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Washington, D.C.
March 9, 2015
Honorable Stephen C. Taylor
Acting Commissioner
Department of Insurance, Securities and Banking
Government of the District of Columbia
810 First Street, NE, Suite 701
Washington, D.C. 20002

Dear Acting Commissioner Taylor:
In accordance with Section 31-3931.14 of the District of Columbia Official Code, we have
examined the financial condition and activities of

VSC Re Company
hereinafter referred to as “the Company” or “VSC Re.”

SCOPE OF EXAMINATION
This full-scope examination, covering the period from October 28, 2008 through December
31, 2013 including any material transactions and/or events noted occurring subsequent to
December 31, 2013, was conducted by the District of Columbia Department of Insurance,
Securities and Banking (“the Department”).
Our examination was conducted in accordance with examination procedures established by
the Department, and included a review of the Company’s business policies and practices,
management and corporate matters, a verification and evaluation of assets and a determination of
the existence of liabilities. In addition, our examination included tests to provide reasonable
assurance that the Company was in compliance with applicable laws, rules and regulations. In
planning and conducting our examination, we gave consideration to the concepts of materiality
and risk, and our examination efforts were directed accordingly.
The Company was audited annually by an independent public accounting firm. The firm
expressed unqualified opinions on the Company's financial statements for the calendar years
2008 through 2013. We placed substantial reliance on the audited financial statements for
calendar years 2008 through 2012, and consequently performed only minimal testing for those
periods. We concentrated our examination efforts on the year ended December 31, 2013. We
obtained and reviewed the working papers prepared by the independent public accounting firm
related to the audit for the year ended December 31, 2013. We placed reliance on the work of
the auditors and directed our efforts, to the extent practical, to those areas not covered by the
firm's workpapers.
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STATUS OF PRIOR EXAMINATION FINDINGS
This is the first full scope financial examination of the Company.
HISTORY
General:
The Company was incorporated and commenced business on October 28, 2008 as a captive
insurance company in the District of Columbia under the District’s captive insurance laws. The
Company was formed by and is wholly-owned by Credit Acceptance Corporation (CAC), a
publically traded company.
CAC’s primary business involves providing vehicle loans to consumers. In addition to
providing vehicle loans, CAC also provides for vehicle service contracts through contractual
arrangements with third-party administrators. The Company was formed to provide reinsurance
coverage on insurance policies issued to cover certain contractual liabilities under these vehicle
service contracts.
Ownership:
The Company was authorized to issue a total of 100,000 shares of common stock, no par
value. CAC owns 100 percent of the common stock, and is the sole owner of the Company. As
of December 31, 2013, 100,000 authorized no par value shares, which were initially issued for
$500,000 in 2008, were issued and outstanding.
Dividends and Distributions:
The Company paid the following dividends during the years under examination.
dividends were approved by the Department:
Year

Amount of Dividend

2010

$3.0 million

2011

$3.7 million

2012

$2.2 million

2013

$6.2 million
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All

MANAGEMENT
Board of Directors:
The Company’s directors serving as of December 31, 2013 are as follows:
Name

Affiliation

Kenneth S. Booth, Chairman

Chief Financial Officer
Credit Acceptance Corporation

Charles A. Pearce

Chief Legal Officer
Credit Acceptance Corporation

Jay D. Martin

Senior Vice President, Accounting and Financial Reporting
Credit Acceptance Corporation

Officers:
The Company’s officers serving as of December 31, 2013 are as follows:
Name

Position

Kenneth S. Booth

President

Charles A. Pearce

Secretary

Douglas W. Busk

Treasurer

Jay D. Martin

Vice President, Finance and Accounting

Committees:
As of December 31, 2013, there were no committees established by the Company’s board of
directors.
Conflicts of Interest:
The Company has an established procedure for the disclosure of any material interest or
affiliation on the part of its directors, officers and key management personnel. Our review of the
conflict of interest statements signed by the Company’s directors and officers for the period
under examination disclosed that there were no conflicts of interest reported that would
adversely impact the Company. Furthermore, no additional conflicts of interest were identified
during our examination.
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Corporate Records:
We reviewed the minutes of the meetings of the board of directors and shareholder for the
period under examination. Based on our review, it appears that the minutes have documented
the review and approval of the Company's significant transactions and events.

CAPTIVE MANAGER
Atlas Management, LLC (“Atlas”) has been the Company’s captive insurance manager since
incorporation and manages regulatory compliance issues pursuant to a management agreement.

AFFILIATED PARTIES AND TRANSACTIONS
CAC provides accounting and reporting services, record retention and other management
services pursuant to a service agreement. During 2013, the Company paid CAC $180,000 for
services under this agreement.

FIDELITY BOND AND OTHER INSURANCE
The Company has no employees and therefore did not maintain fidelity bond coverage.

PENSION AND INSURANCE PLANS
The Company has no employees and therefore has no employee pension or insurance plans.

STATUTORY DEPOSITS
As of December 31, 2013, the Company did not have any statutory deposits in the District of
Columbia and was not required to maintain any such deposits. In addition, the Company was not
required to maintain statutory deposits with any other jurisdictions.

TERRITORY AND PLAN OF OPERATION
As of December 31, 2013, the Company is licensed as a captive insurance company in the
District of Columbia. VSC Re provides reinsurance coverage on insurance policies issued to
cover certain contractual liabilities under vehicle service contracts distributed by CAC and its
administrators. These insurance policies are/were issued by Dealers Assurance Company
(“DAC”) and Wesco Insurance Company (“Wesco”), which are both licensed insurers in almost
all states and the District of Columbia. The Company assumed 100 percent of DAC and Wesco
liabilities under all policies that cover the liabilities arising under these service contracts, which
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are marketed by and sold through automobile dealers (third party administrators) that participate
in the CAC financing program. During 2013, VSC Re assumed premiums totaling $58.2 million.
The Company has no employees and its business operations are managed by CAC and
various third party service providers. During the examination period and as of the date of this
report, the Company’s captive insurance manager, Atlas, provided the Company with regulatory
filings services at its offices in Washington, D.C. Accounting, reporting and administration
functions, including accounting and records retention services are provided to the Company by
its parent company, CAC, located in Southfield, Michigan.

REINSURANCE
Assumed Business:
Effective October 31, 2008, the Company entered into a reinsurance agreement with Wesco.
Under the agreement, the Company reinsured 100 percent of Wesco’s liabilities under all
policies issued by Wesco covering liabilities arising under service contracts administered by
Warrantech Automotive, Inc. and sold through automobile dealers that participated in the CAC
financing program. CAC terminated its arrangement with Warrantech Automotive, Inc. and no
reinsurance premiums have been assumed from Wesco since October 31, 2009. As of December
31, 2013, VSC Re had no reinsurance in force and no liabilities related to the business previously
assumed from Wesco.
Effective October 31, 2008, the Company also entered into a reinsurance agreement with
DAC. Under the agreement, the Company reinsured 100 percent of DAC’s liabilities under all
policies issued by DAC covering liabilities arising under service contracts administered by First
Automotive Service Corporation and sold through automobile dealers that participate in the CAC
financing program.
Our review of Company’s reinsurance treaties disclosed no unusual terms or provisions.
Both ceding insurers utilized during the period are rated “A-” or better by A.M. Best.
Ceded Business:
There were no reinsurance premiums ceded during the examination period.

ACCOUNTS AND RECORDS
The primary location of the Company’s books and records is at the offices of its parent
company, CAC, in Southfield, Michigan.
The Company’s general accounting records consist of an automated general ledger and
various subsidiary ledgers. Our examination did not disclose any significant deficiencies within
these records.
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SUBSEQUENT EVENT
On July 10, 2014, the Department approved a $4.0 million dividend distribution.
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FINANCIAL STATEMENTS
The following financial statements, prepared in accordance with accounting practices
generally accepted in the United States (“GAAP”), reflect the financial condition of the
Company as of December 31, 2013 as determined by this examination:

STATEMENT
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The accompanying Notes to Financial Statements are an integral part of these Financial
Statements.
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BALANCE SHEET
ASSETS

December 31, 2013
(In $ thousands)
Bonds

$

25,050

Cash

4,578

Savings and Certificate of Deposit

4,602

Other Invested Assets – Commercial Paper

23,959

Subtotal, Cash and Invested Assets (NOTE 1)

58,189

Investment Income and Due and Accrued

110

Accounts and Premiums Receivable

1,539

Deferred Tax Asset

2,712

Deferred Acquisition Cost

1,169

Total

$
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63,719

LIABILITIES, SURPLUS AND OTHER FUNDS

December 31, 2013
(In $ thousands)
Losses and Loss Adjustment Expenses Reserves (NOTE 2)

$

Reinsurance Payable on Paid Losses & Loss Adjustment Expenses

1,733
9

Commissions, Expenses and Fees Payable

131

Unearned Premiums

42,405

Amounts Due to Affiliates

1,040

Total Liabilities

45,318

Capital and Surplus

500

Unrealized Gain (Loss) on Investments

(217)

Surplus (Accumulated Earnings)

18,118

Total Capital and Surplus

18,401

Total Liabilities, Capital and Surplus

$
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63,719

STATEMENT OF INCOME

2013
(In $ thousands)
UNDERWRITING INCOME
Net Premiums Earned

$

DEDUCTIONS
Net Losses Incurred

51,482

40,789

General and Administrative

1,665

Total Underwriting Expenses

42,454

Underwriting Profit

9,028

INVESTMENT INCOME
Net investment income

247

Other Expenses

(36)

Income Before Dividends and Taxes

9,239

Federal Taxes

3,234

Net Income

$
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6,005

CAPITAL AND SURPLUS ACCOUNT
In $ Thousands
Initial capital
Net income, 2008
Net change in surplus as regards policyholders, 2008

$

500
1,369
1,869

Surplus as regards policyholders, December 31, 2008

1,869

Net income, 2009
Net change in surplus as regards policyholders, 2009

8,121
8,121

Surplus as regards policyholders, December 31, 2009

9,990

Net income, 2010
Dividends paid
Net change in surplus as regards policyholders, 2010

5,400
(3,000)
2,400

Surplus as regards policyholders, December 31, 2010

12,390

Net income, 2011
Dividends paid
Net change in surplus as regards policyholders, 2011

5,371
(3,700)
1,671

Surplus as regards policyholders, December 31, 2011

14,061

Net income, 2012
Net unrealized capital gains (losses)
Dividends paid
Net change in surplus as regards policyholders, 2012

6,952
(100)
(2,200)
4,652

Surplus as regards policyholders, December 31, 2012

18,713

Net income, 2013
Net unrealized capital gains (losses)
Dividends paid
Net change in surplus as regards policyholders, 2013

6,005
(117)
(6,200)
(312)

Surplus as regards policyholders, December 31, 2013

$

18,401

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 OF THE COMPANY
The comparative financial position of the Company for the periods under examination is as
follows (in $ thousands):
2013
Assets

$

63,719

2012
$

2011

58,170

$

2010

49,278

$

2009

40,172 $

43,869

2008
$

35,520

Liabilities

45,318

39,457

35,217

27,782

33,879

33,651

Capital and surplus

18,401

18,713

14,061

12,390

9,990

1,869

Net written premium

58,163

50,457

47,595

34,526

29,100

23,518

Net earned premium

51,482

47,068

39,835

31,132

27,729

3,708

247

9

17

97

157

70

5,371 $

5,400 $

Net investment income
Net income

$

6,005

$

6,952

$

8,121 $

1,369

Note:
Amounts in the preceding financial statements for the years ended December 31, 2008
through December 31, 2012 were taken from the Company’s Annual Statements as filed with the
Department. Amounts for the year ended December 31, 2013 are amounts per examination.
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NOTES TO FINANCIAL STATEMENTS

NOTE 1 – Cash and Invested Assets:
As of December 31, 2013, the Company reported $58.189 million in cash and invested assets.
Of this total amount, $54.829 million ($1.218 million in cash and $53.611 million in bonds,
savings and certificate of deposit and commercial paper) are held in trust accounts for the benefit
of the insurers from which the Company assumes reinsurance.

NOTE 2 – Losses and Loss Adjustment Expenses Reserves:
As of December 31, 2013, the Company reported “Losses” and “Loss adjustment expenses”
reserves totaling $1.733 million. These reserves represent management’s best estimate of the
amounts necessary to pay all claims and related expenses that have been incurred but are still
unpaid as of December 31, 2013.
The methodologies utilized by the Company to compute reserves, and the adequacy of the
losses and loss adjustment expenses reserves as of December 31, 2013, were reviewed as part of
our examination. As part of our review, we relied on the Company’s independent actuary who
concluded that the Company’s reserves appeared to be sufficient. In addition, as part of our
review of the Company’s reserves, we contracted an independent actuary to review the methods
employed, assumptions relied upon, and conclusions reached by the Company’s independent
actuary. The contracted independent actuary utilized in our examination concluded that the
methods employed, assumptions relied upon, and conclusions reached by the Company’s
independent actuary appeared reasonable as of December 31, 2013.
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COMMENTS AND RECOMMENDATIONS
During our examination, no issues warranting comments or recommendations in this
examination report were noted.
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