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Honorable Joseph Torti T1I, Chairman
Financial Condition (E) Committee, NAIC

UL
|

AND BUSINESS REGULATION
JOSEPH G. MUP@

%

onwealth of Massachusetts

Superintendent of Insurance
State of Rhode Island ision of Insurance
1511 Pontiac Avenue \ 1000 Washington Street

Cranston, Rhode Island 02920 Boston, MA 02110-2208

Secretary, Northeastern Zone, NAIC Secretary, Midwestern Zone, NAIC

Honorable Mila Kofiman 00 Honorable Stephen Robertson

Superintendent of Insurance \/ Commissioner of Insurance

Maine Bureau of Insurance Indiana Department of Insurance

34 State House Station 0 311 W. Washington Street
Indianapolis, Indiana 46204

Augusta, Maine 04333&
Honorable @sioners and Superintendents,

Purs our instructions and in accordance with Massachusetts General Laws, Chapter 175,
SegtionWr, an examination has been made of the financial condition and affairs of the

Q BAY STATE INSURANCE COMPANY

Andover, MA

at its home office located at 95 Old River Road, Andover, MA, 01810-1078. The following
report thereon is respectfully submitted.
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Bay State Insurance Company

SCOPE OF EXAMINATION

The Bay State Insurance Company (hereinafter referred to as “the Company™) was last examined
as of December 31, 2004 under the association plan of the National Association of Insurance
Commissioners (NAIC) by the Massachusetts Division of Insurance (the “Division™). The
current association plan examination was conducted by the Division and covers the five year
period from January 1, 2005 through December 31, 2009, including any material transactions
and/or events occurring subsequent to the examination date and noted during the course of this
examination.

Concurrent with this examination, the following insurance affiliates in the Andover 0106

Group were also examined and separate reports have been issued: 9
Merrimack Mutual Fire Insurance Company 0
Cambridge Mutual Fire Insurance Company
The examination was conducted in accordance with standards an ures established by the
NAIC Financial Condition (E) Committee and prescribed current NAIC Financial

Condition Examiners Handbook. The Handbook requi t¥wve plan and perform the
examination to evaluate the financial condition and i 'éspective risks of the company by
obtaining information about the company, includg:orporate governance, identifying and
assessing inherent risks within the company, andvalufng system controls and procedures used
to mitigate those risks. An examination cludes assessing the principles used and
significant estimates made by manageme 1 as evaluating the overall financial statement
presentation, management’s complﬁ@ h Statutory Accounting Principles and annual

statement instructions, when appliga omestic state regulations. All accounts and activities
of the company were considercéa dance with the risk-focused examination process.

In addition to a review ¢ ancial condition of the Company, the examination included a
review of the Compan Iness policies and practices, corporate records, reinsurance treaties,
conflict of interest e statements, fidelity bond and other insurance, employees’ pension
and benefits pl ‘aster recovery plan, treatment of policyholders and other pertinent matters

le assurance that the Company was in compliance with applicable laws, rules
In planning and conducting the examination, consideration was given to the
ateriality and risk and examination efforts were directed accordingly.

*l Company is audited annually by PricewaterhouseCoopers LLP, an independent certified

Q ic accounting firm. The firm expressed unqualified opinions on the Company’s financial
tatements for the calendar years 2005 through 2009. A review and use of the Certified Public
Accountants’ workpapers were made to the extent deemed appropriate and effective. An
independent actuarial consulting firm, Merlinos & Associates, Inc. was retained by the Division
to evaluate the adequacy of the Company’s loss and loss adjustment expense reserves as of
December 31, 2009. Additionally, the Division reviewed the adequacy and effectiveness of the
IT systems controls to determine the level of reliance to be placed on summary information
generated by the data processing systems.
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For a summary of findings contained within this report, refer to the “Notes to Financial
Statements™ section.

HISTORY

Commonwealth of Massachusetts and commenced business on July 1, 1955,

Capital Stock o

As of December 31, 2009, the authorized and outstanding capital stock QCOmpany
consisted of 100,000 shares of common stock with a par value of $35 per s of which was
owned by Merrimack Mutual Fire Insurance Company, and/or directors ertain officers of
the Company.

Dividends to Stockholders ‘Q
No stockholder dividends were declared or paid duri?éination period.

General
The Company, a stock company, was incorporated on May 31, 1955 under the laws of thi\ﬁ

Growth of the Company | \
The growth of the Company for the years ough 2009 is shown in the following schedule,
which was prepared from the Compa ual Statements, including any changes as a result
of the examination. @, b
Direct Net
Admitted Premiums Premiums
Year Liabilities Surplus Written Written
2009 $111,793,647 $197,160,772  $23,038,055  $ 64,960,831

113,756,068 180,180,304 22,957,657 65,448,915
105,670,330 182,934,929 22,406,668 68,319,689

2007
200 &69,362,295 102,908,321 166,453,975 21,285,566 70,021,888
252,259,227 105,619,511 146,639,717 19,041,072 68,815,372

2008
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Management

Annual Meeting

In accordance with the bylaws, the Annual Meeting of the Stockholders is held on the second
Monday in May of ecach year. One-third in interest of the Capital Stock issued and outstanding
and entitled to vote shall constitute a quorum. The minutes indicated that a quorum was obtained
at each annual meeting held during the examination period. \

Board of Directors

The bylaws provide that the business and affairs of the Company shall be managed by t ard
of Directors except as otherwise provided by the Articles of Incorporation a valid
sharcholder agreement. The Board of Directors shall consist of not fewer than ore than
fifteen directors with the number determined at each annual meeting lution of the
stockholders. Each director holds office for a term of four years and e%uector shall be a
stockholder of the Company. Upon expiration or resignation, his/her, sor is clected at the

next Annual Meeting, 9
At December 31, 2009 the Board was comprised of elev ctdrs, which is in compliance
with the Company’s bylaws.

Directors duly elected and serving at Dece r 3Y, 2009, with addresses and business
affiliations, follow:

Year Term
Expires Business Affiliation
2011 Retired, Senior Vice President

ing, MA Fidelity Investments

2013 A, Austin, III Senior Vice President
Anchor Capital Advisors Inc.

2 ‘ Benjamin C. Bixby President and Director
% Kingston, NH Bixby International Corporation
02 12 Malcolm W. Brawn Executive Vice President and Secretary
\ Ipswich, MA The Andover Companies
‘ 2012 David F. Dietz Partner
o Boston, MA Goodwin, Procter & Hoar LLP

2011 Alan R, Kober Vice President
Franklin, MA The Andover Companies

2010 Robert P. McDonald Chairman and Treasurer
Needham, MA Eriand Construction Inc.
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2012 William E. Nichols President, CEQ and Treasurer
North Andover, MA The Andover Companies

2013 Edward F. Stokham Vice President

Andover, MA The Andover Companies
2010 Donald F. Vose Vice President
Boxford, MA The Andover Companies
2011 C. Edward Wallis Vice President and Assistant Treasurer \*
_ Nashua, NH The Andover Companies o

The bylaws do not specify the number of meetings to be held during a year. The
Board of Directors meetings indicated that meetings were held four times per

four), shall constitute a quorum. The minutes indicated that a quoru obtained at all

meetings of the Board of Directors held during the examination periodo

Investment Committee ‘Q

The Board of Directors appointed an Investment comag Qccordance with the bylaws. The
membership of the committee at December 31, 2009 Qws.

John Appleton \
Benjamin C. Bixby : 0

William E. Nichols

O\< ,
Audit Committee &

Model Audit Rule, the Company instituted a formal Audit
udit Committee Charter that is followed. The Committee has five
ncluding a Certified Public Accountant that are not part of Company

In 2010, to comply
Committee includi
independent m

manageme‘
Offso

tbylaws of the Company provide that the officers of the Company shall be a President,
easurer, a Secretary and other officers as deemed necessary. Pursuant to the bylaws, the

Qfﬁcers of the Company are elected by the Board of Directors at the first meeting of the Board

held after the Annual Meeting.

The elected officers and their respective titles at December 31, 2009 follow:
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Name Title

William E. Nichols President, Chief Executive Officer and Treasurer
Malcolm W. Brawn Executive Vice President and Secretary

Alan R, Kober Vice President

Edward F. Stokham Vice President

Donald F. Vose Vice President \*
C. Edward Wallis Vice President and Assistant Treasurer : o

Conflict of Interest Procedures

The Company has adopted a policy statement pertaining to conflict of interest @ordance with
Question 16 of the General Interrogatories of the Annual Statement. mpany has an
established procedure for the disclosure to the Board of Directors aterial interest or
affiliation on the part of any officer or director, which is in or is g conflict with his/her

official duties. ‘

Annually, each officer, director and responsible emp letes a questionnaire disclosing
any material conflicts of interest. The completed lonnaires were reviewed for the years
under examination and no discrepancies were nov 1esponses.

Corporate Records o

Articles of Incorporation and Byl@vs

ratlon and amendments thereto were read. There were no

The bylaws and Articles of Lagx
of Incorporation since the prior examination.

changes to the bylaws or
Disaster Recovery iness Continuity

The Comp ides for the continuity of management and operations in the event of a
catastrop ational emergency in accordance with M.G.L. ¢.175 ss.180M-180Q.

1& irectors Minutes

minutes of the Board of Directors and Committee meetings for the period under statutory
ammanon were read and indicated that all meetings were held in accordance with the
Company bylaws and the laws of the Commonwealth of Massachusetts. Activities of the
Committees were ratified at each meeting of the Board of Directors.
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AFFILIATED COMPANIES

Per Form B, as filed with the Massachusetts Division of Insurance, the Company is a member of
a holding company system and is subject to the registration requirements of Chapter 175, Section
206C of the Massachusetts General Laws. The “ultimate controlling person” of the Company is

Merrimack Mutual Fire Insurance Company (“Merrimack™), a mutual insurer incorporated in
Massachusetts.  The Company shares common management with Merrimack and Wit“

Cambridge Mutual Fire Insurance Company (“Cambridge”).
2009 ORGANIZATIONAL CHART

Merrimack Mutual Fire Cambrbﬁal Fire

Company

Insurance Company In
NAIC Co. Code 19798 (MA) @Code 19771 (MA)

A\S
00

93.4% :
(
Bay State Insur pany
NAIC Co 6763 (MA)

O
&




- Employees be

Bay State [nsurance Company

Transactions and Agreements with Subsidiaries and Affiliates

Management and Reinsurance Agreement

The Company participates in a Management and Reinsurance Agreement with its affiliates,
Merrimack and Cambridge. Under this agreement all net insurance shall be pooled and
distributed in the following proportions: Merrimack 50%, Cambridge 35% and Bay State 15%.

Bay State. Cambridge and Bay State reimburse Merrimack for the expenses incurred in
providing these services based on the percentage set forth above.

Tax Sharing Agreement o

The Company participates in a consolidated Federal Income Tax return with
Fire Insurance Company. There is a written tax sharing agreement whereb

Merrimack provides all employees, management and administration services for Cambridge and \*

made primarily on a separate return basis. Intercompany tax balances are when due
FIDELITY BOND AND OTHER INSU?Q
The Company maintains fidelity coverage with an authoriz *s husetts insurer, consistent

with M.G.L. ¢.175 5.60. The aggregate limit of liabilig the NAIC suggested minimum.
p

The Company has further protected its interests% erty by policies of insurance covering
other insurable risks. Coverage is provide surers licensed in the Commonwealth of
Massachusetts and was in force as of Dece , 2009,

PENSION, STO SHIP AND INSURANCE PLANS

The Company offers vario
term disability insurance

u&ca plans, including family health insurance, individual long-

onal life insurance to all full time employees.

participate in a noncontributory defined benefit pension plan,

c mbers of the Plan on the first day of the month following their initial date
of employ 5 participants are 100% vested in their accrued benefits after completing five
Or more service. The Plan’s Net Periodic Pension Cost is determined by an independent
con tuary who also prepares all of the required disclosures and projections in
ac S&ce with SSAP 89.

Merrimack’s emp

rimack offers a Savings and Profit Sharing Plan under section 401(k) of the Internal Revenue
ode. The plan covers all eligible employees of the Company once they have completed twelve
consecutive months of employment and at least 1,000 hours of service. The Company
contributes 3% of a participant’s base compensation plus 10% of the Company’s average
consolidated net operating income for the last three years up to a maximum of 7.5% of the
aggregate base salaries of eligible participants less 3% of total compensation of eligible
participants. Participants in the Plan may contribute 1% - 20% of their basic compensation



L

Bay State Insurance Company

through payroll deduction and each participant’s own contribution and the 3% basic
compensation contributed by the Company are fully vested at all times.

Merrimack provides retiree medical benefits to employees who retire from the Company after
attaining certain age and service requirements. The Company utilizes the services of an
independent consulting actuary to calculate the Net Periodic Postretirement Benefit Cost and all
required Annual Statement disclosures in accordance with SSAP 14, The Company funds the

accumulated postretirement benefit obligations as benefits become due. \*
STATUTORY DEPOSITS o

The statutory deposits of the Company as of December 31, 2009 are as follows: E

Location Description of Deposit Par Value Statement V, 0Market Value

Massachusetts US Treasury Bond $ 300,000 $334,313
5.50% due 2028 '

Massachusetts US Treasury Bond 150, 000 ,198 162,539
5.25% due 2028

Massachusetts US Treasury Bond 106 948 133,391
7.63% due 2022

Massachusetts US Treasury Bond VOO 719,302 953,203
8.00% due 2021

Massachusetts US Treasury Bond 00,000 300,323 378,070
7.50% due 2016 o

(’\O

INSU RODUCTS AND RELATED PRACTICES

Territory and Pl ation

The Com
Comp

of t\

&:ﬁ Company specializes in providing homeowners, commercial multiple peril and fire
crages through its appointed independent agents.

censed to write business in eight states. During the examination period the
tarily surrendered their licenses in Georgia, Maryland, Ohio and Tennessee. All
y’s direct business is written in New Jersey and New York.

Treatment of Policvholders — Market Conduct

During the financial examination of the Company, the Division’s Market Conduct Department
initiated a comprehensive market conduct examination of the Company for the period January I,
2009 through December 31, 2009. The market conduct examination was called pursuant to
authority in Massachusetts General Laws Chapter (M.G.L. ¢.) 175, Section 4. The market
conduct examination was conducted at the direction of, and under the overall management and
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control of, the market conduct examination staff of the Division. Representatives from the firm
of INS Regulatory Insurance Services, Inc. were engaged to complete certain agreed upon
procedures which were developed using the guidance and standards of the NAIC Market
Conduct Examiner’s Handbook, the market conduct examination standards of the Division, and
the Commonwealth of Massachusetts insurance laws, regulations and bulletins. The basic
business areas that are being reviewed under this market conduct examination are Company
Operations/Management; Complaint Handling; Marketing and Sales; Producer Licensing;
Policyholder Services; Underwriting and Rating; Claims, in addition to an assessment of the\g

Company’s internal control environment.
REINSURANCE o

The Company and its affiliates operate under a pooling agreement as described 12 Affiliated

Companies” section in this report. Assumed and ceded reinsurance with una companies

Ceded Reinsurance g
On behalf of Cambridge and Bay Stafe, Merrimack I&r into various reinsurance

agreements to protect their exposure. Below is a brieQ; of the treaties.

Treaty Line of Busig%\ Retention Limit
Property Facultative Personal

Automatic $100,000 $2,500,000

is also subject to the inter-company pooling agreement.

Semi-Automatic
Surplus Share

Policy Limits $8,000,000

Equipment Breakd Businessowners 30 $10,000,000

Coverage

The Comp dditional coverage with Excess Property Catastrophe reinsurance with the
retentio its as follows:
Per Occurrence Percent Percent
‘ Retention Limit Placed Retained
Qo First Layer $50,000,000 $50,000,000 50 50
Second Layer $100,000,000 $75,000,000 70 30
Third Layer $175,000,000 $100,000,000 85 15
Fourth Layer $275,000,000 $325,000,000 100 0

10
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Each treaty reviewed contained an insolvency clause in accordance with M.G.L. ¢.175 5.20A.

Assumed Reinsurance

Merrimack assumes business from six quota share agreements with the participation percentage
varying by treaty. Coverage is primarily property catastrophe quota share on excess of loss
coverage. In 2009, the Company did not renew its contract with Hardy due to the inability to
come to an agreement on a provisional occurrence cap.

On July 1, 2008 the Company and its affiliated companies, Merrimack and C

collectively known as The Andover Companies, entered into an agreement with Quinc a
Fire Insurance Company and its affiliated insurance companies known as the Quincy Mutual
Group (Quincy). The agreement is named the Andover Quincy Unde Q% Alliance
(“AQUA™), pursuant to which Quincy Auto Policies will be marketed a itlen through
independent agents of Andover. The AQUA agreement applies only to usetfs Private
Passenger Automobile Insurance business. o

Concurrent with the AQUA agreement, the Andover Comp d Quincy entered into a

oot to the AQUA agreement.
% of the business to Andover for
h year, with Andover assuming 30% of
as the parties may agree upon in future

Quota Share Reinsurance Contract applicable to the busin
Under the terms of the Quota Share contract, Quincy
the 2008 underwriting year. The percentage increase

the business in 2014 or such other percentage u 50
years.

w@
/
The Company participates in t ary pools, the Selected Insurance Risk Plan (*SIR”) and

Associated Inland Marine (' »~ SIR and AIM were established as a means for insurers to
underwrite larger policie, read the risk among the members. SIR is used for commercial
policies and AIM for j marine personal line policies. Membership in both is composed of
New England Mu panies. The SIR Pool was terminated effective June 30, 2009 and is
currently in &

ay State participates in various state-mandated pools. These include the Tllinois
ence Program and state FAIR plans.

& ACCOUNTS AND RECORDS

The internal controls structure was discussed with management through questionnaires,
interviews and through a review of the work performed by the Company’s independent Certified
Public Accountants, No material deficiencies were noted.

The NAIC provides a questionnaire covering the evaluation of the controls in the IT systems
environment. The questionnaire was completed by the Company and reviewed by the Division

I

o
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to evaluate the adequacy of the IT controls. In addition to the questionnaire interviews with
Company staff were conducted to gather supplemental information and corroborate the
Company’s responses to the questionnaire. A review was also made of the documentation
supporting Management and Organization Controls, Application Systems Development and
Maintenance Controls, Operating and Processing Controls, Logical and Physical Security
Controls, Contingency Planning Controls, Personal Computer, Local Area Network (LAN),
Wide Area Network (WAN) and Internet Controls. No material deficiencies were noted.

The Company uses an automated general ledger system. Trial balances were traced from the\*

general ledger and supporting documents to the 2009 Annual Statement. No material exce ti@
were noted.

The books and records of the Company are audited annually by Pricewaterhouse ers LLP,
independent Certified Public Accountants, in accordance with 211 CMR 23.00.

("7

12
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FINANCIAL STATEMENTS

The following financial statements are presented on the basis of accounting practices prescribed
or permitted by the Division of Insurance of the Commonwealth of Massachusetts and by the
National Association of Insurance Commissioners as of December 31, 2009:

Statement of Assets, Liabilities, Surplus and Other Funds as of, December 31, 2009 \*
Statement of Income for the Year Ended December 31, 2009 O

Statement of Capital and Surplus for the Year Ended December 31, 2009

Reconciliation of Capital and Surplus, for the five year period ended D@oer 31,2009

13
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Statement of Assets, Liabilities, Surplus and Other Funds

Examination
$213,276,997 *
45,099,808

As of December 31, 2009

As Reported by  Examination Per Statutory
Assets the Company Changes
Bonds $213,276,997
Common stocks 45,099,808
Cash and short-term investments 15,716,316 15,7
Subtotals, cash and invested assets 274,093,121 274,0
Investment income due and accrued 3,046,726 @46,726

Premiums and considerations:
Uncollected premiums and agents' balances

90

in the course of collection 24,005,239 o 24,005,239
Deferrred premiums, agents' balances and
installments booked but deferred and not yvet due 6,040,386 ‘ 6,040,386
Amounts recoverable from reinsurers 9 052,205
Funds held by reinsured companies Q)O 11,300
Current federal income tax recoverable 2000 650,000
Guaranty funds receivable or on deposit 108,000 108,000
Electronic data processing equipment 47,351 47,351
Total Assets $308954419 § $308,954,419

14
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Statement of Assets, Liabilities, Surplus and Other Funds (Continued)
As of December 31, 2009

As Reported by ~ Examination Per Statutory
Liabilities the Company Changes Examination
Losses $ 40,082,854 $ 40,082,854 (1
Reinsurance payable on paid loss and LAE 14,254,935 14,254,935
Loss adjustment expenses 8,898,600 8,898,600
Commissions payable 2,855,400 2 855,400

Other expenses 6,443,100 q
Taxes, licenses and fees 261,000 Q\

Net deferred tax liability 1,443,610 a 3,610
Unearned premivms 30,156,169 0,156,169
Advance premiums 1,041,000 1,041,000
Ceded reinsurance premiums payable 1,946,870 ‘Q 1,946,870
Amounts withheld 1,836 o 1,836
Drafts outstanding 1,059,80 1,059,805
Payable to parent; subsidiaries and affiliates 2,88%469 2,883,469
Aggregate write-ins for liabilities 4 465,000
Total Liabilities 47 111,793,647
Common capital stock o 3,500,000 3,500,000
Unassigned funds (surplus) &\ 193,660,772 193,660,772
197,160,772 197,160,772

Surplus as regards policyholders 0

Total Liabilities, Capit‘@plus $308,954,419 $ 0 $308,954,419

<o

15
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Bay State Insurance Company
Statement of Income
For the Year Ended December 31, 2009

A

Premiums earned
Deductions:

Losses incurred

Loss expenses incurred

Other underwriting expenses incurred
Total underwriting deductions
Net underwriting gain (loss)

i Net investment income earned
Net realized capital gains
Net investment gain

balances charged off

Finance and service charges not included
in premiums

Aggregate write-ins for miscellaneogs i

Total other income &\

Net income before divide

before federal and fi

Federal and foreiEn

Examination
Changes

As Reported by
the Company

Per Statutory
Examination

$ 66,161,227

$ 66,161,227

Y
2@::2@*‘

26,880,698
5,832,039
24,754,295 295
57,467,932 g #57.932
8,693,295 6 ,693,295
12,364,963 o 12,364,963
22,006 ‘Q 22,006
12,386,969 12,386,969
Net gain (loss) from agents' balances or premium
o\,848) (13,848)
o 163,512 163,512
(91,829) (91,829
57,835 57,835
@cyholders and
jicome taxes 21,138,099 21,138,099
oMe taxes incurred 5,728,565 5,728,565
$ 15,409,534 $ 0 $ 15,409,534

Net In

<o

16
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Capital and Surplus
For the Year Ended December 31, 2009

Surplus as regards policyholders,
December 31, 2008

Net income

Change in net unrealized capital gains or (losses)
Change in net deferred tax

Change in nonadmitted assets

Change in minimum pension liability

Change in surplus as regards policyholders
for the year

Surplus as regards policyholders,
December 31, 2009

N\

As Reported by Examination Per Statutory
the Company Changes Examination
$ 180,180,304 $ 180,180,300\ ;
15,409,534 15,
3,845,109 6845,109
(476,127) 0 476,127)
(2,803,048) (2,803,048)
1,005,000 e 1,005,000

o

16,980,468 a

60,772

3

‘ a 16,980,468

$ 0 $ 197,160,772




Capital and surplus, December 31, prior year

Net income

Change in net unrealized capital gains or {losses)
" Change in net deferred income tax

Change in nonadmitted assets

Change in mininum pension liability

Net change in capital and surplus for the year

Capital and surplus, December 31, current year

Bay State Insurance Company
Reconciliation of Capital and Surplus

For the Five Year Period Ended December 31, 2009

2005 2008 2007 2006 2005

$180,180,304  $182,934,930  $166,453,975  $146,639,717 w,

15,409,534 10,718,446 12,351,619 15,798,00 4,732,260

3,845,100  (12,257,993) 3,847,548 3945 1,471,107
(476,127) 711,269 120,697 0 849 699,198
(2,803,048)  (615,647) (18,90 5,940 (2.515)
1,005,000 (1,310,700) 18 572,100 (835,500)
16,980,468 (2,754,626) 955 19,814,258 6,064,150

$197,160,772  $18 0%182,934,930 $166,453,975  $146,639,717

18
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NOTES TO THE FINANCIAL STATEMENTS

NOTE 1: Losses and Loss Adjustment Expenses

The Division requested that Metlinos & Associates, Inc. review the reasonableness of the Loss
and Loss Adjustment Expense Reserves (the “Reserves”) of the Company as of December 31,
2009. The review was conducted in a manner consistent with the Code of Professional Conduct

and Qualification Standards of the American Academy of Actuaries and the Standards 0\
Practice adopted by the Actuarial Standards Board.

Merlinos’s actuarial review utilized year-
December 31, 2009,

reasonable gross and net estimates for
Reserves as of December 31, 2009.

COMPARISION OF INDICATED DIRECT & ASSUMEQQRVES
2/3

end paid and incurred loss data develope

The tables below summarize a comparison of Merlingg?
the Reserves to the Company’s carri

TO CARRIED DIRECT & ASSUMED RESERVE
aécad

1/09

Low Point of High Point of
Range stimate Range
Merlinos Total Direct & Assumed g
Loss and LAE Reserves $4¥,0 $48,900,000 $53,850,000
Total Company Carried Direct & @
Assumed Loss and LAE Reserves 20,000 49,520,000 49,520,000
Difference Y ) 5,570,000 620,000 (4,330,000)
C SON OF INDICATED NET RESERVES

CARRIED RESERVES as of 12/31/09

<

Low Point of Selected High Point of
o Range Estimate Range
Total Net Loss & Loss
justment Expense Reserves $43,650,000 $48,450,000 $53,250,000
tal Company Carried Net Loss
& LAE Reserves 48,981,000 48,981,000 48,981,000
Difference 5,331,000 531,000 (4,269,000)

\\

gh

s range of
s and net

The Company’s total net carried reserves are above Merlinos® selected estimate and below their
high point. Therefore the Division concludes the Company’s reserves are a reasonable estimate
of their ultimate liability.

19
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