
 
 
 
 
 
 

BOARD OF DIRECTORS MEETING (OPEN) 
 
 
 
 
 

AGENDA ITEM 13a 
 
 
 
 
 

ATTACHMENT 13a-I 
 
 
 
 
 

MINUTES OF JANUARY 15-16, 2009 OPEN MEETING OF THE BOARD OF 
DIRECTORS 

 
 
 

PRESENTED BY:  Jeanne Cain 
 
 
 
 

March 13, 2009 



STATE COMPENSATION INSURANCE FUND 
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The Board of Directors of State Compensation Insurance Fund met on January 15-16, 
2009 in the Milton Marks Conference Center, State Building, 455 Golden Gate Ave, San 
Francisco, California. 
 

JANUARY 15, 2009 
 
AGENDA ITEM 1: CALL TO ORDER AND ROLL CALL 
The meeting was called to order on January 15, 2009 at 4:30 p.m. and the following were 
present:  Jeanne L. Cain, Chair; Sheryl A. Chalupa; Sen. Michael J. Machado; Vincent E. 
Mudd; Francis E. Quinlan; Steven L. Rank; and nonvoting member John C. Duncan.     
 
Also present: President and CEO Janet D. Frank; Chief Financial Officer Jay Stewart; Carol 
R. Newman, General Counsel and Corporate Secretary; Judith D. Sapper, Assistant Chief 
Counsel and Assistant Secretary; and Randall Keen, Esq. of Manatt Phelps & Phillips. 

AGENDA ITEM 2: ANTITRUST ADMONITION 
Ms. Cain called attention to State Fund's Antitrust Admonition which is included in each 
member's agenda: 
 
"Certain information discussed and disseminated at State Fund Board of Directors' Closed 
Sessions may be confidential and proprietary to State Fund.  Board members should not 
share or discuss information pertaining to the operation of State Fund with representatives 
from other workers’ compensation insurers, even if that information is intended to be, or is 
already, public.  For example, Board members should not discuss rate-making or other 
financial information with representatives of other insurers, including proposed rates, merit 
rating plans, premium discounts, surcharges or dividends.  Board members also should 
refrain from discussing broker commission payments or commission plans with other 
insurers.  To do so may create the impression of collusion between insurers, which could 
result in civil and/or criminal charges being filed against the Board member and State Fund 
for alleged violations of state and federal antitrust laws." 
 
AGENDA ITEM 3: PUBLIC COMMENT ON APPROPRIATENESS OF CLOSED SESSION 
FOR ITEMS 5 THROUGH 8 
Ms. Cain requested public comment of which there was none. 
 
The meeting convened immediately into Closed Session and reconvened at 11:05 a.m. on 
January 16, 2009 into Open Session. 
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JANUARY 16, 2009 

 
AGENDA ITEM 1: CALL TO ORDER AND ROLL CALL 
The meeting came to order at 8:30 a.m. and the following were present:  Jeanne L. Cain, 
Chair; Sheryl A. Chalupa; Daniel M. Curtin; Sen. Michael J. Machado; Vincent E. Mudd; 
Francis E. (Frank) Quinlan; Steven L. Rank; and nonvoting member John C. Duncan.   
 
Also present: President and CEO Janet D. Frank; Executive VP Jim Neary; Chief Financial 
Officer Jay Stewart; Carol R. Newman, General Counsel and Corporate Secretary; Judith 
D. Sapper, Assistant Chief Counsel and Assistant Secretary; and Randall Keen, Esq. of 
Manatt Phelps & Phillips (9:00 a.m.). 

AGENDA ITEM 2: ANTITRUST ADMONITION 
Ms. Cain read State Fund's Antitrust Admonition as read on January 15, 2009. 
 
AGENDA ITEM 3: PUBLIC COMMENT ON APPROPRIATENESS OF CLOSED SESSION 
FOR ITEMS 4 THROUGH 8  
Ms. Cain requested public comment.  State Fund employee Mr. Skeet Stahmer submitted 
written comments to attach to the minutes regarding Item 7, IT Strategy. 
 
The meeting convened immediately into Closed Session. 
 
AGENDA ITEM 4: REINSURANCE RENEWAL STATUS  Closed Session. 
 
AGENDA ITEM 5: CLAIMS AND LEGAL LITIGATION STRATEGY  Closed Session; 
deferred to March Board of Directors agenda. 
 
AGENDA ITEM 6: COMPETITIVE INVESTMENT STRATEGY Closed Session. 
 
AGENDA ITEM 7: IT STRATEGY Closed Session. 
 
AGENDA ITEM 8:  PERSONNEL PERFORMANCE AND EVALUATION  Closed Session. 
 
AGENDA ITEM 9: CALL TO ORDER AND ROLL CALL 
The meeting was called to order at 11:05 a.m. and the following were present: Jeanne L. 
Cain, Chair; Sheryl A. Chalupa; Daniel M. Curtin; Sen. Michael J. Machado; Vincent E. 
Mudd; Francis E. (Frank) Quinlan; Steven L. Rank; and nonvoting member John C. 
Duncan.   
 
Also present: President and CEO Janet D. Frank; Executive VP Jim Neary; Chief Financial 
Officer Jay Stewart; Carol R. Newman, General Counsel and Corporate Secretary; Judith 
D. Sapper, Assistant Chief Counsel and Assistant Secretary; and Randall Keen, Esq. of 
Manatt Phelps & Phillips. 

Ms. Cain introduced and welcomed the new members of the Board of Directors, Senator 
Michael J. Machado, Daniel M. Curtin, and Steven L. Rank.  
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AGENDA ITEM 10: ANTITRUST ADMONITION 
Ms. Cain referred the Board Members to State Fund’s Antitrust Admonition as read on 
January 15, 2009. 
 
AGENDA ITEM 11: INTRODUCTIONS 
Introductions of the Board were made during roll call. 
 
AGENDA ITEM 12:  CONSENT CALENDAR 
The consent calendar consisted of the following items: Approval of Open Minutes of Board 
Meeting of November 21, 2008; and Approval of Retirement Resolutions 859-861.  Retiring 
Executive Committee or Board Members or employees serving over 30 years were 
recognized in three (3) resolutions attached hereto and incorporated as a part of these 
minutes: 
Resolution No. 859 in appreciation of James A. Santangelo, thanking him for serving State 
Fund at the Board Member level with distinction; 
Resolution No. 860 in appreciation of David H. West, Vice President and Member of the 
Executive Committee, thanking him for serving State Fund with distinction for more than 
twenty-eight years; and 
Resolution No. 861 (as amended) in appreciation of Judith A. Westfall, thanking her for 
serving State Fund with distinction for more than thirty years 
 

MOTION:  Mr. Quinlan Second: Ms. Chalupa 
 
To approve the Open minutes of the November 21, 2008 Board Meeting and 

Retirement Resolutions 859-861. 
 

AYES:  7 NOES:  0  Motion carried. 
 

AGENDA ITEM 13: PRESIDENT’S REPORT 
Ms. Frank introduced Christina Baker, Executive Officer of the Commission on Health and 
Safety and Workers’ Compensation (CHSWC) and Lachlan Taylor, Workers’ Compensation 
Judge, for a briefing on workers’ compensation fraud.  Ms. Baker and Mr. Taylor made a 
detailed and thorough presentation on the extent and varieties of workers’ compensation 
fraud, research and current studies, and significant findings of medical payment errors, 
uninsured employers, underreporting of injuries to and by insurers, misreporting of payroll 
and split class codes, and premium avoidance.  An Advisory Task Force formed by the 
Insurance Commissioner with a Workers’ Compensation Working Group generated anti-
fraud recommendations to implement or seek legislation to implement, including (i) 
disclosure and publication of employers’ workers’ compensation coverage; (ii) increased 
civil and criminal penalties for premium fraud and willful failure to carry insurance; and (iii) 
further research into medical billing practices, misuse of the independent contractor 
designation, and coverage fraud in temporary help and professional employment agencies.  
Board members asked questions about reduction of employer fraud.  Ms. Cain requested 
public comment, of which there was none. 
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Mr. Neary then presented the status of State Fund’s reinsurance renewal, reporting 
contracts were signed for renewal on January 1, 2009 for natural catastrophe and terrorism 
coverage with a $300M retention per coverage, representing the same level of risk as in 
2008, and a total premium cost of $43,500,000 (equating to approximately 2.5% of State 
Fund’s projected 2009 gross earned premium).  Board members asked questions about 
reinsurer defaults and Mr. Neary noted that State Fund eliminated a potential reinsurer 
because of concerns over finances and that the A.M. Best rating of the remaining 
reinsurers is still greater than an A rating.  State Fund was able to reduce the reinsurance 
rates while expanding the terms of coverage.  Ms. Cain requested public comment of which 
there was none.   
 
AGENDA ITEM 14: RATIFICATION OF INVESTMENT TRANSACTIONS 
Mr. Stewart reported that the Investment Committee approved the investment transactions 
for October 1, 2008 to November 30, 2008.  Ratification of Bond Transactions:  Forty-two 
(42) bonds were purchased from October 1, 2008 to November 30, 2008, totaling 
$1,209,184,373 and twenty-six (26) were sold totaling $885,000,000.  The following action 
was taken: 
 

MOTION:  Mr. Mudd  Second:  Mr. Quinlan 
 

To ratify the October-November 2008 bond transactions. 
 

AYES:  7 NOES:  0  Motion carried. 
 
There were no Short-Term Investment Transactions to ratify.  The report of fourteen (14) 
long-term investments totaling $220M in compliance with State Fund’s investment 
guidelines at the time of purchase but no longer in compliance as of November 30, 3008 
was presented.  Ms. Cain requested public comment, of which there was none.  The 
following action was taken: 
 
 MOTION:  Mr. Mudd Second:  Ms. Chalupa 
 
 To ratify the Compliance Report for October-November 2008. 
 
 AYES: 7 NOES:  0  Motion carried. 
 
AGENDA ITEM 15: COMMITTEE REPORTS 
Mr. Mudd presented the Investment Committee update, noting $978M was budgeted for 
investment income and that State Fund achieved an approximate net result of $900M, with 
the portfolio AA+ rated and an approximate 4.9% average book yield.   
 
Mr. Quinlan presented the Audit Committee update, reporting that State Fund is on 
schedule with its audit plan and briefing members on future governance training for staff 
and Board Members, presentations by State Fund Executives for risk identification in their 
functions, and the discussions with external auditor KPMG who attend each Audit 
Committee meeting.  Ms. Cain requested public comment of which there was none. 
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AGENDA ITEM 16: UPDATED YEAR-END FINANCIAL FORECAST 2008 
Mr. Jay Stewart made an oral report of forecast budgeted and actual premiums, losses and 
expenses for 2008, noting final figures will not be available until February and will be 
presented at the March Board meeting.  He reported 2008 direct written premium was 
expected to be $1.72B versus budgeted $1.6B, and compared to $2.3B in 2007.  Net 
earned premium for 2008 is forecasted at $1.64B versus budgeted $1.56B, and compared 
to $2.28B in 2007.  Net premiums charged off is forecasted at $88M for 2008 versus 
budgeted $36M, and compared to $49M in 2007.  
 
Loss, loss adjustment expense, and other underwriting expenses are still projected to 
approximate the numbers presented at the November Board meeting, with the loss ratio at 
75%, tracking the budget, the loss expense ratio at 35.6% versus budgeted 30.1%, and the 
underwriting expense ratio of 36.2% tracking at budget.  There is a projected 148% 
combined ratio, of which 10% is from the change in governmental accounting rules for the 
State of California for liability for post-retirement medical benefits that resulted in an 
unexpected expense to State Fund of $165M for 2008.  Without this charge, the projected 
loss adjustment expense and other underwriting expense would be slightly under budget. 
Net investment income before gains, losses, and impairments is projected to be $990M for 
the year versus budgeted $978M.  Net gains, losses, and impairments are expected to 
result in a net reduction of net investment income of $91M, representing less than 0.5% of 
State Fund’s portfolio.  State Fund generated nearly $1B in investment income for the year 
with average portfolio credit quality at AA1/Aa+, and a projection that State Fund’s assets 
will exceed liabilities by approximately $5.1B.   
 
Net income for the year is projected to be approximately $86.5M, slightly higher than 
presented at the November Board meeting but below the budgeted $341.4M.  The variance 
from the budget resulted from the $165M post-retirement medical benefits charge from the 
accounting rule change and the unexpected impairment of State Fund’s investment 
holdings in Lehman bonds. Ms. Cain requested public comment of which there was none. 
 
AGENDA ITEM UPDATE #17:  CHAIR’S REPORT & RECRUITMENT OF NEW BOARD 
MEMBERS 
Ms. Cain reported that Member James Santangelo had resigned from the Board effective 
November 19, 2008 and recognized Mr. Santangelo with appreciation for his services.  The 
following action was taken: 
 

MOTION:  Mr. Mudd Second:  Mr. Quinlan 
 

To accept the resignation of James Santangelo effective November 19, 2008. 
 

AYES:  7 NOES:  0 Motion carried. 
 
Ms. Cain noted the appointment of the three new voting Board Members, Steven L. Rank, 
Sen. Michael J. Machado, and Daniel M. Curtin and reported that recruitment of new 
members is ongoing to fill the four remaining vacancies.  The particulars of the three new 
appointments are as follows.  Mr. Rank was appointed on January 13, 2009 by Governor 
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Schwarzenegger for a term expiring January 13, 2014.  The oath provided by the governor 
was administered by a Notary Public on January 14, 2009 and submitted at the Board 
meeting on January 15.  A second oath for State Fund was administered by Ms. Frank on 
January 15, 2009 before the Closed Session of the Board meeting.  Senate Pro Tempore 
and Rules Committee Chair Darrell Steinberg appointed Sen. Machado on January 7, 2009 
for a term expiring January 1, 2013.  On January 15, 2009 prior to the start of the Closed 
Session Board meeting, Ms. Cain administered the oath provided by the Senate Rules 
Committee and Ms. Frank administered a second oath for State Fund.  Mr. Curtin was 
appointed on January 15, 2009 by Governor Schwarzenegger as the member from 
organized labor for a term expiring January 15, 2012.  The oath from the governor and a 
second oath for State Fund were administered by Ms. Cain and Ms. Frank, respectively, on 
January 16, 2009 before the start of the Board meeting.     
 
Ms. Cain discussed the formation of a Governance Committee, required by the new 
legislation affecting State Fund’s Board, and the need to move some of the Audit 
Committee’s duties to the Governance Committee as determined by the Chair and the 
General Counsel.  The Board discussed the composition of the Governance Committee 
and the Audit and Investment Committees, including alternate members.  The Audit 
Committee will comprise Mr. Quinlan, Chair, Mr. Mudd, Mr. Rank, and Ms. Chalupa as 
alternate.  The Investment Committee will comprise Mr. Mudd, Chair, Mr. Quinlan, Sen. 
Machado, and Mr. Rank as alternate.  Ms. Cain will chair the Governance Committee, with 
members Mr. Curtin and Ms. Chalupa and Sen. Machado as the alternate.  Ms. Cain 
requested public comment of which there was none.  The following action was taken: 
 

MOTION:  Mr. Mudd Second:  Mr. Curtin 
 

To adopt the Committee memberships and alternates as presented. 
 

AYES:  7 NOES:  0 Motion carried. 
 
AGENDA ITEM 18: BOARD MEMBER REPORTS 
No members presented any reports.  Ms. Cain requested public comment, of which there 
was none. 
 
AGENDA ITEM 19: PROPOSALS AND SUGGESTIONS FOR MARCH 2009 AGENDA 
Board members requested a standing presentation on California’s economic outlook and 
impact on State Fund and suggested topics such as responsible use of State Fund’s 
administrative fees, a report from Conning Investment Advisors on State Fund’s annual 
performance and the state of the market, a published study on Collective Bargaining 
Agreement programs, and a presentation by CHSWC or CWCI on calculating and updating 
experience modifications.  Ms. Cain requested public comment, of which there was none. 
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AGENDA ITEM 20: PUBLIC COMMENT 
Ms. Cain requested public comment, of which there was none. 
 
The next regularly scheduled Board meeting will begin on Thursday March 12, 2009 at 4:00 
p.m. for a Closed Session at the Milton Marks Conference Center, 455 Golden Gate Ave, 
San Francisco and will resume there at 8:30 a.m. on Friday March 13, 2009 with the Open 
Session to begin at 11:00 a.m. 
 
ADJOURNMENT 
There being no further business, upon motion by Ms. Chalupa, seconded by Mr. Mudd, and 
unanimously approved, Ms. Cain adjourned the meeting at 12:15 p.m.    
 
 
Attachment 
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