DEPARTMENT OF INSURANCE, FINANCIAL
INSTITUTIONS AND PROFESSIONAL REGISTRATION

P.O. Box 680, Jeffarson City, Mo. 85102-0850

RE: Examination Report of National General Assurance Company for the period ended
December 31, 2014

ORDER

After full consideration and review of the report of the financial examination of National General
Assurance Company for the period ended December 31, 2014, together with any written
submissions or rebuttals and any relevant portions of the examiner’s workpapers, I, John M.
Huff, Director, Missouri Department of Insurance, Financial Institutions and Professional
Registration pursuant to section 374.205.3(3)(a), RSMo, adopt such examination report. After
my consideration and review of such report, workpapers, and written submissions or rebuttals, [
hereby incorporate by reference and deem the following parts of such report to be my findings
and conclusions to accompany this order pursuant to section 374.205.3(4), RSMo: summary of
significant findings, company history, management and control, fidelity bond and other
insurance, pensions, stock ownership and insurance plans, territory and plan of operation, growth
of company, loss experience, reinsurance, accounts and records, statutory deposits, financial
statements, comments on the financial statements, subsequent events and summary of
recommendations.

Based on such findings and conclusions, I hereby ORDER, that the report of the Financial
Examination of National General Assurance Company as of December 31, 2014 be and is hereby
ADOPTED as filed and for National General Assurance Company to take the following action or
actions, which I consider necessary to cure any violation of law, regulation or prior order of the
Director revealed by such report: (1) implement, and verify compliance with each item, if any,
mentioned in the Comments on the Financial Statements and/or Summary of Recommendations
section of such report; and (2) account for its financial condition and affairs in a manner
consistent with the Director’s findings and conclusions.

So ordered, signed and official seal affixed this 23" day of May, 2016,
& vy

SO Ny

John M. Huff, Director ~—~ *
Department of Insurance, Financial Institutions
and Professional Registration
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NGAC Exam - 12/31/2014

March 31, 2016
St. Louis, MO

Honorable John M. Huff, Director

Missouri Department of Insurance, Financial
Institutions and Professional Registration

301 West High Street, Room 530

Jefferson City, Missouri 65101

Director Huff:

In accordance with your financial examination warrant, a comprehensive financial
examination has been made of the records, affairs and financial condition of

National General Assurance Company

hereinafier referred to as “NGAC” or as the “Company.” The Company's main office is
located at 5630 University Parkway, Winston-Salem, North Carolina 27105, telephone
number (336) 435-2000. Examination fieldwork began on September 28, 2015, and
concluded on the above date.

SCOPE OF EXAMINATION

Period Covered

We have performed a multi-state examination of NGAC. The last examination was
completed as of December 31, 2009. This examination covers the period of January 1,
2010, through December 31, 2014, This examination also included material transactions
or events occurring subsequent to December 31, 2014.

Procedures

This examination was conducted as a full scope comprehensive examination in
accordance with guidelines set forth in the Financial Condition Examiners Handbook
(Handbook) of the National Association of Insurance Commissioners (NAIC), except
where practices, procedures and applicable regulations of the Missouri Department of
Insurance, Financial Regulation and Professional Registration (MO DIFP) and statutes of
the State of Missouri prevailed. Standard examination procedures were modified as
deemed appropriate under the circumstances. The Handbook requires that we plan and
perform the examination to evaluate the financial condition and to identify prospective
risks of the Company. This process involves obtaining information about the Company,
including corporate govemance, identifying and assessing inherent risks within the
Company, and evaluating the systems controls and procedures used by the Company to
mitigate those risks. This examination also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall
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NGAC Exam - 12/31/2014

financial statement presentation, compliance with Statutory Accounting Principles 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. The following key activities were identified: Pricing &
Underwriting, Claims Handling, Reserving, Reinsurance Assumed, Reinsurance Ceded,
Related Party Transactions and Investing & Capital.

This examination was conducted as a multi-state coordinated financial examination of
seventeen (17) wholly-owned insurance company subsidiaries of National General
Holdings Corporation (NGHC). The seventeen companies are referred to in this report as
the “National General Subgroup™. The National General Subgroup is part of NAIC
Group #2538, which also includes the AmTrust Subgroup. The primary company in the
National General Subgroup is Integon National Insurance Company (INIC), which
assumes 100% of the net business written by 14 of the other 16 companies and is licensed
in all 50 states and the District of Columbia. The National General Subgroup includes
companies domiciled in the following states: North Carolina, Alabama, California,
Louisiana, Michigan, Missouri, New Jersey, and Texas. North Carolina served as the
lead state in this examination, and each of the other states were invited to participate in
all aspects of the examination. In addition to lead state North Carolina, Missouri were
the only other fully-participating state in this examination. All activity for the National
General Subgroup of companies is administered by other non-insurance subsidianes of
NGHC. The National General Subgroup is comprised of the following legal entities:

Legal Entity Abbreviation State of Domicile
Integon National Insurance Company INIC NC
Integon Casualty Insurance Company ICIC NC
Integon General Insurance Company IGIC NC
Integon Indemnity Insurance Company 1C NC
Integon Preferred Insurance Company IPIC NC
New South Insurance Company NSIC NC
Agent Alliance Insurance Company AAIC AL
Personal Express Insurance Company PEIC CA
National Automotive Insurance Company NAIC LA
Imperial Fire and Casualty Insurance Company IFAIC LA
MIC General Insurance Company MICG Mi
National General Insurance Company NGIC MO
National General Assurance Company NGAC MO
National General Insurance Online, Inc. NGIO MO
New Jersey Skylands Insurance Association NISIA NJ
New Jersey Skylands Insurance Company NISIC NJ
National Health Insurance Company NHIC X

The examiners relied upon information and workpapers provided by the Company’s
independent auditor BDO USA LLP, New York office, for its audit covering the period
from January 1, 2014 through December 31, 2014. BDO workpapers included fraud risk
analysis, process narratives and substantive testing.

2
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SUMMARY OF SIGNIFICANT FINDINGS

The Company cedes 100% of its net business to lead affiliate INIC. As result of this
reinsurance armangement the Company does not retain any underwriting risk and its
surplus is adequate with no solvency concerns.

The Company did not file amendments with the Director of the MO DIFP to add new
parties to related party agreements in a timely manner as required by Section
382.195.1(4) RSMo (Prohibited transactions, exceptions). The Company should notify
the Director of the MO DIFP of amendments to related party agreements at least 30 days
prior to the effective date pursuant to the Section 382.195.1(4) RSMo.

The Company did not file its Audited Financial Reports with the Director of the MO
DIFP on or before June 1% for each filing year from 2010 to 2014 as required by
375.1030.1 RSMo (Annual audit required, report filed, when). The Company should file
its Audited Financial Reports with the Director of the MO DIFP on or before June 1% for
the year ended December 31% immediately preceding pursuant to 375.1030.1 RSMo.

The Company did not non-admit investments as required by Section 379.080.1(2) (m}
RSMo, refetred to as the “Basket Clause”. The Company reported Bonds in the 2014
Annual Statement that exceed the amount allowed by the Basket Clause by
$1,156,261. An examination change was made to decrease Bonds by this amount. This
change decreased Policyholder Surplus by the same amount.

COMPANY HISTORY

General

NGAC was incorporated on June 2, 1983 and commenced business as a stock property
and casualty insurer in Missouri under Chapter 379 RSMo (Insurance other than life) on
January 1, 1989. At its inception, NGAC was owned by NAVCO Corporation, which
was owned by Crum & Forster, Inc. and ultimately by the Xerox Corporation.

In 1984, NGAC was purchased by Motorss {nsurance Corporation, which was owned by
GMAC Insurance Holdings, Inc. The ultimate ownership was General Motors
Acceptance Corporation (GMAC), part of the Genera! Motors (GM) organization.

On March 1, 2010, American Capital Acquisition Corporation (ACAC) acquired NGAC
and affiliates’ U.S. personal lines private passenger auto business from GMAC. ACAC,
formed solely for purposes of the acquisition, was owned 79% by individual, Michael
Karfunkel, and 21% by AmTrust Financial Services, Inc.

ACAC changed its name to National General Holdings Corporation in April 2013. In
February 2014, NGHC became publicly-traded on the NASDAQ Global Market under
the symbol “NGHC”. Currently, NGHC's ownership includes: Mr. Karfunkel 13.5%, the
Karfunkel Family Trust 35.3%, and AmTrust Financial Services, Inc. 13.2%.
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Capital Stock

The Company has 30,000 shares of $100.00 par value common stock authorized with
25,000 shares issued and outstanding. All shares are owned by NGHC. At December 31,
2014, common capital stock was $2,500,000. Gross paid in and contributed surplus
totaled $13,500,000 at December 31, 2014.

Dividends

The Company has not declared or paid any dividends to stockholders during the
examination period.

Acquisitions, Mergers and Major Corporate Events

The Company was not involved in any direct acquisitions or mergers during the
examination period. However the Company's parent, NGHC, did acquire eight
additiona! insurance entities. As of December 31, 2014, NGHC owned seventeen
insurers, referred to as the “Nalional General Subgroup™.

In 2014, an affiliate of NGHC, ACP Re, Ltd, acquired the Tower International Group.
Subsequent to this affiliate’s acquisition, NGHC received the renewal rights of the
personal lines operations of the Tower Group. This transaction, although separate from

the National General Subgroup reinsurance arrangement, significantly increased NGHC's
overall premium volume.

Surplus Debentures
The Company had no outstanding surplus debentures during the examination period.

MANAGEMENT AND CONTROL

Corporate Documeats

The Company's articles of incorporation and bylaws were reviewed. There were no
amendments to either document during the examination period. Subsequent to the period
under exam, the Company’s articles of incorporation and bylaws were amended to reflect
a change in its statutory home address.

Meeting Minutes

Minutes of the meetings of the Board of Directors for NGAC were reviewed for the years
under examination. The minutes of the shareholder, NGHC, and relevant committees
acting on behalf of NGAC were also reviewed. All minutes appear to properly support
and approve the corporate transactions and events for the period under examination.
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Board of Directors

The management of the Company is vested in a board of directors which per the Articles
of Incorporation and bylaws will consist of not less than nine or more than twenty-five
members. The Company had nine Directors serving at December 31, 2014, as follows:

Name Principal Occupation and Business Affiliation
Donald . Bolar Vice President & Chief Accounting Officer, NGAC

Lewisville, NC

Greg L. McGhee Manager, NGAC
Winston-Salem, NC

Jeffrey A. Weissmann Secretary, NGAC

Clifton, NJ

Rebecca H. Boone Financial Reporting Manager, NGAC
Winston-Salem, NC

Brad M. Schock Vice President, NGAC

Highland Hts, OH

Christopher T. Brooks Vice President, NGAC
Kemersville, NC

Byron W. Storms President, NGAC

Winston-Salem, NC (Resigned effective July 15, 20135)

Barry S. Karfunkel Executive Vice President & Chief Marketing Officer, NGHC
Rockaway, NY (Became President of NGAC effective July 15, 2015)
Michael H. Weiner Chief Financial Officer, NGAC

New York, NY

Officers

Officers serving as of December 31, 2014, were as follows:

Name Position

Byron W, Storms President, resigned July 15, 2015, replaced by Barry Karfunkel
Donald J. Bolar Vice President & Chief Accounting Officer

Jeffrey A. Weissmann Secretary

Berta A. Castellano Vice President

Peter A. Rendall Treasurer

George H. Hall, Jr. Vice President & Chief Claims Officer

Michael H. Weiner Chief Financial Officer

Bryan C. Gnffith Vice President
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Committees
The following committees were in place as of December 31, 2014:

Audit Committee

The Company has an Audit Committee at the NGHC level, established by the
NGHC Board of Directors, which serves as the Audit Committee for all the
subsidiaries.

Finance Committee
The Company has a Finance Committee at the NGHC level, established by

Integon National Insurance Company's Board of Directors. This Committee
serves all the NGHC subsidiaries.

Risk Management Committes
The Company has a Risk Management Committee at the NGHC level, established

by the NGHC Board of Directors. This Committee serves all the NGHC
subsidiaries.

Organizational Chart
The Company is a member of an insurance holding company system as defined by
Chapter 382 RSMo (Insurance Holding Companies).

The following organizational chart depicts an abbreviated portion of the ultimate holding
company system at December 31, 2014. All companies are wholly owned unless
otherwise noted. All members of the National Genera! Subgroup are included. A

complete list of all companies within the holding company system is included within the
annual statement.
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Michae! Karfunke] * Michael Karfunkel 2005 Grantor Trust ® AmTrust Flasadel Services, inc. **
| |
G | Holdings Corp
Natons! § ! Manag Corp (DE)
Intcgon Casualty Ins Co - Mationat Genersl ins Co
INC) 27930 !MDI 13728
Integon General ing Corp Natlonal Genersl Assurance Co
{NC} 22780 [0} 42847
fntegon Preferred s Co - Natlonsl Genersl tns Daling, Inc
Inc)31e88 (MO} 11848
New Sowth ins (o s National Autoeotive kni Co
{nC) 12130 {LA) 37486
integon indemnity Corp - imperial Fire and Catualty lns Co
{HCI TZTI {LA) 42363
National Heslih inp Lo MIC General tns Corp
{Tx) 82833 M) 38660
Integon Natonal tas Co
{NC} 29742
Agest AlRance ims Co
AL} 20389
Perwonal Espress ins (o
1CA} 12633
Hew Jersey Skylands Mgt, WC [DE)
Hew Jersey Shylands ins Assn
{ru) 11454
HNew jersey Skylands ins Ca
M)} 21853

* Michael Karfunkel (13.5%) and the Michael Karfunkel 2005 Grantor Trust (GRAT) (35.3%) collectively

own 48.8" of NGHC's common stock. Leah Karfunkel, the wife of Michael Karfunkel, is the sole trustee
of the GRAT.

=+ amTrust Financial Services, Inc. {(AmTrust) controls 13.2% of the outstanding common stock of
NGHC. AmTrust is a publicly-traded tnsurance holding company system conmtrolled by Michael

Karfunkel; Leah Karfunkel; George Karfunkel, Michael Karfunke!'s brother; and Barry Zyskind, son-1n-
law of Michae! Karfunkel.
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Intercompany Transactions

The Company was a party to the following affiliated agreements at December 31, 2014:

Reinsurance Agreement

Affiliates:
Effective:

Terms:

Rate(s):

National General Management Corporation (NGMC) and NGHC
subsidiaries

March 1, 2010, restated January 1, 2012. The last amendment was
approved July 16, 2014.

Under the restated agreement, affiliate Integon National Insurance
Company assumes 100% of each NGHC subsidiaries’ net liability on all
policies and all assumed reinsured business outstanding and in force.

Each subsidiary will pay and transfer to INIC, its net unearned premium
reserves, loss and loss adjustment expense reserves, and unpaid
policyholder dividends with subsequent settlement of net balances
occurring no later than 60 days following the end of each calendar month.

Management Services Agreement

Affiliates:
Effective:
Terms:

Rate{s):

NGMC and NGHC subsidianies

March 1, 2010. The last amendment was approved July 16, 2014.

NGMC provides underwriting duties, claims services, actuarial services,
policyholder services, accounting, information technology and other
administrative functions to the NGHC subsidiaries.

Each subsidiary pays a quarterly administrative fee of 2% of their
respective aggregate gross written premiums for that quarter.

Asset Manapement Agreement

Affiliates:
Effective:
Terms:

Rate(s):

NGHC and its subsidiaries, and affiliate All Insurance Mgt Limited (AIM)
March 1, 2010. The last amendment was approved July 16, 2014,

AIM provides investment management services to the Company in
accordance with each company’s investment guidelines.

Fees are computed from a set fee schedule and settled quarterly

Tax Allocation Agreement

Affiliates:
Effective:
Terms:

Rate(s):

NGHC and its subsidiaries

March 1, 2010. The last amendment was approved July 16, 2014.

NGHC and its subsidiaries consolidate their federal income tax retumns.
Amounts due are based on liability as calculated on a separate return
basis. Amounts are due at the time of legal obligation. Any refunds due
are to be submitted to the applicable party within 30 days of the end of the
calendar quarter in which the refund is received by ACAC.

Tax liability as calculated on a separate return basis.
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The Company did not file amendments with the Director of the MO DIFP to add new
parties to related party agreements in a timely manner as required by Section
382.195.1(4) RSMo (Prohibited transactions, exceptions). The Company filed the
amendments after the effective date for following parties acquired during the period
under examination: National Health Insurance Company, Personal Express [nsurance
Company, Imperial Fire and Casualty Insurance Company, National Automotive
Insurance Company and Agent Alliance Insurance Company. The Company should
notify the Director of the MO DIFP of amendments to related party agreements at least
30 days prior to the effective date pursuant to the Section 382.195.1(4) RSMo.

FIDELITY BOND AND OTHER INSURANCE

The Company’s insurance coverage is administered through its parent, National General
Holding Corporation, which purchases insurance coverage for itself and its subsidiaries.
The Company is included on a Financial Institution Bond issued by Federal Insurance
Company that has a limit of liability of $5,000,000 with a $100,000 deductible. The
$5,000,000 fdelity coverage exceeds the suggested minimum amount of fidelity
insurance prescribed by the NAIC.

The Company is also a named insured on policies that provide the following liability
coverages: directors and officers liability, commercial and general liability, automobile
liability, umbrella and excess liability, workers compensation and employers' liability,

errors and omissions and building. The Company’s insurance coverage appears
adequate.

PENSIONS, STOCK OWNERSHIP AND INSURANCE PLANS

The Company has no employees. Services are provided by affiliate NGMC under the
Management Services Agreement described under “Related Party Transactions.”
NGMC'’s qualified employees, determined by number of hours worked per week, are
provided benefits typical of the industry including group health and welfare services,
medical, dental, vision, life and disability insurance, paid time off and participation in the
defined contribution savings plan sponsored by NGMC. Employees may contribute up to
90% of salary to the plan, subject to IRS guidelines. The first 6% of employee
contributions are eligible for a 50% match by NGMC. The match is funded quarterly and
allocated to the Company through the Management Services Agreement. Employee
benefit costs, including retirement costs, are included in intercompany charges from
affiliates.

TERRITORY AND PLAN OF OPERATION

The Company is licensed in Missouri under Chapter 379 RSMo (Insurance other than
life) to write property, liability and miscellaneous insurance. The Company is licensed in
44 states and writes business in 33 states. The Company’s business is comprised of
standard and preferred auto and RV business that is marketed principally to members of

9



NGAC Exam - 12/31/2014

affinity groups and associations on a direct response basis. The Company partners with
the affinity groups and membership organizations to deliver insurance products tailored
to the needs of the affinity customers under the affinity partners’ brand name or label.

The Company is a member of the National General Subgroup of companies. Beginning
in 2012 the Company, along with eight other National General Subgroup affiliates, began
ceding 100% of its business to lead affiliate INIC without receiving any assumed
business in retun. Consequently the Company has had zero earned premiums and

incurred losses since 2011. At year-end 2014 the number of companies in the Subgroup
ceding 100%: of their business to INIC had grown to sixteen.

GROWTH OF COMPANY

The Company’s net premium was negative in 2012 as a result of the commutation of the
pooling agreement with INIC that was in effect since 2010. At the same time as the
pooling agreement was commuted, the Company entered into a 100% quota share
agreement with INIC in which the Company ceded 100% of its net underwriting results
to INIC without receiving any assumed business in return. The new reinsurance
arrangement resulted in significant reductions in premiums written and eamed after 2011
and in reductions in assets and liabilities, but only had a small impact on policyholder
surplus. Policyholder surplus remained stable throughout the examination period.

2010 2011 2012 2013 2014

Direct Premiums Writlen  $131,419,508  $136,802,192  §148,521,013  $136,824,233  §120,257,803
Premiums Assumed 43,594,013 27,024,382 (18,791,761) - -
Premiums Ceded 131,419,508 136,802,189 148,521,013 136,824,233 120,257,803
Net Premiums Written 43,594,013 27,024,385  {18,791,761) . -
Premiums Eamed 26,877,129 24,949,508 - - .
Net Admitted Assets 65,321,436 62,960,624 46,601,191 38,566,071 39,297,682
Total Liabilities 43,656,674 39,686,880 26,929,355 22,801,746 21,807,556
Policyholder Surplus 21,664,762 23,273,735 19,671,836 15,764,325 17,490,126

LOSS EXPERIENCE

As reflected by the following, the Company has experienced very little underwriting

gain or loss since the implementation in 2012 of the 100% quota share agreement with
INIC discussed in the previous section.

2010 2011 2012 2013 2014
Premiums Eamed $26,877,129 §24,949,508 § - 8 - 8 -
Underwriting Deductions 29,198,801 27,014,878 (34,956) (17417 1,633
Underwriting Gan/(Loss) (2,321,672)  (2,065,370) 34,956 17,417 (1,633)

10
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REINSURANCE

General

The Company made a major revision to its reinsurance program in 2012, as described in
the Ceded section below. The Company’s reinsurance activity during the examination
period is summarized in the following table:

2010 2011 3012 2013 3014

Direct Written £ 131,419,508 $136802,192  S1§48,521,013 $£136824233  $120257.803
Assumed Affilates 43 594,013 27024382 (18.791.761) - .
Assumed Non-A ffilates ) ) ) i ]
Ceded Affiliates 112280937 136,802,189 148,520,994 136,824,233 120,257 803
Ceded Non-Afllates 19138571 - 19 - -
Net Writen Premiums  § 43.594,013 § 27024385 S${18791.761) § - 3 -
Assumed

The Company has not assumed any premium from affiliates since the implementation of
the current 100% quota share agreement with INIC, discussed in the Ceded section
below. The Company does nat assume premiums from non-affiliates.

Ceded

Prior to January !, 2012, the Company participated in an intercompany pocling
agreement in which 100% of its net underwriting results were ceded to affiliate INIC.
INIC then retroceded 5% of the pooled business to the Company. Effective January 1,
2012, the Company entered into a 100% quota share agreement with INIC that
provided for the Company to cede 100% of its net underwriting results to INIC
without receiving any assumed business in return. The replacement of the pooling
agreement with the 100% quota share agreement resulted in negative net premium
written in 2012 as a result of the commutation, and zero net premiums written in 2013
and 2014.

ACCOUNTS AND RECORDS

General

The Company’s financial statements are prepared using Oracle E - Business Suite general
ledger software. Systems developed internaily by affiliate AmTrust Financial Services,
Inc. are used for policy administration and producer management. The NPS system is
used for policy administration and the ANA Producer system is used for producer
management. Claims are processed on the EPIC system, which was purchased and
customized. Investment functions are performed on the PAM system.

Independent Auditor

BDO, USA, LLP, an independent accounting firm, audits the Company annually. The
workpapers and reports of the most recent audit were reviewed and used in the course of
this examination as deemed appropriate.

11
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All audits during the examination period were performed as combined audits of all
insurance subsidiaries of NGHC. In addition to the Company, the combined 2014 audit
included 13 other affiliates, including two Missouri companies, National General
Insurance Company and National General Insurance Online, Inc. The Company filed
requests to be allowed to file combined audited financial statements during each year of
the examination period. The MO DIFP granted approval for each year.

The Company did not file its Audited Financial Reports with the Director of the MO
DIFP on or before June 1* for each filing year from 2010 to 2014 as required by
375.1030.1 RSMo (Annual audit required, report filed, when). The Company should file
its Audited Financial Reports with the Director of the MO DIFP on or before June 1 for
the year ended December 31* immediately preceding pursuant to 375.1030.1 RSMo.

Independent Actuaries
Reserves and related actuarial accounts reported in the financial statements were

reviewed and certified by Robert T. Kuehn, FCAS, MAAA, CERA, CPCU, ARM, FCA,
Consulting Actuary with the firm of Huggins Actuarial Services, Inc. His review
concluded the Company's actuarial items meet the requirements of the insurance laws of
Missouri, are consistent with reserves computed with accepted loss reserving standards
and principles, and make reasonable provision in the aggregate for all unpaid loss and
loss adjustment expense obligations of the Company under the terms of their contracts
and agreements.

Rick Kohan, FCAS, MAAA, Actuary for the state of North Carolina reviewed the
adequacy of the Company’s loss and loss adjustment expense reserves. His review of the
Company’s reserves concluded the gross and net reserves carried were adequate.

Information Systems

In conjunction with this examination, Uso Sayers, IT Specialist, and Ciara Brown, [T
Examiner, both with Johnson Lambert LLP, representing the North Carolina Department
of Insurance, conducted a review of the Company's information systems. Their
evaluations did not identify any significant weaknesses and concluded that IT controls
were deemed to be effective. Andy Balas, CFE, AES, CPA, Information Systems
Financial Examiner with the MO DIFP, also reviewed the Company's information
systems. His review did not identify any significant weaknesses.

STATUTORY DEPOSITS

Deposits with the State of Missouri
The funds on deposit with the MO DIFP as of December 31, 2014, as reflected below,

were sufficient in par and market value to meet the deposit requirement for the state of
Missouri in accordance with Section 379.098 RSMo (Securities to be deposited by all
companies, kind and amount).

12



NGAC Exam - 12/31/2014

Type of Security Par Value Market Value Statement Value
US Treasury Bond $ 2,100,000 s 2,614,920 b 2,567,692

Deposits with Other States
The Company also has funds on deposit with other states to satisfy their statutory deposit
requirements, Those funds on deposit as of December 31, 2014, were as follows:

State Tvpe of Security Par Value Market Value Statement Value
Georgia US Treasury Bond s 40,000 Y 39,720 $ 39,700
Nevada Wells Fargo Bond 200,000 208,780 205,685
New Mexico US Treasury Bond 105,000 104,265 104,212
North Carolina North Carolina Bond 300,000 146,230 343,399
South Carolina US Treasury Bond 130,000 129,090 129,024
Virginia Money Market 635.000 64.545 64,512
Totals 5 840,000 s 892,630 $ 886,532
FINANCIAL STATEMENTS

The following financial statements, with supporting exhibits, present the financial
condition of the Company as of December 31, 2014, and the results of operations for the
year then ended. Any examination adjustments to the amounts reported in the financial
statements and/or comments regarding such are made in the "Comments on Financial
Statements" section, which follow the financial statements.

There may have been additional differences found in the course of this examination that
are not shown in "Comments on Financial Statements.” These differences were
determined to be immaterial in relation to the financial statements and were therefore

only communicated to the Company and noted in the workpapers for each individual
Annual Statement item.

13



NGAC Exam - 123172014

ASSETS
Non Net Admitted
Assets Admitted Assets
Bonds (Nete ) $ 139778 5 1156262 5 12821564
Cash and short-term investments 842,880 - 842,880
Investment income due and accrued 165,139 - 165,139
Uncollected premiums and agents’ balances 1,714,083 114,784 1,599,299
Deferred premiums and agents' balances not due 5,192,336 . 15,192,336
Amounts recoverable from reinsurers 7,484,635 - 7.484,635
EDP equipment and software 895,060 895,060 -
Receivables from parent; subsidiaries and affiliates 24435 - 24435
Miscellaneous Receivables 11,132 - 11,132
Total Asscts $ 40,307,526 $ 2,166,106 § 38,141,420
LIABILITIES, SURPLUS AND OTHER FUNDS

Other expenses s 33,355
Current federal and foreign income taxes 328 402
Net defemed tax liability 305,562
Ceded reinsurance premiums payable 19,754,762
Payable to parent: subsidiaries and affiliates 1,385,475

‘Total Liabilities
Common capital stock
Gross paid in and contributed surplus

Unassigned (unds (surplus) (Note 1)
Surplus As Regards Policyholders

Total Liabilities and Surplus

14

$ 21,807,556

b 2,500,000
13,500,000
333,864

$ 16,333,864

$ 38,141,420
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STATEMENT OF INCOME

Underwriting Income:
Premiums camed 5

Deductions:

Losses incurred s
Loss expenses incumed

Other underwriting expenses incumed 1,633

Total underwriting deductions 1,633
Net underwriting gain (loss) S (1,633)

Investment Income:
Net investment income ecamed § 423,064
Net realized capital gains ! 110,571
Net investment gain (loss) $ 533,635

Other Income;
Tolal other income s

Net income before federal and foreign income taxes § 532,002

Federal and foreign income taxes incurred S 336,562

Net income $ 195440

15
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RECONCILIATION OF CAPITAL AND SURPLUS

Changes from December 31, 2010 to December 31, 2014

Capital and Surplus:
December 31 prior year

Net income

Chg net unrealized cap losses
Chg net deferred income tax
Chg nonadmitted (Note 1)
Prior Year Adjustment

Change surplus as regards
policyholders for the year

Capital snd Surplus:
December 31 current year

2010 2011 2012 2013 2014
520,239,548 $21,664,762 523,273,735 $19,671,836 515,764,325
(2,478) 2,221,992 4,864,109 2,017,741 195,440
(12) H
(538,113) (170,534) (1,419,793) (878,991} 291,800
1,965,805 (442,484) (2,386,121) 789,012 82,288

{4,660,094) (5,835,261)

1425214 1,608,973 {3,601,899) {3.907,511) 369,539
$21,664,762 $23273,735 $19,671,836 §15,764,325 $516,333.864
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EXAMINATION CHANGES

Surplus as Reported by Company: $ 17,490,126

Increase Decrease
in Surplus in Surphus

Bonds $ 1,156,262
Net Change in Surplus (1,156,262)
Capital and Surplus Per Examination: § 16,333,864

COMMENTS ON FINANCIAL STATEMENTS
Nete 1 Bonds s 12,821,564

The aggregate amount of investments allowable under Section 379.080.1(2) (m) RSMo,
referred to as the “Basket Clause”, is an amount equal to or less than 8% of net admitted
assets. NGAC reported net admitted assets totaling $39,297,682 as of December 31,
2014, which results in allowable Basket Clause investments of $3,143,815. NGAC
reported Basket Clause investments totaling $4,300,076, which exceeds the allowable
amount by $1,156,261. An examination change was made to increase non-admitted
assets and to decrcase Bonds by this amount. This change decreased Unassigned Surplus
from $1,490,126 to $333,864.

SUBSEQUENT EVENTS

The President of the Company, Byron W. Storms, resigned effective July 15, 2015, He
was replaced by Barry S. Karfunkel, who was appointed President on the same date.

SUMMARY OF RECOMMENDATIONS

[ntercompany Transactions (Page 9)

The Company did not provide required notice 1o the MO DIFP for amendments to add
new parties to related party agreements as required by Section 382.195.1(4) RSMo,
which requires at least 30 days advance notice prior to the effective date. The Company
should notify the MO DIFP of amendments to related party agreements at least 30 days
prior to the effective date.

17
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Independent Auditor (Page 13)

The Company did not file its Audited Financial Reports during the examination period
with the DIFP on or before June 1* as required by 375.1030.1 RSMo. The Company
should file its Audited Financial Reports on or before June 1 each year.
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General Assurance Company during the course of this examination is hereby
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entities in the Subgroup.

VERIFICATION

State of Missouri )
) ss
County of St. Louis)

1, Richard J. Hayes, on my oath swear that to the best of my knowledge and belief the
above examination report is true and accurate and is comprised of only facts appearing
upon the books, records or other documents of the Company, its agents or other persons
examined or as ascertained from the testimony of its officers or agents or other persons
examined concerning its affairs and such conclusions and recommendations as the
examiners find reasonably warranted from the facts,

E%E/J/;ayes CFE
Financial Examiner
Missouri Department of Insurance, Financial

Institutions and Professional Registration

Swom to a.nd. subscri.bed before me this _q_ day of /// M/

My commission expires:
Whssounr, Sy ‘%m éddm
‘/7Notar{ Public

SUPERVISION

The examination process has been monitored and supervised by the undersigned. The
examination report and supporting workpapers have been reviewed and approved.
Compliance with NAIC procedures and guidelines as contained in the Financial
Condition Examiners Handbook has been confirmed.

-

Michae! Shadowens, CFE

Audit Manager, St. Louis

Missouri Department of [nsurance, Financial
Institutions and Professional Registration
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General %)

Insurance

May 19, 2016

State of Missouri Department of Insurance, Financial Institutions and Professional Registration
301 West High Street, Room 530, P.O. Box 690

Jefferson City, Missouri 65102-0690

Attn: Ms. Leslie Nehring, Chief Financial Examiner

RE: Reports of the Examinations of National General Insurance Company (“NGIC”), National
General Assurance Company (“NGAC”) and National General Insurance Online, Inc. (“NGIO")

Dear Ms. Nehring,

Thank you for your letter dated April 21, 2016 regarding the captioned reports. We have carefully
considered your examination findings and recommendations. Set forth below is our response with
respect to each of the examination findings numbered to correspond to the finding set forth in each
report. Please include our response in each report as a public document.

Report of NGIC:
1. Intercompany Transactions: NGIC will use its best efforts to notify DIFP of any amendments to

add new parties to related party agreements 30 days prior to the effective date.
2. Independent Auditor: NGIC will file its Audited Financial Reports on or before June 1% each year.

Report of NGAC:
1. Intercompany Transactions: NGAC will use its best efforts to notify DIFP of any amendments to
add new parties to related party agreements 30 days prior to the effective date.
2. Independent Auditor: NGAC will file its Audited Financial Reports on or before June 1% each
year. :

Report of NGIO:
1. Intercompany Transactions: NGIO will use its best efforts to notify DIFP of any amendments to

add new parties to related party agreements 30 days prior to the effective date.
2. Independent Auditor: NGIO will file its Audited Financial Reports on or before June 1" each
year.



We trust that you will find the foregoing to be responsive to your comments.

Sincerely,

National General Holdings Corp.

By: O—-\/MVK ‘

Nameﬁeﬁrey Weissmann
Title: General Counsel




