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(Jeffery and de Pbunales) and McDonough, who had been introduced to the Board by
Goldman Sachs. .
191 . At a Board meeting conducted on February 1, 2000, de Pourtales, one of
the two Goldman Sachs Managing Directors who was then on the Board, reported on his
interview of Ford for the position of outside Director. |
192 Ata B(;ard meeting conducted on chh 7, 2000, Jeffery, one of the twe
Go!cﬁna.n Sachs Managing Directors who was then on the Board, moved that Ford be
clected to the Board. At that Board meeting. Ford was appointed to the Board, and also

. appointed to the Audit and Compensation Committees.
193 In or about April 2000, Crane rcpiaced Cooke as Chairman of AlphaStar.
194 Upon information and belief, this management change was undertaken at
the insistence of the Goldman Sachs Entities.
195 In or about May 2000, Christie became a member of the Board.

196 Upon information and belief, Christie was addgd to the Board at the

insistence of the Goldman Sa'chs Entitics.

197 In or about August 2001, Elliott became a mmbcr of the Board.

198 Upon information and belief, Elliott was added to the Board at the

insistence of the Goldman Sachs Enlilies.

199 Upon information and belief, the Goldman Sachs Entities, Jeffery and de

Pourtales may have kept Ford, Christie and Elliott, and possibly McDonough, in the dark
as 1o the true state of affairs at AlphaStar.
200 On or about November 13, 2001, Cooke resigned as a Director of

AlphaStar,
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201 Upon information and belief, Cooke was forced to resign at the insistence

of the Goldman Sachs Entities.

v. Goldman Sachs Entities Caused AlphaStar to Squander Millions of
Dollars and to Defraud Innocent Third Parties, including AIM

202 " From at least 1999 until at least January 2003, the Goldman Sachs Entities
had such influence over the Board of Directors of AlphaStar that the Goldman Sachs
Entities exercised de facto control over the Board of Directors of AlphaStar.

2'03' . From at least 1999 unti] at least January 2003, as a rcsult of their control
over the Board uf Directors of AlphaStar, the Geldman Sachs Entities exercised control
over the assets and affairs of AlphaStar and its subsidiaries.

204 Upon information and belief, m 2003, Norman Feit (an in—housg attomey
at Goldman Sachs and/orv Goldman Sachs Group) characterized Jeffery’s role at
AlphaStar as “effectively running SC [Stirling Cooke] until they could get a new CEO.”
205 As a result of the control exercised by the Geldman Sachs ’Entities, the
Goldman Sachs Entities held a position of trust with respect to AlphaStar, and therefore
owed fiduciary duties to AlphaStar. | |
206 The Goldman Sachs Entities abused their trust and breached their

fiduciary duties in the manner described herein.

207 The Goldman Sachs Entities put preservation of their reputation above
their duties to AlphaStar.
208 Upon information and belief, the Goldman Sachs Entities uscd

AlphaStar’s corporate form to perpetrate a fraud.
209 Upon information and belief, the Goldman Sachs Entities used

AlphaStar’s corporate structure as a means to avoid or conceal liability, and wasted
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AlphaStar’s corporate assets to do so, for the purpose of protecting the reputation and
economic interests of the Goldman Sachs Entities.
210 IUpon information and belief, the Goldman Sacl;s Entities used
AlphaStar’s corpc-mnel form to evade a contractual or other legal obligation.

211 | Upon information and belief, the Goldman Sachs Entities used
AlphaStar’s corporate structure as a facade to insulate themselves from liability to
- AlphaStar’s shareholders and creditors. »
212 Upon information and helief. notwithstanding AlphaStar’s insolvency, the
Goldman Sachs Entities cavsed the business of AlphaStar to be carried on with the intent
to deceive unknowing third parties and creditors, including AIM, of AlphaStar or for
other fraudulent, dishonest or improper purposes.
213 Upon information and belief, the Goldman Sachs Entities exercised an
inordinate amount of c;mtrol over AlphaStar, creating an extreme unity of interest and
ownership, such that the Goldman Sachs Entities and AlphaStar no longer had separate
personalities.
214 Upon information and belief, the Goldman Sachs Entities used their
control over AlphaStar to, infer alia, perpetrate a fraud against AIM.
25 Upon information and belict, the cantro] exercised by the Goidmzun Sachs
Emtities over AlphaStar and fraud or injustice perpetrated by the Goldman Sachs Entities
_ proximately caused harm to AIM.
216 As of December 31, 1999, AlphaStar’s audited consolidated financial

statements, as reported on Form 10-K filed with the SEC on March 30, 2000, reported
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that AlphaStar had more than $50 million in cash and more than $30 million in
marketable securities. |

217 -Over the next several years, the Goldman Sachs Entities, Jeffery and de
Pourtales, with the assistance of Cooke, Jones, Quick, Crane, certain of other Individual
Defendants and Andersen, wasted at le:;st $80 miilion of AlphaStar’s funds (conéisting of
more than $50 million in cash and more than $30 million in marketable securities
reported on Form 10-K filed with the SEC on March 30, 2000) by paying legal fees to
defend conduct that they knew,-or absent a reckless disregard for the truth should have
known, was fraudulent, incurring exorbitant audit and consulting fees for an insolvent
entity riddled with fraud, continuing to make investments in worthless and hopelessly
insolvent subsidiaries, consummating setilements that benefited creditors of AlphaStar’s
hopelessly insolvent subsidiaries to the detriment of AlphaStar and its own creditors,
paying excessive salaries, paying exorbitant Directors’ fees, declaring dividends and
redeeming stock; -and incurred further liabilities, thereby deepening the insolvency of
AlphaStar, as described in greater detail herein, all in an effort to maintain a fagade that
AlphaStar and its subsidiaries, including Rcalm, were viable and to cover-up the fact that
AlphaStar was an insolvent>enterprise riddled with fraud.

218 If the Goldman Sachs Entities had not put preservation of their rcpulatidn
above their duty to AlphaStar, more than $80 million of AlphaStar’s funds would net
have been wasted on such fruitless activities, and AlphaStar would not have been able to

perpetrate a fraud on AIM.

219 ) Commencing in 2000 and continuing through 2003, AlphaStar spent at .

least $15 million on legal fees, audit fees and consulting fees.
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220 The expenditure of so much cash on legal fees, audit fees and consulting -

- fees for an insolvent business riddled with fraud was a waste (;f corporate assets.
221 Such expenditﬁre was orchestrated by the Goldman Sachs Entities, Jeffery
and de Pourtales, with the assistance of Cooke, Jones, Quick, Crane, Lawless, Del Tufo
and certain of the other Individual defendants.
222 - Commencing in or about 2000 and continuing through at least 2002,
AlphéStar si)ent at least .51 5 million- i)aying offT;x.xstmark- and som;: of the; .other creaitors
‘, of AlphaStar’s hopelessly insolvent subsidiaries who had been defrauded b; prior
management.
223 | The expenditure of so much cash on settlements with just a handful of
defrauded ;;reditors of AlphaStar’s hopelessly insolvent subsidiaries was a waste of
AlphaStar’s corporate assets.

224 Such expenditure was orchestrated by the Goldman Sachs Entities, Jetfery
and Qe Pourtales, with the assistance of Cooke, Jones, Quick, Crane, Lawless and others.
. 225 At his May 11, 2006 Bankruptcy Rule 2004 examination, Crane testified
lhzﬁ during 2000 and 2001 some Directors (including Crane and Ford) were concerned
about paying dividends because AlphaStar had negative cash flow, but Jeffery and de
Pourtales were in favor of continuing to pay dividends because “they were just concerned

about the external appearances.”

226 During 2000 and 2001, the Goldman Sachs Entities, Jeffery and de
Pourtales, with the assistance of Cooke, Jones, Quick, Crane, Lawless, Del Tufo and
certain of the other Individual defendants caused a then 'mséﬂvent AlphaStar to waste at

least $2 million on dividends.

1503

1504

; ('{_;\C-



227 According to AlphaStar’s SEC filings, (a)in July 1999, Quick’s base
salary was increased from $200,000 to $325,000 per annum (and continued at such
increased level thereafter), and in 1§99 Quick received a cash bonus in the amount of
$150,000; (b) in November 1999, Crane was hired at a base salary of $400,000 per
annum (which continued at such level thereafter), and in 1999 Crane received a cash
bonus in the amount of $100,000; and (c)in 1999, Jones received a base salary of
$275,000 (which continued at such level thereafier) and a cash bonus in the amourﬁ of
$50,000.

228 ~ According to AlphaStar’s SEC filings, for salaries and benefits, AIphaStat
spent $19,688,000 in 2000 and $17,782,000 in 2001.

229 The expenditure of so much cash on salaries and benefits for an insolvent
business riddled with fraud was a waste of corporate asscts.

230 Such expenditure was orchestrated by the Goldman Sachs Entities, Jeffery
and de Pourtales, with the assistance of Cooke, Jones, Quick, Crane, Lawless, Del Tufo
and certain of the other Individual defendants.

231 Upon information and belief, according to AlphaStar’s Board minutes and
Crane’s testimony, Goldman Sachs and Donaldson, Lufkin & Jenrette both attempted to
sell AlphaSiar during 1999.

232 The Goldman Sachs Entities cansed AlpbaStar to engage Donaldson,
Lufkin & Jenrette to sell AlphaStar and explore strategic alternatives.

233 Upon infqrmation and belief, the efforts of Goldmag Sachs and
Donaldson, Lufkin & Jenrette to sell AlphaStar were unsuccessful because prospective

buyers were concetned over the fraudulent conduct described in the RICO Action and
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AlphaStar’s connections with convicted felons and other unsavory characters. As Crane
testified at his May 11, 2006 Bankruptcy Rule 2004 examination: “They [Goldman
Sachs] actually engaged another investment banker, Donaldson, Lufkin & Jenrette, DLJ,
it was either in ‘98 or early ‘99 to try selling the company and DLJ tried unsuccessfully
and reported back to Goldman or perhaps technically the Stirling Cooke Board that they
couldn’t find any buyers with strong enopgh _gtbnlz_achsr who had the guts to step up and
» swing the bat.”

234 By 1999, AlphaStar and its subsidiaries were suhject to numerous
allegations of fraud and misrepresentation, numerous counterparties had rescinded their
contractual obligations to AlphaStar and its subsidiaries based on ,such misconduct,
AlphaStar z_md its subsidiaries were finding it difficult to transact their remaining
business, the Bermuda Subsidiaries were in run-off, the U.K. Subsidiaries were being
wound down, most of AlphaStar’s subsidiaries were insolvent, and AlphaStar's
businesses were no longer viable.

235 At his May 11, 2006 Bankruptcy Rule 2004 examination, Crane testified
that he was hired in part because of his capacity to work with a “turnaround” company.
236 As a result of their knowledge of AlphaStar’s financial condition and
AlphaStar’s subsidiaries’ complicity in defrauding connterparties, the results of the
Investigation and the Goldman Sachs Investigation, and/or publicly reporied events, by
.1999 (and by 2000 in the case of Crane), the Goldman Sachs Entities, Jeflery, de
Pourtales, Cooke, Jones, Quick, certain of the other Individual Defendants and Andersen
knew, or absent a reckless disregard for the truth should have kno»;'n, that AlphaStar’s

businesses were rife with fraud, that AlphaStar’s businesses were no longer viable, that
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most assets were impaired, that AlphaStar could not withstand the continuing onslaught

of litigation claims, and that AlphaStar faced a probablc loss of stapgering proportions.

D. Wrongful Redemption and Fraudulent Transfer to the Goldman
' Sachs Entities

237 On December 31, 2002, AlphaStar announced that it had repurchased all
of the shares held by the Goldman Sachs Entities, amounting to 2,181,775 or 22.9% of its
ordinary shares (the “Goldman Sachs Redemption™).

238 Upon information and belief, on December 31, 2002, Crane advised the
other Board members that he had hastily negotiated this qansaction without their
approval, and that the Goldman Sachs Entities had agreed to accept a note in lieu of cash.
239 Upon information and belief, at a Board meeting conducted on January 7,
2003, the Director Defendants unanimously (with de Pourtales, a Goldman Sachs
Managing Director,l abstaininé) approved the redemption of the shares of stock held by
the Goldman Sachs Entities.

240 Yet, such Board approval of the redemption of stock was made more than
one year after the Board had suspended paying dividends.

241 Moreover, such Board approval of the rede;nption of stock was made
approximate]y nine months after Crane’s April 10, 2002 letter to shareholders, quoted
above, in which Crane reported, inter alia, that AlphaStar would necd more capital.

242 A In fact, at least as early as the November 13, 2001 Board meeting, the
Director Defendants recégnized that AlphaStar required a “significant capital infusion.”
243 On January 30, 2003, less than one month after AIM had been defraudfad
into loaning AlphaStar $1.5 million (as described in further detail hereinafter), AlphaStar

wired $109,088.79 to Goldman Sachs Group to pay for the redemption of the stock held
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by the Goldman Sachs Entities, and/or to satisfy the notes issued to the GS Funds in
connection with the redemption announced on December 3 1, 2002 (the “Goldman Sachs
Transfer”). -

244 " Upon information and belief, at the next Board meeting, conducted on
March 11-12, 2003, afier the Audit Committee discussed with KPMG the possibility of a
going concern qualification in KPMG's opinion, the Director Defendants then serving
unanimously ~ agreed that management should proceed promptly to dcvelop‘ a
comprehensive plan of liquidation.

245 At the times of the Goldman Sachs Redemption and the Goldman Sachs
Transfer, AlphaStar did not have surplus.

246 AlphaStar and its subsidiaries were iﬁsolvcnt on the dates of the Goldman
Sachs Redemption and the Goldman Sachs Traﬁsfer, or became insolvent as a result of
the Goldman Sachs Redemption and the Goldman Sachs Transfer.

247 When the Director Defendants caused AlphaStar to effectuate the
Goldman Sachs Redemption and the Goldman Sachs Transfer, the Director Defendants
did not have reasonable grounds for believing that after such transactions (a) AlphaStar
would be solvent and (b) the realizable value of the A]pﬁaStar’s assets would exceed the
aggrepate of its lié]bililies, issued share capital and share premium account.

248 . At the time or as a result of the Goldman Sachs Redemption and the
‘Go]dmaAn Sachs Transfer, AlphaStar was engaged in business or a transaction, or was
about 1o engage in business or a transaction, f?)r which any property remaining with the:

Debtors was an unreasonably small capital.
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249 At the time or as a result of the Goldman Sachs Redemption and the
Goldman Sachs Transfer, AlphaStar intended to incur, or believed that it would incur,

debts that would be beyond its ability to pay as such debts matured.

250 The Goldman Sachs Transfer was mad;e 1o or for the benefit of Goldman
Sachs.
E. Andersen

251 Defendant Andersen was the independent auditor of AlphaStar and its
subsidiaries at all times relevant hercin and conﬁ;luing up to approximately May 2002.
Defendant Andersen was engaged by AlphaStar to audit the consolidated financial
statements of AlphaStar and its subsidiaries. Andersen was aware that such audited
financial statcments would be included in filings with the SEC, including the annuai

Form 10-K filed by AlphaStar for public consumption.

252 In the course of its business, Anderson knew and intended that third

parties, including AIM and others similarly situated, would rely upon the audited

{inancial statements of AlphaStar and its subsidiaries which Anderson prepared.

F. Insolvency of AlphaStar and Realm

253 AlphaStar and its subsidiaries have been insolvent or in the zone of
insolvency since at least 1999,

254 The Goldman Sachs Entities, the Individual Defendants and Andersen
knew, of absent a reckless disregard for the truth should have knqwn, that AlphaStar and

its subsidiaries had been insolvent or in the zone of insolvency since at least 1999.
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255 As a resuit of AlphaStar’s false and nﬁsleading financial statements
prepared by Andersen, AlphaStar and its subsidiaries were able to continue in business
despite their insolvency, and to defraud innocent third parties, including ATM.

256 The Goldman Sachs Entities, the Individual Defendants and Andersen

should have foreseen that prolonging the existence of Alph_aStar and its subsidiaries

would not result in the maximization of cnterprise value but would only lead to more

funds being squandered, the insolvency of AlphaStar and its subsidiaries being decp(.md
and third parties, such as AIM, being defrauded.
257 As a result of the actions of the G(;]dman Sachs Entities, the Individual
Defendants and Andersen, the life of AlphaStar and its subsidiaries was fraudulently
prolonged beyond mso]vcncy, thereby resulting in damage to AIM, which rehed to its
detriment on the financial statements of AlphaStar and its subsidiaries and the apparent
viability of said companies.

G. Findings by U.K. Court of Massive Reinsurance Fraud
258 By opinion and order dated February 25, 2000, the complaint in the RICO
Action wﬁs dismissed as to AlphaStar and its subsidiaries on the ground of forum non
conveniens, and that the case shguld be brought in the United Kingdom, not the United
States. |
259 On February 29, 2000, Odyssey Re, which was then called Sphere Drake
Insurance Ltd. & Odyssey Re (London) Ltd. (“Sphere Drake™), brought an action styled
Sphere Drake Insurunce Ltd. & Odyssey Re (London) Lid. v. Euro International
Underwriting Ltd. & Others (the “Sphere Drake Case™ in Qucens Bench Division

(Commereial Court), London, the United Kingdom (the “U.K. Court™), generally alleging
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fraud and conspiracy as between SCBIB, SCBRB, Nicholas Brown and Jeff Butler (an
employee of the U.K. Subsidiaries), on the one hand, and Euro intemational
Underwriting Ltd. and certain individuals, on the other h_aud.

260 According to the July 8, 2003 ruling of the U.K. Court: The Sphere Drake
Case arose out of the part of the reinsurance market which, in the 1990s, traded in the
losses generated by U.S. Workers® Compensation insurance and rclateq products.

Typically, a standard Workers' Compensation policy would be reinsured after business

comprising section B of the Workers’ Compensation Act had been carved out (“WC -

Carveout™). The participants were a small circle of brokers, agents and insurance
companies which operated in that market, principally in London and Bermuda, -though
with some participation from the United States. The sums involved in t}us market were
large (several biltion U.S. dollars).

261 | Sphere Drake challenged\its obligations with respect to the writing of WC
Carveout based on the conspiracy, fraud and dishonest breach of fiduciary duty of SCBIB
and others.

262 The UK. Court “appl[ied] the criminal standard because the allegations
made by [Sphete Drake] were so serious and amounted to allegations of serious criminal
con&uct involving many millions of dollars.”

263 In a 1,600-page decision dated July 8, 2003, which is available online at
http://www.uniset.ca/lloydata/2003EWHC1636Comm.htm], the UK. Court authorized
Sphere Drake to reject its claims under the reinsurance contracts as a result of the

fraudulent conduct of SCBIB and others.
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264 Early in the decision, the U.K. Court observed that: “If [Sphere Drake’s]
case was correct, then the dishonesty of SCB [SCBIB] and those invelved with them in
this particular part of the reinsurance market was, by reason of its sheer scale, the
amounts of money involved and the corruption of standards it brought about, probably as
grave as any in the long history of the insurance and reinsurance market.”

265 - After conducting a trial lasting about one year and analyzing the plethora
of evidence, the UK. Court in fact conciuded th}nt SCBIB and .Ehro I;ﬁema-tional “acted
with grave dishonesty; the events set out a chronicle of deception that induced insurers to
become involved in a business in which they would never have been involved if the
business had been properly explained to them.”

266 The U.K. Court found that: “The market which traded in losses in this way
was onc in which no rational and honest person would participate (either by committing
his capital or by writing a line on a reinsurance of the business) if he had understood the
market and proper disclosure had been made: (i) The risks were enormous; for example,
the business was opague, losses of any size had to be anticipated;. even a small
participation of 5% of an account could expose the participant to Buge losses. (i1) Losses
were passed higher to successive tiers of reinsurance. (1) Each time the losses were
passed, the premium was dimin-ishcd by the commission the brokers touk and by the need
to reinsure at a premium that enabled (herreinsured to pay his retained losses. (iv) There
were delays .md severe cash flow implications. (v) There were risks of insurers avoiding
or becoming insolvent and of the inability to renew the reinsurances once the reinsurers

appreciated the losses. (vi) The market was obviously unsustainable.”
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267 The U.K. Court “accept[ed] that there are analogies to this market that can

be drawn with pyramid schemes.”

268 In short, the U.K. Court found that SCBIB and others had orchestrated a -

massive reinsurance fraud by deliberately accepting business known to produce losses in
excess of the premium, pocketing the premiums and passing on the undisclosed risks to
reinsurers (including Sphere Drake) for even less premium.

269 Even lhougﬁ Sphere Drake had only engaged in the market for 18 months,
the UK. Court estimated Sphere Drake’s losses at $250 million.

270 The UK. Administrators have advised that other reinsurers bave similar
claims against SCBIB, and that total fraud claims could exceed $750 million, making this
one of the largest' frauds in UK. history.

27N Andersen, the Goldman Sachs Entities and the Individual Defendants were

well aware of the Sphere Drake litigation and the U.K. Court’s ruling.

H. AlphaStar’s False and Misleading Financial Statements

272 During all times relevant herein, AlphaStar and its subsidiaries, including
Realm, reported financial resu!ts on a consolidated basis. )

273 As a result of their knowledge of AlphaStar’sAﬁnancial condition and
AlphaStar’s subsidianies” complicity in defrauding counterpartics, the resulis of the
Investigation and the Goldman Sachs Investigation, and/or publicly reported events, the
Goldman Sachs Entities, Jeffery, de Pourtales, Cooke, Jones, Quick, Crane, Lawless, Del
Tufo, certuin of the other Individual Defendants and Andémcn knew, or absent a reckless
disregard for the truth should have known, that AlphaStar’s financial statements were

false and misleading in that they overstated revenues and shareholders’ equity,
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understated losses, and failed to properly reserve for litigation claims because losses from
such litigation claims were then Rrobable and capable of being reasonably cstimated.

274 In order to perpetuate their scheme to cover-up AlphaStar’s w.oes, the
Goldman Sachs Entities, Jeffery and de Pourtales, with the assistance of Cooke, Jones,
Quick, Crané, Lawless, Del Tufo and certain of the other Individual Defendants caused
false financial staternents, which contained material misstatements, 1o be prepared and
filed with the SEC, for public consumption. A |

275 At the time these false financial statements were filed with the SEC. the
Goldman Sachs Entities, Jeffery and de Pourtales, Cooke, Jones, Quick, Crane Lawless,
Del Tufo and certain of the other Individual Defendants knew, or absent a reckless
disregard for the truth should have known, that the financial information contained
therein was false and misleading, but filed them anyway in order to deceive Alp};aStar, its
creditors, innocent third parties such as AIM and those members of AlphaStar’s Board of
Directors and Audit Committee who were unaware of any wrongdoing.

276 The UK. Court determined that “the prospectus [issued by Goldman
Sachs in connection with the IPO] was grossly misleading in not properly describing the
true nature of the reinsurance business.”

277 This finding wz‘u bascd on the fact that the prospectus “did not describe
the fact that the reinsurance was placed on a basis that was gross loss making and that it
was built on the risk that the reinsurance might not respond.”

278 On March 30, 2001, AlphaStar filed its annual report on Form 10-K with

the SEC for the ycar ending December 31, 2000 (the “2000 Form 10-K”).
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279 AlphaStar’s financial statements for the year ending December 31, 2000
were presented to the Board and approved by the Director Defendants then serving as
Directors.

280 Andersen audited AlphaStar’s consolidated financial statements that were
contained in the 2000 Form 10-K.

281 As of December 31, 2000, AlphaStar’s audited consolidated financial
statements, as reported in the 2000 Form 10-K, reported insurance and reinsurance
balances receivable in the amount of $872.666,000.

282 According to AlphaStar’s rt;.cords and SEC filings, at least $800 million of
the insurancc and reinsurance balances receivable reported in the 2000’ Form 10-K were
attributable to the U.K. Subsidiaries.

283 The 2000 Form 10-K disclosed that: “It is the opinion of management that
the claims described in Sphere Drake’s action are without merit and the casc is being and
will be defended vigorously.”

284 Such disclosure was inadequate, false and misleading, and known to be so
at the time by the Goldman Sachs Entities, Jeffery, de Pourtales, Cooke, Jones, Quick,
Crane, Lawless, Del Tufo and certain of the other Individual Defendants and Andersen.
285 Notwithstanding the negative fallout from the Sphere Drake Case and ll;cir
own knowledge of AlphaStar’s misconduct, the Goldman Sachs Entities, Jeffery and de
Pourtales, with the assistance of Couke, Jones, Quick, Crane, Lawless, Del Tufo and
certain of the other Individual Defendants caused AlpbaStar to improperly set aside little

or no reserves with respect to the Sphere Drake Case {or other litigation claims) in
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AlphaStar’s consolidated fmancial statements that were contained in the 2000 Form 10-
K.

286 - For the year ending December 31, 2000, AlphaStar’s audited consolidated
financial statements, as reported in the 2000 Form 10-K, reported net losses on operations
in cxcess of $27 million on total revenues of just under $51 million.

287 If AlphaStar had properly reserved for the Sphere Drake Case and other
litigation claims, Afph;;Star’s 'x'xel iosses would have been significantly higher.

288 AlphaStar’s audited financial statements for the year cnding December 31,
2000, as reported in the 2000 Form 10-K, reported positive shareholders’ equity in the
amount of $56,879,000 as of December 31, 2000. V
289 If AlphaStar had properly rescrved for the Sphere Drake Casc and other
litigation claims, rather than having shareholders’ equity in excess of $56 million,
AlphaStar’s balancé sheet would have reflected a significant sharcholders’ deficit.

290 As of Dccerﬁber 31, 2000, AlphaStar’s ass;;cts were impaired and
AlphaStar and its subsidiaries were insolvent.

291 At the time the 2000 Form 10-K was filed, the Goldman Sachs Entities,
Jeffery, de Pourtales, Cooke, Jones, Quick, Crane, Lawless, Del Tufo, certain of the other
Individual Defendants and Andersen knew, or absent a reckless Jisregard for the truth
should have kpown, that the financial information contained thereixi was false and
mis.leading. Nevertheless, the Goldman Sachs Entities and certain of the Individua]
Defendants caused the 2000 Form 10-K to be filed fo perpetuate their scheme to cover-up

" AlphaStar’s woes.
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292 On April 3, 2002, AlphaStar filed its amended annual report on Form 10-
K with the SEC for the year cnding December 31, 2001 (the 2001 Form 10-K”).

293 AlphaStar’s financial statements for the year ending December 31, 2001
were presented to the Board and approved by the Director Defendants then serving as
Directors. |

294 Defendant Andersen audited AlphaStar’s consolidated financial statements
that were contained in the 2001 Form 10-K.

- 295 As of December 31, 2001, AlphaStar’s audited consolidated financial
statements, as reported in the 2001 Form 10-K, reported insurance and reinsurance
balances receivable in the amount of $1,040,649,000.

296 According to AlphaStar’s records and SEC filings, at least $900 million of
the insurance and reinsurance balances receivable reported in the 2001 Form 10-K were
attributable to the U K. Subsidiaries.

297 The 2001 Form 10-K disclosed that: “It is the opinion of management that

the claims described in Sphere Drake’s action are without merit and the case is being and

will be defended vigorously.”
298 Such disclosure was inadcquate, false and misleading, and known to be so
at the time by the Goldman Sachs Entities, de Pourtales, Crane, Lawless, Del Tufo ar;d

certain of the other Individual Defendants and Andersen.

299 Notwithstanding the negative fallont from the Sphere Drake Case and their’

own knowledge of AlphaStar’s misconduct, the Goldman Sachs Fntities, de Pourtales,
Crane, Lawless, Del Tufo and certain of the other Individual Defendants caused

AlphaStar to improperly set aside little or no reserves with respect to the Sphere Drake
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Case (or other litigation claims) in AlphaStar’s consolidated financial statements that

were contained in the 2001 Form 10-K.

300 For the year ending December 31, 2001, AlphaStar’s audited consolidated

financial statements, as reported in the 2001 Form 10-K, reported net losses on operations -

in excess of $21 million on total revenues of just over $50 million.

301 If AlphaStar bad properly reserved for the Sphere Drake Case and othgr

Htigat;Aoﬁ c]ai-ms, Alphaéiar’s n-et loss;as would have been significantly higher.

302 AlphaStar’s audited financial statements for the year ending December 31,
-

2001, as reported in the 2001 Form 10-K, reported positive shareholders’ equity in the

amount of $35,505,000 as of December 31, 2001.

303 If AlphaStar had properly reserved for the Sphere Drake Case and other

litigation glaims, rather than having shareholders’ equity in excess of $35 million,

AlphaStar’s balance sheet would have reflected a significant shareholders’ deficit.

304 As of December 31, 2001, AlphaStar’s assets were impaired and

AlphaStar and its subsidiaries were insolvent.

305 At the time the 2001 Form 10-K was filed, the Goldman Sachs Entities, de

Pourtales, Crane, Lawless, Del Tufo, certain of the other Individual Defendants and

Andersen knew, or absent a reckless disregard for the truth should have known, that the

financial information contained therein was false and misleading. Nevertheless, the

Goldman Sachs Entities and certain of the Individual Defendants caused the 2001 Form

10-K 10 be filed 1o perpetuate their scheme to cover-up AlphaStar s woes.

306 As late as November 14, 2002, AlphaStar filed a Quanterly Report on

Form 10-Q with the SEC for the period ending September 30, 2002 in which AlphaStar -
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reported, on a consolidated basis, assets in the amount of $1,097,084,000 and
sharcholders’ equity in the amount of $13,760,000 as of September 30, 2002.

307 As of September 30, 2002, Alpl;aStar’s assets were impaired and
AlphaStar and its subsidiaries were insolvent.

308 As late as July 18, 2003, i.e., afler the adverse ruling in the Sphere Drake
Case and the appointment of the UK Administrators, AlphaStar filed a2 Current Report
on Form 8—Kl with the SEC in which AlphaStar reported that: “A recent balance sheet of
thg company [SCBIB] disclosed insurance broking assets and liabilitics in excess of $900
million.”

309 As of July 18, 2003, AlphaStar’s assets were impaired and AlphaStar and
its subsidiaries were insolvent. |

' 310 As aresult of the fraud perpetrated by SCBIB and others, counterparties of
the UK. Subsidiaries have been able to rescind their contractual obligations to the U.K.
Subsidiaries.

31 . As a result of the fraud perpetrated by SCBIB and other subsidiaries of
AlphaStar, counterparties of Realm and certain of the Bermuda Subsidiaries also
rescinded their contractual obligations.

312 As a result of the fraud perpetrated by SCBIB and other subsidiaries of
AlphaStar, the vast majority of the insurance and reinsurance balances receivable
reported in the 2000 Form 10-K and the 2001 Form 10-K are uncollectible.

313 According to the most recent report of the UK. A\dminislm!ors, total
receipts for the period July 17, 2003 to March 31,2006 were approximately £11.7

million, which is approximately $18.5 million using the conversion rate specified in such
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report, far less than the approximately $900 million in assets attributed to the UK. ‘
Subsidiaries in the 2001 Form 10-K and the 8-K filed on July 18, 2003.

314 AlphaStar’s audited consolidated financial statements for the years ending
December 31, 2000 and 2001, as reported on Form 10-K and filed with the SEC,
significantly overstated the value of the principal assets reflected therein, thereby
representing a false and misleading picture of the financial condition of AlphaStar and its

subsidiaries. ]
315 AlphaStar’s unaudited quarterly consolidated financial statements, as
reported on Form 10-Q and filed with the SEC during 2000, 2001 and 2002, significantly
overstated ;hc value of the principal asscts reflected therein, thereby representing a false
and misimding picture of the financial condition of AlphaStar and its subsidiaries.
316 In its April 20, 2001 proxy statement, AlphaStar’s Board asked
shareholders to approve a resolution authorizing a change in the m;me of AlphaStar,
) which was then Stirling Cooke Brown Holdings Limited, to Atlantic Star Insurance
Group Limited. Subsequently, and due to the unavailabilit); of names, the name was
changed to AlphaStar Insurance Group Limited in 2002.
317 Upon information and belief, such proposal was put before shareholders in
April 2001 because of the ncgative publicity resulting from the Sphere Drake Case, and
the fact that the name Stirling Cooke Brown Ioldings Limited was too similar to the
names of the U.K. Subsidiaries.
318 "Long before the July 8, 2003 ruling in the Sphere Drake Case, the issues at

stake therein and the negative publicity resulting therefrom and other insurance frauds
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and scandals hindered AlphaStar and its subsidiaries in the collection of outstanding
rcceivébles.

319 Long before the July 8, 2003 ruling in the Sphere Drake Case, the defense
costs relating to the Sphere Drake Case and related litigation diminished AlphaStar’s
financial resources. -

320 Long before the July 8, 2003 ruling in the Sphere Drake Case, the
Goldman Sachs Entities, Andersen and certain of ihe Individual Defendants knew, or
absent a reckless disregard for the truth should have known, that AlphaStar’s
con.solida(ed financial statements for the years ending December 31, 2000 and December
31, 2001, and quarterly reports filed on Yorm 10-Q during 2000, 2001 and 2002,
signiﬁcanﬁy overstated the value of the principal assets reflected therein and the amount
of shareholders’ equity, and signiﬁ;:antly understated losses, thereby representing a false
and misleading picture of the financial condition of AlphaStar and its subsidiaries.

321 In fact, according to AlpbaStar’s 10-K for the year ended Decembcr 31,
1998: During 1998 certain reinsurers and reinsureds filed a total of seven writs in the
English courts (which are the equivalent of a complaint in U.S. jurisdictions) against
AlphaStar or certain of its subsidiaries to toll the statute of limitations. Some of these
writs were issucd pending the outcome of related arbitrations. The reinsurers alleged that
they sustained losses due to a spiral in the LMX market which was not disclosed to them
by the ceding insurers or their reinsurance brokers. As a consequence, these reinsurers
asscrted that they were no longer obliged to honor their reinsurance agreements and
ceased paying claims. The primary factual allegation by the reinsurers was that, although

they believed they reinsured the subject risks only at high excess levels, the LMX spiral
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caused their high excess positions to not equate with their expectation of remoteness from

the incidence of risk. As to AlphaStar and its subsidiaries, the reinsurers and reinsureds

alleged in their writs that AlphaStar or its subsidiaries were negligent, misrepresented, or
failed to disclose the potential effect of the spiral on the reinsnlxrers’ exposure to risk.
322 At least as early as May 1998, Stockholm Re, Trans Occidental and
Duncanson & Holt had accused Raydon of misrepresentations in conncction with the
'],MX rﬁz;rket, and ﬁmy counterpartics had sought to avoid policies with Raydon and
other subsidiaries of AlphaStar.
323 Upon information and. belief, at least as early as the Board meeting
conducted on May 26 and 27, 1999, Qtiick reported to the Board that “the adverse
publicity of the Odyssey Re lawsuit, as well as soft market conditions within the industry,
are exerting pressure on revenues and earnings of U.S. operations.”
324 At least as early as January 2000, in connection with an arbitration
proceeding between SCBRB and Syndicate 103, the arbitration tribunal found that
SCBRB had made material misrepresentations to Transamerica in connection with the
LMX market. |
325 Upon information and belief,, at ]east' as early as September 2000, Christie
cxpressed concern over “whether it was legitimate to regard the exposure to the PA
[personal accident] spiral issues as being a modest (USS$2 to 3 million) amount per year
rather than a liability in the $100 million, or more, area.” ‘
326 Upon information and behef, at the August 7, 2001 Board meeting. Crane
observed that AlphaStar’s “aggrepate legal expenses remained a continuing and

significant adverse factor in the Company’s consolidated results.”
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327 In his April 10, 2002 letter to shax;eholdcrs that accompanied AlphaStar’s
annual report for the year ending December 31, 2001, Crane reported “a second
consecutive year of sizeable losses;” that AlphaStar “continued to be -besieged and
burdened by the past;” that AlphaStar “incurred considerable expense for legal
representation in 2001 with respect to 1w<;'major legal actions [the Sphere Drake Case
and other litigation resulting from past torts);” that AlphaStar had incurred “weli over $4
million of legal and related costs pertaining to the two disputcs;” that “The cost to
[AlphaStar], in terms of money, time, and management distraction, has been enormous.
In fact, dispute-related delays in reinsurance recoveries were a major causative factor in
the recent A.M. Best downgrade [of Réalm] ;" and that “The costs of dealing with the past
[ie., the Sphere Drake CaSe and other litigation resulting from past torts] have
diminished our fméncial resources, and we will need more capital t-o implement fully
some of the initiatives identified in our long-term strategic plan.”.

328 Therefore, the Goldman . Sachs Entities, Andersen and certain of the
Indiyidual Defendaﬁts knew, or absent a reckless disregard for the truth should have
known, that AlphaStar’s consolidated fmcid statements for the years ending Deccmber
31, 2000 and December 31, 2001 significantly overstated the value of the principal assets
reflecied therein and the amount of shareholdérs’ equity, and significantly understated
losses, thereby representing a false and misleading picturé of the financial condition of

AlphaStar and its subsidiaries

53

29 Therefore, the Goldman Sachs Entities, Andersen and certain of the
Individual Defendants knew, or absent a reckless_disregard for the truth should have

known, that AlphaStar’s consolidated quarterly financial statcments filed on Form 10-Q
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during 2000, 2001 and 2002 significantly overstated the value of the principal assets

reflected therein and the amount of shareholders” equity, and significantly understated

losses, thereby representing a false and misleading picture of the financial condition of
AlphaStar and its subsidiaries. .
L. _Andersen’s Services and Financial Statements, Prepared for

AlphaStar and ]ntendcd for Public Consumghon, failed to meet
Generally Accepted Audmng Standards

i. Andersen’s Professional and Contractual Duties and
Responsibilities.

330 ‘Andersen had a contractual duty and a profgssional responsibility to
AlphaStar under Generally Accepted Auditin-g Standards (*GAAS™) 10 audit, detect, and
disclose to the AlphaStar Audit Committee, the independent directors and others that
AlphaStar’s financial statements contained misstatements and that its Mcid results
were not presented in accordance with GAAP. |

a. Andersen’s Obligations Pursulant to GAAS. -
331 The professional responsibilities of an auditor, including Andemen, are set
forth, among other places, in GAAS, which codifies certain professional standards
applicable to accountants in auditing financial statements.
332 The Auditing Standards Board of the American Institute of Certified
Public Accountants promulgated GAAS, and certified public accountants auditing
financial statements are required to comply with GAAS in the performance of audits of
financial statements.
333 These standards are required to be followed for cvery audit, including the

audits of AlphaStar performed by Andersen. GAAS includes additional requirements
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with which certified public accountants are required to comply in reviewing quarterly
financial information.

334 There are ten auditing standards. They are categorized as general
standards, standards of field work and standards of reporting,

335 The three general GAAS standards require auditors (i) have, among other
things, “adequalg technical training and proficiency”; (ii) maintain an “independent” siate
of mind in “all matters relating to the assignment”; and (iii) exercise “[d]ue professional
care ... in the performance of the audit and the p.reparalion of the report.”

336 The three standards of field work require, among other things, that audit
work “be adequately planned”; that “the nature, timing, and extent of tests to be
performed” be determined bascd on a “sufficient understanding of internal control™; and
that “[sjufficient competent evidential matter be obtained through inspection,
observation, inquiries and confirmations to afford a reasonable basis for an opinion

regarding the financial statements under audit.”

337 In the four standards of reporting, GAAS requires, among other things,

that an auditor’s final product - the audit report - state whether the financial statements

are presented in accordance with GAAP; “identify those circumstances in which such

principles have not been consistently observed in the current period in relation to the
preceding period;” must contain informative disclosures that are “reasonably adequate;”
and comtain a statement of opinion by the auditor regarding the fair presentation of the
financial statements in accordance with gencrally accepted accounting principles or

explain why no opinion can be expressed.
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338 In addition to these basic auditing standards, GAAS includes many other
standards affecting ali aspects of the professional services rendercd by auditors.

339 In keeping with the duty to exercise independent judgment, AICPA
Professional Standards Cddiﬁcation, AU § 333(a) provides that an anditor must not take
client representations at face valuc and expressly warns that client representations cannot
“substitute for the auditing procedures necessary to-afford a reasonable basis for” the
auditor’s “opihion on the financial stateméhts.” Similérly, Codification, AlJ § 342 holds
the auditor responsible for evaluating the reasonableness of accounting estimates made
by management.

340 Importantly, GAAS requires the auditor to be aware of the possibility of
intenﬁona.l wrongdoing by management. Indeed, an auditor has “a responsibility to plan

and perform the audit 10 obtain reasonable assurance about whether the financial

statements are free of material misstatement, whether caused by error or fraud” (see -

Codiﬁcaﬁon, AU § 110), and to assess the risk of fraudulent financial reporting and
accounting irregularities and to respond appropriately. See Codification, AU §316.

341 . GAAS also requires an auditor to exercise “professional skepticism” in
conducting an audit, to plan for the possibility of fraud, to report potential wrongdoing to
appropriatc levels of authority, and to avoid the unsubstantiated reliance upon client
representations with respect to importahl audit issues. -

342 The importance of “professional skepticism” is a theme cmphasized
throughout GAAS, and the phrase is defined in Codification, AU § 230 as: “an attitude
that includes a questioning method and critical assessment of audit evidence. The auditor

uscs the knowledge, skill, and ability called for by the profession of public accounting to
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" diligently perform, in good faith and with integrity, the gathering and abjective

evaluation of evidence.”

343 Codification, AU § 230 makes it clear that “professional skepticism

should be exercised ﬂﬁoughoul the audit process,” and that “the auditor should not be
satisfied with Jess than persuasive evidence because of a belief that management is
honest.”

344 Upon detection, GAAS imposes an affirmative obligation on the auditor to
bn'n{.; illegal and improper conduct, as well as so-called “réporlable conditions.” to the
attention of the audit committee.

345 The purpose of an audit committee, includes, but is not hmited 1o,
providing oversight of the ﬁnanciai reporting process, the business risk process and
adequacy of internal controls, relationships with external and internal auditors, and

financial compliance issues.

346 Audit committees, including the AlphaStar Audit Committee, necessarily

work closely with the outside auditors, on whom they depend heavily to provide them
with the meaningful information that will allow them to perform their oversight function.
Indeed, to enable audit committees to work effectively, the auditing literature requires
certain communications between external auditors and audit commiltee members.
Codification AU § 380, lists nine matters to be communicated, including significant
accounting policies and significant audit adjustments, disagreements with management,
and auditors” awarcness of management consultation with other accountants.

347 GAAS requires that an outside auditor discuss with the audit committee

the outside auditor’s judgments about the quality, and not just thc accepiability, of a
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company’s accounting principles. In all, the requirements for auditor communications
with audit committees are intended to foster a candid dialogue with external auditors in
order to increase the likelihood that all audit committee merhbcrs will be informed of
matters required to be discussed.

348 For example, Codification, AU § 325 requires auditors to communicate to

the audit committee of the board of directors regarding (i) significant deficiencies in

internal controls; and (ii) the method to be uscd to account for significant upusual
transactions, matters involving particularly sensitive accounting cstimates, and/or
significant andit adjustments.

349 Likewise, Codification, AU § 317.17 mandates that the “auditor should
assure himself that the audit committee, or others with equivalent authority and
responsibility, is adequately informed with respect to illegal acts that come to the
auditor’s attention.”

350 Even where the. auditor has not identified fraud, GAAS requires that
auditors inform the Audit Committee about the methods used to account for significant
transactions and sigxﬁﬁcant accounting policieé and their application.

351 Andersen was obligated to fulfill and comply with the requirements of
GAAS when it was engaged as AlphaStar’s independent auditor and, upon information
and belief, Andersen informed AlphaStar that its audits in 2000 and 2001 would be
conducted in accordance with GAAS.

b. Andersen’s Obligations Pursuant to Its Engagement Letters and
Representations to the Audit Committee.
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352 Upon information and belief, for each of Andersen’s audits of AlphaStar
in the rclevant time period, Andersen provided an engagement letter stating that its audits

will be conducted in accordance with generally accepted auditing standards.

353 Upon information and belief, in its engagement Jetiers, Andersen agreed
and promised that it would:

. Conduct the audits in accordance with GAAS;

. Examine, on a tést basis, evidence supporting the amounts and

disclosures in the financial statements;

. Assess the accounting principles used and significant estimates
made by management,; ,

. Evaluate the overall financial statement presentation;

. Obtain reasonable assurance that the financial statements are free

of material misstatement;

. Bring to the Company’s attention immaterial misstatements and
any fraudulent or illegal acts of which it becomes aware during the audit;

. Obtain an understanding of intcrnal controls sufficient to plan the
audit and to determine the nature, timing and. extent of audit procedures to be
performed;' |

. Be responsiblc for ensuring the audit committee is aware of any

such deficiencies that come to its atiention;

- Meet with the audit committee to discuss the quality of the

Company’s financial reporting, and such reporting will include:
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. Significant accounting policies;
. {\ccounting estimates, judgments and uncertainties;
. Accounting adjustments; and
. Unusual transactions.
354 Upon information and belief, Andersen also made various representations

. .to AlphaStar in its reports to_and communications with the AlphaStar Audit Committec
defining the scope and approach for its audits.

355 Upon information and belief, in 1999, Andersen reported to the Audit
Committee that it had identified a number of audit areas to which it would give “Specific
FEmphasis” (emphasis in original). Among those areas singled oﬁt for special treatment
by Andersgn were the following:

. Litigation — Odyssey Re and LMX Spiral;

. Insurance Balarices Receivable and Payable; and
. Reinsurance Recoverables — Realm National and CIRCL.
356 Andersen repeated these areas of specific audit emphasis in reports to the

Audit Committee made throughout its process of auditing the 2000 and 2001 financial
results.
357 -Andcrsen further reported to the Andit Committee during the performance
of its 2000 and 2001 audits that it would undertake an analytical review of various “high
risk” andit areas for AlphaStar. The high risk audit areas continuously identified by
Andersen inc]uded:.

. Litigation Reserves;

. Insurance Balances Reccivable and Payable;
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. Reinsurance Recoverables;

. Loss Reserves (Realm National, CIRCL, Clafendon Loss Corridor); and

, Bad Debt Reserves. -
358 Upon infoxmaﬁon and belief, in 2000 and 2001 audit reports to the Audit
Committee identifying the scope of Andersen’s review, Andersen actually recognized —
but repeatedly failed to satisfy — its obligation to affirmatively assess and critically

-analyze the collectability of reinsurance recoverables and the adequacy of year-end

ICSErves.
¢. Andersen’s Heightened Obligations as a Result of The
Known Red Flags Attendant to The AlphaStar Audit.

359 The duties and responsibilities described above are constant, but,

depending upon the level of risk associated with a particular audit, the planning, testing
and procedures employed by the auditor should be even more rigorous as the perceived
level of risk mcreases Here, given the nature of AlphaStar’s business, as well as other
known risk factors, Andersen’s professional obligations were heightened. Upon
information and belief: )
o a Anderscn itself acknowledged the risky nature of the
AlphaStar audit at the onset of the engagement when it met with the AlphaStar
Audit Committee and assessed the risks of various aspects of the AlphaStar
business model. In particular, Andersen identified “high risks” for a number of
categories under the heading “INTEGRITY RISKS™.

b. The Integrity Risks identified by Andersen prior to

undertaking its 2000 and 2001 audits included Andersen’s assessment of a high

72

1530

1S3\



1§32

nisk of: (i) Employee Fraud; (ii) Illegal Acts; (iii) Management Fraud; and (iv)
Reputation.

¢. Andersen further identified, prior to undertaking its audits,
that AlphaStar’s business had recently been under “intense public scrutiny due to
alleged known underpricing by certain insurers and reinsurers” and that AlphaStar
and its subsidiaries and affiliates were defendants in several legal proccedings
where substantial liability was alleged and the Avalidity of AlphaStar’s reinsurance
receivables was challenged. -

d. At the time, Andersen observed that the litigation had
caused uneasiness within the company and that the lawsuits had a potentially
adverse effect on AlphaStar and its affiliates’ results and reputations.

e. Andersén further noted in October 1999 that the pending
litigation against AlphaStar, its subsidiaries and affiliates included allegations that
some of the Company’s subsidiaries were instrumental in the creation and
development of the reinsurance spiral that resulted in substantial losses to certain
reinsurers.  Andersen further acknowledged that if AlphaStar lost the Spbere
Drake casc a “substantial financial Joss™ would result.

360 By 1999, the scandals and the ongoing litigation surrounding the workers
compensation reinsurance market with which AlphaStar and its subsidiaries were heavily
involved were well known and well publicized. The public reporting by various analysts
estimated industry losses would approach $2 billion, and noted the involvement of
AlphaStar and its subsidiaries and affiliates ir; the market and their presence in the

litigation.
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361 At the time, analysts also publicly reported that (i) certain reinsurers were
not paying losses but rather filing suit to rescind their reinsurance contracts, and (ii)
certain reinswers, including John Hancock, a company with whom an AlphaStar
subsidiary had placed substantial business, were expected to attempt to rescind their

obligations.

362 Public reports on the workers compensation reinsurance crisis further -

explained that a pumber of insurers and reinsurers were taking financial statement
charges to reverse gains previously recognized or accruing losses on business previously
written.
363 Becausc of the specific known risks attendant to the AlphaStar audit,
Andersen had an obligation, among other obligations, to increase its vigilance during its
audit of the Company, to follow up on any red flags, to focus particular scrutiny on those
risk areas, and, in general, to tailor the scope of its audit to the heightened risk it
identified, including the risks associated with employee or management fraud, adverse
litigation and the corresponding litigation reserves, reinsurance recoverables and
insurance balances receivable and payable.
364 Given these risks, Andersen should have planned and performed its audits
accordingly and should have displayed thc appropriate professional skepticism in
performing its audits. As set forth in Codification, AU § 317.27:
a. “Some examples demonstrating the application of professional skepticism
in response to the auditor’s assessment of the risk of material misstaternent due to
fraud include (a) increased sensitivity in the selection of the nature and extent of
documentation to be examincd in support of material. transactions, and (b)
increased recognition of the need to corroborate management cxplanations or
representations concerning material matters - such as further analytical

procedures, examination of documentation, or discussion with others within or
outside the entity.”
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b. “The knowledge, skill, and ability of personnel assigned significant
cngagement responsibilities should be commensurate with the auditor’s
assessment of the level of risk of the engagcment.”

c. “The auditor may decide to consider further management’s selection and
application of significant accounting policies. ... In this respect, the auditor may
have a greater concern about whether the accounting principles selected and

policies adopted are being applied in an mappropnatc manner to create a material
misstatement of the financial statements.”

d. “When a risk of material misstatement» due to fraud relates to risk factors
that have contro! implications, the auditor’s ability to assess control risk below the
maximum may be reduced. However, this does not climinate the need for the
auditor 1o obiain an undurstanding of the components of the entity’s internal
control sufficient to plan the audit. In fact, such an understanding may be of
particular importance in further understanding and considering any controls (or
lack thereof) the entity has in place to address the identified fraud risk factors.
However, this consideration would need to include an added sensitivity to
management’s ability to override such controls.
365 As a result of the public standards and obligations applicable to
Andersen’s work, and the custom and usage of audit professionals, third partics such as
AIM reasonably relied on Andersen to properly plan and conduct its work in accordance
with what is required for a high risk audit and to detect and to disclose to the Board,
incIuding to the Audit Committee and to the independent members of the Board, any
accounting inaccuracies or inadequacies identified, including those described in this
Amended Complaint.
366 From October 1999 through May 2002, Andersen performed AlphaStar’s
audits for cach of the years 1999, 2000 and 2001, and in each year certified AlphaStar’s
financial results through clean, unqualified audit opinions.
367 At all times herein relevant, given Andersen’s reputation as a “Big Five”

accounting and audit firm, its known professional and contractual duties to comply with

GAAS in the performance of its audits, and to investigate the financial results of its audits
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in compliance with GAAP, AIM relied on Andersen for the reasonable assurance that
AlphaStar’s financial statements were free of material misstatement and fairly presentéd
the Company’s financial results.

ii. . Andersen’s Breaches of its Professional and
Contractual Duties.

368 Notwithstanding the acknowledged high risk nature of the AlphaStar
audits, Andersen did not comply with the GAAS standards identified above; did not
fulfill the commitments it had madc to AlphaStar in its engagement ledters and its reports
1o the Audit Committee; and breached both its professional standards of care and its
contractual obligations to AlphaStar.

369 Had Andersen complied with GAAS, Andel;sen would have identified the
deficiencies in AlphaStar’s financial statements and results, would not have given its
clean and unqualified opinions of AlphaStar’s financial statements, and AIM would not
' have been defrauded into believing AlphaStar and its subsidiaries were solvent going

concemns, and would not have been defrauded into doing business with AlphaStar and

into loaning it money.
a. Andersen Failed to Comply With GAAS and Prepared
Fraudulent Financial Statements

370 In its 2000 and 2001 audits of AlphaStar, Andersen failed 10 comply with

the fundamental dutics of an auditor by failing to exercise its independent judgment;
failing to exhibit the professional skepticism required of an auditor under GAAS; and by
allowing its client’s rcpresentations and unsubstantiated accounting estimates to

substitute for proper auditing procedures.
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371 ~ Andersen failed to obtain sufficient competent evidential matter and failed
to critically analyze and investigate AlphaStar’s financial results, thus causing Andersen
to render an opinion on AlphaStar’s financial statements Without having developed a
n;asonable basis for its opinions.

372 Andersen’s conduct breaphed the GAAS general standards, the GAAS
standards of field work and the GAAS standards of reporting inasmuch as Andersen
failed to'pn;perfy plan its audits,-' uliJizé adcquaf;: te(.;hnica] training and proﬁciélcy,
exercise duc professional care, and identify those circumstances in which the principles
gf GAAP were not properly applied by its client, AlphaStar.

373 In addition, notwithstanding its prior acknowledgement of the high risks in

the indusiry and the particular, identified risks at AlphaStar that it described as “Integrity '

Risks,” Andersen failed to plan or perform its audits in accordance with those heightened

risks, failed to apply the appropriate professional skepticism and increased vigilance, and -

failed to approprialely assess the risk of fraudulent financial reporting and accounting
imgulaﬁties as more fully set forth in Codifications, AU §§ 110, 316, and 317.27.

374 Andersen also failed to ensure that AlphaStar’s financial statements were
presented in accordance with GAAP, including SFAS Ne. 60, Accounting and Reporting
by Insurance Enterprises.

375 To this end, Andersen violated the general standards of GAAS identified
herein by failing to ensure AlphaStar’s financial statements conformed with GAAP, and
in particular SFAS No. 60.

376 Andersen failed to comply with GAAS and failed to cnsure that

AlphaStar’s financial statements were prepared in accordance with GAAP consistent with
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FASB Statement of Financial Accounting Standard (SFAS) Ne. 5, Accounting for
Contingencies.
377 For example, SFAS No. 5 states in paragraph 8:

" An estimated loss from a loss contingency ... shall be accrued by a charge to
income if both of the following conditions are met:

a. Information available prior to issuance of the financial statements
indicates that it is probable that an asset has been impaired or 2 liability has been
incurred at the date of the financial statements. It is implicit in this condition that
it must be probable that one or more future events will occur confirming the fact
of the loss.
b. the amount of loss can be reasonably estimated.
378 In March 2001 and March 2002, when Andersen opined. on AlphaStar’s
2000 and 2001 financial statements, it was clear based on public information surrounding
the Unicover and LMX reinsurance scandals and the specific allcgations asserted in the
pending litigation involving AlphaStar and its subsidiaries that AlphaStar faced a
probable loss of staggering proportions.
379 Andersen’s failure to recognize this loss and the impairment of

AlphaStar’s assets, and Andersen’s knowing or reckless refusal to acknowledge and

rcpoﬁ the effects of the loss on AlphaStar’s financial statements, was a breach of its

duties under GAAS.
Sphere Drake Litigation
380 - AlphaStar improperly set aside little or no reserves for the Sphere Drake
litigation. .
381 Moreover, in AlphaStar’sl 2000 and 2001 consolidated financial

statements, the description and disclosure pertaining to the Sphere Drake litigation simply
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and inadequately stated that “the claims described in Spherc Drake’s action are without

merit and the case is being and will be defended vigorously.”

382 . Because AlphaStar had improperly and inadeqnétely reserved for the

Sphere Drake litigation, AlphaStar’s financial statements materially understated its net

losses and liabilities and materially overstated its sharcholders’ equity.

383 __Had Anderscn complied with GAAS and the commitments containcd in its.

cngagement letters, Andersen would not have opined that the financial statements were

fairly presented and would not have concurred with the propriety of the reserves for the

litigation and the incomplete and inaccurate disclosure.

Insurance and Reinsurance Balances Reccivable

384 AlphaStar’s 2000 and 2001 fipancial statements reported insurance and
reinsurance balances receivabic of over $870 million and $1 billion respectively.

-385 In those yeafs, the balances receivable from AlphaStar’s UK. operations
were over $800 million and $900 million respectively and thus were clouded by not only
the Sphere Drake action but also the additional Jitigations and arbitrations surrounding
the Unicover and LMX reinsurance scandals that had been the subject of public scrutiny
for éeverél years. ' -

386 Because the financial statements materially overstated the insurance and
reinsurance balances receivalﬂe; the Company’s net losses were materially underreponed
and its shareholders’ equity was materially overstated.

387 Andersen’s failure to comply with GAAS and its breach of its
commitments (o AlphaStar caused AlphaStar to issue materially inaccurate financial

statemcnts and failed to apprise the public, AIM and the innocent decision-makers on
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AlphaStar’s Board of Directors and Audit Committee of the true financial condition of
the Company.
388 Moreover, AIM has not had the opportunity to review the workpapers and
internal manuals of Andersen relating to its audits of AlphaStar and therefore cannot
provide a complete list of Andersen’s GAAS violations, Had AIM had such an
opportunity, additional instances of Andersen’s malfeasance likely would be apparent.
b. Andersen’s False Representations.
389 Andersen issued clean, unqualificd audit opinions for the consolidated
_ financial statements of AlphaStar and its subsidiaries for the years ending December 31,
2000 and 2001.
390 Inits 2000 audit opinion, Andersen represented:
We conducted our audits in accordance with auditing standards gencrally
accepted in the United States.... In our opinion, the consolidated financial
statements referred to above present fairly, in all material respects, the
financial position of Stirling Cooke Brown Holdings Lirmited and subsidiaries
as of December 31, 1999 and 2000 and the results of their operations and their
cash flows for the years then ended in conformity with accounting principles
generally accepted in the United States.
391 . Andersen’s 2000 audit opinion was false, and at the time it was made, the
Unicover and IMX reinsurance scandals in which AlphaStar and its subsidiaries were
embroiled were well known and well publicized.
392 Andersen knew, or absent its reckless disrcgard for the truth should have
known, that the representations contained in its 2000 audit opinion were false.
393 Similarly, in its 2001 audit opinion, Andersen opined:
We conducted our audits in accordance with auditing standards generally
accepted in the United States.... In our opinion, the consolidated financial

statements referred to above present fairly, in all material respects, the
financial position of Stirling Cooke Brown Holdings Limited and subsidiaries
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as of December 31, 2000 and 2001 and the results of their operations and their
cash flows for each of the three years in the period ended December 31, 2001
in conformity with accounting principles generally accepted in the United
States.
394 Andersen’s 2001 audit opinions were also false. Andersen knew them to
be false, or absent reckless disregafd‘shou]d have known them to be false, when made.
395 As previously alleged, Andersen knew, or at the very least should have
known absgnt its own reckl;sg disregard of the truth, at t_he time i@ issued its clean,
unqualified 2000 and 2001 audit opinions that the representations made therein were
false.
396 Moreover, Andersen was aware at ;the timc~ it rendered its opinions that
AlphaStar’s consolidated financial statements did not fairly present in all }naterial
respects the financial position of AlphaStar in conformity with GAAP.
397 ‘ To the contrary, as Andersen was well aware, AlphaStar’s financial
statements matenially understated the liabilities of the Company, materially overstated the
assets of the Company, and materially undcr-:reserved for contingencies including
litigation risk and unrecoverable reinsurance receivables.
398 Upon information and belief, Andersen also made knowingly false
representations 1o the Audit Committee in connection with its reporting to the Audit
Commitice on the status, process and results of its 2000 and 2001 audits. These
misrepresentations include the statement, made in March 2001 and again in March 2002
that AlphaStar’s “Financial statements, including disclosures, are clear and complete.”
399 In fact, given the public information and cutery pertaining to the LMX
insurance spiral and the litigation spawned by that and other reinsurance scandals

effecting the Company at the time, Andersen knew, or absent its reckless disregard of the
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facts should have known, that the Company’s financial statements and disclosures were
not complete or accurate.

400 Notwithsta.ndﬁxg this knowledge, Andersen falsely represented to
AlphaStar, AlphaStar’s Board of Directors, the members of the Audit Committee, AIM
and the public that AlphaStar’s financial statements were complete, complied with
GAAP, and fairly presented in all material icspects the financial position of the
Company.

401 Andersen failed to limely disclose AlphaStar’s true financial condition,
including the fact that AlphaStar was insolvent, and that Andersen should have included a
going concern explanation in its opinions on AlphaStar’s financial statements.

402 By failing to disclose this material information, Andersen helped cause
AlphaStar to continue in Business, thereby Mer allowing the G.oldman Sachs Entities
and the Individual Defendants to waste assets, incur additional debt, and to defraud AIM.
403 Andersen failed to identify and disclose, on a timely basis, critical
information tégarding the overstated value of AlphaStar’s assets and the understatement
of its liabilities.

404 Had Andersen identified and disclosed the true condition of AlphaStar’s
financial condition to the innocent decision—makers on AlphaStar’s Board of Directors
and its Audit Committee, thesc individuals would have had the information necessary to
discern that AlphaStar was insolvent and at risk of deepening insolvency.

405 In addition to its failure 1o disclose true and accurate infqrmaﬁon:

Andersen knowingly, or with a reckless disregard for the truth, or negligently made false
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representations in connection with its audits of the financial statements relating to
AlphaStar and its subsidiaries. )

406 At the time Andersen made these false representations it knew them to be
false or should have known the representations 10 be false absent a reckless disregard for

the truth.

407 Upon information and belief, Andersen falsely represented to AlphaStar-

that the consolidated financial statements in each fiscal year 2000 and 2001 presented
AlphaStar’s financial position;‘rtsull of operations, c‘hangcs in stockholders’ equity, and
cash flows in conformity \;vith GAAP, and that Andersen had in fact examined
AlphaStar’s financial statements in accordance with GAAS.

408 Andersen made these false representations go'nceming material facts,
~ expecting and realizing that AlphaStar and the innocent decision-makers on AlphaStar’s
Board of Directors and Audit Committee would rely and act .upon the representations and
omissions.

409 The innocent decision-makers on AlphaStar’s Board of Directors and
Audit Commitiee reasonably relied upon Andersen’s false representations and its
omissions in paying Andersen’s audit fees for the defective audits, in incurring additional
indebtedness, in failing to take corrective action, and in failing to rc_dressl corporate
mismanagemdt and waste.

410 As a direct and foreseeabl;a result of Andersen’s breaches of duty and its
false representations. the corporate existence of AlphaStar and its subsidiaries was

artificially maintained and prolonged.
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411 At the time it issued its false audit opinions for the years ending December

31, 2000 and 2001, Andersen, by virtue of its audit of the books and records of the

Company and its subsidiaries, had actual knowledge of ongoing wrongful com.iuct of the
Goldman Sachs. Entities and certain ‘of the Individual Defendants in squandering @c
assets of Alpl;aStar.

412 Andersen knew, or absent a reckless disregard for the truth should have
known, at the time thét AlphaStar’s financial statements significantly overstated the value
of the principal assets reflected therein and the amount of shareholders’ equity,
-si.gniﬁcanlly understated losses, and that a fair reprcscn(atién of AlphaStar’s financial
condition would reveal the Company’s insolvency.

413 Andcrsen\ knew, or absent a reckless disregard for the truth should have
known, at the time that the Goldman Sachs Entities and certain Individual Defendants
breached their fiduciary duties by, infer alia, covering-up the fact that AlphaStar’s
businesses were riddled with fraud and promoting policies designed to maintain an
appearance of normality, but which constituted a waste of corporate assets.

414 Notwithstanding Andersen’s kndwledge of the ongoing dissipation of
assets berpetmted by the Goldman Sachs Entities and certain Individual Defendants in
breach of their fiduciary duties, Andersen issued audit opinions for the years 2000 and
2001 that reprcsémcd a false and misleading picture of the financial condition of
AlphaStar and its subsidiaries. Andersen thereby knowingly aided and abetted the
Goldman Sachs Entities and certain Individual Defendants and through its misconduct

allowed those entities to squander the Company’s assets, and to defraud AIM.
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415 As a result, Andersen enriched itself in the amount of approximately $1.5
- million. Moreover, the corporale cxistence of each of AlphaStar’s Subsidiaries was
artificially main(éined and sustained; certain corporate insiders were able to squander,
dissipate and mismanage the assets of AlphaStar and its subsidiaries; defendants were
able to defraud AIM; and AlphaStar and its subsidiaries incurred millions of dollars ,Of
debt they could not repay, including $1.5 million to AIM.

iii. Harm To AIM Caused By Andersen’s Wrongful Conduct
4316 If Andersen had not acted frandulently and had conducted its audits with
the requisite professional skepticisrﬁ and critical analysis, the true financial condition of
AlphaStar and its subsidiaries would havc been revealed to (a) the innocent decision-
makers on AlphaStar’s Board of Directors and Audit Committee and the loss of millions
of dollars would have been avoided; and to (b) the innocent third parties, including AIM.
417 At all relevant times, the AlphaStar Board of Directors included one or
more independent Directors.
418 At all relevant tirﬂes, AlphaStar’s Board of Directors had an Audit
Committee that included membership of one or xﬁore independent Directors. |
419 Upon information and belicf, during this time the Board of Directors and
the Audit Committee had at least one member who was innocent of any wrongdoing
perpetrated by the Goldman Sachs Entities and the Individual Defendants and unaware of
AlphaStar’s insolvency and the Company’s true financial condition.
420 Upon information and belief, AlphaStar’s insoivency and the Company’s:
true financial condition was concealed from the innocent decision-makers on the Board

of Directors and the Audit Committee and from innocent third parties, including AIM..
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421 Andersen’s negligent performance of its audit obligations and its

frandulent or negligent misrcpresentations were critical to the abilﬁy of the Goldman
Sachs Entities and the Individual Defendants to conceal the Company’s true financial
condition from the innocent decision-makers, AIM and the general public at the time the
2000 and 2001 audits were performed and completed, and thereafter.

422 Andersen’s knowingly false statements, or its sﬁtements made with a
reckless disregard for the truth, misrepresented the Company’s true financial condition
and enabled AlphaStar’s insolvency to be concealed from the innocent decision-makers
and third paﬂieg such as AIM, at the time the 2000 and 2001 audits were perfonnc;l 'and
completed and thereafter.

423 Had Andersen competently conduct Vits audits in accordance with GAAS,
the true financial condition of A]phaSltar would have been revealed long before it
ultimately came to light, and the wrongful use of AlphaStar funds would have been
minimized or avoided, and innocent third parties, such as AIM, would have been put on
notjc? of the company’s true condition and thereby avoided financial involvement to their
detriment .

424 Upon information and belicf, absent Andersen’s wrongful cc;nduct, the
innocent decision-makers on AlphaStar’s Board of Directors and Audit Committee could
and would have put an end to the mongﬁl use of Company funds and ensured accurate
financial reporling and competent auditing of the Company’s financial statements.

425 ‘Upon information and belief, had Andersen appropriatcly informed the
innocent decision-makers on the Audit Committee of the inaccurate financial reporting,

they could and would have taken the nccessary steps to stop the Company’s insolvency
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from deepening further through the wasteful spending of the Company’s remaining
assets, and to prevent innocent parties, such as AIM from being defrauded.

426 Instead, throughout this period, Andersen consistently assured the
innocent decision-makers that the Company was solvent and the financial statements
were prepared and reported in accordance with GAAP.

427 Andersen’s failure to perform competently the audits for which it was
4 péi(i, and its n'e'gli-gent“and fraudule.:ni ;epméenfaﬁons t;> AiphaStar aﬁd-it.s inno-cent
decision-makers caused AlphaStar and innocent third parties, including AIM. to suffer
extensive harm, including, but not limited to the over $7 million invested by AIM and
loaned to AlphaStar in reliance upon the fraudulent financial statements.

428 Had Andersen complied with GAAS, Andersen would have identified the
cieﬁciencies in AlphaStz;r’s financial statements and results, would not have given its
clean and unqualified opinions of A]phaSiar’s financial statements, and AIM would not
have been defrauded into believing AlphaStar and its subsidiaries were solve;m going
concerns, and would not have been defrauded into doing business with AlphaStar and

into loaning it money.

J. AlphaStar’s Investments in U.K. Subsidiaries
429 According to AlphaStar’s records, prior to filing for Bankruptcy on

December 15, 2003, AlphaStar made a series of investments in the U.X. Subsidiaries in
the aggregate amount of at least $14.5 million (the “U.K. Investments”).

430 By no later than 1998, SCBIB and SCBRB were subject to numerous
accusations of fraud and misrcpresentation, and counterparties were rescinding

reinsurance contracts.
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431 Starting in or about 1999, and as a result of the claims raised in the RICO

Action, AlphaStar began winding down the business of its U.K. Subsidiaries.

- 432 The UK. Subsidiarics were hopelessly insolvent when the UK.
Investments were made.,
433‘ By 1999 (and by 2000 in the case of Crane), the Goldman ngchs Entities,

Jeffery, de Pourtales, Cooke, Jones, Quick and certain of the Individual Defendants
knew, or absent a reckless disregard for the truth should have known, that the UK.
Subsidiaries were hopelessly insolvent and that any further investments in the UX.
Subsidiaries would be squandered.

434 In November 2002, certain of the UK. Subsidiaries and Beﬁnuda
Subsidiaries had to pay $500,000 to Syndicate 718 at Lloyd’s to settle disputes predicated
on alfegations that ﬁme AlphaStar subsidiaries had defranded Syndicate 718 at Lloyd’s
with respect to transactior'xs in the LMX market. |

435 According to AlphaStar’s records, AlphaStar’s cash, in the form of the
UK. Investments, was used to fund the defendants’ $500,000 payment under the
settlement (of which $46,607 was contributed by Penelope and Mark Cooke on their own
behalf and on behalf of Nicholas Brown).

436 Accordir;g to AlphaStar’s records, the U.K. Investments constitutc inter-
company I;)ans that AlphaStar made to one or more of the U.K. Subsidiaries.

437 Included in the U.K. Investments are three lbans aggrc;,gating $5.5 million
that AlphaStar made to SCBIB (the “SCBIB Loans”) in 2001 and 2002, after
commencement of the Sphere Drake Case.

438 SCBIB was hopelessly insolvent at the time the SCBIB Loans were made,
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439 As a result of the actions of the Goldman Sachs Entities, Jeffery, de
Pourtales, Crane, certain of the other Individual Defendants and Andersen,‘the funds
constituting the UK. Investments were squandcr.ed. .

440 Notwithstanding the foregoing, bctween 2000 and 2002, the Goldman
Sachs Entities, Jeffery and de Pourtales, with the assistance of Cooke, Jones, Quick,
Crane, Lawless, Del Tufo and certain of the othgr Individ_ual Defendants c_ontinued_ to
cause AlphaStar to provide financial assistance to the hopelessly insolvent U.K.
Subsidiaries, and the Dircctor Defendants continued to vote at Board meetings to provide

additional capital to the hopelessly insolvent U.K. Subsidiaries, thereby wasting

AlphaStar’s assets.

K. AlphaStar’s Investments in Realm

44] According to A]phaSta_r’s records, prior to filing for Bamkruptcy,

‘A]phaStar made a series of investments in Realm in the agpregate amount of at least $25
million (the “Realm Investments”).

442 Long before the Sphere Drake decision, Realm was subject to numerous
accusations of fraud and misrepresentation, and counterparties were rescinding

reinsurance contracts.

443 Long before the Sphere Drake decision, counterparties suspended ‘
payments to Realm.
444 By 1999 (and by 2000 in the case of Crane), the Goldman Sachs Entitics,

Jeffery, de Pourtales, Cooke, Jones, Quick and certain of the Individual Defendants

knew, or absent a reckless disregard for the truth should have known, that Realm was

hopelessly insolvent and that any further investments in Realm would be squandered.
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445 Prior to AlphaStar filing for Bankruptcy, Realm suffered massive losses.

446 Prior 10 AlphaStar filing for Bankfuptcy, the value of Realm’s assets,
including without limitation accounts receivable and deferred tax assets, was overstate;]
and should have been written down or written off.

447 Realm’s true financial condition was intentionally disguised in the audited

consolidated financial statements for the years ending December 31, 2000 and 2001.

448 /Realm’s true financial condition was intentionally disguised in the

unaudited consolidated financial statements filed in 2000, 2001 and 2002,

4';19 ~ In or about March 2003, AlphaStar asked KPMG to audit the financial
statements of Realm on a stand-alone basis in connection with the planned sale of Realm,
WTS and Agency to AIM (as hereinafter defined).

450 Upon information and belief, KPMG was unable to completé its audit of
Realm’s financial statements because Realm’s books and records were inadequate and
management could not provide sufficient documt;,ntation for premiums receivable.

451 Upon ﬁnformation and belief, in 2003, KPMG became skeptical that
Realm’s premium account balance had been audited by Andersen and was accurate.

452 Realm has been in liquidation since June 15, 2005.

453 As a result of the actions of the Goldman Sachs Entities, Jeffery, de
Pourtales, Cooke, Jones, Quick, Crane, Lawlcss, Del Tufo, certain of the other Individual
Defendants and Andersen, the funds constituling the Realm Investments were
squandered.

454 Notwithstanding the forcgoing, between 2000 and 2002, the Goldman

Sachs Entities, Jeffery and de Pourtales, with the assistance of Cooke, Jones, Quick,
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Crane, Lawless, Del Tufo and certain of the other Individual Defendants, continued to
cause AlphaStar to provide financial assistance to the hopelessly insolvent Realm, and
the Director Defendants continued to vote at Board meetings to provide additional capital
to the hopelessly insolvent Realm, thereby wasting AlphaStar’s assets.

L. AlphaStar’s Planned Sale of Realm to AIM
455 On or about October 2, 2002, AIM and SCNAH executed a Letter of
Intent (“the Letter of Intent”) (Exhibit “A™), proposing that AIM or its affiliated assignee

purchase from SCNAH all of the outstanding shares of common stock of Realm and

WTS for $12,000,000.00. The Letier of Intent provided that AIM and SCNAH would

eater into a loan agrccméut pursuant to which, inter alia, AIM would loan to AlphaStar
an amount up to $3,500,000.00, with loan ba.la;nces to be credited against-the purchase
price of the share purchase transaction, and that Realm would aépoint AiM as its agent to
scll insurance on Realm’s behalf. |
456 Also on or about October 2, 2002, AIM and AlphaStar entered into a
pledge agrcement (“the Pledge Agreement”) (Exhibit “B”) and a loan agrecment (the
“Loan Agreement”) (Exhibit “C™). fhe Pledge Agreement and the Loan Agreement both
recite that the parties entered into the Letter of Intent, despite the fact that the Letter of
intent, described in Paragraph Twenty-Three (23) i)min, was executed by SCNAH, of
which AlphaStar owned 100% of the common stock.

457 Pursuant to the provisions of the Loan Agreemeng AIM agreed to loan
AlphaStar the sum of $3,500,000.00. AlphaStar cxccuted a P;omissnry Note (Exhibit

“D”) evidencing the loan.

* All exhibits referenced hercin were filed with AYM’s original complaint and are adopted hercin by
reference as if attached hereto.
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458 Und/cr the Pledge Agreement, AlphaStar pledged to AIM all of its 10,000
shares of common stock in SCNAH (“the Pledged Stock™), which constitute all of the
issued and outstanding shares of SCNAH common stock, for the purpose of securing the
repayment of the loan and any interest and other obligations under the Loan Agreement
and the Note.
459 AIM made the first ranche of the loans to AlphaStar by transferring to it
$200,000.00 on October 22, 2002 and $300,000.00 on October 23, 2002. On or about
November 14, 2002, AIM made the second tranche available to AlphaStar, in the amount
of $1,000,000.00.
460 Under Section 2.1(c) of therLoan Agreement, AIM was not required to
fund any further amount under the loan facility until a definitive stock purchase and sale
agreement was reached by the parties.
461 AlphaStar, Realm, WTS, Stirling Cooke New York Insurance Agency
Services, Inc. (“Agency”), SCNAH and American Insurance Managers Inc. executed that
certain Stock Purchase Agreement dated March 23, 2003 (E);hibit “E™).
462 Pursuant to the provisions of the Stock Purchase Agreement, SCNAH
géwd to sell three (3) of its subsidiaries to American Inm Mana/gers Inc.,' being
Realm, WTS and Agency.
463 Pursuant to Section 6.2 of the Loan Agreement, AlphaStar agreed to make
its books and records available to AIM for inspection upon reasonable notice:

6.2 Books, Records and Inspections. The Borrower ‘will permit
officers und designated representatives of the Lender 1o visit and inspect the books of

record and account of thc AlphaStar at such times and intervals and to such cxtent as the
Lender [AIM] may reasonably request upon advance notice.

92

1550

0p°



464 AIM retained the audit firm of Isracloff, Trattner & Co. to inspect the
books of record and account of A];;haStar and its subsidiaries. On November 12, 2002,
Brian W. Imperiale (“Imperiale”), AIM’s chief financial officer, contacted Sioma at
Reahﬁ and forwarded a request that AIM be permitted to inspect the books of record and

account.

465 One week later, Sioma responded to Imperiale and asked when the .

auditors would amrive. Imperale replied that the first due diligence meeting was
scheduled for the first week of December 2002. After AIM arrived at the New York
office of Realm, Lawson and Crane locked AIM’s representatives out of the office. -
466 Thus the due diligence meeting never occurred. Lawless, general counsel
for AlphaStar, SCNAH and Realm, canceled the meeting and the entire due diligence
process, stating that it was “...out of the question,”
467 The Loan Agreement reads in pertinent part as follows:
“SCNAH Restricted Subsidiaries” shall mean, collectively, Stirling Cooke New
York Insurance Agency Services Inc., a New York corporation; Stirling Cooke North
American Reinsurance Intermediaries Inc., 2 New York corporation; Realm National
Insurance Company, a New York insurance company; and World Trade Services,
Inc., a New York corporation.
468 By letter dated December 11, 2002, Howard A. Becker, counsel to AIM,
demanded that AIM be permitted to inspect the books of record and account of AlphaStar
and of any SCNAH “Restricted Subsidiary,” including Realm, as defined in the Loan
Agreement.
409 AIM has conlipuall)’ teen denied the opportunity to inspect the bouoks and

record of account of AlphaStar and of Realm, a Restricted Subsidiéxy, in breach of

Section 6.2 of the Loan Agreement.
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i. Misrepresentations Concerning Realm’s Authority To '

Do Business And Compliance With State Repgulations

470 - Section 5.12 of the Loan Agreement states:

Compliance with ‘Statutes, etc. Each of the Borrower [AlphaStar], SCNAH and
" the SCNAH Restricted Subsidiaries [ which include Realm, among others] is in
compliance in all material respects with all applicable statutes, regulations and
orders of, and all applicable material restrictions imposed by, all governmental
bodies, domestic or foreign, in respect of the conduct of its business and the
ownership of its property....

471 .. On October 15, 2002, béfore AIM made any of the loan facilities
available, Crane fumished to AIM a compliance certificate {the “Compliance
Cettificate”) (Exhibit “F) affirming that AlphaStar was in compliance with each and
every condition contained in the Loan A greement.

472 . Contained in Realm’s quartcrly filings with the New York State
Dépanment of Insurance (“NYSDOI™”) and its audited financial statement for the years
2000 and 2001, upon which AIM relied in making the Joan facilities available to
AlphaStar, Realm represented that it was licensed to sell policies of insurance in twenty-
four (24) states. Two (2) of those statcs were North Carolina and Géorgia_

473 " In fact, Realm was prohibited from issuing new policies in North Carolina
and had bees so prohibited since July 2002. At no time prior to entering into the Loan
Agreement (iid AlphaStar disclose to AIM that Realm had Jost its ability 10 writc new
business in North Carolina.

474 ' On or about December 24, 2002, after AIM entered into the Loan
Agreement and made the first l\v;) tranches of loans to AlphaStar, AIM first learned that

Realm was not authorized to write ncw business in Georgia, and that the prohibition
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against writing new business in Georgia had occurred prior to the execution of the Loan
Agreement.

475 At no time did AlphaStar disclose to AIM that Realm had lost its ability to
write new business in Georgia. |

476 The Compliance Certificate described in Paragraph Thirty-Eight (38)
herein was a willful and fraudulent mistepresentation, intended to deceive and mislead
ATM, and upon which AIM reasonably relied to its detriment. T

477 As a New York insurance company, Realm is subject to the rules and
regulations of the NYSDOI. Rcalm failed 1o file audited financial statements with the
NYSDOI on May 31, 2003 and, as a result, was not incompliance with the NYSDOI’S

rules and regulations.

ik Misrepresentations Concerning the Financial Statements and

Complianc_e with Statutes

478 Section 5.12 of the Loan Agreement provides as follows:

5.12 Compliance with Statutes, etc. Each of the Borrower, SCNAII and the
SCNAH Restricted Subsidiaries is in compliance in all material respects with all
applicable statutes, regulations and orders’ of, and all applicable material
restrictions imposed by, all governmental bodies, domestic or foreign, In respect
of the conduct of its business and the ownership of its property (including
applicable statutes, regulations, orders and restrictions relating to environmental
standards and controls). o '

479 On June 27, 2003 AIM’s counsel wrote to SCNAH’s counsel, Lawless, as
follows: “Additionally, now that Realm has failed to file the audited financial statements
as required by law with the New York Insurance Dept., representation 5.12 of the loan
agreement is now no longer truc and corect. Demand is made that you bing that
representation back into compliance immediately by filing the audit.” Lawless

responded, “Your demand is noted.” As previously stated, Realm’s statutorily mandated
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audit remains unfiled with the NYSDOL. Accordingly, the representation contained in
Section 5.12 regarding compliance by SCNAH Restricted Subsidiaries, including Realm,
“[wlith all applicable statutes, regulations and orders of, and all applicable material
restrictions imposed by, all governmental bodies,” remains a continuing breach of the
Loan Agrcement. |

480 Section 5.5 of the Loan Agreement provides as follows:

5.5 Financial Statements. The audited balance sheet and income statement of the
Borrower as of December 31, 2001, (collectively the “2001 Financial
Statements™), fairly presents the financial position of the Borrower as at the date
thereof, and the results of its operations for the year then ended, and has been
prepared in  accordance with generally accepled accounting  principles,
consistently applied, and in a manner substantially consistent with prior financial
statement of the Borrower. The unaudited balance sheet and income statement of
the Borrower as at June 30, 2002, and for the six months then ended (collectively,
the “June 30, 2002 Financial Statements™) fairly present the financial position of
the Borrower as at the date thereof and the results of operations for the six months
then ended and have been prepared in accordance with generally accepted
accounting . principles consistently. applied and in a manner substantially
consistent with the 2001 Financial Statements, except for differences resulting
from normally occurring accruals or adjustments, or as noted in the June 30, 2002
Financial Statements or the notes thereto. Except as contemplated by or permitted
under this Agreement, there are not adjustments that would be required on review
of the June 30, 2002 Financial Statements that would, individually or in the
aggregate, have a material negative effect upon the Borrower’s reported financial
condition.

481 ‘The June 30, 2002 Financial Statements, as defined in the Loan
Agreement, werc materially false and misleading and materially overstated the assets of
AlphaStar and its Restricted Subsidiary, Realm.

482 On or about December 27, 2002, Realm, SCNAH and AlphaStar filed a
31-page Complaint captioned Kealm National Insurance Co., et al., v. Amuricurf
Insurance Managers, Inc., et al, C.A. No. 02 CV 10278 (RMB) in the United States

District Court of the Southern District of New York, against AIM and two affiliates of
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AIM (the “New York Action”). Plaintiffs in the New York Action sought a temporary
restraining order, . injunctive and declaratory relief, damages and imposition of a
constructive fxust, allegedly “to stop a recently-discovered fraud on the general public,
multiple state regulatory agencics and the plaintiffs in this a(;ti&n”ﬁ that would expose
Realm to “incalculable claims, loss of business, and damage to its reputation and good
wi)l; as well as regulatory scrutiny and potential disenfranchisement. ...”’

483 The Court in the New York Action denied the Plaintiffs’ motion for a
temporary restraining order.
434 AIM and the other defendants in the New York Action noticed the
deposition of KPMG, AlphaStar’s auditor, for September 12, 2003 and issued a subpoena
to KPMG, in an attempt to discover information concerning Realm’s finances. On
August 14, 2003, the NYSDOI had indicated that it would consider taking regulatory
action against Realm within thirty (30) days if such statements were not filed. If such
action is taken, it will have a material ad;/erse effect on the business of Realm. The
deposition was scheduled by AIM without opposition from AlphaStar, despite the fact
that a Rule 26(f) discovery schedu.ling order bad not yet been filed in the case. -
485 . On September 11, 2003, counsel for KPMG moved to quash the subpoena.

A United States Magistrate scheduled a telephone conference call for September 16, 2003

to consider KPMG’s Motion To Quash. Approximately fificen (15) minutes before the -

scheduled call, AlphaStar’s attorney called ATM’s attorney 1o advise that AlphaStar had

dismicsed the New York Action.

N 'Y Action {1
"N Y Action {4

97

1555



486 Upon information and belief, Plaintiffs dismissed the New York Action in
order to prevent inquiry of its auditors, KPMG, which inquiry would reveal the false and
misleading nature of the June 30, 2002 Financial Statements, as defined in the Loan
Agreement.

487 Two filings with the Securities and Exchange Commission confinm the
likely existence of accounting irregularities.

488 On November 3, 2003, AlphaStar filed a Form 8-K® (the “November 3
Form 8-K™), wherein the company disclosed the resignations of al! of the independent
directors. The November 3 Form 8-K states in relevant part: .

Messrs. David H. Elliott, Hadley C. Ford and Patrick J. McDonough,
tendered their resignations from the Board of Directors of the Company, effective
August 29, 2003. Messts. Elliott, Ford and McDonough comprised all of the
independent directors of the Company, and all .of the members of the Audit
Committee of the Board of Directors.... Neither Mr. Elhiott, Mr. Ford, or Mr.
McDonough resigned because of any disagreement with the Company on any
matter. (emphasis added).

489 KPMG, AlphaStar’s independent auditor, also resigned.
490 The November 3 Form 8-K further states in relevant part:

On September 16, 2003, KPMG LLP (“KPMG™), the independent auditors
for AlphaStar Insurance Group Limited (the “Company”), notified the Company

that the auditor-client relationship between KPMG and the Company had ceased. -

During April 2003, and pending the finalization of the Company’s 2002
Form 10-K filing, KPMG advised the Company of the need to expand the scope
of its audit, due to the absence of transactional-level data deemed necessary by
KPMG to conclude on the fair presentation as of year-end 2002 of the agents’
balances receivable account (the “2002 Agents’ Account”) at a significant
subsidiary of the Company. KPMG expanded the scope of its audit work
accordingly and the Company thercafier undertook and extensive cffort to
supplement the information, made available to KPMG regarding the 2602 Agents’
Account (“Supplemental Work™).
’ On August S, 2003, KPMG first informed the Company, in a presentation
to the Audit Committee of the Company’s Board of Directors, that information
received as a result of the Supplemental Work caused KPMG to determine that

* The November 3, 2003 Form 8K is attached as Exhibit “G.”
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further investigation was necessary and that such investigation may (i) materially
~impact the faimess or reliability of either a previously issued audit report or the
underlying financial statements, or the financial statements issued or to be issued
covering the fiscal periods subsequent to the date of the most recent financial
statements covered by an audit report on those financial statements. Specifically,
KPMG stated that the extent of the additional work necessary to enable KPMG to

opine in respect of the 2002 Agents’ Account had caused it to requirc a re-audit of

the balances reflected in the accounting records of Realm for the Agents” Account
for the fiscal year ended December 31, 2001 (the “2001 Agents’ Account™), and
possibly all December 31, 2001 balance sheet accounts for the Company and its
subsidiaries, which accounts had been audited and certified by Arthur Andersen.
KPMG thereafter requested that the Company undertake additional” work in
respect of the year-end 2001 Agents’ Account.

* ¥ ¥

The Company subsequently engaged a new auditor, Johnson Lambert & Co.
491 On November 14, 2003, KPMG submitied a letter to the Securitics and
Exchange Commission identifying numero’us excepﬁom that KPMG had with respect to
AlphaStar’s characterization of KPMG’s findings and its reasons for terminating its
relationship with AlphaStar (the ‘“November 14 Letter”), which letter is attached as
- Exhibit “H.” The November 14 Letter states in pertinent part:

We do not agree with the Company’s statement in Paragraph (d) (1) that
“KPMG had advised the Company that, subject to the resolution of the matters
discussed in (c)(1), above, the possible effect of such resolution on the ability of a
significant subsidiary of the Company to recognize part or all of a deferred tax
asset and the completion of audit procedures related to the adverse litigation
decision received on July 8, 2003 (and disclosed in a press release dated July 8,
2003), no information has come to KPMG's attention that it has concluded
materially impacts the fairness or reliability of either (i) a previously issued audit
report or the underlying financial statements, or (i) the financial statements issucd
or to be issued covering the fiscal period subsequent to the date of the most recent
financial statements covered by an audit report {including information that, unless
resolved to the accountant’s satisfaction, would prevent it from rendering an
unqualified audit report on those financial statements, irrespective of reference to
substantial doubt concerning the ability of the Company to continue as a going
concern. which KPMG indicated prior te jts resignation would be inchided in its
report).

Prior to our resignation KPMG had communicated to the Company that
KPMG’s report would include a reference to substantial doubt conceming the
ability of the Company to continue as a going concern.
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Prior to our resignation KPMG had communicated to the Company the
following as items that needed to be addressed before KPMG could perform
whatever other audit procedures were deemed necessary to complete the audit of
the December 31, 2002 financial statements:

(1) Completion of agents’ balances receivable account audit work,
including re-audit of the December 31, 2001 balances and pessibly re-
andit of all Decernber 31, 2001 balance sheet accounts;
(2) Completion of audit procedures related to the adverse litigation
decision, as referred to in Paragraph (d)(1); and
. (3) Resolution of the accounting and disclosure for the operations of
certain subsidiaries, the sales of which were pending but had not been
completed, and the completion of the related audit procedures.
492 ' "Ihé November 3, 2003, Form 8-K and the November 14, 2003, Letter
provide further support for the concerns voiced by AIM’s auditors that there appear to be
material accounting irregularities related to AlphaStar and its subsidiaries, particularly
Realm.
493 As part of its initial due diligence, AIM sought information regarding
litigation that ultimately resulted in an adverse judgmeht rendered against a subsidiary of
AlphaStar in the United Kingdom. In an email responding to the request for information,
Crane stated:

-—Original Message-—-

From: Stephen _Crane.BDACOS@bdacos.bm
[mailto:Stephen_Crane. BDACOS@bdacos.bm]
Sent: Tuesday, November 19, 2002 11:35 AM
To: dds@aimmanagement.com

Subject: Alston & Bird Due Diligence

Dear David: ,
Attomeys froom A&B have asked Jim Lawless for materials
relating to the Stock Purchase Agreement Drake case in Lendon. | wanted
to bring this to your attention because of the cost and time implications of
letting them get down into that bottomless pit. I believe we had convinced
you and WEMED that the' properties you are buying are not significantly
exposed to that litigation, and WEMED was not pursuing it in their due
diligence. Inasmuch as the case is likely to be decided long before it has

100

1558

-

S



any material adversc affect on RNIC or WTS. In my opinion, there is not
need for them to get an education (and probably an irrelevant one) at

substantial expense 1o you.
Regurds, 4
Stephen
494 On July 8, 2003, the High Court in London issued an Order’ in excess of

1500 pages regarding the litigation referenced in the preceding paragraph.

In the High court ruling, Mr. Justice Thomas stated that defendants Euro
International Underwriting Ltd. and Stirling Cooke “[a]cted with grave dishonesty” when
broking and underwriting US Workers’ Compensation business. Mr. Justice Thomas
further ruled that the defendants had engaged in a... |

“chronicle of deception that induced insurers to become involved in a business in
which they would never have been involved if the business had been properly
explained to them” and “there was thereafier an attempt to lock them into that
business.”

Justicc Thomas was particularly scathing in his view of Nicholas Brown, who founded
Stirling Cooke-with Mark Cooke.

“Mr. Brown was the driving force in the dishonest enterprise which I have
described in this judgment,” stated Justice Thomas. “He was motivated by
ambition to make SCB a full-service insurance company and by greed in eaming
large sums of money through brokerage of the business provided...The business
transacted by Stirling Cooke has already causcd losses of approximately $250
million,” “The overall sums at issue in the action are large; on some programmes
the losses are in excess of $10m with one programme sustaining a loss of over
$71m (a loss ratio of 7,300%); the total losses sustained thus far are in the order
of $250m.” “There are a considerable number of related actions and arbitrations
here, in Bermuda and in the United States; the total sums at issue that have been
lost in this reinsurance market are very much larger ...”

The claimants in the United Ningdom action were Sphere Drake Insurance 1td.

(formerly Sphere Drake Insurance PKC) and Odyssey Re (London) Ltd. The defendants

were Furo Intemationalv Underwriting Ltd., John Hubert Whitcombe, Christopher
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Reginald, Colin Henton, Stirling Cooke Brown Reinsurance Brokers Ltd, Stirling Cooke

Brown Insurance Brokers Ltd, Nicholas Brown and Jcffrey Ronald Butler.

¥ % 3

“It has been estimated that the losses will run into the billions.”

iii. Execution and Breach of the Stock Purchase Agreement

495 " As previously stated, AlphaStar, WTS, Agency SCNAH, Realm and AIM
executed the Stock Purchase Agreement on March 23, 2003.

a. SCNAH’s Refusal to Comply With Provisions Establishing
the Purchase Price '

496 Section 2.02 of the Stock Purchase Agreement provides that the Purchase
* Price is to be based upon Final Balance Sheets, defined on page 3 of the Stock Purchase
Agreement as follows:
“Final Balance Sheets” means the audited consolidated balance sheet of Realm
and the unaudited balance sheets of WTS and SCNY as of the final Balance Sheet
Date determined in accordance with GAAP, together with the notes thereto and
the related unqualified opinion of KPMG thereon delivered by Seller to Buyer.
497 SCNAH, the Seller under the Stock Purchase Agreement, failed to deliver
Final Balance Sheets to Buyer on or before April 1, 2003. SCNAH requested and was
granted a one day extension of that deadline. SCNAH failed to deliver Final Balance
Sheets on or before April 2, 2003 and has never delivered such Final Balance Sheets. As
a result, Section 2.07 of the Stock Purchase Agreement gave Buyer the right to sclect an
altemative CPA firm of its choice and to estimate the Purchase Price, “which estimate

shall be final and hinding on the parties ™

498 Section 2.07 also states:

? See Spere Drake Insurance Ltd. V. Euro International Underwriting, [2003] All ER (D) 160 (Jul).
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If Buyer elects to select an Alternative Auditor to detcrmine its estimate of
the Purchase Price, [SCHAH)] shall, and shall cause the Companies, to cooperate
with the Alternative Auditor in connection with such determination, including,
without limitation, making available to the Alternative Auditor all of the books,
records and other necessary documentation of the Companies.

499 Buyer selected Israeloff, Trattner & Co. (“Israeloff”) as an alternative

CPA firm pursuant to Section 2.07, which determined a Purchase Price of $1,500,000.00.

500 On or about June 1, 2003, pursuant to Section 2.07, and based upon the--

estimate of Israeloff, Buyer advised SCNAH that the Purchase Price was $1,500,000.00.

A copy of the Israeloff letter setting forth its estimate is attached as Exhibit “1.”

501 On June 12, 2003, Buyer’s counse! sent an email to Léwlcss, demanding

to know if Seller intended to sell the Realm shares at the price set by Isracloff. On June
17, 2003, SCHAH, through Lawless, advised Buyer that it did not acknowledge Buyer’s
right 1o close at the price deter.mined by Isracloff. Buyer reiterated its demand on July 1,
2003, and Seller responded that the demand be retracted, which request Buyer refused.
502 By refusing to acknowledge ATM’s right to purchase Realm for the
binding purchase price set by the altemative auditor in accordance with Section 2.07, the
Seller, SCNAH, anticipatorily breached the Stock Purchase Agreement.

b. SCNAH’s Refusal to Proceed to First Closing Pursuant to
Stock Purchase Agreement

503 By letter dated July I, 2003, Buyer notified SCNAH that it was prepared

to proceed to First Closing under the Stock Purchase Agreement and that the closing
occur hetween Jluly 8, 2003 and July 11, 2003. | |

504 SCNAH failed 1o respond to the Ictter and refused to proceed to First
Closing as required by the Stock Purchase Agreement. Seller’s willful failure to close

constituted a further breach of the Stock Purchase Agreement by SCNAH.
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¢. SCNAH’s Breach of Section 2.04(f) of the Stock Purchase
Agreement

505 Section 2.04(f) of the Stock Purchase Agreement states that at the First

Closing:
[SCNAH], Realm and Buyer shall take all necessary actions to provide the PEOs
listed in Schedule 4.13 with Certificates of Insurance and other reasonable
evidence of insurance retroactive to no earlier than October 1, 2002 in accordance
with Section 5.02(n} and applicable Law.
506 7 At a meeting held at its offices on the morning of August 13, 2003,
SCNAH advised Buyer that i_t had met with representatives of the NYSDOI. SCNAH
represenied that because its subsidiary Re’alm had failed to deliver the December 31,
2002 statutory audited financial statement to the NYSDOI as required under the New
York Inswrance Law, Realm had been directed by the NYSDOI not to deliver the
Certificates of Insurance required by Section 2.0;1(0 until such time as Realm had filed
an audited financial statement with the NYSDOIL.  Accordingly, SCNAH breached
Section 2.04(f) of the Stock Purchase Agreement. Additionally, said breach has rendered

a First Closing under the Stock Purchase Agreement impossible.

iv. Realm’s Direction to AIM to Non-Renew Certain Policies
507 On March 25, 2003, Realm appointed Bruce S. Holley (“Holley”), AIM's

VP of Underwriting, Realm’s agent in Georgia. A copy of Holley’s insurance license
evidcncing his appointment as an agent of Realm is attached as Exhibit “J.”
508 Pursuant to Section 5.02(m) of the Stock Purchasc Agrecm;nt, Realm was
contractuslly obligated to maintain an underwriter at AIM e office:
(m) Con;npliance Employee. Immediately upon the execution
of this Agreement, Realm shall, and Seller and Parent shall use their respective

best efforts to cause Realm to make available at the offices of Buyer in Atlanta,
Georgia, on a full time basis or as otherwise mutually agreed 1o by Buyer and

104

1562

%

1St 3



Seller until the earlier of the release of the Shares from the Escrow Property
(either on or afier the Second Closing Date) or termination of this Agreement, or
as otherwise reasonably requested by AIM during the time specified in Section
8.03, one employee with the appropriate experience and authority to conduct
underwriting review and approval and oversee compliance with the Guidelines;
provided, however, that the sole remedy for the failure of Realm to make such
employee available on a continuous basis shall be the ability of Buyer to bind
insurance coverage for risks within the Guidelines which remained unreviewed by
such employee for seven Business Days after a request for such insurance
coverage is made.

The individuals who fulfilled this rolc for Realm were Sioma and Roni Zinnert

(“Zinnent”), Realm’s Vice President of Underwriting.

509

On May 16, 2003, Zinnert sent the following email communication to

Holley regarding customers of Xcelerate, one of the PEOs whose coverage Realm

disputes:

[ From: Roni Zinﬁen.BDACOS@bdacos.bm

Scnt:  Friday, May 16, 2003 2:57 PM
To: bholley@aimmanagement.com
Cec:  ~ Mark Sioma.BDACOS(@bdacos.bm

Subject: Cancellations

Bruce,

In reviewing the Xcelerate file, I noticed that several of them (20
or more) had letters from the PEO notifying you that the client had been
terminated as a client of the PEO. They use the phrase “please see that
their coverage is terminated”

You need to communicate in writing to all of the PEOs the laws
regarding cancellation of these client policies. And, AIM nceds to
develop intemal procedures to ensure that these clients are handled
appropriately.

We must follow the statutes for each state as respects cancellation.

Our policy is issucd to each individual client. Their contract
with RNIC [Realm} cannet be “cancelled” by the PEOQ. AIM wmust
coutinue to service each policyholder until such time as ootice of

cancellation or non-renewal js sent in compliance with state statutes.
(empbasis supplied)
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510 Despite Realm’s claims to the contrary, Zinnert’s statement constitutes an
admission by an executive officer of Realm that it has policies of insurance not with the
PEOs but with the PEO’s clients whose “contract with RNIC (Realm) cannot be
cancelled by the PEO”, and further, that “AIM must continue to service each policy
holder until such time as notice of cancellation or non-renewal is sent in compliance with
state statutes.” Such communication from Zinnert constituted the instruction of a
principal to its licensed agent regarding a r‘natter within regarding a matier within the
scope of the ageﬁt’s engagement. The agent was under a fiduciary duty to comply with
the lawful instruction from its principal.

511 Other than certain PEO clients who have a rating of nine (9) and ten (10)
as defincd by the mutually agreed-upon mdemﬁting guidelines, AIM was never
instructed by Realm to non-renew the vast majority of the PEO clients who received
ACORD certificates.

512 Each state has a statutory scheme for the non-renewal of policies of
‘insmance, a fact well known to Realm. In many states, failure to serve a notice of non-
renewal in accordance with the state’s étatulory insurance scheme is tantamount fo
renewal of the policy of insurance by operation of law. Should this court determine that
the policies of insurance were properly issued in the ﬁrst instance, Realm’s failure to
non-renew the policies as by law provided would have the effect of renewing those
policies for an additional term by operation of law.

M. Summary of Misconduct, Fraud and Damages

513 The Goldman Sachs Entities and certain of the Individual Defendants

(depending on their tenure and knowledge) fraudulently prescnted false financial
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statements, mismanaged the affairs of AlphaStar, squandered corporate assets on, infer
alia, legal fees to defend conduct that they knew, or absent a reckless disregard forv the
truth should have known, was fraudulent, exorbitant audit and consulting fees for an
insolvent entity riddled with ﬁaud; worthless investments in hopelessly insolvent
subsidiaries, consummating settiements that benefited creditors of AlphaStar’s hopelessly
_insolvent subsidiaries to the detriment of AlphaStar and its own creditors, excessive
salaries, exorbitant Directors’ fces, dividends and the SCBIB Loans, and making the
Goldman Sachs Redemption and Goldman Sachs Transfer; all the while incurring further
habilities, thereby deepening the insolvency of AlbhéSmr, as described in greater detail
herein, all in an effort to maintain a fagade that AlphaStar was viable and cover-up the
fact that AlphaStar was an insolvent enterprise riddled with fraud.

514 The Goldman Sachs Entities, Jeffery and de Pourtales had an incentive to
minimize and cover-up the true nature of AlphaStar’s exposure in connection with the
Sphere Ijake Case and other !itigaﬁ(;n in order to attempt 1o protect the reputation of
Goldman Sachs as one of the world’s premier investment bankers, and the reputation of
Goldman Sachs Group in light of its 1999 initial public oﬁ'erihg and subsequent existence
as a public company.-

515 Upon information and belief, by overstating the value of AlphaStar’s
assets and shareholders’ equity énd hiding AlphaStar’s losses, the Goldman Sachs
Entities, Jeffery and de Pourtales were able to enrich themselves by, inter alia, lpreserving
the reputation of Goldiran Sacks and Goldman Sachs Group,

516 At various times during 1998, AlphaStar had a market capitalization in

excess of $250 million.
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517 The Goldman Sachs Entities held more than 20% of the ordinary shares of

AlphaStar, which position was worth more than $50 million at various times during 1998.

518 The Individual Defendants also had significant shareholdings in
AlphaStar.
519 After the commencement of the RICO Action in 1999 and the Sphere

Drake Case in 2000, the price of AlphaStar’s ordinary sharcs, and thus the valuc of the
holdings of the Goldman Sachs Entities and the lndividual- Defendants, dropped
precipitously.
520 Thus, the Goldman Sachs Entities and the Individual Defendants had an
incentive to minimize and cover-up the true nature of AlphaStar’s exposure in connection
with the Sphere Drake Case and other conduct described herein,
521 In addition,‘as the co-managing underwriter with respect lo the ordinary
'sharcs of AlphaStar with potcmi.al exposure to shareholders, Goldman Sachs had’a;x
incentive to minimize and cover-up the true nature of AlphaStar’s exposure in connection
with the Sphere Drake Case and other conduct described herein in order to attempt to
avoid ;hmholda litigation and loss of reputation.
522 By overstating the value of AlphaStar’s assets and sharcholders’ equity
and hiding AlphaStar’s losses, the Goldn.'\an Sachs Entities were able to cnrich
themselves by, infer alia, continuing t.o receive dividends, having their AlphaStar stock
redccmed and receiving the Goldman Sachs Transfer.
523 By overstating the value of AlphaStar's assets and sharcholders™ cquity

and hiding AlphaStar’s losses, the Individual Defendants were able to enrich themselves
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by, inter alia, continuing to receive dividends, excessive compensation and other benefits
from AlphaStar.

524 By overstating the value of AlphaStar’s assets and shareholders’ equity
and hiding AlphaStar’s losses, the Goldman Sachs Entities, Jeffery, de Pourtales and
certain of the other Individual Defendants knowingly made misrepresentations of
material facts that they knew to be false, knowing that AlphaStar, AlphaStar’'s innocent
decision-makers, AlphaStar’s creditors, AIM, the investing public and others would rely

on such misrepresentations of material facts, thereby defrauding, AIM, and others.

525 By engaging in the misconduct described herein, the Goldman Sachs

Entities, Jeffery, de Pourtales and cerain of the other Individual Defendants knowingly
defrauded the AlphaStar, AIM and others.

526 By (;;érstating the value of AlphaStar’s and ‘its subsidiaries’ assets and
shareholders’ equity and hiding AlphaStar’s losses, Andersen was able to enrich itself by,

inter alia, receiving audit fees.

527 Upon information and belief, Andersen had actual knowledge that t_he'

Goldman Sachs Entities and the Individual Defendants breached their duties to -

AlphaStar, and Andersen aided and abetted the Goldman Sachs Entitics and the
Individual Defendants in breaching their dutics to AlphaStar by, infer alia, knowingly
inducing or participating in the misconduct described herein, including defrauding AIM.

528 | Pleading in the alternative, and notwithstanding any other allegations
contained herein, the Goldman Sachs Pntitics had actual knewledge that certain of the
Individual Defendants breached their dutics 1o AlphaStar, and the Goldman Sachs

Entities aided and abetted certain of the Individual Defendants in breaching their duties to
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AlphaStar by, inter alia, knowingly inducing or participating in the misconduct described
herein.

529 The Goldman Sachs Entities, b4y virtue of their relationships with
AJphaSla; and its subsidiaries, had actual knowl;adge of ongoing wrongful conduct of
certain of the Individual Defendants in squandering the asseté of AlphaStar and its
subsidiarics.

530 Notwithstanding the Goldman Sachs Entities’ knowledge of the oﬁgoing
dissipation of assets perpetrated by certain of the Individual Defendants in breach of their
fiduciary duties, the Goldman Sachs Entities participated in such misconduct by, infer
" aliu, covering-up the fact that AlphaStar’s businesses were riddled with fraud and
promo@g policies designed 10 maintain an appearance of normality, but which
constituted a waste of corporate assets. The Goldman Sachs Entities thereby knowingly
- participated in the breach of fiduciary duties by certain of the Individual Defendants and
the Goldman Sachs Eptities through their misconduct allowed’ ‘thosc Individual
Defendants to squander the assets of AlphaStar aﬁd its subsidiaries and to defraud AIM.
531 In connection with the misconduct described herein, the Individual
Defendants were purporting to act for the benefit of AlphaStar and its subsidiaries, but

instead were really committing misconduct for their own bencfit.

532 The misconduct of the Individual Defendants was outside the scope of
their employment.
533 Upon information and belicf, the Individual Defendants totally ahandened

the interests of AlphaStar and its subsidiaries, actcd adversely to the interests of the said

companies, and acted solely to advance their own personal interests.
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534 The schemes of the Individual Defendants did not inure to any extent to
the benefit of the AlphaStar and its subsidiaries, but instead such schemes harmed said
'companies by depriving them of millions of dollars in cash (without any corresponding
benefit, fair consideration or reasonably equivalent value) and needlessly and wastefully
increasing their liabilities.

535 , On November 3, 2003, AlphaStar filed a Current }l{eport on Form 8-K
with the SEC and disclosed for the first time that Elliott, Ford and McDonough had
tendered their resignations from the Board of Directors of AlphaStar effective August 29,
2003, i.e., the mor;th following the issuance of the U.K. Court’s decision.

536 Such Current Report on Form 8-K also disclosed that, at the time of their
resignations, Messrs. Elliott, Ford and McDonough comprised all of the independent
Directors and all of the members of the Audit Commnittee of the Board of Directors of
AlphaStar. -

537 The only other independent Director who served after 1999 was Chﬁmie,
who as early as September 2000 had expressed concern over the adequacy of the Teserves
taken by AlphaStar in connection with litigation relating to the LMX market. |

538 Upon information and belief, one or more of Messrs. Christie, Elliott, Ford
and McDonough, as well as centain non-Defendant officers of AlphaStar, may have been
without knowledge ot the misconduct described herein during certain periods relevant
herein.

539 Upan information and  belief, ple:adiné in the alternative, and

notwithstanding any other allegations contained herein, at all relevant times, at least one
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decision-maker in a management role was innocent of the misconduct described herein
and could have prevented such misconduct.

540 - The ‘Realm Defendants .knew that the financial statements prepared by
Andersen for the years 2000 and 2001 for AlphaStar and Realm were false and
misleading and did not accurately reflect the true financial c.:ondition of Realm at the time
the said financial statements were preparcd or at the timeAthal AIM relied upon them in
entering into the aforementioned transactions -wilh AlphaStar.

54} The Realm Defendants made further representations to AIM in the Stock
Purchase Agrecment regarding Realm"s financial condition, upon which AIM relied.

542 The Realm Defendants’ representations were 'falsc an-d were made
knowingly, recklessly, ﬁaudqlenﬂy, maliciously, and with the intent to deceive AIM,
which was deceived ‘thereby.

543 The Realm Defendants authorized AIM 1o act as Realm’s agent and
authorized the issuance of the certificates of insurance.

544 AIM, acting ip reliance upon the Realm Defendants representatiops,
issued or caused to be issued the ACORD certificates naming Realm as the “insurer”.

545 In connection with the misconduct described herein, the Realm
Defendants were purporting to act for the benefit of Realm, but instead were really
cornmitting misconduct for their own benefit.

546 The misconduct of the Rcalm Defendants was outside the scope of their

cmplovment,
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547 Upon information and belief, the Realm Defendants totally abandoned the
interests of Realm, acted adversely to the interests of the said companies, and acted solely
to advance their own personal interests.

548 The schemes of the Realm Defendants did not inure to any extent to the

benefit of the Realm, but instead such schemes harmed said companies by depriving them

of millions of dollars in cash (without any corresponding benefit, fair considcration or-

feasonably equivalent value) and needlessly and wastefully increasing their liabilities.
549 " The foregoing misconduct proximately caused AIM to suffer damages.
The amount of damages suffcred by AIM to be determined at trial.
550 Upon information and belie’f, the damages suffercd by AIM were a
foreseeable consequence of the misconduct described herein.
551 But for ihe- misconduct of all Defendants, AIM would not have suffered
such damages

Y. PLAINTIFFS’ CLAIMS

COUNT I: ACTION FOR DECLARATORY JUDGMENT THAT REALM

BOUND THE INSURANCE COVERAGES IT IS NOW SEEKING

TO AVOID

552 AIM restates and realleges Paragraphs 1 through 551 as though each said
paragraph was stated herein in its entirety.

553 As stated previously, AIM, AlphaStar and SCNAH entered into various
agreements whereby it was agreed thét AIM would provide a credit facility to AlphaSIar
in‘ exchange for being appoir‘ned an agent of Realin, and Realm would agree to provide
worker’s compensation insurance coverage to PEOs submitted to Realm for approval in

accordance with Realm’s underwriting guidelines.
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554 On Scptember 17, 2002, Crane sent AIM’s CEO, David Dennett-Smith
(“Dennett-Smith”), an email stating:
We are in agreement with all the major terms and conditions you have proposed
regarding your proposed purchase of RNIC and WTS. We have studied your
business plan and believe it is sound and likely to gain the approval of New
York State Department of Insurance (“DOI”). We are also impressed with the
progress you have made in. arranging secure reinsurance in a well designed
program that should provide ample protection for RNIC at reasonable cost.
What remains as an outstanding matter for us is to receive from you some
evidence of AIM’s financial wherewithal and commitment to complete the
transaction, without which we cannot afford to proceed through a long and
burdensome duc diligence and regulatory approval process. While we
understand the nature and the mechanics of the plan via which you will secure
Jinancial commitments form subscribing PEQs, it will not provide us with the
desired assurance soon enough. [emphasis supplied]
555 AlM’s business plan encompassed the acquisition of Realm. During the
period pending completion of the acquisition, Realm was to appoint AIM its agent, AIM
was to markel its workers’ compensation program to PEOs, and AIM would bind the
coverage only afier Realm’s underwriters approved the PEO submissions in accordance
with underwriting guidelines that had been mutually agreed upon by the parties.
556 Because of the unique nature of the AIM workers’ compensation program,
prior to the time the risk could be assessed by reinsurers to establish the percentage of the
gross premium to be charged for payment of reinsurance for the excess layers of
protection the reinsurers were to provide, an initial book of busincss had to be written so
the reinsurers could engineer the amount of exposure so that an appropriate rate on line
could be established. It was for this reason that the “book™ AIM presented to Sioma had
1o be accepted or rejected at the November 8 mecting, or there would have been no

reason for a subsequent presentation by Realm to reinsurers at the meeting in Bermuda on

November 22, 2002.
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557 Prcliminary slips for reinsurance coverage were provided by AIM to
Realm/AlphaStar/SCNAH in late August 2002. These were the slips upon which Crane
based his statement, “We are also impressed with the progress you have made in
a-nanging secure reinsurancé in a well designed program that should provide ample
protection for RNIC at a reasonable cosL” See Paragraph Eighty-One (81), supra.

558 The parties initially agreed that AIM would be a managing general agent.
Managing general agents have substanﬁal]y more éuthon'ty'to act oﬁ behalf ;)f an
insurance company than a general agent. Because of this extraordinary amount of
authority, managing general agents arc regulated by the NYSDOI'

559 Thereafler, the parties agreed that AIM would be a general agent, as
opposéd toa knanaging general agent. Other than requiring licensure akin to estate agents
and bi'okers, general agents do not require regulatory approval under the New York
Insurance Law, a fact well known to Realm and Sioma.'!

560 It is customary and usual in the insurance industry that agents will begin to
act as representatives ;’or insurance companies well before any type of written agreement
is actually executed between the parties, with the understanding that the paperwork
memorializing the relationship will be executed in due course.

561 On August 29, 2002, there was a meeting at Realm’s office in New York.

The following persons were in attendance:

Name ‘ Representing
Steven Crane RCZI]‘H]

** First Amendment To Part 33 of Title 1 | of the Official Compilation of Codes, Rules and Regulations
(Regulation No. 120), as promulgated by the Superintendent of the New York State Insurance Department,
“Managing Gencral Agents.” A copy of the said Statute is attached hereto as Exhibit “K.”

" Section 33.4(a)2)(i), First Amendment To Regulation 120, infra
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Mark Sioma Realm
Anthony Del Tufo Realm
Steven Gross Gross Collins'
Steve Kent WEMED"
Joseph Zaffarese Midland Intermediaries
David Dennett-Smith AIM
Steven Landin , AIM
562 ' The purpose of the August 29, 2002 meeting was to discuss the pature of

the relationship t.yetv’veen the parties, the reinsurance wordings and forms, and the
reinsurance proposals provided by Realm’s intermediarics. The proposed reinsurance
placement slips as well as a draft captive worker’s compensation reinsurance agreement
had previously bee;x forwarded to Realm on August 27, 2002 by Midland Intermediaries
Inc. (“Midlands”). Afier discussion, the parties mutually agreed that Midlands would
pM to seek reinsurance for ATM’s worker’s compensation program written through
PEOs, with PEOs being endorsed as an additional /namcd employer once a sufficient book
of business had been written to enable the book to be quoted.

563 AIM had previously provided a “boiler plate” managing general agency
agreement for consideration by Realm. Crane advised i)cnnett-Smith that he preferred a
general agency agreement to a managing general agency agreement. Crane’s stated
objection was his desire to circumvent the burdensome regulatory requirements that are
concomitant with managing general agency agreements under New York law. Dennctt-

Smith agreed, and Sioma was instructed by Crane 10 revisc the managing general agency

¥ The accounting firm of HLR Gross Collins P.C., Cenified Public Accountants
" The law finn of Wilson, Elser, Moskowitz, Edelman & Dicker LLP
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agreement form provided by AIM in order to be sure that it complied with New York
State insurance regulations.

564 ‘ Despiie being instructed by Crane to d(; so at the August 29 meeting,
Sioma failed to revise the managing general agency agreement form immediately. Sioma
waited until November 2002, at which time he asked AIM to provide him the managing
agency agreement in electronic form so that he could use it as a starting point for his
edits. R ‘ o

565 At the August 29 meeting, the parties also mutually agreed that AIM
would have the authority to bind coverage, subject to Realm’s ability to underwrite and
approve the submissions, and that Realm would have the ability to review, approve and
adopt AIM’s proposed underwriting guidelines.  Additionally, Sioma was made
responsible to assure that all reir;surancc that was placed was done so in accordance with
New York statutory guidelines.

. 566  Having ostablished a working agenda to proceed with the transaction, the
August 29 meeting adjourned, it being the mutual goal of the p;mies to commence the

steps necessary to put business on the books to coxhply with Max Re’s requirements of a

minimum of $50,000,000.00 in premium to attach effective October 1. Max Re is a

rcinswrance  company that had been introduced o the transaction by Realm’s
intermediary, Midland’s Intermediaries Inc, whose president is Joseph Zaffarese
(“Zaffarese”). Max Re had exprcssed an interest in providing reinsurance for the

program, but required that a $50,000,000.00 book first be written in order for it to be

rated for premium purposes. Max Re had agreed that in the event it agreed 1o provide the”

slips, cover would attach as a October 1, 2002.
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567 Prior to the August 29, 2002, meeting and in contemplation thereof,
Steven Kent Esq., of WEMED, AIM’s counsel at the time, had a tclephone conversation
with Crane and Lawless. Following the conversation, Kent prepared a “Memorandum of
Conversation,” The final Paragraph on page 2 reads, in pertinent part:

The final issue we discussed are the MGA deal points which were
discussed during the 8/12 meeting. Mr, Crane wants the MGA deal points to be
consistent with what was described by DDS at the 8/13 meeting at Rcalm’s
offices on Maiden Lane. Steven does not believe that AIM should be “given the
pen’ for its placements with Realm’. AIM can have binding authority but AIM
should agree to follow Realm's underwriting agreements [sic] gnidelines and all
placements should be subject to the approval of Realm’s underwriters.

“(emphasis supplied) 1 suggested to Mr. Crane that he directly contact David to
discuss this issue. ’
A copy of the said Memorandum is attached hereto and incorporated -herein as
Exhibit “L.”
568 Thereafter, with the full knowledge and cbnsenl of the Defendants, AIM
proceeded to introduce its workers” compensation program to various PEOs Jocated in the
states where Realm was licensed to transact business. By November 8, 2002, AIM had
qualified eight (8) PEOs by reviewing submissions presented in accordance with
- guidelines mutually agreed upon by the parties with a combined total annual premium of
approximately $10,000,000.00. Sioma appeared at AIM’s office on November 8, 2002 to
review the submissions in accordance with the agreemcnt between the parties to
determine if the submission complied with the underwriting guidelines, among other
rcasons.
569 At the meeting, Sioma met with Holley, AIM’s Vice President of

underwriting and reviewed the PEO submissions. After having reviewed the information

he deemed pertinent with regard to each of the PEO clicnts, Sioma agreed that the book
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of business Holley presented to him on AIM’s behalf and authorized Holley to cause the
issuance of the certificates evidencing the coverage.

570 In reliance upon Sioma’s confirmation that the coverage was bound, and
with Realm’s full knowledge and consent, AIM caused ACORD certificates to be issued
to the clients of the PEOs stating that workers’ compensation coverage had been issued to
them by Realm as the insurer. .

57 Additionally, ‘at the Nuvembq 8 meeting, Sioma also mect with
representatives of Crawford & Company (“Crawford™), a well-respected third party
administrator that provides a number of services to the insurance; industry throughout the
country. While no written agrccment was executed, AIM retained Crawford to provide it
with services to adjust claims that were incurred by insureds under the program.
Crawford continued to provide this service with Realm’s full knowledge and
acquiescence through October 2003, when Crawford received a letter directing it to cease
and desist from providing th&sé services on Realm’s behalf. Despite assertions contained
in the letter lo the contrary, Realm was fully aware that Crawford was providing these

services to PEO clients of AIM. In an email from Zinnert to Holley on May 23, 2003,

Zinnert writes in pertinent part:

From: Roni_Zinnert. BDACOS@bdacos.bm
Sent: Thursday, May 22, 2003 5:01PM

To: bholley@aimmanagement.com; bimperiale(@aimmanagement.com
Cc: Mark_Sioma BDACOS(@bdacos.bm; Dan_Green. BDACOS(@bdacos.bm

Bruce, Thanks for forwarding the updated loss info. | have a couple of
observations. The first list below is the loss listing for clients who have hazard
code 9 and/or 10 in their schedules. T know that Ricky was working on getting
“no loss” letters from the other clients who have hazard 9 and /or 10.
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‘The second listing is the claims for clients whom I cannot identify from the PEO
spreadsheets that we have. Can you please review this list and let me know the
name of the clients to match up with the rating info, so that I can determine if any
9s or 10s are part of those clients. If the clients are “new” to the PEQ, I will need
to see a revised spreadsheet that includes the class codes for those clients and the
effective date of coverage.

And, thanks for the clarification regarding the September claims. Sounds
Iike Crawford is handling appropriately and will close them. (emphasis

supplied)

572 Having bound the initial pértion of the portfolio of business, a meeting
was held in Ha@lton, Bermuda on November 13, 2002 with Max Re. The mecling was
organized by Zaffaréée, President of Midland, Realm’s intermediary. The meefing was
attended by Zaffarese, Sioma, Dennett-Smith and Bill Yit (“Yit”), Senior Vice President,
FCAS of Max Re. Yit was particularly interested in, among other things, the nature of
the relationship between AIM and Realm. In Zaffarese’s presence, Sioma indicated to
Yit that ATM was acting in the capacity of an agent of R.ealm.'f

573 Thereafler, a second meeting was held in Hamilton, Bermuda on

. November 22, 2002. The meeiing was attended by Sioma, Francis J. Carter (“Carter”),

Dennen-Smiih, Yit, Robert Conney, David Brining, Keith Hynes, Holley, Simon Everett

and Reese Bowen. It was held at the offices of Max Re, a reinsurance company. Carter,

president of Uberrimae Fidei Insurance Company Ltd. generated a set of meeting notes A

for his files, a copy of which are attached to Hs affidavit, filed in the New York Action.
In his affidavit, Carter stated,

{tlke notes accurately reflect the substance of what occurred at the meeting,
Additionally, it should be undcrstood that the rcinsurers were particularly
interested, among other things, in the nature of the rclatiouship between Mr.
Sioma’s company and Mr. Denneit-Smith’s company. In my presence, Mr.
Sioma indicated to the reinsurers that AIM was acting in the capacity as an agent

" Zaffarese Affidavit, NY Action (attached as Exhibit “M”)
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of Realm with the ability to bind business on Realm’s behalf, and that
$10,000,000 of premium had been bound."

574 ,Additionally; Holley, who also attended the November 22, 2002 meeting,
reviewed Mr. Carter’s notes and filed an affidavit in the New Y;ork Action. In his
éﬂidavit, Holley stated th;it Carter’s notes accurately reflect what transpired at the
meeting. “Sioma confirmed to the reinsurers [Max Re] that AIM was an agent of Realm
with authonty to bind business on Realm’s behalf and that the agrcement would remain
in place both prior to and subsequent to AIM’s purchase of Realm.""® |
575 On Novembe; 20, 2002, Sioma, without notification to AIM and prior to
the meeting that occurred in Hamilton, Bermuda on November 22, 2202, wrote a-letter to
the Florida Department of Insurance essentially acknowledging that negotiations between
AIM and Realm were ongoiﬁg; but unequivocally stating that AIM was not an agent of
Realm and had no authority 16 bind business on its behalf. Despite ha;'ing written the
letter, Sioma appeared at the meeting on November 22 and affirmed to reinsurers that
AIM was Realm’s agent and that a book of business of $10,000,000.00 had been written
and bound.

576 Thereafter, at the directior of Crane and Lawless, Sioma, as President of

Realm, wrote to a letter to insurance commissioners in every state in which Realm is-

licensed to transact business, slating thal AIM was not an agent of Realm and the
certificates had been issued without authority and were void ab initio. A sample letter is
attached as Exhibit “P.”

577 Additiopally, at the direction of Crunc und Lawless, Sioma, as P'resident of

" Realm, wrotc a letter to'each of AIM’s PEO clients, stating that AIM was not an agent of

' Carter Affidavit, §4, NY Action (attzched as Exhibit “N”)
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Realm, and that the certificates had been issued without authority and were void ab initio.
A copy of a sample letter to the PEQ clients is attached hereto as Exhibit “Q.” -

578 At all times relevant hereto, AIM was acting z-is an agent of Realm, with
actual and apparent authority. The issuance of the ACORD certificates were within the
scope of AIM’s authority as an agent of Realm and, furthermore, we-re issued with
Realm’s full knowledge and consent. The issuance of the certificates was proper, was
approved by Sioma in his capacity as president of Realm at the meeting held in Atlanta
on November 9, 2002 and was ratified by him ini discussion with third parties at the
meetings held in Bermuda on November 13, 2002 and Noverober 22, 2002. Sioma’s
conduct and sta{exrients, made in his capacity as President of Realm, ;:onﬁrmcd AlM’s
position as an agent of Realm and obligated Realm to issue policies of insurance to
customers of the PEOs in accordance with the ACORD certificates ATM caused to be
issued in its capacity as Realm’s agent.

579 In the alternative, assuming arguendo that AIM was not an agent of Realm
\yhcn it caused the A.CORD certificate to be issued, which AIM specifically denies, each
A‘state in which an ACORD certificate was issued has a statutory scheme for the
cancellation of wrongfully issued insurance policies. Realm failed to cancel the policies
in accordance with the statutory schemes. By failing to comply with the statutory
mandate of each state, the statement contained in Realm’s letter to the putative insureds,
that the ACORD certificates were void ab initio, was ineffective as a matter of law to
effect a cancellation of the allegedly wrongfully issued certificates. Accordingly, the
certificates remain in full force and effect in accordance with their terms Because Realm

failed to effect a proper cancellation of the certificates. As such, Realm remains

** Holley Affidavit, §i 1 (attached hereto as Exhibit *O") °

122

h
o\

1580



obligated to issue policies of insurance to thev insureds appearing on the ACORD
certificates, and is “on the risk” for said certificates.

580 Cun'ex;tly, there are investigations ongoing in the states on Missouri,
Oklahoma, Texas, Alabama, Florida, South Carolina, New Mexico, Pennsylvania and
New York rcgarding this matter. Additionally, AIM has been sued in Texas by (4)
customers of one of the PEOs. The plaintiffs in the Texas suit claim lhat they purchased
“'orkéfs’. gompénsation cover-agc,' but that none was provided:'” On December 4, 2003,
The Texas Dcpax_iment of Insurance demanded that AIM “.._.voluntarily agree to begin
terminating all existing Texas PEO business, and 'that everyone will be terminated by
March 1, 2004,” and further dermanded that AIM respond to the Texas Insurance
Department’s demand within tcn (10) days.

581 An actual case or controversy has deve]oped between the parties in which
AIM claims to have acted with both actual and apparent authorily from Realm to issue or
cause the issuance of ACORD certificates naming Realm as the “insurer”.

582 Realm has maintained that it never authorized AIM to act as its agent, a.nﬂ
did not authorize the issuance of the celniﬁcatm of insurance.'®

583 The claim and controversy directly affects the legal rights of the Plaintiffs,
as well as those to whom the ACORD ccrtificates were issued.

584 The failure of Realm to honor its obligations not only to Plaintiffs in this
action, bl;l to those to whorn the ACORD certificates were issued, is affecting people,

husinesses and insurance departuments threughout the country.

V' D & A Steel Erectors, Inc. et al. v. Corporate Solutions Inc., ef al., District Court, 1tidalgo County, Texas
92 District Court, Judicial District of Texas, File No. C-2764-03-A

" Realm appointed Holley, AIM’s VP of Underwriting, s agent in Georgia; his appointment as ap agent of
Realm is stil} active as of the date hereof.
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585 An expedited resolution of this matter is necessary in order to halt
Defendants” continued fraud on Plaintiffs as well as consumers of insurance in New York
and other jurisdictions. .

586 By reason of the foregoing, Plaintiffs are entitled to a declaratory
judgment that AIM was an authorized agent of Realm, that AIM could and did lawfully
issug or cause the issuance of certificates with Realm’s full knowledge and consent, or
that in the alternative, Realm’s failure to cancel thé.ceniﬁcates in accordance with each
state’s statutory scheme obligated Realm to fulfil} the confractuai obligations evidenced

by the said insurance certificates, but that in eithér event, Realm is obligated to issue the

policics and pay the c]éims arising thereunder.

COUNT I: FRAUD AS TO DEFENDANTS REALM, CRANE, LAWLESS
SIOMA, DEL TUFQ, GREEN, VU AND QUICK

587 AIM restates and realleges Paragraphs 1through 586 as though each said
paragraph was stated herein in its entirety.

588 The Realm Defendants and each of them made certain representations to
AIM in the Stock Purchase Agreement, regarding Realm’s f@ciﬂ condition, and the
accuracy of the financial statements which had been delivered by Defendants to AIM
prior to AIM’s execution of the Stock Purchase Agreerr;cnl, to wil:

3.13  Financial Statements and Other Information.

(@)  Seller has delivered to Buyer copies of the Annual

Statement of Realm (the “Annual Statement™) and the rclated annual and interim
financial statements of the Companies, including the auditors” report thereon of
Arthur Andersen LLP for the ycar ended December 31, 2001, and copies of the
Companies’ unaudited consolidated balance sheets as of Septeriber 30, 2002, and
the quarterly periods for the calendar year 2002. The foregoing financial
statements, togcther with the SAP and/or GAAP income statement for the
. Companics for the year ended December 31, 2002, and balance sheets for the
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Companies as of December 31, 2002, as shall be delivered pursuant to this
Agreement are herein collectively referred to as the “Financial Statements,”

(b)  To the Knowledge of Seller, the Financial Statements have
_ been or will be prepared from and in accordance with the books and records of the
Companies. The Financial Statements have been prepared in accordance with
GAAP and the Annual Statement has been prepared in accordance with SAP,
each consistently applied throughout the periods covered thereby. The Financial
Statements and the Annual Statements faitly present, or will fairly present, as the
case may be, in all material respects as of their respective dates, the consolidated
financial condition of the Companies and the consolidated results of operations,
_ retained earnings and cash flows of the Companies. The Financial Statements for
the period ended December 31, 2002 have been prepared by management in
accordance with GAAP, and, wherever appropriate, SAP consistently applied
throughout the periods covered thercby. Seller has read the Financial Statements
and has discussed them with management of the Companies. The Financial
Statements fairly present, in all material respects as of their respective dates, the
financial condition, results of operations, retained earnings and as flow of the
Companies and have been prepared on the statutory of GAAP accounting basis,
prescribed or permitted by the Superintendent of Insurance of the State of New
York or the American Institute of Certified Public Accountants, as applicable,
applied on a basis consistent with prior periods, subject, in the case of unaudited
Financial Statements, to normal recurring year-end adjustments (the effect of
which will not, individually or in the aggregate, be material in amount or effect)
and the absence of notes (that, if presented would not differ materially from those
included in the audited Financial Statements).

. (c)  The total sharcholders’ cquity of Realm as of Scptember
30, 2002, as determined in accordance with SAP on a basis consistently applied,
is $10,468,538, ’

(d)  Since September 30, 2002, (i) there have been no events,
changes or occurrences which have had, or could reasonably be expected to result
in, individually or in the aggregate, a Matcrial Adverse Effect on any of the
Companies except as set forth in the Financial Statements and as should be
reasonably known to Buyer or its Alfiliates as a result of actions by Buycr or its
Affiliates prior to the dale of this Agreement or in connections with General
Agency Agreement after the date of this Agreement, would represent or could
reasonably be expected to result in a material breach or violation of any of the
covenants and agreements of Seller and Parent in this Agreement.

3.14  Liabilities.

(a)  The Companies have no Liabilities, except Liabilities:
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637 Further, the Goldman Sachs Entities made false and material
mistepresentations and omissions to AIM in its written audit opinions (as referenced
above).

638 ‘The Goldman Sachs Entities, Jeffrey, de Pourtales and cenaiﬁ of the other
Individual Defendants made such representations knowing when made that they were
false or with reckless disregard as to the truth of the representations, and knowing and
intending that innocent third partieé, including AIM, ;vould rely on the representations.
639 AIM reasonably relied on the false represgntations of the Goldman Sachs
Entities, Jeffrey, de Pourtales and certain of the other Individual Defendants and was, as a
result, misled as to the true financial condition of AlphaStar and its subsidién'es,
inchuding Realm.

640 As a direct and proximate resuli of such fraudulent statements and
misconduct, AIM sustained damages in an amount to be determnined at trial, but not less
than $7 miliion.

641 . Accordingly, AIM is entitled to a judgment against the Goldman Sachs
Entities, Jeffrey, de Pourtales and certain other Individual Defendants in an amount to be
dclcmlined at ﬁdl, but not less'than $7 million, plus intercst.

COUNT EIGHT: VEIL PIERCING
{Against the Goldman Sachs Entities)

642 AIM restates and realleges Paragraphs 1 through 641 as though each said

paragraph was stated hercin in its entircty.
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643 Upon information and belief, the Goldman Sachs Entities used
AlphaStar’s corporate form fo perpetrate a fraud or as a means to avoid or conceal
liability.

644 Accordingly, AIM is entitled to judgment against the Goldman Sachs

Entities piercing the corporate veil of AlphaStar to reach the assets of Goldman Sachs

- Entities, and making:such assets available to satisfy any and all liabilities of AlphaStar.

COUNT NINE: AIDING AND ABETTING
(Against Goldman Sachs Entities)

645 AIM restates and realleges Paragraphs 1 through 644 as though each said
paragraph was stated herein in its entirety. |

646 In the alternative, the Goldman Sachs Entities gidcd and abetted the
Individual Defendants in defrauding AIM by, inter alia, knowingly inducing or
participating in the misconduct ’descn'bed herein.

647 ’ At the time the Goldman Sachs Entities provided its services, it was aware
of its role as parl of an overall illegal or tortious activity.

648 Moreover, the Goldman Sachs Entitics were aware of its substantial
assistance in defrauding innocent parties who were intended to, and did, rely upon the
Goldman Sachs Entities’ services and representations.

649 As a direct and proximatc result thereof, AIM sustained damages in an
amount to be determined at trial, but not less than $7 million.

650 Accordingly, AIM is entitled to a judgment against the Goldman Sachs

Entities in an amount to be determined at trial, but not less than $7 million, plus interest.
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VL PRAYER FOR RELIEF
WHEREFORE, Plaintiffs respectfully request that this court grant them t_he
following relief:
a) That a declaratory judgment be issued that declares that Plaintiffs were at

all times relevant hercto acting as agents of Realm, with actual and apparent authority to

bind the insurance coverages authorized by Sioma as set out above, and that Defendant

Realm is Jegally obligated to issue the certificates of insurance and policies of insurance
and policies of insurance as set out herein and be responsible for payment of any claims
arising thereunder;

b) That Plaintiffs be awarded compensatory damages in an amount to be

determined at trial, exclusive of interest and costs, but in any cvént, in an amount in

excess of $75,000.00, resulting from Defendants’ breach of contract;
c) That Plaintiffs be awarded punitive damages as a result of Defendants’

malicious, willful, wanton, fraudulent and deceitful conduct directed at Plaintiffs and the

public generally as set out in Count Two;

d) That Plaintiffs be granted an injunction requiring both the inspection of
and preservation and securing of Realm’s books and records;

€) As to Phaintiff’s fraud claim as set out in Count Three, that Plaintiffs be
awarded actnal damages in an amount to be determined, trebled, together with costs,
attorneys’ fees and interest permitted by N.Y. General Business Law §349;

f) That AIM recover from Defendants for {ces and commissions earned by

AIM in Defendants® PEO program, said sum currently being in excess of $2,600,000.00;
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g That AIM recover from Defendants for claims paid on behalf of
Defendants as pa;t of Defendants’ PEO program, said sum currently being in excess of
$3,210,000.00, as well as advanced claims handling expenses, tl;e exact amount which
will be added by amendment;

h) That AIM recover from Defendants all sums advanced as part of the
aforementioned Loan Agreement and related promissory note, which figure is currently
in exces-s of $1.500,000.00, as well as attorney’s fees and cdsts of litigation associated
with the collection of same; |

i) On the Fifth and Sixth Claims for Relief, against Andersen in an amount to be
determined at trial, plus interest;

J) On the Seventh Claim for Relief, against the Goldman Sac;hs Entities and the
individual Defendants, jointly and severally, in an amount to be determined at trial, but
not less than $80 million, plus interest;

k) On the Eighth Claim for Relief, against the Goldman Sachs Entities piercihg
the corporate veil of AlphaStar to reach the assets of Goldman Sachs Entities, and
making such assets available to satisfy any and all liabilities of AlphaStar;

1) In the alternative, on the Ninth Claim for Relief, against the Goldman Sachs
Entities in an amount to be determined at trial, but not less than $80 million, plus interest.

m)‘ That Plaintiffs be awarded the costs and disbursements of this action,
including attorneys’ fees and litigation expenses; and

n) ‘That the Honorable Court granl. such other and further relief as it deems

proper in the premises.
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Dated: Atlanta, Georgia
October 15, 2007

Respectfully submitted,

By:
Stanley A. Cobumn (SAC-6318)
Lowendick, Cuzdey, Ehrmann,
* Wagner, Stein and Sansalone, LLC
P.O. Box 450169
Atlanta, Georgia 31145-0169
Phone: (404)325-2300
Fax: (404)325-7302
Attorney for Plaintiffs
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UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

IN RE: ALPHASTAR INSURANCE GROUP

LIMITED, ET AL., *

PLAINTIFFS

2007 Civ. 00762 (RJH)
-against-
*

AMERICAN INSURANCE MANAGERS, INC.
ETAL, -

DEFENDENTS *

AFFIDAVIT OF SERVICE

Stanley A. Coburn, being duly sworn, . deposes and says. deponent is not a party
to the action, is over 18 years of age and resides in Georgia.

On May 18, 2007, deponent scrved the Proposed Amended Complaint in the

above styled action on the following Service List by first class mail.

Stanley A. Coburn o

Swom to before me this
18" day of May, 2007

Notary Public

SERVICE LIST

‘William McSherry, Esq.

Crowell & Moring, LLP

153 E. 53d Street

31% Floor

New York, New York, 10022
Counsel for all individually named
Defendants
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Stanley A. Coburn (SAC-6318).

Admitted Pro Hac Vice

Lowendick, Cuzdey, Ehrmann, Wagner, Stein and Sansa]one LLC
P.O. Box 450169

Atlanta, Georgia 31145-0169

Phone: (404)325-2300

Fax: (404)325-7302

Georgia Bar No. 172100

Attorney for Plaintiffs

UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

AMERICAN INSURANCE MANAGERS *
INC., AMERICAN INSURANCE
MANAGEMENT GROUP, INC.,AND . *
ATLANTA INSURANCE MARKETING,
. INC, *
PLAINTIFFS
* 2007 Civ. 00762 (RJH)

-against-

ERIC R. DINALLO, Superintendent of
Insurance of the State of New York, as *
Liquidator of REALM NATIONAL
INSURANCE COMPANY, »
STEPHEN A. CRANE,

JAMES LAWLESS, IV, MARK S. SIOMA,*
ANTHONY J. DEL TUFOQ, DANNY RAY
GREEN, CHRISTINA BUI VU AND *
LEONARD QUICK,

DEFENDENTS

*

BRIEF IN SUPPORT OF PLAINTIFFS’ MOTION TO ADD
ADDITIONAL PARTY DEFENDANTS AND AMEND COMPLAINT

COME NOW, Plaintiffs American Insurance Managers, Inc., Amcrican Insurance
Management Group, Inc. and Atlanta Insurance Marketing, Inc. and, pursuant to Rules
15(a) and 21 of the Fcderal Rules of Civil Procedure, move for an Order permitting the

addition of Arthur Andersen, LLP, Goldman, Sachs & Co., The Goldman Sachs Group,
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Inc., The Goldman Sachs Group, L.P., GS Capital Partners 11, L.P., GS Capital Partners Il
Offshore, L.P., Goldman Sachs & Co., Verwaltungs GMBH, Stone Street Fund 1995
LP., Bridge Street Fund 1995, L.P., Reuben Jeffery I, Jean De Pourtales, Siephen A.
Crane, Nicholas Mafk Cooke, Patrick J. McDonough, David H. Elliott, Hadley C. Ford,
George W. Joncs, Peter S. Christie (hereinafter collectively referred to as “Proposed
Defendants™) as party Defendants in this action allowing Plaintiffs to file and serve an
Amended Complaint, a copy of which is attached to their Motion as Exhibit “A™. As
grounds for this Motion, Plaintiffs show the Court as follows:

STATEMENT OF FACTS

This claims alleged in Plaintiffs’ complaint were originally asseried in this Court
on May 4, 2004 (American Insurance Managers, Inc., American Insurance Manager.nenr
Group, Inc, and Atlanta Insurance- Marketing, Inc., v. Realm National Insurance
CTompany, Stephen A. Crane, ;/ume.\' Lawless, IV, Mark S. Sioma, Anthony J. DelTufo,
Danny Ray Green, Christina .Bui Vu, and Leonart{ Quick, C.A No. 04-CV-00306). The
case was subsequently transferred to the Bankrupicy Court (In re Alphastar Insurance
Group Limited, et al., Case No. 03»17903) and the claims asserled in the original action
were again asserted by AIM and related cntities as counterclaims in the adversary action,
A Ipha.s‘)ar Insurance Group Limited, Stirling Cooke North American Holdings, Inc., and
Realm National Insurance Company v. American Insurance Munagers, Inc., American
Insurance Management Group, Inc., and Atlanta Insurance Marketing, Inc. et al., C. A.

No. 04-2792 (“the Counterclaims™). All claims were stayed by the bankruptcy.
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On April 11, 2007, this Court entered an order withdrawing the reference with
respect to the Counterclaims and directing that Plaintiffs file a complaint, which they did
on May 22, 2007. In the intervening years since the original complaint, it has become

apparent that Defendants herein did not act alone in defrauding Plaintiffs. Rather, as

Plaintiffs’ proposed amended complaint illustrates, the actions of the current Defendants

were only part of a larger scheme by the proposed additional defendants to minimize and

cover-up the true nature of A]pthta:’s financial condition and to present the appearance
of an on-going solvent concern when, in fact, AlphaStar and its subsidiaries, including
Realm, were insolvent.

By overstating the value of AlphaStar’s assets and sharcholders’ equity and
hiding AlphaStar's losses, the proposed defendants (Goldman Sachs Entities, Arthur
Anderson, and the individual defendants) knowingly made misrepresentations of material
facts that they knew to be false, knowing that AIM and other innocent third parties would
rely on such misrepresentations of material facts, thereby defranding AIM. By engaging
in the misconduct briefly described above, and in greater detail in Plaintiff’s proposcd
amended complaint, the proposed additional defendants knowingly defrauded AIM.
Proposed additional defendants should be added as defendants in this action along with
current Defendants so that all parties will be before this Court and that Plaintiffs can
obtain from all Defendants the relief to which Plaintiffs are entitled.

CITATION OF AUTHORITY

Fcd.R.Civ.P. Rule 21 provides, in pertinent part:

Parties may be dropped or added by order of the court on motion

of any party or of its own initiative at any stage of the action and
on such terms as are just.
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The determination to substitute or join a party is within the discretion of the trial

court. Nations Credit Home Equitv Servs. v. Anderson, 16 A.D.3d 563, 564; 792

N.Y.S2d 510, (N.Y.AD. 2005). See also N.Y. State Inspection, Sec. and Law

Enforcement Employees, Dist. Council 82, AFSCME, AFL-CIO v. State, 106 Misc.2d

654, 658; 434 N.Y.S.2d 872 ( N.Y. Sup. Ct. 1980) (the court has wide latitude in the
addition or deletion of partics) This permissioh to amend pleadings should be “freely

given.” CKitchens Assocs., Inc. v. Travelers Ins. Cos. 15 A.D.3d 905, 906, 789

N.Y.5.2d 567, 568 (N.Y.A.D. 2005). Aﬁy alleged lateness is not a barmier to the

amendment. Ldenwald Contr. Co. v. City of New York, 60 N.Y.2d 957, 959; 471

N.Y.S.2d 55 (1983).
. The addition of Propclscd Defendants as party defendants in the instant casc
should be permitted for the following reasons: (1) Plaintiffs’ claims against Proposed
- Defendants fall within the stat.ute of limitations for fraud; (2) the claims that Plaintiffs
seek to maintain against Proposed Defendants arise out of the same occurrence which is
the basis of the original lawsuit; (3) Plaintiffs would be entitled 10 maintain scparate
causes of action against Proposed Defendants; (4) the interests of judicial economy ﬁe
served b; ‘uddingProposed Defendanis as party defendants to this aclion, rather than
requiring that two separatc actions be maintained and tried; (5) the new parties will not be
prejudiced by the bringing of the action; and (6) a Pre-Trial Order has not been entered.
WHEREFORE, Plaintiffs respectfully request that this Court grant Plaintiffs leave
to amend by filing the attached proposed Amended Complaint adding Proposed
Defendants as party Dcfendants.

Dated Atlanta, Georgia
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1Sas

October 15, 2007.

Respectfully submitted,

Stein

and Sansalonc, LLC

P.0O. Box 450169

Atlanta, Georgia 31145-0169
Phone: (404)325-2300

Fax: (404)325-7302
Attorney Jor Plaintiffs
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UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

AMERICAN INSURANCE MANAGERS  *

INC., AMERICAN INSURANCE

MANAGEMENT GROUP, INC.,AND  *

ATLANTA INSURANCE MARKETING,

INC,, BN *

PLAINTIFFS
¥ 2007 Civ. 00762 (RJH)
-apainst- ‘

- .

ERIC R. DINALLO, Superintendent of

Insurance of the State of New York, as *
Liquidator of REALM NATIONAL
INSURANCE COMPANY, *

STEPHEN A. CRANE,

JAMES LAWLESS, IV, MARK S. SIOMA, *
ANTHONY J. DEL TUFO, DANNY RAY
GREEN, CHRISTINA BUI VU AND *
LEONARD QUICK,

DEFENDENTS

b4

CERTIFICATE OF SERVICE

1 héreby certify that a true and correct copy of the foregoing Plaintiffs’ Brief in
Support of Motion to Add Additional Party Defendants and Amend Complaint was scnt
. by U.S. Mail, with sufficient postage affixed thereon, and addressed to the following

counsel of record:

William McSherry, Esq.
Crowell & Moring, LLP
153 E. 53d Street
31% Floor
New York, New York, 10022
Counsel for all individually named Defendants

Dated this gf “day of QOctober, 2007.
... By %ﬁ/
Stani °Cobum
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Stanley A. Coburn (SAC-6318).

Admitted Pro Hac Vice

Lowendick, Cuzdey, Ehrmann, Wagner, Stein and Sansalone, LLC
P.O. Box 450169

Atlanta, Georgia 31145-0169

Phone: (404)325-2300

Fax: (404)325-7302

Georgia Bar No. 172100

Attorney for Plaintiffs

UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

INRE: ALPHASTAR INSURANCE GROUP

LIMITED, ET AL, *
PLAINTIFFS
2007 Civ. 00762 (RJH)
-against- '
*

AMERICAN INSURANCE MANAGERS, INC. COMPLAINT FOR

ETAL, - DECLARATORY JUDGEMENT
MONETARY DAMAGES AND

DEFENDENTS *  FOR OTHER RELIEF

COME NOW Plaintiffs American Insurance Managers Inc., American Insurance
Management Group, Inc., and Atlanta Insurance Marketing, Inc,, by and through their
counsel, and file this their Complaint agajnst\namcd- Defendants and each namcd
Defendant individually, and respectfully show the Cou;1 as follows:

PRELIMINARY STATEMENT
This complaint was originally filed in this Court on May 4, 2004 (American

Insurance Managers, Inc., American Insurance Management Group, Inc, and Atlanta

- Insurance Marketing, Inc., v. Realm National Insurance Company, Stephen A. Crane,

James Lawless, IV, Mark S. Sioma, Anthony J. DelTufo, Danny Ray Green; Christina Bui
Vu, and Leonard Quick, C.A.No. 04-CV-00306). Service was had on all Defendants on

January 16, 2004. The case was subsequently transferred to the Bankruptcy Court (In re

1596
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Alphastar Insurance Group Limited, et al., C;sc No. 03-17903) and the claims asserted in
the original -action were again asserted by AIM and related entities as counterclaims in
the a'dversary action, Alphastar Insurance Group Limited, Stirling Cooke North American
Holdings, Inc., ayd Realm National Insurance Company v. American insurance
Managers, Inc., American Insurance Management Group, Inc., and Atlanta Insurance

Marketing, Inc. et al., C. A. No. 04-2792 (“the Counterclaims™).

Pursuant to this Court’s Order of April 11, 2007, withdrawing the reference with -

respect to the Counterclaims, and directing that Plaintiffs file a complaint, Plaintiff’s
refile their claims previously asserted in the above actions. The revisions to the original
claims are updates necessitated by the passage of time.

It will be necessary to realigri the parties and restyle the case (as set forth below)

to properly reflect the parties and claims. Plaintiffs will work with counse]l for

Defendants to zccomplish this by consent and present an order to the Court.

UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

AMERICAN INSURANCE MANAGERS *

INC., AMERICAN INSURANCE

MANAGEMENT GROUP, INC., AND *

ATLANTA INSURANCE MARKETING,

INC, -
PLAINTIFFS

* 2007 Civ. 00762 (RTH)
- -against-

ERICR. DINALLO, Superintendent of Insurance

of the State of New York, as Liquidator of *
REALM NATIONAL INSURANCE COMPLAINT FOR
COMPANY, STEPHEN A. CRANE, JAMES *  DECLARATORY JUDGEMENT
LAWLESS IV, MARK S. SIOMA, "MONETARY DAMAGES AND
ANTHONY J. DEL TUFO, DANNY RAY *  FOR OTHER RELIEF
GREEN, CHRISTINA BU]l YU AND
LEONARD QUICK, *
2
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*

DEFENDENTS

»

COME NOW Plaintiffs American Insurance Managers Inc., American Insurance
Management Group, Inc., and Atlanta Insurance Marketing, Inc., by and throﬁgh their
counsel, and file this their Complaint against named Defendants and each naﬁned
Defendant individually, and respectfully show the Court as follows:

I THE PARTIES

At all times herein relevant, the parties were as follows:

1. Plaintiffs American Insurance Managers»lnc., American Insurance
.Management Group, Inc. and Atlanta Insurance Marketing, Inc., are each Georgia
corporations. Plaintiffs are hereinafter collectively referred to as “AIM,” “Buver” or
“Lender”.

2. | Defendant Realm National Insurance Company (“Realm”) is a
New York Corporation. Pursuant to Section 10.08 of that certain Stock Purchase
Agreement executed among the parties, it has consented to the exclusive jurisdiction
in the federal court of the City and County of New York. Since this suit was first
filed, Realm hz;s been put into liquidation and the Superintendent of Insurance of the
State of New York has been appointed as Liquidator of Realm.

3. ' Non-party AlphaStar Insurance Group Limited (“AlphaStar”) is a

Bermmuda Corporaiion_ AlphaStar is a holding company.
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16. At all times herein relevant, SCNAH wasAa Delaware holding

company that was the registered owner of all of the shares of Realm. (These shares
have since been transferred to AIM. See Paragraph 137 infra.) -
17. . In reliance upon various agreements and representations made to
AIM by officers and directors of AlphaStar, SCNAH, and Realm, all of which are
discus;ed with more particularly below, and in consideration for AIM making that
certain loan to AlphaStar’, AIM understood that it had been appointed as a general
agent of Realm with authority to bind workers’ compensation business on Realm’s
behalf, subject to Realm’s acceptance of submissions from Professional Employer
Organizations (“PEOs™) procured by AIM which complied with mutually agreed
upon underwriting guidelines. Acting in that capacity, and after acceptance of a
" number of submissions procured by AIM from PEOs by Sioma and Realm at a
" meeting held for that purpose at AIM’s office on November 8, 2002, AIM issugd or
* caused to be issued approximately $10,000,000.00 worth of workers’ compensation
ACORD certificates to ovér six hundred (600) companies in twenty-one (21) states.
V Despite Réalm’s acceptance and approval of tﬁe PEO submissions, Realm has
refused to issue the policies of insurance evidenced by the said ACORD certificates,
subsequently claiming that AIM was not its agent, and that the ACORD cert'xﬁc'ates
that AIM 1ssued or caused 1o be issued were void ab initio.
18. Despite an express agreement and promise to do so made by
SCNAH to AIM contained in that certain Loan Agreement, [See Paragraph Twenty-

Four (24) infra], prior to executing the stock Purchase Agreement, Realm prepared,
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but never executed, a written agreement appointing AIM as its agent. Aim did

execute said document. On numerous occasions, however, Sioma, Realm’s-

president, in the presence of AIM’s officers, represented to third parties, including

Realm’s own intermédiary, that AIM was an agent of Realm and that Realm had

bound over $10,000,000.00 of premium submitted to Realm by AIM. AIM

expressly denies and disputes the claims made by Realm that AIM was not Realm’s
‘agent, and is seeking a declaratory judgment from this court on this issue.

i9. Despite the fact that Sioma as President of Realm expressly bound
the coverages as described in Paragraph Sévcnteen (17) above, Realm has repeatedly
denied to customers of AIM and to insurance regulators throughout the country that
the cox;erage which Sioma bound is in effect, has sent letiers so stating, and has
caused numerous investigations by state departments of insurance and workers’®
compensation into whether or not such coverage was indeed placéd, including but
not limited to the states of Alabama, South Carolina, North Carolina, Penn;y]vania,
Missouri, New Mexico, Georgia, Texas and Oklahoma. AIM has disputed the\
claims made by Realm that the coverage was not properly bound, and is seeking a
declaratory judgment from this court on this issue.

20. " Currently, la'wsuits that arise from this dispute between the parties
are pending in the states of Texas, Delaware and South Carolina. Additionally, on
December 4, 2003, the Texas Department of Insurance contacted counsel for AIM

and stated that “...we request that AIM, as a first step, voluntarily agree to begin

2 The proceeds of the loan made 1o AlphaStar by AIM are comprised of funds belonging to both AIM and the PEOs,
and are 1o be credited towards the puschase price to be paid by AIM to SCNAH for Realm in actordance with the
provisions of the Loan Agreement. The L.oan was due and payable on October 22, 2003 and is in default.
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terminating all existing Texas PEO busine;s, and that everyone will be terminated by
March 1, 2004.”-

21. At the present time, as many as thirty thousand (30,000) lives are
being impacted in at least twenty-one (21) states because of Realm’s refusal to issue
the workers’ compensation insurancé policies that are at the heart of the dispute

between the parties. Until recently, Crawford and Co. (“Crawford”), a licensed third

party administrator, was serving in the capacity s the claims adjuster in all twenty-

one (21) states where the disputed certificates were issued with Realm’s full
knowledge. On October 9, 2003, Realm issued a cease and desist letter to Crawford,
demanding that Crawford no longer adjust claims on Realm’s behalf. Such action
has terminated the ability for claims of the putative insureds to be adjusted while the
aforementioned dispute is ongoing. Because of Realm’s precipitous and intemperate
action in this regard, there is great urgency that the declaratory judgment be resoived
quickly and the obligations of the parties be declared by this court as expeditiously
as possible.

22 AlM is a];o seeking injunctive relief in the Court of Chancery in
Delaware against AlphaStar and SCNAH for defaults 'under the Loan Agreement and
Pledge Agreement, styled Atlanta Insurance Marlcgting, Inc. v AlphaStar Insurance
Group Ltd. And Stirling Cooke North American Holdings, Ltd, Case No. 20544-NC.
The Case has been stayed as a result of the N Y Bankruptcy Action referenced

above.
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IV. FACTUAL BACKGROUND
23. On or about October 2, 2002, AIM and SCNAH executed a Letter
of Intent (“the Letter of Intent”) (Exhibit “A” hereto), proposing that AIM or its
affiliated assignee purchase from SCNAH all of the outstanding shares of common
stock of Realm and World Trade Service Inc. (“WTS”) for $12_.000,060.00. The
Letter of Intent provided that AIM and SCNAH would enter into a loan agreement
pursuant to which, infer alia, AIM would loan to AlphaStar an amount up to
$3,500,000.00, with loan balances to be credited against the purchase price of the
shéuc purchase transac-tion, and that Realm wm{]d appoint AIM its agent 1o sell

insurance on Realm’s behalf.

24, Also on or about October 2, 2002, AIM and AlphaStar entered into

pledge agreément ("“the Pledge Agreement™) (Exhib‘it “B” héreto) and a loan
agreement (the “Loan Agreement”) (Exhibit “C” hereto). The Pledge Agreement
and the Loan Agreement both recite that the parties entered into the Letter of Intent,
despite the fact that the Letter of Intent, described in Paragraph Twenty-Three (23)
herein, was executed by SCNAH, of which AlphaStar owned 100% of the common
stock.

25. Pursuant to the provisions of the Loan Agreement, AIM agreed to
loan AlphaStar the sum of $3,500,000.00. AlphaStar executed a Promissory Note

~ (Exhibit “D” hereto) evidencing the loan.

26. Under the Pledge Agreement, AlphaStar pledged to AIM all of its

10,000 shares of common stock in SCNAH (“the Pledged Stock™), which constitute

all of the issued and outstanding shares of SCNAH common stock, for the purpose
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of securing the repayment of the loan and any interest and other obligations under

the Loan Agreement and the Note.

.27. AIM made the first tranche of the loans to AlphaStar by
transferring to it $200,000.00 on October 22, 2002 and $300,000.00 on October 23,
2002. On or about Novcn-lber 14, 20(‘JZ,’A1M made the second tranche available to
AlphaStar, in the amount of $1,000,000.00.

| 28.- Under Section 2.]>(c) of thé Loan Agreement, AIM was not
required to fund any further améunt under the léa.n facility until é definitive stock
purchase and sale agreement was reached by the parties.

29. AlphaStar, Realm, WTS,3 Stirling Cooke New York Insurance
Agency Services, Inc. (“Agency”), SCNAH and American Insurance Mgnagers Inc.
executed that certain Stock Purchase Agreement dated March 23, 2003 @ﬁbit “E”

" hereto). 7

30. Pursuant to the provisions of the étock Purchase Apreement,
SCNAH agreed to sell three (3) of its ;ubsidiaﬁes to A_merican Insurance Managers

" Inc., being Realm, WTS and Agency. |

31 Pursuant to Section 6.2 of the Loan Agreement, AlphaStar>agreed
to make its books and records available to AIM for iﬁspecdon upon reasonable
notice:

i 6.2 Books, Records and Inspections. The Borrower will permit
officers and designated representatives of the Lender to visit and inspect the
books of record and account of the AlphaStar at such times and intervals and

to such extent as the Lender [AIM] may reasonably request upon advance
notice.

? Non-party World Trade Services, Inc. is 2 subsidiary of SCNAH, and is a signatory to the Stock Purchase
Agreement.

10
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32. AIM retained the audit firm of Israeloff, Trattner & Co. to inspect
the books of record and account of AlphaStar and its subsidiaries. On November 12,
2002, Brian W. Imperiale (“Imperiale”),'AM’s chief financial officer, contacted
Sioma a;t Realm and forwarded a request that AIM be permitted to inspect the books
of record and account.

33. | One week later, Sioma responded to Imperiale and asked when
the auditors would arrive. Imperiale replied that the first due diligence meeting was
scheduled for the first week of December 2002. Afier AIM arrived at the New York

office of Realm, Lawson and Crane locked AIM’s representatives out of the office.

34. Thus the due diligence meeting never occurred. Lawless, general

counsel for AlphaStar, SCNAH and Realm, canceled the meeting and the entire due

diligence process, stating that it was “...out of the question.”

3S. The Loan Agreement reads in pertinent part as follows:

“SCNAH Restricted Subsidiaries” shall mean, collectively, Stirling

Cooke New York Insurance Agency Services Inc., a New York corporation;

Stirling Cooke North American Reinsurance Intermediaries Inc., a New York

corporation; Realm National Insurance Company, a New York insurance

company; and World Trade Services, Inc., a New York corporation.

By letter dated December 11, 2002, Howard A. Becker,  counsel to AIM,
demanded that AIM be permitted to inspect the books of record and account of
AlphaStar and of any SCNAH “Restricted Subsidiary,” including Realm, as defined
in the Loan Agreement.

36. AIM has continually been denied the opportunity to inspect the

books and record of account of AlphaStar and of Realm, a Restricted Subsidiary, in

breach of Section 6.2 of the Loan Agreement.

11
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A. Misrepresentations Concerning Realm’s Authority To

Do Businegs And Compliance With State Regulations «

37. Section 5.12 of the Loan Agreement states:

5.12 Compliance with Statutes. etc. Each of the Borrower
[AlphaStar], SCNAH and the SCNAH Restricted Subsidiaries [ which include
Realm; among others] is in compliance in all material respects with all
applicable statutes, regulations and orders of, and all applicable material
restrictions imposed by, all governmental bodies, domestic or foreign, in
respect of the conduct of its business and the ownership of its property....

38. On October 15, 2002, before AIM made any of the loan facilities

available, Crane furnished to AIM a compliance certificate (the “Compliance

- Certificate™) (Exhibit “F” hereto) affirming that AlphaStar was in compliance with

each and every condition contained in the Loan Agreement.

39. Contained in Realm’s quarterly filings with the New York State

Department of Insurance .(“NYSDOI”) and its audited financial statement for the
years 2000 and 2001, upon which AIM relied in making the loan facilities available
to AlphaStar, Realm represented that it was licensed to sell policies of insménce in
twenty-four (24) states. Two (2) of those states were North Carolina and Georgia.

40. In fact, Realm was prohibited from issuing new policics in North
Carolina and had been so prohibited since July 2002. At not time prior o entering
into the Loan Agreement did AlphaStar disclose to AIM that Realm had lost its
ability to write new business in North Carolina, -

41. On or abou.l December 24, 2002, after AH;/I entered into the Loan
Agreement and made the first two tranches of loans io AlphaStar, AIM first learned

that Realm was not authorized to write new business in Georgia, and that the

12
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pro}ﬁbiﬁon against writing new business in Georgia had occurred prior to the
execution of the Loan Agreement.

42. At no time did AlphaStar disclose to AIM that Realm had lost its
ability to write new business in Georgia. \

43. The Compliance Certificate described in Paragraph Thirty-Eight
(38) herein was a willful and fraudulent misrepresentation, intended to deceive and
mislead AIM, and upon which AIM reasonably relied to its detriment.

44, As a New York insurance company, Realm is subject to the rules
and regulations of the NYSDOI Realm failed to file audited financial statements
with the NYSDOI on May 31, 2003 and, as a result, is not incompliance with the

NYSDOLI’s rules and regulations.

B. Misrepresentations  Concerning  the  Financial
Statements and Compliance with Statutes

45, Section 5.12 of the Loan Agreement provides as follows:

5.12 Compliance with Statutes, etc. FEach of the Borrower,
SCNAH and the SCNAH Restricted Subsidiaries -is in compliance in all
material respects with all applicable statutes, regulations and orders of, and all
applicable material restrictions imposed by, all governmental bodies, domestic
or foreign, in respect of the conduct of its business and the ownership of its
property (including applicable statutes, regulations, orders and restrictions
relating to environmental standards and controls).

On June 27, 2003 AIM’s counsel wrote to SCNAH’s counsel,
Lawless, as follows: “Additionally, now that Realm has failed to file the audited
financial statements as required by law with the New York Insurance bept.,
representation 5.12 of the loan agreement is now no longer true and correct.
Demand is made that you bring that representation back into compliance

immediately by filing the audit.”” Lawless responded, “Your demand is noted.”
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As previously stated, Realm’s statutorily mandated audit remains unfilled with the

NYSDOL Accordingly, the representation contained in Section 5.12 regérding

_compliance by SCNAH Restricted Subsidiaries, including Realm “fwlith all’

applicable statutes, regulations and orders of, and all applicable material

restrictions imposed by, all governmental bodies,” remains a continuing breach of

the Loan Agreement.
46, Section 5.5 of the Loan Agreement provides as follows: -

5.5 Financial Statements. The audited balance sheet and income
statement of the Borrower as of December 31, 2001, {collectively the “2001
Financial Statements”), fairly presents the financial position of the Borrower
as at the date thereof, and the results of its operations for the year then ended,
and has been prepared in accordance with generally accepted accounting
principles, consistently applied, and in 2 manner substantially consistent with
prior financial statemnent of the Borrower. The unaudited balance sheet and
income statement of the Borrower as at June 30, 2002, and for the six months
then ended (collectively, the “June 30, 2002 Financial Statements”) fairly

present the financial position of the Borrower as at the date thereof and the -

results of operations for the six months then ended and have been prepared in
accordance with generally accepted accounting principles consistently applied
and in a manner substantially consistent with the 2001 Financial Statements,
except for differences resulting from nommally occurring accruals or
adjustments, or as noted in the June 30, 2002 Finaocial Statements or the
notes thereto. Except as contemplated by or permitted under this Agreement,
there are not adjustments that would be required on review of the June 30,
2002 Financial Statements that would, individually or in the aggregate, have a
material negative effect upon the Borrower’s reported financial condition.

47. The June 30, 2002 Financial Statements, as defined in the Loan

Agreement, were materially false and misleading and materially overstated the assets
of AlphaStar and its Restricted Subsidiary, Realm.

48, On or about December 27, 2002, Realm, SCNAH and AlphaStar
filed a 31-page Complaint captioned Realm National Insurance Co., et ql., v.
American Insurance Managers, Inc., et al., C.A. No. 02 CV 10278 (RMB) in the

<)
14
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United States District Court of the Southemn District of New York, against AIM and
two affiliates of AIM (the “New York Action”). Plaintiffs in the New York Action
sought a temporary restraining order, injunctive and declaratory relief, damages and
imposition of a constructive trust, allegedly “to stop a recently-discovered fraud on
‘ the general public, multiple state regulatory 'agencies and the plaintiffs in ihis
action” that woqld expose Realm to “incalculable claims, loss of business, and
.damage 1o its réputaﬁon and good will, as well as regulatory scrutiny and potential
disenfranchisement. ...
49. The Court in the New York Action denied the Plaintiffs” motion
. for a temporary restraining order.
50. AIM and the other defendants in the New York Action noticed the
deposition of KPMG, AlphaStar’s auditors, for September 12, 2003 and issued a
subpoena to KPMG, in an attempt to discover infonﬁation concerning Realm’s
finances. ON August 14, 2003, the NYSDOI had indicated that it would consider
>taking regulatory action against Realm. within thirty (30) dz;ys if such stateir;ents
§vere not filed. If such action is taken, it will have a material adverse effect on the
business of Realm. The deposition was scheduled by AIM without opposition from
AlphaStar, despite the fact that a Rule 26(1)‘ discovery scheduling order had not yet
been filed in the case. _
51 ON September ]1; 2003, counsel for KPMG moved to quash the
subpoena. A United States Magisiratc scheduled a telephone confererce call for

September 16, 2003 1o consider KPMG’s Motion To Quash. Approximately fifteen

“NY Action 1,
*NY Action W
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(15) minutes before the scheduled call, AlphaStar’s attomey called AIM’s attorney
to advise that AlphaStar had dismissed the New York Action.
52. Upon information and belief, Plaintiffs dismissed the New York
Action in order to prevent inquiry of its auditors, KPMG, which inquiry would
- reveal the false and misleading ﬁanne of the June 30, 2002 Financial Statefﬁents, as

defined in the Loan-Agreement. -

53. Two recent filings with the Securities and Exchange Commission
confirm the likelyrexistence of accounting irregularities.

54, ~ On November 3, 2003, AlphaStar filed a Form 8-K® (the
“November 3 -lForm 8-K™), wherein the company disclosed the resignations of all of
the independent directors. The November 3 Form 8-K states in relevant part:

Messts. David H. Elliott, Hadley C. Ford and Patrick J.
McDonough, tendered their resignations from the Board of Directors of the
Company, effective August 29, 2003. Messrs. Elliott, Ford and McDonough
comprised all of the independent directors of the Company, and all of the
members of the Audit Committee of the Board of Directors.... Neither Mr.
Elliott, Mr. Ford, or Mr. McDonough resigned because of any disagreement
with the Company on any matter. (emphasis added).

55. - KPMG, AlphaStar’s independent auditor, also resigned.
56. The November 3 Form 8-K further states in relevant part:

On September 16, 2003, KPMG LLP (“KPMG™), the independent
auditors for AlphaStar Insurance Group Limited (the “Company™), notified
the Company that the auditor-client relationship between KPMG and the
Company had ceased.

During April 2003, and pending the finalization of the Company’s
2002 Form 10-K filing, KPMG advised the Company of the need to expand
the scope of its audit, due to the absence of transacticnal-level data deemcd
necessary by KPMG te conclude on the fair presentation as of year-end 2002
of the agents’ balances receivable account (the “2002 Agents’ Account”) at a
significant subsidiary of the Company. KPMG expanded the scope of its
audit work accordingly and the Company thereafter undertook and extensive

® The November 3, 2003 Form 8-K is attached bereto as Exhibit “G.”
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effort to supplement the information, made available to KPMG regarding the
2002 Agents’ Account (“Supplemental Work™).

On August S, 2003, KPMG first informed the Company, in a
presentation to the Audit Committee of the Company’s Board of Directors,
that information received as a result of the Supplemental Work caused KPMG
to determine that further investigation was necessary and that such
investigation may (i) materially impact the faimess or reliability of either a
previously issued audit report or the underlying financial statements, or the

financial statements issued or to be issued covering the fiscal periods

subsequent to the date of the most recent financial statements covered by an
audit report on those financial statements. Specifically, KPMG stated that the

extent of the additional work necessary to enable KPMG to opine in respect of

the 2002 Agents’ Account had caused it o require a re-audit of the balances
reflected in the accounting records: of Realm for the Agents’ Account for the
fiscal year ended December 31, 2001 (the “2001 Agents’ Account”), and
possibly all December 31, 2001 balance sheet accounts for the Company and
its subsidiaries, which accounts had been audited and certified by Arthur
Andersen. KPMG thereafter requested that the Company undertake additional

work in respect of the year-end 2001 Agents’ Account.
* % *

The Company subsequently engaged a new auditor, Johnson Lambert & Co.

57. On November 14, 2003, KPMG submitted a letter to the

Securities and Exchange Commission identifying numerous exceptions that KPMG

had with respect to AlphaStar’s characterization of KPMG’s findings and its reasons

for terminating its relationship with AlphaStar (the “November 14 Letter”), which

letter is attached hereto as Exhibit “H.” The November 14 Letter states in pertinent

part:

We do not agree with the Company’s statement in Paragraph (d)
(1) that “KPMG had advised the Company that, subject to the resolution of the
matters discussed in (c)(1), above, the possible effect of such resolution on the
ability of a significant subsidiary of the Company to recognize part or all of a
deferred tax asset and the completion of audit procedures related to the
adverse litigation decision received on July 8, 2003 (and disciosed in a press
release dated July 8, 2003), no information has come to KPMG’s attention
that it has concluded materiaily impacts the fairness or reliability of either (1) 2
previously issued audit report or the underlying financial statements, or (i1} the
financial statements issued or to be issued covering the fiscal period
subsequent to the date of the most recent financial statements covered by an
audit report (including information that, unless resolved to the accountant’s
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satisfaction, would prevent it from rendering an unqualified audit report on
those financial statements, irrespective of reference to substantial doubt
concerning the ability of the Company to continue as a going concern, which
KPMG indicated prior to its resignation would be included in its report)”.

Prior to our resignation KPMG had communicated to the
Company that KPMG’s report would include a reference to substantial doubt
concerning the ability of the Company to continue as a going concerr.

Prior to our resignation KPMG, had communicated to the
Company the following as items that needed to be addressed before KPMG
could perform whatever other audit procedures were deemed necessary to
complete the audit of the December 31, 2002 financial statements:

(1) Completion of agents’ balances receivable account audit
work, including re-audit of the December 31, 200!
balances and possibly re-audit of all December 31, 2001
balance sheet accounts;

(2) Completion of audit procedures related to the adverse
litigation decision, as referred to in Paragraph (d)(1); and

(3) Resolution. of the accounting and disclosure for the
operations of certain subsidiaries, the sales of which were

pending but had not been completed, and the completion of -

the related audit procedures.

58. The-November 3 Form 8-K and the November 14 Letter provide
further support for ghe concerns voiced by AIM’s auditors that there appear to be
material accounting irregularities related to AlphaStar and its sﬁbsidian'es,
particularly Realm.

59. As part of its initial due diligence, AIM sought information
regarding litigation that ultimately resulted in an adverse judgment rendered against
a subsidiary of Mphaétar in the United Kingdom. In an email responding to the

request for information, Crane stated:
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---Original Message----

- From: Stephen Crane BDACOS(@bdacos.bm
[mailto:Stephen_Crane. BDACOS@bdacos.bm]
Sent: Tuesday, November 19,2002 11:35 AM
To: dds@aimmanagement.com
Subject:  Alston & Bird Due Diligence
Dear David:

Attorneys from A&B have asked Jim Lawless for materials relating to the
Stock Purchase Agreement Drake case in London. I wanted to bring this to
your attention because of the cost and time implications of letting them get
down into that bottornless pit. I believe we had convinced you and WEMED
that the properties you are buying are not significantly exposed to that
litigation, and WEMED was not pursuing it in their due diligence. Inasmuch
as the case is likely to be decided long before it has any material adverse
affect on RNIC or WTS. In my opinion, there is not need for them to get an
education (and probably an irrelevant one) at substantial expense to you.
Regards,

Stephen

60. _ On July 8, 2003, the High Court in London issued and Order’ in
excess-of 1500 pages .rega.rding the 1iti§ation referenced in the preceding paragraph

In the High court ruling, Mr. Justice Thomas stated that defendants Euro
International Underwriting Ltd. and Stirling Cooke “[a]cted with grave dishonesty”
when broking and underwriting US Workers’ Compensation business. Mr. Justice
Thomas further ruled that the defendants had enga‘ged ina...

“chronicle of deception that induced insurers to become involved in a business

in which they would never have been involved if the business had been N

properly explained to them” and “there was thereafter an attempt to lock them

into that business.”
Justice Thomas was particularly scathing in his view of Nicholas Brown, who
founded Stirling Cooke with Mark Cooke.

“Mr. Brown was the driving force in the dishonest enterprise which I have

described in this judgment,” stated Justice Thomas. *“He was motivated by
ambition to make SCB a full-service insurance company and by greed in

7 See Spere Drake Insurance Ltd. V. Euro International Underwriting, {2003] All ER (D) 160 (lul).
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earning large soms of money through brokerage of the business
provided...The business transacted by Stirling Cooke has already caused
losses of approximately $250 million.” “The overall sums at issue in the

action are large; on some programmes the losses are in excess of $10m with -

one programime sustaining a loss of over $71m (a loss ratio of 7,300%); the
total losses sustained thus far are in the order of $250m.” “There are a
considerable number of related actions and arbitrations here, in Bermuda and
in the United States; the total sums at issue that have been lost in this
reinsurance market are very much larger ...”

The Vciai;nants in the United Kingdoxﬁ action were Sphere Drake Insurance

Ltd. (formerly Sphere Drake Insurance PKC) and Odyssey Re (London) Ltd. The

defendants were Furo International Underwriting Ltd., John Hubert Whitcombe,

Christopher Reginald, Colin Henton, Stirling Cooke Brown Reinsurance Brokers
Ltd, Stir}’inlg Cooke Brown Insurance Brokcrs‘ Ltd, Nicholas Brown and Jeffrey

Ronald Butler.

* ¥k %

“It has been estimated that the losses will run into the billions.”

C. Execution and Breach of the Stock Purchase Agreement

61. As previously stated, the parties, including Rea]m, executed the

Stock Purchase Agreement on March 23, 2003.

(1) SCNAH’s Refusal to Comply With Provisions
Establishing the Purchase Price

62. Section 2.02 of the Stock Purchase Agreement provides that the
Purchase Price is to be based upon Final Balance Sheets, defined on page 3 of the

Stock Purchase Agreement as follows:

“Final Balance Sheets” means the audited consolidated balance sheet of
Realm and the unaudited balance sheets of WTS and SCNY as of the final
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Balance Sheet Date determined in accordance with GAAP, together with the

notes thereto and the related unqualified opinion of KPMG thereon delivered

by Seller to Buyer. '

63. SCNAH, the Seller under the Stock Purchase Agreement, failed to
deliver Final Balance Sheets to Buyer on or before April 1, 2003. SCNAH requested
and was granted a one day extension of that deadline. SCNAH failed to deliver
Final Balance Sheets on or before April 2, 2003 and has never delivered such Final
Balance Sheets. As a resﬁlt,_ Section 2.07 of the Stock Purchase Agreement gave
" Buyer the right to select an alternative CPA firm of its choice and to eslimate the
Purchase Price, “which estimate shall be final and binding on the parties.”

64. Section 2.07 also states:

If Buyer elects to select an Alternative Auditor to determine its
estimate of the Purchase Price, (SCHAH] shall, and shall cause the
Companies, to cooperate with the Altemative Auditor in connection with such
determination, including, without limitation, making available to the

Alternative Auditor all of the books, records and other necessary
documentation of the Companies.

65. Buyer selected Israeloff, Tratmer & Co. (“Isracloff”) as an’

afternative CPA ﬁrm pursuant to Sectiéﬁ 2.07, which determined a Purchase Price of
$1,500,000.00.

66. E On or about June 1, 2003, pursuant to Section 2.07, and based
upon the estimate of Israeloff, Buyer a@viéed SCNAH that tﬁe Purchase Price was
* $1,500,000.00. A copy of the Isracloff letter setting forth its estimate is attached
hereto as Exhibit “L.”

67. On .h'me 12, 2003, Buyer’s counsel sent an email to Lawless,
demanding to know if Seller intended to seIlA the Realm shares at the price sét by

Israeloff. On June 17, 2003, SCHAH, through Lawless, advised Buyer that it did not

21

1614

NG!S



~ acknowledge Buyer’s right to close at the price determined by Israeloff. Buyer

reiterated its demand on July 1, 2003, and Seller responded that the demand be

retracted, which requcst.Buyer refused.

| 68. By refusing to acknowledge AIM’s right to purchase Realm for
the binding purchase price set by the alternative auditor in accordance with Section
. 2.07, the Seller, SCNAH, anticipatorily breached the Stock Purchase Agreement.

(2) SCNAH’s Refusal to Proceed to First Closing
* Pursuant to Stock Purchase Agreement )

69. By letter dated July 1, 2003, Buyer notified SCNAH that it was
prepared to prc;ceed to First Closing under the Stock Purchase Agreement and that
the closing occur between July 8, 2003 and July. 11, 2003,

70. SCNAH failed to respond to the letter and refused to proceed to
First Closing as required by the Stock Purchase Agreement. Seller’s willful faiture

to close constituted a further breach of the Stock Purchase Agreement by SCNAH.

(3) SCNAH’s Breach of Section 2.04(f) of the Stock
Purchase Agreement :

71 Section 2.04(f) of the Stock Purchase Agreement states that at the
First Closing:

H [SCNAH], Realm and Buyer shall take all necessary
actions to provide the PEOs listed in Schedule 4.13 with Certificates of
Insurance and other reasonable evidence of insurance retroactive to no earlier
than October 1, 2002 in accordance with Section 5.02(n) and applicable Law.
72. At a meeting held at its offices on the moming of August 13,

2003, SCNAH advised Buyer that it had met with representatives of the NYSDOL
SCNAH represented that because its subsidiary Realm had failed to deliver the

December 31, 2002 statutory audited financial statement to the NYSDOT as required
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under the New York Insurance Law, Realm had been directed by the NYSDOI not to

deliver the Certificates of Insurance rquired by Section 2.04(f) until such time as -

Realm had filed and audited financial statement with the NYéDOI. Accordingly,

SCNAH breachéd Section 2.04(f) of the Stock Purchase Agreement. Additionally,

said breach has rendered a First Closing under the’ Stock Purchase Agreement

mmpossible.

D. Realm’s Direction to AIM to Non-Renew Certain Policies

73. On March 25; 2003, Realm appointed Bruce S. Holley (“Hoiley”),

AIM’s VP of Underwriting, Realm’s agent in Georgia. That appointment

remains active as of the date of this Complaint. A copy of Holley’s insurance

license evidencing his appointment as an agent of Realm is attached hereto as

Exhibit “J.”

74. Pursuant to Section 5.02(m) of the Stock Purchase Agreement,

Realm was contractually obligated to maintain an underwriter at AIM’s office:

!

(m) Compliance Employee. Immediately upon the execution
of this Agreement, Realm shall, and Seller and Parent shall use their
rcspechve best efforts to cause Realm to make available at the offices of
Buyer in Atlanta, Georgia, on a full time basis or as otherwise mutually
agreed to by Buyer and Seller until the earlier of the release of the Shares
from the Escrow Property (either on or after the Second Closing Date) or
termination of this Agreement, or as otherwise reasonably requested by
AIM during the time specified in Section 8.03, one employee with the
appropriate experience and authority to conduct underwriting review and
approval and oversee compliance with the Guidelines; provided, however,
that the sole remedy for the failure of Realm to make such employee
available on a continuous basis shall be the ability of Buyer to bind
insurance coverage for risks within the Guidelines which remained
unreviewed by such employee for seven Business Days after a request for
such insurance coverage is made.
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The individuals who fulfilled this role for Realm were Sioma and Roni
Zinnert (“Zinnert”), Realm’s Vice President of Underwriting.

75. On May 16, 2003, Zinnert sent the following email
communication to Holley regarding customers of Xcelerate, one of the PEOs

whose coverage Realm disputes:

From: Roni Zinnert BDACOS(@bdacos.bm
Sent:  Friday, May 16, 2003 2:57 PM

To: bholley(@aimmanagement.com
Cc: Mark Sioma. BDACOS@bdacos.bm

Subject: - Cancellations

Bruce,
In reviewing the Xcelerate file, I noticed that several of them (20

or more) had letters from the PEQ notifying  you that the client had been
terminated as a client of the PEO. They use the phrase “please see that their
coverage is terminated” - .

You need to communicate in writing to all of the PEOs the laws
regarding cancellation of these client policies. And, AIM needs to develop
internal procedures to ensure that these clients are handled appropriately.

We must follow the statutes for each state as respects cancellation.

Our policy is issued to each individual client. Their contract
with RNIC [Realm] cannot be “cancelled” by the PEO. AIM must continue
to service each policyholder until such time as notice of cancellation or non-

renewal is sent in compliance with state statutes, (emphasis supplied)

76. Despite Realm's claims to the contrary, Zinnert’s statement

constitute an admission by an executive officer of Realm that it has policies of

insurance not with the PEOs but with the PEO’s clients whose “contract with RNIC

(Realm) cannot be cancelled by the PEQO”, and further, that “AIM must continue to

service each policy holder until such time as notice of cancellation or non-renewal is

sent in compliance with state statutes.” Such communication from Zinnert
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_constituted the instruction of a principal to its licensed agent regarding a matter

within regm:ding a matter within the scope of the agent’s engagement. The agent was
under a fiduciary duty to comply with the lawful instruction from its principal.

71. Other than certain PEO clients who have a rating of nine (9) and

ten (10) as defined by the mutually agreed-upon underwriting guidelines, AIM was

never instructed by Realm to non-renew the vast majority of the PEO clients who
received ACORD certificates.

8. Each state has a statutory scheme for the non-reriewal of policies
of insurance, a fact well known to Realm. In many s\tates, failure to serve a noti;:e of
non-renewal in accordance with the state’s statutory insurance scheme is tantamount
to renewal of the policy of insurance By operation of law. Should this court
determine that the policies of insurance were properly issued in the first instance,
Realm’s failure to non-renew the policies a.; by law provided would have the effect of

renewing those policies for an additional term by operation of law.

Y. PLAINTIFFS’ CLAIMS

COUNT I: ACTION FOR DECLARATORY JUDGMENT THAT REALM
BOUND THE INSURANCE COYERAGES IT IS NOW SEEKING
TO AYOID

79. AM restatés and realleges Paragraphs One (1) through Seventy-
eight (78) as though each said paragraph was stated herein in its entirety.

80. As stated previously, AIM, AlphaStar and SCNAH entered int;)
various agreements whereby it was agreed that AIM would provide a credit facility to

AlphaStar in exchange for being appointed an agent of Realm, and Realm would
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agree to provide worker’s compensation insurance coverage to PEOs submitted to
. Realm for approval in accordance with Realm’s underwriting guidelinés.
81. On September 17, 2002, Crane sent AIM’s CEO, David Dennett-
Smith (“Dennett-Smith”), an emai! stating:
We are in agreement with all the major terms and conditions
you have proposed regarding your proposed purchase of RNIC and
WTS. We have studied your business plan and believe it is sound and
likely to gain the approval of New York State Department of Insurance
(“DOI”). We are also impressed with the progress you have made in
arranging secure reinsurance in a well designed program that should
provide ample protection for RNIC at reasonable cost.
What remains. as an outstanding matter for us is to receive from you some .
evidence of AIM’s financial wherewithal and commitment to complete the
transaction, without which we cannot afford to proceed through a long and
burdensome due diligence and regulatory approval process. While we
- understand the nature and the mechanics of the plan via which you will
secure financial commitments form subscribing PEOs, it will not
provide us with the desired assurance soon enough. [emphasis supplied]
82. AIM’s business plan encompassed the acquisition of Realm.
During the period pending completion of the acquisition, Realm was to appoint AIM
its agent, AIM was to market its workers’ compensation program to PEOs, and AIM
would bind the coverage only ‘after Realm’s underwriters approved the PEO
submissions in accordance with underwriting guidelines that had been mutually
agreed upon by the parties.
83. Because of the unique nature of the AIM workers’ compensation
program, prior to the time the risk could be assessed by reinsurers to establish the
percentage of the gross premium to be charged for payment of reinsurance for the

excess layers of protection the reinsurers were to provide, an initial book of business

had to be written so the reinsurers could engineer the amount of exposure so that an
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appropriate rate on line could be established. 1t was for this reason that the “book™
2IM presented to Sioma had to be accepted o rejected at the November 8 meeting, or
there would have been no reason for a subsequent presentation by Realm to reinsurers

at the meeting in Bermuda on November 22, 2002.

84, Preliminary slips for reinsurance coverage were provided by AIM

to Realm/AlphaStar/SCNAH in late August 2002. These were the slips upon which
Crane based his statement, “We are also impressed with the progress you have made

in aranging secure reinsurance in a well designed program that should provide ample

' protection for RNIC at a reasonable cost.” See Paragraph Eighty-One (81), supra.

85. The parties initially agreed that AIM would be a managing general -

agent. Managing general agents have substantially more authority to act on behalf of
an insurance company than a general agent. Because of this extraordinary amount of
authority, m'a.naging. general agents are regulated by the NYSDOL?

86. | Thereafter, the parties agreed that AIM would be a general agent,

as opposed to a managing general agent. Other than requiring licensure akin to estate

agents and brokers, general agents do not require regulatory approval under the New

York Insurance Law, a fact well known to Realm and Sioma.”

87. It is customary and usual in the insurance industry that agents will
begin to act as representatives for insurance companies well before any type of
written agreement is actually executed between the parties, with the understanding

that the paperwork memorializing the relationship will be executed in due course.

® First Amendment To Part 33 of Title 11 of the Official Compilation of Codes, Rules and Regulations

(Regulation No. 120), as promulgated by the Superintendent of the New York State insurance Department,

“Managing General Agents.” A copy of the said Statute is attached hereto as Exhibit “K.”
¥ Section 33.4(a)}(2)(i),First Amendment To Regulation 120, infra
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88. On August 29, 2002, there was a meeting at Realm’s office in New York.

" The following persons were in attendance:

Name . Representing

Steven Crane Realm

Mark Sioma - Realm

Anthony Del Tufo Realm

Steven Gross Gros-s. Collin-:'s]d

Steve Kent WEMED"

Joseph Zaffarese Midland Intermediaries
David Dennett-Smith AIM |

Steven Landin AM

The purpose of the August 29, 2002 meeting was to discuss the nature of the
relationship between the parties, the reinsurance wordings and forms, and the
reinsurance proposals'provided by Realm’s intermediaries. The proposed reinsurance
placement slips as well as a draft captive worker’s compensation reinsurance
agreement had previously been forwarded to Realm on August 27, 2002 by Midland
Intermediaries Inc. (“Midlands”). After discussion, the partics mutually agreed that
Mid'ands would proceed to seek reinsurance for AIM’s worker's compensation
program written through PEOs, with PEOs being endorsed as an additional named
employer once a sufficient book of business had been written to enable the book to be

quoted.

" The accounting firm of HLB Gross Collins P.C., Certified Public Accountants
"' The law firm of Wilson, Elser, Moskowitz, Edelman & Dicker LLP
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89. AIM had previously provided a “boiler plate” maqaging general
-agency agreement for consideration by Realm.” Crane advised Dennett-Smith that he
preferred a general agency agreement to a managing general agéncy agreement.
Crane’s stated objection was his desire to circumvent the burdensome regulatory

requirements that are concomitant with managing general agency agreements under

New York law. Dennett-Smith agreed, and Sioma was instructed by Crane to revise

the max;aging general agency agreement form provided by AIM in order to be sure
that it complied with New York State insurance regulations;

90. Despite being instructed by Crane io do so at the August 29
mceting,‘ Sioma failed to revise the managing general agency agreement form

immediately. Sioma waited until Noverober 2002, at which time be asked AIM to

provide him the managing agency agreement in electronic form so that he could use it -

as a starting point for his edits.

91. _At the August 29 meeting, the parties also mutually agreed that

AIM would have the authority to bind coverage, subject to Realm’s ability to -

underwrite and approve the submissions, and that Realm would have the ability to
review, approve and adept AIM's proposed underwriting guidelines.  Additionally,
Sioma was made responsible 10 assure that all reinsurance that was placed was done
so in accordance with New York statutory guidelines.

92. ' Having established a working agenda to proceed with the
transaction, the August 29 meeting adjourned, it being the mutual goal of the parties
to commence the steps necessary to put business on the books to comply with Max

Re’s requirements of a minimum of $50,000,000.00 in premium to attach effective
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October 1. Max Re is a reinsurance company that had been introduced to the
' transaction by Realm’s intermediary, Midland’s Intermediaries Inc, whose president
is Joseph Zaffarese (“Zaffarese”). Max Re had expressed an interest in providing
reinsurance for the program, but required that a_$50,000,000.00 book first be written
in order for it to be rated for premium purposes. Max Re had agreed that in the event
it agreed to provide the slips, cover would attach as a October 1, 2002.

93. - Pror to the August 29, 2002, meeting and in contemplation
thereof, Steven Kent Esg., of WEMED, AIM’s counsel at the time, had a telephone
conversation with Crane and Lawless. Following the conversationv, Kent prepared a
“Memorandum of Conversation.” The final Paragraph on page 2 reads, in pertinent
part:

The final issue we discussed are the MGA deal points whlch were
dJscussed during the 8/12 meeting. Mr. Crane wants the MGA deal points to
be consistent with what was described by DDS at the 8/13 meeting at Realm’s
offices on Maiden Lane. Steven does not believe that AIM should be ‘given
the pen’ for its placements with Realm’. AIM can bave binding authority

"but AIM should agree to follow Realm’s underwriting agreements [sic]
guidelines and all placements should be subject to the approval of

Realm’s underwriters. (emphasis supplied) 1 suggested to Mr. Crane that he -

direetly contact David to discuss this issue.

A copy of the said Memorandum is attached hereto and incorporated herein as
Exhibit 1.7

94. Thereafter, with the full knowledge and consent of the Defendants,
AIM proceeded to introauce 1ts workers’ compensation program to various PEOs
located in the states where Realm was licensed to transact business. By
November 8, 2002, AIM had qualified eight (8) PEOs by reviewing submissions

presented in accordance with guidelines mutually agreed upon by the parties with

30

1623

o2



a combined total annual premium of approximately $10,000,00'Q.00j Sioma
appeared at AIM’s office on November 8, 2002 to review the submissions in
accordance with the agreement between the parties to determine if the submission
complied with the underwriting guidelines, among other reasons.

95. At the meeting, Sioma met with Holley, AIM’s Vice President of
underwriting and reviewed the PEO submissions. After having reviewed the
information he deemed pertinent with regard to each of the PEG clients, Sioma
agreed that the book of business Holley presented to him on AIM’s behalf and
authorized Holley fo cause the issuance of the certificates evidencing the
coverage.

96. In reliance upon Sioma’s confirmation that the coverage was
bound, and with Realm’s full knowle.dgc and consent, AIM caused ACORD
 certificates to be issucd to the clients of the PEOs stating that workers’
compénsation coverage had been issued to them by Realm as the insurer.

97. Additionally, at the November 8 meeting, Sioma also met with
representatives of Crawford & Company (“Crawford”), a well-respected third
party administrator that provides a number of services to the insurance industry
throughout the country. While no written agreement was executed, AIM retained
Crawford to provide it with services to adjust claims that were incurred by
insureds under the program. Crawford continued to provide fhis service with
Realm’s full knowledge and acquiescence through October 2003, when Crawford
received a letter directing it to cease and desist from providing these services on

Realm’s behalf. Despite assertions contained in the letter to the contrary, Realm
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was fully aware that Crawford was providing these services to PEO clients of

AIM. In an email from Zinnert to Holley on May 23, 2003, Zinnert writes in

pertinent part:

From: Roni Zinnert. BDACOS@bdacos.bm

Sent: Thursday, May 22, 2003 5:01PM

To: bholley(@aimmanagement.com; bimperiale@aimmanagement.com

Cc: Mark Sioma.BDACOS@bdacos.bm; Dan Green.BDACOS@bdacos.bm

Bruce, Thanks for forwarding the updated loss info. I have a couple of

observations. The first list below is the loss listing for clients who have hazard code

_9 and/or 10 in their schedules. I know that Ricky was working on getting “no loss”
letters from the other clients who have hazard 9 and /or 10.

; The second listing is the claims for clients whom 1 cannet identify from
the PEO spreadsheets that we have. Can you please review this list and let me
know the name of the clients to match up with the rating info, so that [ can
determine if any 9s or 10s are part of those clients. If the clients are “pew” to the
PEO, I will need to see a revised spreadsheet that includes the class codes for
those clients and the effective date of coverage. '

And, tbanks for the clarification regarding the September claims.
Sounds like Crawford is handling appropriately amd will close them.
{emphasis supplied) ’

. 98.  Having bound the initial portion of the portfolio of business, a
meeting was held in Hamilton, Bexﬁuda on November 13, 2002 with Max Re.
The meeting was organized by Zaffarese, President of Midland, Realm’s
intermediary. The meeting was attended by Zaftarese. Sioma, Dennett-Smith and
Bill Yit (*Yit”), Senior Vice President, FCAS of Max Re. Yit was particularly
interested in, among other things, the nature of the relationship betwéen AIM and

Realm. In Zaffarese’s presence, Sioma indicated to Yit that AIM was acting in

the capacity of an agent of Realm."

17 Zaffarese Affidavit, NY Action (attached hereto as Exhibit “*M™)
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99.  Thereafter, a second meeting wés held in Hamilton, Bermuda on

" November 22, 2002. * The meetirig was atiended by Sioma, Francis J. Carter

(“Carter”), Dennett-Smith, Yit, Robert Conney, David Brining, Keith Hynes,

Holley, Simon Everett and Reese Bowen. It was held at the offices of Max Re, a

reinsurance company. Carter, president of Uberrimae Fidei Insurance Company

Ltd. Generated a set of meeting notes for his files, a copy of which are attached
to his affidavit, filed in the New York Action. In his affidavit, Carter stated,

“[tlhe notes accurately reflect the substance of what occurred at the
meeting. Additionally, it should be understood that the reinsurers were
particularly interested, among other things, in the nature of the relationship
between Mr. Sioma’s company and Mr. Dennett-Smith’s company. Inmy
presence, Mr. Sioma indicated to the reinsurers that AIM was acting in the
capacity as an agent of Realm with the ability to bind business on Realm’s
behalf, and that $10,000,000 of premium had been bound.”"?

100. Additionally, Holley, who also attended the November 22, 2002
meeling, reviewed Mr. Carter’s notes and filed an affidavit in the New York
Action. In his affidavit, Holley stated that Carter’s notes accurately reflect what
transpired at the meeting. “Sioma confirmed to the reinsurers [Max Re] that AIM
was an agent of Realm with authority to bind business on Realm’s bebalf and that
the agreement would remaio in place both prior to and subscquent to AIM's
purchase of Realm.”"*

lQl. On November 20, 2002, Sioma, without notification to AIM and
prior to the meeting that occurred in Hamilton, Bermuda on November 22, 2202,

wrote a letter o the Florida Department of Insurance essentially acknowledging

that negotiations between AIM and Realm were ongoing, but unequivocally

D Carter Affidavit, ¥, NY Action (attached hereto as Exhibit “N”)
" Holley Affidavit, §] 1 (attached hereto as Exhibit “0")
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A sﬁting that ATM was not an agent of Realm and had no authority to bind business
~ onits behalf. Despite having written the letter, Sioma appeared at the meeting on
November 22 and affirmed to reinS\’uers that AIM was Realm’s agent and that a
book of business of $10,000,000.00 had been written and bound.

102. Thereafter, at the direction of Crane and Lawless, Sioma, as
President of Realm, wrote to a letier 1o insurance commissioners in every state in
. which Realm is licensed to transact business, stating that AIM was not an agent of
Realm and the certifitates had been issued without authority and were void ab
initio. A samble letter is attached hereto as Exhibit “P.”

103.  Additionally, at the direction of Crane ancli Lawless, Sioma, as
President of Realm, wrote a letter to each of AIM’s PEO clients, stating that AIM
was not an agent. of Realm, and that the certificates that had been issued without .
authority and'wer.e void ab initio. A copy of a sample letter to the PEO clients is
attached hereto as E;(hibit “Q.”

104. At all times relevant hereto, AIM was acting as an agent of Realm,
with actual and apparent authority. The issuance of the ACORD certificates were
within the scope of AIM’s authority as an agent of Realm and, furthermore, were
issued with Realm’s full knowledge and consent. The issuance of the certificates
was proper, was approved by Sioma in his capacity as president of Realm at the
meting held in Atlanta on November 9, 2002 and was ratified by him in
discussion with third parties at the meetings held in Bermuda on November 13,
2002 and November 22, 2002. Sioma’s conduct and statements, made in his

capacity as President of Realm, confirned AIM’s position as an agent of Realm
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and obligatéd Realm to issue policies of insurance to customers of the PEOs in
accordance with the ACORD certificates AIM caused o be issued in its capacity
as Realm’s agent. - '

105. In the alternative, assuming arguendo that AIM was not an agent
of Realm when it caused the ACORD certificate to be issued, whii;h AIM
specifically denies, each state in which an ACORD certificate was issued has a
statutory scheme for the cancellation of wrongfully issued insurance policies.
Realm failed to cancel the policies in accordance with the statutory schemes. By
failing to comply with the statutory mandate of each state, the statemen{ contained
in Realm’s letter to the putative insureds, that the ACORD certificates were void
ab initio, was ineffective as a matter of law to effect a cancellation of the
allegedly wrongﬁﬂ]y, issued certificates. Accordingly, the certificates remain in
full force and effgct in accordance with their terms because Realm failed to effect
a proper capcéllation of the certificates. As such, Realm remains obligated to
issue.policies of insurance to the insureds appearing on the ACORD certificates,
and is “on the riék” for said certificates.

106.  Currently, there are investigations ongoing in the states on
Missouri, Oklahoma, Texas, Alabama, Florida, South Cajolina, New Mexico,
Pennsylvania and New York regarding this matter. Additionally, AIM has been
sued in Texas by (4) customers of one of the PEOs. The plaintiffs in the Texas
suit claim that they purchased workers’ compensation coverage, but that none was

provided.'”>  On December 4, 2003, The Texas Department of Insurance

¥ D& A Steel Erectors, Inc. et al. v. Corporate Soiutions Inc., et al., District Coun, Hidalgo County, Texas
92" District Court, Judicial District of Texas, File No. C-2764-03-A
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demanded that AIM “..,yo]untarily agree to Begin terminatiné all existing Texas

" PEO business, and that everyone will be terminated by March 1, 2004,” and
further demanded that AIM respond to the Texas Insurance Department’s demand
within ten (10) days.

107.  An actual case or controversy has developed between the harties n
which AIM claims to have acted with both actual and apparent authority _from
Realm to issue or cause the islsuance of ACORD certificates naming Realm as the
“Insurer”.

108. Realm has maintained that it never authorized AIM to act as its
agent, and did not authorize the issuance of the cerﬁﬁcatc§ of insurance.'® -

109. The claim and controversy directly affects the Jegal rights of the
Plaintiffs, as well as those to whom the ACORD ceiﬁf;lcates were issued.

110.  The failure of Realm to honor its obligations not only to Plaintiffs
in this action, but to those to whom the ACORD certificates were .issued, is
affecting people, businesses and insurance departments throughout the country.

Itl. An expeditedl resolution of this matter is necessary in order to halt
Defendants’ continued fraud on Plaintiffs as well as consumers of insurance in
New York and other jurisdictions.

112. By reason of the foregoing, Plaintiffs are entitled to a declaratory
judgment that AIM was an authorized agent of Realm, that AIM could and did
fawfully issue or cause the isshance of certificates with Realm’s full knowledge

and consent, or that in the altemative, Realm’s failure to cancel the certificates in

' Realm appointed Holley, AIM’s VP of Underwriting, its agent in Georgia; his appointment as an agent of
Realm is stil} active as of the date hereol.
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accordance with each state’s statutory scheme obligated Realm to fulfill the
contractual 6bligations evidenced by the said insurance certificates, but that in
cither event, Realm is obligated to issue the policies and pay the claims arising

thereunder.

COUNT II - FRAUD AS TO DEFENDANTS REALM, CRANE,
LAWLESS, SIOMA, DEL TUFO, GREEN, YU AND QUICK

113.  AIM restates and realleges Paragraphs One (1) through One
Hundred Twelve (112) as though each said paragraph was stated herein in its
entirety.

114.  The defendants and each of them made certain representations to
AIM in the Stock Purchase Agreement, regarding Realm’s financial condition,
and the accuracy of the financial statements which had been delivered by.
Dcfcndants.lo AIM prior to AIM’s execution of the Stock Purchase Agreement. to
wit: |

" 3.13  Financial Statements and Other Information.

(@)  Seller has delivered to Buyer copies of the Annual
Statement of Realm (the “Annual Statement™) and the related annual and
interim financial statements of the Companies, including the auditors’
teport thercon of Arthur Andersen LLP for the year ended December 31,
2001, and copies of the Companies’ unaudited consolidated balance sheets
as of September 30, 2002, and the quarterly periods for the calendar year
2002. The foregoing financial statements, together with the SAP and/or
GAAP income statement for the Companies for the year ended December
31, 2002, and balance sheets for the Companies as of December 31, 2002,
as shall be delivered pursuant to this Agreement are herein collectively
referred to as the “Financial Statements.”

(b) To the Knowledge of Seller, the Financial
Statements have been or will be prepared from and in accordance with the
books and records of the Companies. The Financial Statements have been
prepared in accordance with GAAP and the Annual Statement has been
prepared in accordance with SAP, each consistently applied throughout
the periods cavered thereby. The Financial Statements and the Annual
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Statements fairly present, or will fairly present, as the case may be, in ail
~ material respects as of their respective dates, the consolidated financial
condition of the Companies and the consolidated results of operations,
retained earnings and cash flows of the Companies. The Financial
Statements for the period ended December 31, 2002 have been prepared
by management in accordance with GAAP, and, wherever appropriate,
SAP consistently applied throughout the periods covered thereby. Seller
has read the Financial Statements and has discussed them with
management of the Companies. The Financial Statements fairly present,
in all material respects as of their respective dates, the financial condition,
_results of operations, retained earnings and as flow of the Companies and
have been prepared on the statutory of GAAP accounting basis, prescribed
or permitted by the Superintendent of Insurance of the State of New York
or the American Institute of Certified Public Accountants, as applicable,
applied on a basis consistent with prior periods, subject, in the case of
unaudited Financial Statements, to normal recurring year-end adjustments
(the effect of which will not, individually or in the aggregate, be material
in amount or effect) and the absence of notes (that, if presented would not
differ materially from those included in the audited Financial Statements).

(c) The total shareholders’ equity of Realm as of
September 30, 2002, as determined in accordance with SAP on a basis
consistently applied, is $10,468,538. )

(d) Since September 30, 2002, (i). there have been no
events, changes or occurrences which have had, or could reasonably be
expected to result in, individually or in the aggregate, a Material Adverse
Effect on any of the Companies except as set forth in the Financial
Statements and as should be reasonably known to Buyer or its Affiliates as
a result of actions by Buyer or its Affiliates prior to the date of this
Agreement or in connections with General Agency Agreement after the
date of this Agreement, would represent or could reasonably be expected
to result in a material breach or violation of any of the covenants and
agreements of Seller and Parent in this Agreement.

3.14 Liabilities.
(a) The Companies have no Liabilities, except Liabilities:
(i) adequately disclosed or reserved against and reflected in
the Financial Statements or as should be reasonably kmown by Buyer or its
Affiliates as a result of actions by Buyver o0 its Afliliates prior fo the date of this

Agreement or in connection with the General Agency Agreement after the First
Closing . . ..
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133

3.17 () Realm has_receivéd, reported and maintained all items of
income and expense and all assets and liabilities, including but not limited
to all investments, premiums received, capital, surplus, reserves, admitted

. assets and non-admitted assets, in compliance with the statutory
requirements on legal investments and SAP as have been in force in the
jurisdiction in which Realm is engaged in the Business or otherwise
required to comply with Laws. ’

115. These representations, when taken in the aggregate, were designed
to and did lull AIM into believing that Realm had adequate capital and surplus to
meet the statutory requirements necessary for it to maintain all of its licenses in
full force -and effect in each state in which it did business. However, since the
Stock Purchase Agreement was exccuted, Realm has filed an audited financial
statement with the NYSDOI for the period ending September 30, 2003, showing
that its capital and surplus has deteriorated to $3,789,125.00, well below tﬁe
statutory minimum of $5,000,000.00 required by the state of New York.

116. Atthe time‘ Defendants made the representations set for the above,
Defendants knew that Realm’s capital and shrplus were insufficient to meet the
statutbry requirernent of the NYSDOI as well as most if not all of the states m
which it is licensed. to write insurance.!’ Defendants made these representations
knowingly, recklessly, fraudulently; and maliciously, with the intent to deceive
AIM who was deceived thereby.

117.  Because of this knowledge, Defendants knew that Realm could not
allow an audit to be completed by KPMG and delivered either to NYSDO! or

ATM, because the audit would fairlv present a true and accurate report of Realm’s,

capital and surplus, which AIM believes is between $1,000,000.00 and

"7 See supra Paragraphs Fifty-Six (56) and Fifty-Seven (57) discussing the accounting irregularities addressed in the
Form 8-K and the Novembes 14 letter filed by AlphaStar and KPMG with the SEC, respectively.
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$1,500,000.00. Defendants and each of them pariicipatcd in a scheme designed

" from the outset to convince AIM to loan AlphaStar the sum of $1.5 Million

Dollars, never believing that AIM’s business plan would succeed in deliveriné the
funds on the timetable required by the Defendants and non parties AlphaStar and
SCNAH. When AIM timely delivered the funds, Defendants ﬁndcrtook every
conceivable measure to fmstréte a closing of the sale of Realm to AIM, it being
their inte;nt to defraud AIM out of the $1.5 Million in loan proceeds without
providing the bargained for insurance coverage to AIM’s PEO plients.

118. In furtherance of this scheme, Defendants engaged in a continuing

pattern of fraud and deceit by misrepresenting to AIM as well as the court the -

status of the audit being conducted by KPMG with the intent to lull AIM into
refraining from taking any action against Defendants by foreclosing its security

interest in the collateral that it held under the Loan Agreement and the Pledge

Agreement, namely the SCNAH shares. This was accoﬁplished by a

combinati(;n of acts taken and representations made by the Defenda_nts, and each
of them. the sole purpose of which was to lull AIM into believing that thé Sellers
intended to close the sale of the Realm shares to AIM in accordance with the
provisions of the Stock Purchase Agreement. In truth and in fact, however, the
Defendants and each of them conspired together to make it appear as if they were
going to cause SCNAH to sell Realm 10 AIM, when in fact they never had any
intention of closing the sale. Their deceptive actions included, but are not limited
to the following examples, to-wit: continuing negotiations with AIM’s

transaction counsel, but at all time advancing frivolous and time consuming
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~ positions and objections designed to delay and ultimately frustrate a closing;
refusing access to Realm’s books and records despite contractual obligations to
provide access thereunto; refusing to provide any r;:asonablc explanation for 'the
delay in providing the Final Balance Sheets; refusing to close when demand to
close was made; refusing to acknowledge AIM’s righi to close at the price set by
the alternative auditor, despite its contractual obligation to do so; stating to the
NYSDOI that no contract for the acquisition of the Realm shares had been
executed, when one had in fact been executed on March 23, 2003; refusing to
provide a written consent to KPMG to i)rovidc access 1o KPMG’s work papers,
even though it had agreed to do so in the Stock Purchase Agrcc;nent;
misrepresenting to KPMG’s assistant general counsel the contents of a conference
call wherein the Honorable Richard M. Berman authorized his name to be used in
an attempt to glean from KPMG the status of the preparation of the Final Balance
Sheets; and additionally, misrepresenting the status of the audit to the same judge
at a status conference held before the court on August 13, 2003 at 1:00 p.m,,
wherein rebresentatives of Realm, namely Crane and Lawless, ;e;;resentcd that
the KPMG audit was ongoing and that no apparent issues existed other than
clarification and delivery of additional information to the auditor. when in fact, en
August 5, 2003, a week before, these same individuals had met with KPMG and
had been advised by KPMG of its concerns with the audits of Realm prepared by
Arthur Andersen for the years 2001 regarding the agents balances, a:ﬁong other
things, all of which are set for the in KPMG’s response to the SEC to the 8-K

filed by AlphaStar in November, 2003, as set forth Exhibit H.
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119.  The individual named Defendants caused non-party AlphaStar to
file consolidated financial statements for the years 2000 and 2001 with the
Securities and Exchange Commission (the “SEC”) in accordance with the
reporting requirements contained in the Securities and Exchange Act of 1934 (the
“Act”). - These statements, to the extent -they contained incorrect financial

information based upon Realm’s incorrect agents’ balances, violated Rule 10-b-

(5) and Rule 17-(ay of thé Act, and were a fraud upon AIM ‘and the investing

public at large.

120. Avt the time the loan was made in October 2002, tﬁe individually
named Defendants knew that AIM was relying on the representations made by
non-party AlphaStar that Realm was licensed to write business in each state in
}vhi0h Realm represented that it was licensed to do business when, in fact, Realm
was not licensed to write new business in either North Carolina or Georgia at the
time the parties entered into the transaction.

—I—EZT The named Defendants knew that the financial statements prepared
by Arthur Andersen for the years 2000 and 2001 for Realm provided to AIM
(prior to the time the loan was made to AlphaStar) were false and misleading and
did not accurately reflect {he true financial condition of Realm at the time the said
financial statements were delivered to AIM.

'l 22.  Richard Caporaso (“Caporaso™), the KPMG audit partner charged
with responsibility for the audit of Realm, was previously employed by Arthur
Andersen as Realm’s audit partner for the years 2000 and 2001. While employed

by Arthur Andersen, Caporaso was the audit partner for Realm and non-party
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AlphaStar for 2000 and 2001. After leaving Arthur Andersen, Caporaso moved to
KPMG and brought the AlphaStar accounts with him.

123. Defendants and each of them knew that AIM would rely on the
false and misleading financial statements provided to AIM in deciding to enter
into the loan transaction, and again, when AIM decided to execute the Stock
Purchase Agreement, which AIM did, to its detriment.

124.  The individually named Defendants caused non-party AlphaStar,
SCNAH and Defendant Realm to make the representations contained in
Paragraph 3.17 (c) of the Stock Purchase Agreement to the Buyer:

3.17 (c) Realm has received, reported and maintained all items of
income and expense and all assets and liabilities, including but not limited
to all investments, premiums received, capital, surplus, reserves, admitted
assets and non-admitted assets, in compliance with the statutory
requirements on legal investments and SAP as have been in force in the
jurisdictions in which Realm is engaged-in the Business or otherwise
required to corply with Laws.

The said individually named Defendants and Realm knew that the representation
contained in Paragraph 3.17(c) of the Stock Purchase Agreement was untrue at
the time it was made. The individual named Defendants and Realm knowingly
made said representation with the intent to deceive Buyer. The representation
was made by Defendants and cach of them knowing that Buyer would rely
thereon. Buyer relied upon said fraudulent representations, and has suffered
damage as the result of its reliance, which reliance was justified, in an amount as

yet unknown, but which is well in excess of $75,000.00, exclusive of interest and

costs.
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125. The conduct of the Defendants and each of them was knowingf .

* " willful and malicious, was actively pursued by Deferidants and each of them with
the specific intent to harm Plaintiffs and constitutes frand.

126. Ey reason of Defendants’ fraudulent conduct, Defendants and each
of ‘them are jointly and severally liable to Plaintiffs for exemplary and punitive
damages in such amount as the trier of fact may determine shall be sufﬁcient\to
deter such wrongful similar conduct by these Defendants in the future.

127. By reason of Deienda.nts’ frandulent conduct and each of them,
Plaintiffs are entitled to recover form Defendants and each of them all costs of
this litigation, including without limitation, attorneys’ fees, litigation expenses
and court costs.

COUNT THREE: AGAINST REALM FOR MANDATORY INJUNCTION
FOR VIOLATION OF NY GENERAL BUSINESS 1AW § 349(h) AND FOR
TREBLE DAMAGES

128. AIM restates and realleges Paragraphs One (1) through One

Hundred Twenty-Seven (127) as though each said paragraph was stated herein in
its entiréty; |

129. Realm breached the Steck Purchase Agreement by refusing to
permi.t AIM to inspect its b'ooks and records and misrepresenting its financial

statements by matenially overstating the assets of Realm.

130.  In mid-2003, AIM’s auditors expressed concerns over the veracity '

of Realm’s account receivables, because AlphaStar refused to provide financial

documents to establish the collectibilty of those receivables, and acknowledged
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the possibility that AlphaStar may be dissipating the assets of Realm by funneling
the assets through SCNAH, or another AlphaStar indirect subsidiary.

131.  In August and September 2003, AlphaStar’s independent directors,
who also comprised the Audit Committee, and its independent auditor, KPMG,
resigned. See Exhibits “G” & “H.”

132. On November 14, 2003, KPMG submitted a letter to the Securities
Exchange Commission clarifying certain statements made by AlphaStar in the
November 3 Form 8-K filing. IN that letter, KPMG expressly stated that it did
not agree with AlphaStar’s statements that:

- “no information has come to KPMG's attention that it has

concluded materially impacts the faimess or reliability of either (i) a

previously issued audit report or the underlying financial statements, or

(ii) the financial statements issued or to be issued covering the fiscal

period subsequent to the date of the most recent financial statements

covered by an audit report (including information that, unless resolved to

the accountant’s satisfaction, would prevent it from rendering an
- unqualified audit report on those financial statements....” See Exhibit “H.”

133. KPMG also identified the account receivables as an area of '

COncerm.

“Prior to our resignation KPMG had communicated to the

" Company the following as items that needed to be addressed . . .

{cJompletion of agents’ balances receivable account sudit werk, including

re-audit of the December 31, 2001 balances and possibly re-audit of all
December 31, 2001 balance sheet accounts . . . .” (2).

134.  As of the filing of the original complaint against the individually

» named officers and Realm on January 12, 2004, Realm had not filed audited

financial statement with the NYSDOI for 2002 or 2003. Realm subsequently

filed an audited financial statement for 2002, but not for 2003.
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135. On December'IS, 2003, AlphaStar filed for bankruptcy protection

under Chapter 11, which was later converted to Chapter 7. AIM was the only

.

secured creditor of record.

136. Despite not having approval of the Chapter 7 Trustee, the
individual defendants voluntarily consented to Realm being put into lLiquidation.

On June 15, 2005, an Order of Liquidation was entered appointing the

~ Superintendent of Insurance of the State of New York as Liquidator of Realm.

137. On August 31, 2006, the United States Bankruptcy Coﬁrt approved
the Stipulation of AlphaStar and AIM which resolved their disputes by, inter alia,
the Chapter 7 Trustee’s Quitclaim Bill of Sale transfer of SCNAH’s stock in
Realm to AIM. |

138. AIM is entitled to an accounting i’equiring that the books and records

of Realm be made available for a forensic accounting and inspection to determine

the existence and nature of any éccounting irregularities with the audited financial

' statements and statutory statements filed with the NYSDOL

139. Defendants’ i.mproper and fraudulent acts and business practices
described herein were willful and knowing acts of decgption which misled both
AIM and the insurance consuming public in a materjal way in violation of New
York General Business Law §349(h)

140  Plaintiffs have no adequate  remedy at law, and due to the
Defendants’ refusal to provide the audits set out above, are entitled to the relief
set out in Paragraph 138 ab;uve, plus costs, attomeys” fees, litigation expenses and

such other remedies as by equity is authorized.
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141. Furthermore, as a result of Defendants® aforementioned ﬁéud ar}d

" clear violations of N.Y ‘General Business Law §349(h), Plaintiffs are entitled to

recover from Defendants and each of them Plaintiff AIM’s actual damages, treble '

damages, attorneys’ fees, litigations costs and expenses.

COUNT FOUR: BREACH OF CONTRACT

142.  AIM restates and realleges Paragraphs 1 through 141 as though
each said paragraph was stated herein in its entirety.

143.  AIM shows that a contractual arrangement existed between AIM
and Defendants, whereby AIM was entitled to earn certain fees and commissions
as general agents for Defendants for certain PEO business which AIM procured
and which business was bound by Defendants, for which business Defendants
now wrongly try to deny coverage.

144, Defendants have breached the terms and conditions of this
contractual arrangement and owe AIM certain earned fees and commissions
which are currently in a sum in excess of $2,600,000.00.

145.  Furthermore, AIM shows that a contractual arrangement existed
between AIM and Defendants, whereby Defendants requested that AIM handle
the initial claims arising under the PEO probram and the business bound. and
approved by Defendants while negotiations for th; anticipated purchase and sale
agreement were compieted with the express understz;nding that AIM would be
promptly reimbursed by Defendants for all claims they paid on behalf of

Defendants, as well as for claims handling expenses advanced by AIM.
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146. In detrimental r_eliancé upon such contractual arrangement, and the
promises and inducements made by Defendants, ‘AIM handled and paid certain
claims arising from Defendants’ PEO program and paid certain third party
vendors for incurred claims handling expenses. |

147. Notwithstanding demand for reimbursement made by AIM to
Defendants, l Defendants hav_e brea;hgd the terms of this claims payment
agrecment and have refused and continue to refuse to reimburse AIM for such |
claims paid, now owing AIM a sum which currently exceeds $3,210,000.00, plus
an additional sum for third party vendors’ claims handling expenses.

148. Moreover, Defendants owe AIM for moneys advanced by AIM to
Defendants pursuant to the aforementioned Loan Agreement and Promissory
Note. NOthwithstanding reﬁmted demands by AIM to Defendants for repayment,
Defendants have wrongfully refused to pay AIM the advances sums of
" $1,500,000.00; and Défend;mts owe AIM $1,500,000.00 as well as.accrued
- interest, attorneys fees, etc.

VL. PRAYER FOR RELIEF

WHEREFORE, Plaintiffs respectfully request that this court grant them
the following relief: .

a) That a declaratory judgment be issued that declare; that Plaintiffs
were at all times relevant hereto acting as agents of Realm, with actual and
apparent authority to bind the insurance coverages authorized by Sioma as set out

above, and that Defendant Realm is legally obligated to issue the certificates of
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insurance and policies of insurance and policies of insurance as set out ﬁerein and
be responsible for payment of an.y claims arising thereunder;

b) That Plaintiffs be awarded compensatory damageé in an amount to
be determined at trial, exclusive of interest and costs, but in any event, in an
amount in excess of $75,000.00, resulting from Defendants’ breach of contract;

c) That Plaintiffs be awarded punitive damages as a result of
Defendants’ malicious, willful, wanton, fraudulent and deceitful conduct directed
at Plaintiffs and the public generally as set out in Count Two;

d) . That Plaintiffs be granted an injunction requiring both the
inspection of and preservation and securing of Realm’s books and records;

e) As to Plaintiﬁ’s. fraud claim as set out in Count Three, that
Plaintiffs- be awarded actual damageé in an amount to be determined, trebled,
together with costs, attomeys" fees angi interest permitted by N.Y. General
Business Law §349;

) - That AIM recover from Defendants for fees and commissions
eamed by AIM in Defendants’ PEO program, said sum currently being in excess
of $2,600,000.00; |

g) That AIM recover form Defendants for claims paid on behalf of

-Defendants as part of Defendants’ PEO program, said sum currently being in

excess of $3,210,000.00, as well as advanced claims handling expenses, the exact

-amount Qxhich will be added by amendment;

h) That AIM recover from Defendants all sums advanced as part of

the aforementioned Loan Agreement and related promissory note, which figure is
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currently in excess of $1,500,000.00, as well as attorney’s fees and costs of
litigation associated with the collection of same; -

1) That Plaintiffs be awarded the costs and disbursements of this
action, including attomeys’ fees and litigation expenses; and

i) That the Honorable Court grant such other and further relief as it

deems proper in the premises.

Dated: Atlanta, Georgia
May 18, 2007

Respectfully submitted,

LOWENDICK, CUZDEY, EHRMANN,
WAGNER, STINE & SANSALONE, LLC

Lowendick, Cuzdey, Ehrmann,
Wagner, Stein and Sansalone, LLC
P.O. Box 450169 _
Atlanta, Georgia 31145-0169
Phone: (404)325-2300
Fax: (404)325-7302

Attarney for Plaintiffs
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UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

INRE: ALPHASTAR INSURANCE GROUP

LIMITED, ET AL., *
PLAINTIFFS .
2007 Civ. 00762 (RTH)
-against-
’ *
AMERICAN INSURANCE MANAGERS, INC. COMPLAINT FOR
ET AL, DECLARATORY JUDGEMENT
MONETARY DAMAGES AND
DEFENDENTS *  FOR OTHER RELIEF
AFFIDAVIT OF SERVICE

Stanley A. Cobum, being duly sworn, deposes and says: deponent isnot a party
to the action, i; over 18 years of age and resides in Georgia. '

. On May 18, 2007, deponent served the Complaint in the above styled action on
the following Service List by first class mail. )

Sworn to before me this

18" day of May, 2007 Saie L 20
A Notary Public, Geinnelt Courty, Georgia
My Commission Expires March 19, 2010

otary Public
SERVICE LIST

William McSherry, Esq.

Crowell & Moring, LLP

153 E. 53d Street

31" Floor

New York, New York, 10022
Counsel for all individually named
Defendants

Eric R. Dinallo

Superintendent of Insurance, State of New York
New York Department of Insurance
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Insurance Dept.
One Commerce Plaza

- Albany, NY 12257

Liquidator of Realm National Insurance Company
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. frznoa Brorow* PReinsurncs Extrew® shall memn a0’ zmovnf repreventing ams-balf of
xhibit A £ Realm's yeinsurance recoverables on los sd Ioss edjusiment expense payments at June
e/ LA i .

o, - i

S L AIET A

1646



a2

~ ~ ~ -

HALKILHN INSUK. MGKS.  [EL:(/D-980~3298 - Oct 02°02  18:04 No.0OL P.02
4 -

]
LIRS XN

October 2, 2002

Stiriing Cooks Nozth Amm}inldmg:md. .
125 Maiden Lane T

- New York, Now York 10038

Anteation: S!zph:nA.Cnm,dmmh N
Re:*  Reaim Natfonal lmmu t;onpnv‘.

Dear Mr. Crane:

This will memorialize the Intant af Atfants Iosurance Marketing , Inc. ("AIM™, to
negotiste and eoter doto sgrecmonts with de!ngCookerﬂkmwmﬂoklhguud.
(“SCNAH®), s sharsbolder of Reahm Netlokaf Trisutance Company ("Reabx) and World Trade
Serviges, Inc (“WTC"). Itllpmpoudﬂmhm.nrmmdmafﬁﬁmdwlmmm:m all
of the outstanding shares of Reatny’s enf WTC's common stock, subjeot to tha spproval of
mgulstory authoritias having jurisdietio over’ Realm: In addition, AIM socks to onter ints
geaersl sgency (°GA”) egreements with! Roaﬁn pmdlns the elbsing of the purchese, as more
fully desoribed below, s

Parchase of Stock
MmmhdtoSMhWoﬁu i of the outstanding shares of the

" common.stock will be $12,600,000, The 3 prico fa based upen, i pert, the statntery

sarplus of Realn oy.of Juno 30, 2002° e m3b forth in its satatory financlal statements,
Siunltancouy with the demlmbglmg&ApaxﬁuwinmiMoulm
wm»mmmwwﬁmw ide AlphaStar

mwm.bnnnwwmgmmw@)mwmmmm
mmcﬂngwadﬂherepndwmmmﬂﬂmm of the proceeds, of the share purchase

b

mmnmyaflheﬂmmompnwubbemummsmg.bythe :

applleahm of the loan repnquu mdbn cash paypoent for the remaindes, ke th emonnt ofa
Escrow® ehnll mesn sn’smotnf roprecenting one-balf of

m%ofmbmmmuﬂnnlmmmwuﬁmwmmdmm

< ~~‘-v»e

TEXhET A

- - ~
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CCIUMENT

RN s iy g
CRONICALLY FiLys

UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

- Y X

IN RE : ALPHASTAR INSURANCE,

_ Plamntiff,

-against- : ORDER

AMERICAN INSURANCE MANAGERS,

Defendant.

The pre-trial conference scheduled for February 01, 2008 is rescheduled to
March |1, 2008, at 10:00 a.m., in the courtroom of the Honorable Richard J. Holwell,

Courtroom 17B, 500 Pearl Streel, New York, New York 10007.

Dated: New York, New York
January 10, 2008
SO ORDERED:

Q’\“L’(N\M

Richard ). Holwell
United States District Judge
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Stanley A. Coburn (SAC-6318)

Admitted Pro Hac Vice
Lowendick, Cuzdcy, Ehrmann, Wagner, Stein and Sansalone, LLC °
P.O. Box 450169 ’ ' .
. Attanta, Georgia 31145-0169
Phone: (404)325-2300 |
Fax: (404)325-7302 USDC SDNY
Georgia Bar No. 172100 . ‘ DOCUMENT
Attorney for Plaintiffs ELECTRONICALLY FILED
UNITED STATES DOC #: . S
ITED STATES DISTRICT. COURT BRI S —+—
SOUTHERN DISTRICT OF NEW YORK | DATEFILED: Y j. i(;
+
INRE: ALPHASTAR INSURANCE GROUP
LIMITED, ET AL, *
PLAINTIFFS d 2007 Civ. 00762 (RTH)
-against- T
AMERICAN INSURANCE MANAGERS. INC. .
ETAL,
DEFENDENTS

Pursuant to this Coﬁn’s Order of Aprl 11,

Individual Practices and Fed.R.Civ.P. 26(1), the parties present to the Court the following

Joint Report and Scheduling Order:

Al Description of the Case
i. Counscl of Record:

Phaintiff;
Stanley A. Coburn (SAC-6318).
Admitted Pro Hac Vice
Lowendick, Cuvdey, Ehrmann, Wagner, Stein and Sansslone, LLC
P.O. Box 450169 '
Atlama, Georgia 31145-0169
" Phonc: (404)325-2300
Fax; (404)325-7302
Georgia Bar No 172100
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L44 ROONE & STOEE Ne- 8636

Defendants: )
William J. McSherry, Jr. (WIM-1194)

Crowell & Moring, I.LP

153 East 53d Street

J1stTLoor

New York, NY 10022

i Jurisdiction:

This Court has jurisdiction ovcr the claims alleged hercin pursﬁanl o 28 USC.
§1332(a). given the diversity of citizenship between the partics and that the amount
in coﬁtrovemy exceeds $75,000.00, exclusive of interest :mci costs. This cowt has
Jurisdiction to award the injunctive relief sought pursuant 1o Fcd R. Civ. Pro. 65;
and the declaratory relief sought pursuant l Fed R. Civ. Pro. 57 and 28 1J.S.C.
§§2201-2202.

iii. Claims asserted in Complaint and Countercbims:

Countl: Declasatory Judgment that Realm Bound the lnsuranc'c Covcrages

Count II: Fraud

Count Iil: Mandatory Injunction for Violation of NY General Busincss Law
§349(h) and for Treble Daﬁmges

Count IV: Breach of Contract

. Major 1.egal and Factual issues:

a. Whether the individual defcndﬁms, as various oflicers and di‘rccmrs of

Realm and AlphaStar, made false and mislcading representations upon which

. Plaintiffs selied to their detnment

1650
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b. Whether the Plaintiff made talse and misleading statements to Realm and
AlphaStar, and whether the Plaintiff violalpd N.Y Insurance Law by issuing
centificates of insurance without approval of the N.Y. Insurance Department.

C. Whether Plaintiffs were, at all times relevant hereto, acting as agents of

Realm, with actual and apparent awthority to bind the insurance coverages

_ avthorized by Defendant Sioma

d. Whether Realm is legally obligated to issue the centificates of insurance
and policics of insurance as set out in the Complaint ind responsible for payment
of any claims arising thereunder.

v. Relief Sought: (a) Declaratory Judgment that Plaintiffs were at al) times
relevant bereto acting as agents of Realm, with sclual and apparent authority to
bind the insurance coverages authorized by Defendant Sioma and that Realm is
legally obligated to issuc the certificates of insurance and policies of insurance as
set o;n in the Complaint and be rcsponsibic for payment of any claims ansing
thereunder; (b) compensatory damagces; (¢) punitive damages; (d) injunction
Tequiring the inspection and preservation of Realm’s books and records; (€) actual
damages, trebled with costs, attorneys’ fees and interest permitied by N.Y. General
Business Law §345(hY; () Illlilicii:l;}’ damegcs for fees and comanssions carned by
AIM in Defendants® PEO program in excess of $2.6 million, claims paid on bchalf
of Defendants in excess of $3.21 million, all sums advanced as pax‘1 of the loan
agreement and promissory note in excess of $1.5 million; and (g) costs and

disbursements, attorneys” fees and litigation expenses.
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Proposed Case Managcmcent Plan
i Pc-ndingvMotinns: None at this time.
i, Deadline for Joinder of Additional Parties: October 15,2007
ii.  Deadline for Amendments to Pleadings: October 15, 2007
iv. Schedule for Completion of Discovery:
a.  Rule 26(a)(1) Disclosures: October 1,2007
b. Fact Di.«cove‘r'y: February 1, 200§
c. Rule 26(a)(2) Disclosures and Expert Discovery:
Plaintiffs are ordered 1o disclose the identity of witnesses who will
give cxpert teslimouny and provide Rule 26 reports, along with
threc (3) dates for depositjons, to Dcfendants on or before
February 15, 2008. Plaintiffs must .makc their experts available for
depositions on or belore March 15, 2008.
Defendants are ordered to disclose the identity of witnesses who
will give expert tcstimony and Rule 26 reports along with three (3)
dates for depositions, to Plaintiff on or before March 31, 2008.
Defendants must make their experts available for depositions on or
before May 1, 2008
\2 Dispositive Motions: All dispositive motions and metions to exclude
testimony under the Daubert standard shall be filed on or before I\;Iny 15, 2008.
vi. Final Pretrial Order: shall be filed on or before June 30, 2008.
vis Trial Sched ule-:

a. Jury TFrialis requested.

1652

S



204434 BOJNE & STONE He.8656 P

ra
(=
>
-

~u8.31.

b. Length of Trial is anticipated to last approximately 10 days.
<. Case will be ready for trial on or afier August 4, 2008
C.  Consent to Proceed Before a Magistrate Judge: The parliés do not consent to
proceed before a Magistrate Judge.
D. Status of Settlement Discussions
1. Settlcment Discussions have occurred, without success.

. Status of any Settlement Discussions: At the Rule 26(H) Confc.xcx;cc the
parties detcrmined that new settlement discussions were premature at this
time. The parties will revisit this issuc again upon completion of factal
discovery.

iil. ~ Whether the Parties Request a Settlement Conference: Not at this
time. The partics will revisit this issue again upon completion of factual

discovery.

Respectfully submitted,

N
This@ day of August, 2007,

Lowendick, Cuzdey, Chrinann,
Wagpner, Stein and Sansalonc, LLC
P.O. Box 450169

Atlanta, Georgia 31145-0169
Phone: (404)325-2300

Fax: (404)325-7302

Attorney for Plaintiffs

1653



Aeg 210 2007 &-44aM BOCHE & STO:E Ho 300k 7. ¢

Wilham J. McSherry, Jr.
(WIM-1194)

. Crowell & Moring, LLP
153 East 53d Street 31" Floor
New York, NY 10022
Phone: (212)895-4207
Fax: (212)895-4201
Attorney for Individual Defendants

d (¢ _— = .
& S‘h\"'us CoMmf antan ca —SL -L( E"& L"’(‘S\ [She bk ': de 5

J\(— f¢ oo “vl,""

IT IS SO ORDERED, this (O Dayof _Sv- 4 - . 2007 in New York, New

York.

' 1/\ [ - "(.' —

-
" Richard J. Holwll, Judge
United States District Court
Southcm District of New York
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UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

-------------------------------------------------------------- X .
AMERICAN INSURANCE MANAGERS, h;;., :: U7 Civ. 06762 (RIH)
Plaintift, :
-against- - ~ ORDER
STEPIEN CRANE, et al, .
Decfendant. :
.............................................................. x:

The pretrial conference scheduled for June 22, 2007 is rescheduled 1o
September 06, 2007, at 10:00 a.m.. in the courtroom of the Honorable Richard J. Hohwell,

Courtroom 17B, 500 Pear] Strect, New York, New York 10007.

Daicd: New York, New York
June 28, 2007
SO ORDERED:
f [N

P R A

T T Rickard 7 Hohwell
United States District Judge

USDC SDNY . |
DOCUMENT |
4 ELECTRONICALLY Fii: -
DOC #: S ,
DATE FILED: T /1107 |
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UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

IN RE: ALPHASTAR INSURANCE GROUP ‘
LIMITED, ET AL.,

Plaintiffs,

- agamst - 2007 Civ. 00762 (RJH) -

AMERICAN INSURANCE MANAGERS, INC,
ET AL, :

Defendants,

‘Initial Scheduling Conference Notice and Order

This action has been assigned to Judge Richard }. Holwell for all purposes. It is hereby
ORDERED as follows:

I Counsel receiving this Order shall promptly mail or fax copies hercof to all other
counsel of record or, in the case of partics for which no appearance has been
made, to such parties. Counsel for all parties should note their appearance as

- counscl in this mattcr by letter immediately. :

2. Counse] for all parties are directed to confer regarding an agreed scheduling order
pursuant to Fed. R. Civ. P. 26(f). If counsel are able to agree on a schedulc and
the agreed schedule calls for filing of the pretrial order not more than nine
(9) months from the date of this order, counsel shall sign and email a PDF of
the proposed schedule to the Orders and Judgment Clerk within fourteen (14) days
from the date hereof, following the scheduling order requirements attached hereto.
Counsel should note, in submitting their consent scheduling order, that the
otherwise scheduled conference should be adjourned.

3. If such a consent order is pot filed within the time provided, an initial scheduling
conference will be held in this matter on April 26, 2087 at 10:30 a.m. in
Courtroom 17B at the U.S. Courthouse, 500 Pearl Strect, New York, New York
10007. A proposed scheduling otder, following the scheduling order
requircments attached hereto, should be submitted to Chambers three days before
the initial scheduling conference.

4. . Any requests for adjournmenis must be made in writing and must be received
in Chambers not later than 48 hevrs before the scheduled time, Altemative
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dates that arc mutually agreeable 1o all parties must be suggested when requesting
to reschedule the initial scheduling conference. Parties should consult the
Individual Practices of Judge Holwell with respect fo communications with
Chambers and related maiters.

5. This case has been designated an electronic case. The parties are advised that all
orders after this Initial Scheduling Conference Notice and Order will be
issued via the Electronic Case Filing (“ECF”) system and parties will not be
sent copies by mail or facsimile. It is the responsibility of counsel to become
familiar with and follow ECF proccdures. A subsequent Initial Scheduling
Conference Notice and Order attaching Judge Holwell’s lndividual Practices will
be issued via ECF. Judge Holwell's individual practices may also be found at
http://wwwI.nysd uscourts.gov/judge_info.php?id=87. Parties should direct
questions regarding ECF to the FCF Help Desk at 212-805-0800.

SO ORDERED
Dated: New York, New York

April 5, 2007. . o
, (n )1/\ . \ /\,\/ ————

~ Richard J. Holwell
United States District Judge

/</
£z
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~
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Scheduling Order Requirements

1. Description of the Case

a. Identify the attoneys of record for each party, including Jead trial attomey;
State the basis for federal jurisdiction;
Briefly describe the claims asserted in the complaint and any counterclaims;
State the major legal and factual issues in the case; and
Describe the relief sought.

o an o

2. Proposed Case Management Plan
Identify all pending motions;
Propose 2 cutoff date for joinder of additional parties;
Propose a cutoff date for amendments 1o pleadings;
Propose a schedule for completion of discovery, including:
. Adate for Rule 26(a)(1) disclosures, if not previously completed;
u. A fact discovery completion date;
iii. A date for Rule 26(a)(2) disclosures; and
iv.  An expen discovery complction date, including dates for delivery
of expert reports;
c. Propose a dale for filing dispositive molions;
Propose a date for filing a final pretrial order; and
B- Propose a trial schedule, indicating:
i.  Whether a jury 1nal is requested;
ii.  The probable length of trial; and
iii.  When the case will be ready for trial.

(SRR

el

3. Consent to Proceed Before a Magistrate Judge: Indicate whether tbe parties
consent unanimously to proceed before a Magistrate Judge.

4. Status of Settlement Discussions
a. Indicatc whether any settlement discussions have occurred;
b. Describe the status of any settiement discussions; and
c. Whether parties request a settlement conference.
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Stanjey A. Cobumn (SAC-6318).

Admitted Pro Hac Vice

Lowepdick, Cuzdey, Ehrmann, Wagner, Stein and Sansalone, LLC
P.O. Box 450169

Atlanta, Georgia 31145-0169

Phone: (404)325-2300

Fax: (404)325-7302

Georgia Bar No. 172100

Attorney for Plaintiffs

UNITED STATES DISTRICT COURT
SOQUTHERN DISTRICT OF NEW YORK

IN RE: ALPHASTAR INSURANCE GROUP

LIMITED, ET AL, *
PLAINTIFFS
2007 Civ. 00762 (RJH)
-against-
*
AMERICAN INSURANCE MANAGERS, INC. COMPLAINT FOR
ET AL, ) DECLARATORY JUDGEMENT
: MONETARY DAMAGES AND
DEFENDENTS *  FOR OTHER RELIEF

COME‘NOW Plaintiffs American Insurance Managers Inc., American [nsurance
Management Group, Inc., and Atlanta Insurance Marketing, Ihc., by and through their
counsel, and file this their Complaint against nameq Defendants and each named
Defendant individually, and respectfully show the Cou;1 as follows:

- PRELIMINARY STATEMENT

This complaint was originally filed in this Court on May 4, 2004 (dmerican
Insurance Mahagers, Inc., American Insurance Management Group,' Inc., and Atlanta
Insurance Marketing, Inc., v.v Realm National Insurance Comparny, Stephen A. Crane,
James Lawl?ss, IV, Mark S. Sioma, Anthony J. DelTufo, Danny Ray Greeﬁ Christina Bui
Vu, and Leonard Quick, C.ANo. 04-CV-00306). Service was had on all Defendants on

January 16, 2004. The case was subsequently transferred to the Bankruptey Court (Jn re
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Alphasiar ]nsur‘ance‘ Group Limited, et al., Case No. 03-17903) and the claims asserted in
the original action were again asserted by AIM and related entities as counterclaims in
the adversary action, Alphastar Insurance Group Limited, Stirling Cooke North American
Holdings, Inc., ar_zd Realm National Imyrance Company v. American Inswrance
Managers, Inc., American Insurance Maragement Group, Inc., and Atlanta Insurance
Marketing, Inc. et al., C. A. No. 04-2792 (“the Countesclaims™).

Pursuant to this Court’s Order of April 11, 2007, withdrawing the reference with

respect to the Counterclaims, and directing that Plaintiffs file a complaint, Plaintiff’s

refile their claims previously asserted in the above actions. The revisions to the original
claims are updates necessitated by the passage of time.

1t will be necessary to realign the parties and restyle the case (as set forth below)
to properly reflect the parties and claims. Plaintiffs will work with counsel for

Defendants to accomplish this by consent and present an order to the Court.

UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

AMERICAN INSURANCE MANAGERS *

INC., AMERICAN INSURANCE

MANAGEMENT GROUP, INC., AND *

ATLANTA INSURANCE MARKETING,

INC,, ] B
PLAINTIFFS

+ 2007 Civ. 00762 (RIH)
-against-

ERIC R. DINALLO, Superintendent of Insurance

of the State of New York, as Liquidator of *
REALM NATIONAL INSURANCE COMPLAINT FOR
COMPANY, STEPHEN A. CRANE, JAMES *  DECLARATORY JUDGEMENT
LAWLESS 1V, MARK S. SIOMA, MONETARY DAMAGES AND
ANTHONY J. DEL TUFO, DANNY RAY *  FOR OTHER RELIEF
‘GREEN, CHRISTINA BUl VU AND
LEONARD QUICK, *
2
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*
DEFENDENTS

»

COME NOW Plaintiffs American Insurance Managers Inc., American Insurance
Management Group, Inc., and Atlanta Insurance Marketing, Inc., by and through their
counsel, and file this their Complaint against named Defendants and each pamed
Defendant individually, and respectfully show the Court as follows:

. THE PARTIES

At all tirnes herein relevant, the parties were as follows:

1. Plaintiffs American Insurance Managers Inc., American Insurance
Management Group, Inc. and Atlanta Insurapce Marketing, Inc,, are each Georgia
corporations. Plaintiffs are hereinafier collectively referred to as “AIM,” “Buyer” or
“Lender”. A

2. . Defendant Realm National Insurance Company (“Realm”) is a
New York Corporation. Pursuant to Section 10.08 of that certain Stock Purchase
Agreement executed among the paﬂies, it has consented to the exclusive jurisdiction
in lhevfederal court of the City and County of New York. Since this suit was first
filed, Realm has been put into liquidation and the Superintendent of Insurance of the
State of New York has been appointed as Liquidator of Realm.

3. | Non-pﬁrty AlphaStar Insurance Group Limited (“AlphaStar”) is a

Bermuda Corporation. AlphaStar is a holding company.

A
AV,
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16. At all times herein rejevant, SCNAH was a Delaware holding
company that was the regiéteréd owner of all of the shares of HRealm (These shares
have since been transferred to AIM. See Paragraph 137 infra.)

17. In reliance upon various agreements and representations made 1o

. AIM by officers and directors of AlphaStar, SCNAH, and Realm, all of which are
discussed with more particularly below, and in cons-iderat‘ion for AIM making that
certain loan to AlphaStar’, AIM understood that it had been appointed as a general
agent of Realm with authonity to bind workers’ compensation business on Realm’s
behalf, subject to Rcalm’s acceptance of submissions from Professional Employer
Organizations (“PEOs”) procured by AIM which complied with mutually agreed
upon underwriting guidelines. Acting in that capacity, and after acceptancé of a
number of subrnissions procured by AIM from PEOs by Sioma and Realm at a
meeting held.for that purpose at AIM’s office on November 8, 2002, AIM issued or
caused to be issued apprbxima;ely $10,000,000.00 worth of workers’ compensation
ACORD certificates té‘ over six hundred (600) companies in twenty-one (21) states.
Despite Realm’s acceptance and approval of tﬁe PEO submissions, Realm has
refused to issue the policies of insurance evidenced by the said ACORD certificates,
subsequently claiming that AIM was not its agent, and that the ACORD certificates
that AIM issued or caused to be issued were void ab initio.

18. Despite an express agreement and promise to do so made by
SCNAH to AIM contained in that certain Loan Agreement, [See Paragraph Twenty-

Four (24) infra), prior to executing the stock Purchase Agreement, Realm prepared,

1662

|k



but never executed, a written agreement appointing AIM as its agent. Aim did

execute said document. On numerous occasions, however, Sioma, Realm’s

president, in the presence of AIM’s ofﬁcersk, represented to third parties, including

Realm’s own intcrmédiary, that AIM was an agent of Realm and that Realm had

bound over $10,000,000.00 of premium submitted to Realm by AIM. AIM

expressly denies and disputes the claims made by Realm that AIM was not Realm’s
_ agent, and is seeking a declaratory judgment from this court on this issue.

19. Despite the fact that Sioma as President of Realm expressly bound
the coverages as described in Paragraph Sevéntcen (17) above, Realm has repeatedly
denied to customers of AIM and to insurance regulators throughout the country that
the coverage which Sioma bound 1s in effect, has sent letters so stating, and has

~ caused numerous investigations by state departments of insurance and workers’
compensation into whether or not such coverage was indeed pl.aced, including but
not limited to the states of Alabama, South Carolina, North Cafolina, Pennsy]vania;
Missouri, New Mexico, Georgia, Texas and Oldahoma. AIM has disputed the
claims made by Realm that the coverage was not properly bound, and is seeking a
declaratory judgment from this court on this issue.

20. Currently, lawsuits that arise from this dispute between the parties
are pending in the states of Texas, Delaware and South Carolina. Additionally, on
December 4, 2003, the Texas Department of Insurance contacted counsel for AIM

and stated that “...we request that AIM, as a first step, voluntarily agree to begin

? The proceeds of the loan made to AlphaStar by AIM are comprised of funds belonging to both AIM and the PEOs,
and are 10 be credited towards the purchase price to be paid by AIM to SCNAH for Realm in accordance with the
provisions of the Loan Agreement. The Loan was due and payable on October 22, 2003 and is in default.
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terminating all existing Texas PEQ business, and that everyone will be terminated by
March 1, 2004.”
21 At the present time, as many as thirty thousand (30,000) lives are

being impaéted in at least twenty-one (21) states because of Realm’s refusal to issue

- the workers’ compensation insurance policies that are at the heart of the dispute

between the parties. Until recently, Crawford and Co. (“Crawford”), a licensed third
party administrator, was serving in the capacily as the claims adjuster in all twenty-
one (21) states where the disputed certificates were issued with Realm’s full
knowledge. On October 9, 2003, Reaim issued a ceasev and desist letter to Crawford,
demanding that Crawford no longer adjust claims on Realm’s behalf. Such action
has terminated the ability for claims of the putative insureds to be adjusted while the

aforementioned dispute is ongoing. Because of Realm’s precipitous and intemperate

action in this regard, tliere is great urgency that the declaratory judgment be resolved

quickly and the obligations of the parties be declared by this court as expeditiously

as possible.

22. AIM is also seeking injunciive relief in the Court of Chancery in
Delaware against AlphaStar and SCNA.H for defaults ﬁnder the Loan Agreement and
Pledge Agreement, styled Atlanta Insurance Marketing, Inc. v AlphaStar Insurance
Group Ltd And Stirling Cooke North American Holdings, Ltd, Case N_o. 20544-NC.
The Case has been stayed as a result of the N Y Bankruptcy Action referenced

above.
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1V.  FACTUAL BACKGROUND
23. On or about October 2, 2002, AIM and SCNAH executed a Letter
of Intent (“the Letter of Intent”) (Exhibit “A™ hereto), proposing that AIM or its
affiliated assignee purchase from SCNAH all of the outstanding shares of A common
stock of Realm and World Trade Service Inc. (*WTS") for $12.000,000.00. The

Letter of Intent provided that AIM and SCNAH would enter into a loan agreement

pursuant to which, inter alia,” AIM would Joan 1o AlphaStar an amount up to

$3,500,000.00, with loan balances to be credited against the purchase price of the
) shére purchase transaction, and that Realm wog]d appoint AIM its agent to sell
insurance on-Realm'’s behalf.

24, Also on or about October 2, 2002, AIM and A]phz;Star entered into
pledg_e égreement (“the Pledge Agreement”) (Exhibit “B” hereto) and a loan
agreement (the “Loan Agreement”) (Exhibit “C” hereto). The Pledge Agreement
and the Loan Agreement both recite that the parties entered into the Letter of Intent,
despite the fact that the Letter of Intent, described in Paragraph Twenty-Three (23)
herein, was executed by SCI;IAH, of which AlphaStar owned 100% of the common
stock. |

25. Pursuant to the provisions of the I.oan Agreement, AIM agreed to
loan AlphaStar the sum of $3,500,000.00. AlphaStar executed a Promissory Note
(Exhibit “D” hereto) evidencing the loan.

26. Under the Pledge Agreement, AlphaStar pledged to AIM aﬂ-of its
10,000 shares of common stock in SCNAH (“the Pledged Stock™), which oonstitut.e

all of the issued and outstanding shares of SCNAH common stock, for the purpose
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of secuning the repayment of the loan and any inferest and other obligations under
the Loan Agreement and the Note.

27. . AIM madc the first tranche of the loans to AlphaStar by
transferring to it $200,000.00 on October 22, 2002 and $300,000.00 on October 23,
2002. On or about November 14, 2002, AIM made the second tranche available to

AlphaStar, in the amount of $1,000,000.00.

28. Under Section 2.1{c) of the Loan Agrecement, AIM was not '

required to fund any further amount und;ar the loan facility until a definitive stock
purchase and sale agreement was rcact;cd by the parties.

29. AlphaStar, Realm, WTS,? Stirling Cooke New York Insurance
Agency Services, Inc. (“Agency”), SCNAH and American Insurance Managers Inc.
executed that certain Stock Purchase Agreement dated March 23, 2003 (Exhibit “E”
hereto).

30. Pursuant to the provisions of the Stock Pmch:;se Agreement,
SCNAH agreed to sell three (3) of its subsidiaries to American Insurance Managers
Inc., being Realm, WTS and Agency.

31 Pursuant to Section 6.2 of the Loan Agrccméﬁt, AlphaStar agreed
to make its books aqd records available to AIM for inspection upon reasonable
notice:

6.2 Books, Records and Inspections. The Borrower will permit
officers and designated representatives of the Lender to visit and inspect the
books of record and account of the AlphaStar at such times and intervals and

to such extent as the Lender [AIM] may reasonably request upon advance
notice.

¥ Non-party World Trade Services, Inc. is a subsidiary of SCNAH, and is a signatory to the Stock Purchase
Agreement.

10




32. AIM retained the audit firm of Israeloff, Trattner & Co. to inspect
the books of record and account of AlphaStar and its subsidiaries. On November 12,
2002, Brian W. Imperiale (“Imperiale”), AIM's chief fmancia] ofﬁéer, contacted
Sioma at Realm and forwarded a request that AIM be permitted to inspect the books
of record and account.

33 One week later, Sioma responded to Imperiale and asked when
the auditors would arrive. Imperiale replied that the first due diligence meeting was
scheduled for the first week of December 2002. After A[M' arrived at the New York
office of Realm, Lawson .and Crane locked AIM’s representatives out of the office.

34, Thus the due diligence meeling never occurred. Lawless, general
counsel for AlphaStar, SCNAH and Realm, canceled the meeting and the entire due
diligence process, stating that it was “...out of the questioﬁ.”'

35. The Loan Agreement reads ini pertinent part as follows:

“SCNAH Restricted Subsidiaries™ shall mean, collectively, Stuling

Cooke New York Insurance Agency Services Inc., a New York corporation; -

Stirling Cooke North American Reinsurance Intermediaries Inc., a New York
corporation; Realm National Insurance Company, a New York insurance
company; and World Trade Services, Inc., a New York corporation.

By letter dated December 11, 2002, Howard A. Becker, counse} to AIM,
demanded that AIM be permitted to inspect the books of record and account of
AlphaStar and of any SCNAH “Restricted Subsidiary,” including Realm, as defined
in the Loan Agreement.

36. AIM has contirually been denied the opportunity to inspect the

books and record of account of AlphaStar and of Realm, a Restricted Subsidiary, in

breach of Section 6.2 of the Loan Agreement.

11
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A. Misrepresentations Concerning Realm’s Authority To
Do Business And Compliance With State Regulations

37. Section 5.12 of the Loan Agreement states:

5.12 Compliance with Statutes, etc. FEach of the Borrower
[AlphaStar], SCNAH and the SCNAH Restricted Subsidiaries [ which include
Realm, among others] is in compliance in all matenal respects with all
applicable statutes, regulations and orders of, and all applicable material
restrictions imposed by, all governmental bodies, domestic or foreign, in
respect of the conduct of its business and the ownership of its property....

38. On October 15, 2002, before AIM made any of the loan facilities
a;'ailablc, Crane furnished to AIM a ‘compliance certificate (the “Compliance
Certiﬁcate”) (Exhibit “F” hereto) affirming that AlphaStar was in compliance with
each and every condition contained in the Loan Agreement.

39. Contained in Realm’s quarterly filings with the New York State
Department of Insurance '(“N'YSDOI”) and its audited financial statement for the
years 2000 and 2001, upon which AIM relied in making the loan‘facilities available
to AlphaStar, Realm represented that it was licensed to sell policies of insurance in
twgnty-four (24) states. Two (2) of ﬂlose states were North Carolina and Georgia.

40. In fact, Realm was prohibited from issuing new policies in North

Carolina and had been so prohibited since July 2002. At not time prior to entering

into the Loan Agreement did AlphaStar disclose to AIM that Realm had lost its
ability to write new business in North Carolina.

41, On or abou't December 24, 2002, after AIM entered into the Loan
Agreement and made the first two tranches of loans to AlphaStar, AIM fust leamed

that Realm was not authorized to write new business in Georgia, and that the
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prohibition against writing new business in Georgia had occurred prior to the
execution of the Loan Agreement.

42. At no time did AlphaStar disclose to AIM that Realm had lost its
ability to write new business in Georgia.

43. The Compliance Certificate described in Paragraph Thirty-Eight
(38) herein was a willful and fravdulent misrepresentation, intended to decei&e and
mislead AIM, and upon which AIM reasénabiy relied to its detriment.

44 As a New Yofk insurance company, Realm is subje(;t to the rules
and regulations of the NYSDOI Realm failed to file audited financial stal;zmenls
with the NYSDOI on May 31, 2003 and, as a result, is not incompliance with the
NYSDOI’S rules and regulations.

B. Misrepresentations Conceniihg the  Financial
Statements and Compliance with Statutes

- 45. Section 5.12 of the Loan Agreement provides as follows:

5.12 - Compliance with Statutes, etc. Fach of the Borrower,

SCNAH and the SCNAH Restricted Subsidiaries is in compliance in all-

material respects with all applicable statutes, regulations and orders of, and all

applicable material restrictions imposed by, all governmental bodies, domestic

or foreign, in respect of the conduct of its business and the ownership of its

property (including applicable statutes, regulations, orders and restrictions
relating to environmental standards and controls).

On June 27, 2003 AIM’s counsel wrote to SCNAH’s counsel,

Lawless, as follows: “Additionally, now that Realm has failed to file the audited

financial statements as required by law with the New York Insurance Dept.,

representation 5.12 of the Joan agreement is now no longer true and correct.

Demand is made that you bring that representation back into compliance

immediately by filing the audit.” Lawless responded, “Your demand is noted.”

13
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As previously stated, Realm’s statutorily mandated audit remains unfilled with the
NYSDOIL Accordingly, the representation contained in Section 5.12 regarding
.compliance by SCNAH Restricted Subsidiaries, including Realm “[wlith all’
applicable statutes, regulations and orders 6f, and all applicable material
restrictions imposed by, all governmental vbodies;” remains a conﬁmﬁng breach of
the Loan Agreement.

46. Section 5.5 of the Loan Agreement provides as follows:

5.5 Financial Statements. The audited balance sheet and income
statement of the Borrower as of December 31, 2001, (collectively the “2001
Financial Statements”), fairly presents the financial position of the Borrower
as at the date thereof, and the results of its operations for the year then ended,
and has been prepared in accordance with generally accepted accounting
principles, consistently applied, and in a manner substantially consistent with
prior financial statement of the Borrower. The unaudited balance sheet and
income statement of the Borrower as at June 30, 2002, and for the six months
then ended (collectively, the “June 30, 2002 Financial Statements”) fairly
present the financial position of the Borrower as at the date thereof and the
results of operations for the six months then ended and have been prepared in
accordance with generally accepted accounting principles consistently applied
and in a manner substantially consistent with the 2001 Financial Statements,
except for differences resulting from nommally occurring accruals or
adjustinents, or as noted in the June 30, 2002 Financial Statements or the
notes thereto. Except as contemplated by or permitted under this Agreement,
there are pot adjustments that would be required on review of the June 30,
2002 Financial Statements that would, individually or in the aggregate, have a
material negative effect upon the Borrower’s reported financial condition.

47. The June 30, 2007 Financial Statements, as defined in the Loan
Agreement, were méterially false and misleading and materially overstated the assets
of AlphaStar and its Restricted Subsidiary, Realm.

48. On or about December 27, 2002, Realm, SCNAH and AlphaStar
filed a 31-page Complaint captioned Realm National Insurance Co., et al, v.

American Insurance Managers, Inc., et al, C.A. No. 02 CV 10278 (RMB) in the
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United States District Court of the Southern District of Néw York, against AIM and
two affiliates of AIM (the “New York Action™). Plaintiffs in the New York Action
sought a temporary restrajniné order, injunctive and declaratory relief, damages and
imposition of a constructive trust, allegedly “to stop a recently-discovered fraud on
the general public, multiple state regulatory 'agencies and the plaintiffs in this
action™ that would expose Realm to “incalculable claims, loss of business, and
damage to its reputation and good will, as well as regulatory scrutiny and potential

disenfranchisement. ...’

49, The Count in the New York Action denied the Plaintiffs’ motion
for a temporary restraining order.
50. AIM and the other defendants in the New York Action noticed the

deposition of KPMG, AlphaStar’s auditors, for September 12, 2003 and issued a
subpoena to KPMG, in an attempt to discover information concerning Realm’s
finances. ON August 14, 2003, the NYSDOI had indicated that it would consider
taking regulatory action against Realm within thirty (30) days if such statements
were not filed. If such action is taken, it will have a material adverse effect on the

business of Realm. The deposition was scheduled by AIM without opposition from

" AlphaStar, despite the fact that a Rule 26(f) discovery scheduling order had not yet

been filed in the case.
SL ON September 11, 2003, counse} for KPMG moved to quash the
subpoena. A United States Magistrate scheduled a telephone conference call for

September 16, 2003 to consider KPMG’s Motion Te Quash. Approximately fificen

‘N Y Action 1
*N Y Action M
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_ (15) minutes before the scheduled call, AlphaStar’s attomey called AIM’s attorney
to advise that AlphaStar had dismfssed- the New York Action.
52. Upon information and belief, Plaintiffs dismissed the New. York

Action in order to prevent inquiry of its auditors, KPMG, which inquiry would

<

reveal the false and misleading hatme of the June 3(;, -2002 Financial Statements, as
_ defined in the Loan Agreement.
53. Two recent filings with the Securities and Exchange Cornmission
confirm the likely existence of accounting irregularities.
54. On November 3, 2003, AlphaStar filed a Form 8-K® (the
“November 3 Form 8-K”), wherein the company disclosed the resignations of all of
the independent directors. The November 3 Form 8-K states in relevant part:

Messrs. David H. Eliott, Hadley C. Ford and Patrick J.
McDonough, tendered- their resignations from the Board of Directors of the
Company, effective August 29, 2003. Messrs. Elliott, Ford and McDonough
comprised all of the independent directors of the Company, and all of the
members of the Audit Committee of the Board of Directors.... Neither Mr.
Elliott, Mr. Ford, or Mr. McDonough resigned because of any disagreement
with the Company on any matter. (emphasis added).

55. - KPMG, AlphaStar’s independent auditor, also resigned.
56. . TheNovember 3 Form 8-K further states in relevant part:

On September 16, 2063, KPMG LLP (“KPMG”), the independent
anditors for AlphaStar Josurance Group Limited (the “Company”), notified
the Company that the auditor-client relationship between KPMG and the
Company had ceased.

During Aprit 2003, and pending the finalization of the Company’s
2002 Form 10-K filing, KPMG advised the Company of the need to expand
the scope of its audit, due to the absence of transactional-level data deemed
pecessary by KPMG to conclude on the fair presentation as of year-end 2002
of the agents’ balances receivable account (the “2002 Agents’ Account™) at a
significant subsidiary of the Company. KPMG expanded the scope of its
audit work accordingly and the Company thereafier undertook and extensive

¢ The November 3, 2003 Form 8-K ’is attached bereto as Exhibit “G.”

16

1672



effort to supplement the information, made available to KPMG regarding the
2002 Agents’ Account (“Supplemental Work™).

On August 5, 2003, KPMG first. informed the Company, in a
presentation to the Audit Committee of the Company’s Board of Directors,
that information received as a result of the Supplemental Work causéd KPMG
to determine that further investigation was necessary and that such
investigation may (i) materially impact the faimess or reliability of either a
previously issued audit report or the underlying financial statements, or the

financial statements issued or to be issued covering the fiscal periods

subsequent to the date of the most recent financial statements covered by an
audit report on those financial statements. Specifically, KPMG stated that the

extent of the additional work necessary to enable KPMG to opine in respect of -

the 2002 Agents’ Account had caused it to require a re-audit of the balances
reflected in the accounting records of Realm for the Agents’ Account for the
fiscal year ended December 31, 2001 (the “2001 Agents’ Account”), and
possibly all December 31, 2001 balance sheet accounts for the Company and
its subsidiarics, which accounts had been audited and centified by Arthur
Andersen. KPMG thereafter requested that the Company undertake additional

work in respect of the year-end 2001 Agents’ Account.
. * ¥ ¥

The Company subsequently engaged a new auditor, Johnson Lambert & Co.

Securities and Exchange Commission identifying numerous exceptions that KPMG .

57. On November 14, 2003, KPMG submitted a letter to the

had with respect to AlphaStar’s characterization of KPMG’s findings and its reasons

for terminating its relationship with AlphaStar (the “November 14 Letter”), which

letter is attached hereto as Exhibit “H.” The November 14 Letter states in pertinent

part:

We do not agree with the Company’s statement in Paragraph (d)
(1) that “KPMG had advised the Company that, subject to the resohation of the
matters discussed in (c)(1), above, the possible effect of such resolution on the
ability of a significant subsidiary of the Company to recognize part or all of a
deferred tax asset and the completion of audit procedures related to the
adverse litigation decision received on July 8, 2003 (and disclosed in a press
release dated July 8, 2003), no information has come to KPMG's attention
that it has concluded materially impacts the faimess or reliability of either (i) a
previously issued audit report or the under'ving financial statements, or (i1) the
financial statements issued or to be issued covering the fiscal period
subsequent to the date of the most recent financial statements covered by an
audit report (including information that, unless rcsolved to the accountant’s
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satisfaction, would prevent it from rendering an unqualified audit report on
. those financial statements, irrespective of reference to substantial doubt

concerning the ability of the Company to continue as a going concern, which

KPMG indicated prior to its resignation would be included in its report)”. ‘

Prior to our resignation KPMG had communicated to the
Company that KPMG’s report would include a reference to substantial doubt
concerning the ability of the Company to continue as a going concern.

Prior to our resigﬁation KPMG had communicated to the
Company the following as iterns that needed to be addressed before KPMG

could perform whatever other audit procedures were deemed necessary to -

complete the audit of the December 31, 2002 financial statements:

(1) Completion of agents’ balances receivable account audit
work, including re-audit of the December 31, 2001
balances and possibly re-audit of all Decémber 31. 2001
balance sheet accounts;

(2) Completion of audit procedures related to the adverse
litigation decision, as referred to in Paragraph (d)(1); and

(3) Resolution of the accounting and disclosure for the
operations of certain subsidiaries, the sales of which were
pending but had not been completed, and the completion of
the related audit procedures.

58. The:November 3 Form 8-K and the November 14 Letter provide
further suppért for the concemns voiced by AIM’s auditors that there appear to be
material accounting irregularities related to AlphaStar and its subsidiaries,
particularly Realm.

59, " As part of its initial due diligence, AIM sought information
reparding litigation that ultimately resulted in an adverse judpment 1endercd apainst

a subsidiary of AlphaStar in the United Kingdom. In an email responding to the

request for information, Crane stated:
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----Original Message----

From: Stephen Crane. BDACOS(@bdacos.bm
[mailto:Stephen_Crane. BDACOS@bdacos.bm]

Sent: Tuesday, November 19, 2002 11:35 AM

To: dds@aimmanagement.com

Subject:  Alston & Bird Due Diligence

Dear David: .

Attorneys from A&B have asked Jim Lawless for materials relating to the
Stock Purchase Agreement Drake case in London. I wanted to bring this to
your attention because of the cost and time implications of letting them get
down into that bottornless pit. 1 believe we had convinced you.and WEMED
that the properties you are buying are not significantly exposed to that
litigation, and WEMED was not pursuing it in their due diligence. Inasmuch
as the case is likely to be decided long before it has any material adverse
affect on RNIC or WTS. In my opinion, there is not need for them to get an
education (and probably an irrelevant one) at substantial expense 10 you.
Regards, '

Stephen

60. - On July 8, 2003, the High Court in London issued and Order” in
excess of 1500 pages regarding the hu gation referenced in the preceding paragrapl_l.

In the High court ruling, Mr. Justice Thomas stated that defendants Euro
International Underwriting Ltd. and Stirling Cooke “[a]cted with grave dishonesty”
when broking and underwriting US Workers’ Compensation business. Mr. Justice
Thomas further ruled that the defendants had engaéed ma...

“chronicle of deception that induced insurers to become involved in a business

in which they would never have been involved if the business had been

properly explained to them™ and “there was thereafter an attempt to lock them

into that business.” ,
Justice Thomas was particularly scathing in his view of Nicholas Brown, who
founded Stirling Cooke with Mark Cooke.

“Mr. Brown was the driving force in the dishonest enterprise which I have

described in this judgment,” stated Justice Thomas. “le was motivated by
ambition to make SCB a full-service insurance company and by greed in

7 Sce Spere Drake Insurance Lid. V. Euro International Underwriting, [2003] All ER (D) 160 (Jul).
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earning large sums of money through brokerage of the business
provided... The business transacted by Stirling Cooke has already caused
losses of approximately $250 million.” “The overall sums at issue in the

action are large; on some programmes the losses are in excess of $10m with -

one programme sustaining a loss of over $71m (a loss ratio of 7,300%); the
total losses sustained thus far are in the order of $250m.” “There are a

considerable number of related actions and arbitrations here, in Bermuda and-

in the United States; the total sums at issue that have been lost in this

reinsurance market are very much larger ...”

The claimants in the VUniled Kingdom action were Sphecre Drake Insurance
Ltd. (formerly Sphere Drake Insurance PKC) land Odyssey Re (London) Ltd. The
defendants were Euro International Underwriting Ltd., John Hubert Whitcombe,
Christopher Reginald, Colin Henton, Stirling Cooke Brown Reinsurance Brokers
Ltd, Stirling Cooke Brown Insurance Brokers Ltd, Nicholas Brown and Jeffrey

Ronald Butler.

“It has been estimated that the losses will run into the billions.”

C. Execution and Breach of the Stock Purchase Agreement

61. As previously stated, the parties, including Realm, executed the
Stock Purchase Agreement on March 23, 2003.

(1) SCNAI’s Refusal] to Comply With Provisions
Establishing the Purchase Price ‘

62. Section 2.02 of the Stock Purchase Agreement provides that the
Purchase Price is to be based upon Final Balance Sheets, defined on page 3 of the
Stock Purchase Agreement as follows:

“Final Balance Sheets” means the audited consolidated balance sheet of
Realm and the unaudited balance sheets of WTS and SCNY as of the final
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Balance Sheet Date determined in accordance with GAAP, together with the
notes thereto and the related unqualified opinion of KPMG thereon delivered
by Seller to Buyer.

- 63. SCNAH, the Seller under the Stock Purchase Agreement, failed to
deliver Final Balance Sheets to Buyer on or before April 1, 2003. SCNAH requested
and was gramed‘ a one day extension of that deadline. SCNAH failed to deliver
Final Balance Sheets on or before April 2, 2003 and has never delivered such Final
Balance Sheets. As a result, Section 2.07 of the Stock Purchase Agreement gave

" Buyer the nght to select an alternative CPA firm of its choice and to estimate the
Purchase Price, “which estimate shall be final and binding on the parties.”
64. Section 2.07 also states:

If Buyer elects to select an Alternative Auditor to determine its
estimate of the Purchase Price, [SCHAH] shall, and shall cause the
Compaunies, to cooperate with the Alternative Auditor in connection with such
defermination, including, without limitation, making available to the

Alternative Auditor ali of the books, records and other necessary
documentation of the Companies.

65. Buyer selected lsmelofﬁ Trattner & Co. (“Israeloff”) as an’

alternative CPA firm pursuant to Section 2.07, which determined a Purchase Price of
$1,500,000.00.

66. On or about June 1, 2003, pursuant to Section 2.07, and based
upon the estimate of Israeloff, Buver advised SCNAH that the Purchase Pricc was
$1,500,000.00. A copy of the Israeloff letier setting forth its estimate is attached
hereto as Exhibit “L.” '

67. On’J\‘me 12, 2003, Buyer’s counsel sent an email to Lawless,

demanding to know if Seller intended to sell the Realm shares at the price set by

Isracloff. On June 17, 2003, SCHAH, through Lawless, advised Buyer that it did not .
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. acknowledge Buyer’s right to close at the price determined by lsraeloff. Buyer

reiterated its demand on July 1, 2003, and Seller responded that the demand be

retracted, which request Bulyer refused.

68. By refusing to acknowledge AIM’s right to purchase Realm for
the binding purchase price set by the alternative auditor in accordance with Section
2.07, the Seller, SCNAH, anticipatorily breached the Stock Purchase Agreement.

(2) SCNAH’s Refusal to_Proceed to First Closing
Pursuant to Stock Purchase Agreement '

69. By letter dated July 1, 2003, Buyer notified SCNAH that it was
prepared to proceed to First Closing under the Stock Purchase Agreement and thét
the clo'sing occur between July 8, 2003 and July 11 , 2003.

70. SCNAH failed to respond to the letter and refused to proceed to
First Cloéing as required by the Stock Purchase Agreement. Seller’s willful failure
to close constituted a further breach of the Stock Purchase Agreement by SCNAH.

(3) SCNAH’s Breach of Section 2.04(f) of the Stock
"Purchase Agreement

71. Section 2.04(f) of the Stock Purchase Agreement states that at the
First Closing:

6] [SCNAH], Rcalm and Buyer shall take all necessary
. actions to provide the PEOs listed in Schedule 4.13 with Centificates of
Insurance and other reasonable evidence of insurance retroactive to no earlier

than October 1, 2002 in accordance with Section 5.02(n) and applicable Law.
72. At a meeting held at its offices on the morning of August 13,
2003, SCNAH advised Buyer that it had met with represematives of the NYSDOIL.
SCNAH represented that because its subsidiary Reabm had failed 1o deliver the

December 31, 2002 statutory audited financial statement to the NYSDOI as required
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under the New Ydrk Insurance Law, Realm had been directed by the NYSDOI not to
deliver the Cexﬁ'ﬁ.cat'm of Insurance required by Section 2.04(f) until such time as
Realm had filed and audited financial statement with the NYSDOL.  Accordingly,
SCNAH breached Secﬁon 2.04(f) of the Stock Purchase Agreement. Additionally,
said breach has rendered a First Closing under the' Stock Purchase Agreement
impossible.

D. Realm;s Directioﬁ fo AIM to- N-;)'n-Rene\;v' Certain .Policies

73. On March 25, 2003, Realm appointed Bruce S. Holley (“Holley™),
AIM’s VP of Underwriting, Realm’s agent in Georgia. That appointment
remains active as of the date of this Complaint. A copy of Holley’s insurance
license evidencing his appointment as an agent of Realm is attached hereto as
Exhibit “J.”

74.  Pursuant to Section 5.02(m) of the Stock Purchase Agreement,
Realm was contractually obligated to maintain an underwriter at AIM’s office:

"(m) Compliance Employee. Immediately upon the execution
of this Agreement, Realm shall, and Seller and Parent shall use their
respective best efforts to cause Realm to make available at the offices of

Buyer in Atlanta, Georgia, on a full time basis or as otherwise mutually

agreed to by Buyer and Seller until the earlier of the release of the Shares
from the Escrow Property (either on or after the Second Closing Date) or

termination of this Agreement, or as otherwise rcasonably requested by -

AIM during the time specified in Section 8.03, one employee with the
appropriate experience and authority to conduct underwriting review and
approval and oversee compliance with the Guidelines; provided, however,
that the sole remedy for the failure of Realm to make such employee
available on a continuous basis shall be the ability of Buyer to bind
insurance coverage for risks within the Guidelines which remained
unreviewed by such employee for seven Business Days afier a request for
such insurance coverage is made.
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The individuals who fulfilled this role for Realm were Sioma and Roni
Zinnert (“Zinnert”), Realm’s Vice President of Underwriting,

75. On May 16, 2003, Zinnert sent the following email .
communication to Holley regarding customers of Xcelerate, one of the PEOs

whose coverage Realm disputes:

From: Roni Zinnert BDACOS@bdacos.bm
Sent:  Friday, May 16, 2003 2:57 PM

To: bholley@aimmanagement.com

Cc: Mark Sioma BDACOS{@bdacos.bm
Subject: - Cancellations

Bruce,

, In reviewing the Xcelerate file, I noticed that several of them (20
or more) had letters from the PEQ notifying you that the client had been
terminated as a client of the PEO. They use the phrase ‘please see that their
coverage is terminated”

You need to communicate in writing to all of the PEOs the laws
regarding cancellition of these client policies. And, AIM needs to develop
internal prooedures to ensure that these clients are handled appropriately.

We must follow the statutes for each state as respects cancellation.

Our policy is issued to each individual client.. Their contract
with RNIC [Realm] cannot be “cancelled” by the PEO. AIM must continue
to service each policyholder until such time as potice of cancellation or non-
renewal is sent in compliance with state statutes. (emphasis supplied)

76. Despite Realm’s claims to the contrary, Zinnert's statcment
constitute an admission by an executive officer of Realm that it has policies of

insurance not with the PEOs but with the PEO’s clients whose “contract with RNIC

(Realm) cannot be cancelied by the PEO”, and further, that “AIM must continue to

service each policy holder unti} such time as notice of cancellation or non-renewal is

sent in compliance with state statutes” Such communication from Zinnen
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_constituted the instruction of a principal to its licensed apent regarding a matter
within reg;fu'ding a matter within the scope of the agent’s engagement. The aéént was
under a fiduciary duty to comply with the lawful instruction from its principal.

77. Other than certain PEO clients wbo have a rating of nine (9) and
ten (10} as defined by the mutually agreed-upon underwriting guidelines, AIM was
never instructed by Realm to non-renew the vast majority of the PEO clients who
received ACORD ceﬂ»iécates.' i

8. Each state has a statutory scheme for the non-renewal of policies
of insurance, a fact well known t‘o Realm. In many states, failure to serve a notice of
non-renewal in accordance with the state’s statutory insurance scheme is tantamount
to renewal of the policy of insurance by operation of law. Should this court
determine that the policies of insurance were properly issued in the first instance,

Realm’s failure to non-renew the policies as by law provided would have the effect of

renewing those policies for an additional term by operation of law.

Y. PLAINTIFFS’ CLAIMS

COUNT 1: ACTION FOR DECLARATORY JUDGMENT THAT REALM
BOUND THE INSURANCE COVERAGES IT IS NOW SEEKING
TO AYOID

79. AIM restates and realleges Paragréphs One (1) through Seventy-
eight (78) as though each said paragraph was stated herein in its entirety.

80. As stated previously, AIM, ;AlphaStar and SCNAH entered into
various agreements whereby it was agreed that AIM would provide a credit facility to

AlphaStar in exchange for being appointed an agent of Realm, and Realm would
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agree lo provide worker’s compensation insurance coverage to PEOs submitted to
Realm for approval in accordance with Realm’s underwriting guidelines.

81. On September 17, 2002, Crane sent AIM’s CEO, David Dennett-
Smith (“Dennett-Smith”), an email stating:

We are in agreement with all the major terms and conditions
you have proposed regarding your proposed purchase of RNIC and
WTS. We have studied your business plan and believe it is sound and
likely to gain the approval of New York State Department of Insurance
(“DOI”). We are also impressed with the progress you have made in
arranging secure reinsurance in a well designed program that should
provide ample protection for RNIC at reasonable cost.

What remains. as an outstanding matter for us is to receive from you some

evidence of AIM’s financial wherewitbal and commitment to complete the
transaction, without which we cannot afford to proceed through a Jong and
burdensome due diligence and regulatory approval process. While we
understand the nature and the mechanics of the plan via which you will
secure financial commitments form subscribing PEOs, it will not
provide us with the desired assurance soon enough. [emphasis supplied]
82. AlM’s business plan encompassed the acquisition of Realm.
During the period pending completion of the acquisition, Realm was to appoint AIM
its agent, AIM was to market its workers” compensation program to PEQOs, and AIM
would bind the coverage only after Realm’s underwriters apprc;ved the PEO
submissions in accordance with underwriting guidelines that had been mutually
agreed upon by the parties.
§3. Because of the unique nature of the AIM workers’ compensation
program, prior to the time the risk could be assessed by reinsurers to establish the
percentage of the gross premium to be charged for payment of reinsurance for the

cxcess layers of protection the reinsurers were lo provide, an initial book of business

bad to be written so the reinsurers could engineer the amount of exposure so that an
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appropriate rate on line could be established. It was for this reason that the “book”

AIM presented to Sioma had to be accepted or rejected at the November 8 meeting, or

there would have been no reason for a subsequent presentation by Realm to reinsurers
at the meeting in Bermuda on November 22, 2002.

84, Preliminary slips for reinsurance coverage were provided by AIM
to Realm/AlphaStar/SCNAH in late August 2002. These were the slips upon which
. ‘Crane based his sta{emcnt, “We are also impressed wit-h“lhe i)rogress you have made
in arranging secure reinsurance in a well designed program that should provide ample
protection for RNIC at a reasonable cost.” See Paragraph Eighty-One (81), supra.

85. The pﬁnics initially agreed that AIM would be a managing general
agent. Managing general agents have substéntia]ly more authority to act on behalf of
an insurance company than a general agent. Because of this extraordinary amount of
authority, managing general agents are regulated by.the NYSDOL®

86. Thereafter, the parties agreed that AIM would be a general agent,

as opposed to a managing general agent. Other than requiring licensure akin to estate-

agents and brokers, general agenfs do not require regulatory approval under the New _

York Insurance Law, a fact well known to Realm and Sioma.’

" 87. It is customary and usual in the insurance industry that agents will
begin 1o act as representatives for insurance companies well before any type of
" written agreement is actually executed between the parties, with the understanding

that the paperwork memorializing the relationship will be executed in due course.

* Fisst Amendment To Part 33 of Title 11 of the Official Comp'ilalion of Codes, Rules and Regulations

(Regulation No. 120), as promulgated by the Supérintendent of the New York State Insurance Department,

“Managing General Agents.” A copy of the said Statute is attached hereto as Exhibit “K.”
? Section 33.4(a)2)(1),First Amendment To Regulation 129, infra
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88. On August 29, 2002, there was a meeling at Realm’s office in New York.

The following persons were in attendance:

Name , Representing

Steven Crane . Realm

Mark Sioma - Realm

Anthony Del Tufo Realm

Steven Gross Gross Collins'®

Steve Kent WEMED"'

Joseph Zaffarese Midland Intermediaries
David Dennett-Smith AIM |

Steven Landin AIM

The purpose of the August 29, 2002 meeting was to discuss the nature of the
relationship between the parties, the reinsurance wordings and forms, and the
;'einsurance proposals provided by Realm’s intermediaries. The proposed reinsurance
placement slips as well as a draft captive worker’s compensation reinsurance
agreement had previously been forwarded to Realm on August 27, 2002 by Midland
Intermediaries Inc. (“Midlands™). After discussion, the parties mutually agreed that
Midlands would proceed to seek reinsurance for AIM’s worker's compensation
program written through PEOs, with PEQs being endorsed as an additional named
employer once a sufficient book of business had been written to enable the book to be

quoted.

*® The accounting firm of HLB Gross Collins P.C., Certified Public Accountants
" The taw firm of Wilson, Elser, Moskowitz, Edelman & Dicker LLP_
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89. AIM had previously provided a “boiler plate” managing general
agency agreement for consideration by Realm.  Crane advised Dennett-Smith that he
preferred a general agency agreement to a managing general agency agreement.
Crane’s stated objection was his desire 1o circumvent the burdensome regulatory
requirements that. are concomitant with managing general agency agreements under
~ New York law. D;nnctt-_Smith agreed, and Sioma was instructed by Crane to revise
the managing general agency agreement forn provided by AIM in order to Vbe sur.e
that it complied with New York Stﬁte insurance regulations.

90. Despite being instructed by Crane to do so at the August 29
meeting, Sioma failed to revise the marnaging general agency agreement form

immediately. Sioma waited until November 2002, at which time he asked AM to

provide him the managing agency agreement in electronic form so that he could use it -

as a starting point for his edits.

91. At the August 29 meeting, the parties also mutually agreed that

AIMM would have the authority to bind coverage, subject to Realm’s abi]ity to

underwrite and approve the submissions, and that Realm would have the ability to
review, approve and adopt AIM’s proposed underwriting guidelines. Additionally,
Sioma was made responsible to assure that all reinsurance that was placed was done
50 in accordance with New York statutory guidelines.

92. Having established a working agenda to proceed with the
transaction, the August 29 meeting adjourned, it being the mutual goal of the parties

to commence the steps necessary to put business on the books to comply with Max

Re’s requirements of a minimum of $50,000,000.00 in premium to attach effective -
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October 1. Max Re is a reinsurance company that had been introduced to the
transaction by Realm’s intermediary, Midland’s Intermediaries Inc, whose president
is Joseph Zaffarese (“Zaffarese™). Max Re had expressed an interest in providing
reinsurance for the program, but required that a_$50,000,000.00 book first be written
in order for it to be rated for premium purposes. Max Re had agreed that in the event
1t agreed to provide the slips, cover would attach as a October 1, 2002.

93. Prior to the August 29, 2002, meeting and in contemplation
thereof, Steven Kent Esq., of WEMED, AIM’s cognse] at the !imc; had a telephone

conversation with Crane and Lawless. Following the conversation, Kent prepared a

“Memorandum of Conversation.” The final Paragraph on page 2 reads, in pertinent

part:

» The final issue we discussed are the MGA deal points which were
discussed during the 8/12 meeting. Mr. Crane wants the MGA deal points to
be consistent with what was described by DDS at the 8/13 roeeting at Realm’s
offices on Maiden Lane. Steven does not believe that AIM should be ‘given
the pen’ for its placements with Realm’. AIM can bave binding authority
but AIM should agree to follow Realm’s underwriting agreements [sic]
guidelines and all placements should be subject to the approval of
Realm’s underwriters. (emphasis supplied) 1 suggested to Mr. Crane that he
directly contact David to discuss this issue.

A copy of the said Memorandum is attached hereto and incorporated herein as
Exhibit “L.”

9. Thereafler, with the full knowledge and consent of the Defendants,
AIM proceeded to introduce its workers’ compensation program to various PEOs
located in the states where Realm was licensed to transact business. By

November 8, 2002, AIM had qualified eight (8) PEOs by reviewing submissions

presented in accordance with guidelines mutually agreed upon by the parties with
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a combined total annual premium of approximately $10,000,000.00. Sioma

Aap-p'eéred at AIM’s office on November 8, 2002 to review the submissions in

accordance with the agreement between the parties to determine if the submission
complied with the underwriting guidelines, among other reasons.
95. At the meeting, Sioma met with Holley, AIM’s Vice President of

underwriting and reviewed the PEO submissions. After having reviewed the

information he deemed pertinent with regard 1o each of the PEO clients, Sioma-

agreed that the book of business Holley presented to him on AIM’s behalf and
authorized Holley to cause the issuance of the certificates e;lidencing the
coverage.

96. In reliance upon Sioma’s confirmation that the coverage was
bound, and with Reﬂh’s full knowledge and consent, AIM caused ACORD
’certiﬁca.tes to be issued to the clients of the PEOs stating that workers’
compensation coverage had been issued to them by Realm as the insurer.

97. Additionally, at the November 8 meeting, Sioma also met with
representatives of Crawford & Company (“Crawford”), a well-respected third
party administrator that provides a number of services to the insurance industry
throughout the country. While no written agreement was executed, AIM retained
Crawford to provide it with services 1o adjust claims that were incurred by
insureds under the program. Crawford continued to provide this service with
Realm’s full knowledge and acquiescence through October 2003, when Crawford
received a Jetter directing it to cease and desist from providing these services on

Realmn’s behalf. Despite assertions contained in the letter to the contrary, Realm
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was fully aware that Crawford was providing these services to PEO clients of
AIM. In an email from Zinnert to Holley on May 23, 2003, Zinnert writes in

pertinent part:

From: Roni_Zinnert. BDACOS(@bdacos.bm
Sent: Thursday, May 22, 2003 5:01PM

To: bholley{@aimmanagement.com; bimperiale@aimmanagement.com

Cc: Mark_Sioma.BDACOS@bdacos.bm; Dan Green.BDACOS@bdacos.bm

Bruce, Thanks for forwarding the updated loss info. 1 have a couple of

observations. The first list below is the Joss listing for clients who have hazard code

_9 and/or 10 in their schedules. I know that Ricky was working on getting “no loss”
letters from the other clients who have hazard 9 and /or 10.

The second listing is the claims for clients whom 1 cannot identify from
the PEO spreadsheets that we have. Can you please review this list and let me
know the name of the clients to match up with the rating info, so that I can
determine if any 9s or 10s are part of those clients. If the clients are “new” to the
PEQ, I will need to sec a revised spreadsheet that includes the class codes for
those clients and the effective date of coverage.

And, thanks for the clarification regarding the September claims.
Sounds- like Crawford is handling appropriately and will close them.
(emphasts supplied)

98.  Having bound the initial portion of the portfolio of business, a
meeting was held in Hamilton, Bermuda on November 13, 2002 with Max Re.
The meeting was organized by Zaffarese, President of Midland, Realm’s
intermediary. The meeting was attended by Zaffarese, Sioma, Dennett-Smith and

- Bill Yit (*Yit™), Senior Vice President, FCAS of Max Re. Yit was particularly
interested in, among other things, the nature of the relationship between AIM and
Realm. In Zaffarese’s presence, Sioma indicated to Yit that AIM was acting in

the capacity of an agent of Realm."?

1 Zaffarese Affidavit, NY Action (attached hereto as Exhibit “M™)
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99.  Thereafter, a second meeting was held in Hamilton, Bermuda on

November 22, 2002. " The ‘meeting was atlended by Sioma, Francis J." Carter
' (“Carter”), Dennett-Smith, Yit, Robert Conney, David Brining, Keith Hynes,
Holley, Simon Everett and Reese Bowen. It was held at the offices of Max Re, a
reinsurance company. Carter, president of Uberrimae Fidei Insurance Company
Ltd. Generated a set of meeting notes for his files, a copy of which are attached

- to his affidavit, filed in the New York Action. In his affidavit, Carter stated,

“{tJhe notes accurately reflect the substance of what occurred at the
meeting. Additionally, it should be understood that the reinsurers were
particularly interested, among other things, in the nature of the relationship
between Mr. Sioma’s company and Mr. Dennett-Smith’s company. In my
presence, Mr. Sioma indicated to the reinsurers that ATM was acting in the
capacily as an agent of Realm with the ability to bind business on Realm’s
behalf, and that $10,000,000 of premium had been bound.”"

100. Additionally, Holley, who also attended the November 22, 2002
meeting, reviewed Mr. Carter’s notes and filed an affidavit in the New York
Action. In his affidavit, Holley stated that Carter’s notes accurately reflect what
transpired at the meeting. “Sioma confirmed to the reinsurers [Max Re] that ATM
was an agent of Realm with authority to bind business on Realm’s behalf and that
the agreement would remain in place both prior to and subsequent to AIM’s
purchase of Realm.”*

101. On November 20, 2002, Sioma, without notification to AIM and
prior to the meeting that occurred in Hamilton, Bermuda on November 22, 2202,

wrote a letter to the Florida Department of lnsurance essentially acknowledging

that negotiations between AIM and Realm were ongoing, but unequivocally

3 Carter Affidavit, W, NY Action (altached hereto as Exhibit *N")
" Holley Affidavit, §}1 (attached heseto as Exhibit “0")
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ﬁaﬁng that AIM was not an agent of Realm and had no authority to bind business

* on its behalf. Despite having written the letter, Sioma appeared at the meeting on

Névcmbcr 22 and affirmed to reihmxr'ers that ATM was Realm’s agent and that a
book of business of $10,000,000.00 had been written and bound.

102.  Thereafter, at the direction of Crane and Lawless, Sioma, as
President of Realm, wrote 1o a letter to insurance commissioners in every state in

which Realm is licensed 1o transact business, stating that AIM was not an agent of

" Realm and the certifitates had been issued without authority and were void ab

initio. A sample letter is attached hereto as Exhibit “P.”

'103. Additionally, at the direction of Crane and Lawless, Sioma, as

"President of Realm, wrote a letter to each of AIM’s PEO clients, stating that AIM

was not an agent of Realm, and tﬁat the certiﬁcétes that had begn issued without
authority and were void ab initio. A copy of a sample letter to the PEO clients is
attached hereto as Exhibit “Q.”

104, At all times relevant hereto, AIM was agting as an agent of Realm,
with actual and apparent authority. The issuance of the ACORD certificates were
withia the scope of AlM’s authority as an agent of Realm and, furthermore, were
issued with Realm’s full knoWledge and consent. "I;he issuance of the certificates
was proper, was approved by Sioma in his capacity as president of Realm at the
meting held in Atlanta on November 9, 2002 and was ratified by him in
discussion with third parties at the meetinés held in Bermuda on November 13,
2002 and November 22, 2002. Sioma's conduct and statements, made in his

capacity as President of Realm, confirmed AIM’s position as an agent of Realm
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and obligatéd Realm to issue policies of insurance to customers of the PEOs in
accordance with the ACORD certificates AIM caused o be issued in its capacity
as Realm’s agent. )
105.  In the alternative, assuming arguendo that AIM was not an agent
of Realm when it caused the ACORD certificate to be issued, which AIM
specifically denies, each state in which an ACORD certificate was issued has a
statutory .scheme for the.cancellation of wrongfully issued msurance policies.
Realm failed to cuncel the pulicies in accordance with the statutory schemes. By
failing to comply with the statutory mandate of each state, the statement contained
in Realm’s letter to the putative insureds, that the ACORD certificates were void

ab initio, was ineffective as a matter ‘of law to effect a cancellation of the

allegedly wrongﬁilly issued certificates. Accordingly, the certificates remain in

_ full force and effect in accordance with their terms because Realm failed to effect
a proper cancellation of the certificates. As such, Realm remains obligated to

 jssue policies of insurance to the insureds al;pcan'ng on the ACORD certificates,
and is “on the risk” for said certificates.

106. Currently, there are investigations ongoing in the states on
Missouri, Oklahoma, Texas, Alabama, Florida, South Caro]ina, New Mexico,
Pennsylvania and New York regarding this matter. Additionally, AIM has been
sued in Texas by (4) customers of one of the PEOs. The plaintiffs in the Texas
suit claim that they purchased workers’ cornpensation coverage, but that none was

provided.”  On December 4, 2003, The Texas Department of Insurance

Y D & A Steel Erectors, Inc. et al. v. Corporate Solutions Inc., et al, District Court, Hidalgo County, Texas
92" District Court, Judicial District of Texas, File No. C-2764-03-A

1691

[ A2~ -



demanded that ATM “.,.Yo]untarily agree to Eegjn terminating all existing Texas
" PEO business, and that ever)l'on'e will be terminated by March 1, 2004,” and
further demanded that AIM respond to the Texas Insurance Department’s demand
within ten (10) days.

107.  An actual case or controversy has developed between the parties in
which AIM claims to have acted with both a?tual and apparent authonly from
Realm to issue or cause the issuance of ACORD certificates naming Realm as the
“Insurer”.

108.  Realm has maintained that it never authorized AIM to act as its
agent, and did not authorize the issuance of the certificates of insurance.'s

109.  The claim and controversy directly affects the Jegal rights of the
Plaintiffs, as well as those to whom the ACORD certificates were issued.

110.  The failure of Realm to honor its obligations not only to Plaintiffs
in this action, but to those tc; ‘whom the ACORD certificates were issued, is
* affecting people, businesses and insurance departments throughout the country.

111, An expedited resolution of this matter is necessary in order to halt

Defendants’ continued fraud on Plaintiffs as well as consumers of insurance in‘

New York and other jurisdictions.

112. By reason of the foregoing, Plaintiffs are entitled to a declaratory
judgment that AIM was an authorized agent of Realm, that AIM could and did
lawfully issue or cause the issuance of certificates with Reglm"s foll knowledge

and consent, or that in the a]lernalivg, Realm’s failure to cancel the certificates in

'* Realm appointed Holley, AIM's VP of Underwriting, its agent in Georgia; his appointment as an agent of
Realm is slill active as of the date hereof
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accordance with each state’s statutory scheme obligated Realm to fulfill the
"contractual obligations evidenced by the said insurance certificates, but that in
either event, Realm is obligated to issue the policies and pay the claims arising
thereunder.

COUNT H_ - FRAUD AS TO_ DEFENDANTS REALM, CRANE,
LAWLESS, SIOMA, DEL TUFO, GREEN, YU AND QUICK

113, AIM restates and realleges Paragraphs One (1) through One
Hundred Twelve (112) as.though each said paragraph was stated herein in its
entircty.

114.  The defendants and each of them made certain representations to
AIM in the Stock Purchase Agreement, regarding Realm’s financial condition,
and the accuracy of the financial statements which bad been delivered by
DevfendantsA to AIM prior t;a‘AIM’s executioh of the Stock Purchase Agreement, to
wit:

3.13  Financial Statements and Other Information.

(a)  Seller has delivered to Buyer copies of the Annual
Statement of Realm (the “Annual Statement”) and the related annual and
intenim financial statements of the Companies, including the auditors’
report thereon of Arthur Andersen LLP for the year ended December 31,
2001, and copies of the Companies’ unaudited consolidated balance sheets
as of September 30, 2002, and the quarterly periods for the calendar year
2002. The foregoing financial statements, together with the SAP and/or
GAAP income statement for the Companies for the year ended December
31, 2002, and balance sheets for the Companies as of December 31, 2002,
as shall be delivered pursvant to this Agreement are herein collectively
referred to as the “Financial Statements.”

(b)) To the Knowledge of Seller, the Financial
Statements have been or will be prepared from and in accordance with the
books and records of the Companies. The Financial Statements have been
prepared in accordance with GAAP and the Annual Statement has been
prepared in accordance with SAP, each consistently applied throughout
the periods covered thereby. The Financial Statements and the Annual
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Statements fairly present, or will fairly present, as the case may be, in all
__matenal respects as of their respective dates, the consolidated financial
condition of the Companies and the consolidated results of operations,
retained earnings and cash flows of the Companies. The Financial
Statements for the period ended December 31, 2002 have beén prepared
by management in accordance with GAAP, and, wherever appropriate,
SAP consistently applied throughout the periods covered thereby. Seller
has read the Financial Statements and has discussed them with
management of the Companies. The Financial Statements fairly present,
in all material respects as of their respective dates, the financial condition,
results of operations, retained eamings and as flow of the Companies and
have been prepared on the statutory of GAAP accounting basis, prescribed
or permitted by the Superintendent of Insurance of the State of New York
or the American Institute of Certified Public Accountants, as applicable,
applied on a basis consistent with prior periods, subject, in the case of
unaudited Financial Statements, to normal recurring ycar-end adjustments
(the effect of which will not, individually or in the aggregate, be material
in amount or effect) and the absence of notes (that, if presented would not
differ materially from those included in the audited Financial Statements).

(c)  The total shareholders’ equity of Realm as of
September 30, 2002, as determined in accordance with SAP on a basis
consistently applied, is $10,468,538.

(d)  Since September 30, 2002, (i) there have been no
events, changes or occurrences which have had, or could reasonably be
expected to result in, individually or in the aggregate, a Material Adverse

Effect on any of the Companies except as set forth in the Financial

Statements and as should be reasonably known to Buyer or its Affiliates as
a result of actions by Buyer or its Affiliates prior to the date of this
Agreement or in connections with General Agency Agreement after the
date of this Agreement, would represent or could reasonably be expected
to result in a material breach or violation of any of the covenants and
agreements of Seller and Parent in this Agreement.

314 Liabilities.
(a) The Companies have no Liabilities, except Liabilities:
(1) adequately disclosed or reserved against and reflected in
the Financial Statements or as should be reasonably known by Buyer or its
Affiliates as a result of actions by Buyer or its Affiliates prior to the date of this

Agreement or in connection with the General Agency Agreement after the First
Closing . . .. ’
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3.17 (c) Realm has received, reported and maintained all items of
income and expense and all assets and liabilities, including but not limited
to all investments, premiums received, capital, surplus, reserves, admitted
assets - and non-admitted assets, in compliance with the statutory
requirements on legal investments and SAP as have been in force in the
Jjurisdiction in which Realm is engaged in the Business or otherwise

. required to comply with Laws.

115.  These representations, when taken in the aggregate, were designed
to and did lull AIM into believing that Realm had adequate capital and surplus to
meet the statutory requirements necessary for it to maintain all of its licenses in
full force and effect in each state in which it did business, However, since the
Stock Purchase Agreement was executed, Realm has filed an audited financial
statement with the NYSDOI for the period ending September 30, 2003, showing
that its capital and surplus has deteriorated to $3,789,125.00, well below the
statutory minimum of $5,000,000.00 required by the state of New York.

116. At the time Defendants made the representations set for the above,

Defendants knew that Realm’s capital and surplus were insufficient to meet the

statutory requirerﬁem of the NYSDOI as well as most if not all of the states in

which it is licensed to write insurance.” Defendants made these representations

knowingly, recklessly, fmudulmﬂy; and maliciously, with the intent to deceive
AIM who was deceived thereby.

117. Because of this knowledge, Defendants knew that Realm could not
allow an audit to be cpmpleted by KPMG and delivered either to NYSDOI or
AIM, because the audit would fairly present a true and accurate report of Realm's,

capital and surplus, which AIM belicves is between $1.000,000.00 and

"7 See supra Paragraphs Fifty-Six (56) and Fifty-Seven (57) discussing the accounting irrepularities addressed in the
Form 8-K and the November 14 lettes filed by AlphaStar and KPMG with the SEC, respectively.
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$1,500,000.00. Defendants and each of them participated in a scheme designed
from the outset to convince AIM to Joan AlphaStar the“s:iuii of $1.5 Million
Dollars, never believing that AIM’s business plan would succeed in delivering the
funds on the timetable required by the Defendants and non parties AlphaStar and

SCNAH. When AIM timely delivered the funds, Defendants undertook every

"conceivable measure to frustrate a closing of the sale of Realm to AIM, it being

their intent to defraud AIM out of the $1.5 Million in loan proceeds without
providing the bargained for insurance coverage to AIM’s PEO clients.

118.  In furtherance of this scheme, Defendants engaged in a continuing

_ pattern of fraud and deceit by misrepresenting to AIM as well as the court the

-

status of the audit being conducted by KPMG with the intent to lull AIM into
refraining from taking any action against Defendants by foreclosing its security
interest in the collateral that it held under the Loan Agreement and the Pledge
Agreement, namely the SCNAH shares. This was accomplished by a
combination of acts taken and representations made by the Dcfeqdzpts, and each
of them, the sole purpose of which was to lull AIM into believing that the Sellers
intended to close the sale of the Realm shares to AIM in accordance with the
provisions of the Stock Purchase Agreement. In truth and in fact, bowever, the
Defendants and each of them conspired together to make it appear as if they were
going to cause SCNAH to sell Realm to AIM, when in fact thg:y never had any
intention of closing the sale. Their deceptive actions included, but are not limited
to the following examples, to-wit:  continuing negotiations with AIM’s

lransaction counsel, but at all time advancing frivolous and time consuming
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positions and objections designed to delay and ultimately frustrate a closing;
refusing access to Realm’s books and records despife contractual obligations o
provide access thereunto; refusing to provide any reasonable explanation for the
dclay in providing the Final Balance Sheets; refusi.né to close when demand to

close was made; refusing to acknoWledge AIM’s right to close at the price set by

the alternative auditor, despite its contractual obligation to do so; stating to the

NYSDOI that no contract for the acquisition of the: Redlm shares had been

executed, when one had in fact been executed on March 23, 2003; fefusing to
provide a written consent to KPMG to provide access to KPMG’s work papers,
even though it had agreed to do so in the Stock Purchase Agreement;
misrepresenting to KPMG’s assistant general counsel the contents of a conference
call wherein the Honorable Richard M. Berman authorized his name to be used in
an attempt to glean from KPMG the status of the preparation of the Final Balance
Sheets; and additionally, misrepresenting the status of the audit to the same judge
at a status conference held before the court on August 13, 2003 at 1:00 p.m.,
wherein representatives of Realm, namely Crane and Lawless, represented that
the KPMG audit was ongoing and that no apparent issues existed other than
clarification and delivery of additional information to the auditor, when in fact, on
August 5, 2003, a week before, these same individuals had met with KPMG and
had been advise& by KPMG of its concerns with the audits of Realm prepared by
Arthur Andersen for the /yeaxs 2001 regarding the agentS balances, among other
things, all of which are set for the in KPMG’s response to the SEC to the 8-K

filed by AlphaStar in November, 2003, as sct forth Exhibit H.
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119.  The individual named Defendants caused non-party AlphaStar to
file consolidated financial statements for the years 2000 and 2001 with the
Ses:m'it‘.iés and Exchange Commission (the “SEC”) in accordance with the
re;;oning Tequirements contained in the Securities and Exchange Act of 1934 (the
“Act”). These stalements, to the extent they contained incorrect financial
information based upon Realm’s incorrect agents’ balance;s, violated Rule 10-b-
(5) and Rule 17-(a) of the Act, and were a fraud upon ATM and the investing
public at large.

120: At the time the loan was made in October 2002, the individually
named Defendants knew that AIM was relying on the representations made by
non-party AlphaStar that Realm was li;ensed to write business in eacﬂ state in
which Realm represented that it was licensed to do business when, in fact, Realm
was not licensed to write new business in either North Carolina or Georgia at the
time the parties entered into the transaction.

~12_1 The named Defendants knew that the financial statements prepared
by Arthur Andersen for the years 2000 and 2001 for Realm ‘provided to AIM
(prior to the time the loan was made to AlphaStar) were false and misleading and -
did not accurately reflect t-he true financial condition of Realm at the time the said
financial statements were delivered to AIM.

122, Richard Caporaso (“Caporaso”), the KPMG audit partner charged
with responsibility for the audit of Realm, was‘previously employcd by Arthur
Andersen as Realm’s audit partner for the yca;s 2000 and 2001. While employed

by Arthur Andersen, Caporaso was the audit partner for Realm and non-party
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AlphaStar for 2000 and 2001. After leaving Arthur Andersen, Caporaso moved to
KPMG and brought the AlphaStar accounts with him.

123.  Defendants and each of them knew that AIM would rely on the
false and misleading financial statements provided to AIM in deciding to enter
into the loan transaction, and again, when AIM decided to execute the Stock
Purchase Agreement, which AIM did, to its detriment.

124, The individually named Defendants caused non-party AlphaStar,
SCNAH and Defendant Realm to make the representations contained in
Paragraph 3.17 (c) of the Stock Purchase Agreement to the Buyer:

3.17 (c) Realm has received, reported and maintained all items of
income and expense and all assets and liabilities, including but not limited
to all investments, premiums received, capital, surplus, reserves, admitted
assets and non-admitted assets, in compliance with the statutory
requirements on legal investrents and SAP as have been in force in the

- jurisdictions in which Realm is engaged in the Business or otherwise
required to comply with Laws.

The said individually named Defendants and Realm knew that the representation

contained in Paragraph 3.17(c) of the Stock Purchase Agreement was untrue at
the time it was made. The individual named Defendants and Realm knowingly
made said representation with the intent to decci\;e Buyer. The representation
was made by Defendants and cach of them knowing that Buyer would rely
thereon.  Buyer telied upon said fraudulent representations, and has suffered
damage as the result of its reliance, which reliance was justiﬁed? in an amount as
yet unknown, but which is well in excess qf $75,000.00, exclusive of interest and

Costs.
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125.  The conduct of the Defendants and each of them was knowing_,
- willful'and malicious, was actively pursued by Deferidants and each of them with
the specific intent to harm Plaintiffs and constitutes fraud.

126. By reason of Defendants’ fraudulent conduct, Defendants and each
of them are jointly and severally liable to Plaintiffs for exemplary and punitive
damages in such amount as the trier of fact may determine shall be sufficient to
deter such wrongful similar conduct by these Defendants in the future.

127. By reason of Defendants’ fraudulent conduct and each of them,
Plaintiffs are entitled to recover forn Defendants and each of them all costs of
this litigation, including without limitation, attorneys® fees, litigation expenses
and court costs.

COUNT THREE: AGAINST REALM FOR MANDATORY INJUNCTION

FOR VIOLATION OF NY GENERAL BUSINESS LAW § 349(h) AND FOR
- TREBLE DAMAGES

128 AIM restates and realleges Paragraphs One (1) through One
Hundred Twenty-Seven (127) as though each said paragraph was slated herein in
its enﬁréty.

129.  Realm breached the Stock Purchase Agreement by refusing to
permit AIM to inspect its books Iand records and misrepresenting its financial
statements by materially qverst'ating the assets of Realm.

130.  In mid-2003, AIM’s auditors expressed concemns over the veracity
of Realm’s account receivables, beczl-use Alpha.Star refused to provide financial

documents to establish the collectibilty of those rcceivables, and acknowledged
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the possibility that AlphaStar may be dissipating the assets of Realm by funneling

the assets through SCNAH, or another AlphaStar indirect subsidiary.

131, In August and September 2003, AlphaStar’s independent directors,
who also comprised the Audit Committee, and its independent auditor, KPMG,
resigned. See Exhibits “G” & “H.”

132. On Novembef 14, 2003, KPMG submitted a letter to the Securities
Exchange Commission clarifying certain statements made by AlphaStar in the
November 3 Form 8K filing. IN that letter, KPMG expressly stated that it did
not agree with AlphaStar’s statements that:

“no information has come to KPMG’s attention that it has

concluded materially impacts the faimess or reliability of either (i) a

previously issued audit report or the underlying financial staternents, or

(i) the financial statements issued or to be issued covering the fiscal

period subsequent to the date of the most recent financial statements

covered by an audit report (including information that, unless resolved to
the accountant’s satisfaction, would prevent it from rendering: an

unqualified audit report on those financial statements....” See Exhibit “H.”

133. KPMG algo identified the account receivables as an area of
concern.

“Prior to our resignation KPMG had communicated to the

Company the following as items that needed to be addressed . . .

{clompletion of agents® balances receivable account audit work, including

re-audit of the December 31, 2001 balances and possibly re-audit of all

December 31, 2001 balance sheet accounts . . . .” (/d).

134.  As of the filing of the original complaint against the individually
named officers and Realm on January 12, 2004, Realm had not filed audited
financial statement with the NYSDOI for 2002 or 2003. Realm subsequently

filed an audited financial statement for 2002, but not for 2003.
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135. On December'IS, 2003, AlphaStar filed for bankruptcy protection

under Chapter 11, which was later converted to Chapter 7. AIM was the only -

secured creditor of record.

136. Despite not having approval of the Chapter 7 Trustee, the
individual defendants vohmtanly consented to Realm being put into liquidation.
On June 15, 2005, an Order of Liquidation- was entered appointing the
Superintendent of Insurance of the State of New York as Liquidator of Realm.

137. On August 31, 2006, the United States Bankruptcy Court approved
the Stipulation of AlphaStar and AIM which resolved their disputes by, inter alia,
the Chapter 7 Trustee’s Quitclaim Bill of Sale transfer of SCNAH'’s stock in
Realm to AIM.

138. AIM is entitled to an accounting requiring that the books and records
of Realm be made available for a forensic a-c.cou.nting and inspection to determine

the existence and nature of any accounting irregularities with the audited finaacial

' statements and statutory statements filed with the NYSDOL

139.  Defendants’ improper and frandulent acts and business practices
described herein were willful and knowing acts of derv:epﬁm which misled both
AIM and thé insurance consuming public in a material way in violation of New
York General Business Law §349(h)

140 Plaintiffs have no adequate remedy at law, and due to the
Defendants’ refusal to provide the audits set out above, are entitled to the relief
set out in Paragraph 138 ab;wvc, plus costs, attorneys” fees, litigation expenses and

such other remedies as by equity is authorized.
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141.  Furthermore, as a result of Defendants’ aforementioned fraud a:_xd
clear violations of N.Y General Busincss'Law‘ §349(h), Plaintiffs are entitled to
recover from Defendants and each of them Plaintiff ATM’s actual damages, treble
damnages, attomeys’ fees, litigations costs and expenses.

COUNT FOUR: BREACH QF CONTRACT

142, AIM restates and realleges Paragraphs 1 through 141 as though
each said paragraph was stated herein in its entirety. |

143, AIM shows that a contractual arrangement existed between AIM
and Defe‘ndants, whereby AIM was entitled to earn certain fees and commissions
as general agents for Defendants for certain PEO business which AIM procured
and which business was bound by Defendants, for which business Defendants
ROW wro.ngly try to deny coverage.

144,  Defendants have breached the terms and .conditions of this
contractual arrangement and owe AIM certain earned fees and commissions
which are currently in a sum in excess of $2,600,000.00.

145.  Furthermore, AIM shows that a contractual arrangement existed
between AIM and Defendants, whereby Defendants hxjuested that AIM handle
‘the initial claims arising under the PEQ probram and the business bound and
approved by Defendants while negotiations for the anticipated purchase and sale
agreement were completed with the express understanding that AIM would be
promptly‘ reimbursed by Defendants for ail claims they paid on behalf of

Defendants, as well as for claims handling expenses advanced by AIM.
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146.  In detrimental refiance upon such contractual arrangement, and the
promises and inducements made by Defendants, AIM handled and paid certain
claims arising ftom Defendants® PEO program and paid certain third party
vén;lors for incurred claims handling expenses.

147.  Notwithstanding demand for reimbursement. made by AIM to
Defendants, Defendants have breached the terms of this claims payment
agreement and have refused and continue to refuse to reimburse AIM for such
claims paid, now owing AIM a sum which currently excee;ds $3,210,000.00, plus
an additional sum for third party vendors’ claims handling experises.

148. Moreover, Defendants owe AIM for moneys advanced by AIM to
Defendants pursuant to the aforgmentioned Loan Agreement and Promissory
Note. NOthwithstanding repeated demands by AIM to Defendants for repayment,
Defendants have wrongfully refused to pay AIM the advances sums ‘of;
$1,500,000.00; and Defendants' owe AIM $1,500,000.00 as well as accrued
interest; attorneys fees, etc.

V1. PRAYER FOR RELIEF

WHEREFORE, Plaintiffs respectfully request that this court grant them
the following relief:

a) That a declaratory judgment be issued that declare;s that Plaintiffs
were at all times relevant bereto acting as agents of Realm, with actual and
apparent authority to bind the insurance coverages authorized by Sioma as set out

above, and that Defendant Realm is legally obligated 10 issue the certificates of
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insurance and policies of insurance and policies of insurance as set out herein and
be responsible for payment of an;' claims ansing thereunder;

b} That Plaintiffs be awarded compensatory ‘damages in an amount to
be determined at trial, exclusive of interest and cos&, but in any event, in an
amount in excess of $75,000.00, resulting from Defendants’ breach of contract;

c) That Plaintiffs be awarded punitive damages as a result of
befenda.nts’ malicious, wiliful, ‘wz;xrnt(‘)n, fraudulent andr deceitful conduct directed
at Plaintiffs and the public generally as set out in Count Two;

d) That Plaintiffs be granted an injunction requiring both the
inspection of and preservation and securing of Realm’s books and records; .

€) As to Plaintiff's fraud claim as set out in Count Three, that

Plaintiffs be awarded actual darﬁages in an amount to be determined, trebled,
togethex; with costs, attorneys® fees and interest permitted by N.Y. General
Business Law §349;

f) : ;I'hat AIM recover from Defepdants for fees and commissions
eamed by AIM in Defendants’ PEO program, said sum currently bc:mg in excess
of $2,600,000.00;

g) That AIM recover form Defendants for claims paid on behalf of
Defendants as part of Defendants’ PEO program, said sum currently being in
excess of $3,210,000.00, as well as advanced claims handling expenses, the exact

.amount which will be added by amendment;
h) That AIM recover from Defendants al] sums advanced as part of

the aforementioned Loan Agreement and related promissory note, which figure is
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currently in excess of $1,500,000.00, as well{ as attorney’s fces and costs of
’ litigatibﬂ associated with the collection of same;
1) That Plaintiffs be awarded the costs and disbursements of this
action, including attorneys’ fees and litigation expenses; and
)] That the Honorable Court grant such other and further relief as it

deems proper in the premises.

Dated: Atlanta, Georgja

May 18, 2007

Respectfully submitted,

LOWENDICK, CUZDEY, EHRMANN,
WAGNER, STINE & SANSALONE, LLC

By:

Stapley (SAC-6318)
Lowendick, Cuzdey, Ehrmann,
Wagner, Stein and Sansalone, LLC
P.O. Box 450169
Atlanta, Georgia 31145-0169
Phone: (404)325-2300
Fax: (404)325-7302

Attorney for Plaintiffs
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UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

INRE: ALPHASTAR INSURANCE GROUP

LIMITED, ET AL, . *
PLAINTIFFS
2007 Civ. 00762 (RYH)
-against-
. *
AMERICAN INSURANCE MANAGERS, INC. COMPLAINT FOR
ET AL, ! DECLARATORY JUDGEMENT
. MONETARY DAMAGES AND
- DEFENDENTS - . *  FOR OTHER RELIEE
AFFIDAVIT OF SERVICE

Stanley A. Coburm, being duly swom, deposes and says:- deponent is not a party
to the action, is over 18 years of age and resides in Georgia. )

' On May 18, 2007, deponent served the Complaint in the above styled action on

the following Service List by first class mail.

Swom to before me this

18" day of May, 2007 Sl L nLIenan
Natary Public, Gwinnett County, Georgla
My Cammission Expires March 19, 2010
olary Public
SERVICE LIST
William McSherry, Esq.
Crowell & Moring, LLP
153 E. 53d Street
31¥ Floor

New York, New York, 10022
Counsel for all individually named
Defendants

Eric R. Dinallo

Superintendent of Insurance, State of New York
New York Department of Insurance
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Insurance Dept.

One Commerce Plaza -

Albany, NY 12257 R
Liquidator of Realm National Insurance Company
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20 2 the expense of fhe Pledgor, (n Piadgrr will prougily exsolie e deliver aay o

all such finther instraments xod doonments and wil casse guch opinons of copnss] t be-

dalivered e will take such Pariber action 88 may be docreed nacovnry or desirabls in
th:lmmnbbdbunﬁudb?hdmmabnh,mhﬁnmdperhﬂmm
imtrsost graated hareby, inelndhog, witbout fimbtatias, te povision of all & wd
d Y Y & posfot e security intarast pramed bareby wadar
mmuorwmwm:hmhmww&(&rummﬂ

. nmunddcﬁmnwmwuwu#u,pwno{nmcy,wﬂnmﬂumm

agreaments or fkex writings,

@ mn:ﬂmdilhmﬂmmﬁ,uﬂnnge.umﬂu
dispose of, ar gamt srry option with rmspet to, the Pledged Sfeck, ef ereate, o ur
pmilrncxiatmydm:ddmulimwlﬁmpwtowyumﬂkdydmﬂm
&mmmmmmgmhmmmmhw

(£} With respect 1o the Security Inteest, the Plodges shall nat be nnder
mydmymmmdwﬂamydnhwmﬁm.paﬁmmmbnmdnw
Hgha of collectian, anfhrcamees, oo or hangs, vote, pay for sy Insugenen,
pay amy taxes oF uthey chagex, make any denand, maks sy Leguicy 9 30 the natire or
auﬁumqofnypoymmdvdbydkmwthmy-ﬁmdmykhﬁnw

- with 1ho mnosgement thereof, nnd fs Fledeee's ondy-daty with respoot thersto shell bs t
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therefir.

") Tho Pladgar will not suttwosize, aod will ues its best afferty not to
peﬂhwdhhndqﬂwm@mlm&ﬂ
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ﬂsﬁsuhmmmwhmpeawmmﬂrupimmddewmuw
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pexmit the mte or othes transfet of ey of tho Pledped Stock.

() The Pladgor will not declore, or permil the declavation of, any
dvidmd:mwmaknmﬂ:tﬂbnﬂmhnw of ths Pledged Stock, ar prrchase,
m«mwmmmgmﬂdpﬂsm :

@ ThePlegor shall uko my action which the Plodges may

requess af the Pedgon, 030 ity comznrrelslly ressensblo effirts fo obtain wnd b sasie; tho
Pledgen in obmining all cuch consents cad spprovals io orriting and ehall deliver copios
therentto the Pledpes a3 obained .

6 Yoting Righvy Uniewy e wenid sn Bvest of Deficly shafl have
Wdhaﬂmhwﬂm%ﬂwhwmwm
mwﬁ:mmd%hmdmmmm Subject
mmamwnmmmmamummmm :
utmdmdmbn;nkkmﬂndng&a?lgﬂgmhﬂbu&uﬂgﬁhwh&a
M;ﬂﬂ&knﬂwp’nmmnﬂnﬁﬁuﬂmhmﬁmﬂndﬂ
Stock. .
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moummmmmmmdmwm
held by ftheremader.

(2] mwmhwmof&cdgmﬁmﬂum&rupd
mmﬂodgﬂsmdlsmmdpmmdwﬁnbcc.

{d mmwﬂmummmmmmndm
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mdgdsmmmwmksmlmhwﬁedhmhupqwdﬂn
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mamwnﬂmwmw«muhwmbwaﬁmmmnm
oruxocmnfeompetnﬂmﬂﬁodonmxy

9. vae and Jaw.

(a) mmwhﬂmwm“lhmtynumhofﬂnnhdu
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mummmummmmumbymmupm
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12 No Walver Comnbivs Repadiog, The Plodgos shall ot by sy
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mihvmzpmvddhﬂdm
To tha Pledger; Stirting Cooks Brown Holdings Limited
Viotoria Ball, 2d Floor
11 Vittoria Street

Hamikoa HM1 1, Begeds

Facsimile:  (212) 509-7408
Abtentice  Mr, Stzpbeni A. Crane

To the Plsdges: Athanha trvenmcs Makating .
. . 3101 Towerareek Patowny, Safte 750
Athuts, Goorgia 30838

Facamihz  (770) 980-9290
Amention: My, David Dennsth-Smith

14 Wabve Ay, Nooo of fhe trms e provisions of ths
Agreoment may be waived, atwed, modified ar amemded ercept by an instrument in
wridny, duly executat by tho Pledgar and the Pledgon. -

15 Iokmifioelon, Without Bmitation of sy provision ef tho L.oss
Agreamtat, Pledgor berpby oovessts mmd ogrecs 10 pay, wdemmity, anut kold the Plaxdgse
hmlmmuqﬁuwnaﬂmwm!mmmw

termination of fids Aproement,

1 mﬂmmwmum upon
aod tnnre tn the banefit of ¢ beam, droinishwiors, and sasipns of
tha Pledgar xad s Pledges. Tha benafits of fiis A 0ot ba assigmed op
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LOAN AGREEMENT

LOAN AGREEMENT, dated as of Octaber |, 2002, ATLANTA INSURANCE
MARKETING , INC., a Georgia corpotation (the "Lender*), and ALPHASTAR INSURANCE
GROUP LIMITED, a Bermuds corporation (the "Borrower”).

WHEREAS, the Borrower is the owner of ten thousand (10,000) shares, par value
$1,000.00 pex share (the “Shares*), of the common stock of Stirting Cooke North American
HolMings Ltd., a Delaware corporation (*SCNAH™), which Shares constitute al) of the issued and
outstanding shares of SCNAH's capital stock;

WHEREAS, the Leadey and the Borrower have entesed info 2 Letter of Intent,
dated Oclober 2, 2002, which, subject to the terms and conditions thereo!, reflects the inteot of
the parties to enter into a stock purchase agreernent (the “Stock Puichase Ay 17), wherehy
the Borrower will agree to sell and the Lender will agree to purchase all of ihe issucd and
omstanding shares of Reakm National Insvrance Company znd World Trade Services, Joc. (cach
wholly owned subsidiaries of SCNAH), upon the tenns and subject to the conditions set forth
therein (the *Share Purchase®); and -

WHEREAS, the Rorrower has requested the Lender, and the Lender has agreed to
extend 1a the Bormower a loaa facility, pursuant to the tenms and subject to the conditions of this
Agreement;,

NOW THEREFORE, the parties hereto are willing to enter into this Agreement
on the terms and subject to the conditions herein set forth. Accotdingly, the Bomower and the
Lender agree as follows:

Article 1. Definitions.

As uszd m this Agrcement, the following terms shall have the following
meanings;

*Affiliate” shall mean, with respect to any specified Person, 4 Person that directly,
or indirectly through onc or more intermediarics, controls. 1s controlled by of is under common
cortro} with such specified Person.  As usedd herein, the term "control” (including, with
correlative meaning, the terms “controtked by* and "under commwou control with™) shafl mean the
passession, divectly or imdirectly, of the power to direct or causc the direction of the management
and policies of a Person, wheithar through the ownership of voting secmritics, by contract ot
othorwise.

“Apreoment” shall mean this Loan Agr s modified, suppl or
amended from time to time.

“Business Day” sha)l mean any day except a Saturday, Sunday o other day on

- which commercial banks in New York City are authorized 1o close.
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"Closing Date" shall mean the date of the execation and defivery of this
Agreement.

.« “Collateral” shall mean the collateral provided for in the Security Agreement.

"Defanlt™ shall mean any event, sct or condition wh:ch, with notice or lapse of
time, ot both, would constimle an Bvent of Default.

“Facility Amount” shell mean $3,500,000.

“Final Tranche Loan" shail mea a lozn in fhe amount of one milfion
($1,000,000) doltars, or such lesser amount 25 may bo requested by Borrower.

“Ficst Tranche Loan™ shall mean 2 loan in the amount of five bundred thousand
($500,000) dnllars. -

“Indebtedness® shall mean, with respect to aay Person, as of the date of any
detenmination thereof, but without duplication:

(a)  all indebtedness and ather obligatians of such Persom fos borrowed
money,

(b) all odbligations of such Pcrson nndu l:ascs wlnch are or shounld be
treated »s capital leases under g Iy 3. 5

P iy

{c} all shares of capital stock of sech Paxson {or warrants therefor)
that are redeemable in whole or in part at the election of the holder thereof for cash or any
otbes propenty (other than for other shares of capital stock of such Person);

()] all guaranteds of such Person in respect of indebtedness and olher
obligations of the type described hu':m, and

(¢) afl indebledness and other obligations (whether described in the
foregoing provisians of this definition or otherwiso) of others secured by sny Lien on any
property owned or otherwise held by such Person, whether or not such Parson has
assumed or becorie liable for the payment thereof (but in the case of any such
Indettedness, fny which thrre is 10 s to such Pesen, only a6 amoimt equa! io
lesser of the apgregate principal amount of such Indebtedness and the fain market velue of
the Propaty owned or olhaw-sc hcld by such Person secoring such Indebiedness shall be

- dernd Tndehtedn
)

provided however, Mhsumumchemduopaﬂmglmsmﬂegamuyacwpwd
mrmngwnupk:shannotbe idered *Indebiedn

“Interest Period” shall mean, with respect to cach Loan, the period commencing
on the date of such Loan and ending on the Maturity Date.
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“Lien" shall mean, with respect to any asset, revenuc or other propezty, any
morigage, licn, pledge, charge, sacurity intexest, atachment, right of set off or other
encumbrance of any kind (whether canscnsual or ansmg by operation of law) in respect of such

assel, revenue o property, the filing of any fi 3 or any simnilar in ' 0y
jurisdiction with respect thereto {except for p. ionary filings in ion with op g
lemufpasonalpmpmy),oxmyomatypcnf,, ferential mrang that has the practical

effect of any of the foregoing, and any agreement to grant any of the fosegoing. For the purposcs
of this Agreement, a Person shall be decmed to own subject i a Licn any esset, revenue os other
property which it has acquired or holds subject to the interest of a vendor or Jessor under any
conditional saic agreement, capital lease or other title retention agreement relating to such asset,
revenue or other property, and any receivabie or other account that has been sold with full or
pastial recourse

“Loan" shall mean any of the First Tranche Loan, Sccond Tranche Loan, Thisd
Tranche Loan or Final Tranche Loan, and "Loans® sh2ll mean, colkectively, cach Lozn or any
combination theseof.

“Loan Domnuns" shall mean this Agreement, the Note, the Searity Agreement
and al} other ¥ ts and 1 d and defivered in comnection
herewith of therewith or pursuant herelo or !hcmtn.

"Matunty " shall mean the day which is one year afler the date of
disbursement of the First Tranche Loan, pxowded that if such 2 day is not a Business Day, then
the next :uccccdmansm Day.

R “Note* stall mean the promissory note of the Borrower, datcd as of even date
herewith, in the forn attached hereio as Exhibit A.

“Payment Office” shali mean the office of the Lendz located at 3101 Towercreck
Pa.rkway, Suite 750, Atiants, Georgia 30339, ot such other place as the Lender may bereaftar
designate in writing s soch to the Borrowes. *

*Person” shall mean an individual, 8 wrpou!ion. 2 partncrship, a Himited liability
company, a lrmnlcd Yiability pm-mshxp an association, a trust oy any other entity or
organization, including, without Jimi 2 g or political subdivision o¢ an apency or
sneiennontabty 1 ern[

*Post-Initial Rate® shall mean, during the reievant period, a rate per anmum equal
to fifteen percent (15%).

“SCNAH Restricted Subsidiaries” shall mean, collectively, Stirling Cooke New
Yaork Insurance Agency Services Inc., a New York corporation; SndmgCoochoﬂhAmmcan
Reinsurance Intermediaries Inc., a New York corporation; Reabn Y.
aNchwtmmumpmrdeoﬂdTnchavm:,hs.:NewYorkcmpommn

*Second Tranche Loan™ slnllmumabanmthemndofmnulhm
($1,000,000) doflars.
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“Security Agreement” shall aean the Pledge Agreement, dated as of even date
herewith, between the Lender and the Borrower,

"Subsidiary™ shall mean, with respect to any Person, any corporation, limited
linbility pany, general par hip, limited par bip, or other entity of which securities or
other ownership interests having ordinary voting power to elect & majority of the board of
directors or other persons performing similar finctions (whether or not any other class of
securities has or might bave voting power by reason of the thpemng of a contingency) are af the
time direcily or indirectly owned by such Person.

*Third Tranche Loan® shell mcan a loan in the smount of one million
($1,000,000) dollars.

"UCC” shall mean the Uniform Commercial Code as from tiroe to time in effect

“ in the selevant ;\msdrcuom

Arsticle 2. Amoaot and Terms of the Loans,

2.1.  LoanFacility. Lender agrees, subject to the terts and conditions of this
Agreement:

{a)  to make the Furst Tranche Loan available to the Boirower
no later than Oclober 15, 2002, but only wpon the prior execution of a Jetter of
intent regarding the Share Purchase; -

)  tomake the Second Tranche Loan availsble to the
Borrower no later than November 1§, 2002;

{c) o make ibe Third Tranche Loan availabic o the Bormower
no Jater than December 15, 2002 but unly upon Ihe arior exccution of a Jefinitive
Stock Purchase Agreenicnt between the parties ucgﬂ_zg!c to the Londer; and

(6) o meke the Fina) Tranche Loan availablo to the Borrower
no Jater than Jarmary 15, 2003, it being farther understood that Borrower may
choose in its sole discretion o take down Jess than the entire amoumnt of the Fina
Tranche Loan.

22 Funding of Loans. Not later thap 12:00 p.m._on the date of the borrowing of a
Loan the Lender shall make the proceeds of such Loan available by wire transfer to the account
of the Bormower in accordance with the B /s instructions set forth in the Notice of
Borrowing. R .
2.3.  Notg; Evidence of Debt. The Loans made by the Lender bo the Borrower
hereunder shall be evidenced by 2 single Note payable to the order of the Lender in an amomnt
equal to the Facility Amount. The Lender may, and is hereby anthorised by the Borrowex to,”
record o the schedule forming a part of the Note the date, amount, intorest rate and maturity of
each Loas made by it; provided that the failore of the Lender to make any such recordation shall

" uot be a waiver to the obligati of the Bo b dez or under the Note.
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24,

2.5.

26.

Maturity of Loans Except as provided otherwise herein, each and every Loan
shall mature, and the principal amount and interest applicable thereto, shall be duc
and payable on the Maturity Date.

()  Notwitbsianding the foregoing and any other provision of
this Agroement or the Note to the contrary, in the event that Lender does not make
any or alj of the Second Tranche Lozn, Third Tranche Loan or Finsl Tranche
Loan within three (3) Business Days of the dates specified herein, the amount of
the First Tranche Loan, together with all accrued and unpaid interest thereon,

shall be forfeited by the Lender to the Bonower, and the Loan for putposes of this -

Agrecrnent shall thereafter consist only of those amounts, if any, that shail have
been advanced under the Second Tranche Loan, Third Tranche Loan or Final
Tranche Loam.

© At any time upon (h: payment of the entire amount of
principal and accrued intezest then oud g under thus Agr , all
colhlazlpledgedlaseanc!h:lmndxaﬂbcrduscdbylnrdam retumned fo
Borrower provided that any such prepayment shall not affect any obligation of the
Borrower with respect to the Share Purchase

Interest. N

. (s}  The Borrower agrees 1o pay interest on the cutstanding
principal amount of each Loan, for the Joterest Period spplicable thereto, at a rate
per annum equal to: (x) five (5%) percent per annum for the period commencing
on the date of such Loan and ending 240 days afler the disbursemwent of the First
Tranche Loan (the "Initial Rate Period™); and (y) fifteen (1 S%) percent pey anmmn
afler the expiration of the Initial Rate Period. Such interest shall be payable (i) on
the dato op which such Loen shall become due (whether #t stated matarity, by
acceleration or otherwise), and (ii) on the date on which such Loan shall be paid
in fufl,

(b)  If any principal of of interest on any Loan or any other

amount paysblc under this Agreement or under the Note thall not be peaid in foll

- when due (whether at stated maturity, by accelesation o1 otherwise), the Romrower

agzens to pay interest oo the prinaipal amount in defaat, for each day friom aud
inchuding the date payment thereof was duc to but excluding the date of actusl
payment i full, at a rate pey arsum equat to filteen percent.

(e} Auy other provision of this Agreement or the Note to the
contrary notwithstanding, io no cvent shall the Leader be entitied to take; chuge,
collect or receive joterest under this Agreement or the Note in excess of the .
maximun rate of imerest permitted imder applicable lew.

Computations. lnlaskshnﬂbemmpuledonU\:hmohymonwdaynnd

lhelctndm:bao[daysdzpsui

1730

1123

N
Cantl
1
'~



27. Timc and Method of Payments. All payments of principal, intercst and other
amounts payable by the Borrower hereunder shall be made in immediately available funds, to the
Lender at its Payment Office no later than $2:00 pon., New York City time, on the date on which
such payroent shell become dwe. If any payment of principal or interest becomes due ona day
that is not a Business Day, suchpzymcnlshal)bcmzdeonlhe diately snc

Day unless such immediately succeading Busi Day fall.l 10 another calendar monlb. in which
case such payment shal} bcmndcontbe;. distely p g Business Day.
2.8 Prepayment The Bomower shall have the right, at any time or from time to time

to prepay, in wholc or in part, the outstanding principal amoant of the Loans, withoat any
penahty; provided, that the Bosrower shall give the Lender a notice of cach such prepayment no
Tater than 1:00 p. m. New York City Time one (1) Busincss Day prior to the date of such

prepayment.
Artick. 3. Conditlons to Borrowing.

. 3.1, _Closing Date The oblipation of the Lender to make the Loans hereunder is
subject to the satisfaction of the following conditions:

3.2.  Conditions Precedent to First Tranche Loan

-(a) The Lender shall have received from the Bortower this
Agreement, the Note and a Securily Agreement, duly and validly executed m
form and substance satisfactory to the Lender.

-~ (b))  The Lender shall bave reecived from the Borrower a letter
of intent regarding the Sharc Purchase, duly and vakidty executed in formn and
substance scceptable to the Lender.

[(3} The Lender shall have received from the Borrower a
certificate, dated the Closing Date, signed by the President or any Vice President
of the Borrower, nndbymcSeuuuyormyAmntSaumwyof!haBumwa
in the form of Exhibit B hed hereto with approp

(03] The L:nd:t chall have seceived from the Banower afl stock
cerfificates and undated stock powers duly execated in blank related thercto with
regpect n the Shares pledged undes the Security Agreement, which Shases shall,
as of the Closing Date, consist of onc hundred percent (100%) of the issued and
outslanding shares of capital stock of SCNAH. -

33.  Conditions Precedent to the Second Tranche Loan.

. {a) . The Lender shall hsve received from the Borrower
acknowledgment copics of Financing S (Form UCC-1) duly filed undes
the UCC of cach jurisdiction as may be necessary o, ip the opinion of the Lender,
desnabhmpufeammznynnuutspmpondhbeunwdbyd»&wmy
Aytemw:

1731

) 732




) The Lender shall have received from the Borrower
certified copies of Requests for Infornmation or Copies {Form UCC-11), or
equivalent reports, listimg the Financimg Statements referred to in clanse (ii) above
and all othey effective financing statements that pame the Borrower as debtor and
that are filed in the jerisdictions referred to in said tlause (i), together with copies
of such other financing statements (none of which shell cover the Collateral

- except to the extent evidencing Licns (if any) permiited by the Secunty
Agreement), -

{¢}  The Lender shall have seccived from the Borrower
cvidence of the completion of ail other recordings and filings of, or with respect
o, the Secamty Agreement as may be necessary of, in the opinion of the Lender,
desirable to perfect the Liens and sccurity interests crested by tbe Security
Agreement; and

() The Lender shall have received from the Borrower
evidence that al} other actions necessary or, in the opinion of the Lender, desirable
to perfect 20d protect the Liens and secority intescsts created by the Scourity
Agrecment bave been taken.

(e} The Lender shall have received from the Borrower’s
outside counscl icgal opinion(s) daled as of the Closing Dute, in form and |
substance satisfactory to the Lendes.

. (0  Conditions Precedent to All Loans. The obligation of the
Lender to make any Losn hereunder is subject to the prior receipt by the Lender
of a certificate (the "Compliance Centificate™), in form and substance sstisfactory
to the Lender, certifying that the Bortower is in compliznce with each and every
condition to such Loan.

Asticle-l-Articie 4. Release of Florida Subsidiaries From Collateral Pledge .

4.1 Notwithstanding any other provision of this Agrecment, the Note or the Pledge
Agreemnent to the contrary, Porrower shall he cntitied, subject to paragraph 4 2,
below, 1o pursue, negotiale and to with p ially $ third
parties » trapsaction providing for a sale of certain the Bonower's subsidianies,
AlphaStar Insurance Sezvicos Inc. and Nosth American Risk Inc. (the “Florida
Subsidiaries™). .

4.2 Upou the prepayment of anc milion ($1,000,000) dollars of the Loan amounts
then outstanding (or of soch lesser zmount then outstanding, which prepayment may
be made eithes in advance or concumrently with 3 sale of the Florida Sebsidiaries),
Lender agroes bo cooperate with Borrower in all reasonable respects to release from
the Sccurity Agr din iom h ith the capital stock of the
Florida Subsidaries, and to take such other and farther action as Borrower may
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rensonably request to ensvure that pood and marketable title 1o the shares of the Florida
Subsidisries can be conveyed 1o 8 purchaser thereof.

Article 5. Rq;ru_zn!:ﬂnm and Warranties.

As a materia) inducement to the Lendes to enter into the loan transactions
evidenced by this Agreement. the Bormower unconditionally represents and warrants to the
Lender 28 follows:

5.1.  Corporate Status. The Borrower is duly organized, validly existing and in good
standing under the laws of Bermuda, and has full power to own its propexty and asscts and to
transact the business in which il is engaged and p Iy proposes to engage and is duly

qualified and in good standing as a foreign corporalion in all jurisdictions whese faiture to so
qualify would have a malcrial adverse cifect on its busi assets or condition, financial or 3
otherwise. -

$2. Corporate Statns of SCNAH. (2) SCNAH is duly organized, vatidly existing and
mgoodstmdm;nndcrthehwsofl!usmeo!dee,mdlmﬁlﬂpmtomnspmpeﬂy
and assets and o transact the business in which it is cngaged and p y prop 1o cagage

and is duly qualified 2nd in good standing as a foseign corporation in all jurisdictions where
faiture 4o so qualify would have 2 matesial adverse cffect on its buiness, assets o condition,
financial or otherwise. .

(b)  Atibe Closing, the authosized capital stock of SCNAH
consists of ten thousand (10,000) shares, par vatue $1,000.00 per share, of
common stock, shares of which are issued and outstanding and all of
which are fully paid and are non-assessable. No other shares of capital stock of
SCNAH are jssued and outstanding. Tbaunm opbmwanmmnvembk
securities of other searmities exch ible or bie info any other
shxuofthoslmsormyovwdlmofcapxulstodofSCNAHonhagve
the boldes thereof any rights, directly or indirectly, to any of the Shares of any
other capital stock of SCNAH. SCNAH is not subject to any obligation
{contingent or otherwise) to repurchase o otherwise scquire o retire any of its
shares.

{¢) Al of the Shares ate owned beneficially and of record by
the Bormowax, frec and clear of any Lien. Upon the pledge of the Shares pursuant
1o the tesms of this Agreement, the Lender will bave, good and marketable tiile to

the Shares, free and clear of all secnrity i hem, b or other
restrictions of clanns, subject only to ictions as to marketability imposed by
securities laws.
53.  Comporate Power and Authority. The Bonrower bas the corporate power to
execute, delives and perform the texms and provisions of the Loan Documants and has taken alt
action fo suthorize the jon, delivery and performance by it of each of
smhlmbocmnmts. Enchotnnhmnoummsbxsbmdnlyanlbmzd.nemlndmd
ddnadadwmmluﬂnvnﬁdmdlmﬂybnuhng tion of the B . in
8

A
i
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accordance with its terms. Copies of the Borrower's srticles of incorporation and byelaws have
heen famished to the Lander and such copies reflect afl amendments made thereto at any lime
prios 1o the date of this Agreement and such copics are correct and complete.

54. No Violation. Neithes the execution, delivery or performance by the Borrower of
the Loan Documeats, nos compliance by it with the terms and provisions thereof wilk: 0]
contravene any provision of any law, statuts, rule or segulation of any order, writ, injunction or
decree of any court or govanmenta) instrumentality or agency preseatly in cffect having
applicability ta the Botrower; (i) conflict of be meonsisieat with or result in any breach of y
of the terms, covenaots, conditions or provisions of, or constitute a default under, or result in the
creation oc imposition of (o the obligation to create or impose) ony Lien {except pursuant to the
Secarity Agrecment) upon any of the property or assets of the Borower, pussuant to the terms of
any indestare, rorigage, deed of trast, credit agreervent, loan agreement or any othes agreement,
contract of instrument to which the Bommowes is a party or by which it or any of its property of
asscts is bound of 1o which it may be subject, or (iii) violate any provision of the Certificate of
Tecorporation or Bye-Laws of the Borrower.

$.5. Financial Stafements. The andited batance shee! and income statement of the
Borrower as of Decerber 31, 2001, (collectively the “2001 Financial Stalements™), firly
presents the financial position of the Bosrower as af the dale thereof, and the results of its
operations for the year then ended, and has been prepared in accordance with generally accepted

ing principh istently applied, and in a manner substantially consistent with priof
fi jaf ofthe B . The unsudited, balance sheet and income siatement of the
Borrowes as at June 30, 2002, and for the six months then coded (collectively, the “Juno 30,
2002 Fisamcial Statements”™) firly present the financial position of tho Borrower at af the date
thereof and the resulls of operations for the six mooths then ended and have been prepared in

rdanee with gencrall pted ing principles consistently applied and i a manner
substantialty consistent with the 2001 Financial Staterents, except for differences resulting from
normally i ks o7 adj or as noted in the June 30, 2002 Financial

Statements or the notes thereto. Except as contempleted by o permitied under this Agreement,
there sve no adjustments that would be required on review of the Jine 30, 2002 Financial
Statenenis that would, individually or in the aggregate, have a matexial negative cffect upon the
Bormrower's reported financial eondition.

56. T_‘lgyy'niscb'sud Liobilitics. Bxcept for lisbilitics and obligations incurred in the
ordinary course of business since June S0, 2002 ("Staternerd Date”), nrither the RBosrewer noy
any of the property of the Borrower is subject to any matey ial liability o1 ubligation thai in

d with G ily Accopted A g F ples was required to be included or
adequately reseaved against in the June 30, 2002 Fipaocial State: or described in the notes
thercto and was not so included, rescrved against, or described.

5.7.  Title and Related Matters. The B has good and markctsble titls to all of
its propesty, real and personal, and other asseis incud d m the 2001 Financia) St {except
propesties and assets sold of otherwise disposed of subsey nt to the S| Daie in the
ordinary course of busiess ar 23 plated in this Agr 1), free and clear of all security

inlerests, mortgages, bens, pledges, charges, claims, of encumbrances of any Jond or character,
excopt (i) statutory fiens for property taxes not yet deling of payable subsequent to the date
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of this Agreement and statutory or law licos ing the p or peformance of
any ohligation of the Borrowes, the payment or performance of which is not definquent, or that is
payable without interest or penalty subsequent to the date on which this representation is given,
or the validity of which is being coatested in good faith by the Borrower, (5i) the rights of
customers of the Borrower with respect to inventory tmder orders or contracts cntered into by the
Bonower in the ordinary course of busi (iii) claims, te, liens, and other

b of record p to filings under real property recording statutes; and (iv) as
described m the fune 30, 2002 Financial Statements or the notes therelo.

5.8  Litigation. Othes thaa (i) the ongoing Ntigation in London between Sphere Drake
and certam affiliales of the Borrower Maties, (ii) certaim disputes refiting to the recovenability of
reinsurance balances due to Reatm Nationa! Inswrance Company, and {iii) as disclosed in the
June 30, 2002 Form 10-Q and related documents, there are no actions, suits or proceedings
pending or, to the best knowledge of the Borrower, threatened against or affecting the Borrower
before any count, arbit govar | o adminjsirative body or agency that, if adversely - - - -
decided, coutd materially and adverscly affect the business, operations, property, assets,
condition (Gnancial or otherwise) ot prospects of the Borrower:

59. Govermmental Approvals. No order, consent, approval, license, anthorization or
validation of, or fiting, recording or registration with (except as have been obtzined or made
prios to the Closing Date), or exemption by, any g 1 or public body or authority, ne
' any subdivision thezeof, is required to authosize, or is required in connection with, (i) the
execation, delivery and pexformance of any Credit Document or {i1) the legality, validity, binding
effect or enforceabilfity of any Credit Document, except for the approval of the Department for
the enforeeability of the Lender’s rights under the Security Agreement, as more fully set forth
thersin.

5.10. Use of Procceds; Marpin Regulatians. The proceeds of the Loans will be used by
the Borrower for working capital purposes. The Booower shall ose lh:pmoeeds of the Loans
solely in compli with al} applicabl lcgal and regot fading, without
Fimitation, Regulations T, U orX the Securitics Act of 1933 as ammded. end the Securitics
Exchange Act of 1934, 25 ded, and the regulati

5.11. Tax Retums and Payments. Each ofthe Boaowa, SCNAH and the SCNAH
Restricted Subsidiaries has filed all tax retwms sequired to be filed by it and has paid 4l income
axcs-and all othes taxes and assessments payabie by it which have bevome due, othe: than these
coutested in good faith and for which adequate teserves have been established. Each of the
Borrower, SCNAH and the SCNAH Restricted Subsidiaties has paid, or has established adequate
reserves (in the good faith jadgment of the 2 of each of the B , SCNAH o7 the
SCNAH Restricted Subsidiaries, as the case may be) for the payment of, atl federal and state
income taxes applicable for all priar fiscal years aod for the current fiscal year to the dalc hereof.

5.12.  Cormopliance with Statutes, efc. Each of the Borrower; SCNAH and the SCNAH
Restricted Subsidiaries is i compliznce in all mterial respects swith all applicabl
regulations and orders of, and all applicable material restrictions imposed by, alt governmental
bodies, domestic or foreign, in respest of the conduct of ils business and the ownership of its
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propesty (inchuding spplicable stant gulstions, orders and restrictions relating to

1 Jards and FRY

o

$.13. No Brokers or Finders. Thers are no claims or potential clairns against the Lender
for brokerage commissions, finders’ fees or similer compensation in connection with the

i plated by this Agr based on 2ny arrangement or agreement made by
or on behall of the Bosrower or the Borrowes.

5.14, Sccurity Interest. The obligations of the Borrowex to the Lender hereunder and
under the Note arc secured by a valid Lien on the Coilateral.

Article 6. Alfirmative Covenants.

The Borrower agrees that 0 long as any amount payable hereunder or under the
Note remains unpaid: '

6.}. Information. The Bomrower will deiver to the Lender:

()  Promptly, and in my cvent within three (3) Business Days
afler an officer of the Borrower obtains knowledge thereof, notice of the
ocourrence of amy ovent which constitutes a Default or Event of Default
()  Prompily, and in 2hy cvent within three (3) Business Days
after an offices of the Borrower obtains knowledge thereof, rotico of the filing or

! of any material sction, suit or proceeding against or affecting the
Botrowet before a court, arbitrator or go 18} or administraive body or
apgency.

6.2 Books, Records and Inspertions. Tha Borrower will permit officers and
designated representatives of the Lender to visit and inspect the books of record and accovet of
the Borrower af such times and inteyvals and to such extent as the Lender may reasonably request
upon advance notice. . . ’

~6.3.  Conduct of Business. The Borrower will condoct its business in the ordinary .
rorse nf Pusiness consiztent with past practice, and [0 use commercisily reasonsble efforts to @)
preserve intact its present  siness orpanization, (i) presesve the rights, hanchises, geodwill and
relations of those with whom business relationships cxist, (iii) keep available the scrvices of its
present di officers, employees and producers, (iv) defend and protect its assets from
infringement or uxarpation, (¥) perfam alf of its obligations under all contracts relating to of
affecting its assets or ils busi (i) maintain its books, and reconds in the usoal
manner consistent with past practice, (vii) conptly in all material respects with all applicable
laws, and (viii) prescrve and maintain in fofl force and effect all govermental ficcnses and
peamits.

64. Forther Assurance. The Borrowes will take, or cause to be taken, af] such fisther
actions and execnte, o cause o be executed, all such forther dpciments end instruments as the

1
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~ -~ ~ ~ ~ ~ ~ ~
Lender mey at any time 1 bly request or bly d ine to be y or advisable
o further carry out and consummate the transactions plated by this Apr

Article7. Negative Covenants.

The Borrower covensats that from the date of this Agreement unti} the Note is
pmd in full and all other obligations of the Borrowes hercunder have been discharged in full:

7.).  Consoflidation. Merger, Sale of Assels ete. The Bonrower will not wind up,
f3quidate or dissolve or entes into any transaction of merger or consolidation, or convey, sell,
lease or othcrwise disposc of all or any part of its property of assels, mclndmgany capital stock
of the Borrower or the SCNAH Resiricted Subsidiarics (in one or a series of related
transactions), except that (7) the Boower or any of the SCNAH Restricted Subsidiaries may
make sales of assets in the ordinary course of business and (i) the Borrower o1 sny of the
SCNAH Restricted Subsidiaries soay, 1n the ordinary cousse of business, sell equipment that is
uneconomic of obsolete,

. 7.2 New Business. mBonmmnm(mgage(duewyormduewyadmllm
mbmdlumno(loa"owmyomnﬂ icted Subsidiaries lo cogags (directly or indirectly) in
anyhmo[busmxssod\qthu\elmeofbns-mmwhd\msmgagedontbeClozngDate
unless the Bortower provides prior writien notice thereof to the Lender.

7.3. Indcbtedness. The Bonower will not, and will use its best efforts not to allow any
of the SCNAH Restricted Subsidiarits to, create, incus, assume or otherwise become Hable in
‘respect of any Indebtedness other than an Iodebtodness which may be incurred by any of the
Bomrowes, SCNAH or the SCNARE Restricted Subsidiaries for working capitsl porposes,
provided, that (i) the principal amount of such Indehtedness shall not exceed 32,500,000, (i)
such Indebtexdness shall be expressly subordinated to the obligations of the B undex this
Agreanan,md(n’)!lmlamsmd ditions of such Indebted: and the form and substance
of the credit d such Indebtedness shall be bly satisfactory to the
Lendes. Tamamtmmmmmmmﬁummmumdmemnum
perfect its security interest, the Lender shall not bly withhold its ass:

7.4,  Dividends; Share Issuance.

{a;  The Borrowes will use its best effonts to prevent agy
SUNA Resticied Subsidiary from, (i) declaring any dividends on o1 make any
distribution in respect of any shares of capital s stock ofthc Bonowcr or soch
Subsidiary, as the case may be; or (ii) purch d ing for
value, any shares of capital stocko(lthamuorsth\rbndnry as the case
may be; o (iii) making any deposit for any of the foregoing.

(b)  The Borower will not avthorize, and will use is best
cffoﬂsno( 1o permit the authocization of, the isssance of any additional shares of
capital stock of SCNAH or any convertible secarities, warrants or options giving
the holdes thereof any rights or intesests with respoct to any shares of capital stock
of SCNAH; nar will the Borrower redecm, or permit the redemption of, any part
of the Shares, or sell or permit the sale or other transfer of any of the Shares.

12
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75.  Transactions with Affiliates. The Borrower will not, and will uso its best efforts
nol to permit any of the SCNAH Restricled Subsidiaries 1o, enter into or be a party to any
are or tion with any Affiliate {other than a non-SCNAH Restricted
Subsndlary) of the Borrowes, except upon terms vo Jess favorable to the Borrower of sach
Subsidiary (as determined on an individual, non-corsolidated basis for the Bonower and on a
consolidated basis for the B and its Subsidiarics) than would cbtain 2 comparable smm's-
length transaction with a Person not an Affiliate of the Borrower.

7.6.  Liens. The Borrower will nof, and will not permit 2ny of the SCNAH Restricted
Subsidiaries to, creste, assume, incur or suffer to exist any Lien on any property or assets now
owned or hcreafier acqmired by it, except:

(a) Liens ceeated pursuznt to the Secarity Agreament;

(b)  liens created for g the subordinated Indebtedness as
it may be i d by the B to Section?.3 hereof;

P

(¢}  casements, rights-of-way, minot defects or inegulsrities in
title 2nd other similar encombrances on real property having no matesial cffect on
the usc or value of such rea} property or or the coaduct of ihe business of the
Bormower ny any of its Subsidiarics; :

(d)  unexavised Liens for taxes not delinquent or being
contested in good fax!h by apprupn:t: procoedlrg; and for which reserves
dequate under gx ily accep uting principles are being maintained;

(¢} Liens arismg m the ordinary course of business (and not
securing Indebtedness) which are being contested by the Bogrower o its
lpphuhlc Subsidiary, ss the case may be, in good fith by appropriate acthon and
in connectian with which adequate reserves arc being maintained and so Jong as
execution of such Liens has been stayed; .

N deposits to secure workess”
msmnumdolhasnulanlzmswmca(!mlreq\mdbyzpphubkhwmdm!
securing Indebtedness; and

(g)  immaterial Licns,
Arlicle 8. Events of Defaul.

Ifmymmmmo[ﬂtfolbmngmm(nchm EvemofDd'an.lﬂshﬂ

“occur and be continuing, the Loans and the Note (together with d interest ty ) shall

mvneduklybecomdumdpay:bleuponwnnmmmcmMeﬂeaglmwlhemby
the Leader, without dilig d, notice of protest or other notice of any dnd,
all of which mhﬂebyapﬂssly waived by the Borrower:
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(a)  The Borrower fails to pay when due any principal of any
Loan, or fails to pay within two (2) Business Days after the due date thereof any
intcsest on any Loan, or any other amoum payable hezeunder or under the Note;

L)

(b) The Borrower fails to observe or perform any other form,
condition or covenant of this Apgreement, any other Credit Docnment or the Stock
Purchase Agreement, if exceuted at that time, which faihae shall remain
unremedied for a period of tea (10) Business Days afier notice thereof shall have
been gzven by the Bormwcr.m 1 the Lender to ihe Htnpyner pommni-to

(¢)  The Borrower shall (i) default in any payment of any
Indebtedness in excess of $50,000 (othes than the Note) beyond the pariod of
grace, if any, provided in the instrument or agreement under which such
Indebtedness was created or (31) default in the observance or peformance of any
agreement of condition rclatmg to any Indebledness in excess ufSSO 000 (odu
than the Note) or conlained in any or
or relaling thereto, or any other event shall oceor or condmon exist, thc effect of
which default or othes event or condition is o cause any such ndebiedness to
become dhe prior to its stated ity; or any Indebtedness of the Bo in
excess of $30,000shall be declared 10 be due md payable, or required to be
piepaid other than by a regularly scheduled required prepayment, prior to the
staled maturity thereof; .

@) - mBorrwwr.rshanodmlvedmwound up,onny
procceding under any bankruptcy, r of
debt, rdxcfofdcb(ors,unohmcyo:sund«ltwufmyjmsdxchonnowof
hereaftes in effect is instituted by or agamst the Borrower and, if instituted sgainst
the Borrower, shall remain undismissed for a period of 30 days afler tho
institulion thereof; or the B makes an assigr for the benefit of
cmdi!cn;uranycorponlexﬁonbmknbylbemvufoﬂhcpurpouof

horizing any of the foregoing; of the Borrower shall suspend or cease or
lh:wb:nlcsuspmdarccmnumdmary n Jons ar any sub }
pmthacofuaﬂotanysnbstanhalpato(mepmpatyoflhenmwushxllhe
comcxmcd.snndmodmmmwﬂedmwmmletwcbpmpmy:hdlbc

4 by any recciva, trosteo or other person of zgeacy, o the
Bomower shal) have been prevented fror exercisiog noanal control aver alf er
any substantial part of its propesty by any such custodian, receiver, tmstee or
othet persos of ageacy;

()  One or mare judgmhents, decrees or orders for the payment
ofmmxnau:orssoowmmwmnbemdaadagamﬂmc
, OF @y h levyor hon against any of its propertics for
such amount {incleding for such jud; i3, decrees or orders) shall remain

unpaid, yed on appeal, undischarged, anbonded or undismissed for a period

of 30 days o1 mare; or
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Articie 9. Miscellaneons.

(2  No modification or waiver of or with respect lo any
provision of any Credit Document or consent to any departure by the Bbrrower
from anry of the terms or conditions thereof shall in any event be effective unless
it shal} be in writing and signed by the Lender, and thea' such modification, waiver
or consent shall be cffective only in the specific instance and for the purpose for
which given. No notice to or demand on the Borrower in any casc shall, of itseil,
catitfe it to any other or further notice o1 demand in similar or other
circumstanges.

(b)  Each and every right granted lo the Lender hereundes or
under any other document delivesed hereander or ;i connection herewith, or
allowed it by law or cquity, shall be comulative and may be excrcised from time
to time. No failure on the pant of the Lender o the holder of the Note 1o exercise,
and o delay in exercising, any nght shall operate as a waiver thereof, nor shall
any single or purtial exercise of any right precinde any other or future exercise
thereof or the exercise of any other right

(£)  This Agreement shall be binding upom, inure to the benchit
of and be enforcesble by the parties hareto and their respective successars and
assigns, except that the Borrower may not assign its rights or obligations
hereunder without the prior written consent of the Lender, -

(d)  The headings of the several sections and subsections of this
Ag are i d for ) only and shalt not in any way affect the
meaning ov constniction of any provision of this Agreemeat.

Article 10. Notices.

other

Al notices, approvals, waivers, conscats, d ds. declarations and

ons p t0 this Agreemeni shall be in writing, cither by letter delivesed
- by hand or seat by cestified madl, seturn reccipt requested, or by telocopy, addressed as follows:
[5) To Bomrowex: AlphaStar Insoranee Group Limited
Victoria Hall, 3rd Floor
11 Victoria Street

11amilton HM11, Bernmda

Facsimile:  (212) 509-7405
Attention:  Mr. Stephen A. Crane
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With a concurrent

copy to: AlphaStar Insurance Group Limited
125 Maiden Lane, 5th Floor
New York, New York 10038

Facsimile:  {212) 509-7405
Attention:  Mr. James Lawless [V

() To Lender Atlants Insvrance Marketing, Inc.
3101 Toweraeek Paskway, Suite 750
Allanta, Geargia 30339

Facsimile:  (770) 980-3290
Attention:  Mr. David Dennett- Smith

- With a concurrent . R . .
copy to: Wilson, Elser, Moskowitz, Edetmmn & Dicker LLP
150 Bast 420d Street
New York, NY 10087-5639

Facsimile:  (212)490-3038
Attention:  Steven Kend, Esq.

Any notice, request or communication heremder shall be deemed to have been given when
delivered by hand or three days aﬁcrlbe date deposited in the mails, pastege prepaid, or in the
case of telecopy notice, when sent, ad d a¢ oforesaid and confirmation thereof is received.
Any party msy change the person to whom or the address or telecopier number to which notices
are to be given hereundes, but any such notice shall be cffective only when acually vecaived by
the party to which it is addressed.

Auticle 11. Governing Law; Severability; Submission lo Jusisdiction.

- (8) THIS AGREEMENT AND THE NOTE AND THE
RIGHTS AND OBLIGATIONS OF THE PARTIES HEREUNDER SHALL
BR GOVERNF.D BY AND INTERPRETED IN ACCORDANCE WITH
THE LAWS OF THE. STATE OF NEW YORK AFPLICABLE TO
AGREEMENTS MADE AND FULLY TO BE PERFORMED THEREIN BY
RESIDENTS THEREOF. The provisions of this A ae ble and
if anyy classe or provisions shall behdd invalid o vnenforceable in whole or in
part in any jurisdiction, then such invalidity or unenforceability shall affect only ©
such clause or provision, or part thereof, in such jusisdiction and shall nof in any
rnamcrzﬂ'edmchclmseoruonszon mmyﬂerjmsd:mon,otanyothu
clausc or provision in this Agr 2 ip any juo:

' (b) THE PARTIES HEREBY IRREVOCABLY SUBMIT
TO THE NON-EXCLUSIVE JURISDICTION OF ANY NEW YORK
STATE COURT LOCATED JN NEW YORK CITY OR ANY FEDERAL

16
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COURT LOCATED IN NEW YORK CITY FOR THE ADJUDICATION
OF ANY MATTER ARISING OUT OF OR RELATING TO THIS
'AGREEMENT AND CONSENTS TO THE SERVICE OF PROCESS BY
REGISTERED OR CERTIFIED MAIL TO ITS ADDRESS SET FORTH IN
ARTICLE 9 HEREGF OUT OF ANY SUCH COURT. NOTHING
CONTAINED IN THE FOREGOING SHALL AFFECT THE RIGHT OF
THE LENDER TO SERVE LEGAL PROCESS IN ANY OTHER MANNER
OR TO BRING ANY PROCEEDING HEREUNDER OR UNDER THE
NOTE IN ANY JURISDICTION WHERE THE BORROWER OR
LENDER MAY BE AMENABLE TO SUIT. THE PARTIES HEREBY
WAIVE ANY CLAIM THAT ANY NEW YORK STATE COURT
LOCATED IN NEW YORK CITY OR ANY FEDERAL COURT
LOCATED IN NEW YORK CITY IS AN INCONVENIENT FORUM.

Article 12. Payment of Expenses, elc.

- TheBonwaagwstopay(a)aHmmmbhcns:smdcxpmscsoﬂheLwdu
(inchuding, without limi s’ fees and exp ) in commection with the
invsligauon of any actual or alleged Default, lhe fe of this Agr t, the Note or
any other Credit Document, and the protection or preservation of the rights of the Lender against
the Botrower or any of their respective assets, (b) all costs, expenses, taxes, assessments and
other du.rgcs incurred in connection with amry (iling, registration, recarding or pexfection of any

y taterest plated by any Credit D or any other & ent referred to therein
and (c) all transfer, shmp. documcntary and other similar baxes, assessments or charges
(including, without limitati pcmkm and interest) (collectively, "Other Taxes™) levied by any
tal or thority, d ic ot foreign, in respect of this Agreement, the Note,

any other Credit Document or any other document refested to hercin or therein or contemplated
heroby or thescby to the extent that such Other Taxes are incurred (i) in connection with the
protection, preservation or enforcement of the rights or benefits of the Lender under this
Agreement, the Note or other Loan Documents, or (i) as a result of the presence of the Borrower
in the jurisdiction levying soch Othar Taxes.

Article 13. Indemuification,

: The Borrower herchy 2gsees to indemmify the Lendex and its disectors, officers,
s¢ o«.k;owm, employces, attoineys, afliliales and agents and their respective successers 2nd
2ssigns (collwuvc!y. Indernitee”) from, 20d hold cach of them harmless against, any and all
tiabilitics, obligations, tosses, d. Ities, actions, g suits, costs, cxpeases o7
disbarsements of ay kind apd natore whadsocva(wnewvdy, “Losscs”) incurred by them
msmg ont oforby reason of: (a) 0y investigation or litigation or other proceeding (including
any th ar Btigats orokhuptmdmg)nbmgiootmsmgodolmls
Ammiwmdbalmboamn,uﬁunmyaumﬂm, posed use by the B or
anySubstd’wyofthcpmcwdsoimyoﬂhelomm&nmmacrnalorallegedbrudlclllus
Ammtwmymhulnmbocuma!s(b)dnhuﬂ:olmywmnmmmmya
[ ined i this Ags t o1 in any othes Loan Docniments or in any cestificate or
other d t delivered in ion herewith of therawith; (c) the failure by the Borrower to
comply with aay term, condition or covenant set forth in this Agrecment or in'any other Loan
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Documests; (d) the exercise by the Lender of any rights or rermedies herexmder or under any
other Loan Documents; or (c) any claim that the making and pesformance by the Bomrowes of
lhis Agreement or any othes Loan Documents, the borrowing of Loans hercunder or ény of the
other Iransactions contemplated hereby or by any other Loan Documents viokate or result in 2
breach of or defsult under any other agreement or instrument to which or by which the Borrower,
any of its Subsidiaries now or hercafler may be a party or bound; provided. that such indemnity
shall not, as to any lodenmitee, be available Lo the extent that such Losses or related expenses are
determined by 2 court of competent jurisdiction by final and nonappealable judgment to have
resulted from the gross qcﬂigmc or willful misconduct of such Indemnitee.

Article 14. Complete Agreement.

THIS WRITTEN AGREEMENT 1S THE COMPLETE EXPRESSION OF THE
1.OAN AGREEMENT BETWEEN THE PARTIES. THIS WRITTEN AGREEMENT MAY
NOT BE CONTRADICTED BY EVIDENCE OF ANY PRIOR ORAL LOAN AGREEMENT
OR OF ANY CONTEMPORANEOUS ORAL LOAN AGREEMENT BETWEEN THE
PARTIES. ANY AND ALL SUCH PRIOR OR CONTEMPORANEOUS ORAL LOAN
AGREEMENTS ARE EXPRESSLY SUPRRSEDED BY THIS WRITTEN AGREEMENT.
THE PARTIBS TO THIS AGREEMENT HEREBY ACKNOWLEDGE AND AFFTRM THAT
NO UNWRITTEN ORAL LOAN AGREEMENT BETWEEN THE PARTIES EXISTS.

IN WITNESS WHEREOF, the parties hereto have cansed this Agreement (o be
duly executed as of the date first above written.

ALPHASTAR INSURANCE GROUP LIMITED

“ﬁ?’/gz By:

Name: — STEPWE 4. (lasde
Tille: Cutnraman, Pessivsor, - CEO
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EXECUTION COPY
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STOCK PURCHASE AGREEMENT

TRV A A RN R

BY AND AMONG

ALPHASTAR INSURANCE GROUP LIMITED

o AR

-REALM NATIONAL lNSIfRANCE COMPANY
WORLD TRADE SERVICES, INC.

STIRLING COOKE NEW YORK INSURANCE
AGENCY SERVICES, INC ’

STIRLING COOKE NORTH AMERICAN HOLDINGS LTD.

AMERICAN INSURANCE MANAGERS, INC.

Dated as of March 21, 2003
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STOCK PURCHASE AGREEMENT
THIS STOCK PURCHASE AGREEMENT (“Agreement”) dated as of March 21, 2003

among ALPHASTAR INSURANCE GROUP LIMITED, 2 Bamuda corporation (“Parent™, -

STIRLING COORE NORTH AMERICAN HOLDINGS LTD. a Delaware corporation
(“Selier”), REALM NATIONAL INSURANCE COMPANY, a New York corporation
("Realm™), WORLD TRADE SERVICES, INC., a New York corporation ("WTS™), STIRLING
COOKE NEW YORK INSURANCE AGENCY SERVICES, INC, a New York corporation
(“SCNY™), and AMERICAN INSURANCE MANAGERS, INC, 2 Georgia corporation

(“Buyer’). _
- RBCITALS
WHEREAS, Seller is the record and beneficial owner of (i) 100% of the issued and

* outstanding shares of capital stock (the “Realm Shares™) of Realm, (i) 100% of the issued and

outstanding shaves of capital stock (the “WTS Shares™ of WTS, and (iii) 100% of the issued and
outstanding shares of capital stock (tho “SCNY Shares™) of SCNY (together, the Realm Shares,
the WTS Shares and the SCNY Shares shail be referred to as the “Shares™).

WHEREAS, Scller desires to sell, and Buyer desires to purchase, the Shares upon ths
terrus and subject to the conditions hercinafter set fosth, - :

WHEREAS, the parties bereto agres and acknowledge that this Agreement does not
permit the binding of coverage or issuance of Certificales of hsurance until the First (Josing,
The First Closing is subject to the safisfaction of vanous conditions zs set forth i this
Agreement.  Parent and its Affiiates have not reviewed, and arc not soliciting interest in ths
prospectus or other offering documents relating to the PEOs transactions with Buyer or ils
Affiliates.

NOW, THEREFORE, in considesation of the forcgoing and the representations,
warranties, covenants and agreements herein contained, fhe partics hereto agree as follows:

ARTICLE]

Definitiony 2d Cosstruction
1.01 Definiions. The following terms, as used herein, shall bave the following

racanings:
“dequisition Proposal” bes the meaming sscribed thereto in Section 5.02(q)-

“Affiliate” mcans, with respect to any pason or entity (whether or ot
incorporated), any other person or entity (whether or not incorporated) that directly or tndirectly
controls, is controlled by, or is under common control with, the first person or entity. For
purposes of this definition, “control” (xhiding, with correlstive meaning, the terms “controlled
by” and “under cornmon control with™) as used with respect to mny perscn shall mean the ability
ot the power, directly or indirectly, to direct or cause the direction of the management and

WD 89732
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policies of such persons, whetber through the owmership of voting securitics of by contract or
otherwiso. '

“AIM Fnsurance Program” means the PEC worker's compensation inserance
program with respect to which ADM shall act as the exclusive geveral agent subject to the
Guidokincs on behalf of Realm purswant 10 the Geperal Agency Agreement 20d for which
Glastonbury and Atlantis shall provide capital and teinsurance as described in the AIM Program
Summary attached hereto as Exhibit A and shall become effective at the First Closing.

«ADM Financial Schedwls” means the schedule and projections of the
performance of the 'AIM Insurance Program prepered by Buyer, attached heseto 2s Bxhibit B.

~ Aliernative Auditor” has the meaning ascribed thereto in Section 2.07.

“ dslontis” means Atlantis Re (Bexmuda) Companry 14, a Bemuda segregated
cell insuranco company tobefounedbyauyupdortoﬁne?immosingﬁnpmposcs of
exeaningth:ReinamoAg(umunWthdhnmdopcmhghmmdmwﬁhthﬂAm
[nsurance Program; provided, however, that in the cvent Adantis shall pot have become licensed
by Bormuda to smderwrite insurance by the First Closiog Detr, 8 scgregated account of
Ubarimas Fidsi Insurance Company Ltd., not otherwise conducting ey business, shall enter into
tho Reinsurmce Agreement with Realm and thereafier assign afl of its rights and obligations
thereander to Attantis upon the issasnce of its Bermuda insursnce Jicense.

“Business” mezps the marketing, sale and provision of insurance products and all
related services of Reabm, WTS, SCNY, or alt three, 25 the case may be, prior to the First Closing
Date.

“Businexs Day” means any day other than a day which is 2 Saturday, Sunday or
bank holidzy ia New Yok City.

*'Buyer/Parent Release” means the release substantially in the form attached
hereto as Bxhibit B and exccuted and delivered to ﬂreBmowAgnmmevmdhtchmvﬁmby
BuyuanditsAfﬁﬁat&s.Pumt, Seller, Realm, WIS axﬂSCN’Ymdmbceﬂ'oaiveupunrwdpt
of the PED Releases, bud no earlicr than the First Closing-

»Code" means the hntemal Revenos Code of 1986, as amended.

“Companles” means, collectively, Realm, WTS and SCNY {each a “Compeny”)-

“Consent™ racans a consent, approval, liccuss, anthorization, order, permit,

wﬁvaoiothnu:ﬁmmdeduﬂimo[asovmmml Antborityoro:ha?m;equimdby

anyLaw,Cmﬁwunyumﬂobﬁgaﬁmbindinguponmyonhccompmiuasnmnofuin
connection with the Transactions.

“Confract™ means aoy written of oral coplract, agreement, nstryrocnt,
arrangement, commitment, obligation, understanding, pramise, ing, wote, loan, Jease,
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license, indenture, mortgage, or other document of Jegal significance to which any Person is a
party or (hat ig legally binding on any Person or its asséts or propertiea.

“Credit Agreement™ means collettively, the Loan Agreement, dated October 1,
2002, as smended, by and between Athnta Insurance Marketing, Inc. and Parent, the Pledge
Agreement, dated October 2, 2002, as amended, by and between Atlanta Insurance Marketing
Inc. and Parent, and any other loan agreement, credit agreement, secatity agreement and pledge
agreement by and between Parent and Buyer or any of Buyer's Affiliates that provide for the
extension of cedit to Parent or 2ny of its Affiliates by Buyer or any of its Affiliates in accordance
with the terms and conditions set forth theyein. .

“ERISA™ meaps the Employce Retirement Income Secority Act of 1974, as
amended.

“Escrow Agent” means Deutsche Bank Trust Company Americas, 2 New York
banking corporation.
o “Escrow Agreement” means the csaow agreement, dated 23 of even date
herewith, by and among Buyzr, Seller, Parent and the Bscrow Agent.

“Escrow Property” means (i) the Letter of Credit, (i) the cash deposited by Buyer -
with the Escrow Agent pursuant to Sections 5.03(d) and 5.03(e), (jii) the Geveral Agency
Agreement, (iv) the Buyzr/Parent Release, and (v) the stock certificates representing the Shares
- as permitted by epphcable Law. . )

R

"Facilities” means the of.ﬁc&, operating facﬂmn, all real propesty (Whelhcr
leased or owned) and related facilitics of the Companies.

“Final Balance Sheets” means the andited ecmnlidatedbahnce sheet of Realm
and fhe unaudited balance sheets of WIS and SCNY 28 of the Final Balance Sheet Dale
determined in accordance with GAAP, together with the potes thereto snd the related unquatified
opinion of KPMG thereon delivered by Seller to Buyer.

C “Final Balunce Sheet Date™ means Dwanb«Bl.ZOO-ZB
‘Tbxanahl&alemmn”hasﬂnmmﬁngmibedlbamin&cﬁonlm(a)

mPTA”meansFomgnhxvmauchanmpmyTnAotoflmo as it may
be amended from time to time.

“First Closing Dats* means the date of the First Closing es defined in Section
2.03 of this Agreernent.

"GAAP” means geperally accepied Unxtad States accounting principles and

pmnccstecogmzadasmbytheAmmcanhsnmteofCauﬁchabﬁcmmwmg
through its Accounting Principles Board or by the Financial Accounting Standards Board or

3-
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tbrough other appropriate boards or copmittees thercof and which are consistently applied during
the periods involved and the fmmediately preceding fiscal period 6o as to properly reflect the
financial position, the result of operations and operating cash flow of the parly, except that any
accounting principle or practice required to be changed by the Accounting Principles Board or
Financial Accownting Standards Board (or other board or comsmittee) in order to continue as
generally accepted accanmting principles or practice may be so changed.

R . "General Agency Agreement” moeans that certain General Agency Agreement 10
be dated of even date herewith and effective upon delivery to Buyer dnd Realm by the Escrow
Agcmmﬂ:eﬁ:stClosingDalemdreqniradtobeuemedbyandbctwcmRnlm and Buyer
concurrcatly with the execution of this Agreement and deposited with the Escrow Agent as
Pscrow Property in counterparts substaptially in the form attached hereto as Exhibit C, which
agreement vests ultimate underwriting 2uthority in Realm.

“Glastonbury” means The Glastopbury Company, LLC, a Delawarc limited
liability corepany. ] .
“Governmental Authority” meexs any foreign, federal, state or local government,
political subdivision or governmental or regulatory authority, agenoy, board, burcas,
commission, instrumentality, court or quasi-govermmental suthonity,

“Guidelines” meaus the underwriting gnidelines mutnally agreed 1o by Buyer and
Scller attached as an exhibit to the General Ageacy Agreement.

“Identified Shareholders” bas the meaning ascribed thezeto in Section 11.01(b).
“Indemnified Party" has the meaning ascribed thereto in Section 9._02(.8.)‘
“Indempifying Party” bas the meaing ascribed thercto in Section 9.02(a).
“Insurance Licenses” ar “Insurance License” have the meanings asciibed thereto

" in Section 5.02(k).

“Intellectual Property” wmeans any intellectual property rights, including all
trademarks, service marks, trade names, investions, patents, trado secrets, copyrights, know-how, -
trade sectets, propaetary-information, Jogos, URLs, Internet sites, domain names, applications
therefor, yegistrations thereof and or other rights in respect fhereof used in connection
with the Business.
“Infercompany Recelvables” means any amounts payable by Seller or any
Affiliate of Scller (other than one of the Companies) to any of the Companies.

“Enowledgs ™ means, with respect to any party hereto, (2) the actnal knowledge of
the chief executive officer, president, treasuyer, chicf financial officer 2nd chicf legal officer of
such party and (b) any fact or facts that are known or should reasonebly bave becn known by the
chief exccutive officer, president, treasurer, chief financial officer and chief legal officer of such

party.
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“Law” or “Laws’ means any of all federal, state and Jocal statutes, laws, codes,
ardinances, judicial decisions, proclamations, regulations, published requirements, ordess,
judgments, decrees md rules of any Governmental Authority, in cach case as amended and in
effect from time to time.

“Leases " has the meaning ascribed thereto in Section 3.06.

~Letter of Credit or “Letters of Credit™ means letters of credit in form and
substance satisfactory to afford relief from capital requirements pursuant to New York insurance
Laws and from a depository institution that is a membex of the Federal Reserve System, obtained
by Buyer for the benefit of Seller and deposited with the Escrow Agent inchiding any Alfernative
Lettess of Credit (es defined in the Escrow Agreement).

“Ligbility™ cr “Liabilities™ mezns any direct or indirect liability, obligation,
indebtedness, peoalty, cost or expense, claim, deficiency or gnaranty, whether absolute or
contingent, accrucd or umaccrued, liquidated or unliquidated, metored of unmatured, ncloding,
without Hmatation, any fiability for Taxes.

1 izm* mesns, with tespeet to agy propesty of assed, any mortgage, claim, opticn,
fien, pedge, chargss ecasement, security interest, encumbrance, sight-of-way, preemptive right,
reservation, sestriction, or other adverse right, interesi, charge, or clatm of amy Person in respect
of such propenty or assct, excluding any of the foregoing held by, or in respect of, Buyer of its
Affiliales. )

“Loss” mesans any and all losses, damages, diminution in value, Liabilitics, costs
apd expeuses (inciuding, but not limited to, rcasonable fees and disburscments of counscl),
assessments, penalties, judgments, Licns and othey obligatiops bnt excluding any consequential
and punitive Jamages.

“Material Adverse Effect” means a (material adverse effect or material adverse
impauon(a)thzbusim,pmpaﬁe:. assels, financial condition or results of operations of any
of the Companies, taken 53 a whole, or[b)mem&onsmmanplamdbynﬂslmmmtmul
all agreements, exhibits and schedules cantemplated by, or attached to, this Agreement, except
furmsﬂcﬁwtmmmmmmiﬁngmwmecﬁmwhhﬁ)ﬂﬁsAgxmmﬁi)m
Transactions, (iif) general coonomic of maket conditions affecting the insurance industry, (iv)

genmldecﬁnuinﬂxcu_s.czpihl;nxkds. (v)anydmgeinGAAPorLaw.cximuwﬂaﬁm
thereof, 2s apphied to the Companies of companics in the insuramoco indnstry, of (vi) actions by
Buyer or its Affiliates prior to the date of this Agrecment in cormeotion with the Business. .

) “Matarial Contrac¢” means 3 Contract for an amount payabls pussuant thereto of
mleestsso,ow\ombymonbdmlfofanyuxanoftheCompmies.
’ "Order™ meaos any award, declsion, decree, injunction, judgment, ordex, ruling,
subpoma.wthvudicl.emned. issmd,mnde,mmu!aedbymyeouxt.adnﬁnismﬁww
or apy other Governmental! Authority or by any arbitrator of mediator.
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“Permitted Liens " means, with respect 10 any asset of a Company:
(2)  Liens disclosed on Schedule 3.05;

(b)  Liens disclosed in the Financial Statements or in the notes to the Financial
Statements;

(¢)  Liens for Taxes, assessments and similar charges that are not yet due or are
being contested in good faith by one of the Compauies, Sefler or Parent; .

practices;
()  Liens that do pot have 2 Material Adverse Effect on any of the Companies;
or

(f)  Licns held by Buyer or its Affiliates.

"Person” means an individual, corporation, partership, limited linbility
company, association, trust or other emfity or orgamizstion, mdudmg ary Govemmenta)
Authority.

“PEQO" means professional employment organization.

"PEQ Release” means the release substantially in the form attached bereto as
Exhibit D. ’ .
*Pre-Closing Period ™ has the meaning ascobed thereto in Section 6.01¢b).
“Pre-Closing Taxes ™ has the meaning ascribed thereto in Section 6.01(c).
“Paost-Closing Tax Returns” s the meaning ascribed thereto in Section 6.02.
*Post-Closing Taves™ bas the measing ascribed thereto in Section 6.02. '
“Promissory Note” meany any promissory mote issued pursuant to the Credit
Agrccment. : .

“Purchase Price” has the meaning ascribed thereto in Section 2.02.

“RBC Plan™ means the risk-based capital plan submitted for approval (no later
than the First Closing) to tho New York Department of lusurance in ordar to allow Realm o
underwrite the AIM Invurance Program, including any modifications or any other plan required

" or recommended by the New York Department of Insurasce as & condition to the First Closing
aud ressonably satisfactory to Buyer.

“Reabn Shares” has tho meening ascribed thereto in the Recitals.

(d)  Lieps incurred in the ordinary course of bnsiness consistent with past”
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“Reinsurance Agreement” means the reinsurance agreement in substmuaﬂy the
form attached hereto as Exhibit P.

“Reinsurers " means the companies providing reinsurance with respect to the AIM

- Insarance Program.

“Required Filing States" has the meaning ascribed therelo in Section 5.0200).
“Reguired License States” has the meaning ascribed thereto in Section 5.02(k).

“Rights ~ means, with respest to any Persan, securities or obligations convertible
into or exercisable or exchangeable for, or giving any Person any right to subscribe for or
acquire, or any options, calls or commitments relating to, or any slock or equity appreciation
Tight or other imstrument the value of which is determined in whole or in part by reference to the
market prico or value of, shases of capital stock or other equity interests in such Person.

“SAP" means the stszory accounting practices applicable to Realm, and to
insurance companies generalty.

“Schedule” or “Schedules” means the schedules executed and delivered by Seiller
and attached heyeto, which set forth the exceptions to the rcpresentations and waranties
contained in Article IT hereof and cartain other nformation called for by s Agrecmont.

“SCNY Shares” bas the mesning ascribed thereta in the Recitals.

“Second Closing Date” means the date of the Second Closing as defined in
Section 2.06.

“Securifies Aci™ has the meaning ascribed thereto in Section 4.06.

“Swrplus Cash” means the difference betweea the Total Cash Inflows and Total
Cash Outflows as such teums are used in the AIM Financial Schedule, which shall be based on

actual prenaiums melvedbanyupmmamw theAMIns\mergxmm&mthmpm)ected
premiuvms for the applicable petiod.

Notes™ means daepmissoxymtn,rcpa)ableonlywizhﬂ\ewm of
the New York Department of Insuranee, sold by Realm to Buyer or any of its Affilintes prior to
the Second Closing Date for the purpose of maintaining Realm’s statutory capital surphus,

“Tax” or “Taxes” mcans any tax imposed by s Govemmental Authority,

including net income, alternative or add-on minimum tax, gsoss income, gross: recaipls, sales,’

use, ad valorem, franchise, capital, pald-up cspital, estimated, profits, license, withholding,
payroll, employment, excise, severance, stamp, occupation, personal, prempium, personal
property, real property, eavironmental ar windfal] profit tax, customs duty, tansfes, documentary
or other tax, governmental fee or other like assessment or charge of any kind whatsocver, any
jnformation reporting or backup withholding cbligation, Hability or penally and includes interest

-1~
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additions to tax and penalties with respect thereto imposed by any Governmental Authority
responsible for the imposition of ary such tae,

“Tax Returns” means all retums, reports, declarations, claims for refund,
informalion returns or statements required to be filed with respect to Taxes.

"Transactions” wmeans tho transactions coptemplated by this Agreement, the

Escrow Agreement, the General Agency Agreement-the-Reinsurance Agreemeot and the other

agreements identified in this Agreement.
“Transfer Taxes” has the meaning aseribed thereto in Section 6.03.

“Treasury Regulations” means the United States .’I\zmn-y Regulations
promulgated pursuant to the Code.,

“WTS Shares* has the meaning ascribed thereto in the Recitals.

1.02  Construction The captions or headings in this Agreement aro for convenience of
reference ooly and in no way defime, limit or describs the 5Cope Or intent of any provisions or
Sections of this Agreement. Al refarences in this Agreement to particular Articles or Sections
are references to the Articles or Sections of this Agrecent, unless some other references ars
cleasty indicated. All accounting terms not specifically defined in this Agreement shall be
construed in accordance with GAAPasineﬂ'eddmingmdlappﬁcahlcpaiod& In this
Agreement, unless the context otherwise requires, (i) words describing the singalar number shall
inclede the phual and vice versa, (ii)wordsdmotinganygmdnshallindudaaﬂgmdux,and
(iif) the word “including” shall mean “including withowt Mmitation.” In intespreting and
enforcing this Agreement, each of the Tcpresentations and warranties set forth in this Apreement
<hall bcgivmindqmdmdruamdshannmbedmedmededormodiﬁedbymyoma
such representation or warranty. .

ARTICLED .

Raychase and Sale
201 Purchase and Sale. Upon the temms and subject to the conditions of this
Agreement, at the Second Closing, Buyer agrees to purchase from Seller, and Seller agroes to

sell, trarsfer and deliver (a) to Buyer, if requisite insurance regnlatory ] i

fiom the New York Department of Insurance, or (b) subject to the provisions of Article VI with
respect fo the continuation of control by Seller, o the Bscrow Agent, if requisite insnrance
reguhmyapmvalhaaumbmrwcivedﬁomtbeNewYmqu;mmtofhsme,allof
Selle:’nighl,tiﬁeandmhandmtthhzm,ﬁuanddwofmyUcnxpmvidcd.

howsver, that in the event requisite insurmce regulatory approval is not obtained, Ssller shall -

continue to exercise control over the Companies regardless of the delivary of the Shares effected
pursvant to this Section 2.01.
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i 'rhepmchaseprice fcrtthhzrcs(ths"Pmch&Price")shzﬂbe

Purchasg Price-
between (2) (x) if the tota} shareholders™ equity of the Companies 28 stated on the
760,755 then $12,600,000, {y) if the total

. 2.02
the difference
Pinal Balapce Sbeets is equal to ot gFEalet than $11
sharebolders’ cquity of the Companics 28 stated
$11,760,755, but equal 1o of greater has 56,000,000, then the product obtained by multiplying @
$12,000,000, by (@) 2 faction, the pumerator of which is the total shazeholders’ cquity as stated
on (e Final Balance Shects and the deoominator of which is $11,760,755, and (z) if the total
charcholders” equity of the Companies is $6,000,000 or jess, then the amount of total
-barcholders® equity of the Companics, and (b) the product obtained vy roultiplying (A) $250.000

jeti forth in Schedule 5.024kXi) in which Realm docs not have
ormini - Bal

2.03 Pirst Closing. The first closing (the “Pirst Closing")ahn!loccntauhcofﬁocs of
LLP, 50 Pk Avemus, Now York, New York, 10016, on the second Business Dy
3 i itions set forih in Scction 2.05 to offect the
inSu:ﬁonLMinmrdmcewiththuEsuowAgxmenlandthis
A ided herein. Aﬂwoeoedinpbbehkmmdﬂldocmmm
gent &t either the First Closing oF
i edﬁedinhxﬁdcvm.shallbodumedmhavebcmukmandcx
nﬂymdwpmcms!xaﬂbedemdtakmmrdwmsaewwd and

() Bnyushzlldapqsi!wilh the Bscrow Agmtforthebmﬁtodelcr alettes
of Credit in the smout of $3,000,000 payable to Qeller, which shall copstine 3 SOUITS of partial

‘paymcnloﬁhshn-chasePﬁeenmosecondClosing

®) mushzﬂmhmkeehnan,pmnimwﬁhrapedmmcoovuase
’ baingbou‘ndbyllﬂhn wncmuﬂywimmcmams(wﬁchpxmimsshanmtwmﬁmu
aparﬁa!p;yw!ofﬂx:mhasl’ﬁce);

0) anmmwdﬂlwchxwﬁwmduddeﬁvayﬁummcw
Agml(onbehalfofmcomuputy)ancxuwtedoﬁginaloftmqenaﬂAgmyAgmmd
Seller shall receive a phiotocopy thercof from the Escrow Agont; )

()] ~mwmrmmmm@dudam from the Bscrow
Agenl(onbebalfohbemhupart_y)mawmedoﬁgina! oftthuydPuﬂ‘ansc;

{o) Buyw shall deliver to Parent exocuted oniginal
identified in Schedule 4.13 hereto and in the form atached hereto as Exhibit D}

9.
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2 () Seller, Realm and Buyer shail take all necessary actions to provide the

PEOs listed in Scheduls 4.13 with Certificates of Insurance and other reasonzble evidence of

insurance retrosctive to no earlier than October 1, 2002 in accordanee with Section 5.02(z) and
applicable Law;

{(g)  Scller shall deposit with the Escrow Agent the stock certificate or
certificates representing the WTS Shares and the SCNY Shates and, if permitted by New Yok
ipsurance Laws at the First Closing, the stock certificate or certificates representing the Realm
Shares; and T ’ -

()  Realm shall execute and deliver to Buyer, and Buyer shall execute and
deliver to Realm, the Reinstrancs Agreement; and

()  Buyer shall deliver to Parat by wire transfer, finds m the amount of
$1,500,000 which shall constitate a Joan to Parent by Buyer pursnant to the Credit Agreoment.

205 Conditions to the Firsd Closing. -
(). Buyer aud Seiler shall have delivered to the Bscrow Agent a joint written

dhncﬁon,substxnﬁanyinthutonnufExh’bﬂAtolhaEscmwAywmaxLinsmﬁngtth.suow
Agent to take the actions required of the Escrow Agent set forth in Section 2.04.

(h) TheobljgaﬁonofBuyertoconsnmmmhmxﬁonssc{fmtbin
ScctionzMuthansthdngMbewbjeumﬂzsaﬁxfacﬁmonoxbeﬁmmFustClwing
Dato hereander, of the conditions set forth in Section 2.05(a) and the following conditions, all or
any of which (with the exception of clause (1)) may bo waived, in whole of in pat, by Buyer: ®
the RBC Phan shall have been approved by the New York Department of Insurance and, if
remxixedbrytbeNewYotkDepmmxntofhsmmimplancmedpﬁormﬂmP'thloaing;(u)
Szﬂﬂ,Pmmlan{ﬂwCompwﬂsMbavepafwmdmdmpﬁﬂmcmedthnComPanid
:opmmwy,umemmmmmmmmwmwm
Agteanmﬂobcpufnnnedorcompliedwiﬂ:hySdkr,PMormyoflhc(bmpaﬂmaszhe
msemaybe,mwpﬂortbd:eFth}osin;Dale;md(iﬁ)ﬂqu&omandwamtisof
Scﬁa,PMmd&cCumpmﬁqukﬁnadhﬁsAgmdshaﬂbammﬂwmﬂmandas
uflhedntéoﬂhi:Agreunm:mduofﬁeFmeﬁgmt:wimﬂwsamefomeandcﬁbctn
monglxmsmtmmﬁmmdmanisha&bemmadoonmduofﬁnﬁstmosing
Dete, cxcep? that any such sopr jons and ties that arc given 23 of 2 particular date
andrc!ztesolalytnaparﬁmlardatnorpedodsha!lbememdmeduofmd:dateurpaiod.

’ a.nduth;twhm:the&ﬂmo!obemmdcamd(withomwgaxﬂlomyma!aizlityquaﬁﬁm

madn)wuldw!rmmablybecxpeaedmmgindividngﬂywmmenggxegamin a Material
Adverse Effect an any of the Companica.

{c) mwﬁgaﬁonof&uamdpmmwmmmmmmwions set
forth in Section Z.Matlhnmm(:losingvhanbembjmmﬂwnﬁsfwﬁon.morbafmththn
C!osingDﬂehaemda,ofthec«nﬁﬁmsctfonhhSwﬁmlﬂS(z)mdtboﬁ)nowing
conditions, al! or any of which may be waived, in whole or in pert, by Seller or Parent: (i) Buyer
chal) have completed the formation of Aflantis (or made aliemative arrangements reasonably
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acceptable to Seller for utilization of a substitute segregated cell remsurace facility) and shall
have cifested the remaining transactions required under the AIM Insurance Program, including
funding substantially as sct forth in the AIM Financial Schednle as of the date of the First
Closing; (i) Buyer shall have felly complied with the covenants set forth in Section 5.03(c); (iii)
Buyer shall have lont to Parent the sum of $500,000 in exchange for a promissory note
snbuarmally in the form of Bxhibit A to the Credit Agreement as soon as practicablo to Buyer
afier the date of this Agreement and in any event, o later than 15 Business Days after the date of
this Agreement; (iv) Atlantis (or the substitute segregated cell reinsurance facility) shall not have
any material Liabilitics other than miscellancous immaterial operating expenses and Liabilities
under the Reinsurance Agreoment; (v) Buyer shall deliver to Seller the affidavil required by
Section 5.03(a); and (vi) the representations and warranties of Buyer contained in this Agrecment
shail be true and comrect on and as of date of this Agrecment and as of the First Closing Date with
the same force and effect as thongh all such representations and warranties had been made on and
23 of the First Closing Date, except (bat any such representations and warrantics that are given as
of a particular date and relate solely to a particalar dats or perivd shall be true and correct as of
such dste or period, and axcept where the failurs to be true and correct (without regard to any
maleriality qualifiers therein) would not impair the ability of Buyer to perform its obligations
undsor this Agreement.

2.06 Second Closing. The purchase znd sale of the Shares prysuant to this Agrecraent
{the “Second Closing”) shall occur, following the satisfaction or waiver of all of the conditions
. set forth in Asticle VII, upoa tho carlier of (i) reccipt by Escrow Agent of (x) Bxhibit C to the
Escrow Agreement duly executed by Seller and a notesy, and (y) Exhibit D to the Escrow
Agreament duly oxecuted by Buyes and a notary, and (i) July 31, 2003 (such carlier dale being
the “Second Closing Date™). The Second Closing shall take place at the offices of Alston & Bird
LLP, 90 Park Avenue, New York, New York 10016, at 10:00 am., or at such other time, date
and placs as the partics may agree. Notwithstanding the foregoing, whether or not the Second
Closing occurs, Sellee shall be catitled to rective, and Buyer shall be obligated to deliver to the
Seller no lster than the Second Closing Date or July 31, 2003, whichever is earlier, the Purchase
Price through (A) relesse of ths Letter of Credit and the applicable amount of cash held as
Escrow Property, (B) Buyer's cancellation of the Promissory Note (mcluding Buyer’s retam to
Scller of all Security (as defined in the Credit Agreement) and (C) Buyer’s payment in cash of
- any portion of the Purchase Price not otherwise paid by the release of the Escrow Propesty under
the Escrow Agreement and the cancellation of the Promissory Notc ro later than July 31, 2003,

2.07 Verification of Purchase Price.  In the event the Selier shall be unable for any

reason to delives to Buyer on or before April 1, 2003, the Pinal Balance Shoets, Buyer may clect
fo select, at Seller’s expenss, an aliernative certified poblic accounting firm of its choico (the

“Alternative Auditor’) to examine the books and recotds of the and detemmine, to the
M%WMWM
and binding on the parties. oyt to selest an Alternative Auditor to determing its

mcof&eh@mh&ﬂaﬁa&ﬁﬂmm&wmwpmwmmm

avmlabla totheAkamthmwtall oftbcboolggeco:d’s and other necessary dodnmentation
T A e ey form e

0!
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chal) makee the following deliveries:

()  Selles, Parert and the Conpanics, &S the case may bo, shall defiver 10

Buyer such certificates, docunenis and other cvidence of compliznee with their obligations

hescumder, dated as of the Secoud Closing Date, as Buyer and its counsel may reasonably request
in writing, inchiding:

(@  Cetified copies of resolutions adopted by Seller, Parent and each
of the Companics approving, among other things (X) in tho case of Sclley and Parent, the
exocution of this Agrecmant, the consummmation of the Trapsactionss and the sale, transfer
mdddivuyoftthhmwioBuyapmsuan!wthomandcoudiﬁom of this

- Agreement and (y) in e caso of the Comparges, the cxecution of this Agreement and the
consuromation of e Transactions;

@ Subject % Section 201 and Articlo VII, stock certificates
xepresenﬁngthesmahnbemleasedﬁomthcwnopaﬂymddeﬁvacdwmo
MWAguﬂ.emsﬁmin:gwddoﬁvuy.dn!ymdomdhblmkamaxﬁedby
mckwwcdﬂyw&xwdhblﬁnkmmfmmfamsfu,vdmmreqdﬁhmck
umsl‘«mtsxamwaﬁmdmot,pmmmmsﬂonlm(b),iﬁeqﬁﬁumm
yegmmmvﬂmwtbmdeedbyBuydﬁunmstYoﬂDepmmd
WpﬁwwMSwonddnaiBgSoﬂaMdcﬁvdmﬂmBsmwAguﬁaslock
mﬁﬁcdemmﬁﬁuhmmﬁngmckahnm

(iif) Dty executed officer’s certificates of Seller, Parent and each of
the Companies in s form reasonably satisfactory to Buya sud its connsed;

. ) Cuﬁﬁcemofgoodgmdhgofuchofﬂnmmﬁu.ismedm
moréthanlodays;uiorb&wSemndGo@gDamﬁmnﬂ\cSmaaﬂescfSHcofaﬂ
suminmﬁchmh(bmpanthmﬁﬁedmdobus{nusmdbﬁng-downsthmoﬁdmd
a5 of the Second Closiog Dato;

™ SubjedtnSecﬁmiLOIandAxﬁc!evm,theCmnpaniw'minuw
books(eomnilﬁnsnnofﬁwmdzofmeeﬁngsoﬁhcmddnidm,bom&ofdimdms
andmymmmlﬁedmt},nockoqﬁﬁcamanilsto&rmdboobofmoCMm

(vi) idence of receipt of all Consents identified on Schedule 3.0%;
/

(vi) Truo and comrect copies of the argenizatioal documents of cach
ampmy,caﬁﬁcdbylhnSerxcmofSMGOImeStmochw York in the case
ofwdaconwmy’scuzﬁﬁcaw ofinoorpwﬂiﬂmdbymh(:ompany’s Secyetaty
intheawofuzhCompany‘:bths ’

(vitl) AmyrAafﬁdavi!.dnlyaecnfndmdddmdbyeach
Company atfesting o ‘e accuracy of the statements sct forth in Section 323(®
and corophying with Treasury Regulation Section 1.445-2(c)(3), 10 the foregoing

effect;

-12-
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(ix)  An opinion from each of Selles and Parent’s legal counsel covering
the matters in Exhibits G and H attached hereto, respectively, and otherwise in
form 2ud substance reasonshly satisfactory to Buyer and its conosel; and

(x) Al other documents required by the terms of this Agreement to be
delivered by Seller, Parent and the Companics to Buyer at the Second Closing.

()  Buyer shall deliver to Seller:

(@)  Tho Pirchase Price through (w) the cancellation in full of all the
Promissory Notes held by Buysr and its Affiliates (and providing evidence of such
cancellation to Seller) and deducting any unpaid balance of principal and accrued and
unpaid interest thereon from the Purchase Price, (x) delivery by Bscrow Agent of the
Letter of Credit payable o Seller, (y) returming all Secwity held by Buyer or its Affiliates
to Seiler, and (2) directing the Pscrow Agent to deliver to Seller out of the Bscrow
Property the amount of cash deposited by Buyer into the Bscrow Propesty pursuant to
. Scction 5.03(d) hereof up to the remaining wapaid partion of the Purchaso Price;

(@) Bvidence of cancellation of the Promissory Note hsld by Buyer;
provided, howover, if the Purchase Price is less than $3,500,000, then only to the extent e}
any unpeid balanee of principal and accrued and vapaid interest of such Promissory Note
is applied by Bayer to satisfy its obligation to deliver the Parchase Price;

(i)  An opinion of counse} to Buyer covering the matiers in Bxhibit [
attached hereto and otherwise in form and substance reatonably satisfactary to Seller and
ilsoutsidccmmse_!;
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(iv)  Dualy execoled officer’s catificates of Buyer in a formxmsomb}y .
satisfactory to Seller and its connsel;

(v)  Ceztificatcs of good standing of Buyer, issned no more than 20
days prior to the Scoond Closing Date from the Secretaries of State of all states i which
Buyer is qualified to do business and bring-downs thereof, dated as of the Sccond Closing
Date; and

R TN

Craler oV LW

V) Rmnufu!lSmmty(utha!mnudeﬁnedmdum Credit
Agreement) held by Buyer pursuant to the Credit Agreement.

209 Pxeosy Cash i the Escrow Property. Auny cash held in the Escrow Property after
distribution by the Escrow Agent to Seller to satisfy payment in foll of the Purchase Price shell
be the sole property of Buyer and shall be delivered to Buyer by the Bscrow Agent in accordance
with the Escrow Agreement following the Second Closing Date.
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Representations and Warranties of Seller, Parent and the Companfes R
Scﬂa.Parent,Ralm,WfSandSCNYscvmﬂympmtmdmmtoBuyuas g
follows: 3
: i

3.01  Organization, Stanging and Power. 3

(a) - Ench of the Companges is a corporation, duly incorporated, validly existing
and in good standing suder the Laws of its jurisdiction of incarporation as set forth in Schedule
3.01{z). Each of the Compmaies is duly quatified or censed to do business as a foreipn
corporation and in good standing in each of the jurisdictions in which either the ownership or use
of the properties awned or used by each of them, or the nature of the activities conducted by each
of them requires such qualification, Ecensing or good standing except where the failore to bo so
qualificd, licensed or in good standing could nct reasonably be expected to result, individually o

in the aggrogate, 1 2 Material Advere Effect on any of tho Companies. Scheduls 3.01(a) sote’

forth each jurisdiction inwhid:eachofﬂmCompaniesisdnlquﬁﬁedarmgistemdasafomip
corporation and i good standing.

(b)  Bach of the Companies hes the carporate power and authosily to carry oa
their respective business and to own, lease and operate all of their respective Facilities and assets
now owned, leased or being operated by each of them. .

3.02 Cetificates of Ipcorporation, Bvlaws, ete.  Selfer, Parent and the Companics have
heratofore - defivered or caused to be delivered w0 Buyer complete and comrect copies of the
certificate of incorporation, as amepded, and bylaws, as amended, and copies of the minute books
of each of the Companies, which are and will be current through the Second Closing Date, as
certified by the Companies’ secretaries.

3.03 Authorization Seﬂcr,ParwtandtheOompanicshwcthecmpompawerand
anthority to execute, dcﬁverandpﬂfomthdrobﬁgaﬁmsmdathismentandto
mnsnmm&&chmdiom%cxeqﬁinnanddeﬁvayofﬂﬁsAywmntmdachoﬂﬁc
doannmmmmmqlﬁmdhanby,themnnzﬁmoﬂheﬁmmmm
quozmmbySeﬂu.PmmmdtheComMuofﬂxdzobﬁgaﬁombaumdabawbemMy
amhmizedbyaﬂncmywﬁonmﬂiepmtof&na)mmmatho&mpmﬁe;asﬂm
case may be, IhisAgzwmtudmbofthodocmmandinsmmammquimdhaabyhm
bccn,orwillbe,dn!ynemxtedundddivaedbyScﬂar,PmmdtbcCompani:s,askpplicabla.
and constituts, oxupon!hnexecaﬁonanddcﬁvurymaeofwﬂlconstinm,tbelegnlvnﬁdmd
binding obligations of Seller, Parent and the Companies enforcesble against Sefler, Parcat and
the Conspanies, as the case may be, in accordance with thelr terms,

304 Title o Sharey. Seller is the record holder of, and owns the Shares free and clear
ofanyLims,wﬁdlcomﬁmaﬂofthcimedmdmtﬂmdiucnpimlsmﬁdw&mpania
Upmmemmmamsmwnmazmesmaomommmmm
regtﬂatmywm!isrm&wdbanyuﬁommeNewYorqunnmcmoﬁu:mcaﬁam
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[ S

Second Closing, Buyer wil) acquire good, valid and marketzble title to the Shares free and clear
of any Licns,

amﬂmwwhdorMﬁhuwdmnnmmm&y&cmu*ﬂhx&ﬂth&wﬁmwnrhﬂw
WhaMﬂqﬁdeEﬂmmnanyoﬂbeCompzzie& )

raquimdbexebydonot.andthacoﬂsnnmzﬁonbySeﬂ«,PauumdtheCompmieaofthe

(a) wnﬂktwim.mmhinanymmhlha@mﬁolaﬁmofwma:uid
daﬁnnorlos:ofanybeneﬁumdu.anyComem, Order,cunccsieu,gtml,ﬁnndﬁ:eorlzw,m
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aggregate, in a Material Adverso Bffect on any of the ic3 of matarially impair the ability 3
of Seller, Parent or the Companies to consummate the Transactions.
‘3.09  Consents and A, als: 1 ic e 3.09 setx forth ali Consents, and ,

Seller or Parent prior to the First Closing and which are set forth on the Schedyle 3.09, or
Consents the Jack of which could not reasonably be expected to result, individually or in the
8ggrogats, in 8 Material Adverse Bffect on any of the Companies. Bach of the Companjes and its
tespective directors, officers and employees has obtained alj Consents and have made alj filings
and registrations required for the operation of the Business or required by the nature of the

‘ Consmtxmwhavamademchﬁﬁnguwmgishﬁmwmdmtmauybcwedmresuk,
individuzﬂyorintpeaggmgam. haMﬂaiﬂMvuseEﬁctqnlhopmﬁonoﬂheBmﬁm.

3.10 ized dtal;
Companies and the ownership thereof is 23 follows:

(a) Realm’s avthorized, issned and outstanding capital stock consists solely of
250,w05h2taofcommtmstock,parvahmmpenhm=am, at the Second Closing not more
thaa 250,000 shares of Reatm Shm-cswillbeisuedandouts{mdbg;

(B WTSs mthnﬁzed,iswedandmnstzndi_ngupﬂalﬁod:mmisumldyof
200sbmuofwmnonsb&.mpuvahu,mdatmeswqosingmmmmzwm
utstanding: ’

The anthorized capital stock of the

of WTS Shaxtswﬂlbobwedmdq

{©)  SCNY’s antherized, jssued and outstanding capital stock consists solely of
l.OOOshamsofoonmslouk,ndpzvzlm. udmmsmaodngmmﬂm 1,000
shaxuofS(ZNYShzmwﬂlbcissuedzndomshndins;and .

()  Sellar owns 100% of the Shares. Theszxuhzvebemdu)meﬁmd

.and are validly issued aod outstanding, fally paid sod non-assessable (subject to Section 630 of
lheNeanﬂcBusimCorpmﬁonhw).mdmbjecﬂonoprcmlpﬁveriﬂm(andwmnot
issued in violation of any preezaptive rights). None of the Comwpanies has any Rights issped or
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outstanding with respect to any of its capital stock, and none of the Companies bas made any
coqzmimmtomahorize,ismorsenanyoﬁtsmpitz}s!bckormyxighbrdaﬁngthemw.

. 311 Investments, Except as set forth on Schedule 3.11Q), 2s of December 31, 2002,
none of the Companies owned beneBcially, divectly or indirectly, or had amy conunitmeryt to
purchase, any equity seourities or similar interests of any Person, or any interest in an entity,
partnership or joint venture of any kind. Since December 31, 2002, there have been no changes

312 Personne) and Accounts. Schedule 3,12 sets forth:

()  alist of all banks in which the Companies bave accomnts O maintaim safe -

deposilbcaunndthcmmesofaﬂpmnsaulhoxizedmdmwﬂmrmand/orhaveam
thereto; -

() . mznamcuoraudimcmxsandoﬂicaxofme(:ompaxﬁw;
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prepared in accordance with SAP, each consistently apphied thruugmnt the periods covered
thereby. The Financial Statements and the Anmual Statement fairly present, or will faitly present,
as the case may be, in all material respects as of their respective dates, the consolidated financial

- condition of the Companies and the consolidated résults of operations, retatned carnings and cash
flows of the Companies. The Financial Statements for the period ended December 31, 2002 have
been' prepared by management in accordance with GAAP, and, wherever appropriate, SAP
-consistently applied throughout the periods covesed thereby. Sefler hes reed the Financial
Statements and bas discussed them with management of the Compamies. The Financial
Statements fairty preseat, in all matesial respects as of their respective dates, the fivancial
condition, results of operations, retained eamings and cash flow of the Companies and have been
prepared on the slahdory or GAAP accounting basis, prescribed or permited by the
Superintendent of Inmumnce of the State of New York or the American Institate of Certified
Public Acconntants, 2s applicable, applied on a basis consistent with prior periods, subject, in the
case of maudited Financial Statements, to narmal recnring year-end adjustments (the effect of
which will not, individually or in the 2ggregate, be material in amount or effect) and the absence
of ootes (that, if presented would not differ materially from those included in the audited
Finantia) Statements), .

(©)  Tho total shareholders’ equity of Realm as of Septernber 30, 2002, as
determined in accardsnce with SAP on a basis consistenily applied, is $10,468,538. '

(@  Since September 30, 2002, () there have beem no events, changes or
occurences which have had, ar could reasonsbly be expected to result in, individually or in the
aggregate, a Material Adverse Effect on any of the Companiee except as set forth in the Financial
Statements and as should bs reasonsbly known to Buyer or its Affiliates as a result of actions by
Buyer or its Affliates prior to the date of this Agreement or in connpection with the General
Agency Agreement after the First Closing, and (i) Seller, Parent and (he Companies have not
taken sny action or failed to take any action, which action or failure, if taken afles the date of this
Agreement, wonld represent of could reasonably be capected to result in a malerial breach or
" violation of amy of the covenants and agreements of Seller and Parcat in this Agreement,

. () The reinsurance of Realm identified in the December 31, 2002 SAP
Anpnal Statement of Realm catitles it to the reinsurance coverages and financial collateral
described therein, and refers to reinsumnce, fivancal security and relted” agreements in
documents that are in full force (in accordance with their terms) and binding e3 of the date of this
Agreement and the First Closing and Second Closings.

3.4 Lisbiliies,
(8)  The Companics have no Lisbilitics, except Lisbilitics:

()  edequalely disclosed or reserved ageinst and reflected in the
Financial Statements or as should be reasonably known by Buyer or its Affiliates as a
. tesult of actions by Buyer or its Affiliates prior to the dats of this Agreement or in
connection with the General Agency Agreement after the First Closing
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(i) incarved in the ordinary cowrse of business consistent with past
prectices since September 30, 2002 of as should be reasopably known by Buyer or its
Affiliates as a result of actions by Buywr or its Affilistes prior to the date of this
Agleunanorinwme:ﬁmwithlbeGmalAgumyAgmemmuﬁathAFhaClming;

(iii) incorred in connection with this Agreement or the Transactions; or

(iv)  that are set forth on Schedule 3.14,

(b)  Except as set forth on Schedulo 3.14, since September 30, 2002, pone of
the Cotppanies bas: .

o e M G A v Al . S

()  created or incurred any Lisbility (absolute or contingent), except
ansecured current lisbilities resulting from momey borowed and liabiliies under
contracts entered into in the oxdinary course of business;

PR

Gi) mortgaged, pledged, or subjected to any Lien any of its assels,
tangible or intangible;

(i) discharged or satisfied any Lisn or paid any obligation or Lisbility
(absoluts or coptingent) other than curent tiahilities shown on the Companies’ Financial
Statements (including current instaliments of lopg-term debt), and Taxes and current
liabilities incurred since September 30, 2002 in ths ordinary course of business;

(v) suffered any losses {exciuding any policy claims) or any other
event or condition of any character adverse to its business, of waived aay rights in excesy
of $50,000;

et CE R L e e g e e

.
4

. W made any capital expenditurcs or capital additions or bettermenis
which in the aggregats amount exceeded $50,000;

PP EIE

(i) sold or otherwiss disposed of any of its adeelx, tangible or
hmng'ble.orcamelkdmydebtsotdahmuceptinﬂ)emdimrymofbusinm'

(vit) dedaedorpaid’uydividmds.ormademyotha&mibdonon
orintspwﬁveof.adirectlyorindired!ypmnhzsul, retived, redecied or otberwise
acquiredmyshmnﬁlsupinlmck,qrmademywmnﬁhnmmwimwmm;

(viif) madaorbecmeapz-tymanyConwoxcominnm(omathau
an insurance of reiusurance contract commitment I the crdinary course of business)
wbichinmyoneminvohedanmoumh:cxmofﬁb,ooo:

() issued or sold sny shares of its capital stock;
()  paid or egreed to pay, conditiounally or otherwise, any bomss, extra

wmpmnﬁon,pmsionormmmyaywmyofitspradmfmpmm
stockholders, directors, officers, employees or auy other Person, whether under any

PR TR

-19-
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existing profit sharmg, pension or other plan or otherwise, or increase the rate of
compensation, including salaries, fees, commission rates, bomuses, profit sharimg,
incentive, pepsion, retirement or similar payments being paid at September 30, 2002, to
any of its present or former partoers, stockholders, dircctors, officers, employees or other
Persons other then in the erdinary course of business or as otherwisc permitied in writing

by Buyer;

(xi) become bound by or entered into amy Contract, commitent o
transaction other than in the ordinary course of business, except for the entering into of
this Agreement and the Transactions or as should be rezsomably known by Buyer or its
Affiliates as a result of actions by Buyer or its Affilisics. priot to the date of this
Agreement or in connection with the General Agency Agreement afier the First Closing;
ot

(i) cntered into any commutation, agreement or mzngcmuit that
mategially altered or affected the insurance coverages, premiums end reimsurance
coverages affecting Realm as described in the reinsurance and premium documents.

3.15 Absence of Certain Changes. Since September 30, 2002, tho Companies, taken
25 a whole, have conducted the Business in the ordinary and usual course, consistent with past
pm:ﬁee.md!hﬂ'ehasnoibeenmycvenLocmnmce,devdomentormaofdmmmﬁor
fiacts ofher than matters arising salely by reason of the subject matter of this Agreement thas has
had or could zeasonzably be expected 1o constitute or result, individually or in the aggregate, in 2
Material Adverse Effect on (ke Companies or except as should be reasonably known by Buyer or
its Affiliates as a result of ections by Buyer or jts Affilistes prior to the date of this Agrocment
in conmection with the General Agency Agreement after the First Closing.

3.16 Litigation Exccpt as_set forth on Scheduls 3.16, there is no actian, suit,
investigation, arbitration or procesding (whether criminal or civil) pending or, to the Knowledge
o_fScllcx,Pmtmtthompnﬁes,WagniustmyofﬂnCompmﬁwmmsBusmﬁs,by

or before any Governmental Authority {excluding claims, actions, suits or pmceuimp nvolving -

poﬁcyhomasinmxdmcﬁmmcmofthei:polﬁcs,olhulhmBCOMLMbad faith
claims),

317 Compliance with Laws, . -

(8) To the belief of Seller, Parent or the Companies, each of the Companies is
in compliance with all Laws spplicable thereto or to the employees conducting the Busioess,
except where failure to comply could not reasonably be expectzd 10 have, individually ot in the
aggregate, 8 Material Advesso Effect on any of the Companies. Except a8 set forth on Schedule
3.17(a), to the Knowledge of Seller, Parent, or the Conapanies, no Company has received, since
December 31, 1999, any notificstion or commumication from ey Governmental Autharity in
writing:

()  ssscrting that it or any of its directors, offictrs, shareholders,
employees, ageuts, Affiliates or representatives is not i compliance with any Laws; or

f]
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(i)  threatening to revoke any Consent (nor, to the Knowledge of Seller
or Parent do any grounds for such revocation exist).

(b)  Excecptas set forth on Scheduls 3.17(b), cone of the Companies is subject
fo axty cease-md-desist or otber order issued by, or a party to any wrilen agrecment, consent
agrecment or memorandum of understanding with, or a party to any commitment letter or sivilay
endertaking to, or subject to any written order or directive by, or a recipient of any supervisory
Jester from, or has adopted any reschitions at the request of any Govermguentz! Authority or been
advised since December 31, 1999 by any Governmental Anthority that it is issuing or requesting
any such order, agieement or other action thet conld reasopsbly be cxpected to result,
individually or in the aggregate, in 2 Material Adverse Bffect on the Companics.

()  Reslm bas received, reported and maintained all items of income and
expensc and all assets and liabilities, including but not limited 16 all investments, prexdums
| received, capital, surplus, reserves, admitted asscts and nop-admitied assets, in compliance with
the statutory requireruents on legal investments and SAP as have boen in force in the jurisdictions
i which Realm is engaged in the Business or otherwisc required to comply with Laws.

. 318 Labor Matters. Nouno of the Compauies is a party to any labor egreement with any
Iabor organization, group o associstion with respect to its employees. To the Kmowledge of the
Scller, Parent, or the Cowpanies, noue of tho Companies has experienced any attempt by
organizod labor or its represcatatives to maks it confem to demands of organized labor relating
to its employees or to enter futo a binding agroement with organized Jabor that would cover siich
Companies. To the Knowledgs of the Seller, Parent or the Compandes, there is no unfair labor
practice charge or complaint against any of the Companics pending before the National Labor
Relations Board or any other Governmental Authority erising ont of any of the Business, there is
no labor strike or labor disturbance pending or threatrned against any of the Companies nor is
auy grievance in writing cuavently being asserted, and none of the Companies has experienced a
material work stoppage or other material labor difficulty.

319 Intellcciual Property. Except 21 set forth in Schedule 3.19, the Companies cither
have all right, title and interest @, or 2 valid and binding Hicense to use all Intellectual Propeaty.
Except as set forth in Schedule 3.19, there e no actions or proceedings pending or, to the
Knowledge of Seller, Parent or the Companies threatened that challenge the rights of any of the
Companies to use the Fntellectual Propesty, and neither Selfer, Parent ror any of the Companies
has Knowledge of any Person infringing on tha Iollecfus) Property. Except as set forth on
Schedule 3.19, oeither Seller nor Parent has Knowledge that any of the Companies is infringing
on any rights of any Person under any patent, trademark, trads pame, service mark or copyright.

3.20 NoBrokers. Neither Selier, Parent nor any Affiliate of Seller or Pasent (inchuding,
without fimitation, any of the Companica) has entered into, or will enter into, eny Contract with
any Person which will result in the obligation of any of the Companies or Bayer to pay any
finder’s fes, brakerage commiesion or similar payment in connection with the Transactions.

3.21 No Other Agreements to Soll. Neither Seller nor Parent has any legal obligation,
absolute or contingent, 10 any person or entity other than Buyer to sed] any of the Shares, to effect
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any merger, consolidstion or othet rearganization of any of the Coropanics or to eater into anmy
agrecment with respect to any sale of capital stock of the Companies or mergez, cousolidation or
other redrganization of sny of the Companies. Nons of Seller, Parent or the Companics, has
madcawmmman,tosdlurnnsferanypanofthoassas of any of ths Corpanies other than
in the ordinary course of its business and except for the Transsctions.

322 Eomployes Benefit Plans.

(a)  Schedule 3.22(a) sets forth all bonus, pension, profit sharing, deferred
compeasation, incentive compensation, stock ownership, stock purchase, stock option, phantom
stock, rctirement, vacation, severauce pay, mnemployment benefits, death benefits,
hospitalization, insurance or other similar plan or arrangement or understanding entered into,
maintained or sponsored by Seller, Parent or any of their Affilistes (each such plan,
or nnderstanding as set forth on Schedele 3.22(a) referred to a3 2 “Parent Plan™ and, collectively,
the “Parent Plans”) providing benefits to any presenf or former employes, consultant or
independent contractor of the Companies, or any beseficiary or dependent thereof, and, except as
set forth in Schedule 3.22(a), none of the Companies sponsors, maintains or has entered into any
such plan, amang t or und ding (2 “Company Plan”) which, absent an overt act to

terminate its existence, would continue as such afler the transfes of the Shares to Buyer. Nane of

the Compenics is or has been party to 3 collsctive bergaining agreement  Except as set forth in
Schedulo 3.22(a), to the Xnowledge of Seller ths Parent Plans have been maintained in all
material respects in accordance with their respective material terms and conditions and in
accordance with all provisions of applicable law, including RRISA. Al material contributions
requircd to be mads by any of the Companics ko ey Parent Plan by applicable law or regulation
or by any plan or document or other contractual undertaking, and all premiums duo or payable
with respect to the insurance policies finding any Parent Plan, for any period through the date
hereof, have boen timely made and pzid in fulf or, to the extent not required to be made or paid

on or before the date hereof, have been fully refiected on the Financial Statements or disclosed

on Scheduls 3.22(s). Except a3 set forth on Schedule 3.22(a) or as reflected in the Financial
Statements, none of the Companits has nor will have mny cbligation or bability arising for amy
periods ending on, prior to or after the First Closing Date in conuection with any Parent Plan. -

() None of the Companies nor auy ber of their “Controlled Group”
(defined as any orgenization which is a member of a controlled gronp of organizations within the
meaning of Code sections 414(b), (c), (m) or (o)) has any Eebility or contdbutes (or hos af any
time contributed or bad an obligation to contributs) to any multi-employer plan (within the
meaning of FRISA section 4001(a}(3)). -

(¢)  No, actions, suits or claims (other than routine claims for benofits in the
ordinary course) are pending or to the Knowledge of Seller, Patent and the Companics
threatened; and to the Knowledge of Seller, Parent and the Companies no facls or circumstances
exist that could give rise to any such actions, sults or claims, that could reasonably be expected to
result in anymmmalﬁabxhtybemgunposadonmyofmeCmnpmamwmmmmdr
participation in any Parent Plan prior to the First Closing Dats.
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(&)  No plan exists that could fesult in the payment to any present or former
cmployee of any of the Companies of any mongy or other property or accelerate or provide any
other rights of benefits to any present or former crployte of any of the Companics s a result of
the Transactions, whether or not such payment would costitute a parachote paymeot within the
meaning of Code section 280G, and no Parent Plaa will incur any lizbility for severance or

similar benefits solely as 3 result of the Transactions (hat has not been disclosed on Schedule

3.22(a) or roflected in the. Financial Statements. .

323 Tax Malters.

(a)  Eech Company has duly and timely filed all material Tax Retuns required
1o be filed by it, inchuding sl material federal, state, Jocal and foreign Tax Returns for tax periods
ending on or grior to the Second Closing Date. All such Tax Retums were correct and complete
in all matedial respects. No written claim has ever been made by my suthosity in a jerisdiction

where any Company files 2 Tax Return that any Company is or may be subject Io taxation or

* additional taxation by that jurisdiction. Bach Company has paid in full all Taxes shown on a Tax

Return before soch payment became delinquent cxcept for delinquent Taxes which are
iromaterial and, at the time they becoms delinguent, were upknown to Seller, Parent and the
Companics. .

(®) A_udi!ﬁm.wnhxwpmmﬂlpaiodsmtbmedbylhzmof
Iimitaﬁom,(i)noCompmy!mcxeouted mymivaorenmionofmymnnooﬂkninﬁouon
the assessment ot collection of eny Tax or with respect to any Hability arising thezefrom, oxcept
zssetloﬂhinSchadnhS.B(b);(ii)theszRmofthompznyhzvenmbeensndimd
by any taxing authority nor is apy such audit, inquiry, investigetion of examination in process,
pmd‘mgor,toanyo(ﬂnCompaniw'mﬂ:aSene(sme!edsn,dnwmed(whethuinwﬁﬁng
mornﬂy,fomaﬂyorinﬂxmﬂlﬁrda&ngmmyotmzcmmiu’hkam;ﬁﬁ)m
deficicncies exist or have been assested (whether in writing er orally, formally or informally) ot
are expecied 1o be asserted with respect to any Taxes of any of the Companies; (iv) none of the
Combmianortcheﬂahasmecivednoﬁcc(wh»ﬁminwri&zgcronﬂy, formally of
infommy)nmdoesanyofthunupmwmcdwmﬁceﬂn!myof&oCmpmishnsmmd

aTnR:mmmpaidTnammﬁxedtoboﬁledmpaidbyix;(v)mneoftthompmﬁdnmm o

Seller is a party to any action o e for essessment of collection of Taxes, nor has oy
mnhevunbemasaMdm,weithaCumpmim'aSenn’smebdgntmuMed(thin
w:iﬁngororaﬂy,fumallyu:infomal!y)agah;stmyoftheComtdsormyoﬁt:am&;and
(vi)ummmchhmwkichhxnbmm,wthexmwledsaomdh,mzybeammm:ﬁns
wmyTnRemofﬂdekrmanyAﬂiﬁmofScnuwﬁchifdduminedeouu
rmkhﬂnmﬁmhymyGovummnlmWyofmyTaxdsﬁcimyasﬁﬂmy

: {c) M.hpzﬁaﬂz.mdwimhmymmﬁmiﬁngm
foregoing, nons of te Companies’ Tax Returns contains any position that js or would be subject
mpmalﬁesmdusuﬁonMOImeCode(takhgdisdosmhmawmmt)oranycwmponding
provision of state, local, or foreign tax law. |
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{d)  Section 168(f). No Companyisor will be required to treat any of jts assets
a8 owned by another Person pursuant to the provisions of Section 168(f) (safe hatbor feasing
provizions) of the Codo.

(e)  Powe of Attomgy. No power of atiomey has been granted by~any of the -
Companies with respect to any matter relating to any Taxes or Tax Retarns that is currently in
force.

() Dayment of Withheld Taxes an Behalf of Third Paptizs. Fach Company
has withheld and paid all material Taxes required to have been withheld with amounts paid or
owing to any employco, independent contractor, creditor, stockholder or other third party.

(g}  Encumbrances. There are no security intezests on any of the Compantes’ 3
assets that aross in comnection with ay faitore (or alleged failare) to pay any Taxes. The ;
Companies' assets are pot subject 10 any lien in favor of the United States or any state or locality
pursuant to.any provision of law under which transfexes liability might be imposed upon each of
the Companies.

()  Consolidated Group. Eotcept as set forth in Schedule 3.23(h), no Company
has ever been 2 member of an affiliated group, consolideted, combined or unjtary group of

ERL PN R TN 5 RS F TIE O R S AR Y

corpumﬁnmﬁntgmomwmyﬁmﬂnmupdaﬂnedmduloc@sta!nmfmjphxlaw. ;
() Tax Shering or Allocation Asreemepts. Except as set forth in Schedule
3.23(1), no Company is a party to ot bound by any tax indexnity, tax sharing, of tax allocation ‘;5
agrooment, and has oot assumed the lisbility of any other person undee contract. . 2
-
. " Tax Electiong. To the Knowledge of Parent, Seller or the Companies, all '3
material elections with respect to Taxes of the Companies as of the date hereof are set forth n ®
Schedule 3.23(). Afier the date hereof, no election with respect 1o Companies Taxes shall be
made without the writtens consent of Buyer. ;«;
(&)  Security for Tax Exempt Obligstions. Nome of the assets of the "
Companics directly or indirectly secures any debt the interest on which is tax exempt under ‘
section 103(a) of the Coda, . :
‘(D Tax Exewpt Use Proparty. Nons of the asscets of the Companies is “tax- #
exempt use propexty” within the meaning of section 168(h) of the Code..
(m) Parachste Paymemt. No Compamy is 2 party to auy contract that has

mncdorwddml(upmﬁyuinmewhm”mmdmy“mpm
payments” within the meaning of Section 280G of the Code or any similar provision of foreign,
state, or lacal law.

{n)  Section 34|(f) Consent. No Company has filed a consent pursuant to the
collepsible corporation provixions of section 341(f) of tho Code (or any comresponding provision
of stats, local, or foreign tax law), or agreed to have sach section (or comesponding provision)
apply to any disposition of any asset owned by it. '
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(o} . Intemational Boycolt No Company hes participated in an interpational
boyeoﬂasdaﬁnedinSecﬁonMoﬂheCude.
(p)  Adivstments Under Section 481. No Company has agreed to, por i

" required to make, any adjusunent andes section 481(a) of the Code by reason of 2 change in
accounting method of otherwise.

(@ FIRPTA. No Company bas been 3 “United States real property holding
corporation™ within the rmeaning of Section 897(c)(2) of the Code during the applicable period
specified in Section 89X INAXG) of the Codo. Seller will bavs cach of the Companies
execnte and deliver to Buyer at or ppon the First Closing a staiement, complying with Treaswry
Regulation Section 1.1445-2c)(3), to the foregoing effect.

924 Scverange Arrangements. Except as disclosed on Schedule 3.24, nome of the
Companies has enfered into of is obligated under any severance, employment, change of control
or similar azrangement in respect of any present ot former personnel (hat will result in any
obligation (sbsolute of contingent) after the First Closing Date to msake any payment 10 sy
present of former personpel following \crmination of employment or as a sesult of 8 change in
control of any of the Compaics.

125 Jusugance, Except as ot forth on Schedule 3.25, the Companies maintain
inmmepoﬁdﬂwhiahmhmoummdchaada.hclndingwim:espectwdmpaﬂsm
hazards covered thereby, mbm:ﬁallysinﬁhrmthnmniadbywﬁﬁss engaged in similar
bmw,mmhg&woﬂmdoﬁmmﬁceptwmdnfaﬂmmmﬁnﬁnwch
innnwwoddndrmnﬂybcaﬂhmlth.inﬁkuﬂyorinumaggn@m
jal Adversc Bffect.

326 Disclosure. No representation of wanranty of Seller, Parent or the Companies, a3
the case may be, contained in this Agreement and the accomparrying Schedules contain or will

mminmmmmofanﬁuinlfndmomitorwillomi“ostztuamamialfact'

Wmmmm«mmwmmmmawnmwm.

ARTICLE IV
Representations and Warrapties of Buyex

Buyammmdmkadhuﬂquﬂhar

401 Comopte Existence and Power, Buyer is 3 corporation duly organized, validly
cxisﬁnsmdingoodmndinsnndamhhmofmsmdﬁeotginmdhuﬂlpowm and all
matuiulconsansrequi!edwwryonibbnmasnowmdwed.

402 Authorizatiog. Theexecmion,deﬁvnymdpufmmmceofmiswmmtand
cach of the documents and instruments required bereby, the consummation of the Transactions
mdthepufommuebynuyuofhsobﬁgnﬁumhamdﬂmvmhinwuommdhaw
bemdu!ywthoxiudbyxﬂnecesuywﬁmonmnpntofm. ‘n:isAyem\aﬂmdw:hot‘

-25
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the documents and instrumests required hereby have been, or will bs, duly executed and
delivered by Buyer and constitute, or upon the execution and delivery thereof will constitute, the

+ legal, valid and binding obligations of Buyer, enforceable against Buyer in accordance with their
terms. :

4.03 No Conflict ot Violution. Except as set forth an Schedule 4.03, the execution and
delivery of this Agrecment and each of the dociments and instmments required hereby of Buyer
do not, and the consummation of the Transactions, and compliance with the terms hereof, will
not:

(a)  conflict with, or result in any material breach or violaton of or materia)
defanlt or lnss of any benefit wnder, any Consent, Order, concession, grant, franchise or Law, to
whtich Buyer is a party or to which Buyer is subject which, in each case, would prevent Buyer
from performing its obligations under this Agreement and consunmating the Transactions;

(b)  conflict with, or result in 2 material breach or violation of, or a material
defanlt or loss of any benefit under, or accelerate the performance required by, the terms of any
Material Contract or Order to which Buyer s a party or to which agy of its propertics are subject,
or constitute a default or loss of amy right thereunder or an cvent which, with or without the lapse
of time or notice, might result in a default or loss of any right therennder or the creation of any
Licn upan any of the assety ar properties of Buyer which, in each case, would prevent Buyer fram
. performing its obligations under this Agreament or consummuating the transaction; ar

(c) resall in any tenmination, suspmnon. revocation, mmpairment, forfeitare or
non-rencwal of amy Cousent except for amy such termminations, suspensions, revocations,
impairments, forfeitares or non-renewals of any Consents which, in each case, would oot provent

Buyer from performing its obligations under this Agreerent or consummating the Transactions.
4.04 Congents and Approvels Except as sef forth on Schedule 4,04, no Consent or

decloration, filing or registration with, any Govemmental Authority, of any other Person is
required 1o be mmade or obteined by Buyer in comnection with the execution, delivery and
performance of this Agreement and the consummaticn of the Transactions, except for such
Consents 25 have been or will be obtained by Bayec pricr to the Second Closing.

405 Litigation Except with respect to litigation in which Buyer and Sefler or their
respective Affiliates are parties, there is no action, snil, investigation or proceeding pending
against, of to tho Knowledgs of Buyer, hreatenod against, Bayer or any of its properties or assets
or any directot, officer of employee of Buyer (in lis or her capacity as such) which in any mammer
challwgu,qucsﬁmxﬂxevahdﬂyoform&:bpxm&ahcmmhmaﬂyddzyﬂr
‘Transactions.

406 Iuvestment Represontutions. Buyer is acquiring the Shares for its own account for
mthmcn!anind!mdnvwwtotbenkotdnkﬂmhanthueofnrwmxmypmmtmnonof
selling or distributing any thereof. Buyer represents and warrants that (@) it is an “accredited
investor” as that term is defined in Rulo 501 of Regolation D prowmulgsted under the Securitics
Aaatl933,asmendad(ﬁn“SemnuAdj,(n)nh-dwreqmdkhowledgcandcxpm
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and not with a view to their distribution within the meaning of Section 2(a)(11) of the Securitics
Act in mynwnneﬂb:twouldbeinviolaﬁonof!beSecmiﬁuAa,(v)uoftheFustClosing
Daxe,ithasbemgive:}theoppmnnkymaﬂ(qnaﬁwmoﬁmdmcciveanswm&om,mchof

bas relied solely wpon the representations, warranties, covepants, agreements and
aclmowledgements of Seller, Parent and the Companies in this Agrecment. Buyz understands
and acknowledges that the Shares are pot registered uoder the Securities Act of 1933, 2s amended
(the “Securities Act™), and will not be transferable, except:

(a)  portuastio ap effective regisiration statement under the Sccurities Act;
()  pursuantto Rule 144 or any successor rule under the Securities Act;

(¢)  purment to 8 no-action lettar issued by the Seourities and Exchange
Commissiantntbceﬁ'ectﬂntapmposodumsfuoflbe&mmybemdaﬁthwtmgisuaﬁm

@ mmoyinionofoomsdkmwledgnblcinseaniﬁeshwmmwtbe
eﬂ'eouhanhcpmpomuwismqnpt from registration or qualification under the Seourities
Act and relevant stale securities laws.

4.07 No Brokemy. thbaBnyunoranyMﬁlimcofButhzemaedinto,awiﬂ
ester into, any Contract with anry Person which will result in the obligation of Seller, &ither of the
Companica, or Buyer to pay any finder’s fee, brokerage commission or similar payment in
connection with the Traasactions,

R 4.08 Reipsarence Submissions. AllsnhmiwinnsmadamkdnsnmsbyBuqud
Reinsurers® rcspomulolemusubnﬁtmdbyBuyumammhaﬂmatuidmspm

X 4.09 Marketing Anthority, Buyer, either by itsclf or through Lcensees duly licensed in
Mappﬁcaﬂeﬂﬂaﬂww&ﬂzhmmwwbhmamy
withhddwddmd,hsbmmdnha!lbednlqu}iﬁedbm!mtmyimmmbounﬂmkm
to tho General Agency Agreement, . .

4.10 Uso of Reabm’s Pablighed Rajes. All insorance bound by Buyer pusportedly on
behalfofkeahpdwm&aamﬁmoflhixwmbmukculm'spnblisbedmox
sfmllboadjustedmoknlm'spebﬁabedmubcﬁnl{nhniaobﬁgatedbbhdinawoxﬂmwith
Secﬁonz.(_)du)oﬂhisAsxeemm

4.11  Jurjsdictiony. Asofﬂreuemﬁonof!hisAgeqnem,Buyuhaspmpcﬂedtobbd
coverzge on behalf of Reatm only fa thase jurisdictions set forth on Schedule 4.11.

.27-
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4.12 - No Reported Claimg. ToBuyusmeledgcaasmdxcatedonzllchxmsmpom
matBuyqucqmandmﬁnmmomndpMyadmmhtor Crawford & Company,
wnthm]dnysoftheda:oofﬂnsAgrmuumdnomtbanadayamormtheFmClosmg
Date, there have not been any claims i amotmis that prevent the attachmont and effectivensss of
2ll reimsurance with respect to the AIM Insurance Program as determined to the satisfaction of
the excess reinsurers of Realm. F

4.13  PEO Releasts  Releases relating o any clzims by PEOs ffom the issnance of
disputed certificstes pricr to the First Closing Date to be obtained from all of the PEOs set forth
on Schedule 4.13 prior to the First Closing, collectively represent releases from all PEOs
purportedly baund or whose clients were purpartedly bound by AIM on behalf of Realm, _ . = . -

414 Disclosme. Nore;nmxaﬁonorwnmyof&xyummaimdinmbAgmcmm
and the accompanying Schedules contains or will contain any untrue statement of 2 material fact
of omils or will omit o state a material [actneceswymoxdato make the statements contained

herein or therein not misleading,

435 ADM Fipancial Schedyc. The projoctions in the ATM Financial Schedule (a) arc
in the good faith belief of Buyer reasonably achievable a3 of the date hereof and (b) have bccn

prepared in good faith ban'yu'

4.16 Atlaptis. Asof&eF’mClongaze,Aﬂamndoamthaveanymmul
Liabilities other than oxiscelianeous immaterial operating expenses and Livbilities under the
Reinsurance Agreement.

4.17 Glastonbaxy. The offer and sale of securities of Glastonbury in commection with
the AIM bwmnehogmcomphw.orwﬂlwmpl‘y in all mateial respects with all applicable
federal and state secarities taws.
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5.01 M Ci and

(2)  Reasonable Best Efforts, Purtber Assursmces. Subject to the terms and
cmdiﬁomofthisAMthapmﬁudmﬂud:mlhmewbmcﬁ'msbtakqm
cmmhbe!aha;anaﬂbmammda,wmchbedmgal!mmymymdmablab
consommats the Transactions. The partics hereto agree to exccute and deliver promptly such
other documents, certificates, agreaments, nstnaments, indentores, morigages and other writings
(mdndinganyamaﬂmummmpplunmuthm)nmxybc msonablynmaxyordmable
moxdutocmmnnmmdnhmm.

()  Cetain Plings. In addition 1o the roquirements of Section 5.01(g) hereof,
the parties hereto shall cooperate with one another in good fiith:

LS PN DT s SRR ?
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(9] inddemmingwhethcrmyzcﬁonbyorinmspadof,orﬂﬁng
with, any Govermmeatal Authority i3 required, or any Consent ts rzqmmd in commection
with the consummation of tho Transactions; .

(i) mlahngsuchacbonsormakmganymchﬁllngx.ﬁ:mshng
information required in commection therewith and seeking timely to obtzin any such
Consents; and

(i) in connection with obtaining on or before the First Closing the
Consents required from partics to any of the Companies’ leases and other conlracts,
licenses, certificates and approvals described in the Schedules,

(¢}  Public Amouncements. Immediately following the First Closing Date, the
parties hereto shall cooperate 10 jointly issue a press release or similer public announcement that
is mutnally agreeablo to all partics and that anno the tion of this Apgreement and any
other matters the partics mufually agree npon.  Prior to issuing eny press release or similar
anmouncement to the public, the partics shall provide the other parties hereto with the form and
substance of such press ralease or similar anmouncement to the public.

(&  Notificetiops. Thcpaxﬂethcraoshaﬂpmmpﬂynoufyeachothuofzny
material communications ar other materiat comaciswm: sny Governmental Authority pertaining
1o the Companies or Buyer or its Affillates.

(¢)  Form A Hearing. Schlez, Parent, the Companies and their Affiiates shall
cooperate with Buyer in good fith in connection with any Ferm A bearing in the State of New
York rolating to the transfer of any of the Shares and shall confirm that cortain PEO coverages
wers bound by Realm at the First Closing; provided, however, no party shell be required to
disavow its position regarding any event that occurred priof fo the execution of this Agreement.

()  Esumncoe of Master Policies. I noccssary, the partics shall cooperate in
good faith 1o allow Realm to issuo master insurance policics under the AIM Insarance Program
promptly following the First Closing, which masier insurance policies shall be replaced by
individual policies within 50 days of the date hereof; provided, however, (hat Realm shall not be
required to underwrite any individual risk that is outsids of the Guidelines. .

(&) Cooperstion in State Procccdines. The partics shall cooperate in good
faith (i) to secare any required approval of the New York Department of Insurance (or simdlar
regulatory egecy) and of every jurisdiction set forth on Sclredate 5.01(2), () in ths event such
appmvdwnntobmmed,bmplywsﬂzwhntcvamdanmulbymeNquorkaw
of Insuranca or any jurisdiction set forth on Schedulc 5.01(g), and (1) to request a waiver of any
mnomplawdonwwphwdbymmnpamdlyonbehm‘ctkahnmmym
jurisdiction and shall confirm that PEO coverages wero bound by Reaim ot the Fimst Closing;
provided, kowevez, no party shall be required to disavow xtsposxhnnregmdmgaﬂyevmuhl
occurred prior to the cxecation of this Agreement.

< 29-
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(b)  Schedules No later than seven Business Days afier the date of this
Agreement, Scller, Parent and the Companies shall deliver to Buyer complete and accurate
Schedules with copics of el matesial documents listed in sach Schedules (as reasonsbly
requested by Buycr), and the inforration teflested in such Schodules shall be satisfactory in all
material respects to Buyer and Seller. No later than scven Business Days after the dste of this
Agreement, Buyer shall deliver to Seller complete and accurate Schedules with copies of all
material documents fisted in such Schedules (as reasonably requested by Seller), and the
information reflected i such Schedules shall be satistactory in all material respects to Seller and
Buyer, Information reflected in Schedules provided by Buyer, Parent, Seller and the Companics
shall pestain only to events, faults or circumstances that have occrered prior to or on the date of
this Agreement. 1f Buyer, Seller, Parent and the Companies fuil to deliver any Schedule required
to be dehvered pursuant 1o this Agreement within the pesiod set forth in this Section 5.01(h),
such Schedule shall be deemed 1o state “none.

0] Each party agrees to give the other panty nntice s soon as practicable afier
any deterznination by it of any fact or occumence redating to the other party which it has discovered
through the course of itg mvestigation and which represents in the case of Sefley, Parent and Buyer,
a material breach of any representation, warranty, covenant or agreament of the other paty and, in
the case of the Companies, which has had or could 1casonably be expeeted to result, individually or
in the aggregats, m a Material Adverse Effect on tho Companies; provided, bowever, that the fhilure
to give such notice shall not give rise to any Liability against the discovering paty by zuy other
party or otherwise affect the represeatations, wanmmtics, covenants or agreements of any party set
forth herein (or the rights and remedies of the discovesing party in the event of a breach dmwi)or
ety of the other terms and conditions of this Agrccment.

i)  Pach party howio, and Atlants Insursiice Marketing, Inc., agrees that the
terms of the Credit Agreement shall remain the same except as amended by this Agreement with
respect to the timing and arnount of loan paymesnt.

502 Covenmnts of Sefler, Parent aue the Companies
(@  Employee Relations and Benefits,

: . (®  NoTepminatign of Egployees. Prior to the Second Closing Date,
except with the consent of Buyer, the Companies shall not, and neither Seller nor Parent
sbaﬂukamyachontomﬂzsCmnpamulolmmﬂcthcempbym:ﬂofany
emplvymothu'thanmtheaﬁnzywmcofbmm

) mmm&m Bxocpt a3 expressly sct forth in this

Section 5.02(s)(i0), the Companies shall ceaso to bs paticipating employers inder the
- Parent Plans, and employees of the Companies shall cesse their active participation in the
Parent Plaus, 0o Jater than the date of the transfer of Shares to Buyer and coverage nnder
the Parent Plans shail continus to be provided to employees of the Companies until such
datc as employees of the Companles ceass their active pasticipation in the Parent Plans
under the samo terms and conditions as provided under the Parent Plans immedistely
before tbe First Closing Data. Seller sball be responsible and lieble for all Lishilities and

DN
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obligations in connection with the cmployment (or teymination of employment) of the
employees of the Companies occurring prior to the First Closing Date; provided,
however, Seller shall not be responsible and lisble for any Liabilities and obligations in
* comnection with the employment {(or termination of employment) of the employees of the
_ Companies occursing on or after the First Closing Date.

(b))  Non-Solicitatiog of Bmplovees. For a period of two years from the dats of
the transfer to Buyer of the Shares, none of Seller, Parent or their Affiliates shall directly or
indirectly solicit for exaployment or employ, any employee of the Companies and, afier the
Second Closing Date, amry employee of any Affifistes of tho Companies; provided, however,

0] that the foregoing restriction shall not apply to the solicitation or

hiring of any employee who is not, at the time of soficitation, employed by the Companies.

or any of their Affiliates; and

(i) that the foregoing restriction shall not precjnde Seller, Parent or
any of their Affiliates from employing any such employee who seeks employment with
Selleror any of its Affiliates in response o any general advertisement.

(¢) Non-Solicitation of Customers, For a period of two years fiom the date of
ths transfey to Buyer of the Shares, Seller and Parent shall not, and shall use their respective best
efforts to cnsure that their Affiliates do nol, directly or indirectly, with respect to the Business to
be conducted under the ADM Insurance Program:

@) solicit PEO cﬁslomen of, or vendors 1o, the Companies or any of
- their Affiliates who are PEO customers or vendors of the Companies on fhe Second
Closing Date; or ’ :

(i)  take any action which could reasonably be expected to result in the
withdrewal, from the AIM Insurance Program, of any of Seller’s or its Affiliates® PEO
customers or vendors with respect to the policics and programs arising in connection with
the AIM Insurance Program provided, howeves, that following the issuance of coverage
by Realm, Realm may taks commercinily reasonable steps: (i) i respect of any such
customer ar vendor to address breaches or defaulls in its obligations to Realm? (ji) to

respend to material changes in the quality or natare of any risk for which coverage has

been, or is sought to be, bound; and (iii) fo respond to material dovelopments in the
regulatory environment, the finaucial condition of Realm or tho gencral cconomic
eaviramoent.

(&) No Rights Confored on Employees. Nothing berein, exprossed or
implicd, shall confer upon sny employes ar former employee of Seler, Parent, the Companies, or
any of their Affiliatcs, any rights or remcdies mcluding, without limitation, soy right to
employment or continned employment for any specified period of any nature or kind whatsoever,
under or by reason of this Agreement.

.3).
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(¢ Nams After the Second Closing Date, Seller and Parent shall not, and
chall nso their respective best efforts to canse i Affiliates not to, ust comumercially or operate
any business qader the name Realm of Realm National without the priot written consent of

Buyes {cxcept for the run-off of existing Subsidiaries).

® M‘Sdhmdkulm:hnﬂmaimahmﬂmesmdosthalc.
thcingmnwdminthecﬁWBJSintbemmmt;withthcexpinﬁondmwandtha
deduct?clminplacemofﬂwdateoiﬁﬁs,«gwnent

L [¢3) Conguct of Buginess. Prionoﬂmwlicroftbem!mcoﬂhcsmrsﬁom
the Bscrow Propesty (cither -on -or after the Second Closing Date) of the termination of this
greement pursuant 10 the terms hercof, except 23 contemnplated. hereby, unjess the prior written
onscntofBuyurisobhined.tthumpaniu 204 Selter and sznwillmetheinapecﬁve
cﬂ'onswmnsclhn(:ampmiw m.eond\mtchusinesonlyinthe Jinary course of business:
ifically excluding 20y sight to declare and pay dividends in respect of the Companics, and

agonts, brokszs, custowmners, suppliers, employres 2nd other Peasons having
and the Companics with respect i the Business. Bxcept 28 otherwise expressly provided in this
Ageunmt.withw!ﬂwpﬂotwriﬂmwnsunoiﬂvuya.yﬂmto the carlier of tho reicase of the
Shares from the Esctow Propesty (either on of after the Secopd Closing Date) or termination of
misAgzeemmﬁmcCumpuﬁﬂshaHmLmdSenuandesbaﬂmundshaﬂusemdr

mpecﬁvebstcﬁolbwwmﬂncompmiesmlm:
) G . pmﬁno;temﬁnm“faﬂwm,myMawialCmm.othu
mminmsadi:wymofbuinwmcomismmwithpastpncﬁm,mmo&fyinmy
mamialmmnumquialConmct.uwp&axmaybemqﬁndbyAppﬁcwlelm
@ mm&spmoﬁm‘mignmnnowmumwaﬁsevdm
anyasset!hzlisnsedorlobemedhlﬂmBusines,othumauacqnisiﬁons.

yespest o
orl_ien:intheoxdixmywmcofthnbminssand

dispositions, leases, assigmuents
gmsistmiwiﬂlpaspmcﬁec;
(iif) vuske any cxpi!alcxpmdimbyanyoﬂhecmmbinumspf
m,mmmnymmwmymhmducmpmahaw
!thmnpmiagnarmMmyindebwm of any other Person o have the Companies
nmhmymioncfaodi!tomyoﬂml’erm X B
v mzbmymtuialchangetoﬁwﬁnmﬂ.nx.wounﬁng.
Mwmwmmbﬂmmmmomaanayw
xequiredbyappﬂubum,emoxsm;
i amy 1CiNSUTance contract relating t0 the

uxisﬁnsmmm”wminthemdmzrymmofbusmmd(ﬁ) agrecments
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andloroommﬂaﬁomwbidxmigblbemhadwithcmm!ninsmusnguding.

recefvables that are over 90 days old;

(vi) rodeem, repurchase of issus any shares of capital stock of amy
Comgany,ormmanykighbwilhmpedmmyshamofcapihlstockofany
Company, ,

(vii) declare, sit aside for paymeot, or make any payment of any
dividmd(whcthu‘inwdl,secmiﬁuorotbapmperty)owdndimibuﬁonorpaymmlin
rwpedoithcsharso{cap&taldockofthsCompaicq

(viil) cause or pommit ay amendment, supplement, waiver or
modification to or of ary of the Companies® charter documents;

(ix) pay, discharge, compromise or satisfy any claims, Liabilities or
obligations associated with the Business other than the payment, discharge, cocpromise
or satisfaction of claims, Liabilitics or obligations fu the ordinary course of business and
conslstent with past practice; .

(x) (2) increass the commissions or benefits of any agents, brokers,
produccrsoxothﬂ'n!ummlaﬁvufmﬂn&nﬁmm(b)inausethosalwy,bamu
and other benefits of any of the officers, directors and employecs of the Companics
bcycndtheamompnidlosuchP«sonusoﬁmnzom,aceptincachme(l)as
mzybomquhedundumemmsofthcapylhbhmhcmlmhﬁomhiywimmyﬂmh
Person, or (2) in the ordinary course of business and consistent with past practice;

{xi) Launch, market, issus or agree to issue any new policies, except (2)

) pme&cAMhsunmhommd(b)tbrwmdalpwkagemddwdﬁngﬁm
business, not to exceed $4,000,000 in the aggregate for the fiscal year 2003; or

{xit) ag:uin,wﬁlhgotomuwisebmiemyofmezcﬁumdm‘bed

above in this Section 5.02(g)-
()  Notice of Material Adverse Rffext. Prior to the Second Closing, Sefler,

Parent aud the Companies sball notify Buyer as promptly es practicable of any event or
Mmthﬂwﬂdmsanbbbeapwbdbmmﬂ&hﬁvﬂuﬂlyain&eaw&,ina

-MamdﬂMmEﬁeuonmyoftthmpmiqyxwided.howm,rméptofswh

mﬁﬁca!imbanyushannotbedmcdawzivaofmecondiﬁonsdﬁnthinswimml(d).

@  Cooverstion Repading Licensure, Seller, Pareat and the Campsnies shall
mmmwmbmmmam&mﬁwwmmgm
myjnﬂadicﬁmhwﬁohlkmmofknhnmmyofi&agﬂshnquﬁedwhhxmdm the
Ammmmmﬁdedmsahr,rmmmmmmnmhm@edm
dimowmypoﬁﬁmmkmwimmedwthemhmmurmmpﬁmmtheuewﬁmof

this Agreement.

.33.
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® *Reipsurnce_Ordex  Confirmations.- Selles and Realm shall uso
commercially reasonable efforts lo obtain reinsurance reasonably scceptable to Buyer and Seller.
Upon the execution of this Agreement, Seller and Realm shall inrmediately prepare and submut 4
firm order forﬁ:épumhueofmhnmawemscnﬁalbnmkn‘émniauﬁnsoﬂheAMhmmu
Program, consistont with the terms preseuted by reinsurance brokers s of the dats of this

Ageemcnt,modiﬁedbysudladdiﬁomltnunswdcondiﬁmsasSdlcrdewmmyingood~

faith determine are preyequisites to acceptable reinsurance ia accordance with standard industry
practices and Sefler and Realm shall provide to Buyer broker reinsurance order confirmations,
amonkmmhmwiokeimmmdin:l'om:mondﬂymisfnaoryto
Buyer for immediate defivery to Reinsorers.  Such additicoal terms and conditions may

spcciﬁeanyindudemui!ingawaivuo{mymofauﬁtuoﬂuwﬂa(aalrequkedofkoalm'

by any Reinsurer provided that such reinsarance is in compliance with the requirements of New
Yod:insmancclstwidn«spe&ttow for reimsurance. The parties shall cooperate fully to
secure binding reipmarance i accordance with the ardas placed by Reslm, ipchuding any
scerptance of ctheT comercially rezscoable terms imposed by Reinsurers.

(19] mewiuﬁm f Compliance.
Rmmmwm.rsmmmmswmmmaﬁwb&emmm
RcalmmmmxﬁnmﬁﬁwwofAumﬁytompgohMWmdmmumc
bumﬁmmﬂmmmmﬁumwduwmmmmmmu(wnwﬁmym

"Insm-anoel.lcmes"mdmhm"hsnaml.im")inaﬂoﬂhnjuﬁsdicﬁomsetfomon

Schedule 5.02()0) (tho “Requised License States”). mmmwa,msm and
WTSshanusestpecﬁVcb&eﬁ'mtsmcanmRuhnm.miwintbem:ancmn
wimmnmtwmkmcompusaﬁonﬁﬁnyheﬂofﬂsjndMsdfmmmSched\do
5.02(k)(id) (M“chﬁredﬁlhgm"). Rcalm,Scﬂﬂ‘mdPMsbaﬂmﬁfyBuyu
iromediately of any oral or written communications from Governmental Antbority’s threatening
an mvestigation, admimstrative action o revocation of any such Tosurance License.

o Axthogizatic 2} Apency Agreeeng. Realm, Seller and Parent
shaﬂukcﬂs@amam&ywytommenﬁsasmbbpafmmmaamchﬁbd.

(m) Couplispos Bmployce, fmmediately vpon the cxccution of this
W@WMMWMW&&IWMWM:&MMOM
.Reehnm.makenvaﬂablcalmeoﬁenofminmcmgiﬂ.maﬁxﬂm ig Or 25

v Buyer and Seller optil the

% the sobs ramedy for

exployes 1 :baﬂhetbubﬂityot’nuyutobindimmwmmgc
for risks within the Guidelines which rematnod unreviewed by suck employoe for five Business
Dmm:mthmmuwwismdxwvided.fwmﬂ.mmkaknmd
Bmmnmequdbmaﬂeoﬂmxobhdmhmmonwmpﬂyu
practicable.
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(o)  Issuance of Binders. After the First Closing, Realm shall, and Seller and
Parent shall uss their respective best efforts to canse Realm to, issug new binders on coverages
proposed by AIM in accordance with the General Agency Agreement that meet the Guidetines, or
are otherwise approved by Realm with effective dates no earlier than October 1, 2002.

.(0)  Recalm o Provide Coverags. Realtn shall, and Scller and Parent shail nse
their respective best efforts to cause Realm to, bind coverage previously purpostedly boond by
AIM on behalf of Reakm that is outsids the Guidelines so Jong as (7) the Reinsurers agres to bind
sach coverage and (ii) as certified by cach insured in question, there have not becn any losses
ummedundeﬂhcpohuamlmng to such coverage 25 of the First Closing. Bxcept as otherwise
agreed in writing by the patties heseto, Realm reserves the right to void ab initio any such
coverege that i3 outside the Guidetines and coverages purportedly bound on behalf of Realm in
jurisdictions in which Realm is not authorized to write workers compensation coverage.

r/ ()  Access Between the date of this Agseement and the Second Closing Dats,
S

eller, Parent and the Companies shall (i) afford Buyer and its representatives, including, without
limftaton, the Alternative Auditer. yeaumable access to the Companies’ personnel, premises,
proporties, Contracts, bocks and 1ecords, and other documents aud deta during normal business
hours, (ii) make available to Buyer and its representatives copies of all such Contracts, books and
records, and other existing documerds and data of the Companies as Buyer may jeasonably
reqguest, (iii) meko available to Buyer and its representatives such additiona) financial, operating
and other data and information of the Companies as Buyer may reasonably request and (iv)
otheywise reasonsbly cooperate with the investigation by Buyer and its representatives of the
Companies and shail authorize KPMG to permit Buyer and its representatives to examine all
accounting records and working papers of the Companics and KPMG pertaining solely to the
Financial Statements; provided, however, the Companies shall not be required to provido Buyer
and fts representatives access to or disclose information where such access or disclosure would
viclate the rights of its customers under applicable Law or contravene any Law. Bach of Seller,
Perent amd the Companies shall, and shafl direct their respective senior officers to, apswer all
questions reasonably posed by Buyer between the dats of this Agreement and the Fiost Closing
Date, relating to this Agreement, the Transactions and the Compantes. No investigation pursuant
to this Section 5.02(p) shall affect or be decemed to modify any representation or wamanty made
by Sellez mnd Parent.

an (d)  Acquisition Proporaly. Seller, Parent and the Comwpanies shall not, and -

shall use their respective best efforts to, canse each of fheir subsidiarics, inclading, the .
Compauics, and esch of their respective directors, officers, employees, agents, comsultants,
advisors or other representatives of such Person not to, directly or indiroctly, solicit, aufhorize or
otbexwise facilitate, any inquiries or the meking of any proposals or offirs from, discuss or
niegotiats with, provide any confidential information or data to, or consider the merits of amy
unsolicited inquiries, proposals or offers from, any Person (otber than Buyer and its affiliates)
relating to any transaction involving the salo of tho Business or assets (other than in the ordinary
conrse of business) of the Companies, or anry of the Shares or other capital stock or Rights of the
Company, or any mexger, consolidation, business combinstion, or similar transaction involving
the Company (any soch inquiry, proposal or offer being an “Acquisition Proposal”).
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@ &%m@uﬂ@xﬂmmummIMnanﬂmdMs
Agreement, Realm shall, and Seller and Parent shall use their respective best ¢fforis to cause
Realm to, promptly execute and deliver to Buyer all documentation reasonably provided to
Reaim related to the sponsorship by Realm of Bruce Holly, Buyer’s desigmated insurance agent
in Geargia, to acquire a license to sell insurapce in Georgia on behslf of Realm.

(s)  Stock Certificates of Realm, Seller shall, and Parent shail cause Sedler to,
deliver the stock certificate or certificates representing the Realm Shares duly endorsed in blank
or accoropanied by stock powers duly endorsed i blaok in proper form for transfer, with any
requisite stock transfer tax stamps affixed thereto to the Bscrow Agent upen the carlier of (i)
teceipt by Buyer of appropriata insurance regulatory approval from the New York Department of

" msurance or (if) the Second Closing.’

) Employoes of the Companies. From the date of this Agreement until the
date of the transfer of the Shares, none of Seller, Parent or their Affilistes shall directly or

indirecUy selicit for employment or employ, 20y employee of the Companies.

(v) RBC Plag. Reekn shali, and Sclier and Yurent shall we commercintly
reasonable sfforts to cause Realm 1o, submit the RBC Plan for approval by the New York
Department of Insuance as soon as reasonably practiceble. Realos shall, and Seller and Parent
shall use their best cforts to cause Realm to, provide Buyer with draft and final versions of the
RBC Plan prior to submitting the RBC Plan to chchorkDepummofmmandmhku
changes to the RBC Planbnsedoncommwtspmvidedbyl&uyuwhidlam,inkeﬂm‘s

reasopable jadgment, approptiate.
5.03 Covenants of Buyer.

(8) Issuance of Cetificates. Buyer shal} ot issus, and shall use its (i) best
efforts to prevent any Affiliates, and (i) coumencially reasonable efforts to prevent any PEQ
clents of Buyer from issning, any Certificates of Insurancs betweea the date of this Agreement
anddeirstClosingDnhwilbontthcpﬁorwrmmmm of Realm. Buyer shall deliver at the
Fﬁsthu?ngmafﬁdavitcuﬁfyinnganploywofBuyumiuAﬁiﬁmhasawmdm
amhoﬁzedﬂmimamcofmyCaﬁﬁcatcoﬂnmmeepﬁmwtheﬁmcosham

® ot Caroliva Aliermative Caves. Buryee hall delives promptty to Realm

any documentation seceived Yy Buyer with respect to any nocessawy alterpative cover (which
A}Msha.!lpmcun;atilscxpmsc)inNmﬁszlhnorwﬂhmpcdmthCaoﬁmmgMa&o«y

approval.

1

()  Sumplys Notes end Other Paymeots Botween the execution of this
Ag:eunmtandmaSecdelosin&Buwshaﬂﬁ)mtobemelem,mﬂnw“
dayfonowhgmch,inadvmceandbasedmpmjwwdpwmim.Snthobﬁnmmm
mﬁdaﬂmm&dﬂwnﬂoofad&ﬁonﬂywwiﬁmbookedpmﬂmbaddiﬁoml
wplmismaintainednnonmﬂnnm (mdlhenon-binding"tzryt“raﬁoohddiﬁunalna
written premxiums to additional surplus is maintaived at 1:1, unless seinsarsnce issues arc
molvedinmn:hawayasloobvialomymsombkooneunofkealmuﬂSd!u)whi:hBuyer

S26.
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acknowledges is a condition of jts exercise of rights tnder the General Agency Agresment, i)
make timely payments of all rinsurance premiwms related to the AIM Insurance Program on
behalf of Realm in accordance with the time periods listed in the GAA and (jii) make payments
of insurance premivms related to the ARM Insarance Program to Realm in accordance with the
time periods listed in the GAA. Beginniog on April 1, 2003, on the first Business Day of esch
month, Buyer shall determine whether the actual premiums written under the ATM Insurance
Program have devisted materially, in the aggregate, from the projected monthly premium
amounts for the immediately proceding month, upon which the projected surplus cantributions
were calculated. If 50, Buyer shall adjust promptly the amount of the capital contribution for
such month in order to cmsure that the capital ratios referred to in Section 5.03(c}{i) above are
maintained. ) .

(d)  Escrow Paymenfs, No Jater than five Business Days after the end of each
nonth,. beginning on the fifth Business Day after the month of Yebruary, 2003, Buyer shall
deposit into the Escrow Property an amount eqnal to the Surplus Cash for the preceding month;
provided, however, Boyer (i) shall not be required to make any deposit ioto the Escrow Property
artil the Sumplug Cush éxcreds SRO00,000 ping working copita! nf $307 600, (1) whall not be
required 1o make any depusit into tbe Escrow Propaty if the Surpius Cash far the preceding
month is less than $500,000, (iii) sball only make deposits into the Escow Property in integrals
of $500,000 and therefore the amount of Suplus Cash for & proceding th in of
$500,000 shall be rounded down 1o the nsarest integral of $500,000, aod (iv) shall not be
required to meke any deposit into the Escrow Property once the balanco of the Escrow Propesty,
including the amount of the Letter of Credit for the benafit of Sellex plus the balance of any
outstanding principal and intorest on the Promissory Note held by Buyer has resched $8,500,000
or, If finally detexmined, the Purchasa Prica.

()  Escrow Propesty. Selicr hereby agrees that Buyey, at it solo option, may at
anyu'mcredncetheamotmtof!heImcrofCreditfw&ebmzﬁlofSnﬂainlbe&cmw
Property by depositing cash with the Escrow Agent in an amonnt equal to the zmonnt to be
rednced in the Leiter of Credit and depositing with the Escrow Agent an alterative Letter of
Credit in zn amount fhat, together with the cash deposited by Buyer with the Bscrow Agent
pursuent to this Section 5.03(f), totals $3,000,000. Seller also hereby agress that Buyer may
rednuatheamum!ofﬂsmvwPmp:rtytomamounteqnalto?%oﬁthmehsePﬁu(phnany
mﬂmﬁdbbodwﬂdmmwwmmms.m@»nmy&m
after Seller provides Buyer with the Final Bajance Sheet. Buyer may cffect such reduction of the
Bsuowhopmydmnbynphcingmebmot&v&tfotﬂmbamﬁtof&ﬂahmeﬁsmw
Pmputywi&malwmaﬁwlzﬂﬂofuuﬁtinaksumm,mdptofﬁmkﬁmﬂn&mbw

Propesty, or both.

Defiults Under fhe Crodit Agreement
Marketing, Inc. hereby agree that Buyer, Atlama Insurance Manketing, Inc. and their respective
AfﬁlimﬁllnolpdonothoFidClosingand.i{thePimCloaingopumpdmbtbeSewnd
C]osing,uxacisoauyrightsitmhyhsvemdutbe(keditApmaﬂnnmultnfanydeﬁnhsm
potential defanlts under the Credit Agreement by Parend that occurred o may have occurred prior
to the dats of this Agreement. Buyer,AﬂanmlnxmoMnketin&Inc,Scuxmdehaeby
ny\:enndndnmwledgethanhawvmmlmdagemcntinm&cﬁonsmmhinmmwa
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waiver by Buyer or jis Affiliates of apy of it rights under the Cregit Agrecment if the Pipy
Closing does not occwr, for any defantte or polcatial defanits undey the Credit Agrecment by

unpaid inferest therpon from the Punchase Price, (5 returning all Secnrity helq by Buyer or its
Affibiates 10 Seller, (Gti) directing the Fscrow Agent te doliver 1o Seller oot of e Deeie
Prepesty any Yoty of Credit povatide m Setier wnd e BouBt of cash beld as Escrow Property,
2 any, up 10 the fewnaining uopaid portion of the Puschase Price and V) if Recessary, delivering
{ ini tmpaidpo:ﬁonoflherchaxPn‘cc.

)] waagresbmqucsrmdxeoﬁveanc!mlns rcpmtﬁornmeﬂli;dpmty

) administmdx,Cﬁwfmﬂ&Compmy,noauﬁetﬂ\zn3dxyspn?urntbeFmClosingDam

Al w1

AP

AR e RR R R

Flagn o

S e ST Ny

——id

17490

1789



() SeUashaﬂpxwmandﬁlc:ﬂTuRﬁmmoftheCompaniu for all
taxable periods of the Coropanies ending om or prior to the transfer of the Shares by Seller. Seller
shall prepare such Tax Retums in a manner copsisteat with past practice.

6.02 Post-Cloging Taxes. Buyer shall timoly prepare and file all Tax Returns required
by law for all Taxes of the Companies for all taxable perdods of the Companies ending after the
wansfer of the Sheres to Buyey, including periods which include 2 taxable peried beginning prior
!othcumfuoftthhambyScllesmendingaﬁadxekmﬁoflhoSbmbySeﬂu.

5.03  Sales and Trapsfor Taxes. All sales and use taxes incurred in connection with this
Agreement and the Trasactions <hall be boms by the party to whom such taxes are assessed
under apphicable law. Al transfer taxes incurred in connection with this Agreement and the
Transactions shall be borne equally by the parties.

604 Cooperation and Bxchange of Information, Seller, Buyer and the Companies will
provide each other with such cooperation and information as zny of them 1easonably miay request
of 2rother in filing any Tax Return, ameaded Tax Retum or claim for refend, determining, a Tax
liability or a nght to & refund of Taaee precinipeting £y o Liaduning any audit Eripet

other proceeding in respect of Taxes. Each such party shall make its emplayees availatlc on a |

mutually convenient basis to provide explanations of zny de ts or informstion provided
bereumder, “Bach such party will meko available and retsin all books and recards with respect to
Tex matters relating to any taxsble pericd begianing on or bofore the First Closing Dats,
inchnding without limitation all Tax Retums, schedules, work papers and all records or other
documents relaticg to Tax matters of the Companies, andit reports received from any Tax
,auﬂmﬁtyrehﬁngloany'fzkaof:zd:of&mCompanieumdanyclosing:grmm

WTn'pdo& (and, to the extent notified by Buyer, any extensions thereof) to which
such Tax Retums asd other documents relate. Anyinhmaﬁmoblaimdmdaﬂ:isSecﬁon&M

shallbekq:tcunﬁdmﬁnl.cxccptumzybco&awmwhmwionwimﬁxeﬁhgof

-TamemdedTnR@mm.claiﬁsfanﬁmdwhwnﬂncﬁnganmdﬂmomu )
* proceeding. mﬁﬁﬁ«,s&h,mmmampaﬁuwmgiwdsmwﬁstmbk

~wﬁﬂmmﬁupﬂubhamfaﬁngdntoyhgcuﬁmdinsmymthbooksarﬂmozdsmhﬁng
to the sbove Tax matters and, if the o&apmtywmmblyqua&.whandcuwm
mmmymmmwmmwmmmwmmmm

6.05 Apreed Tax Trestmend, Any payments mado to Seller, any of the Companies of
BuyumnammsmamshanmmﬁMcmWofmmPﬁwﬁrTu
pmpmandduﬂbcnmmdassuchbanyumdelﬂ'onlhn'rTuRmbmecxm
permitted by law.

6.06 m;.&ﬂmmmsﬂlumwmmmmm&
cqmmﬂciallymmblnaibrhmobwinmymﬁﬁukaouudommmﬁmmy
govmﬂnﬁoﬁtymmyoﬂmpmumbemmymmiﬁmmcdimmm
any'raxﬂmmldbcimposed(mchmh:g.bmnotﬁmnedm,wimmmmmenmab&cns
contemplated hereby). BuyumdScﬂnﬁmhum,npmmqneﬂ.wpmvﬁcthoothupmy
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with all informaticn thet cither party may be required to report pursuant to section 6043 of the P
Cods.

6.07 Tax Refunds. Any Income Tax refonds that are received by Buyer or the
Companies that relats to Tax periods cading on or before the First Closing Date shall be for the
account of Buyer. ) =

ARTICLE VII
Conditions to Su:oy Closing 'I'{

- - \

7.01  Conditions to Obligations of Buyer. Other than Buyq"s obligation as set forth in .
Section 2.08(b)(f), which obligation shall be satisfied by Buyer an the Secoud Closing Date
regaxdless of the satisfaction of the conditions of this Section 7.01 (which satisfaction by Buyer
of the obligation set forth in Scction 2.08(b)(i) on the Second Closing Date shall not be deemed
to waive in any manner Buyer's rights pamuant to Article IX), Buyer’s obligations to
cmmzte e Tronsactions ot the Second Clesing shel! be subject fo e saticfortion. on nr
tefore the Szeond Clising Date bercander, of exch of the following conditions, all or auy «f
which may be waived, in wholc or in part, by Buyer: :

(3)  Represculstions, Wayrantics and Covcpants. The representations and
warranties of Seller, Parent and the Companics contained in this Agreement shall be trme and
correct on and as of the date of-this Agreement and as of the Second Closing Date with the same
force and offect a3 though all such representations and warrantics had been mado on and as of the
Second Closing Date, except that zny such representations and warranties that axe givea as of a
particnlar date and relats solely to a particufar date or perod shail bo trae and correct as of such
date or period, and except where the faihwe to be true and comect (withont regard to 2oy
materiality quabifiess therein) could not reasonably be expected to result, individually or in the B
aggregate, in a Material Adverse Bffect on any of the Companies. Seller, Parent and the
Companies shall have porf d and plied with il cor and agreements required by
fhis Agrecment to be performed or complied with by Sefler, Parent or amy of the Companies, as
the casc may be, on or price to the Second Closing Date.

‘()  Approvals snd Consents, Except for such Consentx that have been denied =
o given with conditions, restrictions or limitations a3 a direct result of the implementation of the

[N RN D

AIM Insurance Program or 3 a direct result of the conduct of Buyer and jts Affiliates, the 1:
Consents listed on Schedule 3.09 shall have beea received or deemed received in each case o
withoat any conditions, restrictions or limitations which in the aggregate reasonably could be
expected to have, individually or in the aggregate, & Matarial Adverse Bffect on the Companies
and; provided, however, that if Seller, Parent or the Compenies camnot obtain a Conseat listed on
the Scheduls 3.09 from a Person other than a Governmenta] Authority, it shall have the option to 3
provide Boyer with substantially equivelent arrangements that are satisfactory to Buyer in jis sole
discretion with respect to the itom for which such Copsent could not be obtained, in which event :
the condition comtained in this Section 7.01(b) with respect to such Consent shall be deemed ;
satisfied. Allapphublowaxtmgpmodswdcrmvfcdnﬂ of state statute or regnlation shall H
have expired or been termimated. “
.40- :
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() [Injunction apd Litigation. There shall be in effect no injunction, writ, .

preliminary restraining order or Order of any nature issued by apy court of competent
jmisdicﬁmcﬁrecﬁngmmﬂnnmcﬁmsnutbemmmmbdashadnummmudasa
1esult of actions taken by Seﬂa,Pzrenlor!thompanicso!h«thanacﬁomukmbySoller.
Parent mméCompaﬁmpmmmmmisAmmonmcywmmtormy
other agreements between any of the parties.

(6 Material Adverse Effect. Sinre the date hereof, there shall not have
occurredmycven(orchangeandthmdounotexislmycimummnca.inemhcmwmchhas
resunedin.mhlwﬂdrem&yhecxpmdmmk,indiﬁdnﬂlyorhth:mm,ina
Material Adverse Effect on oy of the Companics, except for any cvent, change or circomstance
ma!shouldbemsonablykmwnmﬁmoritsAﬁiﬁztsasarml!ofacﬁansbyBuyuorits
Affiiatea priar to the da!eofﬁisAgmmtorinoomecﬁonwithmchnaalAgcncy
Agxeancntaﬁaﬂsz’u‘stClosing,

(¢)  Reguired Delivesics at Second Closing. Scller, Parent and the Companies
~igdt bave deliversd (o Buyz the jtems 2rd doruments called far by Section 2.08(a) before, on or
as of the Secopd Closing beze znd Seller skl have Jelivered Expibit Ot the Frooos
Agreement, duly execoted by Scller and » notary, to the Escrow Agent.

()  Complienco with Agrecments. Seller, Parent and the Companics shall
bave complied in all ia] respects with their r jve obligations under (his Agreemont, the
Escrow AgemﬁthmﬂAmAmmLﬁeRﬁmwAgmmdaﬂomu
agxemtsoontunplawdbymisAgeemam

702 Copditions to Obligations of Selleg, The obligations of Seller, Parent and the
Oompmidwwnsmmhﬁmz:ﬁmla&nmwaadngshnheuhjmwthc
satisfaction, on or before the Second Closing Date berenndez, of cach of the following
condiﬁuns,a!lotanyofwhidzmayb:waived.inwhnlsnfinpaﬂ,byScﬂu.Pamtor!hc
Companies: .

.

wananﬁdeuycshaﬂ wue:tonmdasofdaizof '

l!ﬁsAgeancntmdsoﬁbSewndClmbgDahwdthhmeﬁmcmﬂeﬁeauwm
mmmﬁmwmm&ahadbmmdemm!aofmmdmthmm

that an)‘mcbquesmmﬁommdwmmﬁswmgivmaohpmﬁcnlardmmdtdn:sok!y'

mamﬁm&bawmﬂhmmmudmm“pﬁo&zmwwhae
merﬂmcmbommdm(wimommbmymmiaﬁtquﬁﬁmwmldml
mmmdmmp«&miucmammmw Buyer shall bave
pufmdmdmpﬂdhﬂmﬁnhlrspe&wﬁhaﬂwvmﬂmdmmﬂmﬁmdby
ﬁﬂsAgmunmbcpaﬁxmodwomplied_wimbmemupﬁormthesmansing
Date.

® ts. The Conseats listzd on Scisednte 4.04 shall bave
beeumcdvedwdcemdmeivedhachmwiﬂmdmywndiﬁum,muicdomwﬁnﬁuﬁom
which in maagg:cgammblywmidbeupededtohwaamminl Adverse Effect on

-41-
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Buyer's ability to consummats the Transactions; provided, however, that if Buyer cannct oblain 8
Consent Yisted on the Schedule 4.04 from a Person other tham & Governmental Anthority, it shafl

 have the-option to provide Seller with substantially equivalest apcongements that are satisfactory

1o Sdlerinitsso}edimﬁonwilhrupecttoﬁnlmfmwhichsuch@nsuswddnotbe
obtained,iuwtﬁchcven!thecondiﬁmwnminedht!ﬁsSecﬁnnl&(b)withmpedwm

Consent shall be deemed satisfied. Al applicable waiting poriods undet any federal or state .

statute or regolation shall bave cxpired or been tesminated.-

(3] . Buyer shall have delivered to

Selter the items and documents called for by Sections-2.08(b) before, on or as of the Second

Closimg Date.

(@) Complimee with Agreements. Boyer snd s Affifistes shall bave
complied in all material respects v_lith theis respective chligations under this Agreement, the

- General Agency Agiecment, tbe Reinsurance Agreement aod all other agrecments contemplated

by this Apreernent

ARTICLE VI
Additiona) Agrecmenty

8.01 MM&E Seller chall reasanably cooperste with Buysr's efforts to
smNuwYoxkhmxmmgula!oryappxodofiupwdmsofnnhn.pmvidedmsdla
shﬂlnolbemquhedmdisavwispodﬁonwﬁinaemmmuowunedpﬁmmthemﬁnn
of this Agrecmnent. . : ] :

B.0Z jlure Of o i InﬂmevaﬁBnyu(orBuyu’sdcaigwc)sﬁaﬂfm’lm
mrqnﬁkagﬂMmmd&unMNmYmkDmmofWon
the Second Closing Date:

(a) Sdlashanhsvemmmhyw.mﬁmwaadseoomolmkmlmand

mydked&eWAMwhbmpedhaﬂmmwmingmmowmdﬂpmopamn
dnmwmmmmmmw'mmywvﬂmmNmYm

" Section 8.03; and

®) mmmmmwmmmmxw%ﬁm
mmm@msmammmwﬂmwmmmﬂm
fomeandcﬂ’ectmﬁlmyuhusmedwwalﬁmﬂwMYmdeWm
mcsmmmmdwammmﬁmw.mmmmb\y
mquestaﬂmxﬁﬂaﬂwm&nomalw a8 ars necessary for Buyer 10 cuITy
out the ABM Insurauce Progrem mdwhinha:emsomblymimmm. In addition,
pmvidcdSouahnsbemyaidloo%ofmpmvhaslPﬁwmtthewnddosingDm.Reelm
agrees that prior to Novembor lS.ZOﬁmmxmawdbymNmYakDepmman of

o
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Insurance, it shall pot exercise its rights wnder Asticle T1B. of the General Agency Agrecment to
terminate such Agrecment ’ .

803 Sale of the Realm Shares.

(a) lanyerfaiktoma'vermA approval from the New York Depatroent
oflnsmnmzmownmekahnshmonorpﬁmtolutyn,m, providedthztSel!erhas
mcivddemoWPmpqtymatoo_nsﬁmtﬁtthmchasehiceon or prior to July 31,2003, the

.parties hereto agree that the applicable provisions of this Agroement shall govern Gie relationship

oﬁhcputiswithxspec&mﬂmkmfdofﬂmkeahn%ammﬁhheearlieroftheappmvzlof
Duyer's ownersbip oftheR:a!mShz:uorlhesaleoﬂhokmhnsmxwtoamirdpmypnmmt
to the provisions of this Section 8.03.

(b)  Begioning on Augost 1, 2003, and ending on Novembar 15, 2003, Buyer
shall have the right to coptinue to attempt to ocbtain Forma A approval from the New York
Department of Tnsurance to own the Realm Shares. 1f(A) Buyer receives Form A approval from
My New York Depnrtment of Incmance 1o own the Reslm Shares cn or hefare November 15.
2003, and (B) Buyes has deliversd 10055 of tic Purchase Frice 1o Seiler, or if 2 sab vfthe Denim
ShamiscomumatedpmumutothisAgmcnml.Bnyushandirwmc Escrow Agent o
deliver the stock certificate ot cettificates Tepresenting the Realo Sharcs to Buyer or any third

pampmhwaoflhomsma.aszppﬁcable,mmpﬂym!hcdatbsuchapp)‘ovalh‘

reccivedbyBuyaonuchsalsiseomunnnaied.bydelivuinslwtinmnoﬁccsubstanﬁnllyinthe
formofExlnbilethoPscwwAmmt,totboWAgmt. In addition, if the stock
cMmcaﬁﬁmmenﬁngmyoﬂbem@hShnummhddwmoWAgaﬂ
atthcthnaB\lyu’reedquormAWWﬂﬁomﬂmeYorchpwﬂndnofmmewm
Mﬁmzmeofmwmkommtdpmmmsm&oxs&amn
immediately delives such stock centificate or catificates representing (ho Reatm Shares (duly
mdomedinblankormmpaniedbyswckpomdn!ymdmsad in blask in propéer foon for
transfer, with myxeqxﬁmmumﬁumampsaﬁ;dm)mm,onbchn
pmdmsingﬁmRmHnShm&purxuanltoﬂﬁsSxﬁm&m,asappﬁcabh :

0 O Subjeumdmﬁnﬂmwﬁmhinsﬁon&oxc)(ﬁi)bdow,
begirming on Auvgust l.m.uxdaxﬁngmNombu ls,m.andnlanyﬁmoaﬁu’Mny\S,-
2004 (mmmmmmwwmﬁmm‘whszMnm

- Pwnmwchmmnmmmmswznaﬁwndmms and conditions that are

‘”ummywmm&)dxmmmoﬁwmw!y in writing, that Seller
mmmmmmymm\mmbw@mmm.mmmm
Wmmmwmtownmmmwmpm

(§) Subject to the Timitetion set forth in Section 8.03(c)iii) below,
MWWPMMMMMMWtMMWWwM
Section 8.03), Selfer shall upmwﬂnmmq\mﬁummb cansider a Porson’s offer to

hmd\ekeahnshxu.mmbnegoﬁ;ﬁmwiﬂlmlemspaiﬁzdbany«nnda
Sw&wl(a)mduscitbdeﬁ:ﬂswmhﬂoanwmyammb and take all nccessary
acu'omtosellﬂnkulmﬂmumtberdeinﬁamﬁwfmmBmmdMages
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to any and all terms and conditicns with respect to such salo of the Realm Shares that are
commerciajly reasonable and matesially similar to terms and conditions customery for similar
transactions in the insurance industry. Beginning on November 16, 2003 and ending on May 15,
2004 (the “Seller Pesiod™), if Buyer has pot requested in writing that Seiler s¢l] the Realm Shares
to any Person on or before Noversber 15, 2003, Seller shall, as proroptly as practicable, sell the
Realra Shares to any Person at 2 price and on tarms and conditions that are satisfactory to Seller
in its sole discretion. If Buyer chall request in writing that Seller enter into negotiations with a
Person on or prior to November 15, 2003, Sciler shall usa commearially reasonsble efforis to
enter into all necessary agreements and taks all necessary actions to scll the Reabm Sbhares to the
Person set forth in the notice from Buyer. If a definitive agreement canmot be reached within 15
days, Seller shall bave no further obligations with respect to such Person or to Beyer and the
Seller Period shall commence. In such event, the Scller Period shall be antomatically extended
by 15 days and the subsequent Buyer Period shall comumence on May 31, 2004 (insteed of May
15, 2004) providsdM&ﬂﬂshﬂnuhwcno&ﬁd&xyﬂhwriﬁngofitsdmmseﬂ 02
particular person pursuant to this Section 8.03(c)(if). If Seller has so notified Buyer, Seller shall
have 15 davs fhevond May 31, 2004) to enter into a definitive agreement with such Person.

. (i) Notwilbstanding acything in this Sectivn .03 to the contrary, if
Buyer has not paid Seller 100% of the Purchaso Price, Selloc shall bave no obligations to Buyer
inchuding as set forth in Sections 8.03(cK7) and (ii) heramder, and shall be eatitled to the
amounts from the purchase price for the Realm Shares set forth in Sestion 8.03(e)(ii); provided,
however, if Buyer pays Sellez the entire amount of the Purchase Price duting the Buyer Period,
Seller shall be subject to Sections 8.03(c)(i) and (i).

(iv)  During the Buyer Period, Seller may solicit indications of interest
from mthnmpmehmnunumsmm:mmwmmmmuofm
oHcrbyanyPawn!opmdmctthnlmshmuandinclndeinwd:wﬁummﬁee!hepdcemd
tbe material terms and conditions of such offer. Seller shall not enter into a Contract to sell, or
otherwise commit to sell, the Reatm Shares unless Buyer has within 15 Business Days of its
receipt of Seller's written notice pursusnt to this Section 8.03(c)iv), cithor ‘(i) requested in
writing that Scller accept such offer, or (if) failed to respond in writing to Sclles’s notice.

(v)  During the Soller Period, Buyer may solicit indications of mterest

from any Person to prachase the Realm Shares but Sciler shall not be regaired to comply with the .

pmvisiomse!foﬂhinSeuﬁmn&m(cXi)and(ﬂ)dmingsnrhpaiodandmxyseﬂlem
Shmutoanmeona!:pdwandmmandcandiﬁmMmuﬁsﬁwtmyﬁoSeﬂqinik
sols discretion. .

{vi) Immediately prior to the copstmmation of the sale of the Realm
smpmmummmmofuﬁssm&m,@mmnmmm
Escrow Agent in a written notice substantially in the form of Exhibit D to the Bscrow Agreement
10 ddliver 21 the Closing the stock certificate or costificates representing the Realm Shares to the
Pmmh&ﬁnsﬂnkuhsmmmtakeallmymﬁmimhuﬁng.whbom
Yimitation, the txecation of all necessary agreements and instruments in order to tenminate the
Smﬁwmm(sdcﬁnedbebw;aﬁ(h)ifmsmckmﬁﬁakawﬁﬁmmmﬁng
anyoftheRmmShmmmheubymaEsuowAamnmmmesalcofﬂwRalm
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Shares is consummated pursuant to this Agreement, Seller shall deliver at the Closing such stock
cestificate or certificstes representing the Realm Shares (uly endorsed in blank or sccompanied
by stock powers duly endorsed in blank in proper form for transfer, with any requisite stock
transfer tax stamps affixed thereto) to the Person purchasing the Realm Shares pursnant to this
Agresment:

(vi)  Seller and Buyer agres that auy agreements eatered into by Seller
tosellﬂmRen!mShzxushallhaveasacondiﬁontod:ecomnnmaﬁmofmhsa!ethatsucb

Person receive Form A approval from the New York Depaitment of Tosurance and any other

requisits insurance regulatory approvals.

(@  Seller shall bave the right at all times to sefect counsel, which counsel
shall be reasonably satisfartory to Buyer (taking into account any conflicts of orterest presented
by the joint representation of Seller and Buye) to tepresent Seller aud, to the extent necessary,
Buyer, with respect to the tr. tion or transactions involving the sale of the Realm Sharcs to
any Person. Buyer and Seller shall be responsibie for payment of all fees, expenses,
disbursements and ather costs feallestively "Cramen] Fore™ of <uck cammeol as Talows (3 Py
sidl pey £2% ang Seller skoll pey i4% of 21 Counsel Fess antil such Conuscl Fees 1cach an
aggregate of $150,000; and (i) Seller shall pay 100% of all Counsel Fees that exceed, i the
aggregate, $150,000. IE in the reasonable judgment of the counse! selected pursnant to this
Section 8.03(d), there are substantive issucs which raise conflicts of interest between Buyer and
Secller, Buyer and Seller may hire individual counsel to represent eech of their respective interests
m the transaction or tr 4 invelving the gale of the Realm Shares fo any Pesson st their
own cxpeanse.

" {¢) (i) Subject o Section 8.03(e)i), Selior shal} direct any Persem
pmcbasinglh:RﬂﬂmShm:sdming‘theBnyu-PcdodwthnSallerchiod.atlheClosingoflhe
saleofthckmlmShzresdmingﬁ\ebuwazriodonheSellerPoﬁod,topayznunounteqnnllo
85%oftthmchasepriceoflhekeahnSbueswﬂuyer,andmamoml!eqmlmls%oflhc
purchase price of the Reabm Shares to Seller, by wire transfer of immediately available funds to
tbcaccomspedﬁedbmeandScnez,mrpecﬁnm If the Person purchasing the Realm
Shmdos,ndpaytthmchascpticeofﬂmkm&nShzuthymmdSeﬂcinmdm
with this Section 8.03{c), Buyer and Seller heseby agree that immediately after payment of the
puthmwiwof!hekathmbymmeBmmdehﬁnﬂmakemdxpaymmb
Mewhomamchﬁmaﬁzrsnchpaymm&yuhzsmcdvedﬁs%ofﬂaepumem
delivered in respeet of the Realm Sharcs and Seller has received 15% of the purchase price
delivered in respeet of the Realm Shares,

()  Notwithstanding the rights of Buyer sot fosth in Section 8.03(c)),
ifBuy!:lmmtpddSellal%of&ahntbm?xkohnmzdinlﬂypiorbthankoﬁhz
Ramsmmwmammsmumumﬁdummmmmg
tie Realm Shares % pay to Selles and Buyer, by wire transfer of immedistely available finds to
!hemmmjspedﬂedbySeﬂamdBuyer.mpecﬁvely,thcfoﬂowingmunm&omtha
purchase price for the Reabm Shares: s
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(A} to Seller, an amount equal to the sum of (x) the difference
between (A) the Purchase Price and (B) the amwont of the Purchase Prics Buysr has paid to
Sellor at the tims the sale of the Realm Shares pursnant to this Agreement is consummated, (y)
the ' product obtained by wultiplying (A) e emount caleolated pursvant to Section
8.03(e)(ii}{A)Xx), by (B) 10%, and (2) 20 amount equal to such portion of Counsel Fres payable
by Bayer pursuant to Section 8.03(d);

(B) 1o Seller, an amount cqual to 15% of the purchase price of
the Reakm Shares; and .

- - “(C)  toBuyer, ap amount equal to the difference between (x) the
purchase price of the Realm Shares and () the sum of (A) the amount calculated pursuant ¢to
Section 8.03(e)(if)YA), and (B) an 2mount equal to 15% of the purchase price of the Realm
Shares. ,

Nothing in this Section 8.03(e)(ii) shall be constroed to diminish Buyer’s obligation lo pay and
Seller’s right to receive 100% of the Purchase Price under the Stoek Torehnee Apy et

8.04 Pledge of Collateral.

(a)  As security for the Surplus Notes sold by Realm 10 Buyez, Seller hereby
pkdgmassignghypabmmmgages;m&nmdcﬁvmmBuyuaﬂoﬁuﬁghmand
imtecest in zud to (i) the Realm Shares (the “Pledged Realm Shares™) (together with appropriate
undated stock powers duly exccuted in blank), and (ii) its rights under the Bscrow Agrecment
(“Escrow Rights™) and bereby grants Buyer, as collaters) security for the Surplus Notes sold by
RcahnhBuyw,awnﬁmﬂngﬁutpikxitymnilyiﬂcmin!hchdydRzﬂmthumd
Bscrow Rights, together with all additions thereto, substitutions and replacements thercof (the
“Security Interest™).

(®)  Sciler shall defend the Security Interest against alf claims and demands of
aleu‘sons(otherlhmBuquiitsAﬂilia!es)uanyﬁmedaiminglhemenranyinm

therein.

(©) Atanyﬁmuandﬁnmﬁnebﬁme,nm&wrequmofBuyamdatﬂu
upuseoi‘Seﬂa,Sdbwﬂpmmpﬂyummddeﬁmmymdnﬂmnbﬁnﬂuimﬁm
mddﬂmmm&andwiﬂcmemhophﬂmofwmdbbeddivaedmdﬁuhbmﬁmha
acﬁonumaybedemedwmywdsinbleinﬂnmmbledisa:ﬁonofhyuloobﬂh,
mainhhandpafeuhSemdtyMgmmdhueby,hclndh&wﬂbomﬁnﬁhﬁomihe
provision of afl instruments and d ts reasonably necessary to perfect the Security Interest
gxmmdhaebymdzmdnla&9zndanothc‘appﬁabbnﬁd~ofthemifm00mdal
.CodeuineﬂbctthwYotk(&c"UCC"),-mdmﬁcmddc]iveronoorn‘mpmxia.
pomofaaonny.oxdm,noﬁmmwx,mmmaomawﬁﬂnss.

(d) ~ Seller shall not sell, sssign, transfer, exchange, or otherwise dispose of, or
grant any option with respect to, the Pledged Realm Shares and the Bserow Rights, or creats,
irworpcnniitoa:istmyadvuseddmnrlimwilhmpeutomyofmcmedgedkﬁhnsm
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and the Bscrow Rights; or any interest therein, or any proceeds thereof, except fot the scourity
interest provided for by this Agreement.

(¢}  Seller will do, fle, record, make, oxecute and deliver all such acts, deeds,
things, notices and mnstruments 23 may bo reasopably necessary o1 reasonzbly desirable to vest in
and assure to Buyer 2 continning first priority security interest in and to the Pledged Realm
Shares andEscroleghhmdﬂzcmforcanmtoﬁ and giving effect to, the rights, remedics and
powers hereimder,

()  Seller will not authorize, and will use its best efforts not to permit the
authorization of, the isswmce of any additional shares of capital stock of Realmn, WTS or SCNY
or any convertible securities, warrants or options giving the bolder thereof any rights or interests
with respect to any shares of capital stock of Realm, WTS or SCNY; nor will Seller redeem, or
permt the redemption of, any part of the Security Interest, or sell or pesmit the sale or other

+ trensfer of any of the Pledgent Realm Shares or the Fscrow Rights.

{g)  Scller shall take any action which Boyer may reasenobly roquest in crder

for Puye 12 ohtain and enjoy the At rights und benefits of the Security nmtarest zs granted e

‘Buyer by this Agreement. Without limiting the gencrafity of the foregoing, lo the extent that any
pant of the Security Interest requires the consent or approval of any govermmental authority,

inchiding, without Yimitation, consent or approval of the New York Department of Insuranca, oz

emy other person to any action or transaction contemplated by this Agreament, Sefler shall, upon

the reasonable requeat of Buyer and at Buyer’s solo cost, nse its commercially reasonable efforts

toobmmmmwmammmhmmdwakmwnhngwdﬂnll -

deliver copies uuzeoflnBuyuxsobhmed

@ 6 Imevemochfmh(asdemedb:!ow)slnﬂhavaommdal
anyhmdmgtbmdmummumﬁwmpto[mmmmedmgnhory
approvals:

) Buyu.shnﬂ.aﬁagivingwﬁnmmﬁeeloswcsmdfyhgﬂx
action to be taken, register any or all of the Pledged Realm Shares in the name of
Buyer such that Buyer shall be the recordhoider of the Pledged Realm Shares.

(B) Buyer may demand, sne for, collect or make 2y compromise or
sctticment Buyer deems sitable in respeoct of the Pledged Realn Shares.

© Buyq’shallhmalloﬁhenghundrmd:amthxmpeumﬂw
PledgedRuhnShmofamedputymdcﬂwUCC

()] IfanBvuxofDeﬁnltﬂnnlmeoeumadatanynmcdnmgnn
temo!lhhAgxmmMmbthcngm:omesu[mﬁmsm804(h)()wsth
mpecnotbsﬂedpdknlmm

(A) Buywshanbzvodloftheﬁg!mmdmedia with respect to the
Escrow Rights of a secured party under the UCC.
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(B) Buyer may demand, sue for, collect or make any compromise or
settlement Buyer deewns suitable in respect of the Escrow Rights.

For purposes of this Section 8.04(h), “Bvent of Defzult” shall inchide:

(A)  any proceeding under any bankruptcy, reorganization, arrangement, adjustureat of
debt, relief of debtors, msolvency or similar law of any jurisdiction now or hercafter n
cffect is instituted by or against Parent, Seller, Realm, WTS or SCNY and, if instituted
against Parept, Seller, Reabn, WTS or SCNY, shall remain wndismissed for a pesiod of
45 days after the institntion thereof; ,

(B)  Parent, Seilez, Realm, WTS or SCNY makes an assignment for the benefit of
authorizing any of the foregoing;

(C) Realm, WTS or SCNY shall suspend, ceass or threaten to saspend or cease its
ordinary business operations or any substantial apd malerial part thereof;

DY all or any substantiz) znd material part of the propesty of Parent, Sefler, Realm,
OIS e SCIY shall be copdenied, seized of otherwise ppropriated ar contrel of such
property shall be assumed by any custodian, receiver, trustes or other person or agency;
(E)  Parent, Seller, Realm, WTS or SCNY shall bave been prevented from exercising
normal control over all or any substential end material part of its property by any such
custodian, receivez, trostes or other person or agmucy; or .

(F)  agy distribution of cash or property in liquidation or ctherwise by Parest or Seller
to its respective shareholdars prior to July 31, 2003. .

Notwithstanding anything in this Section 8.04 to the contrary, the voting powor of the Pledged
Realm Shares shall at all times remain with Seller unless the requisite regulatory approval to
transfes the Pledged Reabm Stares to Buyer shall have been obtained.

- ARTICLEIX
) H tional

9.01  Indemification,

(a)  From = afier the Second Cloging Date, Seller shall hereby indemnify
WMiBWMMW@MmWMAﬁM
(cotlectivaly, ths “Buyer Inderomified Parties™) against, snd agrees to bold each of them bermiess
from, anty Loss incurred or suffered by any of them relsting to or arising oot of:

(1)  any breach or inacourecy of egy representation or warranty by
Seller, Parent or the Companies in this Agreement or in 2uy agreement, mstrument or
cextificate delivered In camnection with this Agresment; provided that sny claim by Boyer
for indemnification undes this paragraph (i) shall be made o later than & date during the
paioddmﬁvﬂlhuwfuspedﬁdinSecﬁonQD&;or
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@)  amy breach or violation of, or failure to fully perform any covenant,
agreemeat, condition, undertaking, obligation or delivery requirement of Scller, Parent, or
the Companies, as the case may be, pursuant to this Agreement, the Escrow Agreement or
anyotbaagmmml.inmmnaﬁorwﬁﬂmedoﬁvaedineomecﬁonwhhthis
Agreement; provided fhat amry claim for indeomification by Buyer under this paragraph
(ii) for the breach of any covenant, agresmeat, undertaking or obligation of Seller, Parent,
or the Companies, asthz'mmuybn,conhimdint}ﬁsﬁgamtmaybomadcno tater
than a date during the period of survival thereof as specified in Scction 9.06.

()  Prom aud after the Sccond Closing Date (except in the case of Sections

9.01(b)(ii), 9.01(b)iv) and 9.01(b)(v) below, in which case, from and after the First Closing),
Buyer shall bereby mdemnify Scller, Parcat and the Companies, and their respective officers,
directors, shareholders, employees, agents and Affiliates (coltectively, the “Seller Inderonified

. Parties’”) against, and agrees to hold each of them harmless from any Loss incwrred or suffered by
anry of them arising out of: ;

) spy breack or inecewracy of v representation or wamanty by
Buyer in this Agrecment cof in any agreement, insgument o certificate delivered in
connection with this Agrecment; provided that auy claim by Sefler for indemnification
mﬂathispmgnph(i)shnﬂbemdemlam-thanadmdmingdxcpaiodofsmvivnl
thereof as specified in Section 9.06;

@) anybznnhorvioluﬁonof,orfaﬂmmﬁﬂlypaﬁ)mmyeovmam.
agreement, condition, undertaking, obligation or delivery roquirement of Buyer pursusot
mmAgmhmAMwwom,mmim&mtm
wﬁﬁcmedeﬁvuedinoomacﬁonvﬁmmisAmat;pmﬁdedwmychhnfm
h;dcmiﬁcaﬁonbySoﬁormda!hispamgmphﬁi)fmthnb«whofanywvmm
agreements, undertaking of obligation of Buyer contained in this Apreement may be mado
noh(ummadaicdminglhepaiulo[mvivalthuwhsspedﬁcthecﬁmiOé;

(i) Hmemmosingmﬁnmylwwmiﬁngcuof,otin :
cameeﬁonwiﬂ:.myCuﬁﬁmkoﬂmmmisuedby.otwhhdwkmvdedgeoﬂBm-

andiuAfﬁﬁminjuds(ﬁcﬁomwhﬂe!thmmiammthwism
Certificates of Insurance; provided that, for purposes of this Section 9.01(b)Gid), the
pmthmmMy’Mnumm“wahdp‘asdrﬁmdinSecﬁon
1.01; ’

@iv) HmFmChﬁngmmﬁmmdn&ammeﬁngDm
Buyas!mﬂindumﬁfy!hoSdluIndmniMPmﬁﬁagﬁm&uﬂagmtohddmhof
dxmhmmlmhm.mylmimmdwwﬂ'mdbymyof&minmﬁmwﬂor
aishgwtofmydaimmhdngto,winwmwﬁmwnhtﬂnimmofmﬁﬁahsof
lnsunnceloPEOsnndtbu'roRmhbyBuyumdloriuAﬁlhm(pmpoMymbdﬂf
of Realm) prior to the First Closing; or

(¥)  fom end afer the First Closing Dats, Buyer shall indcmuwify the

Sdbrhﬂmniﬁedhﬁuagaim&andagmubboldudlofﬂmhamksfmmwy )
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Loss incurred or suffered by any of them relating to of arising out of the issuance of
certificates of insurance providing retroactive coverags dating back to Oclober 1, 2002,
but not including Losses that ate incident to issuing such coverage on a nou-retroactive
basis. Bxamples of Losses to be indemnificd by Buyer pursuant lo this Section 9.01(b)(¥)
may inclade, but shall not be Hmited to, fines assessed by individual states against the
. Seller Indemnified Partics for (A) late transmission of proof of coverage, (B) lato
transmission of policy and required dats elements, (C) abseace of proper claims notices
and posters required by states o be sent to employers, (D) lato claims reporting and (E)
assessmeots of debit adjostments pursuant to the NOCI Data Quality Inceptive Program.
For purposes of this Section 9.01(b)(v) only, the term “Loss™ shall include all fees
‘telzting 1o or arising out of issuing imsurance coverage yetroactively, regardless of
whither soch fee is considered “punitive.” . -
o ()  Theamount of any indesmification to be paid by Seller under Section 9.01
shall be reduced by the amount of any reserve accrued in the Financial Statemeots relatipg to the
subject mztter of the claim. :

() Far all pupuses of this Agreemony Cchugig, withoot limitation, this
Article IX, other than solely in respect of satisfying the conditions set forth in (i) Section 7.01(a)
hereof, cach of the representations and warrantics contained in (A) this Agreement and (B) the
Schodnles will be assessed without giving cffect 1o eny Pemnitted Supplement thereto, any
roferencs to the “Schedules” being decmed to Tofer to such Schedules without giving effect to

any Permitted Supplement.

9.02 Notice and Defense of Claims.

’ (2 Eachpmymﬁﬂedtoindmnﬁfmﬁonxmduthismﬁdcﬂ((dm
“Indenmified .Party") shall givo potice to the party required to provide indemmnification (the
“Indemnifytng Party ™) promptly, Pt no later than 10 days, after such Indemmified Party receives
wﬁﬁmmdmofanyc!aim,weﬂnrmﬂﬁuaxbwhichindﬂnnityybosonght;pwvided,
hom,'mdtbe&ﬁmeofthehdmﬁﬁed?myngiwmﬁcempmﬁdedhthissm
9.02(a) shall not relieve any Indemnifying Paty of its obligations nnder Section 9.01, except t©©
mcmmalswhfaihmmamhﬂypccjudicstbcﬁgmso(mymhdamﬁyingm In
!hawontofmydahn.acﬂms&;mwedingu&mndaésaﬂbymymwhobnda
puty(aasnocenartoapnty)m\hismw(l“Wmaabu")whichisorgimriso
wmmdnnniﬁwimdaim.tbhdmifying?mymydadwithhwdawbmmeme
dnfcmcofmyszhchimmmyﬁﬁgaﬁmmdthsmae&umwﬁhmdoﬁhnhdemifyhs
meschoicn,andﬂwhdmnﬂﬁedeymypmﬁdpdainmwsenﬂnmdmniﬁed
pmmmwmmmmmormmmﬁmm,mm
hmﬁﬁdrwmmwmmmmm,smwgw-mmof
iud:oieemrupmntthzhdumiﬂed?myiﬂhthemmnabhjndmdhhdmﬁed
melwmmuomm:mlapumﬁdmﬁdotidmbmnmehdmﬁﬁcd
Partymdﬂwlndmif?hg?uly.«ifﬂwhdamﬁﬁinz?my:

(6] elocts not to defend, corapromise of sattle 2 Third-Perty Claim, or
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(i) fails to notify the Indemnificd Party within the required time period
* of its election a8 provided in this Section 9.02. The Indemmifying Party, in the defenss of
any such claim or litigation, shall not, except with the consent of the Indemnified Party,
consent to cotry of avy judgment or entry into any settlement which does not inctode as
an unconditional term thereof the giving by the claimant or plaintiff to the Indemnified
Porty of 2 releass frem oll Liabilities in respect of such claim or litigation. The
Indemmified Party shall not settle or compromise any such claim without the prior written
consemt of the Tndemmifying Party, which consent shall not be unreasopably withheld.
The Indemnificd Party shail furmish such information regarding itself or the claim in
question as the Indemnifying Party may reasonably request n writing aad as shall be
reasonably required in connection with the defense of such claim and litigation resulting
thesefrom.

(@)  Sellex, Parent and Buyer hereby consent to the nonexclusive jurisdiction of
any court in which & Third-Party Claim is brought against any Indemnified Party for purposes of
any olaim that such Indemnificd Party may have under this Agreement with respect to such
 Third- Panty Cla'm cr the ratters ePepad thece'n.

W

3 e DAY
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9.03 Limitations and Other Matters. No amounts of indemnity shall be payable as a
rosalt of any cleim arising under Section 9.01{a)(i) or 9.01(b)D) unless and unti! Buyer
Indsmnified Parties or Seller Indemnified Parties, respectivety, have suffered, incurred, sustained
or become subject to aggregate Loases thercunder in excess of $50,000 (the *Threshold™) and
thenmlymﬂmatcn!thnﬂhammlaﬁwagmmomofhdamiﬁczﬁonobﬁyﬁmsas
finally determined exceeds $50,000. The lability for Scller and Buyer for any Losses subjectto -
indemification pursuant to this Article IX shall be limited in the aggregate to $5,000,000 for
cach of Seller and Buyer. ‘

9.04 Sole and Bxclusive Remedy. The indemnification obligations of Seller, Parent
and Buyer under this Article IX shall constinate the sole and excluxive remedics of Seller, Parent
and Buyer, respectively, with tespect o the matters described in Sections 9.01(2)() and (G},
a:ceptforrunediabuedonachimfur&md.bad{ziﬂ:orwmﬁxlmismm:ct In addition to
mgmm&mmmmmmmsmmmwbemﬁmdmu
remediuineqni!ywithmpu:ttomemdmﬂ)dh9.01(aXi)M®X'n)andfmmyomu
breaches, failures to comply with, and violations of, auy provisions of this Agreement.

905 Additional Remediss. Prior to the Second Closing, if Buyer fzils to cure any
breach of the covenants set forth in Sections 5.03(c) 20d 5.03(d), which have not been waived by
Swmmmwwwmmmmsmmm@mmmw
SenaumdmenmﬁcebBuy«ofmbmmmymm&ingbahmoofpﬁndpd
and interest on the Promissory Note beld by Buyer shall be deemad to bo paid and the Promissory
Nots shall be deemed to be canceled 2nd Buyer shall retars the Prosissory Note to Parent, (if)
BuynrahalldircdchsmWAgemwd:l!vcﬂoSeﬂeﬂhcc:abmdutta!ofCrcdilheldbythe
EscmwAgcmintthscmempmyand(ﬁi)Buy«mdSell:ruballmmplywithﬂncpmvisiom
set forth in Section 8.03; provided, however, any outstanding balanca of principal and interest on
chmmisso:yNotnMisdemndwbcwidmdmaledpnmmttothinSecﬁon%OS,mgl
mymhaﬂsuwhnpuwﬁmwmsﬁu,mclnﬁngwiwﬁuﬁnﬁmmmmm
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of Credit for the benefit of Seller, shall ba credited against, apd shall reduce and shall be deemed
1o bs a partial or full payment of, the Purchase Price in accordance with the provisions of Section

2.08()1).

9.06 Survival of Representations apd Waranties. All represeutations and warranties
contzined in this Agreement shall survive the Second Closing and shall remain in full force and
effect unti} the first annjversary of the date of this Agreement. Notwithstanding tbe foregoing,
the representations, warranties and covenants contained in Sections 3.01, 3.02, 3.03, 3.04, 2.09,
1.10, 3.19, 3.22, 3.23, 4.01, 4.02, 4.04, 4.06(]) - (1v), 5.02(b), 5.03 20d 6.01 shalt sarvive the
Second Closing until the expiration of al applicable statutes of limitation.

ARTICLEX

Misgellaneons

10.01 Notices, All notices, requests and other communications to any party hereunder
shel! be in writing (ircluding facsimile transtission) and shalt be given by repistered or rertified
mail (pestage prepaid, renur receipt requested) o persorally delivered to ihe zddress provided
below or sent by facsimile transmission (with verification theseof by the sender) to tho facsimile
number provided below:

If to Buyer, to:

AMERICAN DISURANCE MANAGERS, INC.,
3101 Towercreek Parkway :

" Suite 750
Atlanta, Geargia 30339
Attention:  David Deanett-Smith
Facsimile No.: (770} 980-3295

And copies to:

ALSTON & BRD LIP

One Atlantic Cepter

1201 West Peachtree Street
Attanta, Georgia 30309-3424
Attegtion:  Joe T. Taylor, Bsq.
Facsimilo No.: (404) 8814777
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If to Seller, to:

And copies to:

if to Paseat, 10

And copics to:

STIRLING COOXE NORTH AMERICAN HOLDINGS LTD.
125 Maiden Lane |

New York, New York 10038

Attention:  Stephen A. Crane

Facsimile No.: (212) 344-4622

STIRLING COOKE NORTH AMERICAN HOLDINGS L1D.
125 Maiden Lane .
New York, New York 10038

Aftertior  Jzmes Lawless

Facsimile No.: (212) 509-7405

ALPHASTAR INSURANCE GROUP LDITED
125 Maiden Lane .

New York, New York 10038
Attention:  Stephen A Crane
Pacsimile No.: (212) 3444622

STIRLING CoOXE NORTH AMERICAN HGLDINGS L1D.
125 Maiden Lanz

New York, New Yotk 10038

Attentions  James Lawless

Facsimile No.: (212) 509-7405

ll’tnknaim.to:

REALM NATIONAL INSURANCE COMPARY
125 Maiden Lane

New York, New York 10038

Aftention:  Stephen A. Crane
Facsimile No.: (212) 344-4622

-53-
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And copies to:

REALM NATIONAL INSURANCE COMPANY
125 Maiden Lane .
New York, New York 10038

Attenition:  James Lawless

Facsirile No.: (212) 509-7405

I o WTS, to:

. WORLD TRADE SERVICES, INC.
125 Maiden Lane
New York, New York 10038
Atteotion:  Gregory Scarpa
Facsimile No.: (212) 269-6769

Ang copies to:

WORLD I RADE SERVICES, INC,
" 125 Matden Lano

New Yark, New York 10038

Attention: James Lawless

Facsimile No: (212) 509-7405

Kto SCNY, to:
i STRLRNG Cooxs NEW YORK INSURANCE AGENCY SERVICES, INC.
125 Maiden Lane

New York, New York 10038

Afteation:  Dammy Green

Pacsimile Number: (212) 269-6758

And n the case of Sciiey, Parent, Reakn, WTS or SCNY with copies fo:

STROOCK & STROOCK & LAVANLLP
180 Maiden Lame

Now York, New York 10038-4982
Aftention: John Cashin, Bsq.
Facsimile Number: (212) 306-6006

All such notices, requests and other cormumications ghall be deomed teceived on the date of
receipt by the recipient thereof if received prior to 5:00 p.ou. in the place of receipt and such day
iuBusinc.wDay.Olhawise.anymhnoﬁu.mqmorcmmﬂaﬁmﬂmnbcdwmednolm
have been received until the next succesding Business Day in the place of receipt.
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10.02 Amepdments and Waivers.

(3}  Auny provision of this Agreement may be amended or waived if, but only
if, such ameadment of waiver is in writing and is signed, in the case of an amendment, by each
pmymthisAgrummt,m'inzhnmeofawaiver,by&cpanyagahmtwbom:hewaiwismbe
effective. -

() No failure or delay by any party in excreising any right, power or privilege
herenmder shall operats es a waiver thereof nov shall any single or partial exercise thereof

preclude any other or farther exercise thereof or the exexcise of any other right, power or

privilege.

(€ No waiver that may bs given by a party will berapp!iwble except in the
specific instance for which it is givea,

10.03 Expenses. Except as otberwise provided hercin, whether or not the Transactions -

e conswarnated, all cnats and exprreze iveamred in eonneetion with this Agreement shall be

paid by the party incwring such ‘cost of expense.

10.04 Invahdity. In the event that any one or more of tho provisions contained in this

Agxeemanl,minanyoﬂxerinmnwrcfmedmhcmm,shall,fotanymson,behcldtobc .

invalid, llegal ar unenforceabls n any respact, then 1o the memdmnm extent permitted by Jaw,
such invalidity, illegality or unenforceability shall not affect any other provision of this
Agrcement or aay other such instrurnent. ’

10.05 Titles. m&ues,capﬁomorbndingsofﬂxemksmd&cﬁmbuﬁamfor
mmenimofnﬁ:m@mdmnminmdedmbeapmdmbnﬁedthemMgm
interpretation of this Agrecment.

10.06 Successors and Assigns. Tbepzwis‘onsofthisAgreanemdnﬂbebinding\qam
mdimncmthcbuﬂofﬂnpﬁnhaﬂomdmekwmmmwdmmvidd
thatmymymuyu:iy:,d:!egmcorothawisehnsﬁsgnyoﬁtsrigmsorqbﬁyﬁommduuﬁs

Agumlwhhmtmpiuwﬁﬁmmdhmlmpnﬁuhaw;mvided.ﬁnﬂwr,thu

Buyumysaﬂ.ﬂmnfu’wmi@.hwhoburﬁmﬁmwﬂ.mhpan.tnmormoﬁts
Aﬁﬁans,meﬁdnmpm&mmwzpwﬁmdme&mmmwnhumdqor
assigmtshaﬂxﬂimmofiuobﬁpﬁmhmndu. Any puported assigmment o
violation of this Section 10.06 shall be void. :

10.07 Goverping Faw. This Agreemeat shall be governed by end construed in
amdamewiih&nkw:aﬂhoSmofNewYmtvd!hmnmgmﬂbpdndpbofcbnﬂictsof
faws. - : .

10.08 Consent {o Jurisdiction. Eadmfﬂlepnﬁasinwocablysubmihbﬂn:xdnsive
jurisdiction of the steto and foderal courts of compel ¢ jurisdiction in the City and Couaty of
NowYuk.hthcsmlochwYolk,mdhaebyinwoahlymdmmdidomRywaivemy
objwﬁmwbichitmyhaveumyﬁmnmmevumoofmysuchaaimmitupmwedhgin
suchconnsudfndherngvunoﬂopladorclahnhmyswhwuﬂﬁntmynducﬂmmkor
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proceeding brought in any such court has been brought in an inconvenient forum. Each party
farther waives personal service of any summons, complaint of other process ad agrees that
service thereof may be made by certified or segistered mai? directed to address of the party and to
the attention of such reprosentative of soch party as set foath in Section 10.01. Ths parties agree
thst none of them will institute or seek to institute any suit, action or other proceeding arising out
of this Agreement of any transaction cantemplted hereby (other than an action or proceeding
seekhlgmfotcemcntofajndg!nmt)mmyfmotbuminwchwm

10.09 WAIVER OF JURY. THB PARTIES BACH HEREBY WAIVES TRIAL BY
JURY IN ANY JUDICIAL PROCEEDING INVOLVING, DIRECTLY OR WDIRECTLY,
ANY MATTERS (WHETHER SOUNDING IN TORT, CONTRACT.OR OTHERWISE) IN
ANY WAY ARISING OUT OF, RELATED TO, OR CONNECTED WITH THIS
AGREEMENT, THE TRANSACTIONS OR THE - RELATIONSHIP ESTABLISHED
HEREUNDER.

1018 Cougleparts; Uffectiyeness  This Ameement mzy b <ipred in eny number of
counterparts (ipchuding by facsimile signeturc), cach of which shall be an erigined, with tha sune
effect as if the signaturcs thereto and hereto were upon the same instoument.  This Agreement
chall become effective when each party herelo shall bave received a counterpart hereof signed by
the other party hereto.

10.11 Entire Agreement; Third Party Beneficiaries. This Agreement and the other
agreements between the parties contanplated heroby coustitute the entire agreement between the
pm&eswhhmpedbthowbjcctmaﬂuthawfmdthmfmdmpmedcaﬂpﬁonmmm
and understandings, both written and oral, between the parties with respoct 1o the subject matters
ofﬂdsAgxwmatmdnmbmhuagmemmmeﬁbibmdScMAeehmmmhegrﬂ
part hereof and are incorporeted by reference herein for ail puposes. No representation,
mduoemmgprmbamdanmding,con&dmmwmynawﬁmhhminhmbcmmadem
relizd upon by cither party hexeto. Neither this Agseement nor any provision hereof shall confer
npmanyPasonothammtheparﬁesbmmyﬁgmwmedishaamdm

10.12 Complimoe with New York Insurmee Law. The parties hereby agroe that this
Agreement is intendod to comply with the Laws of e State of New York related to the

insarance bustiess and shall be intexpreted to comply with the Laws of the Stats of New York
related to the insarance business. :

10.13 Schedoles: Supplements to the Schedlos.

(a) The discloswres in mry Schedule (and in each case, any Permitied
sprmmmm)mmmwmmmmnmwmmmnu
dwmedtorchm.odymmospodﬁosecﬂon(msubawﬁonzhuwf,ifapplhbk)ofthe
Agreement to whkbthcyexpmlyrchtcmdmwmmhasxﬁénmsubmﬁmofm
. Agrocment.

() I the ovent of an inconsisienoy betwoen the statements in the body of this
wmmmmmmﬁmypmmsmmwmwﬂg(ma
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(hzs m exception expressly sol forth in the Schedulos or any Permitted Suppiement to the
Schedules, with respect to a specifically identified section or subsection), the statements in the
body of this Agresment will control.

(c) W'nho\nhmywaymdifyingorﬁnﬁﬁngthepmvisionsufmm. the
Seller, Parent and the Companics mzy, on one occasion'no later than ten (10) days prior lo the
Second Closing Date if it deems appropriate, supplement the Schodules in writing with
additional information, but solely with information conceming cvents, faults or circumstances
thatoccmonoraﬁ:rthcdntcomxisAgremmiandpriotmorontthwondClosingDm.

(@  For purposes of this Agreement, the term “Permitted Supplement” shall
mean supplements to the Schedules permitted under Section 10.13(c)-

ARTICLE XX

Termination
.11.01 Termipation of Agreemeat This Agreancnt may, by written notics, be
termipated at any time prior to the Second Closing (except where otherwise provided):
() by mutoal written conscut of Buyer 2od Seller; ‘
) bySollaifmc'RBCPlanhasnotbmappmvedwithinMBusianays

ofmcdmcdeAgmmbyﬂmeYodDepmuﬂofhmwmﬁdedsﬂahn fully
complied with its obligations set forth in Section 5.02(u). ’

{©) banyuif(x)ﬂthsthﬁmdoesnotmcnwbcfommehmoﬂA)
SBusinwsDaysaﬁertheappmva!oftheRBCleor(B)lhaBﬂ"BusimsDaynﬁeﬂhsdamof
mwu(u)mwwm'qmnmmmmmwi«m
than $6,000,000;

(d) wsaaxmum'mwﬁdmmowpﬁmmsm

" 2.05(c)(i3) within the tims periods specified therein; ]

© @ by!h!yﬂ‘(pmviddﬂmBuyﬁisnot(hmhhwhofany
rqxxmaﬁonmwmmycomimdhﬂxhwwchwuldmﬂlinhsfaihnc
ubsaﬁxfyﬂwcmdﬁonsetfmthhsmlmmdﬁsw“hamm:l
wofmmmhmmmdbxucbmﬁmmhm
Agm).ifsmluialhleﬁby&na,m«mampmiuofmy ion
mwmmywnhhedin&kmmmmbemwﬁwdorhupabkof
bdnguxedandhnmtbemmmdwithhlSdaysaﬁ&lhcgivingkmeofwﬁnw
notico 1o Seller of such breach; -

(@) by Seller (provided that Seller, Parent o any of the Companies is
nmmminmchofwynpmamﬁmmwmmywnninedhmﬁAgxumtwhich
wonldxosultinihfaﬂlmbsaﬁsfyﬁcmsafmhinwmlo‘l(a)ofﬂﬁ:

7.
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Agreemept or in a material breach of any covenant, agreement, understanding or
obligation contained in this Agreement), if a material brecach by Buyer of any
representation of warranty contained in this Agreement which has not been waived or
which is capable of being cured and bas not been cured within 15 days afier the giving by
Seller of written notico to Buyer of such breach;

(® () by Bayer (provided that Buyer is not then in breach of any
Tepresentation of warranty contsined in this Agreement which would result in its failure
to satisfy the condition set forth in Section 7.02(2) of this Agrezment or in material
breach of any covenmant, agrecment, understanding or obligation comtained in this

- Agreement) in the event of a material breach by Seller, Parent or any of the Coropanies of
any covenant, agrcement, enderstanding or obligation contained in this Agreement which
bas not been watved or which is capable of being cured and has not beea cured within 15
days after the giving by Buyer of written notice of such breach to Seller and Parent; or

(if) by Seller (provided that Scllex, Parent or any of the Companies is
not then in breach of any representation or warranty contained in this Apreement which
would recuit i s falure to salisfy the cordition set forth in Section 7.01(x) of this
Agreement or in moaterial breach of any covenant, agresment, understanding or obligation
contained i o3 Agreement) in the cvent of 2 material breach by Buyer of any covenant,
agreement, understanding or obligation contained in this Agreement which has not been
waived or which is capsble of being cured and has not been cured within, 15 days after the
giving by Sellex of writicn notice of such breach to Buyer.

(g)  after the First Closing, by Seller if 75% of the Parcheso Price has not been

- paid on the Second Closing Date or July 31, 2003, whichsver is carkier.

11.02 Swvival ¥ this Agreement is terminated and the tramsactions contemplated
hereby are not consummated as described above, this Agreement shall become mull and void and
of no fiwther force and effect, exeept for the provisions of Section 5.02(c), which shall surviva
for the periods set. forth thercin, the provisions and fhe semedies contemplated by Article IX,
inchading, withoot limitation, specific perfirm and injunction as contemplated therein,
which shall survive indefinitely, and Article VI which shall swrvive mtil the obligations of
Scller, Parent, the Companics and Buyer purssant to Section 8.03 have been fully performed.

11.03 Certaip Obligations upon Termination. I this Agreement is terminated and the
‘Transactions are not consummated a3 deseribed zbove, Buyer shall, and shall canse each of its
Affiliates o, promptly afier such termination (a) deliver to Seller or at Sefler’s sole discretion
destroy ol information, records, forms, data, Hsts and other materials provided by Seller or amy of
its Affilintes wifh respect to the Business without retaining copics, and (b) withdraw all policy
forms filed for approval pursuant to Section 4.04 and destroy all such forns and work papers
relating to such forms. The preceding sentence ahall not be decmed to preciude Buyer or any of
its Affilistes for developing on its own any sach information, records, data, lists, materials or
forms or from using amy such developed information, records, data, list, matesials or forms. .
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HAR-18-2003 TUE 07:38 PY STIRLING COOKE BROWH FAX KO, 212 509 7405 P. 03

IN WITNESS WHEREOP, the parties hevoto have caused this Agreement to bo daly
excouted a3 of the day snd year first above written.

Atlest:

by, LI
Naof f G PErF

Attest:

ALPHASTAR INSURANCE GRQUP LIMITED
By: g

Name: A Llpak..
Title: ¢havwonfiendsitr 250

STIRLING COOXE NORTH AMERICAN
HOLDINGS LTD.

By %
Name: 6 Fepit Cheos

Tille: fepdekvcEO
REALM NATIONAL INS CE ANY
By

Nam *
Tile: Zhassnt

WORLD SERVICES, INC.
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. IN WITNESS WHEREOF, the partles hercto have cansed this Agrezment lo be duly
executed a8 of the day and yoar Sirst above written.

Anest: . ALPHASTAR INSURANCE GROUP LIMITED
By: By,
Names Name:
Title:
Attest: STIRLING COOKE NORTH AMERICAN
HOLDINGS LTD.
By: By:
Name: Name:
Title:
Afnest REALM NATIONAL JNSURANCE COMPANY
Nt Naoe:
Titke
. Attest WORLD TRADB SERVICES, INC.
BY: ' By,
Naorno: Namex
Title:
Attest: . STIRLINGCOOKENEW YORK
INSURANCE AGENCY SERVICES, INC.
| B By:
Namc: N
Titles

Tle peefipent * CEO

d OB2EUBBOLL
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IN WITNESS WHEREOF, the pacties hereto have caused

cxoented s of the dey and year first sbove wrilten.

Attest

By

By:

Nams:

Attest:

Name:

tds Agreement to be duly

ALPAASTAR INSURANCE GROUP LIMITED

By:
Name:
Title:

STIRLING COOKE NORTH AMERICA

HOLDINGS LTD.

By

Nepe:
Tite:

REALM NATIONAL JNSURANCE COMPANY

By,

Nwmo:
. Tite:

' WORLD TRADE SERVICES, INC.

"~ DBZEDBBOLL
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IN WITNESS WHEREOF, memahexmhveuweddul.gmcn:mbbcdnly
neunednsof:hodaymdywﬁruabmmm )

ATPHASTAR INSURANCE GROUP LIMITED
By S )
}am,;,m,m-mapu. ’

Titl € =0
STIRLING COOXB NORTH AMBRICAN
HOLDINGSLTD

By: <

Nm oL Vel

Tile: Prused v 20 .
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APR-01-2003 TUE 08:35 P STIRLING COOKE BROWN FAY HO, 212 508 7405 P. 02748

Scheduals 3.01(a)

List of Juriadictions Whero the Companies are Qualified or Registered a5 Foreign
Corporstions .

.

Theﬁﬁsdkﬁmof%mmmuﬁqumhdkeﬂm&dom!hmm@mpmyfm')
Werld Trade Services, Ino. (‘WfS')andStﬁ-BngCookzNewYoxkhmnocAgmcySmw,
Inc.("‘SQW")isthaSt&:ofNWYo&. . .

Realm possesses current Certificates of Authority to engage in the property and casualty
insmmabminminexhofmnstanssdominscbe&ﬂesm(k)(i)

1816
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Schedule 3.85
Permitted Litus
None
WDOOWICHTRYLé
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Schsdulc 3.06

Leases

Reatra - Leaso Agraenntat, dated September 3, 1992, betseen RREEF USA Fund-Ill and Lloyd’s

" New York Insurance Company, m&pmbaz,zm:umdedbymm

amendment dated Decembar 15: 1992, and that certein Second Amendment to Lease, dated
September 3, 2000, Cuwrent fixed bass rent of spproximatcly $16,803.67 per month, phus
varizble rant, es set forth therein.

WTS - WTS shares spaze with, and pays aa allocated portion of the sest of, Realm shown aboave,
hased on the 1espective numbes of eraployees using the space. This obligation is not formally
ducinented. TS has histcrically refied on sa Experse Allocaticn Agrecroent among Realm,
Stiling Cooke Brown North American Holdings, boc. (' Selies”) and Stsling Cooke Brown North
American Reipsurance Inmenmediarics, Ino., dated November 17, 1996 (16 which WTS is rot 2
signatory) a8 the source of this obligation, and it has besn fhe consistont practice of the pasties.
Ths WTS shara of fixed base rent during fiscel 2002 averaged approximataly $7,150.00 per

manth.

- WDCEA0SINVS
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Schedule 3.07

Materin} Contracts

Reatm - . .

+  Services Agrecment between Realm National and Insurity Solutions, Inc., dated
February 1, 2001 - database and statistical reporting scrvices - approximate annual

 contractus} obligation $240,000 ($12,080 per month). i

o Data Processing Service Contract between Realm National and Vantage Data Corp.,
dated July 1, 1589 - Mew York policy issuance & cleims sysiems - spproximate
anpual obligation $36,000 (34,600 per month.)

» Madisom Consulting is retsined to provide fee-based services in connection with state
filings and actusrial pricing services. Approximate ecst ie fiscal 2002 was $46,000.

w  (laims Service Cantact betweea Realm Nauenal and Cinsinghan Lindssy Clalms
Mansgement, Inc., dated November 14, 1998 and most recently reoewed sffective
Apd!2,2m1-£=-MmmuﬁonfmC!AimsMamm\!udI?Amicaafm
workers compensation business — spproximsts annual contractual obligation
$200,000.

»  Asset Management Agreement between Realm National end Conming Aseet
Muzagement Compray, datod es of September 1, 2000 ~ investment advisory services
~ approodmeats snanal contractuel obligatian $75,000

o 2003 Affiliation Agresment between Realm and NCCI, dated Isomary 1, 2003 -
snmual fee and fee-based compensation for workess sampensation mtes rules, forma
amd statistical zepoxting - cstiunzted anmual contractuel obligation $250,000

« Stendmd form contract with IS0, es seflacted on March 21, 2003 “Report 127
(services statug cepart) - apmuz] fee and feo-based compensmion for property / goneral
Hahility rates, mies, forms and statistical seporting - estimated ammual contractaal
obligation $200,000

»  Stradard form contract between Realm National and New York Compensation
Insarance Rating Boa - sonual fee and fec-based compenaation for workers
compensation rates rmles, forves and statistical reporting - estimated ol
contractoai cbligation $50,000, X

¢ Pxpense Allocation Agreoment between Reshn and Stirling Cooke Group Sexvices,
Int. (row North Americen Risk, Ino.), dated November 3, 1997, providing for the
allocstion so Realm of sl costs associated with services provided to Realm by pasents
and afffiates, incloding payroll scrvices, Murnan relations dopartmezs oveshead,
internal andie, BAODAO msumnee and other corporate savices and overkoad.
(Cestain of tese smonnes aze billed through 1o, and collented from, WTS.)

» Realm is billad disectly by vendors of the Paremt Plan Medical asd Dentel coverages
spocified in Schedulo 3.22(s) for its allocated portion of those covernges and for its .
ellocated share of outside sudit services provided by KPMG.

o Inforce contracts of insurance casered imio in the novmal coorse of Reat’s business
that conld resnit in fisbility in excess of $50,000.

WRDUIeYIIT 6
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WTS-~

cmmdimmuwhkhmybcfoxmdmadszuamuhorcuﬁﬁﬁmd
immmhsndby&nyu,innfﬁliammammpﬁmomcmncming
prsoant bo this Agresment, and which could resalt in liabiltty in excess of $50,000.
Termination Agrecment between Reabn snd Mark S. Sioma, dated as of June 19,
2000, ’

.

WrSistbmehAmtdcmRistfntwﬁnwyomuupmss.mhmm
allocated share of BRO/D&D insurancs, audit fezs and other corporate services and
ovezhead items, This obligation ks pot formally documented.

Pursuant to lthxpmseAIlocaﬁmAgmmbomWTS and Realm, dated
Hovesber 17, 1996 (s2e schedule 3.06, shove), WTS pays its allocazed share of
LTD/STD, AD&D, L.ife Innrance, Deatal benefits, and various corporate services
and oveshead fems, to Resim.

Terminstion Agreement hetween Reslm end Oreg Scarpa, dated as of March 28,
2001, ..

SCNY -Noune

WDCO B0V

LR
-

Y
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(o]
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Schedole 3.08
Violatdons
Reslm -

o The transfer of the stock of Reatm would constitute 8 “changs in control” under the
Executive Termination Agrectent between Realm and Mark S, Sioms, dated as of
Jane 19, 2000, entitling ki, as provided thercin, o a paymsn equal to twelve (12)- . R
months base salary at the rate then in effect.
B Appoimmm!o!AmnznAzunandtheimplmmhﬁonofthcAlMImmnm
Program may resull in ose or moro of the siates o which Realm possesses a
certificat of autbority taking action'adverse 1o Realm.
. Buym‘sfnﬁmemwmplyvﬁﬁxthcmmﬂcondiﬁomofmcagrmtsmfmcdu:>
1n Section 3.08 of this Agreement could result in one or more of the states in which
Reatm operates taking action adverss to Realm.

WTS -

" o The wansfer of the stook 6f Realm would constitutz s “change in control* under the
Executive Termization Agrecment betwesn Realm and Greg Scarpa, dated as of
March 28, 2001, extitling bim, as provided thavein, to & peyment equal to hwelve (12)
months base salary ot the rate then in offect.

SCNY - Noae

WDCOIALITILIE
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APR-D1~2003 TUE 08:38 PH STIRLING COOXE BROWH FAR NO. 212 508 7405 P, 08/48
Schednle 3.09
Consents

. C:niﬁwmofAnﬁxOrity g
o Al 24 States listed below
. Apprwalofmmmudllunasﬁﬁnp~8eas\mmaryofmﬁ!ings.
1. A!nbnmn—Aypmvedforworkmnp,pmpe:ty. general Hability & axto.

. Fierids - Approved for work comp, J90perty, genesal jiability & suto.

. Grorgin— Appraved for work comp, property, geaeral lisbility & auto. Note
ket Realm Js not authorized for zuto electronic reporting under new stato law,
and would bave to be 5o euthorized before isaing such coverage

.6, Tikinois- Approved for work cozmp, propeaty, gencri linbility & aua.
7. indisne— Approved for work eomp.pmpu‘ly.waluawity&m
8.

]
¢
3
|
%
1
i
:
:
B

coveags.
16. North Cnoﬁm-ﬂoms,nﬂno:ﬁnmwwul
7. North Dekota— Approved for propecty, gencaal lisbiity & muto. No rates sules

20. smmma»wdﬁxmmm.mm& @mro.
21 WW—W&:MMNM.MW&W.
22. Tenmessee —~ Approved fx wmkemm.wmluabﬂhy&m
z.rm—Amvdhwkéummpuv.mmty&m
%wmvm-mmmummw
Surptus Linss engibnhyhxmsuonmml‘m /
Poreign Corporstion — Califomia oaly :
NmYukSmuNmthme»inbyMbuuGouﬁm(lRuhn employee)
Reelm FEIN # 13-362-536% : .

e e 9 ®

1822
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MmkohﬁmdmN.Y.bsmhwtombmitmondAgm
Ageement to tha N.Y. DOL
Mwwmmagmmmam.wcw
Recovery Plan to the NUY. DO for review and comment Realm may be required to
Mmmmmmummm@umﬁmmwmam
transacts Bosiness,

New Yok Agency License No. PC-746100~ in the namo of Patricia Cobey (WTS.
employee)
New York Broker License No, BR-746100-- in the nams of Patricia Cobey

WTS FEIN # 13-35-33231

SCNY FEIN # 13-394-0933

WBOILHITIZWE

1823
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Sebedule 31100
lxmami!

SchﬂmZWmudMuymthﬁ lS,DmdDAfnulistofﬁ'nsequity
swﬁﬁmhﬂdhyk&hﬂymﬂdm

SMDWJI.mmewimplmm;plmmmbeapm
gains by scﬂklsnmmbetofbondsulpmmhm Submﬁnnydtofthapmwefkofm
salwhavobecnxctahzdbykaalmasmplus.

WOCODTAVIE

\\Pf’?
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Schedule 3.11(0)
Investment Guidclines
See attached.
WDCIULOTINIE
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Investment Guidelines '

Geaosral Investment Polley

L

2

All investments sball conform to the stafutory regulalions of the State of New vork [nsurance Depastment and all other
applicable statutes wd rogulations. . ,

The Finauce Cogunittes of the Board of Directors will be respansile on 3 cortiouing basis for the esmblishment asd
review of partfolio gnidelines; o Finence Committze will reaffiro the goideli (witk any wavisions) at Jeast aace a yeat-
The Commities may delegats o committoss, cffioscs, employecs, or ageats the ruthority to act, subject to final approval of
the Finsnoe Comumnitteo, regarding investipeat of the assels of Roalm National Insurance Company.

Investment Objectives

Tho primazy chjectives of Realm Natiogal Insumncs Company's investment poctiolio are:

1

“To presecve and grow capital and suiplus, o oxder to kpprove the Campany's corapetitive position and sllow for expaasion
of insurants opTAtioss.

To engure gufBrient cashflow and liquidity to fimd expected liabliity payments and otherwise support the Company's
underwniting stategy. .

Subject to achieving the Sxst twa objetives, pursus favorable risk adjusted, aftar-tax total relun, In otder © sahance tho
Caxpany’s wmpoﬁﬂvcpodﬂwandecunmhvdno. :

& conning

sp/2l d
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[nvestment Guidelines

80 M} €00C-{0-2dY

Persuissible Assets |

Adset categories permitted in these guidelines may be more nastow thun allowed by statutory regulaton,

Ths fallowing catcgories of aseels aro peamissible in is fior Resln National I Corapany’s portfolic.
Caab and Bouivelents

Commercial Paper Raied eithse A-1 by Moody's nvestor Sexvicss (Moody's) sud/er P-1 by Standard & Poors (S&P).
Pooled ghort-term mouey markst funds; NAIC L or 2-rated poofs with assots that satue in 397 days or less,

Time Deposit ‘
Cerfificates of Deposit

Bank Repurchase Agroensnis

Bankars Acceptance

Securitios of the U.S. Treasury and U.5. Aéendu. )

- Obligations of U.S. states and their subdivisions including; geoeral obligaticns, insured, special revenoe and pre~refunded
obligations. . o
Prefared sock of U.S. apd Canadian corporstions that quatify for amortized cast ecemmting.
Dollaz degominstsd notes and bonds of U.S, and Canadisn corporations.

AAA-Teted Teattgage-backed securities.
AAA-rated asser-backed sequdties.

£o conning

S0pL 809 2 O W HAoHA 3009 SNITHMIS Hd L6
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Investment Guidelines )
Common S160KE

Commen stook of corporatians Hsted on e U.5. exchange

Awmet Classes that are Bot permitted include: .

montgage Yomns (except MBS issued by an agaacy of the U.S. governunent os U.S. corporation)
mortgage degvatives such 85} ipvesse fosws, Interast caly strips and peiosipal cnly stips
direct real estate Invesumonts .

oplions and futares conlrasts other than the weitiog of covered call optioms

all non-U.S. dallar decominated scourities ’

any sscurity that would potbe in compliance with the regulations of the State of New York

& ¢ & & @

Aummmmmbepumwmum
Securities Lending is problbited.
Credit Quality
+ Atleast 0% of o fixed incame portfalio muist be inveated in securiics raled at leas: A3 by Moodys and A- by $&P. The
wmaummpmmbmnwmpnmwmmum.
. Mmﬁdﬁomﬁndhmmamdsmumedatlmsm by Moody's or BBB- by S&P.

. k‘anwﬁtyisnwdbybnithdy‘smds&r.thohighuofmp:womdnssmaybcuudfo:mmalculuﬁons.

. Unses_:nitymbseqwﬂy is rated below Baad Moody's or BBB- by S&P, the security may coatimic to be held in the
portiolio if the jnvestment manager is of the opinion that tho creditwosthiness will improve;, otherwise, the security shall be
s0ld o3 soon as is pucticable.

&p conning

b)
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Investment Guidelines .

Kr0d8 U003 ORI TIILS Hd BE:B0 ML £002-10-YY

Diversification and Asset Allocation —

Investments in the portfolio sball be diversified in order to avoid conceatrations of risk. Theze are no maxiorum lirits on the proportion
of ths postfolic which nmy bo Tavested in direct or escrowed obiigations of the US. govemment or its ageocies. Mortgsge-backed
asousities issued and gusrssteed by the Goverument National Mortgage Assoclation (GNMA) sod project notes of pools issued md
guamaizad by the Federul Housing Admigistration (FHA) shall be considered cbligatious of the US. government.  Additionally, there
will be no Hmits on (e propartion of ths portfolio invested in motigage seourities issucd aad guaranteed by the Federul National
Martgage Associstions (FNMMA) and the Federal Bome Loan Mongage Corporstion (FALMO), except as limited by exoluded -

‘The investment manages will bave responsibility Jor asset allocation decisions within the imvestment pcrtfolin.’ sabject to the limits set
forth In these guldetinss. The Sollowing constrainty Ideatify the asset allocation pararatieis within which the iavestment manager can
parsue portfolio objectives: . . \

_ Perceatagn of Iuv ¢ Portfollo

— Migimom _ Daximum
Govemmenta/Agracies % " No limit
Corporste Bonds 0% 0%
Mortgags Baaloed Securities . 0% 0%
Assci-Backed Seouritiss 0% 30%
Tax-cxsmpt securitios (municipal bonds % Not to exceed
and prederred stock tat qualify for amortized 125% af the targel
cost acconuting,) . aflocation
Obligations Canada or Canadian Corporetians 0% 10%
Comamon Stocks % 10%

£ CONNING

90vL 806 202 O W4
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Investment Guidelines '

mw;etauoaﬂmtonx-cmtswuiduﬁnpdmnmybébzwdmdwtaxposiﬁonofme copany and the optimum mix of tax-
n«mptmuﬂﬁnndﬂminedbylhammmmwﬂmmwy. Managemeni will notify the investneal managers at loast

ansually of ths target percentngs of tax-exempt securities. Tho allocation fo tix-exempt scouzitiss shall not exceed. a 25% vanaion

" from the targot atlocation peroentege.

Ths maximum parcentage of the portfotio that may be invosted in the secuitles of gny one privete issuet is $% of the portfolic market
valus. Commecial pspac investments will bs incloded in this rastriotion. U.8. Govexmmext and U.5. Ageacy obligations, and GNMA,
FNMA, sad FHLNMC mmbwkeduwdﬁuwmum‘pt&omﬂ:ummﬁm

No mare than 20% of tho paxtfofio market vahuie may be held in obligations of U.S. cosparations i any one industry.

The maximum percentage of the portfolio that may be invested in the securities of eny onc stats or munisipal government issuer is 15%
d&:pmﬁnﬁommuh:qmtumybeuquhedtbrmguhmrydspmm

No mote than 30% of the partfolio markst vabie may be held inany oos Gunicipal veveme boud sector. Individual sectors include, but
wro 1ot timited to, wair & sawer, clestrio, wirpart, boapltsl, housing, toll, education, sales tax, indastrisl, and pollution control revenue,

At e time of purchass of vommon equity {u a spesific leaguer, the aggregafe equity exposare to that issuer, jncludimg the value of the
cow prrchase, will not exosed 5% of the market value of the commeon equity portflio.
!

‘Interest Rato Risk Mansgement

Conuing Asset Managemmt will work with Realm Natlonsl managemeat lo determine an appropriate target ducation of e fxed
income pfmtoho. The investmant tosnager will work with management to complets an asset-lisbility analysis on an annual basis that
wlnwowde@:edaﬁlw wuppost & target duration and calculate & surplus duration based on lisbility and asset duration levels. The
umm-mawmwmmhwwnommmewmwcmm geraent o taks t of changes
in Hability ducation, surplug Jevels, and tolerance for GAAP or STAT surplus volatility.

€ conning

WioWE Fi000 MIRILS Nd 8€:80 3L €002-10-¥dY

S0pL 806 212 TH W4

8y/81 d

€3]



I€81

(on’s

Investment Guidelines

As of $/30/00, tbe azutral posidon for the portfolio durstion is 3.5, with an allowed range foz the market value weighted average
modified durstion of 275 to 435 Tho investment manager way adjust the modified duration of e pustfolio depeading on the
upemﬂouofinmutmmmmmdonviom of relative value alang the yisld cirve.

Capitzal Gains and Losses

Auy capital gains mdumu in axcess of fhe amoust established, st the beginning of each quartes, by de CFO ar their desigace, will
require spproval prick to aale. :

Investment Performance and Beachmarks

1o lins with investment objestives, the Company will teview the in ger's suceess in weeting afler-tax incame wrgels,
adaeriog 10 stated gains/loss budgets, majutaining vequited levels of liquidity, and compiying with other investzeat guidelines.

1n addition, tbe io ger's pests will be revigwed using time weighted total retura relative (o benchmark market
indexcs as described below. ’
t

Returns are gross of foes,

Returos are pre-{ax, but icoome from munteipal bands and preferred stock will be grossed up {o a taxable equivalent basis (for
fhe poctfolio and for the benchmark indexes). .

Retucns will be cal _' ‘qumlyby&emun&mmmgu(&mngnmmm&nmwmy)andupomdinthe
folbmﬁmat (i) quarterly sad yoar-to-date foz the currest year, () snauslly for prior years, and (i) curulative since

Lo conning

10u8 X000 DHITHIAS R4 BE:80 UL £002-10-Ydy
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Investment Guidelines '

To batier evaluate manager pesfonmance as argets Hr texableftax exeaipt locome change, perforrnance of taxable ang (ax advantagsd
nisets will be tracked voparately, a3 well as on 2 conpolidsted basis. Retwna will be calculated for asset classes (as described below)
#nd compared to beachmarks appropsiate to that asget class; retwrns will also be calculated for the manages's caosolidated portiulio and
cownpared t an aggregated indek (13 desczibed below). Benchmarks have been chosen o be consistent with the investment guidelines.
It is intendod that investoent managess sbould bs sblo to match or excood retums on (s brachmark indexes over time, without takirg
risks thet are inconsistent with thess guldalines.

Ansilas " Bepehmatk

Cszht and Bquivalents 20% Salomon 1 moath T-Bill

Taxnble Fixed Income ) 80% Lehman Intenmediate Aggregate
£ conning

1w
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Schedule 3.13

Personnel and Accounts

®
Realm
See attached

Fidueiary Accounts
- . . .« Fiduciary Acct #61450961 (Citibank, N.A.)~ Signatories: Mr. Greg
' . Scarp, Ma. Cathy Macti .
o Checking Acct B 4058322 (Citibank, N.A.)~ Signstories: Mr. Scarpa,
Ms. Matsi
v Checking Acct # 2681926 (Citibank. NA)~ Signatories: M. Scarps,
- Ms. Mecrt

Operating Accounts -
o Cherking Acct # 4058345(Citibank, NA) - Signatories: Mr. Scarpa,

Ma. Maori
o Pauyroll Acct# 4087609 (Citibank, N.A.) - Signztories: M, Scarpa,

Ma. Maord
- SCNY-Noas
®)
RNIC Dirgetoys and Officers
Nams Siatns - Tie/ Affiliation
Stephen A. Come Direcior, Executive Chadrman, AlphaStar Insurance
Officer . Group Limited ("ASIG™);
) Chairman, Reatm
. Anthazy Del Tufo Director, Executive ‘Acting CFO — ASK) & Reaim
‘Officer
Thomas Dick - Directos, Exscutive AVP of Claims, Realm
Officer
Jobn A Dore ‘Non-Bxecutive Director American Country Insurmnce
;lg_lglc.l-‘o:d Non-Executive Dirogtoy | Consnitant
Danay R Oreen Dizectoe, Exscative VUP - Claims, Resim
Officer
Jamwes Lowless IV | Director, Exscurttve SVP & General Comsel, ASIG
Officer )
Leonard Quick Director, Executive €00, ASIO
| Officer :
Mark 8. Sloma Director, Bxeoutive Premidcat & CEO, Realm
WDLANITINIG
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Officex
Chistins B. Yu Director, Exceutive AVP of Finapce, Realmn
Officer
Reusta L Zinnent Dirsctor, Exocutive VP of Undawriting, Realm I
Officer
WIS Direstors and Offieers
Status Titls/ Affiintion |
Director, Executivo President, WIS
Officer
Executive Officer VP of Undoreritiog, WIS
Director, Bxeoutive VP of Opexations, WTS
Officer :
Directar, Executive C00, WTS; C00, ASIG
Officer

1) rs and O
. |Name - |Stams Tite / Affiliation
‘@Gnm Officer Secrotary, SCNY

m‘smmhmoei&zlmmcwmmmmﬁxed.mdhswmbun

repleced.
(©
RNIC
Hams F/Y 2002 Sadaxy, pes W-2, | Tido
Box 3
Mark 8. Sioma $ 257449.920 Presideat & CEO :
Roneta L. Zinmert $ 134,898.00 h/4 —_Umwdths
Thomas Disk 3 70179.68 AVP ~ WC Clxims
Chtayl Oreem 3 44 Mmmm
Minerva Gordian $ AU Staff Accountant
Daany R. Green 9733193 VP - Cixms .
Rucl Medina $ 19.250.00 (part yoar - - Steff Accountant
’ enmme) rete st yie s
$66,000)
Viro Remmarce $ 6482672 Sanior Aocountant
WOOOLHBYIIIVIE
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e Jesse Soaa § 41,413.34 (patycar- | Senior Accountant -
anoml rate ot ye is
$78,500)
Christioa B, Vu $ 83,2872 AVP - Finance

Pack of Gstse canployess i compensated solely by Reatm at 2 fixed sets for

. services purformed. Mr. Sioma i a party to the Executive Termination

Agreement referred 10 38 chedilé 3.08. MF. Gicen and Ms. Gordian are cach

- pnﬁglgmp!nymcn&wnw!smﬁﬂingﬁ.emmsixmomh’snoﬁc:of

termmation.
w3
Name F7Y 2002 Selary, per W-2, | Title
Box §
Grepgory Scarpa $150,495.12 President, WIS ]
Pairicia Cobsy $ 60,135.00 VP of Undervaiting, WIS
Macrl $ 67,837.0 VP of Operations, WTS

wwmmmmmmma 12% o WIS*
px&mwoﬁtbasedonlumdimdnmnlnsulumyezr-mdm. M. Scarpais s

party o the Pxecutive Tegnination Agr t refexred 1o i Schedule 3.08.
SCNY -None
©
- Realm-Nous
W18 -Nme
.SCNY -Nose
WDCHABTRIVIE
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Realm National Insarance Co .
Custodian Listing as of 03-31-03
(include active custodian &
Statatory Deposits)

STATE BANK ACCOUNT NO.

ARIZONA BNY WESTER TRUST COMPANY 301433
B . - | 700 South Flower Street, Suite 500 .
Lo Angeles, CA 50017
Atm: Mg Denia Samai
213-630-6438
ARKANSAS BANK OF AMERICA, NA_ 7401°101-0161604
200 W Capitol Ave, 6* F)
Little Rock, AR 72201
Attr: Brenda Nickols
501-378-1913

FLORIDA WACHOVIA BANK, NA. ’ 4056887881
1525 West W.T. Henis Blvd.
Charlonts, NC 28288.1511
Atn: Glenda Webd
904-489-3790 -
GBORGIA WACHOVIA BANKNA 651 584955500
Trust Accounting — NC 31042
P.0. Box 3099
Winston-Salem, NC 27150
Ann: Randy Thompson
336-770-5405

LOUISIANA BIBERNIA NATIONAL BANK-LOUISIANA 36638

.. Investment Division

, |ro.Béiste .
: New Oxlcans, LA 70161

Ann: Ciody Adam

504-333-2152

MISSOURT CENTRAL RANK 01-2532-6
P.0.Bx 7
Jeffarson City, Missouri 65102

Amn:
573-634-1234

EACALY
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. 2

STATE

BANK

ACCOUNT NO. |

NEW MEXICO

WELLS FARGO BANK, NEW MEXICO
Tyust and Asset Management

MAC Q2420-020

241 Washington Avesns

Sants Pe, New Mexdeo 87501

Artn: Anpctte Martiacz

505-984-0442

NEW YORK

CITIODRP TRUST BANK, FSD
99 Wood Aveme Seath 3" Floor
Teelin, NJ 08830

Aten; Doona Wittek
732-516-2087

161005857432

NORTH CAROLINA

WACHOVIA BANKNA

Instinmional Trust & Rethrement SVCS
301 North Courch Street
Winston-Salem, NC 27101
WNCMWC!:NCHOH
316-770-6504

58 078630200

ORKLAHOMA

SOUTH CAROLINA

]
US. DEPARTMENT OF

LABOR

BANK ONB OKLAEOMA
100 Noxth Broadwsy
Oklahorna City, OK 73102
Attn: Gwen Los
405-231-7146

0880053015214

BANK OF AMERICA N.A.
200 N Coflege Street
NCI-004-03-06

3% Floor
Charlotte, NC 28235
Atta: Both Fientes
800-933

FEDERAL RESERVE BANK OF PA
10 Indopendence Mall

Philadolphia, PA 19106

At Shafls Alexander
213-574-6206

3,/24)

1838

1839



]340

#PR-01-2003 TEE 0a140 P SHRLING COOXE BROWN FAX NO. 212 508 7405 P, 25/48
‘ 3

STATE BANK ACCOUNT NO,
———.‘_—-_—‘_‘.“_—___ N ]
LoC CHASE INVESTMENT SERVICES CORP CIK-001406

55 Wasie Street, 18* Floor

New York, NY 10041

Atm: Joba McManis

212-834-4513
REGULAR . CHASE MANHATTAN BANK 622000280
CUSTODJAN: * | PERSONAL ASSET MANAGEMENT SYCS -

20 Sonth Clinton AvS o

Seneca, 4* Floor

Rochestar, NY 14604 .
Altne Niina Del.ain
$77-850-722

e
-

Afmnce2001 Asskioghustailist

3,120
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Schodule 314
Lisbllitics

Realm

Ruhmmmdmhnmwmbahmom%days old with
'Pmsnnlkinnwunbalm
Ruhnwmuudmhmmmwbdmwova%daysddwim
Amdmkhnmbum
As iaflected ca Realm’s 2602 Stansory SBBmanRaknhaSincmd losses
aggregating approximately ssoo.oooms@pmbaao, 20072 arising from
thzwrit'mgoﬁofmt’sbnlmoudemedunmuuﬁbhbykmlm.
S'mc:Sepimbetm.lmmlmmmmdhtﬂhcfolbvﬁngmm,
eechotwhhhh:volvennmumhmms!ofsm,m

o 2003 AfﬁliﬂﬁonAgxcmm!haweeBRwhn and NCC1, dated Jaovary

o Stendard fom contract with ISO, 28 reflected oo March 21, 2003
“Report 127, refered to in Schedule 3.07.
Conﬂnwuahm!yuisinsﬁomthzfaﬂmiohsm. ar defective lasuancs of,
aotices of cancellasion in respect of workers compensstion policies.

WTS
Contingeat ishillty uﬁnﬁmhhﬂmemm«dc&diveimmxoﬁ
mﬁwofmndlaﬁmhmMMkawmpmﬁenpoW.
SCNY - None
WDCHUHSTIDNE

1840
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. ' Schedule 3.16
Litigation

Realm -

. Pomﬁdmmammmmuyammm,mwuﬁpmmm
bemmAMndRalmNnﬁomlmdiBamﬁmapWRMgﬁml
8l. y, American eogal )

npnpany, ot 8l ¥ 3., Civil Action

NSYTATMA

 No. 02CV102780RME) SDN.Y)
s Complai 'iniﬁfm:nﬁmbyCmpms:akﬁoaa,min the forcgomg, action,
al!cgingllnblﬁtya:isingoutofkcalnn'sconductinn ction with the § eof T T 7% -

certificates of insorance pricr 1o the First Closing \under this Agreement and sccking
declaration that coversge is in placs.
« Complaint fled by Bauity Concepts, Inc. mmggmmw&mm
; Co o wa.a“mwwmmay.nmcag
No 02-03-08503-CA, Div. CV-A.. seeking declaration that certzin coverage is in
place dus to conduct of Realm and certaln of its effiliates in conncotion with the
jesuance of disputed cectifieates of ipsurance prics 1o the Flsst Closing under this

Apgreement,
. Renlmiudnfmdminacasaﬁledbylidwnds&mm in the Circuit Court of

Barbowr Cumuy,Alabmasti!AcﬁnnNo. CV-Oz-Sl,allegngnhn’s p fatlure
to supervisc a rotail agent. lemhss'nnswuadtmeaphlm.mdngmanm

Washington County, Alabaros, 25 Case No, CV-02-164C, The Complaint alizges,
inmﬂh,mﬁihmwswviaeamﬂagmxnhnbdiemdmhhnsmhglegd
md&pmnldeﬁmscswd:a()mplﬁm Discovery is ongoing. The Complaint doos
nmdhgeaqndﬁcmmfwmpenmaydnmmmdﬂmuhimﬁn

punitive demeges.
Complaint fled by Sphere R&WMM
Limited ¥ Restm Nationsl nee Companry, C.A. No. 01-CV-2851 (AKH)
(SDN.Y),M:MMWWWMQMM
demanded i

mdLathaﬁnmlHndﬁ&thyw Compmympedbghalmdue
over 50 dxys. This arbitration has been held Mmby&cpanhepm&nsdn
mmuomwmmmm

1841



On ox shout April ll.MR«!mmdvednmﬁccﬁomtbeU&Dq;mmn!cfubcx
indiaﬁngmnulmwasnolong«qudiﬁsdmm‘xte USL&R coverago. in sesponss to this
hmiry,amlmvohnmﬂywnookwmmduhsmhoduﬁmbwﬁmm:wmge, and
no[mheracﬁanhubecn%akcnbydm::pwy. .

o:.mpnmmy1s,zmwmwmb§mxmcmxwmlofwum
eonceras regarding Realm's fnancial condition, znd the N.C. DOI rquested 2dditional
information in this regard. Inmpmstmthi:inq\ﬁry, Realm voluntarily mdertook to refrain
ﬁomwdﬁnamncwbusimninNorﬂ:Cmnﬁandmﬁm«:ﬁmhubmukenbyciﬁm
party. -

On o about February 13, ZOOJ,Rcalmminfmmpdﬁntitwumlmga approved for
sxrplnsﬁmhthaSmothio. Rulmh:swhwwledgedthisnoﬁﬁaﬁon,mdnnﬂmhm
action has been taloen by either party. - ’

Realn understands that vazious regulatory agendﬁ,incwdingdmoinlthbmn.‘rexu
and Oklshoma are fvestigating e jssupen of disputed centficates of woskers counpensation
tnsursets naming Redm 23 tho nsarer. Whﬂ:mwmwufmwcnimofmyumor
Mwmmwmmmwu.nkm&cmmm&w
ugmdnmuk;awhlcﬁonbmdupnnthcmhofmmvm ,

WTS - Nons
SCNY - Nono

WBLALISTINIE
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Schedula 3.17(a} .
Notices frops Govunmgnul Anthority
Realm - ' -

1842
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Schedula 117(b) ,
Ordert .
Realm —

s Onorabout Apzi2 11, 2002, Reabm received a notice from the U S,
Depastment of Laber indicating that Realm was nio longer quakified to write
USL&H coverege. In response to this inquiry, Realm vohmtarily undertook to
stuvendey fts mutharization 1o write such coverage, and no furthes ection has
boen taken by cither pmty.

s On or sbout May 15, 2002, Rezlm was notified by the North Carofina DOI of
certain concems regrding Reatm's (inandinl condition, and requasting
2dditions) information. In response o this inguiry, Reatm voluntarily
undertook to refrein from writing any newr buusiness in North Carolina, and no
further acticn has been trken by cither party.

s Onor sbout Febroary 13, 2003, Realm was informed that it was no longer
approved for surplus Boes in ths State of Ohlo. Realm has acknowledged this
notification, and no forthar action hay been taken by either party.

WT8 - Noro
SCNY - Nons

WDCOUIITIIRIE
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Schedule 3.19
Tntelectoal Property
Realm -~

Realo’s internet ddicss ("ReslmNational.com™) is curently ragistesed in tha name of a
fosmez employes of en affiliate of Realm. Tbszcgisuaﬁoubinthnmmofbeingtmsfsmd
to Realm,

WTS ~ None
SCNY - Neoe

1844
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Schadule 3.22(3)

Paront Plans

Realm, WTS 2nd SCNY:

SedileS'BuOn!pogammmughAPuC(umdmbnmdmcdiulmd
dependent day carc) — anual program commencing 1/1/03

Medical Coverage ~"HMO Choice Plao™ though United Healtheare (PFO & YIMO._
Plans - PPO oaly in New York) - zuaual program ocommencing 11/03

Dantal Coverags through GE Groop Life Assurancs Comparny —~ Account Number
025-3846-04 — Group Policy 25-0000 - axpeal progrein commencing 11103
wemmkmdwmmmnbmmbmmmoughﬁﬁaxoupm
Assaraace Company — Accowns Numbes 025-3846-08 — Group Palicy 25-0000 (two
policies: (s) Directors, Officers and Controller end (b) Employees) - annual progsam
commensing 1/1/03,
Long-femDinbiﬁtyCovmgathmxghGBGmwuchmmmComymy-
Acoount Number 025-3846-08 — Group Policy 25-0000 (two policies: () Director,
Qfficers and ControBler and (b) Employees) — annual program commencing 1/1/03.
Shert-Term Disability Coverage through GE Gaoup Life Assuranos Company -
Ammmmm—mhﬁqm-mnndpmmm
commencing 1/1/03
-wra)m-mwmemAmmmma)rm&
Trust, ﬂhoAOl(k)Hmbmmmbinthcmcmdbcinzwnninawd)

Vision Case pisn through Lens Express. '
Gmﬂsofﬁ)OpdmbWOrdinmyShnﬂoﬁheMofAlpbaSwlnsmm_
Groanimimd;ﬂi)RmﬁcMSmck_u:(xﬁ)SbmApptzﬁaﬁmRignSmaybonmd:
mmplmad&:amwdspm:nm 1597 Equity Incentive Componsation
Pl Sndlsrmﬂ.whichmnndebyﬂwcumpmﬁm&mmﬂtuoimemo
Board of Diseators, are discretionaty
Seamd:edhmmxynfwxpmmpaﬂdesrepzﬂina Seyerance Pay, Vacation,
nommmmwmmmmmmmm :
Leava and Jury Duty.

Bach of the Parcat Plans listed above would require notice to be given in'sdvance 10 the
mﬂdaof&s?!nm&hmﬂahimmmﬂmbmﬁduiu&mﬁ

m—mwmmmamwmmwmnhsmm
mwmmmaunmawrs*mmmmm@mmm
xmaycmndm

WDCNITIVIE
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4.4 SEVERANGCE PAY

The cormpeny provid wbeﬁgblsmpbyauwhoumwmmhlmwdhr
mmwmmmeWmudme

|t thw company decldes fo provide asverants
chassificaons?

Roguies fulktime employsss

Specifically excluded imdar thls prodsion are employeas whoc

Wars bired 28 temporary employoas for 2 spaciied peiiod of tme
Who vohmtarlly reslgn

FAX HO. 212 508 7405

company in fis sole discretion.
payiwﬁbopmﬂodbhleﬂwﬁngeﬁgunmpmce

WMoRmdbm:mmbmmmmwnpmmnwﬂhmmwm 3
Waets provided tha opporturdly o be v "fatmylergmdmbyasuwasaumphyar
Wha ars discharged dus ip Job perd ot lor violafion of rides of rapulstions ey stated

etsewhers In this handbook

32z
Stiding Cooks Employes Musdierd - Japouy 1338 .

V. TinsasphgyPepal - 548 4

pP. 32/48
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B 3.1 VACATION

1t you e & satasted stnployes, you re efiglis fof peld vacation Eme bassed on your years of sarvice

with the company 2 shown below. Your yasrs of sandce forvacation purposas b the numbatol:mda

yeura of employment you will complets of anydme during the calend yoor through D ber 1%,

YEARS OF SERWICE ' YACATION

Less than 5 years : 10deys
5-10 years. — 15 doys
ABet 10 ysen, 20days

. Dwmmwmwmuwmmm&swaumwm

over tres days)
e Exéeuhamgcm.wmbmmnymbatqunuﬂmwﬂnlammhasbaex;ammod
. Vuaﬁusnﬁyumhuxhdhddaymm

z

. E:nwmwlbopsdwwm»nmmyupenwninasmdswbymm

» The compsny will keep 84 of &l vacation tims eamad and taken. Iz the event of & dispute, the
company's decision is finaf .

o Vacalion ly econued on the firstof & ghven manth fos that calender month at 0,63 duys per morth for
Ins3 than five years safvice

. Mmmmd?dﬁviym ",', fon wit be d a2 1.25 daya pes manth
fram the 5™ o the 107 year of employmant.

32200 B

S¥fng Cooks Ermpioyee Murelbook ~anvised Fehnovy 1699 _ A, Engltyes Benalty A Aontoncs - £20¢ 1

1847
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R 32 HOLIDAYS
Wamﬂmﬂmﬁmﬂwbanhmww
New Year's Day {famary 1)
mmmmngzmuuanhmm
independanca Day (aly 4}
Latvox Dy {first Monday i
andayhmmnbﬂ)
Dayaﬂunwbghhp
Chrtstmas Day{Dscember 253
myanummmwwa)
‘Nhan-hovdayocwsmnwukmdptrbdhfolbw\ruww
. Kth»maSWhWFﬁ«hywmbagmMummmy
. nmmmm.mmmmmwuwmnmm.
in addiiion 16 the recogrized holidays fatad above, elighle smployees it receive foax {4) ’ .
hobdays In sach year, Tohmmbymmmwmlmdwwm”dnnd n
classification. Thess drys are dth:;ﬂzpéuMhﬁ:

an efighls
au;uadalomdnypuqxw. Floating holideys may tskenina
Mﬁoaﬂmhdﬁapqnﬂbewmhlhewovddmomnmemﬂgsd.

. 3,220

mwwwmwm

[0, Exgiyes Buxtly 8 ABsndud - pepe 2

1848
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23 SICK LEAVE BENEFITS
Rmﬁpﬁo&dpﬁﬂmmwwbuwﬂﬂmmmblnmmd six
(B)dwpporcﬂuﬂa!yminmnoptwbsid wrlrm!mmbawxsedbvau!durAuv.hus.
wmmgmwmwmmummm

ummmmmbmmm»mnaummmﬂywmmmr
wmswmam*wmuww mmwmmwmmm

. nach addifonal doy of absance.
chluvébmdiﬁwmwumdenssémmWSbaaopzymalmamdabsewennd
mrnnwbdawspedﬂbfmdmmmcwhaswmﬁmwmmm bormses, of shift
dferontiala.
PaymcﬁtammedsﬁwavawambnpmbsmphyeuwhnemsywngnplWorupon
!umh\simdempbymm.

A doctors caifizats may be recuested by tw mpbpo'ssvpenmum_f_mabwmdmmm -

mmwmmawmmuww.mkhmwmmw at
ammp-rmmwmumundudmywmwdhwm

pariod.

32z

swwwwwspmw B Enclops Reotio R ASanGacs - IO ©
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/’\

1 3,4 BEREAVEMENT LEAVE

mWMﬂMMMmmmmm-mwwmmmmnm
emm'smmm.uwundm

Elighblihy:
Immedints Family:
Spouse

-in-law
Fatter/SteplalhenTather-iriaw
oauwmwmm;hm
Son/StepeoniSon-n-law
BrotheBrothamin-law
Steter/Sistorin-ow
Grandparent

muwmammhuwmmmmwﬂ'mmmmwmmm
It oA, Etosptions arm subleck o b iscieion of smpbyeo's supens

!nmmddamdnrmmmﬂemmmmﬂynncloseﬂimdoruﬂ\armn»mlanva.ma
= mwmmmmtumwummmwmm This ims off may ba charged to
m_mimormaybetnkmasmwmm.

'} mwnmmhmmémmmwmmmmmmmm
{mmadiats superisos.

..

3.zz22t)

mmww-m1m . . . Eryoyse ekt A Atandance - sage 4
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1 35 FAMILY AND MEDICAL LEAVE {Fedorsl FLMA)

—

Emwsmwmbhnﬂywmﬂmlmwmmhdmﬂmmuuﬂdbmm&
1983, ThnCoqup:widutanilymdmwubgvohaammﬂhwsm

1" Elighilkty for FamBy and Hedical Leavs
vmohavewkadamecunmk;fmbasﬁzmmammmmmad £
miﬂmm;'xmmmevbm 12mnl-ﬁaamcwaiolladeralmhymdmedh:al
2 Types of Family and Medleal Leave Avaltable.
Fomiy and medical loave I8 avaiable to employees for tha following veasnns:
Family Leave

»  Fofthe bifth and care of & son or daughter
. Fnrhphunmdamudnmhmwmembyanwm«lwuum

Medlr;xl Leava '

. Toamhmemmmw.upumdmmunmhwe.son.
Wr,upmhaawmmm . .
. Bmzdﬂmyot’smstmMmmmeawmm
* perform tha tinns of his or ket Job.

8 How and When to Request Leave

-Ewumdmmmaimwumﬂwmmcomnymﬁmdmnwdfmm
Toremenm)wc)mﬂdﬂmn.m.w' ion for Loava of torm, which is
avaftabie from Human Resoutes, Mmhmﬁbrmmlsmabb(s\whuw

. mmmummmymmudpmawmmmm Whan

s mwhmbmmemwmanuum& Yout notiea,

mmmunmmnmmmmmm
bdmmmhmqunﬁhuhm‘uumdw!m Faduca o prodds praper
notice may resuk in delay of derésl of leave. * .

4 Madical Certification Requirsment
uwuanbm.mnmmmwmmﬂuwmmmw )
Certification from a heakth care Wcummmnnhbbhmmm
Resourcea, FaRurs to provids wﬂrdmﬁbdunwmﬂtnhdcby.dwﬂw
_ canoaliation of izeva. uummmwmmmmmw
mwmwwumm:omhm your lozya. The
Wmmmumme. R

1S mmd Loave Available

An mbmmyhhmbmmksdhnﬂyormdwhlwh_ayuf.

3.22(%)

mmww-mw:m . Bi, Engiopts Sarnlie & ATEndanes - j2ge 3
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HqﬂhAMdelmﬁkwcn!lN

m&a!mma'mmmm‘ Thia
mwmmmmmmw
- farlly o methcal lyava. Ench time sn emgloyns \akes fedoral tamily or madical lsavs, the
;emﬁgmmmuwmdmwmkmm ppiilament that had
nabmmwmm-mmvmmm months.

ummndmdult&w.mmhaamhwm‘ﬂh the
same concibons 25 i you wers workim. mcompanywllcuninmwl.ia.m&o, §TD&
LTD during yous teave faf no cost fo youl "ywmonpaldwo.mmmmuh
daducted trom your prycheck. Imp!ovupnmhmpaymuhmmemmmm
insuranca toverage may be mminuted. Voumyb.mquiredbxdnbwahc«mmbr
wpmmmmwmnyuurﬂ:sadmmcompwmmmbahﬂt

wrmyoummlmfam‘lyornuﬁuwava.ywwm shiftfed 1o reinstatemant to your job ar
mwmemmmmmmmmwzmmawmdmmm R
mmmmbmmwmmumnmmawwumm
federal famfy and meadical isave is exhausted. -

Famly and medics! laave i genarally unpald
hewever, you sy substiute certain types ot
mnmawmmmmwmumwnnawadmwm. Fardy
arﬂmadcdhmwlmwnwnmwmmmfecawm“mwwm

nmmmmmmwmmmmmmmwma
: mmmmwnpanmmmmmm The retumto

mmmmmmwmmrombmwﬁmww\nuﬂ
your ntertion to rehuem 1D work, wmmwndmmmmmmamm
mumumammumm:wwmmmmcmm
nmompwumwmmum&mmnmﬁumuumuNMwwmwnum
mmm«mmmmmmbmamummmw

Mmuwmwmawmwwmwm

3,22(4)

Sl Codks Errplyyes Manduck —adsed Sapmbiv 1958 L Crmployre Barwis 2 ARenderes - pugs &

1852
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! 35 MIITARY LEAVE

oo 10 allow n oployss 10 have &
Such amployes’s relnstatement
wadumry;mamn.
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3.7 JURY OUTY

Ful-ime smpicyses who are d for jury uly wil bs paid the
mdmwnmmmbuporbdulupmmomb. E
uwpydﬂnwmmaﬁmhwmhnd«hbemm

Mors Hzn breo weeks on duty, you may take unpeid tirm aft.

diifatento betwasn thelr normal
mpioyees must provide the frm with

Shonid you have o serve

Make s with your Q67 85 GOON 3S yous tacsNe YOUs sUMmons, 1n talmass o the
comparty, you ams pxpacied 10 return to your job 7 you are axcusad from Jury duty during you? regilar

wodng hours.

3,22(2)
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Realm - None
WTS - Nooe
SCNY - Nons

WRCOY TRV

Schedule 3.23(b)

Audit History

1855

P. 41/48

.J

~
-

O \.J)
.

A\



~ - -~ ~
~
APR-01-2003 TUE 08:44 PH STIRLING COOKE BROWN FAX MO, 212 508 7405 - p, 42/48
Schedule 3.13(h)
Consalidated Groops

To its 1994 fedu:lconso!idamdincomemxmmthcpatnMonheu.s.mbgmup, -
Stixling Cooke North American Holdings Lid. (SCNAH), meds 2n election to inchude members
of its effilisted mhamﬁmus.mm:m Reaim National fasurance
Comtpeny became » consolidated subsidlary of SCNAH during 1996.

Reabm filed mimcrwmpauymshningagwcmcmwﬂbmoNewYorkSmchsmm
Department io December 2001. The wx sharing agreement provides that Realm’s allocation of
&dadmxnﬁmﬂﬁmwmdi&bdndupmﬁnglmmmshﬂlbenmlmmme
srount of tax refimds that Realm would have cbtained if Realm had filed tax renuns 0n a
separate campany basis. Realm's current tax benefit on a stawmtory basis of accounting takes into
munnhoﬁxllmottadaalmreﬁnntthﬂmﬂwuuldhmowuditﬁbdmtax
xa\mssepmayﬁomsmﬁ.ﬂwdmbsim ‘

mzooo,w«mmdesmenmammamwvmmaomwmmm

tnclades Stirling Cooke New York Insurance Agency Services, Inc. and Stirling Cooke Brown
North American Reinsutanes Intermediarics, Jec. ’

WBCAIITI2VE
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Schedule 3.23(1)
Tux Sharing Liabilities

RalmNaﬁnnﬂImmCompmyﬁlbdmimucnmpmymxslmingngmemanvﬁth
the New York Stale Insurance Department in Detember 2001. Thotax sharing agrecment
pmvide:tbmknhn‘unouﬂonoffadaalmreﬁmds from consolidated net oparating loss

can'ybzcksshdlbenmkssﬂnnthaaxnozzntofmxmﬁmdsﬂm}lnlnwouldbmobmimdif

RealmhadﬁledWmmmnsmmmybm-M‘smommMona

stémrybaﬁsdmmﬁngmkminhwcmﬂtb:ﬁﬂammuﬁdnﬂmmﬁmdnhukmlm
wonldhxveobuﬁadbdhﬁ!adihmmmm!yﬁommmmdimim.

wooaAmIRné
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HSCdenlc 3.2304)
Tax Eleetions

In its 1995 federal cousolidated intome tax retm, SCNAH and subsidiazies mads an
clection 1o confarm allocations of federal incorne tax expenss against the carnings and profits of
the U.S. subsidiszics in copformity with regulation seetions 1.1502-32 and 1.1502-33(d). This
cloction applies to entities thet became consolidated subsidisriea of SCNAH even after 1995.
Realm becams a consolidated subsidisry of SCNAH during 1996.

hiulmwmnycMMWimbdcdinhsmAﬁwmidﬂbd
fcdndmxcumkubnmadcmdwdon\mdusedionwe)mdhwmhsugpaidlon
reserves on the basis of its expericace. However, this clection applied only with respoct the
special property Jipe of business. Starting in 2000, when SCNAH end snhsidinrics generated
raore pet operating losses than could be fully utilized by cenyback to prior yeers, Reatm siopped
etleubmting expericuse-based loss reserves discount factors for the specied property reserves and
sirnply vsed the factors published by the IRS, By 12/31/2001, the sptcial propesty loss reservas
were $718,000. Thediﬂ'amindkeounﬁnsmdzmﬁmco—hsadfndmsumm
wes detarmired to be insigalBcant. ’

Tn jts 1999 faderal consolidneed income tax return, SCNAH and subsidiarics made an
clection nnder regulation section 1.1502-21(b){3X()B) to waive the pra-8/18/98 canryback
paiodfwlheconsnﬁdn\edwopenﬁnghssumi;\mbhw World Trade Services.

1n federal consolidated incoms tax retuns for 1999, 2000, and 2001, SCNAH and
subsidiaries camied back net opesating Josses to prior years o the full exteat possible, exbansting
m-_ylmkmomto 199_6.

1n 2000, World Trade Sexvices elected to file s New York Stats combined retum that

h:hﬂnSﬂdthu&aNmYn&hmwAwySaMba.MS&ﬁnngkcBmwn
Noxth Amexican Reinsorance ntermediaries, Tnc.

WDCOILLITI2VE
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Schedule 3,24
Ssveranee Ayrangements

Realm -

Mr. Sioma iy 2 party to 28 Exceutive Tormination Agreement, dated Juna 19, 2000,
cnﬁdhxghhotoonzyufsbmcompmdonupona“mmad tarinstion” following 8

“change of control,” which woold include the trausfer of the stock of Reatm contemplated

" under this Agreement. My, Green and Ms. Gardian are employed purseant to coniracts
cntiffing them to six mouth®s natlcs of temmination, or compensation I Hen thersof.

wIS-

M. Scarps is 2 pasty to an Excoutive Temination Ageemont, dated March 28, 2001,
extitling him 1o ons year's base compensation upon 3 "covered termination” foilowing a
“change of coutrol,” which would include the transfer of the stock of WTS contemplated

under this Agreement.
SCNY —Nono

WHCOUY 32
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Sthednls 328
Insurancs
None
S DOOLNETIIvES

by "j
e

»
=
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Schedule 4.03
Bayer Violations

None
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Schedule 4.07
Broker Fees and Comniissions :
None
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ALABAMA
ARIZONA
ARKANSAS
FLORIDA
GEORGIA
ILLINOIS

INDIANA
MISSISSIPPI
MISSOURL

NEW YORK.
NORTH CAROLINA
OKLAHOMA
PENNSYLVANIA
SOUTH CAROLINA
TENNBSSEE
TBXAS

WDCO1113991+1

Schedule 4.11

AIM Insarance Program Jurisdictions
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Schedule 413

PEOs

Corporate Solutions, Inc.

Select Services, Inc.

Quality HR, Inc.
Corporate Resource Management, Inc.
Emcore, Inc. ’
Xcelerate, Inc.

Meritas Group, Inc.

Galactic, Ino

WDCOU113992v1
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Schedule 5.01(g)
Required Regulatory Approvals
Nons
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Scheduls 592090
Required Licease States

Alabams
Arizona
Arkansas
Florida
Georgia
Tilinois
Indinna

fowa

. Kenmcky

10. Louisiens

11, Mississippé
12. Missouwri

13. Nelwaska

14, New Mexieo
15. New York

16. North Carolina
17. North Dskoa
18. Oklshomn
19, Permsytvania
20. South Carolina
21, South Dakols
22, Teunessee
23. Texas

24. West Virginia

.
@ NG N

WOCBLATI S
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Schedue 5.020G7)

' Requived Filiog States

Algbems
Arizoms
Arkspsas
Florida
Georgia
1Binois - - -
Indiana

lowa
Kentucky
Lovisiana

. Missouri

. New Mexico

. New York

15. Oklchoma

16. Sowh Caroliza
17. South Dukota
18. Tennesseo

19, Texas

RN ki

- s gt
SN -D
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1225 fronkiin Averue, Garden Cly, NY 11630 (516) 240-3300 Fax (516) 240-3310 www.kraeiof.com

| - lsraeloff, Trattner & Co. PC e

May 30, 2003

Mr. David Dennstt-Smith, CEO

American Insurance Management Group, inc.
3101 Tower Cresk Phwy

: Suite 750

: Atlante, GA 30339

Dear Mr. David:

At your request | am submilting the atlached schedute which represents our best effort
estimate of the adjusted GAAP basis book value of Reslm National Insurance Company
("Reaim”), Stirling Cooke New York Insurance Agency Services, Inc. ("SCNY™} and
World Trade Services, Ino. ("WTS") as of December 31, 2002. Our estimate is based on
i ow preliminary work, including a very limited roviow of the books and records of Realm,
j SCNY, and WTS that were made avaiable'to us, and certsin assertions made to us by
American Insurance Managament Group, Inc. (AM). Our ability to reasonably estimate
i the GAAP basis book value of Realm, SCNY and WTS (the Companles) was further

g Umited by the absence of access 10 the audit work papers of Realm's audiiors, KPMG,

: and any audited financial statements, GAAP or Statutory, that were scheduled to ba
issued by KPMG,

As Indicated in the attactied, we have estimatad, to the oxterd practical, a Purchase
Price of $1,500,000. it shoidd be noted that our work to date doss not constitute an
eudit, a review, a compiation or any other sngagement in accordance with AICFA
Standards becauss, ameong other things, the engagement for which they were retained
s substantially incomplete. This Purchese Prics estimate Is fimitad to AIM’s Internal
use, . .

Pibass contect e at your cohvenishice 1o disciss the calculadion o other matters
penaining to your negotiafions to purchase the Companles. :

Sincerely,
O P,
Richard A, Mills, CPA @
Officer
1.4

b

A WO et e €3 becorracut Yo

|370
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Unaudited GAAP Equity 12-31-02
40% deduction Lintoin Nationa) Reinsurance Recoverables at 12-31-02 $1,303,000
4D% deduction Phoenix Home { ife Relnsurance Recoverabies at 123102 $1,686,000

B80% deduction Odyssey Re Reinsurance Recoverables af 12-31-g2 $148,000
75% reduction Amounls due from Workg Trade 12-31-02 $4,588 000
) 3-31-OaincreasedprwlsionkxAgen!s BafanceoverQDdays .
(12-31-02 31,483,000 3-31-03 3$2.,057,000)

12-31-02 provision for premlums booked deferod and not coflected
attributable to rounding V

Estimaled Purchase Price

™ As provided 1o Israeloff, Tratiner & Co., by AM
{A) Significant halancas in dispute separately tead to discount of current balances due
{B) Canler bafiaved to be In bankmptuywrneehzshlp
{C} On going Itigation likelthood of setlement of this balancs questionable
{D} World Trade has outstanding recalvables from thirg partias which Is In quesfion
{E} March 31, 2003 Information provided by Stephen Crane
{F} Annua! stalement 2002 paga 2 line 10.2 col 2

1870
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$9,179000 ~
(521,000) {A)
{674,000) (A)
(1,085,000) (B)
(985,000) (C)
(133,000} {c)
(3,441,000) (D}
(564,000) (E)
(308,000) (F)

2,000 ~

$ 1,500,000
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ORIGINAL

AlphaStar Insurance Group Limited

Compliance Centificale

I, the undersigned, President of AlphaStar Insurance CGiroup Limited, a
corporation organized and existing under the laws of Bermuda (the "Borrower"), DO
HEREBY CERTIFY that:

1. This Certificate is fumished pursuant te Section 3.3(f) of the Loan
Agreement, dated as of October 3, 2002 (the "Loan Apreeroent”), between the Borrower
and Atlanta Insurance Marketing, Inc., a Georgia corporalion. Unless otherwise defined
herein, capitalized terms used in this Certificate have the meanings assigned to those
teyms in the Loan Agreement.

2. T hereby certify that, as of the date hereof, the Borrower is in
compliance with each and every condition contained in the Loan Agreement.

_ N4
IN WITNESS WHEREOQF, I have hercunto set my hand this A"~ day of
October, 2002.

ALPHASTAR INSURANCE GROUP LIMITED

By: ;g : i -

Name: Stephen A. Crane
Title: Chairoaan, President & Chief Executive Officer

Y
), the undersigned, Secretary of the Borrower, DO HEREBY CERTIFY

that Stephen A. Crane is the duly elected and qualified President of the Borrower and that
the signature above is bis geauine signature. ;

W
IN WITNESS WHEREQF, | have hercunto set my hand this /‘S day of
QOctober, 2002.

ALPHASTAR INSURANCE GROUP LIMITED

4o
o S lbs b

Namg’ Jamfs Lawless, [V
Title Sefretary

v

0
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EXIIBIT B
AlphaStar Insurance Group Limited
Officer's Certificate

1, the undersigned, President of AlphaStar Insurance Group Limited, a
corporation organized and existing under the laws of Bermuda (the "Borrower™), DO
HEREBY CERTIFY that:

1. This Certificate is frnished pursuant to Section 3.2(c) of the Loan
Agreement, dated as of October 3, 2002 (the “Loan Agreement”), between the Borrower
end Atlanta Insurance Marketing, Inc., a Georgia corporation. Unless otherwise defined
berein, capitalized terms used in this Certificate have the meanings assigned to those
terms in the Loan Agreement.

2. Except as noted below, the persons named below have been duly
clected-and qualified as and at all times since, March 1, 2000 (to and including the date
hereof) have been officers of the Borrower, holding the respective offices below set
opposite their names, and the signatures below set opposite their names are tbeir geruine
signatures

Name Office
Stephen A Crane Chairman, President &
Chief Executive Officer
Lea Quick Chief Operating Offices
Antbony J. Del Tafo Acting Chief Pinaacial

Officer’
James Lawhess, TV Scnior Vice President,

General Counsel &
Secretary

3. -Attached hereto as Attachment A is a copy cestified by the Secretary
of the Company of the Centificate of Incorporation of the Borrower as filed on Decembes
12, 1995, together with all amesndments thereto adopted through the date bereof.

. 4. Attached hereto as Attechment B is a true and corvect copy of the Bye
Laws of the Borrower as in effect on October 3, 2002, together with all amendments
thereto adopted through the date hereof. -

! Mr. Dl Tufo is an independe: ltant to the Company who has served as its Acting Chief Financial
Offices since October 1, 2001.

1873
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N WITNESS WHEREOF, | have hersunto set my hand this _/ |”—‘éay of
October, 2002.

ALPHASTAR INSURANCE GROUP LIMITED
ST
By: =~
Name: Stephen A. Crane
Title: "Chairman, President & Chief Executive Officer

I, the undersigned, Secretary of the Borrower, DO IIEREBY CERTIFY
that Slcphen A. Crane is the duly elected and qualified President of the Borrower and that
the signature above is his genuine signeture.

IN WITNESS WHEREOF, I have hescunto set my hand this _AS__day of
October, 2002. ’

ALPHASTAR INSURANCE GROUP LIMITED
R -
) '\;y ol
By: \"ﬁlﬁ L(oi/ér

Namg: Jaies Lawiess, 1V
’I'idF: ecretary
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AlphaStar [nsurance Group Limited

Certification

[, the undersigned, Secretary of AlphaStar Insurance Group Limited, a
corporation organized and existing under the laws of Bermuda (the “Borrower”), DO
HEREBY CERTIFY that the attached documents comprise true and correct copies of the
Centificate of Incorporation of the Borrower as filed on December 12, 1993, together with

all amendmenits thereto adopted through the date hereof.
7

IN WITNESS WHEREOF, lhavehere\mtoselmyhand this }\5 day of
_October, 2002. - . .. _ L .

ALPHASTAR INSURANCE GROUP LIMITED

By: V’ib /(/ L L(,U‘éz

Name: Jarncs/Lawlcss.
Tide: Secr y .

1875
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FORM NO. ¢ Registration No. EC21425

CERTIFICATE OF INCORPORATION

I hereby in accordance with the provisions of section 14 of the
Companies Act 1981, of Bermuda issue this Certificate of
Incorporation and do certify that on the 12th day of December
1995 '
STIRLING COOKE BROWN HOLDINGS LIMITED

was registered by me in the Register maintained by me under the
provisions of the said section and that the status of the said

company is that of an exempted company.

Given under my hand this 12th dayof December [995

for REGISTRAR OF COMPANIES .
“tae orfpuat oF tls dovwwen
wes Send b m.w

; o
qpur e R SR [z

E,qo‘*
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¥orm No, 5

=

BERMUDA
THE COMPANIES ACT 1981
CERTIFICATE OF DEPOSIT OF
- MEMORANDUM OF ASSOCIATION
AND CONSENT GRANTED BY THE MINISTER

THIS IS TO CERTIFY that 3 Manorandum of Association of

TIRLING COOKE BROWN HOLDINGS LIMITED

and the consent granted by the Afinister under section 6(1) of the Act was defivered 1o the
Office of the Registrar of Companies on the 121 day of Decembor, 1995 in accordance

with 1o provisions of section 1412) of the Acl,

IN'WITNESS WHE.REOF 1 have
hereto set mry hand this {21h day of
December, 1995

| @Lﬁ:'
for REGISTRAR OF COMPANIES

Minimum Capital of tho Company: S$12.000.00
Authorised Capital of the Company:  1JS$12.000.00
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WATLITUC PRI WCIUD I REALH CAPTIVE HGHT FAX NO. 4412988075 P. 0/02

"FORMNO.3a . Registration No.2(4258

CERTIFICATE OF INCORPORATION
ON CHANGE OF NAME .

1 HEREBY CERTIFY that in accordance with section 10 of tha Companies Act 1981
STIRIANG COOKE BROWN HOLDINGS LIMITED by resolution and with the
approval of the Registrar of Companies has changed its name and was registercd as

AlphaStar Insurance Group Limited, on the J0th day of September, 2002.

GivmmdamybnndnndlbeSmquﬂm
REGISTRAR OF COMPANISS this 12th day
of September, 2002

(L7

for Acting Registrar of Companies
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<DOCUMBNT > -
<TYPE>8-K
<SEQUERCE>1 .
<PILENAME>1h8k.txt
<DESCRIPTION>FORM 8-K
<TEXT>

SECURITIES AND EXCHANGE COMMISSION

FORM 8-K
CURRENT REPORT
PURSUANT TO SECTION 13 OR 15(d) OF TRE
SECURITIES EXCHANGE ACT OF 193
DATE OF REPORT: November 3, 2003
DATE OF EARLIEST EVENT REPORTED:  August 29, 200}

. - ALPHASTAR INSURANCE GROUP LIMITED
{Exact name of vegistrant as specified in its chartex)

Bermda 000-23427 NOT APPLICABLE
{State or other {Commigsion Pile Number) {1.R.S. Employer
jurisdiction ot Identification Number)
incorporation or .

organization)

THE MECHANICS BUILDING, THIRD FLOOR
12 CHURCH STREET
HAMILTON, HM 11, BERMUDA
{hdd¥ess of principal executive offices)

REGISTRANT'S TELBPHONE NUMBER, INCLUDING AREA CODE: (441) 295-7556

<PAGE>

On September 26, 2003, AlpbaStar Insurance CGroup Limited filed a
Certification and Notice of Termination of Registration under Section 12(g}
of the Securities Bxchange Act of 1934 (the **34 Act®) on Porm 15 (“Form
157) with the Securities and Exchange Commission, pursuant to which it
requested d terninatlion of the rcgistration of its Ordinary Shares.
Notwithstanding the filing of the Form 15, one effect of which is to
curtail the Company's future obligations to make disclosures pursuant to
the ‘3¢ hct, the Company has determined to file this report on Form 8-K in
a good faith attempt to ensure compliance with any such disclosure
obligations that may have predated the filing of the Form 15. The filing of
this report on Form 8-K is not intended to have any effect inconsistent
with the Company’s prior filing of the Form 15. .
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TTEM 4. CHANGES LN RECISTRANT'S CERTIFYING ACCOUNTANTS

L]
On September 16, 2002, KPMG LLP {("KPMG®), the independent auditors for
AlphaStar Insurance Group Limited (the “Company”), notified the Company
that the auditor-client relalionship between XPMO and the Company had
ceased. XPMG's action was not reccmmended or approved by the Company's -
Board of Directors, Audit Committee, or any other Committee thereof.

KPMG was retained as the Company‘s auditor at the Company's Annval
General Meceting on May 23, 2002, to replace Arthur Andersen. KPMG had
reviewed the Company’s interim quarterly financial statements as contained
in the Company's Qnarterly Reports on Porm 10-Q for the periods ending Jume
30, 2082 and September 30, 2002 prior to their respective filing dates, but
had not issued an opinion on the Company's financial statements.

Arthur Andersen's reports on the Company’'s financial statements for
each of the past two fiscal years ended December 31, 2000 and 2001,
respectively, did not contain an osdverse opinion or a disclaimer of opinion
snd were not qualified or modified as to uncertainty, audit scope, or
accounting principles. During the Company's fiscal years ending December
31, 2000 and 2001, there were no disagrcements between the Company and
Zrthur Andersen on any matter of accounting principles or practices,
financial statement disclosure, or auditing scope or procedure which, if
not resolved to the sacisfaction of Arthur Andersen, would have caused
Arthur Andersen to make a reference to the subject matter of the
disagreement in connection with Arthur Andersen's report.

Frcm May 23, 2002 through the end of the Company's fiscel year ending
December 31, 2002, there were no disagreemeats between the Company and KPMG
on apy matter of accounting principles or practices, financial statement
disclosure, or auditing scope or procedure which. if not resolved to the
satisfaction of KPMG, would have caused KPMG to make a reference to the
subject matter of the disagreement in connection with XPMG's report.

From May 23, 2002 through Septembexr 1€, 2003, the date of KPMG's
resignation: .

{3} XpPM@ did not advise the Company that the internal controls

" necessary for the Company to develop reliable finamcial statements do not

exist, although KPMG indicated that such a conclusion was possible for the
open’ audit area discussed in item (c) {1}, below;

(b) KPMG did not advise the Company that information has come to
¥PMG's atteption chat has led it to no longer be able to rely on
management's representations, or that hag made it wowilling to be

) associated with the financial statemsnts prepared by management;

{c} (1) During April 2003, and pending the finalization of the
Company‘s 2002 Porm 10-X filing, KPM@ adviased the Company of the need to
expand the scope of its audit, duve to the absence of transactional-level
data deemed necessary by KPMG to conclude on the fair presentation as of
year-end 2002 of che agents' balances yeceivable account {the *2002 Agents®
Account”) at a significant subsidiary of the Company. KPMG expanded the
scope of its audit work accordingly and the Company thereafter undertook an
extensive eftort to supplement the information made avajlable to KPMG
regarding the 2002 Agents’® Account ("Supplemental Work®).
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On August S, 2003, RPMG first informed the Company, in a presentation
to the Audit Committee of the Company‘s Board of Directors. that
information received as a result of the Supplemental Work caused KPMG to
determine thar further investigation was necessary and chat such
investigation may (i) materially impact the fairness or ‘réliability of
either a previously issuved audit report or the underlying financial
statements, or the financial statements issved or to be jssued covering the
fiscal periods subsequent to the date of the most recent fipancial
statements covered by an audit report and may prevent it.from rendering an
unqualified audit report on those financial statements. Specifically, KpMG
stated that the extent of the additional work necessary to enable KPMG to
opine in respect of the 2002 Agents' Account had cawsed ir to reguire a
re-audit of the balances reflected in the accounting records of Realm for
the Agents' Account for the fiscal year ended December 31, 2001 {the *2001
Agents' Account®), and possibly all December 31, 2001 balance sheet
accounts for the Company and its subsidiaries, which accounts had been
audited and certified by Arthur Andersen. KPMG thereafter requested that
the Company undertake additional work in respect of the year-end 2001
Agents’ Account; and

(2) The Company had not completed such additional work as of the date
of KPMG's resignation on September 16, 2003.

KPMG has not informed the Company that information has come to its
attention that if further investigated may cause it to be unwilling to rely
on management's representations or be asgociated with the registrant's
financial stacements.

The Rudit Committee of the Company's Board of Directors, as well as
the Board in its entirety, discussed the foxegoing subject matter with
KPMG. The Company has authorized KPMG to respond fully to the inquiries of
any successor accountant concerning the foregoing subject matter;

(d) (1) XPMG had advised the Company thar, subject to the resolution
of the matters discussed in (c) {1}, above, the possible effecr of such
resolution on the ability of a significant subsidiary of the Company to
recognize part or all of a deferred tax asset and the completion of awdit
procedures related to the adverse litigation decision received oa July 8§,
2003 (and disclosed in a press release dated July 8, 2603), no information
has come Lo XKPMG's attention that it has concluded materially impacts the
fairness or reliability of either (i) a previcusly issued audit report or
the underlying financial statements, or {ii) the financial statements
issued or to be issved covering the fiscal period subsequent to the date of
the most recent financial statements covered by an avdit report (including
information that, unless resolved to the accountant's satisfaction, would
prevent it from rendering an ungqualified audit report om those financial
statements; irrespective of zeference to substantial doubt concerning the
ahility of the Company to continue as a going concern, which XPMG indicated
prior te its resignation would be included in its report). and (2) KPMG did
not advise the Company that due to KPMG's regsigmation, or for any other
reason, accounting issues have not been resolved to KPMG's satisfaction
prior to its resignation.

The Company has provided XPMC with a copy of this report and has
requested XPMG to furnish the Company with a letter addressed to the
Securities and Exchange Commission stating whether it agrees with the
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statements made herein.

The Company has not zetained a new independent accountant as of the
date of filing of this Form 8-X.

item 5. OTHER EBVENTS.
RESIGNATION OF INDEPENDENT DIRBCTORS

Messrs. David H. Blliott, Hadley C. Ford and Patrick J. McDonough,
tendered their vesignations from the Board of Directors of the Company,
effective Angust 29, 2003. Messrs. Blliott, Ford and McDonough cowprised
all of the independent directors of the Company, and all of the members of
the Audit Committee of the Board of Directors. Mr. McDonough was the
Chairman of the Audit Committee. Mr. Elliott was the Chairmas of the
Compensation Committee of the Board. Mr. Ford was a mcmber of the
Compensation Committee of the Board and also served as Chairman of its
Governance Committee. Neither Mr. glliott, Mr. Pord, or McDomough resigned
because of any disagreement with the Company on any matter.

<PAGE>
S1GNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934,

the Registrant has duly caused this report to be signed on its behalt by
the undersigned hereunto duly authorized. :

Dated: November 3, 2003

ALPHASTAR INSURANCE GROUP LIMITED

By: [s/ Stepheo A. Crane

Stephen A. Crane
Chairman, President &
Chief Executive Officer-

</TBXT>
</DOCUMENT>
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ALPHASTAR INSURANCE
GROUP LTD
8-K/A filed on 11/17/2003

Printer Friendly Forrmay
Qutiine
View Header

SECORITIES MID EXCHANGE COMMISSION
MASRINGTON, D.C. 20549

PORM 8-/

CURRBNT REPORT

PCRSUANT TO SECTION 13 OR 15(d) OF ‘e
SECURITIES EXCYONGE ACT OF 1934

DATE OF REPORT:  Rowember 17, 2003
DATE OF SARLIEST BVENT REPCATED: Septenber 16, 2003

ALPHMASTAR INSURANCE GROUP LINITED
1Exact nane of registyamt as apecified in irs chaxter)

Bermuda 000-2342% . NOT APPLICABLE
tState or other ! {Commisnion File Wunber) {3.R.8. Bwployer

Jurisdiction of Identification Number)
3ncorporation or

organitation)
THE MECHAWICS BUILDTNG, TRIRD FLOOR
.12 CHURCH .

STIREECT
FAMILTON, ¥M 11, BERWODA
{Midress of principsl exocutive offices}

AEGISTRANT*S TELEPHONE NUMBER, INCLUDING ARPA CODE:  (441) 295-7554

«<PAGE>

on %, 2003, Alph 1asurance Group Limited (the
“Company*} tiled a Cartification and Hotice of Termination of Registxstion
under Section 1219) of the Securities Exchange Act of 1934 (the **)¢ Act®)
o0 Form 1S {*Form 1$*) vith ths Securities and Exchange Commtsalon,
pursuant to vhich it requasted a termimacion of the Tegistration of 1te
Ordinary Shares. Morwithacanding the fillng of the Form 15, ove effact of
which 15 to curtail the Company‘s furore obligations to mike disclosures
pursuant to the '34 Act, the Company hae determined to ¢ile this repost on
Porm 3-k/A in 8 good faich STLEMC tO ensvre compliamce with amy such
disclosure obligations that eay have predated the filing of the Forwm 1S.
The filing of thia report on Form 8-X/A §3 not intended to bave sy effect
inconsisrent with the Company's prior £iling of ths Pore 13.

ITER 9, CHANGES IN REGISTRANT'S CYRTIPYING ACCOWrTNrTS

On Boresber ), 2003, the Company flled a Current Raporc ap Form B-&

hnp:i/\w.w.houvers.conv‘frédcdscaioc.x}unﬂ?ipagc=243 3956&doc=0&attach=on

Page 1 of 3

12/3/2003
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ttha *Original Filing®) ta ammounce that the audiror-client relationship
batveen the Compeny and KPMG LLP {*XPMG“}., the Conpany's [ormer
accountanca. bay ceassd. The Original Filing is incorporaced bersin by
reference.

This anendment to the Original Filing is being filed,to fnclude a
letter by XPMG, daced Bovember 14, 2003, relating to its concurrence or
disagzresment with the ststewments set forth in Item 4 of the Original
Piling. A copy ot the lettexr is attached hereto as Exhidit 26.12.

I

ITEM 3. FINANCIAL STATEWENTS AND IXRIBITS
(e} exhibics

1€.). Lastter from KFMG LLP, dated November 14. 2003

«PACE>
SIGATURES

Pursusnt to the roquiresents of the Securities Exchange Act of 1934,
tbe Registrant has duly caused this raport to be zigned on ita behall by
the undersigned hayevnto duly autborized.

bDated- Movember 17. 200}

ALPRASTAR IRSIRLNE CROUF LIMITED

sy /5/ Stephen A. Crane
- Stephen A. Crane
Chairwan, President &
Chief Bxscctive Officer

{LOGOD - XPNG)

757 Third Rvenue . Telephane 212 758 3700
Mew York, ¥NY 10017 Fax 212 872 3001

November 14, 2003

Securitinrs and Bxchange Coamtssion
Washingtoo, D.C. 20848

Ladies and Centlesen:

We wvers previously engaged &» principal accountants te sudit the
cenaolionted f4 of A Inyurance Group Limited as of
and tor the year ended December 31, 2002. On Ssptenher 16, 2003 ve
vesigned. %s have read AlphaStar Insursece Group Limited's statesents
inoluded wundas Item ¢ of its Porm §-K dated Movwaber 3, 2003, and wve agree
with such scatements, except as follows:

1. We ars not in a position to agree or disagres with AlphaStay

Insursnce Group Limited*s scatements (i) that the change was not

ded or 4 Dy the Company’'s Saard of Directors,

Mudit Comaittes ox any other Committas tbereof. (i1) that discuas

Arehwr Anderwen in the third paragraph or that discuss Arthur

Andersen‘s sodit and certification of tha Decesbar )1, 2001

balance sheet accounts Lor the Company and ity subsidisries, and

I1it] that che Cospany has not retainsd 2a new independenc
accommtant as of the date of filipg the Porm 9-K. . .

2. Bs do pot agres with the Cospany‘e etalement v paragraph {d) (1)
that "XPMC had advised the Cowpany that, subiecs to the
sevolution of the matters discussed in (c) (1), above, che

" htip:/fwrwww hoovers com/freefco/secdoe xhimlPipage=2433956& doc=0&attach=on

1885
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Page 30f3

vosaibls  effect of such Tesolution on the ability of a
signiticant subsidiary of the Company o recogmire part or all of
4 deferred tax asset and the compleation of audit proczdures
velated to the adverss litigation decision recsived on July o,
200) (and Qlsclosed 1n ¢ press reloase daved July 8, 2003), no
informacion has come to KPMGW  attention that it has comcluded
matertally {apacts the fairness or relisdbility of sither (1) a
praviously issued audit Teport or. the underlying fimancial
statesents, or (fi} the floancial statements issned or to ba
issued covering the tiseal pariod. subsequent to the date of the
mast  recent financial ctatements covered by an audit report
tincluding information that, unless resolved to the accountant's
satisfaction, would prevent it from rendering an unqualified
eudit report on thoes financial stacements, Irrespective of
raference Co d ial doubr g At ability of the
Coapany to toetimie ae a going concern, which MG indicated
prior ¢o {ts resignatfon wonld be includes in s repore} o,

Additionally, with respect to the Compeny*s ceferencs in
paragraph id) (1) to deferred taxes. XPMG had advized the Company
that in KEMG's view the Companry did not  support the
Tecoverability of the deferred tax asset at Deceaber 31, 2082,

Prios to our 1. fon KPMG had 3 ¢ to the Company
that KPMG's report would inclade o refercore to substantial doubt
concerning ths abiliry of the Conpanry to continue as » going
concorn. .

Prior to our resfgnation XPMG had tommmicated to the Company the
following as items that needed to be addransed before XPMG could
pertore vhatever othar awdit procedures were dromed necessary to
toaplece che axdit of the December 31, 2002 financial statewments:

1. Cospletion of agents’ balances zaceivable account 3udit work,
including re-acdit of the 31, 2001 bal and P Yy
Te-audit of all December 31, 2001 balance sheet accounts,

2. Completion of audit procedurey relsted to the adverse Yitigation
decision, as referred to in paragraph 1d) (1), and

3. cm ot che ing and disclesure for the operations of
certain subsidiaries, the sales of which wers pending bur had not
been  cooplered, and the completlon ©f the related audit
procedures.

. Vesy eruly yours,

IRl XPMNG LLP

10k WIZARD |

YEC POWER SEANCH

Powersd by:

hitp//www hoovers.com/freefcolsecdoc xbtml %ipage=24339568 doc=0&attach=on 12/3/2003
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Iscaeloff, Trattner & Co. RC. e

CERTEIED PUBLIC ACCOUNTAMIS - FNANCIAL CONSULTANTS
1225 Fronkiin Avenue. Garden Cly, NY 11530 (516) 240-3300 Fax (516) 240-3310 wwaw.broefolf.com

May 30, 2003

Mr. David Dennett-Smith, CEO

Amesican Insurance Management Group, inc.
3101 Tower Creek Pkwy

Suite 750

Atianta, GA 30339

Dear Mr. David:

At your request | am submitting the attached schedule which rapresents our best efforl
estimate of the adjusted GAAP basts book value of Realm National Inswance Company

. ("Realm”), Stirling Cooke New York Insurance Agency Services, Inc. {*SCNY™) and

World Trade Services, Inc. {WTS") as of December 31, 2002. Our estimate is based on
our preliminary work, including a very limited rsview of the books and racords of Realm,
SCNY, and WTS that were made available 10 us, and certain assertions mads to us by
American Insurance Management Group, Inc. (AIM). Our ability to raasonably estimate
the GAAP basis book value of Realm, SCNY and WTS (the Companies) was further
fimited by the absence of access to the audit work papers of Realm's auditors, KPMG,
and any audited financial statements, GAAP or Statutory, that were scheduled to be
issued by KPMG. .

As indicated in the attached, we have estimated, to the extent practical, a Purchase

-Price of $1,500,000. 1t should be noted that our work to date does not constitute an

audit, a review, a compiiation or any other sngagement in accordance with AICPA
Standards because, among other things, the engagement for which they were retained
is substantially incompleta. This Purchase Price estimate is Emfted to AIM's infernal
use.

Ploase contact inve at your convenienice to discuss the calcudatian or other matlers
pertaining to your negoliations to purchase the Companles.

Sinceraly,

R(vc,Lu_aLO_, Nora,
Richard A. Mills, CPA 3>
Officer

ALLIOIT

Ve
A S Hrywon o0 bve.

13%4
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Unaudited GAAP Equity 12-31-02

40% deduction Lincoln Nationa) Remsurance Recoverables at 12-31-02 $1,3063,000
40% deduction Phoentx Home Life Reinsurance Recoverables at 12-31-02 $1,686,000
50% deduction Sun Life Reinsurance Recoverables at 12-31-02 $2,171,000
. 80% deduction Sphere Drake Reinsurance Recoverables at 12-31-02 $1,061,000
50% deduchion Odyssey Re Reinsutance Recoverables at 12-31-02 $148,000
75% reduction Amounts due from World Tiade 12-31-02 $4,568,000
3-31-03 increased provision for Agents Balance over SO days
{12-31-02 $1,493,000 3-31-03 $2,057,000) . B

12-31-02 provision for premiums booked defesred and not collected
atiributable to rounding
Estimated Puichase Piice

. As provided to israelofl, Tratiner 8 Co., by AIM

(A} Significant balances in dispule separately lead fo discount of current batances due
(B} Carrier belleved to be In bankruptcy or receivership

{C) On going litigation lkelhood of setliement of this batance questionable

{D) World Trade has outstanding recelvables from third parties which is in queston
(E} March 31, 2003 information provided by Stephen Crane

{F) Annuatl statement 2002 page 2 line 10.2 cof 2

1889

$9,179,000

{521,000}
(674,000)
{1,085,000)
(955,000)
{133,000)
{3,441,000)

... (564,000)

{308,000)
2,000

$ 1,500,000

-
v

A
)]
(8
0
)
{D)

€
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1290



~

~ —~

Miswiuae womrme W NORAH @

1890

1341



Page 1 of 4

l Mjl m’ ][ LS 1' FiousTRY ]l TIRE MORASNAL il‘m—" s II SEARCH

Welcome. You ore in the Agents Status  ~: {internat link} § 8¥(extemal fink) | I (in Adobe Acrobat)

Please be aware that the information provided is uprated weekly and may have a fag time of up 15 days.
Continuing education. Credits may experence lonrger delays n being reported.

1t you believe the information posted is incorrect, please contact Promissor at 1-888- 204-6204 between the
hours of 8AM and 6PM Monday through Friday

Al dems in red ore Yinked to more uormation. Just click on them o} moyse-over them.
View Company Appointrments
View Agency Affitiation

View Continuing Education
View License Authorities

_Agent Information

LICENSE NAME
AGR385439 BRUCE E HOLLEY
FIRST ADDRESS LINE SECOND ADDRESS LINE

P.0.BOX 1207

CITY, STATE AND ZIP
KENNESAW , GA 30144-

PRIMARY CODE: A FIRST ISSUE DATE ISSUE DAVE EXPIRATION DATE
SECONDARY CODE: 02/12/1988 0170152004 12/31/2004
STATUS: ACTIVE
el - -l R P . 1 " T, v Tl S - . T .
Company Appointiments

Listing of current and past Certificate of Authority appointments that authorze the likensee to transact
busi tor the company. C are d annually in June.

company rel. appt. Issved date Cancef date
ALPHA PROPERTY & CASUALTY INS CO ’ 15 - 03729/2001 12/31/2001

CA

AMERICAN AMBASSADOR CASUALTY CO CA 1S 05/01/1995 12/31/2001
AMERICAN FAMILY HOME INS CO A 15 12/05/199% . 12/31/2001
ASSURANCEAMERICA INSURANCE COMPANY CA A 04/01/2003

CANAL INSURANCE COMPANY CA T 03/22/1988 10/03/1989
CATAWBA INSURANCE COMPANY CA T 04/20/199% 08/09/2000
CHARTER INODEMNITY COMPANY “CA TS 03/01/2001 1273172001
CLARENDON NATIONAL INS CO CA T 111411995  02/19/1997
CNL/INSURANCE AMERICA INC CA 1S 10/0/1995  12/31/2001
COVENTRY INSURANCE COMPANY ’ cA TS 12/19/1994 12/31/2001
DAJRYLAND INSURANCE COMPANY CA IS 04/05/1990  12/31/2001

hitp:/Avww_inscomm.state g2 us/AGENTS/agentstatus.asp /1172004

|18 Q-
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DAIRYUAND [NSURANCE COMPANY
DEERBROOK INSURANCE COMPANY
EVEREST SECURITY INSURANCE CO
FARMINGTON CASUALTY COMPANY ¢
FOREMOST INSURANCE COMPANY
FOREMOST INSURANCE COMPANY
FOREMOST SIGNATURE INS CO
FOREMOST SIGNATURE INS CO
GATEWAY INSURANCE CO

GENERALI - U S BRANCH

GEORGIA CASUALTY & SURETY CO
GEORGIA GENERAL INSURANCE CO
(GEORGIA MUTUAL INSURANCE CO
GRAMERCY INSURANCE COMPANY
INTEGON GENERAL INSURANCE CORP
INTEGON GENERAL INSURANCE COKRP
INTEGON INDEMNITY CORPORATION
INTEGON INDEMNITY CORPORATION
INTEGON NATIONAL INSURANCE CO
INTEGON SPECIALTY INS COMPANY
INTEGON SPECIALTY INS COMPANY
MARYLAND CASUALTY COMPANY
MENDOTA INSURANCE COMPANY

NATL SECURITY FIRE & CASUALTY CO
NATL SECURITY FIRE & CASUALTY CO
NEW SOUTH INSURANCE COMPANY
NEW SOUTH INSURANCE COMPANY
NOVA CASUALTY COMPANY

OMNI INDEMNITY COMPANY

OMNI INDEMNITY COMPANY

OMNI INSURANCE COMPANY -

OMNI INSURANCE COMPANY

OMNI INSURANCE COMPANY

PATRIOT GENERAL INS CO

PATRIOT GENERAL INS CO

PERMANENT GENERAL ASSUR CORP
PERMANENT GENERAL ASSURANCE CORP
PROGRESSIVE AMERICAN INS CO
PROGRESSIVE AMERICAN INS CO
PROGRESSIVE BAYSIDE INS CO
PROGRESSIVE BAYSIDE INS CO
PROGRESSIVE CASUALTY INS €O
PROGRESSIVE CLASSIC INS CO
PROGRESSIVE CLASSIC INS CO

" PROGRESSIVE HOME [NSURANCE COMPANY

PROGRESSIVE MAX INSURANCE CO
PROGRESSIVE NORTHWESTERN INS CO
PROGRESSIVE NORTHWESTERN INS CO

hnpf/www.inscomm.state.ga.us/AGENTS/agentstatus asp
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66/19/2002
12/02/1998
02/12/1988
03/24/1999
03/04/1999
06/20/2002
03/04/1599
06/20/2002
09/04/2001
09/18/1997
10/22/1996
03/13/1995
05/12/1999
11/25/2003
08,21/1992
02/10/2003
08/21/1992
02/10/2003
02/10/2003
0711571996
02/10/2003
08/10/1998
03/02/2001
04/24/1996
04/18/1990
07/16/1996
02/10/2003
05/27/1997
08/06/1398
10/09/2002
03/25/1993
04/23/2001
10/09/2002
03/18/1993
06/03/2002.
06/29/1995
06/29/1995
12/30/1999
03/07/2003
10/06/1998
03/07/2003
05/25/1995
10/25/1999
03/07/2003
12/05/1997
10/06/1998
02/07/1994
03/07/2003

Page 2 of 4

12/31/2001
10/04/1989
12/31/2001¢
12/31/2001

12/31/2001
09/03/2003
12/31/2001
12/31/2001
09/01/2000
12/31/1996
1273172001

12/31/2001

12/31/2001

12/31/2001

12/31/2008
12/31/2001
08/01/1999
072271994
12/31/2001

12/31/2001
12/31/200%

12/31/1996
12/31/2001% -

12/31/2001
09/30/1994
10/02/2001
12/31/2001

12/31/2001

12/31/2001
12/31/2001

03/05/200t

12/31/2001
12/31/2001

11112004
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PROGRESSIVE PREFERRED INS CO
PROGRESSIVE PREFERRED INS CO

R L 1 INSURANCE COMPANY

REALM NATIONAL INSURANCE CO
RELIANCE NATIONAL INDEMNITY CO
RELIANCE NATIONAL INSURANCE CO
SOUTH CARGLINA INS CO

SOUTHERN INSURANCE COMPANY
SOUTHERN UNITED FIRE INS CO
SPECIALTY RISK INSURANCE COMPANY
STONINGTON INSURANCE COMPANY
STONINGTON INSURANCE COMPANY -
TRUMBULL INSURANCE CO

UNITED PACIFIC INSURANCE CO
UNIVERSAL INSURANCE COMPANY
UNIVERSAL INSURANCE COMPANY
UNIVERSAL UNDERWRITERS INS CO
UNIVERSAL UNDERWRITERS iNS CO
VANLINER INSURANCE COMPANY
VICTORIA FIRE & CASUALTY INS CO
VICTORIA FIRE & CASUALTY INS €O
VICTORIA SELECT INS CO

VICTORIA SELECT INS CO

WESTERN SURETY COMPANY
WESTERN SURETY COMPANY
WESTERN UNITED INSURANCE COMPANY
WINDSOR INSURANCE COMPANY

-~ ‘. A -~ - . -2
Agency Affiliation
| Usting of current and past Agency Affihations
compary
ACCENT INSURANCE AGENCY INC
ACCENT INSURANCE AGENCY INC
ALLEGIANCE INSURANCE AGENCY
AMERICAN INSURANCE MANAGERS INC.

Continuing Education

'QQQQQQQQQQQQQQQCQQQ.QQQQ;‘C’QQ

AEMP
AOWN
ADWN
AOWN

listing of Continuing Education credits completed by the licensee.

completion description
12/31/2002 NOBLE/UNDERWRITER
12/3172002 GEORGIA ETHICS
0471572002 GEORGIA ETHICS
04/1572002 BUSINESS INSURANCE

http://wsvw.inscomm.state. ga.us/AGENTS/agemstatus. asp
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04/23/1993
03/07/2003
05/13/1996
03/25/2003
05/27/1997
05/29/1398
05/01/1998
03/25/1988
05/09/1996
06/22/1998
11/13/1995
06/25/2000
10/09/2002
08/27/1997
04/01/1995
05/13/1991
07/05/1955
04/19/1988
11/28/1994

_10/09/1997

06/20/2002
10/09/1997
06/20/2002
04/18/1990
06/29/2002
11/28/1994
12/19/1994

e T

Issued date
01/08/1998
01/08/1998
02/12/1998
01/07/2003

conlent code
pC
E
3
LAS

Page 3 of 4

12/3172001
12/31/2001
L]

01/13/1999
01/13/1999
08/09/2000
03/30/198%
12/31/1999
06/07/2000
12/31/1995
12/31/2001

01/13/1999
127317159/
12/31/1993
12/31/2001
04/18/3990
12/31/1996
12/31/2001
12/3172001
12/3172001

07/01/1996
11/03/2000

Cancel date

08/09/2001

oedits
15
3

15

111172004
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~
10/31/2000 ’ GEORGIA ETHICS
10/31/2000 CLAIM INVESTIGATION GUIDE
11/30/1999 NOBLE/PRC UABILITY
11/30/1999 GEORGIA ETHICS
10720/1999 PROGRESSIVE 4.0 REVIEW
01/15/1999 . NOBLE/P&C PROPERTY
01/15/1999 GEORGIA ETHICS
License Authorities

Listing of alN knes of insurance a licensee may tronsact.

Issued code descriplion status origin
/2 C Casuaity 3 <
n/a 4 Property A 3
nfa S Surety Q E

_Ea_cﬂ iﬁg{Search I

32 raamnedts th a fink outsirte our web site Bt is not 3) eonorsan.en

www.gainsurance.org

(89S

-~ -~ -~ —~
Papc 4ol 4
£ 3
PC 10
PC 18
[ 3
PC 1 ‘
PC 18
£ 3
o . -
expiralion cancelled
02/04/2003 '

7 ‘ Rate this page

Swaday, tanuary 11, 1004 2:38:16 PH

htip:/Avww inscormn.state.ga.us/ AGENTS fagentstatus.osp
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NEW YORK STATE
INSURANCE DEPARTMENT

FIRST AMENDMENT TO REGULATION NO. 120
(11 NYCRR 33)

MANAGING GENERAL AGENTS

1, GREGORY V. SERIO, Superintendent of insurance, pursuant to the autlority
granted by seclions 201, 301, 308, 2101, 2102 and 203 of the Insurance Law of the
State of New York, do hereby pramulgate the following Flrst Amendment to Par 33 of
Tille 11 of the Official Campilation of Codes, Rutes znd Regulaticns (Regutation No.
120), to take eflect upon fling with the Secretary of Siata.

(NEW MATTER IS UNDERSCORED. MATTER IN BRACKETS IS DELETED)
Pan 33 is hereby amendea to read as follows:
§ 33.0 Preamble.

Soms insurance comparigs hava entered inte contracts with individuals of
organiealions, commonly 1eferred to as managing general agents or managers, to
manage alt or pant of thek insurance business. This may represent a shifting of an
insurance company’s responsibilites 1 a person, finm, sssoclation or corporation
outside of its organization. This Pant is promulgated because the Insurance Department
is concemed that such delegation of authority has been subject to abuses detrimentat to
huth insurance companies and insureds.

§ 33.1 Applicabiity.

This Part shall apply to ail (licensed| insurers that enter into contracts with
managing general agents as defined in section 33.2(c) of ihis Parlf, acling i such
capacity on or after the effectiva date (ODecember 18 14985) of this Part}  Sedlions

33.3(c), 33 3.6 of this Part are effective Jan 2.

§ 33.2 Definitions.
_As usedin this Part, the following terms shall have the following meanings:

(2) Insurer means an authorized Insurer as defined in section 107(a){10) of he
Insursnce: Law, and, for purposes of this Part, shall also include every group,
assodation or other organi r of ce companies that engages in joint
underwriting or joint reinsurance in aceor:hnce thh section 2317(a) of the Insurance
Law.

(b) Domestic insurer shall have the same mcanmg as set forth in Jnsursnce Law,
section 107(2)(19), and sholl also indude every group, assoclation or other organizaton
of insurance companies thal engages in joint underwriting or joint reinsurance it such
group, association or other organization has its principal ofiice In this Siate.

F-30?
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(¢} Managing general agent (MGA)} means any person, firm, association or
corporation fwho of whscn} that

{1) manages all or part of the msurance business of an insurer (including the
management of a scparale division, department or underwribing office) {and];

{2) acls 33 an insurance agent as defined in section 2101(a) of the Insurance
Law for such insurer, whether known as a managing general agent, maneger, or
other similar term, or agls as an insurange brokey as defined in section 2101(c) of
the Insurance Law, and '

(3} with_or_wmthaut the authorty, elher separately of | with affiliates
produces, ditectly or indirectly, and accepts of rejects risks on behalf of the insures
{underwrites) an amound of gross direct written premivm equad o or more than five
percent of the policvhalder surplys as _reported ip the last annuatl statement of the

. Insurer in_any one guarter or year together with one o more of the following activities

rel the busi oducod:

(i}_Adiusts or pays claims in expass of $25.000, or

Negoliates reins on behalf of the insurer.
§ 33.3 Requiremants.

{a) No insurer shall appoint or continue to use the services of [any managing

general agent] an MGA to act for it in this State, either direclly or indirectlly through -

subagents of the [managing general agent] MGA, unless the [managing general agent]
MGA has an insurance agents ficense issued by this State to represent said insurer for
the appropriate kinds of insurance.

(b} (1) [An insixrer that currently has managing genersl agents acling for it in this
State, either direotly of indirectly through subagents of the managing genesal agent,
shait complele and file Farm 1 {see subdivision [c] of this section), with this depariment,
within 30 days of the effective date {December 18, 1985) of this Part.

Q)Adomesﬂcmerhalwnenﬂyhasmanagnggene:a&agemsacfmgforﬂm
any state or loreign country, shall complete and fle Form 1. herein, with this
department, within 30 days of the effective date (December 18, 1986) of this Part.

{3)) An Insurer that appoints [a managing general ageni] an MGA to act for it in
wssme,emmwyumghsubagensmm[nmamgmerdagem]&
shall complets and f3e [Form 1, hesein.) the form
Mwmmmmmaodaysdnnappmmm gm_mg |

cha eyminato 2PROTHITVENS,
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{t4)} {2} A domestic instrer that appoints [a managing general agent] an MGA to
act for it i any state or foreign counby, shall complete and 6le [Form 1, herein,) the’
fom sequirsd by subdivision (c) of this section with this department, within 30 days of
the appoinbnent. An amended form shall be filed within 30 days after any change,
including termination of appoinment.

{c) { Form 1 is repeated in its entiraty.] A filing required by subdivision {b) of this
section, Telative to the agpointment of an MGA, shall ba in a fony prescribed by the
supefiniendent, .

§ 33.4 Exemptions.
(8) The previsions of this Part shall not apply to:

(= pe}son whose acls as an insurance agent for en insurer are purely
incidental to hisher duties as a salaried empioyee of such insurer;

(2) a person who is an agent of an insurer, provided such agent does not have
authority to:

{i) underwrite and either appoint sub-agents or accep! sub-produced business; o
(ii) cede or assume reinswance on behalf of the insurer;

(3)] a person who is a member of the same holding company system {as definad
in saction 1501(a){(6) of the Insurance Law) as the inswrer;

[(4)) (2) a person acting as 3 U.S. manager of a ficensed U.S. tranch of an alien
insuser (as defined in section 107(44) of the Insurance Law); and

{{5} an underwiiting manager designated by underwriting members of the New
York Insurance Exchange, Inc., provided that: :

() such designation shall have been fled with the New York Insurance
_ Exchenge. Inc. nifs register of approved underwatting managers;

(&) the New York Insurance Exchange, Inc. acopts niles to accomplish the intent
and purposes of this Part; and

(@) this exemp!ionshallmlapplyloanimlonsor rebnoe;sionshm«ﬂedby
such underwriting manager of the New York insurance Exchange, Inc. outside of
Ihe New York lnsurance Exchange, inc]

F-182
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- (b) Nothing contained in this [section] Par] shall exempt amj {such} pers'on from

any tequirement 10 be ficensed as an inswrance agent, reinsurance imesmediary or

otheswise_undeq the insurance Law or from being subject to examination by the

Insurance Department.

t} No shall be a man in this State within the meaning of Insurance -

Law_Section 2101(q)(1} unless that person is an MGA and ficensed as an insurance
agent. b

§335 Reguﬁred contract provisions.
No person, firm, assogialion ot corporation acting in the capacity of an MGA in

Slate; and nn domeslic 1 shal utilize ap MGA outside of this State; unless thete is

in force 3 writlen conyract batween the parties that sets forth the responsibilities of each

party. Where both paries share responsihility for a particular function, the contract shall
spedify the division of such responsibidities _The conttact shall contain the following
minimum grovisions:

{a) The insurer may terminate the contract for catise upon written nolice to the
MGA,_The insuyrer may suspend the undenwriling_authority of the MGA during the

of any dispute rega Q cayse for termination;

. remit ajl funds due tract on less than 3

{c) All funds coflected for the account of an insurer will be held by the MGA in a
fiduciary capacly in accordance with Seclion 20.3 of his Tile (Requiation 29), This

account shall be us; 1s on behalf of the msurer, GA i no
eslimatad and estmaled afiocaled

 adjustment expense payments;

{d) Separate recotds of business writen by the MGA will be maintained. The
i er shall have actess and righ ity and re lated 10 ils
business in u b ipsurer an. L have access 10 ¢
bogks, bark accounts ar ds of the MGA in 3 form o the ¥ i1
Stch s be retained a o Part 243 of this Tt} jon 152)

the [ premium v

(2) the basis of tha rates tg be charged;

4
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{3} the types of risks which may te written;
{4) maximum Simils of Sabifty;

(5] applfcable exchsions;

(6} territarial mitations;

7} poficy cancetation provisions: and

[8) the maxiinum policy pesicd,

{q)_The inswror shall have the right to cancel us _non-ienew any policy of
insurance, subject to applicable taws and reguiations conceming cancellation and non-
renewal of insuranca polidles;

‘ (h) i the conltact penmits the MGA to settfe daims on behalf of the insuren;

{1) AR claims st be reported to the insuwer in 3 Ymely mannar;

{2) A copy of the dclaim fle sent 1o the jnsurer ot its 7
S KNO al the amqunt of jhe dai efore

of any reine: urangé
he po Br the i
: d its last find annat
excoaada the Emit sat by the campany; whichever is less;

) Involves a covar dispute;

{iil) may excoed the MGA's daims se! Sithor

{14 en for n six months; or
v} is cosed ent of the tnsu! su| to
icyholders ed in i Rled
ot an arnount set by the company, whichever ig less:
3) Al g}mﬂgm’ﬂt_)gm‘m'lmgggmdmeinswg_\gmk
an ation of jnsurer, such shall
become sole the ingy i 8nd the
3 abl to and M flesonal basis:
4 ted & GA oy be tesminated F
causa upon the s writlen to the or upon the inath

5
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of the conract, The mnsurer may syspend the settlement authgjty during
the of an the causa for termination; ’
il Where ig claims fles exist th must address_the tmel

fransnrission of the data;

m_mmduwdesfmashmadw_bvmmcﬁmdme

MGA has the authority lo delenmine the amount of the interim_profits by establishing
loss reserves of controlfing claim payments, o in any other manner. interim profits wi

nol be paid to the MGA unti] one year after they are eamed for_property insurance
busingss andg five vears after they are earned on casualy insbrance business, and not
until the profits have haen verified g.gs.ugm to Section 33.6 of this Part;

X )The MGA shall not;

{1) bind reinsurance or relrocasslons on behall of ihe nsurer, except that
the MG, Ind facultative re contsacts pursuant ko obligator

facuitative agreements if the contract with the ingurer contains reinsusrance
underwij idel i for both_seinsurance d_and

the__insurer m__insurance reinswan

a r Wi £ oducer is 2
kcensed lo tronsact the kinds of insurance for_which ihe groducer is

appointed;

[4) withawt prior apgroval of the insurer, pav of commit the insures to pay a

a 3 n res Ich shall not ed

a =

6) Parmit its sub o serve onthe § '3 board of directors;
Join ual who Is emploved with the insurer, o

{8) Appoirt » sub-MGA, .

E-102
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33,§ Dy A°’ insurers.
a) The i all_have on file an ind financiat audit, in a form
acceptabl the_superintende MGA wil ich the insu; done
. business. '
i an MGA esiablishes loss reserves, the ingurer shall annually oblain the
inign of an actuary who s a member | $ of th erican_Acad of
Aclia attasth the of losg reserves esta for Josses mcurred and
oulstanding on business 1 ._This opinion sh: i ition to a

ather required loss reserve centfication.

{c)_The insurer shall at least semi-apnuyally conduct an on-site review of tha

underwriting and claimg processing operations of the MGA,
d) Binding a ity § inaur, con o participation in insurance
reinsurance syndicates sh: an offices of who shall not ba affill

whhmMAexgmmatm Ambwﬂfaw@memmmm ﬂrsugm

1, Gregory V. Serio, Superintendent of Insurance of the State of New York, do hereby certify
that the foregoing is the First Amendmend to 11 NYCRR 33 (Regulation 120), pronmigated by
me on May 28, 2002, pursuan? to the authority granted by sactions 201, 301, 308, 2101, 2102
and 2103 of the Insurance Law, o take effect upon filing with the Serretary of Swte. This
reguiation was previously promulgated on an emengency basis on June 7, 2001, September 5,
2001, and November 2, 2001, with some dilferent provisions, and on Decamber 27, 2001, and
February 26, 2002 with materialBy the same provisions, and on May 28, 2002 and August 22,
2002, with materiatly the same provisions.

Pursuant 1 § 202(6) of the Stale Admirestrative Proceduse Adl, these dments are being
promulgated 3s an emergency measure. A Statement of the spedific reasons for the finding of
the need for emergency sction is attached.

Gregory V. Serio
Superintendent of lnsurance
Noverber 21, 2002
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STATEMENT OF REASONS FOR EMERGENCY MEASURE
FOR
. 11 NYCRR 33 (REGULATION 120)

The aiginal version of Regulation 120, promuigated in 1985, required insurers o notify
the Superintendent when utifizing the setvices of managing general agents. However,
the reguiabion did not impase or require 2ny specific sateguards or standards goveming
the refafionship between the insurer and the managing general agent. -

The National Association of Insurance Commissioners (NAIC) has developed a model
regulation, which bullds upon the criginal New York Regutation 120 and requires a
conlract between the insurer and its managing general agent and therety establishes
safeguards 1o govem the relationships between msurers and managing general agents.
The moded regulation has baen adopted by many of the olher states,

- In several recent situations, it became clear to the Superiniendent that Insurers often
entered Into managing general aganl relationships withoul establishing appropriate
quidelines and requirements. Insurers have, in thése cases, fafled lo properly supervise
their managing general agents, with resulting abuses that have caused imevocable harm
to policyholders. Premiums collected have besn lnadequata o support the risk and
underwriting guidsefines have either not been followed or havs been non-existant.

Ensuring the financial stablity of nsurers is one of the most important functions of the
Superintendent, for the protection of tha insurer’s stockholdets, Insureds, third-party

claimants and for the people of tha State of New York. Bacause of many of these

abuses involving managing general agents, and the failure of insurers to properly
supervise them, it has become readily apparent to the Superintendent that there is an
.immediate need to establish minimum rules to govem the relationships between insurers
and their managing general agents. The adoption of this amendment implements the
NAIC model. | .

Consequently, itis criical for this reguiation to be adopled as prompily as.possible. For

the reasons stated above, this rule must be promusgated on an emergancy bastks for the
furtherance of the general weifare. : .

Gregory V. Serio -
Supgrintendent of Insurance

November 21, 2002
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WILSON, ELSER, MOSKOWITZ, EDELMAN & DICKER LLP

NEW YORK
LEGAL MEMORANDUM
To: File
From: Steven Kent
Date: - August 16, 2002

Subject: AM

File No.: 01004.00062

AUGUST 15 PHONF. CONVERSATION WITH STEPHEN CRANE AND JIM
LAWLESS

[ was contacted by these gentlemen at about 5:00 p.m. They had some questions about

the Jetter of intent.

‘Wc- discussed the third paragraph in the section entitled "Parchase of Stock®. This deals
with the "se aside” of $1,680,000. Mr. Crane cxplained that the four slow paying reinsurers are
Trustmark, Phoenix, Sun and Lincoln. He agreed that the meeting of 8/12 discussed a $4.1
million paid loss recoverable 25 at March 31 from these four reipsurers. Mr. Crave further stated

that this cuasber had grown, be is not exactly how, to $5.6 million a8 at Junc 30.

As discussed during the &/12 mecting, the Schodule F penalty of 20% has been
established This is consistent with his view that at Jeast 80% of the paid loss recoverable will
cventually be obtained from the reinsurers, The proposal af the 8/12 meeting was that if there
was a short fall below the BO%-anlicipu/tcd recovery, David would share fhis Joss on a 50-50

basis with Realm's sharcholder. -

1190161.)
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Mr. Crane and Mr. Lawless may attempt to re-word the paragraph so it better reflects the
agreement. 1 told them that the last sentence of the paragraph was added to take into account any
paid loss recoverable that is both not collectible and not disclosed, and that this would be

reflected in the reps and warranties of the definitive agreements in any event.

On a separate issue, Steve Crane explained that there should be no promissory note so
that he can convince Realm's board of directors that "'lhis is ap all cash deal”. He suggested that
a cash deposit be escrowed, and that it be interest bearing.  The interest would “follow the
principal” once the priocipal is paid out to either the shareholder or to the new owner or is spht

between them.

The final issue we déscussed are the MGA "deal points” which were discussed during the
3/12 meeling. Mr. Crane wants lhcl MGA deal points lo be consistent with what was described
by DDS at the &13 meeting al Realm's offices on Maiden Lane. Steve Crane docs not believe
ABM should be "given the pen"— for its placements in fo Realm. AIM can have "binding
anthority”, but ATM should agree to follow Realm’s underwriting guidelines, and all placements
should be subject to the approval of Realin's underwriters. I suggested to Mr. Crane that he

directly contact David to discuss this issue.

SK/ac

1:90161.1

1906



1908

o~ -~ -~ - -~

| Mtmuneusa aemes iom mtaD @

-

s"ﬂ! '};I -

1907



UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

REALM NATIONAL INSURANCE COMPANY,
STIRLING COOKE NORTH AMERICAN
HOLDINGS, LTD., and ALPHASTAR INSURANCE
GROUP LIMITED, '

Plaintiffs

-against- Ciwil Action 02-CV-10278 (RMB)
AMERICAN INSURANCE MANAGERS INC,

AMERICAN INSURANCE MANAGEMENT GROUP
INC.; snd ATLANTA INSURANCE MAR}(ETING INC.

: Defendants
HAMILTON, BERMUDA . ) ,

AFFIDAVIT

Personally appeared before me the undersigned officer duly authorized to administer

oaths JOSEPH A. ZAFFARESE, who upon being swom does depose and say as follows:
L

My name is. JOSEPH A. ZAFFA.RESE,. I make this affidavit of my own personal
knowlcdge and for all legal purposes. | am over the age of 18 years, and suffer from no legal
disabilities. )

2.

At all times relcvant hereto, I have served in the capacity of President of Midland
Intermediaries Inc. In the insurance industry, intermediaries broker buying reinsurance on behalf
of insurance companies. '

3 ’

In that capacity, 1 helped facilitate a meeting on behalf of Realm National Insurance

Company with Max Re, a company thal writes reinsvrance, which occwrred in Hamilton, -

- Bermuda on November 14, 2002, | also attended the meeting. Also in attendance were David

A0
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Dennett-Smith, President of AIM, Mask s. Sioma, President of Realm, and Bill Y, Senior Vice
President, FCAS, of Max Re, a company which writes reinsurance on bebalf of insurance
companies such as Realm.
4.
1t shovld be understood that Mr. Yit was particularly interested, among other things, in

the nature of the reationship between Mr. Sioma’s company and Mr. Dennett-Smith’s company.

In my presence, Mr. Sioma indicated to Mr. Yit that AIM was acting in the ca;;acity as an agent 7

of Realm.

//FURTHER AFFIANT SAYETH NOTW

Swom o and subscribed before me
this day of Januvary, 2003.

i ucm;allsﬁ‘iﬂvm‘
, S oo, ‘

Hondz, b Pobies
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UNTTED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

REALM NATIONAL INSURANCE COMPANY,
STIRLING COOKE NORTH AMERICAN
HOLDINGS, LTD,, 1ad ALPHASTAR INSURANCE
GROUP LIMITED, o
Phaintiffs .
~against- Civi) Action 02-CV-10278 (RMB)
AMERICAN INSURANCE MANAGERS INC.,
AMERICAN INSURANCE MANAGEMENT GROUP
INC,; and ATLANTA INSURANCE MARKETING INC.
Defendants
HAMILTON, BERMUDA
Personally appeared before me the undersigned officer duly sutborized 1o administes
oaths FRANCIS J. CARTER, who upon being swom does depose and say as follows:
1.
My pame is. FRANCIS J. CARTER. I make this affidarit of nsy own personal imowledge
" and for all lega) purposes. 1 am over the age of 18 years, and suffer from no legal dissbilites.
This affidavit only contems the Realn National losurance Company and AIM Presentation to

Msux Re held on Novembes 22 2002 in Hamiltor Bemmuda

2.
1 am the President of Ubcui Fida k Company Ltd.; & Bamuda segregated
peny providing i pecity for attesmative risk rek
programs.
3.
)
- In thay ity, 1 ded the Reshn National k Company & AIM p

to Max Ro, 2 company that writes reinsurance. Thewesmﬂﬁonoocmcﬁi.nﬂunﬂtm.l&amudl

1911

1912~



T r——

on November 22, 2002. " Max Rs had been comsidering underwriting the excess of loss

xcinmmccpmmfonhékulmNnﬁnmlmnumCompmy—MM WCA Program.

4 -
My ing notcs are hed hereto and incorp d herein as Exhibit A together with
the P ion Agends prepmed by Reese Bowen of Midlands Intermedianies Inc. and

incotporaled herein o< Bxhibit B. The notes accorately reflect the substance of what occurred at

the meeting. Additionally, it should be understood that the red were particularly i d
among other things, in the natwue of the relationship between Mr. Sioma’s company and Mr.
Denneit-Smith’s company. In my presence, Mr. Sioma ndicated to the reimsurers that AIM was

acting v the capacity as an sgent of Reabm with the ability to bind business on Realn:’s bebalf.

H/FURTHER AFFIANT SAYETH NOT\

Swom to and subscribed befire me
this 8th day of Januery, 2003.

NARINDER K. HARGUN

Motary Public
Commissioner for Osths

Hamilton, Bemuda

1912
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Uberrimae Fidei Insurance Company Ltd.

Memo November 22™ 2002 CONFIDENTIAL

To Flls’

Coples to: David Dennett- Smith, Simon Everett.

Re: Notes on Maeeting with Max Re conceming the AIM I Realm
National PEO Program and Reli 18 Arrang

From: Francis. J, Carfer  UFiCmemo22.doc

In attendance from Max Re Bob Conney, Dave Brining, Bif YR, Keith Hynes
Rezim Naflonal Mark Sioma, AIM David Dennett Smith, Steve Landin, Bruce
Holley IMG Simon Everstt, Francls Carter, Midlands Reess Bowen.

Location MaxRe boardroom.

1. David DS presentation on the sntite program for the benafit of Bob
Cooney and Dave Brining and inroduced the various pasties. Bilt Yit had
previously met Mark at an eariler meseting.

2. Topics included the acquisition of Realm Naticnal including the various
’ attomeys nvolved in !he acquisition, the incorporation of Glastonbury the
s holding . company, Aflantis Re the Bsmmuda Reinsurance

Company.

3. The definitve purchase agresment was to be completed by eatly
. Dacember and the form A fiing (Lord Blssel Breok) shortly theraafier.

4. Thehnporhncaollhokdalwlcompmersystsmhomhoﬂmgmme
procesa and the inlerface with Reaim Nati
|susedbyWal—Maﬂlwu:aurpaym|!andamployee bensfits. Tho system
will bo able to track payrol of e PEO clients and provide 80-day audits
on fine and issue walermarked poliey, which connct be copied. Mark

mantioned thet the system would have a joint license (Realm National & -

AlM) with the installabon of 2 T1 line between Reatm's and AIM. The
costs of the system is clrca $2,500,000 would be split between Realm and
AM plus hardware costs.

5. Presnium written to dete from the inception Oclober 4 was close to $10
milbon and a futher $40 milllon was ataching by Janwery 12003.

The Zusich Cantre, ftosth - First Floor. 30 Piits Bay Road, Pombroke HM08 Bermuds 1
Tol: (441) 295 3342 Fax: (441) 295 4065 Emall FCarter@lmg.bm
*  Posts] Address PO Box HN 1861, Hamitton HMHX, Bermuds

1913
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Uberrimae Fidel Insurance Company Ltd.

6. Tha premium writtan o date was under 2 MGA agreement bstween AIM &

ealm Natonal and this agreement would remain in force before and after
the acquisition of Reatn,

7. Mark mentioned that Reatm Nationa! staff was supenrvising the Claims and
that Crawfard & Co had been appointed the TPA.

8. DaviddmwadlaﬂormevaﬁouspasﬁsshvotvethQ transacton and
the cash fiow.

9. MaxRe are writing the relnsurance layers $§ mitfion xs 35 milion, 34
million xs $1 milfion and $500,000 xs $500,000. The primary axcess
wmddberetahedbyﬂaalmumaﬁrstlayefquotewasumeansﬁc.

10.1n the interim Uberrimaa Fidei (UFIC) would be providing the segregated
account facility for the 80% quota shars reinsurance of Realm National
prior to the incorporation of Allantis Re. The quota share would then be
portiolo transferred from UFIC to Atianfis. Mark has the reinsurance
ag in his [ 28 jon

11.David DS od the y investigation department and the screening
process. :

12.Bruce and Steve covered the undeswriling process, safety and loss controi
confinuous audl, and the class codes - AM Bests Hazard Groups

13.500 Resse Bowen Agenda as an addiional aide memor.

#

. The Zurich Centrs, North « First Floor. 90 Piits Bay Road, Pembroke HMGS Bernuada 2

Tok {441) 208 3342 Fax: (441 285 4DES Email FCartarBimg bim
" Postal Aodraxs PO Box HM 1881, Hambiton HMMHX, Bermuds
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tche *Origioal Filing’} to announce that the anditor-client relatfonship
bDetwean the Companry and KPMG LLP ("KPMG*). the Company's former
accountsnts, bas cessed. The Oriquual Filing {5 incorporated herein by
referenca.

This amendment to tha Original PLling is being filed to fncluis a
letter by XeMG, daced Movember 14, 2002, relating to its concurrence or
disagroemant with tha statements set forth in Item ¢ of the Originsl
Piling. A copy of the letter im actacbed hersto as Bxhibic 16.1.
1TEe 3. FYNANCIAL STATEMENTS AWD EXUOBITS

{e} Exhibits

16.1. ELstter froa XPNG LLP, dated November 14, 200)

«PAGE>
SIGYATURBS

Pursuant to the requirewents of the Securities Rxchange Act of 1934,
the Registrant has duly caused this report to be signed on its behall by
the undersigned hereunto duly authorized.

Dated: MWowember 17, 2003

ALPHASTAR TMSURANCR CROUY LINITED

By /s/ Stephen A. Crane

- Stephen A. Crane
hasrman, Prosident &
Chie? 2xecutive Officer

(LOGO - XPMG)

757 Third Avenne . Telepbans 112 753 9700
New York, WY )J0017 Pax 212 877 3002

Norember 18, 2003

Securities and Exchange Commlssion
Washingtom, D.C. 20349

Ladies and Centlasen:

We wers previously oengeged as principal accountants to audit the
coasol idated financial otatements of AlphStar Insurance Group Limited as of
ad tor the year cndnd Dacembar 31, 2002. On Septenbexr 3£, 200) ve
Tesigned. Ne have road AlpbaStar Insuvrance Group Limited*s scoremsnta
incluced under ftem & of its Porw §-% dated Hovezher ), 2003, and we 1grre
vith such atatements, except as folicwa:

1. #e ave cot in a pomition to agree or disagree with AlphaStar

T Group Lims (] {1} that the change was not

dad or d Dby the Company's Board of Directozs,

hodit Comaittee or amy ocher Comaittes thereof. {11} that diecuss

Arebhur Andarsen in the third paragraph or that discuss Archur

Andersen’s eudit and certification of the Decenber J1, 200}

balance shest sccounts for the Company and its sabsidiarjes, and

tiii) that che Company bse not retalned 2a nev ivdependsnt
accountapt as of the date of filipg the Porm 8-X.

1. ®e do not agres with the C y's in pb td) (1)
that "KMC had advised the Cawpany that, subject to the

resolurion «of the wesitexr discussed ia  {ch (1), above, the

httpo/www hoovers.com/free/co/secdoc.xhtmiZipage=2433956&doc=0&attach=on
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poseibla effect of such resolution on the abilicy of a
signiticant subsidiary of the Company to recognize part or all of
a defurred tax asset and che cowpletion of audit procedures
selatod to the adverse litigation decision received oo July W,
2003 (and dlsclosed in o press release dated July 8, 2003), no
information has come %o KF4G's acttention that it has concloded
naterially impacts the falrness or raeliability of either {iy a
previcusly issued audit report or the underlying fioancial
statemeots, ox [Li} the ffnancial statements issoed or to bs
issued covering the tiscal pariod subsequent to the date of the
wost recent financial ctatements covered by an audit report
tincluding information thar, unless resclved to the accountant's
satiafaction, would prevest ft fioe rendering an unqualified
avdit report on those [insncisl stactements, irrespective of
reference ta substantial doubt coocerving the ability of the
te cootinue as 3 going coocexrn. which XKPMG indicacted
prior.to ics resignacion wonld be included in fta rgponl‘.

Additionally, with respect to the Company's relerence fn
paragraph (d) (1) to delerred taxes, KPMG had advised tbe Company

“that in XPG's view the Company ¢id not  support the

Yecoverability of (tha deferred tax asret at December 31, 2007.

Prior 10 cur 7Iesignaticn KPME had communicated to the Company
that KPMG's report wuuld include a reference to svbetantial doube
coneerning the abllity of the Company to continue as a going
concern.

Prloz to our resignation EPWO bad commmicaced to tha Company the
following as fcems that netded to be addressed before KPMG conld
pertorn whatever other audir procasdures were decmed BeCe#IsAry to
complete the sudit of the Deceober 31, 2003 financial statewments:

Completion of agents' balances Tteceivablo account andit work.
including re-audit of ths December 11, 2001 balaaces and popsibly
re-audit of all Decesber 31, 2001 balancs sheet accounts,

Completion of sudit procedures relaced ¢o the adverse litigaticn
decislon, as referred to in paragraph (d}{1), and

Resolutiom of the accounting and discloswre for the operstioms of
certain subsidiaries, the sales of which vers pending but bad mot
been  completed, and the conpletion of the related aodit
procadures.

Very truly youxs,

187 KNG LLP

Powered by:

hitpSiwww hoovers.com/free/cofsecdoc xbtim?ipage=2433956& doc=08&attack=on

10k WIZARD
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lIsraeloff, Trattner & Co. PC. e

CERTFIED PUBLC ACCOUNTANTS - FNANCIAL COP_JSJUANB
1225 franidin Avenus, Garden Clty. NY 11530 ¢516) 2240-3300 fFox (516) 2403310 wwawraeloff.com

May 30, 2003

M. David Dennett-Smith, CEO

American Insurance Management Group, inc.
3101 Tower Creek Phkwy

Suite 750

Allania, GA 30338

Dear Mr. David:

At your request | am submitiing the attached schedule which represents our hest effort
estimate of the adjusted GAAF basis book value of Realm National Insurance Company
(“Realm®), Stirling Cooke New York Insurance Agency Services, Inc. ("SCNY") and
World Trade Services, inc. {WTS”) as of Decamber 31, 2002. Our estimate is based on
our preliminary work, including a very limited caview of the books and records of Realm,
SCNY, and WTS thal wera made available 10 us, and ceriain assertions made 1o us by
American Insurancs Management Group, Inc. {AiM). Our ability to reasonably estimate
the GAAP basis book value of Realim, SCNY and WTS (the Companies) was further
fimited by the absence of access o the audit work papers of Realm's audfitors, KPMG,
and any atdited fmancial statements, GAAP or Statutory, that were scheduled to be
issued by KPMG. . .

As indicated in the aitached, we have estimated, 1o the extent practical, a Purchase

-Price of $1,500,000. it should be nated that cur work to dafe does not constilute an

audit, a review, a compiation or any other engagement in accordance with AICPA
Standards because, among other things, the engagement for which they were retained
is substantiafly incomplele. This Purchase Price estimate is fimited to AIM’s mtemnal
use.

Please contact inve at your convediehce 1o discuss the calculaticn or other matters
pertaining to your negotiations to purchase the Companies.

Sinceraly,
Kbtkﬁhill N Ea,
Richard A. Mills, CPA &
Officer

ALLIOTT

-
A W My o MeTTS

419
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Unaudited GAAP Equily 12-31-02

40% deduction Lincoln National Reinsurance Recoverables at 12-31-02 $4,363,000
40% deduction Phoenix Home Life Reinsurance Recoverables at 12-31-02 $1.686,000
50% deduction Sun Life Reinsurance Recoverables at 12-31-02 $2,171,000

. 90% deduction Sphere Drake Reinsurance Recoverables at 12-31-02 $1,061,000
90% deduction Odyssey Re Reinsutance Recoverables at 12-31-02 $148,000
75% recuction Amounts due from World Trade 12-31-02 $4,588,000
3-31-03 increased provision for Agents Balance over S0 days

(12-31-02 $1,493,000 3-31-03 $2,057,000)

" 12-31-02 provision for premiums booked deferred and not collected
attributabte to rounding
Estimated Purchase Price

*= As provided to Israeloff, Tratiner & Co., by AM

(A) Signiflicant balances n dispule separstely lead to discount of current balances due
{B) Carrier befieved to be in bankruptcy or receivership ’

({C) On going litigation Tikelhood of settiement of this balance questionabile

{D} World Trade has outstanding recelvables from third paities which is in question
{E) March 31, 2003 information provided by Slephen Crane

{F)} Annual statement 2002 page 2 fina 10.2 col 2

1919

$9,179,000
(521,000)
(674,000)
(1,085,000)
(3,441,000)
{564,000}
{308,000)
2,000

3 1,500,000
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Welcome. You are in i@ Agents Status 2 (internat tink) | B¥(externat tink) | I {in Adobe Acrobat)

Please be aware that the information provided is updated weekly and may have a lag time of up 15 days.
Continuing education (edits may expenence longes delays in being reported.

If you believe the informabion posted is incorrect, picase tontact Promissor at 1-888-204-6204 between Lhe
hours of 8AM and 6PM Monday through Friday.

All items in red are linked Lo more information. Just ciick on them or mouse-over them.

View Company Appointrments
View Agency Affiliation

View Continuing Education
View License Authorities

Agent Information

LICENSE NAME
AGR385439 BRUCE E HOLLEY
FIRST ADDRESS LINE SECOND ADDRESS LINE

P.0.BOX 1207

CITY, STATE AND ZIP
KENNESAW , GA 30144~

PRIMARY CODE: A lrmst TSSUE DATE lxssuz DATE Iaxnmmou DATE
SECONDARY CODE: 02/12/1988 01/01/2004 12/31/2004
STATUS: ACTIVE
A - e L N 1 - Tt el TE . Rl 7 . - L TS
Company Appomtments
tisting of corrent and past Certificate of Authority appoiatments that awthorize the licensee to transact
iness for the company. G are d ly in June.
company tel. appl.  Issued date Cancel date

ALPHA PROPERTY 8 CASUALTY INS CO CA 1S - 03729/2001 12/31/2001
AMERICAN AMBASSADOR CASUALTY CO CA 15 05/01/1995 12/31/2001
AMERICAN FAMILY HOME INS CO ’ CA TS 12/05/1991 127332001
ASSURANCEAMERICA INSURANCE COMPANY CA A 04/01/2003
CANAL INSURANCE COMPANY A T 03/22/1988 10/C3/198%9
CATAWBA INSURANCE COMPANY CAI 7 04/20/1999 08/09/2000
CHARTER INDEMNITY COMPANY CA s 03/01/2001 12/31/2001
CLARENDON NATIONAL INS CO CA T 11/14/1995 02/19/1997
CNL/INSURANCE AMERICA INC CA 1s 10/04/1995 12/31/2001
COVENTRY INSURANCE COMPANY CA TS 12/19/1994 12/31/2001
DAIRYLAND INSURANCE COMPANY CA IS 04/05/1950 12/31/2001

hitp://www inscomm state. ga. us/ AGENTS/agentstatus.asp

171112004

1G22
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A 06/19/2002

fS  12/02/1998  12/31/2001
T 02/12/1988  10/04/1989
T 03/24/1999  12/31/2001
IS 03/04/199%  12/31/2001 ~
A 06/20/2002

TS 03/04/1999  12/31/2001
T.  06/20/2002  09/03/2003
IS 09/04/2001  12/31/2001
TS 09/18/1997  12/31/2001
10/22/1996 - 09/01/2000
T 03/13/1995  12/31/1996
1S 05/12/1999  12/31/2001
A 117252003

TS 087231992 12/31/2001
A 02/10/2003

1S 08/23/1992  12/31/2001
A 02/10/2003

A 02/10/2003

IS 07/15/1996  12/31/2001
A 02/102003

TS 0871071998  12/31/2001
¥YS  03/02/2001  12/31/2001
04/24/1996  08/01/1999
T 04/18/1998  07/22/19%4
TS 07/16/1996  12/31/2001
A 0271072003

TS 05/27/1987  12/31/2001
IS 08/06/1998  12/31/2001

DAIRYUAND INSURANCE COMPANY
DEERBROOK INSURANCE COMPANY
EVEREST SECURITY INSURANCE CO
FARMINGTON CASUALTY COMPANY
FOREMOST INSURANCE COMPANY
FOREMOST INSURANCE COMPANY
FOREMOST SIGNATURE INS CO
FOREMOST SIGNATURE INS CO
GATEWAY INSURANCE CO

GENERALI - U'S BRANCH

GEORGIA CASUALTY & SURETY CO
GEORGIA GENERAL INSURANCE CO
GEORGIA MUTUAL INSURANCE CO
GRAMERCY INSURANCE COMPANY
INTEGON GENLRAL INSURANCE CORP
INTEGON GENERAL INSURANCE CORP
INTEGON INDEMNITY CORPORATION
INTEGON INDEMNITY CORPORATION
INTEGON NATIONAL INSURANCE CO
INTEGON SPECIALTY INS COMPANY
INTEGON SPECIALTY INS COMPANY
MARYLAND CASUALTY COMPANY
MENDOTA INSURANCE COMPANY
NATL SECURITY FIRE & CASUALTY CO
WATL SECURITY FIRE & CASUALTY CO
WEW SOUTH INSURANCE COMPANY
NEW SOUTH INSURANCE COMPANY
NOVA CASUALTY COMPANY

OMNI INDEMNITY COMPANY

05/25/199% 12/31/2001
10/25/1999 12/31/2001
03/07/2003

12/05/1997 03/05/2001
s 10/06/1998 12/31/200%
s 02/07/1994 12/31/2001
A 03/07/2003

PROGRESSIVE CASUALTY INS CO
PROGRESSIVE CLASSIC INS CO
PROGRESSIVE CLASSIC INS CO
PROGRESSIVE HOME INSURANCE COMPANY
PROGRESSIVE MAX INSURANCE CO
PROGRESSIVE NORTHWESTERN INS CO
PROGRESSIVE NORTHWESTERN INS CO

OMNI INDEMNITY COMPANY A 10/09/2002
OMNI INSURANCE COMPANY T  03/25/1993  12/31/1996
OMN] INSURANCE COMPANY 1S o©4/23/200t  12/31/2001
OMNI INSURANCE COMPANY A 10/09/2002
PATRIOT GENERAL INS CO TS 03/18/1993  12/31/2001
PATRIOT GENERAL INS CO , A 06/03/2002.
PERMANENT GENERAL ASSUR CORP b1 06/29/1995  09/30/19%4
PERMANENT GENERAL ASSURANCE CORP 3 06/29/1995  10/02/200]
PROGRESSIVE AMERICAN INS CO TS 12/30/1999  12/31/2001
PROGRESSIVE AMERICAN INS CO A 03/07/2003
PROGRESSIVE BAYSIDE INS CO 15 10/06/1998  12/31/20Ci
PROGRESSIVE BAYSIDE INS €O A 03/07/2003

15

TS

A

T

POOR0D000 0000908800 E00R000RRP2838092203000800888880

hitp:/fwww. inseorun state.ga.us/AGENTS/agentstatus.asp 4 : 11172004
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PROGRESSIVE PREFERRED INS CO CA 1S 04/23/1993 1273172001
PROGRESSIVE PREFERRED INS CO CA A 03/07/2003
R L 1 INSURANCE COMPANY CA IS 05/13/1996  12/31/2001
REALM NATIONAL INSURANCE CO CA A 037252003
RELIANCE NATIONAL INDEMNITY CO A T 05/27/1997 01/13/1999%
RELIANCE NATIONAL INSURANCE CO CA F 05/‘29/!998 01/13/1939
SOUTH CARCLINA INS CO €A T 05/01/31998 08/09/2000
SOUTHERN INSURANCE COMPANY CA T 03/25/1988 03/30/1989
SOUTHERN UNITED FIRE (NS CO CA |3 05/09/19986 12/31/199%
SPECIALTY RISK INSURANCE COMPANY CA T 06/22/1998 06/07/2000
STONINGTON INSURANCE COMPANY CA T 11/13/1995 32/31/1995 :
STONINGTON INSURANCE COMPANY CA s 06/29/2000 12/31/2001
TRUMBULL INSURANCE CO CA A 10/09/2002 _ . , -
UNITED PACIFIC INSURANCE CO cA T 05/27/1997  01/13/1999
UNIVERSAL INSURANCE COMPANY CA T 09/0 1/1995 12/31/1997
UNIVERSAL INSURANCE COMPANY A X 05/13/1991 12/31/1993
UNIVERSAL UNDERWRITERS INS CO CA TS 07/05/1995  12/31/2001
UNIVERSAL UNDERWRITERS INS CO CA TS 04/19/1988 04/18/1990
VANLINER INSURANCE COMPANY A T 11/28/1994  12/31/1996
VICTORIA FIRE & CASUALTY INS CO ca s 10/09/1997 1273172004
VICTORIA EIRE & CASUALTY INS CO CA A 06/20/2002
VICTORIA SELECT INS €O CA I8 10/09/1997 1273172001
VICTORIA SELECT INS CO A A 06/20/2002
WESTERN SURETY COMPANY CA TS 04/18/1990 12/31/2001
WESTERN SURETY COMPANY CA A 06/29/2002
WESTERN UNITED INSURANCE COMPANY CA A 11/28/1994 07/01/19%6
WINDSOR INSURANCE COMPANY CA 7 12/19/1994  11/03/2000
a R ] - . > RN [ SR e e T va
Agency Affiliation
Uisting of current and past Agency Affifiations
company . rel. appl. Issued dale Cancel date
ACCENT INSURANCE AGENCY INC ASMP A 01/08/1998
ACCENT INSURANCE AGENCY INC AOWN A 01/08/1998
ALLEGIANCE INSURANCE AGENCY AOWN T 02/12/1998  08/09/2001
AMERICAN INSURANCE MANAGERS INC. AOWN A 01/07/2003
Continuing Education
Uisting of Continuing Education credits caompleted by the Heensee.
completion : description coment code credils
12/31/2002 NOBLEAINDERWRITER ’ PC 18
12/31/2002 . GEORGIA ETHICS [3 3
04/15/2002 GEORGIA ETHICS - E 3
04/15/2002 BUSINESS INSURANCE LAS 15
hitp/hwww.inscomm.state. ga us/ AGENTS/agentslatus.asp ' 1/1172004

X

i
X
W
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10/31/2000 GEORGIA EVHICS E 3.

10/31/2000 ’ CLAIM INVESTIGATION GUIDE PC 10

11/30/1999 NOBLE/P&C ULABILITY ' PC 18

11/30/1999 GEORGIA ETHICS E 3 R
1072071999 PROGRESSIVE 4.0 REVIEW PC 1

01/15/1999 NOBLE/P&C PROPERTY PC 18

01/15/1999 GEORGIA ETHICS £ 3

ticense Authorities

Listing of all fmes of insurance a lkensee may transact.

Issued code descriplion status origin expiration cancelied
nfa C Casualty A £
nfa P Property - A E . :
n/a S Surety Q E 02/04/2003

Back | *; New Search

Rate this page

&» Coanects 1o a link outsice nur meb site Bt §s not 20 ennnrsesnent

www.gainsursnce,org
Sunday, January 11, ;004 2:38:26 PH

htip-/fwww inscommm.state.ga.us/ AGENTS/agenislatus.usp 111172004
. !
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AN : NEW YORK STATE
INSURANGE DEPARTMENT

FIRST AMENDMENT TO REGULATION NO. 120
(11 NYCRR 33)

1 MANAGING GENERAL AGENTS

1, GREGORY V. SERIO, Supesintendent of insurance, pursuant to the authority
granted by seclions 204, 301, 308, 2101, 2102 and 2103 of the Insurance Law of the
State of New York, do hereby promuigate the following First Amendment 1o Part 33 of
N ) Title 11 of the Officiat Compiiation of Codes, Rides and Regulations (Regulation No.
120), lo take efiect upon fiing with the Secrelary of Stata.

(NEW MATTER IS UNDERSCORED. MATTER IN BRACKETS IS DELETED)
Pan 33 is hereby amended to read as follows:
§ 33.0 Preamble.

Some insurance companies hava entered into contracts with indhviduals of
organzations, commonly referred to as managing genersl agents or managers. to
manage all or part of their msurance business. This may represent 3 shitting of an
insurance company’s fespansibilifes 1o a person, fimm, association or cofporation
outsida of its orgamization. This Part Is promulgated because the Insurance Department
is concemed that such delegation of authority has been subject to abuses detrimantal to
both insurance companies and insureds.

§ 334 Applicability.

This Part shall apply lo all (lcensed) insurers that enter into contracts with
managing general agents as defined in section 332(c) of this Par, acting i such
on or afier the effective date (December 18, 1985) of this Parll Secfions
) 33. 335 33.6 of this Part are i 1

§ 33.2 Definitions,
_As used in this Part, the following ferms shalj have the following meanings:

' (a) Insurer means an authorized Insurer as defined in seclion 107(a)(10) of the
Insurance Law, and, for purposes of this Part, shall also include every group.
assocston of other organization of insurance companies thal engages in joint
undecwriting or foint reinsurance in accordance with section 2317(s) of the Insurance
Law.

] {b) Domestic inswrer shall have the same meaning as sel forth in Insurance Law,
section 107{a)}{18), and shall also indlude every group. assoclation ot other organization
of insurance companies thal engages in joint undeswdling or joint reinsurance if such
group, associaton or other organization has its principal office in this State.

1926
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(¢) Managing general agent [MGA) means amy person, hrm, associalion or’

corporation jwho or which] that;

(1) manages all or part of the insurance business of an insurer {including the
rmanagement of a separate dvision, depariment or underwriting office) (andl;

{2} acts as an insurance agem as defined in section 210%(a) of the Insurance
Law for such insurer, whether known as a managing general agent, manager, ot
other simitar tenn, of acls as an insurance brokes as defined in secfion 2101(c) of
the Insurance Law, and -

(3) with or_without the_authodty, either senarately of together with affiliates
produces, directty or indiecty, and accepts or rejedls Jisks on behall of the insurey
writlen

undenwri an_am ross m al ta or than_five
of the 14 as 1 in the tast a | statement of
insurer In any one quarter ar together with re of the following_activities
red ihe busmne: L
) Adiusts or pavs claims in expass of $25.000, of
Negofi on behalf nsurer.

§ 33.3 Requiremsnts.

’ {a) No lhsurer shall appoint of continue to use the services of [any managing

generalagerﬂanM_G_AbadiolilhlhisState,eiherdireaWorindkea)ymmugh-

subagents of the [managing general agent] MGA, urdess the {managing general agent]
MGA has an Insurance agents license issued by this State lo represent said insurer for
the appropriats kinds of insurance.

{b) (1) [An insurer that currenly has managing genersl agents acting for it in this
State, efther direaly or indirecty through subagents of the managing general agent,
shalt complete and fie Form 1 {see subdivision [c] of this section), with this depariment,
wilthin 30 days of the effective date (December 18, 1985) of this Part.

{2) A domestic insures that currently has managing general agents acting for it in
any state or foreign counyy, shell complete and file Form 1, herein, with ihis
department, within 30 days of the effective date (December 18, 1985) of this Part.

(3)] An Insurer thal appoints [a imanaging general agen{ an MGA to act for itin
this State, either directly of through subagents of the [manegng general agent] MGA,

shal) complets and fie [Form 1, herein] I on_requited b isk (=3
section with this department within 30 days of the appomiment. An emended form sholl
ba fled witin 30 days aftef any change i i ination of ]

-~

F-p02
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{{4)] 121 A domestic insurer that appoints [a managing general agent] an MGA to

acl for it W any stale or foreign country, shall complets and Be {Form 1, herein,) the’

form requirad by subdivision {c) of this section with this department, within 30 days of
the appointment  An amended form shall be fied wilhin 30 doys after any changs,
including termination of i

{c) [ Form 1 fs repeated in its entiraty.] A filing required by subdivision (b} of this
section, relative to the intment of an MGA, shatl be in a fi 1 ed by the
superintendant, ‘

§ 33.4 Exemptions.
{a) The provisions of this Pari shafl not apply to"

{1) fa pe}son whose acls as an insurance agent for an insurer ae purely
incidental to hisfher duties as a salaried employee of such insurer:

(2) a person who is 3n agent of an Insurer, provided such agent does not have
authority to:

{iy underwrite and either appaint sub-agents of accept sub-produced businsss; or
(i) ceda or assume reinsurance on behalf of the insurer: ’

(3)] a person who is a member of the same holding compény system (as defined
in saction 1501(a)6) of the Insurance Law) as tha insurer,

" [t4)} (2) 3 person atling as 3 U.S. manager of a licensed U.S. branch of an alien
insurer (a3 defined in section 107(44) of the Insurance Law), and

{{5) an underwriting manager designated by underwriting members of the New
York Insurance Exchange, Inc., provided that:

(i)sudldesig\aﬁonsha!havebeenmedwhtheWYotklnsmance
Exchange, Inc. in its register of approved uaderwriting managers;

(i) the NwYmbmmmEmmge,1m.Mnh5wmdbhmebm
and purposes of this Part; and

(ﬁ)ﬂiswupﬁonshalndappiybany.c&lonsummmshmdedby
such underwriing manager of the New York insurance Exchange, Inc. outsida of
the New York Insurance Exchange, inc}

ized b ing_for the subscrib of a

3) the

reciprocal Ingurer or intar-insurance exchange undef DOWBIE of attorney.

F-402

1928

1429



Dec-33-02

1:%an  Froe= 534 P oK

(b} Nothing contained in this [section] Par} shall exempt any fsuch] person from
any requ»rement to be ficensed as an insurance agemt, reinsurance intermediary of

gtheswase under the Insurance Law or from being subjedt to examination by the
Insurance Depastment.

. () No shail he a ma in this State maaning of Insurance
Law Sechion 2101{g){1) unless s an MGA and Bcensed as an msurance

2gent,
§33.5 Rggufred contrael provisions.
-No person, ﬁrm, asodaﬂm of corporation acting i the capadhty of an MGA in

this State shab pi i with a insurer utilize an MGA in_this
State; and no domes| ar shall ulilize an MGA ouish is State; s thers is

n(omeawmgnwvwadbetwmmegmﬁm%fmﬂ\merem‘ of each
for a particular fun %

The insy) ingte Ihe for cau: n written nofice to th
MGA_The_insyrer S the undeywriting authority of the MGA_during _the

{1) he maximysm annual premium vollime;
(2) the basis of the rates lo be chaiged;

4

F~302
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3) the tisks whil be
(4) maximum limits of Rabiity;
{5) applicable exclusions;

) {6) terrilonial Bmitations;
(7) policy cancefation provisions, and
{8) the maximum policy ceriod;

] {g) The insurer shall have the right %o cancel or non-renew any policy of

insurance, subject to ie laws and requigtions g canceliation and non-
recewal of insurance policles; :

; {3} the contract peris the MGA 1o sete dsims on behalf of the ingurer;

) [4) All cigims must be reported bo the insurer in a timely mannsr;
the claim fils S| [nsurer ot is ¥ as

)
»
- "‘v, = s SN - ‘l.” -
N Ver, u n of
become le b s estate and e MGA shali
have reasonable access 1o and the right 10 copy the files on & imely basis;
2nd : .
4 seitiemn uthori nled GA be feryw for .
) causa upon the j 'S writh tothe or upgn the terminaty
5 AY

}
l
!
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o] contract, The msurer may s nd the settlemant al i
of any dispute re the cause for termnation;

f1)_ Wnere elactronic claims_files exist, the contract must address the tmely

Vansnussion of the data;

i) i the_contract provides for a_sharing of infer} Is by the MGA_and the

MGA has the authority lo delermine the amount of the interim profits by establishing
loss reserves or controlfing claim payments, of in any othes manner, interim profits will
not be peid to the MGA until one year after they are eamed for property insurance

"7 business and five years aller they afe earmed on casualty insurance business_and not
until the profits have haen) vedfied pursuant to Section 33.6 of this Part:

(k) The MGA shali not:
{1) bind relnsurance or retrocesstons on behall of the insurer, except that

the MG, ind facuitatlye rei ntracts pursuant to o
facuilative agreements i tract wil ingurer contains tefnsuran
P 3

rem with which such

anre-
effect, the coverages and amoimis or percantages that may be reinsured

and commission schedulas;

underwriting guidelings, including, for both reinsuzance assumed and
ceded, @ fist of reinsurers with which such sutomatic agreements are-In

i the insurer i in_insuran; i
icates;

Yeensed lo transact the kinds of insurance for which the producer s
appointed; ) A -
(4] without prior appeoval.of the jnsurer, pav or commit the insurer to pay 3
clalm over a spedified amount, net of reinsuranca, which shall not excesd

of r's older’s si of of
the (ast completed calendar year;
N seltiemeny with a relnsurer without prior approval of the ingurer, it prior .
) .3 is gf ar be tly fo insurer;

Permmit s sul serve on the insurer's board of disectars:
({) Jointty employ 20 indlyiduat who Is employed with the insurer; of
(81 Agpoing » sub-MGA,

1931



Dac-20-92

11:idaa Froo- ) . 514 Pesar . P2

§ 33,8 Dutles of insurers.

2} The insurer shall hava on file_an inde et financial a ina
acceplable to the supennterdent each M with which the insi done
business, )

: {b) - if an MGA eslablishes loss reserves, the insurer shall annuafly obtain the
opinion of an aduary who is a member in good standing of the American Academy of
Acluartes, attesting to the adequacy of loss reserves established for josses incurred and
outslanding on business produced by the MGA. This apinion shall be in addition fo any
other required loss reserve centification,

{c) The insurer_shall at teast semi-annyally conduct an on-sile review of the
underwriting and claims processing operations of the MGA

d) Binding authofily for fsu oon cts or paricipation in insyrance
insurance s tes with an . who shail ng be affillated
with the MGA_ e; that GA bind fa 11}
to i e agreemants If th er ocntalns
idofines, ing, for seinsyran ssumed a a_tist
rchsurws with which sych ree m e the_cove: d

mounts of 0 ntages that may bs reinsured ommission schedules;

{e) An_lnsyrer shall not appoint i its board of diectors an officer, diraclor,
gm;ﬂgx subprodycer g Q{Mﬂg shareholder of Bs MGAs. This ML_

apply 1o relafionships gove by Aricle 15, 16, or 17 of the Insurance L

@Lﬂ@_b(e, Subpart 802 of ﬂns m {Requlation 52).

1. Gregory V. Serio, Superintendent of Insurance of Ihe State of New York, do hereby cemfy
that the foregoing s the Fisst Amendment to 11 NYCRR 33 (Regulation 120), promisgat

me on May 28, 2002, pursuant to the authority granted by sections 201, 301, 308, 2101, 2102
and 2103 of the Insurance Law, o take effect upon fiting wilh the Secretary of Stete. This
reguiation was previously promuigated on an emargency basis on June 7, 2001, September 5,
2001, and November 2, 2001, with some diﬂerenlpmwmandonoewnbarz‘l 2001, and
February 26, 2002 with materially the same provisions, and on May 28, 2002 and August 22,

mmmnmmpms

Pursuant o § 202(6) of the State Administrative Procedure Adl, these amendments are being
promuigated 2s an g €. A stal t of the spedific reasons for the finding of
the need for emergency acuon is atlached.

Gregory V. Serio
Superintendent of lnsuwrance
November 21, 2002 ’
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STATEMENT OF REASONS FOR EMERGENCY MEASURE
FOR
. 11 NYCRR 33 {REGULATION 120)

The original version of Regulalion 120, promulgated in 1985, required insurers o notify
the Superintendent when utifizing the services of managing general agents. - However,
the regulation did not impose or require any specific safeguards or stendards goveming
the relationship between the insurer and the managing general agent

The National Association of Insurance Commissioners (NAIC) has developed a model -

reguiation, which bullds upon the ariginal New York Regulation 120 andt requies a
conlract between the insurer and its managing general agent and thereby establishes
safeguards 1o govem the relationships between insurers and managing general egents.
The model requlation has baen adopted by many of the other states.

in-several recent situations, it became clear to the Supefintendant that insurers often

" entered Into, managing genetal agent relafionships withoul establishing appropriate

guidelines and requirements. insurers have, in these cases, failed to property suparvice
their managing general agents, with resulting abuses thal have caused imevocable harm
to policyholders. Premiums collected have been Inadequats 1o support the risk and
underwriting guidelines have either not baen followed or have been non-existent.

Ensuring the finandial stabiity of insurers is one of the most important functions of the
Superintendent, for the protection of the insurer’s stockholders, nsureds, third-party
claimants and for the people of tha State of New York. Because of many of these
abuses involving managing general agents, and the fallure of insurers to properly
supervise them, it has becoma readlly apparent to the Supesintendent that there is an

.immediate need 1o establish minimum rules to govem the relationships between insuers

and their managing g | ag The adoption of this amendment implements the
NAIC model. ’

- Consequently, & is critical for this reguiation 1o be adopted as prompty as possible. For

the reasons staled above, this nule must be promulgated on an emergancy basks for the
furtherance of the general welfare. :

Gregory V. Serip -
Supgrintendsnt of Insurance

November 21, 2002
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WILSON, ELSER, MOSKOWTTZ, EDELMAN & DICKER LLP

NEW YORK
LEGAL MEMORANDUM
To: File
Fnﬁn: Steven Kent

Date:. August 16, 2002
Subject:  AIM

File No.: 01004.00062

AUGUST 15 PHONE CONVERSATION WITH STEPHEN CRANE AND JIM
LAWLESS

I was contacted by theso gentlemen at about 5:00 p.m. They bad some questions about

the letter of intent.

"We discussed the third paragraph in the sac-tion entitled "Purchase of Stock”. This deals
with the "set aside” of $1,680,000. Mr. Crane explained that the four slow paying reinsurers are
Trustmark, Phocnix, Sun and Lincoln. He agreed that the meeting of 8/12 discussed 2 54.1
willion paid loss recoverable 25 at March 31 from these four reinsurers. Mr. Crane further stated

that this pumber had grown, b is not exactly how, to $5.6 million as at June 30.

As discussed during the /12 mecting, the Schedule F peoalty of 20% has been
established. This is consisteat with his view that at least 80% of the paid loss recoverable will
eventnally be obtained from the reinsurers. The proposal at the 8/12 meeting \;vas that if there
was 2 short fall below the Xﬂ%'anﬁcipated recovery, David would share this loss on a 50-50

basis with Realm's sharcholder. -

1190161.1
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Mr. Crane and Mr. Lawless may attempt to re-word the paragraph so it better reflects the
agreement. l':old thern that the last sentence of the paragraph was added to take into account any
paid loss recoverable that is both not collectible and not disclosed, and that this would be

reflected in the reps and warranties of the definitive agresments in any event.

On 2 separate issue, Steve Crane explained that there should be no promissory note so
that he can convince Realm's board of directors that “\his-is an all cash deal®. He suggested that
a cash deposit be escrowed, and that it be interest bearing.  The inferest would "follow ihe
principal” once the principal is paid out to either the shareholder or ta the new owner o is split

between them.

The final issue we discussed are the MGA "deal points™ which were discussed during the
8/12 mesting. Mr. Crane wants thc. MGA deal points to be consistent with what was described
by ISDS at the &/13 oeeting at Realm's offices on Maiden Lane. Steve Crane docs not believe
ADM should be "given the pcn'; for its placements in to Realm.  AIM can have "binding
avthority”, but AIM should agres to follow Realm's underwriting guidelines, and all placements
should be subject to the approval of Realin's inderwriters. 1 suggested to Mr. Cranc that he

dircctly contact David to discuss this issue.

SK/fac

11901611
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UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK

REALM NATIONAL INSURANCE COMPANY,
STIRLING COOKE NORTH AMERICAN
HOLDINGS, LTD, and ALPHASTAR INSURANCE
GROUP LIMITED,

Plaintiffs

-against- Civil Action 02-CV-10278 (RMB)

AMERICAN INSURANCE MANAGERS INC,, .
AMERICAN INSURANCE MANAGEMENT GROUP
INC.; and ATLANTA INSURANCE MARKETING INC.

Defendants
HAMILTON, BERMUDA
AFFIDAVIT

Personally appeared before me ihe undersigned officer duly authorized to administer

oaths JOSEPH A. ZAFFARESE, who upon being sworn does depose and say as follows:
1.

My name is, JOSEPH A. ZAFFARESE, I make this affidavit of my own personal
knowlcdge and for all legal purposes. I am over the age of 18 years, and suffer from no legal
disabilities. '

2.

At all times relevast hereto, 1 have served in the ca.pacity of President of Midland
Intermedianies Inc. In the insurance industry, intermediaries broker buying reinsurance on behalf
of insurance companié. .

3.
In that capacity, 1 helped facilitate a meeling on behalf of Reatm National Insurance

Company with Max Re, 2 company that writes yeinsurance, which occurred in Hamilton,

- Bermuda on November 14, 2002. I also attended the meeting. Also in attendsoce were David

1938

A



Dennett-Smith, President of AIM, Mark . Sioma, President of Realm, and Bill Yit, Senior Vice
President, FCAS, of Max Re, a company which writes reinsuranco on bebalf of insvrance
companies such as Realm.

4.

It shovid be understood that Mr. Yil was perlicolarly interested, among other things, in
the nature of the relationship between Mr. Sioma’s company and Mr, Denneit-Smith’s company.
Inmy presence, Mr Sioma indicated to Mr. Yit that AIM was acting in the capacity as an agent
of Realm.

H/FURTHER AFFIANT SAYETH NOT\

Sworn tg and subscribed before me

this day of Janvary, 2003.

mﬂucmrwym
My fesion, Explres Asr. 23,2305 |
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UNITED STATES DISTRICT COURT
SOUTHERN DISTRICT OF NEW YORK.

REALM NATIONAL INSURANCE COMPANY,
STIRLING COOKE NORTH AMERICAN
HOLDINGS, LTD,, and ALPHASTAR INSURANCE
GROUP LIMITED,
Plalntiffs
-against- Clvi) Action 02-CV-10278 (RMB)
AMERICAN INSURANCE MANAGERS INC,,
AMERICAN INSURANCE MANAGEMENT GROUP
INC.; and ATLANTA INSURANCE MARKETING INC.
’ Defendasts
HAMILTON, BERMUDA
. - - AFFIDAVIT
Personally appeared before me the undersigned officer duly autborized 10 administes
oaths FRANCIS J. CARTER, who upon being swomn docs depose and say as follows:
1.
My pare is. FRANCIS J. CARTER. lnnkedi: affidarit of my own personsl knowledge

d for all legal purposes. | am over the 2ge of 18 years, and suffer from no legal disabilitics.

This affidsvit only concems the Reabu National | Company xud AIM Pr ion to
Max Re held on November 22 2002 in Humilton Bamuda.

2.
1 am the President of Uberrimae Fidei In Company Ltd ; a B da segregated
npemy providing ret pacity for risk
prograns.,
3.

In that capacity, | stiended the Realm Nationa! In Compauy & AIM p
o Max Re, a company thet writes rex The pr h d in Hemilton, Bemuda
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-oo November 22, 2002. © Mux Re had been considering underwriting the cxcess of loss

xchsmuwomlmméka!medonﬂhmeompmy-AmWCAhom

4. -

My meeting notcs are hed hereto and incorp ¢ herein as Exhibit A together with

the Presentation Agends prepared by Recso Bowea of Midlands intermediaries Inc. and

incorporated herein as Bxhibit B. The notes ac ty reflect the sub of what d st
the meeting, Additionally, it should be understood that the rei were particularly i g,

among other things, in the nature of the relationship between Mr. Sioma’s company and Mr.
Dennett-Smith's company. In sy presence, Mr. Sioma indicated to the remsurers thet AIM was
ncﬁng'mme(:pwiryasanagm(u_fknbnwi!h!heabilily'nbindhsinusouk:alm'sbc&l!.

AFURTHER AFFIANT SAYETH NOTW

Sworn to and subseribed befiore me
this Bth day of Jasuary, 2003,

N/‘\u

NOTARY

NARINDER K. HARGUN

Notary Public
Commissioner for Oathy

. Hamilion, Bemtuda
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Uberrimae Fidei Insurance Company Ltd.

Mamo Novembar 22 2002 CONFIDENTIAL

To Fhie :

Coples to: David Dennoli- Smith, Simon Everett.

Re: No(ssonMseungwi!hMaxRawnwmgMNMlRewn
National PEO Program and Rainsurance Arrangemsnts.

From: Francia. J. Carter  UFiCmesso22doe

in altendance from Max Re Bob Conney, Dave Brining, Bil YR, Keith Hynes
Restm Natlonal Mark Sioma, AIM David Dennett Smith, Steve Landin, Bruce
Holley IMG Samon Evorett, Frands Carter, Mldhnds Reese Bowen,

Location MaxRe boardroom.

. David DS presentation on the nnfirs program for the beneft of Bob

Caooney and Dave and introduced the various parties. Bill YR had
previously mot Mark at an eerlier meefing.

. Topics included the acquisition of Realm National including the various

attormeys involved in the acquisition, the incorporation of Glastonbury the
insurance holding compsany, Atlantls Re the 8srmuds Reinsurance
Company.

. The dofinittve purchase agieemenl was lo boe completed by early

Dacember and the fom A fiing (Lord Bissell Brook) shortly thereafter.

. rhalmportancaoﬂhoﬁddptﬂwmpmusyslomhwnhoﬂ'mgﬂwme

process and the interface with Realm National under The syst

is usod by Wal-Mart for their payroll end employes benofits. The system
will be able to track payroli of the PEO dlients and provide 80-day audits
on fine and issue watermarked poficy, which connot be copled. Mark

mentioned that the system would have a joint license (Reaim National & -

AlM) with the instaBation of a T1 line between Reajm's and AIM. The
costs of the system Is circa $2,500,000 would be spiit between Realm and
AM phig hardware costs.

. Pmmwrmmdabhmnlhohcepﬂonombonwasdosotoﬂo

milion and a furthes 340 milkon was attaching by Januery 1 2003.

Tha Zurich Cantre, ftorth - First Floor. 50 Phts Bay Road, Pembroke HM08 Bermuds 1

Teol: {441) 285 3342 Fax: (441) 2953 4065 Emall FCarter@imgbm
* Postal Address PO Box 1l 1861, Hamilton HMHX, Barmuds

4.
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Uberrimae Fidel Insurance Company Ltd.

6. Tha premium writien to dete was under @ MGA agreoment between AIM &
Realm Natlanal and this agreemant would remain in force before and after
the acquisiion of Reatm.

7. Mark mentioned that Realm National staff was supervising the Claims and
that Crawford & Co had been appointed the TPA.

8. David drew a chart of the various parties involved in the transaction and
the cash fiow.

9. MaxRe are wrifing the relnsurance layers $5 mifion xs $5 milkon, $4
mition xs $1 milion and $500,000 x¢ $500,000. The primary excess
would be retained by Raealm if the first layer quote was unreatistic.

10.1n the interim Ubemimae Fidei {UFIC) would be providing the segregated
accounl fagility for the 90% quola share reinsurance of Realm National
prior lo the incorporation of Atlantis Re. The quota share would then be
portiolio transferred from UFIC to Atiantis. Mark has the reinsurance

o tin his p ion

11.David DS covared the socurity investigation depastment and the sereening

process.

12.Bruce 2nd Steve covered the underwrlting process, safety and loss control
continuous audit, and the class codes — AM Besls Hazard Groups

13.500 Reese Bowen Agenda ps an addittonal side memor.

7

. Tha Zurich Centrs, North - First Floor. 98 Pitts Bay Road, Pembroks HWOS Barmusda 2

Tok: (441) 295 3342 Fax: (441) 205 4085 Emall F Cartor@img b
" Postal Asdrsxs PO Box HM 1881, Hamiiton HMMX, Bermurds
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Realm National Insurance Company
& AIM Presentation

3 Bam lsmnln

MG anﬂqu Zurich

Centré Nerth, Bamtiten, BDA-

Mecting called by: B YR

Resbe Nuiona Insaraace Company, Murk Sioma

Ubarimes Frdei Inneesser Company. Frapcis Canter, Prosi
U4G: St Bvoret, Chairtman

Max Re: BB Yie, Sexior Vice Prevident; Dvid Brining, Evecative Viee Presideny; Robest Covocy,
Prcaident .

AlM: DltHDmnmSml&.huﬂmBruHoﬁq Steve Lendia - - - -

ident

Agenda

% introduction David Dennctt-Smith
>  Finamcial Architocture end Capiret
Stucem

> Qualified rccredted iavesror

> PEO “Skia on the Fence™

» Rnﬂm‘-&dmummmnh

elient

>  Breskdown of excrew, collstena! md

adjusioent 2greemants

Y Oversiow of dmstness relattonshiy benessn
Reabe Natisnel Insurance Co. asd ADd

* of busrinaay prie

Genord Covnsal, Aermuds foctBiy

'.‘-.‘..ﬂ?'...-..l\
E .

tiaims, scrarvial
O Reaiw Netional Insurance Ce »  Muk Sioma
»  Underwritiog Mans gaoest -
¥ Claiog mamsgement of Jarge csacs
»  Clams enditing Amction
>  Acconnting end Suhiory feaction
*  Repotm> DOrs
*  Unit Sty Madisan Consuiting
*  Filiogs— Madison Conelting
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P SecarOy Invatigation Deypartmont David Denmen-Smith 10 - Mizvers
> Due Diligenes © bnclude crodit sepores,
verification of banking recards, criminal .
tackgromd checks
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AIM - Underwraing Bruce Hollcy 10 - Mimuers
¥ Now clicats arc coderwrines pricy 10
tovarape bousd ¢ . i
> Class Codes, AM. Bests Huzard Grogp
> Safery aod Lom Cooual
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¢ AR Rechn Nariona! Iss. ~ Cleiney Swve Landis 20 . Minucts
> Crowiad & O,
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yRtem
*  Provide medical raze mansgoraent
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IN THE UNITED STATES DISTRICT COURT
FOR THE SOUTHERN DISTRICT OF NEW YORK

REALM NATIONAL INSURANCE )
COMPANY, STIRLING COOKE NORTH
AMERICAN HOLDINGS, LTD. and
ALPHASTAR INSURANCE GROUP
LIMITED,

Plaintiffs, CIVIL ACTION FILE
v.
NO. 02-CV-10278 (RMB)
AMERICAN INSURANCE MANAGERS,
INC., AMERICAN INSURANCE
MANAGEMENT GROUP, INC. and
ATLANTA INSURANCE MARKETING
INC,, . :

* 4 4 e 4 e e e

Defendants.
AFFIDAVIT OF BRUCE E HOLLEY
PERSONALLY APPEARED before me, the undcrsigne;i officer duly authorized to
administer oaths, BRUCE E. HOLLEY who, upon being sworn, does depose and say as follows:
I
My name is Bruce E. Holley. | meke this Affidavit of my own personal knowledge and for
all legal purposes. 1am over the age of eighteen (18), and s;nﬁer from no legal disabilities.
2.
At all times relevar;l hereto [ have been an Viee President of Undcnvmmg of Amcrix.mn
Insurance Managers Inc. (heremafier referred to as “AIM™).
. o 3
1 have been contipuously licensed since 1988 by the Georgia Department of Insurance to sl
property, casuaity aod surety msurance. ! am cumrently in good standmg with the said Geargia

Department of Insurance. Workers' Compensation insurance falls within the property and casualty

c 8 AND SET LEYWY DOX ¥ 18Y mm_:,gooc
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designation. It was my understanding that from October 2, 2002 through December 4, 2002, AIM
was a general agent for Realm National Insurance Company, Inc. (hereinafier referred to as “Realm™)
On or about September 16, 2002 I prepared an& executed a Form GID 12223 and sent it to Realm.
This is the required form that is 1o be filed with the State of Georgia Department of Insurance
authorizing me as an agent to sell insurance on behalf of Realm. No specific type of notification is

sent by the Georgia Departruent of Insurance upon its receipt back from the insurance company.

‘Therefore, in compliance with Realm's implied duty of goad faith and fair dealing, and to comply

with its obligations as comtained in the letter of intent to seek regulatory approval for Realm to “usc
its l;es1 efforts™ to assure that AIM would be au&oﬁud lo scil insurasce on behalf of Realm, |
assurned that in the ordinary course of business Realm would compictcits portionof Form GID 122a
which I had forward to them and returm it to the Georgia Department of Insurance. ltwas not until a
meeting, which was held at the Georgia Department of Insurance on December 24,2002, that it was
brought to my attention by Mr. Steve Mander of the Georgia Department of Insurance that no such
form had yet been filed with the Department by Realm.
4.

On November 8, 2002, a meeting was held in the offices of AIM. Present at that meeting
were representatives of Crawford & Company, a thisd-party administrator; Mark Sioma, President of
Realm; officérs of AIM, incloding Steve Landin, Brian Imperiale and Tom Ross. Mr. Sioma, on
behalf of Realm, agreed with AIM officers to engage the services of Crawford & Company to serve
as the Third-Party Administrator to administer claims that would be incurycd as a result of running
the insurance program which we had embarked upon with Realm’s knowledge and consent.

5.

Afler the meeting with Crawford & Compiny I met with Mr. Sioma in my office for a period

C\DOCIENTS AND SEY ZYOY DOC '"A'YDA"I.?M
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of approximalely one (1) hour. During this meeting a discussion occurred n:gardi;ng a wide range of
issues, including but not limited to: who the current clients of AIM were; the states in which they
resided; the class codes and hazard groups of insurance which had been written; the basic rating
within each said gmub; the manner in which reporting to Realm wonld oceur; the information Realm
would necd in ordes to set up a reporting system; how many policies had been issued; and, the claims
history of each insured to make cerain that the policies, which had already been writien, had been

done in accordance with the Underwriting Manual. This includes submissions by state, by client,

payroll and payroll class, and loss ratio. Additionally, the initial draft of the Underwriting Manual

was reviewed 1o ma.kc. certain that Mr. Sioma clearly understood the underwriting guidelines, and
that they were in accordance with guidelines for the pmgmm Thereafter, acopy of the Underwriting
Manual was provided to Mr. Siora for him to take back with him to New York to his office.
Additionally, discussions of the Adelphi computer system and its performance occurred. We
specifically discussed uploading Realm's rates and rules, premiums, the system's ability to genemate
certificales, claims information and other data. Additionally, Realm has the ability to access the
information over a T-1 line that we jointly agreed to instal) and share the cost. It was further agreed

that Realm would have the ability to view claims reports from their locatice so that there would be

an ability for all of the information to be held in one Jocation and be able to access that information

- on a 24-hour, 7-days a week basis inasmuch as Realm did oot have a computer system in its office

capable of handling the matters set forth above. A sample copy of the imderwriting data reviewed
and appioved by Mr. Sioma is attached hereto and incorporated heroin as Exhibit _™.
6.

After having reviewed all of the information which 1 provided to him with regard to each of

the clients, Mr. Sioma agreed that the existing book business was acceptable to Realm, that the

CDOCUMENTS AND SET Y OLLEY _‘?!m
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underwriting had been doné in accordance with the guidefines contained in the Underwriting
Manual, and that the coverage was appropriately bound in accordance with those guidelines.
7.
Because the type of program we devised had never been written before, it was agreed by
Realm, AIM and Max Re that we nceded to write approximately $50,000,000 in business so that

Max Re would have an opportunity to run 2 mode} to determine bow much premium to charge. Max

Re further agreed that the reinsurance coverape could and would be effective from October 1, 2002,

the starting date of the program. It was understood by all parties that until such time as the necessary

. book of business had been written, because of the AIM WCA business plan, there would be no way

to determine an appropriate premium rate withoul an actual demographic spread.
8.

On December 24, 2002, AIM was required {0 appear before the Georgia Department of
Insurance. } mmpa}.ied Mt. Dennett-Smith and Mr. Howard Becker, our attorney, to the meeting.
As mentioned previously, this was the fitst lime I became aware that Reabm had not filed the GID
1224 form referenced above. Mr. Becker engaged in 2 Jong discussion with Mr. Mander regarding
the facts as we thought them to be regarding the ransaction. Mr. Mander dernanded 1o sec any
documents which we had in our possession which we believed supported our position, and many of
the documcms which I understand are being presented to the courtlin the instant matter were
provided by Mr. Becker 1o Mr. Mander. It was during this meeting that Mr. Mander advised us that
Realm was prohibited from writing bﬁnm in Georgia. This was the first time that anyone fiom
AIM became awsre of this fact, Mr. Becker then showed Mr. Mander Resim’s quarterly submission
to the New York Department of lasurance. I recall Mr. Becker asking Mr. Mander if the prohibition

against writing in Georgia should have been disclosed on cither the June30, 2002 statement or the

CIOCLAINTS AND SET LEVNSY (3, 4 ytmt
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September 30, 2002 statement, and Mr, Mander replied that in his opinion it should have been. Mr.
Becker then went through the loan transaction documents with Mr. Mander. Ultimately. Mr. Mander
decided the oovcragc. that had been written in Georgia was bound, despite the fact thal no agency
agreement had been signed, that Realm had not returned the Form lé2A, and that Realm was
prohibited from writing new business in Georgia. Mr. Mander went on to tell us that it was not his
job to determine whether we had an agency relationship with Realm. He told us that would be fora
court to determine. He went on to state that he had called Realm and demanded that they appear on
the Friday following Christmas. We also-madc him aware of the fact that the law firm of Alsion &
Bird was trying to negotiate a settlement of the dispute on our behalf
. 9.

1 am aware that we tried to call Mr. Taylor of Alston & Bird to tel} him that the Georgia
Department of Insurance was more than anxious to telk to _Rm!m and wanted the matier settled by
that following Friday. Mr. Taylor reportedly spoke with Mr. Crane on Friday momning. Mr. Crane
i;dvised him that because of 2 severe winler storm, no one had heard from Mr. Sioma. 1 called Mr.
Mander to make him aware that we had tried fo communicate his message 10 Realm, and was

‘snrprised to hear from Mr. Mander that he had already spoken to Mr Sioma on several occasions
that morning. 1 found it strange that Mr. Crane was telling our ac;]nisiliou counsel Mr. Taylor that
Mr. Crane could not locate Mr. Sioma to discuss an issue regarding reinsurance, but Mr. Sioma,
whom I am told lives 5 blocks from Mr. Crane had already had scveral conversations ﬁm Mr.
Mander in Georgia that same moming.‘
10.
I have had an opportunity to review the statements contained in the affidavit of Mr. Sioma

regarding matters occunving on or about November 19, 2002 appearing in paragraphs 12 through 16

CADCCURAENTS AD SETTRNIZMHOLLEYRAY DOCIAIENTSINGIL 7Y mvrrvnxt

1952



(54

thereof. The issue described therein dealt specifically with a Texas PEO that had allowed a Florida

PEO known a3 Equity Concepts to “piggyback™. In the insurance industry, one PEO piggybacks on

. ’
another PEO when it misrepresents itseif as a customer of the fronting PEO, as opposed to a PEO
seéking to procure workér’ s compensation coverage for its own customer base. Equity Conceptslnc.

we determined is in the teroporary personnel business, and would not have qualified to be in our

program, as we only accommodate PEOs that employ permanent employees in our program.
Additionally, in these paragraphs Mr. Sioma states that this was the first time that Realm became
i aware that AIM was issuing centificates showing Realm as the insurer. This simply is not the case as

my prior statements contained herein reveal. Mr. Sioma was in my office and agreed to the coverages

that we had bound. Any statement made by him to the contrary is simply untrue. Additionally, I was
at the meeting held with Max Re in Bermuda on Nn;/ember 22, 2002. Mr. Siomn stated 1o the
reinsurers that we had bound business of $10,000,000; that we had another $49,000,0060 worth or
submissions in house; th;xt be had veviewed and approved the coverages that AIM had bound; and
that AIM was an agent of Realm with authority to bind coverage on behalf of Realm.
' ’ .

Additionally, ] was present in the room when Mr. Sioma conversation with Stephen Crane on

ihe monning of Noverber 22, 2002 while we were in Bermuda regarding whether or not he should

appear at the meeting with the reinsurers to be held that day. From what | could ascertain from

fistening to one side of tbc. conversation, there has apparently been a dispute between Mr. Crane and
Mr. Dennent-Smith over some feature of the deal for the acquisition. Mr. Dennett-Smith was on the
phobe and he and Mr. Crane spoke for approximately 5 minutes. Not onc; di-d I hear cither Mr.
Sioma or Mr. Deanett-Smith respond in any way to anything that remotely sounded like it pertained

1o the Texas PEO certificates or the Equity Concept issue. The conversation dealt primarily with deal

€ADNC] A 1 TYUAY DOC "\'mAVﬂYt?f«
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issues. When Mr. Deanett-Smith handed the phone back to Ms. Sioma, Mr. Sioma commented to
Mr. Crane that the best way to resolve the issuc was to pursué completion of transaction as quickly as
possible, and it was decided after he made that statement ;o Mr. Crane that Mr. Sioma would appear
“at the meeting with Max Re that day. 1 have had an opportunity to review the roeeting notes of
Francis J. Carter who also attended the mezting, and they are true and correct and accurately reflect
what occurred at the meeting. The reinsurers were wp;:cially interested in the velationship between
AIM and Realm. Mr. Sioma confirmed to the reinsuress in my presence that AIM was an agent of
Realm with authority to bind business on Realm’s behalf and that the agreement would remain in

place both prior to and subsequent to ATM’s purchase of Reatm.

NFURTHER AFFIANT SAYETH NOTW

e

ﬂiﬁéﬁ%fuopLEY //' [é;//

Sworn 1q and subscribed before me
this y of January, 2003.

Orirsdat O . SBoveasy

NOTARY PUBLIC

S AND ST RLEYNAY DO M\'Alwumm.nr’boc
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UNDERWRITING GUIDELINES
AND '
CLIENT SELECTION PROCESS

- INSURANCE SOLUTIONS -

AMERICAN INSURANCE MANAGERS, INC.
3101 TOWERCREEK PARKWAY )
SunE 750
ATLANTA, GEORGIA 30339 '
PHONE: 800.888.2464 oR 770.980.0591 « FAX: 770.980.3290
EMARL: WORKCOMP@ARMMANAGEMENT.COM
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INTRODUCTION

American Insurance Managers, Inc. {"AIM”) provides management services to insurance
providers, employers, PEOs and associatons. These services include underwriting,
acuarial analysls, oversight of sales and marketing processes, preparation of policles,
certificates  of coverage, 'premimn éolfectlon, administration,  accounting, claims

adjudication, medical management, and intemet-based interactive fimctions. . In the past,v

PEOs and associations have had poor track records due, In most all cases, to a fack of
control.  Underwriting has been careless, medical management has been passive, and
growth has been poorly, if at all, controlled. ’

The market segment represents a potentlal of premium totaling billions of doffars annually.
AIM Is confident that with the cormrect application of stringent underwriting, strict
limitation In the sales/markethg processes, early Identification of potential problem, and
the aggressive preventative management of any ldentified potential shock loss cases or
complex medical problems will aliow the establishment of a profitable, and sustalnable
program. The @rget peneﬁ:don Is not the total market available, but rather a reasonabie
percentage of that market, which meets ‘or exceeds AJM’s stringent requirements. It s
estimated that this will comprise no more than 15% of the overall available market. The
wargeted premium for the first ;ur Is in excess of U$$50,000,000. At first glance, this
level of premhmm may appear aggressive, but AIM expects to ann away far more premium
than that number. It is AlM’s obfective to estabﬁsh a profitable Jong-term program for
PEO's and affinicy group Workers' Compensation.

To achieve the aforementioned goals, AIM will strictly adhere 10 approved classification
codes per Addendum C and w the following criteria:

1) All Hazard Rating Index levels 9 and 10 will be excinded, except where there is a

an identified class code (which s attached) that we deemed acceptable, and that

code is only a very small portion of the overall book of business, and it can be

(A PN
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completely engineered prior to binding. Very close attenton wili be paid to the
past loss reports and loss control.

Z) Levels 5-8 wilt only be considered after thorough review of claims history,
confirmation of an expeﬁence modification of less than 110 (exclusive of already

incurred isolated, non-repeatng shock-loss cases), completion of safety analysis and °

investigation, and full analysk of the location of the covered employees relative 1o
the strength of AIM’s network of claim service contracts.

3) No delegadon of underwriting authority will be granted. AIM personnel will make

All-underwriting decisions, with the assistance of the underwriters at the Insurance

Company. Al binders will be mutually agreed upon between AIM personnel and

the Insurance Company. AIM actuaries will oversee the rating guidelines and their
_ application. .

4} No PEO or association will be allowed to grant coverage to additiona) organlzatons
or employers under any drcumstances. Al potental new business must be
submitted to AIM for underwriting. lnduding the approval or denial of coverage,
which will be agreed upon with the Insurance Company.

5) AR applicants must submit no less than three years of claims history. Clalms history
will be electronically screened by AIM for potential “problem” employees utifhing a
combination of AIM’s proprietaty dambase and public information, claims levels
and/or frequency. v

6) Applications will contain specific Linguage requising ful disdosure and Full
cooperation with all aspects of the program (premium submission, group and
individual adherence to the program requirements). Language will be included
which will affow AIM to discontinue coverage for non-payment of premium upon
legal notice for that Stare. l\t will require that the employer find new coverage or
retun to the state compensation fimd for that individual state, cancelladon shall

- also be aflowed for the group or any individual within the group that does not
comply widh the management randrgrhenu of the program, or that any proof of
fraudulént behavior or less than full disclosure is discovered.

1957
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7) Aggressive educaton and management of any employers identified as potentially
“non-compltant problems” during the underwriting process wilf be performed. This
will include ga't.hering of additional Informadon, direct case manager interacton and
provision of educational and corrective action plan materials.

Bj Marketing of the program and acceptance for participation will be geographically
fimited to approximately 20 states or less, States that have historically adverse PEQ
histories will not be included. Californla employers (and employees of companies
Vdomicilea in states other than California who reside and work in Qalifornia) will not

be offered participation. Targeted areas inciude the Southeast, Upper Midwest,

South Central, Mid Adantic and Southwestern states with the heaviest
concentradons of PEO business: AIM will only write business in states that the
Insurance Company is licensed.

It is AIM’s belief thac the strict and unceasing application of the underwriting and
management procedures detalled herein will fead to a profitable Workers’ Compensation
program for PEOs’. Premiums will be more than adequate - in fact, the vast majority of
PEOs {which continue to grow In popularity in the United States) have little choice in the
area of Workers’ Compensation programs due to the paudity of available programs and the
aforementioned history of poor control and management.

AIM udlizes highly skilled and experienced personnel to accomplish its management
objectives; we have state-of-the-art software systems to assure that all the information that

" s necessary to assure comprehensive management of all potential sources of risk exposure
is available. AIM recognizes that successful Workers’ Compensation programs for PEOs
and associations require a somewhat greater expenditure of effort, but also Is quite certain
that In today’s market dimate, increased retums are deflnitely within reach, making the
diligence worthwhile.
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UNDERWRITING GUIDELINES
AND
CLIENT SELECTION PROCESS
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CLIENT SELECTION PROCESS

Certain procedures are required for adding new clients 1o AIM’s workers’ compensation
program.

All potential new clients must be pre-qualified based on the folowing standards set by
AIM. The following is a summary of the pre-approval process:

> During the initlal presentation, the PEO sales representative interviews the prospect,
observes the work site and determines If management will be agreeable to the PEO
philosophy.

> The sales representative collects data required as listed on the Proposal Data Shest.
This shall include SUTA Rate, Workers’ Compensation Declaration Page, 3-year loss
nuns, OSHA 200 logs and NCC) classification rates including payrofl and the
number of employees.

> A Proposal Data Sheet must be filled out for every potential client. See example
attached.
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> The sales representative then forwards the Proposal Data Sheet, Workers’
Compensatdon Declaration Page, loss runs, SUTA statement, OSHA 200 logs, the
pricing sheet, 2 description of business and any other relevant informadon t AIM

underwriting for review,

\2

Once received by AIM underwriting, the pertinent data will bé reviewed and with
the assistance of the Insurance Company, a final determination will be made on
acceptance or declination will me made. If the potential client meets the criteria, a
policy will be issued & billing will be added to the PEO’s Account.
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WORKERS’ COMPENSATION OVERVIEW

> Risk Assessments must be performed on al} prospected. accounts and the risk

assessment must be done prior 10 Acceptance In the Program. The risk assessments
will be forwarded 1o AIM with all other relared undemriting information. Risk
fevels are determined by using the Hazard Rating Index. That is attached.

To determine the risk level AIM will use the Best’s Hazard Rating Index. The risk
will be rated out as 1-4 low, 5-8 mediums, 9-10 high/prohibited, Risks 1-4 (Low)
are target class codes to write, 5-8 {medium) may be accepted after stringent
underwriting. 9 10 {high} Is not allowed to be prospected by PEO. Any risk that
exceeds 3, experience MOD of 1.1 Is not alfowed to be prospected by the PEO’s.

Any risk rated 1-8 and less than a 1.t experlence mod, can be prospected by the
PEO, but must be approved by-AIM and the Insurance Company before becoming
a client of the PEO. If any tnformation Is missing or not able to-be obtained by the
PEO for prospective clients, we will deny that cllent. A full submission will consist
of a completed Proposal Data Sheet, Acord 130, foss runs, OSHA 200 logs,
completed risk assessment and certificate request form.

PEO client files will be audited on a quarterly basis by AIM to determine
compliance with AlM's Undemrin'nz Guidelines. Any clients found that do not
comply with AIM's Underwriting Guidefines will be cancelled or non-renewed.
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Workers’ Compensation risks fall Into three categories:

< LOW - Experience Mod under a 1.0 %; workers’ comp. premiums below
$10,000; three-year loss nms and falls into the “Best” underwriting
guidelines as a low risk J-4, This class will comprise the target list. ‘

» MEDIUM - Experience Mod less than 2 ].1%, workers’ comp. premiums
about $10,000; and falls in the hazard-rating index as a medium risk 5-8.
Must have a minimum of three-year loss runs.

< HIGH/PROHIBITED - Rated as a 9-10 on hazard rating index, or exceeds a - -
1.1 experienceAmod. Not allowed to be prospected by PEO.
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CLIENT REVIEW PROGRAM

A client review progra-rh has been put in place for al AIM cllénts 1o follow. This wili
insure that the PEO’s clients stay profitable. This program consists of a review of the
dient’s loss ratios, claim frequencies, safery clalms, and NCCI classification. A threshold
level will be determined which will initiate any action that should to be aken on the client.
This can include but is not Jlimited to a safety inspection, loss conwol audit, and/or
classification audit of the client facility. If recommendations are made to thg client, they
should be documented and a deadiine set for a response on the corrective action needed.
If corrective actlon is not implemented, or the cfient is not receptive to recommendations
in the set thmeframe, the client rates may be raised or they could be terminated for

underwriting reasons or the client review program will be done on a monthly basls.

Loss Ratio — AIM will set the loss rado threshold at 50% for any client. If this &
exceeded, 3 loss control representative will vislt the client. A recommendation letter will
be sent to the cllent with a time fimit for corrective action to take place. Loss rados will be
determined by dividing total Incurred by eamed premium to date.

As an example, if the incurred Is $50,000 and eamed premium total ks $80,000, then a
63% Joss rato results. As this cllent exceeds the target threshold, a loss control audit
would be required. AIM will create and utilize 'a profitabllity spreadsheet based on the
items below. AIM will set up a spreadsheet for all cllents that have Incurred claims to
calculate profit or foss. The spreadsheet & updated dally and premium calculated on a
monthly basis as calculated by a profibility analysis of dients, which will also be used to
trigger foss control surveys.

COHPANY | BNJURED DATE INCURRED | BUUPREM. | COST/AREM. PREM./PROF. PROFANOSS LOSS RATE

XYz

Tom Jomes L300 23,000

Mike Smhe 175500 1,200

Tod 24,200 40,000 15,000 15,000

{0
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Qaims Frequency ~ Please note the methodology used in the calculation of claims
frequency. ’

Frequency rates are calculared as follows:

1. # Of injuries x 200,000 femployee hours worked = Frequency rate

2. The 200,000 houss in the formula represents 100 employees working 40 hours
per week, 50 weeks per year. Hours worked should not be based on non-timework
{I.e. vacatlon, sick leave or holidays).

- XYZ Company has 10 employees that warked 40 hours a week for 4 weeks =
1,600 hours .

. They had 1 Injury that month. .

- (1 x 200,000)/1,600 = {25% frequency rate

. 2 month they had O Injuries

- {1 x 200,000/3,200 = 62.5% frequency rate

N

NON A

Any client having a claim frequency of greater than 30% in one month will have reached a
threshold, which uiggers further investigation. The report will be on an “accrual” basis
{l.e. man-hours will be added as each month passes). f a greater than 30% claims
frequency k noted, a control survey of the client will be performed on-ite to assess the
reason for increased losses. A detalled review will be done and a corective action plan
will be sent to the client with a dme fimit.

“{Safety Issues) — All high w medhum risk clients 25 defined by “Best’s Underwriting
Guldelines” will be inspected by a foss controf representative on a2 monthly basks o insure
that they are maldng all necessary efforts to minimize foss exposure. Al Inspections will be
documented and recommendation letters wil be forwarded to chient detailing the
corrective actions required. A deadiine will be set for each recommendation and fallure to
comply could result in cancellation. Low risk clients will be visited on an annual basis
unless required due to frequency rate. Any- shock loss or severe injury will trigger an
immedlate loss control survey.

LR
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(Qaim Reporting issues) ~ Any accident reported by a client greater than 48 hours after
an injury occurs, will require a visit by 2 loss control representative to determine reasons
for late reporting. To ensure proper reporting procedures will be followed, a
recommendadon leaer will be sent to client and 2 response will be required within a

specified time period. Failure to comply with the recommendation letter in the approved -

time could resuit in cancellation.

{NCCT Classification Issues) — AB clients visited on a monthly or annual basis will be
audited by the loss prevention consultant for proper NCQO dassificadon.  Randomly
selecting a number of employees on-site and observing their Job functions will accomplish
this goal. Comparison of thelr Job functions 1o the classifications they were assigned when

they were hired as an employee wilf be performed. AIM will also check to assure that the

company as a whole was assigned 1o the proper dasslﬂcadqn on the first visit 1o the client.

 This may be done when 3 rlsk assessment Is required prior to proposal. If client is not

required to have a risk assessment at proposal, due to fow risk classificatlon, an audit will
be done within 30 days of the company becoming a client. If the dassification is wrong,
the proper codes will be assigned and cllent notified of new rates and classification.
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RISK ASSESSMENT FORMS
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Risk Assessment Evaluation Forms

Name of Company:

Address:

Date qf Survey:

Telephone No.:

Contacts:

Surveyed By:

EVALUATION

BASIS OF EVALUATION

Acceptable

'Unacceptable

TYPE OF BUSINESS:

DESCRIPTION OF PRODUCT/SERVICE

TIME IN BUSINESS:

1968
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MANAGEMENT:

Years experlence managing this company?

Years experience in this type of industry?

| Describe past management activities that demonstrate commitment to a safety programm:

Evaluation of management receptivity to your recommendations: -

EMPLOYEES:
, Number of Employees: ] Full-tme: ' Part-time: ]
LOCATION/DEPARTMENT # OF EMP. DEPARTMENT # OF EMP.
Nﬁm 65 years old or over: ' Duties of this age group:
Percent of turmover: Positlons with high wumover:
Any seasonal ﬂuctﬁation: If yes, what pfasidom?

1969
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CONFIDENTIAL UNDERWRHI'ING SURVEY REPORT (Continued)

ING AND SCREENING PRACTICES:

YES | NO YES | NO
Emp. application? Medical history
questionnaire?
Pre-placement physical Exam? Drug screening?

TRAINING AND SUPERVISION OF EMPLOYEES:
YES { NO COMMENTS

Written work procedures?

Performance evaluations

Pasitive behavior reinforcement

Discipiinary polficy

SAFETY PROGRAM:

YES | NO COMMENTS

Safety Director/Committee
Facility Inspections

Job safety analysis

Accident investigations

Safety rules

Hazard Communication Program

Lockout/ Tagout procedure?
Forklift/vehicle oper. Train?
Hearing Conservatlon Prog.?
Lifting and handBing pract?

y
Nu
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PERSONAL PROTECTIVE EQUIPMENT: )
-YES | NO , COMMENTS

. Hard hats?
Safety glasses/goggles, face

shtelds, erc.?
Gloves?

Safety shores/boots?
Hearing protecton?

Seat belt policy? : ) F .- -
Respirators/dust masks?

MACHINERY AND EQUIPMENT:

YES [NO | "~ COMMENTS

Proper guarding of machlnery &
equipment?

Preventative malntenance
program?

Machinery & equipment in good
condition?

Forklift trucks adequate and
maintained?

Cranes & hoists well maintained?
Hand & power tools maintained?

17
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CHEMICAL HAZARDS:

YES | NO COMMENTS

Proper storage practces of .
flammable/combustible Hiqulds?

Adequate ventilation and gume
removal systems provided?

Proper protecdon for handling
chemicals?

ClUMuUL E TRAUMA DISORDERS:

RISKS: Low MODERATE HIGH

Explain source of disorders and any ergonomic controls:

OTHER EXPOSURES:

HAZARD . COMMENTS

Height Exposure

Aircraft

Watercraft

Use of sub-contractors

1972
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SS
# OF CLAIMS

L

THREE-Y

MAJOR LOSSES-TYPES

SIS;

CosT

YEAR

Explain any accldent trends:

19
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VEHICLE OPERATIONS:

NO.

TYPE

NO.

TYPE

No. Drivers:

Radius of Operations:

Explain any accident trends:

Sayety activities:

General comments:

RECOMMENDATION SUMMARY:

20
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HAZARD RATING INDEX
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N.C.CI

Class Code
0005
0008
0016
0034
0035
0036
0037
0042
0050
0059

0065
0066
0067

0079.
0083
0088

0106
Ot13
0169
0170
0251
030t
0400
040}
0544
0790

HAZARD RATING INDEX
Hazard is averéges across alf WC codes within an NCCI class code

-4 LOW TARGET
5-8 MEDIUM
9-10 HIGH/PROHIBITED

\
AM. Best

Harzard Description

Farm — Nursery Employees &t D
Farm — Vegetable & D
Farm - Orchard & D
- Farm - Egg Producer & D
Farm - Vegetable Growing — Hydroponics’ & D
Farm - Dary & D
Farm — Field Crops & D
Landscape Gardening at D
10 Farm Machinery Operation & D
10 For Reporting Disease Experience In Connectlon with Abrasive or
Sand Blasting {n/a in NJ, NY, TX)
10 Reporting Disease Experience In Connection with Incidental Foundites
- steel {(not NY, NJ, TX)
10 Reporting Disease Experlence in Connection with Incidental Foundries
- non ferrous metaks (not NY, NJ, TX)
For Reporting Dkease Experience in Connecdon with Incidental
Foundries — tron
Farm: Beny & D
Farm: Caude Raising NOC & D
Alrcraft Operations for Reporting Passenger Seat Surcharge and Cnsh
Lasses to Employees Other than
Tree Pruning & D
Farm: Fish Hatchery &t D
Farm: Goat Ralsing 8t D
Farm: Animal Rabsing & D
Irigation Works Operation & D
Turpentine Farm and Drivers
Cotton Compressing &1 D
Cotton Gin Operation & Local Managers, D
Spedal PA code
Trucking ~ haullng explostves

[«
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0908
0909
0912
0913

0917 .

1016
1164
1165
1218
1320
1322
1429
1430
1438
1452
1463
1470
1472

1624

CQOVO®COO>OnOO

——

nn~NOuVTd VTN

VOO DAOOIVOVO®DOD

Domestic Workers — Inside -~ Occasional
Private Res- Occ. Out servants

Domestic Workers — Outside - Inctuding Private Chauffeurs
Domestic Workers - Inside

Domestic Servicé Contractor

Black Lung Additional Coverage - not mddemal to coal mining
Mining NOC - Underground & D
Mining NOC — Susface & D

Phosphate Mining & D

Gas Lease Operator — Natural All Operations & D
Oit or Gas Well — Cleaning Old Welf & D
Magnesium Metal Mfg. - ~-NOC- & dnvers i -
Lead Mfg. & D

Galclum Carbide Mig. &1 D

Ore Milling & D

Asphalt Works 8z D

Coke Mfg. &t D

Alcohol Mlg. — Wood & D

Quarry - dimension stone — mcL DCarH
Quarry NOC &t D

Lime Mig.

Quarry - Cement Rock & D

Lime Mfg. — Quarry - Surface & D

Rock Wool Mfg.

Cement Mfg.

Stone Crushing &r D

Fhint Grinding & D

Soapstone Mfg.

Chy Mifing &1 D
Abrasive Wheel Mfg. & D

Stone Cutting NOC & D

Asbestos Goods M.

Mica Goods Mfg
Abrastve Paper Preparation

Cable Mfg — Not Iron or Steel

Die Casting Mfg

Cracker Mfg

Macaroni Mfg

Bakery & D, Route Supervisors

Grain Mifling

Breakfast Food Mfg

Molasses Refining, Blending or Mig

Beet Sugar Mfg

Ice CreamMfg & D

.Confection Mfg

23
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2177
2211

2286
2388
2402
2413
2416
2417
2501
2503
2532
2534
2560
2570
23576
2578
2585
2584
2587
2589

2600
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creameries and dalrles

Condensed Milk Mfg

Dairy or Creamery & Route Supervisors, D
Butchering .

Packing House — All Operadions

Meat Products Mig. NOC

Fish Curing

Fruit Packing

Pickle Mfg

Cannery NOC

Fruit Preserving

Cam Digging

Brewesy & D

Alcohol Mfg — Graln - A}) Operations
Spiritzous Liquor Botding

Fruit Juice Mfg

lce Mg :
Bowing ~ Not Carbonated Liquids & Route Supervisors, D
Beverage Mfg — NOC & Route Supervisors, D
Bottling

Clgarete Mfg .

Tobacco Warehousing

Cigar Mfg

Cotton Batting Mfg

Linen Cloth Mfg - .

Wool Comblng or Scouring {n/a in CA, Ml and NJ)
Wool Spinning or Weaving

Embroidery Mfg

Carpet Mfg NOC.

Textile Finishing

Thread Dyeing or Finishing

Cloth Printing .

Cloth Mfg

Dressmaking ~ Custom

Milknery Mfg.

Feather Mfg .

Umbrella Mfg. (n/a in CA, Mi)

Box Spring Mfg

Awning Mfg — Shop

Bag Mfg — Cloth

Carpet Jeaning &t D

Cleaning &t Route Supervkors, D

Toilet Supply Co & Route Supervisors, D

Dry Cleaning Store — Retalf - 8¢ Route Supervisors, D
Fur Mfg -
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2660
2670
2683
2688
2702
2705
2710
2714
2719
2731
2735
2741
2747
2759
2763
2766
2790
2791
2802
2806
2812
2816
2835

2841
2881
2883
2913
2915
2916
2923
2942
2960
3004
3017
3018
i 3022
' 3027
3028
Jo3o
3040
Jo41t

2651 -

2836
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Hatters’ Fur Mfg
Shoe Finding Mfg
Boot Mfg NOC

. Glove Mfg ~ Leather or Textlle ‘

Luggage Mfg

Pocketbook Mfg

Logging or Lumbering & D :

Logging or Lumbering — pulpwood only - & driver

Sawmill

Veneer Mfg

Logging or Lumbering — mechanized harvested exclusively - 8 drivers
Planming or Molding Mill

Fumiture Stock Mfg

" Last Block Mg

‘

Barrel Assembly

Box or Box Shook Mfg

Trunk Mfg

Box Mg - Cigar - Wood

Last Mfg

Unknown

Carpenay ~ Shop only - &t D

door, sash, window mfg

Cabinet Works — with Power Machinery
Cabinet Works — with Power Machinery
Brush or Broom Assembly

Brush or Brootn Mfg NOC

Brush or Broors Handle Mfg

Cabinet Works ~ No Power Woodworking Machinery
Fumitire Mg ~ Wood — NOC

Rattan Products Mfg

Plywood Mg — Including Veneer Mfg
Plywood Mfg- No Veneer Mfg

Mudcal Inrument Mfg — Wood- NOC
Penholder Mfg

Pole Yard & D

Iron or Steel — Mig- Steel Making- Electric Furnace or Crucible - &2 D

_ Tron or Steel ~ Mfg- Rolling Mill doubling

Iron or Steel — Mfg- Rofling Milt NOC & D

Pipe Mig NOC & D

Rolfing Mt NOC & D :

Pipe or Tube Mfg — Iron or Steel Works- Shop Sauctsral - 8t D

- iron or Steel-Fabricaton- Iron or Steel Works—Shop Structural - & D

Iron or Steel-Fabricatton-lron Works- Shop-Decorative 8t Foundries,
Iron or Steel — Fabsicadon ~ tron Works .~ Shop- Decorative &l
Foundries, D
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Elevator Mfg

Door, Door Frame or Sash Mfg

Sign Mfg — Metal

Door Mfg - Wood- Metal Covered
Furpiture Mfg - Metal

building mfg - portable

Foundry - Ferrous - NOC

Foundry

Foundry — Nonferrous

Enameled lronware Mfg

Pipe Mfg. ~ cast iron (n/a in CA, M)
Tool mfg NCC

Chain Mfg - Forged

Blacksmith :
Tool Mfg — Not Drop or Machine Forged ~ NOC
Tool Mig ~ Drop or Machine Forged - NOC — Machining Tools or
Die Making

File Mfg

Saw Mfg

Pen Point Mfg

Cudery Mfg NOC

Tool Mfg

Button Mfg ~ Metal

Spike Mfg . ' .
Automatic Screw Machine Products Mfg
Hardware Mig NOC

Nait mfg

Stove Mfg .

Heater Mfg

Elecarical Apparanus Mfg NOC

Hlectrical Light Fixtures Mfg

lamp shade mfg

Plumbers Supplies Mfg NOC

Can Mfg :

- Auto Lamp Mfg

Agate Ware Mfg

Alsminum Ware Mfg

Cable Mfg ~ Iron or Steel -
Wire Drawing — Jron or Steel

Wire Cloth Mfg

Wire Goods Mfg NOC-

Nall Mfg

Bed Spring Mfg

Spring Mg

Heat — Treating
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Brass Goods Mfg

Cartridge Case or Shelf Case Mfg. ~ metal (n/a tn CA)
Tinfoll Mfg

Castlings Mfg — Metal- Lost Wax Process

Welding NOC & D .

Dednning

Galvanizing

Gold Leaf Mfg

Clock Mfg

-~ Metal Geds Mig NOC

Safe Mfg or Repairing

Textlle Machinery Mfg

Loom Hamess Mfg

Arms Mig NOC

Confection Machine Mfg

Typewriter Mfg

Explosives or Ammunition Mfg — Cartridge Mfg or Assembly
Carburetor Mfg

Engine Mfg NOC
Bollermaking

Preclsion Machine Parts
Machine Shop NOC— - >
Valve Mfg

Gear Mfg or Grinding

BaB Bearing Mfg

Battery Mfg - Dry

Electric Power Equipment Mfg'
Battery Mfg — Storage

. Automotive Lighting, Ignition or Starting Appamms Mg NOC

Telephone Apparatus Mfg

Jnstrument Mfg NOC

Ol Still Erection or Repalr

Gas or Oil Buner Installation NOC a1 D

Botler Installation of Repair

Automobile Wheeled Mfg

Automobile Radiator Mig

Wagon Mlg or Assembly

Automobile Dismanting & D .

Automobile, Bus, Truck or Traiter Body Mfg — Die Pressed Steel
Automobile Body Mfg.- riveted, arc or acetylene welded (n/a in CA)
Automobile, Bus, Truck or Traller Body Mfg —~ NOC

Aircraft Engine Mfg

Automobile Engine Mig

Alrplane Mfg

Motorcycle Mfg or Assemnbly
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Bicycle Mfg or Assembly

Car Mfg — Railroad - &L D

Gravel Digging &t D

Brick Mfg NOC &z D

Brick Mfg ~ Fire or Enameled - & D

Coffin and Casket Mfg and Installation — Concrete *D
Plasterboard Mig & D .
Dress Form Mfg :
Terra Cota Mfg

Pottery Mfg — Earthenware — Hand Mcolded or Cast
Pottery Mfg — Porcelain Ware - Press Forming

Glass Mfg — Polished Plate & D

Glassware Mfg ~ No Automatic Blowing Machines
Incandescent Lamp Mfg

Glass Mfg — Cut

Glassware Mfg NOC

Glass Merchant

"Mirror Mig

Cathedral Window Mfg
Computer Chip Mfg

Pulp Mfg - Ground Wood

Pulp Mfg — Chemical
Particleboard Mig

Box Mfg - Set — Up Paper

Box Mfg ~ Folding Paper - NOC

‘Corrugated Container Mfg

Paper Coating

Loose — Leaf Ledger Mfg
Fiber Goods Mig

Bag Mfg — Paper
Wallpaper Mfg

Dress Pattern Mfg
Buliding Paper Preparation
Printing

Wallpaper Mfg
Newspaper Publishing
Bookbinding

Linotype Composition
newspapes publfishing
Electrotyping
Photoengraving
Engraving

Motion Picture - Development of Negatives and all Subsequent

Operations

Photographer — All Employees & Clerical, Salespersons, D
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4710
4717
4720
4740
4741

4750
4751

4800
4801
4802
4803
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Motion Picture — Film Exchange & Clerical
Rubber Reclaining

Rubber Goods Mfg NOC
Boot Mfg- Rubber

Rubber Tire Mfg

Phonograph Record
Fountain Pen Mg

Lacquer Mfg
Plastic or Paper Bag Mfg
Pyroxylln Mfg

Cable Mfg - Insulated Flectrical
Plastic goods mfg

Button Mfg NOC . -
Plastic Mfg ~ Laminated Molded Products NOC
Fabric Coating NOC

Analytical Chemist

Acld Mfg

Wax Mfg

Painting Mfg

Vamish Mfg ~ Oleo resimous

Borax Producing or Reining &2 D
Phosphate Works & D
Fertilzer Mfg &z D

Ammonitm Nitrate Mfg (n/a in N})
Drug Preparation

Acerylene Gas Mfg &t D

Glve Mz & D '

Rendering Works NOC & D
Cottonseed Oif Mfg — Mechanical & D
Lard Reflning

Ol Mfg - Vegetable Solvent Extraction Pmcess
Dental

Surgical Goods Mfz NOC

Com Products Mig

Candle Mfg

Butter Substivuze Mfy

Soap Mfg

Gasoltne Recovery & D

Asphale Distlliing or Refining & D
Synthetc Rubber Mfg

Synthetic Rubber Mfg

Chemical and Dyestuff Rating Plan
Chemical and Dyesmiff Rating Plan
Chemical and Dyestuff Rating Plan
Chemical and Dyestuff Rating Plan
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4804
4805
4806
4808
4809
4810
4811
4812
4813
4814
4815
4816
4817
4818

4819 |

41820
4821
4822
4823
4825
4826
4828
4829
4860
4861
4862
4963
41864
48465

4866
4867«

4868
1869
4870
4871

4872
4873
4874
4875
4876
4877
4878
4879
4880
4881

Synthetic Rubber Intermediate Mfg
Chemlcal and Dyesasff Rating Plan
Chemical and Dyestuff Rating Plan
Chemical and Dyestulf Rating Plan
Chemical and Dyestuff Rating Plan
Chemical and Dyestuff Rating Plan
Ammonkm Nitrate Mfg
Ammonia Mfg

Chemical and Dyeswff Rating Plan
Chemica and Dyestff Rating Plan
Add Mfg

Chemical and Dyestuff Rating Plan
Chemical and Dyeswff Rating Plan
Chemical and Dyestuff Rating Plan
Chemical and Dyestuff Rating Plan
Chemical and Dyestuif Rating Plan
Chemical and Dyestuff Rating Plan
Chemical and DyesusT Rating Plan
Chemical and Dyesnuif Radng Plan
Licorice Extract Mfg
Chemical Mfg

Chemical Blending/Mixing
Chemical Mfg NOC
Chemical and Dyeswiff Rating Plan
Chemical and Dyestuff Rating Plan
Chemical and Dyesmiff Rating Plan
Chemical and Dyeswff Rating Plan
Chemical and Dyeswff Rating Plan
Chemical and Dyestff Rating Plan
Chemical and dyestuff Rating Plan
Chemical and Dyestuff Rating Plan
Chemical and Dyestff Rating Plan
Chemical and Dyeswff Rating Plan
Chemicaf and Dyestuff Rating Plan
Chemical and Dyesnuff Rating Plan
Chermical and Dyestuff Rating Plan
Chemical and Dyestuff Rating Plan
Chemical and Dyestuff Rating Plan
Chemical and Dyestuff Rating Plan
Chemical and Dyeswiff Rating Plan
Chemical and Dyeswiff Rating Plan
Chemical and Dyestuff Rating Plan
Chemical and Dyeswff Rating Plan
Chemical and Dyestuff Rating Plan
Chemical and Dyeswff Rating Plan
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Chemical and Dyestuff Rating Plan

Chemical and Dyestuff Rating Plan

Sporting Goods Mfg NOC

Recording Tape or Disk Mfg

Celling Installation — Suspended Acousticaf Grid Type
Masonry NOC

Painting — Metal Bridges & D

Iron or Steel — Erection — Bridges

lron or Steel — Erection - NOC

fron or Steel — Frame Structures Not over 2 Stories
lion or Steel — Erection — Construction of Diwellings Not over 2
Storles

Door Erection

Electrical Wiring

Fixtures Instafladon - NOC

Elevator Erection / Repair

Plumbing Contractor

Automatic sprinkler install & D
Electrical wirlng w/in bidgs & D

Office Machine Install / service / repair
Vending Machines — Instaflation, Service or Repair & Safespersons, D

. Cement Work

Concrete Construction NOC

Concrete Work — Construction of Residence

Paving or Repaving - & D :

Concrete Construction Bridges or Culverts

Swimming Pool Consuuction - & D

Stone Setting

Greenhouse Erection - Afl Operatlons

Carpentsty NOC -

Carpentry — Installation Cabinet Work Interior Trim
Lathing &t D

Sheetrock nstalfation & D

Glazier — Away from Shop & D

Plastering NOC :

Asbestos Contractor - Pipe and Boiles Work Exclusively & D
Asbestos Contractor NOC &t D

Painting or Paper Hanging NOC & D

insutation Work NOC & D

Plastering NOC & D

Paperhanging & D _ ;
Alrport Construction & D — Paving

Street or Road Construction ~ Subsurface Work & D
Street or Road Construction — Rock Excavation & D
Street Maintence

3t
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Mosalc Work

Alr-Conditloning Systems — Nonportable: Ductwork - shop and
Qutside & D

Sheet Metal Work ~ NOC &t D

Roofing NOC

Roofing - Buiflt — Up Roofing

Roofing ~ All Kinds & D

Contractor — Executive Supervisor or Consuucuon Superintendent
Cleaner - Debris Removal

Carpentry ~ Detached Dwellings

Carpentry - Dweflings — 3 stories or less

Wrecking Building or Structures — not marine- includes salespersons
or derical

Building Raksing or Moving & D

Satvage Operation ~ No Wrecking

Antitoxin Mg & D

Serum Mfg & D

Construction Elevator or Hod Hoist Installadon, Repalr or removal &
D Plers or Wharfs

Breakwater Construction — All Operations &L D

Dam or Lock Construction — Concrete Work — All Operadons
Dam or Lock Construction — Earthmoving — All Operations & D
Levee construction ~ AR operations & D

Drilling NOC & D

Oll or Gas Well - Acid zing — All Employees D

Olf or Gas Well — Speclalty. Too! Operation NOC ~ by Contractor -
All Employees &t D

Ol or Gas Well: Perforating of Casings — All Employees & D

Gas Lease Work — NOC- Nawral — By contractors & D

Grading of Land NOC& D

Excavation NOC &t D

Imigation System Construction &t D

Ol or Gas Pipeline Consuuction & D

Drilling O Welk & D

OilorGasWeﬂ—lnsnllaﬂonofCasﬁngaD

Oll or Ga Wefl - Instnament Logging or Survey Work & D
Tunnefing — Not Pneamatic — All Operations

Calsson Work — All Operations

Tunneling — Pneumatic — Al Operations

Sewer Construction — Afl Operations & D

Gas Maln Construction & D

Conduit Construction — for cable or wires - 8L D

Fence Erection ~ Metal

Food Sundries Mfg NOC

Cofferdam Work — Not Pneumatic — All Operations to Completion
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Boat Building ~ Wood — NOC &1 D — U5, Act

Boat Bullding ~ Wood — NOC ~ State Act Only

Boat Bullding ~ or repair & drivers

Martna& D - U.S. Act

Marlne Raflway Operation & D ~ U1.5. Act

Boat Building or Repalr & D

Marina & D - State Act Only

Boat Bldg or Repair ~ fiberglass only

Shipbuilding — lron or Steel NOC & D - State Act
Shipbuilding - Naval &z D .

Shipbuilding — Iron or Steel - NOC & D — State Act only
Ship Repair or Conversion — A Operations & D ~ U.S. Act
Painting — Ship Huils- U.S. Act

Ship Repair Conversion — All Operations & D ~ State Act only
Painting Ship Hull — State Act only

Vessels ~ NOC- Program Il - State Act

Boat Livery ~ Boats under 15 Tons- Coverage Admiraity Law:

Program1

Fishing Vessels NOC — Coverage under admiraity Law: Program 1
Vessels: Barges, scows, canal boats or lighters — not self - propelied
Boat Livery — Boats under 15 Tons- Coverage under Admiralty Law
program |

Fishing Vessels NOC — Coverage under Admiralty Law: Program i
USL&W Act Benefits

Vessels — Yaches private

Boat Livery- Boats under 15 Tons — Coverage under Admwalty Law:
Program [l ~ State Act Benefits

Fishing Vessels NOC — Coverage under admiralty: Program il — State
Act Benefits

Vessels ~ Barges, scows, canal boats or lighters — not self-| propelled

- Vessels — not self ~ propelled — Program If

Raliroad Operation- NOC — All Employees & D
Rafiroad Operation; All employees include drivers Program If State
Act only

truckmen ~ hauling Bquid in tank nucks

trucking packages / parcels

Parcel defivery ‘ :

Livery or Boarding Stable

Greyhound Breeding / wralning / vacing

Drivers and helpers, NOC

Trucking - NOC - All Employees & D

Trucking — Ofl Fleld Equipment — All Employees & D
Trucking ~ local only

Trucking ~ long distance

Trucking - Parcel Dellvery — All Employees & D
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Trucking - Mall, Parcel, or Package Delivery — All Employees & D
Trucking — Mall, Parcel, or Package Delivery — under contract with
the U.S Postal Service All Employees

Stevedoring NOC

Coal Dock Operation & Stevedoring

Stevedoring — by hand or hand Trucks Exclusively

Stevedoring — Explosive Materials

Stevedoring — Containerized Freight & D

Freight Handing - Explosives or Ammunition — under contract -
Wws. Act

ratfroad ops

Freight Handilng - Explosives or Ammunition — under contract —
State Act only

Ambulance Service Companles — All other Employees & D

Drivers NOC

Bus Company - All other Employees & D

Coltege or School - bus drivers

Ale Dealer — Wholesaler & D

Diving ~ Marine ~ Coverage under Admiralty Law: program |

Diving - Marine ~ Coverage under Admiralty Law: Program II- State
Act Benefits '

Automobile Bus Ops & D .

Diving - Marine- Coverage under Admiralty Law: Program Il -
USLartHW Act Benefits

Alrcraft Ops ~ communter fiights, except flight crew

Alr Carrier — Scheduled or Supplemental

Aerial Application: Flying Crew

Alrcraft Patrol, photography

Alrcrafe or Hellcopter Operaton — Forest Fire Fighting

Alrerafee Transportation of Personnel

Alrcrafe: Flight Testing by Manufacturer

Airport or Helipore Operation — All Employees 8t D

Aircraft: Heficopters NOC '

aircraft ops — nonflight crew

Air carrler ~ Commuter

Gas Company — Natural - Local Disgibution & D

Ol or Gas Pipeline Operadon & D .

Waterworks Operation & D

Electric Power fine Construction &2 D

Electric Power Co NOC — All Employees &t D

Elfecrlc Cooperative - REA- All Employees & D

Sewage Dkposal Plant Operation & D

Garbage Wotks ’

Telephone or Telegraph Co — All other Empioyees & D

Fire Alarm Line Consrucdon 8t D
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7606
7610
7611
7612
7613
7704
7720
7723
7723
7855

8001
8002
8006
8008
8010
8013
8015

8017
8018
8019
8021
8031
8032
8033
8039
8043
8044
8045
8046
8047
8050
8058
8061
8072
8102
8103
8105
8106
8107
Bill
8116
8203
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Burglar Alarm Instatlation or Repalr &2 D

cable tv

Radio, Broadcasting staton — All Employees & Cleyical, D
Telephone or Cable TV line Install - undergrd &2 D
Telephone or Cable TV Line install ~ overhead & D
Telephone or Cable TV Line install - overhead & D
Firefighters & D

Detective or Patrol Agency 82 D

detective/patrol agencies

detective/patrol agencles

Raftroad Construction: Laying Tracks or Maintenance by Contractor

. 8D .

Store; Florist & D

Truck Rental: All other Employees & Counter Personnel, D
Grocery Dealer — Retail &£ D

Store: Dry Goods — Retall

Automotive Replacement Parts Distributors — Wholesale
Opiical Stores

Quick Printing — Copy or Duplicating Service — All Employees &
Clerical Salespersons, D

Store: Retall NOC

Store: Wholesale NOC

print shops ) :

Store: Fish, Meat, or Poultry Dealer ~ Wholesale

Cold Storage Locker — Frozen Foods

Store: Dry Goods — Wholesale

Store: Meat, Grocery, and provision ( Combined) — Retail - NOC
Store: Deparument — Retall

Store: Retalt — NOC

Store: Fumire & D

Store: Drug Retail

Store: Automobile Accessories — retal - NOC & D
Store: Drug — Wholesale )

Store: Automobile Accessories — Reail - NOC & D
Building Material Dealer - Store Employees

Store: Grocery — Convenience Retail

Store — book, record, CD, software, video — retail

Beat Sorting or Handling

Cotton Storage

Store — Hide Deafer

Iron Merchant &t D

Contractors’ Machinery Dealer 82 D

Plumbers’ Supplies Dealer &t D '

Farm Machinery Dealer — All Operations & D

ke Harvesting & D
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Oil & Gas Well ~ Supplies or Equipment Dealer — Used - & Local
Managers, D

Vegetable Packing &t D

Grain Dealers & Local Managers, D

Concrete Forms ~ Reconditioning and Leasing

Coal Merchant & Local managers, D

Sash Dealer & D

Junk Dealer &t D

Bottle Dealer — Used &t D

fron Scrap Dealer &t D

Horse farm ~ horse breeding involving staflions

Horse farm — horse breeding not involving stalllons

Breeding Farm & D

Feedlots — Cattle - & Salespersons, D

Storage Warehouse — Cold

Warehousing NOC

Furniture Moving & D

Grain Elevator Operation & Local Managers, D

auto glass statlons

Oliing of Roads & D — Delivery and Spreading of Oil on Roads by
Oil Distributors : ’
Gas dealer- fiquefied petroleum gas dealers

Automobile Sales or Service Agency & Parts Dept. Employees & D
Gasofine Stadon - Self — Service

Bus Cos — Garage Employees

Auto Services Station & D

auto service station

auto repalr shop

Automaobile Parking Lot & D

Automobile Body Repair

Automobile, Bus / Livery, not taxicabs

auto repair shop

Metal Scrap Dealer & Delivery

Engineer ~ Consufting

Geophysical Exploration Seismic — All Employees & D

Inspectors of Merchandise on Vesséls or Docks — LL.S. Act only
Field Bonded Warehousing ~ All Employees & Clerical

Inspectors of Merchandise on Vessels or Docks — LS. Act only
Boiler Inspection ' .

Real Estate Appralsal Company ~ Outside Employees )
Steamship Line or agency — Port Employees — Superintendents,
Captains, Engineers, etc.

Apt / condo Ops property mgmt supervisors

Salespersons ~ Outside

New Agent — Not Retail Dealer - & Satespersons, D
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8748
8753
8755
B80O
8803

. 8805

8807
8808
8809
8810
8813
8814

8815

‘8817

8820
8824
8825
8826
8827

' BB29

8831
8832
8833
8834

8835 -

8837
8841
8859
8861

8868
8871
8901
9009
9011
9012
9014
9015
9016

9019

9023
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Automobile Salespersons .

Store — Grocery / Tea / Coffee Rewalf

Labor Union — All Employees ¢
Addressing company & clerical

Computer System Designer or Programmer: Traveling

Clerical Office Employees NOC -- Coverage under the Federal |

Employers’ Liability Act (FELA} Program 1}
newspaper publishing
banks

executive officers NOC
Clerical Office Employees NOC
Printing ops

‘Qerical Office Employees — Coverage under the Federal Employers’ ~

Liability Act (FELA) Program 1

Clerical Office Employees - Coverage under the Federal Employers’ -

Lhability Act (FELA) Program 1l - US

temp marketing service

Attorney — All Employees & clerical, Messengers, D

Retrement Living Centers — Health Care Employees

Retirement Living Centers — Food Service Employees

Retirement Living Centers — All other Employees & Salespersons, D
Homemaker Service

Nursing Home — All Employees

Hospital - Veterinary & D

Physicians ar Clerical

Asylum / Sanitarium

physicians

Baby — Sluing Service

Charitable Organizations — Al Operations

Nursing home, professional emps

computer pgmng -

Chariable or Welfare Organization - Professional Employees &
Clerical .

Schools: Professional Employees 8 Clerical

Clerical office telecommuter emps

Telephone & Telegraph Company: Office Employees &t Clerical
building ops '

apt/condo complex operations

Apt propesty mgrs

Buildings — Operatlons by Conactor

Building NOC — Operation by Owner

Racetrack Operatlon — Horse or Dog: All other Including Starters and
Their Asslstants &

Bridge Operation & D

Buildings ~ Dwelling
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Housing Authority 81 Clerical, Salespersons, D

Hospital ~ All other Employees

Municlpal hospltals

hospitals

Unknown

Nursing Home, all other emps

hotels

Hotel ~ Al Other Employees & Salespersons, D

Commissary Work — Restaurant Employees

Child Day care center - all other emps

Chub ~ Country & Clerical

Fraternity or Sorority Houses & Clericat

Exercise Institute 82 Clerical

Commissary Work

Restaurant NOC

Restaurant NOC

Restaurant Fast Food

Bar, Lounge, Night Club, Tavern

Rocket or Missife Testing or Launching & D

Bifflard Hall

Bowiing Lane

School — All other Employees : :

Lawn Maintenance — Commerdal or Domestic & D

Alrcraft Reporting

Charltable or Welfare Organkzation — All other Employees 8t D
Dinner Theater — Theater Operations More than 50% Total Payroll
~ All Other Employees .
Dinner Theater — Theater Operations More than 50% Total Payroll
- ”ayeu .
Achlede Team or Park — Non contract Sports

Athletic Team or Park — Contract Sports

Amusement Device Operation NOC & D

Athledc Team or Park ~ Operation & D

Amusement Device Operator — Traveling — Afl Employees & D
athedc teams (tennis, bowling, golf, swimming, rowing, archery)
Cemetery Operations & D

Snow Removal — Clearing Snow from Streets or Roads & D
Ashes Collection & D

Municipal, Township, County, or State Employee NOC
Painting - Shop only &t D ’

Automobile, Bus, Truck or Traller Body Mfg ~ Painting

Television, Radlo, Video, and Audio Equipment Instaliation, Service, -

of Repair & D
Carpet Installation

Upholstering
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Scaffolds

Consuuction Elevator instaifation & D
Building Raising or Moving (Ml)

Befl Instaflation &t D

Bill Posting & D :
Sign Painting or Lettering — Qutside &t D
Sign Mfg — Erectlon & D

Sign Painting

Beauty Parlor

Taxidermist

Crematory Operations & D

Atomic Energy - Project Work

Atomic Energy — Radlaton Exposure NOC-
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PROPOSAL APPLICATION
NEW CLIENT FORM
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Workers” Compensation Coverage

Application Questionnaire

This questlonnaire must be attached to the standard ACORD Workers’ Compensation
Application.

Please provide che following;

-—

" Whatls applicant’s “alcohol sales: food sales” ratio?

. Applicant Name . .

Mailing Address

Address and Days/Houwrs of Operation:

g
T
-

» Locadon 1:
* Locaton 2:
« Locatdon 3:

Provide details on each clalm where payments and reserves exceed 50% of either the
Annual premium or $10,000, whichever is less.

Please check if Yes or No, explaining all Yes amwers. Yes No
a Return —to- Work and/or Light Duty Programs available? . -
.
b.  Does appiicant provide entertalnment? I —_
c. Does applicant defiver food? —_— N
.

Applicant’s Signature Producer’s Signature / Date

41
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ALL INFORMATION IS REQUIRED IN ORDER TO BE AFFROVED TOLL FREE

PEO’S FROPOSAL APPLICATION / NEW CLIENT FAX:

ALL'REQUESTED DATANS:REQUIRED:FOR:- UNDERWRITING

PEO NAME

5o

roeoaQoDOoo

CO. LEGAL NAME:

CLIENT CODE: CLIENT EFFECTIVEDATE

ADDRESS ]

CONTACT: TITLE

TR FAX:

E-MANL WEBSTE

FEN: STATE LICENSE #: YR STARTED:

Sde WIC Code__ | HAZ Rating_ | Decription | # Of Emp. Annud Payroll

ATTACH THE CURRENT WORKERS COMP DECLARA TIONS PAGE & PREMIUM SCHEDULE
ATTACH PAYROLL BY CLASSCODESBY LOCATION IF CLIENT ISIN MORE THAN ONE
LOCATION PER STATE

ATTACH THREE (3) YEARS CURRENTLY VALUED WORK COMPLOSSRUNS

ATTACH CURRENT NCCI WORKERS COMPENSATION EXFERIENCE RATING WORKSHEET.
ATTACH AN EXRLANATION OF ANY WORKERS COMP CLAIM IN OF § 00.
DOESAPRUICANT HAVE A WRITTEN SAFETY FROGRAM?  YES NO

ATTACH OSHA 200 LOGS

ATTACH WRITTEN DESCRIPTION OF BUSNESS

ATTACH RISC ASEESMENT FORM

ATTACH EXECUTED PERSONAL AND CORFORA TE RELEA & FORM

Companies Approvd Date A pprovad Needed
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ADDENDUM “A”

Schedule of Business

{. Line of Business

- Workers’ Compensation and Employers’ Liability;

. Terttory

-+ Risks in the states of - - - and : o

Class

Varlous contractors, hosphal / healthcare facilities and related classes of business,
other than prohibited operatdons; as ovtlined in the Classification Schedule;

. Maximum Limits of Liability

- Workers’ Compensation
- Coverage A:

- Employers’ Liabifity:

- Coverage B:

. Projected Annual Premimm Volume

- 8
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1. SUBMISSION REQUIREMENTS

The following are to be submitted to ’ or each referralk:

I. Fully completed Acord Workers’ Compensaton Application (Acord 130) -
including the applicant [nformation Se_ction;

2. Three (3) years plus current year premium and payrofi history;

3. Currently valued (within |20 days) loss experience for past three (3) years plus
current year;

4. Large losses excess of $25,000 for past three {3) years plus anrrent year; and
; 5. Most recent experience modification.

: - 6. Rating shall be pesformed using the company’s currently filed rates allowing for
! premium discounts, and schedule credits and MOD.

; 7. A maximurm twenty five percent {25%) schedule credit may be applied to risks in the
: " Swatesof : the ) ,and with standard
: premium of $2,500 or more; :

'i 8.  Schedule Credits/Debirs are not permitted In the State (s) of

: - 9. - Employers’ Liability Limits may.be increased (subject to the filed rating plan}
| to: $1,000,000 each accident '

i - $ 1,000,000 disease — each employee

$1,000,000, disease — poicy Bmic

10.  Roofers require inspection prior to binding;

~ Agent. In additlon, the following risks must be submitted to the company, prior to binding:

’ ) i. All risks providing bus transportatlon to their employees; and

: 2. All risks having aircraft exposures;

3. gﬂ) r$b having been dited for a wiitful OSHA violation within the past three
ears;

44

: Any risks not falling within the above guideines must be submirzed to the company for special
L consideration and no such risk may be bound without prior written approval by an underwriter.
| The company shall have no obligation to accept any risk submitted for speclai consideration by

1998

1399



