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During the course of the examination, accounts were verified by various tests and procedures deemed
necessary to establish values for assets and liabilities appearing in the Company’s financial
statements. Test checks, for selected periods, were made of premium receipts, investment income,
interest due and accrued, claim payments, and other disbursements. All annual statements for the
period under examination were reviewed for completeness and adequacy of disclosure. The
Company’s risk-based capital filings were reviewed and a sample was tested for correctness. These

test checks and reviews revealed no material discrepancies.

SUBSEQUENT EVENTS

Subsequent Paid-In Capital Contribution to the Company:

Subsequent to our examination “as of” date, the Company received an additional paid-in capital
contribution from its parent, FCCL. OnJuly 25, 2008, FCCI transferred $15 million to the Company
as a paid-in capital contribution. The purpose of this additional capital contribution was to help the
Company improve their direct written premium to capital ratios that are analyzed by State Insurance
Departments. This transaction was reported by the Company in their September 30, 2008 Quarterly
Statement.

Notice of Redomestication Request by Company Received by TDCI:

On September 30, 2008, subsequent to our examination “‘as of”” date, the TDCI received a letter from
the Company stating their intention to redomesticate from Tennessee to the State of Indiana. They
stated to please allow the letter to serve as a formal request for non-objection.

The letter also states the Company’s decision to redomesticate was based on the Indiana domicile of
an affiliate, Monroe Guaranty Insurance Company, which has been a licensed carrier in the State of
Indiana since 1974. Being domiciled in the same state would benefit both companies by
streamlining the regulatory and governance processes, and allowing for a reduction in associated
filings, costs and expenses.
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Financial Statement

There follows a statement of assets, liabilities and a 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.

Assels
Non-Admitted
Assets As a Result Net-Admitted
Assets of the Exam Assets
Bonds $10,976,840 $10,976,840
Cash and Short-Term investments (3,584,268) (3,584,268)
investment income Due and Accrued 149,067 148,087
Reinsurance:;
Funds held by or deposited with
reinsured companies 42,433 42 433
Net deferred tax asset 165,022 165,022 -
Aggregate write-ins for other than invested
assets 247,692 247,692
Totals $7,996,786 $0 $7,996,786
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Liabilities, Surplus and Other Funds

Reinsurance payable on paid losses and LAE

Commissions payable, contingent commissions and other
similar charges

Other expenses

Taxes, licenses and fees

Current federal and foreign income taxes

Advance premiums

Ceded reinsurance premiums payable

Amounts withheld or retained by company for account of others

Remittances and items not allocated

Aggregate write-ins for liabilities

Total Liabilities
Common capital stock
Gross paid in and contributed surplus
Unassigned funds (surplus)

Total Surplus as Regards Policyholders

Totals

23

$1,131,575

3,178,969

(63,519)
5,627,354
171,744
526,672

(19,274,929)
1,498,300
66,219
143,822

($6,993,793)

$2,500,000

14,290,293

(1,799,714)
14,990,579
$7,996,786
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Statement of Income

UNDERWRITING INCOME:
Premiums earned

Losses incurred
Loss expenses incurred
Other underwriting expenses incurred

Total underwriting deductions

»

Net Underwriting Gain or (Loss)

INVESTMENT INCOME:
Net investment income earned
Net realized capital gains or (losses)

Net Investment Gain or (Loss)

OTHER INCOME:
Net gain (loss) from agents’ or premium balances charged off

Finance and service charges not included in premiums
Aggregate write-ins for miscellaneous income

Total Other Income

Net income before dividends to policyholders and before
federal and foreign income taxes

Dividends to policyholders

Net income, after dividends to policyholders but before
federai and foreign income taxes

Federal and foreign income taxes incurred

Net Income

24

$-0-
$ -0-
-0-
333,135
333,135
($333,135)
$497,374
-0-
497,374
($27,085)
322,828
53,955
349,698
$513,937
0
$513,937
181,214
$332,723
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ANALYSIS OF CHANGES IN FINANCIAL STATEMENT AND COMMENTS
RESULTING FROM EXAMINATION

Total Surplus as Regards Policvholders: $14.990.579

Total capital and surplus as established by this examination is the same as what was reported by the
Company in its December 31, 2007, Annual Statement. There were no changes made to any asset or
liability items as a result of our examination as performed as of December 31, 2007.

Tenn. Code Ann. §§ 56-2-114 and 115 require an insurer of this Company’s type to maintain a
minimum capital and surplus of two million dollars ($2,000,000). Therefore, the Company as of
December 31, 2007, for this examination does maintain capital and surplus in excess of the amounts
required per Tennessee Statutes.
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COMMENTS AND RECOMMENDATIONS
The following list presents a summary of comments and recommendations noted in this report:

Comments:

A. Commissions Pavable

In our review of the Company’s commissions payable liability, we noted a problem with the
Company’s accounting for the liability that required us to make an examination comment.

In our review of the item, we noted that the Company was offsetting its commissions payable
liability with amounts due from agents. Some of the amounts due from agents were over ninety (90)
days past due. SSAP # 0 states that uncollected receivables from agents that are over ninety (90)
days past due shall be non-admitted. The amount that would be non-admitted was considered
immaterial for our examination and no change will be made. However, in the future the Company
should report amounts due from agents as an asset and non-admit any amounts that are over ninety
(90) days past due as required by SSAP # 6.

B. Agreements with Parent, Subsidiaries and Affiliates — Page 16

Effective July 1, 2005, the Company entered into a Reinsurance Treaty Trust Account Agreement
with an upstream parent, FCCI Insurance and a custodian Bank, Northern Trust Company. This
Agreement replaced a prior similar agreement which had a different custodian bank, The Bank of
New York. The prior agreement with FCCI Insurance and The Bank of New York first became
effective on December 18, 2001.

Prior to these agreements becoming effective in 2001, the Company and the TDCT had very lengthy
discussions about the Company securing reinsurance recoverable amounts from FCCI Insurance and
whether the receivables would be considered non-admitted assets because they were from an
upstream parent. Tenn. Code Ann. § 56-1-405 gives the commissioner discretion to non-admit
amounts receivable from an insurer’s upstream parent unless the commissioner feels these
receivables are secured by competent collateral. TDCT allowed the reinsurance recoverables to be
admitted as assets, provided that the Company maintained 100% collateral for the receivable balance

at all times, with the deposit in the Trust Account.

As of December 31, 2007, the uncollateralized portion of the reinsurance recoverables was $107
million. The Company also informed the TDCT on September 30, 2008 of its intent to redomesticate
to the State of Indiana. TDCI would have required the Company to increase the deposit amount in
the Trust Account to regain collateralization of the entire reinsurance recoverable balance; whereas
the Indiana Insurance Department indicated that Indiana Laws and Regulations would not require an
Indiana-domiciled insurance company to maintain a Trust Account to collateralize the reinsurance
receivables.



Because requiring an increase of the Trust Deposit amount would involve a substantial amount of
Company funds, and with the Company’s upcoming redomestication to the State of Indiana, the
TDCI opted not to require 100% collateralization of the reinsurance receivables from FCCI
Insurance; or require an increase in the amount of the Trust Account Deposit, based on guidance
received from the Indiana Insurance Department. Therefore, the TDCI will not require any action
from the Company concerning this issue.



Recommendations:

A. Agreements with Parent, Subsidiaries and Affiliates —~ Page 16

During this examination it was determined that the current Reinsurance Treaty Trust Account
Agreement and the prior one were never submitted to the TDCI as required by Tenn. Code Ann. §
56-11-206(a)(2)(A), in the form of a Form D filing, so a formal approval or disapproval of these
agreements was never issued by the TDCIL. Correspondence indicates that the TDCI was aware of
these agreements and engaged in discussions with the Company regarding the arrangements. It is
recommended that the Company file the current Reinsurance Treaty Trust Account Agreement with
the TDCI in the form of a Form D filing as required by Tenn. Code Ann. § 56-11-206(a)(2)(A), and
to remain in compliance with this statute by making the required filings at all times in the future.
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CONCLUSION
The customary insurance examination practices and procedures, as promulgated by the NAIC have
been followed in connection with the verification and valuation of assets and the determination of
liabilities of National Trust Insurance Company located in Sarasota, Florida.

In such manner, it was found that as of December 31, 2007, the Company had admitted assets of
$7,996,786 and liabilities, exclusive of surplus, of ($6,993,793). Thus, there existed for the
additional protection of'the policyholders, the amount of $14,990,579 in the form of common capital
stock, gross paid in and contributed surplus and unassigned funds.

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, Glenn Tobleman, FCAS, MAAA, Valerie Hanley, and Kathy Hembey
of the contracting actuarial firm, Lewis & Ellis, Inc., Richardson, Texas, and Norman Chandler,
CPA, CPCU, ARe, AIAF, ARC, ACP, of the contracting reinsurance specialist firm,
TaylorChandler, LLC, Montgomery, Alabama, participated in the work of this examination.

Respectfully submitted,
S

b U ;
A. Idy Ubelton, CFE

Examiner-in-Charge

State of Tennessee

Southeastern Zone, NAIC

)y

Gregory Bronson, CIE
[nsurance Examiner, [
State of Tennessee
Southeastern Zone, NAIC
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EXAMINATION AFFIDAVIT

The undersigned deposes and says that he has duly executed the attached examination report of
National Trust Insurance Company located in Sarasota, Florida dated June 12, 2009, and made as of
December 31, 2007, on behalf of the Tennessee Department of Commerce and Insurance. Deponent
further says he is familiar with such instrument and the contents thereof, and the facts therein set

forth are true to the best of his knowledge, information and belief.

County ’D,A(\/ OS50 N

State /’rﬂ\/

Subscribed and sworn to before me
this _|2LJY day of
\bux\ew , 2009

/4;§i;x4¢§z&:;ia¥; eg::> /C22;4/4>Z*~

(NOTARY)
My Commission Expires

3/ /12

1

D
é

y——

A.{/Jay Uselton, CFE
Examiner-in-Charge
State of Tennessee
Southeastern Zone, NAIC
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