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Los Angeles, California
March 30, 2015

Honorable Dave Jones

Insurance Commissioner
California Department of Insurance
Sacramento, California

Dear Commissioner:
Pursuant to your instructions, an examination was made of the
CENTURY-NATIONAL INSURANCE COMPANY
(hereinafter also referred to as the Company) at the primary location of its books and
records at 12200 Sylvan Street, North Hollywood, California 91606. The Company’s

statutory home office is located at 16600 Sherman Way, Van Nuys, California 91406.

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.

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; growth of company; loss experience; accounts and

records; and statutory deposits.

SUBSEQUENT EVENT

In May and December 2014, the Company paid ordinary cash dividends of $1 million and
$3 million respectively to its parent, Kramer-Wilson Company, Inc.

COMPANY HISTORY

The Company was incorporated in California as a property and casualty insurer on June
23, 1955, and commenced business on December 21, 1956. All outstanding shares of
the Company are owned by its parent, Kramer-Wilson Company, Inc. (K-W), a Delaware

non-insurance company, whose principal operation is the management of the Company.

Capitalization

The Company is authorized to issue 500 shares of common stock with a par value of
$10,000 per share. As of December 31, 2013, there were 500 shares outstanding.

Dividends Paid to Parent

The Company paid ordinary cash dividends to its parent, K-W of $8.0 million both in 2011
and 2012.



MANAGEMENT AND CONTROL

The Company is a member of an insurance holding company system of which Weldon
Wilson is the ultimate controlling person. The following organizational chart depicts the

interrelationship of the Company within the holding company system:

Weldon Wilson*
(An individual)

Kramer-Wilson
Company, Inc.
(Delaware)

K-W Reinsurance
Company, Ltd.
(Turks and Caicos Islands)

Century-National
Insurance Company
(California)

Western General
Agency, Inc.
(California)

* Weldon Wilson (43%) is the largest stockholder. All other ownership is 100%

Management of the Company is vested in a three-member board of directors elected
annually. A listing of the members of the board and principal officers serving on

December 31, 2013 as follows:

Name and Location

Marie Balicki
Winnetka, California

Directors

Principal Business Affiliation

Secretary
Century-National Insurance Company




Name and Location Principal Business Affiliation

Kevin Wilson President
Westlake Village, California Century-National Insurance Company and
Kramer-Wilson Company, Inc.

Weldon Wilson Chairman of the Board and Chief Executive
Sherman Oaks, California Officer
Century-National Insurance Company and
Kramer-Wilson Company, Inc.

Principal Officers

Name Title

Weldon Wilson Chairman of the Board and Chief
Executive Officer

Kevin Wilson President

Judith Osborn* Treasurer

Marie Balicki Secretary

*Judith Osborn will retire as treasurer effective March 30, 2015 and will be replaced by
Anita Coryell, effective March 31, 2015.

Management Agreements

Management Agreement. The Company is party to a Management Agreement with its
parent, Kramer-Wilson Company, Inc. (K-W), effective since 1972. Under the terms of
this Agreement, K-W produces business and provides management, labor, facility space,
equipment, and other services required to enable the Company to engage in the
insurance business. The Company retains responsibility for the payment of premium

taxes, losses, loss adjustment expenses, investment expenses, and income taxes.

Noted within the Management Agreement is the provision that K-W remit to the Company
all premiums written, regardless of whether they have been collected from the insured or

from the producing agent, subagent, broker or solicitor. In addition, K-W is authorized to,



appoint and terminate agents, subagents, solicitors and brokers, and perform all
underwriting functions and adjust claims. For compensation, the Company reimburses K-

W for all costs incurred in the performance of such services.

The Agreement was initially approved by the California Department of Insurance in 1972
and again in 1986 with an addendum that changed the compensation from a percentage

of earned premiums to a cost-reimbursement basis.

Western General Agency, Inc. (WGA) is a wholly-owned subsidiary of K-W and produces
business exclusively for the Company. In 1992, WGA was added as a party to the
Management Agreement between the Company and K-W. WGA is compensated on a

cost reimbursement basis.

The following chart depicts the expenses paid to the above affiliated entities during the

examination period:

Expense Expenses
Year Paid to K-W Paid to WGA
2011 $ 34,147,294 $26,566,107
2012 $ 36,966,574 $23,096,039
2013 $ 39,496,251 $23,496,590
Total $110,610,119 $73,158,736

Tax Allocation Agreement: Effective since 1987, the Company and all of its affiliates file a
consolidated federal income tax return under the terms of a Tax Allocation Agreement.
The Company’s tax liability, under the terms of this Agreement, is the same as if it had
been filed on a separate stand-alone basis. The Company paid the following taxes during

the examination period:



Year Amount

2011 $ 5,232,769
2012 $ 6,831,912
2013 $ 1,477,530
Total $13,542,211

TERRITORY AND PLAN OF OPERATION

As of December 31, 2013, the Company was licensed as a multiple line fire and casualty

insurer. The following is a listing of the states in which the Company is licensed:

Alaska
Arizona
Arkansas
California
Colorado
Delaware
Florida
Georgia
Idaho
lllinois
Indiana
lowa
Kentucky

Louisiana
Maryland
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Jersey
New Mexico
North Carolina
North Dakota
Ohio

Oklahoma
Oregon
Pennsylvania
South Carolina
South Dakota
Tennessee
Texas

Utah

Virginia
Washington
Wisconsin
Wyoming



In 2013, the Company reported direct written premiums of $161,973,944. The following

reflects the four largest producing states:

State Direct Written % of Total
Premium
California $128,853,725 79.6%
Nevada $ 14,509,368 9.0%
Arizona $ 8,888,852 5.5%
lllinois $ 4,462,013 2.8%

The Company writes both commercial and personal lines of insurance coverage
throughout the western region of the United States. The Company’s largest business
segment continues to be residential property including homeowners, dwelling, fire, and
earthquake. Commercial automobile represents the second largest line of business. The
major lines written during 2013 were homeowner multi-peril (35.1%), commercial
automobile liability (20.5%), and fire and allied (13.1%). Beginning in 2013, the Company
began writing commercial multi-peril (commercial package policies) through UCA
Managing General Agency with 15% of the risk retained by the Company and 85% ceded

to reinsurers using quota share reinsurance.

The Company'’s distribution system is based mainly on independent agents for personal
lines and brokers for commercial automobile. Homeowners and dwelling fire utilize both
traditional independent agents and agents affiliated with lending institutions. In addition,
personal automobile, personal umbrella and mobile home business is generated through
independent agents. As noted above commercial multi-peril business is sourced through
a Managing General Agent. The Company also has some nonstandard automobile

business produced through general agents.



REINSURANCE

Assumed

There is no material assumed business other than the Company’s mandatory

participation in the California Commercial Automobile Insurance Procedure Pool.

Ceded

The Company maintains a catastrophe reinsurance program to help mitigate the effects of
a catastrophic event on its exposure to risk in the homeowners market. The Company
retains the first $2 million while reinsurance covers 95% of the next $4 million, 100% of
the next $34 million, and 95% of the next $60 million.

The following is a schedule of the principal ceded reinsurance contracts in-force as of the

examination date.

Type of Contract Reinsurer’'s Name Company’s Retention Coverage

Underlying Property
Catastrophe Excess
of Loss

Master Property
Catastrophe Excess
of Loss

Second Property
Catastrophe Excess
Of Loss

K-W Reinsurance
Company, Ltd., an
Unauthorized
Affiliate

Munich Reinsurance
Company, an
Unauthorized
Reinsurer

Munich Reinsurance
Company, an
Unauthorized
Reinsurer

$2 million in addition
to 5% of each excess
net loss for which
claim is made under
this contract

95% of $4 million in excess of

$2 million for each and every

loss occurrence not to exceed
95% of $8 million in the aggregate
during the term of this contract

20% of 20 million in excess of

$6 million for each and every loss
occurrence not to exceed 20% of
$60 million in the aggregate during
the 12 month period from

July 1, 2013

Section A:

100% of $14 million in excess of
$26 million for each and every
Loss occurrence not to exceed
100% of $42 million in the aggregate
during the 12 month period from
July 1, 2013



Type of Contract Reinsurer’s Name Company’s Retention Coverage

Section B:

80% of $20 million in excess of

$6 million for each and every loss
occurrence not to exceed 80% of
$60 million in the aggregate for
the Master Property Catastrophe
Excess of Loss listed above during
the 12 month period from

July 1, 2013
Fourth Property Various Authorized and 5% of each excess 95% of $60 million in excess of
Catastrophe Excess Unauthorized Underwriters net loss for which $40 million for each and every loss
of Loss at Lloyds Claim is made under occurrence not to exceed 95% of
this contract $120 million in the aggregate during

the term of this contract

Effective June 30, 2003, the Company entered into a 40% quota-share treaty with K-W
Reinsurance Company, Ltd., an affiliated company, for the automobile physical damage
line of business. Effective April 1, 2013, the Company retains 15% of Commercial
Multiple Peril business through a quota share treaty with authorized reinsurers; Hannover
Ruck SE, TOA Reinsurance Company of America, and Pacific Pioneer Insurance

Company.

As of December 31, 2013, reinsurance recoverables, for all ceded reinsurance totaled

$933,694 or 0.2% of surplus as regards policyholders.

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

Ledger and
Nonledger Assets Not Net Admitted

Assets Assets Admitted Assets Notes
Bonds $ 276,710,507 $ $ 276,710,507
Preferred stocks 17,649,768 17,649,768
Common stocks 220,979,551 220,979,551
Cash and short-term investments 35,388,422 35,388,422
Other invested assets 8,292,525 8,292,525
Receivable for securities 1,887,875 1,887,875
Investment income due and accrued 3,231,513 3,231,513
Premiums and agents’ balances in course of collection 620,510 63,797 556,713
Premiums, agents’ balances and installments booked but

deferred and not yet due (including $0 earned

but unbilled premiums) 20,809,313 40,861 20,768,452
amount recoverable from reinsurers 933,694 933,694
Current federal and foreign income tax recoverable and

interest thereon 73,789 73,789
Aggregate write-ins for other than invested assets 1,183,416 1,183,416
Total assets $ 587,760,883 $ 104,658 $ 587,656,225
Liabilities, Surplus and Other Funds
Losses $ 77,031,127 )
Loss adjustment expenses 29,191,938 (1)
Commissions payable, contingent commissions and other similar charges 7,517,673
Other expenses 553,876
Taxes, licenses and fees 880,835
Net deferred tax liability 1,735,756
Unearned premiums 70,903,964
Ceded reinsurance premiums payable 5,226,104
Amounts withheld or retained by company for account of others 1,008,941
Provision for reinsurance 71,000
Derivatives 59,011
Payable for securities 3,250,973
Aggregate write-ins for liabilities 3,693,141

Total liabilities 201,124,339
Common capital stock $ 5,000,000
Gross paid-in and contributed surplus 24,135,420
Unassigned funds (surplus) 357,396,466

Surplus as regards policyholders 386,531,886
Total liabilities, surplus and other funds $ 587,656,225

10



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

Statement of Income

Underwriting Income

Premiums earned $ 122,137,548
Deductions:

Losses and loss expenses incurred $ 75,637,794

Loss expenses incurred 20,064,421

Other underwriting expenses incurred 44,592,433

Aggregate write-ins for underwriting deductions 2,500

Total underwriting deductions 140,297,148

Net underwriting loss (18,159,600)
Investment Income
Net investment income earned $ 12,020,166
Net realized capital gain 14,961,611
Net investment gain 26,981,777
Other Income
Aggregate write-ins for miscellaneous income 931,282
Total other income 931,282
Net income before federal and foreign income taxes 9,753,459
Federal and foreign income taxes incurred (5,727,993)
Net income $ 15,481,452

Capital and Surplus Account

Surplus as regards policyholders,

December 31, 2012 $336,926,098
Net income $ 15,481,452
Change in net unrealized capital gains 14,587,612
Change in net deferred income tax (10,820,244)
Change in nonadmitted assets 9,899,459
Change in provision for reinsurance (42,491)
Aggregate write-ins for losses in surplus 20,500,000
Change in surplus as regards policyholders for the year 49,605,788

Surplus as regards policyholders,
December 31, 2013 $ 386,531,886

11



Reconciliation of Surplus as Regards Policyholders

from December 31, 2010 through December 31, 2013

Surplus as regards policyholders,
December 31, 2010 per Examination

Gainin Loss in
Surplus Surplus
Net income $ 46,125,595 $
Net unrealized capital gains 12,644,628
Change in net deferred income tax 8,183,306
Change in nonadmitted assets 7,114,233
Change in provision for reinsurance 71,000
Dividends to stockholders 16,000,000
Aggregate write-ins for gains and losses in surplus 20,500,000
Total gains and losses $ 86,384,456 $ 24,254,306

Net increase in surplus as regards policyholders

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

12

$ 324,401,736

62,130,150

$ 386,531,886



COMMENTS ON FINANCIAL STATEMENT ITEMS

(1) Losses and Loss Adjustment Expenses

The December 31, 2013 losses and loss adjustment expenses reserves were evaluated
by a Casualty Actuary from the California Department of Insurance (CDI). Based on the
analysis performed, the Company’s reserve for losses and loss adjustment expenses

were deemed reasonable and has been accepted for purposes of this examination.

SUMMARY OF COMMENTS AND RECOMMENDATIONS

Current Report of Examination

None.

Previous Report of Examination

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

The Company has complied with this recommendation.

Comments on Financial Statement Items-Cash, Cash Equivalents, and Short-term
Investments (Page 15): It was recommended that the Company follow the classification
methodology for cash as presented in the National Association of Insurance
Commissioners Annual Statement Instructions and Statement of Statutory Accounting
Principles No. 2, paragraphs 6 and 7. The Company has complied with this

recommendation.
Comments on Financial Statement Items-Aggregate Write-ins for Liabilities (Page 15):

The Company has had a Proposition 103 liability since 1989. In October 2010, the

Insurance Commissioner adopted the administrative law judge’s decision reducing the

13



rollback amount. However, the Company’s management believes that under the criteria
established by the 20™ Century Insurance Company decision, it has no rollback liability
and has petitioned the Superior Court for the State of California County of Sacramento
for a Writ of Mandamus seeking judicial review of the Insurance Commissioner’s
rollback order. In July, 2013, the Company and the Insurance Commissioner of the
State of California entered into a Settlement Agreement and Release Resolving the
Rollback Liability of Century-National Insurance Company which stipulated the
insurance rate rollback/refund obligation of Century-National insurance Company under
Insurance Code Section 1861.01(a) for the Rollback Year of November 8, 1988 to

November 7, 1989, to be $7.5 million including all interest.

14
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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,

Bridget Lopez, CFE
Examiner-In-Charge
Associate Insurance Examiner
Department of Insurance
State of California
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