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April 16, 2021

Honorable Mike Causey
Commissioner of Insurance
State of North Carolina
Raleigh, North Carolina

Sir:

Pursuant to your instructions and in accordance with Section (“§”) 58-2-131 of the General Statutes of
North Carolina (“GS”), the North Carolina Department of Insurance (“Department”) conducted an
examination of the records, business affairs and financial condition of

Occidental Fire & Casualty Company of North Carolina (“OFC”)
Wilshire Insurance Company (“WIC”)

(hereinafter collectively referred to as the “IAT North Carolina Group”, or “IAT NC Group”), at its main
administrative and statutory home office located at 4200 Six Forks Road Suite 1400, Raleigh, North
Carolina 27609.

SCOPE OF THE EXAMINATION

We performed a full-scope statutory examination of each company within the IAT NC Group. This
examination covers the period from January 1, 2015, to December 31, 2019, including any material
transactions and events occurring subsequent to the examination date and noted during the course of this
examination. The Department’s most recent prior examinations of OFC and WIC were as of December 31,
2014.

The purpose of this examination is to review and evaluate the IAT NC Group’s business processes and
controls to assist in accessing and monitoring its current financial condition and prospective solvency.
Pursuant to GS § 58-2-132, this Report on Examination comprises only facts appearing in the books,
records, or other documents of the IAT NC Group (together with citations of pertinent laws, regulations,
and rules) with regard to any material adverse findings disclosed by the examination.

This was a multi-state coordinated financial examination of 10 insurance company subsidiaries of IAT
Insurance Group, Inc., collectively referred to as the “IAT Insurance Group”. North Carolina served as the
Lead and Facilitating State, and Participating States included Florida, Illinois, Nebraska, New Jersey and
Texas.

We conducted our examination in accordance with standards established by the Department and the
National Association of Insurance Commissioners (“NAIC”) Financial Condition Examiners Handbook
(“Handbook™). The Handbook requires that we plan and perform the examination to evaluate the financial
condition, assess corporate governance, identify current and prospective risks of the IAT Insurance Group,
and evaluate system controls and procedures used to mitigate those risks. An examination also includes
identifying and evaluating significant risks that could cause an insurer’s surplus to be materially misstated
both currently and prospectively.

N
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All accounts and activities of the IAT NC Group were considered in accordance with the Handbook risk-
focused surveillance process and the following key functional activities were identified:

Investing
Reserving
Reinsurance
Capital and Surplus Management
Claims Processing
Premiums and Underwriting
Related Party Transactions

This may include assessing significant estimates made by management, as well as evaluating the overall
financial statement presentation, management’s compliance with GS Chapter 58 and evaluating
management’s compliance with statutory accounting principles. This examination does not attest to the
fair presentation of the financial statements included herein.

This examination report includes significant findings of fact and general information about the insurer and
its financial condition. There may be other items identified during the examination that, due to their nature
(e.g., subjective conclusions, proprietary information, etc.), are not included within the examination report
but are separately communicated to the IAT Insurance Group.

The IAT NC Group’s Annual Statements (“AS”), work papers, and the independent audit work papers were
reviewed and relied upon whenever possible. Trial balance reconciliations of the Annual Statements were
performed, as were a verification of ownership and valuation of assets, determination of liabilities and
reserves, and an analysis and review of such accounts and records as deemed necessary by the examination
team. A management representation letter attesting to the IAT Insurance Group’s ownership of assets, the
nonexistence of unrecorded liabilities and contingent liabilities was received from the IAT Insurance
Group’s management.

The books and records of the IAT Insurance Group are audited annually by independent certified public
accountants in accordance with GS § 58-10-185(a). Johnson Lambert LLP of Raleigh, North Carolina, the
designated independent public accountant of the IAT Insurance Group, issued an unmodified opinion on a
combined audit for Harco National Insurance Company (‘“Harco”) and its affiliates, which includes OFC
and WIC, for each year subsequent to the Department’s prior examination through, and including, the year
ended December 31, 2019.

W
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REPORT ABBREVIATIONS

Annual Statement

Board of Directors

NAIC Financial Condition Examiners Handbook
General Statutes of North Carolina

National Association of Insurance Commissioners
North Carolina Department of Insurance
Statement of Statutory Accounting Principles

IAT Reinsurance Company, Ltd.

“IAT NC Group” includes the following companies:
Occidental Fire & Casualty Company of North Carolina
Wilshire Insurance Company

“IAT Insurance Group” includes the following insurance companies:
Acceptance Casualty Insurance Company
Acceptance Indemnity Insurance Company
Allegheny Casualty Company
Commercial Alliance Insurance Company
Harco National Insurance Company
International Fidelity Insurance Company
Occidental Fire & Casualty Company of North Carolina
SafePort Insurance Company
(formerly known as Service Insurance Company)
TransGuard Insurance Company of America, Inc.
Wilshire Insurance Company

“Harco and its Affiliates” include the following insurance companies:
Acceptance Casualty Insurance Company
Acceptance Indemnity Insurance Company
Commercial Alliance Insurance Company
Harco National Insurance Company
Occidental Fire & Casualty Company of North Carolina
TransGuard Insurance Company of America, Inc.
Wilshire Insurance Company

C‘AS”
“Board”
“Handbook”
(GGS”
“NAIC”
“Department”
“SSAP”

“IAT Re”

4‘OFC”
“WIC”

None
None
None
None
“Harco”
None
“OFC”
None

None
[ ‘WIC’ b

None
None
None
“Harco”
“OFC”
None
“WIC”
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SUMMARY OF SIGNIFICANT FINDINGS

COMMENTS, RECOMMENDATIONS AND DIRECTIVES

1.

The IAT NC Group was not able to provide signed Conflict of Interest Statements for officers and
directors for all periods under examination in compliance with North Carolina Administrative Code
(“NCAC”) 11C.0117. One Conflict of Interest Statement is missing for the years 2015, 2016, 2017
and 2019. The IAT NC Group is directed to comply with Title 11 NCAC 11C.0117 by obtaining
executed Conflict of Interest Statements for all officers and directors annually and ensuring that
proper records are maintained.

The IAT NC Group currently does not age all agents’ balances on a separate policy-by-policy basis.
The IAT NC Group provided examination premiums data to support the Uncollected Premiums
and Agents’ Balances in the Course of Collection in the Annual Statement, which was not
completely aged on a policy-by-policy basis in accordance with the Statement of Statutory
Accounting Principles (“SSAP”) No. 6. The IAT NC Group is directed to comply with GS § 58-
2-165(c) and SSAP No. 6.

The TAT NC Group did not settle balances timely with affiliates in accordance with the
Consolidated Master Hardware and Software Agreement pursuant to SSAP No. 25, paragraph 6.
The agreement stipulates balances are to be settled within thirty days. The IAT NC Group is
directed to comply with the settlement provisions in its agreements pursuant to SSAP No. 25 and
GS § 58-19-30(b)(4). The IAT NC Group has properly non-admitted the balances overdue more
than 90 days, therefore, no adjustment was made.

The IAT NC Group did not allocate expenses based on net premium written in accordance with the
Consolidated Master Hardware and Software Agreement. The IAT NC Group has modified the
allocation method under the agreement without notifying the Department as required by GS § 58-
19-30(b)(4). The Company is directed to either comply with the agreement that was approved by
the Department or formally amend its affiliated service agreement pursuant to SSAP No. 25 and
GS § 58-19-30(b)(4). The discrepancies in the allocated expenses are immaterial, therefore, no
adjustment was made.

At December 31, 2019, the companies within the IAT NC Group are named insureds under a
fidelity bond which provides the TAT Insurance Group coverage totaling $2.0 million in aggregate.
The Handbook’s recommended minimum range for fidelity bond coverage for the IAT Insurance
Group is $2.25 million to $2.5 million. We recommend that the IAT NC Group maintain fidelity
bond coverage for no less than the minimum recommended by the NAIC. In September 2020, the
IAT Insurance Group increased its fidelity coverage to $2.25 million. (Refer to Subsequent Events)

The Adverse Development Cover Reinsurance Contract between Harco and IAT Re does not
comply with SSAP No. 25, in that it does not represent an arms-length transaction. Specifically,
the terms of the contract are not “fair and reasonable” considering that the premium charged for the
coverage was well below the market value of similar transactions pursuant to a pricing comparison
study performed by the examination consulting actuary.
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This contract also does not comply with SSAP No. 62R — Property and Casualty Reinsurance
(“SSAP No. 62R”) in that it was incorrectly accounted for using prospective reinsurance
accounting. Pursuant to SSAP No. 62R, paragraph 36 d., if the ceding company recognizes a gain
in surplus from an affiliated reinsurance transaction, the proper accounting treatment should be
retroactive reinsurance accounting. SSAP No. 62R is to be interpreted on a single entity basis, not
on a group basis; therefore, the favorable pricing of the adverse development coverage provided an
unrecorded gain in surplus for the IAT NC Group.

ORGANIZATIONAL STRUCTURE

The companies within the IAT North Carolina Group are part of an insurance holding company system as
defined in GS § 58-19. IAT Insurance Group, Inc., a North Carolina corporation, wholly owns Harco,
which owns 100% of all the outstanding shares of OFC. OFC owns 100% of all outstanding shares of WIC.
OFC and WIC are both North Carolina corporations.

IAT Reinsurance Company, Ltd. (“IAT Re”), a privately held Cayman Islands domiciled reinsurer, is
wholly owned by Goose Creek Capital Inc., which is owned by Peter Kellogg, the former ultimate
controlling person. (Refer to the Subsequent Events)

IAT Re wholly owns IAT Insurance Group, Inc., which either directly or indirectly owns the following ten
(10) insurance companies: Harco; Acceptance Indemnity Insurance Company; Acceptance Casualty
Insurance Company; TransGuard Insurance Company of America, Inc.; International Fidelity Insurance
Company; OFC; WIC; Commerical Alliance Insurance Company; SafePort Insurance Company; and
Allegheny Casualty Company.
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ORGANIZATIONAL CHART

Each company within the IAT Insurance Group has a 2019 AS Schedule Y which contains a complete
organizational chart. The following is a summarized organizational chart as of December 31, 2019:

PeterKellogg
(Private U.S. Citizen)

Goose Creek Capital Inc.

{Wyoming)

IAT Reinsurance Company, LTD
(Cayman Islands)

IAT Insurance Group Inc.
(North Carolina)

N Bay Area Insurance
Harco National Insurance Company "
o Services, Inc. The Chestnut Group
(lllinois) (Florida)
1
1 1 1 1
CAICHolding Occidental Fire & jAcceptance Indemnity] TransGuard Insurance Service Insurance Allegh c Ity C

Company Casualty Co. of NC Insurance C y Ci y of America, Inc. |l Comany eg(Nenvjasua Y to.
(Texas) {North Carolina) (Nebraska) (lllinois) (Florida) swlersey
Commercial Alliance Wilshire Insurance Acceptance Casualty

Compan IFIC Surety Group, Inc.
Insurance Company pany Insurance Company (New Jersery)

(Texas) (North Carolina) (Nebraska)

I— International Fidelity
Insurance Company

(New Jersery)

INDIVIDUAL COMPANY HISTORY

OFC

OFC was incorporated on October 31, 1961, under the laws of the State of North Carolina as a stock
property and casualty insurance company. OFC commenced business on Janaury 2, 1962, with 300,000
shares of $10.40 par value capital common stock authorized. To begin business, OFC issued 250,000 shares
of its common stock, at $10.40 per share, providing the Company with an initial capital of $2,600,000.

OFC was a wholly owned subsidiary of McM Corporation, a North Carolina insurance holding company,
which was a subsidary of IAT Re. Effective May 5, 2016, McM Corporation changed its name to IAT
Insurance Group, Inc.

Effective July 1, 2019, IAT Insurance Group, Inc.contributed 100% of OFC and its subsidiary WIC to
Harco. As part of the transaction, unassigned funds of OFC and WIC became paid in and contributed
surplus of Harco.
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WIC

WIC was incorporated under the laws of the State of California in 1956 as a commercial automobile liability
and automobile physical damage insurance company. WIC merged into a new company with the same
name and re-domesticated under the laws of the State of North Carolina in 1985.

WIC commenced business on September 6, 1985, with 6,000,000 shares of $2.10 par value capital common
stock authorized. To begin business, WIC issued 2,000,000 shares of its common stock, at $2.10 per share,
providing WIC with an initial capital of $4,200,000.

CAPITAL STOCK

As of December 31, 2019, capitalization of the individual companies consisted of the following:

OFC
Description Value
Number of authorized common capital shares 300,000
Number of shares issued and outstanding 250,000
Total common capital stock $2.,600,000
Par value per share $10.40

No additional shares of OFC common stock were issued during the period under examination. As of
December 31, 2019, all outstanding shares of OFC were owned by Harco. OFC has 500,000 shares of 8%
redeemable preferred stock with a par value of $10 per share authorized and outstanding at December 31,
2019.

The redeemable preferred stock pays dividends quarterly in arrears and is redeemable at par. During 2016,
the parent company determined to forgive the amount associated with the preferred stock and to make it a
permanent capital contribution of $5,000,000 to OFC, therefore, OFC transferred $5,000,000 of capital to
surplus. At December 31, 2019, OFC reported $119,464,146 in gross paid-in and contributed surplus and
unassigned funds totaling $95,070,937.

wic
Description Value
Number of authorized common capital shares 6,000,000
Number of shares issued and outstanding 2,000,000
Total common capital stock $4,200,000

Par value per share $2.10

Occidental Fire & Casualty Company of North Carolina 8
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No additional shares of WIC were issued during the period under examination. As of December 31, 2019,
all outstanding shares of WIC were owned by OFC. At December 31, 2019, WIC reported $34,931,424 in
gross paid-in and contributed surplus and unassigned funds totaling $80,768,597.

DIVIDENDS TO STOCKHOLDER

Dividends on common stock are paid as declared by the Board of Directors (“Board”). Under the insurance
regulations of North Carolina, the maximum ordinary dividend which the IAT NC Group may pay to
shareholders is limited to the greater of 10% of the most recent year-end policyholders' surplus or net
income (excluding realized capital gains) earned for that same year-end. OFC paid ordinary dividends
totaling $400,000, $300,000, and $22.3 million to its parent, IAT Insurance Group, Inc., in 2015, 2016 and
2018, respectively. WIC paid ordinary distributions totaling $14 million and $10.6 million to OFC in 2018
and 2019, respectively.

MANAGEMENT AND CONTROL

CORPORATE GOVERNANCE

The companies within the IAT Insurance Group have the same individuals on the Board and the same
principal officers. The companies occupy the same home office space and share various systems (i.e.,
accounting, policy administration, claims, etc.) and personnel. All personnel are employees of IAT
Insurance Group, Inc.

Shareholders

The bylaws for OFC provide that the shareholders will meet no less frequently than one time each year at
such time and place as the Board may appoint. Special meetings of the shareholders may be called at any
time by the Board, the Executive Committee, or upon written request of shareholders holding 25% of the
outstanding stock entitled to vote.

The bylaws for WIC provide that an annual meeting of the shareholders be held in Raleigh, North Carolina
at such time as the Board may appoint. Special meetings of the shareholders may be called at any time by
resolution of the Board, the Executive Committee, or upon written request of shareholders holding 25% of
the outstanding stock entitled to vote.

Board of Directors

Oversight of the IAT Insurance Group is driven primarily by the Advisory Board, which is elected by the
three-member corporate Board of the parent, IAT Re, which includes the Chief Executive
Officer/Chairman, Chief Financial Officer and Secretary. The seven-member Advisory Board includes
Chief Executive Officer of IAT Re, William Cunningham, who is the only member of the Advisory Board
that is an employee. Peter Kellogg is the Chairman, and his son is also a director. The remaining four
Advisory Board members are independent, and each have significant experience with the insurance industry
and an understanding of the business. The Board annually elects an Executive Committee which provides
oversight of the management team. The Executive Committee is comprised of the three members of the
parent board and one additional individual. The business of the IAT NC Group is conducted by its
management team and is subject to review by the Executive Committee.

Occidental Fire & Casualty Company of North Carolina 9
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The bylaws for OFC and WIC specify that the number of directors shall not be less than seven or more than
twenty-one. Directors are elected at the annual meeting of IAT Re’s Board meeting or by the written
consent of IAT Re’s Board, and each director elected shall hold office until a successor is elected and
qualified.

The following individuals served as directors at December 31, 2019:

Name Location Principal Occupation

Chief Executive Officer, Chairman of the Board -
IAT Re

William Cunningham  Cheshire, Connecticut

Wake Forest, North

David Pirrung . Chief Financial Officer - IAT Re
Carolina
Michael Blinson Claytgn, North Secretary - IAT Re
Carolina
Todd Bateson Cumming, Georgia Executive Vice President Transportation - IAT
Insurance Group, Inc.
Kenneth Coon Omaha, Nebraska Senior Vice President Business Development - IAT
Insurance Group, Inc.
Wethersfield, Chief Underwriting Officer - IAT Insurance Group,
Gregory Even .
Connecticut Inc.
. . Raleigh, North Chief Human Resources Officer - IAT Insurance
Alisa Miller ;
Carolina Group, Inc.

The Board has the authority to establish committees including, but not limited to, an audit committee and
an investment committee. These committees have the power and duties deemed appropriate by the Board;
however, their power cannot exceed the power of the Board. The Board has only one standing committee,
the Executive Committee. The Board has appointed the Executive Committee to act on behalf of the IAT
Insurance Group. Additionally, the Executive Committee serves as both the audit and investment
committee for the IAT Insurance Group.

The following individuals served on the Executive Committee at December 31, 2019:

Name Title
William Cunningham Chief Executive Officer & Chairman of the Board - IAT Re
David Pirrung Chief Financial Officer - IAT Re
Michael Blinson Secretary - IAT Re
Todd Bateson Executive Vice President, Transportation

Officers

The bylaws provide that the Board will elect the officers, which shall consist of a chairman of the Board, a
president, one or more vice presidents, a secretary, treasurer, and any other officers deemed necessary.
Each will have powers delegated by the Board or Executive Committee and bylaws. All officers shall hold
office, subject to removal at any time by the Board, until their successors are elected and qualified. Any
two offices may be held by the same person, except the offices of president and secretary.
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The following individuals served as officers as of December 31, 2019:

Name Title
David Pirrung President, Chief Financial Officer
John Mruk Treasurer
Michael Blinson Secretary
Todd Bateson Executive Vice President, Transportation

Julie Brown
Kenneth Coon

Senior Vice President, Distribution Strategy
Senior Vice President, Business Development

Christopher Dowler Senior Vice President, Chief Information Officer
Gregory Even Senior Vice President, Chief Underwriting Officer
Krista Glenn Senior Vice President, Chief Claims Officer

Alisa Miller Senior Vice President, Chief Human Resources Officer
John Passaro Senior Vice President, Management Liability

Coy Rudd Senior Vice President, Excess Casualty

William Teed 11 Senior Vice President, Programs

Joseph Tracy Senior Vice President, Inland Marine

CODE OF CONDUCT AND CONFLICT OF INTEREST

The IAT NC Group has established policies and procedures to identify existing or potential conflicts of
interest and to report the same to the Board. Annually, the IAT NC Group requires a signed statement from
each director and officer disclosing any conflict of interest. A review of the signed Conflict of Interest
Statements for the examination period revealed that the IAT NC Group did not act in accordance with its
policy and procedures for disclosure of conflicts of interest. (Refer to the Summary of Significant Findings)

CORPORATE RECORDS

We reviewed the meeting minutes of the Board and its committees for each company within the IAT NC
Group as well as the minutes of meetings held by the Advisory Board for the period under examination.
Based on our review, it appears that the minutes document the IAT NC Group’s significant transactions
and events, and that the directors approved these transactions and events.

The articles of incorporation and bylaws were reviewed for any changes during the period under
examination. Based on our review, it appears that there have been no changes to any of the articles of
incorporation or bylaws for the companies within IAT NC Group during the period under examination.

STATUTORY DEPOSITS

Statutory deposits are maintained as required by insurance regulatory agencies for doing business in such
jurisdictions. OFC maintained statutory deposits in 23 states and WIC maintained statutory deposits in 9
states. The 2019 AS Schedule E - Part 3 contains a complete description and listing of the statutory deposits
by state.
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ACCOUNTS AND RECORDS

The IAT NC Group’s books and records are maintained at its main administrative office located at Raleigh,
North Carolina.

The TAT NC Group utilizes information systems to sell products to customers, to establish service and
maintain customer policies, as well as to gather and report financial data. The environment for internal
controls over financial reporting is highly automated and includes application controls and system generated
reports supporting its financial reporting functions. Significant applications are hosted on multiple servers
at the data center located in Raleigh, North Carolina. The majority of the IAT NC Group’s financially
significant applications are supported and maintained internally by its information technology staff.

FIDELITY BONDS AND OTHER INSURANCE

The IAT NC Group is insured under a crime bond, which is an acceptable substitute for a fidelity bond.
The bond’s insured party is IAT Reinsurance Company, Ltd. (“IAT Re”) and its subsidiaries. The crime
bond has $2,000,000 in both aggregate and single loss liability coverage from losses due to dishonest acts,
including forgery and computer fraud, by its employees. This coverage is less than the minimum range
recommended in the Handbook of $2,250,000 to $2,500,000; however, coverage was increased in
September 2020. (Refer to the Summary of Significant Findings and Subsequent Events)

In addition, the IAT NC Group is covered by various corporate property and liability policies issued to the
IAT insurance Group, which appeared to be adequate to cover risks in the normal course of business.

EMPLOYEE BENEFITS AND PENSION PLANS

IAT Insurance Group, Inc. sponsors a qualified defined contribution savings and profit-sharing plan
covering substantially all employees of the IAT Insurance Group. Employees may contribute a portion of
their pay to the plan on a pre-tax basis. IAT Insurance Group, Inc. matches these contributions, which vest
immediately, up to 7% of the employee’s pay. In addition, contributions are made to the profit-sharing
portion of this plan at the discretion of the IAT Insurance Group, Inc. based on each eligible employee’s
annual compensation. Expenses incurred by OFC and WIC during the year ended December 31, 2019,
totaled approximately $5.1 million and $147,570, respectively.

RELATED PARTY AGREEMENTS

Pursuant to various agreements, services such as financial management, operational management,
accounting, payroll, internal audit, human resources management, tax, legal, investment advisory, and data
processing are provided for or by companies within the holding company system as follows:

a. OFC, WIC, Acceptance Casualty Insurance Company, Acceptance Indemnity Insurance Company,
TransGuard Insurance Company of America, Inc. and Harco entered into a Consolidated Master Cost
Sharing Agreement, effective January 1, 2008, whereby the financial, investment, underwriting, claims,
administrative, other support, and operational services are shared between the insurance companies.
The expenses of the insurance companies are pooled and allocated to each company based on the net
written premium of each company. The agreement was amended December 22, 2014, to add SafePort
Insurance Company (formerly Service Insurance Company) and Commercial Alliance Insurance
Company to the agreement. Under this agreement, in 2019, OFC received settlements totaling
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$66,425,325 from affiliated members of the IAT Insurance Group and WIC paid settlements totaling
$18,352,122 to affiliated members

b. IAT Insurance Group, Inc. entered into a Master Hardware and Software Cost Sharing Agreement with
its insurance company affiliates, including OFC and WIC, effective March 1, 2008, to maximize the
sufficiency and effectiveness by using combined data processing capabilities. All system hardware and
software purchases and the internal development costs as applicable are handled by IAT Insurance
Group, Inc. with the actual expenses allocated to the individual insurance companies based on the net
premiums of each company. Under this agreement, OFC and WIC paid settlements totaling $700,647
and $254,922, respectively, to affiliated members of the IAT Insurance Group in 2019. (Refer to the
Summary of Significant Findings)

c. OFC and WIC are included in a supplemental tax allocation agreement, effective December 1, 2001,
through April 30, 2002, with these companies’ taxable income being consolidated with MCM
Corporation, its prior parent. Subsequent to May 1, 2002, the companies’ taxable income earned is
consolidated with IAT Re, the ultimate parent. The tax allocation agreement defines the settlement
terms for tax liabilities and benefits among each company included in the IAT Insurance Group in
relation to the federal income tax allocation agreement. Under this agreement, the provision for federal
income tax is computed as if the companies within the IAT Insurance Group were filing a separate
federal income tax return. Benefits, which arise from tax credits and net operating losses, are allocated
to those subsidiaries producing such results to the extent they are utilized in the consolidated federal
income tax provision.

TERRITORY AND PLAN OF OPERATION

OFC

OFC has served the trucking transportation industry writing full coverage insurance policies for local,
intermediate, and long-haul trucking risks including the commercial auto liability, physical damage, and
inland marine (cargo) lines of business and is marketed through general agents. OFC writes specialty
program business marketed in a limited number of states. This business consists primarily of commercial
auto and small business owner package business and is marketed through general agents. OFC also writes
personal property coverage, primarily homeowner business, in select states through retail agents.

OFC is licensed to write business in the District of Columbia and all states, except Hawaii.
WIC

WIC is a diversified specialty insurance company whose primary emphasis is writing local, intermediate,
and long-haul commercial automobile coverages including commercial auto liability, physical damage,
general liability, and inland marine for the trucking transportation industry. WIC primarily produces
business through retail agents on a direct bill basis but also markets a small portion of this business through
general agents that are billed on an account current basis.
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WIC was licensed in the following states and jurisdictions at December 31, 2019:

Arizona California Colorado Delaware Hawaii
Idaho Iowa Kansas Maryland Minnesota
Missouri Montana Nebraska Nevada New Mexico
North Carolina Ohio Oregon South Dakota Utah
Washington Wisconsin Wyoming

In addition, WIC is eligible to write surplus lines in 14 states and is a qualified reinsurer in New York.

GROWTH OF THE COMPANIES

The data obtained from annual statements filed with the Department illustrates the growth of the companies
within the IAT NC Group for the five-year period ended December 31, 2019.

OFC
Year Net :S(ZLI:itted C&;[:li:al and Pr?;l(;flslns Net E&}rned Net Income
plus Written Premiums (loss)
2019 $457,152,747 $217,135,083 $671,223,328 $ 97,146,937 $9,508,306
2018 377,575,220 172,952,937 587,666,336 81,468,347 14,439,196
2017 474,328,526 223,980,794 485,826,381 58,033,870 10,275,707
2016 602,812,300 172,690,315 641,555,831 49,420,704 7,688,638
2015 542,241,015 145,462,105 527,754,287 138,696,721 2,761,101
WIC
Year Net AAS::;istted C&;[:li:al and Pr?;l(;flslns Net Ez}rned Net Income
plus Written Premiums (loss)
2019 $336,376,370 $119,900,021 $310,280,660 $166,971,287 $(956,512)
2018 289,618,309 106,658,683 291,036,770 140,023,724 (2,071,216)
2017 334,547,498 140,215,531 256,290,050 99,859,023 6,196,430
2016 291,606,987 109,076,350 251,240,926 85,217,709 5,779,741
2015 231,123,117 92,068,466 169,130,289 89,490,481 (9,992,161)
ACTUARIAL OPINION

Every property and casualty insurance company doing business in North Carolina, unless otherwise
exempted by the Commissioner, shall annually submit the opinion of an appointed actuary and an actuarial
opinion summary in accordance with GS § 58-10-150 and GS § 58-10-155.

The statutory reserves and related items for 2019 were reviewed and certified by the IAT NC Group’s
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Appointed Actuary, Kyle Mrotek, FCAS, MAAA with The Actuarial Advantage, Inc. Actuarial opinions
regarding the IAT NC Group’s reserves for loss and loss adjustment expenses were issued by an appointed
actuary for all years in the examination period. The appointed actuary evaluated the data provided by the
IAT NC Group for reasonableness and consistency of the loss and loss adjustment expense reserves.
According to the actuarial opinions, OFC and WIC’s reserves on the loss and loss adjustment expense met
the requirements of the insurance laws of North Carolina; were consistent with reserves computed in
accordance with accepted actuarial standards and principles; and made a reasonable provision for all unpaid
loss and loss expense obligations of the companies.

REINSURANCE PROGRAM OVERVIEW

INTERNAL REINSURANCE CEDED AND ASSUMED

Intercompany Pooling Arrangement

Effective January 1, 2016, Harco, the pool leader, and six of its affiliates, (collectively referred to as the
“Pool Participants™), entered into an intercompany pooling arrangement whereby all participants pool their
net underwriting results proportionately in order to reduce administrative and management expenses, and
to provide a broader distribution of risk by both line of insurance and territory. The following provides the
participation percentages for the Pool Participants:

e Harco National Insurance Company — 23.0%

e TransGuard Insurance Company of America —22.3%

e  Wilshire Insurance Company — 16.5%

e Acceptance Indemnity Insurance Company — 13.1%

e Occidental Fire and Casualty Company of North Carolina — 9.6%
e Acceptance Casualty Insurance Company — 9.0%

e Commercial Alliance Insurance Company — 6.5%

For certain reinsurance contracts, business is ceded to external reinsurers by the Pool Participants prior to
the intercompany pooling and each Pool Participant has a contractual right of direct recovery from its own
external reinsurers. Additionally, each Pool Participant establishes a provision for reinsurance and a write-
off of uncollectible reinsurance for its own external reinsurance.

The Pool Participants reported the following amounts as receivable from- and/or payable to- affiliated
reinsurers as of December 31, 2019:

Name of Insurer Amounts Receivable  Amounts Payable

Harco National Insurance Company $50,773,199 $33,095,457
Transguard Insurance Company of America - 1,282,440
Occidental Fire and Casualty Company of NC - 47,696,387
Wilshire Insurance Company 8,480,866 -
Acceptance Indemnity Insurance Company - 1,255,178

Acceptance Casualty Insurance Company - 539,195
Commercial Alliance Insurance Company $24,605,591 -
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Adverse Development Coverage

Effective December 31, 2018, the Pool Participants entered into an Adverse Development Cover Aggregate
Excess of Loss Reinsurance Contract with IAT Re which provides the Pool Participants with reinsurance
protection against unfavorable development arising from existing and/or newly reported claims on all
business related to accident years 2018 and prior. In exchange for a total premium of $500,000, the Pool
Participants have up to $100 million in protection against unfavorable development for those accident years.
The Pool Participants remain obligated to policyholders for amounts ceded to reinsurers in the event that
any reinsurer does not meet their obligation to the Pool. As of December 31, 2019, the Pool had a net
reinsurance recoverable of $100 million, including reserve credits, related to this contract.

The Adverse Development Cover Aggregate Excess of Loss Reinsurance Contract does not comply with
SSAP No. 25, in that it does not represent an arms-length transaction. In addition, the contract does not
comply with SSAP No. 62R, as it should be accounted for using retroactive reinsurance accounting. (Refer
to the Summary of Significant Findings)

IAT Re Quota Share Reinsurance

Effective July 1, 2002, OFC and WIC entered into a quota share reinsurance contracts with IAT Re to cede
40% of their net retained premiums earned and losses incurred subsequent to June 30, 2002. The quota
share cession rate was reduced to 20% in 2008 for all business, increased to 100% in 2010 for crop and
private passenger auto business, and reduced to 10% in 2018 for all other business. Effective January 1,
2019, the contract was terminated on a cut-off basis. Ceded unearned premiums were returned and OFC
and WIC ceded net written premiums of approximately ($17.1) million and ($3.0) million, respectively,
under this contract. At December 31, 2019, OFC and WIC had a net reinsurance recoverable of
approximately $18.8 million and $22.1 million, respectively, including reserve credits related to this
contract. This recoverable is fully collateralized by a security trust.

OFC and WIC ceded premiums totaling $498,971,728 and $131,082,461, respectively, to affiliated
reinsurers and assumed premiums totaling $103,902,743 and $178,582,837, respectively, from affiliated
reinsurers in 2019.

EXTERNAL REINSURANCE CEDED
External reinsurance is classified into two categories: (1) casualty and (2) property.

Casualty Excess of Loss Reinsurance

On a limited basis, OFC and WIC write truck policies with limits in excess of $1.0 million up to $2.0
million. For these policies, a second million is covered by a $1.0 million excess of $1.0 million automatic
facultative facility, 100% placed with Swiss Re.

Other casualty coverages including business classified as umbrella and excess liability, are subject to an
umbrella and excess casualty contract for policies exceeding $1.0 million. The umbrella and excess
casualty business is covered by a 65% umbrella quota share.

Property Excess of Loss Reinsurance
Commercial property business is subject to an enterprise property per risk treaty providing protection for a
cumulative limit of $55 million (in four layers) in excess of retention of $5 million.
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OFC and WIC also participate in an enterprise property catastrophe facility which protects against
catastrophic property events, such as hurricanes. The purchased cover is based on extensive modeling of
the individual risks with varying coverage layers. The purchased cover provides for $400 million excess
of $50 million coverage in four layers. The layer coverage amounts are as follows: First - $80 million
excess of $50 million; Second - $100 million excess of $130 million; Third - $120 million excess of $230
million; and Fourth - $100 million excess of $350 million. The first layer is 96% placed, the second and
third layers are 100% placed and the fourth layer is 86% placed.

OFC and WIC ceded premiums totaling $68,348,854 and $615,362, respectively, to non-affiliated
reinsurers in 2019.

EXTERNAL REINSURANCE ASSUMED

OFC and WIC assume a minimal amount of reinsurance on both a pro-rata and excess of loss basis covering
both personal and commercial line risk. The majority of the assumed reinsurance business is ceded to IAT
Re.

FINANCIAL STATEMENTS

The financial statements in Appendix A are based on the statutory financial statements filed with the
Department and present the financial condition of each company within the IAT NC Group for the period
ending December 31, 2019. The supporting tables and exhibits present the information required to be
included, in conformity with reporting practices prescribed by the Department. The financial statement
information related to the prior year is unexamined and is presented for comparative purposes only.

COMMENTS ON FINANCIAL STATEMENTS

Basis of Presentation and Summary of Significant Accounting Policies

The accompanying financial statements have been prepared on the basis of the accounting practices
prescribed or permitted by the Department.

The more significant accounting policies followed by the IAT NC Group are as follows:

Bonds: Generally carried at amortized cost using the scientific method. Bonds with a NAIC rating 3
through 6 are carried at the lower of amortized cost or fair market value. Bonds not backed by other loans
are stated at amortized cost using the scientific method.

Cash and short-term investments: Cash and short-term investments are carried at amortized cost (which
approximates fair value) and includes money market instruments and debt securities with maturities of less
than one year.

Common stocks: Unaffiliated common stocks are carried at fair value except investments in stock of
subsidiaries, which are carried at the subsidiary’s underlying statutory equity.
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Preferred stocks: Investment grade perpetual preferred stocks are stated at fair value. Investment grade
redeemable preferred stocks are stated at cost. Preferred stock at non-investment grade is stated at the lower
of cost or fair value.

Premiums: Direct, assumed, and ceded premiums are earned over the terms of the related policies and
reinsurance contracts. Unearned premiums are established to cover the unexpired portion of premiums
written. Such reserves are computed by daily pro-rata methods for direct and ceded business and are based
on reports received from ceding companies for reinsurance assumed. Expenses incurred in connection with
acquiring new insurance business, including acquisition costs such as sales commissions, are charged to
operations as incurred. Expenses incurred are reduced for ceding allowance received or receivable.

Reinsurance: Premiums, commissions, expense reimbursements, and reserves are accounted for on a basis
consistent with the original policies issued and the terms of the reinsurance contracts. Premiums ceded are
reported as a reduction of premium income. Losses and loss adjustment expenses are reported net of
balances ceded to reinsurers. Uncollateralized amounts from unauthorized reinsurers are deducted directly
from capital and surplus through a provision for unauthorized reinsurance. Changes to the provision are
credited or charged directly to surplus.

Non-admitted assets: Certain assets, such as premiums over 90 days past due, excess of book value over
market value for securities, prepaid expenses, furniture, equipment, electronic data processing equipment
and software, and deferred tax assets are "non-admitted" and are charged against surplus.

Capital Gains (Losses): Net realized capital gains (losses) are recognized on a specific identification basis
when securities are sold, redeemed, or otherwise disposed. Realized capital losses include write-downs for
impairments considered to be other than temporary.

Other-than-temporary impairment: Declines in fair value of invested assets below cost or amortized cost
are evaluated for other-than-temporary impairment (“OTTI”). The decision as to whether an impairment
of a security is other-than-temporary incorporates both quantitative criteria and qualitative information.
IAT Insurance conducts a periodic review to identify and evaluate securities with OTTI. Some of the
factors considered in identifying OTTI include: (1) the likelihood of the recoverability or principal and
interest for debt securities (i.e., whether there is a credit loss) or cost for equity securities; (2) the length of
time and extent to which the fair value has been less than amortized cost for securities or cost for equity
securities; and (3) the financial condition, near-term and long-term prospects for the issuer, including the
relevant industry conditions and trends, and implications or rating agency actions and offering prices.

Unpaid loss & loss adjustment expense: The reserves for unpaid losses and loss adjustment expenses
(“LAE”) include case basis estimates of reported losses, plus supplemental amounts for incurred but not
reported losses calculated based upon loss projections utilizing certain actuarial assumptions and studies of
the IAT NC Group’s historical loss experience and industry statistics. The aggregate liability for unpaid
losses and LAE at year-end represents management’s best estimate of the amount necessary to cover the
ultimate cost of claims occurring on or before the balance sheet date.

The IAT NC Group utilizes ceded reinsurance to limit its insurance risk. Reinsurance recoverable is
estimated using assumptions consistent with those used to estimate the reserves for unpaid losses and LAE.
In preparing financial statements, management makes estimates of amounts recoverable from reinsurers,
which include consideration of amounts, if any, estimated to be uncollectible by management based on an
assessment of factors including the creditworthiness of the reinsurers

Occidental Fire & Casualty Company of North Carolina 18
Wilshire Insurance Company



Investment Income: Net investment income earned consists primarily of interest and dividends less
investment related expenses. Interest is recognized on an accrual basis and dividends are recognized on an

ex-dividend basis.

Analysis of Assets

The following represents an analysis of OFC’s net admitted assets:

Assets not Net Admitted

OFC Assets Admitted Assets
Bonds $50,386,294 - $50,386,294
Common stocks 250,218,166 - 250,218,166
Cash and cash equivalents 14,682,009 - 14,682,009
Other invested assets 2,776,142 - 2,776,142
Total cash and invested assets 318,062,611 - 318,062,611
Investment income due and accrued 767,357 - 767,357
Premiqms and agents' balances in course of 33.642.624 $905.605 32.737.019

collection T ’ T
I;lrleemiums and agents' balances booked but not yet 45,057,281 ) 45,057,281
Reinsurance recoverable 9,344,669 - 9,344,669
Reinsurance funds held by reinsured companies 154,657 - 154,657
Current federal income tax recoverable 728,072 - 728,072
Furniture and equipment 283,871 283,871 -
Rece.ivable from parent, subsidiaries, and 50.256.001 ) 50.256.001

affiliates T T
Miscellaneous other assets 126,293 126,296 -
Prepaid expenses and deposits 3,169,182 3,169,182 -
Assumed reinsurance recoverable 45,080 45,080
Prepaid claims 400,001 400,001 -
Total admitted assets $462,037,699 $4,884,952  $457,152,747
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The following represents an analysis of WIC’s net admitted assets:

Assets not Net Admitted
WIC Assets Admitted Assets

Bonds $99,228,528 - $99,228,528
Preferred stocks 3,942,187 - 3,942,187
Common stocks 175,784,860 - 175,784,860
Cash and cash equivalents 23,652,861 - 23,652,861
Other invested assets 2,376,143 - 23,652,861
Total cash and invested assets 304,984,579 - 304,984,579
Investment income due and accrued 1,653,023 - 1,653,023
Premiqms and agents' balances in course of 16.494.202 $128.684 16.365.518

collection T ’ T
glrleemlums and agents' balances booked but not yet 1,010,351 ) 1,010,351
Reinsurance recoverable 3,380,672 - 3,380,672
Reinsurance funds held by reinsured companies 71,617 - 71,617
Current federal income tax recoverable 2,410,613 - 2,410,613
Furniture and equipment 1,219 1,219 -
Rec;ivable from parent, subsidiaries, and 6.298.968 ) 6.298.968

affiliates e T
State premiums tax recoverable 179,830 179,830
Reinsurance recoverable — assumed 21,199 21,199
Prepaid expenses and deposits 101,200 101,200 -
Miscellaneous other assets 7,380 7,380 -
Total admitted assets $336,614,853 $238,483 $336,376,379
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Reinsurance Activity

The IAT NC Group participates in various types of reinsurance contracts to minimize their exposure to
losses. Reinsurance contracts do not relieve the companies of their primary obligation to policyholders, and
failure of the reinsurers to discharge their obligations could result in losses to the companies.

Direct, assumed, and ceded premiums written and earned were as follows:

OFC 2019 2018
Direct written $566,677,975 $498,980,890
Reinsurance Assumed: Non-Affiliates 642,610 503,933
Premiums from Non-Affiliates 567,320,585 499,484,823
Ceded: Affiliates 498,971,728 425,829,691
Ceded: Non-Affiliates 68,348,854 73,655,131
Total Ceded 567,320,582 499,484,822
Reinsurance Assumed: Affiliates 103,902,743 88,181,513
Net written 103,902,746 88,181,514
Net earned $97,146,937 $81,468,347
WIC 2019 2018

Direct written $122,567,734 $131,316,795
Reinsurance Assumed: Non-Affiliates 9,130,089 8,157,995
Premiums from Non-Affiliates 131,697,823 139,474,790
Ceded: Affiliates 131,082,461 125,808,593
Ceded: Non-Affiliates 615,362 13,666,197
Total Ceded 131,697,823 139,474,790
Reinsurance Assumed: Affiliates 178,582,837 151,561,980
Net written 178,582,837 151,561,980
Net premiums earned $166,971,287 $140,023,724

The reinsurers share in the risks at different levels as specified in the reinsurance contracts. The types of
contracts and retention limits are described in the Reinsurance Program Overview.
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Summary of Reserves

The following provides a reconciliation of the reserves for losses and loss adjustment expenses:

OFC (reported in 000s) 2019 2018
Reserve for losses and loss adjustment expenses, beginning of year $55,969 $49,820
Add:
Provision for losses and loss adjustment expenses, current year 59,365 51,380
Change in estimated losses and loss adjustment expenses, prior years 11,571 5,608
Total incurred 70,936 56,988
Deduct:
Losses and loss adjustment expenses paid, current year 28,611 20,178
Losses and loss adjustment expenses paid, prior year 29,853 30,661
Total paid 58,464 50,839
Reserve for losses and loss adjustment expenses, end of year 68,441 55,969
Increase in reserve for losses and loss adjustment expenses $12,472 $6,149

OFC current calendar year results include approximately $11.6 million of adverse development related to
prior accident years.

OFC reserves for losses and loss adjustment expenses are reported net of the amounts that are recoverable
under reinsurance contracts. At December 31, 2019, the liability for losses and loss adjustment expenses
was reduced by approximately $169.6 million for amounts to be recovered from reinsurers.

WIC (reported in 000s) 2019 2018
Reserve for losses and loss adjustment expenses, beginning of year $96,199 $85,629
Add:
Provision for losses and loss adjustment expenses, current year 102,032 88,230
Change in estimated losses and loss adjustment expenses, prior years 19,887 9,719
Total incurred 121,919 97,949
Deduct:
Losses and loss adjustment expenses paid, current year 49,174 34,689
Losses and loss adjustment expenses paid, prior year 51,310 52,690
Total paid 100,484 87,379
Reserve for losses and loss adjustment expenses, end of year 117,634 96,199
Increase in reserve for losses and loss adjustment expenses $21,435 $10,570

WIC current calendar year results include approximately $19.9 million of adverse development related to
prior accident years.

Occidental Fire & Casualty Company of North Carolina 22
Wilshire Insurance Company



WIC reserves for losses and loss adjustment expenses are reported net of the amounts that are recoverable
under reinsurance contracts. At December 31, 2019, the liability for losses and loss adjustment expenses
was reduced by approximately $192.4 million for amounts to be recovered from reinsurers.

Capital and Surplus

The data obtained from annual statements filed with the Department, as reflected in Appendix B represents
the changes in capital and surplus of OFC and WIC since the Department’s last examination as of December
31, 2014, for the five-year period ended December 31, 2019.

Contingencies and Commitments

The IAT NC Group is involved in routine legal and administrative proceedings incidental to the conduct of
its business. While the outcome of these matters cannot be estimated with certainty, it is the opinion of
management that the resolution of these matters will not have a material effect on the financial position of
the IAT NC Group.

SUBSEQUENT EVENTS

In December 2019, the COVID-19 contagious disease outbreak emerged, and later was characterized as a
pandemic by the World Health Organization on March 11, 2020. The President of the United States
declared a National State of Emergency on March 13, 2020. The COVID-19 pandemic continued to
develop throughout 2020, with significant uncertainty remaining regarding the full effect of COVID-19 on
the U.S. and global insurance and reinsurance industry going forward. At the time of releasing this report,
IAT Insurance Group 2020 financial results indicated there were declines in investment values, surplus and
RBC ratios. These negative trends have not significantly affected IAT Insurance Group’s operations,
solvency, or liquidity. As such, the Department will continue to monitor and share information about IAT
Insurance Group as appropriate related to COVID-19 developments.

On April 29, 2020, the Department approved a Form A filed by IAT Re to transfer the ultimate control of
IAT Re and its subsidiaries from Peter Kellogg to his son Charles Kellogg. The transaction was finalized
on January 19, 2021, through the execution of a stock purchase agreement between the parties for all the
issued and outstanding Class A voting preferred stock of Goose Creek Capital, Inc.

Effective September 30, 2020, the IAT Insurance Group increased its bond coverage to $2,250,000 as
recommended by Handbook.
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CONCLUSION

The examination procedures, described, herein, revealed no material adverse findings or adjustments to

surplus.

We conclude that OFC and WIC comply with the minimum capital and surplus requirements of GS §
58-7-75 for the kinds of insurance they have been authorized to write, which is $2,250,000, respectively.

The courteous cooperation and assistance extended by the officers and employees of the companies during

the examination is hereby acknowledged.

Respectfully submitted,

25

Ke Xu, CPA, CFE
Chief Financial Examiner
North Carolina Department of Insurance

April 16,2021
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STATE OF NORTH CAROLINA
COUNTY OF WAKE

Robert Armbruster, Examination Supervisor, North Carolina Department of Insurance, being first, duly

sworn, deposes and says that this multi-entity report on examination, subscribed by him is true and correct
to the best of his knowledge and belief.

Signaturg: %@M“Z‘/ Date: L} //6 /2(:)2 [

Robert Armbruster

m ) UL LTI ”
Sworn and subscribed before me this ,'6 day of ,4.0(‘{ \ ,2021. ‘,..-": 5’;\_'_\.'1.58;;'-.,'5

& S emissio,
C £ & P
Notary Public Signature: 7 ) otary Public Seal: F0

o
------
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