
































STATUTORY DEPOSITS

In compliance with statutory requirements, the Company maintained the following
deposits at December 31, 2007:

Deposits Which Are Not for the Benefit of all Policyholders:
State Where

Deposit is Statement Market
Held Description Par Value Value Value
Missouri Sikeston, MO Elec. Rev. Bond,
5.0%, Due 6/1/11 $600,000 $615,010 $603,420
South Tenn. State Series A Gen. Oblig.,
Carolina 5%, Due 5/1/09 135,000 137,081 137,254
Virginia Collierville, TN Gen. Impt. Bond,
3.6%, Due 3/1/11 215,000 215,000 217,062
Total deposits which are not for the benefit of all
policyholders: $950,000 _$967.091 $957,736

Deposits Which are for the Benefit of All Policyholders:
State Where

Deposit is Statement Market
Held Description Par Value Value Value
Tennessee  Tenn. Energy Acq. Corp. Bond, $ 3
4.5%, Due 9/1/08 205,000 207,030 $ 206,913
Chattanooga, TN Gen. Oblig.
Bond, 5%, Due 3/1/11 550,000 566,672 567,743
Hamilton County, TN, Series A
Bond, 4.5%, Due 8/1/08 , 150,000 150,882 151,349
Knox County, TN, Health, Ed. &
Hsg. Bond, 3.5%, Due 10/1/08 185,000 185,757 185,361
Metro Gov't, Nashville, TN Bond,
4.625%, Due 11/1/11 200,000 207,164 210,418
Shelby County, TN Series A
Bond, 5%, Due 4/1/11 110,000 116,134 116,200
Williamson County, TN, Rural
Sch. Bond, 4.7%, Due 5/1/10 105,000 105,647 105,595
Total deposits which are for the benefit of all
policyholders: $1,505,000 $1,539,286 $1.543,579
Total Deposits $2.455,000 $2,491,367 $2,5610415

COMMITMENTS AND CONTINGENCIES

The Company leases office equipment under various noncancelable operating lease
agreements that expire at various times through January, 2009. Lease expense for this
equipment in 2007 was $79,512. A five year lease for office space was entered into on
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March 1, 2005. Rent expense for 2007 was $21,875 per month. The Company has the
option to extend for an additional term at a rate to be negotiated at the time of renewal.

The future minimum aggregate rental commitments are as follows:

Year Office Space Equipment Total
2008 $ 273,750 $ 92,587 $ 336,337
2009 273,750 87,333 361,083
2010 286,500 87,333 373,833
2011 286,500 - 286,500
Total $ 1,120,500 $ 267,253 $ 1,387,753

From the examination data made available, it appears that the only legal proceedings in
which the Company was involved, during the period under review, were those arising
out of the normal course of business and the outcome of such actions should not have a
material effect on the financial position of the Company.

ACCOUNTS AND RECORDS

During the course of the examination, such tests and audit procedures were made as
were considered necessary, including substantial verification of postings, extensions
and footings. General ledger trial balances were reconciled with copies of annual
statements for the years 2003, 2004, 2005, 2006 and 2007.

The Company is in compliance wifh Tenn. Comp. R. & Regs. § 0780-1-46 with respect
to the custody of its securities. Additionally, the Company is in compliance with Risk-
Based Capital requirements.

Accounting records conform to generaily accepted insura
appear to properly reflect the operations during the peri
status of the Company at the date of examination.

The Company is audited annually by Crowe Chizek and Company, LLC., Brentwood,
Tennessee. This firm has been performing the annual audit of the Company since 2000
and appears to meet the requirements of Tenn. Comp. R. & Reg. § 0780-1-65.-07.

SUBSEQUENT EVENTS

Subsequent to year-end, the Company declared a dividend in the amount of $1,500,000
to be paid in 2008.
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FINANCIAL STATEMENT

There follows a statement of assets, liabilities and statement of income as of December

31, 2007, together with a reconciliation of capital and surplus for the period under
review, as established by this examination:

Bonds
Cash and short-term investments
Subtotal cash and invested assets

Investment income due and accrued
Uncollected premiums and agents
balances in the course of colliection

Deferred premiums, agents balances
and installments not yet due

Amounts recoverable from reinsurers

Other amounts receivable under
reinsurance contracts

Net deferred tax asset

Receivable from parent, subsidiaries
and affiliates

Totals

ASSETS

Ledger
Assels

$ 30,704,704

11,769,065
42,473,769
575,839

369,093

12,114,795
202,563

225,404
1,228,175

152,303

$57.368.941
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Nonadmitted Net Admitted

Assets

Assets

$137,077 $ 30,567,627

137,077

2,303

152,

292,198

11,769,065
42,336,692
575,839

369,003

12,114,795
202,563

225,404
1,228,175

$57,076.743



LIABILITIES, SURPLUS AND OTHER FUNDS

Losses $ 11,215,671
Loss adjustment expenses 1,020,924
Commissions payable, contingent commissions and other similar charges 3,575,301
Other expenses 887,865
Taxes, licenses and fees (excluding federal and foreign taxes) 184,138
Current federal and foreign income taxes 604,496
Unearned premiums 16,125,471
Advance premiums 271,639
Amounts withheld or retained by company for account of others 13.021
Total liabilities . $33,898,526
Common capital stock 2,000,000

Gross paid in and contributed surplus 8,615,000

Unassigned funds (surplus) 12,563,217

Surplus as regards policyholders $ 23,178,217
Totals $57.076,743



UNDERWRITING INCOME
Premiums earned
Deductions
Losses incurred
Loss expenses incurred
Other underwriting expenses incurred
Total underwriting deductions
Net underwriting gain

INVESTMENT INCOME

Net investment income earned

Net realized capital gains or (losses)
Net investment gain or (loss)

OTHER INCOME

Net gain (loss) from agents’ balances charged off
Finance and service charges not included with
premiums

Total other income

Net income before federal and foreign
income taxes
Federal and foreign income taxes incurred

Net income

CAPITAL AND SURPLUS ACCOUNT

S W

GAINS AND LOSSES IN SURPLUS

Surplus as regards policyholders, December 31
previous year

Net income

Change in net deferred income tax
Change in non-admitted assets
Dividends to stockholders

Net change in surplus for the year

Surplus as regards policyholders, December 31
current year
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$39,690,369
21,879,690
3,759,972
12,915,721
$38,555,384
$ 1,134,985
1,663,5470
19,085
$ 1,682,612
(36,810)
4,230,561
$ 4,193,750
7,011,348
2.378.036
$ 4663312
$19,969,958
4,663,312
150,268
(75,321)
(1,500,000)
3,208,259
23178217



RECONCILIATION OF CAPITAL AND SURPLUS
FOR THE PERIOD UNDER EXAMINATION

2003 2004 2005 2006 2007

Surplus as regards policyholders, ,

December 31 previous year $5678,590 $10,715,623 $13,321,112 $17,266,703 $19,969,958
Net income 1,361,820 2,275,950 3,358,997 3,786,702 4,663,312
Change in net deferred income tax 76,872 221,406 147,762 161,281 150,268
Change in non-admitted assets 4,712 (357) (141,791) (74,728) (75,321)
Change in paid-in capital 3,880,000 - - - -

Dividends to stockholders - - (1,200,000) (1,500,000)

Aggregate write-ins for gains and

losses in surplus (286,371) 108,491 580,623 - -
Net change for the year 5,037,033 2,605,490 3,945,591 2,703,255 3,208,259
Surplus as regards policyholders,

December 31 current year $10.715.623 $13.321,113 $17.266,703 $19,969,958 $23,178.217
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ANALYSIS OF CHANGES iN FINANCIAL STATEMENT
AND COMMENTS RESULTING FROM EXAMINATION

Differences in various items were noted during the course of examination; however,
none were considered to produce a material effect on surplus funds as regards

policyholders, either singly or in the aggregate.

SUMMARY SCHEDULE FOR “ANALYSIS OF CHANGES
IN FINANCIAL STATEMENT AND COMMENTS RESULTING FROM EXAMINATION”
AS THEY AFFECT SURPLUS

No schedule or comment is applicable. All noted differences were below the threshold
established for examination purposes.



Comments:

At December 31, 2007, the Company had no Fidelity Bond or any other
insurance coverage of its own and was not a named insured on any of the
policies issued to its parent, CIG.

Prior to the completion of this examination, the Company was added to the
Fidelity Bond carried by CIG as a named insured. This fidelity coverage
exceeds the minimum suggested by the NAIC Financial Condition Examiners’
Handbook for a Company of its size.

Recommendations:

During the course of the examination it was discovered that applications for
insurance were being maintained by the independent agents. When a sample
of applications was selected to be reviewed, approximately 9% of the
applications could not be found or had been destroyed. This issue was also
noted during the prior examination.

It is noted that effective May 1, 2007, the Company implemented a policy to
send three separate notifications to the agent when a new policy is written
and a copy of the application has not been forwarded to the Company. If a
copy of the application is not received by the Company following the third
notification, the policy is canceled.

Pursuant to Tenn. Code Ann. 56-1-411(b)(1) and Tenn. Code Ann. 56-2-
104(a)(5), books and records should be maintained by the Company in this
state in a manner accessible for the purpose of examination. It is
recommended that the Company abide by its own internal policy by
maintaining copies of all signed applications for insurance at its office to

maintain control over said documents.
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CONCLUSION

The customary insurance examination practices and procedures, as established by the
NAIC, have been utilized in connection with the verification and valuation of assets and
the determination of liabilities in the financial statement of this report.

Iin such manner, it was determined that as of December 31, 2007, the Company had net
admitted assets of $57,076,743 and liabilities, exclusive of capital, of $33,898,526.
Thus, there existed for the additional protection of the policyholders, the amount of
$23,178,217 in the form of paid-up capital, gross paid-in and contributed surplus and
unassigned funds (surplus).

The courteous cooperation of the officers and employees of the Company extended
during the course of the examination is hereby acknowledged. In addition to the

undersigned, Mr. Gregory Wilson, FCAS, MAAA of Lewis & Ellis, Inc. participated in the
work of this examination.

Respectfully submitted,

Bod RN Bl Nt Baern

Rhonda Bowling-Bljck, CFE Mike Bacon
Examiner-in-Charge ' Insurance Examiner
State of Tennessee State of Tennessee
Southeastern Zone, NAIC Southeastern Zone, NAIC

///m ////

Ll

David N. Bobg”
Insurance Examiner
State of Tennessee
Southeastern Zone, NAIC
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AFFIDAVIT

The undersigned deposes and says that she has duly executed the attached
examination report of Consumers Insurance USA, Inc. dated June 17, 2009, and made
as of December 31, 2007, on behalf of the Tennessee Department of Commerce and
Insurance. Deponent further says she is familiar with such instrument and the contents

thereof, and that the facts therein set forth are true to the best of her knowledge,
information and belief.

A4 — ) .
Rhonda Bowling-Black, CFE
Insurance Examiner
State of Tennessee

Southeastern Zone, NAIC

Subscribed and sworn to before me this

[ [haay of __j1jne 2009
Notary AN
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ORGANIZATIONAL CHART

Consumers
Insurance Group,
Inc.

Consumers h Five Star Insurance
Insurance USA, Inc. Services, Inc.
~ (100% owned) k (100% owned)
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