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INDEPENDENT AUDITOR’S REPORT 
ON THE FINANCIAL STATEMENTS 

 
 

To the Board of Directors 
Rural Mutual Insurance Company 
Madison, Wisconsin 
 
 

We have audited the accompanying statutory financial statements of Rural Mutual Insurance Company 
(the Company), which are comprised of the statutory balance sheets as of December 31, 2020 and 2019, and 
the related statutory statements of income, changes in surplus, and cash flows for the years then ended, 
and the related notes to the statutory financial statements.   
 
Management’s Responsibilities for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with the accounting practices prescribed or permitted by the Office of the Commissioner of 
Insurance of the State of Wisconsin.  Management is also responsible for the design, implementation, and 
maintenance of internal control relevant to the preparation and fair presentation of financial statements 
that are free from material misstatement, whether due to fraud or error. 
 
Auditor’s Responsibility 
 
Our responsibility is to express an opinion on these financial statements based on our audits.  We conducted 
our audits in accordance with auditing standards generally accepted in the United States of America.  Those 
standards require that we plan and perform the audits to obtain reasonable assurance about whether the 
financial statements are free from material misstatement.   
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial statements.  The procedures selected depend on the auditor’s judgment, including the assessment 
of the risks of material misstatement of the financial statements, whether due to fraud or error.  In making 
those risk assessments, the auditor considers internal control relevant to the Company’s preparation and 
fair presentation of the financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s 
internal control.  Accordingly, we express no such opinion.  An audit also includes evaluating the 
appropriateness of accounting policies used and the reasonableness of significant accounting estimates 
made by management, as well as evaluating the overall presentation of the financial statements. 
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 
audit opinions.



 

‐ 2 ‐ 
 

 
 
Basis for Adverse Opinion on U.S. Generally Accepted Accounting Principles 
 
As described in Note 1 to the financial statements, the financial statements are prepared by the Company in 
accordance with accounting practices prescribed or permitted by the Office of the Commissioner of 
Insurance of the State of Wisconsin, which is a basis of accounting other than accounting principles generally 
accepted in the United States of America to meet the requirements of the state of Wisconsin. 
 
The effects on the statutory financial statements of the variances between the statutory basis of accounting 
described in Note 1 and accounting principles generally accepted in the United States of America have not 
been determined but are presumed to be material. 
 
Adverse Opinion on U.S. Generally Accepted Accounting Principles 
 
In our opinion, because of the significance of the matter discussed in the “Basis for Adverse Opinion on  
U.S. Generally Accepted Accounting Principles” paragraph, the financial statements referred to above do not 
present fairly, in accordance with accounting principles generally accepted in the United States of America, 
the financial position of the Company as of December 31, 2020 and 2019, and the results of its operations 
and its cash flows for the years then ended. 
 
Opinion on Regulatory Basis of Accounting 
 
In our opinion, the statutory financial statements referred to above present fairly, in all material respects, 
the financial position of the Company as of December 31, 2020 and 2019, and the results of its operations 
and its cash flows for the years then ended, in accordance with the accounting practices prescribed or 
permitted by the Office of the Commissioner of Insurance of the State of Wisconsin described in Note 1. 
 

Strohm Ballweg, LLP 
Madison, Wisconsin 
March 20, 2021
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  2020    2019   

ADMITTED ASSETS         
Cash and invested assets:         

Bonds  $ 482,017,561  $ 431,668,026 
Preferred stocks    1,825,040    978,000 
Common stocks and mutual funds    65,783,320    60,083,208 
Cash, cash equivalents, and short‐term investments    11,777,811    9,676,741 
Other invested assets    564,430    ‐   
Receivable for securities    ‐      122,000 

Cash and invested assets    561,968,162    502,527,975 

Investment income due and accrued    2,383,861    2,132,044 
Uncollected premium    45,391,374    42,996,926 
Due from reinsurers    3,836,963    3,755,563 
Net deferred tax asset    2,098,984    2,651,444 
Receivable from affiliates    360,458    321,797 
Data processing equipment, net    233,702    249,867 
Cash surrender value of life insurance    13,187,415    10,920,344 
Other assets    1,402,006    314,094 
         

Total admitted assets  $ 630,862,925  $ 565,870,054 

         

LIABILITIES AND SURPLUS         
Liabilities:         

Unpaid losses (net of reinsurance of $30,233,548 in 2020         
and $31,889,863 in 2019)  $ 102,836,405  $  94,744,187 

Unpaid loss adjustment expenses (net of reinsurance of         
$3,780,039 in 2020 and $2,305,123 in 2019)    21,630,961    18,759,877 

Unearned premium     85,678,675    83,850,283 
Advance premium    4,471,809    4,083,976 
Reinsurance payable    4,856,304    4,066,159 
Reserve for agents’ deferred compensation plan    8,790,518    8,432,964 
Commissions payable    3,932,631    3,183,084 
Dividends payable    8,943,840    3,458,000 
Federal income tax payable    565,000    1,043,765 
Other liabilities    15,253,977    13,208,174 

         

Total liabilities    256,960,120    234,830,469 
         

Surplus    373,902,805    331,039,585 
         

Total liabilities and surplus  $ 630,862,925  $ 565,870,054 
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  2020    2019   

UNDERWRITING OPERATIONS         
Net premium earned:         

Gross premium earned  $ 224,711,825  $ 213,019,180 
Reinsurance ceded    (33,317,795)    (30,489,793) 

    191,394,030    182,529,387 

Net losses incurred:         
Gross losses incurred    100,384,474    123,102,094 
Reinsurance recoveries    (12,598,716)    (24,489,588) 

    87,785,758    98,612,506 

Operating expenses incurred:         
Loss adjustment expenses (LAE)    16,297,377    12,819,612 
Reinsurance recoveries on LAE    (2,693,759)    (1,785,521) 
Commissions incurred    23,709,192    21,573,871 
Reinsurance ceded commissions    (7,138,167)    (6,371,477) 
Other underwriting expenses    33,186,819    28,941,764 

    63,361,462    55,178,249 

         
Underwriting gain    40,246,810    28,738,632 

         
INVESTMENT AND OTHER INCOME         
Investment income earned    13,975,944    13,252,954 
Investment expenses    (1,273,881)    (1,175,452) 
Net realized capital gains, net of tax    5,215,402    3,456,450 
Other income    1,514,415    1,616,826 

         
Investment and other income    19,431,880    17,150,778 

         
Net income before dividends to policyholders         

and federal income tax expense    59,678,690    45,889,410 
         
Dividends to policyholders    11,451,257    5,762,215 

         
Net income before federal income tax expense    48,227,433    40,127,195 

         
Federal income tax expense    9,510,160    7,446,384 

         
Net income  $  38,717,273  $  32,680,811 
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    2020    2019   

               
Surplus, beginning of year    $  331,039,585  $  290,821,782 

           
Net income      38,717,273    32,680,811 
Change in net unrealized capital gain (loss), net of tax  4,076,240  6,873,025 
Change in nonadmitted assets      (337,652)    888,459 
Change in net deferred income tax      600,357    220,753 
Change in pension and postretirement obligations    (174,132)  (443,311) 
Change in provision for reinsurance    (18,866)  (1,934) 

       
Net change in surplus      42,863,220    40,217,803 

           
            Surplus, end of year    $  373,902,805  $  331,039,585 
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  2020    2019   

Cash from operations:         
Net premium collected  $  191,657,017  $  186,026,360 
Net investment income received    12,867,037    12,766,173 
Other income received    1,514,415    1,616,826 
Net losses paid    (79,774,940)    (97,289,427) 
Net operating expenses paid    (57,721,678)    (55,974,595) 
Dividends paid to policyholders    (5,965,417)    (5,491,733) 
Federal income taxes paid    (11,304,491)    (7,690,982) 

Net cash from operations    51,271,943    33,962,622 

         
Cash from investments:         

Proceeds from investments sold, matured, or repaid:         
Bonds    130,000,212    119,563,305 
Stocks and mutual funds    20,474,801    19,091,173 
Other invested assets    ‐      61,862 
Net gains on short‐term investments    229,609    1,515 
Miscellaneous    122,000    ‐   

    150,826,622    138,718,855 

Cost of investments acquired:         
Bonds    (176,920,086)    (149,885,920) 
Stocks and mutual funds    (19,344,531)    (17,764,789) 
Other invested assets    (564,430)    ‐   
Miscellaneous applications    ‐      (122,000) 

    (196,829,047)    (167,772,709) 

Net cash from investments    (46,002,425)    (29,053,854) 

         
Cash from financing and miscellaneous sources:         

Other cash applied    (3,168,448)    (1,195,494) 

         
Net change in cash, cash equivalents, and short‐term        

investments    2,101,070  3,713,274 
         
Cash, cash equivalents, and short‐term investments:         

Beginning of year    9,676,741    5,963,467 

         
End of year  $  11,777,811  $  9,676,741 
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Note 1  ~  Nature of Business and Summary of Significant Accounting Policies 
 
Nature of Business.  Rural Mutual Insurance Company (the Company) was organized in 1934 by the 
members of the Wisconsin Farm Bureau Federation (WFBF) under Wisconsin Insurance Laws as a mutual 
insurance company.  The Company is licensed to write property and liability insurance in the states of 
Wisconsin, Minnesota, and Illinois on terms calling for recognition of premium upon the effective date of the 
policy.  The Company currently only writes premium in the state of Wisconsin (approximately one‐third of 
each in farm, auto, and commercial lines), exclusively utilizing captive agents. 
 
A summary of the Company’s significant accounting policies follows. 
 
Basis of Presentation.  The accompanying financial statements have been prepared in conformity with 
accounting practices prescribed or permitted by the Office of the Commissioner of Insurance of the State of 
Wisconsin (the OCI).  Prescribed statutory accounting practices include the National Association of Insurance 
Commissioners’ (NAIC) Accounting Practices and Procedures Manual, which was adopted by the state of 
Wisconsin, as well as state insurance laws, regulations, and general administrative rules.  Permitted 
statutory accounting practices encompass all accounting practices not so prescribed.  The Company had no 
such specifically permitted practices. 
 
Statutory accounting practices vary in some respects from U.S. generally accepted accounting principles 
(GAAP).  Such significant differences include the following: 

 Investments in debt securities are generally carried at amortized cost.  Under GAAP, the Company's 
debt securities would be classified as held‐to‐maturity, trading, or available‐for‐sale.  For GAAP, debt 
securities classified as held‐to‐maturity would be carried at cost or amortized cost, and debt 
securities classified as trading or available‐for‐sale would be carried at fair value, with the unrealized 
holding gains and losses reported in income for those securities classified as trading and as a 
separate component of surplus for those securities classified as available‐for‐sale. 

 Investments in equity securities are generally carried at fair value with unrealized holding gains and 
losses reported as a direct charge or credit to surplus.  Under GAAP, the Company’s equity securities 
would be carried at fair value with the unrealized holding gains and losses reported in income. 

 Policy acquisition costs, such as salaries, commissions, and other items, are charged to current 
operations as incurred; under GAAP, these acquisition costs would be deferred and recognized as an 
expense over the periods covered by the policies. 

 Estimated reinsurance recoverables on unpaid losses and unpaid loss adjustment expenses are 
netted with the respective accounts; under GAAP, these reinsurance balances would be shown on a 
separate gross basis. 

 Commissions on reinsurance ceded are credited to income at the time the premium is ceded; under 
GAAP, commissions on ceded premium would be deferred and recognized as income over the 
periods covered by the policies. 
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Note 1  ~  Nature of Business and Summary of Significant Accounting Policies (Continued) 

 Deferred income taxes are provided for differences between the financial statement and the tax 
bases of assets and liabilities and are reduced by a valuation allowance when it is more likely than not 
that some portion or all of the deferred tax assets will not be realized.  Additionally, under statutory 
accounting practices, limitations are placed on the admissibility of deferred tax assets and all changes 
in deferred tax assets and liabilities are reported as changes in surplus; and state income taxes are 
not included in deferred tax calculations; under GAAP, there is no admissibility concept, changes in 
deferred tax assets and liabilities would be reported through operations and/or surplus depending on 
their characteristics, and state income taxes would be included in the deferred tax calculations. 

 Certain assets designated as “nonadmitted assets” (generally uncollected premium over 90 days past 
due, furniture and equipment, prepaid expenses, prepaid pension assets, deferred tax assets, and 
unsecured receivables) are charged against surplus.  Under GAAP, uncollected premium and 
unsecured receivables would be recorded as assets less an allowance for uncollectible amounts, 
prepaid expenses would be recognized as assets, furniture and equipment would be recognized as 
assets net of accumulated depreciation, and deferred tax assets would be accounted for as noted 
above. 

 Policyholder dividends are accrued when declared; under GAAP, dividends would be recognized over 
the premium‐paying period. 

 A provision for overdue reinsurance has been recorded in accordance with statutory requirements; 
under GAAP, no such provision would be recognized. 

 Statutory financial statements are presented in a form using language and groupings substantially the 
same as the annual statement of the Company filed with the NAIC and the OCI, which differ from the 
presentation and disclosure of financial statements presented under GAAP. 

The effects of these variances from GAAP on the accompanying statutory financial statements have not been 
determined. 
 
Accounting Estimates.  The preparation of statutory financial statements requires management to make 
estimates and assumptions that affect the amounts reported in the financial statements and accompanying 
notes.  Actual results could differ from those estimates.  Estimates that are particularly susceptible to 
significant change in the near‐term relate to: 
 

 The liabilities for unpaid losses and unpaid loss adjustment expenses.  In estimating these liabilities, 
management uses the methodology discussed in the unpaid losses and unpaid loss adjustment 
expenses paragraph of this note. 
 

 The calculation of premiums earned but unbilled and earned but unbilled premium credits.  These 
estimates are based on prior experience and will ultimately vary from amounts recorded. 
 

 The assumptions regarding the other‐than‐temporary impairment (OTTI) analysis of the investment 
portfolio.   
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Note 1  ~  Nature of Business and Summary of Significant Accounting Policies (Continued) 
 

 The discount rate, investment returns, and other assumptions used to determine the benefit plan 
liabilities. 
 

 The amount of deferred tax assets expected to be realized in future years. 
 
Risk and Uncertainties.  The Company’s operating results and financial condition are affected by numerous 
factors and circumstances unique to the property/casualty insurance industry, some of which it can neither 
predict nor control.  Among them are (1) statutorily imposed regulatory capital requirements can limit an 
insurer’s ability to underwrite new business or retain otherwise desirable risks; (2) an insurer’s ability to enter 
into suitable reinsurance agreements is subject to prevailing conditions in reinsurance markets; 
(3) competitive pressure on pricing, while cyclical, may be intense; (4) fluctuations in interest rates affect the 
value and income yield of an insurer’s investment portfolio in the short‐term, and often affect default, call, 
and prepayment rates over time; (5) inflationary pressures affect the magnitude of losses and loss 
adjustment expenses; (6) emerging legal precedents and trends may have a significant specific impact on 
settlement amounts and cost of defending claims; and (7) losses may not fully emerge for several years 
following the year in which the insured event occurred. 
 
COVID‐19 Related Premium Refund and Special Dividend.  Due to the COVID‐19 pandemic, the Company 
issued a premium refund of $1,015,757 to the personal auto policyholders in April 2020.  The premium 
refund was offset against premiums earned.  In addition, the Company also declared a one‐time 
extraordinary dividend of $5,145,686 for all policies in force (other than workers compensation policies) on 
December 31, 2020.  The dividend will be paid before April 1, 2021, in accordance with the approved 
dividend program that was filed with the OCI. 
 
Cash, Cash Equivalents, and Short‐Term Investments.  For purposes of reporting cash flows, the Company 
follows statutory accounting practices and considers cash in checking accounts, certain money market funds, 
and highly liquid debt instruments with a remaining maturity of 1 year or less to be cash, cash equivalents, 
and short‐term investments.  Cash, cash equivalents, and short‐term investments are carried at cost, which 
approximates fair value.  The Company has on deposit in financial institutions balances substantially in excess 
of amounts insured by the Federal Deposit Insurance Corporation (FDIC).  The Company does not believe it is 
exposed to any significant credit risk on these accounts. 
 
Investments.  Investments are valued in accordance with the valuation methods prescribed by the NAIC.  
Investments in bonds, except for mandatory convertible securities, are generally carried at amortized cost 
using the scientific interest method; however, bonds with an NAIC designation of 3 or lower are carried at the 
lower of amortized cost or fair value.  Loan‐backed (single class and multi‐class mortgage‐backed/asset‐
backed) securities are generally valued at amortized cost using the scientific interest method, including 
anticipated prepayments at the time of purchase; however, loan‐backed securities with an initial NAIC 
designation of 3 or lower are carried at the lower of amortized cost or fair value.  Mandatory convertible 
bonds are carried at the lower of amortized cost or fair value during the period prior to conversion.  
Prepayment assumptions are obtained from brokers or are based on internal estimates.  The retrospective 
adjustment method is used to value all such securities. 
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Note 1  ~  Nature of Business and Summary of Significant Accounting Policies (Continued) 
 
Perpetual preferred stocks are generally carried at fair value; however, perpetual preferred stocks with an 
NAIC designation of 3 or lower are carried at the lower of cost or fair value.  Investments in common stocks 
of unaffiliated companies are carried at fair value.  Investments in common stocks of affiliated companies 
would be valued using the equity method; however, the Company nonadmits their investment in 
Statewide Services, Inc., a wholly‐owned subsidiary, because it is not audited. 
 
Surplus debentures are included in other invested assets and are valued at the lesser of the outstanding face 
value or estimated fair value. 
 
Realized gains and losses on the sale of investments are recognized on the specific identification basis and are 
included in income.  Unrealized gains and losses from changes in the fair value of common stocks, mutual 
funds, certain preferred stocks, and certain bonds are credited or charged directly to surplus. 
 
Fair Value Measurements.  Financial instruments are categorized in a fair value hierarchy based on the 
reliability of inputs to the valuation techniques as follows:   

 Level 1 – Inputs to the valuation methodology are unadjusted quoted prices for identical assets in 
active markets that the Company has the ability to access.   

 Level 2 – Inputs to the valuation methodology include quoted prices for similar assets in active 
markets; quoted prices for identical or similar assets in inactive markets; inputs other than quoted 
prices that are observable; or inputs that are derived principally from or corroborated by observable 
market data by correlation or other means. 

 Level 3 – Inputs to the valuation methodology are unobservable and significant to the fair value 
measurement. 

The fair value measurement level within the fair value hierarchy is based on the lowest level of any input that 
is significant to the fair value measurement.  The Company believes its valuation methods are appropriate 
and consistent with other market participants.  The use of different methodologies or assumptions to 
determine the fair value of certain financial instruments could result in a different fair value measurement at 
the reporting date. 
 
Corporate Owned Life Insurance.  The Company maintains whole life insurance policies for key employees of 
the Company in which the Company is the primary beneficiary.  In return for allowing the Company to insure 
their life, the Company endorsed a policy death benefit to each employee’s beneficiary.  The employee is 
covered for their entire life; however, when the employee retires, the endorsement expires and the entire 
benefit would revert back to the Company. 
 
The policy allows the Company to pay a flat premium for the first 5 years, at which point, no more premiums 
would be required.  The Company reported as an admitted asset the amount that could be realized on the 
life insurance policies as of the date to which premiums have been paid, which is equal to the cash surrender 
value of the policies at December 31, 2020 and 2019. 
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Note 1  ~  Nature of Business and Summary of Significant Accounting Policies (Continued) 
 
Property and Equipment.  Data processing equipment and operating system software are recorded as 
admitted assets at cost less accumulated depreciation of $1,688,955 and $1,543,750 at December 31, 2020 
and 2019, respectively.  Furniture and equipment are considered nonadmitted assets for statutory financial 
statement reporting purposes.  Depreciation is calculated on these assets and charged to expense.  The net 
change in book value (cost less depreciation) is charged or credited directly to surplus. 
 
Depreciation is calculated by applying straight‐line or accelerated methods over the estimated useful lives of 
the respective assets.  Depreciation expense was $170,541 in 2020 and $163,694 in 2019. 
 
Unpaid Losses and Unpaid Loss Adjustment Expenses.  The liabilities for unpaid losses and unpaid loss 
adjustment expenses include amounts determined from individual reported losses (case reserves) and an 
amount, based on past experience, for losses incurred but not reported (IBNR).  Such liabilities are necessarily 
based on estimates and, while management believes that the amounts are adequate, the ultimate liabilities 
will differ from the amounts provided.  The methods for making such estimates and for establishing the 
resulting liabilities are continually reviewed and any adjustments are reflected in earnings currently.  The 
liabilities for unpaid losses and unpaid loss adjustment expenses are reported net of the effects of 
reinsurance and estimated salvage and subrogation receivable. 
 
Recognition of Premium.  Premiums are recognized as revenue on a pro rata basis over the policy term.  
Unearned premium represents the portion of premiums which relate to future periods and is recorded net of 
reinsurance of $2,536,189 in 2020 and $1,585,003 in 2019.  An advance premium liability is established for all 
premiums received for coverages effective in the following fiscal year.  Management also records an 
estimated receivable for audit premiums earned but unbilled, which is included with uncollected premium. 
 
Reinsurance.  Reinsurance premiums, commissions, loss and LAE recoveries, and receivables related to 
reinsured business are accounted for on bases consistent with those used in accounting for the original 
policies issued and the terms of the reinsurance contracts. 
 
Income Taxes.  The Company and its subsidiary file both a consolidated federal and Wisconsin state income 
tax return.  The Company records deferred income taxes on temporary differences between the financial 
reporting basis and the tax basis of the Company’s assets and liabilities based upon enacted federal income 
tax rates. 
 
Subsequent Events.  Subsequent events were evaluated through March 20, 2021, which is the date the 
financial statements were available to be issued.   
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Note 2  ~  Investments 
 
The cost and fair value of investments at December 31, 2020 and 2019, were as follows: 
 
   

 
Cost 

  Gross 
Unrealized 

Gains 

  Gross 
Unrealized 
Losses 

   
Fair 
Value 

 

2020     

Bonds (at amortized cost):                 
U.S. Treasury securities and                 
obligations of U.S. government                 
corporations  $  28,022,234  $  1,063,784  $  (77,275)  $  29,008,743 

States, territories, and possessions    7,251,268    520,536    ‐      7,771,804 
Political subdivisions    13,762,874    1,130,614    ‐      14,893,488 
Special revenue    33,670,309    2,227,282    (5,293)    35,892,298 
Corporate securities    188,802,212    14,052,457    (93,914)    202,760,755 
Loan‐backed securities    210,529,930    8,451,442    (326,340)    218,655,032 

                 
Total bonds    482,038,827    27,446,115    (502,822)    508,982,120 
                 

Preferred stock    1,678,470    146,570    ‐      1,825,040 
Affiliated common stock (nonadmitted)    10,000    41,635    ‐      51,635 
Unaffiliated common stocks and                   

mutual funds    30,456,650    35,383,970    (57,300)    65,783,320 

                 
  $  514,183,947  $  63,018,290  $  (560,122)  $  576,642,115 

 
The cumulative unrealized loss of $560,122 as of December 31, 2020, consisted of $156,452 of unrealized 
losses in a loss position for greater than 12 months and $403,670 of unrealized losses in a loss position for 
less than 12 months. 
 
The statement value of bonds was lower than amortized cost by $21,266 at December 31, 2020, due to 
unrealized losses on bonds rated 3 or lower under the valuation methods prescribed by the NAIC. 
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Note 2  ~  Investments (Continued) 
 
   

 
Cost 

  Gross 
Unrealized 

Gains 

  Gross 
Unrealized 
Losses 

   
Fair 
Value 

 

2019     

Bonds (at amortized cost):                    
U.S. Treasury securities and                    
obligations of U.S. government                    
corporations  $  45,076,343   $  536,515   $  (3,438 )  $  45,609,420 

States, territories, and possessions    6,299,531     357,722     (39,205 )    6,618,048 
Political subdivisions    11,987,098     664,785     (2,988 )    12,648,895 
Special revenue    13,725,790     570,626     (10,196 )    14,286,220 
Corporate securities    163,988,228     6,878,383     (47,910 )    170,818,701 
Loan‐backed securities    190,591,036     4,375,767     (393,930 )    194,572,873 

                    
Total bonds    431,668,026     13,383,798     (497,667 )    444,554,157 
                    

Preferred stock    978,000     ‐       ‐       978,000 
Affiliated common stock (nonadmitted)    10,000     35,091     ‐       45,091 
Unaffiliated common stocks and                      

mutual funds    29,835,462     30,298,520     (50,774 )    60,083,208 

                    
  $  462,491,488   $  43,717,409   $  (548,441 )  $ 505,660,456 

 
The cumulative unrealized loss of $548,441 as of December 31, 2019, consisted of $307,103 of unrealized 
losses in a loss position for greater than 12 months and $241,338 of unrealized losses in a loss position for 
less than 12 months. 
 
The amortized cost and fair value of bonds (including short‐term bonds) at December 31, 2020, by 
contractual maturity, are shown below.  Expected maturities may differ from contractual maturities because 
borrowers may have the right to call or prepay obligations with or without call or prepayment penalties. 
 

  Amortized 
Cost 

  Fair 
Value 

 

             
Due in one year or less  $  21,215,850  $  21,505,175 
Due after one year through five years    152,787,454    160,895,867 
Due after five years through ten years    133,248,045    143,569,323 
Due after ten years    174,850,666    183,092,130 
         

  $ 482,102,015  $ 509,062,495 

 
The Company had $1,732,892 on deposit in U.S. Treasury bonds with the state of Wisconsin at December 31, 
2020, for the benefit of policyholders. 
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Note 2  ~  Investments (Continued) 
 
Investment in Preferred Stock.  The Company’s investment in preferred stock includes an $826,000 holding 
of American Agricultural Insurance Company.  The shares may be redeemed by the issuer at a redemption 
price equal to the par value plus any authorized but unpaid dividends on the stock in 2014 and later, and may 
be redeemed by the Company beginning in 2036.  The issuer redeemed 152 shares with a value of $152,000 
in 2020, and redeemed 122 shares with a value of $122,000 in 2019. 
 
Gains and Losses on Investments.  The components of net realized investment gains (losses) were as follows:  
 

  2020    2019   

         
Gains on disposals  $  9,284,798  $  5,784,953 
Losses on disposals    (2,753,830)    (1,360,139) 

    6,530,968    4,424,814 
Tax expense    (1,315,566)  (968,364) 

         
Net realized capital gains  $  5,215,402  $  3,456,450 

 
Declines in fair value that are determined to be OTTI are included in the statutory statement of income as 
realized capital losses.  The Company determines a decline to be other than temporary by reviewing and 
evaluating relevant objective and subjective factors for each security, including the extent of the depressed 
value, the length of time the value has been depressed, the Company’s intent and ability to hold the security, 
a security’s current performance, the financial condition of the issuer, the industry in which the issuer 
operates, the estimated future cash flows of loan‐backed securities, and the status of the market as a whole.  
There were no declines deemed other than temporary for the years ended December 31, 2020 and 2019. 
 
Summary of Significant Valuation Techniques for Financial Instruments.  The following valuation techniques 
and inputs were used to estimate the fair value of each class of significant financial instruments: 
 

Level 1 Measurements 
 
Bonds and short‐term investments:  Comprised of actively traded U.S. Treasury notes and highly 
liquid debt instruments purchased with a remaining maturity of 1 year or less.  Valuation is based on 
unadjusted quoted prices for identical assets in active markets that are accessible to the Company at 
the measurement date. 

 
Common stocks:  Comprised of actively traded, exchange‐listed equity securities.  Valuation is based 
on unadjusted quoted prices for identical assets in active markets that are accessible to the Company 
at the measurement date. 
 
Mutual funds:  Comprised of actively traded mutual funds that have daily quoted net asset values. 
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Note 2  ~  Investments (Continued) 
 

Level 2 Measurements 
 

Bonds:  Comprised of government obligations, state and municipal bonds, corporate debt, and 
residential mortgage‐backed securities.  Valuation is based on inputs including quoted prices for 
identical or similar assets in inactive markets.  The Company uses a leading, nationally recognized 
provider of financial market data and analytics to price the Company’s bond holdings.  However, 
because many fixed income securities do not trade on a daily basis, the provider’s evaluated pricing 
applications apply available information through processes such as benchmark curves, benchmarking 
of like securities, sector groupings, and matrix pricing to prepare evaluations. 

 

Preferred stocks:  Comprised of all perpetual preferred stocks and redeemable preferred stocks.  
Valuation is based on the value assigned by the Securities Valuation Office of the NAIC or obtained 
from other independent pricing services. 
 

Common stocks:  Comprised of common stocks that are not actively traded.  Valuation is based on 
the value assigned by the Securities Valuation Office of the NAIC or the underlying book value of the 
respective entity. 
 

Level 3 Measurements 
 

Affiliated common stock:  Comprised of common stock in Statewide Services, Inc.  Valuation is based 
on the equity method. 

 

Financial Instruments Reported at Fair Value in the Statutory Balance Sheets 
 

 Level 1    Level 2    Level 3    Total   
                
December 31, 2020     

Bonds  $  ‐    $  1,852,761   $  ‐    $  1,852,761
Preferred stocks    ‐      1,825,040     ‐      1,825,040
Affiliated common stock (nonadmitted)    ‐      ‐      51,635    51,635 
Common stocks and mutual funds    59,819,115    5,964,205    ‐      65,783,320 

                
  $  59,819,115  $  9,642,006  $  51,635  $  69,512,756 
                 
December 31, 2019     

Preferred stocks  $  ‐    $  978,000   $  ‐    $  978,000 
Affiliated common stock (nonadmitted)    ‐      ‐     45,091    45,091 
Common stocks and mutual funds   54,791,440    5,291,768    ‐      60,083,208 

                
  $  54,791,440  $  6,269,768  $  45,091  $  61,106,299 
 

The Company did not have any liabilities measured at fair value at December 31, 2020 or 2019. 
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Note 2  ~  Investments (Continued) 
 
All Financial Instruments 
 

Type of Financial 
Instrument 

 
Aggregate 
Fair Value   

Admitted 
Assets   

 
Level 1   

 
Level 2   

 
Level 3   

Fair Value 
Not 

Practicable* 

 

                         
December 31, 2020                         
Short‐term bonds    $  80,375  $  63,188  $  80,375  $  ‐   $  ‐   $  -   
Bonds      508,982,120    482,017,561    29,008,743    479,973,377   ‐      ‐   
Preferred stocks      1,825,040    1,825,040    ‐      1,825,040   ‐      ‐   
Affiliated common stock                          
(nonadmitted)      51,635    ‐      ‐      ‐      51,635    ‐   

Common stocks and                               
mutual funds      65,783,320    65,783,320    59,819,115    5,984,205    ‐      ‐   

Surplus debentures      564,430    564,430    ‐      ‐      ‐      564,030 

    $  577,286,920  $  550,253,539  $  88,908,233  $  487,762,622  $  51,635  $  564,030 

 
December 31, 2019                         
Short‐term bonds    $  1,700,205  $  1,699,021  $  1,700,205  $  ‐   $  ‐    $  -   
Bonds      444,554,157    431,668,026    45,609,420    398,944,737   ‐      ‐   
Preferred stocks      978,000    978,000    ‐      978,000   ‐      ‐   
Affiliated common stock                           
(nonadmitted)      45,091   ‐     ‐     ‐     45,091   ‐   

Common stocks and                     
mutual funds      60,083,208    60,083,208    54,791,440    5,291,768    ‐      ‐   

    $  507,360,661  $  494,428,255  $  102,101,065  $  405,214,505  $  45,091  $  ‐   

 
*It was not practicable to determine the fair value of these financial instruments because a quoted market price was not available 
and the cost of obtaining independent appraisals would be excessive.  These financial instruments are valued at cost. 

 
The following table summarizes the fair value of assets transferred within Level 3 for the years ended 
December 31: 
 

  2020    2019   

             
Balance, beginning of the year  $  45,091  $  47,103 
Total gains (losses) included in surplus    6,544    (2,012) 

         
Balance, end of year  $  51,635  $  45,091 
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Note 3  ~  Related‐Party Transactions 
 
The Company’s subsidiary, Statewide Services, Inc., paid dividends to the Company of $100,000 and $120,000 
in 2020 and 2019, respectively.  The subsidiary also paid a management fee to the Company, which was 
$1,243,457 and $1,391,889 in 2020 and 2019, respectively. 
 
The Company incurs certain operating expenses on behalf of Statewide Services, Inc., which the Company 
allocates at cost in proportion to the estimated benefits received.  Similarly, Statewide Services, Inc. incurs 
certain operating expenses on behalf of the Company, which are allocated to the Company on the same 
basis.  The Company reported $352,782 and $285,233 as of December 31, 2020 and 2019, respectively, as 
amounts due from Statewide Services, Inc. 
 
The Company is an affiliate of the WFBF.  Each director of the Company also serves as a director of the 
WFBF.  The Company has entered into various agreements with the WFBF and its affiliates, including 
shared services agreements and a royalty agreement.  The Company incurred net expenses of $1,920,608 and 
$1,765,719 under these agreements for the years ending December 31, 2020 and 2019, respectively. 
 

 
Note 4  ~  Liabilities for Unpaid Losses and Unpaid Loss Adjustment Expenses 
 
Activity in the liabilities for unpaid losses and unpaid loss adjustment expenses for the years ended 
December 31, 2020 and 2019, is summarized as follows (000’s omitted): 
 

  2020    2019   

         
Balance at January 1  $  147,699  $  141,477 

Less reinsurance recoverable    (34,195)    29,910 

Net balance at January 1    113,504    111,567 

         
Incurred related to:         

Current year    108,716    116,720 
Prior years    (7,327)    (7,073) 

Total incurred    101,389    109,647 

         
Paid related to:         

Current year    58,412    74,955 
Prior years    32,014    32,755 

Total paid    90,426    107,710 

         
Net balance at December 31    124,467    113,504 

Plus reinsurance recoverable    34,013    34,195 

         
Balance at December 31  $  158,480  $  147,699 
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Note 4  ~  Liabilities for Unpaid Losses and Unpaid Loss Adjustment Expenses (Continued) 
 
The estimated cost of losses and LAE attributable to insured events of prior years decreased by 
approximately $7,327,000 during 2020, and by approximately $7,073,000 during 2019, as a result of the re‐
estimation of unpaid losses and LAE.  Increases or decreases of this nature occur as a result of claim 
settlements during the current year and as additional information is received regarding individual claims, 
causing changes from the original estimates of the cost of these claims.  Recent loss development trends are 
also taken into account in the evaluation of the overall adequacy of unpaid losses and LAE. 
 
Estimates of anticipated salvage and subrogation recoveries on losses and LAE have been recorded as a 
reduction to the liabilities for unpaid losses and unpaid loss adjustment expenses amounting to $5,243,000 
and $4,871,000 at December 31, 2020 and 2019, respectively. 
 
 
Note 5  ~  Reinsurance 
 
Reinsurance Ceded.  The Company limits the maximum net loss that can arise from large risks or risks in 
concentrated areas of exposure by reinsuring (ceding) certain levels of risks with other insurers or reinsurers, 
either on an automatic basis under general reinsurance contracts known as “treaties” or by negotiation on 
individual risks.  Ceded reinsurance is treated as the risk and liability of the assuming companies.  Such 
reinsurance includes excess of loss, aggregate stop loss, and catastrophe forms of reinsurance on essentially 
all property and casualty lines of insurance. 
 
Reinsurance Assumed.  Amounts included in the liabilities for unpaid losses and unpaid loss adjustment 
expenses, premium earned, losses and LAE incurred, and commissions incurred as a result of reinsurance 
assumed are as follows: 
 

 
 

Years 

  Unpaid 
Losses and 

LAE 

   
Premium 
Earned 

  Losses 
and LAE 
Incurred 

   
Commissions 
Incurred 

 

                     
2020    $  1,185,549  $  3,690,362  $  1,983,889  $  196,785 
2019      302,529    2,201,736    1,742,242    6,225 

 
Unsecured Reinsurance Recoverables.  At December 31, 2020, the Company had no unsecured aggregate 
recoverables for paid, case, and IBNR losses and LAE from individual reinsurers that exceeded 3 percent of 
surplus.   
 
At December 31, 2020, the Company had received surplus aid from reinsurance of $622,919, computed as 
the maximum amount of return commission which would be due to the reinsurer if all reinsurance contracts 
were canceled at year end.   
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Note 6  ~  Retirement Plans 
 
Defined Benefit Pension Plans.  The Company sponsors a noncontributory defined benefit pension plan 
(the Plan) that includes the following entities:  Rural Mutual Insurance Company, the Wisconsin Farm Bureau 
Federation Cooperative, the Wisconsin Farm Bureau Service Board, Inc., the Wisconsin Farm Bureau Service 
Cooperative, and the Wisconsin Farm Bureau Foundation, Inc.  The Plan covers all of its employees working 
1,000 hours or more annually who were hired before January 1, 2009.  The benefits are based on years of 
service and the employee’s average annual compensation.  Expenses and liabilities are allocated to each of 
the entities based on the amount of salary expense for employees who meet eligibility requirements.  
Historically, the approximate allocation is 90 percent for Rural Mutual Insurance Company, and 10 percent 
for the Wisconsin Farm Bureau entities, although the percentage can fluctuate +/‐ 5 percent annually, based 
on participant retirements.  Disclosures included for this Plan represent the total amount for the Plan, and 
not solely the Company’s portion. 
 
A summary of assets, obligations, and assumptions are as follows at December 31, 2020 and 2019: 
 
    2020        2019   

Change in benefit obligation:             
Benefit obligation at beginning of year  $  76,032,634    $  65,392,428 
Service cost    1,215,477      1,017,025 
Interest cost    2,459,805      2,817,723 
Actuarial loss    6,534,368      10,021,629 
Benefits paid    (3,318,238)      (3,216,171) 

Benefit obligation at end of year  $  82,924,046    $  76,032,634 
           

Change in plan assets:           
Fair value of plan assets at beginning of year  $  77,797,759    $  68,121,491 
Actual return on plan assets    10,248,524      12,892,439 
Employers’ contributions    ‐        ‐   
Benefits paid    (3,318,238)      (3,216,171) 

Fair value of plan assets at end of year  $  84,728,045    $  77,797,759 
           

Funded status  $  1,803,999    $  1,765,125 

 
Amounts recognized in the statutory balance sheets:             

Liability for pension benefits  $ 6,679,845    $  7,380,444 
Prepaid benefit costs    (8,483,844)      (9,145,569) 

Total liabilities (assets) recognized  $ (1,803,999)*   $  (1,765,125)* 

           
* Asset is nonadmitted 
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Note 6  ~  Retirement Plans (Continued) 
 

  2020      2019   

            
Accumulated benefit obligation  $  77,339,272    $ 70,757,234  

            
Components of net periodic benefit cost:            

Service cost  $  1,215,477    $  1,017,025  
Interest cost    2,459,805      2,817,723  
Expected return on plan assets    (3,233,545)      (3,324,038 ) 
Amortization of unrecognized transition obligation    219,988      219,988  

Total net periodic benefit cost  $  661,725    $  730,698  

            
Amounts in surplus recognized during the current year as components of            
net periodic benefit cost:            
Items not yet recognized as a component of net periodic benefit cost             

– prior year  $  7,380,444    $  7,147,204  
Net actuarial (gain) loss    (480,611)      453,228  
Net transition obligation recognized    (219,988)      (219,988 ) 

Items not yet recognized as a component of net periodic benefit cost             
– current year  $  6,679,845    $  7,380,444  

            
Amounts in surplus expected to be recognized in the next fiscal year as             
components of net periodic benefit cost:            

Net transition obligation  $  219,988    $  219,988  
 
Amounts in surplus not yet recognized as components of             
net periodic benefit cost:             

Net actuarial loss  $  4,039,988    $  4,520,599 
Net transition obligation    2,639,857      2,859,845 

 
Weighted‐average assumptions as of December 31, 2020 and 2019, for 
liability: 

         

Discount rate    2.64%    3.31% 
Expected long‐term rate of return on plan assets    3.25    4.25 
Rate of compensation increase    3.00    3.00 
         

Weighted‐average assumptions as of January 1, 2020 and 2019, for cost:         
Discount rate    3.31%    4.42% 
Expected long‐term rate of return on plan assets    4.25    5.00 
Rate of compensation increase    3.00    3.00 
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Note 6  ~  Retirement Plans (Continued) 
 
In October 2020, the Society of Actuaries released Mortality Improvement Scale MP‐2020.  The Company 
adopted these mortality tables for calculating its defined benefit pension plan obligations for year end 2020 
financial reporting. 
 
The investment policy and strategy of the Plan considers many factors, including (1) historical and 
prospective information regarding the capital markets’ performance, (2) broad economic factors, 
(3) investment strategies available to an asset pool of our size, (4) the current regulatory environment, 
(5) the Plan’s liabilities, and (6) the expected interaction between the investments and liabilities. 
 
The asset allocation for the Plan’s investments will be a major determinant for the performance of the Plan.  
The investment advisor assists the Company in developing asset allocation targets and is responsible for 
implementing and monitoring the asset allocation.  The Company has developed a strategic allocation policy 
based on its current funded status and other characteristics.  Based on an assessment of its long‐term goals 
and desired risk levels, the Company has developed a glide path that adjusts the target allocation of growth 
assets as the Plan’s funded status changes. 
 
The Company recognizes that surplus volatility risks result from mismatches between the interest rate 
duration of assets and liabilities.  The Company is willing to accept some measure of mismatch risk to seek 
improvements to the Plan’s funded ratio.  The Company has developed guidelines for duration positioning of 
the liability‐hedging portfolio based on the Plan’s funded ratio and on the investment advisor’s assessment of 
market interest rates.  The investment advisor will select liability‐hedging investments according to market 
conditions, including factors such as the level of interest rates, the shape of the yield curve, level of credit 
spreads, and inflation sensitivity.  The primary goal of the target hedge ratio policy is to reduce interest rate 
risk as the funded ratio improves towards 100 percent, and fixed income pricing becomes more attractive. 
 
The Company’s investment policy and guidelines permit the following investments: 

 Liability matching assets – Includes high quality credit bonds with durations that approximate durations 
of the liability.  Fixed income derivative contracts, interest rate swaps, and other derivatives may be 
employed to more closely match the liability but only upon approval by the Company.   

 Money market – Cash equivalents are held to meet the benefit obligations of the Plan and to pay plan 
administration fees. 

 Long‐term equities – The objective is to capture the long‐term growth opportunities offered by this 
asset class.  The portfolio is well diversified by market capitalization, investment style, and geography.  
Investments may be either actively managed or passive.  In addition, various hedging techniques may 
be employed to limit downside risk to portions of the exposure. 

 High yield bonds – The portfolio of high yield bonds will be invested predominately in the more highly 
rated issues (BB and B as defined by Standard & Poor’s).  Additionally, the portfolio is well‐diversified 
with issues of a single entity representing no more than 2 percent of the portfolio.  This strategy is 
actively managed. 

 Real Estate Investment Trust (REIT) – The Plan’s REIT investments are well‐diversified by geography and 
sector.  REIT investments may be either passive or active. 
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Note 6  ~  Retirement Plans (Continued) 
 
The overall expected long‐term rate of return assets assumption utilizes a tool provided by its pension 
actuary.  The tool uses the Plan’s actual asset allocation and Hewitt Ennisknupp’s Capital Market expectation 
to determine the Expected Nominal Return based on geometric returns and includes the impact of 
rebalancing and diversification of its portfolio.  Assumed volatilities are formulated with reference to implied 
volatilities priced into option contracts of various terms, as well as with regard to historical volatility levels.  
Consideration is given to expected volatility trends in the future.  Correlation assumptions are generally 
similar to actual historical results; however, adjustments are made to reflect forward‐looking views, as well as 
current market fundamentals. 
 
Summary of Significant Valuation Techniques for Defined Benefit Pension Plan Assets.  The following 
valuation techniques and inputs were used to estimate the fair value of each class of significant financial 
instruments: 
 

Level 1 Measurements 
 
Money market mutual funds:  Money market mutual funds are valued at daily quoted net asset 
values for identical assets. 
 
Level 2 Measurements 

 
Common/collective trust funds:  The Plan holds units of various Aon Hewitt Group Trust Funds 
offered through a private placement.  The units are valued daily using the net asset value (NAV) of 
each mutual fund.  The NAV’s, as provided by the custodian, are used as a practical expedient to 
estimate fair value and are based on the fair value of each fund’s underlying investments. 
 

The preceding methods described may produce a fair value calculation that may not be indicative of net 
realizable value or reflective of future fair values.  Furthermore, although the Plan believes its valuation 
methods are appropriate and consistent with other market participants, the use of different methodologies 
or assumptions to determine the fair value of certain financial instruments could result in a different fair 
value measurement at the reporting date. 
 
   



RURAL MUTUAL INSURANCE COMPANY 
NOTES TO STATUTORY FINANCIAL STATEMENTS 

December 31, 2020 and 2019 

 
 

 
‐ 23 ‐ 

Note 6  ~  Retirement Plans (Continued) 
 
The following table presents the balances of the Plan’s assets measured at fair value on a recurring basis as of 
December 31, 2020 and 2019: 
 

  Level 1    Level 2    Level 3    Total   

2020                 
Money market mutual funds  $  1,132,269  $  ‐    $  ‐    $  1,132,269 
Common/collective trust funds    ‐      83,595,776    ‐      83,595,776 

                 
Total assets at fair value  $  1,132,269  $  83,595,776  $  ‐    $  84,728,045 

     
2019                 
Money market mutual funds  $  907,323  $  ‐    $  ‐    $  907,323 
Common/collective trust funds    ‐      76,890,436    ‐      76,890,436 

                 
Total assets at fair value  $  907,323  $  76,890,436  $  ‐    $  77,797,759 

 
The following estimated future benefit payments, which reflect expected future service, as appropriate, are 
expected to be paid in the years indicated: 
 

Expected Benefit Cash Flows   

Calendar Year    Amount   
       

2021    $  3,601,000 
2022      3,797,000 
2023      3,952,000 
2024      4,057,000 
2025      4,151,000 

2026 – 2030      21,918,000 
 
Eligible officers of the Company are also covered under a nonqualified noncontributory defined benefit plan.  
The Plan provides retirement benefits for its management employees above the benefits permitted under 
the Defined Benefit Pension Plan noted above for employees hired after 1997 and as a result of limitations 
imposed by the Internal Revenue Code.  The Plan became effective January 1, 2003.  The projected benefit 
obligation for this Plan as of December 31, 2020 and 2019, was $3,665,507 and $3,017,643, respectively.  The 
accrued benefit obligation for this Plan as of December 31, 2020 and 2019, was $2,601,472 and $2,510,267, 
respectively.  The total net periodic benefit cost was $546,123 and $124,185 for the years ended 
December 31, 2020 and 2019, respectively.  The Plan is unfunded. 
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Note 6  ~  Retirement Plans (Continued) 
 
Defined Contribution Savings Plan.  The Company has a qualified contributory 401(k) plan covering 
substantially all employees.  The contribution plan is sponsored by WFBF and affiliates.  Employee 
participation in the plan is optional; participants contribute at least 1 percent, but no more than 100 percent 
of base compensation, subject to the federal limits.  Employer contributions are at the discretion of the 
employer, subject to Board approval and are accrued for in the year earned and paid in the subsequent year.  
For 2019, the employer contribution is a maximum of 1.5 percent of the employee’s annual salary for 
employees hired before January 1, 2009, and 4.5 percent for employees hired on or after January 1, 2009.  
The recognized cost was $377,786 and $324,334 for the years ending December 31, 2020 and 2019, 
respectively. 
 
Post Retirement Benefit Plans.  The Company has a deferred compensation plan covering all eligible agents.  
The plan is nonqualified and noncontributory and includes no prior service cost.  The amount of an agent’s 
deferred compensation is based on new premium generated during the year.  The net periodic benefit cost 
was $634,469 and $599,092 for the years ended December 31, 2020 and 2019, respectively.  The Company 
records a liability equal to the present value of the future payments to agents using the Citigroup pension 
intermediate index fund to determine the discount rate and selected individual annuity mortality tables.  The 
weighted‐average discount rate used in estimating the accumulated postretirement benefit obligation was 
2.39 percent and 3.13 percent at December 31, 2020 and 2019, respectively.  The liability was $8,785,247 and 
$8,432,964 as of December 31, 2020 and 2019, respectively.  The plan is unfunded. 
 
The Company provides certain health care benefits for its retired employees that were vested by 
December 31, 1995.  The plan is contributory, with retiree contributions that are adjustable annually based 
on various factors.  The net periodic benefit cost was ($6,061) and ($9,766) for the years ended December 31, 
2020 and 2019, respectively.  The weighted‐average discount rate used in estimating the accumulated 
postretirement benefit obligation was 1.30 percent and 2.52 percent at December 31, 2020 and 2019, 
respectively.  The accumulated benefit obligation was $86,537 and $88,515 as of December 31, 2020 and 
2019, respectively.  A 1 percent increase in the health care inflation trend assumption has no effect on the 
claims cost as the Company currently contributes the maximum limit.  The plan is unfunded. 
 
 
Note 7  ~  Commitments and Contingencies 
 
Home Office Lease.  The Company has a commitment to lease home office space for a lease term beginning 
January 1, 2021, and ending January 1, 2031.  Rent expense on leased home office space totaled $749,840 in 
2020 and $734,103 in 2019. 
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Note 7  ~  Commitments and Contingencies (Continued) 
 
Equipment Leases.  At December 31, 2020, the Company had leases in effect with original lease terms of less 
than 1 year covering office equipment, computer‐related equipment, and fleet automobiles.  Equipment 
lease expense was $534,141 in 2020 and $557,328 in 2019. 
 
Future minimum lease payments on all noncancelable operating leases as of December 31, 2020, are as 
follows: 

Years Ending December 31,       

        

2021    $  515,793  
2022      523,979  
2023      537,560  
2024      551,503  
2025      554,585  

        

Total    $  2,683,420  

 
Annuity Arrangements.  The Company has offset claims liabilities through various annuity arrangements.  
Should the insurance company providing the annuity arrangements be unable to meet these obligations, the 
Company may be liable for the present values of the annuities as of December 31, 2020, as follows: 
 

 
Company 

  Present 
Value 

 

       
Farm Bureau Life Insurance Co.    $  1,615,109 
Nationwide Life Insurance Co.      563,828 
Aurora National Life Assurance      136,925 
Genworth Financial      56,870 
Transamerica Occidental Life Co.        45,681 

       
    $  2,418,413 

 
Other Contingencies.  The Company is involved in various litigation in the normal course of business.  The 
Company is not engaged in any such litigation that it believes would have a material adverse impact on its 
financial condition or results of operations. 
 
The Company has an investment in Capital Investment Corporation I (CIC), which was formed to provide 
capital funding to farm bureau insurance companies in need of financial assistance.  The agreement includes 
a commitment to purchase the preferred stock and/or debt instruments callable by CIC, up to an amount 
equal to 1 percent of the Company’s surplus.  During 2020, the Company purchased $564,430 of surplus 
debentures under this agreement. 
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Note 8  ~  Income Taxes 
 
The Company is taxed as an insurance company under Section 831 of the Internal Revenue Code.  Federal 
income tax expense differs from the amount obtained by applying the federal income tax rate of 21 percent 
to pretax income for the years ended December 31, 2020 and 2019, due to the following: 
 

  2020    2019   

         
Computed expected federal income tax expense  $ 10,127,761  $  8,426,711 
Increase (decrease) in taxes resulting from:         

Loss reserve discounting    402,098    (23,055) 
Unearned premium adjustment    76,793    106,421 
Advance premium adjustment    16,289    (7,550) 
Accrued bond discount    (226,731)    (128,137) 
Tax‐exempt interest    (24,589)    (35,291) 
Dividends received deduction    (104,096)    (105,087) 
Market discount on bonds sold    114,644    56,536 
Employee benefits    115,308    145,025 
Officers’ life insurance    (161,085)    (198,607) 
Other – net    489,334    177,782 

         
Current year federal income tax expense    10,825,726    8,414,748 
Less capital gains tax    (1,315,566)    (968,364) 

         
Federal income tax expense  $  9,510,160  $  7,446,384 

 
The components of the net deferred tax asset (liability) at December 31, 2020 and 2019, were as follows: 
 

    Ordinary    Capital    Total   

2020                 

Gross deferred tax assets    $  10,930,981  $  4,466  $  10,935,447 
Statutory valuation allowance      ‐      ‐      ‐   

      10,930,981    4,466    10,935,447 
Deferred tax asset nonadmitted      ‐      ‐      ‐   

      10,930,981    4,466    10,935,447 
Deferred tax liabilities      (1,067,767)    (7,768,696)    (8,836,463) 

               
    $  9,863,214  $  (7,764,230)  $  2,098,984 
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Note 8  ~  Income Taxes (Continued) 
 

    Ordinary    Capital    Total   

2019               

Gross deferred tax assets    $  10,368,787  $  3,840  $  10,372,627 
Statutory valuation allowance      ‐      ‐      ‐   

      10,368,787    3,840    10,372,627 
Deferred tax asset nonadmitted      ‐      ‐      ‐   

      10,368,787    3,840    10,372,627 
Deferred tax liabilities      (1,177,193)    (6,543,990)    (7,721,183) 

               
    $  9,191,594  $  (6,540,150)  $  2,651,444 

 
The net admitted deferred tax asset was determined using the guidance related to admissibility provided in 
the following paragraphs of NAIC Statement of Statutory Accounting Principles No. 101 (SSAP 101): 
 
    Ordinary    Capital    Total   

2020                 

11a. Ability to recover taxes paid in prior years    $ 10,930,981  $  4,466  $ 10,935,447 
11b. Expected to be realized, after application of threshold                   

limitations      ‐      ‐      ‐   
11c. Offset of deferred tax liabilities      ‐      ‐      ‐   

               
    $ 10,930,981  $  4,466  $  10,935,447 
               

 
2019               

11a. Ability to recover taxes paid in prior years    $ 10,368,787  $  3,840  $ 10,372,627 
11b. Expected to be realized, after application of threshold                   

limitations      ‐      ‐      ‐   
11c. Offset of deferred tax liabilities      ‐      ‐      ‐   

               
    $ 10,368,787  $  3,840  $  10,372,627 

 
    2020    2019   

           
Ratio Used to Determine Recovery Period and Threshold            
Limitation amount under paragraph 11b      3,197%      3,226%   

           

Amount of Adjusted Capital And Surplus Used to Determine            
Recovery Period and Threshold Limitation under paragraph 11b    $  371,570,119  $  328,138,274 
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Note 8  ~  Income Taxes (Continued) 
 
The major components of current income taxes incurred and net deferred tax assets as of December 31, 2020 
and 2019, were as follows: 
 
    2020    2019    Change   

Current income tax (benefit):                 
Federal    $  9,510,160  $  7,446,384  $  2,063,776 
Federal income tax on net capital gains      1,315,566    968,364    347,202 
Other      ‐      ‐      ‐   

Federal income taxes incurred    $  10,825,726  $  8,414,748  $  2,410,978 

               
Deferred tax assets:               

Unpaid loss and LAE    $  2,171,056  $  2,032,147  $  138,909 
Unearned premiums      3,598,504    3,521,712    76,792 
Deferred compensation      1,745,617    1,705,730    39,887 
Advance premiums      187,816    171,527    16,289 
Guaranty fund assessment      100,380    90,930    9,450 
Post‐retirement benefits      18,173    18,588    (415) 
Accrued vacation      112,470    73,960    38,510 
Accrued business transfers      585,015    487,243    97,772 
Executive deferred compensation liability      460,912    509,919    (49,007) 
SERP pension liability      764,591    633,705    130,886 
Nonadmitted assets      1,186,447    1,123,326    63,121 
Investment unrealized losses      4,466    3,840    626 

Total deferred tax assets      10,935,447    10,372,627    562,820 
Nonadmitted deferred tax assets      ‐      ‐      ‐   

Total admitted deferred tax assets      10,935,447    10,372,627    562,820 

               
Deferred tax liabilities:               

Overfunded pension plan      (378,840)    (370,676)    8,164 
Fixed assets      (16,829)    (38,674)    (21,845) 
Investment unrealized gains      (7,457,153)    (6,303,710)    1,153,443 
Investment accrued dividends      (6,688)    (8,838)    (2,150) 
Investment bond market discounts      (304,855)    (192,768)    112,087 
TCJA loss reserve discount adjustments      (672,098)    (806,517)    (134,419) 

Total deferred tax liabilities      (8,836,463)    (7,721,183)    1,115,280 

               
Net deferred tax assets    $  2,098,984  $  2,651,444  $  (552,460) 
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Note 8  ~  Income Taxes (Continued) 
 
Federal income taxes which would be available for recoupment in the event of future tax losses are 
$10,760,000 and $8,496,726 for 2020 and 2019, respectively. 
 
The Company’s federal income tax return is consolidated with Statewide Services, Inc.  The method of 
allocation between the companies is subject to a written agreement and is calculated on a separate company 
basis. 
 
The Company also pays Wisconsin franchise taxes at a rate of 7.9 percent of Wisconsin taxable income.  The 
Company incurred $4,464,503 and $3,515,491 of Wisconsin state income taxes, which were included in other 
underwriting expenses for the years ended December 31, 2020 and 2019, respectively. 
 
As of December 31, 2020, the Company had not identified any material loss contingencies arising from 
uncertain income tax positions. 
 
 
Note 9  ~  Surplus 
 
The Company is required to maintain minimum capital and surplus established by the OCI.  The Company is 
also subject to Risk‐Based Capital (RBC) requirements promulgated by the NAIC and adopted by the OCI.  The 
RBC standards establish uniform minimum capital requirements for insurance companies.  The RBC formula 
applies various weighting factors to financial balances or various levels of activities based on the perceived 
degree of risk.  At December 31, 2020, the Company’s surplus exceeded the minimum levels required by 
the OCI and RBC standards. 
 
The Company’s unassigned surplus was increased (decreased) by the following cumulative amounts at 
December 31: 
 

  2020    2019   

          
Unrealized gains – net of taxes of $7,452,687          
and $6,299,870 in 2020 and 2019, respectively  $  28,036,301  $  23,699,512  

Nonadmitted assets    (6,119,349)    (5,781,697 ) 
Provision for reinsurance    (20,800)    (1,934 ) 

 
 
   



RURAL MUTUAL INSURANCE COMPANY 
NOTES TO STATUTORY FINANCIAL STATEMENTS 

December 31, 2020 and 2019 

 
 

 
‐ 30 ‐ 

Note 10  ~  Debt 
 
The Company has a $7 million revolving line of credit with BMO Harris Bank, N.A.  The line of credit was 
established to provide a working cash relief program and allow further invested asset management during 
excessive cash flows.  The line of credit was renewed on September 23, 2020, and matures July 31, 2021.  The 
interest rate on the line of credit is subject to change based on changes in an independent index which is the 
1‐month International Exchange London Interbank Offered Rate (ICE LIBOR).  The Company did not pay any 
interest related to borrowings on this line of credit in 2020 or 2019. 
 
 
Note 11  ~  Federal Home Loan Bank (FHLB) Agreement  
 
The Company is a member of the Federal Home Loan Bank (FHLB).  The general nature of the FHLB 
agreement is to provide a platform which provides the Company with the ability to receive short‐term 
advances from the FHLB as a member of the bank.  The intended use of the funding is to provide emergency 
liquidity to the Company in the event it is needed.  Any funds obtained from the FHLB for use in general 
operations would be accounted for consistent with SSAP No. 15, Debt and Holding Company Obligations, as 
borrowed money.  Any such advances will be fully collateralized with member stock and qualified securities.  
The Company owned 1,812 shares and 635 shares of FHLB stock with a carrying value of $181,200 and 
$63,500 as of December 31, 2020 and 2019, respectively.  There was no collateral pledged.  The borrowing 
capacity available to the Company was $3,624,000 and $1,270,000 for the years ended December 31, 2020 
and 2019, respectively.  The shares in FHLB stock are recorded in common stock in the statutory balance 
sheets. 
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INDEPENDENT AUDITOR’S REPORT 
ON THE SUPPLEMENTARY INFORMATION 

 
 
 
To the Board of Directors 
Rural Mutual Insurance Company 
Madison, Wisconsin 
 
 
Our audit was conducted for the purpose of forming an opinion on the statutory financial statements taken 
as a whole.  The supplementary information is presented for purposes of additional analysis and is not a 
required part of the statutory financial statements.  The supplementary information is the responsibility of 
management and was derived from, and relates directly to, the underlying accounting and other records 
used to prepare the financial statements.  This information is presented in a format consistent with the 
Annual Statement filed by the Company with the OCI.  Such information has been subjected to the auditing 
procedures applied in the audit of the statutory financial statements and certain additional procedures, 
including comparing and reconciling such information directly to the underlying accounting and other 
records used to prepare the financial statements or to the financial statements themselves, and other 
additional procedures in accordance with auditing standards generally accepted in the United States of 
America.  In our opinion, the information is fairly stated in all material respects in relation to the statutory 
financial statements as a whole.   

Strohm Ballweg, LLP 
Madison, Wisconsin 
March 20, 2021 
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1. Reporting entity’s total admitted assets as reported on page two 
of the annual statement.  $  630,862,925

 
2. Ten largest exposures to a single issuer/borrower/investment. 

 
Issuer 

 
 

Description of Exposure 

   
 

Amount 

 
Percentage of 
Total Admitted 

Assets 

2.01  Federal Home Loan Mortgage Corp    Mortgage Backed Securities    $ 54,639,581    8.7% 

2.02  Federal National Mortgage Assoc    Mortgage Backed Securities    $ 35,397,234  5.6% 

2.03  American Agricultural Insurance Co    Common & Preferred Stock    $ 5,935,400    0.9%   

2.04  Wisconsin State    Special Revenue Bond    $ 3,669,444    0.6% 

2.05  Indiana State    Special Revenue Bond    $ 3,300,000  0.5% 

2.06  SREV 19A A    Other Loan Backed Securities    $ 3,187,423  0.5% 

2.07  Texas Instruments    Ind/Misc Bond & Common Stock    $ 3,159,937  0.5% 

2.08  Gilead Sciences    Ind/Misc Bond & Common Stock    $ 3,126,133  0.5% 

2.09  Provident Funding Mortgage Trust    Residential Mortgage Backed Securities    $ 3,084,348  0.5% 

2.10  Hawaii State    Special Revenue Bond    $ 2,943,463  0.5% 
 

3. Amounts and percentages of the reporting entity’s total admitted assets held in bonds and preferred stocks by 
NAIC rating. 

Bonds  Preferred Stocks 

3.01  NAIC – 1  $  406,039,569   64.4 %  3.07  P/RP – 1  $    % 

3.02  NAIC – 2  $  67,544,405   10.7 %  3.08  P/RP – 2  $  1,825,040   0.3% 

3.03  NAIC – 3  $  6,631,067   1.1 %  3.09  P/RP – 3  $    % 

3.04  NAIC – 4  $  1,675,070   0.3 %  3.10  P/RP – 4  $    % 

3.05  NAIC – 5  $  190,639   0.0 %  3.11  P/RP – 5  $    % 

3.06  NAIC – 6  $     %  3.12  P/RP – 6  $    % 
 

4. Assets held in foreign investments: 
4.01  Are assets held in foreign investments less than 2.5% of the reporting entity’s          

total admitted assets?  Yes  X  No   

4.02  Total admitted assets held in foreign investments  $  7,289,872    1.2% 

4.03  Foreign‐currency‐denominated investments  $      % 

4.04  Insurance liabilities denominated in that same foreign currency  $      % 
  (If response to 4.01 above is yes, responses are not required for Interrogatories 5‐10.) 
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5. Aggregate foreign investment exposure categorized by NAIC sovereign rating: 

5.01  Countries rated NAIC – 1  $      % 

5.02  Countries rated NAIC – 2  $      % 

5.03  Countries rated NAIC – 3 or below  $      % 
 

6. Largest foreign investment exposures by country, categorized by the country’s NAIC sovereign rating: 

Countries rated NAIC – 1         

  6.01  $    % 

  6.02  $    % 

Countries rated NAIC – 2       

  6.03  $    % 

  6.04  $    % 

Countries rated NAIC – 3 or below       

  6.05  $    % 

  6.06  $      % 
 

7. Aggregate unhedged foreign currency exposure        $       % 

         
8. Aggregate unhedged foreign currency exposure categorized by NAIC sovereign rating: 

8.01  Countries rated NAIC – 1  $        % 

8.02  Countries rated NAIC – 2  $      % 

8.03  Countries rated NAIC – 3 or below  $      % 
 

9. Largest unhedged foreign currency exposures by country, categorized by the country’s NAIC sovereign rating: 

Countries rated NAIC – 1         

  9.01  $    % 

  9.02  $    % 

Countries rated NAIC – 2       

  9.03  $    % 

  9.04  $    % 

Countries rated NAIC – 3 or below       

  9.05  $        % 

  9.06  $        % 
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10. Ten largest non‐sovereign (i.e. non‐governmental) foreign issues: 

Issuer    NAIC Rating      Amount      Percent   

10.01          $      % 

10.02          $    % 

10.03          $    % 

10.04          $      % 

10.05          $      % 

10.06          $      % 

10.07          $      % 

10.08          $      % 

10.09          $      % 

10.10          $      % 
 

11. Amounts and percentages of the reporting entity’s total admitted assets held in 
Canadian investments and unhedged Canadian currency exposure:  

 

11.01  Are assets held in Canadian investments less than 2.5% of the reporting         
entity's total admitted assets?  Yes  X  No   

  (If response to 11.01 is yes, detail is not required for the remainder of Interrogatory 11.) 
 

11.02  Total admitted assets held in Canadian investments  $       % 

11.03  Canadian‐currency‐denominated investments  $     % 

11.04  Canadian‐denominated insurance liabilities  $       % 

11.05  Unhedged Canadian currency exposure  $       % 
 

12. Report aggregate amounts and percentages of the reporting entity’s total admitted assets held in investments 
with contractual sales restriction: 

 

12.01  Are assets held in investments with contractual sales restrictions less than 2.5% of        
the reporting entity’s total admitted assets?  Yes  X  No   

  (If response to 12.01 is yes, responses are not required for the remainder of Interrogatory 12.) 
 

12.02  Aggregate statement value of investments with           
  contractual sales restrictions    $    % 

  Largest 3 investments with contractual sales restrictions:         

12.03      $    % 

12.04      $    % 

12.05      $    % 
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13. Amounts and percentages of admitted assets held in the largest 10 equity interests: 
 
13.01  Are assets held in equity interests less than 2.5% of the reporting entity’s         

total admitted assets?  Yes    No  X 
  (If response to 13.01 above is yes, responses are not required for the remainder of Interrogatory 13.) 

 
Assets held in equity interests: 

13.02  American Agricultural Insurance Co    $  5,935,400  0.9% 

13.03  BMO Funds    $  2,467,349 0.4% 

13.04  Microsoft Corp     $  1,649,912 0.3% 

13.05  FBL Financial Group    $  1,420,238 0.2% 

13.06  Apple Inc    $  1,340,832 0.2% 

13.07  Amazon.com    $  1,319,057 0.2% 

13.08  T Rowe Price Funds    $  1,263,086 0.2% 

13.09  Stanley Black & Decker Inc    $  999,040 0.2% 

13.10  Alphabet Inc Cap Stk    $  972,507 0.2% 

13.11  MFS International Funds    $  948,516  0.2% 
 

14. Amounts and percentages of the reporting entity’s total admitted assets held in nonaffiliated, privately placed 
equities: 
 
14.01  Are assets held in nonaffiliated, privately placed equities less than 2.5% of the         

reporting entity’s total admitted assets?  Yes  X  No   
  (If response to 14.01 above is yes, responses are not required for 14.02 through 14.05.) 
 

14.02  Aggregate statement value of investments held in nonaffiliated,           
  privately placed equities    $    % 
             
  Largest 3 investments held in nonaffiliated, privately placed equities:           

14.03      $    % 

14.04      $      % 

14.05      $    % 
 

Ten Largest Fund Managers: 
 
  1    2      3      4   

  Fund Manager  Total Invested    Diversified    Non‐Diversified   

14.06  BMO Funds  $  2,467,349  $  2,467,349  $   

14.07  T Rowe Price Funds  $  1,263,085  $  1,263,085  $   

14.08  Vanguard Funds  $  1,079,224  $  257,102  $  822,122 
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14.09  MFS International Funds    $  948,516    $  948,516    $   

14.10  Dodge & Cox Funds    $  676,705    $  676,705    $   

14.11      $      $      $   

14.12      $      $      $   

14.13      $      $      $   

14.14      $      $      $   

14.15      $      $      $   
 

15. Amounts and percentages of the reporting entity’s total admitted assets held in general partnership interests: 
 

15.01  Are assets held in general partnership interests less than 2.5% of the reporting         
entity's total admitted assets?  Yes  X  No   

  (If response to 15.01 above is yes, responses are not required for the remainder of Interrogatory 15.) 
 

15.02  Aggregate statement value of investments held in           
  general partnership interests    $    % 
           
           
  Largest 3 investments held in general partnership interests:         

15.03      $    % 

15.04      $    % 

15.05      $    % 
16. Amounts and percentages of the reporting entity’s total admitted assets held in the largest 10 mortgage loans: 

 

16.01  Are mortgage loans reported in Schedule B less than 2.5% of the reporting         
entity’s total admitted assets?  Yes  X  No   

  (If response to 16.01 above is yes, responses are not required for the remainder of  
Interrogatories 16 and 17.) 

 

Total admitted assets held in Mortgage Loans: 

16.02      $    % 

16.03      $  % 

16.04      $  % 

16.05      $  % 

16.06      $  % 

16.07      $  % 

16.08      $  % 

16.09      $  % 

16.10      $  % 

16.11      $  % 
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Amount and percentage of the reporting entity’s total admitted assets held in the following categories of 
mortgage loans: 

16.12  Construction loans    $    % 

16.13  Mortgage loans over 90 days past due    $  % 

16.14  Mortgage loans in the process of foreclosure    $  % 

16.15  Mortgage loans foreclosed    $  % 

16.16  Restructured mortgage loans    $    %   
 

17. Aggregate mortgage loans having the following loan‐to‐value ratios as determined from the most current 
appraisal as of the annual statement date: 

  Loan‐to‐Value    Residential    Commercial    Agricultural 

17.01  Above 95%    $      %    $      %    $       % 

17.02  91% to 95%    $    %  $    %  $     % 

17.03  81% to 90%    $    %  $    %  $     % 

17.04  71% to 80%    $    %  $    %  $     % 

17.05  below 70%    $    %  $    %  $     % 
 

18. Amounts and percentages of the reporting entity’s total admitted assets held in each of the five largest 
investments in real estate: 
 
18.01  Are assets held in real estate reported in less than 2.5% of the reporting entity’s         

total admitted assets?  Yes  X  No   
  (If response to 18.01 above is yes, responses are not required for the remainder of Interrogatory 18.) 

 
Assets held in the 5 Largest Real Estate Holdings: 

18.02      $       % 

18.03      $     % 

18.04      $     % 

18.05      $     % 

18.06      $     % 

 
19. Report aggregate amounts and percentages of the reporting entity’s total admitted assets held in investments 

held in mezzanine real estate loans: 
 

19.01  Are assets held in investments held in mezzanine real estate loans less than 2.5%         
of the reporting entity’s total admitted assets?  Yes  X  No   

  (If response to 19.01 above is yes, responses are not required for the remainder of Interrogatory 19.)  
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19.02    Aggregate statement value of investments held in mezzanine loans   $     % 
 

Largest three investments held in mezzanine real estate loans: 

19.03      $     % 

19.04      $    % 

19.05      $    % 
 

20. Amounts and percentages of the reporting entity’s total admitted assets subject to the following types of 
agreements: 
            At End of Each Quarter   
    At Year‐End  1st Qtr      2nd Qtr      3rd Qtr   
20.01  Securities lending agreements (do not                          
  include assets held as collateral for                       
  such transactions)  $    %  $    $    $   

20.02  Repurchase agreements  $    %  $    $    $   

20.03  Reverse repurchase agreements  $    %  $    $    $   

20.04  Dollar repurchase agreements  $    %  $    $    $   

20.05  Dollar reverse repurchase agreements  $    %  $    $    $   
 

21. Amounts and percentages of the reporting entity’s total admitted assets for warrants not attached to other 
financial instruments, options, caps, and floors: 

    Owned    Written 

21.01  Hedging  $      %   $      % 

21.02  Income generation  $    %  $    % 

21.03  Other  $    %  $    % 

 
22. Amounts and percentages of the reporting entity’s total admitted assets of potential exposure for collars, 

swaps, and forwards: 
            At End of Each Quarter   
    At Year‐End  1st Qtr      2nd Qtr      3rd Qtr   

22.01  Hedging  $      %  $    $    $   

22.02  Income generation  $    %  $    $    $   

 22.03 Replications  $    %  $    $    $   

22.04  Other  $    %  $    $    $   
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23. Amounts and percentages of the reporting entity’s total admitted assets of potential exposure for futures 

contracts: 
            At End of Each Quarter   
    At Year‐End  1st Qtr      2nd Qtr      3rd Qtr   

23.01  Hedging  $      %  $    $    $   

23.02  Income generation  $    %  $    $    $   

23.03  Replications  $    %  $    $    $   

23.04  Other  $    %  $    $    $   
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Gross Investment Holdings 
  Admitted Assets as Reported 

In the Annual Statement* 

  Amount      Percentage   Amount      Percentage 

1.  Long‐Term Bonds (Schedule D, Part 1):                   

1.01  U.S. Governments  $  45,080,224    8.021%    $  45,080,224  8.022% 

1.02  All Other Governments  $      %    $    % 

1.03  U.S. States, Territories and Possessions, etc. Guaranteed  $  7,251,267    1.290%    $  7,251,267  1.290% 

1.04  U.S. Political Subdivisions of States, Territories and                    

Possessions, Guaranteed  $  13,762,875    2.449%    $  13,762,875    2.449% 

1.05  U.S. Special Revenue and Special Assessment Obligations,                    

etc. Non‐Guaranteed  $ 123,707,123    22.011%    $ 123,707,123    22.013% 

1.06  Industrial and Miscellaneous  $ 291,309,778    51.833%    $ 291,309,778    51.837% 

1.07  Hybrid Securities  $  906,294    0.161%    $  906,294    0.162% 

1.08  Parent, Subsidiaries and Affiliates  $      %    $      % 

1.09  SVO Identified Funds  $      %    $      % 

1.10  Bank Loans  $      %    $      % 

1.11  Total Long‐Term Bonds  $ 482,017,561    85.765%    $ 482,017,561    85.773% 

2.  Preferred Stocks (Schedule D, Part 2, Section 1):                   

2.01  Industrial and Miscellaneous (Unaffiliated)  $  1,825,040    0.325%    $  1,825,040    0.325% 

2.02  Parent, Subsidiaries and Affiliates  $      %    $      % 

2.03  Total Preferred Stocks  $  1,825,040    0.325%    $  1,825,040    0.325% 

3.  Common Stocks (Schedule D, Part 2, Section 2):                   

3.01  Industrial and Miscellaneous Publicly Traded (Unaffiliated)  $  59,348,441    10.560%    $  59,348,441    10.561% 

3.02  Industrial and Miscellaneous Other (Unaffiliated)  $      %    $      % 

3.03  Parent, Subsidiaries and Affiliates Publicly Traded  $      %    $      % 

3.04  Parent, Subsidiaries and Affiliates Other  $  51,635    0.009%    $      % 

3.05 Mutual Funds  $  6,434,879    1.145%    $  6,434,879    1.145% 

3.06  Unit Investment Trusts  $      %    $      % 

3.07  Closed‐end Funds  $      %    $      % 

3.08  Total Common Stocks  $  65,834,955    11.714%    $  65,783,320    11.706% 

4.  Mortgage Loans (Schedule B):                   

4.01  Farm Mortgages  $      %    $      % 

4.02  Residential Mortgages  $      %    $      % 

4.03  Commercial Mortgages  $      %    $      % 

4.04 Mezzanine Real Estate Loans  $      %    $      % 

4.05  Total Valuation Allowance  $      %    $      % 

4.06  Total Mortgage Loans  $      %    $      % 
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*The Company has no admitted assets in securities lending reinvested collateral. 

   
Gross Investment Holdings 

  Admitted Assets as Reported 
In the Annual Statement* 

  Amount      Percentage    Amount      Percentage 

5.  Real Estate (Schedule A):                   

5.01  Properties Occupied by Company  $      %    $      % 

5.02  Properties Held for Production of Income  $      %    $      % 

5.03  Properties Held for Sale  $      %    $      % 

5.04  Total Real Estate  $      %    $      % 

6.  Cash, Cash Equivalents and Short‐Term Investments:                   

6.01  Cash (Schedule E, Part 1)  $  2,583,141    0.460%    $  2,583,141    0.460% 

6.02  Cash Equivalents (Schedule E, Part 2)  $  9,131,482    1.625%    $  9,131,482    1.625% 

6.03  Short‐Term Investments (Schedule DA)  $  63,188    0.011%    $  63,188    0.011% 

6.04  Total Cash, Cash Equivalents and Short‐Term Investments $  11,777,811    2.096%    $  11,777,811    2.096% 

7.  Contract Loans  $      %    $      % 

8.  Derivatives (Schedule DB)  $      %    $      % 

9.  Other Invested Assets (Schedule BA)  $  564,430    0.100%    $  564,430    0.100% 

10. Receivables for Securities  $      %    $      % 

11. Securities Lending (Schedule DL, Part 1)  $      %    $      % 

12. Other Invested Assets  $      %    $      % 

13. Total Invested Assets  $  562,019,797    100.000%    $  561,968,162    100.000% 
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7.1  Has this reporting entity reinsured any risk with any other entity under a quota share reinsurance 
contract that includes a provision that would limit the reinsurer’s losses below the stated quota share 
percentage (e.g. a deductible, a loss ratio corridor, a loss ratio cap, an aggregate limit or any similar 
provision)? 

       

  Yes    No  X 
 

9.1  Has the reporting entity ceded any risk under any reinsurance contract (or under multiple contracts 
with the same reinsurer or its affiliates) for which during the period covered by the statement:  (i) it 
recorded a positive or negative underwriting result greater than 5% of prior year‐end surplus as 
regards policyholders or it reported calendar year written premium ceded or year‐end loss and loss 
expense reserves ceded greater than 5% of prior year‐end surplus as regards policyholders; (ii) it 
accounted for that contract as reinsurance and not as a deposit; and (iii) the contract(s) contain one or 
more of the following features or other features that would have similar results: 

       

         

a.  A contract term longer than two years and the contract is noncancellable by the reporting entity 
during the contract term; 

       

         

b.  A limited or conditional cancellation provision under which cancellation triggers an obligation by 
the reporting entity, or an affiliate of the reporting entity, to enter into a new reinsurance contract 
with the reinsurer, or an affiliate of the reinsurer; 

       

         

c.  Aggregate stop loss reinsurance coverage;         
         

d.  A unilateral right by either party (or both parties) to commute the reinsurance contract, whether 
conditional or not, except for such provisions which are only triggered by a decline in the credit 
status of the other party; 

       

         

e.  A provision permitting reporting losses, or payment of losses, less frequently than on a quarterly 
basis (unless there is no activity during the period); or 

       

         

f.  Payment schedule, accumulating retentions from multiple years or any features inherently designed 
to delay timing of the reimbursement to the ceding entity. 

       

  Yes    No  X 
 

9.2  Has the reporting entity during the period covered by the statement ceded any risk under any 
reinsurance contract (or under multiple contracts with the same reinsurer or its affiliates), for which, 
during the period covered by the statement, it recorded a positive or negative underwriting result 
greater than 5% of prior year‐end surplus as regards policyholders or it reported calendar year written 
premium ceded or year‐end loss and loss expense reserves ceded greater than 5% of prior year‐end 
surplus as regards policyholders; excluding cessions to approved pooling arrangements or to captive 
insurance companies that are directly or indirectly controlling, controlled by, or under common 
control with (i) one or more unaffiliated policyholders of the reporting entity, or (ii) an association of 
which one or more unaffiliated policyholders of the reporting entity is a member, where: 

       

         

a.  The written premium ceded to the reinsurer by the reporting entity or its affiliates represents fifty 
percent (50%) or more of the entire direct and assumed premium written by the reinsurer based 
on its most recently available financial statement; or 

       

         

b.  Twenty‐five percent (25%) or more of the written premium ceded to the reinsurer has been 
retroceded back to the reporting entity or its affiliates in a separate reinsurance contract. 

       

  Yes    No  X 
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9.4  Except for transactions meeting the requirements of paragraph 31 of SSAP No. 62R – Property and 
Casualty Reinsurance, has the reporting entity ceded any risk under any reinsurance contract (or 
multiple contracts with the same reinsurer or its affiliates) during the period covered by the financial 
statement, and either: 

       

         

a.  Accounted for that contract as reinsurance (either prospective or retroactive) under statutory 
accounting principles (“SAP”) and as a deposit under generally accepted accounting principles 
(“GAAP”); or 

       

         

b.  Accounted for that contract as reinsurance under GAAP and as a deposit under SAP.         
  Yes    No  X 
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	ARTICLE 1  the affiliation
	1.1 The Affiliation and Transaction Documents.  Subject to the terms and conditions of this Agreement and the other Transaction Documents, Rural and Badger will affiliate their respective insurance businesses and make effective the transactions contem...
	1.2 The Closing and the Closing Date.
	(a) The consummation of the Transactions contemplated by this Agreement (the “Closing”) shall be conducted telephonically and through the mutual exchange via e-mail or other electronic means of executed copies of this Agreement and the Transaction Doc...
	(b) At the Closing, Badger shall deliver to Rural:
	(i) A certificate of the Secretary of Badger attesting to the adoption and continuing effectiveness of each resolution adopted by Badger’s Board of Directors: (1) approving and adopting this Agreement and the other Transaction Documents; (2) authorizi...
	(ii) The following documents duly executed by Badger:
	(1) the Reinsurance Agreement; and
	(2) the Management Agreement.

	(iii) Duly executed copies of the following: (1) Director Resignations, effective as of the Closing, of each director on Badger’s Board of Directors who is not listed as Badger-Appointed Director in Exhibit B, Part (ii); and (2) each resolution adopte...
	(iv) Evidence reasonably satisfactory to Rural that all Specified Reinsurer Consents and all Specified Material Contract Consents have been obtained;
	(v) A certificate executed by the President or other executive officer of Badger, dated the Closing Date, stating that:  (i) all of the representations and warranties of Badger set forth in this Agreement are true and correct in all material respects ...
	(vi) Evidence of the Governmental Approvals described on Schedule 2.6(a);
	(vii) The Employment Agreements signed by each individual employee and Badger, such agreements to become effective immediately following Closing; and
	(viii) Such other documents as Rural or its counsel shall reasonably request.

	(c) At the Closing, Rural shall deliver to Badger:
	(i) A certificate of the Secretary of Rural attesting to the adoption and continuing effectiveness of each resolution adopted by the Rural Board of Directors: (1) approving and adopting this Agreement and the other Transaction Documents; (2) authorizi...
	(ii) Copies of each resolution adopted by Rural’s Board of Directors approving and adopting this Agreement and the other Transaction Documents and authorizing consummation of the transactions contemplated hereby and thereby, certified by Rural’s Secre...
	(iii) The following documents duly executed by Rural:
	(1) the Reinsurance Agreement; and
	(2) the Management Agreement.

	(iv) A certificate executed by the President or other executive officer of Rural, dated the Closing Date, stating that:  (i) all of the representations and warranties of Rural set forth in this Agreement are true and correct in all material respects w...
	(v) Evidence of the Governmental Approvals described on Schedule 3.6; and
	(vi) Such other documents as Badger or its counsel shall reasonably request.



	ARTICLE 2  REPRESENTATIONS AND WARRANTIES of Badger
	2.1 Corporate Existence and Power.  Badger and each of its subsidiaries, if any, is duly organized, validly existing, and in good standing under the laws of their respective states of domicile and have all the corporate power required to own, lease, o...
	2.2 Binding Effect.  Except as set forth on Schedule 2.2, the execution, delivery and performance by Badger of this Agreement and the consummation of the Affiliation and the other Transactions, and any other instruments to be executed and delivered by...
	2.3 Compliance with Laws.  Except as set forth on Schedule 2.3, Badger and each Badger subsidiary and at all times since January 1, 2021, have been in compliance in all material respects with all Applicable Law.  Since January 1, 2021, neither Badger ...
	2.4 Non-Contravention.  Provided that all consents, approvals, non-disapprovals, licenses, permits, orders, qualifications, authorizations, filings, notifications and other actions described in Schedule 2.6(a) have been obtained or taken, and except a...
	2.5 Financial Statements.
	(a) Badger has previously made available to Rural or its Representatives true and complete copies of the statutory financial statements of Badger and each insurance company subsidiary of Badger, if any (each, an “Insurance Subsidiary”) for the years e...
	(b) Badger has previously made available to Rural or its Representatives true and complete copies of the audited financial statements or, if there are no audited financial statements, the unaudited financial statements of each non-insurance company su...
	(c) Since December 2021, Badger and each Insurance Subsidiary, if any, has filed all financial statements required to be filed with or submitted to the appropriate Governmental Bodies.  Each of the financial statements complied with Applicable Law whe...

	2.6 Governmental Approvals; Permits.
	(a) No consents, approvals, non-disapprovals, licenses, permits, orders, qualifications or authorizations of, waivers from, or any filings with or notifications to, or registrations or other actions by, any Governmental Body (each, a “Governmental App...
	(b)  Badger and each Badger subsidiary holds and maintains all Governmental Approvals required to transact any insurance business that Badger or such Badger subsidiary is presently transacting in each state in which Badger or such Badger subsidiary is...

	2.7 Reserves.
	(a) The reserves and related actuarial items reflected in the Badger Financial Statements, as of the dates or periods stated therein: (i) were computed, and are fairly stated, in accordance with presently accepted, sound actuarial standards and (ii) m...
	(b) Prior to the date hereof, Badger has delivered or made available to Rural a true and complete copy of all actuarial reports prepared by actuaries, independent or otherwise, with respect to Badger and each Insurance Subsidiary, if any, from January...

	2.8 Absence of Certain Events or Changes.  Except as set forth on Schedule 2.8, since December 31, 2021, (i) the businesses of Badger and each Badger subsidiary have been operated in all material respects in the Ordinary Course of Business and (ii) th...
	2.9 No Undisclosed Liabilities.  Except for liabilities and obligations (including Liens) disclosed or provided for in the Badger Financial Statements or the GAAP Financial Statements, neither Badger nor any Badger subsidiary has any liabilities or ob...
	2.10 Litigation; Governmental Orders. Except as set forth on Schedule 2.10, as of the date hereof:
	(a) There are no actions, arbitrations, lawsuits, material claims, suits, proceedings, or investigations, including litigation holds, (collectively, “Legal Proceedings”) pending or, to Badger’s Knowledge, threatened against or affecting Badger or any ...
	(b) There are no actions, arbitrations, lawsuits, material claims, suits, proceedings, or investigations pending or, to Badger’s Knowledge, threatened against or affecting Badger or any Badger subsidiary (including in which Badger or any Badger subsid...
	(c) There is no action, suit or other legal or arbitration proceeding pending against, or to Badger’s Knowledge, threatened against, or affecting Badger or any Badger subsidiary, or any of their respective properties, assets or businesses that in any ...
	(d) Neither Badger nor any Badger subsidiary is a party to any supervisory agreement, memorandum of understanding, consent order, stipulation, cease and desist order, or any other regulatory order or decree with or by any Governmental Body.
	Schedule 2.10 shall identify and list separately, by category, (A) Legal Proceedings pending against or affecting Badger or any Badger subsidiary (including in which Badger or any Badger subsidiary, as applicable, is the plaintiff or claimant) or thei...

	2.11 Material Contracts.
	(a) Schedule 2.11(a) sets forth a list, as of the date hereof, of any Contract (including all amendments, extensions, renewals, guaranties, modifications, supplements or other agreements, if any, related thereto) to which Badger or any Badger subsidia...
	(i) the performance of which is reasonably expected to involve amounts payable to or by Badger or any Badger subsidiary in excess of $50,000 in the aggregate during the next twelve (12) months;
	(ii) the performance of which is reasonably expected to involve the delivery or receipt by Badger or any Badger subsidiary of goods or services with a fair market value in excess of $50,000 in the aggregate during the next twelve (12) months;
	(iii) relates to the incurrence by Badger or any Badger subsidiary of any Indebtedness in an amount in excess of $50,000;
	(iv) grants a right of first refusal or first offer or similar right or materially restricts or limits Badger’s or any Badger subsidiary’s or, following the Effective Date, any of their Affiliates’, ability to compete with other entities, compete in a...
	(v)  contains any keep-wells or guarantees made or supported by Badger or any Badger subsidiary, or is an indemnification agreement, other than as set forth in the articles of incorporation and by-laws of Badger or any of its subsidiaries;
	(vi) is a lease or is a contract for the purchase or sale of real property;
	(vii) is a contract between Badger or any Badger subsidiary on the one hand, and any director, officer, employee or consultant of Badger (other than contracts terminable at the election of Badger or the applicable Badger subsidiary on thirty (30) or f...
	(viii) is a partnership, joint venture or limited liability company agreement;
	(ix) relates to the administration, claims, underwriting, investment management or other material functions of Badger or any Badger subsidiary, as applicable;
	(x) relates to any derivatives or hedging transaction;
	(xi) is with any Governmental Body;
	(xii) is a contract with any agent, broker or producer of Badger and/or an Insurance Subsidiary, if any (each such individual, an “Insurance Producer”) that, (a) in the twelve (12)-month period ended December 31, 2023, produced Insurance Contracts for...
	(xiii) is a material computer systems or software lease; or
	(xiv) is an obligation to enter into any of the foregoing.

	(b) With respect to each Material Contract: (i) such Material Contract is a legal, valid and binding obligation of Badger or the applicable Badger subsidiary, and, to Badger’s Knowledge, each other party or parties thereto, is enforceable against Badg...
	(c) Copies of each Material Contract (including any amendments, extensions, renewals, guaranties, modifications, waivers, supplements or other agreements, if any, related thereto) have been made available by Badger or its Representatives to Rural prio...

	2.12 Reinsurance Contracts.
	(a) To Badger’s Knowledge, all Reinsurance Contracts are in full force and effect, and, to Badger’s Knowledge, no reinsurer party to any such Reinsurance Contract is the subject of a rehabilitation, liquidation, conservatorship, bankruptcy or similar ...
	(b) All premiums due under the Reinsurance Contracts have been paid in full or were adequately accrued or reserved for by Badger and each Insurance Subsidiary, if any.  To the extent credit for reinsurance has been taken by Badger or an Insurance Subs...
	(c) None of the Reinsurance Contracts is or, to Badger’s Knowledge, would be deemed to be, finite reinsurance, financial reinsurance or such other form of reinsurance that does not meet the risk transfer requirements under Applicable Law.  Each of the...
	(d) Schedule 2.12(d) sets forth a true and correct list of all Liens, collateral or security arrangements, including by means of a credit for reinsurance trust or letter of credit, to or for the benefit of Badger or any Insurance Subsidiary, as applic...

	2.13 Subsidiaries.  Badger has no subsidiaries.  Badger does not own, directly or indirectly, more than a two percent (2%) equity interest in any corporation, partnership, joint venture or other business association or entity other than the subsidiari...
	2.14 Indebtedness.  Except as set forth on Schedule 2.14 or the Badger Financial Statements and the GAAP Financial Statements, neither Badger nor any Badger subsidiary has any Indebtedness, other than Indebtedness incurred in the Ordinary Course of Bu...
	2.15 Owned Real Property.
	(a) Schedule 2.15(a) sets forth all real property owned by Badger or any Badger subsidiary, respectively (the “Owned Real Property”).  Except as set forth on Schedule 2.15(a), neither Badger nor any Badger subsidiary owns any real property.  Neither B...
	(b)
	(i)  Except as set forth in Schedule 2.15(b)(i), each parcel of Owned Real Property is in material compliance with all Applicable Laws and properly zoned for its present use, and there are no public or private use or occupancy restrictions applicable ...
	(ii) Schedule 2.15(b)(ii) sets forth a list of all parcels of Owned Real Property that are leased to a third party (the “Owned Rental Property”) and the principal terms and the termination date of each such lease.
	(iii) Except as set forth on Schedule 2.15(b)(iii), neither Badger nor any Badger subsidiary has received notice of, or been served with, any pending or threatened condemnation, or sale in lieu thereof, with respect to any portion of the Owned Real Pr...
	(iv) Except as set forth on Schedule 2.15(b)(iv), the improvements, including any equipment, signs and trade fixtures installed by Badger or any Badger subsidiary on the Owned Real Property, lie wholly within the boundaries and building restriction li...

	(c) Badger maintains fully-paid policies of fire and extended coverage and casualty, liability and other forms of insurance relating to the operation of the Owned Real Property and Owned Rental Property in such amounts and against such risks and losse...

	2.16 Leased Real Property.
	(a) Schedule 2.16(a) sets forth a true and correct list of the addresses of all real property leased, subleased, or licensed or occupied by Badger or any Badger subsidiary as lessee (including the date, if available, and the name of the parties to suc...
	(b) Neither Badger nor any Badger subsidiary has assigned, sublet, transferred, disposed of, or permitted to exist any Lien, except for Permitted Liens, on Badger’s or such Badger subsidiary’s interest in any lease with respect to any Leased Real Prop...
	(c) The use and operation of the Leased Real Properties in the conduct of business by Badger and any Badger subsidiaries does not violate, in any material respect: (i) any instrument of record or agreement affecting any Leased Real Property; or (ii) a...

	2.17 Personal Property.
	(a) Badger and each Badger subsidiary are in possession of and have good and valid title to, or otherwise have the right to use, pursuant to a valid and enforceable lease, license or similar contractual arrangement, all of their respective material as...
	(b) The assets that are owned, licensed or leased by Badger or the Badger subsidiaries constitute all of the material assets used or held for use in the conduct of business by Badger and the Badger subsidiaries as of the date hereof.
	(c) All tangible assets which are included in the Badger Financial Statements are in good operating condition and repair, subject only to normal wear and maintenance and obsolescence, are useable in the regular and Ordinary Course of Business and conf...

	2.18 Examination Reports.  Badger has previously made available complete and correct copies of the most recent reports of OCI examinations of Badger and any Badger subsidiary.  Except as set forth on Schedule 2.18, since the date of the most recent OC...
	2.19 Taxes.
	(a) Except as set forth on Schedule 2.19(a):  (i) all Taxes (whether or not shown on any Tax Return) for which Badger or any Badger subsidiary may be liable have been timely paid; (ii) all Tax Returns required to have been filed by or with respect to ...
	(b) Schedule 2.19(b)(i) sets forth a schedule of the Tax Returns referred to in clause (ii) of Section 2.19(a) with respect to which neither the appropriate Governmental Body has completed its examination (with all issues finally resolved) nor the per...
	(c) Except as set forth on Schedule 2.19(c):  (i) neither Badger nor any Badger subsidiary will be required to include or accelerate the recognition of any item in income, or exclude or defer any deduction or other Tax benefit, in each case in any tax...

	2.20 Labor Matters; Employee Benefits.
	(a) Except as set forth on Schedule 2.20(a), Badger and each Badger subsidiary, as applicable:  (i) have no written or oral contracts of employment with any employee, other than contracts terminable at the election of Badger or the applicable Badger s...
	(b) All material Badger Benefit Plans are set forth on Schedule 2.20(b).  With respect to each Badger Benefit Plan, Badger has made available to Rural a true and complete summary of the material terms of such plan.  With respect to each Badger Benefit...
	(c) Except as set forth on Schedule 2.20(c), there are no material claims or disputes pending, or, to Badger’s Knowledge, threatened with respect to any Badger Benefit Plan, other than routine claims for benefits in the Ordinary Course of Business.
	(d) Except as set forth on Schedule 2.20(d) or to the extent required by COBRA or the terms of a severance benefit plan, policy or agreement, no Badger Benefit Plan provides medical, dental or life insurance coverage or any other welfare benefits afte...
	(e) Neither Badger nor any of its ERISA Affiliates maintains, has ever maintained, contributes to or contributed to, or been required to contribute to any “multiemployer plan” as defined in Section 3(37) of the Employee Retirement Income Security Act ...
	(f) Each Badger Benefit Plan that is intended to be qualified under Section 401(a) of the Code is the subject of a favorable determination letter by the Internal Revenue Service and no event has occurred and no condition exists that has adversely affe...
	(g) Neither Badger nor any of its ERISA Affiliates have any material liability, whether direct, indirect, contingent or otherwise:  (i) on account of any violation of the health care requirements of Part 6 or 7 of Title I of ERISA or Section 4980B or ...
	(h) Except as set forth on Schedule 2.20(h): (i) no steps have been taken to terminate any Badger Benefit Plan that is covered by Title IV of ERISA; and (ii) no termination of any “pension plan” (as defined under Section 3(2) of ERISA) has occurred pu...
	(i) None of the assets of any Badger Benefit Plan are the subject of any Lien arising under ERISA or the Code, and neither Badger nor any of its ERISA Affiliates have been required to post any security under ERISA or Section 401(a)(29) or 436 of the C...
	(j) Except as set forth in Schedule 2.20(j), neither the execution nor delivery of this Agreement or any other Transaction Document nor the consummation of the transactions contemplated by this Agreement or any other Transaction Document will, either ...
	(k) To Badger’s Knowledge, there are no organizational campaigns, petitions or other unionization activities focusing on persons who provide services to Badger or its business or to any Badger subsidiary or such Badger subsidiary’s business which seek...
	(l) Schedule 2.20(l) sets forth a true and complete list of: (i) each employee of Badger and Badger’s subsidiaries, respectively; and (ii) each employee’s job title, base salary rate or hourly rate of pay, location, date of hire, full or part-time sta...

	2.21 Operations Insurance.  Schedule 2.21 sets forth a list, as of the date of this Agreement, of all in-force insurance policies, including all liability, property, workers compensation, directors and officers liability, ICPL, cyber liability, and ot...
	2.22 Insurance Regulatory Matters.
	(a) Since January 1, 2021, Badger and each of its subsidiaries have made all filings required to be made by each of them with the state insurance regulator in each state in which they conduct insurance underwriting or insurance brokerage operations, a...
	(b) Since January 1, 2021, Badger and each Insurance Agency, if any, has:  (i) timely paid (after giving effect to any grace periods or extensions) all guaranty fund assessments that are due, or claimed or asserted by any state guaranty fund or associ...
	(c) Since January 1, 2021, all Insurance Contract benefits due and payable by or on behalf of Badger or any Insurance Subsidiary have in all material respects been paid in accordance with the terms of the Insurance Contracts under which they arose, ex...
	(d) Since January 1, 2021, any rates of Badger and each Insurance Subsidiary, if any, that are required to be filed with or approved by a Governmental Body have, in all material respects, been so filed or approved and the rates used by Badger conform ...

	2.23 Insurance Producers.
	(a) Schedule 2.23(a) sets forth a list of each Insurance Producer. Since January 1, 2021: (i) to Badger’s Knowledge, each Insurance Producer possesses all Governmental Approvals required to conduct its respective insurance operations as such insurance...
	(b) Since January 1, 2021: To Badger’s Knowledge: (i) no Insurance Producer has breached the terms of any contract with Badger or any Insurance Subsidiary in any material respect or violated any policy of Badger in the solicitation, negotiation, writi...
	(c) As of the date hereof, there are no outstanding: (i) disputes with Insurance Producers concerning material amounts of commissions or other incentive compensation; (ii) material errors and omissions claims against any Insurance Producer arising fro...

	2.24 Investment Assets.  Badger has made available to Rural (i) a list of its and each Badger subsidiary’s Investment Assets as of December 31, 2023, and June 30, 2024; (ii) all investment management agreements between Badger and its subsidiaries, res...
	2.25 Internal Controls.  Badger and each Badger subsidiary have devised and maintained a system of internal accounting controls with respect to their respective businesses sufficient to provide reasonable assurances that:  (i) transactions are execute...
	2.26 Risk-Based Capital.  Badger or its Representatives have previously furnished or otherwise made available to Rural each of the “Risk based capital reports” (as defined in Wis. Admin. Code sec. Ins. 51.01) prepared by Badger and each Insurance Subs...
	2.27 Environmental Matters.
	(a) Since January 1, 2021, Badger and each Badger subsidiary have complied, and are in compliance in all material respects with, all applicable Environmental Laws pertaining to any Owned Real Property or other properties and assets used by Badger or s...
	(b) There are no claims, actions or proceedings pursuant to Environmental Laws pending against, and no violation by Badger or any Badger subsidiary of any applicable Environmental Law is being alleged, in each case relating to any Owned Real Property ...
	(c) Badger has previously disclosed and made available to Rural or its Representatives all material information, including, without limitation, all environmental studies, analyses and test results, in the reasonable possession, custody or control of o...

	2.28 Intellectual Property.  Schedule 2.28 sets forth a list of all registered copyrights, registered trademarks, issued patents, and pending applications for any of the foregoing, owned by Badger or any Badger subsidiary, respectively (“Registered In...
	2.29 Related Party Transactions.  Except as set forth on Schedule 2.29, neither Badger nor any Badger subsidiary has any ongoing material transactions or contractual relationships with any of their or each other’s executive officers or directors or wi...
	2.30 Brokers.  Except as set forth on Schedule 2.30, no broker, finder or investment banker is entitled to any brokerage, finder’s or other fee or commission in connection with the Affiliation or any of the other Transactions based upon any arrangemen...
	2.31 Privacy and Security of Information.
	(a) Badger and its subsidiaries have implemented reasonable measures consistent with applicable industry standards to ensure the physical and electronic security of any information systems or data owned, used or held by Badger and/or its subsidiaries,...
	(b) To the Knowledge of Badger, Badger has complied in all material respects with (i) all Applicable Law regarding data protection and the privacy and security of personal information and (ii) the privacy policies or commitments to its customers and c...

	2.32 Disputed Claims.  Schedule 2.32 sets forth a complete and accurate list of all claims made pursuant to any Insurance Contract issued by Badger or any Insurance Subsidiary that meets any of the following criteria:
	(a) that were unpaid as of August 30, 2024, in any case where the amount claimed exceeds $50,000, or where the aggregate incurred amount of an anticipated claim exceeds $50,000, or where the aggregate amount of such payment is not determinable and the...
	(b) where the claimant is alleging bad faith or other extracontractual damages, or where Badger or such Insurance Subsidiary believes that a claim alleging bad faith or other extracontractual damages is possible.

	2.33 Disclosure.  This Agreement and the Badger Disclosure Schedules hereto do not contain any untrue statement of a material fact or omit to state a material fact required to be stated herein or necessary to make the statements contained herein or th...

	ARTICLE 3  representations and warranties of Rural
	Rural makes the following representations and warranties to Badger, each of which is true and correct at and as of Closing, and shall be unaffected by any investigation heretofore or hereafter made by Badger:
	3.1 Corporate Existence and Power.  Rural and each of its subsidiaries, if any, are duly organized, validly existing and in good standing under the laws of their respective states of domicile and have all the corporate power required to own, lease or ...
	3.2 Binding Effect.  Except as set forth on Schedule 3.2, the execution, delivery and performance by Rural of this Agreement and the consummation of the Affiliation and the other Transactions, and any other instruments to be executed and delivered by ...
	3.3 Compliance with Laws.  Rural and each of its subsidiaries, if any, are, and at all times since January 1, 2021, have been, in compliance in all material respects with, all Applicable Law.  Since January 1, 2021, neither Rural nor any of its subsid...
	3.4 Non-Contravention.  Provided that all consents, approvals, non-disapprovals, licenses, permits, orders, qualifications, authorizations, filings, notifications and other actions described in Schedule 3.6 have been obtained or taken, and except as s...
	3.5 Financial Statements.
	(a) Rural has previously made available to Badger or its Representatives true and complete copies of Rural’s statutory financial statements for the years ended December 31, 2021, 2022 and 2023, as filed with OCI (collectively, the “Rural Financial Sta...
	(b) Since December 2021, Rural has filed all financial statements required to be filed with or submitted to the appropriate Governmental Bodies.  Each of the financial statements materially complied with all Applicable Law when so filed.  Each such fi...

	3.6 Governmental Approvals.  No Governmental Approvals are required to be made or obtained at or prior to the Closing by Rural in connection with Rural’s execution, delivery or performance of this Agreement or in connection with its execution, deliver...
	3.7 Risk-Based Capital.  Rural or its Representatives have previously furnished or otherwise made available to Badger each of the “Risk based capital reports” (as defined in Wis. Admin. Code sec. Ins. 51.01) prepared by Rural since January 1, 2021.  S...
	3.8 Reserves.
	(a) The reserves and related actuarial items reflected in the Rural Financial Statements, as of the dates or periods stated therein: (i) were computed, and are fairly stated, in accordance with presently accepted, sound actuarial standards and (ii) me...
	(b) Prior to the date hereof, Rural has delivered or made available to Badger a true and complete copy of all actuarial reports prepared by actuaries, independent or otherwise, with respect to Rural from January 1, 2023 through the date of this Agreem...


	ARTICLE 4  COVENANTS
	4.1 Conduct of Business Prior to the Closing Date.  Badger hereby covenants and agrees as to itself and each of its subsidiaries (except as otherwise specified below) that, prior to the Closing Date, unless Rural shall otherwise agree in writing (whic...
	(a) The respective businesses of Badger and each of its subsidiaries shall be conducted only in the Ordinary Course of Business;
	(b) Badger shall, and shall cause each of its subsidiaries, as applicable, to, use its commercially reasonable best efforts to preserve its relationships with, as applicable, its members, policyholders, insureds, Insurance Producers, reinsurers, suppl...
	(c) Other than in the Ordinary Course of Business, Badger shall not make or propose to make, or permit any of its subsidiaries to make or propose to make, any change in its premium rates, dividends, underwriting, investment and other material insuranc...
	(d) Badger shall not, nor shall it permit any of its subsidiaries to:  (i) except as provided in Section 5.1, amend its articles, by-laws, code of regulations or other organizational or constituent documents; (ii) incur any Indebtedness for borrowed m...
	(e) Other than in the Ordinary Course of Business or pursuant to requirements of written agreements set forth on Schedule 4.1(e) or the terms of a Badger Benefit Plan as in effect on the date hereof, neither Badger nor any Badger subsidiary shall:  (i...
	(f) Other than in the Ordinary Course of Business, Badger shall not, nor shall it permit any Badger subsidiary to, make any capital expenditures or commitments for capital expenditures which individually exceed $25,000;
	(g) Other than in the Ordinary Course of Business, Badger shall not, nor shall it permit any of its subsidiaries to, settle or compromise any proceeding (other than claims under Insurance Contracts) which could result in an expenditure in excess of $2...
	(h) Badger shall not, nor shall it permit any Badger subsidiary to, enter into or amend, modify, renew, extend, or terminate any Material Contract, excluding Contracts that automatically renew pursuant to their terms upon expiration and that are allow...
	(i) Badger shall not, nor shall it permit any Badger subsidiary to, enter into amend, modify, renew, extend or terminate any Reinsurance Contract; provided, however, that Badger shall negotiate Reinsurance Contracts covering losses occurring during th...
	(j) Badger shall not, nor shall it permit any of its subsidiaries to, agree, in writing or otherwise, to take any of the actions prohibited by the foregoing clauses (a) through (i).

	4.2 Employee Matters.
	(a) Prior to the Closing, the individuals listed in Exhibit H will be offered continued employment at Badger in accordance with the terms set forth in employment agreements (in the form attached at Exhibit I) signed by such individuals and Badger, suc...
	(b) Rural does not currently anticipate any change to staffing levels at Badger following the Closing, however, such changes may occur as deemed necessary or prudent by the Reconstituted Badger Board following the Closing in the Ordinary Course of Bus...
	(c) During the twelve (12) month period immediately following the Closing Date (or for any shorter period during which they remain employed with Badger, a Badger subsidiary, or Rural, as applicable), and subject to the terms and conditions of the Empl...
	(d) Rural and Badger shall make commercially reasonable efforts, or shall cause the Badger subsidiaries, as applicable, to make commercially reasonable efforts, to waive, or cause to be waived, any pre-existing condition limitations, exclusions, activ...
	(e) Notwithstanding the foregoing, except as otherwise provided in this Agreement or the Employment Agreements, nothing in this Agreement shall:  (i) be treated as an amendment of any employee benefit plan or any other arrangement or create any rights...
	(f) For a period of two (2) years from the Closing Date, Rural shall not without Supermajority Consent solicit for hiring or engagement, any Affected Employee, or otherwise encourage any such Person or entity to terminate or diminish such Person’s emp...
	(g) Promptly after the Closing, the Badger Board shall establish an incentive bonus plan for Badger’s employees and Badger’s officers, substantially similar to the incentive plan in place at Badger as of the Closing.  The incentive bonus plan shall be...

	4.3 Access to Information.
	(a) From the date of this Agreement until the Closing, subject to any applicable contractual restrictions and legal privileges, and to the extent Applicable Law would not thereby be violated, Badger hereby covenants and agrees to:
	(i) Give Rural and its Representatives reasonable access (including the copying of such materials as may be reasonably requested), upon reasonable prior notice and during normal business hours, to Badger’s and its subsidiaries’ respective offices, pro...
	(ii) Furnish Rural or its Representatives with such financial and operating data and other information relating to the businesses of Badger or any Badger subsidiary as Rural or any such Representative may reasonably request; and
	(iii) Instruct its employees and Representatives to reasonably cooperate with Rural in Rural’s investigations in connection with the Affiliation and any other Transactions.

	(b) If Badger is not required to comply with any covenant in Section 4.3(a) as a result of any applicable contractual restriction or legal privilege, Badger shall:  (i) comply with such covenant to every extent possible except as strictly necessary to...

	4.4 Notices of Certain Events.
	(a) The Parties each hereby covenant and agree from the date hereof until the Closing Date to promptly notify the other Party of any of the following:
	(i) any notice or other communication received by such Party from any source alleging that the consent of another Person is or may be required in connection with the Affiliation or any other Transactions;
	(ii) any notice or communication from or to any rating agency in connection with the Affiliation or the other Transactions or otherwise, and subject to Applicable Law, from or to any Governmental Authority relating to the Affiliation or any other Tran...
	(iii) any action, suits, claims, investigations or proceedings commenced or, to such Party’s Knowledge, threatened against, relating to or involving or otherwise affecting such Party that relate to the consummation of the Affiliation or any other Tran...
	(iv) any breach of a representation or warranty of the notifying Party or any change or other event which would reasonably be expected to have a Rural Material Adverse Effect or a Badger Material Adverse Effect, as applicable.

	(b) Badger hereby covenants and agrees to promptly notify Rural of:
	(i) any notice of, or communication relating to, a default or event which, with notice or lapse of time or both, would become a default, received by Badger or any Badger subsidiary subsequent to the date hereof under any Material Contract;
	(ii) the termination or attempted termination of a contract between Badger and an Insurance Producer;
	(iii) the occurrence of any event which, with notice or lapse of time or both, would result in a default by Badger or any Badger subsidiary or, to Badger’ Knowledge, a default by any other Person, under any Material Contract; or
	(iv) any action, suits, claims investigations or proceedings commenced or, to such Party’s Knowledge, threatened against, relating to or involving or otherwise affecting such Party that, if the same had been pending with respect to Badger or any Badge...


	4.5 Alternative Transactions.  Badger hereby covenants and agrees that from the date hereof until the Closing, consistent with the fiduciary obligations of the Badger Board, Badger shall not, and shall cause its subsidiaries and Representatives not to...
	4.6 Reasonable Best Efforts; Regulatory Approvals.
	(a) Upon the terms and subject to the conditions herein provided, each of the Parties agrees to use all reasonable best efforts to take, or cause to be taken, all actions to do, or cause to be done, and to assist and cooperate with the other Party in ...
	(b) Without limiting the generality of the foregoing, as soon as reasonably practicable after the date hereof, the Parties shall make all filings and notifications with all Governmental Bodies that may be or may become reasonably necessary proper or a...
	(c) From and after the date hereof, the Parties shall use their reasonable best efforts, and shall cooperate fully with each other to obtain as promptly as reasonably practicable following the date hereof all required or desired approvals, consents, w...

	4.7 Further Assurances.  From and after the Closing, each Party will, from time to time, at the reasonable request of the other Party and without further consideration (but at the expense of the requesting Party) do, execute, acknowledge, and deliver ...
	4.8 Public Announcements; Confidentiality.  The Parties each hereby covenant and agree that:
	(a) From the date of this Agreement until the Closing is consummated, the Parties will consult with each other before issuing any press release or making any public statement with respect to this Agreement, any other Transaction Document or the Affili...
	(b) From and after the date hereof, the Parties may deliver to each other information about themselves and their respective businesses which is nonpublic, confidential, or proprietary in nature, including, but not limited to, this Agreement and the ot...

	4.9 Insurance Producers. Rural currently intends for Badger to continue to distribute Badger’s products through its network of licensed and appointed independent Insurance Producers.  After Closing, Rural and Badger shall cooperate in good faith to ex...
	4.10 Badger Brand Name and Location.  The Parties agree that for a period of five (5) years from the Closing Date of the Transactions contemplated herein, notwithstanding anything to the contrary in Badger’s Articles of Incorporation, as amended and r...
	(a) Change Badger’s name or brand, except as required by Applicable Law or OCI; and
	(b) Close or attempt to close Badger’s headquarters at 1134 N. 9th Street, Suite 150, Milwaukee, Wisconsin except as required by Applicable Law or OCI.
	Notwithstanding the foregoing, the Badger Board, by the affirmative vote of a simple majority of the directors, may close the headquarters to the extent that (i) the location on a stand-alone basis is not, or is not reasonably expected to, remain prof...

	4.11 Specified Reinsurer and Material Contract Consents.  Schedule 4.11 lists each (A) reinsurer’s consent under the terms of any Reinsurance Contract necessary as a result of the Transactions, and shall identify the applicable Reinsurance Contract (“...
	4.12 Fees and Expenses.  Except as provided in Section 8.5, Rural and Badger shall each only be responsible for all costs and expenses incurred by themself in preparing this Agreement, the other Transaction Documents, and OCI filing and in closing and...
	4.13 Minimum Surplus Ratio.
	(a) Badger shall maintain a surplus to direct written premium ratio of 0.21:1 (the “Minimum Surplus Ratio”), and represents, warrants, and covenants to Rural that, as a condition to Closing (if measurable prior to Closing), Badger shall satisfy the Mi...
	(b) The Minimum Surplus Ratio shall be measured for the Closing in the following manner: (i) if the Closing occurs at year-end, as of one calendar day prior to Closing; and (ii) if the Closing occurs after the end of a calendar quarter that is not a y...
	(c) Badger shall deliver to Rural its audited financial statements as of each year-end that occurs between the date hereof and the Closing prepared by Strohm Ballweg (“Badger Auditor”) and the audited financial statements are the “Badger Audited Finan...
	(d) Badger shall also deliver to Rural its unaudited quarter-end and month-end financial statements prior to Closing (“Badger Unaudited Financial Statements”), in each case, promptly once they are available.
	(e) The Badger Audited Financial Statements, Badger Unaudited Financial Statements, and Badger Reserve Opinion shall be prepared consistently with Badger’s past practice (except for changes in Applicable Law or GAAP requirements).
	(f) Badger shall promptly deliver to Rural any other information reasonably requested by Rural to evaluate Badger’s surplus to direct written premium ratio.
	(g) Closing Occurs at Year-End: If the Closing occurs on January 1, 2025, the following provisions shall apply:
	(i) Subject to the provisions of this Section 4.13, Rural shall consummate the Closing on January 1, 2025, if:
	(1) All conditions set forth in this Agreement and the other Transaction Documents to Badger’s obligation to consummate the Closing shall have been satisfied or waived by Rural; and
	(2) Badger’s surplus to direct written premium ratio is at or above the Critical Surplus Ratio as of November 30, 2024, determined based on the Badger Unaudited Financial Statements as of November 30, 2024.

	(ii) As soon as reasonably practicable after the Closing, Rural shall engage an independent actuary (“Rural Actuary”) to prepare an independent actuarial opinion of Badger’s reserves as of December 31, 2024, at Rural’s sole expense.  Any independent r...
	(iii) Rural shall determine Badger’s compliance or non-compliance with the Minimum Surplus Ratio requirements as of December 31, 2024, for the Closing using the Badger Reserve Opinion, the Rural-Engaged Reserve Opinion, and the Badger Audited Financia...
	(iv) Rural shall determine Badger’s compliance or non-compliance with the Minimum Surplus Ratio requirement for December 31, 2024, using an average of the Badger Reserve Opinion point IBNR reserve estimate of Badger’s IBNR reserves and the Rural-Engag...
	(v) If Rural determines that Badger was not in compliance with the Minimum Surplus Ratio as of December 31, 2024, based on such Badger Audited Financial Statements, Badger Reserve Opinion, and Rural-Engaged Reserve Opinion as provided in this Section ...

	(h) Closing Occurs at the End of a Calendar Quarter that is Not a Year-End: If the Closing occurs on a calendar day after the end of a calendar quarter that is not the end of a calendar year, the following provisions shall apply:
	(i) Subject to the provisions of this Section 4.13, Rural shall consummate the Closing on the first calendar day after the end of such calendar quarter, if:
	(1) Rural, based solely on the December 31, 2024 Badger Audited Financial Statements and Badger Reserve Opinion, determines that Badger has complied with the Minimum Surplus Ratio requirements as of December 31, 2024;
	(2) All conditions set forth in this Agreement and the other Transaction Documents to Badger’s obligation to consummate the Closing shall have been satisfied or waived by Rural; and
	(3) Badger’s surplus to direct written premium ratio is at or above the Critical Surplus Ratio as of the end of the month prior to the quarter-end Target Testing Date, determined based on the Badger Unaudited Financial Statements as of such date.  For...

	(ii) As soon as reasonably practicable after the Closing, Rural shall engage Rural Actuary to prepare a Rural-Engaged Reserve Opinion and Badger shall engage Badger Actuary to prepare a separate Badger Reserve Opinion of Badger’s IBNR reserves as of t...
	(iii) Rural shall determine Badger’s compliance or non-compliance with the Minimum Surplus Ratio requirements as of the quarter-end Target Testing Date for the Closing using the Badger Reserve Opinion, Rural-Engaged Reserve Opinion, and the Badger Una...
	(iv) The determination of Badger’s compliance or non-compliance with the Minimum Surplus Ratio requirement for the quarter-end Target Testing Date shall be determined using an average of the Badger Reserve Opinion point IBNR reserve estimate of Badger...
	(v) If Rural determines that Badger was not in compliance with the Minimum Surplus Ratio as of the quarter-end Target Testing Date for the Closing based on such Badger Reserve Opinion, Rural-Engaged Reserve Opinion and Badger Unaudited Financial State...



	ARTICLE 5
	5.1 Reconstitution of Badgers’ Board of Directors and Board Officers; Adoption of Badgers’ Amended and Restated Bylaws.
	(a) Prior to the Closing Date, the Badger Board shall adopt and approve Badger’s Amended and Restated Bylaws in the form attached as Exhibit A, to be effective immediately following Closing and shall obtain all necessary approvals for such amended and...
	(b) On the Closing Date and immediately prior to the Closing (the “Resignation Effective Time”), Badger shall cause all but the three (3) Badger directors whose names are set forth on Exhibit B, subsection (2) (such individuals and their successors, t...
	(c) Notice of any change to the identities of the Badger-Appointed Directors set forth on Exhibit B, subsection (2) shall be given to Rural by Badger or its Representatives no later than five (5) Business Days prior to the Closing, provided, however, ...
	(d) Any change to the Badger-Appointed Directors and designation of new Badger-Appointed Directors after Closing shall be subject to Rural’s consent in writing, which consent shall not be unreasonably withheld, conditioned, or delayed.
	(e) Exhibit C lists the Badger officer positions immediately before and after the Closing, including those held by Rural-Appointed Directors.
	(f) Eight (8) directors on the Reconstituted Badger Board shall constitute a quorum.
	(g) Rural-Appointed Directors shall generally serve two (2) year staggered terms and shall be subject to no term limits, and the Badger-Appointed Directors shall generally serve one (1) year terms and shall be subject to no term limits.
	(h) The annual compensation payable to the Directors serving on the Reconstituted Badger Board in the first year after Closing shall be governed by the following, and future compensation shall be determined by the Reconstituted Badger Board in its dis...
	(i) Two Hundred Five Thousand Dollars and Zero Cents ($205,000.00) per year total possible Board compensation;
	(ii) Badger Chairperson: up to Twenty Four Thousand Dollars and Zero Cents ($24,000.00) per year, representing Six Thousand Dollars and Zero Cents ($6,000.00) per Board meeting;
	(iii) Badger President: up to Sixteen Thousand Dollars and Zero Cents ($16,000.00) per year, representing Four Thousand Dollars and Zero Cents ($4,000.00) per Board meeting;
	(iv) Badger Vice President: up to Twenty Thousand Dollars and Zero Cents ($20,000.00) per year, representing Five Thousand Dollars and Zero Cents ($5,000.00) per Board meeting; and
	(v) All Other Badger Board Members: up to Sixteen Thousand Dollars and Zero Cents ($16,000.00) per year, representing Four Thousand Dollars and Zero Cents ($4,000.00) per Board meeting;
	(1) If any Board member does not attend a Board meeting, the Board member is not entitled to receive any compensation for that meeting.
	(2) The per-Board meeting fee shall be reduced by One Thousand Dollars and Zero Cents ($1,000.00) if the Director attends remotely;



	5.2 Badger’s Current Executive Officers.  Immediately after the Closing, subject to the vote of the Reconstituted Badger Board, the individuals whose names are set forth on Schedule 5.2 shall hold the executive offices of Badger listed next to their n...
	5.3 Committees. All current Badger Board Committees shall be eliminated as of the Closing and replaced with an Investment Committee and a Governance Committee established by the Badger Board after the Closing, governed by a Committee Charter adopted b...
	5.4 Conflicts. To the extent the terms of Badger’s Articles of Incorporation, as amended and restated from time to time, and/or Badger’s Amended and Restated Bylaws differ from, or conflict with, the terms of this Article 5, the terms of Badger’s Arti...

	ARTICLE 6  CONDITIONS TO CLOSING
	6.1 Conditions to Obligations of Rural and Badger.  The obligations of Rural and Badger to consummate the Closing are subject to the satisfaction of the following conditions:
	(a) All of the Governmental Approvals listed on Schedules 2.6(a) and 3.6 shall have been obtained and shall be in full force and effect and no order, injunction, or decree issued by any Governmental Body or other legal restraint or prohibition prevent...
	(b) The conditions set forth in this Agreement and the other Transaction Documents shall have been satisfied.

	6.2 Conditions to Obligations of Rural.  The obligation of Rural to consummate the Closing is subject to the satisfaction of the following further conditions:
	(a) The Badger representations and warranties set forth in this Agreement are true and correct in all respects as of the date of this Agreement and shall be true and correct as of the Closing Date as though made on and as of the Closing Date.
	(b) Badger shall have delivered to Rural updated Badger Disclosure Schedules that are true and accurate as of the Closing Date and do not contain any untrue statement of a material fact or omit to state a material fact required to be stated herein or ...
	(c) Badger shall have delivered to Rural in form and substance satisfactory to Rural, as determined in Rural’s sole discretion, evidence that Badger’s Reinsurance Contracts for 2025 (“2025 Reinsurance Tower”) provide reinsurance to Badger that is subs...
	(d) Since the date of the last Badger Financial Statement provided by Badger pursuant to this Agreement, no event, occurrence, development, circumstances, or facts have occurred which have had a Material Adverse Effect on the business of Badger.
	(e) Badger shall have performed and complied in all respects with all agreements, covenants, obligations, and conditions required by this Agreement and by the other Transaction Documents to be performed or complied with by Badger on or prior to the Cl...
	(f) Badger shall have complied with all Minimum Surplus Ratio requirements under Section 4.13 as of the Closing Date.
	(g) The Badger Board of Directors will have adopted the Amended and Restated Bylaws attached hereto as Exhibit A and such Amended and Restated Bylaws will have been filed with the OCI and will have become effective as of the Closing Date.
	(h) The current directors of Badger who will not be Rural-Appointed Directors or Badger-Appointed Directors have submitted their resignations to be effective on the Closing Date, and the eight Rural-Appointed Directors set forth on Exhibit B, subsecti...
	(i) Rural will have received certified copies of resolutions duly adopted by the Badger Board of Directors approving this Agreement and the other Transaction Documents to which Badger is a party.
	(j) The receipt of: (i) all Specified Reinsurer Consents set forth on Schedule 4.11; and (ii) all Specified Material Contract Consents set forth on 4,11 each of (i) and (ii) above in a form reasonably satisfactory to Rural.

	6.3 Conditions to Obligations of Badger.  The obligation of Badger to consummate the Closing is subject to the satisfaction of the following further conditions:
	(a) The representations and warranties of Rural set forth in this Agreement are true and correct as of the date of this Agreement and will be true and correct as of the Closing Date as though made on and as of the Closing Date.
	(b) Rural shall have performed and complied in all respects with all agreements, covenants, obligations, and conditions required by this Agreement and by the other Transaction Documents to be performed or complied with by Rural on or prior to the Clos...
	(c) Badger will have received certified copies of resolutions duly adopted by the Board of Directors of Rural approving this Agreement and the other Transaction Documents to which Rural is a party.


	ARTICLE 7  survival and DISPUTE RESOLUTION
	7.1 Survival of Obligations.
	(a) All certifications, representations and warranties made herein by Badger and Rural and their obligations to be performed pursuant to the terms hereof, shall survive the Closing Date through and including the 24-month anniversary of the Closing Dat...
	(b) All of the covenants and other agreements of the Parties contained in this Agreement shall survive until fully performed or fulfilled, unless and to the extent only that non-compliance with such covenants or agreements is waived in writing by the ...

	7.2 Dispute Resolution.
	(a) The Parties shall endeavor to resolve all disputes arising out of this Agreement in an amicable manner, in accordance with Paragraph (b).  All material disputes between the Parties arising out of or resulting from this Agreement shall be resolved ...
	(b) The parties shall attempt in good faith to resolve any dispute arising out of the making or performance of or otherwise relating to this Agreement promptly by negotiations between executives who have authority to settle the controversy.  Any Party...
	(c) In the event that any dispute arising out of this Agreement is not resolved under Paragraph (b) hereof, such dispute must be submitted to binding arbitration under this Paragraph (c).  Either Party may institute arbitration under this Paragraph (c...
	(i) In the event that a demand by either Party is made in writing on the other, each Party shall appoint an individual as arbitrator and the two so appointed shall then appoint a third arbitrator.  If either Party refuses or neglects to appoint an arb...
	(ii) The arbitration hearings shall be held in Madison, Wisconsin, or such other place as may be mutually agreed.  Each side shall submit its case to the arbitrators within 30 days of the selection of the third arbitrator or within such longer period ...
	(iii) Each Party shall pay: (1) the fees and expenses of its own arbitrator; (2) one-half of the fee and expenses of the third arbitrator; and (3) one-half of any other expenses that the Parties jointly incur directly related to the arbitration procee...
	(iv) Except as provided above, arbitration shall be based, insofar as applicable, upon the Commercial Arbitration Rules of the American Arbitration Association.



	ARTICLE 8  TERMINATION
	8.1 Grounds for Termination Prior to Closing.  With written notice to the non-terminating party (as applicable), accompanied by a copy of a resolution of the terminating Party’s board of directors authorizing the termination, this Agreement may be ter...
	(a) Mutual written agreement of Rural and Badger.
	(b) Rural if the Closing shall not have been consummated on or before January 1, 2025 and by Badger if the Closing shall not have been consummated by June 30, 2025; provided, however, that a Party may not exercise the right to terminate this Agreement...
	(c) Either Rural or Badger, if there has been a material breach by the other Party of any representation, warranty, covenant, or agreement contained in this Agreement which would preclude the consummation of the Closing (absent a waiver by the termina...
	(d) Either Rural or Badger, if any Governmental Body has denied a Governmental Approval that is required for the consummation of the Affiliation or any of the other Transactions and such denial has become final and nonappealable, if any Governmental B...
	(e) Either Rural or Badger if the other Party is under the jurisdiction of “title 11 or a similar case” within the meaning of Section 368(a)(3)(A) of the Internal Revenue Code of 1986, as amended, generally meaning a case under title 11 of the United ...
	(f) Rural, if Badger’s surplus to direct written premium ratio is below the Critical Surplus Ratio, determined based on any of: (i) Badger’s Audited Financial Statements as of any year-end or quarter-end that occurs between the date hereof and the Clo...

	8.2 Effect of Termination Prior to Closing.  In the event of the termination of this Agreement, and except for the other provisions of this section and Article 4, this Agreement will become void and of no effect with no liability under this Agreement ...
	8.3  Grounds for Termination After Closing.  With written notice to the non-terminating Party (as applicable), accompanied by a copy of a resolution of the terminating Party’s board of directors authorizing the termination this Agreement, may be termi...
	(a) By written notice to the non-terminating Party (as applicable), this Agreement may be terminated at any time after to the Closing by:
	(i) Mutual written agreement of Rural and Badger.
	(ii) Either Party, upon the termination of the Reinsurance Agreement.
	(iii) Either Party, if there has been a material breach by the other Party of any covenant, or agreement contained in this Agreement, the Management Agreement or the Reinsurance Agreement and the breach is not curable or, if curable, is not cured with...
	(iv) Either Party if the other Party is subject to a liquidation proceeding initiated by the OCI pursuant to Wis. Stat. § 645.41.

	(b) After the Closing, this Agreement may be terminated by Rural by written notice to Badger:  (i) in the event that the Rural-Appointed Directors no longer make up eight (8) of the eleven (11) seats on the Badger Board; (ii) in the event that any Rur...
	Notwithstanding the foregoing, Rural shall have no right to terminate the Agreement pursuant to this Section 8.3(b) if such Rural Termination Event was caused by Rural’s or the Rural-Appointed Directors’ commission or omission, including, but not limi...
	(c) If any inaccuracy or breach of any representation or warranty in this Agreement is discovered during the period after the Closing until the date that is twenty-four (24) months after the Closing Date (“Determination Period”), this Agreement may be...
	(d) During the Determination Period, Rural may terminate this Agreement upon written notice to Badger if Badger did not satisfy all Minimum Surplus Ratio requirements under Section 4.13 as of the Closing Date.
	(e) After the Closing, this Agreement may be terminated by either Party if the Reinsurance Agreement is terminated in accordance with its terms.

	8.4 Effect of Termination After Closing.  In the event of the termination of this Agreement after the Closing, other than the provisions of this Section 8.4, the Parties shall cooperate in good faith to achieve an orderly separation of Rural and Badge...
	(a) The Reinsurance Agreement shall terminate in accordance with the terms and conditions contained therein.
	(b) The Management Agreement shall terminate in accordance with the terms and conditions contained therein.
	(c) Upon the termination of the Reinsurance Agreement in accordance with the terms and conditions contained therein, the Rural-Appointed Directors then in office shall promptly submit their written resignations to the Reconstituted Badger Board, to be...

	8.5 Badger Termination Payments.  If this Agreement is terminated by
	(a) Rural pursuant to Section 8.3(a)(iii) or
	(b) by Badger and it is determined by a final unappealable judgment of a court of competent jurisdiction that such termination constituted a breach of this Agreement by Badger, or a breach of Badger’s duty of good faith and fair dealing with respect t...
	provided that Rural is in material compliance with all of its material obligations under this Agreement, then Badger shall pay to Rural an amount equal to Five Hundred Thousand Dollars ($500,000) plus an amount equal to all of Rural’s reasonable costs...


	ARTICLE 9
	9.1 Actions Subsequent to Closing.  From and after the Closing, each Party will, from time to time, at the reasonable request of the other Party and without further consideration (but at the expense of the requesting Party) do, execute, acknowledge, a...
	9.2 Entire Agreement.  This Agreement and the other Transaction Documents, including all schedules and exhibits thereto, constitute the entire agreement between the Parties and there are no other agreements or understandings other than as expressed in...
	9.3 No Third-Party Beneficiaries. There are no third-party beneficiaries of this Agreement and nothing in this Agreement, express or implied, is intended to confer on any person other than the Parties hereto (and their respective successors and permit...
	9.4 Binding Effect.  This Agreement will apply to and inure to the benefit of and be binding upon and enforceable against each Party and their respective successors and permitted assigns.
	9.5 Severability.  Any term or provision of this Agreement which is invalid or unenforceable in any jurisdiction will, as to that jurisdiction, be ineffective to the extent of any such invalidity or unenforceability without rendering invalid or unenfo...
	9.6 Waivers and Amendments.  The Agreement and the Exhibits attached hereto may only be amended or modified, and the terms hereof may only be waived, by a writing, signed by each Party or, in the case of a waiver, by the Party entitled to the benefit ...
	9.7 Assignment.  Neither this Agreement nor any rights or obligations hereunder may be assigned or otherwise transferred, in whole or in part, by any Party without the prior written consent of the other Party.
	9.8 Governing Law.  This Agreement is hereby deemed to have been made under and governed by the laws of the State of Wisconsin, without giving effect to the conflict of law principles of that or any other jurisdiction.
	9.9 Notices.  All notices and other communications under this Agreement will be in writing and will be delivered personally or sent by confirmed facsimile transmission or nationally recognized overnight delivery service.  Any such notice or other comm...
	(a) if to Rural:
	(b) if to Badger:
	Joanna Glaser, Corporate Counsel
	1134 N. 9th Street, Suite 150
	Milwaukee, WI 53233

	9.10 Counterparts.  This Agreement may be executed in two or more counterparts, each of which will be deemed an original, but all of which together will constitute one and the same instrument.
	9.11 Captions.  The captions of the various sections of this Agreement are not part of the context of the Agreement but are only labels to assist in locating those sections and shall be ignored in construing this Agreement.
	9.12 Interpretation.  This Agreement shall be construed without regard to any presumption or rule requiring construction or interpretation against the Party drafting an instrument or causing any instrument to be drafted.  The Schedules and Exhibits re...
	9.13 Non-Waiver.  No failure by any Party to insist upon strict compliance with any term of this Agreement, to exercise any option, enforce any right, or seek any remedy upon any default of any other Party shall affect, or constitute a waiver of, the ...
	9.14 Specific Performance.  Each Party acknowledges and agrees the breach of this Agreement would cause irreparable damage to the other Party hereto and that neither Party will have an adequate remedy at law.  Therefore, the obligations of the parties...
	9.15 Certain Definitions.  For purposes of this Agreement, the following terms shall have the meanings specified in this Section 9.15:
	“Hazardous Substances” means any toxic, radioactive, caustic or otherwise hazardous substance, including petroleum and its derivatives and by-products, or any substance having any constituent elements displaying any of the foregoing characteristics, ...
	(a) the execution, delivery, announcement and pendency of this Agreement and the transactions contemplated hereby;
	(b) changes in economic, market, business, regulatory or political conditions generally in the United States or any other jurisdiction in which such Party operates or in U.S. or global financial markets;
	(c) the commencement, continuation or escalation of acts of war, armed hostilities, sabotage, acts of terrorism or other man-made disaster;
	(d) changes, circumstances or events, including weather-related events, generally affecting the property and casualty insurance and reinsurance industry in similar geographic areas and product markets in which such Party operates;
	(e) any action or failure to act required to be taken by a Party in compliance with the express terms of this Agreement;
	except in the case of the foregoing clauses (b), (c), (d) and (e) to the extent those changes, state of facts, circumstances, events, or effects have a materially disproportionate effect on such Party taken as a whole relative to other similarly situa...
	(a) this Agreement;
	(b) the Reinsurance Agreement;
	(c) the Management Agreement; and
	(d) the Amended and Restated Bylaws of Badger.

	9.16 Terms Defined Elsewhere in this Agreement.  For purposes of this Agreement, the following terms have meanings set forth in the sections indicated:

	REINSURANCE AGREEMENT
	THIS REINSURANCE AGREEMENT (this “Agreement” or “Reinsurance Agreement”), dated as of January 1, 2025 (the “Effective Date” or “Inception Date”), is entered into by and between Badger Mutual Insurance Company, a Wisconsin domiciled mutual insurance co...
	WHEREAS, the Company and the Reinsurer, concurrently with this Agreement, will enter into a transaction, whereby the Company will affiliate with Reinsurer pursuant to that certain Affiliation Agreement and Management Agreement, each dated [●], 2024, a...
	WHEREAS, pursuant to, and as a condition of, the Affiliation Agreement, Company and Reinsurer wish to enter into this Agreement. Under this Agreement, the Company shall cede to the Reinsurer and the Reinsurer agrees to accept 100% of the Company’s Net...
	NOW, THEREFORE, in consideration of the mutual and several promises and undertakings contained herein, and for other good and valuable consideration, the receipt and adequacy of which are hereby acknowledged, the Company and the Reinsurer agree as fol...
	Article I  - BUSINESS COVERED
	A. This Agreement is to indemnify the Company on a one hundred percent (100%) quota share basis with respect to the Company’s Net Liability in connection with: (i) the Policies in force at the Inception Date and/or Policies issued or renewed by the Co...
	B. This Agreement is solely between the Company and the Reinsurer, and nothing contained in this Agreement shall create any obligations or establish any rights against the Company or the Reinsurer in favor of any person or entity not a Party hereto.
	C. This indemnity for reinsured loss applies to all lines of business written by the Company (for the avoidance of doubt, such loss will be net of any recoveries under reinsurance which inures to the benefit of this Agreement).
	D. Capitalized terms used but not defined in this Agreement shall have the meanings set forth in the Affiliation Agreement or the Management Agreement.
	E. Handling of Expenses, Investment Income or Loss, Other Income, and Policyholder Dividends: For clarity, the Parties agree as follows:
	1. No Duplication of Expenses: Reinsurer’s indemnity obligation under this Agreement shall not apply to either Reimbursable Expense or the Management Fee (as defined by the Management Agreement). Under no circumstance may Company claim any Allocated L...
	2. Investment Income, Investment Loss, and Investment Expense: Each Party shall retain its own Investment Income or Investment Loss and shall net its Investment Expense against its own Investment Income or Investment Loss. Company shall not cede or at...
	“Investment Income” as used herein means any dividends, interest, or investment gains, whether realized or unrealized, that occur in either Party’s investment portfolio.
	“Investment Loss” as used herein means any investment losses, whether realized or unrealized, that occur in either Party’s investment portfolio.
	“Investment Expense” as used herein means any expenses charged by third parties or any other expenses related to the management of each Party’s investment portfolio.
	3. Policyholder Dividends: Company has, from time to time, issued a dividend to its policyholders (“Policyholder Dividend”) and Company may issue a Policyholder Dividend while this Agreement is in effect. Should Company issue a Policyholder Dividend w...
	4. Other Income: to the extent Company includes “Other Income” as a line item on its yearly audited financial statements, which income may include finance charges, Company is not required to remit such income to Reinsurer.


	Article II - TERM AND CANCELLATION
	A. This Agreement shall become effective 12:01 a.m., Central Standard Time, on the Closing Date as defined in that certain Affiliation Agreement by and between Company and Reinsurer and shall continue in force thereafter until terminated.
	B. Termination of this Agreement may occur with one hundred eighty days’ (180) prior notice, initiated by either Party, in writing by certified or registered U.S. mail, confirmed facsimile transmission, electronic mail, or nationally recognized overni...
	C. Upon termination of this Agreement, the reinsurance afforded under this Agreement shall remain in effect for all Policies: (i) in effect at this Agreement’s Effective Date and to which this Agreement attached; (ii) with an inception date that occur...
	D. This Agreement provides for termination on a run-off basis. The relevant provisions of this Agreement shall apply to the business being run-off and shall survive the termination of this Agreement, and the Reinsurer shall not be relieved of or relea...
	E. For the avoidance of doubt, any election to terminate (by either Party) shall be initiated only by resolution of a majority of the board of directors of the terminating Party.

	Article III  - LIABILITY OF REINSURER
	A. The Reinsurer shall indemnify the Company on a one hundred percent (100%) quota share basis in respect of the Company’s Net Liability that the Company may pay as a result of losses arising under Policies in effect during this Agreement term (“Reins...
	B. All reinsurance for which the Reinsurer shall be liable, by virtue of this Agreement, shall be subject to the same terms, rates, conditions, and waivers, and to the same modifications, interpretations, alterations, and cancellations as the respecti...
	C. The Reinsurer’s obligations shall attach obligatorily and simultaneously with that of the Company.
	D. The Reinsurer’s liability as set forth above shall apply irrespective of the number of Policies affected or number of hazards in one Policy and regardless of the number of lines of business involved.
	E. The Reinsurer shall be liable to the Company for all third-party reinsurance that is not collected by Company. Notwithstanding the foregoing, it is agreed and understood that: 1) Company shall promptly request any reimbursements due from any of Com...
	“Insurers” means any primary insurance policy issued to Company, including, but not limited to, Company’s ICPL, D&O, or E&O policies.
	“Third-Party Reinsurers” means any company other than Reinsurer to which Company cedes all or a portion of its liabilities and obligations arising out of the Reinsured Losses.
	F. If a verdict, award or judgment is ultimately compromised, reduced, or revised on appeal, the Reinsurer shall indemnify the Company for the Allocated Loss Adjustment Expenses incurred in obtaining such reduction or reversal in the ratio that the be...
	G. All subrogation recoveries, salvage recoveries, or any other payments recovered or received subsequent to a loss settlement under this Agreement shall be applied as if recovered or received prior to the aforesaid settlement and the Parties shall ma...
	H. Nothing in this Article shall be construed to mean that Reinsured Losses are not recoverable hereunder until the Company has ascertained its Net Liability.

	Article IV  - EXTRA CONTRACTUAL OBLIGATIONS and EXCESS POLICY LIMITS
	A. This Agreement shall indemnify the Company for Extra Contractual Obligations or Excess Policy Limits. Recoveries from any form of insurance or reinsurance that protects the Company against Extra Contractual Obligations or Excess Policy Limits shall...
	B. The date on which an Excess Policy Limits is incurred by the Company shall be deemed, in all circumstances, to be the date of the original accident, casualty, disaster, loss occurrence, or catastrophe.
	C. The date on which an Extra Contractual Obligation is incurred by the Company shall be deemed to be the date on which the Company breached the Policy or Policies at issue, which date may be outside the term of this Agreement. If outside the term of ...

	Article V  - REINSURANCE PREMIUM
	A.  The Company shall cede to Reinsurer its exact proportion of the Net Written Premium collected by the Company.  Such amounts shall be settled in accordance with the terms of Article VII - Claims, Losses and Responsibilities.

	Article VI  - REPORTING AND FUNDS WITHHELD
	A. Within sixty (60) days after the end of each calendar year and forty-five (45) days after the end of each other calendar quarter the Company shall report to the Reinsurer:
	1. Cumulative ceded Net Written Premium from the Effective Date through the end of the calendar quarter (including the ceded unearned premium as of the Effective Date); less
	2. Cumulative ceded net losses and ceded net Allocated Loss Adjustment Expenses paid by the Company from the Effective Date through the end of the calendar quarter; less
	3. Other Underwriting Expenses paid by the Company from the Effective Date through the end of the calendar quarter (as reported by the Company in the Underwriting and Investment Exhibit, Part 3, column 2, page 11 of the Company’s Annual Statement); less
	4. For each year end calendar report, any uncollected premium as reported in Company’s Annual Statement, Statement of Income, Line 12; less
	5. Dividends to policyholders relating to workers compensation policies (as reported by the Company in the Statement of Income, line 17, column 1, page 17 of the Company’s Annual Statement); plus
	6. Cumulative subrogation, salvage, reimbursements, or other recoveries on losses from the Effective Date of this Agreement through the end of the calendar quarter; and
	7. The net balance due, if any.
	8. The reporting process outlined A.1. through A.5. shall apply to each Agreement Year.

	B. The Amount shown in A.5. shall be referred to as the “Funds Withheld.”  The Funds Withheld shall be retained by the Company and managed by the Company in a manner consistent with the prudent management of its own assets.
	C. Within sixty (60) days after the end of each Agreement Year, or upon the mutual agreement of the Parties, the Company shall return the remaining balance of the Funds Withheld to the Reinsurer (for such Agreement Year), less any amounts to the Compa...
	D. The Company shall furnish the Reinsurer with all necessary data respecting losses for as long as one of the Parties hereto has a claim against the other arising from this Agreement.

	Article VII  - CLAIMS, LOSS, AND RESPONSIBILITIES
	A. The Company shall promptly notify the Reinsurer of each claim that may involve any third-party reinsurance that inures to the benefit of this Agreement and of all subsequent developments relating thereto, stating the amount claimed, an estimate of ...
	B. The Company shall provide all administrative, accounting, claims administration, payment and processing duties required to service the Policies, including, without limitation, the following:
	1. Effect existing and new agent licensing and appointments;
	2. Preparation of all policies, certificates, and other forms necessary for the issuance service of the Policies;
	3. Pay agent commissions on the Policies;
	4. Pay claims and losses;
	5. Prepare and forward pertinent data relative to the Policies to Reinsurer for annual and quarterly statement purposes and income tax returns, and provide Reinsurer with such information as needed to complete such reports or returns or other such inf...


	Article VIII  - SALVAGE AND SUBROGATION
	A. The Reinsurer shall be subrogated, as respects any loss for which the Reinsurer shall actually pay or become liable, but only to the extent of the amount of payment by or the amount of liability to the Reinsurer, to all the rights of the Company ag...
	B. If there are any subrogation recoveries, salvage recoveries, or reimbursements recovered subsequent to a loss settlement, the Parties agree that if the expenses incurred in obtaining salvage or other recoveries are less than the amount recovered, s...

	Article IX  - RESERVES AND TAXES
	A. The Reinsurer shall maintain legal and/or regulatory reserves with respect to claims hereunder.
	B. Taxes:
	1. The Reinsurer shall be liable for all taxes on premiums paid to the Reinsurer by Company under this Agreement and Reinsurer shall indemnify and hold the Company harmless for any taxes which the Company may become obligated to pay on business reinsu...
	2. In consideration of the terms under which this Agreement is issued, Company shall not claim a deduction in respect of the premium hereon when making tax returns, other than income or profits tax returns, to any state or territory of the United Stat...
	3. To the extent legally permissible, Company shall permit Reinsurer to take advantage of any tax benefits available to Company, including (but not limited to) any tax loss carry forwards.


	Article X  - OFFSET
	Article XI  - ERRORS OR OMISSIONS
	Article XII  - INSOLVENCY
	A. Notwithstanding any other provision to the contrary, in the event of insolvency of the Company, the reinsurance provided by this Agreement shall be payable by the Reinsurer on the basis of the liability of the Company for the business reinsured her...
	B. The Company shall give Reinsurer written notice of the pendency of each claim or loss that may involve the reinsurance provided by this Agreement within thirty (30) days after such claim or loss is filed in the insolvency proceeding. The Reinsurer ...
	C. Nothing contained in this Article XII is intended to change the relationship of the Parties to this Agreement or to enlarge upon the rights or obligations of either Party hereunder except as provided herein, to wit, to pay the statutory successor o...

	Article XIII  - Definitions
	A. “Agreement Year” means the period from January 1, 2025, through December 31, 2025, and each respective 12-month period thereafter that this Agreement continues in force shall be a separate Agreement Year.
	B. “Allocated Loss Adjustment Expense” means: (i) claims related expenses sustained in connection with adjustment, including defense, settlement, and litigation of specific claims and suits, satisfaction of judgments, resistance to or negotiations con...
	“Allocated Loss Adjustment Expense” shall exclude any part of the Company’s underwriting expenses, including but not limited to office expenses and any officers’ and/or employees’ salaries.  “Allocated Loss Adjustment Expense” shall include expenses ...
	It is agreed and understood that in no event shall recoveries under this Agreement for Allocated Loss Adjustment Expenses and recoveries under any Management Agreement between the Parties exceed 100% of the originally incurred expenses.
	C. “Declaratory Judgment Expenses” means legal expenses and costs incurred in connection with coverage questions regarding specific claims and legal actions, including declaratory judgment actions, connected thereto.
	D. “Extra Contractual Obligations” means those liabilities not covered under any provision of this Agreement which arise from the handling of any claim on business covered hereunder, such liabilities arising because of, but not limited to, the followi...
	E. “Excess Policy Limits” means those damages payable in excess of the policy limit as a result of alleged or actual negligence, fraud, or bad faith in failing to settle and/or rejecting a settlement within the policy limit, in the preparation of the ...
	F. “Net Liability” means the Company’s gross liability remaining after making deductions for all subrogation recoveries, salvage recoveries, and all cessions, if any, to Company’s other insurers or reinsurer(s), which directly inure to Company’s benef...
	“Net Liability” shall include: (i) all Allocated Loss Adjustment Expenses; (ii) 100% of any Extra Contractual Obligations; and/or (iii) 100% of any Excess of Policy Limits, after making deductions for all subrogation recoveries, salvage recoveries, an...
	G. “Net Written Premium” means the Company’s gross written premium, less cancellation and return premium, and less premium ceded by the Company for third-party reinsurance which inures to the benefit of this Agreement.
	H. “Policies” means each of the Company’s binders, policies and contracts of insurance or reinsurance on the lines of business covered hereunder for risks produced by the Company.

	Article XIV - MISCELLANEOUS
	A. Territory. This Agreement applies to Policies issued by the Company within the United States of America, including its territories and possessions, and Canada (if applicable). This Agreement shall apply to losses covered hereunder wherever occurring.
	B. Notices. All notices and other communications under this Agreement will be in writing and will be delivered personally or sent by certified or registered U.S. mail, confirmed facsimile transmission, electronic mail, or nationally recognized overnig...
	C. Choice of Law. This agreement shall be construed and enforced according to the laws of the State of Wisconsin.
	D. Entire Agreement. This Agreement constitutes the entire agreement of the Parties to this Agreement with respect to its subject matter, supersedes all prior agreements, if any, of the Parties to this Agreement with respect to its subject matter and ...
	E. No Third-Party Beneficiaries. This Agreement is solely between the Company and the Reinsurer, and nothing contained in this Agreement shall create any obligations or establish any rights against the Company or the Reinsurer in favor of any person o...
	F. Amendment. This Agreement may be amended by mutual consent of the Parties expressed in an addendum and such addendum, when executed by both Parties, shall he deemed to be an integral part of this Agreement and binding on the Parties hereto.
	G. Severability. If any provision of this Agreement shall be rendered illegal or unenforceable by the laws, regulations or public policy of any state, such provision shall be considered void in such state, but this shall not affect the validity or enf...
	H. Inspection of Records. Upon the reasonable request and upon reasonable notice from either Party, the requesting Party shall be permitted at the disclosing Party’s location and during normal business hours to inspect such records, including but not ...
	I. Arbitration. Should any dispute occur between the Parties arising out of or related to this Agreement, or their rights and responsibilities to each other, the disputing Party shall provide to the other Party written notice of the disputed action or...
	J. Intermediaries. Neither Party hereto has utilized the services of a reinsurance intermediary for any actions taken with regard to the negotiation, drafting, and/or execution of this Agreement or any payments to be made hereunder.  The Reinsurer acc...
	[Signature page follows]
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	ARTICLE 1  the affiliation
	1.1 The Affiliation and Transaction Documents.  Subject to the terms and conditions of this Agreement and the other Transaction Documents, Rural and Badger will affiliate their respective insurance businesses and make effective the transactions contem...
	1.2 The Closing and the Closing Date.
	(a) The consummation of the Transactions contemplated by this Agreement (the “Closing”) shall be conducted telephonically and through the mutual exchange via e-mail or other electronic means of executed copies of this Agreement and the Transaction Doc...
	(b) At the Closing, Badger shall deliver to Rural:
	(i) A certificate of the Secretary of Badger attesting to the adoption and continuing effectiveness of each resolution adopted by Badger’s Board of Directors: (1) approving and adopting this Agreement and the other Transaction Documents; (2) authorizi...
	(ii) The following documents duly executed by Badger:
	(1) the Reinsurance Agreement; and
	(2) the Management Agreement.

	(iii) Duly executed copies of the following: (1) Director Resignations, effective as of the Closing, of each director on Badger’s Board of Directors who is not listed as Badger-Appointed Director in Exhibit B, Part (ii); and (2) each resolution adopte...
	(iv) Evidence reasonably satisfactory to Rural that all Specified Reinsurer Consents and all Specified Material Contract Consents have been obtained;
	(v) A certificate executed by the President or other executive officer of Badger, dated the Closing Date, stating that:  (i) all of the representations and warranties of Badger set forth in this Agreement are true and correct in all material respects ...
	(vi) Evidence of the Governmental Approvals described on Schedule 2.6(a);
	(vii) The Employment Agreements signed by each individual employee and Badger, such agreements to become effective immediately following Closing; and
	(viii) Such other documents as Rural or its counsel shall reasonably request.

	(c) At the Closing, Rural shall deliver to Badger:
	(i) A certificate of the Secretary of Rural attesting to the adoption and continuing effectiveness of each resolution adopted by the Rural Board of Directors: (1) approving and adopting this Agreement and the other Transaction Documents; (2) authorizi...
	(ii) Copies of each resolution adopted by Rural’s Board of Directors approving and adopting this Agreement and the other Transaction Documents and authorizing consummation of the transactions contemplated hereby and thereby, certified by Rural’s Secre...
	(iii) The following documents duly executed by Rural:
	(1) the Reinsurance Agreement; and
	(2) the Management Agreement.

	(iv) A certificate executed by the President or other executive officer of Rural, dated the Closing Date, stating that:  (i) all of the representations and warranties of Rural set forth in this Agreement are true and correct in all material respects w...
	(v) Evidence of the Governmental Approvals described on Schedule 3.6; and
	(vi) Such other documents as Badger or its counsel shall reasonably request.



	ARTICLE 2  REPRESENTATIONS AND WARRANTIES of Badger
	2.1 Corporate Existence and Power.  Badger and each of its subsidiaries, if any, is duly organized, validly existing, and in good standing under the laws of their respective states of domicile and have all the corporate power required to own, lease, o...
	2.2 Binding Effect.  Except as set forth on Schedule 2.2, the execution, delivery and performance by Badger of this Agreement and the consummation of the Affiliation and the other Transactions, and any other instruments to be executed and delivered by...
	2.3 Compliance with Laws.  Except as set forth on Schedule 2.3, Badger and each Badger subsidiary and at all times since January 1, 2021, have been in compliance in all material respects with all Applicable Law.  Since January 1, 2021, neither Badger ...
	2.4 Non-Contravention.  Provided that all consents, approvals, non-disapprovals, licenses, permits, orders, qualifications, authorizations, filings, notifications and other actions described in Schedule 2.6(a) have been obtained or taken, and except a...
	2.5 Financial Statements.
	(a) Badger has previously made available to Rural or its Representatives true and complete copies of the statutory financial statements of Badger and each insurance company subsidiary of Badger, if any (each, an “Insurance Subsidiary”) for the years e...
	(b) Badger has previously made available to Rural or its Representatives true and complete copies of the audited financial statements or, if there are no audited financial statements, the unaudited financial statements of each non-insurance company su...
	(c) Since December 2021, Badger and each Insurance Subsidiary, if any, has filed all financial statements required to be filed with or submitted to the appropriate Governmental Bodies.  Each of the financial statements complied with Applicable Law whe...

	2.6 Governmental Approvals; Permits.
	(a) No consents, approvals, non-disapprovals, licenses, permits, orders, qualifications or authorizations of, waivers from, or any filings with or notifications to, or registrations or other actions by, any Governmental Body (each, a “Governmental App...
	(b)  Badger and each Badger subsidiary holds and maintains all Governmental Approvals required to transact any insurance business that Badger or such Badger subsidiary is presently transacting in each state in which Badger or such Badger subsidiary is...

	2.7 Reserves.
	(a) The reserves and related actuarial items reflected in the Badger Financial Statements, as of the dates or periods stated therein: (i) were computed, and are fairly stated, in accordance with presently accepted, sound actuarial standards and (ii) m...
	(b) Prior to the date hereof, Badger has delivered or made available to Rural a true and complete copy of all actuarial reports prepared by actuaries, independent or otherwise, with respect to Badger and each Insurance Subsidiary, if any, from January...

	2.8 Absence of Certain Events or Changes.  Except as set forth on Schedule 2.8, since December 31, 2021, (i) the businesses of Badger and each Badger subsidiary have been operated in all material respects in the Ordinary Course of Business and (ii) th...
	2.9 No Undisclosed Liabilities.  Except for liabilities and obligations (including Liens) disclosed or provided for in the Badger Financial Statements or the GAAP Financial Statements, neither Badger nor any Badger subsidiary has any liabilities or ob...
	2.10 Litigation; Governmental Orders. Except as set forth on Schedule 2.10, as of the date hereof:
	(a) There are no actions, arbitrations, lawsuits, material claims, suits, proceedings, or investigations, including litigation holds, (collectively, “Legal Proceedings”) pending or, to Badger’s Knowledge, threatened against or affecting Badger or any ...
	(b) There are no actions, arbitrations, lawsuits, material claims, suits, proceedings, or investigations pending or, to Badger’s Knowledge, threatened against or affecting Badger or any Badger subsidiary (including in which Badger or any Badger subsid...
	(c) There is no action, suit or other legal or arbitration proceeding pending against, or to Badger’s Knowledge, threatened against, or affecting Badger or any Badger subsidiary, or any of their respective properties, assets or businesses that in any ...
	(d) Neither Badger nor any Badger subsidiary is a party to any supervisory agreement, memorandum of understanding, consent order, stipulation, cease and desist order, or any other regulatory order or decree with or by any Governmental Body.
	Schedule 2.10 shall identify and list separately, by category, (A) Legal Proceedings pending against or affecting Badger or any Badger subsidiary (including in which Badger or any Badger subsidiary, as applicable, is the plaintiff or claimant) or thei...

	2.11 Material Contracts.
	(a) Schedule 2.11(a) sets forth a list, as of the date hereof, of any Contract (including all amendments, extensions, renewals, guaranties, modifications, supplements or other agreements, if any, related thereto) to which Badger or any Badger subsidia...
	(i) the performance of which is reasonably expected to involve amounts payable to or by Badger or any Badger subsidiary in excess of $50,000 in the aggregate during the next twelve (12) months;
	(ii) the performance of which is reasonably expected to involve the delivery or receipt by Badger or any Badger subsidiary of goods or services with a fair market value in excess of $50,000 in the aggregate during the next twelve (12) months;
	(iii) relates to the incurrence by Badger or any Badger subsidiary of any Indebtedness in an amount in excess of $50,000;
	(iv) grants a right of first refusal or first offer or similar right or materially restricts or limits Badger’s or any Badger subsidiary’s or, following the Effective Date, any of their Affiliates’, ability to compete with other entities, compete in a...
	(v)  contains any keep-wells or guarantees made or supported by Badger or any Badger subsidiary, or is an indemnification agreement, other than as set forth in the articles of incorporation and by-laws of Badger or any of its subsidiaries;
	(vi) is a lease or is a contract for the purchase or sale of real property;
	(vii) is a contract between Badger or any Badger subsidiary on the one hand, and any director, officer, employee or consultant of Badger (other than contracts terminable at the election of Badger or the applicable Badger subsidiary on thirty (30) or f...
	(viii) is a partnership, joint venture or limited liability company agreement;
	(ix) relates to the administration, claims, underwriting, investment management or other material functions of Badger or any Badger subsidiary, as applicable;
	(x) relates to any derivatives or hedging transaction;
	(xi) is with any Governmental Body;
	(xii) is a contract with any agent, broker or producer of Badger and/or an Insurance Subsidiary, if any (each such individual, an “Insurance Producer”) that, (a) in the twelve (12)-month period ended December 31, 2023, produced Insurance Contracts for...
	(xiii) is a material computer systems or software lease; or
	(xiv) is an obligation to enter into any of the foregoing.

	(b) With respect to each Material Contract: (i) such Material Contract is a legal, valid and binding obligation of Badger or the applicable Badger subsidiary, and, to Badger’s Knowledge, each other party or parties thereto, is enforceable against Badg...
	(c) Copies of each Material Contract (including any amendments, extensions, renewals, guaranties, modifications, waivers, supplements or other agreements, if any, related thereto) have been made available by Badger or its Representatives to Rural prio...

	2.12 Reinsurance Contracts.
	(a) To Badger’s Knowledge, all Reinsurance Contracts are in full force and effect, and, to Badger’s Knowledge, no reinsurer party to any such Reinsurance Contract is the subject of a rehabilitation, liquidation, conservatorship, bankruptcy or similar ...
	(b) All premiums due under the Reinsurance Contracts have been paid in full or were adequately accrued or reserved for by Badger and each Insurance Subsidiary, if any.  To the extent credit for reinsurance has been taken by Badger or an Insurance Subs...
	(c) None of the Reinsurance Contracts is or, to Badger’s Knowledge, would be deemed to be, finite reinsurance, financial reinsurance or such other form of reinsurance that does not meet the risk transfer requirements under Applicable Law.  Each of the...
	(d) Schedule 2.12(d) sets forth a true and correct list of all Liens, collateral or security arrangements, including by means of a credit for reinsurance trust or letter of credit, to or for the benefit of Badger or any Insurance Subsidiary, as applic...

	2.13 Subsidiaries.  Badger has no subsidiaries.  Badger does not own, directly or indirectly, more than a two percent (2%) equity interest in any corporation, partnership, joint venture or other business association or entity other than the subsidiari...
	2.14 Indebtedness.  Except as set forth on Schedule 2.14 or the Badger Financial Statements and the GAAP Financial Statements, neither Badger nor any Badger subsidiary has any Indebtedness, other than Indebtedness incurred in the Ordinary Course of Bu...
	2.15 Owned Real Property.
	(a) Schedule 2.15(a) sets forth all real property owned by Badger or any Badger subsidiary, respectively (the “Owned Real Property”).  Except as set forth on Schedule 2.15(a), neither Badger nor any Badger subsidiary owns any real property.  Neither B...
	(b)
	(i)  Except as set forth in Schedule 2.15(b)(i), each parcel of Owned Real Property is in material compliance with all Applicable Laws and properly zoned for its present use, and there are no public or private use or occupancy restrictions applicable ...
	(ii) Schedule 2.15(b)(ii) sets forth a list of all parcels of Owned Real Property that are leased to a third party (the “Owned Rental Property”) and the principal terms and the termination date of each such lease.
	(iii) Except as set forth on Schedule 2.15(b)(iii), neither Badger nor any Badger subsidiary has received notice of, or been served with, any pending or threatened condemnation, or sale in lieu thereof, with respect to any portion of the Owned Real Pr...
	(iv) Except as set forth on Schedule 2.15(b)(iv), the improvements, including any equipment, signs and trade fixtures installed by Badger or any Badger subsidiary on the Owned Real Property, lie wholly within the boundaries and building restriction li...

	(c) Badger maintains fully-paid policies of fire and extended coverage and casualty, liability and other forms of insurance relating to the operation of the Owned Real Property and Owned Rental Property in such amounts and against such risks and losse...

	2.16 Leased Real Property.
	(a) Schedule 2.16(a) sets forth a true and correct list of the addresses of all real property leased, subleased, or licensed or occupied by Badger or any Badger subsidiary as lessee (including the date, if available, and the name of the parties to suc...
	(b) Neither Badger nor any Badger subsidiary has assigned, sublet, transferred, disposed of, or permitted to exist any Lien, except for Permitted Liens, on Badger’s or such Badger subsidiary’s interest in any lease with respect to any Leased Real Prop...
	(c) The use and operation of the Leased Real Properties in the conduct of business by Badger and any Badger subsidiaries does not violate, in any material respect: (i) any instrument of record or agreement affecting any Leased Real Property; or (ii) a...

	2.17 Personal Property.
	(a) Badger and each Badger subsidiary are in possession of and have good and valid title to, or otherwise have the right to use, pursuant to a valid and enforceable lease, license or similar contractual arrangement, all of their respective material as...
	(b) The assets that are owned, licensed or leased by Badger or the Badger subsidiaries constitute all of the material assets used or held for use in the conduct of business by Badger and the Badger subsidiaries as of the date hereof.
	(c) All tangible assets which are included in the Badger Financial Statements are in good operating condition and repair, subject only to normal wear and maintenance and obsolescence, are useable in the regular and Ordinary Course of Business and conf...

	2.18 Examination Reports.  Badger has previously made available complete and correct copies of the most recent reports of OCI examinations of Badger and any Badger subsidiary.  Except as set forth on Schedule 2.18, since the date of the most recent OC...
	2.19 Taxes.
	(a) Except as set forth on Schedule 2.19(a):  (i) all Taxes (whether or not shown on any Tax Return) for which Badger or any Badger subsidiary may be liable have been timely paid; (ii) all Tax Returns required to have been filed by or with respect to ...
	(b) Schedule 2.19(b)(i) sets forth a schedule of the Tax Returns referred to in clause (ii) of Section 2.19(a) with respect to which neither the appropriate Governmental Body has completed its examination (with all issues finally resolved) nor the per...
	(c) Except as set forth on Schedule 2.19(c):  (i) neither Badger nor any Badger subsidiary will be required to include or accelerate the recognition of any item in income, or exclude or defer any deduction or other Tax benefit, in each case in any tax...

	2.20 Labor Matters; Employee Benefits.
	(a) Except as set forth on Schedule 2.20(a), Badger and each Badger subsidiary, as applicable:  (i) have no written or oral contracts of employment with any employee, other than contracts terminable at the election of Badger or the applicable Badger s...
	(b) All material Badger Benefit Plans are set forth on Schedule 2.20(b).  With respect to each Badger Benefit Plan, Badger has made available to Rural a true and complete summary of the material terms of such plan.  With respect to each Badger Benefit...
	(c) Except as set forth on Schedule 2.20(c), there are no material claims or disputes pending, or, to Badger’s Knowledge, threatened with respect to any Badger Benefit Plan, other than routine claims for benefits in the Ordinary Course of Business.
	(d) Except as set forth on Schedule 2.20(d) or to the extent required by COBRA or the terms of a severance benefit plan, policy or agreement, no Badger Benefit Plan provides medical, dental or life insurance coverage or any other welfare benefits afte...
	(e) Neither Badger nor any of its ERISA Affiliates maintains, has ever maintained, contributes to or contributed to, or been required to contribute to any “multiemployer plan” as defined in Section 3(37) of the Employee Retirement Income Security Act ...
	(f) Each Badger Benefit Plan that is intended to be qualified under Section 401(a) of the Code is the subject of a favorable determination letter by the Internal Revenue Service and no event has occurred and no condition exists that has adversely affe...
	(g) Neither Badger nor any of its ERISA Affiliates have any material liability, whether direct, indirect, contingent or otherwise:  (i) on account of any violation of the health care requirements of Part 6 or 7 of Title I of ERISA or Section 4980B or ...
	(h) Except as set forth on Schedule 2.20(h): (i) no steps have been taken to terminate any Badger Benefit Plan that is covered by Title IV of ERISA; and (ii) no termination of any “pension plan” (as defined under Section 3(2) of ERISA) has occurred pu...
	(i) None of the assets of any Badger Benefit Plan are the subject of any Lien arising under ERISA or the Code, and neither Badger nor any of its ERISA Affiliates have been required to post any security under ERISA or Section 401(a)(29) or 436 of the C...
	(j) Except as set forth in Schedule 2.20(j), neither the execution nor delivery of this Agreement or any other Transaction Document nor the consummation of the transactions contemplated by this Agreement or any other Transaction Document will, either ...
	(k) To Badger’s Knowledge, there are no organizational campaigns, petitions or other unionization activities focusing on persons who provide services to Badger or its business or to any Badger subsidiary or such Badger subsidiary’s business which seek...
	(l) Schedule 2.20(l) sets forth a true and complete list of: (i) each employee of Badger and Badger’s subsidiaries, respectively; and (ii) each employee’s job title, base salary rate or hourly rate of pay, location, date of hire, full or part-time sta...

	2.21 Operations Insurance.  Schedule 2.21 sets forth a list, as of the date of this Agreement, of all in-force insurance policies, including all liability, property, workers compensation, directors and officers liability, ICPL, cyber liability, and ot...
	2.22 Insurance Regulatory Matters.
	(a) Since January 1, 2021, Badger and each of its subsidiaries have made all filings required to be made by each of them with the state insurance regulator in each state in which they conduct insurance underwriting or insurance brokerage operations, a...
	(b) Since January 1, 2021, Badger and each Insurance Agency, if any, has:  (i) timely paid (after giving effect to any grace periods or extensions) all guaranty fund assessments that are due, or claimed or asserted by any state guaranty fund or associ...
	(c) Since January 1, 2021, all Insurance Contract benefits due and payable by or on behalf of Badger or any Insurance Subsidiary have in all material respects been paid in accordance with the terms of the Insurance Contracts under which they arose, ex...
	(d) Since January 1, 2021, any rates of Badger and each Insurance Subsidiary, if any, that are required to be filed with or approved by a Governmental Body have, in all material respects, been so filed or approved and the rates used by Badger conform ...

	2.23 Insurance Producers.
	(a) Schedule 2.23(a) sets forth a list of each Insurance Producer. Since January 1, 2021: (i) to Badger’s Knowledge, each Insurance Producer possesses all Governmental Approvals required to conduct its respective insurance operations as such insurance...
	(b) Since January 1, 2021: To Badger’s Knowledge: (i) no Insurance Producer has breached the terms of any contract with Badger or any Insurance Subsidiary in any material respect or violated any policy of Badger in the solicitation, negotiation, writi...
	(c) As of the date hereof, there are no outstanding: (i) disputes with Insurance Producers concerning material amounts of commissions or other incentive compensation; (ii) material errors and omissions claims against any Insurance Producer arising fro...

	2.24 Investment Assets.  Badger has made available to Rural (i) a list of its and each Badger subsidiary’s Investment Assets as of December 31, 2023, and June 30, 2024; (ii) all investment management agreements between Badger and its subsidiaries, res...
	2.25 Internal Controls.  Badger and each Badger subsidiary have devised and maintained a system of internal accounting controls with respect to their respective businesses sufficient to provide reasonable assurances that:  (i) transactions are execute...
	2.26 Risk-Based Capital.  Badger or its Representatives have previously furnished or otherwise made available to Rural each of the “Risk based capital reports” (as defined in Wis. Admin. Code sec. Ins. 51.01) prepared by Badger and each Insurance Subs...
	2.27 Environmental Matters.
	(a) Since January 1, 2021, Badger and each Badger subsidiary have complied, and are in compliance in all material respects with, all applicable Environmental Laws pertaining to any Owned Real Property or other properties and assets used by Badger or s...
	(b) There are no claims, actions or proceedings pursuant to Environmental Laws pending against, and no violation by Badger or any Badger subsidiary of any applicable Environmental Law is being alleged, in each case relating to any Owned Real Property ...
	(c) Badger has previously disclosed and made available to Rural or its Representatives all material information, including, without limitation, all environmental studies, analyses and test results, in the reasonable possession, custody or control of o...

	2.28 Intellectual Property.  Schedule 2.28 sets forth a list of all registered copyrights, registered trademarks, issued patents, and pending applications for any of the foregoing, owned by Badger or any Badger subsidiary, respectively (“Registered In...
	2.29 Related Party Transactions.  Except as set forth on Schedule 2.29, neither Badger nor any Badger subsidiary has any ongoing material transactions or contractual relationships with any of their or each other’s executive officers or directors or wi...
	2.30 Brokers.  Except as set forth on Schedule 2.30, no broker, finder or investment banker is entitled to any brokerage, finder’s or other fee or commission in connection with the Affiliation or any of the other Transactions based upon any arrangemen...
	2.31 Privacy and Security of Information.
	(a) Badger and its subsidiaries have implemented reasonable measures consistent with applicable industry standards to ensure the physical and electronic security of any information systems or data owned, used or held by Badger and/or its subsidiaries,...
	(b) To the Knowledge of Badger, Badger has complied in all material respects with (i) all Applicable Law regarding data protection and the privacy and security of personal information and (ii) the privacy policies or commitments to its customers and c...

	2.32 Disputed Claims.  Schedule 2.32 sets forth a complete and accurate list of all claims made pursuant to any Insurance Contract issued by Badger or any Insurance Subsidiary that meets any of the following criteria:
	(a) that were unpaid as of August 30, 2024, in any case where the amount claimed exceeds $50,000, or where the aggregate incurred amount of an anticipated claim exceeds $50,000, or where the aggregate amount of such payment is not determinable and the...
	(b) where the claimant is alleging bad faith or other extracontractual damages, or where Badger or such Insurance Subsidiary believes that a claim alleging bad faith or other extracontractual damages is possible.

	2.33 Disclosure.  This Agreement and the Badger Disclosure Schedules hereto do not contain any untrue statement of a material fact or omit to state a material fact required to be stated herein or necessary to make the statements contained herein or th...

	ARTICLE 3  representations and warranties of Rural
	Rural makes the following representations and warranties to Badger, each of which is true and correct at and as of Closing, and shall be unaffected by any investigation heretofore or hereafter made by Badger:
	3.1 Corporate Existence and Power.  Rural and each of its subsidiaries, if any, are duly organized, validly existing and in good standing under the laws of their respective states of domicile and have all the corporate power required to own, lease or ...
	3.2 Binding Effect.  Except as set forth on Schedule 3.2, the execution, delivery and performance by Rural of this Agreement and the consummation of the Affiliation and the other Transactions, and any other instruments to be executed and delivered by ...
	3.3 Compliance with Laws.  Rural and each of its subsidiaries, if any, are, and at all times since January 1, 2021, have been, in compliance in all material respects with, all Applicable Law.  Since January 1, 2021, neither Rural nor any of its subsid...
	3.4 Non-Contravention.  Provided that all consents, approvals, non-disapprovals, licenses, permits, orders, qualifications, authorizations, filings, notifications and other actions described in Schedule 3.6 have been obtained or taken, and except as s...
	3.5 Financial Statements.
	(a) Rural has previously made available to Badger or its Representatives true and complete copies of Rural’s statutory financial statements for the years ended December 31, 2021, 2022 and 2023, as filed with OCI (collectively, the “Rural Financial Sta...
	(b) Since December 2021, Rural has filed all financial statements required to be filed with or submitted to the appropriate Governmental Bodies.  Each of the financial statements materially complied with all Applicable Law when so filed.  Each such fi...

	3.6 Governmental Approvals.  No Governmental Approvals are required to be made or obtained at or prior to the Closing by Rural in connection with Rural’s execution, delivery or performance of this Agreement or in connection with its execution, deliver...
	3.7 Risk-Based Capital.  Rural or its Representatives have previously furnished or otherwise made available to Badger each of the “Risk based capital reports” (as defined in Wis. Admin. Code sec. Ins. 51.01) prepared by Rural since January 1, 2021.  S...
	3.8 Reserves.
	(a) The reserves and related actuarial items reflected in the Rural Financial Statements, as of the dates or periods stated therein: (i) were computed, and are fairly stated, in accordance with presently accepted, sound actuarial standards and (ii) me...
	(b) Prior to the date hereof, Rural has delivered or made available to Badger a true and complete copy of all actuarial reports prepared by actuaries, independent or otherwise, with respect to Rural from January 1, 2023 through the date of this Agreem...


	ARTICLE 4  COVENANTS
	4.1 Conduct of Business Prior to the Closing Date.  Badger hereby covenants and agrees as to itself and each of its subsidiaries (except as otherwise specified below) that, prior to the Closing Date, unless Rural shall otherwise agree in writing (whic...
	(a) The respective businesses of Badger and each of its subsidiaries shall be conducted only in the Ordinary Course of Business;
	(b) Badger shall, and shall cause each of its subsidiaries, as applicable, to, use its commercially reasonable best efforts to preserve its relationships with, as applicable, its members, policyholders, insureds, Insurance Producers, reinsurers, suppl...
	(c) Other than in the Ordinary Course of Business, Badger shall not make or propose to make, or permit any of its subsidiaries to make or propose to make, any change in its premium rates, dividends, underwriting, investment and other material insuranc...
	(d) Badger shall not, nor shall it permit any of its subsidiaries to:  (i) except as provided in Section 5.1, amend its articles, by-laws, code of regulations or other organizational or constituent documents; (ii) incur any Indebtedness for borrowed m...
	(e) Other than in the Ordinary Course of Business or pursuant to requirements of written agreements set forth on Schedule 4.1(e) or the terms of a Badger Benefit Plan as in effect on the date hereof, neither Badger nor any Badger subsidiary shall:  (i...
	(f) Other than in the Ordinary Course of Business, Badger shall not, nor shall it permit any Badger subsidiary to, make any capital expenditures or commitments for capital expenditures which individually exceed $25,000;
	(g) Other than in the Ordinary Course of Business, Badger shall not, nor shall it permit any of its subsidiaries to, settle or compromise any proceeding (other than claims under Insurance Contracts) which could result in an expenditure in excess of $2...
	(h) Badger shall not, nor shall it permit any Badger subsidiary to, enter into or amend, modify, renew, extend, or terminate any Material Contract, excluding Contracts that automatically renew pursuant to their terms upon expiration and that are allow...
	(i) Badger shall not, nor shall it permit any Badger subsidiary to, enter into amend, modify, renew, extend or terminate any Reinsurance Contract; provided, however, that Badger shall negotiate Reinsurance Contracts covering losses occurring during th...
	(j) Badger shall not, nor shall it permit any of its subsidiaries to, agree, in writing or otherwise, to take any of the actions prohibited by the foregoing clauses (a) through (i).

	4.2 Employee Matters.
	(a) Prior to the Closing, the individuals listed in Exhibit H will be offered continued employment at Badger in accordance with the terms set forth in employment agreements (in the form attached at Exhibit I) signed by such individuals and Badger, suc...
	(b) Rural does not currently anticipate any change to staffing levels at Badger following the Closing, however, such changes may occur as deemed necessary or prudent by the Reconstituted Badger Board following the Closing in the Ordinary Course of Bus...
	(c) During the twelve (12) month period immediately following the Closing Date (or for any shorter period during which they remain employed with Badger, a Badger subsidiary, or Rural, as applicable), and subject to the terms and conditions of the Empl...
	(d) Rural and Badger shall make commercially reasonable efforts, or shall cause the Badger subsidiaries, as applicable, to make commercially reasonable efforts, to waive, or cause to be waived, any pre-existing condition limitations, exclusions, activ...
	(e) Notwithstanding the foregoing, except as otherwise provided in this Agreement or the Employment Agreements, nothing in this Agreement shall:  (i) be treated as an amendment of any employee benefit plan or any other arrangement or create any rights...
	(f) For a period of two (2) years from the Closing Date, Rural shall not without Supermajority Consent solicit for hiring or engagement, any Affected Employee, or otherwise encourage any such Person or entity to terminate or diminish such Person’s emp...
	(g) Promptly after the Closing, the Badger Board shall establish an incentive bonus plan for Badger’s employees and Badger’s officers, substantially similar to the incentive plan in place at Badger as of the Closing.  The incentive bonus plan shall be...

	4.3 Access to Information.
	(a) From the date of this Agreement until the Closing, subject to any applicable contractual restrictions and legal privileges, and to the extent Applicable Law would not thereby be violated, Badger hereby covenants and agrees to:
	(i) Give Rural and its Representatives reasonable access (including the copying of such materials as may be reasonably requested), upon reasonable prior notice and during normal business hours, to Badger’s and its subsidiaries’ respective offices, pro...
	(ii) Furnish Rural or its Representatives with such financial and operating data and other information relating to the businesses of Badger or any Badger subsidiary as Rural or any such Representative may reasonably request; and
	(iii) Instruct its employees and Representatives to reasonably cooperate with Rural in Rural’s investigations in connection with the Affiliation and any other Transactions.

	(b) If Badger is not required to comply with any covenant in Section 4.3(a) as a result of any applicable contractual restriction or legal privilege, Badger shall:  (i) comply with such covenant to every extent possible except as strictly necessary to...

	4.4 Notices of Certain Events.
	(a) The Parties each hereby covenant and agree from the date hereof until the Closing Date to promptly notify the other Party of any of the following:
	(i) any notice or other communication received by such Party from any source alleging that the consent of another Person is or may be required in connection with the Affiliation or any other Transactions;
	(ii) any notice or communication from or to any rating agency in connection with the Affiliation or the other Transactions or otherwise, and subject to Applicable Law, from or to any Governmental Authority relating to the Affiliation or any other Tran...
	(iii) any action, suits, claims, investigations or proceedings commenced or, to such Party’s Knowledge, threatened against, relating to or involving or otherwise affecting such Party that relate to the consummation of the Affiliation or any other Tran...
	(iv) any breach of a representation or warranty of the notifying Party or any change or other event which would reasonably be expected to have a Rural Material Adverse Effect or a Badger Material Adverse Effect, as applicable.

	(b) Badger hereby covenants and agrees to promptly notify Rural of:
	(i) any notice of, or communication relating to, a default or event which, with notice or lapse of time or both, would become a default, received by Badger or any Badger subsidiary subsequent to the date hereof under any Material Contract;
	(ii) the termination or attempted termination of a contract between Badger and an Insurance Producer;
	(iii) the occurrence of any event which, with notice or lapse of time or both, would result in a default by Badger or any Badger subsidiary or, to Badger’ Knowledge, a default by any other Person, under any Material Contract; or
	(iv) any action, suits, claims investigations or proceedings commenced or, to such Party’s Knowledge, threatened against, relating to or involving or otherwise affecting such Party that, if the same had been pending with respect to Badger or any Badge...


	4.5 Alternative Transactions.  Badger hereby covenants and agrees that from the date hereof until the Closing, consistent with the fiduciary obligations of the Badger Board, Badger shall not, and shall cause its subsidiaries and Representatives not to...
	4.6 Reasonable Best Efforts; Regulatory Approvals.
	(a) Upon the terms and subject to the conditions herein provided, each of the Parties agrees to use all reasonable best efforts to take, or cause to be taken, all actions to do, or cause to be done, and to assist and cooperate with the other Party in ...
	(b) Without limiting the generality of the foregoing, as soon as reasonably practicable after the date hereof, the Parties shall make all filings and notifications with all Governmental Bodies that may be or may become reasonably necessary proper or a...
	(c) From and after the date hereof, the Parties shall use their reasonable best efforts, and shall cooperate fully with each other to obtain as promptly as reasonably practicable following the date hereof all required or desired approvals, consents, w...

	4.7 Further Assurances.  From and after the Closing, each Party will, from time to time, at the reasonable request of the other Party and without further consideration (but at the expense of the requesting Party) do, execute, acknowledge, and deliver ...
	4.8 Public Announcements; Confidentiality.  The Parties each hereby covenant and agree that:
	(a) From the date of this Agreement until the Closing is consummated, the Parties will consult with each other before issuing any press release or making any public statement with respect to this Agreement, any other Transaction Document or the Affili...
	(b) From and after the date hereof, the Parties may deliver to each other information about themselves and their respective businesses which is nonpublic, confidential, or proprietary in nature, including, but not limited to, this Agreement and the ot...

	4.9 Insurance Producers. Rural currently intends for Badger to continue to distribute Badger’s products through its network of licensed and appointed independent Insurance Producers.  After Closing, Rural and Badger shall cooperate in good faith to ex...
	4.10 Badger Brand Name and Location.  The Parties agree that for a period of five (5) years from the Closing Date of the Transactions contemplated herein, notwithstanding anything to the contrary in Badger’s Articles of Incorporation, as amended and r...
	(a) Change Badger’s name or brand, except as required by Applicable Law or OCI; and
	(b) Close or attempt to close Badger’s headquarters at 1134 N. 9th Street, Suite 150, Milwaukee, Wisconsin except as required by Applicable Law or OCI.
	Notwithstanding the foregoing, the Badger Board, by the affirmative vote of a simple majority of the directors, may close the headquarters to the extent that (i) the location on a stand-alone basis is not, or is not reasonably expected to, remain prof...

	4.11 Specified Reinsurer and Material Contract Consents.  Schedule 4.11 lists each (A) reinsurer’s consent under the terms of any Reinsurance Contract necessary as a result of the Transactions, and shall identify the applicable Reinsurance Contract (“...
	4.12 Fees and Expenses.  Except as provided in Section 8.5, Rural and Badger shall each only be responsible for all costs and expenses incurred by themself in preparing this Agreement, the other Transaction Documents, and OCI filing and in closing and...
	4.13 Minimum Surplus Ratio.
	(a) Badger shall maintain a surplus to direct written premium ratio of 0.21:1 (the “Minimum Surplus Ratio”), and represents, warrants, and covenants to Rural that, as a condition to Closing (if measurable prior to Closing), Badger shall satisfy the Mi...
	(b) The Minimum Surplus Ratio shall be measured for the Closing in the following manner: (i) if the Closing occurs at year-end, as of one calendar day prior to Closing; and (ii) if the Closing occurs after the end of a calendar quarter that is not a y...
	(c) Badger shall deliver to Rural its audited financial statements as of each year-end that occurs between the date hereof and the Closing prepared by Strohm Ballweg (“Badger Auditor”) and the audited financial statements are the “Badger Audited Finan...
	(d) Badger shall also deliver to Rural its unaudited quarter-end and month-end financial statements prior to Closing (“Badger Unaudited Financial Statements”), in each case, promptly once they are available.
	(e) The Badger Audited Financial Statements, Badger Unaudited Financial Statements, and Badger Reserve Opinion shall be prepared consistently with Badger’s past practice (except for changes in Applicable Law or GAAP requirements).
	(f) Badger shall promptly deliver to Rural any other information reasonably requested by Rural to evaluate Badger’s surplus to direct written premium ratio.
	(g) Closing Occurs at Year-End: If the Closing occurs on January 1, 2025, the following provisions shall apply:
	(i) Subject to the provisions of this Section 4.13, Rural shall consummate the Closing on January 1, 2025, if:
	(1) All conditions set forth in this Agreement and the other Transaction Documents to Badger’s obligation to consummate the Closing shall have been satisfied or waived by Rural; and
	(2) Badger’s surplus to direct written premium ratio is at or above the Critical Surplus Ratio as of November 30, 2024, determined based on the Badger Unaudited Financial Statements as of November 30, 2024.

	(ii) As soon as reasonably practicable after the Closing, Rural shall engage an independent actuary (“Rural Actuary”) to prepare an independent actuarial opinion of Badger’s reserves as of December 31, 2024, at Rural’s sole expense.  Any independent r...
	(iii) Rural shall determine Badger’s compliance or non-compliance with the Minimum Surplus Ratio requirements as of December 31, 2024, for the Closing using the Badger Reserve Opinion, the Rural-Engaged Reserve Opinion, and the Badger Audited Financia...
	(iv) Rural shall determine Badger’s compliance or non-compliance with the Minimum Surplus Ratio requirement for December 31, 2024, using an average of the Badger Reserve Opinion point IBNR reserve estimate of Badger’s IBNR reserves and the Rural-Engag...
	(v) If Rural determines that Badger was not in compliance with the Minimum Surplus Ratio as of December 31, 2024, based on such Badger Audited Financial Statements, Badger Reserve Opinion, and Rural-Engaged Reserve Opinion as provided in this Section ...

	(h) Closing Occurs at the End of a Calendar Quarter that is Not a Year-End: If the Closing occurs on a calendar day after the end of a calendar quarter that is not the end of a calendar year, the following provisions shall apply:
	(i) Subject to the provisions of this Section 4.13, Rural shall consummate the Closing on the first calendar day after the end of such calendar quarter, if:
	(1) Rural, based solely on the December 31, 2024 Badger Audited Financial Statements and Badger Reserve Opinion, determines that Badger has complied with the Minimum Surplus Ratio requirements as of December 31, 2024;
	(2) All conditions set forth in this Agreement and the other Transaction Documents to Badger’s obligation to consummate the Closing shall have been satisfied or waived by Rural; and
	(3) Badger’s surplus to direct written premium ratio is at or above the Critical Surplus Ratio as of the end of the month prior to the quarter-end Target Testing Date, determined based on the Badger Unaudited Financial Statements as of such date.  For...

	(ii) As soon as reasonably practicable after the Closing, Rural shall engage Rural Actuary to prepare a Rural-Engaged Reserve Opinion and Badger shall engage Badger Actuary to prepare a separate Badger Reserve Opinion of Badger’s IBNR reserves as of t...
	(iii) Rural shall determine Badger’s compliance or non-compliance with the Minimum Surplus Ratio requirements as of the quarter-end Target Testing Date for the Closing using the Badger Reserve Opinion, Rural-Engaged Reserve Opinion, and the Badger Una...
	(iv) The determination of Badger’s compliance or non-compliance with the Minimum Surplus Ratio requirement for the quarter-end Target Testing Date shall be determined using an average of the Badger Reserve Opinion point IBNR reserve estimate of Badger...
	(v) If Rural determines that Badger was not in compliance with the Minimum Surplus Ratio as of the quarter-end Target Testing Date for the Closing based on such Badger Reserve Opinion, Rural-Engaged Reserve Opinion and Badger Unaudited Financial State...



	ARTICLE 5
	5.1 Reconstitution of Badgers’ Board of Directors and Board Officers; Adoption of Badgers’ Amended and Restated Bylaws.
	(a) Prior to the Closing Date, the Badger Board shall adopt and approve Badger’s Amended and Restated Bylaws in the form attached as Exhibit A, to be effective immediately following Closing and shall obtain all necessary approvals for such amended and...
	(b) On the Closing Date and immediately prior to the Closing (the “Resignation Effective Time”), Badger shall cause all but the three (3) Badger directors whose names are set forth on Exhibit B, subsection (2) (such individuals and their successors, t...
	(c) Notice of any change to the identities of the Badger-Appointed Directors set forth on Exhibit B, subsection (2) shall be given to Rural by Badger or its Representatives no later than five (5) Business Days prior to the Closing, provided, however, ...
	(d) Any change to the Badger-Appointed Directors and designation of new Badger-Appointed Directors after Closing shall be subject to Rural’s consent in writing, which consent shall not be unreasonably withheld, conditioned, or delayed.
	(e) Exhibit C lists the Badger officer positions immediately before and after the Closing, including those held by Rural-Appointed Directors.
	(f) Eight (8) directors on the Reconstituted Badger Board shall constitute a quorum.
	(g) Rural-Appointed Directors shall generally serve two (2) year staggered terms and shall be subject to no term limits, and the Badger-Appointed Directors shall generally serve one (1) year terms and shall be subject to no term limits.
	(h) The annual compensation payable to the Directors serving on the Reconstituted Badger Board in the first year after Closing shall be governed by the following, and future compensation shall be determined by the Reconstituted Badger Board in its dis...
	(i) Two Hundred Five Thousand Dollars and Zero Cents ($205,000.00) per year total possible Board compensation;
	(ii) Badger Chairperson: up to Twenty Four Thousand Dollars and Zero Cents ($24,000.00) per year, representing Six Thousand Dollars and Zero Cents ($6,000.00) per Board meeting;
	(iii) Badger President: up to Sixteen Thousand Dollars and Zero Cents ($16,000.00) per year, representing Four Thousand Dollars and Zero Cents ($4,000.00) per Board meeting;
	(iv) Badger Vice President: up to Twenty Thousand Dollars and Zero Cents ($20,000.00) per year, representing Five Thousand Dollars and Zero Cents ($5,000.00) per Board meeting; and
	(v) All Other Badger Board Members: up to Sixteen Thousand Dollars and Zero Cents ($16,000.00) per year, representing Four Thousand Dollars and Zero Cents ($4,000.00) per Board meeting;
	(1) If any Board member does not attend a Board meeting, the Board member is not entitled to receive any compensation for that meeting.
	(2) The per-Board meeting fee shall be reduced by One Thousand Dollars and Zero Cents ($1,000.00) if the Director attends remotely;



	5.2 Badger’s Current Executive Officers.  Immediately after the Closing, subject to the vote of the Reconstituted Badger Board, the individuals whose names are set forth on Schedule 5.2 shall hold the executive offices of Badger listed next to their n...
	5.3 Committees. All current Badger Board Committees shall be eliminated as of the Closing and replaced with an Investment Committee and a Governance Committee established by the Badger Board after the Closing, governed by a Committee Charter adopted b...
	5.4 Conflicts. To the extent the terms of Badger’s Articles of Incorporation, as amended and restated from time to time, and/or Badger’s Amended and Restated Bylaws differ from, or conflict with, the terms of this Article 5, the terms of Badger’s Arti...

	ARTICLE 6  CONDITIONS TO CLOSING
	6.1 Conditions to Obligations of Rural and Badger.  The obligations of Rural and Badger to consummate the Closing are subject to the satisfaction of the following conditions:
	(a) All of the Governmental Approvals listed on Schedules 2.6(a) and 3.6 shall have been obtained and shall be in full force and effect and no order, injunction, or decree issued by any Governmental Body or other legal restraint or prohibition prevent...
	(b) The conditions set forth in this Agreement and the other Transaction Documents shall have been satisfied.

	6.2 Conditions to Obligations of Rural.  The obligation of Rural to consummate the Closing is subject to the satisfaction of the following further conditions:
	(a) The Badger representations and warranties set forth in this Agreement are true and correct in all respects as of the date of this Agreement and shall be true and correct as of the Closing Date as though made on and as of the Closing Date.
	(b) Badger shall have delivered to Rural updated Badger Disclosure Schedules that are true and accurate as of the Closing Date and do not contain any untrue statement of a material fact or omit to state a material fact required to be stated herein or ...
	(c) Badger shall have delivered to Rural in form and substance satisfactory to Rural, as determined in Rural’s sole discretion, evidence that Badger’s Reinsurance Contracts for 2025 (“2025 Reinsurance Tower”) provide reinsurance to Badger that is subs...
	(d) Since the date of the last Badger Financial Statement provided by Badger pursuant to this Agreement, no event, occurrence, development, circumstances, or facts have occurred which have had a Material Adverse Effect on the business of Badger.
	(e) Badger shall have performed and complied in all respects with all agreements, covenants, obligations, and conditions required by this Agreement and by the other Transaction Documents to be performed or complied with by Badger on or prior to the Cl...
	(f) Badger shall have complied with all Minimum Surplus Ratio requirements under Section 4.13 as of the Closing Date.
	(g) The Badger Board of Directors will have adopted the Amended and Restated Bylaws attached hereto as Exhibit A and such Amended and Restated Bylaws will have been filed with the OCI and will have become effective as of the Closing Date.
	(h) The current directors of Badger who will not be Rural-Appointed Directors or Badger-Appointed Directors have submitted their resignations to be effective on the Closing Date, and the eight Rural-Appointed Directors set forth on Exhibit B, subsecti...
	(i) Rural will have received certified copies of resolutions duly adopted by the Badger Board of Directors approving this Agreement and the other Transaction Documents to which Badger is a party.
	(j) The receipt of: (i) all Specified Reinsurer Consents set forth on Schedule 4.11; and (ii) all Specified Material Contract Consents set forth on 4,11 each of (i) and (ii) above in a form reasonably satisfactory to Rural.

	6.3 Conditions to Obligations of Badger.  The obligation of Badger to consummate the Closing is subject to the satisfaction of the following further conditions:
	(a) The representations and warranties of Rural set forth in this Agreement are true and correct as of the date of this Agreement and will be true and correct as of the Closing Date as though made on and as of the Closing Date.
	(b) Rural shall have performed and complied in all respects with all agreements, covenants, obligations, and conditions required by this Agreement and by the other Transaction Documents to be performed or complied with by Rural on or prior to the Clos...
	(c) Badger will have received certified copies of resolutions duly adopted by the Board of Directors of Rural approving this Agreement and the other Transaction Documents to which Rural is a party.


	ARTICLE 7  survival and DISPUTE RESOLUTION
	7.1 Survival of Obligations.
	(a) All certifications, representations and warranties made herein by Badger and Rural and their obligations to be performed pursuant to the terms hereof, shall survive the Closing Date through and including the 24-month anniversary of the Closing Dat...
	(b) All of the covenants and other agreements of the Parties contained in this Agreement shall survive until fully performed or fulfilled, unless and to the extent only that non-compliance with such covenants or agreements is waived in writing by the ...

	7.2 Dispute Resolution.
	(a) The Parties shall endeavor to resolve all disputes arising out of this Agreement in an amicable manner, in accordance with Paragraph (b).  All material disputes between the Parties arising out of or resulting from this Agreement shall be resolved ...
	(b) The parties shall attempt in good faith to resolve any dispute arising out of the making or performance of or otherwise relating to this Agreement promptly by negotiations between executives who have authority to settle the controversy.  Any Party...
	(c) In the event that any dispute arising out of this Agreement is not resolved under Paragraph (b) hereof, such dispute must be submitted to binding arbitration under this Paragraph (c).  Either Party may institute arbitration under this Paragraph (c...
	(i) In the event that a demand by either Party is made in writing on the other, each Party shall appoint an individual as arbitrator and the two so appointed shall then appoint a third arbitrator.  If either Party refuses or neglects to appoint an arb...
	(ii) The arbitration hearings shall be held in Madison, Wisconsin, or such other place as may be mutually agreed.  Each side shall submit its case to the arbitrators within 30 days of the selection of the third arbitrator or within such longer period ...
	(iii) Each Party shall pay: (1) the fees and expenses of its own arbitrator; (2) one-half of the fee and expenses of the third arbitrator; and (3) one-half of any other expenses that the Parties jointly incur directly related to the arbitration procee...
	(iv) Except as provided above, arbitration shall be based, insofar as applicable, upon the Commercial Arbitration Rules of the American Arbitration Association.



	ARTICLE 8  TERMINATION
	8.1 Grounds for Termination Prior to Closing.  With written notice to the non-terminating party (as applicable), accompanied by a copy of a resolution of the terminating Party’s board of directors authorizing the termination, this Agreement may be ter...
	(a) Mutual written agreement of Rural and Badger.
	(b) Rural if the Closing shall not have been consummated on or before January 1, 2025 and by Badger if the Closing shall not have been consummated by June 30, 2025; provided, however, that a Party may not exercise the right to terminate this Agreement...
	(c) Either Rural or Badger, if there has been a material breach by the other Party of any representation, warranty, covenant, or agreement contained in this Agreement which would preclude the consummation of the Closing (absent a waiver by the termina...
	(d) Either Rural or Badger, if any Governmental Body has denied a Governmental Approval that is required for the consummation of the Affiliation or any of the other Transactions and such denial has become final and nonappealable, if any Governmental B...
	(e) Either Rural or Badger if the other Party is under the jurisdiction of “title 11 or a similar case” within the meaning of Section 368(a)(3)(A) of the Internal Revenue Code of 1986, as amended, generally meaning a case under title 11 of the United ...
	(f) Rural, if Badger’s surplus to direct written premium ratio is below the Critical Surplus Ratio, determined based on any of: (i) Badger’s Audited Financial Statements as of any year-end or quarter-end that occurs between the date hereof and the Clo...

	8.2 Effect of Termination Prior to Closing.  In the event of the termination of this Agreement, and except for the other provisions of this section and Article 4, this Agreement will become void and of no effect with no liability under this Agreement ...
	8.3  Grounds for Termination After Closing.  With written notice to the non-terminating Party (as applicable), accompanied by a copy of a resolution of the terminating Party’s board of directors authorizing the termination this Agreement, may be termi...
	(a) By written notice to the non-terminating Party (as applicable), this Agreement may be terminated at any time after to the Closing by:
	(i) Mutual written agreement of Rural and Badger.
	(ii) Either Party, upon the termination of the Reinsurance Agreement.
	(iii) Either Party, if there has been a material breach by the other Party of any covenant, or agreement contained in this Agreement, the Management Agreement or the Reinsurance Agreement and the breach is not curable or, if curable, is not cured with...
	(iv) Either Party if the other Party is subject to a liquidation proceeding initiated by the OCI pursuant to Wis. Stat. § 645.41.

	(b) After the Closing, this Agreement may be terminated by Rural by written notice to Badger:  (i) in the event that the Rural-Appointed Directors no longer make up eight (8) of the eleven (11) seats on the Badger Board; (ii) in the event that any Rur...
	Notwithstanding the foregoing, Rural shall have no right to terminate the Agreement pursuant to this Section 8.3(b) if such Rural Termination Event was caused by Rural’s or the Rural-Appointed Directors’ commission or omission, including, but not limi...
	(c) If any inaccuracy or breach of any representation or warranty in this Agreement is discovered during the period after the Closing until the date that is twenty-four (24) months after the Closing Date (“Determination Period”), this Agreement may be...
	(d) During the Determination Period, Rural may terminate this Agreement upon written notice to Badger if Badger did not satisfy all Minimum Surplus Ratio requirements under Section 4.13 as of the Closing Date.
	(e) After the Closing, this Agreement may be terminated by either Party if the Reinsurance Agreement is terminated in accordance with its terms.

	8.4 Effect of Termination After Closing.  In the event of the termination of this Agreement after the Closing, other than the provisions of this Section 8.4, the Parties shall cooperate in good faith to achieve an orderly separation of Rural and Badge...
	(a) The Reinsurance Agreement shall terminate in accordance with the terms and conditions contained therein.
	(b) The Management Agreement shall terminate in accordance with the terms and conditions contained therein.
	(c) Upon the termination of the Reinsurance Agreement in accordance with the terms and conditions contained therein, the Rural-Appointed Directors then in office shall promptly submit their written resignations to the Reconstituted Badger Board, to be...

	8.5 Badger Termination Payments.  If this Agreement is terminated by
	(a) Rural pursuant to Section 8.3(a)(iii) or
	(b) by Badger and it is determined by a final unappealable judgment of a court of competent jurisdiction that such termination constituted a breach of this Agreement by Badger, or a breach of Badger’s duty of good faith and fair dealing with respect t...
	provided that Rural is in material compliance with all of its material obligations under this Agreement, then Badger shall pay to Rural an amount equal to Five Hundred Thousand Dollars ($500,000) plus an amount equal to all of Rural’s reasonable costs...


	ARTICLE 9
	9.1 Actions Subsequent to Closing.  From and after the Closing, each Party will, from time to time, at the reasonable request of the other Party and without further consideration (but at the expense of the requesting Party) do, execute, acknowledge, a...
	9.2 Entire Agreement.  This Agreement and the other Transaction Documents, including all schedules and exhibits thereto, constitute the entire agreement between the Parties and there are no other agreements or understandings other than as expressed in...
	9.3 No Third-Party Beneficiaries. There are no third-party beneficiaries of this Agreement and nothing in this Agreement, express or implied, is intended to confer on any person other than the Parties hereto (and their respective successors and permit...
	9.4 Binding Effect.  This Agreement will apply to and inure to the benefit of and be binding upon and enforceable against each Party and their respective successors and permitted assigns.
	9.5 Severability.  Any term or provision of this Agreement which is invalid or unenforceable in any jurisdiction will, as to that jurisdiction, be ineffective to the extent of any such invalidity or unenforceability without rendering invalid or unenfo...
	9.6 Waivers and Amendments.  The Agreement and the Exhibits attached hereto may only be amended or modified, and the terms hereof may only be waived, by a writing, signed by each Party or, in the case of a waiver, by the Party entitled to the benefit ...
	9.7 Assignment.  Neither this Agreement nor any rights or obligations hereunder may be assigned or otherwise transferred, in whole or in part, by any Party without the prior written consent of the other Party.
	9.8 Governing Law.  This Agreement is hereby deemed to have been made under and governed by the laws of the State of Wisconsin, without giving effect to the conflict of law principles of that or any other jurisdiction.
	9.9 Notices.  All notices and other communications under this Agreement will be in writing and will be delivered personally or sent by confirmed facsimile transmission or nationally recognized overnight delivery service.  Any such notice or other comm...
	(a) if to Rural:
	(b) if to Badger:
	Joanna Glaser, Corporate Counsel
	1134 N. 9th Street, Suite 150
	Milwaukee, WI 53233

	9.10 Counterparts.  This Agreement may be executed in two or more counterparts, each of which will be deemed an original, but all of which together will constitute one and the same instrument.
	9.11 Captions.  The captions of the various sections of this Agreement are not part of the context of the Agreement but are only labels to assist in locating those sections and shall be ignored in construing this Agreement.
	9.12 Interpretation.  This Agreement shall be construed without regard to any presumption or rule requiring construction or interpretation against the Party drafting an instrument or causing any instrument to be drafted.  The Schedules and Exhibits re...
	9.13 Non-Waiver.  No failure by any Party to insist upon strict compliance with any term of this Agreement, to exercise any option, enforce any right, or seek any remedy upon any default of any other Party shall affect, or constitute a waiver of, the ...
	9.14 Specific Performance.  Each Party acknowledges and agrees the breach of this Agreement would cause irreparable damage to the other Party hereto and that neither Party will have an adequate remedy at law.  Therefore, the obligations of the parties...
	9.15 Certain Definitions.  For purposes of this Agreement, the following terms shall have the meanings specified in this Section 9.15:
	“Hazardous Substances” means any toxic, radioactive, caustic or otherwise hazardous substance, including petroleum and its derivatives and by-products, or any substance having any constituent elements displaying any of the foregoing characteristics, ...
	(a) the execution, delivery, announcement and pendency of this Agreement and the transactions contemplated hereby;
	(b) changes in economic, market, business, regulatory or political conditions generally in the United States or any other jurisdiction in which such Party operates or in U.S. or global financial markets;
	(c) the commencement, continuation or escalation of acts of war, armed hostilities, sabotage, acts of terrorism or other man-made disaster;
	(d) changes, circumstances or events, including weather-related events, generally affecting the property and casualty insurance and reinsurance industry in similar geographic areas and product markets in which such Party operates;
	(e) any action or failure to act required to be taken by a Party in compliance with the express terms of this Agreement;
	except in the case of the foregoing clauses (b), (c), (d) and (e) to the extent those changes, state of facts, circumstances, events, or effects have a materially disproportionate effect on such Party taken as a whole relative to other similarly situa...
	(a) this Agreement;
	(b) the Reinsurance Agreement;
	(c) the Management Agreement; and
	(d) the Amended and Restated Bylaws of Badger.

	9.16 Terms Defined Elsewhere in this Agreement.  For purposes of this Agreement, the following terms have meanings set forth in the sections indicated:

	REINSURANCE AGREEMENT
	THIS REINSURANCE AGREEMENT (this “Agreement” or “Reinsurance Agreement”), dated as of January 1, 2025 (the “Effective Date” or “Inception Date”), is entered into by and between Badger Mutual Insurance Company, a Wisconsin domiciled mutual insurance co...
	WHEREAS, the Company and the Reinsurer, concurrently with this Agreement, will enter into a transaction, whereby the Company will affiliate with Reinsurer pursuant to that certain Affiliation Agreement and Management Agreement, each dated [●], 2024, a...
	WHEREAS, pursuant to, and as a condition of, the Affiliation Agreement, Company and Reinsurer wish to enter into this Agreement. Under this Agreement, the Company shall cede to the Reinsurer and the Reinsurer agrees to accept 100% of the Company’s Net...
	NOW, THEREFORE, in consideration of the mutual and several promises and undertakings contained herein, and for other good and valuable consideration, the receipt and adequacy of which are hereby acknowledged, the Company and the Reinsurer agree as fol...
	Article I  - BUSINESS COVERED
	A. This Agreement is to indemnify the Company on a one hundred percent (100%) quota share basis with respect to the Company’s Net Liability in connection with: (i) the Policies in force at the Inception Date and/or Policies issued or renewed by the Co...
	B. This Agreement is solely between the Company and the Reinsurer, and nothing contained in this Agreement shall create any obligations or establish any rights against the Company or the Reinsurer in favor of any person or entity not a Party hereto.
	C. This indemnity for reinsured loss applies to all lines of business written by the Company (for the avoidance of doubt, such loss will be net of any recoveries under reinsurance which inures to the benefit of this Agreement).
	D. Capitalized terms used but not defined in this Agreement shall have the meanings set forth in the Affiliation Agreement or the Management Agreement.
	E. Handling of Expenses, Investment Income or Loss, Other Income, and Policyholder Dividends: For clarity, the Parties agree as follows:
	1. No Duplication of Expenses: Reinsurer’s indemnity obligation under this Agreement shall not apply to either Reimbursable Expense or the Management Fee (as defined by the Management Agreement). Under no circumstance may Company claim any Allocated L...
	2. Investment Income, Investment Loss, and Investment Expense: Each Party shall retain its own Investment Income or Investment Loss and shall net its Investment Expense against its own Investment Income or Investment Loss. Company shall not cede or at...
	“Investment Income” as used herein means any dividends, interest, or investment gains, whether realized or unrealized, that occur in either Party’s investment portfolio.
	“Investment Loss” as used herein means any investment losses, whether realized or unrealized, that occur in either Party’s investment portfolio.
	“Investment Expense” as used herein means any expenses charged by third parties or any other expenses related to the management of each Party’s investment portfolio.
	3. Policyholder Dividends: Company has, from time to time, issued a dividend to its policyholders (“Policyholder Dividend”) and Company may issue a Policyholder Dividend while this Agreement is in effect. Should Company issue a Policyholder Dividend w...
	4. Other Income: to the extent Company includes “Other Income” as a line item on its yearly audited financial statements, which income may include finance charges, Company is not required to remit such income to Reinsurer.


	Article II - TERM AND CANCELLATION
	A. This Agreement shall become effective 12:01 a.m., Central Standard Time, on the Closing Date as defined in that certain Affiliation Agreement by and between Company and Reinsurer and shall continue in force thereafter until terminated.
	B. Termination of this Agreement may occur with one hundred eighty days’ (180) prior notice, initiated by either Party, in writing by certified or registered U.S. mail, confirmed facsimile transmission, electronic mail, or nationally recognized overni...
	C. Upon termination of this Agreement, the reinsurance afforded under this Agreement shall remain in effect for all Policies: (i) in effect at this Agreement’s Effective Date and to which this Agreement attached; (ii) with an inception date that occur...
	D. This Agreement provides for termination on a run-off basis. The relevant provisions of this Agreement shall apply to the business being run-off and shall survive the termination of this Agreement, and the Reinsurer shall not be relieved of or relea...
	E. For the avoidance of doubt, any election to terminate (by either Party) shall be initiated only by resolution of a majority of the board of directors of the terminating Party.

	Article III  - LIABILITY OF REINSURER
	A. The Reinsurer shall indemnify the Company on a one hundred percent (100%) quota share basis in respect of the Company’s Net Liability that the Company may pay as a result of losses arising under Policies in effect during this Agreement term (“Reins...
	B. All reinsurance for which the Reinsurer shall be liable, by virtue of this Agreement, shall be subject to the same terms, rates, conditions, and waivers, and to the same modifications, interpretations, alterations, and cancellations as the respecti...
	C. The Reinsurer’s obligations shall attach obligatorily and simultaneously with that of the Company.
	D. The Reinsurer’s liability as set forth above shall apply irrespective of the number of Policies affected or number of hazards in one Policy and regardless of the number of lines of business involved.
	E. The Reinsurer shall be liable to the Company for all third-party reinsurance that is not collected by Company. Notwithstanding the foregoing, it is agreed and understood that: 1) Company shall promptly request any reimbursements due from any of Com...
	“Insurers” means any primary insurance policy issued to Company, including, but not limited to, Company’s ICPL, D&O, or E&O policies.
	“Third-Party Reinsurers” means any company other than Reinsurer to which Company cedes all or a portion of its liabilities and obligations arising out of the Reinsured Losses.
	F. If a verdict, award or judgment is ultimately compromised, reduced, or revised on appeal, the Reinsurer shall indemnify the Company for the Allocated Loss Adjustment Expenses incurred in obtaining such reduction or reversal in the ratio that the be...
	G. All subrogation recoveries, salvage recoveries, or any other payments recovered or received subsequent to a loss settlement under this Agreement shall be applied as if recovered or received prior to the aforesaid settlement and the Parties shall ma...
	H. Nothing in this Article shall be construed to mean that Reinsured Losses are not recoverable hereunder until the Company has ascertained its Net Liability.

	Article IV  - EXTRA CONTRACTUAL OBLIGATIONS and EXCESS POLICY LIMITS
	A. This Agreement shall indemnify the Company for Extra Contractual Obligations or Excess Policy Limits. Recoveries from any form of insurance or reinsurance that protects the Company against Extra Contractual Obligations or Excess Policy Limits shall...
	B. The date on which an Excess Policy Limits is incurred by the Company shall be deemed, in all circumstances, to be the date of the original accident, casualty, disaster, loss occurrence, or catastrophe.
	C. The date on which an Extra Contractual Obligation is incurred by the Company shall be deemed to be the date on which the Company breached the Policy or Policies at issue, which date may be outside the term of this Agreement. If outside the term of ...

	Article V  - REINSURANCE PREMIUM
	A.  The Company shall cede to Reinsurer its exact proportion of the Net Written Premium collected by the Company.  Such amounts shall be settled in accordance with the terms of Article VII - Claims, Losses and Responsibilities.

	Article VI  - REPORTING AND FUNDS WITHHELD
	A. Within sixty (60) days after the end of each calendar year and forty-five (45) days after the end of each other calendar quarter the Company shall report to the Reinsurer:
	1. Cumulative ceded Net Written Premium from the Effective Date through the end of the calendar quarter (including the ceded unearned premium as of the Effective Date); less
	2. Cumulative ceded net losses and ceded net Allocated Loss Adjustment Expenses paid by the Company from the Effective Date through the end of the calendar quarter; less
	3. Other Underwriting Expenses paid by the Company from the Effective Date through the end of the calendar quarter (as reported by the Company in the Underwriting and Investment Exhibit, Part 3, column 2, page 11 of the Company’s Annual Statement); less
	4. For each year end calendar report, any uncollected premium as reported in Company’s Annual Statement, Statement of Income, Line 12; less
	5. Dividends to policyholders relating to workers compensation policies (as reported by the Company in the Statement of Income, line 17, column 1, page 17 of the Company’s Annual Statement); plus
	6. Cumulative subrogation, salvage, reimbursements, or other recoveries on losses from the Effective Date of this Agreement through the end of the calendar quarter; and
	7. The net balance due, if any.
	8. The reporting process outlined A.1. through A.5. shall apply to each Agreement Year.

	B. The Amount shown in A.5. shall be referred to as the “Funds Withheld.”  The Funds Withheld shall be retained by the Company and managed by the Company in a manner consistent with the prudent management of its own assets.
	C. Within sixty (60) days after the end of each Agreement Year, or upon the mutual agreement of the Parties, the Company shall return the remaining balance of the Funds Withheld to the Reinsurer (for such Agreement Year), less any amounts to the Compa...
	D. The Company shall furnish the Reinsurer with all necessary data respecting losses for as long as one of the Parties hereto has a claim against the other arising from this Agreement.

	Article VII  - CLAIMS, LOSS, AND RESPONSIBILITIES
	A. The Company shall promptly notify the Reinsurer of each claim that may involve any third-party reinsurance that inures to the benefit of this Agreement and of all subsequent developments relating thereto, stating the amount claimed, an estimate of ...
	B. The Company shall provide all administrative, accounting, claims administration, payment and processing duties required to service the Policies, including, without limitation, the following:
	1. Effect existing and new agent licensing and appointments;
	2. Preparation of all policies, certificates, and other forms necessary for the issuance service of the Policies;
	3. Pay agent commissions on the Policies;
	4. Pay claims and losses;
	5. Prepare and forward pertinent data relative to the Policies to Reinsurer for annual and quarterly statement purposes and income tax returns, and provide Reinsurer with such information as needed to complete such reports or returns or other such inf...


	Article VIII  - SALVAGE AND SUBROGATION
	A. The Reinsurer shall be subrogated, as respects any loss for which the Reinsurer shall actually pay or become liable, but only to the extent of the amount of payment by or the amount of liability to the Reinsurer, to all the rights of the Company ag...
	B. If there are any subrogation recoveries, salvage recoveries, or reimbursements recovered subsequent to a loss settlement, the Parties agree that if the expenses incurred in obtaining salvage or other recoveries are less than the amount recovered, s...

	Article IX  - RESERVES AND TAXES
	A. The Reinsurer shall maintain legal and/or regulatory reserves with respect to claims hereunder.
	B. Taxes:
	1. The Reinsurer shall be liable for all taxes on premiums paid to the Reinsurer by Company under this Agreement and Reinsurer shall indemnify and hold the Company harmless for any taxes which the Company may become obligated to pay on business reinsu...
	2. In consideration of the terms under which this Agreement is issued, Company shall not claim a deduction in respect of the premium hereon when making tax returns, other than income or profits tax returns, to any state or territory of the United Stat...
	3. To the extent legally permissible, Company shall permit Reinsurer to take advantage of any tax benefits available to Company, including (but not limited to) any tax loss carry forwards.


	Article X  - OFFSET
	Article XI  - ERRORS OR OMISSIONS
	Article XII  - INSOLVENCY
	A. Notwithstanding any other provision to the contrary, in the event of insolvency of the Company, the reinsurance provided by this Agreement shall be payable by the Reinsurer on the basis of the liability of the Company for the business reinsured her...
	B. The Company shall give Reinsurer written notice of the pendency of each claim or loss that may involve the reinsurance provided by this Agreement within thirty (30) days after such claim or loss is filed in the insolvency proceeding. The Reinsurer ...
	C. Nothing contained in this Article XII is intended to change the relationship of the Parties to this Agreement or to enlarge upon the rights or obligations of either Party hereunder except as provided herein, to wit, to pay the statutory successor o...

	Article XIII  - Definitions
	A. “Agreement Year” means the period from January 1, 2025, through December 31, 2025, and each respective 12-month period thereafter that this Agreement continues in force shall be a separate Agreement Year.
	B. “Allocated Loss Adjustment Expense” means: (i) claims related expenses sustained in connection with adjustment, including defense, settlement, and litigation of specific claims and suits, satisfaction of judgments, resistance to or negotiations con...
	“Allocated Loss Adjustment Expense” shall exclude any part of the Company’s underwriting expenses, including but not limited to office expenses and any officers’ and/or employees’ salaries.  “Allocated Loss Adjustment Expense” shall include expenses ...
	It is agreed and understood that in no event shall recoveries under this Agreement for Allocated Loss Adjustment Expenses and recoveries under any Management Agreement between the Parties exceed 100% of the originally incurred expenses.
	C. “Declaratory Judgment Expenses” means legal expenses and costs incurred in connection with coverage questions regarding specific claims and legal actions, including declaratory judgment actions, connected thereto.
	D. “Extra Contractual Obligations” means those liabilities not covered under any provision of this Agreement which arise from the handling of any claim on business covered hereunder, such liabilities arising because of, but not limited to, the followi...
	E. “Excess Policy Limits” means those damages payable in excess of the policy limit as a result of alleged or actual negligence, fraud, or bad faith in failing to settle and/or rejecting a settlement within the policy limit, in the preparation of the ...
	F. “Net Liability” means the Company’s gross liability remaining after making deductions for all subrogation recoveries, salvage recoveries, and all cessions, if any, to Company’s other insurers or reinsurer(s), which directly inure to Company’s benef...
	“Net Liability” shall include: (i) all Allocated Loss Adjustment Expenses; (ii) 100% of any Extra Contractual Obligations; and/or (iii) 100% of any Excess of Policy Limits, after making deductions for all subrogation recoveries, salvage recoveries, an...
	G. “Net Written Premium” means the Company’s gross written premium, less cancellation and return premium, and less premium ceded by the Company for third-party reinsurance which inures to the benefit of this Agreement.
	H. “Policies” means each of the Company’s binders, policies and contracts of insurance or reinsurance on the lines of business covered hereunder for risks produced by the Company.

	Article XIV - MISCELLANEOUS
	A. Territory. This Agreement applies to Policies issued by the Company within the United States of America, including its territories and possessions, and Canada (if applicable). This Agreement shall apply to losses covered hereunder wherever occurring.
	B. Notices. All notices and other communications under this Agreement will be in writing and will be delivered personally or sent by certified or registered U.S. mail, confirmed facsimile transmission, electronic mail, or nationally recognized overnig...
	C. Choice of Law. This agreement shall be construed and enforced according to the laws of the State of Wisconsin.
	D. Entire Agreement. This Agreement constitutes the entire agreement of the Parties to this Agreement with respect to its subject matter, supersedes all prior agreements, if any, of the Parties to this Agreement with respect to its subject matter and ...
	E. No Third-Party Beneficiaries. This Agreement is solely between the Company and the Reinsurer, and nothing contained in this Agreement shall create any obligations or establish any rights against the Company or the Reinsurer in favor of any person o...
	F. Amendment. This Agreement may be amended by mutual consent of the Parties expressed in an addendum and such addendum, when executed by both Parties, shall he deemed to be an integral part of this Agreement and binding on the Parties hereto.
	G. Severability. If any provision of this Agreement shall be rendered illegal or unenforceable by the laws, regulations or public policy of any state, such provision shall be considered void in such state, but this shall not affect the validity or enf...
	H. Inspection of Records. Upon the reasonable request and upon reasonable notice from either Party, the requesting Party shall be permitted at the disclosing Party’s location and during normal business hours to inspect such records, including but not ...
	I. Arbitration. Should any dispute occur between the Parties arising out of or related to this Agreement, or their rights and responsibilities to each other, the disputing Party shall provide to the other Party written notice of the disputed action or...
	J. Intermediaries. Neither Party hereto has utilized the services of a reinsurance intermediary for any actions taken with regard to the negotiation, drafting, and/or execution of this Agreement or any payments to be made hereunder.  The Reinsurer acc...
	[Signature page follows]




