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                                                                                                    San Francisco, California 
                                                                                                    December 13, 2013 

Honorable Dave Jones 
Insurance Commissioner 
California Department of Insurance 
Sacramento, California 

 

 

Dear Commissioner: 

 

Pursuant to your instructions, an examination was made of the 

 

BUSINESS ALLIANCE INSURANCE COMPANY 

 
(hereinafter also referred to as the Company) at its home office located at 1111 Bayhill 

Drive, San Bruno, California 94066. 

 

SCOPE OF EXAMINATION 

 

The previous examination of the Company was made as of December 31, 2009.  This 

examination covers the period from January 1, 2010 through December 31, 2012.  The 

examination was conducted in accordance with the National Association of Insurance 

Commissioners’ Financial Condition Examiners Handbook.  The Handbook requires the 

planning and performance of the examination to evaluate the Company’s financial condition, 

to identify prospective risks, and to obtain information about the Company, including 

corporate governance, identification and assessment of inherent risks, and the evaluation of 

the system controls and procedures used to mitigate those risks.  The examination also 

included an assessment of the principles used and the significant estimates made by 

management, as well as an evaluation of the overall financial statement presentation, and 

management’s compliance with Statutory Accounting Principles and Annual Statement 
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instructions.  All accounts and activities of the Company were considered in accordance 

with the risk-focused examination process. 

 

In addition to those items specifically commented upon in this report, other phases of the 

Company’s operations were reviewed including the following areas that require no further 

comment: pensions, stock ownership and insurance plans; growth of company; loss 

experience; and statutory deposits. 

 

COMPANY HISTORY 

 

The Company was incorporated in California on November 12, 1996 under the laws of the 

State of California and commenced business on September 15, 1997. 

 

The Company has been the center of litigation between the original owners, National Farm 

Financial Corporation (NFFC) and Larry Chao (collectively the Defendants), and PSM 

Holding Corporation (PSM), a New York corporation. On September 14, 2007, a jury 

ordered the transfer of ownership of the Company to PSM.  On June 18, 2009, the United 

States Court of Appeals for the Ninth Circuit (the Court) reversed the lower court’s 

judgment.  On July 26, 2010, the Court ordered the return of the Company’s shares to the 

Defendants and an accounting of the profits PSM generated through its ownership of those 

shares. The accounting of the profits is still pending. 

 

PSM transferred ownership of the Company to NFFC, effective the end of day, January 31, 

2011.  

 

Capitalization 

 

The Company is authorized to issue 100,000 shares of common stock with a par value of 

$100 per share. As of December 31, 2012, there were 26,000 shares outstanding.  
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Dividends Paid to Parent 

 

In October 2011, the Company declared and paid an ordinary dividend of $1 million to its 

shareholder but failed to notify the California Department of Insurance (CDI) in accordance 

with California Insurance Code (CIC) Section 1215.4(f). It is recommended that the 

Company report all future ordinary dividends and other distributions to its shareholder in 

accordance with CIC Section 1215.4(f). 

 

In December 2012, the Company declared and paid a dividend of $1.5 million to its 

shareholder and properly notified the CDI in accordance with CIC Section 1215.4(f). 

 

MANAGEMENT AND CONTROL 

 

The following organizational chart depicts the Company’s relationship within the holding 

company system as of December 31, 2012: 
 

 

 
Julie C. Chao Living Trust (35.3%), Larry P. Chao Living Trust 

(20%), Stephanie Chao (14.9%), Candace Chao (14.9%)  
and Derrick Chao (14.9%) 

 
 
 

 
National Farm Financial 

Corporation 
(California) 

100% 

 
Business Alliance 

Insurance 
Company 

(California) 
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The business and affairs of the Company are overseen by a four-member board of 

directors, who are elected annually. Following are members of the board of directors and 

principal officers serving at December 31, 2012: 

 

Directors 

 
Name and Residence 
 

Principal Business Affiliation 

Julie C. Chao 
Hillsborough, California 

Chairwoman of the Board, Chief     
  Financial Officer and Treasurer 
Business Alliance Insurance Company 
 

Stephanie D. Chao  
Palo Alto, California 
 
Robert T. Kingsley 
Davis, California 
 
Roger H. Platten 
Dyersville, Iowa 
 
 

Member of the Board 
Business Alliance Insurance Company 
 
Chief Executive Officer 
Business Alliance Insurance Company 
 
President, Head of Claims 
Business Alliance Insurance Company 
 
 

  
Principal Officers 

 

Name Title 
 

Robert T. Kingsley Chief Executive Officer 
Julie C. Chao Chief Financial Officer and Treasurer 
Roger H. Platten President, Head of Claims 
  

 

CORPORATE RECORDS 

 

California Insurance Code (CIC) Section 735 states that the Company must inform the 

board members of the receipt of the examination report.  The board should be informed of 

the report both in the form first formally prepared by the examiners and in the form as finally 
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settled and officially filed by the Commissioner.  The board must also enter that fact in the 

board minutes. The examiners noted that the board minutes failed to provide any 

statements pertaining to the receipt of the prior examination report.  It is recommended that 

the Company implement procedures to ensure future compliance with CIC Section 735. 

 

FIDELITY BONDS AND OTHER INSURANCE 

 

Fidelity bonds provide coverage to the insured business or individual for money or other 

property lost because of dishonest acts of its employees. Those who have access to cash 

and investments should be bonded.  As of December 31, 2012, the Company did not carry 

such coverage. The Company subsequently obtained coverage as a result of this finding.  It 

is recommended that the Company continue to maintain coverage to cover material acts of 

theft or dishonesty by employees in the amount recommended in the National Association 

of Insurance Commissioners’ Financial Conditions Examiners Handbook. 

 

TERRITORY AND PLAN OF OPERATION 

 

As of December 31, 2012, the Company was only licensed in the State of California. The 

Company writes commercial multiple peril and surety lines of business.  In 2012, it entered 

into an agency agreement with a broker to sell California contractor's license bonds. Direct 

premiums written in 2012 were $4,142,476 for commercial multiple peril and $703,869 for 

surety. 

 

The commercial multiple peril policies are written through approximately 300 independent 

brokers. The Company’s business owners’ policy is aimed primarily at the small business 

owners.  The Company maintains a processing office in San Bruno, California. 
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REINSURANCE 

 

Assumed 

Line of Business and     
Type of Contract Reinsurer’s Name Company’s Retention Reinsurer’s Limit 

    
    
Multi XOL Property 
    

Hannover Re (30%), Odyssey 
America Re (25%), SCOR 

$300,000, each loss, 
each risk 

$700,000 each loss, each risk subject 
to a limit of liability of $2,800,000 

(US) (45%) each loss occurrence. 

Multi XOL Casualty: 
 

Hannover Re (30%), Odyssey 
America Re (25%), SCOR 

$300,000, each loss 
occurrence 

$700,000 each loss occurrence. 
 

(US) (45%) 

Property Catastrophe: 
 

Hannover Re (30%), Odyssey 
America Re (25%), SCOR 

$1,000,000, each loss 
occurrence 

$1,000,000 each loss occurrence 
subject to a limit of liability of 

(US) (45%)  
 

$1,500,000 each loss occurrence. 

    

 

The Company has no reinsurance assumed. 

 

Ceded 

 

The Company maintains two ceded reinsurance treaties as of December 31, 2012: a multi-

line excess of loss and a property catastrophe program. On risks in excess of $1 million, the 

Company obtains facultative reinsurance. 

 

 
 

 

ACCOUNTS AND RECORDS 

 

Information Systems Controls 

 

During the course of the examination, a review was made of the Company’s general 

controls over its information systems.  As a result of this review, several findings were noted 
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in the areas of disaster recovery, business continuity planning, and segregation of duties.  

These findings were presented to the Company along with recommendations to strengthen 

its controls.  The Company should evaluate the recommendations and make appropriate 

changes to strengthen its information systems controls. 

 

Record Retention 

 

The examiners experienced difficulties in obtaining supporting documentation for certain 

balance sheet accounts. The Company could not readily provide the details and in some 

cases when details were provided, it was not sufficient. It is recommended that the 

Company maintain adequate documentation to support all financial statement accounts. 

 

Unclaimed Property 

 

The Company does not have a written unclaimed property policy and has not routinely 

removed stale dated checks from its cash account and transferred them to an escheat 

liability account. The Company, however, did remit the unclaimed property to the California 

State Controller’s Office as deemed necessary. It is recommended that the Company 

establish a written unclaimed property policy in compliance with California Unclaimed 

Property Act and set up reserve for escheat liability account pending escheat of the funds to 

California State Controller’s Office. 

 

Claims Handling 

 

The depreciation schedules used by the Company for structural losses and for business 

property are based on straight age and appear not to be based on age and condition, as 

required by California Code of Regulation (CCR), Title 10, Chapter 5, Subchapter 7.5, 

Article I, Section 2692.9(f) that requires any depreciation applied to a loss be based on the 

age and condition of the item. It is recommended that the Company obtain and use 
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depreciation schedules that apply depreciation based on age and condition in accordance 

with CCR, Title 10, Chapter 5, Subchapter 7.5, Article I, Section 2692.9(f). 

 
 

FINANCIAL STATEMENTS 

 
The financial statements prepared for this examination report include: 

 
Statement of Financial Condition as of December 31, 2012 
 
Underwriting and Investment Exhibit for the Year Ended December 31, 2012 
 
Reconciliation of Surplus as Regards Policyholders from December 31, 2009 
        through December 31, 2012 
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Statement of Financial Condition 
as of December 31, 2012 

 
 

      
 Ledger    Assets Not   Net Admitted   

Assets Assets        Admitted    Assets        Note
         

Bonds  $12,994,739 
  
       $             
         

 $12,994,739 
  
   

Cash and short-term investments 5,892,644                       
  
 5,892,644        

 
  

   
Aggregate write-ins for invested assets 986,450    986,450   
Investment income due and accrued 125,815    125,815   
Uncollected premiums and agents’ balances 

 
1,724,147      

  
 28,458     

  
 1,695,689        

  
 (1) 

Amounts recoverable from reinsurers 184,832    184,832   
Current federal and foreign income tax 

    
281,786    281,786   

Net deferred tax asset       281,470      281,470       __________     
                      

  
                                    
Total assets     $22,471,883   $ 309,928   $22,161,955    

         
Liabilities, Surplus and Other Funds ,       

         
Losses      $ 1,306,821   

  
 (2) 

Loss adjustment expenses            462,166 
  
 (2) 

Commissions payable, contingent commissions 
    

    106,079   
Other expenses     121,909   
Taxes, licenses and fees     134,179        

  
   

Unearned premiums            2,515,579    (3) 
Ceded reinsurance premiums payable     141,729   
Aggregate write-ins for liabilities           986,450      

        
     Total liabilities     5,774,912    

        
Common capital stock    $2,600,000      
Gross paid-in and contributed surplus      5,490,240      
Unassigned funds (surplus)       8,296,803 

 
    

        
     Surplus as regards policyholders        16,387,043     

        
Total liabilities, capital and surplus     $22,161,955     
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Underwriting and Investment Exhibit 
for the Year Ended December 31, 2012 

 
Statement of Income 

 
Underwriting Income     

     
Premiums earned    $ 3,597,912 

     
Deductions:     
  Losses incurred  $ 1,001,759    
  Loss expense incurred    603,372    
  Other underwriting expenses incurred   2,065,658    

     
       Total underwriting deductions     3,670,789  

     
Net underwriting loss    $ (72,877) 

     
Investment Income     

     
Net investment income earned 
 
 
 

 $ 371,324 
 
  

  
Net realized capital gains   547,635   
     
Net investment gain     918,959  

     
Other Income     

     
Finance and service charges not included in premium   93,649   
Aggregate write-ins for miscellaneous income   252,334   

     
Total other income     345,983 

     
Net income before federal income taxes    $ 1,192,065 
Federal income taxes incurred     214,000 

     
Net income    $ 978,065 

     
Capital and Surplus Account 

     
Surplus as regards policyholders, December 31, 2011    $16,937,436  

     
Net income  $ 978,065   
Change in net deferred income tax    34,558   
Change in nonadmitted assets   (63,016)   
Dividends to stockholder   (1,500,000)   

     
Change in surplus as regards policyholders     (550,393) 

     
Surplus as regards policyholders, December 31, 2012    $16,387,043  
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Reconciliation of Surplus as Regards Policyholders 
from December 31, 2009 through December 31, 2012 

 
 
 
Surplus as regards policyholders,  
     December 31, 2009, per Examination 
     

  
$ 16,144,739 

       
        Gain in  

  
    Loss in        

         Surplus 
    

       Surplus   
  

   
          

 
 
 
 
  

 
Net Income   $ 3,115,789                      $     
Change in net deferred income tax provision     195,263   
Change in nonadmitted assets                      

    
  245,819   

Change in provision for reinsurance   67,597     
Dividends to stockholders      2,500,000   

       
   Total gains and losses  $ 3,183,386  $ 2,941,082   

       
Net increase in surplus as regards policyholders       243,204 

       
Surplus as regards policyholders, 
     December 31, 2012, per Examination 
     

      
$ 16,387,043 
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COMMENTS ON FINANCIAL STATEMENT ITEMS 
 

(1) Uncollected Premiums and Agents’ Balances 
 

The Company reported all premiums receivables under, "Uncollected premiums and agents' 

balances".  It is recommended that the Company separately report receivables not yet due 

under Annual Statement line, “Deferred premiums, agents’ balances and installments 

booked but deferred and not yet due” in accordance with the Annual Statement Instructions. 

 

The Company properly nonadmits receivables that are 90 days overdue. However, it was 

observed that some of the nonadmitted receivables are several years old. It is 

recommended that the overdue receivables be evaluated for impairment and any 

receivables that are determined to be uncollectible be written off and charged to income in 

the period the determination is made in accordance with the Statement of Statutory 

Accounting Principles (SSAP) No. 6, paragraph 10. 

 

(2) Losses and Loss Adjustment Expenses 

 

Based on an analysis by a Casualty Actuary for the California Department of Insurance 

(CDI), the Company’s loss and loss adjustment expense reserves as of  December 31, 

2012 were found to be reasonably stated and have been accepted for the purposes of this 

examination. 

 

(3) Unearned Premiums 

 

The Company does not record written premiums using the effective date of the contract as 

required by SSAP No. 53, paragraph 6. Instead, the Company records written premiums 

using the Company’s “post date” (invoice date), which typically precedes the effective date. 

In addition, the Company calculates unearned premium reserves based on the post date as 

opposed to the effective date. Based on this method, the Company’s reported unearned 
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premiums reserve may have been overstated. It is recommended that the Company record 

written premiums and calculate unearned premiums using the effective date of the contract 

in accordance with SSAP No. 53, paragraph 6. 

 

SUMMARY OF COMMENTS AND RECOMMENDATIONS 

 

Current Report of Examination 

 

Company History - Dividends Paid to Parent (page 3): It is recommended that the Company 

report all future ordinary dividends and other distributions to its shareholder in accordance 

with California Insurance Code (CIC) Section 1215.4(f). 

 

Corporate Records (page 4):  It is recommended that the Company implement procedures 

to ensure future compliance with CIC Section 735. 

 

Fidelity Bonds and Other Insurance (page 5):  It is recommended that the Company 

continue to maintain coverage to cover material acts of theft or dishonesty by employees in 

the amount recommended in the National Association of Insurance Commissioners’ 

Financial Conditions Examiners Handbook. 

 

Accounts and Records - Information Systems Control (page 6): It is recommended that the 

Company evaluate the recommendations and make appropriate changes to strengthen its 

information systems controls. 

 

Accounts and Records - Record Retention (page 7): It is recommended that the Company 

maintain adequate documentation to support all financial statement accounts. 

 

Accounts and Records - Unclaimed Property (page 7): It is recommended that the Company 

establish a written unclaimed property policy in compliance with California Unclaimed 
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Property Act and set up reserve for escheat liability account pending escheat of the funds to 

California State Controller’s Office. 

 

Accounts and Records - Claims Handling (page 7): It is recommended that the Company 

obtain and use depreciation schedules that apply depreciation based on age and condition 

in accordance with California Code of Regulation, Title 10, Chapter 5, Subchapter 7.5, 

Article I, Section 2692.9(f). 

 

Comments on Financial Statement Items – Uncollected Premiums and Agents’ Balances 

(page 12): It is recommended that the Company separately report receivables not yet due 

under Annual Statement line, “Deferred premiums, agents’ balances and installments 

booked but deferred and not yet due”, in accordance with the Annual Statement 

Instructions. 

 

It is also recommended that overdue receivables be evaluated for impairment and any 

receivables that are determined to be uncollectible be written off and charged to income in 

the period the determination is made in accordance with the Statement of Statutory 

Accounting Principles (SSAP) No. 6, paragraph 10. 

 

Comments on Financial Statement Items - Unearned Premiums (page 12): It is 

recommended that the Company record written premiums and calculate unearned 

premiums using the effective date of the contract in accordance with SSAP No. 53, 

paragraph 6. 

 

Previous Report of Examination 

 

Corporate Records - (Page 8):  It was recommended that the Company implement 

procedures in its board meetings to ensure compliance with California Insurance Code 

(CIC) Sections 1200 and 1201. The Company has complied. 
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Reinsurance - Ceded (Page 9):  It was again recommended that the Company develop and 

submit a plan of action to the California Department of Insurance (CDI) with respect to how 

it plans to comply with California laws and run-off the remaining book of automobile 

mechanical breakdown business. The amount related to this exception is presently 

negligible and was deemed immaterial for the purposes of examination.   

 

Reinsurance - Ceded (Page 9):  It was recommended that the Company adhere to Annual 

Statement Instructions in recording its transactions with respect to its book of mechanical 

breakdown book of business. The amount related to this exception is presently negligible 

and was deemed immaterial for the purposes of this examination.   

 

Accounts and Records - (Page 11): It was recommended that the Company exercise due 

diligence to ensure that its annual statements are completed in accordance with Statements 

of Statutory Accounting Principles and NAIC's Annual Statement Instructions. The Company 

has not fully complied. 

 

Accounts and Records- (Page 11): 

 

-It was recommended that the Company establish control procedures to detect and 

prevent the types of reporting errors that were noted during the examination from 

occurring in the future.  The Company has not fully complied. 

 

-It was recommended that the Company employ sufficient levels of appropriately 

qualified and trained personnel in the financial reporting processes.  The Company 

has complied. 

 

-It was recommended that the Company have on-hand detailed policies and claims 

data with respect to its policyholders and claimants for its book of auto mechanical 

breakdown business. The amount related to this exception is presently negligible and 

was deemed immaterial for the purposes of this examination.   
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-It was recommended that the Company document backup procedures in the event 

that its program administrator, Interstate National Dealer Services, Inc. is unable or 

unwilling to process the Company's claims as it relates to its book of auto-

mechanical breakdown business,  The amount related to this exception is presently 

negligible and was deemed immaterial for the purposes of this examination.   
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