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BEFORE THE NEW MEXICO SUPERINTENDENT OF INSURANCE

IN THE MATTER OF THE

ACCIDENT INSURANCE HOLDING

COMPANY GROUP
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Respondent.,
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ORDER ADOPTING EXAMINATION REPORTS

THIS MATTER comes before the New Mexico Office of Superintendent of Insurance
(“Superintendent” or “OSI™} upon the reports of examination of the New Mexico domiciled
companies within the Aceident Insurance Holding Company Group, NAIC Code: 0000 Group
Code: 5040, which includes the following companies: Accident Ynswrance Company Ine.
(“AIC”) (NAIC Code 11573), Accident Preferred Insurance Company Inc. (APIC”) (NAIC
Code 17436), Monarch Insuranece Company Inc. (“MIC”) (NAIC Code 17435), for the period
of Janvary 1, 2021, to December 31, 2024, for AIC (“Bxhibit A”), and from inception through
December 31, 2024, for APIC and MIC (“Exhibits B and C”, respectively), and a Phase 5
examination report on Key Aciivity as of December 31, 2024 (“Exhibit D) (collectively the
“Examination Reports™), that were submitted to OSI by The INS Companies, on or about May 19,
2026, whereupon, having reviewed the reports and being otherwise fully informed,

THE SUPERINTENDENT HEREBY FINDS:

1. On December 13, 2024, an Order for Examination (“Order””) was issued by the
Superintendent in the above-captioned matter pursuant to NMSA 1978, § 59A-4-5 (o the
Accident Insurance Holding Company Group, which included AIC, APIC and MIC
(collectively, the Respondents).

2. The INS Companies (“Examiner/Contractor’) was appointed as the Examiner or

Contractor representing the Superintendent in said examination,




3. Upon completion of the Financial Examinations, OSI promptly provided the
Respondents with a copy of the Examination Reports (See Bxhibits A, B, C and D),

4, The examination of AIC resulted in fourteen (14) significant findings, four of which
decreased the capital and surplus by $17,721,524. The examination of APIC resulted in one
(1) significant finding; and the examination of MIC resulted in one (1) significant finding, All
significant findings are discussed in detail in the respective reports

5. The Respondents were afforded a period of twenty (20) days after receipt of the
Examination Reports.

6. On June 18, 2026, Respondents submitted written responses to the Superintendent
requesting an opportunity to confer with the Superintendent,

7. The parties conferred virtually on June 26, 2026.

8. The Superintendent does not find good reason to grant an extension to the review
period.
9. This Order reflects the Superintendent’s review of the Examination Reports,

Respondents” Response, and any additional information presented at the conference or
therealter,

10.  Pursuant to NMSA. 1978, § 59A-4-10, the Superintendent has fully considered and
reviewed the Bxamination Reports and finds good cause to adopt the Examination Reports as

submitted,

IT IS THEREFORE ORDERED;

A. The Examination Reports are adopted as filed, effective immediately.

B. Pursuant to NMSA 1978, § 59A-4-11, the Examination Reports shall be made part of the
public record in this docket,

C. This docket is now closed.
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240
DONE AND ORDERED this A?day of June, 2026.

SUPERINTENDENT OF INSURANCE

u//f/éuf& A,

ALICE KANE
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CERTIFICATE OF SERVICE

I HEREBY CERTIFY that on this 29th day of June 2026 filed the foregoing Order Adopting
Examination Reports through the OSI's e-filing system which caused the parties indicated below
to be served by electronic means.

K. Anne Heath, CFO
Accident Insurance Holding Company Group

Anne.Heath@invopeo.com

Bryan E. Brock, Esq.
Attorney for Accident Insurance Holding Company Group
brocklawpolicy@gmail.com

Alice Kane, Superintendent
NM Otfice of Superintendent of Insurance
Alice Kane{osi.nm.gov

Stephen Thies, General Counsel
NM Office of Superintendent of Insurance
Stephen. Thies@osi.nm. gov

Elisabeth Johnson, Associate General Counsel
NM Office of Superintendent of Insurance

Elisabeth.Johnson@osi.nm.gov

Don Gilbert, CPA, Chief Financial Analyst
Office of Superintendent of Insurance

Don.Gilbert(@osi.nm, gov

Malis Rasmussen, CFE, Chief Financial Examiner
Office of Superintendent of Insurance

Malis.Rasmussen@ost.nm. goy

James Tidwell, Financial Analyst
NM Office of Superintendent of Insurance
James Tidwell@osi.nm.gov

Annette Knief, President

The INS Companies
akniefl@dtheinscompanies.com
Examniner

oot

Frances Galleg!@, Senior Paralegal
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REPORT OF EXAMINATION
OF

ACCIDENT INSURANCE COMPANY, INC,

NAIC Company Code: 11573
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as of

December 31, 2024
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May 28, 2026

Honorable Alice T. Kane

Superintendent

New Mexico Office of Superintendent of Insurance
1120 Paseo De Peralta

Santa Fe, NM 87501

Dear Superintendent:

Pursuant to your instructions and the Order for Examination Docket No. 2024-0107, in compliance
with New Mexico Statutes (NMSA) 1978 § 59A-4-5, and in accordance with the practices and
procedures promulgated by the National Association of Insurance Commissioners (NAIC), we
have conducted an examination as of December 31, 2024, of the financial condition and corporate
affairs of:

Accident Insurance Company, Inc.
2155 Louisiana Blvd NE, Suite 2100
Albuquerque, New Mexico 87110

Heteinafter referred to as the “Company”. The following report of examination is respectfully
submitted.




SCOPE OF EXAMINATION

The New Mexico Office of Superintendent of Insurance (OSI) has performed its multi-state
examination of Accident Insurance Company, Inc. The last examination covered the period of
January 1, 2018, through December 31, 2020. This examination covers the period of January 1,
2021, through December 31, 2024. This examination is conducted concurrently with the
examination of the Company’s subsidiaries, Accident Preferred Insurance Company, Inc., and
Monarch Insurance Company, Inc.

We conducted our examination in accordance with the NAIC Financial Condition Examiners
Handbook (Handbook). The 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 herein. If, during the course of the
examination, an adjustment is identified, the impact of such an adjustment will be documented
separately following the Company’s financial statements.

This examination report includes findings of fact and general information about the Company and
its financial condition. There may be other items identified during the examination that, due to
their nature (e.g., subjective conclusions, proprietary information, etc.), are not included within the
examination report but separately communicated to other regulators and/or the Company.
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SUMMARY OF SIGNIFICANT FINDINGS

In 2024, the Company entered into a ceded reinsurance transaction with Appalachian
Reinsurance, Ltd., an affiliate reinsurer domiciled in Bermuda, Significant issues were
identified in the review of the reinsurance transaction, and as such, the Company is ditected
to refile its financial statements, Refer to the “Reinsurance” and “Comments on Financial
Statement [tems” sections of the examination report for more information.

The Appointed Actuary did not perform a reserve analysis of the Company’s workers’
compensation high-deductible business. Refer to the “Comments on Financial Statement
Items” section of the examination report for more information.

The Company’s financial statements report unusual negative reinsurance recoverables on
paid losses in Schedule F — Part 3. Refer to the “Comments on Financial Statement Items®’
section of the examination report for more information.

Throughout the examination fieldwork, the Company was unable to clearly explain the
Company’s financial reporting of assumed retroactive reinsurance related to transactions
with Appalachian Reinsurance, Ltd. and JRG Reinsurance Company, Ltd. Refer to the
“Reinsurance” and “Comments on Financial Statement ftems” section of the examination
report for more information.

The Appointed Actuary did not review Item 5 in Exhibit A of the Statement of Actuarial
Opinion, write-in item “Retroactive Reinsurance”, for reasonableness. Refer to the
“Reinsurance™ and “Comments on Financial Statement Items” section of the examination
report for more information.

The Company did not correctly report a provision for reinsurance. Refer to the “Comments
on Financial Statement Items” section of the examination report for more information.

The Company did not correctly value and report investments in subsidiaries. Refer to the
“Comments on Fipancial Statement Items” section of the examination report for more
information,

The Company did not comply with the requirements of NMSA 1978 § 59A-37-20
regarding the Master Services Agreement with Vital Services, LLC. Refer to the
“Management and Control” section of the examination report for more information.

The Company did not comply with the requirements of NMSA 1978 § 59A-9-4 regarding
investments entered into by the Company. Refer to the “Accounts and Records” section of
the examination report for more information.

. The Company did not comply with the requirements of NMSA 1978 § 59A-4-12 regarding

the presentation of the prior examination report to the Board. Refer to the “Accounts and
Records™ section of the examination report for more information.




11. In2024, the Company filed a consolidated annual audited financial report with subsidiaries
in violation of NMAC § 13.2.5.19. Refer to the “Accounts and Records” section of the
examination report for more information.

12. The examination made several adjustments to the Company’s Annual Statement. The
impact of all adjustments is a decrease in the Company’s capital and surplus as of
December 31, 2024, in the amount of $17,721,524. Refer to the “Comments on Financial
Statement [tems” section of the examination report for more information.

Status of Prior Examination Recommendations

The prior financial examination was conducted by the OSI covering the period of January 1, 2018,
through December 31, 2020. The prior examination report contained three recommendations:

It was recommended that the Appointed Actuary determine the reasonableness of the retroactive
reinsurance reserve assumed in Exhibit A of the 2020 Statement of Actuarial Opinion. This
recommendation has not been remediated and a repeat finding and recommendation has been
issued. Refer to the “Reinsurance” and “Comments on Financial Statement Items” section of the
examination report for more information.

It was recommended that the OSI monitor the Company’s pricing levels for overall adequacy and
appropriate consideration of expenses. This finding has been remediated.

It was recommended that continued efforts be made by the actuary, Company, external auditors,
or the OS], as appropriate, to eliminate differences in the actuary’s Schedule P reconciliation. This
finding has been remediated.

COMPANY HISTORY

General

The Company was incorporated on December 6, 2002, and commenced business on February 10,
2003, to conduct property and casualty insurance business in South Carolina. The Company’s Plan
of Operation was to write workers’ compensation and general liability insurance. The Company
was owned by Newport Star Reinsurance Company, Inc. (50%), AIC Holdings, LLC (40%), and
one individual (10%). On April 16, 2004, the acquisition by AIC Holdings, LLC, of the remaining
60% of the Company was approved by the South Carolina Department of Insurance, subject to the
condition that the Company complies with all applicable provisions of South Carolina law.

On June 17, 2009, the Company purchased a former Georgia domestic insurer, Madison Insurance
Company (MIC), and re-domesticated it in South Carolina that same day. Prior to acquisition, MIC
was a non-operating shell company in runoff. The Company sold MIC’s capital stock to another
entity within the holding company system in 2013. In 2014, the Company purchased MIC’s capital
stock and merged MIC with and into the Company.




On April 11, 2017, the Company re-domesticated to New Mexico.

On May 3, 2022, Accident Preferred Insurance Company, Inc. (APIC) and Monarch Insurance
Company, Inc. (MOIC) each issued and subscribed 1,000 shares to the Company, with a par value
of $1,000 per share, thereby making both entities wholly owned subsidiaries.

Dividends and Capital Contributions

No dividends were declared and paid by the Company during the examination period.

The following capital contributions were made by the shareholders to the Company during the
examination period.

Year Amount
2021 $ 0
2022 $1,000,000
2023 $1,000,000
2024 $ 0

Total $2,000,000

Mergers and Acquisitions

There were no mergers or acquisitions during the examination period.

MANAGEMENT AND CONTROL

Directors

The six members of the Board of Directors (Board) oversee the business and affairs of the
Company. The following are members of the Board as of December 31, 2024:

Name Principal Occupation

Douglas Sizemore Chairman

Johnson City, Tennessee Self Employed

William M. Arowood President and Chief Executive Officer
Clinton, Tennessee Accident Insurance Company, Inc.
Robert J. Arowood Secretary

Clinton, Tennessee Accident Insurance Company, Inc.
Morris Chavez Attorney
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Albuquergue, New Mexico Saucedo Chavez, P.C.

John G. Franchini Owner
Albuquerque, New Mexico John G, Franchini Consulting
Lonnie Talbert Retired

Ponte Vedra, Florida

Principal Officers

The following are the principal officers of the Company as of December 31, 2024:

Name Position

William M. Arowood President and Chief Executive Officer
Robert J. Arowood Secretary and Treasurer

Katheryne A. Heath Chief Financial Officer

Holding Company System

The Company is a member of an insurance holding company system as defined by NMSA 1978 §
59A-37-2. The Company is a wholly owned subsidiary of Accident Insurance Holding Company,
Inc., an insurance holding company incorporated in New Mexico. The ultimate controlling persons
of the holding company group are William M. Arowood and Robert J. Arowood. The following
organizational chart depicts the interrelationship of the entities within the holding company system
as of December 31, 2024. All ownership is 100%, which designates William M. Arowood (50%)
and Robert J. Arowood (50%), unless otherwise noted:

Organizational Chart

William M. Arowood and Robert J. Arowood
Accident [nsurance Holding Company, Inc. (New Mexico)
Accident Insurance Company, Inc. (New Mexico)
Accident Preferred Insurance Company, Inc. (New Mexico)
Monarch Insurance Company, Inc. (New Mexico)
Accident Premier Insurance Company, Inc. (New Mexice)
Madison Standard Insurance Company, Inc. {(New Mexico)
Dotson Insurance Company, Inc. (New Mexico)
AIC Holdings, LLC (Virginia)
INVO Underwriting, LLC (Tennessee)
ISG Holding Company, Inc. (Robert J. Arowood - 24%, William M. Arowood — 24%, Arowood 2012 Trrevocable Trust — 52%) (Tennessee)
Appalachian Reinsurance, Ltd. (Bermuda)
Cherokee Reinsurance, LLC (Alabama)
Tuckasegee Insurance Company, LLC (Alabama)
Sequoyah Reinsurance, LLC (Alabama)
Madison Specialiy Underwriters, LLC (William M. Arowood — 25%, Robert J. Arowood — 25%, Chad Arowood — 25%, Elizabeth King —
12.5%, John Stair — 25%) (Tennessee)




Rocky Top HVAC, LLC (William M. Arowood — 100%) (Tennessee)

Crown Distributing, Inc. (William M. Arowood — 100%) (Tennessee)

AIC Risk Management, Ltd. (Bermuda)

Bermuda American Intermediaries, Lid. (Bermuda)

Cherokee Reinsurance SPC (Cayman [slands)

Monarch Intermediaries, Ltd. (Cayman Islands)

Aero Insurance Services, LLC (Tennessee)

Alternate Work Comp Solutions, LLC (William M. Arowood — 100%) {Tennessée)
Arrow Captive, Inc. (Tennessee)

Arrow Insurance Group, LLC (South Carolina)

Arrow PEO Brokerage, Inc. (Tennessee)

Bulldog Comp, LLC (Tennessee)

B&B Propetties {(Arowood 2012 [rrevocable Trust — 40%, Bobbie P. Arowood — 40%, Robert I, Arowood — 10%, William H. Arowood — 10%6)
{Tennessee)

Mercury Premium Finance Company, Iuc. {William M. Arowood — 100%) (Tennessee)
Statemarl, LLC (Tennessee)

Cornerstone PE Advisors, LLC (New Jersey)

Eastetn Underwriting Managers, LLC (Tennessee)

Insurance Service Group, Inc. (William M. Arowood — 100%) (Tennessee)

Mercury Financial Bane, Inc. (William M. Arowood — 100%) (Tennessee)
Cornerstone RE Holdings, Inc. {Tennessee)

Clinton Insurance Services, Inc. (Tennessee)

Innovative Work Comp Solutions, LLC (Georgia)

Let’s Eat, LLC {Jeffrey Henstey — 50%, Robert J. Arowood — 25%, William M. Arowood —25%) {Tennessee)
Madison Insurance Group, Inc. (South Carolina)

Mercury Financial SC, Inc. (South Carolina)

Nationa! Testing Center, LLC (William M. Arowood — 100%) (Tennessee)

Mercury Motors Company, LLC (William M. Arowood -- 100%) (Tennessee)

Qak Ridge Insurance Services, Inc. (William M. Arowood — 100%) (Tennessee)
Mutal Underwriting, LLC (Florida)

Tennessee Brokers and Agents Association, Inc. (William M. Arowood — 100%) {Tennessec)
WRA Enterprises, LLC (Tennessee)

Mercury Financial Incorporated {William M. Arowood — 100%)

Agency Brokerage Consultants, LL.C (New Mexico)

MIG Payroll Services, LLC (Tennessee)

Traveler’s Aid Society, Inc. (William M. Arowood — 100%) (Tennessee)

Vital Services, LLC (Nevada)

MACQ Premium Finance, LLC (Tennessee)

Integrated Work Comp Solutions, LL.C (Tennessee)

Madison [nsurance Association, LL.C (Tennessee)

Crown Vape, LLC {William M. Arowood — 100%) (Tennessee)

1st Auto Insurance Group, LLC (Tennessee)

Mercury Investment Services, [nc. (William M. Arowood — 100%) (Tennessee)

US Occucomp Health Network, LLC (Tennessee)

WMA Distributing, LLC (William M. Arowood — 100%) (Tennessce)

Statemark Fingerprinting, L1.C (William M. Arowood — 100%) (New Mexico)

Value Staffing Resource Group, LLC (Tennessee)

1st Credit Repair Professionals, LLC {Tennessee)

Insurance Training School, LLC (Williamy M. Arowood — 100%) (Tennessec)

Tenco Claims, LLC (Tennessee)

IDC Management, LLC (Tennessee)

Mutual PEO, Inc. (William M. Arowood — 75%, Robert J. Arowood — 25%) (Georgia)
Mereury Adventures Marketing, Ine. (Tennessee)

BKR Propertics, LLC (Robert J. Arowood — 50%, Karen Arowood — 50%) (Tennessee)
PeopleOps HCM, LLC {Tennessee)

INVO Equipment Rentals, LLC {(William M. Arowood — 100%) (Tennessee)
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A Better Choice Driving School, LL.C (William M. Arowoad — 100%) (Tennessee)
MVD Plus LLC (William M. Arowood — 100%) (New Mexico)
Vol Comp., LLC (William M. Arowood — 100%) (Tennessee)
Appalachian Claims Services, LL.C (Florida)

Mangiamo, LL.C (William M, Arowood — 100%) (Tennessee)
INVO Insurance Agency, LLC (Tennessee)}

Worl Comp Insurance Experts, LLC {Tennessee)

Peak Benefit Administrators, LL.C (Florida)

First Benefit Underwriters, LLC (North Carolina)

Matterhorn, LLC (Alabama)

Matterhorn Services, LLC (Alabama

Affiliated Transactions and Agreements

As of December 31, 2024, the Company had the following significant affiliated agreements:
Consultant Agreement

Effective March 1, 2024, the Company entered into a Consultant Agreement (Agreement) with
IDC Management, LLC, to perform management and other services, such as investments,
reinsurance, financial reporting, data gathering, and review of documents pertinent to the operation
of the Company, as well as working with Company management to set policies and strategic

direction for the Company. The amounts paid by the Company under this Agreement in 2024 were
$250,000.

Payroll and Human Resources Services Agreement

Effective January |, 2013, the Company entered into a Payroll and Human Resources Services
Agreement {Agreement)} with INVO PEO, Inc., to process payroll and provide human resources
services, benefits, and workers compensation for internal employees. The amounts paid by the
Company under this Agreement in 2021, 2022, 2023, and 2024 were $15,055, $9,988, $9,857, and
$21,349, respectively.

Claims Administration Agreement

Effective January 1, 2010, the Company entered into a Claims Administration Agreement
(Agreement) with US Administrator Claims, LLC (US Admin), to provide adjusting services for
workers’ compensation, general liability, and commercial automobile ¢laims and to provide certain
services with respect to the investigation and payment of insurance claims. US Admin was sold in
December 2021 and is no longer an affiliate. The amounts paid by the Company under this
Agreement in 2021 were $125,832.

General Agency Agreement
Effective April 1, 2004, the Company entered into a General Agency Agreement (Agreement) with
Appalachian Underwriters, Inc. (AUI), to act as the general agent with respect to insurance

policies. AUI was sold in December 2021 and is no longer an affiliate. The amounts paid by the
Company under this Agreement in 2021 were $1,807,355.
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Master Services Agreement

Effective December 1, 2023, the Company entered into a Master Services Agreement (Agreement)
with Vital Services, LL.C, to provide technology services. The amounts paid under this Agreement
in 2023 and 2024 were $781,607 and $934,929, respectively.

It was observed that the Company did not notify the superintendent in writing of its intention to
enter into this agreement. Accordingly, it is recommended that the Company file a Prior Notice of

a Transaction (Form D) application with the OSI for the Master Services Agreement with Vital
Services, LLC, in compliance with NMSA 1978 § 59A-37-20,

TERRITORY AND PLAN OF OPERATION

As of December 31, 2024, the Company was licensed to write insurance in the following 24 states:
Alabama, Arizona, Arkansas, District of Columbia, Georgia, Illinois, Indiana, Kentucky,
Louisiana, Maryland, Mississippi, Missouri, Montana, Nebraska, Nevada, New Hampshire, New
Mexico, Oklahoma, South Carolina, Tennessee, Texas, Utah, West Virginia, and Wyoming.

The Company writes workers’ compensation insurance. The Company also assumes workers’
compensation, general liability, and commercial automobile insurance from non-affiliates.

REINSURANCE

Assumed

The following is a summary of the Company’s assumed reinsurance agreements as of December
31, 2024:
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Line of Insurance and Ceding Company Company’s Limit
Type of Contract

Workers’ Compensation Accredited Surety and Casualty 25% quota share; $1 million limit
Quota Share Company

Workers” Compensation Starstone National Insurance 10% quota share; $1 million limit
Quota Share Company

Commercial Automobile Haulers Mutual Risk Retention 30% quota share; $500 thousand
Liability Quota Share Group, Inc. limit

Commetcial Automobile Accredited Specialty Insurance 10% quota share; subject to Toss
Liability Quota Share Company ratio cap of 130%

General Liability Quota Accredited Specialty Insurance 100% quota share; $1 million limit
Share Company

Retroagtive Reinsurance’'**

Other™

(DBffective January 1, 2017, the Company entered into an assumed retroactive reinsurance
agreement with Appalachian Reinsurance, Ltd. (App Re), an affiliate reinsurer domiciled in
Bermuda. The assumption included all insurance assets and fiabilities that exist in four segregated
cells.

During the examination fieldwork, the Company was unable to clearly explain the Company’s
financial reporting of assumed retroactive reinsurance with App Re. The Company was unable to
explain how some of the related balances presented in the financial statement are determined. In
addition, the examination received inconsistent information regarding the Company’s financial
reporting of the assumed retroactive reinsurance, including whether the arrangements constitute
retroactive reinsurance and how the reported balances relate to loss reserves.

Effective January t, 2014, the Company entered into an assumed retroactive reinsurance
agreement with JRG Reinsurance Company, Ltd. (JRG Re), a reinsurer domiciled in Bermuda,

whereby the Company assumed approximately $20,000,000 of foss reserves. The examination was’

unable to obtain a copy of the reinsurance agreement with JRG Re.

During the examination fieldwork, the Company was unable to clearly explain the Company’s
financial reporting of assumed retroactive reinsurance with JRG Re. The Company was unable to
explain how some of the related balances presented in the financial statement are determined. In
addition, the examination received inconsistent information regarding the Company’s financial
reporting of the assumed retroactive reinsurance, including whether the arrangements constitute
retroactive reinsurance and how the reported balances relate to loss reserves,
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Accordingly, it is recommended that the Company implement the necessary policies and
procedures to ensure accurate and complete financial reporting of its assumed retroactive
reinsurance in compliance with SSAP No. 62.

@The Appointed Actuary did not review Item 5 in Exhibit A of the Statement of Actuarial Opinion,
write-in item “Retroactive Reinsurance”, for reasonableness. This is a repeat finding from the prior
examination report,

Accordingly, it is recommended that the Appointed Actuary determine the reasonableness of the
assumed retroactive reinsurance reserve in Exhibit A of the Statement of Actuarial Opinion. This

is a repeat recommendation from the prior examination repott.

7The Company patticipates in the National Workers’ Compensation Reinsurance Pool.
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Ceded

The following is a summary of the Company’s ceded reinsurance agreements as of December 31,

2024:

Line of Insurance Reinsurer’s Name and Company’s Reinsurer’s Limit

and Type of Contract Participation Retention

Worlers’

Compensation Excess

of Loss:

First Layer Parther Reinsurance $2 million Each Accident: $3 million
Company of the U.S. All Accidents: $12 million
(40%)
Lloyd’s of London
(32.5%)
Chaucer Insurance
Company DAC (20%)
State National Insurance
Company (7.5%)

Second Layer Lloyd’s of London $5 million Each Accident: $5 million
(57.5%) All Accidents: $10 million
Chaucer Insurance

Third Layer

Workers’

Compensation Quota

Share”

Company DAC (20%)
Partner Reinsurance
Company of the U.S.
(12.5%)

State National Insurance
Company(10%)

Lloyd’s of London
(57.5%)

Chaucer Insurance
Company DAC (20%)
Houston Casualty
Company (12.5%)

State National Insurance
Company (5%)

Arch Reinsurance
Company (5%)

$10 million

Appalachian Reinsurance, The Company

Ltd. (100%) shall retain and be
liable for its
proportionate
quota share of its
net liability
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Each Accident: $15 million
Al Accidents: $30 million
MAOL: $10 million

90% of net liability
(excluding Georgia
workers’ compensation)




Loss Portfolio Iron Re Dental Insurance  None 100% of net liability on
Transfer Company, Inc. (100%) subject policies. No limit of
liability

(DThe reinsurance contract utilized by the Company to cede business in 2024 to Appalachian
Reinsurance, Ltd. (App Re), an affiliate reinsurer domiciled in Bermuda, was entered into in 201 1.
The reinsurance contract was submitted to the South Carolina Department of Insurance and
approved in 2011. The provisions of the reinsurance contract state that the contract shall remain in
force unless cancelled; however, there was no cession activity for other years of the examination
period, and no evidence of reactivation of the contract was identified to support the resumption of
cessions in 2024. The Company was unable to provide the examination information regarding
when cessions under the reinsurance contract ceased. When the Company resumed cessions in
2024, the reinsurance contract was not filed with the OSI for approval. Additionally, the
examination reviewed the reinsurance contract and determined that it does not encompass the
cessions to App Re as reported in the Company’s 2024 Annual Statement filing. Accordingly, it is
determined that the cessions to App Re in 2024 did not occur pursuant to a valid reinsurance
contract and were not approved by the OSI.

The examination reviewed the App Re financial statements and the report on loss and loss expense
reserves as of December 31, 2024, and noted that the 2024 cessions to App Re are not reflected
therein. Additionally, based on examination review of the App Re financial statements, significant
concerns exist regarding App Re’s capitalization as of December 31, 2024, to support the
assumption of the Company’s 2024 cessions.

In consideration of the foregoing, the Company is directed to amend and refile all annual and
quarterly financial statements subsequent to and including the Annual Statement filed with the OSI
as of December 31, 2024, so that the Company’s financial statements do not include the cessions
to App Re that occurred in 2024 and 2025. In addition, the Company is directed to amend and
refile the 2024 and 2025 Risk-Based Capital reports with the OSI. The Company is directed to file
a Prior Notice of a Transaction (Form D) for prior approval with the OSI in compliance with
NMSA 1978 § 59A-37-20, should the Company enter into a reinsurance agreement with App Re.

ACCOUNTS AND RECORDS

Communication of Prior Examination Report

NMSA 1978 § 59A-4-12 states that the examination report must be delivered to each member of
the board of directors (Board), or other similar governing body, or summary thereof, and of its
recommendations approved by the superintendent. Within ninety days of the issuance of the
adopted report or within fifieen days after the first Board meeting after the issuance of the adopted
report, whichever occurs first, the insurer shall file affidavits executed by each of its directors
stating under oath that they have received a copy of the adopted report and related orders. It was
observed that the Board meeting minutes did not reflect any communication of the prior
examination report in compliance with NMSA 1978 § 59A-4-12.
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Accordingly, it is recommended that the Company provide the examination repott to the Board, or
other similar governing body, and adhere to other requirements in compliance with NMSA 1978
§ 59A-4-12,

Authorization of Investments

NMSA 1978 § 59A-9-4 states that an insurer shall not make any particular investment or loan
unless the same is authorized or ratified by the insurer’s Board or by a committee thereof charged
with supervision of investments and loans. The minutes of any such committee shall be recorded
and a report submitted to the board of directors or such other appropriate governing body, at the
next meeting thereof. It was observed that the Board or committee thereof did not authorize or
ratify investments or record in the minutes in compliance with NMSA 1978 § 59A-9-4.

Accordingly, it is recommended that the Board or committee charged with supervision of
investments and loans properly authorize or ratify the investments or loans made by the Company,
and their minutes reftect such approvals, in compliance with NMSA 1978 § 59A-9-4.

Consolidated Financial Statements

In 2024, the Company filed a consolidated annual audited financial report with subsidiaries,
Accident Preferred Insurance Company, Inc. (APIC) and Monarch Insurance Company, Inc.
(MOIC), in lieu of separate annual audited financial reports. New Mexico Administrative Code
(NMAC) § 13.2.5.19 states that an insurer may make a written application to the superintendent
for approval to file consolidated or combined annual audited financial reports in lieu of separate
annual audited financial reports if the insurer is part of a group of insurance companies which
utilizes a pooling or one hundred percent reinsurance agreement that affects the solvency and
integrity of the insurer’s reserves and such insurer cedes all of its direct and assumed business to
the pool. The Company did not meet the criteria set forth in NMAC § 13.2.5.19 and did not obtain
approval from the OSI in compliance with NMAC § 13.2.5.19.

Accordingly, it is recommended that the Company file separate annual audited financial reports or

obtain prior approval to file a consolidated or combined annual audited financial report in lieu of
separate annual audited financial reports in compliance with NMAC § 13.2.5.19.
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FINANCIAL STATEMENTS

The following financial statements are based on the statutory financial statements filed by the
Company with the OSI and present the financial condition of the Company for the period ending
December 31, 2024. The accompanying comments on financial statements reflect any examination
adjustments to the amounts reported in the annual statement and should be considered an integral
part of the financial statements.
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Statement of Assets and Liabilities

December 31, 2024
Nonadmitted  Net Admitted

Assets Assets Agssets Assets Notes
Bonds $ 7,207,571 % 3 7,207,571
Cash 11,672,142 11,672,142
Other invested assets 2,000,000 2,000,000 (1)
Agpregate write-ins for invested assets 13,067,353 13,067,353 (2)
Investment income due and accrued 49,554 49,554
Deferred premiums, agents’ balances and installments

booked but deferred and not yet due 14,294,792 14,294,792
Amounts recoverable from reinsurers 15,288,212 15,288,212
Other amounts receivable under reinsurance contracts 13,774,291 13,774,291 3)
Net deferred tax asset 3,908,040 3,908,040
Electronic data processing equipment and software 1,220,907 1,220,907 0
Furniture and equipment, including health care

delivery assets 16,591 16,591 0
Receivables from parent, subsidiavies and affiliates 440,381 440,381
Agpregated write-ins for other-than-invested assets 2,061,609 732,636 1,328,974 (4)
Total assets $ 85001444 % 1970134 § 83031311
Liabilities, Surplus and Other Funds
Losses $ 14,311,020 (5)
Reinsurance payable on paid losses and loss adjustment

expenses 649,900
Loss adjustment expenses 7,239,684 (5)
Commissions payable, contingent commissions and

other similar charges 1,165,223
Other expenses (excluding taxes, licenses and fees) 210,478
Taxes, licenses and fees (excluding federal and foreign

jncome taxes) (83,331)
Unearned premiums 11,641,309
Ceded reinsurance premiums payable (net of ceding

commissions) 42
Funds held by company under reinsurance freaties 13,521,797
Amounts withheld or retained by company for account

of others 3,557,199
Aggregate write-ins for liabilities 910.683 (6)

Total Habilities

Comnnon capital stock

Gross paid in and contributed surplus
Unassigned funds (surplus)

Surplus as regards policyholders

Total liabilities, surplus and other funds
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53,124,004
$ 2,565,753
$ 41,777,109
$ (14.435.554)

29,907,308

§ 83031311




Statement of Income

December 31, 2024
Underwriting [ncome
Premiums earned
Deductions:
Losses incurred 3,303,353
Losses adjustment expenses incurred 2,260,187
Other underwriting expenses incurred 1,039,289
Total underwriting deductions
Net underwriting gain (loss)
Investment Ingpime
Net investment income earned $ 913.687
Net investment gain
Other Income
Finance and service charges not included in premiums $ 639,078
Aggregate write-ins for miscellaneous income 363.462

Total other income

Net income before dividends to policyhalders, after capital gains
tax and before all other federal and foreign income taxes

Net income
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$ 6,976,239

6,602,829
373,410

913,687

1,002,540

2,289,637
§ 2289637




Reconciliation of Capital and Surplus

Surplus as regards policyholders, December 31,
previous vear

Net income (loss}

Change in net unrealized capital gains and losses

Change in net deferred income tax

Change in nonadmitted assets

Change in provision for reinsurance

Capital changes: Paid in

Surplus adjustments: Paid in

Aggregate write-ins for gains and losses in surplus

Change in surplus as regards policyholdets for the
year

Surplus as regards policyholders, December 31,
current year

2021 2022 2023 2024
$16,711,976  $16,774,211 $24,621,976  $32,456,239
30,788 802,394 803,625 2,289,637
2,813 13,313 0 (124,235)
4,253 922321 1175688  (358,907)
(301,290) 308477  (703,983)  (585,615)
1,289,237 379,763 0 3,925,000
0 0 0 65,754
0 1,000,000 1,000,000 0
(963,566) 4421498 5468933  (7,760,565)
$ 62,235 $ 7,847,765 $ 7.834.263  $(2,548,931)
$16,774211  $24.621,976  $32.456.239  $29.907,308
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Analysis of Changes to Surplus as of December 31, 2024

Analysis of Changes to Surplus

Surplus at Dec. 31, 2024, per Annual

Financial Statement $ 29,907,308
Increase Decrease

Other amounts receivable under $ 1,958,026

reinsurance contracts

Aggregate write-ins for other-than- 825,000

invested assets

Loss and loss adjustment expenses 6,394,000

Provision for reinsurance 8,544,498

Net increase (or decrease) $ (17.721.524)

Surplus at Dec. 31, 2024, after $§ 12,185,784

adjustment
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COMMENTS ON FINANCIAL STATEMENT ITEMS

(1) Other invested assets

The Company incorrectly valued and reported $2,000,000 in investments under Schedule BA -
Part 1 — Other Long-Term Invested Assets in the Annual Statement. The $2,000,000 in investments
are wholly owned investments in affiliated companies: Accident Preferred Insurance Company,
Inc. (APIC) and Monarch Insurance Company, Inc. (MOIC). 1,000 shares were issued and
subscribed to the Company from APIC and MOIC for $1,000 per share.

The examination determined that the investments are not valued correctly in accordance with
SSAP No. 97 because the investments should be valued using the equity method. In addition, the
investments are not reported correctly in accordance with the NAIC Annual Statement Instructions
because the investments should be reported on Schedule D — Part 2 —~ Section 2.

Accordingly, it is recommended that the Company value the investments in APIC and MOIC in
accordance with SSAP No. 97 and report the investments in accordance with the NAIC Annual
Statement Instructions.

(2) Aggregate write-ins for invested assets

The Company reports assumed marketable securities and cash related to the assumption of
segregated cells from Appalachian Reinsurance, Ltd. (App Re). The Company was unable to
clearly explain the Company’s financial reporting of assumed retroactive reinsurance with App
Re. The Company was unable to explain how some of the related balances presented in the
financial statement are determined. In addition, the examination received inconsistent information
regarding the Company’s financial reporting of the assumed retroactive reinsurance, including
whether the arrangements constitute retroactive reinsurance and how the reported balances relate
to loss reserves.

Accordingly, it is recommended that the Company implement the necessary policies and
procedures to ensure accurate and complete financial reporting of its assumed retroactive
reinsurance in compliance with SSAP No. 62.

(3) Other amounts receivable under reinsurance contracts

The Company incorrectly included $1,958,026 of collateral that had already been reported as Cash
on the Annual Statement. Accordingly, an adjustment was made to reduce the balance by
$1,958,026.

(4) Aggregate write-ins for other-than-invested assets

The Company reported an unsecured promissory note with Guidon Specialty Financial LLC
(Guidon) as an admitted asset, The Company initially entered into an investment with Guidon for
the purpose of municipal lease financing; however, the Company did not receive certain amounts
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due from the investment. In negotiations with Guidon, the Company entered into an unsecured
promissory note for the balance due.

Pursuant to SSAP No. 4, the ability to meet policyholder obligations is predicated on the existence
of readily marketable assets available when both current and further obligations are due. Assets
having economic value other than those which can be used to fuifill policyholder obligations, or
those assets which are unavailable due to encumbrances of other third-party interests, should not
be recognized on the balance sheet and are therefore considered non-admitted. For purposes of
statutory accounting principles, a non-admitted asset is one that is specifically identified as a non-
admitted asset or not specifically identified as an admitted asset in the Accounting Practices and
Procedures Manual.

Accordingly, an examination adjustment was made to non-admit the full asset amount of $825,000
because the unsecured promissory note asset is not specifically identified as an admitted asset in
the Accounting Practices and Procedures Manual.

(5) Loss and loss adjustment expenses

An independent analysis of the Company’s loss and loss adjustment expense reserves as of
December 31, 2024, was performed by an actuarial specialist contracted by the OSI. The
independent analysis found that the Company’s carried net loss and loss adjustment expense
reserves are not reasonably stated as of December 31, 2024.

Accordingly, an examination adjustment of $6,394,000 is made to increase loss and loss
adjustment expense reserves. In addition, it is noted that additional loss and loss adjustment
expense reserves, beyond the examination adjustment, would be needed to reflect a refiling that
excludes the cessions to App Re that occurred in 2024. Additional commentary regarding the
cessions to App Re that occurred in 2024 is included in the “Reinsurance” section and elsewhere
in the “Comments on Financial Statement ltems” section of the examination report. Based on the
wotk ol the actuarial specialist, it is expected that, upon refiling, the Company’s net loss and loss
adjustment expense reserves would be increased by at least $10,500,000 over the amount originally
booked as of December 31, 2024.

The Appointed Actuary did not perform a reserve analysis for the Company’s workers’
compensation high-deductible business. Accordingly, it is recommended that the Appointed
Actuary perform and include an analysis of loss and loss adjustment expense reserves for the
Company’s workers’ compensation high-deductible business in the actuarial report.

(6) Aggregate write-ins for liabilities

The Company was unable to clearly explain the Company’s financial reporting of assumed
retroactive reinsurance with Appalachian Reinsurance, Ltd. (App Re) and JRG Reinsurance
Company, Ltd. (JRG Re). The Company was unable to explain how some of the related balances
presented in the financial statement are determined. In addition, the examination received
inconsistent information regarding the Company’s financial reporting of the assumed retroactive
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reinsurance, including whether the arrangements constitute retroactive reinsurance and how the
reported balances relate to loss reserves.

Accordingly, it is recommended that the Company implement the necessary policies and
procedures to ensure accurate and complete financial reporting of its assumed retroactive
reinsurance in compliance with SSAP No. 62.

The Appointed Actuary did not review Item 5 in Exhibit A of the Statement of Actuarial Opinion,
write-in item “Retroactive Reinsurance”, for reasonableness. This is a repeat finding from the prior
examination report.

Accordingly, it is recommended that the Appointed Actuary determine the reasonableness of the
assumed retroactive reinsurance reserve in Exhibit A of the Statement of Actuarial Opinion. This

is a repeat recommendation from the prior examination report.

Negative reinsurance recoverables in Schedule F

The Company’s financial statements report unusual negative reinsurance recoverables on paid
losses in Schedule F — Part 3. The Company asserts that certain deficiencies in internal processes
caused some balances to report negative values.

Accordingly, it is recommended that the Company implement the necessary policies and
procedures to eliminate inaccurate negative reinsurance recoverables on paid losses in Schedule F
- Part 3.

Establishment of provision for reinsurance

The Company reports letters of credit, trusts, and other allowable collateral in Schedule F — Part
3, which is used to reduce a provision for reinsurance attributable to Iron Re Dental Insurance
Company, Inc., an unauthorized insurer. The Company was unable to support the balances as
reported in the Annual Statement. An examination adjustment was made to establish a provision
for reinsurance in the amount of $8,305,994.

The paid loss and foss adjustment expense recoverable from Citadel Reinsurance Company, Ltd.,
was incorrectly classified in Schedule F — Part 3 as current in all years of the examination period.
Pursuant to SSAP No. 62, a minimum reserve for uncollectible reinsurance shall be established
with an additional reserve required if an entity’s experience indicates that a higher amount should
be provided. Based on the prescribed calculation in the NAIC Annual Statement Instructions, an
examination adjustment was made to establish a provision for reinsurance in the amount of
$238.504.

Accordingly, it is recommended that the Company implement the necessary policies and

procedures to ensure appropriate reporting of a provision for reinsurance in accordance with SSAP
No. 62,
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Directive to refile annual statement

As previously discussed in the “Reinsurance” section of the examination report, it is determined
that the cessions to App Re in 2024 did not occur pursuant to a valid reinsurance contract and were
not approved by the OSL

In consideration of the foregoing, the Company is directed to amend and refile all annual and
quarterly financial statements subsequent to and including the Annual Statement filed with the OSI
as of December 31, 2024, so that the Company’s financial statements do not include the cessions
to App Re that occurred in 2024 and 2025. In addition, the Company is directed to amend and
refile the 2024 and 2025 Risk-Based Capital reports with the OSI, The Company is directed to file
a Prior Notice of a Transaction (Form D) for prior approval with the OSI in compliance with
NMSA 1978 § 59A-37-20, should the Company enter into a reinsurance agreement with App Re.

The OSI anticipates that the refiling will have a material impact on the Company’s financial
statements and, ultimately, the capital and surplus position of the Company. The combined effect
of the refiling and examination adjustments described in this examination report raises significant
concerns regarding the Company’s capital and surplus position.

SUBSEQUENT EVENTS

The Company continued cessions to Appalachian Reinsurance, Ltd. (App Re), an affiliate reinsurer
domiciled in Bermuda, in 2025 under the reinsurance contract discussed in the “Reinsurance” and
“Comments on Financial Statement Items” sections of the examination report.

SUMMARY OF RECOMMENDATIONS

Accounts and Records — It is recommended that the Board or committee charged with supervision
of investments and loans properly authorize or ratify the investments or loans made by the
Company, and their minutes reflect such approvals, in compliance with NMSA 1978 § 59A-9-4.

It is recommended that the Company provide the examination report to the Board, or other similar
governing body, and adhere to other requirements in compliance with NMSA 1978 § 59A-4-12.

It is recommended that the Company file separate annual audited financial reports or obtain prior
approval to file a consolidated or combined annual audited financial report in lieu of separate
annual audited financial reports in compliance with NMAC § [3.2.5.19.

Management and Control — 1t is recommended that the Company file a Prior Notice of a
Transaction (Form D) application with the OS] for the Master Services Agreement with Vital
Services, LLC, in compliance with NMSA 1978 § 59A-37-20.

Reinsurance — The Company is directed to amend and refile all annual and quarterly financial
statements subsequent to and including the Annual Statement filed with the OSI as of December

26




31, 2024, so that the Company’s financial statements do not include the cessions to App Re that
occurred in 2024 and 2025, In addition, the Company is directed to amend and refile the 2024 and
2025 Risk-Based Capital reports with the OSI. The Company is directed to file a Prior Notice of a
Transaction (Form D) for prior approval with the OSI in compliance with NMSA 1978 § 59A-37-
20, should the Company enter into a reinsurance agreement with App Re.

It is recommended that the Company implement the necessary policies and procedures to ensure
accurate and complete financial reporting of its assumed retroactive reinsurance in compliance
with SSAP No. 62,

It is recommended that the Appointed Actuary determine the reasonableness of the assumed
retroactive reinsurance reserve in Exhibit A of the Statement of Actuarial Opinion. This is a repeat
recommendation.

Comments on Financial Statement Items - It is recommended that the Company implement the
necessary policies and procedures to eliminate inaccurate negative reinsurance recoverable on paid
losses in Schedule F — Part 3.

It is recommended that the Appointed Actuary perform and include an analysis of loss and loss
adjustment expense reserves for the Company’s workers’ compensation high-deductible business
in the actuarial report.

It is recommended that the Company implement the necessary policies and procedures to ensure
appropriate reporting of a provision for reingurance in accordance with SSAP No. 62.

It is recommended that the Company value the investments in Accident Preferred Insurance

Company, Inc. (APIC) and Monarch Insurance Company, Inc, (MOIC) in accordance with SSAP
No. 97 and report the investments in accordance with the NAIC Annual Statement Enstructions.
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May 28, 2026

Honorable Alice T. Kane

Superintendent

New Mexico Office of Superintendent of Insurance
1120 Pasco De Peralta

Santa Fe, NM 87501

Dear Superintendent:

Pursuant to your instructions and the Order for Examination Docket No. 2024-0107, in compliance
with New Mexico Statutes (NMSA) 1978 § 59A-4-5, and in accordance with the practices and
procedures promulgated by the National Association of Insurance Commissioners (NAIC), we
have conducted an examination as of December 31, 2024, of the financial condition and corporate
affairs of?

Accident Preferred Insurance Company, Inc.
2155 Louisiana Blvd NE, Suite 2100
Albuquerque, New Mexico 87110

Hereinafter referred to as the “Company”. The following report of examination is respectfully
submitted.




SCOPE OF EXAMINATION

The New Mexico Office of Superintendent of Insurance (OSI) has performed its single-state
examination of Accident Preferred Insurance Company, Inc. This is the first examination of the
Company. This examination covers the period of January 1, 2021, through December 31, 2024.
This examination is conducted concurrently with the examination of the Company’s parent entity,
Accident Insurance Company, Inc., and its affiliate, Monarch Insurance Company, Inc.

We conducted our examination in accordance with the NAIC Financial Condition Examiners
Handbook (Handbook). The 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 herein. If, during the course of the
examination, an adjustment is identified, the impact of such an adjustment will be documented
separately following the Company’s financial statements.

This examination report includes findings of fact and general information about the insurer and its
financial condition. There may be other items identified during the examination that, due to their
nature (e.g., subjective conclusions, proprietary information, etc.), are not included within the
examination report but separately communicated to other regulators and/or the Company.




SUMMARY OF SIGNIFICANT FINDINGS

In 2024, the Company filed a consolidated annual audited financial report with its parent and
affiliate in violation of New Mexico Administrative Code (NMAC) § 13.2.5.19. Refer to the
“Accounts and Records” section of the examination report for more information.

COMPANY HISTORY

General

The Company was incorporated on December 23, 2021. On May 3, 2022, the Company issued and
subscribed 1,000 shares to Accident Insurance Company, Inc. (AIC), with a par value of $1,000
per share. The Company commenced business on December 31, 2022, to conduct property and
casualty insurance business in New Mexico, The Company is a wholly-owned subsidiary of AIC,
which is owned by two individual shareholders, William M. Arowood and Robert J. Arowood,
each owning 50%.

The Company’s Plan of Operation is to write workers® compensation insurance for small to

medium sized accounts with traditionally low hazard exposures. The Company began writing
policies in late 2024,

Dividends and Capital Contributions
No dividends were declared and paid by the Company during the examination period.

The following capital contributions were made to the Company by AIC during the examination
period.

Year Amount

2021 $ 0
2022 $1,000,000
2023 $ 0
2024 $ 0

Total $1,000,000

Mergers and Acquisitions

There were no mergers or acquisitions during the examination period.




MANAGEMENT AND CONTROL

Directors

The six members of the Board of Directors (Board) oversee the business and affairs of the
Company. The following are members of the Board as of December 31, 2024:

Name Principal Occupation

Douglas Sizemore Chairman

Johnson City, Tennessee Self Employed

William M. Arowood President and Chief Executive Officer
Clinton, Tennessee Accident Insurance Company, Inc.
Robert J. Arowood Secretary

Clinton, Tennessee Accident Insurance Company, Inc.
Morris Chavez Attorney

Albuguerque, New Mexico Saucedo Chavez, P.C.

John G. Franchini Owner

Albuquerque, New Mexico John G. Franchini Consulting
Lonnie Talbert Retired

Ponte Vedra, Florida

Principal Officers

The following are the principal officers of the Company as of December 31, 2024:

Name Position

William M. Arowood President and Chief Executive Officer
Robert J. Arowood Secretary and Treasurer

Katheryne A. Heath Chief Financial Officer

Holding Company Systemn

The Company is a member of an insurance holding company system as defined by NMSA 1978 §
59A-37-2. The Company is a wholly owned subsidiary of Accident Insurance Company, Inc.,
which is a wholly own subsidiary of Accident Insurance Holding Company, [nc., an insurance
holding company incorporated in New Mexico. The ultimate controlling persons of the hoiding
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company group are William M. Arowood and Robert J. Arowood. The following organizational
chart depicts the interrelationship of the entities within the holding company system as of
December 31, 2024. All ownership is 100%, which designates William M. Arowood (50%) and
Robert J. Arowood (50%), unless otherwise noted:

Organizational Chart

William M. Arowood and Robert J. Arowood
Accident Insurance Holding Company, Inc. (New Mexico)
Accident Insurance Company, Inc. (New Mexico}
Accident Preferred Insurance Company, Inc, (New Mexico)
Monarch Insurance Company, Inc. (New Mexico)
Accident Premier Insurance Company, Inc. (New Mexico)
Madison Standard Insurance Company, Inc. (New Mexico)
Dotson Insurance Company, Inc. (New Mexico)
AIC Holdings, LLC (Virginia)
INVO Underwriting, LLC (Tennessee)
[SG Holding Company, Inc, (Robert I, Arowood - 24%, William M. Arowood — 24%, Arowood 2012 [rrevocable Trust — 52%) (Tennessee)
Appalachian Reinsurance, Ltd. (Bermuda)
Cherokee Reinsurance, LLC (Alabama)
Tuckasegee Insurance Company, LLC (Alabama)
Sequoyah Reinsurance, LL.C {Alabama)
Madison Specialty Underwriters, LLC (William M. Arowood — 25%, Robert J. Arowood — 25%, Chad Arowood — 25%, Elizabeth King —
12.5%, John Stair — 25%) {Tennessee)
Rocky Top HVAC, LLC {(William M. Arowood — 100%) (Tennessee)
Crown Distributing, Inc, (William M. Arowood — 100%) (Tennessee)
AIC Risk Management, Ltd. (Bermuda)
Bermuda American Tntermediaries, Lid, (Bermuda)
Cherokee Reinsurance SPC (Cayman Islands)
Monarch Intermediaries, Ltd. {Cayman Islands)
Aero Insurance Services, LLL.C (Tennessee)
Alternate Work Comp Solutions, 1L.C (William M. Arowood — 100%) (Tennessee)}
Arrow Captive, Inc. (Tennessee)
Arrow Insurance Group, LL.C (South Carolina)
Arrow PEO Brokerage, Inc. (Tennessee)
Bulidog Comp, LLC (Tennessee)
B&B Properties (Arowood 2012 Irrevocable Trust — 40%, Bobbie P. Arowood — 40%, Robert J. Arowood - 10%, William H. Arowood — 10%)
(Tennessee)
Mereury Premium Finance Company, Inc. (William M. Arowood — 100%) (Tennessee)}
Statemark, LL.C {Tennessee)
Cornerstone PE Advisors, LLC (New Jersey)
Eastern Underwriting Managers, LL.C (Tennessee)
Insurance Service Group, Inc, (William M. Arowood — 100%) (Tennessee)
Mercury Financial Banc, Inc. {William M. Arowood — 100%) (Tennessee)
Cornerstone RE Holdings, Inc. (Tennessee)
Clinton Insurance Services, Inc. (Tennessee)
Innovative Work Comp Solutions, LLC (Georgia)
Let’s Eat, LLC (Jeffrey Hensley — 50%, Robert J. Arowood — 25%, William M. Arowood —- 25%) {Tennessee)
Madison Insurance Group, Inc. (South Carolina)
Mercury Financial SC, Inc. (South Carolina)
National Testing Center, LLC (William M. Arowood -~ 100%) (Tennessee)
Mercury Motors Company, LLC (William M. Arowood — [00%) (Tennesses)
Oalk Ridge Insurance Services, Inc. (William M. Arowood — 100%) (Tennessee)
Mutal Underwriting, LL.C (Florida)




Tennessee Brokers and Agents Association, Ine, (William M. Arowood — 100%) (Tennessee)
WRA Enterprises, LLC (Tennessee)

Mercury Financial Incorporated (William M. Arowood — 100%)

Agency Brokerage Consultants, LLC (New Mexico)

MIG Payrolt Services, LLC {Tennessee)

Traveler’s Aid Society, Inc, (William M, Arowood — 100%) (Tennessee)

Vital Services, LLC (Nevada)

MACO Premium Finance, LLC (Tennessee)

Integrated Work Comp Solutions, LLC (Tennessee)

Madison Insurance Association, LLC {Tennessee)

Crown Vape, LLC (William M. Arowood — 100%) {Tennessee}

1st Auto Insurance Group, LLC (Tennessee)

Mercury Investment Services, Inc. (William M. Arowood — 100%) (Tennessee)
US Occucomp Health Networl, LLC (Tennessee)

WMA Disiributing, LLC (William M. Arowood — 100%) (Tennessee)

Statemark Fingerprinting, LLC (William M, Arowood — 100%) (New Mexico)
Value Staffing Resource Group, LLC (Tennessee)

Ist Credit Repair Professionals, LLC (Tennessee)

Insurance Training School, LL.C (William M. Arowood -- 100%) (Tennessee)
Tenco Claims, LLC (Tennessee)

IDC Management, LLC (Tennessee)

Mutual PEQ, Inc. (Willlam M. Arowood — 75%, Robert J. Arowood —25%) (Georgia)
Mercury Adventures Marketing, Inc. (Tennessee)

BKR Properties, LLC (Robert J. Arowood — 50%, Karen Arowood — 50%) (Tennessee)
PeopleOps HCM, LLC (Tennessee)

INVO Equipment Rentals, LLC (William M. Arowood — 100%) {Tennessee}

A Better Choice Driving School, LLC (William M. Arowood — 100%) (Tennessee)
MVD Plys LLC (William M. Arowood — 100%) (New Mexico)

Vol Comp., LLC (William M. Arowood — 100%) (Tennessee)

Appalachian Claims Services, LLC (Florida)

Mangiamo, LLC (William M. Arowood — 100%) (Tennessee)

INVO Insurance Agency, LLC (Tennessee)

Work Comp Insurance Experts, LLC (Tennessee)

Peak Benefit Administrators, LLC (Florida)

First Benefit Underwriters, LLC (North Carolina)

Matterhorn, LLC (Alabama)

Matterhorn Services, LLC (Alabama)

Intercompany Management Agreements

The Company is not a party to any intercompany management agreements,

TERRITORY AND PLLAN OF OPERATION

As of December 31, 2024, the Company was licensed to write workers’ compensation insurance
in New Mexico. The Company’s Plan of Operation is to write workers’ compensation insurance
for small to medium sized accounts with traditionally low hazard exposures. The Company began

writing policies in late 2024,




REINSURANCE

Assumed

The Company did not assume any reinsurance during the examination period.

Ceded

The Company did not cede any reinsurance during the examination period.

ACCOUNTS AND RECORDS

Consolidated Financial Statements

In 2024, the Company filed a consolidated annual audited financial report with its parent, Accident
Insurance Company, Inc. (AIC), and affiliate, Monarch Insurance Company, Inc, (MOIC), in lieu
of separate annual audited financial reports. New Mexico Administrative Code (NMAC) §
13.2.5.19 states that an insurer may make a written application to the superintendent for approval
to file consolidated or combined annual audited financial reports in lieu of separate annual audited
financial reports if the insurer is part of a group of insurance companies which utilizes a pooling
or one hundred percent reinsurance agreement that affects the solvency and integrity of the
insurer’s reserves and such insurer cedes all of its direct and assumed business to the pool. The
Company did not meet the criteria set forth in NMAC § 13.2.5.19 and did not obtain approval from
the OSI in compliance with NMAC § 13.2.5.19.

Accordingly, it is recommended that the Company file separate annual audited financial reports or
obtain prior approval to file a consolidated or combined annual audited financial report in lieu of
separate annual audited financial reports in compliance with NMAC § 13.2.5.19,




FINANCIAL STATEMENTS

The following financial statements are based on the statutory financial statements filed by the
Company with the New Mexico Office of Superintendent of Insurance and present the financial
condition of the Company for the period ending December 31, 2024. The accompanying comments
on financial statements reflect any examination adjustments to the amounts reported in the annual
statement and should be considered an integral part of the financial statements,
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Statement of Assets and Liabilities

Assets

Bonds

Cash

Investment income due and accrued

Uncollected premiums and agents’ balances in the
course of collection

Total assets

Liabilities, Surplus and Other Funds

Other expenses (excluding taxes, licenses and fees)
Unearned premiums

Total liabilities

Gross paid in and contributed surplus
Unassigned funds (surplus)

Surplus as regards policyholders

Total liabilities, surplus and other funds

Nonadmitted  Net Admitted

Assets Assets Assets Notes
§ 631,064 § $ 631,064
449,922 449922
1,136 1,136
03,258 93,258
5 1,175,380 3 8 1,175,380
12,812

Il

96.815

109,627
$ 1,000,000
3 65,753

1,065,753

3 1,175,380




Underwriting Income

Premiums earned
Deductions:

Other underwriting expenses incurred

Total underwriting deductions

Net underwriting gain (loss)

Investment Income

Net investment income earned

Net investment gain

Statement of Income

Net income before dividends to policyholders, after capital gains
tax and before all other federal and foreign income taxes

Federal and foreign income taxes incurred

Net income

i2

23,117

8 34,828

$ 15,511

23.117

(7,606)

34,828

27,222
7,900




Reconciliation of Capital and Surplus

2022 2023 2024

Surplus as regards policyholders, December 31,

previous year $ 0 § 1,010,448 $ 1,046,429
Net income (loss) 10,448 35,981 19,322
Surplus adjustments: Paid in 1,000,000 0 0
Change in surplus as regards policyholders for the

year $ 1010448 $§ 35981 § 19322
Surplus as regards policyholders, December 31, $ 1,010,448 $ 1,046,429 $ 1,065,751

current year
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COMMENTS ON FINANCIAL STATEMENT ITEMS

Loss and loss adjustment expenses

The Company did not report loss and loss adjustment expense reserves as of December 31, 2024,
Based on the analysis performed, the examination actuary did not have any concern with the
reserve determination by the Company.

SUBSEQUENT EVENTS

No significant subsequent events were identified through the date of the examination report.

SUMMARY OF RECOMMENDATIONS

Accounts and Records — It is recommended that the Company file separate annual audited financial
reports or obtain approval to file a consolidated or combined annual audited financial report in lieu
of separate annual audited financial reports in compliance with NMAC § 13.2.5.19.
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May 28, 2026

Honorable Alice T, Kane

Superintendent

New Mexico Office of Superintendent of Insurance
1120 Paseo De Peralta

Santa Fe, NM 87501

Dear Superintendent:

Pursuant to your instructions and the Order for Examination Docket No. 2024-0107, in compliance
with New Mexico Statutes (NMSA) 1978 § 59A-4-5, and in accordance with the practices and
procedures promulgated by the National Association of Insurance Commissioners (NAIC), we
have conducted an examination as of December 31, 2024, of the financial condition and corporate
affairs of:

Monarch Insurance Company, Inc.
2155 Louisiana Blvd NE, Suite 2100
Albuquerque, New Mexico 87110

Hereinafter referred to as the “Company”. The following report of examination is respectfully
submitted.




SCOPK OF EXAMINATION

The New Mexico Office of Superintendent of Insurance (OSI) has performed its single-state
examination of Monarch Insurance Company, Inc, This is the first examination of the Company.
This examination covers the period of January 1, 2021, through December 31, 2024. This
examination is conducted concurrently with the examination of the Company’s parent entity,
Accident Insurance Company, Inc., and its affiliate, Accident Preferred Insurance Company, Inc.

We conducted our examination in accordance with the NAIC Financial Condition Examiners
Handbook (Handbook). The 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 herein. If, during the course of the
examination, an adjustment is identified, the impact of such an adjustment will be documented
separately following the Company’s financial statements.

This examination report includes findings of fact and general information about the insurer and its
financial condition. There may be other items identified during the examination that, due to their
nature (e.g., subjective conclusions, proprietary information, etc.), are not included within the
examination report but separately communicated to other regulators and/or the Company.




SUMMARY OF SIGNIFICANT FINDINGS

In 2024, the Company filed a consolidated annual audited financial report with its parent and
affiliate in violation of New Mexico Administrative Code (NMAC) § 13.2.5.19. Refer to the
“Accounts and Records” section of the examination report for more information.

COMPANY HISTORY

General

The Company was incorporated on December 23, 2021. On May 3, 2022, the Company issued and
subscribed 1,000 shares to Accident Insurance Company, Inc, (AIC), with a par value of $1,000
per share. The Company commenced business on December 31, 2022, to conduct property and
casualty insurance business in New Mexico. The Company is a wholly-owned subsidiary of AIC,
which is owned by two individual shareholders, William M. Arowood and Robett J. Arowood,
each owning 50%.

The Company’s Plan of Operation is to write workers’ compensation insurance for small to
medium sized accounts with sub-standard loss experience or sub-standard workers’ compensation

codes. The Company had not written any insurance as of December 31, 2024.

Dividends and Capital Contributions

No dividends were declared and paid by the Company during the examination period.

The following capital contributions were made to the Company by AIC during the examination
period.

Year Amount
2021 $ 0
2022 $1,000,000
2023 $ 0
2024 $ 0
Total _$1,000,000

Mergers and Acquisitions

There were no mergers or acquisitions during the examination period.




MANAGEMENT AND CONTROL

Directois

The six members of the Board of Directors (Board) oversee the business and affairs of the
Company. The following are members of the Board as of December 31, 2024

Name Principal Occupation

Douglas Sizemore Chairman

Johnson City, Tennessee Self Employed

William M. Arowood President and Chief Executive Officer
Clinton, Tennessee Accident Insurance Company, Inc.
Robert J. Arowood Secretary

Clinton, Tennessee Accident Insurance Company, Inc.
Morris Chavez Attorney

Albuquerque, New Mexico Saucedo Chavez, P.C.

John G. Franchini Owner

Albuguerque, New Mexico John G. Franchini Consulting
Lonnie Talbert Retired

Ponte Vedra, Florida

Princinal Officers

The following are the principal officers of the Company as of December 31, 2024

Name Position

William M. Arowood President and Chief Executive Officer
Robert J. Arowood Secretary and Treasurer

Katheryne A, Heath Chief Financial Officer

Holding Company System

The Company is a member of an insurance holding company system as defined by NMSA 1978 §
59A-37-2. The Company is a wholly owned subsidiary of Accident Insurance Company, Inc.,
which is a wholly own subsidiary of Accident Insurance Holding Company, Inc., an insurance
holding company incorporated in New Mexico. The ultimate controlling persons of the holding
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company group are William M. Arowood and Robert J. Arowood. The following organizational
chart depicts the interrelationship of the entities within the holding company system as of
December 31, 2024. All ownership is 100%, which designates William M. Arowood (50%) and
Robert J. Arowood (50%), unless otherwise noted:

Organizational Chart

William M. Arowood and Robert J. Arowood
Accident Insurance Holding Company, Inc, (New Mexico)
Accident Insurance Company, Inc. (New Mexico)
Accident Preferred Insurance Company, Inc. (New Mexico)
Monarch Insurance Company, Inc. (New Mexico)
Accideni Premier Insurance Company, Inc. (New Mexico)
Madison Standard Insurance Company, Inc. (New Mexico)
Dotson Insurance Company, Inc, (New Mexico)
AIC Holdings, LL.C (Virginia)
INVO Undetwriting, LLC (Tennessee)
185G Holding Company, Inc. (Robert J. Arowood - 24%, William M. Arowood — 24%, Arowood 2012 Irrevocable Trust — 52%) (Tennessec)
Appalachian Reinsurance, Ltd, (Bermuda)
Cherokee Reinsurance, LLC (Alabama)
Tuckasegee Insurance Company, LLC (Alabama)
Sequoyah Reinsurance, LL.C (Alabama)
Madison Specialty Underwriters, LLC (William M. Arowood — 25%, Robert J. Arowood — 25%, Chad Arowood - 25%, Elizabeth King —
12.5%, John Stair — 25%) (Tennessce)
Rocky Top HVAC, LLC (William M, Arowocod — 100%) (Tennessee)
Crown Distributing, Inc. {William M. Arowood — 100%) (Tennessee)
AlC Risk Management, Ltd. (Bermuda)
Bermuda American Intermediaries, Lid, (Bermuda)
Cherokee Reinsurance SPC (Cayman Islands)
Monarch Intermediaries, Ltd. (Cayman Islands)
Aero Insurance Services, LLC (Tennessee)
Alternate Work Comp Solutions, LLC (William M. Arowood — 100%) (Tennessee)
Arrow Captive, Inc. {Tennessee)
Arrow Insurance Group, LLC (South Carolina)
Arrow PEO Brokerage, Inc. (Tennessee)
Bulllog Comp, LLC {Tennessee)
B&B Properties (Arowood 2012 Trrevocable Trust — 40%, Bobbie P, Arowood — 40%, Robert J. Arowood — 10%, William H. Arowood — 10%)
{Tennessec)
Mercury Premium Finance Company, Inc. (William M. Arowood -~ 100%) (Tennessee)
Statemark, LLC (Tennessee)
Cornerstone PE Advisors, LLC (New Jersey)
Eastern Underwriting Managers, LLC (Tennessee)
Insurance Service Group, [nc. (William M, Arowood — 100%) (Tennesses)
Mercury Financial Bange, Inc. (William M. Arowood — 100%) (Tennessee)
Cornerstone RE Holdings, Inc. (Tennessee)
Clinton Insurance Services, Inc. (Tennessee)}
Innovative Worlc Comp Solutions, LLC (Georgia)
Let’s Eat, LLC (Jeffrey Hensley — 50%, Robert I, Arowood — 25%, William M. Arowood — 25%) (Tennessee)
Madison Insurance Group, Inc. (South Carolina)
Mercury Financial SC, Inc. (South Carolina)
National Testing Center, LLC {William M. Arowood — 100%) (Tennessee)
Mercury Motors Company, LLC (William M. Arowood — 100%) (Tennessee)
Oak Ridge Insurance Services, Inc. (William M. Arowood — 100%) (Tennessee)
Mutal Underwriting, LLC (Florida)




Tennessee Brokers and Agents Association, Inc. (Willlam M. Arowood — 100%) (Tennesses)
WRA Enterprises, LLC (Tennessee)

Mercury Financial Incorporated (William M. Arowood — 100%)

Agency Brokerage Consultants, LLC (New Mexico)

MIG Payroil Services, LLC (Tennessee)

Traveler’s Aid Society, Inc. (William M. Arowood — 100%) (Tennessee)

Vital Services, LLC (Nevada)

MACO Premium Finance, LLC (Tennessce)

Integrated Work Comp Solutions, LLC (Tennessee}

Madison Insurance Association, LLC (Tennessee)

Crown Vape, LLC (William M. Arowood — 100%) (Tennessee)

I'st Auto Insurance Group, LLC (Tennessee)

Mercury Investment Services, Inc. (William M. Arowood — 100%) (Tennessee)}
US Ocoucomp Health Network, LLC (Tennessee)

WMA Distributing, LLC (William M. Arowood — 100%) { Tennessee)

Statemark Fingerprinting, LI.C (William M. Arowood — 100%) (New Mexico)
Value Staffing Resource Group, LLC {Tennessee)

1st Credit Repair Professionals, LLC (Tennessee)

Insurance Training School, LLC (William M. Arowood — 100%) (Tennessee)
Tenco Claims, LLC (Tennessee)

IDC Management, LLC (Tennessee)

Mutual PEO, Inc, (William M. Arowood — 75%, Robert I, Arowood — 25%) (Georgia)
Mercury Adventures Marketing, Inc. (Tennessee)

BKR Properties, LLC (Robert J. Arowood — 50%, Karen Arowood — 50%) (Tennessee)
PeopleOps HCM, LLC (Tennessee)

INVO Equipment Rentals, LLC (William M. Arowood — 100%} (Tennessee}

A Better Choice Driving School, LLC (William M. Arowood — 100%) {Tennessee)
MVD Plus LLC (William M., Arowood — 100%)} (New Mexico)

Yol Comp., LLC (William M. Arowood — 100%) (Tennessee)

Appalachian Claims Services, LLC (Florida)

Mangiamo, LLC (William M. Arowood -- 100%) (Tennessee)

INVO Insurance Agency, LLC (Tennessee)

Work Comp Insurance Experts, LLC (Tennessee)

Peak Benefit Administrators, LL.C (Florida)

First Benefit Underwriters, LL.C (North Carolina)}

Matterhorn, LLC (Alabama)

Matterhorn Services, LLC (Alabama)

Intercompany Management Agreements

The Company is not a party to any intercompany management agreements.

TERRITORY AND PLAN OF OPERATION

As of December 31, 2024, the Company was licensed to write workers’ compensation insurance
in New Mexico. The Company’s Plan of Operation is to write workers’ compensation insurance
for small to medium sized accounts with sub-standard loss experience or sub-standard workers’
compensation codes. The Company had not written any insurance as of December 31, 2024,




REINSURANCE

Assumed
The Company did not assume any reinsurance during the examination period.
Ceded

The Company did not cede any reinsurance during the examination period.

ACCOUNTS AND RECORDS

Consolidated Financial Statements

In 2024, the Company filed a consolidated annual audited financial report with its parent, Accident
Insurance Company, Inc. (AIC), and affiliate, Accident Preferred Insurance Company, Inc.
(APIC), in lieu of separate annual audited financial reports. New Mexico Adminisirative Code
(NMAC) § 13.2.5.19 states that an insurer may make a written application to the superintendent
for approval to file consolidated or combined annual audited financial reports in lieu of separate
annual audited financial reports if the insurer is part of a group of insurance companies which
utilizes a pooling or one hundred percent reinsurance agreement that affects the solvency and
integrity of the insurer’s reserves and such insurer cedes all of its direct and assumed business to
the pool. The Company did not meet the criteria set forth in NMAC § 13.2.5.19 and did not obtain
approval from the OSI in compliance with NMAC § 13.2.5.19.

Accordingly, it is recommended that the Company file separate annual audited financial reports or
obtain prior approval to file a consolidated or combined annual audited financial report in lieu of
separate annual audited financial reports in compliance with NMAC § 13.2.5.19.




FINANCIAL STATEMENTS

The following financial statements are based on the statutory financial statements filed by the
Company with the New Mexico Office of Superintendent of Insurance and present the financial
condition of the Company for the period ending December 31, 2024. The accompanying comments
on financial statements reflect any examination adjustments to the amounts reported in the annual
statement and should be considered an integral part of the financial statements.
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Statement of Assets and Liabilities

Assets

Bonds
Cash
Investment income due and accrued

Total assets

Liabilities, Surplus and Other Funds

Total liabilities

Gross paid in and contributed surplus
Unassigned funds (surplus)

Surplus as regards policyholders

Total liabilities, surplus and other funds

Nonadmitted  Net Admitted
Assets Assets Agsets

Notes

$

628,379 § 3 628,379
428,402 428,402
1.702 1,702

$

1,058,483 § 3 1,058 483

11

$ 1,000,000
$ 58,483

_...1,058.483

b 1,058,483




Underwriting Income

Premiums carned
Deductions:
Other underwriting expenses incurred

Total underwriting deductions

Net underwriting gain (loss)

Investment Income

Net investment income earned

Net investment gain

Statement of Income

Net income before dividends to policyholders, after capital gains
tax and before all other federal and foreign income taxes

Federal and foreign income taxes incurred

Net income

12

23732

43,568

23,732

(23,732)

43,568

16,237

— 3300

12,73




Reconciliation of Capital and Surplus

022 2023 2024

Surplus as regards policyholders, December 31,

previous year 3 0 $ 1,011,444 $ 1,045,745
Net income (loss) 11,444 34,301 12,737
Surplus adjustments: Paid in 1,000,000 0 0
Change in surplus as regards policyholders for the

year $ 1,011,444 § 34301 § 12,737
Surplus as regards policyholders, December 31, $ 1,011,444 § 1,045,745 § 1,058,482

current year
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COMMENTS ON FINANCIAL STATEMENT ITEMS

Losses and Loss Adjustment Expenses

The Company did not report loss and loss adjustment expense reserves as of December 31, 2024.
Based on the analysis performed, the examination actuary did not have any concern with the
reserve determination by the Company.

SUBSEQUENT EVENTS

No significant subsequent events were identified through the date of the examination report.

SUMMARY OF RECOMMENDATIONS

Accounts and Records — It is recommended that the Company file separate annual audited fipancial
reports or obtain approval to file a consolidated or combined annual audited financial report in licu
of separate annual audited financial reports in compliance with NMAC § 13.2.5.19.
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and representatives of the Company.

Respectfully submitted,
itz WAt é?‘%
Christian Mitterholzer, CFE
Examiner-in-Charge

The INS Companies

On behalf of the New Mexico Office of
Superintendent of Insurance

Vale Casincaaan
Malis Rasmussen, CFE

Chief Financial Examiner
New Mexico Office of Superintendent of Insurance
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1. Scope of Engagement

INS Consultants, Inc. (INS) has been retained by the New Mexico Office of Superintendent of
Insurance (NMOSI) to perform actuarial services in conjunction with the financial condition
examination of the Accident Insurance Holding Company Group (AIHC Group) and its
subsidiary insurance companies, Accident Insurance Company, Inc. {(AIC), Accident Preferred
Insurance Company, Inc. (APIC), and Monarch Insurance Company, Inc. (MOIC) as of
December 31, 2024,

The examination was conducted using a risk-focused approach according to the guidelines
contained in the National Association of Insurance Commissioners (NAIC) Financial Condition
Examiners Handbook — 2025 Edition. As a result of the risk assessment process, INS and the
Examiner-In-Charge (EIC) agreed that Phase 5 detail procedures are to be performed on the loss
and loss adjustment expense (LAE) reserves of the ATHC Group. This report presents the
conclusions of INS Phase 5 detail procedures, as well as the supporting documentation.

The TNS analysis of loss and loss adjustment expense (LAE) reserves for the AIHC Group is
performed net and gross of reinsurance. The loss and LAE reserve estimates developed by INS
are actuarial central estimates (ACE) and represent the expected value of loss and LAE reserves
over a reasonable range of outcomes. The INS analysis does not address the collectability of
reinsurance recoverables. There would be additional contingent liabilities should any of the
reinsurers fail to fulfill their obligations as stated in their contracts with the insurance companies
of the ATHC Group.

AIC is the only insurance company in the AIHC Group with non-zero loss and LAE reserves as
of December 31, 2024. INS reviewed the AIC, APIC, and MOIC 2024 Annual Statements, the
AIC 2024 Statement of Actuarial Opinion (SAQ) signed by AIC’s Appointed Actuary, Brian P.
LePage, ACAS, MAAA, of the SIGMA Actuarial Consulting Group, Inc. (SIGMA), the 2024
Actuarial Report ( AIC Actuarial Report) accompanying the AIC SAO, and AIC’s 2024
Actuarial Opinion Summary (AOS). INS also reviewed portions of the CPA Workpapers of
Rodefer Moss & Co, PLLC (Rodefer Moss), the independent auditor for AIC, APIC, and MOIC.

The conclusions set forth in this report are based on information provided to INS by the ATHC
Group, SIGMA, and the examination team.

The TNS evaluation and analysis of the information was performed by Allan R. Becker, FCAS,
MAAA, with peer review by John R. Pedrick, FCAS, MAAA. Mr. Becker and Mr. Pedrick are
members of the Casualty Actuarial Society (CAS) and the American Academy of Actuaries
(AAA), and meet the qualification standards adopted by those organizations for rendering this
report. The INS analysis and findings are based upon the prevailing standards of the CAS and
the AAA.

Loss and LAE reserves are subject to statistical errors of estimation arising from the fact that the
ultimate liability for claims evaluated as of the valuation date is dependent on future contingent
events which cannot always be anticipated. The possible occurrence of such events, as well as
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the inherent uncertainty associated with statistical estimates, allows no guarantee that the actual
ultimate liabilities will be the same as the reserve levels described in this report.

It is understood that this report may be used by NMSOI as part of the financial condition
examination of the AIHC Group. Any other use or distribution of this report should not be made
without the written consent of INS.

Z.l

Allan R. Becker, FCAS, MAAA
INS Consultants, Inc.
May 4, 2026
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2. General Comments on Company Operations

AlC is a New Mexico-domiciled insurance company, incorporated on December 21, 2002. AIC
commenced business operations on February 10, 2003. AIC acquired Madison Insurance
Company (MIC) in 2009. MIC was merged into AIC in 2015, APIC and MOIC are New
Mexico-domiciled insurance companies, incorporated on December 23, 2021. APIC and MOIC
commenced business operations on December 31, 2022. APIC and MOIC are wholly owned
subsidiaries of AIC. Schedule Y of the AIC 2024 Annual Statement also identifies Accident
Premier Insurance Company. Inc., Madison Standard Insurance Company, and Dotson Insurance
Company, as wholly owned subsidiaries of AIC, although these insurance companies are not
currently active and are not in scope for the AIHC Group financial examination as of December
31, 2024. AIC is a wholly owned subsidiary of Accident Insurance Holding Company, Inc. The
ultimate owners of the AIHC Group are William M. Arowood and Robert J. Arowood. William
Arowood is the President and Chief Executive Officer of AIC, APIC, and MOIC. Robert]J
Arowood is the Secretary and Treasurer of AIC, APIC, and MOIC. Robert J. Arowood is also
the President of Appalachian Re Ltd. (App Re), a Bermuda-domiciled affiliate.

AIC primarily writes the workers compensation line of business, including high deductible
workers compensation policies. AIC is licensed in twenty-four states, but the direct writings of
AIC are focused in thirteen states in the Southeast, Midwest, and Western regions of the United
States. In 2024, gross written premium for AIC was $25.430 million, with $21.423 million of
direct writings and $4.007 million of assumed writings. Net written premium for AIC was
$9.486 million in 2024. During 2024, AIC recorded ceded premium of $14.121 million to App
Re. This 2024 cession to App Re will be discussed in Section 3 of the INS Report.

As of December 31, 2024, the net and gross loss and LAE reserves recorded in the AIC Annual
Statement were $21.551 million and $64.955 million, respectively. Assumed retroactive
reinsurance loss and LLAE reserves of $910,683 are recorded in the AIC Annual Statement as of
December 31, 2024. AIC Policyholder Surplus as of December 31, 2024, was $29.907 miliion,
and reflect its ownership of APIC and MOIC.

APIC and MOIC are licensed only in New Mexico. In 2024, APIC had direct written premium
of $112,326 and direct earned premium of $15,511 in 2024, MOIC had no written premium in
2024. APIC and MOIC had no recorded loss and LAE reserves as of December 31, 2024, APIC
Policyholder Surplus as of December 31, 2024, was $1.066 million. MOIC Policyholder Surplus
as of December 31, 2024, was $1.058 million.

AIC, APIC, and MOIC are not rated by A.M. Best. The Main Administrative Office for AIC,
APIC, and MOIC is located in Albuquerque, New Mexico.
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3A. Discussion of Financial Examination Issues

In the course of the AIC Financial Examination, multiple issues were identified by INS and the
EJC that impact the financial examination.

2024 Reinsurance Cession to App Re: As noted, AIC ceded $14.121 million of Workers
Compensation premium to App Re in 2024, However, there is no signed treaty between AIC and
App Re that provides coverage for the 2024 coverage period. As the basis for the cession, AIC
refers to a treaty between AIC and App Re from 2011 and a treaty between MIC and App Re
from 2014. Cessions under the 2011 AIC and 2014 MIC treaties stopped in 2015, which, under
the terms of the treaties indicates the termination of the treaties. AIC could not provide evidence
of any legal or regulatory review regarding the validity of the 2024 cessions to App Re. INS did
not find any discussion or review of the 2024 cession in the CPA Workpapers of Rodefer Moss.

In addition to the ceded premium, AIC recorded a receivable asset (included in Other
Receivables under Reinsurance Contracts) of $4.942 million as of December 31, 2024, related to
the 2024 cession, representing a 35% ceding commission. INS estimates that AIC ceded
approximately $10 million of loss and LAE reserves to App Re, related to the 2024 cession.

In consultation with the EIC, INS does not consider the 2024 cession of Workers Compensation
premium and loss to App Re to be valid. In evaluating the net Workers Compensation loss and
LAE reserves of AIC as of December 31, 2024, INS considered only the impact of AIC’s
existing Excess of Loss Reinsurance Contracts for the 2024 accident year,

Of note, the cessions from AIC are not reflected in the App Re Financial Statements as of
December 31, 2024. As of February 25, 2026, when notified by INS, the App Re Loss Reserve
Specialist and the App Re Captive Manager were not aware of any 2024 treaty and related
cessions between AIC and App Re. Given the closely held ownership and management structure
of AIC and App Re, it is not evident how such an oversight occutred.

Reinsurance treaties generally apply with two types of specific coverage terms, “risks attaching”,
whereby the coverage period is defined by claims arising from policies incepting on and
subsequent to a specific date, and “losses occurring”, whereby the coverage period is defined by
claims occurring on and subsequent to a specific date. The 2011 AIC and 2014 MIC treaties,
cited by AIC as the basis for the 2024 cession to App Re, are both “risks attaching” treaties.
Based on the level of losses ceded to App Re and from information in the AIC Actuarial Report,
INS believes AIC and the Appointed Actuary ceded losses to App Re as if coverage was placed
on a “losses occurring” basis for losses occurring January 1, 2024, and subsequent.

High Level of Paid Loss Recoverables: AIC recorded $15.288 million of Paid Loss
Recoverables as of December 31, 2024, including $12.500 million of Paid Loss Recoverables
from App Re. The recorded Paid Loss Recoverables represent 18.4% of total statutory assets
($83.031 million) as of December 31, 2024, AIC could not provide support for the Paid Loss
Recoverables and it is not evident how AIC establishes the stated amount of Paid Loss
Recoverables. Schedule F, Part 3, of the AIC Annual Statement, shows that all reinsurance
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recoverables are current, but AIC has disclosed the Company does not have a process to capture
the aging of recoverables. Based on Part 2 of the Underwriting and Investment Exhibit, ceded
paid losses were $2.684 million in 2024. Rodefer Moss tested and confirmed the reasonableness
of AIC’s Paid Loss Recoverables based on a review of the cumulative value of ceded payments
for selected individual claims. As the Rodefer Moss test of reasonableness focuses on the
cumulative value of ceded payments for selected individual claims and not on the due but
uncollected portion of the ceded payments, INS does not consider the Rodefer Moss test of
reasonableness for the Paid Loss Recoverables to be appropriate. For an insurance company
with calendar year ceded losses of $2.684 million and reasonably efficient reinsurance billing
and collection processes, INS would expect the Paid Loss Recoverables at year end to not exceed
$2 miilion.

2017 Reinsurance Assumption from App Re: In 2017, AIC assumed the statutory assets and
liabilities of specified Segregated Account Cells (SACs) of App Re. The transaction is
accounted for by AIC as assumed retroactive reinsurance, As of December 31, 2024, AIC
carried the assumed assets at a value of $13.067 million and the assumed reiroactive reinsurance
loss and LAE reserves at a value of $3.594 million. The cessions to AIC, are not reflected in the
App Re Financial Statements as of December 31, 2024, As of February 25, 2026, when notified
by INS, the App Re Loss Reserve Specialist and the App Re Captive Manager were not aware of
the 2017 transaction and related transter of assets and liabilities between App Re and AIC.

Given the closely held ownership and management structure of AIC and App Re, it is not evident
how such an oversight occurred.

Bouble Count of Hannover Trust Account Asset: AIC includes the Hannover Trust Account
($2.1 million} in Cash Accounts and as a Receivable under Reinsurance Contracts as of
December 31, 2024. Rodefer Moss cites the same bank account number as the support for both
asset items but does not note or recognize the double count.

2020 Treaty with Iron Re Dental Insurance Company: Under a 2020 treaty, AIC ceded loss
and LAE reserves of $8.306 million to Iron Re Dental Insurance Company as of December 31,
2024. Schedule F, Part 3 of the AIC Annual Statement shows a Funds Held balance of negative
$599,000 for Iron Re Dental Insurance Company, which acts as a contra-liability in lowering the
Funds Held under Reinsurance Contracts Liability item. AIC could not support or explain the
negative value for the Funds Held for Iron Re Dental Insurance Company. Also of note, the
reinsurance contract with [ron Re Dental Insurance Company provides coverage for the general
liability coverage list in Addendum A of the contract, however, Addendum A is blank in the
reinsurance contract provided to INS. AIC has been unable to provide a version of Addendum A
that is not blank. There is limited public information available for Iron Re Dental Insurance
Company which is categorized as a pure captive insurance company organized under the laws of
Alabama, Based on the 2024 Loss Reserve Specialist Report for App Re, it appears Iron Re
Dental [nsurance Company subsequently reinsured the covered exposure under this treaty with
App Re.

Assumed Retroactive Reinsurance Reserves: Page 3 of the AIC Annual Statement shows
Assumed Retroactive Reinsurance Reserves of $910,683 as of December 31, 2024. Based on
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review of the CPA Workpapers, the Assumed Retroactive Reinsurance Reserves balances relate
to two assumed retroactive reinsurance contracts. In addition to the 2017 retroactive reinsurance
transaction with App Re, discussed above (loss and LAE reserves of $3.594 million), there
appears to be a retroactive reinsurance contract with JRG Reinsurance Ltd. (JRG), as well. INS
was unable to obtain a copy of a reinsurance contract with JRG. Included in the Assumed
Retroactive Reinsurance Reserve balance is an account labeled “ Payable to TPA”, with a value
of negative $3.028 million, which acts as a contra-liability in lowering the Assumed Retroactive
Reinsurance Reserve liability. AIC could not provide support for or adequately explain the
balances in the “Payable to TPA” account and why it was included in the Assumed Retroactive
Reinsurance Reserve. In the Audited Financial Statements of AIC and subsidiaries as of
December 31, 2024, Rodefer Moss displays the net loss and LAE reserves of AIC as $18.522
million, which reflects the inclusion of the “Payable to TPA” account value of negative $3.028
million with AIC’s net loss and LAE reserves of $21.551 million. Rodefer Moss provides no
comment relating to this difference in net loss and LAE reserves between the audited financial
statements and the AIC Annual Statement.

Reinsurance Reinstatement Preminms: Two large Workers Compensation claims from
accident year 2023, are covered under the terms of an Excess of Loss Reinsurance Contract with
various subscribing reinsurers. The contract requires a reinstatement premium to be paid when
claims enter or exhaust the first two coverage layers of the treaty. AIC could not provide support
or adequately discuss the potential payment or accrual for reinstatement premiums under the
treaty. INS did not find any discussion or review of Reinsurance Reinstatement Premiums in the
CPA Workpapers of Rodefer Moss.
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3B. Summary of Findings

Summary of Findings on Loss and LAE Reserve Values

INS conducted Phase 5 detail procedures relating to the reserving methods and computations for
gross, ceded, and net loss and LAE reserves. INS performed an independent analysis of AIC’s
loss and LAE reserves evaluated as of December 31, 2024, on a net and gross basis, using data
included in the AIC Actuarial Report and the AIC Annual Statement as of December 31, 2024,
Using loss run files obtained from SIGMA, containing paid loss, paid DCC, loss case reserve,
and DCC case reserve valuations at the individual claim tevel, INS independently balanced to the
direct and assumed accident year data presented in the AIC Actuarial Report as of December 31,
2024, for all major reserve segments of AIC.

Table 1, below, shows the INS estimate (ACE) of net loss and LAE reserves of $32.820 million
is higher than the AIC carried amount of $21.551 million by $11.269 million, or 52.3% of the
Company’s December 31, 2024, Annual Statement net loss and LAE reserves. The difference of
$11.269 million represents 37.7% of the Company’s Policyholder Surplus ($29.907 million) as
of December 31, 2024,

Table 1

Accident Insurance Company, Inc. _

Comparison of Net Loss & LLAE Reserves as of December 31, 2024
Summary of Findings ($000s)

Item Amount Notes
(1) INS ACE Net Loss & LAE Reserves 32,820

(2) Company Carried Net Loss & LAE Reserves 21,551

(3) Difference (INS ACE less Company Carried) 11,269 (1 -(2)
(4) Difference (% of Company Carried Reserves) 52.3% 3)/(2)
(5) Policyholder Surplus 29,907

(6) Difference (%o of Policyholder Surplus) 37.7% 3) /(5

INS finds the Company’s carried net loss and LAE reserves are not reasonably stated as of
December 31, 2024. The primary source of difference between the INS ACE and the
Company’s carried net loss and LAE reserves relates to the Company’s cession of Workers
Compensation reserves for accident year 2024 to App Re. INS recommends AIC re-state net
loss and LAE reserves as of December 31, 2024, to include an increase of at least $10.5 million
in net loss and LAE reserves.

Table 2, below, shows the INS estimate (ACE) of gross {oss and LAE reserves of $68.722
million is higher than the AIC carried amount of $64.955 million by $3.767 million, or 5.8% of
the Company’s December 31, 2024, Annual Statement gross loss and LAE reserves.
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Table 2

Accident Insurance Company, Inc.

Comparison of Gross Loss & LAE Reserves as of December 31, 2024
Summary of Findings ($000s)

Item Amount Notes
(1} INS ACE Gross Loss & LAE Reserves 68,722

(2) Company Carried Gross Loss & LAE Reserves 64,955

(3) Difference (NS ACE less Company Carried) 3,767 {(1)-(2)
(4) Difference (% of Company Carried Reserves) 5.8% 3712

INS finds that the Company’s carried gross loss and LAE reserves are reasonably stated as of
December 31, 2024,

INS reviewed the AIC AOS prepared by SIGMA, which contains a comparison of the Appointed
Actuary’s ACE of loss and LAE reserves to the Company’s carried loss and LAE reserves.
Table 3, below, displays the comparison for net and gross [oss and LAE reserves.

Table 3
Accident msurance Company, Inc.
Comparison of Loss & LAE Reserves as of December 31, 2024

Summary of Findings ($000s)
(1 2) G=M-@) #=03)/2
Appointed
Reserves Actuary Carried Difference % Difference
Net Loss & LAE 20,047 21,551 (1,504) -7.0%
Gross Loss & LAE 63,947 64,955 (1,008) -1.6%

As will be discussed later in this section, the Appointed Actuary’s gross and net total loss and
LAE reserves were erroneously understated by approximately $1 million. In establishing carried
loss and LAE reserves, INS finds that AIC places reasonable reliance on the reserve estimates
developed by the Appointed Actuary.,

INS reviewed the reserving methods and related assumptions of the Appointed Actuary as
described in the AIC Actuarial Report. INS finds the Appointed Actuary’s reserving methods to
be generally appropriate and reflect standard actuarial reserving methods, however, INS finds the
assumptions relating to the determination of ceded and net loss and LAE reserves to be
inappropriate, specifically as regards, the application of reinsurance credit for the 2024 App Re
cessions, Additional comments on the AIC Actuarial Report are provided in the Summary of
Findings on Actuarial Reserving Documents.
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Summary of Findings on Actuarial Reserving Documents

INS reviewed the AIC SAQ, the AIC AOS, and the AIC Actuarial Report (AIC Actuarial
Reserving Documents), for compliance with statutory requirements and actuarial standards.
While the AIC Actuarial Reserving Documents include major elements of acceptable actuarial
work and analysis, overall, INS finds the AIC Actuarial Reserving Documents do not fully
comply with statutory tequirements and actuarial standards.

As an independent consultant, the Appointed Actuary is reliant on AIC for reserving data and
related Company information and documents. INS was not privy to any discussions between
AIC and the Appointed Actuary related to cessions to App Re under a 2024 treaty. [tis
understood by INS that AIC made the decision to cede losses to App Re for the 2024 treaty year
in February of 2025, prior to the filing of the 2024 A1C Annual Statement. INS acknowledges
the likely time pressure associated with the Appointed Actuary’s completion of the AIC
Actuarial Report. However, given the significance of the 2024 cessions to App Re in evaluating
the net loss and LAE reserves of AIC, INS believes the Appointed Actuary should have
requested and required a copy of the applicable treaty to confirm and fully understand the
contract terms, prior to reflecting any reinsurance credit in the reserve analysis. INS
recommends the Appointed Actuary confirm the existence and terms of key reinsurance
contracts before reflecting reinsurance credit in the determination of net loss and LAE reserves in
future Actuarial Reports,

With the exception of the 2024 App Re adjustment to net loss and LAE reserves, INS finds that
the narrative and exhibits in the AIC Actuarial Report generally contain sufficient documentation
for another practicing actuary to evaluate the work related to gross and net loss and LAE reserves
for the Company.

In the ATC Actuarial Report, the Appointed Actuary determines gross and net loss and LAE
reserve estimates of $1.005 miltion for Workers Compensation and General Liability business
assumed from Accredited Surety and Casualty in 2024. However, the reserve values for the
Accredited assumed business are mistakenly omitted from the Appointed Actuary’s total ACE
gross and net loss and LAE reserves as presented in AIC Actuarial Report and the AIC AOS. As
such, the Appointed Actuary’s ACE of net loss and LAE reserves of $20.047 million is
understated by $1.005 million or 5.0%, as of December 31, 2024, INS recommends that future
Actuarial Reports are reviewed to ensure that all computed loss and LAE reserve balances are
reflected.

The Appointed Actuary does not perform a reserve analysis for the Workers Compensation High
Deductible business of AIC. INS recommends that future Actuarial Reports include an analysis
of loss and LAE reserves for the Workers Compensation High Deductible business of AIC.

The current per occurrence retention for Workers Compensation is given as $1 million in the
AIC SAO and the AIC Actuarial Report, however, the occurrence retention for Workers
Compensation was increased to $2 million for all losses occurring on or after April 1, 2024, per
the AIC Excess of Loss Reinsurance Contract provided to INS.
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The AIC SAO describes steps taken by the Appointed Actuary in determining any material
issues regarding the collectability of reinsurance which included discussions with the Company
and a review of any Paid Loss Recoverables listed Schedule F which are overdue past 30 days.
Given the magnitude of the Paid Loss Recoverables for AIC and the fact that AIC did not have a
process to reflect the aging of past due amounts as of December 31, 2024, INS recommends that
in preparing future SAOs, the Appointed Actuary gain an understanding of how AIC establishes
Paid Loss Recoverables and the potential limitations of past due information reflected in
Schedule F.

Relating to the tests of IRIS Ratios, the Appointed Actuary states in the AIC SAQO, “I have
reviewed the NAIC IRIS Tests for One-Year Reserve Development to Surplus (test 11), Two-Year
Reserve Development to Surplus (test 12), and Estimated Current Reserve Deficiency to Surplus
(test 13) calculated by the company. IRIS Ratio 11 resulted in an unusual amount of 23%.
Growth in workers compensation premiym over the last three years is driving this one-year

reserve development ratio and leading to the unusual amount of 23% (exceeding the 20%
threshold).”

The rationale for the exceptional value for IRIS Ratio 11 is not accurately stated and does not
correspond to the information presented in Schedule P, which shows total One-Year Reserve
Development (adverse) of $7.410 million for AIC, but with Workers Compensation having One-
Year Reserve Development of negative $4.181 million, i.e. favorable reserve development.

In prior Actuarial Reports, the Appointed Actuary noted the inability to reconcile the data used
for reserving analysis and the data presented in Schedule P. As understood by INS, prior to
2024, Schedule P was produced by the financial systems of AIC using the general ledger as the
primary source of data, and for 2024, the primary source of data for Schedule P was provided by
SIGMA, based on the aggregated reserving data used by the Appointed Actuary for reserve
analysis. Based on discussions with SIGMA, INS believes the exceptional value for IRIS Ratio
11 results from the historical differences in paid and incurred losses between data in the AIC
general ledger (the basis for the pre-2024 portion of the Schedule P triangle), and the data used
by SIGMA for teserve analysis (the basis for the 2024 portion of the Schedule P triangle).

As the paid and incurred loss & DCC in Schedule P and the paid and incurred loss & DCC used
in the Appointed Actuary’s reserve analysis have the same primary data source, the Appointed
Actuary can reconcile the paid loss & DCC and case reserves in the reserving analysis to
Schedule P as of December 31, 2024, However, unresolved differences still exist between data
obtained from the general ledger and Schedule P. INS recommends AIC fully resolve all
historical and current data differences between the general ledger and related financial systems,
and the data used for reserve analysis. INS also recommends that future Actuarial Reports
include a reconciliation of gross and net reserving data to the data presented in Schedule P that
includes earned premium, in addition to specific paid loss, paid DCC, loss case reserve, and
DCC case reserve data elements.

10
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4. Overview of Actuarial Analysis and Methodologies
AIC Loss and LAE Reserves

The INS analysis of the loss and LAE reserves of AIC as of December 31, 2024, was performed
using premium, loss, and LAE data evaluated as of December 31, 2024. The INS analysis uses
data and information obtained from the AIC Actuarial Report and SIGMA, as well as data and
information presented in the AIC Annual Statement. LAE reserves include a provision for
Defense and Cost Containment Expenses (DCC) and for Adjusting and Other Expenses (A&O).
Loss and DCC were combined for reserve analysis, consistent with the data and approach
utilized in the AIC Actuarial Report.

INS performed an independent gross and net loss & DCC reserve analysis for six reserve
segments of AIC:

AIC Workers Compensation,

MIC Workers Compensation,

AIC High Deductible Workers Compensation
AIC General Liability,

Hannover General Liability, and

Freestone General Liability.

Together, these six reserve segments represent 93.7% of the INS indicated gross loss & LAE
reserve of $68.722 million for AIC. For all other reserve segments, INS accepted the gross and
net loss & DCC ACE determined by SIGMA in the AIC Actuarial Report. A&O LAE refers to
an insurance company’s claim handling expense associated with opening newly reported claims
as well as servicing existing open claims. Schedule P of the AIC Annual Statement displays
minimal historical A&QO payments with $0.376 million of gross A&O reserves and $0.375
million of ceded A& O reserves. The AIC Actuarial Report does not contain an A&Q reserve
analysis. INS did not perform an analysis of A&O reserves for AIC. There would be additional
A&O reserve liabilities if the claim servicing contracts utilized by AIC do not provide complete
cradle to grave claim servicing.

A comparison of the INS ACE of gross loss and LAE reserves to AlC’s carried gross loss and
LAE reserves as of December 31, 2024, is displayed in Exhibit I. A comparison of the INS
ACE of net loss and LAE reserves to AIC’s carried net loss and LAE reserves is displayed in
Exhibit 2. A comparison of the INS ACE of net loss and LAE reserves, assuming the existence
of a quota share treaty ceding 90% of AIC Workers Compensation (excluding Georgia business)
for policies incepting January 1, 2024, to AIC’s carried net loss and LAE reserves is displayed in
Exhibit 3,

Comparisons of the INS ACE of gross and net loss and LAE reserves by reserve segment to the
Appointed Actuary’s ACE of gross and net loss and LAE reserves from the AIC Actuarial
Report are displayed in Exhibit 4 and Exhibit 5, respectively. A comparison of the INS ACE of
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net loss and LAE reserves, assuming the existence of a quota share treaty ceding 90% of 4IC
Workers Compensation (excluding Georgia business) for policies incepting January 1, 2024, to
the Appointed Actuary’s ACE of net loss and LAE reserves is displayed in Exhibit 6.

AIC Workers Compensation (Exhibit R.1)

The reserve analysis for the AIC Workers Compensation reserve segment is presented in Exhibit
R.1, Sheets | through 13. This segment represents exposure from the Workers Compensation
policies written by AIC beginning 2003, A summary of the direct, ceded, and net loss & DCC
reserves estimates (INS ACE) for the AIC Workers Compensation reserve segment are displayed
in Exhibit R.1, Sheet 1. Accident year incurred loss & DCC and paid loss & DCC triangles were
obtained from the AIC Actuarial Report, and are displayed in Exhibit R.1, Sheet 3 (Incurred Loss
& DCC) and Sheet 4 (Paid Loss & DCC) along with selected loss & DCC development factors.
Complete accident year loss & DCC triangles for the AIC Workers Compensation reserve
segment are not presented in the AIC Actuarial Report, however, the valuations of accident year
incurred and paid loss & DCC for all accident years as of December 31, 2024, are presented in
the AIC Actuarial Report, and reflected in the current diagonal of the accident year triangles
displayed in Sheet 3 and Sheet 4. As displayed in Sheet 2, INS considered five reserving
methods in estimating direct loss & DCC reserves for the AIC Workers Compensation reserve
segment: the Incurred Loss & DCC Development Method, the Paid Loss & DCC Development
Method, the Incurred Loss & DCC Bornhuetter-Ferguson Method, the Paid Loss & DCC
Bornhuetter-Ferguson Method, and the IBNR to Case Ratio Method. These methods are
described in more detail at the end of this section. No earned premium information for the 47C
Workers Compensation reserve segment is presented in the AIC Actuarial Report. For use in the
Bornhuetter-Ferguson Reserving Methods, INS utilized calendar year 2023 and 2024 direct and
assumed earned premium for the Workers Compensation Annual Statement Line of Business
from the AIC Annual Statement,

Sheet 5 and Sheet 6 of Exhibit R.1, respectively, display the average incurred and paid claim
severity per reported claim for each accident year as of December 31, 2024, Sheet 7 of Exhibit
R.1 displays incurred and paid loss & DCC ratio triangles for the AIC Workers Compensation
reserve segment using earned premium obtained from the AIC Annual Statement. Sheet 8 of
Exhibit R.1 displays an accident year triangle of case reserves and the average case reserve per
open claim for each accident year as of December 31, 2024. Sheet 9, Sheet 10, and Sheet 11 of
Exhibit R.1, respectively, display the number of reported claims, closed claims, and open claims
for each accident year as of December 31, 2024.

Sheet 12 of Exhibit R.1, displays the determination of ceded and net loss & DCC reserves for the
AIC Workers Compensation reserve segment as of December 31, 2024, As displayed in Exhibit
R.1, Sheet 12, the INS ACE of direct and net loss & DCC reserves for the AIC Workers
Compensation reserve segment as of December 31, 2024, are $47.575 million and $25.987
million, respectively.

The net loss & DCC reserves determined by INS for the A7C Workers Compensation reserve
segment as of December 31, 2024, do not reflect any quota share cession to App Re under a 2024
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treaty. Sheet 13 of Exhibit R.1 displays the net loss & DCC reserves for the AIC Workers
Compensation reserve segment as of December 31, 2024, adjusted to reflect a quota share treaty
ceding 90% of Workers Compensation premium and loss & DCC, excluding Georgia Workers
Compensation business, for policies incepting January 1, 2024, As displayed in Exhibit R.1,
Sheet 13, the INS ACE of adjusted net loss & DCC reserves for the AIC Workers Compensation
reserve segment as of December 31, 2024, are $21.113 million.

MIC Workers Compensation (Exhibit R.2)

The reserve analysis for the MIC Workers Compensation reserve segment is presented in Exhibit
R.2, Sheets | through 12. This segment represents exposure from the Workers Compensation
policies written by MIC from 2010 through 2015. A summary of the direct, ceded, and net loss
& DCC reserves estimates (INS ACE) for the MIC Workers Compensation reserve segment are
displayed in Exhibit R.2, Sheet 1. Accident year incurred loss & DCC and paid loss & DCC
triangles were obtained from the AIC Actuarial Report, and are displayed in Exhibit R.2, Sheet 3
(Incurred Loss & DCC) and Sheet 4 (Paid Loss & DCC) along with selected loss & DCC
development factors. Complete accident year loss & DCC triangles for the MIC Workers
Compensation reserve segment are not presented in the AIC Actuarial Report, however, the
valuations of accident year incurred and paid loss & DCC for all accident years as of December
31,2024, are presented in the AIC Actuarial Report, and reflected in the current diagonal of the
accident year triangles displayed in Sheet 3 and Sheet 4. As displayed in Sheet 2, INS
considered three reserving methods in estimating direct loss & DCC reserves for the MIC
Workers Compensation reserve segment: the [ncurred Loss & DCC Development Method, the
Paid Loss & DCC Development Method, and the IBNR to Case Ratio Method. These methods
are described in more detail at the end of this section.

Sheet 5 and Sheet 6 of Exhibit R.2, respectively, display the average incurred and paid claim
severity per reported claim for each accident year as of December 31, 2024. As no earned
premium information for the MIC Workers Compensation reserve segment is presented in the
AIC Actuarial Report, Sheet 7 (Incurred and Paid Loss Ratio Triangles) is blank. Sheet 8 of
Exhibit R.2 displays an accident year triangle of case reserves and the average case reserve per
open claim for each accident year as of December 31, 2024, Sheet 9, Sheet 10, and Sheet 11 of
Exhibit R.2, respectively, display the number of reported claims, closed claims, and open claims
for each accident year as of December 31, 2024.

Sheet 12 of Exhibit R.2, displays the determination of ceded and net loss & DCC reserves for the
MIC Workers Compensation reserve segment as of December 31, 2024, As displayed in Exhibit
R.2, Sheet 12, the INS ACE of direct and net loss & DCC reserves for the MIC Workers
Compensation reserve segment as of December 31, 2024, are $2.208 million and $0.263 million,
respectively.

AIC High Deductible Workers Compensation (Exhibit R.3)

The reserve analysis for the AIC High Deductible Workers Compensation reserve segment is
presented in Exhibit R.3, Sheet 1. This segment represents exposure from High Deductible
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Workers Compensation policies written by AIC beginning in 2018. INS understands the High
Deductible Workers Compensation policies of AIC utilize a deductible of $500,000. Accident
year incurred and paid loss & DCC data (ground up and excess) as of December 31, 2024, for the
AIC High Deductible Workers Compensation reserve segment was obtained from SIGMA. INS
considered three reserving methods in estimating ground up loss & DCC ultimates for the AIC
High Deductible Workers Compensation reserve segment: the Incurred Loss & DCC
Development Method, the Paid Loss & DCC Development Method, and the IBNR to Case Ratio
Method. These methods are described in more detail at the end of this section. INS utilized the
selected loss & DCC development factors from Exhibit R.1 (4IC Workers Compensation) in the
ground up loss & DCC analysis for the AIC High Deductible Workers Compensation reserve
segment. The selected ground up loss & DCC ultimates are displayed in Sheet 1.

INS developed estimates of ultimate loss & DCC for claims in excess of $500,000 by applying
an Eixcess Loss Pure Premium Factor (ELPPF) to the estimates of ground up ultimate loss &
DCC (ELPPF Method). INS selected an ELPPF at $500k of .168, based on a review of various
NCCT state filings, including for the state of Georgia. In selecting the ultimate loss & DCC
estimates for the AIC High Deductible Workers Compensation reserve segment, INS considered
the estimates produced by the ELPPF Method as well as the level of observed incurred and paid
loss & DCC (excess of $500,000) for each accident year. As displayed in Exhibit R.3, Sheet 1,
the INS ACE of gross and net loss & DCC reserves for the AIC High Deductible Workers
Compensation reserve segment are $0.438 million. There are no ceded loss & DCC reserves for
the AIC High Deductible Workers Compensation reserve segment.

AIC General Ligbility (Exhibit R.4)

The reserve analysis for the AIC General Liability reserve segment is presented in Exhibit R.4,
Sheets ] through 12. This segment represents exposure from General Liability policies written
by AIC from 2006 through 2019. A summary of the direct, ceded, and net loss & DCC reserves
estimates (INS ACE) for the AIC General Liability reserve segment are displayed in Exhibit R .4,
Sheet 1. Accident year incurred loss & DCC and paid loss & DCC triangles were obtained from
the AIC Actuarial Report, and are displayed in Exhibit R.4, Sheet 3 (Incurred Loss & DCC) and
Sheet 4 (Paid Loss & DCC) along with selected loss & DCC development factors. Complete
accident year loss & DCC triangles for the AIC General Liability reserve segment are not
presented in the AIC Actuarial Report, however, the valuations of accident year incurred and
paid loss & DCC for all accident years as of December 31, 2024, are presented in the AIC
Actuarial Report, and reflected in the current diagonal of the accident year triangles displayed in
Sheet 3 and Sheet 4. As displayed in Sheet 2, INS considered three reserving methods in
estimating direct loss & DCC reserves for the AIC General Liability reserve segment: the
Incurred Loss & DCC Development Method, the Paid Loss & DCC Development Method, and
the IBNR to Case Ratio Method. These methods are described in more detail at the end of this
section.

Sheet 5 and Sheet 6 of Exhibit R.4, respectively, display the average incurred and paid claim

severity per reported claim for each accident year as of December 31, 2024. As no earned
premium information for the AIC General Liability reserve segment is presented in the AIC
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Actuarial Report, Sheet 7 (Incurred and Paid Loss Ratio Triangles) is blank. Sheet 8 of Exhibit
R.4 displays an accident year triangle of case reserves and the average case reserve per open
claim for each accident year as of December 31, 2024. Sheet 9, Sheet 10, and Sheet 11 of
Exhibit R.4, respectively, display the number of reported claims, closed claims, and open claims
for each accident year as of December 31, 2024,

Sheet 12 of Exhibit R.4, displays the determination of ceded and net loss & DCC resetves for the
AIC General Liability reserve segment as of December 31, 2024.  As displayed in Exhibit R.4,
Sheet 12, the INS ACE of direct and net loss & DCC reserves for the AIC General Liability
reserve segment as of December 31, 2024, are $9.623 million and $0, respectively.

Hannover General Liability (Exhibit R.3)

The reserve analysis for the Hannover General Liability reserve segment is presented in Exhibit
R.5, Sheet 1. This segment represents exposure from General Liability policies assumed by AIC
from 2014 through 2016. Accident year loss & DCC triangles for the Hannover General
Liability reserve segment are not presented in the AIC Actuarial Report, however, the valuations
of accident year incurred and paid loss & DCC for all accident years as of December 31, 2024,
are presented in the AIC Actuarial Report, and reflected in Sheet 1 of Exhibit R.5. INS
considered three reserving methods in estimating gross loss & DCC reserves for the Hannover
General Liability reserve segment: the Incurred Loss & DCC Development Method, the Paid
Loss & DCC Development Method, and the IBNR to Case Ratio Method. These methods are
described in more detail at the end of this section. INS utilized the selected loss & DCC
development factors from Exhibit R4 (4IC General Liability) in the reserve analysis of the
Hannover General Liability reserve segment. As displayed in Exhibit R.5, Sheet 1, the INS
ACE of gross and net loss & DCC reserves for the Hannover General Liability reserve segment
are $2.389 million. There are no ceded loss & DCC reserves for the Hannover General Liability
reserve segment.

Freestone General Liability (Exhibit R.6)

The reserve analysis for the Freesione General Liability reserve segment is presented in Exhibit
R.6, Sheet 1. This segment represents exposure from General Liability policies written by AIC
in a fronting program with Freestone (also referred to as Dallas National) from 2013 through
2015. Accident year loss & DCC triangles for the Freestone General Liability reserve segment
are not presented in the AIC Actuarial Report, however, the valuations of accident year incurred
and paid loss & DCC for all accident years as of December 31, 2024, are presented in the AIC
Actuarial Report, and reflected in Sheet 1 of Exhibit R.6. INS considered three reserving
methods in estimating gross loss & DCC reserves for the Freestone General Liability reserve
segment: the Incurred Loss & DCC Development Method, the Paid Loss & DCC Development
Method, and the IBNR to Case Ratio Method. These methods are described in more detail at the
end of this section, INS utilized the selected loss & DCC development factors from Exhibit R.4
(AIC General Liability) in the reserve analysis of the Freestone General Liabilily reserve
segment. As displayed in Exhibit R.6, Sheet 1, the INS ACE of gross loss & DCC reserves for
the Freesione General Liability reserve segment are $2.144 million. Loss & DCC reserves for
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the Freestone General Liability reserve segment are 100% ceded. There are no net loss & DCC
reserves for the Freestone General Liabilily reserve segment.

INS Loss Reserving Methods for Loss & DCC

The Incurred Loss & DCC Development Method is an incurred claim data extrapolation
technique. The method assumes that incurred loss & DCC development patterns of the past can
be used to project future development. From incurred loss & DCC data triangles, age-to-age
development factors are selected and age-to-ultimate factors are calculated by successive
multiplications, For each year, the latest inception-to-date incurred loss & DCC is multiplied by
the appropriate age-to-ultimate factor, producing the estimated ultimate loss & DCC.

The Paid Loss & DCC Development Method is a paid claim data extrapolation technique. The
method assumes that paid loss & DCC development patterns of the past can be used to project
future development. From paid loss & DCC data triangles, age-to-age development factors are
selected and age-to-ultimate factors are calculated by successive multiplications. For each year,
the latest inception-to-date paid loss & DCC is multiplied by the appropriate age-to-ultimate
factor, producing the estimated ultimate loss & DCC.

The Incurred Loss & DCC Bornhuetter-Ferguson Development Method is a target loss & DCC
ratio approach with scheduled amortization of reserves. The method calculates the estimated

unreported loss & DCC as the product of the applicable earned premium, the Expected Loss &
DCC Ratio, and the percentage of ultimate loss & DCC unreported at the respective valuation
date. Utilizing the development factors derived in the Incurred Loss & DCC Development
Method, the percentage unreported is the complement of the reciprocal of the age-to-ultimate
development factor. The estimated unreported amount is added to the reported incurred loss &
DCC to estimate the ultimate loss & DCC.

The Paid Loss & DCC Bornhuetter-Ferguson Development Method is a target loss & DCC ratio
approach with scheduled amortization of reserves. The method calculates the estimated unpaid
loss & DCC as the product of the applicable earned premium, the Expected Loss & DCC Ratio,
and the percentage of ultimate loss & DCC unpaid at the respective valuation date. Utilizing the
development factors derived in the Paid Loss & DCC Development Method, the percentage
unpaid is the complement of the reciprocal of the age-to-ultimate development factor. The
estimated unpaid amount is added to the paid loss & DCC to estimate the ultimate loss & DCC.

The IBNR to Case Ratio Method determines IBNR as a percentage of case teserves for loss &
DCC. Using selected development patterns for paid loss & DCC and incurred loss & DCC, and
the resultant percentages of paid, unpaid, reported, and unreported loss & DCC for each
development age, IBNR can be estimated as a percentage of loss & DCC case reserves,
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5. Detail INS Analysis Exhibits

This section contains detail exhibits of the INS analysis referenced in the previous sections of
this report.

Table of Exhibits
Exhibit Name Description Page
Exhibit 1 oo Gross Reserve Comparison to Carried........ I8
Exhibit 2...cccerieieeeeveneeeee e cecesee e Net Reserve Comparison to Carried........ 19
Exhibit 3. Net Reserve* Comparison to Carried........ 20
EXNIbIt 4.ieveeieriececivnenencsinnes Gross Reserve Comparison to Appointed Actuary........ 21
Exhibit S.vceeeeriiviieicenneeeieserenene Net Reserve Comparison to Appointed Actuary........ 22
Exhibit 6.ccveniiiioriiicncenncnncenens Net Reserve* Comparison to Appointed Actuary........ 23
Exhibit 7.............. Appointed Actuary Gross Reserves (ACE) by Reserve Segment........ 24
Exhibit 8.....c.co..ce.. Appointed Actuary Net Reserves (ACE) by Reserve Segment........ 25
Exhibit Ouvvvrerriiiiiiiisvenereeeennes INS Gross Reserves (ACE) by Reserve Segment........ 26
Exhibit 10 e INS Net Reserves (ACE) by Reserve Segment........27
Exhibit 11, INS Net Reserves* (ACE) by Reserve Segment........ 28
Exhibit R.1, Sheets 1-13 ...AIC Workers Compensation Reserve Segment Analysis........ 29
Exhibit R.2, Sheets 1-12 .. MIC Workers Compensation Reserve Segment Analysis........ 42
Exhibit R.3, Sheet 1 .............. AIC High Deductible WC Reserve Segment Analysis........ 54
Exhibit R.4, Sheets 1-12 .............4IC General Liability Reserve Segment Analysis........ 55
Exhibit R.5, Sheet 1 .......... Hannover General Liability Reserve Segment Analysis........ 67
Exhibit R.6, Sheet 1 .......... Freesione General Liability Reserve Segment Analysis........ 68

*Assumes the existence of a quota share treaty ceding 90% of AIC Workers Compensation
(excluding Georgia business) for policies incepting January 1, 2024.
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