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I, DAVID E. WILSON hereby declare and state as follows

1. I am the Chlef Executive Officer and Special Deputy Insurance Commrseloner of
the Conservation & Liquidation Office (“CLO”) of the California Department of Insurance
(“CDI”y and have held this position since 2005, when I was appointed as CEO of the CLO by the

California Insuraﬁ_ce Commissioner and conﬁrmed by the California State Senate. Prior to the

Conservation of Maj esﬁc Insurance Company (“Majestic™), I was appointed Special Insurance
Examiner to assist the Insurance Commissioner in his ongoing examination of Majestic. Iam
also the Court-appointed Deputy Conservator of Majestic. In the foregoing cacacities Tam
knowledgeable about the financial affairs of Majestic. Imake this declaration in support of the
Insurance Commissioner Dave Jones® Reply Memorandum Ini Support Of Motion For Order
Approving Rehabilitation Plan For Majestic Insurance Company (“Re}rabilitation. Plan”). The
following facts are knoWn by me to be true and correct and of my own personal knowledge,
except to those which I have expressed as being based upon my information and belief, and if
called upon to .tesrify thereto I would and could competently do so.

2. Attached es Exhibit A hereto is a true and correct copy of the Quarterly Statement
as of March 3 1,2011 of the Condition and Affairs of the Majestic Insurance Company
(“Quarterly Statement”). Accordlng to the Quarterly Statement, over the first quarter of 2011,
Majestic’s surplus as regards pohcyholders dropped from $57.9 million as of December 31, 2010

to $43.3 million as of March 31, 2011, without accountmg for the $46.4 million reserve

' deﬁciency calculated by CDIL Ex. A, p. 3. When Majestic’s reserve deﬁciency is included in the

calculation, Majestic’s surplus at the end of March 2011 was negative $3 million. Ex. A, p.6
(note 1). The decline in Majestic’s financial condition is attributable to losses incurred by
insurance operations of approximately $1.5 million per month, the write-off of certain of
Ma_] estic’s equipment leases, and certain other factors

3. The decline in Majestlc s surplus over the ﬁrst quarter of 2011 highlights the need
for the expedltlous approval and 1mp1ementat10n of the Comm1ssroner s Rehabilitation Plan,
Unlike a hfe insurance company, which may be able to operate its business under conservatlon
for many years without materially harming its policyholders, Majestic, as a workers’
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compensation insurance provider, risks serious damage to its enterprise value with every passing

week. Life insurance companies base their business on lifelong policies, however Majestic’s -

; pohcles typlcally have only a one-year duration. As a result, even Majestic’s long- term

pohcyholders can readlly abandon Ma_]CSth if they percelve a I‘lSk to its financial stability. The
viability of the Rehabilitation Plan relies on the ability of the Commissioner, as Conservator, to

maintain the enterprise value of Majestic. With any substantial delay in the implementation of

- the Rehabilitation Agreement with AmTrust North America, Inc. the Commissioner’s ability to

implement the Rehabilitation Plan will evaporate, resulting in a forced liquidation of Majestic.

4. The failure of the agreement (“Merger Agreement”) under which Majestic would

- have been purchased by B_ayside Capital Partners LLC (“Bayside”) was not the result of delay on

the Comumissioner’s part in providihg any necessary approval. Rather, the Merger Agreement fell
through when Bayside was unéble or willing to remedy several deficiencies in the Merger
Agreement and chose to revoke its offer to purchase Majestic. On September 241., 2010, while the -
CDI’s éxamination of Majestic was ongoing, Majestic entered into an agreement with Béyside |
under which Bayside would merge with Majestic Capital, Ltd. The Merger Agreement contained
serious deficiencies. In a letter dated December 6, 2010, the CDI notified Bayside — through one -
of its members, Lancer Financial Group Companies — of several of these deficiencies, including
the lack of viability of Bayside’s plan of operation given the financial condition of Majestic'ahd
the California workers’ compenéation insurance market geﬁerally, the apparent inability of the
proposed management for Majestic to develop or implement a reasonable business plan,

Bayside’s lack of experience in the workers’ COmpemation insurance market, a'nd the lack of
capital commitment by Bayside, which the CDI c'onsidered necessary to correct Majestic’s

surplus and mitigate_ tﬁe impact of impending litigation and settlement costs. A true and correct
copy of the December 6, 2010 letfer is aﬁaChéd as Exhibit B to this declaration. The CDI letter
also notified Bayside that these issues would have to be resolved in ofder to avoid potentiél

disapproval of the Merger Agreement under multiple parté of California Insurance Code section

1215.2(d).
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5. Bayside was either unable or unwilling to remedy these deficiencies. In a March
18, 2011 letter to Majestic Capital, Ltd., Bayside revoked its offer to purchase Majestic citing

“the material deterioratio_n in the Company’s capital surplus . . . the landlord’s final rejection of

[Majestic’s] Parents terms for modification of [a lease agreement] . .. and . . . the adverse

conditions articulated by the California Department of Insurance.” A true and correct copy of
Bayside’s March 18., 2011 letter is attached as Exhibit C to this déclération.

Executed this _Zi:dday of May, 2011, at San Francisco, California.

I declare under penalty of perjury under the laws of the State of California that the

foregoing is true and correct.

Dard & S

David E. Wilson

OHS WEST:261153431.1
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(415)362-7000

(Afsa Code) (Telophons Number)
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LYNN




STATEMENT AS OF MARCH 31, 2011 OF THE MAJESTIC INSURANCE CO.-

ASSETS

TN

IN CONSERVATION

Cument Statement Date

Assels

2

3
Net Admitted
Nanagmitied Assels {Coi. 1
Assels minus Gob 2)

December 31
Prior Yeat Nel

Admilled Assels

a2
2.

Bonds

Stocks.

2.1 Prefened stocks

2.2 Comman slocks

Morlgage loans on real eslale.

3.1 Frstliens

3.2 Other lhan frst Sens

Real eslale:

4.1 Properlies accupied by the company {less $ o encimbrances)
4.2 Properfies held for the production of Income {less§ encumbrances)
4.3 Properties held for sale (less$ .. encumbvances)

Cash {§ 9.201,940 ), wshequwabnls (§ 93,386 )
and shori-term tnvestments (§ 23220) . ...

Conlrac] loans (mcuding$ ... premium noles) ... . .
Derivatives

Other invested assets

Recaivables for securities ...

Secuities lerding remvested coflateral assels

Aggregate write-ins for invesled assels ... . ..

Sublatals, cash and invested assels (Line 1loLina 11} .

Tille plants less § chared off (for Title insurers only)
Investment Income due and accrued

Premiums and considerations:

15 1 Uncofiected premiums and agents’ batances in the eourse of collection

15.2 Deferred premtums agen!s' balances and inslafiments booked but deferred and nol yel due
(inchud 1.472.843 earmed bul unbifed premiums}

5.3 Acaued retrospeciive premiums
Reinsurance:

16,5 Amaounts recoverable from reinsurers

16.2 Funds held by or deposited with reinsured companies

16.3  Other amounts receivable imder reinsurance conlracts

Amotnis receivable relating (o iminstred plans

Current federal and foregn income tax recoverable and inlerest thereon

Nel deferred tax assel

Guaranty fimds recetvable or on deposit

Electronic dala processing equipment and software

Furnilurg and equipment, including heakh care delivery assets ($ )
Nel adjusiment in assets and liabilities due (o foreign exchange rafes

Receivablas from parent, subsidiaries and affikates ..

Heakh care ($ .} and ofher amounts recelvable

Aggregale write-ins for olher than invesled assets

Tolal assats exchiding Separale Accounts, Seqregated Accotnts and Protecled Cell Accounis (Line 12 1o Line 25)

From Separate Accounts, Segregated Accounts and Prolected Cell Accaunls
Tolals {Line 26 and Line 27)

235,818,420

14,688,556 |. .

12,005,608

260,512,584

2,128,303

4,087,648

1,472,843

. 2,092,259

6.532,163

1,311,811

7,696,367
265,784,979

842, 6M

216,687
1222

1311801

447,706
2,531,240

. 262,863,739

25.818.40

11,689,556

12,005,608

260,512,584

2,128,303

3,244,845

1,256,146
1,961,037

6,532,163

7,208,661

257,748,646

15,186,658

212,936,311

2,553.604

2,628,198

581,365
. 2,013,354

5.764,920

8,894,785
. 295,312,450

265,794,979

2,831,240

282,863,738

295,372,4%

DETAILS OF WRITE-NS
1101

1102,
103,

1198, Sﬁmmarynlremammg write-ins for Line 11 from overflow pag
$199. Totals (Line 1001 lhrough Ling 1103 plus Line 1193) (Lina 11 above)

2501. Misceflaneous Receivable .
2502. Advance Policy Surcharges Paid
2503,

298,

{ Receivable
Summaty of remaining write-ins for Line 25 from overflow page

2609, Totaks {Line 2501 through Line 2503 plus Lina 2538) {Line 25 above)

47,706

547737 |.

1,460,924
" 1.656.367

... 441708

41.706

R TN
1,450,924

7.208,664

88

N s
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STATEMENT AS OF MARCH 31, 2011 OF THE MAJESTIC INSURANCE CO .- IN CONSERVATION
LIABILITIES, SURPLUS AND OTHER FUNDS

i 2
S(algl':g:ﬂ)ale Deggbye;;l,
1. Losses (curent acckient year$ .. 10,684,747 ) .. 120,770.057 131,122,718
2. Reinswrance payable on paid losses and loss adiusimenl expenses 67,631 R/
3. Loss adusinen exponses. 5,414,389 25,3391
4. Commissions payable, confngent commissions and ather simflor charges 516,418 1,197,950
5. Other expenses {excluding laxes, ﬂuen'ses and fees) 10.625 574 5,260,102
6  Taxes, leenses and fees {exchwing federal and foresgn income laxes} . L0381 . .. 2,169,088
7.1 Cumenl ledesal and foreign income laxes (inciudng $ on reafized capital gains (fosses))
7.2 Nel deferred lax iabiity '
8.  Bomowed money § and inferas [hereon §
9. Unearned premiums {afler deducling uneamed premiums for ceded reinstrance of $ 1,278,456 and inchuding warranty
reservesof§ ... . Voo . . 1.94,047 7.419,953
10, Advance premium .16 139,83
. Dividends declared and unpaid:
11,4 Slockholders
1.2 Pofiyholders
12.  Ceded refnsurance premiums payable (nél of ceding commissions) 6,774,849 5,784,901
13.  Funds hekl by company under reinsurance Irealies 53.334.1%0 65,954,843
4. Amounis withreld or relained by company for account of olhers 956.413 929,518
15, Remillances and items nol alocated
16.  Provision for reinsurance 829,497 828,497
17 Nel adjusiments in assels and fiabilies due to foreign exchange raies
18 Draflsoulstanding ...
3. Payable lo pareni, subsidiaries and affiliales . 595,847 §43.976
2. Derivatives ... .. b
21 Payable for securities .
22.  Payatie for securies lending
23. . Liabiity for amounis held under utinsired plans
24, Capital noles§ and interest Iheseon §
25 Aggregate wrile-ins for fiabilies 702.836 783.854
% Tolal fiabifities excluding protected ceft fiabilibes {Line 1 through Line 25) 23,523,965 237,430,846
2. Prolected cel fabiives
28. - Tolal abiiiies (Line 26 and Line 27) 239,523,985 . 237.430.846_
29. Agoregate write-ins for spedal surplus funds
3.  Common capital stock 3.000.000 3.000.000
. Prefered capifal slock
32 Aggregale wrde-ns for olher than special surplus funds
3. Swplus notes
3. Gross paid in and contributed surplus 45.950.000 48,850,000
3. Unassigned unds (srplus) (6.610.227) 7,991,604
36.  Less ireasury stock, al cost:
%.1 shares common (valee induded inLine 30§
%.2 " shares relemed {value included 71 Line 31 §
3 Surphus as regards policyhokders (Line 23 rosgh Loe 35, less Line 36) 42.38,713 57,941,6M
B T 282.863.738 285,372,450
LT -
%558§: E)s(;::x:fms;i‘lm{! Reserves over Statement reserves 8410 s
2598. Summary of remaining write-ins for L 25 from overflow page
2589, Tolals (Line 2501 through Line 2503 plus Ling 2598) (Line 25 above) . 702,86 133,854
2901, Exoess of stalutory reserves (Schaduie P)
%: ....... - . ‘ .
2998. Summary of remaining wrie-iits for Line 29 from overfiow page
2993, Tolals (Line 2901 through Line 2903 plus Line 2938} {Line 28 above)
31
...
g% Summary or}emaming wile-ins for Ling 32 from overfiow page
3299. Tolals {Line 3201 through Line 3203 plus Line 3238) (tine 32 above)
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STATEMENT AS OF MARCH 31, 2011 OF THE MAJESTIC INSURANCE CO.- (N GONSERVATION
STATEMENT OF INCOME
1 2 ]
Correnl Year Priot Year Prior Year Ended
to Date fo Date December 31
UNDERWRITING INCOME
1. Premiums camed:
1.1 Divsct {witten § 18,772,301 ) 19,055, 41 28,613,732 94,938,456
1.2 Assumed (wrilten § 1,455,111 ) 1,754,167 112,490 2,685,717
13 Ceded(wnllens 3,961,480 ) 4,805,219 16.605,262 50,509,885
1.4 Nel {written$ 16,265,932 ) 16,003,969 12,120,960 47.014,28
DEDUCTIONS:
2. Losses incured (current acuadent year$ ... #1,108.138 ):
2.1 Oped . 13,14,628 . 21.088,290 11,471,583
22 Assumed 889.209 144,37 1,753,209
2.3 Ceded 3,456, 106 11,805, 160 30,224,148
24 Nel .. 10,586.931 9.347.497 34,000.044
3 Loss adjustment expenses incurred 3,541,268 4,483,680 13,978,990
4. Other underwriting expenses incurred 8.508.244 7.095,886 30.118,548
5. Aggregate wrile-ins for underwriting deduclions
6  Total underwriting deductions {Line 2 through Line 5) 22,617,440 20921197 78,097,583
7. Nelincome of protected cells
8 Netunderwiting gaint (loss): {Line § minus Line & phus Line 7) . {5.513.451) {8.806.237) (31.083.285)
INVESTMENT INCOME
$  Nelimvesimenl income eamesd o 1,570.439 1,961,598 . 6.820,1%1
10 Nel realized capital gains (losses} less capifal gains lax of § (669.076) {1,242,570) 373.070 3.260.100
11, Nelinvestment gain (loss} {Line 9 plus Line 10) 327,869 2,334,668 10,080,302
OTHER INCOME
2. Nel gain or {loss} from agents’ or premium balances charged off {amounl recovered $
amount chavgedcﬂ& %4,12) (633,816) {245, 181) (1.527,783)
13, Finance and service charges nol inchuded in premiums
14 Aggregate write-ns for miscellaneous income (8.674,875) . (2.755) 15,221
15, Tolal other income {Line 12 {hrough Line 14} {9.313.691) (248,946) {1.512,462)
16.  Net income before dividends lo policyholders, afier capral gains tax and before all other federal and
forelgn income laxes (Line 8 pls Line 1 pIus Line 15) (15,549,273) {6,720,515) (22,595,445)
17. Dividends lo policyholders ... o - .
8. Nelincome, afier dividends lo policyholders, afler aphai gains tax and before all other federal ang
fnretgnlneomlaxes (Line 16 minus Line 17} . (15,598,273} (6.720,515) {22.515,445)
9. Fedesal and foreign income laxes incurred 669.076 . . {1.765.444)
2. Nelincome (Ling 18 minus Line 19) {lo Line 22) (16,208, 19) {6.720.515) (20.760,005)
CAPITAL AND SURPLUS ACCOUNT
2. Surplus as regards polucyho!ders December 3 prior year . 51,941,604 15,674,441 75,674,441
22, Netincome {from Line 20} . . {16.268.349) {6.720.515) [20.760.001)
20 Nellransfers (1o} from Prolected Cell accounts .
24, Changs in nel unreafized capilal gains or {losses) fess caplﬂai pains laxofs
25.  Change in nel unrealized foreign exchange capital gain (i0ss)
26, Change i nel defered incoma lax 858,210 1,481,338 6,402,062
21. Change in nonadmilled assets 041,247 914,780 {4.117.251)
28.  Change in provision for reinsurance . 1,169,711 934,363
2. Change in surplus noles . . . .
30. Surpius (contribuled lo} withdrawn from prolecled cels
31 Cumwlative effect of changes in accounting principles
32 Capital changes:
321 Paidin
32.2 Transfered from surplus (Stock Dividend)
32.3 Transfered lo surphis
3. Surplus adjustments’
33.1 Paidin
33 2 Transferred {o capital {Slock DMdend)
3 Transferred fomcapital . . .
3. Netremittances from or {to) Home Office. .
35 Dwidends loslockholders ... ... (33,000} {192,000}
36. Change in treasury slock .
37, Aggregale write-ins for gains and losses in surplus
38. Change in surplus 2s regards policybolders {Line 22 through Line 37) {14,501,632) {3,164,636) (17,732,837
38, Surplus as regards policyholders, as of staleiment date (Line 21 plus Line 38) 43,338,712 72,504,806 §1.941.54 |
DETALS OF WRITE-NS '
0801, .. ...
0502.
0509. .
0598 Summary of remaiing wnte-is for Line 5 rom overflow page .
0539 TOTALS {Line 0501 through Line (503 plus Line 0538) {Line § above)
1401. Misceflaneous Income (243) (2.755) 15.321
1402. y wnte-oft Poticy Admin System (8,574,632}
1400, ..
1498. Summary of rematning srite-ins for Line 14 from overflow page
1499. TOTALS (Ling 1401 tarough Line 1403 plus Line 1438) (Line 14 above} . {8.674.875) (2.75) 15,321
3701. Aggregale Wrile-is for Gains and Losses in Surplus {gross of lax)
37% Excess Reserve over Stalutory Reserve
7 .
3798. Summary of remalning write-i -ins for Line 37 frem overflow page
3799, TOTALS {Lina 3701 through Line 3763 plus Ling 3788} {Line 37 above}
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STATEMENT AS OF MARCH 31, 2011 OF THE MAJESTIC INSURANCE CO.- IN CONSERVATION

CASH FLOW
1 2 3
Current Year Prior Yeat Prier Year Ended
ToDale ToDate Decomber 31
Cash from Oporgtions
1. Premiums collected net of reinsuranca 10.741, 141 10,808,479 52,361,648
2. Nelvesimen| income {395.650) 2,366,456 4,500,361
3. Misceffaneous income (17886 (248.845) (1.512.462)
4. Tolat (Line 1 through Ling 3) 10,324,805 12.924,00 5§9.349.548
5. Benefit and loss retated payments 12,686,834 8,721,754 46,088,278
6. Netlranslers io Separate Accounts Segregaied Accounts and Pratected Cell Accounls
1. Commissions, expensss paid and aggregale write-ins for deductions 7,352,238 - 15,303,470 55,737,567
8. Dividends paid fo policyholders
9. Federal and foreign income laxes paid {recovered) nel of § |ax on tapilal gains {ksses) 212,440 {4.959.712)
10.  Total {Line 5 Ihrough LineS) . 20,040.072 25,243,654 96.846.130
11 Nel cash from operations (Line & minys Line 10} (8.724.467) {12,318, 664) (37,496.585)
Cash from Investments
12. Proceeds from investments sold, malured o repatd
12.1 Bonds ... 24,323,010 24,284,307 215,865,761
12.2 Stocks
12.3 Morigage bans
124 Realeslate
12,5 Other ivesled assels
12.8 Nel gains or {losses} on cash, cash equivatanis and shorl-tem invesiments
12.7 Miscellaneous proceeds . (12.400.790) . T1.84 71.944
12.8 Tolalinvesiment proceeds {Line 12 1 through Line 12.7) 11,822,280 24,38.261 25.997.725
3. Coslof invesimenis au{ured (bng—lenn only)
13.1 Bonds 5.736.290 43.93.24 254,898,027
13.2 Slocks. . .
13.3 Morlgage koans R
13.4 Redleslate . .
13.5 Ofher invesied assels {29,050} 18417 . 4157
13.6 Misceltaneous apphcalions . o
13.7 Tolalinvesiments acqured (Line 13. 1 lhvough Line 13.6) 5.707.240 43.948.791 254,945,554 |
4. MNel increass or [décrease) in contract loans and premium noles
15.  Net cash from invesiments (Line 2.8 minus Lie 13.7 minus Loe 14) . 6,215,040 {19,623,460) 20,992,174
Cash from Financing and Miscafianeous Sotrcea
16. Cash provided (applied):
16.1 Surplus no(es capitalnoles
16.2 Capital and paid in surplus, less reasury stock
8.3 Bong;led funds b
164 Net s on dapost- wnlracls and o&her ‘surance liabilties
Dmdemns posd 4o 33,000 192,000
16 6 Other cash pnmded (appiled) 439 7,583,760 {16.081)
{7 Net cash from financing and misceflaneous sources (Line 16. | through Line 16.4 minus Line 16.5 plus Line 16.6) 1,39 | 1,583,760 {208.081)
RECONCILIATION OF CASH, CASH EGUIVALENTS AND SHORT-TERM INVESTHENTS
18 Nel change In cash, cash equivalents and short-term invesiments {Line 11plus Line 15 plus Line 17) (3.498.098} (24,359,364) {16.712.495)
19. Cash, cash lents and short-term i
19.1 Beginning of year 15,186,854 31,899,148 31,899,149
19.2 End of period (Line 18 plus Ltne 19.1) 11.688.55% 7,539,785 15.186.65
HNote Supplemenlal disck of cash fow information for non-cash
20.0001
20.0002
2.0
20.004
20,0005
20.0006
20.0007
2.0008
20.008
20.0010




STATEMENT AS OF MARCH 31,2011 OF THE MAJESTIC INSURANCE CO .- [N CONSERVATION
NOTES TO FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies

On April 21, 2011, an Order appointing Conservator and Restraining Orders (“Conservation Order™) was
entered by the Superior Court of the State of California with respect to Majestic Insurance Company, a
California Corporation. Among other reasons, the verified application of the Insurance Commissioner of the
State of California requesting entry of the Conservation Order alleged that Majestic was found to be in such
condition that its further transaction of business will be hazardous to its policyholders, creditors and the public.

The Commissioner of Insurance was appointed as Conservator of Majestic and directed to conduct the business
of Majestic. The Canservator is authorized, in his discretion, to operate the business of Majestic, or so much
of the business as he deems appropriate, and to pay or defer payment of some or all proper claims, expenses,
liabilities and obligations of Majestic, in whole or in part, accruing prior or subsequent to his appointment.

The Conservator has continued to operate Majestic’s business in substantially the manner the company was
operating prior to conservation, solely for the purpose of preserving Majestic’s business assels and
going-concern value in order to facilitate a Plan of Rehabilitation for Majestic (the “Plan™).

Immediately after the entry of the Conservation Order, the Conservator filed a motion seeking court approval
of the Plan. . The Plan provides for the assumption of 100% of Majestic’s workers® compensation claim
liabilities by an A-rated insurance company affiliate of AmTrust North America, Inc. (“AmTrust") viaa Loss-
Portfolio Transfer and Quota Share Reinsurance Agreement (the “Reinsurance Agreement”). Under the
Reinsurance Agreement, AmTrust (through an insurance company afFiliate, Technology Insurance Company)
will assume the majority of Majestic’s assets and liabilities relating to its workers' compensation business.
Majestic’s in-force policies and expired policies with reported claims will be novated to Technology Insurance
Company. The agreement between Majestic and AmTrust also provides that all reinsurance contracts providing
coverage for the business written by Majestic shall inure to the benefit of AmTrust.

In addition, the California Department of Insurance (CDI) conducted an examination of Majestic for the period
January 1, 2005 through December 31, 2010. CDI found Majestic’s recorded loss and loss adjustment expense
reserves to be deficient by approximately $40.9 million. Also, due to the increase in reserves, a premium
deficiency reserve was required in the amount of $5.5 million. After these examination adjustments, Majestic's
Risk-Based Capital (RBC) fell within the Mandatory Control Level RBC. The CDI Examination determined
that Majestic was operating in a hazardous financial condition in accordance with California Insurance Code
Section (CICS) 1011(d), These findings were incorporated into the Commissioner’s application for the
Conservation Order.

However, AmTrust’s agreement under the Plan to assume all of Majestic's workers' compensation reserve
Habilities without limit is subject to the Conservator’s agreement to preserve Majestic’s going concern value
(and the value of the operating assets to be purchased by AmTrust under the Plan) by continuing to operate
Further, the assets to be transferred to Technology Insurance Company pursuant to the Reinsurance
Agreement is to be set based on the reserves of Majestic before the above CDI examination adjustments,
Consequently, the March 31, 2011 financial statements do not reflect the reserve adjustments discussed
above. If they were recorded, the “Surplus as regards policyholders” would be a negative of $3,060,227,
compared to the recorded amount of $43,339,773.

Accounting Practices

No change

Use of Estimates in the Preparation of the Financial kStatements
No change

Accounting Policies

No change

Note 2 — Accounting Changes and Correction of Errors

A.

Accounting Changes Other Than Codification and Correction of Errors

Not applicable

Note 3 — Business Combinations and Goodwill

A

Statutory Purchase Me;hod
Not applicable
Statutory Mergers

Not applicable
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STATEMENT AS OF MARCH 31, 2014 OF THE MAJESTIC INSURANCE CO. - IN CONSERVATION
NOTES TO FINANCIAL STATEMENTS

C.

Writedowns for Impairment of Investments in Affiliates

Not Applicable

Note 4 — Discontinued Operations

Note § —~

A.

Not Applicable

Investments
Mortgage Loans
Not applicable
Troubled Debt Restructuring for Credito.rs
Not applicable
Reverse Mortpages
Not applicable
Loan-Backed Securities‘

" The Company uses the trade date for app[).'ing the retrospective adjustment method if is applicable.
Prepayment assumptions for single class and multi-class mortgage-backed/asset-backed securities were
obtained from broker dealer survey values.

Repurchase Agreements and/or Securities Lending Transactions
" Not applicable
Write downs for Impairments of Real Estate, Real Estate sales, Retail Land Sales Operations and Real Estate
with Participating Mortgage Loan Features
Not applicable
Low Income Housing Tax Credits

Not applicable

Note 6 — Joint Ventures, Partnerships and Limited Liability Companies

A.

Detail for Those Greater than 10% of Admilted Assets

Not applicable

Writedowns for Impairment of Joint Ventures, Partnerships and LLCs.

Not applicable

Note 7 — Investment Income

Al

Note 8 —

Note 9 -

Accrued Investment Income

The Company does not admit investment income due and accrued if amounts are over 90 days past due (180
days for mortgage loans).

Amount Nonadmitted

Not applicable
Derivative Instruments
Not Applicable

Income Taxes

A. Components of Deferred Tax Assets (DTAs) and Deferred Tax Liabilities (DTLs):
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SfATEMENT AS OF MARCH 31, 2011 OF THE MAJESTIC INSURANCE CO. - IN CONSERVATION
NOTES TO FINANCIAL STATEMENTS '

The Company recognizes deferred tax assets (DTA’s™) and liabilities (“DTL's”) for the future tax
consequences related to differences between the financial statement carrying amounts of existing assets and
liabilities and permitted tax basis amounts. The Amount of net DTA"s that may be reporied in the financial
staternents is subjeet to admissibility tests established by Statutory Accounting Principles (SAP) and relates to
the Company’s ability to realize the future benefit resulting from the net DTA. Amounts in excess of the
statutory limitations are treated as non-admitted assets and charged directly to Palicyholders’ Surplus. Based
upon the guidance provided by SAP, limitations on business stralegy assumptions that may be realized in the
future as stand alone tax payer and as a member of a consolidated group filing Federal Income Taxes under a
Tax Sharing Agreement, the Company could not satisfactorily conclude that any amount of the DTA could be
recovered in the lime frames established by SAP and has therefore recognized the entire net DTA of
324,164,468 as a Statutory Valuation Allowance and no admitted DTA was recognized as of March 31, 2011.

Az of Mar. 31,2011 As ofDec. 31,2010
Ordinrey Capital Total Ordinary Capital Tom}
Gross Deferrat tax asssets
Discounting ofunpeid losses and LAE 5 5546205 § 5545205 S 60712714 S - 3 607,21
Change 1t uneamed premum reserve 2529733 2,529,203 2,073,386 2,078,386
Nonadmitted essets 1,025,934 1,025,934 1,635,664 1,635,664
Corpentsation, benefit end other accruals 3,348,493 3,348,493 680,706 680,706
Net operating boss (“NOL") carry-forward 12,509,489 12,509,489 9,797,288 9,797,388
Fixed nssets - - - -
Investments 659,820 - 659,820 - - -
Gross deferred lax assels 15,619,674 - 25,619,674 20,263,418 - 20,263,418
Statutory valusiion allowance ("VA") 24,164,469 - 24,164,469 19,081,676 - 19,081,676
Adjusted gross deferred tax nsscls 1,4552058 - 1,485,208 1181742 - 1,181,742
Nonadmitied - - - -
Admitted deferred mx assels 1,453,208 - 1,455208 1181,742 - 1,181,742
Deferred tax habilides: - -
invesments - - - -
IRC 481 adjustment - - 87,054 87,054
Accrued premium sequisition exparse 1,403,793 1,400,793 1,039,150 1,039,150
Rond markel discount 11,207 11,207 27,682 27,682
Fixed assets 40,205 40,208 27,856 27,856
Deferred tex Kabitines: 1,455,208 - 1,45820% 1,181,742 - 1,181,742
Net deferral tax asset admilted 5 - 3 ) - 3 - 8 - -3 -

B. Unrecognized DTLs
Not Applicable
C. Current Tax and Change in Deferred Tax

The Company realized nel taxable income from underwriting operations and net investment income during the
three month period ended March 31, 2011, of $4,791,720 and an extra-ordinary charge of $8,674.632 relating
1o a lease defauit settlement, See Note 20-A, Current income taxes incurred consist of the following major

components:
AsofMar. 31, AsafDec.31,

2011 2010
324,020 5 (10,006,224)

Federal income tax expenac (benefit) on ordinary income

Federal income taxes (benefit) on net capital gainy (669,076) 1,755,444
Fedoraliccome taxes (bencfit) o Extreordinary ltem (3,036,121}

Priot year under (over) acerual (61,3991
Curreat income tax incucred prior to NOL adjustment {3.381.177) {8.312,179)
Change lo NOL tax carry forward benefil 3.381.177 8.312.17%
Federal Income tax (benefit) expense (allowed by tax carryback) $ - s -

The change in net deferred income taxes is comprised of the following: (this analysis is exclusive of
nonadmitted assets as the Change in Nonadmitted Assets is reported separately from lhe Change in Net
Deferred Income Taxes in the surplus seclion of the Annual Statement). :

As ol Mex. 31,2011 As of Dec, 31, 2010

Ordioary Capital Tod Ordicery Capital Toal Clemge
Grosy deferrd eax asens before NOL & VA $ 13110188 S - 5 13,1185 510466030 S - SID456400 $2644,155
NOL earry forward 12509459 12,509487 9,978 9,797,388 2,712,101
Adjusted gross defened (ax macts befors VA 25619674 - 25619674 20263418 - 20260418 53562%
Gross defened mx linbilitis 1435205 - 145,208 1,181,742 - 1181742 213460
Net defored tax ssets (Habilitien) before VA 8 24,1 S -5 14,164\}2_ &0& 1675 - $l 9i0_81 676 S 3.082.793

Tax on change in wrerlized grits . H -
Tax on defared tax . 230,62
Tex on change an NOL carryforwerd on operstions 712,100
Gruss defirred tax chooge on operations $ 3.00,%0

D. Reconciliation of Federal Income Tax Rate to Actual Effective Rate.
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STATEMENT AS OF MARCH 31, 2011 OF THE MAJESTIC INSURANCE CO.- IN CONSERVATION
NOTES TO FINANCIAL STATEMENTS

The provision for federal and foreign income taxes incurred is different from that which would be obtained by
applying the statutory federal income lax rate to income before taxes. The significant items causing this
difference are as follows: ’

As of Mar, 31, Effcctive
2010 Tax Ratc

Provision coraputed al statutory rate § (5,693,922) 350%
Tax exempt income deduction R 3 (9,692) 01%
Dividend deduchon

Non-deductible expenses 11,092 0 1%
Book over tax reserve {525;069) 12%
Unearned premium (net of Sec 481 PAC adjusmment) 86,704 -0.5%
Cumulative effect of change in accounting method 87,054 -0.5%
Impairment write down on lease 3,459,820 213%
Other . (128,088) 0 8%
Total statutory income tax expense an operations before NOL {2,712,1081) 1674
Losses utilized by consolidated & ffiliates - indirect & rate difference

NOL carryforward 2,712,101 -16 7%
Total statulory income tax expense on operations - 00%
Federel income tax mcurred (5,023,447) 309%
Federal income cxpense on realized investment gains/(losses) (669,076) 4.1%
Change in nel deferred income tax (before NOL iax benefits) 2,370,692 -14 6%
Less: tax on chanpe innon-admitted assets 609,730 -3.7%
Tatal statutory income iax expense on operalions s (2,71201) 16 7%
NOL carryforwaed 2,712,101 -16 7%
Towl slatutory income tax expense on operalions : B 0 0%

E. Operating Loss and Tax Credit Carryforwards and Protective Tax Deposits

The Company incurred a tax basis net operating loss (“NOL") 7,748,860 during the three month period ended
March 31, 2011. The Company also has available NOL carryforwards from prior years of $29,180,110.

Prior to 2009, the Internal Revenue Code limited the carryback of current year NOL lo the three prior years.
The Code was changed in 2009 and an entity may carryback net operating losses five years. This permitted the
Company 1o recover taxes paid the IRS prior to acquisition of EIH by Majestic Capital Lid (*Capital”)
formerly CRM Holdings Ltd and Majestic USA Capital, Inc. (*MUSAC") formerly CRM USA Holdings, Inc.
A certain amount of taxes paid by the Company since the acquisition were off set by the net tax benefit the
combined group received from the NOL’s of certain affiliates and the tax sharing agreement between CRM
USA and affiliated companies limited the amount NOL carryback afforded Majestic. Following is a summary
of the NOL carryback benefits recorded as of March 31, 2011 and the amount of NOL available for offset
against future taxable income.

Prior Affiliged | Net Operating| ~ Federal
YearTaxable | lossesApplied Losses IncorneTax
Income/Loss Years| Income to lncome Camybacks Benefit
2005 $  23594% | § 5|8 235949 | ¥ - 802,230
2006 5167216 . 5167216 1,773,803
2007 17,752,165 (9.341,589)) 6,328,381 2,214,933
2008, 6,328,381 (6,328,381) 0
Tolal Federal Tax NOL Carryback Benefit] $ 31,607,261 | $(15,669,970)] § 13,855,096 [ 5 4,790,966
Losses Carried to Consolidated return- Indirect | § -13 .13 2934%M ]S 99,788
2009 Net Operating Losses (18,752834)]  (6,375,964)
2010 Net Operating Losses (24,575866)]  (8,657,960),
2011 Net Operating Losses| (7,748,860)] . 2,712,101)
NOL Canmylorwerds Available ¥31/22011 §36,928970)] §(12,855,270),

NOL Carryforwerds expiriiong on orbebre 2029 §  (4,604,244)
NOL Carryforwards expiriiong an or bebre 2080 (24,575,866)
NOL Carryforwards expiriiong ao or before 2081 (7,748,860)

F. Consolidated Federal Income Tax Return

(1) The Company's federal income tax return is consolidated with the following entity:
Embarcadero Insurance Holdings, Inc and MUSAC.

(2) The Company participates in a Tax Allocation Agreement with MUSAC. and its subsidiaries. (collectively
“MUSAC”). Pursuant to this agreement the Company and MUSAC will report and pay federal, state and
local income taxes on a consolidated basis. Each subsidiary will pay to MUSAC their pro rata share of the
consolidated tax liability based upon the subsidiary’s contribution to taxable income.. The Company’s
obligation to pay any obligation under the Tax Allocation Agreement is subject to the provision of the
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STATEMENT AS OF MARCH 31, 2011 OF THE MAJESTIC INSURANCE CO .- IN CONSERVATION
NOTES TO FINANCIAL STATEMENTS

Plan, and may be deferred in the discretion of the Conservator in order to ensure equity among and proper
treatment of the Company’s creditors. The Company and any of its affiliates may recoup federal taxes
paid in prior years in the event of future net losses, or nel losses carried forward to future net income
subject to federal income taxes.

Note 10 — Information Concerning Parent, Subsidiaries and Affiliates

A. Nature of Relationships

The Company is'a wholly owned subsidiary of Embarcadero Insurance Holdings, Ine. (EIH); a California
domiciled insurance company. On November 13, 2006, EIH was 100% purchased through a Stock Purchase
Agreement by CRM Holdings, Ltd. (*CRMH") and its wholly owned subsidiary, CRM USA Holdings, Inc.
The transaction was approved by the California Department of Insurance on November 3, 2006 and completed
on November 14, 2006. Subsequent to the consummation of the dcquisition, EIH became a wholly-owned
subsidiary of CRM USA Holding, Inc. On May 6, 2010, CRM Holdings, Ltd. changed its name lo Majestic
Capital Ltd. (“Capital™). At the same time CRM USA Holdings, Inc. a wholly owned subsidiary, changed its
name to Majestic USA Capital, Inc (“MUSAC").

As described in Note 1, the Company is under the control of and its business is being conducted by the
California Insurance Commissioner, acting in his capacity as statutory conservator under the Conservation
Order. '

On April 29, 2011, Capital and its subsidiaries exclusive of Majestic, filed petitions for relief (cdllectively. the
“Filing") under Chapter 11 of the United States Bankruptcy Code. This Filing will have no effect on the Plan
or the agreement between Majestic and AmTrust.

B. Detail of Transactions Greater than ¥:% of Admilted Assets

On January 1, 2008, the Company entered into a 40% Quota Share Reinsurance agreement with Twin Bridges,
Ltd (Bermuda), an affiliate. Under the terms of the agreement, the Company ceded 40% of direct written
premiums after deducting premiums paid for reinsurance in excess of the Company’s retention limit. This
treaty applied only to the primary workers, compensation coverage and did not include excess workers’
compensation and employer’s liability coverage provided by the Company. On April 1, 2008, the treaty was
amended to a 5% quota share treaty and al! uneamed premiums in excess of 5% of the subject uneamed
premiums was returned to the Company. Twin Bridges will remain liable for 40% of all incurred losses
retained by the Company and subject to the quota share treaty from January 1, through March 31, 2008.
Subsequent to March 31, 2008, Twin Bridges is liable for 5% of subject losses. The agreement provides 32%
of underwriting ceding commission and an additional 6% commission to cover claim handling expenses. On
September 30, 2010, this agreement was lerminaled on a cut-off basis. Total written premiums ceded under
this agreement during the three months ended March 31, 2010, $1,246,149. Total ceded paid losses and LAE
recovered under the agreement during the three month periods ended March 31, 2011 and 2010 were
$1,122,242 and $1,312,860, respectively. The Contract includes a fund held provision to secure the payment of
ceded loss and LAE reserves and the ceded uneamned premiums. The funds withheld under this agreement
were $8,788,018 as of March 31, 2011 compared to $9,977,236 as of December 31, 2010.

On January 1, 2007, the Company entered into a Quota Share Reinsurance agreement with its affiliate, Twin
Bridges Ltd, (the “assuming Insurer™), a Bermuda based company. Pursuant to this contract, as amended
effective July 1, 2007, Twin Bridges has assumed a pottion of the nel liabilities of the Company relative to
losses incurred on excess workers® compensation business for self-insured employers and group self-insurers,
including, but not limited te, such business managed by Compensation Risk Managers, LLC, Poughkeepsie,
NY and Compensation Risk Managers of California, LLC, Irvine, California. The coverage under this contract
is as follows: as respects specific excess business, 90% of the difference between $2,000,000 and the insured’s
self-insured retention; as respects aggregate excess workers’ compensation insurance, 90% of the original
policy limit, not to exceed $5,000,000: and as respects employers” liability, 0% of the original policy limit,
nol to exceed $5,000,000. There were no premium cessions under this agreement in 2011 and premiums ceded
during the three month period ended March 31, 2010 were $243,996. The liabilities of Twin Bridges under
this contract for unearned premiums, losses and loss adjustment expenses were $19,580,974 and were secured

by $19,537,059 of funds withheld as of March 31, 2011.

Since August 1, 2007, Twin Bridges has participated, in some degree, in all the subsequent excess of loss
reinsurance contracts. Pursuant to the “Excess of Loss Reinsurance Agreement” dated August 1, 2007, Twin
PBridges began providing coverage of $1.5 miltion excess of $500,000 each occeurrence on primary workers’
compensation business written by the Company in New York and Florida. This agreement terminated on June
30, 2008 and was replaced with a new agreement dated July 1, 2008. Under the terms of the new agreement,
Twin Bridges provides 4% of Lhe reinsurance coverage; §1.5 million excess of $500 thousand.each occurrence,
for all primary workers” compensation insurance underwritten by Majestic. This contract expired on June 30,
2009 and replaced with a new Excess of Loss Reinsurance Agreement on July 1, 2009, Retention of this
contract remains the same as expiring treaty. Under the term of this new contract, Twin Bridges participates
2.75% of the reinsurance coverage in the $3 million excess of $2 million layer. The 2.75% Twin Bridges
participation expired on June 30, 2010. Liabilities of Twin Bridges under this contract as of March 31, 2011,
was $1,846,580 and was collateralized by funds withheld in the amount of $2,788,875.

See Note 23 — “Reinsurance” for additional detail relating to the affiliated reinsurance transactions.
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STATEMENT AS OF MARGH 31, 2011 OF THE MAJESTIC INSURANCE CO. - IN CONSERVATION
NOTES TO FINANCIAL STATEMENTS

C.

D.

Change in Terms of Intercompany Arrangements
No change subsequent to last report date.

Amounts Due to or From Related Parties

Amounts due (To) From Affiliates March 31,2011
Affiliale Armount
Twin Bridges ($153,232)
CRMH - (1,714)
CRM USA (440,700)
Net Due Affiliates (595.646)

The amount due Twin Bridges represents interest accrued on the funds withheld under the reinsurance
agreements (See comments in Note 10-B), The amount due CRMH is primarily for the “Employee Stock -
Purchase Plan” discussed in Note 12. The Company owes CRM USA $440,770 thousand under the
“Administrative Services Agreement" (See Note 10-F below).

Guarantees or Contingencies for Related Parties

Not applicable

Management, Service Contracts, Cost Sharing Agreements

The Company entered into a Broker Agreement with its affiliate, Compensation Risk Managers of California,
LLC (“CRM of CA™) on January 1, 2007. Under this agreement, CRM of CA would provide brokerage
services to the Company and receive compensation in the form of commission from the Company for the

services rendered under the agreement. The Company incurred no commission expense in the first three
months of 2011, and incurred $22,427 in the first three months of 2010.

- On November 6, 2007, the Company entered into an Administrative Services Agreement with MUSAC,

effective January 1, 2008, pursuant to which MUSAC will perform or arrange various administrative services
for the Company, including but not limited to, information systems, claims adjusting, loss control, and
accounting-and financial and executive management services. The Company incurred expenses of $593.025
during the first three months of 2011 compared to 1,216,783 for the respective period in 2010 under this

agreement.

These agreements, as well as all other executory contracts to which the Company is a party, are subject to
assumption or rejection at the discretion of the Conservator pursuant to the Conservation Order.

Nature of Relalionships that Could Affect Operalions

All outstanding shares of the Company are owned by its Parent.
Amount Deducted for Investment in Upstream Company

Not applicable

Detail of Investments in Affiliates Greater than 10% of Admitted Assets
Not Applicable

Writedown for Impairments of Investments in Subsidiary, Controtled or Affiliated Companies
Not Applicable

Foreign subsidiary Valued Using CARVM

Not Applicable

Downstrearn Holding Company Valued Using Look-Through Method

Not Applicable

Note 11— Debt

A.

Capital Notes
Not applicable

All Other Debt
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Not applicable

Note 12 — Retirement Plans, Deferred Compensatian, Post-employment Benefits and Compensated Absences and

Other Post-retirement Benefit Plans
A. Defined Benefit Plans.

Nol applicable
B. Defined Contribution Plans -

Substantially all of the Company’s employees are eligible to participate in a defined contribution retirement
plan through the plans sponsor, MUSAC. Employees may contribute up to certain limits prescribed by the
Internal Revenue Service. A portion of these contributions is matched by the Company up to 6% of the
employee’s salary as of 12/31/2009, Effective 1/1/2010. the Company match was reduced to 4% of the
employee’s salary. Effective 4/19/2010, the Company match was further reduced to 2% of the employee’s
salary. The Company match is funded every two weeks and allocated to the Company based on employee
contributions. Employees become vested with respect-to the Campany’s contribution ratably over three years.
The Company's share of this savings plan expense was $39,853 and $87,823for the first three months of 2011
and 2010, respectively. The Company has no legal obligation for benefils under this plan.

C. Multi-employer Plans
Not applicable

D. Consolidated/Holding Company Plans

Under a restricted stock plan approved by MUSAC"s Board of Directors and its stockholders in March 2007,
key employees of the Company are awarded shares of Capital’s common stock, par value $0.01per share with -
restricted ownership rights. The stocks granted to the employees will vest over three years after the grant date.
The fair value of restricted stock awards is measured based on the closing price of Majestic’s common stock on
the grant date and is recognized as compensation expense over the vesting period of the awards.

As of March 31, 2011, the liabilities of Majestic included a balance of $78,690 representing the balance due
for outstanding vesting rights. Due to the abserice of a market for Capital’s common stock, the Company wrote

off this liability subsequent to March 31, 2011,
E. Post-employment Benefits and Compensated Absences

The Company has no obligations to current or former employees for benefits after their employment but before
their retirement other than for compensation related to earned vacation. The liability for eamed but untaken

vacation has been accrued.

uasi-Reorganizations

Note 13 — Capital and Surplus, Shareholders® Dividend Restrictions and

A. Quitstanding Shares

The Company has 50,000 shares of $75 par value common stock authorized and 40,000 shares
issued and ouistanding. The Company has no preferred stock authorized, issued or oulstanding.

B. Dividend Rate of Preferred Stock

Not applicable »
C. Dividend Restrictions & D. Amount of Ordinary Dividends that May Be Paid

Dividends on common stock are paid as declared by the Board of Directors of the Company. Under the
California Insurance Code, in a given year the Company may pay ordinary dividends without the prior
approval of the Insurance Commissioner up lo an amount which is the greater of its statutory net income for the
preceding year or 10% of its policyholders’ surplus at the at the end of the preceding year, less dividends made
within the preceding twelve months. Accordingly, the maximum amount of ordinary dividends that could have
been paid by the Company during 2010 was $7,567,444. The paid a dividend of $100,000 and $92.0000n or
about September 28, 2010 November 17, 2010, The Company also paid a dividend of $33,000 on February 11,
2011. The maximum dividend that may be paid by the Company subsequent to December 31, 2010 through
February 17, 2011 was $5,794,160. Subsequent to March 31, 2011, the company may pay a dividend of

$5,761,160.

Due to the Company being placed in conservation subsequent to March 31, 2011, it is anticipated that there
will be no dividends paid in the remainder of 2011.

E. Restrictions on Profits
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Within the limitations of (C) above, there were no additional restrictions placed on the portion of the
Company’s profits that may be paid as ordinary dividends to stockholders.

F. Restrictions on Surplus

Within the limitations of (C) above, there were no additional restrictions placed on the portion of the
Company’s surplus including for whom surplus is being held.

G. Mutual Surplus Advances
Not applicable
H. Company Stock Held for Special Purposes
Not applicable
L Changes in Special Surplus Funds
Not applicable
J. Changes in Unassigned Funds
The following table presents the changes in components of unassigned surplus.other than results incurred from
underwriting or investment activities subsequent to the adoption of the Codification of the Statutory

Accounting Prineiples excluding any increase or decrease directly related to the adoption of the Codification as
of January 1, 2001. '

. Cumnlative | - Current
Description Inerease Year

Aggregate write-ins for gain or foss (5,289,315) -
Change in deferred taxes . 19,499,548 5,138,034
Statulory valtation reserve (19,499,948} (5,138,034)
Nonadmiued assets (2,931,240) 841,247
Dividend to stockholder (7,175,000) (33,000)
Provision for relnsurance (829,498} -

The non-admitted assets include the non-admitted deferred tax assets (see Note 9) and exclude non-admitted
invested assets, if there is any.

K. Surplus Notes
Not applicable

L. and M. Quasi Reorganizations
Not applicable

Note 14 — Contingencies

A. Contingent Commitments
In the ordina'ry course of the claim settlement process, the Company has settled various claims through
structured settlement agreements with certain claimants. The Company has incurred cumulative annuity
premium costs of $10,376,201, representing the present value of future payments over the term of the various
claims. The expected cost to settle these claims was $34,255,548. As of March 31,2011, the Company has a

conlingent liability balance of $29,414,906 should the issuers of these annuities fail to perform under the terms
of the annuities.

Following is a list of insurers with total annuity balances due greater than 1% of Policyholders' Surplus

Value of Anruities

Purchascd as of

Life Insurance Company and Location March 31, 2011
American General Life Insrance Co., Amarillo TX $13,701,547
Genworth Life Insurance Company, Lynchburg, VA 9,590,937
Libery Life Assurance Compeny Of Boston, Dover, NH 2,776,398
Aegon Firancial Services Group, Inc., Louisville, KY 914,876
Metrpolitan. Life Insurance Company, Lexington, KY 785.658
Aviva Life & Annuity Company, Boston, MA 645,387
Others . 1,000,103
$25,414,906
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The Company is subject to various assessments by the stales and/or federal agencies (funds) in which it writes
business. These assessments are for the géneral welfare and protection of workers compensation
policyholders. The assessments may be based on the workers compensation premiums written by the Company
in a calendar year or the outstanding loss reserves as of a year end date and assessment rates established by the
various state or federal agencies. The Company is permitted by the insurance departmenis to pass certain
assessments through to the policyholders. These assessments are billed to the policyholder with premiums as
they become due. The accrual for all assessments occurs at the time the premiums are written or losses
incurred. Because assessments are generally paid before the policy surcharges are collected, the payment of the
assessment may result in a receivable from policyholders that will be taken on future policy surcharges to be
collected. As of March 31, 2011, the Company had recorded assessments paid to insurance depariments in
excess of billed policyholder surcharges of $5,747,737 which consists of $3,435,698 and $2,312,039 derived
from State of NY and CA, respectively. This excess assessment amount is presented as a write in asset with the
caption “Advance Policy Surcharges”.

The Company does not believe it has any assessments which have not been properly accounted for and
recorded.

Gain Contingencies
Not applicable

All Other Contingencies

Parsuant to the Canservation Order, continued prosecution of the lawsuits described in this Note 14, and the
filing of any other claims, lawsuits or actions against the Company outside of the conservation proceedings
pending in the San Francisco Superior Court related to the Company (“Conservation Court”) is enjoined.
Alternative remedies for the assertion of any and all such claims is provided for under the Conservator’s
Rehabilitation Plan.

On November 2, 2009, an action entitled Healthcare Industry Trust of New York. et al. v. Compensation Risk
Managers, LLC, et al., was filed in the New York Supreme Court, Albany County. The complaint names 40 or
more defendants, including Majestic Insurance Company, and seeks damages in excess of $91 million resulting
from the closure of the Healtheare Industry Trust of New York, a group self-insurer formerly managed by
Majestic’s affiliate, Compensation Risk Managers, LLC (“CRM"). The only allegation of misconduct by
Majestic is that it charged excessive premiums for excess worker’s compensation insurance, causing unjust
enrichment of Majestic in an unknown amount. The complaint also alleges that Majestic is the alter ego of
CRM and related defendants, so that Majestic should be held liable for their obligations. Majestic denies all
liability in connection with this matter. )

On or about December 9, 2009, an action entitled The New York State Workers' Compensation Board, etc. v,

Compensation Risk Managers, LLC, et al., was filed in the New York Supreme Court, Albany County. The
complaint names fifteen defendants, including Majestic Insurance Company, and seeks damages of $405

million plus interest, attorney’s fees and punitive damages resulting from the closure of several group
self-insurance trusts formerly managed by CRM. This is supported by unspecific allegations that Majestic and
other defendants made misrepresentations, committed deceptive business practices in violation of Section 349
of the New York General Business Jaw, and engaged in false advertising in violation of Section 350 of the
General Business Law. There are no specific allegations of misconduct on the part of Majestic. Majestic
denies all liability in connection with this matter.

On October 28, 2010, an action entitled California Plastering, Inc., el al. v. Pridemark-Everest Insurance

Services. Inc. was filed in the Orange County, California Superior Courl. The plaintiffs are eleven former
member employers of the Contractors Access Program of California (“CAP”), a workers’ compensation group
self-insurer formerly administered by Compensation Risk Managers of California, LLC (‘CRM CA"). The
complaint names nine defendants, including Majestic Insurance Company, and seeks damages in excess of $30
million, restitution and other relief as the result of the defendants’ alleged mismanagement and wrongful
conduct with respect to CAP. Majestic is alleged to have aided and abetied the misconduct of the other
defendants and committed unfair business practices. Majestic denies all liability in connection with this matter,

On December 20, 2010, Bickmore Risk Services, as the conservator of CAP, filed an action entitled
Contractors Access Program of California v. Majestic Capital, Ltd., et al, alleging mismanagement of CAP by
CRM and related entities. The complaint named several defendants including various CRM entities and
Majestic Insurance Company. The allegations involving Majestic included a contention that the excess
insurance policies written by Majestic for CAP were not priced at competitive rates and an alter ego and/or
agency theory of liability. The complaint sought damages of not less than $34 million.” Majestic denies all
liability in connection with this matter.

On January 27, 2011, four employer members of CAP filed an action entitled Mark Tanner Construction, Inc.

et al. v. Majestic Capital, Ltd., et al. seeking recovery of damages in excess of 525 million allegedly caused by
misconduct of the defendants in the management of CAP. The defendanits include Majestic Insurance

Company. Majestic denies all liability in connection with this matter.
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'Lawsuits arise against the Company in the normal course of business. Contingent liabilities arising from
litigation, income taxes and other matlers are not considered miaterial in relation to the financial position of the
Company. The Company is contingently liable under certain structured settlement agreements (see Nole 26A).

Note 15 — Leases
A. Lessee Leasing Arrangements
No significant change
B. Lessor Leasing Arrangements
Not applicable

Note 16 —Information about Finencial Instruments with Of-Balance Sheet Risk and with Concentrations of
Credit Risk

A. Financial Instruments with Off-Balance Sheet Risk
Not applicable
B. Financial Instruments with Concentrations of Credit Risk
Not applicable
Note 17 — Sale, Transfer and Servicing of Financial Assets and Extinguishments of Liabilities
A. Transfers of Receivables Reported as Sales
Not applicable
B. Transfers and Servicing of Financial Assets
Not applicable
C. Wash Sales
Not applicable
Note 18 — Gain or Loss from Uninsured Plans and the Uninsured Portion of Partially Insured Plans
A. Administrative Services Only {ASO) Plans
Not applicable
B. Administrative Services Contract (ASC) Plans
Not applicable
C. Medicare of Other Similarly Structured Cost Based Reimbursement Conlracts
Not applicable

Note 19 — Direct Premiums Written / Produced by Managing General Agents / Third Party Administrators

The company had no premiums written through managing general agents or third party administrators.

Note 20 ~ Other Items

A. Extraordinary Items

Relative to the imminent bankruptey filing of Majestic Capital, LTD and Majestic USA Capital, Inc. as set
forth in a press release dated March 21, 2011, the lessor on various operating leases engaged in by the
Company determined that the lease agreements were in material uncured default. The lessor subsequentiy
declared the subject leases in defaull and the entire indebtedness under all lease schedules became immediately
due and payable and sought 1o recover the Casualty Loss Value of the property.

On April 1, 2011, the lessor drew down the Jetters of credits that were issued as collateral under the lease terms
on the event of default. The aggregate value of the letters of credit was $8,000,000 and allegedly represented
the Casualty Loss Value of the property as determined by addendum to the lease. The Company at that time
considered the draw as termination of the lease and recognized the $8 million as impaired assets as of March
31, 2011 and recorded an extraordinary charge to net income as of that date. However, the Conservator is
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investigating the legality of the actions of the lessor, and the recognition of impairment and the recording of an
extraordinary charge is without prejudice to the Conservator's available remedies against the lessor.

Subsequent Lo the receipt of the Conservation Order on April 21, 2011, the Company recorded an additional
extraordinary charge to the net income in the amount of $674,632 relating to thefurther impairment of certain
Prepaids and Other Assets associated with a system implementation project which was terminated due to the
conservation action. Both amounts are presented in the March 31, 2011 Statement of Income in Line 14-
Aggregate write-ins for miscellaneous income.

B. Troubled Debt Restructuring for Debtors
Nol applicable

C. Other Disclosures
No significant Items

D. Uncollectible Premiums Receivable
No significant change.

E. Business Interruption Insurance Recoveries
Not applicable.

F. State Transferable Tax Credits
Not appliéable

G. Subprime Mortgage Related Risk Exposure
Not applicable

Note 21 — Events Subsequent
No significant Items
Note 22 — Reinsurance

A. Unsecured Reinsurance Recoverables
No significant change

B. Reinsurance Recoverables in Dispute
No significant change

C. Reinsurance Assumed and Ceded and Protected Cetls
The.Company entered into a quota share reinsurance contract effective April 1, 2010 with insurance
subsidiaries of AmTrust Financial Services, Inc. (AmTrust). Under this Contract, the Company assumes 90%
of the first $500,000 of loss per occurrence on business in the states of Arizona, California, Nevada and
Oregon which is originated by the Company and written by AmTrust. Premiums on the covered business may
not exceed $40 million in any calendar year, AmTrust receives a ceding commission of 7.0% on the
Company’s share of premiums.. The Company also reimburses AmTrust for the Company's share of producer
commissions, laxes and other premium-based expenses. The Company performs management services on the
covered business, including marketing, underwriting, claims handling and loss control. The Company’s
obligations to AmTrust are secured by funds held in a reinsurance trust account. This Contract may be

terminated by the parties effective on December 31, 2011 or at any subsequent year-end, or earlier by AmTrust
upon the occurrence of certain events. As of March 31, 2011, the Company recorded assumed written premium

of $1,347,848 from Amtrust & its affiliates.

In addilion to those reinsurance transactions with affiliates mentioned in the above Note 10 ~B, the Company
has reinsurance with other non-affiliated reinsurers, The Company has historically maintained an excess of
loss treaty with a loss retention limit of $500,000 on a per occurrence basis on the primary workers’
compensation coverage provided to various policyholders for the period from January 1, 2007 to June 30,
2010. Effective July 1, 2010, the Joss retention limit was increased to $600,000. Relative to this retention limit
the Company reduced its excess of loss reinsurance on a per occurrence from $70 million to 350 million. Prior
to January 1, 2007, the Company’s retention limit was $600,000.

On July 1, 2009, the Company obtained an 80% participation in a 43% Quota share treaty with two unaffiliated
non admitted reinsurers. Under the terms of this treaty the Company cedes 34.4% of net premiums written afler
deducting the premiums ceded to the excess of loss treaties. The reinsurers’ will have a 34.4% participation in
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all losses retained by the Company. This treaty has a fund held clause and under the terms of the contract,
unauthorized reinsurers are responsible for providing collateral against the net reinsurance assets recorded by
the Company relative (0 the treaty. The treaty has a sliding commission rate with a 27.5% maximum
commission and a 22.0% minimum rate. The maximum commission applies if the loss ratio does not exceed
69.5% and decreases with each 1% increase to a maximum loss ratio of 76.5%. This contract was terminated
on June 30, 2010, on run off basis.

The Company also, as of July 1, 2009, entered into a 15% quota share treaty. This treaty excludes all policies
written in the State of New York and applies to all other net premiums after deducting the premiums ceded
under the excess of loss reinsurance agreements. The maximum deduction from the net diréct premiums for the
excess of loss treaty is limited to a maximum rate of 9.4755% of net direct premiums. The treaty provides for a
25.75% ceding commission credit to Majestic, This contract was terminated on June 30, 2010, on run off basis.

On July 1, 2008, the company entered into a 40% Quota Share Reinsurance agreement with Max Bermuda Ltd,
(“Max") As defined in the agreement, the company cedes 40% of the net retained written after deducting the
ceded excess of loss premiums. The Reinsurer will have a 40% participation in all losses incurred and retained
by the Company subsequent to July 1, 2008. This treaty includes a 30% ceding commission to reimburse the
Company for acquisition and cerlain administrative costs. This treaty was terminated on June 30, 2009, on a

cut off basis.

Following is a summary of the ceded reinsurance assels and liabilities (including both affiliated and
nonaffiliated) as of March 31, 2010 and December 31, 2010, together with a comparative summary of the
reinsurance transactions for the nine month periods ended Maarch 31, 2011 and 2010.

Summary of Reinsurarce (000 Qi ttad)
011
Nen-affifinter) Reimorer Affifiated Reinyrer
Primmry WC Fxces WC Primay WC _ Exces WC Totd
Outstarcing Asof Mirch 31, 2011
(Coxdod Unezrrerd Premiurs . LIB [}} 5 21
Loss ard Lass Bxperses Recoverable - 12,06 8759 T12303 19581 166,61
Reirsurance Promiurs Payatie . 512 81912 2(80 o7 5B
Collaterl Held Perding Rexxveries 2287 4] 11,577 19537 55.955
Trereactions for Three Montts Ended Merch, 31
[Gexdexd Whitten Preariums 3 3% s - |8 - 3 - [$ 3,561
| Geded Barmed Premiums 4806 - - - 4805
| Ceded Loss & ALAE Recoveries 320 &0 155 B 31,38
Gudirg Chrmmssiors 38 - - 0 ﬁ
Nt (Gan) Less From Ren 5 1,177 § 22013 (155) § (3B) § 819
210
Non-affilinted Reimsurer Affiliated Teinsorer
Prinary WC Fxcew WO Prinmy WC  Exrea WC Totd
8] ding Aa of Decernber 31
| Cixderd Unecrred Premmiurs § 22 8 - 15 - 8 - 1% 6710
1065 and L oss Pperses Reomerable 126,006 8980 12515 19201 9551
Reinaance Promiums Payatie 4,563 o4 LA (60 10,165
| Coflaierel Had Pergding Recoverics 2948 - 12%6 19215 74,103
) T s for Thaee Monthe Ended March 31, 2010

Cexded Witten Premiurrs $ 14907 $ ( 1Y 159§ 98| 8 20,05
Cerled Eared Premiums 15,00 1,278 23 16,85
Ceded L.oss & ALAE Recoweries 243 (16'IJ 1,32 { 13,0t
|Qerlirg Qormmissiars 287 - n X% . 320
[Nt Gan Lo F g 3 28 5 1761 § @ns w[s B4

1. Commission on Unearned Premiums

As of March 31, 2011, relative to the assumed and ceded quota share uneamed premium, the Company
had net unrecorded commission equity of $178.469 compared to a net commission liability of $3.748 at
the beginning of the year. The following table summarizes ceded and assumed uneamed premiums and the
related commission equity at the end of current quarter

Assurmd Gl “Asuned Jess Gaed

. Praivns Bty Premiums Bty Prembus ity

[All dtier T (611107 S B3935 A% $ (AT (ZB3B] s 184D
Cirect Ureamed Prarmirs 3 (5%

2. Additional or Return Commission Accruals
No change

3. Risks Attﬁbuted To Protected Cells.
Not applicable.

D. Uncollectible Reinsurance
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The Company did not incur any uncollectible reinsurance costs in the nine months ending September 30, 2010.

E. Commultation of Ceded Reinsurance
Not applicable

F. Retroactive Reinsurance
Not applicable

G. Reinsurance Accounted for as a Deposit

Not applicable.

Note 23 — Retrospectively Rated Contracts and Contracts Subject to Re-determination

A. Method Used to Estimate

The Company sells workers compensation policies for which the original premium may be adjusted based on
the actual loss experience during the term of the coverage (Retrospective Rated Contracts). These contracls are
written with minimum arid maximum premium limits. The Company reviews the loss experience of all active
retrospective contracts throughout the year on an individual basis. The Company reviews the reported losses as
to the outstanding case reserves, paid losses'and ALAE and may make adjustments to the loss experience based
upon expected future development of known losses or the expectation that additional losses will be reported.
The Company will accrue a receivable if the loss experience is unfavorable or a liability for a premium refund,

if there has been favorable loss experience

B. Method Used to Record

The Campany records the retrospective premium accruals as eamed by adjusting change in unearned
premiums. These amounts are not recorded as premiums written until they are billed to the policyholders.
Return premiums are recorded as liabilities and additional premiums are recorded as assets.

C. Amount and Percent of Net Retrospective Premiums

No significant change

D. Calculation of Nonadmitted Accrued Retrospective Premiums

. No significant change

Note 24 - Changes in Incurred Losses and Loss Adjustment Expenses

The Company recorded net incurred loss and loss adjusting expense of $14,108,196in the first three months of
2011 compared to $13,831,311 for the same period in 2010. The current accident year loss ratio was 88.0%
compared to 99.5% for the same period of the prior year. The net loss ratio as presented in the statutory
“Statement of Income™ was 102.1% compared to 88.0% for the same period of the prior year. The table below
is a comparative summary of the incurred losses for the period ending Mareh 31, 2011 and 2010.

As of Marchi 31,2011

Net loss and Joss expense incurred for cureent accident year
Net loss and loss expense incumred for prior accident years
Total Nct Loss and Loss Expense Incurred

14,108,196

14,108,196

As of March 31,2010

INet loss and loss expense incurred for current accident year
[Net loss and loss expense incumred for prior accident years
Total Net Loss and Loss Expense Incurred

11,817,008
2,014,304

13,831,311

Note 25 — Intercompany Pooling Arrangements

Not applicable

Note 26 — Structural Sgttleménts

. A. Reserves Réleased due to Purchase of Annuities

In the course of the claim settlement process, The Company has settled various claims through structured
settlement agreements with certain claimants. The Company has purchased annuities from life insurers under
which the claimants are payees (see Note 14E). The Company has incurred cumulatively annuity premium
costs of $10,215,537 representing the present value of future payments over the term of the various claims.
These annuities have been used to reduce unpaid losses by $34,027,536 as of the end of March 31, 2011. The
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Note 27 —

Company has a contingent liability of $29,414,906-should the issuers of these annuities fail to perform under
the terms of the annuities. In the event the Company is required to provide benefits due to a failure of the issuer
of an annuity, reinsurers would be required to pay their fair share of the loss according to the coverage
provided by the reinsurance agreement in force at the time the loss was incurred. The Company does not
believe this presents a material exposure to surplus as of March 31, 2011.

Annuity Insurers with Balances due Greater than 1% of Policyholders’ Surplus

No significant change

Health Care Receivables

Not applicable

Note 28 — Participating Policies

Not applicable

Note 29 — Premium Deficiency Reserves

Not applicable

Note 30 — High Deductibles

Not applicable

Note 31 - Discounting of Liabilities for Unpaid Losses or Unpaid Loss Adjustment Expenses

CAL

B.

C.

Note 32 —

Tabular Discounts

The Company does not discount unpaid losses or loss adjustment expenses.
Non-Tabular Discounts .
Not applicable

Changes in Discount Assumptions

Not applicable

Asbestos and Environmental Reserves

A,

@

0

D.

ol

Asbestos Reserves
There are no material amounts of losses applicable to Asbestos claims.

Ending Reserves for Asbestos Claims for Bulk and IBNR Losses and LAE Included in A above:

Not applicable

Ending Reserves for Asbestos Claims for Loss Adjustment Expenses Included in A above (Case, Bulk and
IBNR):

Not applicable

Environmentat

The Company does not underwrite environmental coverage.

Ending Reserves for Environmental Claims for Bulk and IBNR Losses and LAE Included in D above:

Not applicable

Ending Reserves for Environrnéntal Claims for Loss Adjustment Expenses Included in D above (Case, Bulk
and IBNR)

Not applicable

Note 33 — Subscriber Savings Accounts

Not applicable
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Note 34 — Multiple Peril Crop

Not Applicable
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STATEMENT AS OF MARCH 31, 2011 OF THE MAJESTIC INSURANGE CO.- IN CONSERVATION

GENERAL INTERROGATORIES

PART 1 - COMMON INTERROGATORIES

GENERAL

Model Act?
I1yes, has [he report been filed with {he domiclary slate?

entity?
It yes. date of change:
Have there been any substantial changes i the organezational charl since the prior quarter end?

H yes. compiete the Schedule Y - Part 1 - organizalional charl
Has the reporting entity been a party o a merger or consolidation during the period covered by this slalement?

Has any change been made during the year of this slatement in (he charler, byJaws, articies of incorporatian, or deed of settlemenl of the reporiing

IFyes, pravide name of enlity, NAIC Company Code, and state of domicde (use twa laffer state abbreviafion} for any enfity lhal has ceased lo exisl as a result of the

mesger of cansobdalion.

Yes { ) No (X)
Yes () Mo ()

Yes () No (X)

Yes () Mo (X

Yes { )} No (X)

1
Name of Eniily

2
NAIC Company Code

3
Slate of Domicie

i the reporting enlfly is subject toa managemenl agreement. inchudmy third-parly adminislralor(s) . managing general agenl{s) . atiomey-in-facl, or similar agreemenl,

have lhere been any sigmficant changes regarding the tesms of the agreement or principals involved?

[Fyes. attath an explanation.
Slate 2 of whal dae ihe kales! financial examinalion of the reporiing enity was made o is belng made,

Slale the as of dale [ha! the latest financial examinalion report became avaitable from either ths state of domicle or Lhe reporting enlily.

This date should be the date of the examined balance sheet and nof the date the reporl was complefed o released.

Stale as of what date lhe latest nancial examination repor! became available lo other states or the public from either the slate of domicle of lhe reporting enlity

This is the refease dafe or complelion dale of the examination reparl and not the date of the examination (batance sheet dale).

By whal depariment or departments?

CALIFORNA DEPARTUENT OF INSURANCE
Have atl financial statement adjustments within the ales! (inancizl report been forma financial statement ffed
with Departments? )
Have allof the ions wihin the fatest nancial ion report been complied wilh?

Has this reparling entity had any Cerlrficales of Authority, Bcenses of registrations including corporale registration, if applicable) suspended or revaked by any
governmental entity during the reporimg period? (You need nol report an action, sither formal or informal, if a confidentiality clause is parl of the

Yes () No () NIA (X)

121341010
1213312010

0410812011

Yes (] No (X) NIA ()
Yes () No (X) NIA ()

agraement.) Yes () No (X)
ryes, gre fullinformalion
15 the company a subsidiary of a bank hokding company regulated by the Federal Resesve Board? Yes ) No (X)
[t response ta 8. 1 1s yes, please idenlify the name of the bank hotding company.
Is the company afffiated with one ér more banks, thrdts or securiiies firms? Yes ()} No {X)
If response 10 8.3 &s yes, please provide below the names and location {city and stale of the mai office) of any affiliates requlated by 8 federal regulatary services agency
[t & the Federal Reserve Board {FRB}, the Office of tha Complrcller of the Casrency {OCC) . Ihe Offica of Thrift Supervision (0TS}, {he Federal Depost Insirance
Corporation {FDIC} and the Securiies Exchange Commission {SEC)] and identify the afffiale’s primary federal regufalor.
1 ' 2 3 4 § 3 7
Localion
Alffffate Name . (City. Slate) FRB occ (UE FoIC SEC
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STATEMENT AS OF MARCH 31, 2011 OF THE MAJESTIC INSURANCE CO.- IN CONSERVATION

GENERAL INTERROGATORIES (continued)

Are the senior officers (principal executive officer, pracipal financial officer, principal accounting officet or controfler, or persons performing
simdar functions) of tha repariing enfity subject 0.2 code of ethics, which mcludes the following standards?
{a) Honest and ethical conduct, inchuding Lhe ethical handiing of actual or apparent conflicts ofinterest between personal and professional relationships:
{b) Ful fat, acarale, Inmely and underslandable disciosure in the perotic reports required fo be fed by Lhe reporting enity:
o) C wilh tal laws. res and regulations;
(d} The prompl internal mpomng of violalions o an appropnale person o persans idenlified in the code; and
Acoountabifity for adhersnce (o the code.

Ifihe responsa to 8 1is No, please explain’

Has ihe code of ethics for senior managers been amended?
f Ihve response (0 9.2 s Yes, provide imformation retaled [0 amendment(s) .

Have any provisions of the cod of ethics been waived for any of (he specified officers?
IMhe'response 10 8.3 s Yes, provide tha nalure of any walver (s}

FINANCIAL
Does Iha reporting entity report any ametnls due from parenl, subsidianes or affiiales on Page 2 of this statement?
If yes. indicale the amounts receivable fiom parent inchuded in the Page 2 amount:

INVESTMENT

Were any of (he stocks, bonds, of other assets of the repomng entity soaned, placed under option agreemenl o alherwise made availabie for tse by another persan?

(Exelude securities under securifies tending agreements )

It yes, give full and complele information relating thereic

Amgunt of real esiate and morigages heid m olher invested asse(sm Schedule BA:
Amounl of real estate and morigages held in shorl-term investments:
Does the reporting entily have any invesiments m parent, subsidizries and affibates?

Il yes, piease complele the following: \
Prior Year-End Book/
Adjusled Carrying Vahwe

14.21 Bonds

14.72 Preforred Slock

14.23 - Common Stock R

14.24  Sharl-Term Invesimenls

14.25 Voﬂgage Loans on Real Eslale

14.26 Al Other

14.27 Tolal Invesimenl in Pareal. Subsidirles and Atfiales {Sublolal Line 14.24 Loune 14 26)
14,28 Tolal Investment m Parent included in Line 14.21 lo Line 14.26 above

maniram e am e

151 Has Ihe reporiing entity enfered inlo any hedging transactions reported on schedule DB?
152 ifyes, s a comprehensive descrplion of the hedging program been made avaabie to the domiciiary state?

[F no - attach 2 description with this siatement.

71

trener e

Yes (X) Na {}

Yes ()} No (X}

Yes () Mo (X)

Yes { ) No {X)

Yes {) No {X)

Yes () No (X)

2
Current Quarler Book/

Adjusted Carrying Value

Yes () No (X}
Yes () No ()
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GENERAL INTERROGATORIES (continued)

16.  Excluding Rems in Schedule E - Parl 3 - Spectal Deposits, real eslale, morigage loans and inveslments heid physically in the reporting enlily's offices, vaulis or
safely deposit baves, were all slocks, bonds and olher securilies, awnad throughoul the current year held pursuant fo a custodial agreement with a quaified bank or
{rust company in accordance wilh Section 3. Il Conducting Examinations. F - Guslodial or Safekeaping Agreements of the NAIC Financial Condition Examiners Handbook?
. - Yes (X) No [}

16.t For all agreements that comply wilh the requiremenls of the NAIC Financial Condition Examiners Handbook, compiela (he tollowing

1 2
Nams of Custodian{(s) Custodian Address

COMERICA BANK . C e PO BOX 75000, DETROIT, Mi 482754195

STATE STREET BANK oo weo .. |BOTPENNSYLVANLA AVE, KANSAS CITY, MO 84105

16.2 For all agreements that do nol comply with the requirements of the NAIC Financial Condillon Examirers Handbook. provide th name. Jocalion and a complete .expiana!nr.

1 2 3
Name(s} Location(s) Complete Explanation(s)

16.3 Have there been any changes, including name changes, in the auslodian(s) identified in 16. 1 during the current quartes? Yes () No (X)
16.4 Hyes, gwe ul and complele Informallon refating thereto:

1 2 3 4
Date
0ld Cuslodian New Cuslodian of Change . Reason
16.5 tdenty all investment advisors, broke or individuals acting on behall of brokers'dealers that have access 1o the investmen! accounts. handle securilies and have auhority lo make invesimenls
on behalf of lhe reporiing entily:
t 2 : 3
Cenlral Registraflan Depastiory Name(s) Address
105900 RO . Gen Re-New England Assel 76 Ballerson Park Rd . Farmington. C106032
17.1 Have 2l the filing requirements ol the Purposes and Procedures Manuat of (he NAIC Securities Valuation Office been foiowed? Yes (X} No () '

17.2 1o, sl exceptions:

7.2
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3.2

4

4.2

8.1

6.2

6.3

i N

STATEMENT AS OF MARCH 31, 201.1 OF THE MAJESTIC INSURANCE CO. - IN CONSERVATION

GENERAL INTERROGATORIES (continued)

PART 2
PROPERTY AND CASUALTY INTERROGATORIES

If the teporling entity is @ member of a poofing arrangement, did the agreement or the reporimg enfity’s parficipation change?
I yes. attach an explanation.

Has the reporling enlity reinsured any eisk wilh any oiher reporling enlily and agreed lo release such entity from fabdity, inwhole o in part, from any
loss thal may ocetr on the risk. or portion lhereof . reinsured? .

1Fyes, altach an explanation.

Have any of the reporting enlity’s primary reinsirance coniracts been cancelled?

Ifyes, give il and complete Informalion therefo

Are any of Lhe liabilles for unpaid.losm and loss adjusimenl expenses other lhan cerlain workers' compensalion labular reserves (see Annual Statement
Instruclions pertaining fa disclosure of discounting for definition of "labuler reserves”) discounted al a rate of interes! greater lhan zero?
If yes, compiele the Discoun! Schedute.

Operating Pemenlag;as'.

§1  AlHloss percent

5.2 ASRcost contaimment percent

5.3 ;\&H expense percenl excluding cost containment expanses

Doyouaclasa uuslndn»lnr health savings accounts?

1f yes. ploase provide the amount of cuslodial nds held as of lhe reporting date.

Do you act as an adminstrator [or heatth savings accoum(s?

11es, please provide the balanca of Ihe funds administered as of the reposting dale.

Yes (1 No () NIA ()

Yes () No (X)

Yes ( } Ne [X)

Yes () No (X)

Yes () No (X)

Yes () No [X)
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STATEMENT AS OF MARCH 31, 2011 OF THE MAJESTIC INSURANCE CO. - IN CONSERVATION

Page 9
Schedule F - Ceded Reinsurance
NONE

Page ¢
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STATEMENT AS OF MARCH 31,2011 OF THE MAJESTIC INSURANCE CO .- IN CONSERVATION

SCHEDULE T - EXHIBIT OF PREMIUMS WRITTEN

Current Year to Dale - Allocated by States and Territories

1 Direct Losses Paid
Direct Premfums Writlen {Deducling Savage) Orect Losses Unpald
2 3 4 L] 6 7
Adtive Curten| Year Pror Year Cumenl Year Priot Year Curen| Year Prior Year
States, eit Stal ToDate To Date To Dale ToDate ToDale ToDate
1. Alabama AL N .
2. Alaska L AK L . P . 86,582 795,916
3. Adizona A I 754,782 1,118,305 9.1 503.835 4,196,265 4.313.43%
4. Arkansas AR N
§. California CA L 132017 21.080,9% 12,608,812 12.413.0% 177.438,255 189,779,763
§. Colorada Co N
1. Conneclicul CT N
8 Delaware DE N
4, Districl of Columbia DC N
10. Forida R A (A 53.760 172,41 9.4 16.474 1,172,096 2,130,230
11. Georgia GA [N
12. Hawaii HOL U8 240.462 2,372,486 2.473.61
13. ldaho D L . .
14. (Bnois Lo .
15. Indiana IN [N
16 lowa AN
17 Kansas KS N
18. Kenlucky KY [N
15 Louisiana LA N
20 Maine ME N
21. Maryland MD [N
2. Massachuselts MA N ..
23. Michigan M N .
24, Mnnesala MM N
25. Mississippi MS N
26. Missoun MO (N .
27. Manlana ML
28. Netraska NE [N
2, Nevada NV L {19.234) 116,298 46,189 74,958 £57.870 1,029,506
30. New Hampshire NH N .
3. New Jersey N 2,015,223 2,956,420 2,105,473 2,372,565 23,628,632 23.748.487
32. New Maxico e WL
3. New York NY |L 2,630,3¢4 3,099,476 3.654.744 3,160,187 55.373.449 5,043.77%
34. North Carofina HC N . .
35. North Oakola ND N ..
3. Ohio OH N
37. Okdahoma OK IN ..
38. Oregon OR L 5,660 13.92 2.8% 2,883 2,492,004 1,530,877
3. Pennsylvania PA N .
40. Rhode Island RN
41 Soulh Carolna SC N .
42. South Dakota N
43. Tennessee CIN N
4. Texas ™ .
45. Utah ur L
45. Vermont VI N
41. Virginia VA L
43. Washinglon WA L .21 6,150 2,117,026 2,516,209
49. Wesl Virgima WN .
50. Wisconsin WN
5§1. Wyoming w N
2. American Samoa AS N
53 Guam GU [N
54. Puerlo Rico PR N
55. U.8. Virgin {slands W N
6. Northern Mariana Istands WP IN
57 Caneda NN
$8. Aggwegale Other Afien .. or | XXX . .
59 Tolals ... ... ... o} 1 18,772,302 28,547,8% 19,086,378 18,117,681 270,295,065 283,870,965
DETALS OF WRITE-INS
5801, XXX
5802, XXX
5808, . . XXX
5898. Summary of remaining write-ins for Line 58 from overflow page XXX
5809. TOTALS (Line 5801 through Line 5803 pius Line 5888 (Line 58 above} XXX

(L) Licensed or Chartered - Licensed lnsurance Carrier o7 Domicted RRG: (R) Regislered - Non-domiciied RRGs. {Q) Quatfied - Qualfied or Accrediled Reinsurer:

{E} Efigible - Reporting Enlities efigible o appraved to write Swphus Lines in [he stale: {N} None of the abave - Not atiowed In write business in Ihe slale.

{a) Tnserl (he number of "L* responses excepl for Canada and Other Alien
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STATEMENT AS OF MARCH 31, 2011 OF THE MAJESTIC INSURANCE CO .- IN CONSERVATION

PART 1 - LOSS EXPERIENCE

Line of Business

Current Year {0 Date

1
Dired! Premiums
Earned

2
Direct Losses
Ineurred

3

Direct
Loss Percentage

4

Prior Year lo Dals
Direct Loss
Percenlage

fre

Alled mes

Farmowners mulliple perd

Homeowners multiple peri

Commercial multiple per

Mastgage guaranly

Qcean marine

Inland marine

Francial quaranly

11,1 Medical professionat liabilty-occurrence
1.2 Medical professionat iability-claims made
12. - Earfhquake. R

13 Group accident and heall

14 Credd accient and health

15 Other accident and health

8. Workers' compensation

17,1 Other liabilty-occurrence

17.2 Otner liability-claims made

{7.3  Excess Workers' Compensalion

18.1 Producls iiablity-occurrence

8.2 Producls liability-claims made
19.1,19.2  Privale passenger avio fabilly .
19.3,19.4  Commerciaf auto Eabilly

21 Auto physical damage . .

2. AF;:’craﬁ {all perils)

Swommmrswn

4. Surey

2. Burglary and thefl

7. Bofier and machinery
Credit

23 Intemational

30, Waranly . ..

31 Reinsurance-Nonproportional Assumed Praperly

32, Reinsurance-Nonproportional Assumed Liahility

33, Reinsurance-Nonpraportional Assumed Finandial Lines
3. "Aggregate write-ins for olher ines of business

5. TOTALS

18.055.041

T XXX
XXX

13,134,828

XXX
XXX
XXX

68.9

XXX
XXX

nr

XXX
XXX

19,058,041

13,134,828

68

=R

DETAILS OF WRITE-INS
Dt
3402

Q.
3498. Summary of remaining write-ins for Line 34 from overflow page
3499. Totals (Line 3401 through Line 3403 phis Line 3498) (Line 34)

PART 2 - DIRECT PREMIUMS WRITTEN

Line of Business

1
Curvent

Quarter Year toDale:

2
Current

3
Pror
Year lo Dale

1. Fre
2. Alfied bnes

3. Farmowners mulliple perd

4. Homeowners mulliple peri

5. Commercial multiple peri

§.  Morlgage guaranty

8. Ocean marine

9. Inland marine .
10.  Finandal guaranly

1.1 Medica) professional bability-accurrence
1.2 Medical professional igbililg-claims made
12.  Earlhquake -
13, Group accident and heallh

4. Credit accident and heallh .

15, Other accident and heatlh

18.1 Products liabilly-oocurencs
8.2 Products fiabfity-claims made
19.1, 18.2 Privale passenger aulo abiiity
19 3,194 Commercial auto liability
21, Aulo physical damage
2. Aioaft (all peris}
2. Figety . .
Suret

y
26.  Burglary and theft
21, Boller and machinery
28 Credt N
20, Intemational
N.  Wamanty .
31, Relnsurance-Nonproportional Assumed Properly
32.  Reinsyrance-Nonproporfional Assumed Liability
33, Reinsurance-Nonproportional Assumed Flnancial Lines
34 Aggregate wrile-ins for other nes of business

3 TOTALS

18,772,301

XXX
XXX
XXX

18.772.30

XXX
XXX
XXX

28,541,836

XXX
XXX
XXX

18,772,301

18.772.30%

28,547.8%

DETAILS OF WRITE-INS
401
3402.
3408

U8, Summary of remaining wrile-ins for Line 34 from overfiow page
3499. Totals {Line 3401 {hvough Line 3403 phus Line 2498) (Line 34
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STATEMENT AS OF MARCH 31, 2011 OF THE MAJESTIC INSURANCE CO.- IN CONSERVATION

SUPPLEMENTAL EXHIBITS AND SCHEDULES I'NTERROGATORIES

The fofowing supplemenlal reporls are requted lo be fled as part of your statement fing. However, 1 Lie event thal your company does nol ransacd he type of business
for which the special raporl must be fled, youz response of NO Io the spedfic inferrdgatory will be aceepled in #2u of fiing a *NONE” reporl and a bar code will be printed
below. If the supplement 15 required of your company but is nal being filed for whatever reasan enler SEE EXPLANATION and provide an explanation following the

inlerrogalory queslions.
Responsas
1. Wil Ihe Trssted Surplus Stalement be fied with Ihe Stale of domicie and the NAIC wih this stalemenl? NG
EXPLANATION: )
BARCODE
2 2 6 8 2.9 9 1 4 9 -6 0 & 0 0 1
A I 0 O A
2. Win Supplement A to Schedule T {Medical Prolessional Lisbiity Supplement) be flad with this statement? NO
EXPLANATION
BARCODE:

ot A0 o i

3 Will the Medicars Parl D Caverage Supplement be filed wiih he stale of domicils and the NAIC with [bis stalemen! NO
EXPLANATION:

BARCODE:

st i

4. Wil the Drector and Officer Supplement be fied with (he state of domicile and Lhe NAIC with this stalemeni? NO

EXPLANATION:

BARCODE:
Dogument Identifier 505:

o

14
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STATEMENT AS OF MARCH 31, 2011 OF THE MAJESTIC INSURANCE CO .-

SCHEDULE A - VERIFICATION

Real Estate

N

IN CONSERVATION

1 2
Pror Year Ended

Year To Date December 31

-

28 wemmoosw

. Cosl of acquired.

. Tolal gain {loss) on disposal .
. Deduct amounls recerved on d sposals
. Tolal foreign exchange change in book/fac

Book/adjusted camrying vale, December

2.1 Aclual cos al ime of scquisifion
2.2 Additional investment made after ac
Curment year change i enwmbram

NONE

Oeduct current year's other than lemporar
Deduc! current year's deprecialion

. Book/adjusled carrying Value al end Of Shswum pas mas temms ¢ s s & prons wus v rmas wioms 3 e

Line § plus Line 6 minus Ling 7 plus Line 8)

. Deduct {otal nonadmitied smounts
. Stalemenl value al end of current petiod {Line 9 minus Line 10) .

- SCHEDULE B - VERIFICATION

Mortgage Loans

3 2
Prior Year Ended

Year Ta Date December 31

LS wom—uat e

12.
1.

1.

. Capilalized deferred interes! and other
. Accrual of discount

. Tolal gain (foss) on dispesals

. Baok value/recorded inves|men! excluding

Cost of acquired:
2.1, Actual cos! al lime of acquisition
2.2, Addiional invesiment made afles &

Unreafized vatuation maease [deame)

Deduct amounts received on disposals

- Deduct amortization of premium and morts

. Tolal foreign exchange change in book valve/recorded vestmen! excluding acerued inlerest
. Deduct cwrenl year's other lhan lemrcrary impairment recognized

. Book yafue/recorded nvestment excl

luding accrued inferes! at end of current period {Line 1 plus Line 2 plus
Line 3 plus Line 4 plus Line 5 plus Line 6 minus Line 7 minus Line 8 phs Line 9 minus Line 10)

Tolal Valuation Alowance

Sublotal {Line 11 plos Line 12}

. Deduct fola! nonadmitied amounls

Statement vatve al end of current pesiod (Line 13 eninus Line 14)

SCHEDULE BA - VERIFICATION

Other Long-Term Invested Assets

[

CBwom~ooaw

12

1.

. Book/adjusied carymg value, December
. Cosl of acquired

5 Capnahzed deferred interest and ofher

2.1, Actual cosl ai (ime of acquisttion
2.2 Addiianal invesimen! made after a

Accrual of discount .

Unvealized valuation inareass (deﬂease)

Tolal gain {loss) on disposals

Deduc! amotints received on disposals

Deduct amorlizalion of premium and deprecialion

Tolatforelgn exchange change In book/adjusted carrying value
Deduet current year's olhar than temporary impairment récognized
Book/adjusted catrying value 8l end of current period (Line 1 plus L Z phss Line 3 phrs Line 4 phis
Line § plus Line 6 minus Line 7 minus Line 8 plus Line 9 minus Line 1) .

Deduct {ota) nonadmilled amounls .

Slalement value at end of curenl period {Line 11 minss Line 12) :

1 2
Prioe Year Ended

Year To Date December 31

SCHEDULE D - VERIFICATION

Bonds and Stocks

1
Year To Date

2
Priot Year Ended
December 31

1.
12.

S eo o on v am o R en

Book/adjusled cayrying valse of bonds and stocks, December 31 of pmr year

" Casl of boads and stocks acquired
. Accrual of discounl

Unrealized valuation increase (dwease)

. Total gain {koss) on disposals ..
. Deduct consideration for bands and siocks disposed of

Deduct amoriizaion of premivm

. Tolal foreign exchange change in book/adjusted camymg value

Deducl current year's ofher than lemporary impairment recogrized

) Book/ adjusted carrying value al end of current period {Line 1 phus Line 2 pms lied plus Line 4 pius

Line 5 minus Line § minus Line 7 plus Line 6 minus Line §)
Deducl fotal nonadmitied amounls
Slatement valse af end of curent period (Line 10 minus Line 11}

275,423,672
803,506
43,464

§,015.553
207,766,320
1.776.228

B[1.49.647 | .
L 57B200F 0 186

8.276

(26.479)
433,01
. 44,044
1,885,200
23,818,420

"7 b4

257,749,847
257,243,647

SI01
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STATEMENT AS OF MARCH 31, 2011 OF THE MAJESTIC INSURANCE CO.- IN CONSERVATION
SCHEDULE DA - PART 1
Shorl-Term Investmenls Owned End of Current Quarter
i 2 3 4 5
Interest Paid for Accued
Book/ Adjusted Aclyal Collecled Inferest
Carrying Value Par Value Cosl Year To Dale Year To Dale
9199998 Tolals . : 2,393.2% XXX 2,393,230 18
SCHEDULE DA - VERIFICATION
Short-Term {nvestments
1 2
Prior Year Ended
Year To Date December 31

1. Book  adusted carrying value, December 31 of prior year 6,503,849 . 23,453,840

2. Cost of short-lesim imvesimenls acqured 2,364.459 65,351,267

3. Acorual of discount

4. Unrealized vahabon increase {detrease)

5 Total gain {loss} on dispesals

6§ Deduct conswdecationteceived on dsposals 6,475,078 82,301,258

7. Deduct amortizatio of premmum
8. Total Toreign exchange change in book/adjusted carrying value . .

9. Deduct cismend year's other than temporary impairment reoognized

10. Book/adjusted camying value al end of current period {Line § 4 Line2 +

Ling 3 ¢ Line d + Line 5 - Line - Live 7 + Line 8- Line 9) . 2,393,230 6,503,848
11. Dedur olal nonadmit(ed amounts '
12. Slatement value al end of current pesiod (Line 10 minvs Line 11) 2,39.2%0 6,503,849




STATEMENT AS OF MARCH 31, 2011 OF THE MAJESTIC INSURANGE CO. - IN CONSERVATION

Page S04
Schedule DB, Part A, Verification
NONE

Schedule DB, Part B, Verification
NONE

Page SI05
Schedule DB, Pt. C, Section 1, Replicated (Synthetic Assets} Open
NONE

Page SI06
Sch DB, PtC, Sn 2, Replication (Syn Assets) Transaciions Open
NONE

Page SI07
Schedule DB, Verification
NONE

Pages 104, §105, 8106, 5107
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STATEMENT AS OF MARCH 31, 2011 OF THE MAJESTIC INSURANCE CO. - IN CONSERVATION

SCHEDULE E - VERIFICATION

{Cash Equivalents)

1 2
Prwx Year Ended
Year To Daie December 31

1. Book/adjus(ed camywmg vafue, Decamber 31 of prior year 93,352 . 93.207
2. Cost of cash equivalents acqured 1.699.538 | .. 92,093,516
3. Accrua) of discount 203 5,85
4. Unrealized valualion inaease (deqease)
5. Tolat gain {loss) on disp;:sals 2 2
B. Dedud cunsideralion received on disposals ... 7.69%9,738 92,099,228
1 Deduct amortizalion of premium
8. Tola! foreign exchange change in book/adjusted carrying value
9. Dedvct ament year's cther than temporary impairment recognized
10. Book/adjusled carrying value al end of currenl period {Line 1+ Limne 2+

Line 3 +Line d + Line 5- Line - Line 7 + Line 8- Line 8) . 93.38 93,352
11. Dedued total nonadmitied amounts
12 Slatemenl value a1 end of current period {Line 10 minus Line 11} 93,385 93.352

Sio8
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STATEMENT AS OF MARCH 31, 2011 OF THE MAJESTIC INSURANCE CO. - IN CONSERVATION

Page E01
Sch. A, Pt. 2, Real Estate Acquired
NONE

Sch. A, Pt. 3, Real Estate Disposed
NONE

Page E02
Schedule 8, Part 2, Mortgage Loans Acquired
. NONE

Schedule B, Part 3, Mortgage Loans Disposed
NONE

Page EQ3
Sch. BA, Pt. 2, Other Long-Term Invested Assets Acquired
NONE

Sch. BA, Pt. 3, Other Long-Term Invested Assets Disposed
NONE )

Pages E01,E02,E03
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STATEMENT AS OF MARCH 31, 2011 OF THE MAJESTIC INSURANCE CO.- IN CONSERVATION

Page E06
Schedule DB, Part A, Section 1
NONE

Financial or Economic Impact of the Hedge
NONE

Page E07
Schedule DB, Part B, Section 1
NONE

Schedule DB, Part B, Section 1, Broker Name
NONE :

Schedule DB, Part B, Financial or Economic Impact of the Hedge
NONE

Page E08
Schedule DB, Part D
NONE

Page E09
Schedule DL, Part 1
NONE

Page E10
Schedule OL, Part2
NONE

Pages E06,E07,E08,E09,E10
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STATEMENT AS OF MARCH 31, 2011 OF THE MAJESTIC INSURANCE CO.- IN CONSERVATION

SCHEDULE E - PART 1 - CASH

Month End Deposilary Balances

1 2 3 4 5 Hook Balance al End of Each
Monlh Buring Curren! Quarler
Depostory Amount of Amoun! of
Inlerest Interest Accrued 6. 7 8
Rafe of Regeived Diging | al Cument
Name [ Locatien and Supplementa! Information Code Interest Cunent Quarter | Statement Dale First Month Second Month Third Month
Open Deposttories
Wells Fargo Bank San Francisco, CA . . N . . . 1.028.9% 4,137,568 6,072,389
Slate Sireet Bank Kansas Cily. MO 19.056 15,172 10,212
HSBC Bank San Francisco. CA 1,118,311 328,714 565.528
Citibank San Francisco. CA . oo .. PN . . . 2,603 3,005,101 .. 2.445.867
Comerica Bank . . . Detroit, MI . . . . FP . N 1,244,517
Bank of Hawai Honaluly, HI 39,884 117,436 107,895
0199999 - TOTAL - Open Depositories 10,811,572 8,861,567 9,201,840
0399999 - TOTAL Cash on Deposit 10.811,572 8.861.567 9,201,940
10,811,572 8,861,567 9,201.940

059999 - TOTALS

E11
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STATE OF CALIFORNIA ' . STEVE POIZNUR | fnswrance Commissioner

DEPARTMENT OF INSURANCE

Legal Division, Corporate Affairs Bureau
45 Fremont Street, 24th Floor
San Francisco, CA 94105

Martha Mclendez

Senior Staff Counsel

TEL: 415-538-4114

IFAX: 415-904-5896

E-Mail: melondezm@insurance.ca.gov
www.insurance.ca.gov

Decembér 6,2010

Shirley B. Ortego

Vice President and Associate General Counsel
Lancer Financial Group Companies '
370 West Park Avenue

Long Beach, NY 11561

SUBJECT:  Lancer Financial Group Companies’ Application for approval of Indirect
Acquisition and Control of Majestic Insurance Company, a California
commercially domiciled insurer, pursuant to California Insurance Code
section 1215.2 /IDB No. 10-7912

Dear Ms. Ortego:

This letter is to advise you that the application for approval of the acquisition and control of
Majestic Insurance Company (“Majestic”) by Lancet Financial Group (“LFG”) or (“Applicant™),
accepted for filing on November 8, 2010 presents the following deficiencies under California
Insurance Code section 1215.2(d):

1. The Applicant’s Plan of Operation is not viable based on Majestic’s current expense ratio
and the overall state of the workers’ compensation insurance market in California. The
premium projections assume a retention rate of 75% of the renewals and a 50% increase
in new business for 2011. Moreover, the 2011 loss ratio is assumed to be 72% which is
substantially lower than the current accident year loss and loss adjustment expense ratio.
These numbers together with the current year expense ratio of 65% are discouraging and
do not provide credible support for the Applicant’s projections for Majestic and raises the
possibility of disapproval of the Application under CIC section 1215.2 (d) (1).

2. The Applicant intends to maintain, post-acquisition, the current management team that is
operating Majestic. The Application delineates that several members of proposed senior
management (James J. Scardino and Chester J. Walczyk) are named defendants in
pending litigation brought by the New York State Attorney General as well as the New
York State Workers’ Compensation Board to recover funding deficits in the alleged
amount of $450 million against Majestic Capital’s subsidiary, Compensation Risk
Managers, LLC. Although not named as individual defendants, litigation filed this past
October in the California Superior Court, County of Orange by California Plaster, Inc., et
al., alleges similar funding deficit claims. Based on the allegations contained in these
actions, the Department is concetned that the proposed management for Majestic is

Consumer Hotline (800) 927-HELP e Producer Licensing (800) 967-933 1



Shirley B. Ortego
November 30, 2010

Page 2

-~ incapable of developing or implementing a reasonable business plan. CIC section 1215.2

(d) (5) authorizes disapproval if the Commissioner finds that that the competence,
character and integrity of those persons who would control the operation of the insurer
indicate that if would not be in the best interest of policyholders, or the public for them to
do so.

In addition to the concerns set forth in items 1 and 2, LFG management*s experience is in
the business of automobile insurance and hence does not have any expertise to offer to

the Majestic management in the California workers’ compensation market. This raises a
material issue under CIC section 1215.2 (d) (5) which expressly indicates that the
“experience “of those persons who would control the operation would not be in the best
interest of the policyholders or the public.

It is also noted that given the combined loss and expense ratios, Majestic’s surplus capital
is rapidly being depleted. For example, Majestic’s surplus has decreased by 39% since
December 31, 2008 and net cash flow from operations is (-$37 million) for the first nine
months of 2010. There is no proposal for correcting or bolstering Majestic’s surplus (in
the form of a capital commitment) to insure that Majestic has sufficient adequate surplus

‘during the time it will take to implement a realistic business plan.

The financial condition of Bayside Capital Partners LLC (Bayside™), following the
change of control, will not improve the current adverse condition at Majestic. The
acquisition will be accomplished through the purchase of all the issued and outstanding
capital stock of Majestic Capital Ltd (“MCL”) and its subsidiaries by Bayside with the
entire purchase funded by a Loan in the approximate amount of $7.8 million. Pursuant to
the agreement, Bayside’s parent company, LFG is committed to loan Bayside an amount
equal to the transaction consideration. Further, pursuant to the Loan Commitment letter,
the terms of the loan is payable by Bayside “On demand™; given the fact that Bayside was
formed for the purpose of acquiring Majestic; there is no evidence of a source of
repayment independent of the future income of Majestic. The terms of the transaction as
structured raises issues that the financial condition of the acquirer might Jeopardize the

Jinancial condition of the insurer pursuant to CIC section 1215.2 (d)(3).

In addition, the proposed acquisition does not contain a commitment of new capital to
adequately support the current adverse financial condition of Majestic and to mitigate the’
impact of pending litigation costs and settlement amounts in the near future.

In summary, the Application submitted raises a host of material deficiencies that must be
resolved in order to preclude disapproval under CIC section 1215.2 (d). Accordingly, the
Applicant must address the issues of management, capital contribution as well as a viable
plan of operation to the Department within 12 days of the receipt of this letter. According to
the current Form A, the Applicant has not presently met the mandates required for approval
of the Application under California Insurance Code section 1215.2. Please do not hesitate to
contact me to discuss any of the issues raised in our review of the above-referenced
application.

Protecting California Consumers
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Shirley B. Ortego
November 30, 2010
Page 3

Very truly yours,

STEVE POIZNER
Insurance Commissioner

By:

Martha Melendez
Senior Staff Counsel

cc: Susan J. Stapp, Assistant Chief Counsel
Woody Girion, Chief, Financial Analysis Division
Al Bottalico, Field Examination Division
Ben Chan, FSB-Troubled Company Bureau

#610384v]

Protecting California Consumers






BAYSIDE EQUITY HOLDINGS LLC |
370 West Park Avenue
Long Beach, New York 11561

March 18, 2011

VIA E-MAIL

Majestic Capital, Ltd.

PO Box HM 2062

Hamilton HM HX, Bermuda
Attn: General Counsel

Re: Agreement and Plan of Merger and Amalgamation, dated as of
September 21, 2010, among Bayside Equity Holdings LLC,
Mayjestic Acquisition Corp. and Majestic Capital, Ltd. (the
“Agreement”; each capitalized term used herein and not otherwise
defined shall have the meaning given such term in the Agreement)

Ladies and Gentlemen:

As you are aware, there are several conditions to the obligation of each of Parent and
M&A Sub to effect the Transaction that are incapable of being satisfied, due to among other
things (x) the material deterioration in the Company’s capital surplus, including during the last
two quarters of 2010, as reported by the Company, (y) the landlord’s final rejection of Parent’s
terms for modification of the Agreement of Lease dated August 5, 2005, between Oakwood
Partners L.L.C. and Compensation Risk Managers, LLC, as amended, and (z) the adverse
conditions articulated by the California Department of Insurance to James Scardino and relayed

by Mr. Scardino to Parent.

Against that background, Parent hereby terminates the Agreement and abandons the
transactions contemplated thereby.

Sincerely,

ohn A. Petrilli

Duly Authorized

cc: Louis J. Viglotti, Esq.
Peter S. Kolevzon, Esq.

1338949 2



