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PEARCE DECL. ISO MOTION FOR APPROVAL OF YOSEMITE SETTLEMENT (21STCP01655) 
 

I, Scott Pearce, declare: 

1. I am the Senior Estate Trust Officer of the Conservation and Liquidation Office 

(CLO), which the Insurance Commissioner of the State of California (Commissioner) is using to 

conduct the liquidation of Western General Insurance Company (Western General).  In that 

capacity, I was appointed Liquidation Manager of Western General and I am familiar with the 

conservation and the continuing liquidation of Western General.  I have personal knowledge of 

the facts recited herein, and if called and sworn, would competently so testify. 

2. As part of Western General’s operations, it entered into reinsurance agreements with 

third-party insurers to cede risk to these insurers in order to limit Western General’s exposure to 

losses from insurance policies it had issued. Through these agreements, the third-party insurers 

indemnify Western General for a proportional share of policy limits and related claims adjustment 

expenses in exchange for a portion of the premiums paid for those policies. These agreements are 

commonly referred to as “quota share” reinsurance contracts or treaties and the third-party 

insurers accepting a proportional share of the risk are commonly called reinsurers. Western 

General had quota share contracts in place to limit Western General’s exposure to losses on its 

personal auto policies.  

3. On May 21, 2014, Western General entered with Yosemite Insurance Company 

(Yosemite)1 into an Automobile Quota Share Reinsurance Agreement (the Reinsurance 

Agreement). In essence, the original Reinsurance Agreement provided that Yosemite would 

assume 40% of the loss on reinsured policies, subject to certain limitations, in exchange for 40% 

of premiums paid by policyholders on those policies. Those percentages changed significantly 

during the life of the agreement. The Reinsurance Agreement also provided for a “ceding 

commission.” The ceding commission provides for Western General to retain a percentage of the 

premiums to which Yosemite was entitled under the Reinsurance Agreement. The ceding 

commission was subject to adjustment based on the actual losses experienced on the policies. In 

effect, the larger the loss on the policies, the lower the amount of premiums Western General was 
                                                           

1 Yosemite is the successor to Fletcher Reinsurance Company. Fletcher Reinsurance 
Company was previously known as Maiden Reinsurance Company. For clarity, all references are 
to Yosemite even if at the time of the events described it had a different name. 
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entitled to retain (a slide adjustment). The slide adjustment was calculated on a yearly basis (a 

treaty year) and, when the losses caused the premiums that Western General was entitled to retain 

to slide down to a lower percentage than the default percentage set by the Reinsurance 

Agreement, those premiums would have to be paid to Yosemite as a return commission. Starting 

in 2015, Western General incurred significant return commission obligations that it neglected to 

accrue and that would have resulted in a return commission payable to Yosemite, possibly up to 

$10 million.  

4. In 2019, Yosemite and Western General entered into an amendment of the 

Reinsurance Agreement to significantly reduce those return commissions payable to Yosemite 

(Addendum No. 8). Separately, Yosemite and Western General’s parent company, Western 

General Holding Company, entered into another agreement, the Subject Liabilities Agreement, 

that provided for additional consideration to Yosemite for entering into Addendum No. 8, but to 

which Western General was not a party. 

5. Yosemite and Western General vigorously dispute the effect of Addendum No. 8 and 

the Subject Liabilities Agreement. In particular, Western General’s position is that under 

Addendum No. 8, the deficit carryforward provision is not applicable to the 2014, 2015, and 2016 

treaty years. On the other hand, Yosemite’s position is that the deficit carryforward provision is 

applicable to the 2014, 2015, and 2016 treaty years and deficits may be carried forward to the 

2017 treaty year. At issue is a current payable of approximately $956,000 to the Western General 

estate.  

6. In 2020, the Commissioner determined that Western General was operating in a 

hazardous financial condition, requiring close oversight by the Commissioner. After Western 

General’s losses continued to mount and upon application by the Commissioner, the Court 

appointed the Commissioner conservator of Western General. After the Commissioner took over 

daily operations of Western General, the Commissioner determined that he could not effect the 

rehabilitation of Western General and that Western General was insolvent under the Insurance 

Code. Thus, upon application by the Commissioner, on August 5, 2021, the Court entered an 

order of liquidation and appointed the Commissioner as Liquidator of Western General. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

 

  4  

PEARCE DECL. ISO MOTION FOR APPROVAL OF YOSEMITE SETTLEMENT (21STCP01655) 
 

7. The dispute came to the fore in December 2022, when Yosemite refused to pay for its 

share of losses on the policies it agreed to reinsure. Post-liquidation, the Commissioner billed 

Yosemite approximately $956,000 for amounts due to the Western General estate under the 

Reinsurance Agreement. Yosemite refused to pay and instead served the Commissioner with a 

demand for arbitration claiming that it was entitled to a setoff based on a return commission it 

was due pursuant to the Reinsurance Agreement. The Commissioner sought the Court’s 

assistance in adjudicating the dispute. Ultimately, the Court ruled that the matter should be 

determined through an arbitration pursuant to the Reinsurance Agreement’s arbitration provision. 

The Commissioner incurred approximately $38,910 in pre-arbitration attorney fees on this 

dispute. 

8. The arbitration has been slow and ponderous, requiring the engagement of expert 

reinsurance counsel as well as a reinsurance expert, and the significant expenditure of time from 

two employees of the Conservation and Liquidation Office (CLO). To date, the Western General 

estate has incurred approximately $320,000 in fees and expenses for the arbitration. Western 

General and its reinsurance counsel estimate that the Western General estate would incur an 

additional $275,000 to arbitrate the matter to a judgment, not including any potential appeals.  

9. While the Commissioner is confident in his position, there remains a risk that the 

arbitration panel may disagree. Given the history of this dispute, even if Western General 

prevails, I believe that Yosemite will not simply accept the arbitrators’ judgment but will instead 

appeal that judgment, requiring further expenditure of attorney fees and expenses. Thus, my 

office and I have come to the conclusion that the present settlement is the best value that the 

Western General estate can obtain from its dispute with Yosemite. 

10. On November 5, 2024, Western General and Yosemite entered into a settlement 

agreement and release (the Settlement Agreement) to resolve their dispute. Attached hereto as 

Exhibit 1 is a true and correct copy of the Settlement Agreement. The amount that Yosemite is 

paying the Western General estate pursuant to the Settlement Agreement represents 47.5% of the 

disputed amount plus undisputed claims owed by Yosemite that it has not been willing to pay 
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Western General Insurance Company EXHIBIT B
Multi-Line QS Non Standard Auto
Sliding Scale Adjustment at 7.31.2024
Maiden Reference: TR0003659
Client Reference

2017 UY Total

Outstanding Balance Reported by WGI 993,175.11             
(No offset allowed for SSC)

Revised SSC - Incl 2016 CF Disc - at July  2024

Revised Commission Due 20,318,366.12         
Less Previously Settled Commission (20,793,900.58)        

Net Commission Adjustment (475,534.46)            

Balance Due to WGIC / (Maiden) 517,640.65             

NOTE:

CALCULATION OF NET BALANCES (SSC AND CLAIMS) DUE
INCEPTION TO JULY 2024 WGI STATEMENT

Description

This presentation reflects the WGIC open balance that does not include any SSC 
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I declare: 
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California State Bar, at which member’s direction this service is made.  I am 18 years of age or 
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26, 2024, at Los Angeles, California. 
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