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SALUTATION 

 
 
May 3, 2017 
 
 
 
Honorable Trinidad Navarro 
Delaware Insurance Commissioner 
Delaware Department of Insurance 
Rodney Building 
841 Silver Lake Blvd. 
Dover, Delaware   19904 
 
Dear Commissioner: 
 
 In compliance with instructions and pursuant to statutory provisions contained in 

Certificate of Authority No. 16.012, dated March 30, 2016, an examination has been made of the 

affairs, financial condition and management of the 

UNITED SPECIALTY INSURANCE COMPANY 

hereinafter referred to as “Company” or “USIC”, incorporated under the laws of the State of 

Delaware as a stock company.  The Company’s statutory home address is 160 Greentree Drive, 

Suite 101, Dover, Delaware.  The examination was conducted at the administrative office of the 

Company located at 1900 L. Don Dodson Drive, Bedford, Texas 76021. 

 The report of this examination is submitted herewith. 

 

SCOPE OF EXAMINATION 

The Delaware Department of Insurance (Department) has performed a multi-state 

coordinated risk-focused financial examination of the Company with the Texas Department of 

Insurance (TDI) as Lead.  The last examination was completed as of December 31, 2010.  This 

examination covered the period of January 1, 2011 through December 31, 2015, and 

encompasses a general review of transactions during the period, the Company’s business policies 
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and practices, as well as management and relevant corporate matters, with a determination of the 

financial condition of the Company at December 31, 2015.  Transactions subsequent to the 

examination date were reviewed where deemed necessary. 

The examination of USIC was performed as part of the multi-state coordinated 

examination of State National Companies, Inc. (SNC) insurance group of companies as of 

December 31, 2015.  The Texas Department of Insurance (TDI) was the Lead State for the SNC 

holding company group’s program and lender services lines of business.  We conducted our 

examination in accordance with the National Association of Insurance Commissioners (NAIC) 

Financial Condition Examiners’ Handbook (Handbook) and generally accepted statutory 

insurance examination standards consistent with the Insurance Laws and Regulations of the State 

of Delaware.  The NAIC Handbook requires that we plan and perform the examination to 

evaluate the financial condition, assess corporate governance, identify current and prospective 

risks of the company and evaluate system controls and procedures used to mitigate those risks.  

An examination also includes identifying and evaluating significant risks that could cause an 

insurer’s surplus to be materially misstated both currently and prospectively.  The examination 

included assessing the principles used and significant estimates made by management, as well as 

evaluating the overall financial statement presentation, and management’s compliance with 

Statutory Accounting Principles.  The examination does not attest to the fair presentation of the 

financial statements included herein.  If, during the course of the examination an adjustment is 

identified, the impact of such adjustment will be documented separately following the 

Company’s financial statements. 

This examination report includes significant findings of fact, pursuant to the General 

Corporation Law of the State of Delaware as required by 18 Del. C. §321, along with general 

information about the insurer and its financial condition.  There may be other items identified 
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during the examination that, due to their nature, are not included within the examination report 

but separately communicated to other regulators and/or the Company. 

During the course of this examination, consideration was given to work performed by the 

Company’s external accounting firm, Ernst and Young, LLP, (EY).  Certain auditor work papers 

of their 2015 audit have been incorporated into the work papers of the examiners and have been 

utilized in determining the scope, areas of emphasis in conducting the examination, and in the 

area of tests of controls, risk mitigation, and substantive testing.  

  

SUMMARY OF SIGNIFICANT FINDINGS 

 This examination had no material adverse findings, significant non-compliance findings, 

material changes in financial statements, or updates on other significant regulatory information 

disclosed in the previous examination. 

 

COMPANY HISTORY 

The Company was incorporated on July 8, 2005, under the laws of the State of 

Delaware.  A Certificate of Authority, issued by the Insurance Commissioner on July 11, 

2005, authorizes the Company to transact the business of property and casualty. 

The Company became part of an insurance holding company system at the time of 

incorporation as a wholly owned subsidiary of State National Insurance Company, Inc. 

(SNIC).  One hundred percent (100%) of the Company’s stock is held by SNIC, a Texas 

domiciled insurer, which in turn is a wholly owned subsidiary of TBA, which in turn is a 

wholly owned subsidiary of SNC, a Delaware corporation, which is the "ultimate 

controlling person" of the Company. 
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MANAGEMENT AND CONTROL 

Pursuant to the General Corporation Law of the State of Delaware, as implemented by 

the Company’s Certificate of Incorporation and bylaws, all corporate powers and its business 

property and affairs are managed by, or under the direction of, its Board of Directors (Board).  

The Board as of December 31, 2015, was comprised of seven members, each elected or 

appointed in accordance with the Company’s bylaws.  Each Director shall hold their office until 

his successor is elected and qualified or until resignation or removal. 

Directors 

 The Board of Directors, duly elected in accordance with the Company’s bylaws and 

serving as of the period ending December 31, 2015 is as follows: 

Director Principal Occupation 
  
Terry Lee Ledbetter Chairman; President  and CEO   
  
David Donaldson Hale Treasurer and Chairman of the Audit 

Committee 
  

Lonnie Kossuth Ledbetter Retired (Former Chairman and CEO)   
  
Lonnie Kossuth Ledbetter III Secretary; EVP Lender Services   
  
Bradford Luke Ledbetter EVP, Program Services  
  
Mary Brock Billingsley Director of Product Analysis and Quality and 

Internal Audit Officer 
  
Ferdinand Herbert Reichelt CPA, Independent, Retired  

 
 

The bylaws of the Company state the principal officers shall be a President, Treasurer, 

and a Secretary, and such officers or assistant officers or agents for the Board may vary from 

time to time. 
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Officers 

 As of December 31, 2015, the Company’s principal officers and their respective titles are 

as follows: 

Officer Title 
 
Terry Lee Ledbetter 
 
 
David Donaldson Hale 

 
Chairman of the Board, President   
and CEO                               
 
Treasurer and Chairman of the 
Audit Committee    

 
Lonnie Kossuth Ledbetter III 

 
Secretary and EVP Lender 
Services 

 
David Martin Cleff 

 
Assistant Secretary and EVP 
General  Counsel  

 

The minutes of the meetings of the Board of Directors, which were held during the period 

of the examination were reviewed and determined to be in accordance with the Company’s 

bylaws.  The attendance at such meetings, the elections of directors and officers and the 

approvals of investment transactions were reviewed and noted.   

Inspection of the Company’s files indicated that the Conflict of Interest Statement and the 

Ethics Code were distributed, completed and returned during the examination period. 

Insurance Holding Company System 

 The Company is a member of an insurance holding company system as defined in 

18 Del. C. §5001 (4) “Insurance Holding Company System”.  The Company’s Holding Company 

Registration Statements were properly filed with the Delaware Insurance Department for the 

years under examination. 

 The Company is a wholly owned subsidiary of SNIC.  SNIC is a wholly owned 

subsidiary of State National Intermediate Holdings, Inc. (SNIH) and is ultimately owned by 

SNC.  SNC was ultimately controlled by a Revocable Trust for which Lonnie Ledbetter and 
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Terry Ledbetter are majority Trust Grantors with other family members as minority Trust 

Grantors.  

 On June 25, 2014, SNC completed the sale of an aggregate of 31,050,000 shares of its 

common stock in a transaction referred to as the Private Placement.  The shares of common stock 

were sold to unrelated investors (mostly institutional investors), none of whom acquired 10% or 

more of the outstanding common stock of SNC.  Prior to the completion of the Private 

Placement, co-founders and brothers Lonnie K. Ledbetter and Terry L. Ledbetter, through trusts 

established by each of them (collectively, the "Ledbetter Family"), each held approximately 50% 

of the economic interest in the outstanding common stock of SNC.  SNC used approximately 

$190,600,000 of the net proceeds from the Private Placement to purchase and redeem 21,030,294 

shares of common stock from the Ledbetter Family.  The resulting controlling shareholders of 

SNC following the Private Placement continued to be the Ledbetter Family.  SNC subsequently 

filed a resale registration statement with the Securities and Exchange Commission for the benefit 

of the holders of the shares of the Private Placement and SNC's common stock began trading on 

November 3, 2014 on the NASDAQ Global Select Market under the symbol "SNC". 

 As of December 31, 2015, 28.485 percent of the outstanding common stock of SNC 

represents shares held by Terry Ledbetter individually and by trusts and a private foundation for 

which Terry Ledbetter is the grantor.  All other investors individually hold less than 10 percent 

of the outstanding common stock of SNC.   

 The following chart reflects ownership of USIC and other affiliates by its ultimate parent:   
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Public Investors 
each owning < 10%  

United Specialty 
Insurance Company 

(Delaware)

National Specialty 
Insurance Company 

(Texas)

State National Insurance 
Company, Inc. 

(Texas) 

State National 
Companies, Inc. 

(Delaware)

SNC Financial LP, LLC 
(Nevada) 

SNC Financial Group, 
LLC 

(Nevada) 

Terry Ledbetter  
(Individual)  

TBA Insurance Group, 
Ltd. 

(Texas)

State National Intermediate 
Holdings, Inc. 

(Texas) 

1% General Partner 

28.49%

99% Limited Partner 

71.51% 
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Intercompany Management and Service Agreements 

The Company was a party to numerous inter-company agreements, which were disclosed 

by the Company in its Form B Registration Statement filings with the Delaware Department of 

Insurance.  The agreements of significance are summarized as follows: 

Agreement for Management Services 

Effective April 1, 2006, by Addendum 4, the Company entered into an existing 

agreement (dated December 29, 1999) and addendums for management services with TBA 

Insurance Group, Ltd. (TBA), its upstream parent, which included SNIC and NSIC.  TBA 

provides management services to all of the insurance companies for the oversight of the 

Companies’ underwriting operations.   

Addendum 5 changed the termination date provision to the original agreement.  The 

addendum with a stated effective date of December 31, 2004 was approved with the Texas and 

Delaware Departments on November 14, 2006 and April 5, 2012 respectively.    

Fees incurred by the Company for such services were approximately $14,914,151 and 

$3,598,059 for 2015 and 2014 respectively.  The change in fees in 2015 was primarily due to a 

change in 2014 to include CUNA contract modification expense.  For the other prior years of 

examination, it was noted that the fees were in the same range.              

Agency Agreement 

Effective April 1, 2006, by Addendum 1, the Company entered into an existing 

agreement (dated January 1, 2003) and prior addendums with TBA that included SNIC and 

NSIC.  Addendum 1 was approved by the Department.  Managing general agent services 

included: soliciting lender services business or collateral protection insurance (CPI), mortgage 

protection insurance (MPI) and GAP insurance for financial institution borrowers; underwriting 

and payment of claims.     
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Effective September 1, 2007, Addendum 2 changed the provision related to payment and 

remitting of funds to USIC within 90 days as approved by the Texas Department of Insurance.  

This addendum was approved by the Delaware Department of Insurance on April 5, 2012.  

Tax Allocation Agreement 

Effective by the approval of the Department on July 19, 2007, the Company entered into 

an existing agreement (dated March 30, 1999) with State National Intermediate Holdings, Inc. 

(SNIH) that included SNIC and NSIC.   

The parent of SNIH, T.B.A and TBA’s parent SNC filed as Subchapter S corporations 

under the Internal Revenue Code until this status terminated on June 25, 2014.  Effective June 

26, 2014, SNC and TBA were included in the consolidated tax return with other affiliated 

parties.     

Financial Guaranty  

Effective April 1, 2007, USIC entered into a Financial Guaranty Agreement with SNIC 

and the Maine Bureau of Insurance.  In order to grant surplus lines eligibility to United Specialty, 

the Bureau required SNIC to agree to maintain USIC’s capital and surplus at a level no less than 

the regulatory action level for risk based capital or the minimum requirements for capital or 

surplus in Maine, which are each $500,000.  This agreement was submitted and approved by the 

Delaware Department of Insurance on April 5, 2012. 

External Agreements 

In addition to the above intercompany agreements, the Company had the following 

external agreements in effect at December 31, 2015: 

Custodial  

Effective October 17, 2005, the Company is party to a custodial agreement with Frost 

National Bank for the purpose of safekeeping invested assets.  Addendum 1, dated April 1, 2012, 
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added or changed provisions to ensure that the necessary and required safeguards protected the 

Company’s investments being held by the custodian in accordance with the guidelines of the 

NAIC Handbook.    

Investment Management 

Effective, March 1, 2006, the Company entered into an investment management 

agreement with Asset Allocation and Management Company, LLC (AAM) where AAM acts as 

investment manager and provides investment advisory services.  On May 2015, via amendment, 

the Investment Committee approved an increase in funding of the convertible portfolio.    

General Agents 

The Company utilized program managers to solicit, underwrite, and pay claims for its 

direct written business which is ceded 90% to 100% to external reinsurers.   

General Agent Audit Services 

Effective January 7, 2014, USIC along with SNIC and NSIC (collectively the 

“Company”) memorialized a formal engagement letter of a former agreement with Sutton Frost 

Cary, LLP to perform internal audits services on the Company’s Program Managers General 

Agents based upon agreed upon instructions from the affiliated insurers. 

 

TERRITORY AND PLAN OF OPERATION 

Territory 

As of December 31, 2015, USIC was licensed to transact multiple lines of insurance 

business in the state of Delaware.  Effective July 11, 2014, USIC converted from a domestic 

property and casualty insurer to a domestic surplus lines insurer.  The Company was eligible to 

write in the remaining 50 states and in the District of Columbia on a surplus lines basis.  
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Plan of Operation 

For the year ending 2015, per Schedule T approximately 72.7.0% or $388,562,682 of the 

Company's direct written premium was written in 6 states: California (29.3%), Texas (16.1%), 

Florida (13.1%), New York (6.9%); Colorado (3.8%), and Arizona (3.1%).  Direct premium 

written in all other states amounted to $145,498,820. 

The Company did not write any business in the only admitted state, Delaware.  However, 

on a surplus lines basis, the Company wrote the following business: general liability; commercial 

automobile; excess liability; property catastrophic, personal liability; professional liability, and 

inland marine. 

 The Company marketed its products through program managers and/or general agents 

(GAs).  In 2014, USIC began writing property catastrophic insurance along with SNIC and 

NSIC.   

Program Manager/GA Agreements 

At year-end 2015, the Company had agreements with 25 program managers/GAs that 

wrote the business, collected the premiums, and settled the claims by agreement with USIC.  

These program managers were also included in the reinsurance agreements considering the 

underwriting and claims guidelines were from the reinsurers.  The program managers provided 

settlement statements to the Company and reinsurers per the covenant condition noted within the 

contracts.  The Company utilizes an external CPA auditor, Sutton, Frost and Cary to perform 

audits of the program managers/GAs on semi-annual basis. 

A.M. Best Rating 

Based on A.M. Best’s current opinion of the consolidated financial condition and 

operating performance of the property and casualty members of SNC that operate under a group 

structure, the Company was assigned a rating of A (Excellent) for the year ended 2015. 
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REINSURANCE 

As of December 31, 2015, the Company’s reinsurance program consisted primarily of 

ceded reinsurance.  In the ordinary course of business, the Company reinsures certain risks to 

limit its maximum losses and protect itself from catastrophes.   

The Company is also a member of an inter-company pooling agreement (“Pooling 

Agreement”) with its parent SNIC and its affiliate NSIC, by Addendum 2, effective April 1, 

2006.  The Company’s share of the pool was 25% until changed to 35% by Addendum 3, 

effective January 1, 2012.  Effective July 1, 2012, Addendum 4 changed the termination 

provisions.  Under the Pooling Agreement, SNIC cedes 35% of all remaining policy liabilities 

(collateral protection), after cession to non-affiliates, to the Company and NSIC after the 

Company and NSIC retrocede all of its total policy liabilities to SNIC.  The impact of 

reinsurance on the premiums of the Company based on the pool in 2015 is shown below:  

 USIC  SNIC 
Direct Written Premiums $534,061,502 $575,882,916  
Assumed (other than inter-company) 0   941,772 
Gross Written Premiums  $534,061,502 $576,824,688 
   
Ceded:    
Property and casualty (program business) 534,056,113 465,072,201 

Quota Share Base 
                       
$           5,389 

 
$111,752,487  

   

Assumed from (ceded to) pool  
 

43,687,382   13,084,002 
Total Pool*  $ 43,692,771 $124,836,489  
   
Pooling Percentage* 35% 65% 
   
Net after Pooling  $43,692,771  $81,143,717*  

*Net pooled for SNIC includes NSIC 
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Ceded Reinsurance 

The Company cedes business to SNIC per the Pooling Agreement as discussed above, 

and to various third party reinsurers.  The 100% cessions to non-affiliated reinsurers of business 

are made prior to the cession of pooled business from the Company to SNIC.  The Company’s 

reinsurance program has historically included fixed and variable quota share treaty reinsurance 

from third party reinsurer’s on its program business.  Facultative reinsurance is also used when 

necessary to maintain limits within underwriting guidelines.  The Company also incorporated per 

risk excess of loss reinsurance on certain lines of business where applicable.    

 

FINANCIAL STATEMENTS 

The following pages contain a statement of assets, liabilities, surplus and other funds as 

of December 31, 2015, as determined by this examination, along with supporting exhibits as 

detailed below: 

Analysis of Assets, December 31, 2015 
Statement of Liabilities, Surplus and Other Funds, December 31, 2015 
Underwriting and Investment Exhibit, Statement of Income, December 31, 2015 
Capital and Surplus Account, Statement of Income, December 31, 2015 
Reconciliation of Capital and Surplus 
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Analysis of Assets 
As of December 31, 2015 

 

Assets
Non admitted 

Assets
Net Admitted 

Assets Notes

Bonds $     98,900,540  $    98,900,540 1

Preferred stocks          1,343,823          1,343,823 

Common Stocks            205,799             205,799 
Cash, Cash Equivalents and Short-term 
   Investments 9,306,614 9,306,614

Other invested assets 0 0

Subtotals, cash and invested assets $   109,756,775 $                0  $  109,756,775 

Investment income due and accrued            647,772             647,772 
Uncollected premiums and agents' 
   balances in the course of collection        11,848,776                    -        11,848,776 
Deferred Premiums, Agents' Balance 
   booked but not due 0 0 
Amounts recoverable from reinsurers

            286,021             286,021 

Current federal and foreign income tax
   recoverable and interest thereon 2,935,844 2,935,844 

Net deferred tax asset          1,439,299          1,439,299 
Aggregate Write-ins:     

Accounts receivable-agents-fees and taxes
       10,934,700        10,934,700 

Totals  $   137,849,186  $                 -  $  137,849,186 
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Statement of Liabilities, Surplus and Other Funds 
As of December 31, 2015 

 

Notes
Losses  $       3,798,289 2
Reinsurance payable on paid losses and LAE          5,296,088 
Loss adjustment expenses             664,884 2
Commissions payable, contingent commissions               16,891 
Other expenses 0 
Taxes, licenses and fees 0 
Current federal and foreign income taxes 0 
Unearned premiums         20,694,650 
Advanced premiums 0 
Dividendsdeclared and unpaid: Policyholders 0 
Ceded reinsurance premiums payable          9,539,857 
Funds held by company under reinsurance treaties 0 
Provisions for reinsurance 143,839 
Payable to parent, subsidiaries, and affiliates          3,802,015 
Aggregate write-ins:
Deferred ceding commissions         10,191,626 
Premium and agents' balances payable             304,926 
ISO fees payable          3,556,402 
Other Amounts payable under reinsurance contracts                4,202 
Total liabilities  $     58,013,668 

Common capital stock  $       3,500,000 
Gross paid in and contributed surplus         50,050,000 
Unassigned funds (surplus)         26,285,518 
Surplus as regards policyholders  $     79,835,518 
Totals  $   137,849,186 
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Underwriting and Investment Exhibit - Statement of Income 
As of December 31, 2015 

 
Notes

Premiums earned 42,141,944$      

Losses incurred 17,983,066$      

Loss adjustment expenses incurred 2,719,280          

Other underwriting expenses incurred 16,468,214        

Total underwriting deductions 37,170,560$      

Net underwriting gain (loss) 4,971,384$        

Net investment income earned 2,252,622          

Net realized capital gains or (losses) 83,692               

Net investment gain (loss) 2,336,314$        

Net gain (loss) from agents' or premiums balances charged off 0

Finance and service charges not included in premiums 0

Aggrgate write-ins:

Miscellaneous income 35                     

Total other income 35$                   

Net income after dividends to policyholders 7,307,733          

Dividends to policyholders 0

Net income, after dividends to policyholders 7,307,733$        

Federal and foreign income taxes incurred 258,668             

Net income 7,049,065$        

Surplus as regards policyholders, December 31, 2009 74,980,214$      

Net income (losses) 7,049,065          

Change in net unrealized gains and losses (91,592)             

Change in net deferred income tax (2,102,169)         

Change in non-admitted assets 0

Change in provision for reinsurance 0

Surplus adjustment: Paid in 0

Net change in capital and surplus for the year 4,855,304$        
Surplus as regards policyholders, December 31, 2010 79,835,518$      



United Specialty Insurance Company 
 
 

 17

Capital and Surplus Account 
As of December 31, 2015 

 

CAPITAL AND SURPLUS ACCOUNT
Surplus as regards policyholders, December 31, 2014 74,980,214$    

GAINS AND (LOSSES) IN SURPLUS
Net income 7,049,065$      
Change in net unrealized captial gains or losses (91,592)           
Change in net deferred income tax (2,102,169)      
Change in provision for reinsurance -                      
Surplus adjustments:

Paid in -                    
Dividends to stockholders
Change in surplus as regards policyholders for the year 4,855,304$      
Surplus as regards policyholder, December 31, 2015 79,835,518$    
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Reconciliation of Capital and Surplus 
 
 Common Paid-In Unassigned 

Stock Surplus Surplus Total 

Balance at January 1, 2010 $   3,500,000  $ 16,500,000  $11,335,123  $         31,335,123  
Capital Paid In - - -  - 
Surplus Paid In - - -  - 
Net income - - 2,167,489  2,167,489 
Change in net unrealized capital gains - - 19,943  19,943 
Change in net deferred taxes - - 186,183  186,183 
Change in nonadmitted assets - - (10,662) (10,662)
Change in provision for reinsurance - - -  - 

Balance at December 31, 2011 3,500,000 16,500,000 13,698,076  33,698,076 
Net income - - 1,859,215  1,859,215 
Change in net unrealized capital gains - - (31,260) (31,260)
Change in net deferred taxes - - 653,996  653,996 
Change in nonadmitted assets - - (4,753) (4,753)
Change in provision for reinsurance - - -  - 
Surplus Paid In (1) - 15,000,000 -  15,000,000   

Balance at December 31, 2012 3,500,000 31,500,000 16,175,274  51,175,274 
Net income - - 1,891,881  1,891,881   
Change in net unrealized capital gains - - 15,177  15,177 
Change in net deferred taxes -   742,481  742,481 
Change in nonadmitted assets - - 17,872  17,872 
Change in provision for reinsurance - - -  - 

Balance at December 31, 2013 3,500,000 31,500,000 18,842,685  53,842,685 
Net income - - 2,407,872  2,407,872 
Change in net unrealized capital gains - - (366) (366)
Change in net deferred taxes - - 180,023  180,023 
Change in nonadmitted assets - - -  - 
Change in provision for reinsurance - - -  - 
Surplus Paid In (2)   18,550,000   18,550,000 

Balance at December 31, 2014 $   3,500,000  $ 50,050,000  $21,430,214  $         74,980,214  

Net income - - 7,049,065  7,049,065 
Change in net unrealized capital gains - - (91,592) (91,592)
Change in net deferred taxes - - (2,102,169) (2,102,169)
Change in nonadmitted assets - - -  - 
Change in provision for reinsurance - - -  - 

Balance at December 31, 2015 $   3,500,000  $ 50,050,000  $26,285,518  $         79,835,518  
 
Operations is defined as: Net income tax, change in non-admitted assets, and change in provision for reinsurance. 
(1) 2011 capital contribution from Parent  
(2) 2014 capital contribution from Parent 
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SCHEDULE OF EXAMINATION ADJUSTMENTS 

No examination changes were made as a result of this examination. 

 

NOTES TO FINANCIAL STATEMENTS 

Note 1- Bonds                                                                                                              $98,900,540 

Long-term bonds constitute the largest category of assets at December 31, 2015, 

representing approximately 72% of reported total admitted assets. 98% of the Company’s long-

term bonds are rated as Class 1 or Class 2 by the NAIC as of December 31, 2015. 

 
Note 2 - Losses                                                           $   3,798,289 
Note 2 - Loss Adjustment Expenses                                                                                    664,884 
 $  4,463,173 

 
The Company’s aggregate reserve for Losses and LAE were reviewed during the 

examination and accepted.   

As part of the coordinated approach, the Department relied on the actuarial review by the 

Texas Department as lead in the “Pool” to conduct a review of the Company’s reserve 

methodologies and adequacy.  The review was based on information provided by the Company’s 

staff, and the reserve analysis performed by Lewis and Ellis, Inc.  The reserve analysis was 

performed on both a gross and net of reinsurance basis and did not address the collectability of 

reinsurance recoverables.  The conclusions set forth in TDI’s report are based on information 

provided by the Company, including the 2015 Annual Statements, and the related 2015 

Statement of Actuarial Opinion with underlying actuarial work papers. 

TDI performed an in-depth review of the analysis performed by Lewis and Ellis on the 

Company’s book of business by segment of business on both a gross and a net basis for loss, 

defense and cost containment (DCC) expense, and adjusting and other (A&O) expense.  TDI also 

reviewed the Company’s work papers which reconcile the year-end 2015 data to Schedule P and 
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performed independent testing for Schedule P.  TDI concluded that the year-end amounts were 

reconciled to the Schedule P amounts.  

Based on work performed, TDI concluded the Company’s carried December 31, 2015, 

gross and net loss and LAE reserves to be reasonably stated, and as such, no financial adjustment 

was required for examination purposes. 

 

SUBSEQUENT EVENTS 

The following events considered material occurred subsequent to the examination date: 

1.  Effective February 23, 2016, the Audit Committee minutes approved the Internal Audit 
Department Charter. 
 

2. The Board minutes of February 24, 2016, reflected approval of the following changes to 
its executive management staff: 

 Terry Ledbetter, Chairman and CEO 

 Matthew Anthony Freeman, President (New Hire) 
 

3. The filed 2016 Quarterly Statement of USIC as of September 30, 2016, reflected 
increased ownership percentage of Terry Ledbetter and trust from 28.485% (12/31/15) to 
29.118%.  The increase was as a result of the share repurchase program and also as part 
of the compensation plan for Terry Ledbetter.  
 

4. Effective December 1, 2016, USIC became eligible to write business on a surplus lines 
basis in the US Virgin Islands. 
 

5. Effective December 13, 2016, the Company filed a Form D and received approval from 
the Department for State National Insurance Company (SNIC) to contribute, a newly 
acquired insurer and redomesticated company, City National Insurance Company (TX) to 
USIC.  In addition, the Department approved the contribution by T.B.A. Insurance 
Group, Ltd. (TBA) of $25 million to USIC’s surplus.  The $25 million was contributed to 
USIC on December 22, 2016. 
 

6.  Effective, December 30, 2016, the Shareholders minutes reflected the following newly 
elected Board of Directors: 

 Terry Lee Ledbetter 

 Lonnie Kossuth Ledbetter 
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 Matthew Anthony Freeman 

 Eugene Elmer Becker 

 Marsha Ann Cameron 

 David Edward King 

 Fred Herbert Reichelt 
 

7. Effective, January 1, 2017, USIC acquired Fireman’s Fund Insurance Company.  The 
Ohio Department of Insurance approved the acquisition via Form A and Delaware 
approved the redomestication of Fireman Fund of Ohio to its state via Order No. 3355-
2017 including conversion as a domestic surplus lines insurer.  Also, the name of the 
Company was changed to Independent Specialty Insurance Company as noted on the 
Certificate of Authority and effective as of January 30, 2017. 

 

COMPLIANCE WITH PRIOR REPORT OF EXAMINATION 

The following is a summary of the recommendations contained in the prior 

examination report as of December 31, 2010, and comments regarding the Company's 

compliance during the current examination period. 

1. It is recommended that the Company cancel and execute new stock issuance to be 
consistent with its Articles as amended and as approved by the Board of Directors. 

 
The Company has complied with this recommendation. 

 
2. It is recommended that the Company submit, via Form D, Agreement for Management 

Services Addendum 5 for approval with the Department in accordance with 18 Del. C. 
§ 5005(a)(2)d. 
 
The Company has complied with this recommendation. 
 

3. It is recommended that the Company assure compliance with SSAP 25 and 18 Del. C. 
§ 5005(b) with regard to amounts paid to upstream parents. 

 
The Company has complied with this recommendation. 

 
4. It is recommended that the Company submit, via Form D, Agency Agreement 

Addendum 2 for approval with the Department.  
 

The Company has complied with this recommendation. 

5. It is recommended that the Company, via Form D, submit the Financial Guaranty 
Agreement to the Department for approval in accordance with 18 Del C § 5005(a)(2)d.   
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The Company has complied with this recommendation. 
 

6. It is recommended that the Company take steps to update the current Custodial 
Agreement with Frost Bank to the guidelines required by the “Handbook.” 

 
The Company has complied with this recommendation. 
 

7. It is recommended that the Company take the necessary steps to assure compliance 
with 18 Del. C. § 1805(e) and (f) with regard to specific duties of domiciled insurers 
relative to MGA's for which compliance is required. 

 
The Company has complied with this recommendation. 
 

8. It is recommended that the Company increase its fidelity bond coverage in regard to 
the suggested minimum amount as recommended by the NAIC.     

The Company complied with this recommendation under the current 
examination. 

 
SUMMARY OF RECOMMENDATIONS 

There were no recommendations noted in this report. 
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CONCLUSION 

 The assistance of TDI’s information systems and actuaries are acknowledged.  In 

addition, the assistance and cooperation of the Company’s outside audit firm, Ernst Young, LLP, 

and the Company’s management and staff were appreciated and are acknowledged.   

In addition to the undersigned, Steve Guest, CPA, CFE, Examination Supervisor 

participated in the examination.  

 Respectfully submitted, 

 

 
 Darryl Reese, CFE 

 Examiner-In-Charge 
 State of Delaware 
 
 
  
 
 Steve Guest, CFE 
 Supervisory Examiner 
 State of Delaware 


