DEPARTMENT OF IN SiTRANCE, FINANCIAL
INSTITUTIONS AND PROFESSIONAL REGISTRATION

P.O. Box 690, Jefferson City, Mo. 65102-0690

RE: Examination Report of Columbia Mutual Insurance Company as of December 31, 2009
ORDER

After full consideration and review of the report of the financial examination of Columbia
Mutual Insurance Company for the period ended December 31, 2009, together with any written
submissions or rebuttals and any relevant portions of the examiner’'s workpapers, I, John M.
Huff, Director, Missouri Department of Insurance, Financial Institutions and Professional
Registration pursuant to section 374.205.3(3)(a), RSMo,, adopt such examination report. After
my consideration and review of such report, workpapers, and written submissions or rebuttals, |
hereby incorporate by reference and deem the following parts of such report to be my findings
and conclusions to accompany this order pursuant to section 374.205.3(4), RSMo: summary of
significant findings, subsequent events, company history, corporate records, management and
control, fidelity bond and other insurance, pension, stock ownership and insurance plans,
territory and plan of operations, growth of the company and loss experience, reinsurance,
accounts and records, statutory deposits, financial statements, and comments on financial
statement items.

Based on such findings and conclusions, 1 hereby ORDER, that the report of the Financial
Examination of Columbia Mutual Insurance Company as of December 31, 2009, be and is
hereby ADOPTED as filed and for Columbia Mutual Insurance Company to take the following
action or actions, which I consider necessary to cure any violation of law, regulation or prior
order of the Director revealed by such report: (1) implement, and verify compliance with each
item, if any, mentioned in the Comments on Financial Statement Items and/or Summary of
Recommendations section of such report; (2) account for its financial condition and affairs in a
manner consistent with the Director’s findings and conclusions.

oxdgred, signed and official seal affixed this 16th day of June, 2011.

e M

John M. Huff, Director
Department of Insurance, Financial Institutions
and Professional Registration
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Columbia, Missouri
May 3, 2011

Honorable Joseph Torti, 111, Superintendent
Rhode Island Division of Insurance
Chairman, Financial Condition (E) Committee

Honorable Stephen W. Robertson, Commissioner
Indiana Department of Insurance
Secretary, Midwestern Zone, NAIC

Honorable John M. Huff, Director

Missouri Department of Insurance, Financial Institutions
and Professional Registration

301 West High Street, Room 530

Jefferson City, Missouri 65101

Gentlemen:

In accordance with your financial examination warrant, a full scope association financial
examination has been made of the records, affairs and financial condition of

Columbia Mutual Insurance Company
hereinafter referred to as such, as Columbia Mutual, CMIC, or as the Company. Its
administrative office is located at 2102 White Gate Drive, Columbia, Missouri, 65202, telephone

number (573) 474-6193. This examination began on October 11, 2010, and concluded on the
above date.

SCOPE OF EXAMINATION

Period Covered

The prior full scope association financial examination of Columbia Mutual was made as of
December 31, 2005, and was conducted by examiners from the State of Missouri representing
the Midwestern Zone of the National Association of Insurance Commissioners (NAIC), with no
other zones participating.

The current full scope association financial examination covered the period from January I,
2006, through December 31, 2009, and was conducted by examiners from the State of Missouri,
representing the Midwestern Zone of the NAIC, with no other zones participating.
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This examination was coordinated with the concurrent examination conducted by the Georgia
Department of Insurance of Georgia Casualty & Surety Company and the concurrent
examination conducted by the Nebraska Department of Insurance of Columbia National
Insurance Company. These two insurers are subsidiaries of Columbia Mutual.

This examination also included the material transactions and/or events occurring subsequent to
the examination date, which are noted in this report.

Procedures

This examination was conducted in accordance with the NAIC Financial Condition Examiners
Handbook, except where practices, procedures and applicable regulations of the Missouri
Department of Insurance, Financial Institutions and Professional Registration (DIFP) and statutes
of the State of Missouri prevailed. The Handbook requires that we plan and perform the
examination to evaluate the financial condition and identify prospective risks of the Company by
obtaining information about corporate governance, identifying and assessing inherent risks, and
evaluating the Company’s controls and procedures used to mitigate those risks. An examination
also includes assessing the principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation, management’s compliance with
Statutory Accounting Principles and annual statement instructions.

All accounts and activities of the Company were considered in accordance with the risk-focused
examination process. The key activities identified in our examination of CMIC were as follows:

e Investments ¢ Claims Handling e Related Party Transactions
e Premiums e Reserving e Reinsurance
¢ Underwriting

The examiners relied upon information supplied by the Company’s independent auditor, KPMG,
LLP, of Kansas City, Missouri, for its audit covering the period from January 1, 2009 through
December 31, 2009. Areas in which the testing and results from the CPA workpapers were
relied upon in our examination included internal controls, paid claims data, intercompany
pooling transactions, mortgage loan confirmations, bank confirmations, reinsurance recoverable
confirmations, and fraud assessment.

SUMMARY OF SIGNIFICANT FINDINGS

There were no material adverse findings, significant non-compliance issues, or material changes
to the financial statements noted during the examination.
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SUBSEQUENT EVENTS

A director, Steven A. Standridge, resigned from the Board of Directors on March 7, 2010, in
response to alleged misconduct from Mr. Standridge’s transactions involving the Arkansas
Insurance Department. The insurance agency owned by Mr. Standridge was the largest producer
of business for Columbia Mutual. Mr. Standridge’s producer license was permanently revoked
by the Arkansas Insurance Department in 2010 and his agency was sold to other insurance
agencies. The Company conducted an internal investigation and determined that there was no
misconduct involving CMIC’s transactions with Mr. Standridge or his agency. Most of the
Company’s policies written by his agency were transferred to other agencies.

COMPANY HISTORY

General

Columbia Mutual Insurance Company was incorporated and commenced business on June 3,
1940 and was originally named Missouri Farmers Mutual Hail Insurance Company. The name
was changed to Midland Mutual Insurance Company on February 12, 1971 and changed to
Columbia Mutual Casualty Insurance Company on March 12, 1981. The Company was the
surviving entity in a merger with Home Mutual Insurance Company of Boone County on July 8,
1981 and subsequently was converted to a mutual insurance company under Missouri law. The
Company was also the surviving entity in a merger with three affiliates, Columbia Mutual
Insurance Company, Farmers Mutual Hail Insurance Company of Missouri, and Midland
Farmers Mutual Insurance Company on December 1, 1989. The merged entity adopted the
current name of Columbia Mutual Insurance Company. An affiliate, Great Plains Mutual
Insurance Company, was merged into CMIC on August 1, 2001.

The Company operates as a mutual property and casualty insurer under the insurance laws of
Chapter 379 RSMo (Insurance Other Than Life). The Company and its subsidiaries collectively
operate under the brand name of Columbia Insurance Group (the Group).

Capital Stock

The Company was organized as a mutual entity and therefore, does not have any capital stock
ownership. The Company is owned 100% by its policyholders.
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Dividends and Capital Contributions

CMIC does not have any stockholders and therefore, no stockholder dividends. The Company’s
Bylaws allow for dividends to be paid to its policyholders. The Company has some participating

workers’ compensation policies that were paid dividends in the following amounts during the
examination period.

Year Amount
2006 $ 0
2007 39,376
2008 186,948
2009 246,057

The Company received dividends from its insurance subsidiaries during the examination period.
Dividends from Columbia National Insurance Company (through Columbia Insurance Group,
Inc.) were received in the amounts of $2.0 million in 2006, $2.5 million in 2007 and $1.0 million
in 2009. Georgia Casualty and Surety Company and Association Casualty Insurance Company
both paid a $1.0 million dividend to Columbia Mutual in 2009.

Mergers and Acquisitions

Columbia Mutual’s subsidiary, Patrons Insurance Company, was merged into another subsidiary,
Columbia National Insurance Company, on April 1, 2006. Another subsidiary, Independent
State Life Insurance Company, was sold to Puritan Financial Companies, Inc. on October 2,
2007 for a sales price of approximately $2 million.

On December 28, 2007, Columbia Mutual entered into a contract to purchase 100% of Georgia
Casualty & Surety Company (GCSC), Association Casualty Insurance Company (ACIC), and
Association Risk Management General Agency from Atlantic American Corporation. GCSC
and ACIC are property and casualty insurers that write only commercial lines of business,
primarily commercial multiple peril, worker’s compensation, and commercial auto liability. The
acquisition closed on March 31, 2008. ACIC’s former home office in Austin, Texas was
converted into a new branch office for Columbia Insurance Group. GCSC’s former home office
in Atlanta, Georgia was merged into the Group’s existing branch office in Atlanta.

CORPORATE RECORDS

The Company’s Articles of Association and Bylaws were reviewed. There were no amendments
to the Articles of Association during the examination period. The Bylaws were amended in
March 2008 to allow for the Board of Directors to appoint a Secretary and retain the services of
outside consultants and advisors. The Bylaws were amended in May 2008 to allow for the
Chairman to appoint committees, which previously had been authorized for the President only.
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The Bylaws were amended and fully restated in May 2009 with numerous changes, as follows:

e Separated the President and Chief Executive Officer positions from one individual to two
individuals
Designated the Chairman to be the lead independent director
Increased the number of directors allowed to serve up to a maximum of thirteen
Restricted employees serving on the Board to two individuals
Added new sections addressing meetings by conference call, director resignation

provisions, dividend reserves, signatures for checks and drafts, and authority for
executing contracts.

The minutes of the Board of Directors’ meetings, committee meetings, and the policyholder
meetings were reviewed for proper approval of corporate transactions. In general, the minutes

and written consents appear to properly reflect and approve the Company’s major transactions
and events for the period under examination.

MANAGEMENT AND CONTROL

Corporate Governance

The management of the Company is vested in a Board of Directors that are elected by the
policyholders. The Company’s Articles of Association and Bylaws specify that there shall be a
minimum of nine (9) and a maximum of thirteen (13) directors.

The Board of Directors appointed and serving, as of December 31, 2009, were as follows:

Name Principal Occupation and Business Affiliation

John S. Blakemore Retired, former Professor, Stephens College

Dale H. Creach Retired, former President, MFA Oil Company

Bernard J. Fechtel Owner and President, Fechtel Beverage & Sales, Inc.
Robert A. Gerding President, Gerding, Korte & Chitwood, CPAs

William E. Gusenius Attorney, Gusenius Law Firm

Betty J. Schuster Agent, Principal Financial Group

Steven A. Standridge* Owner and President, Steve Standridge Insurance Agency
Gary W. Thompson President and COO, Columbia Insurance Group

Robert J. Wagner Chairman and CEO, Columbia Insurance Group

* Resigned on March 7, 2010 and replaced by Jeffrey C. Greenwald, effective
September 1, 2010
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Committees

The Articles of Association and Bylaws do not require any committees, but the Bylaws allow for
committees to be appointed or authorized by the Board of Directors. The members appointed
and serving to the established committees, as of December 31, 2009, were as follows:

Governance/Nominating Committee Compensation Committee
Robert J. Wagner (Chair) Betty J. Schuster (Chair)
Dale H. Creach Bernard J. Fechtel

Robert A. Gerding Steven A. Standridge

Gary W. Thompson (non-voting) Gary W. Thompson

Finance Committee Audit Committee

Dale H. Creach (Chair) William E. Gusenius (Chair)
William E. Gusenius John S. Blakemore

Betty J. Schuster Bernard J. Fechtel

Gary W. Thompson Robert A. Gerding

A. Benjamin Galloway (non-voting) Roger D. Ballard (non-voting)

The Company also has several informal committees that are staffed by senior management. The
management committees are as follows: Executive Committee, Investment / Enterprise Risk
Management Committee, Business Development Committee, Claims Committee, Information
Technology Committee, and the Exceptional Service Committee. Each of these committees
provide reports to the Chief Executive Officer and any findings and issues are regularly reported
to the Board of Directors.

Officers

The officers elected by the Board of Directors and serving as of December 31, 2009, were as
follows:

Name Office

Robert J. Wagner Chairman of the Board and Chief Executive Officer
Gary W. Thompson President and Chief Operating Officer

Gina D. Boone Vice President, Secretary and General Counsel
Roger D. Ballard Senior Vice President, Treasurer and CFO

Roger D. Birdsong Senior Vice President — Columbia Branch Manager
A. Benjamin Galloway  Senior Vice President — Asset Management

Jon R. Erickson Vice President — Claims

James R. Beerman Vice President — Omaha Branch Manager

Dianne R. Morris Vice President — Austin Branch Manager

Robert K. O’Reilly, Jr.  Vice President — Atlanta Branch Manager

Dwight P. Tully Vice President — Salina Branch Manager

Stephen B. Lubbering Vice President — Human Resources

Rory Read Vice President — Information Technology

Dennis D. Roth Vice President — Enterprise Risk Management
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