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Honorable Theodore K. Nickel 
Commissioner of Insurance 
State of Wisconsin 
125 South Webster Street 
Madison, Wisconsin 53703 
 
 
Commissioner: 

 In accordance with your instructions, a compliance examination has been made of 

the affairs and financial condition of: 

SU INSURANCE COMPANY 
Oak Creek, Wisconsin 

 
and this report is respectfully submitted. 

 

I.  INTRODUCTION 

 The previous examination of SU Insurance Company (SUIC or the company) was 

conducted in 2008 as of December 31, 2007.  The current examination covered the intervening 

period ending December 31, 2011, and included a review of such 2012 and 2013 transactions as 

deemed necessary to complete the examination. 

 The examination was conducted using a risk-focused approach in accordance with 

the NAIC Financial Condition Examiners Handbook, which sets forth guidance for planning and 

performing an examination to evaluate the financial condition and identify prospective risks of an 

insurer.  This approach includes the obtaining of information about the company including 

corporate governance, the identification and assessment of inherent risks within the company, 

and the evaluation of system controls and procedures used by the company to mitigate those 

risks.  The examination also included an assessment of the principles used and significant 

estimates made by management, as well as an evaluation of the overall financial statement 
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presentation and management’s compliance with statutory accounting principles, annual 

statement instructions, and Wisconsin laws and regulations. 

 The examination consisted of a review of all major phases of the company's 

operations and included the following areas: 

 History 
 Management and Control 
 Corporate Records 
 Conflict of Interest 
 Fidelity Bonds and Other Insurance 
 Employees' Welfare and Pension Plans 
 Territory and Plan of Operations 
 Affiliated Companies 
 Growth of Company 
 Reinsurance 
 Financial Statements 
 Accounts and Records 
 Data Processing 
 
 Emphasis was placed on the audit of those areas of the company's operations 

accorded a high priority by the examiner-in-charge when planning the examination.  Special 

attention was given to the action taken by the company to satisfy the recommendations and 

comments made in the previous examination report. 

 The company is annually audited by an independent public accounting firm as 

prescribed by s. Ins 50.05, Wis. Adm. Code.  An integral part of this compliance examination was 

the review of the independent accountant's work papers.  Based on the results of the review of 

these work papers, alternative or additional examination steps deemed necessary for the 

completion of this examination were performed.  The examination work papers contain 

documentation with respect to the alternative or additional examination steps performed during 

the course of the examination.  Wipfli, LLP, provides the auditing services for the company, while 

the company utilizes Strohm Ballweg, LLP, for non-audit and various other consulting services. 
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II.  HISTORY AND PLAN OF OPERATION 

 The company was organized in 2005 under its present name pursuant to the laws of 

the state of Wisconsin on March 7, 2005, and commenced business on April 26, 2005.  The 

company was formed with $7 million in capital, consisting of $2 million in common stock and 

$5 million in surplus notes.  The company was formed to underwrite the Equipment Maintenance 

Insurance program of its affiliate, Specialty Underwriters LLC, which had formerly been placed 

with The Continental Insurance Company.  In 2006, the company’s capitalization was increased 

by issuance of an additional $2 million surplus note. 

 SUIC entered into a quota share reinsurance agreement effective December 1, 2006, 

with State National Insurance Company, whereby SUIC assumes business fronted on its behalf in 

states in which it is not yet licensed.  This arrangement led to a significant increase in premiums 

in 2007. 

 As of December 31, 2011, the company was licensed in 12 states which were 

Indiana, Iowa, Kentucky, Louisiana, Michigan, Minnesota, Missouri, Pennsylvania, 

South Carolina, South Dakota, Vermont and Wisconsin.  The company became licensed in 

Arizona, Florida, Georgia, Illinois, Kansas, Maryland, Mississippi, New Jersey, North Carolina, 

Ohio, Tennessee and Virginia during 2012 and 2013.  The company is now licensed in 24 states.  

Applications for licensure are pending in Alabama and Washington.  The near-term plan for 

expansion is to become licensed in those states in which Specialty Underwriters LLC (hereinafter 

also SU LLC) has existing clients.  Once this is achieved, the company will consider further 

expansion to regions and states it views as most likely to be profitable. 

 In 2011, the company wrote business in 5 of the 12 jurisdictions in which it was 

licensed.  The distribution of direct premiums written in 2011 by state was as follows: 

Iowa $4,004,807 53.4%
Louisiana 3,106,874 41.4 
Michigan 69,106 0.9 
Missouri 6,164 0.1 
Wisconsin      311,253     4.2 
   
Total $7,498,204 100.0%
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 It is important to note that the company’s fronting arrangement with State National 

Insurance Company allows the company to assume risks in states in which it is not licensed and 

that the total direct and net premium written for 2011 was $7,498,204 and $7,721,918, 

respectively.  This fronting arrangement allows SU LLC to retain its client base and increase its 

production while its affiliate, SU Insurance Company, proceeds with its territorial expansion.  The 

company pays 22% commission on assumed business and 18% commission on direct business. 

 The major product marketed by the company is Equipment Maintenance Insurance 

(EMI), an occurrence-basis type of inland marine insurance.  The actual contract is referred to as 

an equipment maintenance policy, where the company insures against loss resulting from 

“…fortuitous corrective maintenance costs for the scheduled equipment caused by electrical or 

mechanical breakdown, human error, power surge fluctuations within one hundred feet of the 

building in which the affected item of scheduled equipment is located, and environmental 

changes.”  There are significant exclusions, such as “Fire, lightning, windstorm, civil commotion, 

hail… and perils generally covered under the insurance industry standard ICO, boiler and 

machinery, electronic data processing and ‘all risk’ property forms.”  The policies are accounted 

for on an annual basis.  Policies are never written for over one year; they have varying premium 

modes ranging from monthly to quarterly, with monthly terms typically selected by hospitals and 

universities and quarterly terms typically selected by municipalities.  There is a significant amount 

of endorsement activity throughout the year as equipment changes occur.  SU LLC has survey 

teams that inspect equipment to be insured. 

 Insureds can modify certain of the named perils via an endorsement.  On each policy, 

the first endorsement is the company agreeing to insure the client in accordance with the terms of 

the insurance contract where the premium mode and amounts are specified.  Subsequent 

endorsements may modify named perils subject to limits noted on the endorsement to include 

such perils as terrorism and routine maintenance items installed on a service call prompted by a 

fortuitous event.  Most contracts have multiple endorsements which are tailored to the specific 

entity.  For example, a hospital may include an endorsement whereby it would cover the 

replacement of what is the equivalent of a bulb for an x-ray machine on an endorsement.  There 
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is also a type of endorsement that is used mostly by municipalities where the insured’s own 

personnel (i.e., audio/visual technician or school maintenance person) who is familiar enough 

with the equipment to diagnose the problem, remove the part and send it in will do so and the 

company will pay a stipend of $35 per hour for the insured’s personnel for that effort.  

 SU LLC has been doing substantially the same business for over 30 years with 

respect to providing EMI and related products.  As a consequence of being in the field for this 

length of time, SU LLC has established long-standing relationships with field repair vendors and 

suppliers.  As part of the service provided to SU LLC insureds, SU LLC will dispatch authorized 

repair persons to perform the services.  Generally, repair persons are sent the same day or within 

24 hours.   

 Specialty Underwriters LLC provides services to SU Insurance Company pursuant to 

an Agency Agreement dated January 1, 2009.  The functions outsourced to Specialty 

Underwriters LLC under such Agency Agreement include the following:  (1) preparation and 

receipt of applications for insurance; (2) the accumulation and presentation of information for 

purposes of underwriting insurance; (3) the assembly and delivery of policies, endorsements, 

certificates and renewals for insurance in the forms approved by SU Insurance Company from 

time to time; (4) cancellation or nonrenewal of policies, endorsements or certificates for insurance 

upon the request of SU Insurance Company; and (5) assistance with the administration of 

insurance claims. 

 The following table is a summary of the net insurance premiums written by the 

company in 2011.  The growth of the company is discussed in the “Financial Data” section of this 

report. 

Line of Business 
Direct 

Premium 
Reinsurance 

Assumed 
Reinsurance 

Ceded 
Net 

Premium 
     
Inland marine $7,498,204 $223,714 $0 $7,721,918 
     
Total All Lines $7,498,204 $223,714 $0 $7,721,918 
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III.  MANAGEMENT AND CONTROL 

Board of Directors 

 The board of directors consists of five members.  All directors are elected annually to 

serve a one-year term.  Officers are elected at the annual shareholder meeting.  The board 

members currently receive no compensation for serving on the board with the exception of 

Thomas J. Nichols who is compensated at his regular hourly rate as counsel to the company. 

 Currently the board of directors consists of the following persons: 

Name and Residence Principal Occupation Term Expires 
 
Michael H. Polaski  Chief Executive Officer 2013 
Oak Creek, Wisconsin SU Group LLC and Affiliates  
   
Michael J. Polaski  Director of Account Management 2013 
Oak Creek, Wisconsin SU Insurance Company  
   
Jennifer A. McFarland Childrearing 2013 
Oak Creek, Wisconsin   
   
Thomas J. Nichols  Shareholder  2013 
Elm Grove, Wisconsin Meissner Tierney Fisher & Nichols, S.C.   
   
Sarah M. McLean  Childrearing  2013 
Franksville, Wisconsin   
   
Officers of the Company 

 The officers serving at the time of this examination are as follows.  It should be noted 

that only Michael J. Polaski is compensated from the funds of SU Insurance Company.  He is 

paid a fixed salary along with a discretionary bonus and other fringe benefits.  However, 

commissions are paid to SU LLC for agent services and Michael H. Polaski and Michael J. 

Polaski are compensated through their ownership participations in SU LLC and other SU Group 

entities.  Additionally, Michael H. Polaski owns 100% of SU Insurance Company. 

Name Office 
2011 

Compensation 
   
Michael H. Polaski President/Treasurer $          0 
Michael J. Polaski Vice President  111,600 
Mary B. Donohue Secretary  0 
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Committees of the Board 

 The company's bylaws allow for the formation of certain committees by the board of 

directors.  The committees at the time of the examination are listed below: 

Investment Committee Audit Committee 
Michael J. Polaski, Chair Thomas J. Nichols, Chair 
Michael H. Polaski Sarah M. McLean  
Thomas J. Nichols Jennifer A. McFarland  
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IV.  AFFILIATED COMPANIES 

 SU Insurance Company is a member of a holding company system.  The 

organizational chart below depicts the relationships among the affiliates in the group.  A brief 

description of the significant affiliates follows the organizational chart.  As noted on the 

organizational chart, Michael H. Polaski is the ultimate controlling person of SU Group.  However, 

of those entities, only two entities have a functional relationship with SUIC.  Those entities are 

SU LLC and Mediserve, Inc.  SU LLC is the primary entity that writes the business and processes 

premiums for SUIC.  Mediserve, Inc., is a sub-agency of SU LLC that is primarily responsible for 

obtaining and maintaining client relationships with medical entities, such as hospitals and 

university medical centers.  SU Group LLC owns the surplus notes, but has no other functional or 

operational transactions with SUIC.   
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Organizational Chart 
of Insurance-Related Affiliates 

As of December 31, 2011 
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Specialty Underwriters LLC 

 Specialty Underwriters LLC, the company’s sole general agency with over 30 years 

of experience in the industry, provides sales and administrative support.  As of December 31, 

2011, the audited financial statements of SU LLC reported assets of $12,707,304, liabilities of 

$9,277,284, and owners’ equity of $3,430,020.  Operations for 2011 produced net income of 

$2,226,648. 

Mediserve, Inc. 

 Mediserve, Inc., is a sub-agency of SU LLC.  Mediserve, Inc., is responsible for 

developing and maintaining the company’s book of business with medical commercial clients 

such as hospitals and medical clinics.  As of December 31, 2011, the audited financial statements 

of Mediserve, Inc., reported assets of $6,917,220, liabilities of $4,604,680, and owners’ equity of 

$2,312,540.  Operations for 2011 produced net income of $3,115,653. 

Agreements with Affiliates 

Agency Agreement 

 SU Insurance Company appointed Specialty Underwriters LLC as its agent for the 

solicitation of potential insureds for the purchase of insurance pursuant to an Agency Agreement 

dated April 1, 2005.  This Agency Agreement was rewritten on January 1, 2009.  The agreement 

provides for SU LLC to prepare and receive applications for insurance, accumulate and present 

information for purposes of underwriting insurance, and to assemble and deliver the policies. 

 The entire arrangement of SU Insurance Company and SU LLC is predicated upon 

SU Insurance Company using the expertise and long-standing relationship that SU LLC has with 

its clients as well as the expertise of its personnel and the use of SU LLC’s expertise in 

proprietary underwriting, client acquisition and retention, and loss adjustment.  In exchange for 

providing SU Insurance Company with clients and services, SU LLC receives an 18% first-year 

and renewal commission as well as 75% of SUIC’s pre-tax profits as a license fee.  Payout of the 

75% license fee is subject to nondisapproval by OCI. 

 The agreement with SU LLC provides for the appointment of sub-agents.  SU LLC 

has appointed Mediserve, Inc., as its sub-agency. 
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V.  REINSURANCE 

 SU Insurance Company has one reinsurance arrangement in place with State 

National Insurance Company, Inc., a quota share reinsurance agreement dated December 1, 

2006, whereby SU Insurance Company accepts 100% of the business fronted on its behalf.  The 

parties to the reinsurance agreement are SU Insurance Company, State National Insurance 

Company, and Specialty Underwriters LLC.  The reinsurance agreement’s business purpose is to 

facilitate SU Insurance Company’s expansion into non-domiciliary states in which it is not 

currently authorized to do business.  The contract contained proper insolvency provisions.  The 

company has no ceding contracts as volatility of loss under its EMI product is limited. 

Nonaffiliated Assuming Contract 

1. Type: Quota Share  
    
 Reinsurer: State National Insurance Company (SNIC) 
 
 Scope: Equipment Maintenance Insurance written by SU LLC 
 
 Retention: SNIC cedes 100% of business underwritten by SU LLC to 

SU Insurance Company 
 
 Coverage: Commercial inland marine and miscellaneous other coverages 

applicable on each and every quota share loss, including loss 
adjustment expense, subject to policy maximums of $5,000,000 
per policy and $1,500,000 for any single piece of equipment 

 
 Premium: The company collects premiums and forwards a commission of 

22% to the general agent on or about the 15th day of the month, 
but no later than 45 days from receipt.  The general agent shall 
pay within 45 days of the end of the month to SNIC an amount 
equal to the state premium tax on the net premiums and net 
policy fees. 

 
 Commissions: General agent shall pay, and reinsurer shall guarantee, SNIC a 

fee directly within 45 days following the end of each month, 
equal to 6% of net premiums and net policy fees.  Minimum 
ceding fee due to SNIC is $100,000 for 12 months.  A shortfall of 
the minimum ceding fee is paid by the company. 

 
 Effective date: December 1, 2006 
 
 Termination: At any time by either party giving the other 90 days’ written 

notice 
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VI.  FINANCIAL DATA 

 The following financial statements reflect the financial condition of the company as 

reported to the Commissioner of Insurance in the December 31, 2011, annual statement.  Also 

included in this section are schedules that reflect the growth of the company, NAIC Insurance 

Regulatory Information System (IRIS) ratio results for the period under examination, and the 

compulsory and security surplus calculation.  Adjustments made as a result of the examination 

are noted at the end of this section in the area captioned “Reconciliation of Surplus per 

Examination.” 
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SU Insurance Company 
Assets 

As of December 31, 2011 
 

   Net 
  Nonadmitted Admitted 
 Assets Assets Assets 
    
Bonds $  9,291,984 $            $  9,291,984 
Stocks:    

Common stocks 1,093,319  1,093,319 
Cash, cash equivalents, and short-term 

investments 2,886,221  2,886,221 
Investment income due and accrued 86,390  86,390 
Premiums and considerations:    

Uncollected premiums and agents' 
balances in course of collection 212,530 33,981 178,549 

Deferred premiums, agents' 
balances, and installments booked 
but deferred and not yet due 2,610,259  2,610,259 

Net deferred tax asset 274,911 6,139 268,772 
Write-ins for other than invested 

assets:    
State income tax receivable 13,628  13,628 
Miscellaneous receivable           6,006                        6,006 

    
Total Assets $16,475,248 $40,120 $16,435,128 
 
 

SU Insurance Company 
Liabilities, Surplus, and Other Funds 

As of December 31, 2011 
 
Losses  $     727,317 
Loss adjustment expenses  69,571 
Commissions payable, contingent commissions, and other 

similar charges  688,258 
Other expenses (excluding taxes, licenses, and fees)  21,077 
Taxes, licenses, and fees (excluding federal and foreign 

income taxes)  52,686 
Current federal and foreign income taxes  108,069 
Unearned premiums  3,635,976 
Payable to parent, subsidiaries, and affiliates  105,193 
Payable for securities           10,130 
   
Total liabilities  5,418,277 
   
Common capital stock $5,000,000  
Surplus notes 2,000,000  
Gross paid in and contributed surplus 2,000,000  
Unassigned funds (surplus)   2,016,851  
   
Surplus as regards policyholders    11,016,851 
   
Total Liabilities and Surplus  $16,435,128 
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SU Insurance Company 
Summary of Operations 

For the Year 2011 
 
Underwriting Income   
Premiums earned  $7,789,023 
   
Deductions:   

Losses incurred $4,149,700  
Loss adjustment expenses incurred 890,040  
Other underwriting expenses incurred   2,427,154  

Total underwriting deductions    7,466,894 
Net underwriting gain (loss)  322,129 
   
Investment Income   
Net investment income earned 202,505  
Net realized capital gains (losses)        78,861  
Net investment gain (loss)  281,366 
   
Other Income   
Write-ins for miscellaneous income:   

Other income               80  
Total other income                80 
   
Net income (loss) before dividends to policyholders and 

before federal and foreign income taxes  603,575 
Dividends to policyholders                  0 
   
Net income (loss) after dividends to policyholders but 

before federal and foreign income taxes  603,575 
Federal and foreign income taxes incurred       169,888 
   
Net Income   $   433,687 
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SU Insurance Company 
Cash Flow 

For the Year 2011 
 
Premiums collected net of reinsurance   $7,828,411 
Net investment income   261,860 
Miscellaneous income                 80 
Total   8,090,351 
Benefit- and loss-related payments  $4,228,113  
Commissions, expenses paid, and 

aggregate write-ins for deductions  3,480,205  
Federal and foreign income taxes paid 

(recovered)       396,000  
Total deductions     8,104,318 
Net cash from operations   (13,967) 
    
Proceeds from investments sold, 

matured, or repaid:    
Bonds $2,976,675   
Stocks      420,920   
Total investment proceeds  3,397,595  

Cost of investments acquired (long-term 
only):    
Bonds 3,389,256   
Stocks      869,130   
Total investments acquired    4,258,386  

Net cash from investments   (860,791) 
    
Cash from financing and miscellaneous 

sources:    
Other cash provided (applied)         74,056  

Net cash from financing and 
miscellaneous sources          74,056 

 
Reconciliation:    
Net change in cash, cash equivalents, 

and short-term investments   (800,702) 
Cash, cash equivalents, and short-term 

investments:    
Beginning of year     3,686,923 
    
End of Year   $2,886,221 
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SU Insurance Company 
Compulsory and Security Surplus Calculation 

December 31, 2011 
 

Assets  $16,435,128 
Less liabilities      5,418,277 
   
Adjusted surplus  11,016,851 
   
Annual premium:   

Lines other than accident and health $7,721,918  
Factor               20%  

   
Compulsory surplus (subject to a minimum of 

$2 million)      2,000,000 
   
Compulsory Surplus Excess (or Deficit)  $  9,016,851 
   
   
Adjusted surplus (from above)  $11,016,851    
   
Security surplus:  (140% of compulsory surplus, factor 

reduced 1% for each $33 million in premium written 
in excess of $10 million, with a minimum factor of 
110%)      2,800,000 

   
Security Surplus Excess (or Deficit)  $  8,216,851 
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SU Insurance Company 
Analysis of Surplus 

For the Four-Year Period Ending December 31, 2011 
 
 The following schedule details items affecting surplus during the period under 

examination as reported by the company in its filed annual statements: 

 2011 2010 2009 2008 
 
Surplus, beginning of year $10,602,838 $ 9,885,861 $9,241,186 $9,092,415 
Net income 433,687 714,530 669,118 94,859 
Change in net unrealized  
    capital gain or (loss) (22,408) 12,978 28,114 
Change in net deferred 
   income tax (13,257) 29,728 (60,600) 53,300 
Change in nonadmitted 
   assets 15,991 (40,259) 574,043 612 
Change in surplus notes   (5,000,000)  
Capital changes: 
   Transferred to surplus  3,000,000   
Surplus adjustments: 
   Paid in   5,000,000  
   Transferred from capital  (3,000,000) 
Write-ins for gains and 
   (losses) in surplus: 
   Prior period audit 
      adjustment                      _    (566,000)                                       
 
Surplus, End of Year $11,016,851 $10,602,838 $9,885,861 $9,241,186 
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SU Insurance Company 
Insurance Regulatory Information System 

For the Four-Year Period Ending December 31, 2011 
 
 The company’s NAIC Insurance Regulatory Information System (IRIS) results for the 

period under examination are summarized below.  Unusual IRIS results are denoted with 

asterisks and discussed below the table.  

 Ratio 2011 2010 2009 2008
      

#1 Gross Premium to Surplus 70.0% 77.0% 73.0% 101.0% 
#2 Net Premium to Surplus 70.0 77.0 73.0 101.0 
#3 Change in Net Premiums Written -6.0 13.0 -23.0 19.0 
#4 Surplus Aid to Surplus 0.0 0.0 0.0 0.0 
#5 Two-Year Overall Operating Ratio 89.0 89.0 93.0 90.0 
#6 Investment Yield 1.5* 1.8* 1.3* 1.1* 
#7 Gross Change in Surplus 4.0 7.0 7.0 2.0 
#8 Change in Adjusted Surplus 4.0 7.0 7.0 2.0 
#9 Liabilities to Liquid Assets 21.0 24.0 24.0 26.0 

#10 Agents’ Balances to Surplus 2.0 2.0 2.0 15.0 
#11 One-Year Reserve Development to 

Surplus -2.0 -3.0 -2.0 -1.0 
#12 Two-Year Reserve Development to 

Surplus -3.0 -3.0 -1.0 -1.0 
#13 Estimated Current Reserve Deficiency to 

Surplus 0.0 0.0 1.0 6.0 
 
 The exceptional results for Ratio No. 6, “Investment Yield,” from 2008 to 2011 can be 

attributed to the low interest rate environment of recent years and the company’s very 

conservative investment strategies. 

 

Growth of SU Insurance Company 
 

 
 

Year 

 
Admitted 
Assets 

 
 

Liabilities 

Surplus as 
Regards  

Policyholders 

 
Net 

Income 
    

2011 $16,435,128 $5,418,277 $11,016,851 $ 433,687 
2010 16,432,382 5,829,544 10,602,838 714,530 
2009 15,440,533 5,554,672 9,885,861 669,118 
2008 15,999,506 6,758,320 9,241,186 94,859 
2007 14,847,273 5,754,858 9,092,415 (145,246) 
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Year 

Gross 
Premium 
Written 

Net 
Premium 
Written 

 
Premium 
Earned 

Loss 
and LAE 

Ratio 

 
Expense 

Ratio 

 
Combined 

Ratio 
       

2011 $7,721,918 $7,721,918 $7,789,023 64.7% 31.4% 96.1% 
2010 8,198,426 8,198,426 7,861,697 59.5 28.9 88.4 
2009 7,241,342 7,241,342 8,125,472 66.2 27.8 94.0 
2008 9,359,648 9,359,648 8,601,485 72.1 24.5 96.6 
2007 7,891,502 7,891,502 4,587,144 62.4 25.1 87.5 

       
 
 The company’s admitted assets have increased 10.7%, from $14,847,273 at year-

end 2007 to $16,435,128 at year-end 2011.  During the same period, surplus as regards  

policyholders has increased 21.2% from $9,092,415 to $11,016,851. 

 Growth in premiums written has fluctuated over the last five years.  The company is 

writing a greater and greater share of its business on a direct basis as its authorized territory has 

expanded.  The fronting arrangement with State National Insurance Company permits the 

company to serve customers in those jurisdictions in which they are not yet licensed.  The volume 

of business from State National Insurance Company is decreasing every year due to the 

company’s ongoing efforts to expand its authorized territory. 

 Historically, the company’s loss and loss adjustment expense ratio has averaged 

between approximately 63% and 65%, with the exception of 2005, its first year of active writing, 

when premium volume was very small.  The company has reported a net income in four of the 

last five years.  The company anticipates future increases in its volume of premium written due to 

its territorial expansion. 

 
Reconciliation of Surplus per Examination 

 No adjustments were made to surplus as a result of the examination.  The amount of 

surplus reported by the company as of December 31, 2011, is accepted.  
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VII.  SUMMARY OF EXAMINATION RESULTS 

Compliance with Prior Examination Report Recommendations 

 There were 15 specific comments and recommendations in the previous examination 

report.  Comments and recommendations contained in the last examination report and actions 

taken by the company are as follows: 

 1. Accounts and Records—It is recommended that the company file a completed Schedule F 
in accordance with the NAIC’s Annual Statement Instructions – Property and Casualty.   

 
  Action—Compliance. 
 
 2. Accounts and Records—It is recommended that the company allocate an expense for rent 

in accordance with SSAP No. 70, paragraph 8. 
 
  Action—Compliance. 
 
 3. Accounts and Records—It is recommended that the company correctly file its 

Supplemental Investment Risk Interrogatories in accordance with the NAIC’s Annual 
Statement Instructions – Property and Casualty. 

 
  Action—Compliance. 
 
 4. Management and Control—It is recommended that the company take steps to ensure its 

future Annual Audited Financial Reports comply with the independence requirements of 
ch. Ins 50, Wis. Adm. Code.  

 
  Action—Compliance.  
 
 5. Management and Control—It is recommended that the company provide a description of 

material management or service contracts and cost-sharing arrangements in the Notes to 
Financial Statements in accordance with the NAIC’s Annual Statement Instructions – 
Property and Casualty and SSAP No. 25, paragraph 18 (f). 

 
  Action—Compliance. 
 
 6. Invested Assets—It is recommended that the company divest itself of all investments in 

excess of 10% of assets in one entity and its affiliates in order to comply with s. 620.23 (2) 
(b), Wis. Stat.  

 
  Action—Compliance. 
 
 7. Invested Assets—It is recommended that the board of directors or an authorized 

investment committee regularly review and approve or ratify all investment transactions in 
accordance with s. 611.51 (6), Wis. Stat. 

 
  Action—Compliance. 
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 8. Invested Assets—It is recommended that all premium receipts on policies insured solely by 
SU Insurance Company be deposited in accounts under its own ownership, rather than that 
of its agents or affiliates, and that SUIC hold all deposits in its own name in accordance 
with s. 610.23, Wis. Stat. 

 
  Action—Compliance  
 
 9. Cash, Cash Equivalents, and Short-term Investments—It is recommended that the 

company designate assets pledged as collateral in the detail asset schedules of future 
statutory annual statements in accordance with the NAIC’s Annual Statement Instructions – 
Property and Casualty.  

 
  Action—Compliance.  
 
 10. Deferred Premiums, Agents Balances and Installments Booked but Deferred and Not Yet 

Due—It is recommended that the company report all agents balance and premiums in 
course of collection in accordance with the NAIC’s Annual Statement Instructions – 
Property and Casualty and SSAP No. 6, paragraphs 3, 6 and 7c. 

 
  Action—Compliance. 
 
 11. Affiliated Balances—It is recommended that the company include intercompany 

transactions on Schedule Y – Part 2 in accordance with the NAIC’s Annual Statement 
Instructions – Property and Casualty. 

 
  Action—Compliance. 
 
 12. Losses—It is recommended that the company improve controls and procedures over 

claims payments in order to ensure compliance with s. 628.46, Wis. Stat.  It is further 
recommended that the company review the State of Louisiana contract and develop 
business practices that ensure compliance with s. 628.46, Wis. Stat.  

 
  Action—Compliance. 
 
 13. Loss Adjustment Expenses—It is recommended that the company properly allocate a 

reasonable percentage of SU LLC’s service expenses and the company’s legal expenses 
to loss adjustment expenses in accordance with SSAP No. 55, paragraph 5 (c) and SSAP 
No. 70.  

 
  Action—Compliance. 
 
 14. Unearned Premiums—It is recommended that the company report all written premiums and 

unearned premiums in accordance with the NAIC’s Annual Statement Instructions – 
Property and Casualty and SSAP No. 6.  It is further recommended that the company 
nonadmit those premiums with a balance due over 90 days in accordance with SSAP 
No. 6, paragraph 9.   

 
  Action—Compliance. 
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 15. Commitments and Contingent Liabilities—It is recommended that, for any calendar quarter 
in which the company receives notice of a demand for the license fee, that the company 
report its accrual for the license fee liability on its balance sheet.  It is further recommended 
that the company report the nature and terms of the contingent liability for the license fee in 
Notes to the Financial Statements for all reporting periods in Note 10E to the statutory 
financial statements in accordance with the NAIC’s Annual Statement Instructions – 
Property and Casualty and SSAP No. 25, paragraph 18 (e). 

 
  Action—Compliance. 
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Summary of Current Examination Results 

 There were no adverse or material findings as a result of the current examination of 

the company.  
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VIII.  CONCLUSION 

 SU Insurance Company was incorporated under its present name pursuant to the 

laws of the state of Wisconsin on March 7, 2005, and commenced business on April 26, 2005.  

The company was formed to underwrite the equipment maintenance insurance program of its 

affiliate, Specialty Underwriters LLC. 

 Policyholders’ surplus has increased from $9,092,415 as of year-end 2007, when 

policyholders’ surplus was last verified by examination, to $11,016,851 as of year-end 2011, as 

determined by this examination.  This represents an increase of 21.2% during the period under 

examination.  The following schedule summarizes the cumulative increases and decreases to 

surplus from December 31, 2007, the date as of which the company was last examined, to 

December 31, 2011: 

Policyholders’ surplus, December 31, 2007 $  9,092,415 
 
Surplus paid in 5,000,000 
Change in surplus notes (5,000,000) 
Capital transferred to surplus 3,000,000 
Surplus transferred from capital (3,000,000) 
Net income 1,912,194 
Prior period audit adjustment (566,000) 
Change in nonadmitted assets 550,387 
Change in net unrealized capital gain or (loss) 18,684 
Change in net deferred income tax            9,171 

Policyholders’ Surplus, December 31, 2011 $11,016,851 
 

 The examination resulted in no adjustments to policyholders’ surplus or 

reclassifications to the balance sheet.  The company complied with all 15 recommendations of 

the prior examination report.  There were no adverse or material findings as a result of the current 

examination of the company. 
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IX.  SUMMARY OF COMMENTS AND RECOMMENDATIONS 

 There were no recommendations made as a result of this examination. 
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X.  ACKNOWLEDGMENT 

 The courtesy and cooperation extended during the course of the examination by the 

officers and employees of the company are acknowledged. 

 In addition to the undersigned, the following representatives of the Office of the 

Commissioner of Insurance, State of Wisconsin, participated in the examination: 

 Name Title 
 
 Vickie O. Ostien Insurance Financial Examiner 
 Thomas R. Houston Insurance Financial Examiner – Advanced, 

Information Systems Audit Specialist 
 Jerry C. DeArmond Insurance Financial Examiner – Advanced, Policy 

and Claim Reserve Specialist 
 Frederick H. Thornton Insurance Financial Examiner – Advanced, Exam 

Planning & Quality Control Specialist 
 
 
 Respectfully submitted, 
 
 
 
 Richard A. Onasch  
 Examiner-in-Charge 
 
 




