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Pursuant t structions and in accordance with Massachusetts General Laws, Chapter 175,
Sectioﬁexamination has been made of the financial condition and affairs as of December

3Q the

at the home office, located at 108 Hallet Street, Yarmouth Port, Massachusetts 02675. The
following report thereon is respectfully submitted.
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Barnstable County Insurance Company

SCOPE OF EXAMINATION

Barnstable County Insurance Company hereinafter referred as the ("Company™) was last
examined as of December 31, 2000, under the association plan of the National Association of
Insurance Commissioners ("NAIC") by the Massachusetts Division of Insurance ("Division").
The current association plan examination also was conducted by the Division and it covers the
period from January 1, 2001, through December 31, 2005, including any material transactions
and/or events occurring subsequent to the examination date and noted in the course of, this
examination. A

Concurrent with this examination, the following insurance affiliate in the Bar. Qnsurance
Group was also examined and a separate report has been issued:

Barnstable County Mutual Insurance Company 6

The examination was conducted in accordance with standards #ed by the Financial
Condition (E) Committee of the NAIC Financial Condition iners Handbook, with the
examination standards of the Division, and with the Gene m\/vs of Massachusetts. The
principal focus of the examination was 2005 activity; er, transactions both prior and
subsequent thereto were reviewed as deemed appropriat:{

In addition to a review of the financial conditi the"Company, the examination included a
review of the Company’s business policies and practices, corporate records, reinsurance treaties,
conflict of interest disclosure statements, fidelity bonds and other insurance, employees’ pension
and benefits plans, disaster recovery plan %nt of policyholders, and other pertinent matters
to provide reasonable assurance that_t mpany was in compliance with applicable laws,
rules, and regulations. In planningx nducting the examination, consideration was given to
the concepts of materiality and ri examination efforts were directed accordingly.

The Company is audited Ily by PricewaterhouseCoopers LLP ("PwC"), an independent
certified public accounti ikm. The firm expressed unqualified opinions on the Company’s
financial statement f&calendar years 2001 through 2005. A review and use of PwC’s
workpapers were nk

he extent deemed appropriate and effective.
The Division\@ the consulting actuarial services of KPMG LLP ("KPMG"), an
independent certified public accounting firm, to evaluate the adequacy of the Company’s loss
stment expense reserves as of December 31, 2005. An evaluation of the adequacy
eness of the Information Technology Systems’ controls was done to determine the
lance to be placed on summary information generated by the data processing systems.

Status of Findings from the Prior Examination

This examination included a review to verify the current status of exception conditions
commented upon in the Report of Examination as of December 31, 2000. It was determined that
the Company has not fully addressed all outstanding items. Please refer to the Summary of
Comments and Recommendation section of this report for the recommendation repeated from the
prior report of examination.



Barnstable County Insurance Company

HISTORY
General

The Company, a stock company, was incorporated December 30, 1981 under the laws of the
Commonwealth of Massachusetts and commenced business June 1, 1982. Paid up capital of
$475,000 consists of 9,500 common shares of stock at a par value of $50.00 per share.% All
authorized shares are outstanding and owned by Barnstable County Mutual Insurance ny
(Parent). The Company is authorized to issue policies for homeowner and com ti-
peril, fire, allied lines, inland marine and other liability. Q

The management of both companies is the same. The Company shares facilities and employees
with the parent and related costs applicable from the Company are paid b %agement fees.

The Company is currently licensed to conduct business in Massach

Capital Stock ;O

The Company’s Articles of Organization authorized the
common stock at $50 per share par value on Dece
company, Barnstable County Mutual Insurance
at a price of $150 per share, resulting in $475,000

pany to issue 9,500 shares of

81. On February 1, 1982, the parent
any, acquired all of the authorized shares
aid in capital and $950,000 of paid-in

surplus Q
In 1994, the Company’s parent paid-iﬁ@itional $250,000 for a total of $1,200,000 in paid-

in-surplus. \

er share to $100 per share.

common shares fr
Growth of the\g

The r@ the Company for the years 2001 through 2005 is shown in the following schedule
W< % p

repared from information in the Company’s annual statements:

Year Admitted Assets Liabilities Surplus

2005 $ 14,833,736 $ 2,386,715 $ 12,447,021
2004 13,611,092 1,839,528 11,771,564
2003 12,617,418 1,330,819 11,286,599
2002 12,449,849 1,861,871 10,587,978
2001 10,710,545 225,042 10,485,503



Barnstable County Insurance Company

Management
Annual Meeting

In accordance with the Bylaws, the Annual Meeting of the Company is held at the home office in
Yarmouth Port, Massachusetts, on the second Tuesday in February at ten o’clock in the morning.
Ten Members of the Company present in person or represented by proxy shall constitute a
quorum. The minutes indicate that a quorum was obtained at each annual meeting held during

the examination period. \
[

Board of Directors Q
The Bylaws provide that the business and affairs of the Company shall be man the Board

of Directors except as otherwise provided by the Articles of Incorporation or by a valid
policyholder agreement. The Board of Directors shall consist of not fewe%w nine or not more
than thirteen Directors. The Directors are divided into four class ot more than four
Directors each. The term of office of the Directors of one clas s each year and their
successors are chosen by ballot at the annual meeting of mem a term of four years or
until successors are elected and qualified.

At December 31, 2005, the Board was composed of eleven*Birectors, which is in compliance
with the Company’s Bylaws. 0

Directors duly elected and serving at DeceQ 31, 2005, with addresses and business
affiliations, are as follows:

Busines@iation

Director Residence
Ronald J. Tinney Presi @; & Chief Executive Officer West Barnstable,
X&a table Group Massachusetts
Noel Almeida @ ent West Falmouth,
meida & Carlson Insurance Agency Massachusetts
Gary M. DellaPosta @Self Employed CPA Mashpee,
K Massachusetts
Robert G. Dowl President, Retired, Dowling & O’Neil Centerville,
g@ Insurance Agency, Inc. Massachusetts
Henry C. @ Retired Vice President for Cape Cod West Barnstable,
Bank & Trust Massachusetts
Jose O’Brien Vice President, Retired, O’Brien’s Centerville,
Centerville Insurance Agency, Inc. Massachusetts
Qe M. Remy President, Callahan Insurance Agency  Brewster,
Treasurer, Dickey Insurance Agency Massachusetts
Paul R. Silva Vice President & Treasurer, Benson, Provincetown,
Young & Downs Insurance Massachusetts
Agency
Peter G. Walther President, Retired, Drake, Swan & Marathon,
Crocker Insurance Agency, Inc. Florida
Gerard P. Williams Self Employed CPA Cotuit,



Barnstable County Insurance Company

Massachusetts
All of the Directors simultaneously held similar positions on the Board of Directors of BCMIC.

The Bylaws specify that the Directors shall meet at least four times a year and that a regular
meeting of the Board shall be held immediately following the annual meeting of the Company
for the election of officers for the ensuing year. A majority of the Board of Directors, but not
less than seven, shall constitute a quorum. The minutes indicated that a quorum was obtained for
all meetings of the Board of Directors held during the examination period. %

The Bylaws specify that the Board of Directors may elect an Investmeee and

Executive Committee. The Bylaws also specify that the Board may app such other
committees from time-to-time and confer upon them such powers as it_may determine. At
December 31, 2005, the Board had appointed an Audit Committee, %Utive Committee,
Investment Committee, Agency Marketing Committee, Employee s Committee, and
Nominating Committee. Ronald J. Tinney, President and Chief ve Officer, serves ex
officio (with a vote) on all committees except the Audit tee. The purpose and
membership of each committee at December 31, 2005, was a

Audit Committee 0&
Q

The Charter of the Audit Committee indicates t
Directors each of whom shall be indepen
have no business directly or indirectly wi
interfere with the exercise of indepé

Director. The Audit Committee is

e Committee shall consist of three or more
f management of the Company and otherwise
ompany that could influence their judgment or
udgment in carrying out the responsibilities of a
ed by the Board of Directors of the Company to assist
the Board in fulfilling its oversig onsibilities. To achieve such responsibilities, the Charter
enumerates several specific duties and responsibilities of the Audit Committee. The
Audit Committee must maintain.minutes of its meetings and report to the Board of Directors on

% as considered necessary on significant results of its activities.

a quarterly basis or mor
Directors serving |;0mmittee at December 31, 2005, were as follows:

\ Henry C. Farnham Gary M.
DellaPosta, Chair

é Peter G. Walther Gerard P. Williams

Investment Committee

The Investment Committee was appointed by the Board of Directors and is charged with the
duties of investing or loaning funds of the Company. Directors serving on this Committee at
December 31, 2005, were as follows:

Henry C. Farnham Gary M. DellaPosta
Joseph M. O’Brien Gerard P. Williams



Barnstable County Insurance Company

Other Committees

The Executive Committee, Nominating Committee, Agency Marketing Committee and
Employee Benefits Committee were all established by the Board of Directors. Directors serving
on these Committees at December 31, 2005, were as follows:

Executive Committee Nominating Committee

Jane M. Remy, Chairman Noel Almeida

Noel Almeida Joseph M. O’Brien \*
Joseph M. O’Brien Jane M. Remy Q
Agency Marketing Committee Employee Benefits Com

Noel Almeida, Chairman Robert G. Dowling Il

Jane M. Remy Peter G. Walther 6

Robert G. Dowling 111 Gary DellaPosta

Officers 06

The Bylaws of the Company provide that the officers o ompany shall be a President, a
Vice President, a Treasurer and a Secretary and other o rs‘as deemed necessary. Pursuant to
the Bylaws, the officers of the Company are elect the Board of Directors at the first
meeting of the Board held after the annual meeti acancies among the officers shall be filled
by the Board of Directors.

The elected and appointed officers and %pective titles at December 31, 2005, were the

following: ‘\
Name \, Title
Ronald J. Tinney @ President and Chief Executive Officer
John L. DeMello Senior Vice President and Treasurer
Richard W. Ward Vice President and Secretary
Susan L. Holmes Vice President and Assistant Secretary
Howard W. Per O Assistant Vice President and Assistant Treasurer

All of the Co@Officers listed above simultaneously held similar positions at BCMIC.

Conflict terest Procedure
T ompany has a policy statement pertaining to conflict of interest. In support of its answer to
Qu

ion 15 of Part 1 Common Interrogatories of the annual statement, the Company has an
established procedure for the reporting of any material interest or affiliation on the part of any
officer or director which is in or is likely to conflict with his/her official duties. Annually, each
officer and director signs a form attesting that there are no material conflicts of interests. The
completed forms for the examination period were reviewed and no discrepancies were noted to
contradict the Company’s response to the General Interrogatory regarding conflicts of interests
reported in the 2005 Annual Statement.




Barnstable County Insurance Company

Corporate Records

Articles of Incorporation and Bylaws

The Bylaws of the Company were read and were found to contain specific provision for the
succession of Directors and Officers in event of an emergency.

Disaster Recovery and Business Continuity

The Company provides for continuity of management and operations in the @\
catastrophe or national emergency in accordance with MGL c. 175, ss. 180M v@ 0Q.

Board of Directors Minutes

The minutes of meetings of the Board of Directors and its Commi %the period under
examination were read and they indicated that all meetings were accordance with the
Company’s Bylaws and the Laws of the Commonwealth of usetts. Activities of the
Committees were ratified at meetings of the Board of Directo ’6

The minutes of the Board of Directors meeting di% t “record that the prior Report of
r

Examination was reviewed and accepted by the B e Company filed affidavits with the
Division that its Directors received and revieweQ) Report of Examination.

Acquisitions, Mergers, Disposals, Dissoluti and Purchases or Sales through Reinsurance

¢
There were no mergers, acquisitions%o utions or purchases and sales through reinsurance
during the period of examination.@

&060
&\Q
<<O



Barnstable County Insurance Company

AFFILIATED COMPANIES

Per Form B as filed with the Division, the Company is a member of a holding company system
and is subject to the registration requirements of MGL c. 175, s. 206C and Regulation 211 CMR

7.00.
Barnstable County Mutual \*
Insurance Company O

Organization Chart

04-1063730

100 %

Barnstable County %

Insurance Company 0
04-2747990 6

O

Transactions and Agreements with Subsidiaries and Affil@

Cost Sharing Agreement 0
<L

The Company has in place a cost sharing agr t with its parent, BCMIC. The agreement
codifies the methods of apportioning join@mnses based on generally accepted accounting
principles. Expenses identifiable to a s company are charged directly to that company,
and are not subject to the Cost Shari ﬁ ment.

Tax Sharing Agreement @

The Company participates.n,a tax sharing agreement with BCMIC. The Companies file and pay
federal income taxes on. asconsolidated basis in accordance with IRS Section 1552(a)(1). This
Section requires th roup consolidated tax liability be apportioned among the members of
the Group in acc e with the ratio of each member’s taxable income to the Group’s taxable

income. \

é FIDELITY BONDS AND OTHER INSURANCE

T%mpany maintains fidelity coverage with an authorized Massachusetts insurer, consistent
with MGL c. 175, s. 60. The aggregate limit of liability exceeds the NAIC suggested minimum.

The Company has further protected its interests and property by other policies of insurance
covering other insurable risks. Coverages were provided by insurers licensed in the
Commonwealth of Massachusetts and were in force as of December 31, 2005.



Barnstable County Insurance Company

PENSION AND INSURANCE PLANS

The Company provides various insurance plans, including group and family life, dental and
health coverage, to all full time employees.

The Company sponsors a qualified defined benefit pension plan covering substantially all of its
employees. The benefit payable at normal retirement age is based on years of service with the
Company and the employee’s average annual compensation. The Company’s funding policy is
to contribute to the plan annually the maximum tax deductible contribution allowed by?%

consulting actuary. At December 31, 2005, the pension fund was fully funded. nsion fund
financial information is disclosed in the Notes to the Financial Statements appearing in the
Company’s Annual Statement.

The pension fund is reviewed annually by PricewaterhouseCoopers LLP,@e ependent

The Company also sponsors a 401(Kk) retirement plan, which it ma&ployee deferrals on a

discretionary basis. O

INSURANCE PRODUCTS AND R TED PRACTICES

Policy Forms and Underwriting Practices 2

The Company offers personal property Qlity coverage utilizing policy forms, riders, and
endorsements that are subject to the a | of the individual state insurance departments. At
December 31, 2005, the Company’s‘maximum retention limit, net of reinsurance, was $350,000

per risk.
Territory and Plan of O §

The Company cs& is licensed to write business in Massachusetts only, with the
concentratio o¢\business on Martha’s Vineyard and Nantucket islands. All business is
written throm ependent agents. A competitive commission program is provided to agents
with a con@ent commission provision based upon profitability.

T. ny’s principal lines of business are homeowners, fire, allied lines and other liability,
provided primarily to personal risks through its appointed agents.

The Company uses independent adjusters in the settlement of the majority of its property claims.
All casualty claims and the final approval of property emanate from the home office.

Treatment of Policyholders




Barnstable County Insurance Company

Claim Settlement Practices

Procedures performed in conjunction with the claims testwork indicated that the Company
investigates and settles claims on a timely and equitable basis.

Dividends to Policyholders

The Company did not declare or pay any dividends to its policyholders in the }(Aof

gxamination. Q

Assumed Reinsurance 66

Involuntary Pools O
The Company participates in the F.A.LLR. Plan, a&&jgry pool of property insurance

underwriting association in Massachusetts. Q

REINSURANCE

Ceded Reinsurance

Voluntary Pools Q

@

The Company participates in the A&%ted Inland Marine pool. The AIM pool designed to
write inland marine risks on a g are basis among pool participants consisting of several
mutual insurance companies i ngland.

Other Coverages K

The Company par, Sﬂérg in a variety of treaties ceding reinsurance that limited, to some extent,
its direct ex 5@ he Company has entered into certain excess of loss and catastrophe
treaties. Un& excess of loss treaty, the Company’s retention for property and casualty
losses is $350,000. With Guy Carpenter and Company, the Company purchased catastrophe
excess protection under which the Company retains the first $3,500,000 of losses and a
varying ‘percentage of losses, as specified in several layers, up to a limit of $96,500,000. If any
reinsurers are unable to fulfill their obligations under the reinsurance arrangements, primary
liability to policyholders and claimants for incurred losses would remain the obligation of the
Company.

SUBSEQUENT EVENTS

10



Barnstable County Insurance Company

As an event subsequent to the date of examination, the following was noted:

Effective January 1, 2007 the Company increased its catastrophe reinsurance coverage to
$186,000,000 excess of a $4,000,000 deductible. The reinsurance coverage was increased to
reflect the changes to the hurricane models.

ACCOUNTS AND RECORDS \A

The internal control structure was discussed with management through q alres and

through a review of work performed by the Company’s independent ied Public
Accountants. No material deficiencies were noted.

the information
and reviewed by the
No material deficiencies

The NAIC provides a questionnaire covering the evaluation of co
systems environment. The questionnaire was completed by the C
Division to evaluate the adequacy of the information systems co
were noted.

The Company uses an automated general ledger sy balances were traced from the
general ledger and supporting documents to annual .sta No material exceptions were
noted. < ?

In accordance with 211 C.M.R. 23.00, th oks and records of the Company are audited

annually by a firm of independent certi I|c accountants. Throughout the examination
period, the Company was audited by D

11



Barnstable County Insurance Company

FINANCIAL STATEMENTS

The following financial statements are presented on the basis of accounting practices prescribed
or permitted by the Division and the NAIC as of December 31, 2005:

Statement of Assets, Liabilities, Surplus and Other Funds as of December 31, 2005
Statement of Income for the Year Ended December 31, 2005

Reconciliation of Capital and Surplus for Each Year in the Five-Year Period E&D ember

31, 2005 :

12



Barnstable County Insurance Company

Statement of Assets, Liabilities, Surplus and Other Funds
As of December 31, 2005

As Reported by  Examination Per Statutory

Assets the Company Changes Examination Notes
Bonds $ 9,340,857 $ 0 3 9,340,857
Preferred stocks 20,929 20,929
Common stocks 3,240,699 240,699
Cash and short-term investments 1,644,178 44,178
Other invested assets 28,959 8,959
Receivables for securities 42 42
Subtotals, cash and invested assets 14,275,664 14,275,664
Investment income due and accrued 116,796 % 116,796
Premiums and considerations:
Uncollected premiums and agents' balances in the course of @
collection 104,030 104,030
Deferred premiums, agents' balances, and installments booked
but deferred and not yet due 171,167
Aggregate write-ins for other than invested assets: Q
Equities and deposits in pools and associations 341 167,341
Total Assets Q 14834998 $ 0 $ 14,834,998

13



Barnstable County Insurance Company

Statement of Assets, Liabilities, Surplus and Other Funds
As of December 31, 2005

Liabilities
Losses
Loss adjustment expenses
Commissions payable, contingent commissions,
and other similar charges
Other expenses
Taxes, licenses, and fees
Current federal and foreign income taxes
Net deferred tax liability
Unearned premiums
Advance premiums
Ceded reinsurance premiums payable
Payable to parent, sudsidiaries and affiliates
Payable for securities
Total Liabilities

Common capital stock
Gross paid in and contributed surplus N
Unassigned funds (surplus)

Surplus as regards policyholders @

Total Liabilities, Capital, and{@

<

x>

14

As Reported by Examination Per Statutory
the Company Changes Examination Notes
$ 352,640 $ $ 52,6 (1)
63,430 &1 (1)

162,309 OQGZ,BOg

22,508 22,508

16,457 6 16,457

61,252 e 61,252

105,777 105,777

1,483,102 % 1,483,102

21,964 O 21,964

61,829 Q 61,829

11,2 & 11,247

20 24,200

6,715 2,386,715

Q 950,000 950,000

O 1,200,000 1,200,000

10,297,021 10,297,021

12,447,021 12,447,021

$ 14,833,736 $ $ 14,833,736



Barnstable County Insurance Company

Statement of Income
For The Year Ended December 31, 2005

As Reported by Examination Per Statutory

the Company Changes Examination Notes

Premiums earned $ 1978838 $ 0 $ 19788
Deductions: K

Losses incurred 518,082 Q,OSZ

Loss expenses incurred 140,566 O 40,566

Other underwriting expenses incurred 925,348 925,348
Total underwriting deductions 1,583,996 Q. 1,583,996
Net underwriting gain 394,842 e_ 394,842
Net investment income earned 424,067 6 424,067
Net realized capital gains 108,188 108,188
Net investment gain 532,2% - 532,255
Net gain (loss) from agents' or premium

balances charged off Q (48) (48)
Finance and service charges not included in premiums - -
Aggregate write-ins for miscellaneous income: Q

Bank Service Fees * (445) (445)

Total other income \\' (493) - (493)
Net income before dividends to poli&(@

and before federal and foreign in taxes 926,604 - 926,604

Dividends to policyholderxoK ) -
Net income after divi e@bpolicyholders

but before fedial a reign income taxes 926,604 - 926,604
Federal Qi @o income taxes incurred 239,470 239,470

Net Income $ 687,134 % 0 S 687,134

15



Barnstable County Insurance Company

Reconciliation of Capital and Surplus
For Each Year in the Five Year Period Ended December 31, 2005

2005* 2004 2003 2002 2001

Surplus as regards policyholders

as of December 31, prior year $ 11,771,564 $ 11,286,599 $ 10,587,978 $ 10,485,50\A 9,838,677
Net income 687,134 327,274 483,011 Q 365,453
Change in net unrealized

capital gains or (losses) (29,738) 107,279 215,297 ,116) (72,183)
Change in net deferred income tax 18,910 50,605 533 6 94,801 16,397
Change in non-admitted assets (849) (193) (22(@ 4,275 4,275
Cumulative effect of changes

in accounting principles - - @ - (142,116)
Capital changes: O

Pain in 475,000
Net change in surplus as regards 0

policyholders for the year 675,457 QGS 698,621 102,475 646,826
Surplus as regards policyholders

$ 11,286,599 $ 10,587,978 $ 10,485,503

as of December 31, current year  $ 12,447,021 < 99,771,564

X
0
&
s\O
NS
O&

* Per Examination

16



Barnstable County Insurance Company

NOTES TO FINANCIAL STATEMENT

NOTE 1:

As part of the examination, the Division engaged the consulting actuarial services of KPMG
LLP. The consulting actuaries for the Division performed an independent analysis of the loss
and loss adjustment expense reserves (both net and gross of reinsurance) carried by the Company
and rendered an actuarial opinion on the reasonableness of the reserves as of December 31, 2005.

The following tables (net and gross of reinsurance) summarize KPMG’s reserve Ns, he
KPMG selected point estimate reserve, and the Company’s carried loss and ss@nstment
expense reserves as of December 31, 2005 for each reserve category.

Net Loss and Loss Adjustment Expense Reserves

Low End KPMG Hig Company
Reserve Category Of Range Selection ofR Carried
Net Loss and Defense &
Containment Expense $203,000 $296,000 36,000 $352,640
Reserves Q
Net Adjusting & Other 37,000 2 & 104,000 63,430
Expense Reserves
Total Net Loss and Loss Q
Adjustment Expense $240,000 59,000 $540,000 $416,070
Reserves
- O
Gross Loss s Adjustment Expense Reserves
End KPMG High End Company
Reserve Category of Range Selection of Range Carried
Gross Loss and Defe
& Containment E $265,000 $ 380,000 $ 569,000 $ 353,000
Reserv&)
Gross A ”ﬁ@ ther 37,000 62,000 104,000 63,000
Expe erves
Total Gross Loss and
L stment Expense $ 302,000 $ 443,000 $ 673,000 $ 416,000
Reserves

In KPMG’s opinion, both the net loss and loss adjustment expense reserve and the gross loss and
loss adjustment reserve carried by the Company as of December 31, 2005, make reasonable
provision for all unpaid loss and loss adjustment expense obligations.

17
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SUMMARY OF COMMENTS AND RECOMMENDATIONS

In the Division’s two previous reports of examination on the Company, the
Division’s Examination Teams suggested that “the Board of Directors review
the director/agent relationship to determine if a more diverse occupational
relationship among directors would be appropriate”. Although the Company
has moved to address the recommendation, there continues a
disproportionate number of agents and retired agents on its Board irectors.
This may lead to a perception of lack of independence and/ ption of
conflict of interests on the Board level. Therefore, nce again
recommended that the Company continue its efforts in bringing independent
outside directors on to the Board. @%

06

CONCLUSION&

Acknowledgement is made of the cooperatio courtesies extended by the officers and
employees of the Company during the examination:

The assistance rendered by the foIIt@Q)ivision examiners who participated in this

examination hereby is acknowledge%

Brian Knowlton @ Insurance Examiner 11

Linh Ngu @

o

&

Insurance Examiner 1l

O

John A. Turchi, CFE, CPCU John Smallwood, CFE
Examiner-in-Charge and Supervising

Examiner

Chief Examiner

Commonwealth of Massachusetts Commonwealth of Massachusetts
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