DEPARTMENT OF IIJRANCE, FINANCIAL
INSTITUTIONS AND PROFESSIONAL REGISTRATION

P.O. Box 680, Jefferson City, Mo. 65102-0690

RE: Examination Report of Plaza Insurance Company
ORDER

After full consideration and review of the report of the financial examination of Plaza Insurance
Company for the period ended , 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 report. After my consideration and review of such report,
workpapers, and written submissions or rebuttals, the findings and conclusions of the
examination report are incorporated by reference and deemed to be my findings and conclusions
to accompany this order pursuant to section 374.205.3(4), RSMo.

Based on such findings and conclusions, 1 hereby ORDER, 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.

So ordered, signed and official seal affixed this 26" day of May, 2011.

Jo . Huff, Director -

Department of Insurance, Financial Institutions
and Professional Registration
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Kansas City, MO
April 26, 2011

Honorable Joseph Torti, I1I, Deputy Director and
Superintendent of Banking and Insurance

Rhode Island Department of Business Regulation

Chair, NAIC Financial Condition (E) Committee

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

Honorable John M. Huff, Director

Missouri Department of Insurance, Financial
Institutions and Professional Registration

301 West High Street, Room 530

Jefferson City, Missouri 65102

Gentlemen:

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

Plaza Insurance Company

hereinafter referred to as such, as Plaza, or as the Company. Its administrative office is located
at 700 West 47" Street, Suite 350, Kansas City, MO 64112, telephone number 816-412-1800.
The fieldwork for this examination began on December 6, 2010, and concluded on the above
date.
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SCOPE OF EXAMINATION

Period Covered

We have performed our full scope association financial examination of Plaza Insurance
Company. The last examination was completed as of December 31, 2006 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 zone participating. This
examination covers the period of January 1, 2007 through December 31, 2009. This examination
was conducted by examiners from the State of Missouri and was performed concurrently with
the examinations of the Company’s parent, Rockhill Insurance Company (Rockhill) by the
Arizona Department of Insurance (AZ DOI), and two affiliates, American Compensation
Insurance Company (ACIC) and Bloomington Compensation Insurance Company (BCIC), by
the Minnesota Department of Commerce (MN DOC), collectively referred to as the Rockhill
Group. The AZ DOI and the MN DOC both contracted with the accounting firm of RSM
McGladrey, Inc. for the examinations of their respective companies. The examination also
includes the material transactions and/or events occurring subsequent to the examination date
which are noted in this report.

Procedures

We conducted our examination in accordance with the NAIC Financial Condition Examiners
Handbook (Handbook) except where practices, procedures and applicable regulations of the
Missouri Department of Insurance, Financial Institutions and Professional Registration (the MO
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 the Company including corporate governance, inherent
risks within the Company, and system controls and procedures used to mitigate those risks. This
examination also included assessing the principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation and
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 approach. Key activities for Plaza included: Claims and Reserving, Investments,
Premiums and Underwriting, Related Party Transactions, Reinsurance, and Federal Income
Taxes.

Reliance Upon Others

The examination relied heavily upon information provided by the Company and its management.
Where the examiners have deemed appropriate, this information has been tested or verified with
external sources. The examiners also relied upon information supplied by the Company’s
independent auditor, Ernst & Young, LLP, of Kansas City, MO, for its audit covering the period
from January 1, 2009 through December 31, 2009. Information relied upon included fraud risk
analysis, tests of controls, and narrative descriptions of processes and controls.
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The examination also relied upon information provided by the AZ DOI and MN DOC in
conjunction with their examinations of Rockhill Insurance Company and the other companies
within the Rockhill Group. This information included, but was not limited to, assessment of
prospective risks, cash control testing, taxes control and substantive testing, underwriting control
testing, and reinsurance control and substantive testing.

SUMMARY OF SIGNIFICANT FINDINGS

Numerous occasions were noted where the Company was not in compliance with its
intercompany agreements. It was also noted that intercompany loans and services were

occurring between the Company and affiliates, which were not covered by intercompany
agreements,

SUBSEQUENT EVENTS

The Company, along with Rockhill, ACIC, and BCIC, entered into the State Automobile Mutual
Reinsurance Pooling Agreement effective January 1, 2011. Under the agreement, Plaza will
cede all net liabilities to State Automobile Mutual Insurance Company (State Auto Mutual).
Plaza’s participation percentage under the agreement shall be 0% and, in turn, Plaza shall receive
a ceding commission equal to acquisition expenses associated with the unearned premium
reserve. There were no other significant subsequent events noted from December 31, 2009
through the date of this report.

COMPANY HISTORY

General

The Company operates as a stock property and casualty insurer in Missouri under the insurance
laws of Chapter 379 RSMo (Insurance Other Than Life). Plaza Insurance Company was
originally organized on July 20, 1972 as a Georgia domestic property and casualty insurer known
as Integon Mortgage Guaranty Corporation. During 1991, the Company re-domiciled from
Georgia to Missouri, and changed its name to INGC National Insurance Company. The
Company was renamed to USA National Insurance Company on November 16, 1992 and again
to National Alliance Insurance Company (National Alliance) on March 31, 1993. As of May 15,
2002, the Company was 100% owned by Affinity Group Plans, Inc. (AGP), which was 100%
owned by Motors Insurance Corporation (MIC). MIC was ultimately owned by General Motors
Acceptance Corporation.

Effective July 2, 2007, Rockhill purchased the stock of AGP and AGP was merged with and into
National Alliance, with National Alliance being the surviving entity. National Alliance was
subsequently renamed Plaza Insurance Company. Plaza was ultimately controlled by HBK
Management LLC, which in turn was equally owned by five members. On September 21, 2007,
Rockhill Holding Company (Rockhill Holding), which wholly owns Rockhill and Plaza,
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acquired all outstanding shares of RTW, Inc (RTW). RTW wholly owns ACIC and BCIC.
Effective January 1, 2008, Rockhill, ACIC, BCIC, and Plaza entered into an Intercompany
Pooling Arrangement. See the Reinsurance Section of this report for more information regarding
the Intercompany Pooling Arrangement.

Effective February 9, 2009, State Automobile Mutual Insurance Company, an Ohio domiciled
insurer, completed the acquisition of 100% of Rockhill Holding. Upon completion of this
acquisition, State Auto Mutual became the ultimate controlling entity for Plaza Insurance
Company. State Auto Mutual owns 64% of State Auto Financial Corporation (State Auto
Financial) whose shares are traded on NASDAQ under the listing symbol STFC.

Capital Distributions and Contributions

A net capital distribution of $36,207,406 occurred in 2007 as part of the quasi-reorganization
adjustment to unassigned surplus in conjunction with the 2007 acquisition by Rockhill. The
quasi-reorganization adjustment was necessary to adjust surplus to the estimated acquisition

price. There was no impact on net income or surplus as regards to policyholders as a result of
this transaction.

A $642,368 capital contribution was made in 2009 related to reimbursements by Rockhill for
Plaza’s share of accelerated vesting expenses of the Rockhill Holding Restricted Stock Plan. No
other capital distributions or contributions were made during the examination period.

Dividends

An $11,000,000 extraordinary dividend was paid to Motors Insurance Corporation in 2007 prior
to the acquisition of Plaza by Rockhill, as approved by the MO DIFP. No dividends were paid
by Plaza since its acquisition in July 2007 through the end of the examination period.

Mergers and Acquisitions

As described above in the General Section of Company History, Rockhill purchased the stock of
AGP effective July 2, 2007 and AGP was merged with and into National Alliance, with National
Alliance being the surviving entity. National Alliance was subsequently renamed Plaza
Insurance Company. Plaza was ultimately controlled by HBK Management LLC, which in turn
was equally owned by five members. Effective February 9, 2009, State Auto Mutual completed
the acquisition of 100% of Rockhill Holding, which wholly owns Plaza.
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CORPORATE RECORDS

A review was made of the Articles of Incorporation and Bylaws for the examination period. The
Articles of Incorporation were amended and restated effective July 17, 2007, changing the name
of the Company to Plaza Insurance Company and updating its address. The Bylaws were
amended and restated effective July 2, 2007 to reflect the Company’s name and address change.

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

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

MANAGEMENT AND CONTROL

Board of Directors

The management of the Company is vested in a Board of Directors that is elected by the
shareholder. The Articles of Incorporation specify that the number of directors shall not be less
than nine (9) nor more than twenty-five (25). Unless otherwise noted, the titles noted for all
directors are those positions held by the officer within the State Automobile Mutual Insurance
Company. The Board of Directors elected and serving, as of December 31, 2009, was as
follows:

Name Address Title

Robert P. Restrepo, Jr. Columbus, OH Chairman, President & Chief Executive Officer
Chairman of the Board for the Rockhill Group

Terry L. Younghanz*  Kansas City, MO  President & Chief Executive Officer for the

Rockhill Group
Mark A. Blackburn Galena, OH Executive Vice President & Chief Operating
Officer
James A. Yano Columbus, OH Vice President, Secretary, & General Counsel
Steven E. English Dublin, OH Vice President and Chief Financial Officer
Clyde H. Fitch, Jr. Columbus, OH Senior Vice President and Chief Sales Officer
Paul J. Otte Westerville, OH  Executive Director, President Emeritus, Franklin
University
Jessica E. Buss Kansas City, MO  Chief Financial Officer, Chief Operating Officer,

& Treasurer of the Rockhill Group
Richard T. Parks** Leawood, KS President, Specialty Lines of the Rockhill Group

% Mr. Younghanz did not renew his employment agreement and will retire from all

positions effective February 2011.
e Plaza senior officer and director Richard Parks resigned from all positions late in 2010
and his positions are currently vacant.
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All but one member of the Board of Directors as indicated above are either Officers of Plaza or
State Auto Mutual, indicating a lack of independence in the Company’s governance. This is not
unusual given the ownership structure of the Company as a subsidiary within a major
corporation. To ascertain independence and prudent corporate governance standards, the
composition of the Board of Directors of State Auto Mutual was reviewed. State Auto Mutual's
Board is composed of twelve directors of which eight are reported as independent.

Senior Officers

The Bylaws state that the Board of Directors shall elect a Chairman of the Board, a President,
and a Chief Financial Officer annually. Additionally, the Bylaws indicate the officers of the
Company shall be those stated above plus a Treasurer and a Secretary, which may be appointed
by the President. The President may also appoint, subject to no objections from the Board, other
officers as required to conduct the business of the Company. The senior officers elected by the
Board of Directors and serving as of December 31, 2009, were as follows:

Name Address Title — Area of Responsibility

Terry L Younghanz Kansas City, MO Chief Executive Officer, President

Jerry Brumfield Lee’s Summit, MO  Secretary/General Counsel

Jessica E. Buss Kansas City, MO Chief Financial Officer, Chief Operating
Officer, & Treasurer

Thomas V. Warthen Stanley, KS Chief Actuary

Rodney J. Kirk Lee’s Summit, MO  Vice President, Director of Accounting

Richard T. Parks Leawood, KS President, Specialty Lines

Roland J. Hamik Blue Springs, MO Controller

Committees

Plaza’s Bylaws do not require committees. The full Board acts as the audit and investment
committees, with all transactions and information presented to the Board of Directors. Currently,
the Company has one active committee, which is the Internal Risk Committee. Management
indicates there is no set membership but attendance consists generally of 12 individuals within
the Rockhill Group organization. Per a review of the 2009 and 2010 minutes, the committee

primarily focuses on insurance reserving, pricing and underwriting risks by specific lines of
business.

The State Auto Mutual Audit Committee (SAM Audit Committee) effectively functions as the
Company’s independent audit committee through the selection of the auditor for the entire
organization and by review of the audit findings and final report from the external auditor. The
Company’s Board will subsequently review and approve the actions of the SAM Audit
Committee. The SAM Audit Committee is composed of four independent members of the State
Auto Mutual Board of Directors.




