















































104. During the examination, the Company was asked to move all original records to

Nashville.

During the course of the examination, accounts were verified and records reviewed
using various tests and procedures deemed necessary to establish values for assets

and liabilities appearing in the Company’s annual statements.

Pursuant to Tenn. Code Ann. § 56-1-501, the Company was granted an exemption from
filing audited financial statements. The Company is not in compliance with the NAIC's
Risk-Based Capital requirements. The Company’s surplus places it into the Mandatory

Control Level.

During the examination period, the Company moved custodial assets to a new
custodian. The custodial agreement and the new custodian do not meet the
requirements set out in Tenn. Comp. R. & Regs. § 0780-01-46. Such investments held
under the current custodial agreement will be nonadmitted in the financial statements

below.

The Company’s annual statements were not prepared according to NAIC annual
statement instructions. For example, the jurat page does not show the current
members of the board of directors and officers who were elected at the last meeting of
the stockholder and board of directors; and amounts were not properly carried forward
after the 2005 accounting year into the 2006 annual statement. Subsequently, the
Company’s officers who resigned in 2008 still remain on the quarterly financial

statements. Currently, the above examples do not have an impact on the company’s

current surplus.

Significant delays in providing examination information were encountered during this
examination. As mentioned above, the administrative offices are currently located in

Dallas, Texas while the account records are stored in Nashville, Tennessee.
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INDEPENDENT ACTUARIAL REVIEW

An independent actuarial review was performed by Lewis & Eliis, Inc. This included a
review of the actuarial reports prepared by the Company's actuarial consultants and an
assessment of the reasonableness of the methodologies and assumptions used in the
projection of ultimate loss and loss adjustment expenses. Based on the results of the
review and an evaluation of key ratios, a range of loss and loss adjustment expense
reserve estimates was prepared and compared to the Company's recorded loss and
loss adjustment expense reserves at December 31, 2007 with no material differences

noted.

SUBSEQUENT EVENTS
Subsequent to the December 31, 2007 examination date, the following events should

be noted.

e The Company has not had a board of director or stockholder meeting since
March 20, 2007. The company’s bylaws state “a regular meeting of the Board of
Directors shall be held, without notice than this Bylaw, immediately after, and at
the same place as, the annual meeting of shareholders.”

e During the course of the examination, the Company was informed their custody
agreement did not meet the standards set out by Tenn. Comp. R. & Regs. §
0780-01-46.

e At the examination date, the Company held their assets at Lehman Brothers
(Lehman). During the examination, Lehman declared bankruptcy and the
Company moved their portfolio to Citi Smith Barney (Citi). As of September 30,
2008, the Company’s assets were confirmed with Citi. A proper custodial
agreement had not been executed with Citi.

e The Company has hired Marsh Management Services of Burlington, Vermont, to
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perform some accounting and statutory documentation functions. This
arrangement violates Tenn. Code Ann. § 56-2-104. Permission from the
Commissioner was not given to take such underlying documents out of the State
of Tennessee.

Disclosed as a part of the examination planning, Robert Schwebel has resigned
from his company directorship and officer positions. The Company continues to

report Mr. Schwebel as an officer and director in the 2008 Quarterly Statements.
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FINANCIAL STATEMENT

There follows a statement of assets, liabilities and a statement of income as of
December 31, 2007, together with a reconciliation of capital and surplus for the period

under review, as established by this examination.

ASSETS
Assets Nog:csigistted Net/:éggwtistted
Bonds $27,790,223 $27,040,223 $750,000
Common stocks 4,073,420 3,928,807 114,613
Cash 1,282,595 1,282,595
Total cash & invested assets 33,146,238 30,969,030 2,177,208
Investment income due & accrued 258,720 258,720
Net deferred tax asset 2,879,149 2,879,149 0
Receivables from parent, 124 539 124,539 0
subsidiaries, and affiliates
Aggregate write-in for other than 139,382 139,382 0
invested assets
Totals $36,548,028 $34,112,100 $2.435,928
LIABILITIES, SURPLUS AND OTHER FUNDS
Losses $ 4,007,000
Current federal and foreign income taxes 1,379,905
Unearned premiums 9,433
Payable to parent, subsidiaries, and affiliates 20,000
Aggregate write-ins for liabilities 48,460
Total liabilities 5,464,798
Common capital stock 683,200
Gross paid in and contributed surplus 6,245,074
Unassigned funds (surplus) (9.957,144)
Surplus as regards policyholders (3,028,870)
Totals $2,435,928
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UNDERWRITING AND INVESTMENT EXHIBIT
STATEMENT OF INCOME

Underwriting Income

Premiums earned

Deductions:

Losses incurred

Loss expenses incurred

Other underwriting expenses incurred
Total underwriting deductions

Net underwriting gain or (loss)

Investment Income

Net investment income earned
Net realized capital gains or (losses)
Net investment gain or (loss)
Other Income
Finance and service charges not included in premiums
Aggregate write-ins for miscellaneous income

Total other income

Federal and foreign income taxes incurred

Net Income
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$13,207

(803,986)
46,814
261,478

RS- AL MLICW..-4

(495.694)
508,901

1,585,122

(1.186)
1,683,936

2,092,837
490,717
1,602,120



RECONCILIATION OF CAPITAL AND SURPLUS

FOR THE PERIOD UNDER EXAMINATION

Surplus as regards
policyholders December 31,
Previous Year

Net income
Net unrealized capital gains
and (losses)

Change in net deferred
income tax

Change in non-admitted
assets

Change in provision for
reinsurance

Cumulative effect of changes
in accounting principles

Capital changes: Paid in
Surplus adjustments: Paid in

Dividends to stockholders
Aggregate Write ins for gains
or (losses) in surplus
Surplus as regards to
policyholders December 31
Current Year

2003
$5,325,781
15,947,868

79,286

(421,668)

0

0

(4,318,565)

$16,612,702

2004
$16,612,702
5,263,446

(113,176)

652,359
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2005
$22,423,121
4,472,360

(356,885)

716,661

{19,625,000)

o

2006
$7,630,257
2,682,101

(617,014)

(9,765)

28,957,921

(30,356)

$7,630,257  $25,544,337

2007
$25,544,337
1,602,120

257,410

912,271

(31,345,008)
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ANALYSIS AND CHANGES IN FINANCIAL STATEMENT AND COMMENTS
RESULTING FROM EXAMINAION

ASSETS

Bonds: $750,000
The amount shown above is $27,040,223 less than what was reported by the Company
in its 2007 Annual Statement. REASON: The Company’s custodial agreement does

not adhere to Tenn. Comp. R. & Reg. § 0780-01-46-.03(2). For our examination, the

assets held under the improper custodial agreement will be nonadmitted.

Common Stock $144.633

The amount shown above is $3,928,807 less than what was reported by the Company
in its 2007 Annual Statement. REASON: The Company has its subsidiary’s (PLICO)
value within this item. Due to the value decrease from PLICO’s examination, the value

here has been lowered.

Cash $1,282,595

The amount shown above is $1,254,390 less than what was reported by the Company
in its 2007 Annual Statement. REASON: The Company had a money market fund
included within this value. The amount of the money market fund was reclassified to

Common Stock.
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LIABILITIES, SURPLUS AND OTHER FUNDS

Other expense $0

The amount shown above is $20,000 less than what was reported by the Company in
its 2007 Annual Statement. REASON: In the Company’s 2007 Annual Statement, the
Company had included an amount payable to its parent within the Other Expenses.

Pavyable to Parent, Subsidiaries and Affiliates $20,000

The amount shown above is $20,000 more than what was reported by the Company in
its 2007 Annual Statement. REASON: In the Company’s 2007 Annual Statement, the
Company had included an amount payable to its parent within the Other Expenses

Surplus as Regards Policyholders: $(2,904,331)

Surpius as Regards Policyhoiders as established by this examination is $30,969,030
less than what was reported by the Company in its December 31, 2007 Annual
Statement. For this examination, we decreased bonds by $27,040,223 and common
stock by 2,674,397 and cash, cash equivalents and short-term investments by
$1,254,390. This amount is outlined in the subsequent schedule which indicates
changes in the financial statement as they affect surplus. The change in the item is

discussed in detail under the appropriate caption elsewhere in this report.

The Company as of December 31, 2007, for this examination does not maintain the

required minimum capital and surplus as stated in the Tenn. Code Ann. § 56-13-116.
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SUMMARY SCHEDULE FOR “ANALYISIS OF CHANGES IN FINANCIAL

STATEMENT AND COMMENTS RESULTING FROM EXAMINAITON”

lte

Total Surplus as Regards
Policyholders per Company

Bonds
Common Stock

Cash, Cash Equivalents, and Short-
Term Investments

Other Expenses
Payable to Parent, Subsidiaries, and
Affiliates

Totals

Total Decrease per Examination

Total Surplus as Regards
Policyholders per Examination

Reclassification  Increase Decrease
$27,040,223
1,254,390 $3,928,807
(1,254,390)
(20,000)
20,000
30 $0 $30,969,030
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Surplus

$27,940,160

$(30,969,030)

$(3,028,870)




COMMENTS AND RECOMMENDATIONS

The following list presents a summary of comments and recommendations noted in this

report:

Comments:

1. Company History — Capital Stock — Page 3

The number of authorized shares of capital stock was incorrectly reported in the Notes
to the 2008 Financial Statement.

2. Company History - Management and Control — Page 3

The Company incorrectly listed the elected members of the board of directors and
officers in the 2008 annual statement. Also, the Company has failed to meet the
standards set in its bylaws by having annual meetings of the stockholder and its board

of directors.

3. Affilated Companies — Management Agreements — Page 6
Under the terms of the management and services agreement, the Company pays
$10,000 annually to THMSI. As of December 31, 2007, the 2006 payment has never

been settled.

4. Insurance Products and Related Practices - Territory and Plan of Operation —

Page 9
The Company failed to produce the certificate of authority for the examination.

5. Subsequent Events — Page 12
The Company continues to show incorrect officer and board of director information on
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the 2008 quarterly statements. The company disclosed that two officers have left their

board and officer positions. However, they have remained on this disclosure.

Recommendations:

1. It is recommended the Company comply with Tenn. Comp. R. & Reg. § 0780-01-
46-.03, as well as the NAIC Financial Examiners Handbook by establishing a proper
custodian and custodial agreement. Until such action, the Company’s capital and
surplus will remain below the required amounts set by Tenn. Code Ann. § 56-13-116

and the NAIC’s Risk Based Capital requirements.
2. It is recommended the Company comply with Tenn. Code Ann. § 56-2-

104(a)(5)(A). The Company all but moved its headquarters and administrative offices to

Dallas, Texas, with the exception for a storage cabinet in Nashville, Tennessee.

CONCLUSION

The customary insurance examination practices and procedures, as established
by the National Association of Insurance Commissioners, have been utilized in
connection with the verification and valuation of assets and the determination of

liabilities in the financial statement of this report.

In such matter, it was concluded that as of December 31, 2007, the Company
had net admitted assets of $2,435,928 and liabilities, exclusive of capital, of $5,464,798.
Therefore, there existed for the additional protection of policyholders, the amount of
($3,028,870) in the form of capital, gross paid in and contributed surplus and
unassigned funds. The Company’s capital has dropped below the requirements
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outlined by Tenn. Code Ann. § 56-13-116, currently impairing their surplus.

Respectfully submitted,

ﬁzﬂww \‘\ Q}ﬁ/ég

B”nan H. Séwell CFE
Examiner-in- Charge
State of Tennessee
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AFFIDAVIT

The undersigned deposes and says that he has duly executed the attached
examination report on Hospital Underwriting Group. Inc, dated, January 26, 2009, and
made as of December 31, 2007, on behalf of the Tennessee Department of Commerce
and Insurance. Deponent further says he is familiar with such instrument and the

contents thereof, and that the facts therein set forth are true to the best of her

knowledge, information and belief.
e [, W

Brian H Sewéll, C E
State of Tennessee ‘
Southeastern Zone, N.A.l.C.

Subscribed and sworn to before me this
\.k .
N day of e . 2008

Nofdry

County DAV D 508

- | : 3 TENNESSEE E* =
State | N Zoc, NOTARY ¢ F
o 2% °. PUBLIC &35
Commission Expires 3 [ (0 [1)- “.%s g
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