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Nashville, Tennessee
September 10, 2014

Honorable . uhe Mix McPeak

Commissioner

Tennessee Department of Comme:ce and insurance
Nashville; Tennessee 37243 a

Dearcbmmissione'r‘

'Pursuant fo your instructions and in accordance with Tennessee: [nsurance Laws
regulations, and resolutions adopled by the National Association of Insurance
Commissioners (NAIC), a financial examination and markst ccmduct review was made of
the:condition arid aifairs of the

WORKERS’ C‘GMPENSATION SELF-INSURANCE GROUP. FUND
of the
COMPTRUSTAGC... TENNESSEE
261"2-.Wesft'w::od Dfn.re
Nashvillé.

heremafter -and generally referred to as: the *Ftind". and T rust" respectively, and a repiort.
thereon s submitted as follows:

INTRODUCGTION

This examination was called by the Ténnessee Departmentof Commerce ‘and Insurance on
Aprit’8,2014; in accordance with Tenn; Cade Ann. §50:6-405 and Tenn. Comp R; & Regs.
o, 0780—01 54-20; On-site examination work commenced on April 28, 2014, The
h was performed by duly uthorized representatnves of the. Tennessee
:Department of Gommerce and ]nsurance (TOCH).

This is the second full-scope financial exarmination and market.conduct review of the Trust
since its: Incepfion. '

SCOPE OF EXAMINATION

i ”‘matmn repgrt covers:the:period from April 1, 2&08 to the close of business on
March 1,:2013, and includes-any material transactions: andfor events oceurring subsequent
tothe exammattcn date and noted durmg the course of the €xamination,

Tantigssee. Depariment of Commerca and Insurarice CAGG-TN Report of Exariation
Exdrrilnation as of March 31,2013



guidelines and procedures contained in the NAIC Financial Conditian Exarmine bool
The examinationwas planned:and procedures performed to evaluate the financial conditior
and to identify prospective risks of the Trust This was accomplished by gatheririg
information about the Trust, including controlling govemnantce, identifying and assessing
inherenit risks within the Trust, and evaluating internal confrols used to miligate those risks,
The -examination also included assessing accolnting principles used -and. significant
estimates made by management as well as evaluating the overall financial statement
presentation. . A . .

_The: examination of the Trust's financial condition was condueted ifi ‘aceord:

During the course of the examinatiori, all assét and ligbitity tems contained i the financial

‘Statements of this report were examined and velified with relative emphasis according to
their amount and potential impact on solvency. Test checks were made of income and .
dishursement itéms for selected perlods, and-a general review was made of the Trust's
compliance with applicable statutes and reguilations. Theexamination-included & review of
the: Match. 31, 2013; fiscal year-end audit workpapers prepared by the Trust's independent
auditor, Crowe Horwath, LLE (CH). The audited findncial statements were reconciled to
their corresporiding general [édger account balancss:

(COMPLIANCE WITH PREVIOUS EXAMINATION FINDINGS

iouis examination of the Trustwas made as of Mafchi 31,2008, The prior Report of *

. 2009, 'and covered the period from April' 1, 2003,
:2008. The Commigsioner. issued fhres (3):directives, as-set forth in the

January 19, 2010, “Order Adopting; Exarningfion ‘Report With Directive No. 10-003" A

summary of the difectives and the corrective actian takei by the Trust is discussed below:

Diréictive #1 o e
The Trust was directed to camply with Tenn. Comp. R Regs. 0780-01:54.04 by ensuring
that wiritten contracts, including but not limited o, a‘d‘mlnigt,r,ativigé;ag"tége’ifﬁen{s_arid:,_service_ fee
agreements, are filed with the TDCY, as required.

Corrective Action o , _ , _
During the cumrent period of examination, a written agreement wes consummated between
Assoclated General Contractors of Tennessee, Inc. (AGC of TN) and the Trast, ind icating
servicgs provided and reimbursement formulas. Also, writlen agreements describing the
services performed by the branches of AGC 6f TN and describing reimbursement
calculations were consummated, Addi'ti’o‘nall_g.:_a written agreement was executed between:
the Trust and the Associated General Contragtors of Esst Tennassee. I order {o-comply
with Tenn. Comp. R, & Regs: 0780-07-54.04, these written agreements were submitted o
the TDCI on February 19, 2010; Ptior to the-completion of formal written agreements; the

Tennossee Departmantias Cortiniarce and Insurance 2 CAGC-TN Report of Examination
Examination as'of Mreh 31, 2013,
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Tannsssee Departmaritof Commersa and Insurdce 3 tAGe:

Trust had. verbal -agreements with- AGC of TN, the: brafiches - of.- AGC of TN and the
-Associated General Contraclors.of East Tennessee

Directive #2

The Trust was directed to ‘comply with Tenn..Comp. R & Regs 0780-01-54.05 by énsuring
that any amendments fo the ‘organizational documents or Wrrtten contracts required to be
provided fo fhe Commissioner by Rule 0780-01-54-.04 are filsd with the Commisioner no

later than thif‘(y (30).days prior to the p proposed effectrve date of the amendments “along with -
- a non-refurdable filing fee of $90,00.

Comrective. Action ’
Durmg the current period of exarmination, the Trust entered info. one (1) agreement that was
required to be filed with the Commissfaner rio later than thtrty (30) ‘days: prior o ‘the
proposed effecfive date. This agreement: was: submitied to the. Commissioter after the
-effective date and did not meet the: requiremant of Tenn. Comp: R. & Regs: 0780-01-
-54.05.  This issue ‘is further noted in the “Subsequent Events’ ‘afid “Comments: and
Reconifnéndations” sections of this examination repart,

T -Trust Was directed to cr)mply with Tenn Comp. R. & Regs. 0780-01-54.13 by ensuring

that'an amount equalto at least gighity-five percent (85%) of its nét assets are maintained in
P rrmtted astments, and that furnds not needed for cument oblngatrons may. be invested
f trustees in “Tennessee Secyrities” as defined in Tenn. Code Ann. § 56-4-

Corrective Astion; _ o
The T;ustwas feund to-be in compliance with Tenn: C
March 31, 2013, and March 31,2009, ‘Howeve) :
as of March 3, 2014 .March 34,
the “Subsequsnt Events" ‘and
examination réport, '

R. & Regs. 0780-01-54. 13'as of
v¥as not: compliant with the fiile
nd -March 31, 2011 This issue is further.noted in
menfs and Recommendatlons" sections of this

fJ()l\lll-"fE NY H!ST.RY

The AGC-of TN, a general weifare non
laws of the state of Tennessee was chal
organization s tod further the purgoses of the: A enerai
inc;, on.a focal lavel, and to promiofe th pr:ncipies of Skill, Integj‘

ity and Respuns:bnhty
amang fhe consttuction industry in Tenngssee. The AGC of TN hds Branch Offices in
Memiphis;. Nashville, Knoxville and the Tri-Cities areas. Membershlp is comprised of
General Contractars, ‘Subceniractors and busmesses who provide services or products
used m-'the constructmn a__ ildings; nghways and Mun:c:pallunnty projects in Tennessee.
,,,, ssaciated General Contractors of East Tennessee, is.located in
Chattancoga and prowdes similar service 1o the construction mdustry in that : ared.

TN Raport of Examinatior
Exarnination as of Mareh 39, 3013



The AGC af TN was formed fs to brlng umty to the conatruotaon mdustry m Tennessee the

Federal agenuzes on cmst act*en F'%es ﬂnd regu' ations impcr*apt o the mﬁmbnrsh!p, '
constam developmeﬁt and coordmahon uf trammg programs for construction nraﬁsmen,_
:maintgin high prafessmnal standards in
the sonduct of busmess of lts "nembers. and ta join together its ‘members to improve: the.

business. ccndltnons within the uensiructzon mdustiy In Tennesses.

The Trust-is an umncarporated agsogiation that was creatad by the AGC.of TN on January:
13, 1994, to act a5 a self-insurance group. Thé gperalion -of the ‘Trust is confined to
Tennessee, Wwhere it is licensed fo transact: the business of workers" compensation: and
employers’ habﬁnty group seif-insurance. Membership in the Trust is composed of qualifying

‘members of the AGC of TN who héve-pooled their liabilities under the Tennessee: Workers'

Compensafion Law.

The Trust began operalions on Apnl 1, 1994; with contribut:ens from the initial members
equal fo twanty-ﬁve pergent (25%) of their first-year estimated annual net préemium’for
workefs' ‘compensation: coverage in acgordance with Tenn. Comp. R. & Regs. ch. 0?81)-01-:
54-04. The Trust continues fo maintain the menibers’ deposlis:and new:members in the:
Trust are dlso required 'to ‘make:a contribution equal to twenty-five percent’ {25%) of their
first-year estlmatad annual net pramium, If they-are:accounted foron a ‘elf-reporting hasis.,

Prem_mms are.paid in-advance, uslng ostimated annual net premiumi, if a member seiects a
quarterly or monthly payment option.

The: following exhibit depicts certain’ aspects of the grqwth and. ﬂnanclat history:of the Trust
siice the previous examination, accordmg to audited financial statéments filed with the

TDC: .
Policy Total o
Ending .Earned Logses & o Equity or
March 31 31 Premiums LAE? Assels Llablilities

T2013  $5007,062 98,070,622 $14,520.200 $0,204.708

2012 $4378:808  $8,610,000 $16,186,932 9,602, 665

2011 $4,054104  $8.450,000 $15911,365 - 50,2
2010 34,387,276 8,979,836 $16,064,003 $10,11 - ‘
2009 $5,637,550  $10,701,552 $17,786,258 $12,796,966 - $4,991 292

years with open ¢laims since the Trust's ancap‘hon

Terinéiasee Department of Commerse:and Ifgurande

© GAGC.TN Rapeitof Examination”
‘Exarminaiion as of Masch 31, 2043

grglus Fund
$5,234,492

*This represents the total reserves for‘losses and loss adjustment expenses for all policy



: TRUST AGREEMENT AND DECLARATION OF TRUST AND BYLAWS

The Trust was created thmugb the: adoptmn of e Declaration of Trust and Bylaws (Bylaws)
which was executed on January 13, 1994, and formally appraved by the TDG! effective April -
1,-1994. The Trust'was formed to act as-a workers: campensahon seif-insurance group as
defined by Tenn Comp: R. & Regs. 0780-01-54-, 02(17) and as authorized by Tenn. Cade
Ann, § 50-6-405. The Trust operated under ity original.name: of “Associated General
Contraciors Self-insured Workers’ Compensation Trust" unfl 1996, On April 18, 1896, the
Trust Agreement and Declaration of Bylaws. Wil ‘amerided in order to change the Trust's.
legal narme to: "CompTrustAGC... Tennessee”  *

’ih:e=-"frust’..=-Ag reement and Bylaws state the pirpase. of the Trust as fallows:

“ta hold and administer the, Fund through Whtch its Mémbers can: fulf'll their
responsibilities under the Tennassee Workers* Compensation: Ac, to forma
workers' compensation self-nsuranca gisup pursuant to: the Adt; to provide
for workers! compensation coverage and for bensfits to. employees. 4nd
dependents of its émbers, to provide, suich time as the sdlvency and
le discretion of the: Trustees, the
rn‘aéé by Members for workers'
the cost of prov:dmg workers

'agreernent and pawer cf attomey as a

‘__Vreqmred ta exat 'ute and be bound hy an 1ndemn
em ershtp in the Trust, Stgnrftcantterms that sach member: agreesito’ anciude

‘condition of 1
thie foll owmg

The Members, jmnt!y and severally, will pay any final award based ‘dpon a
claim against: any of them:under the workers’ compensatmn laws of the State
of Tennesseés, ant the Trist will pay any. assessments fawfully levied against
itiby the State of Tennessee.

The members intend for this ‘agresment to be g mutual covenant of
assutnption and not a‘partnership.

Tenniessas Deparimantaf Conmmarcadhd nsurance B ) CAGC-TN RepGn of Exaimiistion:

‘Exatinalion as of Marsh 31, 2675



The. Board of Trustess will set up, aperaie and enforce the administrative
rules, regulations and bylaws of the Trust and the Fund.

The Boatd may admit as members of the Trust only those who meet the
criteria for membership established by the Bosid: Except as otfierwise
provided by the Regulations, the Board .shall, subject to the: approval by the
TDCI, be the sole: judge of whether an applying entity stiall be admitted to
membership and the eligibility of an entity to remaira member.

The Board will promiulgate the fules and regufations for administering the
Trust, the expulsion of or susperision of members and, Subject to the
Régulations, the admission of members. Each tmember of the Group agrees
" toabide by such rules and regulations.

Each Member shall initiate -and maintain a ‘safely program to provide its

employees safe and sanitary workiig conditions and shall follow the general
ations of the Trust in this field to promole-the general welfare of

its employees,

Tennesssn Departmient of Cotrireinse'and Insurance 8 _ 'CAGC-TN Report of Examination
' Examination-as of March 31, 2013



‘sewed until the first maatmg of the‘tnen

MANAGEMENT AND G:ONTRGL

The &peration and adminisiration of the: Trust is the joint 'eqpcn.—,sb‘!at; e a: Board of
Trustees congisting:of not more than fifteen- (15} of |ess than five (5} indwrduals Pursuant
o Tenn. Comp. R. & Regs. 0780:01-54-.08, all Trustees are required to be residents of the
State of Tennessee or officers. 6f corporations authorized o do business in the Sate of
Tenngssee, At feast tWO-thIl‘d___; fthe Trustees are required to he employeesi ofﬂcﬁrs or
directors of men'thers of the Trust. fffiliate of the administrator or the service:agent shall
serve as Truateﬁ The Board ‘of Trustees. sha!! glect officers from amorig its members to
serve for terms ef ome year The officers of the Trust shall consist. of a Chairnian, a Vice-

As of March 31, 2013, the following persons were’ ser\nng as members of the Board of
Trustees and officers of the Trust:

Name Business/Occupation and Address
LarryParks T.U. Parks Consfruction
Chairman, Board of Trustees  Chaltancoga, TN
Cecil Morgar, Jr. Morgan, Ing:
’\'ffit':e-{}= ai‘r’man Clarksville, TN
’ - Sheffner Ka!thoff Mechamcal Electric Semce, inc
_ Knoxville, TN _
_Craxg chnstenhury Chris-Hill Constructfon Company, LLC Memph:s TN
Bill Prince BurWil-Constriction Co. lnc
‘Bristol, TN _
Kate Gilbert The Strauss Company, Inc:

_.Chattanocga TN

The initial Board of Tiustees 'wa powered by the!*'E}ecl&rat{an of Trustand By!aws and
jers of the Tuist. Thereaffer, the Trustees shallbe
ed by the members of the Trust: é‘ac'h“Trustefe shall'serve for a term of fhree (3) years.

"stee may resign and be fully discharged from all es.or fesponsibilifies by,

fgwing at least 30 days prior written notice. to-the Chairman of ‘the: Board of Trustees. A
Tiuslee may be removed, with or without ‘causs, by a majority vofe of all Trustees. [f a
Trustee dies, becomes mcapacntated refuses to-act; resigns or

) removed, his' suceessor
& appointed by the remaining Trustees to fill the unexpired term . of office; such

shall

‘appointinent to be- subject {o confirmation by the members at their fiext regularly scheduled
. meeting. :Responsibilitiss 6f the Trustees as siated in the Bylaws include the following: -

s The Trustees shall be responsible for all monies coliected or disbursed by the Trust:
and for the. seégredation of all monies into: the claims fund account ‘and- the
administrative fund account

Tennosses Departrient of Cotiftrierse and ingurancs: 7 CAGG-TN Réport of Examinalion
Examiaation as of March 31, 2013



* The Trustees shall: receive applications for membership -from prospective new
members of the Trust and ‘shall approve or disapprove such. applications in
accordance with rulés promulgated by the Trustees,

. Thj’é': Trustees. shall be responisible for -astabiiShing, such. frusts;, lass fuinds, or other
funds as may be reguired from time to time by the Rules or as'may be established
by the Trustees fram time: fo time. '

* The fustees ‘shall be responsible for and shall undertake the posting: of such
security deposits and/ar securily bonds as may be required to be posted with the
TDCI, : "

« The Trustees shall be responsible for and:shall cause to be filed with the TDCI and
elsewhere such annual or other periodic.audits, reports, and disclosures s may be
‘required from time to time by applicable. fedaral or state statutes or governmental
regulations. o ; -

* The Trustees shall take all necessary' precatitions fo safeguard. the Fund and the
other: assets of the Trust including designating the administralor-and the SENvige
agent of tha Fund. : - '

d to provide refunds to the:members of the pool when there is an excess:
moul bo at.is necessary fo fund all obligations for that fund year with
the written approval of the Gommissioner, Thie Board. of Trustess must daclarg the refund
not less: than ‘gightéen (18):months after the end of the-fund year,.and if the refund is
declared, ten percent (10%) of the refundable. amount: miust be retained by the: pool for an
additional yearto cover any obligations thatmay notyethave been reported,

mp. R. & Regs. 0780-01-54.15, seifinsiired workers* compensatiah

The approval history of distributions, categofized by calsiidar year, since the - previous
examination is'as follows: '

Date-of Approval
by TDCI Amount:

March 5, 2009 $1,000,000
March 8,2010 $1,000,000
April 10, 2012 $1,000,000
Mareh 7,203 $1,000.000

D

As of March 31, 2013, the Trust had approved the disttibuticn of a total-of $6,959,708 to its
members since its inception.

Tennassee Depsrrisit it Comierca and Insurance 8 CAGC-TN Report of Examiination
Examination a¥ of Madrch 31, 2013



OONFLiGTS OF INTEREST AND PECUNIARY INTERESTS
Tenn, Camp R. & Regs. 0780-01 -54. 07(6) and. (7). state

“No. admmustrator or its :employees: of the pool's board of trustees shall
accept or be the: ‘beneficiary of, either directly or remotely, any fee,
brokerage, commission, gift or other ‘consider: lon for or-on’ account of any.
loan, deposit; sale payment exchange, or reinsurance’ transaction made- by-
oron b_ehalf of such pool,.or be. pec:umaral‘ 'l""éarested insuchpurchase, sals,; .
loan, either as barrower, prrnclpla co»prmctple, agent or benefciary, except:
that if @ member, such person'shall be entitled t6 all of the benefits acciuing
under the terms of the membership.”

“*No-administrator or its emplovee(s) of the pool s:board of trustees:shafl take
or receive fortheir own use 3 fes, brokerage commission, gift or other
consideration of the pool excep f 'easana 'e_ compensat:en for semces
‘performed: or sales or purchases:made:
thie terms. of the ddministrator confract pproved by the: Comm;ssmner No ‘
‘administrator.or its. employees or 1he pool's board of ustees shall collecta -
sommission for the procurement of ‘excess insurancefor the pom »

A

During the course of the examination, ro-instances of non-compliancs with the Rule 'were
found.

the members of the Board of Trustees shall meet quarterly;.or
)a‘s-._oﬂen as.- quireq,.,atfthe" pﬁi ipal office of the Trust, or at such other location-as may be
,acceptahle ta the Trusiaes Specla[ meetmgs cf the ‘!‘rustaes may be called at any tlme:

meetmgs were revnewe éﬁd appeaf ta' reﬂedt prbpéﬁy the acts of the respectwe bedles .
‘Membership requirements, powers and: duties of board membets, and Triist embers were:
verified tobe in acccvrdance with the Rules of the TDCI.

Tannesses Departtent cFCommercs and Insuraice’ g CAGC-TN Repart 6F Exaiination
' ExaminatiGii ag bt Maichi 81, 2013



MANAGEMENT AGREEMENTS

- ADMINISTRATIVE AGREEMENT ‘
The. Trust has used only one admlmstratar, M. Wi iam B. Young. since its inception in
1994, The App icatiof to Sefve as Admlmstraior of Seif-lnswance Group Pool” which was'
filad with the TDCI was dated January 26, 1994, and was filed a8 part of the license
process: The document-on file with the TDC! does riot-have -2 date raceived s ‘affixed.
v Young continues: o &ct as "Admmistrator“ as defined within’ Lhe meamng of Tenn.
me*np R. &Regs 07&0—01-54:=:_:_ 02(1).

Gn March 21, 2003, the: Truat ;and Mr Y‘oung executed an *Administrator Agreement”

whereas, the Trust deswes to engage ; “fo-carry out cerfain policies &nd

: inistrator shall also conduct such
other- actmhes as requ:red by appllcable state |EIWS and. sgulations: The Agreement on file
with the TDCI was stamped received February 24,2008, :

Spetific delineated areas of authority mciude the following!

Purchase: and:selection of excess insurance;

Purchiase and selection of errars and omissions ¢ coverage for the Board;

Purchase and selection of surety bond;

Implementation-of marketing policies approved by the Board:

Final underwntmg autherity to the extent not retained by the Board;

Payment of vendors and othier experises;

Hiring-and firing of staff of the: -administrator; and

Exacut oh behalf of the Trust-and with approval of the Board, of contracts for
claims administeation, accountmg anid actuarial services.

s e 00

“Trust shall pay the: Admimstrater for expenses: incurred telating to the authority- granted
under “thig Agreement” *Trust and Administrator - -agree that -all. fees payable to
Admimstratcr under this Agreement aré reasonable expenses pursuant to the engagement N

The administrator does not reteive a salary’ from the Trust. Mr. Young'sformal smployment:
is “Executive Vice Président” of the AGC of TN.. The. Trust reimburseshthe administrator for
ravel expenses incurred on behalf of e Trust which are imma erial in reiatmn 1o the
Trust's-overall financial operafion, The Agreement daes not define: the specffic expernse:
items to be: ranmbursed

ay terminate the agrsement witiout catise upon giving ot Jess than 30 days
written notice: ' :

Ténhelses Departmont of Gommisrce arid Tisuranicd. 10 CAGC-TN Repor of Examinalion
' : Examination as of March 31, 2013



CLAIMS PROCESSING AGREEMENT

aurmg the period of examination, and effective from: Apnl1 2007  through April 1, 2010, the

Trust had an agreement: nfechod Services Administrators, Ine, (ESA) that provided

“Specified Third: Party Administrator Services” in regards 1o c!alms processmg and other
telated services,

The: agreement wﬂh BSA - effect as of the date of thxs exammatlon was effective Apasi 1

- 2010, to remain it effect until Aprll 1, 2013. Thg: agreement 15 automatscally renewe*ei ?ar:
.consecutwe ene (1) month terms at the endmg-' C

greement dunng lts term by prawding .
termination to the other party '

Prowrfing claims gervices:
-'-_ Praviding marketing and marketing assistance: SSFVIGBS
s Providing account managemant services

Examples of claims Setvices to be provided are:

tigate, adjust, process and/or resist workers compensatnon

» Semvice; rewew i
¢laims 1ha Trust

F’repare loss_ L:r 'orfs for Trust management no: less thari: fﬁeen (15) da
the last-day of the previous calendar month

_ intain and file any. and all records-and feports: that may-be’ requnred by
-any state regu!atary agencies in connection with BSA's handling of claims: as
instructed by the Trust

* Coordinate the assignment-of and/for provide utilization management services on
-claims reguiring or nesdingsuch services (Medlcal Case Management)

Examples of marketing and maiketing assistance services fo be provided:

» Develop and:implement a marketing piaty w:th the Thisl's dssistance to promote and
present to prospective members :

Examples of account'management services to "bé:!ﬁrio\‘ridéd"f

» Develop undemwriting rules for member emp!oyers fo obtam workers! compensation.
.coverage through the Trust in accordance with Trust rules and excess insurance
- carrier(s)'s rules gnd: guidelines

Teniesséa Department of Commerce and Insurance’ 1" GAGC-TN Report of Examination
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» Review each prospective membar employer with regard to the promulgated
underwriting: rules and guidelines ,r::acceptance into the:Fund.

‘e Maintain underw riting files which shall be avalianie for review by the Fund

» Develop ‘appropriat _
rates, miodifiers, et cons:stentrw appropriate law

* Present the dppropriate. b:llin i
them to the-Fund

'+ Promulgate experience modufcetmn factors for each parhcipating member empioyer
utlltzmg ModMaster ,

ﬂ-«

* Provide the Fund with- documents ev:denemg the amount of any insurance: producer

commissions paid

The Trusi agrees to pay to Brentwood & service fee eqial to. a percent of the Fund’s
particlpai{ng employers payroll subject to.a minimurm annual sarvice fee,

CUSTQDIAL AGREEMENT

The Trustand its custodian, Piinacle Barnk, completed a new custodian agreement dursng
the petiod of examination, Except for dne (’i) ofmilssion, the new. agresment signed by the

custodian and by the Trust on March 3D , 01‘[ exhlbited Ianguage comphant wﬁh Tenn
C_e_m__p R & Regs ﬂ? :

‘Truet ori 'Septembef-a*fzws

This agreement gives: IP! discration o supervise anef"dl_rect, on & continding basm as agent
-and -aftorney-in-fact on behalf of the Trust:without prior consilta
- ‘reinvestment of all assefs, subject'to the fimitations, needs-and objechves lmposed by the
Trust's investment Palicy. The greement cludes: schedule of compensation which was
reviewed as part of the examination and was determingd fo bs reasonable.

This agreement’s. schedule of compensat;on notee that fees are ¢alculated quarterly,
based “upon. { ue of all assets under. management i ihe account; ‘Generally,
: 18l fee will be bilied in arrears each quarter.

An “Addendum To Investment. Advisory .Agreement”

Tennesseq Depattment of Commarce shd Insurarncs 12 CAGC-TN Réport of Exsnination
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s for each member using classification codes, _

the investment and

Y. Ag with 1P[ was ‘signed efféctive
September 8, 2008, and alluwed with the Trust's consent, 1P to refain outside vendors to

A [
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perform services described in the “Investment Advisary: Servnces Agreement.” As of March
31, 2013, Garrison Fmanclal Com: (GFC.) acted as a subsidiary’ advisor for the Trust's
mvestms-ni account and prepared financlal statements for the Trust.

On July 22, 2010 the Trust and: lts SpONSoOIf assceiation, AGC of TN entered into. an
administrative services agreement. AGC of agreed-to provide. office. supphes including
necessary informatior: technology, and’ personnel for‘the operation of the Trugt.  The

“agreefment’ provades for the Trust fo ‘pay & fee.each. quarter to- AGC of TN i order to
reimburse for services and personnel.. ; "

'MEMOS OF UNDERSTANDING ;
A formal “Memorandum of Understandrn‘g‘"‘ was executed in 2010°between the Trust and

AGC of East Tennessee, AGC of Tennessee, West Tennessee Branch; AGC of Tennessee,

Tri—Cittes Branch; AGC of Tennessee Knoxwile Branch; and AGC of Tennessee. Middtle
Tonnessee Branch

'disoicse that in-exchange for spectﬂeﬂ'--campensaﬂon, safety and loss control.
be: performed by safeiy dlrectors emplo G

than a f’ wed minim annual prarmum Euring the fi scai year endmg March 31 2013 the
Trust incurred- safe ‘and loss expanses o the. branches and AGC of Ténnessee in the
amaunt of $558,338.

The Trust alsa: reimburses AGC.6f TN for the purchase of cartain fiked dssets uged by the
Safety Director, such as: automobﬂes fortravel to job sites.

FIDELITY BONDS AND OTHER INSURANGE

The Trust maintaingd f idelity coverage with St. Paul Fire & Mating Iris ral
the form of an “Insurance Company Bond" with employea: coverage in the :amount of
‘$500,000. ‘This poficy was effective fram April 1, 2011, through. April 1, 2014, ‘and was
renewad.on April 1, 2614 and is effective until; fil 1, 2017,

rance Company in

The Trust maintains an Errors and Omissions policy with Na\ugators Specidlty Insurance:
Company in:the-amount.of §5, 000 000 sach claim Wit a $5,000 000 pohcy aggregate dnd a
$25.000 deductible.. This poixcys definition. of instfed would Include the Trustees and
members. The pollcy complies Wlth Tenn. Comp R & Regs. 0780-01-54-, 04(2)(!3){5) which

Tennesséé‘ Department of Commierce and Ingifance . ) ' CAGC:TH Repor of Eieﬁdiingﬁdn
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uthority to'have in place an errors and.omissions
orotect the pocl from damages; if any:"

requires each apolicant for a certificate o
policy “for the board of trustees issued o

The above referenced polices also comply with Tenn..Comp, R. & Regs. 0730_0154,
07(3)(8) and (c) which exhibit the following requirsments under the heading,
Administrators: A B .

any. licensed to transact busl;i_éss;ln this-state, which may be:
he administrator or the pool on the administrators’ behalf;”

¥ ‘. “Evidence that the applicant has obtained a fidelity -hond In t'he;ai.’-zﬁbqnt: of $200,000

* Evidence that the applicant has bairieti.an arrors and omissioris ingurance policy
for the protection of the pool in the amaunt of $200:000 written by company licensed .
fo transact: business in: this.state, unless waived by the Commissioner upon a
showing of proof that the applicant is uhiable to cbtain siich coverage;”

BSA maintains certain Insurance:caverage ¢ required: under its
Specified Third Party Services" dated April 1, 2010, These ing
tiability, workers' comipensation, contractual liability, and: crime
policies are-issued by insurance companiss within the Travelers um
Fidefity'and Deposit Company of Maryland:.

“Agreement to Provide
& general liability, auto
overage. The following
brella of companies and

* The crime:policy is issued by Fideii’tyfan&_Depa‘sit_(_j’:,brt;pa‘ny of Maryland and covers
emgioyea-stihaﬁ:_up‘to $5,000,000.with a “350_;2900 deductibla.

2y Is issued by The Travelers Casualty and Surety
off workers compensation and employers liability.

plicy is issued by The Travelers Indemnity Coiripany of Confiecticiit with.a
$1,000,000 liability limit for one acgident o loss, 282,000 limit for medical, arid a
standard fimit for uninsured motorist. ‘The policy provides for the lesser of actual
cash value or cost of repair minus:the dedugtible for autd physical damage.

» The- commercial general fiability policy is isstied by Travelers
Company of Ametica with & $2,000,000 general aggregate liniit 2
limit each occurrence with a $1,000- ¢
coverage per accurrence and a $250-de

roperty Casuality
nd a $1,000,000
ductible for business owners' property:
ibls for biding glass per occurrence.

» The commiercial excess liability (umbrelta) policy is issued by The Travelers
Indemnity Company with -a $1 0,000,000-aggregate limit and a $10,000 retained timit
per occurrence.
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All of the abiove instirance companies. are: licensed in the State of Tennessee. with the

exception of Navigators Specialty Insurance Company, which operates’ as surplus lines
carrier-pursuant to Tennesses i instranpe siatutes;

STATUTORY :’?)"Eposws
In eompliance with Tenn. Comp: R. & Regs. 0780-01-54-.04(3)(e); the Trust maintained tha

- following deposit:as. e*’ March 31,:2013;

Descilp fion.

Blounit County TN 5.0%; due 6/01/2017.

ParVaiug Statement Value

$100,000 $117,621

EXCESS OF LOSS INSURANCE

the’ period April ‘1, 2011

The. agreement contdined nly specific coverage.

In accordance with Tenn. Gomp. R & Regs. 0780-01:54-, 04(3)(c), the Trust had in effact, fc
April 1, 2013, an excess of loss agreement. for-
compensalion and -employers- iability claims: veith' Safety National Casua!ty Corporat,_ 1

he dgreement’s specific: coverage, the excess insurer agrees to indemnify the Trust
for the amount in excess of the Trusts $600.000 sp
ernploy @ disease, up to the statutory limit for workers”
- for: empieyers Ilabihty

: rétention for each accident or
compensatron and up fo $1,000 000

The Trust cbtamed aggregate refention coverage in its ‘éarly vears and then requesied
approval from the DC! to ‘maintain specific coverage- only after its financial pesftnon
si:angthened A request was made for-the. policy years: bagmnmg April 1,:2008, April 1,

2009 Apl’ll 1,-2010, April 1, 2011 and A

accompan

Tendisssee Départment of Commerca-and Insgranca

erage o the pohcy years begxnnmg Apnl ‘1 2012

15

i1, 2014, pursuant to Tenn. Com . & Regs.,

= D4(3)(c)(1) to the TDGI to forgo ‘aggregate excess ‘insurance and is
by an actuarial analys supporling the ‘request. However the: Tmst's actuary
did not 'submit to thé TOCL & lett (&l | |
raggregate excess of loss i insurance
-and Aprif 1, 2013. This issue is noted-in the 'Recommendatmns -and Subsequent Events
‘Sections” of this'examination report,

CAGC-TN Répoit bf:ExamiEgéﬁqn
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‘A'summarization by policy yedr for the'period linder examination.Is listed below:

Specific  Aggregats  Aggregate |
Policy Year  Retention ndemnig Retention Insurar
4/01/2012-13 $600,000 None:  Safety National Casualty
4/01/2011-12  '$800,000 None.  Safely National Casualty:
4/01/2010-11  $800,000 i€ ~  Nane  Safely National Casualty
4/01/2009-10  $500, Q00 » .. Nong Safety National Casualty
-4/01/2008-09  $800,000 ", Norie AGE American Insurarrce Co.

The: policies provide :coverage for iosses ‘sustained by the Trust as.a resu!t of injury by
_ accident seeurring during the policy ‘pericd, or by disease -caused or aggravated. by
expostire 1o conditions causing the disease oceurring dunng the policy pariod: The policies
have prov‘sm _ for the continuation of:coverage in the avent of pan-.mso!vency The
policies were written by compadrties authorized to-do business in the State of Tennessee..

Reliatice National: Indemnity Company pmwded the Trust specific and aggregate excess
insurance ‘coverage: from April 1, ‘2000, through September 1, 2000. Dur;ng the year 2000,
Reliance National Indemnity Campany was merged: into its parent company, Reliance
Insurance: Company. On October. 3, 2001, Relianice Insutance Company was placed in
liqu;datien by the Commonwealth Court of Pennsylvama and regoveries from the Reliance

17 200(1
amounts frum Re{;ance as they were consldered 1mmatenal and uncol!ectable by the Tmst
and its-auditor. ‘

‘LOSS EXPERIENCE
Encurred . _ General & Gen. & Adm..
Premiums . Losses - Underwriting -Adin, . Expénse  Combined
Earned . Ratio Expense  foPremium  Ratio.
$5,007,982 7% $2013243  422% . 769%
‘$4 378,808 66.3% $1,038,503 44.3% 110.:6%
4,054 57.4% $2, 196 48? 54,2% 114.6%
38.8% $1,991352  454% 84.2%
58.8% $2,561536  454% 104.2%
Tennesses Departmant of: Commerce and Insurance 6 CAGC-TN Repott of Examinstion
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Pursuant to ‘Tenn. Comp R.. & Regs. 0780-01-54.24(1)(b), the: Trust on Mareh 23, 2012,

and nﬁarc:n 52013, reporied deficiencies to. tne TDGI for the followmg filnd years:

Mareh 23; Mamh .5,

‘ 2012 . 2013
Mareh 31,2013 371 136

Mareh 31, 2010 $942630

‘March 31, 2009 280 753
- March 31 2007 . 60261

March 31, 2000 587,672

March 31, 1999 319,087

March 31, 1986

3,560

Total

March: 23 March. 5
2012 _ M3
March 31, 2012 4 3 71 136
:March 31, 2001 $ 168,063 A

1, 1998 187,487
1997 1,980, 798‘
1995 494

ACCOUNTS AND R'EGRIJS

Fmancial R&cgrd

Tenn. Comp. R. & Regs. 0?80—0‘1-54-’1'09(2)'- requires the Trust fo .submit to the
‘Commissioner a staterent of financial con tion audited by an:independant certified public
aceountanton or befere he last dayof the

{GAAP).

Teanessas Department of Commerce and lhsiitance 17 CABC-TN Report of Examination.
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_ (Bth} month following the endof the Trust's.
fiscal year. Tenn. Comp R&. Reg 0780-01-54-. 09(5): allows the Trust's audlted ﬁnanmai_ .
statements to be prepared in aceardance with: Generaliy Accepted Accountmg PrincipIeST



The Trust:retained an independent accounting firm, CH, to'ssue the Trust's GAAP audited
financial statements and to prepare their-fetleral income taxreturns.

During the period of examination, CH recorded all assets; fiabilities, cash recelpts, and
disbursements, and produced a détailed eneral Ledger using Business Works software.
CH, als, prepared all year-end adjusting entries and a frial balance as f year-and in

conjunction with.its annual audit of the Trust.

oS : .!f: ;
Claims ‘accounting records were ovigindly produced. fiam cash dishrsemen. source:
documents prepared by BSA, CH, and acluaril fim, Castally Actiarial Gopauttarte, Ing
{CAC), rely upon: BSA for individual case reserve éstimate oo for oo o et
-audited financial statements and actusria {reporls,

Member premiu m‘ﬂ_;&a!ﬁﬂlfﬁ-ﬁﬁnand; billing:records ﬂﬂgtn ated fiorm BSA’s ndenieting i
including the calculation of loss ‘experience madification factors. Lo i dimin
Mmember payroll information from Millsnnium. nsuratice Soltions, inc. to calculate audited

okl Bank provides fair market values for the Trust's debt securities shown orn
the balance sheet in the audited financial statements, ’ .

& majorlly of the Trust's information systems and data o sty
fusts sponsoring assoclation, AGC:of TN; and BSA. under the. two {2) management
-Agreements previously discussed. > @

st's administrator, using AGC of TN infofitiation teshnology equipment; conictny
8 electranically using basle contemporary camiputing ahd networking: methods.
AGC of TN hed %ﬁdﬁafﬁ.ééfVétlQ_lién.t;_c,omput'i'ng_'_;ar_mngam.ang sty St Ao
of TN employees worked frofn individual pefsonal computer desktop wiitkstatioris
authenticating -against & server file arid | seiver. Users communicate intarnially and
extemally via electronic mail (e-mail). § aceess control software consisted of a

firewall anid includéd data encryption fechnology. AGC. of TN used basic. database

management software and basic business, accounting software:

‘BSA utllized a hardware platform and operating system; BSA had operating system sy
SR FrATn In pie: S8 implemented a state’ of the art firswall system that
prevented any oulside access to BSA's information: technology system or BSA's claims:

a‘-’s-te--w-fs“ o 'a'fgqgm| area. network of connected desk fop computers that fan: on.
Wiridows: operating syste is. BSA. used a software: program. for workers® co pensation

Peeonun, Baesnderurking dvisio sed underwriting software and software for .
m computation and billing.

premiu
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techno g,,f «yste';_k and pmﬁde for offéite: recuvery.m data. However, AGG of TN's
] -.d:saster recovery planwas fiot formally documented Inwriting.

Examinatian .of Accounts and Racords

environment Had’ limited 'ﬁiﬁcumenied mternai controls and ‘segreg'}atmn ‘6__ efutaes by those
‘engaged by | the Trust to perform kay-activities.

'Bunng the tourse of the: examination,. accounts were verified by varils ‘tests and
.procedures deemed necessary to confirm values for-assels and ligbilities-a jpearing in the
Gompany's financial statemants- -General ledger trial balances were recohiclled with the
finaricial statements, -and all were roviewed for completeness-of disclosure-and conformlty
to GAAP.as permitted by Tenst, Comp.R & Reg 0780-01-54-.09(8).

Books and records of the Trust are keptat the office of the Trust:

‘2612 Westwood Drive
‘Nashviite, Tennessee ‘37204
‘Claims and unﬁferwrihng records are kept at the.office of BSA located at!

104 Continental Piace, Suite: 200
Breniweod Tennessee 37027

LITIGATION AND CONTINGENT LIABILITIES
As of March 31, 2013, the d'no reserves fo cover any contingent liability..
Various fawsuits agamst e have arise he normal course. of business reiaﬂng fo
Wworkers' r:ompensat A claims' settl ements Liabilities arisifig ‘from Iltlgatmn ‘are not
considered material i relation to the financial positicn.of the Trust,

" Tennessee Department of Commirca s tnaujaiice: g GAGC-TN Reportaf Examingtion
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MARKET CONDUCT ACTIVITIES:

in; coniunctron with '=t examination; a market .,onidu"t re‘.%w wag: mnde of the Trust agof
March 31, 2013, The following areas were ag

NDERWRITI&G
Underwntm' Membershi'

Files

Tenn..Comp. R. & Regs: 0780 01-54-.08 (1) (Members of the Fovl); statis:
"The board of trustees shall gstablish- underwrlting guidelines with respect to
the-addition of members to the pool as weltas the renewal of Its members. At
a minimum, suich. underwriting guidefines:shall-set forth requiterrients for the
members fo-be able to provide the pool evidence that the member is solvent.
Each pool. ghall fi le such: gundehnes and ‘any amendments thereto with the
‘Commissioner:no later than thity (30) days prior to their proposed effective

f fed w1th the TDC! prior to lhe penad of examin” on, were‘found to-be ompli ._ ‘With
the abova rifle requirements,

Dunng ihe perlod of exammatfon the Trust coqgiucted th:rteen (13) member actmns

actwns were examined :-md found to be performed in. accordance wnth Trust l}ndafwr:tmg
Guidetines and in tcompliance with Tenn. Cnmp R: & Regs; 0760-01-54-.08.(1).

Trast qnderwfiimg rate. a’nd’,; prerﬁi‘dr’n éé?itr!butiohs were, examined for compliance with
-'T‘erm; Comp:.R. & Regs 6780—01-54- 10 (Rates and Rate Repomng) In compﬁance with

mng ﬁocuments for each year. during the penod af exammatmn The Trust’s use of
M was further verified in the feview of member underwriting f‘!es \‘

fn the examination of imember underwntmg files, the: examiners yséd ACL software o
randomly select fifteen (15)diles fromithe Trust's total membershlp of fi ffty~seven (57): The
éxamination focused Trusts calcuiation of the ‘members’ estimated ‘and ‘audited
“premiums to include u thorized rafes, experience madifications, -and discounts:in
determining member prertiluiv contributions for the policy year snding March 31, 2013 Ag
a resulf of the examination, there wers no except:cns
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ADVERTISING

in fhe exammation of Trusts advertssang, items issued by the Trust were: examined in

accordance with Tenn. Code Ann. § 56- 104(1) (Mmrepresentat[ons and False Advertising -

of Insurance Policies) and ‘fenn e Ann. § 56-8:104 (2) (False Informahon and

Advertisifig' Generally). The Trust's print: material, bullefins, and internet websﬁe was
~examined in‘accordance with the statute:and found to be irt compisance The Trust was

found to have strong contrals in place for the praductlon and use of all advertising materials
approved by the Trust's admlmstrator

CLAIMS REVIEW
“The Trust's Pprocessing of warkers' compensaiien claims was exanmined for compliance with

claims’ handiing standards as required by the: Depariment of ‘Labor, Division of Waorkers'
Compensation 'f‘enn Comp. R, &-Regs. 0800-2-14.

ACL software was used to randomly select two samples from the claims poputation. One:
sample.of twenty—elght (28) claims was selected from: ninety- -four (94) gpen claims as of
March 31, 2013, ‘A second sample-of iwenty-eight (2 claims was. selected: fram séven
thousand six_ hundred th:rly—snx {7, 6_______;) claims: that were opened and closed during the
examination peried, April 1, 12008, to March 31, 2013. In total, a combined sample: of fifty-six:
(56) claim files was. examined for: compiiance with Tenn. Cump R.-& Regs. 0800-2-14. As a
result of the exammatmn the following exception fmdmgs ara noted by ruie. section;

Reporting Re uirements

There were eight (8) exceptions where the Trust was unable to provide the original paper
cldim- file for examination. Without the original claim file, the: examiners were: unable to
verify compliance with Tenn. Comp. R. & Regs. 0800-2-14.

‘Tenn. Comp.. R & Regs, 0800-2-14-03 (1) requires employers to report accidents 1o their
‘insurer-within one (1) dng day of knowledge: of injury. fh the: sample; there werg |
eighteen (18) exceptmns-—rfound where employers failed fo'report an accident-within five (5}
or'more working days of knowledge of the.| injury.-

, 'Tenn Comp. R. & Regs. 0800-2-14-.06 r&q) ifes medical rating and. date of maximum}
madacal impmvemenl (MMI) by the treating physic:an, and infermahon needed to sett&e a
wﬁhm tmrty (30) days of MMI the ; '-'ned six (6) claim files did not co :
‘medical lmpalrment date of Ml\m and settfeme documents. Of the six ®) fi les. tested

three (3) files were related to aged claims (1997 - 2000) that BSA inherited from the Trust's

former TPA, Séd‘g’ﬂig;k James. Aithough the documents were fiot available for'examination,

the électronic: diary maintained on each claim contained information: as to the agreed: MMI
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. and-processing of claim settlement. it is recommended the Trust maintain copies of all .
‘medical: impairment date of MMI and: settlement-docuinients, where. applicable

Payment of Benefifs

“Tenn. Comp R. & Regs. 0800-2-14-.05 requires: compansatmn payments for a
received by the: claimant no later than' fileen (16) days after nofice of injury. and that
compensation benefits be issued timely to assuré the ‘njured empfoyee r@cewes the:
benefits bietore the date they are due. All sarmpled payrrients wers madé within it :
tlmeframe

Case Reserves
The Trust estabilshed and mamtamed adequate reservas for krIown claems and expenses,

_ j:and mamiamed adequate reserves The examiner-fo nd no exceptians where-
the case rasemve appedred to be'inadequate; In general dunng the' period of examination,
the Trust exermsed a conseruaﬂve rese ilcy that restilted ‘in establishment of an

ts far Warkers Compensation: Claims are handled through the Tennessee
nt ‘of Labor-and Workforce Developrsiit (TDGL) All: inform
request assistance. s posted on the TDOL website
wadfwcemg Shtml' Ti'xe websﬁe also pm‘

'The Trust's members (poi:cyholders) dre commerceal businesses “Tenn. Comp. R. & Regs.
0780-1-72, (Privacy-of Censurner Information Regulatmns) inclides the following in the
definition of “Scope”;
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“These fules do not apply to information: about companies or-about individuals
who ‘obtain products or service for business, commarcial, or agricultural
purposes,”

. BSA processes the clalms of the beneficiartes:of tha workers ccmpensaﬂon policies. issued
by the Trust to. i
Services" with. the: Trast, BSA mciudes confident
“Bart1” as follows: .y

Y and’ protectson language in Exh:bit F

“all electronically sta:ed information ‘made accessible: by Bremwood 1o
TAASIT will nat under any: circumstance. be revealed or released to any
person or enhty not. directiyin. the declswn making process of ‘handling the
_claim to which:-the information reférs;..

‘The relat!onshlp of a benefcsaty |5 addressed by Tenn Oamp R & Regs 0786-1 72~

isin doiﬁptzance wnh Tenn Code Ann § 56-47*1'i2(a)

Tennessea Dopartment of Commerce and Insurance: 23 CAGC-TN Repart of Examination-
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SUBSEQUENT EVENTS

(1) Pursuant to Tenn. Comp. R. & Regs. 0780-01-54.24(1)(b), the Trust on Fehruary 14,
2014, reported deficiencies to the TBCJ'fbn.ihej,f'cif!o'\‘uing}f.;fﬂund years:

February. 14,
e 2014

March-31, 2010 $ 503,804
March 31, 2008 199,522
March 31,2007 262,060
March 31, 2000 573,354

AR i 327087

.. 26742

March 31, 1999

March 31, 1696

Total

The Trust requested aproval to transfer.surplus to-cover the known fund'ear deficits and
potential additionial deficits totaling:$2,283,283 on February 14, 2014, as foilows:

February 14,
2014
March 31, 2001 § 243,418
March 31, 1998 60,000
March 31, 1997 1,830,455
March 31, 1995

49422

Total ‘$2.283203

On March 17, 2014, the TDC! approved the siirplus trinsfers in accordance with Tenn,
Comp.: R. & Regs, 0780:01-54.24(1)(b) in conjunction with' the approval of a requested
refund. S ' '

(2) A refund.of $1,000,000: from the Fund Years ending March 31,2003, 2004 and 2006
were distiibuted-to the Menbets during the last half of March 2014, The request for-this
distribution was:made to'the-TDCI on February-18; Qﬁﬂ..t{, and subsequently approved by
the TDCI on March 17, 2014, |

(3) The Tennessee Workers" Compensation Reform Act of 2013 became effective July 4,
2013, and is the most significant revision ‘to -fhg__"‘ﬁénaesﬁée workers' compensation law
since the. original 1919. act was passed. The 2013 Workers' Compensation Reform Act

‘applies foinjuries that occur on or after July 1, 2014;

Yemnassas Deparient of Carntnios add Insurance. 24 e pr———

Examinatiott as of March 34, 26137



- (4} The Trust and BSA entered into a new agreemint to provide “Specified ‘Third Paity
Administrator Services”. The agreement was filed with-the Commissioner on September 10,
2013, with an effective date: of April 1, 2013. The Trust's submission.of the agresment fo
‘the:Commissioner afterthe effectwe date-did: notmest thar tirement.of Tenn, Comp:.R..&

Regs. 0780-01-54.05, This issue is noted in the- “Recommendat[ons Section” ‘of this.
examination report.

L. (6) The Trust added an-addendum to its “Individual Custadﬁr\ Agreement" with Pinnacle'j
", Bank in order to-become compliant with TOG Rule. 0780- 01-46 and TDCI Rule 0780-01-
" 54.13(4). The addendum wiis effective July 29, 2014.. ‘ -

(B) The Trust‘s eligagement w:th its previous accnuntant Fox & Kolb Assoc:ates PLLC,
ended on July 31, 2014. The Board'of Trustees on. July; 8, 2014, approved a contract with
KraﬂCPAs PLLC to pmwde accounting services beginning August 1, 2014,

{7):0n May 1, 2
admimstratar"l

. William *Bill* B.. Yaung submitted an application fo the TDC! for.an
¢ it an effort o mest the requi

. of Tenn, Comp: R. & Regs Gh,
01-54-.07. Mr, Youny's application met the requirements of Te omp. R, &Regs .
0-01-54-; 87(3) and on May 16; 2014, he recewed his "Cemf cate of Authority

Adfmmstrator of Self-insufed Workers Gompensation’ F’oals

)] The Board of Trustéss or Octaber 8, 2013, vqted}f' G engage a new actiary. EffectWe:s.
’October 98,2013, the Trusthired By The Numbers Actuarial Consultmg, Inc:

{9) The Trust's audited financial statements as of March 31, 2014, submitted to the TBC|
reported that less than eighty-five (85%):of its net assets fware maintained in: permitted.
Investiients in-accordancs with Tenn. Comp. R, & Regs., Ch. 0780-01-64-.13. The Trust
reported thal 78.1% of its net assets:were rivested pufsuant Tenn, Camp R & Regs., €h..
0780:01-54-; 13,

{10) Effective.August 21, 201 4, the Board:of Trustees approved a third- amendment tothe
declaration of tristand by!aws This third: amendment provides for the replacementof the
chaitnan; ¥vice ghairman and: secretary in thesavent of death, reslgnatwn Inablhty orrefusal
to:act or removal, _

{11) In'order to insure the ccntmuatlon of effective management and: overslght of the
op ation of the Trust, the Trustees formalized a writtert "Succession Plan for the:
$tAGC... Tennesses" by vote on October 9, 2014 made effective as of Auglst
4, The Plan-addresses the course of action fo-be followed in the event: of an
.unexpected tefporary absence or the: permanént absence of the Trust's Adm:mstrator
This Plan; further describes the duties to'be: carried out by the temporary.ar permanent

replacement msialled as Administrator;,
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FINANCIAL s’rﬁ-ﬁTEMEN-Ts :

There follows a balance shest and a statement of oparaﬂons and fund balanes as of March
31, 2013, for the.period under review, as establishied by this.examination: .

BALANCE SHEET

Assets a‘ .
Cashand cash equwaients -
Marketable Secuities ~ Mumcipal Bands: -
Accounts receivable:: R ?Premrums
Accounts: receivable: R 3 .
Accounts receivable: Ay Py fums:
Actrued invesiment income
Prépaid Expenses
Investment Property

Tota'l

Liabifities and Members® Equity
Loss and loss-adjustment expense reserves
Audit premiums: payable_

Fremlum dep it

‘ Accounts ‘payable:and accrued: expenses
Prémiuriitaxes: payabie

“Total Liabiities.

Accumulated-ather comprehensive income:
Retained earnings:

“Total Members' equity”

Total

Tennessea Department of Commorceand institance: 26

' netof dccumulated depreciation $13,486

At

§ 2,165,648
10,116,461
236,079
45,942
352,785
127,626 -
261,113

$ 8,070,622
(831,207
533,187

2,763

247 489

109,410

_ 9704708

304,493

CAGC—TN Rapaﬂ af Examlnltmn:
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' Revenues.

Premiums Earned.
Investment income

Total revenues

Claims and claim adjustments

Service fess
Excess Insurance
Premium taxes

‘Commissions:
‘Safety and loss contro}
General and adnilnistrative expense

“Total expenses:

Income before income taxes.

Income'{ax expense

NetIncome:

1etof tax of §11,552
I , ' adjustmient for {galns) on-marketable Securities’
mcluded in net incorne —net-of tax of $1,564

Total other compreliensive loss

Comprehensive Ingome:

‘Tennessse Dapariment of Canifiérce and insurance 2t

$5,007,962:,

308,569

5,316,551

1,738,089
334 075

558, 333?5
397.700
3851812

1,465,239
789,566

675,683

(22,424

CAGC-TN Repart of Examingtion
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COMMENTS AND RECOMMENDATIONS
Comments | ' '

(1) A letter signed’ by 1he Commtssmne'* and dated Decembier 21, 2{}10 granted the Trust

approval to purchase real property nt to TN Rules & Regs 0780-01-54-13(3)
(revised effective Marct 18, .2000), On Deceimiber 28, 2010, the Trust purchased land;
anda building iocated at'2612 Westwood lrive Nashvllle; Tennessee.

The Trust's investment in real ‘property is mcome producmg As of June1 2014, the-
Trust had three (3)° building lease: agreemenfs and ‘one (1) lease agreement for the:

parkmg lot. The: ‘cOmbined annual rental income is. approxumately $125,000 per year.

The' Trust's investment In real property; netof depreciation, rose ‘from :$1,223,553 to

$2,025,786 per the Autlited Financial Statements' as of March 31, 2013, and March 31,
2014, respectively.

l:}ue to the increase’ in the. investment in real propeffy, the Trust will néedito continue to
r its asset composition future financiat staiements submitted 1o the TDCI, in
r to mest the investment reqwrements of Tenn,G¢ mp-,__F?. &Regs Ch. 0780:01:54-
13(1) and (2).

st, ‘through the efforts of its' outside eeunsel received an excess insurance:
§e0 -March 2012 from Reliance: insurance Company: {Reltance) {in Ilquidatnon) in
the amaunt of $4 898. Thi§ payment was forty percenit: (40%) of the $12,246 total
recovery recognized by the ligiitator of Rellance. .

‘This was ‘the first- excess insurance Tecovery the -Trust recejved since Reliance was
placed in liquidation on October 3, 2001, by the: Ccmmonwealth Court of Pennsyivania,

Reeommendation

(4h] it is recommended that the Trust implefient controls in orderto ensare compliance with
the-filing réquirements of Tenn. Comp. R. & Regs. 0780-01-54.05. Any_f;amendments to
thie. organizational documents or writte ntracts. required 10 be provit
Compmissioner, p ntto. Tenn, Gomp. R & Rags '0780-01-54-.04; miist be filed with
the Commissioner no later-than thirty (30). days prior g the proposed effective date of
thie contract,

A third: ‘party admsmstrator service agreement With BSA, effective Aprif 1, 2010, was:
‘signed by the Chairman of the Board of Trustees of the Trust and the President and.
CEOQ of BSA on August 26, 2019 and August 30 2010, respectively. The Trust's
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subrrigsion of the agreement to the Commzsssanar after the effective-date did not:meet:
the requirerent of Tenn. Comp.R. & Regs 0780:1-54.05.

(2) ‘It Is recommended that the Trust put in place controls in order to maintain eighty-five
-.'(85%) of its:net assets in permitted: investments in accordance w:th Tenn. Comp R. &
Regs., Ch. 0780-01-54-11 .(1)and (2)..

{3F The Trust's agtuary did ‘fiot subiniit the-"TDCl a Ieﬂer certafylng ihat the Trust: did not

__ heed to purchase aggregate ¢ 168 C
- "beginmng April 1, 2012, and Aprii 1,
controls in orderto -achieve:compliance wi
04(3)(0)(1) and ‘submit o the TOICI a
procurement of F aggregate excess.of lass!

Tenn. Comp R &Regs Ch 0780-01-54-
ac:{uanatiy justified request to forgo the

ns were disclosed in‘the Claims: Re'v:ew
section.of this examination report,

Claims-Hand g Standatds. These X0
subsection of the: Market Conduct Activities |
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CONCLUSION
Insurance examination

: practwes and procedures, as promulgated by fhe National
Association of Insurarice Commigsioners, have been followsd in connection with the
verification and valuation of assets and the defermination of liabilities of
CompTrustAGC. . Tennessee. Addltwnaily‘ Tenresses Code Annotated and Tennessee
Comprehefisive Rules and Regulations have been followed in connection With the
verifi saﬂon and Vaiugtion of assets and the: determmatlon of itabllitles of the Trust; '

Ifv:slich manner, it was deiermmed that, as Gf.' March 31, 2013, the Trust had assets of‘
$14,529,200 and liabilities of $9,204,708. Thi ere existed for the-addifional protection of
the'members of the Trust, the amount of $5 234,492 in the forni.of meftibers’ equity. -

The. courieous cooperation extended by thie Chairman of the Trust's Board of Trustees, the
Trust's. Administrator and his assistant; representatives “.of Brentwood Services
Acfmimstrators ﬂlnc representatwes__of Cruw _Homath P, _reprasentatwes cf Fox & Ko!b

Keuth‘ F‘-‘attersen, {nsurance Exam;ner. and Brsan Sewell CFE Ensurance
E»xamlner representmg the State of Tennesses, partlclpated in the work of this exam;natmn

Respectfully subrmited,

-James T. Pearce, Jr.
insurance Examiner
‘State of Tennessee
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AFFIDAVIT

The undersigned deposes’and states that hie has duly executed the altached examination

teport of"'GompTrustAGG ..Tennessee-:.dated :Saptember 10, 2014, and: made as of: March
31,2013, oni behalf of the Department of Commercs-and Insurance, State.of Tennessee.
Deponent further states ‘he is famillar. with such instrument and the contents thereof, and
that the facts therein set forth are: true m the best of his: know!edge, |nfermatmn, and belief,:

James T, Pearge, Jr.
Insurance Exarniner
State of Ténnessee

5+ 2014

My Commission Expires: ”!0(6’/301 T
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