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Los Angeles, California
April 11, 2014

Honorable Dave Jones

Insurance Commissioner
California Department of Insurance
Sacramento, California

Dear Commissioner:

Pursuant to your instructions, an examination was made of the

BALBOA INSURANCE COMPANY

(hereinafter also referred to as the Company) at its home office located at 3349
Michelson Drive, Suite 200, Irvine, California 92612.

SCOPE OF EXAMINATION

We have performed our multi-state examination of the Company. The previous
examination of the Company was made as of December 31, 2008. This examination
covers the period from January 1, 2009 through December 31, 2012. The examination
was conducted in accordance with the National Association of Insurance
Commissioners Financial Condition Examiners Handbook. The Handbook requires the
planning and performance of the examination to evaluate the Company’s financial
condition, to identify prospective risks, and to obtain information about the Company,
including corporate governance, identification and assessment of inherent risks, and the
evaluation of the system controls and procedures used to mitigate those risks. The
examination also included an assessment of the principles used and the significant
estimates made by management, as well as an evaluation of the overall financial
statement presentation, and management’'s compliance with Statutory Accounting
Principles and Annual Statement instructions. All accounts and activities of the

Company were considered in accordance with the risk-focused examination process.



The examination was conducted concurrently with the examination of the Company’s
wholly-owned subsidiary, Meritplan Insurance Company and with the Arizona
Department of Insurance’s examination of the Company’s wholly-owned subsidiary,
Newport Insurance Company.

In addition to those items specifically commented upon in this report, other phases of
the Company’s operations were reviewed including the following areas that require no
further comment: corporate records; fidelity bonds and other insurance; pensions, stock
ownership and insurance plans; growth of company; loss experience; accounts and

records; and statutory deposits.

SUBSEQUENT EVENTS

On December 16, 2013, the Company paid its parent, BA Insurance Group, Inc., an
extraordinary cash dividend of $10 million and a return of capital of $240 million. The
California Department of Insurance approved this dividend and return of capital on
December 10, 2013.

Effective February 21, 2014, AM Best affirmed the financial strength rating of “A”
(Excellent) and the issuer credit ratings of “A” for the Company, Meritplan Insurance
Company, and Newport Insurance Company (collectively, Balboa Insurance Group).
However, AM Best also revised and changed the outlook to “negative” from the
previously stated “stable” due to Balboa Insurance Group’s diminishing business profile
as it moves closer to being inactive, pending the transfer of its lender-placed business
to QBE Insurance Corporation (QBEIC). The contracts and agreements detailing the
transfer of the Balboa Insurance Group’s business to QBEIC are discussed in the
Summary of Significant Findings Section of this report. The transfer is expected to be
substantially completed by the middle of 2014, which will result in Balboa Insurance

Group becoming a much less active insurer.



SUMMARY OF SIGNIFICANT FINDINGS

Master Transaction Agreement

During 2011, the Company’s ultimate parent, Bank of America Corporation (BAC),
announced the sale of substantially all of the Company’s insurance portfolio and that of
its wholly-owned subsidiaries, Meritplan Insurance Company (MIC), and Newport
Insurance Company (NIC), to the QBE Insurance Group Limited as part of a significant

sale transaction summarized as follows:

On June 1, 2011, the Company, MIC, and NIC (collectively, Balboa Insurance Group)
entered into a Master Transaction Agreement with QBE Holdings, Inc., and some of its
subsidiaries (collectively, QBE) whereby QBE assumed substantially all of the insurance
liabilities of Balboa Insurance Group in exchange of QBE’s acquisition of an equivalent
amount of cash and other assets through a reinsurance transaction with Balboa
Insurance Group. The reinsurance transactions were effective on April 1, 2011 (as
referenced in the Ceded Reinsurance section of this report). The remaining assets and
liabilities are comprised primarily of an investment portfolio and federal income tax
related items. QBE assumed the majority of the Company’s employees and facilities on
June 1, 2011.

The agreement with QBE also included the sale of one non-insurer subsidiary of the
Company, Newport Management Corporation, and one non-insurer affiliate, Mortgage
and Auto Solutions, Inc., in addition to certain assets of another subsidiary, Balboa Life
& Casualty, LLC (Balboa LLC) and one other non-insurer affiliate, Balboa Insurance

Services, Inc.

The agreement with QBE included two clauses/triggers that could potentially result in
the repayment of a portion of the initial purchase price. The clauses/triggers are related
to potential governmental action that would affect profitability or a voluntary reduction in

written premium. The amount subjected to repayment is capped at specific amounts



and decline from 2012 to 2014. The potential loss at December 31, 2012 ranges from
$0 to $54 million. As of December 31, 2012, and through the date of this report, the

trigger events have not occurred.

QBE and BAC also agreed to enter into long-term distribution agreements for lender-
placed and real estate-owned insurance programs and for certain voluntary consumer

insurance products.

In addition, QBE and Balboa Insurance Group entered into a reinsurance administrative
service agreement that provides for administrative services by QBE to Balboa Insurance

Group effective June 1, 2011.

QBE FIRST Insurance Agency, Inc. (QBEF) became a managing general agent for

Balboa Insurance Group in 2011, a relationship that was terminated in 2012.
Because there are a limited amount of policies being written by Balboa Insurance
Group, in May 2012, QBE began writing substantially all new and renewal business

directly rather than through assuming the policies issued by Balboa Insurance Group.

Consent Order

In the ordinary course of business the Company and its subsidiaries are or may become
subject to examinations by state insurance regulators and other government agencies,
as well as information gathering requests, inquiries, investigations, and threatened legal
actions and proceedings. Recently, the Company and its affiliates have been and are
the subject of certain examinations, inquiries and investigations relating to their lender-
placed insurance programs. In April 2013, the Company, its parent, BA Insurance
Group, Inc., and its subsidiary, MIC, entered into a Consent Order with the New York
Department of Financial Services (NYDFS) to resolve claims by NYDFS related to its
industry-wide investigation of lender-placed insurance. As reflected in the Consent

Order, and in accordance with the agreements under which QBE purchased



substantially all of the assets and liabilities of the Company and MIC, QBE Insurance
Corporation, on behalf of the Company and MIC, has paid the civil penalty of $6 million
and will make restitution to eligible New York homeowners. The Consent Order is
neither an admission of liability nor a judicial finding. In view of the inherent difficulty of
predicting the outcome of such regulatory and government matters, the Company
generally cannot predict what the eventual outcome of the pending or any future matters
will be, what the timing of the ultimate resolution of these matters will be, or the amount,
if any, of eventual loss, fines or penalties related to these matters may be.

COMPANY HISTORY

The Company was incorporated in the state of California on February 6, 1948 and
commenced transacting property and casualty business on April 15, 1948. The
Company is a wholly owned subsidiary of BA Insurance Group, Inc. (BAIG), a Delaware
corporation. BAIG is a subsidiary of NB Holdings Corporation, a Delaware corporation,
which is a subsidiary of Bank of America Corporation (BAC) (the Ultimate Parent), a

publicly traded company incorporated in Delaware.

On December 31, 2009, all the assets and liabilities of the Company’s wholly-owned
Texas insurer, Newport E&S Insurance Company, were transferred to the Company,

and the corporate identity was merged into the Company on February 2, 2010.

In June 2011, the Company sold to QBE Holdings, Inc. its wholly-owned subsidiaries,
Newport Management Corporation and the majority of the assets of another subsidiary,
Balboa Life & Casualty, LLC (Balboa LLC).

The Company’s wholly owned subsidiary, Balboa Warranty Services Corporation, was
dissolved in June 2011.

Effective October 1, 2011, BAIG sold Balboa Life Insurance Company (BLIC) and

Balboa Life Insurance Company of New York to Minnesota Life Insurance Company.



Capitalization

The Company is authorized to issue 30,000 shares of common stock with a par value of
$170 per share. As of December 31, 2012, there were 25,000 shares outstanding. All
of the Company’s 25,000 outstanding shares of stocks are owned by BAIG. BLIC had
0.004% ownership interest in the Company until May 2011 when its share was sold to
BAIG.

Dividends Paid

In December 2010, the Company paid an extraordinary cash dividend of $1.2 billion to
its shareholders. BLIC received $48,000 and BAIG received $1,199,952,000. The
California Department of Insurance (CDI) approved these dividends to BLIC and BAIG,
on October 26, 2010.

In December 2011, the Company paid an ordinary cash dividend of $740 million to

BAIG and received a return of capital of $50 million from Balboa LLC.

On June 29, 2012, the Company paid an extraordinary cash dividend of $500 million to
BAIG. The CDI approved this dividend on June 26, 2012. In addition, on
December 31, 2012, the Company paid an extraordinary cash dividend of $475 million
and a return of capital of $25 million to BAIG. The CDI approved these transactions on
December 28, 2012.

MANAGEMENT AND CONTROL

The following abridged organizational chart, which is limited to the Company’s parent,
along with its subsidiary and affiliated insurance companies, depicts the Company’s

relationship within the holding company system (all ownership is 100%):
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The seven members of the board of directors, who are elected annually, manage the
business and affairs of the Company. Following are members of the board and principal
officers of the Company serving at December 31, 2012:

Directors
Name and Location Principal Business Affiliation
Dea L. Christian Senior Vice President
Charlotte, North Carolina BA Insurance Group, Inc.
Lesley J. Collins @ President and Chief Operations Officer
Charlotte, North Carolina BA Insurance Group, Inc.
Kari L. Dixon ® Senior Vice President
Charlotte, North Carolina BA Insurance Group, Inc.



Name and Location Principal Business Affiliation

Michael R. Horak © Senior Vice President
Charlotte, North Carolina BA Insurance Group, Inc.
Michelle M. Johnson Senior Vice President
Charlotte, North Carolina BA Insurance Group, Inc.
Melvin D. Martinez Senior Vice President
Charlotte, North Carolina BA Insurance Group, Inc.
Evangeline T. Sifford Senior Vice President
Charlotte, North Carolina BA Insurance Group, Inc.

Principal Officers

Name Title
Lesley J. Collins @ President and Chief Operating Officer
Michael R. Horak © Senior Vice President and Chief Financial
Officer
Eric B. Chamberlain Chief Legal Officer and Secretary
Harvey J. Waite Senior Vice President and Chief Actuary
Evangeline T. Sifford Senior Vice President and Chief
Risk Officer
Michelle M. Johnson Senior Vice President, Controller, and

Chief Accounting Officer
The following changes in management occurred subsequent to December 31, 2012:

@ Lesley J. Collins resigned as Director, President, and Chief Operating Officer (COO),
effective September 20, 2013. Janet A. MacDonald assumed the positions and titles
as Director, President, and COO, effective September 30, 2013.

® Kari L. Dixon resigned as Director, effective April 5, 2013. Ida A. Shapiro was
appointed as a Director, effective October 18, 2013.

© Michael R. Horak resigned as Director, Senior Vice President, and Chief Financial
Officer (CFO), effective March 31, 2013. Scott M. Taucher assumed the positions
and titles as Director, Senior Vice President, and CFO, effective April 1, 2013.



Affiliated Management Agreements

Bank of America Insurance Services Group Intercompany Services Agreement
(Intercompany Services Agreement): Effective January 1, 2009, the Company entered
into an Intercompany Service Agreement with the following related parties: Meritplan
Insurance Company (MIC), Newport Insurance Company (NIC), Balboa Life & Casualty
LLC, Balboa Insurance Services, Inc., Countrywide Home Loans, Inc., Countrywide
Financial Corporation, BA Continuum India Private Limited, BA Continuum Costa Rica,
Limitada, Banc of America Insurance Services Inc. (BAISI), BA Insurance Services, Inc.,
Bank of America, N.A. (BANA), Banc of America Card Servicing Corporation, and Bank
of America Corporation, collectively known as the Group Members.

Under the terms of this agreement, BANA provides the following services: executive
management, procurement and disbursing, human resource management and
employee relations, payroll, tax preparation and planning, information system,
marketing and planning, legal, government, regulatory affairs, compliance services,
select accounting services, internal audit, facilities management, and certain other
services to all Group Members on an actual cost basis. The Services Agreement was
approved by the California Department of Insurance (CDI), Arizona Department of
Insurance, and New York Departments of Financial Services. The CDI approved this
agreement on April 10, 2009. The Company paid the following service fees under the

terms of this agreement during the examination period:

Year Amount

2009 $ 77,001,291
2010 $ 83,906,368
2011 $ 36,307,192
2012 $ 1,648,077
Total $198,862,928



Insurance Producer Agreement: On June 30, 2008, the Company, MIC, and NIC
(collectively, Balboa Insurance Group), and BANA and BAISI (collectively, Agencies)
entered into an Insurance Producer Agreement. Under the terms of this agreement,
Balboa Insurance Group pays BANA and BAISI a 15% commission on net premium
written or net premium collected. Balboa Insurance Group appointed the Agencies on a
non-exclusive basis to produce, solicit and/or arrange for the solicitation of
homeowners, automobile and renters insurance. The agreement was entered into prior
to the date that the Agencies became affiliates of the Company. During the examination

period, the Company paid the following commissions under the terms of this agreement:

Year Amount

2009 $ 6,813,756
2010 $ 6,619,095
2011 $ 5,370,458
2012 ($2,073,422)
Total $16,729,886

Marketing and Servicing Producer Agreement: On April 27, 2009, the Company and its
subsidiary, MIC (collectively, Companies) entered into a Marketing and Servicing
Producer Agreement with affiliates, BANA, BAISI, FIA Card Services, N.A., and IFIA
Insurance Services, Inc. (collectively, Agencies). Under the terms of the agreement, the
Companies appointed the Agencies on a non-exclusive basis to produce, solicit and/or
arrange for the solicitation of life, accident, and mortgage disaster insurance on their
behalf. The Companies compensate the Agencies under various compensation rates
based on net written premium. This agreement was approved by the CDI on April 30,
2009. During the examination period, the Company paid the following fees to the

Agencies:

10



Year Amount

2009 $ 12,584
2010 $ 68,190
2011 $ 100,826
2012 $ 88,176
Total $ 269,776

Consolidated Federal Income Tax Allocation Agreement: Effective December 10, 2009,
for tax years beginning July 1, 2008, the Company, MIC, NIC, Balboa Life and Casualty
LLC and Bank of America Corporation entered into a Consolidated Federal Income Tax
Allocation Agreement. Pursuant to the agreement, each company’s tax liability is the
same as it would have been had it filed on a separate, stand-alone basis. The CDI
approved this agreement on December 10, 2009. The Company paid the following

taxes during the examination period:

Year Amount

2009 $ 255,538,497
2010 $ 257,402,015
2011 $ 330,005,502
2012 $121,944,722
Total $ 964,890,736

Non-affiliated Management Agreements

Reinsurance Administrative Service Agreement: Effective June 1, 2011, as part of the
Master Transaction Agreement noted in the Summary of Significant Findings section of
this report, the Company, MIC, and NIC (collectively, Balboa Insurance Group) entered
into a reinsurance administrative service agreement with QBE Insurance Corporation
(QBEIC). Under this agreement, QBEIC provides all necessary services to administer
substantially all of the policies on behalf of Balboa Insurance Group and to run-off

existing claims at no cost to Balboa Insurance Group.

Underwriting Management Agreement: Effective June 1, 2011, as part of the Master

Transaction Agreement noted in the Summary of Significant Findings of this report,

11



Balboa Insurance Group also entered into an underwriting management agreement with
QBE FIRST Insurance Agency Inc. (QBEF), whereby certain underwriting functions are
performed by QBEF. Balboa Insurance Group compensates QBEF at a rate of 10% of

direct written premiums.

TERRITORY AND PLAN OF OPERATION

Prior to 2011, the Company was primarily engaged in providing fire, allied lines, and
automobile physical damage insurance through its lender placed hazard and automobile
collateral protection insurance programs, as well as homeowners insurance for homes,
condominiums, and tenants through its personal lines programs. These products were
primarily marketed through affiliated agencies, agencies affiliated with financial

institutions, and general agents.

Effective June 1, 2011, as part of Master Transaction Agreement with QBE Holdings,
Inc. and some of its subsidiaries (collectively, QBE) noted in the Summary of Significant
Findings section of this report, the Company appointed QBE FIRST Insurance Agency,

Inc. (QBEF) as its non-exclusive managing general agent.

As of December 31, 2012, the Company was licensed in the following states, the District
of Columbia, Guam, the U.S. Virgin Islands, and the Commonwealth of the Northern

Mariana Islands. The Company is licensed in the state of Louisiana for surplus lines

basis only.
Alabama Indiana Nebraska South Carolina
Alaska lowa Nevada South Dakota
Arizona Kansas New Hampshire Tennessee
Arkansas Kentucky New Jersey Texas
California Louisiana New Mexico Utah
Colorado Maine New York Vermont
Connecticut Maryland North Carolina Virginia
Delaware Massachusetts North Dakota Washington
Florida Michigan Ohio West Virginia

12



Georgia Minnesota Oklahoma Wisconsin

Hawaii Mississippi Oregon Wyoming
Idaho Missouri Pennsylvania
lllinois Montana Rhode Island

In 2012, its total direct written premiums were $320.2 million with $164.0 million written
in Florida (51.2%), $22.4 million in lllinois (7.0%), and $20.5 million in Pennsylvania
(6.4%). California direct premiums written were $9.9 million (3.1%) for year ended
December 31, 2012. The direct premiums written for the remaining states totaled
$130.4 million (32.3%).

In May 2012, QBE began writing substantially all new and renewal business directly

rather than through assuming the policies issued by the Company.

REINSURANCE

Intercompany Pooling Agreement

The Company and its subsidiaries, Meritplan Insurance Company (MIC), and Newport
Insurance Company (NIC), participate in a Property and Casualty Companies Pooling
Agreement, effective January 1, 2005. Under the terms of the agreement all business,
net of non-affiliated reinsurance, is pooled. The pooled premiums, losses and expenses
are reapportioned and shared by the three companies, using the following percentages:
92% for the Company, and 4% each for MIC and NIC. The pooling agreement was

approved by California Department of Insurance on April 4, 2005.

Assumed

Other than the Property and Casualty Companies Pooling Agreement, the Company

has no other active assumed reinsurance business as of the examination date.

13



Ceded

Effective April 1, 2011, the Company entered into a 100% Quota Share Reinsurance
Agreement with QBE Insurance Corporation (QBEIC). Pursuant to this agreement,
QBEIC assumes substantially all of the insurance liabilities of the Company, whether
arising before or after the effective date, for contracts of insurance or reinsurance: (1)
ever issued by the Company on or before the closing date relating to property and
casualty business (other than involuntary unemployment insurance and
warranty/service contract insurance) or (2) issued by the Company after the closing
date of June 1, 2011 at the direction of QBEIC.

FINANCIAL STATEMENTS

The financial statements prepared for this examination report include:

Statement of Financial Condition as of December 31, 2012
Underwriting and Investment Exhibit for the Year Ended December 31, 2012

Reconciliation of Surplus as Regards Policyholders from December 31, 2008
through December 31, 2012

Reconciliation of Examination Changes as of December 31, 2012

14



Statement of Financial Condition

as of December 31, 2012

Assets

Bonds

Common stocks

Cash and short-term investments

Other invested assets

Investment income due and accrued

Premiums and agents’ balances in course of collection
Amount recoverable from reinsurers

Net deferred tax asset

Receivables from parent, subsidiary and affiliates
Aggregate write-ins for other than invested assets

Total assets

Liabilities, Surplus and Other Funds
Losses and loss adjustment expenses

Reinsurance payable on paid loss and loss adjustment expenses 12,922,922

Other expenses

Taxes, licenses and fees

Current federal and foreign income taxes
Unearned premiums

Ceded reinsurance premiums payable

Funds held by company under reinsurance treaties
Provision for reinsurance

Payable to parent, subsidiaries and affiliates
Aggregate write-ins for liabilities

Total liabilities

Aggregate write-ins for other than special surplus funds
Common capital stock
Gross paid-in and contributed surplus
Unassigned funds (surplus)
Surplus as regards policyholders

Total liabilities, surplus and other funds

Ledger and
Nonledger Assets Not Net Admitted
Assets Admitted Assets Notes
$ 290,586,723 $ $ 290,586,723
121,595,517 121,595,517
87,348,694 87,348,694
28,085,507 28,085,507 0
3,488,826 3,488,826
(12,960,504) (12,960,504)
32,592,604 32,592,604
2,826,691 2,826,691 1)
938,023 938,023
55,344,717 55,344,717
$ 609,846,798 $ 28,085,507 $ 581,761,291
$ 38,550,729 ?3)
16,029,009
4,690,976
23,988,988 (1) (2)
94,668
89,685,423
568,808
35,133
222,067
(37,670,224) 4
149,118,499
$ 25,221,751 5)
4,250,000
325,189,664
77,981,377
432,642,792 2

15
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Underwriting and Investment Exhibit
for the Year Ended December 31, 2012

Statement of Income

Underwriting Income

Premiums earned $ (8,310,721)
Deductions:

Losses and loss expenses incurred $ 7,423,527

Other underwriting expenses incurred (909,124)

Total underwriting deductions 6,514,403

Net underwriting loss (14,825,124)
Investment Income
Net investment income earned $ 231,650,170
Net realized capital gain 24,885,220
Net investment gain 256,535,390
Other Income
Net loss from agents’ or premium balances charged off $ (156,332)
Aggregate write-ins for miscellaneous income 34,815,730
Total other income 34,659,398
Net income before federal and foreign income taxes 276,369,664
Federal and foreign income taxes incurred 5,093,920
Net income $ 271,275,744

Capital and Surplus Account

Surplus as regards policyholders,

December 31, 2011 $1,344,139,099
Net income $ 271,275,744
Change in net unrealized capital losses (177,704,819)
Change in net deferred income tax (10,955,043)
Change in nonadmitted assets (211,067)
Change in provision for reinsurance 5,431
Surplus adjustments:
Paid-in (25,000,000)
Dividends to stockholders (975,000,000)
Aggregate write-ins for gains in surplus 6,093,447
Change in surplus as regards policyholders for the year (911,496,307)
Surplus as regards policyholders,
December 31, 2012 $ 432,642,792

16



Reconciliation of Surplus as Regards Policyholders

from December 31, 2008 through December 31, 2012

Surplus as regards policyholders,
December 31, 2008 per Examination

Net income

Net unrealized capital gains

Change in net foreign exchange capital losses
Change in net deferred income tax

Change in nonadmitted assets

Change in provision for reinsurance

Cumulative effect of changes in accounting principles
Surplus adjustments: Paid-in

Dividends to stockholders

Aggregate write-ins for gains and losses in surplus

Total gains and losses

Net decrease in surplus as regards policyholders

Surplus as regards policyholders,
December 31, 2012, per Examination

Gainin Loss in
Surplus Surplus
$2,096,434,774 $
51,266,781
50,763
66,066,653
6,082,826
55,306
16,569,930
25,000,000
2,915,000,000
13,295,358

$2,183,704,975

$3,006,117,416

17
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Reconciliation of Examination Changes

Assets

Net deferred tax asset

Liabilities

Current federal and foreign income taxes
Net decrease to surplus

Surplus as regards policyholders,
December 31, 2012, per Company

Surplus as regards policyholders,
December 31, 2012, per Examination

as of December 31, 2012

Surplus
Per Per Increase
Company Examination (Decrease) Notes
$ 1,887,485 $ 2,826,691 $ 939,206 (1)
14,127,512 23,988,988 9,861,476 (1) (2)

18
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441,565,062

$ 432,642,792



COMMENTS ON FINANCIAL STATEMENT ITEMS

(1) Net Deferred Tax Asset
Current Federal and Foreign Income Taxes

Subsequent to filing the 2012 Annual Statement, reclassifications to the 2012 financial
statement were identified by the Company’s external certified public accounting firm.
These reclassifications related to an error in determining its deferred tax assets and
liabilities in 2011 and 2012. The Company’s net deferred tax assets and current
federal and foreign income taxes were understated by $939,206 in their
December 31, 2012 Annual Statement. However, these adjustments have no impact on
net income or surplus as regards policyholders as of December 31, 2012. The
Company properly recorded a correction of error in the subsequent quarterly statement
as of September 30, 2013.

(2) Current Federal and Foreign Income Taxes
Surplus as Regards Policyholders

Subsequent to filing the 2012 Annual Statement, an adjustment to the 2012 financial
statement related to current federal and foreign income taxes was identified by the
Company’s external certified public accounting firm pursuant to the Statement of
Statutory Accounting Principles (SSAP) 43R. The Company’s current federal and
foreign income taxes were understated by $8,922,270. The net impact of this
adjustment resulted in a reduction in surplus as regards policyholders of $8,922,270 in
their Annual Statement as of December 31, 2012. The Company properly recorded a
correction of error in the subsequent quarterly statement as of September 30, 2013.

(3) Losses and Loss Adjustment Expenses

The Company’s loss and loss adjustment expense reserves were reviewed by a
Casualty Actuary from the California Department of Insurance. Based on the analysis,
the loss and loss adjustment expenses reserves as of December 31, 2012, for all

companies participating in the Property and Casualty Companies Pooling Agreement

19



(as referenced in the Intercompany Pooling Agreement section of this report), were
determined to be reasonably stated, and have been accepted for purposes of this

examination.

(4) Agaregate Write-ins for Liabilities

The majority of the aggregate write-ins for liabilities account consists of a retroactive
reinsurance reserve of $38,441,253. As referenced in the Ceded Reinsurance section
of this report, effective April 1, 2011, the Company entered into a 100% Quota Share
Reinsurance Agreement with QBE Insurance Corporation (QBEIC), which provides

retroactive reinsurance coverage.

(5) Agaregate Write-ins for Other Than Special Surplus Funds

The majority of the aggregate write-ins for other than special surplus funds account
consists of a gain on retroactive reinsurance ceded in the amount of $25,221,751. As
referenced in the Ceded Reinsurance section of this report, effective April 1, 2011, the
Company entered into a 100% Quota Share Reinsurance Agreement with QBEIC which
provides retroactive reinsurance coverage. Per the 100% Quota Share Reinsurance
Agreement, QBEIC received cash in an amount equal to 100% of the Company’s net
loss reserve as of March 31, 2011. In the subsequent reserve development as of
December 31, 2012, the Company experienced a reserve deficiency. Under the terms
of this agreement, QBEIC absorbed this reserve deficiency as a loss on the portfolio
transfer. Accordingly, the Company reported the difference between the consideration
paid to QBEIC and total reserves ceded to QBEIC as a retroactive reissuance gain in

other income as of December 31, 2012.
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SUMMARY OF COMMENTS AND RECOMMENDATIONS

Current Report of Examination

None.

Previous Report of Examination

None.
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