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State of Wisconsin / OEEICE OF THE COMMISSIONER OF INSURANCE

125 South Webster Street ¢ P.O. Box 7873

Scott Walker, Governor Madison, Wisconsin 53707-7873
Theodore K. Nickel, Commissioner Phone: (608) 266-3585 o Fax: (608) 266-9935
March 4' 2015 E-Mail: ociinformation@wisconsin.gov

Wisconsin.gov Web Address: oci.wi.gov

Honorable Theodore K. Nickel
Commissioner of Insurance
State of Wisconsin
125 South Webster Street
Madison, Wisconsin 53703
Commissioner:
In accordance with your instructions, a compliance examination has been made of

the affairs and financial condition of:

PACIFIC STAR INSURANCE COMPANY
San Diego, California

and this report is respectfully submitted.

I. INTRODUCTION
The previous examination of Pacific Star Insurance Company (hereinafter referred to
as the company) was conducted in 2010 as of December 31, 2009. The current examination
covered the intervening period ending December 31, 2013, and included a review of such 2014
transactions as deemed necessary to complete the examination.
The examination was conducted using a risk-focused approach in accordance with

the NAIC Financial Condition Examiners Handbook, which sets forth guidance for planning and

performing an examination to evaluate the financial condition and identify prospective risks of an
insurer. This approach includes the obtaining of information about the company including
corporate governance, the identification and assessment of inherent risks within the company,
and the evaluation of system controls and procedures used by the company to mitigate those
risks. The examination also included an assessment of the principles used and significant

estimates made by management, as well as an evaluation of the overall financial statement



presentation and management’s compliance with statutory accounting principles, annual
statement instructions, and Wisconsin laws and regulations.

The examination was not conducted concurrently with the company’s parent, Anchor
General Insurance Company (hereinafter referred to as AGIC), a California insurer, as the
California Department of Insurance examined AGIC before the start of planning. The
examination was coordinated between the states of California and Wisconsin and work performed
by the California Department of Insurance was reviewed and relied upon where deemed
appropriate.

The examination consisted of a review of all major phases of the company's
operations and included the following areas:

History

Management and Control

Corporate Records

Conflict of Interest

Fidelity Bonds and Other Insurance

Employees' Welfare and Pension Plans

Territory and Plan of Operations

Affiliated Companies

Growth of Company

Reinsurance

Financial Statements

Accounts and Records

Data Processing

Emphasis was placed on the audit of those areas of the company's operations
accorded a high priority by the examiner-in-charge when planning the examination. Special
attention was given to the action taken by the company to satisfy the recommendations and
comments made in the previous examination report.

The company is annually audited by an independent public accounting firm as
prescribed by s. Ins 50.05, Wis. Adm. Code. An integral part of this compliance examination was
the review of the independent accountant's work papers. Based on the results of the review of
these work papers, alternative or additional examination steps deemed necessary for the
completion of this examination were performed. The examination work papers contain

documentation with respect to the alternative or additional examination steps performed during

the course of the examination.



Independent Actuary's Review

An independent actuarial firm was engaged under a contract with the Office of the
Commissioner of Insurance. The actuary reviewed the adequacy of the company’s loss and loss
adjustment expense reserves. The actuary’s results were reported to the examiner-in-charge.

As deemed appropriate, reference is made in this report to the actuary’s conclusion.



Il. HISTORY AND PLAN OF OPERATION

The company was organized as Greatway Insurance Company, a stock property and
casualty company under ch. 611, Wis. Stat., on August 3, 1987, and commenced business on
August 29, 1987. lts initial capitalization was provided by its parent and sole stockholder,
Heritage Mutual Insurance Company, which subsequently changed its name to ACUITY, A
Mutual Insurance Company (hereinafter referred to as ACUITY).

On December 31, 2006, the company was sold to Anchor General Insurance
Company, a California company. The stock purchase agreement for the sale included an
amendment to the company’s reinsurance agreement with its former parent, ACUITY, which
maintains the 100% quota share reinsurance coverage with ACUITY for all company claims on
policies written prior to January 1, 2007; no direct business was written by the company as an
ACUITY affiliate after June 1, 2000.

The company has no employees. Significant additional support, including personnel,
office facilities, and general administrative services, are provided by the company’s parent, AGIC,
and affiliate Anchor General Insurance Agency, Inc. (hereinafter referred to as AGIA). The
majority of operations are conducted in accordance with the business practices and internal
controls established by these affiliated companies. All expenses for shared arrangements are
initially paid by the parent. Expenses other than taxes are then allocated on the basis of budget
center utilization estimates and time studies. Intercompany balances with affiliates are created in
the normal course of business, with settlements generally made on a monthly basis.

The company, which ceased to accept any new business on June 1, 2000, began
writing business again in March 2008 under its new name and ownership.

In 2013, the company wrote direct premium in the following states:

Washington $3,548,864 95.7%
Oregon 132,955 3.6
Arizona 25,882 0.7
Total $3,707,700 100.0%

The only products offered by the company include nonstandard automobile liability

and physical damage coverage. These products are marketed through one primary agent, its



affiliate, AGIA, in addition to 38 carrier-appointed agents in the state of Washington which are
paid commissions by AGIA.
The following table is a summary of the net insurance premiums written by the

company in 2013. The growth of the company is discussed in the “Financial Data” section of this

report.
Direct Reinsurance Reinsurance Net
Line of Business Premium Assumed Ceded Premium
Private passenger auto
liability $2,148,196 $0 $1,114,575 $1,033,621
Auto physical damage 1,559,503 _ 807,773 751,730
Total All Lines $3,707,699 $0 $1,922,348 $1,785,351



. MANAGEMENT AND CONTROL

Board of Directors

The board of directors consists of three members who are each elected annually.
Officers are elected at the board's annual meeting. Members of the company's board of directors
may also be members of other boards of directors in the holding company group. The board
members currently receive no additional compensation for serving on the board.

Currently the board of directors consists of the following persons:

Name and Residence Principal Occupation Term Expires

Abe Badani President and Chief Executive Officer 2015
Rancho Santa Fe, California

Angie Van Cleaf Chief Financial Officer and Vice President 2015
Encinitas, California

Susan Stokes-Gibson Vice President — Underwriting 2015
Poway, California

Officers of the Company

The officers serving at the time of this examination are as follows:

Name Office 2013 Compensation
Abe Badani President $ 5171
Gretchen Marie Allen Secretary and Controller 19,882
Angie Van Cleaf CFO and Vice President 1,995
Susan Stokes-Gibson Vice President — Underwriting 2,151

The individual compensation noted above is based on an allocation between the
company, AGIC, and AGIA. Of the gross compensation, 70% is allocated to AGIA; the remaining
30% is allocated between the company and AGIC based on direct premium written, expect for the
Controller whose allocation is based on actual monthly time spent.

Committees of the Board
The company's bylaws allow for the formation of certain committees by the board of
directors. Due to the company’s small size and the fact that all board members are also officers,
the company currently only has one committee as shown below:
Audit Committee
Abe Badani, Chair

Angie Van Cleaf
Susan Stokes-Gibson



IV. AFFILIATED COMPANIES
Pacific Star Insurance Company is a member of a holding company system. The
organizational chart below depicts the relationships among the affiliates in the group. A brief
description of the significant affiliates follows the organizational chart.

Organizational Chart
As of December 31, 2013

The Badani
Family Trust

Anchor General
Insurance Agency|
of Texas, Inc.

Pacific Star
Insurance
Agency, Inc.

The Abdulla Anchor Insurance

The Abdulla

Badani Trust Badani Trust #2 Holdings, Inc.

. Anchor General Anchor General
Anchor Claims
) Insurance Insurance
Services, Inc.
Agency, Inc. Company

Pacific Star
Insurance
Company

The Badani Family Trust

All of the issued and outstanding shares of stock of Anchor Insurance Holdings, Inc.,
are owned by The Badani Family Trust (hereinafter also referred to as The Trust). The Trust was
started on October 23, 1996, and is part of the overall estate plan of Mr. and Ms. Badani. The
Trust does not issue shares or have shareholders, and the trustees are the ultimate controlling
persons of the company.
Anchor Insurance Holdings, Inc.

Anchor Insurance Holdings, Inc., serves as the sole shareholder and parent of
Anchor General Insurance Company. As of December 31, 2013, the unaudited tax basis financial
statements of Anchor Insurance Holdings, Inc., reported assets of $12,737,233, liabilities of

$1,500, and capital of $12,735,733. Operations for 2013 produced a net loss of $3,655.



Anchor General Insurance Company

AGIC, the company’s parent, is licensed in six states and provides nonstandard
automobile liability and physical damage coverage. The company has a Cost Allocation
Agreement with AGIC which is summarized in the next section of this report. As of
December 31, 2013, the audited financial statements of AGIC reported assets of $89,546,060,
liabilities of $69,135,031, and capital and surplus of $20,411,029. Operations for 2013 produced
a net income of $5,147 on gross premium volume of about $101 million.
Anchor General Insurance Agency, Inc.

AGIA markets and administers nonstandard automobile liability and physical damage
coverage for AGIC, Pacific Star and a few non-affiliated insurance carriers. Pacific Star has a
Cost Allocation Agreement and a Program Administrator Agreement with AGIA which are
summarized in the next section of this report. As of December 31, 2013, the unaudited financial
statements of AGIA reported assets of $2,526,717, liabilities of $0, and capital of $2,526,717.
Operations for 2013 produced net income of $3,740,718.
Agreements with Affiliates

Pacific Star currently has no employees of its own, and all of its operations are
conducted by employees of Anchor General Insurance Agency, Inc., or Anchor General
Insurance Company, in accordance with the business practices and internal controls of those
organizations. In addition to common staffing and management control, Pacific Star’s relationship
to its affiliates is affected by various written agreements and undertakings. Reinsurance
agreements are described in the section of this report titled “Reinsurance.” A brief summary of
the other agreements and undertakings follows.

Program Administrator Agreement

Pacific Star and Anchor General Insurance Agency, Inc., entered into a Program
Administrator Agreement effective January 1, 2014. Under this agreement AGIA is responsible
for soliciting and servicing business, binding risks, issuing policies, quoting accurate rates,
complying with manuals, appointing and managing sub-producers, collecting premiums, timely

accounting of revenues and expenses, preparation of audit reports, holding premiums in a



fiduciary account, credit extensions to sub-producers or policyholders, safeguarding assets,
paying all costs incurred in performance of the agreement, legal compliance, correspondence
regarding all government contracts, developing premium financing, hiring and maintaining
qualified staff, keeping accurate records, maintaining required licenses, and policy administration.
AGIA has no authority for claims settlement through this agreement.

Under the agreement AGIA is required to prepare and forward to Pacific Star a
monthly, detailed claim and premium bordereau and statement of account within 20 days of the
end of each calendar month. AGIA shall also prepare and forward to Pacific Star a quarterly,
detailed data export within 20 days of the end of each calendar quarter. Settlements of balances
are to be made within 30 days of the end of each month.

AGIA is responsible for all administrative costs whereby it earns an 18.0%
commission of the net written premium it collects as well as 100% of policy fees and other fees
less applicable taxes. AGIA must maintain errors and omissions insurance, a surety bond,
general liability and worker's compensation coverage while the agreement is in effect. The
parties agree to indemnify each other for claims that are the responsibility of the respective
company.

Cost Allocation Agreement

Pacific Star and Anchor General Insurance Company entered into a Cost Allocation
Agreement effective January 1, 2013. Under this agreement AGIC provides certain facilities and
administrative services as needed by Pacific Star. Essential services provided through this
agreement include financial reporting, tax compliance, budget and cost accounting, legal
services, actuarial services, investment management, claims processing, and supervisory
administrative services. Pacific Star is to reimburse AGIC for all costs and expenses for providing
these services based on actual cost and usage. Within 30 days after the end of each month, a
written statement of the prior month’s fees and expenses is to be provided by AGIC to Pacific
Star. The balance due on this statement shall be paid within 30 days following receipt. In the
event that settlements are not made in a timely manner, interest shall accrue at the current legal

rate.



The agreement states that all services provided shall be subject to the ultimate
authority, control, review, and limitation of Pacific Star and its board of directors, and the
company shall at all times own and have custody of its general accounts and records. The
agreement states that it shall be reviewed and renegotiated in its entirety by the parties from time
to time, but no less frequently than once every three years, and the agreement may be
terminated by written notice at any time due to certain named causes or events.

Cost Allocation Agreement

Pacific Star and Anchor General Insurance Agency, Inc., entered into a Cost
Allocation Agreement effective December 1, 2013. Under this agreement AGIA provides certain
facilities and administrative services as needed by Pacific Star. Essential services provided
through this agreement include risk management, human resources, payroll, insurance
procurement, office leases, general office services, computer services, supervisory administrative
services, and additional services as requested. Pacific Star is to reimburse AGIC for all costs and
expenses for providing these services based on actual cost, without a profit factor being built into
that cost, and usage. Within 30 days after the end of each month, a written statement of the prior
month’s fees and expenses is to be provided by AGIA to Pacific Star. The balance due on this
statement shall be paid within 30 days following receipt. In the event that settlements are not
made in a timely manner, interest shall accrue at the current legal rate. Additionally, Pacific Star
and AGIA will conduct an annual two-week study where employees of AGIA record the actual
amount of time spent performing services on behalf of Pacific Star after which the allocations of
costs and expenses will be adjusted.

The agreement states that all services provided shall be subject to the ultimate
authority, control, review, and limitation of Pacific Star and its board of directors, and the
company shall at all times own and have custody of its general accounts and records. The
agreement states it shall be reviewed and renegotiated in its entirety by the parties from time to
time, but no less frequently than once every three years, and the agreement may be terminated

by written notice at any time due to certain named causes or events.
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V. REINSURANCE

The company's reinsurance portfolio and strategy is described below. A list of the

companies that have a significant amount of reinsurance in force at the time of the examination

follows. The contracts contained proper insolvency provisions.

Nonaffiliated Ceding Contracts

1. Type:
Reinsurer:

Scope:

Retention:

Coverage:

Premium:

Commission:

Effective date:

Termination:

2. Type:
Reinsurer:
Intermediary:

Scope:

Quota Share Reinsurance
Swiss Reinsurance America Corporation

This agreement includes all business produced or written by the
company and classified as private passenger auto liability or
automobile physical damage

67.50% of business written with the option to cede up to an
additional 32.50% to other reinsurers subject to a minimum
retention of 35%

32.50% of all loss and loss adjustment expenses incurred by the
reinsured

Pro rata of the net written premium
20.50% of the net written premium
January 1, 2014; continuous until cancelled

Either party may cancel the agreement on any January 1 by
giving at least 60 days’ prior written notice

Additionally, the reinsurer has the option to terminate this
agreement by giving the company 60 days’ prior notice upon
notification of a change of ownership of AGIA or in the event that
Mr. Abe Badani should no longer be employed as principal of
AGIA

The company has the option to terminate the agreement with

60 days’ prior notice in the event the reinsurer's A.M. Best rating
is downgraded to less than an “A-" or if the reinsurer should
become “non-admitted,” non-accredited,” or “non-trusteed” in the
state of Wisconsin during the term of the agreement

Quota Share Reinsurance

The Toa Reinsurance Company of America

Burns & Wilcox Re, Inc.

This agreement includes all business produced or written by the
company and classified as private passenger auto liability or

automobile physical damage. A premium cap of $5.0 million
applies for the 2014 agreement year.

11



Retention:

Coverage:

Loss expense:

Premium:

Commission:

Effective date:

Termination:

77.50% of business written with the option to cede up to an
additional 32.50% to reinsurers other than those above subject
to a minimum retention of 45%

22.50% of all loss and loss adjustment expenses incurred by the
reinsured

The reinsurers will pay 9.5% of the earned premium to the
company for loss adjustment expense, exclusive of legal and
special investigation unit costs

Pro rata of the net written premium
22.50% of the net written premium
January 1, 2014; continuous until cancelled

Either party may cancel the agreement on any January 1 with
120 days’ prior written notice

Additionally, the reinsurer has the option to terminate this
agreement by giving the company 120 days’ prior notice upon
notification of a change of ownership of AGIA or in the event that
Mr. Abe Badani should no longer be employed as principal of
AGIA

The company has the option to terminate the agreement with

60 days’ prior notice in the event the reinsurer's A.M. Best rating
is downgraded to less than an “A-" or if the reinsurer should
become “non-admitted,” non-accredited,” or “non-trusteed” in the
state of Wisconsin during the term of the agreement

12



VI. FINANCIAL DATA
The following financial statements reflect the financial condition of the company as
reported to the Commissioner of Insurance in the December 31, 2013, annual statement. Also
included in this section are schedules that reflect the growth of the company, NAIC Insurance
Regulatory Information System (IRIS) ratio results for the period under examination, and the
compulsory and security surplus calculation. Adjustments made as a result of the examination
are noted at the end of this section in the area captioned "Reconciliation of Surplus per

Examination."

13



Pacific Star Insurance Company

As of December 31, 2013

Bonds
Cash, cash equivalents, and short-term
investments
Investment income due and accrued
Premiums and considerations:
Uncollected premiums and agents'
balances in course of collection
Deferred premiums, agents'
balances, and installments booked
but deferred and not yet due
Reinsurance:
Amounts recoverable from reinsurers
Current federal and foreign income tax
recoverable and interest thereon
Write-ins for other than invested
assets:
Commission receivable, contingent
commission receivable, and other
similar charges

Total Assets

Assets

Assets
$6,189,720
1,453,255
32,048

261,017

888,307
399,503

1,000

41,159

$9,266,009

Nonadmitted
Assets

$

18

Pacific Star Insurance Company
Liabilities, Surplus, and Other Funds

As of December 31, 2013

Losses
Loss adjustment expenses

Other expenses (excluding taxes, licenses, and fees)
Taxes, licenses, and fees (excluding federal and foreign

income taxes)
Unearned premiums

Ceded reinsurance premiums payable (net of ceding

commissions)

Payable to parent, subsidiaries, and affiliates

Total liabilities

Common capital stock

Gross paid in and contributed surplus
Unassigned funds (surplus)

Surplus as regards policyholders

Total Liabilities and Surplus

14

$3,000,000
2,000,000

1,546,369

Net
Admitted
Assets
$6,189,720
1,453,255

32,048
261,017

888,307
399,503

1,000

41,159

$9,266,009

$1,012,827
370,860
17,500

19,844
555,216

733,063
10,330

2,719,640

6,546,369

$9,266,009



Pacific Star Insurance Company
Summary of Operations
For the Year 2013

Underwriting Income
Premiums earned

Deductions:
Losses incurred $1,331,839
Loss adjustment expenses incurred 330,059
Other underwriting expenses incurred 535,751

Total underwriting deductions
Net underwriting gain (loss)

Investment Income

Net investment income earned 59,975
Net realized capital gains (losses) 1914

Net investment gain (loss)

Other Income
Miscellaneous income

Net Income

15

$1,870,809

2,197,649

(326,840)

61,889

1

$ (264,950)



Pacific Star Insurance Company

For the Year 2013

Premiums collected net of reinsurance

Net investment income

Miscellaneous income

Total

Benefit- and loss-related payments

Commissions, expenses paid, and
aggregate write-ins for deductions

Total deductions

Net cash from operations

Proceeds from investments sold,
matured, or repaid:
Bonds
Cost of investments acquired (long-term
only):
Bonds
Net cash from investments

Cash from financing and miscellaneous
sources:
Other cash provided (applied)

Reconciliation:
Net change in cash, cash equivalents,
and short-term investments
Cash, cash equivalents, and short-term
investments:
Beginning of year

End of Year

Cash Flow

16

$1,924,936

798,017

5,215,000

4,912 425

$1,945,005
92,732

1
2,037,738

2,722,953
(685,215)

302,575

(27,721)

(410,361)

1,863,617

$1,453,255



Pacific Star Insurance Company
Compulsory and Security Surplus Calculation
December 31, 2013

Assets $9,266,009
Less liabilities 2,719,640
Adjusted surplus 6,546,369
Annual premium:

Lines other than accident and health $1,785,351

Factor 20%
Compulsory surplus (subject to a minimum of

$2 million) 2,000,000

Compulsory Surplus Excess (or Deficit) $4,546,369
Adjusted surplus (from above) $6,546,369

Security surplus: (140% of compulsory surplus, factor
reduced 1% for each $33 million in premium written
in excess of $10 million, with a minimum factor of

110%) 2,800,000
Security Surplus Excess (or Deficit) $3,746,369

17



Pacific Star Insurance Company
Analysis of Surplus
For the Four-Year Period Ending December 31, 2013
The following schedule details items affecting surplus during the period under

examination as reported by the company in its filed annual statements:

2013 2012 2011 2010
Surplus, beginning of year $6,811,319 $7,059,895 $7,224,441  $7,414,310
Net income (264,950) (248,576) (93,464) (195,698)
Change in net deferred
income tax (71,082) 5,829
Surplus, End of Year $6,546,369 $6,811,319 $7,059,895 $7,224,441

Pacific Star Insurance Company
Insurance Regulatory Information System
For the Four-Year Period Ending December 31, 2013
The company’s NAIC Insurance Regulatory Information System (IRIS) results for the

period under examination are summarized below. Unusual IRIS results are denoted with

asterisks and discussed below the table.

Ratio 2013 2012 2011 2010
#1 Gross Premium to Surplus 57% 48% 50% 78%
#2 Net Premium to Surplus 27 36 30 51
#3 Change in Net Premiums Written (28) 17 (43)* 45*
#4  Surplus Aid to Surplus 2 1 1 2
#5 Two-Year Overall Operating Ratio 112* 109* 108* 99
#6 Investment Yield 0.7* 0.9* 0.6* 1.1*
#7 Gross Change in Surplus 4) 4) (2) 3)
#8 Change in Adjusted Surplus (4) (4) (2) 3)
#9 Liabilities to Liquid Assets 24 25 24 26
#10 Agents’ Balances to Surplus 4 3 3 5
#11 One-Year Reserve Development to
Surplus 6 1 4 2
#12 Two-Year Reserve Development to
Surplus 7 6 3 1
#13 Estimated Current Reserve
Deficiency to Surplus 4 (5) @) (€))

Ratio No. 3 measures the change in net premium written from the prior year. The
exceptional results from 2010 and 2011 were due to changes in the company’s reinsurance

program and entering and exiting the Oregon market.

18



Ratio No. 5 measures the company’s profitability over the previous two-year period.
The exceptional results in 2011 to 2013 were due to elevated losses in the company’s private
passenger auto liability line of business.

Ratio No. 6 provides the percentage of annual income on an average investment
portfolio. There was an exception every year under examination; this is due to the company’s
conservative investment portfolio which is mostly comprised of low risk investment grade bonds.

This is compounded by the current low interest rate environment.

Growth of Pacific Star Insurance Company

Surplus as
Admitted Regards Net
Year Assets Liabilities Policyholders Income
2013 $ 9,266,009 $2,719,640 $6,546,369 $(264,950)
2012 9,574,906 2,763,587 6,811,319 (248,576)
2011 9,747,372 2,687,477 7,059,895 (93,464)
2010 10,465,178 3,240,737 7,224,441 (195,698)
2009 9,461,396 2,047,086 7,414,310 61,956
Gross Net Loss
Premium Premium Premium and LAE Expense Combined
Year Written Written Earned Ratio Ratio Ratio
2013 $3,707,699 $1,785,351 $1,870,809 88.8% 30.0% 118.8%
2012 3,243,233 2,470,084 2,345,848 84.4 28.4 112.8
2011 3,509,377 2,105,366 2,425,658 80.9 30.7 111.6
2010 5,637,329 3,674,584 3,659,786 81.8 28.1 109.9
2009 3,873,138 2,528,481 1,966,200 63.3 28.0 91.3

The company experienced significant premium growth in 2010 because it started
writing business Oregon. However, due to poor results in the Oregon market, the company put a
moratorium on new policies, which had the effect of subsequently lowering gross written premium
in 2011.

The company’s combined ratio deteriorated in 2010 and continued to worsen through
2013. The poor combined ratio can mostly be attributed to an increase in the net loss and LAE
ratio. The elevated net loss and LAE ratio was the result of underwriting losses in the private
passenger auto liability (PPAL) line of business. It should be noted that in July 2014 the

Washington Department of Insurance approved rate increases for the company’s Washington

19



PPAL business. In 2014 the company’s net loss and LAE and combined ratio improved to 76.6%
and 103.8%, respectively.
Reconciliation of Surplus per Examination

No adjustments were made to surplus as a result of the examination. The amount of

surplus reported by the company as of December 31, 2013, is accepted.
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Vil. SUMMARY OF EXAMINATION RESULTS
Compliance with Prior Examination Report Recommendations
There were six specific comments and recommendations in the previous examination
report. Comments and recommendations contained in the last examination report and actions
taken by the company are as follows:

1. Internal Control—It is recommended that the company periodically perform and document
access control reviews.

Action—Noncompliance; see comments in the “Summary of Current Examination Results.”
2. Program Administrator Agreement—It is recommended that the company ensure the

program administrator perform its functions in accordance with Article Ill, Section J, of the
Program Administrator Agreement.

Action—Compliance.

3. Cost Allocation Agreement—It is recommended the company modify their cost allocation
agreement with Anchor General Insurance Company to include claim processing.

Action—Compliance.

4. Corporate Insurance—It is recommended the company be included as a nhamed insured on
all insurance policies that are intended to cover the company.

Action—Compliance.

5. Management and Control—It is recommended that the company file biographical sketches
with the department within 15 days of the date of election of new officers/directors in
accordance with s. Ins 6.52 (5), Wis. Adm. Code.

Action—Compliance.

6. Management and Control—It is recommended that the company update its Articles of
Incorporation to reflect the current status of the company.

Action—Compliance.
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Summary of Current Examination Results

This section contains comments and elaboration on those areas where adverse
findings were noted or where unusual situations existed. Comment on the remaining areas of the
company's operations is contained in the examination work papers.
Information Technology

Wisconsin utilized the IT review performed by California in their examination of
Anchor General Insurance Company. Possible improvements were identified in the areas of
internal control, data management, and IT governance. Itis recommended that the company
submit an updated progress report to OCI describing the progress made in addressing the IT
findings identified by the California Department of Insurance by November 16, 2015.
Audited Financial Report

During the course of the examination the examiners noted that the audited SAP-
basis financial report prepared by the independent auditor contained several line items on the
Balance Sheet and Statement of Income that deviated from the NAIC annual statement blank.
For example, in the liabilities section of the audited financial report there is a line item labeled
"premium taxes," however, there is no annual statement line item identified as "premium taxes."
Section Ins 50.06 (3), Wis. Adm. Code, states that the audited financial report provided by the
independent auditor shall "Include financial statements prepared in a form and using language
and groupings substantially the same as the relevant sections of the annual statement of the
insurer filed with the commissioner.” The "premium tax" balance should have been labeled
"taxes, licenses, and fees (excluding federal and foreign income taxes)" or used substantially
similar language to indicate that the balance also includes licenses and fees. It is recommended
that the company comply with s. Ins 50.06 (3), Wis. Adm. Code, when filing its annual audited
financial report so that the language and groupings used in the audited financial statements are
substantially the same as those in the NAIC annual statement filing filed with the commissioner.
Financial Reporting

During review of Schedule P - Part 1, it was noted that the company was not

reporting anticipated salvage and subrogation amounts in column 23, "Salvage and Subrogation
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Anticipated." This column is a memo column and has no effect on the reported reserves as
reserves are already reported net of salvage of subrogation. The column provides financial
statement users an understanding of how much gross reserves have been reduced. Annual
statement instructions require companies to report the amount of anticipated salvage and
subrogation that has been taken as a credit (netted) in the reserves for unpaid losses and loss
adjustment expense. It is recommended that the company report anticipated salvage and
subrogation on the "Salvage and Subrogation Anticipated” column of Schedule P - Part 1 of the

annual statement in accordance with the NAIC Annual Statement Instructions - Property and

Casualty.

Executive Compensation

The examination reviewed the Wisconsin Report on Executive Compensation filed
with the commissioner for year 2013 to verify that it disclosed all required compensation. Such
compensation should include 401(k) and deferred compensation contributions, employer-paid
insurance premiums, payments made on executive incentive plans, etc. It was discovered as
part of the review that the report did not include contributions made by the company or affiliates to
individuals under a 401(k) plan or employer- provided insurance benefits. It is recommended that
the company report all remuneration, including deferred compensation, insurance benefits, and
any other forms of compensation, for employees that meet the requirements to be reported on the
Executive Compensation form in accordance with s. 611.63, Wis. Stat. The company filed a
Report on Executive Compensation for year 2014 which did include the additional forms of
compensation that had been omitted in prior filings.
Affiliated Agreements

The testing of the company's affiliated agreements revealed that the settlement
provisions do not have specific due dates for settlement of balances, which is required by SSAP
No. 25, Par. 7. Instead, the agreements established settlement due dates as 30 days from the
date a bill was provided. Arguably, if billings were not provided on a timely basis, balances under
the terms of the agreement could build up over time without settlement. Examples of a specific

due date for settlement would be 30 days after the end of each month, or 30 days after the end of
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each quarter, or the 15th day of each month. It is recommended that the company amend its
Cost Allocation Agreement with AGIA and its Cost Allocation Agreement with AGIC to include

specific settlement due dates.
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VIIl. CONCLUSION

The examination resulted in five recommendations and no adjustments to surplus or
reclassifications as reported by the company in their 2013 annual statement.

The company’s business is primarily written in the state of Washington and it only
writes nonstandard auto liability and auto physical damage. It began expanding into the Oregon
market in 2010, but then put a moratorium on new business in 2011 due to poor underwriting
results. It has had a net loss ratio ranging between 80.9% and 88.8% during the period under
examination. The company had a net loss each year under examination; negative underwriting
results combined with limited investment returns were the main causes of the net losses. Overall,

the company’s surplus decreased 11.7% during the period under examination to $6,546,369.
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IX. SUMMARY OF COMMENTS AND RECOMMENDATIONS

Information Technology—It is recommended that the company submit an
updated progress report to OCI describing the progress made in addressing
the IT findings identified by the California Department of Insurance by
November 16, 2015.

Audited Financial Report—It is recommended that the company comply with
s. Ins 50.06 (3), Wis. Adm. Code, when filing its annual audited financial
report so that the language and groupings used in the audited financial
statements are substantially the same as those in the NAIC annual statement
filing filed with the commissioner.

Financial Reporting—It is recommended that the company report anticipated
salvage and subrogation on the "Salvage and Subrogation Anticipated”
column of Schedule P - Part 1 of the annual statement in accordance with
the NAIC Annual Statement Instructions - Property and Casualty.

Executive Compensation—It is recommended that the company report all
remuneration, including deferred compensation, insurance benefits, and any
other forms of compensation, for employees that meet the requirements to
be reported on the Executive Compensation form in accordance with

s. 611.63, Wis. Stat.

Affiliated Agreements—It is recommended that the company amend its Cost
Allocation Agreement with AGIA and its Cost Allocation Agreement with
AGIC to include specific settlement due dates.
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