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IN THE CIRCUIT COURT OF THE SECOND JUDICIAL CIRCUIT,
IN AND FOR LEON COUNTY, FLORIDA

State of Florida, ex rel., the Department
of Financial Services of the State of Flonida,

Relator
Vs. CASE NO.: 2019 CA 002328
Florida Specialty Insurance Company,

Respondent

/
AFFIDAVIT OF SUSAN J. PATSCHAK

STATE OF FLORIDA
COUNTY OF SARASOTA

BEFORE ME, the undersigned authority, personally appeared Susan J. Patschak, who
after being duly sworn, deposes and says:

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

2. . I am an insurance executive, with over thirty (30) years of experience in the
insurance industry. Since 2015, I have served as the Chief Executive Officer and as a member of
the board of directors of Florida Specialty Insurance Company (“FSIC” or the “(:m‘npany”).1
FSIC operates from offices located at One S. School Avenue, Sarasota, Florida.

3. FSIC has been a provider of property insurance products and related services to

some 92,000 Floridians. The company’s property insurance products offer affordable insurance

! On October 2, 2019, this Court entered a Consent Order Appointing the Florida Department of Financial Services as
Receiver of Florida Specialty Insurance Company for Purposes of Liquidation, Injunction, and Notice of Automatic
Stay (the “Order”). The Order terminated “All officers, directors, trustees, administrators, agents and employees.”
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coverages, enabling homeowners, condo owners, renters and manufactured home owners to
explore a range of coverage options for their properties.

4, At all times relevant hereto, I have served, and continue to serve, as the Chief
Executive Officer and as a member of the board of directors of Florida Specialty Holdings, Inc., a
Delaware corporation (“FSH”). FSH owns all of the issued and outstanding shares of FSIC.

5. At all times relevant hereto, I have served, and continue to serve, as the Chief
Executive Officer of Florida Specialty Managing General Agency, LLC, a Florida limited liability
company (“FSMGA”). FSMGA has been and remains a subsidiary of FSH and, as such, has been
an affiliate of FSIC. FSMGA employs some twenty-eight (28) Floridians to provide various
services to FSIC, such as customer service, claims adjudication, accounting, IT, reinsurance
negotiation, reporting, and various other activity required for FSIC to service its policies in a lawful
and otherwise compliant manner.

6. Before my positions with the Florida Specialty companies, I held the position of
Chief Executive Officer of the two Canopius Bermuda (“Canopius”) operations: Canopius
Bermuda Limited and Canopius Underwriting Bermuda Limited. I held these positions since
October 2007. I was instrumental in the start-up of the Bermuda operation. These positions gave
me insight into the Florida insurance market.

7. Prior to joining Canopius, I was with Endurance Specialty Insurance, Ltd.
(“Endurance”) in Hamilton, Bermuda where I was an Executive Vice President and the Chief
Operating Officer of the Bermuda operation. In addition, I served on both Endurance Holding’s

Executive Team and Loss Reserve Committee which oversaw the liability levels for the entire

group.
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8. Prior to joining Endurance, I was the Global Chief Actuary for the ACE Group of
Companies in Hamilton, Bermuda (“ACE”). I held this position from July 2002 until June 2004.
In this role, I was responsible for leading, coordinating and consolidating all actuarial functions in
the company encompassing the efforts of over one hundred (100) actuaries employed world-wide
throughout the organization. Foremost among those functions was the quarterly evaluation of the
overall loss reserve position of ACE.

9. Prior to joining ACE, I worked for over seventeen (17) years with Tillinghast —
Towers Perrin (“Tillinghast™). During that time, I held a number of senior management positions
including Property/Casualty sector leader for North America and Managing Director of Latin
America and Asia/Pacific. I also served as the liaison between Tillinghast and Towers Perrin
Reinsurance, promoting joint marketing of services for these two divisions of Towers Perrin. 1
also had administrative responsibility for a staff of two hundred fifty (250) employees.

10.  Thave been a Fellow of the Casualty Actuarial Society since 1992 and have been a
Member of the American Academy of Actuaries since 1989. I earned a Bachelor of Science in
mathematics from the University of Maryland in 1982.

The OIR Affidavit

11.  On or about October 2, 2019, a vendor advised an employee of FSMGA that the
Florida Department of Financial Services (“Petitioner” or “DFS”) filed a “request” with the Leon
County circuit court to appoint Petitioner as receiver of FSIC. On our own, we reviewed the listing
of filings recently made with the Clerk of Court and found this matter. From the docket, we were
able to retrieve the Petition for Consent Order Appointing the Florida Department of Financial
Services as Receiver of Florida Specialty Insurance Company for Purposes of Liquidation,

Injunction, and Notice of Automatic Stay, apparently filed on or about September 30, 2019 (the
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“Petition”). The DFS never served the Petition on me directly, and I never received service — in
my roles as the Chief Executive Officer and as the Secretary of FSIC — from the State’s Chief
Financial Officer as the registered agent for FSIC. To my knowledge, the Petition was not served
on, or otherwise provided to, FSMGA or FSH, or the lawyers for any of the Florida Specialty
companies.

12.  The Petition is based on the Affidavit of Virginia A. Christy, Director of the
Property and Casualty Oversight business unit of the Florida Office of Insurance Regulation
(“OIR”). Ms. Christy apparently executed the Affidavit in Monroe County on or about September
16, 2019 (the “OIR Affidavit”). A copy of the OIR Affidavit is attached to the Petition, and
attached hereto as Exhibit 1.

13.  With direct knowledge of the facts in this matter, I am compelled to provide facts
to correct the OIR Affidavit so that, to the extent required, the Petition and resulting Order are
founded upon accurate information. Such correction is vital to the interests of me personally;
FSIC; the FSIC board; FSH and its officers, directors and stakeholders; FSMGA, its officers and
directors, and each and every one of its some twenty-eight (28) Florida employees; and the 92,000
policyholders directly affected by this matter.

14, My Affidavit is particularly required for the record in this matter as the OIR
Affidavit alleges that FSIC engaged in willful violations of law which the press has readily
repeated as if such allegations were uncontroverted fact. The Order was entered before anyone
had a chance to correct the record.

15. A copy of one such article (attached hereto as Exhibit 2), on the front page of a
significant industry publication, stated as follows: “In an affidavit seen by The Insurance Insider,

the Florida Office of Insurance Regulation (Floir) claimed the carrier, which is now in liquidation,
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was ‘willfully violating Florida law’ by not seeking the regulator’s sign-off for the transaction.”
This 1s untrue, and the allegation upon which it is founded is false.

16.  The OIR Affidavit includes disparaging allegations, taken as fact in the Court’s
Order, and now published as such to the entire industry including all potential employers. This
Affidavit will correct the OIR Affidavit; and, in the process, I will try to defer to the OIR Affidavit
where I am able but only as expressly indicated below.

FSIC Solvency

17.  FSIC is solvent now and was solvent at June 30, 2019. Under the Florida Insurance
Code, an insurer is solvent if it is not “insolvent.” The QIR Affidavit describes the criteria for
“insolvency” as follows: “An insurer is insolvent if all its assets, if made immediately available,
would not be sufficient to discharge all its liabilities.” OIR Affidavit § 32, citing § 631.011(14),
F.S.

18.  In its financial statement for the quarter ended June 30, 2019 (the “Statement”),
FSIC listed assets of $55,532,676. OIR Affidavit § 29. The Statement showed liabilities in the
amount of $45,386,031. OIR Affidavit § 31. Thus, at June 30, assets exceeded liabilities by
$10,146,645.

19.  For entities filing according to statutory accounting principles, Statement of
Statutory Accounting Principles (“SSAP™) No. 9 outlines when certain events or transactions that
occur subsequent to a filing period, but before the filing of a financial statement, may be recognized
and recorded on a financial statement for the prior filing period. Subsequent events and
transactions that may be recognized and recorded on a financial statement are called “Type I”

subsequent events.
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20.  SSAP No. 72 outlines when a certain event will be considered a Type I subsequent

event and states:

Notes or other receivables received as additional capital contributions satisfied by receipt
of cash or readily marketable securities prior to the filing of the statutory financial
statement shall be treated as a Type I subsequent event in accordance with SSAP No. 9 and
as such shall be considered an admitted asset based on the evidence of collection and
approval of the domiciliary commissioner. To the extent that the notes or other
receivables are not satisfied, they shall be nonadmitted. (Emphasis added).

21.  Section 624.424(1)(a), Florida Statutes, requires that “quarterly statements
covering the periods ending on March 31, June 30, and September 30 shall be filed within 45 days
after each such date.” As such, the statute required that the Statement be filed by August 14, 2019.
Before that date, FSIC reversed a $1,500,000 fee payment to FSMGA. Also, before that date,
FSIC filed with the OIR a request that the $1,500,000 be treated as an admitted asset at June 30,
in accordance with SSAP Nos, 9 and 72. A copy of FSIC’s request for such accounting treatment,
addressed to the affiant in the OIR Affidavit, is attached hereto as Exhibit 3.

22.  Asindicated in the OIR Affidavit, “The OFFICE approved this request on August
14,2019, as a Type I subsequent event in accordance with SSAP No. 9 and allowed the $1,500,000
USD to be recorded on the Statement pursuant to SSAP No. 72.” OIR Affidavit §27. A copy of
the OIR’s approval letter is attached hereto as Exhibit 4. So, to remove the $1,500,000 is
inconsistent and improper.

23.  As such, (a) the $1,500,000 timely reverted to the accounts of FSIC without any
residual claim to it by FSMGA, and (b) the OIR expressly approved FSIC’s accounting for these
cash funds as an asset of the company as of June 30, 2019. These facts cannot now be changed,
in order to achieve a different conclusion — that the company was “insolvent” at June 30, 2019,

As these funds did in fact revert to FSIC, they cannot now be subtracted from the accounts of the

company.
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24.  Similarly, FSIC properly recorded, on line 16.1 of the Statement, “Amounts
recoverable from reinsurers” in the amount of $34,143,004. On this line, under statutory
accounting principles, FSIC was required to report all amounts recoverable from reinsurers for
paid and unpaid claims and claim settlement expenses, including estimated amounts receivable for
unsettled claims, claims incurred but not reported, or policy benefits. FSIC reported these amounts
and only these amounts on line 16.1 of the Statement. A copy of the Statement is attached hereto
as Exhibit 5. Line 16.1 is found on page Q02 of the Statement.

25.  There is no indication in the Statement that line 16.1 included an “RI allowance”
of $8,543,816 USD from National Union Fire Insurance Company of Pittsburgh, PA, an affiliate
of American International Group, Inc. and Lexington Insurance Company (collectively,
“AlIG/Lexington”). However, Paragraph 21 of the OIR Affidavit refers to line 16.1 of the
Statement for that proposition.

26.  Iwasinvolved in the preparation of the Statement. Neither AIG/Lexington nor the
OIR were involved in the preparation of the Statement.

27.  Line 16.1 of the Statement does not otherwise support this indication in the OIR
Affidavit. The figure of $8,543,816 is not reported on line 16.1. Further, any implication that the
$8,543,816 were somehow included in the indicated figure of $34,143,004 is incorrect. That is
because the $8,543,816 was never included in the $34,143,004 figure stated on line 16.1.

28. The OIR Affidavit endorses AIG/Lexington for an indication that the $8,543,816
figure represents an “RI allowance on policies ceded to AIG.” OIR Affidavit § 22. As such, the
OIR Affidavit indicates that this amount must be non-admitted, causing a redqction of the
$34,143,004 figure by $8,543,816. However, AIG/Lexington is not saying that this amount was

included in the $34,143,004. In fact, AIG/Lexington cannot be in a position to classify an asset
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on an unrelated company’s balance sheet. But, again, one can never get to the analysis of how this
number should be classified because this number was never included in the $34,143,004. Thus,
there is no $8,543,816 to non-admit. Correspondingly, there is no 38,543,816 by which the
$34,143,004 could be reduced.

29.  Thave made this clear to the OIR on several occasions. The $8,543,816 figure came
from me, in a non-statutory draft spreadsheet proposal to the OIR of a manner in which FSIC could
wind down operations in an orderly and solvent manner (the “Plan” or “RunOff Plan”). In the
letter that accompanied that spreadsheet, I stated that “the Plan is not intended to be a balance sheet
conveying a financial picture as of a fixed point in time.” Therefore, the $8,543,816 figure was
never used to increase the assets of the company in the Statement. The Statement was a totally
separate document prepared for a totally separate purpose. In a further effort to avoid any
confusion on this point, I again indicated in my cover letter with specific respect to the $8,543,816
figure as follows:

AIG apparently disagrees with FSIC’s position as to the additional reinsurance allowance.

AIG has presented its position directly to the Office. We feel confident in our position and

will litigate that contractual dispute in another forum. For present purposes, please know

that FSIC has not carried this allowance as an asset for purposes of demonstrating solvency.
A copy of my letter, delivered to the OIR before the OIR Affidavit was executed, is attached hereto
as Exhibit 6.

30.  On September 17, 2019, the OIR responded to my letter, repeating my words with
emphasis: “please know that FSIC has not carried this allowance as an asset for purposes of
demonstrating solvency.” The OIR acknowledged that this figure was included in FSIC’s RunOff
Plan, not as part of the Statement. A copy of the OIR’s letter is attached hereto as Exhibit 7. So,

the OIR understood my number as part of a cash flow projection, not as an asset on the balance

sheet in our Statement.
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31.  The FSIC and OIR letters were part of a conversation as to how cash flow could
work in a runoff proposal. A draft pro forma cash flow discussion, with both parties to the
discussion understanding it as such, cannot be recast as a reduction of a properly reported asset in
our Statement for the sole purpose of calling the company “insolvent.”

32. Further, the $8,543,816 figure is irrelevant for any purpose because the OIR
rejected the RunOff Plan in which it was contained.

33.  The OIR’s misstatement has resulted in the press misstatements. The attached
Insurance Insider article exclaimed: “Previously, the company had a quota share arrangement in
place with AIG unit National Union Fire Insurance Company. However, $8.5mn that Florida
Specialty had accounted for as part of this agreement was disputed by AIG and never paid,

tipping the Floridian into insolvency.” (Emphasis added). Asthe OIR Affidavit incorrectly cast

the $8,543,816 figure as “accounted for” in the Statement, it could not have served as the basis for
“tipping the Floridian into insolvency.” This mischaracterization, seeded in the OIR Affidavit, has
disparaged me and all employees associated with the Florida Specialty companies.

34.  These two items alone are standalone truths which cannot be made untruthful. They
are objective facts not subject to interpretation. The $1,500,000 reversed cash transaction really
occurred, and it occurred with the OIR’s approval. It cannot now be removed from the company’s
June 30 Statement. The $8,543,816 AIG RI allowance was not reported on line 16.1 of the
Statement. Because it was never on the Statement, it cannot be removed from the Statement. I
would know because I, not the OIR or AIG, am the one with first-hand knowledge of these facts.

35.  Additionally, as of June 30, 2019, the Statement date, FSIC reported a deferred tax

asset in the amount of $1,470,000 (“DTA”). The valuation of the DTA was based upon the OIR’s
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acceptance of previous filings. The OIR Affidavit discusses the classification of the DTA as the
basis for its removal as an asset from the Statement. OIR Affidavit §f 14 through 20.

36.  After discussions with the company’s auditors, we determined that the more
appropriate classification was as an intercompany receivable since the net operating losses of the
company could be utilized by FSIC’s affiliate FSMGA. This was determined by tax accountants
at PricewaterhouseCoopers LLP.

37.  As this amount remained an asset of the company as such, it was determined that a
restatement of FSIC’s financial position was not necessary at that time, and that a reclassification
of this asset would suffice.

38. However, after the filing of the June 30 Statement, the OIR disallowed FSMGA to
partner with a third-party carrier, adversely affecting FSMGA'’s financial position. The OIR
eliminated an insurer that could permit FSMGA to continue as a going concern, and thereby
provide resources to further protect Florida policyholders. As such, this asset Was thereafter
rendered invalid.

39.  In addition, FSMGA as a going concern, was prepared to escrow up to $4,000,000
over four (4) years to support any adverse development of loss reserves in the company and to pay
for the use of the DTA. This offer was also rejected by the OIR. This rejection, by the OIR,
reduced the financial security available to the policyholders of the company, which the OIR now
uses in the OIR Affidavit. See OIR Affidavit 9 10 (“Non-admitting the deferred tax asset reduces
the surplus as regards policyholders to $8,564,909 USD, at June 30, 2019.”).

40.  Notwithstanding the treatment of the DTA, the OIR Affidavit indicates that FSIC
was “impaired”’ (not insolvent) as of June 30, 2019 by $1,478,907. OIR Affidavit § 28. But, by

either the $1,500,000 cash reversed to FSIC, or the $8,543,816 which was never listed as a line
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16.1 recoverable from AIG, FSIC was not impaired by the standard indicated in Paragraph 28 of
the OIR Affidavit. More importantly, FSIC could not be deemed “insolvent” as concluded in
Paragraph 33 of the OIR Affidavit.

41. T understand the basis for trying to cast the company as “insolvent.” The Florida
Insurance Guaranty Association (“FIGA”) can only guaranty “covered claims” if there is “an order
of liquidation with a finding of insolvency [which] has been entered by a court of competent
jurisdiction if such order has become final by the exhaustion of appellate review.” § 631.54(7),
F.S. However, the facts by which such an order is obtained must be accurate. I notified the DFS
as soon as I saw these issues. Nothing occurred thereafter to advise the Court of the inaccurate
material facts and, for the reasons discussed above, I am compelled to put accurate information in
the record of this case and before the Court.

Purported (Non)renewal of Policies

The Renewal Rights Agreement

42.  FSIC complied with Florida law with respect to the Consent Order for
Administrative Supervision, filed with the OIR on or about March 20, 2019 (collectively, with a
Consent Order Extending Period of Administrative Supervision filed with the OIR on or about
July 18, 2019, the “Supervision Consent Order™). A copy of the Supervision Consent Order is
attached hereto as Exhibit 8.

43, FSIC voluntarily entered into the Supervision Consent Order, to work
collaboratively with the OIR. Paragraph 3 of the Supervision Consent Order specified that
“FLORIDA SPECIALTY has been fully cooperative with the OFFICE and agrees to be placed

under administrative supervision for a period of 120 days from the date of execution of this
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Consent Order.” Under the Supervision Consent Order, FSIC was at all times transparent with the
OIR and disclosed to the OIR all activity required of the company beforehand.

44.  The OIR Affidavit argues that FSIC violated the Supervision Consent Order by
entering into a renewal rights agreement as the basis to support its claim of a willful violation of
Florida law. OIR Affidavit 945 & 46.

45.  However, the OIR Affidavit also indicates that the Renewal Rights Agreement was
with an “affiliate” of FSIC. OIR Affidavit §46. The OIR does not purport, and cannot allege, that
the Renewal Rights Agreement was with FSIC. That is because the Renewal Rights Agreement
was with FSMGA, a company over which the OIR had no jurisdiction. This is a substantive
distinction because the right to renew these policies was vested in FSMGA and not FSIC. IfFSIC
were not available to continue on these policies, FSMGA legally could place these policies with
another insurer.

46.  The Supervision Consent Order required that “FLORIDA SPECIALTY shall
obtain prior written consent from the OFFICE before conducting any of the activities enumerated
in Section 624.83, Florida Statutes.” Supervision Consent Order § 5. The OIR Affidavit alleges
that FSIC violated Section 624.83(9). OIR Affidavit§45. That section provided that: “The office
may provide that the insurer may not conduct the following activities during the period of
supervision, without prior approval by the office: ... Terminate, surrender, forfeit, convert, or lapse
any insurance policy, certificate, or contract of insurance, except for nonpayment of premiums

b4

due.

47.  The OIR Affidavit indicates that “The OFFICE has worked with FSIC during the
period of Administrative Supervision to review and evaluate multiple proposals, acquisition offers,

renewal rights agreements, and other agreements that would facilitate a transfer of its
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policyholders to reliable insurers. No proposal submitted has proved to be viable.” OIR Affidavit
9 9 (emphasis added). The agreement to which the QIR Affidavit refers was one such “renewal
rights agreement.”

48.  On April 9, 2019, FSIC filed with the OIR a Renewal Rights Agreement between
People’s Trust Insurance Company and FSMGA (“Renewal Rights Agreement™). A copy of the
Renewal Rights Agreement is attached hereto as Exhibit 9. Pursuant to the Renewal Rights
Agreement, subject to obtaining necessary governmental approvals, FSMGA would send non-
renewal notices to certain of FSIC’s policyholders and People’s Trust would offer those
policyholders a People’s Trust policy upon the expiration of their current FSIC policy.

49.  Also, on April 9, 2019, the OIR acknowledged receiving this filing and indicated
that “We will review this agreement in the context of the larger objective to determine if it is in
the best interests of policyholders. The agreement requires approval by the Office under the terms
of the Order for Administrative Supervision.” A copy of this written acknowledgement is attached
hereto as Exhibit 10.

50. The OIR never told mec that the Renewal Rights Agreement violated the
Supervision Consent Order. Nothing nefarious occurred.

51.  Regardless, the transactions contemplated by the Renewal Rights Agreement were
subject to a condition precedent. Section 2.1(a) of the Renewal Rights Agreement expressly
indicated that it was “subject to any approvals required of applicable Governmental Authorities.”
This was one of the proposals which the OIR found not to be viable. OIR Affidavit 9. Therefore,
no activity contemplated by Section 624.83(9) ever occurred.

52.  Further, the activity envisioned under the Renewal Rights Agreement was not

prohibited by Section 624.83(9). The Renewal Rights Agreement was not intended for FSIC to,
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nor did it contemplate that FSIC, engage in the termination, surrender, forfeiture, conversion, or
lapse any insurance policy. Under the Renewal Rights Agreement, when a FSIC policy would
expire at the end of the policy’s term, People’s Trust could “send the policyholder ‘a written quote’
(the ‘Replacement Quote’) to issue a new policy upon the expiration of the In-Force Policy (the

‘Replacement Policy’).” Renewal Rights Agreement, § 2.1(2). No coverage was to be terminated

while in force (active); rather, People’s Trust would have the right to offer coverage to a FSIC
policyholder for a new term under a policy issued by People’s Trust. The title of the instrument,
“Renewal Rights Agreement,” captured this concept.

53.  For this Renewal Rights Agreement to work, FSIC would have to notify
policyholders that it would not be renewing their policies for another term. Section
627.4133(2)(b), Florida Statutes, required that FSIC notify its policyholders of FSIC’s intent not
to renew their policies for another term. As the OIR did not approve the Renewal Rights
Agreement, FSIC did not issue nonrenewal notices in furtherance of the Renewal Rights
Agreement. FSIC thus continued these policies, per the OIR’s instructions under Exhibit 10 and
as seemingly acknowledged by Paragraph 49 of the OIR Affidavit.

54.  As such, FSIC could not have willfully violated Florida law with respect to the
unconsummated Renewal Rights Agreement.

FSIC’s Obligation to Continue Policies Until Notice Expiration

55.  Among the allegations that FSIC willfully violated Florida law, Paragraph 49 of
the OIR Affidavit states as follows:

Section 626.9541(1)(w)1., Florida Statutes, provides that no director or officer of an insurer

who knows or reasonably should know that the insurer is insolvent or impaired shall

authorize or permit the insurer to solicit or accept new or renewal insurance risks in this

state. “Impaired” for purposes of this provision includes impairment of capital or surplus,
as defined in Section 631.011 (12) and (13), Florida Statutes.
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56.  There are no facts stated in connection with this legal assertion. As mentioned
above, the OIR Affidavit puts forth evidence that FSIC tried to avoid any mischaracterization that
any officer or director of FSIC violated this statute, by way of the Renewal Rights Agreement.
Thus, this legal criterion cannot be considered a willful violation of FSIC and I reject any
implication that I violated this statute. If there were any doubt in this respect, the OIR told me in
writing that I could not issue nonrenewal notices without the OIR’s approval, after FSIC tried to
notify policyholders that it would not be renewing th;air policies. The OIR’s instruction is attached
hereto as Exhibit 11.

57.  FSIC stopped writing new business, though no officer or director knew the
company to be insolvent or impaired when it did so. Policies were only continued in accordance
with Florida law, which required that “The insurer shall give the first-named insured written notice
of nonrenewal, cancellation, or termination at least 120 days before the effective date of the
nonrenewal, cancellation, or termination.” § 627.4133(2)(b), E.S. So, if the implication is that
FSIC continued policies during the 120-day notice period, the company was required to do so in
order to comply with this statute. As such, FSIC could not have willfully violated Florida law in
this respect. Again, I am guessing at the implication of OIR Affidavit Paragraph 49 because the
OIR Affidavit does not tell me or the Court how this statute could have been willfully violated.
Number of Officers

58.  FSIC had only one executive officer on August 14, 2019, to sign the jurat page for
the June 30 Statement. OIR Affidavit § 48. The other officer of the company departed from the
company before August 14. After his departure the company was not inclined to engage in the
fallacy of appointing someone as an executive officer for the sole purpose of a second signature to

the jurat page.
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59.  This is not a case in which an officer refused to sign the Statement. Simply, the
company had one executive officer on August 14, and that executive officer was me. This fact
was truthfully reported on the jurat page of the Statement. A copy of the entire version of the
Statement, inclusive of jurat page, is attached hereto as Exhibit 5.

60.  Various biographical material must be filed with the OIR in order to add a person
as an executive officer of a domestic insurance company. § 628.261, F.S. Given the extraordinary
circumstance of FSIC being in administrative supervision, it would be impossible to attract an
executive officer to the company at that time. Further, an exceptional salary would be required to
lure a qualified executive officer from another company to a potentially short-term proposition.
The company should not be forced to pay such a salary for purposes of adding a second signature
to a jurat page, particularly if the OIR were concerned about FSIC’s financial condition.

61.  FSIC did not consciously have only one executive officer sign the jurat page for the
purpose of violating Florida law. Simply, all executive officers of the company signed the jurat
page of the company’s Statement. This cannot be a willful violation of Florida law as asserted in
Paragraphs 47 and 48 of the OIR Affidavit.

62. It was not until I obtained a copy of the OIR Affidavit that I found out that the OIR
considered the number of signatures on a jurat page to be a willful violation of Florida law,
requiring that FSIC be immediately liquidated and 92,000 residential insurance policies be
cancelled during hurricane season. Perhaps something less drastic, and for the protection of these
policyholders, could have cured the lack of a second signature on a jurat page. A receivership for
purposes of rehabilitation would have given the company notice of the issue, and time to retain a

second executive officer, to cure this deficiency.
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63.  Section 624.424(1)(a) is a procedural statute, guiding insurers as to the timing and
manner in which financial statements are to be filed with the OIR. FSIC timely filed its Statement.
Section 624.418(2)(a) and 624.4211, Florida Statutes, provide the OIR with discretionary authority
to suspend or revoke the certificate of authority of an insurer, or fine an insurer, if the OIR were
to find that the insurer “violated any lawful order or rule of the office or commission or any
provision of this code.” The process by which the OIR must take such action is governed by the
Florida Administrative Procedures Act (“APA™). Section 120.569(1) of the APA provides that
“The provisions of this section apply in all proceedings in which the substantial interesis of a
party are determined by an agency.” (Emphasis added). FSIC never waived its right to notice

of this purported violation. FSIC never received notice of the OIR’s determination of this
purported violation.
64.  Section 120.569(1), Florida Statutes, mandates the following of the OIR:
Parties shall be notified of any order, including a final order. Unless waived, a copy of the
order shall be delivered or mailed to each party or the party’s attorney of record at the
address of record. Each notice shall inform the recipient of any administrative hearing or
judicial review that is available under this section, s. 120.57, or s. 120.68; shall indicate the
procedure which must be followed to obtain the hearing or judicial review; and shall state
the time limits which apply.
If the OIR had complied with the APA, the company could have requested a hearing to determine
a lawful remedy before an independent administrative law judge. Any petition for error concerning
the number of persons signing a jurat page must be exhausted through the administrative process,
not as an allegation in a Petition before this Court which does not avail FSIC of its right to contest
the allegation or the penalty commensurate with a proven allegation,
The FHCF Contract
65. The OIR Affidavit utilizes almost 1-1/2 pages to discuss FSIC’s responsibilities

under the company’s Reimbursement Contract, effective June 1, 2019, with “the State Board of
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Administration of the State of Florida (‘SBA’) which Administers the Florida Hurricane

Catastrophe Fund (‘FHCF’)” (the “FHCF Contract”). OIR Affidavit §] 38 through 43. The OIR

Affidavit concludes that, “Based on the above, the OFFICE has determined that FSIC is operating

in an unsound condition that is hazardous to policyholders, creditors, stockholders, and the public.”

OIR Affidavit 9 44, with the FHCF Contract attached to the OIR Affidavit as Exhibit 9 thereto.
This conclusion is inapplicable because the predicate upon which it is based is false.

66.  Paragraph (2)(b) of Article X of the FHCF Contract (page 16) provides as follows:

If the Company is under administrative supervision, or if any control or oversight

of the Company has been transferred through any legal or regulatory action to a

state regulator or court appointed receiver or rehabilitator (referred to in the
aggregate as “state action™):

1. The full annual provisional Reimbursement Premium as billed and any
outstanding balances will be due and payable on August 1, or the date that such
State action occurs after August 1 of the Contract Year.

2. Failure by such Company to pay the full annual provisional Reimbursement
Premium as specified in subparagraph 1. by the applicable due date shall result
in the 45% Coverage Level being deemed for the complete Contract Year
regardless of the level selected for the Company through the execution of this
Contract and regardless of whether a Covered Event occurred or triggered
coverage.

3. Subparagraphs 1. and 2. do not apply if the state regulator, receiver, or
rehabilitator provides a letter of assurance to the FHCF stating that the
Company will have the resources and will pay the full Reimbursement Premium
for the Coverage Level selected through the execution of this Contract.

67. It was a mutual understanding that the administrative supervision proceedings were
to remain confidential. The OIR stated to me in writing that “Administrative supervision is
confidential as provided in Section 624.82, Florida Statutes, unless otherwise specified within that
Section.” Supervision Consent Order § 12. As such, FSIC could not communicate to the FHCF

that it was in administrative supervision, for the FHCF to determine FSIC’s Reimbursement

Premium liability under the FHCF Contract.
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68.  FSIC communicated with the OIR as to this issue. As indicated in Subparagraph 3
above, the OIR could have communicated with FHCF to maintain the company’s current payment
plan if the OIR were concerned about the company’s short-term cash position. However, the OIR
declined to do so.

69.  After disclosing to the OIR its plan to work with the FHCF directly on this issue,
the company and the FHCF were able to agree on the final balance of the Reimbursement
Premium. As a result, FHCF invoiced the company and the cash in the company’s reserves was
available to pay the outstanding balance due on September 27, 2019.

70.  However, the OIR instructed FSIC not to pay the invoice at that time.

71.  FSIC did not breach the FHCF Contract. The FHCF Contract contained a self-
executing provision in the event that a company were not to make the full Reimbursement
Premium by August 1, 2019. Subparagraph 2 above provided that failure to pay by August 1
would “result in the 45% Coverage Level being deemed for the complete Contract Year regardless
of the level selected for the Company.”

72.  Thus, none of the points in the OIR Affidavit on this item relate to the company’s
solvency. Further, as coverage was procured and maintained through the FHCF as required by
law, for all times relevant hereto, FSIC cannot plausibly be said to have been “operating in an
unsound condition that is hazardous to policyholders, creditors, stockholders, and the public.” This
allegation has no basis in fact, particularly if to demonstrate to the Court the immediate need to
liquidate the company and cancel insurance coverage (backed by the FHCF as required) for 92,000

Floridians during hurricane season.
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Consent to Receivership

73.  After about a month of very intense discussion with the OIR about a course of
action which would best protect Florida consumers, the FSIC board relented to the OIR’s request
that the FSIC board provide the OIR with a Consent to Order of Receivership (the “Consent”). A
copy of the Consent is attached hereto as Exhibit 12.

74.  In the Consent, the FSIC board consented to the process of receivership. The
Consent was carefully crafted to avail the DFS of the receivership process by consent alone. The
Consent was based on the understanding that, by consent alone, the OIR/DFS would be relieved
of the arduous task of putting together various factual assertions to build a case against FSIC,
which FSIC could contest at trial. At the time, and with assurances of an uncontested matter
beforehand, the board determined in its business judgment that litigation would not be the best use
of company funds. So, the board consented to the process.

75.  The FSIC board never consented to the facts asserted in the OIR Affidavit. The
board never made a knowing or informed consent to these factual indications. The board had not
heard several of these indications before it saw them in the OIR Affidavit as attached to the
Petition. Other statements of fact were characterized in a materially different manner than the
facts as we knew them.

76.  The OIR Affidavit was effectuated after we signed the Consent. If we knew that
the OIR intended for the Consent to be ascribed to facts not yet developed or memorialize;i at the
time of our Consent, we would never have given our Consent.

77.  The Consent was sufficient for the stated purpose for which it was given at the time,
initiating a receivership proceeding. The true facts at that time arguably could support placing the

company into receivership for purposes of rehabilitation. After that, in the event that the DFS
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were unable to lawfully rehabilitate the company for the benefit of policyholders as a matter of
fact, then the DFS could make an appropriate filing with the Court to convert the process of one
for rehabilitation to one for liquidation and the attachment of FIGA to guaranty the payment of
“covered claims” in accordance with Sections 631.54(4) and 631.57(1), Florida Statutes.

78.  The facts simply did not support a conclusion of “insolvency.” Because the
company was “solvent,” which we knew to be the case, we knew that the company was in a
position to address liabilities as they came due. Further, most of these policies were reinsured by
the AIG/Lexington 100% quota share agreement upon which Paragraph 22 of the OIR Affidavit
relies.

79. My Affidavit is submitted with facts consistent with the board’s Consent. I have
not changed my position to now “contest the initiation of delinquency proceedings by the DFS in
the Circuit Court of the Second Judicial Circuit, in and for Leon County, Florida.” Consent § 3.

80.  The board never waived my or its right to make this Affidavit or cause it to be filed
in this matter. In fact, Section 631.391(3), Florida Statutes, anticipates my right to do so without
this filing being interpreted as a form of non-cooperation. That section provides that “This section
does not prohibit any person from seeking legal relief from a court when aggrieved by the petition
for liquidation or other delinquency proceeding or by other orders.” I will continue to cooperate
with the DFS and the OIR with respect to this proceeding, in full compliance with Section 631.391,
Florida Statutes.

Conclusion
81.  FSIC was not “insolvent” as alleged in the OIR Affidavit. FSIC never willfully

violated Florida law as alleged in the OIR Affidavit. FSIC consented to the initiation of a
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receivership proceeding, but never consented to facts developed for purposes of supporting the
Petition or a finding of “insolvency.”

82.  For these and other reasons I would ask that the DFS be required to reconsider its
Petition with particular attention to the facts upon which that Petition is based. At best, as the
board thought would be the case, the Petition should be for purposes of rehabilitation so that the
DFS can assess the true financial position of the company with respect to an accurate accounting
of its liability. Further, a case in rehabilitation will save FSIC’s 92,000 policyholders from having
to find coverage for their homes during hurricane season. As such, a rehabilitation will be in the
best interests of Florida consumers, for an orderly wind down with the DFS in the same position
and authority as receiver. FSMGA employees can be retained by the receiver for continuity of
service and historic knowledge.

83.  Throughout this process it has always been my understanding that liquidation
would be a last resort. Various cases in this area, across the country, are instructive on this process.
In a case in Pennsylvania, the court indicated as follows:

Liquidation is a remedy of last resort. The rehabilitator may not file a liquidation petition

unless he has “reasonable cause to believe” that one of the two elements of the liquidation

standard is met. If he files a petition for liquidation, the rehabilitator bears the burden of
proof. The rehabilitator first must prove insolvency as of the date the petition for liquidation
was filed. Next, the rehabilitator must demonstrate that continued rehabilitation would
either (i) “substantially increase the risk of loss to creditors, policy and certificate holders,
or the public,” or (it) “be futile.”
Consedine v. Penn Treaty Network Am. Ins. Co., 63 A.3d 368, 440 (Pa. Cmwlth. 2012), citing
Koken v. Legion Ins. Co., 831 A.2d 1196, 1230 (Pa. Cmwlth. 2003). See, e.g., Grode v. Mutual
Fire, Marine & Inland Ins. Co., 132 Pa.Cmwlth. 196, 572 A.2d 798, 803 (1990) (“[TThe benefits

of rehabilitation, its flexibility and avoidance of inherent delays, are preferable to the static and

cumbersome procedures of statutory liquidation.”); Mutual Fire, 531 Pa. at 614, 614 A.2d at 1094.
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It is my understanding that this principle is followed in most jurisdictions that have enacted an

insurer insolvency statute.?

FURTHER AFIANT SAYATH NOT.

STATE OF FLORIDA
COUNTY OF SARASOTA
The foregoing was sworn to and subscribed before me this E; day of October, 2019, by Susan

J. Patschak.
S

22 A - - ﬂm> ~
3%, "BARBARA RICHMOND %mx D

gﬁ *‘i MY COMMISSION ¥ G3074450

EXPIRES Februery 20, 2021 (Signature ofithe N%‘W%
Provrbera \Chmonel

(Print, Type or Stamp Commissioned Name of Notary}

Personally Known " OR Produced Identification

Type of Identification Produced /\} / 7%’-

Pl
My Commission Expires . bsviys v‘”L% O, A0

? See, e.g., Carpenter v. Pacific Mut. Life Ins. Co. of Cal., 74 P.2d 761, 775 (Cal. 1937) (“The public has a grave and
important interest in preserving the business [of the insolvent insurer] if that is possible. Ligquidation is the last
resort.”); In re Executive Life Ins. Co., 38 Cal.Rptr.2d 453, 459 (Cal.Ct. App. 1995) (“[Wlhile the Commissioner . . .
has the power either to rehabilitate the insolvent insurer or to liquidate it, liquidation is a Jast resort.”) (citations
omitted); Kueckelhan v. Federal Old Line Ins. Co., 418 P.2d 443, 453 (Wash, 1966), superseded by rule as stated in
State v. WHT Corp., 980P.2d 1257 (Wash. 1999) (*{1}t should be remembered that the process of insurer rehabilitation
is preferrad 10 that of Hauidation™); Swete ax rel. Pope v. Xantus Healthplan of Tenn., Inc., No. M2000-00120-COA-
RIO-CV, 2000 WL 630858, at *11. (Tenn.CLApp. May 17, 2000) (“Rebabilitation is preferred over Hauidation
because of the public inferest in insursnce); of, Mueller v. Beamalloy, Bic., 994 8:W.2d 855, 859 (Tex.App. 1999}
{stating that under Texas Business Corporation Agt, Hquidation only allowed as a “last resort” when Tess harsh
remedies such as rehabilitation are inadequate).
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Filing # 96482950 E-Filed 09/30/2019 01:28:28 PM

2019 CA 002328

AFFIDAVIT OF VIRGINIA A CHRISTY

STATE OF FLORIDA

COUNTY OF [ ) mnvor 5

BEFORE ME, the undersigned authority, personally appeared Virginia A. Christy, who
afier being duoly sworn, deposes and says:

1. I, Virginia A. Christy, am over the age of eighieen (18), sul juris, and I am
competent to testify to and have personal knowledge of the facts contained herein,

2. I have been employed by the Florida Office of Insurance Regulation (hereinafter
teferred to as “OFFICE”) since July 2012, From July 2012 to August 2014, 1 served as Assistant
General Counsel. From September 2014 to August 2017, 1 served as Chief Assistant General
Counsel for the OFFICE. In that position, I supervised the Legal Division’s Regulatory Section,
which provided legal representation to several business units in the OFFICE, including Property
& Casualty Finaneial Oversight.

3. Since September 2017, T have held the positien of Director of the Property &
Casualty Financial Oversight business unit. In this position, I supervise a team of over fifty
employees, including twenty persons specifically assigned to financial analysis of insurance
companies licensed to do business in Florida,

4. I have a Bachelor of Science degree in Business Administration with 2 major in
Accounting from Missouri Southern State College and a Juris Doctor from Florida Coastal School
of Law. 1 am a member of the Florida Bar,

5. Florida Specialty Insurance Company (hereinafter referred to as “FSIC™) holds a

license as a Florida domestic Property and Casualty insurer and is authorized to write in the lines
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of (010) Fire, (020) Allied Lines, (9040) Homeowners Multi-Peril, (090) Inland Marine, (170)
Other Liability, (540) Mobile Homer Multi-Peril, and (550) Mobile Home Physical Damage,
pursuant to Part I11 of Chapter 624, Florida Statutes.

6. As a licensed insurer, FSIC is subject to the regulation of the OFFICE pursuant to
the Florida Insurance Code.

7. On March 20, 2019, FSIC and the OFFICE executed Consent Order 242640-19-CO
(“Supervision Consent Order™). Pursuant to the Supervision Consent Order, FSIC was placed in
Administrative Supervision for the purposes of protecting its assets and the interests of its insureds.
A true and correct copy of the Supervision Consent Order is attached hereto as Exhibit 1.

8. On July 18,2019, FSIC and the OFFICE executed Consent Order 244368-19-CO
{“Extension Consent Order), which extended the Administrative Supervision of FSIC through and
including November 15, 2019. The Extension Consent Order did not amend or supplement the
Supervision Consent Order in any other manner. A true and correct copy of the Extension Consent
Order is attached hereto as Bxhibit 2.

9, The OFFICE has worked with TFSIC during the period of Administrative
Supervision to review and evaluate ‘multiple proposals, acquisition offers, renewal rights
agreements, and other agreements that would facilitate a transfer of its policyholders to rcliable
insurers. No proposal submitted has proved to be viable.

10.  The OFFICE has now determined that grounds exist for the Department of
Financial Services (“DEPARTMENT?) to petition for an order, under Section 631.051 or 631.061,
Florida Statutes, directing the DEPARTMENT to initiate delinguency proceedings against FSIC.

The four bases for this delermination are suimmarized as follows:
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BASIS ONE: FSIC IS IMPAIRED AND INSOLVENT
OR ABOUT TO BE INSOLVENT

Authority: SR 63103141 & 63106111, Fla, Stat,

11. On August 15, 2019, the OFFICE received FSIC’s June 30, 2019, second guarter
2019 financial statement (**Statermnent™). A true and comect copy of the Siatement is attached hereto
as Exhibit 3.

12. In the Statement, FSIC reported surplus as regards policyholders totaling
$10,034,90% United States Dollars (“USD™) (see line 37, page Q03, Exhibit 3).

13.  FSICisrequired by the Florida Insurance Code to maintsin 4t all times a minimum
surplus of $10,000,0600 USD.

14.  FSIC included in its reported surplus a deferred tax asset in the amount of
$1,470,000 USD (see line 18.2, page Q02, Exhibit 3).

15.  Statement of Statutory Accounting Procedures (“SSAP”) No. 101 provides that a
reporting entity that projects a tax loss in the applicable realization period cannot admit a deferred
tax asset related to the Joss, even if the loss could offsct taxable income of other members in the
consolidated group and the reporting entity could expect to be paid for the tax benefit pursuant to
its allocation agreement. Only adjusted gross deferred tax assets that are "more likely than not o
be realized” shall be considered admitted.

16.  The notes to the Statement include a “going concern” opinion stating that
“[h}istorical operating results indicate substantial doubt exisis related to the [FSIC}’s ability to
continue as a going concern given the current market environment in the state of Florida.” (see
Note 1 D, page Q06, Exhibit 3).

17.  As reflected in the Statement, FSIC has not realized positive jncome through the
second guarter of Fiscal Year 2019.
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18.  Itis more likely than not that the FSIC will not have positive income during taxable
period 2019. Pursuant to SSAP No. 101, the $1,470,000 USD must be non-admitted.

19.  Non-admitting the deferred tax asset reduces the surplus as policyholders to
$8,564,909 USD, at June 30, 2019.

20.  FSIC faijed to maintain the minimum required surplus and is impaired at June 30,
2019.

21.  FSIC also reported in the Statement as part of its surplus amounts recoverable from
reinsurers in the amount of $34,143,004 USD (sce line 16.1, pae Q02, Exhibit 3). Included with
this amount is a receivable of $8,543,816 USD. from National Union Fire Insurance Company of
Pittsburgh, PA, (“Lexington/AIG Group™).

22. On September 4, 2019, Lexington/AIG Group represented in writing to the
OFFICE that

FSIC has been fully paid for the Rl allowance on policies ceded to
AIG. AIG paid 23.45% against the UEP at inception and 23.45% of
written premium during the 12-month term, which would cover the
earned premium during the 6/1-6/1 period plus the earned premium
during the runoff period on the covered policies that ran off post
6/1/19.

23, The $8,543,816 USD receivable is not available because it is disputed by, and not

iikely recoverable from, Lexington/AIG, and must be non-admitied.

24.  Non-admitting this recoverable reduces surplus as fo policyholders futher from

$8,564,909 USD, as adjusted above, to $21,093 USD, at June 30, 2019.

25.  For this additional reason, FSIC is impaired at June 30, 2019.

26.  On August 13, 2019, two days before the Statement was due to be submitted, FSIC

requested OFFICE approval to amend its “MGA. Waiver of Commission Agreement.” This waiver

was to allow the Managing General Agency, Florida Specialty Managing General Agency, LLC
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(“MGA™), to waive.$1,500,000 USD in fees already paid to MGA by FSIC as of Junc 30, 2019,
which would result in the return of $1,500,000 USD to FSIC after June 30, 2016.

27.  The OFFICE approved this request on August 14, 2019, as a Type I subsequent
event in accordance with SSAP No, 9 and allowed the $1,500,000 USD io be recorded on the
Statement pursuant to SSAP No. 72.}

28,  For this additional reason, FSIC was impaired on June 30, 2019 by a negative
$1,478,907 USD ($21,093 USD, as adjusted above, - $1,500,000 USD = -1,478,907 USD).

29.  In the Statement, FSIC lists total assels of $55,532,676 USD.

30.  The adjustments noted above substantially reduce FSIC assets as set forth below:

Total Assets: $55,532,676 USD

Less: $1,470,000 USD (deferred tax asset)
$8,543,816 USD (non-admitted receivable)
$1,500,000 USD (MGA refund)

Net Assets:  $44,018,860 USD

31.  In the Statement FSIC lists recorded liabilities of $45,386,031 USD (see line 28,
page Q03, Exhibit 3).

32.  An insurer is insolvent if all its agsets, if made immediately available, would not
be sufficient to discharge all its liabilities. § 631.011(14), Fla. Stat.

33, FSIC is insolvent af June 30, 2019,

* Insurers are required to file financial statements prepared in accordance with the National Association of
Insurance Commissioners Accounting Practices and Procedures Manual (SSAP). SSAP No. 9 cutlines
when certain events or transactions that oceur subsequent to a filing period, but before the filing of 2
financial statement, may be recognized and recorded on a financial statement for the prior filing period.
Subsequent events and fransactions that may be recognized and recorded on a financial statement are called
“Type I” subsequent events. SSAP No. 72 outlines when a certain event will be considered a Type 1
subsequent eventl.
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BASIS TWO: FURTHER TRANSACTION OF INSURANCE IS HAZARDOUS
TO POLICYHOLDERS, CREDITORS. STOCKHOLDERS, OR THE PUBLIC

Aunthority: 5631.051(3), Fla. Stat

34.  As documented in the Statement, FSIC has experienced a sudden and significant
decrease in surplus and profitability. FSIC policyholder surplus declined by $14,520,024 USD
in one year. This is a 59.1% decrease as compared to second quarter 201 & financial results. A true
and correct copy of the 2018 financial results is attached hereto as Exhibit 4.

35. FSIC reported on its 2018 annual financial statement FIVE-YEAR HISTORICAL
DATA page, attached hereto as Exhibit 5, loss reserve development for the past two (2) years as
follows:

One-Year Loss Reserve Development; 2017: 1,056,000 USD
2018: $4,451,000 USD (line 74, page 18, Exhibit 5).

Two-Year Loss Reserve Development: 2017: 462,000 USD
2018: $1,213,000 USD (line 76, page 18, Exhibit 5).

36.  This adverse loss reserve development pattern reflects that FSIC has been
consistently underestimating its actual losses and failing to establish adequate reserves for those
Josses.

37.  On August 16, 2019, Demotech, Inc., announced the downgrade of FSIC's
Financial Stability Rating ® from an A designation, which is Exceptional, to an M designation,
which is Moderate.

28.  On or about January 30, 2019, FSIC entered into a3 Reimbursement Contract with

the State Board of Administration of the State of Florida (“SBA™). This contract is hereinafier

referred to as the “FHCF Reimbursement” and is attached hereto as Exhibit 6.
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39, Article X (2)(b) of the FHCF Reimbursement (see page 11, Exhibit 6) states that if
FSIC is under administrative supervision, the full annual provisional reimbursement premium as
billed and any outstanding balances will be due and payable on August 1 of the contract year.

40.  FSIC reported in its Statement (sce line 5, page Q02, Exhibit 3), cash in the amount
of $6,912,669 USD. FSIC’s initial estimated premium was calculated and reported as payable for
the FHCF Reimbursement in the amouat of $10,769,112 USD. FSIC did not have cash on hand
to pay the full premium amount on June 30, 2019:

41.  On July 29, 2019, FSIC paid a first instaliment in the amount of $3,589,704 USD,
leaving a balance of $7,175,408 USD due on August 1, 2019, as required by-the FHEF
Reimbursement. FSIC did not pay the remaining balance on August-1, 2019

42.  Pursuant to the FHCF Reimbursement (see Article X (2)(b), page 11, Exhibit 6),
failure by FSIC to pay the full annual provisional reimbursement premium as specified in the
agreement could result in FSIC’s coverage level election for the contract year to be reducéd from
90% coverage to 45% coverage, which will further strain FSIC’s resources if a catastrophic event
OLCurs,

43, On September 3, 2019, FSIC received notice from the SBA that “[bjased on the
Data Call file submitted by the company last week, the preliminary premium calaulation for
Contract Year 2019 is $12,904,890.16, less the first installment of 33,589,704 paid on July 29,
2019, which leaves a balance due on the full premium of $9,315,186.16.” After discussions with
FSIC and FSIC’s reinsurance broker, Guy Carpenter, the SBA has agreed that the correct cost for
the full Contract Year 2019 is $11,692,724 USD. This amount, less the $3,589,704 USD already

paid, is $923,612 USD more than the $7,179,408 USD that was reported as payable by FSIC. The
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SBA has issued an invoice for the full remaining premium due ($8,103,020 USD) payable “in 15
days,” which would be on or about September 27, 2019,

44.  Based on the above, the OFFICE has determined that FSIC is operating in an
unsound condition that is hazardous o policyholders, crediiors, stockholders, and the public.

BASIS THREE: FSIC HAS WILLFULLY VIOLATED FLORIDA LAW

Authorite: § 631.051(8), Fla. Stat,

45.  FSIC agreed in the Supervision Consent Order to obtain prior written consent from
the OFFICE before conducting any of the activities enumerated in Section 624.83, Florida Statutes
(see paragraph 5, page 2, Exhibit 1). Section 624.83(9), Florida Statutes, prohibits the termination,
surrender, forfeiture, conversion or lapse of any insurance policy, certificate, or contract of
insurance while under administrative supervision without the prior written approval of the
GFFICE.

46.  On April 9, 2019, FSIC, through an affiliate, entered into an agreement that would
non-renew a portion of the Company’s HO3 portfolio without the prior approval of the OFFICE.
A true and correct copy of this agreement is attached hereto as Exhibit 7.

47.  Section 624.424(1)(a), Flerida Statutes, requires financial statements filed with the
OFFICE to be sworn to by at least two executive officers of the insurer. Because the financial
statement is provided through the National Association of Insurance Commissioners and uploaded
into the OFFICE’s filing system using electronic signatures, a separate jurat page is required to be
uploaded into the OFFICE’s filing system that reflects the “sworn to” requirement.

48.  The jurat page FSIC filed with the Statement is signed by only one executive

officer. A true and correct copy of this jurat page is atiached hereto as Exhibit 8.
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49.  Section 626.9541(1)}(w)!., Florida Statutes, provides that no director or officer of
an insurer who knows or reasonably should know that the insurer is insolvent or impaired shall
authorize or permit the insurer to solicit or accept new or renewal insurance risks in this state.
“Impaired” for purposes of this provision includes impairment of capital or surplus, as defined in
Section 631.011(12) and (13), Florida Statutes,

50.  On or about August 12, 2019, when FSIC requested the SSAP 72 accounting
treatment of the $1,500,0600 USD funds from its MGA, FSIC knew or reasonably should have
known that it was impaired and contimued to accept and renew insurance risk in this state, in
violation of Section 626.9541(1)(w)] ., Florida Statutes,

BASIS FOUR: CONSENT TO REHABILITATION OR LIQUIBATION

Anthoriry: 36310511115, Fla, Stat.

51. On September 12, 2019, FSIC, through a majority of its directors, executed 2 Consernt
to Order of Receivership for the appointment of the Department of Financial Services, bivision of
Rehabilitation and Liquidation as Receiver. A true and correct copy of the Consent is attached
hereto as Exhibit 9.

52. The consent states: “Pursuant to Sections 631.051(11) and 631.061 (on grounds of
consent), Florida Statutes, Respondent consents, through & majority of its directors by written
consent below, to the entry of an Order of Rehabilitation or Liquidation, appointing the
Depariment of Financial Services (herein, the “DFS™) as Receiver for the purposes of
Rehabilitation or Liquidation.” Further the consent states, “Respondent agrees not to contest the
initiation of delinquency proceedings by the DFS in the Circuit Court of the Second Judicial
Cireuit, in and for Leon County, Florida. Respondent agrees further that no hearing need be held

on the DFS’ petition for an order appointing the DFS as Receiver.”
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CONCLUSION

Based on the above, FSIC is impaired and insolvent or about {o become insolvent; is in

such condition or is using or has been subject to such methods or practices in the conduct of its
business, as to render its further transaction of insurance presently or prospectively hazardous to
its policyholders, creditors, stockholders, or the public; has willfully violated Florida law; and has
consented to rehabilitation or liquidation. Thus, grounds for issuing an Order for entry into
receivership exist under Sections 631.051(1), 631.051(3), 631.051(8), 631.051(11), and

631.061(1), Florida Statutes.

[REMAINDER OF PAGE LEFT INTENTIONALLY BLANK]

Page 10 of 11



FURTHER AFFIANT SAYETHNOT,

o

i LI
k .

Virginia A. Cheisty, Director
Property & Casueglty Financial Oversight
Office of Insurance Regulation

STATEOF =~

COUNTY OF _ oWt

The foregoing affidavit was swom to and subscribed before me this dayof
2019, by e ; eu Cimen dee Vs
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EXHIBIT 2



Bernard Goyder

04/10/2019

Florida Specialty Insurance Company has been accused by a state insurance regulator of operating in an “unsound
condition” by failing to obtain permission before entering into a business arrangement.

In an affidavit seen by The Insurance Insider, the Florida Office of Insurance Regulation (Floir) claimed the carrier, which is
now in liquidation, was “willfully violating Florida law” by not seeking the regulator’s sign-off for the transaction.

The agreement at issue, reached 9 April through an affiliate, "would non-renew a portion of the company's HO3
portfolic", according to the affidavit.

Florida Specialty was put into receivership by a court in Florida on 2 October. The carrier had been struggling for months,
after a major quota share deal with AlG came to an end earlier this year.

In March, the company was put under special administrative supervision by Floir, where a regulatory official was required
to be physically present at the carrier’s Sarasota office in order to protect the interest of policyholders.

Floir official Virginia Christy said in an affidavit, filed as part of the liquidation proceedings, that the company had
“willfully violated Florida law” by not obtaining permission for the deal from the regulator, and that it operated in a
manner that was “hazardous to policyholders, creditors, stockholiders and the public”.

Christy further accused the company of taking on insurance risk when the insurer’s directors knew the business was

insolvent.

Florida Specialty became insolvent in July 2015. The company failed to pay $7.2mn of reinsurance premiums owed to
Florida Hurricane Catastrophe Fund that were due on 1 August.

As of 30 June, Florida Specialty had net assets of $44mn and liabilities of $45.3mn.

Previously, the company had a quota share arrangement in place with AlG unit National Union Fire Insurance
Company. However, $8.5mn that Florida Specialty had accounted for as part of this agreement was disputed by AIG and



never paid, tipping the Floridian into insolvency.
AIG told the Floir that Fiorida Specialty had been “fully paid” under the terms of its reinsurance agreement.

The collapse of the homeowners’ carrier impacts about 90,000 policyholders.

it is understood that the Floir is now looking for a buyer for the company as part of a rescue plan. If Florida Specialty
policyholders can’t find alternative coverage, they will be guaranteed coverage from state-owned Citizens Property

Insurance Corporation for the next year.

Any claims filed from now on will be handled by the Florida Insurance Guaranty Association (FIGA). The state’s

Department for Financial Services is overseeing the entity’s receivership process.

Floir “has been working with Florida Specialty for over a year in an attempt to help the company develop a viable

business plan”, Florida Insurance Commissioner David Altmaier said.

“When it became clear that Florida Specialty was unable to develop such a plan, OIR worked with the Department of
Financial Services, Citizens, and FIGA to provide Florida Specialty policyholders with a path for coverage options in the
private market or guaranteed coverage with Citizens if private market coverage could not be secured.”

“Our goal has been to protect consumers, who are especially vulnerable during hurricane season, and to encourage
consumers to seek coverage in the private sector,” the commissioner said.

“While we never want to see an insurer go into receivership, the good news is that we have a safety net in place to

protect consumers.”

Thank you for printing this article from Insurance Insider.

If you have been given this article by a subscriber, you can contact us through www.insuranceinsider.com, or
cail our London office on +44 (0)20 7397 0619 to discuss our subscription options.
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FLORIDA SPECIALTY INSURANCE COMPANY
1 South School Avenue, Sarasota, FL 34237
(941) 210-5780 « (888) 723-3055

VIA EMAIL

August 12, 2019

Ms. Virginia Christy

Director, Property & Casualty Financial Oversight
Florida Office of Insurance Regulation

200 East Gaines Street

Tailahassee, FL 32389

RE: Fiorida Specialty Insurance Company (“Florida Specialty”) — Amendment to MGA Waiver of
Commission Agreement — SSAP No. 72 Request

Dear Virginia:

Florida Specialty is requesting approval of an amendment to the current MGA Agreement with Florida
Specialty Managing General Agency (“FSMGA") for an option for the MGA to waive a certain amount
of fees due from Florida Specialty. We are also requesting SSAP No. 72 treatment of this waiver to
be effective as of the 6/30/19 quarterly financial statement as a Type | subsequent event in accordance
with SSAP No. 9. FSMGA has chosen to forgive $1.5 million in fees as of June 30, 2019.

| have attached a screen shot of the transfer of funds into the Florida Specialty 53 Bank Account from
the FSMGA Bank Account.

Please let me know if you have any questions or require any further details. Thank you and we look
forward to your response.

Sincerely, ) )

Susan J. Patschak
Chief Executive Officer



8/12/2018

Payments
View Payment Delails
Payment ID

Payment Type

Payment Detalls History

Business Payments - Customer Visibility Application 3.0.23.4 (161550}

i Payment Status Processed

fad

Intracompany Transfer Payment Dats 8/12/2019

Creator Nams

Edit Approve Decline Cancel
Transfer Details
Business Unit FSIC & FSMGA
Security Leve! Default
Debit Account Florida Specialty MGA-vacizctad
Debit Account Currency uspb
Credit Account Florida Specialty Insureradaaiedd
Credit Account Currency uso
Payment Amount $1,500,000.00
Comments

hitps://express.53.com/portal/payments 77
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FINANCIAL SERVICES
COMMISSION

RON DESANTIS

GOVERNOR
/ JIMMY PATRONIS
OFFICE OF INSURANCE REGULATION JIMMY PATRONIS
ASHLEY MOODY
ATTORNEY GENERAL
DAVID ALTMAIER
COMMISSIONER NICOLE “NIKKIP” FRIED

COMMISSIONER OF
AGRICULTURE

August 14, 2019

Susan Patschak

Florida Specialty Insurance Company
1 South School Avenue

Sarasota, FL 34237

Re:  Florida Specialty Insurance Company (“Company”)
Florida Specialty Managing General Agency (“FSMGA™)
Notice of Waiver of MGA Fees Due and Subsequent $1,500,000 Capital Contribution
Request, per SSAP 72

Dear Ms. Patschak,

The Florida Office of Insurance Regulation (“the Office™) has reviewed the Company’s August
13, 2019 notice of waiver of $1,500,000 in fees due to FSMGA as of June 30, 2019.

The Office has also reviewed the Company’s subsequent request for approval of a $1,500,000
capital contribution from FSMGA. It has been noted that FSMGA made the capital contribution
to the Company in the amount of $1,500,000 on August 12, 2019. Furthermore, the Company
requests the Office’s approval of the $1,500,000 capital contribution, in accordance with SSAP
72, to be reported on the Company’s June 30, 2019 Quarterly Financial Statement.

The Office holds no objection to the forgiveness of the $1,500,000 in fees due to FSMGA,
effective June 30, 2019. Further, the Office hereby approves the $1,500,000 capital contribution,
to be effective June 30, 2019, pursuant to SSAP 72.

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

Sincerely,

- he

Katie Quaney

KATIE QUANEY » GOVERNMENT ANALYST I
200 EAST GAINES STREET = TALLABASSEE, FLORIDA 32399-0329 » (850)413-2528 « FAX (850) 488-2935
WEBSITE: WWW.FLOIR.COM * EMAIL: KATIE.QUANEY{@FLOIR.COM

Affirmative Action / Equal Opportunity Employer
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33.3 Transfemred from caplial
34, Metsemitiances from o {lo) Home Ofis . .
35, Dividends to sisaitioiders..
38, Change in rassury Mook ...
37, Aggregate write-ins for gains and bsm én aum:us ,,,,,
38. Chenge in aurpius 25 regards polisyhalsers (Lines 22 lhmugh I
38, - Surplus b repards polioyhoides e of stalement date iines 7 ¥ glus 38

RS e i RN

o ]
TN T - 1500503
I 7k

G501 Prarium WeteOflg.
DR Mist Income,,..

. Retroactive Relnsumnoe Gain ! (Lms,

. Summary of remalmng wrilg-ins for Line 5 from ovemow p&ge
- Teds 31 dheu 0507 phus D5081 Line & abow

. Commms&m P
1402, Ret s Ga!n!(ngi

. Summary of remainsné wiksins 1oruﬁne'1; from overfiow paga, e
Totais {Lines 1401 thry 1403 plus 14868) [Line 14 ahow

: Summary of mma%ning wrﬁe im for Une 37 Emm cvamow pagﬁ
Totas wHuk kit 37981 fLine 37

€04



smmmrie e 0 0 oiee FLORIDA SPECIALTY INSURANCE COMPANY

CASH FLOW
Wm;l Yow P»'ieeg‘fw Prior Ys;' Eritad
0gte To Dste Deoamber 31
CASH FROM OPERATIONS
1. H 18 O SOINBURINS...vovvveiv i e BB AT | 10456 444 {B.181.873
2 Netd o Insome. 010103 DO 3 3 - 3 VI« Y. -
3 Meoslemourimont o LN 4388 21818 |
&, Todsf (Linog 1 B0mIGh Bt sl i s BBETTE o AN (8222408
$,  Borwltand b fidled payhenis..., s AT EYEET . e F.0604 050
&, Bt el & Beplnle Aootuy, MWWW%WWMM e N E P SPRCRTIET C S
T Carreniasione, Sapeiees pokt andd aploeg b veltning By gagliobong. oDt e ERAT | o oL BISERG AT
8 Dhateniepaidiop 3
8 mmmwmmmmﬁmmgmw awwmﬁ%m& ; ; ;
4 Totel {Lines 5 Brough 9)..... EBA0BM e LT L 211,822,608
11, Mot cash from operstions (Uneémms Line’ii}) S o SOBETR L BBLBE L {17,245, 3084
CASH FRQM X?WEST MENT&
12, Procosds from invesiments ecid. mslured or repsid;
U2 BOOOE s st oo et e e b 2338480 1 DN | 14,828,034
124 Raslesigle.. s e S —— s ero
128 Other bvasied zesels.. ... s
128 Nelgeing o Sosssl on canh, cash aqub anid ahoshd
57 Maselweour pisedt, .. .
328 Total Investnent proceess {Lines 12.1 10 12 ?; 2230450 TR M 14,828,034
13, Costof vesiments soquired {ong-tenm onfg):
BB BONEB.. oo i s e s e SERF. ¥
133 Keorigoge o, - T
134 Reslesiols.. .. FE
135 Oer bvestsd susels..........
138 Hhaned i )
137 Tourmmﬁnmixmmmmsiﬁ%bﬂa) 1,800 08¢ 1800201
14, Hslincrease or {decroase) inmmummandwﬁnmmnm ,,,,,,, e o o e .
15, Ned cash from Invesimants (Line 12,8 minug Line 13.7 and Line 1., - 250888 BTt B b N
CASH FROM FINANCING AND Mi&CELlANEQUS 39URCE$
18, Cash provided {applied):
181 Surplus nodee, capiial notss,., -
8.2 Capltal and paid in surphss, sas reasury stock..
183 Browed hunds... ) .
18.4 Naﬁ&wa@lscndam@n!ypamnnmandom!nwmmmﬁlm o
18.5 Dhadonds o stockbokders. ..., g .
168 Other cash p {applied). s sy AT 0
17, Net cash from finsncing and miscalianenus sowees (Linas 8.1 b‘mog%" mmmn Line 155;:&45 Ling ’ESB) 1,126 247 1248278
RECONCILIATION OF CABH, CASH BQUIVALENTS AND SHORT-TERM w&sm&ms
18, Malchenge In cash, cesh aqudl and shart {Line 11 phar Line 1S plug Line 17, AR RN L L s
19, Cash, cash sy and shobterm |
9.1 Baginndng of year. ... » R BBREIB L 10100086 1 - 30,161,088
182 End of period fLins 189€nsLJnﬂ8ﬂ T 012870 L., .ﬂ.ﬁ.i.’i.?ﬂ.&a ... .2 883 518
Mg;g\ &im‘ ks of céah fow nfeimision for coteCosh fansachons: . § ! i
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St oo 30 2etie. FLORIDA SPECIALTY INSURANCE COMPANY

NOTES TO FINANCIAL STATEMENTS

Hote 1~ Summary of Slonificant Ascounting Policles snd Golng Contem

A

Berontog Practces

Tha finsanis! statements of Flosda Specially Insuranes Compaiy ['Company™) ase presented on he betis of sctatiog practnet presorbed or paanitied by
0 Florids Oficn of Isurance Hepuistion. The Floida O reconnizes only slalitory aceounting practises prestribed o pewnitio by e Siee of Flovids for
chtperaing 8o feporing the Bnancial tonaiion and reults of apsrabions of a0 mursnos company, for determining ds sobventy under e Flords nsorsnes
Law, ‘The Natioral Assbrision of insurance Commissionens’ PHAILY Acoounting Practices and Procedures blanus! PRAIC SAP hes beer atioplad s s
cuempohent of prasorad of perilied posciives by D Siste of Florkde. The Slate has adopled carain prescribed sncounting praciices Bl differ Yom Bose
St in NAID S48 Tre Florida Comvmivgioner of Insuranss b the right {o peavit specific practices thal deviste fum prescribed geaitioes. A reconciiation of
i Costpany's tiel inetime-aned capial and serplus between RAIC SAP arl praclioes prestrbed and permitiad byihw Siate of Flands s shows baley:

S5AP ] Fi3
# i Uned | CumentYesisDate 2018

NET (HCOME

[E] e
{1} The Company sisle basis
{Paged Line 20 Columns 183 XXX XX G XxX 8 {8838 708118 1,410 584

(2} Siste Prancribes Prachor thet are a0 iowese/{decrsase) flom NAG
SAP

i

T

3 Siae Perratied Praclion thal sor avincreassfidecresss) om NAIC
BAB

Lo

;’g’

‘ H
4] NACSAP (1-7-334) XXX XX tg egsT0lE 141085
SURPLUS

{5} The Company stafe tuis
| (Pags3.lire 37, Columns 18.2) o0 1w 5 10034908 |8 16,600,890

5
52

18 % Prascribed Prectios el sre an incressei{decmass) hom NAID
I
7 SS?? Parmitied Prasting hat e st invenss/iderraasd from NAIC
]
4B NACSAP (5 8-758] WOC |00 | X |8 oo 5 16800600

Aaonting Polloy

{3} - Bewnfor Bongs, Munlony Comvedids Seounitios, Svlitentfad nvestments and Amotiastion Meihod
Amortlzad cost using tha intarsast method,

8 Bewstor LossBacked Secuiies s Adiustment Melhodolony
U8, govermmant agency loan-backed and structursd secuntivs sre vaload gt smorized valus, O lotr-bscked and st ssountivs o valusd )
eithar smpttized value or fa value, depending on many faciors induding: the type of underiying collsleral, whether modelsd by s NAIC vendor, whether
sated by aihar s NAIC soproved raling prganization o e NAIC Securties Vislustion Office), and the relaliomsiip of amortiond value to i vahus sod
st valus i fai value

Going Concarn

Historical operating resulle indicate substantial doubt exists relsted (o the Company's abllity 10 continue a8 a golng concern given the cumen! sruuket
environment in the state of Florida, The Company plans to substantially de-risk s portfolio beginning I the 4th quarter of 2019, In addition, the Company
conlinues 10 work with both the Florida Office of Insurance Regulation and #s rating agency regerting any algnificant changs in business plans, However, we
pEsot predict, with cerzinty, the putcome of ol sctont lo peniate fnancke slebilly, orwhathor such actions will genenate e swpectod frencisl stsbilty.

Note 2 ~ Accounting Changes and Corrections of Errore

No significant changes

Hote 3 - Business Combinstions and Goodwill

No significant changes

Hote 4 - Discontinued Gpsrations

No significant changes

Hots § - Inveshvants

D.

Loan-Backed Sacurities

{1} - Desoription of Sources Used to Datenmine Prepayment Assumptions
Preswymant sisumpiions foraatebacked and stuctured seouriies wors obdninad Tom bioker dealer survey yaluls of inlemed salimates.

{5 information nvestor Consiared in Reaching Conclusion st Impalrments are Mot Dther ThamTampomry
Loan-backed ond stuciuieg sewities in 80 onmalzed loss position wers teviewad 1o delenmit whilier olhertharrlamponsry impaiments should be
mnized, All Loan-backed structured securitios have been hekd by the Company for isss than 1 vear. The Company Intende and has the abllity 1o hold
thizse securiting long enough toaliow the codi busts of Ihese seciriies To be moovorsd, 115 possitde the!l the Company colld ongning
other-than-iamporsty impalments in the future on some of the securities, If fulurs svents, informaiass and the passage of Ume cause R o conclude that
daclines in valus are other-then lemporary.

Qo8



stasatt see % 000 FLORIDA SPECIALTY INSURANCE COMPANY

NOTES TO FINANCIAL STATEMENTS

E Duttar Repwchass Aorasments wvdior Seconties Leswing Transacbons
The Company T o Doller Repurdhase ardie Securition Lending Transections,

£ Repurchess Aaresmints Transaclins Aocountas for g Secured Bortowing
The Company has ne Regorchams Agreaments Transsslions Assounting for Sstured Bonbwing.
G Havares Fapurchese Sgreements Tranaectiins Acootnied for o5 Secumd Bormowing

Tre Company hag o Revnse Repechsse Agmaments Transacions Accoaniod for ss Secured Burmewing.
H, Repwshese Agreaments Transacions Accountad for sea Sdle
The Company s no Repunshoss Agsements Trenssctions Aooouniad for s s Sake.
. Revetse Repunhase Agresmans Transections Aocounind for o3 a Sale
Repuchase Transastiin - Caab Prsitiat - Dusevin of Sate Transantions
The Compsny has no Reveres Repirdhises Agréaments Transastions Actounted for ss 2 8o

M. YWorking Caplial Finance Invastments
The Company hag no wirking capiial finance invesiments.
3 Oifsatling angd Naling of Assels and Linbilities
The Company goss tol pedfer dny offsettng s natling of sesets and fatdties.

Mote & - Jolnt Vantures, Parinerships and Limitad Lizblity Companies

No significant changes

Hote 7 - investinent income

No significard changes

Hote 8 - Derlvative Instruments

Tha {ompany bas oo dervative instrumanly,

Hots § - Income Taxes

No significant changes

Huts 10 -~ information Concarning Parent, Subsidisdes, Afflistes and Diher Relsted Parties
No significant changas

Hote 11~ Dabt

The Company kes o ouistanding dalsd during the slslemen perids.

Note 12 ~ Retiremant Plans, Deferrad Compenastion, Postemployment Benslits and Compensaied Abisences and Other Poshstirerment Benslit Flans

A - D. The company does not perticipate in 8 defined bensflt plan.

Hole 13~ Capltel and Surplus, Shareholder's Dividend Restrictions and Quasi-Recrganizstions

No significant changes

Note 14 ~ Lisbliities, Contingenciss and Assessmants

No significant changes

Hote 15 ~ Lessss

No significant changes

Nots 16 ~ information about Financis! Instrumaents with OftBalsnce Sheet Risk and Financle! Instrumants with Concentrations of Credit Risk

No significant changes

Q96.1
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NOTES TO FINANCIAL STATEMENTS

Note 17 ~ Sale, Transfer and Servicing of Financldl Assats and Extingulshmants of Lisbiies
B Transfor s Servicing of Fineoos Assels
Tha Company hes 1o tranafer and servicing of finsncial sesels,
e Wash Salse
£} Desenption of the Objectives Reganding These Transsstion
frihe ooures of B company’s atesl matagenint. Senuiitios an wold s macguied within 30 days of the sele dale o enchancs e oompaiy's yeid on
i dnvesiment portitlio. Howses!, B ware 1o wish sales prouting duting 3018,
Hote 18 - Galn o Loss % the Reporting Entity from Unfnsursd Plans and the Porion of Pertially Insured Plane
No significant changes
Hode 15 Direst Pramion Wrien/Produced by Managing Genersd Adenta/Thirg Party Administrators
No significant changes
BHots 20 - Falr Yalus Hessuraments
A Fair Value Mesugrements
{1} Fair Value Messwemenis &1 Reporiing Date
The Company coleniiles i aseels and Tabiltes hat se mpnsured o Bt value i B Slier Rlotanchy o reflaciad balow, The 3-8 Nersdiy s
based on the degree of sublattvily i e solustion rethod by winsh b wals & detemmingd.

Ll 1 Theesrmled lair vt within s Uor is besod o quols prices v Sttve markels s hesfme datsifind s Lovel 1. The Comusay e ng
paunsts of abliities measursd al fair valus in this tier,

Lol 7 T eolimaled taie value within this Uer 5 delenningd by independent prichig sarvices using ohesrvatle inputs or boned 0o quolss from markel
which are not actively fraded.

Lavel 3 Theesbmated falr vale within this ter ls detenmines wshg picing models ae there t litls o i market sctlly with unobservalis inpuls this
requiring judgment and estimation. The Company has no sssais or labilties measured at falr valus In this ter,

Net Asset Value
Descriotion for Each Type of Aseat or Liablity Loved 4 Lovel 2 Level 3 (A Total
. Faselnsifar Ve ‘
Cash Equivalent - Dihar MM Mutual Fund § . araesls 5 372843
. ] 3 1aTe00 % S 1] 137,800
i §.. Graes s 1arees i3 § (I
Liatihties ot Fal Valup
H F 3 E H
Total $
{2) Fak Vake Measurements in (Level 3) of the Falr Value Hisarchy
r@ﬁim ] Tl Ghovres o
fLisass) {Losas) B Balawe
Tognnbg | Teanslve iie] Transfirs Oul | included in Mat] - itludad Sette- w4 Cunee
Banve el Ly actn) Sugea Provanen | lushvey Sai TR

s o |
fres !

P

e ————
i — —"——
{3) Policies when Transfers Batween Lavels are Recognized

At the end of sach reporiing perfod, the Company eveluatss whether o not any event has occured o croumstances have changed thet would cause an
instrumnent 1o be iransfamead into or out of Level 3,

=
o
b
o o e o

{4) Descrption of Valuation Tachigues a1kt fuputs Used In Falr value Messumment
The estimated kir valses ware dalanvined by ullizng independant prcing servises Using obsesvable inputs.

Q08.2



susowtisne % wnore. FLORIDA SPECIALTY INSURANCE COMPANY
NOTES TO FINANCIAL STATEMENTS

{8) Falrvaius Distiniures
Mot applicabie,

8 Fair Valiie Roporting uider SSAP 100 and Olher Accounting Pransiintements
Far Valus messuroments st the seporting dale and e souree of te Talr vl mearnsenants &e oblaine primanty Fom intepaniient plowy serices,

. Fair Vahue Lovel
Augegale Pair
Tyseof Finaoed inatrument Vslus ‘Admitied Asselni  flavel 1) fevsl 2}
H B72570 0% 851708 1§ BS1748 15 S
Moniciple § 1388241 361746 1% § 1363748 18
Comorgle 4 3418580 8 3407727 1% $ 3801 |
Momis It seres0 s 88232 I8 s 5ezidn I
0 $éot Practicaids io Estimels Fair Valus
Not apiicatis
£ AV Practics) Expaten) bvestmants
Note 21 - Other jtams
Ko sipnifcant changes

Agents Balonces Certifisation
Duerter Ended June 30, 1519

b

Ageots” Belances or Uncollected Promiums ss reposted on Page 2, Line 15,4

$2.134.067
2} Amwunt of Agenis' Balanves or Uneollected Premiuens from Page 2,
{ine 15.1 that is due from “controlied” or “controlling”™ persons, and
£0
3} * Amount reporied in #2 above snd secured by & Trust Fund, Letter of
Credit, and Financial Guaranty Bond as required by Seetion §25.612,
Floride Swtutes,
4]

Mote 22 -~ Events Subssousnt

Bubsaguent pvents have bean oonsidsred oughhugust 14, 2018 for Bese slatiiory Bnancial statemaiswhich are fo be lsaped on . Thets wess nu events pooumng
aubsaguatt fothe end of e guartr et merted recognition o disciosurs In thess Bialements,

Note 23 - Relnsurance

Mo significani changes

Mol 54 - Retrospectively Ratad Contrasts ant Contracts Sublect to Redetenmination

The Conspany has no relrospecivaly rmied conrants of conlratts subjen] b redaterminglion.

Hote 25 - Change In Incurred Loasss and Losa Adjustment Expanses

A Change in Incurred Losses and Loss Adjustment Expanses
Resarms se of December 3%, 2098 were $5.551,000, In 2018, 52 802 000 as boen pald fov inciered loazes and loss adiusimen! sxpenges
alfributable o neund evants of prior voars. Feserves mmaining for mior vours 1 now §1813.000 sx s resudl of re-sstmation of unpaid daime and
clelm adjustment sxpanises. Thersfore, thers has baen a §1,146 000 of tawtrable reserve Inibr year developmant sinse Dicamber 3¢, B8 The
change s genenstly the reeull of onguing analyss of recen! develepmant trerds. Oupingl estenatasate intressed o decrvased, a8 aiiditional
information becomes known reganting individua! claime,

B. Information about Significant Changes in Methodologles and Assumplions

Ne change.

Q06.2



Switrsen 2 nave FLORIDA SPECIALTY INSURANCE CONPANY

NOTES TO FINANCIAL STATEMENTS

Holy 36 ~ intercompany Posling Arringements
RNo signitficant changes

Note 37 ~ Btructurns Setdaments

Mo significant changes

Hols 38 - Hoalth Care Recelvablies

Mo signiiicant changes

Mote 28 ~ Participating Policlss

o significant changes

Bote 30 Pramium Deficloncy Reanrves

No significant changes

Nots 24 ~ High Deductibles

fo significant changes

Hote 32~ Discounting of Liabliities for Unpald Losaes o Unpaid Loss Adjustpent Expenses
o significant changes

Hote 33 - AstestosiEnvironmantal Resarves
No significant changee

Hots 34 ~ Subscriber Sevings Accounts

o significant changes

Note 35 - Multiple Perll Crop Insurance

No significant changee

Hots 38 - Finsnclal Guersnty Insurance

The Company does not wiits Snanclsl gusranly insurance.

€08.4
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GENERAL INTERROGATORIES

34
3%
LR

42

82

83

84

8.3

88
13

1.2

&1
&%

83
84

8.4

PART 1- COMMON INTERROGATORIES

GENERAL
i the reporting snily sinsriuncs any maledal e ing the fing of D of Matenis Transacons with e Stats of Domicite,
26 raquirgd by the Model Ach? Yes| | MolX)
e buny e ripodt Disas Rl with Ty Somiesliany Bl Yes| | MNoi ]
o iy chinge bk tnade ditiog S vast of this siatemin in B hansh, Bydaws, pifles of rctiparetin o Sued of setiument o ihe
paring ediy? Yes| | MolX]
i yeu, dats of changs:
18 She tepurtng aably & marmbier ol Bn Intwerne Mokling Uemnpeny System consisting of b or more alihated pirstng, ane ot maes of sitich i o owrer? Yes[X] Hol ]
1 yas, complete Sehedile ¥, Pars 1 and 1A,
Havs there been sny subsientisl changes in the crgantiationad char since Fie pdor quarisr snd? Yeu| | HNofX]
0w mspnrss B 32 B vae, provie o bent descripton of thewe changes.
s the teputing entlty publicly treded or & mamber of 8 publicly Uadsd growp? Yes{ ] MolX|]
Hine roaptoss 0 34 18 vy, providle B K 108t inifex Heyhoads Busd by the BEC b Secantitsipoin
Has the fepoing enlly bien & pasty B amenger of cteidation duvog e pavied soverad by B sinbemant? Yes! ] MelX]
H gres, gompiate snd it eerger hiolory dhats B6 with e RAIC e the atvul Sng corsponading e Bl pavid
1 v, provids nems of entily, NAIC Company Code, and stale of domicis {uss two Islisr sizte abbravistion] for sny ety thet has cersed to oxitas 8
result of the menger oF consofidation,
7 2 3
NAIC
) Compeny | Siate of
Harme of Eriity Cods | Domisle

H S rupetitg anily B subid oo manateneat sosemaent oxchodog Sk pady sdmb il mRraging evens st sty dniad o

shribar agisemend, have Brare boen Bnv supiioant ehantes teaming the ot of Hhe apteemeid o prinoinis lnadved?
if yoe, stk an saplanallon,

Siate oy of it cate e Totest ol mucenieation of e Rt webly was mate of 15 Deing made

Slate the e of date that the Imlest Snantial examingtion repon became available from sither the slsle of domicile or Sie tapivting entily. This dele

shoult be e date of the examibed balanoe shes! snd not the duts the report vy completed orrdiied

Sraty w3 of v dale e ateel Piancial enemingtion rmport Bscame svaliatie to oliwt slales o e pulds Bom eliber T sl of dominde o s
ety ailly, This i the reloune date of Compislinn date of the erantnation pepot ang pat B ite of e oo (bakuce shost date)

By what depariment or departnents?

Have all finencial sistemant adjustments withis the lelest financial examination repor been

with Deperiments?
Have ah of the recommendations within e lales! financial examination report baen complied with?

s Hils sgerting winsly s any Cortinaias of Authonly, Soenses o renisirstons fnchuting ooiptals mgiivaton, Happiculde] suspanded of mudhed

by ey gowsrrinental iy diuring the ssponing pesod?
1 yas, glve full information:

forina

1% e company 8 subsigizy 605 ik haidiog compiny rogulshd Wil B Feden! Ruseres Boaig?
H ripanas b0 8. b vy, pledes ety the nams of e Bark BolSing vompany,

18 iha company effiiated with ons or mors banks, tifis or sscurities firme?

Bt sonpones 15 6 3 0n ven, ety prode bulow e st and location (ailty and sisle of the mak office) of eny sfflistes reguiated by « faderal
by servives agency Ba: S Feders! Beserve Bourd (FRB) the Dlle of the Comptindler of e Cumvenicy (O0C), the Faders! Dapostt insurance

Cotponintion (ROIC aod e Baviriies Exaliange Comerdsion (SEDY and lently twafiams primary fodarat reguliting

Yes| ] MofX] MNA[]

NN INANE

18121018

ANZOTBOUZANE

Yes{ | Mol |
Yag{X] Nof ]

Yes| |

Yes{ |

Yeu{ |

NAIX]
AL |

No{X]

No(X]

No{X]

1
Affiste Name

2
Lacation (Cly, State)

4 §
Qoc | FOIC

8EC

Aee e senior piiders (princip hve officer, pringipal f o
functions) of the reporting antlty sublect o 2 cods of ethica, which includes the following stendanis?

{8
{6
o]
il
(s

ial officer,

"

g efiee: or controller, of persons performing simiar

Honest and sthics! condust, induding the ethical handling of sctual or apparent conflicts of interest betwesn personal end professional reiationships:
Ful, fir, soourste, Bmaly and underslondsble dieclonun in e peripuis mpors reqped 10 e el by B teprting sty
Compliance with appilcable govemmental laws, ruies end reguistions;
Tho prompt intnmet sapating of doiations 1 80 BEpIopRaly perion of penions Menied i B cdes and

Bezountablily for adhsrence 16 e code,

§.11 1f tha reapones to 8.1 is Mo, pleass explain:

$.2  Has the code of athics for senior mansgens besn amended?

8.21 ifthe responss W 9.2 ls Yes, provide information reisiad fo amendmentis),

83 Have sny provisions of e code of sthice been welved for any of the spacified officers?

§31 Vthe rssponse © 8.3 le Yeu, provide the natura of any walverts)

Qo7

Yes(X] Mol ]

Yea| |

You{ |

NojX]
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GENERAL INTERROGATORIES
PART 1- COMMON INTERROGATORIES

FiNANCIAL
ot the ouperiog enily sport 40y v oo Som pivent, sibsltinnes o alfietes ot P 2 of B slglament? Yes [X]
if yeu. Indicate eny ambunts ressbable frum perant inciuded in the Pags 2 smount §

Mol |
0

NVESTHENT

Vi vy 18] The stoeks, bowds, or ofber axsels of the tapteling entily faaned, placed urider splion sgmemant, o oBferiis mads avalaiie fr
e by arather pamen? [Eaciuds seoutites il Securiiey anulite sgreemants.) You| ]

Hes. gan i and commpisle nbormiion pelaten Hrety:

Asround of e estels and modigeges held In otherinvesied aseats b Schedule BA: %

Ho{x}

¢

Anant of pssl wsiatbe g eigages heid in shartdenn Frasiments §

0

Doss e fepoding snity ks S5 Yhenanhe & potert subsiolatey and it Yes| |
TR e plaese compests e Rilowing

NofXx]

3 2
Prir Year End Bookhutissted Current Querter Saokifginisd

e Sarrog Yol
14.21 Bands £

1422 Profered Slock

142 Common Stk

1426 ShortTerm invesiments

425 Movgags Lesns on el Eslsie

1428 AiOther
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Sch. DA - Pt. 1
NONE

Sch. DA - Verification
NONE

Sch. DB - Pt. A - Verification
NONE

Sch. DB - Pt. B - Verification
NONE

Sch.DB -Pt. C - Sn. 1
NONE

Sch.DB-Pt.C-8n. 2
NONE

Sch. DB - Verification
NONE
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Sch. APt. 2
NONE

Sch. APt. 3
NONE

Sch.B - Pt. 2
NONE

Sch.B-Pt. 3
NONE

Sch. BA-Pt. 2
NONE

Sch.BA-Pt. 3
NONE

Sch.D-Pt. 3
NONE

QE01, QE02, QE03, QE04
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Sk ioe i werve: FLORIDA SPECIALTY INSURANCE COMPANY

Sch.DB-Pt. A-8n. 1
NONE

Sch.DB -Pt.B -Sn. 1
NONE

Sch.DB-Pt. D -8n. 1
NONE

Sch.DB-Pt.D -8n. 2
NONE

Sch. DL - Pt. 1
NONE

Sch. DL - Pt. 2
NONE

QEO0S, QE07, QE0S, QE0S, QE10, QE11
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FLORIDA SPECIALTY INSURANCE COMPANY
1 South School Avenue, Sarasota, FL 34237
{941) 210-5780 ~ (888) 723-3055

September 12, 2019
VIA ELECTRONIC MAIL

Ms. Susanne K. Murphy

Deputy Commissioner - Property & Casualty
Florida Office of Insurance Regulation

200 East Gaines Street

Tallahassee, Florida 32399

Dear Deputy Commissioner Murphy:

Thank you for your letter of September 6, 2019 regarding Florida Specialty Insurance Company’s
(“FSIC™) initial submission of its RunOff Plan. We attach a revised monthly cash flow projection;
as well as a month by month runoff of the liabilities through 2020, and expenditures through 2021.
We would like to take this opportunity to explain our objectives with the Plan as revised. We
understand the Office’s concerns and are trying to address them in an uncontested manner, If it is
clear that our Plan cannot reasonably be accomplished, then we will work with the Office to ensure
an orderly transition.

At all times, there will be two themes which guide our actions during the implementation of this
Plan: (a) we are focused on the best interests of the policyholders and FSIC, to the exclusion of
other interests such as the role of Florida Specialty Managing General Agency, LLC (“FSMGA”);
and (b) FSIC has and will have sufficient funds to address its covered liabilities commensurate
with a solvent runoff. FSIC continues to pay claims, discharge all its liabilities, and pay all its
debts as they come due in the usual course of business (subject only to independent confirmation
of disputed figures per our fiduciary responsibility to FSIC). Approximately two-thirds of the
policies are and will remain protected by a 100% quota share reinsurance treaty, with a cut-through
clause.

FSMGA is available to FSIC to service the policies during the runoff period. Also, FSMGA has
served, and will continue to serve, as a “backstop” to FSIC. By “backstop,” we mean that FSMGA
will be there to support the financial position of FSIC. In fact, FSMGA has returned $1.5 million
in fees to FSIC to augment the solvency of FSIC, to the detriment of FSMGA and its management,
FSMGA will provide additional funds if needed due to adverse development of FSIC’s loss
reserves or other balance sheet items within FSIC’s control.

We remain receptive to an orderly transfer of FSIC policies to another insurer. We will not require
that FSMGA be contracted for services to facilitate such a transaction. FSMGA has been part of
a proposed solution in certain scenarios because FSMGA has been the only ready, willing and able
MGA available to service the affected policies. Where another MGA has been available, we have



Deputy Commissioner Susanne K. Murphy
Florida Office of Insurance Regulation
September 12, 2019

been amenable to plans which do not involve FSMGA, such as the proposed People’s Trust deal
or the proposed Tower Hill deal. Under the Plan, as presented, we project any compensation from
FSIC to FSMGA declining in a pattern commensurate with policies in-force during the runoff.
FSMGA should not charge, nor should it expect to receive, any fees above the minimum fees
necessary to compensate FSMGA for the labor and material essential to the runoff. We would
hope that FSMGA can find business, aside from these FSIC policies, for which FSMGA can
provide its services.

The Plan is focused on funds available (with cash and investments 0 $21,236,942.12 as of 8/31/19)
and reasonably projected to become available to FSIC, to demonstrate our belief that there will be
sufficient funds to address all liability for which FSIC is responsible under the policies which it
has issued. In contrast, the Plan is not intended to be a balance sheet conveying a financial picture
as of a fixed point in time. We feel that this format best-describes how the company intends with
sufficient detail, and cash-on-hand, to respond to its covered liability through the entire runoff
period.

We include a role for the deputy supervisor in the Plan as we believe it helpful for the Office’s
representative to move into the role of monitoring the runoff. We feel that, for the protection of
funds to address projected liability, the fees for the deputy supervisor must be reasonable in relation
to the monitoring role he will play. This seems consistent with the parties’ intent in Paragraph 10
of the Order of Supervision (“FLORIDA SPECIALTY shall reimburse the OFFICE for any
reasonable expenses of supervision™). We will coordinate with the Office if a deferral of this
expense is needed, in accordance with Section 624.87(5). Along these lines, we hope that the
deputy supervisor has advised the Office that we have made our claim expenditures in a prudent
manner in accordance with the Code as well as industry customs and standards. We believe that
we can also reduce this cost by relieving the deputy supervisor from the arduous task of reviewing
every single claim adjudication, which will also make for a much more efficient policyholder
response process.

We have been working with the Florida Hurricane Catastrophe Fund (“FHCF™), through our
broker Guy Carpenter (“GC”), to determine the correct amount owed. We have learned this
morning that the FHCF does agree with the GC-calculated cost for the full 2019 Contract Year of
$11,692,724. Currently, FSIC has adequate reinsurance coverage for this program year of up to a
160 year return period and will purchase additional coverage for Layer 3 attaching at $63,000,000
if necessary after October 1st.

AIG apparently disagrees with FSIC’s position as to the additional reinsurance allowance. AlIG
has presented its position directly to the Office. We feel confident in our position and will litigate
that contractual dispute in another forum. For present purposes, please know that FSIC has not
carried this allowance as an asset for purposes of demonstrating solvency.

We would like to revisit with the Office our responsibility to ensure that our HO3 rates are
adequate. We agreed with the Office’s request that we withdraw our “use and file” submission of
August 9, 2019. We indicated the need to adjust these rates in our initial corrective action plan
and with our update to that plan on May 7, 2019. We appreciate the Office’s position at the time

2
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of our filing, to help facilitate a transfer of these policies to another insurer. With that transaction
not materializing, our rates remain inadequate under Section 627.062(2)(e)3. Correspondingly,
FSIC remains obligated to comply with Section 627.062(1) (*“The rates for all classes of insurance
to which the provisions of this part are applicable may not be excessive, inadequate, or unfairly
discriminatory”) in a manner which the Office deems appropriate.

We had hoped that, by this time, no policyholder would be subject to a rate adjustment. But, we
must address the current situation as instructed by the Code. Section 627.4133(2)(b) requires that
any personal lines residential property insurer “give the first-named insured written notice of
nonrenewal, cancellation, or termination at least 120 days before the effective date of the
nonrenewal, cancellation, or termination.” When the proposed transfer of policies did not
materialize, we issued this 120-day notice to our policyholders. We deemed that consistent with
our collective intent to reduce the company’s exposure. We had earlier proposed a 45-day notice,
per Section 627.4133(2)(b), but did not have the Office’s approval to issue the shorter notice.
Perhaps, revisiting this issue will make for a more expedited runoff and enable us to further reduce
the runoft period.

Regardless of notice period, the statute requires that we continue any policy not ripe for
nonrenewal. In order to comply with the law we feel compelled to continue these policies until
they terminate by lawful nonrenewal. Given this requirement, we do not believe that a viclation
of Section 626.9541(1)(w)l has or will occur. There are a couple of options to help cure any
lingering doubt. First, Section 626.9541{1){(w)l. permits renewals “with the written
permission of the office.” The Office can give the prescribed written permission solely for
purposes of the runoff and we respectfully ask for same. Second, we can bulk cancel all
policies with proper notice. We did not believe this latter option tenable, given the lack of a
suitor or capacity in the market to accept these policies, many of which are in the South Florida
tri-county area. We ask for the Office’s instructions as to the preferred route, to the extent
that any adjustment is required at this time.

Clearly, we have not tried to address every item in your letter. For instance, and by no means
limiting ourselves, we do not agree with the indications in Items 3 (Additional Reinsurance
Coverage Required) and 7 (Overstatement of Reinsurance Recoverable). We include what we
believe are the corrected numbers in the attached monthly cash flow projections. At this point, we
would prefer to find an amicable solution which all stakeholders can abide by. Our initial Plan
was presented on 6 hours’ notice; so, admittedly, it could be improved upon.

We appreciate this opportunity to revise the Plan and to present our further thoughts as to the
manner in which we may conduct an orderly runoff without canceling policies during hurricane
season. Cancellation will require policyholders to seek coverage in an unwelcoming market which
in many cases will only provide coverage which is more expensive than their current coverage.
To cancel these policies mid-term would be a waste of reinsurance already paid and the opportunity
to use funds from FSIC without impact to the guaranty fund. We know that, with FSIC, claims
will be paid in accordance with parameters established for the guaranty fund under the supervision
of the Office. FSIC’s role with respect to its policyholders, and our fiduciary role with respect to
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FSIC, has required that we examine all factors affecting our decisions about the long-term
prospects of the company. Thank you for your patience during this deliberative process.

Sincerely,

Vincent T. Rowland
Chairman



EXHIBIT 7



FINANCIAL SERVICES
COMMISSION

RON DESANTIS
GOVERNOR

JIMMY PATRONIS
CHIEF FINANCIAL OFFICER

OFFICE OF INSURANCE REGULATION ALY MoODY

NICOLE “NIKKI” FRIED
DAVID ALTMAIER COMMISSIONER OF
COMMISSIONER AGRICULTURE

September 17, 2019
VIA ELECTRONIC MAIL: vrowland @ floridaspeciaity.com

Mr, Vincent Rowland

Chairman

Florida Specialty Insurance Company
1 § School Avenue, Suite 900
Sarasota, Florida 34237

Dear Mr. Rowland:

We have reviewed your revised RunOff Plan and related documents submitted to the Florida
Office of Insurance Regulation (“OIR”) on September 12, 2019, on behalf of the Board of
Florida Specialty Insurance Company. The OIR’s review of the revised RunOff Plan indicates
that a number of assumptions are still incorrect or improperly stated and render it deficient and
not viable. They include the following:

1. Although your cover letter alludes to not incorporating the additional Lexington reinsurance
allowance in your analysis by stating “... please kmow that FSIC has not carried this
allowance as an asset for purposes of demonstrating solvency,” for cashflow purposes the
revised RunOff Plan continues to show the receipt of $8,543,816 from Lexington as an
additional reinsurance allowance. Although the Company implies they will litigate the issue,
it should not be included in the revised RunOff Plan since it is not readily available to meet
policyholders’ obligations, its collection is doubtful, and the Company has not even budgeted
the potential litigation costs to pursue its collection.

2. Your cover letter states that FSIC “...will purchase additional coverage for Layer 3 attaching
at 863,000,000 if necessary after October 1*. This acknowledges the Company knows it is
not adequately protected against losses to which it is exposed. The Property Catastrophe
Third Excess of Loss agreement will be needed uatil May 31, 2020, yet the revised RunOff
Plan still does not contemplate purchasing this coverage beyond October 1, 2019, and only if
a catastrophic event is eminent. Essentially, the revised RunOff Plan hopes there will not be
any major catastrophes during the runoff period and that reinsurance capacity will be there
when a catastrophic event is about to occur. The cost for this additional coverage will
approximate 25% of half the current limit purchased, which is $2,150,000 ($17,200,000/2 =
$8,600,000 X 25% = $2,150,000). To consciously ignore this exposure is contrary to various
statements in your letter professing to do what is in *...the best interest of the policyholders

and FSIC”.

& % 8
SUSANNE K. MURPHY « DEpuTY COMMISSIONER ~ PROPERTY & CASUALTY
200 Bagt GalNgs STREET » TALLAHASSEE, FLORIDA 32399 » (B50)413-3083 » FAX(830)488-2348
WEBS(TE: WWW FLOIR.COM * EMAIL: SUSANNE MURPHYEFLOR.COM

Affirmntive Action / Bqual Opportunily Beployer
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September 17, 2019
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3. The Company’s revised projections show $14,833,168 in premium for June through October
of 2019. Although the revised projections ignore the HO3 business that was actually written
in June, July, and August, using your projection of $14,833,168, the Company would still
need to record the additional reinsurance premium that will be due at June 1, 2020, of
approximately $3,895,322. [The additional reinsurance cost is based on the ratio of the
projected written premium of $97,033,806 (actual Jan — May per runoff of $40,430,752 X
12/5 mo. = $97,033,806) for the 6/1/18 to 5/31/19 period applied to the reinsurance cost of
$25.5 million for the 6/1/18 to 5/31/19 period ($14,833,168 / $97,033,806 X $25,481,943 =

$3,895,322)].

4. 'We appreciate that the Company agreed with the OIR’s opinion and incorporated $780,000
in its revised RunOff Plan for unallocated loss adjustment expenses (“ULAE”), as
recommended by the OIR. However, the Company did not add an amount for ULAE that
will be incurred between July and December 2019 that is not covered by reinsurance.

5. The Company’s revised RunOff Plan continues to ignore the possibility of a major
catastrophe during the runoff period. Due to the likelihood of such an event, and to truly
protect the interest of the policyholders by considering a worst-case scenario, the revised
RunOff Plan is deficient for not recognizing a $1,000,000 CAT retention.

6. The Company continues to budget $75,000 for twelve months of “OIR Supervision” in its
revised RunOff Plan. The revised RunOff Plan continues to understate the amount necessary
to fund the proposed continued costs of Administrative Supervision, which should be
increased by $500,000 to be consistent with the amounts currently being paid and owed by
the Company to fund the costs of Supervision.

7. We appreciate that the Company agreed with the OIR’s opinion and reduced the amount
shown as the LPT Recovery by $1,232,550 in its revised RunOff Plan.

8. The revised RunOff Plan still indicates the Company is writing new and/or renewal business
through October 2019. Since the loss payment pattern is approximately two years, twenty-
four months of operating expenses will still be needed from October 2019 for the runoff.

The revised RunOff Plan failed to include an additional twelve months (November 2020 to
October 2021) of operating expense that approximates $4,800,000 ($100,000 policy admin. +
$300,000 operating expenses = $400,000 X 12 mo. = $4,800,000).

9. We appreciate that the Company increased the amount shown as owed to the Florida
Hurricane Catastrophe Fund by $923,611 in its revised RunOff Plan.
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10. The revised RunOff Plan still does not include amounts that will need to be returned to
policyholders resulting from the rate increase on HO3 policies that was implemented without
obtaining OIR approval. The revised RunOff Plan failed to reflect the approximately
$292,178 in excess premium charges that would need to be returned to the affected

policyholders.

The overall impact of these adjustments (-$21,181,316) reduce the projected “Excess Funds” in
the revised RunOff Plan to a deficit of $15,954,607 ($5,226,709- $21,181,316).

We realize that the Company subsequently determined that the revised RunOff Plan was not

viable and consented to Receivership on September 12, 2019. However, we felt it was important
to at least address some of the most significant deficiencies of the revised RunOff Plan.

Sincerely,

T
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Susanne Murphy
SM/ah

cc (via e-mail only):

Susan Jean Patschak (Spatschak @ floridaspecialiv.com)
Thomas Mayberry (thomasmayberry@ewmegrouppe.con)
A. Kenneth Levine (klevineu cozen.com)
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Filing # 96482950 E-Filed 09/30/2019 01:28:28 PM

e ms 1

OFFICE OF INSURANCE REGULATION

DAVID AUTMAIER 2019 CA 002328
COMMISSIONER
IN THE MATTER OF: CASE NO.: 242640-19-CO

FLORIDA SPECIALTY INSURANCE COMPANY CONFIDENTIAL
, _ v / Pursuzmt to Section

624.82, Florida Statutes

CONSENT ORDER FOR ADMINISTRATIVE SUPERVISION

THIS CAUSE came on for consideration upon review by the FLORIDA OFFICE OF
INSURANCE REGULATION (“OFFICE") of the finansial condition of FLORIDA SPECIALTY
INSURANCE COMPANY (“FLORIDA SPECIALTY™). Afier a complete review of the entire
record, and upon consideration thereof, and otherwise being fully advised in the premises, the
OFFICE hereby finds as follows:

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

2.  FLORIDA SPECIALTY is a domestic property and casualty insurer suthorized to
do business in Florida and subject to regulation by the OFFICE, pursuant to the Florida Insurance
Code.

3 The OFFICE has determined, pursuant to Section 624,81, Florida Statutes, that
grounds exist for FLORIDA SPECIALTY to be placed in administrative supervision for the
purpose of protecting the assets of FLORIDA SPECIALTY and protecting the interssts of its
insureds. FLORIDA SPECIALTY hes been fully cooperative with the OFFICE and agrees to be
placed under administrative supervision for a period of 120 days from the dite of execution of this
Consent Order. Such administrative supervision may be extended in increments of not more than

Page 1 of 9
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120 days at the OFFICE's sole discretion for as long as is necessary for the compeny 1o implement
and camplete its appropriate comective action plan (“Plan®).

4,  FLORIDA SPECIALTY shall file its Flan with the OFFICE by the close of business
March 31, 2019, The Plan must include, but is not limited to the following:

8. A definitive business solution for the engoing operation of the company,
which may include a sale of the company, a mesger, 8 changs to its business plan, the nonrenewal
of Blocks of policies, or other measures designed o address its hazardous finuncia! cordition;

- b Informution regarding its proposed 2019 relnsuosnce program which
demonstrates it has or will have suificient catassirophie reinsurance in place as of Juns | to provide
adequate relnsurance for the upcoming hisricane season;

e A demoustration of FLORIDA SPECIALTY's ability to find its operations
in amounts sufficient to pay all policyholder clalms and provide for the payment of other lisbilities
gs they become dus;

d, A schedule of the distribution of rengwals by month, state, snd policy type.
Additionally, for the state of Florids, & schedule of renewals by month, county and policy typs;

& A schedule of sll oustanding olaims 1o Include date of loss, injtlal reserve
ampunt, and current reseyve amount a5 of Mareh 31, 2019; and

£ Such other information as the OFFICE may rezsonably require.

-8  FLORIDA SPECIALTY shail obtain prior written consent from the OFFICE before
conductiog sy of the ectivities emumerated In Section 624,83, Florida Statutes, .

6. FLORIDA SPECIALTY shall not enter into any new, or umend any existing,
sgreemnents with any affiliates, a5 defifed in Section 631.011(1), Florida Statutes, without prior
written consent of the OFFICE.

Page 2 of 9



7.  FLORIDA SPECIALTY shall not waste asssts or expend finds In excess of $10,000
U.S. Dollas (“USD™), other than in the ordinary course of business, without the prior wriiten
cansent of the OFFICE. ¥, after sppeoval of & transaction over $10,000 USD hes been granted by

the OFFICE, the OFFICE becomes aware of additional facts or circumstences

such approval, the OFFICE reserves the right to require such corrective action es it may deem
necessery or advisable. Transsctions in the ordinary course of business shall includs, but not be
limited to, payment of cleims. FLORIDA SPECIALTY need not obtain prior written spproval for
payment of claims over the amount of $10,000 LUSD; howeves, the OFFICE may retrospectively
review such payments,

8 Within 5 business days of execution of this Consent Onder, FLORIDA SPECIALTY
shell provide a list of any known peanding litigetion in which FLORIDA SPECIALTY is named as
a party. FLORIDA SPECIALTY agrees to immedistely notify the OFFICE of any litigation
initisted naming FLORIDA SPECIALTY as a panty after excoution of this Consent Order.

9. The OFFICE may sppoint a Deputy Supervisor pursuant to Section §24.87, Flodda
Statutes. Such Deputy Supervisor shall represent the OFFICE snd shall be under the control of the
OFFICE.

10. FLORIDA SPECIALTY shall be responsible for administative supervision expenses
pursuant to Section 624.87, Florids Statutes, FLORIDA SPECIALTY shall seimburss the OFFICE
! for any reasonable expenses of supervision and will pay directly all contesctors, including any
Deputy Supervisor retained by the OFFICE, for sasistance with the sdministestive supesvision.
Such reimbursement shall be made biweekly or as otherwise directed by the OFFICE.

11. FLORIDA SPECIALTY agress that the OFFICE and the Department of Financial
Services (“Department™) may have examiners or other designees present at the offices of
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FLORIDA SPECIALTY to supervise sctivities, obisin indspendent information, verify
transagtions, verify the conditions snd status of FLORIDA SPECIALTY end its progress in
developing and complying with its Plan, and perform any other duty as designated by the OFFICE.
FLORIDA SPECIALTY shall cooperste with and facilitate the presence and work of such
examiners or desipnees.

12.  Administrative supesvision is confidential as provided in Section 624,82, Florida
Statutes, unless otherwise specified within thet Section. The OFFICE rescrves the right to make
this Administrative Supervision, lucluding this Consent Order, public pursuant to Section
624.82(4), Florids Stsutes.

13. FLORIDA SPECIALTY sgress and affirms that sll information, submissions,
explanations, representations, and documents provided to the OFFICE in connection with this
matter, inclnding all attachments and supplenients therelo, are true and correct and materisl to the
issuance of this Consent Order.

14. Should FLORIDA SPECIALTY fiil to comply with any provision of this consent
order, FLORIDA SPECIALTY cousents to the entry of an Order sppointing the Department as
Reoelver and acknowledges thet the Department may apply to the Comt for en Onder of
Rebabilitation or Liguidation, at the sole discretion of the Department, on the basis that FLORIDA
SPECIALTY has consented to the entry of such an Order. FLORIDA SPECIALTY fimther agrees
thet the Department shall bave the sole discretion to determine whether FLORIDA SPECIALTY
ghall be placed into rehabilitation or liquidation. In the event that the Depariment initially obtains
an Order sppointing it as Receiver of FLORIDA SPECIALTY for purposes of Rehabilitation,
FLORIDA SPECIALTY further consents to the Departmsent obisining a subsequent Order

epartment as Receiver for the purposes of Liguidaiion, should the Deparonent, &t
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any tims and in its sole discretion, detesrnine that Rehabilitation of FLORIDA SPECIALTY isnot
feasible.

15. FLORIDA SPECIALTY expressly waives its rights to @ bearing in this matter, the
makdng of findings of fact and conclusions of lew by the OFFICE, mnd all fiwther snd other
proceedings hevein to which it may be entitled by law or rules of the OFFICE. FLORIDA
SPECIALTY hereby knowingly end voluntarily waives all rights to challenge or contest this
Consent Order in any forwn now or in the futuse svaileble to it, including the rights to any
administrative proceeding, state or federa] court action, or any appeal.

16. FLORIDA SPECIALTY acknowledges that the execution of this Consent Order
doss not prohiblt other administestive sction upon the Certificate of Authority of FLORIDA
SPECIALTY deemed appropriste by the OFFICE in secordance the Florida Insurance Code or
with Sections 120.569(2)(n) and 120.60(6), Florids Statutes.

17. FLORIDA SPECIALTY agrees that if the OFFICE expends staff thme or fimds
because further proceedings are requived to enforce the tevms of this Consent Order, or If
stdministrative proceedings are initisted by FLORIDA SPECIALTY regarding this administraiive
supervision and the OFFICE prevails in such proceedings, FLORIDA SPECIALTY shall
reimburse the OFFICE for reasonsble attorney fees and costs. Otherwise, each paxty to this
Consent Order shall bear its own costs and stiomey fees.

18. Any prior orders, cousent ornders, or comrective action plans thet FLORIDA
SPECIALTY has entered into with the OFFICE prior to the execution of this Consent Onder shall
spply and remain In full force and effect for FLORIDA SPECIALTY, except where provisions of

such orders, consent orders, or conective action plans have expired; have been superseded by
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subsequent orders, consent orders, of comestive action plans; or ave inconsistent with this Consent
Onder.

19.  Any deadlines, reporting requiréments, other provisions, or requirements set forth in
this Consent Order may be altered or terminated by written approval of the OPFICE. Such written
approval by the OFFICE is subject to statuiory or administrative reguletion limitations.

20. FLORIDA SPECIALTY sffiros that sll requirements set forth herein are material
to the issuancs of this Consers Ordes.

21. FLORIDA SPECIALTY agrees that it hes entered into this Consent Onder
volmtarily, without coescion from the OFFICE, or mny agent, employee, or designee of the
OFFICE, and that FLORIDA SPECIALTY has obtined legel counsel prior to entering into this

Consent Onder,
22. Ths parties ngree that this Consent Order shall be deered to be executed when the

OFFICE hes signed end docketed a copy of this Consent Order bearing the signature of FLORIDA

SPECIALTY or lis muthorized represeniative, notwithstanding the fict thet the copy may bave
been transmitied to the OFFICE clectronically. Further, FLORIDA SPECIALTY sprees that its

signature, a8 affixed to this Consent Order, shall be under the seal of & Notary Public.
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WHEREFORE, the agreement between FLORIDA SPECIALTY INSURANCE
COMPANY and the FLORIDA OFFICE OF INSURANCE REGULATION, the terms and
conditions of which are set forth ebove, Is APPROVED. FURTHER, all terms and conditions
comsined heseln to place FLORIDA SPECIALTY INSURANCE COMPANY in administrative

supervision are hereby ORDERED,
DONB snd ORDERED this %0 dayot /orch 2010,

£

o
e

iﬁ%ﬁ@w rﬁﬁﬁgﬁmm

}i?é’ﬁd Almaier, Commuissioner
Oilice of Invurence Regulation
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By execution bereof, FLORIDA SPECIALTY INSURANCE COMPANY comsents to
eaury of this Consent Order, mmmwﬂﬁmm%mm sonditie
and shall be bound by all provisions haecin, The underign: Wﬁmthmmm
wuhority to bind FLORIDA SFECIALTY INSURANCE COMPANY 0 the teems end copditiens
of this Consent Ordes.  The undecsignad mmmm“mwmm b
W“M“Wmmwmm&mmmmm‘
SPECIALTY INSURANCE COMPANY.

By: ,’ﬁ“@gﬁmm««ﬁ et
[Corporate Seal] Wamne: o5 3' f{ é% ks
Tatle: 66%*;:}

s B/#7 /19

- aul?
I ﬁm MW&M

by é
L Lo iah"%is

(,y)*
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COPIES FURNISHED TO:

Florida Specinlty Insurance Corbpany
I8 School Avenue, Sulte 900
Sarasots, Florida 34237-6014

Email: rloden@floridaspecialiy.com

119 East Pak Avenue
Tallahasses, Floride 33301
Email; watrickland@colodnyfiss.com

VIRGINIA CHRISTY, DIRECTOR

Property & Crsualty Financial Oversight

200 East Gaines Street

Tallahasses, Flodda 32399
Brwil: vieginis.christy@flolr.com

MATTHEW A SIRMANS, ASSISTANT GENERAL COUNSEL
Florids Office of Insurance Reguletion
200 East Geines Street

Tallahassee, Florida 32399
’l‘aiephm (8559 41342%
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Filing # 96482950 E-Filed 09/30/2019 01:28:28 PM

OFFICE OF INSURANCE REGULATION
2019 CA 002328

DAVID ALTMAIER
Connassacmgs
IN THE MATTER OF: CASENO.: 244368-19-CO
FLORIDA SPECIALTY INSURANCE COMPANY CONFIDENTIAL
. / Pursuant to Section
624.82, Florida Statutes

CONSENT ORDER EXTENDING PERIOD OF ADMINISTRATIVE SUPERVISION

THIS CAUSE came on for consideration upon review by the FLORIDA OFFICE OF
INSURANCE REGULATION (“OFFICE") of the financial condition of FLORIDA SPECIALTY
INSURANCE COMPANY ("FLORIDA SPECIALTY™). After a complete review of the entire
record and upon consideration thereof, and otherwise being fully advised in the premises, the
OFFICE hereby finds as follows:

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

2. The OFFICE and FLORIDA SPECIALTY entered into Consent Order 242640-19-
CO (“Supervision Order’”) on March 20, 2019 (attached as Exhibit “1” and hereby incorporated
by reference). Under the terms of that Supervision Order, FLORIDA SPECIALTY was placed in
administrative supervision for a period of 120 days from the date of exeoution of the Supervision
Order.

3. Administrative supervision of FLORIDA SPECIALTY is currently set to expire on
July 18, 2019,

4. Paragraph 3 of the Supervision Order states as follows:

FLORIDA SPECIALTY has been fully cooperative with the OFFICE and agrees
to be placed under administrative supervision for 8 period of 120 days from the date

Page 1 of 4
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of excoution of this Consent Order. Such administrative supervision may be
extended in 120 day increments at the OFFICE’s sole discretion for as long as is
necessery for the company to implement and complete its wind-down plan (“Plan”).

3. As of the date of this Consent Order, conditions justifying administrative
supervision exist that necessitate an extension of the petiod of administrative supervision for 120
days from the dats of this Consent Order.

6. The OFFICE and FLORIDA SPECIALTY agree that the only modifications to the
Supervision Order in this Consent Order are set forth in paragraphs 4-5 immediately above. All
other terms and conditions of the Supervision Order remain unchanged and in full force and effect.

WHEREFORE, because the OFFICE has determined that conditions justifying continued
administrative supervision exist, the administrative supervision of FLORIDA SPECIALTY is
hereby extended for an additional 120 days from the date of execution of this Consent Order. All
torms and conditions contained herein are hereby ORDERED, and all other provisions of Consent
Order 242640-19-CO remain unchanged by this Consent Order.

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

DONE and ORDERED this l 8 1iday of July, 2019,

David Altmaier, Comamissioner
Office of Insurance Regulation
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By execution hereof, FLORIDA SPECIALTY INSURANCE COMPANY congents to
eniry of this Consent Order, agrées without reservation to al} of the sbove terms and conditions,
and shall be hound by all provisions herein. The ondersigned represents that he or she has the
authority to bind FLORIDA SPECIALTY INSURANCE COMPANY to the terms and conditions
of this Consent Ovder. The undersigned also certifies that he or she has provided the signature
below voluntarily and withow coercion, based upion the assistarice of legal counsel for FLORIDA
SPECIALTY INSURANCE COMPANY.

FLORIDA SPECIALTY INSURANCE COMPANY

By: ;;é‘é;ﬁm {azf;}fa@r_ : ‘:’wfi

[Corporate Sesl] Name:  Jvss o T SArccHAE
{mmciywmmm

Dete: }}AM?

STATE OF _Flog o4
COUNTY OF _SACASTA

The loregoing affidavit was sworn to-and subscribed before me this ﬁday of July, 2019,

bywzm@_asﬂ OFE
{Wame of parson) o Uiy ol el e m‘ﬁw tusies aitomey i ety

'ffﬁ’““""’*”?

PR
o et
e 3

“‘:‘3‘ :};\w"
~%“’&»“”"%‘

fSi;mﬁm W ‘%:um}‘um

@e e }ﬂ&‘ §<i

:?m, Type. o s:m s Commiisionsd Nighs ofWNowws

Personally Kaown OR Produced Identification

Type of identification produced A/f%“ e
My Commission Expires__ QW{ | 2—0 Q@Zi
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COPIES FURNISHED TO:

SUSAN PATSCHAK, CHIEF EXECUTIVE OFFICER
Florida Specialty Insurance Company

18 School Avenue, Suite 900

Sarasota, Florida 34237-6014

Email: spatschak@floridaspecialty.com

VIRGINIA CHRISTY, DIRECTOR
Property & Casualty Financial Oversight
200 East Gaines Street

Tallahassee, Florida 32399

Email: virginia.christy@floir.com

MATTHEW A. SIRMANS, ASSISTANT GENERAL COUNSEL
Florida Office of Insurance Regulation

200 East Gaines Street

Tallahassee, Florida 32399

Telephone: (850) 413-4292

Emgil: matt.sirmans@floir.com
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FINAL:
April 9, 2019

RENEWAL RIGHTS AGREEMENT
by and between
PEOPLE’S TRUST INSURANCE COMPANY
and
FLORIDA SPECIALTY MANAGING GENERAL AGENCY, LLC
Dated as of April 9, 2019
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Section 1.1

Section 2.1
Section 2.2
Section 2.3

Section 3.1
Section 3.2

Section 4.1
Section 4.2
Section 4.3
Section 4.4
Section 4.5
Section 4.6
Section 4.7
Section 4.8
Section 4.9
Section 4.10
Section 4.11
Section 4.12

Schedule I
Schedule 11
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RENEWAL RIGHTS AGREEMENT

This RENEWAL RIGHTS AGREEMENT (this “Agreement”), dated as of April 9, 2019
(the “Effective Date™), is made by and between People’s Trust Insurance Company, a stock
property and casualty insurance company domiciled in Florida (“PTIC”) and Florida Specialty
Managing General Agency, LLC, a Florida limited liability company (“Florida Specialty™.
Each of PTIC and Florida Specialty are sometimes collectively referred to herein as the “Parties”
and individually as a “Party.”

RECITALS

WHEREAS, Florida Specialty has issued the In-Force Policies (as defined herein) on
behalf of its affiliate, Florida Specialty Insurance Company (the “Company”™); and

WHEREAS, PTIC wishes to acquire and Florida Specialty desires to sell the Renewal
Rights (as defined herein) with respect to the In-Force Policies on the terms and subject the
conditions of this Agreement.

NOW THEREFORE, in consideration of the mutual covenants, conditions and an
exclusive agreements set forth herein and for other good and valuable consideration, the receipt
and sufficiency of which are hereby acknowledged, the Parties agree as follows:

ARTICLE 1

DEFINITIONS

Section 1.1  Definitions. For purposes of this Agreement, the following terms shall
have the respective meanings set forth below:

“Affiliate” means, with respect to any Person, any other Person that directly or indirectly,
through one or more intermediaries, controls, is controlled by, or is under common control with,
such Person. For purposes of this definition, “control,” when used with respect to any Person,
means the possession, directly or indirectly, of the power to direct or cause the direction of the
management and policies of such Person, whether through the ownership of voting securities, by
contract or otherwise; and the terms “controlling” and “controlled” have correlative meanings to
the foregoing. '

“Agreement” has the meaning set forth in the preamble hereto.

“Business” means the development, marketing, underwriting, issuance, sale,
administration, renewal, reinsurance or servicing of homeowners’ insurance policies on policy
form HO3 as currently or previously conducted by Florida Specialty and its Affiliates.

“Business Dav” means any day other than a Saturday, Sunday or other day on which
banking institutions in the State of Florida are required or authorized by Law or executive order to
be closed.

“Company” has the meaning set forth in the preamble hereto,
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“Confidential Information” has the meaning set forth in Section 4.2.

“Encumbrance” means any charge, claim, community property interest, condition,
sasernent, covenant, contract, agreement, understanding, commitment, warrant, demand,
encumbrance, cquitable interest, lien, mortgage, charge, option, purchase right, pledge, security
interest, right of first refusal, or other rights of third parties or restrictions of any kind, including
any restriction on use, voting, transfer, receipt of income or exercise of any other atiribute of
ownership.

“Florida Specialty” has the meaning set forth in the preamble hereto.

“Governmental Authority” means any federal, national, foreign, state, provincial,
municipal or local or any supra-national government, political subdivision, governmental,
legislative, judicial, repulatory or administrative authority, instrumentality, agency, body or
comunission, board, self-regulatory organization or any court, tribunal or judicial body of
competent jurisdiction or any arbitrator or arbitration panel.

“In-Force Policies” means the homeowners insurance policies written on policy form HO3,
issued by Florida Specialty covering properties located in the State of Florida and in effect on the
Effective Date.

“Law” means any federal, state, local or foreign law, statute, common law or any rule,
regulation, ordinance, license or permit of any Governmental Authority or any Order.

“Qrder” means any order, writ, judgment, injunction, decree, stipulation, determination or
award entered by or with any Governmental Authority.

“Person” means any individual, corporstion, partnership, association, limited lability
company, trust, estate, unincorporated organization, Governmental Authority or other entity orany
group comprised of two or more of the foregoing.

“PTIC” has the meaning set forth in the preamble hereto.

“Renewal Rights” means all of Florida Specialty’s and any of its Affiliate’s rights to offer,
guote and solicit the renewals of the In-Force Policies, including the rights 1o solicit replacement
insurance coverage upon expiration of the terms of such In-Force Policies.

ARTICLE 2

PURCHASE AND SALE OF RENEWAL RIGHTS

Section2.]  Purchase and Sale of Renewal Rights.

(a)  Promptly following the Effective Date, and subject to any approvals
required of applicable Governmental Authorities, (i) Florida Specialty shall commence sending
holders of In-Force Policies {the “Florida Specialty Policvholders™) as managing general agent of
the Company a written notice that such policy is not being renewed (the “Non-Renewal Notice™)
and (i1) PTIC shall send each holder of an In-Force Policy a written quote (the “Replacement
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Quote™) to issue a new policy upon the expiration of the In-Force Policy (the “Replacement
Policy™). This is subject to underwriting and inspection by PTIC. The form of the Non-Renewal
Notice and Replacement Quote shall be subject to the mutual agreement of the Parties and be
issued and sent concurrently, which agreement shall not be unreasonably conditioned, withheld
or delayed. Rates offered by PTIC for the Replacement Policy shall be based on PTIC’s current
rates.

(b)  For a period of two-years from the Effective Date, PTIC shall not provide
any information concerning the identity of the Florida Specialty Policyholders to any Person for
the purpose of allowing such Person to sell or solicit insurance from a Florida Specialty
Policyholder except as provided in Section 2.1(a) hereof.

Section2.2  Purchase Price. In consideration for the transfer and sale of the Renewal
Rights as provided in this Agreement, and subject to the conditions set forth herein, PTIC shall
pay Florida Specialty an amount equal to 2.75% of the eamed premium on all Replacement
Policies and excludes policy fees, surcharges and assessments (the “Purchase Price™). Within
fifteen (15) days following the end of each calendar quarter after the Effective Date, PTIC shall
(i) provide Florida Specialty a written report of all Replacement Policies written by PTIC during
the prior calendar quarter including the name of the insured and annualized earned premium and
(ii) pay Florida Specialty an amount equal to 2.75% on the earned premium on such
Replacement Policies in satisfaction of the Purchase Price. Florida Specialty will not reccive any
payments on any additional renewal terms on such Replacement Policies .

Section 2.3 Wire Transfer Instructions. The Purchase Price shall be paid by wire
transfer of immediately available funds to an account designated in writing by Florida Specialty.

ARTICLE 3

REPRESENTATIONS AND WARRANTIES

Section 3.1  Legal Canacity: Valid and Binding Obligation.

(a) Each Party hereby represents and warrants to each other Party solely as to
itself that: (i) it is duly organized, validly existing and in good standing under the Laws of its
jurisdiction of organization; (ii) it has the full power and authority under its organization
documents to execute this Agreement; (iii) it has made all filings and provided all notices and
has obtained all approval and consents required by Law or any Governmental Authority; (iv) the
execution and delivery of this Agreement by it and the performance its obligations hereunder
does not contravene, or constitute a breach of or default under any provision of applicable Law
or governmental rule, regulation or policy statement or of its certificate of incorporation or other
comparable organizational documents or any agreement, contract, Order or other instrument
binding upon it; (v) this Agreement is enforceable against it in accordance with its terms, except
that such enforcement may be subject to applicable bankruptey, insolvency or other similar laws,
now or hereafter in effect, affecting creditors rights generally, and the remedy of specific
enforcement and injunctive and other forms of equitable relief may be subject to equitable
defenses and to the discretion of the court before which any proceeding therefore may be
brought; and (vi) this Agreement has been duly executed and delivered on behalf of it.
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Section3.2 2 al Florida Specialty Repre,
Specialty represents and warrants to PTIC as follows

(a)  The true and correct list of the In-Force Policies as of February 28, 2019
along with details identifying such In-Force Policies (including a listing of the producer, the
named insured, the policy number, the effective date, the type of policy and the premium) will be
supplied to PTIC electronically.

(b) The true and correct list of the insurance agents, brokers and other
producers that produced the In-Force Business will be supplied to PTIC electronically.

ARTICLE 4

GENERAL PROVISIONS

Section 4.1  Fees and Expenses. Except as otherwise provided herein or therein, all
costs and expenses incurred in connection with this Agreement and the transactions
contemplated hereby and thereby shall be paid by the Person incurring such costs and expenses,

Section 4.2 urther A 5. Subject to the terms and conditions of this Agreement,
the Parties shall execute and dehver, or shall cause to be executed and delivered, such documents
and other papers and shall take, or shall cause to be taken, such further actions as may be
reasonably required to carry out the provisions of this Agreement and give effect to the
transactions contemplated hereby and thereby.

Section4.3  Notices. All nofices or other communications required or permitied to be
given hereunder shall be in writing and shall be delivered by hand, sent by facsimile or email,
and sent, postage prepaid, by U.S. registered, certified, or express mail, or reputable overnight
courier service, and shall be deemed given, if delivered by hand, when so delivered, or if sent by
facsimile or e-mail, when received, or if sent by mail, four (4) Business Days after mailing (two
{2) Business Days in the case of express mail), or if sent by overnight courier service, one (1)
Business Day after delivery to such service, as follows:

ifto PTIC, to:

People’s Trust Insurance Company

18 People’s Trust Way

Deerfield Beach, FL 33441

Email: Bfrankel@pti.insure

Attention: Mr. Brett Frankel, General Counsel

if to Florida Specialty, to:

Florida Specialty Managing General Agency, LLC
1 South School Ave., #900

Sarasota, FL. 34237

Email: spatschak@floridaspecialty.com
Attention: Ms. Susan J. Patschak, CEQO
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Any Party may change the address to which notices and other communications are to be
delivered or sent by giving the other Parties notice in the manner herein set forth.

Section4.4  Interpretation. When a reference is made in this Agreement to an Article,
a Section, a clause, an Exhibit or an Appendix, that reference is to an Article, a Section ora
clause of, or an Exhibit or an Appendix to, this Agreement unless otherwise indicated. The
headings contained in this Agreement are for reference purposes only and will not affect in any
way the meaning or interpretation of this Agreement. Whenever the words “include,” “includes”
or “including” are used in this Agreement, they will be deemed to be followed by the words
“without limitation,” whether or not they are in fact followed by those words or words of like
import. Whenever the singular is used herein, the same will include the plural, and whenever the
plural is used herein, the same will include the singular, where appropriate. All Exhibits and
Appendices annexed hereto or referred to herein are hereby incorporated in and made a part of
this Agreement as if set forth in full herein. Any capitalized term used in any Exhibit or
Appendix but not otherwise defined therein will have the meaning given to such term in this
Agreement. Any reference to “days” means calendar days unless Business Days are expressly
specified. If any action under this Agreement is required to be done or taken on a day that is not
a Business Day, then such action shall be required to be done or taken not on such day but on the
first succeeding Business Day thereafter. “Writing,” “written” and comparable terms refer to
printing, typing and other means of reproducing words (including electronic media) in a visible
form. References from or through any date mean, unless otherwise specified, from and including
or through and including, respectively. This Agreement is to be construed without regard to any
presumption or rule requiring construction or interpretation against the Party drafting or causing
any instrument to be drafted. References to any statute, listing rule, rule, standard, regulation or
other Law will be deemed to include a reference to the corresponding rules and regulations, if
any, and each of them as amended, modified, supplemented, consolidated, replaced or rewritten
from time to time. References to any section of any statute, listing rule, rule, standard, regulation
or other Law will be deemed to include any successor to such section. References to “$” or
“dollars” are references to United States dollars.

Section 4.5

(a)  The Parties acknowledge that this Agreement supersedes any prior
understandings or purported understandings (whether written or oral), and all prior agreements
between the Parties with respect to the subject matter hereof and thereof, and constitutes a
complete and exclusive statement of the terms of the agreement between the Parties with respect
to the subject matter hereof and thereof. This Agreement is the full and complete agreement
between them with respect to the subject matter of this Agreement and that there are no oral,
implied or prior written agreements or understandings except those specifically set forth herein.

(b)  This Agreement is for the sole benefit of the Parties to this Agreement and
their heirs, executors, administrators, successors and assigns and nothing in this Agreement,
express or implied, is intended to or shall confer upon any other Person any legal or equitable
right, benefit or remedy of any nature whatsoever under or by reason of this Agreement.

Section4.6  Governing Law. This Agreement shall be governed by, and construed and
interpreted in accordance with, the laws of the State of Florida (including its statutes of
limitations or repose) without giving effect to principles of conflicts of laws that would compel
the application of the laws of another jurisdiction.

S
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Section 4.7  Jurisdiction. Any suit, action or proceeding arising out of, in connection
with or in any way related to this Agreement shall be brought in a court of competent jurisdiction
sitting in Broward County, Florida, and each of the Parties hereby irrevocably consents and
submits to the exclusive jurisdiction of such courts (and of the appropriate appellate courts
therefrom) in any such suit, action or proceeding and irrevocably waives any objection that it
may now or hereafier have to the laying of the venue of any such suit, action or proceeding in
any such court or that any such suit, action or proceeding brought in any such court has been
brought in an inconvenient forum. Process in any such suit, action or proceeding may be served
on any Party anywhere in the world, whether within or without the jurisdiction of any such court.
Each Party irrevocably consents and agrees to service of process in the manner provided for
notices in Section 4.3 above, or in any other manner permitted by applicable Law.

Section4.8  Waiver of Jury Trial. EACH PARTY ACKNOWLEDGES AND
AGREES THAT ANY CONTROVERSY WHICH MAY ARISE UNDER THIS AGREEMENT
IS LIKELY TO INVOLVE COMPLICATED AND DIFFICULT ISSUES AND, THEREFORE,
EACH SUCH PARTY HEREBY IRREVOCABLY AND UNCONDITIONALLY WAIVES
ANY RIGHT SUCH PARTY MAY HAVE TO A TRIAL BY JURY IN RESPECT OF ANY
ACTION OR LITIGATION DIRECTLY OR INDIRECTLY ARISING OUT OF, IN
CONNECTION WITH OR IN ANY WAY RELATED TO THIS AGREEMENT OR THE
TRANSACTIONS CONTEMPLATED BY THIS AGREEMENT.

Section 4.9  Assicnment. Neither this Agreement nor any of the rights, interests or
obligations under this Agreement shall be assigned, in whole or in part, by operation of Law or
otherwise by any Party without the prior written consent of the other Party, and any such
assignment that is not consented to shall be null and void. No assignment by any Party shall
relieve such Party of any of its obligations hereunder. Subject to the foregoing, this Agreement
shall be binding upon, inure to the benefit of, and be enforceable by, the Parties and their
respective heirs, executors, administrators, successors and assigns.

Section 4.10  Severability; Amendment and Waiver.

(@)  Whenever possible, each provision or portion of any provision of this
Agreement shall be interpreted in such manner as to be effective and valid under applicable Law,
but if any provision or portion of any provision of this Agreement is held to be invalid, illegal or
unenforceable in any respect under any applicable Law or rule in any jurisdiction, such
invalidity, illegality or unenforceability shall not affect any other provision or portion of any
provision in such jurisdiction, and this Agreement shall be reformed, construed and enforced in
such jurisdiction as if such invalid, illegal or unenforceable provision or portion of any provision
had never been contained herein.

(b)  This Agreement may be amended only by a written instrument signed by
each of the Parties. The terms of this Agreement may be waived only by the Party waiving
compliance.

() No delay on the part of any Party in exercising any right, power or
privilege hereunder shall operate as a waiver thereof, nor shall any waiver on the part of any
Party of any right, power or privilege, nor any single or partial exercise of any such right, power
or privilege, preclude any further exercise thereof or the exercise of any other such right, power
or privilege.
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Section4.11  Survival of Certain Claims. Representations and Warranties. The
representations, warranties, covenants and agreements contained in this Agreement shall survive

the execution of this Agreement; provided that if a representation, warranty, covenant, provision
or agreement has a survival date specified in this Agreement, such date shall not be modified as a
result of this Section 4.11.

Section 4.12 Counterparts. This Agreement may be executed in one or more
counterparts and when executed will be deemed to be an original but all of which taken together
will constitute one and the same agreement. Delivery of an executed counterpart of a signature
page to this Agreement by facsimile or other means of electronic transmission shall be as
effective as delivery of a manually executed counterpart of any such agreement.

{Remainder of this page intentionally left blank]
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IN WITNESS WHEREOF, the Parties have caused this Agreement to be signed by their
duly authorized officers or signatories, all as of the date first written above.
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PEOPLE’S TRUST INSURANCE COMPANY

By m/’/%

Name: 7348} 2CAs HEL
Title: Coo

FLORIDA SPECIALTY MANAGING
GENERAL AGENCY, LLC
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From: "Murphy, Susanne" <Susanne.Murphy@floir.com>

Date: Tuesday, April 9, 2019 at 9:16 PM

To: Susan Patschak <spatschak@floridaspecialty.com>, Thomas Mayberry
<thomasmavberry@ewmgrouppo.com>

Cc: "Christy, Virginia" <Virginia.Christy@floir.com>

Subject: RE: Renewal Rights Agreement

Susan. | understand that you are anxious to address the issues facing Florida Specialty. However, as we
discussed several times before, we need a comprehensive solution that addresses all of the business of
the company and its attendant liabilities. We will review this agreement in the context of the larger
objective to determine if it is in the best interests of policyholders. The agreement requires approval by
the Office under the terms of the Order for Administrative Supervision.

Susanne K. Murphy

Deputy Commissioner

Property and Casualty

Florida Office of Insurance Regulation
{850} 413-5083 (office)

{850) 567-5656 {cell)

susannesurphy@flolicom

From: Susan Patschak <spatschak@Horidaspeclaltv.conp
Sent: Tuesday, April 9, 2019 6:03 PM
To: Murphy, Susanne <Susanne. Murphy@foircom>

Cc: Thomas Mayberry <thomasmavberny@ewimerounne.coms

Subject: FW: Renewal Rights Agreement

Susanne.

Please find attached the fully executed contract for the renewal rights agreement between People’s
Trust and Florida Specialty.

Thanks,

Susan

Susan J. Patschak

Chief Executive Officer

Florida Specialty Insurance Company
1S. School Ave., Suite 900

Sarasota, FL 34237
Spatschak@loridaspeciaitv.com

{W) (941} 210-5671

(M) (941) 323-6818




From: Tom Gallagher <tgallagher@ptiinsure>

Date: Tuesday, April 9, 2019 at 4:59 PM

To: Susan Patschak <spatschak@floridaspecialtv.com>

Cc: Kevin Walton <KWalton@pti.insure>, Brett Franke! <bfrankel@pti.insure>, George De Heer
<gdeheer@pti.insure>, George Schaeffer <georges@ptiinsure>, Michael Simhai
<msimhai@ptiinsure>, Caitlin Scheinblum <g¢scheinblum@ptiinsure>

Subject: Renewal Rights Agreement

Susan,

Attached is the signed final agreement. Thank you for allowing us to work with you on this
transfer. We look forward to making this as smooth as possible for all concerned.

Kindest regards,

Jom

Tom Gallagher
Chief Operating Officer

Direct: 561-417-1101
Cell:  850-212-0000

18 People's Trust Way | Deerfield Beach, FL 33441-6270
Peoples Trustinsurance.com

People’sTrust
insurancs Shmpany

Better Prepared Simplifisd Rocovery
Somply » Better Way

This communication, including attachments, is confidential, may be subject to legal privileges, and is intended for the sole use of the
addressee. Any use, duplication, disclosure or dissemination of this communication, other than by the addressee, is prohibited. If you have
received this communication in error, please naotify the sender immediately and delete or destroy this communication and all copies.

This e-mail contains information intended only for use of the addressee(s) named above. If you are not
the intended recipient of this e-mail, or an authorized employee or agent responsible for delivering it to
the intended recipient, you are hereby notified that any dissemination or copying of this e-mail is strictly
prohibited. If you have received this e-mail in error, please notify us by reply e-mail and delete this e-



mail from your records. Thank you for your cooperation. Disclaimer regarding Uniform Electronic
Transactions Act {“UETA”) (Florida Statutes Section 668.50): If this communication concerns negotiation
of a contract or agreement, UETA does not apply to this communication; contract formation in this
matter shall only occur with manually-affixed original signatures on original documents.

This e-mail contains information intended only for use of the addressee(s) named above. If you
are not the intended recipient of this e-mail, or an authorized employee or agent responsible for
delivering it to the intended recipient, you are hereby notified that any dissemination or copying
of this e-mail is strictly prohibited. If you have received this e-mail in error, please notify us by
reply e-mail and delete this e-mail from your records. Thank you for your cooperation.
Disclaimer regarding Uniform Electronic Transactions Act (“UETA”) (Florida Statutes Section
668.50): If this communication concerns negotiation of a contract or agreement, UETA does not
apply to this communication; contract formation in this matter shall only occur with manually-
affixed original signatures on original documents.



EXHIBIT 11



From: Murphy, Susanne <Susanne.Murphy®floir.com>

Sent: Tuesday, September 17, 2019 10:07 PM
To: Susan Patschak

Ce: Thomas Mayberry; Levine, A, Kenneth
Subject: Approvals

I have been provided with a notice that was sent to all of Florida Specialty’s agents notifying them that all
policies issued by the Company will be non renewed 120 days prior to policy expiration. No approval of these

notices was sought or received prior to their issuance.

Since Florida Specialty continues to operate under the Administrative Supervision of the Office of Insurance
Regulation, any notices such as this one, which affect all of the policies of the Company, must be submitted to
the OIR for prior approval. To be crystal clear, no communication to agents or policyholders regarding the
status of the Company or its policies may be issued unless approved by the OIR.

Operate under the assumption that any action you contemplate of any nature must be approved by the OIR.

Please let me know if you have any questions.

Get Qutlook for 108




EXHIBIT 12



Filing # 96482950 E-Filed 09/30/2019 01:28:28 PM

2019 CA 002328

CONSENT TO ORDER OF RECEIVERSHIP

IT IS HEREBY agreed as follows:

L. FLORIDA SPECIALTY INSURANCE COMPANY (herein “Respondent™) is a
Florida corporation and is a domestic insurer authorized to transact insurance buéiness in the
State of Florida.

2. Pursuant to Sections 631.051(11) and 631.061 (on grounds of consent), Florida
Statutes, Respondent consents, through a majority of its directors by written consent below, to
the entry of an Order of Rehabilitation or Liquidation, appointing the Department of Financial
Services (herein, the “DFS8”) as Receiver for purposes of Rehabilitation or Liquidation.

3. Respondent agrees not to contest the initiation of delinquency proceedings by the
DFS in the Circuit Court of the Second Judicial Circuit, in and for Leon County, Florida.
Respondent agrees further that no hearing need be held on the DFS’ petition for an order

appointing the DFS as Receiver.

Datedthis /% dayof ) &P 7E p Aid 2019,

{Corporate Seal)



Directors of Florida Specialty Insurance Company

Titler G o

State of . . QO V’lﬁi a —

County of _ éﬁli‘fﬁéﬁ e O
The foregoing instrument was acknowledged before me this |2 day affaﬁg‘-*‘f@f;%&mg,

, LT »
v Vireent Rowland = Director
{name of person) {type of authority ..... ¢.g. officer. trustes altorney in fact)
or Flonda Speciodty Tnsurance Compam\{

0

{company name)
*ﬂ—‘mw&‘ = 2 ~f ’i

ol b % \
¥ 3::}“"9, §“\~ . ,}“\‘*’ ’

% BARBARA RICHMOND {Signature m{@ L

% ‘%#‘: MY COMMISSION # GGO74458 -

“HSd#  EXPIRES Februery 20, 2021 ?EE R . A

o by 8 i (L‘/lmon
{Print, Type or Stamp Commissioned Name of Notary)

e -
et R ETwcth 0t ) SN

Personally Known__ i/
NIA

Type of Identification Produced

3



Directors of Florida Specialty Insurance Company

iy

St

By:

Print Name: ”}gi@u I ?ﬁq‘f&{ AAJ

Title: . ¢

Date:

State of Ij Lo yidda

County of ___S0arnecda.

The foregoing instrument was acknowledged before me this 12_ day of ¢ gf{ﬂ&@ﬁl9,

by Sucan FodechaKs  Direstsr

{name of person) (eype of authority ... e.g, officer, trustee ttomey in fact)

for Flovida Soeci gty Frnsuoanee Compah\—[

{corpany numd:

4. BARBARA RICHMOND
e gh MY COMMISSION # GG074458
*fa@,ﬁ" EXPIRES February 20, 2021

v

i,

(Print, Type or Stamp Commissioned Name of Notary)

Personally Known ‘{  OR-Producedldentificarion

Type of Identification Produced  a//4






