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State of Wisconsin / OEEICE OF THE COMMISSIONER OF INSURANCE

125 South Webster Street e« P.O. Box 7873

Scott Walker, Governor Madison, Wisconsin 53707-7873
Theodore K. Nickel, Commissioner Phone: (608) 266-3585 e Fax: (608) 266-9935

September 14, 2011 E-Mail: ociinformation@wisconsin.gov
Wisconsin.gov Web Address: oci.wi.gov

Honorable Theodore K. Nickel
Commissioner of Insurance
State of Wisconsin

125 South Webster Street
Madison, Wisconsin 53703

Commissioner:
In accordance with your instructions, a compliance examination has been made of the
affairs and financial condition of:

NORTHWESTERN NATIONAL INSURANCE COMPANY OF MILWAUKEE, WISCONSIN
West Chester, Ohio

Hereinafter referred to as NNIC or the company, and this report is respectfully submitted.

[. INTRODUCTION
The previous examination of Northwestern National Insurance Company of
Milwaukee, Wisconsin (NNIC or the company) was conducted in 2008 as of December 31, 2007.
The current examination covered the intervening period ending December 31, 2010, and included
a review of such 2011 transactions as deemed necessary to complete the examination.
The examination was conducted using a risk-focused approach in accordance with

the NAIC FEinancial Condition Examiners’ Handbook, which sets forth guidance for planning and

performing an examination to evaluate the financial condition and identify prospective risks of an
insurer. This approach includes the obtaining of information about the company including
corporate governance, the identification and assessment of inherent risks within the company,
and the evaluation of system controls and procedures used by the company to mitigate those

risks. The examination also included an assessment of the principles used and significant



estimates made by management, as well as an evaluation of the overall financial statement
presentation and management’s compliance with statutory accounting principles, annual
statement instructions, and Wisconsin laws and regulations.

The examination consisted of a review of all major phases of the company's
operations and included the following areas:

History

Management and Control

Corporate Records

Conflict of Interest

Fidelity Bonds and Other Insurance

Employees' Welfare and Pension Plans

Territory and Plan of Operations

Affiliated Companies

Reinsurance

Financial Statements

Accounts and Records

Data Processing

Emphasis was placed on the audit of those areas of the company's operations
accorded a high priority by the examiner-in-charge when planning the examination.

The company is annually audited by an independent public accounting firm as
prescribed by s. Ins 50.05, Wis. Adm. Code. An integral part of this compliance examination was
the review of the independent accountant's work papers. Based on the results of the review of
these work papers, alternative or additional examination steps deemed necessary for the
completion of this examination were performed. The examination work papers contain
documentation with respect to the alternative or additional examination steps performed during
the course of the examination.

Independent Actuary's Review

An independent actuarial firm was engaged under a contract with the Office of the

Commissioner of Insurance (OCI). The actuary reviewed the adequacy of the company’s loss

and loss adjustment expense reserves. The actuary’s results were reported to the examiner-in-

charge. As deemed appropriate, reference is made in this report to the actuary’s conclusion.



II. HISTORY AND PLAN OF OPERATION

NNIC is a stock property and casualty insurance company, which was incorporated
on February 20, 1869, by an act of the Wisconsin Legislature. This act gave the corporation full
power and authority to do all acts and things necessary and incidental to the transaction of a
marine and fire business. The act also provided for capital stock of one million dollars divided into
shares of one hundred dollars each.

Operations of the company were limited to fire and allied forms of insurance coverage
until 1930. At that time, entry into the casualty lines of business was accomplished through a
wholly owned subsidiary. Multiple lines authority was obtained in 1951 by amendment of the
company’s charter.

NN Corporation (NNC) was organized by the board of directors and management of
NNIC in February 1968 under Delaware statutes as a holding company with general business
purposes. On July 16, 1968, an exchange offer was made to NNIC stock for NNC stock on a
one-for-one basis. NNC eventually diversified into computer-related, investment and
management services, and business forms, in addition to insurance and related services.

NNIC ceased writing new individual health insurance policies in February 1975.
Group and association health insurance business was terminated in April 1977.

NN Corporation merged with and into Armco Financial Services Corporation effective
December 1, 1980.

On January 1, 1991, NNIC merged with an affiliate, Universal Reinsurance
Corporation (URC). URC was a subsidiary of Armco Insurance Group, Inc. (AIGI). At that time,
URC'’s business consisted of run-off operations only. URC'’s run-off operations were directed
primarily toward a program for the commutations of its assumed obligations. Bellefonte Re
Insurance Company, formerly Bellefonte Insurance Company, which was domiciled in Kentucky,
merged with and into Universal Reinsurance Corporation prior to the latter company’s merger with
NNIC. On June 30, 1991, Bellefonte Underwriters Insurance Company (BUIC), a wholly owned

subsidiary of NNIC, merged into NNIC. At that time, BUIC's business consisted of run-off



operations. With these mergers, Armco management began operation of all insurance run-off
operations in NNIC.

On January 1, 1997, Armco Inc. transferred ownership of Armco Financial Services
Corporation to a newly formed subsidiary, AFSG Holdings, Inc. On September 30, 1999, Armco
Inc. was merged into AK Steel Corporation, pursuant to The Agreement and Plan of Merger dated
as of May 20, 1999, among Armco Inc., AK Steel Holding Corporation and AK Steel. On
October 29, 1999, the ownership of AFSG Holdings, Inc., was transferred to AKS Investments Inc.

NNIC is currently a wholly owned subsidiary of Armco Insurance Group, Inc. (AIGI),
an insurance holding company subsidiary of Armco Financial Services Corporation, a holding
company subsidiary of AFSG Holdings, Inc. These companies are ultimately owned by AK Steel
Holding Corporation. NNIC's affiliates are further described in the “Affiliated Companies” section
of this examination report.

Run-off and Rehabilitation Plan

In 1986, the company began a run-off operation. Except for mandatory writings such as
guaranteed renewable accident and health policies, assignments, and retro adjustments or
endorsements to prior year policies, NNIC writes no business. Over the years, the company and the
OCI have taken several steps to manage the run-off and recognize the differences in the legal
distribution priorities between direct and reinsurance claimants. A timeline outlining the significant
events is shown below. Effective December 31, 2003, the commissioner issued a Restructuring
Order that contemplated the creation and adequate funding of a Segregated Account (creation of
the Segregated Account is described in greater detail in Section V of this report) and the global
commutation of the assumed reinsurance liabilities with the commuted reinsurers retaining an
interest in the residual value of the Segregated Account run-off.

The rehabilitation plan (the plan) for NNIC was approved in March 2007 and became
effective on September 1, 2007. In rehabilitation, NNIC continued the implementation of the
restructuring plan that included a global commutation of all assumed and the associated ceded
business. The primary purpose of the plan was to implement the remaining stages of the global

commutation of NNIC’s assumed reinsurance business.



The plan required that within 20 days following the effective date of the plan initial
settlement amounts were paid to participants in accordance with terms of commutation
agreements then in force. The plan also required that within 180 days following the effective date
of the plan a distribution was made to non-participants, equal to a calculation of the net
discounted liabilities attributed to the non-participant as of December 31, 2003, with respect to the
General Account. The intent of this payment was to give equal terms to participants and non-
participants under commutation agreements.

In 2008, all initial payments to reinsurers were made as required by the plan. These
payments effectively settled all outstanding assumed reinsurance liabilities. The plan required
that within two years following the effective date of the plan NNIC distribute to the participants and
non-participants on a pro rata basis. As of December 31, 2010, all interim payments were made
to the reinsurers.

Assets remaining in the Segregated Account, after all direct obligations have been
satisfied therein, will be distributed to commutation participants and non-participants, again on a
pro rata basis. This distribution, when combined with all prior distributions, shall not exceed the
total value of the discounted liabilities attributable to the insured.

Timeline of Key Run-off and Rehabilitation Events

1986—Run-off Operations

1991—Merger with affiliated companies, Universal Reinsurance Company and Bellefonte
Underwriters Insurance Company

1999—Restructuring agreement: Armco Financial Services Corp. and Armco Insurance Group,
Inc., released from NNIC obligation in exchange for contributions and prepayments of
$60.9 million. Further provision is made for loss reserve discounting of 6.5% and
exemptions from filing requirements for RBC and for Schedule P.

2003—Suspension of further settlements on assumed business.
2004—Restructuring Order:

e Establishing Segregated Account as of December 31, 2003, for direct policyholders
including guaranteed renewable A&H policies and

e Voluntary Global Commutation Program for assumed reinsurance business in the
General Account

2006—Commutation Agreements: As of October 2006, approximately 75% of the total number of
reinsureds, representing approximately 71% of the total liabilities of the General Account,
have entered commutation agreements with NNIC.



2007—Rehabilitation Order: Remaining stages of the Global Commutation Program were
implemented, including application of voluntary commutations terms to participants and
non-participants alike.

2008—Rehabilitation Activities: Initial payments made to non-participants and second required
payments made to all reinsurers.

2010—Rehabilitation Activities: The final interim distributions made to all reinsurers.

Future—After NNIC has satisfied all obligations in the Segregated Account, remaining
Segregated Account assets shall be distributed to the General Account for distribution to
participants and non-participants, based upon a pro-rata basis.

Operations

NNIC does not intend to resume active writing of any business in the foreseeable
future. The company is currently licensed in 27 states and the District of Columbia. Several
states have enacted various license restrictions upon NNIC. These restrictions are not unusual to
companies in run-off and rehabilitation. The 2010 direct premiums were reported, by state, in the

Segregated Account (no premiums are written by the General Account) as follows:

California $260,222 36%
New York 151,267 21
Wisconsin 79,223 11
Florida 49,902 7
Pennsylvania 46,202 7
All others 130,521 18
Total $717,337 100%



. MANAGEMENT AND CONTROL

Board of Directors

The board of directors consists of five members, all of whom are elected annually at
an annual stockholder meeting called for that purpose. Members of the company’s board of
directors may also be members of other boards of directors in the holding company group.
Officers are elected at the board's annual meeting. The board members currently receive no fees
for serving on the board.

Currently the board of directors consists of the following persons:

Name and Residence Principal Occupation

Ernest Joseph Blache, Jr. President and Chief Executive Officer, NNIC
West Chester, Ohio

Gary Mark Sussman Vice President and Treasurer, NNIC
Miamisburg, Ohio

Patricia Suzanne Henson Reinsurance Accounting Manager, NNIC
Maineville, Ohio

Lisa Rothfuss Macy Claims Analyst, NNIC
Middletown, Ohio

Judith Ann Schnell Underwriting Manager, NNIC
Blancherster, Ohio
Officers of the Company

The officers serving at the time of this examination are as follows:

Name Office 2010 Compensation
Ernest Joseph Blache, Jr. President and Chief Executive Officer $132,393
Gary Mark Sussman Treasurer 72,646
Amy Kathryn Collins Secretary 0

Committees of the Board
The company's bylaws allow for the formation of certain committees by the board of

directors. The committees at the time of the examination are listed below:

Executive Committee Finance Committee

Ernest Joseph Blache, Jr., Chair Ernest Joseph Blache, Jr., Chair
Gary Mark Sussman Gary Mark Sussman

Judith Ann Schnell Judith Ann Schnell



IV. AFFILIATED COMPANIES

NNIC is a member of a holding company system. Its ultimate parent is AK Steel

Holding Corporation. The organizational chart below depicts the relationships among the affiliates

in the group. A brief description of the significant affiliates follows the organizational chart.

Organizational Chart

As of December 31, 2010

Delaware

AK Steel Holding Corporation

AK Steel Corporation
Delaware

Ohio

AKS Investments Inc.

AFSG Holdings, Inc.
Delaware

Armco Financial Services Corporation
Delaware

Materials Insurance Company
Cayman Islands

Delaware

Armco Insurance Group, Inc.

Wisconsin

Northwestern National Insurance
Company of Milwaukee, Wisconsin

New York

Compass Insurance Company




AK Steel Holding Corporation

AK Steel Holding Corporation (AK Holding), the ultimate parent, was incorporated on
April 7, 1994, with an effective incorporation date of March 29, 1994. AK Holding is solely a
holding company having no business operations or assets other than the ownership of the
outstanding common stock of AK Steel Corporation. As of December 31, 2010, the company’s
consolidated audited financial statements reported assets of $4,189 million, liabilities of $3,548
million, and stockholders’ equity of $641 million. Operations for 2010 produced net income of
$129 million.

AK Steel Corporation

AK Steel Corporation (AK Steel) was incorporated on March 13, 1989. AK Steel is a
fully integrated producer of flat-rolled carbon, stainless and electrical steel products for use in
automotive, appliance, construction and manufacturing markets. Its operations include those
previously conducted by Armco Inc., which merged with and into AK Steel on September 30,
1999.

AKS Investments Inc.

AKS Investments Inc. was incorporated on October 26, 1989, and is the primary
subsidiary of AK Steel Corporation and is the primary shareholder for the various subsidiaries of
AK Steel Corporation.

AFSG Holdings, Inc.

AFSG Holdings, Inc. (AFSG) is the holding company for all domestic and international
insurance and financial service organizations within the group. It was incorporated on December
18, 1996, under the laws of the state of Delaware. This company is accounted for as a
discontinued operation under the liquidation basis of accounting, whereby all future cash inflows
and outflows are considered. As of December 31, 2010, the company’s unaudited financial
statements reported assets of $17.8 million, liabilities of $(37.8) million, and shareholders’ equity

of $55.6 million.



Armco Financial Services Corporation

Armco Financial Services Corporation (AFSC) is the holding company for all domestic
and international insurance organizations within the group. It was incorporated on April 29, 1977,
under the laws of the state of Delaware and its name was changed to the current name on April
11, 1979. This company is accounted for as a discontinued operation under the liquidation basis
of accounting, whereby all future cash inflows and outflows are considered. As of
December 31, 2010, the company's unaudited financial statements reported assets of $1,000,
liabilities of $0, and shareholder’s equity of $1,000. Operations for 2010 did not produce any
income.

Armco Insurance Group, Inc.

Armco Insurance Group, Inc., was incorporated on April 29, 1977, under the laws of
the state of Delaware as the parent and holding company for the insurance subsidiaries of what
was then Armco Inc. Its name was changed to the current name on December 1, 1980.
Insurance operations at that time consisted of property and casualty insurance companies,
several risk management corporations, and both U.S.-based and international reinsurance
companies. This company is accounted for as a discontinued operation under the liquidation
basis of accounting, whereby all future cash inflows and outflows are considered. As of
December 31, 2007, the company's unaudited financial statements reported assets of $1,000,
liabilities of $0, and shareholder’s equity of $1,000. Operations for 2010 did not produce any
income.

Compass Insurance Company

Compass Insurance Company (Compass), a New York-domiciled property and
casualty insurance company, is in run-off. Compass is wholly owned by NNIC and was
contributed to NNIC during Armco Inc.’s Capital Enhancement Program, which became effective
in 1985. At that time, NNIC assumed, without the transfer of any assets, all liabilities arising under
policies issued on the paper of NNIC and reflected on the books of Compass. This assumption
covered unearned premiums, loss reserves, and loss adjustment expense reserves. Compass

assigned to NNIC all rights, title, and beneficial interest in reinsurance recoverables. The 2010

10



statutory annual statement reported assets of $14,009,877, liabilities of $1,405,566, and
policyholder surplus of $12,604,311. Operations for 2010 produced net income of $645,110.
Materials Insurance Company

Materials Insurance Company (Materials) was incorporated on November 29, 1989,
under the laws of the Cayman Islands. Materials is a property and casualty insurance and
reinsurance company which has been in run-off since it voluntarily ceased writing new business
on May 31, 1993. As of December 31, 2010, the company’s audited financial statements reported
assets of $12,829,000, liabilities of $594,000, and shareholder’s equity of $12,235,000.
Operations for 2010 produced a net income of $911,000.

Agreements with Affiliates

NNIC is a participant in several service agreements within the holding company
system, whereby NNIC receives and also provides various administrative and management
services contemplated in the agreements. The parties are compensated for the services provided
at cost.

NNIC is a participant in an intercompany federal tax allocation agreement with
AK Steel Holding Corporation, for filing on a consolidated basis.

NNIC has entered into a management services agreement with Compass whereby
the company has been appointed by Compass to act on Compass’ behalf to administer its run-off
business. NNIC is compensated by Compass based upon the cost of providing the services
contemplated in the agreement.

NNIC has also entered into a Quota Share reinsurance agreement with Compass,
which became effective on April 1, 1988. According to this agreement, NNIC accepts a 100%
guota share of the net retained liability of Compass under insurance policies entered into by or on
behalf of Compass on business classified as public entity liability and previously guaranteed by
NNIC. NNIC is obligated to maintain funds in a trust account to fully secure NNIC's share of
Compass’s unpaid losses and loss adjustment expenses, pursuant to the Trust Agreement which

is described below.
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NNIC and Compass are parties to a Trust Agreement, which became effective on
October 7, 1988. According to the Agreement, NNIC deposits with the Trustee certain assets
consisting of cash, certificates of deposit, and investments of the types specified in paragraphs
(1), (2), and (3) of Section 1404 (a) of the New York Insurance Law. Compass Insurance
Company has the right to withdraw the assets from the Trust account for the following purposes:
1) to pay or reimburse the beneficiary for the unpaid or unreimbursed portion of the NNIC’s share
of any losses and allocated loss expenses paid by the Beneficiary, under the reinsurance
agreement between NNIC and Compass Insurance Company effective April 1, 1988; 2) to pay
NNIC any amounts held in the Trust that exceed 102% of the actual amount required to fund the
Grantor’s entire obligation; 3) in the event of termination of the Trust Account, any amounts equal
to NNIC's obligations under the reinsurance agreement are to be withdrawn from the Trust

Account and be placed in trust in any United States bank or trust company.

12



V. CREATION OF THE SEGREGATED ACCOUNT

Effective December 31, 2003, NNIC established a Segregated Account, consistent
with s. 611.24 (2), Wis. Stat., for the purpose of running off its direct business. At that time, the
run-off operation in the general account pertained to NNIC's assumption reinsurance business. In
rehabilitation, the Segregated Account continues to administer the run-off of the company’s direct
business.

In 2010, all direct writings were reported in the Segregated Account only. This totaled
$717,337, and was reported primarily in the other accident and health line of business. As
previously mentioned, this business pertains to guaranteed renewable accident and health
policies, which have been in run-off since February 1975. Other portions of direct writings pertain

to mandatory writings and retrospective adjustments.
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VI. REINSURANCE/BUSINESS SEGMENTS

NNIC has an extensive reinsurance program, in run-off, which includes reinsurance
cessions, assumptions, retrocessions, and assigned risk participations. The Global Commutation
of the company’s assumed reinsurance and a Rehabilitation Plan implemented in 2007 are
discussed in the section of this report titled “History and Plan of Operation.” NNIC is structured on
the basis of business segments that differ from lines of business presented in the annual
statements. Except for the Accident and Health business segment, most of the remaining claims
in the other business segments contain various mass tort risks.

The following is a list of the company’s reserves, by business segment, as of

December 31, 2010:

Loss and Loss Adjustment Expense Reserves Years to

Business Segment Direct Assumed Ceded Net Run-Off*
Accident and Health $ 4,229,798 $ O 0% 4,229,798 22
Bulk 18,176,491 4,150,882 14,025,609 35
Cut-Through 0 1,317,453 0 1,317,453 31
Dallas 6,161,809 1,410 973,236 5,189,983 31
Excess and Surplus Lines 23,341,376 19,267 20,241,332 3,119,311 35
Pools 2,703,126 0 578,713 2,124,412 16
Risk Management 26,879,711 802,672 25,941,309 1,741,075 23
ULAE 3,381,232 0 0 3,381,232 35

Totals $84,873,5643 $2,140,802 $51,885,472 $35,128,873

* This is the amount of years the company estimates it would take to run off the business
segment if it did not commute its insurance and reinsurance contracts.

Accident and Health

NNIC entered into the A&H market in the early 1970s writing policies on a guaranteed
renewable basis. The major product is the “MED” policy which is a unique issue age rated
comprehensive medical policy with internal benefit limitation. It has a benefit period that can last
at least 15 months and up to five years with family deductibles of primarily $5,000 to $10,000.
The incurral date for reserving and pricing is defined as the date of deductible satisfaction, which
results in very long claim run-off periods. In February 1975, the company closed out the program

to new writings due to adverse loss experience. Other than occasional retrospective adjustments,

14



this book is the only business segment of the company receiving direct premiums. This business
is administered in-house. As of December 31, 2010, there were 164 policies remaining.
Bulk

The company added “bulk” reserves in 2003 coinciding with the formation of the
Segregated Account. “Bulk” reserves are not specific to any policy, line, or coverage category.
This reserve was initially established to include a provision for adverse deviation beyond the
expected value of the unpaid claim liabilities as of December 31, 2003. This provision is based
upon an assessment of the unpaid claim liabilities calculated to approximate a 90% confidence
level. The probability analysis that was completed for the reserves reported as of December 31,
2003, has not been updated since.

Cut-Through

Compass Insurance Company wrote this business and NNIC guaranteed the policies.
In the early 1980s the policies were moved back to NNIC and taken out of Compass through a
loss portfolio transfer. At the time, NNIC was trying to address the financial condition of
Compass.

Dallas — Consists of Bellefonte Insurance, Bellefonte Underwriters, and Capital Enhancement

The business was originally written in Dallas, on Bellefonte Insurance Company
paper, and includes facultative and umbrella coverages written on railroads, auto garage dealers,
and other corporate risks. The business was merged into NNIC in 1991.

Bellefonte Underwriters Insurance Company was a former subsidiary of NNIC and
was merged into NNIC in 1991. These risks were on policies issued by Bellefonte Underwriters
Insurance Company written in Dallas by managing general agents, primarily on an excess and
surplus lines business. It consists of liability line on small shop owners and small commercial
risks.

NNIC and former affiliate Northwestern National Casualty Company wrote the Capital
Enhancement book of business and ceded 100% of the risk to Compass Insurance Company.
This was general liability and worker's compensation business written for large corporate risks.

When Compass reported financial difficulties in the 1980s, one of the programs to correct

15



Compass’ surplus was for NNIC to cancel the reinsurance agreements with Compass and for
NNIC to retain the book of business net of any outside reinsurance. This was part of the program
worked out among a number of state insurance departments to enhance the capital of Compass.
Some policies are retrospectively rated.
Excess and Surplus Lines

This business segment was written by NNIC in the 1960s through 1978. The
business is conventional excess and surplus lines, written on large company insureds, where
large insureds needed a front company and NNIC served as the fronting agent. Typically, NNIC’s
retention would range from 0% to 5% on this business.
Pools

This business was written in the early 1970s and relates to catastrophe or excess of
loss coverages for large insurance companies. Reinsurance brokers do all the policy
administration and settle claims.
Risk Management

NNIC policies were once used to perform fronting services for Fortune 500 clients
through a technique known as captive funding. Captive funding was administered by NNIC’s risk
management services division, using NNIC as the direct writer. NNIC then transferred the portion
of the total risk that the self-insuring company wished to retain to a captive reinsurance company.
The remaining risk portion was either retained by NNIC or placed with other professional
reinsurers. This business included worker’'s compensation, general liability, and auto liability lines.
NNIC discontinued all new and renewal captive funding business in 1985.
ULAE

This is NNIC’s reserve for unallocated loss adjustment expense, which consists of all
external, internal, and administrative claims handling expenses, including determination of

coverage that are not included in allocated loss adjustment expenses.

16



VIl. FINANCIAL DATA
The following financial statements reflect the financial condition of the company as
reported to the Commissioner of Insurance in the December 31, 2010, annual statement. Also
included in this section are schedules that reflect the growth of the company, NAIC Insurance
Regulatory Information System (IRIS) ratio results for the period under examination, and the
compulsory and security surplus calculation. Adjustments made as a result of the examination
are noted at the end of this section in the area captioned "Reconciliation of Surplus per

Examination."
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Northwestern National Insurance Company of Milwaukee, Wisconsin

As of December 31, 2010

Cash, cash equivalents, and short-term

investments
Reinsurance:

Amounts recoverable from reinsurers

Total assets excluding segregated
account
From segregated account

Total Assets

Assets

Assets

$ 282,770
873,453

1,156,223
51,914,289

53,070,512

Nonadmitted
Assets

18

Net
Admitted
Assets
$ 282,770

873,453

1,156,223
51,914,289

$53,070,512

Northwestern National Insurance Company Segregated Account

As of December 31, 2010

Bonds
Common stocks
Cash, cash equivalents, and short-
term investments
Investment income due and accrued
Premiums and considerations:
Deferred premiums, agents'
balances, and installments booked
but deferred and not yet due
Accrued retrospective premiums
Reinsurance:
Amounts recoverable from
reinsurers
Receivable from parent, subsidiaries,
and affiliates
Write-ins for other than invested
assets:
Accounts receivable
Imprest fund
Escrow fund

Total Assets

Assets

Assets

$29,814,239
14,519,041

1,392,666
550,033

(122,203)

60,289

4,405,474

256,078

36,237
999,660

8.804

$51,920,318

18

Nonadmitted
Assets

$

6,029

$6,029

Net
Admitted
Assets

$29,814,239
14,519,041

1,392,666
550,033

(122,203)
54,260
4,405,474
256,078

36,237
999,660

8,804

$51,914,289



Northwestern National Insurance Company of Milwaukee, Wisconsin
Liabilities, Surplus, and Other Funds
As of December 31, 2010

Provision for reinsurance
Payable to parent, subsidiaries, and affiliates
Write-ins for liabilities:
Total liabilities of segregated account
Global commutation — contingent liabilities
Total liabilities

Write-ins for special surplus funds:
Surplus of segregated account

Common capital stock

Preferred capital stock

Gross paid in and contributed surplus

Unassigned funds (surplus)

Less treasury stock, at cost:
Preferred

Surplus as regards policyholders

Total Liabilities and Surplus

$ 102,000

224,809

46,859,587

829,414

48,015,810
$ 5,054,702
4,010,000
5,000,000
438,810,933
(442,820,933)
(5,000,000)

5,054,702

$53,070,512

Northwestern National Insurance Company Segregated Account
Liabilities, Surplus, and Other Funds
As of December 31, 2010

Losses

Reinsurance payable on paid loss and loss
adjustment expenses

Loss adjustment expenses

Commissions payable, contingent commissions, and

other similar charges

Other expenses (excluding taxes, licenses, and fees)
Taxes, licenses, and fees (excluding federal and

foreign income taxes)
Unearned premiums

Funds held by company under reinsurance treaties

Amounts withheld or retained by company for

account of others
Remittances and items not allocated
Provision for reinsurance
Payable to parent, subsidiaries, and affiliates
Write-ins for liabilities:

Policy deficiency reserve

Total liabilities

Write-ins for special surplus funds:
Contingency reserve

Write-ins for other than special surplus funds:
Transfer from general account, 12-31-03

Gross paid in and contributed surplus

Unassigned funds (surplus)

Surplus as regards policyholders

Total Liabilities and Surplus

$ 3,350,000

3,000,000
1,400,000

$29,162,082

100,249
5,966,792

15,229
1,051,887

40,500
183,459
2,431,309

1,137,870
(28,273)

2,265,369
614,476

3,918,638
46,859,587

(2,695,298)

19

5,054,702

$51,914,289



Northwestern National Insurance Company of Milwaukee, Wisconsin
Summary of Operations
For the Year 2010

Underwriting Income

Premiums earned $ 0
Deductions:

Other underwriting expenses incurred $ 2,405

Write-ins for underwriting deductions:

Global commutation 119,186

Total underwriting deductions 121,591
Net underwriting gain (loss) (121,591)
Investment Income
Net investment income earned 1,622
Net investment gain (loss) 1,622

Other Income
Write-ins for miscellaneous income:

Liquidation dividends 119,969
Total other income 119,969
Net Income (Loss) $ 0

Northwestern National Insurance Company Segregated Account
Summary of Operations
For the Year 2010

Underwriting Income

Premiums earned $ 739,627
Deductions:

Losses incurred $1,375,554

Loss adjustment expenses incurred 397,957

Other underwriting expenses incurred 2,233,794

Write-ins for underwriting deductions:

Change in policy deficiency reserve 330,208

Total underwriting deductions 4,337,513
Net underwriting gain (loss) (3,597,886)
Investment Income
Net investment income earned 1,620,391
Net realized capital gains (losses) 736,301
Net investment gain (loss) 2,356,692

Other Income
Write-ins for miscellaneous income:

Recoverable balances charged off (55,607)

Liguidation dividends 234,025

Miscellaneous income 121
Total other income 178,539
Net Income (Loss) $(1,062,655)
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Northwestern National Insurance Company of Milwaukee, Wisconsin
Cash Flow
For the Year 2010

Net investment income $ 1,622
Miscellaneous income 119,969
Total 121,591
Commissions, expenses paid, and
aggregate write-ins for deductions $ 2405
Total deductions 2,405
Net cash from operations 119,186
Other cash provided (applied) (117,565)
Net cash from financing and
miscellaneous sources (117,565)
Net change in cash, cash equivalents,
and short-term investments 1,621
Cash, cash equivalents, and short-term
investments:
Beginning of year 281,148
End of year $ 282,769

Northwestern National Insurance Company Segregated Account
Cash Flow
For the Year 2010

Premiums collected net of reinsurance $ 749,057
Net investment income 1,656,594
Miscellaneous income 178,539
Total 2,584,190
Benefit- and loss-related payments $ 4,591,321
Commissions, expenses paid, and

aggregate write-ins for deductions 5,135,548
Total deductions 9,726,869
Net cash from operations (7,142,679)

Proceeds from investments sold,
matured, or repaid:
Bonds $14,569,235
Net gains (losses) on cash, cash
equivalents, and short-term
investments (4,138)
Total investment proceeds 14,565,097
Cost of investments acquired (long-
term only):
Bonds 9,609,971
Stocks 25,497
Total investments acquired 9,635,468
Net cash from investments 4,929,630
Other cash provided (applied) 716,233
Net cash from financing and
miscellaneous sources 716,233
Net change in cash, cash equivalents,
and short-term investments (1,496,817)
Cash, cash equivalents, and short-
term investments:

Beginning of year 2,889,483
End of year $ 1,392,666
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Northwestern National Insurance Company of Milwaukee, Wisconsin
Compulsory and Security Surplus Calculation
December 31, 2010

Assets
Less liabilities

Adjusted surplus

Compulsory surplus (subject to a minimum of

$2 million)

Compulsory Surplus Excess (or Deficit)

Adjusted surplus (from above)

$53,070,512
48,015,810

5,054,702

2,000,000

$ 3,054,702

$ 5,054,702

Security surplus: (140% of compulsory surplus, factor
reduced 1% for each $33 million in premium written
in excess of $10 million, with a minimum factor of

110%)

Security Surplus Excess (or Deficit)

2,800,000

$ 2,254,702

Northwestern National Insurance Company, Segregated Account
Compulsory and Security Surplus Calculation
December 31, 2010

Assets
Less liabilities

Adjusted surplus

Annual premium:
Individual accident and health
Factor
Total

Compulsory surplus (subject to a
minimum of $2 million)

Compulsory surplus excess (or deficit)

Adjusted surplus (from above)

Security surplus: (140% of compulsory
surplus, factor reduced 1% for each
$33 million in premium written in
excess of $10 million, with a minimum
factor of 110%)

Security Surplus Excess (or Deficit)

$51,914,289
46,859,587

5,054,702

$717,337
15%
$107,601

2,000,000

$ 3,054,702

$ 5,054,702

2,800,000

$ 2,254,702
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Northwestern National Insurance Company of Milwaukee, Wisconsin
Reconciliation and Analysis of Surplus
For the Three-Year Period Ending December 31, 2010
The following schedule is a reconciliation of total surplus during the period under

examination as reported by the company in its filed annual statements:

2010 2009 2008
Surplus, beginning of year $4,812,631 $4,500,535 $(2,776,678)
Net income 8,909,070
Change in provision for reinsurance 2,531,000
Write-ins for gains and (losses) in surplus:
Change in surplus of segregated

account 242,071 312,096 (4,162,857)

Surplus, End of Year $5,054,702 $4,812,631 $ 4,500,535

Northwestern National Insurance Company, Segregated Account
Reconciliation and Analysis of Surplus
For the Three-Year Period Ending December 31, 2010

2010 2009 2008

Surplus, beginning of year $ 4,812,631 $ 4,500,535 $ 8,663,388
Net income (1,062,655) (1,923,620) (3,755,826)
Net transfers (to) from protected cell

accounts
Change in net unrealized capital

gains/losses 921,088 2,090,542 (723,193)
Change in net unrealized foreign

exchange capital gains/losses 11,275
Change in provision for reinsurance 383,638 133,899 316,166
Surplus, End of Year $ 5,054,702 $4,812,631 $ 4,500,535
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Northwestern National Insurance Company of Milwaukee, Wisconsin

Insurance Regulatory Information System
For the Three-Year Period Ending December 31, 2010

The company’s NAIC Insurance Regulatory Information System (IRIS) results for the

period under examination are summarized below. Unusual IRIS results are denoted with

asterisks and are due to run-off operations.

Ratio 2010 2009
#1 Gross Premium to Surplus 0% 0%
#2 Net Premium to Surplus 0 0
#3 Change in Net Premiums Written 0 0
#4 Surplus Aid to Surplus 0 0
#5  Two-Year Overall Operating Ratio 0 0
#6 Investment Yield 0.6* 0.3*
#7 Gross Change in Surplus 5.0 7.0
#8 Change in Adjusted Surplus 5.0 7.0
#9 Liabilities to Liquid Assets 16,981~ 18,542*
#10  Agents’ Balances to Surplus 0 0
#11 One-Year Reserve Development to
Surplus 0 0
#12 Two-Year Reserve Development to Surplus 0 0
#13 Estimated Current Reserve Deficiency to
Surplus 0 0

Northwestern National Insurance Company, Segregated Account

Insurance Regulatory Information System
For the Three-Year Period Ending December 31, 2010

Ratio 2010 2009
#1 Gross Premium to Surplus 14.0% 14.0%
#2 Net Premium to Surplus 14.0 14.0
#3 Change in Net Premiums Written 4.0 -14.0
#4 Surplus Aid to Surplus 0 0
#5 Two-Year Overall Operating Ratio 310.0* 318.0*
#6 Investment Yield 3.4 3.6
#7 Gross Change in Surplus 5.0 7.0
#8 Change in Adjusted Surplus 5.0 7.0
#9 Liabilities to Liquid Assets 140.0* 131.0%
#10 Agents’ Balances to Surplus 0 0
#11 One-Year Reserve Development to
Surplus 0 0
#12 Two-Year Reserve Development to Surplus 0 0
#13 Estimated Current Reserve Deficiency to
Surplus 94.0* 30.0*
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2008

0%
0
0
0
0

2.

8*

999*
999*
15,154*

2008

0

0
0

0

18.0%

18.0

-3.0

0
206.0*

3.9
-48.0*

-48.0
125.0*

0

0
0

68.0*



Four-Year Experience of Northwestern National Insurance Company of Milwaukee, Wisconsin

Surplus as
Admitted Regards Net
Year Assets Liabilities Policyholders Income
2010 $53,070,512 $48,015,810 $ 5,054,702 $ 0
2009 56,944,436 52,131,805 4,812,631 0
2008 60,070,880 55,570,345 4,500,535 8,909,070
2007 69,448,434 72,225,112 (2,776,679) 44,471,299

Initial payments that were made in 2008 in accordance with the Global Commutation
plan effectively release the company from any and all liabilities to its reinsureds except for the
reinsureds’ rights and interest in the assets of the Segregated Account after all obligations of the
Segregated Account are satisfied. Starting in 2009, the General Account does not report any loss
and loss adjustment expense reserve. Net income reported by the company in 2007 and 2008
was the result of recording the effect of global commutation, including the results of reducing the
loss reserves and the reinsurance payable on paid losses for the companies that entered into
global commutation and the effect of the change in present value of discounted reserves. As of
December 31, 2010, the general account reported surplus of $0, and the segregated account
reported surplus of $5,054,702. As the table depicted below shows, the general account did not

report any underwriting activities in the last four years.

Gross Net Loss
Premium Premium Premium and LAE Expense Combined
Year Written Written Earned Ratio Ratio Ratio
2010 $0 $0 $0 0% 0% 0%
2009 0 0 0 0 0 0
2008 0 0 0 0 0 0
2007 0 0 0 0 0 0
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Four-Year Experience of Northwestern National Insurance Company, Segregated Account

Year

2010
2009
2008
2007

Year

2010
2009
2008
2007

Admitted
Assets

$51,914,289

Gross

Premium

Written

$717,337
686,462
795,919
818,257

55,789,834
58,468,640
64,356,477

Net

Premium

Written

$717,337
686,462
795,919
818,257

Liabilities

$46,859,587
50,977,203
53,968,105
55,693,088

Premium

Earned

$739,627
745,544
796,269
801,441

Surplus as
Regards
Policyholders

$5,054,702
4,812,631
4,500,535
8,663,392

Loss

Net
Income

$(1,062,655)

(1,923,620)

(3,755,826)
2,784,365

and LAE Expense Combined

Ratio

240%
354
409
356

Ratio

357%
252
114
119

Ratio

597%
606
523
475

The above ratios reflect the company’s status as being in run-off. The remaining

block of business that generates premiums is primarily guaranteed renewable accident and

health.
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Reconciliation of Surplus per Examination
No adjustments were made to surplus as a result of the examination. The amount of

surplus reported by the company as of December 31, 2010, is accepted.
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Vill. SUMMARY OF EXAMINATION RESULTS
Compliance with Prior Examination Report Recommendations

There were no specific comments and recommendations in the previous examination

report.
Summary of Current Examination Results
Reserves for Losses and Loss Adjustment Expense

This examination contracted the services of an independent actuary for the evaluation
of the reasonableness of NNIC's loss and loss adjustment expense reserves for its segregated
account. The independent actuary determined that reserves for losses and loss adjustment
expenses:

o Meet the requirements of the insurance laws of the State of Wisconsin,

e Are consistent with reserves computed in accordance with accepted actuarial

standards and principles, and

e Make a reasonable provision for all unpaid loss and loss adjustment expense

obligations of NNIC under the terms of its contracts and agreements

The study conducted by the actuary included a review of the methods and
assumptions used by NNIC to estimate their recorded reserves, along with the results of the
actuary’s independent estimates. The examiners tested the NNIC claim records, verifying the
validity of the data used by the actuary in evaluating reserves.

As discussed in the “Run-off and Rehabilitation Plan” section of this report, NNIC
created a Segregated Account for its obligations to its direct policyholders pursuant to an order of
Wisconsin's Commissioner of Insurance dated May 13, 2004. The liabilities of the Segregated
Account included a provision for adverse deviation beyond the expected value of the unpaid claim
liabilities as of December 31, 2003. Based on the study performed by Milliman USA in 2004, this
provision placed the unpaid claims liabilities at approximately the 90" percentile confidence level.
The statistical analysis that this study was based upon has not been updated since 2004. Upon
the OCI’s request, the independent actuary applied certain factors from the Milliman study to the

reserves reported as of December 31, 2010, to estimate the level of confidence built in the

reserves. The actuary concluded that it is likely, provided that NNIC is in run-off status and the
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uncertainty inherent in estimating the reserves is much lower that it was in 2003, that the reserves
recorded as of December 31, 2010, are at or above the 90% confidence level.
Succession Plan
The company does not have a formal succession plan that ensures that employees
are constantly developed to fill each needed role. With a limited number of employees and a time
horizon that might exceed a few decades, succession planning provides an important tool to
ensure that critical knowledge and expertise is not lost in the event of the departure, either
unexpected or planned, among the current employees. It is recommended that the company
develop a formal succession plan to ensure that its operations continue in the most effective and
efficient manner.
Permitted Accounting Practices
NNIC has been permitted the following accounting practices for the filing of its
statutory statements:
1. 6.5% discount for loss and loss adjustment reserves in the General
Account. This discount is reported in the annual statement, page 3,
as a “present value offset to loss and loss adjustment reserves.”
This permitted practice was eliminated in 2008 due to the
commutation of all loss and loss adjustment expense reserves.
2. Schedule P annual statement filing exemption. Current reserves
originate in incurred years earlier than the standard Schedule P
statement format.
3. Reporting reserves using loss adjustment expense and unallocated
loss adjustment expense designations, not DCC. This business
originated prior to the DCC accounting conversion.

4. Risk-based capital filing exemption, due to being a run-off operation.

5. Insurance Expense Exhibit annual statement filing exemption.
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IX. CONCLUSION

The primary focus of this examination was the determination of reserve adequacy and
approximation of the level of confidence built in reserve. The independent actuary concluded that
it is likely that the reserves recorded as of December 31, 2010, are at or above the 90%
confidence level.

In 1986, the company began a run-off operation. Except for mandatory writing such
as guaranteed renewable accident and health policies, assignment, and retro adjustments or
endorsements to prior-year policies, NNIC writes no business. On March 8, 2007, NNIC was
placed in rehabilitation. In 2010, all payments required under the rehabilitation plan have been
made as required by the rehabilitation plan. A final distribution will be made to the reinsurers
when the Segregated Account business is settled.

As of December 31, 2010, surplus of Northwestern National Insurance Company of
Milwaukee, Wisconsin, was equal to the surplus of the Segregated Account of $5,054,702. The
current examination resulted in one recommendation related to developing a formal succession

plan.
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X. SUBSEQUENT EVENTS
On March 15, 2011, Compass Insurance Company redeemed 30,606 shares of
common stock from NNIC. The parties executed the stock redemption as part of the longer-term
initiative of NNIC to liquidate its investment in Compass. NNIC received $3,000,023 for the
redeemed shares, which was equal to the carrying value of such shares of NNIC. The stock

redemption was approved by the New York Department of Insurance on February 23, 2011.
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XI. SUMMARY OF COMMENTS AND RECOMMENDATIONS

1. Page 29 - Succession Plan—It is recommended that the company develop a formal
succession plan to ensure that its operations continue in the most effective
and efficient manner.
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