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 Washington, D.C. 
 January 23, 2017 
 
 
 
Honorable Stephen C. Taylor 
Commissioner 
Department of Insurance, Securities and Banking 
Government of the District of Columbia 
810 First Street, NE, Suite 701 
Washington, D.C. 20002 
 
Dear Commissioner:  

 
In accordance with Section 31-1402 of the District of Columbia Official Code, we 

have examined the financial condition and activities of  
 

First Washington Insurance Company, Inc. 
 

Hereinafter referred to as “FWIC” or the “Company”.  The examination was conducted at 
the Company’s home office located at 3399 Benning Road, N.E., Washington, DC 20019, 
and the following Report on Examination is respectfully submitted. 
 

SCOPE OF EXAMINATION 
 

The examination, covering the period from January 1, 2011 to December 31, 2015, 
and including any material transactions and/or events noted occurring subsequent to 
December 31, 2015, was conducted by examiners of the District of Columbia Department 
of Insurance, Securities and Banking (the “Department”). The last examination of the 
Company was a full scope examination, covering the period from January 1, 2006 to 
December 31, 2010.  

 
Concurrent with this examination, we have also conducted an examination of the 

Company’s affiliate, Equitable Liability Insurance Company (“ELIC”). The Examination 
Report for the aforementioned company is being issued under separate cover. 

 
We conducted our examination in accordance with examination policies and standards 

established by the Department and in accordance with the Financial Condition Examiners 
Handbook (the “Handbook”) published by the National Association of Insurance 
Commissioners (the “NAIC”). 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 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.  Our examination did not cover market conduct related areas. 
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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 Statutory Accounting 
principles. The examination does not attest to the fair presentation of the financial 
statements included herein. If, during the course of the examination an adjustment was 
identified and considered material, the impact of such adjustment was documented 
separately in this Report following the Company’s financial statements. 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 separately communicated to other regulators and/or the Company. 

 
The Company was audited annually by an independent public accounting firm.  The 

firm expressed unqualified opinions on a statutory basis for the Company’s financial 
statements for calendar years 2011 through 2015.  We placed substantial reliance on the 
audited financial statements for calendar years 2011 through 2014, and consequently 
performed only minimal testing for those periods. We concentrated the examination efforts 
on the year ended December 31, 2015, and directed our efforts to the extent practical to 
those areas not covered by the firm’s audit. 

 
SUMMARY OF SIGNIFICANT FINDINGS 

 
The examination included a review to determine the current status of the comments 

and recommendations in the preceding Examination Report, dated May 31, 2012, which 
covered the period from January 1, 2006 to December 31, 2010. We determined that the 
Company had satisfactorily addressed two (2) of these conditions. The remaining exception 
conditions, regarding the Lack of Independent Directors and Lack of Independent 
Committees of the Board, are repeated in the “Comments and Recommendations” section 
of this Report, under the captions, ‘Lack of Independent Directors” and “Lack of 
Independent Committees of the Board”. 

 
The Examination did not disclose any material adverse findings or adjustments that 

impact the Company’s reported capital and surplus. 
 

SUBSEQUENT EVENTS 
With its quarterly statutory financial statements as of March 31, 2017, the Company 

reported total capital and surplus below the required minimum amount of $600,000. In 
those financial statements, the Company reported capital and surplus of $595,613. 
Therefore, the Company’s was impaired by the amount of $4,387 as of March 31, 2017. In 
order to retain its certificate of authority, the Company is required pursuant to §31-2502.13 
of the DC Code, to maintain certain capital and surplus requirements. On May 25, 2017, 
the Department communicated this issue to the Company and the Company agreed to take 
proper actions to adequately capitalize the Company on or before September 30, 2017, in 
the form of a substantial cash infusion into the Company.  

 
Pursuant to a Shareholder and Board of Directors annual meeting minutes consent 

dated May 12, 2017, the Company’s Board and Shareholder unanimously elected and 
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approved Alisa S. Halle as an independent director of the Board. Furthermore, during the 
same annual meeting of the Shareholder and Directors, the Board unanimously voted to 
form an independent Audit Committee and unanimously approved the appointment of 
Alisa S. Halle to the committee. 

 
Pursuant to a Shareholder and Board of Directors monthly meeting minutes consent 

dated June 19, 2017, Mrs. Edith F. Schaeffer, Vice President and a member of the Board 
of Directors rendered her resignation from the Board, and the Board unanimously accepted 
her resignation, with further clarification that Mrs. Schaeffer would still remain an officer 
of the Company in her vice president capacity. It was further indicated that this action was 
taken in an effort to become compliant with District of Columbia’s statutory requirements 
applicable to board structure and makeup, pursuant to DC Official Code § 31-706(c)(3). 

 
HISTORY 

General: 
 

The Company was incorporated in the District of Columbia on June 3, 1986. The 
Company received its license to write automobile liability and physical damage polices in 
the District of Columbia on October 10, 1986 and began writing insurance coverage in the 
District of Columbia on November 2, 1986. The Company was also licensed by the State 
of Maryland on October 10, 1986 and began writing insurance coverage on January 2, 1993 
for Maryland taxicabs only.  The purpose of the Company, as stated in the Articles of 
Incorporation is “to write multiple lines of property and casualty insurance as authorized 
in section 31-2502 of the District of Columbia Code”. The period of existence of the 
Company is perpetual. 

 
On May 13, 1999 First Washington Insurance Company became a subsidiary of 

Anacostia Holding Company, Inc. (“AHC”) pursuant to an assignment of rights in capital 
stock of First Washington Insurance Company, Inc., which transferred ownership of the 
Company from Gerald H. Schaeffer to  AHC.  
 

The Company ceased writing all insurance policies in both the District of Columbia 
and the State of Maryland as of March 31, 2006. The Company’s withdrawal from these 
lines of business was completed by the end of 2009. Though inactive with respect to 
insurance operations, the Company remains licensed in the District of Columbia and 
Maryland. 
 
Capital Stock: 

 
The Company’s Articles of Incorporation originally authorized 10,000 shares of 

common stock without par value. On April 10, 1991 by an amendment to the Articles of 
Incorporation, the Company increased its authorized Capital Stock from 10,000 shares 
without par value to 100,000 shares of common stock with a par value of $10 per share. As 
of December 31, 2015, there were 50,000 shares issued with 25,000 shares outstanding and 
25,000 shares of treasury stock. However, our review disclosed that the Company 
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reacquired and retired its 25,000 shares of common stock as well as the total number of 
shares issued and outstanding was incorrectly reported in the 2015 Annual Statement. See 
additional comments regarding these conditions in Note 3 in the “Notes to Financial 
Statements” and “Comments and Recommendations” sections of the Report, under the 
Caption “Common capital stock and Treasury stock”. 
 
Dividends to Stockholders: 
 

During the period under examination, the Company declared and paid the following 
extraordinary dividends to its parent, AHC: 

 
Year  Type  Amount paid 
2013  Cash $ 1,000,000 
2015  Cash  500,000 

 
The Company sought and obtained prior approval of each dividend in accordance with 

District of Columbia Municipal Regulations, which requires prior approval by the 
Commissioner for any dividends to shareholders. 

 
Management: 
 
Board of Directors 

 
The By-Laws state that the governing body of the Company shall be the Board of 

Directors, which shall conduct the business and affairs of the Company. All board members 
are elected at the annual meeting of shareholders. The By-Laws currently call for at least 
three (3) members.   
 

The following individuals were serving on the Company’s Board of Directors as of 
December 31, 2015: 
 

Name and Address   Principal Occupation  
Gerald H. Schaeffer, Chairman  CEO, President and Treasurer 
Washington, DC      First Washington Insurance Company  

Equitable Liability Insurance Company 
 

Jeffery M. Schaeffer   Vice President and Secretary 
Washington, D.C.      First Washington Insurance Company 
      Equitable Liability Insurance Company 
 
Edith F. Schaeffer    Vice President 
Bethesda, Maryland   First Washington Insurance Company 

      Equitable Liability Insurance Company 
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The composition of the board of directors at December 31, 2015 was not in compliance 
with DC Official Code Section 31-706(c)(3)  which requires that not less than 1/3 of the 
directors of the Company be persons who are not officers or employees of the Company, 
or of any entity controlling, controlled by, or under common control with the Company 
(i.e., the directors must be “independent”). For further discussion see the Comments and 
Recommendations section of this report under the caption “Lack of Independent 
Directors.” 

Officers 

The By-Laws provide that the officers of the Company shall consist of a President, a 
Secretary/Treasurer, and such other officers, including one or more Vice-Presidents.  The 
Board elects these officers of the Company and other officer positions at its annual meeting. 
Each officer serves until a successor is elected or until removed by the Board. The 
following persons were serving as the Company’s officers as of December 31, 2015:  
 

Name      Title 
 

Gerald H. Schaeffer    CEO, President and Treasurer 
Jeffery M. Schaeffer    Vice President and Secretary 
Edith F. Schaeffer    Vice President 

 
Committees: 

 
As of December 31, 2015, the Company’s Board of Directors did not establish any 

committees. This was not in compliance with DC Official Code Section 31-706(c)(4),  
which requires that the board establish one or more committees comprised of individuals 
who are not officers or employees of the Company, or of any entity controlling, controlled 
by or under common control with the Company. Specifically, the Company did not have 
such a committee or committees. For further discussion see the “Comments and 
Recommendations” section of this report under the caption “Lack of Independent 
Committees of Board of Directors.”  

 
Conflicts of Interest: 
 

Directors and officers of the Company regularly responded to conflict of interest 
questionnaires. Our review of the responses to the questionnaires completed for 2015 
disclosed no conflicts that would adversely affect the Company. Furthermore, no additional 
conflicts of interest were identified during the course of our examination. 

 
Corporate Records: 

 
We reviewed the minutes of the meetings of the stockholders and board of directors 

for the period under examination. Based on our review, it appeared that the minutes 
documented the Company’s significant transactions and events, and that the directors 
approved those transactions and events. However, we made recommendations to the 
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Company with regard to suggested improvements to record keeping and other procedures 
relating to its operations. For further discussion see the “Comments and 
Recommendations” section of this Report. 

 
AFFILIATED COMPANIES 

 
The Company is a wholly owned subsidiary of AHC a non-insurance holding 

company incorporated in the State of Maryland.  AHC is wholly owned by Gerald H. 
Schaeffer, which owns 100 percent of the outstanding common stock of the Company and 
its affiliate, Equitable Liability Insurance Company, the only insurance companies within 
the holding company structure. 

 
As of December 31, 2015, Gerald H. Schaeffer and Edith F. Schaeffer, wholly owned 

or controlled, as well as partially owned the affiliated companies depicted in the following 
chart: 
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INTERCOMPANY AGREEMENTS 

 
The Company has entered into numerous agreements and cost sharing arrangements 

(collectively referred to as agreements) with affiliated companies. We reviewed these 
agreements and the significant ones are described below.  
 
Tax Allocation Agreement 

Effective May 13, 2001, the Company entered into a tax allocation agreement with its 
parent, AHC and its other affiliate, Equitable Liability Insurance Company. In accordance 
with the agreement, the Company’s federal income tax returns were consolidated with 
those of the affiliated tax allocation group and the amount of federal income taxes allocable 
to the subsidiary shall be determined using the method descried in section 1.1502-
32(b)(3)(iv)(D) of the Treasury regulations. Allocation of federal income taxes with 
affiliates, subject to the tax sharing agreement, was based upon individual income tax 
return calculations of each company subject to the agreement. 
 
Expense Sharing Agreement 
 

Effective April 25, 2003, the Company entered into a payroll expense sharing 
agreement with its parent, AHC and its other affiliate, Equitable Liability Insurance 
Company. The agreement was for an initial term of one (1) year and it shall automatically 
renews for a 12 month period at each renewal and shall continue indefinitely from the date 
thereof. AHC provided most of the management and operational services needed to operate 
the Company, including personnel, accounting, claims, underwriting, and information 
technology services. According to the agreement, management services will be charged 
based on the time actually spent by the Parent’s employees based on hourly rates agreed 
by both parties. Common expenses incurred that benefit both parties will be apportioned 
based on reasonable methods determined under the best judgment of both parties that 
reflects the anticipated benefits expected to be derived by each party. This agreement 
replaced and supersedes any previous agreements between the parties. 
 

Under this agreement, the Company reimburses AHC on a bi-weekly basis to cover 
expenses incurred on its behalf. During 2015, the Company incurred $167,570 in total 
expenses under this agreement. 

 
Office Space Lease Agreement 
 

Effective April 1, 2006, the Company entered into a leasing agreement, whereby it 
subleased office space from its affiliate, Equitable Liability Insurance Company. The lease 
is automatically renewed at the end of each 12 month period. The agreement was amended 
effective June 1, 2012 to reflect minor changes pertaining to new premises address. 

 
During 2015, the Company incurred $6,000 in total expenses under the office space 

lease agreement. 
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Office Equipment Rental Agreement 
 

The office equipment rental agreement was executed July 24, 2006 and became 
effective September 1, 2006. The agreement between the Company and Anchor Leasing 
Inc., an affiliate, specifies a monthly rental expenses for equipment used by the Company 
and owned by Anchor Leasing. The lease is automatically renewed at the end of each 12 
month period. The agreement was amended effective June 1, 2012 to reflect minor changes 
pertaining to a new home office address for the Company. 

 
During 2015, the Company incurred $6,000 in total expenses under the office 

equipment rental agreement with Anchor Leasing, Inc. 
 

FIDELITY BOND AND OTHER INSURANCE 
 

The Company has fidelity bond coverage of $150,000 with a single loss deductible of 
$25,000.  The fidelity bond complies with the minimum coverage required by District of 
Columbia Municipal Regulation 26-803.1 and meets the minimum coverage recommended 
by the NAIC.  

 
The Company was not a named insured on any other policies.  

 
PENSION, STOCK OWNERSHIP AND INSURANCE PLANS 

 
The Company does not have employees and therefore does not have employee 

pension, stock ownership and insurance plans.  
 

STATUTORY DEPOSITS 
 

District of Columbia statues does not require the Company to maintain a statutory 
deposit. 

 
TERRITORY AND PLAN OF OPERATION 

 
       As of December 31, 2015, the Company was authorized to transact business in the 
State of Maryland and the District of Columbia. The Company did not write any taxicab 
or limousine insurance business during the examination period. As noted in the history 
section of this Report, the Company ceased writing taxicab and limousine insurance in 
December 31, 2005 and March 31, 2006 and cleared its books of the associated reserves as 
there were no further claims to be paid.  All taxicab and limousine liability insurance 
business were transferred to its affiliate, Equitable Liability Insurance Company. Although, 
the Company is no longer writing any taxicab and limousine insurance business, it 
underwrites certain mortgages loans and, short-and long-term loans. 
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REINSURANCE 
 

The Company was not a party to any reinsurance agreement and did no ceded or 
assumed reinsurance business during the examination periods.  
 

ACCOUNTS AND RECORDS 
 

The Company’s general accounting records consisted of an automated general ledger 
and various subsidiary ledgers (e.g., cash receipts, cash disbursements). Our review did not 
disclose any significant deficiencies in these records. However, we noted that the 
Company’s controls over its records and electronic data processing system could be 
improved. These conditions are further discussed in a separate Management Letter to the 
Company’s Board of Directors. 
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FINANCIAL STATEMENTS 
 
The following financial statements are based on the statutory financial statements filed 

by the Company with the Department. The accompanying Balance Sheet presents the 
statutory financial position of the Company as of December 31, 2015; the accompanying 
Statement of Income presents the results for the year then ended; and the accompanying 
Capital and Surplus Account present the results for each of the years covered by 
examination. The “Analysis of Examination Changes to Surplus” schedule reflect any 
examination adjustments to the amounts reported in the statutory financial statements as 
filed and should be considered an integral part of the financial statements: 
 
 
 STATEMENT  PAGE 
 

Balance Sheet: 
Assets 12 
Liabilities, Surplus and Other Funds 13 

 
Statement of Income 14 
 
Capital and Surplus Account 15 
 
Analysis of Examination Changes to Surplus 17 
 
Comparative Financial Position and Results of the Company 18 
 
Notes to Financial Statements 19 
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BALANCE SHEET 
ASSETS 

AS OF DECEMBER 31, 2015 
 

                                                 
1 Other invested assets that was non-admitted by the Company represent a $2 million loan to an affiliated entity and a $500,000 
legacy loan to an officer of the Company originated in 2008. 

   
Assets 

 Non-admitted 
Assets 

 Net-Admitted 
Assets 

Mortgage loans on real estate (Schedule B):       
    First liens $ 650,000 $  $ 650,000    
    Other than first liens   100,000    100,000 
Cash ($190,028), cash equivalents ($0) and short term investments ($0) 
Other invested assets1 

 190,028 
2,692,224 

 
 

 
2,500,000 

 
 

 190,028 
192,224 

       
    Subtotals, cash and invested assets $ 3,632,252 $ 2,500,000  1,132,252 
Investment income due and accrued  4,955     4,955 
   

 
  

 
  

 
Net deferred tax asset  60,977    60,977 
Aggregate write-ins for other-than-invested assets   400    400 

    Total assets $ 3,698,584 $ 2,500,000 $ 1,198,584 
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LIABILITIES, SURPLUS AND OTHER FUNDS 
 
 
  Amounts 

per Annual 
Statement 

 
Examination 
Adjustments 

 
Amounts per 
Examination 

       
Losses2 $ 0 $  $ 0 
       
Amounts withheld or retained by company 
for account of others 

 3,212    3,212 

       
      Total liabilities $ 3,212 $ 0 $ 3,212 
       
Common capital stock (Note 3)  500,000  (250,000)  250,000 
       
Treasury stock (Note 3)  (2,000,000)  2,000,000  0 
       
Gross paid in and contributed surplus (Note 3)  200,000  (200,000)  0 
       
Unassigned funds (surplus) (Note 3)   2,495,372  (1,550,000)  945,372 
       
Surplus as regards policyholders $ 1,195,372 $ 0 $ 1,195,372 
       
      Total liabilities and surplus $ 1,198,584 $ 0 $ 1,198,584 

 

                                                 
2 The Company has no loss or loss adjustment expense reserves as the Company has been in 
runoff since 2006. 
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STATEMENT OF INCOME 
Year ended December 31, 2015 

 
Underwriting Income:   
   
Premiums earned (Note 1)  $                    0 
   
Underwriting  deductions:   
   
      Loss adjustment expenses incurred (Note 2)                                                    $   122,761  

   
      Other underwriting expenses incurred (Note 2)                              55,023  
   
         Total underwriting deductions  $        177,784 
   
Net underwriting loss  $     (177,784)  
   
Investment Income:   
   
      Net investment income earned                                           $     140,042  

   
      Net realized capital gains                                     159,911   
   
Net investment gain  $       299,953 
   
Other Income:   
   
      Miscellaneous income       $       34,115  
   
Total other income  $         34,115  
   
Net income after dividends to policyholders and before  
   federal and foreign income taxes 

  
$       156,284  

   
Net income  $       156,284   
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CAPITAL AND SURPLUS ACCOUNT 
 

Surplus as regards policyholders, December 31, 2010   $ 2,200,824 
     

Gain and (losses) in surplus, 2011 
     
Net income $ 89,439   
Change in unrealized capital gain or (losses)  (46,787)   
Change in net deferred income tax  15,908   
Change in nonadmitted assets  2,121   
Change in surplus as regards policyholders for the year    60,681 
     
Surplus as regards policyholders, December 31, 2011   $ 2,261,505 

     
Gain and (losses) in surplus, 2012 

     
Net income $ 61,030   
Change in net unrealized capital gains or (losses)          (38,509)   
Change in net deferred income tax  13,093   
Change in nonadmitted assets   4,082   
Change in surplus as regards policyholders for the year    39,696 
     
Surplus as regards policyholders, December 31, 2012   $ 2,301,201 

     
Gain and (losses) in surplus, 2013 

     
Net income $ 108,766   
Change in net unrealized capital gains or (losses)  (49,868)   
Change in net deferred income tax  16,955   
Change in nonadmitted assets   600,964   
Dividends to stockholders  (1,000,000)   
Change in surplus as regards policyholders for the year    (323,183) 
     
Surplus as regards policyholders, December 31, 2013   $ 1,978,018 

     
Gain and (losses) in surplus, 2014 

     
Net income $ (39,594)   
Change in net unrealized capital gains or (losses)  (50,896)   
Change in net deferred in income tax  17,305   
Change in nonadmitted assets  64,832   
Change in surplus as regards policyholders for the year    (8,353) 
     
Surplus as regards policyholders, December 31, 2014   $ 1,969,665 
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CAPITAL AND SURPLUS ACCOUNT 
CONTINUED 

 
Gain and (losses) in surplus, 2015 

     
Net income $ 156,284   
Change in unrealized capital gains or (losses)  74,883   
Change in net deferred income tax  (25,460)   
Change in nonadmitted assets  (480,000)   
Dividends to stockholders  (500,000)   
Change in surplus as regards policyholders for the year    (774,293) 
     
Surplus as regards policyholders, December 31, 2015   $ 1,195,372 
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ANALYSIS OF EXAMINATION CHANGES TO SURPLUS 
 

There were no changes to the Company’s surplus as a result of our examination. 
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COMPARATIVE FINANCIAL POSITION AND RESULTS OF THE COMPANY 
 

Selected financial information for the Company as of December 31, 2015, 2014, 2013, 2012, and 
2011and for the years then ended was as follows: 

 
 2015 2014 2013 2012 2011 

      
Assets  $  1,198,584   $  1,974,941 $  1,981,574 $  2,304,757 $  2,265,514 
      
Liabilities 3,212 5,276 3,556 3,556 4,009 
      
Policyholders surplus  1,195,372 1,969,665 1,978,018 2,301,201 2,261,505 
      
Dividends to Shareholder 500,000  1,000,000   
      
Net underwriting gain (loss)  (177,784) (184,272) (181,553) (189,767) (172,907) 
      
Net investment gain (loss) 299,953 93,742 209,982 243,491 254,701 
      
Net income (loss)      156,284 (39,594) 108,766 61,030 89,439 
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NOTES TO FINANCIAL STATEMENTS 
 
1. The Company did not write any insurance business during the examination period. As of 

December 31, 2015 and per the Company’s “Notes To Financial Statements”, it was disclosed 
that the Company ceased writing taxicab liability insurance on December 31, 2005 and 
limousine liability insurance on March 31, 2006 respectively. Additionally, the Company 
asserted that there are no claims to be paid and no more claims could be made against the 
policies formerly written by the Company. 

 
2. The Company reported “Loss adjustment expenses incurred”, “Other underwriting expenses 

incurred” and “Investment expenses” totaling $122,761, $55,024 and $35,549, respectively as 
of December 31, 2015. Statement on Statutory Accounting Principle No. 70 (SSAP 70) 
requires property and casualty insurers to allocate expenses to “Loss adjustment expenses”, 
“Investment expenses” and “Other underwriting expenses” based on a method that yields the 
most accurate results. In this regard, SSAP 70 states that where specific identification is not 
feasible, allocation of expenses should be based upon pertinent factors or ratios such as studies 
of employee activities, salary ratios or similar analysis. Our examination disclosed that 
although the company did not write any insurance business nor has reported any claims or 
reserves on its books, it allocated the largest amount of expenses totaling $122,761 and $55,024 
to loss adjustment expenses and other underwriting expenses, respectively. Allocation of any 
expenses to loss adjustment expenses incurred and other underwriting expenses is not feasible 
since no employee activities involve loss adjustment or underwriting. We determined that this 
condition had no material effect on the Company’s financial statements as of December 31, 
2015 as this represents a classification error, and no adjustments to surplus were necessary as 
a result of this condition. See additional comments in the “Comments and Recommendations” 
section of this Report under the caption “Allocation of Expenses.” 

 
3. The Company included and reported as common capital stock 25,000 shares that had been 

retired (cancelled) by the Company.  Statement of Statutory Accounting Principles No. 72 
(SSAP No. 72), provides that the cancellation of treasury shall reduce the capital stock account 
by the par value and reduce paid-in or contributed surplus by the excess of cost over par value 
or stated value. Therefore, we reduced the Company’s “Common capital stock”, “Gross paid-
in and contributed surplus”, “Unassigned funds (surplus)” and “Less treasury stock, at cost” 
balances from $500,000 to $250,000; from $200,000 to $0; from $2,495,372 to $945,372; and 
from $2,000,000 to $0, respectively. We determined these reclassifications had no material 
effect on the Company’s surplus. See additional comments regarding these conditions in the 
“Comments and Recommendations” section of this Report under the Caption “Common 
Capital Stock and Treasury Stock.” 
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COMMENTS AND RECOMMENDATIONS 
 

Lack of Independent Directors: 

The previous examination found that the Company was in violation of DC Code, Section 31-
706(c)(3) which states that no less than 1/3 of the directors of a domestic insurer shall be persons 
who are not officers or employees of the insurer or any entity controlling, controlled by, or under 
common control with the insurer. The Company remained in violation of the statute as of the date 
of the current Examination. 

The Company was instructed to come into compliance with this statute. 

It should be noted that subsequently, pursuant to a Shareholder and Board of Directors 
annual meeting minutes and consent dated May 12, 2017, the Company’s Board and 
Shareholder unanimously elected and approved the appointment of Alisa S. Halle as an 
independent director of the Board. Pursuant to a Shareholder and Board of Directors monthly 
meeting minutes and consent dated June 19, 2017, Mrs. Edith F. Schaeffer, Vice President and 
a member of the Board of Directors rendered her resignation from the Board, and the Board 
unanimously accepted her resignation. As a result, the Company has become compliant with 
DC Code, Section 31-706(c)(3). 
 
Lack of Independent Committees of the Board: 
 
Pursuant to DC Code Section 31-706(c)(4) the board of directors of a domestic insurer shall establish 
1 or more committees comprised solely of directors who are not officers or employees of the insurer 
or of any entity controlling, controlled by, or under common control with the insurer, and who are not 
beneficial owners of a controlling interest in the voting stock of the insurer or any such entity. The 
committee or committees shall have responsibility for recommending the selection of independent 
certified public accountants, reviewing the insurer's financial condition, the scope and results of the 
independent audit and any internal audit, nominating candidates for director for election by 
shareholders or policyholders, evaluating the performance of officers deemed to be principal officers 
of the insurer, and recommending to the board of directors the selection and compensation of the 
principal officers. As of the date of the Examination, the Company had not established such a 
committee of the board. 
 

The Company was instructed to come into compliance with this statute.  

It should be noted that subsequently, pursuant to a shareholder and Board of Directors 
annual meeting minutes consent dated May 12, 2017, the Company’s board and shareholder 
unanimously voted to form an independent Audit Committee, and unanimously approved 
the appointment of Alisa S. Halle to the Audit Committee. As a result, the Company has 
become compliant with DC Code Section 31-706(c)(4). 
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Allocation of Expenses 

The Company reported “Loss expenses incurred”, “Other underwriting expenses incurred” and 
“Investment expenses” totaling $122,761, $55,024 and $35,549, respectively. Statement of 
Statutory Accounting Principle No. 70 (SSAP 70) requires property and casualty insurers to 
allocate expenses to “Loss adjustment expenses”, “Investment expenses” and “Other underwriting 
expenses” based on a method that yields the most accurate results. In this regard, SSAP 70 states 
that where specific identification is not feasible, allocation of expenses should be based upon 
pertinent factors or ratios such as studies of employee activities, salary ratios or similar analysis. 
Our examination disclosed that although the Company did not write any insurance business nor 
has any claims or reserves on its books, it allocated the largest amount of expenses totaling 
$122,761 and $55,024 to loss adjustment expenses and other underwriting expenses respectively. 
By allocating expenses to loss adjustment expenses and other underwriting expenses when the 
Company neither incurred losses nor underwrote policies, the Company’s financial statements do 
not accurately reflect the Company’s expenditures. 

It was recommended that the Company allocate its expenses based upon the method that 
yields the most accurate results (i.e., specific identification, studies of employee activities, 
etc.) in accordance with SSAP 70.  

It should be noted that, the Company appears to have corrected the aforementioned 
reporting errors in its subsequent statutory financial statements filings. 

Common capital stock and Treasury stock: 

The Company reported “Common capital stock,” Gross paid in and contributed surplus” and 
“Treasury stock, at cost” totaling $500,000, $200,000, and $2,000,000 respectively in its 2015 
annual statement. Our review of the Company’s corporate records and discussion with 
management indicated that the Company initially issued 50,000 shares in common capital stock 
and subsequently reacquired 25,000 of the shares  in 1996 from a relative of the Company for 
$2,000,000 representing the purchase of that relative’s partnership interest in the Company. The 
25,000 reacquired shares were retired upon purchase. The Company also included and reported 
the retired (cancelled) 25,000 shares with its total issued and outstanding shares of common capital 
stock. 

Statement of Statutory Accounting Principles No. 72 (SSAP No. 72), provides that if a company 
reacquires some of its stock and does not retire those shares, the shares are called treasury stock, 
the cost of acquired stock shall be reported as treasury stock which reduces statutory surplus. 
However, cancellation of treasury stock shall reduce the capital stock account by the par value and 
reduce paid-in or contributed surplus by the excess of cost over par value or stated value. 
Additionally, the total number of outstanding shares should reflect only the number of authorized 
shares that have been issued and are presently held by stockholders. 

In this regard, the respective 25,000 shares that were retired upon purchase for $2,000,000 should 
have not been reported as treasury stock, but rather recorded initially as a reduction to gross paid-
in or contributed surplus by the excess of cost over par value or stated value in accordance with 
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SSAP No. 72. Additionally, the reported total number 50,000 shares as outstanding did not account 
for the retired 25,000 shares and should have reflected only the actual number of authorized shares 
that have been issued and are presently held by stockholders. See Note 3 in the Notes to Financial 
Statement Section of this Report. 

Additionally, in the “Notes to Financial Statements” of the 2015 Annual Statement, the Company 
erroneously stated in Note 13 that it had 50,000 shares authorized, 50,000 shares issued and 25,000 
shares outstanding. However, our review of the Company’s Articles of Incorporation and stock 
ledger records disclosed that it had 100,000 shares authorized, and 25,000 shares issued and 
outstanding. All the other Annual Statements during the period under examination also contained 
this error. 

It was recommend that the Company correct the aforementioned errors and complete 
its Annual Statements in accordance with the District of Columba Law and the NAIC Annual 
Statement Instructions and Statement of Statutory Accounting Principles.  

 
It should be noted that, the Company appears to have corrected the aforementioned 

reporting errors in its subsequent statutory financial statements filings. 
 
Additional Comments and Recommendations 
 
In addition to the above Comments and Recommendations, we made a number of other suggestions 
and recommendations to the Company with regard to record keeping and other procedures relating 
to its operations. These additional suggestions and recommendations were not deemed significant 
for purposes of our Report on Examination, and were included in our Management Letter to the 
Board of Directors of the Company. 
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CONCLUSION 
 

 Our examination disclosed that as of December 31, 2015, the Company had: 

 
Admitted assets $ 1,198,584 
 
Liabilities $ 3,212 
 
Common capital stock $ 250,000 
 
Unassigned funds (surplus)            945,372 
 
Surplus as regards policyholders $ 1,195,372 

 
Total liabilities, capital and surplus $ 1,198,584 

 

Based on our examination, the accompanying balance sheet properly presents the statutory 
financial position of the Company as of December 31, 2015, and the accompanying statement of 
income properly presents the statutory results of operations for the period then ended.  The 
supporting financial statements properly present the information prescribed by the District of 
Columbia Official Code and the NAIC. 

 
Chapters 20 (“RISK-BASED CAPITAL”) and 25 (“FIRE, CASUALTY AND MARINE 

INSURANCE”) of Title 31 (“Insurance and Securities”) of the District of Columbia Official Code 
specify the level of capital and surplus required for the Company. We concluded that the 
Company’s capital and surplus funds exceeded the minimum requirements during the period under 
examination. 
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