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Delaware Dept. of Insurance: Not in the public
Interest

A ninemonth investigation by théaesar Rodney Instituteasuncovered
lucrative neashow jobsand nebid contractdor campaign donors, allegatiorus
fraud anda systemienisuse omillions oftaxpayerdollars.

By Lee Williams

Attorney Steve Kinion receives $16,000 taxpayer dollars per ntorgérveas directoof the Delaware
Department of Insuraec6 s Capt i ve | ns ur ahewoeks &d lives en SpringkeMimais, t
where he maintains a thriving law practice.

A staffer in Del awar & ww asked pdt to beadentifiddatdirst sai &KieionB u r ¢
Acommut es o fronollinDie | awar e

The same staffdatera d mi t t ed K i nintberoffidefarsnonths. b e e n

Kinionds two col | eaand&&l8,00@olansper mentmesimiaecongatts, ha@ed 0
backgroundthat raise gestions and concerns about twerallstewardship of th€aptive Bureau

All three well-compensated officialwere handpicked to run the newdyeatedbureauby Delaware
Insurance Commissioner Karen Wial&Gtewart. Kinion donated thousarafs
dollars toS t e w a008elécsion campaign.

The Department of Insurance (DO®Btewart heads entirely seHfunded
because of the feemd taxest receives from insurana@mpanies doing
business in the statd/hatt he DOl doesndét spend o
required to contributento thes t a Gemedas Fund.

A nine-month investigation by the Caesar Rodney Institute has found that
Delaware taxpayers may not be gettihgir fair shae of the millions of dollars
the DOI rakes in annuallyat a time when statearep | oyees 6 sal a

cut and services scaled bdwkcause of the worst economic crisis in recent Karen Weldin
memory Stewart

ho



Based omumerousnterviews, court records ametarly a dozeFreedom of Information AdtFOIA)
requests, including one for allf St e-mvaal cotresondencend another for Global Positioning
Satellite (GPS) data for her statened Dodge Avenge€RI foundan agency fraught with problepsome
of which incude questionable hiringracticesquestionableontracts focampaign donors, failure to
comply with state law anohost troublesomenillions of taxpayer dollars paid wut-of-state consultants.

Meanwhile, fardworking DOI staffer$ longtime state mp | oy e e s whané\wcanmssorers |
come and g say they aré&eeping their heads dowwaiting for the shoe to drofpheysaysomething
ultimatelymustchangeand thed e p a r tootefitdantbotspending mustend.hey just don
involvedor caught up in thenevitablefallout.

Nowhere, they say, are the problems within the DOI better exemplifiechthiae Captive Insurance Bureau
which Stewart created.

A O0revenuebbugeaner ati ng

The commissioner unveiled tiieC a p-Finare ¢ a | Revenue Generating Di
Right from the start, the intent behind Baptive Bireau was to make money.

AThe mission of the bureau will be to accel er g
companies in Delawaygrhile developing, implementing and growing several other potential revenue
streams, 0 Stewart iIs qQquoted as saying in a pr ¢
Accordingtoherwr i t t en st at ement , c apwnedbgtheientises thedy insare, c ¢
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are usually formed by businesses that wish to better manage the cost and administration of their insurgnce

coverageand are established with the specific objective of financing risks emanating from their parent ¢
or groups 0O

Captive insuance, or reinsurance, is provided by a company that is formed primarily to cover the assets
risks of its parent company or companies.

Basically,captivescan be thought of as-imouse insurance.

Companies turn to captives to reduce costs, enh@&iceanagemengaingreater control over their
insuranceand to directly access the reinsurance market.

Several offshore jurisdictions, suchtas Cayman Islandsinguilla, Barbados or the British Virgin Islands
have lower capitalization requirements that allow captives to be established with less initial investment
lower reserves.

Delaware has to competationallyfor its share of the lucrative captive market.

Like a moretraditional insurance comparg,captive paytaxes andees to the DOI in order to operate in
Delaware.

Questionable appointments

Commissioner Stewart chose three outsiders to ruGapeive Rireau Bill White, who had been contracted
for $15,000 permonth o a d mi n i s t peive efforts, evheD iODWa$ grogranarather than dureay

did not renew his contract with the department.
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According toSt e w press rélsase, Steve Kinion was appointedigector of the bureau. Kinion had been
serving as 0s eniandasaaembeér ofbear ttansttion te&fhezevwas nb mention of his
lllinois residency or law firmHe is not admitted to the bar in Delaware.

Stewart appointed her longtinaequaintanc®lary Jo Lopez as th€aptive Bi r e Duedtar of Busines
Development.

Lopez is thdounder of Affinitee Group, LLCwhich Stewart described in heritten statement as an
Ai nsurance management and consulting firm.o

Wilmington attorney Edmond lanni wakoserb y St ewart to serve as the] b
Development.

Stewart included an i1talicized disclai mefhein f he
positions of director, director of business development, and director of strategic development are
independent contractor positions sutijégo Delaware's procurement law and open bidding praoess

Kinion

According to Stewartos 2008 campaign finance 1ferg
23, 2008, and donated $1, 200 to Stewartodés el eqti
Ki ni o n 6-based law firnmZack Stamp, Ltdameshim asthe lead attornegmployed by theffice.

Hisbi o on the companyds Web siipe ed e stackBthrddsfiscchi s e m
phone includEli ¢ hies métsewageKiini on. | am current|ly
about his dir ec CaptivesBireayor instfuctitneoh Fowv i@ coatdcshim at the Wilmington
office.

The Caesar Rodney | nst it utcewitltbetD®Ilthroaigh a equesbnmge o f|
pursuant to the stateds Freedom of I nformation £
Il n the contract, heés identified as fAZack St arp
A h consideration for work being performed by ZSC, the Department shall pay ZSC a monthly fee, in
advance,o$ 1 6, 000, 0 t h eSQsbatl berpaidcthe inisia raontlelysfee off$16,000 upon signing
this Agreementrad the sum of $16,000 per momtb later than the 15th day of each month thereafter for the
remaining term of this AgreemeafThere is no residency requiremémthe contract

St e w &hief od Saff Elliott Jacobson, who many sayastuallyrunning the dayo-day operations of the

DOI, describech o w K i $16,GD0 p&rsmontlalary compares to actual state employees.

In an email sent May 4, 200QJacobson el | s Ki ni on, Al f we subtractljed

would be as well as subtracting an estimate of the cost dbéimefit package an employee receives from

your fee, it would bring usota figure that favorably compars wi t h t he Deput ypluo pnmi

the benefit packag@ | us expenses. 0

Kinion did not respond to calls;mails or personal visits made BRI to theCaptive Rireau seeking
comment for this story.




lanni

St ewart 0sCaptiveHs«r €éaud$ hBirector of Strategic Dey
M. lanni, alsodid not respond to calls;mails or personal visits made by CRI to @&ptive Bireau seeking
comment for this story.

Stewart senain email May 11, 2009 to Ann Visalli, idector of the Office of Management and Budget
seeking OMBOs appr-permohth aortractT e insuanéescon$nis€ioned defcribed
lanniasa finati onally recognized authority on the
at the department, and woouldpr ovi de #dAcr i ti cal services to me

AAll of this wildl r e s ul t ndiretainiggeandecreatinig ijobsdere ireoure-insti
St ate, 0 Stewart wr ot e notiftllide the proaigjon ef éegaksertices) isvdonsistént
with existing OMBapproved agreements that the Insurance Department currently has with othegs ser
our Department. 0o

lanni began billing the DOI before OMB had even approved his contract.

In an email sent to Stewart on June 13, 2009, he attached an invoice for June, and complained that his
payment for May was late.

AHow can you lbefldr enet Heo rmaJrutnre has ended?0 St ew
not approved the contract. Stdpnningme.| have been trying everything to get the Departi@gecbntracts
approved. o

Visalli did not respond to interview requs$br this stay.

Lopez
Mary Jo Lopez began working as t@Gaptive Bir eaudés Director of Busi ne:
after Stewart signed off on the contract wilr newly-createdNew Jerseybasedcorporation Affinitee
Group, LLC.

According to the contract, which was obtained byG@aesar Rodney Instituterough a FOIA request,
Affinitee Group, L L @sinesaleveloprhentartarketinyserpiceofor Stdteof i b
Delaware, Department of Insurance, Captive Insurancgr&mo

In her July 2009 press release that announced the formation@épiiee Bireau, Stewart said Lopez was
the fAifoundero of Affinitee, which she descri bag

Affinitee, however, has no working Web sit& client list, a minimal Internet presence and appears to
consist ofjust Lopez.

According to the New Je Lopezygreadfiintee Grayp, yLC m Nove&nbex t ¢
2007. Lopez is the only officer, director or board member listetth@business entity status report.
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Af f i nphdnereidber is answered by a machine, in whidctorded voicetatesi Thi s i s  Majr y

Lopez. 0 There is no mention of Affinitee Gr ouj

According to the contract, Lopez/Affinitee catork from home or the Delaware office, and thegtes will
pay her travel costs, which amounted to nearly $5{00fust three months of 2009.
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Despite her title of Director of Business Development fzeftly $120,000 annual salaryreail
correspondencebbained through FOIA indicates that Lopszs more lik&st ewar t 6 s per so
arranging meetingglanningtravel needs and senditigankyou notes

An unannounced visit

Rather than housingite Capti ve Bur eau i n DOftorgtee bardad ibotisedina n
$4,000permonths ui t e on the sixth floor of the One Cu
Wilmington, across the hall from KISS 101.7 FM.

There are no other DOI offices in the building.

Insurance departmeintsiders say the bureau was moved to an offsite to cut down on scrutiny.

The Caesar Rodney Institutasitedthe bureau last month

The Captive Bureau is not marked or identified as a state office t 6 s o n lay fi6doe2not ipfni
in selfadhesive mailbox numbers.

Neither Kinion nor lanni or Lopez were present.
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None of their offices were labeled. There were no names on desks or doors. Their offices had no pictufes,

photos or briea-brac on the walls or desks. One office had cardboardshmier where a visitor would sit.
appeared as though they werendét being used.

The entire suite has a temporary, jogivedin feel.

When asked whether Kinion was in the suite, a staffer who asked not to be identifiee segarrive later
in the week.

AHe commutes, 0 she said. AHe doesndt get r ei mi
Lopez, she said, was absent because the electricity was out at her New Jersey home.
She did not know |l anni 6s whereabout s.

AThey haveno6ét beFeenbrhuearrey fboerc aMiasrec ho fort he snow, 0
pretty bad. o

Kinion, lanni and Lopez received a combined total of $84,000 taxpayer dollars for March and February

Wh e rs thé money going?

Of all the state insurance departments in tentry, the Delaware Department of Insuraneg $25 million
has the 1% largest budgetaccording tahe most recerdataavailablefrom the National Associ®n of
Insurance Commissioners (NIAC).

Del aware DOIlI 6s budget i @& ,sdoseiastrance office eperatds bra$@3.5P e |
million, even though they bring in neadyghttimes more revenue th&elaware andhave nearly four
times as many employees: 303 compared to the 81 employees working for Stewart.
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Del awar eds i ns ualsethe teast etfi@eptaffice imtherégioiingployee efficiency ratios
show thatPennsylvania, Maryland, New Jersey afidjinia all produce more revenue for theirtsg per
employee In addition, Delaware spends reanoneyto collect its revenue dollavghenconpared to the
surrounding states

State Total Revenue Total Budget  State Rank Revenue State Rank Budget Number of Employees
Virginia $467,596,819 $25,931,118 12 13 197
Delaware $120,835,612 $25,139,800 36 14 81
New Jersey $524,493,601 $28,905,000 7 10 307
Pennsylvania $884,572,672 $23,520,000 4 15 303
Maryland $330,533,185 $26,668,228 19 12 261
State Budget/Revenue Ratio Budget/Employee Ratio Employee/Revenue Ratio
Virginia 18.03 $131,630.04 $2,373,587.91
Delaware 4.81 $310,367.90 $1,491,797.68
New lersey 18.15 $94,153.09 $1,708,448.21
Pennsylvania 37.61 $77,623.76 $2,919,381.76
Maryland 12.39 $102,177.12 $1,266,410.67

A history of not commenting

None of the current or former DOI staffers interviewed byd@bhesar Rodney Institufer this special report
were willing to allow their name® tbe usedn this story.

Many former DOI employees are still involved with the insurance industry, and are concernedrteeir
employers would suffer if thhespoke orthe-record.They said their firms could be banned from the étate
lucrative insurace market

Current DOl staffers say theydd be falnged for s
Commissioner Stewart was not willing to be interviewed for this special report.

Insteadof the standard, facéo-faceinterview sought by th€aesar Rodney Instityt&tewart and heChief
of Staff Jacobsornsistedthey would only respond tguestionsubmitted in writing.

Al need a list of questions, so that | can have the information blatta answer any question(8ye do that

with everyreportedsic)and/ or i ndividual-mad St ewart wrote ip

filt is the policy and practice of the Commissioner of Insurance and the Department of Insurance to res
to all proper and legitimate inquiries from news organizations and other pari@scimg matters affecting

A

the Demrtmentand e | awar ebds <ci t i z e nsnailsentMachhl2s on wr ot e
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The Caesar Rodney Institugxplained that itesists submittingvritten questiondecauseften they are
answeed by a team of lawyers asgokespersons, rather than the elected official. Also, requiring written
questions prohibits follovup questions.

The Caesar Rodney Instituteld Jacobson its repamny had uncovered issues Stewart woutdloubtedly
want to address.

fWhat are those issuegs? a ¢ 0 b s o ®Perhaps evéan negoiiate an arrangemertte Commissioner
will be away until next Wednesday so | propose in the meantime we tryr® ttosome kind of an
agreement. o

Jacobson never explained what the fAarrangement

St e w emailsindicateit is highly unlikelythe commissioner wouleverpersonally answeanywritten
guestionsubmitted bythe Caesar Rodney Institute anyone else

Instead, Stewart relies @teanfor guidance omlealing with the media, and fdamage ontrol, which
includes Jacobsorarious DOI staffers and/ilmington blogger Nancy Willing

One email Jacobsorsent to Stewarin March2009i ndi cates he and t he DOI

spent two days fAputting misspret, priertoaprodelcallffognap oi nt

newspaper reportaeeking quotes for a daily story

In an email Willing sent to Stewart and Jacobson in March 28@9 bloggepoints out a story discussed on
WDELOGs Rick Jensen Show.was picked up by | ocal

AKar en, i f you or EIlliott have a public statermer

WNJ reporter wasnoét so great, o Wi lling wrote.
consumptionor do you want the public to asae that what the radio and press are saying to be the last
word. o

Two days later,inanma i | titled AThis is a disaster and
disappointment witlthe respons&acobsomad posted on the local blog

AThis was poorly plWlhgwoeand wi l I haunt you, O

Use of outside experts

On July 17, 2008 the New Yotbiased law firm of Stroock & Stroock & Lavad P donated $1,000 to

St ewartdés election campaign.

On Sept. 15, 2008, two partners fromthefameachd onat ed $1, 200 t o St ewa
Two weeks later, the firm gave han additiona1,200.

A month later, anotheBtroock employeenade a $250 campaign donation.

Why would a New Yorkbasedaw firm donate taa relatively unknown canditiarunning forinsurance
commissionein Delawar&
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According to the Delaware State checkbook, an online listing of payments mede D! andeveryother
state agency, Stroock & Stroock & LavahP became one of a larged growingdist of outof-statelaw
firms and consultants who began receiving million®elawaretaxpayer dollars after Stewart was eledted

moneyt hat could have gone into the statebds Gener
In June 2009, Stroock received five checks from the DOI, totaling more than $45,000r fAcons
the end of the year, theyodod been paid an additgi

TheCaesar Rodney Instituebt ai ned a copy of Stroockédés contr
years.

According to the contract, the New Yebased frmagreeso fiser ve as Expert L g
perform such consultancytles as assigned by the state

Two of the fir mo sforthe proat ®ne lyills thenDEOht 8712 perdicue and ¢hother
receives $399 per hour, but these wpalle when compared to the taxpayillarspaid to other firms.

Regulatory Insurance Servicasn d sistérfiocnsINS Consultants Inaeceive millions of dollars from the
DOI.

According to its Web sitepfur of Regul at or y Alpmd nrbavepasyiciSyworked c
at the DOI, including John Tinsley, who Stewa
Bureau.

Regulatory Insurance Servicesnducts financial examinations forthe DOIt 6 s not known
consulting services its sistéirm provides to th@lepartmentThe two firms use the same address.

From the start of FY09 through the first two quarters of F0, Regulatory InsuraecServices received $19
million i an average of more than $1 million meonth.

INS Consultants Inc. v&apaid moreghan $1.2 million over the santene period

Apparently someone within the DOI noticed taegeamount ofmoneybeingfunneledregularlyto these
two firms.

An e-mail sent betweebDOI staffers in March 2009yhich was copied to the commissioner and Jacobson,
titled AI NS Aging reports as of 3/20/ 090 asks:
$72,0007?0

It is not know what actions were taken. No response to thea# was provided to th€aesr Rodney
Instituteas part of its FOIA request.

t
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Alan Shaw, president of Regulatory Insurance Services, did not return calls seeking comment for this gory.

In addition to consultants and accountants, the DOI pays million of dollars to datsifiens. Like Stroock
& Stroock & Lavan, many are located out of state.

The DOl itself is having difficultyrackingall the contractst hasgivento theseout-of-state lawyers
St e w amailsécentaia dozens of references to probl&atingthese cotracts within the agency.

8




Violating state law

Title 29, Chapter 100 of the Del aware Code spgl

filt is vital in a democratic society that public business be performed in an open and public manner so that

our atizens shall have the opportunity to observe the performance of public officials and to monitor the
decisions that are made by such officials in formulating and executing public policy; and further, it is vit
that citizens have easy access to publiomdxin order that the society remain free and demogratic t h e
states.

The FOIA lawcodifieswhat type of documents are public recordsbtainable under the atctand what type
of records are not public, and therefore not subject to FOIA.

These egeptions to FOIA include: trade secrets, labor negotiations or collective bargaining, personnel f
medical files, criminal files or intelligence files compiled for f@awforcement purposes.

The list of exceptions doewtinclude personal communications, if madetio@state® s-mail system,
messages that may be embarrastnan elected officialpr documentsheo f f i ci al si mpl vy
someone to have.

The Delaware Department of Insurance is violating the&tBteedom of Information Act.

On July 14, 2009 th€aesar Rodney Instituleu b mi t t ed a F Ol A copies afallsanailst o
sent or received from your state electronic mail account.

Jacobson immediately wanted to know v@il wanted the enails and who was talking.

fiMay | ask, in the interest of FOIA, what inspired these requestsR e st antakd i n an e
Jacobson was told that state law does not require the puplio\tmlethe inspiratiorbehinda FOIA request.
AYoawr e quite right, 06 Jacobson said in his repl
behind a FOIArequesHo we v er , it also does not Opr oMoiekoi t O
the point, this request comes out of theekfor God knows what reasofherefore in the interest of
transparency, elementary fairness and ethical jowmali i t woul d not ptovelyntardyi c

answer the quesWhynNow™Why?6 and

Jacobson was told that the Caesar Rodinstjtute never reveals confidential sources, and that when elect
officials seek to identify thessources, it produces a chilling effect on the First Amendment.

Al did not meantosuggestlans i nqui ri ng about y o Utriedts make thegaint 0
ofmert i oning t hat préudidei(iel. nonot waav e a blimadg Jhisnguwryon mg o u
own. The Commissioner most certainly did not order me to investigate your agtions.

The DOlstarted to procegbe request.

The Caesar Rodney Institute paid the Delaware Department of Technology and Information to retrieve
c o mmi s s inails #Fomdhe stafie somputer system.
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