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Los Angeles, California
February 14, 2014

Honorable Dave Jones

Insurance Commissioner
California Department of Insurance
Sacramento, California

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

HYUNDAI MARINE AND FIRE INSURANCE COMPANY, LTD (U.S. BRANCH)
(hereinafter also referred to as the U.S. Branch) at the office of its United States
manager, Citadel Risk Management, Inc., located at 1044 Route 23 North, Suite 103,
Wayne, New Jersey 07470. The statutory home office of the U.S. Branch is located at

300 Sylvan Avenue, Englewood Cliffs, New Jersey 07632.

SCOPE OF EXAMINATION

We have performed our multi-state examination of the U.S. Branch. The previous
examination of the U.S. Branch 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 U.S. Branch’s financial
condition, to identify prospective risks, and to obtain information about the U.S. Branch,
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 U.S.

Branch 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 U.S. Branch’s operations were reviewed including the following areas that require
no further comment: branch history; corporate records; fidelity bonds and other
insurance; pensions, stock ownership and insurance plans; growth of U.S. Branch; loss

experience; and statutory deposits.

SUBSEQUENT EVENT

On October 31, 2013, the U.S. Branch received a cash deposit of $35 million from its
parent company, Hyundai Marine & Fire Insurance Co., Ltd, which is domiciled in the

Republic of Korea.

MANAGEMENT AND CONTROL

The U.S. Branch is the United States branch of Hyundai Marine and Fire Insurance
Company, Ltd. (Hyundai), a publicly traded property and casualty insurance company
incorporated in the Republic of Korea. The following abridged chart shows Hyundai’'s
subsidiaries and overseas branches, and depicts the U.S. Branch’s relationship within

the holding company system (all ownership is 100%):



Hyundai Marine
& Fire Insurance
Company, Ltd.
(U.S. Branch)

Hyundai Marine
& Fire Insurance
Company, Ltd.
(South Korea)

Hyundai Marine
& Fire Insurance
Company, Ltd.
(Japan Branch)

Hyundai
Consulting &
Resources
Company, Ltd.

Hyundai Marine
Claims Services
Company, Ltd.

Hyundai
Investments
Company, Ltd.

Hyundai Hicar
Claims Services
Company, Ltd.

Hyundai Hicar
Direct Auto
Insurance
Company, Ltd.

Hyundai
Insurance
(China)
Company, Ltd.

Hyundai U.K. Hyundai
Underwriting Investment
Ltd. (America), Ltd.

Cosmos Risk
Solutions Asia
Pte, Ltd.

The seven members of the board of directors manage the business and affairs of the
U.S. Branch. Following are members of the board and principal officers of the U.S.

Branch serving at December 31, 2012:



Name and Location

Hyun-Myung Cho
Seoul, Korea

Mong-Yoon Chung
Seoul, Korea

Dae-Sik Hong @
Seoul, Korea

Man-Woo Lee
Seoul, Korea

Myung-hyun Na
Seoul, Korea

Seong-Yeon Park ®
Seoul, Korea

Tai-Chang Seo ©
Seoul, Korea

Name

Tai-Chang Seo ©
Young-Moon Lee @

Chan-Jong Park

Myung-hyun Na
Ki-Chan Yoon ©®

Yong-IL Cho

Jeong-Seok Chae @

Directors

Principal Business Affiliation

Principal/Administrative & Auditing Team
Kyung-Hee University

Chairman of the Board
Hyundai Marine and Fire Insurance
Company, Ltd.

Professor
So-Gang University

Professor
Korea University

Standing Auditor
Hyundai Marine and Fire Insurance
Company, Ltd.

Professor
E-Hwa Women’s University

President and Chief Executive Officer
Hyundai Marine and Fire Insurance
Company, Ltd.

Principal Officers

Title

President and Chief Executive Officer

Executive Vice President, Personal Lines
Group

Executive Vice President, Management
Support Group / Commercial Line Group

Standing Auditor

Executive Director, Commercial Line
Division 1

Executive Director, Commercial Line
Division 2

Senior Vice President, Daegu Gyeongbuk
District Division



Chul-Sik Choi
Kab-Pil Choi
Rak-Hyoung Chung
Jae-Weon Han
Su-Sang Han
Seong-Tae Hong
Soon-Gye Hong
In-Kwan Hwang

Se-Young Jun
Yong-Chan Kang

Heung-Dong Kim @
Jong-Ho Kim

Jong-Seon Kim

Sang-Hwa Kim
Sang-Wan Kim
Young-Ju Kim
Sung-1l Koh
Byoung-Tae Kwon
Jae-Choon Lee
Jong-Soo Lee
Moon-Bok Lee
Sung-Jae Lee

Sung-Jug Lee
Young-Chul Lee

Senior Vice President, Chief Information

Security Officer

Senior Vice President, Marine & Overseas
Part

Senior Vice President, General Insurance
Part

Senior Vice President Commercial Line
Part 3

Senior Vice President, Gangnam District
Division

Senior Vice President, Claims Service
Division

Senior Vice President, Retirement Pension
Division

Senior Vice President, Asset Management
Part

Senior Vice President, Compliance Officer

Senior Vice President, Gyeongnam District
Division

Senior Vice President, Gyeongin District
Division

Senior Vice President, Automobile Claims
Division 3

Senior Vice President Personal & General
Administration Division / Corporate

Planning Part

Senior Vice President, New Channel
Production Division

Senior Vice President, Jungbu District
Division

Senior Vice President Long Term &
General Insurance Claims Division

Senior Vice President Honam District
Division

Senior Vice President, Bancassurance
Business Division

Senior Vice President, Automobile Claims
Division 2

Senior Vice President, Corporate
Production Part

Senior Vice President, Commercial Line
Part 2

Senior Vice President, Chief Customer
Officer

Senior Vice President, Claims Group

Senior Vice President, Asset Management
Division



Yun-Sun Lee Senior Vice President, Management

Support Division

Seung-Chan Oh Senior Vice President, President of
Hyundai Insurance (China) Co., Ltd.

Deok-Yong Park Senior Vice President, Marketing Division

Ju-Sik Park Senior Vice President, Automobile Claims
Division 1

Jae-Jun Roh Senior Vice President, Busan District
Division

Yong-Koo Shim Senior Vice President, Gangbuk District
Division

Dae-Soon Shin Senior Vice President, Long Term
Insurance Part

Seung-Ok Yang Senior Vice President Long Term
Insurance Division / Certified Senior

Actuary

Jung-Dong Yoo Senior Vice President Commercial Line

Part 1

Principal Officers of the United States Branch

Name Title
Ki-Young Park President/General Manager
Jin Byun Secretary and Treasurer/Manager

The following changes in the Board of Directors and management occurred subsequent

to the examination date:

CY

(b)

©

©)

()

Due to a three-year term limit, Dae-Sik Hong was not re-elected and replaced by Hi-Dong
Kim as Outside Director of the Board, effective June 7, 2013.

Due to a three-year term limit, Seong-Yeon Park was not re-elected and replaced by Eu-
Gene Song as Outside Director of the Board, effective February 4, 2013.

Due to a three-year term limit, Tai-Chang Seo was not re-elected and replaced by Cheol-
Young Lee as Director of the Board and President and Co-Chief Executive Officer and by
Chan Jong Park as Director of the Board and Senior Vice President and Co-Chief Executive
Officer, effective February 4, 2013.

Young-Moon Lee resigned and was replaced by Yong-Koo Shim as Executive Vice
President, effective June 11, 2013.

Ki-Chan Yoon resigned and was replaced by Jung-Dong Yoo as Executive Director,
effective June 11, 2013.



®  Jeong-Seok Chae resigned and was replaced by Sang-Hwa Kim as Senior Vice President,
effective June 11, 2013.

@ Heung-Dong Kim resigned and was replaced by Jong-Seon Kim as Senior Vice President,
effective June 11, 2013.

Management Agreements

Administrative Services Agreement:. Effective November 1, 2006, the U.S. Branch
entered into an Administrative Services Agreement with Citadel Risk Management, Inc.
(CRMI), an unaffiliated company organized and existing under the laws of the state of
Connecticut and having principal places of business in Bridgewater and Wayne, New
Jersey. Under the terms of this Agreement, CRMI provides the U.S. Branch with
management and support services relating to premium processing, reinsurance claims
management, compliance, accounting, and financial statement reporting. In return, the
U.S. Branch compensates CRMI with monthly service fees, which are adjusted
periodically based on time studies. In 2010, 2011, and 2012, the U.S. Branch paid
CRMI $258,773; $259,199; and $258,731, respectively, for the services CRMI rendered
under the terms of the Agreement.

Agency Agreement: Effective January 1, 2012, the U.S. Branch entered into an Agency
Agreement with C&M First Services, Inc. (Agent), an unaffiliated insurance agent
licensed in the State of New York. Under the terms of this Agreement, the Agent
provides insurance agency services including soliciting, selling, and servicing the U.S.
Branch’s insurance products in the state of New York. The U.S. Branch pays the Agent
with commissions based on the commission rate schedule set forth in the Agreement.
In 2012, the U.S. Branch paid the Agent $18,802 for the agency services provided
under the Agreement.

Agreement for Claims Administration Services: Effective January 1, 2012, the U.S.
Branch and York Risk Services Group, Inc. (York), an unaffiliated company incorporated
under the laws of the state of New York, entered into an Agreement for Claims
Administration Services. Pursuant to this Agreement, York provides claim adjustment

services on claims arising out of the U.S. Branch’s homeowners and dwelling fire



policies issued in the state of New York. The U.S. Branch compensates York with
service fees based on the fee schedule set forth in the Agreement. In 2012, the U.S.

Branch paid York $12 for the claim adjustment services rendered under this Agreement.

Trust Agreement

California Insurance Code Section (CICS) 1580 and 1581 require that an alien insurer
transacting business in the State of California appoint a trustee and maintain a deposit
with the trustee for security of all the alien insurer’s policyholders and creditors in the
United States. Pursuant to CICS 1582, the amount of the deposit shall equal to the
minimum amount of paid-in-capital required for admission of incorporated insurers
issuing policies on reserve basis and transacting the same classes of insurance the
alien insurer is transacting in the United States. Since the U.S. Branch is the United
States branch of an alien insurer, Hyundai Marine and Fire Insurance Company, Ltd.,
the U.S. Branch is required to comply with the aforementioned CICS. As a result, the
U.S. Branch appointed Union Bank, N.A. as its trustee. Based on the classes of
insurance business the U.S. Branch is authorized to write, the U.S. Branch is required
to maintain a minimum paid-in capital of $1.9 million. The U.S. Branch maintains a
deposit of $3 million with Union Bank, N.A. Therefore, the U.S. Branch is in compliance
with the aforementioned CICS.

TERRITORY AND PLAN OF OPERATION

The U.S. Branch is currently licensed to write property and casualty insurance business
in the states of Alabama, California, Georgia, lllinois, New Jersey, New York, and
Oregon. In 2012, the U.S. Branch generated $5.205 million of direct premiums written.
Of the total direct premiums written, 53.8% or $2.798 million was written in California,
21.0% or $1.094 million in New York, 11.4% or $592 thousands in Georgia, 9.2% or
$481 thousands in Alabama, and 4.6% or $240 thousands in Oregon.

The top five lines of business the U.S. Branch wrote in 2012 were ocean marine, fire,

homeowner multiple peril, allied lines, and commercial multiple peril (non-liability



portion) that accounted for 47.1% or $2.454 million, 29.5% or $1.536 million, 8.8% or
$456 thousands, 5.7% or $299 thousands, and 5.5% or $287 thousands of the total

direct premiums written, respectively.

The U.S. Branch provides commercial insurance coverages mainly to the United States
operations of Korean corporations. The U.S. Branch derives its business mostly from
assumed reinsurance. The U.S. Branch’s recent plan is to diversify its book of business
by balancing commercial lines and personal lines of businesses as well as direct and
assumed businesses. In February 2012, the U.S. Branch increased its personal lines of
business by issuing homeowners and dwelling fire policies in New York for the first time
in its history. While the U.S. Branch maintains brokers to produce its commercial lines

of business, it uses general agents for its personal lines of business.

REINSURANCE

Assumed

The U.S. Branch’s primary method of transacting its business is through reinsurance. In
2012, the assumed premiums written accounted for 77.6%, or $18.092 million of the
total gross premiums written. On March 31, 2012, the U.S. Branch canceled a quota
share contract with Lexington Insurance Company (Lexington) and entered into a new
guota share contract with Chartis Property Casualty Company, an affiliate of Lexington,
on April 1, 2012.

The table below summarizes the principal assumed reinsurance treaties, coverage,

retentions, and limits in effect at December 31, 2012:



Type of Contract/ Reinsured’s

Line of Business Ceding Insurers’ Name Retention U.S. Branch’s Limit
Quota Share/ Chartis Property Casualty 65% 8% ($2.4 million)
Inland Marine Company part of original 100%

(Authorized) ($30 million each
risk limit).

Quota Share/ Liberty Mutual Insurance Company | 90% 10%
Private Passenger (Authorized)
Automobile and
Homeowners Multi-Peril

Ceded

The U.S. Branch cedes its business primarily to Korean Reinsurance Company (Korean
Re), an unauthorized alien reinsurer, and Lloyds of London. In 2012, the ceded
premiums written amounted to $11.1 million. Of the total ceded premiums written,
60.1%, or $6.6 million, was ceded to Korean Re and 11.2%, or $1.2 million, to Lloyds of
London. The net reinsurance recoverables totaled $22.5 million. Of the total net
reinsurance recoverables, 63.9%, or $14.4 million, was from Korean Re. The U.S
Branch secured a letter of credit of $15 million from Korean Re as collateral for the
reinsurance receivables. Reinsurance recoverables on paid loss accounted for 50.9% of

the total policyholder surplus of $14.5 million.
The U.S. Branch utilizes quota share, excess of loss, and facultative arrangements to

protect its policyholder surplus. The table below summarizes principal ceded

reinsurance contracts, coverage, retentions, and limits in effect at December 31, 2012:

10



Type of Contract/ U.S Branch’s
Line of Business Reinsurer’s Name Retention Reinsurer’s Limit
Quota Share Mitsui Sumitomo Insurance of 62.5% 396 @ ($900,000) part of
Retrocession/ America original 100% ($30
Inland Marine Mitsui Sumitomo Insurance USA, Inc. million each risk limit).
(MSIG).
(Authorized)
Excess of Loss Hannover Ruckversicherungs AG 62.5% 50® ($562,500) part of

Retrocession/
Inland Marine

(Authorized)

5% ($937,500) part of
original 100% ($18.75
million each risk limit).

original 100% ($11.25
million layer limit) in
excess of $18.75 million
each risk limit.

Excess of Loss/
Property

Swiss Re insurance Company
(Authorized)

Approximately $1
million, depending on
Korean currency
exchange rate

Approximately $50
million, depending on
Korean currency
exchange rate.

Excess of Loss/ Munich Reinsurance Company $1 million $50 million
Cargo and Hull (Authorized)
Quota Share/ 50.0% Lloyd's Syndicate #3210 60% 40% of max. $15 million
Marine Cargo 37.5% Allianz Global Corp & Specialty any one conveyance and
12.5% Starr U/W Agents obo Lloyd's max. $30 million any one
Syndicate #1919 location or warehouse.
(All Authorized)
Quota Share/ 28.6% Lloyd's Syndicate #0510 25% 75% of max. $16 million
Marine Cargo 28.6% AXA London any one conveyance or
28.6% Zurich London location
14.2% Lloyd's Syndicate #2003
(All Authorized)
Quota Share/ Various Lloyd’s Syndicates 30% 70% of max. $25 million

Marine Cargo

(Authorized)

any one conveyance or
location.

Quota Share/
Commercial and
Fire Property

Korean Reinsurance Company
(Unauthorized)

1 line (16.67%) part of
6 lines.

5 lines (83.33%) part of 6
lines.

Facultative
Obligatory/
Ocean Marine,
Dwelling &
Homeowners

Korean Reinsurance Company
(Unauthorized)

Net of ceded limit
(Ocean Marine) & 50%
of original $1 million
(homeowners) per
coverage.

$3 Million (Ocean
Marine) & $0.5 million
(homeowners) per
coverage.

@ Of original (100% of 35% Q/S), U.S. Branch assumed 8% and retained 5% (or 62.5%), net
of 3% (or 37.5%), reassured by Mitsui Sumitomo Insurance.

11
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reinsurance.

®)Of written (100% of 8% Q/S), U.S. Branch retained 5% (or 62.5%), net of 3% (or 37.5%),
reassured by Mitsui Sumitomo Insurance of America. Hannover Ruckversicherungs AG only
reinsures U.S. Branch. This is excess of loss reinsurance.

A review of all 11 of the U.S. Branch’s reinsurance contracts that were in-force at
December 31, 2012 revealed that six contracts did not include the entire agreement
clause and/or insolvency clause as required under the California Code Regulations
(CCR), Title 10, Chapter 5, Subchapter 3, Article 3, Section 2303.13. It is
recommended that the U.S. Branch amend the contracts to include entire agreement
and insolvency clauses pursuant to the CCR, Title 10, Chapter 5, Subchapter 3, Article
3, Section 2303.13.

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 Trusteed Surplus in the United States for the Year Ended
December 31, 2012.

12



Statement of Financial Condition
as of December 31, 2012

Ledger and
Nonledger Assets Not Net Admitted

Assets Assets Admitted Assets Notes
Bonds $ 22,487,404 $ $ 22,487,404
Cash and short-term investments 12,405,668 12,405,668
Investment income due and accrued 159,626 159,626
Premiums and agents’ balances in course of collection 2,829,273 61,404 2,767,869
Amount recoverable from reinsurers 7,363,084 7,363,084
Funds held by or deposited with reinsured companies 158,471 158,471
Current federal and foreign income tax recoverable 724,499 724,499
Net deferred tax asset 765,846 263,968 501,878
Electronic data processing equipment and software 166,839 166,839
Furniture and equipment, including health care delivery 3,818 3,818
Aggregate write-ins for other than invested assets 30,253 23,277 6,976
Total assets $ 47,094,781 $ 519,306 $ 46,575,475
Liabilities, Surplus and Other Funds
Losses and loss adjustment expenses $ 14,145,865 (2)
Reinsurance payable on paid loss and loss adjustment expenses 7,759,930
Commissions payable, contingent commissions and other similar charges 53,806
Other expenses 21,713
Taxes, licenses and fees 95,471
Unearned premiums 4,703,225
Advance premium 6,115
Ceded reinsurance premiums payable 4,197,309
Funds held by company under reinsurance treaties 562,340
Remittances and items not allocated 50,051
Provision for reinsurance 510,148

Total liabilities 32,105,973
Aggregate write-ins for other than special surplus funds $ 3,000,000
Gross paid-in and contributed surplus 8,100,000
Unassigned funds (surplus) 3,369,502

Surplus as regards policyholders 14,469,502
Total liabilities, surplus and other funds $ 46,575,475

13



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

Statement of Income

Underwriting Income

Premiums earned

Deductions:
Losses and loss adjustment expenses incurred $ 10,494,107
Other underwriting expenses incurred 4,599,342

Total underwriting deductions

Net underwriting loss

Investment Income

Net investment income earned 616,337

Net investment gain
Other Income

Net loss from agents’ or premium balances charged off (amount recovered

$0 amount charged off $11) (11)

Total other loss

Net loss after dividends to policyholders, after capital gains tax and
before federal and foreign income taxes
Federal and foreign income taxes incurred

Net loss

Capital and Surplus Account

Surplus as regards policyholders,
December 31, 2011

Net loss $ (1,304,428)
Change in net deferred income tax 40,922
Change in nonadmitted assets (76,860)
Change in provision for reinsurance (450,613)

Change in surplus as regards policyholders for the year

Surplus as regards policyholders,
December 31, 2012

14

$ 12,578,792

15,093,449

(2,514,657)

616,337

(11)
(1,898,331)
(593,903)

$ (1.304.428)

$ 16,260,481

(1,790,979)

$ 14,469,502



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

Net unrealized capital gains

Change in net deferred income tax

Change in nonadmitted assets

Change in provision for reinsurance

Aggregate write-ins for gains and losses in surplus

Total gains and losses

Net decrease in surplus as regards policyholders

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

Gainin Loss in
Surplus Surplus
$ 111,609 $
11,551
316,326
323,014
266,131
76,000
$ 515,486 $ 589,145

15

$ 14,543,162

(73,659)

$ 14,469,503



Statement of Trusteed Surplus in the United States

for the Year Ended December 31, 2012

Assets

Deposits with United States Trustee:
Cash
Bonds
Accrued investment income

Total trusted assets

Liabilities and Trusted Surplus

Liabilities and reserves
Additions to Liabilities:
Ceded reinsurance balances payable

Total additions
Total

Deductions from liabilities:

Reinsurance recoverable on paid losses and loss adjustment expenses:

Authorized companies
Unauthorized companies
Special state deposits, not exceeding net liabilities carried in this
statement on business in each respective state:
Special state deposits
Accrued interest on special state deposits
Unpaid reinsurance premium receivable, not exceeding losses and
loss adjustment expenses due to reinsured:
Authorized companies
Aggregate write-ins for other deductions from liabilities

Total deductions
Total adjusted liabilities
Trusteed surplus
Total

16

$ 500,000
2,499,126

15,864

$ 4,197,309

1,110,516
6,252,568

3,423,298
12,973

2,211,327
22,424,548

$ 3,014,990

$ 32,105,973

4,197,309
36,303,282

35,435,230
868,052
2,146,938

$ 3,014,990



COMMENTS ON FINANCIAL STATEMENT ITEMS

(1) Losses and Loss Adjustment Expenses

A Property and Casualty Actuary from the California Department of Insurance
performed an actuarial evaluation of the U.S. Branch’'s loss and loss adjustment
expense reserves as of December 31, 2012. Based on the evaluation, the U.S.
Branch’s December 31, 2012 reserves were found to be reasonably stated and have

been accepted for purposes of this examination.

SUMMARY OF COMMENTS AND RECOMMENDATIONS

Current Report of Examination

Reinsurance — Ceded (Page 10): It is recommended that the U.S. Branch amend its
reinsurance contracts to include the insolvency and entire agreement clauses pursuant
to the California Code of Regulations, Title 10, Chapter 5, Subchapter 3, Article 3,
Section 2303.13.

Previous Report of Examination

Corporate Records (Page 6): It was recommended that the U.S. Branch implement
procedures in its board meetings to ensure compliance with California Insurance Code

Sections 735. The U.S. Branch has complied with this recommendation.

Reinsurance (Page 8): It was recommended that the U.S. Branch amend the quota
share treaty with Korean Reinsurance Company to comply with California Insurance
Code Section (CICS) 922.2. The U.S. Branch amended the treaty to comply with CICS

922.2. The quota treaty with Korean Reinsurance Company is how in compliance.

17
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Respectfully submitted,

IS/
Tony L. Tran, CFE
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