DEPARTMENT OF INSURANCE, FINANCIAL
INSTITUTIONS AND PROFESSIONAL REGISTRATION

P.O. Box 690, Jefferson City, Mo. 65102-0690

RE: Examination Report of Westport Insurance Corporation
ORDER

After full consideration and review of the report of the financial examination of Westport
Insurance Corporation for the period ended D ecember 31, 2009, together with any written
submissions or rebuttals and any relevant portions of the examiner’s workpapers, I, James R.
McAdams, Deputy Director, Missouri Department of Insurance, Financial Institutions and
Professional Registration pursuant to section 374.205.3(3)(a), RSMo., adopt such examination
report. After my consideration and review of such report, workpapers, and written submissions
or rebuttals, 1 hereby incorporate by reference and deem the following parts of such report to be
my findings and conclusions to accompany this order pursuant to section 374.205.3(4), RSMo:
summary of significant findings, subsequent events, company history, corporate records,
management and control, fidelity bond and other insurance, pension, stock ownership and
insurance plans, territory and plan of operations, growth of the company and loss experience,
reinsurance, accounts and records, statutory deposits, financial statements, financial statement
changes resulting from examination, and comments on financial statement items. [ further
specifically find and conclude that there were no material adverse findings, significant non-
compliance issues, or material changes to the financial statements noted during the examination.

Based on such findings and conclusions, 1 hereby ORDER that the Report of the Financial
Examination of Westport Insurance Corporation as of December 31, 2009, be and is hereby
ADOPTED as filed.

So ordered, signed and official seal affixed this 6th day of June, 2011.

es R. McAdams, Deputy Director
partment of Insurance, Financial Institutions
and Professional Registration
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Honorable Joseph Torti, 111, Deputy Director and
Superintendent of Banking and Insurance

Rhode Island Department of Business Regulation

Chair, NAIC Financial Condition (E) Committee

Honorable Stephen W. Robertson, Commissioner
Indiana Department of Insurance
Midwestern Zone Secretary

Honorable John M. Huff, Director

Missouri Department of Insurance, Financial
Institutions and Professional Registration

301 West High Street, Room 530

Jefferson City, Missouri 65102

Ladies and Gentlemen:

Overland Park, KS
March 8, 2011

In accordance with your financial examination warrant, a full scope financial association

examination has been made of the records, affairs and financial condition of

Westport Insurance Corporation

hereinafter referred to as such, as Westport, as WIC, or as the Corporation. Its administrative
office is located at 5200 Metcalf, Overland Park, KS 66202, telephone number 913-676-5200.
The fieldwork for this examination began on January 11, 2010, and concluded on the above date.
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SCOPE OF EXAMINATION

Period Covered

We have performed our full scope association financial examination of Westport Insurance
Corporation. The last examination was completed as of December 31, 2006 and was conducted
by examiners from the State of Missouri representing the Midwestern Zone of the National
Association of Insurance Commissioners (NAIC) with no other zone participating. This
examination covers the period of January 1, 2007 through December 31, 2009 and was
performed concurrently with the examination of the Corporation’s subsidiary, First Specialty
Insurance Corporation (First Specialty or FSIC). The examination also includes the material
transactions and/or events occurring subsequent to the examination date which are noted in this
report. The current examination was conducted by examiners from the State of Missouri
representing the Midwestern Zone of the NAIC with no other zones participating.

Procedures

We conducted our examination in accordance with the NAIC Financial Condition Examiners
Handbook (Handbook) except where practices, procedures and applicable regulations of the
Missouri Department of Insurance, Financial Institutions and Professional Registration (MO
DIFP) and statutes of the State of Missouri prevailed. The Handbook requires that we plan and
perform the examination to evaluate the financial condition and identify prospective risks of the
Corporation by obtaining information about the Corporation including corporate governance,
inherent risks within the Corporation, and system controls and procedures used to mitigate those
risks. This examination also included assessing the principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation and
management’s compliance with Statutory Accounting Principles and annual statement
instructions.

All accounts and activities of the Corporation were considered in accordance with the risk-
focused examination approach. Key activities for Westport included: Claims and Reserving,
Investments, Premiums and Underwriting, Related Party Transactions, Reinsurance, and Federal
Income Taxes.

Reliance Upon Others

The examination relied heavily upon information provided by the Corporation and its
management. Where the examiners have deemed appropriate, this information has been tested or
verified with external sources. The examiners also relied upon information supplied by the
Corporation’s independent auditor, PricewaterhouseCoopers, LLP of New York, New York, for
its audits covering the periods from January 1, 2008 through December 31, 2008 and January 1,
2009 through December 31, 2009. Information relied upon included fraud risk analysis, attorney
letters, tests of controls, and narrative descriptions of processes and controls.
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SUMMARY OF SIGNIFICANT FINDINGS

There were no material adverse findings, significant non-compliance issues, or material changes
to the financial statements noted during the examination.

SUBSEQUENT EVENTS

There were no significant subsequent events noted from December 31, 2009 through the date of
this report.

COMPANY HISTORY

General

The Corporation operates as a stock property and casualty insurer in Missouri under the
insurance laws of Chapter 379 RSMo (Insurance Other Than Life). The Corporation was
originally incorporated as Employers Indemnity Corporation and began business on July 1, 1914
at offices located in Kansas City, Missouri. In 1928, its name was changed to Employers
Reinsurance Corporation (ERC). ERC was purchased by Getty Oil Company in 1980 and ERC’s
headquarters were moved to Overland Park, Kansas. In 1984, Getty Oil Company was acquired
by Texaco, Inc. and later that year ERC was acquired from Texaco, Inc. by the General Electric
Company (GE). In 2006, the Corporation was acquired by Swiss Reinsurance Company Ltd
(Swiss Re), the current ultimate owner. In 2008, ERC merged with its then subsidiary Pre-
Merger Westport Insurance Corporation (PM-WIC) and the merged corporation’s name was
changed to Westport Insurance Corporation.

Capital Contributions

No capital contributions were received during the current examination period. WIC did make
two returns of capital in 2007 ($750,000,000) and 2008 ($1,243,913,000) to its parent, Swiss Re
Solutions Holding Corporation (SRSHC), which were approved by MO DIFP.

Dividends

During 2008, WIC made two dividend payments approved by MO DIFP to SRSHC totaling
$191,087,000. During 2009, WIC made an additional two MO DIFP approved dividend
distributions to SRSHC totaling $107,946,678.

Mergers and Acquisitions

As a result of the 2006 purchase, several transactions were entered into during the examination
period which significantly changed the operational and organizational structure of WIC and its
subsidiaries. These are summarized as follows:
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e Effective March 29, 2007, Coregis Group Inc. merged into ERC with ERC as the
surviving entity. This merger, which included the retirement of ERC’s preferred stock,
resulted in an overall increase to surplus of $34.7 million.

e On March 30, 2007, Coregis Insurance Company merged with and into PM-WIC, a
subsidiary of ERC, with PM-WIC as the surviving entity.

e Effective December 10, 2007, IRI Management Services, LLC merged into ERC with
ERC as the surviving legal entity.

o Effective January 1, 2008, PM-WIC, a wholly-owned subsidiary of ERC, merged with
and into ERC, with ERC as the surviving legal entity. Following the execution of the
merger transactions, ERC changed its name to Westport Insurance Corporation.

o Since the purchase by Swiss Re, WIC has curtailed foreign operations, and is exiting
most of the countries in which it had been operating. Foreign operations transferred or
currently being transferred to Swiss Re affiliates include reinsurance activity in Canada
and all activity in Korea, Malaysia, Australia, and New Zealand. In contrast, Swiss Re
and North America Specialty Insurance Company (NAS) transferred their direct
Canadian business to WIC.

CORPORATE RECORDS

A review was made of the Articles of Incorporation and Bylaws for the examination period.
During this examination period, the Articles of Incorporation were amended and restated
effective January 1, 2008, changing the name of the corporation to Westport Insurance
Corporation. The Bylaws were also amended and restated effective May 29, 2008; however, no
significant changes were made.

The minutes of the Board of Directors’ meetings, committee meetings, and stockholder’s
meetings were reviewed for proper approval of corporate transactions. The minutes appear to
properly reflect and approve the Corporation’s major transactions and events for the period under
examination.

MANAGEMENT AND CONTROL

Board of Directors

The management of the Corporation is vested in a Board of Directors that is elected by the
shareholder. The Articles of Incorporation specify that the number of directors shall not be less
than nine (9) nor more than twenty-five (25). (Mr. Petrilli’s below-stated title is his position
within WIC and its Board. The titles noted for all other members are those positions held by the
employee within Swiss Re’s Americas regional operations.)
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The Board of Directors elected and serving as of December 31, 2009 was as follows:

Name Address Title

Robert J. Petrilli West Simsbury, CT  Chairman, President and Chief Executive
Officer, Westport Insurance Corporation

Craig R. Esses Stamford, CT Senior Vice President - Americas Tax Director

Brian E. Evans Olathe, KS Senior Vice President - Head Excess &
Specialty Casualty

Anthony D. Hill Shawnee, KS Managing Director - Head Actuarial Services
UsS.

Steven A. Kelner Mullica Hill, NJ Managing Director - Head Underwriting,
Casualty

James K. Miller Armonk, NY Managing Director - Head North American
Property

Randy L. Nordquist ~ Bonner Springs, KS ~ Managing Director - Executive Claims Manager

Robert M. Solitro Manchester, NH Managing Director - Americas DOO & Head

North America Specialty Client Markets
William J. Steilen Overland Park, KS Managing Director - Chief Financial Officer

Property & Casualty (P&C) Americas
Craig C. Zahnd Overland Park, KS Managing Director - Head Americas Legal

Although all the members of the Board of Directors as indicated above are employees of Swiss Re
entities, indicating a lack of independence in the Corporation’s governance, this is not unusual
given the ownership structure of WIC as a subsidiary of a major corporation. To ascertain
independence and prudent corporate governance standards, the examination reviewed the
composition of the Board of Directors of Swiss Re, the ultimate controlling entity of WIC. Swiss
Re’s current Board of Directors is comprised of nine members, all of whom are independent based
on Swiss Re’s independence criteria.

Senior Officers

The Bylaws state that the Board of Directors shall elect a Chairman of the Board, a President,
and a Secretary at the first regular meeting of the Board of Directors following the annual
meeting of the stockholder. The Board of Directors may elect other officers as required by law
or as needed as determined by the Board. The titles shown below are those stated within the
WIC Board minutes, followed by the general area of responsibility. The senior officers elected
by the Board of Directors and serving as of December 31, 2009 were as follows:




Name
Robert J. Petrilli

William J. Steilen
Christian Bieri

Craig C. Zahnd
Gregory A. Steele

James M. Gevlin

Jean-Jacques Henchoz

Patrick Mailloux
Randy L. Nordquist
Thomas J. Luning
Anthony D. Hill

Elissa B. Kenny
Kenneth J. Holferty
Deryck M. Malone
Steven W. Book
Daniel G. Gibson

Address
West Simsbury, CT

Overland Park, KS
Toronto, ON, CN

Overland Park, KS
Overland Park, KS

Stuyvesant, NY
Toronto, ON, CN
Armonk, NY
Bonner Springs, KS
Brookfield, CT
Shawnee, KS

West Harrison, NY
Lake Lotawana, MO
Shawnee, KS

Lenexa, KS
Overland Park, KS
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Title — Area of Responsibility

Chairman, President and Chief Executive
Officer, Westport Insurance Corporation

Managing Director - Chief Financial Officer
P&C Americas

Managing Director - Head Underwriting,
Canada & EC Treaty

Managing Director - Head Americas Legal

Managing Director - Executive Claims
Manager

Managing Director - Head of Regional Hub
Americas

Managing Director - Head of Canada &
English Caribbean

Managing Director - Head Globals & National,
and Latin America

Managing Director - Executive Claims
Manager

Managing Director - Head of Regional &
Specialty

Managing Director - Head Actuarial Services
U.s.

Senior Vice President & Secretary

Treasurer

Controller & Assistant Treasurer

Senior Vice President - Reserving Actuary

Senior Vice President - Head Office Reporting

Charles H. Lubochinski White Plains, NY Senior Vice President — U.S. Tax Director

Principal Committees

WIC’s Bylaws state that the Board of Directors may elect an Executive Committee of not less
than three members. During the intervals between the meetings of the Board of Directors, the
Executive Committee shall possess and may exercise all the powers of the Board of Directors in
the management and affairs of the Corporation. The Board, at its discretion, may appoint other
committees as necessary. Currently, the Board of Directors has elected an Executive Committee.
The committee members as of December 31, 2009 were as follows:

Executive Committee
Robert J. Petrilli
William J. Steilen
Craig C. Zahnd

The various Swiss Re entities within the Americas region joined together and established the
Swiss Re Americas Finance & Risk Committee (FRC) to a) approve investment policies, monitor
compliance of investment managers, and verify that investments comply with regulatory and




