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May 4, 2016

SALUTATION

Honorable Karen Weldin Stewart, CIR-ML
Commissioner of Insurance

Delaware Department of Insurance
Rodney Building

841 Silver Lake Boulevard

Dover, Delaware 19904

Commissioner:

In compliance with instructions and pursuant to statutory provisions contained in
Certificate of Authority No. 15.030, dated April 24, 2015, an examination has been made of the
affairs, financial condition and management of

ASSOCIATION INSURANCE COMPANY
with administrative offices located at 2410 Paces Ferry Road, Suite 300, Atlanta, Georgia 30339-

1802. The report of examination thereon is respectfully submitted.

SCOPE OF EXAMINATION

We have performed our multi-state examination of Association Insurance Company (the
“Company”). The last examination of the Company covered the period of January 1, 2006,
through December 31, 2009, and was performed by the Georgia Department of Insurance. This
examination of the Company covers the period of January 1, 2010 through December 31, 2014,
and was performed by the Delaware Department of Insurance. Our examination was performed
in conjunction with the coordinated examination of the Builders Insurance Group led by the
Georgia Department of Insurance.

We conducted our examination in accordance with the National Association of

Insurance Commissioners Financial Condition Examiners Handbook (“NAIC Handbook”).

The NAIC Handbook requires that we plan and perform the examination to evaluate the
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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. The
examination does not attest to the fair presentation of the financial statements included herein.
If, during the course of the examination an adjustment is identified, the impact of such
adjustment will be documented separately following the Company’s financial statements.

This examination report includes significant findings of fact, pursuant to the General
Corporation Laws of the State of Delaware as required by 18 Del. C. 8321, along with 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 are separately
communicated to other regulators and/or the Company.

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

SUMMARY OF SIGNIFICANT FINDINGS

There were no significant findings or material changes in financial statements as a result

of this examination.



ASSOCIATION INSURANCE COMPANY

COMPANY HISTORY

General

The Company was originally incorporated under the laws of North Carolina on March 22,
1984, as Jefferson-Pilot Property Insurance Company. The Company was acquired by Builders
Insurance Group, Inc. on June 4, 1999. Other than cash and marketable fixed income securities,
the Company had no other assets or liabilities at the date of acquisition. The Company was
purchased for the purpose of expanding the operations of its ultimate controlling entity into
additional states. On September 20, 1999, the Company was redomesticated to Georgia and its
name was changed to Association Insurance Company. On December 15, 2010, the Company
was redomesticated to Delaware. Subsequent to the examination period, the Company changed
its name to American Builders Insurance Company on January 20, 2015.
Capitalization

The Company’s Certificate of Incorporation authorizes the issue of 10,000 shares of
common stock with a $500.00 par value. As of December 31, 2014, the Company had 5,000
common shares issued and outstanding totaling $2.5 million. All outstanding common shares of
the Company are owned by Builders Insurance Group, Inc. As of December 31, 2014, the
Company reported gross paid in and contributed surplus of $14.6 million. The following chart
summarizes the Company’s reported capital stock and gross paid-in and contributed surplus from

the prior examination date to December 31, 2014, followed by a brief explanation of the changes.
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Total Capital Stock and

Gross Paid-in & Gross Paid-in
Capital Stock ~ Contributed Surplus & Contributed Surplus
December 31, 2009 $ 1,800,000 $ 15,300,000 $ 17,100,000
Activity 700,000 (700,000) -
December 31, 2014 $ 2,500,000 $ 14,600,000 $ 17,100,000

The change in capital stock and gross paid in and contributed surplus during the
examination period was due to the decrease in the number of authorized shares from 450,000
with a $10.00 par value per share to 10,000 with a $500.00 par value per share as approved by
the stockholder and ratified by the Board of Directors in 2010. As of December 31, 2009, the
Company had 180,000 shares issued and outstanding.

Dividends
No stockholder dividends were paid by the Company during the examination period.

MANAGEMENT AND CONTROL

Directors

Pursuant to the general Corporation Laws of the State of Delaware, as implemented by
the Company’s Certificate of Incorporation and bylaws, the property and affairs of the Company
must be managed by, or under the direction of, its Board of Directors. The Company’s bylaws
require its Board of Directors consist of not less than three individuals. Directors are elected by
the stockholder and hold office until their successors are elected and qualified; or until their
resignation or removal. Directors duly elected and serving as of December 31, 2014, are as
follows:

Name Business Affiliation

Patrick John Mitchell President and Chief Executive Officer
Builders Insurance Group, Inc.
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Linda Rose McMurray Senior Vice President Claims
& Medical Management
Builders Insurance Group, Inc.

Greg Richard Krause Senior Vice President Underwriting
Builders Insurance Group, Inc.

Officers

Officers were elected in accordance with the bylaws during the period under
examination. The bylaws require election of a President and Chief Executive Officer, a
Secretary and a Treasurer. Other officers may be appointed by the Board of Directors or by a
designated officer. Any two or more offices may be held by the same person. Officers serve at
the pleasure of the Board of Directors and may be removed with or without cause with the
exception of the President and Chief Executive Officer whose removal requires a majority vote

of all of the shareholders. The primary officers serving as of December 31, 2014, were as

follows:
Name Title
Patrick John Mitchell President and Chief Executive Officer
Gloria Renee Palin Treasurer
Craig Richard Edwards Secretary

Corporate Records

The recorded minutes of the shareholder and Board of Directors were reviewed for the
period under examination. The minutes adequately documented and approved Company
transactions and events, including approval of investment transactions in accordance with 18

Del. C. §1304.
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Insurance Holding Company System

The Company is a member of an insurance holding company system as defined under 18
Del. C. 85001 of the Delaware Insurance Code. The Company is ultimately owned and
controlled by the eligible policyholders/members of Builders Insurance Company (A Mutual
Captive Company), hereafter referred to as “Bl”. BI is an Association Captive organized under
Georgia law, and is restricted to writing within the state of Georgia to eligible members of its
sponsoring associations. BI’s first sponsoring association was the Home Builders Association of
Georgia. In 2008, the following also became sponsoring associations: Contractors Benefit
Association, American Subcontractors Association, Georgia Hispanic Construction Association,
Conditioned Air Association of Georgia, National Association of the Remodeling Industry and
Remodeling Association of Georgia. Bl began providing Workers' Compensation coverage to its
members in 1996 and subsequently began writing General Liability coverage in 2002, Builders
Risk coverage in 2006, Commercial Package coverage in late 2010, and Umbrella coverage in
2011,

The following is a full organizational chart of the holding company followed by a brief

description of each entity:
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Builders Insurance (A Mutual Captive Company)

Parent Company
Federal ID 58-2067585
NAIC 10704 GA

Builders Insurance Group Inc.
100% Owned
Federal ID 58-2453325
NAIC None

Association Services Inc.
100% Owned
Federal ID 58-2312758
NAIC None

Association Insurance Company
100% Owned
Federal ID 56-1410015
NAIC 11240 DE

Vinings Insurance Company
100% Owned
Federal ID 90-0251409
NAIC 16632 DE

Builders Insurance Group, Inc. (“Bl Group”) was incorporated on March 12, 1999, to

serve as a downstream holding company for Bl’s insurance subsidiaries and its noninsurance

subsidiary. Association Services Inc. (“ASI”) is a licensed third-party administrator.

Vinings Insurance Company (“Vinings”) is a property and casualty insurance company
domiciled in the state of Delaware and is licensed to underwrite various forms of property and/or
casualty insurance in seventeen states and the District of Columbia. Vinings was purchased by

Bl Group in 2003 for the purpose of expanding the operations of BI. Vinings name was changed

to National Builders Insurance Company in 2015.

Agreements with Affiliates

Below is a summary of significant affiliated agreements in effect as of December 31,

2014.

e Reinsurance Agreement

o Builders Insurance (A Mutual Captive) and Vinings Insurance Company -

Effective January 1, 2005, the Company entered into a Reinsurance Pooling
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Agreement with Bl and Vinings. The Agreement encompasses all insurance
issued or assumed by each participating company net of unaffiliated reinsurance.
All net premiums earned and net losses incurred are pooled into BI, which then
cedes 10% of all net premiums earned (direct and assumed less excess) and net
incurred losses (direct and assumed less excess) to both the Company and
Vinings. The Agreement was amended on July 1, 2007 and November 29, 2007
and restated effective January 1, 2008. Effective January 1, 2010, the Agreement
was amended to modify the ceding commission paid on the business assumed and
ceded.
e Management and Service Agreement

o0 Various Affiliated Corporations - Effective January 1, 2006, the Company entered

into an Administrative Services Agreement with BI, Vinings and Bl Group,
whereby Bl Group provides claims services, loss control services, marketing and
marketing assistance, underwriting services, follow-up servicing, billing and
collection, and general administration to the Company. The agreement was
amended effective January 1, 2008. The costs incurred by Bl Group in
performing it obligations are allocated between the companies based upon their
respective net earned premium.
e Tax Sharing Agreement

o Various Affiliated Corporations - Effective for tax years ending on or after

December 31, 2005, the Company entered into a Tax Allocation Agreement with

Bl, Vinings, ASI and Bl Group. The Agreement allocates income taxes using a
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separate entity basis at the highest marginal tax rate. Allocations are invoiced and
paid quarterly.

TERRITORY AND PLAN OF OPERATION

The Company is licensed to underwrite various forms of property and casualty insurance
in nineteen states and the District of Columbia. The Company was originally acquired for the
purpose of expanding the operations of Bl into new territories. The Company operates to further
the strategic plans of Bl and the Bl Group, which focuses primarily on insurance needs of the
home building industry in targeted Southeast, Mid-Atlantic, Midwest and Western markets. The
Company, Bl and Vinings share a network of independent insurance agents for the retail
distribution of its workers' compensation, general liability, commercial package, umbrella and
builders risk business.

On a direct basis, the Company provides multi-state workers' compensation coverage to
homebuilders insured by Bl who also have exposure in states outside of Georgia where the
Company is licensed. Additionally, the Company writes construction and non-construction
workers' compensation insurance. Non-construction markets include retail, wholesale, service,
office, professional and light manufacturing industry categories. The Company also writes
general liability, commercial package, umbrella and builders risk for the construction industry.

On an indirect basis, the Company primarily assumes business under the affiliated
pooling agreement with Bl and Vinings. Bl operates only in Georgia offering products only to
members of its sponsoring associations. Vinings markets to industries and with product
offerings substantially similar to the Company’s in the territories where it is licensed. The
following is a summary of gross written premium by company and NAIC Annual Statement line

of business for the year ended December 31, 2014:
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Company Bl Vinings Total
Worker's Compensation $ 49,480,372 $55,342,748 $ 7,228,082 $112,051,202
Other Liability - Ocurrence 23,091,717 8,613,583 21,208,962 52,914,262
Commercial Multiple Peril 9,217,219 2,817,509 10,008,785 22,043,513
Inland Marine 35,372 178,279 - 213,651
Commercial Auto Liability 81,167 10,065 44,126 135,358
Total Gross Written Premium $ 81,905,847 $66,962,184 $38,489,955 $187,357,986

REINSURANCE

The Company reported the following distribution of gross and net premium written for
the years ended December 31, 2014, and the prior examination date of December 31, 2009:

2014 % GPW 2009 % GPW

Direct business $ 81905847 97.4% $ 17,746,095 98.4%
Reinsurance assumed from non-affiliates 2,148,211 2.6% 283,033 1.6%
Gross premiums written excluding poool assumption ~ $ 84,054,058 100% $ 18,029,128 100%
Reinsurance ceded to affiliates $ 77,024,490 91.6% $ 17,937,573 99.5%
Reinsurance ceded to non-affiliates 5,259,545 6.3% 936,102 5.2%
Total ceded $ 82,284,035 97.9% $ 18,873,675 104.7%
Net premiums written before pool assumption $ 1,770,023 21% $  (844547)  -47%
Reinsurance assumed from pooling agreement 17,493,832 6,873,157
Net premium written after pool assumption $ 19,263,855 $ 6,028,610

For 2014, the Company ceded 91.6% of gross premium written, excluding reinsurance
assumed under the pooling agreement, to Bl pursuant to the terms of the affiliated reinsurance
pooling agreement. The Company then assumed 10% of BI’s pooled gross premium written and
related losses net of unaffiliated reinsurance.

The Company’s third-party reinsurance is brokered by Guy Carpenter for annual policy
years. For the policy year ended December 31, 2014, the Company’s third-party reinsurance
program includes:

o excess of loss agreements in three layers for policies classified as casualty (including but

not limited to workers’ compensation, employers liability, general liability, hired/non-

10
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owned automobile liability and the liability portion of commercial multiple peril

policies);

e an occurrence excess of loss agreement for polices classified as property (including but
not limited to builders risk, and the property portion of commercial multiple peril
policies); and

e a commercial umbrella quota share reinsurance agreement for policies classified as
casualty umbrella or excess liability (including but not limited to builders risk, and the
property portion of commercial multiple peril policies).

As of December 31, 2014, the Company reported total gross reinsurance recoverable of
$110.8 million. Gross reinsurance recoverable consisted of $3.9 million in paid loss and loss
adjustment expense recoverable and $33.7 million recoverable for known case and case loss
adjustment expense. The remaining $73.2 million in gross reinsurance recoverable consisted
primarily of incurred but not reported losses and unearned premium. Of the total reinsurance
recoverable, $101.7 million or 91.2% is recoverable from Bl and has no collateral. The majority
of the remaining recoverable was due from multiple authorized reinsurers with the exception of
$102 thousand due from unauthorized reinsurers, which was supported by letters of credit as of

December 31, 2014.

11
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FINANCIAL STATEMENTS

The following financial statements are based on the statutory financial statements filed by

the Company with the Delaware Department of Insurance and present the financial condition of

the Company for the period ending December 31, 2014.

Statement of Assets
Statement of Liabilities, Capital and Surplus as of December 31, 2014
Statement of Income for the year ended December 31, 2014

Reconciliation of Capital and Surplus for the Period from the Prior Examination as of
December 31, 2009 to December 31, 2014

12
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Statement of Assets
As of December 31, 2014

Bonds

Cash

Short-term investments

Investment income due and accrued

Uncollected premiums and agent balances
Deferred premiums, agents' balances and installments
booked but deferred and not yet due

Amounts recoverable from reinsurers

Net deferred tax asset

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

Total assets

Ledger Assets Not Net Admitted
Assets Admitted Assets Notes
$ 75,402,453 $ - $ 75,402,453 1
1,402,611 - 1,402,611
65,492 65,492 1
793,551 - 793,551
9,040,178 639,030 8,401,148
18,007,491 - 18,007,491
3,861,090 - 3,861,090
4,965,025 1,454,457 3,510,568
6,466 - 6,466
1,668,655 1,413,829 254,826
$ 115,213,012 $3,507,316 $ 111,705,696

13
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Statement of Liabilities, Capital and Surplus
As of December 31, 2014

Losses

Reinsurance payable on paid loss and loss adjustment expenses

Loss adjustment expenses

Commission payable, contingent commissions and other
Other expenses

Taxes, licenses and fees

Current federal & foreign income taxes

Unearned premiums

Advanced premium

Policyholder dividends declared and unpaid

Ceded reinsurance premiums payable

Amount withheld or retained by company for account of
Payable to parent, subsidiaries and affiliate

Aggregate write-ins for liabilities

Total liabilities

Common capital stock
Gross paid in and contributed surplus
Unassigned funds (surplus)

Total surplus as regards policyholders

Total liabilities, capital and surplus

14

Balance
$ 20,331,806
1,057,688
6,865,113
3,608,773
983,459
4,104,205
339,672
32,047,337
377,005
346,859
6,087,456
144,874
535,053
1,607,614

$ 78,436,914

$2,500,000
14,600,000
16,168,782

$ 33,268,782

$111,705,696

Notes
2
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Income:

Expenses:

Net income:

Premiums earned

Statement of Income
For the Year Ended December 31, 2014

Finance and service charges not included in premiums
Net investment income earned
Net realized capital gains

Total income

Losses incurred

Loss adjustment expenses incurred

Other underwriting expenses

Net loss from agents' or premium balances charged off
Dividends to policyholders

Federal and foreign income tax incurred

Total expenses

15

$17,493,832
147,609
2,238,806

(23,054)

_$10,857,193

$ 7,350,709
3,617,610
4,659,651

708,645
318,034
1,265,727

_$17,920376

_$ 1036817
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Reconciliation of Capital and Surplus for the Period from the Prior Examination
as of December 31, 2009 to December 31, 2014

Aggregate
Write-ins for
Common Other Than  Gross Paid-in
Capital Special & Contributed Unassigned
Stock Surplus Funds Surplus Funds Total
December 31, 2009 $ 1800000 $ 516,115 $ 15300000 $ 5979018 $ 23595133
2010 Operations 1) - - 4,060,382 4,060,382
2010 Aggregate Write-ins - 16,367 - (16,367) -
2010 Capital Stock & Paid-in Surplus ~ (2) 700,000 - (700,000) - -
December 31, 2010 2,500,000 532,482 14,600,000 10,023,033 27,655,515
2011 Operations 1) - - - 1,780,585 1,780,585
2011 Aggregate Write-ins - (197,581) - 197,581 -
December 31, 2011 2,500,000 334,901 14,600,000 12,001,199 29,436,100
2012 Operations 1) - - - 685,640 685,640
2012 Aggregate Write-ins - (334,901) - 334,901 -
December 31, 2012 2,500,000 - 14,600,000 13,021,740 30,121,740
2013 Operations 1) - - - 1,535,725 1,535,725
December 31, 2013 2,500,000 - 14,600,000 14,557,465 31,657,465
2014 Operations 1) - - 1,611,317 1,611,317
December 31, 2014 $ 2500000 $ - $ 14,600,000 $ 16,168,782 $ 33,268,782

(1): Operations is defined as: net income, change in net deferred income tax, change in
nonadmitted assets and cumulative change in accounting principles (2011 only).

(2): The change in common capital stock and gross paid in and contributed surplus during the
examination period was due the decrease in the number of authorized shares from 450,000 with a
$10.00 par value per share to 10,000 with a $500.00 par value per share as approved by the
stockholder and ratified by the Board of Directors.

ANALYSIS OF CHANGES IN FINANCIAL STATEMENTS RESULTING FROM THE
EXAMINATION

There were no adjustments to the Company’s financial statements as a result of this

examination.
COMMENTS ON FINANCIAL STATEMENT ITEMS
Note 1:
Schedule D - Bonds $ 75,402,453
Schedule DA - Short-term Investments 65,492

As of December 31, 2014, the Company reported total bond investments on Schedule D —

Part 1 with book adjusted carrying values in the amount of $75.4 million and fair market values

16
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of $78.6 million. The Company reported an additional $65.4 thousand in NAIC Class One bond
mutual funds on Schedule DA at book adjusted carrying value for total bond holdings of $75.5
million. Bonds were comprised of the following classes:

Statement Value % of Total

U.S. Government Bonds - Issuer Obligations $ 4,144,337 5.5%
U.S. Government - Residential Mortgage-Backed Securities 726,314 1.0%
U.S. State, Territories & Possessions - Issuer Obligations 5,845,363 7.7%
U.S. Special Revenue - Issuer Obligations 27,304,282 36.2%
U.S. Special Revenue & Special Assessment Obligations - Agencies 14,974,502 19.8%
Industrial & Miscellaneous - Issuer Obligations 18,036,240 23.9%
Industrial & Miscellaneous - Loan Backed & Structured Securities 4,371,415 5.8%
Sub-total Bonds (Schedule D) $ 75,402,453
Class One Money Market Mutual Fund (Schedule DA) 65,492 0.1%
Total Bonds $ 75,467,945 100%

Of the Company’s total bond holdings, all were categorized as Class 1 or 2 with respect
to NAIC credit quality standards and 96.8% were publically traded securities. Bond maturities
were heavily weighted in the intermediate term relative to maturity with 7.7%, 41.2%, 41.8%,
5.5% and 3.8% maturing in less than one year, one to five years, five to ten years, ten to twenty

years and over twenty years, respectively.

Note 2:
Losses $ 20,331,806
Loss Adjustment Expenses $ 6,865,113

An actuary appointed by the Company’s Board of Directors, rendered an opinion that
the amounts carried in the balance sheet, as of December 31, 2014, include provision for all
actuarial reserves and related statement items which should be established, meet the
requirements of the insurance law and regulation of the State of Delaware and are at least the

minimum aggregate amounts required.

17
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EWM Group, PC was appointed by the Georgia Department of Insurance to
independently test reserves and review workpapers provided by the Company and is in
concurrence with this opinion. INS Consultants, Inc. (“Consulting Actuary”) was engaged by
the Delaware Department of Insurance to perform a limited review of the inherent risks,
management oversight and other mitigating controls over the Company’s actuarial processes
and procedures. In addition, the Consulting Actuary reviewed the Company’s Statement of
Actuarial Opinion for 2014 and the work performed by EWM Group, PC. The examination
determined the Company’s gross and net loss and loss adjustment expenses reserves were
properly stated without material exception as of December 31, 2014.

SUBSEQUENT EVENTS

On January 20, 2015, the Company filed an amendment to its Articles of Incorporation
with the Delaware Secretary of State to change its name to American Builders Insurance
Company.

COMPLIANCE WITH PRIOR EXAMINATION RECOMMENDATIONS

There were no recommendations contained in the prior examination report issued by the
Georgia Department of Insurance as of December 31, 20009.

SUMMARY OF RECOMMENDATIONS

There were no recommendations as a result of this examination.

18



ASSOCIATION INSURANCE COMPANY

CONCLUSION

The following schedule shows the results of this examination and the results of the prior

examination with changes between the examination periods:

Description December 31,2014 December 31, 2009 Increase

Assets $ 111,705,696 $ 63,233,190 $ 48,472,506
Liabilities $ 78,436,914 $ 39,638,057 $ 38,798,857
Capital and Surplus  $ 33,268,782 $ 23,595,133 $ 9,673,649

The assistance of Delaware’s consulting actuarial firm, INS Consultants, Inc. is

acknowledged.
Respectfully submitted,

G A b

Richard E. Palmatary, CPA, CFE
Examiner In-Charge
State of Delaware
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