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San Francisco, California
October 21, 2015

Honorable Dave Jones

Insurance Commissioner
California Department of Insurance
Sacramento, California

Dear Commissioner:

Pursuant to your instructions, an examination was made of the

CIVIL SERVICE EMPLOYEES INSURANCE COMPANY

(hereinafter also referred to as the Company) at its home office located at 2121 North
California Boulevard, Walnut Creek, California 94596.

SCOPE OF EXAMINATION

We have performed our multi-state examination of the Company. The previous
examination of the Company was as of December 31, 2010. This examination covered
the period from January 1, 2011 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 an 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 may include 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 is
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

Capitalization

The Company is authorized to issue 1,000 shares of common stock with a par value of
$4 thousand per share. As of December 31, 2014, there were 859 shares issued and

outstanding.

Dividends

The Company paid ordinary cash dividends to its parent, GMF Financial Services
Corporation, totaling $4.5 million, $2.5 million, $2.5 million, and $1.25 million in 2011,
2012, 2013, and 2014, respectively.

The Company received dividends from its subsidiary, CSE Safeguard Insurance
Company, totaling $3.5 million, $825 thousand, $833 thousand and $417 thousand in
2011, 2012, 2013, and 2014, respectively.



MANAGEMENT AND CONTROL

The Company is a member of an insurance holding company system (CSE Insurance

Group), of which Covea Cooperation is the controlling entity. The following abridged

organizational
December 31, 2014:

chart

depicts the
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the companies as of
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The ten 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:

Name and Location

Sophie E. Beuvaden
Paris, France

David A. Brinker
Tuscon, Arizona

Directors

Principal Business Affiliation

Managing Director, Investments
Covea Cooperation

Retired Executive Vice President,
Products and Support
CSE Insurance Group




Name and Location

Patrice Forget
Paris, France

Frank Jeusette
Liege, Belgium
Thomas A. Kelly
West Linn, Oregon
Luc M. Kranzen
Liege, Belgium
Olivier LeBorgne®
Paris, France

Bertrand A. LeFebvre
Paris, France

Richard H. Rey
San Francisco, California

Dominique Salvy
Paris, France

Name

Richard H. Rey
Patrick T. Wong
Stefan H. Dobrus

James E. Williamson®
David C. Carmany

Randall R. Farless

Principal Business Affiliation

Managing Director, General Secretary
Covea Cooperation

Chief Risk Officer
Ethias

Retired Senior Vice President
Towers Watson, Inc.

Managing Director
Ethias

Vice President, Finance
Covea Cooperation

Director, Group Internal Audit
Covea Cooperation

President and Chief Executive Officer
CSE Insurance Group

Senior Vice President, International
Covea Cooperation

Principal Officers

Title

President and Chief Executive Officer

Secretary and General Counsel

Executive Vice President and Chief
Financial Officer

Senior Vice President, Claims

Senior Vice President, Technical
Operations

Senior Vice President, Sales and
Marketing

The following changes in management occurred subsequent to the examination date:

(a) Olivier LeBorgne resigned from the Board effective September 30, 2015 and was
replaced by Philippe Narzul.

(b) James E. Williamson retired effective September 30, 2015 and was replaced by
James L. Van Farowe.



Company Filings

It was noted that the Insurance Holding Company System Annual Registration
Statements filed with the California Department of Insurance (CDI) on April 18, 2014
and April 27, 2015, did not include statements that the board of directors is responsible
for overseeing corporate governance and internal controls and that the insurer’s officers
or senior management have approved, implemented and continue to maintain and
monitor corporate governance and internal control procedures as required by California
Insurance Code (CIC) Section 1215.4(b)(6). The Company subsequently filed the
statements with the CDI on September 17, 2015. It is recommended that the Company
comply with CIC Section 1215.4(b)(6) in its future Insurance Holding Company System

Annual Registration Filings.

Management Agreements

Cost Sharing Agreement: On January 1, 2007, the Company and its subsidiary, CSE
Safeguard Insurance Company (CSS), entered into a Cost Sharing Agreement. The
Agreement provides for the following services that each Company may provide
including: accounting, tax, auditing, functional support, claims and underwriting
services. The Company and CSS amended their Cost Sharing Agreement, effective
January 1, 2011, to reflect the change of the amended Tax Allocation Agreement. The
Company and CSS renewed their Cost Sharing Agreement, effective January 1, 2013
through December 31, 2017 and amended the Agreement, effective January 1, 2014.
The amendments and renewal were submitted to the CDI, and the CDI determined that

they did not need to be approved because the changes were not substantial.

Cost Sharing Agreement: On January 1, 2006, the Company and its affiliate, CSE
Insurance Services, entered into a Cost Sharing Agreement. The Agreement provides
for the Company to provide accounting, tax preparation, and supplies for which they will

be reimbursed. The Agreement was approved by the CDI on January 3, 2011.



Tax Allocation Agreement: The Company files federal income taxes on a consolidated
basis with its parent, GMF Financial Services Corporation (GMFF), and other affiliates.
The Company was party to a Tax Allocation Agreement with GMFF, effective
January 1, 1990. Pursuant to this Agreement, GMFF paid all of the Company’s federal
income tax obligations and in return the Company relinquished its claim to any tax
refunds. On August 17, 2001, the Company received approval from the CDI to report
federal income tax transactions based on the aforementioned Agreement. The
Company annually requested and was granted a permitted accounting practice. On
January 1, 2011, a revised Agreement was executed that now provides for a
consolidated tax return to be filed by GMFF with each company being responsible for its
share of the taxes. Effective with the revised Agreement, the Company did not renew its
permitted practice for its treatment of income taxes and recognized a change in
accounting principles of $4.6 million in 2011 for prior year deferred taxes. The revised

Agreement was approved by the CDI on October 8, 2015.

TERRITORY AND PLAN OF OPERATION

The Company’s operations are conducted jointly with its subsidiary, CSE Safeguard
Insurance Company (CSS), at its home office in Walnut Creek, California. As of
December 31, 2014, the Company was licensed to write private passenger automobile
liability and physical damage, homeowners multiple peril and commercial multiple peril

insurance in the District of Columbia and the following states:

Arizona Oregon
California Utah
Colorado Virginia
Idaho Washington
Nevada



Of the Company’s 2014 direct premiums written of $50.5 million, 78% was written in
California, 12% in Arizona and 10% in Nevada. Business is written through
approximately 370 independent agents, general agents, and one Managing General
Agent.

REINSURANCE

Intercompany Reinsurance Agreement

The Company has been party to a Reinsurance Pooling Contract with its wholly-owned
subsidiary, CSE Safeguard Insurance Company (CSS), since January 1, 1990. The
Reinsurance Pooling Contract was last amended January 1, 2014. The Contract
provides for the pooling and distribution of premiums, losses, loss adjustment and
underwriting expenses. Under the Contract, CSS cedes 100% of its net writings (after
non-affiliated reinsurance) to the Company, which in turn retrocedes 33.3% of the
combined net writings of both companies to CSS. The Contract authorizes the
Company to (1) collect and receive all premiums, (2) adjust and pay all losses, (3)
obtain reinsurance, and (4) develop policy forms, establish rates, and accept or cancel
risks. It further provides for the sharing of premium income, underwriting expenses, and

losses and loss adjustment expenses.

Assumed

The Company assumed no reinsurance during the examination period other than from

the intercompany pool pursuant to the Reinsurance Pooling Contract detailed above.

Ceded

Other than intercompany pooling, reinsurance is placed by the Company for itself and

CSS. Listed below are the principal treaties, coverages, retentions and limits in effect as
of December 31, 2014:



Line of Business and
Type of Contract

Reinsurer’s Name

Company’s Retention

Reinsurer’s Limit

Multi Line Reinsurance

Property

Casualty

Excess of Loss

Property Catastrophe
Excess of Loss

First layer

Second layer

Third layer

Fourth Layer

Quota Share

Commercial Auto
Commercial Business
Owners and Commercial
Umbrella

Facultative Property

Apartments, Condominium,
Office and Residential Care
Home Policies produced by
United Underwriters, as
Managing General Agent for

the Company

7 Reinsurers at various levels
of participation (All
authorized)

7 Reinsurers at various levels
of participation (All
authorized)

9 Reinsurers at various levels
of participation (6 Authorized,
3 Unauthorized)

12 Reinsurers at various
levels of participation (8
Authorized, 4 Unauthorized)

13 Reinsurers at various
levels of participation (8
Authorized, 5 Unauthorized)

12 Reinsurers at various
levels of participation (6
Authorized, 6 Unauthorized)

United Insurance Company
(Unauthorized)

Munich Reinsurance
America, Inc. (Authorized)

$500,000 per risk, $2
million per occurrence

$500,000 per event,
$1 million
ECO/XPL/LAE/WC/
Clash Cover Only

$5 million

$12.5 million

$20 million

$50 million

40% of net liability. As
respects to the
Contractor Class, 25%
of net liability.

$4 million each risk,
each occurrence

$5 million per risk, $3 million per
occurrence. Acts of Terrorism $6
million limit.

$500,000 per event, $5 million
ECO/XPL/LAE/WC/ Clash Cover
Only. Acts of Terrorism $500,000 per
event

$7.5 million

$7.5 million

$30 million

$55 million

60% of net liability. As respects to the
Contractor Class, 75% of net liability.

$8 million each risk, each
occurrence in excess of the
Company’s net and treaty retention
on each risk, each occurrence




Line of Business and
Type of Contract

Reinsurer’s Name

Company’s Retention

Reinsurer’s Limit

Excess of Loss and Quota
Share

Personal Umbrella

Commercial Umbrella

Liability

General Reinsurance
Corporation (Authorized)

General Reinsurance
Corporation (Authorized)

General Reinsurance
Corporation (Authorized)

5% of the first $1
million each
occurrence

5% of the first $1
million each
occurrence/$1 million
aggregate

$1 million each
occurrence

ACCOUNTS AND RECORDS

Information Systems Controls

95% of the first $1 million each
occurrence; and 100% of the
difference, if any, between the Policy
Limit and the first $1 million each
occurrence subject to the Provision
of the section entitled Company
Policy Amounts

95% of the first $1 million each
occurrence/$1 million aggregate; and
100% of the difference, if any,
between the Policy Limit and the first
$1 million each occurrence/$1 million
aggregate, subject to the provisions
of the section entitled Company
Policy Amounts

$1 million each occurrence

During the course of the examination, a review was made of the Company’s general

controls over its information systems. As a result of this review, some findings were

noted. These findings were presented to the Company along with recommendations to

strengthen its controls. The Company should evaluate the recommendations and make

appropriate changes to strengthen its information systems controls.




Vehicle Fraud Assessment

California Insurance Code (CIC) Section 1872.8(a) states, in part, that each insurer
doing business in California must pay an annual Vehicle Fraud Assessment Fee for
each vehicle insured under an insurance policy it issues in California. The fee provides
funding for the increased investigation and prosecution of fraudulent automobile

insurance claims and automobile theft in California.

During the course of the examination, it was noted that the Company was not in
compliance with California Code of Regulations (CCR), Title 10, Chapter 5, Subchapter
9, Article 4, Section 2698.62(b). The Company utilized a method other than counting
insured vehicles by their unique vehicle identification numbers. Although the Company
does not appear to have obtained an incorrect vehicle count, it is recommended that the
Company identify insured vehicles by their unique vehicle identification numbers to
comply with CCR, Title 10, Chapter 5, Subchapter 9, Article 4, Section 2698.62(b). In
addition, the Company did not maintain an Automobile Assessment File as defined in
CCR, Title 10, Chapter 5, Subchapter 9, Article 4, Section 2698.62(d). It is
recommended that the Company retain an Automobile Assessment File to comply with
CCR, Title 10, Chapter 5, Subchapter 9, Article 4, Section 2698.62(d). These are
repeat findings from the 2010 examination.

Claims Practices

The depreciation schedule used by the Company is based on the age of the item only
instead of both age and condition of the item. California Code of Regulations (CCR)
Title 10, Chapter 5, Subchapter 7.5, Article I, Section 2695.9(f) requires depreciation
applied to a loss be based on the age and condition of the item. It is recommended that
the Company use a depreciation schedule that applies depreciation based on age and
condition to comply with CCR Title 10, Chapter 5, Subchapter 7.5, Article I, Section
2695.9(f). Although the Company stated it was in compliance, the documentation

provided did not support this.

10



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. No adjustments

were made to the statutory financial statements reported by the Company.

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, 2010
through December 31, 2014

11



Statement of Financial Condition

as of December 31, 2014

Ledger and
Nonledger Assets Not Net Admitted
Assets Assets Admitted Assets Notes
Bonds $ 151,879,998 $ $ 151,879,998
Common stocks 39,556,906 39,556,906
Cash and short-term investments 18,245,190 18,245,190
Aggregate write-ins for invested assets 589,515 589,515
Investment income due and accrued 1,239,752 1,239,752
Premiums and agents’ balances in course of collection 7,333,193 276,034 7,057,159
Premiums, agents’ balances and installments booked but
deferred and not yet due (including $0 earned
but unbilled premiums) 6,142,845 6,142,845
Amount recoverable from reinsurers 142,063 142,063
Net deferred tax asset 13,264,363 5,194,337 8,070,026
Electronic data processing equipment and software 2,633,436 2,220,573 412,863
Furniture and equipment 41,483 41,483 0
Receivables from parent, subsidiaries and affiliates 1,125 1,125
Aggregate write-ins for other than invested assets 2,026,496 1,769,670 256,826

Total assets

$ 243,096,365 $ 9,502,097 $ 233,954,268

Liabilities, Surplus and Other Funds

Losses and loss adjustment expenses $ 53,336,628
Commissions payable, contingent commissions and other similar charges 2,176,580
Other expenses 2,175,482
Taxes, licenses and fees 45,777
Current federal and foreign income taxes 50,674
Unearned premiums 45,595,778
Advance premiums 949,200
Dividends declared and unpaid: Stockholders 767,966
Ceded reinsurance premiums payable 18,163
Funds held by company under reinsurance treaties 68,494
Amounts withheld or retained by company for account of others 91,102
Payable to parent, subsidiaries and affiliates 1,115,897
Payable for securities 8,303,906

Aggregate write-ins for liabilities 1,600,797

Total liabilities 116,296,444
Common capital stock $ 3,436,000
Gross paid-in and contributed surplus 30,057,317

Unassigned funds (surplus)
Surplus as regards policyholders

83,804,505
117,297,822

Total liabilities, surplus and other funds $ 233,594,266

12
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Underwriting and Investment Exhibit
for the Year Ended December 31, 2014

Statement of Income

Underwriting Income

Premiums earned $ 94,627,940
Deductions:

Losses and loss expenses incurred $ 60,190,903

Other underwriting expenses incurred 34,578,968
Total underwriting deductions 94,769,871
Net underwriting loss (141,931)
Investment Income
Net investment income earned $ 3,139,198
Net realized capital gain 1,346,331
Net investment gain 4,485,529

Other Income

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

$0 amount charged off $249,884) $ (249,884)
Finance and service charges not included in premiums 807,753
Aggregate write-ins for miscellaneous income (83.451)
Total other income 474,418
Net income after dividends to policyholders, after capital gains tax and before

federal and foreign income taxes 4,818,015
Federal and foreign income taxes incurred 77,819
Net income $ 4,740,196

Capital and Surplus Account

Surplus as regards policyholders,

December 31, 2013 $ 112,201,077
Net income $ 4,740,196
Change in net unrealized capital gains 1,005,904
Change in net deferred income tax (1,815,511)
Change in nonadmitted assets 2,416,150
Dividends to stockholders (1,250,000)
Change in surplus as regards policyholders for the year 5,096,739

Surplus as regards policyholders,
December 31, 2014 $ 117,297,816

13



Reconciliation of Surplus as Regards Policyholders

from December 31, 2010 through December 31, 2014

Surplus as regards policyholders,
December 31, 2010

Net income

Change in unrealized gain on equity securities
Dividends to stockholder

Change in net deferred income tax

Change in nonadmitted assets

Cumulative effect of changes in accounting principles
Aggregate write-ins for gains in surplus

Total gains and losses

Net increase in surplus as regards policyholders

Surplus as regards policyholders,
December 31, 2014

$ 107,804,740

Gainin Loss in
Surplus Surplus
$ 5,142,887 $
3,409,728
10,750,000
2,279,273
9,291,723
4,677,659
352
$ 22,522,349 $ 13,029,273

14

9,493,076

$ 117,297,816



COMMENTS ON FINANCIAL STATEMENT ITEMS

(1) Losses and Loss Adjustment Expenses

Based on an analysis by a Casualty Actuary for the California Department of Insurance,
the Company’s loss and loss adjustment expense reserves as of December 31, 2014
were found to be reasonably stated and have been accepted for purposes of this

examination.

SUMMARY OF COMMENTS AND RECOMMENDATIONS

Current Report of Examination

Management and Control - Company Filings (Page 5): It is recommended that the
Company comply with California Insurance Code (CIC) Section 1215.4(b)(6) in its future

Insurance Holding Company System Annual Registration Filings.

Accounts and Records — Information Systems Controls (Page 9): It is recommended
that the Company evaluate the recommendations and make appropriate changes to

strengthen its information system controls.

Accounts and Records - Vehicle Fraud Assessment (Page 10): It is recommended that
the Company identify insured vehicles by their unique vehicle identification numbers to
comply with California Code of Regulations (CCR), Title 10, Chapter 5, Subchapter 9,
Article 4, Section 2698.62(b). It is also recommended that the Company retain an
Automobile Assessment File to comply with CCR, Title 10, Chapter 5, Subchapter 9,
Article 4, Section 2698.62(d). These are repeat findings from the 2010 examination.

Accounts and Records - Claims Practices (Page 10): It is recommended that the

Company use a depreciation schedule that applies depreciation based on age and

15



condition to comply with CCR Title 10, Chapter 5, Subchapter 7.5, Article I, Section
2695.9(f).

Previous Report of Examination

Company History (Page 2): It was recommended that the Company implement
procedures to ensure compliance with California Insurance Code (CIC) Section
1215.4(b)(3). The Company is now in compliance.

Management and Control — Management Agreements (Page 5): It was recommended
that the Company submit amended filings within the required time frame to the
California Department of Insurance (CDI) when it amends related party agreements as

required by CIC Section 1215.5(b)(4). The Company is now in compliance.

Corporate Records (Page 7): It was recommended that the Company comply with CIC
Section 735 by including in its Board of Directors meeting minutes notification that the
Report of Examination is available for review by members of the Board. The Company

is now in compliance.

Accounts and Records — Information System Controls (Page 10): It was recommended
that the Company evaluate the recommendations relating to information system
controls. The information system controls were reviewed during this examination, and
recommendations were made to the Company to strengthen its information system

controls.

Accounts and Records - Affiliated Company Dividends (Page 10): It was
recommended that the Company report the dividends received from its subsidiary in
accordance with the NAIC Annual Statement Instructions in accordance with CIC

Section 923. The Company is now in compliance.

16



Taxes, Licenses and Fees - (Page 14): It was recommended the Company retain all
documentation to support the vehicle count as reported in the Quarterly Consolidated
Insured Vehicle Fees. The Company has not complied with this recommendation.

17
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Respectfully submitted,
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