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Receivership information:

Name of Homewise Insurance Company
Receivership

Case number 2011-CA-003221

Date of Conservation N/A

Date of Rehabilitation N/A

Date of Liquidation November 18, 2011
Scope:

As provided in the Provider Contract between the “Receiver of the Estate of Homewise
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 Insurance Company (the Company) (TIC 20-5935917) was incorporated in the
State of Florida on April 4, 2005, received its Certificate of Authority on December 5,
2005, and began operations on January 12, 2006.

The Company represented itself as a homeowner’s insurer, providing wind-only coverage
exclusively in the State of Florida.

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 Preferred Insurance Company
(HPIC), 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 $ 4,337,035 $ 2,651,949 $1,362,358
Net underwriting income (loss) | $ (981,843) $ 433,910 $(2,124,153)
Net income (loss) $ (384,201) $ 775,924 $(1,043,316)
Ending capital/surplus $ 9,152,355 $ 9,687,400 $8,395,814

Year 2009 Year 2010 YTD June 30, 2011
Premiums earned, net $ 4,555,001 $ 15,363,099 $3,300,326
Net underwriting income (loss) | $(1,946,732) | $ (2,450,755) $(13,062,632)
Net income (loss) $(2,102,955) | $(2,032,047) $(13,422,140)
Ending capital/surplus (deficit) | $ 20,262,170 | $ 18,799,788 $(2,084,080)
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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- Jamiel Andrew Akhtar
John Baker Gentry Jr.
Thomas Anthony Lee

William Edward Rose

Background/Events of Impact

HMC provided nearly all operating and management services for the Company and
HPIC, by contracting with outsourced vendors. HMC also paid the salaries and benefits
for the executives and managers of the group of affiliated Homewise companies. The
Company and HPIC 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 HPIC and the Company 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 HPIC to the Company 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 HPIC and the Company 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 were over
$6 million.
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Loss Reserves

An analysis and investigation of the loss reserve methodologies of HPIC and the
Company 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 entered into a note purchase
agreement and security agreements with the lenders. As security for the 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 Homewise
Holdings, Inc., 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 the Company and HPIC.

This arrangement resulted in improved financial position reported on the financial
statements of the Company and HPIC, 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 the Company and HPIC.

Conclusion

In conclusion, the insolvency of Homewise 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 Insurance Company, Years Ended
December 31, 2006 through 2010, and for the six months ended June 30,
2011

Exhibit 2 - Organizational Chart: Homewise Insurance Company and its Affiliates
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Thomas Howell
N Ferguson ra,

Report of Independent Auditors

The Board of Directors
HomeWise Insurance Company

We have audited the accompanying statement of admitted assets, Liabilities and capital and
surplus - statutory basis of the HomeWise Insurance Company (the Company), as of
December 31, 2006, and the related statutory basis statements of operations, changes in capital
and surplus, and cash flows for the year 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 audit.

We conducted our audit 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 m the circumstances, but not for the purpose of
expressing an opimion on the effectiveness of the Company's internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, ou a fest
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 audit provides a reasonable basis
for our opinion.

As described in Note 1, the accompanyving 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 compiehensive 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 maferial respects,
the adnutted assets, liabilities and capital and swplus of HomeWise Insurance Company as of
December 31, 2006, and the results of its operations and its cash flows for the year then ended,
o1 the basis of accounting described in Note 1.



Thames Howell

B. Fergosonrs,

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 imcluded in other financial
information as of and for the year ended December 31, 2006, are presented to comply with the
National Association of Inswrance Conunissioners' Accomnting Practices and Procedures
Manual and are not a required part of the statutory basis financial statements. This other financial
mformation has been subjected to the 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 is intended solely for the use of the Board of Directors and management of
HomeWise Insurance Company and state insurance regulatory authorities and should not be used
for any other purpose.

May 25, 2007



HomeWise Insurance Company

Statement of Admitted Assets, Liabilities and Capital and Surplus

- Statutory Basis

December 31, 2006

Admitted assets

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

Total cash and invested assets

Accrucd investment income

Premiums receivable

Reinsurance balances recoverable
Electronic data processing equipment, net
Receivables from parent and affiliates
Net deferred tax asset

Federal income taxes recoverable

Other assets

Total admitted assets

Liabilities and capital and surplus
Liabilities:
Loss and loss adjustinent expense reserves
Uncamed premiums, net
Reinsurance premiums payable
Accounts payable and accrued expenses
Payable to affiliates
Payable to Citizens Property Insurance Corporation

Total liabilities

Capital and surplus
Total labilities and capital and surplus

See accompanying notes.

$ 2,058,147
20,673,342

22,731,489

19,518
3,662,727
764,564
90,815
48217
183,011
780,575
104,365

$ 28,385,281

$ 80,702
2,663,052
12,652,500
1,160,934
1,489,850
1,185,888

19,232,926

9,152,355

§ 28,385,281



HomeWise Insurance Company

Statement of Operations - Statutory Basis

Year ended December 31, 2006

Underwriting income:
Premiums earned, net of reinsurance ceded $ 4,337.035

Underwriting expenses:

Losses and loss adjustment expenses incurred 240,555

Underwriting, acquisition, and other expenses incurred 5,078,323
Total underwriting expenscs 5,318,878
Net underwriting loss {981,843)
Net investment income 638,975
Other income {loss) {127)
Loss before federal incomc tax expense (342,995)
Federal income tax expense (41.200)
Net loss S (384,201)

See accompanying notes.
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HomeWise Insurance Company

Statement of Cash Flows - Statutory Basis

Year ended December 31, 2006

Operating activities

Premiums collected, net of reinsurance

Net investment income received

Losses and loss adjustment expenses paid
Underwriting, acquisition, and other expenses paid
Income taxes paid

Net cash provided by operating activities
Financing and miscellaneous activities
Other miscellancous sources

Net cash provided by financing and miscellancous activitics

Net increase in cash

Cash at beginning of year

Cash at end of year

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

See accompanying nofes.

$ 17,172,332
622,074
(409,917)
(4,504,711)
(827.303)

12,052.475

1,142,971

1,142,971

13,195,446

9,536,043

$ 22,931,489

S 20,673,342
2,058,147




HomeWise Insurance Company

Notes to Statutory Basis Financial Statements
Year ended December 31, 2006
1.  Summary of Significant Accounting Policies
Organization and Description of Company

HomeWise Insurance Company (the Company), a wholly-owned subsidiary of HomeWise
Holdings, Inc., an insurance holding company, is domiciled in the state of Florida. The Company
received its Certificate of Authority on December 5, 2005, and commenced operations on
January 12, 2006.

The Company writes wind-only 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
exposurc 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 permitted by the Florida Office of Insurance
Regulation (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 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
summarized below:

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

° Loss and loss adjustment cxpense reserves and uncarmned premiums ceded to
reinsurers have been reported as reductions of the related liabilities rather than as
asscts as would be required under GAAP,



HomeWise Insurance Company

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

Basis of Presentation (continued)

] Cash in the statement of cash flows represent 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 includes cash balances and
investments 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.

° Decferred 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 vear, 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 asscts
that can be offsct 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 are included in the computation of
deferred taxes, a deferred tax asset is recorded for the amount of gross deferred tax
assets expected to be realized in future years, and a valuation allowance is
established for deferred tax assets not realizable.

Other significant accounting practices are as follows:

Recognition of Premium Revenues

Premiums are recorded as eamed on a monthly pro rata basis over the contract period that the
related policies are expected to be in force. The portion of premiums not carned at the end of the
year is recorded as unearned premiums.

Cash, Cash Equivaients, and Short-term Investments

Cash and cash equivalents includes demand deposits with financial institutions and other highly

liguid investments with original maturities of thrce months or less. Short-term investments are
highly liquid investments with remaining maturities of one year or lcss.



HomeWise Insurance Company

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

The Company's financial instruments cxposed to concentrations of credit risk consist primarily of
its cash and cash equivalents, short-term investments, and premium revenue. 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.

All investment transactions have credit exposure to the extent that a counterparty may default on
an obligation to the Company. Credit risk is a consequence of carrying investment positions. To
manage credit risk, the Company focuses primarily on highly liquid debt instruments, reviews the
credit strength of all entities in which it invests, limits its exposure in any one investment, and
monitors portfolio quality, taking into account credit ratings assigned by recognized credit rating
organizations.

Electronic Data Processing (EDP) Equipment

The admitted value of the Company's EDP equipment and operating software is limited to 3% of
capital and surplus. The admitted portion is reported at cost, less accumulated depreciation of
§27,631 at December 31, 2006. EDP cquipment and operating software is depreciated using the
straight-line method over the lesser of its useful life or three years. Other fumiture and
equipment is recorded as a non-admitted asset and depreciated using the straight-line method
over the estimated useful life of seven years. Depreciation expense charged to operations in 2006
was $37,661.

Reinsurance

The accompanying statutory basis financial statements reflects reserves for premiums and losses
and loss adjustment expenses (LAE) net of reinsurance ceded (Notc 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
contract. 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 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 arc estimated using
individual case-basis estimates for reported losses and actuarial estimates for losses incurred but
not vet 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 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 estimated amounts included in the financial statements. The
Company does not discount 1ts loss and LAE reserves.

The anticipated effect of inflation is implicitly considered when estimating liabilitics for losses
and LAE. Whilc anticipated price mcreases due to inflation are considered in estimating the
nitimate 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 LLAE reserves are reported net of reinsurance recoverables for unpaid losses and LAE.
Losses and LAE ceded through reinsurance are credited against Josses 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, namely the Florida Insurance Guaranty Association (FIGA),
Citizens Property Insurance Corportation (Citizens), and the Florida Hurricane Catastrophe Fund
(FHCF), respectively. The activitics of this fund and these pools include collecting funds from
solvent insurance companics to cover losses resulting from the insolvency or rehabilitation of
other insurance companies or deficits gencrated by FIGA, Citizens and FHCF.

The Company’s policy is to recognize its obligation for FIGA, Citizens, and FHCF asscssments
when the Company has the information available to reasonably cstimate its liabilities. FIGA,
Citizens, and FIICF assessments are gencrally available for recoupment from policyholders and
as such, amounts assessed are recorded as a recoverable asset. As of December 31, 2006, the
Company had no outstanding notices of assessments.
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HomeWise Insurance Company

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

The Company calculates its state and federal income tax labilities 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 liabilitics, the disclosure of
contingent asscts and habilitics 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 statcments.

2. Regulatory Requirements and Restrictions

Florida Statutes Section 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
Statutes Section 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 an amount on deposit with the statc of Florida
to sccure the payment of claims. A cash deposit in the amount of $310,371 has been assigned to
the Office to satisfy this requirement. This deposit was included in cash and cash equivalents in
the accompanying statement of admitted assets, liabilities, and capital and surplus at December
31, 2006.

3. Investments

Short-term investments consist of U.S. Government 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 investment income are suminarized as follows:

Cash and cash equivalents $ 1,029,790
Short-term investments 65774
1,095,564

Investiment expenses:
Interest expense on funds held under

reinsurance agrecments {435,082)
Interest expense on arbitration (6,981)
Bank fees (14.526)

Net investment income S e 038975

1



HomeWise Insurance Company

Notes to Statutory Basis Financial Statements
4. Premiums Receivable

Premiums receivable includes 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 unearmed
premium. Premiums receivable is charged to bad debt expense in the period determined
uncollectible. Recoveries received on amount previously charged off are credited to bad debt
expense in the period received.

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

Premiums receivable, gross $  3.60606,143
Nonadmitted premiums reccivable (3.416)
Premiums receivable, net $  3.662.727

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.

(in thousands}
Loss and LLAE reserves at beginning of year 5 -
Losses and LAE incurred related to:
Current year 241
Prior years -
241
Losses and LAE paid related to:
Current year 160
Prior years :
— 160
Loss and LAE reserves at end of year $ 81

Anticipated reinsurance recoverables on unpaid losses and LAE are approximately $242,000 at
December 31, 2006. Reinsurance recoverables on paid losses and LAE are $250,000 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 exposure to loss within its capital resources. As of December 31,
2006, the Company's reinsurance program consisted of guota share and excess of loss reinsurance
for catastrophic events. Following is a summary of the reinsurance coverage.

12



HomeWise Insurance Company

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

Effective January 4, 2006, the Company entered into a quota share agreement that generally
provides coverage for 75% of all losses net of other reinsurance coverages. The reinsurer's
maximum liability per occurrence shall be limited to 75% of $20,000,000, and as respects to any
one risk shall be 75% of $4,000,000. The reinsurer allows the Company a ceding commission
percentage cqual to that of the Company's acquisition costs. Premiums ceded under the quota
share agreement, nct of reinsurer's pro rata cost of catasirophe coverages and ceding commissions
were $19,541,734 and $13,831,937, respectively, for the year December 31, 2006. The ceding
commissions have been recorded as a reduction of underwriting, acquisition, and other expenses
in the accompanying statement of operations. In addition, the reinsurer shall pay the Company a
15% profit commission on net profit to be determined at the expiration of the contract period,
May 31, 2007.

Effective June 1, 2006, the Company executed catastrophe excess of loss agreements in which
the coverage is provided by agreements with commercial reinsurers and coverage provided by the
FHCF. The excess of loss treaties gencrally provide coverage on ultimate net losses of
approximately $142,600,000 in excess of $5,200,000 per occurrence, not to exceed
approximately $158,700,000 for all occurrences. The FHCF provided coverage for 90% of the
losses from qualifying catastrophic cvents in excess of approximately $34,300,000 up to a
maximum of approximately $142,600,000, plus 100% of qualifying losses in excess of
$2.900,000 {drop down layer) up to a maximum of $10,000,000. For the year ended December
31, 2006, premiums of $13,110,945 and $6,223,942 were ceded under the commercial excess
catastrophe agreements and FHCF, respectively.

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.

Effective June 1, 2006, the Company exccuted reinsurance premium protection agreements to
reinsure the reinstatement premium payment obligations which accrue to the Company under the
private catastrophe excess of loss agreements. The coverage is limited to 100% of the original
contracted reinsurance placement. Premiums ceded under the reinsurance premium protection
agreement were $7,723,023.

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 contingently Hable in
the event the reinsuring companies do not meet their obligations under these reinsurance
contracts. Given the quality of the reinsuring companies, management believes this possibility to
be remote. See Note 5 for recoveries due from reinsurers relating to paid and unpaid losses and
LAE.
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HomeWise Insurance Company
Notes to Statutory Basis Financial Statements
6. Reinsurance (continued)

For the year ended December 31, 2006, the Company did not commute nor enter into or engage
in any loss portfolio transfer for any lines of business.

The effects of reinsurance on premiums written and earned at December 31, 2006, are as follows:

Written Earned
Direct premiums $ 37.776,317 $ 13,858,975
Assumed premiums 21,873,836 21,496,120
Ceded premiums (52.650.065y _(31.018.060)
Net premiums $__7.000.088 & __ 4337035

At December 31, 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 written premiums of $21,873,836 during 2006 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
commissions charged to operations in 2006 were $3,499,814.

8. 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 Statcment and
as underwriting, acquisition, and other expenses on the statement of operations.

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

follows:

Gross DTAs $ 252962

Gross DTLs {35.370)
Net admitted DTAs 217,592

Nonadmitfted DTAs (34.581)
Net admitted DTAs $ 183011

B. Unrecognized DTLs

There arc no unrecognized DTLs.

14



8.

HomeWise Insurance Company

Notes to Statutory Basis Financial Statements

Income Taxes {continued)

C. Carrent tax and change in deferred tax:

The provisions for income taxes incurred on earnings were:

Current year income tax expense $

Prior year over accrual
Current income taxes incuired

41,206

541200

The tax effect of temporary differences at December 31, 2006, that give rise to significant
deferred tax assets and deferred tax liabilities are as follows:

DTAs
Unpaid losses and LAE
Unearned premiuins

Nonadmitted assets
Gross DTAs

DTLs
Furniture and equipment

Prepaid expenscs
Gross DTLs

Statutory Tax Difference

$ 80,702 % 75,046 % 5,656

2,663,052 2,130,442 532,610

- 205,742 205,742

Statutorv Tax Difference
$ - § (87.033) § (87,033)
- (16,998) (16.,998)

Tax Effect
$ 1,923
181,087
69952
5__252.962

$  (29.591)
(5.779)
$__(35.370)

The change 1n gross DTAs of $252,962 and gross DTLs of $(35,370) is the change in net
deferred income taxes before the consideration of nonadmitted DTAs.

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

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

Provision computed at
statutory ratc

Nonadmitted assets

Other

Total

Federal income tax
Change in deferred taxes
Statutory income taxes

Effective
2006 Tax Rate
§ (116,618) (34.00)%
{69,952) (20.39)
10.184 296
S (176,386) (51.43)%
$ 41,206 12.01 %
{217.562) (63.44)

5. {176.386) (51.43)%



HomeWise Insurance Company

Notes to Statutory Basis Financial Statements
8. Income Taxes (continued)
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. The Company had no unused nect operating loss carrviorwards available to offset
future taxable income at December 31, 2006.

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

Year Amount
20006 % 41,206

F. Consolidated federal income tax return:

The Company files a consolidated income tax return with the following:
HomeWise Holdings, Inc.

HomeWise Preferred Insurance Company

HomeWise Management Company

9. Capital and Surplus

The Company has authorized 100,000 shares of $1 par value common stock, of which 100,000
shares are issued and outstanding. The parent company, HomeWise Holdings, Inc., is the sole
shareholder.

Property and casualty insurance companics arc 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 if. The Company's capital and surplus exceeds 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 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, 2006.
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HomeWise Insurance Company

Notes to Statutory Basis Financial Statements
16. Related Party Transactions

The Company is a wholly-owned subsidiary of HomeWise Holdings, Inc. (HHI) and is affiliated
with HomeWise Management Company (HMC) and HomeWise Preferred Insurance Company
(HPIC), which are also wholly-owned subsidiaries of HHL

Effective January 1, 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 2006, expenses incurred rclated to this
agreement totaled $12,994,250. As of December 31, 2006, the Company has a net payable due to
HMC in the amount of $1,489,850.

Effective December 5, 2005, the Company entered info a service agreement with HHL Pursuant
to the agreement, HHI provides to the Company 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 $591,640. As of December 31,
2006, the Company has a receivable due from HHI in the amount of $40,952.

The Company is also party to a Cost Allocation Agreement with HPIC, 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 expenses. As of December 31,
20006, the Company has a receivable due from HPIC in the amount of $7,625.

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

The Company uses a managing general agent, HMC, to writc and administer insurance products.
HMC has contracted with an unaffiliated service company to provide this function. 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 Management  20-3395152 Yes Wind-only Premiwm § 37,776,317
18302 Highwoods collection, claims
Preserve Prkwy adjustment,
Suite 110 binding
Tampa, FL 33647 authority, and
underwriting
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HomeWise Insurance Company

Notes to Statutory Basis Financial Statements
12. Lease Commitments

On September 2, 2005, the Company entered into an operating lease agrecment for office space
in Tallahassee, Florida, which is effective October 15, 2003, through October 31, 2008.

On May 1, 2006, the Company also entered into an operating lease agreement for office space in
Tampa, Florida, which is effective June 1, 2006, through May 31, 2011. The Company has the
option to rencw the term of the lease for an additional five year period at the prevailing rental rate
at that time, provided the Company gives the lessor written notice nine months prior to its intent
to renew the lease.

Approximate future lease payments under these operating leases are as follows at December 31,
2006:

2007 A 238,421

2008 236,969
2009 175,001
2010 182,048
2011 77077

$ 909.516

Total rent expense for the combined leascs was $166,386 for the year ended December 31, 2006.

13. Subsequent Events

On January 1, 2007 the Company terminated and commuted its quota share reinsurance
agreement with Glacier Reinsurance AG. Effective January !, 2007, the Company and its
affiliated company HomecWise Preferred Insurance Company (collectively, the Reinsured)
cntered into a quota share reinsurance agreement with Harlequin Insurance (Bermuda) SAC
Limited (the Reinsurer). Under the terins of the agreement, which expire on May 31, 2008, the
Reinsurer assumes 75% of the Reinsured's net liabilities for losses (loss and loss adjustment
expensc) 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 cedes
75% of their gross premiums after deducting the cost of the above referenced inuring reinsurance
to the Reinsurer. The Reinsured cedes 75% of their cover 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 their acquisition and overhead expenses. The agreement includes an Event
Cap for ceded losses of 44% of the ceded premium carned 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
share 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 bank.
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HomeWise Insurance Company

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

As of December 31, 20006, the Company had filed for arbitration regarding the Office's denial of
the Company's proposed 80% rate increase, which it had implemented under Florida's "Use and
File" Statutes. The pancl awarded the Company an approved rate increase of 75.4%. The effect
of the arbitration award is included in the accompanying statutory basis financial statements.

As of December 31, 2006, the Company was in negotiations with Citizens regarding ownership
of a $3.1 million reinsurance surcharge. The Company's position was that the surcharge was
properly ceded to the Company when it assumed policies from Citizens in January and March of
2006. Citizens maintained that the surcharge was improperly ceded to the Company and should
be returned. The Company has reached an agreement in principle with Citizens wherein the
Company will return 25% of the disputed amount to Citizens and has included the agreed-upon
amount ($2.3 million) in assumed premiums in the accompanying statement of operations.

14. 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 statement of the Company for the year ended December 31, 2006,
resulting from reclassification of reinsurance balances and other liabilities. 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, 2006.

Audited
Financial Annual
Statement Statement Increase
Amount Amount {Decrease)
Total admitted assets $ 28,385,281 § 28.566,558 §  (181.277)
Total liabilities 19,232,926 19,414,204 (181,278)
Total capital and surplus 0.152.355 9,152,354 1
Net loss 384,201 384,202 (1)
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sttt 2wz HOmMeWise Insurance Company Schedule 1
SUMMARY INVESTMENT SCHEDULE — N
Investment Holdnas i the Annyal S t
Investment Categories Am;unt Puwzngqe A:::)mt Pefce‘;n_lage__
1. Honds
11 LS. freasury seoutifies oo 6o
17 U8 goverriment egency shiigations (excluding morigege-backed securifies):
121 Issued by US. go jenties. 511 PR i1
127 issued by 1.8, govemment sponsored agencies 1113 S 3]
1.3 Fomign governmen! linckefng Canada, exchuding morigage-backed securities) g 60
14  Secwrites ssued by states, terrifories and possessions and poftical subdivisions in the U.S.:
141 Stetes, tertories and POSSESTONS GENENAE OBBGBIONS. .coounuunrecrerarrsiavrmssesmsorororeaseersonsststsrosscsetsessrtoss | oessoomsosssioonsssossireniss 314 0.0
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1.43 Revenus and t ebigatons. LRSS AR A AR B A e st iy 6o
144 Industial development and simiar obligations, ] 0.6
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151 Passthroigh securiies:
1511 dssued or guaranteed by GNMA........ e 1] 0.0
1512 ssued or quaranteed By FNAA B0 FHUNE ..o oo smsssonssas s mosmcssocossmmsin sssssmsmsimmisssorss - 13171 FOURPRIORSSISNPN SOOI 13
1513 Adother... RPN 1§ ORI ]
152 CMOs and REMICS
1521 Issued or guaranteed by GNMA, FNMA FHINC or VA Lo PO PR 1
1.58Z Issued by non kS, Govemmend issvers and colateralized by morigage-backed
secunfes issued of guaranteed by agencies shown in Line 1.521 SO 11 0.0
1.523 Afother, - 0.0
2 Othes deb and ofher fted Income secutifies fexchsding shorlfermi
21 Ursfigeted domests secarlies (inciudes credi tenant ioans rated by the SVO} e (114 0.0
22 UnsffEsted brelgn securiies..... 14 0.0
23 hfsgted securites e i 00
3, Eguiyinterests:
310 s iy mattus funds . o e 8o . RO 1]
32 Prelered slocks:
321 Affiated i3] 00
322 Unafiaiad i3] 848
33  Pubily Faded equiy securies fexchidng prefenad stocksy:
BBE BIEBIOO. s s sttt b 888 e v ettt b et | e oo e | sossisssire o0g 00
332 Unaffisled..... .. 1] Fiki]
34 Other equily secutifies:
BT A e et 8O 880 8888288 e 68 4]
342 UnaffEated " S i 0o
35 Otherequity nlerests includhg tangibe personal propedy under lease:
351 AfRaled... . 53] 8.0
352 Unafféaied o8 ha
4, Horigage ioans:
41 Constructon and iend QEVRISPMBNL......ccoomsres e ecrsanasriscessionn byl a0
4.2 Agricutural ik 1]
4.3 Single famdy residential properties...... B e 0.0
44 MutFamdy residental properties i 00
43 C st oans (k1 0.0
46 Mezrmrine realestale A0S .o, £4. 6.0
5. Reat estate investments:
5.9 PrOPEY GOCUDIE DY COMPAMY...coovrnrersrrosoe rosiesess st svmsssssecesessssssressssssmss smssossss oo sossssssemsssmmeesssicscssessf s sosnssse e cocersmeons | wrsccasssnn LY IR il
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8. Otherinvested assels.... 310371 14
15 Tolal frvested assels — b P THAST | 000 |

See report of independent auditors.
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. Schedule 2
s e auvee HOMeWise Insurance Company

Due Aprii t
For the year ended December 31, 2006
Of HomeWise Insurance Company
Address {City, State, Zip Code): Tampa FL 33647
NAIC Group Code..... 4111 NAIC Company Code.....12438 Employer’s 1D Number.....20-3385013

The investment Risks intemogeiories are to be Hled by Aps 1. They are also lo be included with the Audied Statistory Financiu? Sisfements.

Answer the bliwing ilersgsiories by reporing the epplieable U S dofizt smounts and percentsges of bie repoting entity’s folal admited
assels hefd in that eategory ol ivestments.

t.  Repozing ently's folel admified eesels 2 reporied on Page 2 of this annual shalement LI Y Y
Z Tenizrgest mqosares in & sngie issustibonowetimesiment.

H z 3 4

Ipsuer Daseringion of £ i} Amaunt Admified Aoepis

202
243 N
i S
s
208
s 2 S
ZOB  oroismsmcorssmer i et i i
208 ) S ) s
258 ” 5

U 4% AR W AR A

w

3. Amounts 2nd peroentages of fe reportng entity's infal admitied assets held in bonds and preferrad siocks by NAIC rating.

Honds t 2
A0t HAKC- et et 5 OO0 %
307 NAKZ $ SO0y
303 RAIC-S St st st e SR
304 NAICS 4 L0 S
305 NAICS § 0005 %
108 NAICE it A 51 A 8 s SO0 %
Pmfarred Storks 3 4
167 PRP-1 . . . . % Y
BLE  PRPZ o omsonimccommcrmssmssnsmmrasstsesnsassssss . . 3 PUUDRPTINN 15 1,115
308 PARPY o § (SRR s 1 1 i 3
340 PMAP4 I3 [P 11 1+ 5
311 PRPE s, e 000 %
BBl P AP e eSS b A R A8 1050 $ LO0s %
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4.02 Tolal admified assefs hekd in foreign investments 3 . 0000 %
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4 rasponse to 4.07 sbove is ves, responsaes are nolseguired for interrogalonies 514,
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H 2z
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See report of ndependent auditors.
Pl



oot ey s e HOMeEWise Insurance Company

12,
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1
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wonai st ey xune HOMeWise Insurance Company
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7.1

7.2

7.3

9.1

92

HomeWise Insurance Company
Sclected 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

PTOVISIONS)T <.t ccme e e e ms o ca e m e s na e 8300228 eS8 e RE et s et eR e oo bbb st e et amemrrea

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

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

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 stazement: (i) it
recorded a positive or negative underwriting result greater than 3% of prior year-end swplus as
regards policyholders or it reported calendar year written premium ceded or year-end loss and loss
expense reserves ceded preater than 3% of prior year-end surplus as regards policyholders; (i) it
accounted for that contract as reinsurance and not as a deposit; and (#ii) 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 terny;

(b) A limited or conditional cancellation provision under which canceliation triggers an obligation
by the reporting entity, or an affiliate of the reporting entity, to enter into 2 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 pavment of losses, less frequently than on a

quarterly basis (uniess 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 to the ceding entity.....coooovvier 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 common control with (i} one or more unaffiliated
policyholders of the reporting entity, or (i) an association of which one or more unaffiliated
pelicyholders of the reporting entity is a member, where;

Schedule 3

.Yes No [:]

YesD No

(a) The written premium ceded to the reinsurer by the reporting entity or its affiliates represents fifiy

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 entity or its affiliates.....oooeiic e s

See report of independent auditors.

25

YesD No



HomeWise Insurance Company

Selected General Interrogatories Relating to Reinsurance (continued)

9.3 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 coniracts
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 30 of 8SAP No. 62, Property and
Casualfy Reinsurance, has the reporting entity ceded any risk under 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 prineiples
(GAAP); or )
(b) Accounted for that contract as reinsurance under GAAP and as a deposit under SAP?......o.oo....... Yes[ ] No

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.
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Report of Independent Auditors

The Board of Directors
Home Wise Insurance Company

We have audited the accompanying statements of admitted assets, liabilities and capital and
surplus - statutory basis of the HomeWise 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 years then ended. These financial statements are the
responsibility of the Company's management. Qur 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 I, the accompanying statutory basis financial statements have been
prepared in conformity with accounting practices prescribed or penmitted 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 Insurance Company as of
December 31, 2007 and 2006, 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
ko Ferguson ea.

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, 2007, 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 opinicn, 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 Insurance Company and for filing with the state insurance regulatory authorities and
should not be used for any other purpose,

May 9, 2008



HomeWise Insurance Company

Statements of Admitted Assets, Liabilities and Capital and Surplus

- Statutory Basis

Admitted assets

Cash and invested asssats:
Cash and cash equivalents
Short-term investments

Total cash and invested assets

Accrued investment income

Premiums receivable

Reinsurance balances recoverable
Electronic data processing equiprnent, net
Receivables from parent and affiliates
Net deferred tax asset

Federal income taxes recoverabls

Other assets

Total admitted assets

Liabilities and capital and surplus
Liabilities:
Loss and loss adjustment expense reserves
Unearned premiums, net
Reinsurance premiums payable
Accounts payable and accrued expenses
Payable to affiliates
Payable to Citizens Property Insurance Comporation

Total liabilities

Capital and surplus
Total liabilitics and capital and surplus

See accompanying notes.

December 31,

2007

2006

¥ 4.475371

$ 20,673,342

2,166,986 2,058,147
6,642,357 22,731,489
13,866 19,518
969,600 3,662,727
4,288 764,564
111,750 90,815
4,401,316 48,217
24,658 183,011
660,278 780,575
833,866 104,365

$ 13,661,979 § 28,385,281
$ 70,190 § 80,702
1,358,639 2,663,052
1,390,154 12,652,500
326,956 1,160,934
295,464 1,486,850
533,176 1,185,888
3,974,579 19,232,926
9,687,400 9,152,355

$ 13,661,979 § 28385281




HomeWise 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 incurred

Total underwriting expenses

Net underwriting gain {loss)
Net investment income
Other expense

Income (loss) before federal income tax expense

Federal income tax expense

Net income (loss)

See accampanying notes.

Years ended December 31,
2007 2006

$ 2,651,949 § 4,337,035

(14,429) 240,555
2,232,468 5,078,323
2,218,039 5,318,878

433,910 (981,843

529,899 638,975

(4,461) (127)

959,348 (342,995)

183.424 41,206

3 775,924  §  (384,201)

e




HomeWise Insurance Company
Statements of Changes in Capital and Surplus - Statutory Basis

Years ended December 31, 2007 and 2006

Gross Pajd-in

Common Stack nnd
Contriboted Thnnssipned
Shares Par Vplue Surplus Engds Tatal

Balance as of December 31, 2005 100,000 § 00,000 8 LA00000 3 31,287 % 9,531,287
Change in deforred income 1axes - - - 183,011 183014
Chenge ir nonadmitied pssets - - - {I77,747) {177,742)
Net joss - - - (R4 201y {384,200
Balonce as of December 31, 2006 1,000 100,060 5,400,000 (347,645} 9,153,355
Essuance of common slock 556,600 550,048 {550,000) - -
Chanpe in deferred income taxes - - - (158,354) (158,354)
Change in nonodmiued assets - - - {82,525} {82,525)
Netincome = - - F15.924 115924

Belance as of December 31, 2007 850,000 § 630,000 8 HB50.000 5, 187,300 5_  G.687.400

See accompanying noles,



HomeWise Insurance Company

Statemnents of Cash Flows - Statutory Basis

Years ended December 31,

2007 2006
Operating activities
Premiums (paid) collected, net of reinsurance § (7,870,979 § 17,172,332
Net investment income received 535,551 622,074
Losses and loss adjustment expenses recovered (paid) 249,693 (409,917
Underwriting, acquisition, and other expenses paid (2,557,825)  (4,504,711)
Income taxes paid {63,127) (827.303)
Net cash (used in) provided by operating activities (9,706,687) 12,052,475
Financing and miscellaneous activities
Other miscellaneous (uses) sources {6,382,445) 1,142,971
Net cash (used in) provided by financing
and miscellaneous activities {6,382,445) 1,142,971

Net (decrease) increase in cash (16,089,132) 13,195,446
Cash at beginning of year 22,731,489 9,536,043
Cash at end of year B 6,642,357 § 22,731,489
Cash consists of the following:

Cash and cash equivalents $ 4475371 § 20,673,342

Short-term investments 2,166,986 2,058,147

$ 6,642,357 § 22,731,489

See accompanying notes.



HomeWise Insurance Company
Notes to Statutory Basis Financial Statements

Years ended December 31, 2007 and 2006

1. Summary of Significant Accounting Policies
Organization and Description of Company

HomeWise Insurance Company (the Company), a wholly-owned subsidiary of HomeWise
Holdings, Inc. (HHI), an insurance holding company, is domiciled in the state of Florida. The
Company received its Certificate of Authority from the Florida Office of Insurance Regulation
(the Office) on December 5, 2005, and commenced operations on January 12, 2006, The
Company is affiliated with HomeWise Management Company (IIMC) and HomeWise Preferred
Insurance Company (HPIC), which are wholly-owned subsidiaries of HHI

The Company writes wind-only 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 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 Nationa?
Association of Insurance Commissioners’ (NAIC) Accounting Practices and Pracedures
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 cerlain respects from those under GAAP. The Company's
significant accounting practices and the variances from GAAP are sumnmarized 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 Pracrices 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 sheets at net realizable values,

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



HomeWise Insurance Company

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

° Cash in the statements of cash flows represents cash, cash equivalents, and short-
term1 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.

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

o Deferred tax assets are limited to 1) the amount of federal income taxes paid i prior
vears that can be recovered through loss carrybacks for existing temporary
differences that reverse by the end of the subsequent calendar vear, 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 sofiware and
any met 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 expecied 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
expenses 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.,

° 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. Statuiory
requirements require that the financiai 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.



HomeWise Insurance Company

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

Other significant accounting practices are as follows:

Recognition of Premium Revenues

Premiums are recorded as earned on a monthly 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 1o the effective date of the
policy are recorded as a hability.

Cash and Cash Equivalents

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

Investments

Short-term investments are highly liquid investments with remaining maturities of one year 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, short-term investments, reinsurance recoveries, and premiums
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.

All investment transactions have credit exposure to the extent that a counterparty may default on
an obligation to the Company. Credit risk is a consequence of carmying investment positions. To
manage credit risk, the Company focuses primarily on highly liquid debt instruments, reviews the
credit strength of all entities in which it invests, limits its exposure in any one investment, and
monitors portfalio quality, taking into account credit ratings assigned by recognized credit rating
organizations.

Electronic Data Processing (EDP) Equipment

The admitted value of the Company's EDP equipment and operating software is lmited to 3% of
capital and surplus, The admitted portion is reported at cost, less accumulated depreciation of
383,693 and $27,631 at December 31, 2007 and 2006, respectively. EDP equipment and
operating software 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 non-admitted asset and
depreciated vsing the straight-line method over the estimated useful life of seven years.
Depreciation expense charged to operations was $79,293 and $37,661 in 2007 and 2006,
respectively.

9



HomeWise Insurance Company
Notes to Statutory Basis Financial Statements
1. Summary of Significant Accounting Policies (continued)
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 exposwre 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 losscs 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 settlernent 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 ccopormic trends. Those anticipated trends are monitored based on actal
development and the estimated liabilities are modified if necessary.

Loss and LAE reserves are reported net of reinsurance recoverables for unpaid losses and LAF.
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 &
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).

10



HomeWise 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’s policy is to recognize its obligation for suaranty fund, Citizens, and FHCF
assessments when the Company has the information available to reasonably estimate its
liabilities. Guaranty fund 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 over the following year. For the year ended December 31,
2007, the Company was assessed $755,526 (none in 2006).

Incomnie 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 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 Statutes Section 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
Statutes Section 624.4095 requires the Company to maintain a ratioc 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 10 maintain an amount on deposil with the state of Florida
to secure the payment of claims. Cash on deposit in the amount of $326,483 and $310,371 has
been assigned to the Office as of December 31, 2007 and 2006, respectively, to satisfy this
requirement. This deposit was included in cash and cash equivalents in the accompanying
statements of admitted assets, liabilities, and capital and surplus,

It



HomeWise Insurance Company

Notes to Statutory Basis Financial Statements

3. Investments

Short-term investments consist of U.S. Government 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 investment income are summarized as follows:

Investment income:
Cash and cash equivalents
Short-term investments

Investment expense;
Interest expense on funds held under
reinsurance agreements
Interest expense on arbitration
Bank fees

Net investiment income

4. Premiums Receivable

Years ended December 31,

2007 2006

$ 439,564 § 1,029,790
109,604 65.774
549,168 1,095,564

- (435,082)

- (6,981)
(19.269) (14.526)
{19.269) (456.589)

& 529.899 §

638975

Premiums receivable includes 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 is charged to bad debt expense in the period determined
uncollectible. Recoveries received on amouats previously charged-off are credited to bad debt

expense in the period received.

Premiums receivable consists of the following:

Premiums receivable, gross
Nonadmitted premiums receivable

Premiums receivable, net

12

December 31,
2607 2006

5 969,600 $ 3,666,143

§

= {3.416)

962,600 §__3.662.727



HomeWise 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 2006
' (in thousands)
Loss and LAE reserves at beginning of year $ 81 § -
Losses and LAE incurred related to:
Current year 67 241
Prior years (81) -
(14) 241
Losses and LAE paid related to:
Current year 36 160
Prior years (39) -
3) 160
Loss and LAE reserves at end of year 3 70 % 81

Anticipated reinsurance recoverables on unpaid losses and LAE are approximately $94,000 and
$242,000 at December 31, 2007 and 2006, respectively. Reinsurance recoverables on paid losses
and LAE are approximately $4,000 and $250,000 at December 31, 2007 and 2006, respectively.

In 2007, net incurred losses and LAE attributable to insured events of prior years have decreased
by $81,000 as a result of re-estimation of unpaid losses and logs 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, 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 January 1, 2007, the Company and its affiliated company, HomeWise Preferred
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 agreement, which expires on May 31, 2008, the Reinsurer assumes 75% of the Reinsured's
net lizbilities 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 Reiusured cedes 75% of their gross premiums afier deducting the
cost of the above referenced inuring reinsurance 1o the Reinsurer, The Reinsured cedes 75% of
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HomeWise Insurance Company
Notes to Statutory Basis Financial Statements

6. Reinsurance (continued)

covered gross losses to the Reinsurer afier deducting recoveries from the referenced Inuring
reinsurance. The ceding commission from the Reinsurer 1o the Reinsured is on a reimbursement
basis wherein the Reinsurer reimburses the Reinsured for 75% of their 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 earned during the
term. In the event either cap is met, the Reinsured share 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 bank. Premjums ceded under the quota share agreement, net of
Teinsurer’s pro rata cost of catastrophe coverages, and ceding commissions were $17,535,964 and
313,258,493, respectively, for the year December 31, 2007. The ceding commissions have been
recorded as a reduction of underwriting, acquisition, and other expenses in the accompanying
statements of operations.

Effective January 4, 2006, the Company entered into & quota share agreement that generally
provides coverage for 75% of all losses net of other reinsurance coverages. The reinsurer's
maximum liability per occurrence shall be limited to 75% of $20,000,000, and as respects to any
one tisk shall be 75% of $4,000,000. The reinsurer allows the Company a ceding conunission
percentage equal to that of the Company’s acquisition costs. Premiums ceded under the quota
share agreement, net of reinsurer's pro rata cost of catastrophe coverages and ceding commissions
were $19,541,734 and $13,831,937, respectively, for the year December 31, 2006. The ceding
commissions have been recorded as a reduction of underwriting, acquisition, and other expenses
in the accompanying statements of operations. In addition, the reinsurer shall pay the Company a
15% profit commission on net profit to be determined at the expiration of the contract period,
May 31, 2007,

The catastrophe excess of Joss coverage is provided by agreements with commercial reinsurers
and by the FHCF. For the year ended December 31, 2007, the excess of loss treaties generally
provide coverage on ultimate net losses of approximately $107,400,000 in excess of $2,700,000
per occurrence, not to exceed approximately $111,700,000 for all occurrences. The FHCFE
provided coverage for 0% of the losses from qualifying catastrophic events in excess of
approximately $19,700,000 up to a maximum of approximately $93,100,000, plus 100% of
$10,000,000 in excess of $2,700,000 (drop down layer). For the year ended December 31, 2007,
premiums of $1,283,217 and $9,034,430 were ceded under the commercial excess catastrophe
agreements and FHCF, respectively. For the year ended December 31, 2006, the excess of loss
treatics generally provide coverage on ultimate net losses of approximately $142,600,000 in
excess of $5,200,000 per occurrence, not to exceed approximately $158,700,000 for ail
occurrences. The FHCF provided coverage for 90% of the losses from qualifying catastrophic
events in excess of approximately $34,300,000 up to a maximum of approximately
$142,600,000, plus 100% of $10,000,000 in excess of $2,500,000 {(drop down layer). For the year
ended December 31, 2006, premiums of $13,110,945 and $6,223,942 were ceded under the
commercial excess catastrophe agreements and FHCF, respectively,
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HomeWise Insurance Company
Notes to Statutory Basis Financial Statements
6. 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 assessments from its
policyholders.

Effective June 1, 2007 and 2006, the Company executed rteinsurance premium proteciion
agreements to reinsure the reinstatement premium payment obligations which accrue to the
Compeny under the private catastrophe excess of loss agreements. The coverage is limited to
100% of the original contracted remsurance placement. Premiums ceded under the reinsurance
premium protection agreements during 2007 and 2006 were $55 1,517 and $7,723,023,
respectively,

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 companies do not meet their obligations under these reinsurance agreements. Given
the guality of the reinsuring companies, management believes this possibility to be remote. See
Note 5 for recoveries due from reinsurers relating to paid and unpaid losses and LAE.

On May 31, 2007, the Company terminated and commwted its excess of loss reinsurance
agreement with Catlin Insurance Company Ltd. There were no losses assumed or gain or loss
recognized on the commutation. Per the agreement, the Company was owed the amount in the
experience account that was established under the original reinsurance agreement. That amount,
calculated pursuant to the agreements, was $822,000. The experience account balance was
reduced by a commutation settlement charge of $360,000. The net settlement amount of
$522,000 was received by the Company on July 22, 2007,

The Company terminated and commuted its quota share reinsurance agreement with Glacier
Reinsurance AG on January 1, 2007. As a result of the commutation, §7,989,164 in uneamed
premium was returned to the Company and $6,833,689 in ceding commission was returned to
Glacier Reinsurance AG. The cession of any future losses at Janmuary 1, 2007 and forward was
also terminated. The Company also increased its ceded loss and loss adjustment paid and
reduced its ceded reserves to recognize the effect of releasing the insurer from its oblipation
under the treaty. The net effect of the commuiation was an increase in losses incurred of
$210,623. The reinsurance agreement with Glacier Reinsurance AG was replaced with a 75%
quoeta share agreement with Harlequin Insurance (Bermuda) SAC Limited effective January 1,
2007.
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HomeWise Insurance Company
Notes to Statutory Basis Financial Statements
6. Reinsurance (continued)

The effects of reinsurance on premiums written and earned at December 31, are as follows:

2007 2606
Wriiten Earned Written Earned
Direct premiums 5 21,766,628 $ 33,475,449 $ 37,776,317 § 13,858,975
Assumed premiums (2,343) 375,374 21,873,836 21,496,120
Ceded premiums (20.416.752) (31,198.874) _(52.650.065) _(31.018.060)
Net premiums §..1.347.533 §__2.651.949 $_ 7000088 $ 4.337.035

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

2007 2006
Direct unearned premiums $ 12,208,521 § 23,917,342
Assumed uneamed prerniums - 371,716
Ceded unearned premiums (10.849.882) (21.632.0606)
Unearned premiums, net S eela358.639 $__2.663.052
Assumed commission equity § - 3 60,435
Ceded commission equity (3.227.628) _(6.382.638)
Commission equity, net §__(3.227.628) §_(6.322 203)

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.

For the year ended December 31, 2007, recoveries under reinsurance confracts amounted to
$518.929 (none in 2006).

7. Policy Assumption Agreement

The Company assumed writien premiums of $21,873,836 during 2006 under a policy assumption
agreement with Citizens. The Company provided a ceding commission 1o Citizens of 16% of
assumed premiums to cover the acquisition costs incurred by Citizens. Total ceding
commissions charged to operations in 2006 were $3,499,814 (none in 2007),

8. Income Taxes

Income before federal income taxes differs from taxable income principally due to differences in
loss and LAE rescrves 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.
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HomeWise Insurance Company

Notes to Statutory Basis Financial Statements

8. Income Taxes (continued)

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

follows:
December 31,
2007 2006

Gross DTAs $ 182436 § 252,962
Gross DTLs (157.778) (35.370)
Net admitted DTAs 24,658 217,392
Nonadmitted DTAs - (34 581
Net admitied DTAs ) 24.658 5__ 183011

(Decrease) increase in nonadmitted DTAs  $__ (34.581) $ 34 581
B. Unrecognized DTLs
There are no uarecognized DTLs.
C. Current tax and change in deferred tax:

The provision for income taxes incurred is:

Years ended December 31,

2007 2006
Current year income tax expense § 120253 % 41206
Prior year under accrual 63,171 -
Current income taxes incurred $__183.424 §__ 41206

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 _Statptory Tax Difference  Tax Effect
Unpaid losses and LAE $ 70,190 § 65,608 % 4,582 § 1,558
Unearned premiums 1,358,639 1,086,911 271,728 92,388
Nonadmitted assets - 260,266 260,266 88.490
Gross DTAs $ .. 182,436
Nonadmitted DTAs $ -
DTLs Statuiory Tax Difference Tax Effect
Furniture and equipment 5 - $ (211,223) § (211,223) § (71,816).
Prepaid expenses - {32,400) (32,400} (11,016)
Profit sharing expense - (220,429) {220,429 (74.948)
Gross DTLs $,(157.778)
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8.

HomeWise Insurance Company
Notes to Statutory Basis Financial Statements
Income Taxes (continued)
The changes in the main components of DTAs and DTLs ate as follows:

DTAs Resulting from Book/Tax December 31,

Differences 2007 2006 Change
Unpaid losses and LAE $ 1,558 § 1,923 § (365)
Unearned premiums 92,388 181,087 (88,699)
Nonadmitted assets 88.490 69.952 18.538
Gross DTAs $..182.436 §__252.967 $_ (70.526)
Nonadmitied DTAs 8 - $(34.581) §___ 34581
DTLs Resulting from Book/Tax December 31,

Differences 2407 2006 Change
Fumiture and equipment ¥ (TL816) § (29591) §  (42,225)
Prepaid expenses {11,016) {5,779 (5,237)
Profit sharing expense (74.946) - (74.946)
Gross DTLs $_(157.778) $__(35370) $ (122.408)

The change in gross DTAs of $(70,256) and gross DTLs of $(122,408) is the change in

net deferred income taxes before the consideration of nonadmitted DTAs.
D. Reconciliation of federal income tax rate to actnal effective rate:

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

Effective Effective
2007 Tax Rate 2006 _ Tax Rate
Provision computed at
statutory rate $ 326,178 3406 % § (116,618) (34.007%
Nonadmitted assets (18,538) (1.93) (69,952) (20.39)
Other 68.718 7.16 10.184 2.96
Total $_._376,358 39.23 % $__(176.386) (51.43Y%
Federal income tax $ 183,424 1812 % % 41,206 1201 %
Change in deferred taxes 192.934 20.11 (217.592) (63.44)
Statutory income taxes $..376.358 3923 % $_ {176.386) {51.43Y%
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HomeWise Insurance Company
Notes to Statutory Basis Financial Statements
8. Income Taxes (continned)
E. Operating loss and tax credit carryforwards:

1. At December 31, 2007 and 2006, the Company had no unused capital loss
carryforwards available to offset against future taxable income.

!\J

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

Year Amount
2007 L3 120,253
2006 104,377

F. Consolidated federal income tax return:

The Company files a consolidated income tax return with the following:
HomeWise Holdings, Inc.

HomeWise Preferred Insurance Company

HomeWise Management Company

9. Capital and Surplus

The Company has authorized 1,000,000 shares of $1 par value common stock, of which 650,000
and 100,000 shares are issued and outstanding at December 31, 2007 and 2006, respectively.
The parent company, HomeWise Holdings, Inc., is the sole sharcholder. 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 casualty insurance company is to be determined based on
the various risk factors related to it. The Company's capital and surplus exceeds the RBC
requirements at December 31, 2007 and 2006, respectively.

The maximum amount of dividends that may be paid by properly 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, 2007 or 2006.
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HomeWise Insurance Company
Notes to Statutory Basis Financial Statements
9. Capital and Surplus (continued)

The Company is currently in the process of applying to the Louisiana Department of Insurance
for a certificate of authority in that state. To meet the Louisiana regulation that the Company's
minimum common capital stock be $650,000, the Company issued 550,000 of its $1 par value
authorized shares of common stock to its parent, HHI in a non-cash transaction. The issuance of
these shares was accounted for by reciassifying $550,000 from the gross paid-in and contributed
surplus account to common stock. This transaction does not impact the total policyholder
surplus or ownership of the Company.

10. Related Party Transactions

The Company is a wholly-owned subsidiary of HomeWise Holdings, Inc. (HHI) and is affiliated
with HomeWise Management Company (HMC) and HomeWise Preferred Insurance Company
(HPIC), which are also wholly-owned subsidiaries of HHI.

Effective January 1, 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 2007 and 2006, expenses incurred related to
this agreement totaled $6,967,680 and $12,994,250, respectively. At December 31, 2007 and
2006, the Company has a net payable due to HMC in the amount of $295,464 and $1,489,850,
respectively.

Effective December 5, 2005, the Company entered into a service agreement with HHI. Pursuant
to the agreement, HHI provides to the Company capital management services, investor
management and relations, and assists with overall general management of the Company.
During 2007 and 2006, expenses incwred related to this agreement totaled $214,370 and
3591,640, respectively. At December 31, 2007 and 2006, the Company has a receivable due
from HHI i the amount of $271,751 and $40,592, respectively.

The Company is also party to a Cost Allocation Agreement with HPIC, EMC, 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 expenses. At December 31, 2007
and 2006, the Company has a receivable due from HPIC in the amount of £4,129,565 and
$7,625, respectively.



HomeWise Insurance Company
Notes to Statutory Basis Financial Statements
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.
HMC has contracled with an unaffiliated service company to provide this function. The total

premium produced and serviced through the contraet during 2007 is summarized below. The
Company retains underwriting authority for all policies issued under thege apreements,

Type of Type of Direct
Exclusive  Business Authority Premium
Name and Address  FEI Namber Contract Written Granted Written
HomeWise Management  20-3395152 Yes Wind-only Premium 5 21,766,628
Company, Inc. collection, claims
18302 Highwoods adiustrnent,
Preserve Prowy binding
Buite 110 authority, and
Tamps, ¥IL 33647 underwriting

12. Lease Commitments

On September 2, 2005, the Company entered into an operating lease agreement for office space
in Tallahassee, Florida, which is effective October 15, 2005, through October 31, 2008. This
lease was terminated effective May 31, 2007.

On May 1, 2006, the Company also entered into an operating lease agreement for office space in
Tampa, Florida, which is effective June 1, 2006, through May 31, 2011. The Company has the
option to renew the term of the lease for an additional five year period at the prevailing rental rate
at that time, provided the Company gives the lessor written notice nine months prior to its intent
to renew the lease.

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

2008 $ 293,875

2000 305,844
2010 317813
2011 134,500

$_1052,032

Total rent expense for the combined leases was $266,409 and $166,386 for the years ended
December 31, 2007 and 2006, respectively.
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HomeWise Insurance Company

Notes to Statutory Basis Financial Statements
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 statement of the Company for the year ended December 31, 2007,
resulting from reclassification of 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 year ended December 31, 2007,

Audited
Financial Anpual
Statement Statement Increase
Amoeunt Amount (Decrease)
Total admitted assets $ 13,661,979 3% 13,635,171 § 26,208
Totai Habilities 3,974,579 3,947,773 26,806
Total capital and surplus 0,687.400 9,687,398 2
Net income 775,924 775,921 3
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IFeesponse to 1301 above b yas, sesponses are not saquired for the ramainger of Interogitory £3.

1 2
bezt)ar
1302 H 0.000 5%
13,03 - — 5 0000 %
13.04 5 9,000 %
1308 $ 00D %%
1305 £ - 5.083 %
1367 §. . 0505
13.08 % s G600 4%
T e sttt 8 10 B bt et et 1 8585 sttt e e 3 £.000 5
110 } 8,000 3
1548 § 0000 %

Yos[X} Nol |
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14

19,

Amautds and preentagns of tha s6poring entity's tie) sdmBtes eorats heid in nonsifsted, privataly plaved egutios:

140 Jus assels hold bn nonafffated, priately placed squliizs s than 2.5% ol tha Teporing entitys tolal admitted aseats? Yes[X] Hoi |
Itrasponse ko 14,00 sbove ks vas, rasponzes are sot t2quired for tha femaindar of latarrcpatory 14,
1 2 3
.02 Agoregete statementvalue of ivvestmants hekd In nanafEiziad, priviitely placed equrting 5 0,007 8;
Lergast 3nvastments hd in nonatidated, prvetely placsd aQuities:
14.03 5 . £,000 %
1404 H 2000 5.
1405 .. O S G090 %

Ameunls and pereahiages of he repesting extiy’s tol) edimilied assets hatd in peneral partnership intprests:

1501 Ara aceats held in genesal pernprhip intersts less then 259 ol the repering euilys tota! sdmited sssely? Yes{K] Nas| )
Ifresponsz 1o 15,01 sbove is yes, respanses ara na: required for the remaindes of ntemogaiory 15.
1 2 3
15.62 Agpregite fatamant valua of investimants helgin penaral panership inlerests: $ 0000 %
Lamest 3 investnants In genersd pirinership inierasts:
1503 3 s 0008 %
15,04 5 U060 %
1505 3. e D000 85

Amounts sad percantives 6 the reparing antty's fot admiited acsets hald mmorpege ans:

16.01 Ate marigags loens raporsd in Seheduis B less than 25% of the THROITNY ertly's 1bia) adminsd aseaty? Yes[X] Mof }
IFresponse & 16.01 abova is ves, lesponses ara Aot radquired for ths remainder of kninmogalory 6 anc ntorrogstary 17,
1 H 3
15, Cathmarch ir: |
{607 5. £.000 5%
16.03 S, 0.000 %%
1604 3 0000 56
16,65 . . § - 0,000 8%
1508 § 4000 %
1647 S L.60 %
1E08 - T 00008
1509 H 0.080 %
1590 - 0.000 %
1611 3 0.000 4
Amaint and percantsne of e reparting endty's lote! advitiad ssals hald in the Tolraing enfegenat of mortgage loans:
Loans
1612 Censruction loans, § L.000 %
16.13 WMorigape loans over 3 days past dus Y 1 (1) 3
16.14 Morgage oans in the prosass of foreciosuss. ... 5 0.000 32
.15 Momtamge doans leectasod % 0000 5
1616 Aestucturad mongage kans oo 8 D000 9%
Aggregats martgage koans having 1hy loblosing foaso-valisa ralios 25 deterningd fiom e Mot cisen; appraisal as of fie aanual
clatamant data:
Losn-{o-Valua geidontic? Lommegia) Agtiaityrs
H 2 3 4 § [
1751 chave 95%, § f.000% § GO0 % 3 0.000 %
£7.02 9% ko 5% H 0.002% § 0000 % & 0,000 %,
17.03 B1% to $0% e § 0000 56 § D000 % £.000 %
1704 M4 b 80% $ 000 & & G003 % 8., 000054
3705 below T0%. 13 1000 5% 3 DO § 000 %

Ameunts prg percanteges of e seporing entiy's totaf sdmited sssots held 1 aath of the fva Lumest investments i res! estate:

1501 A assets bkl in ez estats roparted fess than 25%0f thi reporfing enfity's tole? adimitied aseats? YaslX] Hel |
Hresponsg to 18.01 above i yos, meponses 2re not requiad for tha tempinda: p! nteropatory 18,

Lanest s investimants ki eny one percel of prous of eortigunas pareele of rast estats.

Daseriplion 1 3

1862 H 0.000 5
1803 [ S——— SOV ORI 111 1+ L 13
18.04 .8 GO0 %
18.05 L4 0.080 %
18.05 5 0.000 8
Repant aogreqate ameunts and percentagns of the spaitg enliy's toia? eemitiod assets hald i investmants In mezzanin seal oxlst tans,
19481 Are assels held it Isvestnents held In merzaaine el astote foans bess han 2.5% of tie reporting eatiy's admiting assees® YorfX] Nol |

15 raspons to 15,01 is vas, lesponses am Ret seudied for hn romender of Interrogalary 18,

¢ 2 2

19,07 Agyregnta stotement vaive of bwestments beld by mezzeing real astate faans $ 0.00% %

Lasgest theea Invostments held i1 mazzanine rez) astate loant,
18.03 ... 5 0.000 %
1804 5 . [.000 %5
1805 $ 0,000 %

26
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20,

25

22

23

Ameunle and patcentsges of 616 mporing entiy's tolal admilled ssats subjset & the Iollowing typas of agreements:

LEg: AtEad ol Goch Qupder
12108 2nd O Ird O
1 2 3 [ 5
2001 Sesurities landing {do nat include assots
held 8e calinteral for cuzh frangagti ] § 0000 % § £ 3
20.02 Repurchate ¥ H G0D0 % § 5 3
Z0.03 Reverse mpurchase &y t5., s L0040 3% § $ S
20.04 Golarrap agreemants 5. 0009% § s $
20.05 Dodlar revers ropurehasa agreemants s Q000 % & 5 §
Ampunte and parcentagas indioatzd below for werrents not attachad Y othar Enancial inslryments, opSone, caps and oo
e Yiten
1 FH k1 4
21.01 Hedpiny, 4 - 0000 3% 5 000 4
21,07 Intomns gonereion. s 0.000 8 H G002 %
21.03 Other, H 0,000 % $ 8000 %
Amoynts and percenlages of e rzporting entty's fotal admited o550k of polential axpogure for tofare, owaps, and tnwarde:
15t G 280 3nd Qr
1 2 2 4 ]
2001 Hedging H 4004 % . s §
22417 Inzame ganeratn 5 — £.500 3¢ § 5 5
2183 Repicatisng, 4 G.600 % 5. 4 1
2204 Othes § 0.000 5% § } 5
Amounts and parcestages of the reportise anbiy's iotal admited assets of polenisl esporurs for fuiures centrpts:
AlYparkpd al A
[File] 2nd Oy oy
H 2 i 4 E]
23.01 Hedying 3§ 1000 % s 5
2342 Incoms t t H 0006 § 5 5
2303 Repheations . 3 0000 % §........ 1 5
23.04 Dther. 3 BOD % § 3 5




7.1

7.3

9.1

9.2

HomeWise Insurance Company
Selected General Interrogatories Relating to Reinsurance

December 31, 2007

Has the reporting entity reinsured any risk with any other entity under a quota share reinsurance
contract that includes s provision that would limit the reinsurer's losses below the stated quota share
percentage (c.g., a deductible, o loss matio corridor, @ loss cap, an aggregate limit or any similar
PTOVISIONGS)T oottt vnsss s abe s sans s e s s o8 et 11 e ee et eeet e st ee st tese s s

If yes, indicate the number of reinsurance contracts containing such PROVISIONS. ..oeevrcsvicreeecs e e

If yes, does the amount of reinsurance credit teken reflect the reduction in quota share coverage caused
by any applicable IMIng ProviStOn{S) ... rimeiie oo oot es e e oo

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 stateinent: {f) it
recorded o positive or negative underwriting result preater than 3% of prior year-end surplus s
regerds policyholders or it reported calendar yeor written premium ceded or year-end loss and loss
expense reserves ceded greater than 3% of prior year-end surplus as regards policyholders; iy it
accounted for thet contract as reinsurance and not as » deposit; and (if7) the contract{s) contain one or
more of the following festures or other features that would have similar results:

(a) A contract term longer than twe years and the contract is noneancellable by the reporting enlity
during the contract term;

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

{c) Aggregate stop loss reinsurance coverage;

{d) An unconditional or enilateral right by either party to commate the reinsurance contmct 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, sccumulating retentions from mulliple years or any {eaturc inherently
designed (o delay timing of the reimbiusement 10 the CEding €Y oo oo eereeessee s eeess

Has the reporting entity during the period covered by the statement ceded any risk under any
reinsurance contruct {or under multiple contracts with the same reinsurer or is affiliates), excluding
cessions to approved pooling agreements or to captive insurance companies that are direcily or
indirectly cootrolling, controlled by, or under common control witl (i) one or more unaffilinted
policyholders of the reporting entity, or (if) an association of which one or more nnaffiliated
policyholders of the reporting entity is a member, where:

{a) The written premium ceded to the reinsurer by the reporting entity or its nffiliates 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 10 the reinsurer has been
retroceded back to the reporting enlity or # aTHBIES. ... eeeee et eeee s st e

See report of independent auditors.
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Schedule 3

Yes Nol ]

1

Yes N{}D

chD No

chi:} No



HomeWise Insurance Company

Selected General Interrogatories Relating to Reinsurance (continued)

93 If yes to 9.1 or 92, please provide the following information in the Reinsurance Summary
Supplemental Filing for General Interrogatory 9:

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

(b) A surumary of the reinsurance contract terms and indicate whether it applies 1o the contracts
meeling the criterin 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 parngraph 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 affiliates) during the period covered by the finencial stalement,
and either;

(8) Accounted for that contract as reinsurance {either prospective or retroactive) under statutory
necounting principles (SAP) and ag a deposit under generslly aceepted sceounting principles
{GAAP); or
(b} Accounted for that contract 88 reinsurance under GAAP and as a deposit under SAP?......K.....,‘..‘.._YesD No

9.5 If yes to 8.4, explain in the Reinsurance Summary Supplemental Filing for General Inierrogatory 9
{Section 1) why the contract(s) is treated different for GAAP and SAP,
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B, Certified Fublie Accounianis B,

Thomas Howell
Ferguson r.a.

Report of Independent Auditors

The Board of Directors
HomeWise Insurance Company

We have audited the accompanying statements of admitted assets, liabilities and capital and
surplus - statutory basis of HomeWise 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 admitied assets. liabilities and capital and surplus of HomeWise 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.



Thomas Howell

B Ferguson ra.

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

May 13, 2009



HomeWise Insurance Company

Statements of Admitted Assets, Liabilities and Capital and Surplus -

Statutory Basis

Admitfed assets

Cash and invested asseis:
Short-term investments
Cash and cash equivalents

Total cash and invested assets

Accrued investment income

Premiums receivable

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
Accounts payable and accrued cxpenses
Payablc to affiliates
Payable to Citizens Property Insurance Corporation

Total habilities

Capital and surplus
Total liabilities and capital and surplus

See accompanying notes.

December 31,

2008 2007
$ 2,231,467 § 2,166,986
3,814,707 4,475,371
6,046,174 6,642,357
7,762 13,866
839,085 969,600
1,406,688 4,288
1,629,206 660,278
- 24,658
220,633 111,750
3,972,670 4,401,316
520,757 833,866

§ 14,642,975

$ 13,661,979

$ 210,649 $ 70,190
1,210,680 1,358,639
1,228,276 1,390,154
334,535 326,956
3,263,021 295,464

- 533,176
6,247,161 3,974,579
8,395,814 9,687,400

$ 14,642,975 $ 13,661,979




HomeWise Insurance Company

Statements of Operations - Statutory Basis

Underwriting income:
Premiums carned, net of reinsurance ceded

Underwriting expenses:

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

Total underwriting expenscs
Net underwriting (Joss) gain
Net mvestiment income
Other income (expense)

(Loss) income before federal income tax (benefit) expense

Federal income tax (benefit) expense

Net (loss) income

See accompenying nofes.

Years ended December 31,

2008

2007

¥ 1,362,358

$ 2,651,949

243,595 (14,429)
3,242,916 2,232,468
3,486,511 2,218,039

(2,124,153) 433,910
107,349 529,899
4,561 (4,461)
(2,012,243) 959,348
(968,927) 183,424

$ (1,043316) $ 775,924
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HomeWise Insurance Company

Statements of Cash Flows - Statutory Basis

Operating activities

Premiums collected (paid), net of reinsurance

Net investment income received

Losses and loss adjustment cxpenses (paid) recovered
Underwriting, acquisttion, and other expenses paid
Income taxes paid

Years ended December 31,

Net cash used in operating activities

Financing and miscellaneous activities
Other miscellancous sources (uses)

Net cash provided by (used in) financing
and miscellancous activities

Net decrease in cash

Cash at beginning of year

2008 2007
$ 649,860 S (7.870,979)
113,453 535,551
(1,505,536) 249,693
(3,050,573)  (2,557,825)

. (63,127)
(3,792,796)  (9,706.687)
3,196,613  (6,382.445)
3,196,613  (6,382,445)
(596,183)  (16,089,132)
6,642,357 22,731,489

Cash at end of year

$ 6,046,174

b 6,642,357

Cash consists of the following:
Cash and cash equivalents
Short-terim investiments

§ 3,814,707
2,231,467

§ 4,475,371
2,166,986

3 6,046,174

$ 6,642,357

See accompanying notes.



HomeWise Insurance Company

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

HomeWisc Insurance Company (the Company), a wholly-owned subsidiary of HomeWise
Holdings, Inc. (HHI), an insurance holding company, is domiciled in the state of Florida. The
Company received its Certificate of Authority from the Florida Office of Insurance Regulation
(the Office) on December 5, 2005, and commenced operations on January 12, 2006. The
Company received a Certificate of Authority from the state of Louisiana on August 6, 2008, and
commenced operations on November 25, 2008, The Company is affiliated with HomeWise
Management Company (HMC) and HomeWise Preferred Insurance Company (HPIC), which are
wholly-owned subsidiaries of HHIL

The Company writes coverage exclusively in the states of Florida and Louisiana, areas that are
exposed to damage from hurricanes and severe stormis. 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 Josses 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 Florida Office of Insurance
Regulation (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:

s 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.

° Loss and loss adjustment expense reserves and unearned premiums ceded to
remsurers have been reported as reductions of the related liabilities rather than as
asscts as would be required under GAAP,



HomeWise Insurance Company

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

° 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.

° 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 loss carrvbacks 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 cxpected to be realized within one year of
the financial statement date or [0% 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 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
expenses 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 cxcess of the acquisition costs, if
any, would be deferred and recognized over the policy term consistent with GAAP.

o Certain other reported amounts are classificd 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. Acceordingly, the financial statcments 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.



HomeWise Insurance Company

Notes to Statutory Basis Financial Statements
1.  Summary of Significant Accounting 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 expecied 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 mvestments with original maturities of three months or less and certificates of deposit with
original maturitics of onc year or less and are principally stated at cost, which approximates fair
value.

Investments

Investments are recorded at admitted asset values as prescribed by the valuation procedures of
the NAIC’s Securities Valuation Office (SVO). The valuation technique used to measure fair
value (market value) is to obtain the published securities' fair value from the SVO publication,
Valuation of Securities. If the specific security is not listed in this publication, then the fair value
is obtained from a registered U.S. exchange.

Short-term investments include investments with original maturities of one year or less from the
time of acquisition and arc 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 cquivalents, short-term investments, reinsurance recoveries, and premium
revenue. The Company maintains its cash and cash equivalents at several financial institutions.
Deposits with financial institutions arc 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 cxceed federally insured limits.
The Company has not experienced any losses in such accounts.



HomeWise Insurance Company

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

All investment transactions have credit exposure to the extent that a counterparty may default on
an obligation to the Company. Credit risk is a conscquence of carrying investment positions. To
manage credit risk, the Company focuses primarily on highly liquid debt instruments, reviews the
credit strength of all entities in which it invests, limits its exposure in any one investment, and
monitors portfolio quality, taking into account credit ratings assigned by recognized credit rating
organizations.

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, Iess accumulated depreciation of $174,870 and $83,693
at December 31, 2008 and 2007, respectively. EDP equipment is depreciated using the straight-
line mcthod over the lesser of its useful lifc or three years. Other furniture and cquipment is
recorded as a non-admitted asset and depreciated using the straight-line method over the
estimated useful life of scven years. Depreciation expense charged to operations was $157,016
and $79,293 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 sharc reinsurance
agreement. Amounts recoverable from reinsurers are estimated in a mammer consistent with the
foss 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 policics
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 casc-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 believes
that the reserves for losses and LAE are adequate. The estimates arc continually reviewed and
adjusted as necessary as experience develops or new mformation becomes known; such
adjustments arc 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.
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HomeWise Insurance Company

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

The anticipated effect of inflation i1s implicitly considered when estimating liabilitics 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. Thosc anticipated trends are monitored based on actual
development and the estimated liabilities are modified if necessary.

Loss and LAE reserves arc 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 catastrophc 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 (FHCE).

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 asscssments are generally available for recoupment from policyholders and
as such, amounts are recorded as a rccoverable asset. Amounts recoverable are generally
expected to be collected during the year following assessment.

The Company was assessed $755,526 by FIGA in 2007 (none in 2008). The FIGA assessment
recoverable from policyholders was $227,145 and $755,526 at December 31, 2008 and 2007,
respectively.

Certain Citizens and FHCF assessments are collected from policyholders as policies are written
and subscquently remitted to the assessing entity. Amounts duc from policyholders for these
assessments were $17,692 and $81.082 at December 31, 2008 and 2007, respectively. The
liability for assessments collected but not remitted to Citizens and FHCF totaled $62,611 and
$55,773 at December 31, 2008 and 2007, respectively.

Income Taxes
The Company calculates its state and federal income tax Habilities based upon the statutory rates

i effect during the year.
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HomeWise 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 cstimates
and assumptions that affect the reportcd 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 Statutes Section 624.408 requires the Company to maintain minimum capital and surplus
of $4 million and to meet the risk-based capital requirements (see Note R). Additionally, Florida
Statutes Section 624.4095 requires the Company to maintain a ratio of the product of written
premiums times (.90 to surplus of no greater than 10-to-1 for gross written premiums and 4-to-1
for net written premiums. The Company s in compliance with these requirements.

Additionally, the Company is required to maintain deposits pursuant to Florida and Louisiana
statutes to help secure the payment of claims. Cash on deposit in the amount of $342,595 and
$326,483 has been assigned to the Office as of December 31, 2008 and 2007, respectively, and a
certificate of deposit in the amount of $100,000 has been assigned to the Louisiana Department
of Insurance as of December 31, 2008 (none at December 31, 2007), 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, 2008 and 2007.

3. Investments

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

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

Years ended December 31,

2008 2007

Investment income:
Cash and cash equivalents $ 76,351 § 439,564
Short-term investments 64.787 109.604
141,138 549,168

Investment expense:
Bank fees (33.789) (19.26%
Net mvestment income $ 107.349 % 529 899
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HomeWise Insurance Company

Notes to Statutory Basis Financial Statements
4. Premiums Receivable

Premiums reccivable includes 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 is 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 totaled $839,085 and $969.600, 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 LAE, nct of reinsurance recoverables.

December 31,

2008 2007
(in thousands)
Loss and LAE reserves at beginning of year $ 70 % 81
Losses and LAE incurred related to:
Current year 263 67
Prior years (19) (81)
244 (14)
Losses and LAE paid related to:
Current ycar 174 36
Prior years (71) (39)
103 (3)
Loss and LAE reserves at end of year S 211 5§ 70

Anticipated reinsurance recoverables on unpaid losscs and LAE are approximately $162,000 and
594,000 at December 31, 2008 and 2007, respectively. Reinsurance recoverables on paid losses
and LAE are approximately $135,000 and $4,000 at December 31, 2008 and 2007, respectively.

In 2008 and 2007, nct incurred losses and LAE attributable to insured events of prior years have
decreased by $19,000 and $81,000, respectively, as a result of reestimation of unpaid losses and
loss adjustment expenses. Original cstimates are decreased or increased as additional
information becomes known regarding individual claims.

6. Reinsurance

Certamn 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 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.
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HomeWise Insurance Company

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

Effective June 1, 2008, the Company and its affiliated company, HomeWise Preferred Insurance
Company (collectively, the Reinsured), entered into a quota share reinsurance agreement with
Swiss Remsurance 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 cffect the Reinsured’s excess of loss
reinsurance coverage provided by the FHCF and the first layer of the commercial excess of loss.
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
remsurance.  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 into an
aggregate excess of loss agreement to reinsure the Reinsurer's catastrophe obligation under the
quota share agreement. The Reinsurer reinburses 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.

Effective January 1, 2007, the Company and its affibated company, HomeWise Preferred
Insurance Company (collectively, the Reinsured), entered into a quota share reinsurance
agreement with Harlequim 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 Remsured’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 recoverics 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 where in 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 Reimnsured s 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
terninated and was subsequently commuted. There was no gain or loss recorded from the
commutation, however, there was a final adjustment to ccding commissions as prescribed by the
agreement.
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HomeWise Insurance Company

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 is limited to qualifying storms occurring in the state
of Florida. For the year ended December 31, 2008, the commercial excess of loss treaties
generally provide 100% coverage on ultimate nct losses of approximately $9,300,000 in excess
of $2,900,000 and 25% coverage on ultimate net losses of approximately $12,700,000 in excess
of approximately $12,200,000 per occurrence, not to exceed approximately $12,500,000 for all
occurrences. The FHCF provided coverage for 90% of the losses from qualifying catastrophic
events in excess of approximately $12,200,000 up to a maximum of approximately $72,900,000.
For the year ended December 31, 2007, the commercial excess of loss treaties generally provide
coverage on ulthmate net losses of approximately $14,100,000 in excess of $12,800,000 per
occurrence, not to exceed approximately $28,100,000 for all occurrences. The FHCF provided
coverage for 90% of the losses from qualifying catastrophic events in excess of approximately
$19,700,000 up to a maximum of approximately $123,100,000, plus 100% of $10,000,000 in
excess of $2,700,000 (drop down layer).

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 assessments from its
policyholders.

Effective Junc 1, 2008 and 2007, the Company executed reinsurance premium protection
agreements to reinsure the reinstatement premium payment obligations which accrue to the
Company under the private catastrophe excess of loss agreements. The coverage is limited to
100% of the original contracted reinsurance placement.

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

On May 31, 2007, the Company terminated and commuled its excess of loss reinsurance
agreement with Catlin Insurance Company Ltd. There were no losses assumed or gain or loss
recognized on the commutation. Per the agreement, the Company was owed the amount in the
experience account that was cstablished under the original reinsurance agreement. That amount,
calculated pursuant to the agreements, was $822,000. The experience account balance was
reduced by a commutation settlement charge of $360,000. The net settlement amount of
$522,000 was recetved by the Company on July 22, 2007.

15



HomeWise Insurance Company

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

The Company terminated and commuted its quota share reinsurance agreement with Glacier
Reinsurance AG on January 1, 2007. As a result of the commutation, $7,989,164 in unearned
premium was returned to the Company and 56,833,689 in ceding commission was returned to
Glacier Reinsurance AG. The cession of any future losses at January 1, 2007 and forward was
also terminated. The Company also increased its ceded loss and loss adjustment paid and
reduced its ceded reserves to recognize the effect of releasing the insurer from its obligation
under the treaty. The net effect of the commutation was an increase in losses incurred of
$210,623. The reinsurance agreement with Glacier Reinsurance AG was replaced with a 75%
quota share agreement with Harlequin Insurance (Bermuda) SAC Limited effective January 1,
2007,

The effects of reinsurance on premiums written and earned at December 31 are as follows:

2008 2007
Written Earned Written Earned
Direct premiums $ 11,943,311 § 16941,545 § 21,766,628 § 33,475,449
Assumed premiums - - (2,343) 375,374
Ceded premiums (10,728.913) _(15.579.187) _(20.416.752) _(31.198.874)
Net premiums $__1.214.398 $__1.362.358 §__1.347.533 §_ 2.651.949

The following table summarizes the effect of ceded unearned premiums on the direct uneamed
b . - -
premiums reserve and the related commission equity at December 31

2008 2007
Direct unearned premiums $ 7.210,289 § 12.208,521
Ceded unearned premiums (5.999.609) (10.849.882)
Unearned premiums, net $___1.210.680 $_ 1.358.639
Commission equity, net S__(1.676.392) §_(3.227.623)

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

2008 20407
Swiss Reinsurance America Corporation $ 3,502,000 S -
Florida Hurricane Catastrophe Fund 979,000 3,737,000

For the years ended December 31, 2008 and 2007, recoveries under reinsurance contracts totaled
$282,554 and $518,929, respectively.
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HomeWise Insurance Company
Notes to Statutory Basis Financial Statements
7. Income Taxes

Income before federal income taxes differs from taxable income principally duc 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 NATC Annual Statement and
as underwriting, acquisition, and other expenses on the statcments of operations.

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

follows:
December 31,

2008 2007
Gross DTAs $ 252,727 $ 1824306
Gross DTLs (185.921) (157.778)
Net admitted DTAs 66,806 24,658
Nonadmitted DTAs (66.806) -
Net admitted DTAs $ - $ 24.658

Increase (decrease) in nonadmitted DTAs  $ 66,806 $__ (34.581)
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  $  (866,185) § 120,233
Prior year {over) under accrual (102.742) 63.171
Current income taxes incurred $__(968.927) §__ 183424

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

DTAs Statutory Tax Difference  Tax Effect
Unpaid losses and LAE $ 210,000 § 192,700 3 17,300 § 5,882
Unearned premiums 1,210,680 968,544 242,136 82,326
Nonadmitted assets - 483,878 483,878 164.519
Gross DTAs $___ 252727
Nonadmitted DTAs 5____66.806
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HomeWise Insurance Company

Notes to Statutory Basis Financial Statements

7. Income Taxes (continued)

DTLs
Fixed assets

Statutorv Tax

3 -

Difference
§ (478,881) § (478,881) § (162,820)

Tax Effect

Prepaid expenses - (67,943) (67,943) (23,101
Gross DTLs §__(185.921)
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 $ 5882 § 1,558 § 4,324
Unearned premiums 82,3206 92,388 {10,062)
Nonadmitted asscts 164.519 88.490 76.029
Gross DTAs §__252.727 S__182.436 §___ 70291
Nonadmitted DTAs $____66.806 $ - $___66.806
DTLs Resulting from Book/Tax December 31,
Differences 2008 2007 Change
Furniture and equipment $ (162,820) § (71,816) §  (91,004)
Prepaid expenses (23,101) (11,016) (12,085)
Profit sharing expensc - (74.946) 74.946
Gross DTLs $__(185.921) $_ (157.778) S_  (28.143)

The change in gross DTAs and DTLs of $42,148 is the change in net deferred income

taxes before the consideration of nonadmitted DTAs and DTLs.
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HomeWise Insurance Company

Notes to Statutory Basis Financial Statements

7. Income Taxes (continued)

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

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

Effective Effective
2008 Tax Rate 2007 Tax Rate
Proviston computed at
statutory rate § (684,161) 3400 % $ 326,178 34.00 %
Nondeductible items 9,918 (0.49) - -
Prior period tax adjustment {260,803) 12.96 - -
Nonadmitted assets (76,029) 3.78 (18,538) (1.93)
Other - - 68,718 7.16
Total $(1.011.075) ___ 50.25 % S__ 376,358 39.23 %
Federal income tax $  (968,927) 48.16 % § 183,424 19.12 %
Change m deferred taxes (42.148) 2.09 192.934 20.11
Statutory income taxes $.(1.011.075) 50.25 % S__ 376.358 39.23 %

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 Amount
2008 h -
2007 120,253

F. Consolidated federal income tax return:

The Company files a consolidated income tax return with the following:

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

The method of allocation between the companies is subject to written agreement,
approved by the Board of Directors. Allocation is based upon separate return calculations

with current credit for net losses. Intercompany balances are settled quarterly.
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HomeWise Insurance Company

Notes to Statutory Basis Financial Statements
8. Capital and Surplus

The Company has authorized 1,000,000 shares of $1 par value common stock, of which 650,000
shares are issued and outstanding at December 31, 2008 and 2007. The parent company,
HomeWise Holdings, Inc., is the sole sharcholder. No other classes of common or preferred
shares were issued during 2008 or 2007.

Property and casualty insurance companies arc 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, respectively.

The maximmum 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 or 2007.

During 2007, to meet the Louisiana regulation that the Company's minimum common capital
stock be $650,000, the Company issued 550,000 of its $1 par value authorized shares of common
stock to its parent, HHI, in a noncash transaction. The issuancc of these shares was accounted for
by reclassifying $550,000 from the gross paid-in and contributed surplus account to common
stock. This transaction does not impact the total policyholder surplus or ownership of the
Company.
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HomeWise Insurance Company

Notes to Statutory Basis Financial Statements
9. Related Party Transactions

The Company 1s a wholly-owned subsidiary of HomeWise Holdings, Inc. (HHI) and is affiliated
with HomeWise Management Company (HMC) and HomeWise Preferred Insurance Company
(HPIC), which are also wholly-owned subsidiaries of HHL

Effective January 1, 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 $3,275,793 and $6,967.680, tespectively. At December 31, 2008 and
2007, the Company has a net payable due to HMC in the amount of $3,263,021 and $295,464,
respectively.

Effective December 5, 2005, the Company entered into a service agreement with HHI. Pursuant
to the agreement, HHI provides to the Company capital management scrvices, investor
management and relations, and assists with overall general management of the Company. During
2008 and 2007, expenses incurrcd related to this agreement totaled $116,993 and $214,370,
respectively. At December 31, 2008 and 2007, the Company has a receivable due from HHI in
the amount of $519 and $271,751, respectively.

The Company is also party to a Cost Allocation Agreement with HPIC, HMC, and HHI in which
expenses benefiting more than one company arc allocated based upon direct allocation or
revenue allocation rules, whichever is most appropriate for the expenses. At December 31, 2008
and 2007, the Company has a receivable due fromm HPIC in the amount of $3,972,151 and
$4,129,565, respectively,

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.
HMC has contracted with an unaffiliated service company to provide this function. 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 Type of Direct
Exclusive Business Authority Premium

Name and Address FEI Number _Contract Written Granted Written
HomeWise Management  20-33951352 Yes Wind-only Premium S 11,943,311
Company, Inc. collection, claims
18302 Highwoods adjustment,
Preserve Priowy binding
Suite 110 authority, and
Tampa, FI. 33647 underwriting
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HomeWise Insurance Company

Notes to Statutory Basis Financial Statements
11. Lease Commitments

On September 2, 2005, the Company entered into an operating lease agreement for office space
in Tallahassec, Florida, which is effective October 15, 2005, through October 31, 2008. This
lease was terminated effective May 31, 2007.

On May I, 2006, the Company also entered into an operating lease agreement for office space in
Tampa, Florida, which is effective June 1, 2006, through May 31, 2011. The Company has the
option to renew the term of the lease for an additional five year period at the prevailing rental rate
at that time, provided the Company gives the lessor written notice nine months prior to its intent
to rencw the lease. Expenses associated with this lease are allocated equally between the
Company and HPIC.

Approximate future lease payments under the opcerating lease are as follows at
December 31, 2008:

2009 A 248,453

2010 258,323
2011 109,348
S___ 616,424

Total rent expense for the combined leases was $184,969 and $266,409 for the years ended
December 31, 2008 and 2007, respectively.
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SUMMARY INVESTMENT SCHEDULE

Schedule 1

(5rosg Admdted Assels as Reporied
investment Holdings 1n the Arnuai Siatement
investment Calegones Am;unt Perceznige_ Amaunt F‘erc:ntaqe
1. Bonds
T4 U freasuny SECUnbes. . R DO G0
12 U8 goversment agenty obligatens (exciuding morgage-backed secuslies):
1.2% Issued by .8, goverament agencies.. Ry it
172 fssued by U S government sponsored agencies.. .. iR .00
13 Foreign government {inchuting Ganada, sxcluding moryage-Dacked SECUMES ). i e e [ [ L1 .00
t4  Securities issued by states, lernlories and possessions and poitcal subdinsions in the U 8.
141 States, lenfones and passessions general oligatons... ... .. .0a 08
142 Poitical subdvsions of states, teritores & possessions & poltcal subdivisions general obligations .00 00
143 Revenue and assessment ObEQations. .. . ... o v e e e e s e | e 00 .08
144 Indusira! development and simsilar oblgabions. ..o oo e 08
15 Morigage-dacked secuntes {inchides residential and commercial KBS):
1.51 Pass-through securiies:
1.511 issued erguaranteed By GNMA ... el Lo . 0.0
1592 lssued of guarantaed by FNMA 808 FHLMC e o e o REiRH L 00
513 Afother... . . U1 2 B 0o
1.52 CMOs and REMICs
1.021 Issuad or quaranteet by GNIA FRIMA FHLMC arVAL . SO0 80
1.522 Issued by non-l) 8. Government issiers and coliaterslized by moripage-backed
secunbies issued or guaranieed by agencies shown in Line 1.521,.. BB 424
1523 Allother .. .00 S
2. Gtherdeb! and other fied income securties (exciuding shor-term):
21 Unaffiliated domeste secunbies (includes credd tenant inans rated by the Y03 .00 W08
22 Unafilated foreiga secunities..... . .00 Raki]
23 Affiliated secuntees...... . OO 0.4
3. Equity nterests
31 Investments in mutual funds. . B0 | N
32 Preferred stocks
321 Affdated. i 40
322 Unaffilated..... . BN Go
33 Publicly traded squity securiss (excluding preferret stocks)
331 Affilated. oo i =00
332 Unaffd@ted. o e s e 80
34 Olherequity secuniies
341 Affilates ... .. . 00 ]
342 Unafilatad 00 e ]
3.5  Qther equity interests including tanginte personal property under kase
351 Affsated. . Doy L8
3.52 Unaffiliated....... .. . .46 il
4. Worgage leans
4.1 Constructon and land development ... ... ... L1 1 DU R 0.0
47 Agnedloral L. Bi3TN . ole}
43 Sngle family resttenlial pronertes... ... a0
44 Ngddifaraily residential prORSTes.. .. ... . S 11 S .80
45 Commercial foans. ... AR e e fa e B0
46 Kezzaning real estate foans. ... ... WO B0
G Real estate investments
54 Propery aoeipied By COMOANY .. e e e s e .00 ]
52  Propedy heid for production of income {inetding § ... .0 of propery acquired = satisfacton of genty ... | .. Al

53 Property held for sale {including &, . .0 property acquired in satisfacton of debi. . ... . .08
G Contractloans.. . 0o k]
7. Recewvables forsecurties . ... . . . R e R LN DO, 34
8 Cash, cash equiaients and shart-tesm imvestments.. .., N BOABATA 000 | 046,374 S0 g
€ Other nvested assets R .08
10, Totalinvested assels. .. o BO4B74 | 000§ B046174 F 100.0
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Schedule 2

SUPPLEMENTAL INVESTMENT RISKS INTERROGATORIES

NAIC Group Code.... 4111

For the yeer ended December 31, 2008
{To be fiied by April 1)
Of HomeWise Insurance Company
Address (City. State, Zip Code}: Tampa FL 33647
NAIC Company Code..... 12438 Employer's 1D Number.....20-3385013

Tne Investment Risks Interrogatones ase to e Bed oy Apsd 4. They are alse o be incluced with the Audited Siatutory Financial Statemends.

Answer the following inlerronatones by seporsag the apphicable U.S. doliar amounts and percentages of the reporting enlity's totat admilled
assets held m thal calegory of invesiments.

o

wm

Reporting entity's total admitted assels as repored on Page Z ofthis annual stalement. S

Tenlarges! exposures 1o a simgle issuerborrowerfnvestment.

1 2 k] 4
Percentage of Total
Ilssuer Desoriptien of Exposure Amaunt Admitled Sssets
201 First Amegr Govt Qblig Fd Insteinv CE, ... Class One Keney Market Mulual Fund. .8 2231467 15239 %
202 N - {006 %
248 LS 0006 %
204 LS 0808
203 e S o 0000 %
2.06 - L 00000 %
207 . 5. 0000 %
2.08 BT D00 %
2.00 S L5000 %
240 S 0000 %
Amounts and pertentages of the repording entity's tofal admitied asssts held in bonds and prefarred stacks by NAIC rating,
Bonds i ?
30 NAIGT ..o 15238 %
302 NAIG-2. .. e e e 0000 %
303 NAIG-G i i e B 0000 %
304 RNAKCY. S S -l
3.05 KA. - 00 %
306 NAKG.. .. 3 . L0000 %
Preferred Stocks 3 4
307 PIRPAL . ST L0000 %
308 PiRR-2 S 0,000 %
308 PiRP-3 S .. 0.800 %
318 PRPA . S 0000 %
I PRPS L i S v 000 %
312 PRPB . s LS e D000 %
Assets held in fore:gn iwestments:
481 Are assets held in foreign investments less than 2.5% of the reparting enlity's (olal admitted assets? YesfX|
fFresponse o 4.0% above is yes, responses are nof reguired formerregalaries 510
482 Total admitled assets held in foreiga invesiments §...
4.03  Forgign-carrency-denpminated 1nvestments S
404 Insurance lmbilibes denominated in that same foreign currency S s e
Agaregale foresga investment exposure categonized by NAIC soveseign rating:
1 2z

5.01
507
503

Countrees rated NAIG-1
Counires rated NAIC-Z. s e
Countries rated NAIG-3 or below

0.600 %

targes! foraigh nvestment exposures by country, calegonized Dy tne country's NAIC sovereign rating:
¥ G ¥ g i

&1
&02

£.03
804

604
6.66

Countries rated NAIC-1

Counfry 10 .

Country 2: . o
Countries rated NAIC-2-

Coantry 10 e e
COUMY 20 v e e
Counines rated NAIC-3 or below:
COUMIY 37 i e e e
Country 20 ...

. L0030 %
L5 0000 %
1 ?

B OO £ 0014 B3
... 0000 %
SO 00T %
e - B00 %
- 0580 %

24

. 14,642,875

Nof |

- 0,000 %

e 0000 %
e 2 D000 %



Supplemeant for the year 2008 of the HomeWise Insurance Company

H 2
7. Ahogregate unhedged foreign currency exposure; B e D00 %
& Agaregale unhedged fofeign catrency exposure categonzed by NAIC sovereign rating: 3 Z

801 Countres sated NAC-1 .. S D000 %
802 Counines rated NAIC-Z. . i it e e e B 0000 %
803 Counings szted MAIC-3 or below @ dene are e et epet et e et e €1 et e e e+ e 1 S L0060 %

g Largest unhedged foreign currency expasures by couniry, calegonized by the country's NAI sovereign rating:
H 2
Countries rated NAIC-t
901 Country 1 .. . B e B0 T
602 Country2: . TSP PP 1 £ &
Countries raled NAIC-2:
903 Country 1. oo oo e . SOV -SSR 1 1611 3
B0 COUMIY 21 oot e e it o i+ 1 L ettt e et e ettt e Des s et et e eviien oo S OO B
Countries raled KAIC-3 or below:
G5 COUNNY 1T s o ot et oot snies et s oo reree s et e e e et e S . SRROPIORORNON ) 1114
QOB GOUNITY 21 1 oo e s crnetbarincens mcarmmasiasneris e oonrta e emss i 2 wermse 2 s+ + e e e e B e e s et et 000 %
16, Tenlargest non-soveraign {Le. non-govemmental) foregn ssues:
4 2
Issuer WAIC Rating 3 4
1001 .. . LS 2000 %
1002 ... . oS L0000 %
083 e i S 0000 %
008 - ..0000 %
085 s . 8. 0000 %
W0LE s - L OG6D %
0467 - T L3600 %
008 . e S L0660 %
DT i 5 D00 %
016 .8 L0000 %
11, Amounis and percenlages of the reporfing entity's total admitted assets held in Canadian investments and unhedged Canadian
CullTency expasure;
+1.81 Are assels held n Canadian invesiments fess than 2.5% of the reporting entity's total admitted assels? Yes{X] Mol |

#response o $1.01 15 yes, detashis nut required for the remamder of Interragatory 11,

+1.02 Total admitted assels held in Canadian lvestments S.... 0090 %

$1.03 Canadsan currency-denamingted investments St et e 000 %

+1.04 Canadian-denominated insurance labisies S.. 0000 %
8

#1085 Unhedged Canadian currency exposure L0000 %

12.  Repor agaregate amaunts and percentages of the reporting entiy's total admitled assats held i investments with contractual sales restnclions
12,01 Are assels heid in mvestmenls widh conlraciuat sales resincions fess than 2 5% of the reporing entity's intat

admified assets? YesfX] Noi }
¥ cesponse to 12 0115 yes, responses are not regusred for he remeinder of Intermopatory 12
i 2 3
12.02 Aggregate statement vaiue of mvesiments with contraciual sales resincions & . - 0.500 %
Largest three investments wih contractual sales restrictons:

13, Amounts and percentages of admitled assels held in the fen largest equdy inleresis:
1301 Are zssels held i equity nierest less tian 2.5% of the repuring entiéy’s total admilled assets? Yes{X] Nof |
i response 10 13.01 above is yes, responses are not required for the remainder of Interrogatory 13
i 2 3
Name of issuer

1302 . oS 0000 %
1303 G 3000 %
13.04 o 8

1306 P T

1306 . L8 2000 %
EELIT N - T L G00G %
1308 oS GO0 %
1308 BT 000 %
13.30 S, .00 %
1341 5. B0 %

25



suppemers o neyeer sots e HOMeWise Insurance Company

i4

o

Amounts and percentages of the reporing enbity's Wotal admitted assets held :n nonaffisated, privately placed equies.
14,01 Are assets neld m nonafilialed, privataly placet sauiies fsss than 2.5% of the reporting entity's tolal admutiec assels?
if response to £4.01 above is yes, respanses are rot required for the remainder of Inierragatory 14

1 2 3
4 02 Apgregate statement vatue of mvesiments hedd sn ronaffilaled. privalely placed eguibes: § e e e G006 %
Largest hree invesiments helfd in nonaffhated. arivetely placed equities.
1403 .5 L0000 %
14.04 .. FE- T SR o D000
Amounis and percentages of the reporkng ntily's tolal admitted assels held in genesal parnership irferests:
501 Are zssats heid i general parinership interests less than 2.5% of the reparting enbity's total acmidted assets? Yesi X}
If responss o 1501 above 5 yes, responses are a0t requsred for the remainder of Inlerrogatory 15,
1 4 3
15.02 Aggregate statement value of invesiments held i general partnership mierests. S e ernceee e OG0 H
targest three investments i general parnership interests:
503 e e e 5. 0030 %
15.04 .8 0060 %
1505 5. 0000 %

Emounis and percentages of the repordg enbily's tole! admitted asseds held i mofgage nans:
46.01 Are morgage 2ens reparted i Schedule B less thar 2.5% of the reporing entiy's (otal adnitied assets? Yes [ X]
If response to 16.01 sbove 12 yes, responses are nod refuired for the remainder of Mlsrrogatory 16 and Interrogateny 17
i 2 3

I Commercial. Agricuilusal
1602 L R, - BN %
O3 e e s e e e e e . 5. D0 %
$6.04 - G000 %
16.05 S 00 %
16.86 . AR TR e e BOO0 %
16.57 -5 L D0h %
TBEE e - L0600 %
1669 - GO0E %
16.10 . § L G.0A0 %
Amourt gnd perceniage of the reporting entity's total admitted assels held in the following categories of morigage foans
Loars
16.12 Construction 1BaNS ... ov - vorn e e e L8 0030 %
16.13 Morgage loans over &) days pastdue. ... L8 L0000 %
18.14 Marigage joans g1 1he grocess 0HORRCIOSUME. .. .o s L Sl 0030 %
16.15 Morlgage foans foreciosed. . ..o S8 L ALO0D %
18.16 Restruclired morgags ioans S . 2000 %
Aggregals morgage losns hawng the foliowing lan-o-vatse ratios as determined from the most current appraisal as of the annuzl
statement gate”
Loan-to-Yalue Beudente! renereiat Aariguityrsl
i 2 3 4 5
17.01 above 85% - D005 % 5.
17.02 MU B B5% . . S L0A0E% S
1703 B1% o 90% - BL00 % S
17.64 71% to BY) §.. 6000% 5.
17.05 below 70%. ... & L% S

Amounts anc percenlzges of the reporling entity's tatsl admitted sssels heid in each of the Fve iargest Investments n regt estate

1861 Ase assets heldin real estale reposted less than 2.5% of the reporling entity's lolal admitied assets? Yes{X]
H responze 1o 18.91 above i yes. responses ara not reguired for the remainder of intersogatory 18.

Largest five investments in any one parcel or group of conligutus parcels of real estsle.

Geseriptior H 3
iB0s .o .S
FEOB o i e . 8.
1806 ... S

Repor: aggregale amounts ant percenteges of the reporing entily's total admitlet sssels held in invgstments kel it mezzaniae real estale laans
1801 Are zssels heid mwnvestments held in mezzaniae reg eslale loans less than 2 5% of the reporting enlity’s admlled assels? Yes [X]
I response f0 10 81 is yes. responses are nof required for the remainder of intersogatary 18
1 b 3
19.02 Aggregate statement value of investments held in mezzanine real estate loans! S PSPPSR 10

Largest three invesiments held ir mezzeaine reai eslate loans.

TO03 o ¢ AL %
1906 e 000 %
205 s D000 %

26
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[
DD %
L
L0800 %
D000 %
8000 %
Mol ]
Mol ]



Supplement o e vear 26 i ve. HOMeWise insurance Company

20, Amounls and percentages of e reporting entdy's lata admited assets subject o the following types of agreements:

At Year-End At End of Each Carter
1st Qtr Znd Qfr 3rg Qir
1 z 3 4 5

20.01 Securtes iending agreements {do not include assets

heid as caliateral for such transactons)..... b LGB0 S B 8
20.02 Repurchase agreements.... ST DDA S S L5
20213 Reverse repurchase agreements. S. L0oon e & PO S g,
20504 Dollar repurchase agreements. .. b GO0 % & .. .8 -3
2005 Dodar reverse repurchase agreements.... .. . ... S e LO0G0 % S S -
21, Amounts and percentages of the reparing entdy’s folal admitted assets for warrants not alached to other financiat instruments, entions, caas and fioors:
Quined Vintlen
1 2 3 4
21.01 Hedgng.... & . e 00 % S e s e e e 000 %
2102 Mome GERETAtioN. .o e i s e B i e e e S 00 % S e e e D000 %
R OO PSP TP OSSPSR L1 7SR RURUROIN 110111
22, Amounts and percentages of the repoarting entity's total admitted assets of pelentiai exposure for collars, swaps, and forwards:
At Year-End At£nd of Eaeh Quarter
st Qtr 2nd Gir 3 Qtr
i 2 3 4 §
2201 Hedging... I - o B
2202 Income generalion.... L& - L&,
2203 RepiGalions.... .. . s e e S DO00% S e B S
2204 Otver. .. S LBO0B Y S e S LS

23, Amounis and percentages of the reportng enbity's total adritled assets of pelential exposire for fistires contracts:

At Year-End A End of Fach Quarier
15t Qir 2nd Qi 3rd Qir
1 2 3 4 5
2301 Hed@ng oo e e L5 AR % S - T T
23.02 income generatio N D000 % S ST S &
2303 REPUCATONG . rvevcnremc o comve o e v e e B S BO0B% S i e B S
L DINBI e o s s et B e e e e e e 0.000% & S $.

See report of independent auditors.,
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7.1

-
Lo

9.1

9.2

HomeWise 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 losscs below the stated quota share
percentage (e.g., a deductible, a loss ratio corridor, a loss cap, an aggregate limit or any similar

PIOVESIONS YT oottt e e e e em e se e b s b et e b e e e b b h b s ek bm e et n e

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

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

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 5% of prior year-end surplus as
regards policyholders or i1t 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 policyholiders; (i} it
accounted for that contract as reinsurance and not as a deposit; and (i) the contract(s) contain one or
more of the foliowing features or other features that would have similar results:

{a) A coniract 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 canceliation triggers an ohligation
by the reporting entity. or an affiliate of the reporting entity, fo enter into a new reinsurance
contract with the reinsurer, or an affiliate of the reinsurer;

(c) Aggregate stop loss remsurance coverage;

{d) A unilateral right by either party to commute the reinsurance contract, whethesr 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

guarterly basis (unless there is no activity during the period); or
{f) Paymeni schedule, accumulating retentions from multiple years or any feature inherently

designed to delay timing of the refimbursement to the ceding entity.....ovvveeinniinicee

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 affibates), for which,
during the period covered by the statement, it recorded a positive or negative underwriting result
greater than 3% 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; exciuding cessions to approved pooling agreements or to captive
msurance companies that are directly or indirectly controiling, controlled by, or under common control
with (i) one or more unaffiliated policyholders of the reporting entity, or (if) 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 fift
! Y I g y 1 Y
percent (30%) 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

retroceded back to the reporting entity or its affiliates in a separate reinsurance contract?.............

28
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Yes[#] NOD

Yes D No

Yes D No



HomeWise 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
Suppiemental Filing for General interrogatory 9:

(2) The aggregate financial statement impact gross of all such ceded reinsurance contracis 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 ¢riteria in 9.1 or 9.2; and

(¢) A brief discussion of management's principle objectives in entering into the reinsurance confract
including the economic purpose to be achieved,

9.4 FExcept for transactions meeting the requirements of paragraph 31 of S8AP 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 peried 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
(GAATP); or
{b) Accounted for that contract as reinsurance under GAAT and as a deposit under SAP?................ Yes D No

9.5 1f ves to 94, explain in the Reinsurance Swmmary Supplemental Filing for General Interrogatory 9
(Section D) why the contract(s) is treated different for GAAP and SAP,

See report of independent auditors.
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Thomas Howell
Ferguson r.a.

Report of Independent Auditors

The Board of Directors
HomeWise Insurance Company

We have audited the accompanymg statements of admitted assets, liabilities, and capital and
surplus - statutory basis of HomeWise 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 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 Amernica. Those standards require that we plan and perform the audit to obtaim
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 estunates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for owr opinion.

As described more fully m Note 1 to the financial statements, these financial statements have
been prepared i conformity with accounting practices prescribed or permitted by the Florida
Office of Inswrance 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 swplus of HomeWise Insurance Company as of
December 31, 2009 and 2008, and the results of 1ts operations and its cash flows for the years
then ended on the basis of accounting described in Note 1.



Thomas Howell

B Ferguson s,

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 mvestment schedule (Schedule 1), supplemental
mvestment 1isks interrogatories {Schedule 2), and the selected general interrogatories relating to
remsurance {Schedule 3) included i other financial information as of and for the year ended
December 31, 2009, are presented to comply with the National Association of Insurance
Commissioners’ Accounting Practices and Procedures Mamual 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 stateinents and, i our
opimion, 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 Inswrance 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.

Hosss Ghodl Feprr 42,

March 23, 2010



HomeWise Insurance Company

Statements of Admitted Assets, Liabilities, and Capital

and Surplus - Statutory Basis

Admitted assets

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

Total cash and mvested assets

Accrued mvestment income

Preminms receivable

Reinsurance balances recoverable
Federal mecome taxes recoverable

Net deferred tax asset

Electromc data processing equipment, net
Recetvables from parent and affiliates
Capital contribution receivable

Other assets

Total admutted assets

Liabilities and capital and surplus
Liabilities:
Loss and loss adjustment expense reserves
Unearned premiums, net
Reinsurance premiums payable
Provision for reinsurance
Accounts payable and accrued expenses
Taxes, licenses, and fees payable
Return premivns payable
Payable to affiliates
Total habilities

Capital and surplus

Total liabilities and capital and surplus

See accompanving notes.

December 31,
2009 2008

$ 5,687,089 § 2231467

8.298.372 3,814,707
13,985,461 6,046,174
11,924 7,762
6,409,016 839,085
365,365 1,406,688

118 1,629,206

708,396 -

- 220,633
1,359,469 3,972,670
13,000,000 -

296.813 520.757

$_36.136,562 $__14.642.975

$ 574,123 § 210,649

6,906,109 1,210,680
6,499,800 1,228,276
80,000 -
453,552 334,535
523,116 -
504,285 -
333,407 3.263.021
15,874,392 6,247,161
20.262.170 8.395.814

$_36.136.562 § 14.642.975



HomeWise Insurance Company

Statements of Operations - Statutory Basis

Years ended December 31,

2009 2008

Underwriting income:

Prennums earned. net of reinsurance ceded § 4555001 § 1,362,358
Underwriting expenses:

Losses and loss adjustinent expenses incurred 1,228,091 243,595

Underwritmg, acquisition, and other expenses 5.273.642 3.238.904
Total underwriting expenses 6,501,733 3.482.499
Net underwriting loss (1,946,732) (2,120,141)
Net irvestiment income 5,110 107,349
Other income 93.716 549
Loss before federal income tax expense (benefit) (1,847,906) (2.012,243)
Federal income tax expense (benefit) 255,049 (968.927)
Net loss S__(2.102,955) $__(1.043.316)

See accompanving notes.
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HomeWise Insurance Company

Statements of Cash Flows - Statutory Basis

Operating activities

Premiums collected, net of reinsurance

Net investment income received

Other mcome received

Losses and loss adjustment expenses recovered
(paid)

Underwriting, acquisition, and other expenses
paid

Federal mcome taxes recovered

Net cash provided by (used in) operating activities

Financing activities

Gther miscellaneous sources

Net cash provided by financing activities
Net increase (decrease) in cash

Cash at beginning of year

Cash at end of year

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

See accompanying nofes.

Years ended December 31,

2009 2008
$ 10,456,308 $ 649,860
948 113,453
81,442 -
176,706 (1,505,536)
(4,602,173) (3,050,573)
1,374,039 .
7.487.270 (3.792.796)
452.017 3.196.613
452,017 3.196.613
7,939.287 (596.183)
6.046.174 6.642.357
$ 13985461  $_6.046174
S 8298372 § 3.814.707
5.687.089 2.231.467
$ 13985461  $ 6.046.174



HomeWise 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 Insurance Company (the Company), a wholly-owned subsidiary of HomeWise
Holdings, Inc. (FHI}, an nsurance holding company, is domiciled in the state of Florida. The
Company received its Certificate of Authority from the Florida Office of Insurance Regulation
(the Office) on December 5, 2005, and commenced operations on January 12, 2006. The
Company received a Certificate of Authority from the state of Louisiana on August 6, 2008, and
comnenced operations on November 25, 2008. The Company is affiliated with HomeWise
Management Company (HMC) and HomeWise Preferred Insurance Company (HPIC), which are
wholly-owned subsidiaries of HHIL

The Company writes coverage exclusively in the states of Florida and Louisiana, areas that are
exposed fo damage from hurricanes and severe storms. The Company attempts to mitigate its
exposure fo 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 1ts 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 Florida Office of Insurance
Regulation (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 Mamual 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:

) Certam assets designated as "nonadmitted," principally past-due uncollected
premiums, prepaid expenses, and other assets not specifically identified as an
admitted asset within the Adccounting Practices and Procedures Manual, ave
excluded from the accompanying statements of admitted assets, liabilifies, and
capital and surplus and are charged directly to unassigned surplus., Under GAAP,
such assets would be mcluded in the balance sheet at net realizable values.
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HomeWise Insurance Company

Notes to Statutory Basis Financial Statements

Summary of Significant Accounting Policies (continned)

Basis of Presentation (continued)

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

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

The costs of acquiring and renewing business are expensed when mcuwred. 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 camybacks for existing temporary
differences that reverse by the end of the subsequent calendar vear, 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 defemred tax liabilities. The remaining
deferred tax assets are nonadmuitted. Deferred taxes do not include amounts for state
mmcome faxes. Under GAAP, state income taxes would be included in the
computation of deferred taxes, a deferved 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.

Commmnssions 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. Commussions in excess of the acquisition costs, if
any, would be deferved and recognized over the policy term consistent with GAAP.



HomeWise Insurance Company

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

Basis of Presentation (continued)

e 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. Statufory
requirements require that the financial statements of the Company be filed with state
regulatory authorities. Accordingly, the financial statements are presented n a
format smmilar fo the filed annual statement, which differs from the format of
financial statemients presented under GAAP. Required statutory disclosures that are
not applicable to the Company are not included in the notes fo these statutory
financial statements.

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

Premiums are recorded as eamned on a daily pro rata basis over the contract period that the related
policies are expected to be i force. The portion of premiums not eamed at the end of the year 1s
recorded as unearned premuums. Premiums collected prior to the effective date of the policy are
recorded as a lability.

Cash and Cash Equivalents

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

Investmenis

Investments are recorded at admitted asset values as prescribed by the valuation procedures of
the NAIC’s Securities Valuation Office (SVO). The valuation technique used to measure far
value (market value) is to obtain the published securities' fair value from the SVO publication,
Valuation of Securities. If the specific security is not listed in this publication, then the fair value
1s obtamed from a registered U.S. exchange.

Short-term investments include investiments with original maturities of one year or less from the
time of acquisition and are principally stated at cost, which approximates fan value.



HomeWise Insurance Company

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

The Company's financial imstruments exposed to concentrations of credit risk consist primarily of
its cash and cash equivalents, shorf-term investiments, remsurance recoveries, and premim
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. On May 20, 2009, the FDIC extended this increase in per depositor
coverage to December 31, 2013. Bank deposit accounts, at times, may exceed federally insured
lmuts. The Company has not experienced any losses in such accounts.

All mnvestment transactions have credit exposure to the extent that a counterparty mayv default on
an obligation to the Company. Credit risk is a consequence of carrying investment positions. To
manage credit risk, the Company focuses primarily on highly liquid debt instruments, reviews the
credit strength of all entities m which it invests, limits its exposure in any one investment, and
monitors portfolio quality, taking into account credit ratings assigned by recognized credit rating
organizations.

Electronic Data Processing (EDP) Equipment

The adnutted value of the Company's EDP equipment is limited to 3% of capital and surplus.
The adnutted portion 1s reported at cost, less accumulated depreciation of $174,870 at December
31, 2008 (none at December 31, 2009). 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 nonadmnitted asset and depreciated using the straight-line method over the estimated useful
life of seven years. Depreciation expense charged to operations was $135,689 and $157.016 in
2009 and 2008, respectively.

Reinsurance

The accompanying statutory basis financial statements reflect reserves for premiums and losses
and loss adjustiment 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 remsurers are estimated in a manner consistent with the
loss and LAE reserves associated with the remsured policies. Reinsurance premiums. losses, and
ILAE are accounted for on bases consistent with those used in accounting for the original policies
1ssued and the terms of the reinsurance contracts.
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HomeWise 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
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 varniability 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 m cwivent 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 resulfing 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 guaranty fumd, Citizens, and FHCF
assessments when the Company has the mfonmation 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
assessment.
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HomeWise 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 $95,153 by FIGA in 2009 (none in 2008). The FIGA assessment
recoverable from policyholders was $95,153 and $227,145 at December 31, 2009 and 2008,
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
assessiments were $105,999 and $17.692 at December 31, 2009 and 2008, respectively. The
liability for assessments collected but not remitted to Citizens and FHCF totaled $294.763 and
$62,611 at December 31, 2009 and 2008, respectively.

Income Taxes

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

Subsequent Events

The Company has evaluated subsequent events through March 23, 2010, the date the financial
statements were available to be 1ssued.

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 assefs 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
umpact the amounts reported and described in the financial statements.

Reclassification

Certain 2008 amounts in the financial statements have been reclassified to conform to the 2009
financial statement presentation.
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HomeWise Insurance Company

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

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

Additionally, the Company is required to maintain deposits pursuant to Florida and Louisiana
statutes to help secure the payment of claims. Cash on deposit in the amount of $348,756 and
$342,595 has been assigned to the Office as of December 31, 2009 and 2008, respectively, and a
certificate of deposit in the amount of $100,000 has been assigned to the Louisiana Department
of Insurance as of December 31, 2009 and 2008, to satisfy this requirement. These amounts are
mcluded in cash and cash equivalents in the accompanying statements of admitted assets.
habilities, 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 year 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 sumumnarized as follows:

Years ended December 31,

2009 2008

Investment income:

Cash and cash equivalents S 15,810 § 76,351

Short-term nvestiments 16.760 64.787
Total investinent income 32,570 141,138
Investinent expense:

Bank fees (27.460) (33.789)
Net mvestment mcome § 5110 $_ 107349

4. Premiums Receivable

Preminms receivable includes amowunts 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 uneamed
premium. Premiums receivable is charged to bad debt expense in the period determined
uncollectible. Recoveries received on amounts previously charged-off are credited to bad debt
expense 1n the period received. Premiums receivable totaled $6,409,016 and $839,085, with no
nonaduutted premiums receivable, as of December 31, 2009 and 2008, respectively.
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HomeWise Insurance Company
Notes to Statutory Basis Financial Statements

5. Loss and Loss Adjustment Expense (LAE) Reserves

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

December 31,

2009 2008
(in thousandsj
Loss and LAE reserves at beginning of vear S 211§ 70
Losses and LAFE mcurred related to:
Cuwrent year 1,413 263
Prior years (185) (19)
1,228 244
Losses and LAE paid related to:
Current year 841 174
Prior years 24 (71}
865 103
Loss and LAE reserves at end of year S c—td S 211

Anticipated reinsurance recoverables on nnpaid losses and LAE are approximately $1,399.000
and $162,000 at December 31, 2009 and 2008, respectively. Reinsurance recoverables on paid
losses and LAE are approximately $365,000 and $135,000 at December 31, 2009 and 2008,
respectively.

In 2009 and 2008, net incurred losses and LAE attributable to insured events of prior vears have
developed favorably by $(185.000) and $(19,000). respectively, 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

Certam 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 programnr consisted of catastrophe excess of loss
reinsurance and quota share treaties. Following is a sununary of the remsurance coverage.

Effective June 1, 2009, the Company and its affiliated company, HomeWise Preferred Insurance
Company (collectively, the Reinsured), entered into quota share reinsurance agreements with
Signet Star Re (Signet), Hannover Remsurance (Ireland) Ltd. (Hannover), and Greenlight
Reinsurance Ltd. (Greenlight) (collectively, the Reinsurers). Signet has a 30% participation.

Hamnover and Greenlight each have a 35% participation.
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HomeWise Insurance Company

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

Under the terms of the agreements, as amended June 30, 2009, the Remsurers assume a
percentage (85% on policies written through December 31, 2009, and 75% on policies written
thereafter) of the Remsured's mcurred losses and loss adjustinent 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 fo 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 remsurance agreements are subject to loss retention corridors, whereby the Reinsured retain
losses above a minimum gross loss ratio ranging from 25% to 33% up to a maximum gross loss
ratio ranging from 37% to 42%. The Iumtations on maximum 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 written premium, prior to the deduction
of any prenuuns paid to catastrophe excess of loss protection. The current year and prior year
{described below) ceding comumissions have been recorded as a reduction of wnderwriting,
acquisttion, and other expenses in the accompanying statements of operations.

Effective June 1, 2008, the Company and its affihated company, HomeWise Preferred Insurance
Company (collectively, the Reimnsured), entered into a quota share reinsurance agreement with
Swiss Reinsurance America Corporation (the Reiusurer). Under the terms of the agreement,
which expired on May 31, 2009, and was subsequently commuted, the Reinsurer assumed 73%
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 the
commercial excess of loss. Under the terms of the agreement, the Reinsured ceded 75% of gross
premiums after deducting the cost of the above referenced muring reinsurance to the Reinsurer.
The Reinsured ceded 75% of covered gross losses to the Rewnsurer after deducting recoveries
from the referenced muring remnsurance. The maximum losses ceded under this agreement were
linited to $150 million per event and $210 million for all occurrences. The Company and the
Reinsurer entered info an aggregate excess of loss agreement to reinsure the Reinsurer's
catastrophe obligation under the quota share agreement. The Reinsurer reimbursed the Company
for the premmms relating to this coverage. The ceding commission from the Reinsurer to the
Remsured was on a renmbursement basis wherein the Reinsurer reimbursed the Reinsured for
75% of acquisition and overhead expenses hmited to 31%.

In 2009, the Company comnnited its reinsurance agreement with Swiss Re (see above), and in
2008, the Company conunuted its quota share agreement with its previous quota share provider.
In 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
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HomeWise Insurance Company
Notes to Statutory Basis Financial Statements

6. Reinsurance (confinued)

generally provide coverage on ultimate net losses of approximately $26,500.,000 in excess of
$2,520,000 per occurence, not to exceed approximately $51,200,000 for all occurrences. The
FHCF provided coverage for 90% of the losses from qualifying catastrophic events in excess of
approximately $18,600,000 up to a maximum of approximately $97,200,000. For the vear ended
December 31, 2008, the commercial excess of loss treaties generally provide 100% coverage on
ultimate net losses of approximately $9,300,000 in excess of $2.900,000 and 25% coverage on
ultimate net losses of approximately $12,700,000 in excess of approximately $12,200.000 per
occurrence, not to exceed approximately $25,000,000 for all occurrences. The FHCF provided
coverage for 90% of the losses from qualifying catastrophic events in excess of approximately
$12,200,000 up fo a maximum of approximately $72.900,000.

For 2009, the Company and its affiliated company, HomeWise Preferred 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 agreements.

The FHCF provides coverage for named hurricanes only and provides no coverage after the one
time linmt 1s exhausted. Reinsurance premiums for the FHCE are paid on a total insured value
basts. In the event of a loss assessment, the Company may recoup the assessments from its
policyholders.

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

The Company’s reinsured risks are treated, to the extent of the remsurance, as though they are
risks for which the Company is not liable. However, the Company remains liable in the event the
reinsuring companies do not meet their obligations under these reinsurance agreements. Given
the quality of the reinsuring companies, management believes this possibility to be remote. See
Note 5 for recoveries due 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 Writ{en Earned
Direct premums $ 38,926,642 S 23,728,632 § 11,943311 § 16,941,545
Ceded premiums (28.676.212) (19,173.631) _(10.728913) _(15.579.187)
Net premiums § 10.2506.430 S_ 4555001 % 1214398 $  1.362.358
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HomeWise Insurance Company
Notes to Statutory Basis Financial Statements

6. Reinsurance (continued)

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

2009 2008
Direct unearned premiums $ 22408,299 § 7,210,289
Ceded unearned premiums (15.502.190) _(5.999.609)
Uneamed premiumns, net $__ 6906109 $__1.210680
Conunission equity, net S__ (4.495.765) $_(1.676.392)

At December 31, 2009 and 2008, unsecured remsurance recoverables on paid and unpaid losses
and LAE and uneamed premiums by reinsurer that were equal to or greater than 3% of surplus
are as follows:

2009 2008
Signet Star (Berkley Insurance Co.) S 2935000 3 -
Florida Hwricane Catastrophe Fund 1,683,000 979.600
Swiss Reinsurance America Corporation - 3,502,000

For the years ended December 31, 2009 and 2008, recoveries mnder reinsurance coafracts totaled
$1.684,176 and $282.554, respectively.

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

purposes.

State mcome 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.
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HomeWise Insurance Company

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

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 S 796,804 § - $ 796,804
Total gross DTLs 88,408 - 88,408
Net DTA 708,396
Nonadmitted DTAs -
Net admitted DTAs S__708.396
Decrease m nonadmitted DT As S (66.806)
2008
Ordinary Capital Total
Total gross DTAs $ 252727 ¢ - $ 252,727
Total gross DTLs 185,921 - 185.921
Net DTA 66.806
Nouadmitted DTAs (66.806)
Net admitted DTA $ —
Increase in nonadmitted DTAs S 66.806

The Company has not elected to admit additional DTAs pursuant to SSAP 10R,
paragraph 10(e). The current period election does not differ from the prior reporting
period.
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HomeWise Insurance Company
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.b4., 10.bal., and 10.c. are as follows:

2009
Ordinary Capital Total
Can be recovered through loss carrybacks
(10.a) $ - s - $ -
Lesser of:
Expected to be recognized within one
vear (10.b.1.) 791,602 - 791,602
Ten percent of adjusted capital and
surplus {10.b.11.) 740,262 - 740,262
Adjusted gross DTAs offset against
existing DT1s (10.¢.) 56,542 - 56,542
Risk-based capital level used in paragraph
10.d.:
Total adjusted capital 20,262,170
Authorized control level 2,555,084
2008
Ordinary Capital Total
Can be recovered through loss carrybacks
(10.a) $ - 3 - $ -
Lesser of:
Expected fo be recogmzed within one
year (10.b.1.} . - -
Ten percent of adjusted capital and
surplus (10.ba) - - -
Adjusted gross DT As offset against
existing DTLs (10.c.) 185,920 - 185,920
Risk-based capital level used i paragraph
10.d.:
Total adjusted capital 8.395.814
Authorized control level 1,658,335

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

2009 2G08
Admitted DTAs $ 70839 % -
Admitted assets 36,136,562 14,642,973
Statutory surplus 20,262,170 8,395,814
Total adjusted capital 20,262,170 8,395,814
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HomeWise Insurance Company
Notes to Statutory Basis Financial Statements
7. Income Taxes (continued)
B. Unrecognized DTLs:
Not applicable.
C. Cuvent tax and change in defeired tax:

The provisions for mcome faxes incurred on earnings for the years ended December 31

are:
Years ended December 31,
___ 2009 2008
Current year imncome tax expense S - $ (866,185)
Prior vear under (over) accrual 255.049 (102.742)
Current income taxes incured S__255.049 $_(968.927)

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

December 31,
2009 2008

Deferred Tax Assets:

Discount on unpaid losses and LAE S 13,003 § 5,882

20% of unearned premimns 469,615 82,326

Nonadmitted assefs 48,667 164,519

Profit sharing 46,330 -

Charitable contribution 23,375 -

Other 195.874 -
Total DTAs 796,804 252,727
Nonadnutted DTAs - (66.806)
Admitted DTAs 796.804 185921
Deferred Tax Liabilities:

Depreciation of fixed assets (71,279) (162,820)

Other (17.129) (23.1013
Total DTLs (88.408) (185921
Net admitted DTAs 508396 $___ -
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Notes to Statutory Basis Financial Statements
7. Income Taxes (continued)

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

December 31,

2009 2008 Change
Total gross DTAs $ 796,804 $§ 252,727 § 544,077
Total gross DTLs (88.408) (185.921) 97.513
Net DTA § 708396 S$__ 66806 641,590
Deferred tax on change in net
unrealized capital gains -
Change 1 net deferred income tax $ 641.590

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
$(1,847,906)
Provision computed at statutory rate S (628,289) (34.00)%
Nondeductible items 340 6.02
Change m nonadmitted assets 115,911 6.27
Prior period adjustinent 125.497 6.79
Total S_(386541) ___(2092)%
Federal mcome tax $ 255,049 13.80 %
Change in deferred taxes {641.590) (34.72)
Statutory income taxes $_ (386.541) (20.92)%

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

1. At December 31, 2009 and 2008, the Company had no unused capital losses and
$576,093 of net operating loss carryforwards available to offset against future taxable
mcomne.

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

Year Amount
2009 3 -
2008 -

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

(]
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HomeWise Insurance Company

Notes to Statutory Basis Fmancial Statements
7. Income Taxes (continued)
F. Consolidated federal income tax return:

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

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

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

8. Capital and Surplus

The Company has authorized 1,000,000 shares of $1 par value common stock, of which 650,000
shares are issued and outstanding at December 31, 2009 and 2008. No other classes of common
or preferred shares were 1ssued during 2009 or 2008. The parent company, HHI, is the sole
shareholder. In February 2010, HHI made a cash contribution of additional paid-in capital
totaling $13,000,000. The Company received authorization from the Office to report the related
capital contribution receivable at December 31, 2009, as an admitted asset in accordance with
Statement on Statutory Accounting Principles No. 72, Surplus and Quasi-reorganizations.

Property and casualty insurance companies are subject to ceriain 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 msurance 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, respectively.

The maximum amount of dividends that may be paid by property and casualty insurance
compantes 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 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 vears ended December 31, 2009 or 2008.
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HomeWise Insurance Company

Notes to Statutory Basis Fmancial Statements
9. Related Party Transactions

The Company 1s a wholly-owned subsidiary of HomeWise Holdings, Inc. (HHI) and is affiliated
with HomeWise Management Company (HMC) and HomeWise Preferred Insurance Company
(HPIC), which are also wholly-owned subsidiaries of HHIL

Effective January 1, 2006, the Company entered into a managing general agency agreement with
HMC. Pursunant 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 $10,117,751 and $3,275,793. respectively. At December 31, 2009 and
2008, the Company has a net receivable due from (payable due to}) HMC in the amount of
$641,776 and $(3,263,021), respectively.

Effective December 5, 2005, the Company entered into a service agreement with HHI. Pursuant
to the agreement, HHI provides to the Company capital management services, investor
management and relations, and assists with overall general management of the Company. During
2009 and 2008, expenses incwred related to this agreement totaled $381.802 and $116,993,
respectively. At December 31, 2009 and 2008, the Company has a receivable due from HHI in
the amount of $717,693 and $519. respectively.

The Company is also party to a Cost Allocation Agreement with HPIC, 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 expenses. At December 31, 2009
and 2008, the Company has a (payable due to) receivable due from HPIC in the amount of
$(333,407) and $3,972,151, respectively.

The Company reported a capital contribution of $13,000,000 from HHI in 2009 that was received
in February 2010 (see Note 8).
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Notes to Statutory Basis Financial Statements
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.
HMC has contracted with an unaffiliated service company to provide this function. 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.

Tyvpeof Tvpe of Direct
Exclasive Business Authority Premium
Name and Address  _FEI Number _Contract Written Granted Written
HomeWise 20-3395152 Yes Homeowners Premium $ 38.926642
Management collection,
Company, Inc. claims
18302 Highwoods adjustments,
Preserve Parkway, binding
Suite 110 authonty, and
Tampa. FL. 33647 underwriting

11. Leases

On May 1, 2006, the Company entered into an operating lease agreement for office space in
Tampa, Florida, which 1s effective June 1, 2006, through May 31, 2011. The Company has the
option to renew the term of the lease for an additional five year period at the prevailing rental rate
at that time, provided the Company gives the lessor written notice nine months prior to its intent
to renew the lease. Expenses associated with this lease are allocated equally between the
Company and HPIC.

Approxmate future lease payments under this lease are as follows at December 31, 2009:
2010 $ 505,131

2011 218.697
h 723 828

Total rent expense for the lease was $274,845 and $184.969 for the years ended December 31,
2009 and 2008, respectively.  The current vear rent expense includes $274,845 of
reimbursements received by HPIC for HPIC's share of the lease expense.
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HomeWise Insurance Company

Notes to Statutory Basis Financial Statements
12. Reconciliation of Annual Statement to Audited Financial Statements

Differences exist between amounts reported in the andited statutory financial statements and
those reported in the amual statement of the Company for the year ended December 31, 2009,
resulting from reclassification of premiums receivable and return premiums payable and
rounding. Presented below is a reconciliation of amounts previously reported to the Office and
those amounts appearing m the audited statutory financial statements for the year ended

December 31, 2009,

Andited
Financial Annual
Statement Statement Increase
Amount Amount {Decrease}
Total admitted assets $ 36,136,562 § 35632277 § 504,285
Total hiabilities 15,874,392 15,370,107 504 285
Total capital and surplus 20,262,170 20,262,170 -
Net loss 2,102,955 2,102,954 1

13. Subsequent Events

On March 23, 2010, HHI announced that it signed an agreement in principle with 21st Century
Holding Company (Nasdaq: TCHC) fo sell all of the outstanding shares of the Company and
HMC. The agreement in principle also includes a renewal rights agreement to acquire certain
msurance policies from HPIC. The proposed transaction is subject to customary definitive
documentation, regulatory approval, and completion of satisfactory due diligence by 21st Century
Holdmg Company. The projected closing date for the transaction is on or before June 1. 2010.
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Schedule 2

SUPPLEMENTAL INVESTMENT RISKS INTERROGATORIES
For {he year ended December 31, 2009

{To be filed by Aprif 1}

Of HomeWise Insurance Company
Address {Cily, State, Zip Code): Tampa FL 33647
Employer's iD Number.....20-3395013

NAIC Group Code....4111 NAIC Company Code..... 12438

The Invesiment Risks Interrogziories are to be Bed by Aprit 5. They ee elso o be included with fe Audiiet Siatylory Financisl Statements.

Angwer the biiowing interrogetoties by repeting e appicabis £1.5. dofiar amounis snt pertentenes of the teporting enlity’s tols! admited
Bssels held it Bhat cafegoly of pvediments,

1.

2

Reportng erdly's lofs! poonitied assels a5 reporded on Page 2 of this annua! statement.

Ten angesiexp 19 & Sngle issueo fi
H 2 3 4
Percentzge of Tola
fssuer Descrintion of Exposure Amoiré vated Assels
241 Fed ¥ weenmes Moty Market Prime Cash Obfigations Fund b3 3843454 065t %
282 FastArmencan Fungs . ..on .. Govt. Oblig Fd Inst Inv &s -3 Z223FRIE o B2B0%
283 Faonds Depl of Fnonts Senvices...... . Treasury Cash Fund Deposit S WBIEE . L9799 %
204 CoptaiCneBenk Certitcate of Deposit b3 100,000 G281 %
55 .5 D205 %
258 .. - ot bt Rt 50 AR s 3 2300%
287 s 2800 %
Z08 . 8 DONG %
209 3 L0006 %
230 erbtenttareinese e § D00 %
Amourts and peroentages of e reportng endly's fotal sdmitied assets held in bonds and preferred stocks by NAKC rating.
Bonds H z
A0 NS s YENSEN: v SRR . ¥ i -3
B2 NAKZ. o rsmisicenreacimecens s G000 %
383 NAC-2 $ o tiarrms vttt s e BOX %
304 NAIC.. 13 . LO¥ %
345 NAIGE.. . L83 %
306 NRICE . $on O %
Prefened Sindks 3 &
gt PRP 3 £000 %
398 PRPE H J— 2000 %
383 PRP3. e 8 G000 %
310 PIRP4 $ S L0 %
311 PRPE $ S HE (A
312 PRP-6 $ P 5000 %
Assets hotd I foreign westments:
401 Are asoels heit i forsgs rreestments less than 2.5% of the reporiing entity's {ofa! sdmitted assets? YestX] Nol i
#response ko 4.01 above is ya5, reSponses are not required for interrogatones 5-10.
402 Tok! edmified escely held in foreign invesiments b3 e B.000 %
403 Feeigncurency-denomnated investrents $ . .000 5%
404 Insurence ebites denverinated in that same foreign turrency 4 6.000 %
Aggrepste foreign nvesiment exposizre categorized by NAIC sovereign mling:
i i
881 Countres rated NASC § 2000 %
S42 Countdes ried NAKC-2 - . 000 %
543 Counties taled NAIC-3 o below... $on . 4800 %
Largest boreign inwstment exposires by county, categanized by the country's NAIC sovereign rating:
1 2
Couniries rated MAIC- 12
601 Country 12 [ D560 %
U2 COUBY 2 oroeieccrmeroecrc 3 0000 %
Countriss rated NAIC-Z:
§83 Country & H ST 0O %
E54 Couniry 2 13 . 0030 %
Countries mted RAIC-3 or below:
E05 Country ¢ $ S L0 %
606 Couniry2 S 5. 0,000 %
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i z
7. Aggregale imhedged foreign curency exposure:; $ L00 %
B, Apgregate unhedged foreign curency exposure categorized by NAIC sovereigh rating: 1 Z
£.0% Countries reed NAIC-1 3 . B0 %
802 Countries mied NAIG-2 S . D860 %
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8. lLagestunh ! inraigr cumenty exp by country, calegorized by the country's NAIC soversign mting:
4 Z
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987 Country 2 $ . 13515 4
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823 Coounlry % . ST s GRS
904 Coontry 2 . $ L0800 %
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18, Teniargesinon g {16, nong wolal} foregn issues:
1 Z
issuer NAIC Rating 3 £
19.01 ... §. U 1 9
1042 s B0 %
1003 13 LO00%
10.04 H ki O 8
145 . 3 400%
1006 $ SV =1 111
04 § L0006 %
g s o SO0 %
k] §. LN %
1210 eebeeer H bikiis i
11, Amounds and percentages of the reporing entity's folal admitled assets helg in Canadiay investmenis and unhetged Canadisn
CUMERCY BXpOSHE:
1107 Are assels ket in Canadian nvesiments less than 2.5% of the reporting entty's Iotal adméted assels? Yes[X] Noi }
¥response to 1101 & yes, detail is not required for the remainder of Intemogatary 1.
11.0Z Tolal sdmitied acsets heid in Canadian Investments |3 0000 %
1103 Canadion curancy-Genorminated investments $ - 9000 %
11.04 Cenadiar-denciinated rswrance jnbites $ Jo00 %
11.05 Unhedged Canadan turrenty exposute }3 0,000 %
12, Report sgyregale amounts and percentages of e reporling entity's lotal admitted assels heid in investments with conlractual safes reshiclions.
128 hreassels heid in investments with contrachial sales restrictions iess than 2.5% of the repoding ently's Iotal
sdmited sssete? YesiX] Mol ]
Hrespease io 1209 ks yes, responses are nol recuired for the remainder of Intarogalony 12
1 2z 2
12,02 Aggregets st # walus of irvesiments with contraciual sales resliciions: L. - CO00 %
Lemest tree ivestments with contraciual saies restictons:
1203 |- R—— . 000 %
1204 . 4
12,05 ) . $
13, Amounts and percentages of admified assets held in the ten largest equily inlerests:
1301 Are assets heid i ecully inlerestless than 2.5% of the reporling entity's tola! edmitted essets? Yes[X] Ko )
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1 z 3
13402 . ; - . S0 %
1303 ... SR OO 1 ;.. i L
31 R s 33 i 5 S AL L8431 b SR P e s . & bt mbvan S0 %
13.05 . " s belis i S
13.06 |3 000 %
1307 |3 L0200 %
1388 S . s R0 %
1558 - P 0000 %
13.1¢ 5 PRSI 11171 4 1S
131 § C.000 %
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1.

15

17.

18,

Aemouds and peroeniages of B reporting entily's lofal admitted assets hekt in noneffilisted, privalety placed equiiey:

4.0 Are pssels held in nonafBizted, privaloly plaoed eques less than 25% of the reportnig entity's foty pdmited assets? YesIX] Noi}
i response o 14.01 sbove & yes, feoponses ane nok reguired for the remainder of Interrogztory 14.
1 2 3
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Descipton 2 3
02 et ettt e & L0005
1583 . . - 3.000 %
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1 4 3
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21

22

23,

Amaunis and pereantages of the reporing enty's total admitted assets subject k the foliowing types of sgreements:

Year-End At Erd of Tach Suerer
1810 Eng O Yy
1 2 3 4 5
2001 Secidties fending agreements (do nof indude assels
heid as cofatersl for such transactions] $ D600 % § — %
2002 Repurchase ag 4 5 0006 % § $.
2003 Reverse repurchase 4 § 0000 % § §. §
20,04 Dofar repurchass ag! ! . § 0000 % § & §
2005 Dollar teverse 7 i $ GO02% § £ s
Amsinits and percentages of he reporing enfty's bots! admitied assets for warrants not atiached fo other fnanda! instruments, opfions, Gires and Fores:
Owned Yirden
' e 3 4
21.8% Hedging . 8 . 0008 % $ D000 %
24.07 Invome generakon........ L . . e 3000 % £ 2000 %
2143 Clher, 5 D00 % 5. 2000 %
Ampunts and percentages of the repartng entity’s total admitted assets of putental exposare lor coliars, swaps, and forwards:
1stQnr 208 O B4 Qi
1 2 3 & 5
22.01 Hedging ] $ B.O00% § $. . §
22,02 Income genertor . 0.000% § $.... s
2203 Repicaé 3 0000% § 3 $
2204 Other, $ 0.000% § $ OIS SERUDN
Amaotrits and perceniages of the reporting entity's tolal admitted assets of potential exposure bor futures contracts;
Al YearFod A Evef of Each Cipdor
1510 Zad Oy 33y
1 Z 3 & 5
2341 Hedging SRR 1 0560% § 13 4
2382 heoms genarat §... 0560% § [3 e §
2303 Repiz . $ 0000% § $ b
2304 Other. ririns s 0000% § |4 $

See report of independent auditors.
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Schedule 3
HomeWise 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 & provision that would limit the reinsurer's losses below the stated quota share
percentage (e.g.. a deductible, a loss ratio comridor, a less cap, an aggregate limit or any similar

fed P R
PIOVISIONEFT 1.t reonsesasnes et s sesese bbb e s e Ea b4 et s mben st e sseses s ns o sess e bess et em s sreneses onaosebn e Yesi¥! Noi
If yes, indicate the number of reinsurance contracts contaming such Provisions......cocveeveerveereeerieee 3
if yes, does the amount of reinsurance credit taken reflect the reduction i quota share coverage caused

. o o .. e
by any applicable IHiting ProvISION(S}7...cco oo mvrrsreesrenssers s sessssscsssssssoseeeeresemeeeeeseenoeene Y25 71 No L

Has the reporting entity ceded any risk under any reinsurance confract {or under multiple contracts
with the same reinsurer or its affiliates) for which during the period covered by the statement: (i) it
recorded a posifive or negative underwriting result greater than 5% 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; (7} it
accounted for that confract as reinsurance and not as a deposit; and {#if) the contract(s) contain one or
more of the following featwes or other features that would have similar results:

(a) A contract term longer than two years and the contract is noncancellable by the reporiing entity
during the contract terny;

{b} A limited or conditional canceilation provision under which cancellation triggers an obligation
by thie 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 conunute 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 basts (unless there is no activity during the period); or

(f) Payment schedule, accumulating retentions from mulitiple years or any feature inherently
designed to delay timing of the reimbursement to the ceding entity.......coo.oveven

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 coverad by the statement, it recorded a positive or negative underwsiting 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 vear-end
surplus as regards policyholders; excluding cessions to approved pooling agreements or to captive
insurance companies that are directly or indirectly controlling, controlied by, or under common control
with (1) one or more unaffiliated policvholders of the reporting entity, or (if) 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 fifiy
percent (30%) or more of the entire direct and assumed premimm written by the reinsurer based
on its most recently available financial statement; or
{(b) Twenty-frve percent (25%) or more of the written premium ceded to the reinsurer has been o
retroceded back to the reporting entity or its affiliates in a separate reinsurance conteact?.._.........Yes| | Nol+#|
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Selected General Interrogatories Relating to Reinsurance

9.3 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 stafement impact gross of all such ceded reinsurance contracts on the
balance sheet and statement of income;

(b} A summary of the reinsurance contract terins and indicate whether it applies to the contracts
meeting the criferia in 9.1 or 9.2; and

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

9.4 Except for transactions meeting the requirements of paragraph 31 of SSAP No. 62, Properiv and
Casnalty Reinsyrance, has the reporting entity ceded any risk under any reinsurance contract {or
nmiltiple contracts with the same reinswrer 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 SAP?._................Ves!

No ¥|

9.5 1If yes to $.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 repari of independent auditors.
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Thomas Howel]
Ferguson r.a.

Report of Independent Auditors

The Board of Directors
HomeWise Insurance Company

We have audited the accompanying statements of admitted assets, labilities, and capital and
surplus - statutory basis of HomeWise Insurance Company (the Company) as of December 31,
2010 and 2009, 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 fo 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 exaimning, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also mcludes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our andits provide a reasonable basis for our opinion.

As described more fullv in Note 1 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
accountting priciples generally accepted 1n 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 Insurance Company as of
December 31, 2010 and 2009, and the results of its operations and ifs cash flows for the years
then ended on the basis of accounting described m Note 1.



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 interrogatorics (Schedule 2), and the selected general interrogatories relating to
reinsurance {Schedule 3) included in other financial information as of and for the vear ended
December 31, 20610, 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 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.

?Zéw M JJ{W 4.

April 5, 2011
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HomeW1se Insurance Company

Statements of Admitted Assets, Liabilities, and Capital

Admitted assets
Cash and invested assets:
Short-term investments

Cash and cash equivalents

and Surplus - Statutory Basis

December 31,

Total cash and mvested assets

Accrued investment income
Premums receivable

Remsurance balances recoverable
Federal income taxes recoverable

Net deferred tax asset

Receivables from parent and affiliates
Capital contribution receivable

Other assets
Total admitted assets

2010 2009
S 12,485,943 5,687.089
2.651.494 8.298.372
15,137,437 13,985 461
3,232 11,924
15,236,676 6,409,016
5,246,644 363.365
118 118
1,111,649 708,396
9,117,855 1,359,469
- 13,000,000
2.839.305 296.813

5 .48.692,016

Liabilities and capital and surplus

$ 36136562

574,123
6,906,109
6,499 800

80,000

453,552

523.116

504,285

333,407

15,874,392

20.262.170

Liabilities:
Loss and loss adjustment expense reserves § 7,396,674
Uneamed prenuums, net 4,664,895
Reinsurance premiums payable 9.688,931
Provision for remsurance -
Accounts payable and accrued expenses 849,318
Taxes, licenses, and fees payable 2,038,715
Return premiums payable -
Payable to affiliates 5.254.595
Total liabilities 29,893,128
Capital and surplus 18.799.788
Total liabilities and capital and surpius $_48.692.916

See accompanying notes.

ted

$ 36.136.562



HomeWise Insurance Company

Statements of Operations - Statutory Basis

Years ended December 31,

2010 2009

Underwriting mcoine:

Premimms earned, net of remsurance ceded $ 15363099 & 4,555.001
Underwrntimg expenses:

Losses and loss adjustment expenses mcurred 14,873,129 1.228.091

Underwriting, acquisition, and other expenses 2.940.725 5.273.642
Total underwriting expenses 17.813.854 6.501.733
Net underwriting loss (2,450,755) (1.946,732)
Net investment income 15,502 5,110
Other income 402.846 93.716
Loss before federal income tax expense {2,032,407) (1,847.906)
Federal income tax expense - 255049
Net loss S (2.032407) $_ (2.102.95%)

See accompanying notes.
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HomeWise Insurance Company

Statements of Cash Flows - Statutory Basis

Years ended December 31,

2010 2009

Operating activities
Premiums collected, net of remsurance $ 6,977,566 $ 10,456,308
Net investment income received 24,194 948
Other mncome received 371,246 81,442
Losses and loss adjustment expenses (paid)

recovered (12,931,857) 176,706
Underwriting, acquisition, and other expenses

paid (1,451,828) (4.602,173)
Federal mcome taxes recovered - 1.374.039
Net cash (used m) provided by operating activities {7.004.679) 7.487.270
Financing activities
Capital contnbutions received 13,600,000 -
Other muscellaneous (uses} sources (4.843.345) 452.017
Net cash provided by financing activities 8.156.655 452,017
Net mcrease in cash 1,151,976 7,939,287
Cash at beginning of year 13.985 461 6.046.174
Cash at end of year $_15.137.437 $ 13985461
Cash consists of the following:

Cash and cash equrvalents $ 2,651,494 $ 8298372

Short-term investments 12.485.943 5.687.089

§.15.137.437 $ 13.985.461

See accompanyving nofes.



HomeWise 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 Insurance Company (the Company), a wholly-owned subsidiary of HomeWise
Holdings, Inc. (HHI), an insurance holding company, is domiciled in the state of Florida. The
Company received its Certificate of Authority from the Florida Office of Insurance Regulation
(the Oifice) on December 5, 2005, and commenced operations on January 12, 2006, The
Company received a Certificate of Authority from the state of Louisiana on August 6, 2008, and
commenced operations on November 25, 2008. The Company is affiliated with HomeWise
Management Company (HMC) and HomeWise Preferred Insurance Company (HPIC), which are
wholly-owned subsidiaries of HHI

The Company writes coverage exclusively in the states of Florida and Louisiana, 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 1fs 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) presciibed or permitted by the Florida Office of Insurance
Regulation (the Office). Such statutory practices require preparation of the financial statements
in accordance with the National Association of Insurance Connmissioners’ (NAICY Accounting
Practices and Procedures Marnual 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 sigmficant 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 Accounting Practices and Procedures Mmual, are
excluded from the accompanying statements of admitted assets, liabilities, and
capital and surplus and are charged directly to unassigned suplus. Under GAAP,
such assets would be included in the balance sheet at net realizable values.



HomeWise Insurance Company

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

Basis ef 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.

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

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

o Deferred tax assets are limited to 1) the amount of federal income taxes paid in prior
vears that can be recovered through loss camrybacks 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 defered tax liabilities. The remaining
deferred tax assets are nonadmitted. Beginning in 2009, gross deferred income tax
assets are reduced by a valuation allowance if the Company determines it is more
likely than not that some portion or all of the gross defeired tax assets will not be
realized. Deferred taxes do not include amounts for state income taxes. Under
GAAP, state mcome taxes would be included i 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.

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



HomeWise Insurance Company

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

Basis of Presentation (continued)

e A provision for reinsurance is recorded as a liability and the change between years is
recorded as a gain or loss directly fo unassigned surplus. This provision is
determined m accordance with NAIC Ammal Statement instructions and generally
provides for a reserve for uncollectible reinsurance.

e Certain other reported amonnts 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 sumnilar 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 mmcluded in the notes to these statutory
financial statements.

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

Premiumns 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 several financial institutions and other
hghly 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.

Investments

Investments are recorded at admitted asset values as prescribed by the valuation procedures of
the NAIC's Securities Valuation Office (SVO). The valuation technique used to measure fair
value (market value) is to obtain the published securities' fair value from the SVO publication,
Valuation of Securities. 1f the specific security is not listed in this publication, then the fair value
is obtained from a registered U.S. exchange.



HomeWise Insurance Company

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

Investments {continued)

Short-term investments include mvestments with original matwities of one year or less from the
time of acquisition 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, shorf-term investments, 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) up to $250,000 per depositor. Bank deposit accounts, at thmes, may exceed federally
msured limits. The Company has not experienced any losses in such accounts.

All investment transactions have credit exposure to the extent that a counterparty may default on
an obligation to the Company. Credif risk is a consequence of carrying investment positions. To
manage credit risk, the Company focuses primarily on highly liquid debt instrments, reviews the
credit strength of all entities in which it invests, limits its exposure in any one investment, and
monitors portfolio quality, faking info account credit ratings assigned by recognized credit rating
organizations.

Reinsurance

The accompanymg 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
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 accounfed 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
vnreported 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 vet reported. Those estimates are subject to the effects of trends in loss severity and
frequency. Although considerable variability is mherent 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 mcluded m the financial statements. The
Company does not discount its loss and LAE reserves.

10



HomeWise Insurance Company

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

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 listorical frends adjusted for mmplemented changes in underwriting standards, policy
provistons, and general economic trends. Those anticipated trends are monitored based on actual
development and the estinated 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 remsurance are credited against losses and LAE incurred.

Guaranty Fund and Residual Market Pool Assessments

The Company is subject to assessments by a Florida gnaranty fund, a residual market pool, and a
state catastrophe remsurance pool. The activities of this fund and these pools include collecting
funds from solvent insurance companies to cover losses resulfing from the msolvency 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 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
assessment.

The Company was assessed $95,153 by FIGA in 2009 (none in 2010). The FIGA assessment
recoverable from policyholders, ncluding amounts acquired from HPIC (see Note 9), was
$945,234 and $95,153 at December 31, 2010 and 2009, respectively.

Certaimn Citizens and FHCT assessiments are collected from policyholders as policies are written
and subsequently remitted fo the assessing entity. Amounts due from policyholders for these
assessinents were $248.396 and $105,999 at December 31, 2010 and 2009, respectively. The
liability for assessments collected but not remitted to Citizens and FHCF totaled $706,972 and
$294,763 at December 31, 2010 and 2009, respectively.

11



HomeWise Insurance Company

Notes to Statutory Basis Fmancial Statements
1. Summary of Significant Accounting Policies (continued)
Income Taxes

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

Subsequent Events

The Company has evaluated subsequent events through April 5. 2011, the date the financial
statements were available fo be issued. During the period from December 31, 2010 to April 5,
2011, the Company did not have any material recognizable subsequent events other than the
proposed merger described in Note 13.

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 discloswre of
contingent assets and labilities 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 mformation becomes known, which could
impact the amounts reported and described n the financial statemients.

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
premiums, whichever is greater, and to meet the risk-based capital requirements as discussed in
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 Cowpany is in compliance with these
requirements.

Additionally, the Company is required to maintain deposits pursuant to Florida and Louisiana
statutes to help secure the payment of claims. Cash on deposit in the amounnt of $359.861 and
$348,756 has been assigned to the Office as of December 31, 2010 and 2009, respectively, and a
certificate of deposit i the amount of $100,000 has been assigued to the Louisiana Department
of Insurance as of December 31, 2010 and 2009. to satisfy this requirement. These amounts are
included in cash and cash equivalents in the accompanying statements of admitted assets,
liabilities, and capital and surplus at December 31, 2010 and 2009.

12



HomeWise Insurance Company

Notes to Statutory Basis Financial Statements
3. Investments

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

Major catesories of the Company's net investiment income are summarized as follows:
L} 2

Years ended December 31,

2010 2009

Investment income:

Cash and cash equivalents S 14902 § 15,810

Short-tenm mvestments 28.434 16.760
Total mvestment income 43,336 32,570
Investment expense:

Bank fees (27.834) (27.460)
Net investment income S d5502 S 5110

4. Premiums Receivable

Premnuns receivable includes amounts due from HomeWise Management Company, the
Company’s managing general agent (MGA), who collects all premmums and remits them to the
Company. The Company nonadmits balances due from insureds and defeired installments for
which a portion of the receivable is more than 90 days past due and exceeds the related unearned
premium. Premivms receivable is 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 at December 31, 2010 and 2009, totaled
$15,236,676 and $6,409,016, respectively, net of $1,505 of nonadmitted premiums receivable, as
of December 31, 2010 (none in 2009).

13



HomeWise 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,

2010 2009
(in thousands)
Loss and LAE reserves at beginmng of year S 574 % 211
Losses and LAE mcurred related to:
Curent year 13,644 1,413
Prior vears 1,229 (185}
14,873 1,228
Losses and LAE paid related to:
Current year 6,808 841
Prior vears 1.242 24
8.050 865
Loss and LAE reserves at end of vear S 7.397 § 374

Anticipated reinsurance recoverables on unpaid losses and LAE are approximately $2,872,000
and $1,399,000 at December 31, 2010 and 2009, respectively. Reinsurance recoverables on paid
losses and LAE are approximately $5.247,000 and $365.,000 at December 31, 2010 and 2009,
respectively.

Net mcwred losses and LAE attributable to inswed events of prior years have increased
{decreased) $1.229.000 and $(185,000) in 2010 and 2009, respectively, as a result of reestimation
of unpaid losses and loss adjustiment expenses. Original estimates are decreased or increased as
additional information becomes known regarding individual claims.

6. Reinsurance

Certain premiuvms and benefits are ceded to other insurance companies under various reinsurance
agreements. The reinsurance agreements provide the Company with increased capacity to write
more 1isks and maintam 1ts 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 Preferred Insurance
Company (collectively, the Reinsured), entered into a quota share reinsurance agreement with
Greenlight Remnsurance 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



HomeWise Insurance Company

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

2011; and 80% on policies written thereafter) of the Reinsured's incurred losses and loss
adjustment expenses, subject to several exclusions. The Reinsured cedes a percentage of 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 1s effective through May 31, 2012.

The reinsurance agreement is subject to a loss retention corridor, whereby the Reinsured retains
losses above a minimun 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 premiums earned for policies written through December 31, 2010, and 90% of the
premiumns eamed 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
prenuiuins paid for catastrophe excess of loss protection. Additionally, the Reinsured is allowed
a profit commmission on a sliding scale basis for loss ratios under 42.26%. The cwrent 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.

Effective June 1, 2009, the Reinsured entered into quota 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.
Hamnover 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 Remsured's incuired losses and loss adjustment expenses, subject to several
exclusions. The Reinsured cede a percentage (85% on policies written through December 31,
2009, and 75% on policies written thereafter) of their gross premiums, subject to several
exclusions, after deducting a portion of the cost of the excess of loss reinsurance treafies,
described below. The quota share agreements with Sigunet 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 retain
losses above a minimum gross loss ratio ranging from 25% to 33% up to a maximum gross loss
ratio ranging from 37% to 42%. The limtations on maximum losses ceded under the agreements
vary by participating reinsurer. The ceding commission from the Reinsurers is equal to a biended
rate of 31.07% of the Reinsurers’ share of gross written premium, prior to the deduction of any
premiwmus paid to catastrophe excess of loss protection.

The Company did not enter into or engage in any loss portfolio transfer for any lines of business
during 2010 or 2009.

15



HomeWise Insurance Company

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 is limited to qualifying storms occurring in the
state of Florida. For the year ended December 31, 2010, the conunercial excess of loss treaties
generally provide coverage on ultimate net losses of approximately $79.600.000 in excess of
$6,000,000 per occurrence, not to exceed approxunately $159,200,000 for all occmrences. The
FHCF provided coverage for 90% of the losses from qualifying catastrophic events in excess of
approximately $88.700,000 up to a maximumn of approximately $375,600,000, plus 100% of
qualifying losses in excess of approximately $6,100,000 (drop down layer) up to a maximum of
approximately $16,100,000. The drop down layer provides for one automatic reinstatement at
100% of its origmal limit. For the year ended December 31, 2009, the commercial excess of loss
treaties generally provide coverage on ultimate net losses of approximately $26.500,000 in
excess of $2,520,000 per occumence, not to exceed approximately $51.200,000 for all
occurrences. The FHCT provided coverage for 90% of the losses from qualifying catastrophic
events m excess of approximately $18,600,000 up to a maximum of approximately $97,200,000.

For 2009, the Company and 1ts affiliafed company, HomeWise Preferred Insurance Company,
entered into the cominercial catastrophe excess of loss coverage agreements described above.
The 2009 amounts shown above represent the Company's share of the total agreements.

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

Effective June 1, 2010 and 2009, the Company executed reinsurance premium protection
agreements to reinsure the remstatement premium payment obligations which acerue to the
Company under the private 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
remsuring companies do not meet their obligations under these reinsurance agreements. Given
the quality of the reinsuring companies, management believes this possibility to be remote. See
Note 5 for recoveries due from remsurers relating to paid and unpaid losses and LAE.

16



HomeWise Insurance Company
Notes to Statutory Basis Financial Statements
6. Reinsurance (continued)
The effects of reinsurance on premiums written and eamed are as follows:

Years ended December 31,

2010 2009
Written Earned Writfen Earned
Direct premiums $ 146,071,063 $102,314,483 § 38,926.642 § 23,728,632
Ceded prenuums (133.549.118) _(86.951.384) _(28.676.2127 (19.173.631)
Net premiums 513121885 S_15363,000 §_10250.430 S__4555.00]

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:

2010 2009
Durect unearned premiwns $ 66,764,819 § 22 408299
Ceded unearned premimms (62.099.924) (15.502.190)
Uneamed premiums, net S___ 4664895 56906109
Conunission equity, net S_(17.523.000) S_(4.496.000)

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

Years ended December 31,

2010 2009
Direct losses and loss adjustient expenses mewred $ 29,734,856 § 4412265
Assumed losses and loss adjustment expenses mcurred - (32.,063)
Ceded losses and loss adjustinent expenses meured (14.861.727) (3.152.111)
Losses and loss adjustment expenses incuired, net §. 14873129 §__1.228.001

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

2010 2009
Florida Huuricane Catastrophe Fund § 12,291,000 $§ 1,683,000
Signet Star (Berkley Insurance Co.) 2,922,000 2,935,000

For the vears ended December 31, 2010 and 2009, recoveries under reinsurance contracts totaled
$8,507,882 and $1.684,176, respectively.
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HomeWise Insurance Company

Notes to Statutory Basis Financial Statements

7. Income Taxes

Income before federal income taxes differs from taxable income principally due to differences in
loss and LAE reserves and uneamed prennumis 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
QOrdinary Capital Toial
Total gross DTAs $ 1,501,104 S - $ 1,501,104
Total gross DTLs - - 119.743
Net DTA 1,381,361
Nonadmitted DTAs 269,712
Net admitted DTA (see Note 13) S 1111649
Iicrease in nonadmitied DTAs $_269.712
2049
Ordinary Capital Total
Total gross DTAs 5 796,804 § - $ 796,804
Total gross DTLs - 88.408
Net DTA 708,396
Nonadmitted DTAs -
Net admitted DTAs $_ 708.390
Decrease in nonadmitted DTAs §__(66.806)

The Company has not elected to admit additional DTAs pursuant to SSAP 10R,
paragraph 10{e}. The current period election does not differ from the prior reporting
period.
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HomeWise Insurance Company

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.ii., and 10.c. are as follows:

2010
Ordinary Capital Total

Can be recovered through loss carrybacks

(10.a.) $ - S - s -
Lesser of:
Expected to be recognized within one
year (10.b.1.) 1,454,109 - 1,454,109
Ten percent of adjusted capital and
surplus (10.b.ai) 1,933,698 - 1,933,698
Adjusted gross DTAs offset against
existing DTLs (10.¢) 119,743 - 119,743
Risk-based capital level used in paragraph
10.d.:
Total adjusted capital 18,795,788
Authorized control level] 3,215,330
2009
Ordinary Capitai Totaj
Can be recovered through loss carrybacks
(10.a) $ - $ - $ -
Lesser of:
Expected to be recogmzed within one
vear {10.b.1.) 791,602 - 791,602
Ten percent of adjusted capital and
surplos (10.b.11.) 740,262 - 740,262
Adjusted gross DTAs offset against
existing DTLs (10.c.) 56,542 - 56,542
Risk-based capital level used 1 paragraph
10.d.:
Total adjusted capital 20,262,170
Authorized countrol level 2,555,084

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

2010 2009
Admitted DTAs $ 1,111,649 § 708,396
Admitted assets 48,692,916 36,136,562
Statutory surplus 18,799,788 20,262,170
Total adjusted capital 18,799,788 20,262,170
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HomeWise Insurance Company

Notes to Statutory Basis Financial Statements
Income Taxes (continued)
B. Unrecognized DTLs:
Not applicable.
C. Current tax and change m deferred tax:

The provisions for income taxes mcurred on earnings for the years ended December 31 is:

2010 2009
Current year income fax expense b - $ -
Prior year under accrual - 255.049
Current incomne taxes incurred S - $_ 255049

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

December 31,

2019 _.__ 2009 Change
Deferred Tax Assets:

Discount on unpaid losses and LAE § 117488 % 13,003 § 104,485

20% of unearned premiums 317,213 469,615 (152.,402)

Nonadmitted assets 19,105 48,607 (29,502)

Profit sharing 46,330 46,330 -

Charitable contribution 23,375 23,375 -

Net operating loss 977.593 195.874 781.719
Total DTAs 1,501,104 796,804 704,300
Nonadmitted DTAs 269712 - 269.712
Admitted DTAs 1.231.392 796.804 434.588
Deferred Tax Liabilities:

Depreciation of fixed assets (96,619) (71,279 (25.340)

Other (23.124) (17.129) (5.995)
Total DTLs (119.743) {88.408) {31.335)
Net admitted DTAs S 1111649 $___ 708306 § 403253
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HomeWise Insurance Company

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

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

December 31,
2010 2009 Change
Total gross DTAs $ 1,501,104 $ 796,804 § 704300
Total gross DTLs (119.743) (88.408) (31.335)
Net DTA $§ 1.381.361 $_ 708.396 672,965
Deferred tax on change in net unrealized
capital gains -

Change n net deferred income tax §.672965

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 statotory rate $ (691,018) (34.00)%
Nondeductible items 15,810 0.78
Change 11 nonadmitted assets 29,502 145
Other (27.259% (1.34)
Total 5(672.965) ____(3.11)%
Federal mcome tax § - - %
Change 1 deferred taxes (672.965) (33.11)
Statutory income taxes $  (672.965) (33.11)%

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

1. At December 31, 2010 and 2009, the Company had no unused capital losses and
approximately $2.875,000 of net operating loss carryforwards available to offset
against future taxable mcome. This carryforward originated in 2009 and expires in
2029.

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

Year Amount
2010 $ -
2009 -
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HomeWise Insurance Company

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

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

F. Consolidated federal mncome tax retum:

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

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

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

8. Capital and Surplus

The Company has authorized 1,000,000 shares of $1 par value common stock, of which 650,000
shares are issued and outstanding at December 31, 2010 and 2009. No other classes of common
or preferred shares were issued during 2010 or 2009. The parent company, HHI, is the sole
shareholder. In February 2010, HHI made a cash contribution of additional paid-in capital
totaling $13,000,000. The Company received authorization from the Office to report the related
capital contribution receivable at December 31, 2009, as an admitted asset 1 accordance with
Statement on Statutory Accounting Principles No. 72, Surplus and Quasi-reorganizations.

Property and casualty insurance companies are subject to certam 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 nisk factors related to it. The Company is in compliance with the RBC requirements
at December 31, 2010 and 2009, respectively.

The maximum amount of dividends that may be paid by property and casualty insurance
companies without prior approval of the Office is subject fo restrictions relating to statutory
surplus and net income. The Company did not declare or pay any dividends during the years
ended December 31, 2010 or 2009.
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HomeWise Insurance Company

Notes to Statutory Basis Financial Statements

9. Related Party Transactions

The Company is a wholly-owned subsidiary of HomeWise Holdings, Inc. (HHI) and is affiliated
with HomeWise Management Company (HMC) and HomeWise Preferred Insurance Company
(HPIC), which are also wholly-owned subsidiaries of HHL

Effective July 1. 2010, the Company executed a Policy Rights Agreement with HPIC whereby
HPIC sells all of 1ts rights, title, and interests in policy information developed by HPIC fo the
Company. The agreement 1s 1w furtherance of HPIC’s discontinuance plan filed with the OIR
and 1s intended to provide the Company with the information necessary to determine which of
HPIC’s policies will be offered replacement coverage with the Company. As compensation, the
Company will pay a fee equal to 5% of its direct written premium related to the replacement
coverage. Additionally, policies were transferred to the Company that were to be offered
replacement coverage by the Company and that acknowledged the Company as primary obligor
for loss responsibility as of Junme 1, 2010. In consideration of the acceptance of the loss
responsibility on these policies, the associated unearned premiums were remitted to the
Company. The total amount of premium transferred from HPIC under this agreement during
2010 i1s $40.228.661 and is recorded as direct written premium. Also, in recognition of the
disproportionate allocation of FHCF costs associated with the policy transfer and its related
activity, HPIC transferred $3 muillion of FHCF premiums to the Company.

Effective June 1, 2010, the Company executed an Assumption Reinsurance Agreement with
HPIC whereby HPIC cedes, and the Company assuimes, 100% of the liability of HPIC under the
policies assumed by the Company arising on or after the effective date. As compensation, HPIC
transfers 100% of the unearned premium of the assnmed policies as of the effective date to the
Company, less a ceding commission. The total amount of premivm assumed by the Company
during 2010 1s $403,198.

During 2010, conunissions relating to the Policy Rights and Assumption Reinsurance
Agreements totaled approximately $4,090,000 and are reported as an increase in underwriting,
acquisition, and other expenses.

Effective January 1, 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 incurred related to
this agreement totaled $28,077,282 and $10,117,751, respectively. During 2010, HMC forgave
$6,941,000 of these expenses.

Effective December 5, 2005, the Company entered into a service agreement with HHI. Pursuant
to the agreement, HHI provides to the Company capital management services, investor
management and relations, and assists with overall general management of the Company. This
agreement was terminated by mutual consent, effective July 1, 2010. During 2010 and 2009,
expenses incwred related to this agreement totaled $502,379 and $381.802, respectively.
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Notes to Statutory Basis Financial Statements

9. Related Party Transactions {continued)

The Company is also party to a Cost Allocation Agreement with HPIC, 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 pavable
due to HPIC of $5,254.595 and $333,407, at December 31, 2010 and 2009, respectively; a
receivable due from HMC of $9,116,996 and $641,776 at December 31, 2010 and 2009,
respectively; and a receivable due from HHI of $859 and $717,693 at December 31, 2010 and
2009, respectively.

The Company reported a capital contribution of $13,000,000 from HHI in 2009 that was received
m Febrnary 2010 (see Note 8).

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

The Company uses a managmg general agent, HMC, to write and administer insurance products.
HMC has contracted with an unaffiliated service company to provide this function. The total
premium produced and serviced through the contract during 2010 i1s summarized below. The
Conipany retains underwriting authority for all policies issued under these agreements.

Tvpe of Type of Direct
Exclusive Business Authority Premium
Name and Address _FEI Number  Confract Written Granted Written
HomeWise 20-3395152 Yes Homeowners Premium $ 105,850,595
Management coliection.
Company, Inc. claims
18302 Highwoods adjustments,
Preserve Parkway, binding
Suite 110 authority. and
Tampa, FL 33647 underwriting

11. Leases

On May 1, 20006, the Company entered into an operating lease agreement for office space n
Tampa, Florida, which is effective June 1, 2006, through May 31, 2011. The Company has the
option to renew the term of the lease for an additional five year period at the prevailing rental rate
at that time, provided the Company gives the lessor written notice nine months prior to ifs mtent
to renew the lease. On February 1, 2010, the Company entered into a second operating lease for
office space in Tampa, Flornda under a non-cancelable lease that expires in 2015. Expenses
associated with thus lease are allocated equally between the Company and HPIC. Through July 1.
2010, expenses associated with the lease m Tampa, Florida were allocated equally between the
Company and HPIC. Subsequent fo July 1, 2010, expenses were no longer allocated to HPIC m
accordance with HPIC's discontinuance plan.
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HomeWise Insurance Company

Notes to Statutory Basis Financial Statements
11i. Leases (confinued)
Approximate foture lease payments under this lease are as follows at December 31, 2010:

2011 $ 254,520

2012 36,511
2013 38,105
2014 39,700
2015 3.320

b 372,156

Total rent expense for leases was $420,246 and $274,845 for the years ended December 31, 2010
and 2009, respectively. The curent vear rent expense includes $166.100 of reimbursements
received from HPIC for HPIC's share of the lease expense.

12. Reconciliation of Annual Statement to Audited Financial Statements

Differences exist between amounts reported in the aundited statutory financial statements and
those reported in the annual statement of the Company for the year ended December 31, 2010,
due to reclassification of related party receivables. Presented below is a reconciliation of
amounts previously reported to the Office and those amounts appearing in the audited statutory
financial statements for the vear ended December 31, 2010.

Audited
Financial Annual
Statement Statement Increase
Amount Amount {Decrease)
Total admitted assets $ 48,692,916 $ 43438321 § 5,254,595
Tofal liabilities 29,893,128 24,638,533 5,254,595
Total capital and surplus 18,799,788 18,799,788 -
Net loss 2,032,407 2,032,407 -

13. Subseqguent Events

On March 22, 2010, HomeWise Insmrance Company and First Home Insurance Company
announced their mtent to merge as a resuli of a transaction between the two insurance
companies’ parent companies. The proposed tfransaction is subject to customary definitive
documentation, regulatory approval, and completion of satisfactory due diligence. The projected
closing date for the transaction is on or before May 31, 2011. Should the transaction occur, the
ability of the Company to realize the deferred tax benefit atiributable to net operating loss
carryforwards may be significantly limited. Therefore, the recorded net deferred tax asset of
approximately $1.1 million at December 31, 2010, may be eliminated.
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SUMMARY INVESTMENT SCHEDULE Schedule |
Gross Admitied Assets es Reported
Ivestment Cateonries Arr;mm Pa:mj_m_gg__ Amgxml Puz‘m
1. Bongs:
11 US. lreasury secunte oL G{
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33 NondUS.g f inciuding Cenada, Eng morigaya-backed secusibes) 0G].. on

14 Secuntes issued by stetes, lefitodes and possessions and pobtics! mibdvisiors in the 1.5
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151 Pass-through secorilies

1541 Issued or guaranteed by GAMA . . . 6o &0
1512 Issusd or guaranieed by FMA snd FHLMC 6o 58
1543 All olher. 134} PR 1 |
152 CM{sand REMICS:
1521 Issued or quaraniped by GNMA, FRAA FHLMC ar VA GO PP 11 |
1.522 Issued by nonL.S. Govemment isseers and vosteratzed by mongage-backed
securiies issued of guaranised by agerties shown in bine 1521 - 0 14}
1.523 Al other, - S_— ng 1}
2. Diher debl and ether fxed intome securies (exchuding shorttermi:
2.1 Unafisted domeste secirities [ncudes credi tenant foens and Bybnd securies) s ik i3]
27 Unafiiatsd nond) 8. securifns (mokugng Cenadal, . 11 50
23 AfBaled securite e . . O § 1]
3. Equily nterests:
31 iovestments in mutust funds LY F el
32 Prefered stocks:
321 Aftfated . a0 o
3.22 Unaffkisted . a0 Bh
33 Publicly baded equity securies fexciudy preforred stockst
3.31 Afffated eecrensscibenst . ae.. e
332 Unafféated trevcessrsi | emettanea . GG |- Gl
34 Other equity securities:
AT ARG i s et e bt ot nees | o1t . 34 JN— 11}
347 Unaffiated s . . )3 (421}
35  Cther equity mterests induding langble personal property under lease:
351 Afitated . moneer s scrans 04 i)
352 Unafiliated . 134
4. Morigage loans:
41 Construction and iand developmen i1 &0
42 Agricuural : : o8 csrnsen
43  Bingle famay residential propertes . 11} . o0
44 Mulilamiy residential properties g ORI DURTRIOVS (1t NIVUUNUSIORSUIY SIS 1 |
¢5  Commercial loans, PN a0
45 Mezanine resf eslale loans..... §i] s
5 Raeal eslelo investments:
51 Peaperdy oteupied by compatiy....... J—] . . 111} G4
52  Properyheld for poducton of income fincluding §.........0 of properly acouired in satistaction of 8Bl e, . [c1L) D iy
53 Propery held for sale finduding $........0 propedy zogiired in sadstackon: of debty . 1]} N P i
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See report of independent auditors.
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3820 %9 2E5001080
SUPPLEMENTAL INVESTMENT RiSKS INTERROGATORIES
For the year ended December 31, 2010
{To be fied by Aprit 1}
Of HomeWise Insurance Company
Address (City, State, Zip Code): Tampa FL 33647
MAIC Group Code....4111 NAIC Company Code.....12438 Employer's ID Number.....20-3385013

-

The: invesiment Risks interrogatories are bo be fed by Aprit 7. They are afsn It be ickded with the Asdied Shiutory Fingncial Slafements,
Answer the Tolowity inferogatories by reporing $he sppbeabis #5 dofr smounks and percentaqes of the teporting snfly's tolal sdmitled
assets heid In fhal category of investments,

1. Reporfng entitys total admitted sssels as reported on Pege 2 of this annusd stafarment, S_..434383%

2. Tenlnrgest exposires 1 o sing'e issuerfhrower/mrsiment.

1 2z k! 3
Percenizge of Tolat
Issuer Deserivfon of Exposure Amgunt Afmified Assets

281 Fogerated bvestors.........o.......
287 Flosda Depl of Financial Senices

283 Capital One Bank...._....
204

205
208
207
Z08
209
210

Treasury Cash Fund Deposit
v LBl of DEROSH . st st s st

.G 12485843 28744 %

3 Amounds and perceniages of fhe reporfing ently's fial acitied assets held i bonds and preferred stocks by NAIC rafing,

_Bongs

34 NAICH -

302 NAIC-2 S

303 HAIC3 o

308 NAIGHS st

305 NAIGS....... e

306 NAICS. .
Prefsrred 3 4

anr PRP1

308 FRPZ S

308 PRP-3

340 PRP4, e eeeeseeners R

31 PRPS e

342 PRPE b

A A LA G tn th
v
b

4 Assols heid in forelge investments:
40 Are assels heid in forelons invashrenls less st 2.5% of the reporting endty's lolal adminiad assais? Yes{Xi Nof 1
Hresponse to 4.01 sbove is yes, fesponses ars not required fof inleerogalories 510
402 Tots! admited assels held in foreign invesimenis
403 Foreign-cumency-denominaled investments
404 Insurance Gabdties denominated in that seme foreign cirtency

5. Apgregale foreign invesimenl exposure categorized by NAIC sovereign reting:

1 2
B COUNIES P NAIG- v simrmorca e aceers s st e e e ps s e v o & 6000 %
502 Countries raled NAIG-2..oovvrs s i 3 eeearee 000G %
503 Couninies rated NAIC3 orbefow.... s P {000 %
B Lomest foreign fivesiment exposures by counlty, Categoeized by e country's NAIC soversi rafing:
Countties reted NAIC-: 1 2
601 Counlry 4 . $ Y. £ 4
607 Counly 2. ... e 5 D00 %
Counties raled NAIC-2
603 Counlry 1: i
6.04 Couniry 2: - B
Countries rated NAIC-3 or below:
BOE Coundry & e o irnstar s s $ 0.000%
586 Courdy2: . | — 000 %
1 z
7. Aggrenate unhedped forsign currency exposure: SR 1 i 1L 2
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1.

12

13

14,

Apprepate unhedged foreign curmenty exposure calegaeized by NAIC soversign rating: 1 2

B01  Coundries rated NAIC-1 5 cermennens 000 S
802 Countries rated NAIC-Z 3 0,000 %
863  Cowdries raled NAIC-3 of balow, S * 0600 %

Lispost unhedped foreign cumency expbsures by county, categonized by the coundry's NAKS soveseipn rating.

Countries mied NAIC-1: 1 H
501 Counfry %: 5 G000 %
80z Coundry 22 . ) s 0004 %

Countries rted NAIC-2
S03 Coundry 1: s s SE GO
604 Country 22 3 0.000 %

Countries rated NAIC-3 or below:
905 Gounlry & Arrnmeriai $ 0.000 %
908 Country 2 rtrssne s 3 0,600 %
Ten largest non-soversign fi.e. noa-governmental} foreign issues:

1 2
Issuver HAIC Refng 3 4

AREH) ootk omenmsercabeee bt s are st brs 448541 e e £ e At P et et % 0500%
hli}i7] J % G000 3%
1903 e £ ceverers o 000 %
1064 | 0.000 %
10.05 |3 oo 000
1006 . 8 0.000 %
10.07 3 0000 %
1008 ... 3 000 %
1008 s rcnvrm et s PR 1} 1% %
10.40 $ 0.000%

Amoonts end percentzges of be reportng enity’s totsf admitted assets held in Canadien investien's end urhedged Canadian
CUITENCY EXPOBLTE:
11.01 Aze assels held in Canadian investments less than 2 5% of fhe reporing ently's tolel admitied asseis?

Heesponse to 11.01 is yes, delad is not required for e remainder of nlerrogaiony 11,

11,02 Totel admitled assals held in CenatBan Investments L. -
11.03 Canadian currency-denomi i 5.

11.04 Canadiati-denominaied insurance fiabistes %

11.05 Unhedged Canadian curtetity exposure .

Repod aggregate amaints and perceniagas of the reporiing entity's lold atmiisd assels heid in ivestments wili contraciud! seles restricions.
12,01 Are sssets held it ihvestments with contractust sales restistions less then 2.5% of the reporting entiy's tolal

edmitted assels?
Hsesponse to 12.01 is yes, responses e nof required for e remainder of Intermogatery 12,
1 Z 3

12.02 Aggregste statement vatue of investments with contraciust seles restricfions: SOOI 11 . (9

Latest three invesiments with contractus? sales restictions:
1203 . $ 0000 %
1204 .. 3 PO i 1531
1205 . s -3 DO %

Amowils and pereentages of admitted assets held in the den fangest equity inferests:
13.01 Arp asseds heid in equity interes! less than 2 5% of the reporting entity's ot pdmitied assets?
i rasponse o 13.01 above is yes, responses are not requited for the remainder of inferrogatory 13,

1 2 3
Name of lssirar

1362 . $ LLOG%
1303 . 5 000 %
1304 B T 0.000%
1305 ..., [ 0.000 %
13.06 . . . $ 0.000 %
1307 . st 3 0.000 %
1348 3 SR 111
1508 ... 5. 0.006 %
U300 e o501 ettt i 0155450252 11 0818 128 534584 5 e et et e 35w st Bersessoesos neeenss - wsreeneeoc I G B
13.41 $ 0.000%

Amounts and percentages of the reporting enbity's tola! admitted assets held in nonaflEiziad, privately placed equiies:
1431 Are assets held in nonaliliated, privalsly placed eties less than 2.5% of the reporing entity's bl edmifted sesels?
if response 1o 14.01 above ks yes, responses are not required for the remainder of Ivterrogstory 14,

1 2 3
14052 Agpregate stalomend value of invesiments held in nonafffiated, privately placed squities: ..
tamaest thres invesiments heid in nonaffliated, privately paced souites;
1403 . . S 0.000 %
404 . . W § SO B0 %
1405 |- S CO00 %

28

YesX] Nol }

b e 000 B

Yes{X] Mol |

YesEX] Nol |



Supomnt e meye 20w orne. HomeWise Insurance Company

15

Amoinsts Bad parcenfages of the reporting entity’s ite admitied essets held in generat partnérshin inforests:

15.0¢ Are assels heid in genersl partiership interests lesy than 2.5% of the reporfig enbity's lotal admitied pesefs? YesiX] Nel }

H response to 15.01 abave i yes, responses Bre not requined for the remaindar of Inferrogeioty 15,

1 2 3

15.07 Aggregele stelement value of investments held In geners! partnership inforests: Sermeeiemmnes asrecrcnd 8000 %

Lorgest three investments in general parinersiip inlesests:
He3 8. B.000 %
1504 I 0000 %
1508 $o 0.000 %
Amounts and percentages of be reporting entily's total a0mified sssets held in morigags loans:
1601 Are mottgage loans teporfed in Schedile B less then 2.5% of the reporting entity's kel admitied assots? YesEX] Nel §

Hresponse do 16.01 shove & yes, responses ate not required for the remainder of interrogeinry 16 ang Infersogatony 17

H z 3
Type [Residential, Commercs;, Anricidsiral}
1807 ... £ 0.000 %
1603 $ e $1CH00
16.04 $ —— 0.000 %
18.08 $ 0.000 %
16.06 5. 0.000 %
16.07 . ceereerereee R 0.000 %
16.08 $ 6.000 %
18.08 ceeerrener e 4 B.O0 %
1610 $ . £.000 %
1611 . § S £.000 %
Amount and percentage of the reporting entty’s tofat admilted assets held i the Ioowing categories of morigage loans:
Loans
16.12 Constructon oans. § 0.000 %
16.13 Morigage loans over 90 days pasi due | — o113
16.14 Morlgage loans i the process of fotetiosure....... e e e e 5 06,000 %
16.15 Moripage tosrs forstinsed . § SN £+ 1.+3. 14
16.16 Restrsciured morgags ans.. ........ remssseremsi o & 0000 %
Agurenate mortgage lans having the following losn-to-vaiue ratios &5 determined from the mast cumen) eppraissl as of e annual
statement date:
-o-Valse Residental Commerdal
1 2 3 4 5 &

17.01 above 85% .5 0000 % § 0000 % § SO0 %
17.02 9% o 95%. - - PPN £ 1.t/ & 38 DO % §. SO0 %
1703 61% 0 0% I 13 0000% § 0.000% § SO %
.04 71% 1o B0%. 5.
$7.05 below 70% 3

Amcints and peroentagss of the reporting entily's intal acmitied sssets held Jeach of the Fue largest investments i eael sslate:
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See report of independent auditors.
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7.3

8.1

HomeWise Insurance Company

Selected General Interrogatories Relating to Reinsurance

December 31, 2010

Has the reporting entity reinsured any risk with any other entity under a guota share reinsurance
confract that includes a provision that would limit the reinsurer's losses below the stated guota share
percentage (e.g., a deductible. a loss ratio corridor, a loss cap. an aggregate limit, or any similar
PFOVISTOIEIT ottt e oot con et s ot o c o2 e s maera A bt s e e em b S b se b€ e4San e aa bt b s mearrenasesstvet e

Schedule 3

Y

LYes[¥ No Ef

H

If yes, mdicate the number of reinsurance contracts containing such ProvisionS..........coovvevcersvcn e esesienns 1

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

by any applicable NG PrOVISION(S I ..o crcrmer i sreass s ises st ssevssases obas vttt pme s e nmes et en e

Has the reporting entity ceded any risk under any reinsurance coniract {or under multiple contracts

with the same remsirer 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 year-end swiplus as
regards policyholders or it reported calendar year written prenzum ceded or year-end loss and loss
expense reserves ceded greater than 5% of prior year-end surplus as regards policyholders; {7} it
accounted for that contract as reinsurance and not as a deposit; and (7i7) 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 confract tenmn;

{b) A limited or conditionai cancellation provision under which cancellation triggers an obligation
by the reporting entity, or an affiliate of the reporting enfity. io enter info a new reinsurance
contract with the reinsurer, or an affiliate of the reinsurer;

{c) Aggregate stop loss reinsorance coverage;

{d) A uvnilateral right by either party to conunufe 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 permifting reporting of losses. or payment of losses, less frequently than on a
quarterly basis (unless there is no aciivity during the period}; or

{f) Payment schedule, accupmiating retentions from mwmltiple years or any feature inherently S
designed to delay timing of the reimbursement to the ceding entity..... co..oooooevevirverimvenirsren Yes | No 1]

Has the reporting entity during the period covered by the statement ceded any risk under any
remsurance confract (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
imsurance companies that are directly or indirecily ceatrolling, controlled by, or under conunon control
with (7} one or more unaffiliated policyholders of the reporting entity, or (i) an association of which
one or more unaffihiated 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 {30%) or more of the entire direct and assumied premiwmn written by the reinsurer based
on its most recently available financial statement; or
(b) Twenty-five percent (25%) or more of the writien premium ceded fo the reinsurer has been - -
retroceded back to the reporting entity or its affiliates in a separate reinsurance contract?.............. Yes| | Nol¥



HomeWise Insurance Company

Selected General Interrogatories Relating to Reinsurance

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

{a) The aggregate financial statement impact gross of all such ceded reinsuvrance confracts 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 info 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, FProperty and
Casually Reinsurance, has the reporting entity ceded auny risk under any reinsurance contract (or
muliiple contracts with the same reinsurer or it affiliates) during the period covered by the financial
statement, and either:

{a) Accounted for that coniract 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.....ooen Yes ||

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 auditors.
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Report of Independent Auditors

The Board of Directors
HomeWise Insurance Company

We were engaged to audit the accompanying statement of admitted assets, liabilities, and capital
and surplus (deficit) - statutory basis of HomeWise Insurance Company (the Company} as of
June 30, 2011, and the related statutory basis statements of operations, changes in capital and
surplus {deficit), and cash flows for the six months then ended. These financial staiements are the
responsibility of the Company's management.

Due to significant executive management turnover, new management at October 21, 2011, was
unable to provide written representations as te its responsibility for the fair presentation of the
financial statements and other matters which could materially affect the amounts and
classification of items included in the financial statements. Such representations are required
under generally accepted auditing standards. Additionally, the Company’s internal controls
over financial reporting were not adequate to reasonably assure the proper recording of
transactions. Accordingly, we were unable to extend our auditing procedures sufficiently to
determine the extent to which the financial statements may have been affected by these

conditions.

As a result of the scope limitations described in the preceding paragraph, the scope of our work
was not sufficient to enable us to express, and we do not express, an opinion on the financial

statements,

As described more fully in Note 1 to the financial statemnents, 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.,

As discussed in Note 2 to the financial statements, the Company changed its method of
allocating ceded losses recovered under multi-cedent quota share reinsurance agreements
between the Company and Home Wise Preferred Insurance Company. Additionally, as a result of
the subsequent discovery of facts after the issuance of the independent auditors' report dated
Aprl 3, 2011, on the Company’s December 31, 2010 statulory financial statements, beginning
surplus has been restated.



Thomas Howell
& Ferguson ra.

Page Two

The accompanying statutory basis financial statemenis have been prepared assuming that the
Company will confinue as a going concern.  As discussed in Note 4 to the financial statements,
the Company has incwired a net loss of approximately $13,422,000 for the six months ended
June 30, 2011, its total liabilities exceeded its total admitted assets at June 30, 2011, and it has
lost its independent rating subsequent to June 30, 2011, that is generally required for writing new
business. This raises substantial doubt about the Company's ability to continue as a going
concern. The statutory basis financial statements do not include any adjustments that might result
from the outcome of these uncertainties,

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

Hosw Tl Foe_ 20,

October 21, 2011

3]



Statement of Admitted Assets, Liabilities, and Capital

Admiited assets

Cash and invested assets:

Bonds

HomeWise Insurance Company

and Surplus (Deficit) - Statutory Basis

June 30, 2011

Short-term investments
Cash and cash equivalents
Total cash and invested assets

Accruad investment income

Premiums receivable

Reinsurance balances recoverable
Receivables from parent and affiliates

Other assets
Total admitted assets

Liabilities and capital and surplus (deficit)

Liabilities:

[.oss and loss adjustment expense reserves
Unearned premiums, net
Reinsurance premiums payable

Advance premiums

Accounts payable and accrued expenses
Taxes, licenses, and fees payable

Payable to affilates

Premium deficiency reserve

Total liabilities

Capital and surplus (deficit)

Total liabilities and capital and surplus (deficit)

See accompanying nofes.

(W5}

$

1,809,936
11,894,300

30225716

¥

43,929,952

26,535
14,871,351
8,464,631
174,792

1.800.651
69.267.912

15,899,633
(13,109,243)

58,486,762
4,311,912
557,822
463,775
141,331
600.000
71,351,992

(2.084.080)

F_69267.912



HomeWise Insurance Company
Statement of Operations - Statutory Basis
For the six months ended June 30, 2011

Underwriting income:
Premiums earned, net of reinsurance ceded $ 3,300,326

Underwriting expenses:

Losses and foss adjustment expenses incurred 15,195,007

Underwriting, acquisition, and other expenses 1.167.851
Total underwriting expenses 16.362.958
Net underwriting loss (13,062.632)
Net investment income 32,265
Other income 208,345
Change in premium deficiency reserve {600.000)
Loss before federal income tax expense (13,422,022)
Federal income tax expense 118
Net loss $_(13.422.140)

See accompanying notes.



"$200U Suilbdi022p 2ag

(080730¢) ¢ (0S0PasS9) $ 00005820 § Q0009 S DA0USY 1107 "0€ duaf jo se aour[eq
Ovrzerery (OvidTren - - : $507 18]
(998°€L£'S) (998°€LE°S) - - - $)955B PONIIPRUOU Ut saueYD)
{19£°18¢'1) (o' 3en) - - - saxey slool paLiajap w afuey)
- : 060'059 (000°059} {000°059) 0015 UOLILLOD JO LOME|[AUR))
- - (006°6¥9) 006 609 006°619 YD0I5 BOWIIO JO 3oUERNSS]
L3T'E60'8T (CIL°90Y'Sy) 006°678TY 001°0%9 001059 pajeIsal ‘[ [(g ‘[ Alenuef Jo se aoug{eg
(Ev8LIF01) - (69841700 - - - (7 910N 295} snpding 3o JuatuLmSYy
0SE°E1S'8T  § (0.8°986'pE) § 006608°Z9 $  001°0S9 $ 001°059 papodarse ‘[ [0z ‘| Aenuer jo se saueeq
18701, SPUTLT sRpdIng BB A T8 EF{S
paudisseury pajnqLouo) EECTTS T TiTg)
pue
UE-pikJ 550153

1107 ‘0F QUI{ PopEs SYILOW XIS 9Y3 10,

siseq K101l - (Mo133(]) snjding pue [eiide)) ul sa3usy)) JO TULAWISIRIS

Auedwo)) 9oUBINSU] 95T\ SWOH



HomeWise Insurance Company
Statement of Cash Flows - Statutory Basis

For the six months ended June 30, 2011

Operating activities

Premiums collected, net of reinsurance

Net invesiment income received

Other income received

Losses and loss adiustment expenses paid
Underwriting, acquisition, and other expenses paid
Federal income taxes recovered

Net cash provided by operating activities

Financing activities

Other miscellaneous uses

Net cash used in financing activities
Net increase in cash

Cash at beginning of period

Cash at end of period

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

See accompanying noles.

$ 24,395,838
47,459
223,019
(14,835,652)
(3,705.991)
348,061
6,472.734

(2.186.147)
(2.186.147)

4,286,587
37.833.429
$.42.120.016

$ 30,225,716

11.894.300

$42.120.016



HomeWise Insurance Company
Notes to Statutory Basis Financial Statements
For the six months ended June 30, 2011
1. Summary of Significant Accounting Policies
Organization and Description of Company

First Home Insurance Company (FHIC) was formed on April 5, 2005, as a Florida-domiciled
property and casualty insurance company. On May 31, 2011, FHIC merged with HomeWisc
Insurance Company (HWIC) (see Note 3), a Florida-domiciled property and casualty insurance
company and changed is name to HomeWise Insurance Company (merged entities referred
throughout as “the Company™).

The Company is a wholly-owned subsidiary of First Home Financial Corporation (FHFC), an
insurance holding company incorporated in the staie of Delaware. FHFC and First Home
Insurance Agency, LLC (FHIA), a licensed managing general agent in the state of Florida, are
wholly-owned subsidiaries of First Home Acquisition Corperationn (FHAC), a Delaware
corporation. FHAC is a wholly-owned subsidiary of Glencoe Acquisition, Inc. (Glencoe), a
Delaware corporation.

The Company 1s affiliated through common ownership with HomeWise Management Company
(HMC), a licensed managing genera] agent in the state of Florida, and HomeWise Preferred
Insurance Company (HPIC), a Florida-domiciled property and casualty insurance company.

HMC and HPIC are wholiy-owned subsidiaries of HomeWise Holdings, Inc. (HWH), an
insurance holding company incorporated in the state of Florida. HWH is a wholly-owned
subsidiary of Glencoe.

The Company wnrites coverage exclusively in the states of Florida and Louisiana, 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 resuits 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 Florida Office of Insurance
Regulation (the Office). Such statutory practices require preparation of the financial staternents
in accordance with the National Assoviation of Insurance Commissioners” (NAIC) Accounting
Practices and Procedures Monual 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 accountling practices and the variances from GAAP are
summarized below:



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

® Investments in bonds or debt securities are reported at amortized cost or market value
based on their NAIC rating; for GAAP, such fixed maturity investments would be
designated at purchase as held-io-maturity, trading, or available-for-sale. Held-to-
matwrity fixed maturity investments would be reported at amortized cost, and the
remaining fixed maturity investments would be reported at {air value with unrealized
holding gains and losses reported in operations for those designated as trading and as
a component of other comprehensive income for those designated as available-for-
sale.

. Fair values of certain mvestments in bonds are based on actual or estimated market
values as quoted in a registered U.S. exchange. Changes between amortized cost and
admitted asset investment amounts are credited or charged directly to unassigoed
surplus rather than to other comprehensive income as would be required under
GAAP.

s Certain assets designated as "nonadmitted,” principally past-due uncollected
premiums, prepaid expenses, and other assets not specifically identified as an
admitted asset within the Accownring 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.

° 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.

a 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 cash equivalents would include cash balances and
investments with initial maturities of three months or Jess.

e 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.



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

. 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 fax liabilities. The remaining
deferred tax assets are nonadmitted. Gross deferred income tax assets are reduced by
a valuation allowance if the Company determines it is more likely than not that some
portion or all of the gross deferred tax assets will not be realized. Deferred taxes do
not inciude 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.

e Commissions allowed by reinsurers on business ceded are reported as a redaction of
expense when incurred to the extent the amount does not exceed actual acquisition
costs, rather than being deferred and amortized with deferred policy acquisiiion costs
as would be required by GAAP. Commnissions 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 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. Reqguired 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 Insurance Company
Notes to Statutory Basis Financial Statements
1. Summ(axy 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 eamed at the end of the period
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 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 ave principally stated at cost, which
approximates fair value.

Investments

Investments are recorded at admitted asset values as presceribed by the valuation procedures of
the NAIC's Securities Valuation Office (SVO). The valuation technique used to measure fair
value (market value) is to obtain the published securities’ fair value from the SVO publication,
Valuation of Securities. 1f the specific security is not listed in this publication, then the fair value
is obtained from a registered U.S. exchange.

Short-term investments include investments with original maturities of one year or less from the
time of acquisition and are principally stated at cost, which approximates fair value.

Concentration of Credit Risk

The Company's financial mstraments exposed to concentrations of credit risk consist primarily of
its investments, cash and cash equivalents, short-tenm nvestments, 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) up to $250,000 per depositor, Bank deposit accounts, at times, may exceed
federally insured limits. The Company has not experienced any losses in such accounts.

All investment transactions have credit exposure to the extent that a counterparty may default on
an obligation to the Company. Credit risk is a consequence of carrying mmvesiment positions. To
manage credit risk, the Company focuses primarily on highly liquid debt instruments, reviews the
credit strength of all entities in which it invests, limits its exposure in any one investment, and
monitors portfolio quality, taking into account credit ratings assigned by recognized credit rating
organizations.

10



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

Reinsurance

The accompanying statutory basis financial statements reflect reserves for premiums and losses
and loss adjustment expenses (LAE), net of reinsurance ceded (see Note 9). 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
reinsurance agreement. Amounts recoverable from reinsurers are cstimated in a manner
consistent with the loss and LLAE 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 teported. 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 continnally reviewed and
adjusted as necessary as experience develops or new information becomes known; such
adjustments are included in current operations. The ultimate settiement 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 caosts, the inerease in average severities of claims ig 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 monjtored based on actual
development and the estimated habilities are medified 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.

Premium Deficiency Reserves

Premium deficiency reserves are established for the estimated amount of the anticipated losses,
loss adjustment expenses, commissions and other acquisition costs, and maintenance costs that
have not previously been expensed in excess of the recorded vnearned premium reserve and
future installment premiums on existing policies. The Company does not use anticipated
investment income as a factor in the premium deficiency calculation.



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

The Company 1s subject to assessments by a Florida guaranty fund, a residual market pool, and a
state catastrophe teinsurance 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 guaranty fund, Citizens, and FHCF
assessments when the Company has the information available to reasonably estimate its
Habilities,  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
assessment.

The Company was not assessed in 2011. The FIGA assessment recoverable from policyholders
for past assessments was $1,365,890 at June 30, 2011.

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 $396,805 at June 30, 2011. The Hability for assessments collected and due 10
Citizens and FHCF totaled $1,161,917 at June 30, 201 1.

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 subsecuent events through October 21, 2011, the date the financial
statements were available to be issued.

Use of Iistimates

The preparation of statutory basis financial statements reguires 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.

12



HomeWise Insurance Company
Notes to Statutory Basis Financial Statements
2. Restatement of Surplus
Change in Acconnting Method

The Company has changed its method of accounting for ceded losses under its multi-cedent
quota share reinsurance contracts. Both HWIC and HPIC are named insureds (cedents) in the
2009-2010 quota share agreement with Hannover Re, Greenlight Re, and Signet Star Re. HWIC
and HPIC are also cedents under the 2010-2011 quota share agreement with Greenlight Re.

In June 2011, the accounting for allowzble ceded incurred losses under the gquota share
agreements was changed. Previously, for contracts in which losses exceeded the loss corridor,
allowable ceded incurred losses were allocated to HPIC and HWIC in proportion to each cedent’s
ceded incurred losses. The new method of allocating allowable ceded incurred losses to each
cedent is in proportion to each entity’s ceded earned premium.

Under the new allocation method, HWIC receives the berefit of ceded incurred losses that had
previously been allocated to HPIC on an inception to date basis. Approximately $3.9 million in
ceded incurred losses were transferred from HPIC to HWIC at June 30, 2011, when the
adjustment was recorded. Of the $3.9 miilion in additional ceded incurred losses, $3.4 million
was a transier of ceded paid losses that had previously been recorded in HPIC’s accounts. These
amounts represent an amount that is recoverable from HPIC. Because these amounts are deemed
to be not collectible fromn HPIC, the $3.4 million due from HPIC has been recorded as a non-
admitied asset in the statement of admitted assets, liabilities, and capital and surplus — statutory
basis at June 30, 2011,

Of the $3.9 million in additional ceded incurred losses allocated to HWIC, approximately
$500,000 is due to a transfer of ceded loss reserves from HPIC to HWIC. Because ceded losses
are recovered from the quota share reinsurers when the related losses are paid and not when
incwred, this amount represents a recoverable from the reinswer. This amount is included in
loss and loss adjusiment expense reserves in the statement of admitied assets, liabilities, and
capital and surplus - statutory basis at June 30, 2011,

The cumulative effect of the change in accounting increased surplus $3,891,514 as of January 1,
2011. Additionally, as a result of this accounting change, loss and loss adjustment expenses
incurred decreased by $105,000 for the six months ended June 38, 201].

Adjustments Relating to Subsequently Discovered Facis

As a result of subsequently discovered facts after the issuance of the independent auditors’ report
dated April 3, 2011, in the Company's December 31, 2010 statutory financial statements, certain
admitted assets and liabilities have been restated and are reported as an adjustment to beginning
surplus.
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HomeWise Insurance Company

Notes to Statutory Basis Financial Statements
2. Restatement of Surplus (continued)
Adjustments Relating to Subsequently Discovered Facts (continued)

As discussed in Note 12, HMC began withdrawing advances from the premium trust accounts
established for the benefit of the Company in September 2010, These withdrawals were relating
10 advance premiums that had been deposited in the trust accounts. Florida Statute 626.883
states that premiums received by an administrator on behalf of an insured are deemed i he
received by the insurer; therefore, the amount of advance premiums collected by the managing
general agent, HMC, of $3,951,300 as of January 1, 2011, represents a liability of the Company
to its policyholders and should have been recorded as such. Advance premium withdrawals by
HMC totaled $3,500,000 at January 1, 2011, and arc reported as a nonadmitted asset in
accordance with Florida Statute 625.012.

Also discussed in Note 12, certain bank fees have been charged to the premium trust accounts
and recorded as an expense by HMC and have not been repaid to the premyium trust accounts. At
January 1, 2011, the accumulated balance of bank fees, net of interest income, is $580,712. This
balance is also reported as a nonadrnitted asset in accordance with Florida Statute 625.012.

Beginning swrplus as of January 1, 2011, has been decreased by $4,080,712 relating to the
advances made to HMC from the premiurm trust accounts,

The subsequent discovery of the inappropriate use of the premium trust accounts by HMC creates
substantial uncertainties as to the net realizable value of other admitted assets reported by the
Company on its December 31, 2010, statutory financial statements. Accordingly, the amounts
reporied for receivables from parent and affiliates (§9,116,996) and net deferred tax asset
($1,111,649) have been reported as nonadmitted and with a 100% valuation allowance,
respectively, as of Janvary 1, 2011.

The restatement of beginning surplus as of January 1, 2011, consists of the following:

Cumulative effect of change in accounting method  $ 3,891,514

Nonadmitted premium irust account advances (4,080,712)
Nonadmitied receivable from parent and affiliates (9,116,996)
Deferred tax asset vatuation allowance (1.111.649)

$_(10.417.843)
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HomeWise Insurance Company
Notes to Statutory Basis Financial Statements

3. Business Combinations

On May 31, 2011, Glencoe Acquisition, Inc. {(Glencoe), the vitimate parent company of First
Home Insurance Company (NAIC# 10149) (FHIC), acquired all of the outstanding stock of
HomeWise Holdings, Inc. (HWH), the parent company of HomeWise Insurance Company
(NAIC# 12438) (HWIC). Both FEIC and HWIC were licensed property and casualty insurers in
the state of Florida prior 1o the merger.

Concurrent with the purchase of HWH, FHIC and HWIC merged into ene company, with FHIC
as the surviving entity. This transaction was accounted for as a statutory merger. No goodwill
was recorded as a resuit of this merger, and no shares of stock were issued as part of this
transaction as Glencoe was the uliimate parent of both insurance companies; however,
subsequent to the merger, all of the outstanding shares of stock of HWIC were cancelled and
FHIC changed its name 10 HomeWise Insurance Company (NAIC# 10149) (the Company?.

The results of operations of the previously separate entities for the period January 1, 2011
through May 31, 2011, prior to the combination that are included in the current combined net
loss are as follows:

Januarv ]. 2011 throush May 31. 2011 HWIC FHIC
Net earned premiums $ 298404 $§ 858,554
Losses and loss adjustment expenses incurred 6,508,108 2,719,826
Underwriting, acquisition, and other expenses (648,468) 1,315,745

4. Going Concern

The Company incurred a net loss of approximately $13,422 000 for the six months ended June
30, 2011, At Jure 30, 2011, jts total liabilities exceed its total admitted assets by approximately
$2,084,000. Additionally, as discussed in Note 14, the Company has lost its independent rating
subsequent to June 30, 2011, which severely limits its ability to write new or renewal business.
The Company’s surplus (deficit) position at June 30, 2011, is not in compliance with the
minimum requirements under Florida Statute 624.408. As a result of these factors, there is
considerzble doubt about the ability of the Company to continue as a going concern. The
statutory basis financial statements do not incinde any adjustments that might result from the
outcome of this uncertainty.

5. Regulatory Reguirements and Restrictions

Florida Statute 624.408 requires the Company 1o maintain capital and surplus of $5 million or
10% of the Company's total liabilities for losses, loss adjustment expenses, and unearned
premiums, whichever is greater, and to meet the risk-based capital requirements as discussed in
Note 11. 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 not in compliance with these
requirements (see Note 4).
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HomeWise Insurance Company

Notes to Statutory Basis Financial Statements
5. Regulatory Requirements and Restrictions {continued)

Additionally, the Company is required to maintain deposits pursuant to Florida and Louisiana
statutes to help secure the payment of claims. Cash on deposit in the amount of $363,689 and a
long-term note of §303,700 have been assigned to the Office as of June 30, 2011, and certificates
of deposit in the amount of $200,000 have been assigned to the Louisiana Department of
Insurance as of June 30, 2011, to satisfy this requirement. These amounts are included in total
cash and invested assets in the accompanying statements of admitted assets, Habilities, and
capital and surplus at June 30, 2011.

6. Investmenis

The aggregate carrying value (amortized cost) and SVO market vajue of bonds at June 30, 2011,
are as follows:

Gross Gross SVO
Amortized Unrealized Unrealized Market
Cost Gaing Losses Value
Bonds:
1.8, Government and
government agencies 5.1,.8090936 5__ 21444 § - $_1.831.380

A summary of the aggregate carrying value (amortized cost) and SVO market value of bonds at
June 30, 2011, by contractual maturity, is as follows:

Amortized  SVO Market

Cost Value
Due in onée year or less $ 1,504,236 $ 1,516,755
Due after one year through five years 305.700 314.625
Total §__1.809936 §_ 1.831.380

The expected maturities in the foregoing table may differ from the contractual maturities because
certain borrowers have the right to call or prepay obligations with or without czll or prepayment
penalties. The Company is exposed to certain risks and uncertainties as a result of the current
credit crisis and resulting impact on the larger U.S. economy. The nature of those risks and
uncertainties may effect changes in cash flows as a result of changes in the liquidity of financial
markets.

The Company had no sales or maturities of investments in bonds during the six months ended
June 3¢, 2011.

Short-term vestments 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.




HomeWise Insurance Company
Notes to Statutory Basis Financial Statements

6. Investments (continued)

Major categories of the Company's net investment income for the six months ended June 30,
2011, are sumrarized as follows;

Investment income:

Bonds g 28,781

Short-term investments and cash 15.345
Taotal investment income 45,126
Investment expenses (12.861)
Net investment income §_ 32265

7. Premiums Receivable

Premiums receivable includes amounts due from HMC and FHIA, the Company's managing
general agents (MGA), who collect all premiums and remit 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 uneamed premium. Premiums
receivable is 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 totaled $14,871,351, net of $729,542 of nonadmitted Premiums
receivable, as of June 30, 2011.

8. 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 June 30, 2011,

(in thousands)

Loss and 1.AE reserves at beginning of period N 17,506
Cumulative effect of change in accounting method (584)
Losses and LAE incurred related to:
Current year 10,902
Prior years 4,203
15,195
Losses and LAFE paid related to:
Current year 3,872
Prior years 8.645
12.617
Loss and LAE reserves at end of period $___19.900
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HomeWise Insurance Company
Notes to Statutory Basis Financial Statements
8. Loss and Loss Adjustment Expense (LAE) Reserves (continued)

Anticipated reinsurance recoverables on unpaid losses and LAE are approximately $11,661,000
at June 30, 2011. Reinsurance recoverables on paid losses and LAE are approximately
$8,465,000 at June 30, 2011.

Net incurred losses and LAE attributable to insured events of prior years have increased
$4,293,000 in the six months ended June 30, 2011, as & result of reestimation of unpaid losses
and loss adjustment expenses. Original estimates are decreased or increased as additional
information becomes known regarding individual claims,

9, Reinsurance

Certain premiums and benefits are ceded to other insurance companies under various reinsurance
agreements. The reinsurance agreements provide the Company with increased capacity 1o write
more risks and maintain its exposure to loss within its capital resources. As of June 30, 2011, the
Company's reinsurance program consisted of catastrophe excess of loss reinsurance and quota
share treaties. Following is a surnmary of the reinsurance coverage.

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 six months ended June 30, 2011, the commercial excess of loss treaties
generally provide coverage on ultimate net losses of approximately $91,900,000 in excess of
$8,300,000 per occurrence, r:ot to exceed approximately $183,800,000 for all occurrences. The
FHCF provided coverage for 50% of the losses from qualifying catastrophic events in excess of
approximately $60,800,000 up to & maximum of approximately $271,700,000, plus 100% of
qualifying losses in excess of approximately $2,900,000 (drop down layer) up to a maxinum of
approximately $12,900,000. The drop down layer provides for one automatic reinstatement at
100% of its original Emit.

Effective June 1, 2010, HWIC and its affiliated company, HomeWise Preferred Insurance
Company (collectively, the Reinsured), entered into a quota share reinsirance agreement with
Greenlight Reinswrance [td. (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,
2011; and 80% on policies writien thereafter) of the Reinsured's incurred losses and loss
adjustment expenses, subject to several exclusions. The Reinsured cedes a percentage of gross
premiums (equal 1o 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 above. The agreement is effective through May 31, 2012,
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Notes to Statutory Basis Financial Statements

9. Reinsurance (continued)

The reinsurance agreement is subject to a loss retention corridor, whereby the Reinsured retains
losses above a minimum gross loss ratio ranging from 40.33% 1o 42.26% up to & maximum gross
loss ratio ranging from 62.91% to 65%. Maximum losses ceded under this agreement are limited
to 93% of the premiums 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. Additiorally, the Reinsared is allowed
a profit commission on a sliding scale basis for loss ratios under 42.26%. The current year
ceding commissions have been recorded as a reduction of underwriting, acquisition, and other
expenses in the accompanying statements of operations.

The FHCF provides coverage for named hurricanes only and provides no coverage after the one
time limit 15 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 assessments from its
policyholders.

Effective June 1, 2011, the Company executed reinsurance premium protection agreements to
reinsure the reinstatement premium payment obligations which acerue to the Company under the
private 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 companies do not meet their obligations under these reinsurance agreements, Given
the quality of the reinsuring companies, management believes this possibility to be remote. See
Note 8 for recoveries due from reinsurers relating to paid and unpaid losses and T.AE.

The effects of reinsurance on premiums written and eamed for the six months ended June 30,
2011, are as follows:

Written Earped
Direct premiums $ 77,081,616 $ 77,188,438
Ceded premiums (96.810.830) (73.888.112)
Net premiums §_015.729.314) §_ 3.300.326
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9. Reinsurance (continued)

The following table summarizes the effect of ceded unearned premiums on the direct uneamed
premiums reserve and provides the related commission equity at June 30, 201 1:

Direct unearned premiums 5 78,815,931
Ceded unearned premiums (91,925.174)
Unearned premiums, net $_(13.109.243)
Commission equity, net 5_ 20.562.680

The following table shows the effect of reinsurance on loss and loss adjustment expenses
incurred during the six months ended June 30, 2011:

Direct losses and loss adjustment expenses incurred _ 8 35,266,954
Assumed losses and loss adjustment expenses incurred 656,262
Ceded Iosses and loss adiustment expenses incurred (20.728.209)
Losses and loss adjustment expenses incurred, net $_15.195.007

At June 30, 2011, 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:

Greenlight Remnsurance § 22,081,000
Florida Hurricane Catastrophe Fund 2,859,000

For the six months ended June 30, 2011, recoveries under reinsurance coniracts totaled
$16,777,419.
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Notes to Statutory Basis Financial Statements

10. 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 Staternent and
as underwriting, acquisition, and other expenses in the accompanying statement of operations.

A. The components of net deferred tax assets (DTAs) and deferred tax liabilities (DTLs) at
Tune 30, 2011, are as follows:

Ordinary Capital Total
Total gross DTAs $15,841,031 § - 515,841,031
Statuiory valuation allowance adjustment 15.744.412 - 15.744.412
Adjusted gross DTAs 96,619 - 96,619
Total gross DTLs - - 96,619
Net DTA -
Nonadmitted DTAs -
Net admitted DTA $ -
Increase in nonadmitted DTAs $ -

The Company has not elected to admut 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.1., 10.5.11., and 10.c. are as follows:
Ordinarv Capital Total

Can be recovered through loss carrybacks
{10.a) $ - b - i -
Lesser of:
Expected to be recognmized within one
year (10.b.1.) - - -
Ten percent of adjusted capital and
surplus (10.b.11.) - - -
Adjusted gross DTAs offset against
existing DTLs (10.c.) - - -
Risk-based capital level used in paragraph
10.4.
Total adjusted capital -
Authorized conirol level -
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Notes to Statutory Basis Financial Statements
10. Income Taxes (continued)

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

Admitted DTAs ) -
Admitted assets -
Statutory surplus 18,769,788
Total adjusted capital 18,799,788

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

The provision for income taxes incurred on eamnings for the six months ended June 30 is:

Current year income tax expense b -
Prior year underaccrual 118
Current income taxes incurred 5 118

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

Deferred Tax Assets:

Discount on unpaid losses and LAE $ 458,701

Nonadmijtted assets 237,027

Profit sharing 46,330

Charitable contribution 34,000

Net operating loss 15.064.973
Total DTAs 15,841,031
Statutory valuation allowance 15,744,412
Admitted DTAs 96.619
Deferred Tax Liabilities:

Depreciation of fixed assets 96.619
Total DTLs 96.619
Net admitted DTAs 5 -




HomeWise Insurance Company
Notes to Statutory Basis Financial Statements
10. Income Taxes (continued)
D. Reconciliation of federal income tax rate to aciual effective rate:

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

Percentage of

Pre-Tax

Income
Provision computed at statutory rate § (4,483,175 34.00 %
Pre-merger excluded statutory income 1,863,532 (14.13)
Change in nenadmitted assets (8,902,301} 67.51
Prior period adjustment 198.920 (1.51)
Total $_(11.523.024) 85.87 %
Federal income tax $ 118 0.00 %
Change in deferred taxes (11.323.142) 85.87
Statutory income taxes §_(11.323 024) 85.87 %

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

1. At June 30, 2011, the Company had no unused capital losses znd approximately
$39,817,000 of ret operating loss carryforwards available to offset against future
taxable mcome expiring between 2025 and 2030. Of this amount, approximately
$5,261,000 is subject to limitations under Sec. 382 of the Internal Revenue Code.
The limitation caps the net operating loss carryforwards to approximately $310,000
annually,

2. There is no income tax expense that is available for recoupment in the event of future
net losses.

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

A

F. Consolidated federal income iax returm:

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

Glencoe Acquisition, Inc.

First Home Acquisition Company, LLC
HomeWise Holdings, Inc.

First Home Insurance Agency, LLC
HomeWise Preferred Insurance Company
HomeWise Management Company

D
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10. Income Taxes (continued)

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

11. Capital and Surplus

The Company has authorized 1,000,000 shares of $1 par value common stock, of which 650,000
shares are issued and outstanding at June 30, 2011. By Board of Directors' resolution on May 31,
2011, 649,900 shares of stock were issued to FHFC in a non-cash transaction. In conjunction
with the merger of FHIC and HWIC (see Note 3), HWIC cancelled all 650,000 of its issued and
outstanding shares on May 31, 2011, and reclassified the common capital stock to paid-in capital.
No other classes of common or preferred shares were issued during 2011. The parent company,
FHFC, 1s the sole shareholder.

Property and casualty insurance companies are subject to certain Risk-based Capital (RBC)
requirements as specified by the NAIC. Under those reguirements, 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. RBC requirements are not calculated for interim reporting
periods.

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, during the three years following the entry of Consent
Order No. 117706-11 on May 23, 2011, the Company may only pay dividends that are approved
in advance and in writing by the Office. The Company did not declare or pay any dividends
during the six months ended June 30, 2011.

12. Related Party Transactions

‘The Company’s related parties and affiliations are described in Note 1, Organization and
Description of the Company.

Effective January 1, 2010, the Company entered into a Technology Services Agreement with an
insurance services company that holds an ownership interest in Glencoe, Fees incwred under
this agreement totaled $6,300 for the six months ended June 30, 2011.

Effective May 4, 2005, the Company entered into a service agreement with FHFC. Pursuant to
the apreement, FHFC provides to the Company capital management services and investor
management and relations and assists with overall general management of the Company.
Expenses incurred related 1o this agreement totaled $64,666 for the six months ended June 30,
2011. At June 30, 2011, the Company has a net receivable due from FHFC in the amount of
$63,766.
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12. Related Party Transactions (continued)

Effective May 3, 2005, the Company entered into a managing general agency contract with
FHIA. Pursuant to the agreement, FHIA provides to the Company premium billing, claims
management and underwriting functions. Expenses incurred related to this agreement totaled
$1,106,683 for the six months ended June 30, 2011, At June 30, 2611, the Company has a net
receivable due from FHIA in the amount of $520,641.

The following describes related party agreements executed by HWIC prior to the merger with
FHIC that were still in effect subsequent to the merger.

Effective January 1, 2006, HWIC entered into a managing general agency agreement with HMC,
Purguant to the agreement, HMC provides to HWIC premium billing, claims management and
underwriting functions. Expenses incurred related to this agreement totaled $15,686,790 during
the six months ended June 30, 2011. During the first quarter of 2011, HWIC and HMC agreed to
a reduced compensation rate, which resulted in a $4,752,850 reduction in fees. Under the terms
of this agreement, HMC collects all premiums and deposits them into premium trust accounts for
holding until the companies setile at the end of the month. Beginning in Septernber 2010, HMC
withdrew amounts relating to advance premium that had been deposited in the provider trust
accounts. At June 30, 2011, the total amount of advances withdrawn from the premium trust
accounts was $5,700,000. Additionally, bank fees charged to the premium trust accounts and
expensed by the MGA totaling $600,987 have not been repaid to the premium trust accounts. The
Company has recorded a receivable from HMC in the amount of 6,300,987 at June 30, 2011, all
of which has been nonadmitted in accordance with Florida Statute 625.012.

HWIC 1s also party to a Cost Allocation Agreement with HPIC, 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 net
receivable due from HPIC of $812,328 at June 30, 2011, and a receivable due frorm HMC of
£8,807,436 at June 30, 2011. Amounts receivable from HPIC and HMC of $707,156 and
38,807,436, respectively, have been nonadmitted at June 30, 2011.

|3
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13. Premiums Produced by Managing General Agents or Third Party Administrators

The Company uses managing general agents, HMC and FHIA, to write and administer insurance
products. HMC has contracted with an unaffiliated service company and FHIA has contracted
with an affiliated service company to provide this function. The total premium produced and
serviced through the contracts during 2611 is summarized below. The Company retains
underwriting authority for ail policies issued under these agreements.

Type of Type of Direct
Exclusive Business Authority Premium
Name and Address FEI Number Contract Writien Granted Written
HomeWise 20-3395152 No Homeowners  Premium $ 72,325,713
Management collection,
Company claims
4042 Park Oaks adjustments,
Boulevard, Swite 400 binding
Tampa, FL 33610 authority, and
underwriting
First Home 20-2634733 No Homeowners Premium $ 4,755,903
Insurance collection,
Agency, LLC claims
4042 Park QOaks adjustments,
Boulevard, Suite 400 binding
Tampa, FL 33610 authority, and

underwriting

14. Subsequent Events

During Aungust 201 I; the Company’s chief executive officer and chief financial officer departed.
The operations of the Company are being overseen by one of the directors of FHFC, the
Company’s parent, while the Company searches for suitable replacements.

On August 25, 2011, Demotech, Inc. withdrew its Financial Stability Rating® of A, Exceprional,

assigned to the Company. As a resuli, the Company's quota share reinsurer has the right to
cancel the Company's quota share reinsurance agreement with 60 days written notice.
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