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Receivership information: 
 
Name of 
Receivership 

Homewise Preferred Insurance Company 

Case number 2011-CA-002404 
Date of Conservation N/A 
Date of Rehabilitation September 2, 2011 
Date of Liquidation November 4, 2011 
 
 
Scope: 
 
As provided in the Provider Contract between the “Receiver of the Estate of Homewise 
Preferred Insurance Company” (the Receiver being the Florida Department of Financial 
Services, Division of Rehabilitation and Liquidation), 2020 Capital Circle, SE, Alexander 
Building, 3rd Floor, Tallahassee, Florida 32302, hereinafter referred to as “RECEIVER”, 
and Carr, Riggs & Ingram, LLC, whose address is 1713 Mahan Drive, Tallahassee, FL 
32308, hereinafter referred to as “PROVIDER”, effective February 6, 2012, Section 5.3.9, 
SCOPE OF WORK, states: 
 

5.3.9. Prepare insolvency summary reports ("Insolvency Reports"), 
pursuant to the requirements of 631.398 (3), Florida Statutes. 
 

The authority under which the insolvency report is written is Section 631.398, Florida 
Statutes, which states as follows: 
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 Chapter 631  
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: 

(a) 

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. 
 

 
 
 
 

http://www.leg.state.fl.us/STATUTES/index.cfm?App_mode=Display_Statute&URL=0600-0699/0631/0631ContentsIndex.html
http://www.leg.state.fl.us/STATUTES/index.cfm?App_mode=Display_Statute&Search_String=&URL=0100-0199/0119/Sections/0119.07.html
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The locations and dates of our review of files in the RECEIVER’s possession were as 
follows: 
 
Our review of files in the RECEIVER’s possession began in February, 2012 in 
conjunction with a forensic analysis engagement and continued through January, 2013.  
Approximately two days were spent reviewing hard copy files in the offices of Florida 
Department of Financial Services.  One day was spent reviewing files at the office of the 
Company’s audit firm.  All other review procedures were conducted at the office of the 
PROVIDER through examination of electronic files provided by the RECEIVER and hard 
copy documents provided by vendors and banking institutions. 
 
Business 
 
Historical information related to the company is as follows: 
 
Homewise Preferred Insurance Company (“the Company”) (TIC 20-4791515) was 
incorporated in the State of Florida on May 31, 2006, received its Certificate of Authority 
on May 31, 2006. 
 
The Company represented itself as a homeowner’s and comprehensive dwelling fire 
insurer, providing coverage in the States of Florida and Texas. 
 
According to audited financial statements and tax returns examined, the Company is a 
wholly-owned subsidiary of Homewise Holdings, Inc. (HHI) and is affiliated with 
Homewise Management Company (HMC) and Homewise Insurance Company (HWIC), 
which are also wholly-owned subsidiaries of HHI. 
 
Operating Results:  According to the Company’s audited financial statements for the 
years 2006 through 2010, and for the six-month period ended June 30, 2011, the 
operating results (statutory basis) of the Company were as follows: 
 
 Year 2006 Year 2007 Year 2008 
Premiums earned, net $ 92,359 $ 6,910,233 $38,891,252 
Net underwriting income (loss) $ (786,668) $ (2,122,126)    $(4,746,340) 
Net income (loss) $ (506,934) $ (1,887,498)    $(3,021,861) 
Ending capital/surplus $ 9,667,254 $ 17,117,004 $22,924,895 
    
 
 
 Year 2009 Year 2010 
Premiums earned, net $ 22,810,636 $ 4,889,290 
Net underwriting income (loss) $ (9,520,433) $ (15,672,963) 
Net income (loss) $ (5,866,799) $ (15,403,860) 
Ending capital/surplus (deficit) $ 17,288,501 $ 4,316,441 
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Management 
 
The officers and directors of the Company at December 31, 2010 were as follows: 
 

President/CEO – Dale Stephen Hammond 
 
Vice President/CFO – Timothy Lyons Journy 
 
Secretary/General Counsel – Diane Eileen Falcone 
 
Other Directors-  Timothy A. Paddock 
   Stephen C. Backman 
   Dorothy A. Brink 
   Stephen M. Sandford 
    

Background/Events of Impact 
 
HMC provided nearly all operating and management services for HWIC and the 
Company, by contracting with outsourced vendors.  HMC also paid the salaries and 
benefits for the executives and managers of the group of affiliated Homewise companies.  
HWIC and the Company provided the cash to HMC to meet the demands of the 
outsourcing contracts and the salaries and benefits. 
 
The heavy flow of cash out of the Company and HWIC to HMC weakened both insurance 
companies and ultimately contributed to their insolvency.  It appears that the 
management company outsourced nearly all management functions and paid nearly $37 
million in fees to service providers and consultants, yet also paid out over $23 million in 
salaries and benefits, during the years 2009-2011. 
 
The flow of cash out of the Company and HWIC to the management company was not 
limited to the management fees.  Millions of dollars were also transferred from the 
insurance companies to the management company and recorded in due to/due from 
accounts.  The fee formula in the MGA agreement became less relevant to the flow of 
cash because the formula was adjusted by changes in the fee percentage and by 
forgiveness of fees, which appears to have been subjectively applied. The companies’ 
independent audit firm noted this was done without authorization by the board of 
directors. 
 
Assuming value was received for the large fees paid to outside service providers and 
consultants, the purpose of the large amount of salaries and benefits also paid by the 
management company is unclear. 
 
The year 2009 appears to be the year that the Company and HWIC were significantly 
weakened with over $63 million cash outflows to the management company, which was 
used to pay $35 million of fees to service providers and consultants, $22 million in 
commissions, and $9 million in salaries and wages.  With significant increases in claims 
losses in 2009-2010, the Company and HPIC could only provide approximately $25 
million in cash to the management company in 2010.  Commissions fell to $17 million and 
fees paid fell to $10 million, yet salaries and benefits still remained above $8 million.  
Even in 2011, as losses accumulated and cash dwindled, salaries and benefits paid by 
the management company were over $6 million. 
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Loss Reserves 
 
An analysis and investigation of the loss reserve methodologies of the Company and 
HWIC was performed and revealed that loss reserves for sinkhole claims were often 
underestimated and that claim payment amounts often substantially exceeded the initially 
recorded reserves.  This was particularly prevalent in 2010 as the financial position of the 
companies deteriorated.   
 
 
Loans from Reinsurers 
 
On February 22, 2010, HHI issued secured promissory notes totaling $13,195,508 to its 
reinsurance broker and several of its reinsurers in exchange for cash.  Subsequently, 
additional loans were effectuated that brought the total amount of promissory notes to 
approximately $15 million. 
 
Concurrent with the issuance of these notes, HHI pledged all of its assets, including its 
ownership interests in all of its subsidiaries and any assets acquired after the effective 
date of the debt agreements.  
 
These debt agreements had the effect of removing the premiums payable from the books 
of the insurances companies and placing notes payable on the books of HHI, effectively 
increasing the surplus position of the insurance companies by the amount of the 
decrease in premiums payable plus the additional monies borrowed from the lenders, 
that was injected into HWIC and the Company.   
 
This arrangement resulted in improved financial position reported on the financial 
statements of HWIC and the Company, but did not improve financial position for the 
Homewise group of affiliated companies.  Since the only source of cash for the service of 
debt under this arrangement remained the two insurance companies, even greater 
demand for cash was placed on HWIC and the Company. 
 
 
Conclusion 
 
In conclusion, the insolvency of Homewise Preferred Insurance Company appears to be 
the result of an excessive outflow of cash from the company to Homewise Management 
Company for the purposes of paying (1) outsourced service providers, (2) significant 
executive and management salaries and benefits, and (3) debt service.  Financial 
reporting practices such as under reserving sinkhole claims and moving liabilities from 
the insurance company to an affiliated company in the Homewise group may have 
delayed the recognition that the insurance company was approaching insolvency. 
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Exhibit 1 - Audited financial statements, Homewise Preferred Insurance Company, Years 

     Ended December 31, 2006 through 2010. 
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EXHIBIT II 



 

HBK Fund, LP 

Homewise Holding , 
Inc. (HHI) 

Homewise Preferred 
Ins. Co. (HPIC) 

Homewise Insurance 
Co. (HWIC) 

Homewise 
Management Co 

(HMC) 

Glencoe Acquisition, 
Inc.  

First Home Acqusition 
Corporation (FHAC) 

First HomeFnancial 
Corporation (FHFC) 

First Home Insurance 
Company (FHIC) 

First Home Insurance 
Agency, LLC (FHIA) , 
also acting MGA for 

FHIC 

Homeowners Choice 
(HCPCI) – Homewoners 

Choice Inc. (NASDAQ 
HCII) 

ORGANIZATION CHART 




