VIRGINIA

ANNUAL STATEMENT

OF THE

HOW INSURANCE COMPANY,
A RISK RETENTION GROUP
IN RECEIVERSHIP

RICHMOND, VIRGINIA

TO THE

STATE CORPORATION
COMMISSION

OF THE

COMMONWEALTH OF VIRGINIA
THROUGH THE

COMMISSIONER OF INSURANCE

FOR THE YEAR ENDED
DECEMBER 31, 1998

PROPERTY AND CASUALTY

1998

8661



INDEX TO PROPERTY AND CASUALTY ANNUAL STATEMENT

Accident and Health Exhibit (SCH H)

Aggregate Statement and Market Values of Bonds and Preferred Stock
(SCH DM)

Analysis of Losses and Loss Expenses (SCH P)

Analysis of Non-Admitted Assets and Related Items (EX 1) ...

Assets (Admitted)

Assumed Reinsurance (SCH F, PT 1)

Bonds (SCH D, PT 1)

Bonds - Aggregate Statement and Market Values (SCHDM)

Bonds Quality & Maturity Distribution of All Bonds at Statement Values and by

Major Types of Issues and NAIC Designations (SCH D, PT 1A, SN1)

Bonds - Maturity Distribution of All Bonds at Statement Values by Major Type
and Subtype of Issues (SCH D, PT 1A, SN 2)

Capital and Surplus Account

Capital Gains and (Losses) on Investments (PT 1A)

Cash (SCHE, PT1)
Cash Flow

Ceded Reinsurance (SCH F, PT 3)

Collar, Swap and Forward Agreements (SCH DB, PT C)

Common Stock (SCH D, PT 2, SN 2)

Counterparty Exposure from Derivative Instruments (SCH DB, PT E)
Detailed Information of Losses and Loss Expenses (SCH P, PT 1)

Exhibit of Premiums and Losses - Business in the State of (Separate Page for B

Each State)

Exhibit of Premiums Written (allocated by state) (SCH T)

Exhibit 1 - Analysis of Non-Admitted Assets and Related Items

Exhibit 2 - Reconciliation of Ledger Assets

Expenses (PT 4)

Futures Contracts (SCH DB, PT D)

Five-Year Historical Data

General Interrogatories

History of Bulk and Incurred But Not Reported Reserves (SCH P, PT4)

History of Claims (Direct and Assumed): Closed with Loss Payments,
Outstanding and Reported (SCH P, PT 5)

History of Incurred Losses and Allocated Expenses (SCHP,PT2) .. ..

History of Loss Sensitive Contracts (SCH P, PT 7)

History of Paid Loss and Allocated Expense Payments (SCHP,PT3) ...
History of Premiums Earned: Direct and Assumed, and Ceded (SCH P, PT 6)
Holding Company Activities of Insurer Members(SCHY)

Interest, Dividends and Real Estate Income (PT 1)
Liabilities, Surplus and Other Funds

Losses Paid and Incurred (PT 3)

66

55
69
13

58
37
55

Mortgage Loans (SCH B)

Notes to Financial Statement

Options, Caps and Floors (SCH DB, PT A)

Options, Caps and Floors Written (SCH DB, PT B)

Organizational Chart (SCH Y, PT 1)

Other Long-Term Invested Assets (SCH BA)

Overflow Page for Write-Ins

Portfolio Reinsurance (SCH F, PT2)

Preferred Stock (SCH D, PT 2, SN 1)

Preferred Stock, Aggregate Statement and Market Values (SCHDM)

Premiums Earned (PT 2)

Premiums Written (PT 2B)

Real Estate (SCH A)

Recapitulation of All Premiums (Unearned Premiums) (PT2A)

Reconciliation of Ledger Assets (EX 2)

Reinsurance (SCH F)
Schedule P Interrogatories

Schedules:
A - Real Estate

B - Mortgage Loans

BA - Other Long-Term Invested Assets

D - Bonds and Stocks

DA - Short-Term Investments

DB - Derivative Instruments

DM - Aggregate Statement and Market Values of Bonds and Preferred Stock

E - Part 1 - Cash

E - Part 2 - Special Deposits

F - Reinsurance

H - Accident and Health Exhibit

P - Analysis of Losses and Loss Expenses

Y - Information Concerning Activities of Insurer Members of Holding Company128

T - Exhibit of Premiums Written Allocated by States and Territories ...

Short-Term Investments (SCH DA)

Special Deposits (SCH E, PT 2)

State Page

Statement of Income

Supplemental Exhibit and Schedule Interrogatories (on filing statusof)

Title Page and Jurat

Transactions With Any Affiliates (SCH Y, PT 2)
Underwriting and Investment Exhibit

Unpaid Losses and Loss Adjustment Expenses (PT 3A)

130



0!!04124619982!1!!1!4

PROPERTY AND CASUALTY COMPANIES—ASSOCIATION EDITION

ANNUAL STATEMENT

FOR THE YEAR ENDED DECEMBER 31, 1998
OF THE CONDITION AND AFFAIRS OF THE

HOW Insurance Company, A Risk Retention Group, In Receivership

NAIC Group Code 0000 NAIC Company Code 41246 Employer's ID Number 52-1208234
Organized under the Laws of the State of Virginia , using

as the Port of Entry, made to the

INSURANCE DEPARTMENT OF THE STATE OF Virginia
PURSUANT TO THE LAWS THEREOF

Incorporated 02/23/1981 Commenced Business 07/27/1981
Statutory Home Office 1300 E. Main Street s Richmond, VA 23219
(Street and Number) (City or Town, State and Zip Code)
Main Administrative Office 111 Congress Avenue, Suite 1850
(Street and Number)
Austin, TX 78701 512-404-6555
(City or Town, State and Zip Code) (Area Code) (Telephone Number)
Mail Address 111 Congress Avenue, Suite 1850 s Austin, TX 78701
(Street and Number or P.O. Box) (City or Town, State and Zip Code)
Primary Location of Books and Records 111 Congress Avenue, Suite 1850
(Street and Number)
Austin, TX 78701 512-404-6555
(City or Town, State and Zip Code) (Area Code) (Telephone Number)
Annual Statement Contact Mike R. Parker 512-404-6555
(Name) (Area Code) (Telephone Number) (Extension)

On Friday, October 14, 1994, in cause No. HE-1059-1, Styled Commonwealth of Virginia ex rel. State Corporation Commission and Steven T. Foster,
Commissioner of Insurance v. Home Warranty Corporation, Home Owners Warranty Corporation, and HOW Insurance Company, a Risk Retention Group,
the Circuit Court of the City of Richmond, Virginia, entered its FINAL ORDER APPOINTING RECEIVER FOR REHABILITATION OR LIQUIDATION (the
“Receivership Order") appointing the State Corporation Commission of the Commonwealth of Virginia (the "Commission”) permanent Receiver of HOW
Insurance Company ("HOWIC” or "the Company”), as well as its parent Home Warranty Corporation ("HWC") and its affiliate, Home Owners Warran
Corporation ("HOW") (collectively, "the Companies"). The Receivership Order also appoints Steven T. Foster, Commissioner of Insurance, Bureau o
Insurance, State Corporation Commission ot the Commonwealth of Virginia, as Deputy Receiver and Patrick Cantilo as Special Deputy Receiver of the
Companies. HOWIC remains in receivership and the Deputy Receiver continues to conduct the affairs of HOWIC and administers its operations pursuant
to the terms of the Receivership Order. On April 24, 1996, a "Second Order in Aid of Receivership” appointed Alfred W. Gross, Acting Commissioner of
Insurance, Bureau of Insurance, State Corporation Commission of the Commonwealth of Virginia (the “Bureau”) Acting Deputy Receiver of the Companies,
effective May 1, 1996. Mr. Gross has now been appointed Commissioner of Insurance of the Bureau and Deputy Receiver of the Companies.

AUTHORIZED REPRESENTATIVES

Mike R. Parker Christian Lundeen
State of T
........................ [=57¢: TS .
County of . ss:
........................ Travis.......ocovveeveereereerrerinns

Mike R. Parker, Authorized Representative  Christian Lundeen, Authorized Representative

of the HOW Insurance Company, A Risk Retention Group, In Receivership, being duly sworn, each deposes and says that they are the below described
authorized representatives of the said insurer, and that on the thirty-first day of December last, all of the herein described assets were the absolute
property of the said insurer, free and clear from any liens or claims thereon, except as herein stated, and that this Statement, together with related
exhibits, schedules and explanations therein contained, annexed or referred to is a full and true statement of all the assets and liabilities and of the
condition and affairs of the said insurer as of the reporting period stated above, and of its income and deductions therefrom for the period reported, and
have been completed in accordance with the NAIC annual statement instructions and accounting practices and procedures manuals except to the extent
that: (1) state law may differ; or, (2) that state rules or regulations require differences in reporting not related to accounting practices and procedures,
according to the best of their information, knowledge and belief, respectively.

Authorized Representative Authorized Representative
a. Is this an original filing? Yes [x JNo [ ]
Subscribed and sworn to befgre me this b. If no,
2%{“ day of W 1999 1. State the amendment number
! 2. Date filed

3. Number of pages attached

JENNIFER RAGAN

Notary Public, State of Texas ¥

My Commission Expires
NOV. 9, 2002




ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In
Receivership

ASSETS

Current Year

Prior Year

1
Ledger
Assets

2
Non-Ledger
Assets

3
Assets Not
Admitted

4
Net Admitted Assets
(Cols1+2-3)

5
Net Admitted
Assets

11.

12.
13.

14.

14A.
15.
16.

17.
18.
19.

20.
21.
22.

. Bonds (less$ 0

. Cash ($

. Other invested assets (Schedule BA)
. Receivable for securities

) liability
for asset transfers with put options, Schedule D,
Part 1)

119,000,014

. Stocks:

2.1 Preferred stocks (Schedule D, Part 2,
Section 1)

11,129

,,,,,,,,,,,,,,,,, 118,888,885

,,,,,,,,,,,,,,,,, 121,687,132

2.2 Common stocks (Schedule D, Part 2,
Section 2)

. Mortgage loans on real estate (Schedule B):

3.1 First liens

3.2 Other than first liens

. Real estate: (Schedule A):

4.1 Properties occupied by the company

(less¢ encumbrances)
4.2 Other properties

(less $ . encumbrances)
.(208,708) schedule E,
Part 1) and short-term investments

$ 11,145,246 Schedule DA, Part1)

,,,,,,,,,,,,,,,,,,, 10,936,538

10,936,538

,,,,,,,,,,,,,,,,,,,, 5,871,128

. Aggregate write-ins for invested assets
. Subtotals, cash and invested assets (Lines 1 t0 8)
. Agents' balances or uncollected premiums (net as

to commissions and dividends):

10.1 Premiums and agents' balances in course of
collection (after deducting ceded reinsurance

balances payable of ($ )

,,,,,,,,,,,,,,,,, 129,936,552

11,129

,,,,,,,,,,,,,,,,, 129,825,423

,,,,,,,,,,,,,,,,, 127,558,259

10.2 Premiums, agents' balances and installments
booked but deferred and not yet due (after
deducting ceded reinsurance balances payable
of

_-) (Including

__earned but unbilled

premiums)

10.3 Accrued retrospective premiums (after
deducting ceded reinsurance balances payable of

$ )

Funds held by or deposited with reinsured
companies

Bills receivable, taken for premiums

Reinsurance recoverables on loss and loss
adjustment expense payments (Schedule F, Part
3, Cols. 2 and 3)

4,594,715

Federal income tax recoverable and interest
thereon

Guaranty funds receivable or on deposit

1,017,397

4,594,715

1,017,397

[ ..4,581,879

,,,,,,,,,,,,,,,,,,,,, 1,017,397

Electronic data processing equipment

Interest, dividends and real estate income due and
accrued

Receivable from parent, subsidiaries and affiliates
Equities and deposits in pools and associations
Amounts receivable relating to uninsured accident

4,287,122

1,627,198

4,287,122

1,627,198
0

,,,,,,,,,,,,,,,,,,,,, 1,662,560

and health plans
Other assets nonadmitted (Exhibit 1)

Aggregate write-ins for other than invested assets
TOTALS (Lines 9 through 21)

638,517

3,550

634,967

634,120

140,474,303

1,627,198

4,401,801

137,699,700

135,454,215

0801.
0802.
0803.
0898.

0899.

DETAILS OF WRITE-INS
Due from Broker

Summary of remaining write-ins for Line 8 from
overflow page

Totals (Lines 0801 thru 0803 plus 0898) (Line 8
above)

2101.
2102.
2103.
2198.

2199.

Loss Reserve Prepayments

634,967

Miscel laneous Receivables

3,550

634,967

3,550

0

,,,,,,,,,,,,,,,,,,,,,,,, 634,120
0

0

0

Summary of remaining write-ins for Line 21 from
overflow page

Totals (Lines 2101 thru 2103 plus 2198) (Line 21
above)

638,517

3,550

634,967

634,120




ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In

Receivership

LIABILITIES, SURPLUS AND OTHER FUNDS

Current Year PriorzYear
1. Losses (Part 3A, Line 32, Column 5) 61,744,425 | 69,439,408
1A. Reinsurance payable on paid loss and loss adjustment expenses (Schedule F, Part 1, Column 2)
2. Loss adjustment expenses (Part 3A, Line 32, Column 6) 32,847,918 | .42, 041,382
3. Contingent commissions and other similar charges
4. Other expenses (excluding taxes, licenses and fees) 1,881,506 [ ] 1,432,759
5. Taxes, licenses and fees (excluding federal and foreign income taxes)
6. Federal and foreign income taxes (excluding deferred taxes)
7. Borrowed money
8. Interest, including $ on borrowed money
9. Unearned premiums (Part 2A, Line 34, Column 5)
(after deducting ceded reinsurance unearned premiums of $ . 7,618,000 ) 17,982,000 | 28,974,000
10. Dividends declared and unpaid:
a. Stockholders
b. Policyholders
11. Funds held by company under reinsurance treaties (Schedule F, Part 3, Column 14) 32,233,474 ( 30,562,127
12. Amounts withheld or retained by company for account of others
13. Remittances and items not allocated
14. Provision for reinsurance (Schedule F, Part 7) 1,126,200 | 1,207,800
15. Excess of statutory reserves over statement reserves (Schedule P Interrogatories)
16. Net adjustments in assets and liabilities due to foreign exchange rates
17. Drafts outstanding
18. Payable to parent, subsidiaries and affiliates
19. Payable for securities
20. Liability for amounts held under uninsured accident and health plans
21. Capital Notes $ . and interest thereon $
22. Aggregate write-ins for liabilities 22,578,382 18,971,976
23. Total liabilities (Lines 1 through 22) 170,393,905 192,629,451
24. Aggregate write-ins for special surplus funds
25A. Common capital stock 1,000,000 | .- 1,000,000
25B. Preferred capital stock
25C. Aggregate write-ins for other than special surplus funds
26A. Surplus Notes
26B. Gross paid in and contributed surplus 5,115,405 | ... 5,115,405

26C. Unassigned funds (surplus)

(38,809,609)

26D. Less treasury stock, at cost:

(L) shares common (value included in Line 25A $

,,,,,,,,,,,,,,,,, (63,290,640)

(2) shares preferred (value included in Line 25B $

27. Surplus as regards policyholders (Lines 24 to 26C, less 26D) (Page 4, Line 32)

(32,694,204)

,,,,,,,,,,,,,,,,, (57,175,235)

28.  TOTALS (Page 2, Line 22, Col. 4) 137,699,701 135,454,216
DETAILS OF WRITE-INS

2201. Loss payments - deferred, see footnote no. 6 15,958,078 | ... 10,418,563
2202. Indirect losses - 100%, see footnote no. 6 1,896,245
2203. Loss reserve prepayments, See footnote no. 7 1,580,142 | ... 1,582,173
2298. Summary of remaining write-ins for Line 22 from overflow page 5,040,162 | 5,074,995
2299. Totals (Lines 2201 thru 2203 plus 2298) (Line 22 above) 22,578,382 18,971,976
2401.
2402.
2403.

2498. Summary of remaining write-ins for Line 24 from overflow page

2499. Totals (Lines 2401 thru 2403 plus 2498) (Line 24 above)

25C01.

25C02.

25C03.

25C98. Summary of remaining write-ins for Line 25C from overflow page

25C99. Totals (Lines 25C01 thru 25C03 plus 25C98) (Line 25C above)




ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In

Receivership

UNDERWRITING AND INVESTMENT EXHIBITSTATEMENT OF INCOME
1 2

Current Year Prior Year
UNDERWRITING INCOME
1. Premiums earned (Part 2, Line 32, Column 4) 10,992,000 ... 13,866,000
DEDUCTIONS
2. Losses incurred (Part 3, Line 32, Column 7) (1,195,446) | .. 11,842,727
3. Loss expenses incurred (Part 4, Line 22, Column 1) (3,801,546) | - 8,733,414
4. Other underwriting expenses incurred (Part 4, Line 22, Column 2) 7,212,312 | 5,460,955
5. Aggregate write-ins for underwriting deductions 39,989
6.  Total underwriting deductions (Lines 2 through 5) 2,215,320 26,077,085
7. Net underwriting gain or (loss) (Line 1 minus Line 6) 8,776,680 | (12,211,085)
INVESTMENT INCOME
8. Net investment income earned (Part 1, Line 14) 5,978,684 | 6,636,076
9. Net realized capital gains or (losses) (Part 1A, Line 10) 348,198 (15,865)
9A. Net investment gain or (loss) (Lines 8 + 9) 6,326,882 . ... 6,620,211
OTHER INCOME
10. Net gain or (loss) from agents' or premium balances charged off (amount recovered $ amount
charged off $ )
11. Finance and service charges not included in premiums
12. Aggregate write-ins for miscellaneous income 9,400,277 3,042
13.  Total other income (Lines 10 through 12) 9,400,277 3,042
14. Net income before dividends to policyholders and before federal and foreign income taxes (Lines 7 + 9A + 13) 24,503,839 [ | (5,587,832)
14A. Dividends to policyholders (Exhibit 2, Line 16, Column 1 plus Page 3, Line 10b, Column 1 minus Column2)
14B. Netincome, after dividends to policyholders but before federal and foreign income taxes (Line 14 minus Line 14A) | 24,503,839 | - (5,587,832)
15. Federal and foreign income taxes incurred
16. Net income (Line 14B minus Line 15) (to Line 18) 24,503,839 (5,587,832)
CAPITAL AND SURPLUS ACCOUNT
17. Surplus as regards policyholders, December 31 prior year (Page 4, Line 32, Column 2) (57,175,236) (53,005, 157)
GAINS AND (LOSSES) IN SURPLUS
18. Net income (from Line 16) 24,503,839 |
19. Net unrealized capital gains or (losses) (Part 1A, Line 11) (107,153)|
20. Change in nonadmitted assets (Exhibit 1, Line 6, Col. 3) 2,743
21. Change in provision for reinsurance (Page 3, Line 14, Column 2 minus Column 1) 81,600
22. Change in foreign exchange adjustment
23. Change in excess of statutory reserves over statement reserves (Page 3, Line 15, Column 2 minus Column 1)
23A. Change in surplus notes
24. Capital changes:
a. Paid in (Exhibit 2, Line 6, Column 1)
b. Transferred from surplus (Stock Dividend)
c. Transferred to surplus
25. Surplus adjustments:
a. Paid in (Exhibit 2, Line 7, Column 1)
b. Transferred to capital (Stock Dividend)
c. Transferred from capital
26. Net remittances from or (to) Home Office (Exhibit 2, Line 4b minus Line 12b, Column 1)
27. Dividends to stockholders (cash)
28. Change in treasury stock (Page 3, Line 26D (1) and (2), Column 2 minus Column 1)
29. Extraordinary amounts of taxes for prior years 1,067,397
30. Aggregate write-ins for gains and losses in surplus
31. Change in surplus as regards policyholders for the year (Lines 18 through 30) 24,481,029 (4,170,079)
32. Surplus as regards policyholders, December 31 current year (Lines 17 plus Line 31) (Page 3, Line 27) (32,694,207) (57,175,236)
DETAILS OF WRITE-INS
0501. Increase in Approved Proofs of Claim 39,989
0502.
0503.
0598. Summary of remaining write-ins for Line 5 from overflow page
0599. Totals (Lines 0501 thru 0503 plus 0598) (Line 5 above) 39,989
1201. Miscellaneous income. 277 3,042
1202. Litigation Settlements 9,500,000 0
1203. Litigation Payments (100,000 0
1298. Summary of remaining write-ins for Line 12 from overflow page
1299. Totals (Lines 1201 thru 1203 plus 1298) (Line 12 above) 9,400,277 3,042
3001.
3002.
3003.
3098. Summary of remaining write-ins for Line 30 from overflow page
3099. Totals (Lines 3001 thru 3003 plus 3098) (Line 30 above)




ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In

Receivership

CASH FLOW

1 2
Current Year Prior Year
Cash from Operations
1. Premiums collected net of reinsurance
2. Loss and loss adjustment expenses paid (net of salvage and subrogation) 11,904,291 |~ 13,841,553
3. Underwriting expenses paid 6,769,468 [ 5,517,198
4. Other underwriting income (expenses) (39,989)
5. Cash from underwriting (Line 1 minus Line 2 minus Line 3 plus Line 4) (18,673,759) (19,398,740)
6. Net investment income 6,707,423 | ... 7,085,539
7. Other income (expenses):
7.1 Agents’ balances charged off
7.2 Net funds held under reinsurance treaties 1,671,347 | 1,665,351
7.3 Net amount withheld or retained for account of others
7.4 Aggregate write-ins for miscellaneous items 9,400,277 3,042
7.5 Total other income (Lines 7.1 to 7.4) 11,011,624 | - 1,668,393
8. Dividends to policyholders on direct business , less$ ... dividends on reinsurance assumed or
ceded (net)
9. Federal and foreign income taxes (paid) recovered 0 (420,497)
10. Net cash from operations (Line 5 plus Line 6 plus Line 7.5 minus Line 8 plus Line 9) (894, 712)( (11,065, 306)
Cash from Investments
11. Proceeds from investments sold, matured or repaid:
11.1 Bonds 53,952,382 [ 64,231,675
11.2 Stocks
11.3 Mortgage loans
11.4 Real estate
11.5 Other invested assets
11.6 Net gains or (losses) on cash and short-term investments 418
11.7 Miscellaneous proceeds
11.8 Total investment proceeds (Lines 11.1 to 11.7) 53,952,382 (64,232,093
12. Cost of investments acquired (long-term only):
12.1 Bonds 51,600,563 | 60,920,069
12.2 Stocks
12.3 Mortgage loans
12.4 Real estate
12.5 Other invested assets
12.6 Miscellaneous applications
12.7 Total investments acquired (Lines 12.1 to 12.6) 51,600,563 60,920,069
13. Net Cash from investments (Line 11.8 minus Line 12.7) 2,351,819 3,312,024
Cash from Financing and Miscellaneous Sources
14. Cash provided:
14.1 Surplus notes, capital and surplus paid in
14.2 Capitalnotes$ less amounts repaid $
14.3 Net transfers from affiliates
14.4 Borrowed funds received
14.5 Other cash provided 3,664,565 5,002,013
14.6 Total (Lines 14.1 to 14.5) 3,664,565 | 5,002,013
15. Cash applied:
15.1 Dividends to stockholders paid
15.2 Net transfers to affiliates
15.3 Borrowed funds repaid
15.4 Other applications 56,261 553,913
15.5 Total (Lines 15.1 to 15.4) 56,261 553,913
16. Net cash from financing and miscellaneous sources (Line 14.6 minus Line 15.5) 3,608,304 4,448,100
RECONCILIATION OF CASH AND SHORT-TERM INVESTMENTS
17. Net change in cash and short-term investments (Line 10, plus Line 13, plus Line 16) 5,085,411 (3,305,181)
18. Cash and short-term investments:
18.1 Beginning of year 5,871,121 | 9,176,308
18.2 End of year (Line 17 plus Line 18.1) 10,936,538 5,871,127
DETAILS OF WRITE-INS
07.401 Miscel [aneous [ncome 277 3,042
07.402 Litigation Settlements 9,500,000 | .0
07.403 Litigation Payments (100,000 0
07.498 Summary of remaining write-ins for Line 7.4 from overflow page
07.499 Totals (Lines 07.401 thru 07.403 plus 07.498) (Line 7.4 above) 9,400,277 3,042




ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In

Receivership

UNDERWRITING AND INVESTMENT EXHIBIT

PART 1 - INTEREST, DIVIDENDS AND REAL ESTATE INCOME

1 2 3 Paid in Advance Due and Accrued (h) 8
4 5 6 7 Earned During
Collected During Year Cols.3+5+6 -
Schedule Year Current Year Prior Year Current Year Prior Year 4-7
1 U.S. government bonds .| D@ | 2,044,345 238,668 399,588 1,883,425
1.1  Bonds exempt from U.S.tax ____________| D (a) 90,234 20,509 22,928 87,815
1.2 Other bonds (unaffiliated) __ D@ | 6,278,354 1,344,024 1,230,877 6,391,501
1.3  Bonds of affiliates D(a)
2.1 Preferred stocks (unaffiliated) ... D (b)
2.11 Preferred stocks of affiliates D (b)
2.2 Common stocks (unaffiliated) D
2.21 Common stocks of affiliates .| D
3. Mortgage loans B (c)
4. Real estate A (d)
5.1 Cash onhand and on deposit______________ E 68,429 68,429
5.2 Short-term investments ... DA (e) 177,015 23,997 9,167 191,845
6. Other invested assets . BA
7. Derivative instruments DB/DC (f)
8. Aggregate write-ins for investment income ... 58,478 58,478
9. TOTALS (9) 8,716,855 1,627,198 1,662,560 | (g) 8,681,493
DEDUCTIONS
10. Total investment expenses incurred (Part 4, Line 22, Col. 3) 2,702,809
10A. Interest expense (i)
11. Depreciation on real estate (for companies which depreciate annually on a formula basis)
12. Aggregate write-ins for deductions from investment income
13. Total deductions (Lines 10 to 12) 2,702,809
14. Net Investment Income Earned (Line 9 minus Line 13 - to Page 4, Line 8) 5,978,684
DETAILS OF WRITE-INS
0801. Miscellaneous investment income 58,478 0 0 58,478
0802.
0803.
0898. Summary of remaining write-ins for Line 8
from overflow page
0899. Totals (Lines 0801 thru 0803 plus 0898)
(Part 1, Line 8) 58,478 58,478
1201.
1202.
1203.
1298.  Summary of remaining write-ins for Line 12 from overflow page
1299. Totals (Lines 1201 thru 1203 plus 1298) (Part 1, Line 12)
(a) Includes $ accrual of discount less $ 1,108,936 amortization of premium.
(b) Includes $ accrual of discount less $ amortization of premium.
(c) Includes $ accrual of discountless$ amortization of premium.
(d) Includes $ for company’s occupancy of its own buildings.
(e) Includes $ accrual of discountless $ ... amortization of premium.
(f) Includes$ accrual of discountless $ .. amortization of premium.
(9) Includes asset transfers with put options accounted for as financing arrangements: $ column3,$ Column 8.
(h) Admitted items only. State basis of exclusions.
@) Includess interest on surplus notesand $ ... interest on capital notes.
PART 1A - CAPITAL GAINS AND (LOSSES) ON INVESTMENTS
1 2 3 4 5 6 7
Net Gain or (Loss)
from change in Total (Net of Cols.
Increases by Decreases by Difference Between 2to 6incl.)
Profit on Sales or Loss on Sales or | Adjustment in Book | Adjustment in Book | Book and Admitted (Cols.2-3+
Maturity Maturity Value Value Values 4-5+6)
1. U.S. government bonds 107,501 25,594 81,907
1.1  Bonds exempt from U.S. tax 127 9,163 (9,036)
1.2 Other bonds (unaffiliated) 310,843 35,516 (107,153) 168,174
1.3 Bonds of affiliates
2.1  Preferred stocks (unaffiliated)
2.11 Preferred stocks of affiliates
2.2 Common stocks (unaffiliated)
2.21  Common stocks of affiliates
3. Mortgage loans
4. Real estate a)
5.1 Cash on hand and on deposit
5.2 Short-term investments
6. Other invested assets
7. Derivative instruments
8. Aggregate write-ins for capital gains and (losses) ...
9. TOTALS 418,471 70,273 (107,153) 241,045
(Distribution of Line 9, Col. 7)
10. Net realized capital gains or (losses) (Page 4, Line 9) (Col. 2-3, Line 9) 348,198
11. Net unrealized capital gains or (losses) (Page 4, Line 19) (Col. 4 -5 + 6, Line 9) (107,153)
DETAILS OF WRITE-INS
0801.
0802.
0803.
0898. Summary of remaining write-ins for Line 8 from overflow page
0899. Totals (Lines 0801 thru 0803 plus 0898) (Part 1A, Line 8)

(a) Excluding $

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, depreciation on real estate included in Part 1, Line 11.




ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In

Receivership

UNDERWRITING AND INVESTMENT EXHIBIT

PART 2 - PREMIUMS EARNED

1

Net Premiums

2
Unearned Premiums
Dec. 31 Prior Year -

3
Unearned Premiums
Dec. 31 Current

4

Premiums Earned

Written per per Col. 3, Last Year's| Year - per Col. 5 During Year
Lines of Business Column 4, Part 2B Part 2 Part 2A (Cols.1+2-3)
1. Fire
2. Allied lines
3. Farmowners multiple peril
4. Homeowners multiple peril
5. Commercial multiple peril
6. Mortgage guaranty
8. Ocean marine
9. Inland marine
10. Financial guaranty
111 Medical malpractice - occurrence
11.2 Medical malpractice - claims-made
12. Earthquake
13. Group accident and health
14. Credit accident and health (group and individual)
15. Other accident and health
16. Workers' compensation
17.1 Other liability - occurrence
17.2 Other liability - claims-made
18.1 Products liability - occurrence 28,974,000 |- 17,982,000 | 10,992,000
18.2 Products liability - claims-made
19.1,19.2 Private passenger auto liability
19.3,19.4 Commercial auto liability
21. Auto physical damage
22. Aircraft (all perils)
23. Fidelity
24. Surety
26. Burglary and theft
27. Boiler and machinery
28. Credit
29. International
30A. Reinsurance - Nonproportional Assumed Property
30B. Reinsurance - Nonproportional Assumed Liability
30C. Reinsurance - Nonproportional Assumed Financial Lines
31 Aggregate write-ins for other lines of business
32. TOTALS 28,974,000 17,982,000 10,992,000
DETAILS OF WRITE-INS
3101.
3102.
3103.
3198. Summary of remaining write-ins for Line 31 from overflow page
3199. Totals (Lines 3101 thru 3103 plus 3198) (Line 31 above)




ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In
Receivership

UNDERWRITING AND INVESTMENT EXHIBIT

PART 2A - RECAPITULATION OF ALL PREMIUMS

(a) Gross premiums (less reinsurance) and unearned premiums on all unexpired risks and reserve for
return premiums under rate credit or retrospective rating plans based upon experience, viz:

1

Amount Unearned
(Running One Year or
Less from Date of

2

Amount Unearned
(Running More Than
One Year from Date

3

Advance Premiums

4
Reserve for Rate
Credits and
Retrospective

Adjustments Based

Total Reserve for
Unearned Premiums

above)

Line of Business Palicy) (b) of Policy) (b) 100% on Experience Cols.1+2+3+4
1. Fire
2. Allied lines
3. Farmowners multiple peril
4. Homeowners multiple peril
5. Commercial multiple peril
6. Mortgage guaranty
8. Ocean marine
9. Inland marine
10. Financial guaranty
111 Medical malpractice - occurrence
11.2 Medical malpractice - claims-made
12. Earthquake
13. Group accident and health (c)
14. Credit accident and health (group and individual)
15. Other accident and health (c)
16. Workers' compensation
17.1 Other liability - occurrence
17.2 Other liability - claims-made
18.1 Products liability - occurrence 17,982,000 17,982,000
18.2 Products liability - claims-made
19.1,19.2 Private passenger auto liability
19.3,19.4 Commercial auto liability
21. Auto physical damage
22. Aircraft (all perils)
23. Fidelity
24. Surety
26. Burglary and theft
27. Boiler and machinery
28. Credit
29. International
30A. Reinsurance - Nonproportional Assumed Property .
30B. Reinsurance - Nonproportional Assumed Liability -
30C. Reinsurance - Nonproportional Assumed Financial
Lines
31. Aggregate write-ins for other lines of business
32. TOTALS 17,982,000 17,982,000
33. Accrued retrospective premiums based on experience
34. Balance (Line 32 plus Line 33) 17,982,000
DETAILS OF WRITE-INS
3101.
3102.
3103.
3198. Summary of remaining write-ins for Line 31 from
overflow page
3199. Totals (Lines 3101 thru 3103 plus 3198) (Line 31

(a) By gross premiums is meant the aggregate of all the premiums written in the policies or renewals in force.
Are they so returned in this statement? No [
(b) State here basis of computation used in each case .

(c) Including $

Yes [ ]

]

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, reserved for deferred maternity and other similar benefits.




ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In
Receivership

UNDERWRITING AND INVESTMENT EXHIBIT

PART 2B - PREMIUMS WRITTEN

Gross Premiums (Less Return Premiums), Including Policy and Membership Fees Written and Renewed During Year

1 3 4
Reinsurance Assumed Reinsurance Ceded
a b a b Net Premiums
Direct From From To To \Written Cols. 1 + 2a +
Line of Business Business (a) Affiliates Non-Affiliates Affiliates Non-Affiliates 2b-3a-3b
1. Fire
2. Allied lines
3. Farmowners multiple peril
4. Homeowners multiple peril
5. Commercial multiple peril
6. Mortgage guaranty
8. Ocean marine
9. Inland marine
10. Financial guaranty
11.1 Medical malpractice -
occurrence
11.2 Medical malpractice -
claims-made
12. Earthquake
13. Group accident and health
14. Credit accident and health
(group and individual) |
15. Other accident and health
16. Workers' compensation ______.
17.1 Other liability - occurrence
17.2 Other liability - claims-made
18.1 Products liability -
occurrence
18.2 Products liability - claims-
made
19.1,19.2 Private passenger auto
liability
19.3,19.4 Commercial auto liability
21. Auto physical damage
22. Aircraft (all perils)
23. Fidelity
24. Surety
26. Burglary and theft
27. Boiler and machinery
28. Credit
29. International
30A. Reinsurance -
Nonproportional Assumed
Property XXX
30B. Reinsurance -
Nonproportional Assumed
Liability XXX
30C. Reinsurance -
Nonproportional Assumed
Financial Lines XXX
31. Aggregate write-ins for
other
lines of business
32. TOTALS
DETAILS OF WRITE-INS
3101.
3102.
3103.
3198. Summary of remaining
write-
ins for Line 31 from
overflow page
3199. Totals (Lines 3101 thru
3103
plus 3198) (Line 31
above)
(a) Does the company’s direct premiums written include premiums recorded on an installment basis?  Yes [ ] No [ ]

If yes: 1. The amount of such installment premiums $

2. Amount at which such installment premiums would have been reported had they been reported on an annualized basis $
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ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In Receivership

UNDERWRITING AND INVESTMENT EXHIBIT

PART 3 - LOSSES PAID AND INCURRED

Losses Paid Less Salvage

2

Reinsurance

3

Reinsurance

Net Payments

Net Losses Unpaid
Current Year

Net Losses Unpaid

Losses Incurred
Current Year

8
Percentage of Losses
Incurred (Col. 7, Part

3)
to Premiums Earned

Line of Business Direct Business Assumed Recovered (Cols. 1+2-3) (Part 3A, Col. 5) Previous Year (Cols. 4 +5 - 6) (Col. 4, Part 2)
1. Fire
2. Allied lines
3. Farmowners multiple peril
4. Homeowners multiple peril
5. Commercial multiple peril
6. Mortgage guaranty
8. Ocean marine
9. Inland marine
10. Financial guaranty
111 Medical malpractice - occurrence
11.2 Medical malpractice - claims-made
12. Earthquake
13. Group accident and health
14. Credit accident and health (group and individual)
15. Other accident and health
16. Workers' compensation
17.1 Other liability - occurrence
17.2 Other liability - claims-made
18.1 Products liability - occurrence 7,476,917 977,380 6,499,537 61,744,425 | ... 69,439,408 [ ... | (1 ) 195,446) rrrrrrrrrrrrrrrrrrrrrrrrrrrr (10 9)
18.2 Products liability - claims-made
19.1,19.2 Private passenger auto liability
19.3,19.4 Commercial auto liability
21. Auto physical damage
22. Aircraft (all perils)
23. Fidelity
24. Surety
26. Burglary and theft
27. Boiler and machinery
28. Credit
29. International
30A. Reinsurance - Nonproportional Assumed Property XXX
30B. Reinsurance - Nonproportional Assumed Liability XXX
30C. Reinsurance - Nonproportional Assumed Financial Lines XXX
31. Aggregate write-ins for other lines of business
32. TOTALS 7,476,917 977,380 6,499,537 61,744,425 69,439,408 (1,195,446) (10.9)
DETAILS OF WRITE-INS
3101.
3102.
3103.
3198. Summary of remaining write-ins for Line 31 from overflow page
3199. Totals (Lines 3101 thru 3103 plus 3198) (Line 31 above)




1T

ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In Receivership

UNDERWRITING AND INVESTMENT EXHIBIT

PART 3A - UNPAID LOSSES AND LOSS ADJUSTMENT EXPENSES

1 2 3 4 5 6
Adjusted or in Process of Adjustment Incurred But Not Reported
a b Deduct Reinsurance a b c
Recoverable from Net Losses Excl.
Authorized and Incurred But Not Net Losses Unpaid Loss
Reinsurance Unauthorized Reported Reinsurance Reinsurance Unpaid (Cols. 3 + Adjustment
Line of Business Direct Assumed Companies (Cols. la+1b-2) Direct Assumed Ceded 4a + 4b - 4c) Expenses
1 Fire
2 Allied lines
3 Farmowners multiple peril
4. Homeowners multiple peril
5. Commercial multiple peril
6 Mortgage guaranty
8 Ocean marine
9 Inland marine
10. Financial guaranty
111 Medical malpractice - occurrence
11.2 Medical malpractice - claims-made
12. Earthquake
13. Group accident and health (a)
14. Credit accident and health (group and individual)
15. Other accident and health (a)
16. Workers' compensation
17.1 Other liability - occurrence
17.2 Other liability - claims-made
18.1 Products liability - occurrence 7,974,031 2,857,606 5,116,425 80,621,000 23,993,000
18.2 Products liability - claims-made
19.1,19.2 Private passenger auto liability
19.3,19.4 Commercial auto liability
21. Auto physical damage
22. Aircraft (all perils)
23. Fidelity
24, Surety
26. Burglary and theft
27. Boiler and machinery
28. Credit
29. International
30A. Reinsurance - Nonproportional Assumed Property XXX XXX
30B. Reinsurance - Nonproportional Assumed Liability XXX XXX
30C. Reinsurance - Nonproportional Assumed Financial Lines XXX XXX
31. Aggregate write-ins for other lines of business
32. TOTALS 7,974,031 2,857,606 5,116,425 80,621,000 23,993,000 61,744,425 32,847,918
DETAILS OF WRITE-INS
3101.
3102.
3103.
3198. Summary of remaining write-ins for Line 31 from overflow page
3199. Totals (Lines 3101 thru 3103 plus 3198) (Line 31 above)

(a) Including $

for present value of life indemnity claims and $

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, reserved for deferred maternity and other similar benefits.




ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In
Receivership

UNDERWRITING AND INVESTMENT EXHIBIT

PART 4

- EXPENSES

1
Loss Adjustment
Expenses

2
Other Underwriting
Expenses

3
Investment
Expenses

4

Total

. Claim adjustment services:

. Commission and brokerage:

. Allowances to managers and agents

. Advertising

. Surveys and underwriting reports

. Audit of assureds' records

© N o O A W

. Salary and related items:

. Employee relations and welfare
10.
11.
12.
13.
14.
15.
16.
17.

17A.
18.

19.
20.
20A.
21.
22.
23.
24.
25.

26.

27.

a. Direct

(2,764,870

b. Reinsurance assumed

)

(2,764,870)

c. Reinsurance ceded

831,877

831,877

d. Net claim adjustment service (a + b - c)

(3,596,747

a. Direct excluding contingent

)

(3,596,747)

b. Reinsurance assumed excluding contingent

c. Reinsurance ceded excluding contingent

d. Contingent-direct

e. Contingent-reinsurance assumed

f. Contingent-reinsurance ceded

g. Policy and membership fees

h. Net commission and brokerage (a+b-c+d+e-f+g)

Boards, bureaus and associations

a. Salaries

b. Payroll taxes

Insurance

Directors' fees

Travel and travel items

Rent and rent items

Equipment

Printing and stationery

Postage, telephone and telegraph, exchange and express

Legal and auditing

7,212,312

7,212,312

Totals (Lines 3 to 17)
Taxes, licenses and fees:
a. State and local insurance taxes deducting guaranty association credits
of $

7,212,312

7,212,312

b. Insurance department licenses and fees

c. Gross guaranty association assessments

d. All other (excluding federal and foreign income and real estate)

e. Total taxes, licenses and fees (a + b + ¢ + d)

Real estate expenses

Real estate taxes

Reimbursements by uninsured accident and health plans

Aggregate write-ins for miscellaneous expenses

(204,799

) 0

2,702,809

2,498,010

Total expenses incurred

(3,801,546

Less unpaid expenses - current year

32,847,918

Add unpaid expenses - prior year

42,041,382

Amounts receivable relating to uninsured accident and health plans, prior
year

) 7,212,312
,,,,,,,,,,,,,,,,,,,,, 1,835,903
,,,,,,,,,,,,,,,,,,,,, 1,393,059

,,,,,,,,,,,,,,,,,,,, 2,702,809
45,603

,,,,,,,,,,,, 6,113,575
34,729,424

39,700

43,474,141

Amounts receivable relating to uninsured accident and health plans,
current

year

TOTAL EXPENSES PAID (Lines 22 - 23 + 24 - 25 + 26)

5,391,918

6,769,468

2,696,906

14,858,292

2101.
2102.
2103.
2198.
2199.

DETAILS OF WRITE-INS
Excess of Decrease in ULAE Reserves Over ULAE Expenses

Investment Interest Expense

(204,799

)

(204,799)

2,504,918

Investment Management Expense

197,891

Summary of remaining write-ins for Line 21 from overflow page

,,,,,,,,,,,,,,,,,,,, 2,504,918
,,,,,,,,,,,,,,,,,,,,,,,, 197,891
0

Totals (Lines 2101 thru 2103 plus 2198) (Line 21 above)

(204,799

) 0

2,702,809

2,498,010

(a) Includes management fees of $

paid to affiliates and $

12

0 paid to non-affiliates.




ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In

Receivership

EXHIBIT 1 - ANALYSIS OF NONADMITTED ASSETS AND RELATED

ITEMS

End of1Current Eni of ChangeSfor Year
Year Prior Year (Increase) Decrease
1. Summary of Items Page 2, Lines 10 to 15 and 17 to 19, Column 3 4,287,122 (. 4289865 . 2,743
2. Other Assets:
2.1 Bills receivable not taken for premiums
2.2 Furniture, equipment and supplies
2.3 Loans on personal security, endorsed or not
3. Total (Lines 2.1 to 2.3) (Page 2, Line 20, Column 3)
4. Aggregate write-ins for other than invested assets (Page 2, Line 21, Column 3) 3,550 3,550 0
5. Aggregate write-ins for related items
6. Total (Line 1 plus Lines 3 to 5) 4,290,672 4,293,415 2,743
DETAILS OF WRITE-INS
0401. Miscel laneous Receivables 3,550 3,550 0
0402. 0 0
0403. 0 0
0498. Summary of remaining write-ins for Line 4 from overflow page
0499. Totals (Lines 0401 thru 0403 plus 0498) (Line 4 above) 3,550 3,550 0
0501. Loans on company’s stock
0502.
0503.
0598. Summary of remaining write-ins for Line 5 from overflow page

0599.

Totals (Lines 0501 thru 0503 plus 0598) (Line 5 above)

13




ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In

Receivership

EXHIBIT 2 - RECONCILIATION OF LEDGER ASSETS

Current Year PriorzYear
INCREASE IN LEDGER ASSETS
1. Net premiums written (Part 2, Line 32, Col. 1)
2. Interest, dividends and real estate income received (Part 1, Line 9, Col. 3) 8,716,855 [ 9,280,099
3. From sale or maturity of ledger assets (Part 1A, Line 9, Col. 2) M8, 471 [ 238,632
4. Other income items or increases, viz:
a. Agents' balances previously charged off
b. Remittances from home office to U.S. branch (gross)
c. Funds held under reinsurance treaties (net) 1,671,347
d. Borrowed money (gross)
e. Amounts withheld or retained for account of others (net)
f. Aggregate write-ins for increases in ledger assets 13,143,547 | 4,759,837
5. Adjustment in book value of ledger assets (Part 1A, Line 9, Col. 4)
6. Capital paid in (Page 4, Line 24a)
7. Surplus paid in (Page 4, Line 25a)
7A. Surplus notes (Page 4, Line 23A)
8. Total (Lines 1 to 7A) 23,950,220 14,278,568
DECREASE IN LEDGER ASSETS
9. Net losses paid (Part 3, Line 32, Col. 4) 6,499,537 | 5,762,909
10. Expenses paid (Part 4, Line 27, Col. 4) 14,858,292 ... 16,601,173
10A. Interest expense (Part 1, Line 10A)
11. From sale or maturity of ledger assets (Part 1A, Line 9, Col. 3) 70,273 254,497
11A. Surplus notes (Page 4, Line 23A)
12. Other disbursement items or decreases, viz:
a. Agents' balances charged off
b. Remittances to home office from U.S. branch (gross)
c. Funds held under reinsurance treaties (net)
d. Borrowed money (gross)
e. Amounts withheld or retained for account of others (net)
f. Aggregate write-ins for decreases in ledger assets 136,864 | 311,053
13. Adjustment in book value of ledger assets (Part 1A, Line 9, Col. 5) and depreciation (Part 1, Line 11)
14. Federal and foreign income taxes paid (1,067,397)
15. Dividends paid stockholders
16. Dividends to policyholders on direct business, less$ ... dividends on reinsurance assumed or
ceded (net)
17.  Total (Lines 9 to 16) 21,564,965 21,862,235
RECONCILIATION BETWEEN YEARS
18. Amount of ledger assets as per balance December 31 of previous year 138,089,047 | 145,672,714
19. Increase or (decrease) in ledger assets during the year (Line 8 minus Line 17) 2,385,254 (7,583,667)
20.  Balance = ledger assets December 31 of current year 140,474,301 138,089,047
DETAILS OF WRITE-INS
04f01. Miscel laneous Income 277 3,042
04f02. Loss Payments Deferred 3,643,270 ... 3,038,322
04f03. Increase in Ledger Liabilities 18,123
04f98. Summary of remaining write-ins for Line 4f from overflow page 9,500,000 [ 1 1,700,350
04f99. Totals (Lines 04f01 thru 04f03 plus 04f98) (Line 4f above) 13,143,547 4,759,837
12f01. Decrease in Loss Reserve Prepayments 2,031 311,053
12f02. Decrease in Ledger Liabilities 13,747 0
12f03. Litigation Payments 100004 0
12f98. Summary of remaining write-ins for Line 12f from overflow page 21,086
12f99. Totals (Lines 12f01 thru 1203 plus 12f98) (Line 12f above) 136,864 311,053

14
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NAIC Group Code 0000
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ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In Receivership

EXHIBIT OF PREMIUMS AND LOSSES (Statutory Page 14 Data)
BUSINESS IN THE STATE OF ...........

DURING THE YEAR 1998

NAIC Company Code 41246

Gross Premiums, Including Policy
and

Membership Fees, Less Return 4 5 6 7 8 9 10 11 12 13
Premiums and Premiums on Policies
not
Taken Dividends Paid Direct Direct
2 3 or Credited to Unearned Losses Paid Direct Allocated | Direct Allocated | Direct Allocated Commissions
Direct Premiums | Direct Premiums | Policyholders on Premium (deducting Direct Losses Direct Losses | Loss Adjustment | Loss Adjustment | Loss Adjustment | and Brokerage | Taxes, Licenses
Line of Business Written Earned Direct Business Reserves salvage) Incurred Unpaid Expense Paid |Expense Incurred | Expense Unpaid Expenses and Fees

1. Fire
2.1 Allied lines

2.2 Multiple peril crop
2.3 Federal flood

3. Farmowners multiple peril

4. Homeowners multiple peril

5.1 Commercial multiple peril (non-liability portion)

5.2 Commercial multiple peril (liability portion)

6. Mortgage guaranty

8. Ocean marine

9. Inland marine

10. Financial guaranty

11. Medical malpractice

12. Earthquake

13. Group accident and health

14. Credit A & H (group and individual)

15.1 Collectively renewable A & H

15.2 Non-cancellable A & H

15.3 Guaranteed renewable A & H
15.4 Non-renewable for stated reasons only

15.5 Other accident only

15.6 All other A & H

15.7 Federal employees health benefits program premium

16. Workers' compensation

17. Other liability
18. Products liability

19.1 Private passenger auto no-fault (personal injury protection)

19.2 Other private passenger auto liability
19.3 Commercial auto no-fault (personal injury protection)

19.4 Other commercial auto liability

21.1 Private passenger auto physical damage
21.2 Commercial auto physical damage

22. Aircraft (all perils)

23. Fidelity
24. Surety

26. Burglary and theft

27. Boiler and machinery
28. Credit

31. Aggregate write-ins for other lines of business

32. TOTALS (a)

DETAILS OF WRITE-INS
3101.

3102.

3103.

3198.
3199.

Summary of remaining write-ins for Line 31 from overflow page ..
Totals (Lines 3101 thru 3103 plus 3198)(Line 31 above)

(a) Finance and service charges notincluded in Line1t032$ .
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NAIC Group Code 0000

BUSINESS IN THE STATE OF Consolidated

6 0 0 0 4 1 2 4 6 1 9 9 8 4 3 0 9 9 0 0 O

ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In Receivership

EXHIBIT OF PREMIUMS AND LOSSES (Statutory Page 14 Data)
DURING THE YEAR 1998

NAIC Company Code 41246

Gross Premiums, Including Policy
and

Membership Fees, Less Return 4 5 6 7 8 9 10 11 12 13
Premiums and Premiums on Policies
not
Taken Dividends Paid Direct Direct
2 3 or Credited to Unearned Losses Paid Direct Allocated | Direct Allocated | Direct Allocated Commissions
Direct Premiums | Direct Premiums | Policyholders on Premium (deducting Direct Losses Direct Losses | Loss Adjustment | Loss Adjustment | Loss Adjustment | and Brokerage | Taxes, Licenses
Line of Business Written Earned Direct Business Reserves salvage) Incurred Unpaid Expense Paid |Expense Incurred | Expense Unpaid Expenses and Fees

1. Fire
2.1 Allied lines

2.2 Multiple peril crop
2.3 Federal flood

3. Farmowners multiple peril

4. Homeowners multiple peril

5.1 Commercial multiple peril (non-liability portion)

5.2 Commercial multiple peril (liability portion)

6. Mortgage guaranty

8. Ocean marine

9. Inland marine

10. Financial guaranty

11. Medical malpractice

12. Earthquake

13. Group accident and health

14. Credit A & H (group and individual)

15.1 Collectively renewable A & H

15.2 Non-cancellable A & H

15.3 Guaranteed renewable A & H
15.4 Non-renewable for stated reasons only

15.5 Other accident only

15.6 All other A & H

15.7 Federal employees health benefits program premium

16. Workers' compensation

17. Other liability
18. Products liability

19.1 Private passenger auto no-fault (personal injury protection)

19.2 Other private passenger auto liability
19.3 Commercial auto no-fault (personal injury protection)

19.4 Other commercial auto liability

21.1 Private passenger auto physical damage
21.2 Commercial auto physical damage

22. Aircraft (all perils)

23. Fidelity
24. Surety

26. Burglary and theft

27. Boiler and machinery
28. Credit

31. Aggregate write-ins for other lines of business

32. TOTALS (a)

DETAILS OF WRITE-INS
3101.

3102.

3103.

3198.
3199.

Summary of remaining write-ins for Line 31 from overflow page ..
Totals (Lines 3101 thru 3103 plus 3198)(Line 31 above)

(a) Finance and service charges notincluded in Line1t032$ .




ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In

Receivership

GENERAL INTERROGATORIES

1. (a) Does the company issue both participating and non-participating policies? Yes [ ] No[X]
(b) If yes, state the amount of calendar year net premiums written on:
(i) Participating policies: $
(i) Non-participating policies: $
2. For Mutual Companies and Reciprocal Exchanges Only:
(a) Does company issue assessable policies? Yes [ ] No[ ]
(b) Does company issue non-assessable policies? Yes [ ] No[ ]
(c) If assessable policies are issued, what is the extent of the contingent liability of the policyholders? %
(d) Total amount of assessments laid or ordered to be laid during the year on deposit notes or contingent premiums? $
3. For Reciprocal Exchanges Only:
(a) Does the Exchange appoint local agents? Yes [ ] No[ ]
(b) If yes, is the commission paid:
(i) out of Attorney's-in-fact compensation? Yes [ ] No [ [ NA[ ]
(ii) as a direct expense of the Exchange? Yes [ ] No [ ] NA [ ]
(c) What expenses of the Exchange are not paid out of the compensation of the Attorney-in-fact?
(d) Has any Attorney-in-fact compensation, contingent on fulfillment of certain conditions, been deferred? Yes [ ] No[ ]
(e) If yes, give full information
4. CAPITAL STOCK OF THIS COMPANY
1 2 3 4 5 6 7
Number of Shares Number of Shares Par Value Redemption Price If Is Dividend Are Dividends
Class Authorized Outstanding Per Share Callable Rate Limited? Cumulative?
Preferred 0 0 0.000 0 Yes [ ] N[ ] Yes [ ] No[ ]
Common 50,000 50,000 20.000 XXX XXX XXX XXX XXX
5. (a) Does the company own any securities of a real estate holding company or otherwise hold real estate indirectly? Yes [ ] No[X]
(b) If yes, (i) explain
(ii) Name of real estate holding company
(iii) Number of parcels involved?
(iv) Total book value $
6. (a) Is the company a member of an Insurance Holding Company System consisting of two or more affiliated persons, one or more of which
is an insurer? Yes [X] No[ ]
(b) If yes, did the company register and file with its domiciliary State Insurance Commissioner, Director, or Superintendent, or with such
regulatory official of the State of Domicile of the principal insurer in the Holding Company System, a registration statement providing
disclosure substantially similar to the standards adopted by the National Association of Insurance Commissioners in its Model Holding
Company System Regulatory Act and model regulations pertaining thereto, or is the company subject to standards and disclosure
requirements substantially similar to those required by such Act and regulations? Yes [X] No [ ] NA [ ]
(c) State regulating VA
7. (a) Does any foreign (non-United States) person or entity directly or indirectly control 10% or more of the company? Yes [ ] No[X]
(b) If yes, (i) state the percentage of foreign control: %
(ii) State the nationality(s) of the foreign person(s) or entity(s) or (iii) Identify the type of entity(s) (e.g., individual, corporation or
if the company is a mutual or reciprocal, the nationality of its government, manager or attorney in fact).
manager or attorney in fact; and
8. (a) Total amount loaned during the year:
(i) to directors or other officers $ 0
(i) to stockholders not officers $ 0
(b) Total amount of loans outstanding at end of year:
(i) to directors or other officers $ 0
(i) to stockholders not officers $ 0
9. (a) Did any person while an officer, director or trustee of the company receive directly or indirectly, during the period covered by this
statement, any commission on the business transactions of the company? Yes [ ] No[X]
(b) Did any person while an officer, director, trustee or employee receive directly or indirectly, during the period covered by this statement,
any compensation in addition to their regular compensation on account of the reinsurance transactions of the company? Yes [ ] No[X]
(c) Has this company an established procedure for disclosure to its board of directors or trustees of any material interest or affiliation on
the part of its officers, directors, trustees, or responsible employees which is in or is likely to conflict with the official duties of such
person? Yes [ X] No[ ]
(d) Except for retirement plans generally applicable to its staff employees and agents and contracts with its agents for the payment of
commissions, has the company any agreement with a person whereby it agrees that for any service rendered or to be rendered, they
shall receive directly or indirectly any salary, compensation or emolument that will extend beyond a period of 12 months from the date of
the agreement? Yes [ ] No[X]
10. What amount of installment notes is owned and now held by the company? $ 0
11. (a) Have any of these notes been hypothecated, sold or used in any manner as security for money loaned within the past year? Yes [ ] No[X]
(b) If yes, what amount? $
12. (a) Largest net aggregate amount insured in any one risk (excluding workers’ compensation):

(b) Does any reinsurance contract considered in the calculation of this amount include an aggregate limit of recovery without also including
a reinstatement provision? Yes [ ] No[X]

(c) State the number of reinsurance contracts (excluding individual facultative risk certificates, but including facultative programs,
automatic facilities or facultative obligatory contracts) considered in the calculation of this amount.
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13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

Receivership

GENERAL INTERROGATORIES (continued)

(a) What provision has this company made to protect itself from an excessive loss in the event of a catastrophe under a workers’
compensation contract issued without limit of loss?

(b) Describe the method used to estimate this company’s probable maximum insurance loss, and identify the type of insured exposures
comprising that probable maximum loss, the locations of concentrations of those exposures and the external resources (such as
consulting firms or computer software models), if any, used in the estimation process. What provision has this company made (such as
a catastrophic reinsurance program) to protect itself from an excessive loss arising from the types and concentrations of insured
exposures comprising its probable maximum property insurance loss?

(a) Has this company guaranteed any financed premium accounts? Yes [ ] No[X]
(b) If yes, give full information

(a) Has this company reinsured any risk with any other company under a quota share reinsurance contract which includes a provision

which would limit the reinsurer's losses below the stated quota share percentage (e.g., a deductible, a loss ratio corridor, a loss ratio

cap, an aggregate limit or any similar provision)? Yes [X] No[ ]
(b) If yes, indicate the number of reinsurance contracts containing such provisions: 1

(a) Has this company reinsured any risk with any other company and agreed to release such company from liability, in whole or in part,
from any loss that may occur on the risk, or portion thereof, reinsured? Yes [ ] No[X]
(b) If yes, give full information

If the company has assumed risks from another company, there should be charged on account of such reinsurances a reserve equal to
that which the original company would have been required to charge had it retained the risks. Has this been done? Yes [ ] No [ ] NA [X]
(a) Has this company guaranteed policies issued by any other company and now in force? Yes [ ] No[X]

(b) If yes, give full information

(a) Were all stocks, bonds and other securities owned December 31 of current year, over which the company has exclusive control in the
actual possession of the company on said date, except as shown by the Schedule E-Part 2-Special Deposits? Yes [X] No[ ]
(b) If no, give full and complete information relating thereto:

(a) Were any of the stocks, bonds or other assets of the company owned at December 31 of the current year not exclusively under the

control of the company, except as shown on the Schedule E-Part 2-Special Deposits; or has the company sold or transferred any assets

subject to a put option contract that is currently in force? (Exclude securities subject to Interrogatory 21). Yes [ ] No[X]
(b) If yes, state the amount thereof at December 31 of the current year:

() loaned to others $ 0
(ii) subject to repurchase agreements $ 0
(iii) subject to reverse repurchase agreements $ 0
(iv) subject to dollar repurchase agreements $ 0
(v) subject to reverse dollar repurchase agreements $ 0
(vi) pledged as collateral $ 0
(vii) placed under option agreements $ 0
(viii) letter stock or other securities restricted as to sale $ 0
(ix) other $ 0

(c) For each category above, if any of these assets are held by others, identify by whom held.

0] (vi)

(ii) (vii)

(iii) (viii)

(v) (ix)

(v)
(d) For categories (b)(i) and (iii) above, and for any other securities that were made available for use by another person during the year
covered by this statement, attach a schedule as shown in the instructions to the annual statement.
(e) For category (b)(vii) above, do any of the option agreements involve asset transfers with put options? Yes [ ] No [ ] NA [X]
If yes, disclose in the Notes to Financial Statements the information specified in the instructions to the annual statement.

Were any of the assets reported in this statement subject to a contractual obligation to transfer to another party without the liability for
such obligation being reported in this statement? Yes [ ] No[X]
If yes, state the amount thereof at December 31 of the current year:

(i) Rented from others $
(i) Borrowed from others $
(iii) Leased from others $
(iv) Other $
Disclose in Notes to Financial Statements the nature of each of these obligations.
(a) State as of what date the latest financial examination of the company was made or is being made. 12/31/1990
(b) State the as of date of the latest financial examination report that is available from either the state of domicile or the company. This
date should be the date of the examined balance sheet and not the date the report was completed or released. 12/31/1990
(c) State as of what date the latest financial examination report became available to other states or the public form either the state of
domicile or the company. This is the release date or completion date of the examination report and not the date of the examination
(balance sheet date). 03/12/1992
(d) By what departments?
Virginia

(a) Has any change been made during the year of this statement in the charter, by-laws, articles of incorporation, or deed of settlement of

the company? Yes [ ] No[X]
(b)If yes, date of change:

If not previously filed, furnish herewith a certified copy of the instrument as amended.

(a) Has any direct new business been solicited or written in any state where the company was not licensed? Yes [ ] No[X]
(b) If yes, explain

Is the purchase or sale of all investments of the company passed upon either by the board of directors or a subordinate committee

thereof? Yes [X] No[ ]
Does the company keep a complete permanent record of the proceedings of its board of directors and all subordinate committees thereof? Yes [X] No[ ]
Have the instructions for completing the blank required by this department been followed in every detail? Yes [X] No[ ]
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Receivership

GENERAL INTERROGATORIES (continued)

(ONLY UNITED STATES BRANCHES OF FOREIGN COMPANIES NEED ANSWER INTERROGATORIES 28 AND 29)

28. What changes have been made during the year in the United States manager or the United States trustees of the company?

29. Does this statement contain all business transacted for the company through its United States branch, on risks wherever located?

30. (a) During the period covered by this statement, did any agent, general agent, broker, sales representative, non-affiliated sales/service
organization or any combination thereof under common control (other than salaried employees of the company) receive credit or
commissions for or control a substantial part (more than 20 percent of any major line of business measured on direct premiums) of:

(i) sales of new business?
(i) renewals?

(b) During the period covered by this statement, did any sales/service organization owned in whole or in part by the company or an
affiliate, receive credit or commissions for or control a substantial part (more than 20 percent of any major line of business measured on
direct premiums) of:

(i) sales of new business?
(i) renewals?

31. (a) If the company recorded accrued retrospective premiums on insurance contracts on Line 10.3 of the assets schedule, Page 2, state
the amount of corresponding liabilities recorded for:

Yes

Yes
Yes

Yes
Yes

No [ ]
No [ X ]
No [ X ]
No [ X ]
No [ X ]

(i) unpaid losses: $

(i) unpaid underwriting expenses (including loss adjustment expenses): $
(b) Of the amount on Line 10.3 of the assets schedule, Page 2, state the amount which is secured by letters of credit, collateral and

other funds. $

(c) If the company underwrites commercial insurance risks, such as workers’ compensation, are premium or promissory notes accepted
from its insureds covering unpaid premiums and/or unpaid losses?

(d) If yes, provide the range of interest rates charged under such notes during the period covered by this statement:
(i) From:

Yes [ ] No [X] NA [ ]

%

(i) To:

%

(e) Are letters of credit or collateral and other funds received from insureds being utilized by the company to secure premium or
promissory notes taken by the company, or to secure any of the company'’s reported direct unpaid loss reserves , including unpaid
losses under deductible features of commercial policies?

(f) If yes, state the amount thereof at December 31 of the current year:

() Letters of credit:
(li) Collateral and other funds:

32. What interest, direct or indirect, has the company in the capital stock of any other insurance company?
None

33. (a) Does the company have any direct Medicare Supplement Insurance in force?
(b) If yes, indicate premium earned on U.S. business only. $

(c) What portion of Item (b) is not reported on the Medicare Supplement Insurance Experience Exhibit? $

Reason for excluding

(d) Indicate amount of earned premium attributable to Canadian and/or Other Alien not included in ltem (b) above. $

(e) Indicate total incurred claims on all Medicare Supplement insurance. $

34. (a) Was the company’s prior year's annual statement amended?
(b) If yes, furnish the following information regarding the last amendment to the prior year’s annual statement filed with the company’s
state of domicile:
(i) Amendment number

Yes

[

]

No [ X ]

(i) Date of amendment

35. What is the name, address and affiliation (officer/employee of the company or actuary/consultant associated with a(n) actuarial consulting
firm) of the individual providing the statement of actuarial opinion?
Theodore J. Zubulake, FCAS, MAAA
William M. Mercer, Inc.
Two World Trade Center 54th Floor, New York, NY 10048

36. What is the name and address of the independent certified public accountant or accounting firm retained to conduct the annual audit?
PricelWaterhouseCoopers LLP
1100 Louisiana Street, Suite 4100, Houston, TX 77002

37. (a) Has the Company been a party to a merger or consolidation during the period covered by this statement?
(b) If yes, provide name of company, NAIC Company Code, and state of domicile (use two letter state abbreviation) for any company that
has ceased to exist as a result of the merger or consolidation.

Name of Company NAIC Company Code | State of Domicile
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38.

39.

40.

41.

42.

Receivership

GENERAL INTERROGATORIES (continued)

(a) Has this company had any Certificates of Authority, licenses or registrations (including corporate registration, if applicable) suspended

or revoked by any governmental entity during the reporting period? (You need not report an action, either formal or informal, if a

confidentiality clause is part of the agreement.) Yes [ ] No[X]
(b) If yes, give full information
(a) Does this statement include payments for assessments as described in the Annual Statement Instructions other than guaranty fund or

guaranty association assessments? Yes [ ] No[X]
(b) If answer is yes,

(I) amount paid as losses or risk adjustment: $

(i) amount paid as expenses: $

(i) other amounts paid: $
(a) Amount of payments to Trade Associations, Service Organizations and Statistical or Rating Bureaus, if any? $ 0
(b) List the name of the organization and the amount paid if any such payment represented 25% or more of the total payments to Trade

Associations, Service Organizations or Rating Bureaus during the period covered by this statement.

Name of Organization Amount Paid

(@) Amount of payments for legal expenses, if any? $ 7,483,649
(b) List the name of the firm and the amount paid if any such payment represented 25% or more of the total payments for legal expenses

during the period covered by this statement.

Name of Firm Amount Paid

Cantilo, Maisel & Hubbard, L.L.P. 5,488,777
(a) Amount of payments for expenditures in connection with matters before legislative bodies, officers or departments of government, if

any? $ 0

(b) List the name of the firm and the amount paid if any such payment represented 25% or more of the total payment expenditures in
connection with matters before legislative bodies, officers or departments of government during the period covered by this statement.

Name of Firm Amount Paid
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NOTES TO FINANCIAL STATEMENTS

Basis of Presentation

The accompanying financial statements of HOW Insurance Company, A Risk Retention Group, in Receivership
(the "Company"), have been prepared in conformity with accounting practices prescribed or permitted by the
National Association of Insurance Commissioners and the Bureau of Insurance (the “Bureau”), State Corporation
Commission (the “Commission”) of the Commonwealth of Virginia, including full adoption of the reporting
requirement adopted by the NAIC in September 1995 for "Unearned Premium - Single or Fixed Premium Policies
with Coverage Periods in Excess of Thirteen Months".

Receivership

On October 14, 1994, in Cause No. HE-1059-1, styled Commonwealth of Virginia, ex rel. State Corporation

Commission and Steven T. Foster, Commissioner of Insurance v. Home Warranty Corporation, Home Owners

Warranty Corporation, and HOW Insurance Company, a Risk Retention Group, the Circuit Court for the City of
Richmond, Virginia, entered its FINAL ORDER APPOINTING RECEIVER FOR REHABILITATION OR

LIQUIDATION (the "Receivership Order") appointing the Commission permanent Receiver of the Company, as
well as its parent, Home Warranty Corporation ("HWC"), and its affiliate, Home Owners Warranty Corporation
("HOW") (collectively, "the Companies"). The Receivership Order also appointed Steven T. Foster,
Commissioner of Insurance of the Bureau, as Deputy Receiver and Patrick H. Cantilo as Special Deputy Receiver
of the Companies. In May of 1996, Alfred W. Gross was appointed Commissioner of Insurance of the Bureau and
Deputy Receiver of the Company.

The liabilities of the Company will be paid subject to the payment priority scheme authorized by Virginia law.
This financial statement has been prepared in conformity with the format adopted by the Bureau, and therefore, this
financial statement does not segregate the Company's liabilities by order of payment priority. In this connection,
certain liabilities listed in this financial statement may never be paid if the Company has insufficient assets available
to satisfy these claims.

The Receivership Order directed the Receiver, Deputy Receiver and the Special Deputy Receiver to take control
and possession of all of the Companies' property and affairs. The Deputy Receiver takes the place of the Board of
Directors for the purpose of answering the various "General Interrogatories". Also, the "General Interrogatories”
have been answered to the best of the Deputy Receiver's and his Authorized Representatives' knowledge and may
be subject to change. Information for periods prior to October 7, 1994, is presented as previously reported to the
Bureau by the Company or as presented in the books and records of the Company. The Deputy Receiver is
continuing to investigate the accuracy of this information. The Deputy Receiver is analyzing and investigating
various aspects of, and procedures related to, the Company's affairs and operations before October 7, 1994, and
this analysis and investigation may lead the Deputy Receiver to change data and other information presented in this
financial statement.

On March 12, 1996, and May 2, 1996, the Company entered into administrative service arrangements (the "Service
Agreements") with third-party companies for the administration of certain specified aspects of the Company's
operations and affairs. The Service Agreements enabled the Company to close its administrative office in Irving,
Texas, on April 30, 1996, at which time it terminated most of its employees. The remaining employees of the
Company were terminated in July of 1996.

Investments
Bonds are stated at amortized cost using the scientific method.

The Company's investment guidelines provide as follows: (a) 65% or more of its assets may be invested in
fixed-income securities rated NAIC 1, (b) up to 25% of its assets may be invested in fixed-income securities rated
NAIC 2, and (c) no more than 10% of its assets may be invested in securities rated NAIC 3. The Company may
not invest in equities or fixed-income securities rated NAIC 4 or lower without the approval of the Deputy
Receiver.

Reserves

The Deputy Receiver's staff investigated the method by which the Company established incurred but not reported
("IBNR") reserves. The Company's management reported IBNR reserves based on claims reported in the 15 days
subsequent to year end. The Deputy Receiver's staff determined from its reviews that the more appropriate period
to measure IBNR claims was approximately 650 days. This change was reflected at December 31, 1994. Historical
losses were reported by the Company on a report year rather than a manifestation year basis. The receivership
staff continues to review the historical loss information of the Company. The Deputy Receiver has allocated IBNR
reserves to the receivership year because the Company did not previously record data which would reasonably
permit such allocation by year with sufficient reliability.
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Debt
The Company has no outstanding debt obligations to third parties.
Claims Payments

On November 29, 1994, the Deputy Receiver issued his First Directive (the "Directive") which authorized initial
payments of 40% on approved direct claims for the cost of repairing defects to a home which are covered by the
Company's Warranty, less any applicable deductible. The unpaid portion of the approved direct claims are
reflected as "Loss payments - deferred" in the liabilities. The same Directive imposed a moratorium on the
payment of "indirect claims" under the Company's warranty, which include, but are not limited to, amounts owed
for extra-contractual obligations, non-economic damages, consequential damages, and litigation costs and attorneys'
fees.

A second directive dated January 23, 1996, increased the direct claim payment rate to 50%. The Company began
paying direct claims at the 50% rate in February of 1996.

A third directive dated December 28, 1998, increased the direct claim payment rate to 60% and directed that the
following indirect claims be reclassified as direct claims: (i) claims approved by the Deputy Receiver for damages
determined to be extra contractual obligations of the Company, non-economic damages, consequential damages,
litigation costs or attorneys’ fees incurred by a home owner or member builder in asserting a claim against the
Company before receivership; and (ii) claims approved by the Deputy Receiver for litigation costs and attorneys’
fees incurred by a member builder in an action brought against the member builder to recover under the Major
Structural Defect Insurance coverage provided by the Company. The Company began paying claims at the 60%
rate in January of 1999.

The Deputy Receiver has entered into claims handling agreements with certain builders in which such builders
settle the direct claims of their customers.

Under the terms of the Receivership Appeal Procedure, claimants are permitted two levels of appeal for denied
claims. The first level of appeal is to the Deputy Receiver. The second level of appeal is to the Commission if
such claim appeal is denied by the Deputy Receiver. As of December 31, 1998, approximately 925 appeals and
157 Petitions for Review have been filed with the Deputy Receiver and Commission, respectively, since the
inception of the receivership proceeding. The majority of these appeals involve claims by home owners for the
following: (a) Major Structural Defect coverages for claims arising in the third through the tenth year after the
home's construction; and (b) Builder's Limited Warranty/Builder Default coverage for defect claims arising during
the first two years after the home's construction.

In regard to the appeal and petition information and statistics referenced by the preceding paragraph, there have
been approximately 869 home owner and 145 builder appeals and petitions submitted to the Deputy Receiver or the
Commission. The remaining appeals and petitions involve 37 claims from vendors and local councils, 9 claims for
attorney fees, 8 claims from former employees of HOW and 14 claims from former members of the Company’s
Board of Directors and others. Generally, builder appeals involve disputes with respect to determinations of
responsibility for making certain home repairs under the Builder's Limited Warranty. Further, builder appeals
include, but are not limited to, claims for the refund of loss reserve prepayments, capital contributions, and
enrollment fees. The appeals from claimants, other than home owners, generally involve fees for goods and
services provided to the Company prior to the inception of the receivership proceedings.

Loss Prepayments

Pursuant to certain agreements between the Company and certain Member Builders, participating Member Builders
are liable for specified payments which they may be required to prepay in the form of cash, Certificates of Deposit
(CD's), or Letters of Credit (LOC's). Prepayments were made by builders and held by the Company as follows:
(a) cash payments were deposited in the general operating account of the Company; (b) CD's received were issued
in the Company's name; and (c) LOC's named the Company as the beneficiary. The Company held LOC's in the
amount of $3,244,766 and a collateralized security interest of $114,651 at December 31, 1998. Cash prepayments
and CD’s were $1,580,142 at December 31, 1998, and this amount is included in the Company's financials as of
that date.

Related Party Transactions

Before they were placed in receivership, the Companies and their affiliates operated under previously adopted
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10.

11.

protocols and agreements for the allocation of revenues and expenses among themselves. The Deputy Receiver has
not found adequate documentation for at least some of these protocols and agreements and is continuing to review
the Companies' records in an effort to ascertain the most appropriate manner in which revenues and expenses
should be allocated. Beginning January 1, 1995, the Deputy Receiver has provisionally concentrated revenues and
expenses at the Company, both operationally and for purposes of its financial reports. This allocation may change
once the Deputy Receiver concludes his review of the Companies' records.

Leases

While the Company is not a direct party to any lease obligations, rent payments may be made by the Company.
The office space in Arlington, Virginia, was reduced in December 1994 to a partial floor (13,971 square feet),
which was vacated on September 30, 1995. The landlord of this lease space has requested that a lump sum
payment, in an amount to be determined, be made to the landlord in satisfaction of its alleged loss of approximately
$3,500,000 arising from the early termination of this lease. The Deputy Receiver has established a $500,000
liability for this matter based on his best estimate of the Company's exposure under this lease. Based upon future
events, circumstances, and undetermined factors, this liability may or may not be required and a material reduction
or increase of this reserve may be appropriate.

HOW operated an office facility and a warehouse storage facility in Irving, Texas, pursuant to lease arrangements
which expired in calendar year 1996. In July of 1996, the Company executed a lease for approximately 6,000
square feet of warehouse space located in Dallas, Texas. The lease provides the warehouse space over a five-year
period at a monthly base rent of approximately $2,375.00 per month.

Regulatory Status

The Company was engaged in the business of administering and insuring a home builder warranty protection plan
for new homes known as the Home Owners Warranty Program (the "HOW Program"). Before receivership, the
HOW Program was available in all jurisdictions (other than Alaska) and the District of Columbia. During the
course of receivership, a number of these states have placed restrictions on the Company's authority to write new
insurance business. The Deputy Receiver imposed a moratorium on the issuance of new insurance business at the
inception of the receivership. The moratorium for new insurance business remains in effect.

Litigation
The following is a description of certain litigation or claims filed by or against the Company:
A. Fire Retardant Treated ("FRT") Plywood Roof Sheathing Litigation

In 1977, the New Jersey legislature passed the New Home Warranty and Builders Registration Act (the
"Registration Act") which established a state funded and sponsored builder warranty program largely
modeled upon the pre-existing HOW Program. For private warranty plans, the legislation established an
approval process which required each such plan to submit an application for continued approval to operate
within New Jersey every two years. Since the Company pre-existed this legislation, the HOW Program
was "grandfathered" for its initial approval in 1977 and obtained re-approval from New Jersey upon
reapplication until 1989.

During the 1980's, certain New Jersey home owners began to complain that the roofs of their townhomes
and multi-family dwellings were deteriorating. The home owners alleged that fire retardant treated
plywood roof sheathing ("FRT plywood"), which was treated with chemicals designed to make the wood
char at temperatures much less than the temperature at which wood burns so as to prevent the spread of
fire across roof lines, was defective because the wood was deteriorating at temperatures far lower than it
was designed. The Company's warranty document specifically provides that roof sheathing is a non-
structural component that is separate and distinct from the structural roof system which consists generally
of tresses, braces and framing. As such, the roof sheathing was considered to be a first year warranty
item and not a ten year structural item.

The State of New Jersey decided to assure prompt relief to these home owners by agreeing to cover FRT
plywood claims under the "Major Construction” or "Structural" defect portions of its warranty coverage
(as defined in the statute). To do so, it expanded its traditional definition of structural elements to include
plywood roof sheathing in spite of prior limitations respecting coverage for that element.

Similarly, the New Jersey Department of Community Affairs (the "DCA"), which is charged with
administering and enforcing the Registration Act, opined that the Registration Act required such coverage
and that any private warranty company that refused to provide ten year coverage for FRT plywood would
have its authorization to conduct business in New Jersey revoked. In May of 1990, the DCA formally
notified the Company that its application for renewal as an approved private warranty program in New
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Jersey was denied due to its position on coverage of FRT plywood roof sheathing. The DCA then
established a fund for FRT plywood related claims to reimburse participating plans for the cost of repairs
in exchange for an assignment of rights by the plans to the DCA of any rights to go against the
manufacturers of these products and other responsible parties for contribution and/or indemnity. The
Company elected not to participate voluntarily in New Jersey's suggested remedy.

"

New Jersey's position was that roof sheathing was "intended" to be covered for ten years as a structural
component since the outset of the state plan in 1977. The Registration Act, which mandates that private
warranty plans must offer warranty coverage equivalent to the state's plan, requires that coverage
deviating from the state plan automatically conform to its provisions.

The Company offered to provide supplemental FRT plywood coverage going forward but would not agree
to an expanded coverage on enrolled units applied retroactively. The DCA was not agreeable to this
approach but allowed the Company to continue to operate in a state of suspended approval while its
administrative action was pending.

On April 26, 1990, New Jersey Senator Paterniti introduced S. 2602 (the "Paterniti Amendment"), which
was signed into law on July 11, 1991, as L. 1991, C.202. This bill essentially codified the remedies
proposed by New Jersey for defects in residential structures built using FRT plywood. The remediation
system provides for payments by the new home warranty fund to those who demonstrate either actual
damage to the sheathing or that inevitable premature failure would occur within the first ten years of
residence. It also provides for the subrogation of claims that residents, builders and warrantors might have
against manufacturers and other responsible parties.

The Paterniti Amendment also asserts a retroactive application based upon the rationale that it was merely
a clarification of the intent of the original Registration Act. The DCA's position was that this
"clarification" function was a legitimate foundation and justification for the proposed retroactive
application and effectively mandated the Company's participation in the program to its inception in 1977.

The above described events resulted in litigation in two forums. First, the Company and some of its
corporate affiliates were sued by home owner associations to replace roofs that contained allegedly
defective roof sheathing. At the time of receivership, the Company was a co-defendant in approximately
fifty-seven (57) such home owners' suits involving over 50,000 roofs. While the home owner associations
in many of these lawsuits have entered into settlement agreements with other co-defendants, invariably, the
settling parties have assigned any rights they have against the Company and its affiliates to the DCA. This
litigation has been stayed since September of 1991 in all cases except for two home owner association
suits.

During 1995 the DCA intervened in the home owner lawsuits and moved to have all FRT plywood claims
involving non-settling parties transferred and consolidated into the case encaptioned as, The Commons at
Kingswood Station, C. A. v. Orleans Construction Company, et al. All cases involving non-settling
parties were consolidated into The Commons at Kingswood Station, C.A. suit. In this suit, the DCA
asserted its right to recover payments made by it on behalf of non-settling defendants in the original action.
The Companies were severed from this case.

The Deputy Receiver believes that there are meritorious defenses to the FRT plywood claims. This
financial statement does not address the extent of the Company's liability, if any, for FRT plywood
litigation and related claims.

B. Peterson v. Mission Viejo Company v. Home Owners Warranty Corporation and HOW Insurance
Company, Case No. 92-CV-568, in the District Court of Douglas County, Colorado; Monahan v. Mission
Viejo Company v. Home Owners Warranty Corporation and HOW Insurance Company, Civil Action No.
94-K-256, in the United States District Court for the District of Colorado; Tao v. Mission Viejo Company
v. Home Owners Warranty Corporation and HOW Insurance Company, Civil Action No. 94-K-257, in the
United States District Court for the District of Colorado; Anthony, Guerrasio, Fenimore, Nielsen and
Miller v. Mission Viejo Company v. Home Owners Warranty Corporation and HOW Insurance Company,
Civil Action No. 94-K-934, in the United States District Court for the District of Colorado; Solano v.
Mission Viejo Company v. Home Owners Warranty Corporation and HOW Insurance Company, Civil
Action No. 94-K-900, in the United States District Court for the District of Colorado; Hutton v. Mission
Viejo Company v. Home Owners Warranty Corporation and HOW Insurance Company, Civil Action No.
94-K-901, in the United States District Court for the District of Colorado; DeFranco v. Mission Viejo
Company v. Home Owners Warranty Corporation and HOW Insurance Company, Civil Action No. 94-K-
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1348, in the United States District Court for the District of Colorado; Moore v. Mission Viejo Company,
Civil Action No. 94-K-1415, in the United States District Court for the District of Colorado; Kosse v.
Mission Viejo Company, Civil Action No. 94-K-1416, in the United States District Court for the District
of Colorado; Home Warranty Corporation, Home Owners Warranty Corporation and HOW _Insurance
Company v. Mission Viejo Company, et al., Civil Action No. CIV-94-2015, in the United States District
Court for the District of Colorado. These lawsuits involve a class of approximately 1,750 purchasers of
homes built by Mission Viejo Company (“MVC”) in Highlands Ranch, Colorado. Of the class members,
22 have filed administrative claims with the Company in connection with alleged damages to their homes.
In addition, 12 of the 22 claimants are named plaintiffs in the suits. Although the Company was not
originally sued by the home owners, MVC later brought third-party actions against the Company
requesting indemnity for repairs and defense in some, but not all, of the cases. As a result, the Company
filed a declaratory judgment action in federal court against both the home owners and MVC seeking
consolidation of all of the cases, as well as a determination of coverage issues under the Company’s
Warranties. MVC has filed a counterclaim against the Company in the declaratory judgment action
seeking a declaration of the Company’s duty to defend and indemnify MVC in these matters. Based upon
a Motion for Stay filed by the Company over two years ago, the court having jurisdiction in these matters
entered an order staying further action against the Company.

The lawsuits against MVC arose primarily from the home owner’s contentions that their homes were built
on highly-expansive soils and that MVC, with knowledge of these conditions, constructed their homes
without a foundation system designed to support the homes adequately as the homes moved. The home
owners also contended that MVC fraudulently concealed the degree of the expansive nature of the soils and
misrepresented that the basements of the homes could be finished off as living areas. Causes of action
against MVC included negligence, breach of expressed and implied warranties, violations of the Colorado
Consumer Protection Act, non-disclosure or concealment, and violation of certain Colorado statutes. The
home owners also sought actual and exemplary damages against MVC.

In November of 1995, a Colorado jury in the class action lawsuit found MVC liable for damages to the
homes. The class Plaintiffs and MVC reached agreement on terms for settlement. As part of the
settlement agreement, the class Plaintiffs assigned to MVC all of their rights held under the warranty
documents issued by the Companies. Because of this assignment, all administrative claims filed by class
members are now being pursued by MVC. On October 28, 1997, a Determination of Appeal was issued
awarding MVC, as assignee of the class members, a direct claim in the amount of $338,232.16. The
Determination of Appeal also awarded MVC a general creditor claim in the amount of $3,663,465.89 for
defense costs arising from the class action, individual home owner cases and the declaratory judgment
action. MVC filed a Petition with the State Corporation Commission for the Commonwealth of Virginia
(“Commission”) appealing the categorization and amount of defense costs awarded and seeking payment of
the home owner’s award held by way of assignment. In addition, MVC filed an Application for Hearing
(“Application”) with the Commission objecting to the Deputy Receiver’s suspension and classification of
indirect claims. See paragraph E. below for additional information regarding the Application process.
MVC’s Petition and Application were rendered moot by the third directive which reclassified indirect
claims as direct claims. The Petition and Application were settled with MVC by the Companies in
December of 1998 for a direct claim award of $3,000,000 and mutual releases of the parties.

C. Linda S. Colescott, et al. v. Richmond Homes Limited, et al., Civil Action No. 94 CV 352, in
the Douglas County District Court, Division 2, Colorado; Harold Rodenburg v. Richmond Homes
Limited, et al., Civil Action No. 95 CV 298, in the Douglas County District Court, Division 1, Colorado;
Steve and Melanie Constantini v. Richmond Homes Limited, et al., Civil Action No. 95 CV 1052, in the
Boulder County District Court, Division 3, Colorado; Richard and Doris Moore v. Richmond Homes
Limited, et al., Civil Action No. 95 CV 321, in the Douglas County District Court, Division 2, Colorado.
These four class-action lawsuits (collectively, the “Colescott Litigation”) were filed against MDC
Holdings, Inc. and its affiliates (collectively, “MDC”) beginning in 1994, on behalf of approximately
3,985 Colorado home owners whose homes were constructed between 1986 and 1994. MDC joined the
HOW Program in January 1985.

The Colescott Litigation sought certification of a class consisting of all purchasers, both original and
subsequent, who purchased homes containing basements with slab-on-grade floors constructed by MDC on
lots having soil with a swell potential of 1% or greater. The class plaintiffs in the Colescott Litigation
alleged that their homes were constructed without foundation systems designed to support the homes
adequately as the homes moved, and sought actual and exemplary damages from the builder for causes of
action that include negligence, breach of implied warranties, violation of the Colorado Consumer
Protection Act and certain other Colorado statutes, and non-disclosure or concealment. In addition, the
named plaintiffs in the Colescott Litigation claimed in their individual capacities that MDC breached its
express one-, two- and ten-year warranties. The Company was not named as a defendant in the Colescott
Litigation.
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In November 1994, MDC tendered defense of the Colescott Litigation to the Company, because many of
the homes involved were enrolled in the HOW Program. The Company informed MDC that the Company
no longer provided a legal defense to builders, and that MDC could, at its option, assert a claim in the
receivership proceeding for the resulting costs.

In November 1996, the Colescott Litigation was settled under an arrangement whereby each owner of a
home built by MDC in various Colorado subdivisions through September 30, 1995, was entitled to receive
a replacement policy from Lion Warranty Corporation (“Lion”), a newly formed subsidiary of MDC. The
home owners who participated in the settlement were deemed to have assigned their rights under the
Company’s Warranty, and any claims for coverage thereunder, to MDC as part of the settlement. As a
group, MDC’s primary and excess insurers reportedly advanced $22 million for the settlement fund, and
an additional $1,668,420 for defense.

In late 1996, MDC initiated discussions with the Company regarding its aleged duties to defend and
indemnify MDC with respect to the Colescott Litigation and settlement. MDC asserted rights under the
HOW Builder Agreement and rights of contribution and subrogation via assignment from its insurers who
participated in the class settlement.

In May 1997, MDC submitted claims to the Company totaling $4,982,998, contending that the Company
owed this amount, as well as any amounts which would relate to future claims made against Lion on
homes originally enrolled in the HOW Program. The Company continued the process of evaluating
MDC'’s claims. During the course of this evaluation, MDC advised that it would withdraw its claims from
the claims adjudication process.

In September 1997, MDC filed an Application for Hearing with the Commission to contest the Deputy
Receiver’s (i) moratorium on the payment of indirect claims, and (ii) classification of claims for defense
costs as general creditor claims rather than direct claims. See paragraph E. below for additional
information regarding the Application process. The third directive moots the Application because the
Deputy Receiver reclassified indirect claims as direct claims.

In February 1998, MDC submitted a formal claim for reimbursement of the defense costs incurred by
MDC in connection with the Colescott Litigation and settlement. MDC seeks to recover $1,368,567.00
from the Company in reimbursement for attorneys’ fees and other costs of litigation not reimbursed by its
other insurers. MDC'’s claim for defense costs is currently under review by the Company to determine
whether such claims are approximately submitted as direct claims.

D. In addition to litigation concerning FRT plywood pending in New Jersey, the Company, its
affiliates and its insureds were subject to claims litigation or threatened litigation brought under the
Company's warranty documents that may have a material effect on the Company's financials. As of
December 31, 1998, the Deputy Receiver had posted loss reserves of approximately $4,761,552 in regard
to these litigation matters. This loss reserve amount is included in these financial statements. This reserve
amount reflects only a small portion of the potential claims liability, if any, which may arise from FRT
litigation and other litigation or threatened litigation matters. The Deputy Receiver believes that there are
meritorious defenses to many of the litigation or threatened litigation cases which would either preclude or
limit any recovery. Due to the inherent uncertainty of litigation, the Company’s actual liability may vary
from its reserved liability for such litigation matters. The Deputy Receiver has stayed or moved to stay all
pending litigation cases that were filed against the Companies. In most cases, litigation continues against
the Company's insureds.

E. During July of 1997, the Company began to mail the “REPORT TO HOME OWNERS,
MEMBER BUILDERS, CREDITORS, AND OTHER INTERESTED PERSON” (the “Report”) to
approximately 1.7 million recipients. The Reports were sent in eight batches each within fifteen days of
the prior mailing. Among other things, the Report informed these parties of the status of the receivership
proceedings and of the directive issued by the Deputy Receiver on November 29, 1994 (the “Directive”).
The Directive authorized the partial payment of approved direct claims (claims for the repair of covered
defects as specified in the HOW Warranty Documents) and it temporarily suspended the payment of
indirect claims under the HOW Warranty Documents (claims which include, but are not limited to, extra
contractual obligations, non-economic damages, consequential damages, and litigation costs and attorneys’
fees) until all direct claims have been paid in full. These parties were also notified that all persons affected
by the temporary suspension of payments on indirect claims and who wished to object to the suspension
and classification of these types of claims must file an Application with the Clerk of the Commission
within ten days of the date indicated on their Report. Failure to file the Application timely constituted a
waiver of any right to object to the Deputy Receiver’s suspension and classification of indirect claims.
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Six Applications were filed with the Commission to object to the suspension and classification of indirect
claims. The third directive has rendered moot five of the six Applications because it reclassified indirect
claims as direct claims.

F. The Deputy Receiver has a lawsuit pending against certain former employees, consultants,
responsible third parties, and officers and directors of the Company. The litigation, styled Gross, et al. v.
National Association of Home Builders, et al.; Cause No. 96-00472, was filed in the 101st Judicial District
Court of Dallas County, Texas, in conjunction with a class action lawsuit maintained by home owners with
homes enrolled in the HOW Program. The Deputy Receiver seeks damages from the defendants on a
number of different legal grounds, including, but not limited to, breach of fiduciary duty, negligence,
fraud, waste of corporate assets, voidable transfers, conspiracy and violation of applicable laws. The
damages sought exceed $100,000,000. The lawsuit has been settled against all parties other than the
outside accounting and actuarial firms who provided professional services to the Companies before
receivership. The trial for this litigation has been scheduled for April of 1999.

12. The Company has entered into an agreement with Compagnie Europeene de Reassurance Paris, in Liquidation, in
which it has agreed to accept a 25% settlement of its claims. The amount accepted by the Company amounted to
$26,250.
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ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In
Receivership

FIVE-YEAR HISTORICAL DATA

Show amounts in whole dollars only, no cents; show percentages

to one decimal place, i.e. 17.6.

1.

2.
3.

4A.

4B.

5.

6.

7.
8.

9A.

9B.

10.

11.
12.
13.
14.
15.

16.

17.
18.

19.
20.
21.
22.

8,22 & 27)

29 & 31)

30B & 30C)

Total (Line 32)

8, 22 & 27)

29 & 31)

30B & 30C)

Total (Line 32)

15)

Net Income (Line 16)

Col. 4)

1 2 3 4 5
1998 1997 1996 1995 1994
Gross Premiums Written (Page 9, Part 2B, Cols. 1 & 2)
Liability Lines (Lines 11.1, 11.2, 16, 17.1, 17.2, 18.1,
18.2,19.1,19.2 & 19.3, 19.4) 86,487 22,778,495
Property Lines (Lines 1, 2, 9, 12, 21 & 26)
Property and Liability Combined Lines (Lines 3, 4, 5,
All Other Lines (Lines 6, 10, 13, 14, 15, 23, 24, 28,
Non-proportional Reinsurance Lines (Lines 30A,
86,487 | 22,778,495
Net Premiums Written (Page 9, Part 2B, Col. 4)
Liability Lines (Lines 11.1, 11.2, 16, 17.1, 17.2, 18.1,
18.2,19.1, 19.2 & 19.3, 19.4) (1,158,852)| 10,880,247
Property Lines (Lines 1, 2, 9, 12, 21 & 26)
Property and Liability Combined Lines (Lines 3, 4, 5,
All Other Lines (Lines 6, 10, 13, 14, 15, 23, 24, 28,
Non-proportional Reinsurance Lines (Lines 30A,
(1,158,852)| 10,880,247
Statement of Income (Page 4)
Net Underwriting Gain or (Loss) (Line 7) 8,776,680 | ..o (12,211,085) | .o (6,227,360)| .. 52,942,511 | .. (135,345,501)
Net Investment Gain or (Loss) (Line 9A) 6,326,882 [ 6,620,211 7,042,755 6,213,262 | 8,285,238
Total Other Income (Line 13) 9,400,277 3,042 483,934 5,941 2,792
Dividends to Policyholders (Line 14A)
Federal and Foreign Income Taxes Incurred (Line
50,000
24,503,839 [ | (5,587,832) . - 1,249,329 | 59,161,714 [ (127,057 ,471)
Balance Sheet Lines (Pages 2 and 3)
Total Admitted Assets (Page 2, Line 22, Col. 4) .| 137,699,700 | 135,454,215 | 143,105,997 | 153,618,380 | . 157,053,330
Agents' Balances or Uncollected Premiums (Page 2,
18.1 In Course of Collection (Line 10.1)
18.2 Deferred and Not Yet Due (Line 10.2)
18.3 Accrued Retrospective Premiums (Line 10.3)
Total Liabilities (Page 3, Line 23) 170,393,905 | 192,629,451 273,297,430
Losses (Page 3, Lines 1 and 1A) 61,744,425 | 123,416,114
Loss Adjustment Expenses (Page 3, Line2) .| 32,847,918 38,127,000
Unearned premiums (Page 3, Line 9) 17,982,000 - - - 79,522,936
,,,,,,,,,,,,,,,,,,,,, 1,000,000 1,000,000 1,000,000 1,000,000 1,000,000

23.
24,

25.
26.

27.
28.
29.
30.
31.
32.
32A.
33.

Capital Paid Up (Page 3, Lines 25A & 25B)
Surplus as Regards Policyholders (Page 3, Line 27)

Risk-Based Capital Analysis
Total Adjusted Capital

(32,694,204)

(32,694,204)

,,,,,,,,,,,,,,,,, (57,175,235)

(57,175, 235)

,,,,,,,,,,,,,,,,, (53,005, 158)

(53,005, 158)

,,,,,,,,,,,,,,,,, (53,472, 156)

(116,244, 100)

Bonds (Line 1)
Stocks (Lines 2.1 & 2.2)

Real Estate (Lines 4.1 & 4.2)

Other Invested Assets (Line 6)

Receivable for Securities (Line 7)

Authorized Control Level Risk-Based Capital 12,116,724 14,592,392 .12,853,893
Percentage Distribution of Cash and Invested Assets
(Page 2, Col. 4) (Line divided by Page 2, Line 9, Col. 4) x
100.0
91.6 95.4 92.9 98.1 85.7
5.2
Mortgage Loans on Real Estate (Lines 3.1 and 3.2) .
Cash and Short-Term Investments (Line 5) 8.4 4.6 6.8 1.9 9.1
Aggregate Write-Ins for Invested Assets (Line 8) 0.2
100.0 100.0 100.0 100.0 100.0

34.

Cash and Invested Assets (Line 9)

Investments in Parent, Subsidiaries and Affiliates

35.

36.

37.

38.

38A.
38B.

39.
40.

Affiliated Bonds (Schedule D, Summary, Line 25,
Col. 6)

Affiliated Preferred Stocks (Schedule D, Summary,
Line 39, Col. 3)

Affiliated Common Stocks (Schedule D, Summary,
Line 53, Col. 3)

Affiliated Short-Term Investments (subtotals
included in Schedule DA, Part 1, Col. 10)

Affiliated Mortgage Loans on Real Estate

All Other Affiliated

Total of above Lines 35, 36, 37, 38, 38A & 38B

Percentage of Investments in Parent, Subsidiaries
and Affiliates to Surplus as Regards Policyholders,
(Line 39 above divided by Page 3, Col. 1, Line 27

x 100.0)
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Receivership

FIVE-YEAR HISTORICAL DATA

(Continued)

1998

2
1997

1996

1994

41.
42.
43.

44,

45,
46.

47A.

47B.

48.

49.

50.
51.

52A.

52B.

53.

54.
55.
56.
57.
58.

59.

60.

61.

62.

63.

64.

65.

Capital and Surplus Accounts (Page 4)

Net Unrealized Capital Gains or (Losses) (Line 19) .
Dividends to Stockholders (Cash) (Line 27)

(107,153)

67,886

(71,862)

(978, 165)

Change in Surplus as Regards Policyholders for the
Year (Line 31)

24,481,029

Gross Losses Paid (Page 10, Part 3, Cols. 1 & 2)

Liability Lines (Lines 11.1, 11.2, 16, 17.1, 17.2,
18.1,18.2,19.1, 19.2 & 19.3, 19.4)

7,476,917

Property Lines (Lines 1, 2, 9, 12, 21 & 26)

,,,,,,,,,,,,,,,,,,, (4,170,079)

6,336,246

,,,,,,,,,,,,,,,,,,,,,,,, 467,000

[ 6,152,181

62,771,944

8,327,984

,,,,,,,,,,,,,,, (135,641,559)

,,,,,,,,,,,,,,,,,,, 15,484,622

Property and Liability Combined Lines (Lines 3, 4,
5, 8,22 & 27)

All Other Lines (Lines 10, 13, 14, 15, 23, 24, 28, 29
& 31)

Non-Proportional Reinsurance Lines (Lines 30A,
30B & 30C)

7,476,917

Total (Line 32)
Net Losses Paid (Page 10, Part 3, Col. 4)

Liability Lines (Lines 11.1, 11.2, 16, 17.1, 17.2,
18.1,18.2,19.1, 19.2 & 19.3, 19.4)

6,499,537

Property Lines (Lines 1, 2, 9, 12, 21 & 26)

,,,,,,,,,,,,,,,,,,,, 6,336,246

,,,,,,,,,,,,,,,,,,,, 5,762,909

,,,,,,,,,,,,,,,,,,,, 6,152,181

,,,,,,,,,,,,,,,,,,,, 7,612,723

,,,,,,,,,,,,,,,,,,,, 8,327,984

,,,,,,,,,,,,,,,,,,,, 9,722,598

,,,,,,,,,,,,,,,,,,, 15,484,622

,,,,,,,,,,,,,,,,,,,, 7,250,190

Property and Liability Combined Lines (Lines 3, 4,
5, 8,22 & 27)

All Other Lines (Lines 10, 13, 14, 15, 23, 24, 28, 29
& 31)

Non-Proportional Reinsurance Lines (Lines 30A,
30B & 30C)

Total (Line 32)

6,499,537

Operating Percentages (Page 4) (Line divided by Page

4, Line 1) x 100.0

Premiums Earned (Line 1)

100.0.

,,,,,,,,,,,,,,,,,,,, 5,762,909

100.0.

,,,,,,,,,,,,,,,,,,,, 7,612,723

100.0.

,,,,,,,,,,,,,,,,,,,, 9,722,598

100.0.

85.4

81.4

(269.1)

Losses Incurred (Line 2)
Loss Expenses Incurred (Line 3)

(10.9)
(34.6)

63.0

42.2

81.8

Other Underwriting Expenses Incurred (Line 4)

65.6

39.4

17.7

28.3

Net Underwriting Gain or (Loss) (Line 7)

79.8

259 .1

(88.1)

(41.3)

Other Percentages

Other Underwriting Expenses to Net Premiums
Written (Page 4, Lines 4 + 5 - 13 divided by Page
9, [Page 8, 1994 and prior] Lines 4 +5 - 13
divided by Page 9, Part 2B, Col. 4, Line 32 x
100.0)

498 .4

Losses and Loss Expenses Incurred to Premiums
Earned (Page 4, Lines 2 + 3 divided by Page 4,

148.4

123.6

846.9

Line 1 x 100.0)
Net Premiums Written to Policyholders' Surplus

(Page 9, Part 2B, Col. 4,

Line 32 divided by Page 3, Line 27, Col. 1 x

100.0)

(45.5)

(187 .4)

2.2

(9.4)

One Year Loss Development (000 omitted)

Development in Estimated Losses and Loss
Expenses Incurred Prior to Current Year
(Schedule P - Part 2 - Summary, Line 12, Col. 12)

(7,584)

14,275

7,725

(70,912)

Percent of Development of Loss and Loss
Expenses Incurred to Policyholders' Surplus of
Previous Year End (Line 62 above divided by
Page 4, Line 17, Col. 1 x 100.0)

13.3

(26.9)

(14.4)

9.3

Two Year Loss Development (000 omitted)

Development in Estimated Losses and Loss
Expenses Incurred Two years before the current
year and prior year (Schedule P, Part 2 -
Summary, Line 12, Col. 13)

6,901

22,274

(61,663)

Percent of Development of Loss and Loss
Expenses Incurred to Reported Policyholders'
Surplus of Second Previous Year End (Line 64

above divided by Page 4, Line 17, Col. 2 x 100.0)

(13.0)

(41.7)

(2,324)

4,888

(12.0)
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Schedule A - Part 1

NONE

Schedule A - Part 2

NONE

Schedule A - Part 3

NONE

Schedule A - Verification

NONE

Schedule B - Part 1

NONE

Schedule B - Part 2

NONE

Schedule B - Verification

NONE

Schedule BA - Part 1

NONE

Schedule BA - Part 2

NONE

Schedule BA - Verification

NONE
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ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In Receivership

SCHEDULE D - PART 1A - SECTION 1

Quality and Maturity Distribution of All Bonds Owned December 31, At Statement Values By Major Types of Issues and NAIC Designations

T€

1 2 3 4 5 6 7 8 9 10 11 12
Over 1 Year Through (Over 5 Years Through Over 10 Years Col. 7 as a % of Line |Total from Col. 7 Prior| % From Col. 8 Prior Total Publicly Total Privately Placed
Quality Rating per the NAIC Designation 1 Year or Less 5 Years 10 Years Through 20 Years Over 20 Years Total Current Year 10.7 Year Year Traded (a)

1. U.S. Governments, Schedules D & DA (Group 1)
1.1 Class1 8,181,704 ... 11,590,704 |.____.4,164,401 2,319,624 66,419 | . 26,322,852 20.2 35,058,651 | ... 218 | 26,322,852 .0
1.2 Class 2 0 0 0 0 0 0 0
1.3 Class 3 0 0 0 0 0 0 0
1.4 Class 4 0 0 0 0 0 0 0
15 Class5 0 0 0 0 0 0 0
1.6 Class 6 0 0 0 0 0 0 0
1.7 TOTALS 8,181,704 11,590,704 4,164,401 2,319,624 66,419 26,322,852 20.2 35,058,651 27.8 26,322,852

2. All Other Governments, Schedules D & DA (Group 2)
2.1 Class 1 0 0 0 0 0 0 0
2.2 Class 2 0 0 0 0 0 0 0
2.3 Class 3 0 0 0 0 0 0 0
2.4 Class 4 0 0 0 0 0 0 0
2.5 Class 5 0 0 0 0 0 0 0
2.6 Class 6 0 0 0 0 0 0 0
2.7 TOTALS

3. States, Territories and Possessions etc., Guaranteed, Schedules D & DA (Group 3)
3.1 Class1 0 0 0 0 0 0 0
3.2 Class 2 0 0 0 0 0 0 0
3.3 Class 3 0 0 0 0 0 0 0
3.4 Class 4 0 0 0 0 0 0 0
3.5 Class 5 0 0 0 0 0 0 0
3.6 Class 6 0 0 0 0 0 0 0
3.7 TOTALS

4. Political Subdivisions of States, Territories and Possessions, Guaranteed, Schedules D & DA (Group 4)
4.1 Class1 0 0 0 0 0 0 0
4.2 Class 2 0 0 0 0 0 0 0
4.3 Class 3 0 0 0 0 0 0 0
4.4 Class 4 0 0 0 0 0 0 0
4.5 Class5 0 0 0 0 0 0 0
4.6 Class 6 0 0 0 0 0 0 0
4.7 TOTALS

5. Special Revenue & Special Assessment Obligations etc., Non-Guaranteed, Schedules D & DA (Group 5)
5.1 Class1 8,150,432 | 4249740 |- 1,044,367 2,027,878 146,324 15,618,741 12.0 8,542,930 6.8 15,618,740 |0
5.2 Class 2 0 0 0 0 0 0 0
5.3 Class 3 0 0 0 0 0 0 0
5.4 Class 4 0 0 0 0 0 0 0
55 Class 5 0 0 0 0 0 0 0
5.6 Class 6 0 0 0 0 0 0 0
5.7 TOTALS 8,150,432 4,249,740 1,044,367 2,027,878 146,324 15,618,741 12.0 8,542,930 6.8 15,618,740
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SCHEDULE D - PART 1A - SECTION 1 (continued)

Quality and Maturity Distribution of All Bonds Owned December 31, At Statement Values By Major Types of Issues and NAIC Designations

1 2 3 4 5 6 7 8 9 10 11 12
Over 1 Year Through (Over 5 Years Through Over 10 Years Col. 7 as a % of Line |Total from Col. 7 Prior| % From Col. 8 Prior Total Publicly Total Privately Placed
Quality Rating per the NAIC Designation 1 Year or Less 5 Years 10 Years Through 20 Years Over 20 Years Total Current Year 10.7 Year Year Traded (a)

6. Public Utilities (Unaffiliated), Schedules D & DA (Group 6)
6.1 Class 1 0 2,998,541 941,907 0 0 3,940,448 3.0 3,934,905 3.1 3940448 | . ......0
6.2 Class 2 0 2,364,985 0 0 0 2,364,985 1.8 2,364,985 0
6.3 Class 3 0 0 776,187 150,000 0 926,187 0.7 302,993 0.2 926,187 0
6.4 Class 4 0 0 0 0 0 0 0
6.5 Class 5 0 0 0 0 0 0 0
6.6 Class 6 0 0 0 0 0 0 0
6.7 TOTALS 5,363,526 1,718,094 150,000 7,231,620 5.6 4,237,898 3.4 7,231,620

7. Industrial & Miscellaneous (Unaffiliated), Schedules D & DA (Group 7)
7.1 Class 1 17,543,381 15,479,540 | 2,786,849 0 45,502,467 35.0 49,568,434 39.3 45,502,466
7.2 Class 2 1,500,574 10,496,024 0 ol 22,860,548 17.6 23,252,503 | 184 22,860,548 |
7.3 Class 3 0 1,550,603 2,002,194 0 11,975,041 9.2 4,503,600 3.6 11,975,041
7.4 Class 4 0 0 522,864 0 0 522,864 0.4 1,002,003 0.8 522,864
7.5 Class 5 0 0 0 0 0 0
7.6 Class 6 0 0 0 0 0 0
7.7 _TOTALS 19,043,955 22,107,250 34,920,672 4,789,043 80,860,920 62.2 78,326,540 62.1 80,860,919

8. Credit Tenant Loans, Schedules D & DA (Group 8)
8.1 Class 1 0 0 0 0 0 0 0
8.2 Class 2 0 0 0 0 0 0 0
8.3 Class 3 0 0 0 0 0 0 0
8.4 Class 4 0 0 0 0 0 0 0
8.5 Class 5 0 0 0 0 0 0 0
8.6 Class 6 0 0 0 0 0 0 0
8.7 TOTALS

9. Parent, Subsidiaries and Affiliates, Schedules D & DA (Group 9)
9.1 Class1 0 0 0 0 0 0 0
9.2 Class 2 0 0 0 0 0 0 0
9.3 Class 3 0 0 0 0 0 0 0
9.4 Class 4 0 0 0 0 0 0 0
9.5 Class 5 0 0 0 0 0 0 0
9.6 Class 6 0 0 0 0 0 0 0
9.7 TOTALS
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ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In Receivership

SCHEDULE D - PART 1A - SECTION 1 (continued)

Quality and Maturity Distribution of All Bonds Owned December 31, At Statement Values By Major Types of Issues and NAIC Designations

1 2 3 4 5 6 7 8 9 10 11 12
Over 1 Year Through [Over 5 Years Through Over 10 Years Col. 7 as a % of Line [Total from Col. 7 Prior| % From Col. 8 Prior Total Publicly Total Privately Placed
Quality Rating per the NAIC Designation 1 Year or Less 5 Years 10 Years Through 20 Years Over 20 Years Total Current Year 10.7 Year Year Traded (a)
10. Total Bonds Current Year
10.1 Class 1 33,875,517 28,531,682 21,630,215 7,134,351 212,743 91,384,508 70.3 XXX XXX 91,384,506
10.2 Class 2 1,500,574 13,228,935 | 10,496,024 25,225,533 19.4 XXX XXX 25,225,533
10.3 Class 3 1,550,603 2,152,194 12,901,228 9.9 XXX XXX 12,901,228
10.4 Class 4 522,864 522,864 0.4 XXX XXX 522,864
10.5 Class 5 (©) XXX XXX
106 Class6 . (©) XXX XXX
10.7 TOTALS 35,376,091 [ . 43,311,220 | 41,847,534 | 9,286,545 | . 212,743 130,034,133 100.0 XXX XXX 130,034,131
10.8 Line 10.7 as a % of Col. 7 27.2 33.3 32.2 7.1 0.2 100.0 XXX XXX XXX 100.0
11. Total Bonds Prior Year
11.1 Class 1 18,951,941 [ 43,487,275 | 23,277,184 | 11,055,992 332,528 XXX XXX 97,104,920 77.0 97,104,920
11.2 Class 2 13,726,711 | ] 7,387,119 1,521,657 617,016 XXX XXX 23,252,503 18.4 23,252,503
11.3 Class 3 516,209 3,186,694 1,103,690 XXX XXX 4,806,593 3.8 4,806,593
11.4 Class 4 1,002,003 XXX XXX 1,002,003 0.8 1,002,003
115 Class5 XXX XXX (©)
116 Class6 . XXX XXX © ]
11.7 TOTALS 18,951,941 [ ! 57,730,195 | . 34,853,000 | 13,681,339 949,544 XXX XXX R 126,166,019 100.0 126,166,019
11.8 Line 11.7 as a % of Col. 9 15.0 45.8 27.6 10.8 0.8 XXX XXX 100.0 XXX 100.0
12. Total Publicly Traded Bonds
12.1 Class 1 33,875,516 28,531,682 21,630,216 | 7,134,351 212,743 91,384,508 70.3 97,104,921 77.0 91,384,508 XXX
12.2 Class 2 1,500,574 13,228,935 | 10,496,024 0 0 25,225,533 19.4 23,252,503 18.4 25,225,533 XXX
12.3 Class 3 0 1,550,603 | 9,198,432 2,152,194 0 12,901,229 9.9 4,806,593 3.8 12,901,229 XXX
12.4 Class 4 0 0 522,864 0 0 522,864 0.4 1,002,003 0.8 522,864 XXX
12,5 Class5 0 0 0 0 0 XXX
126 Class6 ... 0 0 0 0 0 XXX
12.7 TOTALS 35,376,090 | 43,311,220 | 41,847,536 | 9,286,545 212,743 130,034,134 100.0 126,166,020 100.0 130,034,134 XXX
12.8 Linel2.7asa%ofCol. 7 27.2 33.3 32.2 7.1 0.2 100.0 XXX XXX XXX 100.0 XXX
12.9 Line 12.7 as a % of Line 10.7,
Col. 7, Section 10 27.2 33.3 32.2 7.1 0.2 100.0 XXX XXX XXX 100.0 XXX
13. Total Privately Placed Bonds
13.1 Class 1 0 0 0 0 0 XXX
13.2 Class 2 0 0 0 0 0 XXX
13.3 Class 3 0 0 0 0 0 XXX
13.4 Class 4 0 0 0 0 0 XXX
13.5 Class5 0 0 0 0 0 XXX
136 Class6 ... 0 0 0 0 0 XXX
13.7 TOTALS XXX
13.8 Linel13.7asa%of Col. 7 . XXX XXX XXX XXX
13.9 Line 13.7 as a % of Line 10.7,
Col. 7, Section 10 XXX XXX XXX XXX
(@ Includes$ [ 0 freely tradable under SEC Rule 144 or qualified for resale under SEC Rule 144A.
(b) Includes $ . 3,232,327 currentyear, $ . 2,741,645 prior year of bonds with Z designationsand $ .| 0 ,currentyear, .| 0 prior year of bonds with Z* designations. The letter “Z” means the NAIC designation was not assigned by
$ the
Securities Valuation Office (SVO) at the date of the statement. “Z*” means the SVO could not evaluate the obligation because valuation procedures for the security class is under regulatory review.
(©)Includes$ ] 0 currentyear,$ [ 0 prior year of bonds with 5* designationsand .| 0 ,currentyear, [ 0 prior year of bonds with 6* designations. “5*” means the NAIC designation was assigned by the SVO in
$

reliance on the insurer’s certification that the issuer is current in all principal and interest payments. “6*” means the NAIC designation was assigned by the SVO due to inadequate certification of principal and interest payments.
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ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In Receivership

SCHEDULE D - PART 1A - SECTION 2

Maturity Distribution of All Bonds Owned December 31, At Statement Values by Major T

pe and Subtype of Issues

1 2 3 4 5 6 8 9 10 11 12
Over 1 Year Over 5 Years Over 10 Years Col. 7asa% | Total from Col 7 |% From Col. 8 Total Publicly Total Privately
Distribution by Type 1 Year or Less Through 5 Years | Through 10 Years | Through 20 Years Over 20 Years Total Current Year | of Line 10.7 Prior Year Prior Year Traded Placed
| 1. U.S. Governments. Schedules D & DA (Group 1)
1.1 Issuer Obligations 2,066,456 1,057,348 0 0 0 3,123,804 2.4 17,306,550 13.7 3,123,804 | 0
1.2 Single Class Mortgage-Backed/Asset-Backed Bonds ...} 6,115,247 10,533, 357 4,164,401 2,319,624 66,419 23,199,048 17.8 17,752,101 14.1 23,199,048 0
1.7 Totals 8,181,703 11,590,705 4,164,401 2,319,624 66,419 26,322,852 20.2 35,058,651 27.8 26,322,852
|2, All Other Governments, Schedules D & DA (Group 2)
2.1 Issuer Obligations 0 0 0 0 0 0 0
2.2 Single Class Mortgage-Backed/Asset-Backed Bonds 0 0 0 0 0 0 0
MULTI-CLASS RESIDENTIAL MORTGAGE-BACKED SECURITIES:
2.3 Defined 0 0 0 0 0 0 0
2.4 Other 0 0 0 0 0 0 0
MULTI-CLASS COMMERCIAL MORTGAGE-BACKED/ASSET-
BACKED SECURITIES:
2.5 Defined 0 0 0 0 0 0 0
2.6 Other 0 0 0 0 0 0 0
2.7 Totals
|3, States, Territories, and Possessions Guaranteed, Schedules D & DA (Group 3)
3.1 Issuer Obligations 0 0 0 0 0 0 0
3.2 Single Class Mortgage-Backed/Asset-Backed Bonds 0 0 0 0 0 0 0
MULTI-CLASS RESIDENTIAL MORTGAGE-BACKED SECURITIES:
3.3 Defined 0 0 0 0 0 0 0
3.4 Other 0 0 0 0 0 0 0
MULTI-CLASS COMMERCIAL MORTGAGE-BACKED/ASSET-
BACKED SECURITIES:
3.5 Defined 0 0 0 0 0 0 0
3.6 Other 0 0 0 0 0 0 0
3.7 Totals
iti ules D & DA (Group 4)
4.1 Issuer Obligations 0 0 0 0 0 0 0
4.2 Single Class Mortgage-Backed/Asset-Backed Bonds 0 0 0 0 0 0 0
MULTI-CLASS RESIDENTIAL MORTGAGE-BACKED SECURITIES:
4.3 Defined 0 0 0 0 0 0 0
4.4 Other 0 0 0 0 0 0 0
MULTI-CLASS COMMERCIAL MORTGAGE-BACKED/ASSET-
BACKED SECURITIES:
4.5 Defined 0 0 0 0 0 0 0
4.6 Other 0 0 0 0 0 0 0
4.7 Totals
ecial Revenue & Special Asse e bligati e -Guaranteed edules D & DA (Group 5)
5.1 Issuer Obligations 0 1,023,106 0 873,051 0 1,896,157 1.5 2,045,123 1.6 1,896,158
5.2 Single Class Mortgage-Backed/Asset-Backed Bonds 565,754 2,242,292 581,259 1,073,639 146,324 4,609,268 3.5 6,497,807 5.2 4,609,268
MULTI-CLASS RESIDENTIAL MORTGAGE-BACKED SECURITIES:
5.3 Defined 7,584,677 984,341 463,109 81,188 0 9,113,315 7.0 9M3 35 0
5.4 Other 0 0 0 0 0 0 0
MULTI-CLASS COMMERCIAL MORTGAGE-BACKED/ASSET-
BACKED SECURITIES:
5.5 Defined 0 0 0 0 0 0 0
5.6 Other 0 0 0 0 0 0 0
5.7 Totals 8,150,431 4,249,739 1,044,368 2,027,878 146,324 15,618,740 12.0 8,542,930 6.8 15,618,741
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ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In Receivership

SCHEDULE D - PART 1A - SECTION 2 (continued)

Major Type and Subtype of Issues

Maturity Distribution of All Bonds Owned December 31, At Statement Values b

9.7 Totals

1 2 3 4 5 6 7 8 9 10 11 12
Over 1 Year Through Over 5 Years Over 10 Years Col. 7 as a % |Total from Col. 7 Prior | % From Col. 8 Total Publicly Total Privately
Distribution by Type 1 Year or Less 5 Years Through 10 Years Through 20 Years Over 20 Years Total Current Year of Line 10.7 Year Prior Year Traded Placed
6. Public Utilities (Unaffiliated), Schedules D & DA (Group 6)
6.1 Issuer Obligations 0 5,363,526 | ... 1,718,094 150,000 7,231,620 5.6 4,237,898 3.4 7,231,620 (.0
6.2 Single Class Mortgage-Backed/Asset-Based
Bonds 0 0 0 0 0 0
MULTI-CLASS RESIDENTIAL MORTGAGE-
BACKED SECURITIES:
6.3 Defined 0 0 0 0 0 0
6.4 Other 0 0 0 0 0 0
MULTI-CLASS COMMERCIAL MORTGAGE-
BACKED/ASSET-BACKED SECURITIES:
6.5 Defined 0 0 0 0 0 0
6.6 Other 0 0 0 0 0 0
6.7 Totals 5,363,526 1,718,094 150,000 7,231,620 5.6 4,237,898 3.4 7,231,620
. Industrial & Miscellaneous (Unaffiliated), Schedules D & DA (Group 7)
7.1 Issuer Obligations 14,645,820 . 18,582,093 | 32,685,085 [._._____.4,594 431 70,507,429 54.2 58,275,448 46.2 70,507,430 |0
7.2 Single Class Mortgage-Backed/Asset-Based
Bonds 0 0 0 0 0 0
MULTI-CLASS RESIDENTIAL MORTGAGE-
BACKED SECURITIES:
7.3 Defined 4,398,134 | 1,526,454 . 2,235,587 194,611 8,354,786 6.4 18,052,720 14.3 8,354,787 (.0
7.4 Other 0 0 0 0 0 0
MULTI-CLASS COMMERCIAL MORTGAGE-
BACKED/ASSET-BACKED SECURITIES:
7.5 Defined 0 1,998,702 0 0 1,998,702 1.5 1,998,372 1.6 1,998,702 (0
7.6 Other 0 0 0 0 0 0
7.7 Totals 19,043,954 22,107,249 34,920,672 4,789,042 80,860,917 62.2 78,326,540 62.1 80,860,919
. Credit Tenant Loans, Schedules D & DA (Group 8)
8.1 Issuer Obligations 0 0 0 0 0 0
8.7 Totals
. Parents, Subsidiaries and Affiliates, Schedules D & DA (Group 9)
9.1 Issuer Obligations 0 0 0 0 0 0
9.2 Single Class Mortgage-Backed/Asset-Based
Bonds 0 0 0 0 0 0
MULTI-CLASS RESIDENTIAL MORTGAGE-
BACKED SECURITIES:
9.3 Defined 0 0 0 0 0 0
9.4 Other 0 0 0 0 0 0
MULTI-CLASS COMMERCIAL MORTGAGE-
BACKED/ASSET-BACKED SECURITIES:
9.5 Defined 0 0 0 0 0 0
9.6 Other 0 0 0 0 0 0
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ANNUAL STATEMENT FOR THE YEAR 1998 OF THE HOW INSURANCE COMPANY, A RISK RETENTION GROUP, In Receivership

SCHEDULE D - PART 1A - SECTION 2 (continued)

Maturity Distribution of All Bonds Owned December 31, At Statement Values by Major Type and Subtype of Issues

1 7
2 3 4 5 6 8 9 10 11 12
Distribution by Type Over 1 Year Over 5 Years Over 10 Years Total Current | Col. 7 as a % |Total From Col. 7| % From Col. 8 | Total Publicly Total Privately
1 Year or Less | Through 5 Years [Through 10 Years|Through 20 Years| Over 20 Years Year of Line 10.7 Prior Year Prior Year Traded Placed
10. Total Bonds Current Year
10.1 Issuer Obligations 16,712,276 | 26,026,073 ... 34,403,179 | 5,617,482 82,759,010 63.6 XXX XXX 82,759,012
10.2 Single Class Mortgage-Backed/Asset-Backed Bonds 6,681,001 |- 12,775,649 4,745,660 3,393,263 | ... 212,743 [ 27,808,316 21.4 XXX XXX 27,808,316
MULTI-CLASS RESIDENTIAL MORTGAGE-BACKED SECURITIES:
10.3 Defined 11,982,811 | ... 2,510,795 2,698,696 275,799 17,468,101 13.4 XXX XXX 17,468,102
10.4 Other XXX XXX
MULTI-CLASS COMMERCIAL MORTGAGE-BACKED/ASSET-BACKED SECURITIES:
10.5 Defined 1,998,702 1,998,702 1.5 XXX XXX 1,998,702
10.6 Other XXX XXX
10.7 Totals 35,376,088 |.......43,311,219 | ... 41,847,535 ... 9,280,544 | . 212,743 | 130,034,129 100.0 XXX XXX 130,034,132
10.8 Line 10.7 as a % of Col. 7 27.2 . 32.2 7.1 0.2 100.0 XXX XXX XXX 100.0
11. Total Bonds Prior Year
11.1 Issuer Obligations 11,988,323 | 33,752,474 . 28,279,065 | ... 7,228,141 617,016 XXX XXX 81,865,019 [ 649 | 81,865,018
11.2 Single Class Mortgage-Backed/Asset-Backed Bonds 4,458,925 | 10,878,502 4,691,458 3,888,495 332,528 XXX XXX 24249908 | 19.2 | .. 24,249 910
MULTI-CLASS RESIDENTIAL MORTGAGE-BACKED SECURITIES:
11.3 Defined 2,095,127 ... 11,646,589 | ... 1,746,301 ... 2,564,703 XXX XXX 18,052,720 14.3 18,052,720
11.4 Other 0 0 0 0 0 XXX XXX 0 0
MULTI-CLASS COMMERCIAL MORTGAGE-BACKED/ASSET-BACKED SECURITIES:
11.5 Defined 409,567 | 1,452,630 136,175 XXX XXX 1,998,372 1.6 1,998,372
11.6 Other 0 0 0 0 0 XXX XXX 0 0
11.7 Totals 18,951,942 | ... 57,730,195 . 34,852,999 [~ 13,681,339 949,544 XXX XXX 126,166,019 | 100.0 | 126,166,020
11.8 Line 11.7 as a % of Col. 9 15.0 45.8 27.6 10.8 0.8 XXX XXX 100.0 XXX 100.0
12. Total Publicly Traded Bonds
12.1 Issuer Obligations 16,712,276 | ... 26,026,074 (... 34,403,179 | 5,617,482 | 0. 82,759,011 [ 63.6 | 81,865,018 ... 64.9 | 82,759,011 XXX
12.2 Single Class Mortgage-Backed/Asset-Backed Bonds 6,681,002 | 12,775,649 4,745,660 3,393,263 212,743 27,808,317 21.4 24,249 910 19.2 27,808,317 XXX
MULTI-CLASS RESIDENTIAL MORTGAGE-BACKED SECURITIES:
12.3 Defined 11,982,812 | ... 2,510,795 | ... 2,698,696 275,799 0 17,468,102 13.4 18,052,720 14.3 17,468,102 XXX
12.4 Other 0 0 0 0 0 XXX
MULTI-CLASS COMMERCIAL MORTGAGE-BACKED/ASSET-BACKED SECURITIES:
12.5 Defined 0 1,998,702 0 0 0 1,998,702 1.5 1,998,372 1.6 1,998,702 XXX
12.6 Other 0 0 0 0 0 XXX
12.7 Totals 35,376,090 |.......43,311,220 |......41,847,535 ... 9,280,544 | . 212,743 | 130,034,132 | ... 100.0 | 126,166,020 | 100.0 | 130,034,132 XXX
12.8 Line 12.7 as a % of Col. 7 27.2 33.3 32.2 7.1 0.2 100.0 XXX XXX XXX 100.0 XXX
12.9 Line 12.7 as a % of Line 10.7, Col. 7, Section 10 2.2 33.3 32.2 7.1 0.2 100.0 XXX XXX XXX 100.0 XXX
13. Total Privately Placed Bonds
13.1 Issuer Obligations 0 0 0 0 0 XXX
13.2 Single Class Mortgage-Backed/Asset-Backed Bonds 0 0 0 0 0 XXX
MULTI-CLASS RESIDENTIAL MORTGAGE-BACKED SECURITIES:
13.3 Defined 0 0 0 0 0 XXX
13.4 Other 0 0 0 0 0 XXX
MULTI-CLASS COMMERCIAL MORTGA