o\ﬁ

THE COMMONWEALTH OF MASSACHUSETTS

OFFICE OF CONSUMER AFFAIRS AND BUSINESS RE('é@‘

DIVISION OF INSURANCE

REPORT OF EXAW

’ O
QUINCY WL FIRE INSURANCE COMPANY

\& as of DECEMBER 31, 2009

QUINCY MASSACHUSETTS

' Q c : N.A.LLC. GROUP CODE 1275

N.A.I.C. COMPANY CODE 15067

EMPLOYER ID NUMBER 04-1752900



Quincy Mutual Fire Insurance Company

TABLE OF CONTENTS -

SUBJECT:
R 1L 11 T o O S PR E VPP P U PO PP
Scope Of EXAMINALION ....iviioeiiii i s b
Status of Findings from the Prior EXxamination ...........c.ciiviviiiinimmm s
| 81 (v U SO O TP U PSPPSR
L1311 - | O PO TO U PP PRPPPPPONY
Growth of the Company .......... .o, O
IMIATEAZEITIETIE 11veeeiursierrrerrrennsrarnnsnesiosssrassmnsrn s s b e nnsonsesutes bassases oreasanensssieseessmeinessnsessansssarnsssrssstnsssessssssssnes e
Annual Meeting .......cveevrveiiimiamienieinininnsesesinins S OO OO P VP OT PP
Board 0T DHIECLOLS «occecvr v ittt ias s i rass s st as s e e ae s e e pr by bR

Executive COmmMItES ....oovverrrvenvnirerrerermnrrnes U TUPPPN
Investment COMMILIBE ......oceciiimivimniiiiinericis s e s e it b s ed

AUdIE COMIMITEEE 1.vovvisprceriinisiicstiiie s s s e e ettt r et s s s ren e s e ae s r e s s b ety
L8 F T - SO FO TIPS 9
Conflict 0f INTEIESt PIOCEAUIE ...oiivviiiceir i ees st ssrnes s st s vsrsesssssneressnriessbesessbsssatssasesnteessrsnssssaneens A
Corporate Records .....ccocvrvmvenrin e sevvecninnenes e e TP PR z ...........
Articles of Incorporation and By-Laws .......ccuniciimionnn, v e e 9 ...................
Disaster Recovery and Business Continuity .......ccovevrvvrnrmnicnrisiiisins o A

SUIPIUS NOTES ..oveiiiiii it e e
Affiliated COMPANIES .......... e e see e s s
Holding Company Filings ...................... UUUTUPIUIPOTo
Organization Chart ...
Transactions and Agreements with Subsidiaries and Affili
Management and Service Agreement .................
Cost Sharing Agreement ...........ocoovvevvnveinn e :
Tax Sharing Agreement ...............cccovneven, 2 8 ,
Fidelity Bonds and Cther Insurance ................. M- e

Board of Directors MINUEES .....c.coovrvevvnirviineeven s vinniensminssirisesersiesers g QI - oerrvresrinrimssnessones
Acquisitions, Mergers, Disposals, Dissolutions, or Sales through Reinsuran@ ...................................

Statutory DEposits ..ove . crervnrnrinen: L et e e —— fere e s
Insurance Products and Related Practigas™s TP
Territory and Plan of Operatj /OO ....................................
Treatment 0f FoliCyNOIaQE - I o« - rrrrr s rrrermerereeisrarrrnsrrrrrss e s mr s s st saes e s b E R s b e s e PR R R e bR e rr T an s

NVOlUNtary Pool ... e

o VOolntary POOL ......coviuiiniiininii i s e s e e
Other Quota Share Ceded ... i i et st r s et e e b s

Excess of Loss ....covevniinns e et e et e e e aanes

FINAncial STATCIMEIES ...\ vciuciereerercrmmerinne e r srirseiries e es i st bbb b e s b b s e b b a e nb e b
Statement of Assets, Liabilities, Surplus & Other Funds as of December 31,2009 i
Statement of Income for the Year Ended December 31, 2009 ..o v
Reconciliation of Capital and Surplus for Each Year in Five-Year Period Ended December 31, 2009 ..., ...
Notes 1o Financial STAIEMENLS ... ... i s e s e s

Acknowledgment .............coeeene J O N

PAGE

mué.p.a:.wwuwm.—

B b e b e e b e e b e b e b ek e bk b e e e e e
SO UNULDEREEEBRRARWWWUWRNRDRNN = = —~—~0 o PNV

oS
[¥S )



COMMONWEALTH OF MASSACHUSETTS

Office of Consumer Affairs and Business Regulation

DIVISION OF INSURANCE
1000 Washington Street, Suite 810 + Boston, MA 02[18-6200
(617) 521-7794 » http:/Awww.mass.gov/doi

DEVAL L. PATRICK GREGORY BIALECKI
GOVERNOR SECRETARY OF HOUSING AND
ECONOMIC DEVELOPMENT
TIMOTHY P. MURRAY BARBARA ANTHONY
LIEUTENANT GOVERNOR UNDERSECRETARY OF CONSUMER
AND BUSINESS REGULATION
JOSEPH G,
COMMISSIONE

April 8, 2011 | e

The Honorable Joseph Torti, III, Chairman, The Honorable Mila K(?ﬁ, Secretary
NAIC Financial Condition (E) Committee Northeast Zone,

Deputy Director and Superintendent Superintenden ance
of Insurance and Banking The State o

The State of Rhode Island , Dep

rotessional
cial Regulation

Rhode Island Department of
Business Regulation
Division of Insurance Regulation

M Bureau of Insurance
4 State House Station

O

1511 Pontiac Avenue, Building 69-2 gusta, Maine (4333-0034

Cranston, Rhode Island 02920-4407 o

@,
The Honorable Joseph G. Murp \
Commissioner of Insurance
The Commonwealth of
Office of Consumer
and Business R‘
Division of sn

1000 Wash reet, Suite 810

BOSKW husetts 02118-6200

missioner Murphy and Superintendents Torti and Kofman:

setts

Pursuant to your instructions and in accordance with Massachusetts General Law (“MGL”),
Chapter 175, Section 4, an examination has been made of the financial condition and affairs of

QUINCY MUTUAL FIRE INSURANCE COMPANY

at its home office located at 57 Washington Street, Quincy, Massachusetts 02169. The following
report thereon is respectfully submitted. '



QUINCY MUTUAL FIRE INSURANCE COMPANY

SCOPE OF EXAMINATION

Quincy Mutual Fire Insurance Company (“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 (“Division”). The current association plan
multi-state examination also was conducted by the Division and it covers the petiod from
January 1, 2005, through December 31, 2009, including any material transactions and/or events .

occurring subsequent to the examination date and noted in the course of this examination. \§

This examination was conducted at the same time and in conjunction with the Divisio
statutory financial condition examination of New England Mutual Insurance C
(“NEMIC”), an affiliated mutual insurer within the Quincy Mutual Group. Furt
examination was conducted at the same time and in conjunction with the statut,
condition examination made by the Maine Bureau of Insurance on Patrons Q
Company (“POIC”), the Company’s wholly-owned subsidiary in Auburn, Maj

financial
surance

inancial Condition
d with the General
d performed to evaluate
bout the Company, including
1sks within the Company, and
risks. The examination also included
ates made by management, as well as

The examination was conducted in accordance with standards of the Iw

Examiners Handbook, with the examination standards of the Dj an
Laws of Massachusetts. This requires that the examination be
the financial condition of the Company by obtaining info
corporate governance, indentifying and assessing j
evaluating system controls and procedures used tgmit1
assessing the principles used and significant
evaluating the overall financial statement ion and management’s compliance with
Statutory Accounting Principles and av tement instructions. An evaluation of the
adequacy and effectiveness of contr electronic data processing systems was done to
determine the level of reliance 1% uced on summary information generated by the data
processing systems. Accounts a@vities of the Company were considered in accordance with
the risk-focused examinationw s. The principal focus of the examination was 2009 activity;

and subsequent thereto were reviewed as deemed appropriate.

however, transactions ?
The Company is a&t annually by ‘PricewaterhouseCoopers LLP (“PWC”), an independent
certified pujghic nting firm. The firm expressed unqualified opinions on the Company’s

financial s for the calendar years 2005 through 2009. Review and use of Pw(C’s
re made to the extent deemed appropriate and effective.

Division retained the consulting actuarial services of KPMG, LLP (“KPMG”), an
endent certified public accounting firm, to evaluate the adequacy of the Company’s loss and
ss adjustment expense reserves as of December 31, 2009,

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, 2004. The prior Report of



POIC’s issued and outstanding capital stock.
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QUINCY MUTUAL FIRE INSURANCE COMPANY

Examination noted no exception conditions and contained no adverse comments to which the
Company would have to respond.

HISTORY

General

The Company was organized under the laws of the Commonwealth of Massachusetts in Marc, \*
1851 and commenced business in May 1851. As a licensed property and casualty ins
Company writes personal and commercial insurance through a network of 1ndependen

In 1995, the Company organized Program Managers, Inc., later renamed Quincy tlc
Inc., to operate as a branch office of the Company writing commercial line pr in New
Jersey and Pennsylvania. In August 1996, the Company formed a holding co subsidiary,
Quincy Investment Holding Corporation ("QIHC"), which subsequently pu two insurance
agencies. In December 1997, the Company acquired control of POIC quisition of all of

'thhares_ of NEMIC. The

agreement whereby POIC and
of their insurance operations; the
OIC assumes 1% of the total of such
assenger automobile business.

In 2006, the Company invested $20.0 million in Guaran
Company, POIC, and NEMIC entered into a reinsur. '
NEMIC cede to the Company all business arisin

Company then retains 96%, NEMIC assumes 3% an
amounts and the Company’s homeowners and W
The Company curreﬁtly is licensed to business in the following states: Massachusetts
New Jersey, Rhode Island, Connegtjc York, New Hampshire, Pennsylvania, Maine, and

Vermont; however, it does-not a& erte business-in-these-latter two-jurisdictions:

Growth of the Compan

t pany for the years 2005 through 2009 is shown in the followmg schedule
from 1nformat10n in the Company’s annual statements:

The growth of
which was

¢

Q Admitted Gross Premiums

\ ar Assets Liabilities Surplus Written
2009 §$1,161,825,435 §$452,760,482 §$ 709,064,953 $ 292,857,779
2008 1,061,024,917 441,038,663 619,986,254 301,076,229
2007 1,277,573,525 518,027,003 759,546,522 - 313,784,369
2006 1,259,232,244 537,324,480 721,907,764 352,978,672
2005 1,156,673,782 522,880,202 633,793,580. 363,486,150



Management

Annual Meeting

QUINCY MUTUAL FIRE INSURANCE COMPANY

In accordance with the Bylaws, the Annual Meeting of the Company is held on the first
Wednesday of February in each year. Ten Members of the Company constitute a quorum; a
Member is each person or entity insured by the Company whose policy has not expired. Minutes
document that a quorum was obtained at each annual meeting held in the examination period.

Board of Directors

" The Bylaws provide that the business and affairs of the Company shall be managed by t

Y

\ @\ iy
of Directors except as otherwise provided by the Articles of Incorporation or byid

policyholder agreement. The Board of Directors shall consist of not fewer tha:?en or not
solution of

ectors shall be

more than twelve Directors with the number determined at each annual meeti

the policyholders or at a special meeting called for that purpose. A majori
residents of Massachusetts. As of each annual meeting, no less than
Independent Directors (those who are not employed by the Com
determine have no material relationship with the Company).

The Directors are divided into four classes of not mo
office of the Directors of one class only expires each

e Board shall be

the annual meeting of Members for a four-year te‘r il successors are elected and qualified.

At December 31, 2009, the Board was co
the Company’s Bylaws. The following j

who the Board shall

ee Directors each, The term of
, and successors are chosen by ballot at

seven Directors, which is in compliance with
of Directors duly elected and serving at that date,

* Newly elected since prior examination.
+ Also serves on the Board of POIC.
& Also serves on the Board of NEMIC.

with their business affiliation and gsi ddresses: :
—  Director ésmess Adffiliation ~_ Residence
+ & James Dudiey Ashe@ resident, Retired, Television South Weymouth,
' and Radio Broadcasting Corp. Massachusetts
+  Karl Doug! @ President and Chief Executive Hingham,
{ Officer, QMFIC Massachusetts
& Al@ordon Clark President, The Vulcan Company Norwell,
Massachusetts
+ \ Michael Meskell Executive Vice President, QMFIC Weymouth,
: Massachusetts
Arthur P. Murphy Managing Partner, Murphy, Milton,
o Hesse, Toomey, and Lehane Massachusetts
Q * & James Walter MacAllen  Retired Investment Manager Hingham,
Massachusetts
+ &  John Michael Sheskey Chief Executive Officer and Managing Hingham, .
Director, Sheskey Architects Massachusetts



QUINCY MUTUAL FIRE INSURANCE COMPANY

The Bylaws specify that the February meeting of the Board of Directors shall be held on the same
day as the annual meeting of the Company’s Members; otherwise, they do not specify the
number of meetings to be held during a year. The minutes indicated that a quorum was obtained
for all meetings of the Board of Directors held during the examination period.

The Board of Directors appointed an Executive Committee, an Investment Committee, and an
Audit Committee in accordance with the Bylaws. A description of the purpose and membership

of each committee at December 31, 2009, follows. : §
Executive Committee , . \

The Executive Committee is comprised of not less than three Directors who are Ind t
Directors, in addition to the Chairman of the Board and the President. The ExecutivggfCommittee
is empowered to act on behalf of the Board between meetings and is charged é duty of
general supervision between regular meetings of the Board over the bu operations,

financial affairs, and corporate governance of the Company. It reports t meeting of the
d. The Board of

of the Executive
irector of the Company.
ow:

Directors shall annually appoint an Independent Director as
Committee, who shall be deemed for all purposes to be thet
Directors serving on this Committee at December 31, 2009,

John M. Sheskey, (Qﬂ
James D. Asher K. Douglas James W, MacAllen

Investment Committee o

d=—of—not=less=than—three—DPirectors=in—addifien=to=the-—--

— The Investment—Commilice—is—ho 'q Sh

powered to act on behalf of the Board on matters involving
M vestment or loaning of funds of the Company. In addition to
in the Bylaws, the Investment Committee shall have such further
other duties as the Board may from time to time prescribe. The
shall report to each regular meeting of the Board all transactions carr1ed‘
¢ since the last regular Board meeting. Directors and Officers serving on
t December 31, 2009, were as follow:

out by the
James W. MacAllen, Chairman

this Com“
‘\ Alexander G. Clark  John M. Sheskey
o ) K. Douglas Briggs Thomas A. Harris

President and the Treasurer.
the general supervision ov,
the powers specifically
powers and perfo
Investment Conyse

Audit Committee

The Audit Committee is comprised of not less than three Directors, a majority of whom qualify
as Independent Directors. The Chairman of the Audit Committee, who shall be an Independent
Director, shall be elected annually by members of this Committee. The Audit Committee is
empowered to act on behalf of the Board on matters concerning general supervision and



QUINCY MUTUAL FIRE INSURANCE COMPANY

oversight of corporate accounting, the financial reporting processes and internal control systems

of the Company, and the quality and integrity of the Company’s financial statements. It shall
engage the Company’s outside auditor, monitor its independence and performance, and meet
privately as appropriate with the outside auditor; it is authorized to directly engage on the
Company’s behalf such accountants, counsel, or other professionals as it believes necessary and
appropriate. In addition, it shall have such further powers and perform such other duties as the
Board may from time to time prescribe. The Audit Committee shall meet not less than four times
each fiscal year, shall report its activities as appropriate to the Board, and shall adopt a written
charter. In October 2003, the Audit Committee updated its charter; previously, the Audit\*
Committee had consisted of the entire Board of Directors but now consists of three Independ
Directors. Directors serving on this Committee at December 31, 2009, were the followinov

James D. Asher, Chairman '
Arthur P. Murphy  Alexander G, Clark 9 :
Officers oe

The Bylaws of the Company provide that the officers of the y shall be a President, a
Treasurer, a Secretary, and such other officers as the Bo f Wirectors deems necessary.
Pursuant to the Bylaws, the officers of the Compan ed by the Board of Directors
annually at the February meeting held on the same d the annual meeting of the Company’s
Members; other officers may be chosen by the i such meeting or at any other meeting.
Vacancies among the offices may be filled offices may be created and filled by the
Board of Directors or by the President to th uthorized by the Board of Directors.

The elected and appointed officegy 1 respective titles at December 31, 2009, were the

fall

TOHOWINEZ:

+  Karl Douglas Brig @, CPCU  President and Chief Executive Officer
+ 5 Kevin Michae 1 Executive Vice President
an, Jr., Esq., -Senior Vice President, Secretary*, and
General Counsel
K s Senior Vice President and Treasurer
89 arvey Briggs, AIC Senior Vice President, Claims
I

d Eugene Gerbis, Jr., CPCU . Vice President, Personal Lines Underwriting

' ' ark Anthony Giuliani Vice President, Information Systems
‘ Deborah Lusardi Pennisi Vice President, Commercial Lines Underwriting
o Lu-Ann Robin Smith Vice President, Human Resources -
Lisa Marie Schooley . ' Controller
_ *  Lisa Michelle Grealish, Esq. Assistant Vice President, Claims and
‘ ‘Executive Counsel
Ann Marie Kendall Assistant Vice President, Claims
John Francis Murphy, Jr., AIC Assistant Vice President, Claims

* Newly elected or promoted to office since prior examination.
+ Also serves on the Board of POIC.
s Also serves as Secretary of POIC.,

6
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QUINCY MUTUAL FIRE INSURANCE COMPANY

These Officers of the Company also serve in identical capacities as Officers of NEMIC. In
addition to those listed above, John P. Tierney, FCAS, MAAA, joined the management team of
the Company as Senior Vice President and Chief Actuary in July 2010.

Conflict of Interest Procedure

The Company has a policy statement pertaining to conflict of interest. In support of its answer to
Question 16 of Part 1 Common Interrogatories of the annual statement, the Company has an

affiliation on the part of any officer or director or responsible employee which is in or is I
conflict with his/her official duties. Annually, each officer or director or responsible €
completes a questionnaire disclosing any material conflicts of interests. Th mpleted
questlonnalres were reviewed and no discrepancies were noted to contradict mpany 8
response to the General Interrogatory reported in the Company’s 2009 Annug

Corporate Records ‘Q .

Articles of fncorporation _and Bylaws o

The Bylaws of the Company were read and weg fo to contain specific provision for the
succession of Directors and Officers in event of i&ergemy.

Disaster Recovery and Business Continuin‘o

catastrophe or national emerg ccordance with Sections 180M through 180Q of MGL

Chapter 175.

Board of Directors

The minute tings of the Board of Directors and its Committees for the period under
examinati ¢ read and they indicated that all meetings were held in accordance with the
Com aws and the Laws of the Commonwealth of Massachusetts. Activities of the

{'ﬂﬂ were ratified at meetings of the Board of Directors.
inutes of the Board of Directors meeting on April 27, 2006, recorded that the prior Report
Exammatlon was reviewed and accepted by the Board. ‘

Acquisitions, Mergers, Disposals, Dissolutions, and Purchases or Sales through Reinsyrance

In the examination period, a few significant transactions involving the Company in acquisitions,
mergers, disposals, dissolutions, and purchases or sales through reinsurance occurred, key of

which are summarized as follows:

Qof_management_and_o_p_c;r_a_ti_o_ns__i_n__th_fc_eygr_lt__g_i_a____ .

Y

established procedure for the disclosure to the Board of Directors of any material interest 9



- maintaining its mutual form as provided under Section 7

QUINCY MUTUAL FIRE INSURANCE COMPANY

The Company issued a Surplus Note of $50,000,000 on December 15, 2005. The Note has a
30-year term with quarterly interest payments that are adjustable to a fixed rate over LIBOR,
Proceeds from the Note are invested in fixed income securities. The Note was issued to
provide additional capital for protection against catastrophic events for the Group’s
policyholders. | :

Holding Corporation, a wholly owned subsidiary of QMFIC, to a limited liability company,
Quincy Investment Holdings, LLC (“QIH™). Of $23.3 million, QMFIC contributed capital E

In 2006, a corporate reorganization changed the form of organization of Quincy Investment !
$17.5 million and approximately $5.8 million of its investments in limited !g \

companies with their underlying assets (real estate) to QIH. Investments in subsidi
steadily throughout the period of examination such that, by December 31, 2009,
direct sole ownership of eleven limited liability companies, indirect sole owne@ of three
others, and indirect but significant partial interests in three others. %

MIC and the
ment in Guaranty
to raise capital while
I, Chapter 175. NEMIC
thus became affiliated with the Qumcy Mutual Group gifining January 1, 2007, is a
participant in the inter-affiliate reinsurance poollng t with the Company and POIC.

The Company became a member of the Fed Loan Bank of Boston (“FHLB™) in
2007. Membership offers the Company & o collateralized loans at favorable interest
rates. Favorable loan terms have been uged @ M€verage investments in real estate.

On October 1, 2006, the Company acquired control of the clean she
Company subsequently capitalized NEMIC with a $20 millio
Capital Shares which allow a Massachusetts domestic mutual

e with Merrimack Mutual Fire Insurance Company

The Company entered into a joint \
gy offered an agency contract to independent agents of

QO

Pobile business in Massachusetts, Automobile business
MFIC is underwritten and serviced by the Company and a

results of this bugj

r month period beginning Octeber 1, 2009, the Company intends to
ations in New Jersey and Pennsylvania. New Jersey automobile business
through September 30, 2010, and the renewal rights to non-automobile New

Over a

any; consequently, total direct written premium for New Jersey fell $26.6 million
proximately 99.37%) in 2010. Pennsylvania business was renewed through April 2010.

The Company has entered into a renewal rights arrangement with Narragansett Bay Insurance
Company (“NBIC”) whereby NBIC has the right to renew personal property business for
specified Rhode Island agents beginning April 1, 2010. Subsequently, the Company’s total
direct written premium for Rhode Island decreased $5.4 million (approximately 26.73%) in
2010 and the Company anticipates a further decrease in 2011.



QUINCY MUTUAL FIRE INSURANCE COMPANY

Surplus Notes

On May 12, 2004, the Company issued a floating rate (based on the three-month LIBOR rate)
surplus note for $50.0 million with a maturity date of June 17, 2034. The note is unsecured and
is subordinate to all present and future indebtedness of the Company, policy claims, and prior
claims against the Company, as provided by Massachusetts General Laws. This was voted by the
Company’s Board of Directors and appropriate filings were made with the Division. Issuance
was approved by the Commissioner of Insurance of the Commonwealth of Massachusetts\

("Massachusetts Commissioner").

- All payments of principal and interest are subject to the prior approval of the Massa s
Commissioner. Interest on the note is scheduled to be paid quarterly in March, Jun ptember,
and December of each year, beginning on September 17, 2004, to holders d in the

preceding quarter

On December 15, 2005, the Company also issued a floating rate ( ?the three-month
LIBOR rate) surplus note for $50.0 million with a maturity date 0 er 15,2035, The note
is unsecured and is subordinate to all present and future 1nde s of the Company, policy
claims, and prior claims against the Company, as provid ac usetts General Laws, This
was voted by the Company’s Board of Dlrectors rlate filings were made with the
Division. Issuance was approved by the Massac mmissioner. As before, all payments
of principal and interest are subject to the pr10 oval of the Massachusetts Commissioner.
Interest on the note is scheduled to be paid in March, June, September, and December
of each year, beginning on March 15, 200 ders of record on the preceding quarter.

<

0§1LIATED COMPANIES

Holding Company Fj

Per Form with the Division, the Company is a member of a holding company system
and is s o the registration requirements of Section 206C of MGL Chapter 175 and
Regx 1 CMR 7.00. The Company is the ultimate controlling party of the group

sistigg of twelve entities, including three insurance and nine non-insurance corporations.
G anization Chart : :

The corporate organization of entities held by the Company at December 31, 2009, is represented
as follows: '



QUINCY MUTUAL FIRE INSURANCE COMPANY

Quiney khmat Fire Insosance C'anpany NW Euglngfi M;::\mi fusarance

s

]

T
Phair ois Qxfors] Quiney Investment Haldings, %Qninty N[I'j::-.-\thutic.
Tremrance Cotnpaty LLC ‘ ' ’

. - e H - , - i ; -

H H :
Hurgin, Platuer, i CGovidiner, Whiteley i i ’ obuy i 4

: Az nananes i s . Quincy Foxbare, Qumcx NMedford, Quinry Wobuwrn. Quiney Market St.,
nglhene | il | RIS | moumenie | gL e L i \

H

In addition to the Company’s wholly-owned subsidiaries dlsplayed in the organlzatlg
presented above, the Company had indirect ownership interests through QIH in ollowing
nine limited liability companies at December 31, 2009:

RS

State of %entage

Name of Entity Formation wned

Quincy Chestnut Street, LLC Massachus 100.0%

Quincy Andover, LLC _ Massac Q 100.0%
Minuteman General, LLC a Mas 100.0%
Minuteman General Limited, LL.C a sausetts 100.0%

Andover Rental Associates, LLC ] sachusetts 35.0%
Norfolk County Housing Initiatives, LLC \ assachusetts 100.0%
Morse Bay, LLC Massachusetts 100.0%
Brickstone Sharon, LLC o ¢ Massachusetts 27.0%
Brickstone Sharon 2,’LL ¢ Massachusetts 27.0%
- Subsidiary.of Qi Wover,-LLC.- - . e e o e o
b Subsidiary of ounty Housmg Imtlatives LLC.
¢ Subsidiary e Bay, LLC.
Additionally, the Cg 50 has 1.3% interest in the Property and Casualty Initiative, LLC, in
Massachusetts, o '
Tran xd Agreements with Subsidiaries and Affiliates

three predominant cost-sharing agreements involving the Company are a management
1ces agreement, a tax sharing agreement, and an inter-affiliate reinsurance pooling
greement. Each is described briefly in the following summary.

Management and Service Agreement
The Company provides certain accounting, management, and other services to its subsidiary,

POIC, and to its affiliate, NEMIC. In consideration of such services, POIC and NEMIC agreed
to pay the costs and expenses incurred by the Company relative thereto.

10
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Cost Sharing Arrangement
The Company has an inter-affiliate reinsurance pooling arrangement with POIC and NEMIC
whereby the Company assumes all of POIC’s and NEMIC’s business and then retrocedes to

POIC and NEMIC a portion of such amounts combined with balances arising from its own
homeowners -and private passenger automobile business; by the percentages listed in the

1% of such combined business.

Tax Sharing Agreement ' o c

The Company participates in a written tax allocation agreement with its eligiblehabsidmries.

agreement, the Company retains 96%, NEMIC assumes 3%, and POIC assumes the remaining\§

The allocation method is based upon the respective tax liability of each member ed asifa
separate return were filed in accordance with the Internal Revenue Cog ter-company

O

FIDELITY_BONDS AND OTHER g‘{CE

balances are settled annually in the fourth quarter.

The Company maintains fidelity coverage with an a@zed Massachusetts insurer, consistent
with Section 60 of MGL Chapter 175. The %ga limit of liability exceeds the NAIC

suggested minimum. o

The Company has further protected i sts and property by other policies of insurance
covering other - insurable risks. @, ages were provided by insurers licensed in the
Cm1uuo‘nwe‘al'th—df”l\‘/[a‘s@m:h*usfet@}vere—in“farC'e'—as—o'f‘D'e'cember 31,2009:

‘&NSION AND INSURANCE PLANS

‘0 non-contributory, qualified, defined benefit plan covering substantially all
full-time ees. Further, covering substantially all full-time employees, the Company has a
qual@ned contribution 401(k) and profit-sharing plan under which the Company partially
maicheSvoluntary contributions of employee compensation; in addition, the Board of Directors
approve a profit sharing and performance bonus of up to seven per cent of an employee's
ual compensation. The Company also has a deferred compensation plan for directors and

Q officers. The Company provides other post-retirement health care benefits for certain employees
(and their spouses) who have retired from the Company and are not yet eligible for Medicare.

The Comp

Company plans providing short and long term- disability benefits, group accidental death and
dismemberment insurance, contributory dental and medical coverage, and other health and life
insurance benefits are offered to employees.

11



QUINCY MUTUAL FIRE INSURANCE COMPANY

STATUTORY DEPOSITS

The statutory deposit of the Company as of December 31, 2009, is as foliows:

Location Description of Deposit  Par Value  Statement Value =~ Market Value
- . US Treasury Bond _
Massachusetts 8.125% due 2021 $ 500,000 $ 576,115 $ 683,985 \*
INSURANCE PRODUCTS AND RELATED PRACTICES :
Policy Forms and Underwrltmg Practices ' ' e
The Company offers personal and commercial property and liability cov 1hzmg policy
forms, riders, and endorsements that are subject to the approval of the | al state insurance
departments. The Company’s maximum retention 11m1t net of rei , is $3.5 million per

risk.

Territory and Plan of Operation

'The Company is licensed to write business in \owmg states: Massachusetts, New Jersey,
Rhode Island, Connecticut, New York, N pshire, Pennsylvania, Maine, and Vermont;
however, it does not actively write bushé. these latter two jurisdictions, The Company’s

Certificates of Authority were currgst @n orce.

The Company’s principal lin iness are homeowners and automobile liability and phyéical
damage provided to perso and motor vehicle, liability, and physical damage provided to
commercial risks, thro&ppomted 1ndependent agents,

Treatment Q@mlders
ClazWent Practices

&edutes performed in conjunction with the claims testwork indicated that the Company

Q estigates 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 period of
examination.
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QUINCY MUTUAL FIRE INSURANCE COMPANY

REINSURANCE

. _ In addition to participating in an inter-affiliate reinsurance pooling agreement, the Company has
an extensive reinsurance program involving several reinsurers. The following brie{ly describes
some of the major arrangements. |

] Inter-Affiliate Reinsurance Pooling Agreement *
Effective January 1, 1998, the Company began to participate in an inter-comparny reinsur \

1 pooling agreement with its subsidiary, POIC, whereby POIC ceded to the Comp

premiums, incurred losses, loss adjustment expenses, and underwriting and admin e
‘expenses of all policies issued or renewed after such effective date. The Company
amounts and then retroceded to POIC one per cent of the total of such amoun
amounts that arise from the Company's homeowners and private passenger a
business. Subsequently, after the Company’s affiliation with the newl
agreement was modified to include NEMIC as a participant effective
amended agreement, POIC and NEMIC cede to the Company the i
adjustment expenses, and underwriting and administrative ¢
renewed after such effective date. The Company assumes 9
POIC (at 1%) and NEMIC (at 3%) the specific, P

el

ed NEMIC, this
1, 2007. Per the
s, incurred losses, loss
of all policies issued or
ounts and then retrocedes to
ercentage of the total of such

amounts and of similar amounts that arise fr Company's homeowners and private
_ passenger automobile insurance business. The Qgreement is prospective in nature. Assets
1 _ equaling the net change in liabilities as a re uch pooling arrangement were transferred
between the pool participants but the Co responsible for servicing and administering the

business.
20"

Aggregate balances for gross pr associated with reinsurance transactions are presented in
the summary below for each y at the examination dates listed.

2 0009 2004
GROSS PREMIU QMPFIC POIC NEMIC QMFIC POIC
Direct Business’ : $254,716,651 | $31,231,769 | § &5 $308,601,647 | $31,137,557
Reinsurance m:
Affiliat 31,231,854 2,149,361 6,448,082 31,137,557 893,631
@e 6,909,274 - - 10,539,708 -
Reinsu eded to:
A ffiliftes 8,597,444 31,231,769 35 1,893,631 1,137,557
on-~Affiliates 30,884,477 - - 25,205,285 -
Q OET PREMIUM WRITTEN $253,375,858 | $ 2,149,361 | $6,448,082 $323,179,996 | § 1,893,631

Assumed Reinsurance

Involuntary Pools

The Company partiéipates in several involuntary pools and associations for property and motor
vehicle risks of the states in which it is licensed. Among these is the residual market for motor

13



QUINCY MUTUAL FIRE INSURANCE COMPANY

vehicle insurance in Massachusetts, Commonwealth Automobile Reinsurers (“CAR”), which
now operates on an assigned risk basis. The Company also accepts risks from property insurance
underwriting associations (FAIR Plans) in Connecticut, New Jersey, and Rhode Island; business
from FAIR Plans of Massachusetts and New York is booked as direct business.

Voluntary Pools

Under the umbrella organization of the Mutual Fire Insurance Association (“MFIA”), the
Company participates in two voluntary pools to spread large and unusual risks among several
companies. The Selected Insurance Risks (“SIR™) Pool is used for commercial property risks j
excess of $2.5 million; the SIR Pool went into run-off mode on June 30, 2009. The As

Inland Marine (“AIM”) Pool is used for all monoline inland marine risks.

Other Assumed Reinsurance

Beginning in 2009, the Company has established a relationship with two ; dicates that
write world-wide property catastrophe reinsurance. Under the agreem Company accepts
a fixed percentage of the specified business produced by these Synda

Ceded Reinsurance Qé

Involuntary Pool

)

The Company cedes some Massachusett 1 auto business to CAR and assumes back its

share of the Pool as described aboxg. o

<

Voluntary Pools

L

oocl énd AIM Pool as described above.

The Company cedes to
Other Quota Sh

ar
e;es 100% of its boiler and machinery business, net of expenses, and cedes 5%
sachusetts personal auto business, net of expenses.

The Com
of s

ess of Loss

Qm Company maintains three separate excess of loss programs to protect against losses from

large risks or events. A catastrophe excess of loss program protects the Company from a single
event (typically hurricane) in excess of $100 million. A risk excess of loss treaty protects against
individual umbrella losses in excess of $2.0 million and facultative reinsurance protects against
individual commercial property losses in excess of $3.0 million.

14
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QUINCY MUTUAL FIRE INSURANCE COMPANY

- ACCOUNTS AND RECORDS

The internal control structure was discussed with management through questionnaires and
through a review of work performed by the Company’s independent certified public accountants.
No material deficiencies were noted. :

The NAIC provides a questionnaire covering the evaluation of controls in the information
systems environment. The questionnaire was completed by the Company and reviewed by the
Division to evaluate the adequacy of the controls in the Company’s information systems. :

The Company uses an automated general ledger system. Trial balances were traced
general ledger and supporting documents to annual statements and no material excepti re
noted.

In accordance with 211 C.M.R. 23.00, the books and records of the C are audited
annually by a firm of independent certified public accountants. Throu ¢ examination

period, the Company was audited by PwC. _ o

The following financial statements are presente theWasis of accounting practices prescribed
or permitted by the Division and the NAIC as mber 31, 2009; ‘

FINANCIAL STAT

Statement of Assets, Liabilities, Surpl ther Funds as of December 31, 2009
Statement of Income for the Ygar @ ecember 31, 2009
Reconciliation of Capital an us for the Five-Year Period Ended December 31,2009

B -.
\ ‘&
il
‘\

<°
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QUINCY MUTUAL FIRE INSURANCE COMPANY

Statement of Assets, Liabilities, Surplus and Other Funds

as of December 31, 2009
Per Examination Per
Assets Company Changes Examination
Bonds $ 454,615,104 % 0 § 454,615,104
Preferred stocks 5,261,387 5,261,387
Common stocks 526,356,940 526,356,94 o
Mortgage loans on real estate: First liens 21,102,813 21,1 OQé
Propertics occupied by the Company - 10,000,000 10,000, '
Cash, cash equivalents, and short-term investments ‘ 48,703,230 230
Other invested assets 26,445,071 045,071
Receivables for securities 1,983,159 e 1,983,159
Subtotals, cash and invested assets 1,094,467,704 o 1,094,467,704
Investment income due and accrued 5,637,111 ‘Q 5,637,111
Premiums and considerations; | o
Uncollected premiums and agents’ balances ‘
in course of collection ' L1956 5,195,426
Deferred premiums, agents' balances, and : %
installments booked but deferred and not yet due 0 12,379 32,312,379
Reinsurance: Amounts recoverable from reinsurer 1,717,966 1,717,966
Electronic data processing equipment and s 0 - 116,525 116,525
Receivable from subsidiaries and affiliat 244,623 244,623
Aggregate write-ins for other than inve “s:
Cash value of life insurance polj i@ 1,966,523 1,966,523
Equity in pools and associa& 20,167,178 20,167,178
$1,161,825,435 $ 0 $1,161,825,435

Total Assets ‘
O
_ ‘\8‘
<

Notes

16
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Liabilities

Losses

Reinsurance payable on paid losses and LAR

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

Borrowed money

Unearned premiums

Advance premium
Ceded reinsurance premiums payable

Amounts withheld or retained by
Company for account of others
Remittances and items not allocated

SV

Payable for securities
Aggregate write-in for liabilities:
‘Miscellaneous accruals &
Total Liabilities xO‘

Surplus no o
Unassigned s (surplus)

Su regards policyholders

QTota] Liabilities, Capital, and Surplus

QUINCY MUTUAL FIRE INSURANCE COMPANY

-4 . Statement of Assets, Liabilities, Surplus and Other Funds
. as of December 31, 2009

* Funds held by Company under reinsurance treaties

X
Provision for reinsurance &\

17

Notes§
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Per Examination Per _
Company Changes Examination
$ 157,535,080 § 0 $ 157,535,080
4,522,949 : 4,522,949
40,332,183 40,3320 2)
8,817,202 %,zoz
7,615,328 . a 328
1,874,292 874,292
10,400,000 9 10,400,000
42,301,671 o 42,301,671
21,664,573 Q 21,664,573
141,199,204 ‘ 141,199,204
5.221, 5,221,220
66, 566,664
53 2,246,253
o 390,287 7,390,287
677,157 677,157
377,000 377,000
202 202
19,217 19,217
452,760,482 0 452,760,482 (1)
100,000,000 100,000,000
609,064,953 609,064,953
709,064,953 0 . 709,064,953
$1,161,825435  § 0  $1,161,825,435
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QUINCY MUTUAL FIRE INSURANCE COMPANY .

Statement of Income

for the Year Ended December 31, 2009

Examination

Per Per
Company Changes Examination Not
Premiums earned $ 259903277 % 0 $ 259,903,277
Deductions: : ' _ o
Losses incurred 143,747,492 143, 7@
Loss expensesr incurred . . 22,411,339 22,41
Other underwriting expenses incurred 97,051,472 QSI AT72
Total underwriting deductions ' 263,210,303 G 10,303
Net underwriting gain (3,307,026) b (3,307,026)
Net investment income earned o - 27,257,122 o 27,257,122
Net realized capital gains 22,294,510 @ A 22,294,510
Net investment gain 49,551,632 ‘ 0 49,551,632
Net gain (loss) from agents' or premium
balances charged off ' \71,309) (271,309)
Finance and service charges not included in premiums o 20,899 2,120,899
Aggregate write-in for miscellaneous income:
Interest expense on funds held P o
under reinsurance treaties : \ (14,336) (14,336)
Total other income 0& 1,835,254 0 1,835,254
Net income before dividends @v olders,
afier capital gains tax, a& re all other
federal and forejgh i taxes 48,079,860 48,079,860
Dividends to poli - -
Net inco e& dividends to policyholders, '
a %ital gains tax, and before all other
? éﬂ and foreign income taxes 48,079,860 48,079,860
ederal and foreign income taxes incurred 4,068,003 4,068,003
Net Income $ 44,011,857 $ 0 § 44,011,857

18



QUINCY MUTUAL FIRE INSURANCE COMPANY

Reconciliation of Capital and Surplus
for Each Year in the Five Year Period Ended December 31, 2009

2009 2008 2007 2006 2005

Surplus as regards policyheolders

as of December 31, prior year $ 619,986,254  § 759,546,522  $ 721,907,764  § 633,793,581 %533 ‘
Net income 44,011,857 (40,373,258) 39,306,537 48,921,385 Q 390
Change in net unrealized

capital gains or (losses) 46,507,368 (103,302,631) (1,464,962) 39,56 (7 886,355)
Change in net unrealized foreign

exchange capital gain or (loss) ‘ - - - ,287) {368,872
Change in net deferred income tax (3,096,899) 7,738,351 720,269 ,127,226) 2,826,197
Change in non-adrnitted assets (1,819,670) {568,057) (816, 71 841,264 (3,301,142)
Change in provision for reinsurance 145,750 275,620 (10 52,953 (315,953)
Change in surplus notes - - 50,000,000
Aggrepate write-in for gains and losses in surplus; _ ‘

Change in pension additional o

. minimum liability 3.330,293 (3 330, Q 620,479 (620,479)

Net change in surplus as regards

policyholders for the year: 89,078,699 (1 68) 37,638,758 88,114,133 100,659,786

Surplus as regards policyholders

$ 633,793,581

“as of December 31, current year _$ 709,068, $ 619,986,254 3 759,546,522 $ 721,907,764
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NOTES TO FINANCIAL STATEMENTS

NOTE 1

LIABILITIES
As of December 31, 2009, the Company reported total liabilities amounting to $452,760,482.

In the normal course of business, the Company has been involved in litigation from time to tim *
with insureds, claimants, and others. In the opinion of the Company, its ultimate liability, if \

associated with lawsuits arising from or related to insurance claims would not have a
adverse financial effect upon the Company that could not be addressed through its usua
operations. Company officers indicated that they were not aware of any materi
liabilities not already addressed. Consequently, other than allowances potenti

prudent reserving methodologies for contract benefits and claim expenses, th any has not
maintained additional reserves to cover contingent liabilities. e

NOTE 2: : ‘Q

Losses ' o 5 7,535,080
Loss Adjustment Expenses $ 40,332,183

\ctuary a consulting actuary with the firm of
of December 31, 2009, on the Company’s loss
¢ items in the Statement of Actuarial Opinion, the

wing amounts:

The Company’s Board of Directors appointed
PwC to render a Statement of Actuarial Opigs
and loss adjustment expense reserves.
appointed actuary specifically listed

for the Company as of December 31, 2009
Direct and
Q, Net Assumed
Reserve for Losses $ 157,535,080  § 163,652,000
Rese aid Loss Adjustment Expenses 40,332,183 41,020,000

After the above reserves and other items, the Company’s appointed actuary concluded
that iﬁ&opinion, the amounts identified above:
a. &eet the requirements of the insurance law of Massachusetts,

¢ consistent with reserves computed in accordance with generally accepted actuarial

Q standards and principles,
¢. make a reasonable provision for all unpaid loss and loss adjustment expense obligations and

unearned premium reserves on long duration contracts of the Company under the terms of its
contracts and agreements.
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QUINCY MUTUAL FIRE INSURANCE COMPANY

As part of the examination, the Division engaged the consulting actuarial services of KPMG, LLP.
The consulting actuaries for the Division reviewed the analyses performed by the Company’s
appointed actuary, performed an independent analysis of the loss and loss adjustment expense
reserves carried by the Company, NEMIC, and POIC, such review conducted separately on each
insurer, and rendered an actuarial opinion on the reasonableness of the reserves carried by each
insurer as of December 31, 2009.

KPMG reported that as of December 31, 2009, the Company recorded statutory—basm loss and lo *
adjustment expense reserves, gross of reinsurance recoverables, of $204.7 million. Based on S\
own independent review, KPMG estimated the Company’s gross loss and loss adjustmen

liabilities as of December 31, 2009, at $202.2 million, with a range of reasonable gross los

adjustment expense reserves which spans from a low of $186.9 million to a high of $217.1 ion.

In the opinion of KPMG, the gross loss and loss adjustment expense reserves %ed by the

Company as of December 31, 2009, make a reasonable provision for the u ss and loss
adjustment expense obligations of the Company as of that date. e
KPMG reported that as of December 31, 2009, the Company record ory-basis loss and loss

adjustment expense reserves, net of reinsurance recoverables, of illion. Based on its own
. independent review, KPMG estimated the Company’s net loss adjustment expense
liabilities as of December 31, 2009, at $194.6 million, Q e of reasonable net loss and loss

adjustment expense reserves which spans from a low o 9.8 million to a high of $208.9 million.
In the opinion of KPMG, the net loss and loss adjL‘0 t¥€xpense reserves carried by the Company
as of December 31, 2009, make a reasonable n for the unpa1d loss and loss adjustment

expense obligations of the Company as of t 8

The following table summarizes reserve ranges, KPMG’s actuarial central reserve
estimates, and the Company’s ca: and loss adjustment expense reserves as of Decembert 31,
2009, for each reserve category, -

Loss and stment Ex ense Reserve as of December 31, 2009

( 000 omi 7 : KPMG Indicated Estimates Company

Res rv@ Low Selected High Carried
Gross serves $151,372 $ 164,265 $ 176,862 $ 163,652
CE Reserves * 26,152 27,389 28,565 26,549

&OE Reserves # 9,331 10,515 11,651 14,471

& Total Gross Reserves $ 186,856 $ 202,169 $217,078 $ 204,672

Net Loss Reserves $ 144,989 - $157,332 $ 169,414 $ 157,535
Net D&CCE Reserves * 25,719 26,946 28,112 26,152
Net A&OE Reserves # 9,133 10,292 11,407 14,180

Total Net Reserves $179.841 $194,570  $208,933 $ 197,867

* D&CCE Reserves = Defense and Cost Containment Expense Reserves
# A&OE Reserves = Adjusting and Other Expense Reserves
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KPMG noted that the Company’s loss and loss adjustment expense reserves as of December 31,
2009, are stated gross of salvage and subrogation recoverables and gross of expected interest income
associated with the time value of money. KPMG’s estimates of the unpaid loss and loss adjustment
expenses as of December 31, 2009, were developed in accordance with Actuarial Standards of
Practice promulgated by the Actuarial Standards Board. In the course of review, KPMG used

- several accepted loss reserving methods and procedures to derive estimates of unpaid loss and loss
adjustment expense liability and to construct ranges. KPMG gave consideration to the relativ
strengths and weaknesses of each of the methods in deriving its actuarial central estimate of \

liability (i.e., an expected value over a range of reasonably possible outcomes); the terms ;@
the

sing
or more
reasonable

and “selection” should be interpreted to reflect the actuarial central estimates. KPMG not
range of reasonable reserve estimates reflects a range of actuarial estimates that were deriv
alternative methodologies and parameter assumptions that arc either more opti%
pessimistic than those underlying the actuarial central estimate but that KPMG ¢

for financial reporting purposes. 9

In its Report, KPMG similarly detailed the reserve positions of NE oPOIC for loss and loss
adjustment expense liabilities as of December 31, 2009. Wher %\46 demonstrated that the
Company’s reserve position was conservative and that participgiogin%he inter-affiliate reinsurance
pooling agreement had distribution percentages of 96% Qmpany, 3% for NEMIC, and 1%
for POIC, summaries of KPMG’s analyses for NEMICQPO C are not presented in this Report.
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