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 San Francisco, California 
 July 10, 2009 
 
 
Honorable Steve Poizner 
Insurance Commissioner 
California Department of Insurance 
Sacramento, California 

 
 
Dear Commissioner: 

 

Pursuant to your instructions, an examination was made of the  

 

HOMESURE PROTECTION OF CALIFORNIA, INC. 

 

(hereinafter also referred to as the Company) at its home office located at 1625 N.W. 136th 

Avenue, Suite 200, Fort Lauderdale, Florida 33323.  The Company’s agent for service of process 

is National Registered Agents, Inc., 2875 Michelle Dr., Suite 100, Irvine, California  92606.  

 

SCOPE OF EXAMINATION 

 

The previous examination of the Company was made as of December 31, 2004.  This 

examination covers the four-year period from January 1, 2005 through December 31, 2008.  The 

examination included a review of the Company’s practices and procedures, an examination of 

management records, tests and analyses of detailed transactions, and an evaluation of assets and 

a determination of liabilities as of December 31, 2008, as deemed necessary under the 

circumstances.  

 

In addition to those items specifically commented upon in this report, other phases of the 

Company’s operations were reviewed including the following areas that require no further 

comment: fidelity bonds and other insurance; officers’, employees’ and agents’ welfare and 

pension plans; growth of the company; business in force by states; loss experience; accounts and 

records; and sales and advertising. 
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COMPANY HISTORY 

 

The Company was incorporated on February 6, 1979 under the laws of the State of California.  

The Company underwent a series of name changes prior to becoming HomeSure Protection of 

California, Inc. on February 26, 1999. 

 

In both 2007 and 2008, the Company paid ordinary dividends of $400,000 to its parent company, 

HomeSure of America, Inc. 

 

MANAGEMENT AND CONTROL 

 

The Company is a wholly-owned subsidiary of HomeSure of America, Inc.  The ultimate 

controlling entity is Cross Country Home Holdings, Inc.  The following chart depicts the 

relationship of the Company and its affiliates: 

 
 

HMS National, Inc.
(Florida)

HomeSure Services, Inc.
(Florida)

HomeSure Protection of California, Inc.
(California)

HomeSure of Virginia, Inc.
(Virginia)

HomeSure of America, Inc.
(Florida)

HomeSure of Arizona, Inc.
(Arizona)

Cross Country Home Services, Inc.
(Delaware)

Cross Country Home Holdings, Inc.
(Florida)
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The Company is managed by a board of directors.  The following is a listing of the board of 

directors and principal officers serving at December 31, 2008: 

 

Board of Directors 

 

Name and Residence  Principal Business Affiliation 
 
Howard L. Wolk Vice President 
Brookline, Massachusetts Cross Country Home Holdings, Inc. 
 
Jeffrey C. Wolk Vice President 
Brookline, Massachusetts Cross Country Home Holdings, Inc. 
 
Sidney D. Wolk Vice President 
Boston, Massachusetts Cross Country Home Holdings, Inc. 

 
Principal Officers 

 

Name Title 
 
Sandra C. Finn President 
Robert W. Judges* Secretary and Treasurer 
Howard L. Wolk Vice President 
L. Ashley Coke Vice President 
Thomas C. Canterberry Vice President 
Alfred C. Venditti, Jr Vice President 
 
* Effective February 3, 2009, Robert W. Judges resigned and was replaced by Tami L. Thraum.  

 

Management Agreement 

 

The Company does not have any employees.  Effective October 1, 1998, the Company modified 

its existing management agreement with its affiliate, Cross Country Home Services, Inc. 

(CCHS).  Under this agreement, CCHS manages the Company’s home warranty business, which 

includes appointing independent service contractors, settlement of claims, payment of expenses, 

accounting and regulatory matters.  Under the terms of the agreement, homeowner service 

charges collected by CCHS shall be held in a fiduciary capacity and paid to the Company within 

90 days after collection.  Direct costs are reimbursed on an actual cost basis and indirect costs are 
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allocated among the affiliates based on the percentage of home protection contracts each 

company writes within the CCHS group of companies during a given accounting period. 

Reimbursed indirect costs during 2008, 2007, 2006 and 2005 totaled $2,475,361, $2,024,761, 

$1,826,124 and $1,537,531, respectively. 

 

The Company is currently operating in accordance with the amended October 1, 1998 

management agreement.  However, it was not able to provide evidence that the amended 

agreement was submitted to the California Department of Insurance (CDI) for approval in 

accordance with California Insurance Code Section (CIC) 1215.5(b)(4). 

 

Additionally, CCHS is currently collecting premiums, submitting the payments to the Company 

within 90 days after collection, and investing the Company’s premiums along with premiums of 

other affiliated companies in a commingled investment account that is in the name of CCHS.  

These practices are not addressed in the Company’s management agreement with CCHS and do 

not meet the CDI’s guidelines for approval of management agreements.   

 

As the current management agreement does not provide for the collection and investment of 

premiums by CCHS and there is no evidence that the October 1, 1998 amended agreement was 

submitted to the CDI in accordance with CIC Section 1215.5(b)(4) for prior approval, it is 

recommended that the Company submit an amended agreement that would meet the CDI’s 

guidelines for approval of management agreements to the CDI for approval. 

 

Tax Sharing Agreement 

 

The Company’s federal income tax return is filed on a consolidated basis with its ultimate parent 

company, Cross County Home Holdings, Inc., pursuant to a tax sharing agreement effective 

March 1, 2005.  The annual tax liability of the participants to the agreement is based on the 

participants’ separate taxable income with credits for operating losses or other items used in the 

consolidated return. This tax sharing agreement was approved by the California Department of 

Insurance on October 12, 2005.  
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CORPORATE RECORDS 

 

California Insurance Code (CIC) Section 735 requires that the board of directors be informed of 

the receipt of the examination report from the California Department of Insurance and a 

statement be entered in the minutes that it was so informed.  The Company informed the board of 

the officially filed report per a written memo.  However, a review of the board minutes failed to 

provide any statements pertaining to the receipt of the examination report by the board.  As such, the 

Company is not in compliance with CIC Section 735.  This violation was also mentioned in the 

three prior examination reports.  It is again recommended that the Company comply with CIC 

Section 735. 

 

TERRITORY AND PLAN OF OPERATION  

 

The Company is licensed to write home protection contracts only in the State of California.  The 

Company’s management agreement with Cross Country Home Services, Inc. provides marketing 

services though HMS National, Inc., an affiliated company.  Contracts are also written by third 

party clients including GMAC Mortgage, LLC., Bank of America, N.A., and CitiMortgage, Inc.  

The Company uses Company approved independent contractors throughout California for 

servicing claims, subject to oversight and monitoring by the Company’s staff. The Company also 

sells directly to the public through its web site and its service centers in Fort Lauderdale, Florida 

and Anderson, South Carolina. 

 

Net contract fees written during 2008, 2007, 2006 and 2005 totaled $6,182,497, $5,013,338, 

$4,119,353 and $3,766,440, respectively.  

 

REINSURANCE 

 

The Company did not assume or cede reinsurance during the period covered by this examination. 
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FINANCIAL STATEMENTS 

 

The financial statements prepared for this examination report include: 

 

 Statement of Financial Condition as of December 31, 2008 
 
 Underwriting and Investment Exhibit for the Year Ended December 31, 2008 
 
 Reconciliation of Surplus as Regards Contractholders from December 31, 2004  
      through December 31, 2008 
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Statement of Financial Condition 
as of December 31, 2008 

 
 
 Ledger and 
 Nonledger Assets Not Net Admitted 
Assets Assets                 Admitted       Assets             Notes 
 
Bonds $  5,097,115 $ $   5,097,115 
Cash and short-term investments      409,226          409,226 (1) 
Home protection contract fees receivable   3,638,822   1,210,927      2,427,895 
Receivable from affiliated companies      211,947          211,947 (2) 
Federal income tax recoverable      753,321          753,321 (3) 
Interest, dividends and real estate income 
     due and accrued          44,961                               44,961 
 
Total assets $ 10,155,392 $ 1,210,927 $   8,944,465 
 
 
Liabilities, Surplus and Other Funds 
 
Claims adjusted and unpaid or in process of adjustment   $     298,771 (4) 
Claims service expense            47,437 
Other expenses              2,673 
Taxes, licenses and fees             50,557 
Federal income taxes payable       1,185,440 (5) 
Unearned home protection contract fees       2,487,765 
Advance premiums              4,542 
 
     Total liabilities       4,077,185 
 
Common capital stock  $    20,000 
Gross paid-in and contributed surplus      902,604 
Unassigned funds (surplus)   3,957,176 
Less:  Treasury stock, at cost       (12,500) 
 
     Surplus as regards contractholders       4,867,280 
 
Total liabilities, surplus and other funds   $  8,944,465 
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Underwriting and Investment Exhibit 
for the Year Ended December 31, 2008 

 

Statement of Income 

 

Underwriting Income 

 
Home protection contract fees earned  $5,769,573 
 
Deductions: 
     Claims incurred $1,544,428 
     Claims service expenses incurred   1,061,063 
     Other expenses incurred   2,475,360 

Total underwriting deductions    5,080,851 

Net underwriting gain       688,722 

 
Investment Income 
 
Net investment income earned $    213,452 
Net realized capital loss      (131,187) 
 
Total investment gain         82,265 
 
Net income before federal income taxes       770,987 
 
Federal income taxes incurred        345,025 
 
Net income  $    425,962 
 
 

Capital and Surplus Account 

 

Surplus as regards contractholders, December 31, 2007  $4,468,559 
 

Net income $   425,962 
Change in nonadmitted assets    (124,643) 
Dividends paid to stockholders    (400,000) 
Change in deferred tax asset      497,402 
 
Change in surplus as regards contractholders for the year      398,721 
 

Surplus as regards contractholders, December 31, 2008  $4,867,280 
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Reconciliation of Surplus as Regards Contractholders 
from December 31, 2004 through December 31, 2008 

 
 
 
Surplus as regards contractholders, December 31, 2004, 
     per Examination   $3,866,136 
 
 Gain in Loss in 
 Surplus      Surplus  

Net income $1,703,963 $                 
Change in nonadmitted assets  656,141 
Dividends to stockholders   800,000 
Change in deferred tax assets      753,322    
 
Total gains and losses $2,457,285 $1,456,141 
 
Increase in surplus as regards contractholders     1,001,144 
 
Surplus as regards contractholders, December 31, 2008, 
    per Examination   $4,867,280 
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COMMENTS ON FINANCIAL STATEMENT ITEMS 

 

(1) Cash and Short-term Investments 

 

As noted in the Management and Control – Management Agreement section of this report, 

CCHS is acting in a fiduciary capacity and submitting premiums to the Company within 90 days 

after collection.  Although the Company has an established California bank account it continues 

to comingle its funds with its affiliates, in a bank account maintained by CCHS in the State of 

Massachusetts.  Pursuant to California Insurance Code Section 1104.1, Company funds should 

be deposited in an account located in the State of California.  It is recommended that the 

Company discontinue commingling its funds with its affiliates and deposit its funds in its 

California bank account or establish a proper fiduciary account.  

 

(2) Receivable from Affiliated Company 

 

Subsequent to the filing of its 2008 Annual Statement, the Company reduced its intercompany 

receivable balance by $101,739.  As the amount was not considered material, no examination 

adjustment was made. 

 

(3) Federal Income Tax Recoverable 

 

The Company’s methodology for measuring temporary book and tax differences is not in 

compliance with Statements of Statutory Accounting Principles No. 10,  paragraph 6a, which 

states that "Temporary differences are identified and measured using a balance sheet approach 

whereby statutory and tax basis balance sheets are compared." During the review of this account, 

it was noted the Company's worksheet used Generally Accepted Accounting Principles income 

amounts and did not clearly identify the statutory and tax basis accounts.  It is recommended the 

Company use the statutory balance sheet approach to assure completeness and accuracy of the 

deferred tax inventories particularly in the tax basis calculations.  The overall effect was not 

considered material; therefore, no examination adjustment was made.   
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(4) Claims Adjusted and Unpaid or in Process of Adjustment 

 

The Company’s reserve for claims adjusted and unpaid was tested using a three-month loss 

development.  Based on the results of the test, no adjustment was made to the Company’s claims 

reserve reported as of December 31, 2008. 

 

(5) Federal Income Tax Payable 

 

The tax sharing agreement with Cross County Home Holdings, Inc (CCHH) requires a quarterly 

estimated tax payment based on the adjusted annualized pre-tax book income and an annual 

reconciliation and settlement.  The Company has not made the quarterly or the annual 

settlements since 2003 which has resulted in the intercompany federal income tax payable to 

accumulate each year to its present balance of $1,185,440.  It is recommended that the Company 

settles its federal income taxes in accordance with its intercompany tax sharing agreement. 

 

SUMMARY OF COMMENTS AND RECOMMENDATIONS 

 

Current Report of Examination 

 

Management and Control – Management Agreement (Page 4):  It is recommended that the 

Company submit an amended agreement that would meet the California Department of 

Insurance’s (CDI) guidelines for approval of management agreements to the CDI for approval in 

accordance with California Insurance Code (CIC) Section 1215.5(b)(4). 

 

Corporate Records (Page 5):  It is again recommended that the Company comply with CIC 

Section 735. 

 

Comments on Financial Statement Items – Cash and Short-Term Investments (Page 10): It is 

recommended that the Company discontinue commingling its funds with its affiliates and deposit 

its funds in its California bank account or establish a proper fiduciary account.  
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Comments on Financial Statement Items – Federal Income Tax Recoverable (Page 10):  It is 

recommended that the Company use the statutory balance sheet approach to assure completeness 

and accuracy of the deferred tax inventories particularly in the tax basis calculations in 

accordance with Statements of Statutory Accounting Principles No. 10, paragraph 6a. 

 

Comments on Financial Statement Items – Federal Income Tax Payable (Page 11):  It is 

recommended that the Company settle its federal taxes in accordance with its intercompany tax 

sharing agreement. 

 

Previous Report of Examination 
 

Corporate Records (Page 4):  It was recommended that the Company provide the Report of 

Examination to the board of directors for review in accordance with California Insurance Code 

Section 735.  The board minutes failed to provide any statements pertaining to the receipt of the 

examination report by the board.  The Company is still not in compliance.  

 

Accounts and Records (Page 5):  It was recommended that the Company record and report 

income taxes per Statements of Statutory Accounting Principles No. 10.  The Company has not 

complied with this recommendation and the same recommendation has been repeated in the 

current examination. 

 

Comments on Financial Statement Items – Bonds (Page 9):  It was recommended that the 

Company replace the unqualified custodian and unapproved agreement with a California 

Department of Insurance approved custodian and agreement.  The Company has complied with 

this recommendation. 

 

Comments on Financial Statement Items – Cash and Short-Term Investments (Page 11):  

Company funds should be deposited in an account located in the State of California pursuant to 

California Insurance Code Section 1104.1.  The Company has partially complied with this 

recommendation by establishing a bank account in California.  However, Company funds 

continue to be commingled with its affiliate’s funds in a Massachusetts bank account. 
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Respectfully submitted, 

 

 

 

_____________/s/_____________________ 

Sandra Bailey, CFE  
Examiner-In-Charge 
Senior Insurance Examiner 
Department of Insurance 
State of California 


