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Los Angeles, California
December 9, 2008

Honorable Steve Poizner

Insurance Commissioner
California Department of Insurance
Sacramento, California

Dear Commissioner:

Pursuant to your instructions, an examination was made of the

REHAK ASSOCIATES MOBILE SERVICES, INC.
(DBA RAM HOME WARRANTY)

(hereinafter also referred to as the Company) at its home office located at 43300 Business Park
Drive, Suite 208, Temecula, California 92592.

SCOPE OF EXAMINATION

The previous examination of the Company was made as of December 31, 2003. This examination
covers the period from January 1, 2004 through December 31, 2007. The examination included a
review of the Company’s practices and procedures, an examination of management records, tests
and analyses of detailed transactions within the examination period, and an evaluation of the assets
and a determination of liabilities as of December 31, 2007, 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: company
history; fidelity bonds and other insurance; officers’, employees’ and agents’ welfare and pension

plans; growth of company; business in force by states; loss experience; and sales and advertising.



MANAGEMENT AND CONTROL

The Company is wholly owned by John and Melinda Mazurkiewitz, husband and wife. The
following abridged organizational chart depicts the Company’s ultimate controlling persons, the

Company, and those affiliates with which the Company has management and services arrangements:

John and Melinda Mazurkiewitz,
Husband and Wife

Rehak Associates Mobile Services, Inc.
dba RAM Home Warranty
(CA)

RAMSPEC, Inc.
(CA)

Advantage Services Company
(CA)

(*) all ownership is 100%

Management of the Company is vested in a two-member board of directors elected annually. A

listing of the members of the board and principal officers serving on December 31, 2007 follows:

Directors
Name and Residence Principal Business Affiliation
John M. Mazurkiewitz President
Temecula, California RAM Home Warranty
Melinda M. Mazurkiewitz Vice President and Treasurer
Temecula, California RAM Home Warranty



Principal Officers

Name Title

John M. Mazurkiewitz President

Melinda M. Mazurkiewitz Vice President and Treasurer
Management Agreement

Business Management Agreement: The Company does not have any employees. On
December 15, 1994, the Company entered into a Business Management Agreement with its affiliate,
Advantage Services Company (ASC), which is also owned by John and Melinda Mazurkiewitz.
Under the terms of the agreement, effective on January 1, 1995, ASC agreed to operate and manage
all the Company’s business. In return for the services provided to the Company, ASC is
compensated on a cost basis. The fees paid by the Company for 2004, 2005, 2006, 2007 were
$1,639,996, $1,603,696, $1,543,443, and $758,920, respectively.

The Company failed to disclose the agreement in its Holding Company (Form B) filings each year

pursuant to California Insurance Code (CIC) Section 1215.4(b)(3)(E). It is recommended that the
Company comply with the CIC Sections 1215.4(b)(3)(E).

CORPORATE RECORDS

California Insurance Code (CIC) Section 735 states that the Company must inform the board
members of the receipt of the examination report. The board should be informed of the report both
in the form first formally prepared by the examiners and in the form as finally settled and officially
filed by the commissioner. The board must also enter that fact in the board minutes. A review of the
board minutes disclosed that the Company failed to document the receipt and review of the
examination report in the minutes. Itis recommended that the Company implement procedures in its

board meetings to ensure compliance with California Insurance Code (CIC) Section 735.



TERRITORY AND PLAN OF OPERATION

The Company is licensed to transact home protection business in California only. The Company
writes business in the counties of Los Angeles, Orange, Riverside, San Bernardino, San Diego,

Kern, Imperial, Santa Barbara, and Ventura.

The Company’s contract fees written declined from $5,413,344 in 2004 to $2,103,601 in 2007. The
Company issues home protection contracts to the owners of single family housing, mobile homes,
and multiple units housing. All contracts provide coverage for a period of twelve months. The
contracts obligate the Company to repair or replace covered items that become inoperable due to
normal wear and tear during the contract period. The following systems are covered under a
standard contract: heating, plumbing, electrical, appliances including most built-ins, water heater,
garage door opener and pest control. For an additional charge, the Company offers coverage for:
central air conditioning (electric only), pool and spa equipment, washer, dryer, refrigerator, and

limited roof repair coverage.

The average fee per contract issued and renewed during 2007 was $433. The contractholder is

required to pay a deductible of $50 for each trade call.

REINSURANCE

The Company did not assume or cede any reinsurance during the examination period.

FINANCIAL STATEMENTS

The financial statements prepared for this examination report include:

Statement of Financial Condition as of December 31, 2007
Underwriting and Investment Exhibit for the Year Ended December 31, 2007

Reconciliation of Surplus as Regards Contractholders
from December 31, 2003 through December 31, 2007
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Assets

Bonds

Stocks:
Preferred
Common

Mortgage loans on real estate:
First liens

Cash on hand and on deposit:
Cash in the company's office
Cash on deposit

Home protection contract fees receivable

Federal income tax recoverable

Total assets

Liabilities, Surplus and Other Funds

Losses

Loss adjustment expenses
Other expenses

Taxes, licenses and fees
Unearned premiums

Total liabilities

Common capital stock
Unassigned funds (surplus)

Surplus as regards contractholders

Total liabilities, surplus and other funds

Statement of Financial Condition

as of December 31, 2007

Ledger and
Nonledger Net Admitted
Assets Assets Notes
$ 1,453,900 $ 1,453,900 1), (@
126,000 126,000 (1), (3)
351,755 351,755 (1), (3)
436,456 436,456
150 150
2,381,409 2,381,409 (1), (4)
29,485 29,485
7,834 7,834 (5)
$ 4,786,989 $ 4,786,989
$ 30,871
1,963
3,686
(22,359) (6)
849,440
863,601
$ 40,740
3,882,648
3,923,388
$ 4,786,989



Underwriting and Investment Exhibit
for the Year Ended December 31, 2007

Statement of Income

Underwriting Income

Home protection contract fee earned $ 2,504,175
Deductions:
Losses incurred $ 971,794
Loss expenses incurred 644,100
Other underwriting expenses incurred 761,180
Total underwriting deductions 2,377,074
Net underwriting gain 127,101

Investment Income

Net investment income earned $ 184,268
Net realized capital loss (915)
Net investment gain 183,353

Other Income

Trade call fees, claim reimbursements $ 244,485

Total other income 244,485
Net income before federal income taxes 554,939
Federal income taxes incurred 191,646
Net income $ 363,293

Capital and Surplus Account

Surplus as regards contractholders, December 31, 2006 $ 3,560,095
Net income $ 363,293

Change in surplus as regards contractholders for the year 363,293
Surplus as regards contractholders, December 31, 2007 $ 3,923,388



Reconciliation of Surplus as Regards Contractholders
from December 31, 2003 through December 31, 2007

Surplus as regards contractholders, December 31, 2003,
per Examination

Gain in
Surplus

Net income $ 1,815,990
Totals $ 1,815,990

Net increase in surplus as regards contractholders for
the examination period

Surplus as regards contractholders, December 31, 2007,
per Examination

$ 2,107,398

1,815,990

$ 3,923,388



COMMENTS ON FINANCIAL STATEMENT ITEMS

(1) Bonds, Stocks, and Cash on Deposit

The Company maintains its bonds, stocks, and some cash in the total amount of approximately
$3,090,000 in brokerage accounts with Financial Northeastern Companies (FNC), a subsidiary of
Bear Stearns Securities Corporation, and Fidelity Investments, Inc. (Fidelity). Pursuant to California
Insurance Code Section (CIC) Section 1104.9, FNC and Fidelity are not qualified security
custodians. It is recommended that the Company transfer its securities to a custodian that meets the
requirements of CIC Section 1104.9. This recommendation was also made in the prior examination

report.

(2) Bonds

The Company reported bonds at cost in its Annual Statement. Pursuant to the Statements of
Statutory Accounting Principles (SSAP) No. 26, the bonds should be reported at amortized cost.
The financial effect due to improper recordings of the bonds was immaterial. Therefore, no
examination adjustment was made for the purposes of this examination. However, it is

recommended that the Company comply with SSAP No. 26.

(3) Preferred Stocks and Common Stocks

The Company reported common and preferred stocks at cost in its Annual Statement. According to
SSAP No. 30 and 32, the common and preferred stocks should be reported at fair value. Unrealized
gains or losses should be recorded as a direct credit or charge to the unassigned funds (surplus). Due
to improper reporting of the common and preferred stocks, the Company overstated its assets, and
thus its surplus, by approximately $240,000 on its balance sheet. No examination adjustment was
made for purposes of this examination. However, it is recommended that the Company comply with
SSAP No. 30 and 32.



(4) Cash on Deposit

Pursuant to SSAP No. 2, certificates of deposits (CDs) with maturity dates within one year or less
from the acquisition date should be classified as cash. A review of the captioned account disclosed
that the Company reported CDs with maturity dates in excess of one year from the acquisition date
as cash on its balance sheet. These CDs should have been classified as bonds, pursuant to SSAP
No. 26. Asaresult, the Company overstated its cash by $1,554,513 and understated its investment
in bonds by the same amount. It is recommended that the Company comply with SSAP No. 2 and
26.

(5) Federal Income Tax Recoverable

A review of the captioned account disclosed that the Company did not value and report the account
balance in accordance with the statutory accounting requirements of SSAP No. 10. The Company
calculated and reported the account balance based on Generally Accepted Accounting Principles
(GAAP). The financial impact due to improper calculating and reporting of the account balance was
not material. Therefore, no examination adjustment was made. However, it is recommended that

the Company comply with SSAP No. 10.

(6) Taxes, Licenses, and Fees

The captioned account was reported as a reduction of liabilities (debit balance) due to overpayments

of California premium tax during the year.

SUMMARY OF COMMENTS AND RECOMMENDATIONS

Current Report of Examination

Management and Control — Management Agreement (Page 3): It is recommended that the Company
comply with California Insurance Code (CIC) Section 1215.4(b)(3)(E).



Corporate Records (Page 3): It is recommended that the Company implement procedures in its

board meetings to ensure compliance with CIC Sections 735.

Comments on Financial Statement Items — Bonds, Stocks, and Cash on Deposit (Page 8): It is
recommended that the Company comply with CIC Section 1104.9 by moving all its securities in the
brokerage accounts to a qualified custodial account. The similar recommendation was made in the

prior examination report.

Comments on Financial Statement Items — Bonds (Page 8): It is recommended that the Company

comply with Statements of Statutory Accounting Principles (SSAP) No. 26.

Comments on Financial Statement Items — Preferred Stocks and Common Stocks (Page 8): It is

recommended that the Company comply with SSAP No. 30 and 32.

Comments on Financial Statement Items — Cash on Deposit (Page 9): It is recommended that the

Company comply with SSAP No. 2 and 26.

Comments on Financial Statement Items — Federal Income Tax Recoverable (Page 9): It is

recommended that the Company comply with SSAP No. 10.

Previous Report of Examination

Corporate Records (Page 3): It was recommended that the Company comply with California

Insurance Code (CIC) Section 1200 and 1201. The Company has complied.
Bonds and Stocks (Page 13): It was recommended that the Company transfer its securities in

brokerage accounts to a qualified custodian to comply with CIC Section 1104.9. The Company has
not complied with CIC Section 1104.9.
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The courtesy and cooperation extended by the Company’s officers and Advantage Services

Company’s employees during the course of this examination are hereby acknowledged.

Respectfully submitted,

IS/
Tony Tran, CFE
Examiner-In-Charge
Associate Insurance Examiner
Department of Insurance
State of California
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