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San Francisco, California
April 2, 2013

Honorable Dave Jones

Insurance Commissioner
California Department of Insurance
Sacramento, California

Dear Commissioner:

Pursuant to your instructions, an examination was made of the

THE DOCTORS LIFE INSURANCE COMPANY

(hereinafter also referred to as the Company) at its home office located at 185 Greenwood
Road, Napa, California 94558.

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, 2008. This examination
covers the period from January 1, 2009 through December 31, 2011. 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 parent, The Doctors Company, An Interinsurance Exchange, as well as
its affiliates, SCPIE Indemnity Company, American Healthcare Indemnity Company, OHIC
Insurance Company, and Professional Underwriters Liability Insurance Company, with

participation from the Insurance Departments of Delaware, Ohio, and Utah.

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; and statutory deposits.

COMPANY HISTORY

Dividends paid in the examination period were reported in the Insurance Holding Company
System Annual Registration Statement as required by California Insurance Code (CIC)
Section 1215.4(b)(3). Extraordinary cash dividends were declared and paid during the
examination period and all extraordinary dividends were approved by the California

Department of Insurance in accordance with CIC Section 1215.5(Qg):

Date Declared Date Approved Date Paid Amount
December 17, 2009 | March 19, 2010 March 24, 2010 $2,750,000
December 16, 2010 | February 4, 2011 March 3, 2011 1,450,000
December 13, 2011 | January 31, 2012 | February 23, 2012 5,000,000




MANAGEMENT AND CONTROL

The Company is part of a holding company system and is wholly-owned by The Doctors
Company, An Interinsurance Exchange (TDC). Except for its officers, the Company has no
employees. The day-to-day operation of the Company is managed by its affiliate, The
Doctors Management Company (TDMC), in accordance with a management services
agreement. The following organization chart depicts the Company’s relationship within the
holding company system (all ownership is 100%) as of December 31, 2011:
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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, 2011:

Name and Residence

Richard E. Anderson, M.D.
Napa, California

Robert D. Francis
Napa, California

Dennis B. Lawton, Ph.D.
Sausalito, California

David G. Preimesberger, CPA
Napa, California

Name

Richard E. Anderson, M.D.
Robert D. Francis

David G. Preimesberger, CPA
David A. McHale

Directors

Principal Business Affiliation

Chairman and Chief Executive Officer
The Doctors Company, An Interinsurance
Exchange

Chief Operating Officer
The Doctors Company, An Interinsurance
Exchange

Chief Governance Officer
The Doctors Company, An Interinsurance
Exchange

Chief Financial Officer

The Doctors Company, An Interinsurance
Exchange

Principal Officers

Title

Chairman and Chief Executive Officer
Chief Operating Officer

Treasurer and Chief Financial Officer
Secretary

The Company requires annual conflict of interest statements from all directors and officers.

Management Agreements

Management Agreement. The Doctors Management Company (TDMC) provides

management and administrative services to the Company under the terms of the

Management Agreement between the Company and TDMC. This agreement has beenin



force since September 16, 1996. For 2009, 2010, and 2011, the Company paid $103,232,
$107,043 and $120,486, respectively, in fees to TDMC under the terms of this agreement.

Tax Allocation Agreement. The Company, its parent, The Doctors Company, An
Interinsurance Exchange (TDC), and its affiliates are parties to a Federal Income Tax
Allocation Agreement under which the federal tax returns of TDC and all affiliates are
consolidated and filed by TDC. Allocation of tax liability is based upon separate return
calculations with inter-company tax liabilities settled no later than 30 days after the month
in which the tax payment has been made or after the filing of the consolidated return if any
additional payments are due. The original tax allocation agreement was effective
December 1992. The original agreement was replaced with an Amended and Restated
Tax Allocation Agreement on May 19, 2007. TDC has made several acquisitions since that
date and executed joinder amendments adding participants to the agreement. The
Joinders were filed with the California Department of Insurance, Financial Analysis

Division, for informational purposes.

TERRITORY AND PLAN OF OPERATION

The Company specialized in marketing insurance products primarily to members of the
medical profession. In 1985, the Company discontinued writing new business and is

presently servicing the needs of its existing policyholders.

At December 31, 2011, the Company was licensed to transact business in the states of
Arizona, California, Hawaii, Montana, Nevada, Texas, and Wyoming. In 2011, the
Company had renewal premiums of $83,295 in California (77.0%) and $24,926 in Nevada
(23.0%). The Company’s in-force policies are comprised of life policies, supplementary
contracts and annuities. The Company has no plans to reactivate its marketing in the near

term.



REINSURANCE

Assumed

No reinsurance was assumed during the examination period.

Ceded

The Company did not enter into or terminate any reinsurance agreements during the
examination period. The maximum retention on any one life is $100,000. The Company
has reinsured 59% of its ordinary life insurance in-force. Approximately 10% of the
reinsurance is ceded on a yearly renewable term basis to Swiss Re Life & Health America,
Inc. and Transamerica Life Insurance Company (both admitted in California). The
remaining 90% is ceded under a yearly renewable term agreement to the following

reinsurance pool:

Admitted:
Scor Global Life Re Insurance Company of Texas 40%
Hannover Life Reassurance Company 15%
Subtotal — Admitted 55%

Non-Admitted:

Nederlandse Reassurantie Group, N.V. 20%
Zurick Specialties London Ltd. 10%
Nouvelle Cie De Reassurance SA 10%
Swiss Re Life and Health America, Inc. 5%

Subtotal — Non-admitted 45%
Total 100%




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.

FINANCIAL STATEMENTS

The financial statements prepared for this examination report include:

Statement of Financial Condition as of December 31, 2011

Summary of Operations and Capital and Surplus Account for the Year Ended
December 31, 2011

Reconciliation of Capital and Surplus from December 31, 2008 through
December 31, 2011



Assets

Bonds

Cash and short-term investments

Investment income due and accrued

Uncollected premiums & agents' balances
in course of collection

Net deferred tax asset

Total assets

Liabilities, Surplus and Other Funds

Aggregate reserves for life contracts
Liability for deposit type contracts

Policy & contract claims - life

Interest maintenance reserve

General expenses due or accrued
Taxes, licenses and fees due or accrued

Current federal and foreign income taxes payable
Dividend to stockholders declared & unpaid

Asset valuation reserve

Reinsurance in unauthorized companies
Payable to parent, subsidiaries & affiliates
Aggregate write-ins for liabilities

Total liabilities
Capital stock
Gross paid-in and contributed surplus

Unassigned funds (surplus)
Surplus as regards policyholders

Total liabilities, surplus and other funds

Statement of Financial Condition

as of December 31, 2011

Ledger and
Nonledger
Assets

Assets Not
Admitted

Net Admitted
Assets

Notes

$21,206,352
571,156
197,834

(3,892)
744,713

$

1,285

688,171

$21,206,352
571,156
196,549

(3,892)
56,542

$22,716,163

$ 689,456

$2,600,000
5,151,278
(324,845)

$22,026,707

$ 6,622,170
697,043
25,000
1,868,791
10,000
3,552
295,528
2,151,278
28,054
6,259
43,877
2,848,722

$14,600,274

7,426,433

$22,026,707

@

@

@

@



Summary of Operations and Capital and Surplus Account

for the Year Ended December 31, 2011

Statement of Income

Premiums and annuity considerations
Net investment income
Amortization of interest maintenance reserve

Total

Death benefits

Annuity benefits

Surrender benefits and other benefits for life contracts

Increase in aggregate life reserves for life and accident and health contracts

Total

General insurance expenses
Insurance taxes, licenses and fees excluding federal income taxes
Aggregate write-ins for deductions

Total

Net gain from operations before federal income taxes
Federal and foreign income taxes incurred
Net income from operations after federal
income taxes and before realized capital gains and (losses)

Net realized capital gains (losses) (excluding gains (losses) transferred to the IMR)
less capital gains tax of $ -0- (excluding taxes of $1,490) transferred to the IMR

Net income

Capital and Surplus Account

Capital and surplus December 31, 2010

Net income

Change in net deferred income tax

Change in non-admitted assets

Change in liability for reinsurance in unauthorized companies

Change in reserve on account of change in valuation basis
increase (decrease)

Change in asset valuation reserve

Surplus paid-in

Dividends to stockholders

Net change in capital and surplus for the year

Capital and surplus, December 31, 2011

10

$ 617,831
86,748
(85,511)

(49)

(250,000)
34,127

(2,848,722)

(2,151,277)

$ 62,150
601,869
155,872
819,891
100,958

526,365
37,254

(1,006.,806)
(342,229)

153,529
43,203

53,918
(91,579)

911,470
294,039

617,431
400

$ 617,831

$12,023,286

(4,596.853)
$ 7,426,433



Reconciliation of Capital and Surplus

from December 31, 2008 through December 31, 2011

Capital and Surplus,
December 31, 2008 per Examination

Net income

Change in net deferred income tax

Change in non-admitted assets

Change in liability for reinsurance in
unauthorized companies

Change in reserve on account of
change in valuation basis increase (decrease)

Change in asset valuation reserve

Surplus paid-in

Dividends to stockholders

Total gains and losses in surplus

Net decrease in surplus as regards policyholders

Capital and Surplus,
December 31, 2011, per Examination

11

Gain in
Surplus

$ 929,162
59,208

17,772

$1,006,142

Loss in
Surplus

120,938
132
250,000

2,848,722
6,351,278

$9,571,070

$15,991,361

(8,564,928)

$ 7,426,433



COMMENTS ON FINANCIAL STATEMENT ITEMS

(1) Agaregate Reserves for Life Contracts

The aggregate reserve for life contracts and the liability for deposit-type contracts were
evaluated by a Life Actuary from the California Department of Insurance. Based on the
analysis performed, the Company’s aggregate reserves for life contracts and liability for

deposit-type contracts as of December 31, 2011, were deemed reasonable.

(2) Dividend Declared and Unpaid

On December 13, 2011, the Company declared a dividend of $5 million. As the unassigned
funds were less than $5.0 million, pursuant to California Insurance Code (CIC) Section
10530, only the amount of surplus could be treated as a stockholder dividend with the
balance treated as a return of paid-in and contributed surplus. Therefore, $2,151,278 was
treated as dividend paid from unassigned funds reducing this account to zero dollars. The
balance of the dividend, $2,848,722, was treated as return of capital and reduced gross

paid-in and contributed surplus account to $5,151,278.

SUMMARY OF COMMENTS AND RECOMMENDATIONS

Current Report of Examination

Accounts and Records — Information Systems Controls (Page 8): Some weaknesses were
noted in the Company’s information systems controls and 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.
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Previous Report of Examination

Management and Control — Management Agreements (Page 4): It was recommended the
Company comply or amend the Management Agreement with The Doctors Management

Company. The Company has complied with this recommendation.

13



ACKNOWLEDGEMENT

Acknowledgement is made of the cooperation and assistance extended by the Company’s

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

Respectfully submitted,

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