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Council Bluffs, Iowa 
January 6, 2017 

 
Honorable Bruce R. Ramge 
Director of Insurance 
Nebraska Department of Insurance 
941 “O” Street, Suite 400 
Lincoln, Nebraska 68508 
 
 
Dear Sir: 
 
 Pursuant to your instruction and authorizations, and in accordance with statutory 

requirements, an examination has been conducted of the financial condition and business affairs of: 

ACCEPTANCE INSURANCE COMPANY 
300 West Broadway, Suite 1600 

Council Bluffs, IA 51503 
 
(hereinafter also referred to as the “Company”) and the report of such examination is respectfully 

presented herein. 

 INTRODUCTION 

 The Company was last examined as of December 31, 2010 by the State of Nebraska.  The 

current financial condition examination covers the intervening period to, and including, the close 

of business on December 31, 2015, and includes such subsequent events and transactions as were 

considered pertinent to this report.  The State of Nebraska participated in this examination and 

assisted in the preparation of this report. 

SCOPE OF EXAMINATION 

This examination was conducted pursuant to and in accordance with both the NAIC 

Financial Condition Examiners Handbook (Handbook) and Section §44-5904(1) of the Nebraska 

Insurance Statues.  The Handbook requires that examiners plan and perform the examination to 

evaluate the financial condition and identify prospective risks of the Company by obtaining 
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information about the Company including, but not limited to: corporate governance, identifying 

and assessing inherent risks within the Company, and evaluating system controls and procedures 

used to mitigate those risks.  The examination also includes assessing the principles used and 

significant estimates made by management, as well as evaluating the overall financial statement 

presentation and management’s compliance with Statutory Accounting Principles and Annual 

Statement Instructions, when applicable to domestic state regulations.  

 A general review was made of the Company’s operations and the manner in which its 

business has been conducted in order to determine compliance with statutory and charter 

provisions.  The Company’s history was traced and has been set out in this report under the 

caption “Description of Company”.  All items pertaining to management and control were 

reviewed, including provisions for disclosure of conflicts of interest of management and the 

departmental organization of the Company.  The Articles of Incorporation and By-Laws were 

reviewed, including appropriate filings of any changes or amendments thereto.  The bi-annual 

reports submitted by the Special Deputy Rehabilitator were read and noted.   

 The fidelity bond and other insurance coverages protecting the Company’s property and 

interests were reviewed, as were plans for employee welfare and pension.  Certificates of 

Authority to conduct the business of insurance in the various states were inspected and a survey 

was made of the Company’s general plan of operation. 

 Data reflecting the Company's growth during the period under review, as developed from 

the Company's filed annual statements, is reflected in the financial section of this report under 

the caption "Body of Report". 

 The Company's reinsurance facilities were ascertained and noted, and have been 

commented upon in this report under the caption "Reinsurance".  Accounting records and 
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procedures were tested to the extent deemed necessary through the risk-focused examination 

process.  The Company’s method of claims handling and procedures pertaining to the adjustment 

and payment of incurred losses were also noted. 

All accounts and activities of the Company were considered in accordance with the risk-

focused examination process.  This included a review of workpapers prepared by BKD, LLP, the 

Company’s external auditors, during their audit of the Company’s accounts for the years ended 

December 31, 2014 and 2015.  Portions of the auditor’s workpapers have been incorporated into 

the workpapers of the examiners and have been utilized in determining the scope and areas of 

emphasis in conducting the examination.  This utilization was performed pursuant to Title 210 

(Rules of the Nebraska Department of Insurance), Chapter 56, Section 013. 

 Any failure of items to add to the totals shown in schedules and exhibits appearing 

throughout this report is due to rounding. 

 DESCRIPTION OF COMPANY 

HISTORY 

 The Company was incorporated under the laws of the State of Nebraska on October 25, 

1979, under the name of Insurance Acceptance Company, with its Home Office located in Omaha, 

Nebraska and licensed to commence the business of insurance as a capital stock casualty company 

on January 10, 1980. 

 The Company was originally funded with the issuance of 250,000 shares of stock to Gary O. 

Gross, the sole shareholder.  Through a series of exchange agreements, conversions and name 

changes, all with regulatory approval, control of the Company transferred to Acceptance Insurance 

Holdings, Inc. (Holdings) on April 3, 1986. 
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 On April 12, 1990, the Company was purchased by Stoneridge Resources, Inc. (Stoneridge). 

The acquisition was made pursuant to an Agreement and Plan of Merger dated August 8, 1989 

between Stoneridge Acquisition Corporation, a wholly owned subsidiary of Stoneridge capitalized 

to accomplish the transaction, and Holdings, the Company's parent.  As set forth in the Agreement, 

Stoneridge Acquisition Corporation was merged into Holdings, with Holdings being the surviving 

corporation and wholly owned by Stoneridge.  This transaction was set forth and accomplished in 

accordance with a "Form A - Statement Regarding the Acquisition of Control of or Merger With a 

Domestic Insurer" filed by Summit Resources, Inc. (Summit) on November 7, 1989, with 

supplements thereto dated December 22, 1989 and January 9, 1990.  Summit was a privately held 

Michigan holding company, owning 33% of the stock of Stoneridge.  Regulatory authority was 

granted by the Nebraska Department of Insurance through an "Order Approving Acquisition Cause 

No. C643" on January 18, 1990.  This authorization was conditioned upon the contribution of not 

less than $3,500,000 in authorized assets to the Company upon closing. 

 In December 1992, Stoneridge elected to discontinue its non-insurance operations, move its 

home office from Detroit, Michigan to Omaha, Nebraska, elevate Holdings management to head 

operations and change the Stoneridge name to Acceptance Insurance Companies Inc. 

 During 2000, the Company’s parent, Holdings, was merged into its parent, Acceptance 

Insurance Companies Inc. 

 Effective July 1, 2001, the Company’s wholly owned subsidiary, Acceptance Indemnity 

Insurance Company (AIIC), was sold to the McM Corporation (McM). 

 On December 20, 2002, the Company was placed under supervision by the Nebraska 

Department of Insurance.  The Director of Insurance had reasonable cause to believe that the 

Company was in hazardous financial condition as defined in Nebraska Insurance Regulations. 
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 On April 10, 2008 the Company was determined to be in such condition that the further 

transaction of business would be hazardous financially to its insureds, creditors or the public.   

Accordingly, an Order of Rehabilitation was entered by the District Court of Lancaster County with 

the Company’s consent.  The Director of Insurance for the State of Nebraska, and her successors in 

office, was appointed Rehabilitator and was granted all the powers of the Directors, Officers and 

managers of the insurer. 

 The Amended Articles of Incorporation provide that the Company's duration is perpetual. 

MANAGEMENT AND CONTROL 

 Holding Company  

The Company is a member of an insurance holding company system as defined by 

Nebraska Statute.  The Company is a wholly owned subsidiary of Acceptance Insurance 

Companies Inc., as reported in the 2015 Annual Statement.  

Shareholder 

 Article V of the Company's Articles of Incorporation provides that, "the aggregate number 

of shares which the Corporation has authority to issue is One Million (1,000,000) shares at a par 

value of Ten Dollars ($10.00) per share."  At the date of this examination, 561,952 shares were 

issued and outstanding, and all said shares were owned by Acceptance Insurance Companies Inc. 

 Common capital stock, gross paid in and contributed surplus remained unchanged during 

the period covered by this examination.   

 Dividends to stockholders from inception of the Company consisted of cash distributions of 

$900,000 and $2,573,696 declared in 1989 and 1991 respectively.   No dividends to stockholders 

were paid during the examination period. 



6 
 

 Article II, Section I of the By-Laws states, "the annual meeting of the shareholders shall be 

held on the date and time, and at the place, as determined by resolution of the Board of Directors for 

the purpose of electing Directors and for the transaction of such other business as may come before 

the meeting."  No meetings have been held since the Company was placed under an Order of 

Rehabilitation. 

 Surplus Note  

  On September 29, 1995, a surplus debenture was issued in the amount of $20,000,000 to 

Acceptance Insurance Companies Inc. in exchange for cash.  The rate of interest established is at 

9% annually.  Upon dissolution of the Company, the principal and interest of this surplus note 

shall be payable only from the Company’s surplus.  The surplus note does not further address 

any subordination terms or liquidation preferences.  The principal can be paid only when the 

amount of surplus of the Company over all liabilities is double that of the amount of the principal 

then being paid.  Principal and interest payments require Nebraska Department of Insurance 

approval as of December 20, 2002; the date the Company was placed into supervision.  Total 

interest paid before being placed into supervision amounted to $12,590,000.  Interest has not 

been paid since the 4th quarter 2002.  Total unapproved interest to date totals $23,850,000.  

 Board of Directors and Officers 

 On April 10, 2008, the Company was determined to be in such condition that the further 

transaction of business would be hazardous financially to its insureds, creditors or the public.   

Accordingly, an Order of Rehabilitation was entered by the District Court of Lancaster County with 

the Company’s consent.  The Director of Insurance for the State of Nebraska, and her successors in 

office, was appointed Rehabilitator and was granted all the powers of the Directors, Officers and 

managers of the insurer. 
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 On the same day, the Director of Insurance for the State of Nebraska appointed Michael J. 

FitzGibbons of FitzGibbons & Company, Inc. as Special Deputy Rehabilitator.  The Special Deputy 

Rehabilitator then appointed John L. Gaines as the Senior Vice President of Operations and 

Secretary and William R. Baxter as the Senior Vice President of Finance and Treasurer. 

TERRITORY AND PLAN OF OPERATION 

 In the first quarter of 2000, the Company transferred the renewal rights to all business 

previously produced and serviced by the Company’s Scottsdale, Arizona office and its Long Haul 

Trucking business to other insurance companies.  During 2001, the Company discontinued or sold 

all remaining business.  Additionally, in 2001, as part of its strategy to discontinue its property and 

casualty insurance business, the Company sold its wholly owned insurance subsidiary, AIIC. 

 The Director of the Nebraska Department of Insurance entered an administrative Order of 

Supervision with respect to the Company on December 20, 2002, which the Company operated 

under until placed under Rehabilitation on April 10, 2008.  Under the Order of Supervision, the 

Company was required to pay all costs incurred by the Supervisor, the Company could not accept or 

renew any insurance business and could not perform any activities beyond those that were routine in 

the day-to-day conduct of its run-off business without prior approval of the Director or Supervisor.   

 Under the aforementioned Order of Rehabilitation, the Company continues to manage its 

run-off of discontinued and sold businesses. 

REINSURANCE 

 As the Company discontinued all of its business during 2001, the following information 

relates to historical reinsurance agreements. 

 The Company’s accounting system is established by profit center.  A profit center is a book 

of business that exists within a specific sector or niche of an overall line of business or may further 
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represent the book of a designated producer.  Reinsurance is placed by profit center primarily 

through quota share agreements.  Excess and catastrophe layers generally provide cover for all 

profit centers classified as either property or casualty. 

 The Company assumed and ceded its insurance business.  An overview of its reinsurance 

program is summarized below. 

 Assumed  

 Business is assumed from former affiliates as follows: 

1. AIIC - effective January 1, 1995, covered 100% of net liability from Workers 

Compensation and Employers Liability in the State of Minnesota. 

2. AIIC and Acceptance Casualty Insurance Company (ACIC)– As of July 1, 2001, the 

Company sold its wholly owned insurance company, AIIC, to McM, a Raleigh, 

North Carolina based insurance holding company.  Additionally, Acceptance 

Insurance Companies Inc. sold its wholly owned insurance company, ACIC to 

McM.  The Company reinsured 100% of the business for policies issued prior to 

May 1, 2001.  Any subsequent business written on AIIC or ACIC paper, for which 

the Company produced and managed, was assumed by the Company with a 100% 

quota share agreement.   

As of December 31, 2015, approximately $4.3 million of bonds and $0.1 million of 

short-term investments are in trust and pledged to McM and its affiliates to secure 

the Company’s obligations under the reinsurance agreements.  The total amount of 

pledged assets has been non-admitted as the funds are not readily available to meet 

policyholder obligations.  Under these reinsurance agreements, the Company 

assumed business from AIIC and ACIC after cessions to 3rd party reinsurers (AIIC 
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Reinsurers).  The Company provided various indemnities to AIIC and ACIC.  The 

Company would be required to reimburse AIIC and ACIC for any amounts where 

the AIIC Reinsurers fail to meet their obligations.  The indemnities do not have a 

specified term and remain in place until all claims are settled and amounts from the 

AIIC Reinsurers are collected.  At December 31, 2015, AIIC and ACIC ceded loss 

and loss adjustment expense reserves to these AIIC Reinsurers, which are not 

included on the balance sheet of the Company, totaled approximately $5.6 million. 

3. Redland Insurance Company (Redland) – Acceptance Insurance Companies Inc. 

sold its wholly owned insurance subsidiary, Redland, to Clarendon National 

Insurance Company (Clarendon) effective as of July 1, 2000.  Note that Redland was 

merged with Praetorian Insurance Company in 2010.  The transaction included the 

appointment of the Company as producer and administrator for the business the 

Company wrote through Clarendon and Redland.  The Company reinsured 100% of 

the business for policies issued prior to the sale of Redland to Clarendon through the 

pooling agreement.  Any subsequent business written on Redland or Clarendon 

paper, for which the Company produced and managed, was assumed by the 

Company with a 100% quota share agreement.   

 At December 31, 2015, approximately $6.4 million of bonds and $0.1 million of 

short-term investments are in trust and pledged to Clarendon and Redland to secure 

the Company’s obligations under reinsurance agreements.  The total amount of 

pledged assets has been non-admitted as the funds are not readily available to meet 

policyholder obligations.  Under these reinsurance agreements, the Company 

assumed business from Clarendon and Redland after cessions to 3rd party reinsurers 
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(Clarendon Reinsurers).  The Company provided various indemnities to Clarendon 

and Praetorian.  The Company would be required to reimburse Clarendon and 

Praetorian for any amounts where the Clarendon Reinsurers fail to meet their 

obligations.  The indemnities do not have a specified term and remain in place until 

all claims are settled and amounts from the Clarendon Reinsurers are collected.  At 

December 31, 2015, Clarendon and Redland ceded loss and loss adjustment expense 

reserves from Clarendon Reinsurers, which are not included on the balance sheet of 

the Company, totaled approximately $23.9 million.  In March 2003, the Company 

and Clarendon agreed to a Master Collateral Agreement which supersedes previous 

agreements with respect to the minimum pledged assets to be included in the trust 

and the methodology for releasing these pledged assets from the trust.  In general, 

the minimum amount to be included in the trust account is based upon the greater of 

1) certain percentages of loss and loss adjustment expense reserves assumed by the 

Company from Clarendon and Redland and reinsurance recoverables from 

Clarendon Reinsurers for which the Company is contingently liable or 2) 70% of the 

Bond Requirement. 

4. AIIC and Clarendon Reinsurers - The balance sheet reinsurance exposure of $5.6 

million and $23.9 million from AIIC Reinsurers and Clarendon Reinsurers, 

respectively, is primarily comprised of reinsurance exposure under the ISA program, 

FRO and Minnesota workers’ compensation programs.   The ISA Program is a 

workers’ compensation program written primarily in California from March of 1999 

through October of 2001. The reinsurance structure provides for a $1 million quota 

share for each treaty period and the Company retains 6% of the quota share on the 
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final treaty period.  In addition to the quota share treaty, there are excess reinsurance 

treaties from $1 million to statutory limits with Midwest Employers Casualty 

Company.  The FRO Program is a workers’ compensation program written entirely 

in California from April of 1999 through December 2001.  The reinsurance was 

comprised of excess of loss reinsurance above $100,000 for the period through April 

2001, and excess of loss reinsurance above $1,000,000 from May 2001 through 

December 2001.  The Minnesota Worker’s Compensation Program was reinsured by 

the Workers’ Compensation Reinsurance Association under excess of loss 

reinsurance treaties.  The excess of loss treaties had various attachment points that 

ranged from $190,000 to $1,040,000 during the time period from 1989 through 

1997. 

 Ceded  

 Business written under the Acceptance Risk Manager’s Program (ARM) is classified as 

Other and Products Liability and was written on an excess and surplus lines basis.  The reinsurance 

varied from year to year with underlying quota share treaties where the Company retained a portion 

and 100% excess of los protection above the quota share.  The reinsurance currently in place, after 

commutations, is as follows: 

 From:  4/01/91  4/01/93  4/01/94  4/01/96  4/01/98 
 To:  3/31/93  3/31/94  3/31/96  3/31/98  4/01/00 
 Q/S Limits: $1,000,000 $500,000 $500,000 $1,000,000 $200,000 
 Cession: 50%  30%  26.25% 50-48% 45.6% 
 
 The Company wrote various lines of business through it General Agents Program.  The 

business classified as liability was reinsured under the following per occurrence casualty excess 

layers: 
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 First Excess $     500,000 xs $     500,000 
 Second Excess 5,000,000 xs 1,000,000 
 Third Excess Clash 4,000,000 xs 6,000,000 
 Fourth Excess Clash 10,000,000 xs 10,000,000 
 
 Business classified as Public Entity and produced by US Risk Underwriters is reinsured 

by a 29% quota share for the first $500,000 net of excess treaty or facultative reinsurance. 

 Certain discontinued lines of business were subject to a 100% Discontinued Lines Quota 

Share treaty which commenced in December of 1998 and ran through December of 1999. 

  Certain lines of business were sold to AIIC and ACIC as part of the previous sale of the 

Company.  As part of the agreement, the Company ceded its unearned premium under a 100% 

quota share agreement whereby AIIC assumed 50% and ACIC assumed 50%.  Additionally, the 

Company allowed AIIC and ACIC to utilize its paper for a transitional period during which the 

Company ceded 50% to AIIC and 50% to ACIC under a 100% quota share agreement. 

 Pooling 

 In prior years, the Company had entered into pooling agreements with its affiliates, AIIC, 

Redland and ACIC. 

 As of December 31, 2015 the only remaining participant in the pooling agreement was 

Redland.  Redland participates on a run-off basis for business issued prior to July 1, 2000.  The 

Company’s participation for the pooling agreement at December 31, 2015 is 100%. 

 Commutation 

  As of December 31, 2011, Global Reinsurance Company (GRC) was one of the largest 

credit risks to the Company.  During the second quarter of 2012, the Company and GRC reached an 

agreement to commute all reinsurance balances of $4.3 million.  The $4.3 million was received by 

the Company on June 29, 2012.  The commutation had no impact to surplus. 
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 General 

  The Company's reinsurance portfolio consisted of additional agreements for ceding or 

assuming specific lines of business on an automatic or facultative basis and includes others on a run-

off basis.  All of the foregoing cover notes and agreements indicated or contained appropriate 

insolvency clauses and termination provisions providing for adequate notice of cancellation, as well 

as intermediary clauses, as necessary.  Also, most of the agreements indicated they were issued to 

the Company and one or more of its former affiliates, jointly, as the reinsured. 

BODY OF REPORT 

GROWTH 

 The following comparative data reflects the growth of the Company during the period 

covered by this examination:  

                                           2011 2012 2013 2014 2015 

Bonds  $24,346,791 $26,442,432 $24,468,354 $23,790,138 $11,099,465 
Admitted assets            29,837,575 33,600,678 31,420,138 29,333,957 16,085,217 
Loss reserves 7,283,468 7,612,219 5,337,966 4,349,263 3,674,998 
Loss adjustment expenses 8,081,607 8,191,703 7,362,826 6,858,036 5,783,931 
Total liabilities 35,289,511 36,459,446 33,149,260 32,113,396 12,977,576 
Capital and surplus (5,451,936) (2,858,768) (1,729,122) (2,779,439) 3,107,641     
Losses incurred (231,805) (1,527,909) (2,039,538) (663,915) (162,988) 
Loss expenses incurred (784,578) (1,995,587) (142,255) 21,686 (121,766) 
Underwriting gain 806,306 (1,648,112) (293,461) 1,207,329 (5,131,350) 
Net investment income 472,650 371,470 256,790 210,998 209,294 
Net income (331,971) 2,027,609 546,726 (954,982) 5,265,415 
 
FINANCIAL STATEMENTS 

 The following financial statements are based on the statutory financial statements filed by 

the Company with the State of Nebraska Department of Insurance and present the financial 

condition of the Company for the period ending December 31, 2015. The accompanying 

comments on financial statements reflect any examination adjustments to the amounts reported 
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in the annual statements and should be considered an integral part of the financial statements. A 

reconciliation of the capital and surplus account for the period under review is also included.  

FINANCIAL STATEMENT 
 December 31, 2015 
 
Assets Net 
  Assets Not Admitted 
 Assets Admitted Assets 
 
Bonds $21,800,104 $10,700,639 $11,099,465 
Cash and short-term investments     3,284,738        199,055     3,085,683 
 
Subtotal, cash and invested assets $25,084,842 $10,899,694 $14,185,148 
 
Investment income due & accrued   123,417  123,417 
Uncollected premiums in course of collection           (12,591)                                  (12,591) 
Amounts recoverable from reinsurers                    1,789,243  1,789,243 
Electronic data processing equipment & 
   software                                                                       5,783 5,783 
Furniture and equipment                                                7,547                     7,547 
Prepaids                                                                       24,525                   24,525 
Other receivables                                                      123,492                 123,492 
Receivable – Praetorian Insurance Company         1,401,590           1,401,590                      . 
 
Totals $28,547,848 $12,462,631 $16,085,217 
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Liabilities, Surplus, and Other Funds 
 
Losses                             $  3,674,998 
Loss adjustment expenses 5,783,931 
Commissions payable, contingent commissions                                                                 (830,415) 
Other expenses                                                                                                                      618,144 
Taxes, licenses and fees                                                                                                        242,550 
Current federal income taxes                                                                               37,637 
Provision for reinsurance                                                                                                    3,128,512 
Payable – Clarendon National 254,587 
Payable – Acceptance Indemnity Insurance Company          67,632                                                  
 
Total liabilities $12,977,576 
 
Common capital stock $  5,619,520 
Surplus notes 20,000,000 
Gross paid in and contributed surplus 67,467,931 
Unassigned funds (surplus) (89,979,810) 
 
Total capital and surplus $  3,107,641 

Total liabilities, surplus and other funds $16,085,217 
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STATEMENT OF INCOME – 2015 

Underwriting Income 
 
Premiums earned       $                0 
 
Losses incurred (162,988) 
Loss adjustment expenses incurred (121,766) 
Other underwriting expenses incurred 1,490,469 
Granite Re / Continental   (6,337,065) 
 
Total underwriting deductions $(5,131,350) 
 
Net underwriting gain   $ 5,131,350 
 
Investment Income 
 
Net investment income earned $     222,836 
Net realized capital gain        (13,542) 
 
Net investment gain $    209,294 

Other Income 
 
Miscellaneous income $             46 
 
Total other income $             46 
 
Net income before federal income taxes $ 5,340,690 
Federal income taxes incurred         75,275 
 
Net income $ 5,265,415 
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CAPITAL AND SURPLUS ACCOUNT 
 
 2011  2012 2013 2014 2015 

Capital and surplus, 
   beginning     $(6,698,689)  $(5,451,936) $(2,858,768) $(1,729,123) $(2,779,439) 
 
Net income  $   (331,971)  $ 2,027,609 $     546,726 $   (954,982) $ 5,265,415 
 
Change in  
   Nonadmitted assets 1,686,018 460,509 1,033,948 (188,997) 569,125 
 
Change in provision  
   For reinsurance      (107,294)       105,050       (451,029)           93,662         52,540 
 
Net change for the  
   year $ 1,246,753 $ 2,593,168 $ 1,129,645 $(1,050,317) $ 5,887,080 
 
Capital and surplus, 
   ending $(5,451,936) $(2,858,768) $(1,729,123) $(2,779,439) $ 3,107,641 
 
EXAMINATION CHANGES IN FINANCIAL STATEMENTS 
 
 Unassigned funds (surplus) in the amount of $(89,979,810), as reported in the Company's 

2015 Annual Statement has been accepted for examination purposes.  Examination findings, in 

the aggregate, were considered to have no material effect on the Company’s financial condition. 

COMPLIANCE WITH PREVIOUS RECOMMENDATIONS 
 
 No recommendations were made as a result of the previous examination. 

COMMENTARY ON CURRENT EXAMINATION FINDINGS 

 There are no comments or recommendations that have been made as a result of this 

examination. 
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SUBSEQUENT EVENT(S)  

Clarendon Funds Release 

 On July 28, 2016, the Company was informed by Clarendon that there was a release of 

funds approval from the trust in the amount of $1,314,000.  On December 8, 2016 the Company 

confirmed with the examiners that a market value of bonds in the amount of $1,159,851 was 

transferred into their investment account.  On December 12, 2016, the remaining $154,149 in 

cash was transferred into the Company’s cash account. 

SUMMARY OF COMMENTS AND RECOMMENDATIONS 

 There were no findings warranting comments a result of this examination. 
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