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. Nashville, Tennessee
September 10, 2014

Honorable dilie Mix McPeak

Cammissionér

Tennessee Department of Commaice and lnsurance
Nashville; Tennessee 37243 e

QearCom'mismon'ef

_Pursuant fo your instructions and in accordance with Tennessee [nsurance Laws
regulations, -and resolutions adoptéd by he National Assogistion of insurance
Commissioners (NAIC), a financial examination-and matket conduct review was made of
the condition and affairs of the

WGRKERS’ COMPENSATION SELF-INSURANCE GROUP FUND
‘ uf the

heremafter and generally referred lo.as the “Fund® and, “Trust" respectively, and a report
thereon is submitted as follows:

INTRODUCTION

This examination was called by the Tennessee. Department of Commerce and Insurance on
__Aprli 8, 2014; in accordance with Tenn: Code Ann. § 50-6:405-and Tenn. Comp: R. & Regs.
. 0780-01-54-20. O shoed o April 28, 2014, The

20, Onsite examination work comi
‘exammatton was performed by duly authorszed represantatnves of the Tennessee
Department of Commerce arid msurance (TBCi}

Thrs s %heifsacond full-scope finarcial examination and imarket conduct review of the Trust |

SCOPE OF EXAMINATION

This examination report covars the petiod from April 1 /2008, fo the close of business on
March 31, 2013, and includes any matenial transactions and/or.svents occurring subsequent:
to the exammattcn date and ncted durmg the course-of the examination

“Tarifigsees Dapariient of Commarcs and Inguratice CAGC-TN 'Report of Exarnination
Exarnintion as of March 31,2013



Assoclaied Genara‘

_The: examination of the Trust's financial condition was condutted if accordance with

guidelines and procedures contame_ in the NAIC Financial Condition Exatniners Handbook:
The exarnination was planned-arid precedures performad o evaluate the financial condition

and fo ndentify prospective nsks of the Trust Th[s was accompltshed by gathermg
mformatwn about the 'ffr_u"

estm'fates made by management as we!l as avaluatlng _;thw aver_all ﬂnanmal staiement
presentat[on , . ;

»statements of thns repart were exammed and venﬁed wlth relatwe emphasus accordmg ta

thelr amount and potential impact on- solvency. Test chiacks were made of income and. -
] selected perlods, and a general review Was made of the Trust's
ble statutes afid regulations. The examination: included a review of

éarﬁsﬁance with abph

‘the: March. 31, 2013; fiscal year-end audit workpapers-prepared by the Trusts independent
'audltor. Crowe Harwath LLP (CH) The audited fitiantial statements were reconciled fo

their corresponding general. _f_edger agcount balances.

COMPLIANCE WITH PREVIOUS EXAMINATION FINDINGS -

The previous exarijnati

‘ofthe Trust was made as of March 31, 2008, The prior Reporﬁ of *
Examination:was dated December 10, 2009, and covered the period frony April 1, 2003, .
through March 31, 2008. The Camimissioner issued.three (3):directives, as'set forth i the
January 19, 2010, “Order Adopting. Examingfion Reporl With Directive No. 10-003” A
summary of the dirgctivés-and the carrective action. take" by the Trast is discussed below:

Directive #1

The Trust was directed to ccmpiy wiih Tenn. Comp. R, & Regs 0780:01-54.04 by’ ensurmg
that written cantracts, Including but not limited: to, admilnistrative agreements ahd service fee
agreements, are filed with the TDCI, as required.

Corractive Action

During the errent period of exam:naiaon a wntten agreement was conisummated between
ractors of Tennessee, Ine. (AGC of “TN) and the Trust; indicafing
eimbursement. formulas. Also, written agreements describing the

services provided and

‘gervices performed by the branches of AGC of TN -and describmg reimbtirsement
‘cdléulations were:-consummated.. Addmonatly. & written agreement was execyted between
the Trust and the Associated General Cantragtors. of East Ténnassee. In order to comply

with Tenn..Comp: R. & Regs. 0780-01-54.04, these written agreements werg submitted fo.

_ ‘the TDCI on February-19, 2010. Priof to the. completion of formal whitten agreements; the

Tennesses Departmant of Cdrtiierce-and Insurance 2 CAGC-TN Report of Examination:
' Examinaimn awof March 312043
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',Iaws nf the: state nf Tennessee was chanered on Jarzuary‘-

Trust fiad verbal agreements with: AGC of TN, the: brariches ‘of’ AGC of TN and the-
Assamated General Contractors.of East Tennessee

Diractive #2
The Trust was directed to camply with Tenn. Comp. R & Regs 0780-01-54.05 by ensurmg
that any amendments to tha orgamzatlenal dacuments or Wrrtten contracis required to be

_ia't’er tha‘rii 't ' :_(30) days pnor to the praposed effect!ve daw of the amendments ,,along wrth
a non-~refur.dableé filing fee of $80,00. ;

Conective Action

Duﬁng the current period of examination, thé Trust entered info one (1) dgreement that. was
required. {0 be filed with the: Commissianer rio- latei: than tinrty (30} days prior 1o ‘the
proposed eﬁectwe date. This agreement was: subritted to-the. Commissioner after the

-¢ffective date and did not meet the: requiremant of Tenn. Comip. R. & Regs: 0780:01-
54.05.  This iasue is: further noted in the “Subsequent Events’ and “Comments and

Recomimendations” sections of this examination: reperf

Directive. #3

The Trust was dirscted to' compiy with Tenn Comp. R, & Regs. ‘0780-01-64.13 by ensuring
fhatan amount-equal to-atlegst eighty-five percent (85%) of its net assets are maintained in
permittad investments, and that funds not nesdéd for qurent obilgatrons may.be invested

by the board of frustees in “Tennessee Secuiities” as défined ii Tenn. Code Ann. § 56-4-
210(b)..

Corrective Action: |
The Trust was found fo be in compliance with Tenn. Comp. R. & Regs. 0780-01-54 13.as of
March 31, 20 ‘March 31,2008, However, the Triist was not comphiant with the rulé
as of March 31, 2014, March 31, 2012, and March 31 2011, This 1s8ue is further.noted in
the “Subsequent Events" ‘and “Comments and Recommendatlons" sections of this
examination réport,

COMPANY HISTORY

;aurposes uf the Assecaated.,Generai Contractcrs of America
omote the pri ] v -and Respuns:blhty

wrganization is to:further {h

armong the construciion industry in Tennessee. The AGC of TN has Brarich Offices In
Memphis,. Nashville, Knoxville and the Tri-Cities areas. Membershlp is comprised of
General Conttactors, ‘Subeontractors -and busmesses who pioyvide services or prodiicts

used in the construction of Biiildings; Highways and Mumcxpalluumy projects in Tennessee.
arate Chapter, the-Associated Genera! Contractors of East: Tennessee, is: located in

Chattanooga and prawdes similar service to the construction mdustry in that area.

“Tannsshes b’i;pa:tmant‘-ofé'ppmmm‘éihnd. Fisuraice 3 .chcfei’rﬂ*ﬁapnrﬁ-pf‘,égamlnatl&_n-

Examination as of Marets 31, 2013



The AGC of TN:was farmed is to bring unity to the constriiction industry in Tennesses; the
coordination of legisiative activities among its members; constant fiaison with the State and
Federal agencies on constuction rules dnd regulations important fo the ‘membershin;
constant development and coordination of training programs for construction craftsmen;
promgfion of better relations among its members: to maintain high professional standards in
the conduct of buginess ofifs members; and-to: join together its Tiembers to lmprove the

business conditions within the construotnon industry n' Tehnessee

The Trust.is an. umncarporaled assogiation that wWas created by the AGC-of TN on January '

13, 1994, to act a5 a sélinsurance group. ‘The gperalion -of fhé Trust is confined to
Tennessee, whare it {8 licensed fo transact the busfness 'of Workers” compensation and
:employers liabi ty group selif-insurance. WMembership in-the Trust s cornposed of qualifying
members of the AGC of TN who have pooled their liabiiities Lmder iha Tennessee Workers'

Compensation Law.

The Trust began operations on Apnl 1, 1984; with contrbutions from the initial members

equal fo twenty-five percent (26%) of their firstyear estimated annual net premium for
workers' compensation:coverage in accordanc _.wnth Tann, Comp. R. & Regs. ch, 0780-01-
54-.04. The Trust contines fo maintain the members’ deposits and new members in the:
Trust are alse required to make a coniribution equal lo twenty-five percent (25%) of their
first-year-estimated annual net premium, if they are accounted for on-a self-reporting basis,.

Premiunis are paid in-advance, usmg estimated annual niet premium, i a member selects a
quarterly or monthly payment option.

and firanial hisfory of the Trust
firancial statements filed with the

The-following exhibit depicts certain aspects-of the:
sifice’ the previous. examination, according fo audited
TOCk

E4

Policy Total ' o
Year o Reserves for . Members!
Ending ‘Earned ‘Losses & _ o . Equitv or

March31 Premiums LAE? Assels ies Ju 1d

2013 $5007,962  $8.070,622 $14,520.200 $0,2047 $5,234,402
2042 $4378.808  $8,610,000 §$16,186,933 . §9, 602665 36, 584, 268:
2011 $4,054,104  $8,450,000 $16,911,385 $9,561.089  $6,350.

2010 $4,387,276  $8.979,836 '$16,064,993 $10,118,070
2009 $5837,550  $10,701,552 $17,788,258 $12,7¢6, 96&,

*'This represents the total reserves for losses and loss adjustmeni expenses for all policy

years with open claims since the Trust's: mcep’uon

Terinasae Departmant of Commerce and Insutande 4 | GAGC-TN Raportof Examiiation’

Exartilnialion ag of March 21, 2013



_TRIJST AGREEMENT AND DEGLA RATION OF TRUSY AND BYLAWS

The Trust was created through the: adoption of the Declaration of Trust-and Bylaws (Bylaws)
whilch was éxécuted on January. 13, 1994, and formally appraved by the TDCI effective April
1, 1994 The Trust was formed to act as a workers: ‘compensation saif-msuranz:e group as
defined by Tent: Comp. R. & Regs: 0780-01-54-. 02(17) and as authorized by Tenn. Cade
Arm § 50—6—405 The Trust operated under ity arfgmal name of "Assocrated General

The Trust-Agreement and Bylaws state the put‘pa_se_o‘_ff'_t__iig;g"nusjt.gs foilows:

“to hold and administer the, Fund through vihich its Members can fulfill their
responsibifities tinder the Tennessee Workers' G mpensatton Act; o form a
workers' compensatian self-insurance groug suant to: the: Act; to provide
f workers' compensation coverage and for benefits o employees and
‘dependents of its Members; fo provide, af such time as the salvency and
yeserves of the Fund permit, in the sole discration of the’ Trusteas, the
discounts or dividends on contribiitlans: mads by Members for workers'
compensation coverage; and to contain the cost of providing workers’
Gompansation coverag by deuetopmg and refinmg specialized -‘claim
techniques and 2 lass. prevention pregram.”

nt:on nf ,membershrp In the Trust Sugniflcantferrﬁs that each member agrees fo mciude
‘the oﬂow ng:

The Members, jointly and sevaraily, will pay any final Award based upon a
¢lalm against: any of them under the workers’ compensation laws of the State
of Tennassee, and the Trustwill pay any. assessments lawfully levied against
it by the State of Tennessee.

aﬁsumpﬂon ﬁﬂq ot a“paltnersh,q:p

Teringesba Dapantent of Corfithercs and inautafice 8 ‘ CAGC-TN Repiort of Examingtion:

‘Exathinalion ds of March 31, 2018



‘The Board of Truste&e will set up; operate znd enforce the: administrative
rules, regulations: and bytaws of the Trustand the Eund.

The Board may admit as- members of the Triiét: only those who meet the
criteria for membership established. by the Board. Exceépt as otherwise
provndad by the Regulations, the Board shall, subject ta thes approval by the
TDCI, be the sole judge of ‘whether an applying entity shall be admitted to
memberghip and-the: e!zglbtlity of aneritity to remain a memue.r

The Board will_promulgate the rules and regufations for adm:msteﬂng the
Trust, the expulsion of or susperigion of members and, subject ‘o ‘the -
Regulations, the admission of memibers; Each ‘member of: the: ‘Group agrees
to abidé by such rules-and reg,ulat[ons. '

Each Member ‘shall initiate and maintain a safety program to. provide: jts
emplayees safe-and samtary working conditions and shall follow the general
recommendations of the: Trust in this field to promiate the genera! welfare of
its employees.

“Fannesses Daparient dfoiomimarce and Ineurance 8 _ CAGC-TN Report of Examination
: : [Examination as-of March 31,2013



‘sewed untll the first meetl"""'

~M_ANAGEMENTAnnicommi.

The speration and administration of the Trust is the jaint 'eqapcnazb‘!ati of a: Board. of
Trustees cotigisting-of hot more than fifteen- (15} or less than five (5} indwrduals Pursuant

o Tenn. Comp. R. & Regs. 0780:01-54-.08, all Trustees are tequired to bé reésidents of the

State of Tennessee of officers of corporations authorized to do business in the State of
Tennessee. At least two-thirds: of the Trustees are required to be: employees. officers, or
directors of members of the Trust. No affiliate: of the admifistrator of the service agent shall
serve as a Truateﬁ The:Board of Trustees. shall glact officers. from among its members to
serve for’ terms of ong y ar, The officers of the Trust shall consist of a Chairman, a Vice-

As of March 31, 2013, the following petsons were’ servmg as members of the Board .of
Trustees and officers of the Trust:

Name Business/Occup: ation ahd;ﬁ\dd;ess,
Larry Paks T.U. Parks Construction
Chairman; Board of Trustees Chattanooga, TN
Cecil Morgan, Jr, Morgan, Ing.
Vice-Chairman Clarksville, TN
Tadd Wolf Shoffner Kalttioff Mechanical Electrié Semce, inc,
Secretary Knoxville, TN _
Cralg Christeribury Chris-Hill Ccnstructmn Gompany, LLe: Mamphns TN
Bill Prince. BurWil Cohstriction Co. lnc
‘Bristal, TN
Kate Gilbert

Chattanooga ™

The initial Board of Trustees was powered: by ihe Decl&rat{an af Tmst and Byiaws and
fﬁhe e

A Tr_ tee ma" remgn and be fully discharged from all further dﬁhes ar respans:bzlstles by
giving at'le 0 days prior written notice to the Chairman of the Board of Trustees: A
Trusiee may be removed,. with or Without cause, by a majoﬂky vote of all Trustees. [f &
Trustee dies becomes_nncapacltated refuses to act, resighs or'is removed, his successor
shall be appointed by the remaining Trustees to fill the uniexpired. term .of office; such

‘appointment to be- subject {6 confirmation by the members: at their hiext regularly scheduled
) meetmg Responsibilities ¢fthe Trug

as stated in the Bylaws. include the following:

¢ The Trustees shall be responsible for all monigs coliscted or disbursed by the Trust
and for ‘the segregation of all ‘monies. into: :the claims fund account ‘and the
admzn istrative fund account

Tennasses Depaitriant of Comimiercs and lfisifance 7 GAGG-TN Repoit of Exgmination
Examination as 6f Mareh 31,2013
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+ The Trustees shall. receive -applications for membership from PTOSPEGWB new
members of the Trust and ‘shall approve or disapprove such ‘applications in
accordance with rules promulgated by the Trustees,

e The Trustees shail ba resporigible: for estabhshmg such. trusts, logs funds, or other

funds as 'may be required: Trom time to time by the-Rulés or as: may be established
by the Trustees from time. ta time.

% ‘The Trustees shall be resnonsnble for and' shall undértake the posting of such

‘segufity deposits andfor, secunty bonds s may be required 1o be posted with the
TDCI,

« The Trustees shall be responsnbla for ahd shall cause to be filed with the TDCI and.
elsewhere such annual or othst ‘periodic. audifs, reports; and disclosures as may be

required from time to time by applicable: fedara] or state statutes of governmental
régulatiohs.

» The Trustees shall take all necessary precautions 1o-safeguard the Fund and the

otfier; assets of the Ttust including designating the administrater-and the service:
agent of tha Fund.

REFUNDS OR DISTRIBUTIONS:

- ‘Pursuant to Terh, Comp. R. & Regs 0780-01-54.15, self-nsured workers’ compensation

pools are allowed {5 provide refunds to'the. members uf the pool when thera is an excess:
amount of premtum abave what |s necessary to fumi aEl obhgahcins for that t‘und year w:th

not iéé.s than e[ghteen (18) menths after the end of the fund year,. and if the refund rs
declared, ten percent (10%} of the refundable amount:must be: retamed by-the pool for an
additional yeartu cover any obligations that may not yet have been reported.

The 3pp;oval hlstory of distributions, catggorizéd by calendar year sihce: the - prewuus
exammatlor; is'as follows:

‘Date of Approval by Date.of Approval

Board of Tru jtogs by IDCI Amount
January‘21 2009 March 5, 2009 §1,000,000
January 18, 2010 March8,2010 $1,000,000

February 27,:201: April 10, 2012 $1,000,000

February 17, 2913 March 72013 - $1,000, 000
As of March 31, 2013, the Trusthad approved the distiibuticn of a tolal of $6,959,708 to.ifs-
members since it ingeption.

Tannasses Dapartmerit 4t Comiierce ahd Ingurance 8 GAGETN Report of Eximination
Examination; sy of Méroh 31, 2013



CONFLICTS OF INTEREST AND PECUNIARY INTERESTS
Tenn. Comp. R; & Regs. 0780-01-54:07(6) and (7) state:

“No. administrator or lts employses or the: pool’s board of trustees shallz
accept or be ‘the. beneficiary of, either dwectiy or remotely, any fee
brakerage cemmussnon glft or other censud % ‘on for or on account uf any-

or on behalf of such pool or. be pec:umaral‘ ik rested in. such purchas -,;sale :
loan, efther as borrower, prtnclpla co»prmctple, agent or benefciary, except:
‘that if a member, such person‘shall be entiflad toall of the benefits acciuing
under the terms of the membership.”

*No adminlstrator or its efployeis(s) of the pool's:board of trustess.shall take
of receive for their own use any fee, erage commission, gift or other
consideration-of the pool except for reéasonable compensation for services
performed or sales. or purchases made to or far the'pool-in-accordance with
thi: terms. of the administrator contract approved by the: ‘Commissioher, No -
,admlmstrator orits employess or'the pool's board of trustees shall collecta
tommission for the procurement of excess insurance for the peol”

During the course of the examination, no:instances of non-compliance with the Rule were
found.

8 often as: requimd atthe pnncipal oﬂ"ce of:ft__ Trust QF at such other locatmn as may be
.acceptabla to.the Trustees, Special meetings of the Trustees hiay be called at any'time:
-and may be: by telephone. conference calls or other miethods of communication by: which all
"Trustees pammpattng may smultane _sly hear each othef The membea’s ef the Trust shalt

:sach other place and time as’ may be determm ( 1he Board af Trusiees Dunng the
peried ‘under examination, there ware farty-fout: { ) ragular and:special meetings of the.
Board ef Trustees and five (5) meetings of the membars-of the Trust. The minutes of the.
meetings were rewewed and appear to reflect propeily the acts of:the: respectwe bodies:.
iMembershap requirernents, powers: and: dutfes of board metnbers, and Trust members: were:
verified tobe in. accordanz:e withi the Rules of the TDCI.

Tannesses. Department of Commerce ahd Isurarice 8 GAGC-TN Regidtt 6f Exaiination
Exarmination 88 6f Marc-31, 2013



'MANAGEMENT AGREEMENTS
~ ADMINISTRATIVE AGREEMENT

The Trust hias used only ohe administrator, Mir, ‘William B, Young, since its inception in
1994, The “Application to: Sérve as Administrator.of Salf-nsurance Group Pool’ which was ~
fitzd with the TDCi was dated Janyary 26, 1994, snd was fled zs part of the license
process. The document.on file with the TDCI does riot-have a date rsceived stamp affixed.
He. Yaung continues: to act as "Admmistmtor" -as. defined ‘within ;he meaning of Tenn.
C@mp R. &Regs 0780-01—54- 02015,

On March 21, 2003, the Trust and ‘Mr. Young executed an "Administrator Agreement"
whereas, the Trust desires: to :engage the administrator to carry out certain policies and
perform day to day mianagement of the Trust. The.administrator shall also conduct such
other activities as required By applicable state laws and regulations: The Agreement on file
withi the TDCI was stamped feceived February 24, 20086. :

Specific delineated areas of auﬁaonzy.mc[ude the following!

‘Purchiase and selaction of excess insurance;

Purchase:and selection of errorsa -amissnons coverage for the Board;

Purchase and selection of surety bond;

_Imp!emantatmn of marketmg policies approved by the Board;

Final.underwriting authcrity to the extent not retained by the Board;

Pa‘ ent of véndors and other: expenses;

Hi trmg and firing of staff of the admiinistrator; and

; half of the Trust and wi ipproval of the ‘Board, of conracts for
=claims_admm|s eation, accounting and actuarial sepvices..

e 8 8e 88 8

“Teust shall pay the Administrator for expenses incurred relating to the authority. granted
unider thi§ Agreemnent” *Trust and Administrator agree that al fees payable to
Admimstrator underthis Agreerient are reasonable expenses pursuanf to the engagement ’

Tha admmistratar does:not receivea’ salary from the Trast. Mr. Young’s formal employment:
|s "Executive Vice President’ of the AGC of TN.. The: Trust reimburses the adry istrator-for
' 35 incurred on béhalf: of the Trust which- are mmatenal in retatmn to the:
Trust's overall financial operation, The Agresment daes nat define the spaciflc expernse:
ifeims to be: _renmbursed

Either party may terminate the- agreement wlthout ‘cause ypon gwing not less than 30 days
written notice.

Ténhasses Daparimentof Commerce atit fisurerica. 10 CAGG-TN. RepaH of Examination
‘ : Examination‘as of March 31, 2013



Dunng the period of examinatlon and effectwe fromy: Apnl 1, 2007 through April 1; 2010, the

Trust had an agresiment with Dféﬂl\m}od Senvices Administrators, Inc. (BSA) that provided
“Specified Third Party Administrator Services® in regards to claime processing and other
related services. ‘

The: agreement wrlh BSA In, effect as of the date. of th:s examination was effective Apul 1y

»-2010, to Temain if: effect until Aprii 1, 2013. The agteement is automatically reneweli i‘ur-

cansecutwe one (1)-‘month terms at the ending date. unlesswritten niotice: of terminatson s
_prevsded by one:party to the other parly. thirty (30} days prior to the ending date of the
‘agreement or-any one-{1) month éxtension thereof, or a new agreement is entered into.
between the partles Either parly may-terminate the agreéement: during its term by prowding

‘ong hundred twenty (120) days prior Wtitten notice of termination to the other parly ’

The. agreement stipulates that BSA will provide the following services:

- Providing: claims semc:es
. Provlding rarketifig and marketing assistahce serwces
. Prowd‘mg account management services

Examples of claims services to be provided are:
» Serwce review, investigate, adjust, process: and/or resist workers" compensatmn
tlaims presented against the: Trust
®  Establish claim resérvés.and provide con‘t‘ihuuus review-and update'as necessary

. Prepare foss reports for Trust management:no: less than: fifteen (15) days following
the last day of the previous calendar month

+ Prepare, maintain and file any: and all records and reports that may be' réquired by
ahy. state regulatory agencies in connection with BSA's handling of ¢laims as
instructed by the Trust

» Coordinate. the: assignment of and/dr provide: utilization fanagement services on
claims requiring or negding such seivices: {Medmal Case Management)

Examples of miaiketing and marketing asgistance services fo be provided:

~» Develop-and implement d marketing plan wuh thie Trust's assistance fo promoté and
present to prospective mefribers :

Examples of account managems

grvices to be provided:

+. Develop undemwriting ryles for:member employers to obtam workers! compensation
ge through the: Trust in accordance with Trist rules and excess insurance
's:rules. and guidelines
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. -Revrew each prospective member employer with. regard o the promulgated
underwriting rules and guidelines for. aceeptance into the:Fund.

‘s Maintain uqd"-m:"ill..g fites which shall be avalianje for review by the Fund

¢ Develop-appropriate prémiurt amo "ts.ffor each:member using classification codes,

rates, modifiers, ete. consistent: \mth approprigte law

¢ Present the appropriate: blliing 1o the. particnpatmg membar empiayer for payment by
themi fo the-Fund .

. Promulgate-sxperience modifi cauon factors for-each partlclpating member emplﬂyer
uti!lzmg ModMaster .

« Provide the Fund with docurments; ev:dencmg the amount of any insurance: producer
commissions paiid

The Trust agrees: to. pay fo Brentwood a. service fee &qudl to a percent of the Fund's
particlpai{ng amployers payroll subject to a rhinimm annual sarvice fee

CUSTODIAL AGREEMENT

The Trust and its custodian, Pinnagle Bank completad’a new custodian agreement during
the petiod 6f examination, Except for one (’i) omission the new agiesment signed hy the
custodian and by thé Trust on March 30,.2011,. exhlbsted language compliant with Teft.
Comp. R. & Regs, 0780-071-46
in the "Subsequent Evenis” sec

of this exarmination repart,

INVESTMENT ADVISORY AGREEMENT
The Trust was a party to ‘an “Investment Advisory. Services: Agreemeni"
Managemient, Inc. (IPI) during the permd of exarnination.. The most rece
‘executed and- signed by {he then: Vice Chairm:
“Fruston September 8, 2008.

with. 1P1 Asset

fthe: Board ef' Trustées on ‘béhaif of the

asseis, snb;ect to ihe hmltaﬂans. needs and abjectwes lmposed by tha
Zfl:cy The aggeement includes a-:sscheduia of campensataon ‘which:was

‘one fourth of the i sl fee Will be briied i arrea;s gach quarter

An “Addendum To !nvestmeni._ Adwsory_ ..Agmement" with 1PT ‘was ‘signed effective

Tennssses Departriant of Commarcs knd Insuraride ' 12 (CAGC-TN Réport of Examination”
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perform services. described in the “Investment Advisory. Servzces Agreement As of March
31, 2013, Garrison Financial Corp. {GFC)- acled as “subsidiary advisor for the Trust's
mvestmani account and prepared financlal statements for the Trust,

necessary mfbrmatlon fﬁﬂhﬂﬁ!ﬁgy, and persenhai for %he operaﬁon of the Trust The
“agreement prowdes for the Trust to pay a fee-gach: Quarter to-AGC of TN in order to

reifburse for sétvices and: personnel..

MEMOS OF UN DERSTANDING _
A formal *Memorandum of Ungdérstanding” was exeouted in 2010°between the: Trust and
AGC of East Tennessee, AGC of Tennessee, West Tennessee Branch; AGC of Tenngssee,

Tri-Gltles Branch; AGG of ‘Tennessee; Knoxvme ‘Brangh; and AGC of Tennessee, Middle
Tennessee Branc;h

These memas: disc!ese that inéxchange for specified campansatton safety and loss control
activities shall be- performed by safety directczs employed by the branches of AGC of TN -
which:are located in Memphis, Nashwlle Knoxvllle and ‘fhe Tr-Cities, and AGC of East
Tennessee, whose officé is’ located in Chaﬂanoaga These activities are considered
parameunt t ~'the:operatlons of the Trust. The memns staia the Trust will pay each branch

;mount af $558 338

The Trust also. reifiburses AGC of TN for the: purchase of certain fixed assets used by the
Safety Director, such as gutomobilés for fravel to job sites..

FIDELITY EONDS AND OTHER INSURANCE

The Trust maintamed f délity coverage with St. Paul Fire & Marine Insurance Commpany-in
"the fna{m ef an “insurance Company Bond with: employes caverage in’ the ‘amount of

\pril 1, 2011, through. Apnl 1, 2014, ‘and-was.
11, 2017.

renewed cm April 1, 2914 and is effectwe until

The: Trust marhta‘ms an Erfors and Omissions policy with Navi'gatdrs Specialty Insurance:
Compahy in the amount of $5,000,000 each. claimwith a $5,000, 000 policy aggregate and a
$25,000° deductible. This policy's definitién. of insured. would ‘include the Trustees atid
members. The policy tomplies !mth Tenn, Comp. R. & Regs. 0780-01-54-, 04(2)(b){5) which
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tequires each gpplicant fora: geriificate of authorzty 1o have in place an errors and omissions
policy “for the. board of trustees issued o protect the pocl from damages; if any.”

The above reféienced polices' also comiply: with Tenn. Comp, R. & Regs. 0780-01-54-

07(3)(b) aftd (¢) which exhibit the follcwmg requlrements under the headlng,
Adminlstrators .

| “Evidence that the: applicant has obtained a fidefity.-bond in-the. af.nount of $200,000:
-,:wrstten by a company licensed to transact businéss:In this state, which may be
. obtained etther by the-administrator oF the pool on the administrators’ behalf,”

= Evidence that the applicant hag dbtairied. an errors and omlss:ons instrance policy-
for the: pmtection of the pool in the *$200,000 written by company licensed .
fo: transact: business: in: this st e, un!ess waived by the Commissioner upon:a
shiowing, of proof that the applicant is-ghable to' obtain such covarage,"

BSA maintains: cetain insurance: caverage a ‘ ,required undér its "Agreement fo Prov!de.
‘Specified Third Party Seivices" dated Aptl-1, 2010, These includé general liability, auto
zitabmty, workers' compensation, contractual Iiablmy, and: ¢rime; coverage. The fo!ioweng-_
policies are fssued. by insurance companies within the Travelers umbrella of companies and
Fidelity and Deposit Company of Maryland:: :

e The'crime policy is. issued by F{deiity and Deposlt Comipany of Maryland and covers
employee theft up'to $5,000,000 with-a $50, 008 deductible:.

is: lssued by The Travelers Casualty and Surety

The pultay prowdas for: the IESSEr of asfual'
cash value or cast of repair. mxnus the deductlble for auto physical damage..

L APEE

Endemmty Campany wsth a $1 0 0@0 000 aggregate nmit and a $10 GGG retained hrmt"
pet ocourrence.
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All of the above insurance companies are licensed in ‘the-State of Tennessee, with the

exceptmn of Navigators Spemaliy Insurance Company, whlch operates'as surplus [mes
carrier pursuant to Tenneseee insuranice statites; ¥

- STATUTORY DEPOSIT S

In sompliance with 'I‘enn Cnmp R, & Regs. 0780-01-54-, 04(3)(e the Trust maintained tha'
- following deposit:as of March #, 2013

Desctintion. ParValue  Statement Value

Blount County TN 5.0%, due 8/01/2017 $100,000 $117,621
EXCESS OF LOSS INSURANCE

n accordance with Tenn. Comp. R & Regs. 0780-01:54-. 04(3)(::), the Trust had in efféct, for
the’ period Apl 1, 2041, to April 1, 2013, -an excess of loss -agreement: for “‘workers
compensation : and emptoyers I:ablhty cianms with' Safety National Casuslty Corporation,
The agreement contained anly specific coverage.

Under the agreement’s specific. caverage the excess inhsurer agrees to mdemmfy the Trust:
) gxcess of the: Trust's $600, 000-specific retention for pach accident or
emptayee disease,-.eup to the statuiory fimiit:for workers’ campensaﬁcn and up to $1,000 900
- for empieyers Ilabil‘ly

The Trust abtalned agg:egate retention coverage in its early years and then: requested
approvai from the T to ‘maintain specrﬁc coverage only -after its financial positzon
sirengttienad. A.mq_ was made for-the. policy years: bagmnmg April 1,:2008, April 1,

2009, Apri 1,-2010, Apiil 1, 2011 and Apﬂl1 2014, ‘pursuant fo Tenn. Comp.. R. & Regs.,

Ch. 0780-01-54-.04(3)(c)(1) to’ the TDCI to forgo aggregale excess ‘insurance and is
accompamed by an actuarial.analysis supparting the request.. However, the Trust's actuary
did not ‘submit to' the TDCL & letter certlfyang that the. Trust did ot heed fo purchase
dggregate excess of loss’] insurance coverage for the policy years: begfnmng April 1, 2012,..
‘and"April 1, 2013. This issue s noted in the *Recomr ,’endatlons and Subsequant Events,
‘Sections® of this'examination report,
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Spgegﬁc- Aggregetn‘ Aggregate '
Pglicy Year  Retontion lndemnigp ;getentio insurer

4/01/2012-13  $600,0000  None None  Safety National Casuvaity
4/01/2011-12  $600,000 None - None  Safely National Casualty
4/01/2010-11  $600,000  None¢ . Ndme  Safely National Casualty
4/01/2009-10  $800,000  Nome ,.. None  Safely National Casualty:
-4/01/2008-09 $600,000 None Non&; ACE American Insurance Co..

The policies prowde coverage for lossés sustained by the Trust: as & result of i injury by
_accident oceurring during the policy periad, or by disease cdused or aggravated. by
exposure 1o conditions cauging the disease oceurring durmg the palicy period. The policies
have. provisions: for the continuation of coverage in the avent of plan mso!vency The
policies were written by compariies authofized:to do business in the. State of Tennesses.

Reliance National indemnit Company pmwded the Trust'specific. and aggregate excess
insurance coverage from April 1 2000 'hrough September 1, 2000. During the year 2000,
Reliance National Indemmty Campan as.-. merged snto ;ts parent company, Rallance.
nstrance Company. ( i '

amounts frnm Relzénée as they were cansldered 1mmatenal and uncol!ectable by tth Trust
and its-audltor,

LOSS EXPERIENCE
Premiums . Losses - Underwriting Adin, Expénse  Comibined

Year Earned &LAE . Ratio E-LEBJ.'.EE__ foPremium  Rallo
='2013 $5 007 982 $1,738,069 =3‘3‘4 7% $2.113,243 422% . . 789%

2012 $2,901,774  66.3% 44.3% 110.6%
201 §2327.830  57.4% _ 54,2% 111.6%
2010 '$4387,276 $1.700852  38.8% 2 454% B42%
2009 $5 637850 '$8.376 798 56:8% 5, ‘561,506 454% 104.2% °
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F’ursuant 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 TOCI for. the followmg filnd years:

Mareh 23; Mamh .5,

‘ 2012 . 2013
Mareh 31,2013 571 136
Mareh 31, 2010 $942630

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

March 31, 2000 587,672

‘March 31, 1099 319,087 .

“March 31, 1996 3569

Total $2,163.972

The Trust requested approval to transfer surplus to cover the fund year deficits totaling -

-$2,385,770 and $2,354,429 an March 23, 2012; and Marchi5, 2013, respectively as follows:

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

1, 1998 187,487
1987 1,980, 798‘
1995 494

‘On April 10, 2012: and March 7, 2013, the. TDCI approved the surplus transfers ln‘

‘accordance with Tenn..Gomp. R. & Regs. 07804 ,’.‘if-54 24(1)(

ACCOUNTS AND RE-QQRQS

Fmancial R&cgrd

Tenn. Comp. R. & Regs. 0?80—0‘1-54-’1'09(2)'- requires the Trust fo .submit to the

‘Commissioner a statement of financial con
aceountanton or befere he last dayof the

tion audited by an:independant certified public

{GAAP).
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The Trust r’etai'ned an independeht acc@un"t'i’ng fi i, C‘H to 'fésue lhe'Tmst-’s- GAAP audited

During the: period of examination, CH. recorded all assets; liabilities, cash recelpts, and
disbursements, and produced a defailed General Ledger using Businéss Works software.
CH, also, prepared all year-énd sdjusting entrles and a iral balance as. of year«end in
conjunction ‘with its -annual audit of the Trust. : -

{ !&'.f
Claims accoun!lng records were cngmal[y produced fiam cash dlsburse"nent source:
dnnuments prepared by BSA. CH,.and. actuarial firm, Casuaity Actuanal ‘Constltants, Inc.
{CAC} reiy upon BSA for mdawdual case reServe estimate information for use in the Trust's

Member premium calculatlan and billing records origmated frcm BSA's underwriting division’
flnciuding the calcu!ation of toss expenence m catmn factors BSA re Ied upon aud;ted

the balance sheet in. ihe auduted funanmal statements

infomgatlon Sgstems :
1_The majority of the Trust's mformaﬂon systems and data requirements were prcwded by the

bus;ness efectmnfcaify usmg basic cnntamporary :;emputzng and neiworkmg methods
AGC of TN had a domain. server/client computing arrangemrit facnhtated by a server. AGC
of TN emptoyees worked from individual personal computer desktap woitkstations
authenticating - agamst a gerver f‘f' and pring server. Users communicate mternal!y and
‘extetnally via electronic mail {e—mall) AGC of TN's access control. software consisted of a
firewdll and included data encryption technology AGC. of TN used basm database
management software: and basic busmess accounting. software.. .

‘BSA utllized a hardware platform and operating system BSA hact opérating system securdy
software profaction in: place: BSA implemented & State of the art firewall system that
prevented any outside access to BSA's: information: technolagy system or BSA's claims-
system. BSA had a- local area network of connected desk fop' ‘cotnputers that ran on-
Windows: operating systems BSA used a software program for workers” compensation
claim processing. BSA's: underwriting division used undsrwiiting software and software-for .
premiuiri computation and billing.
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fechnolngg ystema ard prsﬁde for uf‘aue recuvery o‘r data. nowever, AuC of T's

) dlsaster recovery planwas not formally dacumented in wntmg

Examinatian .of Accounts and Racords

’The T rust had no empioymes and was tatauy dapendent upon related parhes or third pames @ '

| pracedures deemed necessary to conﬂrm values for assels and ligbilitiss appearmg in the

Company's financial statements; General lédger trlal balances were reconclled with the
financial statements, and all were reviewed for compléteness of disclosure and conformity
to GAAP ag; peimitted by Tenn, Comp.R & Reg. 0780-01-54-.09(8),

Books and records of the Trust are kept at the office of the Trust;
2612 Westwood Drive
'NaShvfife, Tennessee 37204

104 Continental Plaee, Sujte 200
Breniweod Ter;nessee 37027

 LITIGATION AND CONTINGENT LIABILITIES

‘As of March 31,.2013, the Trust had committed no-reserves to'cover any: contingent liability..
Varigus - lawsults: =-agamst the Trust have:arisen in the normal course of business relating to
workers' ‘tompensation claims' seftlements.  Liabi ities arising “from litigation: -are. ot
'ccns;dered material Ty relation to the financial position.of the Trst,
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MARKET CONDUCT ACTIVITIES

I .conjunction witfi 1 -examination, & market condliot review was made of the Trustas of
March 31, 2013, The:fol!owmg areas werg addressed:

unsawmnue |

Tenn Comp R.&Regs: 0780-_01-.54-..08 {1) (Members of the Pooh), states:

*The board of trustees shall ‘sstablish: underwrtting guidelines with respect fo
‘the addition of members to the pool as welf:-as the renewal of its members, At
a minimun, stich. underwriting guidelines-shall set forth requitements for the:
members o be 2 le to provide the pool evidence that the member is: solvent.

Each pool ghall fi le such: gundehnes and any afmendments thereto, with the:
‘Commissioner no later than thlrty (30) days prior to their proposed effective
date." :

During the period of examiniation; the Trust had published Underwriting Guidelines that
were used in the acceptance and rejectuon of underwrititg risk. The glidefines, which were
filed with the TOC! prior o the period of examination, were found to be'if compliarice with
the akiove rile requirements,

During: the period of examination, the. Trust &ofiducted thirfeen (13} member actions,
mctuding four 4) new member add”mons arrd nme __) ‘mesmbier canceliatmns Al member

-.:suppcmng t:focurnents for: each year durirag the peﬂed of exammatmn T'he Trust’s use of
the LCM was further verified in'the tevisw of member unde:rwnting f‘ies i

determinin f-':'inember bramlum- contnbuttons fer the poltcy year ending March 31 2013 As
a resulf of the examination;, there were o exceptions.
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ADVERTISING:

in' the examination of Trust's advemsmg. iterms issued by the Trustwere examined ‘in
accordance with Tenn. Code Ann, § 56- 8-104(1) (Mlsrepresentat[ons and False Advertising -
of Insurance Policies) and Tenn.. Cade Ann. § 58:8-104 (2) (False information and
Aévemsmg Generally). The Trust's print- material, bullefins, and - internet website was
' -examined in accordance with the statute and found y be in- comptsance The Trust was

found to have’ gtrong controls in.place for the- produotlon 'and use of all advertising materials
approved by the Trust's admlmstrator

‘GLAIMS REVIEW

The Trust's: processing of workers' compensaﬂcm clalms was examined for compliance with
claims: handlmg standards ds required by the. Departmenl of Labor, Division: of Workers'
Compensation Tenn Comp. R. & Regs. 0800-2-14.

ACL sdfMare wé’ "sed to randomly select two sampias from the c!aims populatlon Ona"

exéfnmahon perzad Aprsl 1 2008 to March 31 2313 ln total a ¢ "mbined sampie of ﬂﬂy—ssxi
(56) c:iavm fles was examtned far comp!iance with Tenn Cnmp R. i Regs 0800-2—1 4. As:a

There were: ezght {8 excaptioas where the Trust was unable to provide the original paper
tlaim file for examination. Without the original claim file, the: exarniners were' unable to
“vetify compliance with Tenn. Comp. R. & Regs. 0800-2-14.

':msurer wuthln one (1) workmg day Qf_ kn_owledge of mjury En the sample ‘there were .

eighteen (18) exceptmns found where amployers failed to report an accident within five (5}
armore working days of knowledge of the injury.-

,Invgstjggt‘ib

‘clairm to be documented in wntfng, and that msurers make an offer af settiement in: wnt;ng
within thifly (30) days of MM I the sample éxamined,.six (6) claim files did not contain the
medical lmpaarment date of MMi and seftlerment documents. Of the six (6} files tested _
three (3) files were related to aged claims (1997 - 2000) that BSA inherited. from the Trust's
former TPA, Sedgwick James. Although the documents were riot available for examination,

the electronic: diary raintained on each claim contained information as to the agread: MMI
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. -and-processing of claim settlement.. it is recommended the Trust maintain copies of all
‘medical impaiment date of MMI and seftlement'documents, whare. applicable

--Tenn Comp. R. & Regs. 0800-2-14-.05 requires- compansatlon payments for an'injury be
received by the claimant no later than: fifteen (15) deys afier notice. of injury. and- that
‘compensation benefits be issued timely to &ssure the injured employee receives the

bene %‘fcre the dafe they are due. All samplad payiients were made within i 1e recgurreci
itlrnef mie. '

Case Reserves

The Trust estabilshed and maintained’ adequate reserves for Known claims and expenses,
claims:incurred but not re.ported.‘(lBNR), and ‘bad or uncollectlble debt pursuant to Tenn.
Comp--..- R, & Regs. 0780-01-54-T1{4).

Irz the exammatlon of case reserves, the examiner considered the reserve estabhshed in
each case and the overall resarve pattern present in‘the sample in determmmg if the Trust-
estab!ished and maintained adequate reserves. The examiner founid no exceplions whére
the case reserve appedred ta be inadequate; In general, doring the period of examiration,
the Trust exercised a conservative’ reserve--policy that restlted in establishment of an

adeguate reserve in. cnmpllance with rule regjut maiits.

; ‘The- wbsite. Iéiéo pfﬁvsdes 'tnformaimn assnstance réfated to the filing
of & ﬁnmplamt and provides a: C-40A form for submssswn of a request for assistance.

in thie exdmination of claims m;_i??the claams rewew pnmon of ihe exam:nahqn the. exammer

reviewed two- (2) files that. contair

claimants through the TOOL *«mebs;ter= each casei the exammer rewewad the request

submitted by the claimant and the respanse prcmuded'by the Tritst back to TDOL. In &ll
casés; the Trust responded in compliance: with TDOL ;’equifements

'The Trust's mambers (poi:cyhoiders) are commercial businesses “Tenn. Gomp. R. & Regs.
0780-1-72 racy-of Censumer AInformation Regulahons) includes: the following in ‘the
definition icope”;
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“These rules do not apply {o:information. about companies or about individuals
‘who obtam products or service for ‘husiness; commercral or agrmultu:al
purposes,”

. BSA processes the claims of the beneficiarles of e workers' compensation policies issied
by the Trust to. its members. - In ‘the-agreement for "Specif led. Third ‘Party Administrator
Services™ with the’ Trust, BSA ;ncludes cohfidential ity and protection. language in Exh:blt F.
“Part1” as follows: .

' mforrnatxon made accessible. by Brentwood. to
clrcurn"""ance ba revealed or releasad to any

person 6t enhty not directiyin
clalm to which the infarmation refers
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—
h SUBSEQUENT EVENTS
¥
{1) Pursparnt to Tann Comp: R: & Regs 0730-01-54 24(1)fb) the Trust én Fﬂbmary 14,
2014, reported deficiencies tothe TDCTHor the. fuffowmg fund years:
, 2014
~ | . March31,2010  $ gﬂa 894
-3 © March 31 2008
=i March 31, 200?
March 31 2000
March 31, 1899
March 31, 1996
wf v Total
The. Trust requested approval to transfer surplus fo cover the known fund year deficits arid
potential additionial deficits totaling $2,283,293.0n February 14, 2014, as follows:
Fehruary 14,
h March 31, 2001 $ 243;4’%6'
March 31, 1998 . 60 000
arch 31, 1897 : 55
MarCh'31 1995
- ! ‘ “Total
the TDC! on Mamh 17 2014
(3) The Tennessee Workers' ‘Compensation Reform Act of 2013 became sffective Ju!y 1,
o 2013, and Is the most significant revision o the Tennessee workers' corripensation faw
since ‘the. onginal 1919 act was passed. The 2013 Workers" Compensatmn Reform.Act
appfies to injuries that oceur on oraftsr Jiily 1, 2014
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~ (4) The Trust and BSA entered info a new agreement to- provide “Specified. Third Party
- .Admmlstra!or’f'Servlues The agreement was filed.with the Commissioner on Saptember 10,
2013, with an effective date of Apr-! 1, 2013. The Trust's submission.of the agieement i
the Commissioner after the effective date did. not meat the requitement of Tenn. Comp. R. &

Regs. 0780-01-54: 05 This issue s noted in the "Recommendatlons “Section” of this
examination report. :

e (5) The Trust addad an addendum to'its “Indwlduai Cu.aiadnan Agreement" with Pinnacle"
Bank (h order to: becorie compliant with TDCI Rule: 0780 01-46-and TDCI Rule 0780-01-
54,13(4). The. addendum was effettive July 28, 2014..

'(B) The Trust‘s eiigagement w:th its pravioys: accnuntant Fox & Kolb. Associates, PLLC,
ended on July 31, 2014. The Board of Trustees on. July; 82014, approved a coritract with
KraftCPAs, PLLC to provide accounting services beginring: August 1, 2014,

{7) On May 1, 2044, M. William “Bill' B.. “Young stibmi

ted an: appllcatlon fo the THC! for. an
administrator I;cense i an effort to mest the: requirernerits of Tenn, Comp: R. & Regs Ch.

0780-01-54-.07. Mr, Young's application met requirements of Tenn. Comp. R. & Regs.;
Ch, '0780-01-54-07(3) and on May 16, 2014, he’ recaived his “Cetificate -of Authority

Adm:mstrator of Setf-insufed Workers Compensation Poals

{8) The Board of Tiustess on October 9, 2013, voted to engage a new actuary.. Effectzvea
‘October 8, 2013, the Trust hired By The NumbersActuarial Consulting, Inc:

1(9) The Trust's ‘audited financiat statements as.of March 31, 2014, submitted to the TBC,
reported fhat fess than eighty-five (85%) of its net assets: ware maintained in permntted
,mvestments in-accordance With Tenn. Comp. R..& Regs., Ch. 0780~01-54-13 The Trust:
,9;1 % ofits net.assets ware invested ‘putsuant Tenn. Camp R & Regs., Ch..

{10) Effective August 21, 2014, the Boarid of Trustees approved a third amendment to the:
declaration of trust and by!aws This third: amandment provides for the: replacement of the
chairrnan, yice-chairman and Secretary in the event of déath, resignation, Inablhty or refusal
to:act or removal,

CompTrustAGC Tennessee" by vote on Gctober 9,_..:2014 made effectwe as of August
21,2014; The Plan addresses the course of action to be followed in the-event of an
unexpected tefnporary absence orthe: permanenf absencé of the Trustls. Admlmstrator
This Plari further descrrbes the duties to be-carriéd out by the. temporary or perrmanent
replacement msialled as Administrator..

Termessge Depatimantof Comitiercs &ind ihsirance 2% {CAGC-TN Raport of Examiniation”
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FINANCIAL STATEMENTS -

There follows & balance sheet: and a statement of oparaﬂons and fund balance as of MSfCh

31, 2013, for the pefiod und

BALANCE SHEET

Assots .

Cash and cash eﬂuwalents

Marketable Securities — Municipal Bands: -

unis receivatile: Regular Premtums

Accuunts receivable: Reinsurance

Accounts receivable: Audit Preriiumis

Actrued investmentincome .

Prépaid Expenses

Investment Property, net of accumulated depreciation $13 436

Total

Loss-and loss: adjustment expense reservas
Audit premiums payable

Premium deposits

Advance prem‘ums

Accaunits: payable and.accrued expenses
Premitim faxes: payab!e

Total Liablities

-.;AcctImu!a'téd other comprehensi‘uef‘inccme:

“Total Members' equity’

Total

‘Tenndssea Department of Commeros and insueance , 26

“réview, as established by this examination: .

At

$ 2,185,648
10,148,451
238,079
45,942

352 85
127,629 -~
261,113
1:223.583

$14.520,200

$ 8,070,622
331,207
633,187

2,793
247489
109.410

304,493
‘ 4,929.999

CAGC—TN Repoﬂ af Exammalmn':
Emmlnaﬁon 48 of March 31 2ﬁ13ﬂ



' Revenues.

Premiums Earned:
Investment income:

Total revenyes

'Claims ‘and claim:adjustments
Senice fags

Excess insurance:
Premium taxes

‘Gommissions

‘Safety and loss controf

General and administrative expense:

Total e")gplgnsesf

~ Income before income taxes.

Income-tax expense
NetIncome:
'Haldlng (less): arzs;ng dirring the: ;aenod netof tax of $11,552

; ] _ for- (galns) on ‘marketable securities:
mcluded in net mcame -net of tax of $1,564

Total other comprekiensive loss

Comprehensive Income:

Tennessee Deparment of Chnviercs and/Insurance 27

$5,007,962:,

308,569

5,316,551

1,738,069:
334.075
443,864
119,558
250,708
558,338
997.700

3851312

1,465,239

780,556
675,683
(22424)

3.035)

__(25.450)

CAGC-TN Raport of Emmlnatlﬁn
Examlnaﬁon 85 of Mamh 31 2013



COMMENTS AND R.Ecommsmmo,ns

Camments
(1) A Eeﬂer sngned by the Commiss:nner and dated Decemhiar 21 2010 granted the Trust

and a bulldmg iocated at 2612 Westwood Drive Nashvllle Taﬁnessee

The Trust’s investment in real ‘propetty is mcame producmg As of Juihe'4, 2014, the-
Trust had three (3) building lease agreamant ,.and one (1) lease ag;eement for the
parking lof. The combined anriual rental income i§: approxnmately $125,000 per year.

The Trust’s investment in real propefty, net of depregiation, rose from $1,223,553 to
$2,025,786 per the Audited Finanicial Statements s of March 31, 2013 -and.March 31,
2014, respectwely '

Due tothe | mcrease i the investment in réal propetty, the Trust will néed to continue: to
mionitor its asset mmposﬁmn fo fu!ure financial statements submitted’ to the TDCI,.
order to meet the investment requirements.of Téfin, Camp R &Regs ch, 0750-01~54-
13(1) and (2).

(2) The Trust, ‘through the efforts of its' oufgide seunsel received an excass insufance:

raicovery'iri“mar 012 from Reliance: insurance Company {Reirance) (i llquidat:ors) in
:_gthe amaunt of i:$4 98 hls payment was farty percent {40%) of the $12,246 fotal

This was :’t’ﬁje_ first excess Insurance recovery the Trust teceived since: Reliance was
placed in liquidation on Otfober 3, 2001, by:the Commonwealth Catirt of Pennsylvania,

Recommendations -
(1y His recommended that the Trust implement Gontrols inorder to ensure compliance with

the filifig requirements of Tenn. Comp: R. & Regs. 0780-01-54,05. Any amendments to
the: organizaticnal doquments or written cofifracts’ required ta be provided to thef‘
Comimissionier; pursuant to Tenn. Comp.R. &Regs 0780-01-54~.04; mustbefi led with
the Commissioner rio laier thani thity (30)- days priorto the praposed sffective date of
thie contract,

A third party admmlstratar service agreament with BSA; effactive Aprif -1, 2010, was:
,sgned by tha Chawman of the Board Qf Trustees of the Tmst and the Presm[ent and

Tennesses Dopaittmant of Commeros:and (haurancs 28 . CAGC-TN Reritet of Examination
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submission of the agreement to the Commlss;

er the effective date did not- meet
the requirement of Tenin..Comp. R. &Regs 078

1:54.05;

{2) Itis recommended. "fha’% the Trust put in place éforittd[s.zin' order to maintain gighty_.ﬁve
{B5%) of its net assets’in permitted investmentsirl accordance with Tenn. Comp. R. &
Regs:, Ch. 0780-01-54-13(1).and (2). o g S

" (3Y: The Trusts. actuary did not: subm‘t to'the '"TDC% 8 lefter c;ertlfyung that the Trust did not

. need to purchase agaregate excess S ins 'overage for-the policy years

"begmn' g April 1, 2012, and Aprit-1, 2013. lt is ra@ommended that the Trust establish

. controlsin’order fo achieve compliance with Tenn. Conip. R: &Regs Ch.*0780-01-54-

: 04(3)(0)(1) and ‘submit to thé TOC! ‘an ac:fuarsaily justified : request to forgo the
procurenent of aggregate exa of loss Insurarice. |

(d) Itis recommended that the Trust refine its internal cnntrols in order fo-more completely
comply’ with the claim-handling requirernents of Tenn. Comp..
Clatms-Handlmg Standatds. Thet e
subsection.of the Market Condugt Ac vitigs

hs were disclosed in'the Claims Review
séction of this examination report.

TeAhdsee Depaitment af Gommerce and Insurdrics 29 CAGC-TN Report of Examingtion
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CONCLUSION

Insurance exammatlon practtces and progedures, as promulgated by the National
Association of Insurance ‘Commissioners, Have been followed in connection with the
verification and valuation of assets ahd the delermination of l;abs!ﬁ:es of
CompTrustAGC.. Tennessee. Addltaonally, Tenneasses ‘Code Anrotated and Tennesses
Comprehiensive ‘Rules and Regulaiions have been followed in connection wnth the
verifi caﬂon and vaiugtion of assets and the: delermmatlon of itabﬂitles of the Trust.

In-such manner, it was determmed that__ ich 31, 2013, he Trust-had assets of
$14,529,200 and ligbifities of $0,204,708. Thus, th" e’ existed for the additional protection of
this: members of the Trust, the-amount of $5 234; 492 in the form.of members' equity. -

The. eoudeous cooperafion extended by the Chairman of the Trust's Board of Trustees, the
Trust's. ‘Administrator and* his assis representatives ".of Brentwood Services
Administrators, Inic., representatives of Crows. Horwath LLP, representatives of Fox & Kolb
-Associates, PLLC.__ anéf representatives: of Casualty Actuarial Consultants, In¢., during the
course.of the exam;nat;on {s Hereby acknowledged.,

'In addition to the: undersigned, Gregory Brohsor, CIE; AMCM, ALMI, AIRC, Insurance
Examlner. Keith Patterson, insurance: Exam;ner. and Brsan Sewell, GFE, Insurance
Examingf, representmg the State of: ‘Ténnessee, partlclpated in:the work 6f this exam;natuon

Respectiully submitied;

;:_James T. Paarce Jr.
insurance Examiner
State of Tennessee

Tennassee Dapartment of Commerce and inaurarics: 30: ‘GAGC-TN Report of Examination
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AFFIDAVIT

The undersigned deposes and states:that lie has duly executed the aitachied 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: "e m the best of his: know!edge, |nfermatmn, and belief,

James.T. Pearce, Jr.
Insurance Examiner
Statao Tennessee

5 2014
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