues, photographs, and handmade, loom-crafted, and other non-machine-
made tapestries and rugs.
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8. Breakable items, consisting of the following:

a. Glassware, crystal, china, ceramic, pottery, and porcelain items created as table
settings, serving ware, or otherwise intended for use in serving or consuming
food or beverage, whether currently being used for that purpose or not, and,

b. Figurines, vessels, vases, and other ornamental items made of crystal, china,
pottery, ceramics, porcelain, glass, or marble.

Policyholders may purchase optional coverage for breakable items by adding a Coverage
for Breakables (CEA 04A 01-2016) endorsement. The endorsement provides coverage
for the “Breakable items” listed above, up to the Coverage C limit. Personal Property
sub-limits stated in the policy continue to apply. If purchased, the endorsement is listed
on the Declarations page.

aa) Coverage D - Loss of Use

Coverage D: Loss of Use coverage is included as part of the standard Homeowners policy
but is optional under the Homeowners Choice policy. Both policies offer the policyholder
a choice of coverage limits, up to a maximum of $100,000. Always review the
Declarations page to confirm the policy type, coverage, limits, and deductible
amounts. Coverage D provides, in part:

If a civil authority prohibits you from occupying your dwelling because of direct damage
to the residence premises or other premises, caused by an earthquake ... we cover the
resulting Additional Living Expense or Loss of Rent, subject to the “COVERAGE D:
LOSS OF USE” limits of insurance.

If the insured must vacate the home after an earthquake either because a covered loss
makes the home unfit to live in, or due to earthquake damage to other property such as
nearby roads or bridges, Loss of Use coverage will cover:

¢ the increase in the insured’s living expenses actually incurred; or

o ifany part of the dwelling was rented to others or held for rental, the fair rental

value (less any expenses that do not continue).

The claim file must contain documentation to support all payments for Loss of Use (i.e.,
expenses and lost rent). If any part of the dwelling was rented to others or held for rental,
and a covered loss makes it unfit to live in, the fair rental value (less any expenses that do
not continue) is covered.

Loss of Use coverage is not subject to any deductible. Even if the dwelling losses are less
than the policy deductible, Loss of Use coverage is available to policyholders who must
vacate their homes because of damage caused by an earthquake.

After the occurrence of an earthquake, there is no maximum period during which
covered Loss of Use expenses must be incurred. Loss of Use coverage applies even if the
insured is not required to vacate the dwelling until months after the earthquake (such as,
for example, when repairs to the property cannot be started until a substantial period after
the earthquake due to a shortage of contractors available to perform the work.)

If there is a question of coverage, use Attachment 5 with any advance payment.
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bb)Other Coverages: Emergency Repairs

In the standard Homeowners and Homeowners Choice policies, the first $1,500 of
emergency repairs is not subject to a deductible. (Note: this provision is not available in
renters or condominium policies.) The Other Coverages portion of the CEA policy
states:

The following other coverages are provided subject to all terms and conditions of this
policy. ...

1. Emergency Repairs. If covered damage occurs to covered property and such
emergency measures are made necessary as the result of an earthquake that
commences during the policy period as part of a seismic event that commences during
the policy period, we will pay the following portion of the cost you incur for
reasonable and necessary emergency measures you take (1) to protect against further
damage to covered property, or (2) if a combined single limit of insurance for
“COVERAGE A: DWELLING” and “COVERAGE B: EXTENSIONS TO
DWELLING” is shown on the DECLARATIONS page of this policy and the dwelling
is otherwise habitable, to remove from covered property in the dwelling the residue of
broken glass or to repair or replace covered broken windows in the dwelling or other
covered structural glass that is part of the dwelling. This Emergency Repairs
coverage provides coverage up to a sublimit of 5% of the policy limit of insurance for
the type of property being protected. The applicable total limit of insurance for the
type of property being protected will be reduced by any amount we pay for this
coverage, but we will never pay more for emergency repairs than 5% of the policy
limit of insurance for the type of property being protected.

a. The first $1,500 of covered costs you incur for such reasonable and necessary
emergency measures is not subject to the application of any deductible. Costs you
incur for such emergency measures in excess of $1,500 are subject to the
application of the deductible that applies to the type of covered property being
protected, which means that until you satisfy the applicable deductible amount,
you will not be paid for any such costs you incur above $1,500.

b. Your taking reasonable and necessary emergency measures to protect covered
property from further damage does not relieve you of your responsibilities
outlined in “Your Duties After Loss (CONDITIONS, Item no. 3).

This means the claim representative must pay for covered emergency repairs up to $1,500
without applying a deductible; the remainder of covered emergency repairs is subject to
the applicable Coverage A: Dwelling deductible.

Because emergency repairs may not exceed the policy sublimit of 5% of Coverage

A & B CSL, the representative must diligently track all emergency repairs loss payments.
The CEA Excel Deductible Calculator is the best tool for this purpose.
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cc) Other Coverages: Building Code Upgrade

Building Code Upgrade coverage in the amount of $10,000, $20,000, or $30,000, is
provided as additional insurance in a CEA Homeowners policy. The coverage from the
Homeowners Choice policy reads in part:

OTHER COVERAGES

The following other coverages are provided subject to all terms and conditions of this
policy:

I....

2. Building Code Upgrades.

If there is a covered loss to property covered under “COVERAGE A: DWELLING” or
“COVERAGE B: EXTENSIONS TO DWELLING” and you repair or replace that
covered property, then subject to the limit of insurance for “OTHER COVERAGES:
BUILDING CODE UPGRADES” shown on the DECLARATIONS page, we cover the
cost of reconstruction or replacement to bring that property up to local residential
building code standards in effect at the residence premises location on the date of the
earthquake that caused the loss, but only so much of the reconstruction or replacement
costs attributable to the requirements of securing governmental approval of the
construction permit process for repair or replacement of that covered property.
Although no payment will be made to you under this coverage for building code upgrades
unless you repair or replace that covered property, the full amount of loss covered under
this coverage for building code upgrades, up to the limit of insurance for “OTHER
COVERAGES: BUILDING CODE UPGRADES” shown on the DECLARATIONS page,
will be applied to meet the deductible, as set forth in Item 2b of the “DEDUCTIBLE
CLAUSE.” If the dwelling is rebuilt or replaced at a location other than the residence
premises location shown on the DECLARATIONS page, we will pay no more under this
coverage for building code upgrades than what the reasonable and necessary costs of
such building code upgrades would have been had the dwelling been repaired or
replaced at the residence premises location shown on the DECLARATIONS page, but
only up to the limit of insurance for “OTHER COVERAGES: BUILDING CODE
UPGRADES” shown on the DECLARATIONS page.

When evaluating Building Code Upgrade coverage, remember:

1. Use the cost of the building code upgrade in the deductible calculation.

2. The covered property must actually be repaired or replaced, and the cost incurred,
before payment is made for Building Code Upgrade coverage. There is a limited
exception to this rule — CEA Homeowners policies permit pre-payment of code
upgrade costs only if it is clear, in the claim representative’s professional judgment:

e the property is going to be repaired or replaced;

e the code upgrade cost is known (or it is known that code upgrade costs will
exceed the Building Code Upgrades coverage limit); and

¢ making pre-payment will complete the claim process.
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3. Building Code Upgrade coverage is additional insurance to the Coverages A and B
CSL.

4. Building Code Upgrade coverage covers the cost to bring the covered property up to
local residential building code standards in effect on the date of the earthquake that
caused the loss.

5. The coverage pays only for the Building Code Upgrade costs required to secure a
reconstruction permit for repair or replacement of the covered property.

6. If the dwelling is rebuilt or replaced at a location other than the insured location
(such as by the construction of a new home at a different location or purchase of an
existing home at another location) the claim payment should include an amount for
Building Code Upgrades coverage equal to what the building code upgrades would
have been had the dwelling been repaired or replaced at the insured location shown
in the Declarations.

dd) Other Coverages: Land Stabilization

The CEA policy covers up to $10,000 of the cost to replace, rebuild, stabilize, or
otherwise restore, land owned by the insured necessary to support the dwelling. The need
for stabilization must be:

e adirect result of damage to land by a covered earthquake; and

e necessary for the habitability of the dwelling.

Land Stabilization coverage is provided as a $10,000 sublimit of the Coverages A and B
CSL. There is no other coverage for land in the CEA policy.

Land is excluded from the definition of “Dwelling,” but note:
e the cost of engineering work necessary to determine the need for land stabilization
is included in Land Stabilization sublimit; and
¢ movement of land necessary to accommodate a foundation repair is covered under
Coverage A: Dwelling, and is not subject to the Land Stabilization sublimit.

ee) Other Coverages: Energy Efficiency and Environmental Safety Upgrades

Energy Efficiency and Environmental Safety Upgrades claims should be scoped and
estimated for repair or replacement with “like kind and quality” items, to determine the
dollar amount to be used in the deductible calculation.

If the policyholder elects to use energy efficient and/or environmental safety items during
the actual repair/replacement process, the policy provides additional coverage of up to
200% of the cost of any one item being replaced with an energy efficient/environmentally
safe equivalent. The total is subject to the $25,000 policy sublimit for this coverage.
Claim representatives should notify the policyholder of this additional coverage as early
in the repair/replacement process as possible.

Carefully review the Energy and Environmental Safety Upgrades sections of the CEA
policy, and apply the policy language exactly as it reads. Do not expand this coverage
beyond what is provided.
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If a combined single limit of insurance for “COVERAGE A: DWELLING” and
“COVERAGE B: EXTENSIONS TO DWELLING” is shown on the DECLARATIONS
page of this policy and there is a covered loss to property covered under “COVERAGE
A: DWELLING” or “COVERAGE B: EXTENSIONS TO DWELLING” in excess of the
applicable deductible, we will pay your cost to repair or replace that property with
material that meets the following standards regarding environmental safety and energy
efficiency. This coverage will apply to the added costs you incur to repair or replace that
property with material that meets those standards as compared to the replacement cost
of that property with material that does not meet those standards. This coverage is
provided as a $25,000 sublimit of the combined single limit of insurance for
“COVERAGE A: DWELLING” and “COVERAGE B: EXTENSIONS TO DWELLING,”
and the combined single limit of insurance for “COVERAGE A: DWELLING” and
“COVERAGE B: EXTENSIONS TO DWELLING” will be reduced by any amount we pay
under this coverage. The most we will pay for the replacement or upgrade of any item of
covered property is 200% of its replacement cost using material that does not meet the
following standards regarding environmental safety and energy efficiency. Losses
covered under this coverage are not applied to meet the combined deductible for

“COVERAGE A: DWELLING” and “COVERAGE B: EXTENSIONS TO DWELLING.”

a. Energy Efficiency Upgrades: We will pay the reasonable added costs you incur to
replace damaged covered property with the following energy-efficient property:

i. Electronic Equipment — Energy Star Replacement. If there is covered loss to
electronic equipment, including but not limited to equipment for heating,
ventilation, and air conditioning (HVAC) systems, that is part of the dwelling and
that is covered under “COVERAGE A: DWELLING,” and that electronic
equipment must be replaced rather than repaired, then we will pay the reasonable
expenses you incur to replace damaged or destroyed electronic equipment with
equipment of otherwise equivalent quality and function that has been identified by
the United States Government Department of Energy, Environmental Protection
Agency as “Energy Star” qualified.

ii. Window, Door, Roofing, and Insulation Energy Upgrades. If there a loss to the
dwelling that requires the repair or replacement of roofing or insulation material,
air sealing, windows, doors, or skylights, then we will pay the reasonable
expenses you incur to replace those damaged or destroyed materials with
materials of otherwise equivalent quality and function that have been identified by
the United States Government Department of Energy, Environmental Protection
Agency as “Energy Star” qualified.

iii. Plumbing Fixture Upgrades. If there a loss to the dwelling that requires the
repair or replacement of plumbing fixtures, then we will pay the reasonable
expenses you incur to replace those fixtures with energy and water efficient
fixtures, including automatic faucet sensors, faucet and shower head flow
restrictors, dual flush toilets, and localized water heaters, using plumbing fixtures
of otherwise equivalent quality and function provided that the upgraded property
meets the requirements of the Leadership in Energy and Environmental Design
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(LEED) for Homes Green Building Rating System of the U.S. Green Building
Council or meets the requirements of the National Association of Home Builders
Green Building Guidelines.

b. Environmental Safety Upgrades. We will pay reasonable added costs you incur to
repair or replace the damaged or destroyed property covered under “COVERAGE A:
DWELLING” with the following environmentally-upgraded property, provided that
the upgraded property meets the requirements of the Leadership in Energy and
Environmental Design (LEED) for Homes Green Building Rating System of the U.S.
Green Building Council or meets the requirements of the National Association of
Home Builders Green Building Guidelines:

i. Interior Finish Materials Upgrades. If there is a covered loss to the dwelling that
requires the repair or replacement of interior finish materials, then we will pay
the reasonable expenses you incur to replace those materials with materials of
otherwise equivalent quality and function that are low in volatile organic
compounds (VOC), sustainably developed, rapidly renewable, or comprised of
recycled materials. This coverage applies to interior paints, architectural
coatings, primers under coatings, adhesives and sealants, low emissions carpet
and floor coverings, including adhesive to affix them to the floor, and
permanently installed composite wood fixtures including counters, cabinets and
partitions, where available, Forest Stewardship Council certified wood for
millwork, ceilings, siding, and framing, and bamboo flooring.

ii. Elimination of Ozone-Depleting Substances Upgrades. If there is a covered loss
to the dwelling that requires the repair or replacement of systems containing such
items, then we will pay the reasonable expenses you incur to replace
chlorofluorocarbon refrigerants (CFC) or hydro-chlorofluorocarbon (HCFC) or
Halon refrigerants or fire extinguishing agents with environmentally-upgraded
replacements.

iii. Flush Out of Reconstructed Space. If necessitated by the repair or replacement of
covered loss to the dwelling, we will pay the reasonable and necessary costs to
Sflush out the reconstructed space with 100% outside air and new filtration media
following completion of the repair or reconstruction process.
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ff) Losses Excluded

The CEA policy only covers the specified peril of earthquake. The LOSSES
EXCLUDED section of the policy provides:

We do not insure for any loss that is not directly caused by an earthquake that
commences during the policy period as part of a seismic event that commences during
the policy period.

Without limiting the above, even if a loss directly or indirectly is caused by, is
contributed to by, results from, or is aggravated by an earthquake, we do not insure for
any loss that is caused directly or indirectly by, or that in any way results from, is
contributed to by, or is aggravated by, any of the following:

The policy then lists a number of specifically-excluded perils, the most significant of
which are discussed below. Claim representatives must read the policy to become
familiar with the complete list of exclusions.

gg) Losses Excluded: Fire and Explosion

The policy does not cover losses resulting from fire or explosion, including fires resulting
from such things as broken gas lines, exposed wiring, or other factors directly resulting
from an earthquake. Any claims for losses resulting from fire must be made under the
policyholder’s residential fire insurance policy, not under the CEA policy.

If part of the home is damaged by a covered earthquake and part of the home is
damaged by a fire, a separate claim representative must be assigned to each claim.

Both claim representatives must, to the extent possible, coordinate their inspections; with
the goals of minimizing inconvenience to the policyholder due to multiple inspections
from different adjusters, and ensuring the two representatives see the same damage at the
same time to better determine the proper allocation of damage to the appropriate policy.

NOTE: Notify the CEA immediately, by e-mail to the CEA Claim Director, about any
CEA claim opened on a fire-damaged home, where the CEA claim has a claim reserve of
greater than zero (or whichever other minimum reserve amount the Participating Insurer

uses to open a CEA claim). The CEA may elect to arrange inspections on these claims to
review allocation of damages.

hh)Losses Excluded: Water Damage

The policy reads in part:
... we do not insure for any loss that is caused directly or indirectly by ...

2. Water damage, including but not limited to damage resulting from.
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a) Flood, precipitation (including but not limited to rain, snow, hail, or sleet),
or surface water, waves, tsunami, or tidal water, rupture of a dam, levee,
berm, or sea wall; overflow of a natural or man-made body of water, or
spray from any of these; or

b) Water below the surface of the ground, whether natural or not, including
water that exerts pressure on or seeps or leaks through a building,
sidewalk, driveway, foundation, or other structure.

This water damage exclusion, however, does not exclude loss that results from water
damage to covered property that is a result of any of the following directly resulting
from an earthquake that commences during the policy period as part of a seismic event
that commences during the policy period:

The release of water from water heaters, refrigerators, or water supply pipes within the
dwelling,

The displacement of water from an aquarium, drinking water container or dispenser, or
swimming pool, decorative pool, spa, or hot tub; or

The release of water from municipal or other water supply lines on or off the residence
premises or the release of water or sewage from sewers or drains on or off the
residence premises; or

Precipitation (including rain, snow, hail, or sleet) entering a building through an
opening in a roof or wall, if the opening is the direct result of damage from an
earthquake that commences during the policy period as part of a seismic event that
commences during the policy period.

Although the above exclusions are straight-forward, the claim representative should bear
in mind:
e damage resulting from certain specified earthquake-related water factors is covered
— review the policy language above;

e earthquake-related flooding is not covered (e.g., if an earthquake breaks an uphill
dam);

e damage caused by a tsunami is not covered; and
e the policy provides coverage for damage resulting from water entering the home
through an opening caused by an earthquake.

ii) Losses Excluded: Asbestos and Other Pollutants

The policy contains a detailed pollution and pollutants exclusion that applies to
groundwater, land, and personal property.

Because this exclusion applies to personal property, the policy does not cover asbestos
removal, including the cost of testing, if the loss is to items listed under Coverage C.
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There is not coverage for damage to any personal property contaminated by asbestos,
including furniture, furnishings, and clothing.

Asbestos removal (including the cost of testing), and other earthquake-caused pollution
damage to the dwelling, is covered when the expense is necessary to repair or replace
damaged items of real property covered under Coverages A or B.

ji) Losses Excluded: Non-Earthquake Earth Movement and Land Sliding

The policy does not cover any loss caused directly or indirectly by non-earthquake
related earth movement, including: Earth movement, settling of land, land sliding,
subsidence, mudflows, or earth sinking, rising or shifting . . .

There is an exception to this exclusion—the CEA policy does cover the loss if such earth
movement, settling of land, land sliding, subsidence, mudflow, or earth sinking, rising, or
shifting:

a. is induced by, and would not have occurred in the absence of, an earthquake
that commences during the policy period as part of a seismic event that
commences during the policy period; and

b. causes loss that manifests within one year after the earthquake that caused the
loss.

For example, if an earthquake is determined to have caused a landslide that occurred six
months after the earthquake, the damage caused to the dwelling resulting from the
landslide might be covered. However, if a landslide occurs or the resulting loss manifests
any time after the first anniversary of the earthquake, the damage is not covered under the
CEA policy.

2. BASIC EARTHQUAKE POLICY - COMMON INTEREST DEVELOPMENT —
CONDO POLICY

In California, a “common interest development” can be a community apartment project, a
condominium project, a planned development, or a stock cooperative, all defined in
California Civil Code sections 4100-4125. Since the term “common interest development”
is most typically applied to condominiums, for ease of reference the term “condominium”
will be used throughout the remainder of this Manual.

Following is a brief summary of the coverages, exclusions, and limitations provided by the
CEA condominium policy. This policy has many of the same provisions found in the CEA
Homeowners policy, with some unique features. Always review the specific policy in
force at the time of the claim to confirm the policy type, coverages, limits, deductible
amounts, and exclusions. This Manual is not a substitute for reading the policy. Claim
representatives must also review the condominium association master policy, and the
association governing documents, when evaluating a condominium loss.
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a) Policy Definitions

Most of the key definitions found in the Homeowners policy are also found in the
Condominium policy. However, some additional definitions are unique to this policy,
including: “association governing documents,” “association master policy,”
“association of owners,” “common interest development,” and “dwelling unit.” Claim
representatives should read and become familiar with these definitions.

b) Adjusting Condominium Claims — Coordination

Participating Insurers must identify the number of policies they have issued within a
given condominium complex. To the extent possible, claims from policyholders within
the same complex should be assigned to the same claim representative and supervised by
the same individual.

¢) Other Earthquake Coverage

If a loss to property that would otherwise be covered under Coverage A: BUILDING
PROPERTY is covered under an association master policy, refer to the “Other
Insurance” clause in the CEA policy:

8. Other Insurance.

a. Ifthere is other insurance, not including the association master policy, that covers
earthquake loss to the dwelling unit or other property covered under this policy, we
will pay our share of the covered loss or damage. Our share is the proportion that
the applicable limit of insurance under this policy bears to the combined limits of
insurance of all policies that cover the same property.

b. If'there is other insurance that does not cover the peril of earthquake but that
otherwise provides coverage for the same loss or damage for which you submit a
claim under this policy, we will pay only for the amount of covered loss or damage in
excess of the amount due from that other insurance, but we will not pay more than the
applicable limit of insurance.

Part b., above, means the associated earthquake coverage is primary.
d) Duties After a Loss

The insured’s duties after a loss are largely the same as those found in the Homeowners
policy. In addition, the condominium policyholder must:

If requested, provide the participating insurer with copies of all association governing
documents.
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e) Overview of the Declarations Page and Coverage Options

In contrast to the CEA Homeowners policies, the CEA Condominium policy provides
for three coverage groups that can be purchased together or separately, in any
combination:

Coverage A: BUILDING PROPERTY
Coverage C: PERSONAL PROPERTY together with Coverage D: LOSS OF USE
Coverage E: LOSS ASSESSMENT

Coverage A: Building Property can be purchased alone or in combination with other
coverages. If Coverage A is selected, the policyholder selects a limit of either $25,000,
$50,000, $75,000, or $100,000. Building Code Upgrade coverage of $10,000, as
additional insurance, is included with Coverage A.

e Coverage A offers deductible options of 5%, 10%, 15%, 20%, and 25%.

Coverage C: Personal Property, and Coverage D: Loss of Use, can be purchased
together or in combination with other coverages. Coverages C and D include coverage
with limits available in the following amounts:

e Coverage C: $5,000, $25,000, $50,000, $75,000 $100,000, $150,000, or $200,000;
e Coverage D: $1,500, $10,000, $15,000, $25,000, $50,000, $75,000, or $100,000;

The CEA Condominium policy has personal property deductible options of 5%, 10%,
15%, 20%, and 25%. Loss of Use does not have a deductible.

Coverage E: Loss Assessment can be purchased alone or in combination with other
coverages. The limits available are $25,000, $50,000, $75,000, or $100,000.

e The CEA Condominium policy has loss assessment deductible options of 5%,
10%, 15%, 20%, and 25%.

Because these coverages can be purchased separately, with different options for
coverage limits and deductibles, the claim representative must be vigilant in claim
handling. Always check the Declarations page to confirm the coverage, limits, and
deductible amounts.

f) Losses Excluded

Losses excluded are the same as those found in the — standard CEA Homeowners policy.

g) Deductibles

One difference between the CEA Condominium policy and CEA Homeowners policies is
how deductibles are handled. Unlike the Homeowners policies, in the Condominium
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policy, each of the policy coverages has its own separate deductible (except for Loss of
Use, which does not have a deductible). Only loss to property covered under a specific
coverage counts against the deductible for that coverage.

Remember: claim representatives must use the CEA Excel Deductible Calculator found
on the CEA Web site for all claims where covered damage has been estimated, whether
the claim is expected to exceed the deductible or not.

h) Building Property - Coverage A

Coverage A is optional in the Condominium policy, so it is important to carefully review
the Declarations page to determine whether the policyholder purchased Coverage A.

A single-family residence usually has one owner and stands separate from other
structures. In contrast, a condominium project is a collection of separate dwelling units
together with property owned jointly by many owners. Property owned jointly may
include the structure in which the individual units are located, common walkways, pools,
and other common property. Often, the association of owners has obtained a policy of
insurance, referred to as an “association master policy,” which may insure against the
perils of fire, earthquake, or both.

In order to determine whether the property is covered under Coverage A: Building
Property, claim representatives must review:

a) the association governing documents, to determine whether the insured has the
obligation to repair or maintain the property; and

b) the association master policy, to determine whether it covers the property for the
risk of earthquake.

There are two basic categories of property covered under Coverage A: Building Property.
The first category of property is covered regardless of the policyholder’s individual
maintenance obligations under the association governing documents:

We cover:

1. The following property:

a. Built-in appliances, fixtures, alterations, and improvements that are part of
the structure in which the dwelling unit is located and are contained within
the dwelling unit,

b. Wall-to-wall interior carpeting attached to the dwelling unit;

c. lItems of real property, other than chimneys, that pertain exclusively to the
dwelling unit.

The second category of property is only covered if the insured has an obligation to
maintain the property under the association governing documents:
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2. The following property, but only to the extent that you are obligated to repair or
maintain the property under the terms of the association governing documents:

a. Plumbing pipes and utility service structures and equipment that are
enclosed within the walls, ceiling, or floor of the dwelling unit, extending to
the exterior surface of the perimeter walls of the dwelling unit;

b. Equipment and utility service structures for electric, telephone, natural or
bottled gas, heating, oil, water, septic, and sanitary sewage systems that (1)
are located outside of the perimeter walls of the dwelling unit but within the
common interest development and (2) directly affect the habitability of the
dwelling unit,

c. Chimneys that are attached to or part of the dwelling unit, up to a sublimit
of $10,000, regardless of the number of chimneys covered.

i) Emergency Repairs — Coverage A

The cost of Emergency Repairs under Coverage A: Building Property will only be paid
if damage exceeds the Coverage A deductible. Emergency Repairs coverage provides
coverage up to a sublimit of $1,500 of the policy limit. (Do not confuse this with the
$1,500 that can be paid on a CEA Homeowners policy before the Coverage A: Dwelling
policy deductible is met.)

j) Debris Removal — Coverage A

Coverage A includes coverage for debris removal. The policy also allows for an
additional payment for debris removal of up to 5% of the Coverage A limit of insurance,
as additional insurance, in cases where the Coverage A losses exceed the Coverage A
limit):

Debris Removal. We will pay the reasonable expense you incur in removing from the
common interest development the debris of damaged property covered under
“COVERAGE A: BUILDING PROPERTY,” including but not limited to the reasonable
expense you incur for the transportation of such debris to landfills or disposal facilities
and disposal of the debris at those facilities, or the transportation of such debris to
suitable recycling facilities rather than landfills and disposal of the debris at those
facilities.

The limit of insurance for “COVERAGE A: BUILDING PROPERTY” will be reduced by
any amount we pay under this coverage, but in the event that your covered losses under
“COVERAGE A: BUILDING PROPERTY” exceed the combined limit of insurance for
“COVERAGE A: BUILDING PROPERTY” shown on the DECLARATIONS page of this
policy, we will provide, as additional insurance, up to 5% of that limit of insurance for
“COVERAGE A: BUILDING PROPERTY” for this debris removal coverage.

k) Loss Settlement — Coverage A
Loss settlement under Coverage A: Building Property of a CEA Condominium policy is

substantially similar to loss settlement under Coverages A and B of the CEA
Homeowners policies.
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Remember: due to the unique nature of both common and individual property ownership
found in common interest developments, the claim representative must determine:
o the extent of the insured’s insurable interest and responsibility to insure the
property; and
o whether the CEA policyholder’s loss is covered or collectible under an
association master policy (in which case, refer to the “Other Insurance”
provision of the CEA policy).

1) Personal Property — Coverage C

The adjusting process is substantially the same under the Homeowners, Renters, and
Condominium policies, except for the application of the deductible. Coverage C is an
optional coverage in the Condominium policy, so it is important to carefully review the
Declarations page to determine whether the policyholder has purchased Coverage C, and
if so, the coverage and deductible amounts.

Condominium owner policyholders may purchase optional coverage for breakable items
by adding a Coverage for Breakables (CEA 04A 01-2016) endorsement to the Personal
Property coverage. The endorsement provides coverage for the “Breakable items™ listed
in the policy, up to the Coverage C limit. Personal Property sub-limits stated in the
policy continue to apply. If purchased, the endorsement is listed on the Declarations

page.

m) Emergency Repairs — Coverage C

The cost of emergency measures undertaken to protect damaged personal property from
further damage is included as a Coverage C sublimit and are paid only if damage to
personal property exceeds the Coverage C deductible. The policy provides, in part:

Other Coverage—Coverage C

We provide the following other coverage:

Emergency Repairs. If covered damage occurs to property covered under “COVERAGE
C: PERSONAL PROPERTY,” we will pay the cost you incur for reasonable and
necessary emergency measures you take to protect against further damage to that
property.

1. This Emergency Repairs coverage provides coverage up to a sublimit of the lesser of
(i) 5% of the policy limit of insurance for “COVERAGE C: PERSONAL
PROPERTY” or (ii) $1,000. The applicable total limit of insurance for the
“COVERAGE C: PERSONAL PROPERTY” will be reduced by any amount we pay
for this coverage.

2. Your taking reasonable and necessary emergency measures to protect covered
property from further damage does not relieve you of your responsibilities outlined in
“Your Duties After Loss” (CONDITIONS, Item no. 3).
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n) Loss of Use — Coverage D

Coverage D: Loss of Use is an optional coverage in the Condominium policy. Always
review the Declarations page to determine whether the policyholder has purchased
Coverage D, and if so, the coverage amount. Loss of Use is calculated functionally the
same as under the Homeowners policies.

In order to collect Loss of Use or Loss of Rents under the Homeowners policies, the
dwelling must be unfit to live in. Under the Condominium policy, if the insured is forced
to vacate because of earthquake-related repairs to other units in the same development,
Loss of Use can be paid — even if the dwelling unit is undamaged or fit to live in.
Review the policy provision for the exact terms and conditions of Loss of Use coverage.

0) Loss Assessment — Coverage E

A loss assessment is a demand by an association of owners, requiring the dwelling unit
owner to pay for damage to commonly-owned property. A loss assessment may be
covered, but only to the extent that the assessment relates to the repair or replacement of
covered earthquake-damaged association property (covered under Coverage E). For
example, damage to swimming pools is included in the list of “Losses Not Covered”
under Coverage E, so if the association assesses a CEA policyholder for a share of the
damaged pool repair costs, the CEA policy does not pay for any part of that loss
assessment.

Because Coverage E: Loss Assessment is an optional coverage in the CEA Condominium
policy, it is important to carefully review the Declarations page to determine whether the
policyholder has purchased Coverage E, and if so, the coverage amount.

If the policyholder purchased Coverage E, the policy covers the insured’s share of an
assessment charged by the association against all property owners in the common interest
development, if all of the following three requirements are satisfied:

a. Requirement One: You have a legal obligation to pay the amounts assessed against
you by the association of owners, and the assessment is properly and legally made as
a result of a loss that is directly caused by an earthquake that commences during the
policy period as part of a seismic event that commences during the policy period;

b. Requirement Two: The assessment is not made as a result of a loss specified in
“Losses Not Covered—Coverage E”; and

c. Requirement Three: The assessment is made as a result of a loss that is to property
owned by one or any combination of the following three categories. (i) all members
of the association of owners collectively, (ii) the association of owners, or (iii) you.

An assessment against the insured must be fully investigated, since portions of the
assessment may not be covered. The claim representative must obtain sufficient
documentation and records to understand the basis for the assessment.
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Examples:
e There is no association master policy to cover earthquake damage, and

each condominium owner is assessed $10,000 to fix the roof of the complex.
If the CEA condominium loss assessment deductible is met, the assessments
for earthquake-damaged roof repairs could be a covered loss under the
insured’s CEA policy.

e Same facts as above, but the loss assessment for $10,000 is for landscaping
repairs. Even if the CEA condominium loss assessment deductible is met,
this assessment would not be covered under the insured’s CEA policy.

To determine the covered portion of a claim, reduce the loss assessment sought by
the association of owners by that portion of the loss assessment attributable to:
¢ any of the categories of property not covered under Coverage E: Loss
Assessment; or
e causes excluded in any of the CEA policy exclusions.

Also, Coverage E provides a sublimit of $10,000 for that portion of any loss
assessment relating to building code upgrades. Unlike the Coverage A losses for
building code upgrades, this is not additional insurance, but rather a sublimit of the
Coverage E limit of insurance.

Check the Declarations page for the applicable deductible for Coverage E: Loss
Assessment.

p) Reduction of Value - Property not Repaired or Replaced - Coverage E

In rare situations, the association of owners may elect not to repair or replace damaged
property, or they may be permanently prevented from repairing or replacing the property.
The resulting reduction in the fair market value of the insured’s ownership interest is
covered if both of the following requirements are satisfied:

i. As aresult of the unrepaired damage, the dwelling unit either is unfit to live in or
cannot legally be occupied,; and

ii. The reduction in the value of your ownership interest in the dwelling unit is not the
result of a loss to property specified in “Losses Not Covered—Coverage E.”

Calculation of the proper amount to be paid for this type of claim is specified in detail in
the policy language. Carefully review the policy language if this type of claim is
presented.

q) Building Code Upgrades — Coverage A and Coverage E

Under LOSSES EXCLUDED, the policy provides the following:
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8. Required compliance with any ordinance, law, or residential building code that
regulates the use, construction, repair, or demolition of a building or other structure,
except as specifically provided under this policy, under the following provisions:

a. “Other Coverages—Coverage A,” Item 3, “Building Code Upgrades, ” subject to
the applicable $10,000 limit of insurance, or

b. “Losses Covered—Coverage E,” Item 1, “Assessment By Association of
Owners,” subject to the applicable [Building Code Upgrade] $10,000 sublimit.

r) Ingress and Egress

The condominium policy specifies, under:

Property Not Covered—Coverage A

We do not cover:

11. Walkways, driveways, decks, and patios that are not necessary for and regularly used
for pedestrian ingress to and or egress from the dwelling unit.

And under Coverage E, Loss Assessment, it reads:

LOSSES NOT COVERED—COVERAGE E

We do not cover any losses under “COVERAGE E: LOSS ASSESSMENT” that arise out
of any of the following:

10. Loss or damage to walkways, driveways, decks, or patios, except that portion of those
walkways, driveways, decks, or patios that are necessary for and regularly used for
ingress to and or egress from the residential structure containing the dwelling unit by
pedestrian or non-ambulatory occupants of that residential structure.

The ingress and egress exceptions to Losses Not Covered under Coverages A and E both
apply only to ingress to and egress “‘from the dwelling unit’. Dwelling unit is defined as
“your individual unit.” Thus, payments under these exceptions are limited to damage to
ingress to and egress from the insured’s dwelling unit.

In cases of loss to ingress and egress that might potentially be covered under the CEA
Condominium policy, claim representatives must pay particular attention to the
possibility that such losses are covered under an association master policy or other
insurance, and apply the “Other Insurance” clause of the CEA policy.

3. BASIC EARTHQUAKE POLICY — RENTERS
The CEA Renters policy does not provide coverage for loss to dwellings or real property;
it provides only Coverage C: Personal Property and Coverage D: Loss of Use. The policy

limit options are:
e Coverage C: $5,000, $25,000, $50,000, $75,000, $100,000, $150,000, or $200,000
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e Coverage D: $1,500, $10,000, $15,000, $25,000, $50,000, $75,000, or $100,000

Renters may also purchase coverage for breakable items by adding a Coverage for
Breakables (CEA 04A 01-2016) endorsement. If purchased, this endorsement provides
coverage for the items listed under “Breakable items,” up to the Coverage C limit.
Personal Property sub-limits stated in the policy continue to apply. The endorsement is
listed on the Declarations page, when purchased.

a) Personal Property — Deductible — Renters Policy

The CEA Renters policy provides for the following deductibles:

e Personal Property (Coverage C) has deductible options of 5%, 10%, 15%, 20%, and
25%; and
e Loss of Use (Coverage D) has no deductible.

b) Loss of Use — Renters Policy

As with the other CEA policies, there is no deductible for Coverage D: Loss of Use. The
adjustment of a Loss of Use claim is the same as it is under the Homeowners policies.
The policy reads in part:

If the part of the rental unit that you occupy becomes unfit to live in and you are forced
to vacate the rental unit as a result of either (1) damage to the rental unit caused by an
earthquake that commences during the policy period as part of a seismic event that
commences during the policy period or (2) the process of repairing damage to the rental
unit caused by an earthquake that commences during the policy period as part of a
seismic event that commences during the policy period, then we cover the necessary
increase in living expenses you actually incur to maintain your normal standard of
living. We will pay Additional Living Expenses for the shortest time reasonably needed
(a) to repair or replace the parts of the rental unit you occupy that are unfit to live in, or
(b) for you to permanently relocate elsewhere if the owner of the rental unit does not
elect to repair or replace the rental unit.

If the insured sublets a portion of the rental unit to a subtenant, and loses rental income
due to earthquake damage, the insured may also collect actual rental income losses

under Coverage D.

¢) Policy Exclusions — Renters Policy

In a CEA Renters policy, items not covered, and exclusions are the same as those found
in the personal property coverage of CEA Homeowners policies.
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E. CLAIMS INVESTIGATION PROCEDURES

These investigation procedures are designed to provide basic claim-handling information.
They are intended to augment what an experienced property claim representative already
knows about properly handling property claims, and to highlight certain unique aspects of
CEA policies. The procedures have been developed to promote consistency among claim
representatives and fairness to policyholders in the handling of CEA claims. They will not
cover all situations.

1. A Companion Policy Must Be in Force

If no companion policy is in effect at the time of loss, the CEA policy is void, and no
payment can be made. At the outset of the investigation, always confirm the companion
policy is in force.

2. California Fair Claims Settlement Practices Regulations and Other Laws

All claim representatives handling claims in California must abide by the California Fair
Claims Settlement Practices Regulations, and other applicable codes or regulations.

Claim representatives must be familiar with the unfair claim-handling practices set forth
in California Insurance Code section 790.03(h), as well as the California Fair Claims
Settlement Practices found in the California Code of Regulation, Title 10, Chapter 5,
Subchapter 7.5.

Insurers and their representatives must not engage in any of the unfair claims handling
practices listed in these statutes.

3. Claim File Documentation

Participating Insurers are expected to handle CEA claims in a manner consistent with this
Manual, their company claim lines, and the California Fair Claims Settlement Practices
Regulations. Although specific requirements (for example, the number of photographs
required) will not be dictated by the CEA, all claim files must be clearly documented,
with sufficient detail in the file, to allow a person reading the file to understand how and
why all decisions were made on the claim.

The documentation to support claim decisions must be kept in the Participating Insurer
claim file. Files are subject to review and audit by the CEA.

4. Complete Investigation
In addition to documenting new earthquake damage in a home, it is important to take

pictures of rooms without damage, and to document in the claim file those undamaged
rooms. If the claim file reopens at a later date, thorough documentation can be used to
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help refute any allegations the claim representative missed finding some earthquake
damage or did not conduct a complete investigation.

All CEA claim files must include the CEA-EDA General Guidelines General Damage
Earthquake Inspection Checklist found in the CEA-EDA-01(Earthquake Damage
Assessment and Repair) document, available on the Web site at
http://www.ATCouncil.org. This checklist, in addition to the Building Occupant
Questionnaire is used by a claim representative during the initial inspection of the home.
Use of the CEA-EDA General Guidelines Inspection Checklist ensures consistent and
complete inspections by all the CEA participating insurance companies. The Inspection
Checklist and Occupant Questionnaire must be used by both company and independent
adjusters.

When a claim representative is investigating a claim and there is evidence of earthquake
damage in the attic or crawlspace, or the home has suffered structural earthquake
damage, the claim representative must inspect the home’s attic and crawlspace (if they
are safely accessible). In these cases, use the attic and/or crawlspace inspection checklists
contained within document CEA-EDA-01 of the CEA-EDA General Guidelines,
available at www.ATCouncil.org. The Inspection Checklists can also be requested from
the CEA Claim Director.

While most inspections will be done by a claim representative, CEA understands the
claim representative may have an engineer, contractor, etc., conduct an inspection of the
home. Include in the claim file the results of these inspections. Always use appropriate
personal safety measures during inspections.

S. Keep the Policyholder Informed

Good claim-handling practices, as well as applicable regulations, require that
policyholders be kept informed during the claim process. Keep the insured up to date
about the claim and the progress of the investigation as decisions and information
become available, and in every case, provide an update no less frequently than every 30
days. Estimates and expert reports should promptly be shared with the insured. Keep the
insured informed of key decisions made on the claim. When a report from an expert is
relied on to form an opinion regarding damage, provide a copy of the report to the
insured. Give the insured a copy of the claim representative’s scope and estimate as soon
as possible.

Claim representatives must be trained on the current law regarding the obligation of the
insurer to fully investigate earthquake damage discovered or reported after the initial
earthquake damage claim is submitted to, or closed by, the Participating Insurer. The
Participating Insurer must investigate reports of hidden or later-discovered damages
before invoking any policy provisions regarding the time limit for submitting claims.
Even if a new claim is received more than one year after the date of loss, the Participating
Insurer should open a new claim, and investigate the facts of the claim, before invoking
any policy provisions. All such investigations should be made subject to a written
reservation of rights.
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All claims must be concluded with a final closing letter, even if payment is being made.
This letter should: (1) explain in writing any previous decision not explained in writing,
and (2) quote the “Legal Action” condition of the policy.

6. Timely Adjusting - SBA and FEMA Requirements

Considering the policy deductible, policyholders generally do not receive payment for the
total amount of the damage they incur and are required to bear themselves some portion
of the financial costs of the earthquake. To help pay for the part of their claim that is not
covered by the insurance policy, they may look to the Small Business Administration
(SBA) for low-interest loans, or to the Federal Emergency Management Agency (FEMA)
for grants.

In order to receive SBA or FEMA assistance, the insured will need documentation from
the claim representative. Usually these agencies require a statement of loss or a denial
letter. Because the SBA and FEMA have strict submission deadlines, the claim
representative must provide the insureds the needed documentation as quickly as
possible. For this and many other reasons, it is important to handle all claims and final
paperwork in a timely manner.

More information about FEMA and the SBA can be found on their Web sites at:
http://www.fema.gov and http://www.sba.gov.

7. Proof of Loss

The policy provides that, if requested by the Participating Insurer, a Proof of Loss must
be provided by the policyholder, within 60 days. The CEA does not require a Proof of
Loss on every claim. However, the CEA has a right to obtain a Proof of Loss when it is
deemed necessary.

In cases where the insured and the Participating Insurer do not agree on the amount of
loss, it is valuable to obtain the insured’s input by requesting a Proof of Loss. This
decision should be made on a case-by-case basis.

8. Emergency Repairs
The policyholder is always responsible for taking the necessary steps to protect property
from further damage, as outlined in the “Your Duties After Loss” Condition found in
every CEA policy.
Because the different CEA policies pay for Emergency Repairs in different ways, always
read the policy language carefully. Below is a summary of how the various CEA policies

COVer emergency repairs.

Homeowners and Homeowners Choice — Emergency Repairs to Coverages A and B, and
Coverage C:
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a) The first $1,500 of Emergency Repairs is paid without a deductible;

b) Covered Emergency Repairs must not exceed the policy sublimit of 5% of the
applicable limit of insurance for the covered property (Coverages A & B or Coverage
C);

c) Emergency Repairs in excess of $1,500 — but only up to the 5% Emergency Repairs
sublimit — are subject to the deductible and used in its calculation. Use the CEA
Excel Deductible Calculator to help keep track of this sublimit.

Condominium — Emergency Repairs

a) Measures undertaken to protect Coverage A property: Covered up to $1,500, as
sublimit of Coverage A, if purchased,

b) Measures undertaken to protect Coverage C property: Covered for the lesser of 5% or
$1,000 sublimit of Coverage C, if purchased;

c) Subject to the applicable policy deductible.

Renters — Emergency Repairs

a) Covered for the lesser of 5% or $1,000 sublimit of Coverage C;
b) Subject to the policy deductible.

0. Scope of Loss and Estimates

In most cases, the claim representative must complete a sufficiently thorough
examination of the home to enable him or her to list all recent earthquake damage,
complete a diagram of areas to be repaired, and obtain needed measurements. The claim
representative must then complete an itemized scope of loss.

Claim representatives should create or obtain an accurate estimate of the cost to repair all
covered earthquake damage. Participating Insurers may use any software generally
accepted by the insurance industry in the preparation of building and structure repair
estimates. The file must contain the documentation necessary to support the estimate.
The measurement of areas, room sizes, and other dimensions on which quantities of
material and labor are based, must be shown in the estimate. A diagram should be
prepared and attached to the estimate. Document the damages with photographs, as
appropriate.

Claim representatives may need to reevaluate an estimate, if notified that the actual costs
of repairs differ from the costs listed on the original estimate. Any additional earthquake
damage found after repairs have begun must also be evaluated for coverage.

Engineers or experts should be used when appropriate. (See section E10, below.)

The insured should be given a copy of the scope and estimate as soon as possible. If the

policyholder wants to get his or her own estimate, make sure the policyholder
understands the importance of using the claim representative’s scope of covered damage.
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Use of Engineers or Experts

Where the causation is obvious and damage is non-structural, a claim representative can
assess the damage.

However, earthquake damage can manifest itself in a variety of forms, from minor
cracking of interior sheetrock, to major failure of the foundation system. An engineer
should be used when the damage appears to be structural in nature. The services of an
expert will assist in the analysis of the cause, extent of loss, and the proper way to repair
the damage. The claim representative must understand the distinctions between the
various expert fields, and how they can be best used during the claim investigation. One
source of earthquake engineering information is the CEA-EDA “General Guidelines for
the Assessment and Repair of Earthquake Damage in Residential Woodframe Buildings.”
www.ATCouncil.org.) Look for the CEA-EDA-01 document.

When to Retain an Engineer or Expert

Participating Insurers must determine the need for engineers or other experts as soon as
possible in the claim adjustment process. It is not necessary to request or obtain the
CEA’s approval to retain such experts.

Some of the conditions to consider when retaining an engineer to inspect a property:

1. building has collapsed or partially collapsed;

. building superstructure has shifted relative to or off its foundation;

3. building as a whole, or any story, any wall, any cripple wall, or column, is visibly out
of plumb;

4. shifting or movement of interior walls and partitions relative to the floor;

5. apattern of broken windows, or a pattern of sticking or inoperable hinged doors;

6. for hillside structures, at the downhill edge: damage to vertical supports; posts visibly
out of plumb; broken, slack, or buckled diagonal bracing; or damage to connection
between foundation and superstructure;

7. visible distortion of the roofline or significant fresh damage to attic framing;

8. damage to the structure in the vicinity of the chimney;

9. a pattern of splitting of framing members (sill plate, hold down locations, floor joists,
etc.); and

10. evidence of fresh settlement of floors.

b) What Kind of Engineer to Select

Generally, a claim representative should start with a structural specialist (a civil engineer
specializing in structural engineering, or a structural engineer). A structural specialist can
evaluate all components of a building, including the foundation, for structural damage.
Consult the structural specialist regarding the need for a soils specialist or other technical
consultants.
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For purposes of claim adjusting, the primary technical issues for the engineer to address
are:

1. identification of all structurally significant earthquake damage, especially those
damage patterns that might not be obvious to owners and adjusters;

2. causation (i.e. distinguishing between damage caused by the earthquake and
conditions/damage attributable to other causes);

3. the scope of work necessary to repair the damage caused by the earthquake in
accordance with the terms of the policy; and

4. any building code upgrades that may be required as a part of the repair of the
earthquake damages.

¢) Locating Qualified Engineers

Ideally, Participating Insurers should maintain a list of pre-qualified engineers who can
be called upon in the immediate aftermath of an earthquake. When that is not the case,
one source of contact information for potentially qualified engineers is the regional
Structural Engineers Association of California (see www.seaoc.org for links to regional
association), or the local chapter of the American Society of Civil Engineers (see
https://www.asce.org/regions_sections_branches/ for links to local chapters).

Prior to retaining an engineer, check credentials by obtaining a copy of the engineer’s
résumé or statement of qualifications, including information on the engineer’s education,
work experience, technical expertise, and professional registration or engineering license
number.

The status of an engineer licensed in California can be verified at the California
Department of Consumer Affairs Web site: www.dca.ca.gov. Look for the link titled:
“License Search for Professional Engineers...”

d) Written Contract Specifying the Scope of Services

If the engineer’s credentials are acceptable, the next step is to execute a written contract
with the engineer. California Business and Professions Code section 6749 requires, with
some exceptions, engineers to provide their clients with a written contract specifying, at
a minimum:

1. adescription of the services to be provided to the client by the professional
engineer;

2. adescription of any basis of compensation applicable to the contract, and the
method of payment agreed to by the parties;

3. the name, address, and license or certificate number of the professional engineer,
and the name and address of the client;

4.  adescription of the procedure the professional engineer and the client will use to
accommodate additional services; and

5. adescription of the procedure to be used by any party to terminate the contract.
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Following a major earthquake, qualified engineers in an area may be overwhelmed or in
short supply. Before authorizing any engineering work, request, and agree to, the
delivery time for any written reports to be generated by the engineer.

Payment of Expert Fees

Always request and agree to a budget before authorizing the work.

Expert fees necessary to investigate a claim or determine the cause of loss are paid for
by Participating Insurers. The Participating Insurers receive a loss-adjusting fee on all
paid claims, which when averaged out over all claims handled, is designed to reimburse
the Participating Insurer for these and other fees and expenses.

Expenses that are part of the repair process (i.e. permits, architectural, etc.) are part of
the indemnity payment made under the policy coverage limits, after the deductible and
any other policy provisions are met.

Destructive and Other Tests to Determine Extent or Cause of Loss

In some situations, the insured may be solely responsible for the cost of performing
certain tests. The CEA policy provides:

At our option, we may select and retain adjusters, consultants, contractors, engineers, or
other experts to inspect your property or to perform tests, including destructive tests, to
determine the extent or cause of loss with respect to any claim you make under this
policy. We will bear the cost of performing any tests (including the cost of repair of
damage necessitated by any destructive tests) that we elect to perform to determine the
extent or cause of loss.

If, however, it is the opinion of the CEA that your property (or some particular part of
your property) has not sustained covered earthquake damage over the deductible
amount of this policy, and despite our opinion you request additional testing of your
property or that part of your property, then if additional testing is performed, you are
solely responsible for the costs of performing the additional testing and of repairing the
damage to your property that was caused by any additional destructive testing, unless the
additional testing establishes the existence of covered earthquake damage that, either
alone or combined with other covered earthquake damage, exceeds the deductible
amount of this policy.

In this situation, complete a “testing agreement,” a copy of which is included in this
Manual as Attachment 4.

Cracks in Concrete Surfaces, Such as Garage Floors and Foundations
Most concrete work, especially house and garage floor slabs, develop small cracks over

time. This is considered normal, and generally does not impair the structural function of
the concrete. The cost to repair old cracks in the concrete that existed prior to the
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earthquake is not covered; new damage to covered concrete surfaces due to the
earthquake, which might include expansions of old cracks, is covered.

The claim representative, with the advice of an appropriate expert, must determine
whether concrete needs to be replaced, or whether it can be repaired with injected epoxy
or other methods. In cases where the cracks do not cause structural impairment, strong
consideration should be given to a repair with properly injected epoxy. This will be
decided on a case-by-case basis. The CEA policy generally allows for repair or
replacement, whichever is most appropriate.

In claims where exacerbation of cracks is being claimed, one approach to valuing the
damage is to establish what it would have cost to repair the crack before the earthquake
and then value the cost to repair the crack after the earthquake. The difference in those
two numbers is the value of the damage exacerbated by the earthquake.

Reasonably Uniform Appearance of Repairs

The California Fair Claim Settlement Practices Regulations, section 2695.9(a) (2), reads
in part: “When a loss requires replacement of items and the replaced items do not match
in quality, color or size, the insurer shall replace all items in the damaged area so as to
conform to a reasonably uniform appearance.”

Carpet and floor coverings: When dealing with replacement of carpet and other floor
coverings, good judgment must prevail. If a match cannot be found, doorways with doors
that close (swinging or pocket) can be used as the dividing line between rooms where
there is replacement of floor covering damaged by the loss, and adjoining rooms where
the floor covering was not damaged and need not be replaced. (This concept does not
apply to closets with doors. For purposes of floor covering replacement, closets are
considered part of the room.)

Roofs: The regulations do not require an exact color match, but rather, that all items in
the damaged area “conform to a reasonably uniform appearance.” The claim
representative must use reasonable judgment to determine how much of the damaged area
needs to be repaired or replaced to comply with the “reasonably uniform appearance”
standard.

It is generally not necessary to replace the whole slope, unless materials of the same size
and quality cannot be found, or the condition of the roof makes a repair impossible. New
materials of like kind and quality generally fade to match the existing materials.

When a claim representative recommends a repair rather than a replacement, the CEA
requires the representative to explain the “reasonably uniform appearance” concept to the
insured and advise how the claim representative determined the area to be repaired.
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Costs to Rebuild or Repair — Prices of Building Materials

The CEA is committed to providing fair and reasonable local cost reimbursements for
covered earthquake damage. Claim representatives may use automated damage
estimating programs or qualified contractors to estimate the dollar value of damage. The
CEA does not provide cost of labor and or cost of materials information after an
earthquake. Determining appropriate labor and materials costs is part of the
Participating Insurers’ loss adjustment duties. Participating Insurers should ensure their
estimating programs are updated with appropriate local post-disaster labor and material
costs.

California law regulates price increases for goods and services after a state of emergency
has been declared. Section 396 of the California Penal Code is intended to prevent post-
disaster “price gouging,” and provides that persons selling specified goods and services at
a price more than 10% above the price charged prior to an emergency are guilty of a
misdemeanor and are subject to criminal prosecution.

Overhead and Profit

It is appropriate to allow for overhead and profit (O&P) in cases where the repair
involves multiple trades requiring the use of a general contractor to oversee the job. It is
not appropriate to allow for O&P when dealing with individual trades, and individual
tradesmen are doing the work. On a one-trade repair, do not allow for O&P, even if a
general contractor is doing the work.

If it is appropriate to allow for O&P in an estimate, add the overhead percentage and the
profit percent together, then apply the total percentage to the estimate. Do not apply the
percentages individually, since this approach results in a higher cumulative O&P amount.
The CEA allows O&P amounts that follow the customary practice of contractors in a
given area. Any exceptions to these O&P guidelines must be documented in the claim
file.

Double Coverage

To help resolve issues of overlapping insurance or coexistent insurance coverage, follow
the Other Insurance provisions in the CEA policy. Further help can be found in Fire,
Casualty, and Surety (FC&S) Bulletins — coverage information, provided by the National
Underwriter Company.

Suspected Fraudulent Claims
Often discrepancies in claims handling can be resolved by open communication with the
insured. It is important that claim representatives always keep an open mind and treat the

policyholder with respect.

Refer suspected fraudulent claims to the Participating Insurer’s Special Investigation Unit
(SIU). Request a Proof of Loss, as stated in the policy conditions. Claim representatives
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must be trained to recognize insurance fraud. Document in the claim file evidence of
teamwork between SIU and the claims handler in resolving the issues in question.

Unless the true amount of covered loss and damage has been determined before the
referral to SIU, determination of the actual covered loss and damage, if any, should be
continued by the claim representative during the SIU investigation. A general reservation
of rights letter should be sent to the insured indicating investigation is not a commitment
to payment.

18.  When to Name a Mortgagee as a Joint Payee on a Claims Settlement Check

It is important to protect both the interest of the policyholder and any mortgagee or lender
that may have a legal right of recovery to an earthquake claim payment. In some cases, it
is not appropriate to name the mortgagee on a CEA earthquake policy claim payment,
because the mortgagee may not have the legal right to share control of CEA insurance
policy proceeds. Therefore, the relevant loan documents must be examined to determine
whether the lender has any right to recovery of earthquake insurance proceeds.

It is the claim representative’s responsibility to determine whether a mortgagee must be
named on a claim payment check. This is accomplished by reviewing the applicable
mortgage documents to determine if the mortgagee required earthquake insurance as an
express condition for making the loan, or if the loan documents contain wording
requiring that the mortgagee be named on proceeds from an earthquake claim. In these
cases, the claim representative must name the mortgagee as an additional payee on the
claim indemnity payment. The claim file must be documented to support the decision
made by the claim representative.

Under longstanding informal guidelines, when the total indemnity payment will be
$10,000 or less, the payment may be made to the policyholder(s) only, subject to any
specific requirements found in the mortgage documents.

The lender is not entitled to any control over payments for Personal Property or Loss of Use.
19. Subrogation

Compared to most other perils, there is less likelihood of third-party liability for
earthquake damages suffered by an insured, but the claim representative should still be
aware of subrogation potential. For example, defects in construction can cause additional
damage during an earthquake, or the earthquake damage may be increased by recent
work in the surrounding area by a public entity or contractor. It is the claim
representative’s responsibility to thoroughly investigate any subrogation potential.

The Participating Insurer is responsible for the subrogation process.

If the claim representative discovers the loss may have occurred as a result of a third
party’s negligence, proper documentation must be gathered so a successful subrogation
claim can be pursued. Proper investigation of a claim with subrogation potential should
include at least the following:
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a) take a recorded statement of persons likely to have information about the contributing
cause of damage, if possible;

b) obtain and preserve any evidence;

c) notify the insured of the intention to pursue subrogation rights, and of the
“Subrogation” provision of the CEA policy, requiring an assignment of rights and
cooperation in the pursuit of subrogation;

d) take photographs of the damage and other items material to the case; and

e) notify the responsible party and their insurance carrier as soon as it appears a
subrogation claim might be presented.

Salvage

As in any other claim, consideration should be given as to whether any damaged items
have salvage value. In earthquake claims, certain construction materials that may be
damaged or replaced could have significant salvage value, for example, damaged copper
pipes or salvageable used bricks. The policyholder should be made whole, including the
deductible, before any salvage is taken. If there are salvageable items, follow the
Participating Insurer’s company procedures for dealing with salvage in the claim
handling process.

Loss Settlement Disputes

Generally, loss settlement disputes involve questions concerning scope of damage, the
proper repair method, and the actual cost of the repairs. Keep an open mind, and solicit
input from the insured’s contractor or representative, to resolve discrepancies in scope,
repair method, and pricing. Face-to-face meetings can be helpful.

Disputes can often be efficiently resolved though the California Earthquake Claims
Mediation Program with the California Department of Insurance (CDI) at (800) 927-
4357. The CEA supports using the CDI mediation program to resolve issues of scope of
loss, mandated building code upgrades, pre-existing damage, additional living expense,
asbestos abatement, earthquake vs. aftershocks, hidden damages, and personal property
valuation issues. (CDI form 526, EQMED 12/99)

Another dispute resolution option is the appraisal provision in the policy. If CDI
mediation does not resolve the dispute, the appraisal process is still available. Please note
that in the event of a government-declared disaster, appraisal may be requested, but may
not be compelled. (Insurance Code Section 2071)

Coverage Disputes

Unlike loss settlement disputes, coverage disputes concerning the interpretations of
policy coverage or policy language cannot be handled through the CDI mediation
program, nor resolved in appraisal. When investigating a claim where coverage is an
issue, consider a reservation-of-rights letter. Procedures to resolve policy and coverage
interpretations are explained in section A10.
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23. Denying Damages Not Covered, and Claims Under the Deductible

There are three main types of denial letters that might need to be sent to a policyholder.

a) Claims under the deductible:

If an insured makes a claim and a Participating Insurer makes no payment because the
damage is below the deductible, the Participating Insurer must inform the policyholder in
writing that the claim is being denied. Section 2695.7(b) (1) of title 10 of the California
Code of Regulations requires, “when an Insurer denies or rejects a first party claim, in
whole or in part, it shall do so in writing...” Attachment 6 is a sample under-deductible
denial letter. The CEA does not need to approve these letters before they are sent.

b) Claims where the damages are not covered by the earthquake policy in force

If an insured makes a claim and a Participating Insurer makes no payment because the
damage is not covered by the policy in force, the Participating Insurer must inform the
policyholder in writing that the claim is being denied, and the letter must quote the
policy provisions on which the decision is based. The CEA has provided a sample
letter for this situation - found in Attachment 8.

¢) Claims with a combination of both above situations

If an insured makes a claim and a portion of it is subject to denial, but other parts are
paid, the Participating Insurers must inform the policyholder in writing regarding the
specifics of what is being paid, what is not being paid, and why. The CEA does not need
to approve these letters before they are sent.

Regarding homeowner claims, a denial letter must:

e Deny payment for damage for Coverage A and Coverage B if it is under the
deductible.

e Deny any claim made under Coverage C: (a) under a standard Homeowners policy,
on the ground that damage to property covered under Coverage A and Coverage B is
insufficient to meet the policy deductible, or (b) under a Homeowners Choice policy,
on the ground that the damage to property covered under Coverage C is insufficient to
meet the policy deductible.

Denial letters under all policies should:

e inform the insured of his or her right to obtain further inspections and to obtain new
estimates, if necessary;

e explain to the insured that Loss of Use coverage has no deductible, and the insured
may apply for Loss of Use payments later if a covered loss makes the dwelling unfit
to live in and it needs to be vacated during repairs (this is true even if the Coverage A
and B damages are under the deductible);

e invite the insured to submit any documents showing the loss exceeds the deductible;
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e advise the insured of the one-year (two years if loss is related to a state of emergency,
as defined in subdivision (b) of section 8558 of the California Government Code)
requirement to bring legal action, and quote the language from the policy; and

e include the required wording regarding how to contact the California Department of
Insurance.

Always include with the denial letter any expert’s reports used to make the decision.

All denial letters should be completed as soon as practical, since policyholders may need
these letters to apply for FEMA or SBA assistance.

Usage of the Name “California Earthquake Authority” in Letters

It is important to properly use the name “California Earthquake Authority” or the
acronym “CEA” in claims correspondence when adjusting a claim for the CEA.
(Guidance regarding the approval process to use the CEA mark (logo) are found in the
CEA Communications Circular COMMS #2013-01.)

Whenever the words “California Earthquake Authority” are used, they must be in title
case (first letter of each word capitalized), or in all capital letters. Do not use these words
in all lower case. The acronym “CEA” is always used in upper case, with no periods.

Letterhead: Use the Participating Insurer company letterhead or name, and include the
phrase, “A Participating Insurer of the California Earthquake Authority.”

The salutation: It is best to personalize claims correspondence whenever possible. It is
generally not appropriate to use the words “California Earthquake Authority” or “CEA”
in the salutation. If the name of the policyholder is unknown, simply use “Dear CEA
Policyholder.”

The body of a letter: It is acceptable to use the name “California Earthquake Authority”
or the abbreviation “CEA” when referring to the CEA as an entity, or to CEA policy
language.

For example:

“Please refer to your BASIC EARTHQUAKE POLICY — HOMEOWNERS, issued by
the California Earthquake Authority, where it reads in part ...”; or

“The XXX insurance company, a Participating Insurer of the California Earthquake
Authority (CEA), wishes to inform you ...”.

Signature block: Use the PI company’s normal signature block, and while not required,
consider adding “A Participating Insurer of the California Earthquake Authority.”
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For example: Sincerely,

John Q. Adams

Senior Claim Representative

XXX Insurance Company,

A Participating Insurer of the California Earthquake Authority

The return address in a letter: It is acceptable to use “A Participating Insurer of the
California Earthquake Authority” as part of the return address shown in a letter.

Claims settlement checks: If the payment check includes a field to name the company
on whose behalf the payment is being issued, use “California Earthquake Authority.”

CEA return address: Do not use the CEA’s office address or phone number in any
correspondence. Do not use the CEA name or address as the return address on an
outgoing or return envelope. In other words, the return address should never be shown
as: “California Earthquake Authority, [Participating Insurer’s Address].”

Claim Payment Ratio

If there is a very large earthquake or a series of earthquakes, such that the CEA’s claims
paying ability might be exceeded, there is a provision in the CEA policy that provides for
the payment of claims on a pro-rata basis. In that case, the CEA would declare a “claim
payment ratio,” and the claim representative would first determine the total amount
payable on a claim, and then pay the insured a percentage of that total based on the
CEA’s declared claim payment ratio.

If a ratio other than 100% is to be used, the percentage will be communicated to the
Participating Insurers as soon as possible and will apply to all loss settlements from the
date of notification onward. If a payment has already been made on a claim at 100%, any
future payments on that claim must be rebalanced, so the total of all payments is made at
the declared prorata percentage allowable. Do not ask for money back, but do make
adjustments to rebalance total payments on a claim.

Media Inquiries

Although the CEA has clear policies and procedures in place to support payment of valid
claims, neither CEA nor its Participating Insurers can offer public comment on any
details of a specific claim.

Discuss a claim only with the CEA policyholder.

This is good practice, not only because out of respect for, and a desire to protect, our
policyholders’ privacy, but also because California’s insurance-privacy laws prohibit
insurance providers from publicly discussing details about policyholders or their claims.
Refer all media inquiries to the Participating Insurer’s company media spokesperson,
team leader, or to the CEA at (916) 325-3800.
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Attachment 1. Coverage Chart — Homeowners vs. Homeowners Choice

Other Structures

Limit for Coverages A & B.

HOMEOWNERS HOMEOWNERS CHOICE
Includes Mfg. homes and Mobilehomes | Includes Mfg. homes and Mobilehomes
COVERAGE A
Dwelling Companion policy limit Companion policy limit
Deductible 5%, 10%, 15%, 20%, or 25% of A & B | 5%, 10%, 15%, 20%, or 25% of A & B
Combined Single Limit Combined Single Limit
COVERAGE B Limited coverage included in CSL Limited coverage included in CSL

Limit for Coverages A & B.

Coverage C: Personal
Property coverage
amounts selected by
Insured

Included coverage. Available limits:
$5,000

$25,000

$50,000

$75,000

$100,000

$150,000

$200,000

Optional coverage that insured can buy
or decline. Available limits:

$5,000

$25,000

$50,000

$75,000

$100,000

$150,000

$200,000

Deductible

Deductible on Coverage A must be met
before C can be paid.

Separate 5%, 10%, 15%, 20%, or 25%
deductible for Coverage C that is
waived if Coverage A deductible is
met. Coverage C deductible percentage
must be less than or equal to the
Coverage A deductible percentage.

Coverage D: Loss of
Use—Coverage

Included coverage. Available limits:
$1,500

Optional coverage that insured can buy
or decline. Available limits:

Amounts selected by $10,000 $1,500
Insured $15,000 $10,000
(No deductible) $25,000 $15,000

$50,000 $25,000

$75,000 $50,000

$100,000 $75,000

$100,000

OTHER COVERAGES Included Included

Debris Removal

5% of A & B CSL as additional
insurance on total losses

5% of A & B CSL as additional
insurance on total losses

Emergency
Repairs

No deductible on first $1,500;
balance subject to 5% policy sublimit
and included in deductible calculation.

No deductible on first $1,500;
balance subject to 5% policy sublimit
and included in deductible calculation.

Land Stabilization

$10,000 Sublimit of A & B CSL

$10,000 Sublimit of A & B CSL

Building Code Upgrade

This is additional insurance of
$10,000, $20,000, or $30,000.

This is additional insurance of
$10,000, $20,000, or $30,000.
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Attachment 2. Coverage Chart — Common Interest Development, Renters

COMMON INTEREST
DEVELOPMENT (Condo)

RENTERS

COVERAGE A Optional coverage in Condo policy No coverage
Building Property Available limits: No coverage
(Dwelling) $25,000, $50,000, $75,000. or $100,000
for Building Items (Dwelling Unit)
Policy Deductibles 5%, 10%, 15%, 20%, or 25% 5%, 10%, 15%, 20%, or 25%

Emergency Repairs

Coverage A: sublimit of $1,500
Coverage C: Sublimit of the lesser of 5%
or $1,000

Coverage C: Sublimit of the lesser of
5% or $1,000

COVERAGE B
Other Structures

No coverage

No coverage

COVERAGE C
Personal Property

Optional coverage in Condo policy, with
a 5%, 10%, 15%, 20%, or 25%
deductible.

Always included in Renters policy,
with a 5%, 10%, 15%, 20%, or 25%
deductible.

Personal Property
coverage amounts are
selected by Insured

Available limits:
$5,000

$25,000
$50,000
$75,000
$100,000
$150,000
$200,000

Available limits:
$5,000

$25,000
$50,000
$75,000
$100,000
$150,000
$200,000

COVERAGE D

Optional coverage in Condo policy.

Always included in Renters policy.

Loss of Use—Coverage

Available limits:

Available limits:

Amounts selected by $1,500 $1,500

Insured $10,000 $10,000

(No deductible) $15,000 $15,000
$25,000 $25,000
$50,000 $50,000
$75,000 $75,000
$100,000 $100,000

COVERAGE E Optional coverage in Condo policy No coverage

Loss Assessments

Available limits: $25,000, $50,000,
$75,000, or $100,000.

No coverage

OTHER COVERAGES

Debris Removal

Additional insurance:

Coverage A: 5% of A, if A is purchased;
Coverage C: Lesser of 5% of C

or $1,000 if C is purchased.

Additional insurance:
Coverage C: Lesser of 5% of C or
$1,000.

Emergency
Repairs

Coverage A: $1,500 as sublimit of
Coverage A,;

Coverage C: Lesser of 5% or $1,000
sublimit of Coverage C, if Coverage C is
purchased.

Coverage C: Lesser of 5% or $1,000
sublimit of Coverage C.

Land Stabilization

No coverage

No coverage

Building Code Upgrade

Additional insurance, $10,000 (if
Coverage A is purchased)

No coverage
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Attachment 3. Example of CEA Coverage Review Form

Your Name: Jane Claims Manager

XXX Insurance Company

Contact phone number:

123-456-7890

Your claim representatives Name: Date of Loss: Coverage Coverage
John Q. Adjuster 9/03/16 Limit: Deductibles:
Policy #: Policy Period: A A

15%
123-456-789 02/07/16 — 02/07/17 200,000 30,000
Insured: C C
David and Liz Insured 5000 N/A
Property Address: D
123 Main Street 1500 N/A
City, St, Zip Code:
Any town, CA 12345 10,000

Coverages Reserves and Paid Reserves $ Paid to Date

A-Dwelling

10,000 0
C-Contents

0 0
D-Loss of Use

0 0
Code Upgrade

0 0
Land Stabilization

0 0
Loss Assessment

0 0

0 0

1234 if you have any questions.

Description of loss: The Insured’s home was damaged by an earthquake on 9/03/2016. The house is of two-story woodframe construction with a
perimeter concrete foundation. There is also a guesthouse (one story) of similar construction that includes a bedroom, bath, kitchen, and a two-car
garage. The two structures are built end-to-end, north to south, with a breezeway connecting the north-end of the house and the south end of the
guesthouse. The breezeway shares a roofline with the guesthouse. The roof is connected to the north-end wall of the house. A wall on the west
side of the breezeway connects to both the house and guesthouse, enclosing the west side of the breezeway. The breezeway is of woodframe
construction on its own perimeter foundation. The foundation abuts the foundations of the house on the south side and the guesthouse on the north.

Coverage question: Is the guesthouse a dwelling as defined by the policy and if so, can it be considered under COVERAGE A: ‘DWELLING’?
The guesthouse is a residential structure of not more than four units and is at the location described in the DECLARATIONS. The
DECLARATIONS page makes no mention of, or distinction between, the two structures.

Our research: Webster’s defines “contiguous” as “1. in physical contact; touching along all or most of one side. 2. near, next, adjacent”. By this
definition the breezeway’s foundation is contiguous with both of the other structures’ foundations. However, the breezeway must be considered part
of the guesthouse in any case because of the roofline they share. It would appear that the guesthouse meets the definition of a dwelling on all
criteria except the roofline. The definition only requires one criterion to be met.

Our recommendation: As such, the guesthouse would appear to fall under “COVERAGE A: ‘DWELLING’ since it requires that the building be
defined as a dwelling and be identified on the DECLARATIONS page. The page gives only the address and doesn’t identify or exclude any
specific structures. Based upon the above points it is our recommendation that coverage be extended to the guesthouse. For your reference we have
attached diagrams and photos as well as a copy of the Earthquake Declarations Page. Please contact Team Leader John Q. Manager at (800) 555-

Submitted by: Jane Q. Manager

Date: 10/03/16
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Coverage Review Form - California Earthquake Authority

Your Name:

Insurance Company:

Contact phone number:

Your claim representatives Name: Date of Loss: Coverage Coverage
Limit: Deductibles:
Policy #: Policy Period: A A
Insured: C C
Property Address: D
City, St, Zip Code:
Coverages Reserves and Paid Reserves $ Paid to Date
A-Dwelling
C-Contents

D-Loss of Use

Code Upgrade

Land Stabilization

Loss Assessment

Our research:

Description of loss:

Coverage question:

Our recommendation:

Submitted by:

Date: MM/DD/YYYY
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Attachment 4. Testing Authorization Agreement

Testing Authorization Agreement

Claim Number: Date of Loss:
Name: Date of Agreement:
(Policyholder)
Address:
City: State:  Zip:
I [we], [Name(s) of policyholder(s)] , acknowledge and agree to the following:
1. [Name of Participating Insurer] (“the Insurer”), a Participating Insurer of the

California Earthquake Authority (“the CEA”), and I [we] disagree (i) as to whether my [our] home
has sustained covered earthquake damage over the deductible amount of my [our] insurance policy
issued by the CEA, and (ii) as to the need for further testing to determine the extent or cause of
damage to my [our] home. The Insurer contends that additional testing will not establish the
existence of covered earthquake damage over the amount of the deductible, and I [we] believe that
additional testing will establish that my [our] home sustained covered earthquake damage over the
amount of the deductible.

The Insurer has advised me [us] that, pursuant to the terms of my [our] insurance policy, the Insurer
will not authorize any additional testing as part of the claims adjusting process unless I [we] agree
that, in the event additional testing is performed and that testing fails to establish the existence of
covered earthquake damage over the amount of the deductible of the insurance policy issued by the
CEA, I [we] will pay for the cost of conducting that testing, including the cost of repairing any
damage to my [our] property caused by any destructive testing that is conducted.

I [we] therefore request the Insurer to authorize the following testing:

[DESCRIPTION OF TESTING REQUESTED BY POLICYHOLDER]

I [we] agree that, in the event the testing described above fails to establish the existence of earthquake
damage that is covered under my [our] CEA policy and that it is over the deductible amount of that
policy, I [we] will pay for all costs associated with conducting that testing, including, but not limited
to, the cost of repairing any damage to my [our] property caused by any destructive testing. 1 [we]
understand that, in the event the testing described above establishes that my [our] property has
sustained covered earthquake damage over the amount of the deductible of the CEA policy, I [we]
will not be required to pay for any of the costs of that testing.

Policyholder(s): Date:
(Signature of policyholder)
Claim Representative Date:

CEA Participating Insurer:
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Attachment 5. Advanced Payment Agreement

Advanced Payment Agreement

Name
Address
City, State
Re: Claim No.:
Policy No.:
Policyholder(s):
Address of Insured Property:
Date of Damage:
Dear ,

There is a question as to whether there is coverage under the policy for the damages, which have
occurred. We are investigating the claim. We are under no legal obligation to make any payments until
the coverage investigation is complete.

However, to prevent any undue hardship which this loss may cause, we advance the sum of
$ under the following terms and conditions:

1) This advance shall not be considered as any admission that payment is due under any portion
of the policy;

2) If we determine that payment is not required under the terms and conditions of the policy,
you will repay the advance;

3) In making this advance, we reserve all rights and do not waive any terms, conditions or
requirements under the policy, nor any rights we have; and

4) Other than as agreed in this letter, you reserve your rights as well.

You will cooperate in the coverage investigation and comply with the policy conditions regarding the
presentation of any claim. We may need a Proof of Loss or an examination under oath.

If we determine that your claim is payable, we will apply the advance against any benefit due under the
policy. If you have any questions, please let us know.

Sincerely,

XXX XXXXXXXX
I have read this letter, and agree to its terms:

[Insured]
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Attachment 6. CEA Under-Deductible Letter

Sample Wording for Under Deductible Denial Letter on a Homeowners Policy
Dear XXXXXX,
Thank you for your courtesy and cooperation during the investigation of your claim [or other opening greeting].

As we discussed, your California Earthquake Authority policy provides coverage for earthquake damage, subject to
a deductible of $ . Our investigation and estimate of damage have determined that the cost to repair any
covered damage to your [dwelling, extensions to dwelling— as appropriate] is less than your deductible. For this
reason, we will be unable to make any payment under the terms and conditions of your policy, and your claim is
therefore denied. [Optional when there is a personal property loss also: Please note that no payment can be made
for loss to any personal property until the deductible for the dwelling or extensions to dwelling is met.]

The attached estimate represents our evaluation of your covered damages. If you believe we have missed any
damage, please let us know. Also, you may wish to obtain your own estimate of the cost of repairs. If you obtain
your own repair estimate (or if you have already obtained one), and the amount is above your policy deductible,
please contact us immediately and send us a detailed estimate.

While the covered damage to your property did not exceed the deductible, expenses incurred for Loss of Use while
the home is uninhabitable could be considered for payment under Coverage D — Loss of Use. This coverage is
subject to the applicable limit of insurance. Please let us know if your home becomes uninhabitable during the
repair process and you incur Loss of Use expenses.

If you incurred any additional expenses due to emergency repairs, please submit your receipts to us for
consideration.

California law requires us to notify you of a time limit that applies to your claim. The time limit pertains to
Condition 10, which is found on page __ of your policy. This condition is required by law and is contained in all
residential property insurance policies issued in the State of California. The condition states the following:

CONDITIONS

10. Legal Action. No action can be brought under this policy by any person unless the policy provisions have
been fully complied with and the action is started within one year after the date of inception of the loss. If,
however, your loss is related to a state of emergency, as defined in subdivision (b) of section 8558 of the
California Government Code, and the residence premises is located in an area for which such a state of
emergency has been proclaimed by the Governor of the State of California in accordance with section 8625
of the California Government Code, then the time limit to bring an action under this policy is extended to
two years after the date of inception of the loss.

This condition limits your time to commence legal action for recovery of damages sustained in your loss. Please
note that we do not mean to suggest that you file a legal action. We only seek to advise you of the time limitation
set forth within this condition of your policy.

We are also required to let you know that, if you believe that this claim has been wrongfully denied or rejected or
that there is a dispute as to damages, you have the right to have the matter reviewed by the California Department of

Insurance at 300 South Spring Street, 11" Floor, Los Angeles, CA 90013 (213) 897-8921, (800) 927-4357.

Please contact me if you have any questions regarding your damages, your coverage, or the contents of this letter. 1
can be reached at 1.800.xxX.XXXX.

Sincerely, John/Jane Q. Adjuster Senior Claim Representative XXX Insurance Company
A Participating Insurer of the California Earthquake Authority
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Attachment 7. Sample Property Loss Notice

Property Loss Notice — Report of New Earthquake Claim

To: Fax #
(Name of Insurance Company) (Insurance company claim reporting Fax telephone number)
From: California Earthquake Authority - Sacramento CA,
Toll Free 877.797.4300 # Pages
Print large, bold and neat.
Today’s Date: Time this claim report was taken: AM PM
(Circle one)

Caller’s Name:

Your phone number in case we get disconnected: ( ) - ext.

The name of your insurance company:

Your policy number: Effective Date:

Policy Type: HO Condo Renters Mobilehome - Date damage occurred:

(Circle one)

Your Agent’s Name: Agent’s Phone # ( )

Are you the Insured: Yes No a. If not, what is your relationship to the insured:
(Circle one) If Yes,gotoc. IfNo,answera & b.)

b. If the caller is not the insured, what is the insured’s name:

c. Name of person who can show the damage to a claim rep:

Home phone # for this person: () - Work phone #: () -

Cell Phone: ( ) - E-mail

What times are best to call: Language preference:

(It is important that you verify the insured’s name, telephone # & policy number.) (Complete only if they request, i.e. Spanish)

Location of the damaged property: City:

Street address: Zip

Are there any issues prohibiting access to property? Yes No Describe damage below:

Do you have an estimate or guess on the $ amount of damage? $

CEA Representative’s Name: Phone Number:
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Attachment 8. CEA Full Denial Letter

Sample Wording for Full Denial Letter on a Homeowners Policy
Dear XXXXXX,

Thank you for choosing us to provide for your insurance needs. We value you as a customer and appreciate the
opportunity to be of service. As a participating insurer of the California Earthquake Authority (CEA), we’ve been
assigned to investigate your earthquake claim.

We have concluded our investigation and determined there are is no earthquake damage to your home that was
caused by the recent earthquake, and/or no earthquake damage that is covered by your CEA policy. Based upon the
results of our discussions, site inspection and our complete investigation, we are unable to issue any payment at this
time and must deny coverage for this claim for the reasons listed below. If you believe we have missed damage
caused by the recent earthquake, please let us know.

[THIS PARAGRAPH TO BE INCLUDED AS APPROPRIATE:] Included in our investigation, information
reviewed on the ShakeMap provided by the United States Geological Survey (USGS), showing the intensity of
ground shaking in the vicinity of your property, would not be expected to damage buildings. ShakeMaps provide
near-real-time maps of ground motion and shaking intensity following significant earthquakes. These maps are used
by federal, state, and local organizations, both public and private, for post-earthquake response and recovery. If you
would like more information about ShakeMaps or The Modified Mercalli Intensity Scale it can be found on the
USGS website.

You may wish to review these provisions of your California Earthquake Authority Basic Earthquake Policy. They
form the basis for our decision:

DEFINITIONS
Throughout this policy, the words “you” and “your” refer to the named insured shown in the DECLARATIONS
and the named insured’s spouse or domestic partner if that spouse or domestic partner is a resident of the same
household. The words “we,” “us,” and “our” refer to the California Earthquake Authority. Additional words and
phrases are defined as follows.
Cite all applicable definitions used in the denial.
Cite all applicable Coverages and Exclusions used in the denial.
Cite all Conditions used in the denial including the following:

California law requires us to notify you of a time limit that applies to your claim. The time limit pertains to
Condition 10 in your policy. This condition is required by law and is contained in all residential property insurance
policies issued in the State of California. The condition states the following:

CONDITIONS

10. Legal Action. No action can be brought under this policy by any person unless the policy provisions have
been fully complied with and the action is started within one year after the date of inception of the loss. If,
however, your loss is related to a state of emergency, as defined in subdivision (b) of section 8558 of the
California Government Code, and the residence premises is located in an area for which such a state of
emergency has been proclaimed by the Governor of the State of California in accordance with section 8625
of the California Government Code, then the time limit to bring an action under this policy is extended to
two years after the date of inception of the loss.

This condition limits your time to commence legal action for recovery of damages sustained in your loss. Please
note that we do not mean to suggest that you file a legal action. We only seek to advise you of the time limitation set

forth within this condition of your policy.

With this letter, neither we nor the CEA intend to waive any policy defenses that might exist in addition to those
stated above, and we and the CEA each reserve our rights to assert any such additional policy defenses at any time.
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Where the Governor has declared a state of emergency, you have the right to pursue resolution of your claim by way
of the California Mediation Program in the event of any substantive dispute. Please contact me if you are interested
in learning more about the Earthquake Mediation Program.

We are also required to let you know that, if you believe that this claim has been wrongfully denied or rejected, or
that there is a dispute as to damages, you have the right to have the matter reviewed by the California Department of
Insurance, Consumer Services and Market Conduct Branch, Claims Services Bureau, 300 South Spring Street, South
Tower, Los Angeles, CA 90013 or by calling (213) 897-8921 or (800) 927-4357, or by visiting
Http://www.insurance.ca.gov/01-consumers/101-help/.

For information on assistance that may be available to you through FEMA or the Small Business Administration,
please contact the entities below:

Federal Emergency Management Agency (FEMA)

Apply online at DisasterAssistnace.gov to learn what help you might be able to receive from FEMA and 16 other
U.S. Government agencies or call (800) 621-3362. For people with speech or hearing disabilities call TTY (800)
462-7585.

Small Business Administration (SBA) Website: http://www.sba.gov/

To obtain Disaster Loan Program information or to receive a status update on your disaster loan request, please call
our customer service line at 1-800-659-2955 from 8AM to 6PM (EDT), Mon-Fri, 9AM to 5:30PM (EDT) Sat or
email us at disastercustomerservice@sba.gov.

Please contact me if you have any questions regarding your damages, your coverage, or the contents of this letter. |
can be reached at 1.800.xxX.XXXX.

Sincerely, John/Jane Q. Adjuster Senior Claim Representative XXX Insurance Company
A Participating Insurer of the California Earthquake Authority

Note to Participating Insurer: Always cite the expert’s report and include a copy of the report used to make the
decision with the denial letter.
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Governing Board Memorandum

05 October 2020

Agenda Item 06: Board Adoption of a resolution CEA to implement a
comprehensive multi-year Workforce Optimization Plan

Recommended Action: Removed from Agenda

This item has been pulled from the Agenda

Governing Board Meeting—05 October 2020
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CALIFORNIA
EARTHQUAKE
AUTHORITY™

THE STRENGTH

TO REBUILD"®

Governing Board Memorandum

05 October 2020
Agenda Item 7: Request authorization to retain a consulting firm to guide
and assist CEA with developing a new, multi-year Strategic
Plan.

Recommended Action: Approve retaining a consulting firm to develop a new, multi-
year Strategic Plan.

Background:

Next year will mark the 25th year of California Earthquake Authority's operation. CEA was
established by the California Legislature in 1996 to operate as a not-for-profit, privately
funded residential earthquake insurance company, under the direction of a public
Governing Board. In recent years, CEA has grown materially and now insures more than
1.1 million California homes protected by aggregate claim-paying capacity of more than
$18 billion.

By any measure, CEA has witnessed significant growth over the last five years:

2015 2019 Change
Policies in Force 879,540 1,121,000 +241,460
Premium Written $636 Million $817 Million +$181 Million
Exposure $356 Billion $525 Billion +$169 Billion
Claim-paying capacity $11.7 Billion $17.7 Billion +$6 Billion
Assets $6 Billion $7.1 Billion +$1.1 Billion
Risk Transfer Purchased $4.09 Billion $8.16 Billion +$4.07 Billion
Risk Transfer Costs $189 Million $373 Million +$184 Million

This steady upward trend has continued in 2020, even as the state remains in the grip of
the devastating and deadly COVID-19 pandemic. Policies in Force have increased by an
additional 11,000 policies during the first eight months of the year, thereby further
increasing CEA's overall exposure, requiring still more claim-paying capacity, increasing
risk transfer needs and corresponding risk transfer costs. In short, CEA's growth trend
continues unabated.

Governing Board Meeting—05 October 2020
AGENDA ITEM 7: Authorization to Engage Strategic Planning Consultant
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In addition to this earthquake insurance business growth, CEA’s responsibilities recently
expanded. In July 2019, the California Legislature created a new catastrophe insurance
fund—the California Wildfire Fund—which has claim-paying capacity of $21 billion to
cover damages resulting from wildfires caused by any of California’s three largest
investor-owned utility companies: PG&E, SDG&E, and SoCal Edison. CEA is the statutorily
designated and duly appointed Administrator of the Wildfire Fund.

In light of these significant changes, CEA is undertaking a project to develop an entirely
new multi-year Strategic Plan, and recommends that the Board authorize the engagement
of a consulting firm to assist in this vitally important endeavor.

Analysis:

CEA’'s most recent Strategic Plan articulated strategy for 2017 through 2019. That plan,
like the several two-year plans that preceded it, was largely focused on growing take-up
of earthquake insurance and enhancing CEA’s work on mitigation initiatives. While CEA
has dramatically grown its take-up, the drivers of that growth is no easily correlated to
the elements of the prior Strategic Plan.

Given the many changes that have taken place over the last several years — the significant
growth in CEA’s responsibilities and reach — CEA is commencing an effort to reimagine its
strategy, both in content and structure. CEA seeks to develop a strategic plan that is not
only actionable, but can act as a tool for the Governing Board to evaluate the CEA
management'’s execution of the plan.

To achieve this result, CEA recommends engaging a consulting firm to develop a new,
multi-year Strategic Plan in collaboration with an array of stakeholders. While CEA's
executive team and key directors clearly have the experience and substantive knowledge
to develop and refine a mid-term and long-term strategy for CEA, the operational
demands of CEA currently will not permit management to devote sufficient time to this
important undertaking. This process will benefit greatly from the engagement of a
consulting firm that will bring external views and robust industry expertise to the
development of a new plan

CEA recently issued a Request for Qualifications (RFQ) on this project, and distributed it
to a number of regional, national and international consultancies potentially interested in
working with CEA. The Strategic Plan RFQ noted that the retained consultant would be
working with an array of key internal and external stakeholders—the CEA Governing
Board, CEA management, participating insurers, capital markets and reinsurance
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counterparties, and trade associations—to assist CEA in establishing and documenting
strategic, medium and long-range goals and initiatives to further CEA's earthquake and
catastrophe resiliency mission.

The Strategic Plan Consultant will be expected to incorporate emerging industry trends,
opportunities, internal business performance and business process improvements, and
potential legislation that may affect any areas of CEA’s operations. The consultant will be
expected to gain a deep understanding of the corporate culture and capabilities of CEA,
as well as the priorities of CEA’'s operational imperatives, and assist in shaping and
documenting strategies to meet CEA's priority obligations.

The scope of the consultant’s work will include at least the following:

A. Review and discuss the current strategic plan with key CEA stakeholders.

B. Collect relevant information by reviewing CEA’s mission, vision and values.

C. Review and evaluate the statutes governing CEA's operations.

D. Facilitate strategic planning sessions with key internal and external stakeholders
to identify strategic goals for a multi-year plan.
Prepare a draft multi-year strategic plan to articulate those strategic goals, high
impact strategies, objectives, tactics and measurable outcomes, and work with
CEA management on the presentation of the draft strategic plan to CEA's
Governing Board for consideration and approval.

F. Determine a framework for annually gathering input to further the strategic

plan (objectives, tactics, assignment of responsibilities).
G. Develop a tool for tracking and reporting strategic plan status and progress.

m

In evaluating RFQ proposals, CEA has been considering whether the proposing firm is
either a MBE/WBE/DVBE/LGBTQBE; and/or is proposing a diverse and inclusive team to
staff the project. The evaluation of RFQ submissions is largely complete, with one
particular firm having emerged as the leading and best qualified candidate. CEA is now
discussing more specific terms & conditions with this firm, including timelines and project
benchmarks. The proposed fee structure of this firm placed it well below the high end of
the indicated pricing from other firms. In order to proceed further with this important
project, CEA requires Governing Board approval to formally engage the consultant and to
commence the project. If approved by the Board, the project should commence within a
few weeks.
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Recommendation:

Based on the foregoing background and analysis, staff recommends the Board authorize

CEA to procure the services of a consultant to develop a new, multi-year Strategic Plan,
with a fee structure not to exceed $750,000.

Governing Board Meeting—05 October 2020
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Governing Board Memorandum

05 October 2020

Agenda Item 8: Authorization to retain a consulting firm to provide
assessment of Information Technology functions.

Recommended Action: Authorize CEA to retain a consulting firm to assess CEA
Information Technology functions.

Background:

While CEA’s Participating Insurers (Pls) are primarily responsible for administering the CEA
policies they write — now over 1.1 million — CEA must maintain a sophisticated IT system
to exchange confidential information with each Pl for all policies they write, and all claims
arising under those policies. In recent years CEA has invested extensively in information
technology resources, including hardware, software, and staff. In 2014, the Governing
Board authorized CEA to conduct an executive search for its first Chief Information
Technology Officer to lead an upgrade of CEA’s IT resources and capabilities. As a part of
the search, CEA sought to attract talent necessary to develop and deploy a uniform
insurance administration system to automate policy issuance and claims administration.
That search resulted in the hiring of Todd Coombs, who then became the driving force
behind CEA's Centralized Policy Processing (CPP) initiative. Over the past several years
the CPP team has made significant strides by regularly on-boarding significant Pls onto
the system (the Board will receive a quarterly report on CPP later in this meeting). In
addition, CEA invested in desktop hardware and network systems to facilitate CEA staff's
efficient and effective administration of the business. Those particular investments—
deployment of laptops, peripheral hardware, cloud-based network software, and secure
VPN functionality—have proven invaluable to CEA during the on-going COVID crisis.
Those IT tools permitted CEA's operations to continue unabated throughout this crisis.

Upon Mr. Coomb's departure in early 2019, Michael Melavic, a long-term civil service staff
member, was promoted internally to Chief Information Officer (CIO). Mr. Melavic has
effectively maintained, continued, and enhanced the IT operations and projects he
inherited, while making certain structural and staffing adjustments to improve efficiency
and productivity. Among the improvements was the recruitment of a robust information
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security team, lead by Chief Information Security Officer Kim Owen, that ensures CEA and
its policyholders are protected from myriad cyber threats.

Recently, the Executive Team is recommending that CEA undertake a comprehensive end-
to-end assessment of CEA's IT operations to ensure that CEA's IT investments are
providing maximum value and benefit to the organization and the constituents it serves,
and identify opportunities for increased IT efficiencies and/or capabilities. To ensure
transparency and the most robust feedback from the IT consultant, CEA's Chief
Administrative Officer, Jim Lombard, will lead the project.

To complete this assessment, CEA recommending that the Board authorize CEA to
contract with a consultant to undertake this thorough IT assessment.

Analysis:

CEA is seeking to contract with a consultant to provide an Information Technology (“IT")
assessment of both the structure and function of CEA's IT department, its current and
proposed future states, and the alignment of IT's vision and mission statements with
those of the CEA.

CEA IT is responsible for providing CEA staff and stakeholders with the technical assets
and services required to successfully execute the business functions of the CEA. Those
business functions require, among others, IT systems to support:

e Insurance policy administration & management

e Earthquake risk mitigation for people and property

e Risk transfer

e Actuarial services

e Business accounting

e Communication to the public and outside stakeholders
e Legal services

CEA is working to identify a consultant capable of efficiently providing the following
deliverables:

e Establish an accurate CEA IT “current state” assessment, including current work
requests, and identify gaps and/or opportunities for improvement.

e Develop recommendations for a CEA IT “future state” or, if applicable, optional
future states that align with the CEA IT vision and mission statements, and allow
CEA IT to meet business expectations.
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e Develop, with IT leadership, a roadmap for implementation of CEA’s preferred
“future state,” that includes action items and a schedule of milestones and
delivery dates.

CEA has made significant progress in identification of a consultant. CEA’s procurement
efforts have and will continue to emphasize CEA’s commitment to diversity in its vendor
relationships. CEA's efforts have indicated that the range of consulting fees required to
complete this project should not exceed $270,000.

Recommendation:

Based on the foregoing background and analysis, CEA staff recommends the Board
authorize CEA to procure the services of a consultant to conduct an IT assessment, at an
expense not to exceed $270,000.
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Governing Board Memorandum

05 October 2020

Agenda Item 9: Financial Report by Chief Financial Officer Tom Hanzel

Recommended Action: No action required—information only

Chief Financial Officer Tom Hanzel will present his Financial Report to the Board,
including the following:

A. Quarterly Financial Report as of 7/31/2020 (See Attachment A)

B. Status Report on Proposed Issuance of 2020B Revenue Bonds (See Attachment B)

Governing Board Meeting—05 October 2020 Page 1 of 1
AGENDA ITEM 9: Financial Report by Chief Financial Officer



CALIFORNIA
EARTHQUAKE
AUTHORITY™

THE STRENGTH

TO REBUILD"

FINANCIAL
REPORT

July 31, 2020



Financial Report Table of Contents

Page

Financial Statements

Balance Sheets as of July 31, 2020 and 2019 1

Statement of Revenues, Expenses and Changes in Net Position for the Periods Ended 5

July 31, 2020 and 2019
Investments

Investment Distribution at Market Value 3

CEA Liquidity & Primary Funds, Claim(s) Paying Funds, Mitigation Fund as of July 31, 2020
Claim-Paying Capacity

Statement of Available Capital as of July 31, 2020 4

Claim-Paying Capacity as of July 31, 2020 5
Risk-Transfer Programs

Current Risk-Transfer Program Summary as of July 31, 2020 6

Note: See Fact Sheets for Policies In Force, Written Premiums, and Exposures.




Financial Statements



California Earthquake Authority

Balance Sheets

as of July 31, 2020 and 2019

Assets
Cash and investments:

Cash and cash equivalents
Restricted cash and equivalents
Investments

Total cash and investments

Other assets:
Premiums receivable, net of allowance for

doubtful accounts of $ 6,072,138 and $ 5,639,833

Due from California Wildfire Fund

Interest receivable

Prepaid reinsurance premium

Prepaid transformer maintenance premium
Equipment, net

Due from FEMA

Total assets

Other assets
Deferred Outflows of Resources
Total other assets @

Liabilities and Net Position
Liabilities:
Unearned premiums
Accounts payable and accru
Reinsurance payable
Due to CRMP
Loss and loss adjustment expense reserves
Loan payable
Securities payable
Deferred inflows of resources
Net pension liability

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

&

2020 2019
$ 73,906,652 257,876,042
8,429,871 12,116,273
7,292,898,217 6,523,994,362
<( i 7,375,234,740 6,793,986,677
88,043,244 95,601,084
127,532 162,151
28,195,429 28,402,153
47,034,854 41,193,406
8,280,178 272,281
131,118 175,544
2,730,460 -
822,280 80,554
3,170,535 -
178,535,630 165,887,173
$ 7,553,770,370 6,959,873,850
$ 444,325,968 436,640,007
9,626,047 6,943,460
8,147,008 -
2,730,460 -
1,143,253 11,117,573
1,091,000 -
40,299,405 -
386,030 -
9,621,334 -
517,370,505 454,701,040
11,758,652 15,600,964
790,656,796 790,656,796
305,391,333 286,017,087
5,928,593,084 5,412,897,963
7,036,399,865 6,505,172,810
$ 7,553,770,370 6,959,873,850
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California Earthquake Authority
Statement of Revenues, Expenses and Changes in Net Position

for the Periods Ended July 31, 2020 and 2019

Underwriting income:
Premiums written

Less premiums ceded - reinsurance

Net premiums written
Change in unearned premiums

Net premiums earned

Operating expenses:

Losses and loss adjustment expenses

Participating Insurer commissions

Participating Insurer operating costs

Reinsurance broker commissions

Pro forma premium taxes equivalento

Other underwriting expenses
Total operating expenses

Underwriting profit

Non-operating income and ex
Investment income
Unrealized Gain/(Loss)
Other income
Risk capital surcharde= ica
Grant revenue
) net

Earthquake

s’

Mitigation Fund expenses

S

Sy

o

State of California premium tax contribution equivalent

Total of non-operating income and expenses

Increase in net position

Net position, beginning of year
Net position, end of year to date

2020 2019
493,162,764 485,844,761
(237,479,238) (216,945,261)
255,683,526 268,899,500
(20,732,890) (19,191,806)
234,950,636 249,707,694
(2,533,963) 11,026,764
49,323,261 48,588,985
15,816,699 15,739,004

1,633,333 1,633,333
11,595,871 11,423,919
27,442,610 30,490,986
103,277,811 118,902,991
131,672,825 130,804,703
67,782,104 68,508,699
141,071,509 97,101,528
284,877 279,448
112,651 -
6,497,544 62,980
(6,497,544) (62,980)
(1,963,250) 1,691,222
(5,069,216) (4,215,921)
11,595,871 11,423,919
213,814,546 174,788,895
345,487,371 305,593,598
6,690,912,494 6,199,579,212

7,036,399,865

6,505,172,810
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California Earthquake Authority
Investment Distribution at Market Value as of July 31, 2020

Market Value $7,300,797,496*

Primary and Liquidity Funds 84.2%

Mit.igation Fl.,lnd O.1:A) Claim(s) Paying
Claim(s) Paying Funds 15.7% Funds 15.7%
Total: 100.0%

Mitigation
Fund 0.1%

Primary and
Liquidity Funds
84.2%

*Market Value does not include uninvested cash value
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California Earthquake Authority
Available Capital Report
as of July 31, 2020

Cash & Investments (includes capital contributions and premiums) S 7,375,234,740
Earthquake Loss Mitigation Fund cash and investments S (8,430,043)
Interest & Securities Receivable S 28,195,429
Premium Receivable S 88,043,244
Other Assets + California Wildfire Fund (AR) + FEMA (AR) S 3,680,272
Revenue Bonds and Restricted Receivables S (1,148,054,674)
Debt Service (Interest, Principal & Debt Service (Min. Bal.)) S -

Unearned Premium Collected S (307,492,056)
Accounts and Securities Payable, and Accrued Expenses S (60,802,920)
Loss Reserves S (1,143,253)
GASB 68 Pension Plan S (7,927,829)
CEA Available Capital S 5,961,302,910
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California Earthquake Authority
Claim-Paying Capacity
as of July 31, 2020

Post Earthquake Industry Assessment $1,663M
("2nd 1AL") :

Policyholders Surcharge $1,000M

Revenue Bonds $1,148M

Risk-Transfer $8,525M

CEA Available Capital $5,961M

Total Capacity $18,297M

Note: Not drawn to scale
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California Earthquake Authority
Current Risk-Transfer Program Summary
as of July 31, 2020

Traditional Reinsurance Contracts

2020 January Program Contract 1

2020 January Program Contract 2

2020 January Program Contract 3
2020-2021 January Program Contract 1
2020-2021 January Program Contract 2
2020-2021 January Program Contract 3
2020-2021 January Program Contract 5
2020-2022 January Program Contract 2
2020-2022 January Program Contract 3
2020-2022 January Program Contract 4
2019-2020 January Program Contract 1
2019-2020 January Program Contract 2
2019-2020 January Program Contract 3
2019-2020 January Program Contract 4
2020-2021 April Program Contract 1
2020-2022 April Program Contract 1
2017-2020 August Program Contract 2
2019-2022 August Program Contract 2
2015-2020 August Program Contract 1
2019-2020 October Program Contract 1
2019-2020 October Program Contract 2
2019-2021 October Program Contract 1
2019-2021 October Program Contract 2
2019-2020 December Program Contract 1
2019-2020 December Program Contract 2
2020 January Program Contract 4
2020-2021 January Program Contract 4
2020-2022 January Program Contract 1
2020-2022 January Program Contract 5
2020-2021 June Program Contract 1
2020-2022 June Program Contract 1
2017-2020 August Program Contract 1
2019-2021 December Program Contract 1
2019-2021 December Program Contract 2
2018-2021 August Program Contract 1
2019-2020 August Program Contract 1
2019-2022 August Program Contract 1
2019-2021 July Program Contract 1

Total Traditional Reinsurance

Transformer Reinsurance Contracts

2017-2020 Transformer Reinsurance Contract 3 - Class D
2017-2020 Transformer Reinsurance Contract 4 - Class C
2018-2021 Transformer Reinsurance Contract 1 - Class D
2019-2022 Transformer Reinsurance Contract 1 - Class C
2020-2022 Transformer Reinsurance Contract 1
2020-2022 Transformer Reinsurance Contract 2
2020-2023 Transformer Reinsurance Contract 1
2020-2023 Transformer Reinsurance Contract 2

Total Transformer Reinsurance

Total Risk-Transfer Program

Contract Period

January 1, 2020 - December 31, 2020
January 1, 2020 - December 31, 2020
January 1, 2020 - December 31, 2020
January 1, 2020 - December 31, 2021
January 1, 2020 - December 31, 2021
January 1, 2020 - December 31, 2021
January 1, 2020 - December 31, 2021
January 1, 2020 - March 31, 2022
January 1, 2020 - March 31, 2022
January 1, 2020 - March 31, 2022
January 1, 2019 - December 31, 2020
January 1, 2019 - December 31, 2020
January 1, 2019 - December 31, 2020
January 1, 2019 - December 31, 2020
April 1, 2020 - March 31, 2021

April 1, 2020 - March 31, 2022

August 1, 2017 - July 31, 2020

August 1, 2019 - July 31, 2022

August 1, 2015 - July 31, 2020

October 1, 2019 - September 30, 2020
October 1, 2019 - September 30, 2020
October 1, 2019 - September 30, 2021
October 1, 2019 - September 30, 2021
December 1, 2019 - November 30, 2020
December 1, 2019 - November 30, 2020
January 1, 2020 - December 31, 2020
January 1, 2020 - December 31, 2021
January 1, 2020 - December 31, 2022
January 1, 2020 - December 31, 2022
June 22, 2020 - June 21, 2021

June 1, 2020 - May 31, 2022

August 1, 2017 - July 31, 2020
December 1, 2019 - November 30, 2021
December 1, 2019 - November 30, 2021
August 1, 2018 - July 31, 2021

August 1, 2019 - July 31, 2020

August 1, 2019 - July 31, 2022

July 1, 2019 - June 30, 2021

Contract Period

December 1, 2017 - November 30, 2020

December 1, 2017 - November 30, 2020

September 14, 2018 - September 13, 2021

December 1, 2019 - November 30, 2022
May 29, 2020 - May 28, 2022
May 29, 2020 - May 28, 2022
May 17, 2020 - May 16, 2023
May 17, 2020 - May 16, 2023

Reinsurance Limit
1,064,075,000
269,375,000
75,000,000
484,725,000
32,975,000
55,000,000
90,000,000
100,000,000
120,000,000
80,000,000
278,800,000
37,550,000
125,000,000
300,000,000
856,525,000
23,500,000
200,000,000
267,000,000
139,000,000
328,619,280
130,100,000
12,999,960
5,000,000
60,000,000
80,000,000
100,000,000
100,000,000
50,000,000
500,000,000
125,000,000
39,999,990
93,750,000
125,000,000
50,000,000
93,750,000
118,750,000
93,750,000
70,000,000

6,775,244,230

Reinsurance Limit

200,000,000
200,000,000
250,000,000
400,000,000
150,000,000
215,000,000
135,000,000
200,000,000
1,750,000,000

8,525,244,230
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Agenda Item 9 — Attachment B
Status report on Proposed Issuance of
2020B Revenue Bonds

Background:

CEA's statute provides express authority for the Authority to use debt to structure its
finances and bolster its claim-paying capacity. The authorized debt may be incurred
and issued either before or after the occurrence of an earthquake, or both.

The CEA has not yet needed to incur post-event debt (i.e., a bond issuance following
an earthquake for the express purpose of paying claims and claim expenses arising
from that earthquake), because California has yet to experience an earthquake of such
a severe magnitude that post-event debt was required to fund claim payments. In the
unlikely event that occurs, CEA is prepared to issue post-event debt to ensure claims
are paid.

CEA's pre-event revenue bonds issued over the past 15 years have provided liquidity
and stability for CEA’s capital structure, as well as reduced the need for risk transfer.
CEA's pre-event revenue bonds have helped supplement CEA's claim-paying capacity,
and helped CEA prepare to meet the financial demands of a major earthquake, while
ensuring that CEA will be in a sufficiently strong financial position after the event that
it will be able to continue to issue new and renewal policies to protect homeowners
from future earthquakes.

CEA currently has no revenue bond debt outstanding. In 2006, the CEA issued $315
million of 10-year bonds and in 2014, the CEA issued $350 million of bonds with a 5-
year final maturity. The Series 2006 bonds were repaid (economically defeased) prior
to the bonds' final maturity on July 1, 2016. The Series 2014 bonds matured on July 1,
2019 and were repaid in full.

In early 2020, CEA planned for a Series 2020A bond issuance, which included two
separate sub-series: Series 2020A-1 short-term bonds and/or Series 2020A-2
intermediate term bonds. This planned bond issuance was approved by the Board in
January 2020. Ultimately CEA determined that it was in the best interests of CEA and
policyholders to only issue $400 million in Series 2020A-1 short-term bonds. Issuance
of the Series 2020A-2 intermediate term bonds was postponed.

CEA now recommends issuance of Series 2020B Bonds, which are a continuation of the
Series 2020A-2 Bonds that were approved in January, but postponed. Because of
modest structural changes in the proposed issuance of the Series 2020B Bonds, CEA



will bring this issuance back to the Board for formal approval in a noticed meeting later
in October.

Analysis:

It is the opinion of CEA's financial and executive staff, and its outside financial advisor
that the combination of (1) today’s favorable interest-rate environment for high quality
debt issuers such as the CEA, and (2) CEA's excellent financial health provides an
excellent opportunity to issue additional pre-event revenue bonds at very efficient rates.
CEA will use bond proceeds from the issuance of Series 2020B Bonds to augment its
claim-paying capacity and marginally reduce the amount of risk transfer needed.

Proposed Revenue-Bond Structure:

Borrower California Earthquake
Authority

Agent for Sale California State Treasurer

Estimated Par Amount Up to $600 million

Maturity Semi-annual maturities from
January 1, 2021 to January 1,
2023

Tax Status Federally taxable (not subject
to
California state income tax)

Bond type Fixed rate

Expected Closing Date November 2020

Flow of Funds

The CEA would pledge revenue to finance repayment of the proposed revenue
bonds; as the CEA has done for its Series 2006 and Series 2014 revenue bond
issuances, the pledged revenue would consist of the CEA’s policyholder premium,
less the commissions and participating-insurer operating costs that the CEA's
participating insurance companies retain.

All pledged revenue would be deposited with the trustee bank — U.S. Bank. Using the
deposited revenue, U.S. Bank will fund the pledged revenue account for repayment
of bond principal and interest.

Disposition of (Proposed) Revenue-Bond Proceeds

CEA can use bond proceeds only to pay policyholder claims and claim-related



expenses. The proposed revenue-bond proceeds will fund a pledged revenue
account at the CEA's custody bank, State Street Bank.

CEA's investment managers would invest the bond proceeds on behalf of the CEA in
accordance with investment policies and procedures similar to the investment
policies and procedures pertaining to the CEA's existing Claims-Paying Fund.

Using the Board-approved investment policy, the CEA will be able to minimize the
net carry cost, or the difference between investment income and bond-interest
payments. Also, because the claim-paying account may be accessed to pay claims
before the bonds’ maturity, using those investment policies ensures that the claim-
paying account will consist of high-quality liquid securities.

Key Revenue-Bond Documents

The following is a brief description of the key documents for the Series 2020B bond
issuance and which the staff is working on and will provide to the Board when the
transaction is ready for final approval:

Indenture of Trust: The bond indenture of trust is an agreement between the
borrower (CEA) and the trustee (U.S. Bank) and presents both the general
structure of the bond transactions and the respective duties and obligations
of the borrower and the trustee.

Supplemental Indenture of Trust: The supplemental indenture of trust is an
agreement between the borrower and the trustee and describes both the
structure of each bond series in the transaction and, for each such series, the
respective duties and obligations of the borrower and the trustee.

Preliminary Official Statement: The preliminary official statement is the bond-
transaction disclosure document given to potential investors and which
presents the history, background, and financial results of the borrower, a
summary of the bond transactions, and the risk factors inherent in the
transaction.

Bond Purchase Contract: The bond purchase contract is an agreement among
the borrower (CEA), the underwriter(s) (to be determined by California State
Treasurer's Office), and the agent for sale (the California State Treasurer) that
states the terms and conditions of the bond sale.

Continuing Disclosure Agreement: The continuing disclosure agreement
states the borrower's representations regarding periodic reporting
requirements during the term of the bonds.




Proposed Timeline

CEA has established a finance team, and work has commenced on all
documentation and steps necessary to support the bond transaction. Once the
documentation is complete, CEA staff will set a special meeting of the Board to
present and discuss the final documentation in late October 2020 to proceed with
the bond issuance in November 2020.



California Earthquake Authority

Losses & Loss Adjustment Expenses (LAE) Paid - Cumulative to April 30, 2020

Event Code Event Name Date of Event Magnitude Location # of Paid Total Paid
Claims Losses Paid LAE Paid Losses & LAE
98010 Chino 1/5/1998 4.3 3 mi. W of Chino 1 $1,385.72 $124.71 $1,510.43
98050 San Juan Bautista 8/12/1998 5.3 7 mi. SSE of San Juan Bautista 1 161,204.93 13,643.13 $174,848.06
98070 Redding 11/26/1998 5.2 3 mi. NNW of Redding 1 4,029.72 362.67 $4,392.39
1998 Minor Quakes 2 4,199.20 377.93 $4,577.13
99050 Hector Mine 11/16/1999 7.0 28 mi. N of Joshua Tree (near Palm Springs) 25 137,361.81 12,362.47 $149,724.28
1999 Minor Quakes 1 4,037.26 363.35 $4,400.61
00030 Napa 9/3/2000 5.2 17 mi. ESE of Santa Rosa; 6 mi. NNE of Sonoma; 15 278,130.07 25,031.71 $303,161.78
3 mi. WSW of Yountville

01010 Ferndale 1/13/2001 5.4 53 mi. WNW of Ferndale 1 34,764.54 3,128.79 $37,893.33
2001 Minor Quakes 1 52,896.82 4,760.70 $57,657.52
01040 West Hollywood 9/9/2001 4.2 West Hollywood 10 67,044.15 6,033.94 $73,078.09
2002 Minor Quakes 1 8,361.24 752.51 $9,113.75
03090 San Simeon 12/22/2003 6.4 7 mi. NE of San Simeon 86 2,692,628.02 242,339.74 $2,934,967.76
04120 Parkfield 9/28/2004 6.0 7 mi SSE of Parkfield 1 7,032.59 632.93 $7,665.52
07240 Chatsworth 8/9/2007 4.5 4 mi NNW of Chatsworth 1 7,813.88 703.24 $8,517.12
07250 Alum Rock 10/30/2007 5.6 5 mi NNE of Alum Rock 1 6,149.20 553.42 $6,702.62
08280 Chino Hills 7/29/2008 5.4 5.5 mi SE of Diamond Bar 8 145,967.19 13,089.08 $159,056.27
09320 Calexico 12/30/2009 5.9 22.7 mi SE of Calexico 1 275.88 24.83 $300.71
2009 Minor Quakes 2 8,627.67 776.49 $9,404.16
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California Earthquake Authority

Losses & Loss Adjustment Expenses (LAE) Paid - Cumulative to April 30, 2020 (continued)

Event Code Event Name Date of Event Magnitude Location #C(:;ipr:ld Losses Paid LAE Paid LossT‘:)stasl‘ T_i:g
10330 Ferndale 1/9/2010 6.5 27 mi W of Ferndale 3 23,901.50 2,151.13 $26,052.63
10360 Baja California Mexico 4/4/2010 7.2 16 mi SW from Guadalupe Victoria, Mexico 17 81,066.58 7,296.00 $88,362.58

2010 Minor Quakes 1 225,000.00 0.00 $225,000.00

12410 Brawley 8/26/2012 5.3 4 mi North of Brawley, CA 2 23,833.24 2,145.00 $25,978.24
2012 Minor Quakes 3 146,471.18 13,182.41 $159,653.59

13430 Greenville 5/23/2013 5.7 7 mi WNW of Greenville, CA 1 1,500.00 135.00 $1,635.00
14460 Westwood 3/17/2014 4.4 6mi NNW of Westwood, CA 6 67,989.89 6,119.09 $74,108.98
14470 La Habra 3/28/2014 5.1 1mi S of La Habra, CA 84 458,354.56 41,251.91 $499,606.47
14480 American Canyon 8/24/2014 6.0 4mi NW of American Canyon, CA 196 3,817,733.32 343,596.00 $4,161,329.32
2014 Minor Quakes 3 18,859.35 1,697.34 $20,556.69

2015 Minor Quakes 2 5,877.69 529.00 $6,406.69

2018 Minor Quakes 3 6,058.71 545.28 $6,603.99

19520 Searles Valley 7/4/2019 6.4 SW of Searles Valley, CA 56 968,715.57 87,184.38 $1,055,899.95
19530 Pleasant Hill 10/14/2019 4.7 .7 mi SSE of Pleasant Hill, CA 2 2,700.04 243.01 $2,943.05
2019 Minor Quakes 2 1,835.35 165.18 $2,000.53

2020 Minor Quakes 1 1,743.00 156.85 $1,899.85

Total 541 $9,473,549.87 $831,459.22 $10,305,009.09
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Governing Board Memorandum

05 October 2020

Agenda Item 10: 2020 CEA Budget: Insurance Services Mid-Year Revision and
Mitigation Mid-Year Revision

Recommended Action: Approve 2020 CEA Insurance Services Mid-Year Budget
Revision; No action required on reduction of 2020 Mitigation
budget.

Background:

CEA’s Budget Process: CEA’s annual operating expenses are subject to a statutory cap
of 6% of CEA’s annual written premiums on earthquake policies. See Ins. Code

§ 10089.6(c)(6% cap on expenses). However, a number of expense categories are
expressly excluded from that statutory calculation because they are either subject to
significant market fluctuations, such as reinsurance premiums and debt or capital market
costs, or are not readily ascertainable at the beginning of any given year, such as loss
adjustment expenses following a future earthquake. See Ins. Code § 10089.6(d)(items
excluded from 6% cap). Although the excluded expense categories are not subject to
the 6% cap, CEA nonetheless budgets for those expenses.

CEA further segregates its annual budgets between core earthquake insurance
operations (Insurance Services Budget) and mitigation-related activities (Mitigation
Budget). The reason for the budget segregation is that the expenses are paid from
different funds—insurance operations expenses are paid from the Earthquake Authority
Fund, while mitigation expenses are paid from the Loss Mitigation Fund.

In December of each year, CEA presents these two budgets to the Board for approval.
The Insurance Services Budget is a two-part budget covering both “statutory” expenses
(those subject to the 6% cap) and “non-statutory” expenses (everything else). The
Mitigation Budget is submitted for approval at the same time.

Mid-Year Revisions. Because the statutory cap is set as a percentage of written
premium for the same budget year, CEA routinely conducts a mid-year recalculation of
the actual amount of the statutory maximum to ensure that CEA’s actual budgeted
spending stays below the cap. At the same time, CEA reassesses and revises its budgets
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as necessary to bring them in line with developments during the first seven months, and
to address significant events that may impact the second half of the year (e.g., a major
earthquake). Mid-year revisions include both “adjustments” (increases/decreases in line
items that do not increase the approved budget) and “augmentations” (additional
increases/decreases beyond the approved budget).

2020 Budget and Summary of Mid-Year Revisions:

At the December 2019 Governing Board meeting, CEA staff prepared and the Governing
Board approved CEA’s 2020 annual budgets for Insurance Services and Mitigation. These
budgets covered all anticipated expenses for the 2020 CEA fiscal (calendar) year.

In keeping with long-standing practices, CEA has now completed its mid-year budget
revision. Overall, the mid-year budget revision shows net reductions in both the
Insurance Services and Mitigation Budget, but with the Insurance Services Budget
requiring augmentation of one non-statutory budget item. These revisions are
summarized as follows, and are explained in greater detail in the analysis below, and in
the attachments:

Insurance Services Budget — The Insurance Services Budget is being revised to
(1) adjust (reduce) total annual statutory expenses by an aggregate of
($4,044,657); and (2) adjust and augment (increase) total non-statutory expenses
by $13,539,823.

Mitigation Budget — CEA staff has also determined that it is appropriate to adjust
(reduce) the 2020 budget for Mitigation by $177,301.

The requested net augmentation of the Insurance Services budget is an action item that
requires approval of the Board. The net reduction of the Mitigation Budget requires no
action by the Board.

Analysis:

2020 Insurance Services Budget: CEA staff has prepared an attachment to assist the
Board in analyzing the 2020 mid-year budget for the Insurance Services Budget.

e Attachment A: 2020 Insurance Services Budget Mid-Year Revision
Attachment A shows the originally approved 2020 insurance services budget;
actual expenditures through July 31, 2020; proposed revisions to certain budget
categories for the remainder of 2020, based on anticipated expenditures; and a
proposed augmentation to one of the non-statutory expenses in the 2020
budget.
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Budget-category-level revisions are proposed, based on anticipated expenditures for
the remainder of 2020. The overall budget categories reduction is $4,044,657. This
reduction was used to offset the projected budget increase in six budget categories,
resulting in no net budget increase. The budget augmentation of $9,495,166 is to meet
additional risk transfer needs due to an increase in projected 2020 exposure.

After analyzing CEA written-premium collections as of July 31, 2020, the 2020 annual-
written-premium estimate has been revised downward from $850,000,000 to
$825,000,000. In addition to impacting the budget for non-statutory expenses (producer
compensation and participating insurer costs), this decrease in written premiums also
impacts the calculation of the 6% statutory cap. Comparing the revised mid-year 2020
budget to the revised written-premium estimate, the amount by which CEA's statutory
cap exceeds the 2020 annual aggregate budget has increased from $11,289,578 to
$13,834,235 (an increase of $2,544,657). The chart on the following page shows a
comparison of the original (December 2019) Statutory Expense Cap calculation and the
newly revised Statutory Expense Cap calculation that results from the decrease in 2020
written premiumes.
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ORIGINAL CAP CALCUATION
Summary of Proposed 2020 CEA Statutory Expenses/Expense Cap
[projected statutory expense compared to projected statutory cap presented to
Governing Board at December 2019 meeting]

The projected statutory-expense portion of the proposed 2020 budget is $39,710,422,
which is less than the projected 6% cap of $51,000,000:

Projected 2020 written premium: $850,000,000
Statutory operating-expense cap 2020 (percentage) 6%
Statutory operating-expense cap 2020 (dollars) $51,000,000
Approved 2020 operating expense budget $39,710,422
Amount by which 6% cap exceeds proposed budget $11,289,578
REVISED CAP CALCULATION
Summary of Proposed 2020 CEA Statutory Expenses/Expense Cap

[projected statutory expense compared to projected statutory cap presented to
Governing Board at October 2020 meeting]

The projected statutory-expense portion of the proposed 2020 budget is $35,665,765,
which is less than the projected 6% cap of $49,500,000:

Revised Projected 2020 written premium: $825,000,000
Statutory operating-expense cap 2020 (percentage) 6%
Statutory operating-expense cap 2020 (dollars) $49,500,000
Revised Proposed 2020 operating expense budget $35,665,765
Amount by which 6% cap exceeds proposed budget $13,834,235
Governing Board Meeting—05 October 2020 Page 4 of 5
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2020 Mitigation Services Budget — Attachment B is offered to support analysis of the
2020 mid-year Mitigation Services Budget.

e Attachment B: 2020 Mitigation Budget Mid-Year Revision
Attachment B shows the Board-approved 2020 mitigation budget; actual
expenditures through July 31, 2020; and proposed revisions to certain budget
categories for the remainder of 2020, based on anticipated expenditures.

For the remainder of 2020, CEA staff proposes decreasing total budget expenditures by
$177,301, for a total Mitigation Services Budget expenditure of $5,884,511.

Recommendation:

Staff recommends these Board actions:

e Approve the proposed 2020 Insurance Services mid-year revised budget,
including proposed budget augmentation of $9,495,166 to meet additional risk
transfer needs due to an increase in projected 2020 exposure; and

e Direct staff to operate CEA business operations within the total, approved, revised
budgets for Insurance Services and Mitigation Services.
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(a)

(b)

CALIFORNIA EARTHQUAKE AUTHORITY
Insurance Services
Budgeted and Actual Expenditures
as of July 31, 2020

() (d)

(e)

®

Attachment A

(9)

(d=a+b+c) (f=d-e) (g=eld)
Approved 2020 Budget after Augmented & Adjusted Percentage used of
2020 Budget Augmentations Actual Approved Budget (d) vs. Augmented & Adjusted
1/1/2020 Adjustments *  Augmentations® and Adjustments Expenditures Actual Expenditures (e) 2020 Budget

Human Resources:
Compensation and Benefits $ 30,892,048 $  (2,039,588) $ - $ 28,852,460 $ 15,973,994 $ 12,878,466 55.4%
Travel 764,236 (672,606) - 91,630 61,857 29,773 67.5%
Other 524,481 21,325 - 545,806 234,829 310,977 43.0%
Board Meeting 25,000 (5,249) - 19,751 7,251 12,500 36.7%
Administration & Office 1,182,613 (673,785) - 508,828 198,733 310,095 39.1%
EDP Hardware 773,995 90,767 - 864,762 548,024 316,738 63.4%
EDP Software 3,791,752 (294,523) - 3,497,228 1,462,881 2,034,347 41.8%
Telecommunications 396,008 (103,424) - 292,584 155,413 137,171 53.1%
Rent/Lease 1,569,529 (69,513) - 1,500,016 843,660 656,356 56.2%
Compliance 30,000 (15,000) - 15,000 - 15,000 0.0%
Government Affairs 600,000 (392,000) - 208,000 118,000 90,000 56.7%
Insurance 232,560 122,938 - 355,498 63,761 291,737 17.9%
Internal Audit 30,000 (15,000) - 15,000 - 15,000 0.0%
Other 20,600 (6,746) - 13,854 416 13,438 3.0%
Regulatory Expenses 10,000 (5,000) - 5,000 - 5,000 0.0%
Risk Management 67,600 (22,543) - 45,058 35,058 10,000 77.8%
California Wildfire Fund Allocation? (1,200,000) 35,290 - (1,164,710) (664,710) (500,000) 57.1%
Total Statutory Expenditures’ $ 39,710,422 $  (4,044,657) $ - $ 35,665,765 $ 19,039,167 $ 16,626,598 53.4%
Audit Services 121,500 11,500 - 133,000 123,000 10,000 92.5%
Capital Market 212,000 2,387,442 - 2,599,442 2,599,442 - 100.0%
Claims 473,000 (87,639) - 385,361 228,703 156,658 59.3%
Grants 9,210,000 (7,622,744) - 1,587,256 1,223,556 363,700 77.1%
Investment Services 3,560,500 (53,839) - 3,506,661 2,036,528 1,470,133 58.1%
Legal Services 2,324,934 (1,087,793) - 1,237,141 296,807 940,334 24.0%
Loss-Modeling 1,097,806 (84,865) - 1,012,941 470,648 542,293 46.5%
Marketing Services 15,748,750 (12,127,834) - 3,620,916 2,246,571 1,374,345 62.0%
Producer Compensation 85,000,000 (2,500,000) - 82,500,000 49,323,261 33,176,739 59.8%
Participating Insurer Operating Costs 34,654,662 (802,500) - 33,852,162 19,767,132 14,085,030 58.4%
Seismic Related Research 850,000 (740,000) - 110,000 100,000 10,000 90.9%
Engineering Related Research 2,347,000 (2,051,908) - 295,092 (943,908) 1,239,000 -319.9%
Risk Transfer 363,648,800 28,804,837 9,495,166 401,948,803 239,112,571 162,836,232 59.5%
Total Non-Statutory Expenditures $ 519,248,953 $ 4,044,657 $ 9,495,166 $ 532,788,775 $ 316,584,311 $ 216,204,464 59.4%
Total Budget Expenditures $ 558,959,374 $ - $ 9,495,166 $ 568,454,540 $ 335,623,478 $ 232,831,062 59.0%

"Total 2020 Statutory Expenditures of $19.0 million were 3.9% of written premium. This is in compliance with the maximum permitted ratio of 6.0%.
2Reimbursement to CEA from the California Wildfire Fund for incurred expenses.
AAdjustments and Augmentations to meet insurance services end of year projections.
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Mitigation

Budgeted Expenditures and Actual Expenditures
as of July 31, 2020

(b)

()

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

()
(f=d-e)

Attachment B

(9)
(g=e/d)

Approved 2020 Budget after Augmented & Adjusted Percentage used of
2020 Budget Augmentations Actual Approved Budget (d) vs. Augmented & Adjusted
1/1/2020 Adjustments * Augmentations and Adjustments Expenditures Actual Expenditures (e) 2020 Budget

Human Resources:
Compensation and Benefits $ 1,501,398 $ 107,392 $ - $ 1,608,790 $ 972,969 635,821 60.48%
Travel 35,560 (31,367) - 4,193 3,093 1,100 73.77%
Other 19,365 (1,381) - 17,984 3,384 14,600 18.82%
Administration & Office 66,449 (3,817) - 62,632 10,394 52,238 16.59%
Information Technology 840 (490) - 350 - 350 0.00%
Telecommunications 20,500 (3,758) - 16,742 8,198 8,544 48.97%
Rent/Lease 107,600 (10,349) - 97,251 54,082 43,169 55.61%
Other 200,000 (200,000) - - - - 0.00%
Total Operating Expenditures $ 1,951,712 $ (143,770) $ - $ 1,807,942 $ 1,052,120 755,822 58.19%
CRMP Contribution 4,000,000 - - 4,000,000 4,000,000 - 100.00%
Investment Services 9,600 (2,310) - 7,290 3,290 4,000 45.13%
Marketing 500 1,040 - 1,540 1,540 - 100.00%
Engineering - Related 100,000 (32,260) - 67,740 11,156 56,584 16.47%
Total Other Expenditures $ 4,110,100 $ (33,530) $ - $ 4,076,570 $ 4,015,985 60,584 98.51%
Total Expenditures $ 6,061,812 $ (177,301) $ - $ 5,884,511 $ 5,068,105 816,406 86.13%

AAdjustments to meet mitigation end of year projections.

Governing Board Meeting - October 5, 2020
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Governing Board Memorandum

05 October 2020

Agenda Item 11: Chief Risk and Actuarial Officer Shawna Ackerman will
update the Board on the CEA Enterprise Risk Management
Program.

Recommended Action: No action required—information only

The CEA Enterprise Risk Management (ERM) program is focused on monitoring and
managing 12 priority risks:

Financial Risks Insurance Risks Operational Risks Strategic Risks
e Risk Transfer e Policy Contracting e Business Continuity | e Legislative/Regulatory
e Financial and Servicing ¢ IT Systems and Data | e Reputation

Management — e Claim Handling Security

Investments and e Earthquake Science | e Legal — Compliance

Accounting and Modeling and Litigation

o CEA Residential e Workforce
Mitigation Programs

Since a major, damaging earthquake occurring in California is an overarching risk
consideration for CEA, each priority risk in CEA’s ERM program is assessed from both a
normal “steady-state” perspective and a post-earthquake or “stressed” perspective.

The following scorecard represents CEA ERM risk-reporting on these priority risks for
3rd quarter 2020 and includes all activity since the June 11, 2020 CEA Governing Board
meeting. The column “Q3 2020" indicates risk status and whether a risk escalation
occurred during the preceding months. The column named Outlook indicates the
potential future direction of the risk status—as either positive, negative, or stable—until
the CEA Governing Board next meets. The final column is a brief summary of actions
taken and risk-escalation status.

Governing Board Meeting—05 October 2020 Page 1 of 4
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ERM Quarterly Report Status
Priority Risk Q32020 Outlook Activity Last Quarter / Comments

Risk Transfer (] Stable
Financial Management -

Investments and Accounting @ Stable
Policy Sales and Servicing @ Stable
Business Continuity @ Stable
IT Systems and Data Security @ Stable
Legislative/Regulatory o Stable
Claim Handling (] Stable
Legal - Compliance and Litigation [ ] Stable
Reputation (] Stable
Earthquake Science and Modeling [ ] Stable
Workforce (] Stable
Residential Mitigation Programs @ Stable

Legend

@  |No risk checkpoints or limits reached.

FAY Approaching or reached a risk checkpoint.

. Approaching or reached a risk limit.

In September the ERM Committee revised its charter and, on the approval of the CEO,
welcomed Jim Lombard, CEA Chief Administrative Officer, to the committee.
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ERM Risk Status for COVID-19

Appetite
Status  Outlook Mitigation and Activity/Comments
Tolerance
Financial
Risk Transfer . Negative . . Tracking surplus, ratings and market status
Investments () Stable @ () Will see decreases due to interest rate reductions
Accounting () Stable ) () Premium write-offs expected
Insurance
Policy Sales and Servicing] @ Stable @ () Possible longer-term decrease in take-up
Claim Handling () Stable @ () No impact to CEA claims
Earthquake Science and Modeling No i.mpact. Critical vendors have been contacted and are
() Stable () [ ] available
Residential Mitigation Programs ] Stable . . Retrofitting program is underway
Operational
Business Continuity . Stable . . Good monitoring in place. All critical vendors contacted.
IT Systems and Data Security Expecting ar.1d observe'd.increase in phishing; intermittent
@ Stable () () slowdowns in connectivity
Legal - Compliance and Litigation . Stable . .
Workforce () Stable ) () Limited return to 801K
Strategic
Legislative/Regulatory @ Stable () [ ] Monitoring activities
Reputation ) Stable () o Website, messaging

We continue to actively monitor our risks with COVID-19 top of mind. Currently there is
no significant impact on CEA’s business operations or financial position. However, the
impacts may change over time depending on how long the disruptions last. We will
continue to monitor the situation and report changes to the Board.

One significant change since the last report involves the workforce. The Back To 801K
Committee (a Subcommittee of the Business Continuity team) develops criteria and
plans for returning to 801K. At the end of July, the committee presented its plans to the
ERM Committee. The ERM Committee made the following recommendations to the
CEO:

Protocols for returning to work and monitoring are in place. Given such a small
number of employees wish to return, we recommend that CEA continue to
operate on an exception basis, limiting office access to those employees who:

a. Have been pre-approved by their Supervisor;
b. Have need of office space or equipment not otherwise available to them
or which is needed to improve productivity; and
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c. Have agreed to follow the office workplace safety protocols.
No more than 10% of total employees should be in the office each day.

The ERM Committee further recommends that a repeat survey of readiness to
return be conducted in one month following the return of employees.

Any restrictions from State or Local authorities affecting this plan will be
implemented immediately.

The plan has been approved by the CEO. Beginning August 17, a limited number of
individuals have returned to the office.
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Governing Board Memorandum
05 October 2020
Agenda Item 12: Diversity, Inclusion & Belonging Advisory Council.

Recommended Action: No action required—information only.

Background:

In the wake of George Floyd's tragic death on May 25™, 2020, CEO Glenn Pomeroy
directed the creation of a volunteer advisory council to consider what CEA as an
organization could do both internally and externally, to support the extremely important
Black Lives Matter movement. In early June, 23 CEA staff members came together to
discuss this charge, and quickly recognized the need to expand the mission of the Council
to advice CEA on all aspects of diversity and inclusion. The group appointed three co-
chairs, agreed on a vision, and established themselves as CEA's Diversity Inclusion and
Belonging Advisory Council, or DIBAC. DIBAC Co-Chair Lynda Foster will attend the
October 5, 2020 Governing Board meeting to provide a report on the vision, structure,
and activities of DIBAC.

DIBAC Vision:

Ensure a diverse and inclusive work environment that prioritizes equity, racial justice and
belonging for all—through actions, activities, and programs within our company and in
our community.

DIBAC Committees:

Internal Education Internship & Mentoring Employment Practices
Jacqueline Ball, Chair Kwaun Williams, Chair Lynda Foster, Chair
Sarah Sol, Vice Chair Saru Radhakrishnan, Vice Chair Angie Ruckle, Vice Chair
Anna Gallardo D'Angelo Smith Madison Hoang
Charlotte Fadipe Doug Briones Shweta Haight
Craig Merry Jacqueline Ball Windy Kahana
Madison Hoang Stephanie Halpin Aeky Summerell
Stephanie Halpin
Tanya Campbell
Erin Rogers
Governing Board Meeting—05 October 2020 Page 1 of 1
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Governing Board Memorandum

05 October 2020
Agenda Item 13: CEA Catastrophe Response and Resiliency Update

Recommended Action:No action required—information only

Since assuming her new role on June 29, 2020, CEA’s Catastrophe Response and
Resiliency Officer, Laurie Johnson, along with CEA’s Claim Director and additional staff,
temporarily assigned on a part-time basis, are working to integrate and accelerate CEA’s
earthquake response and claims readiness efforts. They aim to have completed their
evaluation and initial implementation of all 12 major recommendations resulting from
CEA's post-Ridgecrest 2019 organizational readiness review and outside review of CEA's
claims process (from event occurrence through reimbursement) by the end of 2020. A
cross-functional executive advisory group is working with the team in reviewing,
prioritizing, and allocating staffing for the implementation of each recommendation for
Q4 2020 and into 2021.

As we have previously shared with the Governing Board, CEA has adopted a more
“Active” claim management philosophy, providing more policy guidance and ensuring
claim handling consistency among CEA'’s participating insurers (Pls).

Some highlights of the team'’s recent and planned activities include:

e Review and update of CEA Earthquake Response Guidelines. CEA is building out
an Incident Command System (ICS) earthquake response framework with
functionally-based teams, including a situational assessment team and enhanced
earthquake response organizational collaboration platform and tools. It also
includes an incident manager and management team functions and a series of
job aids to enhance response cross training for internal staff. As part of the
planning effort, we are also conducting “table-top” discussion-style exercises to
formulate, test, and refine different aspects of the new framework. We are also
using actual earthquake occurrences, such as the M4.5 earthquake that struck the
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Los Angeles region late Friday evening, September 18, 2020, to activate and test
response plans, procedures and tools.

e Enhance the training provided to Pls. In May 2020, CEA and the Applied
Technology Council announced the completion of a multi-year project to develop
improved and expanded Earthquake Damage Assessment and Repair Guidelines
for Residential Wood-Frame Buildings—a two-volume set covering common
earthquake damage to typical one- and two-family, wood-frame dwellings. CEA is
developing comprehensive training programs for claim adjusters, engineers and
other insurance-industry professionals on these guidelines, with online training
modules available on the CEA's website before year-end. CEA has also updated
the PI Claim Manual to incorporate references to the new guidelines and a new
template to improve consistency in how CEA's Pls communicate with
policyholders on a specific type of claim denial. Governing Board approval of the
amendments to the Claim Manual is on the Consent Calendar for this meeting,
and copies are included in the meeting materials.

e Conduct holistic stress testing of claim reimbursement process. In late August
2020, CEA successfully completed a week-long high-volume, bulk claims test to
ensure Pls hosted by Insuresoft are able to transmit claim transactions through
our Centralized Policy Processing (CPP) system. For 2021, we are planning an
end-to-end claim testing exercise with Pls transmitting a large volume of claim
transactions to CEA.

e Enhance claim reimbursement review process. CEA is reviewing its retrospective
claim quality assurance procedures and considering ways to enhance CEA and PI
practices to ensure a comprehensive assessment of PI claim handling and
response following earthquakes.

e Ensure industry-wide capacity and capability to respond to a catastrophic-level
earthquake. CEA also continues to provide leadership and staff support for the
Natural Catastrophe (Nat Cat) Planning Group, an ad hoc group of more than 20
representatives from the CEA, re/insurance industry, including several CEA PIs,
and allied entities. Nat Cat is considering ways to enhance the industry’s response
and policyholder experience following a catastrophic-level California earthquake.
The group’s draft industry response framework focuses on post-earthquake
situation assessment, resource management, and communications within the
antitrust constraints and conditions of such an industry group.
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Governing Board Memorandum

05 October 2020
Agenda Item 14: CEA Centralized Policy Processing CPP - Quarterly Update

Recommended Action: No action required—information only

The CEA CPP Portfolio Manager will present the current status of the Centralized Policy
Processing (CPP) initiative. Status includes:

e The implementation project to onboard Toggle (215 Century Insurance) on CPP
was completed on Monday, August 24, 2020. Toggle launched doing business in
California in January 2020 and the transition to CPP has been seamless. Toggle
represents the tenth participating insurer (Pl) to utilize CPP and is the second
Farmers company, along with Foremost.

e The Farmers CPP implementation project continues to move forward with in-
depth project planning and requirements gathering. CEA, Insuresoft and Farmers
continue to work toward the expected project go-live of June 2021.

e State Farm is engaged in contract reviews with CEA and onboarding will
commence after the execution of contracts. There is no target start date for this
implementation project at this time.

e CEA and Insuresoft conducted the first claims end-to-end test of the Diamond
platform August 24 — 28, 2020. The objectives of the test were to ensure that the
functionality of the software aligned with CEA's policy and to determine if the
platform could handle a high number of claims. The test focused on the first 6 Pls
that adopted CPP: AFI, CSAA, Foremost, Homesite, MAPFRE, and Nationwide. The
test entailed 24K claims submitted with approximately 234K associated
transactions, which included coverage verification, adjusting the claim, payments
and closure of the claims.

e The test identified three minor defects that are being addressed and overall the
results provided confidence in the CPP platform to perform as expected. At the
close of the test, the team conducted a debrief and identified opportunities to
improve inter-departmental communication, streamline hand-offs, and additional
testing scenarios to be incorporated into future tests. This was a foundational test
of the CPP platform and will allow CEA and Insuresoft to conduct additional tests
to focus on higher claims volumes in anticipation of larger Pls using the platform.
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The CPP team will continue to work on improvements and additional planning in
order to effectively and efficiently handle future claims events using the CPP
platform.
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Governing Board Memorandum

05 October 2020
Agenda Item 15A: Mitigation and Research Program Update

Recommended Action: No action required—information only

CRMP Earthquake Brace + Bolt Programs

EBB staff continue to work from home in an effort to slow the spread of COVID-19. While
the issuance of permits and final reviews from building departments and FEMA review of
applications has slowed, CEA has been extremely busy. Since the beginning of the year,
EBB has processed 3,084 applications. Each application has a minimum of 24 documents
and is reviewed a minimum of five times.

EBB Program Statistics for 2020

e 3,084 completed retrofits
e 15,420 (# apps * 5 reviews) completed reviews
e 74,016 (# apps * 24 documents) documents reviewed

The CRMP-funded program, with 1,000 grants available, has 561 retrofits completed, 25
in process and no extensions. This program will remain open while there are FEMA-
funded programs available to allow applicants who started work prior to approval an
opportunity to receive a grant.

All permits (1,000) for the HMGP DR-4308 grant have been filled and approved by FEMA:
990 retrofits completed, 10 in process and no extensions.

The HMGP DR-4344 program (registrations completed in 2019 and 2020), with 6,667
grants available: 1,675 retrofits are completed, 1,693 are in process, 886 have extensions
and 2,401 were accepted into the program in mid-August. The program is available in
355 ZIP Codes.
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Earthquake Brace + Bolt Program 8/24/20 CRMP and CEA

Program Completed In Progress Status
2014-2017 EBB 4,285 N/A Closed
2018 EBB 3,350 N/A Closed
FEMA Napa EBB 84 N/A Closed
CRMP 2019 EBB 561 25 984 transfers

0 extensions
FEMA — HMGP DR 4308 990 10 0 extensions
FEMA — HMGP DR 4344 2019 1,464 343 )

28 extensions
FEMA- HMGP DR 4344 2020 211 1350 A“eptei T(;?'Augu“:

858 extensions

Total 10,945 1,728 N/A

Supplementary EBB Grant Program

CEA is developing a pilot program that will provide supplementary grants to low-income
homeowners in ZIP Codes where the EBB program is available. This program will meet the
requirements of AB 548 (Rodriguez, 2019), which requires outreach to low-income
households, and requires CRMP to set aside at least 10% of any state funds available each
year for the EBB program to provide supplemental grants to homeowners of low-income.

As required by AB 548, the pilot program would provide a supplemental grant to qualified
homeowners on a first come, first served basis equal to 90% of retrofit cost above the EBB
standard grant of $3,000. The homeowner would be responsible for the remaining costs.

Homeowners would be required to provide proof that their median household income was
at or below 80 percent of the median household income in California, which is currently

$75,277. A review of data indicates that retrofits in many EBB ZIP codes with large numbers
of low-income residents would require modest investments by homeowners accepted into

the pilot program:

e The EBB retrofit in some low-income areas has a median cost equal to the maximum

EBB grant of $3,000.

e In many other low-income areas, the EBB retrofit has a median cost around $5,000.

CEA will update the board as the program develops.
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Future Funding Opportunities

CRMP continues to look beyond present funding sources—the primary source hasbeen
the CEA Earthquake Loss Mitigation Fund—for additional funding sources, including
available FEMA HMGP grants.

Current HMGP applications include:

FEMA — Hazard Mitigation Grant Program (HMGP)
e HMGP DR 4407 (EBB Multi-County) $5M was $20M: Currently under FEMA

review — expect approval — received RFI (Request for Information) from
CalOES on April 23,2020, submitted response on Monday, May 11, 2020.

e HMGP DR 4431 (EBB Multi-County) $3M: Application submitted January 13,
2020 — under review — received RFI on February 13, 2020 and submitted
response on March 10, 2020.

e HMGP DR 4434 (EBB Multi-County), $3M: Application submitted January 13,
2020 — under review — received RFI on February 21, 2020 and submitted
response on March 10, 2020. Added to waitlist on 8/11/20.

e HMGP DR 4308 (EBB Multi-County) $1M: CEA will be submitting an updated
application requesting additional funding for 333 retrofits.

CEA Brace + Bolt Program

CEA continues to engage in outreach efforts to CEA policyholders on the benefits and value of
participating in the CEA BB program. Invitations were sent in late June and early July to more
than 6,000 policyholders who have or will see an impact from the second-year implementation
of the rate and form filing. As of August 24, 95 policyholders have responded to the most recent
letter and have registered for the program.

CEA Brace +Bolt Program (08/24/20): CEA BB

Program Completed In Progress Status

Pilot CEA BB 98 N/A Closed
48,694 invited
2019 CEA BB 608 106 485 accepted
38 extensions

TOTAL 614 106 N/A
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Ongoing Research Projects: Guidelines Development
The ATC 110 earthquake-guidelines-development project, first phase, completed on
June 20, 2018. Now called FEMA P-1100, Vulnerability-Based Seismic Assessment and
Retrofit of One- and Two-Family Dwellings, the bulk publication consists of three
volumes:

e Volume 1, Prestandard publication (published October 2019)

e Volume 2, FEMA plan set (published November 2019)

e Volume 3, background documents (completed November 2019)

The second phase of this project consists of developing a training program for
contractors, building officials, and engineers. The training outline has been drafted and
the program is currently being developed. Estimated to be completed Q2 2021.

The third phase will involve CEA working closely with FEMA and the International Code
Council (ICC) to adopt the guidelines as industry standards, which paves the way for
adoption into California’s building code. Additionally, by creating a uniform seismic-
retrofit-design method for homeowners, contractors, and engineers, the new guidelines
will help CEA and others (1) establish and expand incentive programs to encourage
seismic retrofits, such as that of the California Residential Mitigation Program, and (2)
enhance CEA'’s ability to develop and provide suitable mitigation discounts for CEA-
insured homeowners.
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10 September 2020
Agenda Item 15B: CEA Research Program: Projects

Recommended Action: No action required — informational only

Background:

With Governing Board support and approval, CEA launched a new Research
Program in 2017. The program provides for three tiers of funding for multiple
disciplines of research, all relevant to CEA’s mission to provide affordable,
accessible earthquake insurance for those who own or rent residences in
California.

1. Grant Program

Grants for professional and academic development comprise two of the tiers of the
grant program. Projects must be related to earthquake studies, regardless of
discipline, and meet program specifications for focus areas. The grant recipients will
most likely be research specialists, possibly private sector but more likely faculty
employed in public and private universities, within and outside California. In addition
to generating research to inform CEA in its mission and inform the earthquake
community in general, the grants are intended to support and build a new
generation of earthquake-science specialists from many disciplines, including
graduate students and professionals establishing themselves in the field.

Grant contracts would be made with the university, which distributes grant funds to
the ultimate recipient. NOTE: Universities often add substantial overhead costs,
reducing net funds to the researcher—this may have impacts on the grant awards.

CEA Research and Legal Department staff have collaborated on (draft) program
policies and procedures, including best options for contracting with university faculty
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who may be awarded a CEA grant, and are finding the goal more complex than
anticipated.

In addition to the CEA Legal Department, input from CEA Finance and Accounting
will ensure funding requests and distribution meet audit requirements. As well, clear
contracting criteria and a process to administer the contracts and distribute funds

must be set before program launch. As a result, the grant program is projected to
launch in 2021

2. Research Projects

Cripple-Wall-Performance Effects

CEA contracted with the Pacific Earthquake Engineering Research (PEER)
Center in September 2016 to lead the CEA's research project, “Quantifying
the Performance of Retrofit of Cripple Walls and Sill Anchorage in Single
Family Wood-frame Buildings.”

Progress to date on the seven project tasks:
1. Literature Review. Completed
2. Analysis of Building Inventory and Defining Representative “Index
Buildings.” Completed
3. Selecting Ground-Motion Records and Developing Loading
Protocols. Completed
Experimental Program. Completed
Analytical modeling. Completed
Loss Model Calibration Framework. Completed

N o vk

Reporting, including regular progress reports. Ten reports have
been received.

The Project Advisory Team is busy reviewing all documents and submitting
comments back to PEER for revisions. With this project, CEA will have
refined scientific data to inform CEA rate levels and premium discounts.
Project delayed due to COVID-19, projected completion end of Q4.
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CEA Damage-Assessment Guidelines

In 2007 CEA provided major funding for the Consortium of Universities for
Research in Earthquake Engineering (CUREE), whose work produced the
“Assessment and Repair of Earthquake Damage” project—a set of guidelines for
“...a sound technical basis for use by engineers, contractors, owners, the
insurance industry, building officials, and others in the post-earthquake context.
Based on experimental and analytical research and a broad discussion of the
issues involved, the guidelines... ...facilitate improved consistency in the
evaluation of building damage and the associated need for repairs.”

The guidelines were last updated in 2010. As part of CEA’s funding agreement
with CUREE, the guidelines were made available for free PDF download and have
been widely distributed as part of the California Department of Insurance-
required earthquake training for adjusters.

CUREE disbanded in December 2016, leaving a void in maintaining and updating
the guidelines. To ensure guidelines continuity, CEA contracted with Applied
Technology Council (ATC) in May 2018 to update the existing CUREE Guidelines
and to develop companion engineering guidelines. (“Damage Assessment and
Repair Guidelines for Residential Wood-Frame Buildings. Vol. 1 — General, Vol. 2 —
Engineering.”)

This project is now complete. Documents are available for download on the

Insurance Adjusters section of the CEA website and hard copies are available for
purchase through the ATC webstore.

UCERF3 Analysis

The UCERF3 model represents a substantial advancement in science. It is also
compley, yielding more than 250,000 fault-based ruptures—25 times more than
the UCERF2 model.

To deal with the complexity, work is required to identify which of the UCERF3

"

model’s “branches” most influence modeled results.
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Although CEA is not legally obligated to advance the scientific understanding of
seismic risk in California, staff continues to believe that it is in CEA’s best interests
to do so, on a voluntary basis. Seismic research underpins many of CEA’s actions,
such as:
e Developing the structure and cost of innovative insurance products, using
the best available science.
e Understanding the amounts of risk-transfer CEA requires to ensure
coverage needs and policyholder claims.
e Measuring the effects of risk-reduction features on expected policyholder
losses (e.g. to support a more robust hazard-reduction discount).
e Effectively communicating risk to CEA policyholders and other
stakeholders.
e Quantifying the anticipated total cost of a damaging earthquake, using the
CEA's proprietary EARLE process.

Due to COVID-19, a workshop held by Southern California Earthquake Center
(SCEC) to produce a written, proposed plan for UCERF4 has been postponed until
further notice. In the meantime, the team will begin gathering feedback virtually.
— Due Q4 2020.

3. Research Forum

This year's annual Research Forum will be jointly hosted by CEA and PEER, with
primary focus on the CEA/PEER project "Quantifying the Performance of Retrofit
of Cripple Walls and Sill Plate Anchorage in Single-Family Wood-frame Buildings.”
During the forum, we plan to present the findings of the CEA/PEER project and
put those findings into context with the current understanding of single-family
residence seismic risk.

The forum will be a virtual event and is scheduled to be held on Monday, October
26 and Tuesday, October 27.
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Recommendation:

No action required—information only.
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