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Columbus, Ohio
May 8, 2015

Honorable Mary Taylor
Lt. Governor/Director
State of Ohio
Department of Insurance
50 West Town Street

3" Floor — Suite 300
Columbus, Ohio 43215

Dear Lt. Governor/Director:

In accordance with Section 3901.07 of the Ohio Revised Code (“ORC”), the Ohio Department of
Insurance (“Department”) conducted an examination of

Century Surety Company

an Ohio domiciled, stock, property and casualty insurance company, hereinafter referred to as the
“Company or Century.”

Scope of Examination

The Department last examined the Company as of December 31, 2010. The Department’s current
examination covers the period from and including January 1, 2011 through December 31, 2013.

Representatives of the Michigan Department of Insurance and Financial Services (“DIFS”), as the
Coordinating State regulator of Meadowbrook Insurance Group, Inc., (“MIGI or Group”) and its
subsidiaries, led the multi-state coordinated examination. In addition to both the DIFS and the
Department’s participation, the Missouri Department of Insurance and California Department of
Insurance also participated on this coordinated examination. The examination was conducted in
accordance with the National Association of Insurance Commissioners (“NAIC”) Financial Condition
Examiners Handbook (“Handbook”). The Handbook requires that the Department plan and perform the
examination to evaluate the Company’s financial condition and corporate governance, identify and assess
current and prospective risks, and evaluate the Company’s system of controls and procedures used to
mitigate those risks. An examination also includes assessing the principles used and significant estimates
made by management as well as evaluating the overall financial statement presentation, management’s
compliance with Statements of Statutory Accounting Principles (“SSAPs”) and annual statement
instructions when applicable to domestic state regulations.

All accounts and activities of the Company were considered in accordance with the risk-focused
examination process.

For each year under examination, the Certified Public Accounting firm of Ernst & Young LLP provided
an unqualified opinion on the financial statements of the Company based on Statutory Accounting
Principles. Representatives of the Department reviewed the independent auditors’ reports and supporting
work papers during the examination.



Management and Control
Board of Directors

Management of the Company is vested in its Board of Directors, which was comprised of the following
members as of the examination date:

Name Principal Occupation
Robert S. Cubbin Chairman of the Board, CEO & President,
MIGI

Christopher J. Timm President,

The Company

James M. Mahoney Senior Vice President of Field Operations,
MIGI

Archie S. Mclntyre Senior Vice President of Business Development,
MIGI

Karen M. Spaun Senior Vice President and Chief Financial Officer,
MIGI

Nathan K. Voorhis Senior Vice President of the General Agency Group,
The Company

Angelo L. Williams Vice President of Corporate Compliance,
MIGI



Officers

As of the examination date, the following officers were serving in the designated position:

Name Title

Robert S. Cubbin Chairman

Christopher J. Timm President

Michael G, Costello Senior Vice President, General Counsel & Secretary
Steven C. Divine Vice President & Treasurer

Randolph W. Fort Vice President

Karen M. Spaun Vice President

Nathan K. Voorhis Senior Vice President of the General Agency Group
Angelo L. Williams Vice President

Insurance Holding Company System

The Company is a member of an insurance holding company system as defined in ORC Section 3901.32.
Century became a member of the Insurance Holding System effective July 31, 2008, when its parent,
ProCentury Corporation, was merged into MBKPC, Corp, a Michigan corporation and wholly owned
subsidiary of the Meadowbrook Insurance Group, Inc. On August 1, 2008, MBKPC, Corp., was renamed
to ProCentury Corporation and 100% of the outstanding stock of Century is owned by ProCentury
Corporation.

Territory and Plan of Operations

The Company is licensed to operate in five states (Arizona, Indiana, Ohio, West Virginia and Wisconsin)
and approved to write Surplus Lines in the remaining states and the District of Columbia. The Company
is a specialty insurer that primarily underwrites general liability, commercial property, environmental,
garage commercial multi-peril, commercial auto, surety, and marine insurance. The business is primarily
in the excess and surplus lines market and is distributed through a select group of general agents. The
Company reported the following underwriting results during the examination period:

2013 2012 2011
Loss and LAE Ratio 79.2 79.3 65.9
Expense Ratio 34.1 30.2 33.0
Policyholder Dividend Ratio 00 __0.0 __ 0.0
Combined Ratio 1133 109.5 98.9



During 2013, the largest states in terms of direct premium written were as follows: Florida, $20.2 million
(18.7%); California, $16.8 million, (15.5%); New York, $14.1 million, (13.0%); Texas, $10.8 million
(10.0%); and all other states, $46.2 million (42.8%).
premium written in 2013, in thousands, by line of business:

Line of Business

Fire

Allied lines

Commercial multiple peril

Ocean marine

Inland marine

Medical professional liability — occurrence
Medical professional liability — claims-made
Workers’ compensation

Other liability — occurrence

Other liability — claims-made

Excess workers’ compensation

Product liability — occurrence

Product liability — claims-made

Private passenger auto liability
Commercial auto liability

Auto physical damage

Aircraft (all perils)

Fidelity

Surety

Boiler and machinery

Totals

The following schedule illustrates the Company’s

Direct Assumed Ceded Net Net%
$10,438,156 $5,902,370 $ 12,882,503 $ 3,458,023 1.7%
1,927,129 1,439,379 2,585,412 781,096 0.4%
23,821,324 37,460,930 36,385,300 24,896,954 12.5%
1,188,025 2,871,797 2,436,124 1,623,698 0.8%
1,182,036 4,256,397 1,828,514 3,609,919 1.8%
- 86,509 - 86,509 0.0%
- 2,140,024 116,528 2,023,496 1.0%
97,059,243 649,510 96,409,733 48.4%
54,584,828 45,018,067 73,777,937 25,824,958 13.0%
5,973,781 7,580,689 9,139,579 4,414,891 2.2%
- 26,896,002 15,521,653 11,374,349 5.7%
825,576 1,658,027 1,388,505 1,095,098 0.5%
30,751 (12,996) 32,231 (14,476) 0.0%
- 125,964 - 125,964 0.1%
5,601,434 19,729,678 10,143,720 15,187,392 7.6%
2,255,620 6,692,965 4,058,615 4,889,970 2.5%
- 7,504,186 4,905,130 2,599,056 1.3%
940 5,646 940 5,646 0.0%
78,468 888,815 78,468 888,815 0.5%
145,184 109.840 189,229 65.795 0.0%
$ 108.053,252 $267413532 $176.119.898 $199.346,886 100.0%



Reinsurance

Effective January 1, 2009, Star Insurance Company (“Star”) and its United States affiliates (Savers
Property & Casualty Ins. Company (“Savers”) , Ameritrust Insurance Corporation (“Ameritrust”),
Williamsburg National Insurance Company (“Willamsburg”), Century Surety Company (“Century”), and
ProCentury Insurance Company (“ProCentury”)) are participants in an Intercompany Reinsurance
Agreement ("Agreement"), whereby each participating affiliate cedes 100% of its business to Star.
Subsequent to Star assuming 100% of its affiliates' business pursuant to the Agreement, Star cedes
premium to outside reinsurers under pro-rata and excess-of-loss contracts thereby diversifying the
Company's business and minimizing its losses arising from large risks or from hazards of an unusual
nature. Thereafter, Star cedes to each participating affiliate, which have agreed to reinsure Star for their
respective participation.

The participation and their respective participations are as follows:

Name of Insurer NAIC Code Percentage Participation
Star Insurance Co. (Lead insurer) 18023 35.83%
Century Surety Co 36951 29.07%
Savers Property & Casualty Ins. Co. 16551 13.04%
ProCentury Insurance Co. 21903 9.44%
Williamsburg National Ins. Co. 25780 6.72%
Ameritrust 10665 5.90%

All business written by each participant is subject to the Agreement. Pursuant to the Agreement, Star has
contractual rights of direct recovery from all excess of loss, catastrophe, quota share, facultative and
umbrella agreements.

In 2013, the insurance operating subsidiaries of MIGI entered into a 100% fronting agreement with State
National Insurance Company, and its affiliates, effective July 1, 2013. A 100% quota share reinsurance
agreement(s) was executed with State National Insurance Company, National Specialty Insurance
Company and United Specialty Insurance Company (collectively, "SNIC"), wherein certain business
from the six insurance carriers is now written on SNIC and 100% assumed collectively by the six carriers
based on agreed upon percentages. The SNIC fronted business has a 5.5% fee, which is reflected as
assumed commission on the applicable Company's financial statements. As of December 31, 2013, the six
insurance companies collectively have assumed $170.2 million in gross written premium from SNIC.

In the third quarter of 2013, the multiple line quota share reinsurance treaty ("QS Agreement”) entered
into on December 31, 2012 with Swiss Re was terminated, by mutual agreement of the parties for
business effective October 1, 2013 and after. At December 31, 2013, ceded unearned premium related to
this treaty totaled $20.3 million, which will be earned over the next nine months, based on the premium
effective date. The total pre-tax costs remaining are $1.4 million (7% of the $20.3 million in ceded
unearned premium).



Financial Statements

The financial condition and the results of its operations for the period under examination as reported and
filed by the Company with the Department and audited by the Company’s external auditors, are reflected
in the following:

Statement of Assets, Liabilities, Capital and Surplus
Statement of Income
Statement of Changes in the Capital and Surplus Account



Statement of Assets, Liabilities, Capital and Surplus

December 31, 2013

Bonds

Preferred stocks

Common stocks

Cash, cash equivalents, and short term investments
Other invested assets

Receivables for securities

Subtotal, cash and invested assets

Investment income due and accrued
Uncollected premiums and agents’ balances
Amounts recoverable from reinsurers
Current federal and foreign income tax recoverable
Net deferred tax asset
Guaranty funds receivable or on deposit
Electronic data processing equipment and software
Receivables from parent, subsidiaries and affiliates
Miscellaneous receivable
Security deposits

Total admitted assets

$ 396,246,887

8,455
119,562,058
13,790,953
6,901,251
11,330

536,520,934

3,879,157
42,935,550
35,609,672

5,465,417
15,479,625

446

7

9,776
1,931,346
250.000

$ 642,081,930



Statement of Assets, Liabilities, Capital and Surplus

December 31, 2013

Losses
Reinsurance payable on paid losses and loss adjustment expenses
Loss adjustment expenses
Commissions payable, contingent commissions and other charges
Other expenses
Taxes, licenses and fees
Unearned premiums
Ceded reinsurance premiums payable
Amounts withheld or retained by company for accounts of others
Payable to parent, subsidiaries and affiliates
Miscellaneous payables
Escheat claims
Total liabilities

Common capital stock
Gross paid in and contributed surplus
Unassigned funds

Total capital and surplus

Total liabilities, capital and surplus

$ 250,134,542

38,051,914
71,164,331
266,077
78,054
804,179
83,841,858
17,913,044
346,202
324,732
416,476
111.445

463.453.354

3,000,000
119,914,779
55,713,797

178.628.576

$ 642,081,930




Statement of Income
As of December 31, 2013

Premiums earned

Losses incurred

Loss adjustment expenses incurred
Other underwriting expenses incurred
Total underwriting deductions

Net underwriting loss

Net investment income earned
Net realized capital gains
Net investment gain

Net loss from agents’ or premium balances charged off
Miscellaneous income
Total other income

Net loss before federal income taxes
Federal income taxes incurred
Net loss

$ 201,621,503

122,484,607
37,120,649
67,925,825

227.531,081

(25.909.578)

13,951,577
2,282,159

16.233.736

(854,733)
60,495

(794.238)

(10,470,080)
(6.694.272)

$

(3.775.808)




Statement of Changes in the Capital and Surplus Account
(in thousands)

2013 2012 2011
Capital and surplus, beginning of the year $ 163,162 $ 156,232 $ 144,141
Net income (loss) (3,776) 15,328 12,363
Change in net unrealized cap. gains 5,705 2,522 2,434
Change in non-admitted assets 5,440 108 (502)
Surplus adjustments 15,000 - -
Dividends to stockholders (7,000) (12,523) (3,100)
Aggregate write-ins for losses - - (174)
Other gains to surplus 98 1,495 1,070
Change in surplus for the year 15.467 6.930 12.091
Capital and surplus, end of the year $ 178629 $ 163.162 $ 156232

Notes to Financial Statements
Investments

The Company’s investments were in compliance with ORC Section 3925.08 and valued in accordance
with the relevant SSAP’s and the NAIC Securities Valuation Office.

Loss and Loss Adjustment Expense Reserves

The Company’s Board of Directors appointed Christopher Tait, FCAS, MAAA, of Milliman USA, Inc.,
to render the Company’s Statement of Actuarial Opinion (“Opinion”). Mr. Tait prepared an Actuarial
Report supporting the Opinion in connection with the preparation of Century’s December 31, 2013
Annual Statement. Mr. Tait served as opining actuary for each of the six domestic insurance companies
that were included in this coordinated examination.

As part of this coordinated examination, the Michigan DIFS retained Gregory S. Wilson, FCAS, MAAA,
Vice President of Lewis & Ellis, Inc. (“L&E”), to review the Group’s Opining Actuary’s work in
connection with all of the six domestic insurers and render an opinion on the adequacy of actuarially
determined liabilities of these insurers, including that of Century as of December 31, 2013.

In his report, Mr. Wilson noted that L&E’s actuarial central estimate for the six insurance companies net
carried reserves as of December 31, 2013 was higher by approximately $73 million versus that of the
Group’s carried reserves and approximately $34 million higher than the central estimate of the Group’s
Opining Actuary. For Century, based on its 29.07% share of the net carried reserves as a result of the
Intercompany Reinsurance Agreement, L&E’s actuarial estimate of net carried reserves as of December
31, 2013 was higher by approximately $21 million versus that of the Company’s carried reserves and
approximately $10 million higher than the central estimate of the Company’s Opining Actuary.

10



Based on his analysis, Mr. Wilson concluded that the Group’s and the Company’s carried reserves as of
December 31, 2013 make a reasonable provision for all unpaid loss and loss adjustment expense
obligations of the Group and Company under the terms of their policies and agreements.

Thomas Botsko, ACAS, MAAA, the Ohio Department’s Chief Property and Casualty Actuary, reviewed

the Actuarial Reports and Opinions provided by Mr. Wilson. Based on his review, Mr. Botsko determined
the conclusions reached by Mr. Wilson were reasonable.

11



Conclusion

The balance sheet contained in this Report of Examination reflects the financial condition of the Company
as of December 31, 2013, and is summarized as follows:

Total Assets $ 642,081,930

Liabilities 463,453,354

Capital and Surplus 178.628.576

Total Liabilities, Capital and Surplus 642,081,93
Subsequent Events

On December 30, 2014, MIGI issued a press release indicating that MIGI would be purchased by Fosun
International Limited (“Fosun”). The purchase is expected to be completed during 2015, subject to
approval by shareholders, DIFS and other domiciliary state regulatory approval.

On April 27, 2015, MIGI issued a subsequent press release indicating formal shareholder approval of the
pending acquisition by Fosun had been obtained and the expected acquisition will most likely be
completed during the second half of 2015 subject to regulatory approvals.

Acknowledgement

In addition to the aforementioned and undersigned, Louis Radecky, CPA (inactive), CFE, and Bradley
Schroer of the Department participated in this examination.

Respectfully,

Al T

Nicholas J. Kostoff, CPA] CFE—"
Examiner-In-Charge

Office of Risk Assessment

Ohio Department of Insurance

. -C/ “ W

David A. Cook, CFE
Assistant Chief Examiner
Office of Risk Assessment
Ohio Department of Insurance
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Verification

As required by Section 3901.07 of the Ohio Revised Code, the undersigned hereby attest to the best of

LT pr) Hls — om Cooe  sishs

theiy knowledge and beliefl that the attached is a true Report of Examination as of December 31, 2013.
%/
t/

Examiner—In-Char,ﬁe( P, Date Assistant Chief Examiner Date

State of Ohio
County of Franklin

Personally appeared before me the above named Nicholas J. Kostoff personally known to me, who
executed the above instrument and that the statements and answers contained therein are true and correct
to the best of his/her knowledge and belief.

e
Subscribed and sworn to before me this _| 5 day of M, 2015.

Notar%APubl ic

ELABETE CHASE
NOTARY PUBLIC, STATE OF OHIO

OO P ERE R 2 201

Personally appeared before me the above named David A. Cook personally known to me, who executed
the above instrument and that the statements and answers contained therein are true and correct to the best
of his/her knowledge and belief.

Subscribed and sworn to before me this _| D day of NQJL,\ _ 2013,

otaryPRKETH CHASE

NOTARY PUBLIC, STATE OF OHIO

My Commission Expires AY 22,2017
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