THE STATE OF NEW HAMPSHIRE
MERRIMACK, SS. SUPERIOR COURT
In the Matter of the Rehabilitation of ACA Assurance
06-E-380
ASSENTED TO PETITION FOR EXPEDITED APPROVAL
ASSUMPTION REINSI(J)IFIANCE AGREEMENT,
ADDITIONAL ASSESSMENT
AND
LIFTING OF MORATORIUM

The Rehabilitator submits this Assented to Petition for Expedited Approval of certain
actions to be taken in accordance with the approved Plan of Reorganization (the “Plan™) of ACA
Assurance ("ACA™) with respect to the Rehabilitation of ACA (the “Rehabilitation™).
Specifically, the Rehabilitator seeks expedited approval of the foliowing: (1) all actions
identified in an assumption reinsurance agreement (the “Pre~Need Assumption Agreement”
(Exhibit A to this Petition) between ACA and Supreme Council of the Royal Arcanum (“Royal
Arcanum”) with respect to certain pre-need life insurance policies (the “Pre-Need Assumption
Transaction™); (2) an additional assessment on ACA’s pre-need certificates that will bring the
total assessment on such certificates to 40%; and (3) the temporary lifting of the moratorium on
ACA pre-need policy surrenders pursuant to the Pre-Need Assumption Agreement.

By taking these actions the Rehabilitator seeks to:

(i) transfer the last remaining block of ACA policies; and

(i)  provide adequate funding for that transfer and the funding of ACA’s pension plan

obligations sufficient to provide for lump sum distributions to vested participants



and provide for potential election of annuities by such participants, and the
administration of the estate through the Rehabilitation and any subsequent
liquidation proceeding.

The Rehabilitator believes that implementing these actions is in the best interests of ACA
and its policyholders, and will result in the most efficient administration of the estate going
forward. These actions have all been reviewed with the ACA Board of Directors, and legal
counsel to ACA assents to this Petition.

1. BACKGROUND

I Roger A. Sevigny, Commissioner of Insurance for the State of New Hampshire
(the “Commissioner™) was appointed Rehabilitator of ACA Assurance (“ACA” or the
“Company”) pursuant to an Order of this Court dated September 8, 2008 (the “Rehabilitation
Otrder™). This Court has jurisdiction over this matter pursuant to RSA 402-C:4, 5 and 15.

2. ACA 1s a fraternal benefit society subject to the provisions of RSA Chapter 418
and chartered under the laws of the State of New Hampshire with its principal offices at 55 South
Commercial Street, Manchester, NH 03101. ACA is licensed by, and subject to regulation by,
the New Hampshire Insurance Department (the “Department™). ACA conducts business both in
the United States and Canada.

3. The goals of the Rehabilitation were initially set forth in the Rehabilitator’s first
report filed on October 17, 2008. The Rehabilitator reiterated these goals in its motion for
approval of the Plan, which was filed on April 15, 2009 and approved by this Court on May 13,
2009 (the “Plan Order”). Subsequent to the Plan’s approval, the Rehabilitator has provided three
additional reports, on July 28, 2009, December 23, 2009 and November 24, 2010, updating this

Court on the implementation of the Plan.




4, The actions for which approval is sought in this Petition are consistent with the
Plan and with the broad authority provided to the Rehabilitator by RSA 402-C:17. These actions
accomplish the goals of the Plan by permitting the Rehabilitator to satisfy fully ACA’s two
largest remaining liabilities — the obligations on its pre-need life insurance policies and its
defined benefit pension plan — while providing for the efficient administration of the estate and
the protection of policyholders.

5. The additional assessment is required to permit the transfer of approximately
6,400 pre-need policies to Royal Arcanum and to provide an additional amount sufficient to
satisfy ACA’s pension plan obligations to former employees. Pursuant to RSA 418:18 IV
{Exhibit B) and the Constitution (Exhibit C) and By-Laws (Exhibit D) of ACA, the board of
directors of ACA has the authority to assess policies in the event of any impairment to ACA’s
reserves. As a not-for-profit fraternal benefit society formed pursuant to RSA 418: 1, ACA is not
a member of any guaranty fund or association in the State of New Hampshire nor, to the
Rehabilitator’s knowledge, the guaranty fund or association of any other state or Canadian
province. See generally, RSA 404-B:3, RSA 404-D:3 11 (c) and RSA 408-B:4 VIII (c). Asa
result, ACA’s policyholders/insureds are not entitled to the benefits of proceeds from such funds
or associations. ACA instead relies upon its ability to assess policyholders in the event its
reserves are impaired,

6. During February 2007 the board of directors of ACA, in consultation with the
Insurance Department, made a determination that ACA’s reserves were impaired and authorized
an assessment of twelve percent (12%) on ACA’s pre-need policies (the “Initial Assessment™).
This assessment permitted ACA to exit the initial rehabilitation in early July 2007. However,

ACA continued to suffer operating losses. In connection with the commencement of the second




rehabilitation in September 2008, the board of directors of ACA, in consultation with the
Department, made a determination that ACA’s reserves were further impaired and authorized an
assessiment of up to twenty-five percent (25%) on the face amount of all ACA life and annuity
policies in the U.S. and Canada. At the request of the Department, the board of directors
delegated to the Commissioner the authority to establish the timing and final amount of the
assessment and to notify policyholders accordingly. The Rehabilitation Order authorized the
Rehabilitator to implement this assessment on behalf of the board of directors of the Company.
The Rehabilitator by order effective as of September 8, 2008, then imposed a 25% assessment on
all ACA policies, with the exception of: (i) U.S. annuities that were tax-qualified annuities; (ii)
certain Canadian annuities that were more in the nature of investment contracts; and (iii) certain
Canadian life, accident and disability policies that were so heavily reinsured that the benefit of
the assessment would almost exclusively have been conferred upon reinsurers (the “Second
Assessment”).

7. The Rehabilitation Order also authorized the Coxﬁmissioner pursuant to RSA 402-
C:17 [T and V to impose a moratorium upon loan and cash surrender rights under all of ACA’s
policies, for such period and to such extent as the Commissioner deemed necessary, The
Commissioner imposed a moratorium on loans and surrenders of ACA policies for an indefinite
period of time by order dated September 9, 2008. Consistent with the terms of the Pre-Need
Assumption Agreement, the Rehabilitator proposes to lift the moratorium on pre-need policy
loans and surrenders for a period of at least ninety (90) days prior to the closing of the Pre-Need
Assumption Transaction. A draft of the Rehabilitator’s proposed Order Lifting Moratorium is

attached to this Petition as Exhibit E.



II.- THE PRE-NEED ASSUMPTION TRANSACTION

8. In the Plan Order, this Court approved an agreement between ACA and Royal
Arcanum pursuant to which Royal Arcanum agreed to assume all liabilities under ACA’s U.S.
certificates, except for ACA’s pre-need life insurance policies, in exchange for the Net Statutory
Reserves associated with such assumed policies and certain other adjustments (the “First
Assumption Agreement™).’

9. The First Assumption Agreement also provided that within twelve (12) months of
the Closing Date, ACA and Royal Arcanum could enter into a further agreement to transfer to
Royal Arcanum all pre-need life insurance policies of ACA that were previously excluded from
the First Assumption Agreement upon the same terms and conditions as are set forth in the First
Assumption Agreement; provided that the subsequent transfer of the pre-need life insurance
policies to Royal Arcanum would be subject to ACA having sufficient liquid assets to transfer
the policies and provided further that the transfer would occur no later than eighteen (18) months
after the initial Closing Date.

10. Subsequent to the Closing of the First Assumption Agreement, the 12-month and
18-month periods were extended several times by agreement of the parties to allow ACA to seek
repatriation of additional assets from Canada that were needed in order to effectuate the Pre-
Need Assumption Transaction. The parties have now reached agreement on the transfer of the
pre-need policies in the form of the Pre-Need Assumption Agreement. The key elements of the

Pre-Need Assumption Agreement, which is attached hereto as Exhibit A, are as follows:

¢ Assumption — Royal Arcanum agrees to assumption reinsure the liabilities under

all of ACA’s U.S. pre-need life insurance policies, in return for receiving payment of

' Capitalized terms used with respect to the First Assumption Agreement or the Pre-Need Assumption Agreement,
but not defined in this Petition, shall have the meanings ascribed in those agreements.



the Net Statutory Reserves, which amount is to be determined in accordance with the
same methodology used in the First Assumption Agreement, and within 30 days of
Closipg. This constitutes 100% reinsurance of ACA’s obligations on these policies,
but it does not constitute a novation of such policies. This arrangement is similar to
the assumption transactions that were earlier consummated with both Royal Arcanum
and Union Vie. As such, there remains a risk that ACA may have a residual
obligation, but the Rehabilitator does not believe that this constitutes a substantial
risk. A novation of such policies would generally require policyholder approval, and
due to the very large number of policies and relatively small face amounts per policy,
such an approach would be both very costly to implement and impractical to achieve.

e Consideration — Net Statutory Reserves are equal to the statutory loss reserves of

ACA on a U.S. statutory accounting basis with respect to the ACA policies to be
assumed, net of assessments; plus unearned premium reserves as of the Closing Date,
The Net Statutory Reserves amount will be: (A) increased by: (i) incurred but not -
reported claims estimated as of the Calculation Date pursuant to Section 3.1, not to
exceed $22,500 and (ii) by the amount of premiums received by ACA between the
Calculation Date and the Closing Date with respect to the Assumed Certificates, if
any; and (B) reduced: (i) by the dollar amount of the Net Statutory Reserves
associated with all claims payments made by ACA to Assumed Certificate
holders/owners/beneficiaries between the Calculation Date and the Closing Date; (ii)
dollar for dollar for all policy loans made by ACA to Assumed Certificate owners

between the Calculation Date and the Closing Date, if any; and (iii) by the full



amount of the reserve applicable to any Assumed Certificates that are surrendered to
ACA between the Calculation Date and the Closing Date, if any.

* Excluded Liabilities - Royal Arcanum will not assume certain liabilities under

the Pre-Need Assumption Agreement, such as noncompliance by ACA or the
Rehabilitator, taxes on ACA, litigation, contracts, employment and pension plan-
related liabilities of ACA, and any other liability not expressly assumed. The Pre-
Need Assumption Agreement contains a condition to closing that this Court
affirmatively approve a bar of such Excluded Liabilities of Royal Arcanum.

* Assessments — The policies assumed under the Pre-Need Assumption Agreement
will be transferred subject to both the Second Assessment of twenty-five percent
(25%) and an additional assessment of fifteen percent (15%) (the “Third
Assessment”) such that the aggregate of the Second and Third Assessments
(collectively, the “Assessments”) of forty percent (40%) imposed by ACA on the pre-
need policies will become permanent on the effective date of the Agreement, except
for certain surrendered policies as described below. The Rehabilitator is of the view
that the Assessments should be treated as policy related claims and not preferred
ownership claims pursuant to RSA 402-C:44. In the First Assumption Agreement,
the Rehabilitator stated his intention, in the event of a fiture liquidation of ACA, to
seek this Court’s approval to treat the remaining assets of ACA after costs and
expenses as policy related claims under RSA 402-C:44, 1 for purposes of reducing
the amount of the Second Assessment. If the Court agreed, at that time and in such
event, to treat the remaining assets of ACA as such, the Commissioner agreed in the

First Assumption Agreement to transfer such assets to Royal Arcanum, provided that



(1) such assets were segregated by Royal Arcanum for the sole benefit of owners of
the Assumed Certificates and (i) such assets were exclusively used to restore the
reduction of the Assumed Certificates resulting from the Second Assessment. In the
Pre-Need Assumption Agreement, the Commissioner has clarified the manner in
which these assets would be distributed by agreeing, subject to this Court’s approval,
that these assets would (i) first be used to pay Royal Arcanum’s reasonable,
documented, direct transaction costs incurred with respect to its acquisition of the
pre-need policies under the Pre-Need Assumption Agreement; (i) with any remaining
amount then being applied to pre-need life insurance policies that have not been
surrendered to ACA or to Royal Arcanum to restore the reduction of such pre-need
life insurance policies due to the Third Assessment on an aliquot basis; (11i) with any
remaining amount after application of (i) and (ii) being used to pay Royal Arcanum’s
reasonable, documented costs described in Section 3.4 of the First Assumption
Agreement; and (iv) finally, with any remaining amount after application of (i), (ii)
and (iii) being used to restore the reduction of all Assumed Certificates due to the
Second Assessment on an aliquot basis.

e Liabilities/Litigation — Effective on the Closing Date, Royal Arcanum will

assume all liabilities on the Assumed Certificates, except for Excluded Liabilities.
ACA will remain a party to all outstanding litigation with respect to Assumed
Certificates. Except for litigation relating to Excluded Liabilities, Royal Arcanum
will assume responsibility for the handling and outcome of all outstanding and new
litigation relating to the Assumed Certificates, will succeed to all defenses of ACA

and be liable for judgments and costs. Royal Arcanum agrees to keep the



Rehabilitator and ACA advised of the status of any such litigation. ACA and the
Rehabilitator will retain any defenses in connection with the Excluded Liabilities.

o Refund Associated with Policies Surrendered Within 3 Months of Closing -

Royal Arcanum will refund to ACA the difference between (i) the amount paid by
Royal Arcanum upon a policyholder’s surrender of any pre-need policy during the 3
months following the Closing Date, and (ii) the reserve transferred to Royal Arcanum
by ACA associated with any such policy.

s Assumption Certificates — After the Closing, Royal Arcanum will issue an

Assumption Certificate to each pre-need policyholder, notifying the policyholder of
Royal Arcanum’s assumption of the policy and directing any future correspondence
to Royal Arcanum.

¢ Lifting of Moratorium ~ The Pre-Need Assumption Agreement requires that the

Commissioner lift the moratorium on policy surrenders (that has been in place since
September 2008) for a period of not less than ninety (90) days preceding the Closing
Date. (See Exhibit E). Surrenders of policies during this period will reduce the
amount of Net Statutory Reserves transferred by ACA as provided above. Royal
Arcanum sought to ensure that those policy.‘ho}ders who wished to cash out their
policies would have a meaningful opportunity to do so before becoming members of
Royal Arcanum.

¢ ACA Membership ~All ACA Chapter members on the pre-need certificates that

are identified in the Royal Arcanum Assumption Agreement shall become members
of the corresponding Royal Arcanum Council as of the Closing Date. The Home

Office Chapter of ACA will remain open for a period of time in the event that any




other policies of ACA that were somehow overlooked in the First and Second
Assumption Agreements may continue to be serviced and handled. Royal Arcanum
has agreed to assume any such U.S. policies; provided that the Rehabilitator transfers
an amount to Royal Arcanum equal to the reserves of any such overlooked policies.
¢ Closing — The Closing must occur no later than December 31, 2011, but the
Rehabilitator is seeking to close the Pre-Need Assumption transaction as soon as all
closing conditions have been satisfied. Closing is subject to the following conditions:
(1) approval of the Pre-Need Assumption Transactions by the Commissioner; (ii)
approval of the Pre-Need Assumption Agreement and Pre-Need Assumption
Transactions by the Executive Committee of Royal Arcanum; (iii) non-objection to
the Pre-Need Assumption Agreement and Pre-Need Assumption Transactions by the
ACA Board of Directors; (iv) approval by the ACA Board of Directors of the Third
Assessment of 15% on the pre-need policies; (v) approval of this Court of the Pre-
Need Assumption Agreement, the Pre-Need Assumption Transactions and the Third
Assessment, which approval bars claims against Royal Arcanum for the Excluded
Liabilities identified in the Royal Arcanum Agreement; (vi) receipt of other consents
and approvals from regulatory authorities in form and substance reasonably
acceptable to the Rehabilitator and Royal Arcanum, including, as applicable, the
Massachusetts Insurance Commissioner; (vi) all obligations and covenants of the
parties to be performed before Closing will have been performed; and {vi1) possession
by ACA of sufficient assets to transfer the Net Statutory Reserves, as adjusted. To
date the following conditions have been satisfied: (i) the Commissioner has

preliminarily approved the Pre-Need Assumption Transactions; (ii) the Executive
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Committee of Royal Arcanum has approved the Pre-Need Assumption Agreement
and Pre-Need Assumption Transactions; (iii) the ACA Board of Directors has non-
objected to the Pre-Need Assumption Agreement and Pre-Need Assumption
Transactions; (iv) the ACA Board of Directors has approved the Third Assessment of
15% on the pre-need policies; and (v) the Rehabilitator has gathered sufficient assets
of ACA to consummate the Pre-Need Assumption Transactions provided that the
Third Assessment is imposed.

» Termination - The Royal Arcanum Agreement may be terminated by ACA prior
to Closing if the Rehabilitator determines that ACA will not be able to obtain any of
the approvals required for Closing, or by either party because of a failure to satisfy a
closing condition or a material breach that would prevent the satisfaction of a Closing

condition.

The Rehabilitator believes that the Pre-Need Assumption Agreement is in the best
interests of the Company and its policyholders. The Rehabilitator also believes that, with the
recent return of tax refunds from Canada and the imposition of the Third Assessment, sufficient
funds will have been gathered to effectuate the Pre-Need Assumption Transactions. The cash
position of ACA is set forth in more detail immediately below and in the attached Cash Flow

Statement dated March 31, 2011 (Exhibit F).
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HI. THE THIRD ASSESSMENT

11, Asinitially described in the Rehabilitator’s Fourth Report to this Court, several
factors have resulted in the need for the Third Assessment, which will bring the aggregate
assessment on the ACA pre-need policies to 40%.

12. The Third Assessment is necessary in order for the Rehabilitator to have sufficient
funds in the U.S. to meet the remaining obligations of ACA while transferring the pre-need
policies to Royal Arcanum. More specifically, the Third Assessment is required due to a
combination of: (i) the existence of certain illiquid assets, (ii) refunds of Canadian federal and
provincial taxes that were somewhat less than anticipated, (iii) increased expenses of the
Rehabilitation that have been occasioned by the protracted tax dispute in Canada (which has now
been largely resolved), and (iv) the Rehabilitator’s decision to terminate the Company’s pension
plan by fully funding the pension plan.

I13. Imposition of the Third Assessment would allow the Rehabilitator to transfer the
pre-need policies and fully fund the pension plan deficit, subject to unexpected findings by the
PBGC and/or the IRS with respect to the pension plan or its funding, while also allowing for the
retention of significant reserves for other potential Habilities and administrative costs.
Additional funds would be distributed to ACA policyholders and Royal Arcanum, as described
in Section II above, with any fernaining amounts being distributed to other claimants.

14, The Board of Directors of ACA, based upon the recommendation of the
Rehabilitator and, in reliance upon materials furnished to the Board by the Rehabilitator, its own
analysis, imposed the Third Assessment at its meeting held on April 1,2011. The Rehabilitator
is seeking to have this Court approve the imposition of the Third Assessment as of that date in

order to prevent further claims payments from being made at the 25% assessment level. The
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Rehabilitator has decided to hold reported élaims received on or after April 1, 2011 fora
maximum of 30 days (which is the duration under the pre-need policies that ACA has to pay
reported claims). If the Court’s order approves the Third Assessment during this period, these
held claims will be paid net of the full 40% combined First and Third Assessments.

15, The Rehabilitator determined to terminate the Pension Plan on a fully funded
basis effective as of December 31, 2010 rather than seek approval of a distress termination of the
pension plan from the Pension Benefit Guaranty Corporation (“PBGC™). This decision was
made on several grounds. First, the PBGC would not have permitted a distress termination to
occur unless ACA was already in a liquidation proceeding. The Rehabilitation proceeding was
not sufficient for this purpose. In addition, even if liquidation had been commenced, there was
substantial uncertainty of obtaining the PBGC’s consent and such consent, even if obtained,
would have likely come only after a substantial delay and the incurring of substantial legal
expenses. Second, initiation of a liquidation proceeding would have essentially prevented the
consummation of the Pre-Need Assumption Agreement because the pre-need policies would
have terminated, as a matter of New Hampshire law, within 30 days of the commencement of the
liquidation proceeding. The Rehabilitator did not believe that this would be in the interests of
the Company’s remaining policyholders.

16.  Terminating the pension plan on a fully funded basis requires an additional
contribution to the pension plan by the Company. The Company contributed $550,000 of this
amount on January 25, 2011 and an additional $353,000 contribution on March 24, 2011. Based
upon the advice of outside consultants and various assumptions set forth in the Statement of
Cash Flow, the Rehabilitator believes that the remaining deficiency is likely to be no more than

$548,000. This liability amount may decrease, but the Rehabilitator does not believe that it
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reasonably could increase to a figure of more than $548,000. To guard against this amount
increasing, the Rehabilitator directed that the investments of the pension plan could be moved to
much safer investments 1o avoid interim investment risk prior to the distribution of such plan
assets to participants. The Rehabilitator is awaiting final calculation of the total liability before
making any further, final contributions. As noted above, this additional contribution does in part
necessitate the Third Assessment.

17.  The Rehabilitator obtained approval from the ACA Board of Directors to
terminate the pension plan on a fully funded basis effective December 31, 2010, on October 20,
2010. Conditional notices of termination to the ninety-five (95) participants in the Pension Plan
were mailed on October 29, 2010 in order to ensure proper notice of termination effective as of
December 31, 2010.

18. A separate motion seeking approval from this Court to terminate the pension plan
on a fully funded basis was filed with the Rehabilitator’s fourth report on November 24, 2010.
'The Court approved this motion on December 3, 2010, and the pension plan was terminated
effective December 31, 2010.

19.  Having terminated the pension plan and finalized and executed the Pre-Need
Assumption Agreement, the Rehabilitator sought and obtained the approval of the ACA Board of
Directors of the Third Assessment, which action was taken on April 1, 2011. (A copy of this
approval is attached hereto as Exhibit G.)

20.  The Rehabilitator has also prepared a letter to be sent to pre-need policyholders,
notifying them of the Third Assessment and the lifting of the moratorium, as described more

fully below. (A draft of this letter is attached hereto as Exhibit H.)
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21, The Rehabilitator is now seeking this Court’s approval to implement the Third
Assessment.

IV. THE MORATORIUM

22, Asdescribed above, the Pre-Need Assumption Agreement provides that the
Rehabilitator will lift the moratorium on policy surrenders, with respect to the pre-need policies,
at least 90 days prior to the Closing of the Pre-Need Assumption Agreement.

'23. The lifting of the moratorium during this time would permit policyholders to
surrender their policies after the Third Assessment takes effect, but prior to the transfer of the
policies to Royal Arcanum.

24.  Lifting the moratorium would thus permit pre-need policyholders to choose
between: (i) taking an immediate and certain cash benefit, reduced by the Second Assessment
and Third Assessment; or (if) foregoing an immediate cash benefit with the prospect that some or
all of the Second Assessment and Third Assessment will be restored from the remaining
proceeds of the ACA estate.

25.  The Rehabilitator believes that it is appropriate, and in the best interests of
policyholders, to permit the pre-need policyholders to make this choice at this stage in the
proceedings. Royal Arcanum also sought the inclusion of this provision in the Pre-Need
Assumption Agreement to permit ACA policyholders to cash out their policies prior to becoming

members of Royal Arcanum.
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V. RESOLUTION OF CANADIAN TAX MATTERS AND GENERAL FINANCIAL
STATUS OF ACA

26. The March 31, 2011 Cash Flow Statement (Exhibit F, which is being filed with
the Court under seal) sets out the cash position of ACA, as well as the outcome of various future
events. Current Cash in Bank includes cash received from the federal taxing authority in
Canada (the “CRA”) and the provincial taxing authority in Quebec (*Revenu Quebec™). The
Rehabilitator has received assurance from both the CRA and Revenu Quebec that ACA has no
further liability for income taxes in Canada through 2010. The 2011 Canadian tax return will be
filed with the CRA and Revenu Quebec when the Canadian Branch is closed. No taxes are
expected to be due.

27. The Rehabilitator is seeking further refunds of various amounts from the CRA
and Revenu Quebec. These amounts total approximately $350,000 and are not included in the
Cash Flow Statement because their receipt is speculative and requires further efforts by the
Rehabilitator. If any of these funds are received, this will be a favorable variance to ACA.

28. ACA’s Canadian Agent, John Milnes, has caused publication to be made in the
appropriate publications in Canada to effectuate a closure of ACA’s Canadian Branch. The 30-
day notice period has run and ACA has received no notices of claim or objection. In addition,
ACA received and sent to OSFI the 2010 actuarial report, which was the last actuarial report
required. The 2010 Canadian audit report is expected to be submitted to OSFI within the next
two weeks. Accordingly, the Rehabilitator believes that the $206,200 that is presently shown as
an illiquid asset in the Cash Flow Statement held by OSFI will be returned by OSFI within the
next 60 days. ACA’s Canadian Agent expects to make a formal request to OSFI for the release

of these funds on or about April 15, 2011.
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29.  Aspart of the closure of the Canadian Branch, ACA will also surrender all of its
licenses in the provinces of Canada. This notice procedure is underway, and no difficulties are
anticipated.

30.  The Rehabilitator has confirmed with ACA’s Canadian Agent that the closing of
ACA’s Canadian Branch and the surrender of licenses will have no effect on ACA’s ability to
seek further refunds of Canadian federal and/or provincial taxes.

31.  Asnoted above, in the U.S., with the consummation of the Pre-Need Assumption
Transactions, all of ACA policyholders will have been transferred to more solvent insurance
carriers.

32. After the closing of the Pre-Need Assumption Transactions, the remaining
activities of Rehabilitation will be: (i) seeking to liquify the remaining illiquid assets; (ii)
obtaining official IRS and PBGC authorizations to terminate the ACA pension plan, paying into
the pension plan the amounts required, and distributing such funds to ACA vested retirees by
payment of a Jump sum or purchase of an annuity; and (iii) seeking to gather additional tax
refunds and additional amounts from the CRA and Revenu Quebec. The Rehabilitator does not

anticipate seeking approval of this Court with respect to any of these activities.

VI. CONCLUSION
WHEREFORE, based on the foregoing, the Commissioner of Insurance of the State of
New Hampshire as Rehabilitator for ACA Assurance respectfully requests that this Honorable
Court:
(1) approve the agreement between ACA Assurance and Supreme Council of
the Royal Arcanum for the transfer of certain ACA Assurance U.S.

policies identified in and subject to the terms of the Pre-Need Assumption
Agreement, attached hereto as Exhibit A;
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(i)

(iif)

(iv)

(v)

Dated: April 13,2011

bar claims against Royal Arcanum with respect to the Excluded Liabilities
described in the Pre-Need Assumption Agreement;

approve the Third Assessment and implementation of the Third
Assessment by the Rehabilitator as set out in this Petition;

approve the lifting of the moratorium on policy surrenders, with respect to
the pre-need policies, in accordance with the Pre-Need Assumption
Agreement and the proposed order of the commissioner attached hereto as

Exhibit E; and

grant such other and further relief as justice may require.

Respectfully submitted,

ROGER A SEVIGNY, COMMISSIONER
THE STATE OF NEW HAMPSHIRE
DEPARTMENT OF INSURANCE

By his attorneys,

MICHAEL A. DELANEY
ATTORNEY GENERAL

2

Glenn A. Perlow, #13085

Senior Assistant Attorney General
Civil Bureau

33 Capitol Street

Concord, New Hampshire 03301-6397

CERTIFICATE OF SERVICE

I, Glenn A. Perlow, hereby certify that on this 13" day of April 2011 a true and correct
copy of the foregoing document was sent via first class mail, postage paid to all parties on the

service list.

602244

Glenn A. Perlow
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ASSENT OF ACA ASSURANCE

ACA Assurance assents to this Petition and supports the Commissioner’s request for the

Orders set out herein.

ACA ASSURANCE
By Its Attorneys,

SHEEHAN PHINNEY BASS + GREEN
PROFESSIONAL ASSOCIATION

Dated: April , 2011 W
Bruce A. Harwood (INH Bar 4821)

1000 Elm Street, P.O. Box 3701
Manchester, NH 03105-3701
(603) 627-8139
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Margaret E. Probish, Esq.

Sheehan, Phinney, Bass + Green, PA
1000 Elm Street

PO Box 3701

Manchester, NH 03105-3701

307054



Assumption Agreement
Between
ACA Assurance and Supreme Council of the Royal Arcanum
U.S. Certificates

This Assumption Agreement ("Agreement”) is entered into by and between ACA Assurance in
Rehabilitation ("ACA™), and Supreme Council of the Royal Arcanum ("Royal Arcanum")
{collectively the "Parties™).

Recitals

A, ACA is a New Hampshire domiciled fraternal benefit society with principal offices in
Manchester. New Hampshire and is licensed to do business in the United States and Canada in
the states and provinces listed in Exhibit A, although ACA is in the process of surrendering its
licenses in Canada and its provinces and closing its Canadian Branch.

B. A Verified Petition for Rehabilitation of ACA was approved by the State of New
Hampshire Superior Court, Merrimack County (the “Court™) as of September 8, 2008.

C. An Order Appointing Rehabilitator was entered by the Court as of September 8, 2008
appointing Roger A. Sevigny, Commissioner of Insurance for the State of New Hampshire, as
Rehabilitator of ACA (the "Rehabilitator").

D. Royal Arcanum is a Massachusetts domiciled fraternal benefit society with principal

offices in Boston, Massachusetts and is licensed to do business in Canada and in the U.S, states
listed in Exhibit A,

E. Pursuant to Chapter 402-C of the New Hampshire Statutes, the Rehabilitator may, when
deemed appropriate, subject to approval of the Court, use assets of the estate of an insurer that is
under an order of rehabilitation to achieve a transfer of contractual obligations to a solvent
assuming insurer.

F. ACA and Royal Arcanum entered into a previous Assumption Agreement dated on or
about March 11, 2009 (the “First Assumption Agreement”), pursuant to which Royal Arcanum
assumed certain liabilities with respect to ACA’s U.S. policies, but excluding ACA’s pre-need
life insurance policies.

G. in accordance with the terms and conditions herein, ACA, by and through its
Rehabilitator, desires that Royal Arcanum now assume all liabilities arising under any ACA U S.
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pre-need life insurance policies and/or certificates, and Royal Arcanum desires to assume such
liabilities subject to the terms and conditions contained herein,

NOW, THEREFORE, in consideration of the mutual benefits to be received by the Parties and to
be achieved on behalf of ACA members and the mutual covenants and agreements contained
herein, the Parties agree as follows:

Article 1
Definitions

1.1 "Acceptable Assets" means those Assets that Royal Arcanum is willing to accept as part
of the Transferred Assets that are identified in Exhibit 1.1,

1.2 "Assumed Certificates” means all the ACA insurance policies and/or certificates in the
United States that are in force on the Closing Date to be transferred to Royal Arcanum pursuant
to Section 2.1,

1.3 "Assumption Certificate” means the certificate to be issued pursuant to Section 2.6,

1.4, "Closing Date" means the date(s) described in Section 6.1.

1.5 "Certificate Liabilities" means past, present and future liabilities and obligations arising
under the Assumed Certificates whether known or unknown, including but not limited to claims,
benefits, unearned premiums, IBNR, outstanding loss reserves, loss adjustment expenses, and
future costs of administration and compliance relating to the Assumed Certificates, which
ltabilities and obligations are subject to, and net of, all assessments in place as of the Calculation
Date except as otherwise set forth in this Agreement,

1.6 "Court" means the State of New Hampshire Superior Court for Merrimack County.

1.7 "Defenses" means (1) any known or unknown, actual or contingent rights, defenses,
offsets, counterclaims, and cross-claims, and (2) any and all rights, limitations, terms, conditions,
and provisions provided for in this Agreement related to the Assumed Certificates,

1.8 "Excluded Liabilities” means any labilities or obligations of ACA, any predecessor of
ACA, the Rehabilitator, or any of their respective affiliates, Representatives, successors or
assigns that is not a Certificate Liability or expressly assumed by Royal Arcanum in exchange
for benefits received under this Agreement. Excluded Liabilities shall include without limitation
any liability or obligation:

(a) arising out of or relating to ACA's or the Rehabilitator's compliance with, or failure to
comply with, any law or regulation;

(b) for taxes of ACA;




(¢) relating to or arising out of any litigation or proceeding involving ACA or the
Rehabilitator, or to which ACA or the Rehabilitator is or was a party. As of the date
of this agreement ACA is not a party to any overtly threatened or pending litigation;

(d) arising out of or relating to any conduct, acts, errors or omissions of any current or
former Representatives of ACA or the Rehabilitator;

(e) arising under or relating to any in force or expired contract or agreement or lease of
ACA, the Rehabilitator or any of their Representatives, except as otherwise provided
in this Agreement;

(f) expressly assumed or retained by ACA or the Rehabilitator under the terms of this
Agreement;

(g) for any claim, lawsuit, action or proceeding alleging with respect to ACA, the
Rehabilitator or their Representatives that the Transactions are improper,
unauthorized or otherwise have not been effected in accordance with applicable laws
and regulations; provided that such does not otherwise constitute a Certificate
Liability;

(h) for any claim, lawsuit, action or proceeding aileging that any notices,
communications or other disclosures by ACA, the Rehabilitator or their
Representatives, including but not limited to communications regarding the
Transactions, were omitted, misleading, incomplete or otherwise defective or legally
deficient;

(1) for any unpaid salary, wages, bonuses, commissions or other compensation due to
Representatives of ACA, including but not limited to any compensation or
commissions related to the sale of the Assumed Certificates, provided that Royal
Arcanum shall assume responsibility: (i) for any ACA Representatives hired or
contracted by Royal Arcanum upon such hire or contract; and (i1) for any renewal
commissions accrued on or after Closing on the Assumed Certificates;

(j) for liabilities for any pension, profit sharing, deferred compensation or health or
welfare plans or other employee benefit plans or programs of ACA;

(k) related to the employment, contract, or termination of employment or contract of any
Representative of ACA, including but not limited to any claims of discrimination or
harassment under any statute, regulation, or ordinance, or any claims based upon
alleged wrongful or retaliatory discharge, intentional infliction of emotional distress,
defamation, invasion of privacy, breach of contract or other tort, contract, or quasi-
contract claims;

(1) for liabilities resulting from worker injury for any ACA Representative (whether or
not reported), and any other liabilities, claims or expenses related to ACA’s workers
compensation programs, whether incurred prior to or after the Closing Date; except as



to those ACA Representatives hired or retained by Royal Arcanum on or after the
Closing Date.

{m) for any costs or obligations of ACA or the Rehabilitator related to administration of
the Assumed Certificates prior to the Closing Date.

{n) for any claim, lawsuit, action or proceeding concerning any assessment on the
Assumed Certificates, including but not limited to the twenty-five percent (25%)
assessment effective as of September 8, 2008 which was authorized by the Court and
imposed by the Rehabilitator by order dated September 18, 2008 (the “First
Assessment Order”) and any further assessment of up to an additional fifieen percent
(15%) that is authorized by the Court and by the board of directors of ACA and
imposed by the Rehabilitator by order on or before the Closing Date (the “Second
Assessment Order”, and together with the First Assessment Order, the “Assessment
Orders”); provided, however, that such claim, lawsuit, action or proceeding does not
arise from or is not based in whole or in part upon any act or omission of Royal
Arcanum that is inconsistent with or not directly contemplated by the Assessment
Crders;

(o) for undisclosed or unknown liabilities other than Certificate Liabilities; and

(p) for any other liabilities not expressly assumed by Royal Arcanum under this
Agreement.

1.9 "Liguidation Assets” means the assets to be returned to owners of Assumed Certificates
following liquidation of ACA and as defined in Section 3.4 of the First Assumption Agreement
and the transaction costs of Royal Arcanum under this Agreement as set out in Section 3.5 of this
Agreement.

1.10 "Net Statutory Reserves” means with respect to the Assumed Certificates: (i) the
statutory reserves of ACA on a U.S. statutory accounting basis, net of all assessments, plus (i)
the unearned premium reserves as of the Closing Date. ACA will represent as of the Calculation
Date, to its best knowledge, information and belief that the calculation made by ACA using the
Lewis & Ellis calculator of the “Net Statutory Reserves” set out in Exhibit 3.1 is true and
accurate, as adjusted to reflect any additional policy assessments referred to in this Agreement
and imposed upon Assumed Certificates prior to the Closing Date

1.11  "Representatives” means a Party's or other person's employees, agents, general agents,
brokers, claims administrators, officers, directors, legal counsel, investment bankers, consultants,
accountants, actuaries, producers and other representatives.

112 “Surrender Value Reserve” means the difference between the reserves carried on an
Assumed Certificate and the surrender value with respect to the Assumed Certificate when it is
surrendered, in each case as of the date of such surrender.

113 "Transactions" means the transactions contemplated by this Agreement.



1.14 "Transferred Assets" means the consideration to be transferred to Royal Arcanum from
ACA at Closing as cash or other assets acceptable to Royal Arcanum set forth in Article I11.

Article 11
Assumption of ACA Certificates

2.1  Certificate Transfer. Subject to the terms and conditions of this Agreement, the
Rehabilitator, on behalf of ACA, hereby transfers, and Royal Arcanum hereby assumes, the
Assumed Certificates with respect to one hundred percent (100%) of the Certificate Liabilities as
of the Closing Date but not with respect to any Excluded Liabilities. Royal Arcanum expressly
acknowledges and agrees that the Assumed Certificates include all pre-need life insurance
policies and/or certificates of ACA in the United States, including pre-need life insurance
policies that may have been inadvertently excluded from schedules provided to Royal Arcanum;
provided that the Net Statutory Reserves associated with such inadvertently excluded policies
were included in Transferred Assets at the Closing or are transferred to Royal Arcanum by ACA
after the Closing Date at the calculated value as of the Calculation Date. The Rehabilitator, on
behalf of ACA, and Royal Arcanum hereby agree that with respect to the Certificate Liabilities,
but not Excluded Liabilities, Royal Arcanum shall be:

(a) to the extent permitted by law, substituted for ACA under the Assumed Certificates;

(b) be bound by all of the express written terms and conditions of the Assumed
Certificates, but subject to Section 2.2; and

(c) enjoy all of ACA's rights under, and shall perform all of ACA's duties and obligations
under the Assumed Certificates to the same extent as though Royal Arcanum had
originally issued the Assumed Certificates in the place of ACA, but subject to Section
2.2.

Upon transfer to Royal Arcanum, each Assumed Certificate shall become a certificate or
insurance policy of Royal Arcanum and each Assumed Certificate shall be subject to the Code of
Constitution and Laws of the Royal Arcanum including all amendments thereto. Except as
expressly required by an Assumed Certificate or this Agreement, no Assumed Certificate shall be
entitled to any surplus refunds/dividends of Royal Arcanum unless the Executive Committee of
Royal Arcanum approves the application of such refunds/dividends to the Assumed Certificate.

2.2 Effect of Assessments. All Assumed Certificates shall be transferred under this
Agreement subject to, and net of, all assessments in place as of the Closing Date. Except as
provided in Section 3.4, all reductions in the Assumed Certificates pursuant to such assessments
shall become permanent, and Royal Arcanum shall provide benefits under the Assumed
Certificates subject to such reductions.

2.3 Liability. From and after the Closing Date, Royal Arcanum shall be liable for all of the
Certificate Liabilities, provided that Royal Arcanum shall not assume or be liable for any
Excluded Liabilities. Subject to the exceptions and provisions of this section, Royal Arcanum



shall be liable for and shall defend at its own expense, actions on account of any act, error or
omission of Royal Arcanum.

2.4  Royal Arcanum Liabilities/Defenses. ACA shall remain as a party to all outstanding
litigation, if any, with respect to the Assumed Certificates. Except for litigation relating,
involving or pertaining to Excluded Liabilities, Royal Arcanum shall assume responsibility for
the handling and outcome of all outstanding litigation with respect to the Assumed Certificates as
well as any new litigation relating to or arising under the Assumed Certificates to which ACA is
added as a party. Subject to the terms and conditions of this Agreement, Royal Arcanum shall
succeed to all Defenses that ACA had, still has, or may have in connection with the Certificate
Liabilities, all of which Defenses are hereby assigned and transferred to Royal Arcanum. Except
for Excluded Liabilities, Royal Arcanum shall be liable for judgments and costs of settlement
and for all legal and other costs with respect to the defense of any litigation relating to or arising
under the Assumed Certificates, and shall have the right to select counsel and to make all
decisions with respect to the handling and settlement of any such litigation. Royal Arcanum
agrees to keep the Rehabilitator and ACA advised with respect to the status of all outstanding
litigation relating to the Assumed Certificates. Royal Arcanum shall not assume any rights or
responsibilities of the Rehabilitator arising solely from the Verified Petition for Rehabilitation.
ACA and the Rehabilitator shall retain any Defenses they had, stili have or may have in
connection with the Excluded Liabilities or related to the Verified Petition for Rehabilitation;
provided, however, that his paragraph shall not relieve ACA or its directors, officers and
employees from any responsibility or lability for their actions with respect to the Assumed
Certificates and Excluded Liabilities prior to the Closing Date. ACA represents to its best
knowledge and belief that as of the date of this Agreement there is no pending litigation
pertaining to the Assumed Certificates which representation shall survive closing, and ACA shall
provide an officer’s certificate to such effect as of the Closing Date.

2.5  ACA Liabilities. ACA shall be liable for and defend any and all actions on account of:
(a) any act, error or omission of ACA in connection with the handling of the Assumed
Certificates prior to the Closing Date, and (b) any other obligation or liability that is an Excluded
Liability or is otherwise assumed or retained by ACA under the terms of this Agreement.

2.6 Assumption Certificates and Communications. Subject to obtaining insurance
department approvals, and any changes required by applicable insurance laws and regulations,
Royal Arcanum shall, within thirty (30) days after the Closing Date, issue an assumption
certificate to each Assumed Certificate owner in substantially the form of Exhibit 2.6. Royal
Arcanum shall also advise each owner of an Assumed Certificate that Royal Arcanum has
assumed the Certificate Liabilities of ACA and that all correspondence should thereafter be
addressed to Royal Arcanum.

2.7  Tax Reporting, ACA shall be responsible for the issuance of Forms 1099 with respect
to the Assumed Certificates for calendar year 2010. Royal Arcanum shall be responsible for the
issuance of Forms 1099 with respect to the Assumed Certificates thereafter, ACA and Royal
Arcanum will coordinate to ensure that Forms 1099 are not sent twice.



Article IT1
Transfer of Assets

3.1 Determination of Amount of Statutorv Reserves. The Rehabilitator and Royal
Arcanum agree that the Lewis & Ellis calculator shall be the basis for determining the amount of
Net Statutory Reserves. The parties shall then use their respective good faith best efforts to
agree upon the amount of Net Statutory Reserves for Assumed Certificates as of a date within
thirty (30) days prior to the Closing Date (the “Calculation Date™). The agreed upon calculation,
as of the Calculation Date, will be set out in Exhibit 3.1 and shall be adjusted to reflect any
additional policy assessments imposed by ACA or the Rehabilitator that are identified in this
Agreement and imposed upon the Assumed Certificates prior to the Closing Date.

3.2 Acceptable Assets. The Assets to be conveyed to Royal Arcanum at Closing shall be
paid in the combination of cash or cash equivalents set out in Exhibit 1.1.

3.3 Amount of Transferred Assets at Closing. The amount of Transferred Assets to be
conveyed to Royal Arcanum at Closing shall equal the Net Statutory Reserves calculated
pursuant to Section 3.1, (A) increased by: (i} incurred but not reported claims which shall be
estimated as of the Calculation Date pursuant to Section 3.1, provided that the amount of such
reserve for incurred but not reported claims shall not exceed $22,500 and (ii) by the amount of
premiums received by ACA between the Calculation Date and the Closing Date with respect to
the Assumed Certificates, if any; and (B) reduced: (i) by the dollar amount of the Net Statutory
Reserves associated with all claims payments made by ACA to Assumed Certificate
holders/owners/beneficiaries between the Calculation Date and the Closing Date; (ii) dollar for
doliar for all policy loans made by ACA to Assumed Certificate owners between the Calculation
Date and the Closing Date, if any; and (iii) by the full amount of the reserve applicable to any
Assumed Certificates that are surrendered to ACA between the Calculation Date and the Closing
Date, if any.

3.4 Policies Surrendered Within Three Months of Closing. Royal Arcanum shall pay to
ACA, within cne hundred twenty (120) days after the Closing Date, an amount equal to the
difference between the amount paid upon surrender and the Surrender Value Reserve as to all
Assumed Certificates that are surrendered during the period commencing on the Closing Date
and ending three months after the Closing Date (the “Surrender Differential®). Payments of
Surrender Differential shall be accompanied by a written accounting setting forth all surrenders
occurring during the three month period and setting out the amount paid to each surrendering
policyholder and the related Surrender Value Reserve in accordance with the Lewis & Ellis
calculator. ACA shall have fifteen (15) days after receipt of the written account to object to the
calculations.

3.5  Return of Liguidation Assets. The Liquidation Assets that are attributable to the
Assumed Certificates shall be transferred to Royal Arcanum as described in Section 3.4 of the



First Assumption Agreement; provided that any Liguidation Assets transferred to Royal
Arcanum with respect to the Assumed Certificates under this Agreement or the First Assumption
Agreement shall, subject to approval of the Liquidation Court: (i) first be used to pay Royal
Arcanum’s reasonable, documented, direct transaction costs incurred with respect to its
acquisition of the Assumed Certificates under this Agreement; (ii) with any remaining amount
then being applied to pre-need life insurance policies that have not been surrendered to ACA or
to Royal Arcanum to restore the reduction of such pre-need life insurance policies due to the
Second Assessment on an aliquot basis; (iii) with any remaining amount after application of (i)
and (ii) being used to pay Royal Arcanum’s reasonable, documented costs described in Section
3.4 of the First Assumption Agreement; and (iv) finally, with any remaining amount after
application of (i), (i) and (iii) being used to restore the reduction of all Assumed Certificates
under the First Assumption Agreement and this Agreement due to the First Assessment on those
policies on an aliquot basis .

36 Conveyance of Transferred Assets. The Rehabilitator shall transfer, assign, deliver and
convey good and marketable title to all Transferred Assets and Liquidation Assets to Royal
Arcanum. The Rehabilitator shall also provide to Royal Arcanum all records (in whatever form
or medium currently maintained) with respect to the Transferred Assets, including the Assumed
Certificates, that are requested by Royal Arcanum and that are in the possession of the
Rehabilitator or ACA. The Rehabilitator further agrees to execute any and all appropriate
documents and to take all other reasonable actions necessary, or as may reasonably be requested
by Royal Arcanum to effectuate or facilitate the assignment and transfer of good and marketable
title to all Transferred Assets and Liquidation Assets to Royal Arcanum.

Article [V
ACA Chapters and Members

4.1 Membership. All members of ACA on the Assumed Certificates in the United States
that are not already members of Royal Arcanum shall become members of Royal Arcanum as of
the Closing Date and each member of ACA shall become a member of the Council of Royal
Arcanum corresponding to the Chapter of ACA in which they were a member, All ACA
members, certificate owners and beneficiaries shall be subject to the laws, rights, obligations and
privileges of membership in Royal Arcanum. Upon payment of dues, the ACA members shall
be entitled to vote and hold office as provided by the laws of Royal Arcanum.

Article V
Cooperation and Other Covenants

5.1 Cooperation In Seeking Necessary Approvals. ACA, Royal Arcanum and the
Rehabilitator shall assist and cooperate with each other by acting in good faith to seek and obtain
all approvals and consents required to consummate the Transactions, includ ing, without
limitation, the approvals set out in Section 6.2.

5.2 Actions to Consummate Transactions. ACA, Royal Arcanum and the Rehabilitator
and their respective Representatives shall act in good faith and use their best efforts to take, or
cause to be taken, all actions and execute any documents necessary, proper or advisable to




consummate and make effective the Transactions and to cooperate fully in all reasonable
respects in order to accomplish the objectives of this Agreement.

5.4 Confidentiality. The Parties shall continue to comply with the obligations of the
Confidentiality Agreement dated April 28, 2008.

5.5 Conduct of Business. Except as set forth in Sections 5.6 and 5.7, prior to the Closing
ACA shall:

(a)} use its best efforts to preserve the value of the Assumed Certificates:

(b} not make changes to any of the practices, methods or policies employed with respect
to the Assumed Certificates; and

(c) not take or cause to be taken any actions or enter into any transactions that are
inconsistent with the Transactions or which otherwise would result in changes in the
way ACA presently conducts business.

5.6 Surrenders. A moratorium on surrenders of pre-need life insurance policies has been in
place pursuant to an order of the Rehabilitator since September 2008, Royal Arcanum has
requested that the Rehabilitator lift the moratorium on surrenders of pre-need life insurance
policies for a period of no less than ninety (90) days preceding the Closing Date to permit
policyholders to surrender their policies prior to the Closing, and the Rehabilitator has agreed to
do this. Royal Arcanum agrees that this period may exceed ninety (90) days. The Rehabilitator
shall give prior written notice to each certificate awner of his intent to lift the moratorium,
Surrenders of policies during this period shall reduce the amount to Transferred Assets as
provided in Section 3.3,

5.7 Additional Assessment. Royal Arcanum understands that a Second Assessment of up to
fifteen percent (15%) shall be imposed by ACA upon the Assumed Certificates prior to the
Closing Date, bringing the total assessment on the Assumed Certificates under this Agreement to
up to forty percent (40%).

5.8 Communications. Prior to Closing the Parties shall obtain prior written approval of the
other Party, which approval shall not be unreasonably delayed or withheld, with respect to any
publicity or release of information to the general public regarding the Transactions. This shall
not extend to or limit the Rehabilitator's ability to make court filings or reports, to notify
policyholders of actions of the Rehabilitator, including the imposition of any assessment, or to
comply with the open records law of the State of New Hampshire.

Article VI
Closing

6.1  Time and Location. Except as otherwise agreed by the Parties, the Closing of the
Transactions contemplated by this Agreement ("Closing") shall take place on December 31, 2011




or, if earlier, on the 3rd business day following the last condition to Closing listed in Section 6.2
being satisfied, at such time and location as the Parties shall agree ("Closing Date"),

6.2  Conditions to Closing. The respective obligations of the Parties to consummate the
Transactions are subject to the satisfaction of the following conditions in addition to any
conditions elsewhere specified in this Agreement:

(a) the Transactions shall have been approved by the Commissioner of Insurance of the State
of New Hampshire;

{b) the Exccutive Committee of Royal Arcanum shall have approved the Agreement and the
Transactions;

(c) the board of directors of ACA shall have indicated its non-objection to the Agreement
and the Transactions;

(d) the board of directors of ACA shall have authorized the Second Assessment of up to
fifteen percent (15%);

(¢) the Transactions shall have been approved by the Commissioner of Insurance of the State
of Massachusetts or the Commissioner shall not have objected or shall have indicated that
they have no authority over the transaction after appropriate notice if approval is not
legally required;

(f) the Court shall have approved the Agreement, the Transactions and the Second
Assessment by an order or orders, which in part bars claims against Royal Arcanum for
Excluded Liabilities and is otherwise in a form reasonably acceptable to the Rehabilitator
and Royal Arcanum;

(f) all consents and approvals of any and all other regulatory authorities which the Parties
reasonably agree are required for consummation of the Transactions shall have been
obtained in form and substance reasonably acceptable to the Rehabilitator and Royal
Arcanum;

{g) all obligations and covenants of the Parties to be performed on or before the Closing Date
shall have been performed in all material respects. No Party may avoid its obligations
under this Agreement by asserting that its own obligations and covenants have not been
performed in all material respects as of the Closing Date. The representations of ACA
shall remain true as of the Closing Date, but such representations shall not survive the
Closing unless otherwise stated in this Agreement; and

(h) ACA shall have on hand cash and cash equivalents at market value such as Treasury Bills
or marketable Certificates of Deposit sufficient to constitute the Transferred Assets.



Article VH
Termination

7.1 Termination. This Agreement may be terminated at any time prior to Closing by mutual
agreement of the Parties or:

(a) by either Party giving written notice to the other Party of any condition precedent
to its obligation as set forth in Section 6.2 that is not satisfied or waived within
300 days following the date of this Agreement, provided, however, such right
shall not be available to any Party that has failed to materially perform its
obligations under the Agreement required to be performed by it on or prior to the
Closing;

{(b) by ACA in the event the Rehabilitator reasonably determines that any necessary
approvals under section 6.2 will not be provided; or

(c) by either Party giving written Notice to the other Party if there has been a material
breach by the other Party of this Agreement that, together with all such breaches,
would prevent any of the conditions set forth in Section 6.2 from being satisfied
and the breach is not curable or, if curable, is not cured within thirty (30) calendar
days after written notice of such breach is given by the Party to the breaching

Party.

7.2 Survival If this Agreement is terminated and the Transactions are not consummated, no
party will have any further liability hereunder except that, in the event of such a termination
because of any breach: (a) the breaching party shall be liable to the other party for alt actual
damages arising directly from such breach, including but not limited to, reasonable consultant
fees and expenses, but in no event shall any Party be entitled to consequential or punitive
damages in connection with any claim arising out of the termination of this Agreement; and (b)
the obligations arising under this Section 7.2 and Sections 5.4 shall remain in full force and
effect.

Article YVIII
MisceHaneous

8.1  Amendment. This Agreement may be amended only by a writing executed by all
Parties. Notwithstanding the foregoing, the Court must approve any amendment that is
reasonably expected by any Party to result in a material reduction in benefits to Assumed
Certificate owners.

8.2 Assignment. No Party may assign this Agreement or any if its rights, interests, or
obligations hereunder without prior written consent of the other Party.
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8.3  Broker Fees. Each Party hereby represents and warrants that it has not taken action that
would impose on any other Party liability for payment of any broker, finder, or similar fee in
connection with the origin, negotiation, execution or performance of this Agreement. This
representation shall survive closing,

8.4  Counterparts. This Agreement may be executed in separate counterparts, each of which
shall be deemed an original, but all of which together shall constitute one and the same
instrument, :

8.5  Entire Agreement. This Agreement constitfutes the entire understanding of the Parties
pertaining to the subject matier contained in this Agreement and supersedes all prior oral and
written agreements, representations, and understandings of the Parties.

8.6  Expenses. Except as otherwise expressly provided elsewhere in this Agreement, each
Party shall pay all of its own costs, fees, and expenses incurred or to be incurred in negotiating
and preparing this Agreement and in closing and carrying out the Transactions.

8.7  Governing Law. This Agreement shall be governed by and construed in accordance
with the laws of the State of New Hampshire notwithstanding any state's choice of law rules to
the contrary.

8.8  Headings. The captions and headings of the articles and sections of this Agreement are
included for purposes of convenient reference only and shall not affect the construction or
interpretation of this Agreement.

8.9  Notices. Any notices made pursuant to this Agreement shall be in writing and shall be
deemed to have been duly given on the date of delivery, if delivered personally, by certified
mail, return receipt requested, or by facsimile transmission, or on the day after transmittal if sent
by overnight delivery services. Any notice must be properly addressed as follows:

If to Royal Arcanum:

Kenneth J. Kolek

Supreme Secretary

Supreme Council of the Royal Arcanum
61 Batterymarch Street

Boston, MA 02110

(617) 426-4135

cc:  Paul F. D’Emilio, Esg.
The Law Office of Paul F. D’Emilic, LLC
905 West Sproul Road, Suite 105
Springfield, Pennsylvania 19064
(610) 338-0338 (voice)
(610) 339-0303 (fax)

ifto ACA:

12



Peter A. Bengelsdorf

Special Deputy Commissioner

¢/o The Home Insurance Company in Liquidation
61 Broadway, Sixth Floor

New York, New York 10006

(212) 530-3741

If to the Rehabilitator:

Insurance Commissioner

State of New Hampshire

21 South Fruit Street, Suite 14
Concord, New Hampshire 03301
(603) 271-2261

ce: Steven J. Lauwers, Esq.
Rath, Young and Pignatelli, P.C.
One Capital Plaza, P.O. Box 1500
Concord, New Hampshire 03302-1500
(603) 226-2600

8.10  Severability. In the event that any provision or term of this Agreement shall be held by
any court of competent jurisdiction to be invalid, illegal or unenforceable, all the other provisions
and terms shall remain in full force and effect to the extent that their continuance is practicable
and consistent with the original intent of the Parties. In addition, if provisions or terms are held
invalid, illegal or unenforceable, the Parties will attempt in good faith to renegotiate this
Agreement to carry out its original intent,

8.11  Successors. This Agreement shall be binding upon and inure to the benefit of the Parties
and their respective successors and permitted assigns. The Parties acknowledge that the
obligations of ACA and the Rehabilitator with respect to the Certificate Liabilities cease upon
approval by the Court in accordance with Chapter 402-C of the New Hampshire Statutes,

8.12  Third Party Beneficiaries. Nothing contained herein, express or implied, is intended to
confer any rights or remedies on any persons other than the Parties to this Agreement. In
addition, nothing in this Agreement is intended to relieve or discharge the obligation or liability
of any third party,

8.13  Capacity of Rehabilitator. The Rehabilitator is a Party to this Agreement and has
incurred obligations hereunder only in his official representative capacity as Rehabilitator of
ACA, and not individually, The Parties agree and acknowledge that the Rehabilitator shall not
have any personal liability for any matters or obligations hereunder, and further that the State of
New Hampshire is not a Party and shall have no liability with respect hereto.

{Remainder of page left intentionally blank. Signature page follows.)
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SIGNATURE PAGE
TO
ASSUMPTION AGREEMENT (U.S. CERTIFICATES, PRE-NEED POLICIES)
Dated this 31st day of January, 2011,
ACA ASSURANCE in Rehabilitation, Roger A. Sevigny, Commissioner of Insurance for the

State of New Hampshire as Rehabilitator

By:

Peter A. Bengelsdorf, Special Deputy Commissioner

SUPREME COUNCIL OF THE ROYAL ARCANUM

By:

Carol Zavitz, Supreme Regent

By:

Kenneth J. Kolek, "Supreme Secretary
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EXHIBIT A
ACA Assurance is licensed as a fraternal benefit society in the following jurisdictions:

United States

(1) Arkansas

(2) Connecticut
(3) Florida

(4) Louisiana

(5} Maine

(6) Maryland

(7) Massachusetts
(8) New Hampshire
(9) Pennsylvania
(10) Rhode Island
{11) South Carolina
(12) Virginia

(13) Vermont

Royal Arcanum is licensed as a fraternal benefit society in the following U.S. states:

Unites States

{1) Arizona

(2) California
(3) Colorado

(4) Connecticut
(5} District of Columbia
(6) Florida

(7) Georgia

(8} IHHinois

(9) Maryland
(10} Maine

(11) Massachusetts
(12) Michigan

{13} Missouri

(14) Nebraska

{15) New Jersey
{16) New York
(17} North Carolina
(18) Ohio

(19) Oregon

(20) Pennsylvania
{21) Rhode Island
(22) Virginia

{23) Washington
(24} Wisconsin



EXHIBIT 1.1
Schedule of Acceptable Assets

ACA shall transfer to Royal Arcanum the amounts set forth in Section 3.3 in the form of cash or
cash equivalents.
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EXHIBIT 2.6
Form of Assumption Certificate

Attached.



EXHIBIT 3.1
Calculation of “Net Statutory Reserves” as of the Calculation Date
Using Lewis & Ellis Calculator
Adjusted to Reflect all Assessments on Assumed Certificates
Prior to the Calculation Date

Attached.
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TITLE XXXVII
INSURANCE

CHAPTER 418
FRATERNAL BENEFIT SOCIETIES

Section 418:18

418:18 The Benefit Contract. -

L. Every society authorized to do business in this state shall issue to each owner of a benefit
contract a certificate specifying the amount of benefits provided in such contract. The certificate,
together with any riders or endorsements, the laws of the society, the application for
membership, the application for insurance and declaration of insurability, if any, signed by the
applicant, and all amendments to each thereof, shall constitute the benefit contract, as of the date
of issuance, between the society and the owner, and the certificate shall so state, A copy of the
application for insurance and declaration of insurability, if any, shall be endorsed upon or
attached to the certificate, All statements on the application shall be representations and not
warranties. Any waiver of this provision shall be void.

IL. Any changes, additions or amendments to the laws of the society duly made or enacted
subsequent to the issuance of the certificate, shall bind the owner and the beneficiaries, and shali
govern and control the benefit contract in all respects the same as though such changes, additions
or amendments had been made prior to and were in force at the time of the application for
insurance, except that no change, addition or amendment shall destroy or diminish benefits
which the society contracted to give the owner as of the date of issuance.

[l. Any person upon whose life a benefit contract is issued prior to attaining the age of
majority shall be bound by the terms of the application and certificate and by all the laws and
rules of the society to the same extent as though the age of majority had been attained at the time
of application,

IV. A society shall provide in its laws that if its reserves as to all or any class of certificates
become impaired its board of directors or corresponding body may require that there shall be
paid by the owner to the society the amount of the owner's equitable proportion of such
deficiency as ascertained by its board, and that if the payment is not made either:

(a) It shall stand as an indebtedness against the certificate and draw interest not to exceed the
rate specified for certificate loans under the certificates: or

(b) In lieu of or in combination with subparagraph (a), the owner may accept a proportionate
reduction in benefits under the certificate, The society may specify the manner of the election
and which alternative s to be presumed if no election is made.

V. Copies of any of the documents mentioned in this section, certified by the secretary or
corresponding officer of the society, shall be received in evidence of the terms and conditions
thereof.

V1. No certificate shall be delivered or issued for delivery in this state unless a copy of the
form has been filed with the commissioner in the manner provided for like policies issued by life
insurers in this state. Every life, accident, health, or disability insurance certificate and every



annuity certificate issued on or after one year from the effective date of this chapter shall meet
the standard contract provision requirements not inconsistent with this chapter for like policies
issued by life insurers in this state, except that a society may provide for a grace period for
payment of premiums of one full month in its certificates.

VIL The certificate shall also contain a provision stating the amount of premiums which are
payable under the certificate and a provision reciting or setting forth the substance of any
sections of the society's laws or rules in force at the time of issuance of the certificate which, if
violated, will result in the termination or reduction of benefits payable under the certificate,

VL. If the laws of the society provide for expulsion or suspension of a member, the certificate
shall also contain a provision that any member so expelled or suspended, except for nonpayment
of a premium or within the contestable period for material misrepresentation in the application
for membership or insurance, shall have the privilege of maintaining the certificate in force by
continuing payment of the required premium.

IX. Benefit contracts issued on the lives of persons below the society's minimum age for adult
membership may provide for transfer of control of ownership to the insured at an age specified in
the certificate. A society may require approval of an application for membership in order to
effect this transfer, and may provide in all other respects for the regulation, government and
control of such certificates and all rights, obligations and liabilities incident thereto and
connected therewith. Ownership rights prior to such transfer shall be specified in the certificate.

X. A society may specify the terms and conditions on which benefit contracts may be
assigned.

XL No action at law or in equity shall be had or maintained on any certificate or contract
issued by a fraternal benefit society unless commenced within 18 months after the cause of
action shall accrue.

Source. 2003, 182:1, eff. Jan. 1, 2004.
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Commissioner’s Order
Rehabilitation of ACA Assurance
April _, 2011
Lifting Moratorium on Pre-Need Policy Surrenders

On September 8, 2008, the Merrimack County Superior Court (Judge Mangones
presiding) granted the Commissioner’s Petition to Reopen Rehabilitation with respect to
ACA Assurance (“ACA™) (06-E-380) and on that date issued an Order Appointing
Rehabilitator (the “Court Order™). The Court Order authorized the Commissioner, as
Rehabilitator of ACA, to impose a moratorium upon loan and cash surrender rights under
ACA policies, as follows:;

“(k) ~ The Commissioner is authorized to impose a moratorium upon loan and
cash surrender rights under ACA policies, for such period and to such an extent as the
Commissioner deems are necessary,”

On September 9, 2008, the Commissioner issued an order imposing such a
moratorium upon all loan and cash surrender rights under ACA policies, including all
pre-need insurance policies, effective as of 9 a.m. EDT that day (the *Moratorium
Order”). That moratorium applied to loan or cash surrender transactions involving ail
ACA policies, including policies issued in the United States and Canada, and the
Moratorium has been in effect from that date until the date of this Order Lifting
Moratorium on Pre-Need Surrenders (the “Lifting Order”). The portion of the
Moratorium Order restricting loans on such ACA policies is not affected by today’s
Lifting Order and remains in fuil effect.

Effective as of January 31, 2011, the Commissioner, as Rehabilitator of ACA,
entered into an assumption reinsurance agreement with respect to ACA’s U S, pre-need
policies (the “Agreement”) with Supreme Council of the Royal Arcanum, a
Massachusetts domiciled fraternal benefit society (“Royal Arcanum™), Pursuant to the
Agreement, the Commissioner and Royal Arcanum agreed that the Moratorium Order
would be temporarily lifted with respect to surrenders of ACA’s pre-need policies for at
least 90 days prior to the closing date for the transactions contemplated by the
Agreement.

Consistent with the authority granted to him under the Court Order, the
Commissioner hereby orders that the Moratorium Order be temporarily lifted only with
respect to the surrender of ACA’s U.S. pre-need policies, during the period from April .
2011 to the closing date of the Royal Arcanum Agreement (the “Surrender Period™). Any
pre-need policy surrendered during the Surrender Period shall remain subject to all other
obligations associated with such policy, including, but not limited to, the 40% assessment
currently in place with respect to such policies.



The Special Deputy Commissioner for the Rehabilitation of ACA, Peter A,
Bengelsdorf, and any other representatives of the New Hampshire Insurance Department
are hereby severally authorized and instructed to take all steps necessary or advisable to
implement the provisions of this Lifting Order.

So Ordered,

Roger A, Sevigny
Commissioner

Rehabilitator of ACA Assurance
April _, 2011



EXHIBIT

=

Resolutions of the Board of Directors of ACA Assurance (*ACA")
Friday, April 1, 2011

1, André Bellemare, Secretary of ACA Assurance, hereby certify that the following is a
true copy of resolutions duly adopted by the Board of Directors of ACA at a meeting held
on April 1, 2011 at which a quorum was present and acting throughout. After discussion
and upon motion duly made and seconded, and:

WHEREAS, the Rehabilitator has requested that the Board of Directors (“Board™)
of ACA Assurance vote to (i} object or not to object to the second Assumption
Agreement dated January 31, 2011 between ACA Assurance and the Supreme
Council of the Royal Arcanum (“Royal Arcanum” and “Royal Arcanum
Agreement”) whereby all remaining preneed insurance policies issued by ACA
will be assumed by Royal Arcanum; and (i) to impose an additional 15%
assessment on such preneed insurance policies (which shall result in an aggregate
40% assessment on said policies) in order to provide sufficient reserves to
accomplish said assumption, ongoing administrative expenses, certain illiquid
assets and to fully fund the ACA’s pension plan which the Board voted to
terminate on a fully funded basis in October of 2010; and

WHEREAS, representatives of the Rehabilitator have furnished to the Board the
Summary of Estimated ACA Cash Position Report as of February 28, 2011 and
met with the Board on April 1, 2011 in support of their request; and

IT WAS:

RESOLVED: That the Board hereby does not object to the Royal Arcanum
Agreement in the form presented to the Board;

RESOLVED: That, pursuant to the suthority granted to the board of directors of
a New Hampshire fraternal benefit association under RSA 418:18 IV, the
provisions of ACA’s Constitution and Bylaws and the terms of ACA’s preneed
policies, and in reliance on the information furnished to the Board by the
Rehabilitator, an additional equitable assessment of fifteen percent (15%) shall be
imposed upon all remaining outstanding preneed insurance policies issued by
ACA so that the total assessment on such policies shall be forty percent (40%),
such assessment being effective after approval by the New Hampshire Superior
Court, Merrimack County on such date as the Rehabilitator selects;

RESOLVED: That, in reliance on the information furnished to the Board by the
Rehabilitator, the aggregate forty percent {40%) assessment on the pre-need
policies shall be permanent and shall be applied against: {i} in the case of claims



payments by ACA or Royal Arcanum, the face amount of such preneed insurance
policies; or (ii) in the case of surrender, against the cash surrender value of
preneed insurance policies surrendered to ACA or to Royal Arcanum;

RESOLVED: That the officers of ACA, including the Rehabilitator and the
Rehabilitator’s representatives pursuant to NH RSA 402-C:17 [1, are herchy
authorized to take any and all necessary or advisable actions to implement and
effectuate the intent and purposes of these resofutions.

y Ul

André Bﬂﬁe&‘daré, Secretary

" ComporateSeal -

e
“

e

T



EXHIBIT

P.0. Box 989, Manchester, NH 03105 803.625.8577 800.222.8577 Fax;: 803.625.1214 WWW.BCS-BS8UrANGE g
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ASSURANCE
IN REHABILITATION

DRAFT
SUBJECT TO COURT APPROVAL AND SUBSEQUENT REVISIONS

THIS DRAFT LETTER HAS NOT BEEN REVIEWED OR APPROVED BY
ROYAL ARCANUM

IMPORTANT NOTICE

ACA Assurance (“ACA”) was placed in Rehabilitation on September 8, 2008 by order of the New
Hampshire Superior Court, Merrimack County (the “Court”), and the New Hampshire Insurance
Commissioner was appointed Rehabilitator (the “Rehabilitator*”). The Board of Directors of ACA,
upon the Rehabilitator’s advice and recommendation, have imposed an additional assessment of 15%
against the face value of your pre-need life insurance policy issued by ACA, which brings the total
assessment against your policy to 40%. As described below, the liabilities under your policy are
being assumed under an assumption reinsurance agreement, which agreement includes the right to
surrender your policy during a specified period subject to the assessment. Please read this
cemmaunication in its entirety, including the Questions and Answers attached. If after reading this
letter you have any unanswered questions, you may visit ACA’s website whichk has a section
addressing the assessment at: www.aca-assurance.org. Finally, you can speak to an ACA
representative at 1-800-222-8577.

Aprif __, 2011

Member/Agent Name
Member /Agent street
Member/Agent State

Dear Member/Agent;

This letter is being sent to advise you of several events that will impact you as a policyholder of
ACA, Specifically, this letter serves as notice of the following: (1) the imposition of an additional 15%
agsessinent against your pelicy, bringing the total current assessment to 40%; (2) the assumption of the
liabilities under your policy pursuant to an assumption reinsurance agreement between ACA and Supreme
Council of the Royal Arcanum, a Massachusetts domiciled fraternal benefit society (“Royal Arcanum™);
and (3) the lifting of the moratorium on policy surrenders that occurred by Order of the New Hampshire
Insurance Commissioner on Aprit [ ], 2011 which will remain in effect until the assumption of your policy
by Royal Arcanum.



1. Additional Assessment

Due 1o the substantial nature of the remaining obligations associated with ACA’s rehabilitation
and the need to resolve these obligations in a fashion best structured to protect policyholders, an additional
fifieen percent {15%;) assessment has been imposed upon your ACA policy effective as of April 1, 2011.

This additional assessment will be applied to any claim received by ACA on or after April 1,
2011, regardiess of the date of the underlying death that occasioned the claim to be made.

This additional assessment will also be applied against the cash surrender value of any policy
that is surrendered during the period when the moratorium is lifted.. Please see a more detailed
diseussion of the implications of policy surrender under Item #3 below.

If the policy is not surrendered, the assessment will become permanent at 40% upon the closing
date of the assumption of your policy by Royal Arcanum

This assessment was authorized by the board of directors of ACA, the Rehabilitator and the Coutt,
As a fraternal benefit asseciation, ACA is authorized under both New Hampshire law and under ACA’s
own Constitution and By-taws to place an assessment on the face value or cash surrender value of any
policy it has written with its members. These assessments are required to maintain the financial condition
of ACA as a Fraternal Benefit Society,

ACA is not demanding that you pay this or any amount. In fact, the Rehabilitator of ACA is
asking that you pot pay this amount. Instead, the assessment will reduce the benefits payable by ACA (or
Royal Arcanum after the assumption of your policy by Royal Arcanum) under your certificate in the event
of policy surrender or a claim. You will not need to pay any additional amount to ACA or to the
Rehabilitator.

2. Assumpftion Agreement

The assumption agreement is the second between ACA and Royal Arcanum. The first agreement
related to all U.S. policies other than pre-need policies, and the current agreement effectuates the transfer of
all U.S. pre-need policies. The agreement was made pursuant to the fnsurance Laws of the State of New
Hampshire and approved by the Rehabilitator and the Court. Effective as of [date], the liabilities under the
U.S. pre-need policies and certificates issued by ACA (including your Policy or Certificate) will be
assumed by Royal Arcanum under the agreement. All of the terms, conditions and obligations of your
Policy or Certificate will remain the same, except that Royal Arcanum will assume all the duties,
obligations and liabilities of ACA under your Policy or Certificate.

The total assessments (i.e., 40%) will remain in effect and become permanent, and Royal Arcanum
will provide benefits under the assumed certificates subject to such reductions,

You will separately receive a Certificate of Assumption from Royal Arcanum, which will become
part of your Policy or Certificate, evidencing the assumption of your Policy or Certificate by Royal
Arcanum,

3. Lifting of Moratorium

Pursuant to the authority granted him by order of the Court on September 9, 2008, the New
Hampshire Insurance Commissioner issued an order imposing an indefinite moratorium on all loan and
cash surrender rights under ACA policies and certificates. Under the terms of the assumption agreement
described above, the parties agreed that the moratorjum on policy surrenders should be lifted temporarily
with respect fo the pre-need policies and certificates subject to that agreement to permit ACA policyholders
to surrender their policies prior to their assumption by Royal Arcanum.



Specifically, during the period from April [ ], 2011 to the closing date of the assumption of your
policy by Royal Arcanum (which will occur no earlier than July [ ], 2011}, you will have the option of
surrendering your Policy or Certificate prior to its transfer to Roval Arcanum. If you elect to do so, you
will receive the cash surrender value of your Policy or Certificate, reduced by the full 40% assessment
{i.e., if the cash surrender value is $2,500 and you elected to surrender you would receive $1,300).

If you choose not to surrender your Policy or Certificate during this period, your Policy or
Certificate will be assumed by Royal Arcanum as described above. In the event that your Policy or
Certificate is assumed by Royal Arcanum, it is possible that the assessment will uliimately be reduced
below the current 40% level, but only if sufficient funds are available after satisfying ACA’s other
obligations. However, ACA cannot say for certain at this time whether such funds will be available.

If you are an agent or funeral home and you are the owner or assignee of a number of preneed
polices issued by ACA, you will find enclosed with this letter a list of all policies that we have identified
from our records associated with your agency or ownership. Please be advised that you should
communicate the enclosed information directly with those persons whose lives are insured by these
policies.

For additional information and answers please log onto our internet website at:
acg-assurance.org or call our special call center at 1-800-222-8577, A copy of this letter is also being
mailed to agents and producers and the appropriate funeral director.



FREQUENTLY ASKED QUESTION S

Why are you assessing my pelicy?

Due to ACA’s prior operating losses and legacy obligations, the outcome of a lengthy
dispute with federal and provincial taxing authorities in Canada with respect to historic income
tax obligations of ACA, and the expenses associated with the protracted rehabilitation, including
the dispute with Canada, ACA must have additional capital and surplus in order to effectuate the
assumption of the policies by Royal Arcanum, which the Rehabilitator believes is in the best
interests of pre-need policyholders.

As a nonprofit fraternal benefit association, ACA’s board of directors has concluded,
based upon the advice and recommendation of the Rehabilitator, that the only practical source of
surplus is assessments on members, This assessment is needed to ensure the protection of the
policyholders. If an additional assessment had not been put in place, the Rehabilitator would
have likely been forced to convert the rehabilitation proceeding into one of liquidation, which
would effectively terminate the life insurance policies and convert policyholders into preferred
creditors of ACA with a claim equal to the amount of their cash surrender value. Such an
outcome would have halted claims payments for an indeterminate peried of time and left
uninsurable pelicyholders without insurance.

How does the current assessment relate to prior assessments?

In 2007, ACA imposed an assessment of 12% on pre-need policies. This assessment was
replaced by a 25% assessment on almost all ACA policies in September 2008. The policies
transferred to Royal Arcanum in the first transaction in April 2009 were transferred subject to this
25% assessment, which was made permanent.

The current assessment results in a further increase in the aggregate amounts of
assessments from 25% to 40%. These assessments are cumulative, meaning that the total
assessment applicable to all pre-need policies is now 40%.

What benefits are payable upon my death?

This assessment will result in a forty percent (40%) proportionate reduction in benefits
payable under your policy. In other words, while the assessment is in place, ACA will pay 60%
of the amount of any death claims received on or after April 1, 2011, Upon the assumption of
your policy by Royal Arcanum, Royal Arcanum will likewise pay 60% of the amount of any
death claims received.

Can I surrender my policy?
Yes.
A moratorium had been in place with respect to the surrender of policies and with respect

to new policy loans from September 2008 until April [ ], 2011, This moratorium has been lifted
as to surrenders, and you may surrender your policy to ACA at any time prior to the closing date



of the assumption of your policy by Royal Arcanum. If you elect to surrender your policy during
this period, your payment will equal the cash surrender of your policy reduced by 40%. In other
words, you will receive 60% of the cash surrender value.

If you surrender after your policy is assumed by Royal Arcanum, the cash surrender
value will similarly be reduced by 40%.

Are there any alternatives to an assessment? For instance, if I turn in my pelicy will I get
my money back?

This assessment will result in a forty percent (40%) proportionate reduction in benefits
payable under your policy. In other words, if you decide to cash in your policy to claim the Cash
Surrender Value (if your policy indeed has accrued a cash surrender value) you will be paid only
the Cash Surrender Value, less any applicable assessment amount. Please be advised that any
policy surrender would have to be elected during the surrender period referenced above.

How long will the assessment last?
This assessment is permanent,

if additional funds are available after all other obligations of ACA are resolved, certain of
these remaining funds will be paid to Royal Arcanum for the benefit of ACA policyholders.
However, at this time, there can be no assurance that additional funds will remain,

Will the assumption of my policy by Royal Arcanum affect my rights as a policyholder?

No. You will continue to have all of the same rights and obligations; however, Royal
Arcanum and not ACA will assume the obligations to you under the policy. Your policy will
remain subject to the 40% assessment upon transfer to Royal Arcanum, and this reduction will be
permanent.

How will I know when my policy has been assumed by Royal Arcanum?

Assuming you do not elect to surrender your policy during the surrender period
referenced above, you will receive a Certificate of Assumption from Royal Arcanum evidencing
the assumption of your policy by Royal Arcanum.

What if I have questions about my policy after it has been assumed by Royal Arcanum?

Once your policy has been assumed by Royal Arcanum, all payments, notices, inquiries
and other communications should be directed to Royal Arcanum by mail at Supreme Council
of the Royal Arcanum, 61 Batterymarch Street, Boston, MA 02110, or by phone at ()

What will the dividend or interest rate on my policy be during the period of the assessment?

The board of directors of ACA set the dividend rate for pre-need policies at zero percent
{0%) in 2006 until further notice.



