GEORGE: DALE
Commissioner of insurance

501 N. West Street
1001 Woolfolk Building (39201)

State Fire Marshal Post Office Box 79

Jackson, Mississippi 38205-0079
LEE HARRELL STATE OF MISSISSIPPI 4 (&31)359-3559
Deputy Commissioner of Insurance Mississippi Insurance Department htip://www.doi.state.ms.us

July 17, 2007

CERTIFIED MAIL
RETURN RECEIPT REQUESTED
Mr. James Hathcock, General Manager
Mississippi Workers’ Compensation Assigned Risk Pool
682 Towne Center Boulevard, Suite 102
Ridgeland, MS 39157

RE: Report of Examination as of December 31, 2005
Dear Mr. Hathcock:
In accordance with Miss. Code Ann. § 83-5-201 et seq. (Rev. 1999), an examination of the

Mississippi Workers’ Compensation Assigned Risk Pool has been completed. Enclosed herewith is
the Order adopting the report and a copy of the final report as adopted.

Pursuant to Miss. Code Ann. § 83-5-209(6)(a) (Rev. 1999), the Mississippi Department of
Insurance shall continue to hold the content of said report as private and confidential for a period of
ten (10) days from the date of the Order. After the expiration of the aforementioned 10-day period,
the Department will open the report for public inspection.

If you have any questions or comments, please feel free to contact me.
Sincerely,

GEORGE DALE
COMMISSIONER OF INSURANCE
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" Mark Haire
Special Assistant Attorney General
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BEFORE THE COMMISSIONER OF INSURANCE
OF THE STATE OF MISSISSIPPI

INRE: REPORT OF EXAMINATION OF
MISSISSIPPI WORKERS’ COMPENSATION
ASSIGNED RISK POOL CAUSE NO. 07-5631
ORDER
THIS CAUSE came on for consideration before the Commissioner of Insurance of the State
of Missiséippi ("Commissioner"), or his designated appointee, in the Offices of the Commissioner,

1001 Woolfolk Building, 501 North West Street, 10th Floor, Jackson, Hinds County, Mississippi,

pursuant to Miss. Code Ann. § 83-5-201 et seq. (Rev. 1999). The Commissioner, having fully

considered and reviewed the Report of Examination together with any submissions or rebuttals and
any relevant portions of the examiner's work papers, makes the following findings of fact and
conclusions of law, to-wit:

JURISDICTION

L
That the Commissioner has jurisdiction over this matter pursuant to the provisions of Miss.
Code Ann. § 83-5-201 et seq. (Rev. 1999).
II.
That Mississippi Workers’ Compensation Assigned Risk Pool was established by the
Mississippi Legislature on January 1, 1993, to be the reinsurance mechanism for policies issued

pursuant to the Plan.



FINDINGS OF FACT

L

That the Commissioner, or his appointee, pursuant to Miss. Code Ann. § 83-5-201 et seq.

(Rev. 1999), called for an examination of Mississippi Workers’ Compensation Assigned Risk Pool
and appointed Mitch Rayborn, Examiner-In-Charge, to conduct said examination.
Iv.

That on or about February 23, 2007, the draft Report of Examination concerning Mississippi
Workers’ Compensation Assigned Risk Pool for the period of January 1, 1993 through December 31,
2005, was submitted to the Department by the Examiner-In-Charge, Mitch Rayborn.

V.

That on or about May 1, 2007, pursuant to Miss. Code Ann. § 83-5-209(2) (Rev. 1999), the

Department forwarded to the Company a copy of the draft report and allowed the Company a 30-day
period to submit any rebuttal to the draft report. The Department received the Company’s response
on or about May 31, 2007, and in response thereto, no revisions were made.

CONCLUSIONS OF LAW

VI

The Commissioner, pursuant to Miss. Code Ann. § 83-5-209(3) (Rev. 1999), must consider

and review the report along with any submissions or rebuttals and all relevant portions of examiner
work papers and enter an Order: (1) adopting the Report of Examination as final or with
modifications or corrections; (2) rejecting the Report of Examination with directions to reopen; or

(3) calling for an investigatory hearing.



IT IS, THEREFORE, ORDERED, after reviewing the Report of Examination and all
relevant examiner work papers and the Company’s rebuttal, that the Report of Examination of
Mississippi Workers’ Compensation Assigned Risk Pool, attached hereto as Exhibit "A", should be
and same is hereby adopted as final.

IT IS FURTHER ORDERED that a copy of the adopted Report of Examination,
accompanied with this Order, shall be served upon the Company by certified mail, postage pre-paid,
return receipt requested.

IT IS FURTHER ORDERED that the Mississippi Department of Insurance shall continue
to hold the content of this report as private and confidential for a period of ten (10) days from the

date of this Order, pursuant to Miss. Code Ann. § 83-5-209(6)(a) (Rev. 1999).

IT IS FURTHER ORDERED, pursuant to Miss. Code Ann. § 83-5-209(4) (Rev. 1999), that

within thirty (30) days of the issuance of the adopted report, Mississippi Workers’ Compensation
Assigned Risk Pool shall file affidavits executed by each of its directors stating under oath that they

have received a copy of the adopted report and related orders.

IT IS FURTHER ORDERED that Mississippi Workers’ Compensation Assigned Risk Pool
take the mnecessary actions and implement the necessary procedures to ensure that all

recommendations contained in the Report of Examination are properly and promptly complied with.

SO ORDERED, this the ] lﬁday of July, 2007.

GEORGE DALE
COMMISIONER OF INSURANCE




CERTIFICATE OF MAILING

I hereby certify that a true and correct copy of the above and foregoing Order and a copy of
the final Report of Examination, as adopted by the Mississippi Department of Insurance, was sent by
. , . : . A
certified mail, postage pre-paid, return receipt requested, on this the I | "Z day of July, 2007, to:
Mr. James Hathcock, General Manager

Mississippi Workers’ Compensation Assigned Risk Pool
682 Towne Center Boulevard, Suite 102

Ridgeland, MS 39157
<
) % /1/%/ Yuzj 4 A)
¢ Mark Haire
Special Assistant Attorney General
J. Mark Haire

Special Assistant Attorney General

Counsel for the Mississippi Department of Insurance
Post Office Box 79

Jackson, MS 39205-0079

(601) 359-3577

Miss. Bar No. 2065



STATE OF MISSISSIPPI
COUNTY OF HINDS

Mitch Rayborn, CFE, FLMI, being duly sworn, states as follows:

1. I have authority to represent the Commissioner of Insurance of the State of

Mississippi in the examination of Mississippi Workers' Compensation Assigned Risk
Pool.

2. The Mississippi Insurance Department is accredited under the National
Association of Insurance Commissioners Financial Regulation Accreditation Standards.

3. I have prepared the examination work papers and examination report, and the
examination of Mississippi Workers' Compensation Assigned Risk Pool as of December
31, 2005, was performed in a manner consistent with the standards and procedures
required by the Commissioner of Insurance of the State of Mississippi.

The affidavit says nothing further.

ited, / s

Mitch Rayborn, CFE, FL
Examiner

Subscribed and sworn before me this 7th day of July, 2007.

.....
"""""""
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\ ’/Im: m\\‘
SKeohae 43 U\ N

Notary Public

My commission expires \\\'(99) J Q
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GEORGE DALE

501 N. West Street
Commissioner of Insurance

1001 Woolfolk Buiiding (39201)

State Fire Marshal Post Office Box 79
Jackson, Mississippi 38205-0079
LEE HARRELL STATE OF MISSISSIPPI ‘(3501)3593569
Deputy Commissioner of Insurance Mississippi Insurance Department http:/iwww.doi.state.ms.us
February 16, 2007
Honorable George Dale

Commissioner of Insurance
Mississippi Insurance Department
501 North West Street

1001 Woolfolk Building (39201)
Post Office Box 79

Jackson, Mississippi 39205-0079

Dear Commissioner Dale:

Pursuant to your instructions and authorization and in compliance with statutory provisions, an
examination has been conducted, as of December 31, 2005, of the affairs and financial condition of:

MISSISSIPPI WORKERS' COMPENSATION ASSIGNED RISK POOL
682 Towne Center Boulevard, Suite 102
Ridgeland, Mississippi 39157

The examination of the Mississippi Workers' Compensation Assigned Risk Pool (the “Pool”)
was conducted in accordance with Mississippi Regulation 96-102 and was performed at the
Ridgeland, Mississippi offices of Compensation Insurance Services (“CIS”), the Pool’s
administrator. The report of examination is herewith submitted for your review. '

Mississippi Workers' Compensation Assigned Risk Pool
MID Examination as of December 31, 2005 Page 1



INTRODUCTION

This examination was performed by examiners representing the Mississippi Insurance
Department (“MID”) and covered Mississippi Workers' Compensation Assigned Risk Pool
(“Pool”) operations and financial condition from inception through December 31, 2005,
including material transactions and/or events occurring subsequent to the examination date and
noted during the course of this examination.

SCOPE OF EXAMINATION

The examination of the Pool included a review of its operations and compliance with applicable
laws, as well as the review of its financial statements. The Pool is audited annually by a local
accounting firm and substantial reliance was placed on the work performed by these independent
auditors, after their work was reviewed and/or tested without exception being noted by the
examiner.

This examination was conducted in accordance with procedures recommended by the National
Association of Insurance Commissioners (NAIC) Financial Condition Examiners Handbook.
Reporting in the comments and recommendations section of this report was by exception;
therefore, items that were tested and deemed acceptable by the examiners without material
change receive little or no comment.

HISTORY OF THE COMPANY

In 1992, the Mississippi legislature authorized the Mississippi Commissioner of Insurance (the
“Commissioner”) to form the Mississippi Workers' Compensation Assigned Risk Plan (the
“Plan”). The Plan’s purpose was to provide workers’ compensation insurance to employers in
Mississippi that in good faith were entitled to insurance, but were unable to obtain such workers'
compensation insurance in the voluntary market because of unusual conditions or circumstances.
Pursuant to Miss. Code Ann. §71-3-111, the Commissioner established the Pool effective
January 1, 1993 to be the reinsurance mechanism for policies issued pursuant to the Plan. The
Pool was established as a non-profit, uninzorporated association of member companies, for the
purpose of providing reinsurance for all workers’ compensation residual market policies and to
accomplish the equitable distribution of all underwriting profit and loss of the residual market
policies to the members. All insurance companies licensed to write workers' compensation in
Mississippi were required to be members of and participants in the Pool.

The Commissioner was authorized to contract for Plan and Pool administration. Since inception,
the Plan’s administration has been contracted with the National Council of Compensation
Insurance, Inc. (“NCCI”), and the Pool’s administration has been contracted with Compensation
Insurance Services (“CIS”).

Two servicing carriers were issuing policies as of December 31, 2005. Each servicing carrier
was authorized to issue workers' compensation insurance policies for those employers that apply

Mississippi Workers' Compensation Assigned Risk Pool
MID Exarnination as of December 31, 2005 Page 2



through the Plan’s administrator for insurance in the residual market. The servicing carriers, in
turn, reinsure all policy risks with the Pool. The reinsurance contracts between the Pool and the
servicing carriers provide that the Pool will assume one hundred percent (100%) of the servicing
carriers’ risk of loss under the policies. Operations of the Pool are subject to fluctuation in the
voluntary market and may experience significant variability in volume over a period of years.

MANAGEMENT AND CONTROL

Membership

Every insurance company authorized to write workers’ compensation and employers’ liability
insurance in Mississippl is required to participant in the Plan through membership and
participation in the Pool. Members are bound by the Pool’s Governing Articles as a condition of
their authority to transact workers’ compensation and employers’ liability insurance in
Mississippi.

Advisory Board

Pursuant to Mississippi Regulation 96-102, the Commissioner shall serve as the Director of the
Pool. The Pool has an Advisory Board (the “Board”) composed of seven (7) Members of the
Pool. No more than three (3) Servicing Carriers shall serve on the Board at any time. The
Commissioner and Pool Administrator shall serve as ex officio, nonvoting Members of the
Board. As of December 31, 2005 the Board consisted of:

Frankie F. Box, Chair EMC Companies

Cindy Sickler, Vice-Chair LM Insurance Company

John A. Ecton Capital City Insurance Company

Michael N. Horlock Zurich North America

John Brad Little St. Paul Travelers

John William Roberts AmFed National Insurance Company

H. Duke Truby Bituminous Insurance Companies
CORPORATE RECORDS

The minutes of the meetings of the Board, prepared since inception of the Pool, were reviewed
and appeared to be complete with regard to the matters brought up at the meetings for
deliberation.

FIDELITY BOND AND OTHER INSURANCE

Pursuant to the Contract for Pool Administration with CIS, CIS maintained a Commercial Crime
Policy which complied with the contract. The $100,000 policy in force as of the examination date
named the MWCARRP as the Loss Payee.

Mississippi Workers' Compensation Assigned Risk Pool
MID Examination as of December 31, 2005 Page 3



TERRITORY AND PLAN OF OPERATION

The Pool serves as the reinsurance mechanism for the Mississippi Workers' Compensation
Assigned Risk Plan (“Plan”) and provides for the equitable distribution of all underwriting profit
or loss of the Plan to the Members. The purpose of the Plan is to provide for the assignment of
Mississippi employers who are in good faith entitled to workers’ compensation insurance, but
who are unable to procure such insurance in a regular manner.

REINSURANCE

Reinsurance Intermediary:

The Company used the services of Guy Carpenter & Company, Inc. (“Guy Carpenter”), a
reinsurance intermediary, to place reinsurance with various reinsurers. Guy Carpenter was
licensed and authorized by the Mississippi Insurance Department and had the authority to
procure placement certificates from various reinsurers in the Pool’s reinsurance ceded program.

Ceded Reinsurance Agreements

For the year ended December 31, 2005, the Company had the following specific excess
reinsurance agreements in place:

Per
Part. Per Occurrence Occurrence
Layer Insurer % Limit Retention Conditions/Limitations
$1M agprepate deductible.
1 American Re-Insurance Co. 100% § 1,000,000 3 1,000,000 35M aggrepgate limit.
2 American Re-Insurance Co. 100%  § 2,000,000 3 3,000,000
3 American Re-Insurance Co. 50% $ 5,000,000 $ 5,000,000
Lloyd's Syndicate #2020 50% $ 5,000,000 $ 5,000,000
4 Endurance Specialty Ins Ltd. 35% $ 10,000,000 $ 10,000,000 $4M maximum any one life
Renaissance Reinsurance Ltd. 20% $ 10,000,000 $ 10,000,000 '
Aspen Insurance UK Ltd. 6% $ 10,000,000 $ 10,000,000
Various Lloyds Syndicates -~ 39% $ 10,000,000 $ 10,000,000

The Company did not carry aggregate excess insurance.

Mississippi Workers' Compensation Assigned Risk Pool
MID Examination as of December 31, 2005 Page 4



ACCOUNTS AND RECORDS

The 2005 trial balance of the Pool’s accounts was reconciled to the balance sheet of the Pool’s
financial statements filed with the MID, with no material exceptions noted. The Pool was
audited annually by an independent CPA firm.

It was noted that the Pool did not have a custodial agreement with Morgan Keegan & Company,
Inc. Tt is recommended that the Pool obtain custodial agreement with Morgan Keegan &
Company, Inc. to comply with all provisions set forth by the NAIC Financial Condition
Examiners Handbook.

Mississippi Workers' Compensation Assigned Risk Pool
MID Examination as of December 31, 2005 Page 5



FINANCIAL STATEMENTS

The following financial statements, as determined by the examination, consist of a Statement of
Assets, Liabilities, and Members’ Equity as of December 31, 2005, a Statement of Income for
year ended December 31, 2005, a Reconciliation of Members’ Equity since inception, and a
Reconciliation of Examination Adjustments to Members’ Equity at December 31, 2005.

Mississippi Workers' Compensation Assigned Risk Pool
MID Examination as of December 31, 2005 Page 6



STATEMENT OF ASSETS, LIABILITIES, AND MEMBERS EQUITY

DECEMBER 31, 2005
ASSETS
Bonds $ 51,264,273
Common stocks 1,242,537
Cash, cash equivalents and short-term investments 1,293,261
Investment income due and accrued 650,649
Reinsurance premiums due from servicing carriers 4,965,160
Amounts receivable from reinsurers 347,371
Total Assets $ 59,763,251

LIABILITIES AND MEMBERS EQUITY

Losses ‘ $ 34,210,959
Unearned premiums 8,634,839
Uncollectible premiums 905,530
Reinsurance due to servicing carriers 4,051,323
Accounts payable 17,831
Total Liabilities 47,820,482
Members’ equity 11,942,769
Total Liabilities and Members Equity $ 59.763.251

Mississippi Workers' Compensation Assigned Risk Pool
MID Examination as of December 31, 2005 Page 7



STATEMENT OF INCOME
FOR YEAR ENDED DECEMBER 31, 2005

Premiums written
Ceded premiums
Change in uneamed premiums

Premiums earned

Losses paid

Change in case outstanding losses
Change in IBNR

Losses ceded

Discount of unpaid losses

Net losses incurred

Gross underwriting gain (loss)
Less:

Uncollected premiums

Servicing carrier allowance (SCA)
SCA on uncollected premiums
Producer fees

Allocated loss adjustment expense reimbursed
Other expenses allowed
Administrative expenses

Total expenses

Net underwriting gain (loss)

Investment and other income

Net gain (loss)

$ 24,972,222

(1,278,402)
(2.074.700)

20,084,706

11,530,243
1,585,168
607,079
(1,100,654)
(695.209)

11,926,627

8,158,079

1,498,000
3,799,491
145,561
909,616
1,168,975
78,679
726,910

8,327,232

(169.153)

2,612,868

2,443,715

Mississippi Workers' Compensation Assigned Risk Pool

MID Examination as of December 31, 2005

Page 8
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RECONCILIATION OF EXAMINATION ADJUSTMENTS TO MEMBERS’ EQUITY
DECEMBER 31, 2005

As a result of this examination, there have been no adjustments made to the admitted asset,
liability, and member’s equity reported by the Pool in the 2005 financial statement. The
members’ equity reported by the Company of $11,942,769 is accepted as reasonably stated for
purposes of the balance sheet per the examination.

Mississippl Workers' Compensation Assigned Risk Pool
MID Examination as of December 31, 2005 Page 10



MARKET CONDUCT ACTIVITIES

A full scope market conduct examination was not performed; however, limited procedures were
performed on claims, claims administration, policy issuance, and underwriting performed by the
servicing carriers. A Servicing Carrier Performance Review is performed annually or bi-
annually by CIS on the servicing carriers to review the activities for compliance with applicable
performance standards.

COMMITMENTS AND CONTINGENT LIABILITIES

The Pool is involved vicariously through indemnity of its servicing carriers in various claims and
litigation incidental to its business. Although the outcome of such matters cannot be determined
with certainty, management, upon the advice of counsel, is of the opinion that the final outcome
should not have a material effect on the Pool’s financial position.

Mississippi Workers' Compensation Assigned Risk Pool
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COMMENT AND RECOMMENDATION

1. It was noted that the Pool did not have a custodial agreement with Morgan Keegan &
Company, Inc. It is recommended that the Pool obtain custodial agreement with Morgan Keegan
& Company, Inc. to comply with all provisions set forth by the NAIC Financial Condition

Examiners Handbook. (Page 4)

Mississippi Workers' Compensation Assigned Risk Pool
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