REPORT OF EXAMINATION
OF THE
ANCHOR GENERAL INSURANCE COMPANY
| AS OF
DECEMBER 31, 2013

e

Insurance Commissioner

FILED_5-/S-1S



TABLE OF CONTENTS

PAGE
SCOPE OF EXAMINATION ...ttt s 1
COMPANY HISTORY .ttt ettt ettt e s ea e s e ssesesessss s st ss s s st s s st s st s s s eesessssseeeseeee e 2
MANAGEMENT AND CONTROL:....cctttiiiiiiiiiiiiiiiiiieeeeeeeieeeeeeeeeeseeseesesseeseseseeeseseeeeeeereeee 2
ManNagEMENT AQIEEIMENTS. ... .cuui it ee ettt ettt et e e e e e e e e e e e e aa e e eraeeeann s 4
TERRITORY AND PLAN OF OPERATION. ....ciiiiiiiiiiiieeieeeeeees e 5
REINSURANCE: ..ottt ettt ettt ettt ettt ettt ettt ettt et e e e e e et eeeeeeeeneeeeeneees 6
TS0 =T o PP 6
(@7 To [T o PP PP PP PP PPPPPPPPPP 6
FINANCIAL STATEMENTS: ..ottt eeaee et eeeeaeeeeeeeeeesaseseeneesenneees 7
Statement of Financial Condition as of December 31, 2013 ..........ccccoiiiiiiiiiiiiiiiiinnns 8
Underwriting and Investment Exhibit for the Year Ended December 31, 2013 .......... 9
Reconciliation of Surplus as Regards Policyholders from December 31, 2010
through December 31, 2013 ... e 10
COMMENTS ON FINANCIAL STATEMENT ITEMS:......ooiiiiiiiiiiiiiiieieiieeeeeeeeeeeeeeeeeeeee 11
Losses and LoSS AdjUSTMENT EXPENSES .....coeeiiiiiiiiiiiiiiiee ettt 11
SUMMARY OF COMMENTS AND RECOMMENDATIONS: ......ccoiiiiie 11
Current Report of EXamMINAION .........uuuiiiieeiiiieiiiiee et e e 11
Previous Report of EXamiNation .............uiiiiiiiiiiiieiiciee e e e e e 11

ACKNOWLEDGMENT ..ottt e e e e e e e e e e 12



Los Angeles, California
April 16, 2015

Honorable Dave Jones

Insurance Commissioner
California Department of Insurance
Sacramento, California

Dear Commissioner:

Pursuant to your instructions, an examination was made of the

ANCHOR GENERAL INSURANCE COMPANY

(hereinafter also referred to as the Company) at its home office located at 10256

Meanley Drive, San Diego, California 92131.

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, 2010. This examination
covers the period from January 1, 2011 through December 31, 2013. 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.



The examination was not conducted concurrently with the Company’s wholly-owned
subsidiary, Pacific Star Insurance Company (PSIC), a Wisconsin insurer, because the
Wisconsin Department of Insurance plans to examine PSIC after the completion of this

examination.

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; loss experience; growth of company; accounts and

records; and statutory deposits.

COMPANY HISTORY

On December 31, 2013, the Company received a $1 million cash contribution from its
parent, Anchor Insurance Holdings, Inc. The contribution was recorded as gross paid-in
and contributed surplus, and did not affect the Company’s common capital stock
account. The rationale for the contribution was to modestly increase the Company’s
surplus position, especially in consideration of the increasing volume of direct premiums

written by the Company in 2013.

MANAGEMENT AND CONTROL

The Company is a wholly-owned subsidiary of Anchor Insurance Holdings, Inc., which in
turn, is wholly-owned by The Badani Family Trust. The following organizational chart

depicts the interrelationship of the Company within the holding company system:



The Badani
Family Trust*

4 N ~
Pacific Star The Abdulla The Abdulla InAsﬁfgr?(r:e IrngJCrgﬂ::SXgiﬂy
Insurance : i
Adency. Inc. ) oo TSt | BadantTiust®2  Holdings, Inc. || of Texas, Inc.
4 N
Anchor Claims Anchor General Anchor General
Services, Inc Insurance Insurance
o Company

-

J

Y Agency, Inc. )

* All ownership is 100%

Y (California) )

4 )

Pacific Star
Insurance
Company

9 (Wisconsin) )

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, 2013:

Name and Location

Abdulla Badani
Rancho Santa Fe, California

Susan Stokes-Gibson
Poway, California

Angie Van Cleaf
Encinitas, California

Directors

Principal Business Affiliation

President and Chief Executive Officer
Anchor General Insurance Company

Vice President, Underwriting

Anchor General Insurance Company

Chief Financial Officer and Vice President
Anchor General Insurance Company



Principal Officers

Name Title

Abdulla Badani President and Chief Executive Officer
Gretchen Allen Secretary and Controller

Angie Van Cleaf Vice President and Chief Financial Officer
Susan Stokes-Gibson Vice President, Underwriting
Management Agreements

Program Administrator Agreement: Since December 1, 2010, the Company and its
affiliate, Anchor General Insurance Agency, Inc. (AGIA), have been party to a Program
Administrator Agreement that was approved by the California Department of Insurance
(CDI) on November 23, 2011. Under the terms of this Agreement, AGIA provided the
Company with services, such as: solicitation of risks, servicing its business, binding of
risks, policy issuance, policy servicing, and premium collection. For compensation, the
Company paid AGIA a minimum and provisional commission of 20% with a maximum
commission of 21.5%, plus policy fees, less premium tax for the applicable state, and all
other fees. In December 1, 2013, the Company and AGIA renegotiated the agreement
to adjust the sliding scale loss ratios for the determination of compensation. All other
terms and compensation remained the same. This Agreement was submitted to the CDI
for review and approved on September 4, 2014. During 2011, 2012, and 2013, the
Company paid AGIA $15,533,904, $13,057,273, and $19,842,322, respectively, for its

services.

Program Administrator Agreement: Since December 1, 2010, the Company and its
affiliate, Anchor General Insurance Agency of Texas, Inc. (AGIAT), a Texas corporation,
have been party to a Program Administrator Agreement that was approved by the CDI
on November 23, 2011. Under the terms of this Program Administrator Agreement,
AGIAT served as the exclusive Program Administrator for the Company’s non-standard
Texas automobile business. All the terms and conditions of this Agreement were the

same as the terms in the Program Administrator Agreement with AGIA discussed



above, with the exception that this agreement with the Texas Agency only involved
business written in the state of Texas. For compensation, the Company paid AGIAT a
minimum and provisional commission of 20%, with a maximum commission of 21.5%,
plus policy fees, less premium tax for the applicable state, and all other fees. In
December 1, 2013, the Company and AGIA renegotiated the agreement to adjust the
sliding scale loss ratios for the determination of compensation. All other terms and
compensation remained unchanged. This Agreement was submitted to the CDI for
review and approved on September 4, 2014. During 2011, 2012, and 2013, the
Company paid AGIAT $151,127, $166,537, and $521,997, respectively, for its services.

Cost Allocation Agreement: A Cost Allocation Agreement between the Company and its
affiliate, Anchor General Insurance Agency, Inc., (AGIA) was entered into on
December 1, 2003, and approved by the CDI on April 6, 2004. Under the terms of the
agreement, AGIA provides certain facilities and administrative services to the Company,
both continuously and on an as-needed basis. Reimbursements for services are based
on actual costs. During 2011, 2012, and 2013, the Company paid AGIA $2,303,821,
$2,272,347, and $2,379,034, respectively, for its services.

Cost Allocation Agreement: Effective January 1, 2010, the Company and Pacific Star
Insurance Company, a wholly-owned subsidiary, entered into a Cost Allocation
Agreement, in which the Company agrees to provide certain services as needed to
Pacific Star Insurance Company (PSIC). This Cost Allocation Agreement was approved
by the CDI on November 14, 2007. Compensation and reimbursement for services are
based on actual costs. During 2011, 2012, and 2013, the Company was compensated
$164,609, $137,215, and $129,341, respectively, by PSIC.

TERRITORY AND PLAN OF OPERATION

As of December 31, 2013, the Company was licensed to transact multiple lines of
property and casualty insurance in the states of Arizona, California, Florida, Nevada,

New Mexico, and Texas.



The Company specializes in non-standard private passenger automobile liability and
physical damage insurance, as approximately 99.64% of its direct premiums written in
2013 were in these lines of business. In 2013, the Company wrote direct premiums

totaling $100.9 million, with the majority of its business written in California:

State Direct Premium Written | Percentage of Total

California $ 96,699,907 95.84%
Texas 2,591,755 2.57%
Arizona 1,606,044 1.59%

The majority of policies are written at statutory minimum limits, and business is primarily
marketed through Anchor General Insurance Agency, Inc., an affiliate, and produced by

approximately 500 independent agents located throughout the state of California.

REINSURANCE

Assumed

Effective January 1, 2010, the Company entered into a quota share reinsurance
agreement to assume 100% of the private passenger automobile business produced by
its affiliate, Anchor General Insurance Agency of Texas, Inc., and written by Home State
County Mutual Insurance Company (HSCMIC), a Texas domiciled insurer. HSCMIC
has not written any new business since 2010. As of December 31, 2013, the Company
assumed premium of approximately $124,000 and outstanding losses and loss
adjustment expense reserves of $167,000, which are secured by a trust agreement.
Ceded

The Company and its subsidiary, Pacific Star Insurance Company (PSIC), participate in
a quota share reinsurance agreement (Agreement) with several authorized reinsurers.

Under the terms of the Agreement, the Company cedes 60% and PSIC cedes 50% of



their written premium. The reinsurer’'s maximum liability in any agreement year will not

exceed $10 million per occurrence.

The following is a summary of the Company’s principal reinsurance in force as of

December 31, 2013 (all reinsurers are authorized):

Type of Contract and Reinsurer(s) Name Company’s Reinsurer's Maximum
Line of Coverage Retention Limits
Quota Share
Maiden Reinsurance 10%
Company 0
Quota Share / 20% 30%

Automobile Liability &
Physical Damage

Swiss Reinsurance Company

The Toa Reinsurance
Company of America

20%

As of the examination date, and under the terms of its reinsurance agreements, the

Company reported total net reinsurance recoverables of $22.9 million, or 112.25% of

the reported surplus.

FINANCIAL STATEMENTS

The financial statements prepared for this examination report include:

Statement of Financial Condition as of December 31, 2013

Underwriting and Investment Exhibit for the Year Ended December 31, 2013

Reconciliation of Surplus as Regards Policyholders from December 31, 2010
through December 31, 2013




Statement of Financial Condition

as of December 31, 2013

Assets

Bonds

Common stocks

Cash and short-term investments

Investment income due and accrued

Premiums and agents’ balances in course of collection

Premiums, agents’ balances and installments booked but
deferred and not yet due

Amount recoverable from reinsurers

Current federal and foreign income tax recoverable and
interest thereon

Net deferred tax asset

Receivables from parent, subsidiaries and affiliates

Total assets

Liabilities, Surplus and Other Funds

Losses and loss adjustment expenses

Reinsurance payable on paid loss and loss adjustment expenses
Commissions payable, contingent commissions and other similar charges
Other expenses

Taxes, licenses and fees

Unearned premiums

Ceded reinsurance premiums payable

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 Net Admitted
Assets Assets Notes
$ 21,337,670 $ 21,337,670
7,856,176 7,856,176
8,614,628 8,614,628
143,283 143,283
6,743,690 6,743,690
38,779,920 38,779,920
5,810,283 5,810,283
191,144 191,144
59,856 59,856
9,410 9,410
$ 89,546,060 $ 89,546,060
$ 17,185,370 Q)
4,290
3,803
231,606
1,518,033
19,930,985
30,239,343
20,601
1,000
69,135,031
$ 3,200,000
11,675,400
5,535,629

20,411,029

$ 89,546,060



Underwriting and Investment Exhibit

for the Year Ended December 31, 2013

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 gain

Net investment gain

Other Income

Aggregate write-ins for miscellaneous income

Total other income

Statement of Income

$ 27,594,326
11,947,857

$ 261,908

3,799

$ 1728

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

Surplus as regards policyholders,
December 31, 2012

Net income
Change in net unrealized capital gains
Change in net deferred income tax
Surplus adjustments:

Paid-in

Capital and Surplus Account

$ 5,147
(215,944)
59,856

1,000,000

Change in surplus as regards policyholders for the year

Surplus as regards policyholders,
December 31, 2013

$ 39,339,751

39,542,183

(202,432)

265,707

1,728

65,003
59,856
$ 5,147
$ 19,561,970

849,059

$ 20,411,029



Reconciliation of Surplus as Regards Policyholders

from December 31, 2010 through December 31, 2013

Surplus as regards policyholders,
December 31, 2010 per Examination

Net losses

Net unrealized capital losses
Change in net deferred income tax
Surplus adjustments: Paid-in

Total gains and losses

Net decrease in surplus as regards policyholders

Surplus as regards policyholders,
December 31, 2013, per Examination

Gainin Loss in
Surplus Surplus
$ $ 194,409
752,798
1,139,463
1,000,000
$ 1,000,000 $ 2,086,670

10

$ 21,497,699

(1,086,670)

$ 20,411,029



COMMENTS ON FINANCIAL STATEMENT ITEMS

(1) Losses and Loss Adjustment Expenses

The Company’s loss and loss adjustment expense reserves were reviewed by a
Casualty Actuary from the California Department of Insurance (CDI). Based on the
analysis, the loss and loss adjustment expense reserves as of December 31, 2013 were
determined 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.

11



ACKNOWLEDGMENT

Acknowledgment is made of the cooperation and assistance extended by the
Company’s officers and employees during the course of this examination.

Respectfully submitted,

2 s

Vivien Fan, CFE
Examiner-In-Charge
Senior Insurance Examiner
Department of Insurance
State of California
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