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Tallahassee, Florida

January 19, 2007

Kevin M. McCarty

Commissioner

Office of Insurance Regulation
State of Florida

Tallahassee, Florida 32399-0326

Dear Sir;

Pursuant to your instructions, in compliance with Section 624.316, Florida Statutes, and in
accordance with the practices and procedures promulgated by the National Association of
Insurance Commissioners (NAIC), we have conducted an examination as of December 31, 2005,
of the financial condition and corporate affairs of:

SUNZ INSURANCE COMPANY
100 SECOND AVENUE NORTH, SUITE 300
St. PETERSBURG, FLORIDA 33701

Hereinafter referred to as the “Company”. Such report of examination is herewith respectfully
submitted.



SCOPE OF EXAMINATION

This financial examination covered the period of January 1, 2005 through December 31, 2005;
however, the review of the Company’s insurance products and related practices was extended
through September 30, 2006. This is the Company’s first examination, which was performed by
representatives of the Florida Office of Insurance Regulation (Office). This examination
commenced, with planning at the Office, on November 28, 2006, to November 30, 2006. The
fieldwork commenced on December 4, 2006 and was concluded as of January 19, 2007. The
examination included any material transactions and/or events occurring subsequent to the

examination date and noted during the course of the examination.

This financial examination was a statutory financial examination conducted in accordance with the
Financial Condition Examiners Handbook, Accounting Practices and Procedures Manual and
annual statement instructions promulgated by the NAIC as adopted by Rules 690-137.001(4) and
690-138.001, Florida Administrative Code, with due regard to the statutory requirements of the

insurance laws and rules of the State of Florida.

In the financial examination, emphasis was directed to the quality, value and integrity of the
statement assets and the determination of liabilities, as those balances affect the financial solvency

of the Company.

The financial examination included a review of the corporate records and other selected records
deemed pertinent to the Company’s operations and practices. In addition, the Company’s
independent audit reports and certain work papers prepared by the Company’'s independent
certified public accountant (CPA) were reviewed and utilized where applicable within the scope of

this examination.



We valued and/or verified the amounts of the Company’s assets and liabilities as reported by the
Company in its annual statement as of December 31, 2005. Transactions subsequent to year-end

2005 were reviewed where relevant and deemed significant to the Company’s financial condition.

This report of examination was confined to financial statements and comments on matters that
involve departures from laws, regulations or rules, or which were deemed to require special

explanation or description.

Based on the review of the Company’s control environment and the materiality level set for this
examination, reliance was placed on work performed by the Company’s CPAs, after verifying the
statutory requirements, for the following accounts:

Reinsurance Credits for IBNR Reserves

Cash

Net Deferred Tax Asset

Aggregate Write-ins for Miscellaneous Assets

Affiliated and Other Related Party Transactions

Other Expenses

Taxes, Licenses and Fees

Amounts Withheld by Company
The review of operations included examining the Company’s practices in handling workers’

compensation business from Professional Employer Organizations (PEO), review of complaints,

cancellations, and risk management services.

HISTORY
General
The Company was incorporated in Florida on February 23, 2005 and commenced business on

May 12, 2005 as SUNZ Insurance Company.



The Company was authorized to transact Workers’ Compensation insurance coverage in Florida

on March 24, 2005 in accordance with Section 624.401(1), Florida Statutes.

The original articles of incorporation and the bylaws were not amended during the period covered

by this examination.

Capital Stock

As of December 31, 2005, the Company'’s capitalization was as follows:

Number of authorized common capital shares 10,000
Number of shares issued and outstanding 1,000
Total common capital stock $1,000
Par value per share $1.00

Control of the Company was maintained by its parent, SUNZ Group, LLC, who owned 100

percent of the stock issued by the Company.

Profitability of Company
The following table shows the profitability trend (in dollars) of the Company for the period of

examination.

2005

Premiums Earned 3,710,871
Net Underwriting

Gain/(Loss) 213,151
Net Income 242,640
Total Assets 11,567,408
Total Liabilities 5,731,693
Sur_plus As Regards 5.835,715
Policyholders




Dividends to Stockholders
The Office Consent Order #80814-CO-05 requires the Company to receive approval in advance
before paying any stockholder dividends. The Company did not declare or pay any dividends to its

stockholder during the examination period.

Management

The Company commenced business in May of 2005. The first annual shareholder meeting for the
election of directors was to be held the second Tuesday of April of 2006 for the election of Board of
Directors in accordance with Section 1.01 of the Company's Bylaws. A shareholder meeting was

not held as required by Section 607.0701(1), Florida Statutes.

The following original incorporators of the Company were serving as board of directors as of

December 31, 2005 in accordance with Sections 607.1601 and 628.231, Florida Statutes:

Directors
Name and Location Principal Occupation
Gregory C. Branch President, Seminole Feed
Ocala, Florida
*lan F. Irwin Chairman, Southeast Companies
Florida
Hugo E. Crawley Director, Ballantyne,
Hants, England McKean & Sullivan, Itd
Douglas F. Lilak President, Company
Parrish, Florida
Shelli A. Elmer Vice President, Company

Bradenton, Florida

*No longer serving as Director, decreased January 2006. Sam Oswald was elected to fulfill the
vacancy.



The originally appointed officers of the Company serving as of December 31, 2005 were as follows:

Senior Officers

Name Title

Douglas Lilak President

Shelli EImer Vice President, Treasurer and Secretary
Samuel Oswald Chief Financial Officer

The Company’s board appointed several internal committees in accordance with Section
607.0825, Florida Statutes. The following are the principal internal board committees and their

members as of December 31, 2005:

Reinsurance/Underwriting

: Audit Committee Investment Committee
Committee
Greg Branch® Pat Delacey" Sam Oswald*
Hugo Crawley Sam Oswald Greg Branch
Sam Oswald Neil Savage Douglas Lilak
Douglas Lilak Bob Banks Shelli Elmer
Shelli ElImer Greg Branch
Douglas Lilak
Shelli Elmer
! Chairman

Conflict of Interest Procedure

The Company did not have a policy statement requiring annual disclosure of conflicts of interest in
place in 2005 in accordance with the NAIC Financial Condition Examiners Handbook. It was noted
that the Company adopted a policy in 2006 for reporting conflicts of interest to the board of

directors.



Corporate Records

The recorded minutes of the Board of Directors meetings were reviewed for the period under
examination. The recorded minutes of the Board did not adequately document its meetings and
approval of Company transactions in accordance with Section 607.1601, Florida Statutes.
There were minutes for committee meetings. Additionally, there was no annual Board of
Directors Meeting in 2006 for the election officers. It was noted, that there was authorization of
investments as required by Section 625.304, Florida Statutes, and the Company had an

investment policy in effect.

AFFILIATED COMPANIES
The Company was a member of an insurance holding company system as defined by Rule
690-143.045(3), Florida Administrative Code. The Company filed a holding company
registration statement dated February 25, 2005, as required by Section 628.801, Florida

Statutes, and Rule 690-143.046, Florida Administrative Code.

The following agreements were in effect between the Company and its affiliates:

Managing General Underwriting Agreement

Effective March 1, 2005, the Company contracted with JAAG Underwriting Company, LLC
(JAAG) as its agent and representative for the production, servicing and acceptance of the
classes and kinds of insurance set forth in the agreement. The agreement also called for JAAG

to provide staff to perform the general operations of the Company.

The contract with JAAG was titled Managing General Underwriting Agreement. Based on the

provisions of the agreement and the fact that JAAG (through Shelli ElImer and Doug Lilak
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principals of SUNZ and employees of JAAG) were involved in the process of acquiring
reinsurance, it could be concluded that JAAG meets the definition of a Managing General Agent
(MGA) in accordance with Section 626.015(14)(a), Florida Statutes. JAAG was not licensed

and appointed as an MGA.

Employment Contracts

The Company had employment contracts with its President and Vice President, Douglas Lilak
and Shelli Elmer, respectively. The contracts were entered November 16, 2005 to document
the services to be provided in return for a stated compensation. Mr. Lilak and Ms. Elmer were

employees of JAAG and were paid by JAAG.

The Company's transactions did not correspond with the affiliated agreements in effect. The
following transactions were not in accordance with any affiliated agreement in place:
1. The Company was not sharing in any leasing expense of its office space through the
service agreement with JAAG, as the total leasing expense was paid by SUNZ Group,
LLC.
2. The Company had an equipment lease; however, SUNZ Group, LLC paid the expense.
3. There were credit cards issued under the Company's name to Shelli EImer and Doug
Lilak, which included office expenditures covered by JAAG in accordance with the

service agreement.

A simplified organizational chart as of December 31, 2005, reflecting the holding company

system, is shown on the next page.



SUNZ INSURANCE COMPANY

ORGANIZATIONAL CHART

DECEMBER 31, 2005

SUNZ GROUP, LLC (FL)

SUNZ INSURANCE

JAAG

COMPANY (FL) UNDERWRITING

COMPANY, LLC (FL)




FIDELITY BOND AND OTHER INSURANCE

The recommended minimum fidelity bond coverage was $150,000 based on the NAIC
Formula. The Company did not have fidelity bond coverage in 2005; however, the Company
purchased fidelity bond coverage effective July 1, 2006. The bond coverage was for $2 million
with a $100,000 deductible. The Company had other insurance coverages, such as commercial
liability, workers compensation, and professional liability, for indemnification against the perils

associated with operating a business.

STATUTORY DEPOSITS
The following securities were deposited with the State of Florida as required by Section 624.411,

Florida Statutes, and with various state officials as required or permitted by law:

Par Market
State Description Value Value
FL Certificate of Deposit, Interest Rate 2.96%,
Maturity Date 03/01/2006 $250,000 $250,000
TOTAL FLORIDA DEPOSITS $250,000 $250,000



INSURANCE PRODUCTS AND RELATED PRACTICES
Plan of Operation
The Company provided workers’ compensation insurance mainly for Professional Employer
Organizations (PEO). A PEO, also referred to as an employee leasing company or staff leasing
company, provides human resources and administrative services to businesses that elect to
outsource functions such as, human resources support, benefits administration, payroll, and
federal and state employment tax filings. Additionally, a PEO purchases workers’ compensation

coverage for all leased employees.

Total written premiums (in dollars) during the scope of the examination are broken down as

follows:

Year Total Written | PEO Business | Percentage of
Premium Written PEO Premium to
Premium Total Premium
2005 11,267,718 11,265,674 99%
*2006 9,360,744 8,063,744 86%

* as of 9/30/06

Policies and certificates of insurance were issued by the Company. The PEO had access to the
Company’s certificate system and had the ability to print certificates as evidence of insurance.
The PEO could not edit the contents of a certificate; however, it could add third party certificate
holder information. Proof of coverage was forwarded by National Council on Compensation

Insurance, Inc. (NCCI) to the Division of Workers’ Compensation on the Company’s behalf.

The Company was licensed in the State of Florida and there was no other state coverage in the

policies reviewed.
10



The Company required within its acceptance criteria a history of the PEO, audited financials,
client employer list with class codes, payroll history, current business plan, background checks,
marketing materials, prior insurance information and loss runs. A complete underwriting
package, including a loss forecast report and various rating schedules were prepared by the
Managing General Underwriter. Company management determined the type of workers’
compensation program to be proposed, the premium and collateral requirements to be

proposed for the risk. Company management retains authority for the binding of any insured.

Premium payment schedules were predominantly set on a 25% deposit and nine (9) monthly
installments and all policies reviewed showed that payments by PEOs were made timely.
Payroll and classification codes were electronically submitted by the PEO on a weekly basis.

The experience modification factors were all documented in the files reviewed.

Financial guarantees were required for all large deductible accounts. The guarantees were

secured in cash, certificates of deposit or letters of credit.

Claims were handled by United Self Insured Services (USIS), a third party administrator. Loss
results were monitored by the Company on a monthly or more frequent basis. Claim
performance reviews were performed by the Company with the insured and USIS on a quarterly
basis. Safety issues reviews were also performed by the Company on a monthly basis and the
Company advised that a PEO’s safety team performed reviews frequently. NCCI classification
reviews were conducted monthly, which included a review of client employer’s list and loss runs.

Classification reviews were also conducted at the final audit.

11



Policy Review
The Company wrote eight (8) new and renewal policies issued to PEOs and two (2) non-PEO
policies during the scope of the examination. These policies provided coverage to 5,555 client

employers. Policies issued are broken down as follows:

Year New Business Renewals
2005 4 0
2006* 4 2

* as of 9/30/2006
Ten (10) policies were reviewed. These policies provided coverage to 5,555 client employers.

One hundred (100) client employers with 173 class codes were reviewed.

Twenty-nine (20) errors were found, involving all ten (10) policies and two (2) client employers.

The errors are broken down as follows:

One (1) error was due to the Company's failure to obtain a notarized application. Rule
690-189.003(2)(b), Florida Administrative Code states that the applicant's signature

shall be notarized.

Three (3) errors were due to the Company's failure to timely audit. Section 627.191,
Florida Statutes, states that no insurer shall issue a contract or policy except in
accordance with the filings which are in effect for such insurer. Florida Miscellaneous
Rules of the NCCI manual requires that the audit be completed within 90 days of the

policy expiration.

Additionally, as a result of no premium audits being performed by the Company, the

Examiner was unable to determine if there were any earned but unbilled premiums

12



(EBUB). However, it is noted that based on the Company's practice of obtaining actual
payroll on a weekly basis and adjusting premium accordingly, the EBUB would most

likely be minimal.

Four (4) errors were due to the Company's failure to complete and obtain audit
forms. Rule 690-189.003(4)(f), Florida Administrative Code, states that a carrier, in
order to comply with the signatures requirements shall use forms OIR-B1-1560, OIR-B1-

1561 and OIR-B1-1562.

Ten (10) errors were due to the Company's failure to obtain quarterly reports. Rule 690-
189.003(4)(b)(1), Florida Administrative Code, states that each employer shall submit a
copy of the quarterly earning report required by Chapter 443, Florida Statutes, to the

carrier at the end of each quarter.

Two (2) errors were due to obtaining onsite inspection reports timely. These inspections
were conducted by the PEO. The PEO failed to submit an inspection report timely on
two (2) (one (1) missing and one (1) late) of fourteen (14) risks for which the Company

requested an onsite inspection.

Fifty (50) certificates of insurance were reviewed. Thirty-eight (38) errors were found.

The errors were broken down as follows:

Thirty-eight (38) errors were due to the insured's failure to notify the Company timely of
client employer terminations. Section 627.192(6), Florida Statutes, states that the
insured shall notify the Company of its intent to terminate a client employer prior to the

termination when feasible. When prior notice is not feasible, the insured shall notify its

13



insurer within 5 days following actual termination. In 38 out of 50 terminations reviewed,

the insured did not provide timely notice of the termination to the Company.

Complaints Review

The Company did not receive any complaints during the scope of the examination. The
Company has established complaint handling procedures as required by Section 626.9541,

Florida Statutes.

Cancellation/Nonrenewal Review

There was one (1) policy cancelled during the scope of the examination. The cancelled policy
was reviewed to determine if the cancellation was made in accordance with Florida regulations.

No errors were found.

Risk Management Services Review

The Company provided risk management services to insureds. These services were performed
by the underwriting staff, as the Company is in the process of replacing a Loss Prevention
Manager. The Company advised that PEOs had safety professionals that work directly with
client employers. The Company stated that the PEOs had a properly implemented program

with sufficient staff.

The Company required onsite safety assessments on certain exposures either pre-approval or
after a new client was bound. In some exposures the Company also required safety surveys to

be completed by the proposed client employer prior to acceptance.

14



Although the Company demonstrated they have performed onsite visits to some client
employers, all onsite visits performed on the client employers included in our sample review,

were conducted by the PEO.

The Company provided email communications between the PEO and the Company involving
confirming conversations, onsite visits, review of the PEO's risk management services, training
and setting up meetings. Review of the communication indicated the Company provided
oversight of the PEO. However, it was noted there was no formal report issued in the sample

reviewed.

15



REINSURANCE
The Company’s reinsurance program consisted of ceding risks on an excess of loss basis. The
program provided coverage for $19,750,000 of qualified losses and loss adjustment expenses in
excess of the Company’'s retention of $250,000, which was in excess of the policyholder's
deductible ranging from $250,000 to $1,000,000. The Company ceded $1,345,790 of premiums

earned.

The Company’s reinsurance was obtained through a reinsurance intermediary, Ballantyne,

McKean & Sullivan, Itd (BMS). BMS was licensed in California.

Assumed

The Company did not assume any risk through reinsurance.

Ceded

The Company ceded risk on an excess of loss basis through three layers of reinsurance with
Lloyds of London Syndicates. All syndicates were verified as being on the NAIC Listing of
Companies for authorization purposes. The following is a summary by layer of reinsurance:

All contracts were for the period of June 13, 2005 — July 1, 2006.

First Excess - The first excess layer of coverage was limited to $4,750,000 per occurrence in
excess of $250,000 plus the sum of 3% of Gross net Written Premium Income (not to exceed
$2,910,000). The maximum recoverable under the treaty was the lesser of 225% of the ceded

premium or $26,900,000.

16



2nd Excess - The second excess layer of coverage was limited to $5,000,000 per occurrence in

excess of $5,000,000. This layer was limited to a $10,000,000 total recovery.

3rd Excess - The third excess layer of coverage was limited to $10,000,000 per occurrence in

excess of $10,000,000. This layer was limited to a $20,000,000 total recovery.

The reinsurance agreements reviewed were found to comply with NAIC standards with respect
to the standard insolvency clause, arbitration clause, transfer of risk, reporting and settlement
information deadlines. However, the reinsurance contracts did not include a provision making the
agreement the entire contract between the parties as required by SSAP No. 62, Paragraph 8. We
recommended the Company amend the reinsurance contracts to include an entire contract

provision.

ACCOUNTS AND RECORDS
An independent CPA audited the Company’s statutory basis financial statement for the year 2005,
in accordance with Section 624.424(8), Florida Statutes. Supporting work papers were prepared

by the CPA as required by Rule 690-137.002, Florida Administrative Code.
The Company’s accounting records were maintained on a computerized system. The Company’s
balance sheet accounts were verified with the line items of the annual statement submitted to the

Office.

The Company maintained its principal operational offices in St. Petersburg, Florida, where this

examination was conducted.

17



The Company’s material non-affiliated agreements consist of the following:

Claims Processing Agreement

Effective June 13, 2005 the Company entered a contract with United Self Insured Services
(USIS) to provide claim processing services for a one year term. In return for the services
provided by USIS, the Company agreed to pay fees based on a defined service schedule to
equal at least 2.38% of earned standard premium and not to exceed 2.87% of earned standard
premium for new workers compensation claims, and fees for managed care claims handling
based on a defined service schedule. Payments were made monthly based on an installment
plan. The Company did have the right to perform an audit of claims paid at any time.

Cancellation of the contract could be initiated only by the Company.

Risk-Based Capital

The Company reported its risk-based capital at an adequate level.

18



FINANCIAL STATEMENTS PER EXAMINATION
The following pages contain financial statements showing the Company’s financial position as of
December 31, 2005, and the results of its operations for the year then ended as determined by this
examination. Adjustments made as a result of the examination are noted in the section of this

report captioned, “Comparative Analysis of Changes in Surplus.”
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SUNZ INSURANCE COMPANY
Assets

DECEMBER 31, 2005

Assets Per Company Examination Per Examination
Adjustments

Cash: $10,882,171 (%$2,354,769) $8,527,402
Investment income due and accrued 10,121 $10,121

Premiums and Consideration:
Uncollected premium 162,097 $162,097

Net deferred tax asset 30,324 $30,324

Aggregate write-in for
other than invested assets 482,695 2,354,769 $2,837,464

Totals $11,567,408 $0 $11,567,408

20



SUNZ INSURANCE COMPANY

Liabilities, Surplus and Other Funds

DECEMBER 31, 2005

Liabilities

Losses

Loss adjustment expenses

Other expenses

Taxes, licenses and fees

Unearned premium

Advance premium

Amounts withheld

Amounts payable to parent, subsidiaries, & affiliates
Aggregate write-ins for liabilities

Total Liabilities

Common capital stock

Gross paid in and contributed surplus
Unassigned funds (surplus)

Surplus as regards policyholders

Total liabilities, capital and surplus

Per Company Examination Per
Adjustments Examination

$877,783 $877,783
418,890 $418,890
341,473 (341,473) $0
178,376 70,630 $249,006
1,510,402 82,654 $1,593,056
50,000 $50,000
2,354,769 $2,354,769

0 341,473 $341,473

0 0 $0
$5,731,693 $153,284 $5,884,977
$1,000 $1,000
5,999,000 $5,999,000
(164,285) (153,284) ($317,569)
$5,835,715 (153,284) $5,682,431
$11,567,408 $0 $11,567,408
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SUNZ INSURANCE COMPANY
Statement of Income

DECEMBER 31, 2005

Underwriting Income

Premiums earned $3,710,871
DEDUCTIONS:

Losses incurred 877,783
Loss expenses incurred 695,015
Other underwriting expenses incurred 1,924,922
Aggregate write-ins for underwriting deductions 0
Total underw riting deductions $3,49/,720
Net underw riting gain or (loss) $213,151

Investment Income

Net investment income earned $196,088
Net realized capital gains or (losses) 0
Net investment gain or (loss) $196,088
Other Income

Net gain or (loss) fromagents' or premiumbalances charged off $0
Fnance and service charges not included in premums 0
Aggregate write-ins for miscellaneous income 75,912
Total other income $/5912
Net income before dividends to policyholders and

before federal & foreign income taxes $485,151
Dividends to policyholders 0
Net Income, after dividends to policyholders, but

before federal & foreign income taxes $485,151
Federal & foreign income taxes 242,511
Net Income $242,640

Capital and Surplus Account

Surplus as regards policyholders, December 31 prior year $0

Gains and (Losses) in Surplus

Net Income $242,640
Net unrealized capital gains or losses 0
Change in non-admitted assets (484,229)
Change in net deferred income tax 77,304
Change in excess statutory over statement reserves 0
Captial adjustments: Paid in 1,000
Surplus adjustments: Paid in 5,999,000
Examination Adjustrment (153,284)
Change in surplus as regards policyholders for the year $5,682,431
Surplus as regards policynolders, Decerber 31 current year 35,682,431
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COMMENTS ON FINANCIAL STATEMENTS

Assets

Cash $8,527,402
The Company’s reported cash of $10,882,171 was reduced by $2,354,769 as a result of a

reclassification of restricted cash.

The Company's cash collateral accounts offsetting the liability, amounts withheld, of $2,354,769
were restricted to pay for losses for the respective PEOs. It would be more appropriate to
separate these cash collateral assets from the other cash accounts that are available to pay
claims for all policyholders and report them as a miscellaneous asset, under aggregate write-ins

for other than invested assets, titled restricted cash.

Aggregate Write-ins, Restricted Cash $2,837,464

This account balance was increased from $482,695 to $2,837,464 for a reclassification from

cash of $2,354,769. See cash for a detail explanation for the reclassification.

Liabilities

Other expenses $0
This account balance of $341,473 was reduced to zero as the balance represented a payable to
an affiliate under a service agreement. The adjustment was a reclassification of the balance to
payable to parent, subsidiaries, and affiliates. The Company's service agreement with its
affiliate JAAG Underwriters, Inc. (JAAG), calls for JAAG to perform the majority of the Company

operations as the Company had no employees. In return for the services to be performed by

JAAG, the Company paid JAAG a fee of 25% of direct premiums earned. The established

23



liability of $341,473 due at year-end 2005 should have been reported as a payable to parent,

subsidiaries and affiliates.

Taxes, licenses and fees $249,006

The Company's year-end 2005 accrual for taxes, licenses and fees was $178,376, which was
underaccrued by $70,630. The Company's accrual for the Special Disability Trust Fund
Assessment (SDTF) was $57,438, instead of $128,068, which was due to the

Company calculating the assessment based on earned premium instead of written premium.

Unearned premiums $1,593,056

The Company’s reported liability for unearned premiums was increased by $82,654. The
Company records written premiums on the installment basis per SSAP #53. Unearned premium
was calculated by subtracting earned premiums from billed premiums. The Company
incorrectly double counted the increased limits charge of $82,654 in calculating earned

premium, which resulted in unearned premium being understated by the same amount.

Payable to parent, subsidiaries and affiliates $341,473

This account balance was increased from $0 to $341,473 as a result of a reclassification of an

amount due to an affiliate. See other expenses for a detail explanation of this reclassification.
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SUNZ INSURANCE COMPANY

COMPARATIVE ANALYSIS OF CHANGES IN SURPLUS

DECEMBER 31, 2005

The following is a reconciliation of surplus as regards policholders between that reported by
the Company and as determined by the examination.

Surplus as Regards Policyholders

per December 31, 2005, Annual Statement

PER
COMPANY

ASSETS:
Cash $10,882,171
Aggregate Write-ins $482,695
LIABILITIES:
Other Expenses $341,473
Taxes,licenses and

fees 178,376
Unearned premiums 1,510,402
Payable to parent, 0

subs & affiliates 0

Net Change in Surplus:

Surplus as Regards Policyholders
December 31, 2005, Per Examination

PER

EXAM

$8,527,402
$2,837,464

$0

249,006
1,593,056

341,473
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INCREASE
(DECREASE)
IN SURPLUS

($2,354,769)
$2,354,769

$341,473

$0
($70,630)
($82,654)

($341,473)

$5,835,715

(153,284)

$5,682,431




SUMMARY OF FINDINGS

Current examination comments and corrective action
The following is a brief summary of items of interest and corrective action to be taken by the

Company regarding findings in the examination as of December 31, 2005.

Management
The Company did not hold its first annual shareholder meeting, which was to be held in 2006. We
recommended that the Company hold an annual shareholder meeting to comply with

Section 607.0701(1), Florida Statutes.

Corporate Records

The recorded minutes of the Board did not adequately document its meetings and approval of
Company transactions in accordance with Section 607.1601, Florida Statutes. Additionally,
there was no annual Board of Directors Meeting in 2006 for the election officers. We
recommended the Company hold an annual Board of Directors Meeting and
maintain minutes to adequately document the corporate transactions and actions taken

by the Company's Shareholders, Board of Directors, and Committees.

The Company entered into a Managing General Underwriting agreement with JAAG. It could be
concluded that JAAG meets the definition of an MGA in accordance with Section
626.015(14)(a), Florida Statutes, as its employees who are principals of Sunz, participate in the
placement of reinsurance. We recommended that the Company amend the agreement if
the Company intends for the placement of reinsurance to be the responsibility of the

Company, and for JAAG to not be considered an MGA.
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The Company's transactions do not correspond with the affiliated agreements in effect. The
following transactions were noted that were not in accordance with any affiliated agreement in
place:

1. The Company was not sharing in any leasing expense of its office space through the
service agreement with JAAG, as the total leasing expense was being paid by SUNZ
Group, LLC.

2. The Company had an equipment lease; however, SUNZ Group, LLC paid the expense.

3. There were credit cards issued under the Company's name to Shelli EImer and Doug
Lilak, which included office expenditures which were covered by JAAG in accordance
with the service agreement.

We recommended the Company review its operating transactions and establish written
agreements to properly describe the services provided by the respective parties. We
also recommended that expenditures incurred on part of the Company be allocated in

accordance with SSAP No. 70 of the NAIC Accounting Practices and Procedures Manual.

Policy Review
Policyholders
Twenty-nine (20) errors were found, involving all ten (10) policies and two (2) client employers.

The errors are broken down as follows:

1. One (1) error was due to the Company's failure to obtain a notarized application. Rule
690-189.003(2)(b), Florida Administrative Code states that the applicant's signature
shall be notarized. We recommended the Company establish procedures to ensure

that applications are notarized as required.
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Three (3) errors were due to the Company's failure to timely audit. Section 627.191,
Florida Statutes, states that no insurer shall issue a contract or policy except in
accordance with the filings which are in effect for such insurer. Florida Miscellaneous
Rules of the NCCI manual requires that the audit be completed within 90 days of the
policy expiration. We recommended the Company establish procedures to ensure
that audits are completed within the required timeframe. The Company has

established a revised audit policy that takes into account the correct dates.

Four (4) errors were due to the Company's failure to complete and obtain audit
forms. Rule 690-189.003(4)(f), Florida Administrative Code, states that a carrier, in
order to comply with the signatures requirements shall use forms OIR-B1-1560, OIR-B1-
1561 and OIR-B1-1562. We recommended the Company establish procedures to
ensure that required forms are completed. The Company has established a

revised audit policy.

Ten (10) errors were due to the Company's failure to obtain quarterly reports. Rule 690-
189.003(4)(b)(1), Florida Administrative Code, states that each employer shall submit a
copy of the quarterly earning report required by Chapter 443, Florida Statutes to the
carrier at the end of each quarter. We recommended the Company establish
procedures to ensure that insureds submit quarterly reports timely. In addition,
the Company should develop its own procedures for terminating coverage as
required by Rule 690-189.003(4)(b)(2), Florida Administrative Code, if the insured

does not submit the reports timely.

Two (2) errors were due to obtaining onsite inspection reports timely. These inspections

were conducted by the PEO. The PEO failed to submit an inspection report timely on
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two (2) (one (1) missing and one (1) late) of fourteen (14) risks for which the Company
requested an onsite inspection. We recommended the Company establish

procedures to ensure that the PEO submits onsite inspection reports timely.

Client Employers

Fifty (50) certificates of insurance were reviewed. Thirty-eight (38) errors were found.
Thirty-eight (38) errors were due to the insured's failure to notify the Company timely of
client employer terminations. Section 627.192(6), Florida Statutes, states that the
insured shall notify the Company of its intent to terminate a client employer prior to the
termination when feasible. We recommended the Company continue to enforce its
procedures to ensure that the insured provides timely notice of client employer

terminations.

Reinsurance
The ceded reinsurance contracts did not include a provision making the agreement the entire
contract between the parties as required by SSAP No. 62, Paragraph 8. We recommended

the Company amend the reinsurance contracts to include an entire contract provision.

Cash

The Company's cash collateral accounts offsetting the liability, amounts withheld, of $2,354,769
were restricted to pay for losses for the respective PEOs. It would be more appropriate to
separate these cash collateral assets from the other cash accounts that are available to pay
claims for all policyholders and report them as a miscellaneous asset titled restricted cash. We
recommended that the Company report collateral accounts as restricted cash under
aggregate write-ins for other than invested assets in future quarterly and annual financial

statements.
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Other expenses

The Company's service agreement with its affiliate JAAG Underwriters, Inc. (JAAG), calls for
JAAG to perform the majority of the Company operationsas the Company had no
employees. In return for the services to be performed by JAAG, the Company paid JAAG a fee
of 25% of direct premiums earned. The established liability of $341,473 due at year-end 2005
should have been reported as a payable to parent, subsidiaries and affiliates. We
recommended the Company report the liability under its service agreement with JAAG
Underwriting Company, LLC as a payable to parent, subsidiaries and affiliates in future

quarterly and annual financial statements.

Taxes, licenses and fees

The Company's year-end 2005 accrual for taxes, licenses and fees was $178,376, which was
under-accrued by $70,630. The Company's accrual for the Special Disability Trust Fund
Assessment (SDTF) was $57,438, instead of $128,068, which was due to the
Company calculating the assessment based on earned premium instead of written premium.
We recommended the Company calculate the accrual for the Special Disability Trust
Fund Assessment (SDTF) based on written premium instead of earned premium for
future quarterly and annual financial statements. The Company stated on May 3, 2007,

that this item was correctly reported in the December 31, 2006 annual statement.

Unearned premiums
The Company incorrectly double counted the increased limits charge of $82,654 in calculating
earned premium, which resulted in unearned premium being understated by the same amount.

We recommended the Company accurately report earned and unearned premiums in
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future quarterly and annual financial statements. The Company stated on May 3, 2007,

that this item was correctly reported in the March 31, 2007 quarterly statement.
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CONCLUSION

The customary insurance examination practices and procedures as promulgated by the NAIC

have been followed in ascertaining the financial condition of SUNZ Insurance Company as of

December 31, 2005, consistent with the insurance laws of the State of Florida.

Per examination findings, the Company’s surplus as regards policyholders was $5,682,431,

which was in compliance with Section 624.408, Florida Statutes.

In addition to the undersigned, Todd Fatzinger, CFE, and Victor Negron, AIE, of Examination

Resources, LLC, participated in the examination.

Respectfully submitted,

Michael Hampton, CPA, CFE, DABFA, CFE, CPM
Financial Examiner/Analyst Supervisor
Florida Office of Insurance Regulation
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