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Receivership information:

Name of Homewise Preferred Insurance Company
Receivership

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.

)

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.
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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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References

Exhibit 1 - Audited financial statements, Homewise Preferred Insurance Company, Years
Ended December 31, 2006 through 2010.

Exhibit 2 - Organizational Chart: Homewise Insurance Company and its Affiliates
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Thomas Howell b
erEUSON PA,

Report of Independent Auditors

The Board of Directors
HomeWise Preferred Insurance Company

We have audited the accompanying statement of admitted assets, liabilities and capital and
surplus - statutory basis of the HomeWise Preferred Insurance Company (the Company), as of
December 31, 2006, and the related statutory basis statements of operations, changes in capital
and swplus, and cash flows for the period May 31, 2006 (inception) through December 31, 2006.
These financial statements are the responsibility of the Company's management. Our
responsibility 1s to express an opinion on these financial statements based on our audit.

We conducted our audif in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit mcludes consideration of mtemal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opimton on the effectiveness of the Company's mternal control over financial
reporting. Accordingly, we express no such opimion. An audit also includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles nsed and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

As described in Note 1, the accompanying financial statements have been prepared in couformity
with accounting practices prescribed or permitted by the Florida Office of Insurance Regulation,
which 1s a comprehensive basis of accounting other than accounting principles generally
accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the admitted assets, liabilities, and capital and surplus of HomeWise Prefermred Insurance
Company as of December 31, 2006, and the results of its operations and its cash flows for the
period May 31, 2006 (inception) through December 31, 2006, on the basis of accounting
described in Note 1.



Page Two

Our audit was made for the purpose of forming an opinion on the statutory basis financial
statements taken as a whole. The supplemental disclosures mcluded in other financial
information as of and for the pertod May 31, 2006 (inception) through December 31, 2006, are
presented to comply with the National Association of Insurance Commnissioners' Accounting
Practices and Procedures Manual and are not a required part of the statutory basis financial
statements. This other financial information has been subjected to auditing procedures applied in
our audit of the statutory basis financial statements and, in our opinion, is fairly stated in all
material respects in relation to the statutory basis financial statements taken as a whole.

This report 1s intended solely for the use of the Board of Directors and management of
HomeWise Preferred Insurance Company and state insurance regulatory authorities and should
not be used by anyone other than these specified parties.

T

April 4, 2007



HomeWise Preferred Insurance Company

Statement of Admitted Assets, Liabilities and Capital and Surplus

- Statutory Basis

December 31, 2006

Admitted assets
Cash and invested assets:
Cash and cash eguivalents

Total cash and invested assets

Accrued investiment income
Premiums receivable, net
Net deferred tax assct
Other assets

Total admitted asscts

Liabilities and capital and surplus
Liabilities:

Loss and loss adjustment expense reserves

Unearned premiums, net

Other accrued expenses

Taxes, licenscs, and fees payable

Federal mcome taxcs payable

Payable to affiliates

Total habilities

Capital and surplus
Total Habilities and capital and surplus

See accompanying notes.

$ 10,041,157

10,041,157

8,041
1,445,571
174,541
1.239

§ 11.670.549

S 26437
1,365,429
80,766

1,008

21,842
507,723

2,003,295

9,667,254




HomeWise Preferred Insurance Company

Statement of Operations - Statutory Basis

For the period May 31, 2006 (inception) through December 31, 2006

Underwriting income:
Premiums earned, net of reinsurance ceded 5 92,359

Underwriting expenses:

Losses and loss adjustment expenses incurred 26,437

Underwriting, acquisition, and other expenses 852,590
Total underwriting expenses 879,027
Net underwriting loss (786,668)
Net investment income 282,834
Other income 207
Loss before federal income tax expense (503,627)
Federal income tax cxpense 3,307
Net loss S (506,934)

See accompanying notes.
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HomeWise Preferred Insurance Company

Statement of Cash Flows - Statutory Basis

For the period May 31, 2006 (inception) through December 31, 2006

Qperating activities

Premiums collected, net of reinsurance

Net investment income received

Underwriting, acquisition, and other expenses paid
Federal income taxes recovered

Net cash used in operating activities
Financing and miscellaneous activities

Proceeds from common stock issued
Other cash provided

Net cash provided by financing and miscellancous activities

Net increase in cash
Cash at begimming of period

Cash at end of period

See accompanying nofes.

11,878
277,520
(774,293)

18.535

(466.360)

10,000,000
507,517

10,507,517

10,041,157

3 10,041,157



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
For the period May 31, 2006 (inception) through December 31, 2006
1. Summary ef Significant Accounting Policies

HomeWise Preferred Insurance Company (the Company), a wholly-owned subsidiary of
HomeWise Holdings, Inc. (HHI), is domiciled in the staic of Florida. The Company was
incorporated on May 31, 2006, and received its certificate of authority from the Florida Office of
Insurance Regulation (the Office) on May 31, 2006. The Company is affiliated with HomeWise
Management Company (HMC) and HomeWise Insurance Company (HIC), which are wholly-
owned subsidiarics of HHI.

The Company writes homeowners’ coverage exclusively in the state of Florida, an area that is
exposed to damage from hurricanes and severe storms. The Company attempts to mitigate its
exposure to losses from storms by purchasing catastrophe reinsurance coverage. However, such
a storm, depending on its path and severity, could result in losses to the Company exceeding its
reinsurance protection and could have a material adverse effect on the financial condition and
results of operations of the Company.

Basis of Presentation

The accompanying statutory basis financial statements have been prepared in accordance with
statutory accounting practices (SAP) prescribed or pennmitted by the Office. Such statutory
practices require preparation of the financial statements in accordance with the National
Association of Insurance Commissioners’ (NAIC) Accowunting Practices and Procedures
Manual subject to deviations prescribed by the Office. SAP is a comprchensive basis of
accounting other than accounting principles generally accepied in the United States of America
(GAAP). Such practices vary in certain respects from those under GAAP. The Company's
significant accounting practices and the variances from GAAP are sumimarized below:

o Certain assets designated as "nonadmitted,”  principally past-due uncollected
premiums, prepaid cxpenses, and other assets not specifically identificd as an
admitted asset within the Accounting Practices and Procedures Manual, are
excluded from the accompanying statement of admitted assets, labilities, and capital
and surplus and arc charged directly to unassigned surplus. Under GAAP, such
asscts are included in the balance sheet at net realizable values.

. Loss and loss adjustment expense reserves and unearned premiums ceded to
reinsurers have been reporied as reductions of the related Habilities rather than as
assets as would be required under GAAP.
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HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements

Summary of Significant Accounting Policies (continued)

Basis of Presentation (continued)

Cash and short-term investments in the statement of cash flows includes cash, cash
equivalents, and investments with remaining maturities of one year or less. Under
GAAP, the corresponding caption of cash and cash equivalents includes cash
balances and mvestments with initial maturities of three months or less.

The costs of acquiring and renewing business are expensed when incurred. Under
GAAP, such costs, to the extent recoverable, would be deferred and amortized over
the effective period of the related insurance policies.

Deferred tax assets are limited fo 1) the amount of federal income taxes paid in prior
vears that can be recovercd through loss carrybacks for existing temporary
differences that reverse by the end of the subsequent calendar year, plus 2) the lesser
of the remaining gross deferred tax assets expected to be realized within one year of
the financial statement date or 10% of capital and surplus excluding any net deferred
tax assets, "clectronic data processing” (EDP) equipment and operating software and
any net positive goodwill, plus 3) the amount of remaining gross deferred tax assets
that can be offsct against cxisting gross deferred tax liabilities. The remaining
deferred tax assets arc nonadmitted. Deferred taxes do not include amounts for state
income taxes. Under GAAP, state income taxes arc included in the computation of
deferred taxes, a deferred tax asset is recorded for the amount of gross deferred tax
assets cxpected to be realized in future years, and a valuation allowance is
cstablished for deferred tax assets not realizable.

Commissions allowed by reinsurers on business ceded are reported as income when
received rather than being deferred and amortized with deferred policy acquisition
costs, as required under GAAP. Commissions in excess of the acquisition costs, if
any, arc deferred and recognized over the policy term consistent with GAAP.,

Other significant accounting practices are as follows:

Cash and Cash Equivalents

Cash and cash cquivalents include demand deposits with financial institutions and other highly
liquid investments with original maturities of three months or less.



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
1. Summary of Significant Accounting Pelicies {continued)
Concentration of Credit Risk

The Company's financial instruments cxposed to concentrations of credit risk consist primarily of
its cash and cash equivalents, and premium revenue. The Company maintains its cash and cash
cquivalents at scveral quality financial instiitions. Bank deposit accounts, at times, may exceed
federally insured limits. The Company has not experienced any losses in such accounts. The
Company believes it is not exposed to any significant credit risk on cash and cash equivalents.

Reinsurance

The accompanying statutory basis financial statements reflect reserves for premiums and losses
and loss adjustment expenses (LAE) net of reinsurance ceded. Reinsurance arrangements allow
management to control exposure to potential losses arising from large risks. Amounts
recoverable from reinsurers are estimated in a manner consistent with the loss and LAE reserves
associated with the reinsured policies. Reinsurance premiums, losses, and LAE are accounted
for on bases consistent with those used in accounting for the original policies issued and the
terms of the reinsurance contracts.

Loss and Loss Adjustment Expense (LAE) Reserves

Loss and LAE reserves represent the estimated ultimate net cost of all unpaid reported and
unreported losses and LAE. The reserves for unpaid losses and LAE are estimated using
mndividual case-basis estimates for reported losses and actuarial estimates for losses incurred but
not yet reported. Those estimates are subject to the effects of trends in loss severity and
frequency. Although considerable variability is inherent in such cstimates, management belicves
that the reserves for losses and LAE are adequate. The estimates are continually reviewed and
adjusted as nccessary as experience develops or new information becomes known; such
adjustments are included in current operations. The ultimate settlement of losses and LAE may
vary significantly from the cstimated amounts included in the financial statements. The
Company does not discouiit its loss and LAE reserves.

The anticipated effect of inflation is implicitly considered when estimating liabilities for losses
and LAE. While anticipated price increases duc to inflation are considered in estimating the
ultimate claim costs, the increase in average severities of claims is caused by a munber of factors
that vary with the individual type of policy written. Future average severities are projected based
on historical trends adjusted for implemented changes in underwriting standards, policy
provisions, and general economic trends. Those anticipated trends are monitored based on actual
development and the estimated liabilitics are modificd if necessary.



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
1. Summary of Significant Accounting Policies (continued)
Loss and Loss Adjustment Expense (LLAE) Reserves (continued)

Loss and LAE reserves are reported net of reinsurance recoverables for unpaid losses and LAE.
Losses and LAE ceded through reinsurance are credited against losses and LAE incurred.

Recognition of Premium Revenues

Premiums are recorded as earned on a daily pro rata basis over the contract period that the related
policies are expected to be in force. The portion of premiums not earned at the end of the vear is
recorded as unearncd premiums.

Guaranty Fund and Residual Market Pool Assessments

The Company is subject to assessments by a Florida guaranty fund, a residual market pool, and a
state catastrophe reinsurance pool, namely the Florida Insurance Guaranty Association, Citizens
Property Insurance corproation (Citizens), and the Florida Hurricane Catastrophe Fund (FHCF),
respectively. The activities of this fund and these pools include collecting finds from solvent
insurance companies to cover losses resulting from the insolvency or rehabilitation of other
insurance companies or deficits generated by Citizens and FHCF.

The Company’s policy is to recognize its obligation for guaranty fund, Citizens, and FHCF
assessments when the Company has the information available to rcasonably estimate its
liabilities.  Guaranty fund, Citizens, and FHCF assessments are generally available for
recoupment from policyholders and as such, amounts assessed are recorded as a recoverable
assct.  As of December 31, 2006, the Company had no outstanding notices of assessment.

Income Taxes

The Company calculates its state and federal income tax liabilities based upon the statutory rates
in effect during the year.

Use of Estimates

The preparation of statutory basis financial statements requires management to make estimates
and assumptions that affect the reported amounts of assets and Hlabilities, the disclosure of
contingent asscts and liabilities at the date of the statutory basis financial statements and the
reported amounts of revenues and expenses during the reporting period.  Such estimates and
assumptions could change in the future as more information becomes known, which could
impact the amounts reported and described in the financial statements.
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HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
2. Regulatory Requirements

Florida Statute 624.408 requires the Company to maintain minimum capital and surplus of $4
million and to mect the risk-based capital requirements (See Note 8). Additionally, Florida
Statute 624.4095 requires the Company to maintain a ratio of the product of written premiums
times 0.90 to surplus of no greater than 10-to-1 for gross written premiums and 4-to-1 for net
written premiums. The Company is in compliance with these requirements

Additionally, the Company is required to maintain a deposit pursuant to Florida Statutes with the
statc of Florida to help secure the payment of claims. A cash deposit in the amount of $304,798
has been assigned to the Office to satisfy this requirement. This amount is included in cash and
cash equivalents in the accompanying statement of admitted assets, liabilities, and capital and
surplus at December 31, 2006,

3. Investment Income

Major categories of the Company's net investment income for the period May 31, 2006
(inception) through December 31, 2006, are summarized as follows:

Cash and cash equivalents b 285354
Investment expenses (2.520)
Net investment income $ 282,834

4. Premiums Receivable

Premiums receivable includes amounts due from insureds for billed premiums and amounts due
from the Company's managing general agent for premiums collected from policyholders. The
Company nonadmits balances due from insureds and deferred installments for the portion of the
receivable that is more than 90 days past due that exceeds its related unearncd premium.
Premiums receivable is charged to bad debt expense in the period determined uncollectiblc,
Recoveries received on amounts previously charged-off are credited to bad debt expense in the
period recetved.

Premiums receivable at December 31, 2006 consists of the following:

Premiums receivable, gross § 1445924
Nonadmitted premiums receivable (353
Premiiums receivable, net 51445571
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HomeWise Preferred Insurance Company
Notes to Statutory Basis Financial Statements
5. Loss and Loss Adjustment Expense (LAE) Reserves

The following table provides a reconciliation of the beginning and ending reserve balances for
losses and LAE, net of reinsurance recoverables at December 31, 2006.

fin thousands)

Loss and LAE reserves at beginning of year b -
Losses and LAE incurred related to:
Current year 26
Prior years -
26
Losses and LAE paid related to:
Current year -
Prior years -
Loss and LAE reserves at end of year $ 26

There are no anticipated reinsurance recoverables on unpaid losses and LAE at December 31,
2006. There are no reinsurance recoverables on paid losses and LAE at December 31, 2006.

6. Reinsurance

Certain premiums and benefits are ceded to other insurance companies under various reinsurance
agreements. The reinsurance agreements provide the Company with increased capacity to write
larger risks and maintain its exposurc to loss within its capital resources. As of December 31,
2006, the Company’s reinsurance program consisted of excess of loss reinsurance for
catastrophic events. Following is a summary of the reinsurance coverage.

In 2006, the catastrophe excess of loss coverage was provided by an agreement with and
coverage provided by the FHCF. The FHCF provided coverage for 90% of the losses from
qualifying catastrophic events. The Company's retention and FHCF coverage limits arc
determined based on the total insured value of inforce policies during the hurricane season (Fune
1 through November 30). The Company's significant production of premiums commenced
subsequent to November 30, 2006. Accordingly, the Company's FHCF retention and coverage
limits were minimal.

The FHCF provides coverage for named hurricanes only and provides no coverage after the one
time limit is exhausted. Reinsurance premiums for the FHCF are paid on a total insured value
basis. In the event of a loss asscssment, the Company may recoup the assessments from its
policyholders.
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HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
6. Reinsurance (continued)

The Company’s reinsured risks arc treated, to the extent of the reinsurance, as though they are
risks for which the Company is not liable. However, the Company remains contingently liable in
the event the FHCF does not meet its obligations under the reinsurance agreement. Given the
financing structure of FHCF, management believes this possibility to be remote.

At December 31, 2006, the Company did not commute any reinsurance nor did it enter into or
engage in any loss portfolio transfer for any lincs of business.

The effects of reinsurance on premiums written and camed for the period May 31, 2006
{inception) through December 31, 2006, arc as follows:

Written Earned
Direct premiums $ 1,458,799 § 93,365
Ceded premiums (1,011 {1.006)
Net premiums $ 1457788 & 92359

At December 31, 20006, no individual reinsurer owed the Company an unsecured amount that was
greater than 3% of the Company's surplus.

7. Income Taxes
Income before federal income taxes differs from taxable income principally due to differences in
loss and LAE reserves and uncarned premiums for tax and statutory basis financial reporting

purposes.

State income taxes are classified as taxes, licenses, and fees in the NAIC Annual Statement and
as underwriting, acquisition, and other cxpenses on the statement of operations.

A. Components of deferred tax assets (DTAs) and deferred tax liabilities (DTLs) arc as

follows:

Gross DTAs $ 174,541
Gross DTLs L S
Net DTAs 174,541
Nonadmitted DTAs -

Net admitied DTAs § 174541
Increase in nonadmitted DTAs b -

B. Unrecognized DTLs

There are no unrecognized DTLs.
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7.

HomeWise Preferred Insurance Company
Notes to Statutory Basis Financial Statements
Income Taxes (continued)
C. Current tax and change in deferred tax:
Current income tax provision for the year ended December 31, 2006 is $3,307.

The main components of the deferred tax asset at December 31, 2006, are as follows:

DTAs Statutorv Tax Difference _Tax Effect
Unpaid losses and LAE $ 26437 § 24,584 % 1.853 §
Unearned premiums 1,365,430 1,092,344 273,086 92,849
Organizational costs - 238,418 238,418 81.062
Gross DTAs $ 174541
Nonadmitted DTAs $

The change in gross DTAs of $174.541 is the change in net deferred income taxes before

the consideration of nonadmitted DT As.

D. Reconciliation of federal income tax rate to actual effective rate:

Effective
__2006 Tax Rate
Provision computed at

statutory rate $_(171.234) 34.00 %
Total S(171234) 3400 %
Federal income tax $ 3,307 0.60 %

Change in deferred taxcs (174.541) {34 60)
Statutory income taxes $_(171.234) {34.00)%

E. Operating loss and tax credit carryforwards:

1. At December 31, 2006, the Company had no unused capital loss carryforwards

available to offset against future taxable income.

2. There were no income taxes incurred in the current year that will be available for

recoupnient in the cvent of future net losses.

14



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
7. Income Taxes (continued)

3. The Company had no unused net operating loss carryforwards available to offsct
future taxable income at December 31, 2006.

F. Consolidated federal income tax return:
The Company files a consolidated tax return with the following:

Homewise Holdings, Inc.
Homewise Insurance Company
Homewise Management Company, Inc.

The method of allocation among companies is made primarily on a separate return basis
with current credit for any net operating losses or other items utilized in the consolidated
tax returns. This method of tax allocation is described in the cost allocation agreement
between the Company, HomeWise Holdings, Inc., HomeWise Management Company,
Inc., and HomeWisc Insurance Company.

8. Capital and Surplus

The Company has aothorized 1,000,000 shares of $1 par value common stock, of which 100,000
shares are 1ssued and outstanding. HHI is the sole sharcholder. No other classes of common or
preferred shares were issued during 2006.

Property and casualty imsurance companies are subject to certain Risk-based Capital (RBC)
requirements as specified by the NAIC. Under those requircments, the amount of capital and
surplus maintained by a property and casualty insurance company is to be determined based on
the various risk factors related to it. The Company is in compliance with the RBC requirements
at December 31, 2006.

The maximum amount of dividends that may be paid by property and casualty insurance
companies without prior approval of the Office is subject to restrictions relating to statutory
surplus and nct income. Furthermore, in accordance with the Company's Certificate of Authority
Consent Order, during the first three years of operations, it may only pay dividends that are
approved in advance by the Office. The Company did not declare or pay any dividends during
the yecar ended 2006.

9. Related Party Transactions

The Company is a wholly-owned subsidiary of HHI and is affiliated with HMC and HIC, which
arc also wholly-owned subsidiaries of HHL



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
9. Related Party Transactions (continued)

Effective May 31, 2006, the Company cntered into a managing general agency agreement with
HMC. Pursuant to the agreement, HMC provides to the Company premium billing, claims
management, and underwriting functions. During 2006, expenses incurred related to this
agreement totaled $469,925. As of December 31, 2006, the Company has a net payable due to
HMC in the amount of $482,095.

Effective May 31, 2006, the Company entered into a service agreement with HHI. Pursuant to
the agreement, HHI provides capital management services, investor management and relations,
and assists with overall general management of the Company. During 2006, expenses incurred
related to this agreement totaled $14,459. As of December 31, 2006, the Company has a payable
due to HHI in the amount of $18,003.

The Company is also party to a Cost Allocation Agreement with HIC, HMC, and HHI in which
expenses benefiting more than one Company are allocated based upon direct allocation or
revenue allocation rules which ever is most appropriate for the expense. As of December 31,
2006, the Company also has a payable due HIC in the amount of $7,625.

10. Premiums Produced by Managing General Agents or Third Party Administrators

The Company uses a managing general agent, HMC, to write and administer insurance products.
The total premium produced and serviced through the contract during 2006 is summarized
below. The Company retains underwriting authority for all policies issued under these
agreements,

Type of Type of Direct
Exclusive Business Authority Premium
Name and Address FEI Number _Contract Written Granted Written
HomeWise 20-3395152 Yes Homeowners Binding, $ 1,458,799
Management premium
Company, Inc. collection,
18302 Highwoods reinsurance
Preserve negotiation,
Parkway, Suite 110 and
Tampa, Fi. 33647 underwriting

11. Subsequent Lvents

Effective January 1, 2007, the Company and its affiliated company HomeWise Insurance
Company (collectively, the Reinsored) entered into a quota share reinsurance agreement. Under
the terms of the agreement, which expires on May 31, 2008, the Reinsurer assumes 75% of the
Reinsured’s net Habilities for losses (loss and loss adjustment expense) after taking into effect the
Reinsured’s excess of loss reinsurance coverage provided by the FHCF and, through May 31,
2007, the coverage provided by open market excess of loss reinsurance purchased by the

16



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
11. Subsequent Events (continued)

Reinsured. Under the terms of the agreement, the Reinsured cedes 75% of gross premiums after
deducting the cost of the above referenced inuring reinsurance to the Reinsurer. The Reinsured
cedes 75% of covered gross losses to the Reinsurer after deducting recoveries from the
referenced inuring reinsurance. The ceding commission from the Reinsurer to the Reinsured is
on a reimbursement basis wherein the Reinsurer reimburses the Reinsured for 75% of acquisition
and overhead expenses. The agreement includes an Event Cap for ceded losses of 44% of the
ceded premium earned during the term. It also includes an Aggregate Loss and Expense Ratio
Cap wherein the maximum amount of losses and ceding commission payable by the Reinsurer
under this agreement in the aggregate shall be limited to 150% of the ceded premium carned
during the term. In the event either cap is met, the Reinsured shares in recoveries in proportion
to their respective subject losses to the total of losses subject to the agreement. Obligations of the
Reinsurer to the Reinsured are collateralized by funds held in a reinsurance trust account
maintained in a United States of America bank.
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SUMMARY INVESTMENT SCHEDULE

Gross Adrmitted Assels as Reparled
Investment Holdings in the Annuat Statement
Investment Categories Arn:mm Peme&gg Amgunl Pem:ntagu
i. Bonds:
1.1 138, reasury secuities 00 0.0
12 L5, government agency obfigaticns fexciuding ge-backed securities):
1.21 Issued by U.S. govemment agencies 60 0.0
1.22 tssued by U.S. govermment spensoced ag 7] )]
13 Foreign govemnment {including Canada, excluding mosgage-backed securties), (1113 £b
14 Securities issued by states, territores and possesslons and politcal subdivisions in the U8
141 States, tentlorles and possessions generat chiigation: 0.0 2}
142 Poiifical subdivisions of states. temitories & pc Sons & pofilical subdivisions general obligations........ 0.0 0h
143 Revenua and t obligations. 00 64
1.44 Industrial development and simitar obi 0.0 0.0
1.5 Morlgage-backed securifies (inchrdes residenlial and commercial MBS
1.51 Pass-through secunties:
1.511 lssued or g d by GNMA, 0.0 0.0
£.512 Issued or guarantead by FNMA and FHLMG 0.0 0.0
FUBTB BB OIDEE. v sr1scst1 1t it b s sss e e RSB R 38 5 2.0 00
1.52 CMOs and REMICs:
1.521 Issued or quarantesd by GNMA, FNMA, FHLIMC or VA 040 00
1.52F 1ssued by ron-t3.5. Government issuers and collateralized by mortgage-dacked
securities issued er guarenteed by agencies shown i Line 1.521 0.0 0.0
1523 All other. S0 11 N OUROTIOOOPSIOION) DRNOROROO 11
2. Gther debl and other fixed income securities {excluding sharttem};
21 Unefifialed domestic securites fincludes credil tanant loans rated by the SVO) 00 0.0
22 Unaffiialed foreign 0.0 0.0
23 Affifaled securities 0.0 0.0
3. Equily interasts:
31 inv in mutual funds. 00 00
32 Proferred stocks:
321 Afffialed. 0.0 0.0
322 Unaffiiated 9.0 00
33 Publidy traded equily securifies {axchiding prefemred stocks);
331 Affifiated. 11} 0.0
3.32 Unaffiiated. 8.0 0.0
34 Other equily securities:
341 Affliated a4 0.0
342 Unaffifiated 20 0.0
35  Other equily inlerests including tangible personal proparty under lease:
351 Afffated 00 00
3.52 Unaffijated 0.0 00
4, Morgage loans:
4.1 Censtucton and land development 0.0 0.0
42 Agricultoral 8.0 09
43 Single famdy residential propert 0.0 &8
44 Multifamay residential properties. 0.0 e
45 Commeccial loans. 0.0 88
48 Mezzaning real astale loans 00 0.0
5. Realestale invesiments:
51 Property occupred by company.
52 Property held for production of income (including §$ G of property aoquired in satisfaction of debt), 0.0 0.0
53 Propery held for sale (ncluding 3........0 preperty acquired in satisfaction of debt) 0.0 0.0
B.  Conirati loans. 00 0.0
1. Receivables for 00 0.0
8. Cash, cash equivalents and short-term investment 9,728,359 87.0 9,736,258 97.0
9. Gther invesied assets 304,798 3.0 304,798 3.0
0. Total invested asseds. S » ey 0041357 | 3008 4 10041167 1000
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SUPPLEMENTAL INVESTMENT RISKS INTERROGATORIES

Due April 1
For the year ended December 31, 2006
Of HomeWise Preferred Insurance Company
Address (City, State, Zip Code): Tampa FiL 33647

NAIC Group Cede.... 4111 NAIC Company Code.....12582 Employer's ID Number.....20-4781515

‘Fhe Investment Risks Interrogatories are to he fled by Aprd 1. They are aiso fo bie Included with he Audited Statutory Financial Statements.
Answer tha following interrogatores by reporting the applicable 11.5. daflar amounts and percentages of the reporing entity's total admitted
assets held In that calagory of investments.

1. Reporting entity's total admitted assets as reported on Paga 2 of this annuai slalement. G 11,670,547
2. Tenlarges! exposwres i a singla issuechomowerfinvestment.
1 K 3 4
Patcentaga of Tola
ssuer Dascoption of Exposure Amaunt Adpitted Assels
2, 3 0000 %
282 5 0000 %
2.0% 3 0.000 %
204 . § 0,000 %
2,08 g 0.000 %
205 3 0.000 %
207 H 0.000 %
208 H 0.000 %
208 3 0,000 %
210 3 0000 %
3. Amounts and percentages of the reporting entity's tofaf admitted assets heid in bonds and preferred stocks by NAIC rating.
_Bonds 1 2
301 NAIC-1 s 0,000 %
3.02 NAIC-Z 3 0,000 %
303 NAIC-3 5. 0.000 %
304 NAIC4 3 0000 %
305 NAICS 3 04800 %
356 NAIC-6 3 0.000 %
Prelerred Stacks 3 4
3407 PRP- § 0.000 %
308 PRP.Z $ 0.000 %
3.09 PRP-3 § 0.000 %
310 PRP4 3 0.000 %
311 PRPS, 5 0.000 %
312 PRP6 H 0.000 %
4, Assets held i foceign nvestments:
4.01  Are assels held i forelgn investments less than 2.5% of the reporting enlity's fotal admitted assets? Yes[ ] Hoi{X}
4.02 Total admitted assels held in foreign investments 0.000 %
4.03 Foreign-curency-denominated investments s 0000 %
4.04 Insuranca fiabifias danominated i thal same foreign cumency 8000 %
i response to 4,01 above s yes, responses am not required for interrogatories 5-10.
5 Aggregale foreign exposure categarized by HAIC sovereign rating:
1 2
501 Counfiies raled NAIC-3 5 G000 %
507 Countries rated NAIC-2 $ 0.000 %
503 Counbries rated NAIC-3 or beiow. 5 C.000 %
6. Two largesl foreign investment exposures to a single country, categorzed by the country's NAIG sovereign raing:
1 2
Countries rated NAIC-%
801 Country: 3 2.000 %
802 Courtry: 3 0.000 %
Countrles rated NAICG-2:
6.03  Country: 8 0.000 %
6.04 Country: 5 0000 %
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Countries rated NAIG-3 or below:
605 Country: .5 D000 %
8.06 Country: 3 0.000 %
Aggregate unhedged forefgn cumency exposura: 3. 0.000 %
Aggregate unhadged foreign cumency exposur categonzed by NAIC sovereign rating:
8.01 Counlies rated NAIC-1 RN 0400 %
8.02 Counbries saled NAIC-2. 3 0.000 %
803 Counties rated NAIG- cr below. H 0.000 %
Two largesl unhedged forelgn currency exposuras ! a singa counlry, categorized by the country’s NAIC sovereigh rating:
Countries rated NAIC-1:
901 Country: 3. 0.000 %
902 Country: § 0.000 %
Countries rated NAIC-2:
903 Country; . § 0600 %
904 Country: 3 0.000 %
Countries rated NAIC-3 or below:
905 Ceuntry: 4 8,000 %
806 Country: . 5.000 %
Ten largest non-sovereign {ie, non-govemmental) foreign issues:
i 2
Issuet NAIC Rafing
10.01 § 0.000 %
1002 H £.000 %
1003 3 C.000 %
10,04 § 0.000 %
1005 3 0.000 %
10.06 § 0000 %
10.87 H 0.000 %
1008 3 0,000 %
10409 3 0.000 %
0.0 3 6008 %
Amounts and percentages of the reparting enfity's lotal admitled asse!s held i Canadian investmenis and unhedged Canadian
cumrency expostine:
11.01 Are assels held in Canadian investments less than 2.5% of the repording entity's lotal admitted assats? Yes[ | No[X]
# response to 11,01 is yes, detall is not required for the remainder of interrogatary 11,
11.02 Tolel admitted assels held in Canadian Investments 3 0.000 %
11.03 Canadiar corency-dendominated invesiments 3 £.000 %
11.64 Canadian-denominated insurance lizbities 3 0.000 %
11.05 Urhedged Camadian currency sxposure 3 0.000 %
Report aggregale emounts and percentages of tha reporting entity’s tntal admitted assets held in investments with contractual sales restictions.
12.0% Ae assets held is investments with contrachuz) sales restrictions less than 2.5% af the reporting enlily's iolal
admitted asseis? Yes[ ] HNo[X]
If response to 1241 is yes, responses are not required for the remainder of interrogatory 12.
ki
1202 Aggregale statement value of investments with conlractual sales restrictions: H 8.000 %
Largesl 3 investments with contractual sales restrictions:
12,03 3 0,600 %
1204 5, 0000 %
12.05 .5 0.000 %
Amounts and percentages of admitied assefs held in the largest 10 equily interests:
1381 Are assets held in equity Interest less than 2.5% of the reporting entily's telal admitted assets? Yost § Nol[X)
IFrespainse to 13.84 above Is ves, responses are not required for the remainder of Interrogatory 13.
1
Nama of lssyer
13.02 . & 0.600 %
13.03 5 0600 %
13.04 5. 0600 %
12.05 $ 0000 %
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13.68 H £.000 %
D30T s ser e et 8RR PR 8RR P BB e P 5 0.000 %
1308 [, £.000 %
13.08 B £.000 %
TETD e esor L ot s kAL AR S LSS 4RSS b o bt 15 5. £.000 %
1391 ... I £.000 %
Amgounls and percentages of fha reporting entily’s total admitted assals held in nonaffilialed, privately placed equities:
14.01 Ara assels held in nonaffBaled, privately placed equities less than 2.5% of the reperting entity's totaf admitted assels? Yes[ } Ne[X)
H responsa to 14.01 abova i yes, respansas are nol required for tha remainder of Intemogatory 14.
1 2
14.02 Aggregaie stalement value of investments held in nonafiillaled, privately placed aquities: 3 0.500 %
Lamest 3 invesiments he'd in nonaffidaled, privaledy placed equities:
14.03 5. 0.600 %
404 .. H 0.00¢ %
1405 ... 3 0003 %
Amounts and percentages of the reporting enlity's tolal admited assets held in general partnarship interests:
15.01 Ara assefs held in generat parinership interasts tess than 2.5% of the saporting enfity's tolal admilted assets? Yes[ ] Na[X)
if rasponsa to 15.01 abova is yes, respanses are nol requined for tha remainder of Intemogalory 15,
1 2
15.02 A stat t value of investments held in genersl parinersiip interests: H 0400 %
Largest 3 investments in general partnership inferests:
15.03 w & 0000 %
15.04 R, . 0.000 %
15.05 3 0.600 %
Amounts and percentages of the reporing entily's folal admitted assets held in morgags loans:
16.01 Are mortgaga fans regorted in Schedula B less thar 2.5% of the meporting enfity's tolal admittad assats? Yas[ | MNo{X]
If responsa to 16.01 abova is yes, responses are nof required for the ramainder of Inferrogatoey 15 and Intenogatory 17.
1 2
T Resideati dial, A
16.02 3 £.000 %
16,03 $ 0,000 %
5.4 . § £.000 %
15.05 5 G000 %
1606 ... . 3. £.000 %
18.07 ... S £.000 %
15.08 3 0,000 %
16.09 g 0,060 %
16.10 3 0.000 %
15.11 $ 0.000 %
Amounl and percentage of tha repariing entity's lotal admitied assets heid in the foilowing categories of morigaga loans:
Loans
1612 Construction loans. $ 0.003 %
16.13 Morgaga loans over 50 Cays past due. 3. o 0.000 %
16.44 Morgage loans in the process of foreciostra 3 0000 %
18.15 Morigage ioans foreciosed 3. 0000 %
16.16 Rest d morgege leans H 2,000 %
Aggregate morigage loans having the folowing ican-fo-value ratins as delermined from tha mesl cument appraisaf as of the annual
staternent date:
Loap-to-Valus Residential Commercial Agricuifyral
H 2 3 4 6
$7.01 above 85% 3 0800 % § 9.008 % 5 0808 %
£2.02 91% 10 85% 3 6000 % 3 a00a% 5 0600 %
$1.03 81% to 90%, 3 0H00% § 90069% $ 0008 %
$7.04 71% to B0% $ 6000 % § 0,000 % 3. 0600 %
$1.05 balow T0%. s 0000 % §. 0.000% § 0,000 %
Amcunts and percentages of the reporting entity's tolal admitled assets held in each of the five latgest investments in real estate:
18.01 Are assats held i real eslale reported less than 2.5% of the reporting entily's toled sdmitted assels? Yea[ | Na[X]

¥ raspensa o 12.01 above Is ves, reaponses are ol required for the remainder of Intermogalory 18,
Lasgest five investments In any one parcel or group of contiguous parcels of real estate.
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20,

21,

23,

Description 2 3
18.02 L. 0.000 %
18.03 3 0.000 %
18.04 S 0.000 %
18.05 5 0.000 %
18.06 $ 0.000 %
Repert aggregate amounts and percentages of the reporting eatitys total admitted assets held in mezzanine real estate oans.
19.01 Are assels held i investments held in mezzanine real estate logns ioss than 2.5% of the reporting entily's admitted asssts? Yes[ | NolXi
is response to 19.01 18 yes, responses are nol required for the remainder of Interrogatory 19,
1 2 3
19.02 Aggregate statement value of ivestments held in mezzanina real estata leans 5 0.000 %
Largess three investments held in mezzanine real eslale loans.
1903 — § < D000 %
19.04 3. 0.000 %
18.05 $ 9.000 %
Amounts ang percentages of the reporting entity's total admitted assels stbject ko the loiowing lypes of agreenents;
AtYearfnd A End of
15t Qfr 2nd Qtr 3t Qtr
1 2 3 4 5
20.01 Securitas lending (do nol include assety
held as collateral for such iransactions), 5. 0000 % § 3 3
20.02 Reputchase agr g L0.000% § $ 3.
20.03 Reverse repurchase agreemenls. . 0.000 % 3. % $
20,04 Doftar repurchase agreement L. 0000 % § 3. 3
20,05 Dollar reverse repurchase agreement 3 0.000 % § § 3
Amoints and percentages indicated below for ts not attached to other Srancial instruments, options, caps and foors:
Qwned Written
1 2 3 4
21.01 Hedghng. 3 0.600 % $ 0.000 %
21.02 income g fion, 3 0.000 % 5 0.000 %
21.03 Cther. 5 0.000 % ] D000 %
Amounts and percentages of the reporting entity's total admitted assets of potential exposure for ¢ofidrs, swaps, and forwards;
Al Year-End A Eny s
1stQy nd O 3rd Ot
H 2 3 4 5
2204 Hedgng 5 3000 % §. . g
22.02 ircome i § 2,000 % 3 3. 3
22.03 Repication: 3 8.006 % $ 5 3
22.04 Cther. § 0000 % & 3 5
Amouris and pereentages of the reporting enlitys tolal admitted assats of potential exposure for fulures contracts:
Al Year-End ALEnd of Each Quarler
151 Qtr 2nd Qr Id Qb
1 2 3 4 5
23.01 Hedging. 3 0000 % § 3 3
23,02 Income generalion, 3 0.000 % % $ 3
23.03 Repication: § 0.550 % § $ 3
23.04 Cther. 5 6.000 % 3, $ 3.




7.1

7.2

7.3

9.1

9.2

HomeWise Preferred Insurance Company
Selected General Interrogatories Relating to Reinsurance
December 31, 2006

Has the reporting entity reinsured any risk with any other entity under a quota share reinsurance
contract that includes a provision that would limit the reinsurer's losses below the stated quota share
percentage (e.g., a deductible, a loss ratio corridor, a loss cap, an aggregate limit or any similar

If yes, indicate the number of reinsurance contracts containing such provisionS..... e ececrsneannene

If yes, does the amount of reinsurance credit taken refiect the reduction in quota share coverage

caused by any applicable lHmifing provISION(S)7.....ccrerreiisirvereremnes e srsssresre e e sser s sssassassessssssaescrancs

Has the reporting entity ceded any risk under any reinsurance contract {or under multiple contracts
with the same reinsurer or its affiliates) for which during the period covered by the statement: (i) it
recorded a positive or negative underwriting result greater than 3% of prior year-end surplus as
regards policyholders or it reported calendar year written premium ceded or year-end loss and loss
expense reserves ceded greater than 3% of prior year-end surplus as regards policyholders; (if) it
accounted for that contract as reinsurance and not as a deposit; and (jii} the contract(s) contain one
or more of the following features or other features that would have similar resulis:

{a) A contract term longer than two vears and the contract is noncancellable by the reporting entity
during the contract term;

{b} A limited or conditional cancellation provision under which cancellation triggers an obligation
by the reporting entity, or an affiliate of the reporting entity, to enter into a new reinsurance
contract with the reinsurer, or an affiliate of the reinsurer;

{c) Aggregate stop loss reinsurance coverage;

{d} An unconditional or unilateral right by either party to commute the reinsurance contract except
for such provisions which are only triggered by a decline in the credit status of the other party;

{e} A provision permitting reporting of losses, or payment of losses, less frequently than on a
quarterly basis (unless there is no activity during the period); or

(f) Payment schedule, accumulating retentions from multiple vears or any feature inherently

designed to delay timing of the reimbursement to the ceding entity......cocccvvrrvcecccreeseecnn e

Has the reporting entity during the period covered by the statement ceded any risk under any
reinsurance contract (or under multiple contracts with the same reinsurer or its affiliates), excluding
cessions to approved pooling agreements or to captive insurance companies that are directly or
indirectly controlling, controlled by, or under commeon control with (1) one or more unaffiliated
policyholders of the reporting entity, or (ii) an association of which one or more unaffiliated
policyholders of the reporting entity is & member, where:

{a) The written premium ceded to the reinsurer by the reporting entity or its affiliates represents
fifty percent (50%) or more of the entire direct and assumed premium written by the reinsurer
based on its most recently available financial statement; or

{b} Twenty-five percent {25%) or more of the written premium ceded to the reinsurer has been

retroceded back to the reporting entify or its affiliates.... .o e
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HomeWise Preferred Insurance Company
Selected General Interrogatorics Relating to Reinsurance (continued)

December 31, 2006

9.3 If ves to 9.1 or 9.2, please provide the following information in the Reinsurance Summary

9.4

LA

Supplemental Filing for General Interrogatory 9:
{(a) The aggregate financial statement impact gross of all such ceded reinsurance contracts on the
balance sheet and statement of income;
(by A summary of the reinsurance contract terms and indicate whether it applies to the contracts
meeting the criteria in 9.1 or 9.2; and
{(c) A brief discussion of management's principle objectives in entering into the reinsurance
contract including the economic purpose to be achieved.

Except for transactions meeting the requirements of paragraph 30 of SSAP No. 62, Property and
Casualty Reinsurance, has the reporting entity ceded any risk under reinsurance contract (or multiple
contracts with the same reinsurer or its affilistes) during the period covered by the financial
statement, and either;
(2) Accounted for that contract as reinsurance (either prospective or retroactive) under statutory
accounting principles (SAP) and as a deposit under generaily accepted accounting principles
(GAAP); or

if yes to 9.4, explain in the Reinsurance Summary Supplemental Filing for General Interrogatory ¢
(Section D) wly the contract(s) is treated different for GAAP and SAP.
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Report of Independent Auditors

The Board of Directors
HomeWise Preferred Insurance Company

We have audited the accompanying statements of admitted assets, liabilities and capital and
surpius - statutory basis of the HomeWise Preferred Insurance Company (the Company) as of
December 31, 2007 and 2006, and the related statutory basis statements of operations, changes in
capital and surplus, and cash flows for the vear ended December 31, 2007, and for the period
May 31, 2006 (inception) through December 31, 2006. These financial statements are the
responsibility of the Company's management. Our responsibility is fo express an opinian on
these financial statements based on our audits.

We conducted our audits in accordance with auditin g standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are fiee of material misstatement,
An audit includes consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company's internal control over financial
reporting. Accordingly. we express no such opinion. An audit alse includes examining, on a
test basis, cvidence supporting the amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

As described in Note I, the accompanying statutory basis financial statements have been
prepared in conformity with accounting practices prescribed or permitted by the Florida Office
of Insurance Regulation, which is a comprehensive basis of accounting other than accounting
principles generally accepted in the United States of America,

I our opinion, the financial statements referred to above present fairly, in all material respects,
the admitted assets, liabilities and capital and surplus of HomeWise Preferred Insurance
Company as of December 31, 2007 and 2006, and the results of its operations and its cash flows
for the year ended December 31, 2007, and for the period May 31, 2006 (inception) through
December 31, 2006, on the basis of accounting described in Note 1.



Thomas Hawell
Foigtinen 1y

Page Two

Our audits were made for the purpose of forming zn opinion on the statutory basis financial
stalements taken as a whole. The supplemental disclosures included in other financial
information as of and for the year ended December 31, 2007, are presented to comply with the
National Association of Insurance Commissioners’ Accomnting  Practices and Procedures
Manual and are not a required part of the statutory basis financial statements. This other
financial information has been subjected to the audiling procedures applied in the audits of the
statutory basis financial statements and, in our opinion, is fairly stated in all material respects in
relation to the statutory basis financial statements taken as a whole.

This report is intended solely for the use of the Board of Directors and management of

HomeWise Preferred Insurance Company and for filing with the state insurance regulatory
authorities and should not be used for any other purpose.

;/wm M;W{*ﬂ\

May 12, 2008
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HomeWise Preferred Insurance Company

Statements of Admitted Assets, Liabilities and Capital and
Surplus - Statutory Basis

Admitted assets
Cash and invesied assets:
Cash and cash equivalents

Total cash ang invested assets

Accrued investment income

Premiumms receivable, net

Reinsurance balances recoverable

Net deferred tax asset

Electronic data processing equipment, net
Other assels

Total admitied assets

Liabilities and capital and surplus
Liabilities:
Loss and loss adjustment expense reserves
Remsurance premiums payable
Unearned premiums, net
Other acerved expenses
Taxes, licenses, and fees payable
Federal income taxes payable
Payable to affiliates
Payabie to Citizens Property Insurance Ceorporation

Total liabilities

Capital and surplus
Total liabilities and capital and surplus

See accompanying notes.

December 31,

2007 2006
43,033,032 § 10,041,157
43,033,032 10,041,157
12,113 8,041
11,465,735 1,445,571
1,611,125 ;
549,881 174,541
21,256 .
1,214,939 1,239
57,908,081 § 11,670,549
1,953,712 & 26,437
12,864,335 5
16,849,497 1,365,429
874,617 80,766
1,006,292 1,098
472,688 21,842
5,401,495 507,723
1,369,041 -
40,791,077 2,003,295
17,117,004 9,667,254
$ 57,908,081 § 11.670,549



HomeWise Preferred Insurance Company

Statements of Operations - Statutory Basis

Underwriting income:
Premiums earned, net of reinsurance ceded

Underwriting expenses:

Losses and loss adjustment expenses incurred
Underwriting, acquisition, and other expenses

Total underwriting expenses

Net underwriting loss

Net investment income
Other income
Loss before federal income tax expense

Federal income tax expense

Net loss

See accompanying notes.

For the period

May 31, 2006
(inception)
Year ended through
December 31, December 31,
2007 2006

$ 6,910,233 % 92,359

2,648,112 26,437
6,384,247 852,590
9,032,350 879,027
(2,122,126) (786,668)
631,314 282,834
104,537 207
(1,386,275) (503,627)
491,223 3,307

§ (1.877,498) §  (506,034)
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HomeWise Preferred Insurance Company

Statements of Changes in Capital and Surplus - Statutory Basis

Year ended December 31, 2007, and for the penied May 31, 2006 {fnception)
through December 31, 2006

Common Sipek

Prid-in Usngsiymed
Shares Por Valye Surplus Funds Taral

Bufnce as of December 31, 2005 . 3 - N - N - 5 -
Issuance of common stock FOO,000 100,000 ©,800,000 - 10,006 000
Chanpe in deferred income taxes - - - 174,343 14,541
Change iy nooadmitted sssets - - - {333) (353
Net loss = - - (566.934) {306,934
Balance as of December 31, 20046 160,000 160,000 9,500,000 (332,746 9,667,254
Issuanee of common Stock Q06,000 200,04 £500,u04) - .
Additionn! capital conirbutions - - 0,005,101 - 4600000
Change i deferred income taxes - . - 974,767 974,767
Clange in nonadosisted assels - . - [647,519) (647,519
Net {oss - - = {1.877.49%) (L RTT.ABRY

Balance as of December 33, 2007 LODOODE  S__L000.000 §__IRQ0DOOG S__{1RRI.096) S_ IT.Ji7.008

See accompanying notes.
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HomeWise Preferred Insurance Company

Statements of Cash Flows - Statutory Basis

Operafing activities

Premiums collected, net of reinsurance

Net investment income received

Losses and loss adjusiment expenses paid
Underwriting, acquisition, and other expeases paid
Federal income taxes (paid) recovered

Net cash provided by (used in) operating activities
Financing and miscellaneous activities

Proceeds from common stock issued

Proceeds from additional capital contributions

Ofther miscellaneous sonrces

Net cash provided by financing and miscellaneous activities
Net increase in cash

Cash at beginning of year

Cash al end of year

See accompanying notes.

For the period
May 31, 2006

(inception)
Year ended through
December 31, December 31,
2007 2006
$ 26,607,866 % 11,878
627,242 277,520
(2.331,962) -
(5,110,961} (774,293)
{40,377 18,535
19,751,808 (466,360
- 10,000,000
9,600,000 -
4,240,067 507,517
13,240,067 106,507,517
32,991,875 10,041,157
10,041,157 -
& 43,033,032 $ 10,041,157




HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements

Year ended December 31, 2007, and for the period May 31, 2006 (inception)
through December 31, 2006

1. Summary of Significant Accounting Policies

HomeWise Preferred Insurance Company (the Company), a wholly-owned subsidiary of
HomeWise Holdings, Inc. (HHI), is domiciled in the state of Florida. The Company was
incorporated on May 31, 2006, and received its certificate of authority from the Florida Office of
Insurance Regulation (the Office) on May 31, 2006. The Company received & certificate of
authority from the Texas Depariment of Insurance on September 7, 2007, and began wriling
policies in Texas on October 31, 2007, The Company is affiliated with HomeWise Management
Company (HMC) and HomeWise Insurance Company (HIC), which are wholly-owned
subsidiaries of HHI.

The Company writes homeowners’ and comprehensive dwelling fire coverage in the states of
Flerida and Texas, areas that are exposed to damage from hurricanes and severe storms. The
Company attempts to mitigate its exposure (o losses from storms by purchasing quaota share and
catastrophe reinsurance coverage. However, such a storm, depending on its path and severity,
could result in losses to the Company exceeding its reinsurance protection and could have a
material adverse effect on the financial condition and results of operations of the Company.

Basis of Presentation

The accompanying statutory basis financial statements have been prepared in accordance with
statulery accounting practices (SAP) prescribed or penmnitted by the Office. Such statutory
practices require preparation of the financial statements in accordance with the National
Association of Insurance Commissioners’ (NAIC) Accounting Practices and Procedyres
Manual subject to deviations prescribed by the Office. SAP is 2 comprehensive basis of
accounting other than accounting principles generally accepted in the United States of America
(GAAP). Such practices vary in cerlain respects from those under GAAP. The Company's
significant accounting practices and the variances from GAAP are summarized below:

o Cerfain assets designated as "nopadmitted,” principally past-due uncollected
premiums, prepaid expenses, and other assets not specifically identified as an
admitted asset within the Accounting Practices and Procedures Mamual, are
excluded from the accompanying statements of admitled assets, liabilities, and
capital and surplus and are charged directly to wunassigned surplus. Under GAAP,
such assets would be included in the balance sheets at net realizable values,

e Loss and loss adjustment expense reserves and unearned premiums ceded 1o
reinsurers have been reported as reductions of the related liabilities rather than as
assets as would be required under GAAP.



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financia] Statements
1. Summary of Significant Accounting Policies (continued)
Basis of Presentation (continued)

e Cash in the statement of cash flows represents cash, cash equivalents, and short-term
investments with remaining maturities of one year or less. Under GAAP, the
corresponding caption of cash and cagh equivalents would include cash balances and
investments with initial maturities of three months or less,

o The costs of acquiring and renewing business are expensed when incurred, Under
GAAP, such costs, to the extent recoverable, would be deferred and amortized over
the effective period of the related insurance policies.

° Deferred tax assets are limited to 1} the amount of federal income taxes paid in prior
years that can be recovered through Joss carrybacks for existing temporary
differences that reverse by the end of the subsequent calendar year, plus 2) the lesser
of the remaining gross deferred tax asscts expected to be realized within one year of
the financial statement date or 10% of capital and surplus exciuding any net deferred
tax assets, "electronic data processing” {EDP) equipment and operating software and
any net positive goodwill, plus 3) the amount of remaining gross deferred ax assets
that can be offset against existing gross deferred tax liabilities, The remaining
deferred tax assets are nonadmitted. Deferred taxes do not include amounts for state
income taxes. Under GAAP, state income taxes would be mcluded in the
computation of deferred taxes, a deferred tax asset would be recorded for the amount
of gross deferred tax assets cxpected to be realized in future years, and a valuation
allowance would be established for deferred tax assets not realizable,

| Commissions allowed by reinsurers on business ceded are reported as a reduction of
expense when incurred to the extent the amount does not exceed actual acquisition
costs, rather than being deferred and amortized with deferred policy acquisition costs
s would be required by GAAP. Commissions in excess of the acquisition costs, if
any, would be deferred and recognized over the policy term consistent with GAAP.

e Cerlain other reported amounts are classified or presented differently in the financial
Statements prepared on the basis of SAP than they would be under GAAP. Statutory
requirements require that the financial slatements of the Company be filed with state
regulatory authorities. Accordingly, the financial statements are presented m a
format similar fo the filed annual statement, which differs from the format of
financial statements presented under GAAD. Required statutory disclosures that are
not applicable to the Company are not included in the notes to these statutory
financial statements.



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financjal Statements
1. Summary of Significant Acconnting Policies (continued)

Basis of Presentation (continued)

Other significant accounting practices are as follows:
Recognition of Premium Revenues

Premiums are recorded as earned on a daily pro rata basis over the contract period that the related
policies are expected to be in force. The portion of premiums not eamed at the end of the vear is
recorded as uneamed premiums. Premiums collected prior 1o the effective date of the policy are
recorded as a liability.

Cash and Cash Equivalents

Cash and cash equivalents include demand deposits with financial insticutions and other highly
liquid investments with original maturities of three months or less.

Concentration of Credit Risk

The Company's financial instruments exposed to concentrations of credit risk consist primarily of
its cash and cash equivalents, reinsurance recoveries, and premium receivable. The Company
maintains its cash and cash equivalents at several quality financial institutions. Bank deposit
accounts, at times, may exceed federally insured limits. The Company has not experienced any
losses in such accounts. The Company believes it is not exposed to any significant credit risk on
cash and cash equivalents,

Llectronic Data Processing (EDP) Equipment

The admitted value of the Company's EDP equipment is limited to 3% of capital and surplus.
The admitted portion is reported at cost, less acenmulated depreciation of $4,644 a1 December
31, 2007 (none at December 31, 2006). EDP equipment is depreciated using the straight-line
method over the lesser of its useful life or three years. Other furniture and equipment is recorded
as a nonadmitted asset and depreciated using the straight-line method over the estimated useful
life of seven years, Depreciation expense charged to operations in 2007 wag $5,648 (none in
2006).

Reinsurance

The accompanying statutory basis financial statements reflect reserves for premiums and losses
and loss adjustment expenses (LAE), net of reinsurance ceded (See Note 6). Those reinsurance
arrangements allow management to control exposure to potential losses arising from large
risks. A significant portion of the reinsurance is effected under a quota share agreement.
Amounts recoverable from reinsurers are estimated in a manner consistent with the loss and LAE
reserves associated with the reinsured policies. Reinsurance premiums, losses, and LAE are
accounted for on bases consistent with those used in accounting for the original policies issued
and the terms of the reinsurance contracts,



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
1. Summary of Significant Accounting Policies (continued)
Loss and Loss Adjustment Expense (LAE) Reserves

Loss and LAF reserves represent the cstimated ultimate net cost of all unpaid reported and
unreported losses and LAE. The reserves for unpaid losses and LAE are estimated using
individual case-basis estimates for reported losses and actuarial estimates for losses incurred but
uet yet reported. Those estimates are subject to the effects of wends in loss severity and
frequency. Although considerable variability is inherent in such eslimates, management believes
that the reserves for losses and LAE are adequate. The estimates are continaally reviewed and
adjusted as necessary ag experience develops or new information becomes known; such
adjustments are included in current operations. The ultimate settlement of losses and LAE njay
vary significantly from the estimated amounts included in the financial statements, The
Company does not discount its Joss and LA Teserves.

The anticipated effect of inflation is implicitly considered when estimating Habilities for losses
and LAE. While anticipated price increases due to inflation are considered in estimating the
ultimate claim costs, the increase in average severities of claims is caused by a number of factors
that vary with the individual type of policy written. Future average severities are projected based
on historical trends adjusted for implemented changes in underwriting standards, policy
provisions, and general economic trends. Those anticipated trends are monitored based on actual
development and the estimated liabilities are modified if necessary.

Loss and LAE reserves are reported net of reinsurance recoverables for unpaid losses and LAE.
Losses and LAE ceded through reinsurance are credited against losses and LAF incurred.

Guaranty Fund and Residual Market Pool Assessments

The Company is subject to assessments by a Florida guaranty fund, a residual market pool, and a
stale catastrophe reinsurance peol, namely the Florida Insurance Guaranty Association, Citizens
Property Insurance Corporation (Citizens), and the Florida Hurricane Catastrophe Fund (FHCF),
respectively. The activities of this fund and these pools include colleciing funds from selvent
insurance companies to cover losses resulting from the insolvency or rehabilitation of other
insurance companies or deficits eenerated by Citizens and FHCF.

The Company’s policy is to recognize ils obligation for guaranty fund, Citizens, and FHCF
assessments when the Company has the information available to reasonably estimate its
liabilities. Guaranty fund assessments are generally available for recoupnment from policyholders
and as such, amounts assessed are recorded as a recoverable asset. Amounts recoverable are
generally expected to be collected over the following year. For the year ended December 31,
2007, the Company was assessed $28,918 (none in 2006).



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
1. Summary of Significant Accounting Policies (continued)
Guaranty Fund and Residual Market Pool Assessments (continued)

During 2007, the Company began collecting assessments for Citizens and FHCF through
surcharges on new and renewal business. At December 31, 2007, $1,007,937 is recorded as a
receivable and is included in other assets in the accompanying stalements of admitted assets,
liabilities and capital and surplus - statutory basis (none in 2006). Such colicctions are recorded
as a hability when collected and are remitied periodically throughout the year. At December 31,
2007, $515,303 is recorded as a payable and is inchuded in other accrued expenses in the
accompanying statements of admitted assets, Habilities and capital and surplus - statutory basis
{nonc in 2006).

Income Taxes

The Company caleulates its state and federa) income tax Liabilities based upon the statutory rates
in effect during the year.

Use of Estimates

The preparation of statutory basis financial statemients requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities, the disclosure of
contingent essets and liabilities at the date of the statutory basis financial statements, and the
reported amounts of revenues and expenses during the reporting period. Such estimates and
assumptions could change in the foture as more information becomes known, which could
impact the amounts reported and deseribed in the financial statements.

2. Regulatory Requirements

Florida Statute 624.408 requires the Company to mainiain minimum capital and surplus of 34
million and tc meet the risk-based capital requirements (Sec Note 9). Additionally, Florida
Statute 624.4095 reguires the Company to maintain a ratio of the product of written premiums
times 0.90 to surplus of no greater than 10-to-1 for gross written premiums and 4-to-] for net
written premiums, The Company is in compliance with these requirements.

Additionally, the Company is required to maintain deposits pursuant to Florida and Texas
statutes or consent orders to help secure the payment of claims. Cash on deposit in the amount of
$320,621 and $304,798 has been assigned to the Office as of December 31, 2007 and 2006,
respectively, and a certificate of deposit of §1,000,000 as of December 31, 2007 (none as of
December 31, 2006) has been assigned to the Texas Department of Insurance to satisfy these
requirements.  These amounts are included in cash and cash equivaients in the accompanying
statements of admitted assets, liabilities, and capital and surplus,
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HomeWise Preferred Insurance Company
Notes to Statutory Basis Financial Statements
3. Investments

Major categories of the Company's net investment income are summarized as follows:

Periods ended December 31,

2007 2046
Cash and cash equivalents % 744,429 § 285,354
Investment expenses (113.115) {(2.520)
Net investment income 8 631.314 % 282.834

4. Premiums Recejvable

Premiums receivable include amounts due from HomeWise Management Company, the
Company's managing gencral agent (MGA) who collects alj premiums and remits them (o the
Company. The Company nonadmits baiances due from insureds and deferred installments for
the portion ef the reccivable that js more than 90 days past due that exceeds it related unearned
premiuni. Premiums receivable are charged to bad debt expense in the period determined
uneollectible, Recoveries received og amaounts previously charged-off are credited to bad debt
expeuse in the period recejved.

Premiums receivable consist of the following:

December 31,

2007 2006
Premiums recejvable, 21088 § 11,465,735 1,445,924
Nonadmitted premiums receivable - (353)
Premiums receivable, net $, 11465735 5  1.445.571



HomeWise Preferred Insurance Company
Notes to Statutory Basis Financial Statements
5. Loss and Loss Adjustment Expense (LAE) Reserves

The following table provides a reconciliation of the beginning and ending reserve balances for
losses and LAE, net of reinsurance recoverables,

December 31,

2007 2806
(in thowsands)
Loss and LAE reserves at beginning of vear 5 26 % -
Losses and LAE incurred related to-
Current year 2,664 26
Prior years (16) -
2.648 26
Losses and LAE paid related to:
Current vear 720 -
Prior years 1 -
721 -
Loss and LAE reserves at end of year § 1,953 % 26

Anticipated reinsurance recoverables on unpaid losses and LAE are approximately $5,834,000 at
December 31, 2007 (none at December 31, 2006). Reinsurance recoverables on paid losses and
LAFE are £1,611,000 a{ December 31, 2007 (none at December 3 1, 2006).

In 2007, net incurred losses and LARE attributable to insured eventx of prior years have decreased
by $16,000 as a result of re-estimation of unpaid losses and loss adjustment expenses. Original
estimales are decreased or increased as additional information becomes known regarding
individual claims.

6. Reinsurance

Cerlain premiums and losses are ceded 1o other insurance companies under various reinsuraice
agreements, The reinsurance agreements previde the Company with increased capacity to write
more risk and maintain its exposure to loss within its capital resources. As of December 31,
2007 and 2006, the Company’s reinsurance program consisted of quota share and excess of loss
reinsurance for catastrophic events. Following is a summary of the reinsurance coverage,

Effective June 1, 2007, the catastrophe excess of loss coverage is provided by agreemenis with
commercial reinsurers and by the FHCF and is limited to qualifying storms oecuring in the state
of Florida. The excess of loss agreements generally provide coverage on ultimate net [osses of
approximately $53,700,000 in excess of $2.900,000 per oceurrence, not io exceed approximately
$54,900,000 for all occurences. The FHCF provided coverage for 90% of the losses from
qualifying catastrophic evenls in excess of approximately §9,000,000 up 1o a2 maximum of
approximately $42,800,000. plus 100% of qualifving losses in excess of $2,900,000 (drop down
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HomeWise Preferred Insurance Company
Notes to Statutory Basis Financial Statements

6. Reinsurance (continued)

layer) up to a maximum of $5,000,000. For the year ended December 31, 2007, premiums of
$556,567 and $4,356,003 were ceded under the commercial excess catastrophe agreements and
FHCF, respectively.

In 2006, the catastrophe excess of Ioss coverage was provided by an agreement with the FHCF,
The FHCF provided coverage for 90% of the losses from qualifying catastrophic events. The
Company's retention and FHCF coverage limits are defermined based on the total insured value
of inforce policies during the hurricane season (June I threugh November 30). The Company's
significant production of premiums commenced subsequent to November 30, 2008,
Accordingly, the Company's FHCF retention and coverage fimits were minimal.

The FHCF provides coverage for named hurricanes only and provides no coverage afier the one
time limit is exhausted. Reinsurance premiums for the FHCF are paid on a total insured value
basis. I the event of a loss assessment, the Company may recoup the assessments from its
policyholders.

Effective June 1, 2007, the Company executed reinsurance premium protection agreements {o
reinsure the reinsialement premium payment cbligations which accrue to the Company under the
private catastrophe excess of loss agreements. The coverage is limited to 100% of the original
contracled reinsurance placement. Premiums ceded under the reinsurance premiwm protection
agreement were $240,126 for the year ended December 31, 2007,

Effective January 1, 2007, the Company and its affilisted company HomeWise Insurance
Company (collectively, the Reinsured) entered into a quota share reinsurance agreement with
Harlequin Insurance (Bermuda) SAC Limited {the Reinsurer). Under the terms of the agrecment,
which expires on May 31, 2008, the Reinsurer assumes 75% of the Reingired’s net labilities for
losses (loss and loss adjustment expense) afier taking into effect the Reinsured’s excess of loss
reinsurance coverage provided by the FHCF and, through May 31, 2007, the coverage provided
by open market excess of loss reinsurance purchased by the Reinsured. Under the terms of the
agreement, the Reinsured cedes 75% of gross premiums after deducting the cost of the above
referenced inuring reinsurance 1o the Reinsurer, The Reinsured cedes 5% of covered gross
losses to the Reinsurer after deducting recoveries from the referenced nuring reinsurance. The
ceding commission from the Reinsurer to the Reinsured is on a reimbursement basis wherein the
Reinsurer reimburses the Reinsured for 75% of acquisition and overhead expenses. The
agreement includes an Event Cap for ceded losses of 44% of the ceded premium ezmed during
the term. Tt also includes an Apgregate Loss and Expense Ratio Cap wherein the maximum
amount of losses and ceding commission payable by the Reinsurer under this agreement in the
aggregate shall be limited to 150% of the ceded premium earned during the term. In the event
either cap is met, the Reinsured shares in recoveries in proportion (o their respective subject
losses 1o the total of losses subject to the agreement. Obligations of the Reinsurer 1o the
Reinsured are collateralized by funds held in a reinsurance trust account maintained in a United
States of America bank. Premiums ceded and ceding commissions under the quota share
agreement were 573,669,268 and $21,007,881, respectively, for the year ended December 31,
2007. The ceding commissions have been recorded as a reduction of underwriting, acquisition,
and other expenses in the accompanying statements of operations.

14



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements

6. Reinsurance (continued)

The Company’s reinsured risks are treated, to the extent of the reinsurance, as thou gh they are
risks for which the Company is not liable. However, the Company remains liable in the event the
reinsuring entities do not meet their obligations under the reinsurance agreements. Given the
quelity of the reinsuring entities, management believes this possibility to be remote. See Note 5
for recoveries from reinsurers relating to paid and unpaid losses and LAE,

At December 31, 2007 and 2006, the Company did not commute any reinsurance nor did jt enter
into or engage in any loss portfolio transfer for any lines of business.

The effects of reinsurance on premiums written and earned are as follows;

2007 2008
Writien Earned Wriften Earned
Direct premiums ¥ 53,509,123 § 22,822.434 § 1,458,799 3% 03,365
Assumed premiums 47,707,142 9,240,850 - -
Ceded premiums (78.821.965) {25.153.051) {1.011) {1.006)
Net premiums $..22.394.300 $_ 6.910.233 §_ 1457788 § 92.359

The following tabie summarizes the effect of ceded unearned premiums on the direct unearned
premiums reserve and provides the related commission equity at December 31:

2007 2006

Direct unearned premiums $ 32,052,123 § 1,365434
Assumed unearned premiums 38,466,292 -
Ceded unearned premiums (53.668.918) (5)
Unearned premimms, net d_16.849.497 §_ 1365429
Assumed commission equity § 6,154,607 § -
Ceded commission equity (14.114.282) -
Commision equity, net $..(7.950.675) §__ -

At December 31, 2007 and 2006. no individual reinsurer owed the Company an unsecured
amount that was greater than 3% of the Company's surplus.

7. Policy Assumption Agreement
The Company assumed writien premiums of $47,707,142 during 2007 under a policy assumption
agreement with Citizens. The Company provides a ceding commission to Citizens of 16% of

assumed premiums to cover the acquisition costs incurred by Citizens. Total ceding
comumissions charged to operations in 2007 were $7,633,143,
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HomeWise Preferred Insurance Company
Notes to Statutory Basis Financial Statements
8. Income Taxes
Incomie before federal income taxes differs from taxable income principally due to differences in
loss and LAE reserves and unearned premiums for tax and statutory basis financial reporting

purposes.

State income taxes are classified as taxes, hicenses, and fees in the NAIC Annua) Statement and
as underwriling, acquisition, and other expenses on the statement of operations,

A. Compeonenis of deferred tax assets (DTAs) and deferred tax liabilities (DTLs) are as

follows:
December 31,
2007 2006

Gross DTAs 5 1,279,779 § 174,541
(Gross DTLs {130,471 -

Net DTAs 1,149,308 174,541
Nanadmitted DT As {599.427) -

Net admitted DTAs §_ 549881 §_ 174541
Increase in nonadmitted DTAs $ 509427 § -

B. Unrecognized DTLs
There are no unrecognized DTLs.
C. Current tax and change in deferred tax:

The provisions for income taxes incurred on eamin 25 {losses) were:

December 31,

2007 2006
Current year income tax expense § 490,566 § 3,307
Prior year cver accrual 657 -
Current income taxes incurred $__491.223 & 3.307

The tax effect of temporary differences at December 31, 2007 that give rise to significant
deferred tax assets and deferred tax liabilities are as follows:

DTAs Statutory Tax Difference  Tax Effeet
Unpaid losses and LAE § 1,953,712 $ 1,816,784 § 136928 § 46,555
Unearned premiums 16,849,497 13,479,598 3,369,899 1,145,766
Organizational cosis - 208,785 208,185 78,987
Nonadmitted assets - 48,445 48,445 16471
Gross DTAs $,_1.279.779

Nonadmitied DTAsg $ 500427
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HomeWise Preferred Insurance Company
Notes to Statutory Basis Financial Statements

8. Income Taxes (continued)

DTis Statutory Tax Difference  Tax Lffect
Furniture and equipment 5 - b (1,639) § (1,039) 8 (353)
Prepaid expenses - (34,760) (34,760) {11,818)
Praofit sharing expense - (347,941) {347,941) (118.300)
Gross DTLs $_.(130.471)
The changes in the main components of DTAs and DTLs are as follows:

DTAs Resulting from Book/Tax December 31,

Differences 2007 2086 Change

Unpaid losses and LAE $ 46,555 § 630 § 45925

Unearned premiums 1,145,766 02,849 1,052,917
Organizational costs 70,987 81,062 (10,075)
Nonadmitted assets 16.471 - 16.471

Gross DTAs $_1.279.779 §_ 174.54]1 $_1.105.238
Nonadmitted DT Ag §_ 599427 % - 5599427

DTLs Resulting from Book/Tax December 31,

Differences 2007 2006 Change

Fumniture and equipment b (353) $ - % (353

Prepaid cxpenses {11.818) - {11,818)

Profit sharing expense (118.360) - (118.300)

Gross DTLs __{136.471) % - $_(130471)

The change in gross DTAs of $1,105,238 and gross DTLs of §(130,471) is the change in
net deferred income taxes before the consideration of nonadmitted DTAs.

D. Reconciliation of federa! income tax rate to actual effective rate:

Eifective Effective
2007 Tax Raie 2006 Tax Rate
Provision computed at
statutory rate S (471,334) (34.00)% § (171,234) {34.00)%
Change in nonadmitted assets {16,471 (1.18) - -
Prior period adjustment 4.261 0.30 - -
Total §._.(483.544) (34.88)% §__(171.234) (34.00)%
Federal income tax § 491,223 3544 % % 3,307 0.60 %
Change in deferred taxes (974.767) (70.32) (174 5413 (34.60) -
Statutory income taxes $.(483.544) __ (34.88)% $_ (171.234) {34.00%%




HomeWise Preferred Insurance Company
Notes to Statutory Basis Financial Statements
8. Income Taxes (continued)
E. Operating loss and tax credit carryforwards:

1. At December 31, 2007, the Company had no unused net operating loss or capital loss
carryforwards available to offset against future taxable income.

b

The following is income tax expense that is available for recoupment in the event of
furire net losses:

Year Amount
2007 $ 461,709
2006 3,307

F. Consolidated federal income tax return:
The Company files a consolidated tax return with the following:

Homewise Holdings, Inc.
Homewise Insurance Company
Homewise Management Company, Inc.

The method of allocation among companies is made primarily on a separate return basis
with current credit for any net operating losses or other items utilized in the consolidated
tax returns. This method of tax allocation is described in fhe cost allocation agreement
between the Company, HomeWise Holdings, Inc., HomeWise Management Company,
Inc., and HomeWise Insurance Company,

9. Capital and Surplus

The Company has authorized 1,000,000 shares of §1 par value common stock, of which
1,000,000 and 100,000 shares are issued and oulstanding at December 31, 2007 and 2006,
respectively, HHI is the sole sharcholder. By Board of Directors' resolution on April 3, 2007,
$900,000 of paid-in capital was reclassified to common capital stock, and 900,000 shares of
stack were issued to HHI HHI contributed additional paid-in capital of $1,000,000 on
September 13, 2007, and $8,000,000 on December 17, 2007. No other classes of common or
preferred shares were issued during 2007 or 2006.

Property and casualty insurance companies are subject to certain Risk-based Capital (RBC)
requirements as specified by the NAIC. Under those requirements, the amount of capital and
surplus maintained by a property and casusalty insurance company 18 to be determined based on
the various risk factors related 1o it. The Comipany is in compliance with the RBC requirements
at December 31, 2007 and 2006,
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HomeWise Preferred Insurance Company
Notes to Statutory Basis Financial Statements
9. Capital and Surplus {continued)

The maximum amount of dividends that may be paid by property and casualty insurance
companies without prior approval of the Office is subject to restrictions relating to statutory
surplus and net income. Furthermore, in accordance with the Company's Certificate of Authority
Consent Order, during the first three years of operations, it may only pay dividends that are
approved in advance by the Office. The Company did not declare or pay any dividends during
the year ended December 31, 2007, and for the period May 31, 2006, through December 31,
2006.

10. Related Party Transactions

The Company is a wholly-owned subsidiary of HHI and is affiliated with HMC and HIC, which
are also wholly-owned subsidiaries of HHL

Effective May 31, 2006, the Company entered into a managing general agency agreement with
HMC. Pursuant to the agreement, HMC provides 10 the Company premium billing, claims
management, and underwriting functions. During 2007 and 2006, expenses incurred related to
this agreement totaled $17,649,159 and 5469,925, respectively. At December 31, 2007 and
2006, the Company has a net payable due 1o HMC in the amount of $1,090,149 and $482,095,
respectively,

Effective May 31, 2006, the Company entered intc a service agreeient with HHI,  Pursuant fo
the agreement, HHI provides capifal management services, investor management and relations,
and assists with overall general managemetrt of the Company. During 2007 and 2006, expenses
incurred related to this agreement totaled $1,004,610 and 514,459, respectively, At December
31, 2007 and 2006, the Company has a payable due to HHI in the amount of $181,781 and
$18,003, respectively.

The Company is also party to a Cost Allocation Agreement with MIC, HMC, and HHI in which
expenses benefiting more than one company are allocated based upon direct allocation or
revenue allocation rules, whichever is most appropriate for the expense. At December 31, 2007
and 2006, the Company has a payable due HIC in the amount of 34,129,565 and $7,625,
respectively,
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HomeWise Preferred Insurance Company
Notes to Statutory Basis Financial Statements
11. Premiums Produced by M anaging General Agents or Third Party Administrators
The Company uses a managing general agent, HMC, to write and administer insurance products,

The total premium produced and serviced tirough the contract during 2007 is summarized

below. The Company retains underwriting authority for all policies issued under these
agreements.

Type of Type of Direct
Exclusive Business Authoerity Premium
Name and Address FEI Number _Contract Written Granted Written
HomeWise 20-3395152 Yes Homeowners  Binding, § 53,509,123
Management preniium
Company, Inc. collection,
18302 Highwoods reinsurance
Preserve negotiation,
Parkway, Suite 110 and
Tampa, FL 33647 underwriting

12. Lease Commitments

On May 3, 2007, the Company entered into an operating lease agreement for office space in San
Antonio, Texas, which is effective July 6, 2007, through July 31,2012,

Approximate future lease payments under these operating leases are as follows at December 31,
2007:

2008 3 64,951

2009 66,447
2010 67,943
2011 69.439
2012 41.015

b 309,795

Total rent expense for the lease was $26,548 for the vear ended December 31, 2007.
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HomeWise Preferred Insurance Company
Notes to Statutory Basis Financial Statements
13. Reconciliation of Annual Statement to Audited Financial Statements

Differences exist between amounts reporied m the audited statutory financial statements and
those reported in the annual statement of the Company for the year ended December 31, 2007,
resulting fromn reclassification of and audit adjustments {o other liabilities and rounding.
Presented below is a reconciliation of amounts previously reported to the Office and those
amounts appearing in the audited statutory financial statements for the year ended December 31,
2007.

Audited
Financial Annuaj
Statement Statement Increase
Amount Amount (Decrease)
Total admitted assets § 57,908,081 § 56,189,032 % 1,719,049
Total Habilities 40,791,077 39,072 028 1,719,049
Total capital and surplus 17,117,004 17,117,004 -
Net loss 1,877,498 1,877,495 3

14, Subsequent Events

The Company received its license from the South Carolina Department of Insurance on March
10, 2008. In order to satisfy South Carolina's requirement for minimum capital stock, the
Company is in the process of increasing the number of shares authorized for issue. Subsequent
to December 31, 2007, the Company has assigned certificates of deposit totaling $125,000 1o the
South Carolina Departiment of Insurance to help secure the payment of claims.

In May 2008, the Company decided 1o discontinue underwriting operations in the state of Texas
and to redirect its expansion efforts to other states, The Company's plan is to discontinue quoting
new business and non-renew policies as they expire. The Company will continue ic service
policies through their expiration date and will adjust claims until all are settied and closed.
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Schedule 3
HomeWise Preferred Insurance Company

Selected General Interrogatories Relating to Reinsurance

December 31, 2007

7.1 Haes the reporting entity reinsured any risk with any other entity under a quola share reinsurance
contract that includes a provision thet would Jimit the reinsurer's losses below the stated quota share
percentage (e.g., a deductible, a loss ratic comridor, 2 loss cop, an aggregate limit or any similar
prowsmns)?Yes Nol[]

7.3 Ifyes, indicate the number of reinsurance contracts COMAInINg such Provisions. .......veveeecvevesnovonnnn.

7.3 If yes, does the amount of reinsvrance credit taken reflect the reduction in queta share covermge
caused by any applicable Emiting pmwsmn(s)"Yes No[']

9.1 Has the reporting entity ceded any risk under any reinsurance contract {or under multiple contracs
with the same reinsurer or its affiliates) for which during the period covered by the statement: (it
recorded a pesitive or negative underwriting result greater than 3% of prior year-end surplus as
regards policyholders or it reported caiendar year written premivm ceded or year-end loss and foss
expensc veserves ceded preater than 3% of prior year-cnd surplus as regards policyholders; (i} it
accounted for that contrael as reinsumnee and not as a deposit; and (7ii) the contract(s) contain une
or more of the following features or other features that wouid have similar results:

{2) A contract term: fonger than two years and the contract is noncancellable by the reporting entity
during the contraet term;

{b} A limited or conditional cancellation provision tnder which cancellation trigpers an obligation
by the reporting entity, or an affiliaie of the reporting entity, (o enler inlo a new reinsurance
coniract with the reinsurer, or an affiliate of the reinsurer;

(c} Apgregate stop loss reinsurance coverape;

{d} An unconditional or unilatera! right by either party to commute the reinsurance contract except
for such provisions which are only triggered by n decline in the credit status of the other party;

{c} A provision permitting reporting of losses, or payment of losses, less frequently than on a
quarterly basis (unless there is no activity during the period); or

(f) Payment schedule, aceumulating retentions from multiple years or any feature inherently
designed o delay timing of the reimbursement to the eeding entityu. .o conse e Yes ] No

9.2 Has the reporting entity during the period covered by the statement ceded any risk wunder any
reinsurance contraet (or under multiple contracts with the sume reinsurer or its affiliates), exchuding
cessions to approved pooling sgreements ar to captive insurance companies that are directly or
indirectly controlling, controlied by, or under common control with (i} one or more unaffiliated
pelicyholders of the reporting entity, or (if) an assoctation of which one or more unaffiliated
policyholders of the reporting entity is a mermnber, where:

(8) The written premium ceded fo the reinsurcr by the reporting entity or its affiliates represenis
fifty pereent (50%) or more of the entire direct and assumed premium written by the reinsurer
based on its most recently avajlable financial statement; or

{b) Twenty-five percent (25%) or more of the writien premium ceded to the reinsurer has been
retroceded back to the reporting entity or its ATTHAES e Y S [] ne¥

See report of independent auditors.
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6.3

9.4

HomeWise Preferred Insurance Company
Sclected General Interrogatories Relating to Reinsurance (continued)

December 31, 2007

If yes to 9.3 or 92, please provide the following infonnation in the Reinsurance Summary
Supplemental Filing for General Interrogatory 9:
{2} The apgregate financial statement impact gross of all such ceded reinsuranee contracts on the
balance sheet and statement of income;
(b) A summary of the reinsurance contract terms and indicate whether it applies t the coniracts
meeting the criteria in 9.1 or 9.2; and
{c} A bricf discussion of mansgement's principle objectives in entering into the reinsurance
contract including the ¢conomic purpose (o be achieved.

Except for transactions meeling the requirements of paragraph 30 of SSAP No. 62, Property and
Casualty Reinsurance, hus the reporting entity ceded any risk under reinsurance contract (or multiple
contracts with the same reinsurer or fis alfiliates] during the peried covered by the financial
statement, and either:
(n) Accounied for that contract as reinsurance {either prospective or retroactive) under Statatory
accaunting principles (SAP) and as a deposit under generaliy accepted accounting principles
(GAAP): or

(b} Accounted for that contract as reinsurmnce under GAAP and s o deposit under SAPT.......n. Yes[ 1 No

If yes to 9.4, explain in the Reinserance Summary Supplemental Filing for General InteiTogatory 9
(Section I) why the contract(s) is treated different for GAAP snd SAP,
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Thomas Howell
B Ferguson p.A.

Report of Independent Auditors

The Board of Directors
HomeWise Preferred Insurance Company

We have audited the accompanying statements of admitted assets, liabilities and capital and
surplus - statutory basis of HomeWise Preferred Insurance Company (the Company) as of
December 31, 2008 and 2007, and the related statutory basis statements of operations, changes in
capital and surplus, and cash flows for the years then ended. These financial statements are the
responsibility of the Company's management. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company's internal control over financial
reporting.  Accordingly, we express no such opinion. An audit also includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

As described in Note 1, the accompanying statutory basis financial statements have been
prepared in conformity with accounting practices prescribed or permitted by the Florida Office
of Insurance Regulation, which is a comprehensive basis of accounting other than accounting
principles generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the admitted assets, liabilities and capital and surplus of HomeWise Preferred Insurance
Company as of December 31, 2008 and 2007, and the results of its operations and its cash flows
for the years then ended on the basis of accounting described in Note 1.



Page Two

Our audits were made for the purpose of forming an opinion on the statutory basis financial
statements taken as a whole. The supplemental disclosures included in other financial
information as of and for the year ended December 31, 2008, are presented to comply with the
National Association of Insurance Commissioners' Accounting Practices and Procedures
Manual and are not a required part of the statutory basis financial statements. This other
financial information has been subjected to the auditing procedures applied in the audits of the
statutory basis financial statements and, in our opinion, is fairly stated in all material respects in
relation to the statutory basis financial statements taken as a whole.

This report is mtended solely for the use of the Board of Directors and management of
HomeWise Preferred Insurance Company and for filing with the state insurance regulatory
authorities and should not be used for any other purpose.

//’éwu Mfwfﬁh

May 11, 2009



HomeWise Preferred Insurance Company

Statements of Admitted Assets, Liabilities and Capital and Surplus

- Statutory Basis

Admitted assets
Cash and invested assets:
Cash and cash equivalents

Total cash and invested assets

Accrued investment income

Premiums receivable, net

Reinsurance balances recoverable
Federal income taxes recoverable

Net deferred tax asset

Electronic data processing equipment, net
Receivables from parent and affiliates
Other assets

Total admitted assets

Liabilities and capital and surplus
Liabilities:
Loss and loss adjustment expense reserves
Reinsurance premiums payable
Unearned premiums, net
Other accrued expenses
Taxes, licenses, and fees payable
Federal income taxes payable
Payable to affiliates
Payable to Citizens Property Insurance Corporation

Total Liabilities

Capital and surplus
Total liabilities and capital and surplus

See accompaiying notes.

December 31,

2008

2007

$ 37,603,775

$ 43,033,032

37,603,775 43,033,032
15,258 12,113
24,656,109 11,465,735
15,482,737 1,611,125
79,007 -
1,525,292 549,881
14,018 21,256
3,098,297 -
436,178 1,214,939
82,910,671 S 57,908,081
19,867,003 1,953,712
12,555,880 12,864,335
18,579,953 16,849,497
1,575,077 874,017
2,874,325 1,006,292
- 472,688
3,972,151 5,401,495
561,387 1,369,041
59,985,776 40,791,077
22,924,895 17,117,004
S 82,910,671 § 57,908,081




HomeWise Preferred Insurance Company

Statements of Operations - Statutory Basis

Underwriting income:
Premiums earned. net of reinsurance ceded

Underwriting expenses:

Losses and loss adjustment expenses incurred
Underwriting, acquisition, and other expenses

Total underwriting expenses
Net underwriting loss

Net investiment income
Other income

Loss before federal income tax (benefit) expense

Federal income tax (benefit) expense

Net loss

See accompanying notes.

2008

Years ended December 31,

2007

$ 35,891,252

$ 6,910,233

24,587,482 2,648,112
16,050,110 6,384,047
40,637,592 9,032,359
(4,746,340) (2,122,126)
444,464 631,314
728,320 104,537
(3,573,556) (1,386,275)
(551,695) 491,223
(3,021,861) S (1,877.498)
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HomeWise Preferred Insurance Company

Statements of Cash Flows - Statutory Basis

Operating activities

Premiums collected, net of reinsurance

Net investment income received

Losses and loss adjustment expenses paid
Underwriting, acquisition, and other expenses paid
Other income received

Federal income taxes paid

Net cash (used in) provided by operating activities

Financing and miscellaneous activities
Proceeds from issuance of common stock
Proceeds from additional capital contributions
Other miscellaneous (uses) sources

Net cash provided by financing and miscellaneous activities

Net (decrease) increase in cash

Cash at beginning of vear

Cash at end of year

See accompanying nofes.

Years ended December 31,

2008

2007

$ 23,315,225 $ 26,607,866

441,319 627,242
(20,545,803)  (2,331,962)
(14,097,428)  (5,110,961)

752,815 ;

- (40,377)

(10,133,872) 19,751,808
8,000,000 -

- 9,000,000

(3,295,385) 4,240,067

4,704,615 13,240,067

(5,429,257) 32,991,875

43,033,032 10,041,157

$ 37,603,775 § 43,033,032




HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
Years ended December 31, 2008 and 2007
1. Summary of Significant Accounting Policies

HomeWise Preferred Insurance Company (the Company), a wholly-owned subsidiary of
HomeWise Holdings, Inc. (HHI), is domiciled in the state of Florida. The Company was
incorporated on May 31, 2006, and received its certificate of authority from the Florida Office of
Insurance Regulation (the Office) on May 31, 2006.  The Company received a certificate of
authority {rom the Texas Department of Insurance on September 7, 2007, and began writing
policies in Texas on October 31, 2007, and discontinued underwriting operations in May 2008.
The Company received a Certificate of Authority from the South Carolina Department of
Insurance on March 10, 2008; however, no policies were written in South Carolina in 2008, The
Company is affiliated with HomeWise Management Company (HMC) and HomeWise Insurance
Company (HIC), which are wholly-owned subsidiaries of HHI.

The Company writes and has written homeowners™ and comprehensive dwelling fire coverage in
the states of Florida and Texas, areas that are exposed to damage from hurricanes and severe
storms. The Company attempts to mitigate its exposure to losses from storms by purchasing
quota share and catastrophe reinsurance coverage. However, such a storm, depending on its path
and severity, could result in losses to the Company exceeding its reinsurance protection and
could have a material adverse effect on the financial condition and results of operations of the
Company.

Basis of Presentation

The accompanying statutory basis financial statements have been prepared in accordance with
statutory accounting practices (SAP) prescribed or permitted by the Office. Such statutory
practices require preparation of the financial statements in accordance with the National
Association of Insurance Commissioners’ (NAIC) Accounting Practices and Procedures
Manual subject to deviations prescribed by the Office. SAP is a comprehensive basis of
accounting other than accounting principles generally accepted in the United States of America
(GAAP). Such practices vary in certain respects from those under GAAP. The Company's
significant accounting practices and the variances from GAAP are summarized below:

o Certain assets designated as "nonadmitted,” principally past-due uncollected
premiums, prepaid expenses, and other assets not specifically identified as an
admitted asset within the Accounting Practices and Procedures Manual, are
excluded from the accompanying statements of admitted assets, liabilities, and
capital and surplus and are charged directly to unassigned surplus. Under GAAP,
such assets would be included in the balance sheet at net realizable values.

o Loss and loss adjustment expense reserves and uneamed premiums ceded to
reinsurers have been repoited as reductions of the related liabilities rather than as
assets as would be required under GAAP.



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
1. Summary of Significant Accounting Policies (continued)

Basis of Presentation (centinued)

o Cash in the statements of cash flows represents cash, cash equivalents, and short-
term investments with remaining maturities of one year or less. Under GAAP, the
corresponding caption of cash and cash equivalents would include cash balances and
investments with initial maturities of three months or Iess.

° The costs of acquiring and renewing business are expensed when incurred. Under
GAAP, such costs, to the extent recoverable, would be deferred and amortized over
the effective period of the related insurance policies.

° Deferred tax assets are limited to 1) the amount of federal income taxes paid in prior
vears that can be recovered through loss carrybacks for existing temporary
differences that reverse by the end of the subsequent calendar year, plus 2) the lesser
of the remaining gross deferred tax assets expected 1o be realized within one year of
the financial statement date or 10% of capital and surplus excluding any net deferred
tax assets, "electronic data processing" (EDP) equipment and operating software and
any net positive goodwill, plus 3) the amount of remaining gross deferred tax assets
that can be offset against existing gross deferred tax liabilities. The remaining
deferred tax assets are nonadmitted. Deferred taxes do not include amounts for state
income taxes, Under GAAP, state income taxes would be included in the
computation of deferred taxes, a deferred tax asset would be recorded for the amount
of gross deferred tax assets expected to be realized in future years, and a valuation
allowance would be established for deferred tax assets not realizable.

o Commissions allowed by reinsurers on business ceded are reported as a reduction of
expense when incurred to the extent the amount does not exceed actual acquisition
costs, rather than being deferred and amortized with deferred policy acquisition costs
as would be required by GAAP. Conunissions in excess of the acquisition costs, if
any, would be deferred and recognized over the policy term consistent with GAAP.

° Certain other reported amounts are classified or presented difterently in the financial
statements prepared on the basis of SAP than they would be under GAAP. Statutory
requirements require that the financial statements of the Company be filed with state
regulatory authorities. Accordingly, the financial statements are presented in a
format sumilar to the filed annual statement, which differs from the format of
financial statements presented under GAAP. Required statutory disclosures that are
not applicable to the Company are not included in the notes to these statutory
financial statements.

Other significant accounting practices are as follows:



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
1. Summary of Significant Accounting Policies (continued)
Recognition of Premium Revenues

Premiums are recorded as earned on a daily pro rata basis over the contract period that the
related policies are expected to be in force. The portion of premiums not earned at the end of the
year is recorded as unearned premiums. Premiums collected prior to the effective date of the
policy are recorded as a liability.

Cash and Cash Equivalents

Cash and cash equivalents include demand deposits with financial institutions and other highly
liquid investments with original maturities of three months or less and certificates of deposit with
ortginal maturities of one year or less and are principally stated at cost, which approximates fair
value.

Concentration of Credit Risk

The Company's financial instruments exposed to concentrations of credit risk consist primarily
of its cash and cash equivalents, reinsurance recoveries, and premium revenue, The Company
maintains its cash and cash equivalents at several financial institutions. Deposits with financial
institutions are insured by the Federal Deposit Insurance Corporation (FDIC). On October 3,
2008, FDIC coverage increased from $100,000 to $250,000 per depositor until December 31,
2009. Bank deposit accounts, at times, may exceed federally insured limits. The Company has
not experienced any losses in such accounts.

Eiectronic Data Processing (EDP) Equipment

The admitted value of the Company’s EDP equipment is limited to 3% of capital and surplus.
The admitted portion is reported at cost, less accumulated depreciation of $14,199 and $4,644 at
December 31, 2008 and 2007, respectively. EDP equipment is depreciated using the straight-
line method over the lesser of its useful life or three years. Depreciation expense charged to
operations was $12,989 and $5,648 in 2008 and 2007, respectively.

Reinsurance

The accompanying statutory basis financial statements reflect reserves for premiums and losses
and loss adjustment expenses (LAE), net of reinsurance ceded (see Note 6). Those reinsurance
arrangements allow management to control exposure to potential losses arising from large risks.
A significant portion of the reinsurance is effected under a quota share agreement. Amounts
recoverable from reinsurers are estimated in a manner consistent with the loss and LAE reserves
associated with the reinsured policies. Reinsurance premiums, losses, and LAE are accounted for
on bases consistent with those used in accounting for the original policies issued and the terms of
the remsurance contracts,



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
L. Summary of Significant Accounting Policies (continued)
Loss and Loss Adjustment Expense (LAE) Reserves

Loss and LAE reserves represent the estimated ultimate net cost of all unpaid reported and
unreported losses and LAE. The reserves for unpaid losses and LAE are estimated using
individual case-basis estimates for reported losses and actuarial estimates for losses incurred but
not yet reported. Those estimates are subject to the effects of trends in loss severity and
frequency. Although considerable variability is inherent in such estimates, management believes
that the reserves for losses and LAE are adequate. The estimates are continually reviewed and
adjusted as necessary as experience develops or new information becomes known; such
adjustments are included in current operations. The ultimate settlement of losses and LAE may
vary significantly from the estimated amounts included in the financial statements. The
Company does not discount its loss and LAE reserves.

The anticipated effect of inflation is implicitly considered when estimating liabilities for losses
and LAE. While anticipated price increases due to inflation are considered in estimating the
ultimate claim costs, the increase in average severities of claims is caused by a number of factors
that vary with the individual type of policy written. Future average severities are projected based
on historical trends adjusted for implemented changes in underwriting standards, policy
provisions, and general economic trends. Those anticipated trends are monitored based on actual
development and the estimated liabilities are modified if necessary.

Loss and LAE reserves are reported net of reinsurance recoverables for unpaid losses and LAE.
Losses and LAE ceded through reinsurance are credited against losses and LAE incurred.

Guaranty Fund and Residual Market Pool Assessments

The Company is subject to assessments by a Florida guaranty fund, a residual market pool, and a
state catastrophe reinsurance pool. The activities of this fund and these pools include collecting
funds from solvent insurance companies to cover losses resulting from the insolvency or
rehabilitation of other insurance companies or deficits generated by Florida Insurance Guaranty
Association (FIGA), Citizens Property Insurance Corporation (Citizens), and the Florida
Hurricane Catastrophe Fund (FHCF).

The Company’s policy is to recognize its obligation for FIGA, Citizens, and FHCF assessments
when the Company has the information available to reasonably estimate its liabilities. FIGA,
Citizens, and FHCF assessments are generally available for recoupment from policyholders and
as such, amounts are recorded as a recoverable asset. Amounts recoverable are generally
expected to be collected during the year following assessment.



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
1. Summary of Significant Accounting Policies (continued)
Guaranty Fund and Residual Market Pool Assessments (continued)

The Company was assessed $28,918 by FIGA in 2007 (none in 2008). The FIGA assessment
recoverable from policyholders was $0 and $28,918 at December 31, 2008 and 2007,
respectively.

Certain Citizens and FHCF assessments are collected from policyholders as policies are written
and subsequently remitted to the assessing entity. Amounts due from policyholders for these
assessments were $318,322 and $800,397 at December 31, 2008 and 2007, respectively. The
liability for assessments collected but not remitted to Citizens and FHCF totaled $1,002.391 and
§307,763 at December 31, 2008 and 2007, respectively.

Income Taxes

The Company calculates its state and federal income tax liabilities based upon the statutory rates
in effect during the vear.

Use of Estimates

The preparation of statutory basis financial statements requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities, the disclosure of
contingent assets and liabilities at the date of the statutory basis financial statements, and the
reported amounts of revenues and expenses during the reporting period. Such estimates and
assumptions could change in the future as more information becomes known, which could
impact the amounts reported and described in the financial statements.

2. Regulatory Requirements

Florida Statute 624.408 requires the Company to maintain minimum capital and surplus of $4
million and to meet the risk-based capital requirements {See Note 9). Additionally, Florida
Statute 624.4095 requires the Company to maintain a ratio of the product of written premiums
times 0.90 to surplus of no greater than 10-to-1 for gross written premiums and 4-to-1 for net
written premiums. The Company is in compliance with these requirements.

Additionally, the Company is required to maintain deposits pursuant to Florida, Texas, and
South Carolina statutes or consent orders to help secure the payment of claims. Cash on deposit
in the amount of $336,444 and $320,621 has been assigned to the Office as of December 31,
2008 and 2007, respectively, and certificates of deposit of $5,125,000 and $1,000,000 as of
December 31, 2008 and 2007, respectively, have been assigned to the Texas and South Carolina
Departments of Insurance to satisfy these requirements. These amounts are included in cash and
cash equivalents in the accompanying statements of admitted assets, labilities, and capital and
surplus.

11



HomeWise Preferred Insurance Company
Notes to Statutory Basis Financial Statements
3. Investments
Major categories of the Company's net investment income are summarized as follows:

Years ended December 31,

2008 2007
Cash and cash equivalents $ 701,195 § 744,429
Investment expenses {256,731 (113.115)
Net investment incoie $ 444,464 $ 631.314

4. Premiums Receivable

Premiums receivable include amounts due from HomeWise Management Company, the
Company's managing general agent (MGA), who collects all premiums and remits them to the
Company. The Company nonadmits balances due from insureds and deferred installments for
the portion of the receivable that is more than 90 days past due that exceeds its related unearned
premium. Premiums receivable are charged to bad debt expense in the period determined
uncollectible. Recoveries received on amounts previously charged-off are credited to bad debrt
expense in the period received. Premiums receivable totaled $24,656,109 and $11,465,735, with
no nonadmitted premiums receivable, as of December 31, 2008 and 2007, respectively.

5. Loss and Loss Adjustment Expense (LAE) Reserves

The following table provides a reconciliation of the beginning and ending reserve balances for
losses and L.AE, net of reinsurance recoverables.

December 31,

2008 2007
(in thousands)
Loss and LAE reserves at beginning of vear $ 1,953 § 26
Losses and LAE incurred related to:
Current year 23,951 2,664
Prior years 636 (16)
24,587 2,648
Losses and LAE paid related to:
Current year 6,838 720
Prior years (165) 1
6,673 721
Loss and LAE reserves at end of year $ 19.867 §$ 1.953

Anticipated reinsurance recoverables on unpaid losses and LAE are approximately $17,478.000
and $5.834,000 at December 31, 2008 and 2007, respectively. Reinsurance recoverables on paid
losses and LAE are $9,035,000 and $1,611,000 at December 31, 2008 and 2007, respectively.

12



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
5. Loss and Loss Adjustment Expense (LAE) Reserves {continued)

In 2008 and 2007, net incurred losses and LAE attributable to insured events of prior years have
developed by $636,000 and $(16,000) as a result of re-estimation of unpaid losses and loss
adjustment expenses. Original estimates are decreased or increased as additional information
becomes known regarding individual claims.

6. Reinsurance

Certain premiums and losses are ceded to other insurance companies under various reinsurance
agreements. The reinsurance agreements provide the Company with increased capacity to write
more risk and maintain its exposure to loss within its capital resources. As of December 31,
2008 and 2007, the Company’s reinsurance program consisted of quota share and excess of loss
reinsurance for catastrophic events. Following is a summary of the reinsurance coverage.

Effective June 1, 2008, the catastrophe excess of loss coverage is provided by agreements with
commercial reinsurers and by the FHCF. Coverage under the FHCF is limited to qualifying
storms occurring in the state of Florida, The commercial excess of loss agreements generally
provide coverage for 25% of ultimate net losses of approximately $140,052,000 in excess of
$30,000,000 per occurrence, not to exceed 25% of approximately $280,105,000 for all
occurrences. The FHCF provides coverage for 90% of the losses from qualifying catastrophic
events in excess of approximately $91,023,000 up to a maximum of approximately
$542,312,000, plus 100% of qualifying losses in excess of $5,135,000 (drop down layer) up to a
maximum of $15,135,000. The drop down layer provides for one automatic reinstatement at
100% of its original limit.

Effective June 1, 2008, the Company executed reinsurance premium protection agreements to
reinsure the remstatement premium payment obligations which accrue to the Company under the
commercial catastrophe excess of loss agreements. The coverage is limited to 100% of the
original contracted reinsurance placement.

Effective June 1, 2008, the Company and its affiliated company, HomeWise Insurance Company
(collectively, the Reinsured), entered into a quota share reinsurance agreement with Swiss
Reinsurance America Corporation (the Reinsurer). Under the terms of the agreement, which
expires on May 31, 2009, the Reinsurer assumes 75% of the Reinsured’s net liabilities for losses
(loss and loss adjustment expense) after taking into effect the Reinsured’s excess of loss
reinsurance coverage provided by the FHCF. Under the terms of the agreement, the Reinsured
cedes 75% of gross premiums after deducting the cost of the above referenced inuring
reinsurance to the Reinsurer. The Reinsured cedes 75% of covered gross losses to the Reinsurer
after deducting recoveries from the referenced inuring reinsurance. The maximum losses ceded
under this agreement are limited to $150 million per event and $210 million for all occurrences.
The Company and the Reinsurer entered in to an aggregate excess of loss agreement to reinsure
the Reinsurer's catastrophe obligations under the quota share agreement. The Reinsurer
reimburses the Company for the premiums relating to this coverage. The ceding commission
from the Reinsurer to the Reinsured is on a reimbursement basis wherein the Reinsurer
reimburses the Reinsured for 75% of acquisition and overhead expenses limited to 31%. The
ceding commissions have been recorded as a reduction of underwriting, acquisition, and other
expenses in the accompanying statements of operations.

13



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
6. Reinsurance (continued)

Effective June 1, 2007, the catastrophe excess of loss coverage was provided by agreements with
comumercial remsurers and by the FHCF. Coverage under the FHCF was limited to qualifying
storms occurring in the state of Florida. The commercial excess of loss agreements generally
provide coverage on ultimate net losses of approximately $5,934,000 in excess of $11,624,000
per occurrence, not to exceed approximately $11,868,000 for all occurrences. The FHCF
provides coverage for 90% of the losses from qualifying catastrophic events in excess of
approximately $9,000,000 up to a maximum of approximately $47,579,000, plus 100% of
qualifying losses m excess of $2,900,000 (drop down layer} up to a maximum of $7,900,000.
The drop down layer provides for one automatic reinstatement at 100% of its original limit.

Effective June I, 2007, the Company executed reinsurance premium protection agreements to
reinsure the reinstatement premium payment obligations which accrue to the Company under the
commercial catastrophe excess of loss agreements. The coverage is limited to 100% of the
original contracted reinsurance placement.

Effective January 1, 2007, the Company and its affiliated company, HomeWise Insurance
Company (collectively, the Reinsured), entered into a quota share reinsurance agreement with
Harlequin Insurance (Bermuda) SAC Limited (the Reinsurer or Harlequin). Under the terms of
the agreement, which expired on May 31, 2008, the Reinsurer assumed 75% of the Reinsured’s
net liabilities for losses (loss and loss adjustment expense) after taking into effect the
Reinsured’s excess of loss reinsurance coverage provided by the FHCF and, through May 31,
2007, the coverage provided by open market excess of loss reinsurance purchased by the
Reinsured. Under the terms of the agreement, the Reinsured ceded 75% of gross premiums after
deducting the cost of the above referenced inuring reinsurance to the Reinsurer, The Reinsured
ceded 75% of covered gross losses to the Reinsurer after deducting recoveries from the
referenced inuring reinsurance. The agreement included an Event Cap for ceded losses of 44%
of the ceded premium earned during the term. It also included an Aggregate Loss and Expense
Ratio Cap wherein the maximum amount of losses and ceding commissions payable by the
Reinsurer under this agreement in the aggregate shall be limited to 150% of the ceded premium
earned during the term. In the event either cap is met, the Reinsured shares in recoveries in
proportion to their respective subject losses to the total of losses subject to the agreement. The
ceding commission from the Reinsurer to the Reinsured is on a reimbursement basis wherein the
Reinsurer reimburses the Reinsured for 75% of acquisition and overhead expenses. The ceding
commissions have been recorded as a reduction of underwriting, acquisition, and other expenses
in the accompanying statements of operations. Effective May 31, 2008, this agreement
terminated and was subsequently commuted. There was no gain or loss recorded from the
commutation, however, there was a final adjustment to ceding commissions as prescribed by the
agreement.

The FHCF provides coverage for named hurricanes only and provides no coverage after the one
time limit is exhausted. Reinsurance premiums for the FHCF are paid on a total insured value
basis. In the event of a loss assessment, the Company may recoup the assessment from its
policyholders.
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HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
6. Reinsurance (continued)

The Company’s reinsured risks are treated, to the extent of the reinsurance, as though they are
risks for which the Company is not liable. However, the Company remains liable in the event
the remsuring entities do not meet their obligations under the reinsurance agreements. Given the
quality of the remmsuring entities, management believes this possibility to be remote. See Note 5
for recoveries from reinsurers relating to paid and unpaid losses and LAE.

In 2008, the Company commuted its quota share agreement with Harlequin (see above) and did
not enter into or engage in any loss portfolio transfer for any lines of business. In 2007, the
Company did not commute any reinsurance nor did it enter into or engage in any loss portfolio
transfer for any lines of business.

The effects of reinsurance on premiums written and earned are as follows:

2008 20077
Written Earned Written Earned
Direct premiums $ 193,293,182 § 127,674,203 § 53,509,123 $ 22,822,434
Assumed premiums 17,402,442 54.434.161 47,707,142 9,240,850
Ceded premiums (173.073.918) _(146,217.112) (78.821.965) _{25.153.051)
Net premiums §_ 37.621.706 S_ 35.891.252 §$ 22394300 $_ 6.910.233

The following table summarizes the effect of ceded unearned premiums on the direct unearned
premiums reserve and provides the related commission equity at December 31:

2008 2007
Direct unearned premiums $ 97,671,103 § 32,052,123
Assumed unearned preniiums 1,434,575 38,466,292
Ceded unearned premiums (80.525,725) {53.668.918)
Unearned premiums, net §__18.579.953 $_16.849.497
Assumed commission equity $ 129,112 5 6,154,607
Ceded commission equity (22,708.531) (14.114.282)
Commission equity, net $_(22.579.419) $_(7.959.675)

At December 31, 2008 and 2007, unsecured reinsurance recoverables on paid and unpaid losses
and LAE and unearned premiums by reinsurer that were equal to or greater than 3% of surplus,
are as follows:

2008 2007
Swiss Reinsurance America Corporation $ 87,778,600 $ -
Florida Hurricane Catastrophe Fund 9,352,000 -

For the years ended December 31, 2008 and 2007, recoveries under reinsurance contracts
amounted fo $43,873,295 and $545,286, respectively.

15



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
7. Policy Assumption Agreement

The Company assumed written premiums of $17,402.442 and $47,707,142 during 2008 and
2007, respectively, under a policy assumption agreement with Citizens. The Company provides
a ceding commission to Citizens at a varying rate based on the aggregate number of policies
assumed to cover the acquisition costs imcurred by Citizens. Total ceding commissions at a 16%
rate charged to operations in 2007 were $7,633,143. During 2008, the commission rate was
retroactively reduced to 9% for the 2007 and 2008 assumed premiums. The ceding
comunissions, after adjustment of the 2007 rate, credited to operations were $(1,773,280).

8. Income Taxes
Income before federal income taxes differs from taxable income principally due to differences in
loss and LAE reserves and unearned premiums for tax and statutory basis financial reporting

purposes.

State income taxes are classified as taxes, licenses, and fees in the NAIC Annual Statement and
as underwriting, acquisition, and other expenses on the statements of operations.

A, Components of deferred tax assets (DTAs) and deferred tax Habilities (DTLs) are as

follows:
December 31,
2008 2007

Gross DT As $ 1,870,389 S 1,279,779
Gross DTLs {70.046) (130471
Net DTAs 1,800,343 1,149,308
Nonadmitted DTAs (275,051 (599.427)
Net admitted DT As $ 1.525.292 $_ 549.881

{Decrease) increase in nonadmitted DTAs  $__(324.376) $___599.427
B. Unrecognized DTLs
There are no unrecognized DTLs.
C. Current tax and change in deferred tax:
The provision for income taxes incurred is:
Years ended December 31,

2008 2007
Current year income tax (benefit) expense § (615,214) § 490,566

Prior year under accrual 63,519 657
Current income taxes incurred $__(551.695) $§__491.223
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HomeWise Preferred Insurance Company
Notes to Statutory Basis Financial Statements
8. Income Taxes (continued)

The tax effect of temporary differences at December 31, 2008 that give rise to significant
deferred tax assets and deferred tax liabilities are as follows:

DTAs Statutory Tax Difference  Tax Effect

Unpaid losses and LAE $19,867,003 $18,468,201 § 1,398,802 § 475,593
Unearned premiums 18,579,953 14,863,963 3,715,990 1,263,437
Organizational costs - 192,247 192,247 65,364
Nonadmitted assets - 194,103 194,103 65,995
Gross DTAs $_1.870.389
Nonadmitted DTAs $__275,051
DTLs Statutory Tax Differcnce  Tax Effect

Furniture and equipment 3 - 5 27342) § (27342 §$ (9,296)
Prepaid expenses - {178,675) (178,675) (60,750)
Gross DTLs $__ (70,040)

The changes in the main components of DTAs and DTLs are as follows:

DTAs Resulting from Book/Tax December 31,

Differences 2008 2007 Change
Unpaid losses and LAE $ 475593 § 46,555 $ 429,038
Unearned premiums 1,263,437 1,145,766 117,671
Organizational costs 63,364 70,987 (5,623)
Nonadmitted assets 65.995 16,471 49.524
Gross DTAs $ 1.870.389 $_1.279.779 $_ 590.610
Nonadmitted DTAs $_ 2750581 §_ 599427 $_ (324.376)
DTLs Resulting from Book/Tax December 31,

Differences 2608 2007 Change
Furniture and equipment $ {9,296) $ (353) 3 (8,943)
Prepaid expenses (60,750) (11,818) {(48,932)
Profit sharing expense - (118.300) 118.300
Gross DTLs $___(70,046) $_ (130.471) $_  60.425

The change in gross DTAs and DTLs of $651,035 is the change in net deferred income
taxes before the consideration of nonadmitted DTAs.
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HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements

Income Taxes (continued)

D. Reconciliation of federal income tax rate to actual effective rate:

Effective Effective
2008 Tax Rate 2007 Tax Rate
Provision computed at
statutory rate $ (1,215,008) 34.00 % % (471,334) (34.00)%
Nondeductible item 917 (0.28) - -
Change in nonadmitted assets (49.524) 1.39 (16,471) (1.18)
Prior period tax adjustment 51.885 (1.45) 4.261 0.30
Total $(1.202,730) 33.66 % $_ (483.544) (34 88)%
Federal income tax $ (551,695) 1544 % $§ 491,223 35.44 %
Change in deferred taxes (651.035) 18.22 {974.767) (70.32)
Statutory income taxes $.(1.202.730) __ 33.66 % $__(483,544) (34 .88)%

E. Operating loss and tax credit carryforwards:

1. At December 31, 2008 and 2007, the Company had no unused capital loss
carryforwards available to offset against future taxable income.

2. The following is income tax expense that is available for recoupment in the event of

future net losses:

Year Anmount
2008 $ -
2007 447.611

F. Consolidated federal income tax return:

The Company files a consolidated tax return with the following:

HomeWise Holdings, Inc.
HomeWise Insurance Company
HomeWise Management Company, Inc.

The method of allocation among companies is made primarily on a separate return basis
with current credit for any net operating losses or other items utilized in the consolidated
tax returns. This method of tax allocation is described in the cost allocation agreement
between the Company, HomeWise Holdings, Inc., HomeWise Management Company,

Inc., and HomeWise Insurance Company.,

18



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
9. Capital and Surplus

The Company has authorized 2,000,000 shares of $1 par value common stock, of which
1,500,000 and 1,000,000 shares are issued and outstanding at December 31, 2008 and 2007,
respectively. HHI is the sole shareholder. In 2008, HHI was issued 500,000 shares of common
stock for $8,000,000. By Board of Directors’ resolution on April 3, 2007, $900,000 of paid-in
capital was reclassified to common capital stock, and 900,000 shares of stock were issued to
HHI.  HHI contributed additional paid-imn capital of $1.000,000 on September 13, 2007, and
$8,000,000 on December 17, 2007. No other classes of common or preferred shares were issued
during 2008 or 2007.

Property and casualty insurance companies are subject to certain Risk-based Capital (RBC)
requirements as specified by the NAIC. Under those requirements, the amount of capital and
surplus maintained by a property and casualty insurance company is to be determined based on
the various risk factors related to it. The Company is in compliance with the RBC requirements
at December 31, 2008 and 2007.

The maximum amount of dividends that may be paid by property and casualty insurance
companies without prior approval of the Office is subject to restrictions relating to statutory
surplus and net income. Furthermore, in accordance with the Company's Certificate of Authority
Consent Order, during the first three years of operations it may only pay dividends that are
approved in advance by the Office. The Company did not declare or pay any dividends during
the years ended December 31, 2008, and 2007.

10. Related Party Transactions

The Company is a wholly-owned subsidiary of HHI and is affiliated with HMC and HIC, which
are also wholly-owned subsidiaries of HHI,

Effective May 31, 2006, the Company entered into a managing general agency agreement with
HMC. Pursuant to the agreement, HMC provides to the Company premium billing, claims
management, and underwriting functions. During 2008 and 2007, expenses incurred related to
this agreement totaled $53,864,383 and $17,649,159, respectively. At December 31, 2008, the
Company has a net receivable due from HMC in the amount of $2,629,151 and at December 31,
2007, the Company has a payable due to HMC in the amount of $1,090,149,

Effective May 31, 2006, the Company entered into a service agreement with HHI. Pursuant to
the agreement, HHI provides capital management services, investor management and relations,
and assists with overall general management of the Company. During 2008 and 2007, expenses
incurred related to this agreement totaled $2,072,892 and $1,004,610, respectively. At
December 31, 2008, the Company has a receivable due from HHI in the amount of $469,146 and
at a December 31, 2007, the Company has a payable due to HHI in the amount of $181,781.
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HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
10. Related Party Transactions (continued)

The Company is also party to a Cost Allocation Agreement with HIC, HMC, and HHI in which
expenses benefiting more than one company are allocated based upon direct allocation or
revenue allocation rules, whichever is most appropriate for the expense. At December 31, 2008
and 2007, the Company has a payable due HIC in the amount of $3,972,151 and $4.129,565,
respectively.

11. Premiums Produced by Managing General Agents or Third Party Administrators

The Company uses a managing general agent, HMC, to write and administer insurance products.
The total premium produced and serviced through the contract during 2008 is summarized
below. The Company retains underwriting authority for all policies issued under these
agreements.

Type of Tvpe of Direct
Exclusive Business Authority Premium
Name and Address FEI Number _Contract Written Granted Written
HomeWise 20-3395152 Yes Homeowners Binding, $ 193,203,182
Management premium
Company, Inc. collection,
18302 Highwoods reinsurance
Preserve negotiation,
Parkway, Suite 110 and
Tampa, FL 33647 underwriting

12. Lease Commitments

On May 1, 2006, the Company's affiliate, HIC, entered into an operating lease agreement for
office space in Tampa, Florida, which is effective June 1, 2006, through May 31, 2011. The
Company and HIC share the costs associated with this lease equally. The lease includes an
option to renew for an additional five year period at the prevailing rental rate at that time,
provided the lessor receives written notice nine months prior to expiration.

On May 3, 2007, the Company entered into an operating lease agreement for office space in San
Antonio, Texas, which is effective July 6, 2007, through July 31, 2012,

Approximate future lease payments under these operating leases are as follows at
December 31, 2008:

2009 by 314,900

2010 326,267
2011 178,788
2012 41.015

5___860.070
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HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
12. Lease Commitments (continued)

Total rent expense for leases was $265,683 and $29.548 for the years ended December 31, 2008
and 2007, respectively.

13. Reconciliation of Annunal Statement to Audited Financial Statements

Differences exist between amounts reported in the audited statutory financial statements and
those reported in the annual statements of the Company for the years ended December 31, 2008
and 2007, resulting from reclassification of and audit adjustments to premiums receivable, other
liabilities, other assets, and rounding. Presented below is a reconciliation of amounts previously
reported to the Office and those amounts appearing in the audited statutory financial statements
for the years ended December 31, 2008 and 2007.

Audited
Financiail Annual
Statement Statement Increase
Amount Amount {Decrease)
December 31, 2008:
Total admitted assets §2,910,671 § 82,349.283 561,388
Total liabilities 59,985,776 59,424,388 561,388
Total capital and surplus 22,924 895 22,924,865 -
Net loss 3,021,861 3,021,862 {1}
December 31, 2607:
Total admitted assets » 57,908,081 § 56,189,032 1,719,049
Total liabilities 40,791,077 39,072,028 1,719,049
Total capital and surplus 17,117,004 17,117,004 -
Net loss 1,877,498 1,877,495 3
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. Schedule 1
semal Szement forhe yerr 2008 ottre. HOMeWise Preferred Insurance Company

SUMMARY INVESTMENT SCHEDULE

Gross Admitlet Assels as Reporied
Investment Holdings in ;hf Annual Slatemeﬂnt
Ievestment Cateqanes Am’lum Percezmaqe Am;unt Pe!celﬁge_
1. Bonds
T LB MBASHIY SEOUBEES. . L oo ottt et e e s e s s e [ SURPN IRURUR o 141 DR . 048
1.2 US govemment agency obligations {exciuding morgage-hacked securilies):
t21 lssued by U.S. government agencigs ... ... ... e U . e e B0 00
122 lssued by U.S, goverament SPOnsored BGENTIES. . oo iuin e s e b RO 00
13 Foreign government fincluding Canada, excluding mortgage-backed sectrities).... .. ... ... .. . e B0 0D
1.4 Secunfies issued by states, tariitonies and possessions and pefitical subdivisions in the U 8
1.41 States, teritories ang possessions general obligations . ... . . F P [T ... 8D . . R U+ 1]
142 Palitical subdivisions of stales. terdtories & possessions & poiiticai subdrasions general obligations. .. .| .. ... ... . P { £ 1 P .80
143 Revenue anc assessment obligations.. ... ... . o R e . . IE1 3 D, . R 111]
144 Industrial devefupment and similar obkgations.... . e s S . . e ST /1 1 SO . o0
15 Mortgage-backed securities {includes residential and commercial MBS):
151 Passthrough securities:
1511 Issued or quaranteed by GNMA. .. ... ... .. e [RES PR TR s 11 [ IR RSN (X ¢
1512 Issued or guaranteed by FNMA and FHLIC . e S IPTOTOTN s 1 DUUR 08
1513 Asother .. ... . . . T . o T [FTN { 1 ) PR . .. nn
1.52 CMOs and REMICs.
1521 issued o guarantead by GNMA, FNMA FHLMC OrVA [EUTRTUUIURIN ISRTUR 1 1 I . i34
1.522 Issued by non-U.5. Govemmentissuers and coliateralized by mortgage-backed
securifies issued o guaranieed by agercies shawn in Line 1.52%. .. . S, e s SO 1 o 1 PR iEH
1523 A OB .o o e . T SN 11 1 DS e 0B

2. Other debt and other fixed income securifigs (excluding shark-term}
7.1 Unaififiated domestic secunties (includes credit tenantioans rated by the SVYCL. . .. ... . ..
22 Um

0.6

ted foreign securties ... Lo B . . e b DO e B

23 Affaledsecuries ... A R I R RS RO BT ¢ 11 1 SO . 0o

3. Eguity interasts:
31 rvestments inmyfuatfunds, L. L P VS Y P DRSPS X4 I T ull¥}
3.2 Preferred stecks:
3.2 Alfiiated. e s e e P e b 0O .. an

3.22 Unafffiated.. ... ... ... . . F . P L A 00 .o e DD

33 Publicly traded equity securities {excluding preferred stocksj

337 Afffiated. . . e e e e e . . e P 4 PR (U 11}

332 UnafBIaten o e e e e e e R . Lo [N IR BV 111}

34 Other equity securities
341 Afftiated. . . . . R P R s 08 R AT 1 1]

342 Unafflialed . oo e . ] i e 00 . - . (1]

3.5  Other equsty interests including langible personal property under lease:

3.5 Affilated . . e e e . Ce - . JPRPDRIN /11 U IS s X1

352 Uraifflaled............ S e F - L 00 R .00

4. Mprigage Jpans:

4.1 Construction and land development.... . .. .. ... .. ... .. L. e e . e B0 08
42 AGACURUIEL . o . T . B e B . 04
4.3 Single family residential propemies. .. ...l e e USSR ¢ K1 BT . L. B
44 Multifamily residential propeiies . . e . . A 6o . . 6.0
48 COMMEFCIA FOANS ... o o o i o s e e e e e e e e e BB L B [ + 11
46 Mezzanine real estale foans.. D VN e . B . . B .08 e e B0

5. Real estate investments:
51 Peopery otcupied by COMPANY. . ... e - B L1313 S e 00
52  Propery held for production of ncome fincluding 3.. ... 0 of property acquired in satisfastion of debt} .. ... | .. [UOURN NN 111 ) SRR PEDDR R
83 Property hedd for sale finciuding $ 1) property acgueed in satisfactionafdebti. .. .o e T BE 0

6 ConbracliOans. .. .o e e e e [ e e B0 B R
7. Receivables for securifies. ... ...l e . . - e OO OO
B Cash, cash equivaients and shorierm investments. .. o J T T B, cL D0 3TR03T . 1800
3. Otherinvested assets..... ... e . S PR . ... 00 e e e B0
10 Totalinvestedassels . .. .. . . . . _ e e s e | e e e | 00 TEB3TTI L L1000

See report of independent auditors, S
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0 OO

SUPPLEMENTAL INVESTMENT RISKS INTERROGATORIES
For the year ended December 31, 2008
(To be filed by April 1)
Of HomeWise Preferred insurance Company
Address {City, State, Zip Code): Tampa FL 33647

NAIC Group Code....4111 NAIC Company Code.....12582 Employer's 1D Number.....20-4791515

The invesiment Risks Interrogatories are la be fled by Aprd 1. They are also to be induded with the Audited Siatufory Financiat Stafements.

Arswer the falfowing interrogatories by reporting the applicable U.S. doiiar amounts and percentages of the reporting entity's total sgmitted
assels hedd in that category of investments

Reporiing entity's total admitted assets as reporiec on Page 2 of this annual sialement

2. Tenlargest exposures 1o a single issueriborrowerfinvestment.

1 2 3 4
Percantage of Total
esuer Deseription of Expasure Ampun! Admitied Assets
2o .ob - BO0G %
202 Lo 006 %
2063 - D00 %
704 B G006 %
2105 8 000 %
246 § G006 %
2067 b3 L8500 %
208 §o B000 %
2108 §.... 8000 %
210 LI 2400 %
3. Amounis and percentages of e reperting enfity's {otaf admitted assets held in bonds and praferred stocks by NAIC rating
Bonds 1 2
301 NAICH. o .5 S00C %
32 ONAIC2. . . 0000 %
363 ONAIG3. .. 3 000 %
304 NAICA o b4 G400 %
365 NAICS 3. 006 %
306 NAIC-E . S Q606 %
Preferred Stocks 3 4
IGT PIRP-1 L3 0.000 %
368 PRPZ.. ... .. 3 D000 %
368 PRP3. ..o H 0000 %
30 PRPS. 3. D000 %
3N PRPS. .5 0000 %
312 PRPS -3 0.000 %

4. Assels held in forgign investmants
401 Are assels held in fareign nvestments less than 2.5% of the reporting entily's totatf admitted assets?
If response to 4.01 above 1s yes, responses are not required for inferragatories 5-10.

442 Totai agmitted assets held in foreign investments 3
403 Foreign-cumrency-dentminaled investments §..
4.9 Insuranee liabiliies denominated in that zame foreign currency 5.
5. Aggregate foreign investmenl exposure categonzed by NAIC sovereign rating
H 2
507 Countries rated NAIC1. .. ... 5. ..0000 %
502 Countries rated MAIG-2. T 0,009 %
503 Countries rated NAIC-3 orbelow. ... § 8.000 %
6 targest foreign investment exposures by country, categorized by the country's NAIC sovereign rafing
1 H
Countries raled NAIC-1:
641 Counlry 1. .. ... J . . Lo 5. A Lo 000 %
602 Country 2. - - . L PP B S . o 8000 %
Counldes raled MAIC-2
601 Counlry 1. 5. 0.060 %
504 Counbey 20 ... . 3. ..0.000 %
Countries rated NAIC-3 or below:
G05 COWMY & e e B . co 3000 %

608 SOUry 20 o et e o e e e § . . w0000 %

2B5

362349283

YestX] Noi |

...0.000 %
L B500 %

e BE00 %
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7. Aggregate unhedged foreign: cureency exposure

8. Aggregate unhedged foreign currency exposure categorized by NAIC sovereign rating
801 Countries rated NAIC-1. .
802 Couniries rated NAIC-2 S e
B8.03  Countries rated NAIG-3 0rBelOw. .. vt v v

g L argest unhedged foreign cumency expasures by counlry, ealegodzed by the country’s NAIC soveregn ratng:

Counires rated NAIC-1:

901 Country 1

962 Counlry 2 s
Countries raled NAIC-2:

963 Country i

904 County 2l o
Countries rated NAIC-3 or below:

905 Country o ...

G08 Country 2 ...

15, Ten largest non-soveregr {i e. non-goverameantal? foresgn issues:
1 2
Issuer NAIC Rafina
10.01
10.02
10.03
Wae
1005 ...
096
0407 ...
LR
1008
1010 ..

1. Amounts and pereantages of the reporting erlity's folal admidied assets beld in Canadiar nvestments ard unhedged Canadian

CULITERGY EXpOsUre

1101 Are assets held in Canadhan investments less than 2.5% of the raporting enfity’s tofal admittet assels?
Ifresponse s 11 01 15 yes, detail is not required for the remainder of interrogatary 14

1102 Tatal agmitted assets held in Canadian investrents

1143 Canadian currency-denominated investments

11 {4 Canacizn-denominated insurance liabsities

1345 Unhedged Canadian currency exposue

@ W oW

o

5

©r e

o

e

w4 o

Ut G 6

0500 %

D000 %
D060 %

0000 %

0,000 %

0.000 %

0.003 %

.. 0.000 %

9.000 %
4000 %

0.000 %
0.000 %

.0.000 %
L0805 %

. 0008 %

4000 %
G000 %

L B000 %
. DGO %
.. D080 %

@ e n e

12.  Report aggregate amounts and percentages of the reparting ertity's total admilied assets held in investments with contraciual sales restrictions
1204 Are assets held ¢ invastments with contractual sales restrictions fess than 2.5% of the reporfing entiy's totat

admitted assels?
Ifvasporse to 12.01 15 yes, respenses are not required for the remander of Interrogatory 12.
H

12.02 Aggregate statemsant value of smvestmends with contractuat sales reslrictions
Largest three investments wilh contractual sales restrictans:

1203

1204 ...

1205

13 Amounts and percentages of admitted assets held in the ten largest equily interests:
t301 Are assefs helt in equity interest fess than 2.5% of the reparting entity's 1otat admitted assets?

If response to 13.01 abave is yes, responses are not required for the remainder of Intemogatary 13

5 .
hame of Issuer

362 ...
1363
1304
13405
13.066 .
IR 11
1368 .
1390 L
1317

24
285.1

v e i

AN LR A B DA e A R

. B000 %

0680 %

4050 %

L0060 %

$000 %

L BL00 %
BO00 %

- D000 %
L0000 %

L0060 %

..0060 %
. 0060 %

0.000 %
0.000 %

Yes{X] Noi |

G0 %
L L000 %
D060 %
G060 %
Yes[X] Mol
Yes[X] Noi i
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4. Ameunis and parceniages of the reporting enlity's total adnutled assels hald in nonalfiated, privalely placed equities;

14.01 Are gssels hefd in nonaffifiated. privately placed equities fess than 2 5% of the reporting enlity's total admitted assets?

if response o 14.61 above is yes, respanses are not required for the ramainder of Intemrogatery 14
1
14027 Aggragate statement value of investments hefd in nonatfiliated, privately placed equities:
Largest three investments held in nonaffiliated, privately placed equities
14.03
.04
05 .

15 Amounts and percentages of the reporling anlity's Iotat admitted assets held in general parinership interests:

1501 Are assets hald in general partnership infarests less than 2.5% of the reporting entity's total admilled assets?

if response to 150 above i yes. responses are nol required for the remainder of Interrsgatory 15
1
1567 Aggrapale statement value of invesiments beld in genesal partnership irderests:
Largest three investments in gereral partniership interasts:
1563 ... .
WM
1505 ...

16 Amaounts and percentages of the reporting entity's tolal admilled assels held in merigage oans'
1601 Are mortgage foans reported in Schedute B lass than 2 5% of the rapording entity's total admitted assets?

i raspanse o 16.01 above is yes, respanses are not required for the remainder of Interragatory 16 and Inferrogatary 17

1
Type (Residential, Commercial, Aaricultural
1602
603
1604 .
805
16.06 PR
A7 e
16.08
1609 ..
16.10 .
16541

oo w

P

W La W o e

oo o

Amaunl and percentage of the reporting entity's lotal admilted assets held in the fallowing categories of mortgags leans:

16.42 Construction foans. ... e
16.13 Mortgage foans over S0 days past dus

16.14 Morigage loans in the process of forecioslre.
16.15 Mortgage leans foreclosed. .. .

1616 Restructured morgage ioans.

@y En th

oy e

Loans

17 Aggregale mergage foans having (ke following loan-to-value ratics as defermined rom the mast currenl appraisal as of the anauat

statement date:
Loan-e-Value Residentiat Commercial

1 2 k)

17 above 35%. o 5o a000% 3

1702 91% 10 95%. . .5 S9000% S

1703 81% 0 80%. ..o 5 g000% §

1704 Ti% 0 B% . ... 5. 400 % 3

1705 below 78% .. S 9000% 3

L BE00 %
. 000 %
L 800 %
L0000 %
L0000 %

18 Amazunts and percentages of the reporfing entity's 10lal adimitted assets held in each of the five largest investreants in real estale:

1801 Are assels held in real estate reparied less than 2 5% of the reparting entity's [ofal admitled assets?
I response to 18.0% above is yes, responses are not required for the remairder of Inderregatory 18
argest fve imvestments in any gne parcel or group of contiguous parcets of real astake
Deserption
1802
1803
18.04
18O
1848

13, Report aggregate srmounts and percerlages of the reporfing entity's total admilted assets hefd in investments held it mezzanine real estate loans

wows

W wr

1801 Are assets held in mvestments held in mezzanine real estate loars less than 2.5% of the reporting entily's admitied assets?

{fresponse to 1941 is yes, responses are aot requared for the remaindar of Iaterragatory 19
1
1302 Aggresate statement value of investments hefd in mezzanine reat estate foans
targes! three invesimenis feld in mezzanine real eslate loans
1803 .
14.04
1305 .

29852

4B

o e o n

. D000 %

0,006 %

0000 %
0000 %

0000 %

. D060 %
. D050 %

0000 %

8400 %

3000 %

0.000 %

L8000 %
00C0 %
0060 %

0000 %

0.000 %
D000 %
L0008 %

0000 %
0G0 %

D000 %
£.000 %
L0080 %

Yes{X]

Yesid}

Nof ]

Nof |

Yes{X}t Nof[ |

Aarcuitoral

0000 °%
0900 %
8900 %

L8400 %
L8000 %

5400 %

000 %
G000 %

D80T %

Yes[X]

YasiX]

0000 %
.. 0000 %
0006 %
- G080 %
L 000 %

Naf ]

Nol §



Supplemant or he vew 2008 otne. HOMeWise Preferred Insurance Company

20.  Amounts and percentages of the reporting entity's {olal admitied assets subject fo the following tynes of agreements

At YearEnd ALEnG of Each Quarer
15t Gir Znd Otr ard Qtr
1 2 3 4 5
2001 Secusities fending agreemarts (do nof inclzde assets
hekt as coffaterat for such ransaclions). ... ... §. L0500 % §. 3. T
20,02 Repurchase aGreements. ... o .o oo o o+ Fuce e DEDO B B g
2053 Reverse repurchase agreements. ... .. ... 3. PR 06 % 5. U T 5.
2004 Dollar repurchase agreements. . 5. L0060 % 8 E .3
2085 Doliar reverse repurchase agreements. . ... ... & D050 % S 5. L5
21, Amounts and percentages of the reporfing entity's fotal admitted assets for warrants rol attached to other Inancial instruments, options, caps ard foors
Quret iritten
1 2 3 4
21.0% Hedging. - .00 % Sl o 0.800 %
2102 Income generation ... .. H . D008 % 5. e 0000 %
2003 Other. . e L5 e 0008 % B e 00 %
22 Ampunts ang percentages of the reporting entity's total admitted assets of potential exposure for collars, swaps. and forwards
Al Year-End AtEnd of Each Quarter
1stQyr 200 Qtr 3rg Qtr
H 2 3 4 5
2201 Hedging. ... ... .. -3 L0000 % S - -
22402 income generalion.. . 5. 4000 % $ § 5.
22403 Replications 3 G000 % 5 .3 3.
2204 Cther. . S.. G000 % $.. § 3
23 Amounts and percentages of the reporting entdy's tofal agmitted assets of potential exposure for fulures contracts:
At YearEad ALEnd of Eack Quarter
st Qtr 2rd Qtr 3rd Qir
1 2 3 4 5
2201 Hedging. . e 5. Nes0% § 3 5.
23.02 Income gengrakisn 3. BOG0% 3 A3
2302 Replcations. . G060 % . . 3 LR
2304 Qthar - IO 0+ O L. S

See repovt of independent anditors 9 82563



7.1

7.2

7.3

G.1

HomeWise Preferred Insurance Company
Selected General Interrogatories Relating to Reinsurance

December 31, 2008

Has the reporting entity reinsured any risk with any other entity under a quota share reinsurance
contract that includes a provision that would limit the reinsurer's losses below the stated quota share
percentage (e.g.. a deductible, a loss ratio corridor, & loss cap, an aggregate limit or any similar

Scheduile 3

PROVISIONS)? oottt et bt et re et b st eb ke em e o e e e s b8t a2 034 eE s th et e e s ee et s ee e e e ees e e et et ab e Yesf Nol ]

If yes, indicate the number of reinsurance contracts containing such provisions........eeeeeeeeveevenn,

If yes, does the amount of reinsurance credit taken reflect the reduction in quota share coverage

o1

caused by any applicable limiting provision(S)?. et Yes[¥] Nol

Has the reporting entity ceded any risk under any reinsurance contract (or under multiple contracts
with the same reinsurer or its affiliates} for which during the period covered by the statement: (7) it
recorded a positive or negative underwriting result greater than 3% of prior year-end surplus as
regards policyholders or it reported calendar year written premium ceded or year-end loss and loss
expense reserves ceded greater than 5% of prior year-end surplus as regards policyholders; (i) it
accounted for that contract as reinsurance and not as a deposit; and (/) the contract(s) contain one
or mere of the following features or other features that would have similar results:

{a) A contract term longer than two years and the contract is noncancellable by the reporting
entity during the contract term;

{b) A limited or conditional cancellation provision under which cancellation triggers an obligation
by the reporting entity, or an affiliate of the reporting entity, to enter intoc a new reinsurance
contract with the remsurer, or an affiliate of the reinsurer;

{c) Aggregate stop loss reinsurance coverage;

{d} A unilateral right by either party to commute the reinsurance contract, whether conditional or
net, except for such provisions which are only triggered by a decline in the ¢redit status of the
other party;

(e} A provision permitiing reporting of losses, or payment of losses, less frequently than on a
quarterly basis (unless there is no activity during the peried); or

(f) Payment schedule, accumulating retentions from multiple years or any feature inherently

designed to delay timing of the reimbursement 1o the ceding entity ... eeerere oo

Has the reporting entity during the period covered by the statement ceded any risk under any
reinsurance contract (or under multiple contracts with the same reinsurer or its affiliates), for which,
during the period covered by the statement, it recorded a positive or negative underwriting result
greater than 5% of prior year-end surplus as regards policyholders or it reported calendar year
premium ceded or year-end loss and loss expense reserves ceded greater than 5% of prior year-end
surplus as regards policyholders; excluding cessions to approved pooling agreements or to captive
insurance companies that are directly or indirectly controlling, controiled by, or under commeon
control with (i) one or mere unaffiliated policyholders of the reporting entity, or (ii) an association
of which one or more unaffiliated policyhelders of the reporting entity is a member, where:

(a) The written premium ceded to the reinsurer by the reporting entity or #s affiliates represents
fifty percent {50%} or more of the entire direct and assumed premium written by the reinsurer
based on its most recently available financial statement; or

(b) Twenty-five percent (25%) or more of the written premium ceded fo the reinsurer has been

27

Yes[ | No

Ld



HomeWise Preferred Insurance Company

Selected General Interrogatories Relating to Reinsurance

9.3 1f yes to 9.1 or 9.2, please provide the following nformation in the Reinsurance Summary
Supplemental Filing for General Interrogatory 9:

(a) The aggregate financial statement impact gross of all such ceded reinsurance contracts on the
balance sheet and statement of income;

(by A summary of the reinsurance contract terms and indicate whether it applies to the contracts
meeting the criteria in 9.1 or 9.2; and

{c) A brief discussion of management's principle objectives in entering inio the reinsurance
contract including the economic purpose to be achieved.

9.4 Except for transactions meeting the requirements of paragraph 31 of SSAP No. 62, Property and
Casvalty Reinsurance, has the reporting entity ceded any risk under any reinsurance contract (or
muitiple contracts with the same reinsurer or its affiliates) during the period covered by the financial
statement, and either:
(a) Accounted for that contract as reinsurance (either prospective or retroactive) under statutory
accounting principies (SAP) and as a deposit under generally accepted accounting principles
(GAAP); or
(b) Accounted for that contract as reinsurance under GAAP and as a deposit under SAP7..ovoveeenoo . Yest | Nolvi

9.5 Hyes to 9.4, explain in the Reinsurance Summary Suppiemental Filing for General Interrogatory 9
{Section D} why the contraci(s) is treated different for GAAT and SAP.

See report of independent auditors.
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Report of Independent Auditors

The Board of Directors
HomeWise Preferred Insurance Company

We have audited the accompanying statements of admitted assets, liabilities, and capital and
surplus - statutory basis of HomeWise Preferred Insurance Company (the Company) as of
December 31, 2009 and 2008, and the related statutory basis statements of operations, changes in
capital and surplus, and cash tlows for the years then ended, These financial statements are the
responsibility of the Company's management. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

As described more fully in Note | to the financial statements, these financial statements have
been prepared in conformity with accounting practices prescribed or permitted by the Florida
Office of Insurance Regulation, which is a comprehensive basis of accounting other than
accounting principles generally accepted in the United States of America,

In our opinion, the financial statements referred to above present fairly, in all material respects.
the admitted assets, liabilities and capital and surplus of HomeWise Preferred Insurance
Company as of December 31, 2009 and 2008, and the results of its operations and its cash flows
for the years then ended on the basis of accounting described in Note 1.



Thomas Howell
B Fergusonra,

Page Two

Our audits were made for the purpose of forming an opinion on the statutory basis financial
statements taken as a whole. The summary investment schedule (Schedule 1), supplemental
investment risks interrogatories (Schedule 2). and the selected general interrogatories relating to
reinsurance (Schedule 3) included in other financial information as of and for the year ended
December 31, 2009, are presented to comply with the National Association of Insurance
Commissioners’ dccounting Practices and Procedures Manual and are not a required part of the
statutory basis financial statements. The additional information has been subjected to the
auditing procedures applied in the audits of the statutory basis financial statements and, in our
opinion, is fairly stated in all material respects in relation to the statutory basis financial
statements taken as a whole.

This report is intended solely for the use of the Board of Directors and management of
HomeWise Preferred Insurance Company and for filing with the Florida Office of Insurance

Regulation and is not intended to be and should not be used by anyone other than these specified
parties,

Hossr: Gl o 2.

March 24. 2010



HomeWise Preferred Insurance Company

Statements of Admitted Assets, Liabilities, and Capital

and Surplus - Statutory Basis

Admitted assets

Cash and invested assets:
Short-term mvestments
Cash and cash equivalents

Total cash and invested assets

Accrued investment income

Premiums receivable, net

Reinsurance balances recoverable
Federal income taxes recoverable

Net deferred tax asset

Electronic data processing equipment, net
Receivables from parent and affiliates
Other assets

Total admitted assets

Liabilities and capital and surplus
Liabilities:

Loss and loss adjustment expense reserves

Unearned premiums, net

Reinsurance premiums payable

Provision for reinsurance

Other accrued expenses

Taxes. licenses. and fees pavable

Payable to affiliates

Payable to Citizens Property Insurance Corporation
Total liabilities

Capital and surplus

Total liabilities and capital and surplus

See accompanying notes.

tad

December 31,

2009

2008

$ 26,512,091 §

.28.499.823 37.603.775
55,011,914 37.603.775
4,693 15.258
21,152,661 24,656,109
3,057,603 15,482,737
2,724,399 79.007
- 1,525,292
2,489 14,018
6,594,042 3,098.297
2.186.985 436.178
S__90.734.786 82.910.671
$ 36,314,180 19,867,003
8,826,461 18,579.953
26,964,766 12,555,880
170,000 -
1,036,548 1,575,077
134,330 2,874,325
- 3,972,151
- 561.387
73,446,285 59.985.776
17.288.501 22.924 895
$__90.734.786 5__82.910.671



HomeWise Preferred Insurance Company

Statements of Operations - Statutory Basis

Years ended December 31,

Underwriting inconie:
Premiums earned. net of reinsurance ceded

Underwriting expenses:

2009

2008

22,810,636 $

35.891.252

Loss and loss adjustment expenses incurred 26,395,360 24.587.482

Underwriting, acquisition, and other expenses 5.935.709 16.050.110
Total underwriting expenses 32.331.069 40.637.592
Net underwriting loss (9,520,433) (4,746,340}
Net investment income 153,172 444 464
Other income 750,913 728.320
Loss before federal income tax benefit (8,616,348) (3,573,556)
Federal income tax benefit {2.749.549) {(551.695)

Net loss

See accompanving notes.

$_ (5.866.799) $

(3.021.861)
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HomeWise Preferred Insurance Company

Statements of Cash Flows - Statutory Basis

Operating activities

Premiums collected. net of reinsurance

Net investment income received

Other income received

Losses and loss adjustment expenses recovered
(paid)

Underwriting. acquisition, and other expenses
paid

Federal income taxes recovered

Net cash provided by (used in) operating activities

Financing activities

Proceeds from issuance of common stock
Proceeds from capital contributions

Other miscellaneous uses

Net cash (used in) provided by financing activities

Net increase {decrease) in cash and cash equivalents
Cash at beginning of vear
Cash at end of vear

Cash consists of the following:
Cash and cash equivalents
Short-term investments

See qecompanying nofes.

6

Years ended December 31,
2009 2008

$ 30,394,636 $ 23315225

163,737 441,319
777,234 752,815
2,476,951 (20,545,803)

(9,007,847) (14,097.428)

104.157

24.908.868 (10.133.872)

; 8.000,000
2,000,000 -
(9,500.729) (3.295.3853)
(7.500.729) 4.704.615

17,408,139 (5.429.257)
37.603.775 43.033.032

$55.011.914 $_37.603.775

$ 28,499,823 $ 37.603,775
26,512,091 -
555,011,914 $_37.605.775



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
Years ended December 31, 2009 and 2008
1. Summary of Significant Accounting Policies
Organization and Description of Company

HomeWise Preferred Insurance Company (the Company), a wholly-owned subsidiary of
HomeWise Holdings. Inc. (HHI). is domiciled in the state of Florida. The Company was
incorporated on May 31, 2006, and received its Certificate of Authority from the Florida Office
of Insurance Regulation (the Office) on May 31. 2006. The Company received a Certificate of
Authority from the Texas Department of Inswance on September 7, 2007, and began writing
policies in Texas on October 31. 2007, and discontinued underwriting operations in May 2008,
The Company received a Certificate of Authority from the South Carolina Department of
Insurance on March 10, 2008. and began writing policies on July 30, 2009. The Company is
affiliated with HomeWise Management Company (HMC) and HomeWise Insurance Company
(HIC), which are wholly-owned subsidiaries of HHI.

The Company writes and has written homeowners’ and comprehensive dwelling fire coverage in
the states of Florida, South Carolina, and Texas, areas that are exposed to damage from
hurricanes and severe storms. The Company attempts to mitigate its exposure to losses from
storms by purchasing quota share and catastrophe reinsurance coverage. However, such a storm.
depending on its path and severity. could result in losses to the Company exceeding its
reinsurance protection and could have a material adverse effect on the financial condition and
results of operations of the Company.

Basts of Presentation

The accompanying statutory basis financial statements have been prepared in accordance with
statutory accounting practices (SAP) prescribed or permitted by the Office. Such statutory
practices require preparation of the financial statements in accordance with the National
Association of Insurance Commissioners™ (NAIC) Accounting Practices und Procedures
Meanual subject to deviations prescribed by the Office. SAP is a comprehensive basis of
accounting other than accounting principles generally accepted in the United States of America
(GAAP). Such practices vary in certain respects from those under GAAP. The Company's
significant accounting practices and the variances from GAAP are summarized below:

° Certain  assets  designated as "nonadmitted." principally past-due uncollected
premiums, prepaid expenses, and other assets not specifically identified as an
admitted asset within the Accomnting Practices and Procedures Manual, are
excluded from the accompanying statements of admitted assets, liabilities, and
capital and surplus and are charged directly to unassigned surplus. Under GAAP.
such assets would be included in the balance sheet at net realizable values.



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
I. Summary of Significant Accounting Policies (continued)
Basis of Presentation (continued)

. Loss and loss adjustment expense reserves and unearned premiums ceded to
reinsurers have been reported as reductions of the related liabilities rather than as
assets as would be required under GAAP.

® Cash In the statements of cash flows represents cash, cash equivalents. and short-
term investments with remaining maturities of one year or less. Under GAAP. the
corresponding caption of cash and cash equivalents would include cash balances and
investments with initial maturities of three months or less,

o The costs of acquiring and renewing business are expensed when incurred. Under
GAAP. such costs, te the extent recoverable. would be deferred and amortized over
the effective period of the related insurance policies.

. Deferred tax assets are limited to 1) the amount of federal income taxes paid in prior
years that can be recovered through loss carrybacks for existing temporary
differences that reverse by the end of the subsequent calendar year, plus 2) the lesser
of the remaining gross deferred tax assets expected to be realized within one year of
the financial statement date or 10% of capital and surplus excluding any net deferred
tax assets, "electronic data processing” (EDP) equipment and operating software and
any net positive goodwill, plus 3) the amount of remaining gross deferred tax assets
that can be offset against existing gross deferred tax liabilities. The remaining
deferred tax assets are nonadmitted. Detferred taxes do not include amounts for state
income taxes. Under GAAP. state income taxes would be included in the
computation of deferred taxes, a deferred tax asset would be recorded for the amount
of gross deferred tax assets expected to be realized in future vears, and a valuation
allowance would be established for deferred tax assets not realizable.

° Commissions allowed by reinsurers on business ceded are reported as a reduction of
expense when incurred to the extent the amount does not exceed actual acquisition
costs, rather than being deferred and amortized with deferred policy acquisition costs
as would be required by GAAP. Commissions in excess of the acquisition costs, if
any, would be deferred and recognized over the policy term consistent with GAAP.



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
1. Summary of Significant Accounting Policies (continued)
Basis of Presentation {continued)

° Certain other reported amounts are classified or presented differently in the financial
statements prepared on the basis of SAP than they would be under GAAP. Statutory
requirements require that the financial statements of the Company be filed with state
regulatory authorities. Accordingly, the financial statements are presented in a
format similar to the filed annuwal statement, which differs from the format of
financial statements presented under GAAP. Required statutory disclosures that are
not applicable to the Company are not included in the notes to these statutory
financial statements.

Other significant accounting practices are as follows:
Recognition of Premium Revenues

Premiums are recorded as earned on a daily pro rata basis over the contract period that the related
policies are expected to be in force. The portion of premiums not earned at the end of the vear is
recorded as unearned premiums. Premiums collected prior to the effective date of the pelicy are
recorded as a liability.

Cash and Cash Equivalents

Cash and cash equivalents include demand deposits with several financial institutions and other
highly liquid investments with original maturities of three months or less and certificates of
deposit with original maturities of one year or less and are principally stated at cost. which
approximates fair value.

Concentration of Credit Risk

The Company’s financial instruments exposed to concentrations of credit risk consist primarily of
its cash and cash equivalents, reinsurance recoveries. and premium revenue. The Company
maintains its cash and cash equivalents at several financial institutions. Depeosits with financial
institutions are insured by the Federal Deposit Insurance Corporation (FDIC). On October 3.
2008, FDIC coverage increased from $100,000 to $250,000 per depositor until December 31,
2009. On May 20, 2009, the FDIC extended this increase in per depositor coverage to December
31, 2013. Bank depaosit accounts, at times, may exceed tederally insured limits. The Company
has not experienced any losses in such accounts.



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
I.  Summary of Significant Accounting Policies (continued)
Electronic Data Processing (EDP) Equipment

The admitted value of the Company's EDP equipment is limited to 3% of capital and surplus.
The admitted portion is reported at cost. less accumulated depreciation of $12.886 and $14.199.
at December 31, 2009 and 2008. respectively. EDP equipment is depreciated using the straigit-
line method over the lesser of its useful life or three years. Depreciation expense charged to
operations was $12,175 and $12,989 in 2009 and 2008, respectively.

Reinsurance

The accompanying statutory basis financial statements reflect reserves for premiums and losses
and loss adjustment expenses (LAE). net of reinsurance ceded (see Note 6). Those reinsurance
arrangements allow management to control exposure to potential losses arising from large
risks. A significant portion of the reinsurance is effected under a quota share reinsurance
agreement. Amounts recoverable from reinsurers are estimated in a manner consistent with the
loss and LAE reserves associated with the reinsured policies. Reinsurance premiums, losses, and
LAE are accounted for on bases consistent with those used in accounting for the original policies
issued and the terms of the reinsurance contracts.

Loss and Loss Adjustment Expense (LAE) Reserves

Loss and LAE reserves represent the estimated ultimate net cost of all unpaid reported and
unreported losses and LAE. The reserves for unpaid losses and LAE are estimated using
individual case-basis estimates for reported losses and actuarial estimates for losses incurred but
not yet reported. Those estimates are subject to the effects of trends in loss severity and
frequency. Although considerable variability is inherent in such estimates, management belicves
that the reserves for losses and LAE are adequate. The estimates are continually reviewed and
adjusted as necessary as experience develops or new information becomes known: such
adjustments are included in current operations. The ultimate settlement of losses and LAE may
vary significantly from the estimated amounts included in the financial statements. The
Company does not discount its loss and LAE reserves.

The anticipated effect of inflation is implicitly considered when estimating liabilities for losses
and LAE. While anticipated price increases due to inflation are considered in estimating the
ultimate claim costs, the increase in average severities of claims is caused by a number of factors
that vary with the individual type of policy written. Future average severities are projected based
on historical trends adjusted for implemented changes in underwriting standards, policy
provisions, and general economic trends. Those anticipated trends are monitored based on actual
development and the estimated liabilities are modified if necessary.

Loss and LAE reserves are reported net of reinsurance recoverables for unpaid losses and LAE.
Losses and LAE ceded through reinsurance are credited against losses and LAE incurred,



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
1. Summary of Significant Accounting Policies (continued)
Guaranty Fund and Residual Market Pool Assessments

The Company is subject to assessments by a Florida guaranty fund, a residual market pool. and a
state catastrophe reinsurance pool. The activities of this fund and these pools include collecting
funds from solvent insurance companies to cover losses resulting from the insolvency or
rehabilitation of other insurance companies or deficits generated by Florida Insurance Guaranty
Assoctation (FIGA), Citizens Property Insurance Corporation (Citizens), and the Florida
Hurricane Catastrophe Fund (FHCF).

The Company’s policy is to recognize its obligation for guaranty fund, Citizens, and FHCF
assessments when the Company has the information available to reasonably estimate its
liabilities.  Guaranty fund, Citizens, and FHCF assessments are generally available for
recoupment from policvholders and as such. amounts assessed are recorded as a recoverable
asset. Amounts recoverable are generally expected to be collected during the year following
assessment.

The Company was assessed $1.525,451 by FIGA in 2009 {(none in 2008). The FIGA assessment
recoverable from policyholders was $1.525.451 at December 31, 2009 (none in 2008).

Certain Citizens and FHCF assessments are collected from policyholders as policies are written
and subsequently remitted to the assessing entity. Amounts due from policvholders for these
assessments were $270,044 and $318.322 at December 31, 2009 and 2008. respectively. The
liability for assessments collected but not remitted to Citizens and FHCF totaled $920,549 and
$1.002,391 at December 31, 2009 and 2008, respectively.

Income Taxes

The Company calculates its state and federal income tax liabilities based upon the statutory rates
in effect during the year.

Subsequent Events

The Company has evaluated subsequent events through March 24, 2010, the date the financial
statements were available to be issued.



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
1.  Summary of Significant Accounting Policies {continued)
Use of Estimates

The preparation of statutory basis financial statements requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities, the disclosure of
contingent assets and liabilities at the date of the statutory basis financial statements. and the
reported amounts of revenues and expenses during the reporting period. Such estimates and
assumptions could change in the future as more information becomes known. which could
impact the amounts reported and described in the financial statements.

2. Regulatory Requirements and Restrictions

Florida Statute 624.408 requires the Company to maintain minimum capital and surplus of $4
million and to meet the risk-based capital requirements (see Note 9). Additionally, Florida
Statute 624.4095 requires the Company to maintain a ratio of the product of written premiums
times 0.90 to surplus of no greater than 10-to-1 for gross written premiums and 4-to-1 for net
written premiums. The Company is in compliance with these requirements.

Additionally. the Company is required to maintain deposits pursuant to Florida, Texas, and South
Carolina statutes or consent orders to help secure the payment of claims. Cash on deposit in the
amount of $344,623 and $336.444 has been assigned to the Office as of December 31, 2009 and
2008, respectively, and certificates of deposit in the amounts of $3,129,997 and $5,125.000 as of
December 31, 2009 and 2008, respectively. have been assigned to the Texas and South Carolina
Departments of Insurance as of December 31. 2009 and 2008, respectively, to satisfy this
requirement. These amounts are included in cash and cash equivalents in the accompanying
statements of admitted assets, labilities, and capital and surplus at December 31, 2009 and 2008.

3. Investments

Short-term investments consist of money market funds that have a maturity of one vear or less
from the date of purchase and are stated at cost, which approximates fair value.

Major categories of the Company's net investment income are summarized as follows:

Years ended December 31,

2009 2008
Cash and cash equivalents h) 239,207 $ 701,195
Investment expenses (86.035) (256.731)
Net investment income h) 153,172 § 444 464
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HomeWise Preferred Insurance Company
Notes to Statutory Basis Financial Statements

4, Premiums Receivable

Premiums receivable include amounts due from HomeWise Management Company. the
Company's managing general agent (MGA), who collects all premiums and remits them to the
Company. The Company nonadmits balances due from insureds and deferred installments for
which a portion of the receivable is more than 90 days past due and exceeds the related unearned
premium. Premiums receivable are charged to bad debt expense in the period determined
uncollectible. Recoveries received on amounts previously charged-off are credited to bad debt
expense in the period received.

Premiums receivable consists of the following:

December 31,

2009 2008
Premiums receivable, gross $ 21,166,116 § 24.656,109
Nonadmitted premiums receivable 13.455 -
Premiums receivable, net $_ 21.152.661 $_24.656.109

5. Loss and Loss Adjustment Expense (LAE) Reserves

The following table provides a reconciliation of the beginning and ending reserve balances for
losses and LAE, net of reinsurance recoverables.

December 31,

2009 2008
(in thousands)
Loss and LAE reserves at beginning of year $ 19,867 §$ 1,953
Losses and LAE incurred related to:
Current vear 33,009 23.951
Prior years (6.614) 636
26,395 24,587
Losses and LAE paid related to:
Current year 3,279 6.838
Prior years 0.669 (165)
9,948 0.673
Loss and LAE reserves at end of year 8 36,314 § 19.867

Anticipated reinsurance recoverables on unpaid losses and LAE are approximately $5,555.000
and $17.478.000 at December 31, 2009 and 2008, respectively. Remsurance recoverables on
paid losses and LAE are approximately $3.058,000 and $9,035,000 at December 31, 2009 and
2008. respectively.



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
5. Loss and Loss Adjustment Expense (LAL) Reserves (continued)

Net incurred losses and LAE attributable to insured events of prior years have developed
favorably by 3$(6.614,000) in 2009 and unfavorably by $636,000 in 2008 as a result of
reestimation of unpaid losses and loss adjustment expenses. Original estimates are decreased or
increased as additional information becomes known regarding individual claims.

6. Reinsurance

Certain premiums and benefits are ceded to other insurance companies under various reinsurance
agreements. The reinsurance agreements provide the Company with increased capacity to write
more risks and maintain its exposure to loss within its capital resources. As of
December 31, 2009 and 2008, the Company's reinsurance program consisted of catastrophe
excess of loss reinsurance and quota share treaties. Following is a summary of the reinsurance
coverage.

Effective June 1, 2009, the Company and its affiliated company, Home Wise Insurance Company
(collectively, the Reinsured). entered into guota share reinsurance agreements with Signet Star
Re (Signet), Hannover Reinsurance (Ireland) Ltd. (Hannover), and Greenlight Reinsurance Ltd.
(Greenlight) (collectively, the Reinsurers). Signet has a 30% participation. Hannover and
Greenlight each have a 35% participation.

Under the terms of the agreements, as amended June 30, 2009, the Reinsurers assume a
percentage (85% on policies written through December 31, 2009, and 75% on policies written
thereafter) of the Reinsured’s incurred losses and loss adjustment expenses, subject to several
exclusions. The Company cedes a percentage (85% on policies written through December 31,
2009, and 75% on policies written thereafter) of its gross premiums. subject to several
exclusions, after deducting a portion of the cost of the excess of loss reinsurance treaties,
described below. The quota share agreements with Signet and Hannover expire on May 31,
2010, while the agreement with Greenlight expires on May 31, 2011.

The reinsurance agreements are subject to loss retention corridors, whereby the Reinsured retain
fosses above a minimum gross loss ratio ranging from 25% to 33% up to a maximum gross loss
ratio ranging from 37% to 42%. The limitations on maximum losses ceded under this agreement
vary by participating reinsurer. The ceding commission from the Reinsurers is equal to a
blended rate of 31.07% of the Reinsurers’ share of gross written premium, prior to the deduction
of any premiums paid to catastrophe excess of loss protection. The current year and prior year
(described below) ceding commissions have been recorded as a reduction of underwriting,
acquisition, and other expenses in the accompanying statements of operations.

14



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
6. Reinsurance (continued)

Effective June 1, 2008, the Company and its affiliated company, HomeWise Insurance Company
{collectively. the Reinsured). entered into a quota share reinsurance agreement with Swiss
Reinsurance America Corporation (the Reinsurer). Under the terms of the agreement, which
expired on May 31, 2009, and was subsequently commuted, the Reinsurer assumed 75% of the
Reinsured’s net liabilities for losses (loss and loss adjustment expense) after taking into effect
the Reinsured’s excess of loss reinsurance coverage provided by the FHCF. Under the terms of
the agreement, the Reinsured ceded 75% of gross premiums after deducting the cost of the above
referenced inuring reinsurance to the Reinsurer. The Reinsured ceded 75% of covered gross
losses to the Reinsurer after deducting recoveries from the referenced inuring reinsurance. The
maximum losses ceded under this agreement were limited to $150 million per event and $210
million for all occurrences. The Company and the Reinsurer entered into an aggregate excess of
loss agreement to reinsure the Reinsurer's catastrophe obligations under the quota share
agreement. The Reinsurer reimbursed the Company for the premiums relating to this coverage.
The ceding commission from the Reinsurer to the Reinsured was on a reimbursement basis
wherein the Reinsurer reimbursed the Reinsured for 75% of acquisition and overhead expenses
limited to 31%.

In 2009, the Company commuted its reinsurance agreement with Swiss Re (see above), and in
2008, the Company commuted its quota share agreement with its previous quota share provider.
n 2009 and 2008, the Company did not enter into or engage in any loss portfolio transfer for any
lines of business.

The catastrophe excess of loss coverage is provided by agreements with commercial reinsurers
and by the FHCF. Coverage under the FHCF is limited to qualifying storms occurring in the
state of Florida. For the year ended December 31, 2009, the commercial excess of loss treaties
generally provide coverage on ultimate net losses of approximately $129,500,000 in excess of
$6.870,000, not to exceed approximately $244,800.000 for all occurrences. The FHCF provided
coverage for 90% of the losses from qualifying catastrophic events in excess of approximately
$101.300,000 up to a maximum of approximately $498,300,000, plus 100% of qualifying losses
in excess of approximately $6,900,000 (drop down layer) up to a maximum of approximately
$16.900.000. The drop down layer provides for one automatic reinstatement at 100% of its
original limit. For the year ended December 31, 2008, the commercial excess of loss agreements
generally provide coverage for 25% of ultimate net losses of approximately $140,052,000 in
excess of $30,000.000 per occurrence, not to exceed 25% of approximately $280,105,000 for all
occurrences.  The FHCF provided coverage for 90% of losses from qualifying catastrophic
events in excess of approximately $91,023,000 up to a maximum of approximately
$542,312.000. plus 100% of qualifying losses in excess of $3,135,000 (drop down layer) up to a
maximum of $15.135,000. The drop down layer provides for one automatic reinstatement at
100% of its original limit.

For 2009, the Company and its affiliated company., HomeWise Insurance Company, entered into

the commercial catastrophe excess of loss coverage agreements described above. The 2009
amounts shown above represent the Company’s share of the total agreement.

15



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
0. Reinsurance (continued)

The FHCF provides coverage for named hurricanes only and provides no coverage after the one
time limit is exhausted. Reinsurance premiums for the FHCF are paid on a total insured value
basis. In the event of a loss assessment. the Company may recoup the assessment from its
policyholders.

Effective June 1, 2009 and 2008, the Company executed reinsurance premium protection
agreements to reinsure the reinstatement premium payment obligations which accrue to the
Company under the commercial catastrophe excess of loss agreements. The coverage is limited
to 100% of the original contracted reinsurance placement.

The Company’s reinsured risks are treated, to the extent of the reinsurance, as though they are
risks for which the Company is not liable. However, the Company remains liable in the event the
reinsuring entities do not meet their obligations under the reinsurance agreements. Given the
quality of the reinsuring entities, management believes this possibility to be remote. See Note 5
for recoveries from reinsurers relating to paid and unpaid losses and LAE.

The effects of reinsurance on premiums written and earned are as follows:

2009 2008
Written Earned Written Earned
Direct premiums $ 160,368,923 § 178,187,470 § 193.293,182 § 127.674.203
Assumed premiums (358,142) 1,076,433 17.402,442 54,434,161

Ceded premiums (146.953.637) _(156,453,267) _(173.073.918) (146.217.112)
Net premiums §__13.057.144 §__ 22.810.636 $__ 37.621.706 $_ 35.891.252

The following table summarizes the effect of ceded unearned premiums on the direct unearned
premiums reserve and provides the related commission equity at December 31:

2009 2008
Direct unearned premiums $ 79.852,556 % 97.671,103
Assumed unearned premiums - 1,434,575

Ceded unearned premiums
Unearned premiums. net

Assumed commission equity
Ceded commission equity
Commission equity, net

(71.026.095) (80.525.725)
S___8.826461 $ 18.579.953

$ - $ 129.112
(19.901.089) (22.708.531)

$_(19.901,089) $(22.579.419)




HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
6. Reinsurance (continued)
At December 31, 2009 and 2008, unsecured reinsurance recoverables on paid and unpaid losses

and LAE and unearned premiums by reinsurer that were equal to or greater than 3% of surplus
are as follows:

2009 2008
Signet Star (Berkley Insurance Company) $ 12,183,000 % -
Florida Hurricane Catastrophe Fund 164,753,000 9,332,000
Swiss Reinsurance America Corporation - 87.778,000

For the years ended December 31, 2009 and 2008, recoveries under reinsurance contracts
amounted to $92,416,072 and $43,873,295. respectively.

7. Policy Assumption Agreement

The Company assumed written premiums of $(358,412) and $17.402,442 during 2009 and 2008,
respectively, under a policy assumption agreement with Citizens. The Company provides a
ceding commission to Citizens at a varying rate based on the aggregate number of policies
assumed to cover the acquisition costs incurred by Citizens,

8. Income Taxes
Income before federal income taxes differs from taxable income principally due to differences in
loss and LAE reserves and unearned premiums for tax and statutory basis financial reporting

=]
purposes.

State income taxes are classified as taxes, licenses. and fees in the NAIC Annual Statement and
as underwriting, acquisition, and other expenses in the accompanying statements of operations.

A. The components of net deferred tax assets (DTAs) and deferred tax liabilities (DTLs) at
December 31. are as follows:

2009
Ordinary Capital Total
Total gross DTAs § 2,078,604 $ - $ 2,078,604
Total gross DTLs 26,679 - 26,679

Net DTA 2,051,925
Nonadmitted DT As (2.051,925)
Net admitted DTA h -

Increase in nonadmitted DTAs $_1,776.874
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Notes to Statutory Basis Financial Statements

Income Taxes (continued)

2008
Ordinary Capital Total
Total gross DTAs $ 1,870,389 § - $ 1.870,389
Total gross DTLs 70.046 - 70.046
Net DTA 1,800,343
Nonadmitted DTAs (275.051)
Net admitted DTAs $_1.525292
Decrease in nonadmitted DTAs §_(324.376)

The Company has not eclected to admit additional DTAs pursuant to SSAP 10R.
paragraph 10(e). The current period election does not differ from the prior reporting
period.

The amount of each result or component of the calculation, by tax character, of paragraphs
10.a., 10.b.i., 10.b.1i., and 10.c. are as tollows:

2009
Ordinarv Capital Total

Can be recovered through loss carrybacks
(10.a.) \ - S - S -
Lesser of:
Expected to be recognized within one
year (10.b.i.) - - -
Ten percent of adjusted capital and
surplus (10.b.1.) - - -
Adjusted gross DTAs offset against
existing DTLs (10.c.) 26,679 - 26,679
Risk-based capital level used in paragraph
10.d.;
Total adjusted capital 17,288,501
Authorized control level 5,980,770



HomeWise Preferred Insurance Company
Notes to Statutory Basis Financial Statements

8. Income Taxes (continued)

2008
Ordinary Capital Total
Can be recovered through loss carrvbacks
(10.2)) $ - N - 3 -
Lesser of:
Expected to be recognized within one
year (10.b.1.) 1,525,292 - 1,525,292
Ten percent of adjusted capital and
surplus (10.b.ii.) - - -
Adjusted gross DTAs offset against
existing DTLs (10.c.) 70.046 - 70,046
Risk-based capital fevel used in paragraph
10.d.:
Total adjusted capital 22.924,895
Authorized control level 9316123

The following amounts resulting from the calculation in paragraphs 10.a., 10.b., and 10.c.:

2009 2008
Admitted DTAs $ - $ 1,323.292
Admitted assets 90,734,786 82.910,671
Statutory surplus 17,288,501 22,924,895
Total adjusted capital 17,288,501 22,924,895

B. Unrecognized DTLs:
Not applicable.
C. Current tax and change in deferred tax:

The provisions for income taxes incurred on earnings for the years ended December 31

are:
Years ended December 31,

2009 2008
Current year income tax expense $(2,724,398) § (615.214)
Prior vear (over) under accrual (25.151) 63.519
Current inconme taxes incwred $(2.749.549) §_ (551.695)
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Notes to Statutory Basis Financial Statements
8. Income Taxes (continued)

The tax effect of temporary differences that give rise to significant deferred tax assets and
deferred tax liabilities are as follows:

December 31,

2009 2008

Deferred Tax Assets:

Discount on unpaid losses and LAE $ 878,652 § 475.593

20% of unearned premiums 600,199 1,263,437

Nonadmitted assets 91,258 65,995

Organizational costs 04,193 65,364

Charitable contribution 170 -

Other 444,132 -
Total DTAs 2,078,604 1,870,389
Nonadmitted DTAs (2.051.925) {(275.051)
Admitted DTAs 26,679 1.395.338
Deferred Tax Liabilities:

Depreciation of fixed assets 4,954 9,296

Other 21,725 60.750
Total DTLs 26,679 70.046
Net admitted DTAs ) - $ 1.525202

The change in net deferred income taxes is comprised of the following:

December 31,

2009 2008 Change
Total gross DTAs 5 2,078,604 § 1,870,388 § 208,216
Total gross DTLs 26.679 70.046 (43.367)
Net DTA $_2.051.925 §$_1.800.342 251,583
Deferred tax on change in net
unrealized capital gains -
Change in net deferred income tax $_ 251.583
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Notes to Statutory Basis Financial Statements

8. Income Taxes {(continued)

D. Reconciliation of federal income tax rate to actual effective rate:

The significant book-to-tax adjustments were as follows:

Percentage of

Pre-Tax
2009 Income

$(8,616,348)
Provision computed at statutory rate $ {2,929.558) (34.00)%
Nondeductible items 212 -
Change in nonadmitted assets (25.263) ((.29)
Prior period adjustment (46.523) (0.54)
Total $(3.001.132) (34.83)%
Federal income tax S (2,749,549 (31.91)%
Change in deferred taxes (251.583) (2.92)
Statutory income taxes $_(3.001,132) (34.83)%

E. Operating loss and tax credit carryforwards and protective tax deposits:

L

s

At December 31, 2009, the Company had no unused capital losses and $1,305.897 of
net operating loss carrvforwards available to offset future taxable income at
December 31, 2009.

The following is income tax expense that is available for recoupment in the event of
future net losses:

Year Amount
2009 $ -
2008 -

The Company did not have any protective tax deposits under Section 6603 of the
Internal Revenue Code.

I-. Consolidated federal income tax return;

The Company's federal income tax return is consolidated with the following;:

HomeWise Holdings. Inc.
HomeWise Insurance Company
HomeWise Management Company

The method of allocation between the companies is subject to written agreement,
approved by the Board of Directors. Aliocation is based upon separate return calculations
with current credit for net losses. Intercompany balances are settled quarterly.
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9. Capital and Surplus

The Company has authorized 2,000,000 shares of $1 par value common stock, of which
1.500.000 shares are issued and outstanding at December 31, 2009 and 2008. HHI is the sole
shareholder. In December 2009, HHI made a cash contribution of additional paid-in capital
totaling $2.000.000. In 2008, HHI was issued 500.000 shares of common stock for $8.000.000.
No other classes of common or preferred shares were issued during 2009 or 2008.

Property and casualty insurance companies are subject to certain Risk-based Capital (RBC)
requirements as specified by the NAIC. Under those requirements, the amount of capital and
surplus maintained by a property and casualty insurance company is to be determined based on
the various risk factors related to it. The Company is in compliance with the RBC requirements
at December 31, 2009 and 2008.

The maximum amount of dividends that may be paid by property and casualty insurance
companies without prior approval of the Office is subject to restrictions relating to statutory
surplus and net income. Furthermore, in accordance with the Company's Certificate of Authority
Consent Order, during the first three years of operations it may only pay dividends that are
approved in advance by the Office. The Company did not declare or pay any dividends during
the years ended December 31, 2009, and 2008.

10. Related Party Transactions

The Company is a wholly-owned subsidiary of HHI and is affiliated with HMC and HIC, which
are also wholly-owned subsidiaries of HHIL

Effective May 31. 2006, the Company entered into a managing general agency agreement with
HMC. Pursuant to the agreement, HMC provides to the Company premium billing. claims
management, and underwriting functions. During 2009 and 2008, expenses incurred related to
this agreement totaled $39.669.929 and $53,864,383, respectively. At December 31. 2009 and
2008, the Company has a net receivable due from HMC in the amount of $5,533.989 and
$2.629.151. respectively.

Effective May 31. 2006, the Company entered into a service agreement with HHI. Pursuant to
the agreement, HHI provides capital management services, investor management and relations.
and assists with overall general management of the Company. During 2009 and 2008. expenses
incurred related to this agreement totated $1,570,043 and $2,072,892, respectively. At December
31, 2009 and 2008, the Company has a receivable due from HHI in the amount of $726,646 and
$469,146, respectively. Additionally, in 2009 the Company received a capital contribution from
HHI (see Note 9).

22



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
10. Related Party Transactions (continued)

The Company is also party to a Cost Allocation Agreement with HIC, HMC, and HHI in which
expenses benefiting more than one company are allocated based upon direct allocation or
revenue allocation rules. whichever is most appropriate for the expense. At December 31. 2009
and 2008, the Company has a receivable due from (payable due to) HIC in the amount of
$333.407 and $(3,972.151), respectively.

11. Premiums Produced by Managing General Agents or Third Party Administrators

The Company uses a managing general agent, HMC, to write and administer insurance products.
The total premium produced and serviced through the contract during 2009 is summarized
below. The Company retains underwriting authority for all policies issued under these
agreements.

Type of Type of Direct
Exclusive Business Anthority Premiom
Name and Address FEI Number_ _Contract Writien Graunted Written
HomeWise 20-3395152 Yes Homeowners Binding, $ 160,368,923
Management premium
Company. Inc. collection,
18302 Highwoods claims
Preserve Parkway. adjustment, and
Suite 110 underwriting

Tampa, FL. 33647
12. Leases

On May 3, 2007. the Company entered into an operating lease agreement for office space in San
Antonio, Texas, which is effective July 6. 2007, through July 31. 2012.

In addition, the Company pays rent to HIC under the Cost Allocation Agreement for facilities it
uses in Tampa. Florida. These facilities are leased by HIC from a third party. The Company
recognized rent expense of $274.845 under this agreement.

Approximate future lease payments under the Texas lease are as follows at December 31, 2009:

2010 b 68,317
2011 69.813
2012 25.437

$ 161.567
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12. Leases (continued)

Total rent expense for leases was $340.103 and $265.683 for the years ended December 31, 2009
and 2008, respectively. The current year rent expense includes $274.845 in reimbursements
made to HIC for the Company's share of the rent expense for the Tampa, Florida office space
operating lease.

13. Reconciliation of Annual Statement to Audited Financial Statements

Differences exist between amounts reported in the audited statutory financial statements and
those reported in the annual statements of the Company for the vears ended December 31, 2009
and 2008. resulting from reclassitication of, and audit adjustments to premiums receivable, other
liabilities, other assets, and rounding. Presented below is a reconciliation of amounts previously
reported to the Office and those amounts appearing in the audited statutory financial statements

for the years ended December 31, 2009 and 2008.

Audited
Financial Annual
Statement Statement Increase
Amount Amount {Decrease)
December 31, 2009
Total admitted assets $ 90,734,786 § 90,734,786 % -
Total liabilities 73,446,285 73,446,285 -
Total capital and surplus 17,288,501 17,288,501 -
Net loss 5,866,799 5,807,172 (373)
Audited
Financial Annual
Statement Statement Increase
Amount Amount {Decrease)
December 31, 2008
Total admitted assets $ 82.910.671 82,349,283 3 561388
Total habilities 59.985.776 59,424,388 561,388
Total capital and surplus 22.924 895 22,924,895 -
Net loss 3.021.861 3.021.862 (1)

24



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
14. Subsequent Events

On February 19, 2010, the Company filed a plan to discontinue writing lines of business (Plan)
with the Office. This Plan provides for the Company to discontinue all of its current business by
issuing notices of nonrenewal to policyholders at the end of their current policy terms. The
Company will begin issuing notices to its policyholders of its intent to nonrenew on such date as
the Office may allow upon reviewing the plan to discontinue writings. The Company will not be
able to write new business under the provisions of the Plan. The Company has not written any
new business since August 2009. The Plan is subject to the approval of the Office. The
Company anticipates that its last policy will expire on or before December 31. 2011. The
Company will continue to provide claims services to its policyholders during this time and until
the ultimate resolution of all claims.

Upon filing the Plan. the Company notified Demotech, Inc. (Demotech). a financial rating
organization who had previously issued a Financial Stability Rating of “A™ - Exceptional on the
Company. In response to the Plan, Demotech withdrew its rating on the Company.

On March 23, 2010, HHI announced that it signed an agreement in principle with 21st Century
Holding Company (Nasdaq: TCHC) to sell all of the outstanding shares of HIC and HMC. The
agreement in principle also includes a renewal rights agreement to acquire certain insurance
policies from the Company. The proposed transaction is subject to customary definitive
documentation, regulatory approval, and completion of satisfactory due diligence by 21st Century
Holding Company. The projected closing date for the transaction is on or before June 1. 2010.
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Annust Statement forthe vear 2055 ote. HOMEWIse Preferred Insurance Company

SUMMARY INVESTMENT SCHEDULE

Gross Admitled Assets as Reposted
Investmerd Holdings in t’nf Annyal '-Stalameqnl
Investment Cateqodes Amfnun% Perc:nlaqe Am;ural Percentage
1. Bonds:
1+ U8, treasury secunties iy Skt
12 .8 govermment agency obligations (excluding morigace-backed securties:
1.21 lssued by U S. GOVEMMEnt A0ERKIES . oo o e e e .00
122 Issued by U8, government sponsored agences... ... ... L0 .00
3 Non-U.S. government iincluding Canada, excluding mengage-backed securites).. 00§, .oa
T4 Secuntes issued by states, terrtanies and possessions and politcal subdsasions in the US :
141 Sates teritonies ant pOSIESSONS GERAra 0BIALONS . e e e 00 L B0
142 Pofitral subdiisions of states lerlones & possassions & politeal subdinsions general chbgations..... 40 LGB0
143 Revenue and assessment allgaions.... .. . oo )] S
144 Indusinial development and similar oblgatons. .. REiH D
1.5 Morigage-backed securities {includes resdential and commiercal MBS):
1.51 Passthrough secunties:
1511 Issued or guarantead by GNMA . . U 1K1 3 S, 0Q
1.612 lssued or guaranieed by FRMA and FHLMC.... .00 .ol
TEIE ANGIRET. i e e OO =il
.52 OKOs and RERICS:
1521 Issued orguarartead by GNMA, FHA, FHLEAC or VA, L0 i
1.522 lssued by nen-t). S Goverament issuers and codateraized by morgage-backed
securities issued of guaranteed by agences shown inLine 1.52% ... ... . R0 S
1.523 A% other LB L0
2. Other debt and otner fixed income securities fexciuding shorilermy
2.1 Unaffiated domest secunties (inclutles credd tenant loans and hyord seourities). ... X 00
22 Unaffiisted non-U.8. secunbies {inciuding Canade) .. ks 0.0
2.3 Affilizted SECUBYES.... o oo U8 e 20
3 Eguy inferests
31 Investmenis I MUIATIUNGS.. .. e e i e e .00 el
32 Prefered stocks
321 Afffated. . e iy
322 Unafilated G0 048
33 Publicly raded equty securitiss {exclyding preferred stocks):
331 Afffaled.. PR 1 1] .o
3.32 Unaffilated....... ... SAG 0.0
34 Other eguily securdies
341 Affiliated. o {211 D 2.0
342 Unaffiiated .08 B0
35 Qther equily imterests including langbie personal propery ander lzase
351 Affiliated.......o. 0a . BD
3.82 Unaffilated... o s 0. i3
4. Morigage inans:
4% Constructien and land development B0 L]
42 AGRTUTEL. o e .08
4.3 Singie family residental propedies.. . i}
44 Muibfamiy resdentia properies.. 8.0 0o
45 Commercal loans.. ... HEH B0
48  Mezzanine real eslate jcans .. W04 ) - D
5. Real estate invesimenis:
5.1 Property cccupied by company O8] L AG
52 Propery hekt for produston of mcemie {including $....... 0 of preperty acquired in safsiaction of debl. ... ] .00 08
53 Property held for sate (mcluding S... . 0 propery acquired in satisfacbon of debl).. .. o o L .00 1
& Contract loans. .00 00
7. Retehvables for SECUNUBS ..o oo o e e et e e s e .00 e e .00
& Cash, cash equivalents and sher-term investments. . .. oo L 85011815 1000
9. Other invested assels. ... 1] P g ]
A0 Tefalmvested BEselS ... o i e e e et e b oo o .0 A0 85018815 [ H000

5101
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A

SUPPLEMENTAL INVESTMENT RISKS INTERROGATORIES
For the year ended December 31, 2008
{To be filed by Aprit 1)
Of HomeWise Preferred Insurance Company
Address (Cily, State, Zip Code): Tampa FL 33647
NAIC Greup Code.....4111 NAIC Company Code..... 12582 Employer's ID Number.....20-4791515
The Investment Risks Interrogatores are to be fled by Apst 1. They are aiso to be included with the Audited Statutary Financial Statements.

Answer the following eersogatonies by reporting the applhcable U.S. dofiar amounts and percentages of the reporting e nty's total admited
assels Neld in that category of vesiments

1 Regorting entdy's olal admitted assets as reported on Page 2 of tus annual sistement S 0734708

Z Ten largest exposures o a sngle ssuetbormowediavestiment,
t 2 3 4
Percentage of Tefal

lssuser Descrotion of Exposure Ampunt Admitted Assets

201 Federated Invesiors.. . Money Maskel Preim Cash Cbligations Fund... ... §. .. L 28821.091 25228 %
282 SuntrustBank...... .. Certificates ¢f Depost... oo . e Sl SLO0O006 ... ... . .BA11%
203 Flonda Dept of Fin. Services... ... .. . Treasury Cash Fund Depast o S Load 823 L 380 %
204 Wachovia Bank Certificate of Deposit.... .. 8 25000 . e 2B 5
208 L8 BB %
206 .8 0.800 %
207 T L0000 %
2.08 B e D000 %
268 BRI L0000 %
2.0 CS 5000 %
3. Amounts and parcentages of i reporling entity's Iotal admitied assets heid in bonds and preferred stocks by NAIC rating.
Bonds 1 2
301 NAICT. .. .AT825,150 §3.730 %
302 NAIGZ.. ... .. SN 0400 &
303 NAIC-E.. i s ... 0,000 %
304 HNAIC4.... -...0.008 %
3.056 NAICS. L D000 %
308 NAICE. s e e 0000 %
Preferred Slocks 3 4
347 PRP-1. i S o 0600 %
308 PIRP-Z. S 0600 %
308 PiRP-3. .. s S 0.500 %
30 PBiRP4 e B 0.000 %
38 PRPS. e i3 L5000 5%
312 PRPE..o s L0080 %

4. Assefs heit in foreign ivestiments:
401 Are assets held in foreign investments less than 2.5% of the seporting entity’s total admited assets? Yes{X] Nef |

If response to 4.01 above is yes, responses are not reguired fof interrogatanes 516,

4.2 Total admitted assets held :n foregn nvesiments S e 050 %
403 Foreigr-surency-denominated investmenls S e e GO0 %
404 Insurance labzites denommated in that same foreign cursency I, 000 %

5 Aggregale fureign nvesiment exposure calegorzed by NAIC sovereign rating:

501 Countnes rated NAIC-1..
502 Countnes rated NAIC-2.. ..

FE T w860

503 Countnes raled NAIG-3 0f BEDW .o o e s e o e s oons oo o %
B Largest foregn nvestment exposures by country, calegarzed by the country's NAIC sovereign rating
H z
Countries rated NAIC-1
&01 Country ¥ o s 000 %
802 Country2 e 5. L0000 %
Countries rated NAIC-2:
B.03 Country 10 i 8. .-.0.000 %
644 Country 2 e s S L0008 %
Countries rated NAIC-3 or beiow
6.05  Country 1 . §... D00k %
606 Country2: oo S D08 %

27
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12

Aggregate unhedged foreign curency exposure

Aggregale unhedged foreiga currency exposure categorzed by NAK sovereign rating:
801 Countries rated NAIC-% ... .

602 Couniries fated NAIG-2 e e e e e

603 Couninesrated MAIC-3 orbelow . ... .

Largest unhedged foregn currency expasures by country, categonzed by the country's NAIC sovergign raing

Countries rated NAIG-1
901 Counlry 1t .
902 CouniryZ. . ...

Countries rated NAIC-2:
983 COUNINY T e s e e
604 Country 2: R

Counlries rated NAIC-2 or below:
465 Coundry 4.
206 Country 2:

S

Ten fargest nan-soversign {1 &. non-governmental) foreign 1ssues:
1 2

issuer HAIC Rakng
+0.61
1062
10.63 ..
1004
1605 .. ..
1006 o i
607 .
1008
16.09
1830 e s

Amnds and percentages of the reporing entity’s folad admitied assets held in Canadian mvesiments and unhedged Canadian

CLTENCY EXPOSUTE;

14.01 Are assels held in Canad:an investments iess than 2.5% of the reporting enbity’s fotal admitled assels?

Ifeesponse to 11.01 1s yes, getail s not required for #he rema:ader of Interrogatory 11
11.0Z Telat admitted assets held m Canadian Investments
1103 Canadian carrensy-denominated invesiments
1104 Canadian-denominated msuranc

11.06 Unhedged Canadian currency exposure

L 40 im e o e n e

L0.080 %

..0.000 %
..6006 %

L 6005 %

- 0000 %
L0000 %

0,060 %
.0.800 %

-0.000%
G000 %

,,,,, . 6000 %
. 006 %
- G00G %
. G000 %

. 0600 %
0000 %
L0000 %

000 %

Yes{x} HNo| i

L BGE0 %
L0680
0.060 %
0.000 %

e

© o e o

Report aggregate amaunts and percentages of the reporing entity’s fotal admited assets heid in investments with confractual sales restnchans.
$201 Aee assels hald in investments with confraciual sales restricions iess than 2 5% of the reparting entity's lolat

admitted assels?
response to 12.01 15 yes, responses are nof required for the remainder of interrogatary 12
1
12,02 Aggregate statement vaiue of investments with condraciua: sales restrictions:
Lamgest three investments with contractiral sales restrickons:
Amounts and percentages of admitted assets held It the ten largest equily interests:
13.01 Are assels neld in equity interest less than 2.5% of the reporting enlity's Inlal admitted assets?

If response fo 13.01 above is yes, responses are not required for the remainder of Interrogatory 13.

1
Kame of lssper
1302 .
104

138 L
308 L

23

®oEen e e A e

Yes[X] Mol )

-.0.000 %
0,000 %

. G000 %
.4.000 %

YasfX] Na[ |

- QR %
0,940 %

0000 %
.. 0.000 %
noon %
...0000 %
0000 %
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14, Amounds and percentages of the reporting entity's lota! admitied assets heid in nonaffilisted, prvately placed equsties

14.01 Are assets held n nonaffiliated, prvately placed equites ess than 2 5% of the seporing entity's totel admitted assets? Yes[X] No| |
If response o 14.01 stove s yee, responses are not required for the remainder of interrogatary 14.
1 2 3
14.02 Aggregate staterent vaiue of iwestments held in nonaffilated, prvately olaced equities: S e e e DB %
Largest three investments held m nonaffilated, privately paced equites:
14.03 S. L0.000 %
MO . 8. oo e 000D %
L5 LS .0.000 %
16 Amounts and percentages of the reporting entity's total admitted assets hstd in gereral patnership interests
15.01 Are assets hieid in general parmershup interests less than 2.5% of e reporting enbity's total admitted assets? Yes[X] Nof }
if response to 15,01 above is yes, resposses ase 0ot regaitedt for the remainder of Intesrogatary 15
t z 3
15.02 Aggregate stafement value of investrents held In genesal parinership INterests S. L0.000 %
Largest thrae investments in ganeral patnershiy sterests
18.03 N 0000 %
15.04 g .
15.65 § LAE %
16.  Amounts and percentages of the zeparting enitdy's lotal admitted assets heid in mortgage loans:
16.0% Are mortgage Inans reported :n Schedize B ass than 2.5% of the reporing enlity's tolal admitted assets? ¥es[X] No[ )
If response to 16.01 above is yes, responses are not required for Ine remainder of intersrogatory 16 and Inferregatory 17
1 2 3
16.02 S
1603 LB
1405 L
1608 .. .
16.07 .. -
16.08 & G0 %
16.09 3 LD000 %
B0 e e S LG50 %
AT - L0000 %
Amount and percentage of thie reparting entity's tofal admited assels held i tha following categonas of morgage lsans:
Loans
$6.12 Construchion l0ans... o v LB 800 %
1613 Mortgage kans over 90 days past dus.. .. . . S L0800 %
16.14 Mortgage ivans in the orocess of foresinsare. . -8 L5005
16.16 Kortpage ians foreclosed.. . 5. L0800 %
16.16 Restructired mortgage foans.... § 0800 %

1. Aggregate mortgage ioans having the following lsan-to-valus ratios as determined from the most current apprassal 3s of fhe anaual

statement date
Loanto-\aiue Resdenbal
1 2 3 4 5 4
170 above 05% . S e RPN E L BOBG% B
17.02 $1% 19 95% ... ... & 0800 % § . LGBODE Y S
1703 81% [0 Q0% .. 5. L0006 % S OO0 § .
17.04 71% to 80%.. e B L0006 % § DR Y B L0000 %
1105 nelow 70%. oo S L0000 % S L0080 % S LB000 %
18, Amounts and percentages of the reporting entify's tolal admatied assels held in each of the five Jargest investments in real esiate:

18.01 Are assets held in real estate reporied less than 2.5% of the reporting entity's tofa! admitted assets? Yes[X] Nof }

il response to 16.01 above s yes, responses are not required for the remainder of Interrooatary 18,
Largest five investments in any one parcs? or group of conbiguogs parcels of real estate

Descriplion 2 3
18.02 S G000 %
18.03 8 005 %
.04 - 006 %
.05 . et e e+ e e e .8 0008 %
FELB et e i s e - ..0200 %
1% Repor aggregate amounts and percentages of the reporing enbity's lota® admulted assels heid In investments herd in mezzaning real estale foans,

18.01 Are assets held in mvestments held m mezzanine real eslate foans less than 2.5% of the reporting enfity's admitted assets? YesiX] Mol )

if response te 1201 18 ves, responses are not reguired for the remainder of interrogatory 19,

i 2z 3

18.02 Aggregate stalement value of investments held in mezzaning real estate ipans § e e e e 0000 %

targest three investments held in mezzanine real estate loans
19403 .. g L0030 %
1904 5. G030 %
1905 s. R A
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23 Amownls and percenlages of the reporing entity's fotal admitled a5sets subject 1 the following types of agreements:

Al YearEnd A End of Each Guader
st Qi 2nd Otr ard Qir
1 2 3 4 5

20.01 Secushes Bnding agreements L0 not nchide assels

keid as cofiateral for such transactions] S L. 0000% § L. 3
2002 Repurchase agreements. ... ... S L0000 % S - §
2003 Reverse repurchase agreements - 8. G000 % 5. S. 3
20,04 Dofar repurchase agreements. ... e S L000% S O &
2005 Dollsr reverse repurchase agraements. ... 5. CBO000 % S - S

21, Amounts and percenages of the reporling enldy’s iolat admilted assets for warrants not atached 1o ether fnancial instrumenis, antions, caps and 2gars

i Witlen
1 2 3 4
2001 HEdging o e B e e = e e e Q000 % S e B0 %
2102 teome generaton.. .. - POV | 1.1, S e e (2000 %
2103 QHREEL . s B v e+ e L) T Bt e i e 0000 %

22, Amounts and percentages of the reporbng entity's tntal admidted assels of polential exposure for eollars. swaps. and fonwards

At Year-End At End of Each Guarier
5t Qir 2nd Qlr 3¢ Qtr
i 2 3 4 5

22.0% Hedging.. oo e S L D006 % S - -
2202 Income generabicn ... - D008 % S S S ..
22.03 Rephcaltions. oo s o o -5 e, 0003 % 5. e B S
22.04 GINBL. o e BTN e 000G % S e e 5 S
23, Amounts and percentages of the reporting entity's fotal admilied assets of polential exposure for fulures contracls
Al YearEn ALEnd of Each Suaner
AET 2nc Qfr 3 Qir
1 2 3 4 5
23.0% Hedging 5. G030 % & e B 5
23.02 Income generation. S OG0 % S - .8
2303 RepHealions. oo e e 8 L BBE0T S B .. 5
23.04 Cther S LOBN% S S S . 8

See report of independent anditors.



7.1

~
Ll

9.1

9.2

HomeWise Preferred Insurance Company
Selected General Interrogatories Relating to Reinsurance

December 31, 2009

Has the reporting entity reinsured any risk with any other entity under a quota share reinsurance
contract that includes a provision that would limit the reinsurer's fosses below the stated quota share
percentage (e.g., a deductible, a loss ratio corridor, a loss cap, an aggregate limit or any similar

PIOVISIONS )T oottt s et ea e b2 e er s be et o8 b 44ttt ee e s s eeesr e ete e seserees

If yes, indicate the number of reinsurance contracts containing such provisions

If yes, does the amount of reinsurance credit taken reflect the reduction in quota share coverage

Has the reporting entity ceded any risk under any reinsurance contract {or under multiple contracts
with the same reinsurer or its affiliates) for which during the period covered by the statement: (i) it
recorded a positive or negative underwriting result greater than 5% of prior vear-end surplus as
regards policyholders or it reported calendar year written premium ceded or year-end loss and loss
expense reserves ceded greater than 5% of prior year-end surplus as regards policyholders; (if) it
accounted for that contract as reinsurance and not as a deposit; and (ii7) the contract(s) contain one
or more of the following features or other features that would have similar results:

{a} A contract term longer than two years and the contract is noncancellable by the reporting entity
during the contract term;

{b) A limited or conditional cancellation provision under which cancellation triggers an obligation
by the reporting entity, or an affiliate of the reporting entity, to enter into a new reinsurance
contract with the reinsurer, or an affiliate of the reinsurer;

(c) Aggregate stop loss reinsurance coverage;

(d} A unilateral right by either party to commute the reinsurance contract, whether conditional or
not, except for such provisions which are only triggered by a decline in the credit status of the
other party;

{e) A provision permitting reporting of losses, or payment of losses, less frequently than on a
quarterly basis (unless there is no activity during the period); or

(f) Payment schedule, accumulating retentions from multiple years or any feature inherently
designed to delay timing of the reimbursement fo the ceding entity

Has the reporting entity during the peried covered by the statement ceded any risk under any
reinsurance contract (or under multiple contracts with the same reinsurer or its affiliates), for which,
during the period covered by the statement, it recorded a positive or negative underwriting result
greater than 3% of prior year-end surpius as regards policyholders or it reported calendar year
premium ceded or year-end loss and loss expense reserves ceded greater than 5% of prior yvear-end
surplus as regards policyholders; excluding cessions to approved pooling agreements or to captive
insurance companies that are directly or indirectly controlling, controlled by, or under common
control with (i) one or more unaffiliated policyholders of the reporting entity, or (ii) an association of
which one or more unaffiliated policyholders of the reporting entity is a member, where:

(a) The written premium ceded to the reinsurer by the reporting entity or its affiliates represents
fifty percent (50%) or more of the entire direct and assumed premium written by the reinsurer
based on its most recently available financial statement; or

{b) Twenty-five percent {25%) or more of the written premium ceded to the reinsurer has been

31

.Yes @ Nol !

Schedule 3

Yesﬂ No@

Yes[ | No [w]



HomeWise Preferred Insurance Company

Selected General Interrogatories Relating to Reinsurance

93 If yes to 9.1 or 9.2, please provide the following information in the Reinsurance Summary
Supplemental Filing for General Interrogatory 9:

(a) The aggregate financial statement impact gross of all such ceded reinsurance contracts on the
balance sheet and statement of income;

{b} A summary of the reinsurance contract terms and indicate whether it applies to the contracts
meeting the criteria in 9.1 or 9.2; and

{c) A brief discussion of management’s principle objectives in entering into the reinsurance
contract including the economic purpose to be achieved.

9.4 Except for transactions meeting the requirements of paragraph 31 of SSAP No. 62, Property and
Casualty Reinsurance, has the reporting entity ceded any risk under any reinsurance contract {or
multiple contracts with the same reinsurer or its affiliates) during the period covered by the financial
statement, and either:
{a) Accounted for that contract as reinsurance {either prospective or retroactive) under statutory
accounting principles (SAP) and as a deposit under generally accepted accounting principles
(GAAP); or
{b) Accounted for that contract as reinsurance under GAAP and as a deposit under SAP7........ccoco...... Yes | Nolv|

9.5 If yes to 9.4, explain in the Reinsurance Summary Supplemental Filing for General Interrogatory 9
(Section D) why the contract(s) is treated different for GAAP and SAP.

See report of independent audifors.
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Thomas Howell
. Perguson r.a.

Report of Independent Auditors

The Board of Directors
HomeWise Preferred Insurance Company

We have audited the accompanying statements of adnutted assets. liabilities, and capital and
surplus - statufory basis of HomeWise Preferred Insurance Company (the Company) as of
December 31, 2010 and 2009, and the related statufory basis statements of operations, changes in
capital and surplus, and cash flows for the years then ended. These financial stafements are the
responsibility of the Company's management. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit fo obtain
reasonable assurance about whether the financial statements are free of material misstatement,
An audit includes examining, on a test basis, evidence supporting the amounis and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

As described more fully in Note 1 to the financial statements, these financial statements have
been prepared in conformty with accounting practices prescribed or permitted by the Florida
Office of Insurance Regulation (the Office), which is a comprehensive basis of accounting other
than accounting principles generally accepted in the United States of America.

In our opmion, the financial statements referred to above present faitly, in all material respects,
the aduutted assets, liabilities and capital and surplus of HomeWise Preferred Insurance
Company as of December 31, 2010 and 2009, and the results of its operations and its cash flows
for the years then ended on the basis of accounting deseribed in Note 1.

As described more fully in Note 1, on February 19, 2010, the Company filed a plan to
discontinue wiiting all lines of business (the Plan) with the Office. The Plan was approved by
the Office and during the remainder of 2010, the Company operated in accordance with the terms
of the Plan and the related Consent Order issued by the Office.



Page Two

Our audits were conducted for the purpose of forming an opinion on the statutory basis financial
statements taken as a whole, The summary investment schedule (Schedule 1), supplemental
investment risks interrogatories (Schedule 2), and the selected general interrogatories relating to
reinsurance (Schedule 3) included in other financial information as of and for the year ended
December 31, 2010, are presented to comply with the National Association of Insurance
Commissioners’ Accounting Practices and Procedures Manual and are not a required part of the
statutory basis financial statements. The additional information has been subjected to the
auditing procedures applied in the audits of the statutory basis financial statements and, in our
opinion, is fairly stated in all material respects in relation to the statutory basis financial
statements taken as a whole,

This report is intended solely for the use of the Board of Directors and management of
HomeWise Preferred Insurance Company and for filing with the Florida Office of Insurance
Regulation and is not intended to be and should not be used by anyone other than these specified
parties.

T ;
2?{4{% W\T%W £.4 .

April 5, 2011
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HomeWise Preferred Insurance Company

Statements of Admitted Assets, Liabilities, and Capital

and Surplus - Statutory Basis

Adniitted assets

Cash and mvested assets:
Short-term mvestnents
Cash and cash equivalents

Total cash and mvested assets

Accrued investiment imcone

Premunms receivable, net

Remsurance balances recoverable
Federal income taxes recoverable
Electronic data processing equipment, net
Receivables from parent and affiliates
Other assets

Total admitted assets

Liabilities and capital and surplus
Liabilities:
Loss and loss adjustiment expense reserves
Unearned premiums, net
Reinsurance premiums payable
Provision for reinsurance
Other accerued expenses
Taxes, licenses, and fees payable
Total liabilities

Capital and suiplus

Total hiabilities and capital and surplus

See accompanving notes.

December 31,

20106

2009

4,228,797 § 26,512,091

2982117 _ 28.499.823
7,210,914 55,011,914
2,571 4,693
146,350 21,152,661
2,855,422 3,057,603
2,688,811 2,724,399

- 2,489
7,742,679 6,594,042
423.303 2.186.985

$_ 21.070.050 90.734.786
$ 16,600,468 36,314,180
95,054 8,826,461

- 26,964,766

- 170,000
58,087 1,036,548

- 134,330
16,753,609 73,446,285

4.316.441 17.288.501

$.21.076.650 $__090.734 786



HomeWise Preferred Insurance Company

Statements of Operations - Statutory Basis

Underwriting income:
Premiums eamed, net of reinsurance ceded

Underwriting expenses:
Loss and loss adjustment expenses mcurred
Underwritmg, acquisition, and other expenses

Total underwriting expenses

Net underwriting loss

Net mvestment income

Realized capital losses

Other income

Loss before federal income fax expense (benefit)

Federal income tax expense (benefit)

Net loss

See accompanving nofes.

Years ended BDecember 31,
2010 2009

$ 4,889,290 § 22.810,636

26,149,630 26,395,360
(5.587.377) 5.935.709
20.562.253 32.331.069

(15,672,963)  (9.520.433)
40,319 153,172
(8,741) -

273.113 750.913

(15,368272)  (8.616.348)

35,588 (2.749.549)

$.(15.403.860) S, _(3.866.799)
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HomeWise Preferred Insurance Company

Statements of Cash Flows - Statutory Basis

Operating activities

Premiums (paid) collected, net of reinsurance

Net mvestment mcome received

Other mcome received

Losses and loss adjustment expenses (paid)
recovered

Underwriting, acquisition, and other expenses
recovered (paid)

Federal mcome taxes recovered

Net cash (used i) provided by operating activities

Financing activities

Proceeds from capital confributions

Other miscellaneous proceeds (uses)

Net cash provided by (used ) financing activities
Net (decrease) merease 1 cash and cash equivalents
Cash at beginnig of vear

Cash at end of vear

Cash consists of the foliowing:
Cash and cash equivalents
Short-fermn mvestments

See accompanving notes.

Years ended December 31,
2010 2009

S (9,793,723)  $ 30,394,636

42,441 163,737
323,711 777,234
(45,661,161) 2,476,951
5,447,662 (9.007,847)

- 104,157

{49.641.070) 24.908.868

2,000,000 2,000,000

(159.930) (9.500.729
1.840.070 (7.500.729)

(47,801,000) 17,408,139
55.011.914 37.603.775

$_7.210.914 $ 55.011.914

$ 2,982,117  $ 28,499 823
4.228.797 26.512.091

8 7210914 $ 55011914



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
Years ended December 31, 2010 and 2009
1. Summary of Significant Accounting Policies
Organization and Description of Company

HomeWise Preferred Insurance Company (the Cowmpany), a wholly-owned subsidiary of
HomeWise Holdings, Inc. (HIHI), i1s domiciled in the state of Florida. The Company was
mcorporated on May 31, 2006, and received its Certificate of Authority from the Florida Office
of Insurance Regulation (the Office) on May 31, 2006. The Company received a Certificate of
Authonty from the Texas Department of Insurance on September 7, 2007, and began writing
policies in Texas on October 31, 2007, and discontinued Texas underwriting operations in May
2008. The Company received a Certificate of Authority from the South Carolina Department of
Insurance on March 10, 2008, and began writing policies on July 30, 2009. The Company
stopped writing policies in South Carolina in March 2010. The Company is affiliated with
HomeWise Management Company {HMC) and HomeWise Insurance Company (HIC), which are
wholly-owned subsidiaries of HHI

On February 19, 2010, the Company filed a plan to discontinue writing lines of business (Plan)
with the Office. The Plan provides for the Company to discontinue all of its current business by
issuing nofices of nonrenewal to policyholders at the end of thewr curent policy terms. The
Company cannot write new business under the provisions of the Plan. The Company has not
written any new business since Aungust 2009 and has not renewed any policies since June 2010.
The Company anticipates that its last policy will expire on or before June 30, 2011. The
Company will continue to provide claims services to its policyholders during this time and until
the ultimate resolution of all claims. As described more fully in Note 10, effective July 1, 2010,
the Company executed policy rights transfer and assumption reinsurance agreements that
transferred certain in-force policies meeting HIC's underwriting guidelines to HIC as of June 1,
2010.

Upon filing the Plan, the Company notified Demotech, Inc. (Demotech), a financial rating
organization who had previously issued a Financial Stability Rating of “A” - Exceptional on the
Company. Inresponse to the Plan, Demotech withdrew its rating on the Company.

The Company writes and has written homeowners’ and comprehensive dwelling fire coverage in
the states of Florida. South Carolina, and Texas, areas that are exposed to damage from
burricanes and severe storms. The Company attempts to mitigate its exposure to losses from
storms by purchasing quota share and catastrophe reinsurance coverage. However, such a storm,
depending on its path and severity, could result in losses to the Company exceeding its
reinsurance protection and could have a material adverse effect on the financial condition and
results of operations of the Company.



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
1. Summary of Significant Accounting Policies (continued)
Basis of Presentation

The accompanying statutory basis financial statements have been prepared in accordance with
statutory accounting practices (SAP) prescribed or permitted by the Florida Office of Insurance
Regulation (the Office). Such statutory practices require preparation of the financial statements
m accordance with the National Association of Insurance Conunissioners’ (NAIC) Accounting
Practices and Procedures Manual subject to deviations prescribed by the Office. SAP is a
comprehensive basis of accounting other than accounting principles generally accepted in the
United States of America (GAAP). Such practices vary in certain respects from those under
GAAP. The Company's significant accounting practices and the variances from GAAP are
suinmarized below:

) Certain assets designated as "nonadmuitted." principally past-due uncollected
premiums, prepaid expenses, and other assets not specifically identified as an
admitted asset within the Accounting Practices and Procedures Manual, are
excluded from the accompanying statements of admitted assets, labilities, and
capital and swiplus and are charged directly to unassigned surplus. Under GAAP,
such assets would be inchuded m the balance sheet at net realizable values,

o Loss and loss adjustment expense reserves and uneamed premiums ceded to
reinsurers have been reported as reductions of the related liabilities rather than as
assets as would be required under GAAP.

[ Cash in the statements of cash flows represents cash, cash equivalents, and short-
term investments with remaining maturities of one vear or less. Under GAAP, the
corresponding caption of cash and cash equivalents would include cash balances and
mvestinents with initial maturities of three months or less.

° The costs of acquiring and renewing business are expensed when incurred. Under
GAAP, such costs, to the extent recoverable, would be deferred and amortized over
the effective period of the related insurance policies.

° Deferred tax assets are limited to 1) the amount of federal income taxes paid in prior
vears that can be recovered through loss carrybacks for existing temporary
differences that reverse by the end of the subsequent calendar year, plus 2) the lesser
of the remaining gross deferred tax assets expected to be realized within one year of
the financial statement date or 10% of capital and surplus excluding any net deferred
tax assets, electronic data processing (EDP) equipment and operating software and
any net positive goodwill, plus 3) the amount of remaining gross deferred tax assets
that can be offset against existing gross deferred tax liabilities. The remaining



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
1. Summary of Significant Accounting Policies (continued)

Basis of Presentation (continued)

deferred tax assets are nonadmitted. Beginming in 2009, gross deferred income tax
assets are reduced by a valuation allowance if the Company determines it is more
hkely than not that some portion or all of the gross deferred tax assets will not be
realized. Deferred taxes do not mclude amounts for state income taxes. Under
GAAP, state income taxes would be included in the computation of deferred taxes, a
deferred tax asset would be recorded for the amount of gross deferred tax assets
expected to be realized in fuhure years, and a valuation allowance would be
established for deferred tax assefs not realizable.

° Commuissions allowed by reinsurers on business ceded are reported as a reduction of
expense when incuired to the extent the amount does not exceed actual acquisition
costs, rather than being deferred and amortized with deferred policy acquisition costs
as would be required by GAAP. Commissions in excess of the acquisition costs, if
any, would be defeired and recognized over the policy termn consistent with GAAP.

° A provision for remnsurance is recorded as a liability and the change between years is
recorded as a gamn or loss directly to unassigned swplus. This provision is
determmed m accordance with NAIC Annual Statement instructions and generally
provides for a reserve for uncollectible reinsurance.

° Certain other reported amounts are classified or presented differently in the financial
statements prepared on the basis of SAP than they would be under GAAP. Statutory
requirements require that the financial statements of the Company be filed with state
regulatory authorities. Accordingly, the financial statements are presented in a
format similar to the filed annual statement, which differs from the format of
financial statements presented under GAAP. Required statutory disclosures that are
not applicable to the Company are not included in the notes to these statutory
financial statements.

Other significant acconnting practices are as follows:

Recognition of Premium Revenues

Premmms are recorded as earned on a daily pro rata basis over the contract period that the related
policies are expected to be in force. The portion of premiums not earned at the end of the year is

recorded as unearned premiums. Premiums collected prior to the effective date of the policy are
recorded as a liability.



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
1. Summary of Significant Accounting Policies (continued)
Cash and Cash Equivalents

Cash and cash equivalents include demand deposits with several financial institutions and other
highly liquid investinents with original maturities of three months or less and certificates of
deposit with original maturities of one year or less and are principally stated at cost, which
approximates fair value.

Concentration of Credit Risk

The Company's financial instiuments exposed to concentrations of credit risk consist primarily of
its cash and cash equivalents, reinsurance recoveries, and premium revenmwe. The Company
maintains its cash and cash equivalents at several financial institutions. Deposits with fimancial
nstitutions are insured by the Federal Deposit Insurance Corporation (FDIC) up to $250,000 per
depositor. Bank deposit accounts, at times, may exceed federally insured limits. The Company
has not expernenced any losses in such accounts.

Electronic Data Processing (EDP) Equipment

The adntted value of the Company's EDP equipment (none at December 31, 2010) is limited to
3% of capital and swplus. The admitted portion is reported ai cost, less accumulated
depreciation of $0 and $12,886 at December 31, 2010 and 2009, respectively. EDP equipment is
depreciated using the straight-line method over the lesser of its useful life or three vears.
Depreciation expense charged to operations was $6,529 and $12,175 i 2010 and 2009,
respectively.

During 2010, the Company sold or disposed of its EDP equipment, recognizing a capital loss of
$8,741 on the transaction.

Reinsurance

The accompanying statutory basis financial statements reflect reserves for premiums and losses
and loss adjustment expenses (LAE), net of reinsurance ceded (see Note 6). Those reinsurance
arrangements allow management to control exposure to potential losses arising from large risks
and catastrophic events. A significant portion of the reinsurance is effected under a quota share
remsurance agreement. Amounts recoverable from reinswrers are estimated I a manner
consistent with the loss and LAE reserves associated with the reinsured policies. Reinsurance
premiums, losses, and LAE are accounted for on bases consistent with those used in accounfing
for the original policies issued and the terms of the reinsurance confraets.

10



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
1.  Summary of Significant Accounting Policies (continued)

Loss and Loss Adjustment Expense (LAE) Reserves

Loss and LAE reserves represent the estimated ultimate net cost of all unpaid reported and
unreported losses and LAE. The reserves for unpaid losses and LAE are estimated using
mdividual case-basis estimates for reported losses and actuarial estimates for losses incurred but
not yet reported. Those estimates are subject to the effects of trends in loss severity and
frequency. Although considerable variability is inherent m such estimates, management believes
that the reserves for losses and LAE are adequate. The estimates are continually reviewed and
adjusted as necessary as experience develops or new information becomes known; such
adjustments are included in current operations. The ultimate settlement of losses and LAE may
vary significantly from the estimated amounts icluded in the financial statements. The
Company does not discount its loss and LAE reserves.

The anticipated effect of inflation is implicitly considered when estimating labilities for losses
and LAE. While anticipated price increases due to inflation are considered in estimating the
ultimate claim costs, the increase in average severities of claims is caused by a number of factors
that vary with the individual type of policy written. Future average severities are projected based
on historical trends adjusted for implemented changes in underwriting standards, policy
provisions, and general economic trends. Those anticipated trends are monitored based on actual
development and the estimated liabilities are modified if necessary.

Loss and LAE reserves are reported net of reinsurance recoverables for unpaid losses and LAFE.
Losses and LAE ceded through reinsurance are credited against losses and LAF incurred.

Guaranty Fund and Residual Market Pool Assessments

The Company is subject to assessments by a Florida guaranty fund, a residual market pool, and a
state catastrophe reinsurance pool. The activities of this fund and these pools include collecting
funds from solvent insurance companies to cover losses resulting from the insolvency or
rehabilitation of other msurance companies or deficits generated by Florida Insurance Guaranty
Association (FIGA), Citizens Property Inswrance Corporation (Citizens), and the Florida
Hurricane Catastrophe Fund (FHCF).

The Company’s policy is to recognize its obligation for guaranty fund, Citizens, and FHCF
assessments when the Company has the information available to reasonably estimate its
liabilities.  Guaranty fund, Citizens, and FHCF assessments are generally available for
recoupment from policyholders and as such, amounts assessed are recorded as a recoverable
asset. Amounts recoverable are generally expected to be collected during the year following
assessient.

11



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
1. Summary of Significant Accounting Policies (continued)

Guaranty Fund and Residual Market Pool Assessments (continued)

The Company was assessed $1,525,451 by FIGA in 2009 (none in 2010). The FIGA assessment
recoverable from policyholders was $0 and $1,525451 at December 31, 2010 and 2009,
respectively.

Certamn Citizens and FHCF assessments are collected from policyholders as policies are wriften
aud subsequently remitted to the assessing entity. Amounts (payable to) due from policyholders
for these assessments were $(7,800) and $270,044 at December 31, 2010 and 2009, respectively.
The amount recoverable for overpaid assessments to Citizens and FHCF totaled $204.593 at
December 31, 2010. The liability for assessuients collected but not remitted to Citizens and
FHCF totaled $920,549 at December 31, 2009.

Income Taxes

The Company calculates ifs state and federal income tax liabilities based upon the statutory rates
in effect during the vear.

Subsequent Events

The Company has evaluated subsequent events through April 5, 2011, the date the financial
statements were available to be issued. During the period from December 31, 2010 to April 5,
2011, the Company did nof have any material recognizable subsequent events.

Use of Estimates

The preparation of statutory basis financial statements requires management to make estimates
and assnmptions that affect the reported amounts of assets and liabilities, the disclosure of
contingent assets and liabilities at the date of the statutory basis financial statements, and the
reported amounts of revenues and expenses during the reporting period. Such estimates and
assumptions could change m the future as more information becomes known, which could
mmpact the amounts reported and described in the financial statements.

2. Regulatory Requirements and Restrictions

Florida Statute 624.408 requires the Company to maintain capital and surplus of $4 million or
10% of the Company's total liabilities for losses, loss adjustment expenses, and unearned
premimus, whichever is greater, and to meet the risk-based capital requirements as discussed in
Note 9. Additionally, Florida Statute 624.4095 requires the Company to maintain a ratio of the
product of written premiums fimes 0.90 to surplus of no greater than 10-to-1 for gross written
premiums and 4-to-1 for net written premmmus. The Company is in compliance with these
requirements.

12



HomeWise Preferred Insurance Company

Notes to Statutory Basis Financial Statements
2. Regulatory Requirements and Restrictions (continued)

Additionally, the Company is required to maintain deposits pursuant to Florida, Texas, and South
Carolina statutes or consent orders to help secure the payment of claims. Cash on deposit in the
amount of $353,399 and $344,623 has been assigued to the Office as of December 31, 2010 and
2009, respectively, and certificates of deposit in the amounts of $1,131,168 and $3,129.997 have
been assigned to the Texas and South Carolina Departments of Insurance as of December 31,
2010 and 2009, respectively, to satisfy this requirement. These amounts are mcluded in cash and
cash equivalents in the accompanying statements of admitted assets, liabilities, and capital and
surplus at December 31, 2010 and 2009.

3. Imvestments

Short-term investments consist of money market funds that have a maturity of one year or less
from the date of purchase and are stated at cost, which approximates fair value.

Major categories of the Company's net investiment income are summarized as follows:

Years ended December 31,

2010 2009
Cash and cash equivalents $ 51447 % 239,207
Investment expenses (11.128) (86.035)
Net investment income $ 40,310 5153172

4. Premiums Receivable

Premiums receivable include amounts due from HomeWise Management Company, the
Company's managing general agent (MGA), who collects all premiums and remits them to the
Company. The Company nonadmits balances due from insureds and deferred installments for
which a portion of the receivable is more than 90 days past due and exceeds the related unearned
premium. Premiums receivable are charged to bad debt expense in the period determined
uncollectible. Recoveries received on amounts previously charged-off are credited to bad debt
expense i the period received.

Premiums receivable consists of the following:

Decentber 31,

2010 2009
Premmms receivable, gross b 152,956 $ 21,166,116
Nonadmutted premiums receivable (6,606) (13.455)
Premiums receivable, net $ 146,350 $_21.152661



HomeWise Preferred Insurance Company

Notes to Statutory Basis Fiancial Statements
5. Loss and Loss Adjustment Expense (LAE) Reserves

The following table provides a reconciliation of the begimning and ending reserve balances for
losses and LAE, net of reinsurance recoverables.

December 31,

2010 2009
(in thousands)
Loss and LAE reserves at beginming of year S 36,314 § 19.867
Losses and LAE mcwred related to:
Current year 16,465 33,009
Prior years 9.685 (6.614)
26,150 26,395
Losses and LAE paid related to:
Current year 9,522 3,279
Prior years 36.342 6.669
45,864 9.948
Loss and LAE reserves at end of year S e 6,600 536314

Anticipated reinsurance recoverables on unpaid losses and LAE are approximately $1,349,000
and $5,555,000 at December 31, 2010 and 2009, respectively. Reinsurance recoverables on paid
losses and LAE are approximately $2,624,000 and $3,058,000 at December 31, 2010 and 2009,
respectively.

Net mcurred losses and LAE aftributable fo insured events of prior years have developed
unfavorably by $9.685,000 in 2010 and favorably by $(6.614.000) in 2009, as a result of
reestimation of unpaid losses and loss adjustment expenses. Original estimates are decreased or
mcreased as additional information becomes known regarding mdividual claims.

6. Reinsurance

Certain premivms and benefits are ceded to other insurance companies under various reinsurance
agreements. The reinsurance agreements provide the Company with increased capacity to write
more risks and mamtain its exposure to loss within its capital resources. As of
December 31, 2010 and 2009, the Company's reinsurance program consisted of catastrophe
excess of loss reinsurance and quota share treaties. Following is a summary of the reinsurance
coverage.

Effective June 1, 2010, the Company and its affiliated company, HomeWise Insurance Company
{collectively, the Remsured), entered into a quota share remsurance agreement with Greenlight
Reimnsurance Ltd. (Greenlight). Under the terms of the agreement, Greenlight assumes a
percentage (80% on policies written through December 31, 2010, with loss dates between June 1
and December 31, 2010; 90% on policies written through December 31, 2010, with loss dates
after December 31, 2010; 85% on policies written after December 31, 2010, through May 31,

14
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Notes to Statutory Basis Financial Statements
6. Reinsurance (continned)

2011; and 80% on policies written thereafter) of the Reinsured's incurred losses and loss
adjustment expenses, subject to several exclusions. The Remsured cedes a percentage of their
gross premiums {equal to the percentage of losses assumed by Greenlight as described above),
subject to several exclusions, after deducting a portion of the cost of the excess of loss
reinsurance treaties, described below. The agreement is effective through May 31, 2012.

The remsurance agreement is subject to a loss refention corridor, whereby the Reinsured retains
losses above a minimum gross loss ratio ranging from 40.33% to 42.26% up to a maximum gross
loss ratio ranging from 62.91% to 65%. Maximum losses ceded under this agreement are limited
to 93% of the premimms eamed for policies written through December 31, 2010, and 90% of the
premiums earned for policies written thereafter, The ceding commission from Greenlight is
equal to 31% of Greenlight’s share of gross written premium, prior to the deduction of any
premiums paid for catastrophe excess of loss protection. Additionally, the Reinsured is allowed
a profit commission on a sliding scale basis for loss ratios under 42.26%. The current and prior
year (described below) ceding commmssions have been recorded as a reduction of underwriting,
acquisition, and other expenses in the accompanying statements of operations.

Effective June 1, 2009, the Reinsured entered into quota share reinsurance agreements with
Signet Star Re (Signet), Hannover Reinsurance (Ireland) Ltd. (Hannover), and Greenlight
Remsurance Ltd. (Greenlight) (collectively, the Reinsurers). Signet has a 30% participation.
Hannover and Greenlight each have a 35% participation.

Under the terms of the agreements, as amended June 30, 2009, the Reinsurers assume a
percentage (85% on policies written through December 31, 2009, and 75% on policies written
thereafter) of the Reinsured’s incurred losses and loss adjustment expenses, subject to several
exclusions. The Reinsured cedes a percentage {85% on policies written through Decemnber 31,
2009, and 75% on policies written thereafier) of their gross premiums, subject to several
exclusions, after deducting a portion of the cost of the excess of loss reinsurance treaties,
described below. The quota share agreements with Signet and Hannover expired on May 31,
2010, while the agreement with Greenlight expires on May 31, 2011.

The remsurance agreements are subject to loss retention corridors, whereby the Reinsured retains
losses above a minimum gross loss ratio ranging from 25% to 33% up fo a maximum gross loss
ratio ranging from 37% to 42%. The lunitations on maxinnun losses ceded under this agreement
vary by participating reinsurer., The ceding comunission from the Reinsurers is equal to a blended
rate of 31.07% of the Reinsurers’ share of gross wiitfen premium, prior to the deduction of any
premuuins paid for catastrophe excess of loss protection.

The Company did not enter mto or engage in any loss portfolio transfer for any lines of business
during 2010 or 2009.
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Notes to Statutory Basis Financial Statements
6. Reinsurance (continued)

The catastrophe excess of loss coverage is provided by agreements with commercial reinsurers
and by the FHCF. Coverage under the FHCF 1s linited to qualifving storms occurring in the
state of Florida. For the year ended December 31, 2010, the commercial excess of loss freaties
generally provide coverage on ultimate net losses of approximately $6,700,000 in excess of
$15,000,000, not to exceed approximately $13,400,000 for all occurrences. The FHCF provided
coverage for 90% of the losses from qualifying catastrophic events i excess of approximately
$27,200,000 up to a maximum of approximately $101,900,000, plus 100% of qualifying losses in
excess of approximately $5,200,000 (drop down layer) up to a maximum of approximately
$15,200,000. For the vear ended December 31, 2009, the comnmercial excess of loss treaties
generally provide coverage on ultimate net losses of approximately $129,500,000 in excess of
$6,870,000, not to exceed approximately $244,800,000 for all occurrences. The FHCF provided
coverage for 90% of the losses from qualifying catastrophic events in excess of approximately
$101,300,000 up to a maximum of approximately $498.300,000, plns 100% of qualifving losses
m excess of approximately $6,900,000 (drop down layer) up to a maximum of approximately
$16,900,000.

For 2009, the Company and its affiliated compauny, HomeWise Insurance Company, entered into
the commercial catasttophe excess of loss coverage agreements described above. The 2009
amounts shown above represent the Company’s share of the total agreement.

The FHCF provides coverage for named hurricanes only and provides no coverage after the one
time limit 1s exhausted. The drop down layer provides for one automatic reinstatement at 100%
of its original limit. Reinsurance premiums for the FHCF are paid on a total insured value basis.
In the event of a loss assessment, the Company may recoup the assessment from its
policyholders.

Effective June 1, 2009, the Company executed reinsurance premium protection agreements to
reinsure the reinstatement premium payment obligations which accrue to the Company under the
commercial catastrophe excess of loss agreements. The coverage is limited to 100% of the
original contracted reinsurance placement.

The Company’s remnsured risks are treated, fo the extent of the reinsurance, as though they are
risks for which the Company is not liable. However, the Company remains liable in the event the
reisuring entities do not meet their obligations under the reinsurance agreements. Given the
quality of the reinsuring entities, management believes this possibility to be remote. See Note 5
for recoveries from reinsurers relating to paid and unpaid losses and LAE.
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Notes to Statutory Basis Financial Statements
6. Reinsurance (continued)
The effects of reinsurance on premiums written and earned are as follows:

Years ended December 31,

2010 2009
Written Earned Written Earned
Direct premiums $ 6,119,533 § 82,240,650 $ 160,368,923 § 178,187,470
Assunted premiums - - (358,142) 1,076,433
Ceded premmms (9.961.650) _(77.351,360) _(146953.637) _(156.453.267)
Net premiums 5.(3.842.117) S_4880200 §__ 13057144 S__22810.636

The following table sununarizes the effect of ceded unearned premiums on the direct unearned
premiums reserve and provides the related connmission equity at December 31:

2010 2009
Direct unearned premiums § 3,731,439 § 79.852.556
Ceded uneamed premiums (3.636.385) (71.026.095)
Uneamed premiums, net S a2 3,054 §__8.826 461

Cominission equity, net h) (903.000) $(19.901.000)

The following table shows the effect of reinsurance on loss and loss adjustment expenses
mcurred:

Years ended December 31,

2010 2009
Direct losses and loss adjustment expenses incurred $ 44,228,185 5109477975
Assumed losses and loss adjustment expenses incurred 75,264 (8,567,013)
Ceded losses and loss adjustinent expenses incurred (18.153.819) _(74.515.602)
Losses and loss adjustment expenses incurred, net $.26.149.630 $_26.395.360

At December 31, 2010 and 2009, unsecured reinsurance recoverables on paid and unpaid losses
and LAE and unearned premiums by reinsurer that were equal to or greater than 3% of surplus
are as follows:

2010 2009
Signet Star (Berkley Insurance Company) $ 1,495,000 $ 12,183,000
Florida Hurricane Catastrophe Fund 892,000 10,753,000

For the years ended December 31, 2010 and 2009, recoveries under reinsurance contracts
amounted to $22,793,223 and $92,416,072, respectively.
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Notes to Statutory Basis Financial Statements
7. Policy Assumption Agreement

The Company had cancellations or other policy adjustments on assumed written premiums of
$(358,412) during 2009 (none in 2010) under a policy assumption agreement with Citizens. The
Compauny provides a ceding commission to Citizens at a varying rate based on the aggregate
number of policies assumed to cover the acquisition costs incurred by Citizens.

8. Income Taxes
Income before federal income taxes differs from taxable income principally due to differences in
loss and LAE reserves and unearned premiums for tax and statutory basis financial reporting

purposes,

State income taxes are classified as taxes, licenses, and fees in the NAIC Annual Statement and
as underwriting, acquisition, and other expenses in the accompanying statements of operations.

A. The components of net deferred tax assets (DTAs) and deferred tax liabilities (DTLs) at
December 31, are as follows:

2010
Ordinary Capital Total
Total gross DTAs $ 7,398,227 $ - S 7,398,227
Total gross DTLs - - -
Net DTA 7,398,227
Nonadmitted DTASs 7.398.227
Net admifted DTA S -
Increase m nonadmitted DTAs $_5.346.302
2009
Ordinary Capital Total
Total gross DTAs $ 2.078.604 % - § 2,078,604
Total gross DTLs 26,679 26.679
Net DTA 2,051,925
Nonadmitted DTAs (2.051.925)
Net admitted DTAs $__ -
Increase in nonadmitted DTAs $ 1.776.874

The Company has not elected to admit additional DTAs pursuant to SSAP 10R,
paragraph 10(e} at December 31, 2010. The current period election does not differ from
the prior reporting period.
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Notes to Statutory Basis Financial Statements

Income Taxes (continued)
The amount of each result or component of the calculation, by tax character, of paragraphs
10.a., 10.b.1., 10.b i, and 10.c. are as follows:

2010
Ordinary Capital Total

Can be recovered through loss carrybacks
(10.a.) s - $ - 5 -
Lesser of:
Expected to be recognized within one
year (10.b.1.) - - -
Ten percent of adjusted capital and
surplus (10.b.11.) 503,100 - 503,100
Adjusted gross DTAs offset against
existing DTLs (10.¢.) - - -
Risk-based capital level used m paragraph
10.d.:
Total adjusted capital 4,316,441
Authorized confrol level 1,291,153

2009
Ovrdinary Capital Total

Can be recovered through loss carrybacks
(10.a.) $ - $ - $ -
Lesser of:
Expected to be recogmized within one
vear (10.b.1.) - - -
Ten percent of adjusted capital and
surplus (10.b.11.) - - -
Adjusted gross DTAs offset against
existing DTLs (10.c.) 26,679
Risk-based capital level used in paragraph
10.d.:
Total adjusted capital 17,288,501
Authorized control level 5,980,770

26,679

The following amounts resulting from the calculation in paragraphs 10.a., 10.b., and 10.c.
are as follows:

2010 2009
Admitied DTAs S - $ -
Admitted assets 21,070,050 90,734,786
Statutory surplus 4,316,441 17,288,501
Total adjusted capital 4,316,441 17,288,501
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Notes to Statutory Basis Financial Statements
8. Income Taxes (continued)
B. Unrecognized DTLs:
Not applicable.
C. Current tax and change in deferred tax:

The provistons for income taxes incurred on earnings for the years ended December 31

are:
2010 2009
Current year income {ax expense $ - $(2,724.398)
Prior vear under (over) accrual 35,588 (25.151)
Current income taxes incurred S a0 88 §.(2.749.549)

The tax effect of temporary differences that give rise to significant deferred tax assets and
deferred tax liabilities is as follows:

December 31,

2010 2009 Change
Deferred Tax Assets:

Discount on unpaid losses and LAE § 436,997 $§ 878,652 § (441,655

20% of unearmed premiums 6,464 600,199 (593,735)

Nonadmitted agsets 2,246 91,258 (89.012)

Organizational costs 58,570 64,193 (5.623)

Charitable contribution 170 170 -

Net operatmg loss 6,893,780 444 132 6.449.648
Total DTAs 7,398,227 2,078,604 5,319,623
Nonadmitted DTAs (7.398.227) _(2.051.925) .(5.346302)
Admitted DTAs - 26.679 {26.279)
Deferred Tax Liabilities:

Depreciation of fixed assets - 4,954 (4,954)

Other - 21.725 (21.725)
Total DTLs - 26.679 (26.679)
Net admitted DTAs 8 e m——— O - 3 -
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Notes to Statutory Basis Financial Statements
8. Income Taxes (continued)
The change 1n net deferred income taxes 1s comprised of the following:

December 31,
2010 2009 Change

Total gross DTAs $ 7,398,227 $ 2078604 §$ 5,319,623
Total gross DTLs - 26.679 (26.679)
Net DTA $_7.398.227 $ 2051925 5,346,302

Deferred tax on change in net
unrealized capital gains -
Change 1n net deferred income tax $ 5.346.302

D. Reconciliation of federal income tax rate to actual effective rate:

The significant book-to-tax adjustments were as follows:
Percentage of

Pre-Tax
2010 Income

Provision computed at statutory rate 3 (5,225,213) (34.00)%
Change in nonadmitted assets 39,012 0.58
Other (174.513) a.14)
Total SGE310T1 ___(3456%
Federal mcome tax 8 35,588 0.23 %
Change in deferred taxes (5.346.302) (34.79
Statutory income taxes $(5.310.714) _____ (34.56)%

E. Operating loss and tax credit carryforwards and protective tax deposits:

1. At December 31, 2010, the Company had no unused capital losses and $20,275.823
of net operating loss carvyforwards available to offset future taxable income.

2. The following 1s income tax expense that 1s available for recoupment in the event of
future net losses:

Year Amount
2010 S -
2009 -

3. The Company did not have any protective tax deposits under Section 6603 of the
Internal Revenue Code.
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Notes to Statutory Basis Financial Statements
8. Income Taxes (continued)
F. Consolidated federal income tax refurn:

The Company's federal income tax return is consolidated with the following:

HomeWise Holdings, Inc.
HomeWise Insurance Company
HomeWise Management Company

The method of allocation between the compaunies 1s subject to written agreement,
approved by the Board of Directors. Allocation 1s based upon separate return calculations
with current credit for net losses. Intercompany balances are settled quarterly.

9. Capital and Surplus

The Company has authorized 2,000,000 shares of $1 par value common stock, of which
1,500,000 shares are issued and outstanding at December 31, 2010 and 2009, HHI is the sole
shareholder. HHI made a $2,000,000 cash contribution of additional paid-in capital in 2010 and
2009. No other classes of common or preferred shares were issued during 2010 or 2009.

Property and casualfy insurance companies are subject to certamn Risk-based Capital (RBC)
requiremients as specified by the NAIC. Under those requirements, the amount of capital and
surplus mamtained by a property and casualty msurance company 15 to be detenmnined based on
the various risk factors related to it. The Company is in compliance with the RBC requirements
at December 31, 2010 and 2009.

The maximum amount of dividends that may be paid by property and casualty imsurance
companies without prior approval of the Office 1s subject to restrictions relafing to statutory
surplus and net income. Furthermore, in accordance with the Company's Certificate of Authority
Consent Order, during the first three vears of operations it may only pay dividends that are
approved m advance by the Office. The Company did not declare or pay any dividends during
the years ended December 31, 2010 and 2009.

10. Reiated Party Transactions

The Company is a wholly-owned subsidiary of HHI and is affiliated with HIMC and HIC, which
are also wholly-owned subsidiaries of HHIL
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Notes to Statutory Basis Financial Statements
10. Related Party Transactions (continued)

Effective July 1, 2010, the Company executed a Policy Rights Agreement with HIC whereby the
Company sells all of ifs rights, fitle, and interests in policy information developed by the
Company to HIC. The agreement 1s in furtherance of the Company’s discontinuance plan filed
with the OIR and 1s intended to provide HIC with the information necessary for HIC to determine
which of the Company’s policies will be offered replacement coverage with HIC. As
compensation for the policy rights, HIC will pay a fee equal to 5% of HIC’s direct written
premium related to the replacement coverage. Payment will be made quarterly and is due within
45 days of the end of the calendar quarter. Additionally, policies were transferred to HIC that
were to be offered replacement coverage by HIC and that acknowledged HIC as primary obligor
for loss responsibility as of June 1, 2010. In consideration of the acceptance of the loss
responsibility on these policies, the associated unearned premiums were remitted to HIC. The
total amount of premium transferred to HIC under this agreement during 2010 is $40,228.661
and 1s recorded as a reduction of the Company’s direct written premium. Also, in recognition of
the disproportionate allocation of FHCF costs associated with the policy transfer and its related
activity, the Company transferred $3 nullion of FHCF premiums to HIC.

Effective June 1, 2010, the Company executed an Assumption Reinsurance Agreement with HIC,
whereby the Company cedes, and HIC assumes, 100% of the liability of the Company under the
policies assumed by HIC arising on or after the effective date. As compensation, the Company
transfers 100% of the unearned premivm of the assumed policies as of the effective date to HIC,
less a ceding comunission. The tofal amount of premium assumed by HIC during 2010 is
$403.198.

During 2010, the conmuissions relating to the Policy Rights and Assumption Reinsurance
Agreements totaled approximately $4,090,000 and are reported as a reduction of underwriting,
acquisition, and other expenses.

Effective May 31, 2006, the Company entered into a managing general agency agreement with
HMC. Pursuant to the agreement, HMC provides to the Company premium billing, claims
management, and underwriting functions. During 2010 and 2009, expenses incured related to
this agreement totaled $12.849.983 and $39,669,929, respectively. During 2010 and 2009, HMC
forgave $1,190,400 and $2,000,000 of those expenses, respectively.

Effective May 31, 2006, the Company entered into a service agreement with HHI. Pursuant to
the agreement. HHI provides capifal management services, investor management and relations,
and assists with overall general management of the Company. This agreement was terminated by
mufual consent, effective July 1, 2010. Durmg 2010 and 2009, expenses incurred related to this
agreement totaled $523,712 and $1,570,043, respectively. During 2010, HHI forgave $513,649
of those expenses. Additionally, in 2010 and 2009 the Company received capital contributions
from HHI (see Note 9).
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Notes to Statutory Basis Financial Statements

10. Related Party Transactions (continued)

The Company is also party to a Cost Allocation Agreement with HIC, HMC, and HHI in which
expenses benefiting more than one company are allocated based upon direct allocation or
revenue allocation rules, whichever is most appropriate for the expense. As a result of the Cost
Allocation Agreement and the other transactions described above, the Company has a receivable
due from HIC of $5,254,595 and $333,407, at December 31, 2010 and 2009, respectively; a
receivable due from HMC of $1,974,435 and $5,533,989 at December 31, 2010 and 2009,
respectively; and a receivable due from HHI of $513.649 and $726,646 at December 31, 2010
and 2009, respectively.

il. Premiums Produced by Managing General Agents or Third Party Administrators

The Company uses a managing general agent, HMC, to write and administer insurance products.
The total premium produced and serviced through the contract during 2010 is summarized
below. The Company retains underwriting authority for all policies issned under these
agreements.

Type of Type of Direct
Exclusive Business Authoerity Premium
Name and Address FEI Number  _Contract Written Granted Wriilten
HomeWise 20-3395152 Yes Homeowners Binding, § 45758013
Management premimm
Company. Inc. collection,
18302 Highwoods claims
Preserve Parkway, adjustment, and
Suite 110 underwriting

Tampa, FL 33647
12. Leases

On May 3, 2007, the Company entered info an operating lease agreement for office space in San
Antonio, Texas, which was effective July 6, 2007, through July 31, 2012. The Company
termiated this agreement in November 2010.

In addition, the Company pays rent to HIC under the Cost Allocation Agreement for facilities it
uses i Tampa, Florida. These facilities are leased by HIC from a third party. The Company
recognized rent expense of $166,100 under this agreement. Through July 1, 2010, expenses
associated with this lease were allocated equally between the Company and HIC. Subsequent to
July 1, 2010, expenses were no longer allocated to the Company in accordance with the plan of
discontinuance.
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Notes to Statutory Basis Fmancial Statements
12. Leases (continued)

Total rent expense for leases was $248,503 and $340,103 for the vears ended December 31, 2010
and 2009, respectively. The current year rent expense includes $166,100 in remmbursements
made to HIC for the Company's share of the rent expense for the Tampa, Florida, office space
operating lease.

13. Reconciliation of Annual Statement to Audited Financial Statements

Differences exist between amounts reported in the audited statutory financial statements and
those reporfed m the annual statements of the Company for the year ended December 31, 2010,
resulting from reclassification of certain accounts and the turnaround effect of 2009 audit
adjustments that were processed in 2010. Presented below is a reconciliation of amounts
previously reported to the Office and those amounts appearing in the audited statutory financial
statements for the year ended December 31, 2010.

Audited
Financial Annual
Statement Statement Increase
Amount Amount (Decrease)
December 31, 2010
Total adinitted assets $ 21,070,050 § 20,558,453 § 511,597
Total liabilities 16,753,609 16,242,012 511,597
Total capital and swplus 4,316,441 4,316,441 -
Net loss 15,403,860 15,403,487 373
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SUMMARY INVESTMENT SCHEDULE Schedule 1
Gross Admeted Assefs as Reportad
inveskmen) Hoiginoe iy e Annba! Statement
[ t Categunes A“i_mﬁ Pameiz_age Amimi Pem:@ge

1. Honds:

15 LS, tremsury secunbe " (] 6.0
12 LS. govemment egenty obigations {exciuting mortgage-backed secusiins):
121 lesued by LS. o i - 0.0 Bl
122 issued by U.S. government g v S A1
13 NanlLS. govemment intluding Conada, excluding mirgage-backed securies) B
14 Setunfes issued by states, larniories and possessions and political subdbvisions in e US.
141 Ehsles, lnmiotes and possessions general obligstions 0.8 e BB
142 Pofticsl subdivisions of sfates, fermtories & | & poktics! subdvisions general obigatons ... (£ £}
143 Ravenusand 1t obligatior o 08 e ]
144 Idustial davelopment and simiar ob¥ HEY ]

15 Morigage-backsd securites finckades residentiz) and commerdial MBS);
151 Passhough secariies:

1511 Issued or guaranised by GNMA

See report of independent auditors.
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3512 Issued or guaraniaed by FNNA and FHLMC aL 80
1513 A other, be i1
152 CHOs and REMICS:
1.52% issued or guamnieed by GNMA, FNMA, FHLMC or VA i3 e
1522 Issued by non-U.S. Govemment issuers and coflaleratzed by morgage backed
seqyrities issead or gusmnleed by agencies showr in Line 1.521 i 06
FBED ABIABT.. . o.ooooooeosorem s ussernstsiersso sisssas ssesanissoss s s assresioseas s seanmss st msessssseesosstoeesensocinsescoscessens | v G4 Eel
2 Othe: debt and vher fixet! income securties lexcluging shon-em):
2% Ungtialed domesto seturities finclutdes credi tenbnt l0ans and HYbIY SBCEMIES]........ocun oo | ot | o Uil B¢ X1
22 Uraffistd nontUS, secuifes finthuding Censde), 131 2D
23 Afgated oe i}
3. Eguityinterests:
31 i muts funds NN 1) 131}
32  Preferred soths:
32t AEated.....o. kb e b 4 4 £ e . 1)
322 Unafffated - » (3]
33 Pubily fraded equily securties {exciding preferred siocks):
331 AfiZaled. - 68 ]|..-. 00
332 Unaffsated...... (R RPN PRI i)
34 Other equity securites:
34t Afizated - 1} H 11}
342 Unafffaied S 05 00
35 Oiher equity inferests including tangidie persenal propey undef lease:
351 AfZaled -
352 Unafiizted
& Morgage loans:
41 Construcion and iand development - o0 il
B2 AGFOURHIE ..o eccemons e semeresmse s e ssss s st ot ot s s e ettt e ael.- 1)
43 Single femby residential properfes. oG 0B
44  Muffandy residential properies ;] 06
45 Gt Satloans DG Lo sissiocss | crtvenrannnad 0.0
46  Mezzaning red! eslale oens. eeveeer 0.0
5 Real pstale invesimends:
1 Propery ocoupied by company, OOV SR - 0g Y]
52 Property held for prodacton of income fntiuding 3.0 of property scquired in satisfaction of debf il 8.0
53 Property held Yorsale fnduding $........0 propery scgsred in satisfaction of debt)...... 0g B8
B Confract ans 0.0 1]
7. Receivabies f securities. 3] . 40
8, Cash, tash equivelents ang shot-ierm westments... 40 T4 ). 1000
8. Dtherinvesled assels 08 kel)
10, Tolak invesied sssels._ N PR ] P _CE_U_ oo TZFI00 | 1000
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(AR R

-t 2 B 2 2 1 8
SUPPLEMENTAL INVESTMENT RISKS INTERROGATORIE
For the year ended December 31, 2010
{To be fited by April 1)
Of HomeWise Preferred insurance Company
Address {City, State, Zip Code): Tampa FL 33647
NAIC Group Code....4111 NAIC Company Code.....12562 Employer's ID Number..... 204791515

Schedule 2

The Investment Risks inlerrogeiories ave to be Bed by April 1. They are alse 1o be included wih the Aufited Staluteey Finands? Stztements,
Answer the following inferrugatories by reporting the spplicable U.S. dofiar amounts and percenteges of the repurting enbiy's tolel adimitied
assets heid i St category of nvestments.

1. Reportng entify's intel admilted assels 5 reported on Fage 2 of this annual stalemend. $ . 2555454
2. Tenigestaposises 1 3 Single issuerbomowerfinvestmant
1 2 3 4
Perceniege of Tola
ksuer Description of Exposure Amnunt Admitted Astets
2D% Federnied nvesiors . Nioney Market Prein: Cash ObEgations Fund $.. AZBTE ... 265T0%
208 unTristBank..... Certficates of Deposit .. $. LDBAS . 4854 %
283 Figrida Dept of Fin, Senvicss Treasury Gash Fund Deposit $....383309% . 31715%

IO £ |- S 0516 %
250% ......0012%
SOV, . £ 1.: -3
9900 %

1006 %
00 %

cereren 000 %

204 sonTrastBienk..
205 Wachowia Bank.
206
207
208
208
215 rear e ve e nbarear,

Cendicate of Deposi
Cerfificate of Depost.

!
H
H
!
bl G

e

H
H
=

-

3 Amounts and penentages of the mporing entty's lotal admitted essels held in bonds and preferred stocks by NAIC rafing.

Bends ] 2

k1o -1

307 NAIGZ

303 NAIGS

305 NAICE. s SR b e 48 S £t e b et
3068 NAICE e

Preferret Stocks

g7 PRPA 3

308 PRP2... i 13

5.

5

Y R

363 FRP-3.
33 PRPA
391 PRPE
312 PRPE....

4. Assels hed in foreign westmenls:
a8t Are pssels heid in foreign investments less than 2.5% of the reporting entity's lotal admitted assats? Yes{X] Noi ]
Hresponse 1o 4.01 above Is yes, responses are nut required for interrogatories 5-10,
402 Yols! sdmitted assels held in foreign investments
403 Foreign-cumency-denominated investments
404 insarance lebfties denominaled in that same foreign currency

5 Apgregate foreign Investrient exposure categorized by NAIG sovereign rebing:

501 Countries raled NAICY_.., §
502 Countries raled NAIC.Z e | S y
503 Courdries rated NAIC-S 08 BEIOW. oo 5 SUNRON . £« ] -2
6. Largest foregn vestment exposures by county, categorized by e country's NAIC stvereign rating:
Cedries mtad NAIC-1: 1 2
601 Counry ¥
802 Counlry .
Countfies raled NAIC.Z:
E03 COUMIY 12 et et B & e LIRERY
644 Country 2 eeners e § O i1 iR
Couniries rated NAIC-2 o below:
EOF Country 1: S LSRRI 11 .11 -3
608 Coutdty 2 e . 5 G000 %
1
¥ Aanrensle wihedned foteinn cumency exposure: | SOIRUVRTOND -1 . ¢
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8. Aggregats unhedged foreign cuttenty exposiie calegerized by NAIG sovereign rating: 1 2
801 Countries raled NAIC . | 0.000 %
802 Countries rated NAIG-2 b et e Bt e et e 3 .
8.03 Couniries rated NAIG-3 or befow. - 3 G000 %

9 Lapest unhedged forelon cumency exposures by country, cateporzed by the coundry’s NAKS sovensian sating:

Countries reted NAIC-1: 1 2
S8t Cosdry & y o s 0000 %
582 Counlry Z - 3 S 0000 %

Caountries reled NAKS-2
503 Couniry & et e & PRVORU—— (13 Y
504 CounlvZ § 0500 %

Cutiritties raled NAIG-3 o bedow:
905 Couniry & S 13 RO 1511, 3
808 Country > . $ DUURPRN £ (% 3

50 Ten kargest non-soveresan §i.e. noo-goversmeniali forsign ksues:
1 2
Issuer NAIC Rafng 3 4
L S Y $ - 0000 %
1962 o & - 000 %
1003 . - S $. 5,080 %
1004 . S - e & » 0.080 %
1005 .. reansir e 4 - 0000 %
1607 . e §
10,08 - [
10.09 SR
w0 . o 3
11, Amoents and percentages of e teparing entity's tofs! admitted assets held in Canadian ivestments and rhedged Sangdlian

CUNENEY EXpOSIE:
1141 Are assels heid in Canadian ivestments fess fhan 2.5% of e reporing endly's fota! admitied assets? Yes[XI Noj }

# response o 11.01 Is ves, dels? is not recuired for S remsender of inferrogatory 11.
11.02 Tolsf admitted assets held in Canadan ivestments
1153 Canadien curnency-Sanominated fvestments
11.04 Canadi iripted | fiabiites
1405 Lnhedged Canadian currency exposune

o a0

12 Reportaggregats emounts and percentages of the reporting entity's total sdmitted sssals held in invesiments with contractd sales restrictions,
1201 A pssets held i investments with contrattual sales restiztions less then 2 5% of the reportng enty's toiel

adminted assels? Yes{X} Mol ]
#response 1o 12.01 is ves, responses are not required & the remalnder of Infermgalony 12
1 Z 3
1202 Aggregete 1 vatue of 2 with cont | saies restrickons; LTRSS 1
Largast thras invesiments with contractusl sas restriclions:
1203 . JOPRVOR. P :
E7 - R
1208 s . . i &

13 Amounts and poroentages of admitisd assets heid i the ten lrpest equity interests:
13,61 Are assets heid in eqully inferest Jess than 2 5% of the reporting enfdy's folal admitied assefs? Yes[X] Nof
if response o 13.01 sbove & yes, responses are not required for the remainder of interrogatory 13,
1 Z 3
N Issuer
1362 et
1303 ...
1504
1365
13.08
1309 .
1310 ..
1311 e vt

T BN EM ER NN SR A IR 0

14, Amounts and percentagss of e reponing enbly's itel admitted assets held in notialiSated, privately pisced equifes:

14.01 Are sssels heid in nomaffiated, prvately placed equities less than 2 5% of the reporting entity’s ofal sdmitted assets” YesiX) Nel i
Hf respanse to 14.01 above s yes, responses are nol reguired for the remainder of Interrogatory 14.
H z 3
1402 Aggregets statement value of investments held in nonatiizled, privately placed equities: | . 1 . 1 -1
tamest thees invesiments hett in honatiisted, privately placed equites:
1403 . § SO cF.1 .1 54
1404 e 5. e raen AL KR %
1545 § - (500 %
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15

Amounts end percentages of the reportng entity's total edmitied assets held in ganeral purihershis interests;
15.01 Are essels hekd in genered parinership inferests less than 2.5% of the reporting enbty’s tolsf sdmitied assets?
 reepanse b 15.01 2bove s yes, responses ere not requited for the remainder of Interrogaiory 15.

1 2z 3
15.02 Aggregele stalement value of investments held i generst parinership inferests: IR | 1 (34
tagestthree b in gensre! ¥p interesls:
1503 | — e SO %
15.04 S L LD %
1505 % 0,000 %
Amounts and pertenisges of fie sepotling entiy’s tolal admitied assets held inmorinage loans:
1609 Are modgene loans reported in Schedule B less Bat 2.5% of tha repoiting entity's tol? sdmBled assets?
# mesponse %o 1607 sbove is ves, respontes ie not reguired for the remaindsr of Inferrogatory 16 and Inlermogatony 17.
1 2 3
T esidantal inf, Agriculfural;
FBIB2 e et e e e ek A AP P S P44 A5 ot 850 e b e & GO %
1663 $ - G000 %
T B e koo s e o b 8 eSS 3 . G030 %
1605 |3 N 0,000 %
1506 o % JURO . 311 11X
L L O S O 3 GOH0%
1608 .. s " 6.000 %
16.08 |3 v G000 %
16,18 5. o 0000 %
1811 |- 0.000 %
Amount and percenitage of the repoiting ently's tolal adritied assels held in the foiowing calegories of morgage loans:
Losrs
18.12 Conslruction omns,.._........ § 0000 %
16.13 Mongene foans over 96 days past dus e § rermener e K1 006 %

16.14 Morigage ioans in the provess of foretiosute........

16.15 Mortgage inans keecins

§ SHEGE
........... . 3 4000 %
16.18 Restruciured morigzge bans e S i 406 %

Bpgregate motgags lans having the fotlowing ken-do-value rafios o defermined froms the most cumrent apgraise! os of the ennue

siatement date:
LopndoNaes Residential
1 Z 3
£10% abova $5% . &
Y62 B9 1w 95% $ .
1763 8% 0 90% |3
17.04 743 & B0% ari & 0000 % 5.
17.65 below 70% & OO0 % S

Amotnis and percentages of the reporting entity's folal admétied assels held in each of e five targest investments in resl estate;
15.01 Are assels held it rusl estele reportad less than 2.5% of Lha reporting entity's toks! admitted assels?

¥ resporise fo 18 01 shove & yes, responses ave nict fequired for the retmander of Inferrogslory 18,
Largest Fee investments in any one parosl or group of contiguous parcels of real estate.

Descriphion

1802 -
18.03 -
6.4 S onnon

18.05
1806

Repord aggregate amounts and pereentages of the reporting enity's tolaf admilted assets heid in ivestments heit in mezzenine read estale loans.

Yes[X] Nef }

YesfX] Nef §

YesEX] Mol

1901 Are assets hefd in investments held in mezzaning res! estale loans Jess than 2.5% of the reporting entity's admitted assels? Yes{X] Nof ]

¥ response to 19.01 ks ves, responses ate nof reguired far e remainder of intermogatory 19,

1 H 3

1502 Aggregats statement value of nvesiments heid in mezzanine real estale bans: | SR £ 3

Eargest three investments held in mezzaning regt estate loans.
1903 $ s .00 %
BB e § e AL D %
805 " S o B IO 11+ 54
Amounts and percentages of the reporing entty’s tolal admilled assets subject o tie kifiowing types of agreements’

b oy s I
1510 2 Qi 3rd QY
1 2 3 4 5

2001 Seruries lending ayreements (do hot indude assets

Treid &5 colipierat for suth PRRSELENGY.... . e e s L% § | S »
202 Repurchese ag . B 0000 % § - §
2503 Reverse repirch e s e | OO0 % S -4 - &
20.04 Dofar repurchase ag et 1 et et e e b e e e $ . 0003 % & .8 §.
2005 Dofiar reverse repurchase a4 . O AUPR GO % & Seon s
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23.

Amunts and percenteges of the reporfng entity’s Iotal admétled atsets for warrands not attached ks olber financial instruments, opSions, taps end Sors:

Ouwned
i z
2101 Hedging $ ‘ o000 %
2102 Income genereli s. o000 %
2103 Other g D000 %

Amounls and percentages o the reporting entity's iotal admétted assets of potential exposure for coBiars, swaps, and forwards:

A Year-End Al End 1 Each Qo
1stlir 2nd QY IOy
1 z 3 4 5
2201 Hednirg.... S R L0 % § | SRTORES S
2202 broome goneraliott e 5. 0.000% §. [ S— e s
2203 Rephrations g DODO% 3 s §
2254 Otfer — £ GoB0% & 3 5
Amounts and percentepes of the reparling ently’s Ife? adnetied assets of polential expostrs for fulures conirads:
Al YearEnd At End of Each Quarter
sty Znd Q¥ 3rd O
1 Z 3 4 5
2301 Hedging 5 o DAOE % S 8 §.
2302 Income generption - [ U s £.1.1, 1 - -3 & .8
23.03 Repheat S e Bvrmssrssmrimeias GO0 % & oo 5.
2304 Ohet e $o G000 % §. . & $

See report of independent auditors.
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7.1

7.3

9.1

9.2

HomeWise Preferred Insurance Company
Selected General Interrogatories Relating fo Reinsurance

December 31, 2010

Has the reporting entity reimsured any risk with any other entity under a quota share reinsurance
contract that includes a provision that would Hmit the reinsurer's losses below the siated quota share
percentage {e.g.. a deductible, a loss ratio corridor, a loss cap, an aggregate limit, or any similar

Schedule 3

PLOVISIOTIS F7 oo teteee e ee e bete et e tetsse e eessasesteaeassea e bt embene e aea vaeremennra et e vt 14 a2 s et st s e st 42t eneeeeen et eemnee et emnmevestas Yes[¥i Nol |

If yes, indicate the mumber of reinsurance contracts containing such provisions. ... revvsiseereseevennn

I ves, does the amount of reinsurance credit taken reflect the reduction in quota share coverage

Has the reporting entity ceded any risk under any reinsurance contract (or under multiple contracts
with the same reinsurer or its affiliates) for which during the period covered by the statement: () it
recorded a positive or negative underwriting result greater than 5% of prior year-end surplus as
regards policyholders or it reported calendar year written prennum ceded or year-end loss and loss
expense reserves ceded greater than 3% of prior year-end surplus as regards policyholders; {##) it
accounted for that contract as reinsurance and not as a deposit; and (7#7) the contract(s) contain one
or more of the following features or other features that would have similar results:

{a) A coantract term longer than two years and the contract iz noncancellable by the reporting
entity during the contract term;

(b) A limited or conditional cancellation provision under which cancellation triggers an obligation
by tlie reporfing entity, or an affiliate of the reporting entiry, to enter into a new reinsurance
contract with the reinsurer, or an affiliate of the reinsurer;

{c} Ageregate stop loss reinsurance coverage;

() A unlateral right by either party to commute the reinsurance contract, whether conditional or
not, except for such provisions which are only triggered by a decline in the credit status of the
other party;

(e) A provision permitting reporting of losses, or payment of losses, less frequently than on a
quarterly basis (unless there is no activity during the period); or

{f) Payment schedule, accowmulating retentions from multiple years or any feature mbherently

designed to delay timing of the reimbursement to the ceding entity. .........oooecvcrroeveYes L

Has the reporting entity during the perdod covered by the statement ceded any risk under any
reinsuraice contract (or inder nmitiple contracts with the same reinsurer or its affiliates), for which,
during the period covered by the statement, it recorded a positive or negative underwriting result
greater than 5% of prior year-end surplus as regards policyholders or it reported calendar vear
premium ceded or year-end loss and loss expense reserves ceded greater than 5% of prior year-end
surplus as regards policyliolders; excluding cessions fo approved pooling agreements or to captive
insurance companies that are directly or indirectly controlling, controlled by, or under common
control with (7} ene or more unaffiliated policyholders of the reporting entity, er (i) an association
of which one or more unaffiliated policyholders of the reporting entity is a member, where:

(a} The written premium ceded fo the reinsurer by the reporting entity or its affiliates represents
fifty percent {50%) or more of the entire direct and assumed premium written by the reinsurer
based on is most recenfly available financial statement: or

{b) Twenty-five percent (25%) or more of the written premium ceded to the reinsurer has been
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HomeWise Preferred Insurance Company

Selected General Interrogatories Relating fo Reinsurance

93 ¥ yes to 9.1 or 9.2, please provide the following information in the Reinsurance Summary
Supplemental Filing for General Interrogatory 9:

{a) The aggregate financial statement impact gross of all such ceded reinsurance contracts on the
balance sheet and statement of income;

(b} A summary of the reinsurance contract terms and indicate whether it applies to the contracts
meeting the criteria in 9.1 or 9.2; and

{c} A brief discussion of management's principle objectives in enfering inte the reinsurance
contract including the economic purpose to be achieved,

9.4 Except for fransactions meeting the requirements of paragraph 31 of SSAP No. 62, Property and
Casnaify Reinsurance, has the reporting entity ceded any risk nnder any reinsurance contract (or
nmltiple contracts with the same reinsurer or its affiliates) during the period covered by the financial
statement, and either;
(2) Accounted for that coutract as reinsurance (either prospective or retroactive) under statutory
accounting principles (SAP) and as a deposit under generally accepted accounting principles
(GAAP): or o
{b) Accounted for that contract as reinsurance under GAAP and as a deposit under SAP?................Yes_| No |

9.5 Ifyes to 9.4, explain in the Reinsuwrance Summary Supplemental Filing for General Interrogatory 9
{Section D) why the confract(s) is treated different for GAAP and SAP.

See report of independent auditors.
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Glencoe Acquisition, ORGANIZATION CHART

Inc. HBK Fund, LP

First Home Acqusition Homewise Holding,
Corporation (FHAC) Inc. (HHI)

Homewise Preferred

Ins. Co. (HPIC)
First Home Insurance

First HomeFnancial || Agency, LLC (FHIA),
Corporation (FHFC) W also acting MGA for
FHIC

Homewise Insurance
Co. (HWIC)

First Home Insurance
Company (FHIC)
Homeowners Choice

Homewise
Management Co

(HCPCI) — Homewoners

(HMC) Choice Inc. (NASDAQ
HClI)






