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Los Angeles, California
February 28, 2014

Honorable Dave Jones

Insurance Commissioner
California Department of Insurance
Sacramento, California

Dear Commissioner:
Pursuant to your instructions, an examination was made of the
LOYA CASUALTY INSURANCE COMPANY
(hereinafter also referred to as the Company) at the primary location of its books and
records, 1800 Lee Trevino, Suite 201, El Paso, Texas 79936. The Company’s statutory

home office is located at 777 East Vista Way, Suite 205, Vista, California 92084.

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 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 examination of other insurance entities in the holding company group and included

participation from the state of Texas as the Coordinating State.

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: corporate records; fidelity bonds and other insurance; pensions, stock
ownership and insurance plans; accounts and records; growth of company; loss

experience; and statutory deposits.

COMPANY HISTORY

The Company was incorporated in California on December 14, 2004, for the purpose of
conducting property and casualty business, and is a wholly owned subsidiary of Loya

Insurance Company, a Texas domiciled property and casualty insurer.

Capitalization

The Company is authorized to issue 100,000 shares of stock with a par value of $60 per
share. As of December 31, 2012, there were 43,334 shares of common stock issued

and outstanding.
During the examination period, the Company received capital contributions of
$10 million and $5 million in 2010 and 2011, respectively, from its parent, Loya

Insurance Company.

MANAGEMENT AND CONTROL

The Company is a member of an insurance holding company system. The following
organizational chart depicts the interrelationships of the Company with its affiliated
entities within the holding company system:
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(*) All ownership is 100% unless otherwise noted.

The five members of the board of directors, who are elected annually, manage the
business and affairs of the Company. Following are members of the board and principal

officers of the Company serving at December 31, 2012:



Name and Location

Alfredo J. Loya
El Paso, Texas

Alfredo J. Loya, Jr.
El Paso, Texas

Flor M. Loya
El Paso, Texas

Maria Loya
El Paso, Texas

Jose A. Ramirez
El Paso, Texas

Name

Flor M. Loya
Jose A. Ramirez
Alfredo J. Loya, Jr.

Directors

Principal Business Affiliation

Sole Manager
Fred Loya Insurance Agency, Inc.

Secretary
Loya Casualty Insurance Company

President
Loya Casualty Insurance Company

Vice President
Fred Loya Insurance Agency, Inc.

Treasurer
Loya Casualty Insurance Company

Principal Officers

Title

President
Treasurer
Secretary

Management Agreements

Managing General Agency Agreement: The Company entered into a Managing
General Agency Agreement with an affiliate, Vision Managing General Agency, LP
(VMGA). Under the terms of the agreement, VMGA provides underwriting, marketing,
claims handling up to $30 thousand per claim, administrative services, and collections
of premiums. In return, VMGA receives a commission of 26.65% of net premiums
collected plus reimbursement of loss adjustment expenses at 10% of gross premiums
earned. Fees paid by the Company for 2010, 2011, and 2012 were $21,804,346,
$22,318,579, and $25,123,811, respectively. The agreement was approved by the
California Department of Insurance (CDI) on June 7, 2006.



Tax Sharing Agreement. The Company and its affiliates are parties to a tax sharing
agreement with its ultimate parent, EP Loya Group, LP, a Texas limited partnership.
The allocation of taxes is based upon separate return tax calculations. Intercompany
tax allocations are settled within 60 days after the filing of the consolidated income tax

return. The agreement was approved by the CDI on June 6, 2006.

TERRITORY AND PLAN OF OPERATION

As of December 31, 2012, the Company was licensed to transact auto insurance

business only in California.

In 2012, the Company wrote $96 million of direct premiums. Of the direct premiums
written, 72%, or $69 million, was private passenger liability and 28%, or $27 million, was

private passenger auto physical damage.
The Company writes six-month policies for minimum liability and low value auto
insurance coverages. The business is produced solely by an affiliate, Fred Loya

Insurance Agency, Inc., which has approximately 181 offices throughout California.

REINSURANCE

Assumed

The Company has no reinsurance assumed.

Ceded

The Company has no reinsurance ceded.



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

Ledger and
Nonledger Assets Not Net Admitted
Assets Assets Admitted Assets Notes
Bonds $ 81,867,010 $ $ 81,867,010
Cash and short-term investments 5,567,762 5,567,762
Investment income due and accrued 1,226,137 1,226,137
Premiums and agents’ balances in course of collection 1,894,350 1,894,350
Current federal income tax recoverable and interest
thereon 404,316 404,316

Net deferred tax asset 1,507,377 259,400 1,247,977
Total assets $ 92,466,952 $ 259,400 $ 92,207,552
Liabilities, Surplus and Other Funds
Losses $ 42,390,667 )
Loss adjustment expenses 2,294,947 (1)
Taxes, licenses and fees 237,898
Unearned premiums 11,575,587
Advance premiums 721,047

Total liabilities 57,220,146
Common capital stock $ 2,600,040
Gross paid-in and contributed surplus 42,400,147
Unassigned funds (surplus) (10,012,781)

Surplus as regards policyholders

Total liabilities, surplus and other funds

34,987,406

$ 92,207,552



Underwriting and Investment Exhibit

for the Year Ended December 31, 2012

Underwriting Income

Premiums earned

Statement of Income

Deductions:
Losses and loss expenses incurred $ 68,986,678
Other underwriting expenses incurred 28,084,766
Aggregate write-ins for underwriting deductions 10,444,096

Total underwriting deductions

Net underwriting loss

Investment Income

Net investment income earned
Net realized capital gain

Net investment gain

Net income before federal income taxes
Federal income taxes incurred

Net income

Surplus as regards policyholders,
December 31, 20011

Net income
Change in net deferred income tax
Change in nonadmitted asserts

$ 2,297,180

58,304

Capital and Surplus Account

$ 556,086
57,346

5,747

Change in surplus as regards policyholders for the year

Surplus as regards policyholders,
December 31, 2012

$ 105,309,648

107,515,540

(2,205,892)

2,355,484

149,592
(406,494)

$ 556,086

$ 34,368,227

619,179

$ 34,987,406



Reconciliation of Surplus as Regards Policyholders

from December 31, 2009 through December 31, 2012

Surplus as regards policyholders,
December 31, 2009 per Examination

Net loss

Change in net deferred income tax
Change in nonadmitted assets
Surplus adjustments: Paid-in

Total gains and losses

Net increase in surplus as regards policyholders

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

$ 25,744,830
Gainin Loss in
Surplus Surplus
$ $ 6,144,973
450,904
63,355
15,000,000
$ 15,450,904 $ 6,208,328

9,242,576

$ 34,987,406



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 losses and loss adjustment expense reserves as of
December 31, 2012 were found to be reasonably stated and have been accepted for

purposes of this examination.

SUMMARY OF COMMENTS AND RECOMMENDATIONS

Current Report of Examination

None.

Previous Report of Examination

None.
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Company’s officers and employees during the course of this examination.

Respectfully submitted,

IS/
Thomas Podsiadlo, CFE
Examiner-In-Charge
Associate Insurance Examiner
Department of Insurance
State of California
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