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CALIFORNIA
EARTHQUAKE
AUTHORITY™

THE STRENGTH

TO REBUILD®

Cadlifornia Earthquake Authority
« History
«  Operational Model
« Challenges
«  Opportunities
Questions?
1. What can we learn from New Zealand?

2. How can California’s public/private partnership for earthquake insurance be
improved?

3. Has earthquake insurance encouraged adoption of other types of loss reduction
measuress
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1984
Mandatory Offer Established

At request
of
the State law mandates wordin
g of offer

insurance industry
earthquake was :
specifically VOUR POLICY DOES NOT bROVIDE COVERAGE
excluded from
HOMEOWn AGAINST THE PERIL OF EARTHQUAKE.
ers
policy.
CALIFORNIALAW REQUIRES THAT EARTHQUAKE
In exch COVERAGE BE OFFERED TO YOU AT YOUR OPTION
ange,
‘;mgg@'g; rselling \WARNING: THESE COVERAGES MAY DIFFER
nsuUrance WS SUBSTANTIALLY “2OM AND PROVIDE LESS
required fo oef;e pROTECTIONTH HE COVERAGE pROVIDED BY
separate er YOUR HOMEOWNERS INSURANCE POLICY THERE
ARE EXCLUSIONS AND LIMITATIONS SUCH AS
OUTBUILDING, SWIMMING POOLS
A ———

earthquake policy.

Call :
alifornia Earthquake Authority
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1994: Northridge Earthquake
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Total Property Damage: $40 Billion
Residential Damage: $20 Billion

Insured Residential Damage: $10 Billion
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In the Aftermath of Northridge

Because they wished to stop writing
earthquake insurance:

most companies ceased writing new
homeowners policies

1996: CEA created to fix broken homeowners
insurance market
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Publicly Managed

CEA Governing Board

Senate Rules Insurance State Treasurer Assembly
Chair Commissioner Speaker
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- Privately Financed
\\\_ <o StateFarm’ Eallfermls Goldcn Eagle

Pla N PROPERTY Insurance
INSURANCE T
Armed Forces Insurance Member of Liberty Mutual Group

OUR MISSION IS YOU.®? FOREMOSTF
INSURANCE GROUP Felisee] Insurance..

- A Liberty Mutual Company W

: " Hyundai Insurance N N

Q7 Opcomme e S S
Insurance CALIFORNIA USAA

‘ EA EARTHQUAKE

AUTHORITY™

MAPFRE
INSURANCE TO REBUILD®

THE STRENGTH

INSURANCE

£on
FARMERS A&
O _4MERCURY
Allstate. .
You're in good hands. AI Iled

[
Homesite :
HOME INSURANCE Cb Crest brook“ ﬁi aNa(ionwid!;rI::r:.:L'achSaney

a Nationwide Insurance® company

g@ Nationwide CommergeWest PROGRESSIVE

is on your side NSURANC
@n marese ¢

@ A MAPFRE coM!
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CEA: A Decade of Slow, Steady Growth

Policies
1000000 -
900000 - 868,660

CEA — As of 5/2015
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The Great California Disconnect

And Yet:

Over 920% of all homes
do not have
earthquake insurance

Scientists agree:
There is a virtual certainty
of a 6.7M or greater
earthquake in California
within the next 30 years.
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Why are so many Californians unprotected?

Over time, people forget

Y~ & False hope for federal
'@* assistance

Confusion about coverage
iIn homeowners policy

~

)

—

California Earthquake Authority

I EQ insurance not
high priority for
some companies

@ Alstat

oooooo Commerce West

INSURANCE

Outdated offer letter

Concern about cost
and value

A ]
\
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Number One Barrier to Purchase

Concern about cost
and value

\"[ ]

1

So what are we doing about ite
Expanding coverage
Lowering rates
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Expanding Coverage
More Options — More Coverage — More Affordable

Structure
Deductible
Personal Property

Loss of Use
No deductible

Emergency Repair

Mitigation Discount

1996: Mini Policy

Full
15%
$5,000

$1,500

5% of covered property:

deductible applies

5%

2016: New Options

Full
5%, 10%, 15%, 20%, 25%
Up to $200,000

Up to $100,000

5% of covered property:
no deductible on first $1,500

5%. 10%, 20%




CEA Premium Estimator for 2016

N
TEN AL '6 % 5 oM
T ESTRIATID)

RREm O

ted Annual Premium
1

5179

s B

AKE A CHANGE

Launching Fall of 2015

From the provider that gives customers the strength to rebuild,
comes a new app that gives them strength to control their earthquake coverage.
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Lowering Rates

1/1/16
*CEA Premium Estimates
$1,600
$1487
Premium increase without
$1.400 rate reductions
1996-2016: Reconstruction
$1,200 costs up 160%
$1,000
23% Rate . . . 10% Rate
Decrease Premium increase with rate Decrease
reductions
$800 < y < y
$576 AN
$600 12.5% $7OO
. . Rate
_./ \r Without rate reductions, Decrease
$400 119% Rate CEA premiums would be
Decrease twice as high
$200

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Average policyholder premium without rate reductions
Average policyholder premium with Rate reductions
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Effective 01/2016: Mandatory Offer Reform

“Your residential property insurance policy does not cover earthquake damage to your
home or its contents.

To cover earthquake damage to your home and its contents you need to purchase a R e p | O C i n g 1- h e 30 —ye O r— O | d ,

separate earthquake insurance policy. The coverage provided by an earthquake
insurance policy is different from, and typically more limited than, the coverage

oy o gy e . confusing, ineffective notice

California law requires insurance companies to offer earthquake insurance in
conjunction with a residential property insurance policy. If you do not accept the
offer of earthquake insurance below within 30 days of the mailing of this notice, your
insurance company shall presume that you have not accepted this offer of earthquake
insury

Participating Insurance Company Logo/Letterhead
Youi

Important Information About Farthquake Insurance

with a vastly improved offer lefter

Thank you for choosing (P! Company Name) to satisfy your home-insuranc

It’s important for you to know that your home-insurance policy from (P/ Ca
Name) does not cover earthquake damage, and post-earthquake governm|
grants or loans may not offer all the financial protection you need.

In addition, CEA PI's will
provide a YCEA message” to
all of their insureds each year
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1. What can we learn from New Zealand?

S

September2010-7.1 M
February 2011 - 6.3 M

Devastating earthquakes sitrike Christchurch
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Christchurch will Recover Because...

New Zealand Government provides a public
backstop for earthquake insurance

As a result, Earthquake insurance is much more
affordable

Take-up of residential earthquake insurance is nearly
100%

New Zealand earthquake commission (EQC) has
funded the rebuilding of over 66,000 homes
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www.eqgc.govt.nz/

About EQC  Our Advertising News Careers Staff Contactus Search this site

WHAT WE DO BE PREPARED GET HELP NOW CLAIMS RECENT EVENTS CANTERBURY

N\

98%

of full repalrs completed, or underway, for the 68,500
homesin tre Canterbury Home Repair Programme

Y
.

Canterbury Home
Repair Programme

More progress updates »

2 3 8 6 Full repairs to do or underway
'
6 6 8 7 Completed home repairs as at
7 26 June 2015

California Earthquake Authority
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http://www.eqc.govt.nz/

2. How can California’s public/private partnership for
earthquake insurance be improved?

Put more public
INn public/private partnership
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CEA Claim-Paying Capacity

As of 1/1/2015

CEA Claim- Paymg Capacity

2nd AL
$1.65B

Revenue Bonds $662M

State law requires CEA rates to be actuarially
sound.

Rating agencies require CEA claim paying
capacity to be sufficient for a 1 in 450 year loss.
Risk-Transfer

$4.5B Best available science plus input from 3 major
modeling firms determine amount of claim-
paying capacity required.

Capital Amount of required claim-paying capacity
$4.7B determines how much reinsurance is needed.

Total: $11.8B
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A Costly Reliance on Reinsurance

As of 1/1/2015

CEA Claim- Paymg Capacity

2nd AL Since Inception: 40% of CEA-Policyholder Premium

$1.658 has been spent on reinsurance
Revenue Bonds $662M

Earthquake insurance premium:
Paid by CEA policyholders to CEA.......... $9.0 Billion

Risk-Transfer
$4.5B

Reinsurance premium:
Paid by CEA toreinsurers....................... $3.7 Billion

Reinsurance claims:
Paid by reinsurers to CEA......cccoeeeeviniinn... $250,000

Capital
$4.7B

Reinsurance costs are a significant
Total: $11.88 driver of CEA rates
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A Concept to Lower Reinsurance Costs
A post-event borrowing layer backed by a public guarantee

As of 1/1/2015
CEA Claim- Paylng Capacity Concept
New AL $ M

ond |AL Significant reinsurance
$1.65B Ccost savings

Revenue Bonds $662M Post-Event Borrowing .
$18 Savings would be passed

Revenue Bonds $662M on to policyholders

Risk-Transfer
$4.5B

Risk-Transfer

$3.58 Borrowing would be

repaid from policyholder
premium

Probability of borrowing
less than 0.4%

Capital Capital . .
4.7B Public guarantee insures
$4. $4.78 :
access to private debt
markets

Total: $S11.8B Total: $11.8B
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3. Has earthquake insurance encouraged adoption of
other types of loss reduction measures?

Absolutely

EARTH
+

E Funds To Strengthen Your Foundation ®
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CEA Mitigation Fund

« Established to help all Californians strengthen their
homes against damaging earthquakes.

* Financed annuadlly by CEA’s investment income of 5
percent or $5 million, which ever is lower.

« Currently $25 million is available.
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California Residential Mitigation
Program (CRMP)

« Joint Powers Authority
— California Earthquake Authority (CEA)

— Governor'’s Office of Emergency Services (Cal
OES)

CALIFORNIA
EA EARTHQUAKE
AUTHORITY™

THE STRENGTH

o Cal OES

GOVERNOR'S OFFICE
OF EMERGENCY SERVICES

TO REBUILD"
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CALIFORNIA
EARTHQUAKE
AUTHORITY™

THE STRENGTH

TO REBUILD"®

CEA Mitigation Program

Guidelines - Research : Incentives
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Mitigation

mit-i-ga-tion/ mite gaSHean/
Noun: The action of reducing the
severity, seriousness, or painfulness of

something.
Earthquakes
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Over 100 Red-Tagged Houses After
2014 South Napa Mé.0 Earthquake
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Population 79,000 27,758 Houses 500 yellow tagged 800 damaged
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Damage to Cripple Wall Houses in
Souh apa Earthquake
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> 1.2 Million Vulnerable Houses in California
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Seismic Retrofit Works
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Seismic Retrofit Works

e Homeowner remadains in
the home during recovery

« Damage is mostly
cosmetic (patch and
paint)

« Cost savings is substantial
$10,000s to $100,000s just
to put the house back on
the foundation
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Guidelines - ATC 110 Prestandard

(document intended to be adopted into code)

ATC EEO
Plan for development of a P | O n .|: O r

prestandard for evaluation
e ctees < development of
~ T~ a prestandard
for evaluation
and retrofit of
wood light-
frame dwellings

OTC Applied Technology Council

Funded by
alifornia Earthquake Authority
In cooperation with
Federal Emergency Management Agency

W™

\ N
In cooperation with FEMA
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Research - 2014 South Napa
Mé.0 Earthquake

?

What happened
- to your house

5 = durmg the South

18 Napﬂ Earthquake?
x J QE}

Aha\i:- appened
toyou house
.gurlng\:heis uth
\ I\ﬁlpa Earthq‘lake’?
R & A\

- WE WANT
TO KNOW!

\

7
|

 Phase 1 - Online questionnaire

The CEA is conducting an online survey to find out
what types of damage happened to your house in
the earthquake.

* Received over 600 responses i
) S$25 gift card!

G Lo Just a few minutes of your time can help us improve

What happened to you r house : gal})tgl:calﬁ;si(go;g;l;ég-protect your home from future
du rlng the SOUth Na a Ea rthquake" _ Hurry, the survey ends March 15, 2015.
A g El sondeo también esta disponible en espariol.

See the back of this fiyer for information on how to earn an additional $50 gift card!

Sponsored by In cooperation with
_C EATTED- e
TO CITYof NAPA

coto EQsurvey.org
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Count

Research - South Napa Earthquake

Figure 1. Response count by reported age of house.
140

120

100

80

60

40

20 :I I I

AR .
Before1900 1900-1909  1910-1919  1920-1929  1930-1939  1940-1949  1950-1959  1960-1969  1970-1979  1980-1989  1990-

California Earthquake Authority

July 10,2015 37




400

350

300

250

Count
()
()

150

100

50

Research - South Napa Earthquake

Figure 2. Response count by reported type of foundation.

T
Raised perimeter Raised perimeter Raised perimeter Wood posts Concrete (slab on Other No Answer
concrete masonry or brick stone grade)
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Research - South Napa Earthquake

Figure 3. Count of respondents reporting house was retrofitted

prior t}t»l-rhé{gust 24, 2015 earthquake.

/

\

WAS YOUR HOUSE

THE EARTHQUAKE?
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Research - South Napa Earthquake

Phase 2 - Site Visit / Interview:

« Confirm responses

« Confirm what a “retrofit”
IS orisn’t

« Get additional

information about refrofit
decisions
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Research - Mitigation Discount

Quantification of
the Damage
Effects of Retrofit
of Cripple Walls
and Sill
Anchorage in
Single Family
Wood-Frame
Buildings

California Earthquake Authority

RFP #08-14 TITLE

CALIFORNIA
EARTHQUAKE
AUTHORITY ™

THE STRENGTH
TO REBUILD’

Request for
Qualification and Proposals

tification of the Damage Effects of Retrofit of Cripple Walls and

Sill Anchorage in Single Family Wood-frame Buildings
(Phase-E: Development of Fragiiity Function Modification Facters)

RFP 08-14
Date: January 5, 2015

July 10, 2015
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Research - Mitigation Discount

« Contract with program
manager under
development

* Analytical (computer)
modeling

« Element testing (walls,
materials, etc.)
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Incentives - CEA
Loss Mitigation Fund

e Createdin 1996

« Grows by 5% of investment income
($S5M max) each year

« 2015 - Approx. $24 Million
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California Residential
Mitigation Program (CRMP)

Managed jointly by the CEA and CalOES through @
Joint Powers Agreement

THE STRENGTH
TO REBUILD®
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CRMP - First Incentive Program

EARTH
+

E. Funds To Strengthen Your Foundation ®
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Earthquake Brace + Bolt:
Funds to Sirengthen Your Foundation

o -~
Y
o
»’ .
y

* Reimburse Up to $3,000

* Qualifying EBB Houses
— In program zip codes
— Constructed pre-1979
— Low slope site

e 2015: Seven Cities and
28 Zip Codes

— Oakland, San Francisco, San Leandro, Los Angeles, Pasadena, Santa
Monica, Napa

— Goal: 650 retrofits
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2015 EBB Numbers

« 130 Completed
Retrofits

e 173 Permits

« 200-plus FEMA-
Trained
Contractors

N
/N EARTHQUAKE
[ &+ |BRACE+BOLT
T Funds To Strengthen Your Foundation @
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EarthquakeBraceBolt.com

Watch the EBB Program in Action

F Funds To Strengthen Your Foundation e

A
ep
Ade= AA

Homeowners Contractors Building Officials
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EBB — Additional Funding

« July 2015 - State of California General
Fund - $3 Million (State tax exemption)

« Applied for FEMA HMGP for Napa -
$300,000

« Applying for FEMA PDMG for Napa -
$250,000
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Questions?
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