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September 26, 2023

Michael Yaworsky
Commissioner

Office of Insurance Regulation
State of Florida

Tallahassee, Florida 32399-0326

Dear Commissioner:

Pursuant to your instructions, in compliance with Section 624.316, Florida Statutes, Rule 690-
138.005, Florida Administrative Code, and in accordance with the practices and procedures
promulgated by the National Association of Insurance Commissioners (“the NAIC”), we have
conducted an examination as of December 31, 2021, of the financial condition and corporate affairs
of

Security National Insurance Company
1300 Concord Terrace, Suite 120
Sunrise, Florida 33323

hereinafter referred to as the “Company.” Such report of examination is herewith respectfully
submitted.



SCOPE OF EXAMINATION

This examination covered the period of January 1, 2018, through December 31, 2021, and the
fieldwork commenced with planning with the Florida Office of Insurance Regulation (“the Office”)
on May 16, 2022. The fieldwork concluded as of September 26, 2023. The Company’s last full
scope exam by representatives of the Office covered the period of January 1, 2014, through
December 31, 2017.

The examination was a multi-state/coordinated examination conducted in accordance with the
NAIC Financial Condition Examiners Handbook (“the Handbook”). The Handbook requires that
the examination be planned and performed to evaluate the financial condition, assess corporate
governance, identify current and prospective risks of the Company, 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.

California was the lead state of the Bristol West subgroup of the Farmers Insurance Group of
companies. It was conducted concurrently with other insurance entities in the holding company
group, including Coast National Insurance Company, Bristol West Preferred Insurance Company,
Bristol West Casualty Insurance Company, and Bristol West Insurance Company. The following

states participated on the examination: California, Michigan, and Ohio.

All accounts and activities of the Company were considered in accordance with the risk-focused
examination process. This may include assessing significant estimates made by management
and evaluating management’s compliance with the NAIC Statements of Statutory Accounting
Principles (“SSAP”).

This examination report includes information obtained from the examination of the records,
accounts, files, and documents of or relative to the Company and other information as permitted
by Section 624.319, Florida Statutes. There may be other items identified during the examination

that, due to their nature (for example, subjective conclusions or proprietary information), are not
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included within the examination report but separately communicated to other regulators and/or

the Company.

SUMMARY OF SIGNIFICANT FINDINGS

Current Examination Findings

There were no significant findings as a result of this examination.

Previous Examination Findings

There were no significant findings in the previous examination.

COMPANY HISTORY

General

As of December 31, 2021, the Company is owned 100% by Bristol West Holdings, Inc., which, is
in turn, owned by Farmers Insurance Exchange (42%); Fire Insurance Exchange (3.75%); Truck
Insurance Exchange (6.75%); and Mid-Century Insurance Company (47.5%). Mid-Century
Insurance Company is in turn owned by Farmers Insurance Exchange (80%); Fire Insurance

Exchange (10%); and Truck Insurance Exchange (10%). The Company has no subsidiaries.

Dividends

The Company did not declare or pay any dividends during the period under examination.

Capital Stock and Capital Contributions

As of December 31, 2021, the Company’s capitalization was as follows:

Number of authorized common capital shares (voting) 750,000
Number of authorized common capital shares (hon-voting) 250,000
Number of shares issued and outstanding (voting and non-voting) 1,000,000
Total common capital stock $3,000,000
Par value per share $3.00
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On October 31, 2018, the Company received a surplus contribution of $25.0 million from Bristol
West Holdings, Inc.

Gross paid in and contributed surplus was $55,461,833 as of December 31, 2021.

Surplus Notes
The Company did not have or issue any surplus notes during the period under examination.

Acquisitions, Mergers, Disposals, Dissolutions

On September 6, 2018, the Company’s 25% owner, Insurance Data Systems, G.P. distributed its

shares to the Company’s 75% owner, Bristol West Holdings, Inc.

MANAGEMENT AND CONTROL

Corporate Governance

Management of the Farmers Insurance Exchange, Fire Insurance Exchange, and Truck
Insurance Exchange (collectively, the “Exchanges”) is vested in a board of governors elected
annually, composed of not less than five nor more than fifteen members. The Boards of Governors
of the Exchanges consist of members of the various Exchanges. Each of the Governors are

independent.

All Bristol West entities share the same Board of Directors. The Company maintained five

directors during the examination period.
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The annual shareholder meeting for the election of Directors was held in accordance with Section

628.231, Florida Statutes. Directors serving as of December 31, 2021, are shown below:

Directors

Name

City, State

Principal Occupation,

Company Name

Thomas D. Brown®

Urbandale, lowa

CEO, Truck Leasing
Corporation

Bronwyn E. Koopman®

Aurora, Ohio

President, Bristol West

Insurance Group

Dennis J. Lorch®

Advance, Colorado

Retired

Ronald G. Myhan®©

Austin, Texas

Retired

Todd M. Williams®

Oviedo, Florida

Head of Claims, Bristol West

In accordance with the Company’s Bylaws, the Board appointed the following Senior Officers:

Officers
Name City, State Title
Bronwyn E. Koopman® Aurora, Ohio President

Maria E. Aguilera

Sunrise, Florida

Vice President & Treasurer

Maite Irakoze Baur

Woodland Hills, California

Vice President

Victoria L. McCarthy

Woodland Hills, California

Vice President

Thomas S. Noh

Woodland Hills, California

Vice President

Todd M. Williams

Oviedo, Florida

Vice President

James L. Nutting

Los Angeles, California

Chief Actuary

Maura C. Popp

Wilmington, Delaware

Secretary

The following changes in management occurred subsequent to the examination date:
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(a) These individuals were replaced by Angela L. DePaoli, Chau T. Do, and Al B. Reid as
Directors, effective March 22, 2022. Chau T. Do was replaced by Todd M. Williams as
Director, effective June 12, 2023.

(b) Replaced by Eric E. Kappler as Director and President, effective October 1, 2022.

(c) Replaced by Donald E. Rodriguez as Director, effective March 21, 2023.

The Company delegates its Audit Committee and Investment Committee duties to the Farmers
Insurance Exchange. The Company maintained an Audit Committee, as required by Section

624.424(8)(c), Florida Statutes.

The following were the committee members as of December 31, 2021.

Audit Committee

Scott W. Hood® Thomas G. Allen Marla B. Bleavins

Janice G. Scott Donald Jue

(a) Chairman

Investment Committee

Maite Irakoze Baur® Jeffrey J. Dailey Keith G. Daly

Giles E. Harrison Stephen J. McAnena Thomas S. Noh

(a) Chairman

Holding Company System
A simplified organizational chart as of December 31, 2021, reflecting the holding company
system, is shown on the following page. Schedule Y of the Company’s 2021 annual statement

provided a list of all related companies of the holding company group.
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Security National Insurance Company
ORGANIZATIONAL CHART

December 31, 2021

Farmers Insurance Fire Insurance Truck Insurance
Exchange Exchange Exchange
(California) (California) (California)

| 10%
30% Mid-Century 10%
Insurance Company
(California)
47.5%
3.75%
2% Brlst_ol West 6.75%
Holdings, Inc.
(Delaware)
100% 100% 100% 100% 100%

Coast National Coast National Bristol West Bristol West Security
Holdings General Preferred Insurance National
Company Agency, Inc. Insurance Services of Insurance
(California) (Texas) Company California, Inc. Company

(Michigan) (California) (Florida)
100% 100% 100%
Coastal Bristol West
National BWIS of Insurance GP, LLC
. 100%
Insurance Nevada, Inc. Services, Inc. (Delaware)
Company (Nevada) of Florida
(California) (Florida)
100% 100%
0.1%
Bristol West Bristol West
Insurance Casualty Insurance Data 99.9%
Company Insurance Systems, G.P.
(Ohio) Company (Florida)
(Ohio)
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Affiliate Agreements
The following agreements were in effect between the Company and its affiliates:

Service Agreement

The Company has a service agreement with Farmers Insurance Exchange (FIE), whereby FIE
provides various services to the Company as necessary for the Company to discharge its
obligations to its policyholders, shareholders, and regulators. This agreement broadly
encompasses claims adjustment services, investment management services, preparation of

insurance policies, billing and collections, and other administrative services.

Tax Sharing Agreement

The Bristol West Insurance Subgroup of the companies' federal income tax return is consolidated
under a Tax Sharing Agreement, effective as of September 1, 2013. Under this agreement, FIE
receives from its affiliates the tax they would pay if they had filed separate returns and pays to
the affiliates amounts for any tax benefits reported. Any expense or benefit so derived is
recognized in the respective affiliate's current year tax provision. Intercompany tax balances are
settled monthly based on estimates with the final settlement made annually within 30 days after
the return has been filed.

Agency Agreements

Effective January 1, 2019, and amended and restated effective December 9, 2021, FX Insurance
Agency, LLC entered into an Agency Agreement with FIE, Fire Insurance Exchange, Truck
Insurance Exchange, Mid-Century Insurance Company, Civic Property and Casualty Company,
Exact Property and Casualty Company, Inc., Neighborhood Spirit Property and Casualty
Company, Coast National Insurance Company, 21st Century Insurance Company, 21st Century
Casualty Company, Farmers Specialty Insurance Company, and other insurers, including the

Company.
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Effective October 6, 2021, Farmers General Insurance Agency, Inc. entered into an Agency
Agreement with FIE, Fire Insurance Exchange, Truck Insurance Exchange, the Company and
other affiliated insurers.

Effective October 1, 2012, the Company entered into an Agency Agreement with Bristol West
Insurance Services, Inc. of Florida (BWIS). The agreement was amended effective October 13,
2015. The Company appointed BWIS to represent the Company for the production and servicing
on all lines of insurance the Company is authorized to write. BWIS is reimbursed at cost for

operating costs incurred.

Revolving Credit Facility

Effective January 25, 2017, FIE and various affiliates and subsidiaries, including the Company,
became signatories to a Revolving Credit Facility Framework Agreement for the purposes of
eliminating the need to maintain large cash balances, or unnecessarily liquidating investments
during the monthly reinsurance cash settlement process among participating affiliates. For the
period covered by the exam, the Company reported no outstanding balances on the revolving

credit facility.

ACCOUNTS AND RECORDS

The Company maintained its principal operational offices in Sunrise, Florida.

During the course of the examination, the lead state experienced significant delays in obtaining
access to various supporting documentation because the Farmers Insurance Group (Group)
initially would not provide certain documentation and asserted the documentation was under the
protection of the Attorney-Client Privilege (ACP), which resulted in significant delays in the

progress and timing of the completion of the examination.

Access to books and records

Section 624.318 Florida Statutes governs the Conduct of examination and access to records.
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Paragraph (2) Requires that every person being examined or investigated, and its officers,
attorneys, employees, agents, and representatives, shall make freely available to the department
or office or its examiners or investigators the accounts, records, documents, files, information,
assets, and matters in their possession or control relating to the subject of the examination or
investigation.

Paragraph (6) states that any individual who willfully obstructs the department, the office, or the
examiner in the examinations or investigations authorized by this part is guilty of a misdemeanor

and upon conviction shall be punished as provided in 624.15 Florida Statutes.

Paragraph (7)(b) states that the provisions of this subsection are applicable to all investigations

and examinations authorized by any provision of the Florida Insurance Code.

The Company was not in compliance with Section 624.318 Florida Statutes.

Access to external audit work papers

Rule 690-137.002 Florida Administrative Code outlines the requirements for access to external
audit work papers.

Paragraph 13(b) requires that every insurer required to file an Audited Financial Report pursuant
to this rule shall require the accountant to make available for review by Office examiners all
workpapers prepared in the conduct of the accountant’s audit, and any communications related
to the audit between the accountant and the insurer, at the offices of the insurer, at the Office or
at any other reasonable place designated by the Office. The insurer shall require that the
accountant retain the audit workpapers and communications until the Office has filed a Report on
Examination covering the period of the audit, but no less than seven (7) years from the date of

the audit report.

Paragraph 13(c) states, in part, that in the conduct of the aforementioned periodic review by the
Office examiners, it shall be agreed that photocopies of pertinent audit workpapers may be made

and retained by the Office.
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The Company was not in compliance with Rule 690-137.002 Florida Administrative Code.

TERRITORY AND PLAN OF OPERATIONS

The Company was authorized to transact insurance in Florida and Texas. The Company was
authorized to transact insurance in Florida on March 1, 1989, and is currently authorized for the

following lines of business as of December 31, 2021:

e Private Passenger Auto Physical Damage e Commercial Auto Physical Damage

e Private Passenger Auto Liability e Commercial Auto Liability

REINSURANCE

The reinsurance agreements reviewed complied with NAIC standards with respect to the standard
insolvency clause, arbitration clause, intermediary clause, transfer of risk, reporting, and

settlement information deadlines.

Reinsurance Assumed

The Company did not assume any reinsurance during the period of this examination.

Reinsurance Ceded

Effective December 31, 2010, the Company entered into a quota share reinsurance agreement
with FIE. Under this agreement, the Company agreed to cede 100% of its net business, as well

as 100% of its net unearned premium reserves as of December 31, 2010.

FINANCIAL STATEMENTS

The following includes the Company’s statutory Statement of Assets, Liabilities, Surplus, and

Other Funds; statutory Statement of Income; and the statutory Analysis of Changes in Surplus for
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the year ended December 31, 2021. The financial statements are based on the statutory financial
statements filed by the Company with the Office and present the financial condition of the
Company for the period ending December 31, 2021. (Note: Failure of the columns to add to the
totals reflected in this Report is due to rounding.)
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Security National Insurance Company

Assets

December 31, 2021

Assets Nonadmitted Net Admitted
Assets Assets

Bonds 96,166,596 96,166,596
Cash and short-term investments 2,820,773 2,820,773
Receivables for securities 800,000 800,000
Subtotals, cash, and invested assets 99,787,369 99,787,369
Investment income due and accrued 146,253 146,253
Premiums and considerations

Uncollected premiums and agents' 12,855,675 6,588,921 6,266,754
balances

Deferred premiums, agents' balances, 80,251,063 80,251,063
and installments
Reinsurance

Amounts recoverable from reinsurer 27,022,869 27,022,869
Net deferred tax asset 1,646,152 994,026 652,126
Guaranty funds receivable or on deposit 1,788 1,788
Receivables from parent, subsidiaries and 119,004 119,004
affiliates
Total assets excluding Separate 221,830,173 7,582,947 214,247,226
Accounts, Segregated Accounts, and
Protected Cell Accounts
Totals 221,830,173 7,582,947 214,247,226
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Security National Insurance Company
Liabilities, Surplus and Other Funds
December 31, 2021

Per Company

Losses 660
Commissions payable, contingent commissions and other similar charges 3,152,764
Other expenses 208,896
Taxes, licenses and fees 1,586,024
Advance premiums 1,038,292
Ceded reinsurance premiums payable 144,863,999
Amounts withheld or retained by company for account of others 1,404
Payable to parent, subsidiaries and affiliates 447,802
Aggregate write-in for liabilities 1,754,839
Total liabilities excluding protected cell liabilities 153,054,680
Total liabilities 153,054,680
Common capital stock 3,000,000
Gross paid-in and contributed surplus 55,461,833
Unassigned funds (surplus) 2,730,713
Surplus as regards policyholders 61,192,546
Totals 214,247,226
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Security National Insurance Company
Statement of Income
December 31, 2021

Per Company
Deductions
Losses Incurred (852)
Loss adjustment expenses incurred (1,222)
Total Underwriting deductions (2,074)
Net underwriting gain (loss) (2,074)
Investment Income
Net investment income earned 1,223,194
Net realized capital gains or (losses) (1,803)
Net investment gain or (loss) 1,221,391
Other Income

Aggregate write-ins for miscellaneous income (96)
Total other income (96)
Net income before dividends to policyholders, after capital gains tax and 1,223,369
before all other federal and foreign income taxes

Net income, after dividends to policyholders, after capital gains tax and 1,223,369
before all other federal and foreign income taxes

Federal & foreign income taxes incurred (1,823)
Net Income 1,225,192

Capital and Surplus Account

Surplus as regards policyholders, December 31 prior year 64,207,119
Net Income 1,225,192
Change in net deferred income taxes 555,644
Change in non-admitted assets (4,795,409)
Change in surplus as regards policyholders for the year (3,014,573)
Surplus as regards policyholders, December 31, current year 61,192,546
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Security National Insurance Company
Reconciliation of Capital and Surplus
December 31, 2021

Capital/Surplus Change during Examination Period

Surplus at December 31, 2017, as reported by the company 35,504,572
Increase Decrease

Net income (loss) 4,329,403

Change in net deferred income tax 912,647

Change in non-admitted assets 4 554,076

Change in paid in surplus 25,000,000

Net increase (or decrease) 25,687,974
Surplus at December 31, 2021, as reported by the company 61,192,546

COMMENTS ON FINANCIAL STATEMENT ITEMS

Capital and Surplus

The amount of capital and surplus reported by the Company of $61,192,546 exceeded the
minimum of $4,000,000 required by Section 624.408, Florida Statutes.
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SUMMARY OF RECOMMENDATIONS

Access to books and records

It is recommended that the Company adhere to Section 624.318, Florida Statutes, by providing
full access to all books, records, accounts, papers, documents, and any or all computer or other
recordings relating to the property, assets, business, and affairs of the companies being
examined. The documentation should be prepared in sufficient detail as to allow for a full and

complete audit trail.

Access to external audit work papers

It is recommended that the Company adhere to Rule 690-137.002, Florida Administrative Code,
by authorizing their external auditor to provide copies of all work papers.
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CONCLUSION

The insurance examination practices and procedures as promulgated by the NAIC have been

followed in ascertaining the financial condition of Capacity Insurance Company as of December

31, 2021, consistent with the insurance laws of the State of Florida.

In addition to the undersigned, the following individuals from Highland Clark, LLC (“Highland”),

The Actuarial Advantage, Inc. (“Actuarial Advantage”) also participated in the examination:

Chad Mason, PIR

Lori G. Lewter, CISA
Aleksandreja H. Kulits
Laura Martin, FCAS, MAAA
Dan Applegarth

Exam Manager Office

Examiner, IT Specialist Highland

Examiner Highland

Exam Actuary Actuarial Advantage

Chief Financial Examiner Office

Respectfully submitted,

e

Tracy, D. Gates, CISA, CFE
Examiner in Charge, IT Specialist
Highland Clark, LLC

Representing the Florida Office of Insurance Regulation

quu_,m. ulagae

Jane Nelson, PIR
Director
Property & Casualty Financial Oversight

Florida Office of Insurance Regulation
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