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Los Angeles, California
October 2, 2015

Honorable Dave Jones

Insurance Commissioner
California Department of Insurance
Sacramento, California

Dear Commissioner:
Pursuant to your instructions, an examination was made of the
NATIONS INSURANCE COMPANY
(hereinafter also referred to as the Company) at its branch office located at 801 N.
Brand Boulevard, Suite 685, Glendale, California 91203. Its statutory office is located at

2390 E. Orangewood Avenue, Suite 250, Anaheim, California 92806.

SCOPE OF EXAMINATION

We have performed our single state examination of the Company. The previous
examination of the Company was as of December 31, 2011. This examination covered
the period of January 1, 2012 through December 31, 2014. The examination was
conducted in accordance with the National Association of Insurance Commissioners
Financial Condition Examiners Handbook (Handbook). The Handbook requires the
planning and performance of the examination to evaluate the Company’s financial
condition, assess corporate governance, identify current and prospective risks, and
evaluate system controls and procedures used to mitigate those risks. An examination
also included identifying and evaluating significant risks that could cause the insurer’s

surplus to be materially misstated both currently and prospectively.

All accounts and activities of the Company were considered in accordance with the risk-

focused examination process. This includes assessing significant estimates made by



management and evaluating management's compliance with Statutory Accounting
Principles. The examination does not attest to the fair presentation of the financial
statements included herein. If, during the course of the examination an adjustment was
identified, the impact of such adjustment will be documented separately following the

Company’s financial statements.

This examination report includes findings of fact and general information about the
Company and its financial condition. There might be other items identified during the
examination that, due to their nature (e.g., subjective conclusions, proprietary
information, etc.), were not included within the examination report but separately

communicated to other regulators and/or the Company.

COMPANY HISTORY

Nations Insurance Company (the “Company”) was incorporated under the laws of
California on November 29, 2006. It received its Certificate of Authority from the
California Department of Insurance (CDI) and commenced business on March 6, 2008.
The Company is only licensed in California to write non-standard private passenger

automobile physical damage and liability at year end of 2014.

Capitalization

The Company is authorized to issue 100,000 shares of common stock at par value of
$60 per share. Elias Assaf (President and Chief Executive Officer) and Raimundo Ruiz
(Director) own 86% (or 37,267 shares) and 14% (or 6,066 shares) of the 43,333 shares
issued and outstanding common stock of the Company, respectively.

Dividends

In December 2012, the CDI was notified of the Company’s request for an ordinary
dividend to its shareholders in the amount of $380,000. The dividend was paid in cash
on December 10, 2012.



MANAGEMENT AND CONTROL

The controlling stockholders, Elias Assaf and Raimundo Ruiz, own 86% and 14%,
respectively, of the Company’s stock. The following abridged organizational chart
depicts the Company’s relationship with its affiliated companies as of December 31,
2014.

Elias Assaf
and
Raimundo Ruiz

Nations Insurance Nations General AFA Claim Services, Inc.
Company Insurance Agency (California)
(California) (California) Elias Assaf-33.34%
Elias Assaf-86% Elias Assaf-86% Raimundo Ruiz-33.33%
Raimundo Ruiz-14% Raimundo Ruiz-14% Perry Daskas-33.33%

The three 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, 2014:

Directors
Name and Location Principal Business Affiliation
Elias Assaf Chairman of the Board, President, and
Huntington Beach, California Chief Executive Officer

Nations Insurance Company

Zeina Assaf Secretary

Huntington Beach, California Nations Insurance Company
Raimundo Ruiz President

Valencia, California Multi-State Insurance Services, Inc



Principal Officers

Name Title

Elias Assaf President and Chief Executive Officer
Elda Boudaghians Chief Financial Officer

Zeina Assaf Secretary

Management Agreements

Program Management Agreement: On March 8, 2008, the Company entered into a
program management agreement with its affiliate, Multi-State Insurance Services, Inc.
(MSIS). MSIS provides the Company with accounting, marketing, administrative,
underwriting, computer programming, personnel, and other management services.
MSIS performs similar services on behalf of other non-affiliated insurers (Insurers). As
compensation for the services provided, MSIS is reimbursed based on the total cost
expensed on behalf of all Insurers divided by the percentage of net written premium
written through the Company as compared to net written premium written through the
Insurers. This agreement was approved by the California Department of Insurance
(CDI) on March 8, 2008. On September 27, 2013, MSIS was sold to a third party and
terminated the contract. For 2012 and 2013 the fees paid by the Company to MSIS
were $1,866,269 and $1,535,848, respectively.

Claims Management Agreement: On April 1, 2009, the Company entered into a new
claims management agreement with its affiliate, AFA Claim Services, Inc. (AFA). Under
the terms of the agreement, AFA provides the Company with processing, investigating,
adjusting, compromising, defending, litigating, supervising, and payment of claims. For
compensation, AFA receives 5.5% of the Company’s gross earned premiums for its
services. This agreement was approved by the CDI on June 9, 2009. For 2012, 2013,
and 2014, the fees paid by the Company to AFA were $851,151, $792,471, and
$793,797, respectively.

Special Investigative Unit Services Agreement: Effective March 11, 2013, the Company

entered into a new Special Investigative Unit (SIU) agreement with its affiliate, AFA.



Under the terms of the agreement, AFA serves as the primary contact with the CDI for
antifraud matters on behalf of the Company, and after evaluating claims matters, refer
all suspected fraudulent claims to the CDI's Fraud Division and to relevant law
enforcement agencies, when and where appropriate. AFA will prepare all reports as
required by the CDI. AFA will also be responsible for the development, preparation,
ongoing revision, and implementation of written anti-fraud policies and procedures.
Also, AFA will periodically prepare written instructional materials on antifraud issues for
the SIU and integral antifraud personnel, and will conduct in-house training sessions for
such personnel on at least an annual basis, for the sufficiency and accuracy of the
application of antifraud procedures, such as preparation for claims examiners of
checklists for “red flags” of fraud. For compensation the Company will pay AFA’s an
amount that is equal to the actual cost incurred by AFA in providing such services. This
agreement was approved by the CDI on March 11, 2013. For 2013 and 2014, the fees
paid by the Company to AFA were $60,000 and $72,000.

TERRITORY AND PLAN OF OPERATION

As of December 31, 2014, the Company is authorized to write private passenger
automobile liability and automobile physical damage coverage solely in California.
Underwriting activities are targeted exclusively toward insuring non-standard risks. In
2014, the Company wrote $16.2 million of direct premiums. The Company’s business is
produced by a general agency, Multi-State Insurance Services, Inc., whose sales are

generated through independent insurance brokers across California.

REINSURANCE

The Company had no reinsurance during the examination period.



ACCOUNTS AND RECORDS

During the course of the examination, a review was made of the Company’s general
controls over its information systems. The prior report of examination made
recommendations and the Company made improvements; however, as a result of this
review, some findings were noted and were presented to the Company along with
recommendations to strengthen its controls. The Company should evaluate the
recommendations and make appropriate changes to further strengthen its information

systems controls.



FINANCIAL STATEMENTS

The following financial statements are based on the statutory financial statements filed
by the Company with the California Department of Insurance and present the financial
condition of the Company for the period ending December 31, 2014. The
accompanying comments on financial statements reflect any examination adjustments
to the amounts reported in the annual statements and should be considered an integral
part of the financial statements. There were no examination adjustments made to

surplus as a result of the examination.

Statement of Financial Condition as of December 31, 2014
Underwriting and Investment Exhibit for the Year Ended December 31, 2014

Reconciliation of Surplus as Regards Policyholders from December 31, 2011
through December 31, 2014



Statement of Financial Condition
as of December 31, 2014

Ledger and
Nonledger Assets Not Net Admitted
Assets Assets Admitted Assets Notes
Bonds $ 5,194,057 $ $ 5,194,057
Common stocks 238,304 238,304
Cash and short-term investments 12,542,722 12,542,722
Investment income due and accrued 65,665 65,665
Premiums and agents’ balances in course of collection 1,884,729 1,884,729
Premiums, agents’ balances and installments booked but
deferred and not yet due (including $0 earned
but unbilled premiums) 5,556,918 5,556,918
Current federal and foreign income tax recoverable and
interest thereon 131,932 131,932
Net deferred tax asset 616,840 616,840
Electronic data processing equipment and software 48,065 48,065 0
Furniture and equipment 30,371 30,371 0
Aggregate write-ins for other than invested assets 82,795 82,795 0
Total assets $ 26,392398 $ 161,231 $ 26,231,167

Liabilities, Surplus and Other Funds

Losses and loss adjustment expenses

Commissions payable, contingent commissions and other similar charges
Other expenses

Taxes, licenses and fees

Unearned premiums

Payable to parent, subsidiaries and affiliates

Total liabilities

Common capital stock $ 2,600,040
Gross paid-in and contributed surplus 7,400,147
Unassigned funds (surplus) 1,538,190

Surplus as regards policyholders

Total liabilities, surplus and other funds

$ 6,486,028
413,081

63,464

106,139
7,548,809

75,269

14,692,790

11,538,377

$ 26,231,167

1)



Underwriting and Investment Exhibit

for the Year Ended December 31,

2014

Statement of Income

Underwriting Income

Premiums earned
Deductions:

Losses and loss expenses incurred
Other underwriting expenses incurred

Total underwriting deductions

Net underwriting loss

Investment Income

Net investment income earned
Net realized capital losses

Net investment gain
Other Income

Net loss from agents’ or premium balances charged off (amount recovered
$24,905 amount charged off $57,993)

Finance and service charges not included in premiums

Aggregate write-ins for miscellaneous income

Total other income

$ 11,176,726
4,223,075

$ 147,627
(26,932)

$ (33,088)
522,117
826

Net income after dividends to policyholders, after capital gains tax and before

federal and foreign income taxes
Federal and foreign income taxes incurred

Net income

Capital and Surplus Acco

unt

Surplus as regards policyholders,
December 31, 2013

Net income

Change in net unrealized capital losses
Change in net deferred income tax
Change in nonadmitted assets

Change in surplus as regards policyholders for the year

Surplus as regards policyholders,
December 31, 2014

$ 268,526
(2,444)

59,415

(51,687)

$ 15,215,645

15,399,801

(184,156)

120,695

489,855

426,394
157,868
$ 268,526
$ 11,264,567

273,810

$ 11,538,377



Reconciliation of Surplus as Regards Policyholders

from December 31, 2011 through December 31, 2014

Surplus as regards policyholders,
December 31, 2011

Net income

Net unrealized capital gains

Change in net deferred income tax

Change in nonadmitted assets

Cumulative effect of changes in accounting principles
Dividends to Stockholders

Aggregate write-ins for gains and losses in surplus

Total gains and losses

Net increase in surplus as regards policyholders

Surplus as regards policyholders,
December 31, 2014

$ 10,405,898
Gainin Loss in
Surplus Surplus
$ 1,554,913 $
19,932
40,307
102,673
10,396
380,000
10,396
$ 1,625,548 $ 493,069

10

1,132,479

$ 11,538,377



COMMENTS ON FINANCIAL STATEMENT ITEMS

(1) Losses and Loss Adjustment Expenses

The December 31, 2014 loss and loss adjustment expense reserves were evaluated by
a Casualty Actuary from the California Department of Insurance. Based on the analysis
performed, the Company’s reserves for losses and loss adjustment expenses were

deemed reasonable.

SUBSEQUENT EVENTS

In November 2014, the shareholders of the Company formed a California corporation
Nations General Insurance Agency (NGIA). A Program Management Agreement
between the Company and NGIA was submitted and approved by the California
Department of Insurance on January 5, 2015. Under the agreement, the Company
appoints NGIA as its exclusive Program Administrator to produce private passenger
automobile, liability and physical damage business. NGIA’s responsibilities would
include soliciting, binding, and servicing insurance policies on behalf of the Company.
NGIA is also delegated the duty of engaging and managing sub-producers on behalf of
the Company. As compensation for the services provided, NGIA will receive (a) 100%
of all policy fees received less premium tax rate for the applicable state; (b) 100% of all
other fees charged and collected by NGIA in connection with the policies written except
for State of California fraud fees. Currently, the Company has not conducted business
with NGIA. Also, starting on February 15, 2015, the Company began to market its

product directly through independent brokers.

SUMMARY OF COMMENTS AND RECOMMENDATIONS

Current Report of Examination

Accounts and Records (Page 6): As a result of the review made of the Company’s

information systems controls, some findings were noted and were presented to the

11



Company along with recommendations to strengthen its controls. The Company should
evaluate the recommendations and make appropriate changes to strengthen its

information systems controls.

Previous Report of Examination

Corporate Records (Page 5): It was recommended that the Company implement
procedures to ensure compliance with California Insurance Code (CIC) Section 735.

The Company complied with the recommendation.

Corporate Records (Page 5): It was again recommended that the Company implement
policies and procedures to ensure compliance with CIC Section 1201. The Company

complied with the recommendation.

Fidelity Bonds and Other Insurance (Page 5): It was again recommended that the
Company obtain adequate fidelity bond and additional insurance coverage in
accordance with the National Association of Insurance Commissioners’

recommendation. The Company complied with the recommendation.

Accounts and Records — Information Systems (Page 6): It was recommended that the
Company review its information systems and make appropriate changes to further
strengthen its general controls. The Company made improvements; however, further

enhancements are necessary to strengthen its general controls.

12
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Acknowledgment is made of the cooperation and assistance extended by the

Company’s officers and employees during the course of this examination.

Respectfully submitted,

IS/

Ralph Oseguera, AFE
Examiner-In-Charge
Associate Insurance Examiner
Department of Insurance
State of California

IS/
Laura Clements, CFE
Bureau Chief
Department of Insurance
State of California
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