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San Francisco, California
May 7, 2014

Honorable Dave Jones

Insurance Commissioner
California Department of Insurance
Sacramento, California

Dear Commissioner:
Pursuant to your instructions, an examination was made of the

COMPWEST INSURANCE COMPANY
(hereinafter also referred to as the Company) at its primary location of books and
records at 200 North Grand Avenue, Lansing, Michigan 48933. Effective
October 22, 2013, the Company’s statutory home office is located at 3 Hutton Drive,

Suite 550, Santa Ana, California 92707.

SCOPE OF EXAMINATION

We have performed our multi-state examination of the Company. 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 instructions. All accounts and activities of the

Company were considered in accordance with the risk-focused examination process.

This examination was a coordinated examination and was conducted concurrently with
the examinations of other insurance entities in the holding company group, including the
following Michigan companies: Accident Fund Insurance Company of America,
Accident Fund General Insurance Company, and Accident Fund National Insurance
Company; and a Wisconsin insurer, United Wisconsin Insurance Company. Michigan
was the lead state for the coordinated examination, with California and Wisconsin as

participating states.

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: company history; corporate records; fidelity bonds and other
insurance; pensions, stock ownership and insurance plans; growth of company; loss
experience; statutory deposits; and accounts and records.

SUBSEQUENT EVENTS

In 2013, Blue Cross Blue Shield of Michigan (BCBSM) transitioned into a mutual
insurance company now called Blue Cross Blue Shield of Michigan Mutual Insurance
Company. Also in 2013, the Company’s direct parent, CWI Holdings, Inc., was merged
with and into Accident Fund Insurance Company of America (AFICA). The Company is

now directly owned by AFICA.

MANAGEMENT AND CONTROL

The Company is part of an insurance holding company group owned by Accident Fund
Holdings, Inc. (AFHI). The AFHI group provides workers’ compensation insurance. It is

ultimately owned by Blue Cross Blue Shield of Michigan (BCBSM). Following is an



abridged organizational chart reflecting the ownership structure at December 31, 2012.
All ownership is 100%:

(Michigan)

Accident Fund Holdings, Inc.
(Michigan)

[ Accident Fund Insurance Company of }

[ Blue Cross Blue Shield of Michigan ]

America
(Michigan)

United Wisconsin Insurance Company
(Wisconsin)

Accident Fund General Insurance
Company
L (Michigan) )

Accident Fund National Insurance

Company
L (Michigan) )
4 1\
Third Coast Insurance Company
(lllinois)

. J
( )
CWI Holdings, Inc.

(Delaware)

. J

CompWest Insurance Company
(California)

Effective July 1, 2013, CWI Holdings, Inc. merged with and into Accident Fund Insurance
Company of America, thereby making the Company a direct subsidiary of Accident Fund
Insurance Company of America.

Management of the Company is vested in a four-member board of directors, who also
serve as directors and/or officers of other companies in the group. Members of the
board and principal officers serving the Company as of December 31, 2012 were as

follows:



Name and Location

Michael B. Bogardus
Huntington Beach, California

Frank H. Freund
East Lansing, Michigan

Elizabeth R. Haar
Howell, Michigan

Anthony G. Phillips
Howell, Michigan

Name

Michael B. Bogardus
Frank H. Freund
Steven E. Reynolds

Management Agreements

Directors

Primary Business Affiliation

President
CompWest Insurance Company

Chief Financial Officer
Accident Fund Holdings, Inc.

President and Chief Executive Officer

Accident Fund Holdings, Inc.

Senior Vice President, Subsidiary
Operations,

Blue Cross Blue Shield of Michigan

Chief Risk Officer and Chief Actuary
Accident Fund Holdings, Inc.

Principal Officers

Title

President
Treasurer
Secretary

Intercompany Services Agreement:. BCBSM, Accident Fund Insurance Company of
America (AFICA) and all of its subsidiaries, including the Company, entered into an
intercompany services agreement effective February 15, 2010, to provide and/or
receive various administrative services. Services include, but are not limited to:
financial accounting, underwriting, communications, marketing, claims administration,
information systems, and general management and administrative services. The
California Department of Insurance (CDI) approved this agreement on
February 12, 2010. Service fees paid by the Company for 2012 were $2,531,648.



Tax Sharing Agreement: The Company was party to a tax sharing agreement effective
November 20, 2007 between AFICA and CWI Holdings, Inc. and its subsidiaries. The
agreement called for income tax liability to be settled between the parties based on
separate return calculations. Current credit is given for net losses, with payments due
30 days after the consolidated return is filed. The agreement was approved by the CDI
on February 14, 2008. This agreement was replaced with a new agreement effective
October 15, 2013 which deleted CWI Holdings, Inc., CWI Holdings Statutory Trust, and
Howard Street Insurance Services, and to make other minor changes. The new
agreement was approved by the CDI on October 9, 2013. The Company paid AFICA
$1,801,543 in 2012 under the tax sharing agreement.

TERRITORY AND PLAN OF OPERATION

The Company writes workers’ compensation insurance. States in which it was licensed
in 2012 were: Alaska; Arizona; California; Colorado; Hawaii; Idaho; Michigan; Missouri;
Montana; Nevada; New Mexico; Oregon; Utah; and Washington. Direct written
premium in California totaled $54.2 million, or 97.1%. Business is produced through a

network of regional brokers.

REINSURANCE

Intercompany Pooling Agreement

The Company entered into an intercompany reinsurance pooling agreement with its
affiliates effective December 31, 2012. Parties to the agreement and their respective
pooling percentages were: Accident Fund Insurance Company of America 76.5%;
United Wisconsin Insurance Company 9.5%; Accident Fund National Insurance
Company 6.0%; Accident Fund General Insurance Company 4.0%; and CompWest
Insurance Company 4.0%. The subsidiaries cede 100% of their liabilities to Accident
Fund Insurance Company of America, which then cedes back according to the stated
percentages. The agreement was approved by the CDI on December 19, 2012.

Following are the pooling participants and percentages as of December 31, 2012:



Company State of Pooling

Domicile Share
Accident Fund Insurance Company of America Mi 76.5%
United Wisconsin Insurance Company Wi 9.5%
Accident Fund National Insurance Company Mi 6.0%
Accident Fund General Insurance Company Mi 4.0%
CompWest Insurance Company CA 4.0%
Pool Total 100.0%

Assumed

The Company assumes no reinsurance other than a minimal amount from the National
Workers Compensation Reinsurance Pool, and a four percent share of the

Intercompany Pooling Agreement, noted above.

Ceded

The Company and its affiliates are covered under multiple layers of excess of loss
reinsurance that provide up to $100 million of coverage. Following is a summary of the

treaties in force at December 31, 2012:

Reinsurers Company

Type of Contract (All authorized, unless noted) Retention

Reinsurer’s Limit

Workers’ Compensation  National Indemnity Company $100,000 $400,000
and Employers Liability 100% Each loss Each loss
Excess of Loss Premiums retained by occurrence occurrence

Company as Funds Held
Aggregate liability
limited to
$233 million

Company Retention 100% $500,000 $1.0 million



Reinsurers Company

(All authorized, unless noted) Retention REISITES (Ll

Type of Contract

Workers’ Compensation  Safety National Casualty 1* Layer 1* Layer
Excess of Loss Corporation — 30.5% $1.5 million $3.5 million
Hannover Ruckversicherung
AG - 10.0%

American Safety Reinsurance
Ltd. — 3.5% (unauthorized)
Various Lloyd’s Syndicates —
26.0%
Total Reinsured 70%
Company Retention 30%

Workers’ Compensation  Hannover Ruckversicherung 2nd Layer 2nd Layer
Excess of Loss AG - 20.0% $5.0 million $5.0 million
Amlin AG (Bermuda) — 5.0%
(unauthorized)
Various Lloyd's Syndicates —
75.0%
Total Reinsured 100%
Workers’ Compensation 8 authorized, 9 unauthorized, Ist Layer 1* Layer
Catastrophe and 13 Lloyd’s syndicates. $10 million $10 million
Excess of Loss Percentages vary by layer.
Total Reinsured 100% 2" Layer 2" Layer
$20 million $30 million
3" Layer 3" Layer
$50 million $50 million

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



Statement of Financial Condition

as of December 31, 2012

Assets

Bonds
Cash and short-term investments
Investment income due and accrued
Uncollected premiums and premium in the course
of collection
Deferred premiums, agents’ balances and installments
booked but deferred and not yet due
Accrued retrospective premiums
Amounts recoverable from reinsurers
Other amounts receivable under reinsurance contracts
Net deferred tax asset
Guaranty funds receivable or on deposit
Electronic data processing equipment and software
Furniture and equipment
Receivable from parent, subsidiaries and affiliates
Aggregate write-ins for other than invested assets

Total assets

Liabilities, Surplus and Other Funds

Losses

Reinsurance payable on paid loss and loss adjustment expenses

Loss adjustment expenses

Commissions payable, contingent commissions and other similar charges

Other expenses

Taxes, licenses and fees

Current federal and foreign income taxes
Unearned premiums

Advance premium

Dividends declared and unpaid: Policyholders
Ceded reinsurance premiums payable

Funds held by company under reinsurance treaties

Amounts withheld or retained by company for account of others

Payable to parent, subsidiaries and affiliates
Aggregate write-ins for liabilities

Total liabilities

Common capital stock
Gross paid-in and contributed surplus
Unassigned funds (surplus)

Surplus as regards policyholders

Total liabilities, surplus and other funds

Ledger and
Nonledger Assets Not Net Admitted
Assets Admitted Assets Notes

$ 115,162,779 $ $ 115,162,779
4,833,458 4,833,458
1,550,644 1,550,644
25,566,742 110,725 25,456,017
11,017,899 111,200 10,906,699
161,441 16,144 145,297
90,820,279 90,820,279
16,870,182 16,870,182
6,012,590 3,691,427 2,321,163
7,376,068 7,376,068
468,091 264,664 203,427
10,242 10,242 0
37,758,044 37,758,044
412,496 235,105 177,391
$ 318,020,955 $ 4,439,507 $ 313,581,448

$ 33,231,746 1)
23,547,461

5,537,716 1)
752,700
8,474,887
1,088,088
4,284,436
14,030,444
974,097
2,195,599
44,039,105
66,843,933
1,819,307
32,908

907,501

207,759,928

$ 3,000,000

47,000,000

55,821,520
105,821,520

$ 313,581,448



Underwriting and Investment Exhibit
for the Year Ended December 31, 2012

Statement of Income

Underwriting Income

Premiums earned $ 24,997,201
Deductions:
Losses incurred $ 13,883,024
Loss adjustment expenses incurred 4,560,336
Other underwriting expenses incurred 6,307,170
Total underwriting deductions 24,750,530
Net underwriting gain 246,671

Investment Income

Net investment income earned $ 4,639,826
Net realized capital gain 3,440,705
Net investment gain 8,080,531

Other Income

Net loss from agents’ or premium balances charged off $ (117,123)
Finance and service charges not included in premiums 11,750
Aggregate write-ins for miscellaneous income 1,591
Total other income (103,782)
Net income before dividends to policyholders, after capital gains tax and before

federal and foreign income taxes 8,223,420
Dividends to policyholders 1,060,860
Net income after dividends to policyholders, after capital gains tax and before

federal and foreign income taxes 7,162,560
Federal and foreign income taxes incurred 3,188,465
Net income $ 3,974,095

Capital and Surplus Account

Surplus as regards policyholders,

December 31, 2011 $ 98,336,893
Net income $ 3,974,095
Change in net deferred income tax 1,941,725
Change in nonadmitted assets 436,681
Aggregate write-ins for gains in surplus 1,132,126
Change in surplus as regards policyholders for the year 7,484,627

Surplus as regards policyholders,
December 31, 2012 $ 105,821,520



Reconciliation of Surplus as Regards Policyholders

from December 31, 2009 through December 31, 2012

Surplus as regards policyholders,
December 31, 2009 per Examination

Net income

Change in net deferred income tax
Change in nonadmitted assets
Change in provision for reinsurance
Aggregate write-ins for gains in surplus

Total gains and losses

Net increase in surplus as regards policyholders

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

10

Gain in
Surplus
$ 8,301,278
1,317,536
2,539,128
57,302

1,120,414

$ 13,335,658

$ 92,485,862

13,335,658

$ 105,821,520



COMMENTS ON FINANCIAL STATEMENT ITEMS

(1) Losses and Loss Adjustment Expenses

Based on an analysis by a Casualty Actuary from the California Department of
Insurance, the Company’s loss and loss adjustment expense reserves as of
December 31, 2012 were found to be on the low end of a reasonable range of
estimates. Since additional reserves were recorded in 2013 for accident years 2012
and prior, no examination adjustment was made and loss and loss expenses reserves

have been accepted for purposes of this examination.

SUMMARY OF COMMENTS AND RECOMMENDATIONS

Current Report of Examination

None.

Previous Report of Examination

Corporate Records - (Page 2): It was noted that the Company was not in compliance
with California Insurance Code Section 735, which requires the Company to inform the
board of directors at its next regularly scheduled meeting of every examination report
received from the California Department of Insurance. The Company has complied with

this recommendation.

11
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Respectfully submitted,

Isabel Spiker, CFE
Examiner-In-Charge

Senior Insurance Examiner, Supervisor
Department of Insurance

State of California
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