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Petitioner, Rosemont Reinsurance ILtd. as Subrogee of Harco Nati;)nal Insurance
Company (“Rosemont Re™) seeks to intervene in this proceeding pursuant to Rule 24 of the
North Carolina Rules of Civil Procedure. Rosemont Re, a reinsurer of Harco, seeks intervention
to protect its rights to recover — through principles of reinsurance and subrogation — the more
than $20 million Rosemont paid to Harco National Insurance Company (“Harco”) to reimburse
Harco for losses attributable to the wrongdoing of Grant Thornton, The North Carolina courts
have repeatedly held that an insurance company - like Rosemont Re — that pays a part of the loss
of its insured (Harco) is a “proper party” to an action filed by its insured against an alleged
wrongdoer.l

But Rosemont Re’s intervention here is not simply a matter of propriety. Tts interests are
directly and adversely affected by the claim made by Grant Thornton in its answer that Harco’s

damages “are barred, in whole or in part, or its alleged damages must be reduced, set off or

! Burgess v. Trevathan, 236 N.C. 157, 161, 72 S.E.2d 231, 234 (1952) (Ervin, J.) (“Since an
insurance company which pays the insured for a part of the loss is entitled to share to the extent
of its payment in the proceeds of the judgment in the action brought by the insured against the
tort-feasor to recover the total amount of the loss, it has a direct and appreciable interest in the
subject matter of the action, and by reason thereof is a proper party to the action.”).
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. offset, by any monies [Harco] . . . recovers from others that reinsured [Harco’s] risk in
participating in the CBC bond program.” Grant Thornton Answet, p. 18, Fourteenth Defense. In
other words, Grant Thornton has asked this Court to reduce or eliminate over $20 million that
Harco would otherwise — under traditional subrogation principles — be required to hold as
“trustee” for Rosemont Re.> Furthermore, although Harco is a vigorous advocate with respect to
the claims it has asserted against Grant Thornton, Harco’s interests in recovering reinsured losses
are less certain. Indeed, Harco has expressed an interest in clarifying the subrogation
relationships arising from its reinsured losses, something that can occur fairly and effectively
only if Rosemont Re becomes a party to this action. As noted below, in secking intervention,
Rosemont Re does not attempt to assert a new cause of action, create a new seat at the trial table
or otherwise seek to participate as a “new party” in this case: it merely seeks to protect its
subrogation interests arising from the indivisible cause of action Harco has filed against Grant

Thormton.

1. FACTUAL AND PROCEDURAL BACKGROUND

Effective January 1, 2003, Harco entered into a quota share reinsurance agreement with
Rosemont Re (the “Treaty”) under which Rosemont Re reinsured Harco for a percentage of
certain bail bond business produced by Capital Bonding Corporation (“CBC™). (A copy of the
Treaty is attached as Exhibit A hereto and incorporated by reference.) Since that time, Harco has
paid substantial losses arising from CBC’s bail bonds. Pursuant to the Treaty, Rosemont Re has
reimbursed Harco in excess of $20,000,000 for its respective shares of those losses. Based upon

the Treaty, and upon principles of reinsurance and subrogation law, Rosemont Re asserts that it

? See generally Burgess v. Trevathan, 236 N.C. 157, 160, 72 S.E.2d 231, 233 (1952) (Ervin. J.)
(Insured “holds the proceeds of the judgment . . . as a trustee for the benefit of the insurance
company to the extent of the insurance paid by it”).




has a right to participate pro fanto in any recoveries effected with regard to these indemnified
losses.

Harco filed its initial Complaint against Grant Thornton on February 23, 2005, and its
First Amended Complaint on March 23, 2006. The First Amended Complaint alleges that Grant
Thornton is liable for Harco’s losses from CBC’s bail bonds. Harco alleges causes of action
against Grant Thornton for negligence and negligent misrepresentation. Harco alleges in its
initial complaint that, as of that time, it had “paid in excess of $47 million in losses” and
‘.‘ultimately expect[ed] to pay in excess of $60 million.” First Amended Compl. ﬂ 41. In
addition, Harco has filed a motion for leave to file a Second Amended Complaint to add causes
of action for gross negligence and fraﬁd. In its proposed complaint, Harco alleges that it has
“paid nearly $100 million in losses and expenses” and “expects to pay more.” In each of these
complaints, Harco prays for compensatory damages “in excess of $10,000.” Encompassed in
both Harco’s initial and its amended complaints are thellosses for which Harco was indemnified
by Rosemont. Accordingly, Harco’s intervention here would require no special amendment to
the complaint.

Grant Thornton, however, has unambiguously sought to prevent Harco — and accordingly
Rosemount Re — from recovering those losses. In Grant Thornton’s Fourteenth Defense, the
accounting firm contends that Harco is not entitled to such a recovery.El Indeed, Rosemont Re
has moved to intervene precisely because Grant Thornton has asserted that Harco’s damages

must be reduced by Harco’s reinsurance reimbursements. Grant Thomton’s pleadings do not

3 The Fourteenth Defense reads as follows: “Plaintiff’s claims are barred, in whole or in part, or
its alleged damages must be reduced, set off or offset, by any monies Plaintiff is owed or
recovers from others that reinsured Plaintiff’s risk in participating in the CBC bond programs,
from CBC or its officers, employees or shareholders, or from others which performed services
for CBC on which Plaintiff alleges it relied.”




elucidate the basis for its position, But Rosemont suggests that it would be inequitable and
opportunistic for an alleged tortfeasor like Grant Thornton to contend (1) that Harco cannot
recover losses to the extent it has been indemnified through reinsurance and, at the same time,
(2) oppose the reinsurer's intervention in the case, which - by the logic of Grant Thornton's own
argument -- would be the only proper party to assert a right to recover those losses.

Pursuant to the Treaty, Rosemont Re has reimbursed Harco in excess of $20 million for
losses resulting from CBC’s bail bonds. Put simply, time-honored principles protect Rosemont’s
rights to receive these funds through the vehicle of subrogation. Burgess, 236 N.C. at 160, 72
S.E.2d at 233 (“When it pays the insured either in full or in part for the loss thus occasioned, the
insurance company is subrogated pro tanto in equity to the right of the insured against the tort-
feasor.”) These payments represent a “collateral source™ and should have no impact on the
damages Harco seeks in its lawsuit. Cf Kaminsky v. Sebile, 140 N.C. App. 71, 77, 535 .S.E.2d
109, 113 (2000) (noting that policy behind collateral source doctrine “is to prevent a tortfeasor
from ‘reduc[ing] his own liability for damages by the amount of compensation the injured party
receives from an independent source’). The Court should grant this motion so that Rosemont
Re can directly oppose Grant Thornton’s inequitable attempt to exclude these reinsurance
payments from the calculation of Harco’s damages, and protect Rosemont’s right to participate
pro tanto in any recovery by Harco.

Granting intervention will cause no undue prejudice to any party. As evidencéd by Grant
Thornton’s answer to Harco’s complaint, Grant Thornton is well aware of Harco’s reinsurance
agreement with Rosemont Re and of Rosemont Re’s interest in Harco’s claims. Not only does
Harco’s complaint discuss its reinsurance agreements, Harco has produced documents to Grant

Thornton relating to Harco’s reinsurance arbitration with Rosemont Re. Refusing intervention,




by contrast, greatly prejudices Rosemont Re by denying it the opportunity to ensure that the
losses it suffered on CBC bonds through its reinsurance agreement with Harco are properly
included in any damages award in this case.

The type of intervention required to protect Rosemont Re’s interests will also have little
if any impact on trial or dispositive motions or pleadings. Rosemont Re is not asserting any new
claims against Grant Thornton. Indeed, the subrogation interest Rosemont Re seeks to protect
here stems from what our Supreme Court has described as the “single and indivisible cause of
action against the tortfeasor for the total amount of the loss.” Burgess, 236 N.C. at 160, 72
S.E.2d at 233. Rosemont Re is simply attempting to ensure that it is reimbursed for its share of
Harco’s losses in the event that Harco recovers from Grant Thornton. Rosemont Re expects that
Harco will continue to represent Rosemont Re’s interests, as well as its own interests, with

respect to the substantive claims against Grant Thornton.

IL BASIS FOR INTERVENTION

A. The Court Should Grant the Application to Intervene As a Matter of Right

A party seeking to intervene as a matter of right must show that (1) it has a direct and
immediate interest relating to the property or transaction at issue; (2) denying intervention would
result in a practical impairment of that interest; and (3) there is inadequate representation of that
interest by existing parties. Virmani v. Presbyterian Health Servs. Corp., 350 N.C. 449, 458-59,
515 S.E.2d 675, 683 (1999); N.C. R. Civ. P. 24(a)(2) (stating that intervention should be
permitted as a matter of right “[w]hen the applicant claims an interest relating to the property or
transaction which is the subject of the action and he is so situated that the disposition of the

action may as a practical matter impair or impede his ability to protect that interest, unless the




applicant’s interest is adequately represented by existing parties”). In the present case,
Rosemont Re should be allowed to intervene as a matter of right. See Colon v. Bailey, 316 N.C.
190, 190, 340 S.E.2d 478, 479 (1986) (reversing a district court’s denial of a motion to intervene
as a matter of right brought by an insurer seeking subrogation to the extent it had paid plaintiff’s
losses under the policy). Indeed, North Carolina courts have repeatedly declared that an insurer
who makes partial payment for an insured’s losses is a proper party to an action filed by its
insured against a third-party tqrtfeasor. As Judge Ervin declared in Burgess, “Since an insurance
company which pays the insured for a part of the Idss is entitled to shate to the extent of its
payment in the proceeds of the judgment in the action brought by the insured against the
tortfeasor to recover the total amount of the loss, it has a direct and appreciable interest in the
subject matter of the action, and by reason thereof is a proper party to the action.” 236 N.C. at
161, 72 S.E.2d at 234; accord Taylor v. Green, 242 N.C. 156, 87 S.E.2d 11 (1955) (noting that
when insurance company pays partial loss, it is “subrogated pro tanto in equity to the rights of
the insured against the tort feasor and by virtue of that fact it holds an equitable interest in the
subject matter of the action and becomes a proper . . . party” to the litigation); J & B Slurry Seal
Co. v. Mid-South Aviation, Inc., 88 N.C. App. 1, 15, 362 S.E.2d 812, 821 (1987) (citing cases)
(‘fIf [insured] has retained any separable legal interest in the subject matter of its claims, then
both plaintiff and Insurer are real parties in interest under Rule 17(a)”)(emphasis in original).

By this lawsuit, Harco seeks recovery from Grant Thornton for the losses Harco suffered
on bonds issued in its name by CBC. Pursuant to its reinsurance agreement with Harco,
Rosemont Re has paid Harco in excess of $20,000,000 in reimbursements for losses on those

bonds. Rosemont Re will also continue to be called on to pay future losses resulting from CBC




bonds. These payments provide Rosemont Re with a direct, immediate, and substantial interest
in the tr_ansaction at issue.

In addition, denying intervention would impair Rosemont Re’s interest. If Harco
succeeds in showing that the losses it suffered on CBC bonds resulted from Grant Thornton’s
conduct, Rosemont Re should have the right to participate pro fanto in any recovery. Grant
Thornton’s assertion that its liability to Harco should be reduced by the amount of any
reinsurance recoveries directly threatens Rosemont Re’s right to such participation.
Accordingly, denying intervention would impair Rosemont Re’s ability to protect its significant
financial interest by opposing Grant Thornton’s affirmative defense.

Finally, Rosemont Re’s interests will not be adequately represented without intervention.
Grant Thornton’s attempt to exclude reinsurance payments from the damages calculation works
to the direct detriment of Rosemont Re. A damages verdict that excluded Rosemont Re’s
payments to Harco would make Harco whole, but it would leave unrecovered the losses of
Rosemont Re, Harco’s subrogee. In fact, Harco has put Rosemont Re on notice that Rosemont
Re must intervene to fully protect its rights in this case. (Given the confidentiality order in this
case, Rosemont Re is unable to review discovery documents and deposition testimony to
evaluate the evidence presented on the damages issue.) For all of these reasons, Harco — despite
its vigorous prosecution of claims against Grant Thornton — cannot adequately represent
Rosemont Re’s interest with regard to this particular issue. Indeed, the numerous decisions of
the North Carolina courts declaring a partially subrogated insurer to be a proper party to a
subrogation action implicitly recognize the very different interests a subrogee and subrogor have
with respect to the cause of action asserted. For all of these reasons, Rosemont Re should be

permitted to intervene as a matter of right.




B. The Court Should Exercise its Discretion to Grant the Application to
Intervene

Alternatively, this Court should apply its discretion to gramt permissive intervention
pursuant to Rule 24(b), which provides that the Court may grant permissive infervention “when
an applicant’s claim or defense and the main action have a question of law or fact in common.”
In the present case, Rosemont Re has not filed a new claim but has sought to clarify and protect
its rights and interests with respect to the claim Harco has asserted. If Harco is entitled to
recover losses from Grant Thornton in its lawsuit, then Rosemont Re also should recover its
indemnity payments for those losses. However, if, as Grant Thornton insists, Harco is not
permitted to recover for losses to the extent Harco has been reimbursed by Rosemont Re, then
Rosemont Re will be unduly prejudiced, resulting in an inequitable windfall for Grant Thornton
and forfeiture of Rosemont Re’s rights to participate pro fanto in recoveries.
1. CONCLUSION

Rosemont Re wbuld have no need to intervene here if: (1) Harco agreed vigorously to
seck recovery of all of its damages, including losses indemnified by Rosemont; (2) Harco were
to agree that, under applicable subrogation principles, it is required to hold any recovery in this
_ action as “trustee” for Rosemont, and (3) Grant Thornton were to admit that Rosemont’s
payments to Harco constitute an irrelevant “collateral source™ that cannot, under applicable law,
serve to reduce Harco’s damage claims against it. Because neither Harco nor Grant Thornton
have so stipulated, Petitioner Rosemont Reinsurance Lid, as Subrogee of Harco National

Insurance Company, respectfully requests that its motion to intervene be granted.




Rosemont requests that this motion be calendared for hearing at 10:00 a.m. on February

10, 2009 at the North Carolina Business Court in Raleigh.




This 53 day of December, 2008. %\/‘4\\ Q M
NS

David COWright, {11 ~
N.C. Bar No. 11161

Hampton Y. Dellinger

N.C. Bar No. 19903

Adam Doerr

N.C. Bar No. 37807

ROBINSON, BRADSHAW & HINSON, P.A.
101 North Tryon Street, Suite 1900

Charlotte, North Carolina 28246-1900

(704) 377-2536

Attorneys for Petitioner-Intervenor
Rosemont Reinsurance Ltd.

Of Counsel:

Gregory J. Simon

Kerns, Frost & Pearlman, LLC
Three First National Plaza

70 W. Madison, Suite 5350
Chicago, Illinois 60602

(312) 261-4550
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CERTIFICATE OF SERVICE
I hereby certify that a copy of the foregoing MEMORANDUM OF LAW IN

SUPPORT OF ROSEMONT REINSURANCE LTD.’S APPLICATION TO INTERVENE
was served on each of the parties to this action by depositing same in the United States mail,
postage prepaid, in an envelope(s) addressed as follows:

Mary Hulett

Ashley Campbell

RAGSDALE LIGGETT PLLC

P.O. Box 31507

Raleigh, NC 27622

Attorneys for Plaintiff Harco National Insurance Company

Barbara B. Weyher Kerrin M. Kowach

YATES, MCLAMB & WEYHER, LLP Patrick Barry

P.O. Box 2889 COHEN & GRIGSBY, P.C.
Raleigh, NC 27602-2889 625 Liberty Avenue

Pittsburgh, PA 15222

Attorneys for Defendant Grant Thornton, LLP

This 2 day of December, 2008 /f)/lz Q

Hampt@n Y. Deihnger \(
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BOND QUOTA SHARE REINSIIRANCE AGREEMENT

(hepsinafier sefisrred 1o ny the * Agresment™)
entered into by 2 betwesa

HARCO NATIONAL INSURANCE COMPANY v
Rolling Meadovs, illinoiz
QCCIDENTAL FIRE & CASUALTY COMPANY OF WORTH CARDLENA,
Raleigh, Moith Carofina
ACCEPTANCE INDEMMITY INSURANCE COMPANY,
+ Omaha, Nebmska
ACCEPTANCE CASUALTY INSURANCE COMPAITY,
Omatia, Netraskoa
and/or thely affiliatssy ot mbisidiabes
{hereinafter colleatively rofomed to as fhe "Company'')
s
The Subseribing Reinsurer(s) execating the
Intetests and Lisbilities Contaeifs)
atiached to sud fooming & part
of this Agreement

{herzinafier refierred 10 a3 fhe *Refosures™)

WITNESSETH:

The Remswrer heraby reinsires the Company {o the exfent and on the femos aud condidons and
subject to the exerpHons, cxchistons and Fmitations heteinafter sot forth and nothing hereinafier
shall f any manner trézie iny obligations of csteblish emy rights against the Relnswrer by favor of
any third parfies or auy pevsons not parties to this Aprectaent.

ARTICLE X
BUSENESS COVERED:

A, Tho Comparyy shall cede 1o the Relntirer snd the Reinsirer shall sccept from the Comepamy
a 160% quots shas participation of he gross Tiability of the Company under new aod
renownl bonds beromning offoctive at zud after 12:01 AM., Bastern Standard Time, Janwry
IZOM.mengbummgs;!assﬁodbytﬁnCampaﬂyasFMCuﬂd,Mn &
Immigration, Natwalization, Appeal and Superecdens Bonds produced and woderwiitien ﬂa‘f’ﬁ =]
ths Cowprmy by Capital Bondlog Corporation and such business underwritlen dicectly B Y3
the Company in the Stale of Wew York, except m mechuded in the Bxchsipns Article I -m"\

Agreement, subject to the Yimndts et fouth i tlte Limil zod Rotention Axtice,

BIx QL3103 Peps 1 of 15
{CAContmois\Harco\E-03-5116. K)
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B.  The tam "polivies” means the Company's binders, policies, bonds nd contvacts providiog
snauencs snd reinstitants bn e basiness covered under tis Agreement.

ARTICIR I
TERM AND CANCELLATION: -

A.  This Agrcement will apply to new and venewal bonils becaming efbctive o and after 12:01
AM., Bastem Steodand Time, Janary 1, 2003, aod will be of onlimited duration. This
Apreerpent vagy be cancelled ae of - E2:01 AM., Eastern Standard Thme, Jamtrary i* of any
year by sifher the Company or the Relnsurer piving nof less then ninety (905 days prior
Tritten noties by cortifed mail, segistesed mal, or faceimile {recoipt condiimed) to the other
party.

‘W, o e eveot of canceliation, the Teinsurer will continu to participate in 21l bonds coming
within the terms of this Agreement granted or renewed by the Company fom the dute
writiea nofice §s given bo the ofhet party until the effestiva data of cancellation, niuding
bonds for which quolrs, indications and the like have been rrde pifor 1o cancellation, until
their nntural expizy, subfect fo receipt of the applicable premimns.

. In the cveat that sy hond is required by statute or deprrimental regulstion ar order 1o be
continued ist foros, The Reitsurer shall continue to remain Habla with: respert to each such,
bemd vt the Company ey legally cancel, non-rentw or otherwise climinsde liehility
nnder sach bond or bonds.

D.  Notwithstapding the cancellaton of thiy Agreement as liereioabove provided, the provisions
* of this Agrecment shall eopfinue to apply lo st upfinished Busincss hermnder to the end
that il obtigations and tubilitics focurred by s20h party hereundez prior to buch canceliation
shall he fully prafbrmed and discharged. ’
ARTICLE (8
EXCLUSIONS:

Thix Agrecinent shall nt apply to, and speoically excludes, the following lines mdfor slases of
bashress:

t. All business not classificd by the Compuny es business Rilly within the scops of the

Business Covertd Aztice, S
' ' . g SG
2. Reinsunmee sisumed, bt this exclsion shall not apply to reinsyranco assumed il /2 802 &

the form of ffercompanty relnswrance helween the group of carapamics ool
seferred fo as the “Compaay™ wider this Ageecaont.

ED: DI7Z7A3 Poge 2 of 15
{CAConkacts o 06-13-5116.X)
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3. .nss or damage ¢aused by ot resolting from war, invesion, aale of foreigh enemics,
civil w ar, insurrection, m fitary o weurped power, mertial Jaw or confiscation by
order of any goverarnent or public authotity, but not exdiuding loss or damage that
wonld be covered wmder 2 standird form of bond confainipg = standasd War
Bxclusion Clause.

4, Any Hability of the Company ariging frowe lls piticipation or membesship in iy
insolvency fund a3 per the Standard Insolveney Food Bxclwsion Clase.

5. Any loss or Hability actzuiog to the Company dn'wtly or indirestly fmm any

inmrance written by or through any pool o associndon, including pools or
associations it which membership by the Company Is requived under sny statute or

regulation.

6. Loss or Hability excloded by the Nuclear lngident Exchusion Clanse ~ Physical
Damagh-~ Reinmsranes— LA,

ABRTICLEIV
TERRITORY:

This A greement shall apply to bonds wiitten in the nited Slates of Ametice, it tesitores, jis
possegions, the Commonweslth of Pacrto Rico, uul the District of Columbia,

_ ARYICLEY

LIVITE AND RETENTION:

A.  This Agreement shall apply to a maximum bond Hmit of $1,000,000 per bond.

B.  The Company shail cede to the Relnstwer and the Reingurer shall acegpt from the
Company a 100% queta share parficipation of the Company™s toss sod lose adipsirgent
expeaes under sach bopd,

ARTICLE VL

ORIGINAL CONDITIONS:

A The Roipsuver's Hability shall aftach simu_]lamomly with that of the Company snd shall bo
subject lo the pume tates, lemos, conditions, watvess and Tlerpretations, aod to tho same

modifications sl alfeestions 23 the respective bonds of te Compuny, Howeves in F'F?
e'emtshauﬂﬁebcmmdmanywaympmmdcwvmgsmdaﬂm!mm f L

condifions pct foutls fn this Agrecmaent, - j{iﬁ,j/

B.  Nothing herein shell in any manner oeate sy ohligations or esteblish sy ripbis spains tha

Rednsueer in faver of any third party or any pezsons nol paiiss to this Agroement, .
b 0127703 Page3 v
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ARTICLE V11
LO8S AND LOSS ADJUSTMENT EXPENSE: .

A The Company will advise fhe Relnsurer promoptly of ll losses whish it the opinion of the
Company may involve the Refnsncer under this Apreement, znd of gll subsequent
developments prrteiniog thersto, which i the opinton of fas Comparyy may saderially
affeet the position of the Reinsuwer.

B.  Alf loss sclemaents made by the Company shull bt umcenditionally bindng bn e
Reinsurer provided such acloments are within the teans and condifions of tivs origingf
bonds (or a5 provided for In the Exess of Original Polioy Linits of Etrs Conttctual
Obligntions clauses contained in this Agreoment) and withiia (he forms of the Agtesmoent,
and amoanda Miting to the share of the Reingurer sholl bo payable by it 25 soon as posible,
but oot luter than sixty (60) days, upon reasonabls evidence ¢f the mmommt paid bajog piven
to it by the Company. The Compauy stall be the sale Judge as o what shall sonsthits 2
clab or loss wnder an original bond.

C The date of loss 2s defined In the Company’s original bonds shall apply 85 respects any
Iosses reporicd under this Apresment

D, H is undewmtood that whon so requesied the Compeny” will' Afftird " thie Retnsurer an
opportunity to be asspolated with the Company, af the expenze of the Reinsirer, iz the
defense of any claim or suit or prosceding involvipg this reinvuranss; and the Company
will covperate in every respect in the defenss vr control of such elatm, sodt or procesding,

E The Reinsurer shall pay to the Company the Reinsures’s pro 1ata shzare of Loss Adjustment
Excpease, in addilion o the Reinswrer's fimilt of Hability herennder. “Los Adfjustraent
Expense" means all cosls and experses allocabls fo a specifis claim that fue intuered by the
Company bt adjusting, setiling and compromising individual claims, fnelnding costs of
Titigations md Interest on jodgments, if any; thind perty elgims adminlstmtion costs; oMl
subrogation, salvage nnd recovery expenses; fod Declimiory Judgment Brpense.

+ “Declavetory fudgmenl Bxpense” i3 defined ae a1 expensoy ineuwed by the Company in
cosection with declavatory judgment actions brought fo determing fiw Company's definss
andlor indenrdfeation obligations that ae ailocable to sptcific bonds and clatms or allsged
elaims subjeet to tds Apreement. Decluratory Indgment Exponse shal by devmed to havs
been incurred by the Compeny on tha dals of the oripined loss G any) giving rise to the
declarsfory fndgmeot action, Salaries o Lemployers of i Company, 2ud nopmal o Sice
expense, shall be excluded from Loss Adfustment Bxpenso,

F. Nothing hersin, howover, shall be constnied ta mgan fhat losses me pot yesaw TR
berevinder until the Company has avelled lself of 2 eoileteral and obligations sup,

R REE S RS R
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AREICLE VIR

PREMIUM AND COMBMEISSION:

A

"The R einsuces shell recelve its proponionate share of 30% of the Company’s applizeble
Gross Met Written Prenviun) Incoms fess o provisionsl ceding commission of 2.5%, which
Tepresents an estimats for taxes andfor asscesments. The Company shall render to the
Relncurer a statemoent of actinl taies and assessments a8 Soon 2¢ possible aficr the
explratiots of eath vnderwriting year. if'a retwm of contaission i owed to the Relnsuns,
the Company chall remit payment witk e statement. 3f additional comumdssion is owed the
Company, the Reinsurer sholl make payment within {icen (15) days afier receipt of the
stréeroenl. .

B.  “Gross Net Writlen Preivm Jncotne™ shall be defined 25 £105s rates on original bonds, fess

caneellations and rehumns, .
ARTICLE XX

ACCOUNTS AND REMITANCES:

Ao The Company shell rerdder 2 monthly account within, sitty (60} days afier the cad of each
month, summarizing (he foliowing mformation veleting 10 refasiranss covered under this
Agreement during the gaid month:

1. Gross Net Written Premdum ocoms:

2. Ceding conmoission;

3 Slatement of apgregals poid Losses and §Loss Adjusiment Fxpemrey

4. Stalewncnt of culstanding Losses and Loss Adjastoarst Expetiss, 20d detaits of ol
Losses,

B.  The Company Sull pay any prevainm due the Reinmrer, ned of ¢odfng commission, with the
monthly acoount.

€. The Company shall sabiait (o the Retnsurer a monthly risk bordereon, within sixty (60) days
alter the eud of each enlendar month, in a femat aveeptable to both parties.

ED: 0127103 Poga§ of 15
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ARTICLE X
OFFEET:

The Company and the Relotures may offtet any balance or emount due from ons pary o the
other wnder this Apreement or any othor agreempnt herelofore or boreafler mtered into batween
the Corapany end the Relnsurer, whethar acting as assoming reinsurer or seding company. This
provisen shall not be nffecied by the isolvency of sither parfy 1o this Agreement.

ARTICLE %I
EXTRA CONTRACTUAL OBLIGATIONS:

A, This Agretment shall protect the Company for sny Exira Contraciual Oblipations. Thederm
“Extra Contractuat Obligations iz defined a5 those lishilitics aot covered tnder any other
provision of {his Agreenioni and which arse from the handiing of amy clajm on business
covernd hereunder, snch linbifitics arising because of, but »ot Timdted do, the Dbllowing
failuze by the Company to seftle within the bond Smit, or by reason of alleped or actual
nepligenre, fad or bad faith in rejocting an offer of setilement or iy the prepasotion of the
defenss or I {he tal of any action agsinst Hs insured of rednsured or In the prepazation or
prosecution of an appeal conseqisat upon such asticm

B.  The duls on which any Bxtra Costractual Obligation s inwured by the Company shall be
dromed, I all sieumslances, to-ba the date of the ariginal disaster and/or casuaity,

C.  BHowever, this Article shall not apply where the loss has been inonrred dus to fmud by a
member of the Board of Directors or 8 corporate officer of thes Company acting individially
or voliectively or in collusion with any individual or corporation or any ofher onantzation
or party involved in the preseniation, defense o setllement of any ¢labm coversd herevmder,

_ ARTICLE X1l
EXCESS OF ORIGINAL POLICY LIMITS:

A, This Apevment shall protect the Company In counection with Toss in excess of the Hmit of
fi= ordgiwl bond, sash loss i exouss of the tmit having been incamed bepass of faffure by
it to settly within the bond limit or by reason of alloged or achunl negligenee, Faud oo bad
faith in rejecting an offer of sottlement or in the preparation of the tefense or in the kil of
any pofion againat Hs jnsured or rewsured or ta the prepiration or prosecutios of an appeal
comseguent upon such antior

B, Howewver, this Acticle shall not apply where the lass ies been inumed dus fo fomvd by 2
memberof the Board of Direclors or 2 carposste officer of the Compatyy acting individonlly
or colisotively or in collusinn with wy individua] or eorpomifon or any ather osgantzatid
orparty involved In the prosentation, daftnss of settlemeat of ary claim covered e, ¥

piti i) v i)
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€. For the poypose of this Aricls, the weord Moss®. shall mean oy amounts for which the

Cuorapany would have been contractnatly lsble 16 pay bad it not been for the limit of the

. oieinal bond. :
ARTICLE XK

ACCESS TO RECORDS:
The Reinsuset o its desigoated !t;.prmmtnﬁvas shall have fien access o the books and records of
io Compary on matiers yelating fo this relnsmamer at 2l ressonpble fimes for the pmpestt of
ohininbeg informmation concestdog Gils Apresment or the subject matter hereof .

ARTICLE XIY

¢ ERORS AND ONWISSEONS:

Axny nadvertent delay, omissinn or error simlt not bs hedd lo relieve either parly horeto from any
Hability wiich would attsch do 3t heresnder if such delay, ornission or tmor bad oot been mads,
provided such omlsslon or ¢mor Ia vectified o5 oo ns possible after discovery.

ARTICLE XV

CTAXESt

n considoration of Ibe terrns under which this Agreoment is issued, (he Company updertakes not o
claim any deduction of the premitwn hereon when making Canndian tax reims or When making tax
reiums, other than fncome ot profile tax Tetnms, o any siale o toailory of the United States of
Ameics or 1o s Distdct of Cotumbia,

ARTICEE X¥1

FEDERAL EXCISE TAX:

(Applicable 1o fhoso Reinsuris, sxeepfing Linderwriters st Rloyd's, London and other Relosurers
exempl fimn Federal Exuise Thox, who e domieiled outsids the Undted States of America.)

A The Relnsmer hiaa agreed o allow for the purpose of paying the Federal Bxoise Tax ihe
applicable percentage of tha premim payable hewwon (a5 Imposed under Section 4371 of
the Ingerhal Revenue Code) (o the extent suth premium §5 subject fo the Federal Excise Tax.

B,  Inthe event of nuy retmn of premiom bocoming due hescunder the Reinsres will deduct e
applicable porcentape Gbm e rehurn preminm payable hreeon and s Company or fis
agent should take steps to recover the tax; fiom the Uniled States Govennmenlt, faa

EL; Q1ET03 Page7 ol 15
(CAEoniactiarcn \06-03-5116 K)




=
il

- P i fomey FrEn “¥E
it B e e - B S E s R R - R

G0R60-06-03-5116
ARTICLE XV
CORRENCY:

A, Whanever the woem “Dollars® or the “5* sign appeass In bde Agreement, they shall be -
constirue] to mean Uniled States Dellars and all ansations under thip Agresment shall be
in United States Doljass,

B.  Amounts paid or recelved by the Company in any ofher citrrenty shall be converied to
Utriled States Doliers at the: rate of cxchange af the dale such tramsacfion is cotered on the
books of the Compary.

ARTICLE XVt

SERVICE OF SUIT:

{Applies onty 1o Relnstixers who ara dorieiled cutside of the United States and/or vnmutharized in
any staic, foretory ar districl of the United Statos having jurisdiction over the Company, The
provisions of this Axlicle ars not intended to confliot with or overide fhe obligations of the parties
to arbitmts thelr disputes, as provided for in The Axbitrotion Adicle)

A, It is agroed that in the event of the fajlre of the Rulnsurer hereon o parfona (heir
. obligations horotmdey, the Reinsurer hervon, af the roquest of the Company, will sribmit fo
the junisdiction of a Cowst of compeiot jurisdiction within the United Statss, Nothing
this Clonse sonatitites orshould be undersfood 1y constire & waiver of the Relntures's
Tights te comuaenca an action in any Coorl ef competent jurlsdivtion in fhe Uikted States, iy
remprve & sction lo 2 United States Distriot Conct, or to seek 8 hansfer oF 7 cass fo anothey
Cowt as permitted by the kws of the United States or of any Stete in Ho Unfted States. Itis
furthor agreed tht service of process in such sult may be made upan Messs, Mendes &
Mount, 750 Soveath Aveans, Now York, New Yotk 10019-6829, and that In T
institnted, the Relnsner will abide by the fine] decdslon of such Cowt or of sny Appeliate
Court in the pvent of ag appeal.

B, Therzbove-ntmed are authorized and diseoledt (o acoept seevics of prpcess on bebatfof the
Reluswer in any sach suit amffor upon the request of he Company o give written
undertaking & the Company fhat taey will sater 2 genewl appaatipee wpon the Reingoma's
bebalf #y e even! such 2 snit shal) ba nstitted.

« G Puthe, pummt 10 sny statmie of my siuis, terdtory or distriot of e Unlted Stados whivh

makes provision therefor, the Reinswar bewon beschy designates the Spperintendent,
Comrrdssioner or Dyirector o finsurance or other officer speciiied for that puposs in fhe
mqwﬁssmrorwhﬁmqmmmmﬁhwﬁﬂmmm -y
maybcsmedanylawfn}pmcmﬁ:anyacﬁon,mﬁtwpmmedh:ginsﬁhﬁuabyormbd:g‘ig. .

of the Company or xny Trocficlery herounder acising out of s Agreement, and horcdy, 40

designates the above-pamed ns tite person to whom e saitt offiver it mnthorized by ml #
smeh provess or a tiae copy thereof, .~=
%
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ARTICLE XXX
UNAUTHORIZED REINSURANCE:

{Apptics only Lo & R einsurer who doss n ot qualify for fult edit withany insurnce regulaingy
srthority freving judedicHon over the Company's reserves.)

A As Yogards policies or bonds issned by the Compeny coming within the scops of 1his
Agreement, the Company agrees thal when it shalt file with the inswrance repubatory
anthority o1, kek op on its books restrves for noearbed premita and lotses covemd
herennder wiich it shall be required by daw to set up, i will forward to the Relnsurer a
statemont showing the proportion of $tek reserves which i3 apphcabls to the B cinmrer,
The Relngnrer hereby nprees to fund suoh reserves bn reepeot of unearned preminm, known
ontstanding Insses thal have been xeported fn the Reinswer and illocaiad Joss adhustment
expense yelaliog thereln, losses: Invuged but not reported, and Jusses and allocated loss
#fjustment expeaso paid by the Company bat not recovered fom the Refnsurer, as shown jn
the siatement preparsd by the Company (herclmfler teferred to a5 “Reipares™s
Obligations™) by furids withheld, cash advances ora Yetter of Credil, The Reldsirer shall
have ths option of delennining the method of fimding provided il s accoptabie to the
insuraneb repyiatory autherities having jarsdiction over the Company’s resevrves,

B.  "When funding by a Letter of Credit, the Relnourer agroes 6 apply for zud sseurs fimedy
delivery to the Compauy of'a clean, imevocsbls and mmeondiottsl Letlor of Credit fssued bry
a banle and contaning provisions acesptable to the inmrmes regulatory authorities having
jurisdiction over the Company’s yeserves b an amonnt equa 1o the Relusorer™s proportion
of s¢id reserves, Such Letter of Cretlit shall be issued for 2 period of not tess fhan one year,
and shall he sutomatically cotended for ong year Bom fts dats of etpiration or any future
expiretion date mlsse thidy (30} days (stély (50) doys whers regnired by Insirance
wegaletory antborities) prior (o any expirfon date the issning bauk shall notify the
Company by eertificd or repisterad mail that the fesning bank eleots 1ot to considerthe
Letter of Credit extendoed for my additional peripd,

C.  The Reinsurer end Compeny spres thet the lelers of credit provided by fhe Reinmirr
purstant o the provisions of this Aprcement may bo deawn vphny 2 zoy time,
nutwithstanding any other provision of fhis Apcement, e bo vtifized by the Cowpany or
any successoy, by opertion of Jaw, of the Compeny inchiding, without Losdtation, ony
Sisuidator, sehabilituior, recsiver or consevater of the Company for the following parposes,
wpleas otherwise provided for in a separats trust agreement:

1. Io mimburss the Company for the Refnsocer's Obligations, the payment of which is
dae undes the terms of this Agreement and which hes not beon otherwise paid;

2 lﬂmakamﬁmﬂofswmmwiﬁchisinaxcessbrmcwmnlammﬂquﬁwdb

ttie Reinstaer™s (lrligations wdler this Agrecment;

ED: DZH3 Paged of 15
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. to fund an account with the Company for the Ralnrurer’s Obligations, Suck cash
depsit shal] be held In su interest bearing account sepirte from The Coropemy's
oftrer assets, and inderest thereon not in excese of the prime tate ghall accros o the
benefit of the Reinsurer; ’

4, to pay the Reinsurer’s share of any other amounts the Company claling te dve under
this Agreement, ‘

D, Inthe event the amount drawn by the Company on any Lstier of Credlit is in sxceas of the
echua) amormt respived for 1. or 3., or in the case of 4., the schua! sraormt detasmined to bs
dug, the Ca y shall proxoptly retum 1o the Refosuer the cxeess amoumnt so deewn. AR
of the fregoing shall be applicd witheut diminofion becsues of ininlveacy on thé part of
the Company or the Rensurer,

E. . Thoissving bonk shall have no responsibility whitsosver it comection with the propristy of

withdrawals made by the Company or the disposition of fiunds withdsawn, except 16 tasure
that withdrawals are made duly vpon the onder of propesty methorized representativey of the
Company.

F. At mnmal intervals, or mors fequently os apread bul never more Bequenity thm quacterly,
the Company shell preppre # specific statemint of the Relngorer™s Obligations, for the ol
purpose of amending the Letter of Credit, in the followlnp mamer:

1L If the slatement shows thet the Relnsurer's Obligetions oxeced the balanes of credit
#s of the statemnent date, the Reinsurer shatl, within thirty (30) days afier roceipt of
. mofice of such cxeess, scopre dolivery to the Cowpuny of an smendment io the
. Lettey of Creddit incieasing the amount of credit by the amonnt of such difference.

A I, bowever, the stafement shows that the Reluswrer's Oblipations are Jess then (he
balance of credit es.of the stattmeat date, the Company shall, within (sty (30)
afict roreipt of written roguest for the Relusurce, release such eyoess oredit by

agreeing 1o secire v ameadment to the Letlr of Credit reduclng the amout of

: ' credtit available by the amount of suoh exocss oredit.
ARTICLE XX
IRSOLVENCY:
A Inthesvent of the insolveacy of ons or more than one of the Company{ics), fhis reinnuauce

shall bo paysble direetly 1o the Company(ies) ot 40 ils Houidator, recelver, or stobdory
sioczssor on the basie of the lsbitity of the Corapany(les) withont dipihution beoanss of

e insolvenioy eof the Company(ics) or becmse the Huuidator, reoaiver, couservaior of

statatory successor of the Compumy(ies) Fas falled {o pay all or o portion of any duira, R is
ugreedd, howsver, that tie Hqnidator, receiver, conservator or statutory sacesssor of e
Company(les) shalf pive written nofics to the Reipsirer of the pendenty of a olatm ap5

ED: 0347708 ' Page DI T3
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the Company{jes) indicating the polioy pr bond refusured widch clsim would invelve a
possils Hability on the part of the Refnsurer within 2 réasonable fime after swch clmim is
filed in the conservation or Banidation progeeding or in the woeivership, and that during the
penidency.of such. elaim, the Reinemrer may investigata such elrivo and Intesposs, u¢ ils own
expeast, i he proceeding whers such oleim it to be adjudicatnd, any deferss or deftnses
that it may desm available to the Companyfes) o its Hyuidater, reeciver, constrvatot of
siatudory saocessor. Fhe expease ths frturred by tha Rebstrer shafl be charpesble, suljoct
to the approval of the court, against the Companyfies) 2s part of the expente of cometryation
or Bgmidation 1o ho extent of a pro ralx shere of the bonefit which may scome 1o the
Company(ies) solely as 4 result of the defbnse wadsiaten by the Rednworce.

B.  Whete two or more reinsirers ars hrvolved in the sams elaim and a majority in interest elest
to intrapose deftiss 1o such thaim, the expease shall be apponioncd i sczorfanes with the
tezms of thizs Agrerment as thongh snch expense had bren fwcucred by the insolvent
GompanyGies). .

C.  Ttis further uaderstood wnd agrced thet, in the event of the isolvency of the Corspany(es),
the reinsurance under this Agreement shali be paysble directly by the Reinsurer fo the
Company(ies) of fo its liquidutor, recolver or strbuiory suocessor, except as provided by
Seution. 411B(3) of the Mow York Insurarwe Law of excopt (a) where 4his Apreement
specifically provides annther payes of snch reinsuranee jn the cvent of the salvency of the
Corapany(ios) or (b) where the Relnsneer with the ehnsent of the direct fnsued o fnsureds
has ssmumed such bond cbligations of the Companyfies) sy direct obligations of the
Reinsares t¢ the payees wnder such policies aod in ‘substitution for the oblipations of the
Company(ies) to suck payess, -

D, Should the Compury{ies) go inlo Hquidation or should 2 yecoiver be appointed, alt smonnts
dus cither Company{ies} or Retramer, whether by veason of premium, Josses, oy otherwise
under this Aggeenornt (whether such Agreemont is all assumed or coded), shal be sybject to
the right of offct af any Hme myd fiom Hme o Hme, and vpon the exeiss ofthe sumia, only
the net bataucs shall be dee.

ARTICLE XXX
ARBITRATION:

A.  Asu condition precedent to wy 1ight of action bereunder, sy dispate arising cadt of the
inferpretafion, perfomence ot hreach of Wis Agrecmont, including the formation or validity
theseof, shall bo submitied for desisfon & a pane] of thres atdteaiors, MNotios reqiiesting
arhitmtion will be in writlyg and sent certified or repistered mait, retum recefpt requested,

B.  Ons atbilentor shall be chosen by cxch party and tha two athitators shall, before instituting .
the hoardng, choose at Impertial thind mbitetor who shall preside at the hearing. I efthdry |
party ails to sppoint ils acbitrator within thirty (30) days after belng requested lo dosob -+ **
ihe other party, the latier, after tsn (10) days notics by centified or togistered tmail oY
Inteniion to db so, may appoint the sceoed abitmlor.

BT ON2T03 Page 17 of 18
Vot MareoVE-03-5116.X)




o A

[
ti

:

(P60-06-03-5116

TF the two arhitrators are washle to agree upon the thind abitetor within thirty (30) daye of
thelr sppofatment, the fhind abitmtor shalt be sslected from & Lisk of sl Individoals (tires
named by sach arbiteator) by a fadpe of the feders] distict cond having hnisdiction svar the
peopraphica] area in which the ahitmfion is (o take place, or i .the Redernl cowl deckipes 10
sot, o sialﬂmndhavﬁig peneral funisdiction in such aves.

All arbitmtors 'sha.ﬁ be disimterested. active or former executlve officers of insurmce of
reinsorence companies or Underwriters ot Lioyd's, Lemdon.

Within thicly (30 days after nofice of appointment of alf sibitrators, the penel shall mect
end determine thoely periods for briafk, discovery procedimes and sehedules fcrhqalings.

‘The pamed shall be wolieved ofall judivial fupmality and shall not be bound by the strct rules
of prozedore and evidenct. Ynless the panc) ageees otherwize, acbiteation shall teke placs in
Relling Meadows, [ilinols, but the venue may b changed when desed By (e paced to be
in the esl intercst of the arbilration provesding. Insofar 2 the acbitration pandl looks to
substantive luw, it shall consider the law of the Siate of Tlinois. The decition of any two

- ~iand T TN i TR fatcs
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arbitrators when rondered in writing shelt be final and binding. The pauei is empowered 10

prant irteim relief as i vosy decna appropriate.

Ths panel shall muke |13 dedsion oonsidering the eustom and pmctice o ftbs applicabls
nsurancs sod refnsurance business as promptly as pussibls following e termination of the
hearings. Judgment upon the award may be entered in mmy eourt haviag jurisdiction thereef.

If more than one Relnsurer is involved in arbitration wher thera are aommon. questions
of law or faet and a possibiiity of conflisting awandy or inconsistont resulis, «ll such
refnsurers shall constitule sud acl 2z one pady for puposes of this Article snd
gommeications shall be mada by the Company to ech of the relnsirers constitvting the
ont party grovidsd, however, that nothing thersin shall impair tho sdghts of such
reipsvrers {o nssert several, mther thaa joinl defenses or claims, por be conastreed as
chianging th Hability of the weinsveers under the fomns of this Agrectment fiom several to

joint.

Each party shall bear the expense of ils own arbileator end chall jointly and .equalfy bear
with The other party the cost of the'thind arbitralor. The rergeining epste of the arbitmition
shanbcaiiocalodbyﬂwpmcl The panel may, ot ifs diserction, swasrd such fmtber cosls
apg mtpensesasrtoomdcxsappmmahe, inchuding but not Hofted to altomeys fees, (o the
extent permitted by law.
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ARTICLE XXIT
INTERMEDLARY:

Madden Lanc Intermedisries USA, Ino. i5 hereby rocognized us the Tntzrmedinry negotiating this
Agreement for all business horeander. Al communications Gnoloding but not Bmited to potiues,
' diefements, promiom, woinn presginm, commiscions, faxes, lnses, lose adjdment xpense,
salvages aid Joss sefilemants) yelating thercto shall be transritisd to th Company or the Refomer
throngh Maiden Lane Intermediarios USA, ioorporated, 600 Weat Gemnetown Pike, Buile 270,
Plyiouth Mecting, Penmsylvaniz 19462, Payments by the Company to the Iitsrmotdiacy shall b
deemed lo constituie pryment 1o the Relnsarer: Paymoents by the Refnsurer to the: Inlemmediery shnli
be deensed to constilute payment to the Company enly to e axent that such payneals are actoally
recatved by the Company. ' } .

| ARTICLE XX1iX
GOVERNING LAW:
This Agreement $hell be poverned by and interpreted in acoordance with tha laws of the State of
Iitinols, T1S. AL
ARTICLE XXXV
SEVERAL LIABITITY NOTICE:

The subsctbing reinsytess’ obligations uder contracts of seimsarmes to which they subsoribe ax
several and not foint and are limited solsly to tho extent of their Individual eubscriptons. The
subseriting reinsusets are ol rosponsible for the nibsaiption of any co-subsoribing rebesurer who
for any reason daes not sadisfy all or partof its otligations, .

ARTICLEXXVY
CHANGE YN LAW:

Tha prowisions of thiy Agreement ave based on the bensfits paydtie and other terms av provided for
in Yegisfation sedating to the businest protected hercmmder in the teritaries 1o which this Apreement
sppliss ot 6 eiibolive date of nception of this Agreement. Should any alterations to sueh binefits
or other tetms be mede subsemantly meienally affeofing the bags of his Agreemiat, the paties
beretn agree to ke up for immediate discustion & sutnble revision In the texme of fids A f .
Fuiling agreontent on A revision this Agreament shall oprrat: from the effective date of the dumgg

K
.

of law as if the change: had nof oceumed. c ey
oo
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ABRTICLE X7V
MODE OF EXECUTION:
A.  Thiz Apreement maybeexeﬁutsd b}r.:
1. Aw original written ik signatre of prper documents;
2. An exchange of fagsimdle coples showing the original written ink signatue of
paper dostnents; :

3. Blecironie signature techmology employing computer softerare amt a dipdtel
signature or digitizer pen pad fo capture » peson’s handweitten slgoaturs in sich a
ananntr that the sipnapive s unigue fo the prison signing, e under the sple control
of the person signing, is capable of verificatipn fo suthenticate the Elgnature and i3
Jinked to the docurment sigred o such « mamner that 1f the date s changed, such
sigoature §s tevilidaled,

B. The use ofatyoie ora combination o f'1hese meifiods o F exocution shall coustitute a
Tegally binding augd vatid stgning of this Agreement, This Agressnent may be executed n
o oY more counterpatls, cach of which when duly executed sBall be deemed &t oripingl.
ARTICLE XX V1IN
ENTIRE AGREEMENT CLAUSE:
This A preement shell constibte the entire agreement of the partles with zespeot to the business
being reinsuwed horeumdor and that thers 2cs not nderstendings botwesn the portioe other than ae
wmﬂh&cﬁm@m&m&m@mmuﬁﬁmﬁﬁph&amﬂsﬁaﬂbanﬂlmﬂ
vaid unless made by amendmnent 10.1he Agreemend ind signed by both pariies,
) ARFICLE XXV
SEVERABIFITY:
If any provision of this Agreemnent shall be Tendered illegal or unenforcesbls by the laws,

regulations or public policy of any state, such provision shall ba considered void in snch stats, bt
{his shall not affect the validity or enforcesbility of any other provision of thin Agresment or e

carforeenbility of sack provision in any other hwieBction. RN
P W
BING /
3
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ARTICLE XXX
CONFIDENTIALITY:

Al lergns and eonditions of G Agresmnent amd wiry teaterlidy provided I, the covess of inspeotion
shell b kept confidentin} by the Redrsuror a2 against thind parfies, unless the disclosure i5 required
rusnant to pisecss of law or noless the disclosgs is o the Rebwniter’s Retrogpssionaies, finsuchl
auditors op govering tegulstory bodies. Disclosing or asing ihis iformatlon for any purose
beyond the scope of the Agreement, or heyond the exceptions set forth above, is expressly
forbidden without the prior conseat ofhe Company. '

ED: GUXIN3 Pagz 150815
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ADDENDUM NUMEER 1
'I'hi;; addendum aftaches 1o and forms a part ofthe
ETITERESTE AND LIABTLYTIES CONTRACT
(hereinafter seferrcd 1o as the “Contmet™)
to the
BOND QUIFTA SHARE REINSURANCE AGEEEMENT
‘ Cheroinafier reftred to 15 fhe “Agrecment™)
entored into by wmd betwesn

HARCO NATIONAY INSURANCE CONMIT'ANY,
Rolling Meadows, Dinois
CCCIDENTAL FIRE & CASUALTY COMPANY OF NORTH CAROLINA,
Ralwiph, Notih Caroling
ACCEFTANCE INDEMNETY INSURANCE COMPANY,
Omanhta, Nobraska
ACCEYTANCE CARUALTY INSURANCE COMPANY,
- Orala, Nehraska
AEGIS SECURITY THSURANCE COMPANY,
Hamisburg, Penosylvanis -
AMERICAN SENTINEL INSURANCE COMBANY,
Hanishocg, Pommsylvaniz
atd/or their affiliatrs or subsidiaries

(hexsinafier collcetively referred to as the *Company™)
A
CGOSHAWK REINSURANCE LT,
{(hereinafier veferred to as the *Subseeibing Reipsurer™)
IT" 18 HEREBY AGREED that the instrament attached to this Contract eniitled Bond

{Juote Share Relnsumncs Agrvernont shall be amended In accontants with the provisions of the
sttached Endomstment Number §, effective 85 speoified themio.

ED: 04407703 Poge | pf 3
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IN WITHESS WHERRBOF, the parties herelo have caused this Addendan Mmber 1 tu

be eignsd induplicate by thedr d:.ﬂyautbcnmimpmenmhm

Byibe Company;
HARCD NATIONAL INSURANCE COMPANY,

OCCMENTAL FIRE & CASUALTY COMPANY ORNORTH CAROLINA,

ACCEPTANCE INDEMNITY INSURANCE COMPANY,
ACCRPTAMNCE CASUALTY INSURANCE COMPANY
arlfor thelr nffiliates or subsidiaries

sigedin__Rateigl, e this:

£ dayof _Stpdtmbea,

_, 2003

.AEEHS SECURITY INSURANCE COMPAINY,
AMERICAN SENYINEL INSURANCE COMPANY
andfox their affiliates or subsidiades

Bipued in Handshurg, Peansylvania this éﬁ;_ tay ef é}@ , 2003

EEy D503
Aot et oXH-03-5 1 16.A4d 1
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By fhe Reinsurer;

COSHAWK REXNSURANCE LD,

B 0487703 Foge 3 of3
CCortracty/Hurco/D5-03-51 16.Add 1




. .
weed (el R

wird

s

.

BDR6T-DE-D2-5116

MEMORANDUM OF CHANGES
1o tha
HARCO NATIONAL INSURANCE COMPANTY, ut af
BOND QUOTA SHARE REINSURANCE AGREEMENT

This Budorsmhent Number I, effecfive April 1, 2003, comasing the following revisions (o
the attached Apteeracnl: .

1. The grovp of mivsurcd companies, coliestively referred ta herounder as the “Company™,
bias feen ravised to nclude the folowing: .

Aegis Sesurity Insuranoe Compagy,
Amedean Scoting) Tosurmnce Compmry
and/or their affiliates ov subeidiares,

2, Amicle T, “Husinzss Coversd™, Section 1Y, with réspect to State Bail Bopd business
waitten in e states of California, Texas and Florida has been ndded.

3. Agicle V, “Limit and Relentjon”, Section I, which applivs spesificaily to State Bail
Band business wiitten in the states of Califorma, Texas and Florids bas been added. :

ALL CYHER TERMS AND CONDITIONS REMAIN TTNCHANGED.

BD: B4RD3 Page Dl
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ENDORSEMENT NUMBER 1
This Bndorsement aiaches to 2nd forms a pait of the
BOND QUOTA SHARE REINSURANCE AGREFMENT
(hetolnafter mierted 1o 45 the ¥ Afrccmant®)
entersd into by M:betﬁm :

HARCO NATIONAL INSURANCE COMPTANY,
Roiling Mradows, Tlinols
OCCU)ENTA.L FIRE & CASUALTY COMPANY GF NORTH CAROQEINA,
Raleigh, North Carotnz
ACCEPTANCE INDEMEITY INSURANCE COMPANY,
Dmaha, Mebraska |
ALCCEPTANCE CASUALTY INSURANCE COMPANY,
Omahe, Nebraska
andfor their affiliates or subsidiaries

{hereinafter collestively refered to as the "Company™)
and

The Bubsetibing Reinsures(s) exeruting the
Inlerests and Lisbiities Contraci(s)
attacking fo eod forming 2 pari
of this Agresment

(hereinaftar roférred to as the “Relusurer™)

IT 1S HRREBY AGREED thet, effsutive 12:01 AM, Bastern Standard Thme, Apt {,
2003, (bis Apgreement vrill bo aended as follows:

1. The reinsured companics heveon, sollectively seferred o 248 the “Cormpany™, shall b
raviscd to fnclude:

AEGIS SECURITY INSURANCE COMPANY,
Haristurg, Pemmsytvania
AMERICAN SENTINEL INSURANCE COMPANY,
Hauistnrg, Pomsylvania
and/or theit afiilintes or aubsitdiarics-

Bl 04703 . Pape10f2
CA oo s/ FaensF1-51 16,Hed |
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2. Axticle 1, “Business Covered”, Seation 2, shall be added as follows:
ARTICIE Y

BUSINESS COVERED:

SECTION 2

The Compeay shall ceds to the Reinsurer and the Reinmerer shal} acorpt From the

Cotrpany 4 100%: guota shavs pasticipation of the gross Habiflty of the Company poder

new and renowyl bonds becoming offective et and afler 12:01 AM., Resten Standard

Fime, Aprit 1, 2003, coveriag business chassified by the Comrpany as State Bail Honds

produced and underveritten spreifically for the muwed comgemics Aegls Secnity

Insurance Company, American Sentinet Inssncs Company and/or thelr affiliates or

subsidiarics hy Capjtal Banding Corporation in tho Stafes of Celifornia, Texoy and

Floride, zxeept av excluded in the Exolusions Article of ihis Agresment, mibject (o the

Honits set forth in the Limit and Retention Axticla.

3. Artiele V, “Lirolt and Retuotion”, Section 2, shall be added as folluwst
ARTICLRY

LIvOT AND RETENTION:

SECTION 2:

A This Agrecament shall apply 1o amaximum bond limit of 31,000,800 per bond,

B.  Tho Company shall cede to the Reinsurer nnd the Refnsurer shall nooept from the
Company & 100% quota shepe participation of fhe Compeny™s loss and logs
adjustment expenss nnder enh bond.

C. It 15 wnderstood that Hares National Tosirancs Company (8 pamed * Company”

hereon) shall relain a 25% co-participation in the Section 2 subjeot business
vovered by this Agresment.

ALL OTHER TBRMS AMD CONDITIONS REMAIN UNCHANGED.

ED: Q447703 . : Bape 2 of2
CiContrarsn/Elarcp6-DL5116. End |
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ADDENHUM NUMEER 2
This addendum attachies 1o and forms a part of the
INTERESTS AND LIABTLITIES CONTRACT
(hrreinafier raforred to as the “Contragt™
o the
BOND QUOTA SHARE REINSURANCE AGREEMENT
(heselonflor yeferad to as the *Apgreement®)
cntered fnto by ot bﬁflwcen ' -
HARCO NATIGNAY. INSURANCE COMPANY,
Roliing Weadows, Nimnis
OCCIOENTAL FIRE & CASUALTY COMEPANY OF NORTH CAROLIMA,
: Raleigh, Nosth Carvlina
: ACCEFTANCE IMNDEMNETY INSURANCH COMPAINY,
i, Nebroska
ACCEPTAHECE CASVALTY INSURANCE COMPAINY,
Omaks, Nebrasks
ARGIS SECURITY INSURANCE COMPANY,
Warrishurg, Peansylvania
AMERICAN SENTINEL INSUBANCE COMPANY, *
Harrishurp, Fesnsghvania
andfor their affitiates or sabsidiaries
{hesoinaficr collectively sefered 10 s the "Compamy™)
and
GOSHAWEK REINSURANCE FXMITED
(aexcinatier referred 1o as the "Sibsoribing Retesnres)
Ir 18 HEREDY AGREED fhal the insirument attached to this Coptant entiffed

Bond Quota Share Reinsurance Agreament shall be amepded fn sccondance with the .
provisons of the attaghed Enforsemoent Number 1, effedtive as spetified therein, .

ED: 058703 ) Page 1 o3
Cyfontets/Hnco/0603-51 16, Add 2 REVISED




Y u,/.%
it

ained s WG pemad ol i P sl sl

D0S§0-04-03-51 16

IT 15 HEREBY FURTHFER MUTDALLY AGREED that, effective 1501 AM,
Fastern Stagard Time, Kay 30, 2003 the Subscribing Relnswer’s parficipation in the
busigess covered specifically smder Bection 2 of Arficls T, Busioess Covered, of the
Aprenmeont altached fo thiz Confract shall be eancelled i secordance willh the fams and
provigions et forth i paragraph B. of Adicls IF, Tarm md CanotHation, of the Apresment
attached.

N WITHESS WHEREQE, the pufies hicicto bave caused thiz Addendum
Yumober2 tobesigued in doplicete by their duly suthitnized seprescatatives.

fhe Cornbariy:

HARCO NATIORAL INSURANCE COMPANY, .
QCCMENTAL FIRE & CASUALTY COMPANY OF NORTH CAROLINA,
ACCEPTANCE INDEMINITY TNSTURANGE COMPANY,

ACCEPTANCE CASUALTY INSURANCE COMPANY

and/or their affilinstes or subsidiaties

Signed In ﬂu_’[eﬁ;ﬁl\} e this gih day of Sop lembics 20hs

B O:P“{

AEGIS SECHRITY INSURANCE COMFPARY,
AMERICAN SENTINEL INSURANCE COMPANY
andfor thetr affilisfes or sutsidindes .

Sigawetin Harrisburg, Permsybvania fiis__f¥ __ dayof W ,2003

Bz 050103 PogeTol3
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By the Reinsores:
GOSHAWK BEINSURANCE LIVETED

Sigaed in ﬁMmr-Ith’\ m"?n‘- dayof dﬁ , 2003
74

ED: 03/01/03 Page 3 of 3
OofConiractsHprealD6 03516 AL LREVISED .
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MEMORANDUM OF CHANGES
tor this
HARCO HATIOHAL INSURANCE COMPANY, ee gt
- BOND QUOTA SHARE REINSURANCE AGRERMENT
“Fhis Endorsemént Number 2, cffective Apti] 30, 2003, containg the following revisions
Lo the atkeched Aprecncats
1, Tha group of reinstred dodpanies, coltectively rsferred to hesconder 2 the “Compmy",'
bas bemtevised inthat the following ¢ ompanios and/or thele 2 (Tiliates or ¢ whsidimies
have heen removed:

Acggis Seoudity Insurance. Company,
Anerican Banting] Insurunce Company.

Py

» % Adicle 1, “Business Coverod”, Section T, with respest to State Bail Bond Jusiness
writton in the stales of Californin, Texas end Flovida hat beon deleted.

3, Axticde V, “Limit and Retention”, Section H, which appiies epecifically 1o State Bail
Bond business wrilten in the states of Califorta, Texss and Florida has heen delcted.

ALL OTHER TERMS AND CONDITIONS REMAD UNCHANGED,

e
5
Byt
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ENDOUSENMEIE OMERR 2
[his BEndorsemend attaches lo and forms o part of the:
BOND QUOTA SHARE RETNSURANCE AGREENENT
(hbrinafter veffared I s the “Agresment™)
entered intn by and between

- HARCO NATIONAL INSURANCE COVIPANY,
Rolting Meadows, Hifmois
OCCIIENTAL FIRE & CASUALTY COMPANY OF NORTY CAROLINA,
Raleigh, North Caroling
ACCEFTANCEINDEMNITY INSURANCE CONPANY,
Omaha, Nebraska
ACCEPTANCE CASUALTY INSURANCE COMPANY,
Omehz, Nebraska
AEGIS SECHTUOTY INSURANCE COMPANY,
Hersfsburg, Pennsybvania
AMERICAN SENTINEL INSURANCE COMPANY,
Haistuag, Pannsylvania
and/or thedr affiiates or subsad‘anm

(hervinafter collectively raferred to as the "Company")
and

Tho Subscribing Resmoi(s) exeiing the
Intterests and Eiabilities Contruet(s)
attaching t end forring a part
-of ihiy Aprotment

thereisafier refrered o ax the: “Rednsurer™)

ot }é HEREBY AGREED that, offective 12:01 A.M., Eastern Standard Time, Apail 30,
2003, this Agreement will be aaended a2 ftfows:

EIn B4/0783
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1. The Rllowing compmnies shedl be deleled fom the b of reinsured companies,
coflectively r‘equrex.{ (0 a5 the “Comipany”, undat ihis Agreement:
AECIS SECURITY INSURANCE COMPANY,
. Hezrishurg, Peongytyania
AMERICAN SENTINEL INSURANCE COMEANY,
Haurrishurg, Penpisytvania,
andlor hedr affilistes or subsidimies

2, Arficle I, “Business Covered™, Seofion 2, shall be dejeted:

3. Asticle V, “Limit and Retention®, Section 2, shall bs defeted,

ALL OTHER TERMS ARD CONDITIONS REMA R UNCHANGHD.

ED: odl0TAn Papi:2of2
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