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Harrisburg, Pennsylvania
March 25, 2020

Honorable Joseph DiMemmo, CPA 
Deputy Insurance Commissioner 
Commonwealth of Pennsylvania
Insurance Department 
Harrisburg, Pennsylvania

Dear Sir:

In accordance with instructions contained in Examination Warrant Numbers 18-04829-
10238-T1, 18-04829-20621-T1, 18-04829-20648-T1, and 18-04829-21970-T1, dated November 
2, 2018, an examination was made of: 

Potomac Insurance Company, NAIC Code: 10238
Lamorak Insurance Company, NAIC Code: 20621 

Bedivere Insurance Company, NAIC Code: 21970, and 
The Employers’ Fire Insurance Company, NAIC Code: 20648 

Pennsylvania domiciled multi-state, property and casualty insurance companies, hereinafter 
collectively referred to as “Trebuchet Insurance Group” or the “Companies”.  The examination 
was conducted primarily at the offices of the Pennsylvania Insurance Department 
(“Department”) located in Harrisburg, Pennsylvania and the offices of Merlinos & Associates, 
Inc. (“Merlinos”), located in Peachtree, Georgia.  

The last full-scope examination of the companies in the Trebuchet Insurance Group was 
conducted by the Department as of December 31, 2016. In that examination, the Department 
utilized the examination services of EisnerAmper LLP.  EisnerAmper, LLP subcontracted the 
actuarial services to Merlinos to assist the Department.  

During the December 31, 2016 full-scope financial examination of the Trebuchet 
Insurance Group, the Department concluded that there was a material net and gross reserve 
deficiency.  Given the high degree of uncertainty about the range of reasonable reserve estimates 
for asbestos and environmental losses, the Department did not make a financial statement 
adjustment at that time.  The Department continued to monitor the reserve development and the 
carried reserve amounts reported by each of companies in each subsequent period. 

The Department initiated this limited-scope examination with the assistance of a 
consulting actuary to examine the adequacy of the loss and loss adjustment expense (“LAE”)
reserves reported by the Companies as of December 31, 2018.  The scope of work also includes a 
review of certain actuarial processes for the Companies through December 31, 2018.   

As this examination is limited in scope, this examination report is not intended to 
communicate all matters of importance for an understanding of the Companies’ financial 
condition. The format of this report is consistent with the current practices of the Department and 
the examination format prescribed by the National Association of Insurance Commissioners. 

This report is limited to a brief description of the Companies, a discussion of financial 
items that are of specific regulatory concern, and a factual disclosure of other significant 
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regulatory information related to the loss and LAE reserves. The Reports of Examinations of 
each member of the Trebuchet Insurance Group as of December 31, 2016, dated May 15, 2018, 
should be referred to for additional historical and background information. 

A report of this limited-scope group examination is hereby respectfully submitted. 

BACKGROUND 

All four companies in the Trebuchet Group are in runoff. The majority of the exposures 
are Asbestos and Environmental (“A&E”), Workers’ Compensation and other Commercial 
Lines. The Companies entered into a series of Inter-Company Reinsurance Agreements. The 
Employers’ Fire Insurance Company (“EFIC”) and Lamorak Insurance Company (“LIC”) each 
entered into a quota share reinsurance agreement effective October 1, 2012, whereby each 
company cedes 100% of its insurance liabilities to Bedivere Insurance Company (“BIC”).   Each 
LIC and EFIC carry $0 in net reserves.  

During the examination period, BIC continues to have $2.5 billion of reinsurance 
coverage on asbestos and environmental losses under an Aggregate Loss Portfolio Reinsurance 
Agreement effective June 1, 2001, between BIC and Potomac Insurance Company (“PIC”).  This 
business is then retroceded by PIC to National Indemnity Company (“NICO”).  The reinsurance 
coverage is for 100% of losses and allocated LAE incurred and paid or payable on or after 
January 1, 2000, on asbestos and environmental policies and contracts of BIC and its affiliates, 
EFIC and LIC, net of reinsurance recoverable from other third-party reinsurers. 

The reinsurance between BIC and PIC is recorded as prospective reinsurance in 
accordance with SSAP No. 62, Paragraph 30d.  The reinsurance between PIC and NICO is 
recorded as retroactive reinsurance in accordance with SSAP No. 62, Paragraph 28. 

BIC also continues to have excess of loss reinsurance coverage for accident year 2000 
and prior losses and LAE covering all classes of business other than the policies covered in the 
Aggregate Loss Portfolio Reinsurance Agreement described above.  This coverage is also with 
PIC with PIC then retroceding the business to General Reinsurance Corporation (“Gen Re”).  
The coverage is the sum of $170 million of BIC’s initial reserves plus $400 million excess of 
BIC’s initial reserves for a total coverage of $570 million. 

Through December 31, 2018, there is an Administrative Services Agreement among BIC, 
PIC and NICO in connection with the Aggregate Loss Portfolio Reinsurance Agreement 
whereby NICO handles all of the direct business claims administration as well as collection of 
reinsurance recoverables covered by the Aggregate Loss Portfolio Reinsurance Agreement to the 
extent that such coverage is still available. 

SCOPE OF EXAMINATION 

The Department engaged Merlinos to provide actuarial examination assistance in 
evaluating the loss and loss adjustment expenses of the Companies. David Shepherd, FCAS, 
MAAA and Thomas Vasey, FCAS, MAAA of Merlinos were the primary actuaries performing 
the analysis.  
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Merlinos was tasked with performing the following procedures:

a. Reconcile data between source documents, financial, and actuarial reports.

b. Conduct a comprehensive review of applicable actuarial report(s) and Statements of 
Actuarial Opinion. 

c. Conduct independent review and analysis on selected loss segments. 

d. Determine reasonableness of carried loss and LAE reserves. 

e. Perform a review of any ground up Asbestos and Environmental (“A&E”) study as 
performed by the Companies’ management. 

f. Review Actuarial Report(s) to determine compliance with reporting requirements. 

LIABILITES  

LOSS AND LOSS ADJUSTMENT EXPENSES 

The following chart depicts the Companies’ net reported reserves for losses and LAE on 
the respective December 31, 2018, Annual Statements. 

Company Losses LAE 
BIC $ 88,919,348  $ 13,268,790
EFIC $ 0  $ 0
LIC $ 0  $ 0
PIC $ 385,827,656  $ 72,710,367

Stuart A. Wrenn, FCAS, Senior Vice President and Chief Actuary of Trebuchet Group of 
Company has served as the appointed actuary (“AA”) for each of the Companies since 2015. As 
the AA, Mr. Stuart prepared the Statements of Actuarial Opinion for each of the Companies. 

In each year during the examination period, including as of December 31, 2018, the AA 
issued an Opinion for each company stating that the reserves “make a reasonable provision in the 
aggregate for all unpaid loss and loss expense obligations of the Company under the terms of its 
contracts and agreements.” 

Merlinos communicated their findings, conclusions and recommendations to the 
Department.  Specifically, Merlinos found the following: 

There were numerous issues with the Actuarial Report prepared by the Appointed 
Actuary, and Merlinos determined that it could not be relied upon as support for the carried A&E 
reserves of the Companies.  It is noted that the carried reserve level is near the low estimate of 
the Appointed Actuary’s A&E reserve range, and significantly below the actuarial central 
estimates prepared by the Appointed Actuary.  If management carried the Appointed Actuary’s 
selected midpoint of the actuarial range of reserves, BIC’s financial statements would reflect a 
negative surplus position. 
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Trebuchet Group’s management was unable to provide documented support for the 
difference between the Appointed Actuary’s midpoint estimate and the amount reported by the 
Companies.

It is recommended that Trebuchet Group’s management document and provide 
quantitative support for carried reserves when those reserves differ from either the midpoint of 
the Appointed Actuary’s range of reasonable estimates or the actuarial central estimate, in a 
manner that complies with the Statement of Statutory Accounting Principles No. 55, 
Paragraphs 10 and 11. 

The Companies completed a ground-up asbestos account analysis for 15 of largest
insureds as of December 31, 2018.  Merlinos performed a review of these individual asbestos 
accounts. In addition, Merlinos performed a top down review of the estimated reserves net of 
external reinsurance and gross of the NICO treaty.  Based upon the review conducted and the 
analysis performed, Merlinos concluded that the carried A&E reserves are inadequate by 
approximately $655 million (gross) and $474 million (net) of reinsurance.   

It is recommended that the Trebuchet Group increase A&E reserves by $655 million on 
a gross basis and $474 million on a net basis on BIC’s financial statements. 

It is recommended that the Trebuchet Group increase net reserves by $10 million on 
PIC’s financial statements. 

For the Companies’ non-A&E reserves, which primarily include workers compensation, 
general liability, commercial multiple peril liability, personal injury protection, and various 
pools, Merlinos performed a top down review of the estimated reserves on both a gross and net 
of external reinsurance basis.  Based upon the review conducted, Merlinos estimated that the 
carried net non-A&E reserves as of December 31, 2018 are inadequate by $40.6 million. The 
gross adverse reserve development for non-A&E is estimated to be $62.3 million. 

It is recommended that the Trebuchet Group increase non-A&E reserves by $62.3 
million on a gross basis and $40.6 million on a net basis on BIC’s financial statements. 

The Department reviewed and accepted the work of Merlinos. Upon the Department’s 
acceptance, the detailed findings were presented to and discussed with Company management
and the Appointed Actuary in a meeting led by the Department and Merlinos.  The Company 
comments were received and reviewed and no modifications to Merlinos’ actuarial projections 
were required. 

SUBSEQUENT EVENTS 

The Department observed that BIC reported net reserve strengthening of nearly $82 
million on the December 31, 2019 financial statements.  The increase in reserves had a negative 
impact on statutory surplus; BIC’s reported surplus as of December 31, 2019 was $24.162 
million.   

The AA reported in BIC’s 2019 Opinion that reserves carried on the December 31, 2019 
Annual Statement, “make an inadequate provision for unpaid loss and loss adjustment expense 
obligations of the Company under the terms of its contracts and agreements.  The provision for 
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unpaid losses and loss adjustment expenses is $47 million less than the minimum amount I 
consider necessary to be within the range of reasonable estimates”.  

The AA reported also in the LIC and EFIC 2019 Opinions that reserves carried on the 
December 31, 2019 Annual Statement, “make an inadequate provision for the unpaid loss and 
loss adjustment expense obligations of the Company under the terms of its contracts and 
agreements”.  

As a result of the Group’s estimate for unpaid loss and LAE reserves reported at 
December 31, 2019 was not within a reasonable range, the CPA firm Mazars USA, LLP issued 
an adverse audit opinion on the Group’s consolidated statutory financial statements for 
December 31, 2019. 

The Department recognizes that Company management is moving in a direction to 
address the indicated reserve deficiencies, and that the reserves recorded by the Company as of 
December 31, 2019 are not the amounts indicated by Merlinos.

RECOMMENDATIONS 

The following recommendations are being made as a result of the current examination. 

1. It is recommended that Trebuchet Group’s management document and provide 
quantitative support for carried reserves when those reserves differ from either the 
midpoint of the Appointed Actuary’s range of reasonable estimates or the actuarial 
central estimate, in a manner that complies with the Statement of Statutory Accounting 
Principles No. 55, Paragraphs 10 and 11.

2. It is recommended that the Trebuchet Group increase A&E reserves by $655 million on 
a gross basis and $474 million on a net basis on BIC’s financial statements.

3. It is recommended that the Trebuchet Group increase net reserves by $10 million on 
PIC’s financial statements. 

4. It is recommended that the Trebuchet Group increase non-A&E reserves by $62.3 
million on a gross basis and $40.6 million on a net basis on BIC’s financial statements.
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CONCLUSION 

This examination was managed by Robert Woronko, CFE, with actuarial examination 
support provided by David Shepherd, FCAS, MAAA, and Thomas Vasey, FCAS, MAAA of 
Merlinos. 

Respectfully,

Melissa L. Greiner 
Director 
Bureau of Financial Examinations 

Robert A. Woronko, CFE 
Examination Manager 

The CFE designation has been conferred by an organization not affiliated with the federal or any state government.  However, the CFE designation is the only designation recognized by the 

NAIC for the purposes of directing statutory Association examinations of insurance companies.  


