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HONORABLE RONALD B. LEIGHTON

UNITED STATES DISTRICT COURT
WESTERN DISTRICT OF WASHINGTON
AT TACOMA

BANCROFT LIFE & CASUALTY ICC, CASE NO. C11-5017RBL
LTD.,
FINDINGS OF FACT AND
Plaintiff, CONCLUSIONS OF LAW

V.
CESAR SCOLARI, an individual,

Defendant.

FINDINGS OF FACT
A. Overview

1. Phil Sigel and Brad Barros set out to attrtax-weary, wealthydividuals. Theit
vehicle of choice was an insurance compafwg.off-shore insurance company shrouded in
secrecy. So secret that the insureds had to toangide the country to ael the insurance policy.
Not surprisingly, they attracted some 150 to 200 fatks who operated closely-held compan|es.
One such individual, Cesar Scolawias yearning for freedom from confiscatory taxes. He ran a
multi-million dollar logistics company with low ovieead. The two sides were a match made in

heaven, or in Saint Lucia.
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Sigel and Barros formed Bancroft. Thegni know much abounsurance so they
outsourced the underwriting futan, actuarial responsibilif claims handling, accounting
function, due diligence inquirieand routine paperwork chore$hey also outsourced much o
the investment operation. One of Bancrofttsnary investment vehicles was to make
commercial loans back to the various participavite gave their money to Bancroft in the firs
place. Not coincidentally, Bancroft would loback 70% of the premium dollars that had bes
committed for “coverages.” Bancroft would cotisce responsibility for securing the loans ar
perfecting the security to the borrower. Perhagissurprisingly, the pegttion of the security
was, on occasion, “forgotten.” The insuring endhef business similarly went lacking. Scolg
was asked how much he wanted to pay enpum dollars. In 2006 he responded: $2.6 millig
and in 2007, $5 million. In return, Scolari received a tax deduction for the full premium, a
insurance coverage that he dnslcompany didn’t need. He alsgceived a promise that, if his
claims were low and the investments were swgfaéshe would receive a refund of his premiu
dollars after five years.

After considering volumes d&cts and arguments in therrup to trial, this Court
observed on August 23, 2013 that “Bancroft’s ‘PramiLite’ insurance program is, at best, a
scheme, and at worst, a scam.” During the cteabtrial the Court realized the self-evident
truth that fraud permeated thetiem transaction, and that bgplarties were fully committed to
the scheme. Public policy will not be sendenforcing the agreements. The parties stand
pari delicto. The Court will not degrade itself by dimfy the loss between parties to an illegal

contract.
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2. A fool and his money soon part.

B. Background Facts Regarding the Parties.

3. Bancroft Life & Casualty ICC, Ltd. ia licensed insurance mgany domiciled in

the nation of Saint Lucia.

4, Cesar Scolari has been a Washington resisiace 2007. Before that, he lived]i
California.
C. Bancroft’'s Corporate History, Administrators, and Managers.
5. Bancroft was first formed as Bancréftoperty & Casualty, Ltd. in the British
Virgin Islands on May 1, 2003.

6. In 2005, the entitiy’s name was formally changed to Bancroft Life & Casualt
Ltd.

7. In February 2006, Bancroft re-domiciled frahe British Virgin Islands to Saint
Lucia. Bancroft has exsd under the laws of Saibticia since that time. .

8. Bancroft formally changed its name to Bancroft Life & Casualty ICC, Ltd. in
2008.

9. Under Saint Lucia law, the process ofd@miciling did not terminate Bancroft'g
corporate existence in the British Virgin Islaradsl create a new corporate existence in Sair

Lucia, but rather continued the entity’s samgpooate existence based on the laws of the ne

domicile jurisdiction.

10. Bancroft re-domiciled upon the advice oftiten-outside regulatory counsel, G|

Thomas Roberts that doing would be advantageous becauséegfslation then planned in
Saint Lucia that would allow Bancroft to offéncorporated cells"—a new form of insurance
structure whereby new insurance companiesdcbe established under the umbrella of

Bancroft’s insurance license.

~—+
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11. Bancroft Trust has always ownatl of Bancroft's shares ..
12. Philip Sigel has always been the trustee of the Bancroft Trust.
13. Bradley Barros has never held more tha0 percent beneficiaiterest in the

Bancroft Trust.

14. Sigel and Barros have been director8ahcroft since 2003.. Nicholas John, §

Saint Lucia attorney, was addedaathird Bancroft director whelBancroft re-domiciled to Saint

Lucia in 2006. John remains a Bancroft director.

15. From June 2003 through February 2006p&aft’s local insurance manager in
the British Virgin Islands was Belmohtsurance Management, Ltd. (“Belmont”).

16. In approximately 2004, Bancroft hiredténcontinental Management, Limited,
d/b/a Intercontinental Captive Management Camyp Limited (“ICMC”), a company located i
Greensburg, Pennsylvania, to astthe third-party administratof Bancroft's group insurance

program. ICMC was partly owned by Tom Rdkeand Nigel Bailey. Roberts was ICMC'’s

president.
17. Following Bancroft’s re-domicile t&aint Lucia, International Captive
Consultants, Limited (“ICC”) acted as Bantti®insurance manager from 2006 until 2009. I

was owned and operated by Nigel Bailey.

18. Bancroft retained Tom Roberts ar@hd Patton and their law firm, Roberts &

Patton, who served as counsel from appr@ately 2004 until approximately September 2009,

19. From the fourth quarter of 2009 until theesent, Bancroft's insurance managg
and third-party administrator has been CBIZ MHM, LLC. CBIZ has a place of business in
Bethesda, Maryland. CBIZ has been approveBaxroft's insurance manager by the Saint

Lucia Ministry of Finance.

—
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D. Bancroft's Group Master Policy.

20. Bancroft offers insurance coverageaigh its “Premium Lite” group insurance
program.
21. To be eligible to participate inehPremium Lite insurance program, each

Certificate Holder must first be a memberAsfsociation Benefit&roup, Inc. (“ABG”).

22. ABG is incorporated in Delaware andasubsidiary of Captive Educational
Services, LLC. The owner of Captive Educatiddervices, LLC, is Bradley Barros. ABG is
fee-based membership association that sperikerPremium Lite group casualty insurance
program under Bancroft's Group Master Poli€ne of the benefits offered to ABG’s membe
companies is access to Bancroft's Premium Lite program.

23. Bancroft refers to each participant in the Premium Lite insurance program &
“Certificate Holder.”

24, Each participant in the Premiunité. insurance program receives annual
certificates of insurance that descrthe specific coverages placed by Bancroft.

25. Each of the certificates of insurance progideat it “confirms that the Certificaty

Holder named below has Business Income as#é Risurance coverage under a Group Policy.

The Group Policy sets forth the terms aodditions of the isurance provided.”
26. Bancroft’s business risk policy, or @rp Master Policy, was first executed by
Belmont on Bancroft’s behalf and issuadhe British Virgn Islands in 2003.

27. Pursuant to a written services agreenvatit ABG, Chesterfield Services, Inc.

acted as the first special purpose policy holdemed insured under the Group Master Policy.

28. Bancroft representatives caused the Gidiagter Policy tde delivered to
Chesterfield in the BVI. Certificate Holders rgenformed that if they wanted to read the

Master Policy they would have to go to BVInfalater, to Saint Lucia), to read the policy.

S a
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29. The Group Master Policy was amendedsemeral occasions. The parties hotly
dispute the existence of actual signed copfaeany of the Amended Group Master Policies.
This dispute need not be resolved, as the atititgrof the document is not germane to the
Court’s resolution othis case.

30. In 2010, the special purpose policy holded named insured was changed to
Sempre Fidelis.

31. The shares of Sempre Fidelis are helttust for the benefit of a Saint Lucia
resident, Rhikkie Alexander. Sempre Fidd&isontrolled and funded by Bancroft. Rhikkie
Alexander was a client of Nnolas John. John is a BancrDitector, the incorporator of
Sempre Fidelis, and its original managing agent registered agent. Moreover, Bancroft
compensates Rhikkie Alexander for servasggnominal owner of Sempre Fidelis.

32. All versions of the Group Master Polisynce Bancroft moved to Saint Lucia
have provided that “thiaw of St. Lucia, West Indies sh&lé the choice of law for all legal,
equitable or administrative purposes and procegiiand that insurance-based litigation mus
be brought in the courts of Saint Lucia.

33. The various versions of the Group Mad®elicy all provide that Bancroft “may

bt

assess premiums at any time” if any Certifiddtdder's the remaining reserves are inadequate,

“as determined by the actuaries for the Comparifieir sole discretion.”The various versions
of the Group Master Policy also allow Bancrftcancel (1) coveragend (2) the right to
payment of any premium return benefitaify such assessment is unpaid after 30 days.

34. The original Group Master Policy proviléhat “[t]he righs and benefits under
the Policy or any Certificates of Insurance apt assignable.” However, the 2010 Version o

the Group Master Policy providésat “[n]o assignment of intest under this Policy or any

FINDINGS OF FACT AND CONCLUSIONS OF
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Certificate of Insurance may be made by anyrdedydefined to include Certificate Holders]
without the express writtezonsent of [Bancroft].”

E. Overview of Bancroft's Premium Lite Group Insurance Program.

35. The Group Master Policy is an insurance contract between Bancroft and the

named insured/special purpose policy holder. B#nhdenies that it sells separate insurance
policies in the United States.

36. When a United States-based businesdiegpfor and obtains coverage under th
Group Master Policy, the Certificate Holder isitsa certificate of iaurance evidencing the
Certificate Holder’s coveragender the Group Master Policy.

37. Premiums paid by Certificate Holders gtoiBancroft's pooled general reservg
and are not maintained geparate accounts.

38. Bancroft pays claims out tie pooled general reserves.

39. One of the unique features of Bancrofii®up insurance program is that, five
years after a premium payment is made, a Certificktider may be eligible for the return of g
portion of the total premium paid, depending oragety of factors, ioluding the investment
performance of the pool, the claims history & gool, and the claims hisly of the particular
Certificate Holder.

40. In the event that a Ceritfate Holder qualifies for such a premium return bene
the amount refunded is calculated as: (1) totahpums paid by the Certificate Holder, (2) ply
the Certificate Holder's pro rata share of mlastment gains realized by the reserve pool, leg
(3) the Certificate Holder's pro rata sharelbirvestment losses realized by the reserve poo
less (4) 1.6 percent annual management fees, [egee(Eertificate Holder'pro rata share of g
claims paid out of the reserve pplass (6) the CertificatHolder's pro ratahare of general ang

administrative expenses, less (7) any claimd fmathat particular Certificate Holder.

S,
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41. No premium return benefit is availalitea Certificate Holder who terminates
coverage in the first three ysaafter a premium payment is made. If a Certificate Holder
terminates after three years, but before the five year mark, Bancroft imposes a surrender

of nine percent of the premiums paid.

42. Bancroft's Group Master Policy allows Beroft to make retrospective premium

assessments of up to 60 percent of the total premium paid by the affected Certificate Hol
Certificate Holder fails to pay such an assessiyBancroft can cancel coverage, and all othe
benefits payable under the Group Master Belincluding the premium return benefit.

F. Bancroft's Commercial Loan Program.

43. Bancroft frequently loaned out a portiongyEmium dollars paid in by Certificat
Holders and third parties. Certificate Holdarsl their affiliates were permitted to borrow up
70% of their premium payment. Bancroft wapmosed to require all loans to be secured by
recorded security interest, atadrequire that the tlateral pledged hava minimum value of 14
percent of the loan amount. Adlans were to be memorializeég promissory notes. Interest
payments were made to the pool and the procalémtsated on a pro ratasis to the allocable
share of the reserves corresponding to eactifiCate Holder. Interest payments made by
Certificate Holder borrowers are not allocated lydie that Certificate Holder’s allocable shar
of the pooled reserves.

G. Staffworks, Inc. Applies for Insurance Coverage, is Underwritten by ICMC, and
Makes its First Premium Payment.

44, In 2005, Cesar Scolari resided in Califoraiad was the sole owner and presid

of a multi-million dollar businesseadquartered in Southern Catifia called Staffworks, Inc.

charge
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45, By 2004, Staffworks was paying heavy taXecluding California State income
tax) and Scolari tasked his CPA, William Frigsfind a tax advantagadvestment opportunity
or some tax sheltered program in ordereiduce Staffworks and Scolari’s tax burden.

46. By 2005, Staffworks was one of the larglegjistics companies in the United

States, with approximately 1,000 employess] it had over $25 million dollars in annual

revenue.
47. Fries told Scolari about a seminarwianted to attend in Orange County
regarding Offshore Captive Insurance Comparaad, Scolari paid for Fries’ registration.

48. After attending the Offshore Captivesirance seminar, CPA Fries recommended
that Scolari meet with Matt Brown, a Californix @torney who was featured at the seminar
and Scolari agreed.

49. Scolari met with Fries and Brown tedrn about the program. The offshore

program, called “Premium Lite Program,” waf$ered by Bancroft Life & Casualty, Ltd.

50. Around July 2005, Scolari retained Browas an attorney for a variety of
purposes.

51. Over the next several months, Brown atpged to sell Scolari and CPA Fries on
the Bancroft “Premium Lite” Pragm, using documents and litared that had been provided {o

him by Bancroft. Both Brown and the Bancrdéicuments emphasized that captive insurange
companies are among the most profitable businésske world and that they offer significant
tax deferral benefits for #ir owners and participants.

52. Before Scolari would agree to participah the Premium Lite Program, he asked

to hear about Bancroft's commafkloan program, and about thrvestment components of th

D

program, directly from a Bancroft representative October of 2005 Scolari participated in a

FINDINGS OF FACT AND CONCLUSIONS OF
LAW -9



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

conference call in which thedWwyer for Bancroft—Tom Robext—addressed the investment
aspect of the Bancroft Program aBancroft's corporate loan program.

53. Tom Roberts acknowledged the Premiuite [Program’s investment componer
He also confirmed certain investment representations contained in a document entitled,
“Premium Lite” which Banmft was circulating.

54. Tom Roberts represented to Scolaattthe Premium Lite Program had tax
advantages, specifically in regard te theductibility of instance premiums.

55. Roberts and Brown told Scolari that Scolaould decide how much he wanted
invest in the Premium Lite Pragm, and that his investment would be accomplished by mez
paying insurance premiums. Rotsesaid that Bancroft woulthen allocate those premiums
among a number of different coveragesy¢oagreed upon by Scolari and Bancroft.

56. Tom Roberts also educated Scoldat Bancroft's new commercial loan
program, under which Bancroft could loan back to Scolari up to 70% of the amount of the
premiums he paid into the Premium Lite PrograRoberts said that there would be no tax
consequences until the loans were paid off at tideoé five years, and that then the taxes wo
be at the “capital gains rate.”

57. Tom Roberts advised Scoldniat he would not have to use his own money, of
property, to repay the Bancroft Iaarbut instead the loans would f&d back (or distributed “i
kind”) from Staffworks’ premium retun benefit after five years.

58. Scolari’s decision to havetaffworks participate in the Premium Lite Program
was based on the Premium Lite Program buoe, an Application; an April 8, 2005 opinion
letter from the Greenberg Tragriaw firm that described thegyram’s structure; and the oral

representations by Bancrofiégent, Tom Roberts.

—
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59. On November 1, 2005, Scolari signed gophAcation for Staffworks to become
member of ABG and for insurance cover&gen Bancroft (the “2005 Application”).
60. Among other terms, the 2005 Applicatioropides that “adverse tax treatment

the IRS and other taxing authorities one of the risks of padpation in the Premium Lite

program.
61. The 2005 Application provides that tapplicant understands and acknowledg
that “no representations or adgmns have been made by Barftiafe & Casualty, Ltd. that

promise or imply any rate of return on expecemdjusted refunds of premiums, or that the
Applicant will qualify for such a refund.”

62. The 2005 Application provides that “if assessment is made and not fully pai
that coverage can be canceled retrospectively taattie initial date beefits were applied for

(the date of this Application).”

63. The 2005 Application providesdh other than the Applation itself and the April

8, 2005 Greenberg Traurig opinion, the “Applicantymat rely on any other written or oral
information provided by any other person.”

64. The 2005 Application also includes thdldaving provisions ad representations

=

e The purchase of insurance involves dertégsks. These risks include, hut
are not limited to, losses in the Insusereserves, poor claims experience,

insolvency of the Insurer and adversx treatment by the IRS and ot
taxing authorities.”

e Staffworks "must be a duly authorizédember of the Association” {o

obtain coverage.
e “[p]Jremiums are held in the gerad reserves of the insurer.”
e Staffworks "consulted withts attorney, CPA, oother appropriate ta

business or financial advisor and tlia¢ advisor(s) have determined t
it was paying a reasonable premium."

FINDINGS OF FACT AND CONCLUSIONS OF
LAW - 11

her

hat




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

e The applicant is a "sophisticatedrpen with a substantial net worth (in
excess of USD $1,000,000."

e The Application and accompanying matesiado not constitute an offer fto
sell any insurance, security investment product.”

e “The insurance offered by Bancroft Life & Casualty ICC, Ltd. is |not
otherwise available in the State in which the Undersigned resides."

e Bancroft "is licensed and admitted the British Virgin Islands,” that
“[tlhe coverage cannot be offered time United States,” and that "[t]he
benefits of this coverage may only éeforced within the jurisdiction and
under the laws of the Bish Virgin Islands."

e “This Application does not constitute affer to sell insurance, security |or
investment product.”

e “The experience adjusted returngyEmium feature is dependent upon
claims experience, expenses and investment results of the company|as a
whole, not the claims experience of the Applicant alone.”

65. The April 8, 2005 Greenberg Traurig opniletter cautions that a Certificate
Holder should not expect to receive any premiuturrebenefit. It reiteates that coverage is
provided by Bancroft pursuant to te@oup Master Policy, kept in BVI.

66. In late October 2005, Scolari directed Stafflss staff to gather various materials
requested by Brown for underwriting to be coaieéd by ICMC. Staffworks’ representatives then
forwarded this extensive documentation@C. The underwriting materials included
Staffworks financial statements, tax returesisting insurance policsg and other pertinent
information.

67. Shortly thereafter, Scolari and Brovad a conferenazll with ICMC'’s
president, Tom Roberts, to discuss Staffwouksnsured risks and éhunderwriting materials
previously provided to ICMC.

FINDINGS OF FACT AND CONCLUSIONS OF
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68. Bancroft and its directors denied plagiany role in the underwriting conducted
for the Premium Lite program. The underwritfimgpction was entirely outsourced. Bancroft's
regulatory lawyer, Tom Robertdpubled as underwriter pblicies written by Bancroft.

69. In November, 2005, ICMC conducted underwriting and ultimately prepared p
“supplement to application,” listing the variopgposed coverages and premium costs for
Staffworks’ review and approval. This donent was transmitted on November 28, 2005.

70. In November 2005, Staffworks paid fisst $20,000 premium, by check payable

to “Association Benefits Group”. This check wsent by Staffworks to ABG’s Delaware offic

[1°)

71. On December 29, 2005, Staffworksaeaa second premium payment —
$2,580,000 — by check payable to “Association Bes&roup.” This check was sent via

overnight courier from Staffwés to ABG’s Delaware office..

72. Staffworks’ premiums were initially g@sited into ABG’s account and ultimatgly
transferred to Bancroft.

73. Staffworks’ total 2006 premium was $2,600,00¥ded into eight coverages.
As an example, one coverage was “Loss obime Resulting from Loss Major Supplier.”
“Major Supplier” was defined as “a supplier wbontributes 25% or more of goods or services
purchased by Staffworks in any one yeaftie only major supplier to Staffworks’ logistics
business was the uniform provider for 1,000 waskeFhe premium for that coverage was
$600,000, returning an “annual benefit” of $500,00Bat coverage has no business purpose
other than tax reduction.

74. Scolari treated Staffworks’ $2,600,0p8emium payment as a deductible

“ordinary and necessary” business expense afivgirks’ federal income tax return.

FINDINGS OF FACT AND CONCLUSIONS OF
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H. Bancroft Makes its First Commercial Loan to Scolari.

75. While Staffworks was enrolling in tHeremium Lite program, Brown advised
Bancroft that Scolari would like tapply for a loan from Bancroft.

76. In exchange for the loan, Scolari entsd a promissory note dated January 30
2006 (“2006 Promissory Note”).

77. Section 3 of the 2006 Promissory Nptevides that payment of the note is
“secured by the liens and security interests’tiregpto real properties in San Bernardino Cout
California, and Mohave County, Arizona, éston exhibits to the Promissory Note.

78. On January 31, 2006, Bancroft wired Seoloan proceeds in the amount of
$1,820,000 — exactly 70% of the $2,600,000 premium.

79. No liens or security interests wezeer perfected or recorded on the San
Bernardino County, California property thre Mohave County, Arizona property.

80. Despite conflicting representations aboutnership of the properties in the
Promissory Note, Scolari had actually transfeitite to the San Bernardino, California prope|
to the “2005 Scolari Separate Property TrustMarch 31, 2005. He hadkinsferred title to the
Mohave County, Arizona property to the “200%8ei Separate Property Trust” on April 14,
2005. Scolari’s representation in the 2006 Promissory Note was false.

81. Scolari never treated the Bancroft Iqganoceeds as income on his individual
federal income tax returns. Sadlcaused his companies, who atijupaid the loan interest, tg
take deductions for the loan interest paidasordinary and necessary business expense.”

82. As it did for all Certificate HolderdCMC provided quarterly statements to
Staffworks,starting with the fourth quarter2805. These statements showed Staffworks’ pr

rata share of Bancroft's reserves. They alsov&d calculations of Staffworks’ pro rata share

ty,

Ity

of

expenses and claims allocated to that portioBasfcroft's reservesThese figures provided a
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starting point for the calculatiasf what Staffowrks’ premium reto benefit would be, if it were
eligible for such a return at that particular moment in time.
83. Bancroft never created a segregatedount for Staffworks’ premium.

|. Staffworks, Inc. Applies for Additional Coverages from Bancroft in Late 2006, is
Underwritten by ICMC, and P ays Additional Premiums.

84. On December 18, 2006, Scolari, on deb&Staffworks, signed a second
application (the “2006 Application’fpr insurance through Bancroft.

85. On December 19, 2006, Brown forwardsttitional underwriting materials to
ICMC. These materials included the typical imfi@ation requested by captive insurers. Thel
no evidence whatsoever that Bancroft or ahigs delegees ever performed any actual
underwriting analysis or calcdian to determine what Staffworks’ premiums should be for
which risks were purportedly covered.

86. In 2006, Staffworks paid a $5 million premium. In addition to the eight cove)
retained from 2005, the 2006 policy included s coverages. These coverages were
excessive and had little or no utility to an @ming logistics business. For example, the 2006
policy provided coverage for a “Loss Of Key Professional Staff.” For a $600,000 annual
premium, Staffworks got a $2,700,000 benefit, pagéiol case of loss of business revenue .
as a result of the description of business operations caused by the departure of the profe
staff member.” No explanatiar defense of these coverageswéfered by Bancroft. Scolari
denied these coverages had any business mugtber than income tax avoidance.

87. Scolari treated Staffworks’ $5,000,000 pram as a deductibléordinary and
necessary” business expense on Staka/®006 federal income tax return.

88. ABG/Brad Barros paidttorney Matt Brown apprormately $300,000 in referr

fees, based on the premiums paid to Bat/&BG by his client, Staffworks/Scolari..

eis

rages

ssional
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J. Bancroft Makes its Second Commercial Loan to Scolari in January 2007.

89. On January 30, 2007, Scolari borrowieasm Bancroft $3,500,000—70% of the
premium he had just patd Bancroft.,

90. In exchange for the loan, Scolari entsd a promissory note (“2007 Promissor
Note”) and a security agreement dateduzaty 30, 2007 (“2007 Security Agreement”).

91. Section 3 of the 2007 Promissory Nptevides that payment of the note is
“secured by the liens and security interesédéting to real properties in Orange County,
California, two properties i8kagit County, Washington, @ property in King County,
Washington, listed on Exhibit fo the 2007 Promissory Note.

92. Concurrent with his execution of the 20@Rmissory Note, Scolari also execu
a separate Security Agreement dated January 30, 2007.

93. The Security Agreement describes as ‘a@lfal” the same four properties liste(
on Exhibit A to the 2007 Promissory Note.

94. Section 3.03 of the Security Agreemaido provides that “[Scolari] will pay
immediately, without notice, the entire unpaidebtedness of [Scolari] to [Bancroft], whethe
created or incurred pursuanttbos Security Agreement or otlvase, upon [Scolari’'s] default
under this Security Agreement.”

95. In the Security Agreement, Scolari appoinBahcroft as his “attorney-in-fact .
to execute any and all papersdanstruments to do all other tigis necessary to preserve and
protect the Collateral and to pect Secured Parties’ securityarest in that Collateral.”

96. The King County, Washington propettgted on Exhibit A to the 2007
Promissory Note and the Security Agreement @rasimbered by a pre-existing deed of trust|

of January 30, 2007.
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97. Contrary to his representationstire 2007 Promissory Note and Security
Agreement that he held clear title to the listeopgrties, Scolari had transferred title to the S
Clemente property to the “2005 Scol@aparate Property Trust” on April 14, 2005.

98. No security interest was recorded imyaf the four properties listed on Exhibit

to the 2007 Promissory Note and the Security Agreement.

K. Scolari Sells Staffworks, Inc.’s Assets and Sea Czar, Inc. Serves as the Successor

Certificate Holder.

99. In April 2007 sold Staffworks to a third party for $53 million.

100. Scolari formed Sea Czar, Inc., as a hmjdcompany to invest the proceeds from

the sale of Staffworks’ assets.

101. On January 24, 2008, Brown (on Scolab&half) emailed ICMC and requesteq
that Sea Czar, Inc. serve as Staffiws’ successor Certificate Holder.

102. Brown’s email also indicated that Scoldid not want his company’s coverage
terminate, because of the 100 percent surrguelealties that would beaused by his early
withdrawal from the Bancroft program.

103. For calendar year 2008, the Certificatelder named on the certificates of
insurance was Sea Czar, Inc. Beginning whthfirst quarterly statement for 2008, Sea Czar
Inc. replaced Staffworks as the “participamt’the Bancroft Premium Lite program. The 200
coverages were equally inapplitaior a holding company witho employees: loss of busine
revenue because of “Disability of Insured fdlayee” and “Inability of Insured Employee to

Work.”

104. In 2009, Sea Czar, Inc. paid Bancroft the $5,000 minimum renewal premium.

A
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L. From 2006 Through 2009, Staffworks, Inc.’$§Sea Czar, Inc.’s Allocable Share of the

Pooled Reserves is Credited with More Intergt Than the Interest Paid by Scolari on the

Commercial Loans.

105. From the fourth quarter of 2006 forwaikncroft's quarterly statements for
Staffworks and Sea Czar listed @unmts on the line item for “intest credited this quarter” that
on an aggregated annual basigeeded the total amounts paid by Scolari in interest on the
promissory notes each year.

106. The amounts credited to Staffworks ar@h&zar exceeded the total interest p
by Scolari because, rather than crediting the @pntokScolari’'s interesto only Staffworks or
Sea Czar’s allocable share ot tteserves, as with all interggtyments received by Bancroft,
Bancroft credited the interest arpro rata basis to the allocakleare of the reserves of all
Certificate Holders in # Premium Lite pool.

107. Brown repeatedly raised concerns withncroft and ICMC that he believed theg
entirety of Scolari’s interest payments shoulcchedited to Staffworks’ allocable share of the
reserves, instead of being apymmed across the pool on a préaerédasis. Brown could not,
however, produce any written document wherein Bé&hordCMC had ever promised that thg
is how the interest payment would be credited.

108. ICMC and Bancroft rejected Brown’siggestions that ICMS president, Tom
Roberts, had agreed to sumh arrangement back in 2005.

M. Scolari and Bancroft Negotiate the Esthlishment of an Incorporated Cell Through
the “Maritsa Agreement.”

109. Because Scolari wanted more investnaritrol over the allocable reserves,
Bancroft offered an alternatiamlution for Sea Czar to disdimue its participation in the
Premium Lite program whereby a separate “ipooated cell” would be set up in Saint Lucia

and Sea Czar’s allocable share of the pooledvesevould migrate intthe incorporated cell.

Aid
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110. From the Spring of 2009 to the Sumneé2010, Brown, on behalf of Scolari,
negotiated various agreements, including tleedporated Cell Formation and Investment
Account Management Agreement and the Jithe2010 Insurance and Management Service
Operating Agreement, all associateith the planned “Maritsa IC.”

111. Scolari signed the “Incorporated CElbrmation and Investment Account

Management Agreement” (the “Mtma Agreement”) on October 14, 2009.

112. Barros signed the Maritsa AgreementBancroft’'s behalf on October 16, 2009.

113. The Maritsa Agreement provided, in part:

a. Bancroft will manage Maritsa for five years;

b. Bancroft will open an account tite Bank of the West to hold cash
reserves allocable to Scolari;

c. The cash reserves are the sole prgparBancroft until such time as
Maritsa meets the terms of tAssumption Reinsurance Agreement;

d. Bancroft is authorized to withdrawrids from the cash reserves prior tq
transfer to Maritsa to the extent nesary to pay claims asserted in the
ordinary course of Beroft's business; and

e. Scolari acknowledges that the promissory notes in the amount of
$5,320,000 and the cash reserveth@mamount of $1,643,549.01 as of
July 15, 2009 constitute the soledeexclusive resees allocable to
Scolari.

N. Scolari, through Brown, Instructs Barcroft to Stop Further Work on Marista and
Cuts Off All Contact With Bancroft.

114. Even before the Maritsa Agreement Viiaglized, in early June 2009, Bancroft’

board of directors passed a resion authorizing and approvirthe opening of the investment

account at the Bank of the West and appointieggank of the West as the investment mandger

of the account.
115. By October 23, 2009, Bancroft had opened the Bank of the West investmer

account and deposited the funds dibsd in the Maritsa Agreement.

(2]
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116. In May 2010, Bancroft withdrew $635,769.688m the Bank of the West accou
and redistributed it to other Certificate Holsfeallocable shares of the pooled reserves.
117. The withdrawal from the Bank oféhWest account was composed of the
following:
e $141,737.80 was Sea Czar, Inc.’s pro rata claims expense;

e $28,650.90 was a quarterly charge for Bancroft's 1.6 percent 3
management fee as disstml in the Applications;

e $11,591.38 was the pro rata portion géneral and administrati
expenses for the Premium Lite pool for 2008 as disclosed if
Applications;

e $67,895 was costs associated with impaints that Bancroft was requir
to take on pool assetis mark them down to fiamarket value;

e $150,382.95 was a one-time accounting adjustment associated w
and administrative expenses in ordeh&we the quarterly statements m

accurately correlate with the calctitan of the premium return bene
and

Czar, Inc.’s pro rata sharof the entirety of calendar year 2009’s gerleral

e $235,511.49 was a one-time reversahofaccrual associated with
previous assessments to other Cedte Holders that were accrued but
never paid.

118. The $235,511.49 reversal was the sum of previous credits for “subrogation

claims recoveries this quarter” listed on the qeréytstatements for the third and fourth quarts

of 2008. CBIZ's accountants ingtied this reversal when, upon taking over as Bancroft’s th

party administrator, they realizéidlat ICMC had previously creéitl the allocable shares of the

reserves of all Certificate Holders with the pata portions of premium assessments that ha
been made in 2008, but never paid.
119. While the first four components of thetladrawal were regularly charged to Se

Czar, Inc.’s allocable shaiof the pooled reserves prior t@ tourth quarter of 2009, the last tv
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components were one-time accounting adjustsimade by Bancroft's new third-party
administrator, CBIZ, to all Certificate Holders’ quarterly statements for the fourth quarter ¢
2009 so that the reserve values shown on theeaqlyastatements would more properly correls
to the amount that a Certificate Holder couldextfdo receive as past a potential premium
return benefit.

120. Without prior notice, each of the chargeade against Sea Czé#nc.’s allocable
share of the reserves was made on a pro rata &gainst the reservesaif Certificate Holders
in the pool.

121. On Monday, July 12, 2010, Brown email8dolari, stating that “[tlhey are
moving forward rapidly now with the formation bfaritsa” and stating @t Bancroft was about
to “spend a fair amount of money on a St. Lutiaraey, so if you do intend to litigate, | shou
probably stop them to eliminate yet another ex¢adee difficult.” Scolari then responded tha
Brown should “let [Bancroft] know [it] should stop.”

122. On July 12, 2010, Brown then emailed Banftdirector Baros, stating as
follows:

Sorry to be the bearer of badwse but | suggest you hold off on
Maritsa as Cesar has retained Freginer to pursue litigation against
Bancroft. He has assured me thatigrét coming after me as part of

this, but he needs an outsidegdétion attorney to walk him through
these issues, so | am now out of the loop.

| no longer have any dadg this hunt, but baskon what | have seen,
Cesar has several bona fide wolaj so | hope you appreciate the
severity of what | assume theachs will be and find your way to a
quick resolution.

123. Thereafter, Bancroft halted any furthveork on the formation of the Maritsa IC.
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O. Bancroft Declares Scolari to be in Defalt of the Promissory Notes and Commences
Collection Activities.

124. In September and October 2010, Bancroft repeatedly requested that Brown
forward copies of the promissory notes anclsigy agreements executed by Scolari. Brown
initially refused to do so, claiming in a Septber 21, 2010 email to Barros that he was not
“authorized to provide client documentsaioyone or even to confirm they exist.”

125. The interest payments that wehae as of December 31, 2009, on the 2006
Promissory Note and the 2007 Promissory Note totalled $248,724.

126. On August 10, 2010, Bancroft's attorn&®gbin Benjamin, wrote to Scolari
advising him that he had failed to make the ahmiterest payments dumder the terms of the
two promissory notes on December 31, 2008, advising Scolari that Bancroft would
accelerate the balances if payment was not received by August 20, 2010.

127. On October 19, 2010, Bancroft sent anoth&tetdo Scolari, reminding him of th
overdue interest payments, and asking Scolafviatten assurances that the real property
collateral securing the two promisgmotes is still titled in youname and has not been furthe
encumbered by any superior lienssecurity interests.’Scolari failed taespond to the letter.

128. Scolari did not make any payments on the two promissory notes, and Banc
commenced this action on January 6, 2010.

P. Bancroft Assesses Sea Czdnc. Additional Premium.

129. The 2009 — 2010 coverage amounts for Sea Czar were calculated based of
Certificate Holder’'s respective allocable shafeeserves. Bancroft decided to increase
coverage limits (without consulting with or aloting permission from #hinsured). Based on

the pool’'s available reserves, Bancrofimatically increased the coverage limits:

e

=
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2009 limit 2010limit

Technical Equipment 24,935.21 6,190,000
Tax Audit 100,000.00 6,190,000
Business Litigation 138,240.94 6,190,000
Reps. & Warranties 500,000.00 6,190,000
Employee Disability 768,491.73 6,190,000
Employee Inability to Work _1,161,223.86 6,190,000

2,692,896.74 37,140,000

130. In March 2011, Bartlett Actuarial performed calculations for a number of

Bancroft Certificate Holders to determine whether their allocable shares of the reserves
supported the amounts of covgeahen in place.

131. As to Sea Czar, Inc., Bartlett Actuarial concluded that the unimpaired reser
supported $1,275,493 in coverage, and not &h&3),000 per occurrence limits listed on the
Czar, Inc. certificates of insurance.

132. Accordingly, on March 8, 2011, Stuart Anobk CBIZ issued a letter to Sea Cz

Inc. advising that a premium assessmefi4)875,000 (60 percent of the premiums paid sing

inception), was necessary to continue supportiagtiverage limits then in place. The letter
guoted the Group Master Policy provision pgtimg retrospective premium assessments, an
advised that failure to pay the assessment wihidays would lead tihe termination of all
benefits payable, includingegtpremium return benefit.

133. Scolari did not pay the assessmamnt] on May 25, 2011, Anolik sent Scolari g

letter advising him that Sea Czacsverage, and any right to aeprium return benefit, had bee

cancelled.
134. On December 27, 2012, CBIZ sent Scotaletter advising Scolari that its

calculation of 60% of the amount pfemiums paid since inception as stated in the April 8, 2

es

Sea

ar,

e

L

14

n

011

FINDINGS OF FACT AND CONCLUSIONS OF
LAW - 23



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

letter from Anolik had been in error. &lDecember 27, 2012 letter provided Sea Czar until
January 27, 2013, in which to pay $4,560,000 retktate coveragetroactively.

135. Neither Scolari or Sea Czar paid tieeised premium assessment described in
CBIZ's December 27, 2012 letter.

136. Neither Staffworks nor Sea Czar egeiffered any covered losses or made any
insurance claims under any Bancroft policy.

CONCLUSIONS OF LAW
In its August 23, 2013 Order, the Court canlgd that it did not believe the parties or

their lawyers. Having heard the testimomyl aeviewed the exhits, the Court remains

convinced that the parties lacledibility as to their intent anehotive in participating in this

scheme.
1. The Court has jurisdiction by reasordofersity of citizenship. 28 U.S.C. §
1332. This Court’s jurisdiction was invoked by Beoftto enforce collection efforts against

two promissory notes. Defendant Scolari may rass®/ equitable defenses which he may hg
as to any actions arising from the Promigd9dotes and/or arising from the Security
Agreement(s).

2. The choice of law provisions in baththe Promissory Notes Scolari signed
specify that the law of California applies, ahé choice of laws provision in the Security
Agreement which Scolari signed specifies that the laws of Washington State applies.

3. The Court concludes from allglevidence adduced at trial that:
A) Tom Roberts was Bancroft's agent;

B) The “Premium Lite” program and the commercial loan program af
inexorably linked in a scheme to defraud the United States from t
revenues otherwise owed by fBtarks and/or Cesar Scolari;

C) The insurance contracts and the tesdlgoromissory notes and securif

ve
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agreement(s) taken togethenstitute an illegal contract.

4. Washington law holds that an illegal aaat can arise ifray act in connection
with the contract establishes a “... practiceourse of business which operates or would
operate as a fraud or decgton any person” as noted@olberg v. Sanglier, 96 Wash.2d 874,
639 P.2d 1347, 1352 (1982).

5. The Bancroft Premium Lite Programe¢luding the two Application and
Subscription Agreements which Scolari sigie@005 and 2006, as well as the two promissg
notes which Scolari signed in 2006 and 200&,“dlegal contracts,” inasmuch as the
transactions in total, constitute an impropgerapt to circumvent United States tax laws.

6. Based upon the totality of the eviderthe Court declines to award any
affirmative relief to either party to this trsaction and, consequenttite Court rules against
both parties on each and every one of thapeetive claims and counterclaims, herein.

7. The Court further concludes that no partida further relief will be awarded to
either party in regard to any costs, attornegesst or other collateradsues arising from this
case. The Promissory Notes, the Securityeggrents, and the Insurance Policies are not val
and are not enforceable.

Dated this 8 day of December, 2013.

LBl

RONALD B. LEIGHTON
UNITED STATES DISTRICT JUDGE
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