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San Francisco, California
April 27, 2012

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 made as of December 31, 2006. This examination
covers the period from January 1, 2007 through December 31, 2010. 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 a coordinated examination and was conducted concurrently with the
examination of its subsidiary, CSE Safeguard Insurance Company, without participation of
any other 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: fidelity bonds and other insurance; pensions, stock ownership and insurance

plans; growth of company; loss experience; statutory deposits; and sales and advertising.

COMPANY HISTORY

The Company paid and received dividends during the examination period as shown in the
following schedule. Ordinary dividends paid and received in the examination period were
reported in the Insurance Holding Company System Annual Registration Statement as
required by California Insurance Code Section 1215.4(b)(3) except in 2010, when the
dividend received was not reported. The Company was directed to amend and re-file the
Insurance Holding Company System Annual Registration Statement for 2010, which was
done on April 23, 2012. It is recommended that the Company implement procedures to
ensure compliance with CIC Section 1215.4(b)(3).

Year Dividend Paid Dividend Received
2007 $ 1,500,000 $ 998,144
2008 1,500,000 1,051,658
2009 5,000,000 0
2010 5,000,000 1,401,020
Total $13,000,000 $3,450,822

MANAGEMENT AND CONTROL

The Company is a member of an insurance holding company system, of which AM-GMF

Mutuelles d’Assurances Associees (AM-GMF) is the ultimate controlling entity. The



following chart depicts the inter-relationship of the companies within the holding company

system as of December 31, 2010:

AM-GMF Ethias
Mutuelles d'Assurances (Liege, Belgium
Associees
(Paris, France)
Assurances
Mutuelles
50% d'Europe 50%
(Brussels, Belgium)

66% GMF Financial 34%
Services
Corporation
(Delaware)

100% 100%
Civil Service Employees CSE Insurance
Insurance Company Services, Inc.

(California) (California)
100%
CSE Safeguard
Insurance Company
(California)

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, 2010:

Directors
Name and Residence Principal Business Affiliation
Sophie Beuvaden Deputy Managing Director, Finance
Paris, France COVEA



Name and Residence

Pierre Bize

Walnut Creek, California

Jean Fleury
Paris, France

Patrice Forget
Paris, France

Frank Jeusette
Liege, Belgium

Thomas Kelly
West Linn, Oregon

Luc Kranzen
Liege, Belgium

Olivier LeBorgne
Paris, France

Richard J. Miles
Palm Desert, California

Dominique Salvey
Paris, France

Name

Pierre Bize
Gregory J. Parini
Robert Adams Il ()

David A. Brinker
Frank V. Querques
James E. Williamson
Kai Y. Fung

Directors (cont.)

Principal Business Affiliation

President and Chief Executive Officer
CSE Insurance Group

Deputy Managing Director and General Secretary
COVEA

Deputy Managing Director
GMF Group

Chief Risk Officer
Ethias

Retired Senior Vice President
Towers Watson, Inc.

Managing Director
Ethias

Vice President, Finance
GMF Group

Retired Executive Vice President, Claims
Civil Service Employees Insurance Company

Senior Vice President, International
COVEA

Principal Officers

Title
President and Chief Executive Officer
Secretary and Vice President, External Relations

Vice President, Internal Audit/Control and
Acting Chief Financial Officer

Executive Vice President, Products and Support
Senior Vice President, Insurance Operations
Senior Vice President, Claims

Vice President, Actuarial



Principal Officers (cont.)

Name Title

F. Lee Baumgartner Vice President, Administration & Information
and Technology

Kelli Schulhofer Vice President, Field Operations and Market
Development

David Schlocker Vice President, Human Resources

Matthew Hull Vice President, Market Strategy and Business

Development

The following changes in management occurred subsequent to the examination date:
®  Robert Adams, IIl, served as acting CFO until August 1, 2011 when he retired and now serves

as a consultant to the Company. Stefan H. Dobrus was hired on August 1, 2011 as Senior Vice
President and Chief Financial Officer.

Management Agreements

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 federal income tax 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.
The Company’s wholly-owned subsidiary, CSE Safeguard Insurance Company, had an
identical federal income tax sharing agreement with GMFF. On August 17, 2001, the
Company received approval from the California Department of Insurance (CDI) to report
federal income tax transactions based on the aforementioned agreement. The Company
has annually requested and has been granted a permitted accounting practice for this
arrangement. On December 28, 2011, a revised agreement was executed with an effective
date of January 1, 2011. The revised agreement provides that a consolidated tax return
shall be filed by GMFF and each company shall now be responsible for its share of the
taxes. The revised agreement was filed with the CDI as of January 2012. CDI action on the
filing is pending. As a result of amending the agreement, the Company has withdrawn and

not renewed its permitted accounting practice.



Cost Sharing Agreements: On January 1, 2007, the Company and CSE Safeguard
Insurance Company (CSF), entered into a Cost Sharing Agreement. The agreement
provides for cost sharing as both companies desire to achieve certain operating economies
and improved service levels. The agreement identifies services that each company may
provide to each other including accounting, tax and auditing, functional support, claims,
investment, and underwriting services and assures that all charges are reasonable. The
agreement was filed with the CDI on July 18, 2008. It was approved by the CDI
January 3, 2011.

On December 28, 2011, the Company and CSF amended the Cost Sharing Agreement
effective January 1, 2011, to reflect the effect of the amended Tax Allocation Agreement.
The amendment was filed with the CDI in January 2012. Itis pending CDI approval at this

time.

California Insurance Code (CIC) Section 1215.5(b)(4) requires that certain related party
agreements be filed with the CDI at least 30 days prior to the effective date of the
agreement. Neither the amended Tax Allocation Agreement nor the Cost Sharing
Agreement was filed within the time frame required. It is recommended that the Company
submit amended filings within the required timeframe to the CDI when it amends related

party agreements as required by CIC Section 1215.5(b)(4).

On January 1, 2007, the Company and GMFF, entered into a Cost Sharing Agreement.
The agreement provides for CSE to perform payment services for GMFF and be
reimbursed on a regular basis. This agreement was approved by the CDI on
January 3, 2011.

On January 1, 2006, the Company and CSE Insurance Services entered into a Cost
Sharing Agreement. The agreement provides for CSE to provide accounting, tax
preparation, and supplies for which they will be reimbursed. This agreement was approved
by the CDI on January 3, 2011.



CORPORATE RECORDS

On December 28, 2010, the Company amended its Bylaws to set the number of directors

at no less than six and no more than eleven members.

The Company notified its directors that the previous Report of Examination had been
received but there was no notice recorded in the minutes that the report was available for
review by the members of the board as required by California Insurance Code (CIC)

Section 735. It is recommended that the Company comply with CIC Section 735.

The Company was unable to provide the minutes of its Shareholder's Annual Meeting for
the years 2007 and 2008.

TERRITORY AND PLAN OF OPERATION

The Company’s operations are conducted jointly with its subsidiary at its home office in
Walnut Creek, California. As of December 31, 2010, the Company was licensed to write
various lines of property and casualty insurance in the District of Columbia and the

following states:

Arizona Oregon
California Utah
Colorado Virginia
Idaho Washington
Nevada

The Company is the lead company in an intercompany reinsurance pooling agreement with
its subsidiary, CSE Safeguard Insurance Company. The Companies market their portfolio
of products through approximately 500 independent agents located primarily in California.

The Company wrote some earthquake policies, which were 100% reinsured with Lloyd’s.

For the year ending December 31, 2010, direct premiums written by the Company were

$51.9 million in the following primary lines of business: homeowners multiple peril (46.4%),



private passenger auto liability (18.9%), auto physical damage (14.0%), fire (12.6%), and
all other (8.1%). The Company’s target market was civil servants but it sold to the general
public as well. Territories in which premiums were written were California (88.6%), Arizona
(5.7%), Nevada (4.9%),and the remaining states (0.8%).

REINSURANCE

Intercompany Reinsurance Agreement

The Company has been party to a reinsurance pooling agreement with its wholly-owned
subsidiary, CSE Safeguard Insurance Company (CSF), since January 1, 1990. The
reinsurance pooling agreement was last amended January 1, 2006. The agreement
provides for the pooling and distribution of premiums, losses, loss adjustment, and
underwriting expenses. Under the terms of the agreement, CSF cedes 100% of its net
writings (after non-affiliated reinsurance) to the Company which in turn retrocedes 33.33%
of the combined net writings of both companies to CSF. The agreement 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 less underwriting expenses, and ceded

loss and loss adjustment expenses. Accounts are required to be settled quarterly.

Assumed

As of December 31, 2010 the Company has no assumed business from non-affiliated
companies. The Company had assumed a minor amount of reinsurance from United
Insurance Company, a Utah domestic insurer. The business consisted of standard and
non-standard auto liability and physical damage assumed on a quota-share basis. The

contract was terminated effective April 2007.

Ceded

Other than intercompany agreements, reinsurance is placed through the Company for itself



and CSF. Listed below are the major principal treaties, coverages, retentions and limits in

effect for the examination period.

The Company utilizes the facultative market, as needed, to increase its capacity. Senior

management provides a list of acceptable facultative markets to the underwriting staff.

Line of Business and
Type of Contract

Property:

Excess of Loss
Commercial Multi-Peril

All other lines

Property Treaty Excess of Loss
(Earthquake)

Facultative Excess of Loss

Casualty:

Excess of Loss

Personal Umbrella Liability:

Quota Share

Commercial Umbrella Liability:

Quota Share

Catastrophe Excess of Loss:

First Layer

Second Layer

Third Layer

Fourth Layer

Reinsurers

10 domestic, foreign and alien
companies

10 domestic, foreign and alien
companies

Various Lloyd’'s Syndicates

Munich American Reassurance
Company

6 domestic, foreign and alien
companies

General Reinsurance

General Reinsurance

12 domestic, foreign and alien
companies

13 domestic, foreign and alien
companies

11 domestic, foreign and alien
companies

16 domestic, foreign and alien
companies

Company’s Retention

$500,000 per risk
$1.0 million per
occurrence
$500,000 per risk
$1.0 million per
occurrence

$4.0 million

$5.0 million

$400,000 per risk

$1.0 million per event

5% of $ 1.0 million

5% of $ 1.0 million

$5.0 million plus 7.5%
of $12.5 million

$17.5 million plus 7.5%
of $22.5 million

$40.0 million plus 7.5%
of $35 million

$75.0 million plus 7.5%
of $35 million

Reinsurer’s Limits

$3.5 million per risk

$4.0 million per
occurrence

$5.0 million per risk

$4.0 million per
occurrence

$6.0 million

$25.0 million

$600,000 per risk

$5.0 million per event

95% of $1.0 million and
100% over $1.0 to $5.0
million

95% of $1.0 million and
100% over $1.0 to $5.0
million

92.5% of $12.5 million

92.5% of $22.5 million

92.5% of $35.0 million

92.5% of $35.0 million



ACCOUNTS AND RECORDS

Information Systems Controls

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, several low risk findings
were noted in controls over logical security. These findings were presented to the
Company along with recommendations to strengthen its controls. Itis recommended the
Company evaluate the recommendations and make appropriate changes to strengthen its

information systems controls.

Affiliated Company Dividends

The Company did not report dividends received from affiliates in Schedule D, Part 2,
Section 2. The Company reported the dividends it paid to its shareholder net of dividends
received from its subsidiary in the Capital and Surplus section of the Statement of Income.
It is recommended that the Company comply with the Official NAIC Annual Statement

Instructions in accordance with California Insurance Code Section 923.

FINANCIAL STATEMENTS

The financial statements prepared for this examination report include:

Statement of Financial Condition as of December 31, 2010
Underwriting and Investment Exhibit for the Year Ended December 31, 2010

Reconciliation of Surplus as Regards Policyholders from December 31, 2006
through December 31, 2010

10



Statement of Financial Condition

as of December 31, 2010

Ledger and
Nonledger Assets Not Net Admitted

Assets Assets Admitted Assets Notes
Bonds $137,484,839 $ $137,484,839
Common stocks 39,672,938 39,672,938
Cash and short-term investments 3,661,185 3,661,185
Aggregate write ins for invested assets 546,312 546,312
Investment income due and accrued 1,304,060 1,304,060
Uncollected premiums and agents’ balances in course of

collection 4,101,090 18,056 4,083,034
Deferred premiums, agents’ balances and installments

booked but deferred and not yet due (including

$ 0 earned but unbilled premiums) 7,246,956 7,246,956
Amount recoverable from reinsurers 723,971 723,971
Electronic data processing equipment and software 6,585,701 6,209,452 376,249
Furniture and equipment, including health care delivery

assets 263,549 263,549 0
Receivable from parent, subsidiaries and affiliates 23,778 23,778
Aggregate write-ins for other than invested assets 1,582,791 1,436,780 146,011
Total assets $203,197,170 $ 7,927,837 $195,269,333
Liabilities, Surplus and Other Funds
Losses and loss adjustment expenses $ 43,756,481 (1)
Commissions payable, contingent commissions and other similar charges 2,327,333
Other expenses 1,864,978
Taxes, licenses and fees 88,933 (2)
Unearned premiums 37,554,278
Advance premiums 982,513
Ceded reinsurance premiums payable (5,474,289)
Funds held by company under reinsurance treaties 200,331
Amounts withheld or retained by company for account of others 106,379
Payable to parent, subsidiaries and affiliates 5,154,746
Aggregate write-ins for liabilities 902,910

Total liabilities 87,464,593
Common capital stock $ 3,436,000
Gross paid in and contributed surplus 30,057,317
Unassigned funds (surplus) 74,311,423

Surplus as regards policyholders

Total liabilities, surplus and other funds

11

107,804,740

$195,269,333



Underwriting and Investment Exhibit
for the Year Ended December 31, 2010

Statement of Income

Underwriting Income

Premiums earned

Deductions:
Losses and loss expenses incurred $48,184,524
Other underwriting expenses incurred 29,025,087

Total underwriting deductions

Net underwriting gain

Investment Income

Net investment income earned $ 4,859,973
Net realized capital gain 2,225,458

Net investment gain
Other Income

Net loss from agents’ or premium balances charged off

(amount recovered $3,763 amount charged off $67,429) $ (63,666)
Finance and service charges not included in premium 1,414,865
Aggregate write-ins for miscellaneous income 193,492

Total other income
Net income

Capital and Surplus Account

Surplus as regards policyholders,
December 31, 2009

Net income $ 10,400,478
Change in net unrealized capital gains 5,407,024
Change in nonadmitted assets (1,988,096)
Change in provision for reinsurance 375,000
Dividends to stockholders (5,000,000)
Aggregate write-ins for gains in surplus 15,650

Change in surplus as regards policyholders for the year

Surplus as regards policyholders,
December 31, 2010

12

$ 77,578,947

77,209,611

369,336

7,085,431

1,544,691

$ 8,999,458

$ 98,594,684

9,210,056

$107,804,740



Reconciliation of Surplus as Regards Policyholders

from December 31, 2006 through December 31, 2010

Surplus as regards policyholders,
December 31, 2006 per Examination

Net income

Net unrealized capital gains

Change in nonadmitted assets

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, 2010, per Examination

Gain in
Surplus

$41,471,961
16,127,784

715,850

$ 58,315,595

13

Loss in
Surplus

$

5,814,453
13,000,000

$18,814.453

$ 68,303,598

39,501,142

$ 107,804,740



COMMENTS ON FINANCIAL STATEMENT ITEMS

(1) Losses and Loss Adjustment Expenses

Based on the analysis by a Casualty Actuary from the California Department of
Insurance (CDI), the Company’s loss and loss adjustment expense reserves as of
December 31, 2010 were found to be reasonably stated and have been accepted for

purposes of this examination.

(2) Taxes, Licenses and Fees

California Insurance Code (CIC) Section 1872.8(a) states, in part, that each insurer doing
business in the State of 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 the State of California.

During the course of this examination, it was noted that the Company was not in
compliance with CIC Section 1872.8(a) as it did not maintain records as defined in the Title
10, California Code of Regulations, Section 2698.62(d). It is recommended that the
Company retain all the necessary documentations to support the vehicle count as reported

in the Quarterly Consolidated Insured Vehicle Fees. This is a repeat recommendation.

SUMMARY OF COMMENTS AND RECOMMENDATIONS

Current Report of Examination

Company History (Page 2): The Company has been directed to amend and re-file the
Insurance Holding Company System Annual Registration Statement for 2010 to include the
dividend it received from its subsidiary as required by California Insurance Code (CIC)
Section 1215.4(b)(3). The Company re-filed the statement April, 23, 2012, with the

14



California Department of Insurance (CDI). It is recommended that the Company implement

procedures to ensure compliance with CIC Section 1215.4(b)(3).

Management and Control — Management Agreements (Page 5): It is recommended that
the Company submit amended filings within the required time frame to the CDI when it

amends related party agreements as required by CIC Section 1215.5(b)(4).

Corporate Records (Page 7): It is recommended that the Company comply with CIC
Section 735 by including in its Board of Director's meeting minutes notification that the

Report of Examination is available for review by members of the Board.

Accounts and Records — Information Systems Controls (Page 10): As a result of the review
of the Company’s information systems controls, recommendations for improving these
controls were presented to the Company. Itis recommended the Company evaluate these
recommendations and make appropriate changes to strengthen its controls over its

information systems.

Accounts and Records — Affiliated Company Dividends (Page 10): Itis 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.

Taxes, Licenses and Fees — (Page 14): It is recommended that the Company retain all
necessary documentations to support the vehicle count as reported in the Quarterly

Consolidated Insured Vehicle Fees.

Previous Report of Examination

Management and Control — Intercompany Agreements (Page 5): It was recommend that
the Company file its cost sharing agreements with the California Department of Insurance
as required by California Insurance Code Section (CICS) 1215.5(b)(4). The Company

complied with this recommendation.

15



Accounts and Records (Page 9): It was noted that many of the specific findings from the
prior examination continue to exist and have not been addressed. It was recommended
that the Company review the recommendations made regarding its information systems
and make appropriate changes to strengthen internal controls. This examination has noted

that efforts have been made to strengthen the internal controls.

Comments on Financial Statement Items — Cash and Short-Term Investments (Page 14):
It was recommended the Company deposit its cash and short-term investments with a
gualified custodian, sub-custodian, or depository located in California per CICS 1104.1 and

1104.9. The Company is now in compliance with this recommendation.

Comments on Financial Statement Items — Taxes, Licenses and Fees (Page 14). The
Company under reported the vehicle counts supporting the Vehicle Fraud Assessment Fee
as defined by CICS 1872.8. Total underpayment of the Vehicle Fraud Assessment Fee for
the four-year period was $4,136.85. It was recommended the Company submit revised
filings for this period. The Company submitted a revised filing but still does not maintain the

proper records.

16
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Respectfully submitted,

IS/

Wayne Leiran, CFE
Examiner-In-Charge
Contract Examiner
Department of Insurance
State of California
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