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BEFORE THE STATE OF WASHINGTON
OFFICE OF INSURANCE COMMISSIONER

In the Matter of the NO. G08-0182

Proposed Acquisition and Control of:
' NOTICE OF HEARING
NATIONAL MERIT INSURANCE
COMPANY, a Washington domiciled
property and casualty insurer and subsidiary
of DIRECT RESPONSE CORPORATION,
by
TRINITY UNIVERSAL INSURANCE CO.,

Applicant. -

TO: Thomas Hrdlick, Esquire
Attorney for Trinity Universal
Foley & Lardner LLP
777 E. Wisconsin Avenue
Milwaukee WI 53202

COPIES TO: Samuel L. Fitzpatrick, General Counsel
Trinity Universal Insurance Company
c¢/o Unitrin, Inc.

One East Wacker Drive
Chicago, IL 60601

Howard Hoffen, CEO
Metalmark Subadvisor LLC
1177 Avenue of the Americas
New York, NY 10036

Mailing Address: P. O. Box 40255 « Olympia, WA 98504-0255
Street Address: 5000 Capitol Blvd. » Tumwater, WA 98501
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John Bick, Esquire

Counsel for Metalmark
Davis Polk & Wardwell

450 Lexington Avenue

New York, New York 10017

Hal Belodoff, President

The Plymouth Rock Company Incorporated
695 Atlantic Avenue

Boston, MA 02111

David Fine, Esquire

The Plymouth Rock Company
Ropes & Gray '

One International Place
Boston MA 02110-2624

Colleen M. Granahan, Esquire

The Plymouth Rock Company Incorporated
695 Atlantic Avenue

Boston, MA 02111

James Stone, CEO

The Plymouth Rock Company Incorporated
695 Atlantic Avenue

Boston, MA 02111

Mory Katz, CEO -

Direct Response Corporation
500 South Broad Street
Meriden, CT 06450

Susan Claflin, Esquire

Vice President, General Counsel and Secretary
Direct Response Corporation

500 South Broad Street

Meriden, CT 06450
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AND TO: Mike Kreidler, Insurance Commissioner
Vernon Stoner, Chief Deputy Insurance Commissioner
James T. Odiome, Deputy Commissioner, Company Supervision Division
Carol Sureau, Deputy Commissioner, Legal Affairs Division
Marcia Stickler, Attorney, Legal Affairs Division
Ronald J. Pastuch, Holding Company Manager, Company Supervision Division
Office of Insurance Commissioner
PO Box 40255
Olympia, WA 98504-0255

National Merit Insurance Company (‘“National Merit”) is a domestic Washington stock insurance
corporation with its headquarters in Bellevue, Washington. National Merit holds Washington
Certificate of Authority No. 1278, NAIC No. 39004, which authorizes it to transact property, marine
and transportation, vehicle, general casualty and surety insurance. National Merit is a wholly owned
subsidiary of Response Indemnity Company of Delaware, a Delaware stock insurance corporation. In
turn, Response is a wholly owned subsidiary of Direct Response Corporation, (“DRC”) a publicly
traded Delaware general business corporation.

Trinity Universal Insurance Company (“Trinity”) is a Texas domiciled stock insurance corporation.
Trinity holds NAIC Certificate of Authority No. 1865, authorizing it to transact property, marine and
_ transportation, vehicle, general casualty and surety insurance since 1992. Trinity is wholly owned by
Unitrin, Inc., an Illinois based publicly held diversified financial services company with subsidiaries
engaged in the property and casualty insurance, life and health insurance and automobile finance
businesses. The only business of Unitrin is holding, directly or indirectly, the issued and outstanding
common stock of its subsidiaries and marketable securities.

Trinity proposes to acquire all of the issued and outstanding common stock of Direct Response
Corporation and all of its subsidiaries including National Merit. Currently, Direct Response '
Corporation is owned by the following entities, all of which have agreed to sell all of their shares to
Trinity: Morgan Stanley Capital Partners III, L.P. (which owns 106895.41125 or 40.117% of the
shares); MSCP III 892 Investors, L.P. (which owns 10943.11425 or 4.11% of the shares); Morgan
Stanley Capital Investors, L.P. (which owns 2994.80775 or 1. 124% of the shares); DR Investors, L.P.
(which owns 103890.95025 or 38.99% of the shares); DR Investors II, L.P. (which owns
13609.05000 or 5.11% of the shares); James M. Stone (who owns 6578.00000 or 2.47% of the
shares); The Plymouth Rock Company Incorporated (which owns 21349. 25000 or 8.01% of the
shares); and Mory Katz (who owns 200. OOOOO or O 08% of the shares). (Collectively, the “Selling
Shareholders”).

As a result of the proposed transaction, Trinity would acquire control of Direct Response
Corporation and its subsidiaries including National Merit, consisting of 266,460.58350 or 100% of
the total number of shares, for an aggregate cash purchase price of Two Hundred Twenty Million
Dollars ($220,000,000) plus or minus a certain percentage, due to certain adjustments relating to (i)
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the after-tax appreciation/depreciation of the securities portfolio owned by DRC and its subsidiaries,
and (ii) the consolidated GAAP net after-tax income or loss of DRC and its subsidiaries for the
period from January 1, 2008 through the Base Date (as that term is defined in the Agreement)
(collectively, and as adjusted, the “Purchase Price”). Trinity proposes to pay the purchase price in
cash, and no financing is involved.

If this proposed acquisition is approved, Trinity will own 100% of the issued and outstanding shares
of Direct Response Corporation, and Direct Response Corporation will continue to indirectly own
100% of the issued and outstanding shares of stock of National Merit. Therefore Trinity will
indirectly own and control National Merit by virtue of its ownership of 100% of the issued and
outstanding stock of Direct Response Corporation, and indirectly Unitrin will own and control
~ National Merit by virtue of its ownership of 100% of the issued and outstanding stock of Trinity.

Because National Merit is a Washington domiciled insurer, the subject of this proceeding is the
proposed acquisition of National Merit.

Pursuant to RCW 48.31B.015(1) and (2), on December 4, 2008, Trinity filed a Form A Statement
Regarding the Acquisition of Control of a Domestic Insurer — National Merit Insurance Company, a
subsidiary of Direct Response Corporation by Trinity Universal Insurance Company, which is
considered a request for approval of Trinity’s proposed acquisition of National Merit as part of its
purchase of Direct Response Corporation. This Form A shall be admitted as evidence as Exhibit 1
. herein. The Form A includes 1) substantial information and agreements concerning this proposed
~ acquisition as required by RCW 48.31B.015(2) and in accordance with RCW 48.31B.020(3)(a)
including organizational charts of the various entities and other detailed legal and financial
information; and 2) information and agreements relative to the issues which must be the subject of
findings pursuant to RCW 48.31B.015(4). The filed Form A may be viewed at during regular
business hours at the Insurance Commissioner’s office or on the Washington State Insurance
Commissioner’s website at http://www.insurance.wa.gov/orders/hearings proceedingsS.shtml.

Pursuant to RCW 48.31B.015(4)(a), the Insurance Commissioner shall approve a request for
approval of a proposed acquisition of control involving a domestic insurer unless, after a public
hearing thereon, it is found:

) that after the change of control, the domestic insurer would not be able to satisfy the
requirements for the issuance of a license to write the line or lines of insurance for
which it is presently licensed;

(i)  that the effect of the acquisition of control would be substantially to lessen
competition in insurance in this state or tend to create a monopoly therein;

(iii)  that the financial condition of an acquiring party is such as might jeopardize the
financial stability of the insurer, or prejudice the interests of its policyholders;

(iv)  that the plans or proposals that the acquiring party has to liquidate the insurer, sell
its assets, consolidate or merge it with any person, or to make any other material
change in its business or corporate structure or management, are unfair and
unreasonable to policyholders of the insurer and not in the public interest;
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v) that the competence, experience, and integrity of those persons who would control
the operation of the insurer are such that it would not be in the interest of
policyholders of the insurer and of the public to permit the acquisition of control; or

(vi)  that the acquisition is likely to be hazardous or prejudicial to the insurance-buying
public.

Accordingly, YOU ARE HERBY NOTIFIED that a hearing will be held commencing at 12:00
p.-m., Pacific Standard Time on Friday, January 9, 2009, in the Office of the Insurance
Commissioner, 5000 Capitol Boulevard, Tumwater, Washington 98501, to consider the proposed
acquisition of control of National Merit Insurance Company, a Washington domestic insurer, by
Trinity Universal Insurance Company of Dallas, Texas.

The hearing will be held under the authority granted the Insurance Commissioner by Chapter 48.04
RCW and RCW 48.31B.015, and shall have as its purpose consideration of the above identified
criteria and entry of a final decision regarding approval of this proposed acquisition.

The Insurance Commissioner has not taken, and will not take, any position on this matter prior to
entry of the Findings of Facts, Conclusions of Law and Final Order to be entered after hearing.

YOU ARE FURTHER NOTIFIED that all interested individuals and entities may submit
. comments on, or objections to, this proposed acquisition must be submitted by S p.m., Pacific
Standard Time on Thursday, January 8, 2009, and will be carefully considered by the
undersigned prior to making her final decision in this matter. Said comments or objections must
be submitted to the undersigned by fax, U.S. Mail, personal delivery, or email. The fax number of
the undersigned is (360) 664-2782, her mailing address is PO Box 40255, Olympia, WA 98504-
0255, her delivery address 1s 5000 Capitol Boulevard, Tumwater, Washington 98501, and her email
address is PatricaP@oic.wa.gov.

Further, pursuant to RCW 48.31B.015(4)(b), any person who has an interest in this matter
may appear at this proceeding and present evidence, examine and cross-examine witnesses,
and offer oral and written arguments, and in connection therewith may conduct discovery
proceedings as authorized by Title 34 RCW.

Finally, all parties may participate in the hearing. They may examine witnesses and fully respond
and present evidence and argument on all issues involved, as required by the Administrative
Procedure Act. The hearing will be governed by the Administrative Procedure Act, Chapter 34.05
RCW, and the model rules of procedure contained in Chapter 10-08 WAC. A party who fails to
attend or participate in any stage of the proceeding may be held in default in accordance with Chapter

34.05 RCW.

The Insurance Commissioner will appear pro se, by and through Marcia Stickler, attorney of his
Legal Affairs Division. She can be reached at (360) 725-7048. Trinity will be represented by
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Thomas Hrdlick, attorney of Foley & Lardner, LLP of Milwaukee, Wisconsin. He can be reached at
(414) 297-5812. Additionally, Direct Response Corporation will be represented by Susan Claflin,
Vice President, General Counsel and Secretary of Direct Response Corporation, 500 South Broad
Street, Meriden, Connecticut and can be contacted at (203) 634-7246. Although currently not
requested by the undersigned to appear at hearing are David Fine, Esq. of Ropes & Gray, One
International Place, Boston, Massachusetts, representing The Plymouth Rock Company who can be
reached at (617) 951-7473. Also not currently requested by the undersigned to appear at hearing is
John Bick of Davis Polk & Wardwell of 450 Lexington Avenue, New York, New York, representing
Morgan Stanley Capital Partners I, L.P.; MSCP III 892 Investors, L.P.; Morgan Stanley Capital
Investors, L.P.; DR Investors, L.P.; DR Investors II, L.P., (Metalmark Subadvisor LLC), who canbe .
reached at (212) 450-4350. '

Based upon a delegation of authority from the Insurance Commissioner, the undersigned will
conduct the hearing and will make the final decision and enter the final order relative to this matter
without input from the Insurance Commissioner or his staff or any other individual who has
knowledge of the issues here, except as will be presented as evidence in the hearing. Her address is
Office of the Insurance Commissioner, P.O. Box 40255, Olympia, WA 98504-0255 and her
telephone number is (360) 725-7105. All questions or concerns should be directed to Wendy
Galloway, Paralegal to the under31gned who may be reached at the telephone, e-mail and fax number
specified above.

Pursuant to WAC 10-08-040(2) and in accordance with ch. 2.42 RCW, if a limited English-speaking
or hearing impaired or speech impaired party or witness needs an interpreter, a qualified interpreter
will be appointed. There will be no cost to the party or witness therefore, except as may be provided
by ch. 2.42 RCW. Following this Notice is a form you may use to advise the Chief Hearing Officer
of your need for an interpreter.

ENTERED at Olympia, Washington, this 19th day of December, 2008, pursuant to Title 48 RCW
and spgeifl cally RCW 48.31B.015, Title 34 RCW, and regulations applicable thereto.

PAW(’?L&” D.PETERSEN —
Presiding Officer
Chief Hearing Officer




STATE OF WASHINGTON

. Phone: (360) 725-7000

MIKE KREIDLER T ;
23N www.insurance.wa.gov

STATE INSURANCE COMMISSIONER

OFFICE OF

INSURANCE COMMISSIONER
HEARINGS UNIT
Fax: (360) 664-2782
Patricia D. Petersen Wendy Galloway
Chief Hearing Officer Paralegal
(360) 725-7105 (360) 725-7002

wendve@oic. wa.gov

To request an interpreter, complete and mail this form to:

Chief Hearing Officer

Office of Insurance Commissioner
P.O. Box 40255

Olympia, Washington 98504-0255

REQUEST FOR INTERPRETER

| am a party or witness in Matter No. , before the Insurance
Commissioner. | NEED AN INTERPRETER and request that one be furnished.

Please check the statements that apply to you:

O | am a non-English-speaking person. | cannot readily speak or understand the
English language. My primary language is (insert your primary language).
I'need an interpreter who can translate to and from the primary language and English.

O | am unable to readily understand or communicate the spoken English
language because:

O | am deaf.
O | have an impairment of hearing.
O | have an impairment of speech.

[Please state below or on the reverse side any details which would assist the
commissioner or presiding officer in arranging for a suitable interpreter, or in providing
appropriate mechanical or electronic amplification, viewing, or communication

equipment.]
Date: - Signed:
Please print or type your name:
Address:
Telephone:

Mailing Address: P. O. Box 40255 ¢ Olympia, WA 98504-0255
Street Address: 5000 Capitol Bivd. » Tumwater, WA 98501
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