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Honorable Joseph G. Murphy
Commissioner of Insurance
Commonwealth of Massachusetts
Diviston of Insurance

1000 Washington Street, Suite 81Q

‘Boston, Massachusetts 02118-6200

Honorable Commissioner:

Pursuant to yoursinstructions and in accordance with Massachusetts General Laws (“M.G.L”),
Chapter 17548ection 4, an examination has been made of the financial condition and affairs of

THE EMPLOYERS’ FIRE INSURANCE COMPANY

atits home office located at 150 Royall Street, Canton, Massachusetts, 02021. The following
report thereon is respectfully submitted.
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SCOPE OF EXAMINATION

The Employers’ Fire Insurance Company (the “Company”) or (the “Employers’) was last
examined as of December 31, 2006 by the Massachusetts Division of Insurance (“Division”). The
current examination covers the five-year period from January 1, 2007 through December 31, 2011,
including any material transactions and events occurring subsequent to the examination date and
noted during the course of this examination.

The examination was conducted in accordance with standards and procedures established by the
National Association of Insurance Commissioners (“NAIC”) Financial Condition (B) Committee
and prescribed by the current NAIC Financial Condition Examiners Handbook. The&wHandbook
requires that we plan and perform the examination to evaluate the financial condition and identify
prospective risks of the company by obtaining information about the companygincluding corporate
governance, identifying and assessing inherent risks within the company, and évaluating system
controls and procedures used to mitigate those risks. An examination alsesincludes assessing the
principles used and significant estimates made by management, as wellhas€valuating the overall
financial statement presentation, management’s compliance with Statutory Accounting Principles
and annual statement instructions, when applicable to domesticgstate regulations. All accounts and
activities of the company were considered in accordance, with the risk-focused examination

process.

Representatives from the professional services firm of INS Regulatory Insurance Services, Inc.
(“InsRis”) were engaged by the Division to assist in the examination by performing certain
examination procedures at the direction of and smder the overall management of the Division’s
examination staff. Risk & Regulatory Congalting,/L.LC (“RRC”) was retained by the Pennsylvania
Insurance Department (“PA Department®} {6 assist in conducting its examination of the
OneBeacon Pool and the OneBeaeon| Group. The Division relied on the work performed by
Pennsylvania whenever deemed reagonable and appropriate.

In addition to a review of the financial condition of the Company, the examination included a
review of the Company’sgbusiness policies and practices, corporate records, reinsurance treaties,
conflict of interest disclosurestatements, fidelity bond and other insurance, employees’ pension
and benefits plans, disaster recovery plan, treatment of policyholders and other pertinent matters to
provide reasonable ‘assurance that the Company was in compliance with applicable laws, rules and
regulations. Insplamning and conducting the examination, consideration was given to the concepts .
of materiality"and'sisk and examination efforts were directed accordingly.

For each year during the period under examination, the Certified Public Accounting firm of
Pri¢ewaterhouseCoopers LLP (“PwC™) provided an unqualified opinion based on the combined
statutefy statements of all insurance entities within OneBeacon Insurance Group, LLC. on
statutory accounting principles with the exception of those companies listed as subsidiaries of the
Houston General Insurance Management Company. Relevant work performed by PwC during its
annual audit of the Company was reviewed and relied upon where deemed appropriate during the
examination and incorporated into the supporting examination work papers.
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SUMMARY OF SIGNIFICANT FINDINGS

The previous examination made the following two recommendations:
Agents’ Balances and Premiums Receivable Over 90 Days Past Due

The prior examination noted that the non-admitted portion of the premiums receivable over 90
days past due was not in accordance with relevant Statutory Accounting Principles.

Reinsurance Recoverable on Paid Losses

The prior examination recommended that the Company record the non-affiliated“sginsurance
balances in OneBeacon Insurance Company and discontinue pooling these balamees. Further, it
was suggested that the Company review its inter-company pooling agreement and*€larify the terms

and conditions of the agreement as they relate to the accounting thereof.

The Company addressed all the Comments and Recommendations froprthe prior examination.

SUBSEQUENT EVENTS
Changes in Organizational Structure

With the change to a specialty insurance writem, there have been some structural changes to
separate the on-going specialty business from the fun®off business. Effective October 1, 2012, The
Intercompany Reinsurance Pooling Agreenrent ‘was terminated and new reinsurance agreements
were put in place such that all runoff business®will be ceded to OneBeacon Insurance Company
and all on-going specialty businessewill bejceded to Atlantic Specialty Insurance Company. As a
result, The Northern Assurance Company of America, OneBeacon America Insurance Company
and The Employers’ Fire Insuranee, Cempany each entered into 100% quota share agreements with
OneBeacon Insurance Company.

OneBeacon Insurance @Greup“has an agreement in place to sell the runoff companies (which
include OneBeaconlnsurance Company, The Northern Assurance Company of America,
OneBeacon Amgri¢a Insurance Company and The Employers’ Fire Insurance Company) to an
affiliate of Armour Holdings, Inc. A Form A is pending in Pennsylvania and the Company
anticipates,the sale to close during the second half of 2013. Conditions to closing the Armour
transaction iaglude certain mergers and transfers of domicile, including:

® % OneBeacon Midwest Insurance Company will be merged into OneBeacon America
Insurance Company (pending Massachusetts & Wisconsin regulatory approval)

» The Northern Assurance Company of America will be merged into OneBeacon
America Insurance Company (pending Massachusetts regulatory approval)

®  OneBeacon America Insurance Company will be transferring its domicile from
Massachusetts to Pennsylvania (pending Massachusetts & Pennsylvania regulatory
approval)
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» The Employers’ Fire Insurance Company will be transferring its domicile from
Massachusetts to Pennsylvania (pending Massachusetts & Pennsylvania regulatory
approval)

Other Events

The Northern Assurance Company of America
* Became a direct subsidiary of OneBeacon Amer;ca Insurance Company as a result of a
capital contribution from OneBeacon Insurance Company
» $6M dividend received from OneBeacon Midwest Insurance Company effective
November 1, 2012
*  $29M dividend paid to OneBeacon Insurance Company effective Novemberl, 2012
The Employers’ Fire Insurance Company
»  $43M dividend paid to OneBeacon Insurance Company effectlve Novemiber 1, 2012
OneBeacon America Insurance Company
»  $146M dividend paid to OneBeacon Insurance Company effective Nevember 1, 2012

COMPANY HISTORY

General

- The Company was incorporated under the laws off Massachusetts on January 21, 1921. It
commenced business on March 15, 1921, undey, the Sponsorship of the Employers’ Liability
Assurance Corporation, Limited, of London, England. All of the Company’s capital stock was
purchased in 1928 by Employers’ Group Assegciates (a Massachusetts voluntary trust) and held by
it until late 1971, when Commercial Unior‘Corporation acquired all of the outstanding shares. The
Company became affiliated with Comimercial Union Group upon the 1968 unification of the
Employers’ Group with the original,Cemmercial Union Group.

In June 1998, Commercial Unign plc and General Accident plc were merged in a pooling of
interests. The U.S. operations‘ef the companies were formally combined on December 31, 1998,
when all of the assetsNof \General Accident Corporation of America were iransferred to
Commercial Union Corporation and the name was changed to CGU Corporation.

On June 1, 2001,\White Mountains Insurance Group, Ltd. (“White Mountains™) acquired CGU
Corporatign together with its subsidiaries. On July 19, 2001 CGU Corporation was renamed
OneBeacon“Corporation, which merged into Fund American Companies, Inc. on December 30,
2001. On Deeember 31, 2001, all assets formerly owned by OneBeacon Corporation were
confributed by Fund American Companies, Inc. to OneBeacon Insurance Group LLC (“OBLLC”), -
a newly formed holding company.

White Mountains is a holding company whose businesses provide property and casualty insurance,
‘reinsurance and certain other products. During the fourth quarter of 2006, White Mountains sold
27.6 million or 27.6% of OneBeacon Insurance Group Ltd. (Bermuda) (here in after referred to as
“OBIG Ltd.”) common shares in an initial public offering. Prior to the initial public offering, that
entity was a wholly owned subsidiary of White Mountains and is the ultimate holding company in
the group. As of December 31, 2011, White Mountains owned 76.0% of the common shares of the

4
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Bermuda entity.

The Company is a direct wholly owned subsidiary within that holding company of OneBeacon
Insurance Company (the “Parent”), a Pennsylvania domestlc

Prior to the completion of this examination, a comprehensive restructuring of the OneBeacon
holding company and its subsidiaries was implemented. This is discussed under Subsequent
Events in this Report.

Capital Stock

The Company has 60,000 shares of $100 par value common stock of which 45,000%shargs were
issued and outstanding with an aggregate stated value of $4,500,000. All of the cammon stock is
owned by OneBeacon Insurance Company.

Dividends to Stockholders

As the immediate parent, OneBeacon Insurance Company owns 100% ‘of*the Company’s issued
and outstanding common stock. OneBeacon is directly owned bysOBELC which is an indirect
majority owned subsidiary of White Mountains.

There are no dividend restrictions other than statutory restrictionshThe¢ Company did not declare or
pay any dividends during the past year. Dividends/of$2867,755, $2,500,000 and $7,150,000
were reported paid in 2010, 2008 and 2007 respectivély. As noted in the Subsequent Events
section above, the Company paid an extraordinarfadividend in 2012 in the amount of $43,000,000.

CORPORATE RECORDS

Stockholders Minutes

The minutes indicated that a writfen"consent of the sole stockholder in lieu of an annual meeting
was obtained for each yeapduring the examination period to accomplish the required duties of the
stockholder.

Board of Directars Minutes

The minutgsef meetings of the Board of Directors and its Committees for the period under
examinationwere read and they indicated that all meetings were held in accordance with the
Companly’s bylaws and the laws of the Commonwealth of Massachusetts. Activities of the
Comfhittees were ratified at meetings of the Board of Directors.

Articles of Incorporation and Bylaws

The articles of organization of the Company and its bylaws were read and reviewed. The
Company was operating in accordance with both its articles of organization and bylaws.
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Conflict of Interest Procedures

OBIG Ltd. has in place a Code of Conduct policy that applies to the Company as a member of the
OBIG Ltd. group of companies. Included in the policy is a specific section pertaining to conflict
of interest. In support of its answer to Question 14 of Part 1 Common Interrogatories of the annual
statement, the Company has an established procedure for the disclosure to the Board of Directors
of any material interest or affiliation on the part of any officer or director or responsible employee
which is in or is likely to conflict with his/her official duties. Annually, each officer and directer
complete an annual disclosure statement filed electronically confirming their compliance with the
conflict of interest policy. The disclosure statements were reviewed and no discrepancies were

- noted to contradict the Company’s response to the General Interrogatory regarding conflicts of

interests reported in the Company’s 2011 Annual Statement.

Disaster Recovery and Business Continuity

The Company provides for the continuity of management and operations=in the event of a
catastrophe or national emergency in accordance with M.G.L., Chapterk75, Sections 180M-180Q.

MANAGEMENT AND CONTROL

Board of Directors

Management of the Company is vested to its Board ofDirectors (“Board”), which was comprised
of the following members as of the examination date, Dégember 31, 2011;

Name and Address Principal Occupation

Timothy Michael Miller Chairman of the Board
OneBeacon Insirance Group, Ltd.

Brian David Poole - Senior Vice President and Chief Actuary
OneBeacon Insurance Company

Paul Harrington McRonough Senior Vice President and CFO
' OneBeacon Insurance_: Group, Ltd.

Alexander Constantine Archimedes Senior Vice President
OneBeacon Insurance Company

Thomas Norman Schmitt Senior Vice President and Chief HR Officer
' OneBeacon Insurance Company

Jane Ellen Freedman Secretary and Associate General Counsel
-OneBeacon Insurance Group, Ltd.

Josette Durling Kiel Senior Vice President and Chief
Underwriting Officer
OneBeacon Insurance Company
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Bradford Whitman Rich Senior Vice President and General Counsel
OneBeacon Insurance Group, Ltd.

Joan Kathleen Geddes Assistant Secretary
OneBeacon Insurance Company

Dana Perkins Hendershotit Senior Vice President
OneBeacon Insurance Company

All Directors are elected annually and shall serve until a successor is duly elected and/fqualified: A
review of the minutes of the Board meetings held during the period under review indicated hat
attendance at such meetings was adequate and quorums were established at all megtings. The
Board approved all investments transactions. General approval of reinsurance transadtions was
performed at the Parent level.

The bylaws of the Company state that the Board shall be comprisedegf not less than seven (7)
Directors nor more than fifteen (15). As of the examination date, thet{Company was in compliance
with this provision of its bylaws. The Company maintains dnterlocking directorates with its
affiliated and subsidiary companies within the White Mountaing cotpbrate organizational structure.

The Company’s bylaws indicate that the Board maysCreatenan executive, investment or'any such -
other committee, as the Board may deem advisabled” As of the examination date, no such
committees were formed. These committees wergymaintained at the OBIG, Ltd. level.

Officers

The following officers along with their sespéetive titles have been identified as key officers of the
Company as of December 31, 2011, duly elected and appointed by the Board of Directors.

Name of Officer Title

Timothy M. Miller Chairman of the Board

Bradford W. Rich President, Chief Executive Officer and General Counsel
Virginia A. McCaithy Secretary :
Todd C. Mills Vice President and Treasurer

Brian D. Poele Senior Vice President & Chief Actuary

Ann M. Andrews - Controller & Chief Accounting Officer

Sean'W. Duffy Senior Vice President and Chief Claims Officer

Josette Dy Kiel Senior Vice President and Chief Underwriting Officer
Paul H. McDonough Senior Vice President and Chief Financial Officer
Alex*C. Archimedes Senior Vice President

BPana P. Hendershott Senior Vice President

Scott W. McClintock Senior Vice President and Chief Information Officer
Thomas N. Schmitt ~  Senior Vice President and Human Resources Officer
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Affiliated Companies

As stated in the Insurance Holding Company System Form B and Form C as filed with the
Commonwealth of Pennsylvania, the Company is a member of a holding company system. In
accordance with M.G.L., Chapter 175, Section 206C, the Company provided the Division with a
copy of its Registration Statement.

Organization Chart

- A summary of ownership and relationship of the Company and its operating subgidiarieshand
- affiliated companies as of December 31, 2011 is illustrated below:
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Transactions and Agreements with Subsidiaries and Affiliates

Administrative Services Agreement

Normal day-to-day management services are provided to the Company under the intercompany
pooling reinsurance agreement, That agreement includes all of OneBeacon Insurance Group, Ltd’s
property and casualty insurance subsidiaries, except for Essentia Insurance Company. Under the
terms of the pooling agreement, the Company will receive services for all non-investment related
services for no fee or cost as long as the reinsurance agreement is in effect.

Tax Allocation Agreement

Effective December 31, 2001, the Company entered into a tax allocation agreement betwieen
OneBeacon U.S. Financial Services, Inc. (“OBFS™) and its affiliates (“Affiliated Group™) for the
purposes contained within the Internal Revenue Code of 1986. During the examingtion period,
affiliates were added and entities ceasing to be members of the original agreementfwere deleted.
The intention of the agreement is such that each affiliate shall contribute ifs fair and equitable
share of the taxes payable by the Affiliated Group.

Under the terms of the agreement, OBFS files a consolidated federallincome tax return on behalf
of the group in order to utilize certain tax advantages. OBFS shall then compute the separate .
federal tax lability or benefit of each member of the group as though each filed a separate tax

. return. The affiliates are then required to pay their #€spective’tax liabilities to OBI'S, which will

remit the appropriate funds to those group members Whose net operating losses were utilized to
reduce the consolidated federal income tax liabilityzof the Group in the subject year.

Investment Management Agreement

The Company maintains an agreement withy White Mountains Advisors, LLC to act as investment
advisor. Under this agreement, WhitéMeuntains Advisors, LLC provides investment management
services, including the investment,and reinvestment of the Company’s investment assets. The fee
for these services is paid on a quarterly basis at rates applied to its investment portfolio.

The Company maintains @n, investment management agreement with Prospector Partners, LLC
(“Prospector”), pursuanf te,which Prospector supervises and directs the publicly-traded common
equity and convertiblesseeurities portion of the Company’s investment portfolio in accordance with
the investmentSobjectives, policies and restrictions described in the investment guidelines
furnished by the,Company.

FIDELITY BONDS AND OTHER INSURANCE

The examiner obtained the fidelity bond and related work from the Coordinating Lead State
examination and reviewed the fidelity and other insurance coverage's in place protecting the
Company. It was determined that this coverage covered all companies in the Massachusetts insurer
group and each was a named insured. The fidelity bond was determined to be in a sufficient
amount based upon the NAIC Financial Examiners Handbook guidelines. It was determined that
the Group maintains fidelity coverage with an authorized Massachusetts insurer, consistent with
M.G.L., Chapter 175, Section 60.
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PENSIONS, STOCK OWNERSHIP AND INSURANCE PLANS

The Company’s workforce is provided under the terms of the intercompany pooling reinsurance
agreement with its Parent, and as such fall under the employment guidelines and benefits
established by the Group. During 2011, the Parent sponsored pension and other benefit plans and
allocated the expenses associated with the plans to the Company and other Pool Participants under
the terms of the Pooling Agreement. The Company’s share for the-year 2011 was $193,325. On
December 31, 2011, the Parent transferred its sponsorship and related assets and liabilities of these
plans to OneBeacon Services LLC. ‘

TERRITORY AND PLAN OF OPERATION

The Company is a participant in a pool of affiliated insurance compani€Spwhose combined
underwriting results was shared among the members by a predetermined, percentage, With
licenses and current certificates of authority in all 50 states, the Distriet”of Columbia and U.S.

Virgin Islands, the Group can expand geographically into new specialty, personal and commercial

lines of business organically and through acquisition. = Direct/Wwritteh premium in 2011 was
$146,482,005.

' The Company offers a wide range of specialty products“and services through independent

agencies, regional and national brokers, wholesalets and“wmanaging general agencies. As a
specialty company, the Company focuses on certain products and/or customer or industry groups
where it believes its targeted approach and expertise deliver a competitive advantage. The overall
Groups’ products relate to professional liability, \marine, collector cars and boats, energy,
entertainment, sports and leisure, excess property,/excess environmental, group accident, property
and inland marine, public entities, technoldgy and tuition refund.

GROWTH OF COMPANY

The growth of the Compadyfor the years 2007 to 2011 is shown in the following table, was
compiled from the Comipany’s Annual Statement filings.

Capital & Net
Year Assets Liabilities Surplus Income
2017 $ 87,472,118 § 27,438,383  § 60,033,735  § 2,596,923
2000 88,191,301 30,084,858 58,106,443 28,587,569
2009 90,358,639 37,845,855 52,512,784 3,435,297
2008 92,956,242 39,847,368 53,108,874 ( 1,599,289)

2007 101,248,632 42,559,060 58,689,572 5,865,600

10
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REINSURANCE

Intercompany Pooling

The Company operates under an Intercompany Pooling Agreement (the “Pool”) with its immediate
parent and several of its affiliates (collectively called “Pool Participants™). The current agreement
was amended and restated effective October 1, 2011. Under the pooling agreement, the Company
along with each of the other Pool Participants cedes 100% of its direct business to the Parent.
Additionally, the Parent assumes 100% of all direct underwriting activity of the following
affiliates: The Camden Fire Insurance Association, OneBeacon Midwest Insurance Conipany,
Potomac Insurance Company and Traders & General Insurance Company. The Parent, also
assumes 90% of the direct underwriting activity from Essentia Insurance Company. {(Nong of the
aforementioned companies are Pool participants.)

OneBeacon Insurance Company is the lead company in the Pool. After rgeerding all assumed
reinsurance with affiliates and third parties and after recording all cededyfeinsurance to third
parties, the remaining net underwriting activity is retroceded to e€aeltyPool Participant in
accordance with each participant’s pooling percentage. The pooling gerceritage is as follows:

NAIC ) Effective  Effective

Company _ Code 1/1/06 12/31/11
OneBeacon Insurance Company (PA) 2970 54.0% 56.5%
OneBeacon America Insurance Company (MA)
(the Company) , 20621 16.4% 16.4%
The Employers’ Fire Insurance Company,(MA) 20648 1.5% 1.5%
The Northern Assurance Company of Ameriea (MA) 38369 5.0% 5.0%
Homeland Insurance Company of Néw Yotk (NY) 34452 10.0% 10.0%
Pennsylvania General Insurance €ompany (PA) 21962 10.0% 10.0%
AutoOne Insurance Company (NY) 34460 1.0% 0.0%
~ AutoOne Select Insurance Company (NY) 34479 1.5% 0.0%
Atlantic Specialty Insurafice'Company (NY) 27154 6% 6%

100% 100%

Effective October 1, 2012the Intercompany Pooling Agreement was terminated.
(See Subsequent Eyenis‘in this Report).

Under the terms, ofithe Pooling Agreement, each Pool Participant authorizes the Parent to perform
various Serviges *on behalf of the Company and other Pool Participants including policy
developmenty, marketing, underwriting, policy administration, loss settlement, personnel,
purchdsing, accounting, data processing and facilities management. The joint expenses
attfibutable to these services are allocated among the Pool Participants in accordance with their
partieipation percentages. Net settlements of all amounts under the pooling agreement are made

quarterly.

The Pool Participants also authorize the Parent to effect and be responsible for all reinsurance with
third parties on contracts and insurance policies issued by the Pool Participants. As a result, all
third party reinsurance of the Pool is recorded within Parent, and only the intercompany pooling
agreement reinsurance is recorded by the Company and the other Pool Participants.

11
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ACCOUNTS AND RECORDS

The Company’s internal control structure was discussed with management through questionnaires
and through a review of the work performed by the Company’s independent certified public
accountants, PwC, including work papers generated to support the requirements of the Sarbanes-
Oxley Act. '

As part of its engagement for the PA Department, RRC performed a review and evaluation ofithe
control environment of OneBeacon Group’s IT systems. The NAIC’s Information Sysigms
Questionnaire (“ISQ”) completed by the Company was reviewed and interviews with.Company
management and IT staff were conducted to gather supplemental information and cofroborate*the
Company’s responses to the ISQ. Included was a review of the documentation\supporting
Management and Organization Controls, Application Systems Development and Maintenance
Controls, Operating and Processing Controls, Logical and Physical Security Contrels,)Contingency
- Planning Controls, Personal Computers, Local Area Network (“LAN”), Wide Area Network
(“WAN”) and Internet Controls. The control environment of the Compaiy’s, ififormation systems
was found to have in place sufficient internal controls.

No material internal control weaknesses were noted in connection with the examination, nor were
any such matters reported in PwC’s filings with the Division™, The&{Company uses an automated
general ledger system. Trial balances were traced from the®general ledger and supporting
documents to the 2011 Annual Statement. No material exceptions were noted.

12
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STATUTORY DEPOSITS

The statutory deposits of the Company at December 31, 2011 are as follows:

State

Arizona
California
Connecticut
Delaware
Georgia

Idaho

Ilinois

Kansas
Maryland
Massachusetts
Montana
Nevada

New Hampshire
New Mexico
New York
North Carolina
Oregon

Texas

Virginia
Aggregate Other

Purpose of Deposit

Reserved for Workers’ Compensation
Reserved for Workers’ Compensation
Reserved for Workers’ Compensation
Reserved for Workers” Compensation
Protection of Georgia Policyholders
Reserved for Workers® Compensation
Reserved for Workers’ Compensation
Reserved for Workers’ Compensation
Reserved for Workers” Compensation
Protection of All Policyholders
Reserved for Workers’ Compensation
Reserved for Workers’ Compensation
Reserved for Workers’ Compensation

Protection of New Mexico Policyholders

Reserved for Workers” Compensation
Protection of All Policyholders
Surety & Workers” Compensatigfi
Protection of All Policyholders
Reserved per Ins Code Stat 382-1945
US Department of Labor

Totals

13

Book Value Fair Value
$ 109,976 $ 110,537
949,794 954,639
654,858 658498
99,978 100,488
94,979 95,404
24,995 25,122
49,989 50,244
54,988 55,269
59,987 60,293
3,664,205 3,682,896
34,992 35,171
09,978 100,488
49,989 50,244
309,933 311,514
54,988 55,269
319,931 321,563
379,918 381,856
89,980 90,439
239,948 - 241,172
54,988 55.269

$ 7,398,394 $ 7,436,135



[T T DS ST

The Employers’ Fire Insurance Company

FINANCIAL STATEMENTS

The following financial statements are presented on the basis of accounting practices prescribed or
permitted by the Division of Insurance and by the NAIC as of December 31, 2011:

Statement of Assets, Liabilities, Surplus, and Other Funds as of December 31, 2011
Statement of Income for the Year Ended December 31, 2011
Statement of Capital and Surplus for the Year Ended December 31, 2011

Reconciliation of Capital and Surplus for Each Year in the Five-Year Perigd Ended
December 31, 2011

14
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Statement of Assets, Liabilities, Surplus and Other Funds
As of December 31, 2011

‘ As Reported by Examination Per Statutory
- Assets the Company Changes Examination
Bonds ) $ 78,566,532 78,566,532
Cash, cash equivalents and short-term investments 2,771,820 2,771,820
Other invested assets 1,142,300 1,142,300
Receivables for securities 783 783
Subtotals, cash and invested assets 82,481,435 82,481,435
Investment income due and accrued 416,205 416,203
Premiums and considerations: ’
Uncollected premiums and agents' balances 1,184,534 184,534
Deferred premiums booked but not yet due 1,693,284 1,693,284
Current federal and foreign income tax recoverable 432,518 432,518
Net deferred tax asset 863,170 863,170
Guaranty funds receivable or on deposit 104,906 104,906
Electronic data processing equipment and software 48,610 48,610
Receivables from parent, subsidiaries and affiliates 141,862 141,862
Aggrepate write-ins for other than invested assets 105,594 105,594
Total Assets ' 3 87,472,118 87,472,118
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The Employers’ Fire Insurance Company

Statement of Assets, Liabilities, Sulphis and Other Funds {Continued)

As of December 31, 2011

As Reported by Examination Per Statutory
Liabilities “the Company ©  Changes Examination Note(s)
Losses 16,745,878 '$ 0 §16745878 (D)
Loss adjustment expenses 2,267,044 ' 2,267,044 (D)
Other expenses 24 277 24277
Taxes, licenses and fees excluding federal income taxe: 242,921 242,921
Uneamed Premiums 7,955,502 7,955,502
Advanced Premiums 2,154 2,154
Payable for securities (83) (83)
Aggregate write-ins for liabilities 200,690 200,690
Total Liabilities 27,438,383 27438,383
Common capital stock 4,500,000 4,500,000
Aggregate write-ns for other than special surplus funds 149,975 149,975
Gross paid in and contributed surplus 29,469,755 29,469,755
Unassigned funds {surplus) 25,914,005 25,914,005
Surplus as regards policyholders 60,033,738 60,033,735
Total Liabilities, Capital and Surplus 87,472,118 W8 0 $87472.118
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The Employers’ Fire Insurance Company

Statement of Income
For the Year Ended December 31, 2011

As Reported by  Fxamination Per Statutory
the Company Changes Examination
UNDERWRITING INCOME
Premiums earned $ 15,763,846 ' § 0 3 15,763,846
Deductions:
Losses incurred 6,437,911 6,437,911
Loss adjustment expenses incurred 2,872,495 2,872,495
Other underwriting expenses incurred 6,335,971 6,335,971
Aggregate writ-ins for underwriting deductions (236,949) (236,949)
Net underwriting deductions 15,409,428 31,173,274
Net underwriting gain (loss) 354,418 354,418
INVESTMENT INCOME
- Net investment income earned 1,502,115 1,502,115
Net realized capital gains less capital gains tax of $205,000 . 841,562 841,562
Net investment gain 2,343,677 2,343,677
OTHER INCOME
Net gain (loss) from agents' balance charged off (©,290% {9,290}
Finance and service charges not included in premiums X 17,831 17,831
Aggregate write-ins for miscellaneous income (expense) (43,713) (43,715)
Total other income (35,174) (35,174)
Net income before dividends to policyholders, after capital gainstax
and before all other federal and foreign income tax 2,662,921 2,662,921
Dividends to policyholders. 1,108 1,108
Net incomne, after dividends to policyholders, after capital gainsfax
and before all other federal and foreign income tax 2,661,813 2,661,813
Federal and foreign income taxes 64,890 64,890
Net Income $ 2,596,923 3 0 $ 2,596,923
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The Employers’ Fire Insurance Company

Statement of Capitat and Surplus
For the Year Ended December 31, 2011

Surplus as regards policyholders, December 31 prior year

Net income

Change in net unrealized capital gains (losses)
less capital gains taxes (126,206)

Change in net unrealized foreign exchange
capital gains and (loss)

Change in net deferred income tax

Change in nonadmitted assets

Apgregate write-ins for gains and losses in surplus

Net change in capital and surplus for the year

Capital and surplus, December 31 current year

18

As Reported by Examination Per Statutory
the Company Changes Examination
5 58,106,443 $ 0 % 58,106,443
2,596,923 25961923
(234,299) (234,299)
(83) (83)
(563,901) ~(563,901)
394,328 394,328
(265,676) (265,676)
1,927,292.0 1,927,292.0
b 60,033,735 $ 0 % 60,033,733
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The Employers’ Fire Insurance Company

Reconciliation of Capital and Surplus
For Each Year in the Five-Year Period Ended December 31, 2011

Capital and surplus, December 31 prior year

Net income
Change in net unrealized capital gains or
(losses) less capital gains taxes
Change in net unrealized foreign exchange capital
gains (losses)
Change in net deferred incoms tax
Change in nonadmitted assets
Surplus adjustments:
Paid-in
Dividends to stockholders
Aggregate write-ins for gains and losses in surplus

Net change in capital and surplus for the year

Capital and surplus, December 31 current year

2011 2010 2009 2008 2007
$58,106,443 $52,512,784 $53,108,874 $58,689,572 $61,274,083
2,596,923 28,587,569 3,435,297 (1,599,289) 3,8655600
(234,299) (4,555,824) 794,712 (1,743,224 (1,270,409)
(83) 210,143 (248,499) 10,989
(563,901) (253,501 (2,362,199) 1,425,500 527,801
394,328 (57.207) 1,782,929 (915,985) (568,492)
(15,132,245) {5,000,000)
(2,867,755 (2,500,000) (7,150,000)
(265,676) (127,378) 543,030
1,927,292 3,593,659 (596,090) (5,580,698) (2,584,511)

$60,033,735 §$58,106,443 $52,512,784 $53,108,874 $58,689,572
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The Employers’ Fire Insurance Company

COMMENTS ON FINANCIAL STATEMENT ITEMS

Note 1. Loss and Loss Adjustment Fxpense (“"LAE”) Reserves

As part of the coordinated financial examination of the OneBeacon Insurance Companies by the

Pennsylvania Insurance Department, the “lead state” of the OneBeacon Group, it retained the

actuarial services of Risk & Regulatory Consulting, LLC (*RRC”) to perform an actuarial analysis

of the loss and LAE reserves of the OneBeacon Pool, which includes all reinsured affiliates as 6f

December 31, 2011. Actuerial data provided by the Company, was reviewed and tested by the

examination staff for both accuracy and completeness by performing various examination

procedures on statistically valid samples of paid losses and case reserves. RRC has made an
independent assessment of the Pool’s loss and LAE reserves as of December 31, 2011 to,determine

whether the reserve amounts carried are reasonably stated in accordance with=sound actuarial

principals. This analysis was performed both gross and net of reinsurance.

As a member of the Pool, the Company shares the results of its underwritingsoperations, including
loss and loss adjust expense reserves, with a number of affiliates™, The Company and all
participants cede 100% of underwriting operations to the Pool, and%assiime from the Pool their
respective share of the net underwriting results of the Pool on & prosrata basis. The Company’s
participation ratio in the Pool as of December 31, 2011 was 1,5%.

RRC has concluded that based on its review of OneBeacon’s+loss and loss adjust expense reserve
calculations, as well as its own independent testing, that loss and loss adjust expense reserves held
by the OneBeacon Pool are reasonably stated and fall”within a range of reasonableness as of
December 31, 2011.

Total net reserves for loss and loss adjust expense carried by the Pool as of December 31, 2011 are

$1,275,800,000, and are within approximately .38% of RRC’s select point estimate and fall within

a range of reasonableness. The Cémpany=reported net carried reserves for loss and loss adjustment
expenses per a pooling-agreement based on 1.5% of the total pooled reserves.
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The Employers’ Fire Insurance Company
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