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P.O. Box 48957, Sarasota, FL 34230-5957
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VIA E-MAIL

FWCJUA AUDIT COMMITTEE BULLETIN 07-07

TO: Florida Workers’ Compensation Joint Underwriting Association, Inc. Audit Committee
FROM: Laura S. Torrence, Executive Director

DATE: November 27, 2007

RE: NOVEMBER 30, 2007 AUDIT COMMITTEE TELECONFERENCE MEETING AGENDA

Enclosed for your review is the agenda for the FWCJUA Audit Committee teleconference meeting scheduled
for Friday, November 30, 2007 at 1:00 p.m. (Eastern Time). An operator will dial out to the following parties:

Fred Bennett 803-470-5009
Bob Milligan 850-413-5980
Beth Vecchioli 850-224-1585
Jim Watford 850-413-5368
Andy Gray 850-521-3161

All other parties please contact Kathy Coyne at (941) 378-7408, to participate in the teleconference. Should
you have any questions concerning the teleconference call, or the agenda, please do not hesitate to contact
me.

c: FWCJUA Board of Governors
Tom Maida, General Counsel
Jim Watford, Florida Office of Insurance Regulation
FWCJUA Interested Parties

BOARD OF GOVERNORS: Charlie Clary, Chair; Fred Bennett, Dan Dannenhauer, Rick Hodges,
Bob Milligan, Claude Revels, Brett Stiegel, Beth Vecchioli, James Ward



VI.

VIL.

VIII.

XI.

AGENDA FOR THE MEETING OF THE AUDIT COMMITTEE OF THE
FLORIDA WORKERS' COMPENSATION JOINT UNDERWRITING ASSOCIATION, INC.
TO BE HELD ON FRIDAY, NOVEMBER 30, 2007 AT 1:00 P.M. VIA TELECONFERENCE

CALL TO ORDER AND OPENING REMARKS
ANTI-TRUST PREAMBLE (Attachment A)

REVIEW OF AUDIT COMMITTEE DUTIES (Attachment B)
e Audit Committee Charter

ETHICS & SUNSHINE MATTERS
e Code of Conduct (Attachment C)
e Conflict of Interest Policy (Attachment D)

2006 MARKET CONDUCT EXAM (Attachment E)

DRAFT JUNE 30, 2007 FINANCIAL AUDIT (Attachment F)

FEDERAL INCOME TAX EXEMPTION FILING UPDATE (Attachment G)

PROCUREMENT (Attachment H)

e Auditor Appointment Process

AUDIT COMMITTEE CHARTER PROCEDURES CHECKLIST (Attachment I)
GENERAL ANNOUNCEMENTS

ADJOURNMENT AND CLOSING REMARKS
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NOVEMBER 30, 2007 FWCJUA AUDIT COMMITTEE MEETING AGENDA ATTACHMENT A

ANTI-TRUST PREAMBLE

We are here to discuss and act on matters relating to the business of the Florida Workers’ Compensation
Joint Underwriting Association (FWCJUA) and not to discuss or pursue the business interests of our
individual funds or companies.

We should proceed with caution and alertness towards the requirements and prohibitions of federal and state
anti-trust laws.

We should not engage in discussions — either at this meeting or in private conversations — of our individual
fund’s or companies’ plans or contemplated activities. We should concern ourselves only with the business
of the Florida Workers’ Compensation Joint Underwriting Association as set forth in the agenda for this
meeting.

Only FWCJUA market matters may be discussed at the meeting and each fund’s or company’s voluntary
market plans cannot be discussed.
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NOVEMBER 30, 2007 FWCJUA AUDIT COMMITTEE MEETING AGENDA ATTACHMENT B

REVIEW OF AUDIT COMMITTEE DUTIES

Section 8B. of the FWCJUA’s Seventh Amended Bylaws provides that the Audit Committee shall have the
following duties:

1.

6.

7.

To recommend to the Board for its approval the appointment of a firm of independent certified public
accountants (the "Auditors") to audit the accounts of the FWCJUA for the financial years in respect of
which such appointment is made;

To make, or cause to be made by the Auditors, such examinations or audits of the affairs and
operations of the FWCJUA, of such scope, with such objects, and at such times or intervals as the
committee may determine in its discretion or as may be ordered by the Board;

To submit to the Board as soon as may be convenient following the conclusion of each examination
or audit made by or at the discretion of the committee, a written report thereon;

To review matters associated with internal control;

To discharge its duties and responsibilities in accordance with the Audit Committee Charter, as
adopted and from time to time amended by the Board;

To provide oversight of the FWCJUA's cooperation and communications with the Auditor General.

To perform such other functions as may be reasonably related to the foregoing duties.

Attached for the Committee’s perusal is the Audit Committee Charter as well as a new member orientation.

No Committee action is required on this agenda item.
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FWCJUA AUDIT COMMITTEE NEW MEMBER ORIENTATION

FWCJUA AUDIT HISTORY (Note: The firm which completes the audit has also traditionally completed
and filed the FWCJUA's federal income tax return.)

Arthur Anderson — 1994

e 7 service providers

Ungqualified ‘clean’ opinion

Audit adjustments necessary, resulted in restatement of annual statement

Internal control issues mentioned however by mid-1995 those issues had already been addressed

Ernst & Young — 1995

e 7 service providers

¢ Unqualified ‘clean’ opinion

e Audit adjustments necessary, resulted in restatement of the annual statement

e Internal control issues mentioned however with internalization of the accounting function those
issues were addressed

Ernst & Young — 1996

e Unqualified ‘clean’ opinion

e 1 service provider

e 1 recorded audit adjustment regarding federal income taxes and several minor unrecorded audit
adjustments from past years

¢ No internal control issues

Ernst & Young — 1997, 1998, 1999, 2000

e Unqualified ‘clean’ opinion

e 1 service provider

e No audit adjustments — recorded or unrecorded
¢ No internal control issues

Thomas Howell Ferguson — 2001, 2002, 2003, 2004, 2005, 2006
Unqualified ‘clean’ opinion

e 1 service provider

e No audit adjustments — recorded or unrecorded

¢ No internal control issues

Thomas Howell Ferguson — 2007

FWCJUA APPROXIMATE ANNUAL AUDIT TIMELINE

November — December:
e Review of Internal Controls both at FWCJUA Office and Travelers
« Initial Review using 3" Quarter Statement

February — March:
e Onsite at FWCJUA office for further testing
¢ Review and testing of Annual Statement

April 1:

e Audit completed and finalized (Note: Over the past few years, the audit has been expedited for
delivery on March 1* to be available during the legislative session. Also during 2007, there was a
6/30 audit completed as a byproduct of legislation which may alter this year end’s timeline.)

SARBANES - OXLEY

In response to Sarbanes-Oxley, Thomas Howell Ferguson advised the audit committee to adopt a
charter and to implement a code of conduct. The Charter was adopted by the Board at its December
2002 meeting and the charter procedures checklist and code of conduct were implemented in May of
2003. The checklist was implemented to ensure that the Audit Committee was meeting regularly and
accomplishing their duties and responsibilities.

As the original code of conduct was developed within the Audit Committee, the changes necessary to the
code of conduct as a result of 2007 legislation will be reviewed first by the audit committee and then
taken to the board to approval and implementation.
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NOVEMBER 30, 2007 FWCJUA AUDIT COMMITTEE MEETING AGENDA ATTACHMENT C

ETHICS & SUNSHINE MATTERS

Code of Conduct

The Committee shall consider revisions to the FWCJUA’s Code of Business Conduct and Ethics policy that
incorporate provisions of Senate Bill 1894 which became law effective July 1, 2007.

Attached for the Committee’s review are copies of the proposed revised policy and Senate Bill 1894.
Further, for background discussion purposes, also attached is a 2005 directive received from OIR’s
Commissioner McCarty which relates to this general matter.

The Committee shall formulate its recommendation to the Board for revisions to the FWCJUA’s Code of
Business Conduct and Ethics policy.

Page 5 of 216



EFFECTIVE Jui-1;
2003

FLORIDA WORKERS COMPENSATION JOINT
UNDERWRITING ASSOCIATION, INC.

CODE OF BUSINESS CONDUCT AND ETHICS
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FWCJUA Code of Business Conduct and Ethics

INTRODUCTION

This Code of Business Conduct and Ethics was developed by the Audit Committee of the Florida
Workers’ Compensation Joint Underwriting Association, Inc. (the “FWCJUA”) and approved by
the Board of Governors to provide guidance for all Board Members and Employees of the
FWCJUA. All FWCJUA personnel are expected to maintain high ethical standards of conduct
and to comply fully with applicable laws and governmental regulations. Each Employee and
Board Member should read this document carefully with a commitment to uphold these
standards. All Employees and Board Members will receive or be provided with a copy of this
Code and should read, understand and comply with this Code in all of the FWCJUA’s
operations.

Day-to-day observance of this Code will create an attractive, healthy working environment for
all Employees consistent with the FWCJUA’s core values, and further project a positive image
of the FWCJUA to consumers, suppliers and the public at large.

This Code is not an employment contract. By issuing this Code, the FWCJUA has not created
any contractual rights.

This Code is in addition to other detailed policies that the FWCJUA may adopt from time to
time. All Employees and Board Members should read, understand and comply with any
applicable detailed policies.

INTERPRETATION

References herein to the “FWCJUA” mean the Florida Workers’ Compensation Joint
Underwriting Association, Inc.; “Senior Management” means the Executive Director and the
other Officers and Senior Managers as defined in the Plan of Operation; “Employees” means all
employees of the FWCJUA, including, without limitation, theExecutive-Birectormembers of
Senior Management; and “Board Member” means a member of the Board of Governors of the
FWCJUA.

The FWCJUA'’s Board of Governors is responsible for setting the standards of business conduct
contained in this Code and updating these standards as it deems appropriate to reflect changes in
the legal and regulatory framework applicable to the FWCJUA, the business practices within the
FWCJUA'’s industry, the FWCJUA’s own business practices, and the prevailing ethical
standards of the communities in which the FWCJUA operates. Questions concerning specific
application of this Code should be referred to your supervisor or the Executive Director.

While this Code deals with major areas of concern, it cannot cover every situation which may
arise. Employees and Board Members are expected to exercise their own best judgment and
discretion within the parameters of this Code, keeping in mind the high standards to which the
FWCJUA is committed.

-1-
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FWCJUA Code of Business Conduct and Ethics

REPORTING VIOLATIONS AND ENSURING COMPLIANCE

Except as otherwise explicitly provided in this Code, if any Employee believes that this Code has
been violated or the FWCJUA has or is about to violate a law or regulation, or an Employee
believes that he or she is being asked to violate this Code or a law or regulation in the
performance of duties for the FWCJUA, the matter should be promptly reported to the
Employee’s supervisor or Executive Director. If for any reason the Employee is uncomfortable
reporting such matter to his or her supervisor or the Executive Director, then the matters should
be promptly reported to the Chairman of the Audit Committee, who will respond as promptly
and discreetly as practicable with an appropriate investigation.

Except as otherwise explicitly provided in this Code, if any Board Member believes that this
Code has been violated or the FWCJUA has or is about to violate a law or regulation, or a Board
Member believes that he or she is being asked to violate this Code or a law or regulation in the
performance of duties for the FWCJUA, the matter should be promptly reported to the Chairman
of the Audit Committee.

Violations of the FWCJUA’s anti-harassment policy shall be reported as provided for in this
Code under the “General Anti-Harassment Policy” section.

Every Employee and Board Member shall cooperate in assuring that any violation of this Code is
brought to the attention of the appropriate person. The FWCJUA will take appropriate steps to
maintain the confidentiality of the reporting Employee’s or Board Member’s identity, to the
extent that it can do so consistent with applicable law and the FWCJUA’s obligations to
investigate and remedy the matter and, if appropriate, to report the matter to government
officials. To the extent permitted by applicable law, Employees may report violations of this
Code on an anonymous basis.

No retribution will be taken against an Employee or Board Member for reporting, in good faith, a
violation or suspected violation, and any supervisor intimidating or imposing sanctions on any
Employee or Board Member for reporting a matter in good faith will be disciplined.

Based on the degree of responsibility of the Employee involved, compliance with this Code will
be included in the Employee’s performance review.

The Audit Committee of the FWCJUA'’s Board of Governors is responsible for overseeing the
interpretation and enforcement of this Code. Subject to the Audit Committee’s ultimate
authority: (i) the Executive Director will be responsible for monitoring the enforcement of this
Code as it pertains to Employees at their location and (ii) the Audit Committee will be
responsible for monitoring (a) enforcement of this Code and these procedures as they pertain to
the FWCJUA'’s Board Members and Executive Director, and (b) the steps taken by the Executive
Director with respect to the enforcement of this Code. If any questions regarding possible
breaches or violations of this Code are not resolvable by the Audit Committee, such questions
shall be referred to the General Counsel for legal guidance in resolving the possible breach or
violation.

-2-
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FWCJUA Code of Business Conduct and Ethics

Upon request by the Board of Governors or promptly after an issue is raised that might constitute
a breach of, or require a waiver of or change in this Code, the Executive Director or General
Counsel will report to the Audit Committee concerning compliance with this Code and any
breaches or violations or other ethical issues which may have occurred or been presented. The
Audit Committee shall consider all issues brought before it. In instances where breaches or
violations of this Code or other ethical issues may have been identified, the Executive Director or
General Counsel may make such recommendation as may be appropriate to prevent a recurrence.
The ultimate decision with respect to any such action will, however, be made by the Audit
Committee.

Only the Audit Committee may waive provisions of this Code with respect to Board Members
and executive—efficersmembers of Senior Management of the FWCJUA, and only the Audit

Committee may change any provision of this Code; provided, however, that no provision of this
Code may be waived to the extent that the provision is otherwise imposed by applicable law or
regulation.

Anln_addition to the penalties otherwise provided by applicable laws and regulations, an
Employee or Board Member found to have violated this Code will be subject to appropriate

disciplinary action, ranging from warnings to possible termination or removal.

Nothing in this Code should be interpreted or construed as limiting the ability of an Employee or
Board Member to report violations of applicable laws or regulations to the Commission on
Ethics, Office of Insurance Regulation, Department of Financial Services, or other appropriate
regulatory authority where such reporting is otherwise required or permitted by law or
regulation.

COMPLIANCE WITH LAWS AND REGULATIONS GENERALLY

The FWCJUA insists that its business be conducted in compliance in all material respects with
all applicable laws and regulations.

Effective July 1, 2007, Board Members and members of Senior Management are subject to the
following provisions of the state Code of Ethics for Public Officers and Employees:

. Section 112.313, standards of conduct.

. Section 112.3135, restrictions on employment of relatives.
. Section 112.3143, voting conflicts.

. Section 112.3145, disclosure of financial interests.

. Section 112.316, construction of code of ethics.

. Section 112.317, penalties.

-3-
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FWCJUA Code of Business Conduct and Ethics

Any illegal action will be dealt with swiftly and violations will be reported to the proper
authorities. Failure to obey fully all laws and regulations violates this Code and may expose both
the FWCJUA and responsible Employees or Board Members to criminal or civil prosecution.

If an Employee or a Board Member has any questions on specific laws, regulations or other legal
issues, he or she should contact the FWCJUA’s General Counsel.

FAIR DEALINGS WITH OTHERS

Each Employee and Board Member of the FWCJUA should endeavor to deal fairly with the
FWCJUA’s customers, suppliers, external advisers and employees. None should take unfair
advantage of anyone through manipulation, concealment, abuse of privileged information,
misrepresentation of material facts or any other unfair-dealing practice.

CORPORATE OPPORTUNITIES-AND-CONFHICTS OFINTFEREST

Employees and Board Members owe the FWCJUA a duty to advance the interests of the
FWCJUA and its policyholders when the opportunity to do so arises. As a result, Employees and
Board Members are prohibited from taking personal advantage of certain business opportunities
in which the FWCJUA may be interested. This so-called “corporate opportunity doctrine” is
complicated and it is not possible to clearly define all of the business opportunities which belong
or could be of interest to the FWCJUA and what business opportunities may be taken advantage
of personally by Employees or Board Members. The most common types of situations falling
within this corporate opportunity doctrine prohibit Employees and Board Members from: (i)
personally taking advantage of any business opportunity that typically would be pursued by, or
would be of interest to, the FWCJUA; (ii) personally taking advantage of any other business
opportunity that the FWCJUA may want to take advantage of if the opportunity is discovered
using FWCJUA property, business contacts or information, or that the Employee becomes aware
of because he or she works for the FWCJUA (or that a Board Member becomes aware of in his
or her capacity as a director of the FWCJUA); or (iii) disadvantaging the FWCJUA. If an
Employee or Board Member has any question regarding whether this corporate opportunity
doctrine applies to any potential business opportunity, he or she should consult with the
FWCJUA'’s General Counsel.

CONFLICTS OF INTEREST

Although Employees are free to participate in outside activities, it is important that Employees
not engage in any activity that is (or could appear to be) a conflict between their own personal or
business interests and the FWCJUA'’s best interests. Examples of conflicts of interest include:

° Being a consultant to, or a director, officer or employee of, or otherwise operating an
outside business:

° that supplies products or services to the FWCJUA; or
-4-
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FWCJUA Code of Business Conduct and Ethics

° that purchases products or services from the FWCJUA.

° Having any financial interest, including stock ownership, in any such outside
business that might create or give the appearance of a conflict of interest.

° Seeking or accepting any personal loan or services from any such outside business,
except from financial institutions or service providers offering similar loans or
services to third parties under similar terms in the ordinary course of their respective
businesses.

° Being a consultant to, or a director, officer or employee of, or otherwise operating an
outside business if the demands of the outside business would interfere with the
Employee’s responsibilities with the FWCJUA, without the express written
permission of the Chair of the Board.

° Accepting any personal loan or guarantee of obligations from the FWCJUA
° Using the FWCJUA’s property, information or position for personal gain.

Actual or potentially conflicting interests (including but not limited to any material transaction or
relationship that reasonably could be expected to give rise to a conflicting interest) must be
reported to the Executive Director or the Audit Committee.

A Board Member or member of Senior Management may not, on behalf of the FWCJUA,
purchase or lease property, goods, or services from an entity in which the Board Member or
member of Senior Management (or his or her spouse or child) owns more than a 5% interest. In
addition, a Board Member or member of Senior Management, acting in a private capacity, may
not sell or lease property, goods, or services to the FWCJUA.

A Board Member or member of Senior Management may not have any employment or
contractual relationship with a business entity that does business with the FWCJUA, and may not
have any employment or contractual relationship that creates a continuing or frequently recurring
conflict between the Board Member’s or member of Senior Management’s private interests and
public duties that would impede the full and faithful discharge of the Board Member’s or
member of Senior Management’s public duties.

These prohibitions do not apply in the following situations:
° When the business is rotated among all qualified suppliers
d When the business is awarded by competitive bid and the person did not attempt to

influence the outcome. In this case the person must file with the Commission on
Ethics a disclosure of the interest before the bid is submitted. Commission on Ethics

Form 3A is used for this disclosure

hd When the transaction is for legal advertising, utility services, or passage on a
common carrier.

d When an emergency purchase is necessary for the public health, safety, or welfare.

-5-
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FWCJUA Code of Business Conduct and Ethics

g When the business entity is the only source of the property, goods, or services. In this

case the person must file with the Commission on Ethics a disclosure of his or _her
interest. Commission on Ethics Form 4A is used for this disclosure.

hd When the aggregate of the transactions does not exceed $500 in a calendar year.

hd When the business is the deposit of FWCJUA funds in a bank in which the Board
Member or member of Senior Management is an officer, director, or stockholder,
provided that there is a record showing that the FWCJUA has determined that the

Board Member or member of Senior Management did not favor his or her bank over
other banks.

° When the person purchases goods or services in a private capacity on terms available
to similarly situated members of the public.

An FWCJUA-specific prohibition restricts the ability of certain persons to serve on the Board.
An _employee, officer, owner, or director of an insurance agency, insurer, or other insurance
entity cannot be a Board Member if the insurance agency, insurer, or other insurance entity or an
affiliate provides policy issuance, policy administration, underwriting, claims handling, or
payroll audit services to the FWCJUA.

All Employees and prospective Employees must file a signed statement with the FWCJUA
attesting that the Employee or prospective Employee does not have a conflict of interest as
defined by law. Employees must file the statement annually on or before July 1, and prospective
Employees must file the statement before beginning employment. “Conflict of interest” is
defined as “a situation in which in which regard for a private interest tends to lead to disregard of
a public duty or interest.”

MISUSE OF PUBLIC POSITION

A Board Member or member of Senior Management may not “corruptly use or attempt to use”

his or her official position or resources to secure a special privilege or benefit for himself or
herself or for others.

A Board Member, member of Senior Management or a former Board Member or member of
Senior Management may not disclose or use information obtained by virtue of his or her official
position and unavailable to the general public for his or her personal gain or benefit or for the
gain or benefit of another. This prohibition does not apply to information relating exclusively to
governmental practices.

POST-SERVICE RESTRICTION

A former Board Member may not represent a person for compensation before the Board for a
period of two years following vacation of office.
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FWCJUA Code of Business Conduct and Ethics

A former member of Senior Management may not represent a person for compensation before
the FWCJUA for a period of two years following vacation of position.

VOTING CONFLICTS

A Board Member may not participate in or vote on a matter if the Board Member’s insurance
agency, insurance company, or other insurance entity would obtain a special or unigue benefit
that would not apply to other similarly situated insurance entities.

In addition to this FWCJUA-specific prohibition, the state Code of Ethics for Public Officers and

Employees provides other limitations on the ability of Board Members to vote on or participate
in certain matters.

Except as provided above, a Board Member is not prohibited from voting on any measure, but
when the measure would inure to the “special private gain or loss” of the Board Member or a
relative (parent, child, spouse, sibling, or in-law) of the Board Member, a business associate of
the Board Member, or a principal who has retained the Board Member, the voting conflict must
be disclosed by filing a disclosure with the person responsible for the minutes of the meeting
within 15 days after the vote. Commission on Ethics Form 8A is used for this disclosure. The
disclosure must be incorporated into the minutes of the meeting.

A Board Member may not participate in a matter that would inure to the “special private gain or
loss” of the Board Member or a relative (parent, child, spouse, sibling, or in-law) of the Board
Member, a business associate of the Board Member, or a principal who has retained the Board
Member, unless the Board Member files advance notice of the conflict with the person
responsible for the minutes of the meeting. Commission on Ethics Form 8B is used for this
disclosure. The disclosure must be incorporated into the minutes of the meeting. In some
circumstances, the disclosure may instead be made orally at the meeting.

There are no hard and fast rules for determining whether a decision inures to a person’s “special
private gain or loss,” but the Commission on Ethics has developed guidelines. In general, an
action creates a special private gain or loss if it has a greater impact on the Board Member (or the

Board Member’s relative, business associate, or principal) than on other similarly situated
persons. The Commission on Ethics has applied several tests:

° Remote and speculative. A special private gain or loss is deemed not to exist if there
was uncertainty at the time of the vote as to whether there would be any gain or loss
to the public officer.

° Size of class. Where the class of persons potentially affected is large, special private
gain or loss exists only if there are circumstances unigue to the officer under which
he or she stands to gain or lose more than other members of the class, but when the
class is small, special gain or loss is more likely to be found. Where the officer’s
interest involves less than 1% of the class, the impact is deemed to be general rather
than special.

-7-
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FWCJUA Code of Business Conduct and Ethics

g Preliminary or procedural motions. There is no special private gain or loss involved
in preliminary or procedural motions.

For purposes of the restrictions on participation, the term “participation” is defined to include
any attempt to influence a decision by oral or written communication, made either by the Board
Member or by another at the direction of the Board Member.

EINANCIAL DISCLOSURES

Board Members and members of Senior Management must file the statement of financial
interests required by section 112.3145, Florida Statutes (Commission on Ethics Form 1), no later
than July 1 of each year. Disclosure of financial interests under section 112.3145 is not as

extensive and specific as the disclosures required of elected officials and certain other persons
under Article 11, Section 8 of the Florida Constitution.

Form 1 must be filed both with the Commission on Ethics and with the Office of Insurance
Regulation.

Board Members and members of Senior Management must file a final statement (Commission
on Ethics Form 1F) within 60 days after leaving office or employment.

Newly employed members of Senior Management and newly appointed Board Members must
file Form 1 within 30 days after the beginning of employment or the date of appointment.

NEPOTISM

Except in the case of emergencies, a Board Member or member of Senior Management may not
appoint, employ, promote, or advance a relative in or to a position in the FWCJUA, and may not
advocate the appointment, employment, promotion, or advancement of a relative in or to a
position in the FWCJUA.

For purposes of this prohibition, “relative” includes parents, children, siblings, spouses, in-laws,
aunts, uncles, nieces, nephews, first cousins, step-parents, step-children, step-siblings, and half-
siblings.

USE OF FWCJUA PROPERTY

Use of FWCJUA property or services for personal benefit is prohibited. When an Employee uses
FWCJUA property, it must be for valid corporate purposes and, except as described below,
exclusively for the FWCJUA’s benefit or in accordance with the FWCJUA Market Assistance
Plan.

FWCJUA property includes far more than many people realize. In addition to physical plants,

equipment, computers, software, inventory, corporate funds and office supplies, FWCJUA
property includes the following: technologies, concepts, intellectual property, product
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FWCJUA Code of Business Conduct and Ethics

development strategies and projects, business strategies and plans, policyholder lists, personnel
data, FWCJUA phone directories, organization charts, product cost data, product pricing,
financial data and all other proprietary information about the FWCJUA’s business and
Employees.

All of the FWCJUA'’s information systems, including communications systems, magnetic media,
e-mail, voice mail, and Intranet, Extranet and Internet access systems are the FWCJUA'’s
property and generally must be used only for business activities. Incidental personal use is
permissible as long as it does not consume more than a trivial amount of resources, does not
interfere with productivity, does not preempt any business activity, is otherwise appropriate and
reasonable and is consistent with the FWCJUA'’s business values and this Code. The FWCJUA
reserves the right at any time to access, read, monitor, inspect and disclose the contents of,
postings to and downloads from all of the FWCJUA’s information systems.

No one may use the FWCJUA'’s information systems at work to access, view, post, store,
transmit, download, or distribute any profane, obscene, derogatory, harassing, offensive or
inappropriate materials. Additionally, no Employee may use these systems to send FWCJUA
information or copyrighted documents that are not authorized for transmittal or reproduction.

EQUAL EMPLOYMENT OPPORTUNITY AND AFFIRMATIVE ACTION POLICY

It is the FWCJUA’s policy to employ and advance in employment qualified persons without
discrimination against any Employee or applicant for employment because of gender, race, color,

national orlgln, rellglon sex—physreakepmen{aké&%ﬁy—m—ageeve%—epsmus
anage, disability,

or any other egallg Qrotected class or characterlstlc—pFeteeted—by—aapheable—Law This policy
applies throughout the FWCJUA at all levels.

To effectuate its commitment to this policy, the FWCJUA will continue to undertake the
following:

1. The FWCJUA will recruit, hire, train, and promote qualified persons in all job titles, and
ensure that all other personnel actions are administered without regard tegender, race,

color #ehgren—sex—natlonal origin, religion, age! dlsablllty, age—over-40-status-as—a

egally_ Qrotected class or characterlstlc-preteeted—by—appheabiwaw.

2. The FWCJUA will make all employment decisions based on valid job requirements and
qualifications.

3. The FWCJUA will ensure that all personnel actions, such as compensation, benefits,
transfers, layoffs, return from layoff, FWCJUA-sponsored training, education, and social
and recreational programs, will be administered without regard tegender, race, color,

rehigien—sex;—national origin, religion, age, disability, age—ever40,status—as—aspecial
cisabled veteran, Vietham era veteran or other covered veteran, or any other legally

protected class or characteristic-pretected-by-apphicable-law.

-0-
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4, The FWCJUA strictly prohibits any harassment, intimidation or other hostile working
conditions that are based engende , race, color Fel+gren—sex—nat|0nal origin, ellglon,

age, disability, a 2 a-vetera
e%he#eevered—vete#an—or any other quallv nrotected class or characterlstlc—ppeteeted—by
apsbeanlo e

5. Employees and applicants shall not be subjected to harassment, intimidation, threats,

coercion, discrimination or other types of retaliation because they have engaged in or
may engage in any protected activity or exercised any protected right under applicable
equal employment opportunity laws.

Overall responsibility for the implementation of the FWCJUA'’s equal employment opportunity
policy is assigned to the Executive Director. He or she will audit the implementation of the
FWCJUA’s commitment to this equal employment opportunity policy and, when requested, will
report to the Board of Governors of the FWCJUA on progress toward maintaining the objectives
of this policy.

GENERAL ANTI-HARASSMENT POLICY

The FWCJUA expects the workplace to be free from physical, psychological, verbal and
nonverbal harassment based on any legally protected characteristic. These protected
characteristics may include, but are not limited to, an individual’s gender, race, color, national

origin, religion, age, aneestry disability, veteran statts of use of family medical leave of
Workers  compensation beneftsor any other legally protected class or characteristic. Therefore,

the FWCJUA strictly prohibits all forms of harassment based on these or any other characteristic
protected by applicable law. This policy applies to Employees, Board Members, vendors,
customers and visitors.

Harassment may exist:

o When submission to such conduct is implicitly or expressly made a term or condition
of employment;

° When submission to or rejection of such conduct is used as a basis for any
employment decisions; or

° When such conduct results in creating an intimidating, hostile, threatening or
offensive working environment.

Examples of conduct prohibited under this policy include, but are not limited to, the following:
° Unwelcome sexual advances, requests for sexual favors or physical conduct of a

sexual nature such as touching or brushing up against another or making derogatory
comments.

-10-
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° Unwelcome verbal or non-verbal conduct or visual displays of a sexual, offensive or
discriminating manner, such as posters, calendars, photographs, cartoons, graffiti,
websites, computer screen savers or other offensive graphic displays.

° Making submission to or rejection of harassment the basis of any employment
decision.
° Unprofessional comments in any work environment based on an individual’s

protected characteristic(s).
o Insults, name calling or slurs based on an individual’s protected characteristic(s).

° Jokes or other remarks that are sexual or offensive in nature or demeaning to an
individual’s protected characteristic(s).

° Physical, verbal or psychological abuse based on an individual’s protected
characteristic(s) such as stereotyping, name calling, assaulting, sabotaging,
segregating or threatening any individual in the workplace.

This or similar conduct is offensive and inappropriate in the work place. The FWCJUA will not
tolerate any forms of harassment, whether by a supervisor or by any other Employee.

Complaints of harassment will be promptly and impartially investigated. An Employee found to
have harassed another Employee will be subject to appropriate disciplinary action, ranging from
warnings to possible termination of employment. Any Employee who believes that he or she has
been the subject of harassment or has witnessed harassment is required to report this immediately
to his or her supervisor, or to the Executive Director. If a complaint involves a supervisor or
other management official, the report shall be directed to the Chairman of the Audit Committee.
Except where circumstances arise in which others may have to be informed, complaints will
remain confidential so as to protect the confidentiality of the Employee who files a complaint, to
encourage the reporting of any incidents of harassment, and to protect the reputation of any
Employee wrongfully charged with harassment. Pending full investigation and resolution of the
complaint, interim measures may be taken, such as separating Employees.

The FWCJUA further prohibits and will not tolerate any form of retaliation against any
Employee for making a complaint in good faith or cooperating in the investigation of a
complaint. If any Employee believes that he or she is experiencing any such retaliation, the
Employee must report that promptly to the Executive Director or Chair of the Audit Committee.

ACCURACY, RETENTION AND DISPOSAL OF RECORDS

Each Employee is responsible for maintaining accurate and reasonably detailed documents,
reports and other records. No one may falsify or improperly alter any information contained in
the FWCJUA'’s records.

With certain exceptions, the FWCJUA'’s records are subject to the provisions of Chapter 119,
Florida Statutes, which requires the FWCJUA to make its records available for public inspection

11-
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and copying. An Employee must notify the Executive Director immediately upon receiving a
request for any FWCJUA records. Questions about complying with public records requests under
Chapter 119, Florida Statutes, should be resolved with the advice and counsel of the FWCJUA'’s
General Counsel.

Good business practice reguiresand various laws and regulations require that certain FWCJUA
records be retained for various time periods. Often—these-arerequired-bylaw—and-ilt is the
responsibility of each Employee to ensure that records are retained in compliance with applicable
document retention policies established from time to time by the FWCJUA in compliance with
applicable laws. Documents that need not be kept should be disposed of in compliance with
FWCJUA policies. Where litigation or a government investigation is likely or ongoing, records
may not be destroyed until the Executive Director or the FWCJUA’s General Counsel advises
that the matter has been concluded.

For questions about record retention, contact the Executive Director or the FWCJUA’s General
Counsel, particularly if any litigation, investigation, or administrative action is (or may be)
threatened or pending.

ACCOUNTING PRACTICES

Employees and Board Members must comply with the FWCJUA’s accounting rules and controls
and with statutory accounting practices, and must cooperate fully with the FWCJUA'’s internal
and external auditors. All funds, assets, transactions and payments must be accurately reflected
and no false or misleading entries may be made on corporate records.

Payments for goods and services provided to the FWCJUA must be payable to the person or
company legally entitled to receive payment. All invoices must accurately reflect the items and
services being purchased or sold and the prices being paid. Except in rare instances, no payment
may be made to a party in a country other than the one in which the party resides, maintains a
place of business, or has delivered the goods or provided the services for which payment is
made.

POLITICAL CONTRIBUTIONS

While the FWCJUA encourages individual participation in the political process, no Employee
should create the impression of speaking or acting on the FWCJUA’s behalf without specific
authorization. It is up to each Employee to abide by all laws relating to political contributions,
and to make such contributions as individuals, not as representatives of the FWCJUA.
Employees cannot contribute any FWCJUA money, property, time, or services (directly or
indirectly) to any political candidate or political party.

LOBBYING AND LEGISLATIVE CONTACTS

12-
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There may be instances where the Employees’ collective experience may be helpful to the
political and legislative processes. In those cases, the FWCJUA, through its senior management,
may publicly offer recommendations about laws or governmental actions and take public
positions on issues that affect the FWCJUA'’s business.

Under some circumstances, a written or personal contact with a government official may subject
the person making the contact or the FWCJUA to registration and reporting requirements under
applicable lobbying laws. An Employee intending to contact a government official regarding any
attempt to propose, defeat or modify any law, regulation or rule affecting the FWCJUA should
clear such activity in advance with the Executive Director and the FWCJUA'’s General Counsel
for determination whether such conduct would require registration or reporting under applicable
lobbying laws.

BUSINESS WITH GOVERNMENTS AND OFFICIALS

Employees and Board Members must never make improper gifts or payments, such as bribes or
kickbacks, in any way in connection with the FWCJUA'’s business. Gifts or payments to or for
the personal benefit of a governmental official or to or for the personal benefit of an employee of
one of the FWCJUA’s policyholders or suppliers are clearly improper. Indirect transactions,
such as payments of commissions to a producer or sales representative on the understanding that
he or she will pay a bribe or kickback to an employee of a policyholder, are also prohibited.

GIFTS AND GRATUITIES

Employees and Board Members should avoid any relationship, activity or investment that might
conflict with their responsibilities to the FWCJUA or |mpa|r thelr abilities to act independently

in the best mterests of the FWCJUA

A Board Member or member of Senior Management is prohibited from soliciting or accepting
any thing of value based on the understanding that his or her official actions will be influenced.

In addition to this general limitation on gifts, the legislature has created a gift ban applicable
specifically to the FWCJUA. Under the FWCJUA qift ban, no Employee or Board Member may
knowingly accept, directly or indirectly, any thing of value from a person or entity that has a
contractual relationship with the FWCJUA or is under consideration for a contract, or from their
employees or representatives. The term *“directly or indirectly” is intended to prevent evasion.
For example, a gift received by the spouse of an Employee can be expected to be treated the
same as a gift received directly by the Employee.

There is no “de minimis” exception for low-value gifts.

13-
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I acknowledge that | have read and understand the foregoing Code of Business
Conduct and Ethics, and certify that | will comply with its terms and conditions.

DATED:

(Signature)

(Print or type name)

-14-
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ENROLLED

2007 Legi sl ature CS for CS for CS for SB 1894
1
2 An act relating to the Florida Wrkers
3 Conpensati on Joint Underwriting Association
4 Inc.; amending s. 627.311, F.S.; providing
5 requi renents for the joint underwiting plan of
6 i nsurers which operates as the association
7 revising the nenbership of the board of
8 governors that oversees operation of the joint
9 underwriting plan; revising restrictions on who
10 may serve on the board; providing for the
11 continuous review of the plan; requiring that
12 t he market - assi stance plan be periodically
13 revi ewed and updat ed; providing guidelines for
14 procurenent of goods and services, including
15 | egal services; authorizing the use of surplus
16 funds of forner plan C, requiring that excess
17 funds received by the plan be returned to the
18 state; providing for the applicability of
19 speci fied statutes regulating ethica
20 standards; requiring annual statenents by plan
21 enpl oyees certifying that they do not have
22 conflicts of interest; prescribing limts on
23 representing persons or entities before the
24 pl an by forner senior managers or officers of
25 the plan; prohibiting any part of the plan's
26 income frominuring to the benefit of a private
27 i ndi vi dual ; prohibiting enpl oyees and board
28 menbers from accepting expenditures froma
29 person or an entity; providing applicability;
30 requiring periodic conprehensive narket
31 exam nations; prescribing the disposition of

1
CODI NG Wbrds strieken are del etions; words underlined are additions.

Page 23 of 216




© 00 N O 0o b~ W N B

W W NN NNMNDNDRNNNRNNDNRR R R B R B R B R
P O © ® N O U A W N RP O © ® N O 00 » W N B O

ENRCLLED
2007 Legi sl ature CS for CS for CS for SB 1894

assets of the plan upon dissolution; requiring
that the plan submit a request for an Interna
Revenue Service letter concerning the plan's

eligibility as a tax-exenpt entity; providing

an effective date.

Be It Enacted by the Legislature of the State of Florida:

Section 1. Subsections (5), (6), and (7) of section
627.311, Florida Statutes, are amended to read:

627.311 Joint underwiters and joint reinsurers;
public records and public neetings exenptions.--

(5)(a) The office shall, after consultation with
i nsurers, approve a joint underwiting plan of insurers which

shall operate as the Florida Wrkers' Conpensation Joint

Underwriting Association, Inc., a nonprofit entity. For the

purposes of this subsection, the term"insurer" includes group
sel f-insurance funds authorized by s. 624.4621, comrercia
sel f-i nsurance funds authorized by s. 624.462, assessable
nmutual insurers authorized under s. 628.6011, and insurers
licensed to wite workers' compensation and enpl oyer's
liability insurance in this state. The purpose of the plan is
to provi de workers' conpensation and enployer's liability
i nsurance to applicants who are required by law to maintain
wor kers' conpensation and enployer's liability insurance and
who are in good faith entitled to but who are unable to
procure such insurance through the voluntary market. Except as
provi ded herein, the plan nust have actuarially sound rates
that ensure that the plan is self-supporting.

(b) The operation of the plan is subject to the

supervi sion of a 9-nmenber board of governors. Each nenber

2
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1| described in subparagraph 1., subparagraph 2., subparagraph

2| 3., or subparagraph 5. shall be appointed by the Financia

3| Services Conmmission and shall serve at the pleasure of the

4| conmm ssion. The board of governors shall be conprised of:

5

6

7

8 1.2~ Two representatives of the 20 donestic insurers,
9| as defined in s. 624.06(1), having the |argest voluntary

10| direct premuns witten in this state for workers

11| compensation and enployer's liability insurance who—which

12| shall be appointed by the conmission froma list of five

13| noni nees for each vacancy submitted eleeted by those 20

14| domestic insurers. The commission may reject all of the

15| nomi nees recommended for a position and request that the

16| insurers submit a new list of five different recomended

17| noninees for the position who have not previously been

18| recommended by the insurers;

19 2.3— Two representatives of the 20 foreign insurers as
20| defined in s. 624.06(2) having the |largest voluntary direct
21| premiums witten in this state for workers' conpensation and
22| enployer's liability insurance who—whieh shall be appointed
23| by the conmmission froma list of five noninees for each
24| vacancy subnitted eleeted by those 20 foreign insurers. The
25| commi ssion may reject all of the nom nees recomended for a
26| position and request that the insurers submit a new |ist of
27| five different recommended noni nees for the position who have
28| not previously been recommended by the insurers;
29 3.4~ One representative of persen—appoeinted—by the
30| largest property and casualty insurance agents' association in
31| this state who shall be appointed by the conmi ssion froma

3
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list of five noninees for each vacancy submtted by the

association. The conmi ssion may reject all of the noni nees

recommended for a position and request that the association

submt a new list of five different recommended nom nees for

the position who have not previously been recommended by the

associ ati on; and
4.5~ The consuner advocate appointed under s. 627.0613
or the consuner advocate's designee;, and-—

5. Three other persons appointed by the conm ssion

Each board menber shall be appointed to serve a 4-year term

and may be appointed to serwe consecutive ternms. A vacancy on

the board shall be filled in the sane manner as the origina
appoi ntnent for the unexpired portion of the term The
Fi nanci al Servi ces Conmi ssion shall designate a nenber of the
board to serve as chair. Ne—beard—rerber——shal—beaninsurer
. o . . it
. o . . . . I
. e g . o
. . it . o
servieces—to—the—plan— The neetings and records mrutes—

avdi-ts—and—proecedures of the board of governors and plan are
subj ect to chapters ehapter 119 and 286, unless otherw se

exenpted by | aw

(c) The operation of the plan shall be governed by a
pl an of operation that is prepared at the direction of the

board of governors and approved by order of the office. The

plan is subject to continuous review by the office. The office

may, by order, withdraw approval of all or part of a plan if

the office deternmi nes that conditions have changed since

approval was granted and that the purposes of the plan require

4

CODI NG Wbrds strieken are del etions; words underlined are additions.

Page 26 of 216




© 00 N O 0o b~ W N B

W W NN NNMNDNDRNNNRNNDNRR R R B R B R B R
P O © ® N O U A W N RP O © ® N O 00 » W N B O

ENRCLLED
2007 Legi sl ature CS for CS for CS for SB 1894

changes in the plan. Fhepltanr—eof—operation—ray—be changed—at

stubj-eet—tothe—approval—eftheoffiee— The plan of operation

shal I :

1. Authorize the board to engage in the activities
necessary to inplenment this subsection, including, but not
limted to, borrow ng noney.

2. Develop criteria for eligibility for coverage by
the plan, including, but not limted to, docunented rejection
by at | east two insurers which reasonably assures that
i nsureds covered under the plan are unable to acquire coverage
in the voluntary market.

3. Require notice fromthe agent to the insured at the
time of the application for coverage that the application is
for coverage with the plan and that coverage may be avail able
t hrough an insurer, group self-insurers' fund, commercia
sel f-insurance fund, or assessable nutual insurer through
anot her agent at a | ower cost.

4. Establish prograns to encourage insurers to provide
coverage to applicants of the plan in the voluntary market and
to insureds of the plan, including, but not limted to:

a. Establishing procedures for an insurer to use in
notifying the plan of the insurer's desire to provide coverage
to applicants to the plan or existing insureds of the plan and
in describing the types of risks in which the insurer is
interested. The description of the desired risks nust be on a
form devel oped by the plan.

b. Devel oping forms and procedures that provide an

insurer with the information necessary to determ ne whet her

5
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the insurer wants to wite particular applicants to the plan
or insureds of the plan.

c. Devel oping procedures for notice to the plan and
the applicant to the plan or insured of the plan that an
insurer will insure the applicant or the insured of the plan
and notice of the cost of the coverage offered; and devel opi ng
procedures for the selection of an insuring entity by the
applicant or insured of the plan.

d. Provide for a market-assistance plan to assist in
the placement of enployers. Al applications for coverage in
the plan received 45 days before the effective date for
coverage shall be processed through the market-assistance
pl an. A market-assi stance plan specifically designed to serve
the needs of snmall, good policyhol ders as defined by the board

nmust be revi ewed and updated periodically Hrazed—byJanuvary
1—31994.

5. Provide for policy and clains services to the
i nsureds of the plan of the nature and quality provided for
i nsureds in the voluntary market.

6. Provide for the review of applications for coverage
with the plan for reasonabl eness and accuracy, using any
avail able historic information regarding the insured.

7. Provide for procedures for auditing insureds of the
pl an whi ch are based on reasonabl e busi ness judgnment and are
designed to maxim ze the likelihood that the plan will collect
the appropriate prem uns.

8. Authorize the plan to term nate the coverage of and
refuse future coverage for any insured that submits a
fraudul ent application to the plan or provides fraudul ent or

grossly erroneous records to the plan or to any service

6
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provi der of the plan in conjunction with the activities of the
pl an.

9. Establish service standards for agents who submit
busi ness to the pl an.

10. Establish criteria and procedures to prohibit any
agent who does not adhere to the established service standards
from pl aci ng business with the plan or receiving, directly or
indirectly, any commi ssions for business placed with the plan

11. Provide for the establishnent of reasonable safety
progranms for all insureds in the plan. Al insureds of the
pl an nmust participate in the safety program

12. Authorize the plan to term nate the coverage of
and refuse future coverage to any insured who fails to pay
prem uns or surcharges when due; who, at the tinme of
application, is delinquent in paynments of workers
conpensation or enployer's liability insurance prem uns or
surcharges owed to an insurer, group self-insurers' fund,
conmerci al self-insurance fund, or assessable nutual insurer
licensed to wite such coverage in this state; or who refuses
to substantially conply with any safety progranms reconmended
by the plan.

13. Authorize the board of governors to provide the
goods and services required by the plan through staff enployed
by the plan, through reasonably conpensated service providers
who contract with the plan to provide services as specified by
the board of governors, or through a conbination of enpl oyees
and service providers.

a. Purchases that equal or exceed $2,500 but are |ess

than or equal to $25,000, shall be nmade by receipt of witten

quot es, tel ephone guotes, or informal bids, whenever

practical. The procurenent of goods or services valued over

7
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$25, 000 are subject to conpetitive solicitation, except in

situations in which the goods or services are provided by a

sol e source or are deened an _energency purchase, or the

services are exenpted from conpetitive-solicitation

requi rements under s. 287.057(5)(f). Justification for the

sol e-sourcing or energency procurenent nust be docunented.

Contracts for goods or services valued at or over $100,000 are

subj ect to board approval.

b. The board shall determ ne whether it is nore

cost-effective and in the best interests of the plan to use

| egal _services provided by in-house attorneys enployed by the

plan rather than contracting with outside counsel. In nmaking

such determ nation, the board shall docunent its findings and

shal|l consider the expertise needed; whether tine conm tnments

exceed in-house staff resources; whether |ocal representation

is needed; the travel, lodging, and other costs associated

with in-house representation; and such other factors that the

board determ nes are rel evant.

14. Provide for service standards for service
provi ders, nethods of determ ning adherence to those service
standards, incentives and disincentives for service, and
procedures for term nating contracts for service providers
that fail to adhere to service standards.

15. Provide procedures for selecting service providers
and standards for qualification as a service provider that
reasonably assure that any service provider selected wll
continue to operate as an ongoi ng concern and i s capabl e of
provi ding the specified services in the manner required.

16. Provide for reasonabl e accounting and

data-reporting practices.

8
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17. Provide for annual review of costs associated with
the adm ni stration and servicing of the policies issued by the
plan to deternmi ne alternatives by which costs can be reduced.

18. Authorize the acquisition of such excess insurance
or reinsurance as is consistent with the purposes of the plan

19. Provide for an annual report to the office on a
date specified by the office and contai ning such information
as the office reasonably requires.

20. Establish multiple rating plans for various
classifications of risk which reflect risk of |oss, hazard
grade, actual |osses, size of premium and conpliance with
| oss control. At |east one of such plans nust be a
preferred-rating plan to accommodate snall-premnm um
pol i cyhol ders with good experience as defined in
sub- subpar agraph 22. a.

21. Establish agent conmm ssion schedul es.

22. For enployers otherwi se eligible for coverage
under the plan, establish three tiers of enployers neeting the
criteria and subject to the rate limtations specified in this
subpar agr aph.

a. Tier One.--

(I) Criteria; rated enployers.--An enployer that has
an experience nodification rating shall be included in Tier
One if the enployer neets all of the foll ow ng:

(A) The experience nodification is bel ow 1.00.

(B) The enployer had no lost-tinme clains subsequent to
the applicabl e experience nodification rating period.

(C) The total of the enployer's nedical-only clains
subsequent to the applicabl e experience nodification rating

period did not exceed 20 percent of prem um

9
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(I'l')y Criteria; non-rated enployers.--An enpl oyer that
does not have an experience nodification rating shall be
included in Tier One if the enployer neets all of the
fol | owi ng:

(A) The enployer had no lost-tine claims for the
3-year period i mediately preceding the inception date or
renewal date of the enployer's coverage under the plan.

(B) The total of the enployer's nedical-only clains
for the 3-year period i mediately preceding the inception date
or renewal date of the enployer's coverage under the plan did
not exceed 20 percent of prem um

(C) The enployer has secured workers' conpensation
coverage for the entire 3-year period i medi ately precedi ng
the inception date or renewal date of the enployer's coverage
under the plan.

(D) The enployer is able to provide the plan with a
| oss history generated by the enployer's prior workers
conpensation insurer, except if the enployer is not able to
produce a | oss history due to the insolvency of an insurer
the receiver shall provide to the plan, upon the request of
the enpl oyer or the enployer's agent, a copy of the enployer's
| oss history fromthe records of the insolvent insurer if the
| oss history is contained in records of the insurer which are
in the possession of the receiver. |If the receiver is unable
to produce the loss history, the enployer may, in lieu of the
| oss history, subnit an affidavit fromthe enpl oyer and the
enpl oyer's insurance agent setting forth the |oss history.

(E) The enployer is not a new business.

(I'11)y Premuns.--The premuns for Tier One insureds
shall be set at a premium|evel 25 percent above the

conparabl e voluntary market premuns until the plan has

10
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1| sufficient experience as determnined by the board to establish
2| an actuarially sound rate for Tier One, at which point the
3| board shall, subject to paragraph (e), adjust the rates, if
4| necessary, to produce actuarially sound rates, provided such
5| rate adjustnment shall not take effect prior to January 1,
6| 2007.

7 b. Tier Two.--

8 (I) Criteria; rated enployers.--An enployer that has
9| an experience nodification rating shall be included in Tier

10| Two if the enployer neets all of the follow ng:

11 (A) The experience nodification is equal to or greater
12| than 1.00 but not greater than 1.10.

13 (B) The enployer had no lost-tinme clains subsequent to
14| the applicable experience nodification rating period.

15 (C) The total of the enployer's nedical-only clains

16| subsequent to the applicable experience nodification rating
17| period did not exceed 20 percent of prem um

18 (I'l')y Criteria; non-rated enployers.--An enpl oyer that
19| does not have any experience nodification rating shall be

20| included in Tier Two if the enployer is a new business. An

21| enployer shall be included in Tier Two if the enployer has

22| less than 3 years of |oss experience in the 3-year period

23| inmedi ately preceding the inception date or renewal date of

24| the enployer's coverage under the plan and the enpl oyer neets
25| all of the follow ng:

26 (A) The enployer had no lost-tine clainms for the

27| 3-year period i mediately preceding the inception date or

28| renewal date of the enployer's coverage under the plan

29 (B) The total of the enployer's nedical-only clains
30| for the 3-year period i mediately preceding the inception date
31
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or renewal date of the enployer's coverage under the plan did
not exceed 20 percent of prem um

(C) The enployer is able to provide the plan with a
| oss history generated by the workers' conpensation insurer
t hat provi ded coverage for the portion or portions of such
period during which the enpl oyer had secured workers
conpensati on coverage, except if the enployer is not able to
produce a | oss history due to the insolvency of an insurer
the receiver shall provide to the plan, upon the request of
the enpl oyer or the enployer's agent, a copy of the enployer's
| oss history fromthe records of the insolvent insurer if the
| oss history is contained in records of the insurer which are
in the possession of the receiver. |If the receiver is unable
to produce the loss history, the enployer may, in lieu of the
| oss history, subnit an affidavit fromthe enpl oyer and the
enpl oyer's insurance agent setting forth the |oss history.

(Ir1)y Premuns.--The premuns for Tier Two insureds
shall be set at a rate |level 50 percent above the conparable
voluntary market premuns until the plan has sufficient
experience as determnmined by the board to establish an
actuarially sound rate for Tier Two, at which point the board
shall, subject to paragraph (e), adjust the rates, if
necessary, to produce actuarially sound rates, provided such
rate adj ustnent shall not take effect prior to January 1,
2007.

c. Tier Three.--

() Eligibility.--An enployer shall be included in
Tier Three if the enployer does not neet the criteria for Tier

One or Tier Two.

12
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1 (I'l) Rates.--The board shall establish, subject to
2| paragraph (e), and the plan shall charge, actuarially sound
3| rates for Tier Three insureds.
4 23. For Tier One or Tier Two enployers which enploy no
5| nonexenpt enpl oyees or which report payroll which is |ess than
6| the mnimum wage hourly rate for one full-tine enployee for 1
7| year at 40 hours per week, the plan shall establish
8| actuarially sound prem uns, provided, however, that the
9| premiunms may not exceed $2,500. These prem uns shall be in
10| addition to the fee specified in subparagraph 26. Wen the
11| plan establishes actuarially sound rates for all enployers in
12| Tier One and Tier Two, the premunms for enployers referred to
13| in this paragraph are no | onger subject to the $2,500 cap
14 24. Provide for a depopulation programto reduce the
15| nunmber of insureds in the plan. If an enployer insured through
16| the plan is offered coverage froma voluntary market carrier
17 a. During the first 30 days of coverage under the
18| pl an;
19 b. Before a policy is issued under the plan
20 c. By issuance of a policy upon expiration or
21| cancellation of the policy under the plan; or
22 d. By assunption of the plan's obligation with respect
23| to an in-force policy,
24
25| that enployer is no |onger eligible for coverage through the
26| plan. The prem um for risks assuned by the voluntary narket
27| carrier must be no greater than the prem umthe insured would
28| have paid under the plan, and shall be adjusted upon renewa
29| to reflect changes in the plan rates and the tier for which
30| the insured would qualify as of the time of renewal. The
31| insured may be charged such premunms only for the first 3
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1| years of coverage in the voluntary nmarket. A prem um under
2| this subparagraph is deened approved and is not an excess
3| prem um for purposes of s. 627.171
4 25. Require that policies issued and applications nust
5| include a notice that the policy could be replaced by a policy
6| issued froma voluntary market carrier and that, if an offer
7| of coverage is obtained froma voluntary market carrier, the
8| policyholder is no |onger eligible for coverage through the
9| plan. The notice nust also specify that acceptance of coverage
10| under the plan creates a conclusive presunption that the
11| applicant or policyholder is aware of this potenti al
12 26. Require that each application for coverage and
13| each renewal prem um be acconpani ed by a nonrefundable fee of
14| $475 to cover costs of administration and fraud prevention.
15| The board may, with the prior approval of the office, increase
16| the anobunt of the fee pursuant to a rate filing to reflect
17| increased costs of administration and fraud prevention. The
18| fee is not subject to comrission and is fully earned upon
19| commencenent of coverage.
20 (d)1. The funding of the plan shall include prem uns
21| as provided in subparagraph (c)22. and assessnents as provi ded
22| in this paragraph.
23 2.a. |If the board determines that a deficit exists in
24| Tier One or Tier Two or that there is any deficit remaining
25| attributable to any of the plan's forner subplans and that the
26| deficit cannot be fully funded by using policyholder surplus
27| attributable to fornmer subplan C or, if the surplus in the
28| former subplan C does not fully fund the deficit wthout—the
29| use—-ofdefieit—assessrents, the board shall request the office
30| to levy, by order, a deficit assessnent against preniuns
31| charged to insureds for workers' conpensation insurance by
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1| insurers as defined in s. 631.904(5). The office shall issue
2| the order after verifying the amobunt of the deficit. The
3| assessnent shall be specified as a percentage of future
4| prem um col | ections, as recomended by the board and approved
5| by the office. The sane percentage shall apply to prem uns on
6| all workers' conpensation policies issued or renewed during
7| the 12-nmonth period beginning on the effective date of the
8| assessnent, as specified in the order
9 b. Wth respect to each insurer collecting prem uns

10| that are subject to the assessnent, the insurer shall collect
11| the assessnent at the sane time as the insurer collects the
12| prem um paynent for each policy and shall renmit the

13| assessnents collected to the plan as provided in the order

14| issued by the office. The office shall verify the accurate and
15| timely collection and rem ttance of deficit assessnments and
16| shall report such information to the board. Each insurer

17| collecting assessnents shall provide such information with

18| respect to prem uns and collections as may be required by the
19| office to enable the office to nmonitor and audit conpliance
20| with this paragraph.

21 c. Deficit assessnents are not considered part of an
22| insurer's rate, are not premum and are not subject to the
23| premiumtax, to the assessnents under ss. 440.49 and 440.51
24| to the surplus lines tax, to any fees, or to any conm ssions.
25| The deficit assessnent inposed shall becone plan funds at the
26 | morment of collection and shall not constitute incone to the
27| insurer for any purpose, including financial reporting on the
28| insurer's incone statenent. An insurer is liable for al

29| assessnents that the insurer collects and nust treat the

30| failure of an insured to pay an assessment as a failure to pay
31
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1| premium An insurer is not liable for uncollectible
2| assessnents.
3 d. Wien an insurer is required to return unearned
4| premium the insurer shall also return any coll ected
5| assessnents attributable to the unearned prem um
6 e. Deficit assessments as described in this
7| subparagraph shall not be levied after July 1, 2012 286+
8 3.a. All policies issued to Tier Three insureds shal
9| be assessable. Al Tier Three assessabl e policies nust be
10| clearly identified as assessable by containing, in contrasting
11| color and in not |ess than 10-point type, the follow ng
12| statenent:
13
14 "This is an assessable policy. If the planis
15 unable to pay its obligations, policyholders
16 will be required to contribute on a pro rata
17 earned prem um basis the noney necessary to
18 neet any assessnent |levied."
19
20 b. The board may fromtinme to tinme assess Tier Three
21| insureds to whomthe plan has issued assessable policies for
22| the purpose of funding plan deficits. Any such assessnent
23| shall be based upon a reasonabl e actuarial estinmate of the
24| anpunt of the deficit, taking into account the amount needed
25| to fund nmedical and indemity reserves and reserves for
26| incurred but not reported clains, and allow ng for genera
27| admi nistrative expenses, the cost of |evying and collecting
28| the assessnment, a reasonable allowance for estimated
29| uncollectible assessments, and allocated and unal |l ocated | oss
30| adjustnment expenses.
31
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1 c. Each Tier Three insured' s share of a deficit shal
2| be conputed by applying to the prem um earned on the insured's
3| policy or policies during the period to be covered by the
4| assessment the ratio of the total deficit to the tota
5| prem uns earned during such period upon all policies subject
6| to the assessment. If one or nmore Tier Three insureds fail to
7| pay an assessnent, the other Tier Three insureds shall be
8| |liable on a proportionate basis for additional assessnments to
9| fund the deficit. The plan nmay conpronise and settle
10| individual assessnent clainms without affecting the validity of
11| or ampunts due on assessnents | evied agai nst other insureds.
12| The plan may offer and accept di scounted paynments for
13| assessnments which are pronptly paid. The plan may of fset the
14| anmobunt of any unpaid assessnment agai nst unearned prem uns
15| which may ot herwi se be due to an insured. The plan shal
16| institute legal action when necessary and appropriate to
17| collect the assessnment fromany insured who fails to pay an
18| assessnment when due.
19 d. The venue of a proceeding to enforce or collect an
20| assessnment or to contest the validity or amount of an
21| assessnent shall be in the Circuit Court of Leon County.
22 e. |If the board finds that a deficit in Tier Three
23| exists for any period and that an assessnent is necessary, the
24| board shall certify to the office the need for an assessnent.
25| No sooner than 30 days after the date of such certification
26| the board shall notify in witing each insured who is to be
27| assessed that an assessnent is being |evied against the
28| insured, and inform ng the insured of the anobunt of the
29| assessnent, the period for which the assessnent is being
30| levied, and the date by which paynment of the assessnent is
31| due. The board shall establish a date by which paynent of the
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assessnment is due, which shall be no sooner than 30 days nor
| ater than 120 days after the date on which notice of the
assessnment is nmailed to the insured.

f. Whenever the board makes a determnination that the
pl an does not have a sufficient cash basis to neet 6 3 nonths
of projected cash needs due to a deficit in Tier Three, the
board may request the departnment to transfer funds fromthe
Wor kers' Conpensati on Administration Trust Fund to the plan in
an amount sufficient to fund the difference between the anmount
avai |l abl e and the anbunt needed to neet a 6-nonth 3—menth
proj ected cash need as determ ned by the board and verified by
the office, subject to the approval of the Legislative Budget
Commi ssion. |f the Legislative Budget Comm ssion approves a
transfer of funds under this sub-subparagraph, the plan shal
report to the Legislature the transfer of funds and the
Legi sl ature shall review the plan during the next |egislative
session or the current |legislative session, if the transfer
occurs during a |legislative session. This sub-subparagraph
shall not apply until the plan determ nes and the office
verifies that assessments collected by the plan pursuant to
sub- subparagraph b. are insufficient to fund the deficit in
Tier Three and to neet 6 3 nonths of projected cash needs.

4. The plan may offer rating, dividend plans, and
ot her plans to encourage | oss prevention prograns.

(e) FEor rates and rating plans effective on or after

January 1, 2008, the plan shall establish and use its rates

and rating plans, and the plan may establish and use changes
inrating plans at any tinme, but no nore frequently than two
times per any rating class for any cal endar year. By DBeeenber
4+—1993—and Decenber 1 of each year thereafter, except as
provi ded in subparagraph (c)22., the board shall establish and

18
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use actuarially sound rates for use by the plan to assure that
the plan is self-funding while those rates are in effect. Such
rates and rating plans nust be filed with the office within 30
cal endar days after their effective dates, and shall be
considered a "use and file" filing. Any disapproval by the

of fice nust have an effective date that is at |east 60 days
fromthe date of disapproval of the rates and rating plan and
nmust have prospective effect only. The plan shall mey—ret be
subject to any order by the office to return to policyhol ders
any portion of the rates disapproved by the office. The office
may not di sapprove any rates or rating plans unless it
denonstrates that such rates and rating plans are excessive,

i nadequate, or unfairly discrimnatory.

(f) No later than June 1 of each year, the plan shal
obtain an independent actuarial certification of the results
of the operations of the plan for prior years, and shal
furnish a copy of the certification to the office. If, after
the effective date of the plan, the projected ultimte
incurred | osses and expenses and dividends for prior years
exceed coll ected prem uns, accrued net investnent incone, and
prior assessnments for prior years, the certification is
subj ect to review and approval by the office before it becones
final

(g) Wenever a deficit exists, the plan shall, within
90 days, provide the office with a programto elinm nate the
deficit within a reasonable tine. The deficit may be funded
t hrough increased prem uns charged to insureds of the plan for

subsequent years, through the use of policyhol der surplus

attributable to any year, including policyholder surplus in

former subplan C as authorized in subparagraph (d)2., through

the use of assessnents as provided in subparagraph (d)2., and

19
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1| through assessnents on assessable policies as provided in

2| subparagraph (d)3. Any entity that was a policyhol der of

3| former subplan Cis not subject to any assessnments that are

4| attributable to deficits in former subplan C

5 (h) Any prem um or assessnents collected by the plan
6| in excess of the ampbunt necessary to fund projected ultinmate
7| incurred | osses and expenses of the plan and not paid to

8| insureds of the plan in conjunction with | oss prevention or

9| dividend prograns shall be retained by the plan for future

10| use. Any state funds received by the plan in excess of the

11| ampunt necessary to fund deficits in subplan D or any tier

12| shall be returned to the state.

13 (i) The decisions of the board of governors do not

14| constitute final agency action and are not subject to chapter
15| 120.

16 (j) Policies for insureds shall be issued by the plan
17 (k) The plan created under this subsection is liable
18| only for paynent for |osses arising under policies issued by
19| the plan with dates of accidents occurring on or after January
20| 1, 1994.
21 (I') Plan losses are the sole and excl usive
22| responsibility of the plan, and paynent for such | osses nust
23| be funded in accordance with this subsection and nust not
24| conme, directly or indirectly, frominsurers or any guaranty
25| association for such insurers.
26 (m Senior managers and officers, as defined in the
27| plan of operation, and nenbers of the board of governors are
28| subject to the provisions of ss. 112.313, 112.3135, 112.3143,
29| 112.3145, 112.316, and 112.317. Senior managers, officers, and
30| board menbers are also required to file such disclosures with
31| the Conmission on Ethics and the Office of |nsurance
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1| Requlation. The executive director of the plan or his or her
2| designee shall notify each newWy appointed and existing
3| appointed nmenber of the board of governors, senior nmanhager
4| and officer of their duty to conply with the reporting
5| requirenents of s. 112.345. At least quarterly, the executive
6| director of the plan or his or her designee shall submt to
7| the Commi ssion on Ethics a list of names of the senior
8| managers, officers, and menbers of the board of governors who
9| are subject to the public disclosure requirenments under s.
10| 112.3145. Notwithstanding s. 112.313, an enployee, officer
11| owner, or director of an insurance agency, insurance conpany,
12| or other insurance entity nmay be a menber of the board of
13| governors unless such enployee, officer, owner, or director of
14| an insurance agency, insurance conpany, other insurance
15| entity, or an affiliate provides policy issuance, policy
16| adnministration, underwiting, clainms handling, or payrol
17| audit services. Notwithstanding s. 112.3143, such board nenber
18| may not participate in or vote on a matter if the insurance
19| agency, insurance conpany, or other insurance entity would
20| obtain a special or unique benefit that would not apply to
21| other simlarly situated insurance entities. Each—+feint
22 | wrderwriting—plan—or—assectation——created—under—thisseetion—ts
23 ; ; ;
24| porpoeses—eft—s—3199183{ ) —only—thefeint—urderwitingplanis
25| a—petitieal——subdivision—eofthe state andis—exerpt—fromthe
26 | eorperate—ineome—tax—
27 (n) On or before July 1 of each year, enployees of the
28| plan shall sign and submit a statement to the plan attesting
29| that they do not have a conflict of interest as defined in
30| part 111 of chapter 112. As a condition of enploynent, al
31| prospective enployees shall sign and subnit a
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1| conflict-of-interest statenent to the plan. Eachjoint
2
3
4
5
6
7
8
9
10
11
12
13
14| seetioen—
15 (0) Any senior manager or officer of the plan who is
16| enployed by the plan as of January 1, 2008, regardless of the
17| date of hire, and who subsequently retires or terninates
18| enpl oynent may not represent another person or entity before
19| the plan for 2 years after retirenment or ternination of
20| enployment fromthe plan
21 (p) No part of the inconme of the plan may inure to the
22| benefit of any private person
23 (g) Notwithstanding ss. 112.3148 and 112.3149 or other
24| provision of law, an enpl oyee or board menber may not
25| knowi ngly accept, directly or indirectly, any expenditure or
26| gift froma person or entity, or an enployee or representative
27| of such person or entity, which has a contractual relationship
28| with the plan or is under consideration for a contract. An
29| enployee or board menber who fails to conply with paragraph
30((m or this paragraph is subject to penalties provided under
31| s. 112.317.
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1 (r) This section does not prohibit the plan from
2| providing insurance coverage to any enployer with whom a
3| former enployee of the plan is affiliated or enploying or
4| reenploying any fornmer enployee of the plan in a part-tine,
5[ full-time, tenporary, or permanent capacity, so long as such
6| enpl oynment does not violate any provision of part I11 of
7| chapter 112.
8 (s)ter Neither the plan nor any nenber of the board of
9| governors is liable for nonetary damages to any person for any
10| statenent, vote, decision, or failure to act, regarding the
11| managenment or policies of the plan, unless:
12 1. The menber breached or failed to performher or his
13| duties as a nenber; and
14 2. The nenber's breach of, or failure to perform
15| duties constitutes:
16 a. Aviolation of the crimnal |law, unless the nmember
17| had reasonabl e cause to believe her or his conduct was not
18| unlawful. A judgnment or other final adjudication against a
19| menber in any crimnal proceeding for violation of the
20| crimnal |aw estops that nmenber from contesting the fact that
21| her or his breach, or failure to perform constitutes a
22| violation of the crimnal |aw, but does not estop the nenber
23| fromestablishing that she or he had reasonabl e cause to
24| believe that her or his conduct was |awful or had no
25| reasonabl e cause to believe that her or his conduct was
26| unl awf ul ;
27 b. A transaction fromwhich the nmenber derived an
28| i nproper personal benefit, either directly or indirectly; or
29 c. Recklessness or any act or onission that was
30| committed in bad faith or with malicious purpose or in a
31| manner exhibiting wanton and willful disregard of human
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rights, safety, or property. For purposes of this
sub- subpar agraph, the term "reckl essness" nmeans the acting, or
om ssion to act, in conscious disregard of a risk:

(1) Known, or so obvious that it should have been
known, to the nemnber; and

(Il Known to the menmber, or so obvious that it should
have been known, to be so great as to nake it highly probable
that harm would follow from such act or omi ssion

()€ No insurer shall provide workers' conpensation
and enployer's liability insurance to any person who is
del i nquent in the payment of preniunms, assessnents, penalties,
or surcharges owed to the plan or to any person who is an
affiliated person of a person who is delinquent in the paynent
of prem uns, assessnents, penalties, or surcharges owed to the
pl an. For purposes of this paragraph, the term"affiliated
person" of another person neans:

1. The spouse of such other natural person;

2. Any person who directly or indirectly owns or
controls, or holds with the power to vote, 5 percent or nore
of the outstanding voting securities of such other person

3. Any person who directly or indirectly ows 5
percent or nore of the outstanding voting securities that are
directly or indirectly owned or controlled, or held with the
power to vote, by such other person;

4. Any person or group of persons who directly or
indirectly control, are controlled by, or are under common
control with such other person;

5. Any officer, director, trustee, partner, owner,
manager, joint venturer, or enployee, or other person
performng duties simlar to persons in those positions, of

such ot her persons; or

24
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1 6. Any person who has an officer, director, trustee,
2| partner, or joint venturer in common with such other person
3 (Wéer Effective July 1, 2004, the plan is exenpt from
4| the premiumtax under s. 624.509 and any assessnents under ss.
5| 440.49 and 440.51
6 (v) The Ofice of Insurance Requlation shall performa
7| conprehensive market conduct exam nation of the plan
8| periodically to determine conpliance with its plan of
9| operation and internal operating policies and procedures.
10 (w) Upon dissolution, the assets of the plan shall be
11| applied first to pay all debts, liabilities, and obligations
12| of the plan, including the establishnment of reasonable
13| reserves for any contingent liabilities or obligations, and
14| all remining assets of the plan shall become property of the
15| state and shall be deposited in the Workers' Conpensation
16| Adnministration Trust Fund. However, dissolution may not take
17| effect as long as the plan has financial obligations
18| outstandi ng unl ess adequate provision has been made for the
19| paynment of financial obligations pursuant to the docunments
20| authorizing the financial obligations.
21 (6) Each joint underwiting plan or association
22| created under this section is not a state agency, board, or
23| conmmi ssion. However, for the purposes of s. 199.183(1) only,
24| the joint underwiting plan created under subsection (5) is a
25| political subdivision of the state and is exenpt fromthe
26| corporate incone tax.
27 (7) Each joint underwiting plan or association nmay
28| elect to pay premumtaxes on the prem uns received on its
29| behalf or may elect to have the nenber insurers to whomthe
30| premiunms are allocated pay the premiumtaxes if the nmenber
31| insurer had witten the policy. The joint underwiting plan or

25
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1| association shall notify the nmenber insurers and the

2| Departnment of Revenue by January 15 of each year of its

3| election for the sane year. As used in this paragraph, the

4| term "preniuns received" neans the consideration for

5| insurance, by whatever nane called, but does not include any
6| policy assessment or surcharge received by the joint

7| underwiting association as a result of apportioning |osses or
8| deficits of the association pursuant to this section.

9 (8)€6> As used in this section and ss. 215.555 and

10| 627.351, the term"collateral protection insurance" neans

11| commercial property insurance of which a creditor is the

12| primary beneficiary and policyhol der and which protects or

13| covers an interest of the creditor arising out of a credit

14| transaction secured by real or personal property. Initiation
15| of such coverage is triggered by the nortgagor's failure to
16| mai ntain i nsurance coverage as required by the nortgage or

17| other |ending docunent. Collateral protection insurance is not
18| residential coverage.

19 (9Y€6A(a) The Florida Autonobile Joint Underwiting
20| Association created under this section shall be deemed to have
21| appointed its general nanager as its agent to receive service
22| of all legal process issued against the association in any
23| civil action or proceeding in this state. Process so served
24| shall be valid and binding upon the insurer
25 (b) Service of process upon the association's genera
26 | manager as the association's agent pursuant to such an
27| appointnment shall be the sole nethod of service of process
28| upon the association.
29 Section 2. No later than January 1, 2008, the Florida
30| Workers' Conpensation Joint Underwiting Association, Inc.
31| shall subnmit a request to the Internal Revenue Service for a

26
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letter ruling or determ nation on the plan's eliqgibility as a

tax-exenpt entity.

Section 3. This act shall take effect July 1, 2007.
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Florida Workers Compensation

FWCYUA Joint Underwriting Association, Inc.
- P.O. Box 48957, Sarasota, FL 34230-5957
e Tel (941) 378-7400 e Fax (941) 378-7405 e www.fwcjua.com

VIA E-MAIL

FWCJUA BOARD OF GOVERNORS BULLETIN 05-26

TO: Florida Workers’ Compensation Joint Underwriting Association, Inc. Board of Governors
FROM: Laura S. Torrence, Executive Director

DATE: October 13, 2005

RE: OIR DIRECTIVE

Enclosed for your review is an October 12, 2005 letter from Commissioner McCarty directing the
FWCJUA to ensure that its plan of operation provides for both standards for the conduct of its directors,
officers and senior management and for greater transparency and accountability as specified in his letter.
Further, Commissioner McCarty request that the FWCJUA Board take appropriate action regarding this
matter no later than December 15, 2005.

Enclosure

BOARD OF GOVERNORS: Ray Neff, Chair; David Webber, Vice Chair; Steve Burgess; Patrick Cannassa;
Dan Dannenhauer; Elissa Pacheco; Claude Revels; Beth Vecchioli; Laura Wehrle
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From: 101 Page: 2/3 Date: 10/12/2005 5:10:34 PM

FINANCIALSERVICS
CoMMBSION

JEB BURH
GOVERNOR

OFFICE OF INSURANCE REGULATION TOM GALLAGHER

CHIEFFINANCIAL OFFICER

CHARLIE CRIST
ATTORNEY GENER AL

KEVIN M. McCARTY CHARLES BRONSON
COMMISSIONER COMMISSEONER OF
AGRICULTURE

October 12, 2005

Laura Torrence , Via Faesimile and 1S Mail
Florida Workers” Compensation JUA.

P.O. Box 48957

Sarasota, FL 34230-5957

Re:  NOTICE TO THE FLORIDA WORKERS® COMPENSATION
JOINT UNDERWRITING ASSQCIATION (“FWCJUA”)- PLAN OF
OPERATION

Dear Mr. Torrence:

In an effort to confirm that all joint underwriting associations or quasi-governmental
insurers establish standards for the conduct of their directors, officers and senior
management, and to provide for greater fransparency and accountability, the Qffice is
reviewing all plans of operation.

The FWCIUA should examine its plan of opcration and amend its plan to include the
following provisions if these items are not already covered in the plan:

* A requirement that officers and senior management be subject to the background
investigation and notice provisions of Sections 624.404(3), 628.261, Florida
Statutes, and their respective Rules as protulgated in the Florida Administrative
Code.

* A requirement that the Florida Division of Insurance Fraud will be notified
within 48 hours of any suspected fraud and/or compromise of public trust by a
quasi-governmental employee. ‘ ,

* A code of ethics that includes detailed provisions regarding conflicts of interest
and post-cmployment restrictions. The provisions in Part III of Chapter 112 may
provide guidance,

® Clear guidance to employees as to gifts from and other financial interests in
vendors. ‘

L

KEVIN M. MCCARTY COMMISSICONER
20 EAST GAINES STREL » TALLAHAS«EL, FLORIDA 323001305 « (R50) 413-5914 « Fax [R50 4893024
WERSITL WWW.ALDFGPM 8 EMAIL; KEVINMOCARTY®EL DITGOM

Allirmative Actiun / Fiqun] Qpportunity Empluyer
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From: 101 Page: 3/3 Date: 10/12/2005 5:10:34 PM

Laura Torrence
October 12, 2005
Page 2

* Meetings noticed in accordance with the Sunshine laws.
* A requirement to promptly comply with all public record requcsts, except for
claim files and any other information exempt from the public records law,

If the plan of operation does not include the above terms, the Board should consider
amendments to the plan of operation at its pext Board meeting, but no later than
December 15, 2005. All plan amendments are required to be submitted to the Office
upon approval by the Board. We would be happy to look at any proposed amendments in
advance to facilitatc this process.

Sincerely,

AL

/ Kevin M. MeCarty
Commissioner

ce: Ray Nef¥, Chairman of the Board
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NOVEMBER 30, 2007 FWCJUA AUDIT COMMITTEE MEETING AGENDA ATTACHMENT D

ETHICS & SUNSHINE MATTERS

Conflict of Interest Policy

The Committee shall consider revisions to the FWCJUA's Statement of Policy Regarding Potential Conflicts of
Interest that incorporate provisions of Senate Bill 1894 which became law effective July 1, 2007.

Attached for the Committee’s review is a copy of the proposed revised policy.

The Committee shall formulate its recommendation to the Board for revisions to the FWCJUA's Statement of
Policy Regarding Potential Conflicts of Interest.

Page 53 of 216



FLORIDA WORKERS' COMPENSATION
JOINT UNDERWRITING ASSOCIATION, INC.

Statement of Policy
Regarding Potential Conflicts of Interest

The Board of Governors of the Florida Workers' Compensation Joint Underwriting Association, Inc. (the "FWCJUA")
hereby establishes the foIIowmg pollcy (the "Pollcy") regardlng confllcts or potentlal confllcts of |nterest of Beard—members—and

. : : members of the Board of Governors each a "Board Member the Executlve Dlrector
and other senior managers of the FWCJUA as defined in the Plan of Operation (collectively, "Senior Management"), and other
ersonnel employed or to be employed by the FWCJUA (“Other Employees”). This Policy is established in order to ensure that
Board membersOfficers—and-the-Exeeutive DirectorMembers, Senior Management and Other Employees conduct themselves in a
manner which avoids any impropriety or appearance of impropriety relating to decisions based upon self-interest. The Board
recognizes that it is essential that the members of the Board, Officers;and-the-Executive DirectorSenior Management and Other
Employees be independent and impartial and that their positions not be used for private gain or other improper purpose. Further,
the Board realizes that even in the absence of wrongdoing, the appearance of impropriety must be avoided. Toward that end, the
Board adopts and implements the Policy as described herein.

(1) Service Providers. No Board memberMember shall, through any insurer, insurance agency, or other insurance entity the
member represents or in WhICh the member has a substantlal flnanC|aI |nterest prowde serwees—te—the—F\A#GdUA—NeeshaH—any
; policy
|ssuance! QO|IC¥ admlnlstratlon! underwrltlng! clalms handllng or ga;groll audlt serwces to the FWCJUA or resgond to a request for

proposals from the FWCJUA for such services. A Board Member may respond to a request for proposals from the FWCJUA to
provide suehother types of services, but shall not participate in developing an RFP, or in considering or voting upon responses

thereto. Any Board memberMember who participates in the development of such an RFP for such services, or in consideration or
voting upon responses thereto, shall not be awarded such a contract. Any Board memberMember who represents, or who has a
substantial financial interest in any insurer who contracts to provide_non-insurance services to the FWCJUA, shall be required to
resign such member's position on the Board immediately after the contract is awarded. However, a contract awarded to such a
party shall not be void or voidable because interested Board membersMembers are present at meetings in which proposals are
evaluated or decisions are made, including the final vote to award the contract, provided that votes of the interested member(s) are
not counted for that purpose. Such interested Board membersMembers may, however, be counted in determining the presence of a
quorum at any such meeting.

(2) Improper Benefits. No Board memberMember shall use his or her position to foster or facilitate any pecuniary gain for

himself or herself-his-or-hermembercompany; or any other entity in which the member

has a substantial financial interest. No Board memberMember shall use his or her position on the Board to secure or promote any
business relationship from which he or she may derive a financial gain, or receive any gift or gratuity-—etherthanr-meals; in his or
her capacity as a Board memberMember. Each Board memberMember recognizes that he or she may be liable for monetary
damages for a vote, decision or failure to act regarding the management or policies of the FWCJUA where such member breaches
or fails to perform his or her duties as a member and derives, either directly or indirectly, an improper personal benefit from the
transaction.

or vote on a matter if the Board Members insurance agencxl insurance company, or other insurance entity would obtain a special or
unigue benefit that would not apply to other similarly situated insurance entities. In addition to this FWCJUA-specific prohibition, the
state Code of Ethics for Public Officers and Employees provides other limitations on the ability of Board Members to vote on or

Qartlcu;ate in certaln matters. Excegt as growded above a Board Member is not grohlblted from votlng on any measure! but when the

Board Member may not Qartlr:lgate ina matter that Would inure to the “special ervate gain or Ioss of the Board Member or a relatlv
arent, child, spouse, sibling, or in-law) of the Board Member, a business associate of the Board Member, or a principal who has
retained the Board Member, unless the Board Member files advance notice of the conflict with the person responsible for the minutes

of the meeting. Commission on Ethics Form 8B is used for this disclosure. The disclosure must be incorporated into the minutes of
he meeting. In some circumstan he disclosure may in m rall he meeting.

(4) ExeeutiveDirector—andOfficersSenior Management. It is the intent of the Board that the Exeeutive Director—and
OfficersSenior Management of the FWCJUA execute the duties of their offices without conflict of interest or any apparent conflict
of interest. Accordingly, the-Executive Directorand-Officers-of-the FWCIJAmembers of Senior Management shall not use their
positions to foster or facilitate any pecuniary gain for themselves or any other entity in which

the—Exeeutwe—D#eeter—er—any
Officerthey have substantial financial interests—Ner—shall-the Exeeutive Director—er—any—Officer,_unless otherwise permitted in

TALL_164839.1164839.2
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accordance with the Code of Business Conduct and Ethics. Nor shall any member of Senior Management use his or her position to
promote any business relationship from which he or she may derive a financial gain, or receive any gift or gratuity not permitted
to be received by Board members pursuant to this Policy. However, no contract in which the-Exeeutive Director-or-any-Officera
member of Senior Management may have an indirect pecuniary interest shall be void or voidable if the interest of the Executive
Director-or-Officermember of Senior Management is disclosed or known to the voting members of the Board prior to the vote and
the outcome of the matter is fair and reasonable as to the FWCJUA and its policyholders at the time it is authorized by the
Board_and is n herwi rohibi h f Busin n nd Ethi

(5) Non-FWCJUA Business. In order to ensure that this Policy is maintained, Board Members and members of the-Board;
Officers,—and-the—Exeeutive DirectorSenior Management, in their respective capacities, shall not in the context of regular or
special meetings of the Board or any committee or subgroup of the Board, or in any meeting in person or by telephone discuss
matters which relate to individual member companies, their business and their policyholders, except as those matters relate
directly to the operations of the FWCJUA.

(6) Statement of No Conflict. By executing this Policy below, a member of Senior Management or Other Employee certifies that
he or she does not have a conflict of interest as defined by law. “Conflict of interest” is defined as “a situation in which regard for a
private interest tends to lead to disregard of a public duty or interest.”

As the-ExecutiveDirector—an-Officer—er-a member of the Board of Governors,_Senior Management or Other Employee of the
Florida Workers' Compensation Joint Underwriting Association,_Inc., | signify my acceptance of the Policy described above.

Name Signature

Date

TALL_164839.1164839.2
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NOVEMBER 30, 2007 FWCJUA AUDIT COMMITTEE MEETING AGENDA ATTACHMENT E

2006 MARKET CONDUCT EXAM

The Audit Committee shall review the 2006 Market Conduct Final Examination Report covering the scope of
January 1, 2003 through June 30, 2006 which was received by the FWCJUA in August 2007 and receive an
update on the actions taken in response to the report.

Most importantly, there were no compliance issues raised in the report. The exam was quite comprehensive
and resulted in a favorable report on FWCJUA operations. The exam was an operational review and was
conducted by OIR’s contracted outside audit firm of Butther Hammock & Company (BHC). BHC reviewed
four general areas of the FWCJUA's operations, those being (1) organizational structure and administration;
(2) financial performance; (3) payments, allocations, recoveries and financial auditing; and (4) IT systems
operations and administration, disaster preparedness. In conclusion, there were only ten relatively minor
recommendations for the FWCJUA to consider, and OIR Market Investigations indicated that the FWCJUA
was not obligated to implement any of the recommendations within the report.

By way of background, the FWCJUA received a draft copy of the report on June 11, 2007 which was
reviewed in summary form with the Board at its June 12" meeting. Given staff had just received the
comprehensive report the day prior to the meeting, staff asked for additional time to prepare its draft
response for Board consideration, and the Board agreed to revisit the matter at this June 29" teleconference
meeting.

At its June 29™ meeting, the Board was advised that pursuant to the provisions of Section 624.319(1), Florida
Statutes, and Rule 69N-121.066, Florida Administrative Code, the FWCJUA may request an informal
conference prior to the filing of the report by the Office of Insurance Regulation. The request must be made
in writing within thirty (30) days of receipt of this notice. Should the FWCJUA elect this option, a written
statement outlining the specific concerns and documentation supporting your position must accompany the
request. If no response is received within thirty (30) days, the draft report would be filed as a finalized report
and made a public document.

Torrence then referred the Board to a draft response that focused on minor edits to the draft report that
would generally make the report more accurate. She noted that the edits were inconsequential to the report
findings and recommendations and therefore, consideration should be given to whether an actual response
should be issued.

The Board was concerned whether the FWCJUA would incur any additional costs associated with this
market conduct examination if it submitted the editorial comments; and thus, it was the consensus of the
Board that the FWCJUA should not incur any additional costs associated with the exam given that the
comprehensive exam was favorable and had already cost policyholders approximately $80,000. It was
further agreed that Torrence should provide the minor edits to OIR Market Investigations for accuracy sake
provided no additional costs for the exam would be incurred by the FWCJUA.

On July 6, 2007, Torrence provided the editorial comments to OIR Market Investigations. The comments
were incorporated into the final report with no further expense being incurred by the FWCJUA for the exam.
The policyholder cost for the exam totaled $75,486.91.

Attached for the Audit Committee’s review are copies of the summary of the exam recommendations and
actions taken, the payroll procedures, as well as the 2006 Market Conduct Final Examination Report.

The Committee shall review the attached materials related to the 2006 Market Conduct Final
Examination Report and provide further direction to staff as warranted.
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FWCJUA 2006 MARKET CONDUCT EXAM RECOMMENDATIONS & ACTION TAKEN

Recommendation: Payroll is a significant expense of the FWCJUA. BHC recommends that the Executive
Director review the payroll reports and journal entries periodically, to serve as an independent review of the
monitoring by the Controller, thus enhancing segregation of duties.

Action taken: The Executive Director now reviews payroll reports quarterly and this process is recorded in the
attached Payroll Procedures.

Recommendation: BHC recommends that the FWCJUA prepare formal documentation of the FWCJUA Payroll
Procedures. BHC considers documentation of Payroll Procedures to be good business practice, since payroll is a
vital segment of operations.

Action taken: The attached Payroll Procedures were developed and implemented.

Recommendation: FWCJUA should consider the need to develop a formal documented Succession Plan. A
documented plan can minimize business interruption, should a key employee become unwilling or unable to
perform his or her duties, and should clearly define the specific individuals inside or outside of the organization
that are qualified to take over the duties of key employees on a temporary or permanent basis.

Action taken: The Operations Committee is scheduled to consider the activity of developing a formal
documented Succession Plan as part of the 2008 Business Plan at its meeting on December 3, 2007. It is also
anticipated that a Committee recommendation shall be considered by the Board on December 11"

Recommendation: BHC recommends that prior to the Board’s approval of the draft of the FWCJUA's Records
Management and Retention Policy, FWCJUA’s management should update the policy for the following areas:

e The Electronic Document Management System.

e The draft policy includes emphasis on off-site storage (i.e. references to document storage vendors who
will shred FWCJUA documents, preservation of off-site storage facilities, procedures for packaging,
bundling, and labeling hard copy records). The FWCJUA does not currently use off-site storage, and
emphasizes electronic storage. The FWCJUA may choose to include provisions for off-site storage, as
the need may arise. Currently, there is no document storage vendor.

e The destruction of the FWCJUA documents should be expanded to address the individual(s) responsible
for shredding documents.

While there may still be a need for the storage of some hard copy records, the Records Management and
Retention Policy should reflect the FWCJUA's efforts to move toward a paperless environment.

Action taken: The draft of the FWCJUA’s Records Management and Retention Policy required major revisions
given the passage of Senate Bill 1894 and BHC’'s recommendations were addressed during the rewrite. It is
anticipated that the Operations Committee shall consider a proposed Records Management and Retention Policy
at its meeting on December 3, 2007. It is also anticipated that a Committee recommendation shall be considered
by the Board on December 11"

Recommendation: The FWCJUA should consider obtaining a written contract with outside attorneys for litigation
management services. Having signed written contracts for all services performed by outside parties is considered
good business practice, and a written agreement will better equip the FWCJUA and its Board to establish
oversight and the monitoring of performance under contracts.

Action taken: A proposed engagement for 2008 services has been secured and will be considered by the
Operations Committee at its meeting on December 3, 2007. It is also anticipated that a Committee
recommendation shall be considered by the Board on December 11",

Recommendation: The FWCJUA should consider requiring Travelers to engage an independent auditor to
perform a SAS 70 audit and provide the Board with a copy of the audit report.

Action taken: This will be considered upon the rebidding of the policy administration and managed care services
as this expense was not contemplated under the current contract.

Page 1 of 2
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7.

10.

FWCJUA 2006 MARKET CONDUCT EXAM RECOMMENDATIONS & ACTION TAKEN

Recommendation: BHC recommends that the nightly backup be taken off-site daily, either to the bank vault or to
the home of a Manager, the latter which was disclosed as an option in the DRP. The current practice of taking
the back-up tape to the bank vault twice a week leaves FWCJUA exposed to a potential data loss of more than
one day in the event of a sudden disaster, other than an approaching hurricane, for which the FWCJUA has
planned for daily off-site data transport. Although the secondary backup may be removed at a moment’s notice if
a sudden disaster occurs during normal business hours, an after-hours sudden disaster could result in a potential
loss of data for more than one day.

Action taken: In August 2007, the FWCJUA moved its primary servers and data storage to a Sungard facility in
Alpharetta, Georgia. This offsite location allows data to be replicated between the office in Sarasota and the
secure data facility in Georgia. A complete nightly tape backup is still being performed at the offsite location. The
document management information is not replicated to Sarasota due to storage size but is included in the nightly
backup. Additional options for document management data redundancy are currently being explored.

Recommendation: BHC recommends that the results of the monthly testing of data backup procedures by
randomly restoring files should be documented to ensure that the process occurs at a specified time each month,
different types of files are tested, and the results are available for review, by Management, the Operations
Committee, or the Board.

Action taken: Backup and generator testing is completed and documented on a monthly basis.

Recommendation: BHC recommends that the results of the systems recovery process and post- test evaluations
should be documented to ensure that the results are available for verification that the periodic testing is occurring
at appropriate intervals and that results are appropriately communicated. BHC recommends that testing should
occur at least once per year.

Action taken: Disaster testing procedures have been created and tested for staff and equipment. The disaster
testing procedures will be reviewed and tests scheduled every spring. Post test evaluations are collected and
reviewed after each test. A “hurricane” disaster test was successfully executed on 10/11/07.

Recommendation: BHC recommends that the FWCJUA execute its intention to review Travelers’ Disaster
Recovery Plan on an annual basis.

Action taken: Travelers’ Disaster Recovery Plan was reviewed as part of a service provider audit conducted by
FWCJUA staff in July 2007 and was deemed acceptable. It should also be noted that Travelers’ Disaster
Recovery Plan was reviewed by the FWCJUA prior to the inception of the contract in January 2006.

Page 2 of 2
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FWCJUA Accounting Policy & Procedures

Payroll Procedures

Purpose: To identify the steps involved in setting up a new employee to the payroll
system with Paychex, the documentation necessary to make changes to an employee’s
payroll information as well as the information necessary to process a termination of an
employee from the payroll system.

Segregation of Duties: The Controller is the main contact with the payroll vendor,
Paychex. However, all additions, changes or terminations reflected in the payroll
records with Paychex are documented with approval of either the employee’s
supervisor, the Executive Director or the employee himself. The Executive Director
reviews the payroll reports and call-in sheet quarterly to ensure accurate and approved
amounts are being reported to Paychex. In addition, Executive Management and the
Board of Governors review the Budgeted Forecast with Actual amounts at the end of
each quarter during the calendar year.

The FWCJUA contracts with Paychex for the processing of its bi-weekly payroll checks.
Paychex uses the information the FWCJUA provides them and processes the individual
payroll checks as well as completes both the quarterly and annual payroll tax filings of
the 941’s, UCT-6's and the 940.

There are multiple situations when additions and/or changes need to be made to the
information Paychex has regarding an employee’s paycheck. The topics below outline
the necessary information the Controller will provide to Paychex to make the change as
well as the required documentation which will serve as the backup to the bi-weekly
payroll check run in addition to being filed within the employee’s human resources file.
The employee human resource files are stored in a locked drawer in the Controller’s
office as well as scanned into the FWCJUA’s document management system with
authorized access to the documents by only the Executive Director and Controller.

The FWCJUA pays to-date for all salaried employees, therefore on a particular pay day
all wages have been paid up to that point. In regards to hourly employees, they are
paid on a one week lag and thus up to the previous Friday. So since Friday is always a
payday, they are paid through the previous Friday and therefore would only have one
week of ‘unpaid’ time outstanding after a pay day.

Paychex calls the Controller on the Tuesday before Friday's payday. The Controller
advises of any additions, terminations or changes. It is very common to have no
changes as is the case most weeks.

Once Paychex processes the bi-weekly check run, the Controller reviews upon receipt
to ensure each employee was paid the appropriate amount and any changes, additions
or deletions where properly applied to the bi-weekly payroll. Once all is verified, the
journal entry is completed and entered into the general ledger system. The payroll
documents and the necessary documentation for any changes, additions or deletions
are then scanned into the FWCJUA'’s document management system.

Payroll Procedures

Page 1 of 3
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FWCJUA Accounting Policy & Procedures

New employee:

- Completed and signed W-4 form — provides name, address, social security number,
tax filing status and number of exemptions.

- A letter and/or email from the hiring supervisor advising starting date and starting
salary or hourly wage.

- Date of birth

- Direct deposit form and voided check (available for up to 3 different accounts both
checking and savings) (needs to be faxed to Paychex prior to payroll call-in date)

- Information about any deductions for health and/or dental insurance premiums,
colonial life individual policies, flexible spending accounts or 401K deductions.
Documentation for the deductions is received and signed by the employee. New
employees are not eligible for benefits until the 1% of the month following 30 days
employment and therefore these amounts are usually added at a later time.

- a ‘first-time’ salary amount as the new employee may have started in the middle of a
pay period.

Beginning of each calendar year:

- Salary change information for management. Management’'s salary changes are
usually effective January 1 after approval of the Board at the December Executive
Compensation Committee meeting. A signed salary change form is received to
document any salary change necessary and is signed by the Executive Director.

- Updates and/or additions to deductions for health and/or dental insurance premiums,
colonial life individual policies, flexible spending accounts or 401K deductions. As
insurance policies usually run from 1/1 to 12/31 any price changes usually take place at
the beginning of the calendar year. Documentation for the deductions is received and
signed by the employee.

- Occasionally employees will change their federal tax withholdings at the beginning of a
new calendar year — a signed W-4 form is received from the employee.

After July 1 salary change:

- Salary change information for all employees. A signed salary change form is received
for any salary changes necessary. The form is signed by both the employee’s
supervisor as well as the Executive Director.

Miscellaneous changes:

- Addition, changes and/or deletions of deductions for health and/or dental insurance
premiums, colonial life individual policies, flexible spending accounts or their 401K
deduction. Documentation for the deductions is received and signed by the employee.

- Occasionally employees will need to change their federal tax withholdings— a signed
W-4 form is received from the employee.

- The number of hours paid each period for an hourly employee is reported to Paychex
each time. The number of hours paid is documented by the employee’s weekly time
cards which are approved by the employee’s supervisor.

Payroll Procedures
Page 2 of 3
June 2007
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FWCJUA Accounting Policy & Procedures

Departing employee:

- A letter and/or email from the employee’s supervisor in regards to their last day of
work.

- Determine the amount of the last paycheck as the employee may not have worked the
entire pay period — the departing employee will receive their last paycheck on a
regularly scheduled payday. There are no special checks printed for last paychecks.

- A letter and/or email from the employee’s supervisor regarding the amount of unused
vacation time. The FWCJUA pays the employee for any unused vacation time
remaining upon departure. This amount is paid 2 weeks after their last paycheck as a
precaution in case of a situation where the prior employee has not returned company
property or properly reimbursed the FWCJUA for a personal expense.

Payroll Procedures
Page 3 0of 3
June 2007
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CHARLIE CRIST
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OFFICE OF INSURANCE REGULATION o I CIAL OFFICER

BILL MCCOLLUM
ATTORNEY GENERAL

KEVIN M. MCCARTY *  CHARLES BRONSON '
COMMISSIONER OF
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August 13, 2007

CERTIFIED MAIL
RETURN RECEIPT - 7005 1820 0003 1899 9840

Mr. Ray Neff, President

Florida Workers’ Compensation Joint Underwriting Association, Inc.
6003 Honore Avenue, Suite 204

Sarasota, FL. 34238-5717

Re:  Florida Market Conduct Examination
Scope of Examination: Scope of Examination: January 1, 2003 to June 30, 2006
Line of Business: Workers’ Compensation

‘Dear Mr. Neff:

Enclosed is a copy of the 2006 Market Conduct Final Examination Report for your Company
covering the scope of January 1, 2003 through June 30, 2006.

Also enclosed is Form 118 to be executed, and returned pursuant to Section 624.319(5), Florida
Statutes. Failure to return the executed form pursuant to this Statute may subject your Company
to a penalty. We now consider this examination finalized.

Sincerely,

/M fw

James E. Nesmith

JAMES E. NESMITH, CIC * MANAGEMENT REVIEW SPECIALIST
OFFICE OF INSURANCE REGULATION * MARKET INVESTIGATIONS
200 EAST GAINES STREET , TALLAHASSEE, FLORIDA 323994210 « (850) 413-5012 = FAX (850) 922-5680
James.Nesmith@fldfs.com
Affirmative Actiﬂna /g Féql,lab?qwunity Employer
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FORM 118

FLORIDA OFFICE OF INSURANCE REGULATION
MARKET INVESTIGATIONS

I hereby certify that I am the officer in charge of the Florida business of:
Florida Workers’ Compensation Joint Underwriting Association, Inc.
I have read the report of the Market Conduct examination as of
September 2006

filed with the Office of Insurance Regulation. The recommendations contained in
the report will be considered within a reasonable time. '

This form is hereby executed in compliance with Section 624.319(5), Florida Statutes.

H&a e J ;a ryence geca;éi/c _b 'rec/érc)é &ECfeA//

Name : Title
_ f// 7/o‘?oo'7
Signature Date

Sworn to and subscribed before me this ’ V) M’\

day of !g! X ‘1& 5‘ , 2007

NOTARY PUBLIC

v, MICHAEL K. CLEARY
ez Nofary Public - State of Florida
+ My Commission Expires Sep 26, 2008
S78F  Commission # DD 349759

" Bonded By National Notary Assn.

Signatufe

My commission expires q’/é(ﬂ/ 0

This form is to be completed, notarized and returned to: James Nesmith, Florida Office of Insurance
Regulation, Market Investigations, 200 East Gaines St., Larson Building, Tallahassee, Florida
32399-4210, within 30 days from receipt. If Form 118 is not returned to the Office within 30 days of
the date of signature on the return receipt card, this matter will be forwarded to our Legal Division
for appropriate legal action.
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Independent Accountants’ Report of Agreed-Upon Procedures Applied to the
- Florida Workers’ Compensation Joint Underwriting Association, Inc.

Buttner Hammock & Company, P.A. (BHC) has completed the operational review and performed
the agreed-upon procedures enumerated below for the Florida Workers’ Compensation Joint
Underwriting Association, Inc. (FWCJUA). The procedures were performed solely for the
information and purposes of the Office of Insurance Regulation (OIR).

The activities and operations of FWCJUA are governed primarily by the following documents:

Florida Statute § 627.311(5).

Florida Statutes § 627.312 and 627.313.

FWCIJUA Plan of Operation.

FWCJUA Accounting Policy & Procedures.

FWCJUA Reporting Requirements.

FWCJUA Claims Handling Procedures.

FWCJUA Underwriting Principles & Procedures Guide.

BHC personnel reviewed these documents, and other documents discussed herein, at the
beginning of the engagement to obtain an understanding of the duties and responsibilities of the
FWCJUA and its operating procedures to facilitate the performance of this operational review.

Background of FWCJUA

The FWCJUA was created on December 30, 1993, pursuant to Florida Statute § 627.311(5), to
provide workers’ compensation and employer’s liability insurance coverage to qualified risks in
the state of Florida who are required by law to maintain workers’ compensation and employer’s
liability insurance and, who in good faith are entitled but unable to purchase such insurance
through the voluntary insurance markets. As a result, employers insured within the FWCJUA pay
premiums in excess of those paid in the voluntary market. The FWCJUA collects premiums from
its policyholders in order to satisfy the obligations of the FWCJUA. If the FWCJUA is unable to
pay its obligations, the FWCJUA is authorized to assess amounts necessary to support operations
from certain policyholders, subject to the approval of the OIR.

The FWCJUA is a not-for-profit corporation which accounts for its activities using a fiscal year
ending on December 31%, and is exempt, by statute, from State of Florida corporate income taxes,
premium taxes, intangible taxes, and assessment from the Division of Workers’ Compensation
and the Florida Workers’ Compensation Insurance Guaranty Association. The FWCJUA is not
exempt from federal income taxes, although Florida Senate Bill S 1894ER, effective July 1, 2007,
requires that no later than January 1, 2008, the FWCJUA submit a request to the Internal Revenue
Service for a letter ruling or determination on the plan’s eligibility as a tax-exempt entity (Exhibit
6). FWCJUA plans to engage Thomas Howell Ferguson, a CPA firm in Tallahassee, Florida, to
assist with this effort.

Florida Workers® Compensation Joint Underwriting Association 1 9/30/2006
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Public Records

The FWCJUA maintains a website that allows access to the following public records:
Statutory audit filing

e Annual statements
e Actuarial opinion
e Rate filing
e Quarterly financial statements
e Public meeting notes
e Agency Procedures Agreement Application Process
¢ Employer information including:
o Eligibility
o Duties and responsibilities
o Certificates of insurance
o Producer locator
o Products and programs
»  Special products
® Coverage in other states
= Rating plans (Tiers 1, 2, 3)
= Experience Rating Plan
=  Assigned Risk Adjustment Plan
»  Florida Drug Free Workplace
* Florida Contracting Classification Premium Adjustment Program
e Producer
o Eligibility
o Duties and responsibilities
o Authorization agreement
o Application forms
o Rates and minimum premiums
o Binding procedures
o Certificates of insurance
o FAQ for underwriting
o Pricing tool
o Employee leasing agreements
* Current rates by class code
e Market Assistance Program
e Safety
e Related links
e About FWCJUA
o History
o Board Members
o Mission
o Facts
o News
o Plan of Operations
o Articles of Incorporation
o Bylaws
o Operations Manual
e Contact the FWCJUA
Florida Workers® Compensation Joint Underwriting Association 2
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The FWCJUA public records policy, currently undocumented, is in the process of being
documented. In addition, Florida Senate Bill S 1894ER, effective July 1, 2007, further addresses
public records exempting personnel, reinsurance and claim records from disclosure with regard to
Florida’s Government in the Sunshine Law (Exhibit 6). For public record requests that can be
answered by content on the website, the FWCJUA refers the request to their website. Minutes of
the Board of Governors meetings and summary claims data are available from the FWCJUA upon
request. Other public records requests are referred to the General Counsel and the chair of the
Board of Governors before the requested information is released.

From the FWCJUA’s inception through July 2003, there were three rating plans established for
various classifications of risks and all employers holding FWCJUA policies were assigned to one
of these three rating subplans, either A, B, or C, with subplan C insureds receiving an assessable
policy.

Effective July 26, 2003, legislation was adopted that resulted in significant changes to the
FWCJUA’s rating structures. A new subplan D was established to provide coverage for small
employers (15 or fewer employees) and charitable organizations. The rates prescribed for these
polices were 25% above the voluntary market premiums for these small employers and 10%
above the voluntary market premiums for charitable organizations. Those capped rates generated
a substantial deficit with the only means of elimination of the deficit being to levy an assessment
on subplan D policyholders.

Effective, July 1, 2004, the Florida Legislature addressed the growing subplan D deficit by
enacting legislation to replace the subplan rating system discussed in the previous paragraph with
a three-tier rating plan based on the insured’s premium or loss experience. The rates were
statutorily capped in two of the three rating tiers and the surcharges over the premiums in the
voluntary market were increased and provisions were made to ensure actuarially sound rates in all
three rating tiers by January 2007. Should funding for the tier plans be insufficient, an
assessment could be levied against all workers’ compensation insureds in the State of Florida to
fund the FWCJUA’s cash flow deficits, or funds from the State of Florida, Workers’
Compensation Administration Trust Fund (WCATF) may be transferred to the FWCJUA upon
the request of the DFS by the FWCJUA’s Board of Governors (Board) and the approval of the
Legislative Budget Commission (LBC).

No assessments were recommended in fiscal years 2003, 2004, 2005, or through June 30, 2006.
The FWCIUA’s compliance with assessment procedures and governing documents is described
further in the “Scope of Examination and Findings” section, Part A — Procedure 8.

The FWCJUA is managed by its Executive Director and is directed by a Board of Governors.
Prior to the July 26, 2003 legislation, the Board consisted of 13 members. After July 26, 2003,
the Board is comprised of nine members, including two representatives from the 20 domestic
insurers defined in Florida Statute § 624.06(1), two representatives from the 20 foreign insurers
defined in Florida Statute § 624.06(2), three members appointed by the Florida Financial Services
Commission, the Consumer Advocate appointed under Florida Statute § 627.0613, and one
representative from the state’s largest property and casualty insurance agents’ association.

Florida Workers’ Compensation Joint Underwriting Association 3 9/30/2006
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The Board utilizes committees to monitor the operations of the FWCJUA. The committees of the
Board include the following:

e Audit Committee e  Producer Appeals Committee
e  Executive Compensation Committee e Rates & Forms Committee

¢  Investment Committee e Reinsurance Committee

e  Operations Committee e  Safety Committee

o  Market Assistance Plan (MAP) Committee Producer Committee

Board Committee members are appointed by the Board Chairman and Board Committees meet
periodically as the need arises. The FWCJUA has consistently employed 18 individuals during
the scope period of the examination. Employee turnover during the scope period has included an
Accountant, an Executive Assistant, and several Underwriters or Customer Service Specialists.

FWCJUA'’s staffing is described further in Part A — Procedure 2.

The FWCJUA utilizes the services of the St. Paul Travelers Company, Inc. (Travelers) to provide
policy administration, managed care services, and claims administration. Under the terms of
Travelers’ contract with the FWCJUA, Travelers underwrites policies, issues policies, collects
premiums, performs premium audits, and adjusts and pays claims.

Any company that is licensed to write workers’ compensation insurance in the State of Florida is
required to contract with a Florida licensed rating/statistical organization for workers’
compensation. During the scope period, The National Council on Compensation Insurance
(NCCI) was the only licensed rating/statistical organization for workers’ compensation in Florida.
Accordingly, the FWCJUA has contracted with NCCI.

Scope of Examination and Findings

The scope period of the examination is January 1, 2003 through June 30, 2006. This Final Report
is based upon information from the examiner’s draft report, additional research conducted by the
Office, and additional information provided by the Company. This examination was performed in
accordance with standards established by the American Institute of Certified Public Accountants
(AICPA).

PART A - Organizational Structure and Administration

Procedure 1: Review and assess the plan of operation for the FWCJUA. Comment on the
completeness of the plan and its compliance with the requirements of Florida Statutes and
the consistency of operations with approved plans.

Findings: BHC obtained the FWCJUA’s Plan of Operation and Florida Statutes §§ 627.311(5),
627.312 and 627.313 to obtain an understanding of the documents governing the FWCJUA’s
operations. The FWCJUA'’s Plan of Operation consists of the following three components:

Florida Workers” Compensation Joint Underwriting Association 4 9/30/2006
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e Articles of Incorporation of the FWCJUA;
e Bylaws of the FWCJUA, as amended from time to time; and,
e The FWCJUA Operations Manual.

BHC discussed the Plan of Operation with the Executive Director, who informed BHC that the
Bylaws and the Operations Manual had been revised several times during the scope period
between 2003 and June 2006. These governing documents were revised due to, among other
reasons, legislative changes affecting the FWCJUA’s rating structure, assessment options and

requirements, the number of Board members, service provider requirements, and revisions to
FWCIJUA forms.

The Executive Director provided BHC with current and prior versions of the FWCJUA’s Bylaws

and the Operations Manuals.

Operations Manual

Date of Revision

December 1, 2002 September 27, 2004 November 30, 2005
March 27, 2003 October 19, 2004 December 28, 2005
July 26, 2003 December 30, 2004 January 12, 2006
September 26, 2003 February 1, 2005 March 28, 2006
July 1, 2004 March 15, 2005

Bylaws Effective Date

2nd Amended Bylaws June 21, 2002

3rd Amended Bylaws May 8, 2003

4th Amended Bylaws July 18, 2003

5th Amended Bylaws July 1, 2004

In order to assess compliance of various revisions of the FWCJUA’s governing documents, BHC
obtained a copy of Florida Statutes §§ 627.311(5), 627.312 and 627.313 for the years 2002
through 2006. BHC noted that Florida Statutes §§ 627.312 and 627.313 did not exist prior to
2004 and the current Florida Statute was actually Florida Statute § 627.311(5) was actually
Florida Statute § 627.311(4) prior to the legislative changes that occurred in 2003.

BHC reviewed the text of the Florida Statutes in effect from 2002 through 2006 and reviewed the
various versions of the governing documents, noting that it appeared revisions to the governing
documents were made in response to the legislative changes described by the Executive Director.
BHC reviewed the text of Senate Bill (SB) 50-A, and House Bill (HB) 1251 from the Florida
Legislature’s 2003 and 2004 Legislative Sessions, respectively, to gain further understanding of
the legislative changes affecting the operations of the FWCJUA. BHC also reviewed the minutes
from the FWCJUA’s Board and Committee Meetings (described further in Part A — Procedure 3),
noting the Board’s discussion regarding revising the governing documents and the Board’s
approval to revise those documents.

Based upon the review and discussions with the Executive Director, BHC believes the
FWCJUA’s Plan of Operation is adequate for administering the duties and responsibilities of the
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FWCIJUA and is in compliance with the requirements of Florida Statutes §§ 627.311(5), 627.312
and 627.313. BHC believes the operations of the FWCJUA are materially consistent with the
approved Plan of Operation, and the Plan of Operation appears complete.

Procedure 2: Review the management and organizational structure of the FWCJUA,
including staffing levels, qualifications of personnel, segregation of duties, and conflicts of
interest. Comment on the effectiveness of the management and organizational structure of
the FWCJUA.

Findings: The FWCJUA provided BHC with an organizational chart of the FWCJUA, included
as Exhibit 1. The FWCJUA’s management team is comprised of four Executive Managers, two
Managers, and one Supervisor. The FWCJUA’s staff is organized into the following functional
areas:

Executive Director

Accounting

Operations / Program Managers
Underwriting

Information Technology

|Nl\)oot\)w~

Administrative
Total 1

o0

BHC reviewed the FWCJUA’s organizational and management structure by reviewing the
organizational chart and the background history of the FWCJUA, touring the office of the
FWCIJUA, observing FWCJUA personnel performing their duties, reviewing the job descriptions
of each staff position, reviewing the resumes of FWCJUA management personnel, and discussing
with management, on an as needed basis, the duties and responsibilities of the Executive Director,
Controller, Operations Manager, Program Manager, Systems Manager, other FWCJUA staff, the
Board and Board Committees.

Comparison of the FWCJUA’s Organization Structure to Other Guaranty Associations

BHC performed a comparison of the organizational structure of the FWCJUA to the structure of
other guaranty associations or joint underwriting associations for which BHC is knowledgeable.

BHC’s analysis considered factors including the organization’s purpose, staff size, governing
documents, oversight (including composition and appointment of each organization’s governing
Board), and whether operational functions were performed in-house or were outsourced.

Based upon the review, BHC believes the staffing level of the FWCJUA is adequate. FWCJUA
staff and management are qualified to perform their duties, and the duties of personnel are
adequately segregated. BHC noted no conflicts of interest. BHC believes the FWCJUA’s
management and organizational structure is functional and enables the FWCIJUA to execute its
duties as provided by Florida Statute § 627.311(5).

Florida Workers” Compensation Joint Underwriting Association 6 9/30/2006
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Procedure 3: Conduct a review of the activities of the FWCJUA’s Board of Governors and
other Board Committees for 2003, 2004, 2005, and through June 30, 2006 to assess whether
the Board and the Board Committees are fulfilling their fiduciary responsibilities.

Findings: BHC requested copies of all minutes of meetings of the FWCJUA Board and the
Board Committees for the fiscal years 2003, 2004, 2005, and through June 30, 2006. BHC
reviewed the minutes, noting that meetings were conducted on the following dates:

Rates & Forms Producer Appeals Reinsurance
Board of Governors Audit Committee Committee Committee Committee
March 19, 2003 May 14,2003 February 18, 2003 May 13,2003 May 29, 2003

June 4, 2003

June 18,2003
September 10, 2003
November 13, 2003
December 10, 2003
February 9, 2004
March 26, 2004
April 7, 2004

May 17,2004

June 9, 2004

June 22,2004
September 21, 2004
December 17, 2004
March 15, 2005
April 8, 2005

May 10, 2005

June 22, 2005
September 20, 2005
October 24, 2005
December 13, 2005
February 15, 2006
March 15, 2006
April 10, 2006
June 14, 2006

December 1, 2003
February 23, 2004
October 22, 2004
March 31, 2005
June 14, 2005
September 13, 2005
December 5, 2005
March 30, 2006
June 6, 2006

Investment
Committee

June 16,2003
June 15,2004
August 9, 2004
June 9, 2005
May 11, 2006

MAP Committee

February 17,2004
February 26, 2004
December 6, 2004
February 22, 2005
June 9, 2005
September 14, 2005
November 18, 2005
February 15, 2006
March 10, 2006

Executive
Compensation
Committee

November 5, 2003
March 17, 2004
June 24,2004
September 20, 2004

Operations
Committee

December 16, 2004
September 7, 2005
November 28, 2005

March 4, 2003

June 4, 2003
December 9, 2003
December 16, 2004
February 25, 2005
April 15, 2005
September 14, 2005
December 6, 2005
January 23, 2006

Fiduciary Responsibilities of the FWCJUA’s Board

December 3, 2003
December 8, 2004
March 3, 2005

May 9, 2005
September 13, 2005
November 21, 2005
March 10, 2006

Annual
Membership
Meetings

December 10, 2003
December 17, 2004
December 13, 2005

December 2, 2003
September 8, 2004
November 16, 2004
December 8, 2004
December 17, 2004
January 12, 2005
February 24, 2005
November 18, 2005

Safety Committee

June 16, 2003
November 22, 2004
December 15, 2004
November 14, 2005
April 28, 2006

BHC performed a review of the Board’s activities and operations. The fiduciary responsibilities
of the Board are primarily governed by the following documents:

e Florida Statute § 627.311(5); and,

e FWCJUA’s Bylaws (part of the FWCJUA’s Plan of Operation).

BHC reviewed these documents and prepared a list of the fiduciary responsibilities of the Board
reproduced as Exhibit 2 to this report. BHC submitted this list to the FWCJUA’s Chairman of
the Board who reviewed the list and agreed with BHC’s prepared list with additional comments.

BHC reviewed the minutes of the meetings of the Board during 2003 through June 2006. and
compared the activities of the Board, as reported in the minutes, to BHC’s list of the fiduciary
responsibilities of the Board. Exhibit 2 includes the results of these procedures.

Florida Workers’ Compensation Joint Underwriting Association 7 9/30/2006
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Based upon the review, BHC believes the Board is functioning in accordance with the governing
documents and is exercising its fiduciary responsibilities appropriately. The Board members are
monitoring and overseeing the FWCJUA’s operations in a professional manner and appear to be
timely updated on changing events.

Procedure 4: Review the FWCJUA’s documented and undocumented process control
procedures, including segregation of duties and conflicts of interest. Assess adequacy of
documented operating processes and procedures to ensure continuity of operations in the
event of management or staffing changes.

Findings: BHC inquired of the Executive Director if there were any documented processes and
procedures relating to operations. The Executive Director provided documented procedures and,
through interviews with BHC, provided undocumented procedures for specific areas of

operations. Documented and undocumented operating processes and procedures were identified
to BHC as follows:

DOCUMENTED PROCEDURES

Accounting Policy & Procedures

The Executive Director provided BHC with a copy of the FWCJUA’s documented Accounting
Policy & Procedures, containing sections for the following processes:

° Individual Account Reconciliations ° Monthly Cash Receipts
. Bank Reconciliations ° Petty Cash

. Cash Flow - Subplans and Tiers ° Ceded Losses

. Checks (Accounts Payable) . NSF Procedures

° Individual Monthly Financial Statements — Balancing e Fixed Assets
° Investment Statement Reconciliations ° Journal Entries
. General Ledger Collections Database Reconciliation e Quarterly/Annual Financial Report

° General & Administrative Expense Allocation ° Quarterly Premium Reconciliation / Adjustments
° Increase / Decrease Adjustments ° Service Carrier Reports — Travelers
° Loss Portfolio Transfers ° Service Carrier Interest Letter

° Daily Cash Receipts

BHC reviewed the following sections of the Accounting Policy & Procedures:

e Individual Account Reconciliations — The purpose of this review is to ensure the ending
balances of the general ledger accounts are correct. Each Accountant is responsible for
certain subplans/tiers, and to incorporate proper segregation of duties, reviews the
reconciliation prepared by the other Accountant. The Controller reviews appropriate
accounts monthly and/or quarterly in preparation of the financial statements.

Reconciliations are prepared as follows:

Bank reconciliation spreadsheet to Microsoft Great Plains Dynamics (GPD)
Accounting Software.
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Premium receivable report in GPD to application status in FLARE’, a software
program with modules for underwriting, claims, accounting for premiums, and
reporting.

Individual subplans/tiers general ledger accounts to Travelers’ cumulative carrier
report spreadsheet for the current period.

Fixed assets report in GPD to internal net book value report in Fixed Assets
System (FAS), a separate software program for fixed assets.

Non-sufficient funds (NSF) checks report in GPD to NSF checks spreadsheet in
Microsoft Excel and to Detail Inquiry Report by subplan/tier in GPD.

Bad debt write-offs and recoveries in GPD with general ledger collections book
in FLARE? in total and by subplan/tier.

Prepaid expenses report in GPD to standard and monthly-prepared journal
entries.

e Bank Reconciliation — The purpose of this review is to reconcile the bank account
activity in GPD with the activity posted by the FWCJUA’s bank.

The FWCJUA has the following nine bank accounts:

e  Operating Account e Application Processing - Subplan D2
e  Payroll Account e  Application Processing - Tier 1

e  Application Processing - Subplan A e Application Processing - Tier 2

e  Application Processing - SubplanC e  Application Processing - Tier 3

*  Application Processing - Subplan D1

The Controller informed BHC that no policies were ever bound in subplan B and
therefore, the FWCJUA did not open a subplan B Application Processing bank account.

The Controller informed BHC that the FWCJUA separates subplan D into two groups for
accounting and application processing: The D2 subplan consists of non-profit employers
subject to the 10% cap on premiums, while the D1 subplan consists of all other subplan D
employers, whose premium cap is set by statute at 25%.

The Operating Account is utilized for all business prior to July 26, 2003 (the effective
date of subplan D) and is the check writing account. There is also a zero balance account
(ZBA) linked to the Operating account for use by Paychex, the FWCJUA’s payroll
vendor and Ceredian, the FWCJUA’s Flexible Spending Account (FSA) vendor.

Reconciliations to be performed are divided between the Accountant and Senior
Accountant. The Accountant reconciles the Operating Account, Payroll Account, and the
three Tier Accounts. The Senior Accountant reconciles the four Subplan Accounts.
FWCJUA’s Controller reviews and approves all bank reconciliations once they are
completed.

BHC requested for analysis all FWCJUA bank account reconciliations, including the
bank statements for December 2005. BHC reviewed the bank reconciliations noting that
the accountant or the senior accountant and the controller properly indicated their
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preparation of, or approval of the bank reconciliations by their handwritten signatures on
the bank reconciliations.

e Cash Flow — Subplans and Tiers — The purpose of this review is to provide a detail of
cash activity for each of the Subplans and tiers. This review is conducted monthly after
the bank reconciliation is complete.

The Senior Accountant prepares all cash flow reports for the subplans and tiers, and the
Accountant prepares the initial cash flow report for the Operating Account. There are
two different cash flow statements prepared for the Operating Account. Once the initial
(basic) cash flow statement is prepared by the Accountant, the Senior Accountant then
prepares the more detailed cash flow statement for the Operating Account.

As a lump sum payment is made to Travelers, the initial cash flow report only shows the
total payment, while the more detailed cash flow statement breaks out that payment into
premiums, losses, servicing carrier and commission fees. After the cash flow statement is
completed, the Controller reviews the cash flow statement for accuracy as well as a
monitor for the amount of cash in each account.

Reconciliations are conducted for the following:

Premium receivable balances in GPD to balances in the FLARE® application
status reports.

Advance premium paid and deposit premium totals in the FLARE?® application
status reports to the Travelers’ cash receipts report sent to Travelers at the end of
the month.

SunTrust ending balance on the Cash Flow Excel spreadsheet to the ending
balance on the Cash Reconciliation Report in GPD.

e Checks — Accounts Payable — The accounts payable process includes preparing invoices
for payment, obtaining proper approval of the expense, and accurately recording that
expense into the general ledger.

All invoices received by the FWCJUA are given to the Accounting Department. The
Accountant prepares the vendor invoices for approval and payments, obtains the proper
approval, processes the checks (checks are processed twice a month), and confirms all
vendor invoices are paid timely. The following individuals generally approve these types

of invoices:
FWCJUA Staff Expense Type
Executive Director Legal and actuary expenses, and expense reports

Operations Manager Claims consulting and expense reports

Controller Office, benefits, audit, and actuary expenses, and expense reports
Program Manager Office expenses, rating/statistical organization expenses, and expense reports
Systems Manager IT-related computer services and supplies
Executive Assistant Office expenses and Board meeting expenses
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After the Accountant prepares the accounts payable vouchers and obtains the necessary
approvals from all management except the Controller, the Controller reviews all vouchers
and invoices for approval and verifies the recording of the expense to the proper general
ledger account. Once the checks are printed, the Executive Director and Operations
Manager sign the checks. During the signature process, they review the expense
documentation to ensure that it is a valid expense for the FWCJUA.

All checks are secured in the Controller’s office. When the Accountant is ready to
process checks, she requests the necessary number of blank checks and the Accountant
and Controller sign a log sheet included with the blank pre-printed check stock
evidencing the check stock issuance. The Controller does not have signing authority on
the checks and all checks for any amount must contain wet signatures from two of the
following authorized signers:

Executive Director

Operations Manager

Chair of the Board of Directors
Vice-Chair of the Board of Directors

BHC selected the December 2005 Operating Account bank statement for analysis, noting
that all imaged cleared checks shown on the bank statement contained the handwritten
signatures of the Executive Director and the Operations Manager.

e Individual Monthly Financial Statements — The purpose of this review is to ensure that
each of the subplans and tiers are balanced. These reports are run by the Accountant and
Senior Accountant several times a month. With all expenses being paid out of the
Operating Account, if an appropriate due to / due from is not booked, the subplan/tier
financial statements will not balance. The reconciliation process is designed to identify
any discrepancies as well as serve as a reminder if any of the subplan/tiers owe the
Operating Account for expenses paid on their behalf or if the Operating Account owes
the subplan/tier.

e Investment Statement Reconciliations — The FWCIJUA’s procedures for the reconciliation
of investment statements are described in Part A — Procedure 6.

e General Ledger Collection Database Reconciliation — The purpose of this process is to
maintain a detail database of all uncollectible (bad debt) premium that balances with the
general ledger. This activity is stored within the general ledger collections database of
the FLARE’ system.

The data entry and balancing of the accounts is completed by one of the accountants with
the Controller reviewing and approving the final reports for accuracy. The information
entered into the general ledger collections database and the general ledger is reconciled
monthly.

e General and Administrative Expense Allocation — The FWCJUA’s procedures for general
and administrative expense allocation are described in Part B — Procedure 11.
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e Increase / Decrease Adjustments (IAJ / DAJ) — These entries are necessary when
adjustments / transfers are made to the cash accounts in order for the entry to appear on
the bank reconciliation module in the Microsoft Great Plains Dynamics (GPD)
accounting software. Journal entries adjust the general ledger balance, however, the
entries will not appear in the bank reconciliation module. In order for the adjustment /
transfer to appear on the bank reconciliation module, an IAJ / DAJ must be entered.

The Accountant and Senior Accountant can prepare IAJ / DAJ entries, but only the
Controller can transfer cash between bank accounts using the bank’s online treasury
management system. The online system can also be used to pay Travelers and the
FWCJUA’s reinsurance intermediary, and to transfer funds into the FWCIJUA’s
investment accounts. The Executive Director is the systems administrator and has
designated only these three payees in the online treasury management system.

The Executive Assistant initiates the transfer of funds by logging into the online treasury
management system and sets up the transfer by entering the payee and the amount. The
Executive Assistant is not able to transfer any funds. After the Executive Assistant sets
up the transfer, the Controller logs into the online treasury management system and
transfers the funds to one of the designated accounts. The Controller is unable to transfer
funds to any other account or individual and the Controller cannot change the amounts to
be transferred. If an amount needs to be changed, the Executive Assistant must enter the
new amount into the online treasury management system, and the Controller would then
be able to execute the transfer.

The Controller informed BHC that the FWCJUA only utilizes ACH electronic transfers
for cash transfers and does not utilize wire transfers. The Controller stated that the
FWCJUA does not encounter situations in which a same-day wire transfer is necessary,
as a next day ACH transfer is much less expensive (25¢ for an ACH transfer vs. $15 for a
wire transfer).

e Loss Portfolio Transfers (LPT) — The FWCJUA entered into an LPT with a reinsurer
covering accident years 1994 — 1999. Travelers prepares the bordereau report for all
applicable claims activity processed in Travelers’ systems, sends the original report to the
reinsurer requesting reimbursement, and sends a copy of the report to the FWCJUA along
with the monthly report. Once the reinsurer reimburses Travelers, Travelers sends an
email to the FWCJUA advising of the reimbursement so that the FWCJUA can record the
amount recovered in the LPT reimbursement account. For any activity received from
other run-off service providers, the FWCJUA submits a quarterly billing to the reinsurer.

The Controller reviews the bordereau report prepared by Travelers for accuracy. At the
end of each month, the LPT general ledger accounts are reconciled based on cash
received and due from the reinsurer.

e Daily Cash Receipts — The purpose of this process is to reconcile checks deposited at the
end of the day. The FWCJUA does not accept cash payments. The reconciliation of
checks deposited is a two-step reconciliation process as follows:

The Underwriters review and verify applications and checks received in the
FWCJUA office. Then, the Underwriters verify the check amounts for all bound
applications and authorized producers.

Florida Workers” Compensation Joint Underwriting Association 12 9/30/2006

Page 17 of 103
Page 79 of 216



All checks are forwarded to the Accountant or the Senior Accountant for a
second review.

All applications and checks received daily and all applications and checks for bound
policies are reconciled daily by an Underwriter, and reviewed by the Underwriting
Supervisor. Any out of balance condition, such as rejected or withdrawn applications,
must be corrected and resolved before the close of business that day.

¢ Monthly Cash Receipts — All checks received on new bound applications are deposited
into the proper subplan or tier account. A monthly cash receipts report is provided to
Travelers advising Travelers of the premium dollars the FWCJUA received each day.
This allows Travelers to record the “receipts” into their policy system and to balance their
recorded “receipts” with the FWCJUA’s actual receipts.

The monthly cash receipts report is prepared by the Accountant. The Senior Accountant
reviews and approves the report before it is sent to Travelers. The Controller reviews the
monthly service provider report to ensure that Travelers recorded the correct cash
amounts in the monthly settlement report. In addition, the FWCJUA sends Travelers a
daily report of bound applications and a daily report of the corresponding cash receipts.
At the end of the month, Travelers reconciles the daily reports to the monthly report and
advises the FWCJUA if there are any differences. A difference may result due to non-
sufficient funds (NSF) checks.

e  Petty Cash — The Executive Assistant retains custody of the petty cash box. All outgoing
cash is approved and documented by the Executive Assistant or a Manager. The Senior
Accountant reconciles the petty cash quarterly, and the Controller reviews and approves
the reconciliation.

Incoming cash generally consists of the following;:

Reimbursement to the FWCJUA by an employee for postage used by an
employee.

The remaining cash above the purchase amount is returned to the petty cash box,
along with the purchase receipt and an incoming cash receipt which would be
signed by the employee and the Executive Assistant.

All outgoing cash for any expenditure is authorized and approved by the appropriate
party according to management’s approval authority. Therefore, the manager utilizing
their approval authority must sign the petty cash receipt showing authorization and
approval of the expenditure.

e Ceded Losses — At the end of each quarter, ceded losses are reviewed and appropriately
recorded based on the activity during the current quarter. All entries are recorded and
reviewed by individual subplan or tier.

The Controller initially determines the entries to the general ledger, and the Senior
Accountant performs a review by comparing all information to the activity reports which
have been sent to the reinsurance broker. All final calculation amounts are also presented
to the Operations Manager for review because the Operations Manager reports to the
reinsurers.
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e NSF Procedures — Both the Accounting and Underwriting Departments are involved
when an application check is returned by a bank as insufficient funds. Travelers’
involvement provides a third party review of this process.

The Accountant or Senior Accountant searches for the policy information in the FLARE’
system, gathers the supporting documentation, and updates the NSF spreadsheet. The
Underwriting Department contacts the producer and requests a replacement check, which
must be in the form of a cashier’s check or money order and must be received within 24
to 48 hours. An Underwriter submits a cancellation request to Travelers if payment is not
received within 48 hours. If a replacement cashier’s check or money order is received,
the Underwriter will give the payment to the Accountant with a notice that it is a
replacement check.

At the end of each month, the Accountant, or the Senior Accountant performs a
reconciliation of the NSF checks outstanding with the NSF spreadsheet.

e Fixed Assets — The recording and entering of fixed assets occurs in the Fixed Asset
System (FAS), which is a separate software package that does not interface with GPD.
The FWCJUA'’s threshold regarding capitalizing an asset is $500 and the asset must have
a life span of greater than one year.

All invoices for fixed asset purchases are signed by a member of management ensuring
proper coding of the fixed asset at payment. The Accountant enters the fixed asset into
the FAS with verification and review by either the Senior Accountant or the Controller.
The balances in the FAS system are reconciled to the proper general ledger account as
part of the month-end closing procedures.

e Journal Entries — Journal entries are prepared to enter transactions into the general ledger
other than cash activity. The most common journal entries are service carrier activity /
Travelers, payroll, accruals, general and administration (G&A) expense allocation,
reinsurance, and IBNR reserves.

Both accountants and the Controller prepare journal entries. While one accountant
prepares a journal entry, the other will be responsible for entering the journal entry into
the general ledger, so there are always two individuals reviewing the entry. In addition,
all account balances are reviewed and reconciled at the end of each month.

e Quarterly / Annual Financial Report — Quarterly and annual financial statements are
prepared and submitted to the OIR by the Senior Accountant and the Controller who

reconcile and verify all accounts and compare account balances to supporting detail
reports as appropriate.

e Quarterly Premium Reconciliation / Adjustments —The FWCJUA makes two or more
adjustments to premium as follows:

Policies bound but not yet issued — Policies are bound at the FWCIJUA office and
sent to Travelers to be issued. Therefore, some policies are not issued in the
same month they are bound and effective. An adjustment to written premium is
entered for the month that the policy is bound.

Florida Workers” Compensation Joint Underwriting Association 14 9/30/2006

Page 19 of 103
Page 81 of 216



Premiums earned but unbilled (EBUB) — EBUB premium is an adjustment to
written and earned premium relating to unknown premiums that have been
earned but are unbilled at the end of a period. The Controller informed BHC that
a Travelers’ actuary performs an analysis and determines an estimated additional
premium percentage, and the FWCJUA applies this percentage to its premiums.

EBUB is reported each year as a component of “deferred premiums, agents’
balances, and installments booked but deferred and not yet due” on the assets
page of the FWCJUA’s Annual Statement.

Other adjustments are made for service carrier fees and commissions based on
the Travelers monthly reports.

These calculations are completed by either the Controller or the Senior Accountant with
the other reviewing the calculation and journal entry before posting it to the general
ledger.

Service Carrier Reports — The purpose of this documented process is to record the
monthly data reporting package from Travelers, which consists of both paper reports and
a data file of transactions that occurred during the month. All data received from
Travelers is verified with the paper reports and then compiled into journal entries for
entry in the FWCJUA’s general ledger system and loaded into the FWCJUA’s premium
and loss databases for reporting purposes.

The Senior Accountant initially reviews the package from Travelers, and loads the data
file into the database. After this initial review and confirmation that all reports and data
balance, the Senior Accountant prepares the necessary journal entries to be entered into
the general ledger as well as updates the service carrier Excel spreadsheet. Once
completed, all reports and journal entries are reviewed and approved by the Controller.

Service Carrier Reports are described further in Part C — Procedure 15.

Servicing Carrier Interest Letter — The purpose of this documented process is to provide
the service providers with the interest rate to be used in computing interest due for policy
settlements. The interest component may be payable to the FWCJUA or to the servicing
provider as it is calculated on cash flows held by the service provider through the
settlement date. The interest letters are sent to Travelers monthly and to the run-off
servicing providers quarterly (as they report to the FWCJUA on a quarterly basis).

The interest rate utilized is the 30-day T-bill rate found in the Wall Street Journal.

The Senior Accountant prepares and sends out the interest letters. Once the settlement
reports are received from the service providers, the Controller verifies that the correct
interest rate is being utilized in the interest calculation.

BHC reviewed the documented process controls noted above and agrees that these controls were
thorough, appropriate and are being accurately performed.

Based upon the procedures performed, BHC believes the documented process control procedures
described in the FWCJUA’s Accounting Policy and Procedures are adequate for the operations of
the FWCJUA, and the duties of FWCJUA personnel are adequately segregated.
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Documented Procedures other than Accounting Procedures:

Monitoring of Contracts
Procedures for monitoring FWCJUA contracts are described in Part A — Procedure 5.

Records Management and Retention
Documented procedures for records management, retention, retrieval, and destruction are
described in Part A — Procedure 9.

Systems and Information Technology Policy
Documented procedures for systems and information technology are described in Part D —
Procedure 21.

Backup of FWCJUA s Computer System
Documented procedures related to the backup of FWCJUA’s computer system are described in
Part D — Procedure 22.

Anti-Fraud Plan
Pursuant to Florida Statute § 626.9891, the FWCJUA has established an Anti-Fraud plan that has
been filed with the OIR. Some examples of insurance fraud include the following:

e Staging phony accidents.

e Filing fraudulent claims.

e Exaggerating an injury or loss.

¢ Billing for services not rendered.

e Billing for unwarranted services.

Examples of workers’ compensation insurance fraud include the above, and the following:

e Filing an application for workers’ compensation insurance containing false, misleading,
or incomplete information with the purpose of avoiding or reducing the amount of
premiums.

e Intentionally understating or concealing payroll.

e Misrepresenting or concealing employee duties to avoid proper classification for
premium calculation.

e Misrepresenting or concealing information pertinent to the computation and application
of an experience rating factor.

The Executive Director provided BHC with a copy of the Anti-Fraud plan, and BHC reviewed
this plan, which contained the following sections:

e Purpose of the Plan e  C(Criteria to Pursue Civil Action
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o  Definition of "Fraud" e  Criteria for Attorney Selection

e Goals and Objectives e  Reporting Requirements
e  Special Investigative Unit (STU) ®  Monitoring Requirements
e  (Criteria to Initiate an Investigation e  Division of Fraud

e  (riteria to Initiate a Referral Report e  Process Summary

e Criteria to Initiate a Formal Report of Suspected Fraud e  Appendix A — Workers® Compensation Fraud Indicators
e  Anti-Fraud Education and Training e  Appendix B - Common Fraud Schemes and Indicators
e Organization Arrangement of the Anti-Fraud Personnel e  Appendix C - Fraud Investigation and Prevention

Based upon BHC’s review of the Anti-Fraud Plan, BHC believes the documented procedures
described in the FWCJUA’s Anti-Fraud Plan are adequate for the operations of the FWCJUA.

Code of Business Conduct and Ethics

The Code of Business Conduct and Ethics was developed by the Audit Committee and approved
by the Board to provide guidance for all Board members and employees to maintain high ethical
standards of conduct and to comply fully with applicable laws and governmental regulations.

The Executive Director provided BHC with a copy of the FWCJUA’s documented Code of
Business Conduct and Ethics, and BHC reviewed this policy, which contained the following
sections:

e Introduction e  Qeneral Anti-Harassment Policy

e Interpretation e  Accuracy, Retention and Disposal of Records
e  Reporting Violations and Ensuring Compliance e Accounting Practices

e  Compliance with Laws and Regulations Generally e  Political Contributions

e  Fair Dealings with Others e  Lobbying and Legislative Contacts

e  Corporate Opportunities and Conflicts of Interest e  Business with Governments and Officials

o Use of FWCIUA Property e  Gratuities

e  Equal Employment Opportunity and Affirmative Action Policy

BHC reviewed the minutes from the June 4, 2003 Board meeting, noting that the Code of
Business Conduct and Ethics policy was adopted by the Board to become effective on July 1,
2003.

Based upon BHC’s review of the Code of Business Conduct and Ethics, BHC believes the
documented procedures described in the FWCJUA’s Code of Business Conduct and Ethics are
adequate for the operations of the FWCJUA.

Document Scanning Procedures

BHC reviewed the FWCJUA’s documented procedures for scanning documents into the
FWCJUA'’s electronic document management system (EDMS). BHC noted that the procedures
included specific user instructions, instructions for searching and retrieving scanned documents,
and routing instructions for sending documents to their appropriate destination. In addition, there
were procedures for the process from the time mail arrives at the FWCJUA office through the
scanning process.
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Attached to the Document Scanning Procedures is a “virtual filing cabinet”, which is a printout of
the categories of documents scanned and the types of documents in each category, to assist the
user in locating and retrieving documents from the EDMS.

Based upon BHC’s review of the Document Scanning Procedures, BHC believes the documented
procedures described in the FWCJUA’s Document Scanning Procedures are adequate for the
operations of the FWCJUA.

Underwriting Principles & Procedures Guide

BHC reviewed the FWCJUA’s documented Underwriting Principles & Procedures Guide, an
internal guide for the FWCJUA Underwriting staff, detailing underwriting procedures and step-
by-step instructions for using the Underwriting module in the FLARE? system, including:

e Introduction ¢ Application Binding Procedures

e  Overview o  Underwriting Special Situations

o Key Terms e  Producer Authorization Procedures
e  Eligibility o  NSF Checks

e  Applications for Coverage e  Complaint Resolution Procedure

e  Application Rejection Procedures e Employee Leasing Procedure

e  Application Withdrawal Procedures e Appendix

Based upon BHC’s review of the Underwriting Principles & Procedures Guide, BHC believes the
documented procedures described in the FWCJUA’s Underwriting Principles & Procedures
Guide are adequate for the operations of the FWCJUA.

Claims Handling Procedures

The FWCJUA utilizes the services of Travelers to provide claims administration services,
including the settlement of claims. While Travelers follows its own claims handling procedures
for FWCJUA business, as well as for its other clients, the FWCJUA follows a documented
Claims Handling Procedures for FWCJUA staff. BHC reviewed this documented procedure,
noting that the procedure contains detailed discussion of the following areas:

e Work flow from the initial claim reporting through claim settlement, including
correspondence with Travelers, when appropriate.

e Serious Injury Activity Reports (SIAR) prepared by Travelers and submitted to the
FWCJUA, and the FWCJUA'’s review of the SIARs and correspondences with Travelers.

e Updating of claims related activity in the FLARE’ system.

¢ Correspondence with reinsurance intermediaries, when appropriate.
e Reporting to reinsurance intermediaries, when appropriate.

e  Settlement authorization procedures.

¢ Claims review by the FWCJUA.

¢ Reinsurance salvage or subrogation recoveries (described in Part C — Procedure 16).

BHC tested the allocation of claims loss and loss adjustment expenses in Part C — Procedure 15.
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Based upon the procedures performed, BHC believes the documented procedures described in the
FWCJUA'’s Claims Handling Procedures are adequate for the operations of the FWCJUA.

Reporting Requirements

BHC reviewed the FWCJUA’s documented procedures for reporting requirements noting that the
document contained a summary reporting schedule showing the type of FWCJUA report, page
number in the reporting requirements document for additional detail about the report, frequency
to submit the report, due date of the report, and the type of storage media (hard copy or
electronic). Some examples of FWCJUA reports are as follows:

e  Serious Injury Activity Report e Policy Data

e Advance Notice of Large Premium Changes e Detail Claim Report

e Advance Notice of Large Claim Payment e Policies Bound vs. Issued

e Claim Settlement Proposal e  Monthly Policies In-force

e Collection Settlement Proposal e  Over 90 Day Premium Receivable

e  Monthly Summary Cash Activity e  Quarterly Cancellation Report

e  Uncollectible Premium Report e Quarterly ALAE Non-reimbursable Expenses
e  Collections Activity Report e  Annual Management Report

Also included in the reporting requirements were record layout formats for various premium
reports, loss and loss reserve reports, and policy reports.

Based upon BHC’s review of the Reporting Requirements, BHC believes the documented
procedures described in the FWCJUA’s Reporting Requirements are adequate for the operations
of the FWCJUA.

Travel & Expense Reimbursement Procedures
Documented procedures for travel and expense reimbursement are described in Part B —
Procedure 12.

FWCJUA Job Descriptions
BHC reviewed the documented job description for each FWCJUA position, described in Part A —-
Procedure 2 and Part D — Procedure 20.

Money and Asset Management
Documented procedures for money and asset management are described in Part A — Procedure 6.

UNDOCUMENTED PROCEDURES

Escheating Procedures

BHC reviewed Florida Statute Chapter 717, “Disposition of Unclaimed Property”, noting that an
amount payable on check, draft, or similar instrument which has been outstanding for more than
five years after the item was payable, is presumed unclaimed unless the owner, within five years,
has communicated in writing with the banking or financial organization concerning it.
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BHC inquired of the Executive Director whether the FWCJUA reports the escheating of
unclaimed property to the Florida Bureau of Unclaimed Property (Bureau), in accordance with
the statute. The Executive Director informed BHC that Travelers handles the escheating of
FWCJUA uncashed claim checks or return premium checks to the Bureau, and has filed reports
of unclaimed property with the Bureau. Travelers prepares a single report to the Bureau to
include all unclaimed property for Travelers’ clients, including the FWCJUA.

The Executive Director provided BHC with Travelers’ Escheating Procedures and reports of
unclaimed property for FWCJUA premium activity and FWCJUA claim activity, as well as the
cover page for the April 2005 and the April 2006 filings by Travelers with the Burean. The
Executive Director included copies of a few attached pages to the April 2005 and the April 2006
filings, which showed FWCJUA unclaimed property that was also listed on the separate premium
activity and claims activity reports.

BHC reviewed Travelers’ Escheating Procedures noting that twice each year, checks that are
outstanding in Travelers’ check reconciliation system that meet Florida’s escheat reporting
requirements are copied to a Travelers’ abandoned property system through an automated
process, approximately two months before reporting to the Bureau. The system determines based
on the age of the check and the type of check whether the check is ready to be reported to the
Bureau. The reports are due to the Bureau each April 30", after Florida’s calendar reporting year.
The information sent to the Bureau includes a hard copy and an electronic copy of the escheat
report, and a check for the records that are being reported. After submitting its escheat report to
the Bureau, Travelers updates its check reconciliation system to remove the escheated checks
from the outstanding items.

BHC traced the FWCJUA items from the unclaimed property document filed with the Bureau to
_the separate premium or claims report for the FWCJUA unclaimed property, noting that the items
were present in the premium or claims report, and that the premium and claims reports listed
correctly the report date and page number of the unclaimed property filings, thereby confirming
that these items were included with the reports filed with the Bureau. BHC noted that the reports
were filed with the Bureau prior to the April 30" deadline, and the cover sheets indicated that a
diskette was attached, in accordance with Travelers Escheating Procedures.

Based upon BHC’s review of Travelers’ documented escheating procedures and reports of
unclaimed property, BHC believes that Travelers is reporting and submitting the FWCJUA
eligible escheated items to the Bureau.

Payroll Procedures

BHC inquired of the Controller if procedures for payroll administration were documented, and
the Controller informed BHC that the procedures were not documented, but described to BHC the
undocumented procedures.

The FWCIUA utilizes the services of Paychex, Inc. (Paychex), a third party organization that
provides payroll processing services and payroll related services to the FWCJUA. All FWCJUA
employees are paid bi-weekly through direct deposit, and all are salaried, except for the
Receptionist, who is paid on an hourly basis.

Payroll changes including name and address changes and changes in withholding amounts are
approved by the Controller, and employee salary increases are approved by the employee’s
Supervisor and by the Executive Director, who both must sign an authorization form to be
maintained in the employee’s personnel file. Paychex calls the Controller each Tuesday morning
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before payroll processing, and the Controller gives Paychex the correct bi-weekly payroll
information. The Controller informed BHC that because the FWCJUA office is relatively small,
relaying the information to Paychex by telephone rather than e-mail or other method is preferred.

Paychex prepares the FWCJUA’s payroll, makes the direct deposits for employees, and delivers
by courier to the Controller the payroll reports and a sealed envelope for each employee,
containing that employee’s pay stub. The Controller reviews the payroll report for accuracy and
prepares the journal entry, which is entered by the Accountant. Because the entry is prepared in
total for all employees, the Accountant is not privy to the salary information for each individual
FWCJUA employee. The Controller then reviews the posted journal entry for accuracy. The
Controller informed BHC that she is the only individual at the FWCJUA who coordinates payroll
processing with personnel at Paychex.

Employee personnel files are maintained in a locked area in the Controller’s office and in the
electronic document management system (EDMS). The personnel files are located in an area of
the EDMS that is password protected, with access only available to the Controller, the Executive
Assistant and the Executive Director.

Based upon the procedures performed, BHC believes the undocumented procedures for payroll
processing are adequate for the operations of the FWCJUA, given the size of the FWCJUA.
However, BHC believes segregation of duties in the review of payroll processing could be
enhanced by a periodic review of the payroll reports by the Executive Director.

Recommendation: Payroll is a significant expense of the FWCJUA. BHC recommends that the
Executive Director review the payroll reports and journal entries periodically, to serve as an
independent review of the monitoring by the Controller, thus enhancing segregation of duties.

Recommendation: BHC recommends that the FWCJUA prepare formal documentation of the
FWCJUA Payroll Procedures. BHC considers documentation of Payroll Procedures to be good
business practice, since payroll is a vital segment of operations.

Succession Plan

Succession planning is the process of planning appropriate action in the event that a key person
within an organization is no longer available to the organization. Scenarios that cause or
contribute to a key person no longer being available may be voluntary/anticipated or
involuntary/unanticipated and may include the following;

* A key employee may become disabled, or otherwise incapacitated.
e A key employee may be suddenly replaced by the Board.

e A key employee may suddenly or unexpectedly be unable or unwilling to continue their
role within the organization.

A Succession Plan should identify individuals inside or outside of the organization qualified to
assume the responsibilities for each key employment position, or on an interim basis, until a
qualified permanent replacement can be located. A Succession Plan should strive for minimal
business interruption in the event of the sudden replacement of a key employee, and should
identify the names and telephone numbers of other individuals who could assist in maintaining a
smooth transition plan.
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BHC inquired of the Controller whether a documented Succession Plan existed and she informed
BHC that no formal plan existed. The Controller stated that she is training the Senior Accountant
to perform her duties, and the Program Manager is training to take over the duties of the
Operations Manager, when the Operations Manager retires at the end of 2006. The Executive
Director informed BHC that her duties could be assumed by a combination of the Controller,
Operations Manager, and the Board Chairman. The Executive Director stated that the Board
Chair and Vice Chair are currently authorized check signors, and therefore, there would be no
interruption in the check disbursement cycle.

Recommendation: FWCJUA should consider the need to develop a formal documented
Succession Plan. A documented plan can minimize business interruption, should a key employee
become unwilling or unable to perform his or her duties, and should clearly define the specific
individuals inside or outside of the organization that are qualified to take over the duties of key
employees on a temporary or permanent basis.

Procedure 5: Review the FWCJUA’s vendor contract administration. Review the
documented and undocumented procedures and the method used for selection and
procurement of contractual services and review the documented and undocumented
procedures for contract management. Comment on the effectiveness of documented
procedures and controls over the management and monitoring of vendor services.

Findings:

Requests for Proposal:

BHC inquired of the Executive Director if there were any documented processes and procedures
relating to the method used for selection and procurement of contractual services. The Executive
Director informed BHC that there were no documented procedures requiring the use of Requests
For Proposals (RFPs) and stated that the FWCJUA uses RFPs as needed.

The Executive Director provided BHC with the following RFPs that the FWCJUA had prepared
during the years 2003 through June 2006:

e Request for Collection Services — January, 2006. Response to the RFP was due on
February 24, 2006.

e Request for Policy Administration and Managed Care Services — March 2005. Response
to the RFP was due on May 16, 2005.

BHC reviewed the RFPs, noting that each RFP clearly defined the services requested,
deliverables and due dates, and deadline for submitting responses to the RFPs. In addition, the
RFPs clearly state that since the FWCJUA is not a state agency, the RFP process is not governed
by the contracting procedures applicable to state agencies set forth in the Florida Statutes and the
rules promulgated thereunder.

BHC reviewed the minutes from the FWCJUA’s Board meetings and observed Board discussion
regarding the preparation of these RFPs, Board authorization to issue these RFPs, and Board
approval of the vendors selected to perform the specified services. BHC noted that the Board
appointed an RFP Evaluation Committee composed of the Executive Director, Operations
Manager, and an outside independent consultant to evaluate the responses to the RFP for Policy
Administration and Managed Care Services. The Board also appointed an RFP Evaluation
Committee composed of the Executive Director, Operations Manager, Program Manager, and the
Chair of the Operations Committee to evaluate the responses to the RFP for Collection Services.
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BHC noted throughout its review of minutes of Board and Committee meetings many discussions
regarding whether certain contracts should be renewed, including specific occasions in which the
Board discussed whether certain services should be bid with an RFP, before voting not to issue an
RFP, including:

e Auditing Services — At a June 2005 Audit Committee meeting, the committee discussed
whether financial auditing services for the FWCJUA should be offered for bid. After
discussion, the Committee determined that there was no compelling reason to offer the
engagement for bid based on, among other reasons, the current auditor’s familiarity with
the FWCJUA’s subplans, tiers, and operations. At the June 2005 Board meeting, the
Audit Committee Chair informed the Board of the Committee’s discussions from the
June 2005 Audit Committee meeting not to issue an RFP for the selection of a financial
auditor, and the Board passed a motion to renew the contract of the current financial
auditor.

¢ Investment Manager Services — At a June 2005 Investment Committee meeting, the
Committee discussed whether investment manager services for the FWCJUA should be
offered for bid. After discussion, the Committee did not see the need to formally RFP the
investment manager based on the favorable fee structure, the investment manager’s
attention to the FWCJUA’s account, and the FWCJUA’s satisfaction with its relationship
with the current investment manager. At the June 2005 Board meeting, the Board
unanimously passed a motion to continue the relationship with the FWCIUA’s
investment manager.

e Actuarial Services — At a December 2005 Rate & Forms Committee meeting, the
Committee discussed whether it should recommend that the Board authorize an RFP for
actuarial services to be prepared in 2007 for calendar year 2008 activities. After
discussion, the Committee decided that the current actuary should remain through years
2006 and 2007 due to, among other reasons, continuing complex financial challenges
associated with the transition from subplans to tier rating, the current actuary’s familiarity
with the FWCJUA dynamics, and the statutory requirement to have actuarially sound
rates in Tiers 1 & 2 by January 1, 2007. The Committee agreed to schedule for
consideration an RFP process for actuarial services in 2007 for the 2008 engagement.

Management and Monitoring of Vendor Contracts

BHC requested from the Executive Director a copy of all FWCJUA contracts and agreements that
were effective during the years 2003, 2004, 2005, and through June 30, 2006. The contracts
provided to BHC included legal and public affairs services, collection services, policy
administration and managed care services, auditing services, actuarial services, investment
management services, and other services. BHC tested the payments under these contracts in Part
B — Procedure 14.

BHC reviewed the FWCJUA’s governing documents regarding provisions for monitoring
contracts entered into by the FWCJUA with service providers and discussed with the Executive
Director the management of the FWCJUA contracts.

BHC reviewed the FWCJUA’s Operations Manual, noting that the Service Provider standards as
specified in the Operations Manual appear to be clear, comprehensive, and adequate for the

purposes of the FWCJUA.
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FWCJUA’s 5" Amended Bylaws specify the monitoring of various types of services, as follows:

e Section 8.C. - Operations Committee:
“The Operations Committee shall have the following duties: . . .”

“to periodically review the performance of service providers who perform policy
administration, managed care, and collection services for the FWCJUA, and to
recommend to the Board for its approval such modification or alterations in the
FWCJUA'’s business relationships with its service providers as may be reasonably
necessary or appropriate.”

“to make, or cause to be made by the staff of the FWCJUA, such reports on the
FWCJUA’s operation (including the performance of service providers), of such
scope and at such times or intervals as the committee may determine in its
discretion or as may be ordered by the Board.”

e Section 8.E. - Reinsurance Committee:
“The Reinsurance Committee shall have the following duties: . .. ”

“to periodically review the FWCJUA’s reinsurance program and the performance
of its reinsurers and reinsurance intermediaries, and to recommend to the Board
for its approval such modifications to the reinsurance program as may from time
to time be reasonably necessary or appropriate.”

e Section 8.F. — Rates and Forms Committee:
“The Rates and Forms Committee shall have the following duties: ...”

“to periodically review the performance of the FWCJUA'’s statistical agent and
any statutory rating bureau which acts on behalf of the FWCJUA, and to
recommend to the Board for its approval such modifications or alterations in the
FWCJUA’s business relationships with such parties as may be reasonably
necessary or appropriate.”

The primary function of the FWCJUA’s Audit Committee Charter is to assist the Board in
fulfilling its financial oversight responsibilities. Among the Audit Committee’s duties and
responsibilities as stated in the Audit Committee Charter are:

e “Review and appraise the audit efforts of the Association’s [FWCJUA’s] independent
auditor.

e “Review the performance of the independent auditor and approve any proposed discharge
of the independent auditor by management.”

As is evident from these governing documents, the Board Committees are generally responsible
for the monitoring and oversight of the work of service providers pursuant to vendor contracts.
The Board, however, is responsible for making final decisions to renew vendor contracts, or
engage a new vendor, based on recommendation of the applicable committee.

BHC reviewed the minutes from Board Meetings and Board Committee Meetings during 2003
through June 2006, noting that the Board and Board Committees frequently discussed the
performance of outside vendors.
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Based upon the procedures performed, BHC believes the Board Committees and the Board
appear to be effectively monitoring the use of RFPs for contractual services. BHC did not note
any instances of self-dealing or conflicts of interest and believes the process selection and
procurement of contractual services is adequate for the purposes of the FWCIJUA.

BHC believes the documented procedures described in the FWCJUA’s Operations Manual, 5™
Amended Bylaws, and Audit Committee Charter for monitoring the work of vendors are
sufficient, and controls over the management and monitoring of vendor services appear to be
adequate. BHC believes the Board and Board Committees are effectively monitoring the
performance of outside vendors in accordance with the FWCJUA’s governing documents.

Procedure 6: Money and Asset Management: Review and evaluate the FWCJUA’s
documented and undocumented procedures for investing funds and managing assets,
including as appropriate, compliance with any statutory or regulatory guidelines.

BHC reviewed Florida Statute § 627.311(5) and Chapter 625, Florida Statutes, and the
FWCJIUA’s Plan of Operation for statutory and regulatory guidelines for investing funds and
managing assets. BHC noted the following:

Florida Statutes:

¢ Florida Statute § 627.311(5) does not contain guidelines or procedures for investing funds
and managing assets for the FWCJUA.

o Florida Statute Chapter 625, Accounting, Investments, and Deposits by Insurers, contains
guidelines for investing funds by insurance companies, and is referenced as applicable in the
FWCIJUA’s Plan of Operation. Chapter 625 describes the types, percentages, and ratings
allowed for investments by insurance companies.

FWCJUA Plan of Operation:

o Section 8.D. of the 5" Amended Bylaws of the FWCJUA addresses the duties of the
Investment Committee as follows:

1. “To recommend to the Board for its approval whether the FWCJUA should appoint
one or more persons or firms to manage the investment of the FWCJUA’s assets
(Investment Manager) pursuant to investment policies adopted by the Board and, if
so, to recommend for its approval the appointment of one or more Investment
Managers;

2. To recommend to the Board for its approval policies and guidelines for the
investment of the assets of the FWCJUA that are consistent with the requirements of
Chapter 625, Florida Statutes;

3. To periodically review the FWCJUA’s investment policies and guidelines, and to
recommend to the Board for its approval such amendments to the investment policies
and guidelines as may from time to time be reasonably necessary or appropriate;

4. To make, or cause to be made by the Investment Manager or the staff of the
FWCJUA, such reports on the FWCJUA'’s investment portfolio, of such scope and at
such times or intervals as the committee may determine in its discretion or as may be
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ordered by the Board,
5. To review matters associated with the investment of the FWCJUA’s assets; and

6. To perform such other functions as may be reasonably related to the foregoing
duties.”

FWCJUA'’s Investment Policy

BHC inquired of the Executive Director whether the FWCJUA has documented procedures for
the investment of the FWCJUA’s assets. The Executive Director provided BHC with the
FWCJUA’s current Investment Policy and a draft of a revised Investment Policy that was
approved by the OIR on July 14, 2006. The modifications include, among other items, increasing
the maximum percentage of the investment portfolio in obligations of a single issuer from 25% to
35%, and in obligations of the U.S. Government Agencies from 50% to 100%. Events that led to
the modifications are discussed in the “Testing of Investments™ section, below.

BHC reviewed the FWCJUA’s Investment Policy, which contained the following sections:

e Investment Objectives e  Maturities

e Duties and Responsibilities e Diversification
e Acceptable Portfolio Investments e  Safekeeping

e Composition of Assets

The Investment Policy contains a provision for exceptions to the policy, whereas from time to
time, it may be necessary to deviate from certain policy provisions due to increased or decreased
liquidity needs, or to take advantage of a particular situation or investment. Exceptions from this
policy must be approved by the Investment Committee and presented to the Board at the next
Board meeting.

Investment Custody and Management Services Agreement

The FWCJUA opened its investment account in August 1995. An additional investment account
was opened in October 2004 for Subplan C funds (policies written between July 26, 2003 and
June 30, 2004). Two additional investment accounts were opened in December 2005 for Tier 2
and Tier 3, respectively. The separate accounts maintain the separation of funds, as each subplan
and tier has different characteristics and criteria, should the need for an assessment be warranted.

The FWCJUA utilizes the services of an Investment Custodian, Wachovia Capital Management
Group (formerly South Trust Asset Management and South Trust Estate & Trust Company of
Florida), who has provided Investment Custodial and Investment Management Services to
FWCJUA pursuant to a Custody Service Agreement since 1995.

BHC reviewed the Custody Services Agreement noting that the agreement contained, among
other provisions, requirements for the safekeeping of custodial property, additions, withdrawals,
and investments to custodial property, reports to be provided to the FWCJUA, and compensation
for services. BHC noted that the agreement contained special provisions as follows:

e All investments must be in compliance with the FWCJUA’s Investment Policy;

e Authorized individuals that can initiate transactions are the Executive Director,
Operations Manager, or Controller;
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e The FWCJUA may, from time to time, alter the special provisions of the Custody Service
Agreement upon written notice.

Investment Statement Reconciliations

BHC reviewed the FWCJUA’s procedures for investment statement reconciliation as described in
the FWCJUA Accounting Policy & Procedures document. The purpose of this documented
process is to reconcile the investment statements from the bank to the FWCJUA’s investment
activity, and to create proper journal entries for cash received, acquired or disposed investments,
and accruals for investment income.

The Senior Accountant reconciles and prepares all journal entries and updates all investment
spreadsheets. The Controller reviews the statements and all documents prepared by the Senior
Accountant. As the Controller talks with both Wachovia and SunTrust at least monthly, she is
fully aware of what activity has taken place in the investment accounts.

Testing of Investments

BHC reviewed the FWCJUA’s 2003 through March 31, 2006 general ledgers, noting that the
FWCJUA paid Investment Administrative Fees to Wachovia or its predecessors in the following
amounts:

2003 § 21,422
2004 23,056
2005 27,847
2006 (through March 31) 7,750
Total $ 80,075

BHC requested copies of the September 2004 and October 2005 investment reports received by
the FWCJUA from the custodian bank, and the reconciliation reports for those periods prepared
by the Controller to test for the FWCJUA’s compliance of its investing activities with the
Investment Policy. The reconciliation reports are prepared at least quarterly, and sometimes more
often, depending on the volume and type of investment activity. These reports list each
investment by its investment category, compare the total percentage of investments in each
category to the minimum / maximum required percentages described in the FWCJUA’s
investment policy, and note whether the investment activity is in compliance with the investment
policy.

BHC reviewed the October 2005 reconciliation report noting that the Controller identified an
investment that exceeded a maximum percentage threshold, and in the interest of taking
advantage of rising interest rates and maximizing investment return, exercised the Investment
Policy’s exception provision, in order to promulgate a change in the Investment Policy. The
Controller followed proper procedure of presenting the recommended changes to the Investment
Policy to the Chair of the Investment Committee, who authorized the exercise of the exception,
and presented the exception directly to the Board. The Board passed the recommendation, and as
stated previously, this modification was approved by the OIR on July 14, 2006.

In addition to testing for the FWCJUA’s compliance of its investing activities with the Investment
Policy, BHC tested FWCJUA’s payments to its Investment Custodian / Manager to ensure that
the payments were reasonable and in agreement with the provisions of the Custody Services
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Agreement. BHC reviewed the invoices and supporting documentation for each quarterly
payment to Wachovia or its predecessors during the scope period, and performed the following:

e Agreed the amount paid to the Investment Administration Fee expense in the general
ledger;

e Recalculated the Investment Administration Fee using the fee schedule described in the
Custody Services Agreement;

e Ensured that each voucher for payment was approved by a member of the Executive
Management Team.

e Ensured that the FWCJUA'’s recalculation on the payment amount was attached to the
invoice.

Review of Minutes from Board and Investment Committee Meetings

BHC reviewed the minutes of the 2003 through June 2006 Board and Investment Committee
Meetings noting that the Investment Committee meets annually to review the FWCIJUA’s
investment portfolio, investment strategy, the performance of the Investment Manager, and to
recommend changes to the Investment Policy, if needed. The committee proposes any
recommendations to the Board for consideration.

Based upon the procedures performed, BHC believes the FWCJUA’s investment of funds and
management of assets is adequate and is in compliance with the documented Investment Policy,
Florida Statutes, and Plan of Operation. BHC noted that amounts paid by the FWCJUA to its
Investment Custodian / Investment Manager were in accordance with the Custody Services
Agreement. BHC believes the Controller is adequately monitoring the compliance of the
investment activity with the Investment Policy, and that the Board and Investment Committee are
adequately monitoring the investment of assets and the performance of the Investment Manager.

Procedure 7: Risk Management and Insurance: Assess the FWCJUA’s adequacy of
insurance coverages, benefits plans, bonds or other risk management programs.

Findings: BHC requested documentation of the FWCJUA’s insurance coverage, benefit plans,
and other risk management programs. The Executive Director provided BHC with copies of the
FWCJUA’s insurance policies and benefit plans, and discussed the FWCJUA’s insurance
coverage and other risk management programs with BHC.

Workers Compensation & Employers Liability Coverage

During 2003 through June 2006, Travelers Casualty & Surety Company provided workers’
compensation and employer’s liability coverage for the FWCJUA through Brown & Brown, Inc.
(Brown & Brown), an insurance intermediary. BHC reviewed each annual insurance policy
noting that the type of coverage, coverage limits, endorsements, exclusions, and other policy
provisions appeared reasonable.

Directors & Officers (D&Q) Coverage

D&O Insurance provides protection against liability from wrongful acts by Directors and
Officers. A wrongful act may be any actual or alleged act, error, misstatement, misleading
statement, omission, or breach of duty.

During 2003 through June 2006, Houston Casualty Company (HCC) and Landmark American
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Insurance Company (Landmark) provided D&O primary insurance coverage and excess
insurance coverage, respectively, through Brown & Brown, for the FWCJUA’s Officers and
Directors. The plan was administered by MAG Global Financial Products, LLC. BHC reviewed
each annual insurance policy noting that the type of coverage, coverage limits, endorsements,
exclusions, and other policy provisions appeared reasonable. BHC noted that the annual
premium amount as shown on the insurance contract or supporting documentation including
invoices, agreed to the amounts paid each year based on BHC’s review of the FWCJUA’s vendor
history reports or the general ledger.

Commercial Crime Coverage (Fidelity Bond)

Commercial Crime coverage helps compensate an employer for loss of money or other property
caused by the dishonest act of its bonded employees. During 2003 through June 2006, The
Hartford provided commercial crime coverage for all FWCJUA employees through Brown &
Brown. BHC reviewed each annual policy renewal letter, noting that premium amounts appear
reasonable, authorization to renew the policy was given by the Controller, and the annual
premium amount per the renewal letter agreed with the amounts paid each year to Brown &
Brown based on BHC’s review of the vendor history reports or the general ledger.

Commercial Package Policy

A Commercial Package Policy is designed to provide property and liability coverage in one
policy. During 2003 through June 2006, Old Dominion Insurance Company (ODIC) provided
commercial property and liability coverage for FWCJUA through Brown & Brown. BHC
reviewed each annual insurance policy noting that the type of coverage, coverage limits,
endorsements, exclusions, and other policy provisions appeared reasonable. BHC noted that the
annual premium amount as shown on the insurance contract or supporting documentation
including invoices, agreed to the amounts paid each year based on BHC’s review of the vendor
history reports or the general ledger.

The Controller informed BHC that during the scope period of this engagement, the FWCJUA did
not change its coverage type or coverage limits, or encounter any significant endorsements or
exclusions. The Controller stated that if these events had occurred, the Board would discuss the
matter, as it has in instances prior to our scope period when coverage needed to be revised.

Benefits Plan

During 2003 through June 2006, FWCJUA offered its employees a comprehensive benefits
package.

Paid Holidays and Vacation.

e Paid Discretionary Days.

e Health Insurance — paid entirely by the FWCJUA.
e Dental Insurance — paid entirely by the FWCJUA.

e Short Term Disability Insurance (STD) — 60% of earnings, maximum of $2,500/week, 7-
day elimination period. Paid entirely by the FWCJUA.

e Long Term Disability Insurance (LTD) — 60% of monthly earnings, maximum of
$6,000/month, 90-day elimination period. Paid entirely by the FWCJUA.

e Life Insurance — Life and AD&D coverage equal to the employee’s annual salary. Paid

entirely by the FWCJUA.
e 401(k) Plan — up to 8% match.
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e Flexible Spending Accounts (FSA) (2005 & 2006) — for medical and dependent care
expenses.

The Controller informed BHC that these benefits are available to all employees, and the
eligibility period begins on the first day of the next month following 30 consecutive days.
Employee benefits are described further in Part B — Procedure 13.

Based on BHC’s review of the FWCJUA'’s insurance coverages, benefits plans, fidelity bonds,
and other risk management programs, BHC believes these programs are adequate to support the
operations of the FWCJUA.

Procedure 8: Review and evaluate the FWCJUA’s assessment practices to ensure
compliance with Florida Statutes.

Findings: As stated in the background section of this report, the Board has the power to levy an
assessment, subject to the approval of the OIR, to fund the FWCJUA’s cash flow deficits. As an
alternative to levying an assessment, funds from the state of Florida, Workers’ Compensation
Administration Trust Fund (WCATF) may be transferred to the FWCJUA upon the Board’s
request of the DFS and upon the approval of the Legislative Budget Commission (LBC).

The Board did not levy any assessments in fiscal years 2003, 2004, 2005, or through June 30,
2006.

BHC reviewed the Florida Statutes effective from 2002 through 2006 and the FWCJUA’s Plan of
Operation versions that existed from 2002 through 2006 to obtain an understanding of the
FWCJUA'’s assessment requirements or alternatives.

During 2003 through 2005, Subplan D and Tiers 1, 2, and 3 incurred deficits.

BHC reviewed the minutes from meetings of the Board from 2003 through June 2006, noting that
the Board held extensive discussions during this period regarding how to eliminate the deficits.
BHC noted that the premium rates could not be raised above the capped levels set by Florida
Statutes, so other alternatives were discussed.

The Board consistently agreed throughout the 2003 through June 2006 time period that a “below
the line” assessment was an option that should be executed only after other alternatives had been
exhausted. Requesting access to the contingency reserve was the most favorable option, followed
by the purchase of a loss transfer product that could address the current deficit while possibly
eliminating the need for future assessments.

BHC noted that during 2003 through June 2006, no “below the line” assessments were levied and
no loss transfer products were purchased. Funds were transferred from the WCATF to the
FWCJUA directly to the Subplan D fund BHC tested the amounts transferred from the WCATF
to the Subplan D bank account.

BHC reviewed FWCJUA’s Programs to Eliminate the Deficit as of December 31, 2003,
December 31, 2004, and December 31, 2005 (for individual rating plan deficits), noting that the
details contained in these programs accurately reflect the discussions noted in the minutes of the
Board Meetings. BHC noted that these programs were submitted to the OIR within 90 days after
the filing of the FWCJUA’s audited financial statements for each respective year, in accordance
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with Florida Statute § 627.311(8)(e).

Based upon BHC’s discussion with the Executive Director, reviews of the 2002 through 2006
Florida Statutes, the Plan of Operation, minutes from Board Meetings during 2003 through June
2006, and supporting documentation for WCATF transfers, BHC believes the FWCJUA’s
assessment policies and procedures are in compliance with the applicable governing documents.
In addition, BHC noted that the Board’s discussions of alternatives to eliminate deficits were
consistent with the language contained in the Florida Statutes regarding alternatives available to
eliminate deficits.

Procedure 9: Review the FWCJUA’s documented and undocumented procedures for
records storage and retrieval, including contracts with record storage facilities and
determine if procedures for records retention and record destruction are in substantial
compliance.

Findings: BHC inquired of the Executive Director whether a documented records retention or
records destruction policy exists. The Executive Director provided BHC with a draft of the
FWCJUA’s Records Management and Retention Policy (including records destruction
requirements) dated March 2005 and scheduled to be presented to the Board for review in
December 2006. This draft policy is being enforced as the FWCJUA’s Records Management and
Retention Policy prior to the Board’s review and approval.

The Executive Director informed BHC that prior to March 2005, a records management and
retention policy did not exist, as the FWCJUA kept all records on site at the FWCJUA’s office.
The Executive Director informed BHC that additional procedures for records storage and retrieval
are documented in the FWCJUA’s Disaster Recovery & Emergency Preparedness Plan (DRP)
described in more detail in Part D — Procedure 22.

BHC reviewed the DRP and interviewed the Executive Director, Controller, and Systems
Manager regarding the FWCJUA'’s records storage, retrieval, and retention. The FWCJUA has
purchased an electronic document management system (EDMS) that will soon allow all
FWCJUA documents except for claims documentation to be stored electronically, creating a
paperless environment while providing for efficient user-friendly storage and retrieval of
information. The process of converting paper files to electronic format is ongoing, and FWCJUA
expects the conversion to be completed by year-end 2006.

The FWCJUA’s Policy Administration and Managed Care Services provider is Travelers, and
Travelers’ Florida office maintains a complete policy file including the original application and
the Declaration Page, in accordance with NAIC standards.

Complete claim files on every FWCJUA claim is maintained at Travelers’ Florida office, and
electronically in Travelers’ claims system. Active claim management / reinsurance notification
files for serious injuries are maintained at the FWCJUA office with the reinsurance notification
files retained in the EDMS.

Accounting records are maintained in the EDMS and financial transactions in the general ledger
are recorded electronically and subject to the daily file backup procedures, described in Part D —
Procedure 22.

The FWCJUA'’s Operations Manuals are maintained in the EDMS with hard copies on site at the
FWCJUA.
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During the scope period of this examination, FWCJUA did not utilize the services of a records
storage facility, as the FWCJUA’s current and prior office locations were large enough to house
all of FWCJUA’s records. After fully converting to the EDMS, FWCJUA records will be stored
electronically and protected through the FWCJUA’s file backup procedures, described in Part D —
Procedure 22.

Draft of the FWCJUA Records Management and Retention Policy

BHC reviewed the draft of the FWCJUA Records Management and Retention Policy. The policy
described the responsibility of FWCJUA’s personnel for implementing the policy, procedures for
records retention, placing a hold on legal documents, storage and retrieval of documents, and
destruction of documents.

The policy contained a retention schedule listing each record type, subcategory, and retention
period. Certain records including, but not limited to, Board and Committee Meeting minutes,
Bylaws, Articles of Incorporation, insurance licenses, Certificates of Authority, financial
statements, and correspondences with regulators are to be maintained permanently.

Based upon BHC’s review of the documented procedures for records storage, retrieval, retention,
and destruction, and discussions with the Executive Director, Controller, and Systems Manager
regarding the EDMS, BHC believes the FWCJUA’s procedures for records storage, retrieval,
retention, and destruction are adequate. BHC believes the length of time for the retention of the
specific types and subcategories of records appears reasonable, and the Records Management and
Retention Policy appears to be comprehensive and complete.

Recommendation: BHC recommends that prior to the Board’s approval of the draft of the
FWCJUA'’s Records Management and Retention Policy, FWCJUA’s management should update
the policy for the following areas:

o The Electronic Document Management System.

o The draft policy includes emphasis on off-site storage (i.e. references to document storage
vendors who will shred FWCJUA documents, preservation of off-site storage facilities,
procedures for packaging, bundling, and labeling hard copy records). The FWCJUA does
not currently use off-site storage, and emphasizes electronic storage. The FWCJUA may
choose to include provisions for off-site storage, as the need may arise. Currently, there
is no document storage vendor.

o The destruction of the FWCJUA documents should be expanded to address the
individual(s) responsible for shredding documents.

While there may still be a need for the storage of some hard copy records, the Records
Management and Retention Policy should reflect the FWCJUA's efforts to move toward a
paperless environment.

PART B — FINANCIAL PERFORMANCE

Procedure 10: Review the FWCJUA’s financial performance for 2003, 2004, 2005, and
through June 30, 2006, and compare that performance to prior years and budget amounts.
Note any unusual variances or inefficiencies.
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Findings: BHC discussed the financial performance of the FWCJUA with the Executive
Director and the Controller, and the Executive Director provided BHC with a spreadsheet of
statutory balance sheet and income statement actual results by line item (the financial analysis)
compared to the prior year’s actual results for the periods ending December 31, 2003, 2004, and
2005. BHC noted in the Board minutes for 2003 through June 2006 that the financial analysis
was referenced as an attachment to the Board Agenda Package for each quarter, and the
Controller presented the differences between the current and prior year’s actual financial results.

BHC reviewed the financial analysis, noting that the analysis contained the current year and prior
year final statutory balances, including the dollar amount change and percentage change from the
previous year. In addition, the financial analysis included an explanation of each line item
variance.

The FWCJUA’s comparisons of financial results between budget and actual amounts are
described in Part B, Procedure 11.

Based upon the procedures performed, BHC believes the financial performance of the FWCJUA
is consistent with BHC’s understanding of the operations of the FWCJUA, and the FWCJUA is
properly monitoring, analyzing and reporting significant variances. The FWCJUA’s explanations
for significant variances in balance sheet and income statement line items appear reasonable and
consistent with BHC’s understanding of the operations of the FWCJUA.

Procedure 11: Review the FWCJUA’s general operating and administrative expenses for
2003, 2004, 2005, and through June 30, 2006.

Findings:

General and Administrative Expense Allocation Procedures

BHC obtained and reviewed a copy of the FWCJUA’s General and Administrative Expense
Allocation Procedures.

The FWCJUA’s general and administrative (G&A) expenses are paid out of the Operating
Account and expensed in the general ledger accounts. However, these expenses must be
allocated back to the individual subplans/tiers. The FWCJUA utilizes the number of applications
bound and the number of applications rejected during the month as its allocation base. The
FWCJUA calculates a percentage for the total bound applications by subplan/tier, and applies that
percentage to the total G&A expenses to calculate the amount of G&A expenses allocable to
each.

This expense allocation is computed monthly after the 15" of the following month check run, so
all expenses related to the month have been expensed. The Accountant handles all accounts
payable and performs the calculation of the allocation. The Accountant creates journal entries to
expense the G&A Allocation to each subplan/tier, and sets up a payable to the subplans/tiers and
a receivable for the Operating Account, since these expenses have already been disbursed from
the Operating Account. The Senior Accountant reviews the calculation for accuracy. The
Controller reviews and approves the calculation and makes the necessary cash transfers using the
SunTrust Online Treasury Management System. After transferring the cash, the Controller gives
the Accountant an adjusting journal entry that will clear the payable and receivable outstanding.
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Budget Variance Reports for General Operating and Administrative Expenses for 2003 through 2005

The Controller provided BHC with a copy of the FWCJUA’s Annual Budget Variance Reports
for the years 2003, 2004, and 2005. BHC reviewed the minutes from the Board from 2003
through June 2006, noting that the Annual Budget Variance Reports as well as Quarterly Budget
Variance Reports were referenced as an attachment to the Board Agenda Package for each
respective quarter, and the Controller presented the differences between the budget and actual
financial results.

The Budget Variance Reports detail the actual dollar amounts, budget dollar amounts, variance
between actual and budget dollar amounts, and percentage of actual dollar amounts to budget
amounts for all revenue and expense categories. In addition, the Budget Variance Reports details
all budget and actual expense line items as a percentage of earned premiums.

BHC reproduced the general and administrative expenses portion of the FWCJUA’s Budget
Variance Reports for 2003, 2004, and 2005 as Exhibits 3, 4, and 5, respectively.

For 2003, 2004, and 2005, BHC reviewed a total of 32 budget line items for each year, and
performed a comparison between budget and actual results, using a threshold of budget line items
greater than $5,000. For seven (22% of 32 line items), ten (31% of 32 line items), and seven
(22% of 32 line items) account line items for 2003, 2004, and 2005, respectively, the variance
percentage between budget and actual results was greater than 50% (favorable or unfavorable).
BHC does not consider these variance percentages to be excessive, based on our review of the
financial variance discussions in the Board minutes and our understanding of the volatile
operations of the FWCJUA.

BHC reviewed the detailed general ledger trial balance for 2003, 2004, 2005, and through March
31, 2006, and scanned the general ledgers for unusual or questionable expenditures. BHC noted
no expenditures that were considered unreasonable or inconsistent with our understanding of the
FWCJUA. As described in Part B — Procedure 14, BHC also reviewed invoices from specific
vendors.

Based upon the procedures performed, BHC believes the FWCJUA’s operating and general and
administrative expenses during 2003 through June 2006 are reasonable and consistent with our
understanding of the operations of the FWCJUA. BHC did not note any unexplained variances,
inefficiencies, questionable expenditures, or inefficient uses of cash.

Procedure 12: Review the FWCJUA’s travel expenses for 2003, 2004, 2005, and through
June 30, 2006.

Findings: BHC obtained and reviewed a copy of the FWCJUA’s Travel and Expense
Reimbursement Procedures.

e It is the policy of the FWCJUA “to reimburse Board Members and employees for all
ordinary and necessary expenses incurred as a result of performing duties on behalf of the
organization.”

e  All expenses over $25 are to be substantiated by a receipt when possible.

e  Expense reports filed by the Executive Director must be approved by the Board Chair or
an Officer of the FWCJUA other than the Executive Director.
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e Personal travel is not reimbursable, nor is travel for a spouse, other relative, or friend,
unless there is a clear business purpose for their attendance.

e The Executive Director may authorize employees who travel frequently to have a
corporate credit card.

*  Mileage/travel credits offered by airlines, hotels/motels and auto rental agencies may be
retained by employees for their personal use.

e Business use of a personal auto is reimbursed at the current Internal Revenue Service
(IRS) rate per mile. The IRS mileage rate for 2003, 2004, 2005 (January — August), 2005
(September — December), and 2006 was 36¢, 37.5¢, 40.5¢, 48.5¢ and 44.5¢ per mile,
respectively.

e Lodging should be adequate but not extravagant, and an itemized bill must be submitted
with an individual’s expense report.

o  Meals and entertainment expenses should be adequate but not extravagant.

e Personal expenses incurred because of a mandated FWCJUA work assignment are
reimbursable if pre-approved by the Executive Director. Expense reports should include
receipts for expenses over $25, the date, place, and essential character of the expense and
the name and location of the hotel, dates of stay, and the separate amounts for charges
such as lodging, meals and telephone. A restaurant receipt should show the name and
location of the restaurant, the date, and the amount of the expense.

e  Travel advances must be requested by completing a Request for Check, and the Executive
Director must authorize the request. If it is less than $1,000, it must be signed by the
Executive Director or Controller; if it is for more than $1,000, it must be signed by the
Executive Director.

e  Expense reports must be completed by individuals seeking reimbursement.

Testing of Travel Expenses and Reimbursements:

BHC reviewed travel expenses during the periods 2003, 2004, 2005, and through June 30, 2006
by randomly selecting travel expense transactions from the FWCJUA’s general ledger incurred
by the FWCJUA’s personnel and Board members and requesting for review the expense reports
prepared by these individuals. BHC tested these expenses for reasonableness and compliance
with travel policies and procedures by performing the following:

e  Determined whether the expenses incurred were reasonable.

e  Determined whether the expenses incurred were classified into the proper category in the
general ledger.

e  Agreed travel expenses to proper posting, proper inclusion in accounts payable, and timely
payment to the individual.

e  Determine whether proper approvals were obtained prior to reimbursement for travel
expenses.

e  Determined whether correct mileage rates were utilized for the reimbursement of mileage.

e Determined whether expense reports were completed, and completed in a timely manner.
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e Determined whether original receipts were included for all applicable travel and
entertainment expenses, according to the Travel and Expense Reimbursement Procedures.

e Determined whether there was a clear business purpose for expenses whereby
reimbursement was requested.

e  Ensured that no personal expenses were included on expense reports.

Based upon the procedures performed, BHC believes that the FWCJUA travel expenses incurred
during 2003, 2004, 2005, and through June 30, 2006 were reasonable and were reimbursed in
accordance with the FWCJUA’s Travel and Expense Reimbursement Procedures. BHC noted
that proper approvals were obtained prior to reimbursement, all reimbursable expenses were for a
clear business purpose, no personal expenses were included on the expense reports, and original
receipts were included, where applicable.

Procedure 13: Review the FWCJUA’s payroll expenses for 2003, 2004, 2005, and through
June 30, 2006.

Findings: At December 31, 2003, 2004, 2005, and June 30, 2006, the FWCJUA employed 18
individuals. BHC interviewed the Controller and reviewed the year-to-date payroll summary for
December 2003, 2004, 2005, and June 30, 2006. The FWCJUA utilizes the services of Paychex,

Inc. (Paychex) to provide payroll processing services and payroll related services to the
FWCJUA.

Testing of Payroll

BHC reviewed the year-to-date payroll summary reports for December 2003, 2004, 2005, and
June 30, 2006, and spreadsheets prepared by the Controller detailing employee salaries during the
scope period of this examination. BHC prepared an analysis of salary increases for FWCJUA
employees during the 2003 through 2005 period, noting that staff generally received an annual
3% to 5% increase in salary, effective July 1 of each year. Staff salaries for 2006 are not included
in the comparison, because those salary adjustments become effective on July 1, 2006, after the
scope period of this examination.

Executive Compensation

During the 2003 through December 2005 time period, compensation for FWCJUA’s Executive
Staff positions was comprised of the following three components:

1. Base pay — determined by the Executive Compensation Committee with input from the
Executive Director, and approved by the Board.

2. Project bonuses — paid to the Executive Staff, upon Board approval, for timely
completion of specific projects/goals.

3. At risk compensation — a component of salary equal to 15% of the Executive Director’s
salary, and 10% each of the salaries of the other three Executive positions. This
compensation will only be paid after the Executive Compensation Committee reviews the
performance of the Executive Staff for the year, determines if the Executive Staff’s
performance merits the payment of at-risk compensation, and recommends to the Board
that the FWCJUA pay this at-risk compensation to the Executive Staff. If approved by
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the Board, the at-risk compensation is paid.

During 2003 through December 2005, the Executive Compensation Committee of the Board met
at least annually to discuss, among other topics, appropriate compensation for the FWCJUA’s
four Executive Staff positions: Executive Director, Operations Manager, Program Manager, and
Controller. In 2005, the Board commissioned an independent study by a consulting firm of
executive compensation for organizations similar to the FWCJUA. BHC reviewed the report
issued by the consulting firm, noting that in the study, the consulting firm reported executive
salary data for both “non-state agency funds (organizations operating in a competitive
environment whose compensation for the CEO is determined by its Board of Directors, not by
State Government) and for state agency funds (salaries determined by the State Government).
The study also reported on at-risk compensation for similar type organizations.

The Board decided in December 2005 to simplify the compensation package for the Executive
Management team and voted to eliminate the project bonuses and at-risk compensation, and
increase the base salaries of the Executive Management team. This decision was based on the
independent study, discussions with the Executive Compensation Committee, and consideration
of the environment in which the FWCJUA operates (The FWCJUA is neither profit nor growth
oriented, and thus, it is difficult to establish key performance measurements, similar to those
which are available in the private industry).

Based upon the procedures performed, BHC believes that management, the Executive
Compensation Committee, and the Board are providing adequate oversight of the salaries of
FWCIJUA personnel.

Procedure 14: Review all FWCJUA contracts and agreements that were effective during
the years 2003, 2004, 2005, and through June 30, 2006. Select a sample of payments to
vendors under contracts and agreements and determine if payments were made in
accordance with contract provisions.

Findings: BHC requested a copy of all FWCJUA cohtracts and agreements that were effective
during the years 2003, 2004, 2005, and through June 30, 2006. Contracts included legal and
public affairs services, collection services, policy administration and managed care services,
auditing services, actuarial services, investment management services, and other services.

BHC noted that there were two one-time consulting engagements for which a contract was not
prepared between the vendor and the FWCJUA. One engagement was for evaluation of an RFP
for $17,500 and the other was for the preparation of an update to the Executive Compensation
Plan for $1,200. BHC reviewed supporting documentation for these engagements and noted that
actual payments made agreed with the supporting documentation. BHC reviewed minutes from
meetings of the Board, noting that the Board was aware of these consulting engagements.

During the 2003 through 2006 time period, the FWCJUA received litigation management
services from an attorney who has provided services to the FWCJUA for several years. The
attorney charges a rate of $160/hour for services, but there is no contract between the attorney
and the FWCJUA. BHC inquired of the Executive Director and was informed that the attorney
has provided services for several years to the FWCJUA and charges a favorable rate.

The total amount paid to this attorney during 2003 through June 2006 was $76,248. BHC
reviewed invoices submitted by the attorney to the FWCJUA during 2003 through 2006, noting
that services provided included the following:
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e  Analysis of claims and settlements, and reports;

e Correspondences with the FWCJUA staff, Travelers, and other entities;
¢ Participation in meetings;

e Legal research; and

e Participation in claim reviews.

BHC noted that the rate charged by the attorney was correct and reviewed a correspondence from
the attorney to the FWCJUA stating the billing rate, and the Operations Manager’s handwritten
approval of the billing rate. BHC believes the litigation management services provided to the
FWCJUA appears reasonable and the attorney’s billing rate appears reasonable. However, BHC
believes that litigation services provided by the attorney should be documented by a written
contract.

Based upon the procedures performed, BHC believes the payments made by the FWCJUA to
vendors for contracted services were made in accordance with the provision of the contracts.

Recommendation: The FWCJUA should consider obtaining a written contract with outside
attorneys for litigation management services. Having signed written contracts for all services
performed by outside parties is considered good business practice, and a written agreement will
better equip the FWCJUA and its Board to establish oversight and the monitoring of performance
under contracts.

PART C - Payments, Allocations, Recoveries, & Financial
Auditing

Procedure 15: Review the FWCJUA’s documented and undocumented procedures and the
method used for expense allocation, including policyholder claims losses, loss adjustment
expenses, and unallocated expenses including administrative expenses, noting the accuracy
and consistency of charging expenses to the appropriate categories and the accuracy of
allocations in compliance with the documented and undocumented procedures. Comment
on discrepancies between external reports to Receivers and internal guaranty association
reports and documentation.

Findings: The FWCJUA utilizes the services of Travelers to provide claims administration
services, including the settlement of claims. As the claims administrator, Travelers is responsible
for the allocation of expenses including policyholder claims losses and loss adjustment expenses.
The FWCJUA handles the allocation of general and administrative (G&A) expenses to individual
subplans/tiers, and this function is described in Part B — Procedure 11.

Monthly Claims Settlement Reports Prepared by Travelers

BHC randomly selected a Monthly Settlement Report prepared by Travelers and the FWCJUA
provided this report to BHC for analysis and testing. BHC noted that the Monthly Claims
Settlement Report package contained the following:
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e Cover Letter from Travelers to the FWCJUA Controller, showing the amounts due to and
due from the FWCJUA by subplan/tier.

e Monthly Cash and Statistical Reports.

FWCJUA Monthly Summary Cash Activity Report (reports for all plans
combined, all plans prior to July 26, 2003, and individual subplans/tiers).

FWCJUA Monthly Summary Statistical Report (reports for all plans combined,
all plans prior to July 26, 2003, and individual subplans/tiers).

FWCJUA Schedule of Service Carrier Allowance Rates (reports for all plans
combined, all plans prior to July 26, 2003, and individual subplans/tiers).

FWCJUA Schedule of Service Carrier Allowance Rates, Plus Deposit
Adjustments (reports for all plans combined, all plans prior to July 26, 2003, and
individual subplans/tiers).

e Summary of Paid Loss Activity and Outstanding Losses for Current Month for the Loss
Portfolio Transfer Agreement (Accident Years 1994 — 1999).

¢ Occurrence Retention Monitoring Report and Excess Calculation for the Loss Portfolio
Transfer Agreement (Accident Years 1994 — 1999).

o Aggregate Deductible Activity Monitoring Report for the Loss Portfolio Transfer
Agreement (Accident Years 1997 — 1999).

e Aggregate Deductible Retention Monitoring Report for the Loss Portfolio Transfer
Agreement (Accident Years 1997 — 1999).

e FWCJUA Collected Premiums (reports by individual subplans/tiers).

e  FWCJUA Collected Premiums (reports by individual subplans/tiers, and combined for all
plans prior to July 26, 2003).

e Management Waivers and other Charges Report (report by individual subplans/tiers, and
combined for all plans).

Testing of Expense Allocations

Using these reports, BHC traced the amounts reported by Travelers as due to the FWCJUA and
due from the FWCJUA by separate subplan/tier accounts into the FWCJUA’s general ledger,
noting that the amounts due to the FWCJUA or due from the FWCJUA were recorded in the
proper receivable/payable accounts and the proper cash accounts for each subplan/tier.

BHC noted that the Monthly Settlement Reports are included as required reports to be submitted
to the FWCJUA in the Reporting Requirements documented procedure, described in Part A —
Procedure 4.

The Controller informed BHC that the Systems Manager receives through a secure online file
transfer link, the electronic detailed data supporting the Monthly Settlement Reports prepared by
Travelers, and notifies the Controller when the data is received. When the Controller receives the
Monthly Settlement Reports from Travelers, she gives the report to the Senior Accountant, who
loads the electronic data into the FLARE’ system, which summarizes premiums, losses, loss
adjustment expenses, and other data. The Senior Accountant then prepares journal entries and
enters the summary data into an Excel spreadsheet to verify the totals are correct on the Monthly
Settlement Reports from Travelers. The Controller reviews the work of the Senior Accountant,
and informed BHC that there has only been one instance in the last nine years (the tenure of the
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Controller at the FWCJUA) in which the totals did not agree between the Monthly Settlement
Reports and the FWCJUA’s summary spreadsheet of Travelers’ detailed data.

BHC reviewed the Excel spreadsheets prepared by the Senior Accountant, noting that the totals
agreed with the Monthly Settlement Reports submitted to the FWCJUA by Travelers.

The Operations Manager informed BHC that the FWCJUA is able to review through the
Travelers” CARMA system certain expenses allocated by Travelers, including attorney fees,
surveillance expenses, and managed care expenses. The Operations Manager stated that the
FWCJUA’s independent financial auditors annually test the detail of the FWCJUA claims
expenses recorded by Travelers.

The Operations Manager informed BHC that Travelers is currently developing a report for the
FWCJUA that will report claims expenses by expense categories and this report will assist the
Operations Manager in his oversight of Travelers’ expense allocations. The Operations Manager
stated that the report development should be completed by the end of 2006.

Claims Audits of Travelers

The Executive Director informed BHC that Travelers has not undergone a SAS 70 Audit. SAS
70, “Reports on the Processing of Transactions by Service Organizations” is an internationally
recognized auditing standard developed by the American Institute of Certified Public
Accountants (AICPA). A SAS 70 audit is performed by an independent auditor and its purpose is
to evaluate and issue an opinion on the adequacy and function of the internal controls that a
service organization has in place and to test the operating effectiveness of those internal controls.
The nature of a SAS 70 audit may not test the specific and unique requirements of the FWCJUA
but will provide the Board with critical assurances of the existence of internal controls and the
operating effectiveness of those internal controls of the third party policy and claims
administrator. This type of audit is common within the insurance industry and is a contractual
requirement of third party administrators by other organizations similar to the FWCJUA.

The FWCJUA business serviced by Travelers is subject to periodic claim reviews at Travelers’
office by a review team comprised of the FWCJUA’s Operations Manager, the FWCJUA’s
consulting litigation manager, Travelers’ Claims Manager for FWCJUA claims, Travelers’ case
managers, and any other experts needed. During the scope period of this examination, these
claims audits were conducted twice each year, except during 2004, when the audits were
conducted every quarter. The files selected for review generally include all cases with total
incurred costs over $50,000, any cases open for over 110 weeks, and any unusual cases.

In addition, every quarter, a review is conducted by conference call attended by the review team
listed above. During this review, all claims with total incurred costs greater than $400,000 are
reviewed. The Operations Manager informed BHC that there are usually less than 20 claims that
meet this criterion.

Based upon the procedures performed, BHC believes the method used for the allocation of loss
adjustment expenses, unallocated expenses, and administrative expenses are in compliance with
the FWCJUA’s documented and undocumented procedures. BHC considers the claims reviews
performed on Travelers for FWCJUA business to be adequate and performed at an appropriate
frequency.
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Since the FWCJUA is a joint underwriting association, not a guaranty association, the elements of
Part C — Procedure 15 regarding discrepancies between external reports to Receivers and internal
guaranty association reports and documentation are not applicable to the FWCJUA.

Recommendation: The FWCJUA should consider requiring Travelers to engage an independent
auditor to perform a SAS 70 audit and provide the Board with a copy of the audit report.

Procedure 16: Review FWCJUA’s documented and undocumented procedures for
reporting and collecting subrogation or other types of recoveries.

Findings:

Reinsurance Recoveries

The FWCJUA’s documented Claims Handling Procedures includes a section detailing the
procedures for reinsurance recoveries. BHC reviewed these procedures, noting the following:

The FWCJUA maintains a reinsurance program with several reinsurance companies through a
reinsurance intermediary, (the Benfield Group). The FWCJUA is responsible for keeping the
reinsurer informed of any claims with the potential of becoming the reinsurer’s responsibility to
fund, and advising the reinsurer of any claims activity, including recoveries.

The FWCJUA maintains a claim file for certain claims, including serious injury claims, and this
claim file is not a duplicate of the information retained in Travelers’ original claim file. The
FWCIJUA claim file contains information on claims including serious injuries or accidents, claims
settlement proposals and authorization letters, and other information including adjusters’ notes,
memorandums, or attorney case evaluations. FWCJUA maintains a separate file for any
reinsurance recovery activity.

Upon receipt of a notice or check for subrogation or joint participation from a service provider or
other carrier, employer, or attorney, the FWCJUA will:

e Forward the check to the Accounting Department for immediate deposit.

e Determine if the subrogation or joint participation should be returned to the reinsurers by
reviewing the FWCJUA’s reinsurance recovery claim file and notifying the reinsurer of
the recovery, if applicable.

e Ifit is determined that the amount received was a valid recovery, the FWCJUA will issue
a check to the reinsurance intermediary, who will then make the appropriate distribution
to the reinsurers.

BHC reviewed the FWCJUA'’s detailed general ledger for 2004 and 2005, noting that reinsurance
recovery activity was recorded in a reinsurance recovery account, the amounts were referenced as
payable to the reinsurance intermediary, and the recoveries were deposited into the FWCJUA’s
operating account. BHC also reviewed the FWCJUA’s Operating Account bank statement for
December 2005, agreeing the December 2005 recoveries listed in the general ledger to deposits
on the bank statement.
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Collecting Outstanding Receivables

The FWCJUA utilizes the services of a third party organization to collect the FWCIJUA’s
outstanding receivables, and the FWCJUA pays this organization a fee based on the amount of
each individual account balance collected. BHC tested the amounts paid to this vendor under the
contract as part of Part B — Procedure 14.

Based upon the procedures performed, BHC believes the FWCJUA’s documented procedures for
reporting and collecting subrogation or other types of recovery is adequate for the operations of
the FWCJUA.

Procedure 17: Review audits conducted by independent accountants and evaluate the scope
of the audits, the results of the audits, and note any deficiencies in the auditing process,
including the qualifications of the auditors and the scope or frequency of the audits.

Findings: BHC reviewed the audit workpapers for the audit of the FWCJUA for the year ended
December 31, 2005, including the audited financial statements for the years ended December 31,
2005 and 2004. The audit was performed by Thomas Howell Ferguson (THF) an independent
certified public accounting firm located in Tallahassee, Florida. THF has performed the
FWCJUA audit for five consecutive years and rotated the Engagement Partner for the 2005 audit.
THF expressed an unqualified audit opinion on the comparative financial statements of
FWCJIUA.

Based upon BHC’s review, BHC believes the 2005 audit of the FWCJUA was sufficient in scope,
and BHC did not note any deficiencies in the auditing process. BHC further believes the audit
was performed by qualified personnel and at an appropriate frequency.

PART D - IT Systems Operations and Administration,
Disaster Preparedness

Procedure 18: IT/Operations — Separation of Responsibilities — With respect to systems
operations, particularly cash disbursement processes, review IT responsibilities, and
evaluate process controls including segregation of duties.

Findings: The FWCJUA conducts its IT functions in-house, and its IT Department consists of
the Systems Manager and the Developer/Programmer.

BHC’s review of FWCJUA’s systems operations, including cash disbursements, is described
above in Part A — Procedure 4.

The IT roles of the Systems Manager and Developer/Programmer as they pertain to the
FWCIUA, including their qualifications and duties is described below in Part D — Procedures 20
through 22. The Systems Manager and Developer/Programmer are directly involved in computer
support, file backup and recovery procedures, and software updates, described below in Part D —
Procedures 20 through 22.
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Procedure 19: Claims File Input/Output Controls — Review batch update processes, such as
updates from Third Party Administrators (TPAs) or Uniform Data Standard (UDS)
updates, if applicable, for appropriate controls and verification of processes. Similarly,
review data extract processes and quality assurance procedures. Document and evaluate
controls and quality assurance measures applied to any routine batch updates to the claims
system. Beyond claims systems, determine if batch updates occur to any other system. If
so, similarly evaluate controls.

Findings:
Uniform Data Standard (UDS)

The FWCJUA does not utilize UDS, a precisely defined series of data file formats and codes used
by some Receivers and guaranty associations to exchange loss and unearned premium data
electronically. Since FWCJUA is not a guaranty association, UDS reporting and data extract
processes are not applicable.

Batch processing

Batch updates for claims processing is performed by Travelers, and review of such processing
was outside the scope of this examination.

BHC inquired of the Controller and Systems Manager whether batch processing was used for any
other system, and they informed BHC that other than check processing which occurs twice a
month, the FWCJUA does not utilize batch processing for any other system. BHC reviewed
controls and quality assurance procedures applied to batch processing to the check processing
procedures in Part A — Procedure 4.

Based upon BHC’s review, BHC believes the controls and quality assurance procedures in place
at the FWCJUA, including controls and quality assurance procedures applied to batch processing
to the check processing system, are adequate to support the operations of the FWCJUA.

Procedure 20: Assessment of IT Resources/Staffing — Through interviews and discussion
with management and key staff members, assess the adequacy of IT resources. Determine if
the current IT staffing level satisfactorily supports the FWCJUA’s operations.

Findings: BHC discussed the adequacy of IT resources with the Executive Director, Controller,
and Systems Manager and reviewed the qualifications and job descriptions of the Systems
Manager and Developer/Programmer.

The Systems Manager is responsible for performing a variety of functions including
programming, report design and maintenance of all computer systems as well as development and
maintenance of the network infrastructure. The System Manager is also responsible for
maintaining all necessary documentation of the FWCJUA’s computer system and manages
development projects. The Systems Manager maintains all computer software and data backups
and is responsible for planning, maintaining, and implementing the Disaster Recovery Plans for
all computer systems.

The Developer/Programmer is responsible for the design, analyses, and modification of
programming systems including client server and web applications. The Developer/Programmer
works with a full life cycle of applications including design and documentation and must possess
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advance programming knowledge and understand the interaction with the business processes of
the FWCJUA. The Developer/Programmer performs a variety of tasks and helps maintain full IT
infrastructure and support to end-users.

The Systems Manager and Developer/Programmer have been employed by the FWCJUA for
approximately four years, and one year, respectively. The Systems Manager informed BHC that
he and the Developer/Programmer attend training sessions or seminars as needed to maintain
their level of education or skill to perform their duties at the FWCJUA. While performing
fieldwork, BHC observed the Systems Manager and Developer/Programmer performing various
IT duties and noted that these individuals appeared to be performing their duties efficiently and
were communicating effectively with management and staff.

Based upon the procedures performed, BHC believes the IT resources including the current IT
staffing level in place at the FWCJUA satisfactorily support the operations of the FWCJUA.

Procedure 21: Assessment of Adequacy of Technology Implementation — Through
observations, interviews, and discussions, assess the adequacy of technology implementation
to maximize operational efficiency and cost savings.

Findings: BHC discussed the adequacy of technology implementation with the Executive
Director, Controller, and Systems Manager, and received a copy of the FWCJUA’s Systems and
Information Technology Policy. BHC reviewed this policy, noting that the policy contained the
following sections:

e Acquisition and Life Cycle — describes replacement of computer equipment and selection
of software vendors.

e Network Security — describes physical security, wireless access, anti-virus protection, and
general security.

e Disaster Planning and Recovery — describes data backup, secondary website, electrical
power, and a separate disaster recovery documents (described in Part D — Procedure 22).

e Software — describes software development, usage, installation, and updates.

e External Communication and Access — describes remote access by employees, vendors,
and data encryption.

e Disposal Procedures — describes the need to erase hard drives if computer hardware is
donated.

e Attachments for Data Backup and Hurricane Preparedness, described further in Part D —
Procedure 22.

BHC believes this policy is adequate for the operations of the FWCJUA.

Computer Hardware

The FWCJUA'’s hardware environment includes an inventory of nine Dell servers (seven are
currently in use), four workstation personal computers (PCs), and 14 thin clients.
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A thin client is a network computer (the client) without a hard disk drive, which, in client/server
applications, is designed to be especially small so that the bulk of the data processing occurs on
the server. Advantages of thin clients include:

o Lower IT administration costs — Most IT administration costs are at the server.
e Easier to secure — Application data does not reside at client.

e Lower hardware costs — There are no hard disks, application memory, or powerful
processors.

e Lower energy consumption — Dedicated thin clients hardware has much lower energy
consumption than “thick” client PCs.

e  Worthless to most thieves — Hardware is essentially useless outside a client-server
environment.

e [Less network bandwidth — Most network traffic is confined to the server room.

Three Dell workstations computers are utilized by the Controller, Accountant, and
Developer/Programmer, respectively, and one Inspiron laptop computer is utilized by the Systems
Manager. Capio and Neoware thin clients are utilized for the remaining 14 FWCJUA employees.

For its printing, copying, faxing, and scanning needs, the FWCJUA utilizes four Canon copiers
with copy/fax/scanner/printer capabilities, two HP network printers, two OKI color laser printers,
and two Dell black & white laser printers utilized by the Operations Manager and Controller,
respectively.

Computer Software

The FWCJUA utilizes the Microsoft Windows XP operating system, Windows 2003 Server
Edition, and Microsoft Office 2003. Passwords for all programs except for the Microsoft Great
Plains Dynamics accounting software, discussed below, are required to be at least six characters
and have at least one numeric character and at least one uppercase character. All passwords are
required to be changed every 45 days, and users will receive a screen prompt prior to the
password expiration.

The FWCJUA utilizes an internally developed software program, FLARE® to perform various
operational functions. This program has modules for underwriting, claims, premiums, and
reporting. FLARE’ is a customized program modified by the FWCJUA, and the FWCJUA
maintains the source code. FLARE’ requires a separate password for access, beyond the
password for the Windows XP Operating System, and each module has different levels of access
according to the needs of the user.

The FWCJUA’s accounting staff consists of the Controller, Senior Accountant, and Accountant,
and these three individuals utilize the Microsoft Great Plains Dynamics accounting software.
Great Plains Dynamics is an off-the-shelf software package and the FWCJUA does not possess
the source code. Great Plains Dynamics requires a separate password for access, beyond the
password for the Windows XP Operating System.

The FWCJUA utilizes an electronic document management system, iSynergy 3.6 (iSynergy),
which is described in more detail in Part D — Procedure 22. This system allows users to recall
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imaged documents that have been previously scanned into the system. iSynergy is an off-the-
shelf software package with some customization. FWCJUA personnel do not have access to the
source code and the software vendor provides updates to the system. All employees can access
this system, but there are passwords to limit access levels for different employee positions. For
example, underwriting staff cannot access imaged bank statements, and accounting staff cannot
access imaged policies and underwriting documents. iSynergy requires a separate password for
access, beyond the password for the Windows XP Operating System.

Internet Access and Data Security

All employees have access to the Internet and FWCJUA utilizes Symantic Antivirus and
e-mail and spam filters. Two firewalls provide protection from unauthorized or
inappropriate activity.

FWCJUA Website

The FWCJUA maintains a website that contains the following information: history of the
FWCJUA; FWCJUA financial statements; helpful information to employers and producers;
notices of upcoming Board and Committee meetings; information on the Market Assistance
Program; information on workplace safety; and, pricing and rate information.

There is also a secure location on the website for producers to submit applications for insurance
coverage electronically.

IT Operations
Based on BHC’s analysis, it appears that current IT resources including hardware, software,
Internet access and IT support are adequate for the operations of the FWCJUA.

Based upon the procedures performed, BHC believes the FWCJUA’s implementation of
technology is adequate to support the operations of the FWCJUA, and current IT resources are in
place to maximize operational efficiency and cost savings.

Procedure 22: Disaster Preparedness — Review and assess continuity of operations plans.
Among other items, address the adequacy of IT preparedness, including file backup and
recovery capability, off-site file storage, and systems recovery plans.

Findings:

Environmental Controls

In late 2004, the FWCJUA began a search to relocate its office to a facility that possessed
sufficient, secure office space that meets disaster recovery standards as well as provide enough
space to have committee and Board meetings in house. As a result, the FWCJUA relocated to its
current office in November 2005. The office is on the second floor of a two-story concrete block
building with the second floor consisting of a concrete slab over a steel joist floor system. The
roof is a truss design with concrete barrel tile and the building has been designed to withstand 130
mph wind gusts, in accordance with the Florida Building Code.

Security is maintained by an electronic key card access system. During the hours of 7:30 A.M.
through 5:30 P.M., the front door is unlocked and upon entering, a visitor has access to the
reception area. Beyond the reception area requires the use of a key card.
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For Board meetings or other meetings open to the public, the FWCJUA can allow visitors beyond
the reception area to a common area. All other areas are restricted and can only be accessed with
a key card.

Beyond the common area, is the area where the FWCJUA’s staff performs their duties.

One interior room houses the FWCJUA'’s servers and related computer and electronic equipment.
Access to this room is restricted to all key cards except for the Executive Management, the
Systems Manager, and the Developer/Programmer. The room is temperature controlled and
protected with a fire suppressant inert gas system.

The other interior room houses printers, copiers, scanners, and the fax machine, and access to this
room is available to all FWCJUA personnel. This room is also temperature controlled and
protected with a fire suppressant inert gas system. This room may be used as a “safe room” in the
event of a disaster.

Disaster Recovery and Emergency Preparedness Plan

The Executive Director provided BHC with the FWCJUA’s Disaster Recovery and Emergency
Preparedness Plan (DRP). The Plan was originally formulated in 2003 and updated in 2006 after
the FWCJUA occupied its new office in November 2005. The Executive Director informed BHC
that this version of the DRP is undergoing revision and will be discussed at the Operations
Committee Meeting on August 30, 2006. The 2006 revised plan is effective at the present time.

BHC reviewed the DRP, noting that the plan contained discussions of the following topics:

*  Objectives e  Software Backup

e Authority e  Data Files Backup

e  Location of Alternate Facilities e  Protecting & Storing Records & Assets

e  Protecting FWCJUA Personnel e  Emergency Equipment Replacement Plan

e  Hurricane & Tropical Storm Threats e  Protecting Computers and Local Area Networks
e  Bomb & Biochemical Threats e  Computer Virus Protection

e  Loss of Power e  Hardware, Software, & Licenses

e  First Aid & Emergency Assistance e  Testing and Updating Disaster Recovery Plan
e  Evacuation e  Post-Disaster / Emergency Assessments

e After-Hours Emergencies e  Disaster Recovery Plan Approval

e  System Backup & Alternate Facilities e  Conclusion

Appendices to the report include the following:

e Threat Report

e Employee Contact Information

e Board Contact Information

e Systems Back-up Procedures

e FWCJUA Master Vendor Contacts & Phone Numbers

e Systems Administrator's Passwords, Access Protocols & Network Infrastructure
e Hardware & Software Inventory

e  Departmental Checklists
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The following items from the DRP are discussed in detail, below, along with supplemental
comments based on BHC’s interview of the Systems Manager:

e The DRP identifies the chain of command in the event of a disaster and the
responsibilities of the management team.

e The Policy Administration and Managed Care Service Provider (Travelers) maintains its
own DRP, which is not incorporated into the FWCJUA’s DRP. The FWCJUA reviewed
Travelers” DRP plan while evaluating Travelers’ response to the March 2005 RFP for
Policy Administration and Managed Care Services. The Executive Director informed
BHC that the FWCJUA plans to review Travelers’ DRP on an annual basis.

e Alternate facilities include:

The FWCJUA’s “safe room.” BHC discussed this area with the Systems
Manager, who informed BHC that this room can accommodate ten workstations.

Homes of the Management team, for initial assembly, assessment, and
assignments. Afterward, an alternate facility in Sarasota, Florida should be
activated.

Travelers’ Regional office in Orlando, Florida, with accommodations at nearby
hotels for personnel.

e For loss of power, the FWCJUA utilizes a generator that is capable of maintaining
operations for up to 72 hours on one tank of fuel. BHC discussed the operation of the
generator with the Systems Manager, who informed BHC that the generator starts
automatically upon power interruption, and can operate 100% of FWCJUA’s operations
at 30% capacity of the generator. During fieldwork at the FWCJUA’s office, BHC
observed two occasions of power loss, and in both instances, the generator restored
power within a few seconds. The Systems Manager informed BHC that he tests the
system once a week, by automatically powering up the system with no load and noting
whether the test was successful. If a test is unsuccessful, the Systems Manager would
contact the vendor.

e The DRP discusses software backup and data file backup noting the following:

The FWCJUA creates a backup copy of major software and data nightly and
weekly stores these tapes in a bank vault off-site. The Systems Manager
informed BHC that the bank vault is located at Bank of America. The Systems
Manager- has one key and there is another key located in a lockbox in the safe
room. The lockbox key is maintained by the Systems Manager and the Executive
Assistant.

All software and full data back-up is duplicated nightly to tape and a secondary
device and tapes are taken to the bank vault weekly. Tapes can be taken home
every evening by selected management. The Systems Manager informed BHC
that a backup runs automatically at approximately 7:00 P.M. nightly to a tape and
to a secondary portable hard drive. The Systems Manager takes the tapes twice a
week to the bank vault, or every night if a hurricane is approaching. The bank
vault also stores hardware and software inventory listings and paper licenses.

The System Manager informed BHC that the FWCJUA also utilizes the “Shadow
Copy” feature of Windows 2003 to supplement its backup strategy. Shadow
copies of shared folders enable the user to recover deleted or changed files that
are stored on the network, by creating a “point-in-time” (snapshot) copy of
changed files on a periodic basis. The shadow copy procedure runs every 12
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hours. This procedure is useful for the recovery of files from smaller disasters
such as the following:

e A user accidentally deletes a file.

e A user incorrectly modifies a file (i.e. using a template and
overwriting the original by failing to “Save As” a new file).

e A file is corrupted beyond repair.

e BHC noted that the iSynergy Document Management System enhances disaster recovery,
as all FWCJUA documentation would exist in electronic format and would be included in
the daily data backup process.

Testing of Data Backup

The Systems Manager informed BHC that he randomly tests data backup once a month by
restoring a randomly selected file. The results of this test are not documented by the Systems
Manager.

Testing of Disaster Recovery Plan

The DRP states that the FWCJUA shall periodically test the systems recovery process and that
post-test evaluations should identify the following:

e  What flaws did the response reveal?

e  What measures could or should be taken to ensure that the response is more effective?

e Are FWCJUA personnel sufficiently and appropriately trained to deal with the problem?
e Did the FWCJUA have sufficient resources to deal with the particular emergency?

e What areas of the FWCJUA could be improved to prevent or minimize future
emergencies of this nature?

e Can existing procedures be modified to clear up apparent misunderstandings?

The results of the systems recovery process are not documented.

The Systems Manager informed BHC that he tests various components of the Disaster Recovery
Plan including the monthly testing of data backup, the weekly testing of the generator, and yearly
verification of information with the telephone company.

Offsite Storage

The FWCJUA’s volume of records does not necessitate the utilization of off-site storage. As
stated previously, the FWCJUA utilizes an electronic document management system, and this
system will eventually allow all FWCJUA documents to be stored electronically, creating a
paperless environment while providing for efficient user-friendly storage and retrieval of
information. At the time of BHC’s fieldwork, the vendor payable files are essentially the only
remaining documents that have not been fully converted to electronic format, but this process has
begun, and the FWCJUA expects the conversion to be completed by year-end 2006. All current
FWCJUA documents are being scanned into the electronic document management system on a
going forward basis.

New Study on Disaster Recovery
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The Executive Director provided BHC with a study conducted by the Systems Manager and
Operations Manager to enhance the DRP, and the results of this study are on the agenda for the
August 30, 2006 Operations Committee meeting. The focus of the new study is to evaluate the
benefits of a Mobile Disaster Recovery Facility and an Off-site Hosting Facility.

A Mobile Disaster Recovery Facility is a temporary facility with pre-configured hardware
(servers, workstations, telecommunications equipment (phones/fax/copier) with satellite
connectivity that is delivered to a site of the customer’s designation within 48 hours of request. It
is a structure with an independent power source capable of housing staff for the duration of the
emergency. In this case, it is a trailer.

An Off-site Hosting Facility is a vendor location housing a dedicated server capable of receiving
“snap shots” of data via the Internet on a scheduled basis. The offsite server would be capable of
backing up critical data — FLARE’, accounting activity, daily operational activities, and document
management information.

During the evaluation process, three mobile facility providers and three offsite hosting companies
were evaluated, with estimated costs, advantages, and disadvantages taken into consideration.
The Systems Manager and Operations Manager proposed to the Operations Committee at the
conclusion of the study to recommend that the FWCJUA contract with a vendor in Charlotte,
North Carolina to provide a completely equipped mobile disaster recovery facility to be delivered
to a location of the FWCJUA’s choice within 48 hours of the request, and to contract with a
vendor in Dallas, Texas to provide an off-site hosting facility, using their equipment to replicate
the FWCJUA’s data to the hosted server in a near real-time capacity via the Internet.

Based on the procedures performed, BHC believes that the continuity of operations plans at the
FWCJUA is adequate for the operations of the FWCJUA. During the performance of BHC’s
procedures, BHC noted that I'T preparedness, file backup and recovery procedures, and system
recovery plans are adequate.

Recommendation: BHC recommends that the nightly backup be taken off-site daily, either to the
bank vault or to the home of a Manager, the latter which was disclosed as an option in the DRP.

The current practice of taking the back-up tape to the bank vault twice a week leaves FWCJUA

exposed to a potential data loss of more than one day in the event of a sudden disaster, other than
an approaching hurricane, for which the FWCJUA has planned for daily off-site data transport.

Although the secondary backup may be removed at a moment’s notice if a sudden disaster occurs
during normal business hours, an after-hours sudden disaster could result in a potential loss of
data for more than one day.

Recommendation: BHC recommends that the results of the monthly testing of data backup
procedures by randomly restoring files should be documented to ensure that the process occurs at
a specified time each month, different types of files are tested, and the results are available for
review, by Management, the Operations Committee, or the Board.

Recommendation: BHC recommends that the results of the systems recovery process and post-
test evaluations should be documented to ensure that the results are available for verification that
the periodic testing is occurring at appropriate intervals and that results are appropriately
communicated. BHC recommends that testing should occur at least once per year.
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Recommendation: BHC recommends that the FWCJUA execute its intention to review
Travelers’ Disaster Recovery Plan on an annual basis.

Examination Report Submission

The Office hereby issues this report as the Final Report, which is based upon information
from the examiner’s draft report, additional research conducted by the Office, and
additional information provided by the Company.
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Exhibit 2

FLORIDA WORKERS’ COMPENSATION JOINT UNDERWRITING ASSOCIATION, INC.
(FWCJUA)

Analysis of Board of Governors Fiduciary Responsibilities

 (NOTE: “"N/A™ means that the named fiduciary responsibility existed during the 2003
through June 2006 review period, but circumstances did not require its exercise).

Compliance Observed,
: Noted in Minutes, or
Fiduciary Responsibilities of the FWCJUA Board of Governors Orally Confirmed?

i.  The Board of Governors (Board) shall have authority over and shall YES
manage all of the affairs of the FWCIUA, subject to any limitation set
forth in the in FWCIUA's Articles of Incorporation and Florida Statute
Section 627.311(5).

!\J

The Board shall consist of 9 persons ar corporate entities, consisting of YES
(a) two of the 20 domestic insurers with the largest voluntary direct
premium written in Florida for workers’ compensation & employer’s
liahility insurance, selected by those 20 insurers; (b) two of the 20
foreign insurers with the largest voluntary direct premium written in
Florida for workers' compensation & employer’s liability insurance,
selected by those 20 insurers; (c) three persons appointed by, and serving
at the pleasure of the Financial Services Commission of the State of
Florida; and (d) one person appointed by the largest property and
casualty insurance agents association in Florida as of the date of each
Board election; and {e) The consumer advocate appointed under Florida
Statute Section 627.0613, or the consumer advocate’s designee.

3. Board members shall serve on the Board for a term of four (4) years, YES
beginning on July 1 of the year in which regular elections are held.
Board members may serve consecutive terms in office. -

4. An insured Board member may, at any time, revoke in writing its N/A
designation and designate in writing another qualified person to act as its
designee on the Board.

5.  An insured Board member may designate in writing an alternate YES
designee who shall act in place of the primary designee in his or her
absence.

6.  The Board shall have all powers necessary or convenient to implement YES
Florida Statute § 627.311(5), and to govern, administer, and operate the
FWCIUA, including, but not limited to borrowing money.

7. The Board may authorize the FWCIUA to purchase such excess YES

insurance or reinsurance as is consistent with the purposes of the
FWCJIUA and the Plan of Operation.
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Exhibit 2

Compliance Observed,
Noted in Minutes, or

Fiduciary Responsibilities of the FWCJUA Board of Governors Orally Confirmed?
8.  The Board shall from time to time adopt policy forms, rates and rating YES

plans appropriate to the operations of the FWCJUA and consistent with

its purpose.
9. The Board shall provide an annual report to the Florida Office of YES

Insurance Regulation (OIR) on a date specified by the OIR and
containing such information as the QIR reasanably requires.

10. The Board shall be authorized to adopt policies and procedures for the YES

FWCIUA, and these policies and procedures shall be included in an
Operations Manual adopted by the Board and amended from time to time
by the Board. The Operations Manual shall describe how the FWCIJUA
shall be managed, administered, and operated, and may be changed at
any time by the Board or upon request of the OIR. The Operations
Manual and all amendments or modifications shall be subject to the
approval of the OIR.

11. Whenever a deficit exists, the Board shall, within 90 days, provide the YES

OIR with a program to eliminate the deficit within a reasonable time.
The deficit may be funded by any means authorized by Section
627.311(5), including the Board’s request of the OIR and the Legislative
Budget Commission (LBC) to transfer funds from the Florida Workers’
Compensation Administrative Trust Fund (WCATF} to FWCJUA in an
amount sufficient to fund the difference between the amount available
and the amount needed to meet a 3-month projected cash need.

12. At least once a year, the Board shall review the rates of the FWCJUA to YES
determine whether they are still appropriate, and shall review the costs
and expenses of the FWCJUA business to determine whether they have
been maintained at or below an acceptable level.

13. The Chair of the Board shall from time to time appoint the members of YES
each Board Committee, including each committee chair, who shall be a
member of the Board.

14, The Board may from time to time create additional committees which YES
shall have such duration, authority, and duties as may be prescribed by
Board, and whose members, including committee chairs, shall be
appointed by the Chair of the Board.

15. Three to five members of the Board shall comprise the Audit Commitiee, YES
Operations Committee, and the Executive Compensation Committee.
None of the members of the Audit Committee or Operations Committee
shall be employees of the FWCJUA.

16. ‘The Board shall adopt the Audit Committee Charter and shall amend the YES
Charter from time to time.
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Compliance Observed,
Noted in Minutes, or
Fiducinry Responsibilities of the FWCJUA Board ol Governors Orally Confirmed?

17. The Board shall comprisec the majority of the three to five members YES
serving on the following committees: Investment Committee,
Reinsurance Committee, Rates and Forms Committee, Safety
Committee, Producer Committee, Producer Appeals Committee, and the
Market Assistance Plan (MAP) Committee.

I18. The Board shall, upon recommendations from the various committees YES
listed above, approve such measures relating to the FWCJUA's
operations, reinsurance needs, investment needs, rates and rating plans,
deficit elimination programs, safety programs, producer guidelines,
producer appeals guidelines, market assistance plans, executive
compensation plans, and other measures and programs.

19. The Board shall meet at least four times each year, at such places and YES
times specified by the Chair of the Board and as described in written
notices of Board meetings delivered to each Board member.

20. The Board may hold special meetings of the Board within 15 days after N/A
the FWCJUA or the Board Chair receives written request by any three
Board members.

21. The Board may only take action at any meesting which is properly YES
noticed and at which a quorum of Board members is present. A quorum
shall consist of a majority of Board members then in office.

22, Board action taken at a Board meeting shall require a majority vote of YES
the Board members present who have not abstained from voting on
account of a conflict of interest.

23. Each Board member is entitied to one vote, YES

24. The Board shall elect one of its members to preside over the Board N/A
meeting, in the absence of the Chair and the Vice Chair.

25. Board meetings may be convened telephanically or in person. No Board YES
meniber may vote by proxy.

26. Board members shall avoid extravagant or excessive Board expenses, YES
The Board shall adopted detailed policies regarding FWCIUA travel
expense reimbursement.

27. The Board shall take reasonable steps to conserve the assets of the YES
FWCIVA.
28. The Board may delegate to the FWCIJUA's Executive Director, any YES

duties reasonably necessary or appropriate for the day-to-day operations
of the FWCJUA, unless otherwise expressly prohibited.
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Compliance Observed,
Noted in Minutes, or
Fiduciary Responsibilities of the FWCJUA Board of Governors Orally Confirmed?

29,  The Board may provide the services required by Florida Statute YES
§627.311(5) and the Plan of Operation through staff employed by the
FWCIUA, through reasonably compensated service providers who
contract with the FWCIUA to provide services as specified by the Board,
or through a combination of employees and service providers.

30. The Board shall adopt procedures for selecting service providers, YES
‘ methods of determining adherence to those service standards, incentives
and disincentives for service, and procedures for terminating contracts
for service providers that fail or refuse to adhere to service standards.

31. The Board shall adopt procedures for selecting service providers and YES
standards for qualification as a service provider that reasonably assure
that any service provider selected will continue to operate as an ongoing
concern and is capable of providing the specified services in the manner
required.

32. The Board shall direct the preparation of all reports, analyses, and other YES
reviews as the Board shall deem prudent or appropriate for the purposes
of the FWCIUA. :

33. The Board shall adopt procedures for the collection of FWCIUA data YES
suitable for use in reviewing and modifying rates of the FWCJIUA,
whether separate from or in conjunction with, other Insurers. The Board
may execute an agreement for the employment of a third party as its
statistical agent,

34. The Board may solicit offers from accountants for the provision of YES
accounting services, or may direct the FWCJUA staff to employ an
accountant.

35. The Board shall from time to time adopt standards for determining YES
eligibility for coverage under the FWCJUA, consistent with the purpose
of the FWCIUA.

36, The Board shali adopt procedures for auditing insureds which are based YES
on reasonable business judgment and are designed to maximize the
likelihood that the FWCJUA will collect the appropriate premiums.

37. The Board shall adopt a plan to establish reasonable safety programs in YES
which insureds of the FWCJUA are required to participate.

38. The Board shall adopt service standards and establish qualifications for YES
producers who submit business to the FWCIUA.

39. The Board shall adopt criteria and procedures to prohibit any producer YES
who does not adhere to the established service standards from placing
business with the FWCJUA or receiving, directly or indirectly, any
producer fees for business placed with the FWCJUA,
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Fiduciary Responsibilities of the FWCJUA Board of Governors

Compliance Observed,
Noted in Minutes, or
Orally Confirmed?

40,

4].

The Board shall determine the producer fees payable te producers, which
shall be set forth in the FWCJUA's rating plans.

The Board shall adopt a Market Assistance Plan (MAP) to assist
FWCJIUA applicants and paolicyholders in obtaining coverage in the
voluntary market.

The Board shall be responsible for administering any assessments.

The Board and OIR must approve all amendments to the Amended
Bylaws or any document that is a component of the Plan of Operation.
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Exhibit 3

FLORIDA WORKERS' COMPENSATION JOINT UNDERWRITING ASSCCIATION

Operating and General & Administrative Expenses
January 1, 2003 - Decembar 31, 2003

2003 2003 Variancea
Budget Actual Favorable /
Expenses Expenses {Unfavorable) Variance %
OPERATING EXPENSES
Losses and LAE Incurred $ 27,020,000 $ 28477875 $ (2457,875) -8,1%
Reinsurance Recoverles (5,306,100} {12,758,947) 7,452,447 -140.5%
Net Losses and LAE Incurred 21,713,900 16,718,328 4,994 572 23.0%
Servicing Carrier Fees 7.966,000 12,218,306 (4,252,306) -53.4%
Commissions & Producers Fees 1,044,000 1,893,239 (849,234) -81.3%
EBUB Expenses . {303,778) 303,778 100.0%
NCCI Administrative Fees 35,000 13,568 21,432 61.2%
Bad Debt Write-off / Recoveries 8,800,000 1,773,804 7,026,006 79.8%
Collzction Expanse 202,500 43,803 248,697 85.0%
Taxes and Assessmenls 4,270,000 3,841,881 328,019 1.7%
Premium Deficiency Reserve - 3,711,435 (3,711,435) 100.0%
TOTAL OPERATING EXPENSES $ 44,121,400 $ 40,011,876 $ 4,109,524 9.3%
GENERAL & ADMINISTRATIVE EXPENSES
Professional Services
Acluarial Service $ 40,000 L 25,182 3 14,808 37.0%
Audiling / Taxes, Finance 72,000 74,000 {2,000) -2.8%
Audit Fee Recovery - Travelers {17,500} (18,358) B56 -4.9%
Consulting - Accounting Software Updates 6,200 3,004 2,296 37.0%
Consulling - Systems 5,000 100 4,900 88.0%
Data Charges 1,000 - 1,000 100.0%
Legal 120,000 116,681 3,318 2.8%
Sacurily & Other Services 7,044 7178 {135) -1.9%
Temporary Employess 3,400 2,883 407 12.0%
Total Professional Services 237,144 211,683 25,451 10.7%
General Expensas
Rent 45,721 44,660 1,081 2.3%
Bank Charges 4,155 2,200 1,948 46.8%
Telecommunications 34,200 24,861 9,339 27.3%
Insurance 133,864 128,366 4,598 34%
Licenses & Fees 1,500 218 1,282 85.5%
Office Equipment & Suppltes 52,536 44,449 8,087 15.4%
Litilities 5,400 6,665 (1,285) -23.4%
Postage & Printing 41,050 25,902 15,148 36.9%
Depreciation / Amortization 122,625 120,888 1,737 14%
Total General Expenses 441,131 399,218 41,933 9,5%
Personnel Expenses :
Compensation 832,884 835,487 {2,603) -0.3%
Benefits 167,358 135,987 31,an1 18.7%
Payrall Tax 70,822 56,877 13,945 19.7%
Training / Education / Recrultment 17,400 4,583 12,817 73.7%
Total Personnel Expanses 1,088,464 1,032,934 55,530 5.1%
Travel & Entertainment Expenses
Travel - Employee 12,000 13,860 (1,860) -15.5%
Travel - Board / Commitiee Meeting 21,000 21,327 {327) -1.6%
Total Travel & Entertainment Expenses 33,000 35,187 {2,187) -6.6%
TOTAL GENERAL & ADMINISTRATIVE EXPENSES $ 1,799,759 $ 1,679,032 $ 120,727 6.7%
TOTAL OPERATING AND
GENERAL & ADMINISTRATIVE EXPENSES % 45,921,159 $ 41,690,908 $ 4,230,251 9.2%
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Exhibit 4

FLORIDA WORKERS' COMPENSATION JOINT UNDERWRITING ASSOCIATION

Operating and General & Administrative Expenses
Januvary 1, 2004 - December 31, 2004

Page 130 of 216

2004 2004 Variance
Budgst Actual Favorable /
Expenses Expenses {Unfavorable) Variance %
- OPERATING EXPENSES
Losses and LAE Incurrad § 57,345,125 § 32,317,931 $ 25,027,194 43.6%
Reinsurance Recoveries (8,260,980} (2,524,607} {5,736,373) 69.4%
Net Losses and LAE Incurred 49,084 145 29,783,324 19,280,821 38.3%
Servicing Carrier Fees 21,768,991 12,643,986 9,125,005 41.9%
Commisslons & Producers Fees 4,702,852 882,730 3,820,122 81.2%
EBUB Expenses - 345,259 {345,259) 100.0%
NCCI Administrative Fees 70,000 49,512 20,488 29.3%
Bad Dabt Write-off / Recoverles 15,274,800 12,105,616 3,169,184 20.7%
Collection Expense 487,805 165,894 331,911 86.7%
Taxes and Assessments 5,733,000 1,629,337 4,103,663 71.6%
Premium Deficiency Reserve - (2,624,405) 2,624,405 100.0%
TOTAL OPERATING EXPENSES $ 97,131,593 $ 54,891,253 $ 42140340 43.4%
GENERAL & ADMINISTRATIVE EXPENSES
Professional Services
Actuarial Sarvice 8 50,000 § 109,859 ] {50,859) «119.9%
Auditing / Taxes, Finance 106,000 100,552 5448 5.1%
Audit Fee Recovery - Travelers (21,500} {26,559) 5,059 -23.5%
Consulting - Accounting Software Updates 14,200 9,821 1,279 1.4%
Consulling - Systems 7,000 856 8,144 B7.8%
Dala Charges 1,000 - 1,000 100.0%
Legal 120,000 201,568 (81,568) -58.0%
Security & Other Services 9,920 7.961 - 1,959 19.7%
Temporary Employsss 4,000 _2144 1,856 46.4%
Total Professional Services 287,620 406,402 (118,782} -41.3%
General Expenses
Rant 64,085 61,804 2,181 3.4%
Bank Charges 2,000 455 1,545 77.3%
Telecommunicalions 43,300 37,188 6,114 14.1%
Insurance 165,221 161,508 3,713 2.2%
Licanses & Feas 2,000 87 1,803 95.2%
Office Equipment & Supplies 64,711 62,589 2,122 3.3%
Utilities 9,600 7.420 2,180 22.7%
Postage & Printing 60,620 20,389 - 40,2213 66.3%
Depreciallon / Amaortization 143,308 126,161 17,147 12,0%
Tolal General Expenses 554,845 477,719 77,126 13.9%
Personnel Expenses
Compensation 1,065,395 1,058,178 7,217 0.7%
Benafits 211,627 162,060 49 567 23.4%
Payroll Tax 78.460 70,797 7,663 98%
Training / Education / Recrultment 21,000 4,404 16,586 78.0%
Total Personnel Expenses 1,376,482 1,295,439 81,043 5.9%
Travel & Enterlainment Expenses
Travel - Employee 22,250 19,797 2,453 11.0%
Travel - Board / Committee Meeting 30,700 13,437 17,263 56.2%
Total Travel & Entertainment Expenses 52,950 33,234 19,716 37.2%
TOTAL GENERAL & ADMINISTRAT!VE EXPENSES $ 2271897 § 2212794 5 59103 2.6%
TOTAL OPERATING AND
GENERAL & ADMINISTRATIVE EXPENSES $ 99,403,490 § 57,204,047 $ 42,199,443 42.5%
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Exhibit 5

FLORIDA WORKERS' COMPENSATION JOINT UNDERWRITING ASSOCIATION

Operating and General & Administrative Expenses
January 1, 2005 - December 31, 2005

2005 2005 Variance
Budget Actual Favorabla /
Expenses Expeanses (Unfavorable) Variance %
OPERATING EXPENSES :
Losses and LAE incurred § 25,189,261 § 15,086,026 $ 9,202,335 36.5%
Reinsurance Recoveries (3,612,591) {1,574,863) {2,037,828) 56.4%
Net Losses and LAE Inturred 21,576,670 14,412,263 7,164,407 33.2%
Sarvicing Carrier Fees 8,674,940 12,259,373 {3,564,433) -41.3%
Commissicns & Producers Fees 2,162,500 1,880,875 281,625 13.0%
EBUB Expenses « 306,464 (306,464) 100.0%
NCCI Administrative Feas 105,000 100,585 4,415 42%
Bad Debt Wrile-off / Recoveries 8,750,000 10,900,132 (2,150,132) -24.6%
Collection Expense 253,125 228,903 24,222 9.6%
Taxes and Assessments 52,000 2,180 48,820 95.8%
Premium Deficiency Reserve - (1,087,030} 1,087,030 100.0%

TOTAL OPERATING EXPENSES

$ 41,574,235 § 39,003,745 §__2,570,490 8.2%

GENERAL & ADMINISTRATIVE EXPENSES
Professional Services

Aciuarial Service 5 50,000 ] 117,868 $ (67.868) -135.7%
Auditing / Taxes, Finance 108,000 100,242 7,758 7.2%
Audit Fee Recovery - Travelers (21,500) (26,828) 5,328 -24.8%
Consulting - Accounting Software Updales 7,200 9,004 (1.804) -25.1%
Consulting - Sysiems 5,000 - 6,000 100.0%
Data Chargas 1,000 - 1,000 100.0%
Legal 85,000 162,942 (77.942) -01.7%
Saeurity & Other Services 10,100 9,011 1,089 10.8%
Temporary Employees 4,000 2,638 1,361 34.0%
Tolal Professional Services 249,800 374,878 (125,078) -50.1%
General Expenses
Rent 51,560 45,565 6,004 11.6%
Bank Charges 2,000 492 1,508 75.4%
Telecommunicalions 46,000 30,768 17,232 35.9%
Insurance 168,776 195,455 3.321 1.7%
Licenses & Fees 2,000 87 1,803 895.2%
Office Equipment & Supplies 66,081 61,128 4,953 7.5%
Ulitities 9,600 10,204 {604) 6.3%
Postage & Printing 30,020 27,033 2,967 8.9%
Depreciation { Amortization 153,572 B3,285 70,277 45.8%
Total Genera| Expenses 561,618 454,057 107,561 19.2%
Personnel Expenses
Compensalion 1,202,371 1,065,020 227,351 17.6%
Benelits 265,465 161,276 104,189 38.2%
Payroll Tax 99,388 73,187 26,201 26.4%
Training / Education / Recruitment 31,800 B,387 23,103 73.3%
Total Personnel Expenses 1,688,724 1,307,880 380,844 22.6%
Travel & Entertainment Expenses
Travel - Employes 23,250 14,066 9,184 39.5%
Travel - Board / Committee Mesating 32,500 15,034 17,468 53.7%
Total Travel & Entertainment Expenses 55,750 29,100 28,650 47.68%
TOTAL GENERAL & ADMINISTRATIVE EXPENSES $ 2555892 $ 2165915 $ 389,977 =’1§£&__
TOTAL OPERATING AND
GENERAL & ADMINISTRATIVE EXPENSES $ 44,130,127 $ 41,169,660 § 2,960,467 8.7%
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An act relating to the Flcorida Workers'
Compensaticn Joint Underwriting Association,
Inc.; amending s. $27.311, F.S.; providing
requirements for the joint underwriting plan of

insurers which operates as the association;

Page 71 of 103
Page 133 of 216

revising the membership of the board of

governors that oversees operation of the joint
underwriting plan; revising restrictions on who
may serve on the board; providing for the
continuous review of the plan; requiring that
the market-assistance plan be periodically
reviewed and updated; providing guidelines for
procurement of goods and services, including
legal services; authorizing the use of surplus
funds of former plan C; regquiring that excess
funds received by the plan be returned to the
state; providing for the applicability of
specified statutes regulating ethical
standards; requiring annual statements by plan

employees certifying that they do not have
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22 conflicts of interest; prescribing limits on
23 representing perscns or entities before the
24 plan by former senior managers or cfficers of
..mwmm the plan; prohibiting any part of the plan's
26 income from inuring to the benefit of a private
27 individual; prohikiting employees and board
28 members from accepting expenditures from a
29 person cor an entity; providing applicability;
30 requiring periodic comprehensive market
31 examinations; prescribing the dispositicn of
1
CODING: Words are deletions; words urdsriinad are additions.
ENROLLED
2007 Legislature CS for CS for CS for SB 1894 «
(]
1 assets of the plan upon dissoluticn; regquiring %
2 that the plan submit a request for an Internal
3 Revenue Service letter concerning the plan's
4 eligibility as a tax-exempt entity; providing
5 an effective date.

7 Be It Enacted by the Legislature of the State of Florida:

9 Section 1. Subsecticns (5), (6), and (7) of section
10 627.311, Florida Statutes, are amended to read:

11 627.311 Joint underwriters and joint reinsurers;

12 public records and public meetings exemptions.--

13 (5) (a) The office shall, after consultation with

14 insurers, approve a jeint underwriting plan of insurers which

15 shall operate as the Florida

SR e R - R et s . 5 3=
Compenzation Jeoink
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16

writing

n<., a nonprofit entity. For the

17 purposes of this subsection, the term "insurer” inciludes group
18 self-insurance funds authorized by s. 624.4621, commercial

1 19 self-insurance funds authorized by s. 624,462, wmmmmmmWHm

20 mutual insurers authorized under s. 628.6011, and insurers

21 licensed to write workers' compensation and employer's

22 liability insurance in this state. The purpese of the plan is
23 to provide workers' compensation and emplover's liability

24 insurance to applicants who are required by law to maintain

25 workers' compensation and employer's liability insurance and
26 who are in good faith entitled to but who are unable to

27 procure such insurance through the voluntary market. Except as
28 provided herein, the plan must have actuarially sound rates

29 that ensure that the plan is self-supporting.

30 (b) The operation of the plan is subject to the

31 supervision of a 9-member board of governcrs.

QY-

2
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3 Services Commission angd shall serve atb the
4 The board of governors shall be comprised of:
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9 as defined in s. 624.06(1), having the largest vcluntary
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10 direct premiums written in this state for workers'

11 c¢ompensation and emplover's liability insurance Who—whish

12 shall be zppoinzed by the comupizsion from a 1ist of five
13 nominess for each vacancy by those 20

14

15

le

17

18

19 of the 20 foreign insurers as

20 defined in s. 624.06(2) having the largest voluntary direct
21 premiums written in this state for workers' compensation and

22 shall be

23

24 foreign insurers. The

™

o

. =

25 necs recommended for a 5
<t

- ' - 7

26 s submiit a new of g
©

o

27

28 ot previcusly bheen regommended by the insurers;

29 % .4+ One

Dareo) awryes e oal v
pax . w the

30 largest property and casualty insurance agents' association in

i

31 this state who shall e aupointsd by the commission from a

3
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7 4.5+ The consumer advocate appointed under s. 627.0613

10

11 Each bcard member shall ke asvpcinted o &eewe a 4-year term

12 T &Eee consecutive terms. A vacancy on

13 the board shall be filled in the same manner as the criginal
14 appeointment for the unexpired portion of the term. The

15 Financial Services Commission shall designate a member o¢f the

16 board to serve as chair. MNo—besrdrmombor—shall bo—aninsurs
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22 Seddtt—snd—pressdusss of the board are
23 -

24

25 (c} The operation of the plan shall be governed by a

Bl 26 plan of operation that is prepared at the direction of the

27 board of governors

28

29

30

31
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S matto L ha sonegugl of tho offion. The plan of operation

1. Authorize the board to engage in the activities
necessary to implement this subsection, including, but not
limited to, borrowing money.

2. Develeop criteria for eligibility for coverage by
the plan, including, but not limited to, documented rejection
by at least two insurers which reasonably assures that

insureds covered under the plan are unable to acgquire coverage

[0

o

in the voluntary market. m
©

N~

3. Require notice from the agent to the insured at the o

©

o

time of the application for coverage that the application is
for coverage with the plan and that coverage may be available
through an insurer, group self-insurers' fund, commercial
self-insurance fund, or assessable mutual insurer through
another agent at a lower cost.

4. Establish programs to m:omch@m insurers to provide
coverage to applicants of the plan in the voluntary market and
to insureds of the plan, including, but nct limited to:

a. Establishing procedures for an insurer to use in
notifying the plan of the insurer's desire to provide coverage
to applicants to the plan or existing insureds of the plan and
in describing the types of risks in which the insurer is
interested. The description of the desired risks must be on a
form developed by the plan.

k. Developing forms and procedures that provide an

ittp://www.flsenate.gov/cgi-bin/view_page.pl? Tab=session&Submenu=1&FT=D&File=sb18%4er.html&Dir... 5/8/200
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30 insurer with the information necessary to determine whether

31

5
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1 the insurer wants to write particular applicants to the plan
2 or insureds of the plan.

3 c. Developing procedures for notice to the plan and
4 the applicant to the plan or insured of the plan that an

5 insurer will insure the appiicant cor the insured cf the plan,

6 &and ncotice of the cost of the coverage offered; and developing

[0
o
7 procedures for the selection of an insuring entity by the m
N~
N~
8 applicant or insured of the plan. o}
©
o

9 d. Provide for a market-assistance plan to assist in
10 the placement of employers. All applications for coverage in
11 the plan received 45 days before the effective date for
® 12 coverage shall be processed through the market-assistance
- B plan. A market-assistance plan specifically designed to serve

14 the needs of small, good policyholders as defined by the board

15 must be reviewed and usdated verisdically fastieedtby—Janeasy
16
17 5. Provide for policy and claims services to the

18 insureds of the plan of the nature and quality provided for

19 insureds in the voluntary market.

20 6. Provide for the review of applicaticons for coverage
21 with the plan for reascnableness and accuracy, using any

22 available historic information regarding the insured.

23 7. Provide for procedures for auditing insureds of the

ittp://www.flsenate.gov/cgi-bin/view_page.pl? Tab=session&Submenu=1&FT=D&File=sb1894er.html&Dir... 5/8/200
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24 plan which are based on reasonable business judgment and are
25 designed to maximize the likelihood that the plan will ceollect
26 the appropriate premiums.

27 8. Authorize the plan tc terminate the coverage <f and
28 refuse future coverage for any insured that submits a

29 fraudulent application to the plan or provides fraudulent or
30 grossly erronecus records to the plan or to any service

31

6
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=
1 provider of the plan in conjunction with the activities of the 5
2
2 plan. g
&
3 9. Establish service standards for agents who submit

4 business to the plan.

5 10. Establish criteria and procedures to prohibit any

6 agent who does not adhere to the established service mnm:&mwam
7 from placing business with the plan or receiving, directly or

8 indirectly, any commissions for business placed with the plan.
9 11. Provide for the estabiishment of reasonable safety
1¢ programs for all insureds in the plan. All insureds of the

11 plan must participate in the safety program.

12 12. Authorize the plan to terminate the coverage of

13 and refuse future coverage to any insured who fails to pay

14 premiums or surcharges when due; who, at the time of

15 application, is delinguent in payments of workers'

l¢ compensation or employer's liability insurance premiums or

17 surcharges owed to an insurer, group self-insurers' fund,

Bt
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18

19

20

21

22

23

24

25

26

27

28

29

30

31

10

11
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commercial self-insurance fund, or assessable mutual insurer
licensed to write such coverage in this state; or who refuses
to substantially comply with any safety programs recommended
by the plan.

13. Authorize the board of governors to provide the

TS =
S0 Al

services required by the plan through staff employed
by the plan, through reasonably compensated service providers

who contract with the plan to provide services as specifisd by
the board of governors, or through a combination of employees

and service providers.
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iz

13

14

15

16

17

18

19 14. Provide for service standards for service

20 providers, methods of determining adherence to those service
21 standards, incentives and disincentives for service, and

22 procedures for terminating contracts for service providers

23 that fail to adhere to service standards.

24 15. Provide procedures for selecting service providers
1 25 and standards for qualification as a service preovider that

1 26 reasonably assure that any service provider selected will

27 continue to operate as an ongoing concern and is capable of

28 providing the specified services in the manner reguired.

Page 80 of 103
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29 16. Provide for reasoconable accounting and
30 data-reporting practices.

431
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1 17. Provide for annual review of costs associated with

2 the administration and servicing of the peclicies issued by the
3 plan to determine alternatives by which costs can be reduced.
4 18. Authorize the acguisition of such excess insurance

5 or reinsurance as is consistent with the purposes of the plan.
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& 19. Provide for an annual report to the office on a
7 date specified by the office and containing such information
8 as the office reascnably requires.

9 20. Establish multiple rating plans for variocus

10 classifications of risk which reflect risk of loss, hazard

11 grade, actual losses, size of premium, and compliance with

12 loss control. At least one of such plans must be a

13 preferred-rating plan to accommodate small-premium

14 policyholders with good experience as defined in

15 sub-subparagraph 22.a.

16 21. Establish agent commission schedules.

17 22. For employers otherwise eligible for coverage

18 under the plan, establish three tiers of employers meeting the

19 criteria and subject tc the rate limitations specified in this

20 subparagraph.

21 a. Tier One.-

22 (I) Criteria; rated employers.--An mavwowmh.m:mw has

23 an experience modification rating shall be included in Tier

24 One if the employer meets all of the following:

25 (A) The experience modification is below 1.00.

26 (B) The employer had no lost-time claims subsequent to

27 the applicable experience modification rating period.

28 (C} The total of the employer's medical-only claims
_.mm subsequent to the applicable experience modification rating
 “wo period did not exceed 20 percent of premium.

31

9
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{({IT} Criteria; non-rated employers.--An employer that
does not have an experience modification rating shall be
included in Tier One if the employer meets all cf the
foliowing:

(A) The emplovyer had no lost-time claims for the
3-year period immediately preceding the inception date or
renewal date of the employer's coverage under the plan.

(B} The total of the employer's medical-only claims
for the 3-year period immediately preceding the inception date
or renewal date of the employer's coverage under the plan did
not exceed 20 percent of premium.

(C) The employer has secured workers' compensation
coverage for the entire 3-year pericd immediately preceding
the inception date or renewal date of the employer's coverage
under the plan.

(D} The employer is able to provide the plan with a

Page 82 of 103
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loss history generated by the employer's prior workers'
compensation w:mCHmH. except if the emplover is not able to
produce a loss history due to the insclvency of an insurer,
the receiver shall provide to the plan, upcen the request of
the employer or the employer's agent, a copy of the employer's
loss history from the records of the insolvent insurer if the
loss history is contained in records of the insurer which are
in the possession of the receiver. If the receiver is unable
to preduce the loss history, the employer may, in lieu of the
loss history, submit an affidavit from the emplcyer and the
employer's insurance agent setting forth the loss history.

(E) The employer is not a new business.

(IIT} Premiums.--The premiums for Tier One insureds
shall be set at a premium level 25 percent above the

comparable voluntary market premiums until the plan has

ittp://www flsenate.gov/cgi-bin/view_page.pl?Tab=session&Submenu=1&FT=D&File=sb189%4er. html&Dir... 5/8/200°
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sufficient experience as determined by the board to establish
an actuarizlly sound rate for Tier One, at which peoint the
board shall, subject to paragraph (e), adjust the rates, if
necessary, to produce actuariazlly sound rates, provided such
rate adjustment shall not take effect priocr to January 1,
2007.

b. Tier Two.--

{I) <Criteria; rated employers.—-An employer that has
an experience modification rating shall be included in Tier

Two if the employer meets all of the following:

Page 83 of 103
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(A) The experience modification is equal to or greater
than 1.00 but not greater than 1.310.

(B) The employer had no lost-time claims subsequent to
the applicable experience modification rating period.

(C) The total of the employer's medical-only claims
subseqguent to the applicable experience modification rating
period did not exceed 20 percent of premium.

(IT) Criteria; non-rated employers.--An employer that
does not have any experience modification rating shall be
included in HMMH Two if the employer is a new business. An
employer shall be included in Tier Two if the employer has
less than 3 years cf loss experience in the 3-year period
immediately preceding the inception date or renewal date of
the employer's coverage under the plan and the employer meets

all of the following:

ittp://www.flsenate.gov/cgi-bin/view_page.pl?Tab=session&Submenu=1&FT=D&File=sb189%er.html&Dir... 5/8/200
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26 () The employer had no lost-time claims for the

27 3-year period immediately preceding the inception date or

28 renewal date cof the employer's coverage under the plan.

29 {B} The total of the employer's medical-only claims

30 for the 3-year periocd immediately preceding the inception date

31

11
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1 or renewal date of the employer's coverage under the plan did
2 not exceed 20 percent of premium.
3 (C} The employesr is able to provide the plan with &

4 loss history generated by the workers' compensation insurer
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5 that provided coverage for the portion or portions of such

6 period during which the employer had secured workers'

7 compensation coverage, except if the employer is not able to

8 produce a loss history due to the insolvency of an insurer,

9 the receiver shall provide to the plan, upcn the request of
10 the employer or the employer's agent, a copy of the employer's
11 loss history from the records of the insolvent insurer if the
,m.Hm loss histeory is contained in records of the insurer which are
13 in the possession of the receiver. If the receiver is unable
14 to produce the loss history, the emplover may, in lieu of the
15 loss history, submit an affidavit from the employer and the
16 employer's insurance agent setting forth the loss history.

17 (III) Premiums.--The premiums £for Tier Two insureds
18 shall be set at a rate level 50 percent above the comparable

1% voluntary market premiums until the plan has sufficient

ittp://www.flsenate.gov/cgi-bin/view_page.pl? Tab=session&Submenu=1&FT=D&File=sb1894er.html&Dir... 5/8/200"




session :Bills : : flsenate.gov

20
21
22
23
24
25
26
27
28
129
30

31

10
11

12

13

CODING: Words

Page 15 of 3:

experience as determined by the board to establish an
actuarially sound rate for Tier Two, at which peoint the board
shall, subject to paragraph (e), adjust the rates, if
necessary, to produce actuarially sound rates, provided such
rate adjustment shall not take effect prior to January 1,
2Q07.

. Tier Three.--

(I} Eligibility.--An employer shall be included in
Tier Three if the employer does not meet the criteria for Tier

One or Tier Two.

12

are deletions; words are additiocns.
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(IT) Rates.--The bcard shall establish, subject to
paragraph (e), and the plan shall charge, actuarially scund
rates for Tier Three insureds.

23. For Tier One or Tier Two employers which employ no
nenexempt employees or which repert payroll which is less than
the minimum wage hourly rate for one full-time employee for 1
year at 40 hours per week, the plan shall establish
actuarially scound premiums, provided, however, that the
premiums may not exceed $2,500. These premiums shall be in
addition to the fee specified in subparagraph 26. When the
plan establishes actuarially sound rates for all employers in
Tier One and Tier Two, the premiums for employers referred to

in this paragraph are no longer subject to the $2,500 cap.

ittp:/fwww.flsenate.gov/cgi-bin/view page.pl?Tab=session&Submenu=1&FT=Dé&File=sb1894er.html&Dir... 5/8/200



session :Bills : : flsenate.gov

14
15
le
17
18
19
20
21
22
23
24
25
26
ﬁmmq
28
29
30

31

..

CODING: Words sssdiskean are deletions; words

Page 16 of 3:

24, Provide for a depopulation program to reduce the
number of insureds in the plan. If an employer insured through
the plan is offered coverage from a voluntary market carrier:

a. During the first 30 days of coverage under the
plan;

b. Before a policy is issued under the plan;

c. By issuance of a policy upon expiration or
cancellation of the policy under the plan; or

d. By assumption of the plan's obligation with respect

to an in-force policy,

that emplover is no longer eligible for coverage through the
me:_ The premium for risks assumed by the voluntary market
carrier must be no greater than the premium the insured would
have paid under the plan, and shall be adjusted upon renewal
to reflect changes in the plan rates and the tier for which

the insured would qualify as of the time of renewzl. The
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insured may be charged such premiums only for the first 3

13

are additions.
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years of coverage in the voluntary market. A premium under
this subparagraph is deemed approved and is not an excess
premium for purposes of 5. 627.171.

25. Require that policies issued and applicaticns must
include a notice that the pclicy could be replaced by a policy
issued from a voluntary market carrier and that, if an offer

0m.00<mhm©m is obtained from a voluntary market carrier, the

ittp://www.flsenate.gov/cgi-bin/view_page.pl?Tab=session&Submenu=1&FT=D&File=sbl1894er. html&Dir... 5/8/200



session :Bills : : flsenate.gov Page 17 of 3!

8 policyholder is no longer eligible for coverage through the

9 plan. The notice must also specify that acceptance of coverage
10 under the plan creates a conclusive presumption that the
11 applicant or policyholder is aware of this potential.
12 26. Reguire that each application for coverage and
13 each renewal premium be accompanied by a nonrefundable fee of
14 5475 to cover costs of administration and fraud prevention.
15 The board may, with the pricor approval of the office, increase
wm the amount of the fee pursuant to a rate filing to reflect
17 increased costs of administration and fraud preventicn. The
18 fee is not subject to commission and is fully earned upon
19 commencement of coverage.
20 {(d)1. The funding of the plan shall include premiums
21 as provided in subparagraph (¢)22. and assessments as provided

22 in this paragraph.

[0
o
23 2.a. If the board determines that a deficit exists in m
N~
o)
24 Tier One or Tier Two or that there is any deficit remaining o
©
o

25 attributable te any of the plan's former subplans and that the

26 deficit cannot be

funded v using wolicvhoeldsr surpius

27 Lo former sul
28  former subplan © dess ngh
29 e F—doficit—astosemernts, the board shall request the office

30 to levy, by crder, a deficit assessment against premiums

31 charged to insureds for workers' compensation insurance by

14
CODING: Words ssxieken are deletions; words undsxlined are additions.
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1 insurers as defined in s. 631.904(5%). The office shall issue

&
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the order after verifying the amount of the deficit. The
assessment shall be specified as a percentage of future
premium collections, as recommended by the board and approved
by the office. The same percentage shall apply to premiums on
all workers' compensation policies issued or renewed during
the 1Z-month period beginning on the effective date of the
assessment, as specified in the order.

b. With respect to each insurer collecting premiums
that are subject to the assessment, the insurer shall collect
the assessment at the same time as the insurer collects the
premium payment for each policy and shall remit the
assessments collected to the plan as provided in the order
issued by the office. The office shall verify the accurate and
timely collection and remittance of deficit assessments and
shall report such information to the board. Each insurer
collecting assessments shall provide such information with

respect to premiums and collections as may be required by the

Page 88 of 103
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office to enable the office to monitor and audit compliance
with this paragraph.
¢. Deficit assessments are not considered part cof an

insurer's rate, are not premium, and are not subject to the

premium tax, To the assessments under ss. 440.4%9 and 440.51,

to the surplus lines tax, to any mmmm\ cr to any commissions.
The deficit assessment imposed shall become plan funds at the
moment of collecticen and shall not constitute income to the
insurer for any purpose, including financial repcorting on the
insurer's income mﬁmwmam:d. An insurer is liable for all
assessments that the insurer collects and must treat the

failure of an insured to pay an assessment as a failure to pay

15

ittp://www flsenate.gov/cgi-bin/view_page.pl?Tab=session&Submenu=1&FT=D&File=sb189%4er.html&Dir... 5/8/200



session :Bills : : flsenate.gov

10

11

1z

13

14

15

16

17

13

15

20

21

22

23

24

25

26

27

Page 19 of 3.

CODING: Words are deletions; words underiined are additions.
ENROLLED
2007 Legislature CS for CS for CS for SB 189%4

premium. An insurer is not liable for uncollectible
assessments.

d. When an insurer i1s required tc return unearned
premium, the insurer shall also return any collected
assessments attributable tc the unearned premium.

e. Deficit assessments as described in this

subparagraph shall not be levied after July 1,

3.a. BAll policies issued to Tier Three insureds shall
be assessable. All Tier Three assessable policies must be
clearly identified as assessable by containing, in contrasting
color and in not less than 10-point type, the following

statement:

Page 89 of 103
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"This is an assessable policy. If the plan is
unable to pay its obligations, policyholders
will be required to contribute on a pro rata
earned premium basis the money necessary to

meet any assessment levied."

b. The board may from time to time assess Tier Three
insureds to whom the plan has issued assessable policies for
the purpose of funding plan deficits. Any such assessment
shall be based upon a reasonable actuarial estimate of the
amcunt of the deficit, taking into account the amount needed
to fund medical and indemnity reserves and reserves for
incurred but not reported claims, and allowing for general

administrative expenses, the cost of levying and collecting
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28 the assessment, a reasonable allowance for estimated
29 uncollectible assessments, and allccated and unallocated loss
30 adjustment expsnses.
31
16
CODING: Words ssxiskesn are deletions; words undexrlined are additicns.
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1 c. FEach Tier Three insured's share of a deficit shall
2 be computed by applying to the premium earned on the insured's
3 policy or policies during the periocd to be covered by the
4 assessment the ratio of the total deficit to the total -
5 premiums earned during such period upcen all pelicies subject M
o
6 to the assessment. If one or more Tier Three insureds fail to W
7 pay an assessment, the cother Tier Three insureds shall be "
8 liable on a proportionate basis for additicnal assessments to
9 fund the deficit. The plan may compromise and settle
10 individual assessment claims without affecting the validity of
11 or amounts due on assessments levied against cther insureds.
12 The plan may offer and accept discounted payments for
13 assessments which are promptly paid. The plan may offset the
14 amount of any unpaid assessment against unearned premiums
15 which may otherwise be due to an insured. The plan shall
16 institute legal action when necessary and appropriate to
17 collect the assessment from any insured who fails to pay an
18 assessment when due.
19 d. The venue cf a proceeding to enforce or collect an
20 assessment or to contest the validity or amount of an
21 assessment shall ke in the Circuit Ccourt of Leon County.
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e. If the board finds that a deficit in Tier Three
exists for any period and that an assessment is necessary, the
board shall certify to the office the need for an assessment.
No sconer than 30 days after the date cof such certification,
the board shall notify in writing each insured who is to be
assessed that an assessment is being levied against the
insured, and informing the insured of the amount of the
assessment, the period for which the assessment is being
levied, and the date by which payment of the assessment is

due. The board shall establish a date by which payment of the

17

are additions.
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Page 91 of 103

assessment is due, which shall be no sooner than 30 days nor
later than 120 days after the date on which notice of the
assessment is mailed to the insured.

f. Whenever the board makes a determination that the
plan deoes not have a sufficient cash basis to meet & 3 months
of projected cash needs due to a deficit in Tier Three, the
board may request the department to transfer funds from the
Workers' Compensation Administration Trust Fund te the plan in
an amount sufficient to fund the difference between the amount
available and the amcunt needed to meet a &H-month Semondh
projected cash need as determined by the beard and verified by
the office, subject to the approval of the Legislative Budget
Commission. If the Legislative Budget Commission approves a
transfer of funds under this sub-subparagraph, the plan shall

report to the Legislature the transfer of funds and the
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16 Legislature shall review the plan during the next legislative
17 session or the current legislative session, if the transfer
18 occurs during a legislative session. This sub-subparagraph
19 shall not apply until the plan determines and the office.
20 <mewwmm that assessments collected by the plan pursuant to
21 sub-subparagraph b. are insufficient to fund the deficit in
22 Tier Three and to meet & & months of projected cash needs.
23 4. The plan may offer rating, dividend plans, and
24 other plans to encourage loss prevention programs.
25 {e) For rates and rating plans =% cn <x after
26 1, 2((g, the plan shall establish and use its rates
27 and rating plans, and the plan may establish and use changes
28 in rating plans at any time, but no more frequently than two
29 times per any rating class for any calendar year. By Docombas
30 i LBe—aimad December 1 of each year thereafter, except as -
31 provided in subparagraph {c)22., the board shall establish and M
3
18 g
CODING: Words s&siekes are deletions; words underiined are additions.
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1 use actuarially sound rates for use by the plan to assure that
2 the plan is self-funding while those rates are in effect. Such
3 rates and rating plans must be filed with the office within 30
4 calendar days after their effective dates, and shall be
5 considered a "use and file" filing. Any disapproval by the
6 office must have an effective date that is at least 60 days
7 from the date of disapproval cf the rates and rating plan and
8 must have prospective effect cnly. The plan shall mey-nes be
: 9 subject to any corder by the office to return to policyholders
ittp://www.flsenate.gov/cgi-bin/view_page.pl? Tab=session&Submenu=1&FT=D&File=sb18%94er.html&Dir... 5/8/200
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10 any portion of the rates disapproved by the office. The office
11 may not disapprove any rates or rating plans unless it

12 demonstrates that such rates and rating plans are excessive,
13 inadeguate, or unfairly discriminatory.

14 (f) No later than June 1 of each year, the plan shall
15 obtain an independent actuarial certification of the results
16 of the operations of the plan for prior years, and shall

1?7 furnish a copy of the certification to the office. If, after
18 the effective date of the plan, the projected ultimate

19 incurred losses and expenses and dividends for prior years

20 exceed collected premiums, accrued net investment income, and
21 prior assessments for prior years, the certification is

22 subject to review and approval by the office before it becomes

23 final.
24 {g) Whenever a deficit exists, the plan shall, within .
25 90 days, provide the office with a program to eliminate the M
. 30
26 deficit within a reasonable time. The deficit may be funded M
o

27 through increased premiums charged to insureds of the plan for
28 subsequent years, through the use ¢f policyvholder surplus

29 attributable to any vyear,

[ e
30 former sulp

threough

31 the use of assessments as provided in subparagraph (d)2., and

19

are deletions; words are additions.
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1 through assessments on assessable policies as provided in

2 subparagraph (d)3. Any
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(i) Any premium or assessments collected by the plan
in excess of the amount necessary to fund projected ultimate
incurred losses and expenses of the plan and not paid to

insureds of the plan in conjunction with loss prevention or

dividend pregrams shall be retained by the plan for future

(i) The decisions of the board of governors do not
constitute mwdmw agency action and are not subject to chapter
120,

(7)) Peolicies for insureds shall be issued by the plan.

(k) The plan created under this subsection is liable
only for payment for losses arising under policies issued by
the plan with dates of accidents occurring on or after January

1, 1994,

Page 94 of 103
Page 156 of 216

(1) Plan losses are the sole and exclusive
responsibility of the plan, and payment for such losses must
be funded in accordance with this subsection and must Dow
come, directly or indirectly, from insurers or any guaranty

associaticon for such insurers.

o]

L (. Lt R

on, and members of the board o1 govern

112.313, 112.3135. 112.3143,

20

deletions; words i are additions.
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16 emploved by the plan as of January 1, 20508,

17 date of

18 Lovment,

=

192 the pian for

20 from the plan.
21 (o} o part of the incoems of the #a the

22

23

52. 112.3148 and 112.3149 or <thoy
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[si4edr Neither the plan nor any member of the board of

governors is liabkle for monetary damages to any person for any
statement, vote, decision, or failure to act, regarding the
management or policies of the plan, unless:

1. The member breached or failed to perform her or his
duties as a member; and

2. The mernber’'s breach of, or failure to perform,
duties constitutes:

a. A wviclation of the c¢riminal law, unless the member

had reascnable cause to believe her or his conduct was not
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unlawful. A judgment or other final adjudication against a
member in any criminal proceeding for wviclation of the
criminal law estops that member from contesting the fact that
her or his breach, or failure to perform, censtitutes a
viclation of the criminal law; but does not estop the member
from establishing that she or he had reasonable cause to
believe that her or his conduct was lawful or had no
reascnable cause to believe that her or his conduct was
unlawful;

b. A transaction frem which the member derived an
improper personal benefit, either directly or indirectly; or

c. Recklessness or any acht or omission that was
committed in bad faith or with maliclous purpose or in a

manner exhibiting wanton and willful disregard of human

23
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rights, safety, or property. For purposes of this
sub-subparagraph, the term "recklessness" means the acting, or
omission to act, in conscicus disregard of a risk:

(I) Known, or sc obvious that it should have been
known, to the member; and

(1) Known to the member, or so cbvicus that it should
have been known, to be so great as to make it highly probable
that harm would follow from such act or omission.

{ii4ed No insurer shall preovide workers' compensation
and empleyer's liability insurance to any perscn who is

delinquent in the payment of premiums, assessments, penalties,
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12 or surcharges owed to the plan or to any person who is an

13 affiliated person of a person who is delinquent in the payment
14 of premiums, assessments, penalties, or surcharges owed to the
15 plan. For purposes of this paragraph, the term "affiliated

16 perscn" of another person means:

17 1. The spouse of such other natural person;

13 2. Any person who directly or indirectly owns or

19 controls, or holds with the power to vote, 5 percent or more
20 of the outstanding veting securities of such other person;

21 3. Any person who directly or indirectly owns 5

22 percent or more of the outstanding voting securities that are
23 directly or indirectly owned or controlled, or held with the
24 power to vote, by such other person;

25 4. BAny person or group of persons who directly or

26 indirectly contrel, are controlled by, cor are under common

27 control with such other person;

28 5. Any officer, director, trustee, partner, owner,

Page 99 of 103
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29 manager, Jjoint venturer, or employee, cor other person
30 performing duties similar to perscns in those positions, of

31 such other perscns; or

24
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1 6. Any perscn who has an officer, director, trustee,

2 partner, or joint venturer in common with such other person.

45 Effective July 1, 2004, the plan is exempt from

4 the premium tax under s. 624.50% and any assessments under ss.

5 440,49 and 440.51.
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PR o . [ 13 ey A yym e e B e PO
association shall notify the menbex the
Department of Revenue by Januvary 15 of each vesy of its
clection for the vesr, As used in fthis paragracgh, the

inciude any

deficits of the zsspgiation pursuant o this
(#4682 As used in this section and ss. 215.555 and
627.351, the term "collateral protection insurance” means

commercial property insurance cf which a creditor is the

primary beneficiary and policyholder and which protects or
covers an interest of the creditor arising out of a credit
transaction secured by real or personal property. Initiation

of such coverage is triggered by the mortgagor's fzilure to

maintain insurance coverage as required by the mortgage or

Page 101 of 103

other lending document. Collateral protection insurance is not
residential coverage.

{§)4d(a) The Florida Automokile Joint Underwriting

Assoclation created under this section shall be deemed to have
appointed its general manager as its agent to receive service
of all legal process issued against the associaticn in any
civil action or proceeding in this state. Process so served
shall be valid and binding upon the insurer.

{b) Service of process upon the association's general
manager as the asscoclation's agent pursuant to such an
appointment shall be the sole method of service of process

upon the association.
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NOVEMBER 30, 2007 FWCJUA AUDIT COMMITTEE MEETING AGENDA ATTACHMENT F

DRAFT JUNE 30, 2007 FINANCIAL AUDIT

The Audit Committee shall receive the draft June 30, 2007 financial audit and shall consider its finalization
for presentation to the Board.

By way of background, legislation effective July 1, 2007 requires that the FWCJUA submit a request to the
Internal Revenue Service for a letter ruling or determination on the plan’s eligibility as a tax-exempt entity.
Given such, staff recommended to the Board that an audit of the FWCJUA'’s financial statement be
commissioned to document the “probable” closing of the FWCJUA as a taxable entity as of June 30, 2007.
Accordingly, at its June 12, 2007 meeting during a discussion on implementation issues related to the
passage of the legislation, the Board resolved to engage Thomas Howell Ferguson to file the private letter
request for tax exempt status and to perform the financial audit and prepare the tax return for the period
ending June 30, 2007.

It is Thomas Howell Ferguson’s opinion that the attached FWCJUA statutory financial statements present
fairly, in all material respects, the admitted assets, liabilities and capital and surplus of the Florida Workers’
Compensation Joint Underwriting Association, Inc. as of June 30, 2007, and the results of its operations and
its cash flows for the six month period then ended and in conformity with accounting practices prescribed or
permitted in the codified NAIC’s Statements of Statutory Accounting Principles and related interpretations as
prescribed and permitted by the Office of Insurance Regulation.

Attached for the Committee’s consideration are the following documents prepared by Thomas Howell
Ferguson:

1. Statutory Financial Statements for period ended June 30, 2007
2. Report to the Audit Committee

The Committee shall review Thomas Howell Ferguson’s audit report and direct its finalization for
presentation to the Board of Governors at its December 11" meeting.
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Report of Independent Auditors

The Board of Governors
Florida Workers' Compensation Joint
Underwriting Association, Inc.

We have audited the accompanying statement of admitted assets, liabilities and surplus -
statutory basis of the Florida Workers' Compensation Joint Underwriting Association, Inc.
(the Association), as of June 30, 2007, and the related statutory basis statements of operations,
changes in surplus and cash flows for the six month period then ended. These financial
statements are the responsibility of the Association's management. Our responsibility is to
express an opinion on these financial statements based on our audit.

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

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

In our opinion, the financial statements referred to above present fairly, in all material
respects, the admitted assets, liabilities and surplus of the Florida Workers' Compensation
Joint Underwriting Association, Inc. as of June 30, 2007, and the results of its operations and
its cash flows for the six month period then ended, on the basis of accounting described in
Note 1.
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Our audit was made for the purpose of forming an opinion on the statutory basis financial
statements taken as a whole. The accompanying consolidating information included in other
financial information as of and for the six month period ended June 30, 2007, is presented for
purposes of additional analysis and is not a required part of the statutory basis financial
statements. The additional information has been subjected to the auditing procedures applied
in the audit of the statutory basis financial statements and, in our opinion, is fairly stated in all
material respects in relation to the statutory basis financial statements taken as a whole.

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

Florida Workers' Compensation Joint Underwriting Association, Inc. and for filing with the
Florida Office of Insurance Regulation and should not be used for any other purpose.

November 12, 2007

2
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Statement of Admitted Assets, Liabilities and Surplus

- Statutory Basis
June 30, 2007
Admitted assets
Cash and invested assets:
Bonds

Short-term investments
Cash and cash equivalents

Total cash and invested assets

Premiums in course of collection

Premiums and installments booked but deferred and not yet due
Reinsurance recoverables on paid losses

Electronic data processing equipment, net

Accrued investment income

Other admitted assets

Total admitted assets

Liabilities and surplus

Liabilities:
Loss and loss adjustment expense reserves
Unearned premiums
Accounts payable and accrued expenses
Commissions due and accrued servicing carrier fees
Federal income taxes payable
Deposit premium liability
Advance premiums
Provision for reinsurance
Retroactive reinsurance ceded

Total Labilities

Surplus:
Unassigned surplus
Special surplus from retroactive reinsurance contract

Total surplus
Total liabilities and surplus

See accompanying noles.
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$ 62,076,828
7,145,880
30,127,544

nly

99,350,252

9,735,690
3,748,347
248,258
131,381
839,656
412,022

$ 114,465,606

$ 36,388,608
11,378,758
6,711,892
2,372,302
2,411,676
4,097,018
193,989
818,286
(5,269,815)

59,102,714

49,268,184
6,094,708

35,362,892

$ 114,465,606
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Statement of Operations - Statutory Basis

For the six month period ended June 30, 2007

Underwriting income:
Premiums earned, net

Underwriting expenses:

$ 11,072,552

Losses and loss adjustment expenses incurred, net (4,269,082)
Underwriting, acquisition, and other expenses 3,197,483
Total underwriting expenses (1,071,599)
Net underwriting income 12,144,151
Net investment income 2,438,158
Realized capital losses (40,153)

Other income (loss):
Excess WCATF funds (2,462,000)
Other income 150,636
Retroactive reinsurance loss (90,000)
Income before federal income taxes 12,140,792
Federal income taxes 3,411,676
Net income $ 8,729,116

See accompanying notes.
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Florida Workers' Compensation Joint Underwriting Associaftiorynes! use and discussion

Statement of Cash Flows - Statutory Basis

For the six month period ended June 30, 2007

Operating activities

Premiums collected, net of reinsurance

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

Federal income taxes paid

Other cash applied

Net cash used in operating activities

Investing activities
Proceeds from sales, maturities, and redemption of investments
Cost of investments acquired

Net cash provided by investing activities

Financing activities
Retroactive reinsurance payments received
Other sources

Net cash provided by financing activities

Net decrease in cash
Cash at beginning of period

Cash at end of period

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

See accompanying notes.
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$ 8,426,617
(3,394,101)
(2,235,058)

2,472,300
(11,465,096)
(2,311,364)
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(8,506,702)

36,920,677
(31,385,661)

5,535,016

16,696
1,672,264

1,688,960

(1,282,726)

38,556,150

$ 37,273,424

$ 30,127,544
7,145,880

$ 37,273,424




DRAFT

Florida Workers' Compensation Joint Underwriting Associdtio] Hig! use and Eﬂﬂ@@mﬂ@@non

P . Not for outside distribution.
Notes to Statutory Basis Financial Statements

For the six month period ended June 30, 2007
1. Nature of Operations and Significant Accounting Policies

Florida Workers” Compensation Joint Underwriting Association, Inc. (the Association) was
established on December 30, 1993, pursuant to Florida Statutes Section 627.311, to provide
workers’ compensation and employer’s liability insurance coverage to qualified risks in the state
of Florida as specified in the statute. The Association operates under the supervision and
approval of a 9-member Board of Governors. By statute, the Board of Governors is to be
comprised of two representatives from the 20 domestic insurers defined in Florida Statutes
Section 624.06(1), two representatives from the 20 foreign insurers defined in Florida Statutes
Section 624.06(2), three members appointed by the Financial Services Commission, the
consumer advocate appointed under Florida Statutes Section 627.0613, and one representative
from the state’s largest property and casualty agents’ association. At June 30, 2007, there were
no vacancies on the Board.

The Association was established to provide workers’ compensation and employer’s liability
insurance to employers located in the state of Florida who are required by law to maintain
workers’ compensation and employer’s liability insurance and who in good faith are entitled, but
unable to purchase such insurance through the voluntary insurance markets.

The Association is authorized to assess certain policyholders, subject to the approval of the
Office of Insurance Regulation (the Office), amounts necessary to support operations. The
Association is exempt, by statute, from state of Florida corporate income taxes, premium taxes
and intangible taxes, and assessments from the Division of Workers' Compensation and the
Florida Workers' Compensation Insurance Guaranty Association. The Association is not exempt
from federal income taxes.

Effective July 26, 2003, legislation was adopted that resulted in significant changes to the
Association’s rating structure. The rating structure recognized the establishment of individual
policy subplans that prescribed terms of eligibility, coverages, and raiing methodology. One
subplan, Subplan D, issued fully assessable policies that were capped at 125% of the voluntary
market rates. The legislation created four subplans that were to be maintained and accounted for
separately.

Effective July 1, 2004, legislation was adopted that implemented a tier plan rating system that
replaced the subplan rating system discussed in the previous paragraph. The tier plan rating
system provides for limitations on rates for Tier Plans 1 and 2 and assessments, if necessary,
against all workers' compensation insureds in the state of Florida to fund its cash flow deficits, if
any. Tier 3 is to charge actuarially sound rates with assessments against policyholders if rates are
insufficient to fund a deficit, if necessary. Effective January 1, 2007, Tier Plans 1, 2, and 3 are to
charge actuarially sound rates with assessments against policyholders if rates are insufficient to
fund deficits, if necessary.

7
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1. Nature of Operations and Significant Accounting Policies (continued)

Should funding for Subplan D, Tier 1 or Tier 2 be insufficient, then the funds from the state of
Florida, Workers' Compensation Administration Trust Fund (WCATF) may be transferred to the
Association upon the approval of the Office, the Florida Department of Financial Services (the
Department), and the Legislative Budget Commission.

Basis of Presentation

The accompanying statutory basis financial statements have been prepared in accordance with
statutory accounting practices (SAP) prescribed or permitted by the Florida Office of Insurance
Regulation (the Office). Such statutory practices require preparation of the financial statements
in accordance with the National Association of Insurance Commissioners’ (NAIC) Accounting
Practices and Procedures Manual subject to deviations prescribed by the Office. SAP is a
comprehensive basis of accounting other than accounting principles generally accepted in the
United States of America (GAAP). The more significant variations from GAAP are as follows:

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

a component of other comprehensive income for those designated as available-for-
sale.

. Fair values of certain investments in bonds are based on values specified by the
NAIC rather than on actual or estimated market values. Changes between cost and
admitted asset investment amounts are credited or charged directly to unassigned
surplus rather than to other comprehensive income.

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

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

8
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1. Nature of Operations and Significant Accounting Policies (continned)

Basis of Presentation (continued)

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

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

. Gains from retroactive reinsurance contracts are reported as special surplus and are
not reported as unassigned surplus until amounts recovered exceed the consideration
paid. Subsequent adjustments to the initial gain are recorded in income or loss in the
year of change. Under GAAP, such gains are deferred and recognized in income
using the interest method over the period the underlying reinsured claims are paid.

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

Written premiums are based on amounts estimated by underwriters at the time of policy issuance.
Any adjustment to recorded estimates resulting from subsequent information is reflected in
operations in the period in which such adjustments are known or estimable.

Premiums are recorded as earned on a monthly pro rata basis over the contract period that the
related policies are expected to be in force. The portion of premiums not earned at the end of the
year is recorded as unearned premiums. Acquisition costs, including commissions and servicing
carrier fees are charged to operations as incurred.

Cash and Cash Equivalents
Cash and cash equivalents include demand deposits with financial institutions and other highly

liquid investments with original maturities of three months or less and certificates of deposit with
maturities of one year or less.

9
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1. Nature of Operations and Significant Accounting Policies (continued)
Investments

Investments are recorded at admitted asset values as prescribed by the valuation procedures of
the NAIC’s Securities Valuation Office (SVO).

Bonds not backed by other loans are stated at amortized cost using the interest method. Loan-
backed bonds and structured securities are stated at amortized cost using the interest method
including anticipated prepayments at the date of purchase.

Short-term investments include investments with remaining maturitics of one year or less at the
time of acquisition and are principally stated at amortized cost.

Realized capital gains and losses are determined using the specific identification basis. Changes
in admitted asset carrying amounts of investments are credited or charged directly to unassigned
surplus.

Electronic Data Processing (EDP) Equipment

The Association's EDP equipment is reported at cost, less accumulated depreciation of $219,121
at June 30, 2007. EDP equipment is depreciated on a straight-line basis over a period not
exceeding three years.

Total depreciation expense on all capitalized assets charged to operations in 2007 was $86,031.

Reinsurance

Reinsurance premiums, losses, and loss adjustment expenses are accounted for on bases
consistent with those used in accounting for the original policies issued and the terms of the
reinsurance contracts.

Loss and Loss Adjustment Expense (ILAE) Reserves

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

10
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1. Nature of Operations and Significant Accounting Policies (continued)
Loss and Loss Adjustment Expense (LAE) Reserves (continued)

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

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

Income Taxes

The Association calculates its federal income tax liability based upon the statutory rates in effect
during the year. In accordance with Florida Statutes Section 627.311(4)(m), the Association is
exempt from state income taxes.

Effective July 1, 2007, legislation was adopted requiring the Florida Workers' Compensation
Joint Underwriting Association to submit a request to the Internal Revenue Service, no later than
January 1, 2008, for a letter ruling on the Association's eligibility as a tax-exempt entity. Tt is
management's intent to obtain a private letter ruling from the Internal Revenue Service
exempting the Association from federal income tax as an entity that is an integral part of the state
of Florida. Accordingly, these financial statements do not include any provision for deferred
income taxes.

Use of Estimates

The preparation of statutory basis financial statements requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities, the disclosure of
contingent assefs and liabilities at the date of the siatutory basis financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could
differ significantly from those estimates.

11
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2. Investments

The amortized cost and SVO market value of bonds at June 30, 2007, are as follows:

Gross Gross SVO
Amortized Unrealized Unrealized Market
Cost Gains Losses Value
U.S. Government and
government agencies $ 2,339,490 $ 107 $§ (23,6100 $ 2,315,987
Public utilities 784,630 - (4,100) 780,530
Corporate bonds 13,806,720 587 (120,122) 13,687,185
Mortgage-backed securities:
U.S. government
agencies 45.145.988 750 (233.076) 44.913.662
Total $62.076.828 § 1444 $_ (380.908) $61.697.364

A summary of the aggregate SVO market values of bonds with unrealized losses segregated by
time period for which the bonds have been in an unrealized loss position at June 30, 2007, is as
follows:

SYO Market Unrealized

Value Losses
Less than 12 months $ 33,532,717 $ (99,951)
Greater than 12 months 27.326.907 (280.957)

$_060.859.624 $__ (380.908)

A summary of the amortized cost and SVO market value of bonds at June 30, 2007, by
contractual maturity, is as follows:

Amortized SVO Market

Cost Value
Due in less than one year $ 7,060,388 §$§ 7,022,783
Due after one year through five years 9,870,452 9,760,919
Morigage-backed securities 45.145.988 44.913.662
Total $_62.076.828 $_61.697.364

The expected maturities in the foregoing table may differ from the contractual maturities because
certain borrowers have the right to call or prepay obligations with or without call or prepayment
penalties.

12
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Notes to Statutory Basis Financial Statements

2. Investments (continued)

Proceeds from sales or maturities of investments during the six month period ended June 30,
2007 were $36,920,677. There were realized gains of $6,675 and realized losses of $46,828 in
the six month period ended June 30, 2007.

In the six month period ended June 30, 2007, the Association pledged a $400,000 bond to the
U.S. Department of Labor for the authorization to write USL&H coverage.

Major categories of the Association's net investment income for the six month period ended June
30, 2007, are summarized as follows:

Bonds $ 1,485,270
Short-term investments and cash 965,689
Interest on servicing carrier balances 2.055
Total investment income 2,453,014
Investment expenses (14.856)
Net investment income $ 2.438.158

3. Loss and Loss Adjustment Expense (LAE) Reserves

The following table provides a reconciliation of the beginning and ending reserve balance for
losses and LAE, net of reinsurance recoverables at June 30, 2007,

(in thousands)
Loss and LAE reserves at beginning of period h 44,652
Losses and LLAE incurred related to:

Current period 4,133
Prior years (8.402)
(4,269)
Losses and LAE paid related to:
Current period (1,183)
Prior years (2.811)
(3.994)
Loss and LLAE reserves at end of period $ 36,389

During 2007, net incurred losses and LAE attributable to insured events of prior years decreased
by $8,401,886, as a result of re-estimation of unpaid losses and LAE. These decreases are
generally a result of ongoing analysis of recent loss development trends. Original estimates are
decreased or increased as additional information becomes known regarding individual claims.

13
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4. Reinsurance

Certain premiums and benefits are ceded to other insurance companies under various reinsurance
agreements. The reinsurance agreements provide the Association with increased capacity to
write larger risks and maintain its exposure to loss within its capital resources.

The Association remains obligated for amounts ceded in the event the reinsurers do not meet
their obligations.

For the six month period ended June 30, 2007, the Association’s excess of loss reinsurance
agreements generally provide coverage for each loss occurrence in excess of $350,000 up to
$30,000,000. The Association purchased 50% of the first excess layer. Therefore, the
Association retains $675,000 of the first $1,000,000 in losses. In addition, the coverage provided
under the agreements is subject to an annual aggregate deductible of 1.25% of subject premium.

In 2007, the Association reported a gain of $23,939 in its operations as a result of a commutation
with Quanta Reinsurance. This gain is included in losses and loss adjustment expenses incurred
on the statement of operations. The commuted agreement provided coverage of 15% of $9
million in excess of $1 million on losses occurring from January 1, 2005 to December 31, 2005.

In 2000, the Association ceded all reserves for losses and LAE expenses as of Angust 1, 2000 for
accident years 1994-1999 to Munich Reinsurance America (formerly, American Re-Insurance
Company) under the terms of a loss portfolio transfer agreement. The recorded reserves for
losses and LAE, net of reinsurance, were $29,908,675. The Association’s premium to the
reinsurer was $23,328,171. This resulted in the recording of a contra liability for the losses
transferred in the amount of $29,908,675. The resulting gain of $6,094,708 ($6,580,504 less
$485,795 for the annual reserve adjustment) was reported on the statement of operations as
retroactive teinsurance gain and in the balance sheet as special surplus from retroactive
reinsurance contract. During 2007, there was a decrease of $90,000 in the estimated ultimate
incurred losses and LAE ceded under the retroactive reinsurance contract, which is recorded in
the accompanymg statement of operations as a decrcase in losses and LAE incurred and a
retroactive reinsurance loss.

The effects of reinsurance on premiums written and earned for the six month period ended June
30, 2007, are as follows:

Written Earned
Direct premiums $ 8,990,722 § 13,147,982
Assumed premiums - -
Ceded premiums (4.150.860) (2.075.430)
Net premiums $__4.839.862 $_11.072.552
14
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4. Reinsurance (continued)
At June 30, 2007, unsecured reinsurance recoverables on paid and unpaid losses and LAE, ceded

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

SCOR Reinsurance Company $ 2,768,300
St. Paul Re/St. Paul Fire and Marine Insurance 2,292,028
American Reinsurance 3,496,642
Hannover Re 2,921,191
Everest 2.096.040
Total $_ 13,574201

Reinsurance recoverables on paid and unpaid losses and LAE at June 30, 2007, were $248,258
and $20,286,109, respectively.

5. Income Taxes

A. Components of deferred tax assets (DTAs) and deferred tax liabilities (DTLs) at June 30,
2007, are as follows:

Gross DTAs $ -
Gross DTLs -
Net DTAs -
Nonadmitted DTAs -
Admitted net DTAs $ -
Decrease in nonadmitted DTAs $.(1.707.347)

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

The provision for income taxes incurred for the six month period ended June 30, 2007 is:

Current period income tax expense $ 3,411,676

Prior year under (over) accrual -

Current income taxes (benefit) incurred $_3.411.676
15
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The changes in the main components of DTAs are as follows:

DTAs Resulting from Book/Tax  June 30, December 31,

Differences 2007 2006 Change
Unpaid losses and LAE $ - $ 1,919,666 $(1,919,666)
Unearned premiums - 1,560,551  (1,560,551)
Nonadmitted assets - 1,463,369  (1,463,369)
Capital losscs - 25277 (25.277)
Total DTAs $ - $ 4968.863 §$(4.968,863)
Nonadmitted DTAs $ - $____1.707.347 $(1.707.347)

The change in gross DTAs of $4,968,863 is the change in net deferred income taxes

before the consideration of nonadmitted DTAs.

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

2007 Effective
Amount Tax Rate
Provision computed at
statutory rate $ 4,127,869 34.00 %
Change in nonadmitted assets 1,463,365 12.05
Other adjustments 2.789.301 22.98
Total $_8.380.539 ___ 69.03 %
Federal and foreign income tax § 3,411,676 28.10 %
Change in net deferred income
tax 4 968.863 40.93
Statutory income taxes $_8.380.539 69.03 %

6. Assessments and Distributions

Under Section 627.311, effective July 1, 2004, the Association is exempt from the premium tax
under Section 624.509 and any assessments under Sections 440.49 and 440.51. Pursuant to
Section 631.904 of the Ilorida Statutes, the Association is exempt from assessments of the
Florida Workers’ Compensation Insurance Guaranty Association. Accordingly, no provision for
assessments or premium tax has been included in the financial statements.

16
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7. Commitments and Contingencies

The Association is a defendant in certain legal proceedings arising out of the conduct of the
Association’s business, principally from claims made under insurance policies. These actions are
considered by the Association in estimating liabilities for loss reserves. In the opinion of
management, the ultimate outcome of these legal proceedings will not have a material adverse
cifect on the financial position or results of operations of the Association.

8. Servicing Carrier Fees and Producer Fees

During 1994 and up to May 1995, the Association participated in servicing carrier agreements
with seven insurance companies to provide the Association with underwriting, policy
management and issuance, and claims adjusting services. These servicing carrier agreements
provided for compensation to the insurance companies of 20% of gross direct collectible written
premiums that covers reimbursement of loss adjustment expenses associated with the claims.
Accordingly, loss adjustment expenses are not recorded in the accompanying statutory basis
financial statements for losses incurred prior to June 1995. However, if the insurance companies
incur unusual expenses in handling a unique claim situation or complex litigation, they may
petition the Board of Governors for special reimbursement of these unusual expenses from the
Association. In the opinion of management, any liability that may ultimately result from such
unusual loss adjustment expenses will not have a material adverse effect on the financial position
or results of operations of the Association.

These servicing carrier agreements terminated on May 31, 1995, and subsequent to this date, a
separate servicer agreement was executed with a single carrier. Under this agreement, the
compensation rate to the servicing carrier varies with incremental premium levels. Effective July
26, 2003, servicing carrier fee expense is comprised of 2 layers. The servicing carrier fee rate on
direct written premium from subplans A, B and C is 16.3%. The servicing carrier fee rate on
direct written premium from subplan D is 32.6% plus a flat fee of $425 per policy. Prior to
July 26, 2004 and for 2003, the agreement was based on 16.1% of premiums collected subject to
a minimum of $607,500. Effective July 1, 2004, with the creation of the tiers, the servicing
carrier fee begins at 21.8% and adjusts down to 18.7% based on the premium collected during
the annual period. The servicing carrier fee is subject to a minimum of $1,185,266. Certain loss
adjustmeni expenses are reimbursable over and above the 16.1%. Accordingly, the
accompanying financial statements include loss adjustment expenses for claims incurred after
May 1995. Effective January 1, 2006, the servicing carrier fee rate begins at 20.7% and adjusts
down to 18.5% based on premiums collected. These rates are effective for policy years 2006
through 2008. Certain loss adjustment expenses are reimbursable over and above the 20.7%.

The amount expensed under these agreements for the six month period ended June 30, 2007 was
$1,453,781. Additionally, licensed producers in the state of Florida are authorized to write
business on behalf of the Association. These producers are paid producer fees based on a
graduated scale.
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9. TFair Values of Financial Instruments

The following methods and assumptions were used by the Association in estimating the fair
value disclosures for financial instruments in the accompanying financial statements and notes
thereto:

Cash and Short-Term Investments — The carrying amounts reported in the accompanying balance
sheets for these financial instruments approximate their fair values.

Investment Securities — The fair values for fixed maturity securities are based on market values
which approximate those prescribed by the Securities Valuation Office of the NAIC or
quoted market prices, where available. For fixed maturity securities not actively traded, fair
values are estimaied using values obtained from independent pricing services or, in the case
of private placements, are estimated by discounting expected future cash flows using current
market rates applicable to the coupon rate, credit quality, and maturity of the investments.

Reinsurance Recoverables — The carrying amounts reported in the accompanying balance sheets
for these financial instruments approximate their fair values.

10. Employee Benefits

The Association has a 401(k) retirement plan for active employees. The Association matches, up
to a maximum, amounts contributed by the employees. The Association’s 401(k) plan had no
unfunded amounts at June 30, 2007. The Association made contributions to the plan during the
six month period ended June 30, 2007, in the amount of $34,521.

11. Third Party Administrators

Prior to July 1, 1995, the Association wrote and serviced its business through the use of seven
third party administrators. Currently, Travelers Property Casualty in Hartford, Connecticut (EIN
06-0566090) is the only active administrator with the other six in run-off activity. None of the
servicers hold an exclusive contract and all are licensed to write workers compensation business.

The servicers are granted the authority to underwrite, bind policies, collect premiums and adjust
and pay claims.

18

Page 186 of 216



DRAFT
Florida Workers' Compensation Joint Underwriting Associatioriyfhuca! use and discussion
purposes only.
Not for outside distribution.

Notes to Statutory Basis Financial Statements

12. Leases

‘The Association leases office space and equipment under lease agreements that expire at various
intervals over the next five years and are subject to renewal options at market rates prevailing at
the time of the renewal. Rental expense for all leases was $87,939 for the six month period
ended June 30, 2007. At June 30, 2007, future minimum payments under leases arc as follows:

2008 $ 179,573
2009 184,421
2010 189,415
2011 191,564
2012 181,893

$ 926,866

13. Florida Workers' Compensation Administrative Trust Fund (WCATF) Transfers

The Association is required to file a funding request with the Department that demonstrates its
cash requirements for funding the Subplan D losses. These transfers are recognized in the period
approved by the Department. The Association did not receive any transfers during the six month
period ended June 30, 2007. At June 30, 2007, the Association recorded a liability of $5,159,000,
related to unused transfers received from the WCATF. This amount is included in accounts
payable and accrued expenses on the statement of admitted assets, liabilities and surplus.

19
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To the Audit Committee
Florida Workers” Compensation Joint Underwriting Association, Inc.

This letter is intended to inform the Audit Committee of the Florida Workers’ Compensation
Joint Underwriting Association, Inc. (the Association) about significant matters related to the
conduct of the annual audit so that it can appropriately discharge its oversight responsibility, and
that we comply with our professional responsibilities to the Audit Committee.

The following summarizes various matters which must be communicated to you under auditing
standards generally accepted in the United States of America.

The Auditor's Responsibility Under Generally Accepted Auditing Standards

Our audit of the financial statements of the Association for the six month period ended June 30,
2007, was conducted in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement,
whether caused by error, fraudulent financial reporting or rxi’isappropriation of assets. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assea%% the/accountlng principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. Accordingly, the audit was designed o pgajun reasonable, rather than absolute,
assurance about the financial statements. Wybellev /hat our audit accomplished that objective.

Management Judgments and Accountmq Est mates

Accounting estimates are an integral part oﬁhe preparation of financial statements and are based
upon management's current judgment. The process used by management encompasses their
knowledge and experience about past and current events and certain assumptions about future
events. Management has informed us that they used all the relevant facts available to them at the
time to make the best judgments about accounting estimates, and we considered this information
in the scope of our audit. Estimates significant to the financial statements include loss and loss
adjustment expense reserves.

Loss and loss adjustment expense reserves represent the estimated unpaid ultimate net cost of all
reported and unreported losses incurred through June 30, 2007. Loss and loss adjustment
expense reserves are determined based on individual case-basis valuations, various statistical
analyses, and industry data. The Association’s recorded reserves are reviewed by an
independent actuary whose report was obtained and reviewed. We have reconciled the data
provided to the actuary to the Association’s accounting information. This estimate is continually
reviewed and adjusted as necessary as experience develops or new information becomes known;
such adjustments are included in current operations.

Page 195 of 216



Page Two

The Audit Committee may wish to monitor throughout the year the process used to compute and
record these accounting estimates.

Audit Adjustments

There were adjustments as a result of the audit for EDP equipment, reinsurance premiums,
provision for reinsurance, and federal income taxes. These adjustments were recorded in the
audited statutory basis financial statements. These adjustments increased total surplus and total
investment income approximately $865,000 and $92,000, respectively, and decreased total
admitted assets, total liabilities, and total expenses approximately $434,000, $1.3 million, and
$110,000, respectively.

Uncorrected Misstatements

There were no uncorrected misstatements to the original trial balance presented to us to begin
our audit.

Accounting Policies and Alternative Treatments é

Management has the ultimate responsibility for the b‘r‘\opriajéness of the accounting policies
used by the Association. The Association did not adoﬁ\ény significant new accounting policies
nor have there been any changes in existing 5|gn|f|cant aécountmg policies during the current
period which should be brought to your atteyOﬂ for appr roval.

We did not identify any significant or unusual%nsactlons or significant accounting policies in
controversial or emerging areas for whlck\heré is a lack of authoritative guidance or consensus.

Other Information in Documents Contalnlnq Audited Financial Statements

The consolidating information included in other financial information as of and for the six month
period ended June 30, 2007, is presented for purposes of additional analysis and is not a required
part of the statutory basis financial statements. The additional information has been subjected to
the auditing procedures applied in the audit of the statutory basis financial statements and, in our
opinion, is fairly stated in all material respects in relation to the statutory basis financial
statements taken as a whole.

Disagreements with Management

We encountered no disagreements with management over the application of significant
accounting principles, the basis for management's judgments on any significant matters, the
scope of the audit or significant disclosures to be included in the financial statements.
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Consultations with Other Accountants

We are not aware of any consultations management had with other accountants about accounting
or auditing matters.

Major Issues Discussed with Management Prior to Retention

No major issues were discussed with management prior to our retention to perform the
aforementioned audit.

Difficulties Encountered in Performing the Audit

We did not encounter any difficulties in dealing with management relating to the performance of
the audit.

Closing

P
We will be pleased to respond to any questions you havega\(bbut the foregoing. We appreciate the

opportunity to continue to be of service to the Association.  ~
N

This report is intended solely for the information:and ysé of the Audit Committee, Board of
Governors, and management and is not mtpded to {)e and should not be used by anyone other
than the specified parties.

)7

Y

November 12, 2007
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NOVEMBER 30, 2007 FWCJUA AUDIT COMMITTEE MEETING AGENDA ATTACHMENT G

FEDERAL INCOME TAX EXEMPTION FILING UPDATE

The Committee shall receive an update on the federal income tax exemption filing from Andy Gray of
Thomas Howell Ferguson to include the need to recognize a 2007 out-of-budget expense of $10,000 for the

filing fee.

No Committee action is required on this agenda item.
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NOVEMBER 30, 2007 FWCJUA AUDIT COMMITTEE MEETING AGENDA ATTACHMENT H

PROCUREMENT

The Committee shall be updated on the procurement requirements that became effective July 1, 2007 as a
result of the enactment of Senate Bill 1894 and shall consider the future auditor appointment process.

As a result of SB 1894, the FWCJUA is now subject to the following specific procurement requirements:

1. Purchases that equal or exceed $2,500 but are less than or equal to $25,000, shall be made by
receipt of written quotes, telephone quotes, or informal bids, whenever practical.

2. The procurement of goods or services valued over $25,000 are subject to competitive solicitation,
except in situations in which the goods or services are provided by a sole source or are deemed an
emergency purchase, or the services are exempted from competitive-solicitation requirements under
section 287.057(5)(f), Florida Statutes. Justification for the sole-sourcing or emergency procurement
must be documented.

3. Contracts for goods or services valued at or over $100,000 are subject to board approval.

The following services are exempted from competitive-solicitation requirements under section 287.057(5)(f),
Florida Statutes:

Artistic services.

Academic program reviews.

Lectures by individuals.

Auditing services.

Legal services, including attorney, paralegal, expert witness, appraisal, or mediator services.

Health services involving examination, diagnosis, treatment, prevention, medical consultation, or

administration.

Services provided to persons with mental or physical disabilities by not-for-profit corporations which

have obtained exemptions under the provisions of section 501(c)(3) of the United States Internal

Revenue Code or when such services are governed by the provisions of Office Management and

Budget Circular A-122. However, in acquiring such services, the agency shall consider the ability of

the vendor, past performance, willingness to meet time requirements, and price.

8. Medicaid services delivered to an eligible Medicaid recipient by a health care provider who has not
previously applied for and received a Medicaid provider number from the Agency for Health Care
Administration. However, this exception shall be valid for a period not to exceed 90 days after the
date of delivery to the Medicaid recipient and shall not be renewed by the agency.

9. Family placement services.

10. Prevention services related to mental health, including drug abuse prevention programs, child abuse
prevention programs, and shelters for runaways, operated by not-for-profit corporations. However, in
acquiring such services, the agency shall consider the ability of the vendor, past performance,
willingness to meet time requirements, and price.

11. Training and education services provided to injured employees pursuant to section 440.491(6),
Florida Statutes.

12. Contracts entered into pursuant to section 337.11, Florida Statutes. (Note: This section addresses
the contracting authority of the department of public transportation related to the construction and
maintenance of all roads designated as part of the State Highway System or the State Park Road
System or of any roads placed under its supervision by law. It also provides the department with
authority to enter into contracts for the construction and maintenance of rest areas, weigh stations,
and other structures, including roads, parking areas, supporting facilities and associated buildings
used in connection with such facilities.)

13. Services or commodities provided by governmental agencies.

ogkrwpnE

~

Attached for the Committee’s review is the procurement policy that was developed and implemented to
comply with the provisions of the new law.

The Committee shall provide direction with respect to the procurement of auditing services for year-
end 2008 and beyond.
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FWCJUA Accounting Policy & Procedures

Procurement Policy & Procedures

Purpose: The objective of this policy is to ensure that competition is used to the extent
practical and that proper justification is obtained when competition is not utilized. The goal is to
find the best balance of minimizing costs to the FWCJUA for goods and services while allowing
reasonable response and flexibility.

The FWCJUA is not subject to procurement under Florida Statutes, Chapter 287.

Segregation of Duties: Initiation of a purchase usually begins with one of the managers. The
initiating manager discusses with the Administration Manager what good and/or service is
needed and completes the proper procurement initiation documentation (Appendix C). The
Administration Manager then follows the procedures outlined in regards to procurement, based
on the value of the good and/or service. Once all required documentation is obtained, the
purchase is ordered. When an order of goods arrives, the packing slip is compared with the
order form for verification that all goods ordered were received. The packing slip is given to
accounting to be matched up with the invoice. Approval of the invoice is signed by the initiating
manager and one or more managers based on the amount of the invoice per the Purchase
Authorizations Policy (Appendix B). The accounting department will require all documentation
before payment of an invoice.

Purchases Category Levels:

Category 1. Purchases less than $2,500 shall be reviewed with consideration given to any
guotes received, whenever practical. Although quotes are not required on these purchases, it is
suggested that comparison shopping be completed for the best price and/or item.

e Purchases of goods (an individual invoice)

e Annual contract / agreement price for a service

Category 2: Purchases that equal or exceed $2,500 but are less than or equal to $25,000 shall
be made by receipt of written quotes, telephone quotes, or informal bids, whenever practical and
any additional procedures for reasonable due diligence.
e For goods (an individual invoice), each purchase requires at least two (2) price quotes.
e For services, each purchase requires at least two (2) price comparisons, with the ability to
remain with a service provider for five (5) years without a full price review unless service
or price is unacceptable.

Category 3: Purchases over $25,000 are subject to competitive solicitation, except in situations
in which the goods or services are provided by a sole source or are deemed an emergency
purchase, or the services are exempted from competitive solicitation requirements under section
287-057 (5)(f), Florida Statutes. Sole sourcing or emergency procurement must be fully
documented. (Refer to Appendix A for the FWCJUA'’s Sole Source Providers)

Category 4: Purchases for goods or services valued at or over $100,000 are subject to Board
approval.

Approval of Purchases of Goods & Services: Overall expenses of the FWCJUA are initially
approved by the Board through the Business Plan and Forecast at the beginning of each
calendar year. This approved forecast shall be deemed sufficient approval from the Board of

Procurement Policy & Procedures
Page 1 of 8
July 1, 2007
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FWCJUA Accounting Policy & Procedures

Governors regarding these expenses. Purchases of goods and services outside of the
Budgeted Forecast are taken to the Board for approval of the ‘out-of-budget’ expense and
documented as such. Purchases of goods & services, within the approved Budgeted Forecast,
are then approved by the authorized managers according to their appropriate approval levels as
indicated by the Purchase Authorizations Policy (Appendix B).

Purchase amounts correlate to the actual amount of the purchase for goods (a single invoice) or
the annual contract / agreement price for services. As a large portion of the FWCJUA
purchasing is for services related to the operations of the FWCJUA, these services will be
considered based on their annual pricing. Agreements / contracts for services will be selected
for a five (5) year period with an annual review evaluating quality of service. Therefore annual
contract / agreement for services can be renewed if within five (5) years of selection contingent
on acceptable service standards and pricing. However, every five (5) years, the appropriate
procurement review must be completed unless it is a sole source provider.

Generally the types of FWCJUA purchases for good and services fall into the
following categories:

Office_Services — generally are service contracts or agreements and therefore will be
evaluated on an annual price basis. After selection, the vendor may be utilized for five (5)
years with an annual quality of service review. After five (5) years of use, the appropriate
pricing review must be completed. (cleaning, a/c maintenance, generator, fire suppression,
phone system, phone service, electrical service, couriers, security, plants, coffee, paper
shredder, safety deposit box, paychex, 401K administrator, flexible spending administrator,
etc.)

Office Equipment — generally a combination of a good and service which is most likely
purchased with a lease agreement. As it is preferred to have a term of five (5) years, lease
terms may be required for a longer period. If a longer term is required, the lease must be
approved by Executive Management. Written quotes are required for a lease term longer
than five (5) years and must contain a cancellation clause. (copiers, postage machine)

Office Supplies — generally are purchases of goods utilized in the office. Each individual
invoice amount must be properly evaluated and approved according to the appropriate
procurement category requirements. (paper, pens, toner cartridges, envelopes, checks,
break room supplies, etc.)

Insurances — annual contracts for insurance coverage. Pricing and coverage options are
reviewed annually before purchase, however due to the tight insurance market for a small
employer, availability and coverage may be limited to just a few carriers. (property &
casualty, D&O, fidelity bond, workers’ compensation, medical/dental insurance, disability and
life insurances)

Hardware & Software — generally a combination purchase of a good and a service warranty.
Each invoice amount must be properly evaluated and approved according to the appropriate
category requirements. Sole sourcing may be a consideration as will want to purchase
goods that are compatible with existing equipment. (computer equipment, warranties,
software)

Service Providers — generally are service contracts and agreements and therefore will be
considered on their annual price. Service provided will most likely fall into a category 2

Procurement Policy & Procedures
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through a category 4 type purchase. Price will define which category; however selection will
be based on a number of criteria. (policy administration, claims servicing, actuarial, auditing,
tax, collections, bank, investment manager, general counsel, rating bureau, reinsurance
broker)

Definitions:

Competitive Solicitation — means an invitation to bid, a request for proposals, an invitation to
negotiate, or any other means deemed appropriate at the sole discretion of the FWCJUA to
acquire competitive quotes for goods or services.

Emergency Purchase - An emergency is defined as a situation which endangers the health,
safety, or welfare of the association and/or its employees and policyholders, and is brought
about by an unexpected event or circumstances beyond the association’s control. In addition,
an emergency purchase will be defined to include situations which may cause negative financial
impact to the association or policyholders if immediate action is not taken (for example in the
situation of a natural disaster or implementation of a statutory change or preservation and
protection of property). Therefore, the competitive solicitation process shall be waived due to
the time constraints and a written statement outlining the conditions and circumstances requiring
the emergency purchase be submitted as documentation for the purchase. An emergency
purchase will be initiated by the Executive Director in consultation with the Chair, Vice Chair, or
Operations Committee Chair (as available). The emergency purchase shall be limited to those
goods and services necessary to meet the emergency.

Exempt Services — under section 287-057 (5)(f), Florida Statutes, the following are not subject
to the competitive solicitation requirements:

1. Artistic Services.

2. Academic program reviews.

3. Lectures by individuals.

4. Auditing services.

5. Legal services, including attorney, paralegal, expert witness, appraisal, or mediator
services.

6. Health services involving examination, diagnosis, treatment, prevention, medical

consultation, or administration.

7. Services provided to persons with mental or physical disabilities by not-for-profit
corporations which have obtained exemptions under the provisions of s.501(c)(3) of the
United States Internal Revenue Code or when such services are governed by the
provisions of Office of Management and Budget Circular A-122. However, in acquiring
such services, the agency shall consider the ability of the vendor, past performance,
willingness to meet time requirements, and price.

8. Medicaid services delivered to an eligible Medicaid recipient by a health care provider
who has not previously applied for and received a Medicaid provider number from the
Agency for Health Care Administration. However, this exception shall be valid for a
period not to exceed 90 days after the date of delivery to the Medicaid recipient and
shall not be renewed by the agency.

9. Family placement services.

10. Prevention services related to mental health, including drug abuse prevention programs,
child abuse prevention programs, and shelters for runaways, operated by not-for-profit

Procurement Policy & Procedures
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corporations. However, in acquiring such services, the agency shall consider the ability
of the vendor, past performance, willingness to meet time requirements, and price.

11. Training and education services provided to injured employees pursuant to section
440.491 (6), Florida Statutes.

12. Contracts entered into pursuant to section 337.11, Florida Statutes. (Note: This section
addresses the contracting authority of the department of public transportation related to
the construction and maintenance of all roads designated as part of the State Highway
System or the State Park Road System or of any roads placed under its supervision by
law. It also provides the department with authority to enter into contracts for the
construction and maintenance of rest areas, weigh stations, and other structures,
including roads, parking areas, supporting facilities and associated buildings used in
connection with such facilities.)

13. Services or commodities provided by governmental agencies.

Good — a tangible item with purchasing category defined by the amount of an individual invoice.

Invitation to Bid — a written solicitation for competitive bids. It may be used when the
association is capable of specifically defining the scope of work for which a contractual service
is required or when the association is capable of establishing precise specifications defining the
actual goods required. A written solicitation includes a solicitation that is electronically posted.

Invitation to Negotiate — a written solicitation for competitive replies to select one or more
vendors with which to commence negotiations for the procurement of goods or services. It may
be used when the association determines that negotiations may be necessary to receive the
best value. A written solicitation includes a solicitation that is electronically posted.

Leases — commonly used for office equipment like copiers and the postage machine. Lease
terms required may be for a longer period than the five (5) years the FWCJUA has designated;
however, the lease must be approved by Executive Director if a longer term is required. Written
guotes are required for a lease longer than five (5) years and must contain a cancellation
clause. Leases for real property, office space and storage units require advance review and
approval of the Board.

Quote — a written or verbal offer for goods or services.

Request for Proposals - a written solicitation for competitive proposals. It may be used when it
is not practicable for the association to specifically define the scope of work for which the goods
or service is required and when the association is requesting that a vendor propose a good or
service to meet the specifications of the solicitation document. A written solicitation includes
solicitation that is electronically posted.

Selection Criteria — A number of criteria will be considered when deciding upon the good or
service to purchase. Price is a factor but not always the deciding factor. The criteria that the
FWCJUA may consider include, but are not limited to, the following: ability, service, past
performance, compatibility, reliability, quality, ease of use, availability, and price. The selection
criteria which are used during the selection process will be a documented part of the evaluation
process and become part of the procurement file.

Service — an intangible benefit which will be valued as an annual cost.

Service / Maintenance Agreements — the FWCJUA will decide how to handle these
agreements on an individual case basis. There are basically two options: 1) assumed risk
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where no agreement exists and therefore, the FWCJUA assumes the risk / cost for repair or
replacement and 2) a maintenance agreement where the FWCJUA contracts with a vendor for
preventative maintenance visits and repairs when issues arise. This determination should take
into consideration the maintenance repair costs compared to the agreement costs, as well as
the value, age, condition and critical use of the equipment. The decision regarding the option
choice will be documented in the procurement file.

Sole Source — when a good or service is available from only one vendor or the necessary good
to be purchased is the only good that is compatible with existing equipment. This includes a
uniquely qualified vendor who provides specialized services as determined by a reasonably
thorough analysis of the marketplace. The FWCJUA maintains a list of vendors in Appendix A
that it has determined to be sole source providers, and therefore, competitive pricing /
competitive solicitation documentation would not be a required part of the procurement file.

Written Solicitation — an advertised offer in a newspaper of general circulation when such
public notice is deemed to be in the best interest of the FWCJUA. The written solicitation
includes solicitation that is electronically posted.

Considerations: Only an officer of the corporation can sign agreements and/or contracts which
financially commit the FWCJUA.

Further, procurement of goods and services must comply with the FWCJUA'’s Conflict of Interest
and Code of Conduct policies. It shall be a breach of ethical standards for any employee to
accept, solicit, or agree to accept a gratuity of any kind for personal gain in connection with any
contract for goods or services. Current or potential vendors are prohibited from offering an
employee a gratuity of any kind for the employee’s personal gain to influence the development
of a contract or potential contract for commodities or services. The term gratuity does not
include informational or promotional materials such as books, reports, pamphlets, pens,
calendars, periodicals or other such unsolicited materials.

The FWCJUA, at its sole discretion, shall determine whether a response meets or exceeds
specifications. The FWCJUA reserves the right to reject any and all quotes/bids/proposals and
such reservation shall be made part of the file.

When multiple responses are equal in all respects, the FWCJUA will give preference to its
current vendors provided they are performing satisfactorily.

When only one quote/bid/proposal is received for the purchase of a good or service, the
initiating manager will review the quote/bid/proposal to determine the reasons, if any, why only
one was received. If it is determined that a second request is in the best interest of the
FWCJUA, then a second request will be initiated. If it is determined that a second request is not
in the best interest of the FWCJUA, then the circumstances should be documented and it is
acceptable to proceed with the purchase.

In the event, no quotes/bids/proposals are received; the FWCJUA may negotiate the purchase
of the good or service at the most favorable terms.
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Appendix A: Sole Source Providers

Comcast Communications — Cable Internet Service
Dell Computers — hardware and software provider
FPL — Florida Power & Light

Milliman — Subplan D Cash Flow Model

NCCI, Inc. — National Council on Compensation Insurance, Inc. — rating bureau

Procurement Policy & Procedures
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Appendix B: Purchase Authorizations

FLORIDA WORKERS' COMPENATION JOINT UNDERWRITING ASSOCIATION, INC.
PURCHASE AUTHORIZATIONS POLICY

EFFECTIVE MARCH 2007
CHECK SIGNING

# OF SIGNERS SIGNER COMBINATION
CHECK AMOUNT REQUIRED AUTHORIZED SIGNERS REQUIREMENTS
Any Amount Two (2) Laura Torrence Any two (2) authorized signers
Michael Cleary (Facsimile signatures permitted
Chair (Charlie Clary) for payroll purposes only)

INVOICES & CHECK REQUESTS

# OF SIGNERS SIGNER COMBINATION
INVOICE AMOUNT REQUIRED AUTHORIZED SIGNERS REQUIREMENTS
$0.00 - $1,000.00 One (1) Laura Torrence Any Authorized Signer
Michael Cleary
Laura Reay Lopez
Marc Babin
Kathy Coyne
Lisa Robertson
$1,000.01 - $5,000.00 One (1) Laura Torrence Any Authorized Signer
Michael Cleary
Laura Reay Lopez
$5,000.01 & Over Two (2) Laura Torrence Any Authorized Signer
Michael Cleary
Laura Reay Lopez
EXPENSE REPORTS
EXPENSFEOEFPORTS G gESL?RNEESS APPROVAL AUTHORITY (Preference Listed in Order)
Board Members & all One (1) Laura Torrence
others not specifically
mentioned in this table
Laura Torrence One (1) Laura Reay Lopez
Officer Michael Cleary
Chair (Charlie Clary)
Michael Cleary One (1) Laura Torrence
Laura Reay Lopez
Laura Reay Lopez One (1) Laura Torrence
Michael Cleary
Marc Babin One (1) Laura Torrence
Kathy Coyne Michael Cleary
Lisa Robertson Laura Reay Lopez
One (1) Laura Torrence
Employee Preferably Michael Cleary
Direct Laura Reay Lopez
Supervisor Marc Babin
Kathy Coyne

Lisa Robertson
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Appendix C: Procurement Initiation Documentation

Requested Good and/or Service:

Purchase Category Level:

Quotes Considered:

Vendor Selected:

Details of Purchase:

Initiating Manager Approval:

Administration Manager Approval:

Additional Manager Approval (if needed):

Date:

Accounting: All documentation received?
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NOVEMBER 30, 2007 FWCJUA AUDIT COMMITTEE MEETING AGENDA ATTACHMENT |

AUDIT COMMITTEE CHARTER CHECKLIST

The Audit Committee shall review its third and fourth quarter responsibilities for the financial reporting period
ending December 31, 2007 as prescribed in the Audit Committee Charter Procedures Checklist. The
Committee’s third and fourth quarter responsibilities which require discussion are summarized below:

1) Provide orientation training for new committee members.

2) Review the audit committee charter to determine whether its responsibilities are adequately
described.

3) Discuss the committee’s communication and performance expectations with management and
independent auditors.

4) Discuss any significant risks faced by the Association in the current environment. Provide
information to the Committee on the Association’s structure, controls and types of transactions.

5) Evaluate whether management exhibits and fosters a culture and environment that promotes high-
quality financial reporting, including addressing adequacy and effectiveness of internal control issues
as well as approval and monitoring of special or complex transactions.

6) Receive update from management about reports received from regulators and their responses to
those reports.

7) Review quality control procedures of the independent auditor over the audit function. Review
planned scope of the independent auditors, results of their work, changes in the planned scope, the
extent of control testing to be performed, and the extent and appropriateness of the coordination of
their activities.

8) Determine that the independent auditors are appropriately compensated to provide well-trained,
highly experience personnel required to perform the necessary procedures for a high-quality audit.
Establish a process for the appointment, compensation and oversight of the independent auditors.
Also, establish a process for pre-approving the audit and non-audit services to be provided by the
independent auditors. When warranted, termination and reappointment of a replacement auditor.

9) Inquire about the independent auditors’ quality control safeguards and independence. Inquire as to
the results of the independent auditors’ latest peer reviews, as well as the status of significant
litigation or disciplinary actions by regulatory bodies.

10) Discuss any significant risks faced by the Association in the current environment.

11) Receive update from management about reports received from regulators and their responses to
those reports.

12) Distribute and discuss the Association’s financial results and the consistency of reported and
planned results. Review significant balance sheet changes or changes in trends or important
financial statement relationships.

13) Review Association’s accounting principles and practices and compare to industry norms. Review
any new or proposed accounting and auditing topics affecting the company.

14) Provide meaningful and focused updates to the Board of Governors after each committee meeting.
Annual Report to the full Board of Governors on the audit committee functions during the year with
their completion following the audit charter checklist.

A copy of the Audit Committee Charter Procedures Checklist is attached.
The Committee shall address its third and fourth quarter responsibilities as prescribed in the Audit

Committee Charter Procedures Checklist.
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Florida Workers' Compensation Joint Underwriting Association, Inc.
Audit Committee Charter Procedures Checklist

For the financial reporting period ended December 31, 2007

Understanding Roles and Responsibilities st | 2nd | 3rd | 4th As Done by:
Qtr | Qtr | Qtr | Qtr | Needed (initials) Completed Comments
1. Review the audit committee charter to determine
whether its responsibilities are adequately described. X
2. Discuss the committee’s communication and
performance expectations with management and X
independent auditors.
3. Engage internal and external resources as the
committee determines necessary to carry out its duties. X
4. Establish direct access to the independent auditors.
X
5. Establish a process to respond to any reports from
the corporate attorneys regarding material violations of X
laws or breaches of fiduciary duties.
6. Develop a meeting planner to make sure that the
committee meets its responsibilities as outlined in its| y X X X X Date selection postponed due to
Charter. reseating of the Board.
7. Prepare minutes for all meetings and circulate in Minutes are prepared and included in
draft form to members prior to being finalized. X X X X X the next Audit committee meeting
agenda for approval.
8. Provide orientation training for new committee A brief introduction will be provided at the
members. X Nov. 30 meeting with more depending upon
new committee member request.
. . I1st | 2nd | 3rd | 4th As Done by:
Understanding the Business .
9 Qtr | Qtr | Qtr | Qtr | Needed (initials) Completed Comments
1. Provide information to the Committee on the e
e 2006 favorable audit findings were
Association’s  structure, controls and types off X X X X X :
. discussed.
transactions.
1

Page 209 of 216




Florida Workers' Compensation Joint Underwriting Association, Inc.
Audit Committee Charter Procedures Checklist

For the financial reporting period ended December 31, 2007

Understanding the Business (cont.) st | 2nd | 3rd | 4th As Done by: Comments
Qtr | Qtr | Qtr | Qtr | Needed (initials) Completed
2. Communicate the types of significant risks faced by At the 3/27/07 meeting the only
the Association in the current environment including: significant risk commented on was the
pending legislation.
» Competitive trends. X X X X
« Significant customers and suppliers. X
» Regulatory requirements X X X X
3. Evaluate whether management exhibits and fosters a _ )
culture and environment that promotes high-quality x X x X D'Scusftedf?rt] thzeos(;/gwo;tmfsing asa
financial reporting, including addressing internal control resuitorthe auart was
. unaware of any Issues
issues.
4. Determine how management is assessing the THE dth . |
adequacy and effectiveness of internal controls. X X X X noted there were no interna
controls issues noted.
5. Discuss with the independent auditors any significant d , | |
improvement recommendations in internal controls and THF made no internal contro
heth th d telv add d th X recommendations as a result of the
whether management has adequately addressed them. 2006 Financial Audit.
6. Assess Whgthgr the Association has an appropriate The FWCJUA is continuously updating the
bUSIneSS COI’ItInUIty plan a.nd Whether that plan haS X business Continuity and disaster recovery
been tested. plan document.
7. Discuss with the independent auditors whether they dvised that th q
noted any instances of employee fraud, questionable or THF advised that they noted no
illegal payments, or violations of laws or regulations X instances of such in their 2006
liegal pay ’ 9 ) Financial Audit.
8. Obtain an understanding of management’s Audit Chair sit E i
compensation structure and whether the current udit -hair Sits on Executive
truct Id i th ibility of i iat X Compensation Committee which meets
structure could increase the possibility of inappropriate several times a year.
behavior to maximize compensation.
9. Assess whether there are adequate controls over the .
approval and monitoring of special or complex| X X X X THF advised that there are ad_equate
. controls over such transactions.
transactions.
2
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Florida Workers' Compensation Joint Underwriting Association, Inc.
Audit Committee Charter Procedures Checklist

For the financial reporting period ended December 31, 2007

. . 1st | 2nd | 3rd | 4th As :
Understanding the Business (cont.) Done by: Comments
Qtr | Qtr | Qtr [ Qtr | Needed | (initials) | Completed
10. Recelve update from management about reports Market Conduct Exam received in June
received from regulators and their responses to those X 2007 was very favorable with no compliance
reports. issues found and with minor
recommendations made.
11. Receive an update from the general counsel on At the March meeting, Maida had nothing to
legal and regulatory matters that may have a materiall X report regarding regulatory or legal updates
effect on the financial statements which would affect the current financials of
' the FWCJUA.
. . . . 1st | 2nd | 3rd 4th As Done by:
Oversight of Financial Reporting Process A Comments
9 P 9 Qtr | Qtr | Qtr | Qtr | Needed (initials) Completed
1. Distribute and dIS-CUSS the Association’s financial 2006 Annual discussed at the March Board
results and the consistency of reported and planned| x X X X Meeting and 1st quarter 2007 presented at
results. the June Board Meeting.
2. Review significant balance sheet changes or 2006 Annual discussed at the March Board
changes in trends or important financial statement] X X X X Meeting and 1st quarter 2007 presented at
relationships. the June Board Meeting.
3. Review .Assomatlon S accountllng principles (including This review was completed during 2006 and
_changes in them) and practices and compare to X X again with the passage of SB1894 resulting
Industry norms. in the implementation of one new policy &
procedure for procurement.
4. Review mapagement s process for identifying related X Not applicable at this time.
party transactions.
5. Review any new or proposed accounting and X N Mid-year reinsurance premium
auditing topics affecting the company. entries booked as a result of the
June 30, 2007 audit.
Sh Question :Eanaglj(en;ent tan_dlth(_e atutzltors ?boﬁt th;W Discussed at the 3/27/07 meeting and
1ey assess the risk of material misstatement, what the « THE advised that no material
s_lgnmcant risks are, and how they respond to identified misstatements were found as a result
risks. of the 2006 Financial Audit.
7. Challenge management and the auditors to identify Discussed at the 3/27/07 meeting - the most
the difficult areas (e.g. significant estimates and « significant estimate is loss reserves and the
; : decision is made by the Board with
sz_gr_nednts) and_ tohfully explain how they each made quidance from the FWCJUA's external
their judgments in those areas. actuaries.
3
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Florida Workers' Compensation Joint Underwriting Association, Inc.
Audit Committee Charter Procedures Checklist

For the financial reporting period ended December 31, 2007

Oversight of Financial Reporting Process (cont.)

1st
Qtr

2nd
Qtr

3rd
Qtr

4th
Qtr

As
Needed

Done by:
(initials)

Completed

Comments

8. Review proposed significant, complex, and/or
unusual transactions and their financial statement
effects.

X

Not applicable at this time.

9. Obtain an understanding of why management did not
correct audit differences that were identified and what
the effect would be on the financial statements if those
differences were corrected in the current period.

Discussed at the 3/27/07 Meeting and
No Audit Difference were found.

10. Review actuarial analysis report and have
opportunity to confer independently with actuary.

The entire Board decides the loss reserves
to be booked on the financials after review
presented by Milliman and each Board
member has direct access to the
FWCJUA's actuary.

Oversight of Audit Function

1st
Qtr

2nd
Qtr

3rd
Qtr

4th
Qtr

As
Needed

Done by:
(initials)

Completed

Comments

1. Inquire as to the results of the independent auditors’
latest peer and internal reviews, as well as the status of
significant litigation or disciplinary actions by regulatory|
bodies.

2. Review quality control procedures of the
independent auditor over the audit function

3. Review planned scope of the independent auditors,
results of their work, changes in the planned scope, the
extent of control testing to be performed, and the extent
and appropriateness of the coordination of their
activities.

4. Determine that the independent auditors are
appropriately compensated to provide well-trained,
highly experience personnel required to perform the

necessary procedures for a high-quality audit.
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Florida Workers' Compensation Joint Underwriting Association, Inc.
Audit Committee Charter Procedures Checklist

For the financial reporting period ended December 31, 2007

5. Establish a process for the appointment,
compensation and oversight of the independent
auditors. Also, establish a process for pre-approving

At the Board's June 12th meeting, THF
was confirmed for the 12/31 and
6/302007 audits as well as the non-

the audit and non-audit services to be provided by the X X audit service of compiling the tax
independent auditors. When warranted, termination exempt filing for th IRS to be filed on or
and reappointment of a replacement auditor. before 1/1/2008.

Audit Committee Communication 1st | 2nd | 3rd 4th As D_opg by: Comments

Qtr | Qtr | Qtr | Qtr | Needed (initials) Completed
1. Provide meaningful and focused updates to the Audit Results were presented to the
Board of Governors after each committee meeting. X X X X X >re p )
Board at their June meeting.
2. Provide an opportunity for the independent auditors THF presented the results of the audit to the
to be available to the full Board of Governors at least X Board in June and is available for other
annually to review the results of the audit. meetings as the Board desires.
3. Meet at least annually to assess management’s The Chair of the Committee
effectiveness and communicate the results of that X commented staff on doing a good job
assessment. this past year.
4. Inquire of the auditors about management’s Discussed at the 3/27/07 meeting
corrective actions regarding control deficiencies X however no control deficiencies were
identified. identified.
5. Inquire of the auditors about pressure by .
management to accept less than high-quality financial X THF advised of no pressure from
reporting management.
6. Inquire about the independent auditors’ quality|
control safeguards and independence. X
7. Provide vehicle for employees or others to have dated . d h
direct access to audit committee to report concerns. :swact;mﬁ;g‘jﬁe?g‘eécgkgt;;gg q
Annually all Board Members, Officers and Employees X X out to all employees on 11/16/07 -
Wf”: read argj sign the Code of Conduct and/or Conflict copy of the letter is attached.
of Interest Statements.
8. Annual Report to the full Board of Governors on the
audit committee functions during the year with their X
completion following the audit charter checklist.
5
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Florida Workers' Compensation Joint Underwriting Association, Inc.
Audit Committee Charter Quarterly Duties

The Audit Committee duties have been broken down into quarters, however we anticipate having 3
meetings of the Committee each year. 1st and 2nd quarter duties will be discussed at the March
meeting after completion of the audit. 3rd quarter duties will be discussed at the July/August meeting
for the mid year review. 4th quarter duties will be discussed at the October/November meeting prior to
the preliminary audit and internal controls review.

Quarterly Duties & Responsibilities 1st Qtr 2nd Qtr 3rd Qtr 4th Qtr

Develop meeting planner

Prepare minutes for all meetings

Provide information on controls & transactions

Communicate significant risks

Evaluate management's exhibits

Assess effectiveness of internal controls

Assess controls over complex transactions

Discuss financial results

Review significant balance sheet changes

XXX XXX XXX [X
XXX XXX XXX [X
XXX XXX XXX [X

Provide updates to Board of Governors

Review actuarial analysis report

XX XXX XXX XXX [X

Update from General Counsel

Discuss recommendations with auditors

Discuss questionables with auditors

Question about material misstatements

Challenge the difficult areas

Review significant transactions & I/S affects

Obtain understanding of audit differences

Auditors available to the full Board of Governors

Assess management's effectiveness

Inquire about management's corrective actions

Inquire about pressure from management

Review quality control procedures

XXX XXX XXX [X X | X

Review scope of audit

Results of independent auditors' peer review

Appointment of auditor

Determine if auditors are appropriately compensated

Inquire about auditors' quality control

Review Audit Committee Charter

Describe procedure for communication

XX XXX XXX |X

Annual report to the Board of Governors

Discuss performance expectations X

Review accounting principles X

Review new/proposed accounting topics X
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Florida Workers Compensation

FWCJUA Joint Underwriting Association, Inc.
P.O. Box 48957, Sarasota, FL 34230-5957
e Tel (941) 378-7400 e Fax (941) 378-7405 e www.fwcjua.com

To: All Employees

From: FWCJUA

Date: 16 November 2007

Re: Business Conduct Issues

In maintaining compliance with Sarbanes-Oxley, the FWCJUA would like to provide a direct line of
communication from it employees to ‘management’ in regards to business conduct issues. Maintaining high
standards means conducting business ethically and legally. Unethical, illegal, or irresponsible acts can
cause serious loss or harm to a company, its employees, and its customers. This is why it is everyone’s
responsibility to help prevent these activities.

Some common examples of this type of behavior are:

- Accounting and auditing irregularities

- Theft and Fraud

- Conflicts of Interest

- Destroying, altering, or falsifying company records
- Disclosure of proprietary information

- Misuse of company assets

- Harassment / Discrimination

- Bribery

- Threats to personal safety

- Creating or ignoring safety hazards

- Violations of governmental compliance regulations
- Vandalism or sabotage

If you have any concerns, please contact your supervisor, Audit Committee or the FWCJUA's auditors. You
have direct access to the Audit Committee Board Members or FWCJUA's auditors if you would feel more
comfortable talking to someone ‘outside’ the company.

Audit Committee Board Members: FWCJUA Auditors:
Fred Bennett — Chair Andy Gray
Phone: 813-470-5009 Phone: 850-521-3161
Fax:  813-470-5082 Fax:  850-668-8199
Email: Fred.Bennett@lykes.com Email: agray@thf-cpa.com
Bob Milligan Bill Ferguson
Phone: 850-413-5980 Phone: 850-521-3171
Fax:  850-487-0453 Fax:  850-668-8199
Email: bob.milligan@fldfs.com Email: WAF@thf-cpa.com

Beth Vecchioli
Phone: 850-224-1585
Fax: 850-222-0398
Email: bvecchioli@carltonfields.com

BOARD OF GOVERNORS: Charlie Clary, Chair; Fred Bennett; Dan Dannenhauer; Rick Hodges;
Bob Milligan; Claude Revels; Brett Stiegeol; Beth Vecchioli; James Ward
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11/16/2007 — Passed out Business Conduct Letter to all Employees

Signature Date Rec’'d

Laura Torrence

Michael Cleary

Laura Lopez

Marc Babin

Kathy Coyne

Lisa Robertson

Tracie Brandon

Larry Cage

Leo Canton

Susan Schmidtke

Janis Scott

Lavender Suarez

Lisa Wagner

Terri Woods

Stacy Young
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