INSOLVENCY REPORT

COMMERCIAL INSURANCE ALLIANCE, A
RECIPROCAL INSURANCE COMPANY.

June 26, 2015

Prepared by
Jamila G. Gooden, Senior Attorney
Florida Department of Financial Services, Division of Rehabilitation and Liquidation



Name of Receivership | Commercial Insurance Alliance, a Reciprocal Insurance Company
Receivership Number | 529

Date of Conservation N/A

Date of Rehabilitation | N/A

Date of Liquidation January 26, 2011

Scope: Pursuant to section 631.398(3), Florida Statutes, the Division is required to prepare a summary report
"containing such information as is in its possession relating to the history and causes of such insolvency,
including a statement of the business practices of such insurer which led to such insolvency.” Such a report is
called an Insolvency Report and must be prepared prior to the discharge of a domestic insurer’s estate.

The authority under which the insolvency report is written is section 631.398, Florida Statutes which states
as follows:

Title XXXVII  Chapter 631 View Entire Chapter
INSURANCE INSURER INSOLVENCY: GUARANTY OF
PAYMENT

631.398 Prevention of insolvencies.—To aid in the detection and prevention of insurer
insolvencies or impairments:

(1) Any member insurer; agent, employee, or member of the board of directors; or
representative of any insurance guaranty association may make reports and recommendations
to the department or office upon any matter germane to the solvency, liquidation, rehabilitation,
or conservation of any member insurer or germane to the solvency of any company seeking to
do an insurance business in this state. Such reports and recommendations are confidential and
exempt from the provisions of s. 119.07(1) until the termination of a delinquency proceeding.

(2) The office shall:

(@) Report to the board of directors of the appropriate insurance guaranty association when
it has reasonable cause to believe from any examination, whether completed or in process, of
any member insurer that such insurer may be an impaired or insolvent insurer.

(b) Seek the advice and recommendations of the board of directors of the appropriate
insurance guaranty association concerning any matter affecting the duties and responsibilities
of the office in relation to the financial condition of member companies and companies seeking
admission to transact insurance business in this state.

(3) The department shall, no later than the conclusion of any domestic insurer insolvency
proceeding, prepare a summary report containing such information as is in its possession
relating to the history and causes of such insolvency, including a statement of the business
practices of such insurer which led to such insolvency.

History.—ss. 28, 39, ch. 83-38; ss. 187, 188, ch. 91-108; s. 4, ch. 91-429; ss. 2, 6, ch. 93-
118; s. 385, ch. 96-406; s. 1351, ch. 2003-261.
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BUSINESS

Commercial Insurance Alliance (“CIA”) was licensed on May 4, 2006, by the Florida Office of Insurance
Regulation (“OIR™) as a reciprocal insurer pursuant to chapter 629, Florida Statutes.! CIA was an
assessable, unincorporated aggregation of subscribers operating individually and collectively through an
attorney-in-fact to provide insurance policies to its subscribers. CIA provided commercial multi-peril
liability, commercial auto liability, and surety policies.

OWNERSHIP, AFFILIATES, MANAGEMENT

Briarwood Management LLC (“Briarwood”), a special purpose Florida limited liability company, served as
CIAs attorney-in-fact (“AlF) and operated as the management company of CIA.? Briarwood was owned by
Larry Haynes and Mark Witham,® who were both members of the CIA’s Subscribers’ Advisory Committee
(“SAC”) as of December 31, 2007, and who served as the President and Secretary of CIA, respectively.*

During 2006, Briarwood contributed $1.5 million to CIA in exchange for a surplus note,® and Briarwood
subsequently assigned rights in the surplus note to Cornerstone Group Florida, LLC (“Cornerstone”).’
Cornerstone is a Florida domiciled limited liability company. Mark Witham, the majority owner of
Briarwood and the Secretary of CIA, served as the president of Cornerstone.’
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Briarwood Management, LLC (AlF): Subscribers’ Advisory Committee:

Larry Eugene Haynes, President & Director Edward W. Buttner, IV, Chairman
Mark Brewster Witham, Secretary & Director Larry Eugene Haynes
Bradley Erik Taman, CFO Mark Brewster Witham
William E. Duff
Commercial Insurance Alliance Frank H. Furman, Jr.
Larry Eugene Haynes, President Dane Griffin
Mark Brewster Witham, Secretary Thomas A. Hazel
Michael Webb Whatley, Vice President Theodore Richard Ostrander

Bradley Erik Taman, Treasurer

Under the AIF agreement, CIA paid Briarwood a management fee of 15% of written premium on the liability
and property business and 20% on the surety business. During 2009, 2008, and 2007, CIA incurred $283,159,
$360,043, and $203,344, respectively for services under the AIF agreement.

CIA entered into an agreement with Compass Solutions Group, LLC. (“CSG”) to perform accounting services.
During 2009, 2008, and 2007, CIA incurred $117,952, $30,000, and $47,000, respectively, for these services.
CSG, CIA, the SAC, and Briarwood shared certain officers and directors, namely Bradley Taman and Edward
Buttner.

BACKGROUND/EVENTS OF IMPACT

On May 4, 2006, pursuant to the Consent Order issued in Case No. 85640-06-CO, OIR approved an
application submitted by CIA to obtain a Certificate of Authority (“COA”) to transact insurance business
in the State of Florida.® Pursuant to the Consent Order, CIA was required, inter alia, to fully describe to
OIR all transactions, agreements, and understandings regarding the formation and operation of CIA; to
submit all future administrative service contracts, management contracts and contracts between CIA and
any affiliated or related entities to OIR for approval prior to the execution and/or consummation of said
contracts; and to maintain sufficient and adequate controls and supervision over its external contractors.

According to the findings of an examination conducted by OIR, in 2005, 2006, and 2007, CIA entered
into agreements or arrangements with Mark Witham and/or Witham & Associates, Isabella Holdings,
and Maple Technologies LLC (herein after collectively referred to as "Third Parties") that were not
approved by OIR or CIA's SAC.® The examination also found that as a matter of course CIA paid fees
and expenses to the Third Parties without requiring the Third Parties to submit invoices or receipts
identifying the services provided to CIA in return for those payments. Additionally, the examination
found that Mark Witham added a certain individual as a signatory to CIA's operating account, without
approval of CIA's SAC or the President of CIA. Mark Witham and the individual, Mr. Joe Cappuccio,
subsequently withdrew $40,000 from CIA's operating account and paid said funds to Isabella Holdings
without prior approval from CIA's SAC or the President of CIA.

According to OIR, between 2006 and 2009, CIA paid $469,881 in fees and expenses under affiliated
agreements which had not been submitted for prior approval by OIR. These expenses were extremely
high in relation to CIA’s premium income and claims activity. In addition to paying monthly fees to its
consultants and other affiliates, CIA also made substantial payments for the travel and entertainment
expenses of the consultants. In response to questions raised by OIR’s examination team, Briarwood
provided explanations for these expenses which indicated that payment of the majority of the questioned



expenses were the ultimate responsibility of Briarwood and were not to be paid out of policyholder
funds.

The funds paid to consultants under affiliated agreements were subsequently returned to CIA at the
request of OIR. Although CIA made representations to the contrary, the returned funds were obtained
from Genesis 7 Capital Management, LLC ("Genesis") in exchange for a secured promissory note issued
to Genesis. The satisfaction of the note was secured by the total diluted issued and outstanding
membership in Briarwood. The secured promissory note, which contemplates the membership interest
in Briarwood, contained provisions which would have required OIR to approve Genesis prior to CIA
entering into certain transactions with Genesis. Such prior approval was not sought.

On August 19, 2009, OIR issued an Order suspending CIA’s certificate of authority (“Suspension Order”)'°
to write new or renewal business for thirty days based on OIR’s determination that CIA willfully violated the
conditions of the Consent Order; that CIA was retaining risks in amounts exceeding 10% of its surplus to
policyholders in violation of section 624.609, Florida Statutes; and that without the inclusion of the funds from
GENESIS, CIA would be in an impaired state, with only $182,687 in surplus as of June 30, 2009.1! The
Suspension Order specified that CIA’s COA would be reinstated at the end of thirty days unless OIR found
that CIA was still in violation of the Insurance Code. As of September 18, 2009, CIA had not corrected all of
the violations identified in the Suspension Order. Therefore, on September 25, 2009, OIR issued a letter to
CIA notifying it of the expiration of its COA. On February 25, 2010, CIA surrendered its COA to OIR and
entered into run-off mode which lasted until the expiration of CIA’s last in-force policy in October 2010.

On September 2, 2010, CIA filed a Complaint in the Circuit Court of Fourth Judicial Circuit, in and for Duval
County, Florida against The Underwriters Group, Inc., Larry J. Wright, and First Mountain Bancorp.*? The
circumstances underpinning the Complaint are related to a Letter Agreement entered in 2006 between CIA
and The Underwriters Group (“TUG”), under which CIA granted TUG exclusive underwriting and
collateralization rights for all bonds issued by CIA within the State of Florida.'® TUG agreed to arrange the
issuance of an Irrevocable Trust Receipt (“ITR”) from First Mountain Bancorp in an amount necessary to
secure the performance of each bond. In the Complaint, CIA alleged that First Mountain Bancorp refused to
release funds that were legally due and payable to CIA which were owed under various ITRs and that as a
result, CIA suffered from frozen bank accounts and had judgments entered against it. The action was dismissed
on April 17, 2013, for lack of prosecution.

On November 29, 2010, CIA informed OIR that there were approximately $141,418.95 in loss and loss
adjustment expenses due by December 22, 2010, that CIA would not be able to pay. Additionally, OIR
received multiple reports indicating that CIA was not capable of paying its debts as they became due in the
ordinary course of business. Based on the foregoing, OIR determined that CIA (1) was or was about to become
insolvent; (2) had been the victim of embezzlement, wrongful sequestration, conversion, diversion, or
encumbering of its assets, which if established, would threaten CIA’s solvency; and (3) was in such a condition
or was using or had been subject to such methods or practices in the conduct of its business, as to render its
further transaction of insurance presently or prospectively hazardous to its policyholders, creditors,
stockholders, or the public.

On January 19, 2011, OIR sent a referral to the Florida Department of Financial Services indicating that one
or more grounds existed for the initiation of delinquency proceedings against CIA.1* On January 26, 2011,
CIA consented to and this Court entered an Order appointing the Florida Department of Financial Services as
Receiver of CIA for purposes of liquidation, injunction, and notice of automatic stay (“Liquidation Order”).®
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FINANCIAL ANALYSIS AND UNDERWRITING RESULTS

Selected financial data from CIA’s Annual Statements for years ended 2007, 2008, 2009; CIA’s Quarterly
Statements as of June 30, 2009, and June 2010; and the Audited Financial Statements for years ended 2007,
2008, and 2009 are presented below.

Assets 30-Jun-10 2009 30-Jun-09 2008

Cash 769,649 1,294,385 1,393,469 967,185
Other Receivables 78,195 194,896 691,234 550,084
Total assets $ 847,844 $ 1,489,281 $ 2,084,703 $ 1,517,269
Liabilities 30-Jun-10 2009 30-Jun-09 2008
Reserves for Loss and LAE 536,413 509,485 461,600 365,556
Unearned Premiums 30,642 234,382 444,936 423,850
Ceded Premiums Payable 20,122 170,512 259,834 75,790
Other Expenses Payable 10,345 35,314 58,646 87,857
Taxes, licenses, and fees

payable 980 12,240 13,606 11,712
Commission Payable - 17,276 70,512 43,007

Due to Affiliate - 58,911 123,000 69,197
Total liabilities $ 598,502 $ 1,038,120 $ 1,432,134 $ 1,076,969
Capital and Surplus (Deficit) 30-Jun-10 2009 30-Jun-09 2008
Surplus Note 1,500,000 1,500,000 1,500,000 1,500,000
Paid-in and contributed

surplus 565,052 563,734 501,568 379,322
Unassigned deficit (1,815,709) (1,612,573) (1,348,999) (1,439,022)
Total capital and surplus

(deficit) $ 249,343 $ 451,161 $ 652,569 $ 440,300
Total Liabilities and Capital

and Surplus $847,845 $1,489,281 $2,084,703 $1,517,269
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Operating Results

Premiums Underwriting Net Underwriting Net Income

Earned Deductions Gain (Loss) (Loss)
2006 14,580 430,473 (415,893) (467,032)
2007 396,382 977,147 (580,765) (529,455)
2008 881,321 1,167,391 (286,070) (257,172)
2009 856,732 1,491,222 (634,490) (584,693)
June 30, 2010 140,209 216,708 (76,499) (72,301)

Ratio Analysis

Net Losses Incurred $ 164,669 $ 253,914 56,451 $ 19,700
LAE $ 175,543 $ 47,627 $ 30,127 $ 11,136
Net Premiums Earned $ 856,732 $ 881,321 $ 396,382 $ 14,580
Loss Ratio 39.71% 34.21% 21.84% 211.50%
Other UW Expenses $ 1,151,010.00 $ 865,850.00 $ 890,569.00 $ 399,637
Net Premiums Written $ 667,264.00 $ 1,037,337.00 $ 661,366.00 $ 17,431
Expense Ratio 172.50% 83.47% 134.66% 2292.68%
Combined Ratio 212.21% 117.68% 156.50% 2504.17%

The Loss Ratio ((Net Losses Incurred + LAE)/Net Premiums Earned) measures an insurer’s loss
experience, while the Expense Ratio ((Other Underwriting Expenses Incurred + Aggregate Write-Ins
for U/W Deductions)/Net Premiums Written) measures operating efficiency. The Expense Ratio
represents the percentage of an insurer’s net premiums written that went toward underwriting expenses
such as commissions to agents and brokers, taxes, salaries, employee benefits, and other operating costs.
According to the National Association of Insurance Commissioners (“NAIC”) Property/Casualty & Title
Insurance Industry Report, the Loss Ratio for the industry rose from approximately 65% in 2006 to
approximately 72% in 2009, while the Expense Ratio rose from approximately 26% to approximately
28% 1n 2009. CIA’s results are extremely far from the averages for the years it wrote policies.

The ultimate measure of an insurer’s overall underwriting profitability is illustrated by the Combined
Ratio (Loss Ratio + Dividend Ratio + Expense Ratio). The Combined Ratio reflects both the cost of
protection and the cost of generating and maintaining an insurer’s business. A Combined Ratio under
100% reflects profitable underwriting results; a Combined Ratio above 100% reflects unprofitable
underwriting results. A high Combined Ratio is normally associated with poor operating performance.
CIA’s Combined Ratio was consistently well over 100% for every year that it wrote policies. According
to the NAIC’s Property/Casualty & Title Insurance Industry Report, the average Combined Ratio for the
industry fluctuated between 93% and 105% between 2006 and 2009. This range is well below the results
experienced by CIA for the same time period.

REINSURANCE:

For its property risks, the CIA had three separate reinsurance agreements placed with various reinsurers and
Lloyds of London syndicates. The first agreement is an 80% quota share treaty that contains a variable ceding
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commission based on ceded losses and provides protection on losses up to $1,000,000 of total insured value
per location. The second agreement, per risk excess of loss reinsurance provides $2,000,000 excess of
$1,000,000 of total insured value per location. This contract has a fixed ceding commission. The third
agreement provides property catastrophe protection at 175% of gross net written premium income, but
not more than $3,000,000, in excess of $1,250,000 per occurrence.

For its auto liability and general liability risks, CIA had excess of loss reinsurance with various
reinsurers at Lloyds that provided coverage for $900,000 in excess of the first $100,000 per
occurrence. The reinsurance premium under the agreement is based on a provisional rate adjusted
based on actual ceded losses incurred.

The Receiver ultimately collected $50,861.57 on outstanding reinsurance claims.

CONCLUSION:

Based on a review of CIA’s history and business practices the causes of the CIA’s insolvency appear to stem
from mismanagement that resulted in operating losses, underwriting expenses which were highly
disproportionate to the amount of business written, self-dealing on the part of management, and fraud
perpetrated against CIA by outside entities.

REFERENCES:

1 Certificate of Authority, issued on May 4, 2006.

2 Attorney-in-Fact Agreement by and between CIA and Briarwood, effective May 3, 2006.

3 Management Information Form for Briarwood

4 OIR’s Report on Examination of Commercial Insurance Alliance, a Reciprocal Insurance Company, as of December 31, 2007
5 Subordinated Surplus Debenture by and between CIA and Briarword, executed on May 3, 2006

6 Assignment of Subordinated Surplus Debenture, May 1, 2006

" Management Information Form for Cornerstone

8 Consent Order, Case No. 85640-06-CO, entered on May 4, 2006

9 OIR’s Report on Examination of Commercial Insurance Alliance, a Reciprocal Insurance Company, as of December 31, 2007

10 Order, Case No. 105772-09, entered on August 19, 2009

11 Affidavit of Stephen J. Szypula

12 Complaint

13 | etter Agreement between CIA and TUG

14 Letter from OIR to DFS (“Referral”) dated January 19, 2011

15 Order Appointing the Florida Department of Financial Services as Receiver for Purposes of Liquidation, Injunction, and Notice of
Automatic Stay
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FINANCIAL SERVICES
COMMISSION

JEB BUSH
GOVERNOR

OFFICE OF INSURANCE REGULATION T OFFICER

CHARLIE CRIST
ATTORNEY GENERAL

EEVIN M. MCCARTY CHARLES BRONSON
COMMISSIONER COMMISSIONER OF

AGRICULTURE

May 4, 2006

Mr. Edward W. Buttner IV, Chairman
Subscribers’ Advisory Committee

Commercial Insurance Alliance, a Reciprocal Insurance Company
7800 Belfort Parkway, Suite 165
Jacksonville, Florida 32256

Re:  Application for Certificate of Authority
Commercial Insurance Alliance, a Reciprocal Insurance Company

Dear Mr, Buttner:

Enclosed is Commercial Insurance Alliance, a Reciprocal Insurance Company’s Certificate of
Authority issued by the Florida Office of Insurance Regulation (“Office”) to transact insurance.
This approval is granted contingent upon the conditions set forth in the attached Consent Order.

A summary of the Office’s required filings for new insurers authorized to do business in Florida
may be obtained from our website at www.floir.com.

Our Office staff will continue to be available to offer any assistance to you and your company.
If you have any questions, you may call the Property & Casualty Financial Oversight Unit at
850/413-3148. '

Sincerely,

o

Kevin M. McCarty

Enclosures

GWEN D. CHICK * ADMISSIONS OOORDINATOR * OFFICE OF INSURANCE REGULATION
200 EAST GATNES STREET * TALLAHASSEE, FLORIDA 32399-0332 » (850) 4£3-2570 - Fax (850} 922-2229
WEBSITE: waW. FLOIR . COM * GWEN.CHICK@FLDPS.COM

Affirmative Action / Equal Opportunity Employer
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OFFICE OF INSURANCE REGULATION

KBVIN M. MCCARTY"
COMMISSIONER

IN THE MATTER OF: CASBENO.: B5640-06-CO

THIS CAUSE came on for consideration upon the filing with the OFFICE OF
INSURANCE REGULATION (hirelnafler referred to a5 “OFFICE") by
COMMERCIAL INSURANCE ALLIANCE, A RECIPROCAL INSURANCE
COMPANY (herchafier referred to as "APPLICANT"), of an application for the
fssuance of a Certificate of Authority to APPLICANT o3 en suthorized domestic
mmmwm.mmmmwéo.mmmm
Commercial Multi Peril (3050), Inland Marioe (0099), Commercial Auto Lishility
ml%WMwWW(&lnm&nw(mmhmhm
sate. Following o complets rsvies of the entire record, and upon oenskieration tereof,

mdbdngoﬁuwheﬁaﬂyadvbedhhpmlm.ﬂwommhmbyﬁnds,mmm

1 Thaommwﬂiedonmthembjmmmdofmawﬂes
herein.




2 muéANermﬂnmpomduwepﬁomofmb@mmwhowﬂ
be opereiing individunlly end collectively firough an attornoy in fact W provide |
Commercial Multi Peril, Inland Marine, Commercial Auto No Fauli, Commercial Auto
Lisbility, Commeroial Auto Physical Dantege, and Surety insarance among themseives,
APPLICANTs sttorncy in fact, BRIARWOOD MANAGEMENT LLC (horeinafter
referred to a3 “AYF), is & Florida imited Esbility company which s owned twenty
percent (20%) by Lerry Bugene Haynes and cighty percent (80%) by The Comerstone
Group Florida LLC (hereinafter refirred to as “Comnerstone”), o Florida timited Habitity
compeny which ip tum, is ownsd cne lumdred peroent (100%) by W, C. Holdings, LLC,
a Florids limited lisbility company, which is owned one hundred percent (100%) by
Mk B, Withan, on ndividual oo Is elso an officer and director of ATF,

3. APPLYCANT Ins reprossoted and disclosed in its application for 8
certificate of anthority (hereinaRer referred to a3 “Application™ the members of the
Mwmﬂmmwmmmmmmdmmh
mmmmmm'wpmwmm'mm
Commitice, end the Attosy In Fact Agreement (hereinafier refarred to s “AIP
Agreement”) pursuant to Sections 629,081 and 629.201, Flotida Statutes.

4, APPLICANT bas represented and disclosed in the Application the names
end addresses of the original tweuty-five (25) subscribers required for the purposs of

mﬁngappxmfwaCuﬁﬁmadAmhodtwaMmcmmmtosm
629.031, Florida Statutes,

5. Pxceptes disclosed in tho Applisation, APPLICANT and AIF have made
materie] representations thet none of AT officers and’ directors, and none of the




o ——— 4

Fm——

cfficers and/or membors of AFPLICANTs advisory committes, have been found guilty
of, or have pleaded guilty or nolo contendere to, & felony or & misdemeancr other than a
. minor tesffic vicletion, without regard to whether a judgment of conviction was entered

by the count.

6 APPLICANT and AIF have further represented that they havs subnitied
to the OFFICR complete ifbmation on each of the above-refbrenced individuals and
thet {f material infoemation bas not been provided to the OFFICE, any such individal(s)
shall be cemoved within thirty (30) days of ressipt of notificetion from the OFFICE.

7. APPLICANT end AI¥ ngrec that upon receipt of such notification from
the OFFICE, pursuant to peragraph aix (6) sbove, if APPLICANT or AIF does not
timely take the roquired comective astion, such fhitwre tp act would constitute an
mmediate danger to fie public and tho OFFICE may immediately suspend of revoks o
Certificets of Authority of APPLICANT withow further procecdings, pursuant to
Sections 120.56%(2) (n) and 120.60(6), Florida Statutes.

8  APPLICANT and AN affimn that all explanations, representations, and
documents provided 10 the OFFICE in conection with APPLICANTs application for
mmaim?rm.wmmmmw
thereto, are material to the issusnoe of this Consemt Order and fully desoribe all
transactions, agroements, and understandings reganding the formation snd operstion of
APPLICANT.

9. APPLICANT und AIF bave filed, and the OFFICE has celiod upon the
represcatations in the Plan of Opersticn end supporting documents and subsequem
smendments et AFPLICANT and AIF have submitied with the Application. Prior
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written appwoval mmust be secured from the OFFICE prior to any material dovistion from
sald Plan of Operation,

10.  APPLICANT snd AIF bave represented that APPLICANT will be
mwmmwnwmmmmmmmmm
mmmkmmmummﬁmmmmmmm
m(l%}dﬁen&ﬁb‘swﬂwmﬁmhﬂmﬁmmﬂﬂmmm
nmmmhmﬂem&edfwﬁwdﬂeofﬁehupﬁonofeuhmpnﬂcypﬁod.

APPLICANT and AIF bave represented that the foregoing surplos contribution will bs .

meumlwummmwmum,mmmmum
the benefit and protection of all subseriders. Retum of eaid surplus contribution is
subject to tho cenditions eet forth in the Sabscribers’ Agroement.

iL mmmmmmmmmmmumwwm
ummﬂwwwu&mmmmoominmmmm
Mwmhwwmhmfwummmhmmemmw
be issued by APPLICANT in favor of AIN. APPLICANT and AIF have represented
that subsequently, the sarplus debentre will be mssigned by AIF to Comerstope.
umcmmmwlympmmummmmdmulmpm
dm:m&mmhmﬁnmmmmimpwtb_mmw

stability or peejudico the interost of its subscribersipolicyholders. Notwithstanding the
terms and conditions of the surplus debenture, pursusnt to Saction 629,161, Florida
Statutes, withdrawral or repaymem of sald surpiug debenture skall only bo mada from
APPLICANT's realiznd oxmed surphus In exoess of its minkarum required surplas and
only after the prior written approval of the OFFICE.




12 Final approval and issuance of APPLICANT"s Certificate of Authority
shall be granted in writing by the OFFICE at such tims as the OFFICE is satisfiod that
APPLICANT has complied with oIl provisions of this Consent Order 2nd the OFFICE
hes received the Sollowing documents within ten (10) days of the execution of this
Consent Order, provided, however, the OFFICE is satisfled that the documents meet the
requisite stitiory and rule requirements:

a)  Proof of a seven hundred fifty thowsand U.S, dollar ($750,000)
deposit placed with the Bureas of Collateral Managemen, es required by Section
624,431, Florida Stetutes;

) ' b)  Proofof deposit of one milllon five hundred thonsand U.S. dollars
($1,500,000), including the deposit stated in pamgraph twelve (12) (a) ebove, in
mum:mwmmhﬂﬁalmpimﬁmdingdmmawﬁm
certification from the bank, signed by an officer of the bank, that such depostt, has not
been pledged as coliateral or otherwise encumbered and that no such encumbrance or
agreement to encumber existay

c)  Copyofthe fully executed AIF Agreement; -

d}  Copy of tho fully executed surplus debenture as steted in paragraph
clsven (11) 2bovs;

e)  Copy of the $100,000 stiomey's bond as required by Section
629.121, Flosida Statutes;

£)  Anti-fieud plen that will comply with Section 626.9891, Florida
Statutes;
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g)  Copy of specimen marketing and solicitation materialy, inciuding
MWWMM’WMWW,MW
Bability, and the time Emit for assessments as pez Sections 629.101, 629.211(2) and (3),
and 629.241, Florida Statutes;

h) Copy of executed roinsurence egreemsanls or cover notes that

- represent the reinsurance proposal submitted in the Application;

1) Completed and excouted NAIC Compemy Code Application and
subsoquent NAIC Company Cods exsignment; ‘

})  Tho Pederal Employers Identficstion Number (FEIN);

k)  An Application for License to Conduct Business In the Stato of
Florids (Form DI-911) exocuted by the Chalmem of the subscrlbers' advisory
committos; and '

1) Excouted copes of all other agrosmenss, if eny, relating o the
operetions end mansgement of APPLICANT.

13.  APPLICANT and AIF acknowledgn and agres that, if the OFFICE

determines that the documentation spécifisd in paagraph twelve (12) sbove Is bot

wbmimdumuhd.himmphm,wdmmmduuqmﬁa-m«mh '

requiements, the OFFICE has the right not t0 fssue, for causs, a Certificats of Authority.
4. I the OFFICE issucs the Certificato of Authrity to APPLECANT,
APFLICANT shall firther comply with the following:
)  APPLICANT shall comply with the requirements of Secfion
624424, Florida Statutes, tnchading, but not linstied to, the filing of the anmual strtement,
mlymmmmmmhdemdmwditedﬁmmmm




b)  APPLICANT chall maintain its principal place of business in

Florids and chall make available to the OFFICE complete records of its affhirs.

AFPFLICANT shal} elso maintain its office, records, and essets in Florida purseant to
Secticn 628.271, Florida Stetwtes. The physical form, if any, of the assets shall also be
maintained in Florida, or in compliance with Section 628.511, Florida Statutes. .

6)  APPLACANT chal! meintein sufficlert and edequate imterna
m:;aohﬁdmpuvidmofmymcdnmm(a).wﬁhswﬂushemm
with the insuranoe transactions of APPLICANT, and shafl further asgume responsibility
for the ections of said contractie(s) #s they relate to any performance under the service

_ ngrecments.

d)  APPLICANT shall not pay dividends without the prior written

epproval by the OFFICE. _'
‘ ¢)  APPLICANT and AIF shall not make any mataria) changs to the
AIF Agrecment, Subsribers’ Agreement, and tho, Powers of the Subscribers® Advisory

' Committee, without the prior written epproval of the OFFICE,

£}  APFLICANT shall maintain a deposit of no less than seven
bundred fifty thousand US. doliars ($750,000) witk the Burean of Collateral

Managemeot, pursunmt to Seotinn §24.411, Florids Statutes.

8)  APPLICANT shall not transaot business until APPLICANT's
forms and rates have been approved in writing by the OFFICE.

h) Anymmgmtoiaymmvmhanufﬁﬂamwfuthe

provision of administrative services shall be evidenced by a written contract. Any such |

contract shall comply with the following requirements:




for coase;

{2)  The contract shall contain a provision with respect to the
underwriting or other standards pertaining to the business underwritten by APPLICANT;

(3)  Tho contract shall be retained a3 past of the official records .
of both the affiliste and APPLICANT for the tem of the contract and five () years -

afterward; - .
_ (4)  Payment to the affiliate of any premhmms or charges for
frsurence by or on behalf of the insured shall be doumed to have been received by
APPLICANT, and retum premfums or clsims payments forwardsd by APPLICANT to
the affilinto shatl not be deemed to have been péid to the insured or clatmant until such
peyments are received by the insured or claimant; . '

(5)  The affiliats shall hold all fnds collected o bebalf of ar
hmumuMlemhmlmwmmuCMina
fiduciary capacity in trust socounts;

(6)  The affilists shal) adbere 1o underwriting standards, rales,

procedures and roanuals sstting forth the rates to be charged, and the conditions for the

socepiance ot rejection of risks as determined by APPLICANT:

(M All fres and charges must be specified in the contrect and
Mmhmmbbwkuommmm_mfmwmmw
vervices arc provided by tho effiliste; or, if the affiliste does not perform such gervices for
mmm&uwmumummmnmuwmmm

() APPLICANT must have the right to terminate the contract




(8) AR claims peid by the affilinte’ from funds oollected on
behslf of APPLICANT =il be pald only on drafis of, and as authosized by,
APPLICANT; '

(9)  APPLICANT shall retaln the right of continuing access o .

books and recosds matntained by the affiliste sufficient to permait APPLICANT to fulfill
all of its coutroctun! obligations to insured persons, subject 1o amy restrictions In tho
written agreement between APPLICANT pad tho affiliste on the proprictary rights of the
pertins i soch bosks and recurd; .

(1) The affilats shall provide wiltien notice spgroved by
APPLICANT to insured individuals advising thim of the identity of, and relationship
among, the affiliats, the polioyholdes, md APPLICANT; and

(1) Any policies, centiicates, booklsts, tenmination notices, or
ofher wnitten communioations dativered by APPLICANT to the affliats for delivery to
its polioyholders shall be delivered by the afflints promptly after receipt of instructions
from APPLICANT to deliver them.

i)  Bfiestive Jamuary 1, 2007, APPLICANT shall not excesd
wiiting ratio of gross presuium written to policybolder surphus of 6 to 1, and a net
mmmmmdaswn,mumwﬁh
vatting by the OFFICE,

18, Anmumhmnimwmmmmmmmm

controcts between APPLICANT and eny affilisted or related entities shall bs submitted

to the OFFICE fbr approval prior to ths execution and/or consummation or amendment
of such contysots,




16. APPLICANT and AIF shall teke the mecessaty steps to cffectunts
membership of APPLICANT in the assoclations and/or fimds, as required by the
following statutes, and to comply with the conditions contained jn such eatities® Plan of

- Operstion. Further, APPLICANT agrees to pay any and a!l assesuments levied by such

entities and/or applicable laws, APPLICANT and AYF acknowledge full responsibility
for determining the associations and/or fimds APPLICANT is required to join pursuant
to, but not limited to, Sections 215.555, 627.311(4), 627.351(1), 627.351(d), 627.351(6),

6273515, 627.6488, 631,55, 631,715, and 631.911, Floeida Statuten  APPLICANT
further acimowledges its siatutory obligntions pursuant to, but not limited to, the
eforementioned statutes and APPLICANT and/or AIF will regularly monitor ths verions

exsaciations end/or fimds that APPLICANT is required to joln as determined by ths lines
of business on the Centificats of Authority of APPLICANT. Further, APPLICANT and
AIR ghall, based upon the lines of business on the APPLICANT's Certificate of
Authosity, contimually monitor and comply with staiutery requirements regarding
APPLICANT’s membership in the essociations and funds which are identified herein or
which may be eateblished in the futare.

17.  APPLICANT ehall ssbrnit to the OFFICE, no less than ennually, sl
required filings, purwiast 1o Section 627.0645, Florida Statutes, ad Rule 650-170.007,
Florids Administrative Cods.

18. Executive Ordesr 13224, signed by President Goorge W. Bush on
September 23, 2001, blocks the assets of terrarist and temvrist support arganizetions
ideatified by the Offico of Forelgn Assets Contro! of the Treasury Department. The
B:mﬁveOrdualsowohibiumymsauﬁn;ubyU.B.pmmlmlwdhﬂmW
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assets and interests. Tho Hst of identified torrorists and terrorist support organtzztions s
periodically updated wf the Treasury Department's website, www.feas goviefho
APPLICANT and AIF shall malntein and edhere 1o procedures neosssary to detect and
prevent prohiblted transsctions with individuals and entities which have been identified at
the Office of Foreign Assets Comtrol website of the Treasury Department.

19. H ths OFYICE does not issee APPLICANT s Certificate of Authority
this Comsent Order shall oo longer be valid,

20, APPLICANT and AIF agres that, if a Cortificato of Authority has been
-hwedhmum.hnmtoadhmtoouormofmemmdemﬁﬁom
contalned herein may result fn o revocation of APPLICANT®s Certificato of Autbashty
in this state in eocordance with Sections 120.569(2) (s) and 120.60(6), Ploridn Statutes.

2t. ' APPLICANT ghall report to the OFFICE, Buresu of Property &

Cmm:yrmﬁa!wmyﬁmmnummmwmtmm
estion lawsuit, within fifteen (15) days after the class is certified, and APPLICANT shall
inchode & 0opy of the complalat at tho tme I seports the class aotlon lawsult to the
OFFICE.

2. mommmum;mmmlywmammm
matter, the making of Findings of Fact and Conclusians of Law by the OFFICE, and efl
finther and other proccedings hereln to whish the partiss may b entitled by law o ruls
of the OFFICE. APPLICANT and AIF hereby knowingly and volumtarily walve al)
rights to-challenge or 80 contest this order, in any forum now available to it, inchading the
ﬂﬂnu;myudminlsmﬁvemdmmw&dm)muﬁmwmyw.

23.  Each paty o this ection shal) bear its own costs and foes,
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24, APPLICANT snd AIF further affitm that all representmions and
requirements set forth heren are material to the issuance of this Consent Order,

25.  The parties agroe that this Consent Order shall be deemed 1o be exesuted
when the OFFICE has executed & copy of this Consent Order bearing the signatme of
APPLICANT or its sutharized representative, and AIF o itz authorized representative,
aotwithstending tho fact thet the copy may have been transmitted to the OFFICE
electronically. Further, APPLICANT ad ATF agreo Gt thelr signatures 25 uffixed t
this Consent Order shall bo under the seal of a notery public,

WHEREFORE, the agrosment betwesn COMMERCIAL INSURANCE
ALLIANCE, A RECIPROCAL INSURANCE COMPANY, BRIARWOOD
MANAGEMENT LLC, and the OFFICE, ths terms end cenditions of which are st
forth above, is APFROVED, and the application of COMMERCIAL INSURANCE
ALLIANCE, A RECIPROCAL INSURANCE COMPANY, pursuant to Clapter 629,
Florida States, is APPROVED, and wpon satisfction of all sald terms end conditions
\ts Cetificats of Authoelty wil be fssoed.

FURTHER, al] terms and hﬂﬁnmbaobyORDERED

Poge 120f IS

DONE and ORDERED this 'i day of W
M.
of Insurance Regolation
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By execution hereof, Lamy B, Haynes, as President of BRIARWOOD
MANAGEMENT 1I1.C, attomey in fact, on behalf of ¢hs proposed Mmsurer,
COMMERCIAL INSURANCE ALLIANCE, A RECIPROCAL INSURANCE
COMPANY, consents to entry of this Consent Ovder, agrees without reservation to afl of
the sbove texms and conditions and ghall be bound by all provisions herein. The
r, undersigned represents that he or she has ths anthority to bind COMMERCIAL

INSURANCE ALLIANCE, A BRECIFROCAL lNSURANCE COMPANY, to the
terms and conditions of this Consens Order.

COMMERCIAL INSURANCE ALLIANCE, A
RECIPROCAL msunmcxc;;l?_xg/’

[Corparate Seal] Print Name: _ L8XTY Eugene Haynes

STATBOF FICRIDA

COUNTY OF __ DUVAL

mmmwmmmmfma May 2006

by _laxxy Bugene Haynes a5 Attornay-in-Fact
(Name of Pervon) (Typo of Autborlty — 6.5, officer, trastee, attotricy I fcy)

for Commeredal Insurance Alliasnce, a reciprocal insurance company.

{Comperty Nxzoa)

(Slgnsture of tho Notary)

N. Kietrone Olver

{Print, Type or Stamp Commissioned Name of Notary)

Personelly Known _ X OR Produced Identification
Type of Identification Produced
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By execution hereof, BRIARWOOD MANAGEMENT LIC conseats 1o entry
of this Consent Order, agrees without resarvation to all of the above termy and conditions
snd shall be bound by all provisions herein. The undersigned represents that he or she
has the authosity to bind BRIARWOOD MANAGEMENT LLC to the terms and
oonditions of this Consent Order,

ERIARWODDMANAG;WI‘Z'

Print Name: I8rry Eugene Haynes
Thle: President

. Date: _ May 3, 2006

STATEOF FLORIDA
COUNTY OF __ DOVAL

The foregoing instrument was acknowledge before me this 3tdday of May , 2006

by Larry Bogene Haynes es____President
(Nato of Peesos) (Type of Authority — e.g. officer, rustes, attoroey in fict)

sl o

(Signatare of the Notary)

! Richnene Olives

or Sump Commizssioncd Name of Notery)

Personally Known __ X OR Produoed Identification
Type of lentification Produced
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COPIES FURNISHED TO:

EDWARD W, BUTTNER IV, CHAIRMAN
Subscribers’ Advisory Committes .
Commstcial Insurance Allisnce, 8 Reciprocal Insurancs Comgpesyy
7800 Belfort Parkway, Suite 165
Jackronvillz, Florida 32256

LARRY E. HAYNES, PRESIDENT
Briarwood Management L1.C

7800 Belfort Parkway, Suits 165
Jacksonville, Florida 32256

TIMOTHY W. YOLPE, ESQ.

Volpe, Bajalia, Wickes, Rogerson, Gelloway, & Wachs
Suite 1700, Riverplace Tower

1304 Riverplace Boulevend

Jackeonwville, Florida 32207

Phone: (850) 425-4742

Fax: (850) 425-4758

CARL B. MORSTADT I, ASSISTANT GENERAL COUNSEL

* Offios of Legal Services

200 East Gaines Street

612 Lamson

Telishassee, Florida 32399-0426
Phome: (850) 413-4168

Tallahasses, Florida 32399.0329
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ATTORNEY-IN-FACT AGREEMENT

ATTORNEY-IN-FACT AGREEMENT (this “Agreement”) made effective as of the _3rd
day of “May _, 2006, between Commercial Insurance Alliance, a Reciprocal Insurance
Company (“Insurer”), with its principal place of business in Jacksonville, Florida, and
Briarwood Management L.L.C. (“Management” or “Attorney-in-Fact™), with its principal office
in Jacksonville, Florida.

WITNESSETH:

WHEREAS, as part of applications for insurance by subscribers to Insurer, the subscribers
will, pursuant to subscribers agreements, appoint Management to act as their Attiorney-in-Fact
with power to exchange reciprocal insurance contracts among the subscribers to Insurer and to
manage and conduct the business of Insurer, and

WHEREAS, Insurer and Management desire to set forth the terms and conditions upon
which Management will accept its appointment as Aftorney-in-Fact for the subscribers to
exchange their reciprocal insurance contracts and to manage and conduct the business of
Insurer;

NOW, THEREFORE, in consideration of the mutual covenants herein contained and
intending to be legally bound hereby, Insurer and Management agree as follows:

I.  Acceptance of Appointment as Attorney-in-Fact. Management hereby accepts its
appointment as Attorney-in-Fact pursuant to subscriber’s agreements to be executed by

subscribers to Insurer and agrees, as Attorney-in-Fact to exchange reciprocal insurance contracts
among the subscribers as provided in the subscribers agreements.

2. Management Services. Management agrees to provide sufficient personnel and
supplies so that it can perform or provide for the performance of all necessary and appropriate
management services to Insurer, including, without limitation by reason of specification, for the
following functions:

2.1 The administration and management of the day-to-day insurance business
of Insurer including, without limitation, the underwriting and insurance of claims and the provision
of all senior management;

2.2 The solicitation, receipt and acceptance or rejection of applications for
insurance and the investigation and determination of the desirability of risks involved with
applications for insurance in accordance with the underwriting policies and standards established
from time to time by the Attorney-in-Fact;

2.3 The underwriting, classification, rating and issuance of policies and binders of
insurance for Insurer in accordance with sound insurance practices and such policies and standards
as may be established from time to time by the Attorney-in-Fact;

24  The establishment and maintenance for Insurer of complete and accurate
records of all reciprocal insurance contracts exchanged by Insurer in accordance with such policies
and standards as may be established from time to time by the Attorney-in-Fact;
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2.5  The collection, receipt and accounting for all funds received as payments of
insurance premiums, contributions to surplus and other receipts of Insurer, and the timely deposit of
all such funds in a Federal Reserve System member bank or banks in the name of Insurer in
accordance with such policies and standards as may be established from time to time by the
Attomey-in-Fact; the establishment and monitoring of loss reserves in accordance with sound
insurance and actuarial practices and procedures; the maintenance of all funds of Insurer in
accordance with applicable law and the investment of Insurer's investable assets in accordance with
apphicable legal requirements and the advice or instructions of any investment advisors retained
from time to time by the Aftorney-in-Fact on behalf of Insurer;

2.6  The establishment and maintenance for Insurer of all financial and business
records required by applicable laws, regulations, generally accepted insurance and accounting
practices and in accordance with such policies and standards as maybe established from time to time
by the Attorney-in-Fact; and the preparation for and on behalf of Insurer of all reports required by
governmental and nongovemmental regulatory and supervisory authorities;

2.7  The placement of such reinsurance as is required by law or by sound and
accepted insurance and business practices, the payment of premiums therefore at the expense of
Insurer, and the maintenance for Insurer of all necessary records in connection with such
reinsurance, and the taking of all actions or the making of any claims required or permitted by
such reinsurance;

2.8 The provision and maintenance, directly or indirectly through a third
party claims administrator, of adequate claims supervision and facilities for the timely
processing of all claims, notice and proofs of loss against Insurer and for the timely payment of
claims on behalf of and at the expense of Insurer, including the employment of claims
adjusters, attorneys and such other professional and other personnel to handle claims on behalf
of Insurer, it being understood that claims expenses shall be borne by Insurer;

2.9 The retention of investment advisors and other necessary consultants
for and on behalf of Insurer at the expense of Insurer;

2.10 The preparation of mailings, advertisements, newsletters and other
promotional material for and on behalf of Insurer in accordance with such policies and
standards as may be established from time to time by the Attorney-in-Fact;

2.11 The monitoring of the legal affairs of Insurer, including compliance with
applicable legal requirements and the making of required filings with the Department of
Financial Services of the State of Florida and all other governmental authorities having
jurisdiction over Insurer;

2.12 The appointment, supervision and termination of agents on behalf of
Insurer;

213 The establishment and maintenance of all systems and procedures

necessary to comply with any insurer anti-fraud requirements pursuant to Section
626.9891(1)a), Florida Statutes;
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2.14 The commencement and defense, at the expense of Insurer, of legal and
administrative proceedings brought by or against Insurer including acceptance of service of
process on behalf of Insurer, entering legal appearances on behalf of Insurer and the
compromise, prosecution, defense and settlement of losses and claims; and

2.15 The taking of all such other actions and things as the Attorney-in Fact
shall determine to be necessary, convenient, advisable or proper in order to discharge properly
and in good faith the responsibilities and duties of the Attorney-in-Fact under the Declaration of
Organization of Insurer and this Attorney-in-Fact Agreement.

3. Management Fee. As compensation for the management services to be performed
by Management as Attorney-in-Fact on behalf of Insurer as set forth in Section 2 Insurer agrees
that Management shall retain a percentage of Insurer's gross written premiums, less return
premiums, not 1o exceed 22% (the "Retention Percentagc") and that; in consideration thereof,
. Management shall pay all costs of senior management services including, without limitation by
reason of specification, the salaries and benefit expenses of senior management. The initial
Retention Percentage shall be 20%. The Attorney-in-Fact may adjust the Retention Percentage to
an amount greater or less than 20% subject to the 22% maximum, based on what is fair and
reasonable to both Insurer and Management.

4,  Payment of Expenses of Insurer. Management, on behalf of Insurer, shali utilize
the funds of Insurer to pay all of the expenses of Insurer including, without limitation by reason
of specification, losses, loss adjustment expenses, investment expenses, damages, legal expenses,
appropriate commissions to agents and brokers [producer costs], court costs, taxes, assessments,
license fees, membership fees, the fees of attorneys, actuaries, accountants and investment and
other advisors, governmental fines and penalties, the establishment and maintenance of loss and
unearned premium reserves and surplus, reinsurance premiums and costs, audit fees, guaranty
fund assessments and such other costs as may be necessary for the proper and efficient operation
of Insurer.

5.  Records: Right to Audit. Insurer shall keep sufficient records for the express
purpose of recording therein the nature and details of the management services and financial
transactions undertaken for Insurer pursuant to this Attorney-in-Fact Agreement. All books and
records maintained by Management that pertain to the management services performed by
Management as Attorney-in Fact for the subscribers to Insurer pursuant to this Agreement shall
be owned by Insurer, but such books and records shall be maintained by the Attorney-in-Fact in
a fiduciary capacity for Insurer. Insurer, and any regulatory authority having jurisdiction over
Insurer, shall have the right to examine and audit, at the offices oflnsurer, at all reasonable
times, all books and records of Insurer that pertain to the management services performed by
Management as Attorney-in-Fact for the subscribers to Insurer pursuant to this Agreement. This
right of examination and audit shall survive the termination of this Agreement and shall remain
in effect for so long as either, Insurer or Management has any rights or obligations under this
Agreement.

6.  Subscribers Advisory Commitiee Grievance Procedure. After Insurer has been in
operation for one year, the senior management of Management shall meet on a quarterly basis
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with the Subscribers Advisory Committee of Insurer (the "Committee") to discuss any issues of
concern made known by the insureds-of Insurer to the Committee. Not later than the next
quarterly meeting, the senior management of Management shall provide the Committee with a
written response to the issues of corcern presented at the prior meeting, including a description
of the actions Management has undertaken to address the issues of concern in accordance with
sound and commercially reasonable insurance practices. At the next meeting, the Commiitee
shall advise the senior management of Management if the actions undertaken by Management
are reasonably addressing the issues of concern as originally presented. If the Committee is not
satisfied with the results of the actions undertaken, Management shall present the issues of
concern and Management's response to the Florida Office of Insurance Regulation for its
guidance as to whether Management should undertake further action with respect to the issues of
concern.

7.  Term and Termination. This Agreement shall become effective as of the effective
date of the approval of the Declaration of Organization of Insurer and shall continue in effect for -
a 5 year term thereafter, subject only to the right of termination set forth in this Section. This
Agreement shall continuously renew for additional one (1) year terms, subject to the right of
termination set forth below. '

(a) Mutual _Termination. Insurer and Management may terminate this
agreement at any time by mutual agreement in writing.

)] Termination by Subscribers Advisory Committee. Insurer, acting through
the Subscribers Advisory Committee, may terminate this Agreement at any time if the Florida
Office of Insurance Regulation or a court of competent jurisdiction has determined by a final
order that an act or event has occurred that constitutes a material breach of this Agreement or
that would allow the Florida Office of Insurance Regulation to (i) suspend or revoke the license
of Insurer or (ii) place Insurer in rehabilitation,

8. Arbitration.

(8) In the event of any dispute or difference of opinion hereafter arising with respect to
this Agreement Insurer and Management agree that any dispute or difference of opinion shall be
submitted to arbitration before a panel of three arbitrators, each of whom shall be an active or
retired disinterested officer of a property and casualty insurance company. One such arbitrator
shall be chosen by Insurer, one such arbitrator shall be chosen by Management and the third
arbitrator shall be chosen by the other two arbitrators. In the event any party hereto refuses or
neglects to appoint an arbitrator within 60 days after the other party requests it to do so, or if the
two arbitrators selected by Insurer and Management fail to agree upon a third arbitrator within 30
days of the appointment of the second arbitrator to be appointed, such arbitrator or arbitrators, as
the case may be, shall, upon the application of any party, be appointed by the American
Arbitration Association and the arbitrators shall thereupon proceed. The arbitrators shall
consider this Agreement as an honorable engagement rather than merely as a legal obligation and
they are relieved of all judicial formalities and may abstain from following the strict rules of law.
The decision of the majority of the arbitrators shall be final and binding on’all parties. Each party
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shall bear the expense of its own arbitrator and shall bear one-half of the expenses of the third
arbitrator and of the arbitration. Any such arbitration shall take place in Jacksonville, Florida
unless otherwise agreed by the parties hereto.

(b} Notwithstanding any dispute or difference of opinion arising with respect
to this Agreement, Insurer and Management must fulfill any obligations under policy contracts.
9. Indemnification.

(a) Insurer shall indemnify, defend and hold harmless Management and
each member, officer, employee and agent thereof (each an "Indemnified Party"), from and
against all claims, losses, damages, liabilities and expenses including, without limitation,
settlement costs and any reasonable legal fees and expenses or other expenses for investigating
and defending any actions or threatened actions incurred by such Indemnified Party as a result of
any threatened, pending or completed action, suit or proceeding, whether civil, criminal,
administrative or investigative, including an action by or in the right of Insurer, relating fo or
arising out ‘of the services provided by Management hereunder, except to the extent the act or
failure to act giving rise to the claim for indemnification is determined by a court to have
constituted the willful misconduct or recklessness of the Indemnified Party. The foregoing
indemnification right shall be in addition to the indemnification provided for in Insurer's
Declaration of Organization as filed with the Florida Office of Insurance Regulation and such
Indemnification provision is hereby made a part of and incorporated into this Agreement and
can be enforced hereunder.

(b)  Insurer shall pay expenses incurred by an Indemnified Party in defending
any action or proceeding referred to in this Section 9 in advance of the final disposition of such
action or proceeding upon receipt of an undertaking by or on behalf of such person to repay such
amount if it shall ultimately be determined that such person is not entitled to be indemnified by
Insurer.

(c) As soon as practicable after receipt by any Indemnified Party of notice of
the commencement of any action, suit or proceeding specified in Section 9(a) such person shall,
if a claim with respect thereto may be made against Insurer under this Section 9, notify Insurer in
writing of the commencement or the threat thereof; however, the omission so to notify Insurer
shall not relieve Insurer of any liability under this Section 9 unless Insurer shall have been
prejudiced thereby or from any other liability which it may have to such person other than under
this Section 9. With respect to any such action as to which such person notifies Insurer of the
commencement or threat thereof, Insurer may participate therein at its own expense and, except
as otherwise provided herein to the extent that it desires, Insurer jointly with any other
indemnifying party similarly notified, shall be entitled to assume the defense thereof, with
counse! selected by Insurer to the reasonable satisfaction of such person. After notice from
Insurer to such person of its election to assume the defense, Insurer shall not be liable to such
person under this Section 9 for any legal or other expenses subsequently incurred by such person
in connection with the defense thereof otherwise than as provided herein. Such person shall have
the right to employ his own counsel in such action, but the fees and of such counsel incurred
after notice from Insurer of its assumption of the defense thereof shall be at the expense of such
person unless: (i) the employment of counsel by such person shall have been authorized by
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Insurer, (ii) such person shall have reasonably concluded that there may be a conflict of interest
between Insurer and such person in the conduct of the defense of such proceeding or (iii) Insurer
shall not in fact have employed counsel to assume the defense of any proceeding brought by or
on behalf of Insurer or &g to which such person shall have rcasonabiy concluded that there may
be a conilict of interest if indemnification under this Section 9 is not paid or made by Insurer, or
on its behalf, within 90 days afier a written claim for mdemnif cation has been received by
Insurer, such person may, at eny time thereafter, bring suit rgainst Insurer to recover the unpaid
amount of the claim. The right to indemnification and the right to advancement of expenses
provided hereunder shall be enforoeable by such person in any court of competent jurisdiction,
The burden of proving that indemnification is not appropriate shall be on Insurer. Expenses
reasonably incurred by such person in connection with succassfully establishing the right to
indemnification or advancement of expenses, in whole or in part; shall also be indemnified by
[nsurer.

10. Miscellaneous.

(8)  This Agreement shall be governed by and construed ini accordance with the
lews of the State of Florida.

(b)  Management is authorized, at Management's expense, from time to tirn_e in
its discretion to contract with others for the performance of the management services
Management has agreed to provide to Insurer under this Agreement, provided, however, that
Mariagement shall remain rcsPonslbIe to Inswrer for the proper and timely performance of all
manragement services contemplated by this Agreement.

IN WITNESS WHEREOF, the parties hereto gave executed this Attorney-in-Fact
Agreement on the day and year first above written by the undersigned thereunto duly authorized.

COMMERCIAL INSURANCE BRIARWOOD MANAGEMENT LLC

ALLIANCE, A RECIPROCAL
INSURANCE COMPANY
o B0l o Sfr
Name: Edward W, Buttner, IV Name: Larry Edgene Haynes ¥
Its:  Chairman. Subscrber's Adviso Its;  President
Cgm,Ln_itli:e
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DE PARTMENT OF FINANCIAL SERVINES
{ MANAGEMENT INFORMATIOK
COMPLETE LISTING OF ALL ATTORNEY-IN-FACT OFFICERS,
DIRECTORS AND SHAREHOLDERS

COMPANY NAME: . Commercial Insurance Alliance, a reciprocal insurance company
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Tallahassee, Florida

January 29, 2009

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, 2007,
of the financial condition and corporate affairs of:

COMMERCIAL INSURANCE ALLIANCE,
A RECIPROCAL INSURANCE COMPANY
9309 OLD KINGS ROAD SOUTH
JACKSONVILLE, FLORIDA 32257

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



SCOPE OF EXAMINATION

This examination covered the period of January 1, 2007, through December 31, 2007. This was
the first examination of the Company by representatives of the Florida Office of Insurance
Regulation (Office). This examination commenced, with planning at the Office, on November 17,
2008, to November 20, 2008. The fieldwork commenced on December 1, 2008, and was

concluded as of January 29, 2009.

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. The Company’s size and its very limited control
environment were taken into consideration as regards the NAIC risk-focused surveillance
examination approach. It was determined that a comprehensive assessment of the Company’s
corporate governance, internal controls and risk management environment would not be an
effective use of examination resources. Therefore, a modified risk focused surveillance approach
was utilized. A reduced evaluation of the Company’s enterprise risk management structure and

control environment was performed.

In this examination, emphasis was directed to the quality, value and integrity of the statement of
assets and the determination of liabilities, as those balances indicate the financial solvency of the
Company as of December 31, 2007. Transactions subsequent to year-end 2007 were reviewed

where relevant and deemed significant to the Company'’s financial condition.



The examination included a review of the reciprocal’s records and other selected records deemed
pertinent to the Company’s operations and practices. In addition, the NAIC IRIS ratio reports, the
Company’s independent audit reports and certain work papers prepared by the Company’s
independent certified public accountant (CPA) and other reports as considered necessary were

reviewed and utilized where applicable within the scope of this examination.

This report of examination was confined to financial statements and comments on matters that
involved 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:

Other invested assets

Other expenses

Taxes, licenses and fees
Funds held by Company under reinsurance treaties

Status of Adverse Findings from Prior Examination

This was the first examination performed on the Company.

HISTORY
General
Commercial Insurance Alliance (Company) was licensed on May 4, 2006, by the Florida Office of
Insurance Regulation (Office) for the purposes of exchanging contracts of indemnity or insurance
with individuals, partnerships, corporations and other entities through the facilities of an attorney-

in-fact pursuant to Chapter 629, Florida Statute, et al.
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The Company was formed to provide commercial property, liability and surety coverage to
businesses operating in Florida. The Company is an assessable, unincorporated aggregation of

subscribers authorized to issue insurance policies under Florida insurance statutes.

Briarwood Management LLC (AIF), a special purpose Florida limited liability company, serves as
the Company’s attorney-in-fact and operates as the management company of the Company
pursuant to a formal agreement entered into as of May 3, 2006. Management is vested with the
powers and authority to exchange insurance contracts among the Company’s subscribers and to

manage and conduct the business of the Company.

The AIF is a Florida limited liability company which is owned twenty percent (20%) by Larry
Haynes and eighty percent (80%) ultimately by Mark Witham. These two principals of Briarwood
are members of the Subscribers’ Advisory Committee of the Company and Mark Witham is

Secretary and Larry Haynes is President of the Company.

During 2006, Briarwood contributed $1.5 million to the Company in exchange for a surplus note
and then assigned rights in the surplus note to Cornerstone Group Florida, LLC (Cornerstone).
Cornerstone is a Florida domiciled limited liability company. The ultimate controlling person of
Cornerstone, as stated by the Company, is Mark Witham and he serves as the President of

Cornerstone.

The Company was party to Consent Order 85640-06-CO filed May 4, 2006, with the Office
regarding the application for the issuance of a Certificate of Authority. The Company failed to

comply with several provisions of this consent order as described in the following paragraphs.



Consent Order 85640-06-CO Section 14(h) (7) states:

“If the OFFICE issues the Certificate of Authority to APPLICANT, APPLICANT shall
further comply with the following:

h.)

Any arrangement or agreement with an affiliated party for the provision of

administrative services shall be evidenced by a written contract. Any such contract shall
comply with the following requirements.

(7) All fees and charges must be specified in the contract and they must be comparable
to fees charged to any other insurer for which similar contracted services are provided
by the affiliate; or, if the affiliate does not perform such services for other insurers, the
fees charged must be reasonable in relation to the services provided;

The Company had two arrangements or agreements with affiliated parties for the provision of

administrative services that were not evidenced by a written contract during a substantial period

in which the Company was making payments.

Consulting arrangement with Mark Witham, who serves as the Company Secretary
and/or Witham & Associates since the Company’s formation:

No disclosure of this arrangement has been filed with the Office and because it was
a verbal agreement, no filings with the Office were made. Payments under this
arrangement started at the Company’s inception.

Consulting arrangement with Isabella Holdings (Isabella):

It was disclosed by the Company that Joe Cappuccio is the President of Isabella.
The Company reported that Mr. Cappuccio is also the business partner of and legal
counsel to Mr. Witham, making Isabella a related party under SSAP 25.

Documentation indicated that, after repeated requests by the Company, a copy of a
written consulting agreement with Isabella was provided to the Company President
on January 11, 2008. The agreement states that it was made February 25, 2007,
with an effective date of May 20, 2005. The agreement is signed by Mr. Witham for
the Company and Mr. Cappuccio for Isabella. This agreement has never been filed
with the Office.

The examiners reviewed the Company’s general expense payments and noted that funds have

been paid by the Company to these entities for consulting services in relation to these

consulting arrangements. The fees and expenses that were paid by the Company since its

inception were generally not supported by invoices or receipts disclosing the services provided

the Company in return for the payments. In several instances, payments were made without
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any invoices.

Payments made under these arrangements were as follows:

Payments made to Mark Witham and/or Witham & Associates from 2006 to January
20, 2009:

e $21,239 was paid to Mark Witham directly
e $100,081 was paid to Witham & Associates

Payments totaling $344,723.56 have been paid to Isabella from 2006 to January 20,
20009.

Consent Order 85640-06-CO, Section 14c states

"APPLICANT shall maintain sufficient and adequate internal controls and supervision of
any external contractor(s) providing services in connection with the insurance
transactions of the APPLICANT, and shall further assume responsibility for the actions of
said contractor(s) as they relate to any performance under the service agreements.”

The Company does not maintain sufficient and adequate controls and supervision of the
external contractors (Mark Witham, Witham and Associates, Isabella Holdings LLC, and Maple

Technologies LLC). This was evidenced by issues such as:

e In 2005, 2006 and 2007, the Company had agreements or arrangements with
Mark Witham and Witham and Associates and Isabella that were not approved
by the Office or the Subscribers’ Advisory Committee.

e Fees and expenses paid by the Company under these agreements since its
inception were generally not supported by invoices or receipts disclosing the
services provided the Company in return for the payments. In several instances,
payments were made with no invoices.

o After the effective date and after funds had been paid for over two years, in
January 2008, the Company first received a signed agreement with Isabella. The
Isabella agreement states that the agreement was made February 25, 2007, with
an effective date of May 20, 2005.

e According to correspondence supplied by the Company, in early January 2008,
Mark Witham, without approval from the Subscribers’ Advisory Committee and
the President of the Company, added Joe Cappuccio as an authorized signatory
in regards to the Company’s operating account at a bank.



e On January 11, 2008, Mark Wtham and Joe Cappuccio withdrew money out the
Company by wiring $40,000 to Isabella without approval from the Subscribers’
Advisory Committee or the President of the Company.

e According to correspondence from Mark Witham, the fee charges for the
withdrawal and the withdrawal itself were made under an agreement between
Isabella and the Company that was not approved by the Company’s President or
the Subscribers’ Advisory Committee.

e The policy administration system installed by Maple Technologies LLC has never
been fully operational and the Company states that it plans to replace the entire
system in the near future.

Consent Order 85640-06-CO, Sections 8, 12 and 15 of the Consent Order state:

“APPLICANT and AIF affirm that all explanations, representations, and documents
provided to the OFFICE in connection with APPLICANT's application for the issuance of
a Certificate of Authority, including all attachments and supplements thereto, are
material to the issuance of this Consent Order and fully describe all transactions,
agreements, and understandings regarding the formation and operation of APPLICANT.”

Section 12 of the Consent Order goes on to say that final approval is subject to the Office
receiving:

“Executed copies of all other agreements, if any, relating to the operations and
management of APPLICANT.”

In addition, Section 15 of the Consent Order states:
“All future administrative service contracts, management contracts and contracts
between APPLICANT and any affiliated or related entities shall be submitted to the
OFFICE for approval prior to the execution and/or consummation or amendment of such
contracts.”
The Company did not fully describe all transactions, agreements, and understandings regarding
the formation and operation of the Company or file executed agreements during their application
process for a Certificate of Authority with the Office. The Company had two consulting
arrangements in place that were not disclosed to or filed with the Office while applying for a
Certificate of Authority or subsequent to that time:
e Consulting agreement with Mark Witham and/or Witham & Associates since the
Company’s formation

¢  Consulting agreement with Isabella Holdings. As previously discussed, a copy of the
consulting agreement with Isabella Holdings and CIA was provided by Mr. Witham to
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the Company President on January 11, 2008.

Consent Order 85640-06-CO, Section 15 states:

“All future administrative service contracts, management contracts and contracts between
APPLICANT and any affiliated or related entities shall be submitted to the OFFICE for
approval prior to the execution and/or consummation or amendment of such contracts.”

¢ Initial Claims Administrative Agreement with Allied Adjusters, Inc.
The Company provided a letter agreement with Allied Adjusters, Inc dated
September 13, 2006, regarding claim service for Commercial Insurance Alliance.
However, the Company did not have a signed agreement and the agreement had not
been submitted to the Office for approval as required by the Consent Order.

e Current Claims Administrative Agreement with Allied American Adjusters Company,
LLC.
The Company provided a Memorandum of Understanding between Allied American
Adjusting Company, LLC and the Company. The Memorandum of Understanding
set forth the guiding principles by which Allied will assist the Company in the
handling of claims. The agreement had not been submitted to the Office for approval
as required by the Consent Order.

The Company was authorized to transact the following insurance coverage in Florida on December

31, 2007:
Commercial Multi Peril
Inland Marine
Commercial Auto Liability
Commercial Auto Physical Damage
Surety

Other Liability
Credit

The Company has not written inland marine and credit insurance within the 2007 calendar year.
Therefore, in accordance with Section 624.430, Florida Statutes, the Company should have
those lines of insurance removed from its Certificate of Authority. Subsequent event. The
Company submitted a plan for writing Insland Marine and Credit business, both active but

previously unwritten lines of business on their Certificate of Authority.

Being organized as a reciprocal, the Company has no articles of incorporation and was subject to

and governed by the provisions of the Subscribers’ Agreement which designated the Attorney-in-
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Fact (AIF). Under the Attorney-in-Fact Agreement, AlF served as the management company of
the Company pursuant to a formal agreement entered into as of May 3, 2006. These agreements

were submitted to the Office and have not been amended during the period covered by this

examination.

Capital Stock

Being organized as a reciprocal, the Company had no capital stock and was owned and controlled

by its subscribers.

Profitability of Company

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

operation, as reported in the filed annual statements.

2007 2006

Premiums Earned 396,382 14,580
Net Underwriting

Gain/(Loss) (580,765) (415,893)
Net Income (443,606) (467,032)
Total Assets 1,352,739 1,233,315
Total Liabilities 627,637 193,983
Surplus As Regards 725,104 1,039,332
Policyholders

Dividends to Subscribers

The Company has not declared and/or paid dividends or distributions to any of its subscribers

since inception.




Management

In the document entitled “The Powers of the Subscribers’ Advisory Committee” it is stated that

“The Committee shall have a regular meeting once during each calendar quarter to review the
financial statements of the Reciprocal for such quarter and such other matters as the Committee

shall determine”.

Review of the minutes of the Subscribers’ Advisory Committee indicated that the body has held
only two meetings since the formation of the Company. Therefore, it is not in accordance with the
“Powers of the Subscribers’ Advisory Committee” document filed with the Florida Office of

Insurance Regulation.

Subscribers’ Advisory Committee Members serving as of December 31, 2007, were:

Advisory Committee Members
Name and Location Principal Occupation

Edward Walter Buttner, IV, Chairman Buttner Hammock & Company, P.A.
Jacksonville, Florida

Larry Eugene Haynes President of the Company
Jacksonville, Florida

Theodore Richard Ostrander, Jr. Agent, Lassiter-Ware Insurance
Leesburg, Florida

William Eugene Duff Agent, Page Insurance Agency
DelLand, Florida

Mark Brewster Witham Witham and Associates
New York, New York

Frank Hays Furman Jr. Insurance Broker, Frank H. Furman, Inc.
Pompano Beach, Florida

Thomas Andrew Hazel Agent, Greene-Hazel and Associates
Jacksonville, Florida



Dane Clark Griffin Agent, Griffin Insurance Agency
Ocala, Florida

The Company’s senior officers were:

Senior Officers

Name Title

Larry Eugene Haynes President
Mark Brewster Witham Secretary
Michael Webb Whatley Vice President
Bradley Erik Taman Treasurer

The Company’s Subscribers’ Advisory Committee has not designated any internal committees,

including an audit committee.

Section 629.201, Florida Statutes, requires that the Board of Directors shall procure an audit of the
accounts and records of the insurer and of the attorney-in-fact at the expense of the insurer. While
the Subscribers’ Advisory Committee is not expressly subject to that Section, it is a corporate
governance best practice for that committee to act as an oversight and governing body in
accordance with that Section. Also, the Company's “Powers of the Subscribers’ Advisory
Committee” document filed with the Office requires the Subscribers’ Advisory Committee to
procure the audit of the accounts and records of the Company and of the AIF. It further states that
it should recommend to the AIF the selection of independent certified public accountants, and
review the scope and results of the annual independent audit and any internal audit of the
Reciprocal's financial statements. During interviews with Company officers, it was disclosed that
the Company's Subscribers’ Advisory Committee Chairman made the selection of the independent

certified public accountants.
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Conflict of Interest Procedure

The Company has not adopted a policy statement requiring annual disclosure of conflicts of
interest in accordance with the NAIC Financial Condition Examiners Handbook and Section

607.0832(2), Florida Statute.

Corporate Records
The recorded minutes of the Subscribers’ Advisory Committee were reviewed for the period

under examination. Issues noted during that review have been discussed in this report.

Acquisitions, Mergers, Disposals, Dissolutions, and Purchase or Sales Through
Reinsurance

There were no acquisitions, mergers, disposals, dissolutions, or purchases or sales through

reinsurance during the period under examination

Surplus Debentures

The Company, in relation to its initial surplus requirements, has one surplus debenture in the
amount of $1,500,000 issued by the Company to the AIF, then subsequently assigned to the
Cornerstone Group, LLC (Florida). No violations of the surplus note restrictions were noted during

the examination.

AFFILIATED COMPANIES

The Company, being a reciprocal owned by its subscribers, was not a member of an insurance
holding company system as defined by Rule 690-143.045(3), Florida Administrative Code. The
11



AIF is part of a holding company system and also responsible for all management and
administrative services required for the operation of the Company. Therefore, under the
provisions of Statement on Statutory Accounting Principles 25, Paragraph 2 (i), the AIF and its

affiliates were considered related parties to the Company.

The AIF was owned twenty percent (20%) by Larry Haynes and eighty percent (80%) by
Cornerstone Group Florida, LLC (Cornerstone). The ultimate parent and controlling person of

Cornerstone was Mark Witham and he serves as the President of Cornerstone.

The two principals of the AIF were also officers and members of the Subscribers’ Advisory

Committee of the Company. Mark Witham is Secretary and Larry Haynes is President of the

Company.

As indicated earlier in this report, Mark Witham has received consulting fees from the Company.

Also as indicated earlier in this report, payments have been made under a consulting

arrangement with Isabella Holdings (Isabella). Joe Cappuccio, President of Isabella, is also the

business partner of and legal counsel to Mark Witham, making Isabella a related party under

SSAP 25. These arrangements and payments have been discussed previously in this report.

During 2006, the AIF contributed $1.5 million to the Company in exchange for a surplus note and

then assigned rights in the surplus note to Cornerstone.

The following agreements were in effect between the Company and its related parties:
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Management Agreement

As previously discussed, the Company had an attorney-in-fact agreement in place with Briarwood
Management LLC (AIF) wherein the AIF agreed, in return for management fees, to provide all
necessary and appropriate management services, including the day-to-day administration and
management of the Company’s insurance business which consists of the underwriting of new
business, claims adjustment, appropriate record production and the provision of all senior

management.

Consulting Agreements
As discussed earlier in this report, the Company had two consulting agreements with Isabella and

Witham and Associates.

FIDELITY BOND AND OTHER INSURANCE

The Company stated that it does not have any fidelity insurance coverage. Rule 690-
142.011(11)(b)16, Florida Administrative Code, requires the Company to obtain a fidelity bond
in accordance with and in an amount determined by the method provided in the NAIC Financial
Examiners Handbook. The examiners determined, using that calculation method, the

Company’s minimum bond should be $50,000.

PENSION, STOCK OWNERSHIP AND INSURANCE PLANS

The Company had only one employee, and had no pension, stock ownership or insurance plans.
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STATUTORY DEPOSITS

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

Florida Statutes:

Market
STATE Description Value
FL Cash $ 752,883
TOTAL SPECIAL DEPOSITS $ 752,883

INSURANCE PRODUCTS AND RELATED PRACTICES

Territory

At December 31, 2007, the Company was authorized to transact insurance only in the State of

Florida.

Insurance Products

The Company has developed and marketed commercial insurance and ancillary products to

Florida based commercial interests.

Treatment of Policyholders

During the examination, the Company stated that it has had inquiries but no complaints since
the formation of the Company and, therefore, no complaint control log has been initiated. The
Company must have in place formalized and documented procedures for handling complaints

against the Company in accordance with Section 626.9541 (1) (j), Florida Statutes.
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REINSURANCE
Assumed

The Company did not assume any reinsurance risk for the period covered by this examination.

Ceded
At December 31, 2007, the Company had two reinsurance contracts in effect which resulted in
the following:

e Covers Company's General Liability written under Commercial Package Policies and
Commercial Auto Liability excess of loss reinsurance for $900,000 xs $100,000 per
occurrence.

e Covers Company’s Commercial Package Policies, Property only, quota share
reinsurance of 80%, subject to a maximum recovery of 50% of gross ceded premium,
but no less than $1,250,000 or greater than $2,500,000 as respects one event. As
respects hurricane events, maximum recovery was 100% of gross ceded premium

subject to a maximum of $4,500,000.

It was determined that the Company did not have a formal contract with its reinsurance broker
as required by Section 626.7492(4), Florida Administrative Code, which states that..." a
transaction between a reinsurance intermediary broker and the insurer it represents in the
capacity of a reinsurance intermediary broker may be entered into only pursuant to a written
authorization specifying the responsibilities of each party."

Subsequent Event:

Prior to completion of this exam, the Company provided the examiners a copy of a contract

enacted between the Company and its reinsurance broker.
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ACCOUNTS AND RECORDS

The Company maintained its principal operational offices in Jacksonville, Florida, where this

examination was conducted.

An independent CPA audited the Company’s statutory basis financial statements for the year 2007,
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. This work was

reviewed and utilized where appropriate by the examiners.

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.

It was determined during examination that general expenses paid in 2008 that were incurred in
2007 were $40,000 above the $62,075 reported by the Company. As a result, this liability has
been increased by that amount with a corresponding adjustment to surplus as regards
policyholders. A substantial amount of the increase in this liability was the result of consultant

fees withdrawn in January of 2008 for bills presented the Company during 2007.

The Company and non-affiliates had the following agreements in effect at December 31, 2007:

Subscribers Agreements
The Company maintained an agreement with each subscriber during the period covered by this
examination. The subscriber or policyholder agreed to pay their premiums, compensate the AlF

for its services and make a one-time surplus contribution to the Company.
16



Claims Agreement

The Company provided the examiners a Memorandum of Understanding between Allied
American Adjusting Company, LLC and the Company. The Memorandum set forth the guiding
principles by which Allied will assist the Company in the handling of claims. The agreement had
not been submitted to the Office for approval as required in the Consent Order. Further details

concerning this agreement have been discussed previously in this report.

FINANCIAL STATEMENTS PER EXAMINATION

The following pages contain financial statements showing the Company’s financial position as of
December 31, 2007, and the results of its operations for the year then ended as determined by this

examination. There was one financial adjustment made as a result of the examination.
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COMMERCIAL INSURANCE ALLIANCE
ASSETS
DECEMBER 31, 2007

Examination
Per Company Adjustments Per BExamination

Cash $ 1226057 $ - 8 1,226,057
Investment income

due and accrued 12,062 12,062
Premiums and considerations:

Uncollected premium 108,306 108,306
Reinsurance:

Amounts Recoverable 6,315 6,315
Totals $ 1352740 $ - $ 1,352,740
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COMMERCIAL INSURANCE ALLIANCE
LIABILITIES, SURPLUS AND OTHER FUNDS
DECEMBER 31, 2007

Examination Per
Per Company Adjustments  Examination

Losses $ 68000 $ 68,000
Loss adjustment expenses 33,600 33,600
Cther expenses 62,075 40,000 102,075
Taxes, licenses and fees 12,412 12,412
Unearned premium 267,835 267,835
Ceded Reinsurance Payable 183,715 183,715
Total Liabilities $ 627637 $ 40000 $ 667,637

Aggregate write-ins for other than special surplus funds:

Subscriber Surplus Contributions $ 152,206 $ 152,206
Surplus Note 1,500,000 1,500,000
Unassigned funds (surplus) (927,102 (40,000) (967,102)
Surplus as regards policyholders $ 725104 (40,0000 $ 685,104
Total liabilities, surplus and other funds $ 1,352,741 $ 1,352,741
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COMMERCIAL INSURANCE ALLIANCE
STATEMENT OF INCOME

DECEMBER 31, 2007

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 notincluded in premiums
Total other income

Net income before dividends to policyholders and
before federal and foreign income taxes

Net Income, after dividends to policyholders, but
before all other federal and foreign income taxes

Federal and foreign income taxes incurred

Net Income
Capital and Surplus Account
Surplus as regards policyholders, December 31 prior year
Net Income
Change in net deferred income tax
Change in non-admitted assets
Change in surplus notes
Aggregate write-ins for gains and losses in surplus

Change in surplus as regards policyholders for the year
Examination adjustment

Surplus as regards policyholders, December 31 current year
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396,382

56,451
30,127
890,569

977,147

(580,765)

137,082
0

137,082

78

78

(443 606)

(443 ,606)
0

(443 ,606)

1,039,332
(443 ,606)
0

4581
0
124,796

(314,229)

(40,000)

685,103




COMMENTS ON FINANCIAL STATEMENTS

Losses and Loss Adjustment Expenses $101,600

The Company’s actuary rendered an opinion that the amounts carried in the balance sheet as of
December 31, 2007, made a reasonable provision for all unpaid loss and loss expense obligations
of the Company under the terms of its policies and agreements. INS Consultants, Inc. provided
the examination actuary, who reviewed work papers provided by the Company and was in

concurrence with this opinion.

Other Expenses

General expenses paid in 2008 that were incurred in 2007 were found to be $40,000 above the
$62,075 reported by the Company. As a result, this liability has been increased by that amount
with a corresponding adjustment to surplus as regards policyholders. A substantial amount of
the increase in this liability was the result of consultant fees withdrawn in January, 2008, for bills

presented the Company during 2007.

Capital and Surplus
The amount reported by the Company of $725,104, which was adjusted to $685,104, exceeds

the minimum of $250,000 required by Section 624.408, Florida Statutes.

A comparative analysis of changes in surplus follows.
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COMMERCIAL INSURANCE ALLIANCE
COMPARATIVE ANALYSIS OF CHANGES IN SURPLUS
DECEMBER 31, 2007

The following is a reconciliation of Surplus as Regards
Policyholders between that reported by the Company and
as determined by the examination.

Surplus as Regards Policyholders

December 31, 2007, per Annual Statement $725,103
INCREASE
PER PER (DECREASE)

COMPANY EXAM IN SURPLUS
ASSETS:
No Adjustment $ 1,352,739 $ 1,352,739 $ -
LIABILITIES:
Other Expenses $ 627,636 $ 667,636 $ (40,000)
Net Change in Surplus: (40,000)

Surplus as Regards Policyholders
December 31, 2007, Per Examination $ 685,103
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SUMMARY OF FINDINGS

Compliance with previous directives

This is the first examination of the Company performed by the Office.

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, 2007.

Subscribers’ Advisory Committee — Meetings

The “Powers of the Subscribers’ Advisory Committee” document requires that the Subscribers’
Advisory Committee meet quarterly. It was determined that the Company has held only two
Subscribers’ Advisory Committee meetings since the formation of the Company. We
recommend the Subscribers’ Advisory Committee have a regular meeting once during
each calendar quarter to review the financial statements of the Reciprocal for such
guarter and such other matters as the Committee shall determine as stated in the

“Powers of the Subscribers’ Advisory Committee” document.

Selection of and Approval of Findings of Independent Auditor

It was determined that the Company was not in compliance with Section 629.201, Florida
Statutes, which requires that the Subscribers’ Advisory Committee shall procure the audit of the
accounts and records of the insurer and of the attorney at the expense of the insurer.
We recommend the Company comply with Section 629.201, Florida Statutes, and the

“Powers of the Subscribers’ Advisory Committee” document and have the Advisory
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Committee make recommendations concerning the selection ofthe Company's

independent auditor and formally review their findings.

Consent Order 85640-06-CO Violation - Fees and Charges

The Company had two arrangement or agreements with affiliated parties for the provision of
administrative services that were not evidenced by a written contract which was a violation of
Consent Order 85640-06-CO. We recommend the Company comply with Consent Order
85640-06-CO and require written contracts with all affiliated parties or related parties for
administrative services and, as described in the Consent Order, pay only fees and

charges as reasonable in relation to services rendered as specified in the contract.

Consent Order 85640-06-CO Violation - Controls and Supervision of External Contractors
The Company failed to maintain sufficient and adequate internal controls and supervision of its
external contractors which was a violation of Consent Order 85640-06-CO. We recommend
that the Company comply with Section 14.c of the Consent Order by maintaining

sufficient and adequate controls and supervision of its external contractors.

Consent Order 85640-06-CO Violation - Related Party Administrative or Consulting

Agreements

The Company did not fully describe all transactions, agreements, and understandings regarding the

formation and operation of the Company or file executed agreements during their application

process for a Certificate of Authority with the Office which was a violation of Consent Order 85640-

06-CO. We recommend that the Company comply with Consent Order 85640-06-CO and

fully describe all transactions, agreements, and understandings regarding the formation and

operation of the Company and make the required filings of agreements.
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Consent Order 85640-06-CO Violation - Administrative Agreements

Consent Order 85640-06-CO required that all future administrative service contracts and
management contracts be submitted to the Office for approval prior to the execution and/or
consummation or amendment of such contracts. Since 2006, the Company has had two
agreements with an unrelated third party regarding claims adjustment services. Those
agreements have not been submitted to the Office. We recommend the Company comply
with Section 15 of Consent Order 85640-06-CO and submit the claims administrative
contract to the Office for approval prior to the execution and/or consummation or

amendment of such contracts.

Fidelity Insurance Coverage

The Company does not have fidelity insurance coverage to protect against loss due to
Company officers or employees acting dishonestly in the Company’s name. We recommend
the Company obtain fidelity insurance coverage pursuant to Rule 690-142.011(11) (b) 16,

Florida Administrative Code.

Other Expenses

General expenses paid in 2008 that were incurred in 2007 were found to be $40,000 above the
$62,075 reported by the Company. As a result, the liability for General Expenses has been
increased by that amount. We recommend the Company establish and report an adequate

amount for its other expenses liability.
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Conflict of Interest Procedure

The company has not adopted a policy requiring annual disclosure of conflicts of interest in
accordance with the NAIC Financial Condition Examiners Handbook and Section 607.0832(2),
Florida Statutes. We recommend the company comply with Florida Statutes and NAIC
guidelines and establish a policy requiring annual disclosure statements of any potential

conflict of interest.

Treatment of Policyholders

The Company has no established consumer complaint log in violation of Section 626.9541 (1)
(D, Florida Statutes. We recommend that the Company document policies and procedures
for handling complaints against the company in accordance with Section 626.9541 (1) (j),

Florida Statutes.

SUBSEQUENT EVENTS

During the review of the Company’s general expenses, the examiners noted that funds have
been paid by the Company to various entities for what was termed consulting services. The
examiners determined that, in some cases, the expenses being paid were not just the additional

cost of starting a new company, but some questionable consulting fees and expenses.

As requested by the Office, the examiners have reviewed all amounts paid during 2008 and in
2009 up to the completion date of this examination. Also, we have performed additional review
on related party expenses to determine the full extent of funds being withdrawn from the

Company and the documentation available related to those payments.
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The Company has reported and continues to report, extremely high expenses in relation to its
premium income and claims activity, so the examiners focused on the Company’s payment of
funds to related and unrelated parties to determine if the payments were appropriate and the
agreements covering the payments were in accordance with Consent Order 85640-06-CO.
These agreements or arrangements were not properly disclosed to the Office in accordance
with the Consent Order and, therefore, all of the payments made were not proper. These
payments have been paid since the inception of the Company under unwritten agreements and

continued under an agreement provided to the Company President during 2008.

In addition to the monthly fees being paid by the Company, a substantial amount of travel and
entertainment expenses of these consultants was paid out of Company funds. A detailed
review by the examiners of these payments indicated that proper authorization and
documentation was not filed with the Company regarding these payments. In response to
examiner questions, a letter dated February 11, 2009, was provided to the examiners from
Briarwood Management LLC (the Attorney-in-Fact) regarding these expenses. Examiner review
of explanations provided in the letter indicated that substantially all of the expenses discussed
should have been the responsibility of Briarwood Management LLC and not paid out of

policyholder funds.

Correspondence was supplied by the Company documenting attempts to obtain proper invoices

and justification of charges.

Mark Witham and Isabella Holdings have agreed to repay all funds withdrawn by them or paid to

them as consulting fees. The Office was notified of this statement.

Also, in a letter dated February 25, 2009, the Office notified the Company that it had failed to

request the Office’s approval prior to entering into affiliated agreements with Mark Witham and
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Witham Associates. Payments were also made to Isabella Holdings which were not
substantiated by the proper documentation of services rendered. The Office further stated that
these agreements should be canceled immediately and no further payments made without the
Office’s prior approval. Additionally, the Company should seek the return of all fees and
expenses incurred by the Company associated with the aforementioned agreements and should
provide evidence of such to the Office no later than Friday, March 6, 2009. Evidence of

repayment on March 6, 2009, was provided to the Office.
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CONCLUSION

The insurance examination practices and procedures as promulgated by the NAIC have been
followed in ascertaining the financial condition of Commercial Insurance Alliance as of

December 31, 2007, consistent with the insurance laws of the State of Florida.

Per examination findings, the Reciprocal’'s Surplus as Regards Policyholders was $685,104, in

compliance with Section 629.071, Florida Statutes.

In addition to the undersigned, Patricia Casey Davis, CFE, CPA; Hails W. Taylor, CFE; and
Donald Gaskill, CFE of INS Regulatory Insurance Services, Inc. participated in the examination.
We also recognize INS Consultants, Inc. and INS Services, Inc.’s participations in this

examination.

Respectfully submitted,

Kethessa Carpenter, CPA
Financial Examiner/Analyst Supervisor
Florida Office of Insurance Regulation
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SUBORDINATED SURPLUS DEBENTURE

This Subordinated Surplus Debenture executed this 3% day of May, 2006, by and
between Commercial [nsurance Alliance, a Reciprocal Insurance Company (hereafter “CIA™), a
Florida reciprocal insurance company, and CIA’s attorney-in-fact, Briarwood Management LLC
(hereafter “BM™), a Florida limited liability company, the parties.

It is deemed to be in the best interest of CIA to have advanced to it sufficient surplus as
to policyholders to cause CIA to be an assessable reciprocal in accord with Chapter 629, Florida
Statutes. .BM has hereby indicated its willingness to contribute to CIA acceptable funds to
accomplish the purpose as set forth in this Debenture on the following terms.

Pursuant to and in compliance with Section 629.161, Florida Statutes, approval of the
Florida Office of Insurance Regulation (the “OIR™) has been obtained to the agreement for such
contribution to surplus and for its repayment out of its realized earned surplus in excess of its
minimum required surplus, and Board Resolutions have been issued by the Subscriber’s
Advisory Committee of CIA and BM, as evidenced by copies of resolutions attached.

For and in consideration of the mutual agreements as set forth, BM hereby makes a
contribution to surplus of CIA in the amount of $1,500,000.00, and CIA hereby accepts said
contribution to surplus.

This Debenture is subject to the following terms and conditions:

1. Amount: the contribution to surplus in the amount of $ 1,500,000.00 is made in the
form of cash. Such cash has been approved by the OIR as found to be acceptable
assets pursuant to Chapter 625, Part 1I, Florida Statutes. Legal title has been
registered in the name of CIA.

2. Interest Rate: Said sum of money shall bear interest from the date of contribution at
the rate of prime plus one percent per annum on the unpaid principal balance.
Accrued interest shali be payable quarterly commencing on July 1, 2006, after first
having been approved by the Florida Office of Insurance Regulation.

3. Repayment and Limitations: CIA shall not make any principal or interest payment in
respect to this Debenture unless such payment is approved in advance by the OIR.
Said approval shall not be unreasonably withheld, and shall be based on a review of
the following: (i) requests for payments will be made in minimum increments of
$50.000 until this Debenture is paid in full, and (ii) CIA shall not make any principal
or interest payment in respect to this Debenture except out of its realized eamned
surpius in excess of its minimum required surplus and only if (a) the company is in
compliance with the Florida Insurance Code, (b) no financial condition exists that
would present a possible financial hazard to policyholders, and (c) payment of this
Debenture will not cause CIA to be in violation of any part of the Florida Insurance
Code. This Debenture shall not remain unpaid after such time as the original intent



referenced above has ended unless approval for payment of the Debenture has not
been granted by the OIR.

4, Financial Statement Disclosure: Said unpaid principal shall not form a part of the
legal or statutory liabilities of CIA. This amount shall be reported as surplus.
Accrued and unpaid interest shall be reported as a legal and statutory liability of CIA.

5. In the event of reorganization, dissolution, 100% reinsurance or liguidation of CIA
after the retirement of all its outstanding obligations other than Subordinated
Debentures, the holders of Subordinated Debentures remaining unpaid shall be
entitled to preferential right in remaining assets of CIA equal to the unpaid principal
balance, plus accrued interest, before any distribution of such assets to shareholders
or other owners pursuant to Section 631.271, Florida Statutes.

6. No modification may be made with respect to this Debenture without the prior
approval of the OIR.

7. This Debenture contains the entire agreement between the above referenced parties.
There are no other addendums or agreements with any other party which form a part
of this contract.

This Debenture is transferable only by assignment on the books of CIA upon surrender of
this Debenture properly assigned. The reissued Debenture must be submitted to the
Commissioner of Insurance for the State of Domicile and is subject to all the terms, conditions,
and limitations contained herein.

IN WITNESS WHEREOF, this agreement has been executed as of the date above,

Witness: COMMERCIAL INSURANCE
ALLIANCE, A RECIPROCAL
INSURANCE COMPANY

Yo th Ll & o T

Larry Eugene Haynes, President
BRIARWOOD MANAGEMENT LLC
Its Attorney-in-Fact

Witness: BRIARWOOD MANAGEMENT LLC

flos el S AP aﬂ%@#

Larry Eugene Haynd, President




STATE OF FLORIDA }
COUNTY OF DUVAL }

The foregoing instrument was acknowledged before me by Larry Eugene Haynes, President
BRIARWOOD MANAGEMENT LLC, Attorney-in-Fact for COMMERCIAL INSURANCE
ALLIANCE, A RECIPROCAL INSURANCE COMPANY this 3" day of May, 2006.

"~ NOTARY PUBLIC

“"'e}_ MY COMMISSION # DD 303650

EXPIRES: March 25, 2008
™ Borged Thau Notary Pubkc Undarriters

ey N. RICHENE OLIVER
Fad

My Commission Expires:

Personally known X OR Produced Identification
Type of Identification Produced

STATE OF FLORIDA }
COUNTY OF DUVAL }

The foregoing instrument was acknowledged before me by Larry Eugene Haynes, President
of BRIARWOOD MANAGEMENT LLC, this 3" day of May, 2006.

A S Do,

NOTARY PUBLIC

[l 5%, N AICHENE OLVER
1 g % MY COMMISSION ¢ DD 303650
o 8o EXPIRES: taroh 25, 200

My Commission Expires:

Persconally known haS OR Produced Identification
Type of 1dentification Produced '




ASSIGNMENT OF SUBORDINATED SURPLUS DEBENTURE

This Assignment of Subordinated Surplus Debenture (the “Assignment”) is made and entered
into as of the firsf day of Ma 2006, by BRIARWOOD MANAGEMENT, LLC, a Florida
Limited Liability Company, (the “Assignor™) to and for the benefit of CORNERSTONE GROUP
FLORIDA LLC, a Florida Limited Liability Company (the “Assignee™).

RECITALS:

1. Assignor has contributed funds in favor of Commercial Insurance Alliance, a
Reciprocal Insurance Company (the “Borrower”) as evidenced by the subordinated surplus debenture
(the “Surplus Debenture™), in the amount of One Million Five Hundred Thousand and No/100 Dollars
($1,500,000) dated _5 Z / 2 » 2006, a copy of which is attached as Exhibit A and made a part
hereof by this reference.

2. Assignor is the owner and holder of the Surplus Debenture and has agreed to assign
same to Assignee, without recourse and without representations or warranties of any kind, expressed or
implied, except as expressly set forth herein.

NOW, THEREFORE, for One Dollar ($1.00) and other good and valuable consideration, the
receipt and sufficiency of which is hereby acknowledged, Assignor hereby grants, bargains, sells,
assigns, transfers and sets over unto Assignes, its successors and assigns forever, without recourse, ali
of the right, tifle and interest of Assignor in and to the Surplus Debenture.

Assignor covenants and agrees that it shall, upon the reasonable request of Assignee execute
and deliver to Assignee such further instruments of assignment as may be reasonably required in order
to effect the assignment of the Surplus Debenture contemplated hereby. The form of such instruments -
shall be reasonably satisfactory to Assignor, and shall expressly provide that they arc made without
recourse and without representation or warranty of any kind, except as expressly provided immediately
below.

Assignor hereby represents to Assignee that it owns and holds the Surplus Debenture and that
the Surplus Debenture is free from all encumbrances.

Notwithstanding the foregoing to the contrary, Assignor warrants and represents the following:

(@  Asof'the date of this Assignment; there is an outstanding indebtedness in favor
of the Assignor pursuant to the Surplus Debenture in the amount of One Million Five Hundred
Thousand and No/100 dollars ($1,500,000.00), without discount, rebate or other reduction in value.

(b)  Assignor is the owner of the Surplus Debenture, free and clear of any liens,
claims or demands whatsoever, and Assignor has the absolute right and lawful authority to assign the

same to Assignee and true, correct and complete copies of the Surplus Debenture have been provided
to Assignee.

(¢)  Assignor has not pledged, hypothecated, assigned or otherwise transferred all or
any portion of its interest in the Surplus Debenture or the collateral encumbered by the Surplus
Debenture to any other person.



(d)  Neither Assignor nor Borrower is in default of any term, covenant, or agreement
contained in the Surplus Debenture, and no event has occurred which with notice and the passage of
time would constitute a default under the Surplus Debenture.

TO HAVE AND TO HOLD the same unto Assignee and Assignee;s successors and assigns
forever.

WITNESS the due execution hereof as of the date first above written.

Witness: BRIARWOOD MANAGEMENT LLC

[4

Larry E. Hiryhes
) President
Do L MELundom Dupdurd
SV |
Witness: CORNERSTONE GROUP FLORIDA LLC

Gs g o A e —
e Aol

President




SUBORDINATED SURPLUS DEBENTURE

This Subordinated Surplus Debenture executed this 3 day of May, 2006, by and
between Commercial Insurance Alliance, a Reciprocal Insurance Company (hereafter “CIA”), a
Florida reciprocal insurance company, and CIA’s attorney-in-fact, Briarwood Management LLC
(hereafter “BM™), a Florida limited liability company, the parties.

It is deemed to be in the best interest of CIA to have advanced to it sufficient surplus as
to policyholders to cause CIA to be an assessable reciprocal in accord with Chapter 629, Florida
Statutes. BM has hereby indicated its willingness to contribute to CIA acceptable funds to
accomplish the purpose as set forth in this Debenture on the following terms. '

Pursuant to and in compliance with Section 629.161, Florida Statutes, approval of the
Florida Office of Insurance Regulation (the “OIR™) has been obtained to the agreement for such
contribution to surplus and for its repayment out of its realized eamed surplus in excess of its
minimum required surplus, and Board Resolutions have been issued by the Subscriber’s
Advisory Committee of CIA and BM, as evidenced by copies of resolutions attached.

For and in consideration of the mutual agreements as set forth, BM hereby makes a
contribution to surplus of CIA in the amount of $1.500,000.00, and CIA hereby accepts said
contribution to surplus.

This Debenture is subject to the following terms and conditions:

1. Amount: the contribution to surplus in the amount of $ 1,500,000.00 is made in the
form ‘of cash. Such cash has been approved by the OIR as found to be acceptable
assets pursuant to Chapter 625, Part II, Florida Statutes. Legal title has been
registered in the name of CIA.

2. Interest Rate: Said sum of money shall bear interest from the date of contribution at
the rate of prime plus one percent per annum on the unpaid principal balance.
Accrued interest shall be payable quarterly commencing on July 1, 2006, after first
having been approved by the Florida Office of Insurance Regulation.

3. Repayment and Limitations: CIA shall not make any principal or interest payment in
respect to this Debenture unless such payment is approved in advance by the OIR.
Said approval shall not be unreasonably withheld, and shall be based on a review of
the following: (i) requests for payments will be made in minimum increments of
$50.000 until this Debenture is paid in full, and (ii) CIA shall not make any principal
or interest payment in respect to this Debenture except out of its realized earned
surplus in excess of its minimum required surplus and only if (a) the company is in
compliance with the Florida Insurance Code, (b) no financial condition exists that
would present a possible financial hazard to policyholders, and (c) payment of this
Debenture will not cause CIA to be in violation of any part of the Florida Insurance
Code. This Debenture shall not remain unpaid after such time as the original intent
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referenced above has ended unless approval for payment of the Debenture has not
been granted by the CGIR.

4, Financial Statement Disclosure: Said unpaid principal shall not form a part of the
legal or statutory liabilities of CIA. This amount shall be reported as surplus.
Accrued and unpaid interest shall be reported as a legal and statutory liability of CIA.

5. In the event of reorganization, dissolution, 100% reinsurance or liquidation of CIA
after the retirement of all its outstanding obligations other than Subordinated
Debentures, the holders of Subordinated Debentures remaining unpaid shall be-
entitled to preferential right in remaining assets of CIA equal to the unpaid principal
balance, plus accrued interest, before any distribution of such assets to shareholders
or other owners pursuant to Section 631.271, Florida Statutes.

6. No modification may be made with respect to this Debenture without the prior
approval of the OIR.

7. This Debenture contains the entire agreement between the above referenced parties.
There are no other addendums or agreements with any other party which form a part
of this contract.

This Debenture is transferable only by assignment on the books of CIA upon surrender of
this Debenture properly assigned. The reissued Debenture must be submitted to the
Commissioner of Insurance for the State of Domicile and is subject to all the terms, conditions,
and limitations contained herein.

IN WITNESS WHEREOF, this agreement has been executed as of the date above.

Witness: COMMERCIAL INSURANCE
ALLIANCE, A RECIPROCAL
INSURANCE COMPANY '

féﬂ’i M é/méq_‘f, ‘sﬁzﬂ__\( F’f;é%.r:,/

Larry Eugene Haynes, President
BRIARWOOD MANAGEMENT LLC
Its Attorney-in-Fact

Witness: BRIARWOOD MANAGEMENT LLC

/r[&rw[.ﬂlﬂm c@z—‘%‘“«\( 5-;%'7,”_/

Larry Eugene Hayn2}, President




STATE OF FLORIDA }
COUNTY OF BUVAL }

The foregoing instrument was acknowledged before me by Larry Eugene Haynes, President
BRIARWOOD MANAGEMENT LLC, Attorney-in-Fact for COMMERCIAL INSURANCE
ALLIANCE, A RECIPROCAL INSURANCE COMPANY this 3" day of May, 2006.

~Doeded Hean

~ NOTARY PUBLIC

e

% N, RICHENE OLWVER
iy MY COMMISSION # DD 303660
i3 ;’}; : ; EXPIRES: March 25, 2008

-.’3‘”-!\_6\ Bended They Notery Public Underwiters

[y

.rﬂ‘l

My Commission Expires:

Personally known _ X OR Produced Identification
Type of Identification Produced

STATE OF FLORIDA }
COUNTY OF DUVAL }

The foregoing instrument was acknowled%ed before me by Larry Eugene Haynes, President
of BRIARWOOD MANAGEMENT LLC, this 3" day of May, 2006.

Py N RICHENEOLVER |} M

5T @ S MY COMMISSION 20D 203660 || NOTARY PUBLIC
HESS ._wxg EXPIRES: March 25, 2008 K
Lk Eorefed Thew Kotary Pobile Undsmwritars

My Commission Expires:

Personally known 7 OR Produced Identification
Type of Identification Produced
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SHAREHOLDERS; (member) _ |

W. C. Holdings, LLC ‘ 100%
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FILED

04628 AUG 19 g9

OFFICE OF INSURANCE REGULATION ,%,‘,%g;‘g;;; - ;
KEVIN MCCARTY Dacketsst by, 3 ‘4"% TN
COMMISSIONER e
IN THE MATTER OF: CASE NO.: 105772-09
COMMERCIAL INSURANCE ALLIANCE

/
ORDER

To:  Larry Haynes, President
Commercial Insurance Alliance
9309 Old Kings Rd S., Suite 3
Jacksonville, F1 32257
THIS CAUSE came on for consideration as a result of the failure of COMMERCIAL
INSURANCE ALLIANCE (hereinafter referred to as “CIA” or “APPLICANT”) to comply with
Consent Order 85640-06-CO (attached as exhibit “A”)(hereinafter referred to as the “CONSENT
| ORDER”) and Sections 624.609 and 628.461, Florida Statutes. The Office of Insurance
Regulation, (hereinafter referred to as the “OFFICE”), having considered this matter and being
fully advised in the premises, finds as follows:
1. The OFFICE has jurisdiction over the subject matter and parties to this proceeding.
2. CIA is a Florida corporation licensed as a reciprocal insurer on May 5, 2006.
3. Briarwood Management, LLC (hereinafter referred to as the “AlIF”) is the appointed
Attorney-In-Fact for CIA.

4. Based on the most recent financial exam conducted by the OFFICE concluding January

29, 2009 (attached as exhibit “B”), information CIA has provided to the OFFICE, and related
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discussions with CIA, the OFFICE has determined that CIA willfully violated the following
conditions of the CONSENT ORDER, granting its Certificate of Authority:

a. Paragraph eight (8) of the CONSENT ORDER provides that “APPLICANT and
AIF affirm that all explanations, representations, and documents provided to the OFFICE in
connection with APPLICANT's application for the issuance of a Certificate of Authority,
including all attachments and supplements thereto, are material to the issuance of this Consent
Order and fully describe all transactions, agreements, and understandings regarding the
formation and operation of APPLICANT.”

b. Paragraph twelve (12) of the CONSENT ORDER provides that final approval of
the Certificate of Authority is subject to the OFFICE receiving “Executed copies of all other
agreements, if any, relating to the operations and management of APPLICANT.”

c. In addition, Paragraph fifteen (15) of the CONSENT ORDER provides that “All
future administrative service contracts, management contracts and contracts between
APPLICANT and any affiliated or related entities shall be submitted to the OFFICE for approval
prior to the execution and/or consummation or amendment of such contracts.”

d. Despite the affirmation provided, CIA did, in fact, fail to describe all transactions,
agreements, and understandings regarding the formation and operation of CIA and file the
executed agreements during their application process for a Certificate of Authority with the
OFFICE.

e. CIA had two consulting arrangements in place that were not disclosed to, or filed
with the OFFICE while either applying for a Certificate of Authority or subsequent to that time

as follows;
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i. A Consulting agreement with Mark Witham and/or Witham & Associates
(hereinafter collectively referred to as “WITHAM?) since CIA’s formation, and

ii. A Consulting agreement with Isabella Holdings (hereinafter referred to as
“ISABELLA™).

f. Total compensation for these contracts from January 2006 to January 20, 2009 are
as follows;

i. Twenty one thousand, two hundred and thirty-nine U.S. Dollars ($21,239)
was paid directly to Mark Witham.
ii. One hundred thousand and eighty-one U.S. Dollars ($100,081) was paid to
Witham and Associates, LLC.
iit. Three hundred forty four thousand, seven hundred and twenty-three U.S.
Dollars and fifty-six Cents ($344,723.56) was paid to ISABELLA.

g. Paragraph fourteen ¢ (14c) of the CONSENT ORDER states that "APPLICANT
shall maintain sufficient and adequate internal controls and supervision of any external
contractor(s) providing services in connection with the insurance transactions of the
APPLICANT, and shall further assume responsibility for the actions of said contractor(s) as they
relate to any performance under the service agreements."

h. CIA has not maintained sufficient and adequate controls and supervision of the
external contractors WITHAM, ISABELLA and Maple Technologies LLC (hereinafter referred
to as “MAPLE”). This finding is supported by the following;

i. In 2005, 2006 and 2007, CIA had agreements or arrangements with
WITHAM and ISABELLA that were not approved by the Office or the Subscribers’ Advisory

Committee;
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ii. Fees and expenses paid by CIA under these agreements since its inception
were generally not supported by invoices or receipts disclosing the services provided to CIA in
return for these payments. In several instances, payments were made with no invoices;

ili. After the effective date and after the funds had been paid for over two
years, in January 2008, CIA first secured a signed agreement with ISABELLA. The ISABELLA
agreement states that it was executed on February 25, 2007, but had an effective date of May 20,
2005;

iv. According to correspondence supplied by CIA, in early January 2008,
Mark Witham, without the approval of the Subscribers’ Advisory Committee nor the President of
CIA, added Joe Cappuccio as an authorized signatory to CIA’s operating account;

v. OnJanuary 11, 2008, Mark Witham and Joe Cappuccio withdrew funds in
the amount of forty thousand U.S. Dollars ($40,000) which was paid to ISABELLA without
prior approval of the Subscribers’ Advisory Committee or the President of CIA;

vi. According to correspondence from Mark Witham, the withdrawal and the
corresponding fee charges were made in accordance to an agreement between ISABELLA and
CIA, that was not approved by CIA’s president or the Subscribers’ Advisory Committee, and

vii. The policy administration system installed by MAPLE has never been
fully operational and CIA states that it plans to replace the entire system in the near future.
5. Based on the findings detailed above, CIA is in violation of the CONSENT ORDER.
6. CIA is currently retaining risks in an amount exceeding ten percent (10%) of its surplus
to policyholders in violation of Section 624.609, Florida Statutes.
7. As of June 30, 2009, CIA’s reported policyholder surplus was six hundred fifty-two

thousand, five hundred and sixty-eight U.S. Dollars ($652,568). This amount includes four
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hundred sixty-nine thousand, eight hundred and eighty-one U.S. Dollars ($469,881) in fees and
expenses which were returned to CIA on behalf of Mark Witham, the current co-owner and
Secretary for AIF, at the request of the OFFICE. The aforementioned fees and expenses were
paid during 2006 — 2009 under affiliated agreements which had not been submitted for prior
approval by the OFFICE in violation of Rule 690-143.047, Florida Administrative Code.

8. Contrary to representations made to the OFFICE, the returned funds were obtained
through a secured promissory note issued to Genesis 7 Capital Management, LLC (hereinafter
referred to as “GENESIS”), in which the satisfaction of the note was secured by the total diluted
issued and outstanding membership interest in AIF. The secured promissory note which
hypothecates the membership interest of AIF contains provisions which require the approval of
the pledgor, GENESIS, prior to CIA entering into certain transactions which constitutes
“control” as defined by Rule 690-143.045, Florida Administrative Code. This “control” has
been granted to GENESIS is in violation of Section 628.461, Florida Statutes.

9. Section 629.071, Florida Statutes, requires that reciprocal insurers maintain a minimum
policyholder surplus of no less than two hundred and fifty thousand U.S. Dollars ($250,000).
Without the inclusion of the funds secured by the aforementioned promissory note, CIA would
be in an impaired state, with only one hundred eighty-two thousand, six hundred and eighty-
seven U.S. Dollars ($182,687) in policyholder surplus as of June 30, 2009.

10. Because of CIA’s violation of Consent Order 85640-06-CO, Sections 624.609 and
628.461, Florida Statutes and Rule 690-143.047, Florida Administrative Code, CIA “is using
such methods and practices in the conduct of its business as to render its further transaction of

insurance in this state hazardous or injurious to its policyholders or to the public.”, and has
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violated a lawful order and Rule of the OFFICE and provisions of the insurance code in violation

of Sections 624.418(1)(b) and 624.418(2)(a), Florida Statutes.

11.

For these reasons, in accordance with Section 624.421, Florida Statutes, CIA’s

certificate of authority is suspended from the date of the execution of this Order for a period of

thirty (30) days.

624.421 Duration of suspension; insurer's obligations during suspension period;

reinstatement.—

(1) Suspension of an insurer's certificate of authority shall be for:

(a) A fixed period of time not to exceed 2 years; or

(b) Until the occurrence of a specific event necessary for remedying the reasons for suspension.

Such suspension may be modified, rescinded, or reversed.

(2) During the period of suspension, the insurer shall file with the OFFICE all documents and
information and pay all license fees and taxes as required under this code as if the certificate had continued
in full force.

(3) If the suspension of the certificate of authority is for a fixed period of time and the certificate
of authority has not been otherwise terminated, upon expiration of the suspension period the insurer's
certificate of authority shall be reinstated unless the OFFICE finds that the insurer is not in compliance with
the requirements of this code. The OFFICE shall promptly notify the insurer of such reinstatement, and the
insurer shall not consider its certificate of authority reinstated until so notified by the OFFICE. If not
reinstated, the certificate of authority shall be deemed to have expired as of the end of the suspension
period or upon failure of the insurer to continue the certificate during the suspension period in accordance
with subsection (2), whichever event first occurs.

(4) If the suspension of the certificate of authority was until the occurrence of a specific event or
events and the certificate of authority has not been otherwise terminated, upon the presentation of evidence
satisfactory to the OFFICE that the specific event or events have occurred, the insurer's certificate of
aufhority shall be reinstated unless the OFFICE finds that the insurer is otherwise not in compliance with

the requirements of this code. The OFFICE shall promptly notify the insurer of such reinstatement, and the
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insurer shall not consider its certificate of authority reinstated until so notified by the OFFICE. If
satisfactory evidence as to the occurrence of the specific event or events has not been presented to the
OFFICE within 2 years of the date of such suspension, the certificate of authority shall be deemed to have
expired as of 2 years from the date of suspension or upon failure of the insurer to continue the certificate
during the suspension period in accordance with subsection (2), whichever first occurs.

(5) Upon reinstatement of the insurer's certificate of authority, the authority of its agents in this
state to represent the insurer shall likewise reinstate. The OFFICE shall promptly notify the insurer of such

reinstatement.

12. Pursuant to Section 624.421(2), Florida Statutes, during this period of suspension, CIA
shall file with the OFFICE all documents and information and pay all license fees and taxes as

required under this code as if the certificate has continued in full force.

DONE and ORDERED this | 1 day of AM 2009.

. /"’

” /// ?// t:;:"

Kevm M Mchrty, Commxssmnejr’
Office of Insurance Regulation
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NOTICE OF RIGHTS

Pursuant to Sections 120.569 and 120.57, Florida Statutes and Rule Chapter 28-106, Florida
Administrative Code (F.A.C.), you may have a right to request a proceeding to contest this action by the
Office of Insurance Regulation (hereinafter the “Office”). You may request a proceeding by filing a
Petition. Your Petition for a proceeding must be in writing and must be filed with the General Counsel
acting as the Agency Clerk, Office of Insurance Regulation. If served by U.S. Mail the Petition should be
addressed to the Florida Office of Insurance Regulation at 612 Larson Building, Tallahassee, Florida
32399-4206. If Express Mail or hand-delivery is utilized, the Petition should be delivered to 612 Larson
Building, 200 East Gaines Street, Tallahassee, Florida 32399-0300. The written Petition must be received
by, and filed in the Office no later than 5:00 p.m. on the twenty-first (21) day after your receipt of this
notice. Unless your Petition challenging this action is received by the Office within twenty-one (21) days
from the date of the receipt of this notice, the right to a proceeding shall be deemed waived. Mailing the
response on the twenty-first day will not preserve your right to a hearing.

If a proceeding is requested and there is no dispute of material fact the provisions of Section 120.57(2),
Florida Statutes may apply. In this regard you may submit oral or written evidence in opposition to the
action taken by this agency or a written statement challenging the grounds upon which the agency has
relied. While a hearing is normally not required in the absence of a dispute of fact, if you feel that a
hearing is necessary one may be conducted in Tallahassee, Florida or by telephonic conference call upon
your request.

If you dispute material facts which are the basis for this agency's action you may request a formal
adversarial proceeding pursuant to Sections 120.569 and 120.57(1), Florida Statutes. If you request this
type of proceeding, the request must comply with all of the requirements of Rule Chapter 28-106.2015,
F.A.C., including but not limited to:

a) A statement requesting an administrative hearing identifying those material facts that are in
dispute. If there are none, the petition must so state; and

b) A statement of when the respondent received notice of the agency’s action.
These proceedings are held before a State Administrative Law Judge of the Division of Administrative
Hearings. Unless the majority of witnesses are located elsewhere, the Office will request that the hearing
be conducted in Tallahassee.
In some instances, you may have additional statutory rights than the ones described herein.
Failure to follow the procedure outlined with regard to your response to this notice may result in the

request being denied. Any request for administrative proceeding received prior to the date of this notice
shall be deemed abandoned unless timely renewed in compliance with the guidelines as set out above.
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COPIES FURNISHED TO:

Larry Haynes, President
Commercial Insurance Alliance
9309 Old Kings Rd S., Suite 3
Jacksonville, F1 32257

Mark B. Witham, Secretary
Commercial Insurance Alliance
9309 Old Kings Rd S., Suite 3
Jacksonville, F1 32257

Robin Westcott, Director
P&C Financial Oversight
200 East Gaines Street
Tallahassee, FL 32399-0329

Wenceslao Berges Troncoso, Assistant General Counsel
Office of Insurance Regulation

Legal Services Office

200 East Gaines Street

Tallahassee, FL 32399-0333
Wenceslao.Troncoso@floir.com

(850)-413-4174
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" Dockets® by T
OFFICE OF INSURANCE REGULATION ot oo A5

KEVIN M, MCCARTY
COMMISSIONER

IN THE MATTER OF: CASE NO.: 85640-06-CO

COMMERCIAL INSURANCE ALLIANCE, A
RECIPROCAL INSURANCE COMPANY
An-Assessable Reciprocal

CONSENT ORDE,
THIS CAUSE came on for consideration upon the filing with the OFFICE OF
INSURANCE REGULATION (hereinafter referred to as “OFFICE™) by
COMMERCIAL INSURANCE ALLIANCE, A RECIPROCAL INSURANCE

COMPANY (hercinafter referred to as "APPLICANT"), of an application for the
issuance of a Certificate of Authority to APPLICANT as an authorized domestic
asscssable reciprocal insurer, pursuant to Chapter 629, Florida Statutes, to write

Commercial Multi Peril (0050), Inland Marine (0090), Commercial Auto Liability

(0194), Commercial Auto Physical Damage (0212), and Surety (0240) insurance in this
state. Following a complete review of the entire record, ahd upon consideration thereof,
and being otherwise fully advised in the premises, the OFFICE hereby finds, as follows:

1. The OFFICE has jurisdiction over the subject matter and of the parties

herein.

EXHIBIT

A

N




2. APPLICANT is an unincorporated aggregation of subscribers who will
be operating individually and collectively through an attorney in fact to provide
Commercial Multi Peril, Inland Marine, Commercial Auto No Fault, Commercial Auto
Liability, Commercial Auto Physical Damage, and Surety insurance among themselves.
APPLICANT’s attorney in fact, BRIARWOOD MANAGEMENT LLC (hereinafter
referred to as “AIF”), is a Florida limited liability company which is owned twenty
percent (20%) by Larry Eugene Haynes and eighty percent (80%) by The Comerstone
Group Florida LLC (hereinafier referred to as “Comerstone”), a Florida limited liability
company which in turn, is owned one hundred percent (100%) by W. C. Holdings, LLC,
a Florida limited liability company, which is owned one hundred percent (100%) by
Mark B. Witham, an individual who_is also an officer and director of AIF. |

3. APPLICANT has represented and disclosed in its application for a
certificate of authority (hereinafter referred to as “Application”) the members of the
advisory commitiee who will supervise the finances and operation of APPLICANT in
conformity with the Subscribers’ Agreement, Powers of the Subscribers® Advisory
Committee, and the Attomney In Fact Agreement (hereinafier referred to as “AlF
Agreement”) pursuant to Sections 629,081 and 629,201, Florida Statutes.

4. APPLICANT has represented and disclosed in the Application the names
and addresses of the original twenty-five (25) subscribc;'s required for the purpose of
making application for a Certificate of Authority 1o transact insurance pursuant to Section
629.081, Florida Statutes,

5. Except as disclosed in the Application, APPLICANT and AIF have made

material representations that none of AIF's officers and directors, and none of the
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officers and/or members of APPLICANTs advisory committee, have been found guilty

of, or have pleaded guilty or nolo contendere to, a felony or a misdemeanor other than a

- minor traffic violation, without regard to whether a judgment of conviction was entered

by the court.

6. APPLICANT and AIF have further represented that they have submitted
to the OFFICE compiete information on cac'h of the above-referenced individuals and
that if material information has not been provided to the OFFICE, any such individual(s)
shall be removed within thirty (30) days of receipt of notification from the OFFICE.

7. APPLICANT and AIF agree that upon receipt of such notification from
the OFFICE, pursuant to paragraph six (6) above, if APPLICANT or AIF does not
timely take the required corrective action, such failure to act would constitute an
immediate danger to the public and the OFFICE may immediately suspend or revoke the
Certificate of Authority of APPLICANT without further proceedings, pursuant to
Sections 120.569(2) (n) and 120.60(6), Florida Statutes.

8. APPLICANT and AIF affirm that all explanations, representations, and
documents provided to the OFFICE in connection with APPLICANT’s application for
the issvance of # Certificate of Authority, including all attachments and supplements
thereto, are material to the issuance of this Comsent Order and fully describe all
transactions, agreements, and understandings regarding the formation and operation of
APPLICANT.

9. APPLICANT and AIF have filed, and the OFFICE has relied upon the
representations in the Plan of Operation and supporting documents and subsequent

amendments that APPLICANT and AIF have submitied with the Application. Prior
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written approval must be secured from the OFFICE prior to any material deviation from

said Plan of Operation,

10.  APPLICANT and AIF have represented that APPLICANT will be
issuing assessable policies and that, in addition to the insurance premium for the policies,
cach subscriber will be required to make a surplus contribution in an amount equal to ten
percent (10%) of the subscriber’s policy premium for the first full three years, which

amount is payable on the effective date of the inception of each new policy period.

APPLICANT and AIF have represented that the foregoing surplus contribution will be .

deposited by AIF as policyholder surplus of APPLICANT, and such surplus shall be for
the benefit and protection of all subscribers. Retumn of said surplus contribution is
subject to the conditions set forth in the Subscribers’ Agreement,

1. APPLICANT and AIF have further represented that its initial capital will
be one million five hundred thousand U.S. dollars ($1,500,000) in unencumbered cash
which will be funded by AIF in exchange for a surplus debenture for the same amount to
be issued by APPLICANT in favor of AIF. APPLICANT and AIF have represented
that subsequently, the surplus debenture will be assigned by AIF to Comerstone.
APPLICANT and AIF materially represent that such assignment of said surplus
debenture to Cornerstone will not create any negative impact to APPLICANT’s financial
stability or prejudice the interest of its subscribers/policyholders, Notwithstanding the
terms and conditions of the surplus debenture, pursuant to Section 629.161, Florida
Statutes, withdrawal or repayment of said surplus debenture shall only be made from
APPLICANT’s realized eamcd surplus in exéess of its minimum required surplus and
only after the prior written approval of the OFFICE.
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12.  Final approval and issuance of APPL!CANT’; Certificate of Authority
shall be granted in writing by the OFFICE at such time as the OFFICE is satisfied that
APPLICANT has complied with all provisions of this Consent Order and the OFFICE
has received the following documents within ten (10) days of the execution of this
Consent Order, provided, however, the OFFICE is satisfied that the documents meet the
requisite statutory and rule requirements:

a.) Proof of a seven hundred fifty thousand U.S. dollar ($750,000)
deposit placed with the Bureau of Collateral Management, as required by Section
6254.41 1, Florida Statutes;

| b)  Proof of deposit of one million five hundred thousand U.S. dollars
(51,500,000, including the deposit stated in paragraph twelve (12) (a) above, in
APPLICANT’s account representing its initial capital funding, along with a written
certification from the bank, signed by an officer of the bank, that such deposit, has not
been pledged as collateral or otherwise encumbered and that no such encumbrance or
agreement to encumber exists;

c.)  Copy of the fully executed AIF Agreement;

d)  Copy of the fully executed surplus debenture as stated in paragraph
cleven (11) above;

¢)  Copy of the $100,000 attomey’s bond as required by Section
629.121, Florida Statutes;

f) ‘Anti~fraud plan that will comply with Section 626.9891, Florida

Statutes;
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g)  Copy of specimen marketing and solicitation materials, including

full disclosure regarding subscribers’ contingent several liability, contingent assessment
liability, and the time limit for assessments as per Sections 629.101, 629.21 1(2) and (3),
and 629.241, Florida Statutes;

h)  Copy of executed reinsurance agreements or cover notes that
represent the reinsurance proposel submitted in the Application;

i)  Completed and executed NAIC Company Code Application and
subsequent NAIC Company Code assignment; |

i) The Federal Employers Identification Number (FEIN);

k)  An Application for License to Conduct Business in the State of
Florida (Form DJ4-911) executed by the Chairman of the subscribers’ advisory
committee; and

L) Executed copies of all other agreements, if any, relating to the
operations and management of APPLICANT.

13.  APPLICANT and AIF acknowledge and agree that, if the OFFICE
determines that the documentation specified in paragraph twelve (12) above is not
submitted as required, is incomplete, or does not meet the requisite statutory or rule
requirements, the OFFICE has the right not to issue, for cause, a Certificate of Authority,

14.  If the OFFICE issues the Certificate of Authority to APPLICANT,
APPLICANT shall further comply with the following:

8)  APPLICANT shall comply with the requirements of Section
624.424, Florida Statutes, including, but not limited to, the filing of the annual statement,

quarterly statements, and the annual independent audited financial report.
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b.)  APPLICANT shall maintain its principal place of business in

Florida and shall make available to the OFFICE complete records of its affairs.

APPLICANT shall also maintain its office, records, and assets in Florida pursuant to
Section 628.271, Florida Statutes, The physical form, if any, of the assets shall also be
maintained in Florida, or in compliance with Section 628.511, Florida Statutes,
¢)  APPLICANT shall maintain sufficient and adequate internal
oox;uols and supervision of eny external contractor(s) providing services in connection
with the insurance transactions of APPLICANT, and shall further assame responsibility
for the actions of said contractor(s) as they relate to any performance under the service
A agreernénts.
d)  APPLICANT shall not pay dividends without the prior written
approval by the OFFICE.
e)  APPLICANT and AIF shall not make any material change to the
AIF Agreement, Subscribers” Agreement, and the Powers of the Subscribers’ Advisory
" Committee, without the prior writien approval of the OFFICE.

f) APPLICANT shall maintain & deposit of no less than seven
hundred fifty thousand U.S. dollars ($750,000) with the Bureau of Collateral
Management, pursuan to Section 624.411, Florida Statutes.

g.) APPLICANT shall not transact business untii APPLICANT's
forms and rates have been approved in writing by the OFFICE.

h)  Any arrangement or agreement with an affiliated party for the
provision of administrative services shall be evidenced by a written contract. Any such

contract shall comply with the following requirements:
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(1)  APPLICANT must have the right to terminate the contract

for cause;

(2)  The contract shall contain a provision with respect to the
underwriting or other standards pertaining to the business underwritten by APPLICANT;

(3)  The contract shall be retained as part of the official records
of both the affiliate and APPLICANT for the term of the contract and five (5) years
afterward,

(4)  Payment to the affiliate of any premiums or charges for
insurance by or on behalf of the insured shall be deemed to have been received by
APPLICANT, and return premiums or claims payments forwarded by APPLICANT to
the affiliate shall not be deemed to have been paid to the insured or claimant until such
payments are received by the insured or claimant; '

(5)  The affiliate shall hold all funds collected on behalf of or
for APPLICANT as well as all return premiums received from APPLICANT in a
fiduciary capacity in trust accounts;

(6)  The affiliate shall adhere to underwriting standards, rules,

procedures and manuals sciting forth the rates 1o be charged, and the conditions for the

acceptance or rejection of risks as determined by APPLICANT;

(7) Al fees and charges must be specified in the contract and
they must be comparable to fees charged to any other insurer for which similar contracted
services are provided by the affiliate; or, if the affiliate does not perform such services for

other insurers, the fees charged 'must be reasonable in relation to the services provided;
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(8)  All claims paid by the affiliate from funds collected on
behalf of APPLICANT shall be paid only on drafts of, and as authorized by,

APPLICANT;

(9  APPLICANT shall retain the right of continuing access to

books and records maintained by the affiliate sufficient to permit APPLICANT to fulfill
all .of its contractua] obligations to insured persons, subject to any restrictions in the
written agreement between APPLICANT and the affiliate on the proprietary rights of the
parties in such books and records;

(10) The affiliate shall provide written notice approved by
APPLICANT to insured individuals advising them of the identity of, and relationship
among, the affiliate, the policyholder, and APPLICANT; and

(11)  Any policies, ccrﬁﬁcatcs, booklets, termination notices, or
other written communications delivered by APPLICANT to the affiliate for delivery to
its policyholders shall be delivered by the affiliate promptly after receipt of instructions
from APPLICANT to deliver them.

i) Effective January 1, 2007, APPLICANT shall not exceed a
writing ratio of gross premium written to policyholder surplus of 6 to 1, and a net
premium written to policyholder surplus of 3.5 to 1, except as otherwise approved ‘in
writing by the OFFICE.

15. Al future administrative service conmcts; management contracts and
contracts between APPLICANT and any affiliated or related entities shall be submitted

to the OFFICE for approval prior to the execution and/or consummation or amendment

of such contracts,
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16.  APPLICANT and AIF shall take the necessary steps to cffectuate

membership of APPLICANT in the associations and/or funds, as required by the
following statutes, and to comply with the conditions contained in such entities’ Plan of
- Operation. Further, APPLICANT agrees to pay any and all assessments levied by such
entities and/or appliceble laws. APPLICANT and ATF acknowledge full responsibility
for determining the associations and/or funds APPLICANT is required to join pursuant
to, but not limited to, Sections 215.555, 627.311(4), 627.351(1), 627.351(4), 627.351(6),
627.3515, 627.6488, 631,55, 631.715, and 631.911, Florida Statutes. APPLICANT
further acknowledges its statutory obligations pursuant to, but not limited to, the
aforementioned statutes and APPLICANT and/or AIF will regularly monitor the various
associations and/or funds that APPLICANT is required to join as determined by thé lines
of business on the Certificate of Authority of APPLICANT, Further, APPLICANT and
AIF shall, based upon the lines of business on the APPLICANT’s Certificate of
Authority, continually monitor and comply with statutory requirements regarding
APPLICANT’s membership in the associations and funds which are identified herein or

which may be established in the future.
17. APPLICANT shall submit to the OFFICE, no less than annually, all

required filings, pursuaot to Section 627,0645, Florida Statutes, and Rule 690-170.007,
Florida Administrative Code.

18.  Executive Order 13224, signed by President George W. Bush on
September 23, 2001, blocks the assets of terrorist and terrorist support organizations
identified by the Office of Foreign Assets Control of the Treasury Department. The

Executive Order also prohibits any transactions by U.S. persons involved in the blocked
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assets and interests. The list of identified terrorists and terrorist support organizations is
periodically updated at the Treasury Department's website, www.treas.gov/ofac.
APPLICANT and AIF shall maintain and adhere to procedures necessary to detect and
prevent prohibited transactions with individuals and entities which have been identified at
the Office of Foreign Assets Control website of the Treasury Department.

19.  If the OFFICE docs not issue APPLICANT a Certificate of Authority
this Consent Order shall no longer be valid.

20.  APPLICANT and AIF agree that, if a Certificate of Authority has been
issued to APPLICANT, failure to adhere to one or more of the terms and conditions
contained herein may result in the revocation of APPLICANT’s Certificate of Authority
in this state in accordance with Sections 120.569(2) {n} and 120.60(6), Florida Statutes.

2.~ APPLICANT shall report to the OFFICE, Bureau of Property &
Casualty Financial Ove;sight, any time that it is named as a party defendant in a class
action lawsuit, within fifteen (15) days after the class is certified, and APPLICANT shall
include a copy of the complaint At the time it reports the class action lawsuit to the
OFFICE. |

22.  The OFFICE, APPLICANT; and AIF expressly waive a hearing in this
matter, the making of Findings of Fact and Conclusions of Law by the OFFICE, and all
ﬁ&thcr and other proceedings herein to which the parties may be entitled by law or rules
of the OFFICE. APPLICANT and AIF hereby knowingly and voluntarily waive all
rights 10 challenge or to contest this order, in any forum now available to it, including the
right to any administrative proceeding, circuit or federal court action, or any appeal.

23.  Each party to this action shall bear its own costs and fees.
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24.  APPLICANT and AIF further affirm that all representations and

requirements set forth herein are material to the issuance pf this Consent Order.

25.  The parties agree that this Consent Order shall be deemed to be executed
when the OFFICE has executed a copy of this Consent Order bearing the signature of
APPLICANT or its authorized representative, and AIF or its authorized representative,
notwithstanding the fact that the copy may have been transmitted to the OFFICE
clcwbnically. Further, APPLICANT and AIF agree that their signatures as affixed to
this Consent Order shall be under the seal of a notary public,

WHEREFQORE, the agreement between COMMERCIAL INSURANCE
ALLIANCE, A RECIPROCAL INSURANCE COMPANY, BRIARWOOD
MANAGEMENT LLC, and the OFFICE, the terms and conditions of which are set
forth above, is APPROVED, and the application of COMMERCIAL INSURANCE
ALLIANCE, A RECIPROCAL INSURANCE COMPANY, pursuant to Chapter 629,
Florida Statues, is APPROVED, and upon satisfaction of all said terms and conditions
the Certificate §f Authority will be issued,

FURTHER, all terms and conditions contained herein are hereby ORDERED.

DONE and ORDERED this dayof YNyt

Commissioner
Office of Insurance Regulation
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By execution hereof, Lary E. Haynes, as President of BRIARWOOD
MANAGEMENT LLC, attorney in fact, on behalf of the proposed insurer,
COMMERCIAL INSURANCE ALLIANCE, A RECIPROCAL INSURANCE
COMPANY, consents to entry of this Consent Order, agrees without reservation to all of
the above terms and conditions and shall be bound by all provisions herein. The
undersigned represents that he or she has the authority to bind COMMERCIAL
INSURANCE ALLIANCE, A RECIPROCAL INSURANCE COMPANY, to the
terms and conditions of this Consent Order.

COMMERCIAL INSURANCE ALLIANCE, A
RECIPROCAL INSURANCE COMPANY
‘ﬁ;ﬁ. gé'...._,/ <, A gt
) v .
[Corporate Seal] Print Name: __ [2rTy Eugene Haynes

President, Briarwood Management LIC
Title: Attorney-in-Fact

Date: __ May 3, 2006

STATE OF FLORIDA

COUNTY OF ___IXY/VAL

3rd
The foregoing instrument was acknowledge before me this___dayof __ May | 2006

by Larry Eugene Haynes as Attorney-in-Fact
(Name of Person) (Type of Authority - e.g. officer, trustee, attorney in fact)

for Cammercial Insurance Alliance, a reciprocal insurance company.

Lolalen Ol

(Signantre of the Notary)

(Company Name)

N -??a(’nonf, Olver

(Print, Type or Stamp Commissioned Name of Notary)

Personally Known _X  OR Produced Identification
Type of Identification Produced
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By execution hereof, BRIARWOOD MANAGEMENT LLC consents to entry
of this Consent Order, agrees without reservation to all of the above terms and conditions
and shall be bound by all provisions herein. The undersigned represents that he or she
has the authority to bind BRIARWOOD MANAGEMENT LLC to the terms and

conditions of this Consent Order.
BRIARWOOD MANAGEMENT LI.C
Bd a""“g ; Oy -M/
. f
(Corporate Seal) Print Name: _ Larry Eugene Haynes

Title: President

Date: __May 3, 2006

STATE OF FLORIDA

COUNTY OF __ DUVAL

The foregaing instrument was acknowledge before me this 313day of May , 2006

by Larry Eugene Haynes as Pregident
(Name of Person) (Type of Authority - ¢.g. officer, trustee, attomney in fact)

! for Briarwood Management LIC .

' (Signature of the Notary)

{Company Neme)

N "R cdene Oliver

(Print, Type or Stamp Commissioned Name of Notary)

Personally Known X OR Produced Identification
Type of ldentification Produced
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COPIES FURNISHED TO:

EDWARD W. BUTTNER 1V, CHAIRMAN

Subscribers' Advisory Committee )
Commercial Insurance Alliance, a Reciprocal Insurance Company
7800 Belfort Parkway, Svite 165

Jacksonville, Florida 32256 :

LARRY E. HAYNES, PRESIDENT
Briarwood Management LLC
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Tallahassee, Florida

January 29, 2009

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, 2007,
of the financial condition and corporate affairs of:

COMMERCIAL INSURANCE ALLIANCE,
A RECIPROCAL INSURANCE COMPANY
9309 OLD KINGS ROAD SOUTH
JACKSONVILLE, FLORIDA 32257

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



SCOPE OF EXAMINATION

This examinatioh covered the period of January 1, 2007, through December 31, 2007. This was
the first examination of the Company by representatives of the Florida Office of Insurance
Regulation (Office). This examination commenced, with planning at the Office, on November 17,
2008, to November 20, 2008. The fieldwork commenced on December 1, 2008, and was

concluded as of January 29, 2009.

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. The Company'’s size and its very limited control
environment were taken into consideration as regards the NAIC risk-focused surveillance
examination approach. It was determined that a comprehensive assessment of the Company’s
corporate governance, internal controls and risk management environment would not be an
effective use of examination resources. Therefore, a modified risk focused surveillance approach
was utilized. A reduced evaluation of the Company’s enterprise risk management structure and

control environment was performed.

In this examination, emphasis was directed to the quality, value and integrity of the statement of
assets and the determination of liabilities, as those balances indicate the financial solvency of the
Company as of December 31, 2007. Transactions subsequent to year-end 2007 were reviewed

where relevant and deemed significant to the Company'’s financial condition.



The examination included a review of the reciprocal’s records and other selected records deemed
pertinent to the Company’s operations and practices. In addition, the NAIC IRIS ratio reports, the
Company's independent audit reports and certain work papers prepared by the Company's
independent certified public accountant (CPA) and other reports as considered necessary were

reviewed and utilized where applicable within the scope of this examination.

This report of examination was confined to financial statements and comments on matters that
involved 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:

Other invested assets

Other expenses

Taxes, licenses and fees
Funds held by Company under reinsurance treaties

Status of Adverse Findings from Prior Examination

This was the first examination performed on the Company.

HISTORY
General
Commercial Insurance Alliance (Company) was licensed on May 4, 2008, by the Florida Office of
Insurance Regulation (Office) for the purposes of exchanging contracts of indemnity or insurance
with individuals, partnerships, corporations and other entities through the facilities of an attorney-

in-fact pursuant to Chapter 629, Fiorida Statute, et al.
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The Company was formed to provide commercial property, liability and surety coverage to
businesses operating in Florida. The Company is an assessable, unincorporated aggregation of

subscribers authorized to issue insurance policies under Florida insurance statutes.

Briarwood Management LLC (AIF), a special purpose Florida limited liability company, serves as
the Company’s attorney-in-fact and operates as the management company of the Company
pursuant to a formal agreement entered into as of May 3, 2006. Management is vested with the
powers and authority to exchange insurance contracts among the Company’s subscribers and to

manage and conduct the business of the Company.

The AIF is a Florida limited liability company which is owned twenty percent (20%) by Larry
Haynes and eighty percent (80%) ultimately by Mark Witham. These two principals of Briarwood
are members of the Subscribers’ Advisory Committee of the Company and Mark Witham is

Secretary and Larry Haynes is President of the Company.

During 2006, Briarwood contributed $1.5 million to the Company in exchange for a surplus note
and then assigned rights in the surplus note to Cornerstone Group Florida, LLC (Cornerstone).
Cornerstone is a Florida domiciled limited liability company. The ultimate controlling person of
Cornerstone, as stated by the Company, is Mark Witham and he serves as the President of

Cornerstone.

The Company was party to Consent Order 85640-06-CO filed May 4, 2006, with the Office
regarding the application for the issuance of a Certificate of Authority. The Company failed to

comply with several provisions of this consent order as described in the following paragraphs.



Consent Order 85640-06-CO Section 14(h) (7) states:

“If the OFFICE issues the Certificate of Authority to APPLICANT, APPLICANT shall
further comply with the following:

h.)

Any arrangement or agreement with an affiliated party for the provision of

administrative services shall be evidenced by a written contract. Any such contract shall
comply with the following requirements.

(7) All fees and charges must be specified in the contract and they must be comparable
to fees charged to any other insurer for which similar contracted services are provided
by the affiliate; or, if the affiliate does not perform such services for other insurers, the
fees charged must be reasonable in relation to the services provided;

The Company had two arrangements or agreements with affiliated parties for the provision of

administrative services that were not evidenced by a written contract during a substantial period

in which the Company was making payments.

Consulting arrangement with Mark Witham, who serves as the Company Secretary
and/or Witham & Associates since the Company’s formation:

No disclosure of this arrangement has been filed with the Office and because it was
a verbal agreement, no filings with the Office were made. Payments under this
arrangement started at the Company'’s inception.

Consulting arrangement with Isabelia Holdings (Isabella):

It was disclosed by the Company that Joe Cappuccio is the President of Isabella.
The Company reported that Mr. Cappuccio is also the business partner of and legal
counsel to Mr. Witham, making Isabeila a related party under SSAP 25.

Documentation indicated that, after repeated requests by the Company, a copy of a
written consulting agreement with Isabella was provided to the Company President
on January 11, 2008. The agreement states that it was made February 25, 2007,
with an effective date of May 20, 2005. The agreement is signed by Mr. Witham for
the Company and Mr. Cappuccio for Isabella. This agreement has never been filed
with the Office.

The examiners reviewed the Company’s general expense payments and noted that funds have

been paid by the Company to these entities for consulting services in relation to these

consulting arrangements. The fees and expenses that were paid by the Company since its

inception were generally not supported by invoices or receipts disclosing the services provided

the Company in return for the payments. In several instances, payments were made without



any invoices.

Payments made under these arrangements were as follows:

Payments made to Mark Witham and/or Witham & Associates from 2006 to January
20, 2009:

e $21,239 was paid to Mark Witham directly
¢ $100,081 was paid to Witham & Associates

Payments totaling $344,723.56 have been paid to Isabella from 2006 to January 20,
2009.

Consent Order 85640-06-CO, Section 14c states

"APPLICANT shall maintain sufficient and adequate internal controls and supervision of
any external contractor(s) providing services in connection with the insurance
transactions of the APPLICANT, and shall further assume responsibility for the actions of
said contractor(s) as they relate to any performance under the service agreements.”

The Company does not maintain sufficient and adequate controls and supervision of the
external contractors (Mark Witham, Witham and Associates, Isabella Holdings LLC, and Maple

Technologies LLC). This was evidenced by issues such as:

e In 2005, 2006 and 2007, the Company had agreements or arrangements with
Mark Witham and Witham and Associates and Isabella that were not approved
by the Office or the Subscribers’ Advisory Committee.

» Fees and expenses paid by the Company under these agreements since its
inception were generally not supported by invoices or receipts disclosing the
services provided the Company in return for the payments. In several instances,
payments were made with no invoices.

e After the effective date and after funds had been paid for over two years, in
January 2008, the Company first received a signed agreement with Isabella. The
Isabella agreement states that the agreement was made February 25, 2007, with
an effective date of May 20, 2005.

* According to correspondence supplied by the Company, in early January 2008,
Mark Witham, without approval from the Subscribers’ Advisory Committee and
the President of the Company, added Joe Cappuccio as an authorized signatory
in regards to the Company’s operating account at a bank.
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e On January 11, 2008, Mark Wtham and Joe Cappuccio withdrew money out the
Company by wiring $40,000 to Isabella without approval from the Subscribers’
Advisory Committee or the President of the Company.

e According to correspondence from Mark Witham, the fee charges for the
withdrawal and the withdrawal itself were made under an agreement between
Isabella and the Company that was not approved by the Company’s President or
the Subscribers’ Advisory Committee.

* The policy administration system installed by Maple Technologies LLC has never
been fully operational and the Company states that it plans to replace the entire
system in the near future.

Consent Order 85640-06-CO, Sections 8, 12 and 15 of the Consent Order state:

“APPLICANT and AIF affirm that all explanations, representations, and documents
provided to the OFFICE in connection with APPLICANT's application for the issuance of
a Certificate of Authority, including all attachments and supplements thereto, are
material to the issuance of this Consent Order and fully describe all transactions,
agreements, and understandings regarding the formation and operation of APPLICANT.”

Section 12 of the Consent Order goes on to say that final approval is subject to the Office
receiving:

“Executed copies of all other agreements, if any, relating to the operations and
management of APPLICANT.”

In addition, Section 15 of the Consent Order states:
“All future administrative service contracts, management contracts and contracts
between APPLICANT and any affiliated or related entities shall be submitted to the
OFFICE for approval prior to the execution and/or consummation or amendment of such
confracts.”
The Company did not fully describe all transactions, agreements, and understandings regarding
the formation and operation of the Company or file executed agreements during their application
process for a Certificate of Authority with the Office. The Company had two consulting
arrangements in place that were not disclosed to or filed with the Office while applying for a
Certificate of Authority or subsequent to that time:
» Consulting agreement with Mark Witham and/or Witham & Assoéiates since the
Company’s formation
¢  Consulting agreement with Isabella Holdings. As previously discussed, a copy of the

consuiting agreement with Isabella Holdings and CIA was provided by Mr. Witham to
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the Company President on January 11, 2008.

Consent Order 85640-06-CO, Section 15 states:

“All future administrative service contracts, management contracts and contracts between
APPLICANT and any affiliated or related entities shall be submitted to the OFFICE for
approval prior to the execution and/or consummation or amendment of such contracts.”

* Initial Claims Administrative Agreement with Allied Adjusters, Inc.
The Company provided a letter agreement with Allied Adjusters, Inc dated
September 13, 2006, regarding claim service for Commercial Insurance Alliance.
However, the Company did not have a signed agreement and the agreement had not
been submitted to the Office for approval as required by the Consent Order.

* Current Claims Administrative Agreement with Allied American Adjusters Company,
LLC.

The Company provided a Memorandum of Understanding between Allied American
Adjusting Company, LLC and the Company. The Memorandum of Understanding
set forth the guiding principles by which Allied will assist the Company in the
handling of claims. The agreement had not been submitted to the Office for approval
as required by the Consent Order.

The Company was authorized to transact the following insurance coverage in Florida on December

31, 2007:

Commercial Multi Peril

Inland Marine

Commercial Auto Liability
Commercial Auto Physical Damage
Surety

Other Liability

Credit

The Company has not written inland marine and credit insurance within the 2007 calendar year.
Therefore, in accordance with Section 624.430, Florida Statutes, the Company should have
those lines of insurance removed from its Certificate of Authority. Subsequent event: The
Company submitted a plan for writing Insland Marine and Credit business, both active but

previously unwritten lines of business on their Certificate of Authority.

Being organized as a reciprocal, the Company has no articles of incorporation and was subject to

and governed by the provisions of the Subscribers’ Agreement which designated the Attorney-in-
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Fact (AIF). Under the Attorney-in-Fact Agreement, AIF served as the management company of
the Company pursuant to a formal agreement entered into as of May 3, 2006. These agreements
were submitted to the Office and have not been amended during the period covered by this

examination.

Capital Stock
Being organized as a reciprocal, the Company had no capital stock and was owned and controlied

by its subscribers.

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

operation, as reported in the filed annual statements.

2007 2006

Premiums Earned 396,382 14,580
Net Underwriting

Gain/(Loss) (580,765) (415,893)
Net Income (443,606) (467,032)
Total Assets 1,352,739 1,233,315
Total Liabilities 627,637 193,983
Surplus As Regards 725,104 1,039,332
Policyholders

Dividends to Subscribers
The Company has not declared and/or paid dividends or distributions to any of its subscribers

since inception.



Management

In the document entitled “The Powers of the Subscribers’ Advisory Committee” it is stated that

“The Committee shall have a regular meeting once during each calendar quarter to review the
financial statements of the Reciprocal for such quarter and such other matters as the Committee

shall determine”.

Review of the minutes of the Subscribers’ Advisory Committee indicated that the body has held
only two meetings since the formation of the Company. Therefore, it is not in accordance with the
“‘Powers of the Subscribers’ Advisory Committee” document filed with the Florida Office of

Insurance Regulation.

Subscribers’ Advisory Committee Members serving as of December 31, 2007, were:

Advisory Committee Members
Name and Location Principal Occupation

Edward Walter Buttner, IV, Chairman Buttner Hammock & Company, P.A.
Jacksonville, Florida

Larry Eugene Haynes President of the Company
Jacksonville, Fiorida

Theodore Richard Ostrander, Jr. Agent, Lassiter-Ware Insurance
Leesburg, Florida

William Eugene Duff Agent, Page Insurance Agency
Deland, Florida

Mark Brewster Witham Witham and Associates
New York, New York

Frank Hays Furman Jr. Insurance Broker, Frank H. Furman, Inc.
Pompano Beach, Florida

Thomas Andrew Hazel Agent, Greene-Hazel and Associates
Jacksonville, Florida



Dane Clark Griffin Agent, Griffin Insurance Agency
Ocala, Florida

The Company’s senior officers were:;

Senior Officers

Name Title

Larry Eugene Haynes President
Mark Brewster Witham Secretary
Michael Webb Whatley Vice President
Bradley Erik Taman Treasurer

The Company's Subscribers’ Advisory Committee has not designated any internal committees,

including an audit committee.

Section 629.201, Florida Statutes, requires that the Board of Directors shall procure an audit of the
accounts and records of the insurer and of the attorney-in-fact at the expense of the insurer. While
the Subscribers’ Advisory Committee is not expressly subject to that Section, it is a corporate
governance best practice for that committee to act as an oversight and governing body in
accordance with that Section. Also, the Company's “Powers of the Subscribers’ Advisory
Committee” document filed with the Office requires the Subscribers’ Advisory Committee to
procure the audit of the accounts and records of the Company and of the AIF. It further states that
it should recommend to the AIF the selection of independent certified public accountants, and
review the scope and results of the annual independent audit and any internal audit of the
Reciprocal's financial statements. During interviews with Company officers, it was disclosed that
the Company's Subscribers’ Advisory Committee Chairman made the selection of the independent

certified public accountants.
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Conflict of Interest Procedure
The Company has not adopted a policy statement requiring annual disclosure of conflicts of
interest in accordance with the NAIC Financial Condition Examiners Handbook and Section

607.0832(2), Florida Statute.

Corporate Records

The recorded minutes of the Subscribers’ Advisory Committee were reviewed for the period

under examination. Issues noted during that review have been discussed in this report.

Acquisitions, Mergers, Disposals, Dissolutions, and Purchase or Sales Through
Reinsurance

There were no acquisitions, mergers, disposals, dissolutions, or purchases or sales through

reinsurance during the period under examination

Surplus Debentures

The Company, in relation to its initial surplus requirements, has one surplus debenture in the
amount of $1,500,000 issued by the Company to the AIF, then subsequently assigned to the
Cornerstone Group, LLC (Florida). No violations of the surplus note restrictions were noted during

the examination.

AFFILIATED COMPANIES

The Company, being a reciprocal owned by its subscribers, was not a member of an insurance
holding company system as defined by Rule 690-143.045(3), Florida Administrative Code. The

11



AIF is part of a holding company system and also responsible for all management and
administrative services required for the operation of the Company. Therefore, under the
provisions of Statement on Statutory Accounting Principles 25, Paragraph 2 (i), the AIF and its

affiliates were considered related parties to the Company.

The AIF was owned twenty percent (20%) by Larry Haynes and eighty percent (80%) by
Cornerstone Group Florida, LLC (Cornerstone). The ultimate parent and controlling person of

Cornerstone was Mark Witham and he serves as the President of Cornerstone.

The two principals of the AIF were also officers and members of the Subscribers’ Advisory
Committee of the Company. Mark Witham is Secretary and Larry Haynes is President of the
Company.

As indicated earlier in this report, Mark Witham has received consulting fees from the Company.
Also as indicated earlier in this report, payments have been made under a consulting
arrangement with Isabella Holdings (Isabella). Joe Cappuccio, President of Isabella, is also the
business partner of and legal counsel to Mark Witham, making Isabella a related party under

SSAP 25. These arrangements and payments have been discussed previously in this report.

During 2008, the AIF contributed $1.5 million to the Company in exchange for a surplus note and

then assigned rights in the surplus note to Cornerstone.

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

12



Management Agreement

As previously discussed, the Company had an attorney-in-fact agreement in place with Briarwood
Management LLC (AIF) wherein the AIF agreed, in return for management fees, to provide all
necessary and appropriate management services, including the day-to-day administration and
management of the Company’s insurance business which consists of the underwriting of new
business, claims adjustment, appropriate record production and the provision of all senior

management.

Consulting Agreements

As discussed earlier in this report, the Company had two consulting agreements with Isabella and

Witham and Associates.

FIDELITY BOND AND OTHER INSURANCE

The Company stated that it does not have any fidelity insurance coverage. Rule 690-
142.011(11)(b)16, Florida Administrative Code, requires the Company to obtain a fidelity bond
in accordance with and in an amount determined by the method provided in the NAIC Financial
Examiners Handbook. The examiners determined, using that calculation method, the

Company’s minimum bond should be $50,000.

PENSION, STOCK OWNERSHIP AND INSURANCE PLANS

The Company had only one employee, and had no pension, stock ownership or insurance plans.

13



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

Florida Statutes:

Market
STATE Description Vaiue
FL Cash $ 752,883
TOTAL SPECIAL DEPOSITS $ 752883

INSURANCE PRODUCTS AND RELATED PRACTICES

Territory
At December 31, 2007, the Company was authorized to transact insurance only in the State of

Florida.

Insurance Products
The Company has developed and marketed commercial insurance and ancillary products to

Florida based commercial interests.

Treatment of Policyholders

During the examination, the Company stated that it has had inquiries but no complaints since
the formation of the Company and, therefore, no complaint control log has been initiated. The
Company must have in place formalized and documented procedures for handling complaints

against the Company in accordance with Section 626.9541 (1) (j), Florida Statutes.
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REINSURANCE
Assumed

The Company did not assume any reinsurance risk for the period covered by this examination.

Ceded
At December 31, 2007, the Company had two reinsurance contracts in effect which resulted in
the following:

« Covers Company's General Liability written under Commercial Package Policies and
Commercial Auto Liability excess of loss reinsurance for $900,000 xs $100,000 per
occurrence.

e Covers Company’s Commercial Package Policies, Property only, quota share
reinsurance of 80%, subject to a maximum recovery of 50% of gross ceded premium,
but no less than $1,250,000 or greater than $2,500,000 as respects one event. As
respects hurricane events, maximum recovery was 100% of gross ceded premium

subject to a maximum of $4,500,000.

It was determined that the Company did not have a formal contract with its reinsurance broker
as required by Section 626.7492(4), Florida Administrative Code, which states that.." a
transaction between a reinsurance intermediary broker and the insurer it represents in the
capacity of a reinsurance intermediary broker may be entered into only pursuant to a written
authorization specifying the responsibilities of each party."

Subsequent Event:

Prior to completion of this exam, the Company provided the examiners a copy of a contract

enacted between the Company and its reinsurance broker.
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ACCOUNTS AND RECORDS
The Company maintained its principal operational offices in Jacksonville, Florida, where this

examination was conducted.

An independent CPA audited the Company’s statutory basis financial statements for the year 2007,
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. This work was

reviewed and utilized where appropriate by the examiners.

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.

It was determined during examination that general expenses paid in 2008 that were incurred in
2007 were $40,000 above the $62,075 reported by the Company. As a result, this liability has
been increased by that amount with a corresponding adjustment to surplus as regards
policyholders. A substantial amount of the increase in this liability was the result of consultant

fees withdrawn in January of 2008 for bills presented the Company during 2007.

The Company and non-affiliates had the following agreements in effect at December 31, 2007:

Subscribers Agreements
The Company maintained an agreement with each subscriber during the period covered by this
examination. The subscriber or policyholder agreed to pay their premiums, compensate the AIF

for its services and make a one-time surplus contribution to the Company.
16



Claims Agreement

The Company provided the examiners a Memorandum of Understanding between Allied
American Adjusting Company, LLC and the Company. The Memorandum set forth the guiding
principles by which Allied will assist the Company in the handling of claims. The agreement had
not been submitted to the Office for approval as required in the Consent Order. Further details

concerning this agreement have been discussed previously in this report.

FINANCIAL STATEMENTS PER EXAMINATION

The following pages contain financial statements showing the Company’s financial position as of
December 31, 2007, and the results of its operations for the year then ended as determined by this

examination. There was one financial adjustment made as a result of the examination.
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COMMERCIAL INSURANCE ALLIANCE

Cash
imvestment income
due and accrued

Premiums and considerations:

Unodllected premium
Reinsurance:
Amounts Recoverable

Totdls

ASSETS

DECEMBER 31, 2007

Examination
Per Company Adiustments Per Examination
$ 1226057 $ - § 1,226,057
12,062 12,062
108,306 108,306
6,315 6,315
$ 1352740 % - $ 1,352,740
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COMMERCIAL INSURANCE ALLIANCE
LIABILITIES, SURPLUS AND OTHER FUNDS
DECEMBER 31, 2007

Examination Per
Per Company Adjustments  Examination
Losses $ 68000 $ 68,000
Loss adustment expenses 33,600 33,600
Cther expenses 62,075 40,000 102,075
Taxes, licenses and fees 12,412 12412
Uneamed premium 267,835 27,835
Ceded Reinsurance Payable 183,715 183,715
Total Ligbilities $ 627837 $ 40000 $ 667,637

Aggregate write-ins for other than special surplus funds:

Subscriber Surplus Contributions $ 152206 $ 152,206
Surplus Note 1,500,000 1,500,000
Unassigned funds (surplus) (927,102) (40,000) (967,102)
Surplus as regards policyholders $ 725104 (40000) $ 685,104
Total lisbilities, surplus and ather funds $ 1352741 $ 1,352,741
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COMMERCIAL INSURANCE ALLIANCE
STATEMENT OF INCOME

DECEMBER 31, 2007

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
Total other income

Net income before dividends to policyholders and
before federal and foreign income taxes

Net Income, after dividends to policyholders, but
before all other federal and foreign income taxes

Federal and foreign income taxes incurred

Net Income

Capital and Surplus Account

Surplus as regards policyholders, December 31 prior year

Net Income

Change in net deferred income tax

Change in non-admitted assets

Change in surplus notes

Aggregate write-ins for gains and losses in surplus
Change in surplus as regards policyholders for the year
Examination adjustment

Surplus as regards policyholders, December 31 current year
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396,382

56,451
30,127
890,569

977,147

(580,765)

137,082
0

137,082

78

78

(443,606)

(443,606)
0

(443,606)

1,039,332
(443,606)
0

4,581

0

124,796
(314 .229)
(40,000)

685,103




COMMENTS ON FINANCIAL STATEMENTS

Losses and Loss Adjustment Expenses $101,600

The Company’s actuary rendered an opinion that the amounts carried in the balance sheet as of
December 31, 2007, made a reasonable provision for all unpaid loss and loss expense obligations
of the Company under the terms of its policies and agreements. INS Consuitants, Inc. provided
the examination actuary, who reviewed work papers provided by the Company and was in

concurrence with this opinion.

Other Expenses

General expenses paid in 2008 that were incurred in 2007 were found to be $40,000 above the
$62,075 reported by the Company. As a result, this liability has been increased by that amount
with a corresponding adjustment to surplus as regards policyholders. A substantial amount of
the increase in this liability was the result of consultant fees withdrawn in January, 2008, for bills

presented the Company during 2007.

Capital and Surplus
The amount reported by the Company of $725,104, which was adjusted to $685,104, exceeds

the minimum of $250,000 required by Section 624.408, Florida Statutes.

A comparative analysis of changes in surplus follows.
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COMMERCIAL INSURANCE ALLIANCE
COMPARATIVE ANALYSIS OF CHANGES IN SURPLUS
DECEMBER 31, 2007

The following is a reconciliation of Surplus as Regards
Policyholders between that reported by the Company and
as determined by the examination.

Surplus as Regards Policyholders

December 31, 2007, per Annual Statement $725,103
INCREASE
PER PER (DECREASE)

COMPANY EXAM IN SURPLUS
ASSETS:
No Adjustment $ 1,352,739 § 1352739 $ -
LIABILITIES:
Other Expenses $ 627,636 $ 667636 $ (40,000)
Net Change in Surplus: {40,000)

Surplus as Regards Policyholders
December 31, 2007, Per Examination $ 685,103
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SUMMARY OF FINDINGS

Compliance with previous directives

This is the first examination of the Company performed by the Office.

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, 2007.

Subscribers’ Advisory Committee — Meetings

The “Powers of the Subscribers’ Advisory Committee” document requires that the Subscribers’
Advisory Committee meet quarterly. It was determined that the Company has held only two
Subscribers’ Advisory Committee meetings since the formation of the Company. We
recommend the Subscribers’ Advisory Committee have a regular meeting once during
each calendar quarter to review the financial statements of the Reciprocal for such
quarter and such other matters as the Committee shall determine as stated in the

“Powers of the Subscribers’ Advisory Committee” document.

Selection of and Approval of Findings of Independent Auditor

It was determined that the Company was not in compliance with Section 629.201, Florida
Statutes, which requires that the Subscribers’ Advisory Committee shall procure the audit of the
accounts and records of the insurer and of the attorney at the expense of the insurer.
‘We recommend the Company comply with Section 629.201, Florida Statutes, and the

“Powers of the Subscribers’ Advisory Committee” document and have the Advisory
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Committee make recommendations concerning the selection ofthe Company's

independent auditor and formally review their findings.

Consent Order 85640-06-CO Violation - Fees and Charges

The Company had two arrangement or agreements with affiliated parties for the provision of
administrative services that were not evidenced by a written contract which was a violation of
Consent Order 85640-06-CO. We recommend the Company comply with Consent Order
85640-06-CO and require written contracts with all affiliated parties or related parties for
administrative services and, as described in the Consent Order, pay only fees and

charges as reasonable in relation to services rendered as specified in the contract.

Consent Order 85640-06-CO Violation - Controls and Supervision of External Contractors
The Company failed to maintain sufficient and adequate internal controls and supervision of its
external contractors which was a violation of Consent Order 85640-06-CO. We recommend
that the Company comply with Section 14.c of the Consent Order by maintaining

sufficient and adequate controls and supervision of its external contractors.

Consent Order 85640-06-CO Violation - Related Party Administrative or Consulting

Agreements

The Company did not fully describe all transactions, agreements, and understandings regarding the

formation and operation of the Company or file executed agreements during their application

process for a Certificate of Authority with the Office which was a violation of Consent Order 85640-

06-CO. We recommend that the Company comply with Consent Order 85640-06-CO and

fully describe all transactions, agreements, and understandings regarding the formation and

operation of the Company and make the required filings of agreements.
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Consent Order 85640-06-CO Violation - Administrative Agreements

Consent Order 85640-06-CO required that all future administrative service contracts and
management contracts be submitted to the Office for approval prior to the execution and/or
consummation or amendment of such contracts. Since 2006, the Company has had two
agreements with an unrelated third party regarding claims adjustment services. Those
agreements have not been submitted to the Office. We recommend the Company comply
with Section 15 of Consent Order 85640-06-CO and submit the claims administrative
contract to the Office for approval prior to the execution and/or consummation or

amendment of such contracts.

Fidelity Insurance Coverage

The Company does not have fidelity insurance coverage to protect against loss due to
Company officers or employees acting dishonestly in the Company’s name. We recommend
the Company obtain fidelity insurance coverage pursuant to Rule 690-142.011(11) (b) 16,

Florida Administrative Code.

Other Expenses

General expenses paid in 2008 that were incurred in 2007 were found to be $40,000 above the
$62,075 reported by the Company. As a result, the liability for General Expenses has been
increased by that amount. We recommend the Company establish and report an adequate

amount for its other expenses liability.
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Conflict of Interest Procedure

The company has not adopted a policy requiring annual disclosure of conflicts of interest in
accordance with the NAIC Financial Condition Examiners Handbook and Section 607.0832(2),
Florida Statutes. We recommend the company comply with Florida Statutes and NAIC
guidelines and establish a policy requiring annual disclosure statements of any potential

conflict of interest.

Treatment 6f Policyholders

The Company has no established consumer complaint log in violation of Section 626.9541 (1)
(1), Florida Statutes. We recommend that the Company document policies and procedures
for handling complaints against the company in accordance with Section 626.9541 1 0),

Florida Statutes.

SUBSEQUENT EVENTS

During the review of the Company’s general expenses, the examiners noted that funds have
been paid by the Company to various entities for what was termed consulting services. The
examiners determined that, in some cases, the expenses being paid were not just the additional

cost of starting a new company, but some questionable consulting fees and expenses.

As requested by the Office, the examiners have reviewed all amounts paid during 2008 and in
2009 up to the completion date of this examination. Also, we have performed additional review
on related party expenses to determine the full extent of funds being withdrawn from the

Company and the documentation available related to those payments.
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The Company has reported and continues to report, extremely high expenses in relation to its
premium income and claims activity, so the examiners focused on the Company’s payment of
funds to related and unrelated parties to determine if the payments were appropriate and the
agreements covering the payments were in accordance with Consent Order 85640-06-CO.
These agreements or arrangements were not properly disclosed to the Office in accordance
with the Consent Order and, therefore, all of the payments made were not proper. These
payments have been paid since the inception of the Company under unwritten agreements and

continued under an agreement provided to the Company President during 2008.

In addition to the monthly fees being paid by the Company, a substantial amount of travel and
entertainment expenses of these consultants was paid out of Company funds. A detailed
review by the examiners of these payments indicated that proper authorization and
documentation was not filed with the Company regarding these payments. In response {o
examiner questions, a letter dated February 11, 2009, was provided to the examiners from
Briarwood Management LLC (the Attorney-in-Fact) regarding these expenses. Examiner review
of explanations provided in the letter indicated that substantially all of the expenses discussed
should have been the responsibility of Briarwood Management LLC and not paid out of

policyholder funds.

Correspondence was supplied by the Company documenting attempts to obtain proper invoices

and justification of charges.

Mark Witham and Isabella Holdings have agreed to repay all funds withdrawn by them or paid to

them as consulting fees. The Office was notified of this statement.

Also, in a letter dated February 25, 2009, the Office notified the Company that it had failed to

request the Office’s approval prior to entering into affiliated agreements with Mark Witham and
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Witham Associates. Payments were also made to Isabella Holdings which were not
substantiated by the proper documentation of services rendered. The Office further stated that
these agreements should be canceled immediately and no further payments made without the
Office’s prior approval. Additionally, the Company should seek the return of all fees and
expenses incurred by the Company associated with the aforementioned agreements and should
provide evidence of such to the Office no later than Friday, March 6, 2009. Evidence of

repayment on March 6, 2009, was provided to the Office.
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CONCLUSION

The insurance examination practices and procedures as promulgated by the NAIC have been
followed in ascertaining the financial condition of Commercial Insurance Alliance as of

December 31, 2007, consistent with the insurance laws of the State of Florida.

Per examination findings, the Reciprocal’'s Surplus as Regards Policyholders was $685,104, in

compliance with Section 629.071, Florida Statutes.

In addition to the undersigned, Patricia Casey Davis, CFE, CPA; Hails W. Taylor, CFE; and
Donald Gaskill, CFE of INS Regulatory Insurance Services, Inc. participated in the examination.
We also recognize INS Consultants, Inc. and INS Services, Inc.’s participations in this

examination.

Respectfully submitted,

Kethessa Carpenter, CPA
Financial Examiner/Analyst Supervisor
Florida Office of Insurance Regulation
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Affidavit of Stephen J. Szypula
State of Florida

County of Leon

BEFORE ME, the undersigned authority appeared Stephen J. Szypula, who after being
sworn, deposes and says:

1. I, Stephen J. Szypula, am over the age of eighteen (18), sui juris, and I am
competent to testify to and have personal knowledge of the facts contained herein.

2. I, Stephen J. Szypula, currently hold the position of Chief Analyst with the
Property & Casualty Financial Oversight business unit of the Florida OFFICE of
Insurance Regulation (hereinafter referred to as the "OFFICE"). 1 graduated from Utica
College of Syracuse University in 1987 with a Bachelor’s degree in Accounting. I hold
four professional certifications, Certified Financial Examiner (CFE), Senior Professional
in Insurance Regulation (SPIR), Certified Public Manager (CPM), and Certified
Government Financial Manager (CGFM). I have been employed by the OFFICE since
November 1989. My responsibilities include managing the activities regarding the
compliance, operational, and solvency analysis of property and casualty insurers.

3 Commercial Insurance Alliance (hereinafter referred to as “CIA”) is a
Florida reciprocal insurer that was authorized to transact insurance business in the State
of Florida on May 5, 2006.

4, The OFFICE has determined that one or more grounds exist for the

initiation of delinquency proceedings pursuant to Section 631.051, Florida Statutes,
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against CIA. As specified in Section 631.051, Florida Statutes, among the grounds that
allow a petition for the appointment of a receiver include:
a. Is or is about to become Insolvent;

i. The OFFICE has received multiple reports indicating that CIA is not
capable of paying its debts as they become due in the usual course of business.

ii. On November 9, 2010, the OFFICE received a letter (attached as
Exhibit “A” and incorporated by reference) from an attorney David F. Tegeler
stating that his client, Coastal Mechanical Special Projects, LLC had been
awarded a Final Judgment (attached as Exhibit “B” and incorporated by
reference) against CIA, on October 27, 2010, in the amount of sixty seven
thousand, seven hundred twenty one U.S. Dollars and eighty two cents
($67,721.82). Mr. Tegeler further stated that legal counsel representing CIA has
informed him that CIA does not have the assets to pay the aforementioned Final
Judgment.

iii. On January 19, 2011, the OFFICE received an affidavit (attached as
Exhibit “C” and incorporated by reference) from attorney Jacqueline J. Bird
indicating that she represents a client by the name of Mary Hajducek in a personal
injury claim against one of CIA’s insureds. In the affidavit, Ms. Bird stated that
her client entered into a settlement agreement (aftached as Exhibit “D” and
incorporated by reference), on November 12, 2010, to resolve the aforementioned
claim. Ms. Bird further stated that CIA promised to pay her client a settlement of

seventy five thousand U.S. Dollars ($75,000) by December 3, 2010 but as of the
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date of her affidavit, January 12, 2011, no such payment has been received by
herself or her client.

iv. On November 29, 2010, CIA informed the OFFICE that there were
approximately one hundred forty one thousand, four hundred eighteen U.S.
Dollars and ninety five cents ($141,418.95) in loss and loss adjustment expenses
that were due by December 22, 2010 (see attached Exhibits “E” and “F”). On
November 20, 2010 CIA had cash on hand of approximately eight thousand U.S.
Dollars ($8,000) (See attached Exhibit “G™). CIA has on file with the Office a
five hundred thousand U.S. Dollar ($500,000) deposit, which could help facilitate
run-off of the remaining loss and loss adjustment expenses. On August 25, 2010,
CIA submitted to the OFFICE a request for the release of two hundred thousand
U.S. Dollars ($200,000) of the five hundred thousand U.S. Dollar ($500,000)
deposit in order to pay claims. The OFFICE had previously released two
hundred fifty thousand U.S. Dollars ($250,000) of the original seven hundred fifty
thousand U.S. Dollar ($750,000) deposit in order to facilitate the payment of
claims. Upon reviewing the second request, the OFFICE informed CIA that it
needed to raise additional funds so as to make it capable of paying claims in the
normal course of business. CIA has not submitted any documentation to the
OFFICE indicating that it has attempted to raise such additional funds by ordering
an assessment of its subscribers or through other means.

v. The OFFICE is also in receipt of a complaint (herein after referred to
as the “Complaint”, attached as Exhibit “H” and incorporated by reference) filed

by CIA, in The Circuit Court, Fourth Judicial Circuit, In And For Duval County,
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Florida, against The Underwriters Group, Inc., a Florida corporation, Larry J.
Wright, an individual, and First Mountain Bancorp, a Nevada Corporation. In the
Complaint, CIA alleges that First Mountain Bancorp has refused to release funds

that are legally due and payable to CIA. The Complaint further alleges that as a

result of First Mountain Bancorp’s failure to remit said funds, CIA has suffered

from frozen bank accounts and has had judgments entered against it.

Consequently, CIA cannot use the aforementioned funds to pay its debts as they

become due in the normal course of business and as result CIA has alleged in the

Complaint that it could be subjected to paying treble damages and attorney’s fees.

vi. Based upon the multiple reports the OFFICE has received indicating
that CIA is not paying its debts as they become due in the normal course of
business, the OFFICE’s review of CIA’s financial condition and the Complaint in
which CIA alleges that it is suffering from frozen bank accounts, the OFFICE has
determined that CIA is or is about to become insolvent.

b. Has been the victim of embezzlement, wrongful sequestration, conversion,
diversion, or encumbering of its assets, forgery or fraud affecting it, or other illegal
conduct in, by, or with respect to it, which if established would threaten its
solvency; or that the office has reasonable cause to so believe any of the foregoing
has occurred or may occur;

i. By CIA’s own admission, in the Complaint, CIA asserted that First

Mountain Bancorp has wrongfully sequestered or encumbered the assets of CIA
and as a result CIA has suffered from frozen bank accounts. Consequently, CIA

has not been able to use the unremitted funds to pay its debts in the normal course
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of business and is or is about to be insolvent as defined in Section 631.011(14),
Florida Statutes.
¢ Is found by the OFFICE to be in such a condition or is using or has been
subject to such methods or practices in the conduct of its business, as to render its
further transaction of insurance presently or prospectively hazardous to its
policyholders, creditors, stockholders, or the public;

i. On May 4, 2006, pursuant to Consent Order 85640-06-CO, the OFFICE
approved an application submitted by CIA to obtain a Certificate of Authority to
transact insurance business in the State of Florida. CIA has subsequently violated
Consent Order 85640-06-CO by failing to fully describe to the OFFICE all
transactions, agreements, and understandings regarding the formation and
operation of CIA. CIA further violated Consent Order 85640-06-CO by failing to
submit all future administrative service contracts, management contracts and
contracts between CIA and any affiliated or related entities to the OFFICE for
approval prior to the execution and/or consummation of said contracts.

ii. CIA failed to maintain sufficient and adequate controls and supervision
over its external contractors, as required by Consent Order 85640-06-CO. This
finding is supported by the following:

(1). In 2005, 2006 and 2007, CIA entered into agreements or
arrangements with Mark Witham and/or Witham & Associates, Isabella Holdings,
and Maple Technologies LLC (herein after collectively referred to as “Third
Parties”) that were not approved by the OFFICE or CIA’s Subscriber’s Advisory

Committee.
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(2). On February 25, 2007, CIA executed an agreement with
Isabella Holdings that had an effective date of May 20, 2005. CIA paid funds to
Isabella Holdings for over two (2) years, for services rendered by Isabella
Holdings, without entering into a written contract memorializing the arrangement.

(3). CIA generally paid fees and expenses to the Third Parties
without requiring the Third Parties to submit invoices or receipts disclosing the
services provided to CIA in return for these payments.

(4). According to correspondence provided to the OFFICE by CIA
. in early January 2008, Mark Witham added an individual by the name of Joe
Cappuccio as a signatory to CIA’s operating account, without approval of CIA’s
Subscribers’ Advisory Committee or the President of CIA.

(5). Mark Witham and Joe Cappuccio withdrew a sum of forty
thousand U.S. Dollars ($40,000) from CIA’s operating account and paid said
funds to Isabella Holdings without prior approval from CIA’s Subscribers’
Advisory Committee or the President of CIA.

iii. As of August 19, 2009, CIA was retaining risks in an amount
exceeding ten percent (10%) of its surplus to policyholders in violation of Section
624.609, Florida Statutes.

iv. Between 2006 and 2009 CIA paid four hundred sixty-nine thousand,
eight hundred and eighty-one U.S. Dollars ($469.881) in fees and expenses under
affiliated agreements which had not been submitted for prior approval by the

OFFICE in violation of Rule 690-143.,047, Florida Administrative Code. These
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funds were returned to CIA on behalf of Mark Witham, at the request of the
OFFICE.

v. Contrary to representations made to the OFFICE, the returned funds
were obtained through a secured promissory note issued to Genesis 7 Capital
Management, LLC (hereinafter referred to as “GENESIS”), in which the
satisfaction of the note was secured by the total diluted issued and outstanding
membership in Briarwood Management, LLC. The secured promissory note
which hypothecates the membership interest of Briarwood Management, LI.C
contains provisions which require the approval of the pledgor, GENESIS, prior to
CIA entering into certain transactions which constitute “control” as defined by
Rule 690-143.045, Florida Administrative Code. This “control” that has been
granted to GENESIS is in violation of Section 628.461, Florida Statutes.

vi. Because of CIA’s violation of Consent Order 85640-06-CO, Sections
624.609 and 628.461, Florida Statutes and Rule 690-143.047, Florida
Administrative Code, CIA “is using such methods and practices in the conduct of
its business as to render its further transaction of insurance in this state hazardous
to its policyholders or to the public”, and has violated a lawful order and Rule of
the OFFICE and provisions of the insurance code in violation of Sections

624.418(1)(b) and 624.418(2)(a), Florida Statutes.
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5. Thus, the OFFICE has made the determination that the grounds for issuing

an Order for entry into rehabilitation exist under Section 631.051, Florida Statutes.

FURTHER AFFIANT SAYETH NAUGHT.

Stephen J. S
Chief Analyst

Property & Casualty Financial Oversight
Office of Insurance Regulation

STATE OF:CA D g},q
COUNTY OF ! 2.0

The foregoing affidavit was sworn to and subscribed before me this

“Jovi WO 2011, by Stephen 3, srz#ulk .

ersonally khown to me_
Identification Produced _JF{. A DL,

%

y of

SWORN AND SUBSCRIBED, before me this [Etgaay of “Yamaisr— 2011,

My Commission Expires: ; - o
Ouy 8 20} i3 .
878689
B8 =°  EXPIRES: Augusts, 2013 |
RIS Bonded Thru Notary Publi Underwriters
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MicHAEL C. Sasso, P.A.

ATTORNEYS AT LAW
MicnagL C, Sasso* e 1031 Wesr Morse BouLEVARD
BARBARA B. SMITHERS* i BANKFIRsT BUrLpinG, Surte 260
Dave F. TEGELER*® { WINTER PARK, FLORIDA 32789
B. KataLeeN DeVore® ol (407) 644-7161 (1eLEPHONE)
Saras Ber LARUE® f&@ﬂ@ (407) 629-6727 (#ACSIMILE)
Wenpy E. Lewis® TS E MBASSO@SASS0-LAW.COM (EMAIL)
*FLormA REGISTERED PARALECAL. *Boarp CERTIFIED IN CONSTRUCTION Law °REGISTERED ARCHITECT
November 5, 2010
Kevin M. McCarty .
Insurance Commissioner
Office of Insurance Regulation Via U.S. Certified Mail
200 East Gaines Street

Tallahassee, FL 32399

Re:  Coastal Mechanical Special Projects, LLC. |
vs. Commercial Insurance Alliance, a Reciprocal Insurance Company

Dear Commissioner McCarty:

Our law firm represents Coastal Mechanical Special Projects, LLC, the Plaintiff in a lawsuit
in Orange County, Florida. Enclosed is a copy of a Final Judgment against Commercial Insurance
Alliance, a Reciprocal Insurance Company, dated October 27, 2010, in favor of that Plaintiff in the
amount of $67,721.82. The Plaintiff also has a claim against Commercial Insurance Alliance for
attorney’s fees, costs and expenses in the amount of $198,350.00. The Defendant’s counsel has told
us that Commercial Insurance Alliance currently has no assets to pay these claims.

The Plaintiff wishes to collect the Final Judgment and its claim for attorney’s fees, costs and
expenses from funds in the possession of the State of Florida Department of Financial Services
and/or the Office of Insurance Regulation. It is our understanding that Commercial Insurance
Alliance paid the State of Florida $752,883.00 in cash as a security deposit when it was first licensed
in May 2006.

Please make immediate payment of the Final Judgment amount of $67,721.82 with a check

payable to “Michael C. Sasso, P.A.” Thank you for your prompt attention to this request. If yon
have any questions or comments with regard to this matter, please do not hesitate to contact me.

RECFWED

werv 4oy Al

Very truly yours,

[k el

G R David F. Tegeler
SE G ieSURANCT -
i AmON

i 0162
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EXHIBIT
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IN THE CIRCUIT COURT OF THE
NINTH JUDICTAL CIRCUIT IN AND
FOR ORANGE COUNTY, FLORIDA

CASENO.: 2009-CA-025101-O

COASTAL MECHANICAL

SPECIAL PROJECTS, LLC, DIVISION: 35 5 3
.. O%r"‘* =3 -
Plaintiff, IS = 5
" i
VS. =Q% X s
0w aING <
COMMERCIAL INSURANCE ALLIANCE, oSS . 2
A Reciprocal Insurance Company, {-1'?@'.:.51 T
z 2?3

Defendant. wy

/
FINAL JUDGMENT

THIS CAUSE having come before the Court on a Joint Stipulation for Entry of Final
Judgment dated October 26, 2010, this Court having reviewed the file, and being otherwise advised
in the premises, it is hereby ORDERED AND ADJUDGED:

The Plaintiff, COASTAL MECHANICAL SPECIAL PROJECTS, LLC (“Coastal”), is
hereby entitled to the relief sought in its Complaint dated August 5, 2009 against Defendant,

COMMERCIAL INSURANCE ALLIANCE, a Reciprocal Insurance Company (“Commercial™).

1. The Court finds that the following facts have been established and rules as follows:

a. The Circuit Court of Orange County has subject matter and personal jurisdiction by
virtue of Section 26.012(2)(a), Florida Statutes and Article V of the Florida
Constitution and Section 48.193, Florida Statutes, in that Defendant operates,
conducts, engages in, or carries on business in the State of Florida and/or has
breached a contract in the State of Florida and/or has breached a contract in the State
of Florida by failing to perform acts required by the contract to be performed in the
State of Florida and/or has contracted to insure any person, property or risk in the

i EXHIBIT
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2,

State of Florida.

Venue in this action is proper in Orange County, Florida pursuant to Section 47.051,
Florida Statutes, because the property at issue is located in Orange County, Florida.
On or about September 19, 2008, Harris as Principal and Surety executed and issued
a Payment Bond in the penal sum of $1,317,253.39 (hereinafter “the Bond™). A copy
of the Bond is attached to the Plaintiff’s Complaint as Exhibit “A.”"

Pursuant -to a Subcontract -Agreement dated June 6, 2008, (hereinafter “the
Subcontract”) and in order to complete its contract with UCF, Harris subcontracted
with Plaintiff to perform certain HVAC work for the Project. A copy of the
Subcontract is attached to the Plaintiff’s Complaint as Exhibit “B.”

Plaintiff has engaged its counsel of record to bring suit on its behalf, and Plaintiff is
obligated to pay its attorneys a reasonable fee for their services in this case, for which
Defendant is liable.

Plaintiff’s claim for attorney’s fees, taxable costs and expenses are covered claims
which arose out of and are within the coverage provisions of the Bond.

The Plaintiff, COASTAL MECHANICAL SPECIAL PROJECTS, LLC, whose

address is 395 East Drive, Me}boume, Florida 32904, shall recover from the Defendant,

COMMERCIAL INSURANCE ALLIANCE, whose address is 9309 Old Kings Road South, Suite

3, Jacksonville, Florida 32257, the sum 0f $61,691.90, plus pre-judgment interest at the statutory rate

of six percent (6%) from May 24, 2009 until the date of this Final Judgment in the amount of

$6,029.92, for a total Final Judgment sum of $67,721.82, which shall bear post-judgment interest

at an annual percentage rate of six percent (6%) from the date of this Final Judgment until paid, for

which let multiple writs of execution issue.



3. The Court finds that Plaintiff is the prevailing party and is entitled to recover its
reascnable attorney’s fees, taxable costs and expenses in an amount to be later determined by the
Court, for which Defendant is liable.

4, The Court reserves jurisdiction of this action to enter all appropriate orders to enforce
this Final Judgment, including multiple writs of execution.

5. It is further ordered and adjudged that said Defendant, as the Final Judgment debtor,
shall complete under oath Florida Rule of Civil Procedure Form 1.977(b) (Fact Information Sheet),
including all required attachments, and serve them on the Judgment creditor’s attorney within 45
days from the date of this Final Judgment, unless the Final Judgment is satisfied or post-Judgment
discovery is stayed.

6. Jurisdiction of this case is retained to enter further Orders that are proper to compel
the Judgment debtor to complete Form 1.977(b), including all required attachments, and serve them
on the Judgment creditor’s attorney.

r This Court reserves jurisdiction to determine the amount of Plaintiff’s reasonable

attorney’s fees, taxable costs and expenses and to enter further orders or judgments thereon.

DONE AND ORDERED at Orlando, Qrange County, Florida this Q‘? day of October,

2010,

T

STAN STRICKLAND
Circuit Judge
CERTIFICATE OF SERVICE

IHEREBY CERTIFY thatonthe 2744 day of October, 2010, 2 copy of the foregoing was
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furrished by U.S. Mail upon the following: Michael C, Sasso, Esquire, Michael C. Sasso, P.A.,

1031 West Morse Boulevard, Suite 260, Winter Park, Florida 32789; and Robert J. Stovash,

Esquire, Stovash, Case & Tingley, P.A., 200 South Orange, Avenue, Suite 1220, Orlando, Florida

32801.

Lo £ " [ogeler

—Judieial-Assistant-/ Attorney

STATE OF FLORIDA, €

e o
Dale, By




AFFIDAVIT .

BEFORE ME personally appeared Attorney, Jacqueline J. Bird who being sworn by me
deposes and states:

1) Irepresent Ms. Mary Hajducek in a pre suit claim for personal injuries against
Caribe Deli, Inc. who is and was insured by Commercial Insurance Alliance.

2) OnNovember 12, 2010, this case was resolved in mediation with a settlement of
75,000.00 to Ms. Hajducek. (see exhibit “A”)

3) Commercial Insurance Alliance promised to pay said 75,000.00 by December 3,
2010.

4) Said funds have never been received by the undersigned or her chent after
repeated demands for payment of same.

5) The undersigned believes that some forty days is an unreasonable period of time
to await payment as promised.

6) My client signed and returned the release to Commercial Insurance Alliance’s

Counsel well before December 3, 2010 and has done all requited of her under the
Settlement Agreement.

FURTHER AFFIANT SAYETH NAUGHT.

V- 12 -
Date -

Attorney at Law

Before me appeared Jacqueline J. Bird, who is personally known to me, and swears and
affirms that the foregoing is true and correct. Dated this | *day of January, 2011

(SEAL)

Gussl (1

Notary Pubhc

fi¥is,  CAROLE CANNON F
Commission DD 724y "

. mﬂlm\mberzs 2011

Vs ity ok eisance 600-386-7010

EXHIBIT
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Mary Hajducek,

Plaintiff,
V8, Case No.: Presuit
Caribe Deli Grqcery, Inc.

Defendant.
/

SE MENT AGREE

Plaintiff, Mary Hajducek, and Defendant, Caribe Deli Grocery, Inc., mediated this case

on November 12, 2010. The parties resolved their dispute under the followi

conditions:
1. Defendant's insurance carrier agrees to pay and Plaintiff agrees to

sum of $75,000.00 in settlement of all claims, inclusive of attorney's fees and

terms and

t the total

costs. Unless

otherwise provided for herein, each side shall be responsible for the payment of their own

attorney's fees and costs. Defendant's insurance carrier agrees to tender the settlement check to

Plaintiff’s counsel on or before December 3, 2010.
25 Plaintiff agrees to execute a mutually acceptable general release,

by defense counsel, releasing Defendant, Defendant's insurance carrier, its

to be prepared

agents and/or

employees from any and all claims filed, that could have been filed or that could be filed against

Defendant, Defendant's insurance carrier, its agents and/or employees as a resul

of an incident

which occurred on or about April 17, 2008. Plaintiff further agrees to défend and hold

Defendant, Defendant’s insurance carrier, its égents and/or employees harmless

m any and all

liens or claims of liens or subrogation claims filed, that could have been filed or that could be

EXHIBIT
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filed as a result of persons or entities providing health care benefits to or on behglf of Plaintiff,
including but not limited to workers' compensation, Medicare or CHAMPUS VA Benefits.

& Settlement of this matter and payment of the amount described iﬂ paragraph one
shall not be construed as an admission of liability on the part of the Defendant.

4. Mediation costs will be paid on a pro rata basis.

DATED this 12th day of November, 2010.

Kenneth C. Steel, III Edq <
Boyd & Jenerette.

Tallahassee, FL 32303 201 N. Hogan Street, Suite 4
Jacksonville, FL 32202

Mary Hajdugek” Michael G. Maida
Michael G. Maida, P.A.

Post Office Box 12093
,/;’g Tallahassee, FL. 32317-2093
(850) 425-8124
Caribe Deli Grbeery, Inc. Mediator, #05537R

By its authorized representative

ercial ance Alliance
a reciprocal insurance company
By its attorney in fact




Commercial Insurance Alliance - Open Claims reported as of 9-30-2010

CLAIMNO INSURED Type Loss ) ACCDESC L+LAE

20-00013-08 Caribe Deli Grocery, Inc. CPP-Liability |Claimant tripped on rug exiting the store & dislocated shoulder $162,604
20-00037-09 Crystal River Seafood #4, Inc. CPP-Liability  |Claimant fell on floor and strained back & groin 57,000
20-00041-09 Hill's Hardware & Recycling CPP-Liability |Claimant fell in the parking lot-tripped on a chair set out for sale $165,000
20-00042-09 Sparks Threatre, Inc. CPP-Liability |Claimant fell while going out the exit door $12,000
20-00060-10 Community Rural Health Inc. CPP-Liability  |Plastic skeleton feli & hit claimant on side of head $2,000
20-00062-10 Richardson & Fitzgerald DBA Art of Hair CPP-Liability  |Claimant fell & said she broke wrist and tore tendon in foot $17,000
20-00063-10 St. John's Ave Baptist Church CPP-Liability  |Claimant fell & fractured wrist at roller skating event S0
30-00001-09 Garden World Surety John Deere Landscapes S0
30-00002-09 Garden World Surety John Deere Landscapes S0

EXHIBIT
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Commercial insurance Alliance - Open Claims reported as of 9-30-2010

CLAIMNO INSURED Type Loss . : ACCDESC L+LAE
30-00006-09 Garden World Surety City of Casselberry $15,000
30-00006-09 Garden World Surety Bob's Baricades & Ampiex $36,682
30-00011-10 ELCI Construction Surety Dixie Landscapes 532,502
30-00013-10 Thunderhole Inc Surety A-1 Florida Sod 516,924
30-00014-10 Devland Site Inc Surety All Phase 50
30-00015-10 Harris Construction Surety Florida Fire & Sound, IDN & Coastal Mechanical S0
TOTAL DIRECT LOSS + LAE CASE RESERVES 5466,712




From: Edward Buttner [ewbuttner@hotmail.com]
Sent: Monday, November 29, 2010 1:58 PM

To: mike whatley; David Altmaier

Cc: Jamezetta Horne; Robert Ballard

Subject: RE: CIA

The current cash balance is $2500 in the claims account and $5500 in the operating account.

Edward Buttner

(904)281-0080 office
(904)394-8150 direct dial office
(904)607.3113 cell
(904)281-0518 fax

4237 Salisbury Road

Building 1 Suite 100
Jacksonville,Florida 32216

Page 1 of 2

From: Mike.Whatley@fnf.com

To: David.Altmaier@floir.com; ewbuttner@hotmail.com
CC: Jamezetta.Home@floir.com; Robert,Ballard@floir.com
Date: Mon, 29 Nov 2010 12:50:55 -0600

Subject: RE: CIA

Mr. Altmaier,

Per Mr. Buttner’s request, here is a list of the Loss & LAE payments that are due immediately:

CLAIMNO | INSURED Type Loss LOSS LAE Comments
) : < CPP- settled at mediation for $7
20-00013-08 | Caribe Deli Grocery Liability $75,000.00 $5,208.00 attorney bills due of $5,2(
; CPP- final settlement reached fi
20-00042-09 | Sparks Threatre, Inc. Liability $6,125.00 $1,656.00 final bill due of $1,656.
30-00005-09 | B&M Landscaping Surety $0.00 $6,720.00 | attorney's fees for Ricardc
30-00006-09 | Garden World Surety $15,000.00 $0.00 | settlement agreement reac
30-00015-10 | Harris Construction Surety $24,000.00 $7,709.95 | settlement agreement reac
TOTAL LOSS + LAE
PAYMENTS DUE $120,125.00 | $21,293.95

The aprlicable settlement agreements, invaices and bills are attached.

Thank you,
Mike whatley

From: David Altmaier [mailto:David.Altmaier@floir.com]

Sent: Monday, November 29, 2010 11:16 AM

To: ewtbuttner@hotmail.com; Whatley, Mike

Cc: Jamezetta Horne; Robert Ballard

Subject: CIA g

EXHIBIT
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Page 2 of 2

Mr. Buttner,

Thanks for your time on the phone this morning. While reviewing CIA’s request for the release of the deposit, it
would be helpful for us to review the issue from a cash flow perspective. Would you please provide the
following:

1. Liabilities due immediately.

2. Cash on hand to pay immediate liabilities.

Please feel free to call me with any questions. Thanks,
David Altmaier, APIR

Financial Examiner/Analyst Supervisor

Florida Office of Insurance Regulation

Bureau of P&C Financial Oversight

Tel. (850) 413-3849
Fax (850) 488-2935

file:/I:\legal\attys\Nelson\Research Assignments\Commercial Insurance Alliance\Exhibit... 1/19/2011



2:46 PM Commercial Insurance Alliance, A Reciprocal Insurance Co.

111610 Balance Sheet
Accrual Basis As of September 30, 2010
ASSETS
Current Assets
Checking/Savings

105030 - CIA 5992 Operating Merc
105050 - CIA 5860 Claims Merc
105100 - Florida Department of Insurance

Total Checking/Savings

Other Current Assets
112000 - Int, Div, RE Inc Due &Accrued
113500 - Surety Recoverable
113501 - Surety Non Admitted Asset
114000 - Reinsurance
114010 - Amts recov. from reinsurers
114030 - Other Amts recv under Reins con

Total 114000 - Reinsurance
Total Other Gurrent Assets
Total Current Assets

TOTAL ASSETS

LIABILITIES & EQUITY
Liabilities
Current Liabilities
Other Current Liabllities
201000 - Losses

201001 - Losses - Reported Direct
201003 - Losses Reported-Ceded
201005 - Losses IBNR Direct

Total 201000 - Losses

203000 - LAE
203050 - LAE DCC- IBNR Direct
203051 - LAE A&O- IBNR Direct
203100 - LAE DCC - Case Direct
203103 - LAE DCC- Case Ceded
203110 - LAE A&QO ~ Case Direct

Total 203000 - LAE

206000 - Taxes, licenses and fees
206001 - Citlzens Assessment
206002 - FHCF
206003 - FL Fire
206004 - FL EMPAT
206005 - Premium Tax

Total 206000 - Taxes, licenses and fees

209000 - Unearned Premium
209001 - Unearned Premiums

208021 - Uneamed Premium Ceded Reins.

Total 209000 - Unearned Premium
212000 - Ceded Reinsurance Payable
Total Other Current Liabilities

Total Current Liabilities

Total Liabilities

EXHIBIT
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Sep 30, 10

28,158.28
18,208.58
502,833.02

550,199.88

8,200.95
443,442.80
-443,442.79

24,858.13
46,069.38

70,927.51

79,128.47

629,328.35

629,328.35

432,000.00
-110,047.83
50,000.00

371,952.17

24,000.00

8,000.00
27,604.00
-0,797.47
13,720.00

63,526.53

-689.28
-211.91
1,843.52
1,975.00
-1,931.64

979.69

1,888.12
-982.68

905.44
55,157 .44

492,521.27

492,521.27

4892,521.27
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2:46 PM Commercial Insurance Alliance, A Reciprocal Insurance Co.

1148HD Balance Sheet
Accrual Basis As of September 30, 2010
Sep 30, 10
Equity
330010 - Subscriber’s Surplus Contrib. 565,051.66
331000 : Surplus Notes 1,500,000.00
333010 - Unassigned funds {surplus) -1,540,473.86
333020 + Change in Non Admitted Assets -143,442.79
Net Income 55,672.07
Total Equity 136,807.08
TOTAL LIABILITIES & EQUITY 629,328.35

Page 2



2:47 PM Commercial Insurance Alliance, A Reciprocal Insurance Co.

— Profit & Loss
Accrual Basis January through September 2010
Jan - Sep 10
Ordinary Income/Expense
Income
401000 * Premiums earned
401100 - Premium Direct Earned
401001 - Premium Written Direct -2,408.88
401006 - Change In Direct Unearned Prem. 656,336.95
Total 401100  Premium Direct Earned 653,928.07
401200 - Premium Ceded Earned
401005 - Reinsurance Ceded to Non-Aff. -116,280.64
401036 - Change in Ceded Unearned Prem. -422.859.98
Total 401200 - Premium Ceded Earned -539,140.62
Total 401000 - Premiums eamed 114,787 .45
Total Income 114,787.45
Expense
520000 - Losses incurred
520001 - Losses Diract
521000 - Losses Paid Direct 75,516.35
521010 - Losses Paid Surety 133,974.38
521100 - Change in Reported Direct 259,500.00
521200 - Change in IBNR Direct -242,000.00
Total 520001 - Losses Direct 226,990.73
520002 - Losses Ceded
523000 - Losses Reins. Recovered -51,439.30
523001 - Chg in Reported Ceded -70,732.53
523002 - Change In IBNR Ceded 24,000.00
Total 520002 - Losses Ceded -08,171.83
Total 520000 - Losses incurred 128,818.90
523003 - Change in Surety Recov. Losses -384,160.30
523004 - Change in Surety Rec DCC Losses 0.00
530000 - Loss expenses
530001 - LAE Direct
530110 - LAE DCC Paid Direct 24.612.62
530110A - LAE DCC Paid Surety 121,648.32
530112 - Chyg in LAE DCC Direct 6,604.00
530113A - Change in LAE DCC Surety 6,220.00
530114 - Chg in LAE DCG IBNR -45,000.00
Total 530001 - LAE Direct 114,084.94
530002 - LAE Ceded
530130 - LAE DCC - Ceded -20,030.60
530132 - Chg in LAE DCC Ceded 8,202.53
530134 - Chg in LAE DCC IBNR Ceded 1,600.00
Total 530002 - LAE Ceded ~10,228.07
530111 - LAE A&O Paid Direct 18,783.12
530114A - Chg in A&O Paid Surety 30,644.50
530115 - Chg In LAE A&O IBNR -30,000.00
530131 LAE A&O Ceded -5,227.80
530133 - Chg in LAE A&QO Ceded 2,800.00
530135 - Chg in LAE A&Q IBNR Ceded 4,800.00
Total 530000 - Loss expenses 125,656.59
530011 - LAE DCC Surety Paid Direct. 0.00
600000 - Other Underwriting Expenses
602004 - Commission and brokerage
602012 - Direct Commission-UW 3,344.32
602032 - Reinsurance ceded Commissions 3,935.96
Total 602004 - Commisslion and brokerage 7,280.28

Page 1



2:47 PM

1111610
Accrual Basis

Profit & Loss

January through September 2010

Commercial Insurance Alliance, A Reciprocal Insurance Co.

Jan - Sep 10

604002 - Advertising - UW
605002 - Boards,bureaus and assoc.-UW
608000 - Salary and related items
6080121 - Salaries - UW
608022 - Payroll Taxes-UW

Total 608000 - Salary and related Items

609002 - Employee relations & welfara-UW
612002 * Travel and travel items-UW
613004 - Rent and rent item-Total

6130021 - Rent and rent items-UW

Total 613004 - Rent and rent item-Total

614002 - Equipment-UW
615004 - Cost of EDP equip & soft-Total
6150021 - Cost of EDP equip and soft.-UW

Total 615004 - Cost of EDP equip & soft-Total

616004 - Printing and Stationery-Total
6160021 - Printing and statlonery-UW

Total 616004 - Printing and Stationery-Total

617004 - Postage telephone & tele. Total
6170021 - Postage telephone & tele.-UW

Total 617004 - Postage telephone & tele. Total

618004 - Legal and auditing-Total
6180021 - Legal and auditing-UW

Total 618004 - Legal and auditing-Total

620052 : Taxes, licenses and fees-UW
620014 - State & local ins taxes-Total
6200121 - State and local insurance taxes

Total 620014 - State & local ins taxes-Total
6200221 - Ins. dept. licanses and fees-UW
Total 620052 - Taxes, licenses and fees-UW

624014 - Professloinal Fees-Total
6240121 - Professional Fees-UW

Total 624014 - Professioinal Fees-Total

624034 - Mgt Fees-Briarwood Mgt -Total
6240321 - Mgt Fees - Briarwood Mgt LLC-UW

Total 624034 - Mgt Feas-Briarwood Mgt -Total

Total 600000 - Other Underwriting Expenses

618001 - Miscellaneous
624040 - Bank Service Charges
999998 - G/L on Sale of Fixed Assets

Total Expense

Net Ordinary Income

Other Income/Expense
Other Income
700000 - Net Investment Income

706001 - Cash,cash equivalenis ST Inv.
706002 - Cash,cash equiv. ST Inv-Accrued

Total 700000 - Net Investment Income

82.00
278.18

76,871.26
6,806.64

83,677.90

5,307.79
2,618.60

11,359.90

11,358,980
2,445.90

3,762.30

3,762.30

555,37

585.37

6,032.92

6,032.92

8,233.66

8,233.66

-33.73

5,260.25

5,235.52

65,995.00

65,995.00

-981.78

-981.78

201,893.54

-1,367.62
459.00
1,518.73

72,818.84

41,968.61

4,582.65
8,200.95

12,783.60
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2:47 PM Commercial Insurance Alliance, A Reciprocal Insurance Co.

11/1610 Profit & Loss
Accrual Basis January through September 2010
Jan - Sep 10
812020 - Agents Premium Bal Charged Off 610.86
813000 - Finance and service charges 309.00
Total Other Income 13,703.48
Net Other Income 13,703.46
Net Income 55,672.07

Page 3



IN THE CIRCUIT COURT, FOURTH
JUDICIAL CIRCUIT, IN AND FOR ;
DUVAL COUNTY, FLORIDA

CASE NO,:
prvisTdl: 00-CA- 01 1 | b5 XXX-MA
COMMERCIAL INSURANCE ALLIANCE, 2
A Florida reciprocal insurance DIVISION CVD
Company,
Plaintiff, :
VS-
...1-.\-'-\__'-“\ ?
THE UNDERWRITERS GROUP, INC., Pﬁf‘“ i#!
A Florida corporation, LARRY J. . CQ w\u
WRIGHT, an individual, and FIRST OﬂlﬁlNASEpEa _
MOUNTAIN BANCORP, a Nevada Date .3
Corporation, : ol
st
Defendants.
/
COMPLATINT

Commercial Insurance Alliance (“CIA”), a Florida reciprocal
insurance company, by and through 1its undersigned counsel,
hexreby sues Defendants, The Underwriters Group, Inc. (“TUG”), a
Florida corporation, Larry J. Wr_ight (“Wright?), and First
Mountain Bancorp (“FMB”), a Nevada corporation, and alleges:

i I CIA is a Florida reciprocal insurance company,
organized under the laws of the State of Florida, with its
principal place of business in Duval County, Florida.

2. TUG is a Florida corporation, organized under the laws
of the State of Florida, with its principal place of business in

Duval County, Florida.
EXHIBIT
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3 Wright is a resident of St. Johns County, Florida, who
does substanti;l, and not isolated work in Duval County,
Florida,

4. Upon information and belief, FMB 1s a Nevada
corporation, organized under the laws of the State of Nevada.

3 This Court has jurisdiction over FMB because FMB
issued contracts for payment to CIA and because FMB breached
those contracts for payment by failing to deliver payment to CIA
in Duval County, Florida.

6., After CIA was organized to sell insurance products in
the State of Florida, Wright, on behalf of TUG, contacted Larry
Haynes (“Haynes”) as attorney-in-fact for CIA regarding CIA’s
interest in using bonds to sell as insurance products,

7. Haynes told Wright that CIA would be interested in
using bonds only if Wright could fully secure -the performance of
those bonds.

8. Wr;ght told Haynes about a product issued by FMB known
as an Irrevocable Trust Receipt (“ITR”) and explained that an
ITR is the equivalent of a Letter of Credit issued by a bank.

9. Wright explained further to Haynes that TUG would
perform fhe underwriting services for each bond and would
arrange to have FME issue an ITR in ain amount necessary to

secure the performance of each bond.




10. Haynes had never heard of, nor had any experience with
an ITR, but undexrstood how a Letter of Credit worked.

11. Wright told Haynes that he was familiar with the ITR
product issued by FMB and that he was satisfied with the ability
of FMB and its principal, Gowen, to perform.

12. Haynes told Wright that he was willing to engage in
the bond business, each fully secured by an ITR, in reliance on
Wright’s promises that FMB and Gowen would perform.

13, Following this discussion, TUG began underwriting bond
business for CIA.

14, Rach time that TUG approved underwriting on a bond,
TUG obtained an ITR from FMB toc fully secure the performance of
each bond.

15, TUG received a fee from the bonded party for each bond
it underwrote and also received a fee for each ITR it secured
from FMB.

16. Wright received a portion of each fee that TUG
received,

17. Each ITR issued by FMB provided that certain funds
were available upon presentation of: (a) a sight draft bearing
reference to the ITR; and (b) a statement reading “I certify
that the amount of the draft is payable pursuant to regulations

issued under authority of the Obligee.”



18. Beginning in 2009, CIA began suffering bond loss and
loss adjustment expenses which led to the issuance of a series
of Sight Drafts to FMB requesting payment due under the
respective ITR that secured each bond for which loss was
suffered.

19, Each of the Sight Drafts issued by CIA to FMB was
consistent with the requirements for payment set forth in the
ITR.

20. Despite making various promises to pay as demanded,
FMB has failed to pay any funds due from each Sight Draft to
Cia, and TUG/Wright have failed to cause FMB to make the
required payments,

21. As a result of the failure to perform, CIA has been
damaged both by failure to receive the funds demanded and also
suffers from frozen bank account, judgments entered against it,
and the possibility of treble damages and attorney fees.

COUNT I -~ BREACH OF CONTRACT

22. CIA adopts by reference and 1Incorporates those
allegations contained in paragraphs 1 through 21 as if alleged

herein.

23. This is a breach of contract action by CIA against FMB
and 1is for damages of more than $15,000.00, exclusive of

interest, costs and attorney fees.




24. On or about August 12, 2008, FMB issued ITR number CIA
08122008-1 to seéure the bond issued by B&M Landscaping, Inc,
(the “B&M Landscaping ITR”); a copy of which is attached hereto
as Exhibit “A”, and is hereby adopted by reference and
incorporated herein.

25. When performance under the bond failed, CIA issued the
following Sight Drafts to FMB: {a) on December 14, 2008, in the
amount of $49,282.50; (b) on February 2, 2010 in the amount of
$16,251.16; {c) on April 18, 2010, in the amount of §3,778.30;
(d) on May 26, 2010, in the amount of‘$95,910.36: {e) on July
22, 2010, in the amount of $5,818.43; and (f) on August 23,
2010, in the amount of §5,705.11 (collectively, the ™“B&M
Landscaping Sight Drafts”). Copies of the B&M Landscaping Sight
Drafts are attached hereto as Composite Exhibit “B”, and are
hereby adopted by reference and incorporated herein.

26. FMB has breached the B&M Landscaping ITR by failing to
pay any of the B&M Landscaping Sight Drafts to CIA,

27. As a result of FMB’s breach of the B&M Landscaping
ITR, CIA has been damaged.

WHEREFORE, CIA demands Jjudgment against FMB for damages,

pre-judgment and post-judgment interest, costs, and such other

relief as this Court deems appropriate.




COUNT II — BREACH OF CONTRACT

28. CIA adopts by reference and incorporates those
allegations contained in paragraphs 1 through 21 as if alleged
herein,

29, This 1s a breach of contract action by CIA against FMB
and is for damages of less than $15,000.00, exclusive of
interest, costs and attorney fees.

30, On or about October 9, 2008, FMB issued ITR number CIA
10092008-1 to secure the bond issued by Garden World of Holiday,
- Inc. (the “Group A Garden World ITR”); a copy of which ‘is
attached hereto as Exhibit ™“C”, and is hereby adopted by
reference and incorporated ﬁerein.

31. When performance under the bond failed, CIA issued the
following Sight Drafts to FMB: (a) on February 2, 2010, in the
amount of $2,500.77; (b) on April 19, 2010, in the amount of
$596.28; (c) on July 22, 2010, in the amount of $1,428.88; and
(d) on August 23, 2010, in the amount of $96.97 (collectively,
the “Group A Garden World Sight Drafts”). Copies of the Group A
Garden World Sight Drafts are attached hereto as Composite
Exhibit “D”, and are hereby adopted by reference and
incorporated herein.

32, FMB has breached the Group A Garden World ITR by

failing to pay any of the Group A Garden World Sight Drafts to

CIA,



33. As a result of FMB’s breach of the Group A Garden
World ITR, CIA has been damaged.

WHEREFORE, CIA demands judgment against FMB for damages,
pre~judgment and post-judgment interest, costs, and such other

relief as this Court deems appropriate,.

CQUNT III ~ BREACH OF CONTRACT

34. CIA adopts by reference and incorporates those
allegations contained in paragraphs 1 through 21 as if alleged
herein.

35. This is a breach of contract action by CIA against FMB
and is for damages of less than §15,000,00, exclusive of
interest, costs and attorney fees.

36. On or about May 7, 2008, FMB issued ITR number CIA
05072008-1 to secure the bond issued by Garden World of Holiday,
Inc. (the “Group B Garden Woxrld ITR”); a copy of which is
attached hereto as Exhibit “E”, and 1is hereby adopted by
reference and incorporated herein.

37. When performance under the bond failed, CIA issued the
following Sight Drafts to FMB: (a) on February 2, 2010, in the
amount of $4,012.34; (b) .on April 19, 2010, in the amount of
$894,90; (c) on July 22, 2010, in thg amount of $2,518.27; and
{d} on August 23, 2010, in the amount of $145.52 (collectively,
the “Group B Garden World Sight Drafts”). Copies of the Group B

Garden World Sight Drafts are attached hereto as Composite

7



Exhibit “F”, and are hereby adopted by reference and
incorporated herein.

38. FMB has breached the Group B Garden World ITR by
failing to pay any of the Group B Garden World Sight Drafts to
CIA,

3%9. As a result of FMB’s breach of the Group B Garden
World ITR, CIA has been damaged.

WHEREFORE, CIA demands judgment against FMB for damages,
pre~judgment and‘post-judgment interest, costs, and such other
relief as this Court deems appropriate.

COUNT IV ~ BREACH OF CONTRACT

40. CIA adopts by reference and incorporates those
allegations contained in paragraphs 1 through 21 as if alleged
herein.

41. This is a breach of contract action by CIA against FMB
and 1is for damages of more than $15,000.00, exclusive of
interest, costs and attorney fees.

42, On or about January 9, 2008, FMB issued ITR number CIA
01092008-1 to secure the bond issued by Garden World of Holiday,
Inc., (the “Group C Garden World ITR&); a copy of which is
attached hereto as Exhibit “G”, and is hereby adopted by
reference and incorporated herein.

43, When performance under the bond failed, CIA issued the

following Sight Drafts to FMB: (a) on February 2, 2010, in the

8




amount of $10,407.38; (b) on April 19, 2010, in the amount of
$2,499.34; {(c) on July 22, 2010, in the amount of $5,063.73; and
{d} on August 23, 2010, in the amount of $697.25 (the “Group C
Garden World Sight Prafts”). Copies of the Group C Garden World
Sight Drafts are attached hereto as Composite Exhibit “H”, and
are hereby gdopted by reference and incorporated herein,

44, FMB has Dbreached the Group C Garden World ITR by
failing to pay any of the Group C Garden World Sight Drafts to
CIiA.

45, As a result of FMB’‘s breach of the Group C Garden
World ITR, CIA has been damaged.

WHEREFORE, CIA demands judgment against FMB for damages,
pre-judgment and post-judgment interest, costs, and such other
relief as this Court deems appropriate.

COUNT V - BREACH OF CONTRACT

46, CIA adopts by reference and incorporates those
allegations contained in paragraphs 1 through 21 as if alleged
herein.

47, This is a breach of contract action by CIA against FMB
and - is for damages of more than $15,000.00, exclusive of
interest, costs and attorney fees.

48, On or about April 15, 2008, FMB issued ITR number CIA
04152008-1 to secure the bond issued by Garden World of Heoliday,

Inc. {the “Group D Garden World ITR”); a copy of which is

9



attached hereto as Exhibit %“I”, and is hereby adopted by
reference and incorporated herein.

49. When performance under the bond'failad, CIA issued the
following Sight Drafts to FMB: (a) on February 2, 2010, in the
amount of $14,223.78; (b) on April 19, 2010, in the amount of
$2,425.40; (c) on July 22, 2010, in the amount of $7,941.70; and
{d) on August 23, 2010, in the amount of $856.42 {(collectively,
the “Group D Garden World Sight Drafts”). Copies of the Group D
Garden World Sight Drafts are attached "hereto as Composite
Exhibit “J%, and are hereby adopted by reference and
incorporated-herein,

50, FMB has breached the Group D Garden World ITR by
failing to pay any of the Group D Garden World Sight Drafts to
CIA.

51, As a result of FMB’s breach of the Group D Garden
World. ITR, CIA has bheen damaged.

WHEﬁEFORE, CIA demands judgment against FMB for damages,
pre-judgment and post-judgment interest, costs, and such other
relief as this Court deems appropriate.

COUNT VI — BREACH OF CONTRACT

52. CIA adopts by reference and incorporates those
allegations contained in paragraphs 1 through 21 as if alleged

herein.
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53. This is a breach of contract action by CIA against FMB
and is for damages of less than §$15,000.00, exclusive of
interest, costs and attorney fees.

54, On or about January 9, 2008, FMB issued ITR number CIA
01092008-2 to secure the bond issued by Garden World of Holiday,
Inc. (the “Group E Garden World ITR”); a copy of which is
attached hereto as Exhibit “K”, and 4is hereby adépted by
reference and incorporated herein.

55. When performance under the bond failed, CIA issued the
following Sight Drafts to FMB: (a) on February 2, 2010, in the
amount of $4,712.58; (b)- on April 19, 2010, in the amount of
$1,321.86; (c) on July 22, 2010, in the amount of $3,032.02; and
(d) on August 23, 2010, in the amount of $212.23 ({(collectively,
the “Group E Garden World Sight Drafts”)., Coples of the Group E
Garden World Sight Drafts are attached hereto as Composite
Exhibit “L”, and are hereby adopted by reference and
incorporated herein,

'56. FMB has breached the Group E Garden World ITR by
failing to pay any of the Group E Garden World Sight Drafts to
CIA.

57. As a result of FMB’s breach of the Group E Garden

World ITR, CIA has been damaged.
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WHEREFORE, CIA demands judgment against FMB for damages,
pre-judgment and post-judgment interest, costs, and such other

relief as this Court deems appropriate.

COUNT VII -~ BREACH OF CONTRACT

58. CIA adopts by refarancs and incorporates those
allegations contained in paragraphs 1 through 21 as if alleged
herein.

59, This is a breach of contract action by CIA against FMB
and 1is for damages of less than $15,000,00, exclusive of
interest, costs and attorney fees.

60. On or about November 14, 2008, FMB issued ITR number
CIA 11142008-3 to secure the bc‘)nd issued by Garden World of
Holiday, Inc. (the “Group F Garden World ITR”)}; a copy of which
is attachecl‘ hereto as Exhibit “M”, and is hereby adopted by
reference and incorporated he:_:‘eiﬁ.

61. When performance under the bond failed, CIA issued the
following Sight Drafts to FMB: (a) on February 2, 2010, in the
amount of $£1,477.36; (c) on April 19, 2010,' in the amount of
$373.57; {d) on May 12, 2010, in the amount of §1,822.00; (e) on
July 22, 2010, in the amount of. $1,062.09; and (f) on August 23,
2010, in the amount of §71.78 {collectively, the “Group F
Garden World Sight Drafts”). Copies of the Group F Garden Woxrld
Sight Drafts are attached heretoc as Compoéite Exhibit “N”, and

are hereby adopted by reference and incorporated herein.
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62. FMB has breached the Group F Garden World ITR by
failing to pay any of the Group F Garden World Sight Drafts to
CIA.,

63. As a result of FMB's breach of the Group F Garden
World ITR, CIA has been damaged.

WHEREFORE, CIA demands judgment against FMB for damages,
pre-judgment and post-judgment interest, costs, and such other

relief as this Court deems appropriate.

COUNT VIII - BREACH OF CONTRACT

64. CIA adopts by reference and 1incorporates those
allegations contained in paragraphs 1 through 21 as if alleged

herein.

65, This is a breach of contract action by CIA against FMB
and is for damages of less than $15,000.00, exclusive of
interest, costs and attorney fees,

66. Oﬁ or about January 21, 2009, FMB issued ITR number
CIA 01212009-2 to secure the bond issued by Garden World of
Holiday, Inc. (the “Group G Garden World ITR”); a copy of which
is attached hereto as Exhibit ™“0”, and is hereby adopted by
reference and incorporated herein,

67. When performance under the bond failed, CIA issued the
following Sight Drafts to FMB: (a) on February 2, 2009, in the
amount of §1,809.28; (b) on April 19, 2010, in the amount of

$507.55; {(c) on May 12, 2010, in the amount of $2,249.00; (d) on
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July 22, 2010, in the amount of $1,151.49; and (e} on August 23,
2010, in the amount of $81.49 (collectively, the “Group G Garden
World Sight Drafts”). Copies of the Group G Garden World Sight
Drafts are attached hereto as Composite Exhibit “P”, and are
hereby adopted by reference and incorporated herein,

68. FMB has breached the Group G Garden World ITR by
failing to pay any of the Group G Garden World Sight Drafts to
CIA.

69, As a result of FMB’s breach of the Group G Garden
World ITR, CIA has been damaged.

WHEREFORE, -CIA demands judgment against FMB for damages,
pre-judgment and post-judgment interest, costs, and such other
relief as this Court deems appropriate. . |

COUNT IX — BREACH OF CONTRACT

70, CIA adopts by reference and incorporates those
allegations contained in paragraphs 1 through 21 as if alleged
herein.

71. This is a breach of contract action by CIA against FMB
and is for damages of 1less than §15,000.00, exclusive of
interest, costs and attorney fees.

72, On or about Januvary 9, 2008, FMB issued ITR number CIA
01092008-3 to secure the bond issued by Garden World of Holiday,

Inc. (the “Group H Garden World ITR”); a copy of which is
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attached herete as Exhibit “Q”, and 1is hereby adopted by
reference and incorporated herein.

73. When performance underl the bond failed, CIA issued the
following Sight Drafts to FMB: (a) on February 2, 2010, in the
amount of $3,150.23; (b) on April 19, 2010, in the amount of
$884.66; (c) on July 22, 2010, in the amount of $2,006.37; and
(d) on August 23, 2010, in the amount of $142.02 (collectively,
the “Group H Garden World Sight Drafts”). Copies of the Group R
Garden World Sight Drafts are attached hereto as Composite
Exhibit “R”, and are hereby adopted by reference and
incorporated herein.

74, FMB has breached the Group H Garden World ITR by
failing to pay any of the Group H Garden World Sight Drafts to
CIA.

75. As a result of FMB’s breach of the Group H Garden
World ITR, CIA has been damaged,.

WHEREFORE, CIA demands judgment against FMB for damages,
pre-judgment and post-judgment interest, costs, and such other
relief as this Court deems appropriate.

COUNT X ~ BREACH OF CONTRACT

76. CIA adopts by reference and incorporates those
allegations contained in paragraphs 1 through 21 as if alleged

herein.
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77. This is a breach of. contract action by CIA against FMB
and is for damages of less than $15,000.00, exclusive of
interest, costs and attorney fees.

78. On or about January 21, 2009, FMB issued ITR number
CIA 01212009-3 to secure the bond issued by Garden World of
Holiday, Inc. {the “Group I Garden World ITR”); a copy of which
is attached hereto as Exhibit “8”, and is hereby adopted by
reference and incorporated herein.

79. When performance under the bond failed, CIA issued the
following Sight Drafts to FMB: (a) on January 21, 2009, in the
amount of §960.12; (b) on April 19, 2010, in the amount of
$269.61; (c) on July 22, 2010, in the amount of $611,48; and (d)
on August 23, 2010, in the amount of $43.29 (collectively, the
“Group I Garden World Sight Drafts”). Copies of the Group I
Garden World Sight Drafts are attached hereto as Composite
Exhibit “1¥, and are hereby adopted by reference and
incorpoiated herein,

80. FMB has breached the Group I Garden World ITR by
failing to pay any of the Group I Garden World Sight Drafts to
CIA.

81. As a result of FMB'‘s breach of the Group I Garden

World ITR, CIA has been damaged.
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WHEREFORE, CIA demands judgment against FMB for damages,
pre-judgment and post-judgment interest, costs, and such other
relief as this Court deems appropriate,

COUNT XI — BREACH OF CONTRACT

82. CIA adopts- by reference and incorporates those
allegations contained in paragraphs 1 through 21 as if alleged
herein.

83. This is a breach of contract action by CIA against FMB
and 1is for damages of less than $15,000.00, exclusive of
interest, costs and attorney fees.

84, On or about November 14, 2008, ¥MB issued ITR number
CIA 11142008-4 to secure the bond issued by Garden World of
Holiday, Inc. (the “Group J Garden World ITR”); a copy of which
is attached hereté as Exhibit “U”, and is hereby adopted by
reference and incorporated herein.

85, When performance under the bond failed, CIA issued the
following Sight Drafts to FMB: (a) on Febrﬁary 2, 2010, in the
amount of $5,413.71; (b} on April 19, 2010, in the amount of
$1,290.84; (c) on July 22, 2010, in the amount of $3,093.26; and
{d} on August 23, 2010, in the amount of $209.9%1 (collectively,
the “Group J Garden World Sight Drafts”). Copies of the Group J
Garden World Sight Drafts are attached hereto as Composite
Exhibit “W”, and are hereby adopted by reference and

incorporated herein.
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86, FMB has breached the Group J Garden World ITR by
failing to pay any of the Group J Garden World Sight Drafts to
CIA.

87. As a result of ¥MB's breach of the Group J Garden
World ITR, CIA has been damaged,

WHEREFORE, CIiA demands judgment against FMB for damages,
pre-judgment and post-judgment interest, costs, and such other

relief as this Couxt deems appropriate.

COUNT XII -~ BREACH OF CONTRACT

88. CIA adopts by reference and incorporates those
allegations contained in paragraphs 1 through 21 as if alleged
herein.

89. This is a breach of contract action by CIA against FMB
and 1is for damages of less than $15,000.00, exclusive of
interest, costs and attorney fees.

90, ©On or about August 26, 2008, FMB issued ITR number CIA
08252008-2 .to secure the bond issued by Garden World of Holiday,
Inc. (the “Group K Garden World ITR”); a copy of which is
attached hereto as Exhibit “W”, and is hereby adopted by
reference and incorporated herein.

91. When performance under the bond failed, CIA issued the
following Sight Drafts to FMB: (a) on February 2, 2010, in the
amount of §2,251.16; (b) on April 19, 2010, in the amount of

$631.69; (c) on July 22, 2010, in the amount of $1,443.00; and
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(d) on August 23, 2010, in the amount of $101.42 (collectively,
the “Group J Garden World Sight Drafts”). Copies of the Group K
Garden World Sight Drafts are attached hereto as Composite
Exhiblt “X”, and are hereby adopted by reference and
incorporated herein.

92, FMB has breached the Group K Garden World ITR by
failing to pay any of the Group K Garden World Sight Drafts to
CIA.

93, As a result ‘of FMB’s breach of the Group K Garden
World ITR, CIA has been damaged.

WHEREFORE, CIA demands judgment against FMB for damages,
pre-judgment and post-judgment interest, costs, and such other

relief as this Court deems appropriate,

COUNT XIII - BREACH OF CONTRACT

94. CIA adopts by reference and incorporates those
allegations contained in paragraphs 1 through 21 as if alleged
herein.

95. This is a breach of contract action by CIA against FMB
and is for damages of 1less than $15,000.00, exclusive of
interest, costs and attorney fees.

96. On or about November 14, 2008, FMB issued ITR number
CIA -11142008-2 to secure the bond issued by Garden World of

Holiday, Inc. (the “Group L Garden World ITR”}; a copy of which
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is attached hereto as Exhibit “Y¥, and is hereby aﬁopted' by
reference and incorporated herein.

97. When performance under the bond failed, CIA issued the
following Sight Drafts to FMB: (a) on February 2, 2009, in the
amount of $2,651.42; (b) on April 19, 2010, in the amount of
$670.59; (c) on May 12, 2010, in the amount of $2,714.00; (d) on
July 22, 2010, in the amount of $1,906.08; and (e) on August 23,
2010, in the amount of $128.85 (collectively, the “Group L
Garden World Sight Drafts”). Copies of the Group J Garden World
Sight Drafts are attached hereto as Composite Exhibit “2”, and
are hereby adopted by reference and incorporated herein.

98. FMB has breached the Group L Garden World ITR by
failing to pay any of thé Group L Garden World Sight Drafts to
CIA.

99. As a result of FMB’s breach of the Group L Garden
World ITR, CIA has been damaged,

WHEREFORE, CIA demands Jjudgment against FMB for damages,
pre-judgment and post-judgment interest, costs, and such other
relief as this Court deems appropriate.

COUNT XIV - RREACH OF CONTRACT

100, CIA adopts by reference and Iincorporates those
allegations contained in paragraphs 1 through 21 as if alleged

herein.
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101, This is a breach of contract action by CIA against FMB
and is for damages of less than $15,000.00, exclusive of
interest, costs and attorney fees.

102. On or about September 18, 2008, FMB issued ITR number
CIA 08182008-1 to secure the bond issued by Harris Construction
Group, Inc. (the “Harris Construction ITR"):; a copy of which is
attached hereto as- Exhibit ™“AA”, and 1is hereby adopted by
reference and incorporated herein.

103. When performance under the bond failed, CIA issued the
following Sight Drafts to FMB: (a) on February 2, 2010, in the
amount of $2,822.53; (b) on April 189, 2010, in the amount of
$602.04; (c) on July 22, 2010, in the amount of $1,588.75; and
(d) on August 23, 2010, in the amount of $1,480.27
(collectively, the “Harris Construction Sight Drafts”), Copies
of the Harris Construction Sight Drafts are attached hereto as
Composite Exhibit “BB”, and are hereby adopted by reference and
incorporated herein.

104. FMB has breached the Harris Construction ITR by
failing to pay .any of the Harris Construction Sight Drafts to
CIA,

105. As a result of FMB’'s breach of the Harris Construction

ITR, CIA has been damaged.
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WHEREFORE, CIA demands Jjudgment against FMB for damages,
pre-judgment and post-judgment interest, costs, and such other

relief as this Court deems appropriate.

COUNT XV — BREACH OF CONTRACT

106. CIA adopts by reference and incorporates those
allegatipng contained in paragraphs 1 through 21 as if alleged
herxein.

107. This is a breach of contract action by CIA against FMB
and is for damages of 1less than $15,000.00, exclusive of
interest, costs and attorney fees.

108. On or about April 17, 2009, FMB issued ITR number CIA
04172009-1 to secure the bond issued by Scott’s Professional
Ground Maintenance, Inc., (the “SPGM ITR”j; a copy of which is
attached hereto as Exhibit ™“CC”, and i1is hereby adopted by
reference and incorporated herein.

109. When performance under the bond failed, CIA issued the
following Sight Draft to FMB: on February 2, 2010, in fhe amount
of $8,640.63 (the “SPGM Sight Draft”). A copy of the SPGM Sight
Draft is attached hereto as Exhibit “DD”, and is hereby adopted
by reference and incorporated herein.

110. FMB has breached the SPMG ITR by failing to pay any of
tﬁe SPMG Sight Draft to CIA,

111. As a result of FMB’s breach of the SPMG ITR, CIA has

been damaged.

22



WHEREFORE, CIA demands Jjudgment against FMB for damages,
pre-judgment and post-judgment interest, costs, "and such other

relief as this Court deems appropriate.

COUNT XVI - BREACH OF CONTRACT

112. CIA adopts Dby reference and incorporates those
allegations contained in paragraphs 1 through 21 as if alleged
herein.

113. This is a breach of contract action by CIA against FMB
and is for damages of more than $15,000.00, exclusive of
ipterest, costs and attorney fees.

114. On or about July 18, 2008, FMB issued ITR number CIA
07182008-1 to secure the bond issued by VMS Builders, Inc. (the
“WMS ITR”); a copy of which is attached hereto as Exhibit “EE”,
and is hereby adopted by reference and incorporated herein,

115, When performance under the bond failed, CIA issued the
following Sight Draft to FMB: on February 2, 2010, in the amount
of $25,407.49 (the “VMS Sight Draft”). A copy of the VMS Sight
Draft is attached hereto as Exhibit “FF”, and is hereby adopted
by reference and incorporated herein.

116. FMB has breached the VMS ITR by failing to pay any of
the VMS Sight Draft to CIA.

117. As a result of FMB’'s breach of the VMS ITR, CIA has

been damaged.
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WHEREFORE, CIA demands judgment against FMB for damages,
pre-judgment and poét—judgment interest, costs, and such other
relief as this Court deems appropriate.

COUNT XVII - BREACH OF CONTRACT

118. CIA adopts by reference and incorporates those
allegations contained in paragraphs 1 through 21 as if alleged
herein.

119, This is a breach of contract action by CIA against FMB
and is for damages of less than $15,000.00, exclusive of
interest, costs and attorney fees.

120. On or about April 3, 2008, FMB issued ITR number CIA
04032009-1 to secure the bond issued by Purbose One Electric Co,
(the “Purpose One ITR”); a copy of which is attached hereto as
Exhibit “GG”, and is hereby adopted by reference and
incorporated herein.

121. When performance under the bond failed, CIA issued the
following Sight Draft to FMB: on April 18, 2010, in the amount
of $561.00 (the “Purpose One Sight Draft”). A copy of the
Purpose One Sight Draft is attached hereto as Exhibit “HH”, and
is hereby adopted by reference and incorporated herein.

122, FMB has breached the Purpose One ITR by failing to pay
any of the Purpose One Sight Draft to CIA.

123. As a result of FMB’s breach of the Purpose One ITR,

CIA has been damaged.
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WHEREFORE, CIA demands judgment against FMB for damages,
pre-judgment and post-judgment interest, costs, and such other
relief as this Court deems appropriate.

COUNT XVIII ~ BREACH OF CONTRACT

124, CIA adopts by reference and incorporates those
allegations contained in paragraphs 1 through 21 as if alleged
herein.

125. This is a breach of contract action by CIA against FMB
and is for damages of less than $15,000.00, exclusive of
interest, costs and attérney fees.

‘126. On ox about August 26, 2008, FMB issued ITR number CIA
08252008~1 to secure the bond issued by E.L.C.I. Construction
Group, Inc. (the “ELCI ITR”):; a copy of which is attached hereto
as Exhibit ™“II”, and is hereby adopted by reference and
incorporated herein,

127. When performance. under the bond failed, CIA issued the
following Sight Drafts to FMB: (a) on July 22, 2010, in the
amount of $995.33; and (b) on August 23, 2010, in the amount of
$226.52 (the “ELCI Sight Drafts”). A copy of the ELCI Sight
Drafts are attached hereto as Composite Exhibit “JJ¥, and are
hereby adopted by reference and incorporated herein.

128, FMB has breached the ELCI ITR by failing to pay any of

the BELCI Sight Drafts to CIA.
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129, As a result of FMB’s breach of the ELCI ITR, CIA has
been damaged.

WHEREFORE, CIA demands judgment against FMB for damages,
pre-judgment and post-judgment interest, costs, and such other
relief as this Court deems appropriate.

COUNT XIX — BREACH OF CONTRACT

130, CIA adopts by reference and Iincorporates those
allegétioﬁs contained in paragraphs 1 through 21 as if alleged
herein.

131. This is a breach of contract action by CIA against FMB
and is for -damages of 1less than $15,000.00, exclusive of
interest, costs and attorney fees.

132. On or about January 6, 2009, FMB issued ITR number CIA
01062009-1 to secure the bond issued by Lomonico Contracting,
Inc. (the “Lomonico ITR”)}; a copy of which is attached hereto as
Exhibit “KK“, and 1is hereby adopted by reference and
incorporated herein.

133. When performance under the bond failed, CIA issued the
followiﬁg Sight Draft to FMB: on December 14, 2009, in the
amount of $£106,000,00 (the “Lomonico Sight Draft”). A copy of
the SPGM Sight Draft is attached heretoc as Exhibit “LL”, and is
hereby adopted by reference and incorporated herein.

134, FMB has breached the Lomonico ITR by failing to pay

any of the Lomonico Sight Draft to CIA.
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135. As a result of FMB’'s breach of the Lomonice ITR, CIA
has been damaged.

WHEREFORE, CIA.'demands judgment against FMB for damages,
pre-judgment and post-judgment interest, costs, and such other
relief as this Court deems appropriate,

COUNT XX - BREACH OF CONTRACT

136. CIA adopts by reference and incorporates those
allegations contained in paragraphs 1 through 21 as if alleged
herein,

137. This 1s a breach of contract action by CIA against FMB
and is for damages of 1less than $15,000.00, exclusive of
interest, costs and attorney fees.

138. On or about February 11, 2009, FMB issued ITR number
CIA 02112009-1 to secure the bond issued by Rogar Management &
Consulting of Florida, Inc. (the “Rogar ITR”); a copy of which
is attached hereto as Exhibit “MM”, and is hereby adopted by
reference and incorporated herein.

139, When performance under the bond failed, CIA issued the
following Sight Draft to FMB: on August 23, 2010, in the amount
of $178.96 (the “Rogar Sight Draft”). A copy of the Rogar
Sight Draft is attached hereto as Exhibit “NN“, and is hereby
adopted by reference and incorporated herein.

140. FMB has breached the Rogar ITR by failing to pay any

of the Rogar Sight Draft to CIA.
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141. As a result of FMB’s breach of the Rogar ITR, CIA has
been damaged.

WHEREFORE, CIA demands judgment against FMB for damages,
pre-judgment and post-judgment interest, costs, and such other
relief as this Court deems appropriate,

COUNT XXI -~ FRAUD IN THE INDUCEMENT

142, CIAR adopts by reference and incorporates those
allegations contained in paragraphs 1 through 24 as if alleged
herein. A

143. This is a fraud in the inducement action by CIA
against TUG and Wright and 1is for damages of more than
$15,000.00, exclusive of interest, costs and attorney fees.

144, Wright, acting on his own behalf and on behalf of TUG,
represented to Haynes, on behalf of CIA, that FMB had the
ability to issue ITRs to fully secure the bond business that TUG
was to generate in order to induce CIA to agree to use bonds to
secure the insurance products it issued,

145. Upon information and belief, at the time of Wright’s
representations to CIA concerning FMB’s ability to secure the
bonds with ITRs, Wright and TUG knew that FMB did not have the
ability to fully secure the bonds with ITRs.

146. Instead, upon information and belief, Wright and TUG

made the false representations to CIA with the sole purpose to
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induce CIA to generate bond business for TUG, which in turn
would generate a commission for TUG and Wright.

147. Had CIA known that FMB was unable to fund each of the
ITRs that CIA believed was securing the bonds obtained and
underwritten by TUG, CIA would not have agreed to use.bonds to
secure its insurance products.

148. CIA has been damaged as a result of the false
representations made by Wright, both individually and on behalf
of TUG.

WHEREFORE, CIA demands judgment against Wright and TUG,
jointly and severally, for damages, pre-judgment and post-
judgment interest, costs, and such other relief as this Court
deems appropriate.

DEMAND FOR JURY TRIAL

The Plaintiff demands trial by jury on all issues so
triable.

HEEKIN, MALIN & WENZEL, P.A.

By
S. ‘Hunter Malin
Fla. Bar No.: 0088020

P.0. Box 477

Jacksonville, FL 32201
Telephone No.: (904) 355-7000
Facsimile No.: (904) 355-026
Attorney for Plaintiff '
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COMMERCIAL INSURANCE ALLIANCE

i ARECIPROCAL INSURANCE CORPANY..

June 12, 2006

Underwriting and Billing Guide Lines
The Underwriters Group, The TUG et al

The following guide lines apply to all surety risks submitted, underwritten and/or collateralized on
behalf of Commercial Insurance Alliance by The Underwriters Group (“TUG™).

Commercial Insurance Alliance will exclusively write the surety line of business through TUG. In
turn, TUG will adhere to our filed rates and underwriting protocol as outlined below.

1. All surety risks must be within the state of Florida, without exception.
2. Our filed rates will be exclusively utilized and imposed on surety.
3. Copies of ali underwriting files and indemnity agreements are to be provided by TUG to
Commercial Insurance Alliance in PDF format.
4. When the Surety Bond is issued by TUG on behalf of Commercial Insurance Alliance the
Surety Bond must contain or be accompanied by the following:
a, Face amount of the Bond
b. Assigned Number for the Bond. (Note, Bid Bond takes a different number
series). If bid and accompanying bid bond result in project being awarded, the
issued bond must contain Bid Bond Number as well as Issued Bond Number.

c. No Bid Bond should be issued unless all underwriting has been completed and

TUG has arranged collateral for the underlying bond if awarded and
subsequently issued. Such collateral will be in the form of an irrevocable trust
receipt.

d. No Surety (Bond) will be issued unless it is accompanied by an approved
Irrevocable Trust Receipt or Letter of Credit acceptable to Commercial Insurance
Alliance.

e. Each Bond will have attached a properly executed Power of Attorney form. Bid
bonds only will have affixed a generic version of the form without the boxed
statement which contains statement on Securitized Bond, Premiums and Term
statements. All other Bonds will have affixed Power of Attorney Form Number
CIA-101 (rev 1-07) which contains the boxed statement.

Page 1 of 2

9309-3 Old Kings Road South, Jacksonville, FLL 32257 - Tel 904 732 9791 — Fax 904 732 97954



Invoices Issued by

5. TUG or The TUG Trust will invoice in the following format:

oo Ao TP

Commercial Insurance Alliance Bond Fee 5

Commercial Insurance Alliance Surplus Contribution 5

Florida Hurricane Cat Fund Assessment — (1% of Bond Fee) §

= Total Commercial Insurance Alliance Fees and Assessments

TUG Underwriting and Collateral Fee b

Total of all CIA billing and TUG accumulated total b

Invoice to contain CIA agent number (regular appointed agency) or marked Broker Bond
Agency. Broker Bond Agency must furnish Florida Agent license to receive a
commission from Commercial Insurance Alliance.

Commercial Insurance Alliance will not execute and seal a bond unless TUG confirms
collection of bond fees, surplus contribution and applicable assessments and is in receipt
of an acceptable ITR , and the bond contains all of the required information.

No Agent will be paid a commission by Commercial Insurance Alliance unless the
agency is licensed by Commercial Insurance Alliance or Proof that a Brokering Agent
holds a Florida License.

In no instance will Commercial Insurance Alliance pay an Agency or Agent more than
10% of the Bond Fee exclusive of the surplus contribution and required assessment
charges.

It is apreed that TUG can reimburse agencies or agents underwriting and collateral
preparation and handling expenses.

It is understood and agreed that as long as TUG satisfies each of the conditions enurmnerated above with
regard to bond underwriting, collateralization and issuance, and monthly bond volume is at a mutually
acceptable level, Commercial Insurance Alliance hereby grants TUG an exclusive underwriting and
collateralization agreement for all bonds issued by Commercial Insurance Alliance within the State of
Florida. TUG further agrees to employ its best efforts and resources to penerate quality and substantial
bonding opportunities on behalf of Commercial Insurance Alliance within the State of Florida. TUG is to
receive any and all fees directly from the bonded party or entity, exclusive of bond fees, surplus
contribution and applicable assessments imposed or collected by Commercial Insurance Alliance, for all
services ang prowdmg collateral to Commercial [nsurance Alliance in connection with each bond issued

he terminated by either party with a written notice to the other upon 120 prior to

/
MWitness

F <2

Commerclal Insu

ce Alljancer
/a8

W/'rfncss

¢ -r2-04

Date
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Addendum No. 1
To
CIA/TUG Agreement dated and signed 6/12/2006

Effective this /4 day % 2009.
The Underwriters Group (TUG) is a Managing General Underwriter (MGU) with up front

underwriting authority only as defined in the Agreement to which this Addendum is attached. TUG
has po anthority to adjust or approve settlement of BOND losses. TUG however has an obligation
to work with and provide all necessary information to attorneys designated by CIA in defense of
BOND claims even if it is ultimately determined that the claim is invalid. Any possible sources of
recoupment of defense cost containment expense incwred in defending Bond claims will serve to
reduce the ultimate net defense costs to be shared equally between TUG and CIA.

Final expenditures of Bond losses by CIA will be charged against the ITR dedicated to the specific
Bond.

Addendum No. 1

R MAE

Witness

Commercial Insurance Alliance, A,Reciprocal Insurance Company

==, S N QA

Larry E. Haynes® 7 Witness

. 3pH4
Signed and acknowledged this 9% day of (}# 2009,




FINANCIAL SERVICES
COMMISSION

RICK SCOTT
GOVERNOR

OFFICE OF INSURANCE REGULATION R . OFFICER

PAM BONDI
ATTORNEY GENERAL

COMMISSIONER COMMISSIONER OF
AGRICULTURE

January 19, 2011

The Honorable Jeff Atwater Via Email
Chief Financial Officer

Department of Financial Services

The Capitol, PL-11

Tallahassee, FL 32399

Re: Commercial Insurance Alliance, a Reciprocal Insurance Company

Dear Chief Financial Officer Atwater:

Please be advised that the Office of Insurance Regulation (hereinafter referred to as the “Office™)
has determined that one or more grounds exist for the initiation of delinquency proceedings,
pursuant to Chapter 631, Florida Statutes, against Commercial Insurance Alliance, a Reciprocal
Insurance Company (hereinafter referred to as "CIA").

CIA is a Florida reciprocal insurer that was authorized to transact insurance business in the State
of Florida on May 5, 2006. CIA’s Certificate of Authority was suspended by the Office, on
August 19, 2009, pursuant to Order 105772-09. CIA has not written new insurance policies in
the State of Florida since its suspension on August 19, 2009. CIA has on file with the Office a
five hundred thousand U.S. Dollar ($500,000) deposit, which could help facilitate run-off of the
remaining loss and loss adjustment expenses. The Office questions whether the management of
CIJA is capable of achieving a solvent run-off and as such it is appropriate for the Department of
Financial Services (hereinafter referred to as the “Department™) to be appointed as receiver.

The grounds that allow a petition for an order appointing the Department as receiver and
directing it to liquidate the business of a domestic insurer are specified in Section 631.061,
Florida Statutes. I am advising you of the Office’s determination so that delinquency
proceedings can be initiated by the Division of Rehabilitation and Liquidation. The following
document is attached in support of such determination:

Exhibit A — Affidavit of Stephen J. Szypula

KEVIN M. McCARTY * COMMISSIONER
200 EAST GAINES STREET * TALLAHASSEE, FLORIDA 32399-0305 « (850)413-5914 - FAX(850) 488-3334
WEBSITE: WWW.FLOIR.COM * EMAIL: KEVIN.MCCARTY{@FLOIR.COM

Affimative Action / Equal Opportunity Employer



The Honorable Jeff Atwater
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As always, the Office stands ready to provide any additional information or assistance the
Department needs in order for this matter to proceed as expeditiously as possible. Thank you for
your attention to this matter.

Kevin M. McCart

cc: PK Jameson, General Counsel
Department of Financial Services

Sha’Ron James, Interim Director
Division of Rehabilitation and Liquidation
Department of Financial Services



IN THE CIRCUIT COURT OF THE
SECOND JUDICIAL CIRCUIT, IN
AND FOR LEON COUNTY, FLORIDA

STATE OF FLORIDA, ex. rel., the
DEPARTMENT OF FINANCIAL
SERVICES OF THE STATE OF FLORIDA,

Relator,
vs. caseno.: 2011- 191 CA
COMMERCIAL INSURANCE
ALLIANCE, | 03
A Florida Reciprocal Insurance SRR i
Company, o
DT e o
Respondent. LT
=
/ o
O

ORDER APPOINTING THE FLORIDA DEPARTMENT OF
FINANCIAL SERVICES AS RECEIVER FOR PURPOSES OF LIQUIDATION,
INJUNCTTON, AND NOTICE OF AUTOMATIC STAY

THIS CAUSE was considered on the Department of Financial Services (“Department”)
Petition for an Order appointing the Department as Receiver for purposes of Liquidation of
Commercial Insurance Alliance (“Respondent”). The Court, having reviewed the pleadings of
record, and otherwise being fully informed in the premises finds that:

1. This Court has jurisdiction pursuant to Section 631.021 (1), Florida Statutes, and
venue is proper pursuant to Section 631.021 (2), Florida Statutes.

2. Respondent is a Rgspondent is a Florida reciprocal insurer that was authorized to
transact insurance business in the State of Florida. Respondent’s principal place of business was
previously located at 9309 Old Kings Road South, Suite 3, Jacksonville, Florida 32258. There is no

current known principal place of business.
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3. Section 631.021 (3), Florida Statutes, provides that a delinquency proceeding
pursuant to Chapter 631, Florida Statutes, constitutes the sole and exclusive method of
liquidating, rehabilitating, reorganizing, or conserving an insurer.

4. By letter dated January 19, 2011, to the Honorable Jeff Atwater, Chief Financial
Officer of the State of Florida, Kevin McCarty, Commissioner of the Florida Office of Insurance
Regulation, recommended that delinquency proceedings, pursuant to Chapter 631, Florida
Statutes, be initiated against Respondent. Respondent, through its Attorney-in-Fact, consented to
the appointment of the Department as Receiver for the purposes of rehabilitation or liquidation,v
at the sole discretion of the Department of Financial Services.

5. Section 631.061, Florida Statutes, authorizes the Department to apply to this
Court for an order directing it to liquidate a domestic insurer upon the existence of any grounds
specified in Section 631.051, Florida Statutes. Pursuant to Section 631.051(11), Respondent has
consented to the appointment of the Department as Receiver for purposes of rehabilitation or

liquidation without a hearing.

6. Section 631.021 (3), Florida Statutes, provides that a delinquency proceeding
pursuant to Chapter 631, Florida Statutes, constitutes the sole and exclusive method of
liquidating, rehabilitating, reorganizing, or coﬁserving an insurer. Further, Section 631.025(2),
Florida Statutes authorizes the Department to initiate delinquency proceedings against any

“insurer” if the statutory grounds are present as to that insurer.

7. Respondent must be liquidated to protect the remaining assets of Respondent for
the benefit of its policyholders, creditors and the public as well as to wind up the business of

Respondent.



8. Pursuant to Section 631.051(11), Florida Statutes, the Respondent has consented
to the apppintment of the Department of Financial Services as Receiver for the purpose of
liquidation through a majority of its directors, stockholders, members, or subscribers.

9. In light of the Respondent’s consent to liquidation, pursuant to Section
631.051(11), and Section 631.061, Florida Statutes, the Court finds that it is in the best interests
of Respondent, its creditors, and its members that the relief requested in the petition be granted.

THEREFORE, IT IS ORDERED AND ADJUDGED as follows:

10.  The Department of Financial Services of the State of Florida shall be appointed
Receiver of Respondent for purposes of liquidation, effective immediately upon the signing of

this order.

11.  The Receiver shall be authorized and directed to:

A. Take immediate possession of all the property, assets, and estate, and all.
other property of every kind whatsoever and wherever located belonging to Respondent
pursuant to Sections 631.111 and 631.141, Florida Statutes, including but not limited to:
offices maintained by Respondent, rights of action, books, papers, evidences of debt,
bank accounts, savings accounts, certificates of deposit, stocks, bonds, debentures and
other securities, mortgages, furniture, fixtures, office supplies and equipmcnt, wherever
situate and however titled, whether in the possession of Respoﬁdent or its officers,
directors, shareholders, trustees, employees, consultants, attorneys, agents or affiliates
and all real property of Respondent, wherever situate, whether in the possession of
Respondent or its officers, directors, shareholders, trustees, employees, consultants,

attorneys, agents or affiliates.

B. Liquidate the assets of Respondent, including but not limited to, funds



held by Respondent’s agents, subagents, producing agents, brokers, solicitors, service
representatives or others under agency contracts or otherwise which are due and unpaid
to Respondent, including premiums, unearned commissions, agents’ balances, agents’

reserve funds, and subrogation recoveries.

C. Employ and authorize the compensation of legal counsel, actuaries,
accountants, clerks, consultants, and such assistants as it deems necessary, purchase or
lease personal or real property as it deems necessary, and authorize the payment of the
expenses of these proceedings and the necessary incidents thereof, as approved by the
Court, to be paid out of the funds or assets of the Respondent in the possession of the

Receiver or coming into its possession.

D.  Reimburse such employees, from the funds of this receivership, for their
actual necessary and reasonable expenses incurred while traveling on the business of this

receivership.

E. Not defend or accept service of process on legal actions wherein
Respondent, the Receiver, or the insured is a party defendant, commenced either prior to
or subsequent to the order, without authorization of this Court; except, however, in
actions where Respondent is a nominal party, as in certain foreclosure actions, and the
action does not affect a claim against or adversely affect the assets of Respondent, the

Receiver may file appropriate pleadings in its discretion.

F. Commence and maintain all legal actions necessary, wherever necessary,

for the proper administration of this receivership proceeding.

G. Collect all debts which are economically feasible to collect which are due

and owing to Respondent.



H. Deposit funds and maintain bank accounts in accordance with Section

631.221, Florida Statutes.

L Take possession of all of Respondent’s securities and certificates of
deposit on deposit with the Chief Financial Officer of Florida or any similar official of
any other state, if any, and convert to cash as much as may be necessary, in its judgment,

to pay the expenses of administration of this receivership.

T Publish notice specifying the time and place fixed for the filing of claims
with the Receiver once each week for three consecutive weeks in the Florida
Administrative Weekly published by the Secretary of State, and at least once in the
Florida Bar News and to publish notice by similar methods in all states where

Respondents may have issued insurance policies.

K. Negotiate and settle subrogation claims and Final Judgments up to and
including the sum of Twenty Thousand Dollars ($20,000.00) without further order of this

Court.

L. Sell any salvage recovered property having value of not more than Twenty

Thousand Dollars ($20,000.00) without further order of this Court.

M..  Give notice of this proceeding to Respondent’s agents pursuant to Section
631.341, Florida Statutes, and to its insureds, if any.

N. The Receiver is granted all of the powers of the Respondent’s
director’s, officers and managers, whose authority shall be suspended, except as

such powers are re-delegated in writing by the Receiver. The Receiver has full



power to direct and manage the affairs of Respondent, to hire and discharge
employees, and to deal with the property and business of the Respondent.

0. Any officer, director, manager, trustee, administrator, attorney, agent,
accountant, actuary, broker, employee, adjuster, independent contractor, or affiliate of
Respondent and any other person who possesses or possessed any executive authority
over, or who exercises or exercised any control over, any segment of Respondent’s
affairs or the affairs of its affiliates shall be required to fully cooperate with the Receiver,
pursuant to Section 631.3*9'1, Florida Statutes, notwithstanding the provisions of ﬁe

above paragraph.

P. Title to all property, real or personal, all contracts, rights of action and all
books and records of Respondent, wherever located, is vested in the Receiver pursuant to

Sections 631.111 and 631.141, Florida Statutes.

Q. All attorneys employed by Respondent as of the date of the Order, within
10 days notice of the Order, are required to report to the Receiver on ‘the name, company
claim number and status of each file they are handling on behalf of the Respondent. Said
report shall also include an accounting of any funds received from or on behalf of the
Respondent. All attorneys employed by Respondent shall be discharged as of the date of
the Order unless their services are retained by the Receiver. All attorneys employed by
Respondent shall be advised that pursuant to Section 631.011(21), Florida Statutes, a
claim based on mere possession does not create a secured claim and all attorneys

employed by Respondent, pursuant to In Re the Receivership of Syndicate Two, Inc., 538

So.2d 945 (Fla. 1* DCA 1989), who are in possession of litigation files or other material,

documents or records belonging to or relating to work performed by the attorney on



behalf of Respondent shall be required to deliver such litigation files, material,
documents or records intact and without purging to the Receiver, on request,
notwithstanding any claim of a retaining lien which, if otherwise valid, shall not be

extinguished by the delivery of these documents.

R. All agents, brokers or other persons having sold policies of insurance
and/or collected premiums on behalf of the Respondent shall be required to account for
and pay all premiums and commissions unearned due to cancellation of policies by the
Order or in the normal course of business owed to the Respondent directly to Receiver
within 30 days of demand by the Receiver or appear before this Court to show cause, if
any they may have, as to why they shall not be required to account to the Receiver or be
held in contempt of Court for violation of the provisions of the Order. No agent, broker,
premium finance company or other person shall use premium monies owed to the
Respondent for refund of unearned premium or for any purpose other than payment to the

Receiver.

S. Any premiﬁm finance company which has entered into a contract to
finance a premium for a policy which has been issued by the Respondent shall be

required to pay any premium owed to the Respondent directly to the Receiver.

T. Reinsurance premiums due to or payable by Respondent shall be remitted
to, or disbursed by, the Receiver. Reinsurance losses recoverable or payable by
Respondent shall be handled by the Receiver. All correspondence concerning reinsurance

shall be between the Receiver and the reinsuring company or intermediary.

U. Upon request by the Receiver, any company providing telephonic services

to Respondent shall be required to provide a reference of calls from the number presently



assigned to Respondent to any such number designated by the Receiver or perform ény

other services or changes necessary to the conduct of the receivership.

V. Any bank, savings and loan association, or other financial institution
which has on deposit, in its possession, custody or control any funds, accounts and any
other assets of Respondent, shall be required to immediately transfer title, custody and
control of all such funds, accounts and other assets to the Receiver. The Receiver shall be
authorized to change the name of such accounts and other assets, withdraw them from
such bank, savings and loan association or other financial institution, or take any lesser
action necessary for the proper conduct of this receivership. No bank, savings and loan
association or other financial institution shall be permitted to exercise any form of set-off,
alleged set-off, lien, any form of self-help whatsoever, or refuse to transfer any funds or

assets to the Receiver’s control without the permission of this Court.

Ww. Any entity furnishing telephone, water, electric, sewage, garbage or trash
removal services to Respondent shall be required to maintain such service and transfer
any such accounts to the Receiver as of the date of the Order, unless instructed to the

contrary by the Receiver.

X. Any data processing service, which has custody or control of any data
processing information and records including but not limited to source documents, data
processing cards, input tapes, all types of storage information, master tapes or any other
recorded information relating to Respondent shall be required to transfer custody and
control of such records to the Receiver. The Receiver shall be authorized to compensate
any such entity for the actual use of hardware and software which the Receiver finds to

be necessary to this proceeding. Compensation shall be based upon the monthly rate



provided for in contracts or leases with Respondent which was in effect when this
proceeding was instituted, or based upon such contract as may be negotiated by the

Receiver, for the actual time such equipment and software is used by the Receiver.

Y. The United States Postal Service shall be directed to provide any
information requested by the Receiver regarding Respondent and to handle future

deliveries of Respondent’s mail as directed by the Receiver.

Z. All claims shall be filed with the Receiver on or before 11:59 p.m. three
hundred sixty five (365) days from the effective date of this order, or be forever barred,

and all such claims shall be filed on proof of claim forms prepared by the Receiver.

AA. Except for contracts of insurance, if the Receiver does not assume or reject
an executory contract, in whole or in part, to which Respondent was a party within ninety
~ (90) days of the date of this Order or from the date of Receiver’s actual knowledge of
such contract, whichever is later, then such contract shall be deemed rejected. “Actual

Knowledge” means the Receiver has in its possession the original of a written contract to

which the Respondent is a party, and the Receiver has notified the vendor in writing

acknowledging the existence of the contract. Further, the Receiver shall have the
authority to do the following:

A) Pay for services provided by any of Respondent’s vendors, in the ninety (90) day
period prior to assuming or rejecting the contract, which are necessary to administer the
Receivérship estate;

B) Once the Receiver determines Respondent’s vendor is necessary in the continued
administration of the Receivership estate for a period to exceed the ninety (90) days from the

date of this order, or from the date of Receiver’s actual knowledge of such contract, whichever is



later, the Receiver may make minimal modifications to the terms of the contract, including, but
not limited to, the expiration date of the agreement, the scope of the services to be provided, and
for the compensation to be paid to Respondent’s vendor pursuant to the contract. “Minimal
Modifications” shall mean any minimum alteration made to the contract in order to adapt to the
new circumstances of the Receivership estate. In no event will any minimal modification be
construed as the Receiver entering into a new contract with Respondent’s vendor.

Any vendor, including but not limited to, any and all employees / contractors of
insurer, claiming the existence of a contractual relationship with the insurer shall provide
notice to the Receiver of such relationship. This notice shall include any and all documents
and information regarding the terms and conditions of the contract, including a copy of the
written contract between the vendor and the insurer, if any, what services or goods were
provided pursuant to the contract, any current, future and/or past due amounts owing under the
contract, and any supporting documentatioﬁ for third party services or goods provided. Failure
to provide the required information may result in vendors’ contractual rights not being
recognized by the Receiver. The rights of the pbarties to any such contracts are fixed as of the
date of the Order and any cancellation under this provision shall not be treated as an anticipatory
breach of such contracts.

BB. All affiliated companies and associations, including but not limited to

Commercial Insurance Alliance, and the shareholder-owners of Commercial Insurance

Alliance, shall be directed to make their books and records available to the Receiver, to

include all records located in any premises occupied by said affiliate, whether corporate

records or not, and to provide copies of any records requested by the Receiver whether or

not such records are related to Respondent. The Receiver shall have title to all policy files

10




12.

and other records of, and relating to Respondent, whether such documents are kept in
offices occupied by an affiliate company or any other person, corporation, or association.
The Receiver shall be authorized to take possession of any such records, files, and
documents, and to remove them to any location in the Receiver’s discretion. Any
disputed records shail not be withheld from the Receiver’s review, but shall be

safeguarded and presented to this Court for review prior to copying by the Receiver.

CC.  The Receiver shall have complete access to and control of all computer

records of the Respondent, including administrative rights.

DD. Any person, firm, corporation or other entity having notice of the Order
that fails to abide by its terms shall be directed to appear before this Court to show good
cause, if any they may have, as to why they shall not be held in contempt of Court for

violation of the provisions of this Order.

Pursuant to the provisions of 631.252, Florida Statutes, all policies of insurance or similar

contracts of coverage that have not expired are canceled effective as of the date of entry of the

liquidation order . Policies or contracts of coverage with normal expiration dates prior to the

dates otherwise applicable under this paragraph, or which are terminated by insureds or lawfully

canceled by the Receiver or insurer before such date, shall stand canceled as of the earlier date.

13.  All subsidiaries, affiliates, parent corporations, ultimate parent corporations, and

any other business entity affiliated with Commercial Insurance Alliance having any interest in

any building or facility where Respondent may be located, shall make available, at that location

and at no charge to the Receiver or to Commercial Insurance Alliance, office space, and related

facilities (telephone service, copiers, computer equipment and software, office supplies, parking,

etc.) to the extent deemed necessary by the Receiver in its sole discretion.

11



14.  All subsidiaries, affiliates, parent corporations, ultimate parent corporations, and
any other business entity affiliated with Commercial Insurance Alliance having any interest in
the computer equipment and software currently used by or for Commercial Insurance Alliance
shall make such computer equipment and software available to the Receiver at no charge to the
Receiver or Commercial Insurance Alliance to the extent deemed necessary by the Receiver in
its sole discretion.

CONTINUATION OF INVESTIGATION

15.  The Receiver shall be authorized to conduct an investigation as authorized by
Section 631.391, Florida Statutes, of Respondent and its affiliates, as defined above, to uncover
and make fully available to the Court the true state of Respondent’s financial affairs. In
furtherance of this investigation, Respondent and its affiliates shall be required to make all
books, documents, accounts, records, and affairs, which either belong to or pertain to
Respondent, available for full, free and unhindered inspection and examination by the Receiver
during normal business hours (9:00 a.m. to 5:00 p.m.) Monday through Friday, from the date of
the Order. Respondent and the above specified entities shall be required to cooperate with the
Receiver to the fullest extent required by Section 631.391, Florida Statutes. Such cooperation
shall include, but not be limited to, the taking of oral testimony under oath of Respondent’s
officers, directors, managers, trustees, agents, adjusters, employees, or independent contractors
of Respondent, its affiliates and any other person who possesses any executive authority over, or
who exercises any control over, any segment of the affairs of Respondent in both their official,

representative and individual capacities and the production of all documents that are calculated

to disclose the true state of Respondent’s affairs.

16. Any officer, director, manager, trustee, administrator, attorney, agent, accountant,

12




actuary, broker, employee, adjuster, independent contractor, or affiliate of Respondent and any
other person who possesses or possessed any executive authority over, or who exercises or
exercised any control over, any segment of the affairs of Respondent or its affiliates shall be
required to fully cooperate with the Receiver as required by Section 631.391, Florida Statutes,
and as set out in the preceding paragraph. Upon receipt of a certified copy of the Order, any
bank or financial institution shall be required to immediately disclose to the Receiver the
existence of any accounts of Respondent and any funds contained therein and any and all

documents in its possession relating to Respondent for the Receiver’s inspection and copying.

NOTICE OF AUTOMATIC STAY

17.  Notice is hereby given that, pursuant to Section 631.041(1), Florida Statutes, the
filing of the Department's initial petition herein operates as an automatic stay applicable to all
persons and entities, other than the Receiver, which shall be permanent and survive the entry of this
order, and which prohibits:

A. The commencement or continuation of judicial, administrative or other
action or procecdiﬁg against the insurer or against its assets or any part thereof;

B. The enforcement of judgment against the insurer or an affiliate, provided
that such affiliate is owned by or constitutes an asset of Respondent, obtained either
before or after the commencement of the delinquency proceeding;

C. Any act to obtain possession of property of the insurer;

D. Any act to create, perfect or enforce a lien against property of the insurer,
except a secured claim as defined in Section 631.011(21), Florida Statutes;

E. Any action to collect, assess or reéover a claim against the insurer, except

claims as provided for under Chapter 631;

13



F. The set-off or offset of any debt owing to the insurer except offsets as

provided in Section 631.281, Florida Statutes.

18. Al Sheriffs and all law enforcement officials of the state shall cooperate with and
assist the Receiver in the implementation of this Order.

19.  This Court retains jurisdiction of this cause for the purpose of granting such other
and further relief as from time to time shall be deemed appropriate.

20.  The Respondent is ordered into liquidation effective immediately upon the
signing of this Order.

DONE and ORDERED in Chambers at the Leon County Courthouse in Tallahassee,

Leon County, Florida this , day of | 2011.

) W
wun‘ JUDGE

"é)PIES FURNISHED TO:

William A. Spillias, Chief Attorney
Robert V. Elias, Deputy Chief Attorney
Florida Department of Financial Services
Division of Rehabilitation and Liquidation
P.O.Box 110

Tallahassee, Florida 32302
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IN THE CIRCUIT COURT OF THE
SECOND JUDICIAL CIRCUIT, IN
AND FOR LEON COUNTY, FLORIDA

STATE OF FLORIDA, ex. rel.,, the

DEPARTMENT OF FINANCIAL

SERVICES OF THE STATE OF FLORIDA,
Relator,

vs. CASE NO.: 2011- | 9|

COMMERCIAL INSURANCE
ALLIANCE, a
C‘Opy L
- w "

i

i
I3

A Florida Reciprocal Insurance
Company,

Respondent.
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i
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PETITION FOR ORDER APPOINTING THE FLORIDA DEPARTMENT OF
FINANCIAL SERVICES AS RECEIVER FOR PURPOSES OF LIQUIDATION,
INJUNCTION, AND NOTICE OF AUTOMATIC STAY

The Florida Department of Financial Services (hereinafter the ‘“Department”) hereby
petitions this Court pursuant to Sections 631.031 and 631.061, Florida Statutes, for a consent order

of liquidation of Commercial Insurance Alliance (hereinafter the “Respondent”). In support of its

petition, the Department states:
1. This Court has jurisdiction pursuant to Section 631.021 (1), Florida Statutes, and

venue is proper pursuant to Section 631.021(2), Florida Statutes.

2. Respondent is a Florida reciprocal insurer that was authorized to transact insurance

business in the State of Florida. Respondent’s principal place of business was previously located at

9309 Old Kings Road South, Suite 3, Jacksonville, Florida 32258. There is no current known

principal place of business.




3. Section 631.021(3), Florida Statutes, provides that a delinquency proceeding
pursuant to Chapter 631, Florida Statutes, constitutes the sole and exclusive method of
liquidating, rehabilitating, reorganizing, or conserving a Florida domiciled insurer.

4. Pursuant to Section 631.031, Florida Statutes, the Department is empowered to
apply to this Court for an Order directing the Respondent to show cause why the Department
should not be appointed Receiver of Respondent for purposes of liquidation under any of the
following grounds set out in Section 631.061, Florida Statutes.

5. Section 631.061, Florida Statutes, and Section 631.051 (11), Florida Statutes,
authorize the Department to apply to this Court for an order directing it to rehabilitation or
liquidate a domestic insurer upon the ground that the insurer has consented to such an order
through the majority of its directors, stockholders, members or subscribers.

6. On January 19, 2011, pursuant to Section 631.031(1), Florida Statutes, Kevin
McCarty, the Commissioner of the Office of Insurance Regulation, wrote a letter to the
Honorable Jeff Atwater, Chief Financial Officer of the State of Florida, stating grounds for the
initiation of delinquency proceedings against Commercial Insurance Alliance. 4 copy of the
letter is attached as Exhibit “A.” (The affidavit of Stephen J. Szypula referenced in the letter
has been omitted from the exhibit as it is irrelevant given Respondent’s consent.)

7. On January 19, 2011, Respondent, through its Attorney-in-Fact, consented to the
appointment of the Department as Receiver for the purposes of rehabilitation or liquidation
pursuant to Sections 631.051(11) and 631.061, at the sole discretion of the Department. 4 copy
of the consent is attached as Exhibit “B.”

- 8. Accordingly, it is in the best interests of Respondent and its creditors and insureds

that the relief requested in the petition be granted.




WHEREFORE, The Florida Department of Financial Services respectfully petitions this
Court for entry of its order of liquidation attached to this Petition as part of Exhibit “B.”

SUBMITTED on this 24" day of January, 2011.

o Y D

/LOURDES M. CALZADILIA
SENIOR ATTORNEY
Florida Bar No. 00139408
Florida Department of Financial Services
Division of Rehabilitation and Liquidation
Post Office Box 110
Tallahassee, Florida 32302-0110
(850) 413-4413 — Telephone
(850) 921-6115 — Facsimile
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GOVERNOR
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January 19, 2011

The Honorable Jeff Atwater Via Email

Chief Financial Officer

Department of Financial Services

The Capitol, PL-11

Tallahassee, FL 32399

Re: Commercial Insurance Alliance, a Reciprocal Insurance Company

Dear Chief Financial Officer Atwater:

Please be advised that the Office of Insurance Regulation (hereinafter referred to as the “Office™)
has determined that one or more grounds exist for the initiation of delinquency proceedings,
pursuant to Chapter 631, Florida Statutes, against Commercial Insurance Alliance, a Reciprocal
Insurance Company (hereinafter referred to as "CIA").

CIA is a Florida reciprocal insurer that was authorized to transact insurance business in the State
of Florida on May 5, 2006. CIA’s Certificate of Authority was suspended by the Office, on
August 19, 2009, pursuant to Order 105772-09. CIA has not written new insurance policies in
the State of Florida since its suspension on August 19, 2009. CIA has on file with the Office a
five hundred thousand U.S. Dollar ($500,000) deposit, which could help facilitate run-off of the
remaining loss and loss adjustment expenses. The Office questions whether the management of
CIA is capable of achieving a solvent run-off and as such it is appropriate for the Department of
Financial Services (hereinafter referred to as the “Department”) to be appointed as receiver.

The grounds that allow a petition for an order appointing the Department as receiver and
directing it to liquidate the business of a domestic insurer are specified in Section 631.061,
Florida Statutes. I am advising you of the Office’s determination so that delinquency
proceedings can be initiated by the Division of Rehabilitation and Liquidation. The following
document is attached in support of such determination:

Exhibit A — Affidavit of Stephen J. Szypula

KEVIN M. McCARTY * COMMISSIONER
200 EAST GAINES STREET * TALLAHASSEE, FLORIDA 32399-0305 « (850)413-5914 - FAX(850) 488-3334
WEBSITE: WWW.FLOIR.COM °* EMAIL: KEVIN.MCCARTY@FLOIR COM

Affirmative Action / Equal Opportanity Employer
Exhibit “A”



The Honorable Jeff Atwater
January 19, 2011
Page 2

As always, the Office stands ready to provide any additional information or assistance the
Department needs in order for this matter to proceed as expeditiously as possible. Thank you for
your attention to this matter.

Sincerely.

Kevin M, McCarty

cc: PK Jameson, General Counsel
Department of Financial Services

Sha’Ron James, Interim Director
Division of Rehabilitation and Liquidation
Department of Financial Services
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OFFICE OF INSURANCE REGULATION

KEVIN M. MCCARTY
COMMISSIONER

CONSENT TO APPOINTMENT OF RECEIVER

IT IS HEREBY agreed as follows:

1. COMMERCIAL INSURANCE ALLIANCE, a Reciprocal Insurance Company
(herein referred to as “Respondent”) is a Florida corporation and is a domestic insurer that was
authorized to transact insurance business in the state of Florida.

2. Respondent admits that grounds exist for the-appointment of a Receiver for
Rehabilitation or Liquidation pursuant to Sections 631.051 and 631.061, Florida Statutes.

3. Pursuant to Section 631.051 and 631.061, Floridﬁ Statutes, Respondent consents
through a majority of its attorney-in-fact, directors, stockholders, members, officers, trustees, or
subscribers, to the entry of an Order of Rehabilitation or Liquidation, at the sole discretion of the
Department of Financial Services (hereinafter referred to as “DFS”), appointing DFS as
Receiver, for purposes of Rehabilitation or Liquidation, and consents to any injunctions this

Court deems necessary and appropriate.

Page 1 of 2
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By execution hereof COMMERCIAL INSURANCE ALLIANCE consents to the appointment of
DEPARTMENT OF FINNANCIAL SERVICES as receiver for purposes of Rehabilitation or
Liquidation, agrees without reservation to all of the above terms and conditions, and shall be
bound by all provisions herein. The undersigned represents that he or she has the authority to
bind COMMERCIAL INSURANCE ALLIANCE, to the terms and conditions above.

COMMERCIAL INSURANCE ALLIANCE

—
Corperare Seai By: ._(—-ﬁ :\ a . ,.,.4.___/

P U
Laviy E 4
* Pl‘l.'ilt or Type Nﬁe
Title: Aﬂgm,., infact

Date: l//}q,///

-
stateor 1 luyde

county ofF vl
The foregoing instrument was acknowledge before me this \CU“’ day &{m_uau , 2014
By ’\,'f‘*v\'!.’; HO\{N"S as }m\lﬂ\‘l’ in- ﬁg

(Name of Person) (Type of Authority — e.g. officer, trustee,

attorney-in-fact)

Fori, npcy :‘CL[ lm; (ahee Aﬂ LGrneg .

(Company Name)

G d Soomadl

((§i§n;ture of the Notary)

(Print, Type or Stamp Commissioned Name
of Notary)

Personally Known - % OR Produced Identification

Type of Identification Produced
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