































































































STATEMENT OF INCOME

Underwriting income
Premiums earned
Deductions:
Losses incurred
Loss expenses incurred
Other underwriting expenses incurred
Total underwriting deductions
Net underwriting gain (loss)
investment Income
Net investment income earned
Net realized capital gains (losses)
Net investment gain (loss)
Other Income

Net gain (loss) from agents’ or premium balances charged off
Aggregate write-ins for miscellaneous income:

Other income

Gain (loss) on sale of fixed assets

Ground rent
Total other income
Net income before federal income taxes
Federal income taxes incurred
Net income
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$ 183,241,153

73,747,385
85,074,951
19,830,459
178,652,795
4,588,358

33,318,188
1,011,526
34,329,714

(55,285)

59,719
426

30,000

34,860

38,952,932
8,490,000

30,462,932



RECONCILIATION OF SURPLUS
FOR THE PERIOD UNDER EXAMINATION

Surplus as regards policyholders, December 31, 2002

Net income

Change in net unrealized capital gains or (losses)

Change in net deferred income tax

Change in nonadmitted assets

Change in provision for reinsurance

Change in surplus notes

Change in surplus as regards policyholders for the year
Surplus as regards policyholders, December 31, 2003

Net income

Change in net unrealized capital gains or (losses)

Change in net deferred income tax

Change in nonadmitted assets

Change in provision for reinsurance

Change in surplus as regards policyholders for the year
Surplus as regards policyholders, December 31, 2004

Net income

Change in net unrealized capital gains or (losses)

Change in net deferred income tax

Change in nonadmitted assets

Change in provision for reinsurance

Change in surplus as regards policyholders for the year
Surplus as regards policyholders, December 31, 2005

Net income

Change in net unrealized capital gains or (losses)

Change in net deferred income tax

Change in nonadmitted assets

Change in provision for reinsurance

Change in surplus as regards policyholders for the year
Surplus as regards policyholders, December 31, 2006

Net income

Change in net unrealized capital gains or (losses)

Change in net deferred income tax

Change in nonadmitted assets

Change in provision for reinsurance

Prior period correction to reinsurance ceded (including tax impact)

Change in surplus as regards policyholders for the year
Surplus as regards policyholders, December 31, 2007
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$ 129,287,212
2,444,050
5,316,517
2,033,000
1,587,551
206,954
15,000,000
26,588,072

155,875,072
10,819,382
1,066,110
(501,000)
759,334
(151,000)
11,992,826

$ 167,868,110
14,729,840
847,520
(692,000)
1,476,602
55,000
16,416,962

184,285 072
23,031,106
3,547,865
(1,205,000)
7,721,221

7.000
33,102,192

$ 217,387,264
30,462,932
295,362
(1,603,000)
(68,332)
89,000
(1,364.,947)
27,811,015

$ 245,198,279




ANALYSIS OF CHANGES IN FINANCIAL STATEMENT AND COMMENTS
RESULTING FROM EXAMINATION

Although minor differences were found in various items, none were considered to

produce a material effect on surplus funds either singly or in the aggregate.
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COMMENTS AND RECOMMENDATIONS

Comments:

1. At December 31, 2007, the Company had foreign investments of $11,106,327 or
1.18% of net admitted assets. This amount exceeds the 1% limitation pursuant to
Tenn. Code Ann. § 56-3-403(c). The difference is allowed as an admitted asset
pursuant to the “Basket Clause” Tenn. Code Ann. § 56-3-402(15).

2. The Company had an Aggregate Stop Loss Reinsurance Agreement in effect
January 1, 2003 through December 31, 2005 with Cologne Reinsurance Company
(Dublin) Ltd (Cologne Re). Since Cologne Re is not licensed or accredited in
Tennessee, a trust agreement and account were established to secure the
Company’s ceded reinsurance recoverables. At December 31, 2007, the trust
account assets consisted of both domestic and international investments; however,
the trust agreement did not stipulate that trust assets could consist of international
investments. Subsequent to the examination date and prior to completion of the
examination, the trust agreement was amended to allow for international

investments.

3. As noted in the Reinsurance section of this report (pages 16 & 17), the Primary

Excess of Loss Agreement and the First Excess of Loss Agreement, as of December
31, 2007, were not in conformance with SSAP No. 62. Subsequent fo the
examination date and prior to completion of the examination, these treaties were
amended to require quarterly reporting thus bringing the agreements into compliance
with SSAP 62.
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4. At December 31, 2007, the Company’s custodial agreements did not contain all
the provisions as required by Tenn. Comp. R. & Reg., ch. 0780-1-46-.03(2)(a).
Subsequent to the examination date and prior to completion of the examination,

these custodial agreements were amended to include all the necessary provisions.

5. As of December 31, 2007, not all of the Company’s policy endorsement forms
had been filed with the TDCI as required by Tenn. Code Ann. § 56-5-306(a)(1).
Subsequent to the examination date and prior to completion of the examination, all

policy endorsement forms not previously on file were filed with the TDCI.

Recommendations:

1. One of the Company’s insurance application forms contains a “fraud warning”
that is exclusive to residents of Kentucky but does not address Tennessee

applicants.

Based on the above, it is recommended that the Company comply with Tenn. Code
Ann. § 56-53-111(b)(1)(A) by amending its insurance application form to include a

“fraud warning” to Tennessee applicants.
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ORGANIZATIONAL CHART
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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.

In such manner, it was determined that, as of December 31, 2007, the Company had
net admitted assets of $940,983,922 and liabilities of $695,785,643. Thus, there
existed for the additional protection of the policyholders, the amount of $245,198,279

in surplus.

The courteous cooperation of the officers and employees of the Company, extended

during the course of the examination, is hereby acknowiedged.

In addition to the undersigned, Donnie R. Nicholson and Mitchell Walker, State of
Tennessee Insurance Examiners, Glenn A. Tobleman, FCAS, FSA, MAAA and
Gregory S. Wilson, FCAS, MAAA of Lewis & Ellis, Inc., Actuaries & Consultants, and
Norman Chandler, CPA, CPCU, ARe, AIAF, ARC, ACP of TaylorChandler, LLC,

participated in the work of this examination.

Respectfully submitted, TN

David R. White, CFE _Kurt A Polasko, CFE
Examiner-in-Charge " Examiner

State of Tennessee State of Tennessee
Southeastern Zone, NAIC Southeastern Zone, NAIC
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AFFIDAVIT

The undersigned deposes and says that he has duly executed the attached
examination report of State Volunteer Mutual Insurance Company dated June 12,
2009, and made as of December 31, 2007, on behalf of the TDCI. Deponent further
says he is familiar with such instrument and the contents thereof, and that the facts

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

% «%t::;fg;;«.ﬂrﬁ %z“» \ufs—»fj;;z,ﬂ-:::
David R. White, CFE
Examiner-in Charge
State of Tennessee
Southeastern Zone, NAIC

Subscribed and sworn to before me this

A
12" day of e 2009

/”\ ; e ® v “md'é; N
d'):p Q & g o ® o W\“‘w‘ A
Notary /W\& " W “,! /I/ ‘“’”‘t}‘\ﬁ\i o

‘Fﬁaoeea§ﬁ‘

County__LDAVD &S00

State /ﬁ\g

Commission Expires 3w / (2
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AFFIDAVIT

The undersigned deposes and says that he has duly executed the attached
examination report of State Volunteer Mutual Insurance Company dated June 12,
2009, and made as of December 31, 2007, on behalf of the TDCI. Deponent further
says he is familiar with such instrument and the contents thereof, and that the facts

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

T —— . P ¢
David R. White, CFE
Examiner-in Charge
State of Tennessee

Southeastern Zone, NAIC

Subscribed and sworn to before me this

ik /
| 2" day of \ﬁm/\.e,. , 2009
7 - N NS ,
Notary /m e/ /M
/

County_ [DAvID Soed

State TN

Commission Expires 3;{ [0 )il
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LU1 westpark Drive, suite 300

®
Brentwood, TN 37027-5031
Phone 615.377.1999
Fax 615.370.1343

State Volunteer Mutual Insurance Company /\ www.svmic.com

Jane 22,2009 RECEIVED

Philip Blustein, CFE

Financial Affairs Section JUN 2 4 2009
Tennessee Department of Commerce and Insurance Dept. of Commerce & Insurance
500 James Robertson Parkway Company Examinations

Nashville, TN 37243
Dear Mr. Blustein:

We have reviewed the copy of the Examination Report of State Volunteer Mutual
Insurance Company made as of December 31, 2007. We are in agreement with this
report and wish to waive our right to a rebuttal.

Thank you for the opportunity to review this examination report.

Very truly yours,
%

#

/ i}li/ CH /i~
Steven C. Williams
President & Chief Executive Officer

ce: Robert P. Boren






