














FINANCIAL STATEMENTS

The following financial statements reflect the financial condition of the Company as of
December 31, 2007 as determined by this examination.

Balance Sheet:
Assets
Liabilities, Surplus and Other Funds
Statement of Income
Policyholders Surplus Account

Analysis of Examination Changes to Surplus

The accompanying Notes to Financial Statements are an integral part of these Financial
Statements.
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ASSETS

Ledger Nonadmitted Net Admitted
Assets Assets Assets
Bonds $10,468,428 $10,468,428
Stocks: Common stocks 4,003,791 4,003,791
Real estate: held for production of 2,365,196 564,383 1,800,813
income
Cash & short term investments 18,088 18,088
Subtotals cash and invested assets 16,855,503 564,383 16,291,120
Investment income due and accrued 122,508 122,508
Premiums and consideration:
Uncollected premiums & agents’
balances in course of collection 69,713 69,713
Current federal income tax
recoverable 14,156 14,156
Net deferred tax asset 12,888 (12,888)
Receivable from parent, subsidiaries
& affiliates 537,838 537,838
Aggregate write-ins for other than
invested assets 693,630 693.630
Totals 318,293,348 $577,271 $17,716,077
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LIABILITIES, SURPLUS AND OTHER FUNDS

Losses $4,422,536
Reinsurance payable on paid losses and loss adjustment expenses 479,360
Loss adjustment expenses 366,131
Other expenses 278,635
Taxes, licenses and fees 12,667
Net deferred tax liability 30,950
Unearned premiums 1,232,820
Amounts withheld or retained for account of others 15,000
Aggregate write-ins for liabilities 30,923

Total liabilities 6,869,022
Common capital stock 400,000
Gross paid in and contributed surplus 351,000
Unassigned funds 10,096,055
Surplus as regards policyholders 10,847,055

Totals $17,716,077
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UNDERWRITING AND INVESTMENT EXHIBIT

STATEMENT OF INCOME

Underwriting Income

Premiums earned

$ 2819572

Deductions:
Losses incurred 1,163,938
Loss expenses incurred 390,537
Other underwriting expenses incurred 1.405,045
Total underwriting deductions 2,959,520
Net underwriting gain or (loss) (-) 139,948

Investment Income
Net investment income earned 562,224
Net realized capital gains or (losses) ()14,171
Net investment gain or (loss) 548,053
Other Income

Aggregate write-ins for miscellaneous income 209,501
Total other income 209,606
Net income before dividends to policyholders & before federal income taxes 617,606
Federal and foreign income taxes incurred (-) 151,587
Net Income $ 466,019
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RECONCILIATION OF SURPLUS FOR THE PERIOD UNDER EXAMINATION
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Surplus December 31, 2002

Net income, 2003

Change in net unrealized capital gains or (losses)
Change in non admitted assets

Aggregate write-ins for gains and losses in surplus
Change in surplus as regards policyholders for the year
Surplus December 31, 2003

Net income, 2004

Change in net unrealized capital gains or (losses)
Change in non admitted assets

Aggregate write-ins for gains and losses in surplus
Change in surplus as regards policyholders for the year
Surplus December 31, 2004

Net income, 2005

Change in net unrealized capital gains or (losses)
Change in non admitted assets

Aggregate write-ins for gains and losses in surplus
Change in surplus as regards policyholders for the year
Surplus December 31, 2005

Net income, 2006

Change in net unrealized capital gains or (losses)
Change in non admitted assets

Aggregate write-ins for gains and losses in surplus
Change in surplus as regards policyholders for the year
Surplus December 31, 2006

Net income, 2007

Change in net unrealized capital gains or (losses)
Change in non admitted assets

Aggregate write-ins for gains and losses in surplus
Change in surplus as regards policyholders for the year
Surplus December 31, 2007

$(-) 401,567
528,086
3,479
(156,965)

$128,189
329,980
(35,506)
(-) 130,935

$328,011
(148,931)

343
(-) 21,875

$489,742
349,995
36,110
75,019

466,019
37,759
(518,599)
30,468

$9,457,963

(-)26.697
$9,431,266

291,728
$9,722,994

$10,831,408
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$10,847,055



ANALYSIS OF CHANGES IN FINANCIAL STATEMENT AND COMMENTS

RESULTING FROM EXAMINATION

There were no changes to the Company’s surplus as a result of this examination.
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COMMENTS AND RECOMMENDATIONS

Comments

Custody Agreement

During the review of the Company’s invested assets, it was noted that the custodian agreement in
effect as of the date of this examination was not in compliance with the requirements of
Tennessee statutes and regulations governing the placement of insurance company securities.
Tenn. Comp. R. & Regs. Ch. 0780-1-46-03(2)(a) requires, in pertinent part, that executed
custodial agreements and affidavits shall be available upon request for purposes of insurance
company examinations under T.C.A. §§ 56-1-408 through 56-1-413; that such custodial
agreements provide a standard of responsibility on the part of the custodian which shall not be
less than the responsibility of a bailee for hire or a fiduciary under statutory or case law of
Tennessee; that securities held by the custodian are subject to instructions of the insurance
company; and that securities may be withdrawn immediately upon demand of the insurance
company.

The Company’s custodian agreement did not contain the specific language requiring that the
custodian provide a standard of responsibility which shall not be less than the responsibility of a
bailee for hire or a fiduciary under statutory or case law of Tennessee. In addition, the agreement
did not contain the provision that securities held by the custodian are subject to instructions of
the insurance company, and that securities may be withdrawn immediately upon demand of the
insurance company. During our examination, after we brought this condition to the Company’s
attention, the Company took the necessary action and had the custody agreement amended,

restated and substituted to include the required language. The agreement was executed on May
26, 2009

Conflict of Interest

On April 22, 2004, the Company’s board of directors adopted a policy statement for annual
disclosure of possible conflicts of interests on the part of its directors or officers. However, no
questionnaires were completed for the years under review.

During the examination, the Company’s board of directors and officers completed conflict of

interest questionnaires. The questionnaires were executed during May 26, 2009 through June 3,
2009.

Real estate

On May 30, 2007, the Company requested approval for the purchase of real estate located in
Chattanooga, Tennessee. The real estate consists of a building adjoining the parent’s offices and
a parking lot. It was the Company’s intention to move its principal office into part of the
proposed acquisition and to lease the balance. The cost of the purchase was in excess of the
amounts permitted under Tenn. Code Ann. §56-3-405(1). The proposed acquisition was
approved by the Tennessee Insurance Commissioner on June 14, 2007 subject to a limitation on
the Company’s admitted asset for real estate. The admitted asset limitation was $1 ,800,813.
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During our examination, we noted that the purchased property is unoccupied. In discussions with
an officer of the Company, DIC was to occupy one office and the balance of the space was to be
leased to others.

Based on this information, it appears that the real estate purchased by the Company is not for the
purpose of its principal office that is requisite for the convenient accommodations in the
transaction of its insurance business. The actual management and accounting functions of the
Company are performed outside of Tennessee. It appears that the acquisition was not in
compliance with the requirements of Tenn. Code Ann. §56-3-405(1).

Subsequently, after bringing this to the Company’s attention, the Company, pursuant to Tenn.
Code Ann. §56-3-406, requested the Tennessee Insurance Commissioner for an extension of time
to hold the property. On June 18, 2009, the Tennessee Insurance Commissioner granted the

Company an extension of time to June 30, 2011 to hold the property, subject to the limitation
imposed under Tenn. Code Ann. §56-3-405.
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SUBSEQUENT EVENTS

There are no subsequent events which would have a material impact on the financial condition of
the Company.
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AFFILIATED COMPANIES

Organizational Chart

Tennessee Valley Public Power Assoclation

{"TVPPA")
A Tennessee Not-For-Profit & Non-Insurance
Company
FEIN # 62-0468356
Distributors Self Insurance Fund
Distributors Insurance Company {"DSIF™)
{("DIC") A Divisicn of Distributors Insurance Company
A Tennessee Assoclation Captive Insurance |~~~ FEIN # 62-1167206
Company A Work Comp pool whose memhbers were formerly members of
NAIC Code 14320  FEIN # 62-1167206 DIC. During 1996, transactions were conducted on behalf of
100% of Outstanding Stock owned by TVPPA DSIF by DIC. DIC provides Aggregate Stop Loss Coverage for
DSIF. DSIF FINANCIAL INFORMATION IS NOT
INCLUDED IN THIS FILING




CONCLUSION

Our examination disclosed that as of December 31, 2007, the Company had admitted assets of
$17,716,077, liabilities of $6,869,022, capital of $751,000 and unassigned funds of $10,096,055.

Based upon our examination, the accompanying balance sheet properly presents the statutory
financial position of the Company as of December 31, 2007, and the accompanying statement of
income properly represents the statutory results of operations for the period then ended. The
supporting financial statements properly present the information prescribed by the Tennessee
Code Annotated, Tennessee Regulations and the National Association of Insurance
Commissioners.

The courteous cooperation of the officers of the Company, extended during the course of the
examination, is hereby acknowledged.

In addition to the undersigned, Sandy M. Banks, Insurance Examiner I, State of Tennessee
participated in the work of this examination.

The actuarial portion of this examination was completed by Gregory S. Wilson, F.C.AS,,
M.A.A A. of Lewis and Ellis, Inc.

Respectfully submitted,

Kona, Lot

Ilona Klasons, CFE, CIE

Examiner-in-Charge

A.M. Bennett Company

Representing the Tennessee Department of Commerce and Insurance
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ATFFIDAVIT
The undersigned deposes and says that he has duly executed the attached examination
report on Distributors Insurance Company, dated May 26, 2009, and made as of December 31,
2007, on behalf of the Tennessee Department of Commerce and Insurance. Deponent further

says she is familiar with such instrument and the contents thereof, and that the facts therein set
forth are true to the best of her knowledge, information and belief.

Examiner-in-Charge
State of Tennessee

Subscribed and sworn to before me this

1 ay of June mﬂ, 2009

CHy Lo
I\otar% % ]

County 5/4 S

State m/‘#}//f?’?/}
Commission Expires G-12:20(0/

CHERYL L. SCHAFFER
Notary Public
Battimore County

Maryland
My Commission Expires Jun 12, 20M
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150 FOURTH AVENUE, NORTH icchsS ‘(@mrmssmner
NASHVILLE, TENNESSEE 37219-2433 DirccARSIFIRIIAO! = g
s Direct FaxtestgprangadYivision

FAX(615)256-8197 OR(615) 744-8466 delrod@millermartin com

|
June 24, 2009 ‘

VIA E-MAIL AND HAND DELIVERY

Mr. Larry Knight RECE,VED ‘

Assistant Commissioner for Insurance JUN 25 2009
Tennessee Department of Commerce and Insurance merce & §
Insurance Division — Actuarial Services Section y Examm;;,%mw ‘
500 James Robertson Parkway, 4" Floor h

Nashville, TN 37243-1133 ‘

Dept. of Com
Compan

RE: Distributors Insurance Company ‘

Dear Mr. Knight: ‘

On behalf of Distributors Insurance Company, this letter will confirm that the company intends ‘

to file no objections or comments in response to the recent Report on Examination, and it hereby ‘
waives its right to do so.

Thank you for your attention to this matter.

Very truly yoy ‘
%27 \

Dan H. Elrod ‘
cvp

'|
cc:  Mr. Phil Blustein

ATLANTA o CHATTANOOGA ¢ NASHVILLE
6112059 1.DOC

www.millermartin.com






