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Tallahassee, Florida 

 
February 8, 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 of the 2006 Reinsurance 
Program of: 
 

CYPRESS PROPERTY AND CASUALTY INSURANCE COMPANY 
13901 SUTTON PARK DRIVE SOUTH, SUITE 310 

JACKSONVILLE, FLORIDA 32224 
 
Hereinafter referred to as the “Company”.  Such report of examination is herewith respectfully 
submitted. 
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SCOPE OF EXAMINATION 

 
 
This examination covered the 2006 Reinsurance Program and was conducted by Reinsurance 

Directions, Inc.  

 

This examination is a limited scope examination focused on the 2006 reinsurance of the Company. 

 

 

SUMMARY OF FINDINGS 

 
An important option in the reinsurance purchasing process, as a flexible reinsurance financing 
option providing coverage and capacity where markets are restrictive is a Protective Cell 
Company (PCC). A PCC is a corporate body that can be segregated into legally distinct 
portions, known as the “core” and underlying cells. Each cell has its own separate segment of 
PCC’s overall share capital, allowing shareholders to maintain sole ownership of an entire cell 
while owning only a small proportion of the PCC as a whole. 
 
The Company has placed 80% ($10 million) of an excess of loss reinsurance contract with a 
PCC, which is the “Cell” entity established within Hanover Re (Guernsey) PCC, Ltd. The Cell 
provides retrocession protection to Hannover Re (Ireland) with respect to Hannover (Ireland)’s 
100% participation in the Company’s quota share contracts applicable to both the Florida and 
Texas portfolios of business. The Cell reinsures Hannover Re (Ireland) which directly reinsures 
the Company, whereas with respect to the catastrophe excess of loss, the Company-owned Cell 
is the entity reinsuring the Company. In other words, in the first instance, the Cell is reinsuring 
an un-related company (Hannover Re – Ireland); whereas, in the second, the Cell is actually 
reinsuring another unit of the Company itself. 
 
It is this second instance of the Company’s excess of loss contract with its Hannover Cell that 
questions whether it qualifies as a legitimate reinsurance transaction. For this reason, it is 
recommended that the Company discontinue its use of this protective cell program in 2007. 
 

Attached is the report dated January 5, 2007, prepared by Reinsurance Directions, Inc., which 

provides more detail into the aforementioned issues. 
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CONCLUSION 

  
 
The customary insurance examination practices and procedures have been followed in 

examining the 2006 Reinsurance Program of Cypress Property and Casualty Insurance 

Company. 

 

In addition to the undersigned, Paul Walther of Reinsurance Directions, Inc., participated in the 

examination.  

 

      Respectfully submitted, 

 
 
      ___________________________  
      John Berry 
      Financial Examiner/Analyst Supervisor 
      Florida Office of Insurance Regulation 
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