EXAMINATION REPORT
OF THE
ARROWOOD SURPLUS LINES INSURANCE COMPANY
AS OF

DECEMBER 31, 2018



TRINIDAD NAVARRO
COMMISSIONER

STATE OF DELAWARE
DEPARTMENT OF INSURANCE

I, Trinidad Navarro, Insurance Commissioner of the State of Delaware, do hereby certify that the
attached REPORT ON EXAMINATION, made as of December 31, 2018 of

ARROWOOD SURPLUS LINES INSURANCE COMPANY

is a true and correct copy of the document filed with this Department.

Attest By: WWTW ¥ susm

Date: )\ % day of QT\\}SC}D& ,2019

In Witness Whereof, I have hereunto set my hand and affixed
the official seal of this Department at the City of Dover, this
4 dayof &Ab 2019

=Ll L%(M
Trinidad Navarro
Insurance Commissioner

¢ INSURANCE.DELAWARE.GOV ¢
1351 W. NorTH ST., SUITE 101, DOVER, DELAWARE 19904-2465
(302) 674-7300 DovER ¢ (302) 739-5280 GEORGETOWN 4 (302) 577-5280 WILMINGTON



TRINIDAD NAVARRO
COMMISSIONER

STATE OF DELAWARE
DEPARTMENT OF INSURANCE

REPORT ON EXAMINATION
OF

ARROWOOD SURPLUS LINES INSURANCE COMPANY

AS OF

DECEMBER 31, 2018

The above-captioned report was completed by examiners of the Delaware Department of
Insurance.

Consideration has been duly given to the comments, conclusions and recommendations of the
examiners regarding the status of the company as reflected in the report.

This report is hereby accepted, adopted and filed as an official record of this Department.

A N -

Trinidad Navarro
Insurance Commissioner

A o o
Dated this 2% " dayof @A 4 019

¢ INSURANCE.DELAWARE.GOV ¢
1351 W. NorTH ST., SUITE 101, DOVER, DELAWARE 19904-2465
(302) 674-7300 Dover ¢ (302) 739-5280 GEORGETOWN ¢ (302) 577-5280 WILMINGTON



TABLE OF CONTENTS

SALUTATION ettt e st e e s st e e e s st e e e st e e e teeeanseeeanseeeansaeeanaaeanneeannes 1
SCOPE OF EXAMINATION. ....cct ittt sttt sttt st nsesaeseene e 1
SUMMARY OF SIGNIFICANT FINDINGS ........cotiiiiiiiiiiieese e 2
COMPANY HISTORY .ttt e et e e st a e s e e e snb e e e ba e e atneeanses 3
CAPITALIZATION. 1.1t ettettestestestesteateasseseessessessessesseasaesaesseseessessessesseaseaseassessessessessesseasessaaseessensenees 4
DIVIDENDS TO STOCKHOLDERS .....vtuvtutettateteseasesteseasessesseseasessessesessessessesessessesessessessassssessessasens 4
MANAGEMENT AND CONTROL ....coviieiiiiiiieiee ettt st seneen s 5
BOARD OF DIRECTORS ...cciutttiitiieittie sttt ettt ettt ettt ettt e e st e e e esb e e e abb e e s ebb e e e bt e e e beeeenneeeanes 5}
COMMITTEES ...ttt sttt ettt ettt he e bt e bt e be e e hb e e b e e bt et e e ehb e ekt e e bb e et e e ehe e e beeenbeenbeenreeennes 6
CORPORATE RECORDS .....eutiteitetesiatestesiesestesteseesesseseasessesseseasesseseesessessessssessessesessessessasessensesenses 8
ARTICLES OF INCORPORATION AND BYLAWS ...ttt 9
HOLDING COMPANY SYSTEM ...utiiiutieiieiutianteeaiteesieeasteesteessseesieeasseesseesssesssssanseasseesssesssnessesssnens 9
AFFILIATED AGREEMENTS ...cutttiiuttteitetestetestteeessteeassteeastseesasseesbseessbeeeasbeeessbeeesnseeeasseesseeennns 10
TERRITORY AND PLAN OF OPERATION ..ottt 11
REINSURANCE. ..ottt sttt sttt s et st et e sesbe st eneenesee e enene 12
FINANCIAL STATEMENTS ..ot nne s 13
STATEMENT OF ASSETS AND LIABILITIES ..eoiutiiiieiiiesiiesieesteesiteesies st siee e siessneeesneesseeensee e 14
STATEMENT OF INCOME ...ttt ettt sttt sttt ettt st nb e sa e e be e enb e e beesneeebee e 16
RECONCILIATION OF CAPITAL AND SURPLUS.....ccvtuiitiitesierenteseeeesesseseesessessesessessessesessessessesenes 17
ANALYSIS OF CHANGES IN FINACIAL STATEMENTS RESULTING FROM THE
EXAMINATION L.t e et e et e e e sab e e e ssb e e e bb e e etaaeaseaeansees 18
COMMENTS ON FINANCIAL STATEMENTS.......ooiiie e 18
INOTE L. LOSSES ..t utettatetesierestesiesestesteseasesteseesessesteseesesseseesessesseseesessessesessesseseesessessenessesseseasenes 18
LOSS ADJUSTMENT EXPENSES ....cciutiiieeiuieaieestreaiteesiseesieesireabessieeesseesseeeneesseeesneesnneeneennneenns 18
SUMMARY OF RECOMMENDATIONS .....ooiiiiiiie ettt 18
SUBSEQUENT EVENTS .ttt ettt s e st e e e e snae e nna e e e nnn e e sne e e nnneeans 18
CONCLUSION . ...ttt sttt sttt e st e b e e be et et e neabesae st atesee st enennens 19



SALUTATION

September 3, 2019

Honorable Trinidad Navarro
Insurance Commissioner
Delaware Department of Insurance
1351 West North Street, Suite 101
Dover, Delaware 19904
Commissioner:

In compliance with instructions and pursuant to statutory provisions contained in Exam
Authority No. 19-013, dated May 15, 2019, an examination has been made of the affairs,
financial condition and management of the

ARROWOOD SURPLUS LINES INSURANCE COMPANY
hereinafter referred to as (Company or ASLIC), incorporated under the laws of the State of
Delaware as a stock company with its statutory office located at 251 Little Falls Drive,
Wilmington, Delaware. The examination was conducted at the main administrative office of the
Company, located at 3600 Arco Corporate Drive, Charlotte, North Carolina.

The examination report thereon is respectfully submitted.

SCOPE OF EXAMINATION

We have performed our examination of ASLIC, a multi-state insurer. The last
examination was conducted as of December 31, 2014 by the Delaware Insurance Department
(Department). This examination covers the period of January 1, 2015 through December 31,

2018.



Arrowood Surplus Lines Insurance Company

We conducted our examination in accordance with the National Association of Insurance
Commissioners (NAIC) Financial Condition Examiners Handbook (Handbook) and generally
accepted statutory insurance examination standards consistent with the Insurance Code and
Regulations of the State of Delaware. The NAIC Handbook requires that we plan and perform
the examination to evaluate the financial condition, assess corporate governance, identify current
and prospective risks of the Company and evaluate system controls and procedures used to
mitigate those risks. An examination also includes identifying and evaluating significant risks
that could cause an insurer’s surplus to be materially misstated both currently and prospectively.

All accounts and activities of the Company were considered in accordance with the risk-
focused examination process. This may include assessing significant estimates made by
management and evaluating management’s compliance with Statutory Accounting Principles.
The examination does not attest to the fair presentation of the financial statements included
herein. If, during the course of the examination an adjustment is identified, the impact of such
adjustment will be documented separately following the Company’s financial statements.

This examination report includes significant findings of fact, pursuant to the General
Corporation Law of the State of Delaware as required by 18 Del. C. §321, along with general
information about the insurer and its financial condition. There may be other items identified
during the examination that, due to their nature are not included within the examination report
but separately communicated to other regulators and/or the Company.

During the course of this examination, consideration was given to work performed by the
Company’s external auditing firm, PricewaterhouseCoopers LLP (PwC). Certain auditor work
papers have been incorporated into the work papers of the examination.

SUMMARY OF SIGNIFICANT FINDINGS
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There were no significant findings or material adjustments to the Company’s financial
statements that warranted disclosure in this examination report.

COMPANY HISTORY

ASLIC, formerly Royal Surplus Lines Insurance Company, was previously a member of
the Royal & Sun Alliance USA, Inc. (RSAUSA) insurance group whose ultimate parent was
RSA Insurance Group plc.

In September 2003, RSAUSA announced a strategic change that resulted in the sale of
the majority of its businesses under various renewal rights transactions. In 2004, RSAUSA also
implemented a Plan of Reorganization and Consolidation that reduced the number of its
insurance companies in the United States.

On March 3, 2007, Arrowpoint Capital Corp. (Arrowpoint), which was formed in 2006
and owned and operated by the Company’s management and independent directors, purchased
100% of the interests of Arrowpoint General Partnership, the US holding entity which owned all
of the RSAUSA businesses. The approval of the transaction by the Department resulted in the
Delaware Insurance Commissioner’s Order (Order) which subjected the Company to certain
requirements. In accordance with the Order, the Company cannot pay dividends or sell or
distribute assets, not in the ordinary course of business, without the Department’s approval. In
addition, a number of additional operational conditions were imposed as part of the Order
requiring the approval of the Department. The Department also appointed a claims monitor to
receive and act upon policyholder complaints, track indemnity reserve adequacy, monitor
litigation management, review claims denials and review all other aspects of sound claims

practices.
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Capitalization

The Company’s Certificate of Incorporation provides that the Company has authority to
issue 50,000 common stock shares with a par value of $100 per share. As of December 31,
2018, 50,000 shares of common stock issued and outstanding at $100 per share par value
represented the Company’s common capital stock, for a total outstanding of $5,000,000. The
Company has no preferred stock authorized, issued, or outstanding. Arrowood Indemnity
Company (AIC), a Delaware domiciled company, owns 100% of the outstanding stock. AIC is a
wholly owned subsidiary of Arrowpoint Group, Inc. (AGI), a Delaware corporation. AGI is
ultimately owned by Arrowpoint, also a Delaware corporation.

As of December 31, 2018, the Company reported gross paid in and contributed surplus in
the amount of $58,800,000. Gross paid in and contributed surplus decreased $57,800,000 during
the examination period from January 1, 2015 to December 31, 2018. The following
distributions, considered a return of capital, were paid to AIC during the period under

examination and declared and approved by the Department:

Date Approved Amount

October 5, 2015 $40,000,000
November 21, 2016 | $ 1,500,000
November 27, 2017 | $ 6,300,000
December 7, 2018 | $10,000,000

Dividends to Stockholders

Dividends in the amount of $12,200,000 were paid to AIC during the period under

examination as follows:

Date Approved Amount

October 5, 2015 $5,000,000
November 21, 2016 | $3,500,000
November 27, 2017 | $3,700,000
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All ASLIC dividends were paid in accordance with 18 Del. C. §85004(e) and 85005.

MANAGEMENT AND CONTROL

Board of Directors

Pursuant to the General Corporation Laws of the State of Delaware, as implemented by
the Company's Articles of Incorporation and bylaws, all corporate powers are exercised by or
under the direction of the Board of Directors (Board). The bylaws, as amended and restated
September 15, 2007, provide that the Company’s business shall be managed by or under the
direction of its Board. The Company’s bylaws state that the Board shall consist of not less than
seven and no more than twenty-one directors. The number of directors shall be determined by
the shareholders at each annual meeting and may be increased or decreased by vote of the
shareholders at any special meeting, or by vote of the whole Board at any regular or special
meeting. As of December 31, 2018, the members of the Board together with their respective

titles were as follows:



Name

John Tighe

Sean A. Beatty
Dennis W. Cahill
Catherine A. Carlino

Julie A. Fortune
Andre Lefebvre
David D. Shumway
Theodore G. Chandler

David M. Davenport
Daniel R. Keddie
Michael J. Crall
Edward J. Muhl

Arrowood Surplus Lines Insurance Company

Title
Chairman, President & Chief Executive Officer
Senior Vice President & Chief Financial Officer
Senior Vice President & Chief Operating Officer
Senior Vice President; Corporate Operations,
& Governance Executive
Senior Vice President & Chief Claims Officer
Senior Vice President & Financial Risk Officer
Senior Vice President & Chief Investment Officer
Vice President, General Counsel & Assistant
Corporate Secretary
Vice President & Controller
Vice President & Chief Actuary
Outside Director - Retired
Outside Director - Retired

Committees

Article 1V of the amended bylaws authorizes an Executive Committee, which shall
consist of three or more members of the Board, the number to be determined, from time to time,
by the Board. The Board, by the affirmative vote of a majority of the directors, shall designate
the members of the Executive Committee, one of whom may be designated by the Board as
Chairman of the Executive Committee. The Executive Committee shall have and may exercise,
between the meetings of the Board, all powers and authority of the Board in management of the
business and affairs of the Company. Directors serving on the Executive Committee as of

December 31, 2018, were as follows:

Name Title

John Tighe Chairman, President & Chief Executive Officer
Sean A. Beatty Senior Vice President & Chief Financial Officer
Dennis W. Cahill Senior Vice President & Chief Operating Officer

Senior Vice President & Chief Claims Officer
Senior Vice President & Financial Risk Officer

Julie A. Fortune
Andre Lefebvre

In addition, the Board, by resolutions passed by a majority of the whole Board, may

designate one or more committees in addition to the Executive Committee, each committee to
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consist of three or more of the directors of the Company, for such purposes as the Board may
from time to time determine. Said committees shall, to the extent provided by resolution of the
Board, have all the authority of the Board and shall have such functions and duties as the Board
shall prescribe. Each committee shall fix its own rules governing the conduct of its activities,
shall keep regular minutes of its meetings and report all actions taken to the Board. Other
Committees of the Board as of December 31, 2018 were as follows:

Investment Committee

Audit, Risk & Compliance Committee

Loss Reserve Committee
Officers

Avrticle V of the amended and restated bylaws states that the Company’s officers shall be

elected annually, at its meeting held after the annual meeting of shareholders, by the Board and
shall consist of a President, one or more Vice Presidents (the number thereof and variations in
title to be determined by the Board), a Corporate Secretary, and a Treasurer, all of whom shall
hold office at the pleasure of the Board or until their successors have been elected and qualified.
There may also be one or more Assistant Secretaries, one or more Assistant Treasurers, and such
other officers as the Board may from time to time deem advisable. Two offices may be held by

the same person, except the offices of President and Corporate Secretary. As of December 31,

2018, the Company’s principal officers together with their respective titles were as follows:
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Name Title

John Tighe Chairman, President & Chief Executive Officer

Sean A. Beatty Senior Vice President & Chief Financial Officer

Dennis W. Cabhill Senior Vice President & Chief Operating Officer

Catherine A. Carlino Senior Vice President; Corporate Operations, Planning
& Governance Executive

Julie A. Fortune Senior Vice President & Chief Claims Officer

Andre Lefebvre Senior Vice President & Financial Risk Officer

David D. Shumway Senior Vice President & Chief Investment Officer

Theodore G. Chandler Vice President, General Counsel & Assistant Corporate
Corporate Secretary

David M. Davenport Vice President & Controller

Daniel R. Keddie Vice President & Chief Actuary

Mark A. Graves Vice President & Chief Information Security Officer
Linda Y. Pettigrew Corporate Secretary

Gwyn W. Fuller Treasurer

In addition to the above officers, additional Vice Presidents and other officers were also
appointed.

Corporate Records

The minutes of meetings of the sole Shareholder and Board, which were held during the
period under examination, were obtained and reviewed. The recorded minutes of the
Shareholder and Board adequately documented its meetings, as well as the approval of Company
transactions and events, including the authorization of investments as required by 18 Del. C.
81304 “Authorization; record of investments.” Additionally, the Company had a few changes in
directors and officers that occurred during the period under review. As required pursuant to 18
Del. C. 84919 “Change of directors, officers; notice,” proper notification was provided to the
Department.

A review of the Insurance Holding Company Annual Registration Statement filings
(Form B and Form C) made by and on behalf of the Company for 2018 indicated the Company

had materially complied with 18 Del. C. 85004 “Registration of insurers” and 18 Del. Admin.
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Code 1801 “Insurance Holding Company System Regulation with Reporting Forms and
Instructions.”

Further, the Company maintains a formal written Code of Business Conduct, which sets
out the ethical guidelines to which all directors, officers, and employees are expected to adhere
to when conducting business at and on behalf of the Company. On an annual basis, officers and
directors are required to complete a Conflict of Interest Questionnaire.

Articles of Incorporation and Bylaws

The Company did not amend its Articles of Incorporation or bylaws during the exam
period.

Holding Company System

The Company is a member of an insurance holding company system as defined under 18
Del. C. 85001(6) “Insurance Holding Company System.” The Company’s Insurance Holding
Company Registration Statement (Annual Form B) was filed timely with the Department for the
years under examination. As of December 31, 2018, ASLIC was a wholly owned insurance
subsidiary of AIC, a Delaware domiciled company.

The following is an organizational chart that reflects the identities and interrelationships
between the Company, its Parent, all affiliated insurers, and other members of the holding

company system as of December 31, 2018:
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Arrowpoint Capital Corp.
(Delaware)

Arrowpoint Group, Inc.
(Delaware)

Arrowood Indemnity
Company
(Delaware)

Arrowpoint Investment
Management Company
(Delaware)

Arrowood Surplus
Lines Insurance
Company
(Delaware)

*Nonprofit Corporation

Affiliated Agreements

Financial Structures
Limited
(Bermuda)

*Arrowpoint Insurance
Foundation, Inc.
(North Carolina)

East River 1, LLC
(Delaware)

The Company was party to several affiliated agreements, which were disclosed in the

Company’s Form B filings with the Department.

For affiliated agreements that were newly

entered into, and amendments to previously approved agreements, the Company submitted

notification to, and received approval from the Department in accordance with 18 Del. C. 85005

“Standards and management of an insurer within an insurance holding company system.” As of

December 31, 2018, the Company was party to the following affiliated agreements:

Administrative Services and Expense Sharing Agreement

Effective April 1, 2007, as restated July 27, 2007 and amended September 1, 2018, the

Company entered into an Administrative Services and Expense Sharing Agreement with AGI

10
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and affiliates of the Company, whereby AIC provides certain services to the Arrowpoint
affiliated companies. Such services include, but are not limited to, financial, legal and
regulatory, information services, human resources, senior management and claims. Allocation of
the expenses is based on the actual cost of the service received and used by the affiliated
companies, or pro-rated or based on a pre-set formula using premium or other factors, such as
time spent.
Investment Management Services Agreement

Effective April 1, 2007, as amended January 1, 2018, the Company entered into an
Investment Management Services Agreement with Arrowpoint Investment Management
Company (Arrowpoint Investment), whereby Arrowpoint Investment provides services relating
to the management of the Company’s investment portfolio. Such services include, but are not
limited to, investment analysis, research, and purchase and sale of investments.
Tax Allocation Agreement

Effective December 31, 2007, as amended December 31, 2012, the Company entered into
a Tax Allocation Agreement with Arrowpoint, AGI, and various subsidiaries of Arrowpoint,
whereby Arrowpoint will prepare and file all tax returns on behalf of the Affiliated Group. AGI
will act as the settlement intermediary for the Affiliated Group with regards to any tax payments.
The Tax Allocation Agreement sets forth the methodology and procedures for the allocation and
apportionment of the consolidated Federal Income Tax Liability between the Members of the
Affiliated Group.

TERRITORY AND PLAN OF OPERATION

11
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As of December 31, 2018, the Company was licensed in two (2) states, which included
Delaware and Connecticut. The Company is also eligible or approved to write Surplus Lines in
thirty-six (36) states.

The Company is authorized as a stock insurer to transact the business of health, property,
surety, marine and transportation and casualty insurance as defined in 18 Del. C. Ch. 9 “Kinds of
Insurance.” The principal office facilities of the Company are located in Charlotte, North
Carolina.

The Company and its affiliate, AIC, are currently in runoff and are no longer writing new
business. Management’s focus is to successfully meet policyholder obligations and to achieve a
solvent runoff.

As of December 31, 2018, the Company’s business plan continues to focus on the
following major areas:

e Claim Management: Meet policyholder obligations and provide stewardship over
corporate assets.

e Reinsurance Recoverables: Effectively manage the reinsurance recoverable assets to
optimize cash inflow.

e Investment Management: Optimize asset type and maturity mix such that all expected
liability outflows are funded with expected investment asset inflows.

e Legal: Provide proper management and resolution of claim, corporate litigation and
regulatory risks.

e Operational Effectiveness: Maintain the processes, systems cybersecurity, vendor
management and collaboration to support a solvent runoff.

e Expense Management: Continually ensure that our expense base is commensurate with
the work needed to be done.
REINSURANCE

Assumed

The Company does not assume any business.

12
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Ceded

As the Company is in runoff, its focus for the reinsurance activity is the collection of
existing recoverable balances. The Company’s reinsurance recoverable balances on paid losses
and paid loss adjustment expenses increased from $544,000 at year end 2014 to $713,851 at year
end 2018. The 2018 liability for the Provision for Reinsurance decreased from $160,000 at year
end 2014 to $52,000 as result of a decrease in ceded loss and loss adjustment expense reserves.

FINANCIAL STATEMENTS

The financial statements, as reported and filed by the Company with the Department, are
reflected in the following:

e Statement of Assets and Liabilities as of December 31, 2018
e Statement of Income for the year ended December 31, 2018

e Reconciliation of Capital and Surplus for the Period from the Prior Examination as of
December 31, 2014, to December 31, 2018

13
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Statement of Assets and Liabilities
As of December 31, 2018

Assets Net
Ledger Not Admitted
Assets Admitted Assets
Bonds $32,231,784 $ 0 $32,231,784
Cash and short-term Investments 37,042,706 0 37,042,706
Investment income due and accrued 223,945 0 223,945
Amounts recoverable from reinsurers 713,851 0 713,851
Current federal and foreign income tax
recoverable and interest thereon 167,364 0 167,364
Total Assets $70.379.650 $ 0 $70,379,650

14
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Losses $ 727,012 Note 1

Loss adjustment expenses 1,171,874 Note 1
Funds held by company under reinsurance treaties 11,474
Provision for reinsurance 52,000
Payable to parent, subsidiaries, and affiliates 1,598,907
Ceded loss payable 341,953
Total Liabilities $ 3,903,219
Common Capital Stock $ 5,000,000
Gross Paid in and Contributed Surplus 58,800,000
Unassigned Funds (surplus) 2,676,431
Total Surplus as Regards Policyholders $ 66,476,431
Total Liabilities, Surplus and Other Funds $ 70,379,650

15
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Statement of Income

For the Year Ended December 31, 2018

UNDERWRITING INCOME
Premiums earned

DEDUCTIONS
Losses incurred
Loss adjustment expenses incurred
Other underwriting expenses incurred
Total Underwriting Deductions

Net Underwriting Gain or (Loss)

INVESTMENT INCOME

Net investment income earned

Net realized capital gains (losses) less capital gains tax
Net Investment Gain or (Loss)

Net income after dividends to policyholders and before
federal income taxes

Federal and foreign income taxes incurred

Net Income (Loss)

16

$ -0-
$ 1,086,487
(218,754)

695,673

$ 1,563,406
$ (1,563,406)
$ 1,762,673
195,513

$ 1,958,186
$ 394,780
371,232

$ 23,548
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Reconciliation of Capital and Surplus
December 31, 2014 to December 31, 2018

Capital and Surplus, December 31, 2014 $ 123,296,913
Net income $ 10,000,880
Additions:

Change in net unrealized capital gains or losses $ 1,734,825

Change in net unrealized foreign exchange capital gain (loss) 1,303,977

Change in net deferred income tax 31,460

Change in provision for reinsurance 108,376

Total Additions 3,178,638
Deductions

Paid in surplus $ (57,800,000)

Dividends to Stockholders (12,200,000)

Total Deductions (70,000,000)
Capital and Surplus, December 31, 2018 $ 66,476,431

17
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ANALYSIS OF CHANGES IN FINACIAL STATEMENTS RESULTING FROM THE
EXAMINATION

There were no changes in financial statements resulting from the examination.

COMMENTS ON FINANCIAL STATEMENTS

Note 1. Losses $727,012
Loss Adjustment Expenses 1,171,874

The examination liability for the aforementioned captioned items of $727,012 and
$1,171,874 are the same as reported by the Company as of December 31, 2018. The
examination analysis of Loss and Loss Adjustment Expense reserves was conducted in
accordance with Generally Accepted Actuarial Principles and Statutory Accounting Principles,
including NAIC Accounting Practices and Procedures Manual, Statement of Statutory
Accounting Principle No. 55.

SUMMARY OF RECOMMENDATIONS

There are no recommendations that warrant disclosure in the report.

SUBSEQUENT EVENTS

On May 9, 2019, AIC signed a Share Purchase Agreement to sell the Company to
Transverse Insurance Group, LLC. Prior to the closing, AIC will enter into a 100% Quota Share
Reinsurance Agreement and related agreements with the Company to assume the Company’s
gross loss and loss expense reserves and gross unearned premium reserves on policies written
prior to the effective date. Under the terms of the Quota Share agreement, the Company will
assign all its rights, title and interests under all reinsurance agreements relating to the reinsured

business to AlC.

18
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CONCLUSION

The assistance of the consulting actuarial firm, INS Consultants, Inc., the consulting
information systems specialist firm, INS Services, Inc., the Company’s outside audit firm, PwC,

and the Company’s management and staff was appreciated and is acknowledged.

Respectfully submitted,

Al . Hlorsul]

Lu Ann D. Therrell, CFE
Examiner In-Charge
Delaware Department of Insurance

James D. Call, CFE
Supervising Examiner
Delaware Department of Insurance
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