Examination Warrant Number 22-00000-28550-R1

&

Report of Examination of QQ

Housing and Redevelopment Insu Qxchange
Scranton, Pennsyl
As of Dece@é,zon




Housing and Redevelopment Insurance Exchange

TABLE OF CONTENTS
Subject Page

Corporate Records:
IMINIUEES ..oeiviieiiieeiee ettt ettt e e et e e eeesaeesssaeesssaeesssaeessseeensseeenns

Articles Of AGIrEemMENt.......c.cevueerieeiiierieeieeiie et

BY-LAWS ..ottt eeeeseeeneenseneneenssens s fe NI et eenenn 6
Service and Operating AGreements ...........coccveeeveereeeiveenieeeeeer alDINTS e eereeereenreenseeenreenseesneeenne 6
Reinsurance: Q

Ceded ..cuviiiiiiie Q:& ............................................ 9
Territory and Plan of Operation...........c.coceeverpennns
Significant Operating Ratios and Trends
Pending Litigation........c.cccccveevvviencieenieeeneen.

Financial Statements:
Comparative Statement of Assets,




Harrisburg, Pennsylvania
May 23, 2024

Honorable Diana L. Sherman CPA, CFE (Fraud), CISA, CITP
Deputy Insurance Commissioner
Commonwealth of Pennsylvania
Insurance Department
Harrisburg, Pennsylvania

Dear Ms. Sherman:

SCOPE

of December 31, 2017. This examination covered
rough December 31, 2022.

of the Company, which was last
the five-year period from Januar

The Ha
evaluate the fin
risks of the C

dition, assess corporate governance, identify current and prospective
evaluate system controls and procedures used to mitigate those risks, and

review su vents. An examination also includes identifying and evaluating significant
risks thapcou use an insurer’s surplus to be materially misstated both currently and
pros ly.

1 accounts and activities of the Company were considered in accordance with the risk-
ed examination process. This may include assessing significant estimates made by
martagement and evaluating management’s compliance with statutory accounting principles.

The examination does not attest to the fair presentation of the financial statements
included herein. If, during the course of the examination an adjustment is identified, the impact
of such adjustment will be documented separately following the Company’s financial statements.

This examination report includes significant findings of fact, in accordance with
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40 P.S. § 323.5(a), and general information about the Company and its financial condition. There
may be other items identified during the examination that, due to their nature (e.g., subjective
conclusions, proprietary information, etc.), are not included within the examination report but
separately communicated to other regulators and/or the Company.

For each year of the examination period, the certified public accounting firm of Brown,
Schultz, Sheridan & Fritz (“CPA”) provided an unmodified audit opinion on the Company,.
year-end financial statements based on statutory accounting principles. Relevant work
performed by the CPA, during its annual audit of the Company, was reviewed durin
examination and incorporated into the examination workpapers.

HISTORY

The Company is an unincorporated association organized on ay 5, 1986 and

licensed by the Department on July 11, 1986.

The Company is licensed as a reciprocal and inter-insurg
40 P.S. § 961. The Company is authorized to transact those elagss
P.S. § 382(b)(1) Property and Allied Lines, (b)(2) Inland M 2

Fidelity and Surety, (c)(4) Other Liability, (c)(6) B 45‘\’ ) Theft, (c)(11) Auto Liability, and

¢exchange as set forth under
of insurance described in 40

(c)(14) Workers’ Compensation.

MANAGEM CONTROL

SURPLUS REQUIREMENTS) @

The Company does not but is capitalized by surplus contributions from its
subscribers, its ultimate contr sons and retained earnings of the Company. As of
December 31, 2022, the C total surplus as regards policyholders is $14,913,812, which
consists of $2,831,478 i id in and contributed surplus; and $12,082,334 in unassigned
funds (surplus).

Pursuant6:40.P.S. § 964(d), the minimum surplus requirement for a reciprocal and inter-
insurance gxc 8ds an amount equal to the capital and surplus required of a stock insurance
company the same kind or kinds of business, which is set forth under 40 P.S. § 386.

e Company’s minimum surplus requirement for the types of business for which it is
s $$2,625,000. The Company has met all governing surplus requirements throughout the
amihdtion period

ATTORNEY-IN-FACT

Pursuant to 40 P.S. § 963, the Company has designated an attorney-in-fact (“AIF”)
pursuant to an agreement with Excalibur Insurance Management Services, LLC (“Excalibur’) of
Scranton, Pennsylvania.
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Effective June 16, 2020, Excalibur amended their operating agreement which included
changes in the ownership of Excalibur. A description of managing members of Excalibur
pursuant to the 2020 Amended Operating Agreement is as follows:

Interest in Percent

Member Units  Voting Share
Charles J. Volpe, Jr., Esquire 60 60% \
Ellen M. Volpe 10 10% ®

Jennifer A. Volpe 10 10% @
Charles J. Volpe, 111 10 10%
John C. Volpe 10 10%

Total 100 1 OO‘V (7

Based on the 2020 changes in unit distributions of Excalib re several individuals
that acquired 10% voting control of Excalibur, which in turn ap -@ provide the presumption
of control of the Company. It was also noted the 2020 Amend c‘t perating Agreement’s Power
and Authority of the Members Section 15(c) was changed 1 stip —: e that management of the
business and affairs of Excalibur was vested in the me s d on the exam team’s review,

the individuals that acquired control did not make Q the Department in compliance

with 40 P.S. § 991.1402.
system annual registration statement (* al Re g1strat10n Statement”) which does not reconcile
to Excalibur’s 2020 Amended Opefati

immediately with the Dep Company Licensing Division. In addition, the Company
should properly report interest of Excalibur within the financial statements and the
Annual Registration e t (Form B).

accordatice with 40 P.S. § 991.1404. For years 2018 through 2022, the Company filed the
istration Statement on or around March 31st.

ntrol of the Company is not derived through direct ownership of the Company, but
ugh the power to direct or cause the direction of the management and policies of the
Company. The Company is directly controlled by the AIF, who in turn is directly owned by
Excalibur’s managing members.

Ownership of Excalibur is described in the “Attorney-in-Fact” section above. The
managing members of Excalibur are considered the ultimate controlling persons of the
Company’s holding company system as depicted below:
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Charles J. Volpe, Jr. Ellen M. Volpe Jennifer A. Volpe Charles J. Volpe, Il John C. Volpe
Individually owns 60% of units Individually owns 10% of units Individually owns 10% of units Individually owns 10% of units Individually owns 10% of units

Excalibur Insurance
Management Services,
LLC

Attorney-in-Fact

Housing and
Redevelopment
Insurance Exchange
NAIC No. 28550

BOARD OF DIRECTORS

Name and Address

Edward P. Christiano
Coal Township, Pennsylvania

John J. Jennings utive Director

Fleetville, Pennsylvania oming County Housing Authority
Cheryl A. Johns ® xecutive Director
Huntingdon, Pennsylvania<¢) @ Altoona Housing Authority

Daniel J. Kanuch % Executive Director
Johnstown, Pennsylvani Johnstown Housing Authority
Christopher H. Kerr %

Utility Management
Ligonier, Pennsy

RDM

Joseph T. Koh Executive Director
Carbondale lvania Wayne County Housing Authority
William Executive Director
Scran sylvania Housing Authority City of Pittston

%Board is comprised of members who are elected at each annual meeting of the
n@ d the persons elected shall serve a term of five years or until their successor is duly
ed-and qualified.

COMMITTEES

As of December 31, 2022, the following committees were appointed by the Board and
serving in accordance with the Company’s by-laws:
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Audit Committee Finance Committee

John J. Jennings (Chair) Edward P. Christiano (Chair)
Cheryl A. Johns Cheryl A. Johns

Christopher H. Kerr William J. Lisak

Nominating Committee

Cheryl A. Johns (Chair)
John J. Jennings ®

Christopher H. Kerr

Pursuant to the Company’s by-laws and the Company’s Audit Commaittee Charter, the
Audit Committee shall meet membership requirements and perform the ':i! tequired by 40

P.S. § 991.1405(c)(4).
During the examination, it was determined that the Audit Gomnuttée was not operating in

compliance with the Company’s Audit Committee Charter, as ittee did not hold
meetings as required by the Audit Committee Charter for son of the examination period.

It is recommended the Audit Committee meet t ‘g ] r year, in compliance with

the provisions of the Company’s Audit Committe e
0

Pursuant to the Company’s by-laws and the
shipirequirements and perform the duties required

the Nominating Committee shall meet membe
by 40 P.S. § 991.1405(c)(4.1).

During the examination, it was deterniied that the Nominating Committee was not
operating in compliance with its w‘c ] ommittee Charter, as the committee did not
maintain meeting minutes. The @ ton team was unable to validate that the committee held
meetings as required by its charfebandperformed the duties required by 40 P.S. §
991.1405(c)(4.1). %

It is recommendéd tl @t the Board appoint and record its appointment of the
Nominating Commi {\ wbers, annually. The Board shall ensure the committee’s
f7

membership m requirements of 40 P.S. § 991.1405(c)(4.1).

omcé%
{gf cember 31, 2022, the following officers were appointed and serving in

with the Company’s by-laws:

Q.
me Title

Edward P. Christiano President
Daniel J. Kanuch Treasurer
William J. Lisak Secretary

Joseph T. Kohut Vice President
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CORPORATE RECORDS

MINUTES

A compliance review of corporate minutes revealed the following:

e The Annual Meetings of the Company were held in compliance with its by-law

e Directors are elected at the annual meetings of the members of the Company i x%
compliance with the by-laws. @

¢ Quorums were present at all directors’ meetings. @

e All directors attend Board meetings regularly. %

ARTICLES OF AGREEMENT

There were no changes to the Company’s articles of agrie @

during the examination
period.

BY-LAWS @
Effective January 1, 2020, the Compan ama r- its by-laws to update the required

It is recommended that t
Department in compliance with tment’s Financial Filing Requirements.

tive December 17, 2019, the Company entered into an Addendum to the June 2015

AIF Agreement with Excalibur. The addendum delineated the management duties of
Ex¢alibur, as well as those duties which are not included in Excalibur’s management duties. In
addition, the addendum delineated the compensation relating to the management duties.
Excalibur shall conduct the day-to-day administrative and management duties of the Company,
except for those duties excluded by the agreement. Excalibur is to be paid a percentage of not
more than 33 1/3% of the workers’ compensation insurance premiums with broker's
commissions being paid by Excalibur. For all other insurance premiums, Excalibur shall be paid
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a percentage of not less than 20% nor more than 25% exclusive of any commissions that will be
paid by the Company.

The Company did not obtain the Department’s prior approval for the amended AIF
agreement.

It is recommended the Company file for the Department's no objection to this
transaction (amendment to AIF Agreement) that was subject to prior notice in comp.

with 40 P.S. § 991.1405(a)(2) and 31 Pa. Code § 25.21.
Reinsurance Consulting Contract ®
Effective June 1, 2013, the Company entered into an amended Reinsurance €onsulting
Contract with Excalibur. Pursuant to the contract, Excalibur shall represent ompany in all
reinsurance matters. Excalibur’s fee for services, pursuant to the contra 0% of ceded
premium.
The Company did not obtain the Department’s prior appro e amended

Reinsurance Consulting Contract.
It is recommended the Company file for the Depa o objection to this

that was subject to prior notice

During the examination, the Company Wa .
that the agreement is considered to be fair andaedsonable in compliance with Statement of
Statutory Accounting Principles (“SSAP”)

1t is recommended that the Company. provide to the Department its support that clearly
demonstrates how the terms of t SR ce Consulting Agreement between the Company
and Excalibur are fair and reas lean

Paragraph 20. If appropriate pis not provided, it is recommended that the Company

terminate the contract. ; §
Independent Contracto dursement Agreements

Several % Yontractor/Reimbursement Agreements are in place between the
a

Company, Exc the independent contractors listed below. Each independent contractor

listed belo wn agreement that includes the Company and Excalibur as parties to the
agreement Wi ctive dates as follows:
Independent Contractor/Title Effective Date
@ oug Walsh, Workers’ Compensation Auditor September 1, 2022
Steve Chekan, Information Technology Specialist September 1, 2022
Richard DeBlasio, Legal Services September 1, 2022
Mary Christa LaBelle, Case Manager September 1, 2022
Michele Giorgio, Case Manager September 1, 2022
John Brose, Case Manager September 1, 2022

Kathleen Simrell, Administrative Assistant September 1, 2022



Housing and Redevelopment Insurance Exchange

-8-

All agreements are collectively referred to as “Employee Agreements.” Pursuant to the
terms of the Employee Agreements, the individual provides services as described within the
agreement, Excalibur compensates the individual for the services provided, and the Company
reimburses Excalibur for cost of services provided to the Company by the individual in
accordance with amount agreed upon in their contract .

Cost Sharing Reimbursement Agreement

Effective December 17, 2019, the Company entered into a Cost Sharing/Rei
Agreement with Excalibur. Per the agreement, the Company will reimburse Excatib
in part as specified within the agreement for marketing events and work session

The Company did not obtain the Department’s prior approval for the
Sharing/Reimbursement Agreement with Excalibur.

1t is recommended the Company file for the Department's n
transaction (Cost Sharing/Reimbursement Agreement) that was subjé
compliance with 40 P.S. § 991.1405(a)(2) and 31 Pa. Code § 25.

In addition, the Company did not properly disclose t haring/Reimbursement

40 P. S. § 991.1404(b)(3).

transactions in compliance with

It is recommended the Company disclose

40P. S. § 991.1404(b)(3). \
Third-Party Agreements @
Custodial Agreement ® Q

Q

Effective August 1, 2013, % any entered into an amended Custodial Agreement
with Community Bank Nation ration d/b/a First Liberty Bank and Trust. The custodian
provides custody services t pany for assets held by the custodian and provides other
custody services in acco the terms of the agreement. The agreement is in compliance
with 31 Pa. Code § 14&

Trust Agreemerit @

Effecti , 2012, the Company entered into an amended Trust Agreement with

Communi ational Association d.b.a. First Liberty Bank and Trust. The trustee shall

hold, managesanvest, and reinvest assets received from the Company in accordance with the
%@ agreement.
1 t Manager Agreement

Effective May 25, 2012, the Company entered into an Investment Manager Agreement
with Nottingham Advisors, Inc. The investment manager shall act as investment manager for the
Company’s cash, securities, and other investments pursuant to the terms of the agreement.
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REINSURANCE

CEDED

The Company’s ceded premium for 2022 was $5,345,988 which is approximately 36% of
its surplus. The Company’s net amount recoverable for 2022 was approximately $10,205,000.

As of December 31, 2022, the Company had $491,552 outstanding due recoverables fr
reinsurers.

Multiple Line Excess of L.oss Reinsurance Contract ( ; :
Effective January 1, 2022, the Company entered into a Multiple Lingdixcessof Loss

Reinsurance Contract with the following subscribing reinsurers and (reingu % are): Mutual

Reinsurance Bureau (15.0% all layers), Hannover Riick Se (50.0% all la @ Arch Reinsurance

%\ ers). The term of the

Company (15.0% all layers) and Scor Reinsurance Company (20.0% (@H
contract is for one year.

The Company’s net loss retention and the reinsurancg s are as follows:

Layer Company’s Retention  Reinsurance Ldmit Types of Business
1" Excess  $350,000 each property  $1,650,0 Casualty - fire; allied &
loss occurrence inland marine (all layers,
$350,000 each casualty except 3" Excess)
loss occurrence Property — general
liability; directors and
officer’s liability;
commercial auto
liability; and workers’
compensation (all layers)

$3,000,000 each property
loss occurrence
$3,000,000 each casualty
loss occurrence
$3,000,000 combined
aggregate for foreign acts
of terrorism

$12,000,000 combined
aggregate for all loss
occurrences

3" Excess  $5,000,000 each $5,000,000 each property
property loss occurrence loss occurrence
$5,000,000 aggregate for
foreign acts of terrorism
$10,000,000 aggregate for
all loss occurrences
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Property Agreement of Reinsurance

Effective January 1, 2022, the Company entered into a Property Agreement of
Reinsurance with Arch Reinsurance Company. The term of the agreement is one year.

The Company’s net loss retention and the reinsurance limits are as follows:

Company’s Retention  Reinsurance Limits Types of Busines®

$10,000,000 each loss $50,000,000 each loss occurrence Property
occurrence

Workers’ Compensation Excess of Loss Reinsurance Contract @%

¢ Bureau (13.5%); Safety
ompany (12.5%); Markel

Types of Business
Workers’ compensation and
employer’s liability

Company’s Retention
$500,000 each loss
occurrence

$10,000,000 E
Reinsurance

gj (15.0%); Markel Bermuda Limited (20.0%); Lloyds Underwriter Syndicate No. 3000
%); and Houston Casualty Company (25.0%). The term of the agreement is one year.

The Company’s retention and the reinsurance limits are as follows:

Company’s Retention  Reinsurance Limits Types of Business
$10,000,000 each loss $10,000,000 each loss occurrence Workers’ compensation
occurrence
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$5,000,000 each loss $5,000,000 each loss occurrence and Employer’s liability
occurrence aggregate per policy

Equipment Breakdown Reinsurance Agreement

term of the agreement is of unlimited duration unless terminated.

Company’s Retention  Reinsurance Limits Type Business
None $50,000,000 any one accident, any ent breakdown
one policy Q lity
The Company’s reinsurance intermediary, Guy r'&Company, LLC (“Guy
Carpenter”), is licensed by the Department as requi .S. § 321.2(a). The Company has

a properly executed written agreement with Guy C ter 1n accordance with 40 P.S. § 321.3.

Effective November 30, 2022, the Co p ointed McGill Global Risk Solutions,
LLC as its reinsurance broker beginning wit ’7%\ utance placed in 2023.
he proper insolvency and arbitration clauses.

tlined in SSAP No. 62R.

All reinsurance contracts contain
Additionally, all contracts transfer@

ASSUMED

The Company di@tm&: any business during the examination period.

RITORY AND PLAN OF OPERATION

T is licensed solely in Pennsylvania. The Company’s marketing strategy has
not changed-si e prior examination and is limited to its membership that encompasses
imaridychousing authorities, redevelopment authorities, and governmental entities such as
unicipalities, and other municipal authorities operating in Pennsylvania. The
, through its AIF, writes and binds all business on a direct basis while utilizing
1 endent agents to solicit other governmental entity business.
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Direct

and Assumed Ceded Net Written Percentage
Line of Business Premium Premium Premium of Total
December 31, 2022
Fire $ 8,052,951 $ 1,949,430 $ 6,103,521
Allied lines 2,366,683 712,063 1,654,620
Inland marine 140,995 27,009 113,986
Workers' compensation 13,984,628 1,996,039 11,988,589
Other liability - occurrence 2,939,060 502,680 2,436,380
Other liability - claims-made 112,904 18,546 94,358
Commercial auto liability 833,331 140,221 693,110
Auto physical damage 833,332 0 833,3
Fidelity 42,328 0 42,{\
Burglary and theft 18,919 0 18,9 Q
Totals $ 29,325,131 $ 5,345,988 $ 23,979,143 100.0%

2

SIGNIFICANT OPERATING RATIOS AND w’b-

The underwriting ratios summarized below are shown opn .'
encompass the five-year period covered by this examinationi

R

ed/incurred basis, and

Percentage
Premiums earned 19,340,231 100.0 %
Losses incurred N T 62,045,490 52.0 %
Loss expenses incurred 22,336,897 18.7 %
Other underwriting expenses incurred 40,003,744 33.5 %
Aggregate write-ins for underwriting deductions 254,655 0.2%
Net underwriting gain or (loss) (5,300,555) (4.4)%
Totals ® @ $ 119,340,231 100.0 %
The Company reported ing net underwriting, investment, and other gains or
losses during the period und tion:
2 2021 2020 2019 2018

Admitted assets 47,068,150 $ 47,141,491 $ 46,394,717 $ 44,607,166 $ 43,205,104
Liabilities 32,154,338 $ 31,470,672 $ 30,673,642 $ 30,592,647 $ 27,797,157
Surplus as regards policyholde $ 14913812 $ 15670819 $  15721,075 $ 14014519 $  15407,947
Gross premium written $ 29,325,131 $ 28,441,169 $ 29,517,073 $ 28,457,546 $ 28,408,461
Net premium written $ 23,979,143 $ 23,366,063 $ 24,683,325 $ 23,871,297 $ 23,884,442
Underwriting gaip/(lo: $ (694,617)  $ (982,279) $ 1,039,176 $  (2,833902) $  (1,828,933)
Investment gai $ 1074895 $ 1185214 § 607,669 §$ 910,356  $ 913,608
Other gain/(loss) $ 3 8 4612  $ 1,406 $ 0o 3 (9,659)
Net income $ 380,281 $ 207,546 $ 1,648,252 $  (1,923,546) $ (924,984)

% : PENDING LITIGATION

As of the date of this examination report, Company management attested that the
Company was not involved in any litigation and was not aware of any threatened litigation that
could have a material adverse effect on its financial condition.
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FINANCIAL STATEMENTS

The financial condition of the Company, as of December 31, 2022, and the results of its
operations for the five-year period under examination, are reflected in the following statements*:

Comparative Statement of Assets, Liabilities, Surplus and Other Funds;
Comparative Statement of Income;

Comparative Statement of Capital and Surplus; and
Comparative Statement of Cash Flow Q

*Note: Some financials shown in this report may contain immaterial diff s to those
reported in the Company’s filed Annual Statements due to rounding differe




Housing and Redevelopment Insurance Exchange

-14-

Comparative Statement of Assets, Liabilities, Surplus and Other Funds
As of December 31,

Bonds

Common stocks

Real estate

Cash, cash equivalents, and short term investments
Subtotals, cash and invested assets

Investment income due and accrued

Premiums and agents’ balances due

Amounts recoverable from reinsurers

Aggregate write-ns for other than invested assets
Total

Losses
Loss adjustment expenses

Commissions pay able, contingent commissions and other similar charges
Other expenses

Taxes, licenses and fees

Unearned premiums

Advance premium

Amounts withheld or retained by company for account of others

Total liabilities

Gross paid in and contributed surplus

Unassigned funds (surplus)
Sumplus as regards policy holders
Totals

2022 2021 2020 2019 2018
32,110,040 27332209 $§ 20,297,202 $§  32940,099 33,101,130
3,980,181 4,004,826 3,513,527 3,406,561 2,880,592
0 79 1,937 4,890 9,158
6,224,050 11,702,436 18,107,615 3,852,028 3,260,183
42,314,271 43,129,550 41,920,281
290,632 173,320 140,148
3,487,423 3,315,419 3,903,647
491,552 250,267 172,074
484,272 272,926 258,567
47,068,150 47,141,491 § 46394717 §
19,368,342 19154714 § 18105784 § 15,748,197
4,348,173 4,414,139 4,368,608 3,983,348
24,104 27,736 46,891 106,013
170,695 155,670 122,990 161,120 128,645
298,276 193,882 142,794 59,496 180,092
7,160,240 6,876,533 7,228, 41,915 6,933,765
0 291 0 396
784,508 647,707 630,574 716,701
32,154,338 31,470,672 30,592,647 27,797,157
2,831,478 2,831,478 2,831,478
12,082,334 11,183,041 12,576,469
14,014,519 15,407,947
$ 44607166 43,205,104
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Comparative Statement of Income
For the Year Ended December 31,

Underwriting Income 2022 2021 2020 2019 2018

Premiums earned $ 23695436 § 23717775 S 24296995 § 23963145 _§ 23,666,880
Deductions:

Losses incurred 11,551,094 12,660,332 12,135,260 13,086,665 12,612,139

Loss expenses incumed 3,621,827 3,717,794 2,622,067 6,760,729

Other underwriting expenses incurred 9,021,342 8,265,298 8,383,117 7,064,793

Aggregate write-ins for underwriting deductions 195,790 56,630 117,375 (115,140)
Total underwriting deductions 24,390,053 24,700,054 23,257,819 26,797,047
Net underwriting gain or (loss) (694.617) (982,279) 1,039,176 (

Investment Income
Net investment income eamed 884,989 523,086 600,863 899,118
Net realized capital gains or (losses) 189,906 662,128 6,806 A 14,490
Net investment gain or (loss) 1,074,895 1,185,214 607,669 10,356 913,608
Other Income

Aggregate write-ins for miscellaneous income 3 4,612 0 (9,659)
Total other income 3 4,612 0 (9.659)
Net income before dividends to policyholders and

before federal and foreign income taxes 380,281 207,546 (1,923,546) (924,984)
Net income $ 380,281 § 207,546 $ (1,923546) § (924,984)
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Comparative Statement of Capital and Surplus
For the Year Ended December 31,

2022 2021 2020 2019 2018
Surplus as regards policy holders,

December 31, previous year $§ 15670819 § 15721075 § 14015517 § 15407947 § 16,468,873
Net income 380,281 207,546 1,648,252 (1,923,546) (924,984)
Net unrealized capital gains or (losses) (1,104,688) (265,249) 110,646 511,437
Change in nonadmitted assets (32,600) 7,447 (53,340) 19,679

Change in surplus as regards policy holder for the year (757,007) (50,256) 1,705,558 (1,392,430)
plus as regards policy
December 31, current y ear $ 14913812 § 15670819 § 15721075 & 14,015517
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Comparative Statement of Cash Flow
For the Year Ended December 31,

2022 2021 2020 2019 2018
Cash from Operations

Premiums collected net of reinsurance $ 23,752,927 S 23,981,865 S 24,005,446 $ 23,945,159 $ 24,490,369
Net investment income 769,959 496,712 679,245 857,695 907,720
Miscellaneous income 3 4612 1,406 (1,024)

Total income 24,522,889 24,483,189 24,686,097 24,801,830

Benefit and loss related pay ments 11,578,751 11,689,596 11,251,838 11,563,286

Commissions, expenses paid and aggregate write-ins for deductions 12,759,619 11,967,582 11,825,838 12,717,196

Total deductions 24,338.370 23657178 23.077.676 24,280.482

Net cash from operations 184,519 826,011 1,608,421

Cash from Investments
Proceeds from investments sold, matured or repaid

Bonds 6,492,585 5,056,994 15,000,846 13,14
Stocks 625,897 2,283,919 0 0 0
Net gain or (loss) on cash and short-term investments 0 0 0 0 1,483
Miscellaneous proceeds 0 0 4231 0
Total investment proceeds 7.118.482 7.345.913 13.147.373 2024.863
Cost of investments acquired (long-term only )
Bonds 11,380,876 12,054,806 12,991,420 984,630
Stocks 1,317,768 2,496,836 0 0
Real estate 0 4,267 1,040
Miscellaneous applications 0 (35) 0
Total investments acquired 12,698,644 2,351,559 12,995,652 985,670
Net cash frominvestments (5,580,162) 12,649,287 151,721 1,039,193
Cash from Fi ing and Miscell Services
Other cash provided (applied):
Other cash provided or (applied) (2,121) (81,224) 199,830
Net cash fomfinancing and miscellaneous sources (2.121) (81.224) 199.830
Reconciliation of cash and short-term investments:
Net change in cash and short-term investments 4 (6,405,179) 14,255,587 591,845 855,303
Cash and short-term investments:
Beginning of the year 1 18,107,615 3,852,028 3,260,183 2,404,880
End of the year 4050 § 11702436 § 18107615 _§ 3852028 _§ 3,260,183

9,
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SUMMARY OF EXAMINATION CHANGES

There were no examination changes to the preceding financial statements as filed with
regulatory authorities over the review period.

NOTES TO FINANCIAL STATEMENTS

ASSETS
INVESTMENTS @

As of December 31, 2022, the Company’s invested assets were distributed as follows:

Percentage
Bonds 75.9 %
Common stocks 9.4 %
Cash 1.2 %
Cash equivalents 4.3 %
Short-term investments ) 9.2 %
42,314,271 100.0 %

Totals -

The Company’s bond, cash equivalent ho -term investments portfolio had the
following quality and maturity profiles: %

NAIC Designation Amount Percentage
1 - highest quality ® @ $ 34,178,634 90.3 %
2 - high quality 2,448,691 6.5 %
3 - medium quality @ 937,975 25%
4 - low quality 265,850 0.7 %
Totals @ $ 37,831,150 100.0 %

Years to Maturity & Amount Percentage
1 year or less @ $ 13,668,578 36.1 %
2 to 5 years 8,972,301 23.7 %
6 to 10 ye 6,525,189 17.2 %
7,984,710 212 %
680,373 1.8 %

$ 37,831,150 100.0 %

11to 20 ye
no matur'&

Total

; he Company has a written investment policy as required by 40 P.S. § 653b(b). The
investment policy is reviewed and approved on an annual basis by the Board. The Company
was following its investment policy as of December 31, 2022.
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LIABILITIES

LOSS AND LOSS ADJUSTMENT EXPENSE RESERVES

The Company reported reserves in the amount of $19,368,342 for losses and $4,348,173
for loss adjustment expenses (“LAE”) on the December 31, 2022 Annual Statement.

J. Edward Costner, ACAS, MAAA of Casualty Actuarial Consultants, Inc. (“C
the appointed actuary (“AA”) for year-end 2022. For years-end 2018 through 2021,
LePere, ACAS, MAAA, also of CAC, was the Company’s AA.

For each year in the examination period, the AA provided a Statement of A¢taarial
Opinion (“Opinion”) stating that the Company’s loss and LAE reserve amo ade a
reasonable provision for all unpaid loss and LAE obligations of the Co er the terms of

its policies and agreements.

In order for the examination team to gain adequate comfo %tb the Company’s
loss and LAE reserve estimates, the Department engaged the agtuarial services of Madison
Consulting Group, Inc. (“Madison”) as well as the assistan Department’s internal

e Company’s reserving and

pricing processes.
Madison assisted the Department with Phase§ testing procedures that included an

net of reinsurance and gross of reinsurance
ate as well as a range of reasonable low and

Based upon the examinatiofypriocedue
Company’s carried reserves as of B &‘n» 31, 2022, were reasonable as the Company’s carried
reserves fell within the range ofreasonable estimates established by both the Company’s AA and

nynanagement’s best estimate, and the Company could not

Based on the procedures performed and the results obtained, the examination team
obtained sufficient documentation to support the conclusion that the Company’s carried loss and
LAE reserve amounts are reasonably stated as of December 31, 2022.
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SUBSEQUENT EVENTS

The following significant events transpired since December 31, 2022, through the date of
the examination report:

The Company amended its 2023 Annual Statement to correct errors in estimates on the
Accrued Interest reported. The error over-inflated the interest due and accrued on the assetsgage
by $480,605. Surplus reported as of December 31, 2023, was reduced by the same am

Effective January 1, 2023, the Board added a non-voting auxiliary board as a
platform for potential incoming board members.

RECOMMENDATIONS %
PRIOR EXAMINATION 2

The prior examination report contained the following r dations:

1. It was recommended that the Company ope ordance with its by-laws,
which require seven Board Members.

The Company complied with this re ation.

Audit Committee members, a MU 1) The Board shall ensure the committee’s
membership meets the requifements’of 40 P.S. § 991.1405(c)(4). In addition, it is

addition, it is recommended that the Nominating Committee operate in
®& accordance with the Company’s by-laws and Nominating Committee Charter,

including preparing minutes and submitting minutes to the Board for approval,
and performing the functions required pursuant to 40 P.S. § 991.1405(c)(4.1).

The Company did not comply with this recommendation. This recommendation
is repeated below (see “Current Examination,” page 22, Item 3).

4. It was recommended that the Company file future changes to its articles of
agreement with the Department in compliance with the Department’s Financial
Filing Requirements.
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There were no changes to the articles of agreement during the examination
period. As such, the examination team was unable to verify compliance with
this recommendation.

5. It was recommended that the Company file changes to its by-laws with the
Department in compliance with the Department’s Financial Filing Requirements.
The Company did not comply with this recommendation. This recom
is repeated below (see “Current Examination,” page 22, Item 4).

@vhen

6. It was recommended that the Company execute amendments to
the terms of the written agreements change.

The Company did not comply with this recommendation. This«xecommendation
is repeated below (see “Current Examination,” page 22, 5)

7. It was recommended that the Company provide the Deparit
explaining how the Reinsurance Consulting Contr
Company and its subscribers as required by 40 E
25.

with support
and reasonable to the

8. It was recommended that the C
pursuant to the terms of its wri
that the Company review eaeh"Bmployee Agreement in force and amend the
agreements immediately té o the agreements into compliance with SSAP No.

2, Paragraph 7 and 3} de § 25.21(d)(2).

9. It was recomin ‘@.
fransactions subject to prior notice pursuant to 40 P.S. §

\a mplies with the requirements of SSAP No. 25 and 31 Pa. Code § 25.21 for cost
and expense sharing arrangements between the Company and Excalibur.

& The Company complied with this recommendation.

11. It was recommended that the Company’s investment policy be updated annually
and authorized by the Board. In addition, it is recommended that the Board or a

committee thereof approve investment transactions at least quarterly, in
compliance with 40 P.S. § 653b(a)-(b).

The Company complied with this recommendation.
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12. It was recommended that in the future the Company record its best estimate of

loss and LAE reserves and maintain documentation to support how management
determined the estimate to be its best estimate as set forth in SSAP No. 55,
Paragraphs 10-15. This documentation should be maintained by the Company and
made available to the Department upon request.

The Company did not comply with this recommendation. This recommen n
is repeated below (see “Current Examination,” page 23, Item 8). K

CURRENT EXAMINATION
As a result of the current examination, the following recommendationsyare bemg made:

. Itis recommended that the Audit Co @

(Form B) (see “Attorney-In-Fact,” page 3)

pany’s Audit Committee Charter (see

Nominating Committee meémbers,/annually. The Board shall ensure the
committee’s membs D, he requirements of 40 P.S. § 991.1405(c)(4.1)

n compliance with the Department’s Financial Filing

Requirem ‘By-Laws,” page 6).
Itisre ded the Company file for the Department's no objection to this
tran amendment to AIF Agreement) that was subject to prior notice in

e with 40 P.S. § 991.1405(a)(2) and 31 Pa. Code § 25.21 (see “Service
erating Agreements,” page 7).

recommended the Company file for the Department's no objection to this
ransaction (amendment to Reinsurance Consulting Contract) that was subject
to prior notice in compliance with 40 P.S. § 991.1405(a)(2) and 31 Pa. Code §
25.21 (see “Service and Operating Agreements,” page 7).

. Itis recommended that the Company provide to the Department its support that

clearly demonstrates how the terms of the Reinsurance Consulting Agreement
between the Company and Excalibur are fair and reasonable and how fees for
services complies with SSAP No. 25, Paragraph 20. If appropriate support is
not provided, it is recommended that the Company terminate the contract (see
“Service and Operating Agreements,” page 7).
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8. Itis recommended the Company file for the Department's no objection to this
transaction (Cost Sharing/Reimbursement Agreement) that was subject to prior
notice in compliance with 40 P.S. § 991.1405(a)(2) and 31 Pa. Code § 25.21
(see “Service and Operating Agreements,” page 8).

9. Itis recommended the Company disclose all affiliated transactions in
compliance with 40 P.S. § 991.1404(b)(3) (see “Service and Operating

Agreements,” page 8).

10. Itis recommended that the Company record its AA’s point esti
loss and LAE reserves in future financial statements to comply
requirements and guidance set forth in SSAP No. 55, Paragraph
includes following the concept of conservatism when devel

statutory reporting (see “Loss and Loss Adjustment Exp

19).

CONCLUSION

o?

i

15. This
estimates for
rves,” page

Amount Percentage
Admitted assets \ $ 47,068,150 100.0 %
Liabilities @ 32,154,338 68.3 %
Surplus as regards policyholders @ 14,913,812 31.7 %
Total liabilities and surplus @ $ 47,068,150 100.0 %
Since the previous exan made as of December 31, 2017, the Company’s assets
increased by $3,004,878, it s increased by $4,559,939, and its surplus decreased by
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This examination was conducted by actuarial staff of Casualty Actuarial Consultants, Inc.

and by Department staff of David Smith, CISA, CPDSE, AES, CDPP, CFE, Kevin Clark, Jessica
Fulton, CFE and Ryan Monahan, CFE with the latter in charge.

Respectfully submitted,

Shannon HopKins
Shannon Hopkins (Jun 4, 2024 11:00 EDT) Q

Shannon Hopkins, CFE
Acting Director

Bureau of Financial Exgtions

Stepharue
Stephahie Ohnmacht

n Monahan, CFE
iner-in-Charge

>

y state government. However the CFE designation is the only designation recognized by the NAIC

The CFE designation has been conferred by an organization not affiliated wi



