STATE OF INDIANA ) BEFORE THE INDIANA
} SS:
COUNTY OF MARION ) COMMISSIONER OF INSURANCE

IN THE MATTER OF:
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NOTICE OF ENTRY OF ORDER

Enclosed is the Final Order entered by Stephen W. Robertson, Commissioner of
the Indiana Department of Insurance, after fully considering and reviewing the Verified
Report of Examination of Yosemite Insurance Company, any relevant examination work
papers, and any written submissions or rebuttals. The Verified Report of Examination, as

amended by the Final Order, has been adopted by the Commissioner.

Pursuant to Ind. Code § 27-1-3.1-12(b), within thirty (30} days of receipt of the
Final Order, each director of Yosemite Insurance Company shall file an affidavit with the
Indiana Department of Insurance stating that he/she has received a copy of the Verified
Report of Examination and the Final Order.

The Final Order is a final administrative decision that may be appealed pursuant

to Ind. Code § 4-21.5-5.
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STATE OF INDIANA ) BEFORE THE INDIANA
) SS:
COUNTY OF MARION ) COMMISSIONER OF INSURANCE

IN THE MATTER OF:

Yosemite Insurance Company
601 N.W. Second Street
Evansville, IN 47708-1013

I N L N N

Examination of: Yosemite Insurance Company

FINDINGS AND FINAL ORDER

The Indiana Department of Insurance conducted an examination into the affairs of
the Yosemite Insurance Company (hereinafter “Company”) for the time period January 1,
2012 through December 31, 2016.

The Verified Report of Examination was filed with the Commissioner of the
Department of Insurance (hereinafter “Conmissiqner”) by the Examiner on March 16,
2018.

A copy of the Verified Report of Examination, along with a Notice of
Opportunity to Make Written Submission or Rebuttal, was mailed to the Company via
Certified Mail on June 1, 2018 and was received by the Company on June 4, 2018.

On June 26, 2018 pursuant to Ind. Code § 27-1-3.1-10, the Company filed a
response to the Verified Report of Examination. The Commissioner has fully considered
the Company’s response.

NOW THEREFORE, based on the Verified Report of Examination and the
response filed by the Company, the Commissioner hereby FINDS as follows:

1. The suggested modifications to the Verified Report of Examination submitted by the
Company are reasonable and shall be incorporated into the Verified Examination
Report. A copy of the Verified Report of Examination, as amended, is attached

hereto.



2. The Verified Report of Examination, as amended, is true and accurate report of the
financial condition and affairs of the Company as of December 31, 2016.
3, The Examiners’ recommendations are reasonable and necessary in order for the

Company to comply with the insurance laws of the state of Indiana.
Based on the FINDINGS, the Commissioner does hereby ORDER:

1. Pursuant to Ind. Code § 27-1-3.1-11(a)(1), the Verified Report of Examination is
adopted and shall be filed. Hereafter the Verified Report of Examination, as
amended, may constitute prima facie evidence of the facts coﬁtained therein in any
action or proceeding taken by the Indiana Department-of Insurance against the

Company, its officers, directors, or agents.

2. The Company shall comply with the Examiner’s Recommendations enumerated in
summary form and throughout the text of the Verified Report of Examination, as
amended. A written response to these recommendations should be provided to the

Department within 30 days of receipt of this order.

3. Compliance with the Examiner’s recommendations shall be completed on or before
the filing of the subsequent annual statement. In ;the event it is not feasible to comply
with a recommendation before the filing of the subsequent annual statement, the
Company shall submit a written explanation as to why it was not feasible with the

filing of the annual statement.

7 e "‘~ 'f.'.‘:‘. 1“' R \.“' . y
Sigged this Z day of T StepiEn W
L2018, Insurance Commissioner




ABOUT AFFIRMATIONS

The following pages for affirmations need to be signed by each Board Member and
returned to the Indiana Department of Insurance within thirty (30) days in accordance
with I.C. §27-1-3.1-12(b).

If your affirmations list individuals that are no longer on your Board of Directors, you
may simply retype the form on plain white paper with the correct names and a line to the
right for signature. If the names are misspelled, you may do the same, simply re-type the
corrected form with a line to the right for signature,

Should you have any questions or difficulties with these forms or you require additional
time past the thirty (30) day requirement, please do not hesitate to contact this department
at (317) 232-2390.
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STATE OF INDIANA

ERIC J. HOLCOMB, GOVERNOR

Indiana Depariment of Insurance
Stephen W. Robertson, Commissioner
311 W. Washington Street, Suite 103

Indianapolis, Indiana 46204-2787
Telephoune: 317-232-2385
Fax: 317-232-5251
‘Website: in.gov/idoi

March 16, 2018

Honorable Stephen W. Robertson
Commissioner

Indiana Department of Insurance

311 West Washington Street, Suite 300
Indianapolis, Indiana 46204-2787

Dear Commissioner:

Pursuant to the authority vested in Appointment Number 3950, an examination has been made of the
affairs and financial condition of: '

Yosemite Insurance Company
601 N.W. Second Street
Evansville, IN 47708-1013
an Indiana domestic property and casualty insurance company hereinafter referred to as the “Company.”
The examination was conducted at the corporate offices of Springleaf Finance Corporation located at 601
N.W. Second Street, Evangville, Indiana 47708.

The Report of Examination, showing the status of the Company as of December 31, 2016, is hereby
respectiully submitted. :

ACCREDITED BY THE NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS
AGENCY SERVIGES ~ COMPANY COMPLIANCE  CONSUMER SERVICES FINANCIALSERVICES  MEDICAL MALPRACTICE  COMPANY RECGRDS  STATE HEALTH INSURANCE PROGRAM
317-232-2413 317-232-3495 317-232-2395/1-800-622-4461 317-232-2330 317-232-2402 317-237-5692 1-800-452-4800




SCOPE OF EXAMINATION

The Company was last examined by representatives of the Indiana Department of Insurance (INDOI) as of
December 31, 2011. The present risk-focused examination was conducted by The Thomas Consulting
Group, Inc. (Thomas Consulting) and covered the period from January 1, 2012 through December 31, 2016
and included any material fransactions and/or events occurring subsequent to the examination date and
noted during the course of this examination.

In conducting the risk-focused examination, the INDOL, by its representatives, relied upon the independent
audit reports and opinions contained therein rendered by PwC, LLP for each year of the examination period.
Such reports were prepared on a statutory basis and reconciled to the financial statements contained in the
respective Annual Statements.

Robert Daniel, ACAS, MAAA and Meg H. Glenn, FCAS, MAAA, both of Merlinos & Associates, Inc.,
were appointed by the INDOT and conducted a review of the loss and loss adjustment expense reserves, and
unearned premium reserves as of December 31, 2016. '

In accordance with the 2016 NAIC Financial Condition Examiners Handbook, Thomas Consulting planned
and performed the risk-focused examination to evaluate the financial condition of the Company, and to
identify prospective risks related to its operations. The examination process included an evaluation of
corporate governance, identification and assessment of inherent risks, and documentation of system
conirols and procedures used to mitigate the identified risks. In addition, the Examiners performed an
assessment of the principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. The examination also included a review of the Company's
compliance with Statutory Accounting Principles, Annual Statement Instructions, and the Indiana Insurance
Code. All accounts and activities of the Company were considered in accordance with the risk-focused

examination process.

HISTORY

The Company, an Indiana domiciled property and casualty insurance company, was incorporated on
January 16, 1964 and commenced business on August 14, 1964 in the state of California. The Company re-
domesticated from California to Indiana on December 29, 1998.

From August 29, 2001, Springleaf Finance, Inc. (SLFI) (formerly known as American General Finance
Inc.) was an indirect wholly-owned subsidiary of American International Group (AIG). AIG, through its
subsidiaries, was engaged in a broad range of insurance and insurance related activities, financial services,
and asset management in the United States and abroad.

"The National Life and Accident Insurance Company (NLA) merged into the Company effective June 30,
2003. The merger was approved by the INDOI on May 28, 2003, The principal asset of NLA was its
ownership (100%) of CommoLoCo, Inc. (CL.C) a finance company domiciled in Puerto Rico.

On August 11, 2010, AIG announced that a definitive agreement was entered into, under which 80% interest
in the Company’s indirect parent, SLFI, was sold to Fortress Investment Group LLC. AIG retained 20%
interest in SLFL The transaction resulted in the Company becoming an indirect, wholly-owned subsidiary
of SLFI. '

Indiana Department of Insurance 3 Yosemite Insurance Company
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Effective November 15, 2015, Springleaf Financial Holdings, LLC announced the acquisition of OneMain
Financial Holdings, LL.C (OMFH) from CitiFinancial Credit Company for $4.49 billion in cash. As a result
of the closing of the OMFH acquisition on November 15, 2015, Springleaf Holdings Inc. changed its name
to OneMain Holdings, Inc. (OMH) and its ticker symbol to “OMF.” _

CAPITAL AND SURPLUS

The Amended Articles of Incorporation provide that the authorized capital of the Company shall consist of
2,000,000 shares of common stock with a par value of $5 per share. As of December 31, 2016, the
Company’s total capital and surplus was $62,803,248, which included; (a) 1,000,000 shares of common
stock issued and outstanding, (b) gross paid-in contributed surplus of $23,188,433, and (c) unassigned funds
(surplus) of $34,614,815. All issued shares are owned by. Springleaf Finance Corporation (SFC) as of
December 31, 2016, whose indirect parent is OMH, whose ultimate parent is Fortress Operating Entity |
LP (FOE 1) and Principal Holdings 1 LP (PH 1).

DIVIDENDS TO STOCKHOLDERS

The Company paid the following dividends to SFC during the period covered by this examination;

Ordinary Extraordinary
Year Total Dividends Dividends
2016 $25,000,000 $ - - $25,000,000
2015 50,000,000 - 50,000,000
2014 57,000.000 - 57,000,000
2013 132,806,382 - 132,806,382
2012 50,000,000 - 50,000,000

In accordance with Indiana Code (IC) 27-1-23-1.5, the Company notified the INDOI of all the declared
dividends to the parent during the examination period. The extraordinary dividends were non-disapproved
by the INDOI in accordance with IC 27-1-23-4.

TERRITORY AND PLAN OF OPERATION

The Company writes or assumes credit property and casualty, and credit involuntary unemployment
insurance. The Company’s credit related property and casualty insurance policies are written to protect the
lender’s interest in property pledged as collateral for the OMH finance receivable. The Company’s credit
involuntary unemployment insurance policies provide to the lender, payment of the installments on OMH
finance receivables coming due during a period of the borrower’s inveluntary unemployment. OMH’s
branch network is the sole distribution channel for the Company’s current business. The Company is
licensed in 46 states. The states where the Company is not licensed are Alaska, Massachusetts, New York
and Vermont.

Indiana Department of Insurance 4 Yosemite Insurance Company
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GROWTH OF THE COMPANY

The following exhibit summarizes the financial results of the Company during the examination period:

Admitted ‘ Capital & Premiums
Year Assets Liabilities Surplus Earned Net Income
2016 $156,490,817 $93,687,569 $62,803,248 $34,159,420 $11,251,120
2015 172,004,534 - 96,033,502 75,971,032 34,706,744 15,319,231
2014 210,001,763 102,366,188 107,695,575 44,865,448 15,803,179
2013 247,983,831 94,273,872 153,709,959 46,035,934 40,616,373
2012 353,444,265 90,029,891 263,414,374 45,888,280 18,493,256

Variances in assets and liabilities each year are consistent with the premium volume during the examination
period. Assets and capital and surplus decreased due to the declaration of extraordinary dividends each
year. The Company’s capital and surplus target is to maintain statutory equity at 10 times the RBC
Anthorized Control level. The decrease in net income in 2016 was due to an unfavorable change in loss
reserves. The increase in net income in 2013 was due to realized capital gain from the dividend of CLC to
SEC. See additional information in “Dividends to Stockholders” section of this report.

MANAGEMENT AND CONTROL,

Directors
The Company’s Bylaws specify that the Board of Directors consist of not less than five (5) nor more than
twenty (20) members. The Bylaws allow the number of directors to be increased or decreased by

amendment to the Bylaws. Directors are elected at the Annual Meeting of the Shareholders.

The following is a list of persons serving as directors as of December 31, 2016:

Name and Residence Principal Business Affiliation
Dava S. Carson President
Keller, TX Yosemite Insurance Company
Jack R. Erkilla SVP and Secretary
Newburgh, IN Yosemite Insurance Company
Michael F. Koppen SVP and Chief Actuary
Colleyville, TX Yosemite Insurance Company
Gregg H. Lehman SVP and General Counsel
Fort Worth, TX Yosemite Insurance Company
Ronald D. Neal SVP and CFO
Colleyville, TX Yosemite Insurance Company
George D. Roach Director and VP of Operations
Newburgh, IN OneMain Holdings, Inc.
Indiana Department of Insurance 5 Yosemite Insurance Company
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Officers

The officers of the Company, as defined in the Bylaws, shall consist of a Chairperson of the Board, Chief
Executive Officer, President, one (1) or more Vice Presidents, Chief Financial Officer, Treasurer, Secretary
and such other officers as may be elected by the Board of Directors. The officers elected by the Board of
Directors and serving as of December 31, 2016, were as follows:

Name Title
Dava S. Carson Chairperson, CEO, President
Jack R. Erkilla Senior Vice President and Secretary
Donna A. Van Winkle Controller and Treasurer
Michael F. Koppen Senior Vice President, Chief Actuary
Ronald D. Neal Senior Vice President, CFO
Marianne D, Ford Vice President
Susan E, Leasure Assistant Secretary, VP of Insurance Administration
Daniel T. Kiely Vice President, Chief Tax Officer
Gregg H. Lehman Senior Vice President, General Counsel

Corporate Governance

As of December 31, 2016, the Company’s Investment Committee was the only committee appointed by the

Board of Directors. However, the Company receives oversight from OMH’s Board of Directors and its

" Audit Committee. Qversight is also provided by OMH’s independent management control functions in the
areas of compliance, risk, legal, finance, and human resources. :

As of Décember 31, 2016, the Investment Committee was comprised of board members of the Company
and non-board members. The persons serving were as follows: .

Dava S. Carson Director
Ronald D. Neal Director
Michael F. Koppen Director
Gregg H. Lehman Director
Donna A. Van Winkle Non-board member
Peter McMullin Non-board member
Joseph R. Tomei Non-board member

As of December 31, 2016, the independent members of the Audit Committee of OMH were as follows:

Douglas L. Jacobs Independent Director of OMH
Roy A. Guthrie Independent Director of OMH
Anahaita N. Kotval Independent Director of OMH
Indiana Department of Insurance ' 6 Yosemite Insurance Company
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CONFLICT OF INTEREST

The Company’s conflict of interest disclosure process requires directors and officers to complete a conflict
of interest disclosure statement on an annual basis. The Company’s directors and officers properly
completed the conflict of interest disclosure statements for all years covered by this examination.

OATH OF OFFICE

IC 27-1-7-10(i) requires that every director, when elected, shall take and subscribe to an cath stating that
he or she will faithfully, honestly and diligently administer the affairs of the corporation, and will not
knowingly violate any of the laws applicable to such corporation. Each director serving during the
examination period signed an Qath of Office statement.

CORPORATE RECORDS

Axrticles of Incorporation

There were no amendments to the Company’s Articles of Incorporation during the period under
examination.

Bylaws

There were no amendments made to the Company’s Bylaws during the period under examination.

Minutes

The Board of Directors and Shareholders Meeting minutes were reviewed for the period under examination
through the fieldwork completion date, and significant actions taken during each meeting were noted. The
Company’s 2015 and 2016 Annual Shareholders meetings were held on June 10, 2015 and June 24, 2016,
respectively. These meeting dates are contrary to the requirements of IC 27-1-7-7(b) which requires the
Annual Shareholders meeting fo be held within five (5) months of the fiscal close date which is December
31 for the Company. (Please see “Other Significant Findings” section of this report of examination

regarding this issue.)

AFFILIATED COMPANIES

Organizational Structure

The Company is a member of an insurance holding company system as defined within IC 27-1-23 and
Regulation of Insurance Holding Company Systems. An Insurance Holding Company System Registration
Statement was filed annually with the INDOI for each year of the examination period.

Indiana Department of Insurance 7 Yosemite Insurance Company
NAIC Accredited Financial Examination as of 12/31/2¢16



The following abbreviated organizational chart depicts the Company’s relationship within the holding
company system:

NAIC
Company Domiciliary
Code State
Fortress Investment Group LLC DE
o FCFI Acquisition Group, LLC DE
o Springleaf Financial Holdings, LLC * DE
o OneMain Holdings, Inc. ** DE
o Springleaf Finance, Inc. IN
o Springleaf Finance Corporation IN
o Merit Life Insurance Co. 65951 IN
o Yosemite Insurance Company 26220 IN
o Inferstate Agency, Inc. N

* 04% owned by Fortress and 6% owned by AIG Capital Corporation.
** 550 owned by Fortress, 3% owned by AIG Capital Corporation, and 42% owned by public sharcholders.

Affiliated Agreements

The following Affiliated Agreements were disclosed as part of the Form B Holding Company Registration
Statement and were filed with the INDOI in accordance with 1C 27-1-23-4(b)(4).

Shared Services Agreement

Effective November 30, 2010, the Company entered into a Shared Services Agreement with Springleaf
Finance Management Corporation (SFMC). This agreement was non-disapproved by the INDOI in a letter
dated October 29, 2010 and provides for the Company to reimburse SEMC for the services provide at cost,
allocated in conformity with customary insurance accounting practices consistently applied. Shared service
expenses paid to SEMC by the Company were $2,680,241in 2016.

Investment Service Agreement

In December of 2011, the Company entered into an Investment Services Agreement with Logan Circle
Partners, L.P. (Logan), which became effective April 1, 2012. By letter dated December 9, 2011, the INDOIL
- non-disapproved the Form D, filed October 10, 2011, providing notice of the Company’s proposal to enter
the Investment Services Agreement with Logan. This agreement was terminated on December 31, 2016
and the services were contracted with an unaffiliated entity.

Investment Advisory Agreement

In December of 2011, the Company entered into an Investment Advisory Agreement with Logan, effective
April 1, 2012. By letter dated December 9, 2011, the INDOI non-disapproved the Form D, filed October
10, 2011, providing notice of the Company’s proposal to enter into the Investment Advisory Agreement
with Logan, The Company paid $149,527 in 2016 related to the services provided by Logan.

As outlined in the Company’s Form D Amendment filing dated October 24, 2013, Logan acts as the
insurer’s investment manager and is a wholly owned subsidiary of FOE 1. The amendment changed the
Investment Guidelines benchmark followed in the execution of this agreement. The INDOI provided non-

Indiana Department of Insurance 8 Yosemite Insurance Company
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disapproval of the Form D Filing Amendment on November 25, 2013 which became effective on December
1,2013.

General Agency Agreement

Effective January 1, 2003, the Company entered into a General Agency Agreement with Interstate Agency,
pursuant to which Interstate Agency acts as general agent for the Company’s credit insurance products as
set forth on Schedule A to the General Agency Agreement. Compensation is based on a percentage of net
written premiums and other considerations generated. The General Agency Agreemeni was non-
disapproved by the INDOI by letter dated September 19, 2006, For the year ended December 31, 2016, the
Company paid $6,012,461 pursuant to the General Agency Agreement.

Tax Sharing Agreement

The Company entered into a Tax Sharing Agreement with its indirect parent, OMH, and all of its eligible
domestic affiliates. The INDOI non-disapproved the Tax Sharing Agreement by letter dated March 30,
2016. For the tax year ending December 31, 2016, the Company paid estimated taxes of $3,273,000,
pursuant to this agreement. For the tax year ending December 31, 2016, the Company had a payable to its
direct parent, SFC of $1,690,722 for the purpose of settling the Company’s federal income tax liability
under the tax sharing agreement.

Intercompany Demand Note

The Company has an Intercompany Demand Note with SFC, upon which it has not taken any advances.
These borrowings are on demand and are unsecured. Interest accrues on the unpaid prineipal amount of
each advance until such principal amount is paid in full. The INDOI issued a non-disapproval letter
concerning the note on December 21, 2007. No amounts were borrowed and there was no outstanding
balance under the Intercompany Demand Note as of December 31, 2016.

FIDELITY BOND AND OTHER INSURANCE

The Company is protected by a Financial Institution Bond up to an aggregate loss limit of $5,000,000. The
fidelity bond limit was adequate to meet the prescribed minimum coverage specified by the NAIC. Other
various interests of the Company are protected by appropriate policies of insurance.

It 1s recommended that the financial institution bond coverage amount, form of such bonds and the
sufficiency of the sureties thereon be approved by the Board of Directors of the corporation as required by
IC 27-1-7-14. (Also see the “Other Significant Findings” section of this report of examination
regarding this issue).

Indiana Department of Insurance 9 Yosemite Insurance Company
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STATUTORY AND SPECIAL DEPOSITS

The Company reported statutory and special deposits comprised of U.S. Treasury bonds and money market
funds held by various Departments of Insurance in compliance with statutory requirements as of December
31, 2016:

State Book Value Fair Value
Deposits for the benefit of all :

Policyholders:

Indiana ' $ 5,112,087  $ 5,118,423
All Other Special Deposits:

California 171,215 171,133
Georgia 175,080 176,663
Massachusetts 120,053 121,402
New Hampshire 500,223 504,745
New Mexico : 500,223 504,746
North Carolina 400,179 403,796
Oregon 285,127 287,705
Texas - 76,812 76,812
Reinsurance funds held in

trust 1,001,215 1,001,215
Total Deposits b 8,342,214 $ 8,336,639

Amounts are shown in whole dollars and columns may not total due to rounding,

REINSURANCE

Reinsurance Assumed

The Company offers various property and casualty insurance products through OMH’s branch offices. The
Company’s objective is to write business directly; however, there are instances where the Company is not
licensed in a jurisdiction and this objective cannot be achieved. In such cases, the Company enters into a
reinsurance agreement with other insurers, whom write the business and then cede the risks to the Company.

The only significant contracts as of December 31, 2016, are with Securian Casualty Company. Pursuant to
these agreements, the Company assumed premiums of $1,355,553. This premium represents less than 5%
of premiums written. Case reserves of $13,000 for this business were recorded. Assets held under a
custodial frust agreement, pursuant to this contract, were $1,001,215 as of December 31, 2016, (See
“Statutory and Special Deposits” section of this report of examination.)

Reinsurance Ceded

In the 1970’s, the Company wrote a book of excess lines business which included certain long-tail
coverages including asbestos and environmental exposures. Approximately 56% of the remaining reserves
on this block of business are reinsured with a group of unrelated reinsurers. As of December 31, 2016, these
reinsurers assumed ceded reserves of $21,964,878. There is an assumed portion of this block of business as
well. Assumed reserves were $10,650,704 as of December 31, 2016.

Indizna Department of Insurance 10 Yosemite Insurance Company
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RESERVES

Glenn A. Tobleman, FCAS, FSA, MAAA, of Lewis & Ellis, Inc. is the Appointed Actuary for the
Company. Mr. Tobleman was appointed by the Board of Directors to render an actuarial opinion on the
loss and loss adjustment expense reserves, and unearned premium reserve of the Company for 2016. Prior
to 2016, Peter G. Wick, FCAS, MAAA, of Milliman, Inc. was the appointed actuary for 2012 and 2013,
and Lori E. Julga, FCAS, MAAA, of Milliman, Inc. was the appointed actuary for 2014 and 2015.

The scope of the opinion was to examine the actuarial assumptions and methods used in determining loss
and loss adjustment expense reserves, and unearned premium reserves as shown in the Annual Statement
of the Company as prepared for filing with state regulatory officials, as of December 31, 2016. In forming
the opinion on toss reserves, information prepared by the Company was relied upon. This information was
evaluated for reasonableness and consistency. In other respects, the examination included such review of
the actuarial assumptions and methods used, and such tests of the calculations as considered necessary.

The 2016 opinion stated that the amounts carried in the balance sheet on account for loss and loss adjustment
expense reserves, and unearned premium reserves; 1) meet the requirements of Indiana insurance law and
regulations, 2) are consistent with those computed in accordance with presently accepted actuarial standards
and principles, 3) make a reasonable provision, in the aggregate, for all unpaid loss and loss adjustment
expense obligations of the Company under the terms of its contracts and agreements, and 4) make a
reasonable provision, in the aggregate, for the unearped prermium reserves for Iong duration contracts of
the Company under the terms of its contracts and agreements.

ACCOUNTS AND RECORDS

The Company’s accounting procedures, practices, account records, and supporting data were reviewed and
tested to the extent deemed necessary. The detail trial balance prepared from the Company’s general ledger
for the year ending December 31, 2016, was agreed to the Annual Statement. The Company’s independent
auditors issued unqualified opinions on the Company’s Audited Statutory Financial Statements for each
year during the examination period. The Audited Statutory Financial Statements were agreed to the Annual
Statement for the year ending December 31, 2016, with no exceptions noted. All the independent audit
work papers were made available to the Examiners during the examination,

An evaluation of controls of information systerns was performed in this examination. The objective of the
review was to assess whether the controls of information systems were adequate and that the risks associated
with information systems had been adequately addressed. The assessment of the overall control risks is
effective and no material weaknesses or significant findings were noted.

Overall, the Examiners determined the Company’s accounting procedures, practices, and account records
were satisfactory.

Indiana Department of Insurance 11 Yosemite Insurance Company
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FINANCIAL EXHIBITS

Comparative Exhibit — Statutory Statement of Assets
Comparative Exhibit — Statutory Statement of Liabilities, Surplus and Other Funds
Comparative Exhibit - Statutory Statement of Income
Comparative Exhibit — Statutory Capital and Surplus Account

NOTE: Amounts are shown in whole dollars and columns may not total due to rounding.
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YOSEMITE INSURANCE COMPANY

FINANCIATL, STATEMENTS
Assets
As of December 31, 20160
Per Annual Exam December 31,
Statement Adjustments Per Examination Prior Year
Assets:
Bonds b 125,422,857 § - § 125,422,857 § 135,459,618
Preferred stocks 2,090,000 - 2,090,000 2,077,600
Cash, cash equivalents and short-
term investments 16,364,493 - 16,364,493 20,032,399
Other invested assets 1,087,325 - 1,087,325 © 916,484
Receivable for securities 35,000 - 35,000 90,112
Subiotals, cash and invested assets  § 144.999.675 § - 3 144,999,675 % 158.576.213
Investment income due and ‘
accrued 3 932,042 § - % 932,042 § 1,049,945
Uncollected premiums and agents’
balances in the course of collection 3,116,417 - 3,116,417 2,851,762
Amount recoverable from
reinsurers 2,368,403 - 2,368,403 4,049,654
Net deferred tax asset 3,074,280 - 5,074,280 5,476,960
Total Assets $ 156,490,817 3§ - 8 156,490.817 & 172.004.534
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YOSEMITE INSURANCE COMPANY

FINANCIAL STATEMENTS

Liabilities, Surplus and Other Funds

As of December 31, 2016

Per Annual Exam December 31,
Statement Adjustments Per Examination Prior Year
Liabilities: .
Losses $ 17,333,723 % - % 17,333,723  § - 18,133,348
Loss adjustment expenses 2,713,155 - 2,713,155 3,843,241
Commissions payable 993,099 - 993,099 -
Other expenses 146,000 - 146,000 193,888
Taxes, Heenses and fees (excluding . -
federal income taxes) 770,999 - 770,999 590,065
Federal and foreign income taxes 1,690,722 - 1,690,722 236,001
Unearned premiums 64,940,838 - 64,940,838 67,723,154
Amounts withheld for account of
others - - - 18,164
Provision for reinsurance 4,691,000 - 4,691,000 3,451,800
Payable to parent, subsidiavies, and
affiliates ) 391,181 - 391,181 1,843,841
Aggregate write-ins for liabilities 16.852 - 16,852 -
Total Liahilities 3 93,687,569 § = 3 93.687.569 % 96,033,502
Capital and Surplus:
Common capital stock $ 5,000,000 $ - % 5,000,000 $ 5,000,000 -
Gross paid in and contributed
surplus 23,188,433 - 23,188,433 23,188,433
TUnassigned funds (surplus) 34.614.815 - 34.614.815 47,782,599
Total Capital and Surplus 3 62,803,248 3 - 3 62,803,248 § 75,971,032,
Total Liabilities, Capital and
Surplus $ 156,490,817 § - $ 156490817 $ 172,004,534
Indiana Department of Insurance 14 Y osemite Insurance Company
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Income:

Premium earned
DEDUCTIONS

Losses incurred

Loss adjustment expenses incurred

Other underwriting expenses

Total underwriting deductions

Net underwriting gain

Investment Income

Net investment income earned

Net realized capital gains (losses)

Net investment gain

Other Income

Aggregate write-ins for

miscellaneous income

Total Other Income

Net income before federal income
taxes

Federal and forelgn income taxes
incurred

Net Income

YOSEMITE INSURANCE COMPANY

FINANCIAL STATEMENTS

Statement of Income

For the Year Ended December 31, 2016

Per Annual Exam December 31,
Statement Adjustments Per Examination Prior Year

3 34159420 &% 5 34159420 % 34,706,744
b 6,773,383  § $ 6,773,383 § 2,029,675
2,719,847 2,719,847 2,269,398
12,036,072 12,036,072 14,444,702
$ 21529302 % 3 21,529302 § 18.743.775
h 12,630,118 3 $ 12,630,118 § 15,962,969
$ 2,816,094 § $§ 2816094 §$ 3,312,686
254,748 254,748 2,184,956
$ 3,070,842 3 h 3.070,842 % 5,497.642
$ 134,800 % b 134,800 § 12,185
3 134,800 $ $ 134,800 3 12,185
$ 15,835,760  § $ 15,835,760  § 21,472,796
4.584.640 4.584 640 6,153,565
3 11,251,120 § ) 11,251,120 § 15,319,231

Indiana Department of Insurance
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Capital and surphus,
December 31, prior year

Net income

Change in net unrealized
capital gains (losses) less
capital gains tax

Change in net deferred
income tax

Change In nonadmitted assets
Change in provision for
reinsorance

Cumuiative effect of changes
in accounting

Dividends

Aggregate write-ins

Net change in capital and
surplus for the year
Capital and surplus,
December 31, current year

YOSEMITE INSURANCE COMPANY

FINANCIAL STATEMENTS

Capital and Surplus Account

2016 2015 2014 2013 2012
$§  75071,032 $ 107,695575 § 153,709,959 263414574 § 287952415
§ 11,251,120 § 15319231 $ 15,803,179 40,616,373  § 18,493,256
140,293 (253,367) 58,977 (21,881,241) 2,960,340
(1,484,105) (199,445) . (72,819) (201,096) 784,700
3,164,108 (72,562) (1,768,500) 2,946,931 (1,372,688)
(1,239,200) 3,481,600 (3,405,600) 1,621,000 2,525,600
. - ; - 1,980,882
(25,000,000) (50,000,000) (57,000,000) (132,806,382) (50,000,000)
- - 370,379 - 89,369
$  (13,167784) $ (31,724,543) § (46,014,384 (109704415 §  (24,538,041)
$ 62803248 §  7597L,032  § 107,695,575 153,709,959  § 263,414,374
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COMMENTS ON THE FINANCIAL STATEMENTS

There were no recommended adjustments to surplus as of December 31, 2016, based on the results of this
examination.

OTHER SIGNIFICANT FINDINGS

Minutes

The Company held its 2015 and 2016 Aonual Shareholders meetings on June 10, 2015 and June 24, 2016,
respectively. These meeting dates are confrary to the requirements of IC 27-1-7-7(b) which requires the
Annual Shareholders meeting to be held within 5 raonths of the previous year fiscal close date of December
31, 2014 and December 31, 2015, Further, the Company’s Bylaws state that the Aznual Shareholders
Meeting shall be held within the first five (5) mouths after the close of each fiscal year defined by section
10.2. Under section 10.2, the fiscal year of the Corporation shall end on the 31st day of December of each
year. This finding was brought to the Company's attention during the last two (2) examinations. In the years
2012, 2013, and 2014, the Company was in compliance with IC 27-1-7-7(b).

It is recommended that the Company hold its Amnual Shareholders Meeting within five (5) months
of the previous fiscal close in accordance with IC 27-1-7-7 (b) and its Bylaws.

Fidelity Bond

Contrary to the requirements of IC 27-1-7-14, the Company’s financial institution bond was not approved
by its Board of Directors at any time during the five (5) year examination period ending December 31,

2016.

Xt is recommended that the financial fnstitution bond coverage amount, form of such bond and the
sufficiency of the sureties thereon be approved by the Board of Directors of the corporation as
required by IC 27-1-7-14.

SUBSEQUENT EVENTS

The request by the private equity firm of Apollo Global Management and its Individual Acquiring Parties
that include Leon Black, Joshua Harris, and Marc Rowan, to acquire control of Merit Life Insurance Co.
and Yosemite Insurance Company was approved by the INDOI on April 23, 2018.

MANAGEMENT REPRESENTATION

In support of contingencies and accuracy of information provided during the course of the examination, the
Examiners obtained a management representation letter in the standard NAIC format, This letter was
executed by key financial personnel of the Company and provided to the Examiners.
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AFFIDAVIT

This is to certify that the undersigned is a duly qualified Examiner-In-Charge appointed by the Indiana
Depariment of Insurance and that he, in coordination with staff assistance from The Thomas Consulting
Group, Inc., performed an examination of the Yosemite Insurance Company as of December 31, 2016.

The Indiana Department of Insurance is accredited under the National Association of Insurance
Commissioners Financial Regulation Accreditation Standards.

The examination was performed in accordance with those procedures required by the 2016 NAIC Financial
Condition Examiner’s Handbook and other procedures tailored for this examination. Such procedures
performed on this examination do not constitute an audit made in accordance with generally accepted
auditing standard and no audit opinion is expressed on the financial statements contained in this report.

The attached report of examination is a true and complete report of condition of the Yosemite Insurance
Company as of Deceinber 31, 2016, as determined by the undersigned.

/A e 2

David L. Daulton, CFE Jerr§ Rhiers, CFE, CPA
The Thomas Consulting Group, Inc. Indiana Department of Insurance

State of: {_po\\ e
County of: {PA\apio0

On this& L+dhc‘1ay of 2018, before me personally appeared, David L. Daulton and Jerry
Ehlers to sign this document.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my notarial seal in said County and
State, the day and year last above written.

My commission expires _| O\ H l F0395 @M % V'QD,_U o
P Q Notary Public YR cml-a D Mo

DARCY L. SHAWVER
NOTARY PUBLIC
SEAL
MARION COUNTY, STATE OF INDIANA
MY COMMISSION EXPIRES OCTOBER 4, 2025
COMMISSION NO 706053

Indiana Department of Insurance 1% Yosemite Insurance Company
NAIC Accredited Financial Examination as of 12/31/2016







